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RESTRICTED
ANGLO-GERMAN SUMMIT - 20/21 FEBRUARY 1989

MINISTER OF AGRICULTURE'S MEETINGS WITH GERMAN AGRICULTURE MINISTER
ME HKIECHLE

Pregent:

Minister of Agriculture

Mr D A Hadley

Mr Kiechle

HMr Gensxe
Mr Hevynen
Dr Buhner

s Discussion between the Ministere was frank and al thougn somes
gimilarities in approach were found (f.e. sugar and milk guotas)
there was a stark contrast in approach on CAP reform, GATT and
MCAL., However, none of thils was surprising and the meeting was
helpful in developing working relationships.

1989 Price Negotiations

24 A ‘recurrent theme throughout the disCussions Was apecial
pleading for the difficulties faced in Germany given declining
farm incomes. Mr Kiechle said that last year had been a bad
year on farm incomes. This year had compensated for what had
been lost lasi wear and lrncomes were pnow just above 1980 levels.
Four vyears of "negative price policy" hagd left them in an
intolerable position. Farmers still represented a considerable
voting force in Germany and thus the problems on farm incomes
represented a serious political situation. Thus they could not
accept. Lhe Commission price proposals. tabilisers had ko be
respected; but anything beyond was neither necessary nor
acceplable. As far as cereals was concerned we had the stabiliser
and set aside. Germany would be taking out 170,000 hectares
this year — eguivalent to 700;000 tonnes af cereals, however set
atlde had not yel been uniformally implemented throughout the
Community. The overall effect of the Commission proposals would
be a 7-8B per cent price cut in cereals. Eome Member States
would be able to reduce this cut through action on MCAsE. This
was nobt open to Germany. "Time was running out® for their small
Family Earms and further cuts in incomes were not acceptable.

¥. The Minister replied that this vear's price negotiaticns had
to be looked at in the GATT context. The UK faced far greater
pressure on farm incomes than Germany: there had been a 28 per
cent drop 1in real terms over the past year (largely dune to
careals). According to Eurostat figures over the ten years to
L3B8 Germany showed a tiny decline in real terms, whereas the UK




nad taced a substant aldezline. Thie raused P litical dlifFirulr{mi
o the UK ton. However , F was not in Ehe longer term interests
Ul tarmers to aveid facing up to difficult derisicns and the
need for continuing CAP reform now. Thus our objectives for
this year's price flxing were to carry Eorward CAP reform, to
continue with price restraint and discipline and to further
reduce the role of intervention. Four years of price restraint
and cuts had still left us with 30 million tonnes cereals surplus
which was potentially exportable. Unless we carried forward CAP
reform we could find that we were returning to serious world
surpluses with export trade wars. This wae why he =upported
price restraint while acknowledging that it would squeszae marginal
cereals producers ougt, on cereala the TE was pressing for
tougher measures with the £ull 3 month delay in intervention:
this would encourage producers to seek market outlets while
confining Iintervention to its proper role as a gafety net. We
had to contlnue with rigorous disciplines in the cereals sectnr
1f we were not to face even more difficult problems in 2 or 1
Yearas Eime. The Min:ster mentioned that some of our farmers
were farming both in the UK and in Germany: an analysis had bsen
done of their returns on cereals taking account of all relevant
Lactore. These figures demonstrated that there was a higher
income per hectare 1n Germany than in the UK. These farmers
Eherefore felt that a small MCA adjustment was very desirable bo
produce a fairer balance between ocur two countries. The Minizter
acknowledged that the UK and Germany were in Ethe lead in
implementing set aside., We saw this eagsentially as a2 complemernt
Lo price restraint. One or two per cent of cereals land would
be coming out of production this Year under the scheme. However,
there had been a very high response on registrations. Sixty per
cent. of the response had come from the main cereals g FowWing
ares.,

1. Mr Kiechle disagreed with the Minister's perception of the
role of the price negotiations in the GATT context. Third
countries were more interested in guantities that we were prodgucing
and exporting than in their domestic situation within the Communitby
and this should be the basis for further discussions. He agrasd
Wwith the Minister that guotas were not the way ahead. However,
both were agreed that set aside needed to ke implemented Lhroughout
the Community and he wondered whether set aside might not be
more effective if it were made compulsory. The Minister made
clear that he saw compulsory set aside as being at one end of
the spectrum of possible guota systems. As such it would inhibif
the competitive growth and develcpment of the cereals sector and
was undesirablea. While accepting the need to watch how cereals
policy developed given the risk of the werld cereale surplus
getkting out of control, he would be wvery much opposed to any
type of quota system in the near future. We had to galn greater
experience of the set aside system, Nonetheless, he welcomed
the idea of putting pressure on other colleagues to operate the
set aside ascheme more effectively in the coming year. Mr Kiechle
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ald that since we did not yat have a Judankbrtat lve Bvysthem whnicl
worgked a4 Compulsory set aside scheme might well be for discussion
in 1 or 2 years time. Mr Kittel added that farming organisations
throughout Europe seemed to favour a more rigld system of set
aside and he rhought this would inevitably come up for discussion
in the next 8/10 months.

- 1 Mr Kittel raised the issue of the moisture content of
cereals: a | per cent change in moisture content meant plus or
minus Z-2% per cent income, This was why they wanted 15.5.
ceft moisture content as tha upper limit. The Commission

not made any proposal on moisture content this year and they
wondered what the UK ‘approach would be on this issue. The
Minister said that in principal he supported a 14.5 per cent
molsture content level since this fitted with the general principle
of reducing the role of intervention. However, in practice the
UK had faced sericus difficulties over the past £ years and he
nad agreed Lo the raising of the Jlevel in these exceptional
clrcumstances. We had not yet decided what our final position
would be this vear,

b, 'he Minister probed the German view on the proposed & per
cent cut on sugar. We had not yet taken a final position on
this. However, we were concerned by some aspects of the proposal:
the relationship with the ACP countries had not yet been thought
through and we had to look at its budgetary effect. Mr Kiechle
5ald that they had not yet taken a final position but gave a
very strong indication that they would not support the 5 per
cent cut. The sugar regime was self-financing. Sugar farmers
were often 1sa involved in cereals where we had taken tough
sction, He thersfore strongly disagreed with the need to reduce
the sugar price. Mr Kitkel added that it looked a8 if France
would be the ‘only country supporting a cut on the basis that the
sugar price should be cut if cereals was being cut. Howewver the
French seemed to be reconciled to the fact that we would not
nave the full price cut but ane somewhat lower than 5 per cent.
Ihe sugar regime would be reviewed in 1991 and that was another
argument for leaving the regime alane. In any case the price
reduction would not have a big effect on consumers. The Minister
agreed with this.

i The Minister said that he had some concerns about the
proposals for oilseeds in the Commission document: the proposesd
cut in the monthly increments could encourage more pProducars
into cereals production., Mr Kitte] agreed with this: the oilzeed
stabllliger was very rigid and tough. They did not think a
reduction as proposed by the Commission was appropriate,

8. There was some brief discussion of the milk regime with the
Germans probing our approach on an increase in the protein component
of the milk prices., Mr Kiechle thought that the action in the
milk sector had been a big achievement. He did not EFaveur cuts
in aid for skimmed milk powder. They had asked the Commission
to produce a report on the dismantling of the co-responsibility
levy system. They thought Lhat this could have a very positive
psychological effect in this sector. They ware completely opposed
to the idea of Community guotas replacing national quetas. The




Miplsterl painted } nat dalry sector was st Lhe most exoens i v
regime. We r 51l cspending too mach on disposal subaidis
Whlch was leading to distortions. 1= UK wery mach disllaed he
Lasraespans bl 11y Il-'_-':,.'; NoWaver e Wwas reallstic to. remove it
only when we saw the costs of the regime coming down. [t was
more or (ess inevitable that gquotas would continue and we ought
to address ourselves quickly to this issue. Flexibility was
lmportant in the guota system and this issue became even more
important if gquotas were here to stay. Mr Kiechle agreed that
we should take a long term decision on the continuation of the
quora system as guickly as possible. He also agreed on the need
for greater Elexibility.

GATT

9. The Minister urged on Mr Kiechle the need for greatear
flexibility from the EC in working towards the April GATT meeting.
However, the Garmane were clearly entrenched in their resistance
to this. The Minister pointed ouk that it was most important to
have a succeseful outcome to the GATT Round. The April meeting
had to come out with clear agreement on the future programme.
Since Montreal the US had moved towards the Cairn's Group position.
A1l had agreed on the need for the Community te resist the 08§
poslition on the long term and their insistence on elimination.
However, now that they had moved on the long-term the EC would
Jome under pressure to move. The Commission would need to be
given sufficient flexibility for the negotiations. We might
have to be ready to make commitments in terms of specific policy
cthanges (not Jjust aggregate measure terms); to explore the
possibilities for specific commitments on import access and export
subsldies; and finally the EC should take credit for reforms
made so far. Time was short; but we had to give [lexibility to
the Commission on the short-term if we were to avoid a breakdown
1n April - a breakdown would be in nobody's interest.

10. Mr Eiechle agrees that it was important to get agreement in
Aprily however he would not be subjected to dictated conditions
by another party. It was important for the U5 and the Cairn's
Group to accept the EC's achievements in the past f(eg in the
dairy sector]). As far as the scope of the EC's flexi..lity was
concerned the gsystem of levies and refunds should not be touched.
While he agreed in principle that we should not add to external
protection, we could certainly not weaken it. Exports onto the
world market were too high and possibly the guantities should ke
reduced; but time was needed. If we altered external protecticn
our farmers would face import pressures and would be obliged 'to
give up all hope'. Efforts had been made in the past few years
to reduce the problem of Community exports - g¥port refunds was
possibly an area where they might be ready to make concessions.
but our partners must be ready to make efforts too and glve
credit for what we had done. We had to clarify what was meant
by 'subsidies', We nesded to show flexibility; but others also
needed to show this. Mr Kittel added that if additional flexibility
wWas required then we could change our proposal for a reference
Year from 1984 to an average of 1984-1986. There were various
other ideas which might be developed within the framework of the
aggregate measure system. Using the system gave the BC a credit
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posltion. Any necezgary flexibility could be reflected in the
reference year; but we had to make clear that there were limits
to our flexibility., Mr Genske also emphasised their attachment
to the aggregate measure system. The Minister responded that an
over=riding concern for him was the US Farm Bill and what it
might contain; Germany sheuld think wvery hard on this when
reflecting on their position. Mr Hadley added that we had to be
careful that the Community in turn could not be criticised far
having too rigid a position on GATT. The EC position was
generally believed to be unclear and vague. Mr Andreissen himself
had said that the Community had to be more specific.

MChAs

1. Mr Kiechle made clear Ehat he could no |longer accapk the
agri-monetary system as it now stoocd: each ;JFdqunménr of
currencies gave them price reductions in national currency terms,
He pleaded that we should take account of their difficulties:
wWwith elections 1n the European Parliament this year and a general
election for the Federal Parliament next vear they could not
acecept additicnal burdens in terms of price cuts., He understood
that negative MCAS had toc be dismantled; but they could nol put
up with further reductions in prices. The Minister responded
that he too had diffieculkies with the system as it stood. He
was criticised by his farmers because the system gave them an
unfair competitive disadvantage, This would all be discussed in
March. The Council and Commission had rightly recognised that
monetary gaps should be eliminated by 1992 and Lhey had agreed
on a phased approach. The guestion now was what would happen
beyond 18%%2, We had to have a common price Jlewvel with no
charges on trade between Member States. Insolar as these changes
had effects for strong currencies it would clearly be possible
to explore the possibility of national aids. These would have
te have clear conditieons attached. However he would not be
adverse to engaging in discussion on this. Mr Kiechle thanked
the Minister for his understanding and agreed that natiomal aids
Was an approach that it would be helpful to discuss furcther.

%’\,ﬁf

SHIRLEY > (M
PPS/Minist
24 February 1989

Circulation:

Private Offlces
Mr Gueterbock
ME D A Badley
Mr R Carden

Mr G Myers

Mr 5 Wentworth
M Mur phey

M Thamas




bl -
Mr
e

for Scotland
for Wales

aof State for Northern

UDEREF

Ireland




PRIME MINISTER

FURTHER MEETING WITH CHANCELLOR EKOHL

Chancellor Kohl's cffice have been in touch to discuss dates
for your weekend stay at his home. They have suggested
Saturday 29 April. Unfortunately this is the day you have
alraady offered to Lubbers for a bilateral at Cheguers and he

has accepted.

Tha preceding weekend (22/23 April) would be much easier for
you but is too far ahaad of the WATO Summit to be ideal. The

following weekend (6/7 May) runs into vour 10th annivarsary,
althougn the Baturday 15 free at present. The weekend atter
that (13,14 May) would mean going to Germany dirsct from the

Scottish Party Confarance.

Bafore going further with the Germans, it would be helpful to
have your view on which of these options you would prefer.

The choices are:

- to fly across to Germany on the late afterncon of
Saturday 29 April, immediately after your meeting with
Lubbers, and spend Sunday 30 April with EKohl. There is
some advantage in this as Monday 1 May is a Bank

Holiday;

to go direct from the Scottish Farty Conference on
Saturday 13 May, spend that night in Germany, and come
back on Sunday 14 May;

ta affer the sarlier weekend of Saturday 22/5unday
23 April.

I do not of course know which of these Chancellor Eohl could
managa - except the first - but if you could indicate your

preferance we& can try and press it on him.
T attach the relevant pages of vour long—-term diary.

CHARLES POWELL
24 February 1989
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10 DOWNING STREET
LONDON SWIA JAA

From the Private Secretar 22 FPebruary 1989

ANGLO-GEEMAN SUMMIT: 20/21 FEBRUARY

I enclose the passage from the record
of the Prima Minister's meeting with Chancellor
Kohl in Frankfurt dealing with the extradition
of Hanratty.

I am copying this letter and enclosure
to Michael Saunders [Law Cfficers Department).

{C. D. POWELL)

Philip Mawer, Esg..,
Home Office.

CONFIDENTIAL
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Excradition Recuest
We Wware

"“hancellor Eohl that
axrradition of Gerard HAnEatty,
chancellor Kohl appeared
inform himself.

The Primpe Minister told

submitting a requast for tne
FEG.

he would

currantly

3 in custody in the
unaware of the case but gaid thatc

COMFIDENTIAL
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10 DOWNING STREET
LONDON SWIA 1AA

Frov tie Private Secretors i2 February 1983

ANGLO-GERMAN SUMMIT:20/21 FEBRUARY

I encleose the passage from the record
of the Prime Minister's meeting with Chancellor
FKohl in Frankfurt dealing with environmental
LE8u8s,

Eoger Bright: Esg.,
Department of the Environment.
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Enpvironmental I[ssuss

ha Frime Minister explained the reasons why Britain
would mot be attending the Conference in the Hague on
11 March te discuss Monsieur Rocard's environmantal
ipitiative. It was ill-prepared, and the draic declaration
providad for a supra-national authority, for sanctiocns and
far compensation, none of which could we accept. Four of
the Five Permanant Members of the United Nations Seacurity
Council would not be attending the Hague meeting. BShe was
surprised that Germany felt able to subscriba to the
declaration.

T+ was clear from the subseguent conversation between
Chancellor Kohl and Herr Telt=shik =hat naither of them had
the Faintest idea what was in the draft declaration.

Chanceller #¥ohl =zaid that he would now study ke

chancellor Kohl expressed concern about projects to

ba Financed by the World Bank to build dams in Brazil, which
would have the affect of further depleting the tropical rain
forests. He thought it was madness to give financial help
for projects which would have such a devastating affect on
the global environment. He would ensure that we were kept
informed of the Garman's decision. The Prime Minister said
that she was not aware of the projects in question.

CONFIDENTIAL




PRIME MINISTER
ANGLO-GERMAN SUMMIT

Chancellor Kohl's cffice told me this morning
that he had reported to Cabinet this morning
on the outcome of the Anglo-German Summit

in very positive terms, being particularly
complimentary about you. He felt the meeting
had been a great success in underlining both
the basic strength of Anglo-German relations
and also the closeness of his personal

relationship with you.

"'\-\._'\\‘.\} :

CHARLES POWELL
22 February 1983
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10 DOWNING STREET

: LONDON SWIA 1AA
Frowsi the Private Secretar) 37 February 1989

PRIME MINISTER'S LUNCH AT THE BUNDESBANE
IN FRANMKFURT ON 20 FEBRUARY

Tha Prime Minister lunched with Herr Poehl at the
Bundesbank in Frankfurt aon 20 February. Alsoc present wers
Dr. Herrhausen of the Deutsche Bank, Dr. Seipp of the
Commerz Bank, Harr Gleske of the Bundesbank and the two
Ambassadors. It was a cheerful indeed boisterous occcasion
with - I am bound to record - a certain, jovial air of
belle alliance against Finance Ministers and all their
works. I do not think that the participants were left in
any doubt of the Prime Minister's views on the main issues
pf the day. They seemad to share most of them.

It was not the sort of occasion to take a record. The
following is based on my recollection.

Herr Posnl got off to an excellant start by reading the
opening passage of a speech he had delivered that morning in
Kiel praising the Prime Minister's views - in the Bruges
apeech - on the dangers of bureaucracy, regulation and
centralisation in EBurope. This led to a discussion of the
motives of some of those who were arguing for full economic
and monetary anion in Europe. The Prime Minister took the
viaw that EMU was simply the handmaiden of their
determination to have a fully fledged federal Burope. The
most ardent sopporters of EMU were those who wanted to run
Burape on socialist and dirigista lines, which could noct be
racanciled with the free market approach in which both
Britain and Germany believed.

There was then a briaf discussion on international
debt. The Prime Minister inveighed against attempts to
transfer the burden from the commercial banke to the
taxpayer. Herr Poehl was cautiously approving of proposals
being developed by the US Administration. BAs I understood
it, thesa ware related to or modelled on the J.P. Morgan
proposals for Mexico.

CONFIDENTIAL
AND PERSONAL
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Discussion then moved on to the Delors Committee. The
Prime Ministar said that the tasks of the Committee were to
describe what Full EMU would involve in agnostic terms, and
to spell out starkly the implications in terms of loss of
national sovereignty over economic and monetary policies,

An enormous transfer of power away from national governments
and parliaments would be involved. If the scale of this
were clearly explained in the report, most European
Govarnments would think twice before setting ocut down this
route.

Herr Poenl and his collaagues began by arguing that in
reality the Eurcpean Community was not so far from EMU now,
with stable sxchange rates achieved through the ERM owver the
past couple of years. The Prime Minister argued the folly
of trying to fix exchange rates and the damage done by the
Plaza and Louvre Accords and by otbther atbtempks to
defend particular rates., Arguably this had =zet us back by
two years in che fight against inflation in the United
Kingdom. Moreover fixing exchange rates in Europe would
remove an important means of adjustment and lead to demands
from the poorer countries for further massive transfers of
resources through the regional and structural funds.
Convergance of economic policies should come Eirst.
Exchange rates were the result.

Herr Poehl and his collesagues then edged away from this
line of argument, protesting that they did not believe in
fixed exchange rates. But equally they wanted a process of
closar economic and mopnetary cooperation in Burope, based
upon convergence of policies. They did not think that a
single Buropean market could be achieved without progress on
monetary cooperation. They regretted that Britain, with its
libaral policies, was not exarting more influence in this
field. The Frime Minister said that neither tax
approximation nor EMOD were essential to a single market.

The obstacles were guite different: the refusal of some
govarnmants to play by the rules in Burope, for instance on
public procurement: and the continuing heavy subsidies not
least in Garmany. The bankers offered no def=nce on this
last point.

The Prime Minister went on to attack the Commission's
propogals for an EC-wide withholding tax. It was not
necessary to liberalisation of capital movements and would
only drive capital out of Burope altogether. The United
Kingdom would not accept it. Herr Poehl and his colleaguas
said that the introduction of such a tax in Germany had been
little short of disastrous, leading to a major ocutflow of
capital. They would not like to see it repeated at the
European level.

Discussion then returned to the Delors Committee, and
was characterizsed by some zteady back-pedalling by
Herr Poshl who was harried more than supported by his
banking colleaguea. Foshl said that he was confident that
the Committee's report would be as stark and agnostic as the
Prime Minister hoped. He did not think that there would be
support for a European Captral Pank or a suro-currsncy.

CONFIDENTIAL
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They were simply not realistic goals, although the report
would not say that. He did not expect to have problems with
the text, or to find it necessary to subscribe to a minority
report. The Prime Minister said darkly that some reports of
Herr Poehl's views suggested that he had shifted somewhat
from the excellent exposition of the case against a European
Cantral Bank in his article of 28 May 1988 in the FAL.

Herr Poehl conceded that his views might have changed in
gome respects but not in any major way. The Prime Minister
said that it would be a great mistake to argue that EMU
would never happen so thare was no need to worry too much
about it. There were many in the Community who were
dedicated to EMU as an aspect of Full pelitical union and
thay had to be registed. 8She did not sea how Herr Foehl
could possibly go along with any proposals which threatened
the independence of the Bundesbank and its ability to
osrotect the value of the Deutschmark., Surely such loss of
independence and substitution of political control was the
insvitable concomitant of proposals for a European Central
Bank? Herr Poehl conceded the risk of this, but seemed to
argue that no government, when faced with the real
implicaticns of EMU, would actually want te go to Treaty
amendmeant .

Harr Poehl raised, rather tentatively, the issue of
British membership of the ERM. The Prime Minister argued
that sterling was in a different positicon to other European
currencies except the DM, because of its international role
and the volume of daily trade in it. She also argued that
our political stability would give sterling an artifiecially
high rate. Sterling’s participation would certainly make
the ERM far more difficalt to manage. The bankers raturned
to the argument that they wanted Britain in the ERM, to make
Burope's monetary co-operation more liberal and open.

The Prime Minister also spoke in farceful terms of the
scale of BEritain's net contribution to the EC budget and
eost avar the exchanges of keeping our forces in —ermany.
have to say that this was received rather blandly.

I think this covers most of the main points. It was a
very good humoured discussion throughout, with a lot of
teasing about the likely reactions of the German Government
to tha views expressed.

I am copying this letter to Stephen Wall (Foreign and
Commonwaalth Office), to John Footman {(Bank of England) and
to Roger Lavelle (Cabinet Office).

h"\'l-rw-—""j

B Do

EHAHLEE POWELL

T —

Alex Allan Esg
Traasury
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ANGLO-GERMAN SUMMIT: THE PRIME MINISTER'S SECOND MEETING
WITH CHANCELLOR KOHL

The Prime Minister and Chancellor Kohl had a further
talk on the morning of the second day of the Anglo-G2rman
Summit in Prankfurt on 21 February. Again Herr Taltschik
was present. Foreign Ministers and Ambassadors joined the
meating for the final twenty minutes.

Modernisation of HATO's SHKFP

The Prime Ministaer and Chancellor Kohl reviewed their
digcusszion of the evening before and agreed a line which
both would use at the press conference (text snaclosed).
Chancellor KEohl said that he would alsc make the kEext ths
basis of his position in the further Bundestag debate
an modernisation which he expectad soon.

Chancellor ¥ohl proposed that there should be
discussions between his office and No. 10 to prepara for the
further meating betwean the Prime Minister and himself in
late April/early May. He was anxious that the two
Governments should have an agreed position by the time of
Ehe NATO Summit. The Prime Minister said that intensive
preparation for their further meeting would clearly be
REEESEE‘_"_,.I' "

Poland

The Prime Minister recalled her visit to Poland in
Movembar. There had been interesting political developments
since then. She hoped the Chancesllor would take the same
position as she had done on the guestion of further credits:
thare must be political change to create the right
conditions For successful economic reform: and there had to
be agreement with the IMF. The Polish Government had

SECRET




actually made considerable progress since her visit.
Chancellor Kohl said that Prime Minister Rakowski had
commented that the reform process in Poland was doomed to
success,. The fact was there could be no progress without
Solidarity. The Prime Minister gsaid that Sclidarity spoke
for the hopes of the pecple of Poland.

South Africa

The Prime Minister said that President Botha's stroke
created a new situation in South Africa. She was determined
that Ehe West should not isclate the new generation of South
African leaders. We were in the process of arranging for
Pik Botha, du Plessis and De EKlerk to wisit Britain in the
first half of this year to try to influance their thinking.
it wazs impocrtant to take advantage of Presidaent Botha's
probable withdrawal Erom aciive politics over the next few
months to secure Mandela's release and the opening of
negotliations between Governmmant and black leaders.
Chancellor EKohl expressed interest in the proposed visits by
Bouth African Minlsters, and suaggested that it might ba
usaful for him to see some of them too. It was agreed that
we would keep him inform=d on dates.

The Prime Minister said that she and Chancellar Kohl
owad the South African Government some reply to the
pvartures made during Leutwiler's wvisit and subseguently
abouot what action Britain and Germany might take Following
Mandela's release. We had prepared a form of words which &
might be the basis of such a reply. BShe handed thiz over.”
Chancellor Rohl had it inteErprered and commented that it
gcundad wvery much on the right lines. He wondered how the
Prime Minister envisaged its delivery. Should Leutwiler be
asked to go back again? Or should he and the EFrime Minister
write separate but identical letters? This shculd be
discnssed further between his office and No. 10. It might
be best to delay a response for a few weeks until President
Botha's fate was clearer. He was open to suggestions on
Ehis, One point of which he was absolutely certain was that
things would continue to get worse in South Africa while
Mandela remaibed in prison.

The Prime Minister menticoned the work being done by the
Urban Foundation, in particular on housing. This deserved
Western support. She had asked the Urban Foundation te let
ner have some specific proposals, and we would be ready in
prineliple to give some financial sapport. Chancellor EKohl
endorsed the Prime Minister's high opinion of the Urban
Foundation. He would be prepared to consider suggestiaons.
His greatest concern was with South Africa's growing
Einancial problems and what he called the de-motivation of
the South African economy. He was also worried how far the
new U5 Administration was willing to stand up to pressure
Eor further measures against South Africa,
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Middle East

Chanecallar Kohl asked what wiew the Prime Minicter
of developments in Israal. The Prime Minister gave an
account of her recent meeting with Mr. Arens. It was
something that the Tasraeli Government realised that the
status guo was not sustainable and that there must bs
negotiations. Their present positions were unrealistic and
we had to work on them to accept the concept of territory
for peace. 5he was concerned by the spread of sophisticated
weapons in the area and the risk that Israel might be
tempted toc undertake a pre-emptive attack on, for instance,
chemical weapons facilities in certain Middle East
countries. <Chancellor Kohl commented that this was exactly
his worry.

The Prime Minister continued that negotiations had to
ba carefully prepared. We should discourage the idea that
they should ba conducted under the auspices of the two super
powers alone. That would only further polarise the
situation in the Middle East. The broader framework
provided by the Five Parmanent Members of the United Nations
Security Council was praferable. At the right point, the
Uniced States Administration would have to be ready to bring
gtrong pressure to bear on Israel. She thought that
Pragident Busn would do so.

Chancellor FKohl agreed with much of the Prime
Minister's analysis. The Middle East was the most dangerous
and explosive problem in World affairs. But he thought the
situation in the area was propitious for a settlement. He
did not axpect the Soviet Union to cause much trouble. It
had other problems and other priorities. But he agreesd that
it would be a mistake to allow the Soviet Union to become
the protector of Islam. He had told Shamir that time was
not an Israel's side. He was less sanguine than the Prime
Minister whether the US Administration would bring the
necegsary urgency to the search for a settlement. Perhaps
ha and the Prims Ministar should make a joint approach to
President Bush to urge the Americans to come forward rapidly
with proposals. The Prime Minister said that it would be a
mistake to push the Americans. Secretary Baker had made
clear that the Americans would act but must be free to
choose the right time. BShe was not entirely pessimistic
about the prospects for a settlement. Often it was
precisely the hard-liners like Shamir who were best able to
reach agreements. That had been true of de Gaulle in
Algeria, Begin at Camp David and of herself with Rhodesia.

Low Flying in the Federal Republic

The Prime Minister expressed concern about the degree
of controversy in the Faderal Republic about low flying.
There was actually more lew flying training done over the
United Kingdom than over Germany, and RAF Garmany did almost
half of its low flying over the United Eingdom. But our
pilots had to be able to practice where they might have to
fight. Attempts by the German Government to impose
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restrictions were already atfecting morale in our Armed
Forces. The German Government should 4o more to explain to
its public opinion why such training was necessary.

Chancellor Eohl commented only that the matter was wvery
contentious in Germany. But he was constantly telling
people that such training had to go on.

Tornado

The Frime Minister said that the United Kingdom could
not continue to be the only country providing credit for
Tornado expart sales. Some way to share the burden had to
ba Found. The same problem would occour in due course with
EFA. There should be talks betwean officials teo find a
gsolution. Chancellor Kohl did not demur.

Extradition Reguest

The Prime Minlster told Chancellor Eohl that we were
submitting a reguest for the esxtradition of Garard Hanratty,
currantly in custody in the FRG. Chancellor Kcochl appeared
unawares of the cases but =aid that he would inform himself.,

Environmental Issues

The Prime Minister explained the reasons why Britain
would rot be attending the Conference in the Hague an
11 March to discuss Monsieur Rocard'"s environmental
initiative. It was ill-prepared, and the dratft declaration
provided [or a supra-natiomal authority, for sanctions and
for compensation, none of which could we accept. Four of
the Five Permanent Members of the United Natlons Security
council would not be attending the Hague meeting. She was
surprised that Germany felt able to subscribe ko the
declaration.

It was clear from the subseguent conversation between
Chanecellor Kohl and Herr Teltschik that neither of them had
the faintest idea what was in the draft declaration.
Chancellor Kohl sald that he would now study it.

Chancellor Kohl expressed concern about projects to

be financed by the World Bank to build dams in Brazil, which
would have the effect of further depleting the tropical rain
forests. He thought 1t was madness to give financial help
for projects which would have such a devastating affect on
the global environment. He would ensure that wa were keapt
informed of the German's decision. The Prime Minister said
that she was not aware of the projects in guestion.

pelnrﬁ Committes

The Prime Minister said that she was concerned by what
ghe had heard of the trend of discussions in tha Dalors
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Committma. They seemed unlikely to lead to the impartial
and ¢objective report which Heads of Covernment had
commissioned. The report ought to describse what Economic
and Monetary Union would involve and spell out starkly the
conseguences in terms of loss of national sovarsaignty over
economic and monetary policy. Chancellor Hohl commented
that, EFrom all he had heard, the Central Bankers were
rapldly coming down from the clouds. People in the
Commission in Brussels might want something different but
they would have to learn realism.

The Prime Minister refered to her concerns about the
tendency of some Buropaan Governments to impose dirigiste
policies in Europe. We would not accept the imposition
of worker participation. The purpose aof creating a single
market was to give greater freedom not to introduce aven
more regulations. We had not fought off Socialism in
Britain to see it re-esnter tEhroagh a back door in Earope.
She hoped that Chancellor Kohl was alive to these dangers.
Britain and Germany had & common interest in resisting this
trend. Chancellor Kohl contented himself with saying that
he certainly did not want a Socialist Burope. Each country
should be free to pursue i1ts own practice on worker
particlipation.

At this point the Foreign Ministers joined the meeting.

Herr Genscher reported his discussions with the Foreign
Sacretary on Iran. Now that the Twelve had reached a common
dacision, they should seek wider support for 1t among other
NATO and CECD countries, and perhaps also bodies like the
Gulf Co=operation Council (GCC), He would be discussing
this with other Foreign Ministers attending Emperor
Hirohito's funeral in Tckyo. The Prime Minister said that
we were extremeley grateful f[or the support which we had
receivaed from Germany and other Members of the European
Community. But she doubted the wisdom of trying to enlist
the support of other Moslim countries against Lran.

Mamibla

Herr Genacher said that he and the Foreign Secretary
had also discussed Wamibia. It was important to make a
success of the Namibia Agreement. This would sncourage
supporters of reform in South Africa itself. The Prime
Minister commented that the need to sapport the agresments
reached on Angola and Namibia was a further argument against
sanctions. We should ensure that the internal parties in
Mamihia received as much help as SWAPO would undoubtedly
obtain. Herr Genscher said that Germany was already giving
such assistanca, although he would not like to ba guoted to
this effect.




Conventional Arms Reductions

Herr Ganscher reported that he and the Foreign
cecretary had discussed the continuing Turkish difficulties
with NATD's opening position for the talks on Conventional
Forces in Europe. He would be discussing this with
Secratary Baksr in Tokyo and hoped that Britain, Germany and
the 05 could btogether persaude’ the Turks to drop their
objections. HATO could not enter the talks divided. The
Prime Minister said that Turkey had been given a raw deal.
It was important not to make Turkey feel rejected or
isolated. This apolied just as much to her application to
join the European Community. Thesa matters had to be
handlad wery sensitively. Herr Genscher sald that President
Evren was probably the only person with whom one could
negotiate a solution. Chancellor Kohl said that the Turks
must be treated as well as possible, both in NATD and in

B

relation to thelr EC application.

At this point the discussions were adjourned to enable
the plenary session to begin,

I am copying this letter to Alex Allan (HM Treasury),
Brian Hawtin [Miniskry of Defencel, Meil Thornton
(Department of Trade and Industry) and to Trevor Woolley
{Cabinet Dffica).
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CHARLES POWELL o

Stephen Wall, Esq.,
Foreign and Commonwealth Office
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SNF MODERNISATION: LINE AGREED FOR PRESS CONFERENCE
BEETWEEN THE PRIME MINISTER AND CHANCELLOR EOHL

This year we celebrate the 40th Anniversary of WATC. It has
assured peace with freedom for the last 40 years. & strong
and united NWATO will remain just as vital in future.

Folitical solidarity and military strength provide the bhasis

for dialogue, for East/West cooperation and for arcme control.
Within these common goals, we reafifirm the Declaration of the
NATO Summit of 3 March 1988 in Brussals. Thara ws jolnad

togathar in confirming that our strategy of deterrence depends

upon an appropriate mix of effective muclear and conventional

forces which will be kept up to data whare necassary.

We walcome the forthocoming HATD Bummit at the end of May in
Brussels. We will do everything we can to make this a success
for the Alliance and for us all. We have therefore agreed to
work closaly together to prepare the Summit and to meet Agaln
at the and of April for a perspnal Ealk. I have invitad

Mrs. Thatcher to my home for this.
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ANGLO-GERMAN SUMMIT: FRANEFURT: 20-21 FEBRUARY. qu

SUMMARY

1. A SUCCESSFUL SUMMIT, WHICH DISPLAYED IN PUBLIC THE STRENGTH AND
COHESIVENESS OF THE UK/FRG RELATIONSHIP. IN PRIVATE, BUSINESSLIKE
TONE AND LARGE MEASURE OF AGREEMENT. IN PUBLIC. BOTH SIDES
ACCENTUATED THE POSITIVE. REFUSAL TO GO BEYOND AGREED LIME ON SNF.

JETAIL

2. THIS FIRST FORMAL ANGLO-GERMAN SUMMIT SINCE SEPTEMBER 1986 WAS
ATTENDED BY AN ARRAY OF MINISTERS ON BOTH SIDES: IN ADDITION TO
HEADS OF GOVERNMENT, MINISTERS OF FOREIGN AFFAIRS, DEFENCE, HOME
AFFAIRS,. AGRICULTURE AND TRADE/INDUSTRY. MEDIA COVERAGE OF THE FIRST
DAY, INCLUDING THE PRIME MINISTER'S VISIT TO THE EUNDESBANK AND HER
TOUR OF THE SIGHTS OF CENTRAL FRANKFURT, WAS PROMINENT, EXTENSIVE
AND FAVOURABLE. THERE WERE ONLY MINOR DEMONSTRATIONS CABOUT NORTHERN
IRELAND) WHICH CAUSED MO BOTHER.

3. IN THE PLENARY SESSION AND AGAIN IN THE PRESS CONFERENCE KOHL
SPOKE WARMLY OF THE SOLID BASIS OF FRIENDSHIP, MUTUAL CONFIDENCE AND
RELIABILITY UNDERPINNING THE BILATERAL RELATIONMSHIP AND PRAISED THE
ROLE PLAYED BY BRITISH SERVICEMEN AND THEIR FAMILIES IN THE FRG IN
THE MAINTENANCE OF PEACE AND FREEDOM. THE PRIME MINISTER PAID
TRIBUTE TO THE SIMILARITY OF THE PHILOSOPHICAL APPROACH OF THE TwO
GOVERNMENTS, NOTING THAT DESPITE SOME DIFFERENCES THEY WERE BOTH
ABSOLUTELY FIRM ON THE ESSENTIALS.

4, THE PRIME MINISTER MADE FULL USE OF THE OPPORTUNITY TO PUT
BRITISH VIEWS ON SNF FIRMLY TO KOHL, WHO HAS BEEN WAVERING AT A
CRUCTAL MOMENT IN THE GERMAN GOVERNMENT'S APPROACH TO A DECISION.
THE EFFORT CAN BE RESUMED WHEN THE TWO HEADS OF GOVERNMENT MEET AT
KOHL"S HOME IN LATE APRIL, NOT LONG BEFORE THE NATO SUMMIT. THE
FRIME MINISTER AND KOHL AGREED TO USE IN PUBLIC THE LINE IN MIFT.
DESPITE REPEATED NEEDLING AT THE PRESS CONFERENCE, THEY REFUSED TO
GC BEYOND IT. THAT WILL HAVE SHOWN THAT, EVEN WHERE WE AND THE
GERMANS ARE KNOWN TO HAVE DIFFERENCES, THE TwWO SIDES ARE DETERMINED
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TO AVOID RECRIMINATION AND TO REACH AGREEMENT THROUGH PRIVATE
DISCUSSION.

2+ THE TALKS, OF WHICH RECORDS WILL EE DISTRIBUTED IN LONDON, WERE
BUSINESSLIKE AND COVERED A WIDE RANGE OF SUBJECTS. THERE WAS A GREAT
DEAL OF AGREEMENT, BUT ALSO SOME PREDICTABLE DIFFEREMNCES, FOR
INSTANCE ON AGRICULTURE AND ON HARMONISATION OF TAXATION IN THE EC.

6. THIS SUMMIT WILL HAVE REMINDED THE GERMAN PUBLIC OF THE
IMPORTANCE OF BRITISH/GERMAN RELATIOMNSE. THAT CAM HELP US TO EXERT
INFLUENCE IN THE MANY MATTERS WHERE GERMANY PLAYS A KEY ROLE. THE
NEXT SUMMIT WILL BE IN THE UK IN MARCH 199D, TO COINCIDE WITH THE
€0TH KOENIGSWINTER CONFERENCE. IT IS GOOD THAT THE RHYTHM OF THESE
SUMMITS HAS BEEN RE-ESTABLISHED AFTER A LONG GAP.

HALLABY
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Summit in March 199%0 to coincide with
Kunigawinter 40th Anniversary




debt

reply to South Africans on what would
releasa of Mandela

Urban Feundation: guarantee fund
Economic Summit

structural surplusas

environmant
rench Initiative on the BEnvironment

Bilateral

extradition of Honratty










nfficials to discuss arrangements for future

Delors Committes
Fax harmonigation
social dimension

frontier controls

GATT agriculture

6. South Africa

Leutwilar







we already do more than Germany
pilots have to practice where they fight
3. East /West

support for Gorbachev BUT need for strong
defencea

should convince German opinion of this

in Poland, link between economic and political
reform. Heed for IMF agreement

4., Tornado

cannot continoe to shoulder unfair share of
burden
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MEETING WITH CHANCELLOR KOHL

SHF Modernmisation:

decision to deploy a successor to LANCE necessarcy

failure seen as weakness

no SNF negotiations with Russians but unilateral

reductions
postponement will not make esasier

not a production decision, but a decision to
deplay a successor to LANCE when the time comes

Military Training

Germans must do more to convince their public of
necessity of low-flying training
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Foreign and Commonwealth Office

London SWIiA 2ZAH

20 February 1589

E/ON

Jene Clhoalts

Anglo-German Summit: Environment

We have some evidence that Chancellor Kohl may be
briefed to raise with the Frime Minister in FPrankfurt our
performance on tackling pollution from large combustion
plants and in the North Sea. In case this matter comes up,
you may like to have some material additional to the brief.

Under the terms of last year's Large Combustion Flants
Directive, we and the Germans are committed to the
following percentage reductions in sulphur dioxide emisslons:

1553 1928 2003

UK 20 40 60
FRG 40 60 70

The lower targets for the UK took account of the substantial
ceductions we had achieved before 19380, and also our
particular problems of high sulphur coal and ageing power
stations. Meeting our post-1933 targets will cost around
£900 million. This will be over and above the CEGB's
current billion-pound programme of retrofitting. We are
spending more than anyone in Europs other than the FRG on
reducing acid emisszions from power stations.

Az for the North Sea, in 1985 the PRG incinerated at
3ea some 29 times as much industrial waste as wa did:
58,000 tonnes againsat our 2,000. {The Narth Sea Conferepnca
has since agreed that incineration at sea should be
phased out.) Rivers - especially the Rhine and Elbe - are
the most important source of North Sea pollution. 1987
figures for some relevant pollutants are:

FR LT

Phoaphorus 16,430 3,439
Cadmium and Mercury 20,9 19.4
Liguid industrial 1,271,000 242 000
Nitrogen 255,000 LLO, 740

S Bome
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Some of these numbers might be guoted to the
Chancellor if he speaks to his brief. LBut the evidence
we have seen does not indicate that he certainly will.)

I am topying this to Roger Bright [DCE) and to
Trevor Woolley (Cabinet Officel.

-z b Powell Eszg
10 Downing Street
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PS/Chancellor of the Duchy of Lancaster
Sir J Fretwell FCO

i Mr Hadley MAFF

CHRISTOPHER ROHERTG
Depuby Secretary
Room 706 1 V/S

215 5285

20 February 1389

ANGLO-GEFMAN SURMIT: GATT ROUND AGRICULTURE

Developments in Gerneva last week requlre some updating of Section H of the Steering
Brief,

2 Hitherto the US have insisted that there must first e agreement to the
evenbual removal of all forms of agricul tural support: this was the [ssue on which
talks broke down in Montreal in December. HNow, without giving up this long temm
cbjective, they are ready to discuss short term measures to reduce support for
farmers and to lower impors protection and export subsidies,

3 The US position In this area is now close to that of the Calms Groug
(Australia, New Zealand, Canada, Brazil etc). The pressure on the Commund Gy So
respond has intensified.

d Although the UK sees further reduction of agricultural support in the short
berm as desireble for its own sake, the Germans may {ind iC sasier Lo accept the
argument that, without 1€, mery be slalled, and the
Commurii by bl amed, The following points could be pult Lo Gernman Mindsters:-

(i) The recent US readiness to negotiate on short term
agricul tural reform requires a positive response Trom
the Cammmnity before the major GATT meeting In early

April;

The Comminity should certainly take credit for reforms
already introduced, bul should also offer Turther reductions
in support in the short term, and be prepared o regobiabe
85 necessary on lmport access and export subsidles;

We understand your domestic political difficulty,; but
without further moves the Tuture of the GATT Round as
a whole - a major interest for Germmary and the UK = is
at risk.

T

2 W RUBERDS
D71
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ANGLO/GERMAN SUMMIT: PRIME MINISTER'S FIRST SESSION OF TALKS
WITH CHANCELLOR EOHL

The Prime Minister had a First session of talks with
Chancellor Kohl at the beginning of the Angle/German Summit
this evening. Herr Teltschik was the only other person
present. The talks were concernad entirely with NATO and
Bast/Waest matters, including modernilsation of SNF.

Chancellor Kohl bagan by renewing his invitation to the

Prime Minister to visit him at his home in late April eor
sarly May. He also urged that he and the Prime Minister
should do everything possible in the course of the present
Summit to demonstrate that they enjoyed a good working
relationship.

Tha Primea Minister then said that she understood that
there was near agreement to have a NATO Summit at the end of
May. G5She did not mind whether it was in London or Brussels,
But it must be a success. The occasion of the 40th
Anniversary should be used to demonstrate that NATO remainad
strong and ready to take all the steps necessary to dafend
itself, including regular updating of its weapons. Wa wers
all becoming more cautious about Gorbachev's chances of
success, particularly with economic reform. Gorbachev might
nat last in which case there could be a reversion to
Breshpev-ite policies. The future was therefore uncertain.

The Prima Minister recalled that she and the Chancellor
had agread at their meeting in Rhodes that there should be
an early decision on modernisation of SMF, to get the issue
out of the way before the European elections. The Americans
had made clear that they needed a decision to deploy a
successor to LANCE if they were to secure the necassary
funds from Congress for its development. The decision would
not gat any eagier if it was put off., PFailure to agres on
modernisation would be a sign of weakness. It would also
undarmine the strategy of flexible response. Moreover,
waapons systems took many vears to develop, and future
security could be put in jeopardy if we delayed decisions on
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modernisation now. She believed that public opinion in
Wastarn Europe would readily accept the need for
modernisation if people were given a strong lead. The fact
that there was scope at the same time for major unilateral
reductiong in nuclear artillery should help with public
apinion.

Chancellor Kohl said that he agreed there should be a
Summit in late May. His private meeting with the Prime
Minister at the end of April/early May would bhe a further
opportunity to prepare for the Summit, particularly on the
question of modernisation. His views on Gorbachev remained
analtered. He wanted to see deeds not Just words. He
believed Gorbachev faced greater difficulties than a year
ago and wonld certainly have to slow down the tempo of
reform., The Eruth was that he faced an insoluble tasgik in
trying to change the Soviet Union. He agreed with the Prime
Minister that 1f Gorbachev failed theara could bea a revarsion
to Stalinist or Brezhnev—-ite policlas. But they could not
last and sooner or later thera would be another Gorbachev.

The Chancellor continued that the cconclusion he drew
was that NATO should stick to the Harmel doctrine combining
defence and dialogue. That should be the key note of the
NATO Summit. He agreed with the Prime Minister that NATO
must be strong and that meant having up-to-date weapons.
Equally NATO should commit itself to continue negotiations
on arms reductions. For hiz part, he had demonstrated
strength by lengthening the period of conscription in
Germany. The problem was that Gorbachev had succeeded in
causing confusion in public opinion in Germany. He had
created a difficult psychological situation. For forty
years, paople had belisved that their freedom was under
threat. N¥Now they saw Gorbachev fraternising with Westarn
leaders and doubted whether strong defence was =2till
necessary. He himsalf agreed that Soviet policy hagd not
fundamentally changed. The difficulty was to bring this
home to his pablic opinion.

Tha Prima Minister said that the fundamental guestion
to put to people was: did they value their [reedom?
Freedom for the German people had started on the day the
Second World War had ended and NATO had preserved it for
forty years. There was no doubt that the Soviet Union
continued to represent a military threat and would be
determined to keep its status as a military super-powar. If
the West failed to stay strong that would be a victory for
the Soviet Union. Britain, Germany and the United States
represented the real strength of HATD. 3She sensed that
Chancellor Kohl agreed with her on the substance of what had
to be done on SNF. He clearly had difficulties in dealing
with public ecpinicn. The way to deal with that was to
follow his own instincts and show solidarity with Britain
and the United States.

Chancallor Kohl agreaed that Soviet policy had not
changed. The West needed a policy to counter Gorbachev's
ability to influence their public opinien. He envied the
Prima Minister her success in convincing opinion in the
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United Kingdom of the need for strong defence. He had to
cope with a different political system in Germany and live
with a coalition government. Defence policy had become a
central issue in Germany's domestic affairs. The left wing
in Germany were actively attacking WNATO. The SPD were no
longer the party of Schmidt and Leber. The media were also
against the government. He had to take a firm stand against
this. Indeed, he had done so on the conscription issue.

But he could only do so much at a time. He was cartain that
a solution on modernisation could he found at the NWATO
Summit. But it would need carefiil preparation in the
domestic politics of Germany.

The Prime Minister said that she and the Chancellor
were fundamentally in agreement. Tha way to beat the
Socialists was not to adopt their arguments but to
demonstrate strength and conviction. WNATO could not be a
gshall, It had to modernise its weapons, otherwise the US
would socner or later start to withdraw its troops from
Germany. Britain and Germany should give a lead.
Chancellor Kohl said that the problem was not the naxt
alection in Germany. He would win that. But he had many
important things to do in a very short time and had te
choose his priorities carefully. He and the Prime Minister
should continue their discussion when they met at his home
in late April or esarly May. The Prime Minister said that
she was ever more sure that she and the Chancellor 4id not
really differ, If he showad himsalf strong and willing to
give a lead as in the past, the modernisation issue would
come out right.

I am copying this letter to Brian Hawtin (Ministry of
Defence} and to Trevor Woolley (Cabinet Office).

e o f_.__;\r\
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C.0. Powell

Jd.5: Wall, Bsg.;
Foreign and Commonwsalth Office.
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ANGLD-AMERICAN SUMMIT 20-21 FEBRUARY: ECONOMIC AND MONETARY
CO=-0OPERATION

We held back the drafting of a brief on economic and monetarcy
co-operation for the Prime Minister's use at the Anglc-American
Summit until after her meeting last Wednesday. I now attach the
brief, which I am also copying to Stephen Wall (Foreign and
Commonwaalth Office) and Roger Lavelle (Cabinet Office).
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Foreign and Commonwealth Office
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Anglo-German Summit

I anclose a number of additional background papers
for the Summit as follows: S T

(a) The Ambassador's Annual Review:

—

(B) Poehl Lunch

- guest list and personality notes:

(c) Frankfurt

- a note on the places to be visited during the
sightseeing on 20 February;

= &8 copy of the s ng ngégﬂiﬂf‘izg;gn&den
Book Ceremo which we sefit earliest today:
- peErsaonality notes:

(d) The concert programme.

OUn Chemical Weapons the Prime Minister should be aware
that the German Government has now published a full rapert
on its involvement in the Libya affair, and alse glven
details of the proposed tightening of its export control
legislation. She might walicome these developments. The
Twelve Foreign Ministers have agreed 3 German proposal that
an_initiative should be takepn in figmﬁpﬂrralin Group (we
await detailed German ideas on thia) and that a poasible
Twelve demarche to the Arab league should be considered
fUrENer by Political Directors. The EC Poreign Affairs
Couneil en 20 FPebruary will probably adopt a German-inspired
EC regulation on export controls on certain chemical
précursors. If these are raised, the Prime Minister might
say that we fully suppert the PRG wish for better
coordination and enforcement of CH export controls.

The Prime Minister may alsoc wish to know that the
Department of Education and Sclence and the German cultural
authorities agreed on 16 February the enclosed text on
school exchanges with a View To presenting it to Heads of
Government at the Summit for their endorsement. At the
Anglo-German Summit In November 1985 the Prime Minilster
and Chancellor Kohl agreed that more should be done in this
fiesld. Work ie proceeding well. At her press conforence
the Prime Minister might like to endorse, in the briafest
terms, the value of this programme.

-——— i {The
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The Foreign Secretary i1s out of London today and
&0 has not seen this letter:- in draft.

\t-;ldm  Earer

)
LZ\"J'.AM.Z{““? Ly TP

(B H T GozZnay)
Private Secreatary

c-p Powell Eeg
10 Downing Streect
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HER BRITANNIC MAJESTY'S GOVERNMENT

ANGLO-GERMAN SUMMIT: 20-21 FEBRUARY 1989

Brief Ho 1 Copy No

STEERING BRIEF

Brief by the  Foreign and Commonwealth Office

INTRODUCTION

This brief is designed to serve the Prime Minister’s
bilateral with Chancellor Kohl and the Plenary.

The following are attached to the Brief:

Programme

Annex B Personality Motes

Annex C Possible prass points
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OUR OBJECTIVES

GENERAL

- To influence German views on a wide range of issues,
point up areas of agreement and seek to resolve
differences.

- To raise the public profile of the relationship.

SNF MODERNISATION/COMPREHENSIVE CONCEPT/ARMS CONTROL

- To urge Chancellor Kohl to agree at the NATO Summit to
modernise MATO's SNF.

- To axplain why SHF arms control negotiations should be
avoided.

= To underline UK commitment to global CW ban but warn
against raising public expectations.

- To caution against accepting Soviet statements on CHW.

- Following Libyan CW debacle, to express support for FRG
remedial action.

COLLABORATTIVE DEFENCE SALES

- To persuade the Germans to work out a long-term solution
to the problem of official credit for defence sales outside
NATO.

BILATERAL DEFENCE ISSUES

- To ensure that momentum behind Joint Defence Study Group
on extending and publicising bilateral cooperation within
the Alliance is maintained.

- To convince the Germans that NATO forward defence requires
an essential minimum of training and that they must help
persuade their public of this.

EAST-WEST/SOVIET INTERNAL/CSCE

- To compare notes on respective approaches to Gorbachev
visits.

- To encourage a realistic approach.

- To convince the Germans that, much as we wish it, success
for Gorbachev is not assured, but there is little the West
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OUR OBJECTIVES

can do to 'help’ him.

- On CSCE to persuade them:

a) to consider with us how best to activate the Human
Dimension (CDH) review mechanism.

b) to focus on the London Information Forum.

EASTERN EUROPE

- On Poland to elicit German views and intentions on debt
problams.

- To argue that reform should be preconditions for debt
relief and new credits.

TERRORISM
- To ensure continuing -German cocperation: eg on Palestinian

and Irish terrorism.

- To ensure that Hanratty and McGeough are brought to
justice.

- To stress the need for a continued firm line on state

sponsored terrorism.

ECOHNOMIC ISSUES

= To encourage the Germans:

a) to undertake faster structural reform of thelr economy.

b} to acknowledge continuing responsibility to contribute
to sustainable development of world economy, including
reduction of excessive current account surpluses.

- To indicate our intention to pursue these points at the

Economic Summit.

EC ISSUES

- To persuade the FRG that the Community will have to give
more on agriculture if the GATT Round is to succeed and to
enphasise the need for continuing CAFP reform.

- To obtain agreement to a constructive but cautious
approach to the EC’s relations with Eastern Europe.

- To enlist German support for our Single Market priorities
and our approach to tax approximation, frontier checks,

social issues and monetary cooperation.
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= Ta underlina tha need for determined afforts to curb EC

fraud.

REGIONAL ISSUES .

- On South Africa: to discourage the Germans from launching
initiatives in the Twelve for new restrictive measures.

- Oon Angola/Namibia: to show that recent agreements
vindicate policy of engagement with South Africa.

- To stress the importance of helpling an independent
Namibia.

- To argua for discreet encouragement for internal
reconciliation in Angola.

- On Middle East Arab/Israel: To stress the central role of
the US. To argua for a common approach by the Twelve in

dealings with Lebanon’s two rival administrations.
- Oon Libya: to secure German halp in preserving a firm
Western line as long as Libya supports terrorism.

ERVIRCHMENT
- To promote better understanding of UK peolicies.

BILATERAL

- To convince Germans that our relations need public
recognition commensurate with their substance.

- To suggest 1990 Summit in UK ceoincide with 40th

anniversary of Konigswinter. :

- To register progress in bilateral sphere (eg Joint Defence .
Study Group, school exchanges, Anglo-German Foundation,

British Council collaborative research project).
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GERMAN OBJECTIVES

SHF MODERNISATIOHCOMPREHENSIVE CONCEPT/ARMSE CONTROL
- To argue that no decision on SNF modernisation is needed

before 1991/93.
- To convince us that if there is to be SHF modernisation,
German public opinion will require there to be negotiations

aimed at common ceilings.
- (Pos=ibly) On CW to press for earlier deadline for

completion of CW negotiaticns.

COLLABORATIVE DEFENCE SALES
- To resist offering official credit for out-of-area sales,

which are controversial domestically.

BILATERAL DEFENCE ISSUES

= To convince us that German public anxieties should be
appeased by reductions in training (especially low-flying)
and/or by measuraes to raduce its environmental impact.

EAST-WEST/SOVIET INTERNAL/CSCE

- To persuadea us that a more forthcoming policy towards the
Soviet Union is in Western interest; that the changes there
provide a historic opportunity for a more peaceful world
which should not be missed.

EASTERN EUROPE

- On Peoland to compare notes on PM’s visit and prospects for
Kohl visit, and (possibly) to seek a more forthcoming
Western response to Eastern European debt.

- On Yugoslavia to see if we would support a concerted

programma of financial assistance.

TERRORISM
- {Possibly) To persuade us that EC needs to reconsider
measures against Syria.
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ECONOMIC ISSUES
- To rebut criticism of their current account surplus,
possibly by criticising our own large daficit.

EC ISSUES
- To explore UK’s longer term vision of Community

dﬂ?ﬂlupmént,

- To keap EC reductions in agricultural support teo a minimum
and arque against further moves on the CAP which could hit
German farmers.

= (Probably) To reassure us that their attitude to EC
ralations with Eastern Eurcpe is still prudent.

- To ansura that Inner-German Trade is not adversely
affected by any EC/GDR agreamant.

- To enlist UK support for their Single Market priorities
and approach to other current EC issues.

REGIONHAL ISSUES
- To compare assessments of the situation in South Africa,

Angola/Namibia, Middle East Arab/Israel.

BILATERAL
= (Probably) To invite the Prime Minister to Chancellor
Kohl’s home town (Ludwigshafen) later this year.
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ARGUMENTS FOR USE

SHF MODERNISATION/COMPREHENSIVE CONCEPT/ARMS CONTROL

= At Rhodes we agreed that Comprehensive Concept should be
conpleted and decisions on SHF updating taken by middle of
this year.

- Important not to let LANCE become cbsolete: will require
development from 1990 and production from 1993.

- Dalay would leave gap in NATO defanca, send wrong signal
to Soviet Union that NATO is weak and Gorbachev winning.

- My lettar of 23 January explained why we oppose SHF
neqotiations: Soviet pressure for third zero very hard to

resist.

- Also severe technical problems: how to verify egual
ceilings? Some systems are dual/triple capable. They are

small and mobile. LANCE operated by 8 Allies.

= Arms control negotiations would also undermine HATO's
willingness to update systems; shift spotlight to nuclear
from conventional and CW.

- Bast scheme: combine decision in principle in favour of

deploying LANCE successor with substantial cuts in HATO
stockpile (especially nuclear artillery shells). Challenge
Russians to reduce to our lavel.

- US attitude: Baker has told me Administration needs
assurance on deployment or it will not get funding from
Congress for developing LANCE succesor. US think
negotiations unacceptably risky. Danger of major dispute.
Important burden-sharing angle.

= NATO 40th Anniversary: Suggest we make firm statement of
UE/FRG commitment to NATO, Western values etc at Prass
Confaranca.

- NATO Summit: easy on location. May seems good time. Will
need forward looking message on taking Alliance’s winning
agenda into 1990s in order to make most of East/West
opportunities.

- START: must be right, not rushed. Fully understand new
Administration’s decision to review before re-starting
negotiations.
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- CFE: negotiations will test Alliance unity. United front
vital. Press Western proposals long and hard.

- Must resist superficial Eastern gambits. Keep eyes firmly
on long-term security interests.

- UE working to help Turks come on board proposal: can FRG
help too?

- Any CW Convention must have effective verification
provisions. Shouldn’t be rushed into accepting
unsatisfactory provisions.

- Shevardnadze claim that Russians will start destroying CW
aimed at public opinion. Soviet CW stocks and programme
many times larger than claimed. Still largely secret. Need
to see what they do in practice.

- Appreciate FRG action on Libya CW (prosecutions,
tightening of export control legislation). HNeed to maintain
concerted multilateral pressurs to stop Qadhafi.

COLLABORATIVE DEFENCE SALES

- Important to export jointly produced defence aguipment.
Keep down NATO defence costs by lncreasing production runs;
support Wastarn foreign policy cbjectives beyond NATO area.
- Good prospects for further sales of Tornado and other
joint products, eg Eurcpean Fighter Aircraft, TRIGAT, NATO
frigate. Need long=-term solution for cases where one side
cannot or will not provide official credit. UK shouldering
unfair share of credit burden in case of Jordan.

- My letter of 13 October 1988: officials should meet to
£ind way of sharing risks more fairly.

BILATERAL DEFENCE ISSUES

= British Forces here to help defend FRG.

- Recognise environmental burden on you.

= But no adequate defence without adequate training: without
it, why keep forces ready to mount forward defence?

- British forces in Germany already aim to minimise
disturbance eg Scltau-Luneberg. We restrict training at
weekends and public holidays. Have reduced noise by moving
battle simulation training further from inhabited areas.

AGZAAC/2 CONFIDENTIAL




CONFIDENTIAL
ARGUMENTS FOR USE

But training cannot be reduced beyond minimum level without
unacceptable detriment to operaticnal effectiveness.

- pefence Ministers’ joint initiative intended to strengthen
and publicise defence relationship; but cannot substitute

for operational readiness.

- Hopa you will explain these points to German public.

- Refer to Joint Study Group in Press Conference: highlight
27 Luftlandebrigade training in UK, joint Skyguard/Oerlikon
Point Air Dafence Unit.

EAST-WEST/SOVIET INTERNAL/CSCE

- East-West Relations: Gorbachev’s UN speech impressive
exposition of "new thinking". 1917 and Lenin no longer
sanctified.

- Bound to affect Western opinion. MNeed to explain reasons
for our defence policies (Soviet military superiority,

secrecy etc.). Solid Western voice essential.

- Gorbachev’s foreign policy picks up our agenda. "New
thinking” already old thinking in West.

- gur security policy must still take account of worst
case.

- Your ocbjectives for his visit to Bonn in June.

- Soviet Internal: Contrast between Gorbachev’s public
ralations success internationally and growing internal
Preblems. What if perestroika fails to deliver?

- Overwhelming econcmic difficulties. Inflation 6-8%;
governmnent deficit of 100 billion roubles (10% of GHP);
wages ocutstripping productivity; retail price reform dealayed
from fear of popular backlash; disappointing harvest (195
million tons against plan of 235 million); costs of
Chernobyl and Armenia.

- Only way to revitalise economy: press ahead with
fundamental reforms and convince population they will work.
But little sign of enterprise and initiative among pecple
{eq recent restrictions on cooperatives).

- Gorbachev’s determination not in doubt. No coherent
alternative or organised opposition. But plenty of
resistance. Gorbachev has few natural supporters. Many 1in
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positions of power fear/dislike what he is doing.

- Wegtern reaction: should do what we sensibly can, eg
management training could help shift attitudes. But West
cannot rescue parestroika economically. Soviet economists
estimate annual shortfall of consumer goods and services at
90 billion roubles (£90 billion at official rate).

- Cheap credits, loans etc, wrong answer (cf Poland in
1970s) . Russians have resources: problem is appalling
misuse of them. Attitudes/skills the key.

- CSCE: West must use Human Dimension mechanism agreed in
Vienna to monitor Eastern implementation, come down hard on
countries who break thelr undertakings.

- Arrangements for London Information Forum well advanced.

Intend to include non-governmental representatives for frank
debate = expect you will do likewise. Focus on breaking

down barriers in field of information.

EASTERN EUROPE
- Much progress in Poland since my wvisit.

- Frospective talks with Seclidarity encouraging but not
encugh to change Western approach.

- Told Poles during wvisit economic and political reforms
essential before we consider further debt relief and new
credits. Priority must be arrangement with the IMF.
Important this message not diluted.

TERRORISM

= IRA terrcrism a major threat not only to UK but,
increasingly, to Eurcpean countries. Middle-Eastern
terrorism possibly responsible for Lockerbie disaster.
- Essential West sticks together: practical cooperation
{Lockerbie), firm stand against state sponsors
(Syria/Libya).

= Vital Hanratty and McGeough brought to justice.

ECONOMIC ISSUES
- Unsustainable imbalances among major economies are
potential source of instability and strain on world

wF

AG2AAC/4 CONFIDENTIAL




CONFIDENTIAL
ARGUMENTS FOR USE

financlal system.

- Further structural reform would improve longer term growth
prospects for FRG and other countries. Could help reduce
current account ilmbalances.

- Paris Summit will have to address these issues if G7
policies are to retain credibility.

EC ISSUES

- Share objective of successful GATT Round. Essential
defence against protecticnism. Much to gain from
liberalisation - eg services, intellectual property.

- Agriculture remains the key. Without progress real risk
Round as a whole will fail.

- US must move from utopian position on total elimination of
trade-distorting agricultural support. Believe they will.
EC will then need to move in its turn and accept much more
precise commitments on reductions in support and lower
protaction against imports.

= CAP reforms, agreed at February 1QEé European Council and
subsequently, are working. Essential not to offset their
affect. Farm price decisions must be at least as tough as
Commission has proposed. And more will be needed to avoid
isolation in GATT.

- EC relations with Eastern Furopeans: constructive but
cautious approach proving worth. Must differentiate
carefully between them. Base all agreements on mutual
advantage - reflect reforms already achieved, not just

promised.

- Negotiations with Russians bound to be lengthy.
Impatience will compromise our position. They are
demandeur.

- Must not be distracted from Hanover/Rhodes single market
priorities: banking and financial services: Public
Purchasing; standards; alsc transport liberalisation.

= Major elements this year should include:

a) Second Banking Directive and Investmant Services

Directive. Commission proposals on reciprocity clauses
are unworkable and wrong in principle:
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b} Public Procurement in the Excluded Sectors: we support .
principle, but want to sea satisfactory means for
ensuring compliance. Upstream oil and gas should be

excluded: adequate compatition exists.

Transport. Despite substantial progress on road haulage,
littla progrees last year on shipping, coach traffic or
air transport liberalisation. Lower fares and bettar
services throughout Community would be major gain to
consumer from 1992.

Insurance. Must reach early agreement on liberal life
insurances directive. Current draft disappointingly
limited but still an important element in completing

internal market for financial services.

= On social issues welcome Rhodes stress on single market as .

best way to combat unemployment. Doubling of structural
funds will make significant contribution.

- Must avoid harmonisation for its own sake. Deregulation
the key. Mo unnecessary burdens on business.

- Respect national traditiocns: no wish to change your
current practices on worker participatiocn, don’t try te
change ours. European Company Statute is not wanted by
business. MNot wanted by business.

- Welcome signs of new Commission flexibility on indirect
tax approximation (Commission report to ECOFIN in December,
Mme Scrivener’s meeting with Chancellor, 1% January) .

- Commission have admitted major problems with excise duty (]
harmonisation and doubts of most member states on VAT
clearing housa proposal.

— Fully committed to keeping VAT zerc-rating. Doas not
distort trade.

- Must resist proposals for EC-wide withholding tax:
Commission proposals unworkable, risk driving investment out
of Community.

= Must maka frontiers easier for EC nationals to cross:
abolish checks where possible, but cannot give up essential
security checks at water‘’s edge against terrorists, illegal
immigrants etc. On goods, should prove possible to abolish
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fiscal frontiers.
- package of CAP reforms agreed at Agriculture Council

(23-24 January) a step forward. Could have been tougher.
Advance indications of Commission price-fixing proposals

encouraging.

- Purther CAP reform justified, to reduce spending and
reform way monay is spent.

- Recent useful work by Court of Auditors and European
Parliament on fraud shows need for determined action by
Commission and Member States.

REGIONAL ISSUES

- Sputh Africa: implications of President Botha's illness
and his replacement as National Party leader not yet clear.
FProspects for reform poor.

- Fresh initiatives now would drive whites further into
laager.

- Afghanistan: must support resistance until illegally
installed PDPA regime removed, enabling genuine
gelf-determination.

- But need not prevent us chanelling aid to innocent war
victims in regime-controlled areas.

- Angola/Namibia: Recent agreements a landmark. Diplomatic
engagement with South Africa can achieve results.

- Must work to make independent Namibia a success. Failure
would set back prospects for whole region.

= Need to encourage peace in Angola. African states best
placed to mediate: we are encouraging them to do so.

- Middle East Arab/Israel: Must encourage Palestinians to
stick to moderate line, address realities ahead: nead to
identify negotiating team, consider modalities of
International Conference aetc.

-~ Should now focus on securing constructive Israeli response

No question of cruda pressure; but they must recugnise that

status quo untenable (CW/missile proliferation in region:
demographic trends; damage to international reputation
caused by intifada).

= U8 rola central in coaxing Israsl forward. US/FPLO
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dialogue brought home teo Israelis that times are changing. .
Twelve must avoid deepening partition in Lebanon: adhere to
strict neutrality between administrations.

- Adverse implications for our Beirut Embassies’ security if
wa favoured one side over other.

- Libya:

Libyans still prepared tc halp IRA

with terrorism, despite Eksund. A major threat to UK; also
sarious threat caused by its extension to mainland Eurocpe.
UK targets in FRG.
- Libyan CW development shows Qadhafi in true colours. Must
maintain pressure until he makes makes convincing amends on
terrorism (details of pre-~Eksund arms shipment, expulsion of
Abu Nidhal from Tripoli) and abandons CW prejact at Rabta.

ENVIROHMENT

- Already spending £1 billion on 502 and HOx
emissions-control equipment and will spend comparable amount
rbllnwinq agreement on Large Combustion Plants directive.
Implementing tighter vehicle emissions standards as

provided for in Luxembourg package. Taking lead in
implementing measures agreed at last North Sea Conference.

BILATERAL
- Must keep machinery of relationship in good repair as we
deal together with contentious lssuaes.

- Accentuate in public our many common interests including
defenca.

- Next Summit in UK, 1990. Could coincide with 40th
anniversary of Konigswinter.

- Understand school exchanges going well; mention them and
Anglo=-German Foundation, British Council Collaborative
Research Project in press conference? Alsc mention Joint
Dafenca Study Group. | -

AGZAAC/B CONFIDENTIAL




CONFIDENTIAL

OUR EESPONSE TO THEIR ARGUMENTS

SHF MODERNISATION/COMPREHENSIVE CONCEPT/ARMS CONTROL

- Understand domestic sensitivity of SNF in FRG. Want to
reach private understanding with you and Bush. But nuclear
deterrence has served West well. HNeed to preserve lts
credibility for next generation.

- We can show purpose of modernised SNF is to deter, not
fight nuclear battles. But if we don’t update LANCE wrong
zignal will be sent to Soviet Union, deterrent will be
eroded and so will public support for it. Slippery slope to
.de-nuclearisation. Aircraft and artilleries cannot take all

the strain.

- Soviet Unien would call for third zero once negotiations
began. Grinevsky (Ambassador to CFE) and Chervov (Head of
Ganaral Staff Directorate) have both recently said Soviets
want all TNF out of Eurocpe.

- W"FRG must do something to respond in particular to GDR

cuts". Only response needed is to welcome belated

recognition of massive WP superiority in conventional arms.
Have been asking them to reduce for years. Vindication of
tough line taken by Alliance.

- Need to keep in perspective: Soviet and NSWP cuts taken
together leave WF with very substantial supariority.
Withdrawal of 24 nuclear missile systems out of 1508
practically meaningless: pure propaganda. Their approach at
CST will be litmus test of their seriousness.

- UK remains committed to CW ban. Playing an active part in
negotiations. But arbitrary deadlines will only put
pressure on West and lead to unsatisfactory agreement.

[= Line on German initiative in EPC on CW exports, and
approach to Arab league to be submitted separately.]

COLLABORATIVE DEFENCE SALES

= In both our interests that Jordan/Tornado experience not
repeated.

- Appreciate your difficulties but need long-term solution.
Problam will only grow. Vital to our defence industries.
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BILATERAL DEFENCE ISSUES

- Understand low=flying problem. Allies working together on
package to reduce impact. But German Government must make
clear publiely that training is essential to forward defence
and that FRG does not shoulder burden alone.

- Misconception that FRG enduras more low-flying per head cf
population than anyone else in Allianca: UK has more
{because UK low-flying system also used by USAF) including
F-111 bombers not based elsewhers in Europe; also RAF
Germany does 30% of training in UK.

- RAF(G) has cut back low flying 1l4% in recent years. GSome
modification of current levels may be possible but to retain
operational capability and flight safety pilots must
practice where they may have ta fight. Very little scope
for further significant reductions in FRG; no intantion of
facilitating further shift of RAF(G) training to UK.

- WEU can play a valuable role in support of NATO as forum
for concerting views on Eurcpean security and identifying
improvements to common defence.

- Logical home for WEU is Brussels as headquarters of
EC/NATO. Hope you will help us encourage France to agrea.

- Do not believe WEU should contemplate further enlargement
at this stage. Importing the Greece/Turkey dispute intc WEU
would inevitably damage its effectiveness.

EAST-WEST/SOVIET INTERNAL/CSCE

- Changes in Soviet Union not irreversible. Soviet Unicn
still far from a "normal" member of international
community, eg in human rights.

- Understand Germany’s special interest in detente as

divided nation: but must be prepared for possible reverse.

- Too much depends on Gorbachev personally.

- Haturally sympathetic to Gorbachev’s aims. But sticking
to our principles while encouraging his reform will help
more than pramature concessions.
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EASTERN EUROFE

- Oon Poland: West has no interest in allowing Poles to
repeat mistakes of 1970s. Over-genercus credits would
relieve pressure cn regime.

- Hot indifference, Want to encourage more humane and
afficient society. Aim should be increases in perscnal
contacts, exchange of knowledge in key fields. Help East
Europeans to healp themselves.

- Yugoslavia‘s difficulties unlikely to be eased by external
finance. Yugoslavs have not asked for balance-cf-payments
agsistance.

- We are not giving medium and long-term credit guarantees
(because of high debts) but keep position under regular

review.

TERRORISM

- Continuing evidence pointing to Syrian inveolvement with
Palestinian terrorism - eg PFLP(GC) arrests in Frankfurt.
Findings on Lockerbie certainly not inconsistent with this.
How is not the time to relax measures.

ECONOMIC ISSUES

- UK policy is concentrating on checking inflation in the

domestic economy.

- Welcome growth achieved by FRG in past year; expect
further sustained increases in domestic demand over next few
years as part of adjustment process.

EC ISSUES

- Of course US intransigence the main problem at Montreal.
But if they had been less utcpian on agriculture, EC could
have been isolated.

- 5igns are Yeutter will negotiate constructively. Believe
formula for long term can be agreed. Pressure will then be
on Community. Must be ready to agree to cover both long and
short term reductions in suppeort, as wall as improved access
for imports.

- Fully appreciate domestic sensitivity of agriculture.
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Reform surely easier if part of multilaterally agreed
package.

- Economic concessions by the EC cannot substantially affect
pace of Soviet reform process. Will be determined by
internal factors. GShould adopt patient, measured approach.
- Understand political importance you attach to prineciple of
Inner-German Trade. Fully accept that any EC agreement with
GDR should not affect this, but expect you to ensure no
leakage of eg textiles into rest of Community.

- "Eohl'’s plan for Eurc-FBI" Certainly agree on need for
closer intergovernmental cooperation on drugs, international
crime, etc. Take step by step. TREVI first.

= "gacial charter of minimum rights": an unnecessary

distraction.

REGIONAL ISSUES

- Arak/Israel: EC Troika efferts worthwhile. But must be
properly targeted, complement US efforts. No substitute for
US lead.

- Lebanon: "Mediation?". No chance of constructive
mediation until Lebanese militias and regional powers ready
for compromise. Arab League Mediation stands better chance
than Twelve: deserves support.

- Libya: "Americans softening”: Permission for US 01l

companies to resume work in Libya unavoidable. WNo point in

handing Qadhafi chance to take over their assets. Detect no
weakening in new US adminlstration on Libya. .
= "Big British activity in Libya": British community there

at their own risk; no peolitical significance. Under 5,000

{7,000 bafore break in relations). German market share

ahead of ocurs.

- "Should talk to Qadhafi": We talked to Libyans in March

1985. Their behaviour got werse. La Belle Discotheque

bombing (April 1986). Eksund (1987). Rabta.

ENVIRONMENT
- Cbjectives of Saving Ozone Layer Confarenca? Fclitical
bocst to existing international activity. Glad Topfekr

AG2ZAAD/ 4 CONFIDENTIAL




CONFIDENTIAL
OUR RESPONSE TO THEIR ARGUMENTS

(Federal Environment Minister) will attend.

BILATERAL
- More money for School Exchanges? Funding matter for local

authorities. Can make some assistance available in special

CARESR .
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BACEGROUND

SNF MODERNISATION/COMPREHENSIVE CONCEPT/ARME CONTROL

- The Prime Ministaer’s letter to Chancellor Kohl is
attached. So is the relevant extract of Chancellor Kohl's
interview with the Financial Times and a report on it from
Bonn. Ambassador Grinevsky, speaking at Chatham House con

26 January, said "Negotiatiens on the reduction and eventual

alimination of tactical nuclear weapons are inevitable." In
an interview to Tass, broadcast on 21 January, Col-Gen
chervov said "The elimination of tactical weapons in Europe
is a pressing problem." The timing of the recent unilateral
Warsaw Pact force cuts, particularly those in the GDR, were
clearly designed to influence the domestice debate on SNF.
- The negotiations on conventional armed forces in Eurocpe
(CFE) will start in Vienna on 6 March, together with
parallel negotiaticons on confidence-building. The Alliance
are currently finalising proposals for both sets of talks.

COLLABORATIVE DEFENCE SALES

- A reply is long overdue to the Prime Minister’s letter to
chancellor EKochl of 13 Octocber 1988 {attached), which scught
an early meeting of officials.

- (Not for use) Wa shall want to propose an early
offsetting ledger account under which, for example, the ECGD
credit for the Garman work-share of a Tornado deal ocutside
NATO would be balanced against official German credit for
the UK work-share of defence sales within NATO and/or civil
sales (eg Airbus) both within and outside NATO in countries
whare ECGD’s market limits were under pressura.

EAST-WEST/SOVIET INTERNAL/CSCE

- The Twelve are considering how best to activate the Human
Dimension mechanism set up by Vienna CSCE Meeting in
preparation for the first Human Dimension meeting in Paris
in June. The Czechs and Romanians should be brought to bock
socn. The Germans are often reluctant because of problems

with their ethnic minorities in Eastern Europe.
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- The UK has prepared a draft Western proposal for the
Londen Information Porum (18 April - 22 May 1989). The
Twelve are considering ilt. We are encouraging indepandant
media experts to join national delegations to ensure a
spontaneous debate. Lord Rees-Mogg will lead the UK
delegation.

EASTERN EUROFPE

- The Germans are anxious to improve their bilateral
relations with Poland. Officials have recently confirmed an
agreement in principle toc allow the Poles to repay a 1975 DM
1 billion leoan in zlotys, to be used for involvement in
Polish industry. Following private talks in Bonn betwean
Rakowski and a number of Cerman Ministers, it has been
conditionally agreed that Chancellor Kohl will visit Warsaw
later this year and President von Weizaecker will go to
Poland for the 50th anniversary of the beginning of World
War II in September.

- The 1975 loan is not caught up in the Paris Club debt
rescheduling agreements (nor has it ever been serviced) and
the Germans can argue that the agreemant to repay it in
zlotys will not prejudice commitments to her partnars within
the Paris Club. Nonetheless it is bound to increase Polish
pressure on others for long-term debt rescheduling. The
Germans are keen on further economic help to Yugoslavia.

The UK agresd last July, along with other official
creditors, to reschedule Yugoslavia‘s debts. Her balance of
payment has benefitted and does not need further support.
The internal economic situation remains dire and the IMF
programme of economic reform and liberalisation must be
maintained. Britain witholds official credit guarantees
(although an exception has been made to allow the sale of
three Airbuses) because of Yugoslavia‘’s debts to ECGD (£300
million) .

TERRORISM
- Cooperation with Germans on Lockerbie has baen good: they

were annoyed by press accounts alleging security

AGZARE/2 CONFIDENTIAL




CONFIDENTIAL
BACEGROUHD

shortcomings at Frankfurt, but accept that we have put the
record straight: we still do not know for certalin where the
bomb was loaded. Still no firm pointers as to perpetrators.
- On 26 October 1988 the Cermans arrested fourteen PFLP-GC
suspects; two of the leaders remain in custedy. This was
only ona of several indications of a resurgence of FFLP-GC
activity in Burope. This organisation is based in Syria and
it is inconceivable that the Syrians do not have
considerable knowledge of the activities of this group.

ECONOMIC ISSUES

- There is considerable scope, in the service and
non-exporting sectors of the FRG eccnomy, for greater
flaxibility, more competition and less regulation and
subsidies. This could help reduca current account surpluses
and make room for more growth in the FRG.

- Garman economic growth in 1988 was around 3.4%, mainly due
to a marked increase in fixed capital investment and exports
(5.5%) . Inflation edged up to 1.2%, unemployment fell
slightly. Although imports rose sharply, export growth was

enough to give a record trade surplus of some DM 125 billion
(1987: DM 118 billion). The current account surplus may
thus have shown a small rise in 1988 as a percentage of GDP,

thus arresting, in at least one of the G3 countries, the
trend towards a reduction of currant account imbalances.

- In 1989 slower growth (around 2.5%) is likely. This is a
little above the estimated sustainable growth rata. It
implies a further rise in the nominal trade surplus.
Inflation also is forecast to rise further to 1.75% to 2%,
mainly because of consumer tax increasas. With the German
aconomy close to full capacity working, and inflation
tanding to edge up, monetary policy has rightly become more

restrictive.

EC ISSUES

GATT Urudquay Rnung

= Tha GATT MTM in December reached provisional agreement on
11 out of 15 areas. Agriculture, textiles, intellactual
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property and safeguards remain to be resolved at or before a
meeting of senior trade officials in April. Without
progress on agriculture the LDCe, in particular, will net
allow agreement in remaining areas to be rauchedjcunfimed.
- On GDR, the FRG wants to ensure that nothing in any future
Trade Agreement should affect the Protocol on Inner-German
Trade (which allows free access for most GDR products to the
FRG - but not for circulation in the rest of the EC). We
racognise the political importance which the FRG attaches tc
this issue and accept that the principle of Inner German
Trade should not be called into question in the forthcoming
EC/GDR negotiations. Given this reassurance, we hope the
Germans will be willing te discuss the practicalities of
quarantining Inner German Trade.

Insurance

- The directive would liberalise cross-frontier trade in
life insurance. German oppesition is expected. There is
evidence thair industry uncompetitive by UK standards. They
justify their restrictive peosition by reference to

consumar-protection needs.

Social Issuas

= Chancellor Kohl agreed with the Prime Minister in Rhodes
that any Eurcpean Company Statute should provida only a
framework, enabling Member States to preserve existing
practices. Chancellor Kohl'’s priority ils te presarve the
FRG's present system of labour market regulation. We agree
on the need for action on Health and Safety in the
workplace; but alsewhere FRG can support soclal measures
which are unwelcome to UK.

Indirect Tax Approximaticn
- Mme Scrivener, the new French Commissicner for taxation,

told the Chancellor on 19 January that she agreed the naed
for a new, pragmatic approach to indirect tax approximatien,
and recognised that the Commissicn’s clearing house
propeosals would need to be reconsidered. She alsoc agreed

o
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that the Commissicn would have to start afresh on excise
duties. She acknowledged the importance of zero-rates in
the UK and Ireland and said the Commission were working hard
on new ideas. These statements represent a new beginning
for the Commission’s approach on tax approximation, in the
face of a series of cbjections from member states including
tha UK.

- The Germans are relaxed on the Commission’s tax
approximation proposals because their own VAT rates fall
within the proposed bands.

Withholding tax

- As part of the deal in June to liberalise capital
movements it was agreed that the Commission would maka
proposals on taxation of savings aimed at eliminating or
reducing risks of distortion, evasion and avoidance. The
French fear that theixr high tax regime will mean funds flow
out of France after liberalisatioen. They want an EC-wide
withholding tax uﬁ savings to stop this happening. But any
such tax, if it bit, would drive investment out of the EC

altogether, damaging London and other financial centres.
The Commission proposed a 15% withholding tax, with some
exemptions, to ECOFIN on 13 February. We opposed with
Luxembourg and the Netherlands. The Germans supported the

Commi==ion.

ENVIRONMENT

- Public concern for protecting the enviromment is probably
greater in the FRG than in any other EC Member State. The
Greens are represented in Parliament and environmental
issues have long bean politically important. The FRG tends
to adopt a more precautionary approach to environmental
protection than most countries, including the UK, and is
often prepared to spend more money on it.

= Until recently the FRG was inclined to regard tha UK as
"the dirty man of Burope", but recent events have led to a
substantial reappraisal. Agreement in June 1988 on the
important Large Combustion Plants directive was followed in
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September by the Prime Minister’s keynote speech te the
Royal Society, which arcused keen interest in the FRG. 1In
November the UK announced important initiatives on the ozone
layer and movement of waste. On 5-7 March 1989 the Prime
Minister will be hosting a major global conference on the
ozZone layer. %

- Differences still exist in several areas, but we now share
more common ground with the FRG in EC negotiations on the
environment, and the Germans are studying closely what they
parceive to be a marked change in UK attitudes.

REGIONAL ISSUES
- South Africa: The Auswartiges Amt and the Chancellery do
not see eye to eye on sanctions. Genscher favours

non-economic measures, including restricting the size of

South African diplomatic missions in Eurcope and
re~introducing a visa regime (which they have anyway agreed
to do by 1990 under the Schengen Agreement with France and
the Benelux countries).

- In July 1988 Genscher launched a personal initiative aimed

at incorperating a 14 point code of labour standards into
tha EC Code of Conduct for companies with interests in South
Africa. O©Only the Dutch supported wholeheartedly. Others
found tha initiativa too detailed; too narrowly based on
German law; and too early (the existing Code of Conduct was
only revised in 1985).

- Libya: The German handling of reports that German firms
had been involved in the Rabta plant was very inept: but
they are now trying to make amends (eg on initiative in EPC
on CW exports). Chancellor Kohl is said to be angry with
the US for leaking details to the press, and with his own
security service for failing to keep him informed. The FRG
raised their diplomatic representation in Tripoli last
Summer by sending back an Ambassador to replace a Charge
d’Affaires. They have been rewarded with the Rabta affair.
- In 1986 undar the US trade embargo, US olil companies
operating in Libya were ordered by the US Government to end
their operaticons there, It was later realised this would

AGZAAE/SE CONFIDENTIAL




CONFIDENTIAL
BACKGROUND

put the companies in breach of their contract with the
Libyan Govermnment, who would be legally empowered to
naticnalise thair assets. The companies were allowed to
negotiate a "stand-still" agreement with the Libyans whereby
the companies’ operations were suspended "without
prejudice™, but the Libyan Government was allowed to sell
the oil from the companies’ blocks. This "stand-still"
agreement rung out in June, hence the reluctant US decision

to allow the Companies to resume cperations in Libya.

BILATERAL

- The next Summit will be due in Britain in 1990. The 40th
anniversary of Konigswinter will be marked at Cambridge in
March 1990. If the two events could be combined to allow
Kohl to make a brief appearance at Konigswinter there would
be a very welcome publicity spin-off for the bilateral
ralationship.

- The Joint Dafence Study Group is a group of senior
officials established by Ministers in October 1988 to raeport
to them on ways of improving bilateral defence cooperation
and of getting better public understanding of the leval of
cooperation which already exists. A first round of measures
including additional joint training and increased
cooperation in legistics and exchange, was announced during
Dr Scholz’s visit to London in January. These included
participation by a Company from 27 Luftlandebrigade in an
exercise with British Forces in UK (probably in Oct 89). An
attractive additional measure - to form a joint sheort range
air defence unit using German Skyguard radars and UK
Oarlikon anti-aireraft guns to enhance the air defence at an
RAF station in Germany - is alsc under initial
consideration.

- Spltau-Luneberg is the main non-live-firing training area
in BAOR (the only one big enough to accommodate mechanised
exercises up to battlegroup level). Part of the training
area is used seven days a week. It is also an area valued
by local inhabitants for recreational purposes. Steps have
been taken to reduce the impact on the local population, but
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we continue to resist calls for a formal pause in training
in the summer holiday period.

- A PBritish-German Academic Research Collaboration scheme
has been established by the British Council and the Garman
Academic Exchange Scheme (DAAD), who will provide matching
funds totalling £350,000 in the first year, for an exchange
of researchers in approximately 80 projects in the areas of

business-ralated studies, engineering and science. The
results will provide better information to help industry

exploit the commercial opportunities of the Single European
Market.

= The Anglo-German Foundation was set up in 1973 with a lump
sum grant from the FRG, following the State Visit of
Preszident Heinemann. Contributions from the FRG at presant
run at £250,000 annually, and from the UK £175,000 annually.
German MPs are concerned that the ACF does not win enough
publicity for its valuable work or its contribution to
Anglo-German relations. The AGF is participating in the
British Council/DAAD Exchange Scheme.

- The Prime Minister and Federal Chancellor agreed in 1585
that action should be taken to davelop educational
exchanges. Their number has grown and agreement has
racently been reached on a further expansion programme.
Endorse the agreement at Press Conference.
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INFO PRICRITY MODUK, WASHINGTON, PARIS. UKDEL NATO

YOUR TELNO 133: SNF MODERNISATION: FT INTERVIEW WITH CHANCELLOR KOHL

1. THE FT CORRESPONDENT, DAVID MARSH, HAS GIVEN US IN CONFIDENCE
(PLEASE PROTECT? THE TRANSLATED FULL TRANSCRIPT OF HIS INTERVIEW
WITH KOHL. CBY FAX TO WED). THIS INDICATES MANUSCRIPT AMENDMENTS AND
DELETIONS MADE BY THE FEDERAL CHANCELLERY ON TELTSCHIK'S
INSTRUCTIONS.

5 THERE WAS ONE SIGNIFICANT CHANGE ON SNF. KOHL IN FACT SAID: ''THE
REAL QUESTION OVER THE DEPLOYMENT AND MODERNISATION WILL BE IN
1991/92, WHEN THE QUESTION OF THE AGEING OF THE LANCE WILL COME UP
FOR DISCUSSION."' THIS WAS AMENDED TO: ''THE REAL DECISION OVER THE
PRODUCTION WILL BE IN 1991/92. ONLY THEN WILL THE QUESTION OF THE
AGEING OF THE LANCE REALLY COME UP FOR DISCUSSION.'' THE PURPOSE OF
TELTSCHIK'S CHANGE WAS TO KEEP OPTIONS OPEN. KOHL'S LANGUAGE WAS
IMPRECISE AND COMEUSED HERE AND ELSEWHERE IN THE INTERVIEW. BUT HIS
INTENTION, AS REPORTED BY THE FT, 1S CLEARLY TO DELAY THE
MODERNISATION DECISION.

T. THE FT INTERVIEW IS TOP ITEM ON TODDAY'S GERMAN RADIC NEWS. FDP
DISARMAMENT SPOKESMAN FELDMANN HAS WELCOMED KOHL'S ''"CLEAR WORDS'',
IN WHICH HE SAW A CONFIRMATION OF THE FDP'S LONGSTANDING LIME.

COMMENT

4. IT WOULD APPEAR THAT KOHL HAS DECIDED,. IN THE FACE OF A UNITED
FDP STAND BY GENSCHER AND LAMBSDORFF (MY TELNO 153) NOT TO PUT THE
COALITION AT RISK OVER THIS QUESTION. THE RESUMED COALITION
DISCUSSION OF SNF,. WHICH MAY NOW TAKE PLACE ON 14 FEBRUARY,. SHOULD
SHOW WHETHER THIS INFERENCE IS CORRECT.

MALLABY

PAGE 1
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.DHI... DR HELMUT

Federal Chancellor and Chairman of the CDU.

Born 1930 in Lodwigshafen. Studied law and history at Frankfurt and Heidelberg. Joined
the CDU at 17 and became a member of its Land Executive in Rhineland Palatinate at 25. Member
of the Land Parliament 1959, and Chairman of the CDU Parliamentary Group there from 1963,
Member of the CDU Federal Executive since 1966, Chairman of the CDU in Rhineland-Palatinate,
1966-T3. Minister President of Rhineland Palatnate 1969-76. Chairman of the CDU since 1973.
Was Chancellor candidate of the CDU/CSU in the 1976 Federal election. Thereafier, elected
Chairman of the CDU/CSU Parlismentary Parry in the Bundestag, a post which he held unnl
October 1982 when he was elected Federal Chancellor.

Polides have been Kohl's whole life. He first achieved natonal prominence as Minister
President of Rhineland Palatinate, where he was active in modemnising the Land Administration,
expanding higher educaton and promoting industrialisation. He played a large part in the early
1970s in planning a new policy for the Federal CDU, but failed to stand up for certain aspects of
this at the 1971 Party Conference. This contributed to his defeat by Barzel in the slections that year
for the party chairmanship. But after careful ground work in the party, cultivating the younger
generanon in the centre, Kohl was the only candidate for the chairmanship at the special Party
Conference in June 1973, after Barzel's resignation. Since then, he has never been challenged for
the job.

After a period of intense poliocal manceuvring, he was nominated as Chancellor candidate
of the CDU/CSU for the 1976 Federal elections. But the grudging support from Stranss and the
CSU undermined his authority. Nonetheless, he ran a sidlful and energetic campaign, and came
within 200,000 votes of unseating Schmidt and the SPD/FDP Coalition. Subsequently he moved o
Bonn to lead the CDU/CSU Parliamentary Party in the Bundestag. But for the 1980 Federal
electons he lost the CDU candidacy m Albrecht, and it was Strauss who evenmually secured the
CDU/CSU nominaton. Kohl fell in loyally behind Stauss and ran an energedc and effective
campaign.

With Strauss's defear, Kohl re-emerged as the namral leader of the CDU/CSU
Parliamentary Party. But there wers many in the party with reservations about his leadership, and
he might have been overtaken for renomination as Chancellor candidate had the SPD/FDP
government lasted its full term. [ts premamure coilapse in September 1982, however, found him soll
in charge of the Parliamentary Party; and he was duly elected Chancellor on 1 October after the
CDU/CSU and FDP had successfully moved a constuctive vote of no confidence against Schmidt
in the Bundestag,

When it took office, Kohl's government had a clear majority in the Bundestag. But Kohl
was conscious of having become Chancellor without a mandate from the slectorate and announced
his intenton to arrange for early Federal elections in March 1983, Many though: his actics would
rebound against him: either because the method he used for dissolving the Bundestag — 2
deliberately lost vote of confidence — would not be approved by the Federal President or the
Constitutional Court: or because, if the election did ke place, the FDP might be excluded from the
Bundestag and Kohl thus lose his majority, ut Kohl's calculations were correct. The CDUNCSU
polled their second best result ever, the FDP got back into the Bundestag, and Kohl's government




was thus secure. He had little difficulty in dealing with extreme demands by Strauss in the p.
election Coalition negotiadons. Despite pressure from the CSU, the Coalidon which he formed
comesponded in policies and Ministerial appointments with what Kohl, not Strauss, wanted.

In opposition, Kohl was always under-estimated as a politician. His speeches were tedious
and he was criticised, even within his own party, for his nammow outlook and lack of understanding
of economic issues. But he has a steady determinarion and an outstanding political sense, which he
used to the full in gering himself re-elected as Chancellor and in resisting the subsequent efforts of
the powerful Strauss to increase his influence in the Government. Kohl is not an intellectual
Chancellor like Schmidr: he likes to deal in the broad outline of policy and leaves detail to his
Ministers. Nor is he the enthusiastic decision maker that Schmidt was. His tendency o
procrastination, together with the looseness with which he holds the reins of Government, led to
confusion and contradiction in the early months of his administration. Afier a series of gaffes had
seriously damaged the image of his Government, he moved belatedly w strengthen his grip through
a major shake-up in the Federal Chancellery whose coordinanng role was much improved.

1'--11.trr::u.l,1'ing|i about Kohl's style of leadership continues, as do gibes about his lack of
intellectual pretentions and organisational abiliry, In early 1986 it even looked briefly as if his party
might ditch him, after Public Prosecutors moved to investigate allegations that he had given false
testimmony 1o Parliamentary Commirtess inquiring into the party donatons affair. But charges were
not pressed, and he shrugged off this adversiry as he has so many others. In January 1987 he led
the CDU/CSU back to power in the Federal elctions, though this was a victory soured by the
CDU/CSU polling their worse result ever. The poor result was ascribed in part to the low turm-out
(eg abstentons by disaffected farmers) and in part w the CSU's attack on the FDP dunng the
campaign. Bur again a number of gaffes by Kohl himself, such as a comparison in a magarine
wterview berween Gorbachev and Goebbels, did not help.

Kohl is proud of his simple origins. His father was a minor official. His mother held the
family together. He himself worked as 2 stone mason to get through school. He sees himself as
one of that first generation of Germans who came into politdcs young immediately after the war
with the belief in democracy and the rule of law. He is a big, genial man, with a relaxed and
reassuring manner, who showed in 1976, and again in 1983 and 1987, thar he could armract voters
by means of straightforward propositions stated clearly, firmly and often. He is a great optimist, 2
man who visibly enjovs himself, who exudes confidznce. He stresses old-fashioned vircues — hard
waork, self-reliance, thrift, family values — in populist speeches,

Kohl initially took little interest in foreign affairs. He has a strong commitment to the
Atlantic Alliance, to the Franco-German relagonship, and to the European ideal. But us contacts
with other counrtries have otherwise been limited. He speaks a linle French but no other foreign
language. He has become increasingly aware of the importance of the UKL

His wife (Hannelore) studied in Paris and is a qualified interpreter, speaking fluent French
and English. She is a determined woman who has cermainly been a spur to Kohl's ambidon. They
have two sons, both of whom have stadied in Brimin,
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&HSCI—IER* HANS DIETRICH, HON GCMG GEE

Federal Foreign Minister and Vice-Chancellor since May 1974,

Born 1927 in Reideburg, Saxony (now GDR). Son of a farm cooperative official. War
service with the Lefrwaffe. POW. Later studied law in Halle and Leipzig. Left the GDR for the
Federal Republic in 1952 and joined the FDP. Became Business Manager of the FDP
Parliamentary Party in 1959 and then in addidon, from 1962-64, Federal Business Manager of the
FDP, Elected w the Bundestag in 1963, Became a Vice-Chairman of the Party in 1968, Minister of
the Interior 1969-74, When Scheel became Federal President in 1974, Genscher succeeded him as
Chairman of the FDP, Vice-Chancellor w Schmidt, and Foreign Minister.

The FDP's excellent showing in the 1980 Federal election mereased Genscher's standing
both as Foreign Minister and Party Chairman. Bur it became increasingly clear that Genscher no
longer believed that the SPD/FDP Coalidon had a future; and he began w look for the best way w
end it. When the moment came in September 1982, however, Genscher was outmanceuvred by
Schmidt, and he and his party took the full force of public cridcism for the break-up of the
Covernment. Genscher was also attacked by the FDP left-wing for the way in which he had forced
through the switch without consulting his party. At the FDP Party Conference in November 1582,
1 determined, bur unsuccessful, effort was made to unseat him as Party’ Chairman, and a large
proportion of the FDP left then quit the party. By realigning it weil to the right, Genscher managed
o ensure that the FDP secured re-election to the Bundestag in March 1983,

But discontent with him in the Party re-emerged when he mied to corral the FDP into
accepting an amnesty for poiitcians and businessmen in the so-called Flick scandal. Faced with a
further challenge 1o his leadership ar the Party Conference in 1984 he only succeeded in defusing
the situadon by announcing that he would stand down as Parry Chairman in 19835, which he
subseguently did 1o make way for Bangemann (gv).

Genscher's problems with his own Party inevitably affected his authority as Foreign
Minister for a while. He also lost ground after 1982 to the Chancellor's adviser on foreign affairs,
Telischik (gv). Bur more recently he has made a remarkable comeback. In party terms he has
tumed Bangemann's rather incoherent leadership to his advantage, o the point where he is widely
regarded as being Chairman again in all but name. The FDP's good showing in the 1987 Federal
electons was largely due 1o his shrewd exploitation of the attacks made on him in the campaign by
his old adversary Strauss. The current brand of ostpolitik is mostly his doing.

An immensely hard worker, with the capacity to absorb detailed informaton quickly.
Perpetually on the wing, but with a knack of being in the right place at the decisive moment. In
private he is an easy-going man, informal vet with a certain reserve. He divorced his first wife and
married his then secretary in 1969. It was her second marriage also. Since then, he draws a clear
line between business and family life, partly in the interests of his dapghter (by his first wife), to
whom he is deeply attached. He reads voraciously anything that li=s to hand. His tastes in music
are equally wide-ranging from classical o pop. In the 50s he suffered from a nearly fatal bout of
tuberculosis which kept him three years in a clinic. In November 1977 he was admitted to hospital
with pneumonia, and secondary blood circuladon instatality. He did not return to work ungl mid-
January 1978, Although he seemed to recover well at the ome, the enormous stain of his working
habits has taken its toll and he often looks less than healthy.
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SCHOLZ, PROFESSOR DR RUFERT

Federal Minister of Defence (CDU) since May 19848

Born 1937 in Berlin. 1957-61 studied law at Free
University, Berlin and at Heidelberg. 1861-72 academnic
appointments in Berlin and Munich. 1372-78 Proiessor of
gtate and Administrative Law at Free University, Berlin.
From 1978-1981 he taught at the Law Faculty at Munich.

i
1981 elected as Berlin Senator for Justice in the CDU
minority government under Richard von Weizsiacker. 1In 1983
became Senator for Federal Affairs in the CDU/FDP coalition,
at which point he formally jcined the COU. Elected to the
Berlin House of Representatives only in 1385. Appointed as
Warner’s successor as Federal Minister of Defence in April
1388.

Scholz is generally considered to be intellectually able and
ambiticus. Won respect in the Berlin House of
Representatives for his robust debating style though his
manner can, at times, be high-handed and brusque. Tended to
neglect his responsibilities as Justice Senator, obvicusly
much preferring the Bonn scene.

Scholz’s dealings with the Allies in Berlin were not always
easy. His public statements on Berlin status questions
were howaver, generally helpful to the Allied position.

Scholz was not a leading candidate to succead Worner. He
had no national reputation and his lack of defence
experience made him an unexpected choice. But he seens to
enjoy ralatively strong support from the right wing of the
COU and from the C5U.
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Kohl has known and respected Scholz for scme years but the

+wo are not friands.

Takes little care with his appearance. Married. His wife
is a judge in Karlsruhe. Both speak some English. Visited

the UK as a guest of HMG in 1986. An enthusiastic football
supporter.
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: {"- @ MERMANN, DR FRIEDRICH

Federal Minister of the Interior (CSU) since October 1982,

Born 1925 in Munich. War service 1943-45. Joined CSU 1948. Studied law and public
adminismaton at Munich; doctorate in 1950, Bavarian civil servant 1952-33, thereafter Secretary-
General and Business Manager of the CSU until 1963, Treasurer of the CSU, 1963-67, Member
of the Bundestag since 1957; Chairman of the Bundestag Defence Commirttes 1965-72. Elected
Vice-Chairman of the CSU in 1979, Vice-Chairman of the CDU/CSU Parliamentary Party and
Chairman of the CSU Land group 1976-82. Appointed to his present post when the CDU/CSU
took office in October 1982,

Zimmermann's skill as a politician has been overshadowed by his involvement in a number
of well-publicised scandals. The most noteworthy concerned the grannng of licences to casinos in
Bavaria in 1960, and resulted in Zimmermann being sentenced to four months imprisonment on
two charges of perjury. This judgement was later overtarned on appeal by the Federal High Courr
on the grounds that Zimmermann had not been in full possession of his faculties when taking the
oaths in question, but the explanadon stated that " . . . there could be no question of the innocance
of the defendant having been proven”, and ascribed his action to 2 desirs o protect the interests of
his party. A later connection with a building firm involved in some dubious practice cost him the
post of CSU party treasurer.

That he could recover from such apparently terminal set-backs lies in his closeness o
Strauss who has always found him vseful. He joined in with a will to help Strauss make life as
difficult as possible for Kohl when the latter took over the Chairmanship of the CDU/CSU
Parliamentary Party in 1976. He seems to have been the manager of events that year which
threatened to divide the CSU from their joint Parliamentary Party with the CDU. He and Stoiber
were mainly responsible for leading Strauss into his abortve Chancellor cancidacy in 1980. After
Strauss’s defeat, however, Zimmermann moved to rebuild his bridges with the CDU. His relations
with Strauss suffered as a result. The CSU leadership in Munich were decply suspicious of
Zimmermann's role in the negotiations with the CDU and FDP in September 1982 on the formation
of the new Coalition and he was thought to be rying to keep Strauss ourt in the cold. After the
Federal election in March 1983 Strauss made no secret of his readiness to sacrifice Zimmermann as
Intesior Minister 1o provide a slot for Genscher 1o move into and himself become Foreign Minister,
[n the event, Genscher was not to be shifted from the Foreign Ministry.

His appointment as Intertior Minister provoked a storm of protest, Ziven his chequered past.
He continues to be one of the most conroversial and frequently criticised members of the Cabiner.
In 1985 he came under attack on a variety of issues, including vehicle emissions (where he adopted
4 position too radical to be acceptable.to the other EC states and had to back down in confusion)
and a series of scandals involving the FRG security and intelligence services, for which his vast
and unwieldy ministry is also responsible. He lost responsibility for the environment when a
separate Ministry was created in 1986, since when he has looked less uncomfortable. He has few
policcal friends in Bonn, but Kohl does not remove him for fear of the row with Strauss which
would follow. Constandy at odds with the FDP because of his hard-line views on law and order
issues.

Zimmermann is married and has two daughters from an earlisr dissolved marriage. He
speaks competent English and deploys it in jocular and colourful style.
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HAUSSMANN, DR HELMUT

Secretary Genaral of the FDP and Federal Economics Minister

gsince December 1588.

Born 1943. Studied economics and social sciences at the
universities of Tibingen, Hamburg and Erlangen. 1968-71
business-manager for a private company. 1971-75 research

assistant at the University of Erlangen. 1375 Doctorate on
a subject related to the managment of medium sized firm.
Savaral publications on social science and eccnomics.

Joined the FDP in 1969 and worked his way gquickly up through
thed Baden-Wurttemberg party hierarchy. Joined the
Bundestag in 1976. Appointed FDP Economics spokesman in
1980. Nominated by Genscher as Secretary General in 1984
after the party had made clear that it would not support
Genscher’s original nomination (Brodesser). Haussmann
brought vigour and enthusiasm to the job and was responsible
for rewriting the FDP's manifesto in 1985, committing the
party to a strongly market orientated, right of centre
approach. Rencminated by the new FDP Chairman (Bangemann),
who like him is from Baden-Wirttemberg, he was re-elected by
the Party Conference in February 1985 with a large majority,
a clear sign of the support he has won for himself in the
party in a short time. Now a major authority in the party.

Visited the UK in 1977 as a member of the Budget Economics
Committea; and as a guest of HMG in 1978 and 1987.

Married. Protestant. Fair English. Fond of fishing and
fast cars.




DR LUDOLF-GEORG VON WARTENBERG

parliamentary State Secretary (CDU), Federal Economlcs
Ministry sinca 1387.

Born 1941. Educated in Hannover. studied economics and
histery at the Universities of Hannover, Géttingen and
Balfast.

From 1967 to 1976 small firms adviser in the Hannover
chamber of Crafts. Director of the Hannover Beinsuranca
company and adviser to the Hanse-Merkur Insurance Group.
A member of the supervisory board of Hannover Alrport
Company .

chairman of the local CDU asseociation in Hannover. From
1870 to 1976 a member of the Landtag in Lower Saxony.
Elected to the Bundestag in 1976. Member of the
Bundestag's Finance Committee. Appointed Parliamentary
State Secretary in the Federal Economics Ministry in March

1987 .

Chairman of the Scciety for the Study of structural Folicy
gQuestions. Member of the German Foreign Policy Assocciation
and of the German Atlantic Scciety.

Protastant. Married with two children.
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=, .ECHLE, IGNAZ

Federal Minister of Food, Agriculture and Farestry (CSU) since March 1983,

Bom 1930 in southern Bavaria. Educated ag agricultural apprentice, Self-employed farmer,
qualified agricultural instructor. The first German agricultural ainee in the USA after the war, in
1949 Board member of Dairying Associadon of Allgiu/Schwaben and Chairman of Bavarian
Dairying Association. Managing Director of a firm of agncultural publishers until his present
appointment.

Elected to Bundestag in 1969 for a rural constimency where the CSU enjoys solid support
from the farming community. Opposition spokesman for agriculture until change of government in
1982, wien be was elected a depury Chairman of the CDU/CSU Parliamentary Party. His surprise
appoinoment 1w his present post after the Federal electdon in March 1983 was made largely o meet
the CSU's demand for a fifth Cabinert seat as reward for their strong electoral showing.

Short, bby and bald. As befits his strong Bavarian farming background, Kiechle has been
i consistent defender of farming interests. His rwin objectives are the raising of German farm
incomes to 4 satisfactory level and the maintenance of the raditional small family farm structure of
German agriculnurs. His single-minded pursuit of these goals makes few, if any, concessions to
other considerations. The slide in farmer's incomes has left him facing a fair bit of resenment from
his native territory, but he bears this bravely when speaking in Bavaria. Looks a simple
backwoodsman, but is no fool.

Roman Catholic, married, four children. Speaks English well enough for most purposes.

T3
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PROPOSED THEMES FOR PRESS CONFERENCE

(a)

Welcome the results of the Bilateral Defence Study
(some of which were made public following Professor
Scholz’s visit to tha UK, 30 January - 1 February) and
possibly mention:

- training in UK by elements of 27 Luftlandebrigade;

- proposal to form a joint auxiliary Skyguard/Oerlikon
Point Alr Defence Unit (subject to confirmation by
MOD by 17 February):

Current international questions on which we act
together:

- Security issues: 40th Anniversary of NATO. Firm
joint commitment to winning formula. Prospects for
NATO Summit (including SHF etc).

- East/West: Agreement on need for active policy of
negotiation backed by sura defence;

- draw attention to London Information Forum;

- joint determination to achieve Single Market and
agreement to prevent "Fortress Europa;

- terrorism;

= drugs.

Research collaboration:

- mention joint British Council/German Academie
Exchange Service (DAAD) collaborative research project;
- mention work of Anglo-German Foundation for the Study
of Industrial Society (also contributing te British
Council/DAAD Project above).

Fortieth Anniversary in 1989 of Deutsch-Englische
Gesellschaft.

Environment: draw attention to UK initiative in
organising a conference on the ozone layer, mentioning
attendance of Topfer (Fedaral German Environment
Minister.
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{f} Schoel Exchanges: Welcome progress.

fg) Hext Summit: intend to hold next Bummit in 1990.
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Pt 2 MINISTER'S
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SR SONAL MESSAGE

10 DOWNING STREET
LONDON SWIA 2AA

THE PRIME MINISTER 11 October 1988

)

i e~ L#bﬂﬂvafh

I was glad that your Government approved the sale of the
Tornado IDS alrcraft to Jordan, But I am disappointed that
you felt unable to provide official credit support for this
sale which we both agree - as do the Americans - is

strategically important.

I understand the political sensitivity for the Federal
Republic of arms sales outside the NATO area. But I believe
that we ara entitled - indead have a duty - also to take
account of other needs such as maintaining the wviability of
our defenca industries; keeping down HATD defence costs by
increasing production runs; and supporting Western forelgn
policy objactives beyond as well as within the NATO area.
All these considarations mean that it is important for both
aur countries to be able to export the defence aguipment we
manufacture collaboratively, with a fair division of the

burdensa.

There is avary reason to suppose that further sxport
sales will be forthcoming, not only of Tornado, but also of
other collaboratively produced defence equipment, such as the
Buropean Fightsr Aircraft, TRIGAT and the MATO frigate. It
ig all too likely, therefore, that exactly the same problem

will arise again in future, as we have experienced over




Tornado for Jordan. To presecrve this valuable order, the
United Kingdom is being obliged to shoulder a considerably
larger than expected share of the credit burden. I must tell
you that for the future T would find it difficult to accespt
such credit arrangements. Risks associated with export sales

should be shared according to the work ratio.

1 propose that we instruct our respective officials to
find a way of conforming more closely to that principle. I
am sure that they can work out a practical scoluticn to the

problam, which would otherwise cause continuing differences

hetween us. I would welcome your early agreement, 2o that
they might meet and report fairly guickly. Important
decisions need to be made scon on existing and future

collaboration.

His Excellency Dr. Helmut Kohl.
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THE FRIME MINISTER 23 January 1989

&

[/ean  Helonud

#When we met in Rhodes, you told me how your thinking was
developing over NATO's Comprehensive Concept of security and
arms control ineluding the modernisation of the Alliance's
theatre nuclear forces. Charles Powell has subseguently
given me an account of his discussion in Bonn on 20 January
with Mr. Teltschik. I look forward to discussing the subject
again with you mysalf in Frankfurt on 20/21 February. I
thought it might be helpful to send you this personal message

on how I see the problem.

My starting point is very much in line with what you
gaid in Rheodes. I belisve that HNATO mast in the course of
1989 - and preferably the first half - take clear decisions
about modernising and restructuring its stockpile of naclear
weapons in Europe: that these decisions need to be taken in
the framework of a proper concept of security and arms
control; that some new systems, notably a tactical air to
gurface missile for airecraft (TASM) and a longer range ground
based missile as a successor bEo LANCE, will be neaded; but
that the affect of their introduction will be to permit a
major reduction in the overall size of WATO's nuclear
stockpile and a shift of emphasis away from short range

battlefield systems.

QNJH




A restructuring/modernisation package of this kind
should achieve wide support throughout NATO. It would mean
better deterrence with fewer weapons. 1 agree with you that
we should work for the adoption of such a package at a Summit

meating in late April/early May.

I recognise the danger for Europe from the enormous
superiority which the Warsaw Pact enjoys in short-range
missiles. It was with this in mind that we agreed at the
MATO Summit last year that the Comprhensive Concept should
foresee, in conjunction with the establishment of a
ronventional balance and the global eliminmation of chemical
weapons,; tangible and verifiable reductions in US and Soviet
land-based missiles in Europe leading to equal ceilings. 1
ramaln committed to that goal when the conditions are met.

But I baliava that we should be very cautiocus about how
wa approach it. It is one thing to make our own autocnomous
cuts in theatre nuclear systems and to challenge the Soviet
Union to reduca to NWATO levels. But an arms control
neqotiation in this category would be a very different matter
and I foresee major difficulties. We would surely come under
axtrema pressure to accept a third zero. It is far from
clear how we could distinguish the nuclear from the
conventional aspects of this dual capable system which are
involved. There is an obvicus risk that the possibility of

an arms control agresment might sap HATO's willingness to
agree the necessary updating and restructuring of existing
systems. The attention which we have with difficulty
focussed on the huge Soviet conventional and CW superiority
could easily be diverted back to nuclear matters. For all of
these reasons, and others, I do not see how we could include

in the Comprehensive Concept an arms control proposal on SNF
without storing up serious risks for our security. Let us
proceed instead by taking decisions which meat our own
security needs and give us the up-to-date systems which we
need, while reducing the overall number of nuclear warheads

in our stockpile.




I look forward to hearing your wviews on all of these

points when we mest next month.

His Excellancy Dr. Helmut EKohl
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ANMUAL REVIEW: THE FEDERAL REPUBLIC OF GERMANY IN 12849
mmar

1. Federal Covernment's solid achiewvements but poor image
(para 2). e

2. Gorbophoria rampant but Kchl steady so far on relations with
gaviet Onicon. OQuestions en herizon concerning lnher-G2rman
relations (paras 3-4).

j. Genscher, East-West activist (para 5.

rbophoria and environmental effects of military activity
aused deterioration in elimate for dEanLE {para 6) .

4. Go
have C

Popularity of BC. Successful German Fresicency. Attitude to

92 not consistent (paras 7-8).

5. 131.5% economic crowth in 1988, led by record trade surplus and
domestic investment. DM lost value against Sterling and German
surplus in trade with UK scared (paras 9-10}.

7. Busy period ahead in British-German relations. Nead to
extract maximum publicity in FRG (para 11).

§. Big guestion in 1389 is whether Kohl will go for modernization
of short-range nuclear forces. Important visit by Gorbachev z
wwpprtwu E"nerhl'Ll ction looms in December 12%0: on present
hetting, existing cealition likely to contlinue afterwards (para 1<) .

CONFIDENTIAL




COMFIDENTIAL

. British ‘Embassy
BONN

6 January 1989

The Rt Hon Sir Geocffrey Howe QC MP

Secretary of State for Foreign and
Commonwealth Affairs

Foreign and Commonwealth Office

London EWIA ZAH

BT,
ANNMUAL REVIEW: THE FEDERAL REPUBLIC OF GERMANY IN 1988

! For the Federal Republic 1988 was the year of great hope

East=West relations and at home a more difficult climate for
defence.

Domestic Politics

7. The Federal coalition has some sclid achievements but an
inaffectual image. Foreign policy has gone well, with new
activity in relations with the Soviet Union and a successful
German Presidency of the Community. The economy is strong. The
Government has put through a health care reform, to trim costs

and increase contributions; ¥fid has pension rerorm inm namd. Yet
opinion polls at mid-polint between federal electlions are
discouraging. The CDU won the regional election in Baden-
Wirttemberg but lost in Schleswig-Holstein, in the waxke of the
Barschel affair, after 38 years in power. It has been dogged by
mishap in other Linder. If Reagan's has been a Teflon administra-
ticn, Kohl's seems like a fly paper, with every criticism sticking.
The public bickering tA3at has harmed the coalition's image may be
less after the death of Strauss, a disappointed titan who sniped
from the Bavarian wings. But coalitions are not wont to lLook
united and the new FDP leader, the tough and experienced Count
Lambsdorff, will not be shy of ¢riticising Kohl,

e

Garkophorla

3. There is no significant constituency in the Federal Republic
for going neutral or making a bid for early reunification. When
people stop to think, they realise that membership of the Alliance
and the Community has brought the prizes of freedom, security,
prosperity and international standing. But there are worrying

ferends
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trends. Situated along the division of Burope and conscious of
the 17 million Germans in the GDR, the Federal Republic is prone
to exclbement whenever there are signs of East-West thaw,
Gorbachev has brought much more than that, and hope in the Federal
Republic is intense. Hohl is steady: his visit teo Mocscow in
October was a responsible operation. He got German-Soviet relations
going again after a poor period. On multilateral matters he

stuck to Western positions. He spoke up firmly on the aspiration
for eventual reunification and got the reply, in effect, that on
this subject 0ld Thinking prevalled in Moscow. This, and a
realisation that Gorbachev faces tremendous cdds, may have
injected a little realism into the views of informed pecple in

the Federal Republic. But Gorbophoria remains rampant and there
will be impatience among politicians and publie if the West is

not seen to be making the running w1th imaginative propasals in
Arme control. "a=

——— N

Eastern Europe and the GDR

4. Informed Germans r=alise that ﬂarxlsn Leninism has failed,

and that the metamorphasis that has started in Eastern EUYOpe is
an ocpportunity but also could produce explcsions. Most expect
change to begin in due course in the CDR and o ba vﬂ?y difficule
for the authorities to contrel. That some 10% of the GDR's
population wisited the FRG in 1955 iz one indication of the success
of the Federal RePUBIic's inner-Gérman policy of building up links
without CAusing dLSL&bLllSthﬂn PPGFTE here worry whether it can
be sustained if change sets in across the Elbe. There is a new
factor in the Federal Republic's relations with Eastern Europe

and the Soviet Union: the number of immigrants of German origin
doubled in 1988 to reach 242,0600. That repressnts Bucress in a
long-standing aim of Ostpolitik., One would expect it to be
welcomed. But there 13 controversy about arraﬂcanﬁnts, such as
housing, Ffor new arrivals and concern about CGmEEEl ion fer jabs.

—_—

Genscher

5. The Foreign Minister has espoused demonstratively the cause of
a new detente. His speeches deal briefly with the need for
continued defences. He stays within the letter of agreed WesStern
positions. But he puts all the emphasie on hope, and tries to
present himself as battling against Western opponents of new
progress. He has said of the West, for instance, that "the forces
who are pushing forward must prevail against those who hesitate
and defernd existing positions” In 1988 he made two visits to the
Scviet Union and five to Fqﬁggyr Europe. All this helps to make
Genscher top of the peops with public opinion. 8¢ does hidg ensrgy
i1 building relations with Third World ceuntries. He will become
even more hyperactive as Federal electicons in 1990 approach.

CONFIDENTIAL
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Defence and Public Oplnion

6. Gorbachev has made many Germans doubt that there is a
gignificant Soviet threat. At the same time the burden of defence
activity for the populafion has become a theme of inténse public
inEerest, ParEly tnig 18 one side of Germany's obsession with

the environment. Partly it is the genuine nuisance of noise from
low flying incertain areas. A bad serles of military flying
accidents in 1988, the two biggest invelving the Americans,
intensified the concern. There is much sentiment and little logic
in this. The effect has been to make the public climate for defence
more unfavourable than before. That 1s of direct concern to us,
with cur 72,000 forces in Germany. The Federal Government has
reacted weakly. Scholz, Defence Minister since May, is clever but
ifiewperienced and without a political base. He has sought to
appease the pressures by moves guch as restricting exercises by
she Bundeswehr outside training @reas and a cut in Bunceswehr
1QE:£I¥1§3. The debate shows signs of sprouting a naw dimension
=3 Fall to review Allied rights in Germany especially with regard
+o exercises and low flving. We should continue TO encourage
Federal Ministers to declare why a minimum of military training

is needed for deterrence, and should ensure that they

consult us and do not make concessions which our forces here

would be expected to match.

The Community

7 Burdpean Union remains a popular cause. German 's Presidenc
% ¥

in the"first half af 1988 was a success. In February the European
Council finally accepted the British view that expenditure on
agriculture simply must be curbed. The decision to increase the
Community's own resources meant higher GCerman net contributiens,
which in turn led to tax increases - with next to no politiecal
controversy about the EC angle. Fifty-six measureS on the way to
the Single Market were decided during the Presidency, ineluding
the erucial one of freedom of capital movements where the Germans
stood up to the French., The Germans had to face on some mattercs
the contrast between their free market principles and their narrow
interggts. On some - for instanca Tibexalisation of road haulage
- ‘principle won out, Liberalisation of regulations on the composition
of peser is likely to bring imports half tha price of beer produced
by small, inefficient breweries here, That Germany mace national
COTCSEEIONME TOTr the Sake of a successful Presidency is another
axample of the importance of the EC to the Federal Republilc.

8., But the German attitude to the Single Market is not nnambiguous.
5ig companies, exemplified by Siemens in its bid with GEC for
PFlessey, are beginning to lock for European arrangements that can
coppete worid-wide. The Sermans Join the UK in working to

prevent protectionism - agriculture notably excepted - in the
axternal trade policies of theCumminity. Germans readily agrese
when I say that, if there was a Fortress Lurope, the prisoners

Jwould
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would be the people inside. We should make the most of this
BFItizh/Serman—commeroause. On some other matters, ocur paths
diverge, and internal inconsistency is a feature of Federal
Govarnment attitudes. On the one hand it still protects
comparative disadvantage in the form of industry that iz ocutdated
or in border reglons. Many German subsidies are questionable
under Community law but are not about to be reduced. On the other
hand, the Government makés leaps in the dark, for instance on tax
harmonisation or moves towards a European Central Bank, despite
the reservations of its own Central Bank and the business community.
And it goes along with ideas for a "social dimension” despite the
additicn to the already high costs of German industry that this
could kring. The Germans will be especially susceptible to French
blandishments on many issues during the French Presidency in 1989 .

The Ecgonomy

9., The Federal economy probably achieved 3.5% growth in 1988 and
may achieve 2.5% in 1989. The 1988 figure is much better than
expected. The low forecasts a year ago were caused inter alla by
pessimism following Black Monday in Octobar 1987, which in fact
left little mark on the economy. World trade growth alsso helped
improve performance. Unemployment remained high at £.9%, though
slightly lower than in 1987; in 1989 it is expected to be a little
lower again. Inflation In 1988 was ].28 and may reach 2.5% in 1983
because of tax increases. The positive trade balance in 1968 was a

record at around DM 125 billion and may exceed that in 1983, This
and domestic investment appear to have been the major components
of growth in 1988. Private consumption was much less important
and in 1989, with consumer taxes going up, it may contribute even
leBs .

Trade

10. The Federal Republiec's trade surplus with the USA fell by over
g third in 1988 while witn the EC it rose by almost the same
proportion. Tha Mark's average rate against the pound in 1988 was
DM 3.12, compared to DM 2.94 in 1987. With this exchange rate and
the British beoom, German exports to the UK in 1988 rose by 12.6%,
double the increase 1R exports overall; and the bilateral surplus
spared from DM 16 billion to DM 21 billion. German imports from the
UK rose by 3%; non-oil imports by 6.6%. Our share of German imports
dipped slightly tc 7% but our share of non-oil imports held its own.
(A1l 19BB figures are estimates based on German statisties.) Our
export drive “"Focus Germany" has three months to run. There are
many signs of greater interest among British firms. But the trade
figures de not yet show real impact. Meanwhile recrganisation of
HMG's export promotion services in Germany is proceeding wall. We
are alert for deregulation related to 1992 which may open
oppertunities [or British [irms.

/British/Garman relations
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British/German Relations

11. The British view that the "Quiet Alliance" between the United
Xingdom and the Federal Republic should receive more publicity has
been accepted by the Federal Government. BritfIn's importance to
Garmary in defence, trade and as a protecting power in Berlin is
recocgnised by Ministers and officials. 8o are our economic
renaissance and our welght in Washington and Moscow. You will be
here in late January. 5o will the Defence Secretary. Straight after
that the German Defence Minister will be in Britain. In February
comes the first Anglo-German Summit since 1386. These are
aoppertunities for publicity to remind the German public that
Anglo-German relations matter to them., We need to accentuate the
positive in our discusslons with the Germans and 1in publicity
about relations, o as to enhance our influence over an important
partner.

Forward Look

12. 1989 will be another year of anniversaries in Germany. The

d0th of the FRG in May will cause justified satisfaction. The 5S0th
of the start of the war will cause few events but many uncomfortable
feelings. The 100th of Hitler's birth may bring a number of articles
but only one or two loony far right manifestations. The 200th of

the French Revolution will cause a further burst of rhetoric in
celebhration of Franco-German reconciliation, a popular thing in

here. Two important events are likely towards mid-year:

a NATO summait and Gorbachev's visit to the FRG. There are plans for
a Joint Declaration by Gorbachev and Kohl: we should urge that agreed
Western positions be upheld. A key question will be whether the
Federal Government will go for a decision by NATO to modernise
short-range nuclear forces. FoRl wants to. Genscher favours delay.
It would be very controversial. As of now the signs are unclear but
not unhopeful. Domestic politics will heat up as the year goes on,
and Federal slections in December 1990 come into sight. The need for
vigibly strong leadership will become greater but I am not optimistic
that Kohl, despite many strong qﬁEIT?TgET‘:an produce this particular
ofie. The present coalifion parties are expected to go tegether into
the 1990 elections, and the best bet at this range is that they
should win. SO the prospect is of the pro-NATC, pro-American
government continuing - with the likelinood of the same Foreign
Minister, and thus of strains and surpriges as he tries to
accelerate East-West progress,

13. I enclose this post's cbjectives for 1989 and a review of
performance on the 1988 ohjectives. 1 am sending copies of this
despatch without enclosures to HM Representatives in NATC and EC
countries: Moscow and East Berlin; the Commandant in Berlin and
Consulates-General in CGermany: and the Commanders-in-Chief's
Commititee [(Germany) .

I an, Sirc,

Yours faithfully

LTl

C L G Mallaby
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LUNCH HOSTED BY THE PRESIDENT OF THE BUNDESBANE, EARL OTTO
POHL

Guests will be:

The Prime Minister

Eir ¢ L & Mallaby KCHMG

Mr Charles Powell

Dr Alfred Herrhausen (Deutsche Bank)
Br Welfgang Roller (Dresdner Bank)
Dr Walter Seipp (Commerz Bank)

Dr Leonard Gleske (Bundesbank)

Personalilty Notes are attached.

2. Herr Pohl does not intend to make any formal remarks and
the Prime Minister need not do so herself. In addition to
anything the Treasury may suggest on the subject of monatary
cooperation (on which they are writing separately) the Prine
Minister could usefully engage the ﬂthqi_qgfgzg_in

—
conversation on:

Withholding tax
Indirect tax approximatlon
Libveralisation of financial services

Thesae are covered in the steering brief.
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DR ALFRED HERRHAUSEN

Chief Executive of the Deutsche Bank AG since May 1985, at

——————

first jointly with Dr Wilhelm Christians until the latter’s
retirement in April 1988.

Born 1930 in Essen. Studied econocmice in Cologne. Joined

the vﬁﬁ_éleﬁkricity supply utility where he rose rapidly
becoming a member of the Board in 1967. Joined the Deutsche
Bank in 1970 with responsibilities for export finance, the
domestic economy and regional responsibility for North
America and South Africa. Throughout a reputation as a
whizz kid. 1In 1974 he participated in a Committes
EQE;EII;EEd by the Federal Finance Ministry to report on the
structure of German banking, which resulted in new banking
laws. He was one of the three "moderators" who in 1983
proposed a comprehensive plan for restructuring the German

steal industry. He still regrets that these plans were not
§ﬁnn thréﬁgh. Represented German financiers at a EUREKR

conference in London in October 1985. Has bullt up a close
paersonal ralationship with Chancellor Kohl and acts as one

of his advisers on industrial affairs.

Dr Herrhausen has proved an energetic Chief Executive for
the bank since the retirement of the more conservative

Dr Christians. Always at the forefrent of planning the
bank’s international strategy, particularly its approach teo
tha Single Market, Dr Herrhausen has been involved in a

number of international acquisitions for the bank over the

last few months.

In addition, he has begun to widen the range of the bank’s

e

domestic financiq; operations by starting an insurance

company_and developing its proparty investment and mortgage
saervices. Dr Herrhausen recently refused an offer to jein
the board of the Krupp industrial conglomerate saying that
his responsibilities at Deutsche Bank were too onerous.




DR WOLFGANG ROLLER

Chairman of the Board, Dresdner Bank. Fresident of the

Federation of German Banks since March 1%87.

Born 1929. Graduated in economics in Berlin and Frankfurt
in 1951 after which he joined Dresdner Bank (second largest
in Germany). Left bank to do doctorate (economics) but
returned in 1955. Career centred on international
investment and portfolio management. In 1973 appointed te
the Board. Appointed chairman in 1985. ©On the Supervisory
Boards of other banks and numercus German firms. ©On Board

of Governors of Frankfurt Stock Exchange.

Rlthough one of the top three largest German banks, under
Dr Roller’s chairmanship the Dresdner has been slow to adapt

——— = =

its strategies to the changing domestic financial market and

to the apﬁ}hach-ng_gpe_sinqLe Market. Last year, however,

Dr Réller announced the bank’s intention to expand its
internaticnal activities. The bank has also moved to
develop its property investment and mortgage banking

oparations.

Dr Roller is marriad with threes sons.




DR WALTER SEIPP

Chairman of the Managing Board of the Commerz Bank since May
1581.

Born 1925 in Hessen. Studied law at Frankfurt before

SRS
————

joining the Deutsche Bank in 1951. After a spell in New
York, he moved to the Westdeutsche Landesbank in 1974 where
he became Vice Chairman in 1978 and was closely associated
with its rapid expansion overseas. He was recruited by the
Ccommerzbank in 1981 to take over the top job after the bank
had experienced two poor years, partly as a result of the
eccnomlic downturn and partly through managemant
difficulties. Geipp reorganised the Bank’s management
structure and it is now one of the top five German banks,
though the bank announced lower profits last year.

Dr Seipp is openly committed to developing the bank’s

e —

Eurcpean and international strateqgy in preparation for the

EEque Market. Commerzbank has expressed an interest in
cooperating with banks in France and Italy and it already
has a cross-holding with the Banco Hispano Americano in
Spain. In addition, the bank has acquired holdings in banks

in Brazil and Korea.

Dr Seipp’s hobbliee are golf and fishing. Married with two
sons. A distinguished man, almost a father-figure in the

banking community. Fluent English.




GLESKE, DR LEONARD

Member of the Board of the Bundesbank.

Born 1921 Bromberg. Studied economics at Hanowver and
Heidelberg and has been in banking since 1951. Director for
Currency and Financial Questions at the EEC Commission,
Brussels from 1958-64 when he was appointed President of the
Landeszentralbank at Bremen. In 1965 became the secand
German representative on the Board of the BIS. Took up his
current appointment in 1976. Made an Honorary Professor of

Mannheim University in 1986. Has published a book and a

number of articles on economilc themes.

Speaks English, but more hasitantly than most West German

bankers.




SIR CHRISTOPHER (LESLIE GEORGE) MALLABY ECMG
HM Ambassador at Bonn.

Eir christopher Mallaby was born at Camberley in Surrey on 7 July
1936 and educated at Eton and King's College, Cambridge. He did
National Service in the Army in 1955 and 1956, and spent some of
that time in Germany (BAOR).

He entered the Foreign Service in 1959 and was assigned to full-time
Fussian language study for aight months. He then spent three months
at the UK Mission to United Nations, Hew York, as a Reporter for the
1960 Genaral Assembly. In 1561 he served a year in Moscow as
Frivate Secretary to HM Ambassador before moving to general Chancery
duties. In 1963 he worked in Central Department of the Forelgn
Office as Second Secretary and two years later was assigned to an
economics course at the Treasury Centre for Administrative Studies.
From 1966 to 1969 he was First Secretary (Senat Liaison Officer) at
BMG Berlin, then Desk Officer for the Soviet Union in East European
and Soviet Department in the FCO. In mid 1871, after a six weaks
course at the Harvard Business School, he was appointed Deputy
Director of the British Trade Development Office, New York. 1In
1975, he served as Counsellor and Head of Chancery in Moscow. From
1977 to 1982 he served in the FCO, successively as Head of Arms
Control and Disarmament Department, East European and Soviet
Department, and finally Planning Staff. He was then appointed
Minister at Bonn and from April 1985 until February 1988 was on loan
to the Cabinet Cffice, on promotion to Deputy Secretary. He took up
his current appointment in Bonn on 20 March 1988.

Sir Christopher Mallaby was made a CHMG in 1982 and a KCMG in the

15988 Hew Year Honours.

In 1961 he married Pascale (Francoise) Thierry-Mieg (born Le Havre
1939). She became a UK Citizen the following year. They have a
son, born in 1964, who is a journalist, and three daughters, born in
1967, 1971 and 1972. Their personal interests include collecting

pictures, reading and travel; Sir Christopher is a trout fisherman.




HOTES FOR THE FRANEKFURT WALAABLUT
THE CATHEDRAL

The sarly parts of the building date from the 13th cEjEEEE-
Its main claim to fame goes back to the custom instituted in
the 14th century of heolding the election there ﬂf_EhE_ﬁﬂlF
Eﬂmaﬁ_EEEEEEF {which had taken place elsewhere in the City
siﬁEE_EIEEE* In 1867 the cathedral burned down and was then
rebuilt in 1880. In 1943 it was once more partly destroyed
by fire. Restoration was completed in 1953.

The 95 metre high west tower with a helmet-shaped dome is
the most impressive part of the building. In the interior
two triptychs, one of S5t Mary and the other a Descent from
the Cross by the schocl of Anthony van Dyck are particularly

worth seeing.
THE GOETHEHANS

Johann Wolfgang von Goethe was born in the Goethehaus (which
caonsistse of two neighbouring houses) on 28 August 174%. The

two houses were acquired by his grandmother Cornelia Goethe;

in 1754 they were joined together and remodelled. Goethe
lived almost without a break in“thg_nggsg until 1775 (when

5 B _E__..-
he left to take up a position in the Court at Weimar).

The Goethehaus was almost completely destroyed in 1944. It
was rebuilt in the 19505 exactly ag the original. The old
furniture and fittiEﬁs, which had escaped damage, were
reinstated. Apart from the elegant living rooms and
Goethe’s original collection of pictures, there is an
attractive 18th century kitchen with a brick cocking-stove,

e e

large copper pans and valuable table-ware. In an annex is
the Goethe Museum, with interesting documents from the
poet’s life, a library and an eaxtensive collection of

manuscripts.

MR2ACL/2




THE PAULSEIRCHE

Constructlion of the church began at the end of the 18th
century, but, owing to a dispute about the plans, it was
only completed in 1833. The classical cval hall with
gallaries supported by Ionic columns makes it an unusual
example of church architecture.

The Paulskirche has a particular significance in German

political history as the site of the first meeting of the

zerman Parliament in 1848. F%he German Hational ﬁssdﬁﬁi?
also met there in 1849,
damaged in the war, was rebuilt. Today the building is used

exclusively for civic cersmonies such as the awarding of the

:ﬁ_jaqa the church, which was badly

Goethe Prize and the Peaca Prize of the Garman Book Traders’

Association.

MRZACL/3




CONFIDENTIAL

BRUCE, WOLFRAM
Lord Mayor of Frankfurt since August 1986.

Born 1939 in Cologne. Studied law at Cologne and Frelburg
universities. In 1967 he joined the town administration of
Koblenz. In 1970 he jolned the Bundestag Sekretariat in
Bonn and became Secretary of the Budget Committee. In 1974
he was appolinted by the Bundestag to serve on the special
Committee of Enquiry into the Guillaume Affair. TIn 1977 he
was elected to the Frankfurt City Council and was made
responsible for personnel and legal questions, a position
which he held until his election as Lord Mayor.

He jeoined the CDU in 1957. From 1870-74 he was Leader of

the CDU party organisation in Andernach and a member of the
Koblenz Regional Council. In 1978 he became Chairman of the
Frankfurt CDU, a position which he alsco retained until 19B86.

He is very much the political protégé of Dr Wallmann (gv)
with whom he worked in Bonn before accompanying him to
Frankfurt in 1977. His succession, when Dr Wallmann was
promoted back to Bonn, was predictable although he has
remained relatively little known outside Frankfurt and has

none of his predecessor’s magnetism or stature. It was

generally expected that he would have a difficult time

establishing his authority and he could faca problems at the

communal election this year.

Married with one son. He and his wife both speak guite good

English.
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WALIMANN, DR WALTER

Minister-President of Hesse since April 1987. A Deputy
Chairman of the Federal CDU.

Born 1932 in Uelzen, son of a schoolmaster. Studied law at
Marburg University. Practised law in Kassel, Rotenburg and
Giessen. Joined CDU in 1960, 1966-72 Member of the Hessen
Landtag becoming deputy party leader. Represented Marburg
in the Bundestag from 1972-77 and first came teo public
notice as Chairman of the "Guillaume Committes™
investigating the activities of the notorious spy Gunther
Guillaume who had bean employed in the Federal Chancellervy.
By the eand of 1976 he was the Parliamentary Manager of the
CDU/CSU group in the Bundestag.

Dr Wallmann was persuaded (initially against his wishes) to
campaign in the 1977 municipal elections in Hessen and an
unexpected majority in Frankfurt itself left him as Lord
Mayor. He displayed toughness in dealing with politically
motivated demonstrations in Frankfurt but otherwise his
style of charm and civility was credited with much of the
recent improvement in urban aspects of Frankfurt. His
reputation within the CDU suffered from setback 1in 1%83 Land
alections, but he retained the CDU majority in Frankfurt in
the 1985 communal alections against the trend in the rest of
Hezga, Elected a Deputy Chairman of the Federal CDU in 1985
not least because of this success. Brought to Benn by Eohl
in June 1986 to head a new Environment Ministry after the
Chernobyl disaster. Led the CDU to victery in the Heesse
Landtag electicons in April 1987.

Married, with one son. Protestant. Close to Chancellor
Kehl and identified with right-wing of CDU. Affable and
approachable. PFriendly towards the UK and pald a very

succassful visit here on Category I terms in July 1985.

Widely read and fond of classical music (plays the piano).

Both he and his wife speak English.
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HAUFF, 0OR VOLEER

A Deputy Chairman of the SPD Parliamentary Party responsible for
Environmental policy.

Born 1940. Studied economics and sociology at the Free University
of Berlin from 1959-66 and in the United States. Trained 1ln data
processing in Stuttgart, subsequently becoming manager of an
institute for data processing and town planning in Bad Godesberg
(Datum EV). Worked for TBEM Deutschland (Stuttgart) 1571-72. A

member of I G Metall (the metalworkers’ trade union).

A member of the SPD since 1959, he was elected to the Bundestag in
1969 and was one of three younger left wing SPD Deputlies who ware
given office after thea 1972 alections. Parliamentary State
Secretary for Research and Technology 1972-77 (and simultaneously
for Posts and Telecommunications 1972=-73). Promoted to Minister for
Fesearch and Technology and member of the Cabinet in February 1978.
Moved to Transport after the 1980 Federal Elections. Elected to his
presant position after the SPD's defeat in the 1983 Federal

Election.

In opposition, Hauff’s fortunes have been mixed. He stocod against
Wallmann as Mayor of Frankfurt in 1985 and increased the SPD's vota,
but failed to oust the incumbent. 1In 1986, in a volte-face from tha
policy he had pursued as a Minister, he chaired the party commission
which drafted the policy paper calling for the closure of the FRG's
nuclear power stations within 10 years, and adepted by that year’s

party conference. After showing signs of frustration with life on
the Bundestag opposition benches, he has now transferred his
residence to Frankfurt preparatory teo standing again as the SPD
Obherbiirgermeister candidate in the March 1589 communal elaction

where he stands a good chance of success,

Married with two children. Speaks good English. Sense of humour.
Visited the UK in 1578 and 1980.
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FRANEKFURT OPERA HOUSE AND MUSEUM ORCHESTRA

Conductor: Gary Bertini

Benjamin Britten
(1913=1976)

Wolfgang Amadeus Mozart
(1756-1791)

Richard Strauss
[(1BG4-1949)

AGZAAP/S1

Four Sea Interludes from ﬁEEtur

Grimes" op. 33a .

Dawn - Lento & tranguillo

Sunday Morning - Allegro
gpirituocsoc e
rubato

Moonlight - Andante commodo e

rubakto
Storm - Pragsto con fuoco

Concerto for violin and orchestra
No.5, A major, Kochel No.219

Allegro aperto
Adagio
Rondo: Tempo di menuetto - Allegro

Boloist: Christian Tatzlaff

e —

Also sprach Zarathustra

Symphonic poem for large orchestra
Op.J0,

based on Friedrich Nietzche




EDUCATIONAL EXCHANGES BEETWEEN THE FEDERAL REPUBLIC OF
GERMANY AND THE UNITED EINGDOM

We agreed in November 1985 that positive action should be

taken to build up existing programmes of educaticnal
exchange, which have a vital reole to play in developing
internaticnal understanding between young pecple. Our
authorities concermed with exchange have together identified
a number of new ways in which a greater volume of more
fruitful pupil contacts might be developed. We consider
that it is fundamental to this purpose that steps should be
taken to secure the interest and commitment of a greater
number of senior education staff, both administrators and
teachers. And the foreign language assistant programme is
capabla of development to make an important contribution to
the creation of links between schools. We have agreed upon
a programma of practical action aimed at the development of
exchanges along these lines. We welcome the progress so far
made and shall be charging the relevant bodies to proceed
with the proposed programme, which we shall ensure receives

appropriate financial support.
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GOLDEN BOOK CEREMONY: FRANKFURT, 20 FEBRUARY

FRIME MINISTER'S SPEREING WOTE

- It is an honour to be invited to Frankfurt, and to sign
your Golden Book.

- My sightseeing tour impressed on me once again the
extent of our shared European valuas. The Paulskirche
is the home of the first German Parliament: a symbol of our

ghared democratic values.

= Frankfurt like London is a major European financial
centre. It is fitting that from here the Rothschild family
became a major force in London banking.

- The Frankfurt/UK free trade agreement of 1832 (preserved
in your City'’s archives) teoday has a special symbolism. We
are working together for a Single European Market which is
open, liberal and deregulated.

-~ I echo the words of the Englishman John Moore visiting
Frankfurt in 1B206: "the kind looks of the Frankfurt
citizens" were much in evidence this afterncon.
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BRUCE, WOLFRAM
Lord Mayor of Frankfurt since August 19B6.

Born 1939 in Cologne. Studied law at Cologne and Freiburg
universities. In 1967 he joined the town administration of
Foblenz. In 1970 he joined the Bundestag Sekretariat in
Bonn and became Secretary of the Budget Committee. In 1974
he was appointed by the Bundestag to serve on the special
Committee of Engquiry inte the Guillaume Affair. 1In 1577 he
was elected to the Frankfurt City Council and was made
respensible for perscnnel and legal guestions, a position
which he held until his election as Lord Maycr.

He joined the CDU in 1957. From 1970-74 he was Leader of
the CDU party organisatiocn in Andernach and a member of the

Koblenz Regional Council. In 1978 he became Chairman of the

Frankfurt CDU, a position which he also retained until 1986.

He is wvery much the political protégé of Dr Wallmann (aqv)
with whom he worked in Bonn before accompanying him to
Frankfurt in 1977. His succession, when Dr Wallmann was
promoted back to Bonn, was predictable although he has
remained relatively little known outside Frankfurt and has
none of his predecessor’s magnetism or stature. It was
generally expected that he would have a difficult time
establishing his authority and he could face problems at the

communal election this year.

Married with one son. He and his wife both speak guite good
English.
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WALIMANN, DR WALTER

Minister-President of Hesse since April 1987. A Deputy
Chairman of the Federal CDU.

Born 1932 in Uelzen, son of a schoolmaster. Studied law at
Marburg University. Practised law in Kassel, Rotenburg and
Glessen. Jolned CDU in 1960. 1966-72 Member of the Hessen
Landtag becoming deputy party leader. Represented Marburg
in the Bundestag from 1972-77 and first came to public
notice as Chairman of the "Guillaume Committee"
investigating the activities of the noterious spy Gunther
Guillaume who had been employed in the Federal Chancellery.
By the end of 1976 he was the Parliamentary Manager of the
CDU/CSU group in the Bundestag.

Dr Wallmann was persuaded (initially against his wishes) to
campaign in the 1977 municipal elections in Hessen and an
unexpected majority in Frankfurt itself left him as Lord

Mayor. He displayed toughness in dealing with politically
motivated demonstrations in Frankfurt but otherwise his
setyle of charm and civility was credited with much of the

recent improvement in urban aspects of Frankfurt. His
reputation within the cDU suffered from setback in 1983 Land
elections, but he retained the CDU majority in Frankfurt in
the 1585 communal elections against the trend in the rest of
Hesse. Elected a Deputy Chairman of the Federal CDU in 1985
not least because of this success. Brought to Bonn by EKohl
in June 1986 to head a new Environment Ministry after the
Chernobyl disaster. Led the CDOU te victory in the Hesse
Landtag alections in April 1987.

Married, with one son. Protestant. Close to Chancellor
Fohl and identified with right-wing of CDU. Affable and
approachable. Friendly towards the UK and paid a very
successful visit here on Category I terms in July 1985.
Widely read and fond of classical music (plays the piano).
Both he and his wife speak English.
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HAUFF, DR VOLFER

4 Deputy Chairman of the SPD Parliamentary Party responsible for
Environmental policy.

Born 1940. GStudied economics and socioclogy at the Free University
of Berlin from 1959-66 and in the United States. Trained in data
processing in Stuttgart, subseguently becoming manager of an
institute for data processing and town planning in Bad Godesberg
(Datum EV). Worked for IBM Deutschland (Stuttgart) 1971-72. A
member of I G Metall (the metalworkers’ trade union).

A member of the SPD since 1959, he was elected to the Bundestag in
1969 and was one of three younger left wing SPD Deputies who were
given office after the 1972 elections. Parliamentary State
Secretary for Research and Technolegy 1972-77 (and simultaneocusly
for Posts and Telecommunications 1972-73). Promoted to Minister for
Research and Technology and member of the Cabinet in February 1978.
Moved to Transport after the 1980 Federal Elections. Elected to his
present position after the 5PD's defeat in the 1983 Federal
Election.

In opposition, Hauff’s fortunes have been mixed. He stood against
Wallmann as Mayor of Frankfurt in 1985 and increased the SFD‘s vote,
but failed to oust the incumbent. In 1986, in a volte-face from the
policy he had pursued as a Minister, he chaired the party commission
which drafted the poclicy paper calling for the closure of the FRG's
nuclear power stations within 10 years, and adopted by that year’s

party conference. After showing signs of frustration with life on
the Bundestag opposition benches, he has now transferred his
residence to Frankfurt preparatory to standing again as the SPD
Oberbirgermeister candidate in the March 1989 communal election

where he stands a good chance of sucCcess.

Married with two children. Speaks good English. Sense of humour.
Visited the UK in 1978 and 1980,
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This year we celebrate the 40th Annlversary of NATO,
It has assured peace with freedom for the last 40 years.

A strong and united NATO will remain Just as vital 1in

e
e S—

future,
Political solidarity and military strength provide the basis

for dlalogue, for East/West cooperation and for arms control.

#

Within these common ooals, we reaffirm the Declaration of
— —

the NATO Summit of 3 March 1988 in Brussels. There we

Joined together In confirming that our strategy of A

e

deterence depends upon an approprlate mix of effective

nuclear and conventional forces which will be kept up to daté

Hh{; —  TEE—
&5 Necessary,

-
We welcome the forthcoming MATO Summit at the end of

May In Brussels. We will do everything we can to make

thls a success for the Alliance and for us all. We have

therefore agreed to work closely together to prepare
the Summit and to meet agaln at the end of April

for a Derﬁnngl talk. 1 have invited Mrs. Thatcher

-
to my hnmetfar this,

N
-

L
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PRIME MINISTER oo Mr. Ingham

LUNCH WITH HERR POEHL f
-
="

!
You are toe lunch with Herr Poehl in Frankfurt on Monday. The

others present will be:

Dr. Herrhausen (Deutsch Bank)

—

Dr. R&ller (Dreadnar Bank)

Dr. Seipp (Commerz Bank)

Herr Gleaks {EuHGEHhﬂnk Directoarats)

The main subject to raise is the work of the Delors Committee.

You will also want to discuss broader economic and monetary

issues. He will raise British membership of the ERM and our

P

economlc prospects (in particular the outleck for inflation]).

Delors Committee

First a health warning: the Governor is extremely exercised

that you should not admit that you have seen the Delors
~—
Committee's papers (please see his letter in the folder). He

i

e —
believes his personal position would be undermined were you to
do so. He would not want you to say more to Poehl than that

he had discussad the general issues with you.

Poehl's attitude to the work of the Delors Committee is

cynical: he thinks non2 of it is actually goling to happen
—— e L T e
anyway, so why fuss so much about what the report says? This
B’ Ao il Ak the report S5 y

is a dangerous attituge. Once these things are set down on

papar in the BEuropean Community, they assume a life of their
own. If the Central Bankers, who ooght to know battar, fail

——

to point ouk 'in the repaort of the Delors Committes the very

considerable difficulties and objections to EMU they will find
it mueh harder to restore the position once it falls into the
handg of the politjcians {(when you will ba the only one thay

can rely on).

CONFIDENTIAL
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Theres iz also avidence of some quite dangerous slippage in

Poehl's views on the substance reflected in the Embassy's

telegram in the folder. He now seems ready to envisage

sharing of power over monetary policy in a monetary anion,

which contradicts the wiew in his sarlier article.

You might ask Poehl why the cogent objections which he set out
in his original article (in folder) no longer seem to carry so

much weight. In particular does he really envisage the
e —— R —y

massive shifts of economic ang_pmliti:al_;qvereignty involwved

in EMU takling place? Is he really prepared to pat the

gtability of the Deutschmark at risk? If not, why not say so

plainly now.

You might also make the point that the motives of many of

those who support full EMU are basically dirigiste and
= e m————

gocialist, and surely hard to reconcile with the free market
e ————

approach in which Britian and Germany beliesve,.

-

e
"

The right outcome from the Delors Committes in your view would

w

bia a report which:

= describes in agnostic language the implications of moving
B s N

-
to full EMI. TF tha trua implicaticons are described, the
e —— —— e,

Governments will not be able to evade tChem;
e ——— e

- ®mets out the practical steps which can be taken now,

stopping short of Treaty amendment.

IR —

You will want to get a sense of whether he would be likely to

rally to a minority report of the sort suggested abova,

withouk H:Euafiy asking him outright.

Genaral Economic and Monatary Matbters

¥You will want to raisa your general concern about Garmany's

Sy

structural surplus and what can be done Eo reduce it. (Thers

is a note hy the Chancellor in the folder.) ¥You could press

him in particular Bn the scope faor mare deregulation and

—
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liberalisation in the German economy, which would help
domEBYIC demand. Yor witt notof Tourse want to propose

fiscal or monetary stimalation which would be counter-

productive (and aliesnate Poehl).

C.0. POWELL

17 February 198%

PM2ALS
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Poreign and Commonwexlth Office

London SWIA 2AH

17 February 1989
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Paper on Anglo-German Relations

At the reguest of MISC 76 I enclose a background paper
on Angle-German relations. It may be of interest to
Departments involved in the Anglo-German Summit. The
distribution of the paper elsewhere will be coordinated
by the Cabinet Office.

I am copying this letter with enclosure to
Charles Powell (No 10), Philip Mawer (Home Office),
Shirley Staff (MAFF) and Philip Smith (DTI).

(R H T Goznay)
Private Becretary

Brian Hawtin E=sg
Ministry of Defence

UNCLASSIFIED covering CONFIDENTIAL
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RELATIONS BETWEEN THE UNITED KINGDOM AND THE FEDERAL
REPUBLIC OF GERMANY

Introduction

1. The next Anglo-German Summit, the first since September
1986, will take place on 20-21 February 1989. Both sides
are looking teo it to provide a significant beoost to their
ralationship. This paper takes stock of the relaticnship in
the run-up to the Summit: it attempts to provide a brief

overview of the issues which form ths substance of tha
relationship and to suggest possibilities for improving its

rachinery.

UE interests in the FRG

2. The FRG [(with France) 1= one of the UK's two most
important European allies. In military terms it is clearly
the closest cne. It occupies a vital strategic position;
its contribution to the Allied defence effort on the central
front makes lt a key-stone in the European pillar. It is
the world’s third largest economy and our second trading

partner. As such, and as a key partner in the EC, the FRG

has a major influence over the political, econcmic and

strategic environment in which the UK has to operate.

The Internal Political Context
3. The ruling CDU/FDP coalition suffered a major setback
when in January the Berlin elections deprived the CDU of a

majority in the City‘s House of Representatives, while the
FDP lost all their seats and the far-right Republikaner
party gained representation for the first time. This has
raised major concern among the coalition parties in Bonn
about their prospects for the federal elections expected in
late 1990. As the elections approach policy issues are
likely to be seen in Bonn increasingly against this
backgreound.

The Issues
4. The importance of the FRG to UK interests is illustrated

by the range and importance of the issues on which we saak

MERZACK/1 CONFIDENTIAL
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to coordinate our views with, and influence, the Federal
Government. Thay includea:

a) Strategic Issues

The Alliance’s new Comprehensive Concept. Short range

nuclear forces (SNF). Chamical Weapons (CW),
conventional stability talks and confidence-building

measures.

Defence Cocperation

Dealing with public resistance in the FRG to low-flyving,
military exercises, Sennelager training area, etc.
Ensuring that Eurcpean defence collabeoration develeps in
ways which do not undermine established HATO structures.
Improving and publicly highlighting the existing defence
relatienship through the Joint Study Group established
by Defence Ministers in October 19288.

Defence procurement and Sales

Tornado sales to Jordan. Out-of-area sales of
collaborative products, particularly the credit
arrangements. Purchase of UK equipment. Current major
collaborative programmes involving both parties include:

(a} European Fighter Aircraft (EFA) and its engine.
{(b) Multiple Launch Rocket System (MLRS) I and II.
(e} Advanced Short Range Air-to-Air Missile (ASRAAM).
{d) Third Generation Anti-Tank Weapon (TRIGAT).

(e} Counter Battery Radar (COBRA).

(£) WATO Frigate (NFR) 90 and its associated weapon

systems.

d) East/West

Attitudes to the Soviet Unlen and to Gorbachev's
reforms: their scope; chances of sSuccess and
irrevarsibility. Western unity and firmness of purpose
in responding to changing Soviet foreign and defence
policies keeping Western public opinion on the right

MR2ACK/2 CONFIDENTIAL
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lines. (The Germans see their position in East/West
relations as special, conditioned by division, and their
approach to the Gorbachev challenge has an important
bearing on the overall Alliance response.) Use and
importance of tha CSCE process: Western attitude to
Eastern human rights abuses. Economic/commercial
relations with the Soviet Union and Eastern Eurcpe
(COCOM, debt, credit, membership of GATT/IMF).
Encouraging individual East European countries toward

reform.

other regional issues

Leanings within the FDP towards further measures agalinst
South Africa. Relations with Syria, Libya, Iran,
Argentina. Policy on Arab/Israel.

Economic/Trade

Reduction of FRG’s worldwide trade surplus and imbalance
in bilateral trade. Managing move from export-led to
domestic-led growth. The key role of the DM in world
financial/monetary management. TPromoting an open
multilateral trading system and progress in the GATT
Uruguay Round, including agriculture. Encouraging FRG

to press on with measures to deregulate, eg

telecommunications.

EC

Working together; to complete the Single Market without
gtifling enterprise; and to avold "Fortress Europs®.
Prassing the FRG for liberalisation eq of transport, in
gservices etc and for further reform of the CAP. Urging
realism and a pragmatic appreoach on the "social
dimension", monetary cooperation, tax harmonisation,

Kohl’s ideas for a "Euro-FBI" etc.
Terrorism
Trying to ensure firm stand on policy of "no deals",

firm line on state supported terrorism (Syria/Libya)
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which the Germans are distinctly wobhly. Practical
counter-terrorist cooperation to protect UK targets in
FRG, especially BFG, is however good (and very
important) .

Environment

A better understanding of UK policies, particularly on
Eurcpean issues such as power station/vehicle emissions,
North Sea pollution, Ozone Layer, ete.

5. It would be wrong to imply that we are in disagreement
with the FRG over wide areas of Government business. Our
analysis of most problems is very similar, and our
relationship is founded on a multiplicity of common
interests and common policies. For example, the Garmans are
much closer to us in their views on free trade than, for
example, the Southern members of the EC. (It has to be
said, though, that there are German lapses on free trade: eg
on agriculture, air-services, shipping and land transport.)
Likewizse, the FRG's record on East/West and defence issues
is fundamentally one of firm support for allied positions
{eg INF deployment) while her defence astablishment have
long experience of operating successfully alongsida their UK

counterparts.

The Machinary
6. There is no substitute for having convincing policiles

and arguing them with conviction. But they will not

necessarily be enough to ensure German support. German
interests may differ from ours eg over agriculture, and in
such cases we need to ensure that UK interests are properly
appreciated in Germany. The Germans will alsc be subject to
copmpeting pressures from other countries, most notably

France. The axtent of French influence was brought home at

the Milan Burapean Council in May 1985: although the British

position was later vindicated in substance, we Were unable
to prevail at the meeting itself over a rival position which
had been extensively pre-cooked between France and Germany.
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7. Following Milan, officials were tasked with producing
and following up recommendations on relations between the
UK, France and Germany. It concluded that the
"Franco=-German axis" served needs peculiar to those two
countries and that there was no point - nor any real need -
for the UK to try to join it, or ape it. Instead we should
pay more attention across the range of Governmant activity
to strengthening our relationship with both countries (and
its machinery) =so as to ensure that British arguments and
interests were fully weighed in the balance in Bonn and

Paris.

8. The machinery of our relationship can be divided into

the parts over which Government has control - high level and

official contacts - and those where its control is marginal

= tha broad mass of contacts between the two countries.

A. GOVERNMENT CONTACTS

High-level contacts

G, The first Angleo-Cerman Summit for 2% years (cne was
postponed in the interim) will be held in Frankfurt on 20-21
February 198%. Regular Summlits bring benefits to a
bilateral relationship through the enhancement of its public

prefile. They also help Ministers establish closer personal

relations with their opposite numbers. We aim toc hold tha
naxt Summit in 1990. The Prime Minister had productive
talks with Chancellor Kohl at Chequers in July and at tha

Rhodes Eurcpean Council in December 1988. He has invited

her to pay an informal visit te his home in the spring of

1989, He has suggested the institution of regqular telephone
conversations between himself and the Prime Minister to
discuss both specific and general topics. 1982 should
tharefore be a good ocpportunity both to do business at the
highast political level and to put across publicly the
warnth and depth behind the "Stille Allianz".
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10. The cealition structure of Government in the FRC
requires a more complex approach to Ministerial contacts.
Decision-making can be slow and argumentative. It is harder
to get an authoritative answer from a single interlocutor
than in London. Pressure usually needs to be put on several
Ministers. Genscher can be particularly wayward, and has a
unigue political position in the FRG. His influence in
establishing the tone of bilateral relations cannot be
over-estimated. We should make every attempt to bind him
more formally into our bilateral relationship. Ultimately
even Genscher will not get too far out on a limb: conversely
he cannot be entirely by-passed. For similar reasons,
contacts with Ministers from the FDP and CSU can be of
particular importance given their ability teo assert
themselves on their own portfolio. Examples ars Haussmann
(FDP, Economy), Zimmermann (CSU, Interior) and Klein (CSU,
Aid). Some aiming-off may alsc be necessary in contacts
with junior Ministers where the Cabinet Minister comes from
a party different from thelr own.

11. There is an intensive programme of Ministerial contacts
for 1989 (sea Annex A).

12. Speeches and seminars can alsoc provide Ministers with a
useful platform, and facilities for holding and publicising
such events are unusually good in the FRG. The Foreign and
Defence Secretaries attended the Wehrkunde Conference in
Munich on 28 January - a good oppeortunity to put across our
message on strategic issues to a wider German audience. The
Trade and Industry Secretary will be addressing an
influential audience of businessmen at a meeting in

Disseldorf. Celebrations marking the 40th Anniversary of

the Deutsch-Englische Gesellschaft will also provide an

excellent platform for the Home Secretary to make a major
speech in the FRG. Schaukle (Federal Chancellery) will open
a major Anglo-German seminar in London - and make a round of

calls.
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13. 1989 sees the 40th Anniversary of the founding of the
Federal Republic. Chatham House have invited Herr Genscher
to address a seminar on this theme in June. This visit, 1if
it comes off, would be a very welcome sign of the German
Goverment’s commitment to enhancing the public image of
Anglo-Cerman relatlions.

Action

We should:

a) Make maximum public use of the Summit in February.
Departments should consider what "good news" items can
be flagged up for press presentation. (Home Office,
MAFF)

Encourage Bonn to go ahead with the high-level visits to
the UE and vice versa planned for 1989. [FCO)

Develop to the axtent possible direct Ministerial
contact, in all fields, with wisits by British Ministers
{(preferably overnight) to the FRG and return visits to
the UK. (All departments)

Cfficial contacts

14. The Permanent Under Secretary at the FCO recently met
his German opposite numbar for talks in Bonn. Other FCO
contacts at senior official level take place on a regular

basis, covering in particular Politico-Military issues (next
round: April or May 198%9), EC issues, Regional issues,
Planning talks and the work of the Anglo-German Economic

Committee, which will meet on 12-13 April 1889.

15. The 40th Round of Anglo-German Information Talks will
taka place in Celle on 11-12 May. Dr John Fairclough, Chief
Scientific Adviser, Cabinet Office, has paid two recent
official visits to the FRG in September and November 1988.
Annual talks take place on environmental guestions; the
latest round was held in London on 8 February. In the
defence field there are regular meatings between Dafence and
Single Service Staff and at Vice-Chief levels., The
Anglo=-German Coordinating Group (AGCG) led on the UK side by
the Minister in the Embassy in Bonn, meats annually to
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discuss military training and environmental issuas,
Action
a) Intensify contacts and discussions at senior official
level., (All Departments)
Encourage British officials, where interests are closg,

to get to know their German counterparts personally,
(All Departments)

Contacts on EC Matters

16. Strengthening bilateral cooperation will have major
benefits for our interests in the Community, where alliances
ara crucial in pushing through or preventing proposals. OQur
common interests with the FRG in many areas of EC businesg
are becoming more pronounced as the integration of Spain and
Fortugal increases the Scuthern corientation eof the
Community.
Action
a) Seek to make common cause with the FRG at the earliesat
stage at official level both in Brussels and in wider
bilateral contacta. (All Departments)
In our Ministerial contacts, develop a= a constant thome
the degree of common interests batween the UE and FRC on
wide areas of EC business, and the mutual benefits of
close cooperation. (All Departments)

Official Exchanges

17. Schemes for the exchange of officials are administerad
by the Cabinet Office and the FCO. The Cabinet Office
scheme, based on a Memorandum of Understanding of 1979,
provides for the exchange of officials from Whitehall
Departments with German officials. An exchange betwsen the

FCO and the Auswaertiges Amt has been in operation for two

years.
Action
a) Continue to give wide publiecity to the Cabinet 0ffice
exchange scheme and encourage departments to release
good people to take up the places. (All Departments)
k) EKeecp up the FCO/Auswaertiges Amt exchanges. (FCO)

MR2ACK/8 CONFIDENTIAL




) Consider scope for increasing contacts and exchanges
with Lander officials - Baden-Wurttemberg have expressed

interest in this. (All Departments)

Royal Visits

18. The Prince and Princess of Wales paid a very successful
visit to Berlin and the FRG in November 1987. The Royal
Visits Committee is considering a bid for a 2-3 day visit to
Munich and other centres in the FRG by Princess Margaret in

198%.

Action
Derive maximum advantage (and publicity) from Royal Visits
for the bilateral relationship. (FCO, MOD, DTT)

British Forces Germany (EBFG)

19. 180,000 UK sarvicemen, dependents and civilians are
deployed with BFG in the FRG. There is close cocperation
with the FRG authorities at both Federal and Land laevel.
BFG seek close involvement in the local communities around

their bases, but there is scope for improving the German

public’s perception of BFG and their role. In common with
the Bundeswehr and the other armed forces stationed or
exercising in the FRG, BFG are facing increasing public
opposition to military exercises and training (especially
low flying). The Federal MOD has not always dealt with the
pressure helpfully or robustly. Apart from low flying the
most difficult single bilatearal issue is likely to remain

the building of an urban combat training installation at

Sennelager.

20. The Joint Study Group set up in October 1988 between
the MOD and the Federal Ministry of Defence may provide a
good vehicle for addressing some of these problems. A first
batch of recommendations were announced at the end of
January .

Action
a) Continue to seek greater public recognition of the role

of BFG, in particular by agreeing and implementing the
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recommendation of the Joint Study Group. (FCO, MOD)
While showing understanding for leglitimate German
concerns about public opinion over training, press for
the Federal Government’s public support for that amount
of training and low flying which is essential to
operational effectiveness. (FCO, MOD)

NORN-GOVERNMENTAL CONTACTS

Media
21. The public image of the Anglo-German Relaticonship has
improved in recent months, but the media remain ever willing
to believe the worst and there remains a risk of setbacks.
There is agreement between the two Governments that the
relationship needs tc be given greater prominence. Good
press coverage of the Summit would help to set the coursa
for the following months. The German Correspondents Group
has been a valuable means of briefing selected members of
the German Press in London. The annual prizes for
journalism awarded by the Anglo-German Foundation have also
encouraged serious reporting on bilateral relaticns.
Action
a) Continue to incorporate good media opportunities into
the planning of Ministerial wvisits. (FCO)
Continue to cultivate the Correspondents Group in London
and encourage Ministers to address it. Increase public
awareness of the annual prizes for journalism awarded by
the Anglo-German Foundation. (FCO with other Whitehall
Departments)

Bilateral Trade Relations

22. UK non=-oil exports to tha FRC remain at about 7% market
share, but FRC exports to the UK continue to increase
rapidly and the imbalance in favour of the FRG i= now about
£6 killion. The high standards required by German
purchasers of both capital and consumer goods, and
continuing restrictive practices in the FRG, discourage many
UK firms from tackling the German market. In the context of
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1992 wa need to publicise the hgh quality of many UK goods,
help British companies overcome their nervousness of the FRG
market, and press the Germans to encourage enterprise and
competition rather than regulation.
Action
a) Encourage the Federal Government to press on with
measures to deregulate eg in the telecommunications
gactor. (FCO, DTI)
Continue to encourage British companies to take a less
short-term approach to the German Market. (FCO, DTI)

Koenigswinter
23. The Koenigswinter Conferences are the pre-aminent

non-governmental Anglo-German discussion forum, and
consistently attract participants of the highest calibere.
The 1989 Conference will focus principally on EC issues, and
in particular the Single Market. Mrs Chalker will attend.
The success of Koenlgswinter led to the creation of an
annual Young Koenigswinter Conference in Berlin (now four
years old) and the Young Wilton Conference, held annually in
Wiston House (now three years ocld). Concentrating on the
25-32 age-group, these are providing wvaluable seed-corn for
the futura.
Action
Give as much encouragement as possible to these conferances
through:
(a) A message of support to the Koenigswinter conference
from the Prime Minister. (FCO)
(b) Ensuring that the FCO budget for Koenigswinter is at
least maintained at its present level. (FCO)
{c) Giving the highest profile possible to the 40th
anniversary conference in the UK in 1990. (FCO)

Anglo-German Foundation
24. The Anglo-German Foundation helps to promote

Anglo-German contacts and joint studies. We have recently

increased UE funding for the Foundation from £125,000 per
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year to E175,000. German government funding (hitherte
£250,000 per year) is, however, at risk. The Bundestaq

budget committee have recently declined to guarantee EUﬂdluu

to the Foundation for more than one year (contrary to thei
normal practice of 5 year votes) and have made clear that
they expect to see adjustments to the AGF’s priorities on
spending. They seek in particular an enhanced AGF profile
in Germany, more funding for Anglo-German contacts, and leap
for pure research. These are alms which the FCO broadly
supports.
Action
a) Encourage AGF to make the necessary changes (primarily
in presentation). (FCO)
b) Seek recognition of the AGF at the Summit in February.
(Fco)

Parliamentary and Party Links

25. ERelations between the two Parliaments are close, Links
between the British Conservative Party and the German CDU
have bean fostered by the effective and active office of the
FKonrad Adenauer Foundation in London. The SPD related
Friedrich Ebert Foundation has alsoc recently opened an
office in London which may do something to raise the low
leval of contacts between the SPD and the Labour Party.
Contacts between the Liberal Parties are limited by their
size. The CSU-related Hanns Seidel Foundation sees links
with the Conservative Party as a priority and crganised a
successful seminar in summer 1988 in London. Links between
Parliamentarians are also fostered by the Koenigswinter
Conference, the COI Sponsored Visit Programme and annual
meetings between the Bundestag German-British parliamentary
Group and the Westminister Anglo-German Parliamentary Group.
Action
Assist, as appropriate, the maintenance of links. (FCO to
extent possible)

Reqional Affairs/Civic Links

26. We shcould not overleocok the Federal/Linder dimension.
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The Lander have the power to block Federal initiatives: they
can affect UK interests (eg on trans-frontier broadcasting
or BFG training facilities). Town twinnings, of which there

are now 404 pairs, are one way to improve Anglo/German
understanding at the local level. The new FRG Ambassador
has expressed interest in trying te make twinnings mcre
active. There are moves in prospect to arrange a regional
twinning between Wales and Baden-Wirttemberg.

Action
Cultivate prominent figures from the Linder Governments (egq
Lothar Spath). They can be politicians of some standing in
their own right, and potential Federal leaders - worth
receiving at Ministerial level, and very occasionally by the
Prime Minister. (The proposed regional link with Wales
will, for example, provide a useful peg for a visit to
Britain by Spath in the second half of 1589). (FCo, NIO,
Scottish office, Welsh Office)

Work of British Council/Cultural diplomacy

27. The British Council’s budget for the FRG is f4.6m
(1987/88), and 1t will receive a share of the extra £1.5m pa
allocated to Western Europe in the 1988 Survey. This makes

it the largest British Council operation (excluding ELT) in
Eurcpe. The bulk of the funds are used to promote

interchanges between scientists, academics, doctors and

technical experts across a wide range. The Council has
offices and libraries in Cologne, Berlin, Hamburg and Munich
and runs an extensive 1nformation affort. The extra funds
are expected to permit greater emphasis on high-profile
artistic events and more technical/scientific exchanges.
Action
a) To deploy the extra resources to maximum advantage.
(FCO/British Council, DES, DTI)
To continue to foster high—guality exchanges with
influential scientific and technical figqures in the
(FCO/British Council, DES, DTI)
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Youth Exchanges/Scholarships

28. The UK has more Youth ExXchanges with the FRG than with
any other country and devotes more resources to them (over
£230,000). There are already many educational exchanges and
an agreed plan to expand them. In addition to officially
sponscred exchanges the flow of informal and spontansous
exchanges continues at a high lewvel.

Action
Maintain the momentum (and funding) of this programme.
(FCO, DES)
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17 February 19885

The Rt Hon Margaret Thatcher
Prime Minister

10 Downing Street

London

EW1A ZAL
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ofjlfm.rlv*‘m-‘ )
I wag very grateful for the opportunity of such a long and helpful
discussicon with you, Higel Lawson and Geoffrey Howe on

Wednesday. Difficult as it may appear, I shall do my utmost to

achieve the auteame thak we all want.

1 hope vou will not mind my making one further point to you ahead
of your meeting with Karl Otto Fﬁhl.‘- From my own personal
vieﬁﬁﬁi;t it is extremely important that the members of the
Cqmmxttee should not know that you have seen drafts nf our report,
ger that you have heard detalled acrnﬁn*é of the Eﬂmmltta& 8

proceadings. If Eﬂh‘ were ko hear that, it would be bound to get

aluund e LDmWiLEFE very qu1rk;y ‘and that would seriously

undermine my position there. It has been agreed within the

Committee that Committee papers and proceedings are to be treated
g8 privata. While I am sure that I am not the only Central Bank

o

Governor to have breached this convention, my personal position

could be especially vulnerable to the knowledge that I have done

S0,

Consequently, it would be immensaely helpful to me if Pohl were to

understand that I have done nothing more than discuss with you im

prfﬁE&ple the genaeral guestions.

e l
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FOLLOWING PERSONAL FOR KERR
FROM MISS NEVILLE=JONES

BUNDESBANK THINKING ON EUROPEAN ECONOMIC AND HQHEI}RT COOPERATION.

1. 1 PAID ONE OF MY PERIODIC CALLS ON THE BUNDESBANK. RIEKE HAD HAD
TO CANCEL OUR APPOINTMENT S0 I SAW SCHLUETER WHO WORKS FOR HIM ON
EUROCPEAN ECONOMIC AND MOMETARY AFFAIRS. HE IS ONE THE BANK'S
THINKERS AND SEES FOEHL.

2. 1 ASKED ABOUT LATEST THINKING ON EUROPEAN ECONOMIC AND MONETARY
CO-OPERATION. SCHLUETER EXPLAINED THAT POEHL WANTED THE FULL
IMPLICATIONE OF EMU TO BE EﬂPHH FROM THE QUTSET QOF HIEEFUEEIQE BY
GOVERNMENTS. THIS MEANT KNOWING WHERE OWE WAS GOING AND BY WHAT
MEENTS (TIMESCALE WAS LEAST CALCULABLE AND QUALITATIVE CRITERIA WERE
THW ENY CASE NEEDED TO MOVE FROM ONE STAGE TO ANOTHER, MOT A RIGID
TIMETAEBLEY . THIS MEANT HAVING A BLUE PRINT. POEHL WAS EMPHATICALLY
HOT IN FAVOUR OF THE EQ—CALLED'PE&gﬂﬁTIE AFPROACH CONSISTING OF
STEP BY STEP DEVELOPMENT OF EXISTING TOOLS AND POLICIES ALONG A
COMPARATIVELY NARROW FRONT FOCUSSINGE ON THE INTERVENTION
MECHANISMS, AND WITH THE ULTIMATE GOAL UNKNOWN. THIS WOULD LEAD TO
AN UNBEARABLE AND UNFAIR LOAD ON THE DM. THE WAY TO AVOID THAT WAS
T0 HAVE EVERYTHING OUT ON THE TABLE FROM THE BEGINNING S0 THAT THE
OBLIGATIONS OF ALL AS WELL AS THE BENEEITS WOULD BE UNDERSTOOD FROM
THE BEGINMING. THERE COULD BE NO SALAMI TACTICSE AND NO CREEPING
COMPETENCE OF THE COMMISSION.

3, THE REALISATION OF THE GOALS OF 1992 - FREE MOVEMENT OF GOODS,
SERVICES, PERSONS AND CAPITAL, WOULD REPRESENT A HUGE STEP FORWARD
IN FUNCTIONAL INTEGRATION. POEHL DID NOT BELIEVE, HOWEVER, THAT IT —
COULD ALL BE LEFT TO THE MARKET. THIS DEGREE OF INTEGRATION WOULD

~—BRING WITH 1T BOTH THE MEED AND THE POSSIBILITY OF FURTHER
ZINSTITUTIONAL INTEGRATION OF WHICH THE EMS WAS A BRIDGEHEAD.

SMONETARY POLICY, HOWEVER, COULD NOT BECOME AN ISOLATED SALIENT.
OTHER ELEMENTS HAD TO KEEP UP, NOTABLY ECONOMIC POLICY COORDINATION.
TW THE DIFFICULT AREA OF FISCAL POLICY, WHICH ADMITTEDLY TOUCHED
PARLIAMENTARY RIGHTS VERY Efﬁggf?h: AND THUS SOVEREIGNTY = THERE
STILL NEEDED TD BE MUCH MORE EX ANTE COORDINATION INSTEAD OF, AS

m—
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NOW, MERELY EX POST FACTO EXCHANGE OF INFORMATION. GOVERNMENTS HAD
TO BEGIN TO hLLnu THEIR FISCAL ﬂEﬂISIuHE Tu EE INFLUENCED BEFORE
THEY WERE FINALLY NADE: —~ — = = g

4, SCHLUETER SAID THAT POEHL HAD NOT YET FINALLY DECIDED WHETHER
POWER OVER MONETARY POLICY COULD EE SHARED IN A MONETARY UNION.
FOSSIBELY THE TRANSITION HAD TO COME IN A SINGLE MOVE. BUT HE WAS
INCLINED TO THINK THAT SOME SHARING WAS POSSIBLE ACCORDING TO THE
PRINCIPLE OF SUBSIDIARITY. (NO TIME TO GET AN EXAMPLE, THOUGH
PRESUMABLY INTEREST RATES WOULD VARY.) POEHL DID NOT THINK A
POLITICAL UNION WAS A NECESSARY ACCOMPANIMENT OF A MONETARY UNION
(NOR EVEN DESIRABLE) BUT, DEPENDING ON WHAT THE DELORS GROUP
REPORTED, THERE HGULD ALMOST CERTAINLY NEED TO BE AN

INTER-G GOVERNMENTAL ’GHFEREHCE AT_&!‘E}RLT STAEE - 1IN ORDER TO

HEEEQHSIBILITT FDH THE DE?ELDPHEHT OF THE Eﬁﬂiﬂ APPROACH.
(SCHLUETER IMPLIED THAT POLITICIANS COULD NOT BE ALLOWED TO ESCAPE
RESPONSIBILITY FOR THE ROAD BEING EMBARKED ON. HE ALSO SAID THAT

THE AUTONOMY OF THE BUNDESBANK WAS VERY IMPORTANT BUT NOT SO
FUNDAMENTAL CONSTITUTIONALLY THAT IT COULD NOT BE MODIFIED IN A

WITER EUROPEAN SCHEME OF THINGS.

= —

5. I ASKED ABOUT THE POLICY CBJECTIVE THAT LAY BEHIND THIS
CONSTRUCTION. SCHLUETER SAID IT WAS ''"ORDNUNGSPOLITIK'® (STABILITY

L -

”FEIEHT#TED HAEED'ECQHEHIE FGLIEIES AND MARKET DETERMIND
CRO-ECONDMIC PDLIEIEE TTWITH SOME SOCIAL SECURITY EDGING''). THE
POLTCTIES AND MECHANISMS HUNG TOGETHER AND COULD

CARTE. o K e i e

&. SCHLUETER SAID THAT EMS WAS ONLY A PART, BUT A KEY PART, OF
EXISTING INSTRUMENTS. MEMBERSHIP OF IT WAS INDISPENSABLE TO
PARTICIPATION IN FURTHER DEVELOPMENT OF POLICY AND INSTITUTIONS. HE
WAS SURE HERR POEHL WOULD RAISE UK MEMBERSHIP OF THE ERM WITH THE
PRIME MINISTER OVER LUNCH. HE WAS PREOCCUPIED BY BRITAIN'S ABSENCE.
I ASKED WHAT ARGUMENTS HE WOULD USE. SCHLUETER SAID THAT BRITAIN
RISKED MOT BEIMG ABLE TO INFLUENCE THE COURSE OF EVENTS IF SHE STOOD
ASIDE

SAID THAT POLITICAL ARGUMENTS COULD NOT PREVAIL IF THE EEHHDHIE
JUSTIFICATION DID NOT EXIST. THE PRIORITY OF UK ECONOMIC POLICY WAS
TO HOLD DOWN INFLATION. SCHLUETER SAID THAT PROVIDED THE UK WAS NOT
LOSTHE 175 URDERLYING COMPETITIVITY, MEMBERSHIP OF EMS WOULD HELP IN
REINFORCING A POLICY 'OF STABILISATION. BUT 'ORDNUNGSPOLITIK' THAT
WOLLD EMERGE FROM INCLUDING OTHER ELEMENTS OF POLICY WOULD NATURALLY
BE WUCH MORE EFFECTIVE.
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CTICAL STEPS TOWARDS ECONOMIC AND

MONETARY UNIOH

Poehl likely to support

Pochl neutral, or attitude uncertailn

Poehl likely to opposg

Economic Policy

(L)

Closer co-ordination of aconomic

policies in ECOFIN, based on

regular (six-monthly?)

survaillance discussion of

economic developments in Community

countries. piscussions to COVer

prospects for the fiscal stance in

membar countries a8 wall Aas

monetary policy. Central bank

governors TO participate, where

appropriate. Discussions to be
based on preparatory work carried
out by Monetary Committee,
rconomic Policy Committee, Central

Bank Governors Committee.

pevelep understandings in ECOFIN

about level of national budget

daficits in a medium-term context ,
aiming eventually to bring
deficits in all countries down Lo

1evel achieved in best .

Comments

A. Participation of central
bank Governors 18 optional.
put if it were recommended,

that might help Securs

support of other Governors.

Discussions could then be at

informal ECOFIHNs, wnich

governors attend.
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[3’ Develop guidelines for the A. A complex subject

financing of national  budget because  of institutional
deficits, so as to stop monetary differences in different
financing. countries. EC Monetary
Committee 18 already

studying the subject the

"subject, and is making some

progress.

[Capital Liberalisation

(4) Implement capital liberalisation B. But all except Ireland,
directive in all member states as Spain, Portugal and Greece
gquickly as possibla. are committed to

implementation before
July 1990. It may not be
realistic to urge them LO
move faster.
Member states to [agree Lo amend | B. This would provoke
consider amending] directive to strong cpposition from Italy
repeal safeqguard clause, which and some other Southern
permits countries o reintroduce European states, and could
controls as a temporary mEasure, cauge others to LIy to link
to make capital liberalisation it toe an agreement Lo
permanent and irreversible, harmonise the taxation of
savings. ©On the other hand,
if others do not agree, we
eould make something of the
argument that if they are

not ready to take this minor
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Increased co-operation on exchange rat9s

(B)

A genseral move towards increased
holdings of EC currencies in member
states' reserves and their use,

where appropriate, in intervention.

step, then it is idle to
talk about faster progress
to EMU. However, a proposal
to rapeal could stir up the
issue of Treaty amendment
too since it carries with it
the implication that
Articles 73, 108 and 102
(which contain similiar
provisions) ghould also be

revised. ]

C This would apply to
EC currencies, whether
not in the ERM. e
useful for central banks
have a range of currencies
at their disposal so they
can intervena in different

currencies depending on

where <the market pressures

are. At present holdings of
other EC currencies, and
their use for intervention,
are inhiblited by the EMS
inter-central bank
agreement. Tha maasure

would be Egrmissivﬂ
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countries that do not participate

in the ERM to be permitted to

participate, if they wish, in the

very short-term financing facility

(VSTF) .

(8) Use market rate oOn Government

short-term ecu paper as the rate of
remuneration on nfficial ecu liabilities

arising in the EMS.

CONMPIDENTIAL

only 3 it would not raeguire

such holdings. The

pundesbank oppose i they only
hold &8 in thair reserves,

and wish o limit other

Fuuntriea' holdings of DH.

B. This would enable the

pank of England to arrange

short-term drawings from

ather EC central banks where

necessary and agreed : and in

raturn the Bank would agrea

to lend ¢to other EC cancral

banks on the same tarms.

A. This _ is8 of no

significance O the UK while
we are outside the ERM,

unless (7} ware agreed.

This would raplace the

present cumbeTrsome
calculation pased on a basket
of interest rates. It LK
made possible by the
axistence of the U Treasurcy

bill programme .
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Pr&utinq use of the private ecu

mg.ee/dlcp/23.1-del

(3)

Increased holdings of private ecu

in national rTezsrves, and their

use, where appropriate, in

intervention.

Acceptance of private acu

settlement of VSTF obligations

EMS, rather than official ecu.

Removal of national regulatory

that market

impediments prevent

participants using the  ecu in

getting prices, for corporate

accounts, [or contractis and a8 a

means of settlement.

Other countries TO follow UK lead

in issuing govarnment debt

denominated and payable 1n Bcu.

CONFIDENTIAL

A. The private ecu can be
a usaful intervention

In tha past the

CUrrancy.
Bundesbank have not favoured

this proposal because of the

"waight of the DM, 1in the ecu

basket (see 6), but Poehl s

attitude is now morTe
recﬂptivﬂ,

B. Like (8) this would
only be significant for the
UE, a5 & non-member of the

ERM, if {7) were agread.

A (B on some aspects).
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5 =
P!her enhancament of Moneotary

Co-operation

(13) Deepen and strengthen monitoring A. {Though pundesbank
and co-ordination of naticnal likely to object to
monetary policies in Central Bank detailed discussion of
Governors' Committea and Monetary "  monetacy/exchange rate
Committee including 3 issues in the Monetary

Committee, or ECOFIN.)
consideration of guldelines
for national monetary
pelicies, regular discussion

of monetary targets, eLC.

discussion of the overall
monetary stance of the
community, and exchange rate
relationships with third

countries (§, Yen).

discussion of monetary/fiscal

policy mix in the Community .

{14) Prowvide Central Bank Governors’ B pundesbank strongly
Committee with a permanent favour building up Central

gecrecariat including a research Bank Governors’' Commltteée.

capacilLy .
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Banking Supervision

(15) Central pank Governors' Committee
to start regular consultations
concerning matters of common

interest in banking supervision.

CONFIDENTIAL

A. It might be feasible
in dus course for the
Central Bank Governors'
Committee to take over much
of the work of the
Commission's Banking
advisory Committea, with
the Central Bank Governors '’
Secretariat taking over the
Commission's functions .
But this would raise
difficult issues, not least
for countries like Germany
whose banks  are not
supervised by the central

bank - e
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ANGLO-GERMAN SUMMIT: 20-21 FEBRUARY

ECONOMIC AND MONETARY COOPERATION

Our Dbijectives

Ganaral:

To gain as much German support as possible for pragmatic

approach to economic and monetary cooperation and the

handling of th? DE{?rE Committee report.

To sound out the personal position of Chancellor EKohl,
and toc 1mpressa on him the political d4difficulties
Inherent in proposals emergling from the Delors
Committees.

Poehl =

To enccurage early practical steps not reguiring Treaty

amendmant .

J— -

Garman Objectives

To sound out UK position and, perhaps, to urge early UK
membership of the ERM.

Qur Arguments

Important that Delors Committee's Report makes clear
of economic

and political sovereignty from member states.

Such a shift would require fundamental amendment to the

Treaty, geing beyond th@_;mmp&ienﬂe of members of the
Committee who are monetary experte. Heads of State and
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Government should draw the constitutional conclusions
—

from the Report - Central Bank Governors should not make
such recommendations.

Report should focus on practical steps within existing
Treaty to be taken in immediate future, rather than

long-term objective of EMU which is premature and not

necessary for the Single Market.

UK could support practical early measures which do not
require Treaty amendment includingi-

. 3 An important

atep that all member states are now committed to.
Implementation of this commitment is necessary Ifor
tha Single Market and must be a priority.
(Germany, like us, has removed all exchange
controls);

ii. fiscal policy. A further precondition for the

succassful economic development of the Community is
the gradual elimination of Dbudget deficits, and
meanwhile their financing in a non-monetary way;

iii. monatary cooperation

we sBupport continued and strengthened
monitoring and coordination of monetary
policy (if necessary this might entail a
permanent secretarial and research
capacity for Central Bank Governocrs '
Committes,;, which the Germans support):

private |cuz: remowval of national
impediments to use of private ecu;
govarnment borrowing denominated and

payable in ecu (our ecu Treasury Bill
programme points the way); and increased




I5G.mgl.ic.

l18al16.2

use of ecu 1in reserve holdings and
intervention. {Tha Bundesbank has beean
nnenthusiastic about the ecu, but Poehl
has indicated recently that he may be
less opposed to its use in intervention);

- =

reserve diversification and use of

Community currencies in intervention.
[The Germans will oppose this because
they fear the Iimplications of other
countries' holdings of DM for 'HEEE_tlc

mnnetary control, and huld ne. currenc1ez

TR ==

nthﬂr thnn dollare in thnlr ragarves .

—

But tha UK proposal is only pﬂrmiﬁsivéi:

—

Procedure When Committee has reported, its work will be

complete. It would be a mistake for Madrid Council to
rafer work back to it. Should remit further woark to

ECOFIN, with Central Bank Governors prasent as
appropriate.

Our Response To Their Argquments

[If German support for Treaty change] HNo. Implies
readiness to accept massive shifts of economic and

political ﬂﬂ?g;ﬂignty'_fEaE-_Egmher stutea Hajar and
wasteful diversion of effort from impnrtant task of
EEEﬁIEting Single Market. Treaty change {8 not regpired

sa

fDI_EEE_jnhE that nead daing now. UE Parliament will

not QI}H a blank cheque - ie snabling powers to be

exercised at some undetermined future date.

[If they raise spectre of "twe tier Eurcpe"] MNegative
development for all concerned - we would deplore it.

thems&lvea intu upper tiﬂr by removing exchange controls

and mﬂdernlsing ﬂIEhﬂlEuflﬂﬂﬂﬂlﬂl structures.

—
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[If European Central Bank raised] No secret that we
beliave study of this issue is premature to say the
least. .

German Views

Kohl - cautious pragmatist; has so far kept a low profile on
monetary cooperation, but has been influenced by Genscher in the

past.

Finance Minister Stoltenberg - pragmatist; concerned that Delors
may try to push through radical proposals.

Foreign Minister Genscher - circulated ambitious proposals last
March.

Poehl /Bundesbank - Poehl has argued in Delors Committee that ENU
presupposes loss of scvereignty over economic and monetary policy
that is only 1ikely in context Df clnae and 1rrevncable poclitical

1nt9g;at;pn His ﬂverrldlng ‘concern seems to be that if a

European Central Bank were established, it should be entirely
autonomous and on Bundesbank lines. Bundesbank remains opposed to

reserve diversification, although some internal debate on the

subject, and unaenthusiastic above ecu, although signs of

opposition waning. e I
e R,

s

Background

The Governor's tactics in the Delors Committee were discussed at
your meeting of 15 February. You will clearly not wish to
foreshadow exactly how the Governor will play this in the Delors
Committee.




[reasury Chambers. Parliament Street, SWIHF 3AG
O1=270 3000

17 February 139859

Charles Powell Esq ?“"‘“‘L (IAH__'H,-'LS__
B WAR ey
%, st 0

Ho.1l0 Downing Street
London SW1

ﬂ(x_; (adls

ﬂ.{:‘l}’“__

In your letter of 23 January to Nigel Wicks about the FPa
Economic Summit, you asked if we could let you have a note on our
economic_and trade relations with the Federal Republic of Germany
and on what we might do to reduce the trade Imbalance hetween the

UK and Germany

1 enclose a paper covering the overall German current account

gurplus and their bilateral surplus with the UK. Our conclusion
{8 that it would be a MiBtdke to press the Germans to expand their

i

domestic HEWand any further since First, the world at the present

) time positively needs the— high savings _ which Germany is

, - gggfrating; and seCon Borman economy i3 alreaﬂ}lﬁﬁﬁiﬂting

: cldBe o full capacity so that additional demand could well carry

inflationary risks. We also do not think it would be sensible to

press for appreciation of the deutschemark at the present time.

., However, we strongly beliéve that Germany needs to adopt

J’ structural reforms in a number of areas which would improve the

g g;ﬁgyh potential of the German economy, and which at the ‘same Time

r;’f would increase the market for imports into Germany and might over

ghs- time reduce the current account surplus. We have picked out four

areas of reform which we believe particularly need pushing:

agriculture, | industrial subsidies, transport and financial
services. .

The Chancellor has endorsed the paper and intends to press the
Garmans in his ‘comtacts With them over the coming months on the
four reform areas as suggested in the paper. He hopes that the
Prime Minister will draw on it likewise in her mesting with
Chancellor Kohl next week.
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I am sending copies of this letter to Stephen Wall (Foreign and
Commonwealth Office), HNeil Thornton (Department of Trade and
Industry), Roger Bright (Department of Environment), Shirley Stagg
(Ministry of Agriculture, Fisheries and Food), Carys Evans (Chief

Secretary's Office) and Roger Lavelle ( Cabinet Office).

y |

E

PP Pt

1_l"| i _.:A,li..' .i'l_"fll

J M G TAYLOH
Private Secretary
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@ 75cio GERMAN SUMMIT: NOTE ON GERMAN CURRENT ACCOUNT SURPLUS AND
STRUCTURAL REFORM

Introduction

1. Germany has been in surplus on its current account in all
Jbut five of the last thirty five years. Japan has alsc run
surpiusﬂs, but not so pe:slﬁtéhtly. Since 1986 German surpluses
have averaged about 4 per cent of GDP cnmpareﬂ with under 1 par
cent over the preﬁ?g%%_iﬁ years. No ngnlfLCEﬂt early reduction

is likely.

2. The Germans are high savers, partly because Germany's
population will be aqinE_-;EEIHIFﬂ-nver the next two decades.
Furthermore, Germany's capital stock is high by international
standards, and therefd;E"EHE_EEPnrtGHitiea for new investment are

——

not as great as in other countries. The net result of high

savingse in relation to investment is the large current account
surplus. But the surplus may also be sustained by certain
structural rigidities in the economy which affect savings,
investment and imports.

3. The UK's interasts would be served by reforms which reduce
these structural rigidities. Such reforms would improve Germany's
kEEg term economic performance and provide a arger and more
dynamic market for its trading partners. They may also bring
about in time a lower surplus, although there can be no certainty
about this.

i . It would not be sensible to press the Germans to expand
domestic demand more rapidly through monetary or fiscal action for

two reasons. Firstly there is, if anything, a shortage of savings
in the world, and the freer capital markets of the 1980z have
shown themselves well abkble to transfer funds from surplus to

deficit countries - though this depends on the continuation of

sound policies. Secondly the German economy is already running at

or near full capacity and inflation has been rising (albeit from a
I N T

very low base). More axpansinnary demand policies would increase
‘_ﬂﬂ—n
the rigks of inflation and - rightly - would ba strongly resisted.
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., Bppreciation of the DM at some stage seems gquite likely. IE

this happens, it c¢ould help to moderate Germany's current account
surplus. But at the present time this might imply an unwelcome
depreciation of sterlisg. Accordingly it would be unwisE_EE_E?Esé'
the Germans on this point.

B. The UE had a trade dFELEit with Germany of £3 billion in
1983, and ahout £7 ht]]ig in lﬂﬂﬂ. Part of the Increase was
accounted for by the fall in oil pflEEE in 1986. With domestic
demand in the UK now beginning to grow more slowly, there is a
reasonable prospect that our bilateral deficit will gradually

decline,

Ta The remainder of this paper describes four areas of
structural reform - agriculture, industrial subsidies, transport
and Einancial services and inward investment - on which we should
be pressing the Germans particularly. Separate annexes A-D give
further detailsy Annex E describes the main aconomic and trade
ralations betwesn tﬂE_EE_ﬁnd Garmany; and Annex F sets out 1In more
detail the arguments in this introduction. There are other areas
such as labour markets where structural reform is necessary, and
te which the Germans, rightly, attach impertance. But it is
diffienlt For the UK to argue that it has a direct interest in

thesea.

Agriculture

8. German agriculture is UEry highly subsidized: the overall

tranafer from tax payers and consumers to farmera,' including CAP

support, is s DM30bn, representing 90% of value added in agriculture

e "
and 1% per cent of GNP, Germany is the single most important

stumbling block to substantial agricultural reform in the EC,

despite the high cost to its consumers and taxpayers.

Agricultural reform would:-
= Increass imports:

= Lower taxes as BC and national zsubsidies Eall:

food prices and raise real consumer incomes;




- Transfer resources from agriculture to more efficient uses
elsewhere in the aconomy.

9. We have been trying hard for some time to persuade Germany
to go further in supporting CAP reform by cutting agricultural
prices. The Uruguay round is the opportunity to put this intc

practice.

Line to take: We should press Germany to give the Commission
maximum flexibility in the GATT talks in April. If Germany wants
to support its farmers for social and environmental reasons it
should do so by carefully targetted subsidies - at a lower level
than current national subsidies.

Industrial Subsidias

10. Coal, aerospace, steel, and shipbuilding all enjoy lar
. AL

subsidies. we focus on (qu;ﬁand aeroepace since these are two
industries where our record(is gadﬂ:.r? f

el _—_'_'_-.
(i) Coal

11. The subsidy takes the form of compensation to the principal

coal users (steal and electricity) for the difference between

domestic coal prices and world prices of coal and oil. This means

that support is effectively copen-ended. In 1987 the subsidy was

about DM3.0bn. In the UE subsidies to coal have been falling
ol quickly: in 1986/7 they were £1.5bn (DM4.5bn) and in 1988/9 they
Eﬂﬁjﬁ are expected to be about £0.5bn, (DM1.5bn) . The German
,Jf arrangemants are guarantesd until 1955 at least.

W
L

r"-.-
i

g ot

12 The German government intends to limit support by reducing
the compensation to the electricity industry, effectively EET?ETEQ
the cost af subsidy to elactricity consumers. There is also
agreement to gradually reduce production, but the impact of this
is to be softenad by greater financial support.

Line to take: UK experience shows benefits of reducing subsidies
to coal. Open ended suppart to coal should not continue. Nor
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. ghould cost of support simply be shifted onto the industrial coal
ugers who are under contract toc buy German coal. Important to
gecure reduced levels of subsidy and of production. German
industry would benefit from cheaper imported coal.

(if) Aerospace

13 Federal support to aircraft, mostly to Airbus, was about

DMdkbn (E1%bn) in 1986. Although a significant proportion of the
Airbus support wds in the form of loans, some of these have since

been written off. The government hEE"'racently agreed to
underwrite Deutsche Airbus' losses as part of the agreement to
return Daimler Benz to the-_EEiﬁatﬂ gector. The UE provides
gupport to British Aerospace, on Alrbus, in the form of repayable
launch aid.

14. Tha Garman government has argued that (a) support is
justified by benefits to research and development (b)) American
compatitors benefit from defence contracts and their monopoly
position on world markets. These arguments reflect protectionist
sentiments. The US authoritiss have argued that LEE_EEEEan

e

auppnri for aircraft viclates GATT articles.

Line to take: Important to reduce subsidies to aircraft industry.
Danger that support becomes institutionalised. Increasing German
support may be used to bid up subsidies all round. Must resist
protectionist arguments and press for progress in reducing
subsidias.

Transport

15. The German road haulage industry has been highly regulated.
There was agreaﬁ;nt last wyear to liberalize international road
haunlage - a major step to opening wup this market. But the
domestic market remains regulated. There are guotas on the number
oF national hauliers allowed to operate, and fﬁfﬁ!ﬁﬁ' hauliers on
inernatiunal routes are not allowed to take trade within Gé;ﬁEE?

— — e

(cabotage) .

—_—




RESTRICTED

16. On civil aviation Germany reguires that international air
fares have the approval of both national authorities concerned.
Other EC countries only intervene when both authorities
disapprove. A newv round of EC negotiations on further
liberalisation is due for November, but proposals are not yet

available.

Lines to take: Continue to press for transport to be a priority

area for the Single Market Programme, In particular, to urge
early action on road haulage (cabotage) and the next stage of air

transport liberalisation.

Financial Services and Inward Investment

: i There has been considerable freeing up of the financial
markets and financial services industry over the past few years.
More is to come with the likely passage of a Bill permitting a
wide range of financial innovations which has recently been agreed
by the German Cabinet. But over-regulation and lack of
competition still hamper the development of financial services,
which in turn is detrimental to the German consumer and Iindustry.
Of particular concern to the UK are the following:

(1) Insurance

- ——
i8. The total insurance market in Germany is large (premiums
equal 6% of GDP), but not as big as the British market where
premiums amount to §.3% of GDP. Tha market 1i¥, by UK standards,
highly regulated: policy terms and conditions for most business
are subjaft to approval by the Federal Supervisory Authority.
This restricts the development of ngﬁ_bruducﬁgi_-ET_EEEEHE_ TEport
from the German Monopolies Commission criticised these
arrangements and argued that deregulation would encourage
innovation and lower rates. Although there is a notional freedom
for German residents to insura themselwves abroad, th&rg gre a
nimbar of practical uh%ihclq; and disincentives to doing sos:
intermediaries are banned from placing non=-transport Iinsurance
with insurers not authorised in Gefhﬂﬁﬁ, fnf_éiamplﬂ; and tax
reliaf an prhiumi_IEmﬁut avallable on policies abroad. The EC
. S — e —

—_—

= I
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.irectiva:—‘. on non life insurance services agreed in June 1988 will

free cross barder in large commercial risks by 1990,
The 1lfe services directives due shortly will free certain life

risks.

Line to take: The German authorities should be pressed to

oconsider:

- relaxing restrictions to allow a greater diversity of life

insurance products; and

- @liminating fiscal and regulatory obstacles to German
ragsidents insuring themselves abroad, certainly in other EC

gtatas.
{ii) Disincentives to direct and portfolio investment
19. Explicit restrictions on inward investment into Germany are

minor and few. But aguity markets are small and fragmented and

faw public companies ara guoted. There are close links beatween
e ———— o

banks and industrial and commercial companies (direct shareholding

T Lk T [ R —

and proxy woting) and nrﬂss;haldinﬁa between allied-cnmpanies. It
i — S
is also difficult to  establish the identity of ultimate

gshareholders becauvse of cross=heclding.

20. The close relationship between the banks and indastrial and
commercial companies, and the underdevelopment of equity markets
iz defended by many Germans on the grounds that it encourages the
lang term view and contributes to high investment in Germany. Our
view is that it unfairly restricts foreigners' access to capital

markets and reduces sfficiency.

Line to Take: Measuras are nesaded to inecreagse fa) 1]

trangparancy of shareholding and (b) the importance and size of

the aiEEE_mgrkﬁu. These would increase access to German capital

markets, and the opportunities for British firms to acguire German

companies,

H M Treasury
15th February 1989
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THE UK'S ECONMOMIC AND TRADE RELATIONS WITH GERMANY
Introduction
1 This Annex comparas the economies of Germany and the UK and

sgts out the UK's hllatﬁral relations with Germany The main data
source is the OECD.

Eige and composition

- B German GDP is greater than that of the UK, and has been since
the early 19608, but the UK has been narrowing the gap in the
1980's, i

Table 1: TE and Garman Economies in 1987

GDP (5 billion converted at OECD Purchasing
Powar Parities

Population (million)
GDP per capita (§ thousand)

Table 2: German GDP as percentage of UK GDP

1953+ 1960* 1973 1980 1986 1987 1988 1989+

Germany 73 114 123 119 118 115 115

" — = — S c
R — ——

Converted at PPPs, except* converted at market exchange rates.
i 3 Forecast

F. Manufacturing produces a higher prnpnrt;nn of GDP in Gefmany
than in the UK, and employs a high prnpnrtlnn of thnsa in work.

PEE—— -
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Table 3: Output structure in 1985

Percentage of GDP

Agriculture

Industry*

of which Manufacturing

Services (including Government sector)

Table 4: Employment Structure

Percentage of all active parsons Germany (1985) UK (1986)

Agriculture 5 3
Industry* 42 40
of which Manufacturing (32) {22)
Sarvices (including Government Sector) 54 = 5

100 100

4. In 1987, axports and investment constituted higher
proportions of German GDP than of UK GDPF, and consumption a lower
proportion.

Table 51 Composition of Expenditure in 1987

Par cent of GDP Germany

Private Consumption 55,4
Govarnment Consumption 19.8
Grose Investment 159.9
Exports 28.7
I.ass Imports £3.7

5. Throughout the 1980s, net savings have been
proportion of GDP in Germany than in the UK, as is
Table 6. =
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Table 63

1987 1980-87 Averages
Parcentages of GDP UE Gormany UE Germany

Net Capital Formation - : 4.9
Current Account Surplus =1.6 4.0 0:b
Less Btatistical Discrepancy -1.4 =0.3
equals Net Saving 5.4 i 5.8

Between 1580 and 1986, the capital stock (excluding dwellings) per
e P

person employed rose by (37% /in Germany and EE%'Ln the UK. In 1585
il =

gross capital stock pé; person employed was approximately 20%
higher in Germany than in the UK (converted at OECD PPFe for fixed
investment), but this pesiticon is changing as business investment
grows more rapidly in the UK than in Germany.

Table T: Growth of Business Investment

Par cent per year (Average) 1980-87 1983-87

Garmany
UK

Composition of Trade

6. Compared to the UK, a higher proportion of German total

exports are goods, &nd within that manufactures.
—— S ——",

Table 8: Composition of Trade, Germany and UK 1386

US 5 billion ExporiLs Imports Balance
Germany UE Germany Germany UE

Total Goods 242 106 189 +53 -19
of which o

Manufacturing (Flﬂﬁl (66 ) (110) (+76) [=15)
Services 36 37 47 -11

Total 278 143 236 +42 =&
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Table 9: Product composition of Trade in goods, 1986

Percentage of Exports Fer Cent
or Importe Germany UE

Food and Drink Products : : 11.9 12,
(SITC 0, 1, 4)

Manufactures (6-8) - ; S58.1
Raw Materials and Fuels (2, 3) ! ; 18.0
Chemicals (5) ; 9.3
Other (9) : A -

=

Shares In World Markets

Tk Table 10 shows the German share of world exports of goods to
ba abount 12% and that of tha UE 5-6%.,

Table 10: Shares of World Exports of Goods

percentage 1970

Garmany 11.56
UK 6.6

Current Account Positions

B. Germany hae had a current account deficit in only five years
gince 15960, Table 11 shows German and UE currant accounts as
percentages of GDP.

Table 11: Current Account Positions

Percentage of 1960 1970 1980 1984 1985 1986 1987 198B
GNP /GDP

Germany 1.6 0.5 =1.7 . ‘ 4.4 4.0 1.2
UK =1.0 . 1.3 0 -0.6 =2
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Het Overseas ASEets

9. Net German overseas assets rose from $33bn in 1980 to §34bn
by mid-1986. The UK's net external assets rose from $535bn in 1380
to $162bn by end 1986.

Competitiveness

10. The chart below showe some increase in German relative unit
labour costs - measured in a common currency - since 1984. By
most standards the German economy remains highly competitive,

GERMAN REAL EFFECTIVE EXCHANGE RATE

(DEFLATED BY RELATIVE UNIT LABOUR COST)
IMNDEX 1980=100

f\\/ F/\/m\w’ ’ﬂ\/\x/ '

T i , ! i B! Tl ] e e | I i L PR - 1 L
[ ] (UH] wn I9TE 19 4] 1541 | = %43 198 19d% (b

Source ; IMF




Bilateral Trade

11. Table 12 shows that Germany has become an increasingly
important trading partner for the UK, and that the UK's bilataral
trade account has generally been in deficit. This was true evan
in 1983 when the UK had an overall trade surplus. The UK's
bilateral trade deficit with Ge?muny widened from 0.8 per cent of
UE GDP in 1979 to 1.6 per cent of UK GDP in 1987. Possible
explanations are discussed in the section C.

Table lZa: German Shares of UK Merchandise Exports and Imports

UK Exports to Germany UE Imports from Germany
ag % of UK Exports as % of UK Imports

6.2
10.4
10.0
11.8

Table 12b: UE Trade in Goods with Garmany

UK Exports German Exports Balance
to Garmany to UK [ Eb)
{Eb) {EDb) % of UK GDP
in brackets

0.5 -0.05
(=D.1)

=1.6
(=0.8)

--3;3
(=1.0)

6.4
(=1.6)

Figures on UK invisible trade, with individual EC countries are
not avallable. The UK's receipts on invisible transactions with
EC countries wera E22 billion in 1987, and debits were £26 billion
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including E£lbn of payments to overseas residents in mailntaining
the B.A.QO.R.

International Direct Investmant

12. The strong industrial links between the two countries are
shown by the high stock of UK direct investment in Germany and the

somawhak luwar leval ﬂ-f Garman -I'.‘I.J'.l.'EEt investmant in the UK. UE
companies held about £3 billion of assets in the form of direct

i!‘l'l.i"EEtIrIEnt in GE]'.‘E‘I:-].I'-]"’I in 1984, three times larger than the stock

ﬂf German corporations' direct investment in the UK, which stood
at just under £lbn. Flows of direct investment in 1985 and 1986
mainTained this relative position.

e

German Productivity and Comparative Advantage

13. Germany has a large and efficient manufacturing sector which
is a major net exporter, particularly of capital goods. The large
German and Japanese surpluses on manufacturing trade are shown in
Table 104.

Table 13: Manufacturing Trade Balances 1987

Billions of Dollars Ratio of manufacturing
exports to
manufacturing imports
United States 0.6
Japan 5
Garmany :
France -3
United Kingdom -14
Italy 30
Canada =13
Total of Above 140

14. It is difficult to obtain reliable estimates of levels of
productivity, but output per employee is probably about 20-30%
higher in German manufacturing than in the JE. This picture is

gradually changing as manufacturing output per employee in




pes
RESTRICTED

manufacturing grows more rapidly in the UK than in Germany.
During the 1980s this has been growing more slowly in Germany than

in any other major economy.

Table 14: Output per Employea in Manufacturing

Annual average percentage change

1960-70 1970-80 1580-198803

UK 5.9

. B
Garmany - . 2:5
3

Major 7 Average 3.6

15. The German services sector is highly regulated. Transport
and other services, and agriculture and mining are heavily
subsidised. German current transfers, mainly to services and
agriculture, were 4.3% of GDP in 1985, and have stayed roughly
constant since. This ie higher than the figure for the UK, which
is declining from a 1985 value of under 4%.

IF2 Division
H M Treasury




THE GERMAN CURRENT ACCOUNT SURPLUS

3 This annex sets out the arguments in the Introduction in more
dapth.

() The Reasons for the German Current Account Surplus

- Hiastorical experience shows that individual countriee have
run current account surpluses and deficits for pralﬂnged p@rinds -
decades rather than years. Britain in the year "to 1914 is a good
Ezhmpla The fundamental reascn for this is that the country has
a high rate of savings in relation to its domestic investment
dEEErtunltiaa _EHIE_I;_aEnarally a guestion of private sector
behaviour, although govermments may also influence the outcome.
The US budget deficit is a case in point, lowering national
gavingas in an economy which has low private sector saving comparad

with other major countries.

In Germany we can identify reasons why, we belleve, savings
been high in relation to domestlic Lnvestment:

(i) Recently, Germany has been a comparatively low growth
economy: in the 1980's growth was significantly below tThe
OECD average. At the same time its capital stock is high ?T
international standards. Together this ﬂﬁEﬁEﬂtE that new
investment opportunities may be more plentiful overseas:
hence the high level of capital outflows.

{ii) Germany's stock of net overseas assets, built up

partly from its surpluses,” is not unduly high as the
fnlluuing table shows.




Het overeeas assets ag a percentage of GHP

1975 1980

s

Japan

Germany

France 14
UK T
Italy 9
Canada =315

Source: HNational Data and Internatiomnal Financial Statistics.

(1ii) There are demographic reasons for expecting Garmany
to wish to save a high level at present. Its dependency
ratio - population of over 65 year olds ﬁaﬁlﬁ to 64 year olds
= 1a expected to rise from tﬁa current lewvel of abcu£_22H Egr
ceant to 30 per cent by 2010. Only Japan cf the majﬂf__éeven
industrialized countries 18 likely to experience a rise of

thiz magnitude.

{iv) There are some structural riglidities, the remowval of
which would lead to a more dynamic economy, and, possibly,
lower current account surplus.

(b) Capital Markets and Investment Flows

4. In the last decade, following the lead taken by Britain inm
1979, many OECD countries have removed exchange controcls. As

e

financial markets have been de-requlated and financial innovation
has taken place on an unprecedented scale, the nationality of
individual savers and investors becomes of less significance.
This greater flexibility has enabled the sustained use of Japanese
and German savings to make good the shortfall cof savings in the US
and now in the UK. Capital markets have shown themselves able and
willing to finance the current account surpluses and deficits
without disruptive changes to exchange rates and interest rates.
When these capital flows are used to finance productive investment




they are sustainable and may persist for considerable periocds of
time, provided that the appropriate policy framework is in place.
Elements in this include:

- appropriate monetary policies to keep inflation under
control;

- fiscal policies set within a medium term framework within
which governments do not displace private sector savings;

- policy co-ordination contributes to stability in financial
markets.

fc} Bilateral Trade Flows

s. Germany has a comparative advantage in manufacturing and
especially of capital goods, and so runs a trade surplus in
manufactures and a deficit in raw materials and services. In
recent years, the UK has become a net importer of manufactures on
an increasing scale. It is not surprising therefore that it has
had a rising trade deficit with Germany.

E. But the increase in the deficit in the last two years has
been due partly to some special factors including the fall in oil
prices which halved the surplus on Anglo-German trade in fuel

between 1985 and 19B7.

(dy Structural Reform and the Current Account

T Better Perfnrmance th:nugh structural raeform may result in
either an 1nchﬂqﬂ or decrease in the current account. The net
effect is 11k51y to depend on the responses of national gaving and

the exchange rate. Thus, if a general programme of structural

reform were to raise the rate of return on capital employed, one
might expect to see higher investment, higher capital inflows and
a8 smaller current account surplus. However if the eifects on
aggragate demand are weak, for example because policy does not




fully accommodatea the increase in supply, then it is quite
possible that the current account surplus might rise.

8. As the main paper has shown, in Germany outside the highly
competitive manufacturing sector there are important areas which
are highly regulated. These rigidities protect German producers

and damage the interests of overseas producers.

g. Structural reform would therefore tend to increase the share

of imports in German markets, as well as raising growth potential.
Of course thare would also be benefits to manufacturing industry,

both by providing access to more efficient services and by
allowing resources to switch from searvices to manufacturing.
Nevertheless the net effect would probably be to reduce the
current account surplus.

IF2 Division
H M Treasury
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Foreign and Commonwealth Office

London SWI1A 2AH

I?7 Pebruary 19835

r

Anglo-German Summit: SNF Updating

It might be helpful, following Mr Baker'a visit to
Bon, to glve some background to the briefing line on SHF
updating. As wou will be aware, we have suggested that the
Prime Minister argue for a decision in principle in favour
of deploying a LANCE successor.

In his interview with the Financial Times (as edited
by Teltschik) Chancellor Kohl spoke of no declision on
"production® beling needed before 1591/72. Technically that
i correct. Full=-scale production will not start until 15953,
What is, of course, needed this yvear ls a3 decision which will
allow development to proceed from 15%0.

A gimple decliion in favour of "develepment" would not
necessarily be sufficient for the US Congress. They might
well refuse to commit funds for this phase 1f there were no
commitment to eventual deployment. During Mr Baker's wvisit
to London, Mr Ron Lahman of tha U5 Department of Defanse told
us that a "decision in principle to deploy" would cover US
funding needs up to 1992. Congress could well ask for details
of deployment sitez and numbers before it votes money in 1992
for the producticon programme, but it will not need them now.

If Chancellor Hohl opposes the notlon of Y"a decision in
principla to deploy", it could be important to clarify that we
are not talking about a decizlion on specific deployment sites or
nmambera this year. Some nf the very confused remarks which he
has been making during Mr Baker's visit to Bonn suggests that
he may think that this is what he is being asked to agree.

There are frankly no fall-back options from a decigion in
principle to deploy which are in any way attractive. As
mentioned above, we could not be certaln that "development®
Would be encugh. Chancellor Keohl would probably agree to
"re-confirm the need for a LANCE successor®: but precisely
because it has already been confirmed and haa not firmly committed
the Germans, this would take us no further forward.

Wa have asked the Americans for a read-out aof Mr Baker's
Impressions of hig towur in time fer the Frankfurt Summit,

I am copying thim letter to Brian Hawtin (MOD) and
John Weeton (Cabinet Cffice].

Hall}
C'D Powell Eag ate Sacrotary

10 Downing Streat CONFIDENTIAL
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PRIME MIMISTER

ANGLO GERMAN SUMMIT
You are to attend an Anglo-German Summit in Prankfurt on

20 and 21 February. It is a rather more extended and festive

occasion than usual, intended to demonstrate pablicly the

warmth and closeness of Anglo-German relations. Unhappily,

there are more contentious issues to discass than at any

Summit in recent years. The tension between private
disagreement and public harmony will be most difficult

—————

e
to reconcile at the joint press conference,

There 1s copious - unrealistically copigus - briefing in the

attached [older, and a more summary presentation of the issues

in two telegrams from our Embassy in Bonn. Y¥ou have an houar

with Kohl the [irst evening and an hour and a half the next

morning. There is also a further half hour with Foreign

——.

Ministers present. Yoo will want ko select the most important

—

issues and work through them in order.

SHF Modernisation
The problem here 1z that Eohl is backing away from his =sarlier

commitments and arguing that a decision is not really

necassary until 19921/%2. He is leaving the door ajar to some

much more genaral decisions of principle, probably no more

than a repsat of last year's Summit statement about apdating.

e

At the same time there is a growing tandency in Garmany and

elsewhere in NATO to argue that NATO unity is more important

than a decision now on modernisation of SNF. This ig the

coward's way out: it iz not worth being united on the wrong

puIL:y Or On wWweakness.

g, - —— ——o
—

The main points vou will want to get acroes are:

= a davision to deploy a successor to LAMCE is necessary.
—r

Development has to start next year and Congress will not

authorise it without a clear decision to deploy)




failurae to take the decision will ba sean ag weakness at

a time when NATO needs to appear strong. It will give

the wrong signal ko Gorbachev;

wa pcannot agree ko negotiations with the Russians to
reduce SNF. Thare is no outcgme to negotiations
éhich would not leave NATO worse GEE: Hegotiations
would lead inexorably to thj;é_igtil They would also

undermine willingness to modernise;

STESP

but there is scope for substantial unilateral reductions

in NATD's nuclear artillery. We can challsnge the

Russians to match these;

nothing has changed since Chancellor Kohl agreed with you

at Rhjodes that a decisicon should be taken this year. The

decision will not get any easier if it is postponed;

it is not for Heads of Government to take a production
decision. What wa must have is a clear decision in

principle to keep NATO's nuclear weapons up to date by
deploying a successor to LANCE when the time comes;

we need a Snmmit in late May to take this decision;

Frankly, 1 don't think you are going to move him, at this
stage anyway, although you may secure an amhivaleEE_Eng£5ment
to deal with the matter at the Summit. You will need to
dacide to what extent to emphasise our differences pablicly at

the subseguent press conferance. I see no point in papering

pvar the cracks. Bot the best way to keep Kohl aboard is to

—

set out positively the case for modernisation rather than

e —

excoriate the Germans For their weakness.

Military Training
Military training, and particolarly low flying, have become a

controversial issue in Germany following the Ramsteln disaster

—— -

and a number of other accidents, and the Germans haye bean

trying to persuade us to reduce our low flying still Further.

SECRET




There is obvicusly a limit beyond which we cannot go while

i
keeping our forces effective. We look to the German

Government to make clear pablicly that training and low flying

are essential te forward defence. Moreover, it is not the
case that Germany endures more low flying per head of
population than anyone else in the Alliance. The United

———

Kingdom has more. The fact is that pilots have to practice
N E———

where they may have to fight and there is very little more we

can do to reduce our activity in Garmany. The German

Government has simply got to do a better job in putting the

case to its public opinion.

East/West Relations
There are two apsects you will want to discuss. The first is

the need for Eohl himself to give more leadership in

countering exaggerated enthusiasm about Gorbachev in Garmany.

He oaght to stress the need for reaLlsm about his praospeacts

and the continued need for up-to-date defences. We have

constantly to keesp in mind what the position would be were
Gorbachev to fail and be replaced. You have succeseded in the

United Kingdom in getting people to uonderstand that you can
both support what Gorbachev is doing and yet remain utterly

committed to a strong defence. Kohl needs to do the same.

The second aspect is Bastern EBurcpe, especlally Poland. Eohl

will be qu[nq to Pnland in May. You will want Eo arge him to
take the same line as you did about the link between political
reform and economic and financial help. There has been

significant internal progress since your wisit. But the

aeggential point remains for Poland to get an agreement with

the IMF. You hope Kohl will not dilute the message.

e

Tornado
You will want to put Kohl on notice that we cannot continue

the eituation where the United Kingdom has to shoulder an

unfair share of the credit burden for sales of Tornado - and

no doubt in futures other collaborative projects — abroad. We

nead to have discussions between oar officials to find a way

of sharing the riske more fairly.

SECRET




European Community

The main EC issues on which to Efocus are economic and monetary

anion - on which you will have talked to Poshl - and taxation

iggues. You will want to EGHJE? to him the extent to which

national Governments would have to surrender power ovar their

own economies if the sort of idgas being discussed in the
Delors Committee were put into practice. You could point out
the risks for the stability of the Deutschmark of subjecting

the value of Germany's currency to politically-diluted
management involving Governments with socialist objectives.
You will also want to make guite clear that you are not

[ ared to contemplate [[F",ﬂt:rl' amendment and anyway E\'.',EILI.].-I.'! not
p ‘-|_-_\P_‘_
It would

be far better to scale-down ambitions and expectations on EMU

and concentrate on practical steps. Cumulatively these would

add up to significant progress.

You will also need to make clear that vou cannot envisage the

Community setting tax rates in member Etatﬂqﬂand this m=ans
i o, —_——

that you will resist an EC-wide withholding tax. This again

since it attacks the wery basis of Parliament's powers,

Anyway, the practical arguments for it are extremely thin.

The main effect of an BEC~wide tax would be to drive capital
S ——

out of the Community, which is the last thing any of us want.
——— —

Other EC issues which deserve a brief mention are:
- the social dimension, where you will want to underline

that measures must be ﬂgtiunal for member states since
there iz no prospaect of our introducing worker

participation. We prefar employes share ownership, which
has burgeaned in the United Kingdom (over 1500 schemas

nev ) 3

frontlier controls, whera we are all for making it sasier

for EC nationals to cross frontiers but cannot give uap

our essantial security checks. If he reverts to his plan

for a Euro-FBI, you ¢ould agree that this should be
= - _H_i—

examined in the Trevi Group?

SECRET




GATT. You will need to continue your efforts te get him
to understand that the EC must be willing to reduce

protection and subsidies for agriculture further if the
‘_-_-_-_-_ -

=

GATT round is to be successful. We cannot just camp

whera we are. Anyway, 1t is illagical for Garmany, which

dEpends for its livelihood on industrial exports, to put

these at risk by Lnsisting on protectlon forf Its small,

heavily subsldised agricultural sector.
— - — ==

South Africa
On this, you will want to talk to Eohl about the outcome of

Leuntwellar's mission. Since then we have had an enguiry from

President Botha about a possible guid pro gueo for Mandela's
release. You could point out the particaolar problem which
South Africa is likely to face later this year in redeeming

its bearer bonds, which are held mostly by German and Swiss

bhanks. The South Africans are going to nead help with this
i e T

and with rolling over their debt. You could propose that we

make a joint reply to the South Africans about what would

E S

happen 1f they released Mandela, using the attached text

(which vou have ﬁlreadg agread). You could hand it to him.

=

You may find that you have to stiffen Kohl against further

gsanctions or non-economic restrictive measures. Thesa would

o ——

give guite the wrong signal and might jeopardise the prospect

of a peaceful settlement in Namibia and Angola. It would be

far battar for Britalin and Germany to collaborate on some
positive moagsures. For instance; the Urban Foundation in

South Africa will shortly suggest that Britain, Garmany and

-_— —
Switzerland should contribute to a £5 million guarantee fund,

to which private sector companies could also contribute. This

would Ehen allow the Urban Foundation to raise some £50

million to provide mortgages for cheap housing for Africans.

Thig would be a very imaginative gesture, at low cost. You

might alse tell him about our plans to invite South African

Ministers to London.
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Economic Summit

You may want ko put Kohl on notice that you intend to return
at the EBcopnomi¢c Summit to the problems of structural surpluses

in Garmany and Japan and the difficulties which they cause for

Germany's partners. Thare really nead to be sustained

increagses in domestic demand in Germany over the nexkt few

i bl =T

years LE adjustﬁent ig to take place. One way ko acni&ﬁé this

would be for Germany to give higher priority te deragulating

its economy, getting rid of restrictive practices and reducing
[ Rt

subsidies.

Envirocnment

You will want to explain the reasons why you will not be d
attending the meeting in The Hague on 11 March,

Bilateral Issues

You will want to mention to Kohl that we will be making an

application for extradition of Hﬁnrdttx; ona of the two Irish

terrorists caught crossing the Dutch/German border.

You will also want to suggest that the next Anglo/German
Summit should be held in March 19%0 to coincide with the 40th

Koenigswinter Conference. This will be in Cambridge.

Kohl may revert to his invitation to spend a private weekend

At his home and alsoc to visit Heidelberg.

1 am doing separate notes about your programme, your maating

with Herr Poahl and about the press confarence.

C %

CHARLES POWELL
17 February 1989
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SO0UTH AFRICA

We balievae that Mandela's release i3 1n South Africa'sa

own interests;:

in our assessment it would create a new and improved
climate of benefit to South RAfrica internally and in her

relations with the outside world;

lt would also reinforce our joint stand against sanctions

and other restrickive measuresj

and it would make it easier for us to play a helpful role
gver the problems facing South Africa in its dealings

with the banks over hearer bonds:

looked at realistically,: it would 5 own lead to

the dismantling of any sanctions;

bat i1f the South African Government were to build on
Mandela's release to launch a dialogue between all
political groups in Scoth Africa, we would then see what
could be done to meet Sounth Africas caoncerns on
sanctions (although we could not give advance assurances

affecting aothers).
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ANGLO-GERMAN SUMMIT: DEFENCE CO-OPERATION

The UE-FRG Joint Study Group on defence co-operation has
produced a number of proposals to extend the close links between
pur Armed Forces and to give them greater visibility. Several
were announced during the joint Press Conference given by
Mr Younger and Dr Scholz on 30th January, principally in the
fields of training, logistics and personnel exchanges. There
would be merit in the Prime Minister and Chancellor EKohl
capitalising further on these achievements by referring to them at
the Summit press conference; this is reflected in the proposed
themes at Annex C of the Steering Brief.

There is an attractive and additional measure which the Frime
Minister could refer to at the Press Conference as being under
initial consideration, namely a propoeal to form a joint unit
linkiu% 4 UK ﬂerliknn 3hmm anti-aiccraft gquns (3 refurbished ex-
Ardentine and purchused} with 2 German Skyguard radars. Manning
would probably be provided by about 50 Royal nuxilf_?y Alr Force
personnel and a cadre of some 15 RAF regulars and Germans. The
unit would provide additional and cost-effective short-range air
defence at an RAF station in Germany; it would also be a natural
development of the essential co-operation that exists between
British and German forces engaged in air defence in Germany.
betails are being worked out and a trial will be held later this
year.

Quite apart from the military advantages, the proposal offers
scope for positive publiclity about Anglo-German defence
co-aperation; it affords evidence of our determination to
strengthen such bilateral co-cperation wikthin the Allliance and
could prove of some use in managing the political difficulties in
Germany related to training. It would also be well received in
NATC as a means of strengthening European defence capability
through co-operative action.

We understand that German officials are keen to make a public
announcement and we expect Dr Scholz to confirm this during his

Charles Fowell Esg
10 powning Street
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bilateral meeting with the Defence Secretary. I attach material
which the Prime Minister could use at the press conference.

I am sending a copy of this letter teo Richard Gozney (FCO)
and to Trevor Woolley (Cabinet Office).

4

2

——

<

B E HAWTIN]
Private BSecretary
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[unti]l used]

LINE TO TARE

Initial consideration is being. given t£o the possibllity of forming a

Jeink unlkt to augmenk short-range air defence of an RAF ﬁperating base

in Germany.

(Lf needed)

Further detailsg?

Optieon under consideration would involve linking RAF Qerlikon Guns and
Ferman Skyvguard radars: lacrgely manned by UK auxiliaries but with
cadre provided by RAF and German Air Forcs.

Decisions?

Subject to further conzideration and ko technical trials. Decigicons

possible before end of year.

Mumbecs? Costs? Timescales?

Too smarcly to give details. But size likely

auxiliaries and 15 UK/German regulars.

CONFIDENTIAL
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PRIME MINISTER

B e s g . e

LOW FLYING IN THE FEDERAL REPUBLIC OF GERMANY CQ’OH{L

In advance of next week's Anglo-German Summik, I thought it
would be useful to let you have my thoughts on one of the Federal

Republic’s major current concerns, namely low flvingiyiugijifzry

aircraft over Germany for training purposes.

2 Allied military exercises in the Federal Republic have become
increasingly unpopular in recent years, particulacly on
environmental grounds. Even before the Rgﬁatein ai::huw disaster

last August, Manfred Wﬂerner [as German Defence ﬂinisterb had

pressed for some action to assuage German public upiniﬂn on the

low flr_gg_lijue 1 warned Woerner that the RAF had already

reduced low flylng training over the FRG and that I saw VBLY

little EﬂﬂFE for any further significant reductions. Howewver,

I did agree to participate in an Allied study into ways of

reducing the impact of such training on the pnpﬁquiéﬁ+ This

cemaing our position, and work is under way under the auspices of

a group led by State Secretary Wimmer (Michael MNeubert is our
e

representative].
e —

3. Meanwhile, however, the aceidents at Ramstein and Bemscheid

iwhere a USAF alrcraft crasheéd into the town centre) have

heiqhtun;E_;thi: concern about the safety of lnw flying training.

Ironically, neither accident was a direct :esult of such activity

but the issue was gensationaliged h;rfﬂg_aédia and E;ETEIE;E—Eully
by critics of current Allied training policy. The issue of

CONFIDENTIAL
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national sovereignty was raised, but to some extent, dEEEEEE_El

the German Governmenkt; unfortunately,; their handling of the low

flying issue {EEE}E hEd been much lees adept. There i8 a
regrettable degree ef pressule Erem parliamenterians {including
CDu/C8U members) for legislation Hhich would effectlvely ban low
flying (as we understand it) over Gegman soil. Although Rupert
Scholz has continued to stress the need for such training, he has
allowed public expeetatiuns to be raised th;éFe_;Iénifi:hnt cut ie
pSEETIEIE and that he will secure Allied agreement to this. Schelz

héss—of CoOuree, arrived at a difficult t1me, and he has not been

well eupperted by his ¢6lIleagues. 1In particular, Genscher has

be€n positively unhelpful on the low flying issue, while

Chancellor Kohl has either stood aELde_qr encouraged the view that

the Germans are somehow unigque in facing this problems and that

reductions must be made,

4. The minimum low flying training requirement is now being
studied urgently both by SACEUR and by the "Bending States" (UK,
Us, Canada, Belgium, the Netherlands and France). 8Some

concessions may be possible; if properly presented they might go

—————

Eome way way towards mqlllfylnq Gecrman puhllt npinien But if our

ai:treu are to remain opecationally capable, then there iz little
e ——

s:npt ~for furthtr substantial reductions in low flying training

gyver the FRG. If MATO iz to maintain the current commitment to

forward defence, then this must be under-pinned by a credible
front line, including our strike/attack aircraft.

h. It is vital to leave the Chancellor in no doubt about the

—

gseriousness of our concerns in this area, particularly as he
—
may suggest that the FRG's problems in this area are different

from those of the UK. 1In fact, the UK bears at least as much fast

jet low flying training as the FRG and, in general, such training

is lowar, faster and for longer hours. HRAF Germany already
= ——— o ol

——
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carries out some 30% of its low flying over the UK; the USAF also
e

carries out more such training in the UE than over the FRG.

Public and Parliamentary concern in this cnunff?T-?E;:;E-;Euwiﬂq:
remains manageable. To some extent, this reflects the way in
which such training is spread relatively evenly throughout the
country, unlike in the FRG, where it is more concentrated. But,

more significantly, we adopt a robust political posture in this

area, supported by a strong public relations effort. One key
éiément in our approach has been that low flying in the UK has
reached a "plateau” and that we currently expect no significant
increase in the foreseeable future. Were we to modify this
position, particularly te accommodate more flying by RAF Germany
sguadrons, we would undoubtedly face political difficulties.
accordingly, the Chancellor should, I suggest, be told Eirmly that
Ehe FRG will not be able to offload any further low flying onto

ﬁEE_UgL

Clearly there is no easy answer to the German problem, which
ig, in part, one of their own making. The only way forward which
i1s fully compatible with current Alliance strategqgy is for the FRG
government to adopt a more robust public posture on the essential
reguirement for low flying training. It should be possible to
devise a package of measures which can be presented as evidence of
the Allies’' goodwill and determination to minimise the
environmental impact of this activity, though this may not in
itself suffice to win over public opinion. 1In addition it will be
necessary for the Chancellor and his government te present a
united front and to resist pressure for further concessions.

Turning to your joint press conference, it is likely that you
will be faced with a number of guestions on the low flying issue.
Given current German public expectations, it would be inadvisable
to be as robust in public as will be possible with Chancellor Kohl

CONFIDENTIAL
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in private. You will, of course, be able to point to the

fact that the UE bears at least as much of the low flying burden
ag the FRG. It will be helpful tc point to the work being carried
out by State Secretary Wimmer and his Alliance counterparts with a
view to reducing the impact of low flying on the civilian
population. But you will, I think, wish to avoild suggesting that
a significant reduction in the amount of low flying is in
prospect. Ultimately, a substantial level of training remalins
necessary to maintain the capability to fly low - and safely - and
thus help maintain the Alliance policy of deterrence.

1 am sending a copy of this minute to the Foreign Secretary,
the Home Secretary, the Minister of Agriculture, Fisheries and
Food, the Chancellor of the Duchy of Lancaster, and to Sir Robin
Butler.

G

Ministry of Defence

Lé; February 1989
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SECRET & PERSONAL
Foreign and Commonwealth Office

London SWIA 2AH
lé February 1989

Heon Clronles,

Anglo/German Summit: Prime Minister’s bilateral with
Chancellor Kohl: South Africa

Thank you for your letter of 13 February about the
possible formula for an Anglo/ German response to the South
Africans, which the Prime Minister might put teo
Chancellor Kohl during their meetings on 20/21 February.
Since discussion of this aspect will be confined to the Prime
Minister’'s meeting with Chancellor Kohl (and the Auswartiges
Amt do not, so far as we are aware, know of the existence of
the initiative), we are providing briefing in the form of a
Private Sacretary letter.

I attach the proposed linea to take with the South
Africans on what we might do in response to Mandela's
unconditional release and if the South African Government
established a genuine dialogue with credible black leaders.

The Prime Minister will wish to say to Chancellor EKohl
that you and Sir Robin Renwick have been approached recently
by Rusty Evans of the Foreign Minister’s office, on behalf of
Pik Botha. He was following up P W Botha‘s enguiry to
Dr Leutwiler about a possible id pro o for Mandela's
unconditional release. The Prime Minister might say that in
the light of this wa have been considering a possible formula
for a joint responsa to the South African reguest. The
unconditional release of Mandela should be seen not as an end
in itself but te trigger a negotiation, without preconditions,
to establish a new constitution for South Africa in which all
political parties would bes able to participate, againat the
background of a suspension of violence on all sides.

The Prime Minister may wish to give the Chanceller a copy
of the proposed joint response. She may wish to polnt out to
Chancellor Kohl that the exposure by British banks on bearer
bonde is slight, so that in practice the problem is one on
which the Germans and Swiss will have to lead if a solutien te
it is to be found.

It is possible that the Prime Minister may find
Chancellor Kohl slightly less confident than usual about
rejecting ideas for further sanctions. Pressure is already
building up in the new US Congress, and the wish of the Bush
Administration for as much cooperation as possible with
Congress on foreign poliey issues is widely known. In the
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Eurcpean Community, the French have recently taken a number of
unhelpful initiatives for new restrictive measures. Within
his own government Genscher and the Foreign Ministry remain
wobbly, espacially over non-economic restrictive measures;
they are currently reviewing the options. The Auswartiges

Amt ¢laim that Chancellcor Kohl shares Genscher’s discomfort
at the fact that Germany has taken over from Japan as South
Africa’'s leading trading partner.

The Prime Minister may therefore wish to stress to
Chancellor Kohl how important it is to avoid actionas which
rigsk triggering a new round of international sanctions. It
would be especially counter-productive to impose sanctions
during the implementation pericd for Namibian independence.
The new realism among the Front Line States about the
practical consequences of sanctions is a further reason not to
do s0. The US Administration hold the key. From our talks
with MrBaker it is clear that they share our judgement. We
and the Germans should continue to urge on them the importance
of helding to that view if the prospect of peaceful
settlements in Namibia and Angola are not to be jeopardised,
Gestures such as new non-economic restrictive measures should
be rigorously eschewed,

dﬁ‘nn Ll r
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(R HT Gozney) lf’t
Private Secretary

C D Powell Esq
FPE5/Ho 10 Downing Street
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The Puture of German Agriculture

= T
The paper being prepared by the Treasury, in response
to your letter of Za*Tanuary to Nigel Wicks, on German and
Japanese structural surpluses refers to a recant despatch from
Bonp on the fUTUre Of german agriculture. I enclose the text,
whiT™h the Prime MINISTEr may pe inrercoted to see before her
meeting with Chancellor Kohl. It highlights the structural
inefficiencies of CGerman agriculture, and the extent to which
GoveTrnment policy Slows structural thange.

We would not entirely agree with the despatch's rejection
of nationally-financed Jjncome subsidies as a possible partial
solution to the German problem, and particularly as a means
of E&fUFINg tofitinued CAP reform with reduced costs to the EC
budget and the British taxpaver. WNaticnally fimanced income
support measures need not be excluded, s8¢ long as they were
within a Community framework to ensure that they did not
digstort competition, stimulate production or impose costs on
other member states. We must certainly maintain pressure on
the Garmans on CAP reform, even though they appear willing
to shoulder the lion's share of the coatas of the current regime:
on Commission figures, their 1988 net contribution to the
Community was five times ours.

I am copying this letter to Shirley Stagg (MAFF),
Jonathan Taylor (HMT) and Trevor Woolley (Cabinet Office).

A

{J & Wall)
Privata Secretary

C D Powaell Esg
10 Downing Street
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FOREIGN AND COMMONWEALTH OFFICE DD 19809/9

WESTERN EUROFEAN DEPARTMENT DESPATCH

WRG 141/1 SELECTIVE DISTRIBUTION
FEDERAL RETPUBLIC OF GERMANY
2 JANUARY 1989

THE FUTURE OF GERMAN AGRICULTURE

HER MAJESTY'S AMBASSADOR AT BONN TO THE SECRETARY
O STATE FOR FOREIGN AND COMMONWEALTH AFFAIRS

THE FUTURE ©OF GERMAN AGRICULTL RI
SUMMARY

1. This despatch reviews the prospects for German aQFICUltHrE
against the background of CAP reforms agreed By the Community. Will
structural evolution open the way to German acceptance of a
market-oriented agriculture policy? (paragraphi® 1-2).

: i ; : :
2. German agriculture is gmall-scale and far from CDOsSC- -efficient;
the GCerman farrmer is a tradifionalist not an- El:‘.tI'E}‘II'ET!ELlr {paragraphs
3=06) . — =

1. Economic preseures and cther factors are likely to lead over the
next 10 years to a rapid fall in the number of farms and a
corresponding increase in average E17¢ (paragrapns 7-11).

4, Agriculture in Germany is about more than food production. It
serves soclal cbjectives and is identified with values rooted deep in
the Germaw pEycheé. Preservation of numerocus family farms has a high
politiZal priority (paragraphs 12-14). ~

5. The Echl Government has increased spending dramatically to stave
off a fall in farm incomes. Present level of spending will continue
But no increase is in progpect. Kiechle i=s unable te stem the tide
oY structural change But 15 introducing set-aside, extensification
and ea¥ly retirement schemes. We should BE alért for atTempts to
turn EHtEhEifiLutiun_Prenia intc a long- tern system of income suppnrt
(paragraphs 15-1%9). .
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British Embassy
BONH

2 January 19589

The Rt Hon Sir Geoffrey Howe OC MFP

Secretary of State for Foreign and
Commonwealth Affairs

Foreign and Commonwealth Cffice

London SW1A 2AH

THE FUTURE OF GERAMAMN AGRICULTLURE

Inirodection

1. In his despatch (DD 1985%/302) of 15 July 1985 my predecessor
analysed the reason= for the disproportionate political weight
accorded by the Federal Governrent to farmers. To protect their
interests the EKohl Government had even invoked the Luxembourg
compromise in Brussels, the first cccasion Germany had done so. It
seemed likely that Germany vould centinue to oppose the price
reductions and other measures which we Considered necessary to bring
the CAF under control. It was also predicted that German
agriculture, handicapped by its small Ffarm structure, would continue
to fand 1ife hard in the competitive Community market.

o -

2. The decision of the European Council in February 1388 to subject
CAP expenditure to binding budget discipline, backed by automatic
stabilisers in each™®®ctor, was a watershad in cur reform efforts.
stabTTiE=YE are Iikely to lead to unprecedentedly large cuts in EC
support pricesz and farm incomes. Otfer novel measures, notably
sti-aside, extensificaticon and early retirement, have been introduced
at thé same tiffi€. It is therefore timely to review the situation of
agriculture in this country and to look some way into the future.
The guestion to be answered is vhether German agriculture is likely
to become structurally more like our own, more efficient, less
dependent on High ELC support prices and confeguently better able to
cope with the rigours of a more market-oriented Common Agricultural
Pelicy. If =so, can we loock forvard to any lessening of the Garman

JSGovernment's
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Government's resistance to further reducticns in support to farmers
under the CAP? In what follows 1 an indebted to the knowledge of Mr
Paul Elliott, who will shortly leave the post of First Becretary
(Agriculture) in this Embassy.

A The most inefficient -.'|gr'|:|.1|1ur:l| guclem in Moctheri Europe”

3., This judgement was made in Eoraes' Weekly in a series covering

the Netherlands, France, Denmark TTETT and Belgium as well as the
Federal Republic. There are plenty of signs of structural weakness
in Germany to support it.

4. There are still 681,010 farms cn a smaller agricultural area than

{s occupied by the United Fingdonm's o54,300, giving am-aversge size
of 11??’EEEEE¥EE‘EE_EQHihtt_ﬁﬁér 90 hectarés. *The average dairy herd
4s 15 cows, *ompared with 20 in france, 3¢ in the Netherlands amnd 61
in the UK. Similar differénceés apply ir Bfher sectors. HNearly half
of German farme cccupy under 10 hectares. Many, 41% of the total,

re part-time farms, and the figuree for full-time farms alone are
‘.nre respectaktle. But a further veakness is the small nunber of
really large farms. Under 1% have 100 hectares or WEre aBnd only 6%
hd7e CGVBT 50 hectares. —_—

5., Economies of scale are there for the taking. It is only
necessary to compare North Cermany, with its more favourable
structure, with the South. 1In schleswig-Holstein the average size of
a full-time fEFT 3& Almost double that in Bavapia. Labour intensity
memsured in labour units per fectare is lower by almost two to Gne
and farm income 18 correspondingly higher at DM 50,145 per farm
compared with DM 38,940. It ig instructive also to compare German
and Dutch agriculture, since average farm size is similar, and both
~cuntries have a strong currency and a high standard of living.
There the similarity ceases. The average butch farm of 16.2
hectares, more specialised and with mere intensive liv@stock
production, made a profit of DM 53,404 per worker in 1983/84 compared
Wwikh DM 20,330 in Germany. THEZ® rigires and other analyses suggest
that an increste in the scale of German farming is the key to an
.,imprmrame-ﬁt in incomes and long-term wiability. But it is also a
fact of political life that widespread adoption of Dutch-style
farming methods, with very high livestock numbers on emall farms, is
unacceptable here, primarily for environmental reasons. It is hard,
therefore, tc avoid the conclusion that the average German farm must

acqguire more land.

§. Yet size does not tell the whole story. German farmers argue
that they are handicapped bY higher costs than their neighbours,
partly through what they see ES excessive government regulation of
huilding standards, safety, vaste GISpPS®al, Crop spraying ‘and so on.
There IZ TPOER 1in thig, although it overleoks the fact that producer
prices are alsc higher in Germany and that in some CAses prorits” per
hactare excBed those 1n the UK. A major problem is the high level of
(6¥ten Eelf-inflicted) fixed costs. per 1,000 hectares of arable
land there are 205 tractors and <8 cembines: corresponding figures
for the UK are T2 and 14. Farm dTelTIngs and livestock
accommodation, ‘Sven on Tarms with moderate incomes, are also

Jimposing
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imposing. O©One sees almost no farns which lock run-down. This
reflects a difference of meftality compared «Ith the UK. .JGerman
armers visiting British counterparts return struck by the extent to
thich the latter subject decisicns to the test of profit. They
comment on the British tendency to put up cheap, practical buildings
to house livestock rather than sonething mofé@ attracdtive and
techrnically perfeft, and they are surprised how guickly crop
rotations are varied in response to shifts in market conditions.
They shake theif heads at the way in WHich traditional methods and
long-standing practices are jettiscned; and they themselves are slow
to ewitech to new crops such as Sunflowers. The German farmer is a
traditionalist @and a perfecticnist TioT an entrepreneur.
"Agri-business” is still a dirty werd.

Prospects for Structural Change

7. Structural change ie nothing new to German agriculture. There
are-fiow & third fewer farme than in 1970 while the agricultural area
has declined by only 6%, The result ha¥ been a 50% increase in
average farm size, Farm numbers contracted by over 4% a year in the
mid-1970=s and 2% in the early 1980s, picking up again To 3.8% in
1986-87. The speed of change is determined not only by economic
pressure within agriculture, “hich has pushed up the minimum size for
viable operaticn, but also by external facteors such as the
availability of jobs outside. The typical pattern is for a full-time
farmer whose farm has become unviable to go over to part-time
farming, or for his son to find a job nearby because there is
insufficient work for them both. The farm then continues on a
part-time basis until the next generation leaves agriculture
altogether. Thus from 1986 to 1987 12,000 full-time farme went
part-time, a greater number than went éT?DCtTf'ﬁﬁf_nf production, and
18,000 part-time farms gave up.

8. Several things follew from this process. Firstly it means that
the part-time sector is significant, accounting for 24% of the
workforce, 13% of total faPW Breéa end 0.41 of proguce sold. Most
paTE-TIMEYE are not mere hobby farmers as in the UK. Sécondly while
the proportion of part-time farms has grown - from 35% 1in 1970 to 413
now - their absolute number is falling so resocurces are being freed
for structural improvement. Thirdly falling prices mainly threaten
the weaker full-time farms, since the majority of part-time farms
have satisfactory total incormes of which only a small part (average
DM 5,648 pa) comes from farming.

9. The situation of the 350,000 full-time farms is far less
encouraging and points to rapid contraction ahead, especially since
market prices are more likely to fall than to rise. Annual farm
income (DM 33,771) and annual income per labour unit (DM 25,503) are
hoth stagnating not far above the level of the mid-1970s. In the
same period the comparable wage in outside occupations - a figure the
government is legally bound to publish in its annual Agriculture
Report - has risen by 53%. This parting of the ways is the main
cause of the farmers' bitterness.
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10. The bottom quartile of full-time farms managed a paltry average
income of only DM 6,761 in 1986/87. About a third arE‘TﬁﬂqEE to be
living 6ff capitaly &Vén in the structurally stronger areas of
Schleswig-Holstein and Westphalia one is tcld that arcund a guarter
of the farms are unviable in the longer term. & more reliable
indtearer BT 16hg-Term viability is considered to be a current
cstandard income of over DM 60,000 a year: only cne fifth of German
full-time farms currently reach this level., Others will survive
through amalgamation or acquisition - and one should not
underestimate the tenacity of farmers etruggling to hang on to their
land - but it seems reasonable to expect the number of full=time
farmérs to drop by betwEen a half and a third over 10 years. — This
aceUWEs Eone TUrther Teductien in the level of support provided by
CAP market mechanisms such as intervention, and the continuation of
broadly the present level of direct subsidisation and tax reliefs.
Agriculture Minister Kiechle told me himself that he expected there
to be only 200,000 fulT=time farms by the end of the century, a
figure in Tine with the above prediction.

- ——t

11. Other important indicaters also suggest rapid structural change.
Numbers of persons gtudying agriculture or pursuing similar courses
have fallen dramatically. Moreover the average age of farmers
{ineluding part-timers) is relatively high: one-third are aged 55 or
over. According to a questionnaire i1n~I98% only 45% had a named
succeggor who was definitely going to take over suggesting a high
rate of dropout among part-time farms to complement the fall in
full-tine farme. ©One estimate for Bsvaria ie that the present
234,000 farme (53% part-time) might shrink to 150,000 within 10
years. The feeling acreoss the country is that, barring dramatic

changes in policy, the number of farms is going to fall rapidly.
surviving full-time farme will be larger and better equipped to
compete. Quite how cempetitive they will actually be will partly
depend on their readiness to adept more entrepreneurial attitudes.
Economic pressures and the advent of a younger generation should
bring improvement here.

The Political Respunse

12. Forecasts of a large fall in farn numbers are not music to the
ears of CDU/CSU politicians, whe instinctively want to pteserve
£%isting nunbers of small farmily farms. For them farmers represent
an important repository aI_pﬁnEErvatEve values. In the words of the
late Franz-Josef Strauss: "Independent self-supporting farmers rank
among the most loyal and reliakle partners of our Etate and its
people”. The determination with which the Kohl Government eet out
to defend Germany's small farrm structure - and in particular
championed the family farm against so-called industrial farming -
owed a certain amount to this philoscphy, a great deal to electoral
considerations and much to an only half-rational identification of
the interests of farmers with the wider objectives of rural poliey.

13. Maintenance of a patchwork of srnall and medium-sized family farms
is seen as the only way To safeguard the "hatural baseg of 1life", to
prevent depopulation of the eastern Forders and the uplands,” to
maintain the vItality of rural cormunities and tc preserve a neat,

JSCultivated
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cultivated landscape from the revages of ran and nature. Politicians
and officials are almost obsessive ahout thie. "Your German likes
the country, but he prefers it as the lady thought she would the
noble savage - more dressed", wrote Jercre K Jerome, whose amusing
account of the Gerran pfedilectien for nature tidied up rather than
in the raw in Thiae Wen on the B (1900) 1 recommend.

14, Agriculture in Germany, then, is about more than food

production. It is seen as the guardian of the countryside and 1is
bound up with a way of life and a set of V&lU&S to WHich the urban
population too feels deep attachment, albeit without wishing to adopt
them. This iz one of the main reascns - the other being the
electoral system - why the influence of the farmers on the
Government 's EC and trade policy is more pronounced in this country
than in some other Member States where they are proportionately more
numerous. Policies designed to charge the methods and scale of
agricultural productien are seen as a threat to rural life per se and
to an important element of German culture,

15. Kiechle responded initially to farmers' income problems by
pumping in more money while fighting a damage limitation action in
Brussels. For several years it seemed as if no month - and certainly
no Land election = went by witheut the announcement of a new federal
subsidy. #&rom 1983 to 1987 the federal agriculture budget rose by a
third to DM 7.1 billjon, compared vith a rise of 6% for the federal
budget as & whele. The figures take no account of tax reliefs such
a5 the VAT-based subsidy introducsd in 1984, worth DM 2.7 billion a
yvear in tax revenues foregone since then. The 1988 budget figure went
up again to DM 8.6 billicn. gMost of the extra since 1983 has gone to
increased spending on the farm social security system (up by DM 1.3
billion to DM 4.8 billion), “incore subsintes im Less Favoured Areas
(up by DM 380 million) and milK Dlutgoers' schemes (DM 356 million) .
The Lander are alsc spending rore. The result of this massive effort
i= that one third of the income of all full-time farms now comes
directly from the 5tate:; and while lncones have scabilised instead of
falling ®E 1n the UK, they are still vay below the level of the
comparable industrial wage. The GOVETNment consigers thid

po iEally and socially unacceptable in the long run. Meanwhile the
Finance Minister has made clear that the bottom of the barrel has
been reached and that there is no rnev money available to try to turn
back the tide of structural change. Ideas such as Franz-Josef
Strauss' proposal for a basic State wage for all farmers in
recognition of their non-agricultural eprvices to society, ATE now
Seen as non-starters.

16. Some national money is available to fund three new EC schemes for
which Kiechle can claim part of the credit: set-aside,
extensification and early retirement. HKiechle insists that the prime
cbjective of all three is the same - to reduce production. This
sguares with his long-term aim of dealing with surpluses by dirigiste

JMeasures
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measures such as guotas on the one hand, and voluntary incentives for
non-proeduction on the other. But the structural effects are likely
to be more interesting, since no one except the Agriculture Ministry
really believes that the effect on production is likely to be enough
even to offset the effects of year-on-year increases in productivity.

17. Under the early retirement scheme a farmer who has reached the
age of 58 and undertakes to give up production altogether can apply
for payFent of the pensionm due normally at 65, together with a
payment 6F between DM 150 and DM 600 per hectare of land taken out of
production. AltErmativery land can be let or sold. The Finance
MinTEFfEr has cut the scheme back, another indication of declining
Government readine®€ to spendever-increasing sums on the farmers.
The talk is now of 27,000 farmers and 165,000 hectares taken out of
production, :umpareﬁ-ﬁith much larger figures earlier. The scheme
could nevertheless give a useful push to structural change if much of
the land is immediately sold or let to other farmers. If the farmer
disposes of the land only when he is &5, the potential benefits to
other farrmers seeking to expand will be delayed. It is too early to
see what pattern will develop.

18. We too have supported and adopted set-aside. We see 1t partly as
a cushion for farmers who would Tind it hard to cope with falling

sUu Tt prices. Oné erfery may be to retard structufal improvement,
LaTdGwneérs who would otherwise have let or sold land may be tempted
to opt instead for the premia offered under the scheme. These are
attractive in Germany, ranging from DM 500 to DM 1,440 per hectarea.
The size of the premia may cause land rental prices, currently
averaging DM 471/hectare for arable land, tc rise and this too will
make it harder for profitable farms to expand., Again it 1s too early
to say what will happen, but it seems that set-agide is proving more
attractive in the already better structured northern parts of the
country, while in the south and the less favoured areas there is more
interest in extensification. It is not coincidental that this is in
line with the wishes of the socuthern Lander governments, which are
concerned that set-aside may be bad for the appearance of the
countryside and thus for tourism.

19. Whatever the reasons for this differential uptake of the two
schemes, the structural effects are unlikely to reverse the contrast
between those areas, mainly in the north, where farming is by German
standards large-scale, and most of the south and less favoured areas
where part-time farming and/or dependence on direct subsidies are
increasingly the rule. Areas such as Schleswig-Holstein where
farming most resembles the UK pattern will continue to draw ahead in
farm size and ability to stand on their own feet. Extensification in
the south and lese favoured areas, on the other hand, could render
some farms viable without stepping up production, perhaps by
switching to organic farming. Developments of this kind are welcome
but we need to watch for any tendency to convert the present
extensification =cheme, which is designed to assist the process of
conversion, inte a leong-term vehicle for paying unviable farms income
gubsidies frem EC funds,

20. Kiechle's attitude to structural change has altered in the last
g

Jtwo years
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two years, in the face of the losing battle in Brussels and the
unavailability of additional national finance at home. Where once he
talked of preserving as many small and medium-sized family farms as
possible, Wwe-riow preaches increased efficiency. In May 1987 he
admitted: "In the long run there is no agricultural policy which can
turn inefficiency into prosperity". He has evidently decided that
major structural change is ipevitable but wishes to slow it down to
make it, as he would say, socially and politically bearable. *His
strategy now is to concentrate resources more on family farms, and to
prevent their displacement by burgeoning agri-business. If the bulk
of the 200,000 full-time farme which he expects to exist at the end
of the cefntury weré family farms he would probably consider he had
achieved as much ad anycne could.

e ———— T ——— B TS

21. His latest measure aims towards that result. Described as a
socio-structural income compensation scheme,~ it redistributes DM 1.1
billion a year saved by the 2% reduction, required under the
Community's decisions, in the VAT-based subsidy introduced in 1984.
It consists of a bBatic payment of DH 1,000 per farm per year plus DM
90 for each hectare over 10 up to a maximom of DI 8,000. “Any farm
With over 120 coys, 200 breeding sows or eguivalent numbers of other
livestock will receive no subsidy at all. Such farms are now also to
have restrictions on new bBuildings. Comparatively few farms will be
affected by the ceilf{fg, and the majority will have considerable
scope for growth without lesing subsidy! but the Government 1s giving
notice that growth beyond certain limits is socially undesirable.

22, Other reasures too have discriminmated against the larger farmer.
When milk guotas were introduced the cutback imposed on the smallest
producers was 2% but 12% on many large producers. FRebates payable

from 1986 on farm social security contributions were weighted in
favour of the smaller farmers, and the Government has pressed in
Brussels - with some success - for measures such as the exemption of
small cereals farmers from coresponsibility lewvy.

Linder Programmes

23, Most Lander governments are at least as keen as the Federal
Agriculture Minister to preserve family farms and, since they do not
have direct experience of Tegotiations in the EC, their perception of
the need for change is limited. It is as well, therefore, that most
of their expenditure on agriculture is only semi-autonomous under the
nationwide Programme for the Improvement of Agricultural Structure
and Coastal Protection, of which the federal authorities fund 60%
{out of a total of DM 2.4 billion in 1988). The main cbhject is the
improvement of rural infrastructure but payments to less favoured
areas, income subsidies under another name, take up 30% of the

total. A number of Lander have introduced other measures to bolster
the incomes of farmers in difficulty. These tend to conserve
existing structures rather than to promote efficiency. For example
Lower Saxony has spent DM 100 million on a once-off scheme to
purchase land from highly indebted farmers, which was mostly let back
to them. Aids for diversification and help with the intreduction of
new crops - such as Schlesyig-Holstein's 20% grant towards the
purchase of flax harvesting machines - are more far-sighted.

J24.
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24. Encouragement for farmers to switch to part-time activity is
mainly non-financial. The advisory services play an ilmportant role,
Advice is provided free in the southern Lander. Bavaria alone has an
extension force of 2,120, costing over DM 400 million a year. It is
also an important aim of federal and Lander regicnal pelicy to
provide employment in rural areas, both to maintain the viability of
rural communities and to make it easier for farmers to carry on
part-time. 1In Hesse, for example, the great majority of farms within
easy reach of Frankfurt are part-time. But the problem is greater
away from the major towns. Germans are beginning to recognise, later
than we did, that rural areas must become more diversified. Your
call for ploughshares to become golf clubs ought to arouse an echo in
a country where the market for golf courses is not yet saturated.

Agriculiure and the Environment

25. Proliferating environmental measures reflect a genuine public
concern fST nature censervation and environmental protection and alsoc
the ®E=TPE ©F the Larder to De Seen to support thelr farmers.

Several Laridér have combined their agriculture and environment
Ministries. Most schemes are similar to those in the Environmentally
Sensitive Areas of the UK. Farmers are paid not to drain wetlands,
plough grasslands, use fertiliser or machinery on the land at certain
times of the year, spray round the margins of fields (to encourage
wild flowers), destroy traditional orchards and sc on. Rules on the
storage and disposal of manure and effluents have been tightened up,
and three Lander have set tight limits on the spreading of animal
waste on the land.

26. Environmentalist pressure on agriculture is bound to go on
increasing. There is scant public tolerance for practices which
pellute water supplies and destroy natural flora and fauna to produce
more surplus food. The animal welfare lobby is not as militant as in
the UK but 1 would expect increasing protest against the widespread
practice of keeping cattle chained up indoors all year, often without
straw to lie on. The effect of this pressure, however desirable the
rasults in their own right, may be to hamper farmers' efforts to
reduce costs and improve efficiency. 1I1f the federal or LAnder
governments insist on going further than the rest of the Community,
German farmers will be even less competitive and even more dependent
on Government compensaticn and subsidies.

Conclusions and Policy Implications

27. Until recently the stock response of German politicians and
officials to our arguments for a more _market-oriented CAP was that
such a polifywight HE Teasonable under UK conditions but was not
tolefSBI& ToFr GErmany's small farmers. They urged patience: growth
in job opportunities outside farming, together with the ageing of the
farm population, would solve the structural problem in 10 years or
s0. Meanwhile it would be wrong to try to speed things up by putting
a sgueeze on farm incomes.

28, The fact that the sgueeze is now occurring - increasingly as
stabilisers bite - represents a substantial victory for our policy of

—
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meeting German opposition to price cuts head-cn and urging the EC
Commission to do likewise. As I have described, German agriculture
can expect rapid structural change, with full-time farms perhaps
halving in number over 5 to 10 years and becoming larger on average,
as only the more cost-efficient survive. Concentration will speed up
if there is agreement in the Uruguay Reund on faster reductions in
community price support, or if the green money system were abolished
in the run up to 19%2, allowing Mark revaluations to trigger
automatic price cuts. But the latter locks most unlikely. I cannot
sea any Federal Government accepting an outcome which seemed to
impose greater sacrifices on German than other EC farmers.

20. When I talk to Kiechle he acknowledges some economic virtue in
structural change. But he has not suddenly been converted to liberal
agricultiral policies. He remains as determined as ever Lo conserve
what he can of the pattern of family farms throughout Germany. This
deEire is shared to some extent by the entire political establishment
including the Lander and the Federal Chancellor. With the
combination of measures which I have described they will almeost
certainly succeed in preserving in the medium-term a very large
number of family farms. Many will be small and part-time and their
continued existence long-term will largely depend on social attitudes
in the younger generation. But there will still be a substantial
number of full-time farme dependent largely on subsidies. The more
the numbere contract, the more concerned the authorities will be to

preserve those which remain.

30. At the other end of the scale the Government seem determined to
prevent the growth of very large farms or what it regards as undue
concentrations of livestock. But the limits it envisages will leave
plenty of room for the majority of remaining full-time farms to grow
substantially. There is thus likely to be more polarisation between
the large full-time farms, which will eimply have to try to become as
cost-gfficient as their Dutch and British counterparts, and a large
number of small, largely part-time farms dependent on outside income
and State assistance. While in German industry the growing
Morth-Scuth divide inveolves a SRift of prosperity southwards, in
agricUlture it will be mainly farms in the EprEE&fﬁ“LﬁﬁﬂEr that are
ifMterRationally competitive compared with greater Scuthern reliance
on Bubsidies. A similar accentuaticn of contrasts may also come
abisut within each region. This will give rise to pressures for
action to ensure that at least some farming is carried on everywhere
and that remoter areas are not depopulated.

31. In sum, therefore, even if one section of German agriculture
becomes better able to gtand on its owpn feet, there is still
likely to B8 a substantial element which is uneconomic and which
Government suppdSFt§ Yor Eocial reasons. The level and extent of
depEfidence on subsidy may rise if strict environmental controls

on agricultural practices are introduced. For us it may be
tempting to conclude that all this is acceptable provided the
G&Emans carry the financial burden. This might be the best outcome
provided that major distortions of competition could be avoided.
The drawback is that the Burden would be a heavy one and
successive German governments could be témpEed to vress for higher

= — s =
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*  CAP prices as an alternative means of raising farm income. 1
do not therefore think that it would be profitable to encourage
the Germans to seek a special national solution to their
agricultural problems in return for their support for more
market-oriented policies on the Community level.

32. Even if that support were forthcoming, it would be half-
hearted. Kiechle's view of the long-term direction of the CAP
differs fundamentally from the United Kingdom*s., The British
aim I8 to exploit free market forces to maximise the efficient
use of economic resources in agriculture. <Serman agricultural
policy objectives, as I have described, are conceived primarily
in terms of social policy. Even so, the two governments can
agree on the need to bring supply and demand back towards a
better balance. We can agree on some of the measures, including
gset-agide and milk gquotas, needed to achieve this. But, if
production was one day brought down to the level of domestic
demand, Kiechie or his successors would almost certainly want
to raise CAP support prices again, keeping the 1id on
production by gquotas,; set-aside and other interventionist
measures. The UK would regard it as an ideal opportunity to
iet market forces determine prices and production patterns.

33. To answer the guestion which I posed at the start of this
despatch, I would exXpect in ten years' time to hear less special
pleading from the Germans about the problems caused by their
poor farm structure. Agriculture will be in better shape

even though they will still have several times the number of
farms in the UK. But I would not expect them to become much
easler negotiating partners in the meantime and perhapg not even
then. German agricultural policy has been protectionist for

n;i;}i_ili;lhlﬁ,ﬂﬂﬂiurxa This instincE 1% unlikely E6 Thange

a¥ 1ong as there is a_significant part which éontinues ¥o depend
on public support. As a result, progress in the Community and
thé GATT towards a more liberal agricultural system is likely

to Mean overriding German arguments that we want to go too far,
too fast, or both. I see no realistic alternative to our present
course of keeping the Germans under pressure on the broad
direction of policy while co-operating as far as possible over
the details.

34. I am sending copies of this despatch to HM Representatives
at EC poste, Canberra, Ottawa, Washington and Wellington; the
Consuls-General in the Federal Republic; the Chancellor of the
Exchequer, the Minister of Agriculture, Fisheries and Food,

the Secretaries of State for Morthern Ireland, Scotland and Wales;
and the Cabinet Office.

I am,; 5ir,
Yours faithfully

/’k—l‘/’?ﬂlﬁ CL«,X%

C L G Mallaby
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MIPT: ANGLO-GERMAM SUMMIT: HANDLING OF ISSLES

SUMMARY

1. GOCD OPPORTUNITY TO PRESS KOHL PRIVATELY ON SHF MODERNISATION, TO
URGE HIM TO STRESS THE NEED FOR REALISM ABOUT GORBACHEV'S CHANCES,
AND TO UNDERLINE THE IMPORTAMCE OF WMILITARY TRAINING IN THE FRG IF
OUR COMMITMENT TO FORWARD DEFENCE IS TO REMAIN CREDIBIE.
B s

2. EASTERN EUROFE AND SOUTH AFRICA WORTH MENTION.

3. KOHL MIGHT BE ENCOURAGED TO PRESS FORWARD WITH DEREGULATION OF
THE GERMAN ECONOMY. THERE ARE DIFFERENCES OF APPROACH ON A NUMBER OF
EC ISSUES, BUT COMMON GROUND IN OPPOSITION TD FORTREES EUROPE.

4, A CHANCE TO POINT IN PUBLIC TO THE STRENGTHS OF THE BILATERAL
RELATIONSHIP.

DETAIL

OUR INTEREST IN PUBLIC HARMONY AT THIS SUMMIT NEED NOT STAND IN
HE WAY OF FRANKNESS IN PRIVATE. WITH IMPORTANT DECISIONS TO BE
TAKEN IN DEFENCE AND COMMUNITY MATTERS LATER THIS YEAR, THE SUMMIT
15 WELL TIMED. GIVEN HIS DIFFICULTIES, KOHL'S MANMER MAY BE
TRUCULENT.

SNF MODERNISATION

6. MY TELND 188 REPORTS SECRETARY BAKER'S TALKS WITH KOHL YESTERDAY.
THE COALITION HAS REACHED NO DECISION YET. KOHL HAS RECENTLY WOBBLED
AND GIVEN THE IMPRESSION OF WANTING TO DELAY DECISIONS UNTIL
'1991“?2. BUT TELTSCHIK, SPEAKING AFTER BAKER SAW KOHL, CLAIMED TO ME
THAT KOHL STILL HOPED FOR A MNATO DECISION IN PRINCIPLE ON
MODERNISATION IN THE COMPREHENSIVE CONCEPT IN MAY. GENSCHER AND
LAMBSDORFF WANT NO MODERNISATION DECISION UNTIL 1991-92. ALL THE
MINISTERS CONCERNED WITH THE SUBJECT WANT A MOVE ON SNF NEGOTIATION
TO BE INCORPORATED INTO THE COMPREHENSIVE CONCEPT. QOFINION POLLS
SHOW A LARGE MAJORITY AGAINST MODERNISATION. TELTSCHIK IS NOW

FAGE 1
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PESSIMISTIC ABOUT KOHL GETTING HIS WAY. UNLESS THE US ADMINISTRATION
EXERT STRONG AND CONTINUOUS PRESSURE, AND GOODD ARGUMENTS, FOR A
MODERNISATION DECISION IN 1989, GENSCHER LOOKS INCREASINGLY LIKELY
TGO WIN THE ARGUMENT HERE.

T. BUT SINCE THE OUTCOME IS NOT YET DECIDED, 1 RECOMMEND THAT THE
FPRIME MINISTER SHOULD EXPLAIN ONCE AGAIN WHY IT IS IMPORTANT FOR
NATO TO TAKE A DECISION OF PRINCIPLE THIS YEAR AND WHY ARMS CONTROL
NEGOTIATIONS ARE NOT IN MNATD'S INTERESTS. MRS THATCHER COULD SAY
THAT NOTHING HAS MADE A WODERNISATION DECISION LESS DESIRABLE SINCE
KOHL TOLD HER IN RHODES THAT HE FAVOURED ONE THIS YEAR: AND THAT
FAILURE TO TAKE THE DECISION WOULD BE A SIGN OF WESTERN WEAKNESS. IT
IS TIME TO PIN KOHL DOWN ON HIS REAL AIM AND WHAT HE THINKS HE CAN
DELIVER WHEN AND ON WHAT TERMS. 1 WOULD WOT EXCLUDE HIS WANTING TO .
LEAVE THE FINAL DECISION ON MODERNISATION TO THE SUMMIT ITSELF, WITH
ALL THE RISKS THAT IT WOULD ENTAIL FOR THE SUCCESS OF THAT MEETING.

B. AT THE PRESS CONFERENCE, 1 THINK KOHL WOULD BE GLAD TO GIVE A
CLEAR DECLARATION OF THE FEDERAL REPUBLIC'S SOLIDARITY WITH THE
WEST. JOURNALISTS WILL PROBE HARD FOR DIFFERENCES ON SNF. AGREEMENT
ON A COMMON LINE BEFOREHAND WILL BE IMPORTANT. I SUGGEST THAT IT
SHOULD CENTRE ON THE AGREED NATO POSITION THAT COMPREHENSIVE
CONCEPT SHOULD BE APPROVED THIS SUMMER AND THAT NATO'S NUCLEAR AND
CONVENTIONAL FORCES WILL BE KEPT UP-TO=-DATE WHERE NECESSARY.

GORBACHEY AND THE CLIMATE IN THE FRG FOR DEFENCE ACTIVITY

. KOHL WILL NOT YET HAVE TURNED WIS MIND TO DETAILED ARRANGEMENTS
FOR GORBACHEV'S STATE VISIT HERE IN JUNE. OFFICIALS ARE BEING CAGEY
ABOUT THE LIKELY CONTENTS OF THE CECLARATION TO BE ISSUED BY THE TWO
rEDVERHHENTE. MEANWHILE PUBLIC ENTHUSIASM FOR GORBACHEY REMAINS
INTENSE. MINISTERS ARE SENSITIVE TO0 THE CHARGE THAT POPULAR ‘.
ENTHUSIASHM FOR GORBACHEV AND OPPOSITION TO THE INCONVENIENCE OF
MILITARY TRAINING ARE SYMPTOMS OF UNRELIABILITY. THEY POINT, AS
EVIDENCE OF FIRMNESS, TO THE RECENT CONFIRMATION OF THE DECISION TO
EXTEND NATIONAL SERVICE FROM 15 TO 1B MONTHS STARTINE THIS SUMMER.
GIVEN KDHL'S WORRIES ABOUT THE FRG'S STANDING IN THE WEST, THIS
SHOULD BE A GOOD MOMENT TO URGE HIM TO EXERT LEADERSHIP IN THE
PUBLIC DEBATE BY STRESSING REALISM ABOUT GORBACHEV'S CHANCES AND THE
CONTIMUED MEED FOR UP=TO-DATE DEFEMCES. ONE SIGN THAT THIS MESSAGE
MAY BE SINKING IN WAS A SPEECH BY GENSCHER ON 10 FEBRLARY, WHICH
INCLUDED A PASSAGE ASSURING THE BUNDESWEHR OF ITS CONTINUED
IMPORTANCE AND THE POLITICIANS' SUPPORT. KOHL IS NEVERTHELESS BEHIND
SCHOLZ IN PUSHING FOR A REDUCTION IN LOW FLYING OVER THE FRG. I
SUGGEST THAT THE PRIME MINISTER SHOULD MAKE A GENMERAL POINT: THE
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UK'S COMMITMENT TO FORWARD DEFEMCE AND THE NEED FOR TRAINING IN THE
FRG IF THAT COMMITMENT IS TO REMAIN CREDIBLE.

10. KOHL WILL BE INTERESTED IN BRITISH VIEWS ON EASTERN EUROPE.
ESPECIALLY POLAND WHICH HE VISITS IN MAY, HE WILL BE CONCERNED THAT
THE PACE OF THE CHANGE IN THE AREA, THOUGH YERY WELCOME, COULD
ACCELERATE TO THE POINT OF SERIOUS INSTABILITY.

SOUTH AFRICA

11. THERE HAYE BEEN 5IGNS OF AUSWAERTIGES AMT OFFICIALS WOBBLING
AGAIN ON SANCTIONS. KOHL IS FIRM. THE PRIME MINISTER COULD EXCHANGE
VIEWS WITH HIM PRIVATELY, AND URGE THAT THE FRG SHOULD REMAIN STEADY
IN OPPOSING SANCTIONS.

ECONCMIC ISSUES

12. THE GERMAN ECONOMY GREW BY 3.4 PER CENT LAST YEAR. KOHL IS
PROUD OF THIS. HE SEES THE FEDERAL REPUBLIC'S TRADE SURPLUS (DM 128
BILLION IN 1988B) AS A SUCCESS RATHER THAN A THREAT TO THE STABILITY
OF THE WORLD ECONOMY. GERMAN DOMESTIC ECONOMIC MANAGEMENT PUTS
EMPHASIS ON KEEPING INFLATION VERY LOW. DEREGULATION,
LIBERALISATION AND REDUCTION OF SUBSIDIES ALL FAR FROM BEING
PRIORITIES. I DO NOT EUGGEST THE FRIME MINISTER SPENDS LONG ON THIS
COMPLEX OF ISSUES BUT IT WOULD BE USEFUL TD URGE KOHL NOT TO ALLOW
VESTED INTERESTS IN THE FEDERAL REPUBLIC TO BLOCK THE LIBERALISING
IMPETUS OF 1992, ESPECIALLY IN THE SERVICE SECTOR, AND TO ENCOURAGE
HIM TO ACT MORE VIGOROUSLY TO DEREGULATE THE GERMAM ECONOMY.

13. ON EC ISSUES, I SUGGEST THE PRIME MINISTER FOCUS ON TAX
HARMONISATION, THE SOCIAL DIMENSION, MONETARY CO-OPERATION, FRONTIER
CONTROLS AND EXTERNAL TRADE, ON ALL OF WHICH THERE ARE SIGNIFICANT
DIFFERENCES OF APPROACH: J

(A) THE GERMANS HAVE GOT IN A MUDDLE OVER THE WITHHOLDING TAX. FOR
STOLTENBERG, WHO LAST YEAR INTRODUCED A (WIDELY CONDEMNED) 10 PER
CENT TAX ON SAVINGS, JUSTIFYING IT HAS BECOME A MATTER OF FACE.
MONEY HAS LEFT THE FEDERAL REPUBLIC FOR LUXEMBOURG. RATHER THAN
ADMIT ERROR, THE FEDERAL GOVERNMENT HAS BACKED THE COMMISSION'S
PROFOSAL, ARGUING ONLY ABOUT THE LEVEL OF THE TAX.

{B8) ON VAT HARMONISATION, THE GERMANS HAVE FOUND IT EASY TO BACK THE
COMMISSION'S PROPOSAL. THEY ARE NOT FUNDAMENTALLY OPPOSED TO THE UK
MARKET APPROACH, BUT ARE INDIFFERENT AND SCEPTICAL.

(C) GERMAN ATTITUDES TO THE SOCIAL DIMENSION, WHICH REMAIN LARGELY

PAGE 5
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UNFORMED BEYOND THE LEVEL OF RHETORIC,. ARE HARDER TO PIN DOWN. THE
CODU HAVE A STRONG PATERNALIST TRADITION AND KOHL INSTINCTIVELY WANTS
TO BE SEEN TO BE LOOKING AFTER THE WORKER, AS WELL AS PROTECTING
GERMAN METHODS OF WORKER CONSULTATION WHICH HAVE MULTI=PARTY
SUPPCRT. AFTER THE BERLIMN ELECTION, KOHL WILL BE ALL THE KEENER NOT
TO EXPOSE A& FLANK TO THE E5PD. GERMANE LDDE SURFRISED BUT TAKE THE
FOINT WHEN OME SAYS THAT MANY COMMUNITY COUNTRIES COULD WOT COMPETE
IN THE SINGLE MARKET IF OBLIGED TO ACCEPT GERMANY'S HIGH SOCIAL
SECURITY AND OTHER BENEFITS. IT WILL NOT BE EASY TO PERSUADE KOHL
THAT 1T FOLLOWS THAT THE COMMUNITY SHOULD KEEP 0UT OF THIS AREA, BUT
HE SHOULD BE SYMPATHETIC TO0 AN APPROACH WHICH CONTAINED GENUINE
OPTIONS FOR MEMBER STATES.

(D) ON MONETARY COOPERATION, IT 15 UNLIKELY THAT KOHL HAS YET FORMED .
VIEWS. HIS INSTINCT WILL BE TO WANT TO SEE ''PROGRESS'' TOWARDS EMU

AND FOR FRANKFURT TO BE THE CENTRE OF IT. HE WILL BE AWARE DOF THE
MISGIVINGS OF THE GERMAN FINANCIAL COMMUNITY. HE WILL NOT BE

INFLUENCED BY ARGUMENTS RELATING TO SOVEREIGNTY, THOUGH HE WILL BE

ONLY TOO AWARE OF THE DOMESTIC SENSITIVITY OF BUNDESBANK

INDEPENDENCE. HE IS ALSO LIKELY TO BE IMPRESSED BY THE RISKS THAT

COULD ARISE FOR THE DM OF TAKING ON RESPONSIBILITY WITHOUT POWER IN

EMU AND TRANSITION TO IT.

(EY ON FRONTIER COMTROLS, THE GERMANS ARE SATISFIED WITH THE
PROGRESS BEING MADE WITHIN THE SCHENGEN GROUP OF COUNTRIES. ALTHOUGH
THE MINISTRY OF THE INTERIOR INCREASINGLY RECOGNISES THE
DIFFICULTIES WHICH COMPLETE FRONTIER ABOLITION WOULD ENTAIL, KOHL IS
CETERMINED 7O REACH AGREEMENT ON A COMMITMENT TO ABOLISH IN THE
COURSE OF 1990 INTERNAL FRONTIERS BETWEEM THE SCHENGEN SIGNATORIES.
KOHL CONTINUES TD SEE HIS PROPOSAL (NOT FULLY THOUGHT THROUGH) FOR A
EURO=FEI A5 THE AMSWER TO SECURITY OBJECTIONS TO LIFTING THE BORDER
CONTROLS IN THE EC AS A WHOLE. THIS IS AM OPPORTUNITY TO PROBE HIS
THINEING IN AN AREA WHERE THE UNDERLYING OBJECTIVES OF THE TWO
GOVERNMENTS, AS REGARDS THE IMPORTANCE BOTH ATTACH TO THE
PRESERVATION OF LAW AND ORDER, ARE IN FACT VERY SIMILAR.

(F} ON EXTERNAL TRADE ISSUES, KOHL, BY GENUINE CONVICTION, IS ON THE
RIGHT SIDE. HE MAY NEED DISABUSING OF THE NOTION THAT THE EC DID
ENOUGH FOR THE TIME BEING ON AGRICULTURE AT THE BRUSSELS EUROPEAN
COUNCIL, AND CONVINCING OF THE LIKELIHOOD DF SEVERE AND SELECTIVE
AMERICAN RETALIATION AGAINST INDIVIDUAL COUNTRIES IF THE COMMUNITY
CONTINUES 70 DRAG ITS FEET OVER THE PUNTA DEL ESTE UNDERTAKINGS. THE
PRIME MINISTER COULD POINT OUT THE ILLOGICALITY OF ALLOWING
INDUSTRIAL EXPORTS,. ON WHICH THE FRG DEPENDS FOR ITS LIVELIHOOD, TO
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BE THREATEWED BY DETERMIMATION TO PROTECT THE SMALL,. HEAVILY
SUBSIDISED AGRICULTURAL SECTOR.

14. A GOOD POINT OF AGREEMENT TO PLAY UP AT THE PRESS CONFERENMCE
WOULD BE JOINT ANGLD GERMAN OPPOSITION TO FORTRESS EUROPE.

BILATERAL RELATIONS.

15. EXCEPT FOR THE POINTS MENTIONED ABOVE, THESE DO NOT NEED
DISCUSSION, THOUGH THE PRIME MINISTER WILL PRESUMABLY WANT TO FIND A
DATE FOR HEE SPRING VISIT TD KOHL'S HOME. SOME POQINTS COULD BE
MENTIONED AT THE PRESS CONFERENCE AS EVIDEMNCE OF THE IMPDRTNCE OF
THE RELATIONSHIP. THESE INCLUDE THE IMPORTANCE OF BILATERAL DEFENCE
COOPERATION AS DEMONSTRATED BY THE RECENT JOINT STUDY: THE 40TH
KOENIGSWINTER CONFERENCE IN THE UK IN MARCH 1990 (WELL TIMED TO BE
MADE TO COINCIDE WITH MNEXT YEAR'S SUMMIT): THE &40TH BIRTHDAY THIS
YEAR OF THE ANGLO-GERMAN ASSOCIATION (DEUTSCH=-ENGLISCHE
GESELLSCHAFT): AND THE ADDITIONAL MONEY FOR BRITISH COUNCIL
SPONSORED SCIENCE AND TECHNCLOGY EXCHANGES. THE BRIEFING CONTAINS
OTHER EXAMPLES.
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ANGLO-GERMAN SUMMIT: THE GERMAN BACKGROUND

SUMMARY

1. KOHL FACES A TEST OF LEADERSHIP. HE KNOWS HE HAS TO REASSURE HIS
ALLIES ABOUT MIS, AND HIS CUUNTRY'S, RELIABILITY. BUT THE BERLIN
ELECTIONS HAVE MADE THE DOMESTIC CONTEXT FOR THIS MORE DIFFICULT. HE
NEEDS TO LOOK GO0OD PUBLITLY AT THE SUMMIT AND IT IS IN OUR INTEREST
T0 HELP HIN DO S50.

DETAIL
2. KOHL, DESPITE HIS STEADY PERSONALITY AND THICK SKIN, MUST BE
WORRIED ABOUT HIS PREDICAMENT ON THE INTERNATIONAL AND DOMESTIC
FRONTS. IN FOREIGN POLICY, HIS STOCK-IN=TRADE FEATURES FIRM
SOLIDARITY WITH NATO AND THE COMMUNITY. SO HE WILL BE CONCERNED AT
THE WIDESPREAD DOUBTS THAT HAVE GROWN AGAIN IN THE WEST ABOUT THE
FEEEELL_REFUELIE 5 RELIABILITY. AND HE WILL BE VERY CONSCIOUS 0F THE
DISTRUST OF GENSCHER. HE KNOWS THAT A4 DECISIVE STAND BY HIM ON SNF
MODERNISATION WOULD DO MUCH TO RESTORE ALLIED CONFIDENCE. BUY THAT
WOULD INVOLVE A DOMESTIC PRICE IN THE FORM OF A COALITION SHOW-DOWN
AT A DIFFICULT TIME. AND KOHL PRIZES COALITION CONSENSUS ABOVE
RISK-TAKING. e

3. THE BERLIN ELECTION DN 29 JANUARY WAS A DISASTER FOR THE CDU, FOR
WHICH IT WAS WHOQLLY UNPREFARED AND WHICH HAS UHBEEEEFED 1TSS - AND
THE WHOLE COALITION'S = SELF-CONFIDENCE. IT HAS ALS0 CAUSED SOME
DOUBTS ABOUT THE PREVAILING ASSUMPTION THAT THE PRESENT COALITION
WOULD CONTINUE AFTER THE GENERAL ELECTION IN DECEMBER 1990. IN THE
LATEST NATIONAL OPIMNION POLL, THE COALITION PARTIES FELL SHORT OF AN
OVERALL MAJORITY AND THE SPD PLUS GREENS JUST ATTAINED ONE. KOHL HAS
SAID, NOT UNMATURALLY, THAT THIS I5 THE KIND OF DIP THAT GOVERNMENTS
OFTEN FACE MID-WAY HETHEEH_ELEEIIQHE. OBJECTIVELY, HE HAS A GOOD
CASE. THE ECONOMY CONTINUES TO DO WELL. CURRENT PUBLIC

\uE
DISSATISFACTION IS CAUSED MAINLY BY PROELEMS THAT CAN BE OVERCOME OR
THAT VOTERS WILL FORGET OR GET USED TO: THE HIGHER CONSUMER TAXES }

AND HEALTH CARE CHARGES THAT HAVE JUST COME IN, CONCERN ABOUT THE

FAGE 1 :
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HOUSING PROBLEMS AND COMPETITION FOR JOBS CAUSED BY THE OVER 200,000
IMMIGRANTS OF GERMAN STOCK FRDOM EASTERN EUROPE IN 1988, AND THE
GOVERNMENT'S EVASIVENESS ABOUT THE INVOLVEMENT OF GERMAN FIRMS IN
THE CHEMICAL WEAPONS PLANT IN LIBYA.

4. BUT KOHL ALSO HAS A MAJOR DIFFICULTY THAT HAS HANDICAPFED HIS
COALITION SINCE THE START: CHRONIC LACK OF COORDINATION AND REFPEATED
INEFFECTIVENESS IN SELLING TO THE PUBLIC THE GENUINE BEMEFITE OF THE
GOVERNMENT'S POLICIES. AND THE OUTCOME OF THE BERLIN ELECTION IS
CAUSING ADDITIONAL STRAINS IN THE COALITION. THE CDU/CSU IS5 DEBATING
WHETHER TO MOVE TO THE RIGHT TO HEAD OFF THE CHALLENGE FROM THE FAR
RIGHT REPUBLICAN PARTY. THE FDP, WHICH WAS EJECTED FROM THE BERLIN
HOUSE OF REPRESENTATIVES, MAY BE TEMPTED TO S5EEK PUBLICITY AND
PROFILE BY PLAYING UP MATTERS ON WHICH IT DIFFERS FROM THE CDU/CSU
COALITION PARTNER.

. THINGS MAY GET BETTER FOR KOHL AFTER A TIME, PARTICULARLY WITH
INCOME TAX REDUCTIONS COMING INTO EFFECT IN JANUARY 19%0. BUT RIGHT
NOW HE FACES THE STIFFEST TEST OF HIS LEADERSHIP SINCE HE BECAME
CHANCELLOR.

6. ONE REASON WHY FRANKFURT WAS CHOSEN FOR THE SUMMIT IS THAT THE
CDU MAYOR COULD BENEFIT IN THE COMMUNAL ELECTIONS ON 12 MARCH.
BECAUSE OF BERLIN, MORE NOW RIDES ON THE OUTCDME THAN FORMERLY. THE
MAYOR = WHO WILL ACCOMPANY THE PRIME MINISTER ON HER WALKABOUT ON 20
FEBRUARY = MAY WELL LOSE.

7. AGAINST THE BACKGROUND OF HIS DOMESTIC DIFFICULTIES, KOHL WILL
WANT TO LOOK GOOD IN PUBLIC AT THE SUMMIT. HE WILL SET STORE BY THE
EENEFIT TO BE HAD FROM ASSOCIATION WITH A WESTERN LEADER WHO IS5 MUCH
ADMIRED IN THE FEDERAL REPUBLIC. TELTSCHIK TOLD ME ON & FEBRUARY
THAT IT WOULD BE HARMFUL TO THE CDU IN THE MUNICIPAL ELECTIONS IN
FRANKFURT IF THE CHANCELLOR AND THE FPRIME MINISTER DISPLAYED POLICY
DIFFEREMCES. KOHL IS STAUNCHLY PRO-WESTERN AND IT IS IN OUR INTEREST
THAT HE SHOULD APPEAR TO ENJOY BRITISH CONFIDEMNCE.

8. SEE MIFT.

MALLABY
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CONVERSATION WITH TELTSCHIK

1. Cn the way back from Frankfurt today, 13 February,
I had an interesting conversation with Herr Teltschik in his
car. Two toplcs are worth recording.

EMU, Central Bank etc

SNF

f~:q;;
N/

3. The conversation here was much more diseursive, with

Teltaschik

obviously feeling his way with me. The concrete

points which emerged were:-

al

the Financial Times interview "the headline 1s wrong.
The important message is that Kohl does not feel that
SNF modernisation should be made a test of German
reliability™;

next discussion? Teltschik said that tomorrow's
Coalition discussion 1= not about SNF but domestic
issues. There will be further discussion on SHF but
he could not say when. He said that this could

happen before the Anglo-German Summit, but his further
remarks make me think that the timetable is more
extended than that (see (d) below);

fe)
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he said that Genscher had telephoned the Chancellor
this morning after this meeting with Baker and had
gsaid "the meeting went very well". Burt had also
telephoned to say "Genscher told us something
different from what we expected”. Teltschik sald he
had not got to the bottom of this, but he feared

that Genscher interpreted Baker's attitude as being
one of American agreement with - or at least
acceptance of - Genscher's position. Teltschik
complained that the Americans were tough with

the wrong people. It was Genscher who needed to be
taken To Eask with, not EKohl. Genscher should be
asked to explain how Western coupling could be
maintained without ground based systems. He

should be told that there was no hope of getting
language on arms control in the Comprehensive Concept
in the absence of willingness to accept a decisicn

of principle about modernisation. Teltschik said

he was beginning to suspect that the new US
Administration's review of arms control policy might
come up with unexpected answers (implying that Genscher'
opposition might not be so inconvenient to them. He did
not enlarge);

Teltschik said the Chancellor would still try for a
decision by the German Governgmnt. "We may get it but
1 am pessimistic”. He went on "in the context of the
Comprehensive Concept, the Chancellor would certainly
be able and willing to accept statements about the
cominuing need for ground based systems and for their
modernisation when necessary." One of the many present
difficulties was the way in which everything had now
narrowed down to decisions on the most difficult single
element - SNF modernisation - without the rest

of the wider context that the Comprehensive Concept
had been meant to bring. I asked if this in effect
meant that a decision on modernisation might only be
possible at the NATO Summit {tself. Teltschik nodded.
I said that that would require extraordinary stage
management and, at a minimum, the situation in Bonn
being kept as open as possible so that inactivity was
not interpreted as a victory for Genscher. Teltschik
agreed, adding however that this was "not an official
message from his Covernment”. He was anxious that I
ahould not think that the towel had been thrown in.
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4. There was more colour and detail, One point that sticks

in my mind was the observation that Genscher used the singula-
b sdaf) risation arqument about the deployment of ground-based BEystems
arlage bo |EO great effect. "It would be harder for him to do this if
:whﬁﬂmﬂ_thﬂ UK were to take some®. Teltschik aleo repeated to me what

1 I think he has sald to you about his surprise at the public

L"""-""“'"“""‘*li.s:ue taken by Lambsdorff in Washington. He was evidently
tup DE DA upset by the soft line he suspects the Administration as having
iy the, taken with FDP leaders, who had taken full advantage. "That is
oy the FDP.... they let down Schmidt....".
éh.:d-u:.-hi.". /

Mn-gumﬁ!'

Pauline Neville-Jones

13 February 1989
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Treasury Chambers, Parliament Street, SWIP 3AG
01-270 3000
PRIME MINISTER

DELORS COMMITTEE tHFlJFk b

I have been thinking further over the weekend t the Governor's
note attached to the Bank's letter of Faebruary, which he had
discussed with me last week.

I fully understand the difficult situation which the Governor
faces in the Committee, not least in the light of the terms of
refaerence given to the Committee by the European Council (text
attached) . But after further reflection I have com2 to doubt
whether the tactica which he suggests in his letter, and which 1
had discussed with him, are likely to lead to the outcome which he
is seeking. My reading of Parts II and III of the draft Report
suggests that they are so far from being satisfactory that he
would face an impossible task in the Group to secure agreement To

an acceptable redraft.

There are alsa, in my view, risks in submitting a redraft of the
whole Part III of tha Report (which would =et out the steps
towards EMU) as the Governor suggests. Unless the redraft were to
be dismissive of the so-called stages II and III of the transition
to EMU - and this would be unacceptable to some members of the
Group - the redraft might give the impression that he favoured

the steps which were envisaged for thosa stages.

1 therefore feel that the Governor might well do better to submit
to the Group a free-standing statement of his views and
conclusions, which might be included in the Report. It is of
course possible that one or two other members of the Group might
support this statement: if so, so much the better.
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1 suggest that this statement might dinclude the following

elements:

A short review of the history of eccnomic and monetary
co-operation in the Community, leading to the present
position. Tactically, it would be right to present tha
value of co-operation in as positive terms as possible.

A passage to the effect that it was clear from Group's
discussion that “full" EMU, as conceived by the Group,
would regquire massive shifts of economic and political
sovereignty from member states, together with some
paragraphs to provide the evidence for this in suitably

stark terms.

A comment that such a shift would reguire fundamental
amendment to the Treaty, noting that this issue goes

beyond the competence of the members of the Group - who
are monetary, not constitutional and political experts,
and saying that it is for Heads of State and Government
to draw the constitutional consequences, and not
something to which Central Bank Governors should make
recommendations.

A passage setting out the positive steps which could be
taken in the period immediately ahead to enhance
econcmic and monetary co-cperation within the Community.

A conclusion that this would be a more fruitful approach
to progress on carrying forward economic and monetary
co-operation than that described in the main Report,
which has fundamental flaws, which should be epelt out.
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I hope that we can have an opportunity to discuss this approach at

our meeting on Wednesday.

I am sending a copy of this minute to the Foreign and Commonwealth

Secretary and to the Governor of the Bank of England.

%I
[N.L.]
1] February 1983
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invited the Commission ta Frepare proposals for concrete
m@Asuras to implesment tha Community’'s contributian td the

international cooperation referced to in Toronts.

HINETARY UNION

The European Council recalls that, Ln adopting the
Slngle Act, the Member Statas conflrmed the osbjectlive of

Progressive realization af Economic and Honstacy Uniom.

They therefore decided to @xamine at the European
Council meeting in Madrid in June 19a89% the meana cof

achiaeving this Union.

To that and they decided to @ntrust to a Committeae the

task of studying and Proposing concretae Btages leadinp

towards this Union.
i

o

The Committes will ba chalced by Hp Jacques DELORS,

President of the European Commliesion,

The Head of State and Government dgreed to iavite the
Premldent or Coverner of their Cantral Banks to taks pact in
4 personal capacity in the Procaedings of tha Committae,
which will also includs one other member of tha Commimalon
and thres perscnalltiss designated by common dgreament by
the Heads of State or Government. They have agresd to
invite 1
= Mr Niels THYGESEN, FProfessor of Economice, Copanhagan,

Hr LAMFALUSSY, Dlrector-Gansral uf.th- Bank far

Intearnational Settlemants in Basle, Professor of Honetary
Economices at the Cathollie Univerty of Louvaln-la-Neuve

Hr Higuel BOYER, President of "Bance Exterior de Espafia”.

The Committee ahould havae complated ltw proceadings in
good time to enable the Ministers for Economlic Affalrs and
for Finance to axamine ite results beform the European
Councll meeting Ln Madrid,

5N 26B31/4788
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David Marsh talks to West Germany’s Helmut Kohl

A Chancellor for all seasons

elmut Kohl, the West Ger:
man Chancellar, intends to
Bleam . like & heavy-hulled

Bhine barge through

Bonn's palitical shoals.
Hﬂ-ﬂl i
the gow.

After his latest alection
Weet Barlin, N;Eml:hldm in
ernment coakition and an interna.
Homal row over Involvement of Ger

man companies in Libya's suspacted
chiemical , lsss eelf
conflident mén than Mr Kohl might be
looking ‘belesguered. In fact, after
being &t the helm in Boan for mare
than six years, he is responding to his
difficulties by up the govern
mental engines and ploughing on.

] 8 combative two-hoor |Rter
view in the Chancellery this week, Mr
Rohl went on the attack by calling for
full exposurs of other courntrles'
Involvement In coastruction of the
Libyan plant. "I there are German
firms involved, we will prosecute
them with the full force of the law,
And should thers be American frms
involved, or others, then the copnge-

enoes should alsg be clear™
tfml::‘ushaﬁ aside his Christian
ts" setback in the Berlin poll
at the end af last manth — the latest
i & string of replomsl electon

rily a reaction to “necessary cuts

sacrifices”™ ihe Government i8 try-
to push through in vital aress e
“What I have to do §s
to continue this policy with great
decislvenass and 3

short-range nuclear missiles which
the U8 and Briwin want stationed i
Weet Germany from the mld-1990s.
Over the hotly debated “modernisa-
tlan™ of the Lance muclear missiles,
Mr Kohl saye “The real decision over

sor) will be In 199162, Only then will
the guestion of the of Lance
really come up for di o

This will be discussed at the Mato
wimmit fn London In the early sum-
m&r. = expect from our Nato partners

that Im n sensible conversation = and
| have Ao doubt we will resch -
e will comie to & common salution

want m
allow anyone to
foubt our will. Absolutely nobody.”

The Chancellor deeply resents
ssertions elsewhere = particularly

Ihe Chancellor resents
ssertions that West
ermany is becoming an

mreliable Nato m

tempted by lts ties to the
I:I_B:iﬂ:tumrnmlﬂmmm

¥

aiitics between left and right, be
“livers an uxspoken warning, If Hel-

%

L]

miut Hohl and the CDU should fail,
the West could find the alternative of
& left-wing government very much
msore difficult to deal with,

Mr Eohl saye e has "not the slight-
est doubt™ that his centre-right coali-
tion will win the next general election
at the end of 1980, He says left-wing
elements taking a neotralist anti-Nato

stance among the Social Democratic
Party and the Greens “are not capable
of achieving a majority,” But, in areas
like defence, he warns the West:
“They want a different republic.”
Burly and fearlesslv antlintelles.
tual, he likes to paint out that he was
Food &l football. bot he savs he 13 alsa
ong of the chief users of the Bundes-
tng's U » He i5 a man of massive
certiinty, Faustlan wavering appears
wi, Dne of his favourite expres-
gons s "entirely unequfvocal® s

Dn the othor hand, he tends to be
very defensive and thin-skinned.
Many years of being the butt of the

~ left-leaning parts of the German

medin have tagght him to sense g
tarh in a guestion when none may be
there. More than half & dﬂt:an times
OUr comversstion, retorted
form or another that he did not
lessana in how to govern,
His mind wanders ceaselessly in
of & favaurite anecdate or
wellhoned political slogan. Mr Kohl
to folish A verbal tussle, and
refaces 8 diatribe with the
Xcuse me” An InterHewer
neods strong lungs - and also needs
to enjoy being tald by Mr Kahl in
homely Palatinate German that his
views are “shsurd" "rubhish™ BT

Helmut Kohl; confident of election victory naxt year

.

"nonsense.™
In the Berlin election, the CDU lost
contral of the city government apd
W the ultra-right Hepublican Party .
ther 7.5 ]JErcml ui'hhadmten. Mr
says that “through :
ery,” the Repuhlicans, a nati t
grouping which has gained ground

from disappointmeant an the ht
with Mr '8 policles, an in
highlighting the issue of the

presence of forelgners in the elty,

Mr Kohl declares that Artlels 16 of
the constitution, laving down the
right to asylum in West Cermany of
those who are politicslly, raclally or
religionsly cuted, will pot be
changed. 'I'EE is the result of the
exparience of the Nazi barbarities”
Hut he adds that, ever the Tl
“it 15 mot tolerable that
the asyium laws shoubd be misimed o=
misny thousands of “economle refu-
geei” from the Third Werld.

He sess his domestic palitiesl prob-
s in terms of ihe “h];ﬂt&
lenges of the proposed 1892
grated European mﬁbﬂl. he

fystems. “Like all ather
members of the E
mﬁ'mﬂggﬁhﬁm Our prob-
will oo Br samae. (e pro
bemn Bs that we have

becoming
ts. Top many peapls think
this will automatically eontinue into
the foture. My duty |3 sometimes to
tell people unpleasant things and to

say that we cannot go on ke
thiz . . . We are the No 1

country in the world and we will only
be able to export U wa contlnse to
Provide [rst class goods at sensible
prices.™

_Ome of Mr Kohl's most pugna-
ciously expressed polnts is that the
rest of the world does not understand
the problems of trylng to rum &
divided country with a proportional
voling system, a liking for complex
coalitions, with conscription and
900,000 troops (West German and
Mato) stationed on & territory only 2940
kilomatres wite,

o3 S o e b 00
probiem oW ying
wiz the population which we have, We
have mﬂ}ﬁﬂ:hﬂ m:? ﬂﬁ't oeed
Eny bow at all. A lot of people
would like that. My policles sra to ball

Pl that what {5 necessary must be

ne. We can reduce, certainly, the

oumber of low flghts. But we canmot
do away with them altoguther.”

In E-EI‘.I.' of opinlon polls showing a
wizeah pd'&mrum the population
ﬂ EIE\Ehlil' maumr: of ww.

r . £ by
#ands folly bnh:ndg'l:.i!::a and  the
allled |::|:':I.115|Erlzflme pranﬂu. More
strongly than whera

Federa]

like 'Moscow

Nights,' people ask themselves
whether the threst Is the same "

Although deelaring his whole-

support for, in the standazd

hrasze, the "unity of the notion,” Mr

hi refuses to spoll out precisely

Europe; and that froedom ia
important than boundaries.” On cut-
tng down barriers with East Ger-

, he save: “Time [ working for
. Mr {Erich) Honecker (the East
German [eader) can dig himsslf in, he
can reficse to allow in magarines from

Moscow, but time will march on ower
hig head " Mr Honecker's recent
remark that the Berlin Wall counld
edst for another 50 or 100 vears was
“obwiousky . . . a slgn of weakness.™
H]'mﬂi:: maﬁ'm oo bGI:T-

5 i Ger

many. “"How is that fmmoral?™ hae
aeks. “That is a thearstical conalder.

Mr Kohl rejects the idea
that Germans are either
extraordinarily good or

eﬂrnﬁrdinarll: bad.

atlon. which you
editorial offices, because you do not
have responsibility, wiinﬂln

the
Western community of values. Every:
thing to build Europe. Everything fo
make the Federnl Republie look to the
future.” With patience. this will all

lead, one day and in some form, to
unity with the East, he says,

Ovier Libya, Mr Kohl savs the Fed-
aral Republic “will have to change
our Laws Quickly. We will need ta
IhHMnurL“. « + 80 that fu Car-
man citizms in any part of the world
can be involved in the production of
chemical i

Were not Bonn's public relations
aver the affair badly manaped?
Ingtead of answering the question
directly, Mr Kohl retorta that ofhes
Western L'uu.nmﬂig:ﬂpun WoApOns to

the Middle Eazst that the W=

state cannat
ool they
he law. “The whaole
you sy that the Germans Rave o
I past. 'i:ﬂ' ame you not fir and
{ we need to pay special atten-
the legal foundations of the
The Government was told in
1988 of the American susplcions
involvement In the Libyvan

g5
]

£
=

i

plant. Mr Eohl says: "In October |
heard for the first time of such &
thing = the suspicion, from the BND

(the German secret service), only the
We arm 5 state bazed om

da something dillereant,
Emﬁi!ﬁm they are
Y do nol have a
“The Germans have poth-

What angered oz was the
igainst

g
o

2

i
§

:
]

£
|
:
2
-
£e
:

not
it

s maEn
people wha say of me, the greater th
pressure, the [ will o, An
that's why wou will see that 1 shall
win the general election next vear,”

—— 2 -
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CONFIDENTIAL

10 DOWNING STREET

LONDON SWlA 2AA

From the Privare Secrerary B February 1989

ANGLO/GERMAN SUMMIT:
MINISTERIAL AND OFFICIAL ATTENDANCE

Thank vyou for your letter setting out
the proposed attendance at the Anglo/German
Summit. I think that the Prime Minister
would be content with what you propose.

[ am copying this: letter to Brian
Hawtin (Ministry of Defence), Philip Mawer
{Home Qffice), Peter Smith (Department of
Trade and Industry}, Shirley Stagg (Ministry
af Agriculture; Fisheries and Food) and to
Trevor Woolley {Cabinet OTfice ).

CHARLES POWELL

J. 5. Wall, EsqQ.s
Foreign and Commonwealth Office.

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWI1A 2ZAH

8 February 1383

’

Anglo-German Summit, 20-21 February:
Ministerial and Official Attendance

The Prime Minister has agreed that the Foreign, Defanca
and Home Secretariea, the Minister of Agriculture, Fisheries
and Pood, and the Chancellor of the Duchy of Lancaster should
attend the Anglo-German Summit. The Germans have agreed on
corresponding attendance. We propose that the Ministers
accompanying the Prime Minister should bring officilals
as follows:

Forelgn and Commonwealth Qffice

Mr J 8 KWall Private Secretary
5ir John Fretwell Follitical Director
Mr B & Burns Head of Mews Department

Home OGffice

Mr P J £ Mawer Private Secretary
Mr 4 Angel Under Becretary

Ministry of Defence

Mr B R Hawtin Private Secretary
Mr O A Micholls Deputy Under Secretary

Dapartment of Trade and Industry

Mr F Smith Frivate Secretary
Mr C W Roberts Ceputy Secretary

MAFF
Mra 5 Stagqg Private Secretary

Mr D A Hadley Deputy Secretary

In addition, Philip Mawer has asked that Mr N Hyde,
Daputy Secratary, who 18 National Coordinator for 1992 frontier
guestions, should excepticnally be included, because of the
importance of this aspect of the Homa Secratary's digscussions.

CONFIDENTIAL
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should be grateful for confirmation that the
above participants are acceptable.

I am copylng this letter to Brian Hawtin (MOD),
Philip Mawer (Homea DEficae), Peter Smith (DTI), Shirley Stagg
[MAFE) and Travor Woolley (Cablinet Office].

[J 8 Wall)
Private Secretary

C D Powell Esg
10 Downing Street

CONFIDENTIAL




HOTE FOR THE RECORD cc Prime Minister

Dominic Morris

Tessa GAlsman

ANGLO GERMAN SUMMIT, 1230

Dnr Ambassador itn Bonnm has suggested to me that we should try
to arrange the next Anglo Gesrman Summit, which 15 due in the
spring of 19%0, to colincide with the 40th anniversary of

il L

the FKonigswinter Conference 1n Cambridge. Indeed we might

hold the Summit itself in Cambridge. The dates are 29/30

March 1990. 1 should be grateful if these could be notead in

N

the Prime Minigter's forward diary.

C. D. POWELL

1l Febhruary 1989
EAYAPW
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10 DOWNING STREET

LONDON SWIA 144
Froun the Priveie Secrerary

30 Januarcy 1989

ANGLO-GERMAN SUMMIT

Thank yvou For your lebtter of 30 January about the
programme Eor the Anglo-German Summit.

I ausure the Prime Minister would prefer the small lunch
with Herr Poehl. If possible, it wonld be very helpfual to
have places for me and my Garman apposite number at the lunch
g0 that we have some record of what happened. 1 do not think
the Prime Minister would mind driving to the Bundesbank for
the lunch even though this may delay the sightsesing a bit.

You asked for confirmation on a couple of points raised
by the reconnaissance party. I confirm that their views stand
on both points.

(C.D. POWELL)

Richard Gozney, Esqg.,
FPoreign and Commonwealth DEfice.

CONFIDENTIAL
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Foreign and Commonwealth QOffice

London SWia 2ZAH

30 January 1389

Anglo-German Summit: 20-21 February

The draft programme for the Summit incorporates a lunch
for the Prime Minister hosted by Poehl, Preslident of the
Bundesbank.

We need to give the Germans our views on the scale of
the lumch anmd 1ts venue. Foehl has suggested a small lunch
which would offer the opportunity for an open and frank
discussion about interpational monetary matters. He would
propose to invite:

Prime Minister,

Federal Chancellor,

Herrhausen, Head of Deutsache Bank,
Two other top German bankers,
Reuter, Head of Daimler-Benz,
Spethmann, Head of Thyssen,

Oné other top lndustriallist.

Poehl's idea of small very high powered group looks
gogod., I would be grateful to know Lf we can ask him to go
ahead with arrangements on this basis.

The guesticn of venue for the lunch also has to be
addressad. Foehl 's original idea was for a lunch at the
Bundesbank. This would involve a 20 minute drive frem the
cefitre of Prankfurt before and after lunch. The
alternative would be for the lunch to be held in the
City Hall where the talks will be conducted. The draft
programme. in Bonn telpo 7B {(copy enclosed for ease of
reference) shows timings based on holding the lunch at the
city Hall:, If the Prime Minlster preferred to go to the
Bundesbank, the sightseeing would be approximately
43 minutea later. Departure would be delayed by the same
length of time, unless the sightseeing were shortened. The
Embassy in Bonn advisge that there would be zome political
advantage in the Prime Minister travelling to the Bundesbank
Heacquarters for lunch, rather than staying at City Hall.
It would be a gesture to Poehl and would be popular with
the German banking community in general. We agree.

JThe Germans

CONFIDENTIAL
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The Germans have alseo asked for formal confirmeation
two points put to them by the Reconnalssance Party:

lal that the proposed guard-of-honour for the

Prime Minister should be moved from its present
proposed location in front of Frankfurt City Hall
to a more secure place, possibly the airpeort.

iThia has already been reflected in EBonn telno 7B}

{b) that Ministers would return to the UK with the
Prime Minister in the VC10, and that a separate
programme for them would therefore be nesded covering
the periocd of the Prise Minister's lunch and
gightseeing.

These points both seem sensible. On the security
peint, we have consulted informally on the MISC 1136 net
and understand that they endorse the views of the
Raconnalssance Party. I would be grateful to know if we
can confirm this with the Germans.

:jﬂﬁxrh Ty

M -.
o Gy

IR H T Gaznevy) X
Private Secretary

C D Powell Esg
10 Downing Strest

CONFIDENTIAL
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FM BOMN

TO PRIORITY FCO

TELNO OrS8

OF 2019042 JANUARY 89

INFO SAVING HMCG FRANKFURT

MIPT : ANGLO-GERMAN SUMMIT : DRAFT PROGRAMME
MONDAY 20 FEBRUARY

1445 ARRIVAL AT FRAMKFURT AIRPORT OF EECRETARY OF STATE FROM
BRUSSELS

ARRIVAL BRITISH DELEGATION AT FRANKFURT AIRFORT ON WCID
AIRCRAFT.

GREETED BY CHANCELLOR.

PRESENTATION OF GERMAN AND BRITISH DELEGATIONS.

PM AND CHANCELLOR STAND ON PODIUM FOR NATIONAL ANTHEMS.
PM AND CHANCELLOR INSPECT GUARD OF HONOUR.

DEPART IN CAVALCADE FOR FRANKFURT.

ARRIVAL CITY HALL, FRANKFURT,

PM, CHANCELLOR AND LORD MAYOR OF FRANKFURT TO RETIRE Ta LORD
MAYOR'S OFFICES.

KAISERSAAL: SHORT SPEECH BY LORD MAYDOR BRUECK. GIFT TO PM AND
CHANCELLOR.

SHORT REFLY BY FM

GIFT TCO LORD MAYDH.
SIGNING OF GOLDEN BODK.
PHM/CHANCELLOR TALKS
MINISTERS TALKE.

PAGE 1
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annd.

MOLTAH i

DRIVE TDO FRANKFURTER HOF HOTEL
(PM, FOREIGN AMD DEFENCE SECRETARIES).

INTERCONTINENTAL HOTEL
fHOME SECRETARY, DTI AND AGRICULTURE MINIETERS).

HESSISCHER KOF HOTEL
{OTHER MEMBERS OF DELEGATION).

ARRIVAL FRANKFURTER HCF.
DEPARTURE OF CHANCELLOR FOR ALTE OPER.
DEFARTURE OF PM FOR ALTE OFER.
CONCERT IN ALTE CPER
(DRESS: BLACK TIE/LONG DRESSES]
(C.2000 GUESTS)
2120 CONCERT ENDS.
CARPROX)
PY AND CHAMCELLOR EXIT ANMD MEET CONDUCTORE AND 50LDIST
PRIVATE ROOM

2130 RECEPTICN HOSTED BY CHANCELLOR IN ALTE OPER
(500 GUESTS).

2300 END RECEPTION.

{APPROX)
RETURN TO HOTELS.

TUESDAY 21 FEBRUARY

D220 DEFART HOTELS FOR CITY HALL.

D330 CONTINUATION OF PM/CHANCELLOR'S TALKS.
CONTINUATION OF MINISTERS'™ TALKS.
FOREIGN MINISTERS JOIN PM AND CHANCELLOR.
PLENARY SESSTCN

PM RETIRES TO PRIVATE RODOMS.,

PAGE i
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PRESS CONFERENCE

POSSIBILITY FOR PRIME MINISTER TO GIVE INTERVIEWLS)

LUNCH (IN KAISERSAAL) HOSTED BY HERR POEHL, PRESIDENT OF
FEDERAL BANK.

BEGIN SIGHTSEEING. WALK TO CATHEDRAL {10 MINS}
VISIT CATHEDRAL . {10 MINS)
{INCLUDES ORGAN RECITAL AND EXPLANATIONW OF

HISTORY?}

DRIVE TO GOETHE'S HOUSE

VISIT GOETHE'S HOUSE

(INCLUDES SIGNING OF VISITORS' BOOK AT GOETHE'S

DESK)

ORIME TO PAULSKIRCHE

VISIT PAULSKIRCHE
[TNCLUDES EXPLANATICN OF HISTORY)

DRIVE TO AIRPORT

ARRIVE AIRPORT

FAREWELLS FROM CHANCELLOR
1630 DEPARTURE DELEGATION ON VC10D

(THE SIGHTSEEING AND DEPARTURE WILL BE APPROX 45 MINS LATER
POEHL'S LUNCH TAKES FLACE IN THE BUNDESBANK HEADQUARTERS)

MALLABY

| i i

FAGE 3
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GAVING TELEGHAM

= !iﬂ-mfuﬂ"r

TO BONH TEL WO 1 SAVING OF 25 JANUARY 1989

INFO BAVING FCO, DOSSELDORF, MUNICH, HAMEURG, BMG EERLIN

ANGLO-GERMAN SUMMIT : 20/21 FEBRUARY 1989 : THE FRANEFURT BACKEGROUND
Eumma v

i. The local scene is dominated by the communal elections due on 12
March. There is a good chance that the CDU City Administration may be
defeated. This would be a reverse for the Federal Government. But
otherwise widespread local satisfaction at the decision to hold the
ummit in Prankfurt. Belief that the centre of gravity in the FRG 1=

ihifting gouthward with Frankfurt as the logical focus point,
particularly in the financial and economic context. Important also
for UK interests since London draws large proportion of German
financial services business from here. Local view that this is a
challenge. But ales¢o criticism 1ln some sectors that the UK opposas
creation of more integrated European financial institutions.

2. The Prime Minister will be arriving three weaks before the
Frankfurt communal election. Though only a local contest, the outcome
is likely to have wider implications, particularly if the ruling CDU
Administration, headed by Oberbiirgermeister Wolfram Briick, is
defeated. This outcome looks guite possible. Herr Briick is facing a
gerious challenge from the personable SFD candidate, Volker Hauff, a
&rmar Federal Minister. He himself is experiencing diffioculties in
rving out a gonvinecing identity against the overwhelming personality

of his predecessor, Walter Wallmann, who over a nine-year period
totally transformed the character of the city and is now installed as
the dominant CDU regional power aE Minisgter-Presgildent in Wiesbaden, a
mere 20 miles distant. Brick has also been maladroit in handling a
major local scandal involving a number of city officials on serious
charges of corruption.

3. The alection campaign is still not fully under way. But the
initial ¢pinicn polls suggest & drop in the CDU vote to under 40 per
cent and a strong potential showing by the Greens. There is a good
deal of local dissatisfection over shortages of housing, particularly
among the studente who mounted a series of demonstrations before
Christmas to protest at this situation and other conditions in the
university., These werea the most serious disturbances in the city
gince the late 1960s. Given the row of poor election results which
the CDU has been experiencing over the country during the last year, a
defeat in what is now regarded as one of the main CDU city bastions
would be particularly unwelcome to the Federal Government. This may
well ba one of the reasons which prompted the Chancellor to propose

L]
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Frankfurt as the site for his meeting with Mrs Thatcher. Briick
himself told me that he certainly regarded this decision as most
opportune and one which would not only enhance the city's standing but
could also flo much for the government’'s image with the local
electorate (a not unwelcome tribute to Mrs Thatcher’'s popular image
here).

Ecopomic

4., There is widespread satisfaction, as the news has begun to leak
out, over the decision to stage the Summit here. It coincides with
the growing feeling of self-confidence that the FRG's economic centre
of gravity over the last years has been shifting towards the two
gouthern Bundeslinder, Hessen and Baden-Wirttemberg. It was
significant that at the recent New Year's reception given by the
Chamber of Commerce, the Pregident claimed, with the avident approval
of the assembled throng of local businessmen, that these were the only
two successful Linder in Germany witnessed by the fact that they were
the only two net contributors to the Financial Adjustment Mechanism.
This feeling is perhaps enhanced by the distrust of many here of the
politicians in Bonn and the belief that the policies pursued by the
Federal Government are inimical to the city'e aspiring role as a
Buropean international financial centre. The city is particularly
irritated by the continuing failure of the Federal Government to
remove the Stock Exchange Turnover Tax and the imposition at the
beginning of this year of a withholding tax on dividends. This
feeling is given added depth by the presence in Frankfurt of the
Bundesbank and Herr P8hl's freguent public reiteration of the bank's
independence from the Finance Ministry in wonetary policy-making. The

bank' s decision last week to raise interest rates without consulting
Herr Stoltenberg was a further sxample of this. It is unlikely that
this underlyving distrust between Ministry and Bundesbank will surface
during the Summit discussions. But it will need to be borme in mind,
particularly during the lunch being given at the Bundesbank by EKarl
Otto POhl.

Ihe regional dimension

5. As already suggested above, the Prime Minister's hosts will be
likely to take the opportunity to underline not only the particular
gqualities of Frankfurt but of Hessa, the Land in which Frankfurt i«
situated though not its capital. Walter Wallmann can ba expected to
play a major role at least in the ceremonies and the social part of
the programme by virtue of his position as Minister-President of Hesse
and alsg as cone of the national Vice-Chairmen of the CDU. 2As one of
Frankfurt's most successfull post-war Oberbilirgermeisters from
1977-1986, he has a particularly strong local power base which he
further enhanced by returning after a brief spell as Federal Minister
for tha Environmant to win a major electoral viectory in early 19B7 in
the Hesse Landtag elections overturning a 40-year SPD dominated
administratien. There is traditionally a slightly uneasy relationahip
between Prankfurt and Wiesbaden, the Land capital, since the latter
has the feeling of being overshadowed by Frankfurt. But with
Wallmann'e arrival this has wvirtually disappeared. He has given
considerable support to Herr Briick, who largely owed his nomination teo
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hia‘nst to Wallmann. This has now, however, turned to a potential
pmbarragement since in electoral terms Wallmann is undeniably the more
attractive figure and this could well work to Briick's digadvantage in
the March electicon. Wallmarnn's own sights in the long-term are
probably now set on the Bonn stage where he is widely regarded as one
of the most likely successors to Herr Hohl.

Local British interests
Commercial

6 On the commercial side thers are two major UK German subsidiaries
in the Frankfurt area, ICI and Davy McEee. The former is
long-established, doing well and co-operates closely with tha Garman
chemical giant, Hoechst, which is the city's largest private sector
employer. Davy McKee experienced some unfavourable publicity last
year ags a result of the unsatisfactory performance of some equipment
it had supplied to a large power station for reducing sulphur
migsions. These diffioulties have now been resolved. The Summit
ininciﬂu with the Frankfurt Internaticonal Spring Fair, the largsest
consumer goods fair in the world and a major event in the city's
annual calendar., There are gome 200 British firms exhibiting - the
third most important non-German group of exhiblitors. Senior
representatives from the UK trade associations have been recommended
for inclusion in the guest lists submitted to the Federal Chancellery.

Einancial

7. Most of the meior British olearing banks are represented in
Frankfurt, either by branches or fully owned German subsidiaries. The
main British insurance company with a German subsidiary in the
Frankfurt/Main area is Equity & Law, with ite headguarters in
Wieghaden. OQur major financial interests, however, derive from
Frankfurt's position as Germany's principal banking centre and stock
market and from the relationship between Frankfurt and the three major
international finencial centres of New York, Tokyo and London. At the
ment London continues to attract large amounts of investment Ifrom
iankfurt both in eguities and Eurcbonds and particularly in the

utures and options markets. Frankfurt aspires not only to maintain
its poeition as the leading European financial centre on the Continent
but also ultimately to capturing much of the financial servicas
business at present conducted in London. A step in this direction
will be legielation currently going through the Bundestag to allow the
gatting up next year of a futures and options market here.

B In all of this the role of the Bundesbank is crucial. In most
cages the relationship between the Bundesbank and the Bank ¢f England
is extremely close, enhanced by fregquent contacts in Basle at the Bank
for International Settlemente and other international monetary fora
such as G5 and G7. Thera is alec some identity of view owver future
European monetary thinking as reflected in the Delors Committee where
the Bundesbark have made little secret of thelr distaste for the
goncepte of a2 common European currency and a European c¢entral bank on
any but their own tarms. But the Frankfurt financial community
generally ie less convinced and many are disposed to see both concepts
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as providing a welcome opportunity to enhance Frankfurt's key role,
huttressed by the overwhelming strength of the DM which in their view
would make Frankfurt the obvious location for such a European central
bank. Dr Messer, the President of the Frankfurt Chamber of Commerce,
has publicly endorsed such an objective. There is thus a tendency to
ses London and the UK generally as both a rival and an obstacle to
progress towards this cbhjective. Thie somewhat negative view is
deepened by the widespread perception that cur failure to Jjoin the
exchange rate mechaniem of the EMS is inpdicative of an underlying
anti-Buropean attitude and a wish to block the long-term development
of a European co-ordinsted financial structure.
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(h) Next Susmit: plan to hold the next one in 1990. Heads

of Government and Ministers also expect to meet informally
on saveral occasions before then. (Chancellor Kohl has

already invitad the Prime Ministar to wisit him at his home
near Ludwigshafen in the spring.)
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ANGLO-GERMAN SUMMIT: 20-21 FEBRUARY

Al

FILING (545 THUCTIONE
[ .

1 This letter sets the scene for the next Anglo-Garman
Summit, which is due to ba held in Frankfurt on

20-21 February. Because of the postponement of last
February's plans and recurring difficulties in agreeing
dates, this will be the first Summit since September 1986,
although the Prime Minister and Chancellor Kohl have had a
numbar of bilateral meetings since then. Thair moat recent
meeting took place in the margins of the EBuropean Council at
Ehodes on 2 December 198B. A Summit on similar lines with
the Franch will take place a week later in Paris (on

27 February).

2. Participation at the Anglo-German Summit is likely to
include Foreign, Defence and Home Secretaries and Ministers
from the Department of Trade and Industry and the Ministry
of Agriculture, Fisharies and Food. The format is more
alaborate than usual, including an overnight stay and a
concert and reception on the first evening. The main talks
will take place on the morning of 21 February and will
conclude with a press conference, lunch and a brief
sight=-seaing tour.

3. I enclose with this letter a draft paper on
Anglo-German relations commissioned by the Cabinet Office,
which takes a snap-shot of the present state of the
relationship, but is designed primarily to examine the means
at our disposal for sustaining it and for bringing our
influence to bear most effectivaly. It may be of help to
those engaged in briefing Ministers for the Summit, and the
intention is that it be considered at a Cabinet Office
meating (MISC 76) on 9 February alongside the main draft
briefs.

Objectives

4. Not least as this will be the first Summit for over two
Years, one of our major aims will be presentational. We

/need
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nead to show off the warmth and breadth of Anglo-German
relatione, to counteract a misleadingly grudging press in
both countries. The Germans share this aim. The public
events surrounding the Summit, and the Presa Conference by
the two Heads of Government will, we hope, help convey the
right picture.

5. On matters of policy and substance our objectives will
inelude:

encouraging German Ministers to give public support to
the continued need for Western defence readiness and
Eraining;

steering the Germans towards our views on SNF: we hope
too that the Summit will inelude a joint meeting of
Foreign and Defence Miniasters;

achieving a meeting of minds on East/West issues, and
putting it to a wider German audience - which ie prone
to "Gorbophoria";

influencing German views on current Community business,
in particular on Single Market-related issues and
monetary co-operation, the GATT round and the need to
avold unnecessary trade friction with tha US;

encouraging the Germans to do more by way of structural
reform of their economy;

registering the continuing need for export-led growth
in countries with a current account deficit and for
domestic demand-led growth in countries with a trading
surplusj

comparing and co-ordinating views on a number of main
international issues (Middle East, Gulf, South Africa)
and encouraging a firm German positicon over terrorism
and the countries that support it.

Internal

6. The position of the CDU/CSU/FDP coalition remains
Btrong. Tha FDP anyway cannot switch coalition partners
before tha federal election in December 1990, since an
SPD/FDP coalition would not have a majority in the present
Bundestag. On present prospects, the Coalition is likely to
continue in existence after the 1990 election, though it

cannot be ruled cut that the FDP might consider switching
partners some time betwean that election and the next ona.

/7. Both the
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T Both the FDP and the C30 gained naw leaders in 1928.
The death of Strausse and his replacement by Theo Waigel have
gtrengthened Kohl's position, freeing his right £lank, which
used to come under regular fire from Strauss. Kohl will
aleo have welcomed the alection of Graf Lambosdorff as leader
of the FDP, since he stands to the right of the Party and is
known for strongly free-market views.

8. After the elections in Berlin on 29 January, whare tha
present CDU/FDP coalition is expected to be returned
comfortably, there will be no Land elections in the FRG
until 1990, though there are elections to the Eursopean
Parliament in 1989,

9. The prospect is therefore for a pretty secure
Government under Kohl, albeit an unimaginative one with a
somewhat ineffectual image. The Government should be able
to keep German politice generally on a sound course, though
it will be undar pressure from a public opinion prone to
bouts of "Angat" and optimism, whether over defence policy,
the enviromment or relaticns with the East.

Economy

10. ©Growth was unexpectedly robust in 1988 - provisionally
estimated at 3.4%;, the highest since 1979, It was driven
mainly by a marked increase in fixed capital investment and
led by the strength of exports in the second half of the
year. Inflation edged up to 1.2%, and unemployment fell
#lightly. Although imports rose sharply:. export growth was
sufficiently fast to give a record trade surplus in the
tegion of DM 125 billion, an increase of about DM 7 billion
over 1987. This would imply that the current account
surplus may show a small rise in 1988 as a percentage of
GDE.

11. Most forecasts for 1989 suggest slower growth, around
2.2%, partly induced by fiscal tightening. The accompanying
slow-down in domestic demand implies a further rise in the
nominal trade surplus. Inflation also is forecast to rise
further to 1.75%-2%, mainly because of consumer tax
increasas.

Arms Control/Defence

12. The most contentious issue in the Alliance in the
coming months will be the handling of SNF. Kohl wants a
decision to modernise SNF to be included in a Comprehensive
Concept for security and arms control, to be adopted by a
MATO Summit in April or May. Genscher wants to delay the
modernisation decision until after the 1990 election. The

fsigns
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s8igns are that Kohl may prevail but the latest Soviat
announcement on SNF will probably require a further effort
to steady the Germans. Kohl is meanwhile concerned to avoid
fuelling public preoccupation with this issue in Germany.
Both Kohl and Genscher want to incorporate a move on SNF
arms control into NATO's Comprehensive Concept.

13. There is intense public concern in Germany about
low-flying by the Bundeswehr and Allied air forces,
following a series of accidents, some involving civilian
deaths. We have made clear to the Germans that we are
prepared to look at ways of reducing the impact on the
public of low-flying training, but that the training carried
out now in Germany is the minimum to maintain the
credibility of deterrence. We have insisted that the
Germans consult us before forming definite viewa. The
German government have recently shown reluctance to defend
the need for military training, and we have been trying to
persuade them to play a more active and committed part in
justifying the presence and activities of Allied forces in
their country. (Paragraphs 3b-c and 19 of the enclosed
paper refer to some additional defence related issues which
might be touched on.)

Tornado

14. The German failure to provide official credit for the
gale of Tornado to Jordan has implications both for the sale
of this aircraft and for other sales ccllaboratively-
produced defence egquipment ta countries putside MATO, It
needs a long-term solution.

European Community

15, The Bummit will be an opportunity to discuss future
work on the Single European Market and teo explain again our
concerns about the Social Dimension. The Germans remain
unconvinced of our position on Tax Approximation and it
would be useful if the Prime Minister explained it again to
Chancellor Kohl. We shall also want to emphasise the need
for a atep-by-step, practical, approach to Monetary
Co-gperation on the lines advocated by the President of the
Bundesbank. We shall urge the Germans to take a restrictive
line on this year's CAP price-fixing. On external EC
18sues, with the notable exception of agriculture, the
Germans are in general strongly supportive of our view on
the need for the Community to remain open and
non-protectionist.

Regional Issues
16. Recent developments in the Middlie East and Libya in
particular will make this Summit a timely opportunity to

Jtake
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take stock over a range of regicnal problems; also to
stiffen Chancellor Kohl's resistance to further measures
against South Africa. We should take the opportunity to
thank the Gearmans for thelr contribution ko the
international aid package for Nigeria, and point out that
external finance is likely to be required in support of
Nigeria's adjustment efforts for several years.

Terrorism

17. Practical co-operation with the GCermans on counter-
terrorism is good. The Summit will be a chanca to re-affirm
our tough stance and impress on them the need to take a firm
line over state-supported terrorism, on which they sometimes
geam less resolute.

Public Handlin
18. We propose to agree with the Germans on announcing the

Summit about 10 days in advance. We shall arrange a
pre-Summit briefing at the FCO of London correspondents.
The meetings in Frankfurt will conclude with a press
confarence which we can expect to attract major coverage.
Some proposed themes are set out at Annex A to this letter.

13. I should welcome any comments from other Departments on
theaelthemea and suggestions of any other "good newa" items
to which the Prime Minister might refer.

Briefing

20. Briefing for the Prime Minister will consist of a
Steering Brief, which the Cabinet Office intend should be
discussed in draft at a meeting of the MISC 76 Committee on
9 February. I should be grateful to know of any subjects
Departments think the Steering Brief should cover in
addition to those listed in this letter and Annex B, or on
which separate briefs may be required.

21. I am sending copies of this letter to colleagues on tha

attached list.
‘
" Iﬂ-dhr..-{-..

—_—

Patrick Wright
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LIST OoF TOPICS FOR STEERING ERIEF

i East/West Relationeg including developments
Union and Eastern Europe.

in Soviat

Arms Control/Defence.
EC lssues.

Reglonal Issues

{a) Arab/lsrael

(b) Gulf

(e) Libya

(d) Socuth Afrieca.
Terrorism.,

Bilataeral.

Tornado.

Economic Issues.
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RELATIONS BETWEEN THE UNITED KINGDOM AND THE FEDERAL
REFUBLIC OF GERMANY

Introduction

1. The next Anglo-German Summit, the first since September
1986, will take place on 20-21 February 1%89. Both sides
are looking to it to provide a significant boost to their
relationship. This paper takes stock of the relationship in
the run-up to the Summit: it attempts to provide a brief
overview of the issues which form the substance of the

relationship and to suggest possibilities for improving its

machinery.

UK interests in the FRG

2. The FRG (with France) is one of the UK’s two most
important European allies. In military terms it is clearly
the closest one. It occupies a vital strategic pesition;
its contribution to the Allied defence effort on the central
front makes it a key stone in the Furopean pillar. It is
the world’'s third largest economy and our second trading
partner. As such, and as a key partner in the EC, the FRG

has a major influence over the political, economic and
strategic environment in which the UK has to operate.

3. The importance of the FRG to UK interests is illustrated
by the range and importance of the issues on which we seek
to coordinate our views with, and influence, the Federal

Government. They include:

a) Strateqic Issues
The Alliance’s new Comprehensive Concept. Ehort range
nuclear forces (SNF). Chemical Weapons (CW),
conventional stability talks and confidence-building
measures.
Defence Cooperation
Dealing with public resistance in the FRG to low-flying,
military exercises, Sennelager, etc. Ensuring that

Eurcpean defence collaboration develops in ways which do
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not undermine established NATO structures. Improving
and publicly highlighting the existing defence
relationship through the Jeoint Study Group established
by Defence Ministers in October 1988.

Defence procurement & Sales
Tornado sales to Jordan. Out-of-area sales of

collaborative products, particularly the credit
arrangements. Purchase of UK equipment. Current major
collaborative programmes involving both parties include:

(a) Eurcpean Fighter Aircraft (EFA) and its engine.

(b) Multiple Launch Rocket System (MLRS) I and II.

(c) Adwvanced Short Range Air-to-Air Missile (ASRAAM).

(d) Third Generation Anti-Tank Weapon (TRIGAT).

(e) Counter Battery Radar (COBRA).

(f) NATO Frigate (NFR) 90 and ite associated weapon
systems.

East/West
CSCE. Policy towards Eastern Eurcpe (including economic
cooperation). German pressure toc liberalise Cocom.

Other regional issues

Leanings within the FDP towards further measures against
South Africa. Relations with Syria, Libya, Iran,

Argentina. Poliey on Arab/Israel.

Economic/Trade
Reducticon of FRG's worldwide trade surplus and imbalance

in bilateral trade. Managing move from export-led to
domestic-led growth. The key role of the DM in world
financial/monetary management. Promoting an open
multilateral trading system and progress in the GATT
Uruguay round, including agrieulture. Encouraging FRG
to press on with measures to deregulate, eg
telecommunications.
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EC

Completing the Single Eurcpean Market without stifling
enterprise - avoiding "Fortress Eurcpe". Further reform
of the CAP. Scepticism on "social dimension™ and other
social engineering concepts. Practical steps towards
monetary cooperation, avoiding unrealistic commitments
to central bank/currency. Undesirability of tax
harmonisation and of helping criminals by abolishing all

frontier controls.

Terrorism

Trying to ensure firm stand on policy of "no deals", and
firm line on state supported terrorism (Syria/Libya) on
which the Garmans are distinctly wobbly. Practical
counter-terrorist cooperation to protect UK targets in
FRG, especially BFG, is however good (and very

important) .

Environment

A better understanding of UK policies, particularly on

Eurcpean issues such as powver station/vehicle
commissions, North Sea pollution ete.

4., It would be wrong to imply that we are in disagreement
with the FRG over wide areas of Government business. Our
analysis of most problems is very similar, and our
relationship is founded on a multiplicity of common
interests and common policies. For example, the Germana are
much closer to us in their views on free trade than, for
example, the Southern members of the EC. {It has to be
sald, though, that there are German lapses on free trade: eg
on agriculture, air-services, shipping and land transport.)
Likewise, the FRG’'s record on East/West and defence issues
is fundamentally one of firm support for allied
positions (eg INF deployment) while her defence
establishment have long experience of operating successfully
alongside thelir UE counterparts.
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The Machinery

5. There 1s no subsititute for having convincing policies
and arguing them with conviction. But they will not
necessarily be enough to ensure German support. German
interests may differ from ours eg over agriculture, and in
such cases we need to ensure that UK interests are properly
appreciated in Germany. The Germans will also be subject to
competing pressures from other countries, most notably
France. The extent of French influence was brought forcibly
home at the Milan European Council in May 1585: although the
British position was later vindicated in substance, we were
unable to prevail at the meeting itself over a rival
position which had been extensively pre-cocked between
France and Germany.

6. Following Milan, MISC 76 was tasked with producing and
following up recommendations on relations between the UK,
France and Germany. It concluded that the "Franco=German
axis" served needs peculiar to those two countries and that
there was no point - nor any real need - for the UK to try
to Join it, or ape it. Instead we should pay more attention
across the range of Government activity to strengthening our
relationship with both countries (and its machinery) so as
to ensure that British arguments and interests were fully
weighed in the balance in Bonn and Paris., Since 1986, MISC
76 has made progrezs to this and.

7. The machinery of our relaticnship can be divided into
the parts over which Government has control - high level and

official contacts - and those where its control is marginal

- the broad mass of contacts bhetween the two countries.

A. GOVERNMENT CONTACTS

High-level contacts
8. The first Anglo-German Summit for 2% years will be held
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in Frankfurt on 20-21 February 1989. The Prime Minister had
productive talks with Chancellor Kcohl at Chegquers in July
and at the Rhodes European Council in December 1988. He has
invited her te pay an informal visit to his home in the
spring of 1989. He has suggested the institution of regular
telephone conversations between himself and the Prime
Miister to discuss both specific and general topics. 1989
should therefore be a good cpportunity both to de business
at the highest political level and to put across publicly
the warmth and depth behind the "Stille Allianz".

9. The Foreign Secretary’s bilateral with Herr Genscher on

27 January in Bonn will help prepara for the Summit and
provide an opportunity to engage Genscher in a discussion of
SNF modernisation and the possibilities for (and limitations
of) SNF arms contrel. The US has shown a singular
reluctance to engage with the Germans on this subject during
the transition between administrations, and the UK can help
to fill this lacuna.

10. The coalition structure of Government in the FRG
regquires a more complex approach to Ministerial contacts.
Decision-making can be slow and argumentative. It is harder
to get an authoritative answer from a single interlocuter
than in London. Pressure usually needs to be put on several
Ministers. Genscher can be particularly wayward, and has a

unigque political position in the FRG. His influence in

establishing the tone of bilateral relations cannot be
over-estimated. We should make every attempt to bind him
more formally into our bilateral relationship. Ultimately
even Genscher will not get too far out on a limb: conversely
he cannot be entirely by-passed. For similar reasons,
contacts with Ministers from the FDP and CSU can be of
particular importance given their ability teo assert
themselves on their own portfolie. Examples are Hausamann
(FDP, Economy), Zimmermann (CSU, Interior) and Klein (CSU,
Aid). Some aiming-off may also be necessary in contacts
with junior Ministers in Ministries where the Cabinet
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Minister comes from a party different from their own.

11. Other Ministerial contacts scheduled for 1989 include:

The visit of Professor Scholz (Defance) to the UK, 30
January to 1 February, and plans for visits early in the
year by Haussmann, Toépfer (Environment) and Riesenhuber
(Research). Other probable visitors in 1989% are
Professor Lehr (Youth, Family, Women and Health) and
Méllemann(Education).

The visit by the Secretary of State for Northern Ireland
to Bonn and BAOR, 13-14 March, and the possibility of a
visit to Baden-Wirttemberg and Bonn by the Secretary of
State for Wales.

Lord Caithness is to wislt the FEG at the end of January
te discuss housing. He alse intends paying a major
visit to discuss environmental protection gquesticons
(probably in May or June).

12. Speeches and seminars can also provide Ministers with a
useful platform, and facilities for holding and publicising
such events are unusually good in the FRG. The Foreign and
Defence Secretaries will attend the Wehrkunde Conference in
Munich on 28 January - a good opportunity to put across our
message on strateglic issues to a wider German audience. The
Trade and Industry Secretary will be addressing an
influential audience of businessmen at a meeting in
Disseldorf. Celebrations marking the 40th anniversary of
the Deutsch-Englische Gesellschaft will also provide an

excellent platform for a Cabinet Minister teo make a major
speech in the FRG. Schiauble (Federal Chancellery) will open

a major Anglo-German seminar in London - and make a round of
calls.

13, May 1989 sees the 40th anniversary of the founding of
the Federal Republic. Chatham House have invited Herr
Genscher to address a seminar on this occasion (and there

are plans for him to host an anniversary reception in
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London). The German Ambassador has also indicated that
Chancellor Kohl might try to come to the UK at around the
same time. These visits, if they come off, would be a very
welcome public sign of the German Government'’s commitment to
improved relations with the UK.

Action

We should:

a) Make maximum public use of the Summit in February.
Departments should consider what "good news"™ items can
ba flagged up for press presentation;

Encourage Bonn to go ahead with the high-level visits to
the UK planned for May 1989;

Develop to the extent possible direct Ministerial
contact, in all fields, with visits by British

Ministers (preferably overnight) to the FRG and return
visits to the UK.

Official contacts
14. The Permanent Under Secretary at the FCO recently met

his German opposite number for talks in Bonn. Other FCO
contacts at senior official levael take place on a regular
basis, covering in particular Politico-Military issues (next

Planning talks and the work of the Anglo-German Economic
Committee, which will meet on 12-13 April 1989,

15. The 40th Round of Anglo=-German Information Talks will
take place in Celle on 11-12 May. Dr John Fairclough, Chief
Scientific Adviser, Cabinet Office, has paid two recent
official visits to the FRG in September and November 1988.
In the defence field there are regular meetings between
Defence and Single Service Staff and at Vice-Chief levels.
The Anglo-German Coordinating Group (AGCG) led on the UK
side by the Minister in the Embassy in Bonn, meets annually
to discuss military training and environmental issues.
Action
a) Intensify contacts and discussions at senior official
level.
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b) Encourage British officials, where interests are close,
to get to know thelir German counterparts personally.

Contacts on EC Matters

16. Strengthening bilateral cooperation will have major
benefits for our interests in the Community, where alliances
are crucial in pushing through or preventing proposals. Our
common interests with the FRG in many areas of EC business

are becoming more pronounced as the integration of Spain and

Portugal increases the Southern orientation of the
Community.
Action
a) Seek to make common cause with the FRG at the earliest
stage at official level both in Brussels and in wider
bilateral contacts.
In our Ministerial contacts, develop as a constant theme
the degree of common interests between the UK and FRG on
wide areas of EC business, and the mutual benefits of

close cooperation.

Official Exchanges

17. &Schemes for the exchange of officials are administered
by the Cabinet Office and the FCO. The Cabinet Office
scheme, based on a Memorandum of Understanding of 19749,
provides for the exchange of officials from Whitehall
Departments with German officials. It has tended to be
under-publicised. An exchange between the FCO and the
hAuswaertiges Amt has been in operation for two years.
Action
a) Give more publicity to the Cabinet Office exchange
scheme and ensure that departments release good people
to take up the places;
Eeep up the FCO/Auswaertiges Amt exchanges;
Consider scope for increasing contacts and exchanges
with Linder officials - Baden-Wurttemberg have expressed
interest in this.

CONFIDENTIAL
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Royal Visits

18, The Prince and Princess of Wales paid a very successful
viszlt to Barlin and the FRG in November 1987. The ERoyal
Visits Committee is considering a bid for a 2-3 day visit to
Munich and other centres in the FRG by Princess Margaret in
1589,

Action
Derive maximum advantage (and publicity) from Royal Visits
for the bilateral relationship.

British Forces Gértany { BFG)

19. 180,000 UK servicemen, dependents and civilians are
deployed with BFG in the FRG. There is close cooperation
with the FRG authorities at both Federal and Land level.
BFG seek close invelvement in the local communities around

their bases, but there is scope for improving the German
public’s perception of BFG and their role. In common with
the Bundeswehr and the other armed forces stationed or
exercising in the FRG, BFG are facing increasing public
opposition to military exercises and training (especially
low flying). The Federal MOD has not always dealt with the
pressure helpfully or robustly. Apart from low flying the
most difficult single bilateral lssue is likely to remain
the building of an urban combat training installation at
Sennelager. The Joint Study Group set up in October 1988
between the MOD and the Federal Ministry of Defence provides

a good vehicle for addressing these problems. Its

recommendations should be ready in time for the Summit in
February.
Action

a) Continue to seek greater public recegnition of the role
of BFG, in particular by agreeing and implementing the
recommendation of the Joint Study Group.
While showing understanding for legitimate German
concerns about public opinion over training, press for
the Federal Government’s public suport for that amount
of training and low flying which is essential to

operational effectiveness.
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B. HNON-GOVERNMENTAL CONTACTS

Media
20. The public image of the Anglo-German relationship has
improved in recent months, but the media remain ever willing
to believe the worst and there remains a risk of setbacks.
There is agreement between the two Governments that the
relationship needs to be given greater prominence. Good
press coverage of the Summit would help to set the course
for the following months. The German Correspondents Group
has been a valuable means of briefing selected members of
the German Press in London. The annual prizes for
journalism awarded by the Anglo-German Foundation have also
encouraged serious reporting on bilateral relations.
Action
a) Continue to incorporate good media opportunities into
the planning of Ministerial visits;
Continue to cultivate the Correspondents Group in
London and increase public awareness of the annual
prizes for journalism awarded by the Anglo-German
Foundation.

Bilateral Trade Relations

21. UK non-oil exports to the FRG remain at about 7% market
share, but FRG exports to UK continue to increase rapidly
and the imbalance in favour of th FRG is now about £6

billion. The high standards required by German purchasers

of both capital and consumer goods, and centinuing
restrictive practices in the FRG, discourage many UK firms
from tackling the German market. In the context of 1992 we
need to publicise the high quality of many UK goods, help
British companies overcome their nervousness of tha FRG
market, and press the Germans to encourage enterprise and
compatition rather than regulation.
Action

a) Encourage the Federal Government to press on with

measures to deregulate eg in the telecommunications
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sector.
b} Continue to encourage British companies to take a less

short-term approach to the German market.

22. The Koenigswinter Conferences are the pre-eminent
non-governmental Anglo-German discussion forum, and
consistently attract participants of the highest calibre.
The 1989 Conference will focus principally on EC issues, and
in particular the Single Market. Mrs Chalker will attend.
The success of Koenigswinter led to the creation of an
annual Young Koenigswinter Conference in Berlin (now four
years old) and the Young Wilton Conference, held annually in
Wiston House (now three years old). Concentrating on the
25=-32 age-group, these are providing valuable seed-corn for
the futura.

Action
Give as much encouragement as possible to these conferences
through:
{a) A message of support to the Koenigswinter Conference
from the Prime Minister
(b) Ensuring that the FCO budget for Koenlgswinter is at
least maintained at its present level.

Anglo-German Foundation

23. The Anglo-German Foundation helps to promcte
Anglo-German contacts and joint studies. We have recently
increased UK funding for the Foundation from £125,000 per
year to £175,000. German government funding (hitherto

£250,000 per year) is, however, at risk. The Bundestag
budget committee have recently declined to guarantee funding
to the Foundation for more than one year (contrary to their
normal practice of 5 year votes) and have made clear that
they expect to see adjustments to the AGF’s priorities on
spending. They seek in particular an enhanced AGF profile
in Germany, more funding for Anglo-German contacts, and less
for pure research. These are aims which the FCO broadly
supports.
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Action
Encourage AGF to make the necessary changes (primarily
in presentation);
b) seek recognition of the AGF at the Summit in February.

Parliamentary and Party links
24. Relations between the two Parliaments are close. Links

between the British Conservative Party and the German cDU
have been fostered by the effective and active office of the
Konrad Adenauer Foundation in ILondon. The SPD related
Friedrich Ebert Foundation has also recently opened an
office in London which may do something to raise the low
level of contacts between the SPD and the Labour Party.
Contacts between the Liberal Partiea are limited by their
size. The CSU-related Hanns Seidel Foundation sees links
with the Conservative Party as a priority and organised a
successful seminar in summer 1988 in London. Links between
Parliamentarians are also fostered by the FKoenigswinter
Conference, the C0I Sponsoraed Visit Programme and annual
maatings between the Bundestag German-British Parliamentary
Group and the Westminster Angle-Cerman Parliamentary Group.
Action
Assist, as appropriate, the maintenance of links.

Regional Affairs/Civie Links

25. We should not overlook the Federal /Lander dimension.

The Lander have the power to block Federal initiatives: they
can affect UK interests (egq on trans-frontier broadcasting
or BFG training facilities). Town twinnings, of which there

are now 404 pairs, are one way to improve Anglo/German
understanding at the local level. The new FRG Ambassador
has expressed interest in trying to make twinnings more
active. There are moves in prospect to arrange a regiconal
twinning between Wales and Baden-Wirttemberg.

Action
Cultivate prominent figures from the Laender Governments (eg
Lothar Spath). They can be politicians of some standing in
their own right, and potential Federal leaders - worth
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receiving at Ministerial level, and very occasionally by the
Prime Minister. (The proposed regional link with Wales
will, for example, provide a useful peg for a visit teo
Britain by Spath in the second half of 1989.)

Work of British Council/Cultural diplomacy

26. The British Council’s budget for the FRG is £4.6m
(1987/88), and it will receive a share of the extra £1.5m pa
allecated to Western Europe in the 1988 Survey. This makes
it the largest British Council operation in Europe. The
bulk of the funds are used to promote interchanges between

scientists, academics, doctors and technical experts across
a wide range. The Council has offices and libraries in
Cologne, Berlin, Hamburg and Munich and runs an extensive
information effort. The extra funds are expected to permit
greater emphasis on high-profile artistic events and more
technical/scientific exchanges.
Action

a) To deploy the extra resources to maximum advantage;
b) To continue to foster high-guality exchanges with

influential scientific and technical figures in the FRG.

Youth Exchanges/Scholarships

£7. The UK has more Youth Exchanges with the FRG than with

any other country and devotes more resources to them (over
£230,000). There are also countless schools’ exchanges., In
addition to officially sponsored exchanges (over 7,000 in
1986/87) the flow of informal and spontanecus exchanges
continues at a high level.

Action
Maintain the momentum (and funding) of this programme.
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ANNEX A

PROPOSED THEMES FOR SUMMIT PRESS CONFERENCE, 21 FEBRUARY

(a} Walcome the rasults of the Bilateral Defence Study
(some of which will have been made public following
Professor Scholz's visit to the UK, 30 January = 1 February)
and possibly mention:

- training in UK by elements of 27 Luftlandebrigade;

proposal to form a joint auxiliary Skyguard/Oerlikon
Point Air Defence Unit.

(b] Current international gquestions on which we act
together:

East/West: Agreement on need for active policy of
negotiation backed by sure defence;

draw attantion to London Information forum;

joint determlnation to achieve S5ingle Market and
agreement to prevent "Fortress Eurcpe";

tarrorism;
drugs.

{z) Research Collaboration: mention of work of the
Anglo-German Foundation for the Study of Industrial Boclety
and of provision of new money (E200,000 - E25,000 of which
from the Anglo-German Foundation) to stimulate science and
technology exchanges.

{dl Fortieth Anniversary in 1989 of Deutsch-Englische
Gesellschaft.

(e) Environment: draw attention to UK initiative in
organising a conference on the ozone layer, mentioning
German Ministerial attendance.

(£} School Exchanges: draw attention to progress.

(g) Town-Twinning: The flourishing Frankfurt-Birmingham
link could be held up as an example of less active links.

J{h) Hext Summit
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10 DOWNING STREET

LONDOMN SWIA ZA A
From the Private Secrerary 21 December 19HH

ARGLO-GERMAN SUMMIT

Dr. Weuer of the Federal German Chancellery has beesn in
touch with me to discuss the arrangements for the Angle-German
Summit in Frankfurt next February. The programme he proposes
is roughly as [ollows:

Monday 20 February

1700 Arrive Frankfurt Erom London

1730-1830 First round of talks

2000 Attend concert plus Mrs. Eohl and Mr. Thatcher 1f
available

Tuesday 21 February

0900=1030 Heads of Government meeting

1030-1115 Joined by Foreign Ministers

1130-1230 Flenary

1230-=1315 Fress Conferance

1330 Lunch with Chancellor Eohl, Herr Poehl and
leading bankers
Dther Ministers to lunch separately

1500 Feturn to London

In fact, Mr. Thatcher will not be able to attend and I am
informing Dr. MWeuer of this.

The Germans propose that Ministere to be invited in
addition to Heads of Government should be Foreign Ministers,
Dafenca Ministers, Trade and Industry Ministers and Intarnal
Ministars.

Tha proposed arrangaments and participation are
acceptable to the Prime Minister. You may wish to instruct
our Embassy in Bonn to begin detailed discussions with the
Germans.

Lyn Parker; Esg.,
Foreign and Commonwealth Office
CONFIDENTIAL
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SHIAPE
o Mrs. Gaisman
PFRIME MINISTER

ANGLO-GERMAN SUMMIT

When you met Chancellor Kohl in EBhedes, you agreed to hold the
next Anglo-German Summit on Monday 20 Fehruarngueaday

21 Fchruaf;“in Frankfurt. Ehancaflar Eohl has now proposed

the following programme:

Monday 20 February

1700 Arrive Frapkfurt from London

1730-1830 First round of talks

2000 Attend concert plus Mre. Eohl and Mr. Thatcher if

avallahle

Tuesday 21 February
0900-1030 Heads of Government mesting
1030-1115 Joined by Foreign Ministers
1130-1230 Plenary
1230=1315 Press Canference
1330 ¥You and Chancellor RKohl to lunch with Herr Poehl and
leading banksrs
Other Ministers to lunch separately
1500 Return to London

Chancellor Kohl proposas that Ministers invited in addition to
Heads of Government should be Foreign Ministers, Defence
Ministera, Trade and Industry Ministers and Interior
Ministers.
| . [ b prtast Panddg”
Contenpt with this programme? | to ﬁhjr —
(st boart

I
I will cansult Mr. Thatchar to see whether he ig available.

C DV

(C. D. POWELL)
1% December 1988
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10 DOWNING STREET
LOMDOMN SWEA 144

Froni tie Privile Secreiary 30 November L9EE

ANGLO/GERMAN SUMMIT

Herr Weuer in the Pederal Chancery
told me today that the Germans planned to
hold the Anglo/German Summit next February
in Frankfurt. He would discuss details
with me when we met in Ehodes.

\C. D. POWELL)

Lyn Parker, Esd.r,
Foreign and Commonwealth Office.

RESTRICTED
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PRIME MINISTER

EUMMIT MEETINGS WITH EUROPERN GOVERNMENTS

The next bilateral Summits with France and Germany have baen

fixed for the second 1alf nf Fe bruarf next year. Both are

"away' Eixtures.

- =

The Ttalians have asked whether the next Summit with them can
be brought Eorward to the first half of 1989, This is too

goon for anDEEEr“}ﬁil—ﬁcile-Eﬁﬁﬁit. But we might suggest thakt
if Dae Mita wished to pay an ardlnury visit, say in late April,
then you would be Eeady tﬂ see him and offer lunch We would

then argue that the next full s-ale Summit reed ﬂﬂt be until
April 1990,

Agree that we should offer the Italians a date in late April

next year [or a meeting and lunch? -

jr |':.-"_J‘ fb-l'\.L

There is another point about private meetings. You are to sas
President Mitterrapd at Hunt St Michel on 310 Movembar for a
working lunch. When you spoke wa-Eﬁ;;ce.ljr Kohl on the
telépﬁaﬁer you suggested that you might slip over to Garmany
one Eaturday and Sunday to see ﬁ}m. Do you want to pursue
this? If BO, Saturday.uig Qr Euéﬁay. 27 November are really
the only pogsible dates. I attach the relevant section of the
long=-term diary, The alternative would be to propose a
bilateral at the Buropean Councll in Rhodes, perhaps over
dinner (because of the distance and time difference you will
have to travel down there the evening bafore the Council).

I-‘_.I‘I

Agree to propose one of these days to Chancellor Kohl? /
lI.'ll'..l""..-'_'l o

ar
Prefer to suggest a meating in Rhodas?

€ DR

CDE

48 Detaber, 1988,
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COPY ND:

L300 Lunch & Quastions Brizsfing

L1515 QUESTIONS

1545 KEEP FREE FOR MPz

L7330 Moderator of the Charch of Scotland +RC

1830=-1900 LODE IM AT LADY PORTER'E RECEPTICH + JW
RETURN TO NO.10

2000 for ninner far Chief of Defence Staff Bl . 10

2415

Priday 25 November

0930 Professor Griffiths +PG

1000 Sir Robin Butler +NLW

L045 Garman Ambassador to say farswell + LDF

1115 Srdja Dukanovic + TP

71300 LUNCH WITH BRITISH SPORTS ASSOCIATION FOR THE
DISABLED +DT: GROSVENOR HOUSE

Saturdav 26 Novambear

Snnday 27 November
? EEEF FREE + DT

Monday 28 Nevember
QA30 Hair
1000 Weak Ahead Meeting
1030 Diary Meating
1100 PLANT A TREE TC MARK NATIONAL TREE WEEK
1145 RETUREN TO NO.10
1200 Mr. Papandreou +CDP
1300 Working lunch for Mr. Papandreoun + CDP Mo.1l0
15040 PREVIEW OF DESIGNS FOR NEW EMBASSY IN MOSCOW
+ HRH DUEKE OF GLOUCESTER + CDP DUNBABR COURT
1L&00 Bir Angus Fraser +HLW
1530-1730 Value for Money Seminar

EEEEdaq_lE Novanbar

0900 Jusstions Briefing

0930 Lord Young +PG

Loa0 Kezsp free [or spesach

1300 Lunch and Questions Briefing
1515 QUESTIONS

1545 CRANLEY ONSLOW +MLB

1600 KEEF FREE FOR MPs

1700=1800 Interview with "Beeld® + CDP
1830 AUDIENCE

Wednesday 30 November
c0930 DEPART LONDON FOR FARIS

MEETING WITH M. MITTERRAND + CDP
cl630 RETURN TC LONDON
1700 Chancellaor of the Exchegqusr +PG
1730 Foreign Secretary +COP
1800~-1900 Drinks with MPs +MLE

CONFIDENTIAL
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10 DOWNING STREET
LONDON SWIA ZAA

irom fhe Private Secrefary

10 Qcteber 1988

oy

ANGLO-GERMAN SUMMIT

Dr. H&Jﬂr talaphonaed today ko say that Chancellor Eohl's
prat dates [or the Anglo-Gsrman Summit wers
20721 Pebruary. I confirmed that these were still acceptable
but suggestad that he might like to consider the possibility
of 19/20 Fabruary (le. starting on the Sunday afternoon and
evaning) $o that the Prime Minister would be in the country
for PM's Questions on 21 FPebruary. Hae will com= back to ma on

ERis,

I am copyifig Ehis letfter to Alex Allan {(H M Treasury) .
Brian Hawtin (Ministry of Defence); Philip Mawer (Hom=
dffice),;, Hall Thornton {(Department of Trade and Industry),
Shirley Stagg (Ministry of Agriculture, Fisherles and Foods)
and Travor Woolley (Cabinet Offical.

U\{;\,-._‘ At ».._,....,\,\

AR

C. D POWELL

Lyn Parker, Esg.,
Forelign and Commonwealth Difice

CONFIDENTIAL




We are currently undergoing a phase of new initiatives in the
Eurcpean Community spearheaded by the intention to create a
Eurcpean internal market by 1992, for which the genarally
favourable economic and monetary situation offers good pre-
conditiona. Monetary stability is not only widely recognised as
the primary goal of monetary policy but also achievable in
Europe more than ever before; notwithstanding existing
differences such as those on financial policy, thers is
widespread convergence batyeen accnomle policy and econcmle
developments. By 1992, we will thersfore hopefully have made
considerable ndnncug:nng the rosd-towardd egonomic union in

Europe. It is Hnrtﬁﬂ;uppnrtinq this goa it only for purely

economic reasons. A ‘single internal market is likely to be a
source of cunniderahluﬁgénnonic growth in Europe. Bayond this,
hnuav-r, the realisation of a Eurcpean Currency unioen is
doubtless a pnlitl:il geal of great significance.

There are good reasons for the fact that plans for the European
internal market go far beyond trading considerations. The
establishment of an integrated financial market appears
imperative. Free transfer of capital and unrestricted
convertibility of all European currencles are essential
components of a single internal market and would also provide a
 foundation for future monetary union. A further decisive
criterioen for monetary union is the final and irrevocable fixing
of exchange rates. The 1970 Werner Report contained the following
definition of monetary union, which is still valid today:
"Monetary Union requires the complete and irreversible
convertibility of currencies, the elimination of exchange rate
bands, slrrevocably fixed parities and the complete liberallsaticon
-Efnaapitnl movements."

—
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A monetary union based on this definition would have far-reaching
consequences for sconomic development in Europs. It would be the
monetary superstructurs of an economic union in which the
movement of goods, services, labour and capital tock place more
or less unrestricted. This doss not necessarily presuppcsa the
harmonisation of all policies; continuing differences in tax

s ;tnml, collectively agreed arrangements and other areas would
1ead to advantages or disadvantages for particular locations.
Although the market would enforce a certain degres of
harmonisation, baslec political consensus, a functiﬂning system u!
fiﬁ:ﬁgffﬁkabmpnnuntian and a high degree of cooperation on '
economic, financial and monetary policies would be necessary to
avold an increasing imbalance in the economic development of the
Member States rtsulting: finu11j!i£E_Ep!mqggglgzg_gzuukdnvn of
the system. ' FERE

It would then only be a small step from monetary union to a
slngle currency. Although natiocnal currencles could, in
principle, be kept, the introduction of a single currency unit

in place of the naticnal currencies would probably imbue the
monetary union with a "monetary identity® which would eliminate
the residual risk of parity changes between naticnal currencies
and thus create a symbol for the perpetuation of a single
currency area. Replacing natlonal currencies with a Community
currency would put the final touch to the process of monetary
integration.

But this final situation is still a long way off. That is why the
concept of a parallel currency has been discussed since the 1970s
as an alternative to the step-by-step achlevement of a Eurocpean
monetary union as defined in the Werner Report. This concept
implies the idea of bringing an EC currency into elrculation in
addition to the natiocnal currency, as a vehicle for monetary
agreement. Those who support this ldea assume that this European
currency will gradually disg}ggq_;ng_;;anc,ugggggam, and
deutschmark and evolve into the sole and general means of payment
and store of value in Eurcpe.




In comparison to the task of transferring national
responsibilities to the Community which has proved difficult in
past experlence, the concept of parallel currencies may indeed
appear to bs an "alegant™ solution at first sight. Upon closer
inspection, howavar, it beacomes clear that this concept also
requires far-reaching institutional adjustment measures if the
"ocurrency race® it sats in motion is to take its course in a
manner acceptable to all Menber States.

Currencles must prove thelr worth on the market

Parallel currencies will not abollish the necesaity of taking
those political declsions necessary for the creation of a
monetary unlion. The idea that offlclal preference shown for a
parallel currency will give it the edge over national currencies
is not very realistic. The market decides upon the acceptability
of a currency according to iﬁz;}ant and exchange rate
qfﬂgiggyatiunu: attemptE to alsturb the functioning of the market
with official measures hold few chances of success as the
development of the private and officlial Ecu has shown which
becomes less attractive when capital transfer restrictions,

forelgn exchange controls and convertibility restrictions are
eliminated and exchange rates become more stable.

Using the ecu as a parallel currency - or simply as a currency =
will meet with difficulties, not least because of its particular
construction. A basket-ecu constructed on thn basis of a Huightad

especially not an evenly distributed displacement pressure on
natiqu}_gyrrencias and cannot therefore be regarded as an
additional means of integration. The basket-ecu cannot develop
an independent quality of its own. If cne disregards some slight
inaziﬁggggqq_marqinu, it is bound to mirror the welghted average
nfltha intaraﬁf and exchange rates of those currencies contalined

in the basket.

An 1ndupandant European currency must be able to maintain the
e
same hlgh standards as the best of the national currencles. If
this were not thu case, the EC central banks would have to be
3
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y cbliged to safeguard the parallel currency's sxchange rate
through unrestricted buying. such inteérvention cbligations would
have considerable monetary conseguances amounting, in the last
analysis, to a constant creation of the relatively strong
currencles to finance purchnt-: of the European currancy.

___'5?__——::_ —

A parallsl currency strategy demands a functloning market
displacement procedure. The well-balanced substitution of all EC
currencies (that means the deutschmark as well) with the parallsl
currency which necessity demands would only be possible, 1f the
parallel currency

vera accorded the same status on the internal market as
every other EC currency)

were able to compete with thes strongest EC currency as
an investment currency subject to interest rate and
exchange rate develcpments; and

vere burdened with the lowest possible costs in its
role as transaction currency which would virtually only
be possible if it were guaranteed by sufficlently firm
exchange rates with the other national currenciles.

hil this, however, more or less defines the final situation to
which the parallel currency itself should lead. Why take the
costly detour via the parallel currency? Eurcpe would gain little
whilst having to put stability at considerable risk if it wvere to
realise the concept of a parallel currency.

The creation of a monetary union does not necessarily demand a
d Effopean system of central banks. It is also possible to imagine

successful cooperation on monetary policy between the national
central banks if a high degree of convergence is simultaneously
achieved in other policy areas. A minimal instituticnal framework
“would, however, afford greater reliability for a monetary union
and, above all, for a single currency.




Taking this step towards the institutional phass of cocperation
on monetary policy with the aim of creating a Furcpean central
bank system presupposas that answers = the clsarer, the better =
have been given to a seriss of qut-hiqni. so as to aveld going inm
ths wvrong direction from the very b-glnninq.

Such a system requires a clearly defined mandate, It should be in
1ine with the aim of the Deutsche Bundesbark Act, namely, “to
“EEEEE-EEEvEHFIB“ET" ie to ses to it that prices remain stable.
This might appear self-evident for a central bank, but in
practice, there is always & tendency to burden :nnltn:y_gg;icr
with ndditinnnl tasks “such a8 stabilising exchange rltll or
assiuting with rnqiunnl structural Bg;;ciau, !lplﬁrllht or other
tasks, ~which could conflict with the real aim of a central bank
of securing the currency.

pPrictity for keeping prices stable does not mean that a Eurcpean
central bank would have a deflationary "bias® from the word go.
Experience gained in the 19708 - not only in the Federal
ngpuhlic - has rather more shown that one cannot, as it were, buy
a little more inflation for a little less unemployment. On the
contrary, countries with a low inflation rate generally had a
lower unemployment rate and vice versa. The large majority of
those Germans haunted by the memory of two traumatic inflations
who know vhat price stability means for prosperity and social
justice would hardly be willing to accept a central bank system
Hhicﬁ accords this aim less importance than the Deutsche
Bundesbank Act does.

The task of locking after price stability would at least be
facilitated, if not made possible, if a Furcpean Central Bank
<7 __-were independent in its decision-making and npininn-tnrlinq
(a_ processes] “independent not only of nnth_g;=ggyarnnant: but alse

E=EE; EC institutions, ie the Commission and the Cbuncfl uf

Hiniatern. Thie would demand considerable amendments to the

existing__nnntitutiun of central banks in several Member States

- probably also that in the Federal Enpubllc of Germany; in its

current, more or less two-tier syuten “with eleven Land central

5 e ——— e




banks and the directorate in rrnnkrurt, it is doubtful uh-thlr
thil ‘system cou ould be llihtllhid.

According to our concept, the monetary instruments at the
disposal of a Eurcpean central bank would be set up so as to
enable it to manage money supply effectively without having to
resort to quantitative controls (or other direct interventions in
tha finance :ufﬁifij? The machinery must therefore provide
interest policy instruments as well as liquidity policy
instruments with which it will be possible to exerclse ganaral as
well as detailed control of the Eurcpean money market.

A Eurcpean central bank eystem can really only be organised as a
decentralised, federal system, le on a subsidiary basis according
to uhinh'gﬁlr the necessary minimum is centralised and as much as
possible left to national competence. A European central bank
system should therefore be more akin to the Bundesbank system or
the Federal Reserve system in the United States than the
centralist system in most European countries.

Finally, wve belleve that such a Eurcpean central bank system must
not be entitled to finance naticnal deficits by creating money.

This is by no means self-evident in all cPuntriiu. In the Federal
Republic of Germany the Bundesbank is forbidden to do this by the

Deuteche Bundesbank Act.

All forelgn currency rxeserves in one large pot?

We must also find an answer to the question of the extent to
which a Euxnpenn central bank should be rEEpﬁnﬂlhli for exchange
rate policy vis a vis third currencies, ie in the flrst place
dollar and yen. Monetary stability requires safeguards against
~external influences, as we saw with the Bretton Woods system. The
stabilisation of exchange rates cannot and should not be the main
aim of monetary policy, especlally in an inflaticnary
envirnnmant. Within this framework, however, there is by all
means room for cooperation on monetary policy with countries
outside the Community. This may alsc Include intervention on th-
forelgn exchange markets. A Buropean central bank would be

e —
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responsible for such activitiss and would therefore have to
purnﬁlli and administer at least part of what ars now still
national currency reserves. This was forssesn vhen the Eurcpean
Héﬁitnry System vas set up, but foundered dus to the
unwillingness of practically all the countries concerned (not the
pundesbank, which only 1nti;E;d on a statutory regulation) to
transfer part of their foreign currency reserves irrevocably to
the supranational institution. -

—= — e

There are alse a number of apparently less fundamental problems,

whose relevance one should not, however, underestimate. Where for
example should a Eurcpean central bank be located - in Frankfurt,
in Paris, in Brussels or in London?

An infinite number of difficult questions still have to ba
answered in q_EEPEEIbn with the creation of a F?Eﬂpqgﬂ_éégiggqf
and a Buropean central bank system. one problem arises from the
ré&;_thg;_!nu: members of the Eurgpq;n_ﬂg;:unity - Great Britainm,

spain, Portugal and Greece - are not even members of the current

exchange rate system, the EMS and that there urt-gﬁcaptiunhl
rules for Italy in the form of an extended band for the lira.
Under these circumstances, one does not have to be a defeatist to
have certain doubts as to whether the political environment is
really ripe for such fqr-rgachihq ggcinidﬁa and for thH&
f;iinquishnant of sovereign rights as the creation of a European
central bank and a Eurcpean currency would demand. '

In the meantime, however, developments have not stood still. We
have made considerable progress towards monetary integration in

the course of the last few years. Monetary cooperation in Eurcpe
has become more intensive since the foundation of the European
Monetary System. The Bundesbank has made a considerable
contribution to this process ie with its approval on two

nc;asinns to the extension of the EMS rules, most recently with

tha Agreements reached in Basle Aﬁﬁ“ﬁiiaré in September 1987.
Economic development in the member states has reached a high
level of convergency. Exchange rates in the European Monetary
System are relatively stable. The coordination of intervention

= AR 7
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vis a vis the dellar is already well developed, at least aARONg
the countries which are members of the EMS exchange rate systes.

The Committee of EC Central Bank Governors plays an important
role in this process of lﬂnltlrf_Eaaiigiilnn. It has proved
iteelf a ussful institution for coordinating monetary and
currency policy in the Eurcpean Monetary System. I belisve that
it could be given more extensive powers in managing the monetary
system, especlally as the system is founded on an agresment
batween the central banks. For example, the EC Central Bank
Governors could make the necessary exchange rate corrections
professicnally, at the proper time and without creating a stir

The Finance Ministers, however, have rejected such proposals.
&

The Eurcpean Monetary Cocperation Fund (EMCF), on the other hand,
is not suitable as the nucleus of a Eurcpean central bank system
The EMCF lacks cne important feature, namely indnpandnnci ef the
__institutions of the European Community. It is a creation of the
EC Council of Ministers and would therefore, at least im
principle, be dependent on the declslons of this body.

The commitment to keep the Eurcpean Monetary System operational
has increased the need for closer cooperation. In the nine years
since the EMS was fuuﬁded, the Eundashaﬁiﬁhul made considerable
contributions to the smooth and successful operation of this
rEginnnl monetary ay;EEI. The deutschmark has thereby -
uninteutianally - slipped into the role of the most important
intervention and key currency. It has become the utahilify factor
within the Eurcpean Mconetary EystEE and thus forms the decisive
basis for the successful functioning of the system. The velght of
the ecocnomy of the Federal Republic within the Eurcpean Monetary
System has also contributed to the success of German economic and
monetary pﬂlihf in securing the stability of the deutschemark
anépaﬁintnininq it as the most stable currency within the
European Hnnatafﬁ System. It would be disastrous not only for the
raggrgl_napublic but equally for the other European partners if
one were to loosen the moorings of the European Monetary System
without hnuwiﬂ; what should take its place.




Some of our partners refer to the lcss of scononic and monetary
fresdom vhich they have to face as a result of the dominating
rols of the deutschemark within the Eurcpsan Honatary System.
They see themselves restricted in pursulng indepsndent growth,
employment and ltuhilitr cbjectives to the sxtent to which they
huvn ncceptad 1xchnnqa rut- 11nk: uith the deutschmark. They

rates with imurupgan mtnw System. This discussion has
been goling on since the creation of the European M Monetary System.
Langthy negotiations were necessary befors the Central Banks
were able to reach an agreement on intervention ocbligations.

Both those countries whose currencles reach the lower
intervention point as well as those whose currencles reach the
upper intervention point are obliged to sell or purchase foreign
currency as the case may be. The system 1s in this respect by all
means 'srnnntrical' There are not contractual obligations as
far aurEE:Enliﬁﬂ intra-marginal interventions are concarned.
These are intended to keep exchange rates within the limits.
Intra-marginal interventions do, however, require the approval of
the central bank whose currency ls usnd for | 1ntarvantiun. The
Bundesbank has usually approved the un: of the deutschmark when
this has not clashed with its own monetary objectives.

The Basle/Nyborg Agreements extended the nlready generous credit
fncilities_p_;tiallr - and under certain conditions - to include
intra-marginal interventions. One must realistically expect that
the Bundesbank will have to provide the major part of this
financial commitment whenever substantial intra-marginal -
interventions are necessary. This can mean a considerable burden
on monetary poliE;; particularly as the Bundesbank is also
expected to intervene within the framework of cooperation with
the United States. It is not because we are unwilling te
cocperate that ve refuse to accept intervention commitments in
excess of our contractual obligations.




Thers are other more seriocus reasons. Should the bundesbank begin
to lnclude EMS currencles in its reserves, as it has been urged
to do, this would not strengthan ths Eurcpean Monstary Systea
but would in fact weaken {t, since countries with a weak currency
would no longer ! ba obliged to make appropriate adjustments. The
Federal Republic is of course committed to contributing towards
equilibrium within the monetary system, le in the present
situation to reducing its current account surpluses. Howevar
this should not take place by means of weakening monstary
discipline but by pursuing ;_Ebfiﬁi'ninEE_;E"IEEflEiIﬂq'Enlultic
dEEEﬁET_iu the recent tax reductions set out to do, Finally,
interventions cannot be a pernanaqp substitute for timely
adjustments to exchange rates as lund as ncnnnilu 1lc developments in
tﬂ;_EEEE;r states c continue at different ra ratu-. Enppilr this is
not the case at the moment but cannot be ruled out sntirely in

the futuras. ' T = =

The study presented by Gros and Thygesen at the beginning of the
year on the functioning of the Eurcpean Monetary System in the
past years emphasises the positive key role of German monetary
policy and demcnstrates that the claimed “asymmetry" has not
hindered the cohesion of the system but has in fact secured it:
"The advantages of the Bundesbank's leading role could be lost if
the European Monetary System becomes symmetrical and the
Bundesbank's ability to control the monetary aggregates in the
Federal Republic is reduced without establishing credible rules
for joint money creation.™

A European monetary union is a desirable political and economic
objective. Scme considerable progress has already been made in
this direction. The directive to liberalise capital transactions
within the Community proposed by the Eurcpean Commission, which I
hope will be approved in the near future, possibly at the next
meeting of the Council of Ministers of Finance on 13 June, would
be a nilastunn in this development. Participation by all member
states in the exchange rate nechanism of the Eurcpean anatnrr
System would be a further important step. The question of whether
further institutional changes aimed at a monetary union can be
10




introduced depends on the governments and parliaments concerned.
Realism and moderation are more useful than wishful thinking.
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MIPT AND MY TELS NOS 42& AND 427 : EUROPEAN MONETARY COOPERATION

SUMMARY
1, BUNDESBANK PRESIDENT POHL ELABORATED HIS VIEWS ON EUROPEAN
MONETARY COQOPERATION IN A MAJOR NEWSPAFER ARTICLE PUBLIZHED ON 28
MAY. ARTICLE HIGHLIGHTS THE MANY DIFFICULTIES INOVLVED IN CREATING A
EURCFEAN CENTRAL BANK.

—
BETAIL
2. IN A LONG ARTICLE IN FRANEFURTER ALLGEMEINE ZEITUNG, PUBLISHED CN
28 MAY, THE BUNDESBANK PRESIDENT AMPLIFIED HIS VIEWS ON MONETARY
CODPERATION OQUTLINED AT HIS PRESS CONFERENCE ON 5 MAY (MY TELS NOGS
LE6 AND 4273.

3. POHL OBSERVED THAT THE EC WAS ENTERING A NEW PHASE WITH THE
APPROACH OF 1992. LIBERALISATION OF CAPITA[ MOVEMENTS AND FULL
CONVERTIBILITY OF CURRENCIES WERE ESSENTIAL COMPONENTS OF THE SINGLE
MARKET AND AL3O THE BA3IS OF EUROPEAN MONETARY UNIOK. AS THE 1970
WERNER REPORT HAD MADE CLEAR, FIXED EXCHANGE RATES WERE ANOTHER
PRECONDITION OF MONETARY UNION. IT WOULD BE A SMALL STEP FROM
MONETARY UNION TG THE CREATION OF A COMMON CURRENCY, BUT ALL THIS
WAS STILL A LONG WAY OFF. THE DIFFICULT POLITICAL PECISIONS INVOLVED
1IN MOVING TOWARDS FULL EMU COULD NOT BE SIDESTEPPED BY CREATING A
PARALLEL CURRENCY, AS THE HISTORY OF THE ECU HAD SHOWN. A PARALLEL
CURRENCY COULD ONLY REPLACE NATIONAL CURRENCIES WHEN IT COULD
LUOMPETE WNITH THE 3STROWNGEST EC CURRENLCY.

e

4. & EUROPEAN CENTRAL BANK WAS NOT ESSENTIAL TO MONETARY UNION.
EUROPEAN CENTRAL BANKS COULD COOPERATE SUCCESSFULLY IF A SUBSTANTIAL
DEGREE OF ECONOMIUC CONVERGENCE COULD BE ACHIEVED. BUT A MINIMAL
INSTITUTIONAL FRAMEWORK WOULD BE A USEFUL UNDERPINNING. ANY STEF
TOWARDS INSTITUTIONALISING MONETARY COOPERATION WLITH THE AIM OF
CREATING A EUROPEAN CENTRAL BANK POSED A NUMBER OF FPUNDAWEWTAL

——
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GUESTIONS WHICH HAD TO BE ABBRESSED RIGHT AT THE BEGINNING. FOR
EXAMPLE :

A3 WHAT SHOULD BE THE OBJECTIVES OF A EUROPEAN CENTRAL BANK? IN
eoHL'S VIEW ITS PRIMARY OBJECTIVE, AS IN THE CASE OF THE BUNDESBANK,
annl B2
SHOULD BE TO PROTIECT THE CURRENCY BY ENSURING PRIEE STABILTTY. WITH
THEIR MEMORIES OF TWO DISASTROUS INFLATIONS, MOST GERMANS COULD
ACCEPT THE CONCEPT OF A EUROPEAN CENTRAL BANK ONLY IF THE
SEE—CFINENCE OF THIS OBJECTIVE WAS GUARANTEED. THE BANK COULD NOT BE
DIVERTED FROM ITS PRIMARY TASK BY OTHER OBJECTIVES RELATED TO
EXCHANGE RATE STABILITY, REGIONAL POLICY, EMPLOYMENT CREATION ETC.,
WHICH MIGHT CONFLICT WITH THIS FUNDAMENTAL OBJECTIVE. J

8} HOW COULD ITS INDEPENDENCE BE GUARANTEED? THE TASK OF PROTECTING
THE CURRENCY WOULD ONLY BE POSSIBLE IF A EUROPEAN CENTRAL BANK
ENJOYED COMPLETE INDEPEMWDENCE IN DECISION-TAKING NOT ONLY FROM
MATIONAL GOVERMMENTS BUT ALSO FROM E;=LMSTLjuTIDE§. IN SOME MEMBER
STATES THIS WOULD REQUIRE FAR-REACHING CHANGES IN THE CONSTITUTION
0F THEIR CENTRAL BANKS. CHANGES WOULD ALSD BE REQUIRED IN THE FRG
WITH 175 GUAST TWO-TIER SYSTEM OF REGIONAL CENTRAL BANKS IN EALK OF
THE TEN LAENDER AND WEST BERLIN AND & CENTRAL DIRECTORATE IN

FRANKFTURT. e T
i —

£y HOW 3HOULD IT BE ORGANISED? IN POHL'S VIEW, A EUROPFEAN CENTRAL
BANK SHOULD BE ORGANISED ON FEDERAL LIMNES, WITH CENTRALISATION ONLY
WHERE ABSOLUTELY MECESSARY, LEAVING A5 MANY FUNCTIONS A3 POSSIBLE TO
MATIONAL COMPETENCE.

B HOW SHOULD IT5 ROLE IN FINANCING FUBLIC BE CIRCUMSCRIBED? A
EUROPEAN CEWTRAL BANK SHOULD NOT GET INVOLVED IN FINANCING PUBLIC
BEFICITS 8Y INCREASING THE MONEY SUFFLY. WHILE SUCH A ROLE WAS
EXPRESSLY FORBIDDEN BY LAW IN THE FRG, THIS ‘PRINCIPLE WAS KOT
NECESSARILY TAKEM FOR GRANTED IN OTHER COUNTRIES.

E} TO WHAT EXTENT SHOULD A EUROPEAN CENTRAL BANK BE RESPONSIBLE FOR
EXTERNAL EXCHANGE RATE POLICY? EXCHANGE RATE STABILITY COULD KOT BE
THE PRIMARY OBJECTIVE OF MONETARY POLICY IF THIS WA3 LIKELY TO LEAD
TO INFLATION. BUT THERE WOULD BE SOME 3SCOPE FOR MOKETARY COOPERATION
WITH COUNTRIES OUTSIDE THE EC. A EUROPEAN CENTRAL BANK WOULD
THEREFORE HAVE TO CONTROL AND ADMINISTER PART OF THE KATIONAL
CURRENCY RESERVES. THIS REGUIREMENT HAD BEEN FORESEEN WHEN THE EMS
WAS CREATED BUT AT THAT TIME MOST MEMBER STATES WERE RELUCTANT TO
TRANSFER PART OF THEIR CURRENCY RESERVES TO A SUPRA-NATIONAL
INSTITUTION.

PAGE 2
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£ SHOULD 4 EUROPEAN CENTRAL BANK BE SITED? FRANKFURT, FARIS,
5 AND LONDON WERE ALL POSSIBLE CONSIDERATIONS.

F) WH
3

R
BRUSSEL

E
E

S. IT SEEMED DOUBTFUL WHETHER MEMBER 3TATES WERE READY TO TAKE SUCH
FAR-REACHING DECISIONS AFFECTING NATIONAL SOVEREIEGNTY WHEN FOUR
MEMBERS OF THE EC, THE UK, SPAIN, PORTUGAL AND GREECE, WERE NOT YCT
MEMBERS OF THE ERM AND ONE, ITALY, HAD SPECIAL ARRANGEMENTS.

6. NEVERTHELESS, CONSIDERABLE PROGRESS TOWARDS MORETARY INTEGRATIGON
HAD BEEN MADE SINCE THE FOUNDATION OF THE EM53. THE COMMITTEE OF
CENTRAL BANK GOVERNORS HAD PLAYED AN IMPORTANT ROLE IN THIS PROLCESS
AND MIGHT BE GIVEW ENHANCED POWERS3, FOR EXAMPLE, THE RIGHT TO TAKE
DECISIONS REGARDING CHANGES IN EM5 ALIGWMENTS WHICH COULD BE DONE
IN & TIMELY AND DISCREET MANNER. BUT 30 FAR THIS IDEA HAD BEEN
REJECTED BY FINANCE MINISTER5. THE EURCOPEAN FUND FOR MONETARY
COOPERATION, ON THE OTHER HAND, WAS NOT & SUITABLE BODY TO FORM THE
NUCLEUS OF A EUROPEAN CENTRAL BANK SINCE IT WAS DEPENDENT ON THE EC

COUNCIL OF MINISTERS.

—
———

2. THE STRENGTH OF THE GERMAN ECONOMY HAD ENABLED THE D-MARK TO PLAY
4 STABILISING ROLE IN THE EM5. THE BUNDESBANK WOULD HAVE TOQ BEAR THE
MAIN BURDEN OF INCREASED INTRA-MARGIMNAL INTERVENTION AS A& RESULT OF
RETTNT AGREEMENTS (NYBORG ETC). BESPITE DEMANDS BY SOME MEMBER
ETATES FOR GREATER *'S5YMMETRY'', THE EM5 WOULD OMLY BE WEAKENWED
RATHER THAN STRENGTHENED IF THE BUNDESBANK WAS OBLIGED TO TAKE ON
EVEN GREATER COMMITMENTS TO INTERVENE IN SUPPGRT OF DTHER EMS
CUTTENCIES, FOR EXAMPLE, BY HOLDING THEIR CURRENCIES IN ITS
RESERVES. THE FRG WOULD TAKE STEPS TO REDUCE IT5 BALANCE OF PAYMENTS
SURBLLUE &5 A CONTRIBUTION TO EGUILIBRIUM IN THE EM3 BUT THIS WOULD
BE DONE BY STRENGTHENING DOMESTIC DEMAND NOT BY MONETARY MEANS.

{

B. EUROPEAN MONETARY UNIODN WAS & BESIRABLE POLITICAL AND ECONOMIC
OBJECTIVE. FULL LIBERALISATION OF CAPITAL MOVEMENTS, WHICH SHOULD BE
ACHIEVED BEFORE THE END DF THE GERMAN PREZIDENCY, WOULD BE &
MILESTONE IN THAT DIRECTION. 30 WOULD PARTICIPATION BY ALL EC MEMEER
STATES IN THE ERM WHETHER FURTHER INSTITUTIONAL STEPS TOWARDS
MOMETARY UNIOM WAULD BE POSSIBLE WA3S IN THE HANDS OF

NATIONAL GOVERNMEMTS AND PARLIBMENT:. REALISM WAS MORE IMPORTANT IN
THL3 PROCESS THAN WISHFUL THINKING.

MAELLABY
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PERSOMAL AND CONFIDENTIAL

10 DOWNING STREET

LONDON SWIAZAA

From the Private Secretary

231 December 1987

PRIME MINISTER: VISIT TO GERMANY

Thank you for your letter of 22 December, covering ona
from Julian Bullard, about the possibility of the Prime
Minister addressing 15-20 leading German businessmen and
bankers at a lunch in the Embassy in Bonn.

I am afraid that I cannot give Julian Bullard
ancouragement on this, desirable as the proposal is, The
Prime Minister has already taken on an unusually heavy
programme of foreign visits next year, She is very anxious
to avold going to Bonn for the bilateral with Chancellor
Eohl before the additional European Council: wa must
continue to work on the assumption that he will come here.

If in the event it became absolutaly unavoidable Eor
haer to visit Bonn to see Chancellor EKohl bafore Ehe European
Council, we might feconsider the idea of the lunch. But
nothing should be said to the Germans to encourage the
axpectation that the Prime Minister will come,

I am returning Julian Bullard's letter,

CHARLES POWELL

A, C. Galsworthy, Esq., C.M.G.,
Foreign and Commonwealth Office.

FPERSONAL AND CONFIDENTIAL




PERSONAL AND CONFIDENTIAL

Foreign and Commonwealth Office

London SWIA 2AH

22 December 1987

Prime Minister: Visit te Germany?

have just received the attached letter from
Julian Bullard. I have no doubt that what he proposes
would be thought to be generally "a good thing!,
i+ could mot be said to be a necessary thing. If you think
that the Prime Minizter might be interested in doing it
lenjoving deoing it might probably be asking too muchl),

I could pursue 1t. Otherwise it might be better to stifle
it at ‘birth. What deo you think?

Clearly

xciwﬁ ot ;

A C Galsworthy)
Private Secretary

C D Powell Esg
19 Downing Street

PEREONAL AND CONFIDENTIAL
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CONFIDENTIAL BRITiIEH EMBASSY,

BomM,

= 18 December 1987
A C Galsworthy Esq CMG

Private Secretary to
secretary of State
FLU

j}{ggm :ﬁﬁwiﬂmt:} 3
A VISIT TO GERMANY BY THE PRIME MINISTER?

1. I think you know of the enormous admiration felt for the

Prime Minlster among the business and financlal community In

the FRG. I notice this everywhere [ go, The feeling has if

aonything galned In strength during the last 12 months as the

Improvements In Eritish industry have started to come through
and as the German ochlevement hos appeared to toll off.

2, Some of the German businessmen and bankers tell me how
vividly they remember the lunch for the Prime Minlster
organised by 0llver Wrlght at the Resldence here 1n (1 think)
1979 or JEED, when the Prime Minlster described the trans-
formation she was resolved to achieve In the British economy.
] remember the occaslon too, having hod the good luck to be
oresent as a member of the Prime Minister's delegatlion from
Londaon, ,

3. | have been wondering whether this might not be a good
moment to repegt this formulo, le to orgonlse g lunch or dinner
party here for top German buslnessmen, with the Prime Minister
gs speaker and guest of honour, If [ say thot 1 should very
much llke to fit this In before my time here runs out on

7 March, it 1s not for the sake of the honour and glory attached,

/al though
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although 1t would be very nice for me to be there aos host,
but because [ do now know personally most of the people
whom one would want to Invite from the German side, @
situation which 1t will toke my successor g little time to
establ ish,

4. [ would envisagge g lunch or dinner for 15-20 represent-
atives of moJor banks and firms, plus the heads of the BDI
(CEl eguivalent) and the Emplovers’ Federation., [ am sure
that we could expect o very good turnout, even at short
notice, though 1t would obvliously be better to issue the
invitations a month or more chead, since those concerned
have very full diaries and travel o lot. The formaot would
be the some as last time., one long table with the Prime
Minlster sitting In the middle ond specking from her place.
elther standing up or seoted, as she preferred. The great
difference would be thot lost time she could do no more than
outline her plans. whereas now she can demonstrate with
facts and fligures how they have succeeded. This would also
De 0 chance to get across to an Influentlal gudience such
polnts as the requlrement for hlgher growth raotes in Europe:
the importance of developing enterprise economies; the need to
open up the single market; and the FRG's leading role in all
of this.

5. The guestion 1s how to fl_’g such an event into the Prime
Minister’s ramme., The most convenlent thing wolld
obvicusly be to choose o dav when she 1s goina to be in Bonn
anyway. The next Anglo-German Summit consultations in Bonn
are not likely to be held unt!ll 1989, too late to cash in on
the mood 1 described ot the start of this letter. [ could
certalnly stimulate aon invitotion to the Prime Minlister from
eg the BDI, but they would then want to toke over the arrange-
ments. and they might ask for on on-the-record speech to @

/large
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large audience, which would make 1t harder for the Prime
Minister to speak fraonkly and say aoll thot needs to be
soid. A possible plan, If the Prime Minister were willling
to conslder 1t, would be to tock my proposed lunch/dinner
party on to the private meeting which the Prime Minister
hopes to have with Kohl in late Jonuary or eorly February,
before the Brussels Summit (FCO telno 603 to Bonn). Thls
would require the Prime Minlster’s office, elther when Kohl
replies to her message or even without walting for thls, to
indicate to him thot she would be ready to hold that meeting
In Germany. perhaps giving the reason that thls would moke
things easier for him tn his first weeks as holder of the
Presidency and wlth so many contacts to manage.

6. 1 should be groteful to know what you think of this lded,
and if you like 1t, how yvou think it might be put Into practice.
1 shall of course qulite understand if 1t turns out to be
impossible to get something on these 1ines organlsed before
my own time 1s up: Christopher Maollaoby con simply toke the
suggestion over If he likes it or discard 1t If he does not.
But 1f you agree with me thot we could grasp the opportunity
of the meeting with Kohl which the Prime Minister has olready
osked for., there 1s obviocusly no time to be lost.

Nowg ever
TM':‘H

J L Bullard

cc D J M Daln Esq. WED, FCO
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10 DOWNING STREET

LONDON SWIA JAA

Fror the Private Secrétary 6 Hovember 1987

ANGLO-GERMAN SUMMIT

I have been in touch again with Dr. Neuer
in the Federal Chancellor's office. He tells
me that the Germans can accept 5 February.

I have agreed to this. The Diary Secretary
subsequently tells me that this was not one
of the dates we offered but has magnanimously
agreed that we can now stick to it. You may
wigh to confirm it through our Embassy in
Bonn.

{Charles Powell)

Lyn Parker, E5J3.,
Foreign and Commonwealth Cffice.

CONFIDENT1AL
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FRIME MINISTER

POSSIBLE MEETING WITH CHANCELLOR KOHL

I have eapgquired whether Chancellor Eohl is likely to be
available on 22 HNovember, the day on which you have already
agreed to travel to Paris to see M. Chirac. The answer is
that he gets back from a long overseas wisit in the early
hours of that morning. The feeling of his staff is that ha is
e g ; - : J
unlikely to welcome the idea of a meeting that morning and in
any case would not " be very well briefed for it.

The alternatives; 1f vou do want to see him before the

Buropean Council, are:

- to make a special visit to Bonn e.9. on Saturday

28 Hovembery or ﬁJr-

e

- to try to fFix a bilateral in Copenhagen on the evening
before the European Council starts. You have already
agreed to travel up to Copenhagen that evening.

Would you like me to pursue one of these options?

JL_ A

T
E\hb,\.

Charles Powell
3 November 1987
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BILATERAL MEETING WITH EUROPEAN LEADERS

Could I possibly ask you to lock again at the question of
meetings with Chirac and Rohl before the European Council.

I think there is a good case for a meeting with Chirac. We
only got a solution on our budget contribution at
Fontainebleau because you got the Prench working with us. The
same will apply this time round: we shall only sort out future
financing by arrangement with the French - although this time
it is Chirac rather than Mitterrand who will have the greater
say. Chirac for his part is very keen to see you and it would
be a pity to turn him down. Certainly we cannot say that a
meeting will ensure a satisfactory outcome at Copenhagen,
which on balance remains unlikely. But I think we can say
that there is no chance of a satisfactory sclution unless you

meet beforehand.

Againat this, I absolutely understand your reluctance to give
up yet more time when you already have a grindingly hard
programme this auntumn. When all is =aid and done, the most

impocrtant thing is not to overburden you.

If you decide that yon will see Chirac in Paris the two
possible dates ares

the early evening of Sunday 22 November. This would mean

in practice giving up the whole of your Sunday afterncoen
and evening. The 'advantages' are that it is after the
Lord Mayor's Banguet, is still far enough ahead of the
European Council to let the results filter through, and
is immediately before Chirac's own session with Schluter.
Chirac cannot manage Saturday 21 November to which you
earlier agreed, since iz s in Reunion in the Indian

Ccean campaigning.

s




Saturday 28 Movember. This seems to me less good. A

Saturday meeting breaks up your weekend more, you are
away immediately beforehand and it is a bit close up
against the European Council itself. But it is certainly
manageable if you prefer it.

The guestion of a meeting with Kohl is subsidiary. There is
not usually a great deal to be gained by discussing EC matters
with him bilaterally. The idea of a meeting really only
arises if you decide that, having crossed the Channel, you may
as well kill two birds with the one stone.

I attach a copy of the diary for the relevant period, to help

you decide.
Agree to see Chirac on 22 November or 28 Movember.
Agree to pursue idea of a meeting with Kohl the same day?

OR
Prefer toc drop meeting with FKohl?

€. D. POWELL

30 Octobar 1987
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PRIME MINISTER'S MEETING WITH THE FRENCH PRIME MINISTER IN
BERLIN ON 25 SEPTEMBER 1987

We were surprised to see from your letter of 25 September to Lyn
Parker that M. Chirac raised the question of high speed rail
sarvices and the Channel Tunnel with the Prime Mimizrer, and
were on the polnt of suggesting that the Prime Minister should
write to M. Chirac In somewhat robust terms when the French
Government announced its decision to go ahead with the new high
speed rail link bptween Faris and the Tunmel. On reflection,
and having talked to our Embassy In Paris and to the FCO we
concluded that there was no useful purpose in further debating
the issue, and M. Chirac's office confirmed that they were not

expecting the Prime Minister to follow up the discussion with a
letter. Nevertheless It might be helpful (f I briefly set out
our reaction to the points made by M. Chirac.

It is perfectly true that from the opening of the Tunnel, or
goon afterwards, the French will, on current plans, have In
operation a new and very expensive high speed Line between Paris
and the Tunnel, Trains are expected to cover the 330 km from
Paris to Cthe coast in B0 minutes. It is also true that on the
UK side the high speed tralns coming through the Tunnel will
almost certainly have to operate on BR's exiscing overcrowded
and slow nfetwork. It will take 7O minutes - and at ce¥tain
times OF TH& day longer - to cover EEE_TED km between London and
the coasc. Even so BR's planned 1nve5tment batween London and
the Turmmel to accommodate Channel Tunnel passenger trains is in
excess of E£200m, (The figures given te M. Chirac by his
officials ndot only understate UK investment but also overstate
French Investment since the flgure quoted by M. Chirac relates
to French investment for traffic between Paris and Brussels and
internal French traffic as well as Channel Tunnel traffic.)

E——— E— —




The desirability of improving the capacity of the existing lines
and shortening journey times on the UK side is well understood,
Sooner or later something wlll have toe be done as the recent
kwent Impact Study made clear., BR have a remit to report back to
my Secretary of State by next June on the options for improving
the position. All options are likely to be expensive, but the
receipt sharing agreement between BR and SNCF is constructed so
thatH%H_EﬁEETE'EEE'EEE?& revenue for making improvements te the
railwgy infrastructure which Bring wbout—quitker Journey times
and preater rellability. lhe major difficulties are likely to
be environmental and Parliamentary. BR would need a Private

Bill Tor land acquisition either to build new stretches of track
or widen exieting stretches to puf in more lines.

—

The French know all this perfectly well - indeed 3NCF are to be
assoclated with BR's study of the possible oaptions {(which
include a new line! for improving Journey times and reliability.
And in the meantime the receipts sharing formula rewards SNCF
for any deficiencies in journey time and capacity caused by use
of BR"s existing network.

Ministers and officials here were therefore surprised that M.
Chirac raised cthis issue. Both my Secretary of State and Mr
Mitchell have been at great pains to explain on several
occasions to the French Transport Minister, M. Douffiagues, that
one. of the reasons why the previous Channel Tunnel project
failed in 1975 was the strong environmental objections to a new
line in rthe UK and the excessive cost of meeting those
objections. That is why we and Eurotunnel sought Parliamentary
approval to the Tunnel project without raising the spectre of
extensive new rail infrastructure In the UK, Unfortunately
certain elements in the French Government seem to have got it
inte their heads that in Some way we owe it to the French to
drive a new high speed line through the London suburbs and Kent
rd E

wifhout rega o cost or enwironmental lonn. We are doing
ouy T g peL Chis besa guf oI the French bonnet.

&

My Secretary of ©State again explained our position ta M.
Douffiagues when he mer him last Monday, and we hope that the
steam has gone out of the issue for the present. The main thing
is that we have done enough to convince the French that they can
safely go ahead with their own high speed link without any
comparable commitments on our side.

I am copying this letter to Lyn Parker.
&j&ni,

J CUNLIFFE
Private Secretary
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Foreign and Commonwealth Office

London SWIA ZAH

28 Octobar 1987

Deos Claked

Anglo-French and Anglo-German Summits

The French Embassy have now confirmed to us that
Friday 29 January is acceptable as the date for the
Angle-French Summit.

Our Embassy in Bonn spuke again late last week to the
Federal Chancellery about dates for the Anglo-German
Summit. The Chancellery said that they would get in
direct contact with you. I hope they have now done so,

AR Qs

e

iy

IL Tarker )
Frivate Secretary
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PRIME MINISTER
MEETING WITH M. CHIRAC
¥You agreed in principle that vou would be ready to go over to
Paris one Saturday in the second half of November for a meeting
with M. Chirac ahead of the European Council.
It now turpns out that he cannot manage either of the Saturdavys.
He has counter-proposed an early working supper on Sunday 22 November.
He envisages yvou getting to Paris at about 1600-1630 and leaving
at 19230-2000. It would be guite timely since he goes to Copenhagen
to see the Danish Presidency the following day.
Agree to this?

is then the separate gquestion of whether you would want
me to see if Chancellor Kohl could manage a meeting on the morning

of 22 Hovember.

May I pursue this?

C.D.P.

28 October 15987

CONFPIDENTIAL
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PRIME MINISTER

MEETING WITH M. CHIRAC

M. Chirac is pressing you to have a half-day meeting with him,
e

possibly at a weekend, in Paris before the European Council.,

The technical possibilities, if you are prepared to consider

ik, araj

Saturday 21 November
Sunday 22 Hovember
Saturday 28 November

Sunday 29 Wovember

You have to be in London for President Cossiga's dinner on
Friday, 20 Movember. That could point te going te Paris for a
morning mesting on Saturday 21 Nevember, returning to go
direct to Chequers that afternoon.

tou might I suppose want to go on to Germany to see Chancellor
Kohl for the other half of the day. The need to discuss EC
matters ahead of the EBuropean Council would be quite a good
cover for tackling him on the world economy and perhaps also

on European defence.,

Would you be prepared to consider something on these lines?

CHARLES POWELL
26 Dctober 1987
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Lrom &fe Privete Secrefary 26 September 1987

Nyase gy,

PRIME MINISTER'S MEETING WITH CHANCELLOR KOHL
IN BERLIN ON 25 SEPTEMBER

The Prime Minister met Chancellor Kochl in Berlin on the
afterncon of 25 September; at the Federal Government Guest
Housa. The Chancellor was accompanied by Herr Hartmann.

HATO Secretarv-General

Chancellor EKohl thanked the Prime Minister for her
letter confirming the United Kingdom's support for
Dr. Woerner to succeed Lord Carrington as Secretary-General
of NATO, He had now heard in similar terms from President
Reagan and President Mitterrand, and was confident of the
support of Italy and Spain. He hoped that a vote could be
avoided and the matter could be settled guickly.

Presidential Elections in France

Chancellar Kohl was canfident that President Mittaerrand
would stand again. The Prime Minister thought that he would
probably leave it to the last minute before making up his
mind.

Hert Honecker's Visit to the FRG

The Prime Minister asked how Chancellor Kohl assessed
the results of Herr Honecker's visit. It had received wide
publicity in Europe. She understood the emotional aspect
fljl- |-:-J-“:".- FEG‘ 5

Chancellor Kohl said that his feelings about the wisit
ware ambivalent. Honecker's position was interesting. The
Russians did not like him. He had not been one of the club
of German Communist exiles in Moscow. He knew far Fewer
Russians than most other leading Communist officials in
Eastern Eurcpe. He was a tough unist but not a Soviet
Communist. Honecker was coming ‘2 end of his career,
and was something of a grand old ww... This gave him a
degree of freedom of manoeuvre .ich his successors were
anlikely to enjoy. This Ereedo. of manceuvre was helped by

CONFIDENTIAL
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Gorbachev's preoccupation with internal developments in the
Soviet Union. He wanted to build his own monument before he
retired and not become a non-person like Ulbricht. On
fundamentals and on issues of principle, thare was no
possibility of reaching agreemant with him. But progress
was possible on some pragmatic questions. The Wall would
remain, but Honecker would open more deoors in it. This was
already evident. 1In 1983 some 300/400,000 pensioners and
35,000 younger people had been allowed to visit the FRG from
East Germany. The corresponding figures for 1987 would be
1.5/1.8 million pensioners and 1.1/1.2 million younger
paople. He had reaseon to think that the overall total next
year could be as high as 4 million. Such visits were far
more effective than any propaganda in demconstrating the
differsnces betwean the two systems. It was nonetheless
remarkable how few of these visitors sought to stay in the
FRG. The figure was 0.02 per cent. His own interpretation
of this phenomenon was that the knowledge that they could
vigit the West led people to resign themselves to living
under Communism.

The Prime Mianister said that the critical tast wounld
come when Honecker left the scene. His successor might be
more pro-soviet. Chancellor Kohl agreed. He had
unabashedly told Honecker to stay in office as long as
possible. Whoever succeeded him was likaly to be worse. It
all depended on what happened in Moscow. Personally he was
much more sceptical than a year ago about Gorbachev's
prospects, He very much agreed with the Prime Minister's
analysis in her remarks to the IDU Conference. Tt was not
that Gorbachev lacked the will, but the obstacles to change
might prove too big for him. Indeed his difficulties seemed
to be increasing rather than diminishing. The human
material in the Soviet Union was not promising. A Russian
had to ba at least 34 years old to have experienced a free
elactioen in the Soviet Unicen. The Prime Minister said that,
althoogh there seemed to b8 no current rival to Gorbachev,;
ocppasition would emerge quickly enough if things started to
go wrong. But we should use the opportunity to improve
relations created by Gorbachev: there was no way of knowing
if a similar chance would come again.

Arms Control

The Prime Minister said that she was grateful to the
Chancellor for insisting that the Pershing 1lAs should not be
part of the INF agreament itsalf. This was an important
point of principle. More generally, she hoped that Europe
would not face any more surprises of the sort that had
emerged from the Revkiavik Summit. Some worry remained io
her mind, Although the US Administration seemed to have
latched on firmly to kthe pricrities sstablished at her
meeting with President Reagan at Camp David, there were
still occasional references to the goal of a non-nuclear
world. She was also uneasy at the way in which the
Administration had locked the:i 28 into a process designed
toc lead to a Comprehensive Test ..n Treaty. She thought
that the Americans should be accuraged in their intention
to hold a WATO Summit before a further US/Soviet Summit.
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This would be a chance for the Europeans to get their views
over.

Chancellor Kohl agreed that a surprise was not out of
the guestion. It was important to ensure that Gorbachev was
interpreted in Washington in the same way as the Prime
Minister had interpreted him to the IDU. All his
information was that the Soviet Union was continuing to
develop its offensive capability in both the nuclear and
conventional field. He had always thought it a mistake to
begin arms reductions with nuclear rather than conventional
weapons, but one could not put the clock back. People
should be reminded that disarmament was not an end in
itself. He also thought that a ban on chemical weapons
should be made a test case for Gorbachev to prove his
sincerity.

The Prime Minister said that she was gratified to find
that she and the Chancellor thought on very similar lines on
these issues. Her views on the conditions which would need
to be met before there could be nagotiations on short-range
missiles in EBurope had been set out in her remarks to the
IDU. It was vital to maintain a US nuclear presence 1in
Europe.

European Community

The Prime Minister said that a lot of work would be
needed to settle the future financing of the Community.
Quite apart From the main issues, the financial procedures
ware in urgent need of overhaul. And the recent report by
the Court of Auditors had shown scandalous mismanagement of
the Commanity's food aid. The Commission had made some very
detailed proposals on future financing, which would reguire
caraful examination. She was not certain that this work
could be completed by December. Her impression was that
M. Chirac shared her doubts. BShe would be discussing the
prospects for the European Council with Mr. Bchluter the
following week. One point which she would stress was that
there could he no partial settlement for 1988 alone. There
was an opportunity to put the Community's finances on a
sound basis, and she intended to see it taken. If the
Danish Presidency were nnable to reach a conclusion in
December, the problem would fall to the German Presidency to
solve. Chancellor Kohl said that he was sceptical whether
the French government would really be ready to settle
agricultural issues before the Presidential elections. His
prediction was that these problems would confront the German
Presidency and would have to be settled at the Buropean
Council in June,

The Prime Minister said that controlling the cost of
the CAP was the central problem. The Commission's proposals
for stabilizers were on the right lines. She understood
that Garmany had some ideas get-agide. But that alone
would not solve the problem land remaining in production
was simply cultivated more 1 isively. She understood the
need to look aftar the int rests of small farmers. But this
could not be done through he price mechanism. Farmers
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themsalves knew that matters could not go on as thay were.
They were looking to governments for action.

Chancellor Kohl said that farmers were indead the main
problem in Germany. They had huart him badly in two
successive Land elections by staying away from the polls
talthough at least they had not voted for other parties).
Garmany had very few big farms, only about 10 over 1000
hectares in size and 50 over 500 heactares (Herr Hartmann
locked rather dubious about these statistics). The small or
part-time farmer was an essential part of village life in
Germany and a great element of stability. They were not the
types to start a revolution. But any German government had
ta look after their interests. His government were
preparing an overall plan for agrieulture. When it was
ready, he would send Herr Kiechele over to explain it. He
agread on the need to get away from "mad' surplus
production. That was one reason why the German government
Favoured set-aside, although he took the Prime Minister's
point that it made sense only if production on remaining
land did not rise. Part of the problem lay in the march of
agricultural technology. A normal cow today would have been
undisputed show champion twenty-five years ago. In sum, he
thought that the Community was on the right road, but it
would need four or five years to get over the hill. The
Prime Minister said that we did not have four or five years
in hand. The Community had to take difficult decisions now.

Chancellor Kohl said that he very much agreed with the
Prime Minister's concern about the management of the
Community's food aid. The Council should loock into the
problem.

South Africa

The Prime Minister said that there was talk of a
Declaration of Principles by the Twelve on Scuth Africa.
This would serve no useful purpose and only make her
position at the Commonwealth Heads of Government Meeting
more difficult. Chancellor Kohl - who did not seem aware of
any such plan - said that he was firmly opposed to a
declaration. There was a great deal of hypecrisy talked
about South Africa. He had set out his own position
squarely at the European Council in the Hague and would not
budge from it even if it got him into hot water politically
in Germany. He had told Herr Genscher that they would have
to part company on this issue if necessary.

Chancellor Kohl said that he was making some private
afforts to secure the release of Mandela, but without much
success., He found President Botha very frustrating to deal
with. But there were some doubts whether Mandela himself
wanted to leave prison, or at least whether Mrs. Mandela and
the ANC wanted him out. If this were so, it should be
exposed publicly. The Pri=~ Minister commented that she was
sure the Chancellor was ¢ that the only prospect of
progress lay in guiet wors iind the scenes, while avoiding
gratuitous declarations.

CONFIDENTIAL
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Falklands

The Prime Minister said that she hoped that Germany
would continue to abstain on the Falklands resclution at
United Mations. Chancellor Eohl said that the Prime
Minister knew his position. Germany would be helpful.

Hostages

Chancellor Kohl said that he was disturbed by
allegations that Germany had done a deal to secure release
of its hostages in Lebanon. There was no truth in this.
Hamadi would stand trial for murder. If the evidence was
strong enough - and it was for the Americans to produce it -
and he were found guilty, he would serve his due sentence.
It was said that the companies employing those taken hostage
might have paid a ransom. He knew nothing of that. He
could only say that the German government was not party to
any deal.

I should be grateful if this record could be given only
a very limited distribution within departments.

I am copying this letter to John Howe (Ministry of
Defence), Alex Allan (H. M. Treasury), Shirley Stagg
{Ministry of Agriculture, Fisheries and Food) and Trevor
Woolley (Cabinet Dffice).

é}w MWJV\.

Lyn Parker, Esqg.,
Forzign and Commonwealth Office
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From the Private Secretary 25 September 1987

Dsas ey,

Prime Minister's Meeting with the French Prime Minister
in Berlin on 25 September 1987

The Prime Minister had a meeting this morning in Berlin
with M. Chirac. M. Bujon was alsc present.

The Gulf

M. Chirac welcomed the United Kingdom's decision to closge
the Iranian Arms Procurement Offices in London. Their activities
nad caused the French Government some difficulties. He noted
a growing rapprochment between the Soviet Union and Iran which
would complicate the situation in the Gulf. He remained vexed
about Germany's tilt towards Iran, which he put down te a mixture
of Genscher's deviousness and Germany's commercial interests.
France had guite a good insight into developments in Iran through
the Algerians; and M. Bujon had just returned from Baghdad.

In neither capital was there much evidence of a war in progress.
He had himself discussed the situation in the Gulf with Mr, Ozal
who had emphasised the dangers of driving Iran into a corner.

He did not accept this analysis: we must keep up the pressure.
Finally, he would like to propose improved cooperation between
the French and United Kingdom naval foreces in the Gulf, including
exchange of information and legistic cooperation.

The Prime Minister said that she thought that cooperation
on the spot worked well. But she would ask the Defence Secretary
to let her know if there were areas where it could be improved.
Certainly there was no objection in principle. She thought
toc that when sufficient minesweeping ferces arrived in the
Gulf, it might make sense to allocate particular stretches
of the sea-lanes to each country to sweep. ©On the wider issues,
she thought that President Khamenei's speech to the United
Nations had been a disgrace. It was evident that the Iranians
ware playing for time. The Security Council should move on
te an arma embargo. If the Russians obstructed this, they
should be pilloried. Like M. Chirac, she did not accept Mr. Ozal's
analysis. Iran could not be allowed toa continue minelaying
and attacks on shipping with impunity. SCR 5 'at 4 balanced
resolution and provided for Iran's wish to se ‘ommittee
established to examine responsibility for start.ug the war.
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.h‘e should think through how thiz committes could ba sstablished
rapidly, but without making any further concessions to Iran.

HGEtaHEE

The Prime Minister said that she had been wvery disturbed
to learn that a ransom appeared to have been paid for the relesase
of Cerman hostages. It was gquite wrong to negotiate with kidnappers
and only increased the danger to the hostages of other countries.
Sha was sure that M. Chirac would agree with her that deals
to secure the release of hostages were quite unacceptable.

M. Chirac, shifting a little uneasily,; said that France
had rejected Iran's attempts to set conditicons for the release
of French hostages. There had been negotiations to end France's
financial dispute with Iran, in which the French position was
very waak. Some $330m had already been repaid, and France
had admitted that another 51.5bn was due. But there was nc
connection between this and the hostages. The Prime Minister
said that she was sure that public opinion in France would
reject any deal. M. Chirac moved on

Arms Control

to raise the INF agreement. France was not fond of it and
thought that it would weaken the United States' commitment

to Eurcpe. The Prime Minister interjected that there was no
point in criticising the agreement. It was in the logic of

the West's original negotiating position and should be welcomed
as a success for Western solidarity. Howewver, she would resist
very strongly any further negotiations on short-range nuclear
missiles in Europe, until the chemical and conventional imbalance
in the Saviet Union's favour had been eliminated. M. Chirac

said that he was fatalistie. Public opinion in Germany, the
Netherlands and Belgium would demand a third zero option and
Chancellor Kohl would have no altarnative but to go along.

The Frime Minister said that she would fight on this and hoped
that M. Chirac would too, not least because there would no

doubt be pressure to bring in French short-range nuclear weapons.
Both of them should try to stiffen Chancellor Kohl. M. Chirac
agreed: France had not wanted the first and second zero options
and certainly did not want a third. But he was not optimistic.

Dafence Cooperation

M. Chirac =said that, partly in response to the INF agreement,
France was trying to improve its defence cooperation with Germany.
He would like to see this cooperation extend alsa to the United
Eingdom. There should be discussions to see how our defence
links could be improved. The Prime Minister nodded but did
not comment directly.

NATO Security General

M. Chirac asked whether the Prime Minister had reached
a conclusion on the successor to Lord Ca--‘ngotn as NATO Secretary
General. The Prime Minister said that “Wad told Chancellor
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Kohl that we would support Dr. Woerner. Her only reservation
was that his departure from the German government might weaken
its stand on defence issues. M. Chirac sald that France too
would support Dr. Woerner.

Channel Tunnel

M. Chirac said that he wanted to raise a preblem about
high-spaed trains and the Channel Tunnel. Under existing plans,
French railways would be making an investment of 12 billion
francs to upgrade the line from Paris to the coast. British
Rail would be spending only 200 million francs on the line
from Folkestone to London. The result would be that trains
would cover the 330km from Paris to the coast in B0 minutes
and still take 70 minutes to cover the 120km on the British
side of the Channel. This diminished the attractions of the
whole project and threatened its profitability. He understood
the environmental problems in Kent. But there was a real problem
for France.

The Frime Minister said that she was not briefed but would
look into the matter.

Falklands

The Prime Minister recalled that when she had tried to
persuade France to change its vote on the Falklands last year,
M. Chirac had said that it was to0 late and that President
Mitterrand had already announced how France would vote. She
wished to give him plenty of notice this year. We had consistently

supported the French on similar issues invelving dependent
territories and would do our best to moderate the language
of the CHOGM communique cn New Caledonia.

M. Chirac said that he wanted to support the United Kingdom,
but there was a real problem of cohabitation for the French
government. If he announced a change in the French vote, President
Mitterrand would immediately contradict him. He would try
to reason with the President but he was not very hopeful.

Eurcpean Enmmunitf

The Prime Minister said that she would like to see a satisfactory
agreement reached at the Copenhagen European Council,; but she
was not convinced it was feagsible. How did M. Chiraec see tha
situation?

M. Chirac said that he was not sure, but was inclined
to share the Prime Minister's doubts whether it would be possible
to get everything through by December. He thought that the
budgetary issues could be resolved but the CAP problems would
be more difficult. He would like to propocse further informal
contacts between French and British experts. The last round
had shown that we were not as far apart as he had thought.
The Prim= Minister agreed that further contacts would be useful.

CONFIDENTIAL
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I am copying this letter to John Howe (Ministry of Defence),
Alex Allan (HM Treasury), Shirley Stagg (MAFF),; Roy Griffins
(Department of Transport), Tim Walker (Department of Trade
and Industry) and Trevor wWoolley (Cabinet Office).

e
CHARLES POWELL

Lyn Parker, Esq.,
Foreign and Commonwealth Cffice.
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PRIME MINISTER'S MEETING WITH THE TURKISH PRIME MINISTER
AT THE HOTEL INTERCOHNTINENTAL IN BERLIN
ON THORSDAY 24 SEPTEMBER 1987

The Frime Minister had a talk with Mr. Ozal in Berlin
last night, after dinner for Party Leaders attending the
Conference of the International Democratic Unicon (IDU).

Turkish Elections

The Prime Minister enguired about the prospects for the
Turkish elections. Mr. Ozal said that the polls looked good
for his Party suggesting that they could win over 40 per cent
of the vote with their nearest rivals, the Social Democrats,
on about 20 per cent. He was not worried about the
traditional parties. Sti1ll, no election was won until the
votes were countad.

Turkish Economy

Mr. Ozal said the Turkish economy was doing wall, apart
from inflation which was running atr 30 per cent. Exports had
increased 20 per cent in dollar terms thfs vear. Growth last
vaear had been B per cent and would preobably be 7 per cent in
the current year. The balance of payments deficit would come
down to 51 billion this year.

The GEnlf

The Prime Minister said that she was not optimistic

about any solution in the Gulf while the Ayatollah Khomeini
remained alive.

The Prime Minister continued that she thought President
Ehameni's speech to the'United Nations General Assembly had
been a disgrace Mr. Ozal said that he knew the Iranians well
and had many c 5 with them. One had to accept that there
was no viable a native to the present regime in Iran.
Although therr was dissatisfaction with the war, evidenced by
the fact that large numbers of Iranian families sent their
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rail link from Berlin to Hanover and a direct electricity link
from the Pederal Hepublic: The prospects for agreelng a number
of minor territorial adjustments in Berlin also appeared to
have improved. But the results in terms of human rights had
been disappointing.

The Prime Minister asked whether in retrospect it had
been wise to agree to a visit by Herr Honecker in return for
such limited improvements. Her impression was that Honecker
had gained a great deal from the visit, while the advantages
Ior Berlin and for the West generally had been small by comparison.
The wvisit fitted neatly Iintoc the pattern of more skilful presentation
without any change of substance in the policies of the Soviet
Union and its allies. They would exploit Honecker's wisit
to Bonn to their advantage, but had not had to concede a change
in, for instance, East Germany's shoot-to-kill policy. It underlined
how important it was not to allow people in the West to be
carried away by Slick presentation, but constantly to remind
them of the reality of Communism.

Herr Diepgen said that people in Berlin wanted to see
more East/West cooperation and Herr Honecker's wisit had played
an important part in securing this. Honecker himself was probably
better from the West's polint of view than any likely successor,
and the visit would help him carve oot a little more freedom
of manceuvre. The particular emotion surrounding relations
betwean the two German states had to be taken inteo account.
But he admitted the danger that people would under-estimate
tha threat from the Bast. There was a risk of euphoria about
arms contrel. They simply did not want to recognise that reducing
weapons could sometimes increase the risks and dangers. The
Prime Minister agreed that people in the free world were not
always vigilant enough. It was up to Herr Diepgen and her,
and other leaders of the West, constantly to remind them of
the dangers and urge the need for strong defence.

I am copying this letter to John Howe (Ministry of Defence]

and Trevor Woolley (Cabinet Office).
o ONRRRIAL

Lus

Lyn Parker, Esq..
Foreign and Commonwealth O0ffice
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SUGGESTED QUESTIONS FOR THE PRIME MINISTER FROM B.F.H.S. RADIO

i

There was much euphoria in Washington and Moscow following the
tentative agreement last week on Intermediate Nuclear Missiles,

What was your initial reaction ?

Although an INF Agreement has been a NATO priority for some time,

doesn't such an agreement make the British and Allied. Conventional

Forces in West Germany vulnerable because of the imbalance between

cast and west 7

The German Defence Minister, Manfred Worner, and NATO's Supreme
Commander General John Galvin have suggeated that some of the
short-range Tactical Nuclear Systems, such as "Lance", should be
upgraded and modernized in the wake of the INF agreement. Would

you agree with this 7

The Russians have expressed hocpe that the agreement would be an
incentive towards a withdrawal by both sides leaving a %0 mile

bufferzene in Central Europe. Is this a realistic objective 7

Under what clroumstances would' you put Dritain's Independent

Nuclear Deterrent on the negotiating table 7

What are vou hoping will result from your bilateral talks with
Chancellor Kohl 7

What is wyour reaction to recent developments in the Gulf 2
[ I cannot give exact wording at the moment as events are

changing all the time. PBut it will be an open general guesticn).

Naturally if the Prime Minister has any specific thoughts she
would like to communicate to the forces audience she can do this

at any time during the interview.

If all goes according to plan, a clip of the interview will be
used on a,daily programme called 'Satellite Supplement', and the
interview in full will be broadcast on 'Sitrep', our weekly
defence programme with Peter Hobday. Both programmes go out on all
British Forces Radiuv Stations arcund the world.
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THE BERLIH STATEMENT

The Leaders of 27 Member-Parties of the Internotional Democrat Union
(DY) from 25 countries, including & hemds of government, together
representing more than 165 million wolers, hawe participated in the 3rd
D) Party Leaders Conference al Lhe Reichslag Berlin, on 24th-Ibth
Teplamber 1987 The meeting has been hosted by the COUJCSU, Germany,
Iounding Member -Farties of the 10U, They have Deen joined Dy observers
and goests from like-minded parties. A list of the principal particlpants is
atbached,

The fellowing parties have been admitted to (ull membership of the (DU
Freedodm Party * Domimndca; New KWational Party, Grenada; Natbonal Party,
Heméurss; and the Motheriand Party, Turkey. The Comservative Party,
Micaragua, has been granted associaby status The Caribbean Democrat
Unjon hias also been recognissd as a third regional erganisation of the 1DU

Blections for the officers for the period 1987- 1980 have taken place, and
Lhe [olloing have been slecied:

Chairmmas:

Deputy (hairman:
Vice -Chairmen:
Treasidrers:

Execubive Secretary

ZND DRAFT
ANNOTATED

THE BERLIN STATEMENT

3RD PARTY LEADERS CONFERENCE

THE REICHSTAG, BERLIN

24th-26th September 1987

Ley to aneraied amendmenrs o (falfer:
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The Parly Leaders have conmdersd a broad range of Bsuet louching on the

praimlmn of democracy, loresgn alfairs and economic questions Current

developments in Exsl- Wesl relalions have besn pald special atbention

Mealing in the city of Berlin, e intermationnl symbol of e divide
impesed by the East [EX: Ewsi West dirision | the Party Leaders
sipress Lheir complete abhorrepce [HOD: refecfior | of tolalitarian
rologids. They are united (0 their commen conviction that b the eonfict
of ideas with communism and sociabism, the ideals of freedom and iree
enterprise will prevail

They reilerale their fundaments] beliel that the socal market economy,
which underping economic fresdom, i directly Hnked with political
Ireedpm and demddracy; and that these individuals and socielies that seek
1o dimvindsh or deay economic freedom ultimately threaten the human
rights of every individual under the rule of law [LP: gdd: Fe reffel of
perverly aod deprivalion, asod e capseitr of counlries Ik
provids & fair stepdard of Hwing for their peoples 2od lo aréei
sock interpations! SUBERILEriEE JULEE 3§ Biding oS reseliiing
refipees i5 {mertricaliiy Haked lo scoaoaric freedam, |

T Farty Leaders thus remain determined W fully support the work of the
DY both as & means of increasing e unity and upderstanding between
dmstng Member-Parties, and &5 an instrument to assst all like-mindéd
political Forces in the rest of the world

Reviewing political developments since elr lasl mesling m 15985 Lhe
Leaders enthusiastically observe the conlinuing support of nationad
whectorates for their policies, and the [urther swooesses of their partes ab g
natienal lgvel IND: & salioasl ferels|

EAST-WEST RELATIONS

The Party Lesders welcome the nmew climate in East-West relations that has
brought substantial proposais for arms control and reduction under
discussion. They lock forward W real progress being made [HO: jnsert
hrompd Exsl-West costacts asd especiafiy | al the next

Reagan-Gorbachew summit mesting, opning up the pessbllity of & more
constrictive Bast- West relatioashdy b the (ulure

They nete with satisfaction that this [resh [M3S: aksaged] appioach by the
Soviet Union has been brought about by the determination of Western
mations to pursus peace through |HO: jnsert sdeguorte | strength, and
st Wedr Cull support for the earller decicion to deploy crubse and
Pershing || missiles in Westérn Ewrops has been fully justified Only
from this position <f ooeemon resolve has the Wel succesded (R
persuading the Scviet Unlon to sccepd its original propesals. Only through s
continwed commitment to peace through strength do the Party Leaders
bélieve that further progress can be made | EE reservalion on Lhis

parsgraph |,




Nevertheless, taking into account the Soviel emphasit én  nuchear
disarmament, the Party Leaders consider that it would b & ragic mistake
Lo progwote the image of a less horrif Fing war in the beliel that it wonld ot
be nuclear [LP: jnsert rather than cosrestionas| Ay war thal was

ok L Y T e L ERonEe I8 Lo AV ] i L0
A0G_nuclesr warlare  [HO- replace by Aay Fast-West war the )
iaftisted in lhe eapeciation that it could be Hmited £
cosreslions! arms aod Uhus were bdeiap coaceived a5 less

disgarons, womld fmply am intolerspie rizk oF escalybion iofc
suciear war | |ET reservation on this seatence|

A delailed report on Uhe guiding principles to be porsued by the 100
towards East-West retations has formed an important part of the discussien
brtween the Party Leaders, and is endorsed by them. Presented by Mr
Carl Bildt, MP {Chairman, Mederata hmum Sweden|, on behall of
the IDU Randing Committee on Foreign Affairs, the report  oullines the
need for the West to be guided by an historical perspective and Lo
pursus 113 objectives over & lengthy span of time. It calls for such & sralegy
to b tesbed agninst #vents, but not altered ©Y svery cdroumstance. [The

Beport i circulated separatelyl

On the specific proposals currently under discussion between East and
West, Ihe Party Leaders expressed their Tull suppert for

b

THE RECOMMENDA TIONYT [N THE EA 5T/ WEST RELA TIoWS REFURT
RRCTRW U N0 AF FINALNGED [N RERLIN  WILL AR LISTED HERE

Holing the contribution of neutral states to cecurity and peace in Europe
and the rest of Uve world, particularly through their own defence elforts
(M5/EK: delete | the Farty Leaders recognis= that such states are allected
by current arms control negotiations, and endorse their interest in arms
reduction fo the lowest possible level, and the establishment of & stable
balance of poiear.

The Farty Leaders give a cautious weicome Lo Uhe current direction of
internal developments within the Soviel Union, especially in the field of
sonomic reforms [MS: dejete | and the sught relammtion of absclube
control  over information. The refease of some of the many political
prisoasrs in the Sowiel Unlon is hopefyl [LP: # bopeinf siee | but until
all prisoaers of conscience are released, and sieps are taken to guarantes
that besc human rights are observed within [LP: [pgerl L& Sorim
Vafexr and espwcialiy o) Sowiel prsons and mental hospitals, the
situation will remain whelly [UL: oeepir | unsatisiactory. The Leaders
express their hope_however. [ND: delets | that recent developments [ND:
inpart mar) indicats a Soviet move lowards s full pgoeptance of [MS:
respect for | the Final Act of Helsinki Such acceptance [MS:
fmpiearetalion | in full will provide Lhe [UE: » ] real test of Soviet
intentions and provide & basis for negotiations based on reality and trust
IEX: paragraph should be more constructive]
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The Party Leaders also continue to look for & real desire on the part of the

“oviel Union to withdraw from direct or indirect military invelvement in
outh-West Asla. Adrica, Central Amefics and the Caribbean, as well ag
obier [MS/UK: delets | previously peutral or non-militarised parts of the
warld. In particalar, the Leaders condemn the continued Soviet ccoupation
of Afghanistan, and call for the speedy withdrawal of Soviet forces The
establishment of a genuinsly non-aligned indepeéndent Alghanistan would
be regarded by the Leaders as a major Soviel contribubron to the peaceiul
resclution  of intermational disputes. (KX reservation oo this
paragraphl.

Meeting in the divided city of Berlin, the Party Leaders recognise that the
present divigien of Europe and - at its core - the division of Germany
remains a erucial question, In the long-term, peace and fresdom can only
be guarantesd in a Buropean arder which ks oot [M5: dejete | based on
the spirit of conirontation Tt of the Spirit of unily. and IMS: delete | the
right of sell-determination. The policy of the Federal Republic of Germany
to regain German unity under these principles 1s thus supported by the
Party Leaders, ICDU: adgd As Jomg s5 ihis division of Beriin,
Germany aad Furope persisis, the respect for buman rights, the
resuscistion of the wse of force »i Lhe axisting border laes smo
foe erofvlion of coniscis belween [he peopls xs agreed fo the
CICF Final Act are of esseatiz! importance. I8 particuier, im Ngh
of the 750Ls Asmiversary of the foundation of Beriin, this city 1s
& challeage fo overcome lbe exisiing dividing iimes. The wah
erected ln [96] can and will ol remain i existeace. The Party
Leaders agree Lhst Barlin must be taken sceoval of in alf efforts
o promote deteste and cooperation between Fast #od West |

L7

The Leaders remaln deeply conderned ab the threat to the democracies
from international terroriem.  Endorsing a report propessd by the CSU,
Germany of this question IND: inmerl wois ide costribpwiion of NFes
Pemobratfs, Greece | f[he Report i3 circulated separatelyl they
specifically adopt the faliowing proposils

the probbem of international terrorism showld be considered at the
nat Reagan-Gorbachey summit topether with (but not Haked o)
arms contrel, since this would be the most sifective delerrent agalnst
so-calbed “state terrorism”;

ne arme ghould be exported to states which promote or support
berrorism;

measures against slales which - support terrprism should be
coordinated, 8t bolh a blateral and muoltilateral lavel,

entry should be refused for all persons, including diplomatic staff,
Whio Bave bean expalléd and/or barred from & Westsrn nalion on

suspicion of having participated in international terrorism, or who
have been chnvicted of & berrorist act;

the improvemsnt of the relevant legishation controlling terrorism,
a8 & decisive precondition lof an improvement in ewtradition
procedures; and

/8




& the nbtenslicalbon of nkEmnationil collaborafiog bDelwheen e
BeCUrity suthorities dnd intelligencs Services (M5 deleiel

IVE: midd:
= gv pereraarest shoald mele coacessioas o lerrorists dadds
dwress |
IcP- gad-
Fitegal drayg Lralfifeting and lerrorism are oftes cfosely lloted, A
Hiiurliory whicd demsadsy more effechire Arieroslionss
cooperation fo combat the former. |

THE ECONOMY

Beviewing the ecomcmic recovery now [rmly established amongst he
mdustrialised nations, the principats of which are governed by DU
Member-Parties, the Parly Leaders remain firmly of the wiew that the
protest af feducing inflabion and cutting budget deficils, threugh prsdent
MEnetary and fiscal policiss, must b+ sustained and strengthened

The Party Leaders emphasise thal the social market economy (5 the Dest
way Lo secure Hberty and promobe the general weilare of individugls, and
in thus fully supporied by the International Demecrat Unlon. Characterised
by rée anterprite, (ree trade, free pricing, widespread private ownerzhip
and & lmited public sector, the social markel sconomy's strength is its
aIIII!L'_i' e sdjust and accommmeodales Lhe dl{[ﬁmg desred and peeds of
in<kividuals. [ts lieblood is competition

[JLP: add:

Ai e seme Lme, the Pariy [eeders fnle scoogal of e feci Lhai
magy derelopiag cousiries (rome of whom are represwaied in
the IDU) are siriviag lo develop ihelr ecosomies sod aré
currestly poiag [Arough & Jdifffcalt prodess of StroclErs
sdfustment simed S sdopling (he prisciples of the Socisl mertet
ecruE . Five Prriy Lesders recopmise thal Lhese sdfostmenls
are made sach more difffcnlt becanse of Lo ertermal debil crisig
wiSCh Sr impoging & Feware shrais on derefopingy desocracied
and, fn parifcifar, & sbreis thal e grave sonrontls, focisl aad

Dolitical conseg rdnces.

The Party Leaders consider this to be an wrgest snd fmmedinb
problem, aod welcome Lhe paper eatited A Proposs! for
Coordissling sod Jmprevisy Approsches lo the [nlerosbions
Debt Crigfs; presestsd By Prime Minister FESwand Teagps (Leader,
Jemeica Labour Periy) and esdorsed by other Parly Lesders o
Lirve CARFOON conmiries.

The Leadary sccept LBat Ji /2 [o the fofarest of Bolhk fenders apo
deblory fo reack ar spreemeni Lhei wdll serve escd olbérs
soofdmle cosckres, sigee the fong-lerm reprrmesnt of debis fi
aof an/y ddpeadent Upom the derelopmest af social scopamiv
bol #iso of Lhe polilice! stxbiliiy of Lhe salfons inwalvred. |

|Accordingly.] the Party Leaders [alae] endorse a report presented by the
LDP, japan on The Case for Privatisabion™ [The Beport s clyculated
geparately] The Leaders believe hat nowhere s te $1ale’s presence

f.10,




. -0 =
Wikhin W markel place more disruplive than when it supplies goods and
sl vioks which could v oifersd more eilichniy and effectively oy the
privite sactor, The intervention of the state into the private sector ought to
be limited o cases where a ploneering or |eading role of the state i
necessary. The Farty Leaders regard the ulumate goal of privatisation and
dereguiation to be nothing less tham a world-wide market of open
tempelition in which ability, quality, and cosl are the gnly IND: s |
fectors. [RD: add /o &b process towards sclieving (Ais wilimate
Foal aconomic pecalizrities Prevaiiag fn different coumties wil
oo Lakes inip considerstion |

The Party Leaders furtiver strass that fair and open trade is vital for global
prosperity. Recognizing that the growth of world trade has ol reduced the
practice or the threat of discriminatory trade measures, they call for an
early and substantial dismantling of brade barriers and an end o all forms
ﬂnmlmmnrmﬁbmlmm

#Iﬂwﬂu#f_rmr%tlﬁuhfwluﬂnﬂﬂnﬂmm
prople. the eacouragement of eificient food production withom
swbsidies ar artificis! frade Darriers sBould Pe # significam
slemesnt in the policies of the free world |

The Lenders also support a report written by Mr Esare Willoch
A L 1 on “Fuil Employment”. [The Revort i circulated
Hparmielyl White siressing that the abillty of povernments to conlribute
ellectively to assuring full employment is dependent. upon 8 boundly -based
social market economy, and that prevalling nalional conditions will require
differsnt responses in different countries, the Leaders endorse the
objective Lhal every employable persom should have the possibility to
make a living through his cwn eflorts Jo01

The Party Lesders nols with satisiaction Uhe return to government of the
Matwnalist Party in Malta. In expressing the hope that the return of a
Mationalist [ND: Partr] government will restore pesce within the island’s
communities, they look forward to cose cooperation with the new Maltese

government

ETNT T PROVITE FURTHER FARAGEALHY (W EUTOPE ASISING
FRORS THE ED LEAIVRS MEETING O THURAY 24TH SECTEMAED

BACIFIC
ILP: ASid ANP INF BACIFIC)

The Party Leaders welcomme the viclory of democracy in the Philippines
last year. Recalling that an IDU fact-linding misston visited the Philippines
in july 1946, ia the course of which the delegation expressed the [DUs
solidarity with President Coraen Aqmm.mﬂlu-dmb&llﬂethatthﬂm
democracses should extend full political and economic support o the
Philippines in ofder L ensure that it remains a stable and fres democratic
foree in the region.

The Party Leaders express deep comcern at the comtinuing military
build-up of both conventional and nuclear capabilities in the Pacific [LP:
add By e Jowfet Umiop | The prowing influence of Libys in the

1# el P L 18




ILP: "sdd Jm LB/ copfert . b Farip leaders npole EChe gresi
importagce of ANIUS to the securily of (be Pacific region ano
deplare Lhe fack of fofxl commitment fo Jf shows BF Socielim
Goreramenis (o the regive.

Toe Pirtr Leaders deplore the controned Vielosm occtipibion al
Frmpyches. Ther wefcome Lhe emerpesce of democralic Lremdy
g Jowth Forex. Ther express concera st e ereols i Ef s8c
bope thet Lhere will be & speedy relurs [0 demecrsitli
cossiitvtions! procedures witich will goarsales the rights of &

Fifians |.

1DV gdd Jo Lhe Light of recent developments iz Sri Lanks, the
Lagders deciare [beir folf support for the initistives (xten by
Presidest fawardene fo reunite the isiznd and express the hope
thal & peacelil sod democratic solation to the faland s proffears
can be fornd]

The Party Leaders note the region’s remarkable sconomic dynamism and
that the development of its vast pobential depends upon continged potitical
stability. Taking note of an |nterim [LP: delete | report produced by Hon
Andrew Peacock MP, [Depuly Leader, Australian Liberal Party] the Party

Leaders welooms the encouraging signs that Pacific economic cooperation is
being promoted at both governmental and privale leveis. An important
element in Uhds will te the development of mullilaters] cooperation within
the Pacific Basin, Party _[eaders Dedieve thal i

The Farty Leaders nole with satisfaction ihe further satension of DU
mambarabip in these regions. They warmly welcome th Freedom Party of
Dominica, the New Mational Party of Grenads and the Mational Parly of
Honduras as full menbers, and the Hicaraguan Conservative Farty as a pew
associate. The creation of the Caribbean Democrat Unden is a wery [MS;
delely | positive sign of renéwsd and inlense cooperation bebwesn free
and democratic countries in Lhis area

The Farty Leaders areé unitéd [n thelr condempation of the continuing
abuse of human rights and the worsening oppression of the demoecratic
oppetition in Nicaragua. They deplore the recent detention of the head of
the country’s Permanent Human Rights Commission, and the harassment of
supporters of the Coordinadors Democratics in demonstrations [ast mofth
[HD: gdelete | In expressing grave concern over the relenles [HO:
delete] trend towards marxst Eolalitarianism by the Sandinista
governmant, they all for the penine democratisation of the country.

Thios, pobwilhstanding thelr strong ressrvations aboul the intentions of the
Micaraguan gowernment, the Party Lesders beoadly support the Central
American peace plan signed in Guatemnala CILy in sarly August [CP: add , »s
wwlf ax thw rerification aad cobbrod commyEiior SREFbiEEed [8
the seme monlh iz Cerecas, with the bactimp of the Ceatrs
Americas couniries the Coplrdors group sad Lhe so-caifec
Costadors support groap|. Il the Nicaraguan government were to act
in good [aith, and provided that the plan can be developed to incliide




« spelicTLP: 2dd sad effectire | coaselite guarantees apd venikation
piotedures then [CF: delete and replace by xod ide rerificaiion
rrd copirn/ commitmests are respecied | they tebwve that this
provides 8 good basis for securing a peacelul sohubion o the region's
problems.

The Ledders akeo took nobe of & prowisional repedt by O Misas] Pastrana,
[iormer President of Colomibia: Leader, Social Conservative Partyl, om &
medium-term strategy for Latin-America asa whole: While applauding
the steady move towards democratic societies in the region, they recognise
the enormous debl problem [acing Latin-American nations, and the
tonsequences lor ther scopomic, seoal and political stability. The eaders
sccopl that it iz in the Interests of bolh lenders and deblors bo réach an
agresment thal will serve sach others sconomsc concerns, since lhe
long-term repayment of debts &5 not only dependent upon the

development of sound economies, bul also on the political stabitty of the
Eathons neclved

The Party Leaders alse received a report [rom an (DU lact-finding mission
to Chibe, which held meetings with a large pumber of representatives rom
e political parties, mmh: and social ofganisstions, the church and the
government in lats Joky

MMWH to be considersd permapent;
WWMKP tryiog | o put up 3

supporting e democralic procedss in Chile. [HO: paragraph should
reflect report conclusions as finalised in Berlin] [CDU; delste
and replace by O the Masis of lhe mission’s cosclusioms sod
recommendslions, Lhe Parly leaders condems he coslbisuing
apprétiias of Lhe poapulebiar by Lhe diclstarship of reaserk
Pigochet and iy particeiar, Ehe coosinnl 3b05e of SRmRE FiFkls
aFxipst Lhe democrrlic eppositier.  Ther call for cooliombea
pressure of e porerament of Chife fo acoeferale Lbe ransitfoa
fe democracy. This lransition hez b be implemested iz 4
geauvine dizfopue wilh the democralbic opposition. Any ooifséers:
sctions of the Pinocke! gowersmenst fo mesipnieie this process
Wi el Live Boddifwoct) fesiatance of Live ST

Toe Parly Leaders sharply cribfcise bhe aclions ifpbes Bbr L
Forernment of Faormy sgaipsl Lhe movement of Lie democrablc
opposibion and of the Pansmanizs people Cruzsds . The demrssds
of bhe Urursds' for bhe implemepizilon of lasiiivtions! aso
procedBrel réforms B gFUirEolés [fréd bd  DSMEEIDEIEISG
#lections 284 &8 fegal exraminsiion of Lhe FCUSRLIBRS IFRIRS)
Ceaeral Norfega, are iodispessable prereguisites for U
Mecessary demoecrabfe reform of L porersmenisl sprlear o
Fapema. |




MEDDLE EAST

The Party Laaders express deep convern aboul the situation in the Gulf
anvd deplore any attempls to impede the irev Mow of ol through the Gull o
ihe [ree world VK- delets | Acknowiedging the rght of nations to
protect their own shipping in e area and to kedp Lhe sea lanes opan 2§ &
Rucely defensive measurs, [UK: delele | they fully support calls for a
cepse(ire between Iran apd Irsq. and call upon [VE: replace by O
Fecurity Couscil Resolwiion 598 whichk cails for & ceaserire
betwees [ran zod Iraq aed wrge | both sides to reach a regoliated
settement to their dispute

They further deplore the continued detention of Thostages”, and urge
Mose naticns that might bave some influence over their caplors to use
their best endeavours to secure their sarly releass [CDU: add Sz fhis
comferi e Parly Lesders sofe that the [ebamon i3 sifh
threatesed in itz soversigety, integrity rad existesce by
cenflfcting groups sad interests  Ider consider a Percef
settiement of fhese conflicls, respected by (he congtrys
seiphbotrs, to be & precendition for stability i the ares |

IUE: add Ther furfber recognise ihe imporizace of & pesce
seltfement Deiween Arads and  lsraelis  which FUreranlees
securiiy te Iarael 20d fegitimate rights to the Pafestinizns |

AFRICA

The Party Leaders are united in their total condemnation of the policy of
bpartheid, firmly regarding it a» gpe of the 1HO: 2 | mest depiorable
tormis] of recial discrimination and viclation of human nghts. While noting
the limited measures designed to eliminate certain sspects of By Chirid
announced by the South African government in the |ast few years, the
Leaders believe thal more far-reaching steps leading te the elimination of
aparthesd must be taken, resulting in the svolution of a polilical system in
which all rages apd communities [VE: Sowtd Afrieess | will be (ully

represented. They agree that the [0V should become mere engsged in Wiz
question. in particular, [UE: roelfew up Ebis jssoe jailizlir | by the
dispabch of & fack-finding mission to South Africa in sarly 948

[JLP: add:
The Parly Lesders siso sgree that (he conlinued flontisg of A
decigons an indepsgdepce for Namibiz by Sonth Africs #
dotolerable, and thal ways mosi be found fo seltie this oatier
speedily.

Ty Jfurither pols Wiy coscers m&w:.rfanafﬁ;
Feomomic pod social sitnation fn sub-SaBarEs AFricr. largedr owe
lo that region ¥ special runerability to drought rad agree (hat fi
deserres specinl sifention |.




SECRET Covaering TOP SECRET

I Conference in Berlin

In your letter of 7 Sep to Mr Parker, you asked for
briefing for M. Chirac's meeting with the Prime Minister at thi
D Conference on 24/25 September. I enclose a brief on the
bilateral dialogue on nuclear weapons matters, in case M. Chirac
should raise the subject. There ia no need for the Prime
Minigter to do so.

N

C L G Mallaby

23 September 1987

SECRET Covering TOP SECRET
[ EYES A




TOP SECRET - UK EYES A Copy No / of 4

ANGLO-FERENCH DIALOGUE ON NUCLEAR WEAPONS MATTERS

er———— s e

Cur objective

1a To relterate support rfor the dontinuing Anglo-French

dialogue on certain nuclear weapons matters.

Arguments to use

2. a. ~Commpn interests of United Eingdom and France as

European nuclear powers.

Right that our dialogue should continue to develop.

¢, Glad that, following agreement between Defence
Ministers on agenda; contacts between officials have

begun.

d. (If gquestion of collaboration on sub-strategic
wWeapons ig suggested.) No immediate requirement

to replace United Kingdom sub-strategic nuclear weapons.
But preliminary thought being given to number of possilole
Euccessor systems and wish to explore every option.

A you know, current French system (ASMP) does not

meet our regulrement (range too short). Buk
underatand that French officials have offered a
presentation on technical aspects of plans for second
generation wversion. British officials would be
interested to hear this and look forward to receiving
invitation.

a. [(Lf needed). Good progress peing made on Trident
programme . Firmly on target to become operational in
the mid-1990s.

Page L of 2 pages
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TOP SECRET - UK EYES A

BACKGROUND
s The Defence Secretary agreed in March 1287 with the

French Defence Minister, M. Giraud, an agenda for bllateral
exchanges by officials on certain nuclear weapons matters.

Officials have held preliminary talks and plan a series of

meetings to follow up the agreed agenda.

2. When M. Chirac saw the Prime Minister at Cheguers

on 26 April, he raised the question of Anglo-French defence
co=operation. In particular, he suggested that the

United Kingdom might buy the French short-range alr-to-ground
nuclear missile (ASMP) for its Tornado aircraft. The

Prime Minister replied that the range of the ASMP missile

wag too short for our purposes but that we would like to be

kept in touch with any plans to develop & longer range version.

x | In subsequent contacts between British and French
officials, the French have appeared to recognise the
limitations of ASMP. They have suggested that the United
Kingdom and France should jointly consider future
develooment of an air-to-ground nuclear missile, and

have offered a technical presentation on their plans for

a successor to their present system. British doubts about
the specification of the French system remain, but officials
would be interested to hear what the French have to say and

they await an invitation to the promised presentation.
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Foreign and Commonwealth Oifice

London 5Wila ZAH

23 Beptember 1587

Meeting with the Turkish Prime Minister
in Berlin: 24 September

¥You will have seen the reference in Ankara's scene-
setting telegram to US and FRG pressure on the Turks over
armoured personnel carriers, and in particular the open
or implied threats over military aid.

Should Mr Ozal raise this subject, the Prime Minister
might point out that, against an aid budget of some
DM %0 million a year, the Germans have already received
substantial contracts in recent years (about £1,000 million
for submarines, frigates etci. It is not HMG's policy to
run military aid budgets. But MOD are currently
reviewing their position to see what specific support they
might provide in connection with this tender {for your
infermation anly - this would probably be in the form of
a spare parts package worth up te £5 millioen].

¥You should alsoc be aware that Mr Patten has today
approved an increase in the scft lean to support the AMEC
bid for the Ankara natural gas project. The last sentence
of sub-paragraph (ii) ¢of the Bilateral Relations section
of my letter of 21 September should be amended as follows:

The Prime Minister might tell Mr Ozal that HMG
hayve demonstrated thelr f.‘-l'.'ill'ltll‘l'l.'ljrlg interast in
the project by decisions in August and this moenth
to increase our offer of a soft loan for this
project from £45.75 millicon to E£65.52 million.

L{jaq,a—% sl

»

Private Secretary

. Parker)

C b Powell Esg
10 Downing Street
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Foreign and Commonwealth QOffice

London SWIA 2AH

22 September

IDU Conference inm Berlin

In vour letter of Z1 September you asked for some
additional information for the Prime Minister's viait to
Berlin.

Bilateral with Chancellor Kohl

I attach & scene-setting tgiggram from Sir J Bullard
together with his letter of 18 Septelhber assessing recent
tensions between Lthe CDUO and the C5U.

—

We have confirmed that Hercr Weber will be interpreting

for chancellor Kohl and that there will, accordingly, be
na nead to B8k Mr Lederer to attend.

¥ou will have seen Bonn telno 729 reporting that Kohl
wishes to raise the 2o-called Marshall Plan for the Middle
East, without putting it on the formal agenda. The Germans
bore the brunt of Mr Peres' lobbyving on this issue during
his European tour 1h June; Mr Peres has now apparently
Fthuﬂeﬂ concrete proposals, which Chanecellor Kohl is
intending t& diacuss with his Spanish, French and passibly
Japanese and US counterparts.

During his June tour Mr Peres explained to the Foreign
Secretary that he hopes that the proposal would attract
support from the Israsall public and provide a less
contentious, non-political role for the plenary of an
ffifernational conference on the Arab/Israel dispute. We
arEﬂEEEE?IEﬁTT_ﬁEE_TEkE the wiew that such an economic plan
ghould more paturally follow than precede a political
settlemant. — e -

——

We recommend that the Prime Minlster take the line
iwhich accords with Kohl's own view) that the proposal has
value only as one part of an active peace process.

CONFIDENTIAL




CONFIDENTIAL

I attach a scene-setting telegram from BMG Berlin.

Ppuring her interviews the Prime Minister might draw
on the following polnts:

- Berlin Wall most graphic symbol of cruel
division which Communism has imposed on Europe.

- Barlin alsg a aymbol of hope and of fregdom -
freadom enjoyed by two million West Berliners but
denied to their neighbours.

- Presence of Protecting Powers (UK, US, France)
ultimate guarantee of that freedom. K

- Over 3,000 British scldiers and airmen: living
proof of OUr unswerving determination to defend it.

= Dur troops wWill remain as long as is necessary.

- Presence during 750th Anniversary year of all the

leaders of the Western Protecting Powers a further
reminder of their commitment te Berlin.

- Working with our Western partners, through the
CSCE process and elsewhere, to break down barriers
and promote freer flow of people and ideas between
East and West.

= Must ensure that Berlin and Berliners also benefit.
Protecting Powers active in seeking ideas for
practical improvements for Berliners.

— Heartily support President Reagan's initiative
{to improve air services and bring canferﬂnﬁes and
meetings to Berlin]. =

J
e o

38 23¢ 0 M)
SR VA

§ 1 l| ) l.- i
Lodn = W

(L Parker]
Private Secretarcy

L

C b Powell Esg
19 Downing Street
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TGO IMMEDIATE FCO

TELKGO 734

OF 2206501 SEPTEMBER BY

INFO IMMEDIATE BMG BERLIN

IMFO SAVINGE CONSULATES-GENERAL IN THE FRG, EUROPEAN COMMUNITY POSTS

PRIME MINISTER'S MEETING WITH KDHL: BERLIN, 25 SEPTEMBER: THE SCENE
IN THE FRG

SUMMARY

1. KOHL WORRIED BY CDOU'S ELECTORAL SETBACKS BEFORE AND SINCE
HOMECKER'S VISIT. ON THE ECONOMIC SIDE, A SENSE OF DRIFT, KDHL'S
DECISION ON THE PERSHING 1=-AS A NEAT TRICK, BUT AT THE PRICE OF
FURTHER STRIFE IN THE COALITION. IRANSIRAQ THE CHIEF FOREIGN POLICY
PREQCCUPATION.

BETAIL

POMESTIC POLITICS

2. APART FROM MANAGING THE HOMNECKER VISIT (BONN TELNOS 684, 695 AND
494, BMG TELNO D&B, EAST BERLIN TELNMOS 148, 152 AND 156), KOHL HAS
LITTLE CAUSE FOR SATISFACTION AT PRESENT. LANMD ELECTIONS IN
SCHLESWIG-HOLSTEIN ANL BREMEN ON 13 SEPTEMBER BROUGHT FURTHER HEAVY
LOSSES TO THE CDU, WHICH HAS NOW SUFFERED SETBACKS IN FIVE OF THE
SIX ELECTIONS THIS YEAR, INCLUDING THE FEDERAL ELECTIONS IN JANUARY.
IN SCHLESWIG=MOLSTEIN, WHERE THE CDU HAS PREVIOUSLY RULED WITH AN
ABSOLUTE MAJORITY, THEY AND THE FDP TOGETHER NOW ONLY HAVE HALF THE
SEATS. WORSE STILL, ALLEGATIONS OF DIRTY TRICKS DURING THE CAMPAILGN
BY THE CDU PRIME MINISTER BARSCHEL MAY COST HIM HIS JOB AND HAND
FOWER TO THE SPD.

5. THESE REVERSES HAVE GIVEN FRESH IMPETUS TO THE ARGUMENT WITHIN
THE CDU/CSU ABOUT FUTURE STRATEEY (MY LETTER OF 18 SEFTENBER TO
RATFORD). THE PARLIAMENTARY PARTY IS NERVOUS, STRAUSS 15 STILL
BITTER THAT KOHL DID NOT CONSULT MIM ON HIS SUDDEN COMMITMENT ON 26
AUGUST TO SCRAP THE FRG'S PERSHING 1-=AS IF AN INF AGREEMENT I35
IMPLEMENTED. THE CSU WILL BE UNCOMFORTABLE PARTNERS FOR KOHL IN
COMINE MONTHS,

ECONOMIC ISSUES

L, THE ECONOMY MAY ALS0 BE ON KOHL'S MIND. THERE IS A CONTINUING
SENSE OF DRIFT. EVEN THE BUNDESBANK HAS BEEN CHIDING THE GOVERNMENT
ABOUT ITS SPENDING POLICIES: IMPORTANT DECISIONS CONNECTED WITH THE

PAGE 1
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TAYX REDUCTIDN PROGRAMME ARE STILL AWAITED: THERE IS5 A RELUCTANCE TO
GET TO GRIPS WITH THE PROBLEMS OF SUBSIDIES, OR THE OYERDUE
ETRUCTURAL CHAMNGES IH SMOKE-STACK INDUSTRIES. AFTER MONTHS OF
IMPROYEMENT, THE LABOUR MARKET I35 SHOWING SIGM: THAT IT HAS REACHED
& PLATEAU: THE PSBR IS WELLABOVE THE PFLANNED FIGURE, AND GROWTH THIS
YEAR MNOT LIKELY TO EXCEED 2 PERCENT. ALL THIS IS5 LIKELY TO INFLUENCE
GERMAN ATTITUDES IM THE EC., THE GOVERNMENT MAY BE IMCLIMED TO BLUR
THE STATED COMMITMENT TO BUDGETARY DISCIPLINE ON ACCOUNT OF THE
POLITICAL MEED TO BUY DFF THE FARMERS. THERE IS AS YET ONLY LINITED
RECOGNITION BY SERMAMN INDUSTRY THAT FAILURE TO REFORM THE CAP WAY
LEAD TO UNCONTAINABLE PRESSURE IN THE US FOR RETALIATORY
PROTECTIONISM IM IMNDUSTRIAL SECTORS. ON SUBJECTS SUCH AS TAX
HARMONISATION, DOMESTIC CONSIDERATIONS COULE PUSH GERMANY TGO PURSUE
POLICIES WHICH wWOULD PUT THEM ON THE OPPOSITE SIDE OF THE FENCE TO
THE UK.

PEFENCE. ISSUES

5. THE DUST 1% SLOWLY SETTLING AFTER KOHL'S PIA ANNOUNCEMENT (BONN
TELNOS &£56-8), HE CAN FEEL SATISFIED THAT HE REMOVED A POTENTIAL
OBSTACLE TD AN INF TREATY AT A KEY JUNCTURE, AND WILL WELCOME THE
PROGRESS MADE BY SHULTI AND SHEVARDNADZE IN WASHINGTON. THE C5U

ARE STILL GROWLING AND LICKING THEIR WOUMDS, WHILE THE FODP ARE
DELIGHTED, AND TURNING THEIR THOUGHTS TO THE NEXT STEP. CAREFUL
HANDLING OF THE SNF ISSUE WILL BE NEEDED OVER THE COMING WEEKS, TO
AVOID CEMENTING THE UNHOLY ALLIANCE NOW EMERGING BETWEEN THE FDP AND
THE CSU/CDU RIGHT=-WING ON THE ISSUE OF MUCLEAR MISSILES WITH A RANGE
LESS THAN 500 KM (SEE MY LETTER OF 18 SEPTEMBER TO FALL).

6., THE ANNUAL BUDGET SEASON IS NOW UNDER WAY IN PARLIAMENT, WITH
DEFENCE STARTINE UMDER A HANDICAP. FOLLOWING CABINET DISCUSSION 1IN
JUNE, THE DRAFT DEFENCE BUDGET WAS SET TO GROW AT LESS THAN THE RATE
FOR THE FEBDERAL BUDGET OVERALL: THIS WAS IN CONTRAST TO THE PAST FEW
YEARS, AND AT A& TIME WHEN WOERNER ARGUED THAT AN EXTRA INCREASE WAS
NECESSARY,. THE PROSPECT IS FOR SLIGHTLY NEGATIVE DR AT BEST 1ERO
REAL GROWTH IN DEFENCE SPENDING IN 1987.

FORELGMN AFFRAIRS

IRAN/IRAG

7. INITIAL GERMAN REACTIONS TO THE SECRETARY-GENERAL'S REPORT ONMN HIS
MISSION TO TEHRAN AND BAGDAD HAVE BEEN POSITIVE. THEY ARGUE THAT THE
IRANIAN POSITION HAS MOVED SUFFICIENTLY OVER THE LAST TWO MONTHS TO
JUSTIFY FURTHER DIPLOMATIC EFFORTS BY THE SECRETARY-GENERAL BEFORE
ANY MOVE TD A UNSC SANCTIONS RESOLUTION. KCHL AND ESPECIALLY
GENSCHER WILL SEE THIS AS VINDICATING THEIR PODLICY TOWARDS THE

PAGE F
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BELLIGEREMTS. THE HOSTAGE AFFAIR IS PART OF THE REASON FOR THEIR
ATTITUDE TOWARDS IRAN, BUT THEY DO ALSO BELIEVE THAT THE FRG HAS A
POLITICAL ROLE TO PLAY, AS THE ONLY MAJOR WESTERN COUNTRY WHOSE
RELATIONS WITH IRAN STILL CONTAIN A MEASURE OF CORDIALITY. THEY WILL
BE LOOKING FOR EXCUSES NOT TO JOIN IN ANMY ATTEMPTS TO ISOLATE IRAN
INTERNATIONALLY, UNLESS THESE HAVE THE CLEAR SUPPORT OF ALL FIVE
PERMAMENT MEMBERS OF THE SECURITY COUNCIL.

SOUTH AFRICA

8. THE ANTI=-APARTHEID LOBBY IN THE FRG HAS BEEN MORE ACTIVE THIS
YEAR, WITH THE CHURCHES AND TRADES UNIONS IN THE FOREFRONT, BUT THE
FEDERAL GOVERMNMENT DOES MNOT FACE THE DEGREE OF DOMESTIC PRESSURE
GEMERATED IN THE UK. THE GOVERNMENT ARE CONCERNED BY THE SPIN-OFF OF
THEIR ANTI-SANCTIONS POLICY ON RELATIONS WITH THE THIRD WORLD. BUT
THERE 15 LITTLE PROSPECLT OF THEM CHANGING THEIR POSITION ON
SANCTIONS UNLESS THE UX AND US WERE TO DO 50. KOHL WILL BE
PARTICULARLY INTERESTED IMN THE PRIME MINISTER'S VIEWS ON THE LIKELY
OUTCOME OF CHOGM, AND WOULD WELCOME ASSURANCES THAT HE WILL NOT BE
LEFT IN THE LURCH.

BULLARD
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PRIME MINISTER'S MEETING WITH CHANCELLOR KOHL ON 25 SEPTEMBER

Lyn Parker's letter of 138 .“:L:Eg,l.crnhn." included as you know a recommended line to
take on EC 1ssues. In z":rjt'.ﬂng the Prime Mimnister you may find it helpful to take

inte account n addition the following points.

s Given that this is at present the Prime Minister's last scheduled meeting
with Chancellor Kohl before the Copenhagen European Council at the beginning
of December, It is clearly important that he be left in no doubt of the strength
of her views: we shall not secure a package of the kind we need at Copenhagen
without first getting the Germans {as well as the French) to accept and support

our aims on budget discipline and the control of agricultural spending.

b Lyn Parker's letter referred to the essentials of the "common approach”
which the Germans share with ws on many of the key future financing issues.
This is true in principle, but less so in practice. As you will have seen from
the Paymaster General's minute of I8 5eptember, during the recent Budget
Councll the Germans showed themselves ready to accept budget proposals which
would have prejudiced the future financing negotiations; Mrs Chalker's talks
in Boenn on 16 September (Boenn Telne 719) showed that on present form they
"are not prepared to accept really strict budgetary discipline™; and their concern
dbout their farmers and maintaining rural life always inhibits their approach

to getting economic sense inte the CAF.

Against that background it seems important to get over to the Germans

- while our appraach to the Copenhagen Council will be thoroughly positive
and, i possible, we would prefer o get an agreement then, the Prime
Minister really does mean what she says in stressing that we are not
prepared to- address the issue of an increase n the Community's resources

unless agreement is first reached on effective and enforceable control

over Comimunily spending, particularly agricultural spendings

=




= like the Germans we believe that there must be effective stabilisers
for each - agricultural commedity: but we think that wherever possible

these should eperate in-year if they are to restrain expenditure in time;

- while we recognise the political sepsitivity of apricultural issues in

Germany price reductions work against British farmers too. All Community

farmers need to be more responsive 1o the market.

You may also like to note that on set aside, we are not only "prepared to
consider such ideas": we took the initiative last autumn in putting forward a paper
on the subject for discussion by Agriculture Ministers. We await with interest Commission

proposals on this due this autumn.

1 H HOLROYD
22 September 987







MEETING WITH MR. OZAL

I.Enquire after health.
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PRIME MIMNISTER'E VISIT TO BERLIN: MEETING WITH TURKISH PRIME
MINMISTER

SUMMARY

1. OZAL CONCENTRATING ON 1 NOVEMBER ELECTIDN, FOR WHICH HE
15 WELL PLACED: AND MEANWHILE NEGLECTING SOUND ECONOMIC
MANAGEMENT. HE CONTINUES TO TAKE ALL SIGNIFICANT DECISIONS,
AND WILL DECIDE ON THE HUGE PERSONMEL CARRIER PROJECT FOR
WHICH THE GKN WARRIOR IS A FRONT RUNNER. A MAIN FOREIGN
POLICY CONCERN REMAINS TURKEY'S APPLICATION TO JOIN THE EC.

PETAIL

2. THE & SEPTEMBER REFERENDUM COULD SCARCELY HAVE GONE BETTER
FOR OZAL. AS IT ENDED, HE CALLED A SNAP ELECTION, LEAVING
DEMIREL AND OTHER RIVALS WRONGFOOTED AND SHORT OF TIME. HE
CHANGED AND MANIPULATED ELECTION LAWS IN THE PROCESS. BUT

THE ELECTION ON 1_NOCVEMBER WILL BE FAIRLY FAIR AND COMPLETE

TURKEY'S RETURN TO PARLIAMENTARY DEMOCRACY. IT IS EARLY DAYS,
BUT DZAL IS CLEAR FAVOURITE TO WIN. MEANWHILE HME HAS LET THE
ECONOMY RIP (INFLATIOM NOW RISING TOWARDS EE_FEH CENT) WITH
THE EXPECTATION OF RETRENCHMENT AFTER 1 NOVEMBER.

T——— e—

5. DZAL IS A WORKAHOLIC WHO HAD A TRIPLE BY=PASS IN MARCH.
BUT HE SEEMS FIT, IS RUNNING ALL ASPECTS OF THE ELECTION
CAMPAIGN AND STILL TAKING ALL IMPORTANT DECISIONS.

%« THAT THE TURKISH ARMY'S NEW ARMOURED PERSONNEL CARRIER Is
HOW EFFECTIVELY IN HIS HANDS. HE MAY POSSIBLY DECIDE BEFORE

| NOVEMBER. THE US AND FRG ARE EXERTING GREAT PRESURE IN

FAVOUR OF THEIR RIVALS TO GKN'S WARRIOR. OPEM, OR IMPLIED,
THREATS OVER MILITARY AID (BOTH BIVE IT - WE DD NOT) ARE BEING
MADE. OZIAL MAY BE TEMPTED TO THINK THAT THE EXCELLENT POLITICAL
RELATIONSHIP WILL KEEP US ACTING AS TURKEY'S ""BEST FRIEND'®
WHATEVER MIS DECISION. THERE ARE OTHER PROSPECTS, SUCH AS THE
PROBLEMATIC THIRD BOSPHORUS BRIDGE, WHICH COULD BE DANGLED TO
KEEP US IN PLAY.

FAGE 1
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5. OIAL, ALTHOUGH PREQCCUPIED WITH ELECTIONS, WILL PROBABLY
LOOK FOR ASSURANCES OF SUPFORT OVER TURKEY/EC. BUT, THE THE
COMMISSION AVIS PENDING, HE WILL NOT REALLY EXPECT MORE THAN
GOOD WILL. HE MIGHT BE EXPECTED TO BE CONCERNED ABOUT LRINF
(BORDERS WITH BULGARIA AND USSR) BUT DDES NOT APPEAR TO BE.
HE IS IN CORRESPONDENMCE WITH PAPANDREOU, S0 FOR THE TIME
BEING NOT BOTHERED WITH A THREAT OF EARLY CRISES WITH GREECE.
AND HIS PERSONAL INSTIMCTS ARE EVIDENTLY TO KEEP THE CYPRUS
FROBLEM ON THE BACK BURNER WHILST STRENGTHENING THE TURKISH
CYPRIOT ECONOMY THROUGH OZALITE POLICIES. HE HIMSELF 15 NOT
YET A5 WORKED=-UP ABOUT GREEK CYPRIOT TACTICS IN GODING TD THE
UN GEMERAL ASSEMBLY AS SOME OF HIS ADVISERS.

COMFIDENTLAL
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PRIME MINISTER

MEETING WITH THE TUREISH PRIME MINISTER

You are to see Mr, Ozal in Berlin. A meeting has been
arranged at his hotel, following the Eirst night dinner at the

E&LTH

You will want to enguire after his health. He had a triple

IDD Conference.

heart by-pass operation in the UB in March. You will also

want to give him a chance to tell you about the Turkish
economy. W& faces elections in Movember. You could ask about

- ==
the prospects.

The main subject is the Gulf. The Turks have close contacts
with both Iran and Irag. Mr. Ozal should have some insights
to offer on the views of both of them, and the likelihood that

" ———— h
tha Iranians may eventually accept a cease-fire, He would

also be a good channel for conveying cur cutrage at the attack
on a British-flagged ship. The Turks are well-placed to do
rather more to encourage both sides to stop attacks on
shipping.

Nothing much is happening on Cyprus and is unlikely to do so
antil aftar the Greek-Cypriot elections next Pebruary. The
Graek-Cypriots are foolishly going to press fa;-;-aﬁ'dehate (+]1]
Cyprus this year. You might say that the Turkish Cypriots
would be well-advised not to over-react. (Last time there was
a DN debate, thay declared UDI).

The meating is an opportunity for you to say something about
contracts for British firms, even though I know that you deo
not relish using this sort of meeting to do so. But the fact

is that we are far and away tha Turks' best friends in Europe

but they persist in awarding contracts to others. You have
already sent Mr. Ozal a letter about Warrior and are fully
entitled to follow it up. A decision is imminent. Warrior is
more expensive to buy than its American and German rivals.

COMFIDENTIAL
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But it is also the most modern: and 1ts malntenance costs are

- ——,

mach lowar.

He may mention Turkey's EC application. You will want to be

non-committal, It is being processed by the Commission.
Meanwhile the Turks should make the fallest possible use of

-y

the Association Agresmant.
——S—

—_—

Finally he may renew his invitation to you to visit Turkey.

suggest that you say that you very much hope to go in 1988,

and will propose dates for a wisit then before the end of this

vear.,

CDE

22 September 1987

JAZATU
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UKMIS NEW YORK {FOR SECRETARY UF STATE'S PARTY)

INF AGREEMENT : FRENCH VIEWS

SUMMARY
1. FRENCH REACTIOM IS MAINLY SCEPTICAL AND UNENTHUSIASTIC. CHIRAC

MAS CALLED ON EUROPE TO MAKE IT5 VOICE HEARD, AMD TO DRAW UF A
EUROPEAN DEFENCE CHARTER IN WEU. FEARS THAT THE AGREEMENT WILL
WEAKEN EUROPEAN SECURITY HAVE LED TO CALLS FOR GREATER FRANCO-GERMAN
DEFENCE CO=-DPERATION. MRS THATCHER'S WORDS UF CAUTLON REPORTED

PROMINENTLY.

PETAIL

2. THE FRENCH MEDIA HAVE REACTED WITH SCEPTICLSM TO THE ANNOUNCEMENT
OF THE INF AGREEMENT, CAUTIONING ABOUT THE POSSIBLE CONSEGQUENCES FOR
WESTERN EUROPE. CHIRAC'S REMARKS TO LE FIGARDO (RIGHT WING) THAT
EURCOPE MUST NOW ENSURE THAT ITS VOICE 1S5 HEARD, AND MUST MOVE
QUICKELY WITHIN WEU TO DRAW UP A CHARTER OF EUROPEAN DEFENCE, ARE
WIDELY AND SYMPATHETICALLY COVERED. CHIRAC HAS ALSD FLAGGED THE MNEED
TO COMCENTRATE ON THE STRATEGIC NUCLEAR ARMODURILIES OF THE
SUPER=-POWERS AND CONVENTIONAL WEAPONS AS THE NEXT STEPS IN
DISARMAMENT. THERE I5 GENERAL AGREEMENT (EXCEPT FROM THE COMMUNIST
L"HUMANITE) THAT THE INF AGREEMENT UNDERLINES THE NEED FOR CLOSER
DEFENCE LINKS BETWEEN FRANMCE AND THE FRG: THESE SHOULD BE AT THE
HEART DF THE EUROPEAN PILLAR OF THE ALLIANCE. EXERCISE CHEEKY
SPARROM, AND CHIRAC'S WEEKEND VISIT TO LUDWIGSBURG, ARE CITED AS
EXAMPLES OF THE SORT OF BILATERAL CO-OPERATION THAT 15 NOW VITAL.

T, MUCH OF THE ANALYSIS OF THE AGREEMENT IN5SLI5TS ON 1T5 DOMESTICL
POLITICAL IMPORTANCE FOR BOTH REAGAN AND GORBACHEV, THE ONE IN NEED
OF A FOREIGN POLICY SUCCESS AFTER RECENT POLITICAL SETBALKS, THE
OTHER ANXIOUS TO PUT A BRAKE ON MILITARY SPENDING WHILE HE WRESTLES
WITH PERESTROIKA AND THE SOVIET UNION'S INTRACTABLE ECONONMIC

PAGE 1
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PROBLEMS. LIBERATION (LEFT OF CENTRE) HAS REACTED MORE CALMLY THAN
SOME OTHER PAPERS, ARGUING THAT ALTHOUGH THE INF AGREEMENT I35
POLITICALLY SYMBOLIC, IT IS5 MILITARILY OF LITTLE SIGHNIFICANCE.
HOWNEVER, LIBERATION SAYS THAT GORBACHEY WILL CERTAIMNLY HOPE TO
BPERIVE ADVANTAGE FROM THE TENSIONS THE AGREEMENT WILL CREATE BETWEEN
WESTERN EUROPE AND THE URITED STATES.

4. THE RIGHT OF CENTRE WEEKLY LE POINT RQUOTES FILLON (RPR CHAIRMAR
OF THE NATIOMAL ASSEMBLY'S DEFENCE COMMISSION) A5 S5AYING THE
AGREEMENT IS DANGEROUS FOR EURCOPE. IN HLIS VIEW IT POINTS INEXORABLY
TOWARDS DENUCLEARISATION, WHEREAS WESTERN EUROPE'S SECURITY DEPENDS
ON A NUCLEAR CAPABILITY WITHOUT WHICH IT WILL BECOME VULNERABLE TO
SOVIET CONVENTIOMAL PREPONDERANCE. GISCARD C(CHAIRMAN OF WATIONAL
ASSEMBLY FOREIGN AFFAIRS COMMISSION) PROVIDES THE MAIN EXCEPTICN TO
THE GENERAL CHORUS OF DOUBT: IN AN ARTICLE IN TODAY'S LE MONDE HE
WARMLY WELCOMES THE INF AGREEMENT AND RECALLS HIS OWN PAERT IN
HELPING TO FORMULATE THE ALLIANCE'S 1979 DOUBLE DECISION. THE

SOCIALIST PARTY SECRETARY GENERAL JOSPIN HAS ALSQ SAID THAT HE WOULD
HAVE PREFERRED A MORE POSITIVE REACTION FROM THE FRENCH GOVERNMENT.

5. SEVERAL ARTICLES CONTRAST THE UNEMTHUSIASTIC FRENCH REACTION WITH
THE QOPTIMISM OF OTHER WEST EUROQPEAN GOVERMMENTS. YOUR STATEMENT
WELCOMING THE AGREEMENT IS5 DESCRIBED BY THE RIGHT WING PAILY LE
QUOTIDIEN AS DESIGHMED TO PLEASE WASHINGTON, ALTHOUGH THE REAL
BRITISH REACTION 15 ONE OF COMCERM. THE FRENCH PRESS GENERALLY IS5
MORE COMFORTABLE MITH, AND GIVES PROMINENT COVERAGE TO, THE PRINE
MIMISTER"S WARMING NOT TO LET ENTHUSIASM DEGEMNERATE INTO EUPHORIA,
NOR TO DROP QUR GUARD IN FACE OF THE SOVIET UMION.

FERGUSSON
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FRIME MINISTER

MEETING WITH M. CHIRAC

¥You are to have & working breakfast with M. Chirac in Berlin
on 25 September. He will be accompanied as usual by
M. Bujon.

t yvour last meeting you talked almost entirely - and not very
fruitfully - aboat EC affairs and the oils and fats tax. The
anly other subject was the Gulf. You may want to give the EC
a rest this time, saving further discussion while we see how
far wa get in Brussels during the autumn. But I think that it
will be necessary for you to meet Chirac again before the

B i
Copenhagen European Council.

You might start with a gulck review of developments in the
Gulf. We are thinking and acting on very similar lines. A

tricky point which you ought to tackle is PFrench efforts to

I} -_-_-‘__--.-. i
sacure the release of their hostages. Yon might put Chirac on

guard by saying that you were disturbed by reports that a
ransom wag paid for the release of a German hostage. This

only increases the risk to others. You intend to raise the
matter with Chancellor EKohl.

—— p—

- —

You might alsoc have a guick go over the ground on arms
control. Again French thinking is supposedly fairly close to
oure. Where we most need their support is in resisting the
German ambition to launch negotiations on short-range nuc}%ﬁ;

misslilas under 500 km in range.

- —

You ought to raise the Falklands vote. Last year you seemed

ko have convineced Chirac to bring France back to an
abstention, but he then discovered Mitterrand had publicly
committed France to a vote for the resoclution and backed down.

He asked to be given more notice next time. You will want to

Fax him with this. Pregident Mitterrand is about te viait
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Argentina =0 1t is probably unrealistlc to expect Chirac to
i I

win, Also on this subjeckt, vyou cught to repeat our strong
hope that France will stop supporting the Argentine Condor

migsile programme (their Foreign Minister hag*already given

= e :
Zome assarances on thisl.
EIRSLF s TR e e

At the time of the last CHOGM, the French got very wound up
because of communigue language on New Caledonia and on French

nuclear tests 1n the Pacific. We will do cur best again this
time to moderate any langouage - more especially if the French
are ready to take account of our concerns on the Falklands -
but we have no veto.

You will want tq_aa?qthat_gﬁery effort is-Heing-made 2o

discourage Mr Le Pen from ﬂﬂmlﬂg't?fplgctgpdi, but” our-legal
= =2 = E S

powers 3;& very liﬂ}téd.

Finally on the Buropean Community, you might:

racall your discussion in July;

say that there is no point in talking again about the
oils and fats tax on which your positicon has not
changed (nor, no doubt, his);

welcome the fact that respective officials seem to be
making good progress in bringing together our views on
budget discipline and on agricultural stabilisers;
—_— ey
but remind him that you have £till not had a clear
answer to your guestion whether he would prefer to
postpona an attempt to reach a conclusion antil after
the French Presidential election;

disabuse him of any notion that you are ready to let
him have a settlement for 1988 aleonea, with

e e
some additiconal resources but without £fall

satisfaction on your other points;
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propose that you meet to discuss these matters again
later in the autumn but ahead of the Copenhagen
European Council {emphasising that it is his views not

vours which need to change in the meantime).

DY

Charles Powell

MJIBJE
CONFIDENTIAL
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PRIME MINISTER

MEETING WITH CHANCELLOR KOHL

You have a bilateral with Chancellor Eohl in Berlin on Friday

afternoon. He will be accompanied by Herr Teltschik.

Echl has had some setbacks recently - poor election results in
Bremen and Schleswig-Holstein, ocutmanecuvred by Genscher on
— mm—
the INF issue, under attack from Strauss - which will make him
= e —T r—ET

prickly. He may show signs of irritation at our suspicions
that he did a deal to secure the release of a German hostage.

—

—_—

At the same time we disagree with the Germans on sewvaral

important current issues:

the Gulf, where we think they are too pro-Ircanianjg

INF, where they gave way too easily on Pershing lAs;

Falklands, where they seem to be moving towards

support for the Argentine resolution;

arms control, where they show signs of pressing for
early negotiations on short-range misziles;

sy

BEC issues where their position on CAP reform and on

additional resources is very soft;

hostages, where they seem to have engaged in a deal;

and

south Africa where they (or Genacher at least) support
a declaration of principles and an EC sponsored

meating of South African néﬁhsitian groups .

It is likely to be a difficult meeting.

COMFIDENTIAL
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You will want ko stark by saying how s0rry you are that you

cannot stay for his speech in the evening.

To make his life easy, you might then ask for his assessment
of Honecker's Visit and what practical results we can expect

from 1t. Eohl has agreed to pay a return wvisgit. It will be
awkward, from the point of view of Berlin's status, 1if he were

Eo meat Honeckar in East Berlin.

Other aspects of East/West relations will presumably have been
dealt with in the IDU discussion. You might move on to arms
contral. You can congratulate him on successfully keeping the
PIAs out of the INF agreement itself (I doubt ilts worth raking
over whether they could have been salvaged altogether). You
will want to stress your conviction that now is not the time
to show signs of readiness to negotliate on short-range
missiles. Rather we need to stress the vital continuing role

of U8 pnuclear weapons in Europe to our security.

He will expect you to say something about Woerner's candidacy

to be Secretary-General of NATD. The—-advies—lethat—yeou.
ghould speb—aommit—yourseli, 1 rather wonder whether it is

realistic to stall much longer. Others are declaring

themselvas. We do not seam to have an alternative
gandidate. At the least, you should look him in the eye and

gay that Woerner is a very strong candidate.

Yoo might ask Kohl to give you a personal account of the
circumstances surrounding the release of the German hostage

and refer in a general way to the great dangers of striking

deals.

On South Africa, you will want to urge the Germans not to make

or support proposals Eor EC statemants or initiatives,
particularly in the run-up teo CHOGM.

You will want to urge Rohl to stick to a German absention on

Falklands at the UN. BSurely the principle of
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gelf-determination must be crucial for the Germans. Slippage
in fhe EC vote only encourages unrealistic expectations from

the Argentines,

I would be inclined to clear all this ocut of the way before
getting down to EC issues. On this the FCO brief is far too
mushy. The fact is that the Garmans are out to block CAP
reform, and in particular stabilisers, and are showing signs
5F being soft on additional rescurces. You will want to bring
ﬂbme to Kohl that he cannot shield his farmers lgﬂié;nit&ly
from CAP reform. Stabilisers can and do work, [or example on
milk and on beef. It i= only by extending them and having a
really firm guideline for agricuffa?giqgﬁbnding that wa will

ever get the Commuonity's finances on a proper footing. It may

be that the Germans will have to give naticnally=-financed

income aids to their farmers; but the Community as a whole

——
- e —

cannot go on as at present. You are determined to seize this

opportunity to introduce effective and legally binding

' . & s ——
financial restraint and will not agrees to extra resources
without it. This must be in the long-term interests of
Germany as well. You are ready to sit it out until after the
French elections if necessary. But Britain cannot be expected
to go on meeting an open-ended financial commitment to the CAP

while also financing across the exchanges the 66,000 British

——e

soldiers and airmen in Germany. You have tried for a long f
- {

——— - ;
time to keep these two issues separate, but cannot do so /
indefinitely if there is no attempt to put the Community's |

financas right.

&7

Charles Powell

2]l September 1987
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MEETIHNC WITH GOVERNING MAYOR OF BERLIM

’ Congratulate on success of 750th Anniversary

celebrations.
Welcome holding of IDU Conference in Berlin.

Any Berlin points which he would like you to make

press conference or in TV interviews.
Prospects for Berlin economy.

5 Assessment of Honecker's wvisit and impact on
Berliners.

6. Support for Allied initiative on Berlin.

T Draft-dodgers and asylum-seekers.
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PRIME MINISTER

MEETING WITH THE GOVERNING MAYOR OF BERLIN

You are to pay a courtesy call on the Governing Mayor of
Berlin immediately after wyour arrival. Herr Diepgen has

called on you twice in London. You will be accompanied by

HWr. Burton, Minister in the British Military Government.
T — e

You could begin by congratulating him on the successful
celebrations of the 750th Anniversary of Berlin. There have

been a large number of high-level visitors, including from
Britain, with the Prince and Princess of Wales still to come.
The effect should have been to give the Berliners considerable
IBasSurance .,

You could say how much you welcome the holding of the IDU
Conference in Berlin. You might ask if there are any
particular Berlin points which the Governing Mayor would like
you to make at the Party Leadera' pressa conference and in your

™ intarviews.

You might enguire about the Berlin economy and its prospects.

He gave you an upbeat account last time.

——

The main subject might be Honecker's visit to the Federal

Republic. You might ask Herr Diepgen what expectations hea has
from the wisit, both for Berliners and more widely, whether he

i —

foresees an end to the shoot to kill policy, and if we can

expect any relaxation on the travel restrictions imposed on

West Berliners wishing to visit the Bast. You might also ask

his view on how extensive disaffection among the young in East

Germany is: and what is the effact on East Germany of
Gorbachev's reforms.

¥You will want to reassure the Governing Mayor of your full
support for the Allied initiative on Berlin proposed by

CONFIDENTIAL
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President Reagan (text in folder). An approcach to the

Russians is being worked up.

In earlier maetings, you have discussed the problems of draft
dodgers and asylum seekers. There is nothing very new to say
on either, but you may like to show your continuing concern.

The note of your last meeting is in the folder. You will
recall that you found Herr Diepgen rather over-addicted to the

jargon of detente.

(C.D. POWELL)

21 Septembar 1987

DCAAAL
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16 December 1986
From the Private Secretary

dase Gy,

PRIME MINISTER'E MEETING WITH THE GOVERNING MAYOR OF BERLIN

The Prime Minister saw the Governing Mayor of Berlin for
a talk this morning. Herr Diepgen was accompanied by the
Federal German Ambassador and by Herr Stronk. Mr. Michael
Burton was alsc present. Herr Diepgen spoke partly in German
and partly in English. The meeting was perfectly amiable -
unlike the occasion two years ago - although the Prime
Minister commented afterwards that she found Herr Diepgen
rather over-addicted to the jargen of détente.

Situation in Berlin

In response to the Prime Minister's invitation,
Herr Diepgen gave an account of the situation in Berlin. A
strong defence was vital to provide the external security
within which Berlinm could flourish. The city had experienced
a marked economic upswing since his last visit to London. The
main factors in this were the establishment of new industries
and demographic trends. Berlin had created more new jebs than
any other part of the Federal Republic. FKruschev had once
boasted that Berlin would drop into his lap like a rotten
fruit. 1In fact the city was more secure and more prosperous
than ever. This was evident in the"fact that more people were
now moving from elsewhere in the Federal Republic to West
Berlin than in the opposite direction. Berlin was
increasingly attractive as a source of jobs and for its
cultural 1ife and vitality, especially with young people. His
intention was to use the 750th Anniversary of Berlin next year
to underline the city's success, with the two watchwords of
quality and performance. The Prime Minister complimented Herr
Diepgen on Berlin's economic success.

Asylum Seekers

The Prime Minister enguired about the problem of asylum
seekers crossing from East Berlin. Herr Diepgen said that the
problem had now diminished in local terms. But the basic
problem was one of relations between industrialised and
developing countries, and would remain a source of difficulty.
He himself would like to see a harmonisation of law dealing
with aliens throughout the European Community. The Prime
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Minister said that there had been some discussion of this at
the Buropean Council. It had been agreed that freer movement
within Europe depended on more effective controls at the
Community's external frontiers. It was necessary to take a
firm line on immigration into the Community.

Draft Dodgers

The Prime Minister recalled that Herr Diepgen had been
much exercised at their last meeting by the problem of draft
dodgers from the Federal Republic, Herr Diepgen said that
unfortunately it was proving difficult to solve. But he hoped
it could be settled after the Federal elections.

750th Anniversary Celebrations

Herr Diepgen said that he hoped the Prime Minister would
come to Berlin for the 750th Anniversary celebrations., The
Prime Minister said that there had been a suggestion that
those attending the Economic Summit in June might go on to
Berlin. But she had not yet been able to discuss this idea
with the other participants. However, The Queen would
certainly wvisit Berlin. Herr Diepgen said that President
Reagan had also agreed in principle to pay a visit although
there werea no dates yet. He hoped that both President
Mitterrand and M. Chirac would also coma. He believed that
the celebrations would have an important function in
atrengthening Berlin for the future. But there was also a
risk that, because the celebrations would be divided between
East and West, they would highlight the continuing division of
the city. He wanted to use the occasion as an opportunity to
overcome these divisions and show the people af the GDR the
attractions of freedom.

East/wWest Relations

The Prime Minister said that negotiations on armes control
were not in themselvees an adeguate framework for conducting
relations with the Soviet Union. We must look at other
sources of tension between East and West. The Berlin Wall was
one of the most obvious symbols of this tension. The Soviet
Union should never be allowed to forget this. Herr Diepgen
agreed. The aim should be to seek dialogue at all levels
designed to show the superiority of the Western system. The
Prime Minister replied that she was always hearing abouat
"détente® and "dialogue®. But they were words, You could see
the Wall. EHerr Diepgen said that one had to start from the
reality that the Wall divided Europe into two power blocs. We
could not expect to dissolve the Eastern blec. But in the
long run we could loosen it up by demonstrating the
superiority of the democratic system. He believed that Berlin
could become a symbol of, and a focus for, East/West dialogue.
The Prime Minister said that she was anxious that the West
should not always be on the giving side. We must get
something from the Scoviet Union as well. Above all the West
must remain staunch in defence. Herr Diepgen agreed that we
should not seek dialosue for ite own sake but in order to
reach concrete agreements. He underlined the importance of
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the 750th Anniversary celebrations as a focus for further
progress in East/West relations.

I am copying this letter to John Howe (Ministry of
Defence).

{C.D. POWELL)

Colin Budd, Esqg.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWIiA 2ZAH

21 September 1987

_\_\r: FL@J\\D%

Meeting with the Turkish Prime Minister in Berlin: 24 September

At our suggestion, the Prime Minister is to call on
Mr Turgut _Ozal, the Turkish Prime Minister, at the Schweizerhof
Hotel in Beriin, after the IDU dinner on the evening of Thursday 24
Septambear .

1 attach a parsonality note on Mr Ozal, whom the Prime Minister
will remember meeting during his official visit to Britain in
Pebruary 1986. Mr Ozal asked to call on her last March on his way
back to Turkey from his triple hesart by-pass operation in Housaton.
The Prime Minister's diary would not allow this, so the Foreign
Secretary called on Mr Dzal instead.

OUR_AIMS FOR THE CALL

Ralations with Tarkey ars cuorrently very good. We have no
serious bilateral probleams or, Cyprus apart, any significant
differences over foreign policy. The Foreign Secretary would see
the call on Mr Ozal as an opportanity to:

a) lobby on behalf of British companies bidding for projects in
Turkey:

b) press for further progress on human rights, acknowledging
racant improvements and looking forward to a fresly-contested
election campaign in Turkey on 1 November;

¢) urge the need Eor progress on the Cyprus dispute and for
continued dialeogue with Greece on the Aegean.

d} exchange views on the situation in the Gulf (Turkey has
close contacts with both sides).

Se)
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e} continue bto avold commltment of support for Turkish
membership of the EC,; while encouraging the Turks to work for
progress under the Association Agreement while they await the
Commission's opinion;

BILATERAL BRELATIONS

The Prime Minister might like to refer to the warmth of our
bilateral relations, stressing that this has not been adeguately
reflected in the =sconomic/commercial field. The Turkish Government
make no secrat of the fact that political considerations weigh
heavily in the award of major contracts to foreign firms. Ozal is
inclined to take HMG's political support for granted. It might
tharafora be helpful if thea Primea Minister suggested that it was not
always esasy to give political support to Turkey in the face of
British press and parllamentary criticism.

The Frime Minister might ralse in particular:

i} the Turkish tender for armoured personnel carrier: she sent
a personal message (copy enclosed) to Mr Dzal on 23 July urging
thae selection of the GEN Warrior and reminding him that she had
arrangaed for tha level of official credit support for GEN'=s
aoffer to be increased substantially. The timing of the Turkish
decision is uncertain, following a recent modification to the
tender. But the moment may now be crucial. We understand the
Garmans are applying political pressure on behalf of their
bidder {(the third in the field is an American consortium).
Mr Dzal may comment on Warrior's higher costs, which in the
latest (confidential) Turkish assessment are 25% and 40% higher
than the German and US bids. Against this, the Prime Minister
might mention that Warrior alone meets present and future NATO
standards, has alone been selected by its own armed forces, and
would provide Turkey with valuable technological and industrial
benefits and the only real prospect of export sales. Warrior
also has proven low maintenance cogts (which the Tarks Eailed
to credit in theTF SEsesement). The saving would amount to
soma 20% on too of the GEN cost.

o - —
11} AMEC International Copnstruction Ltd's bid for the Ankara
gas convarsion project: AMEC had originally hoped for a
negotiated conktract, but the Turks decided in June to put the

/project
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project out to international tender. The Prime Minister might
tall Mr Ozal that HMZ have demonatrated their continuing
interest in the project by the decision last month to increase
our aoffer of a soft loan for this project from £46.75 milliom
to £59.5 million.

TUOREEY INTERNAL

The Prime Minister might welcome the result of the
Constitutional Referendum of 6 September - a very narrow majority
(0,3%) for lifting the political bans on ex-Prime Ministers Demirel
and Ecevit. Although Mr Ozal campaigned against removal of the
bans, the fact that he obtained the support for his views of nearly
half the electorate leaves him in a strong position for the general
election he has called for 1 Hovember,when a 35% vote would almost
certainly guarantes his re-election. Removing the restrictions
should help to improve Turkey's image in the West. While expressing
sympathy over recent terrorist incidents in eastern Turkey, in which
more than 35 civilians have been killed, the Prime Minister might
add that continuing publicity about allegations of torture harms

Turkey's efferts to convince her critics that progress is being made
towards Buropean standards of democracy and human rights; and that
it makes the position of Turkey's friends more difficult.

VISITS

Mr Ozal will probably reiterate his invitation in Pebrunary 1986
for the Prime Minister to wvigit Turkey. She could say that she
hopes to make the wisit in 1988 and to put dates to Mr Ozal by the
end of this year (i.,e. after tHe Turkish General Elaction).

Mr Ozal mav also broach the posaibility of a Btate Visit by
Prasident Evren before the latter's T-year term expires in Novembaer
19897 IL 80, the Prime Minister miqNE say that sdch an evant would
indeed crown a good period in our bilateral relations; but that, in
visw of the pressure on HM the Queen's time, it is impossible for
any commitment to be made now. (In fact, an invitation to Evren for
1988 is almost cartain to be issued, aither for June/July or
Hovembar) .
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TURKEY /GREECE

The continuing dialogue between Mr Ozal and Mr Papandrecu over
the Aegean has served to dampen down the tension which led to the
crisis of last March. The Prime Minister may wish to welcome this.
I1f Mr Gzal is re-slected on 1 November, he could be better placed to
inject more substance into the exchange. The Prime Minister might
suggest that Mr Ozal should take seriously the possibility of
recourse to the IGL or some other form of international arbitraticn
to settlea the legal aspects of the dispote. The Turks dislike this
Greek p?EgﬁEET‘H%3*HE?E"EFEEEEH'TEE"ETIEEEral negotiation of all
matters in dispute. Mr Ozal might be reminded that some sort of
third-party arbitration is probably the best way to enable any Greek
Prime Minister to "sell” an Aegean settlement to Greek public
opinlon.

CYPRUS

We remain concernad at the lack of progress over Cyprus. We
understand that the Greek Cypriots intend to press for a debate on
Cyprus at the UN General Assemby this year. On the last occasion
whan they did this, in 1983, the Turkish Cypriots responded by
declaring UDI. The Prime Minister might express the hopes that the
Turkish Cypriots will not over-react to any provocation at UONGA; and
our beliaf that this would be against Turkey's interests as wall as
making a sclution in Cyprus harder to achieve. We hope that,
following the Gresek Cypriot elections next February, the UN
Secretary-Genaral will be able to make progress on his initiative;
and we trust Mr Ozal will encourage the Turkish Cypriots to
cooperate with the Becretary-General and show flexibility.

TUREEY fEC

Turkey's application for EC membership has been remitted to the
Commission, where it will be processed slowly. This suits the
Turks, for their own domestie reasons. The application raises
goerious problems: Turkey would be the largest and much the ooorest
EC membar state (GNP per head 14% of the BU average); would noTt be
dfla to meet all the obligations of membership; would regquire
magsive subventions Eram the richer member sktates; and is 98%

Muslim. BOt theissus needs to be  caretally Maraged, to avoid risks
to Turkey's Western orientation, and to NATO.
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If Mr Ozal raises the matter; the Prime Minister might say that
while the application is being processed it would make sense to make
more effective use of the existing Rgsociation Agreement. The UK
would be& happy to participate in an early meeting of the Assccliation
Council, though adeguate preparation (to ensure a substantial agenda
and the prospect of positive results) would be important.

Tha Prime Minister will be aware of the raw Turkish nerve
touched by a resolution in the European Parliament in June on the
Armenian gquestion. The Turkish Foreign Minister raised the issue in
London in July,; but accepted the Foreiqgn Secretary's explanation
that EP resolutions did not necessarily reflect the views aof member
states. The Turks saw this as UK dissociatlion from the resplution,
and walcomed it.

IRAN/IRA

Ags it is such A live issue, the Iran/Irag conflict will
probably be raisad. The Prims Minister may wish to reiterate our
desire to see immediate implementation of S5CR 593, and our
disappolntmant that the visits by tEha UNSG to Tehran and Baghdad
have not led to early agresment on this. There is now a need for
the Security Council to keep up the prassure on I[ran, ideally by
starting work on enforcement measures, while not ruling out the
possibility of further diplomatic efforts. The Prime Minister will
wish once again to ask the Turks, who could exert considerable
infloence especially in Tehran, to put pressure on the parties to
implement SCR 598 immediately, and to desist in particular from
attacks on shipping in the Gulf. The Prime Minister may also like
to ancourage the Turks to join our afforts to forge an international
consansus 1n sdpport of freedom of navigation in the Gulf. Iran and
Irag must onderstand that thie i a principle of interast to the
whole international community, not just to the West, or to thosae

with naval ships in tha araa.

f’c::wsr& Q)ﬂ‘fﬁ
(L Parke;

Private Secretary

C D Powell Esg
10 Downing Btreet
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OZAL, TURGUT
Prime Minister of Turkey

Born 1927. Graduated from Istanbul Technical University in
1950, as an electrical enginser. 1950-60 worked in the
electrical works study administration, latterly as assistant
director-general responsible for electrification planning and
for several large hydro-electric projects. Studied in America
in 1852. Became Assistant Professor at the Middle East
Technical University and a special technical adviser to the
Prime Minister. 1967=7]1 Under-Secretary at the State Planning
Organisation and 1971-73 adviser on Special Projects at the Worla
Rank. 1973-1979 served on the boards of various industrial
corporations and became Chairman of the Metal Industry's
Employers' Association. Architect of the economic stabilils-
ation measures introduced by Mr Demirel's government in 1980 and
was also one of the leading figures behind the successful 1%70
aconomic package.

Eept on by Evren after the coup in September 1980 and made
Deputy Prime Minister and Minister of State for Econemic
Affairs in the Ulusu Cabinet. Gained an international
raputation as the successful architect of Turkey's economic
recovery and the widespread respect of international banking
and financial circles. Domestic dissatisfaction with his
sconomic policies came to a head in 1982 leading to his
resignation from the Government. Nevertheless, the
government's economic strategy remained broadly that of Ozal.
Established, and became Chairman of, the right-of-centre
Motherland Party, which won the November 1983 election with an
abgolute majority of seats. Immediately began ambitious

and radical programme of reforms, basically a centinuation,
plus imaginative expansion, of his January 1980 austerity
measures, in an attempt to revitalise the Turkish economy

and re-organise the bureaucracy. Has achieved a good working
relationship with Pregident Evren. Tost some credibility by
hig campaign for a "no" vote in the 6 September 1987
Constitutional Referendum, but latest opinion polls show he is
likely to gain majority of seats in general election he has
called for 1 November. E

Married with three children. Bhort, rotund and friendly, he
is a good listener and talker who can hold his audience.
Impressive TV performer. Devout Muslim and a man of great
ability. Speaks good English., pPaid bfficial visit to

UK in February 1986 and a private visit in March 1387 (when he
met the Foreign Secretary) following a successful heart by-
pass operation in the USA, from which he seems to have fully

recovered.,
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FM BMG BERLIN

TO IMMEDLATE FCO

TELNO Q71

oF 211000z SEPTEMBER &7
INFO IMWMEDIATE BONN

PRINE MINISTER'S VISIT TO BERLIN 24/25 SEPTEMBER: CALL ON THE
GOVERMNING MAY DR

; THE PRIME MINISTER WILL FIND THE GOVERNING MAYCR CONFIDENT
ABOUT HIS PERSONAL PROSPECTS AND THOSE OF HIS PARTY IN BERLIN. THE
FIRE HAS GONE OUT OF OPPOSITION ATTACKS AGALNST HIM IN CONNECTION
WITH CORRUPTION SCAMDALS. ALTHOUGH THERE MAY BE SOME CHOPPY WATER
AMEAD, PARTICULARLY OVER THE CITY'S LAND USE PLAN, HIS LEADERSHIP IS
UNCHALLENGED AND WE DOMINATES THE BERLIN POLITICAL SCENE. THE
REVERSES IN SCHLESWIG-HOLSTEIN AND BREMEN WERE A SHOCK FOR THE

CoU EVERYWHERE, BUT ARE MOT SEEN AT PRESENT AS A PORTENT FOR
BERLIN. THE NEXT ELECTIONS HERE ARE NOT DUE UNTIL MARCH 1989 AND
IT IS5 WIDLEY PREDICTED CEVEN BY THE SPD) THAT THEY WILL BE WON

BY THE EXISTING CODU/FDP COALLITION.

& THERE ARE NO BURNING BILATERAL ISSUES, AND DIEPGEN IS UNLIKELY
TO RAISE OLDER QUESTIONS SUCH A5 GATOW RANGE. THE OBVIODUS TOPIC

OF CONVERSATION 15 THE SUCCESS OF THE CITY'S 750TH ANNIVERSARY
CELEBRATIONS AND THE BRITISH CONTRIBUTION. THE VISIT OF HM THE QUEEN
HAS BEEN THE POPULAR HIGHLIGHT SO FAR. THE VISITS OF HM THE QUEEN
MOTHER AND HRH THE PRINCESS ANNE WERE ALSO VERY MUCH APPRECIATED

AND THAT OF TRH THE PRINCE AND PRINCESS OF WALES IS EAGERLY

AWAITED. A NUMBER OF CIVIC LEADERS FROM BRITAIN HAVE ALS0 BEEN TO
BERLIN MOST NOTABLY THE LORD MAYOR OF LONDON WHO WILL PRESENT A

BUST OF SHAKESPEARE FROM THE CITY OF LONDON WHILE THE PRIME MINISTER
15 HWERE, THE PRIME MINISTER MAY CARE TO REMIND DIEPGEN OF THE FEAR
HE EXPRESSED TO HER IN LONDON LAST DECEMBER THAT THE CELEBRATIONS

IN THE WEST MIGHT BE OUTSHONE BY THOSE IN THE EAST AND TO SUGGEST

THAT THIS FEAR HAS NOT BEEN JUSTIFIED BY EVENTS.

3 HOWEVER, DIEPGEN'S LONGER TERM CONCERN ABOUT HﬁE[_EEHLlH’E
FUTURE ROLE REMAINS - INDEED, THE EVENTS OF 1987 HAVE INCREASED IT

IN SPITE OF THE SUCCESS OF THE CELEBRATIONS. THE EXCHANGE OF W1S1TS

BETWEEN HIMSELF AND HOMECKER IN CONNECTION WITH THE ANNIVERSARY
DID NOT COME OFF. FOR BERLIN, WONECKER'S VISIT TO THE FRG
PRODUCED A DISAPPOINTING (IF NOT SURPRISING) LACK OF PROGRESS ON

FHAETIE*E EQFETIBHS OF IMPORTANCE TO THE BERLINERS EUCﬁ'iE YISITORS

FAGE 1
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FROM WEST BERLIN BEING ABLE TO SPEND THE NIGHT IN EAST BERLIN. THIS
COULD LEAD DIEPGEN TO SPEAK OF THE SENAT'S NEED TO EXPAND IT5S
CONTACTS WITH THE GDR. THE PRIME MINISTER MAY WISH TO REAFFIRM

DUR COMMITMENMT TO BERLIMN, WHICH WE SEE AS A SUCCESSFUL AND
THRIVING CITY AND FIRMLY BELIEVE WILL REMAIN 50. SHE MIGHT ALSO
SAY THAT THE ALLIES SHARE THE SENAT VIEW ABOUT THE IMPORTANCE OF
LOOKING TO THE FUTURE AND THE ACHIEVEMENT OF FURTHER PRACTICAL
IMPROVEMENTS FOR THE CITY. THIS WAS THE MOTIVATION BEHIND
PRESIDENT REAGAN'S INITIATIVE WHICH WE SUPPORT. WHAT IS5 CRUCIAL IS
THAT THE SENAT AND THE ALLIES SHOULD WORK CLOSELY TOGETHER,

AND ALWAYS COMNESULT BEFORE ACTING.

BRODKING

8 ¢
PISTRIBUTION

ADYANCE

HE/PROTOCOL HNO 10 DONMING 5T
HE/WED

WHNN

PAGE £
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From the Private Secretary 21 September: 1987

IDU CONPERENCE IN BERLIN

There are additional points about the Prime Minister's
visit to Berlin which I mentioned to you this morning,

it would be helpful to have some positive points to
make about the British presence in Berlin and the
Allied initiative on Berlin which the Frime Minister
could draw on in her televisicn and radio interviews;

we need to arrange interpretation for the Prime

Minister's hilateral with Chancellor EKohl. If Herr
Webar is to translate for Chancellor Kohl and is
prepared to do it both ways, that would be excellent.
Otherwise I think that we shall need Herr Lederer.

Charles Powell

Lyn Parker, Esq.,
Foreign and Commonwealth Office,

COMFIDENTIAL




PRIME MINISTER

PRESS ARRANGEMENTS FOR ILU CONFERENCE

you have agreed to do 4 interviews after the press conference on Friday. These

are: w

1']1"! T JETh m '.__'____——-:-""
. 5 t‘.f‘}

BEC TV - John Simpson or David Shukman A

ecp TV - German station to be arranged P&Q}V“ \

pFES - Jeff Roberts E*—H—-

-
Each will last approximately 5-7 rinutes and will take place in a poomwWe have

st aside in the Reichstag. o |

afe ©
v T o

MEDIA INTEREST &H

This will be the media'e first substantial cpportunity to probe your reaction to
the arms agreement. You will ¥now that press reports so far say you are
cautiously optimistic and want to guard against premature euphoria. You have
also made it clear that Britain's plans for updating polaris and Trident remain
unchanged. The press will also ask about anti terrorism progpess ardd what you
have to say to Chancellor Fohl.

MESSICE

There will be a substantial gathering of the world's media present (about 100
::vep-resentatives.:l. If you are content, the key points I would like to get over
in advance of your arrival are:

- this is the first opportunity for 'right-thinking' Leaders to get together
since Washington in 1985.

_ the Conference provides a platform for a substantial mowement of more than 30
party Leaders (amongst them 10 heads of Government) to review developments in
past-West relations, terrorism and the economy.

_ n Washington, you were seen to have played a key role and at this critical,
historic moment in ams control negotiation, other [eaders will lock to you as
the foremost thinker in the develogent of a common approach to Esst-West relatio

_ vour jdeas have been welcomed and pursued by other Leaders - not just on
arms control, but also on the economy and anti-terrorist initiatives.




MOTE (N INTERVIEWERS

1 have spoken to Jon SnoW at some lerngth. Be seems sympathetic to your
achievement in world affairs and despite difficulties with him in the past, I
do not believe he will go out of his way to be difficult. John Simpson you
will know well., Again he is not an ideal choice but I expect him to do a fair
piece of reporting. There is a possibility that his deputy David Shukman will
do the interview. He is a relative mknown and has not interviewed you before.
The BFRES chap has served in the Falklands and is shortly to be posted to
Gibraltar. The German station ARD/SSE can be picked up on the other side of
the Wall.

WARDROBE

The backdrop for the TV interviews will be CredA. . I will have some make-up
to hand in case it is needed. Please let me krvew 1f you would Like any help
with your wardrobe.

vou were last in Berlin in October 1382.
fontent with all this?
Christine Wall

2] September 1987
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PRIME MINISTER

IDU CONFERENCE IN BERLIN

I attach the programme for your visit to Berlin for the IBU
S———1

Conference.

You have formal bilaterals with Chancallor Kohl, Prime
Minister Chirac and Prime Minister Ozal. You also pay a

—

courtesy call on the Governing Mayor. Briefs for these

e |

meatings are in the attached folders.
Other IDU leaders you are likely to come across include:

Dr. Mock of Austria. He may try to raise problems
———
connected with President Walcdheim:

Herr Strauss. He is in the process of a major publie

oo gm il i =

wrangle with Eohl. You will not want to appear too
friendly. He may raise BA's decision to purchase Boaing

rathar than Airbus;

Mr. Willech. You will want to bear in mind that he 15 a
candidate for the WATO Jab;

Mr. Holkeri, Prime Minister of Finland. He has brought
r———

the Finnish conservatives into government for the first

time for more than 20 years. He may invite you to visit

Finland}

Mr. Seaga. He may raise continuing problems over our
A — § =

£7.5m loan which he wants to see transformed into a grant
{although he will be seeing the Chancellor at the
Commonwealth Finance Minister's meeting first, and it may
ba solved thare);

CONFIDENTIAL
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Mr. Fenech-Adami of Malta. You could invite him to wvigit

the United Kingdom as an official guest.

(C.D. POWELL)
21 September 1387

DCAAAK

CONFIDENHTIAL
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PROGRAMME FOR THE PRIME MINISTER'S VISIT TO BERLIN,
24-25 SEPTEMEER 1287

24 September

L33n

1630

1710 approx

1845 approx

Late
Evening

25 September

0745

0840

1800 approx

VEeALJ

Depart RAF Northolt by HE 1235

Arrive at RAF Gatow. Met by Major-General
Patrick Brooking (British Commandant) and

Mrs Brooking, Mr Michael Burton (Minister,
pritish Military Government) and Mrs Buarton,
Group Captain Eustace (Station Commander Gatow )
and Herr von Bredow (Chief of Senat Protocol).
Inapect Guard of Honour.

Call on Governing Mayor at Rathaus Schoneberg,
accompanied by Mr PowBll and Mr Burton.
opportunity for press photographs. Return to
Ambassador's Residence thereafter.

Depart from Residence for IDU Reception and
Party Leaders' Dinner, accompanied by Mr
Hamilton [Conservative Central Office) and Mr
Powell.

Meeting with Mr Ozal at Schweizerhof Hotel.
Notebtakers will be present.

Working bregkfast with M Chirac at the
kResidenca. HNotetakers will be present,

Depart from Residence for the Reichstag,
accompanied by Mr Hamilton and Mr Powell.,

opening of IDU Conference in the Reichatag.

IDU lunch hosted by Dr Jenninger (President of
the Bundestag).

Press Conference given by Party Leaders,
followed by wrealh=-laying ceremony at Che
Barlin Wall.

Television interviews In the Reichstag.

Meeting with Chancellor Kohl in Federal
Government ‘s Guest House., Notetakers will be

present. Oppertunity for press photographs.

Depart from Guest house for RAF Gatow,
accompanied by Major-General Brooking.
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FM BONN

TO BESEBY 210700 FCO
TELHNO ¥£9

OF 1209207 SEPTEMBER 87

MY TELNO TUZ: PRIME MINISTER'S WISIT TO BERLIM:
BILATERAL WITH KQOHL: MIPDLE EAST.

T7- TELTSCHIK TOLD ME ON 18 SEPTEMBER THAT THERE WAS ONE OTHER POINT
WHICH KUHL HHULD LIKE TO RAISE WITH THE PRINE MINISTER ON 25
SEFTEHHER HITHDUT ACTUARLLY PUTTING IT ON THE AGENDA, PEREZ HAD MORE
THAN ONCE SPOKEN TO KOHL ABOUT WHAT HAD AT ONE TIME BEEN CALLED A
HAHEHALL PLAN FOR THE MIDDLE EHET NOW HE HAD PRODUCED CONCRETE
FEGFDEALS AND ASKED THAT THE FRE TAKE THE LEAD IN HANDPLING THEK.

KCOHL FELT GENERALLY EYHFATHETIE Tﬁ THESE IDEAS, "BUT ON 3

CONDITIONS:-
—(A) THE PEACE PROCESS WOULD MAVE TO BE MOVING IN A PDSITIVE

DIRECTION, ~

(BY THE PLAN MUST COMPRISE SPECIFIC FROJECTS, NOT A FUKD,

(C) BESIDES ISRAEL ITSELF, AT LEAST EGYPT AND JORDAWN MUST
AL30 TAKE PART. RE—— = =

2. TELTSCHIK SAID THAT THE ISRAELIS HAD SCALED DOWN THEIR ORIGINAL
IDEAS AND WERE TALKING ABOUT US DOLLARS 20 MILLION TO START OFF

WI1TH. pn— —

5. AS TO MECHANICS, TELTSCHIK SAID THAT KOHL HAD MENTIONED THE
MATTER TO GONZALES AND WOULD DO LIKEWISE WITH CHIRAC THIS WEEKEMD
AND HITTEEﬂhHD WEXT WEEK. TELTSCHIK SUGGESTED THAT OMNE OR TWO OTHER
KEY EUROPEAN COUNTRIES, JAPAN AND THE U.5. SHOULD BE BROUGHT IN,
EACH DESIGNATING A SINGLE OFFICIAL TO HANDLE THE MATTER EITHER
THROUGH BILATERAL CHANNELS OR MEETINGS, AS APPROPRIATE. WHAT KOHL
WANTED WAS A PRELIMINARY AND INFORMAL EXCHAMNGE OF VIEWS WHICH WOULD
COMMIT NOBODY. ISRAEL WOULD BE BROUGHT TH LATER.

E=—— e ————

4. FCO PLEASE PASS TO NO.10. i

BULLARD

PAGE 1
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DELEGATION LEADER'S

#ustralia, Liberal Party of Bustralis D legatian
SFENDER Oelegate
Mr John Spender OC MP, Shadow Minister for Foreign Affairs
——

FoAustrra, Jsterceichische Volksparte| “Lelegubion
KiW1G Delepats
bhr. Fritz Konig, MP, Parlismentary Group Leader

Canada, Progressve Conservative Party ‘Delegarian Leadsr
DICH Deleqate
Hom. Faul Dick
e ——
Loloabra, Social Conservalive Paréy “Delegetion
FAET Rere-B0RRERD Delegate

H.E. Misael Pastrana-Barrers, Party Leader

' Costa Rica, United Social Christain Party "Del egation
AL DERON Obzeryer
Lic, Rafael angel Calderon, Party Leader

Crprus, Democratic Rally 'Telegation
CLERIDES Delegate
Hr Glafcos Clerades, MP, Parly Leader

Denmark, Del Konserval ive Folkeparti Crel egal s on
EMGELL Do legate
Hr. Hans Engell, Farmer Minister of Defense

) Dominica, Freedom Party Delegation Leader
WIGHT Do lwpite
Alvin knight, General Secretary of Doninica Freedom Farty

Finband, Kaneallinea Kokoonus Delegation
BUDHINEN Peiepate
Mr. 11kka Suominen, MP, Party Leider

France, Rassemblemen! Pour la Repubil iqus ‘Belegation Leader
CHIRAC Delegate
Jacgues Chiras, Prime Hinlster

P Germany (COUM, Christiich Denocratische Union {C0 "Pefegation Leader
kL Delegate
br Helmut Kohl, Chancellor, Party Leager

Germany, CSU, Christlich Baciale Unlon (CSUS ‘Delegation Leadsr
STRALSS Delegate
Dr. h.c, Fran: Josef Strauss, Mdl, PR of Bawar iy

b Greece, MNea Demokratia ‘Delegation Leader
HITSOTAK] S Delepate

Constantin Mitsotakis, HMP, Party Laades
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DELEGATION LEADER'S

L S —

Guatemals, Movimiento de Accion Salidaria (MAS) ‘Delegation Leager
SERRAND Observer
Jorge Serrano, Party President

honduras, Partido Nacional de Honduras Pelegation Leader
CALLEJasg Delegate
Fifze! Leonards Callejas, Partr Chairman

lceland, Independance Far by “Delegation
FALSEN O5gérvar
Theesteinn Paltson, Prime Minister

PO, ‘Delegation
FUGH Celegake
Or. Alois Mock, Chairmaa Iow

o, 10U Deputy Chairma
W[ LLOCH Pelegate
M Raars Wi llech; Former Prime Minister, [DU Deputy Charrman

[talw, Southtyraz “Delegation Leader
HiEE Ubserver
Or Bruno Hosp Mdl

! odamaica, Libour Parly "Delegation

B0 Delegate

Edward Seage, MP, Frime Hinister, Chairman COU

Japan, Liberal Democratic Party (LOP) ‘Delegation Leader
HATALHI Delegats
Mr Yoshiro Harashi

Malta, Nationaligt Party ‘Delegation
':.,EMI':._"ﬂ.w.l,f"| HEsoCiate
Or. Edward Fepech-adami, MP, Prime Hinigter

Hexico, Partide Aecion Macianal “Pelegation Leader

ALLVERE ] Poserver
Hr. Luis &lvarer, Fresident of pap

! Mentserrat, Peoples Liberation Hovemen ! "Delegatian
VERNDN Obs#ryer
vrnan Jeffers, Hinp fee Educ, Sporte and Comm Adte, Gen Spc

Micaragua, Partido Congervador OF Nicaragua "Delegation
RAFPACC] OL] Asgor (ats
Lic. Mario Rappaccioli, President

Mifudr, Horres Fovedarganisas jon Dwlagation Lezder
PRESTHIS Delegate
Rol4 Presthus, Party Chiirman
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} Portugal, Fartide do Cenkro Democratico Social ‘Delegalion Leader
HORE [ RA Delegate
[r Adriano Moreirs, MP

Spain, Alianza Popular ‘Oelegation Leader
MANCHA Dalegate
Anbom o Hernandez Hancha, Presigent

ot Kitks and Nevis, Pecples Ackion Movensnt Party Prime Hinigter
S TFHOMDS Lelegate
Kennedy Simmonds, Prime MHinister

. Lucia, Delegation Leader
BRATHA]T Obsarver
Desmond Brathwait, Junice Minisktér ta the Prime Minigter

Mincent and The Grentdines, Mew Democratic Party ‘Delegaticn Leades
MANTIN Delegate
Hr Stewart Hanton, Parlmtry 56 in PM 04fice and Hin Foe &4

¢ buedes, Moderats Samlingepartied ‘Delegaticn Leager
BILDT Delegate
M=, Carl Bildi, Parly Leader

: Turkey, Motherland Farly "Delwgation Leader
0Zal Jelegats
Fr Tuegut Qzal, Chairman-Pr~ime Hinlgter

United Kingdom, Conseruafive Party 'Eulg;r, on Leader
THATCHER b legate
Bt. Hon, Margaret Thatcher MF, Prime Minigter

United States of dmerica, [emocratic Party ‘belegation Leader
MaETT Obssrusr
Mr Chuck Mannatt

United States of America, Republican Party Delegation Leader
EHHPEREOFF Pelegate
Frank J. Fahrenkopf, Jr., RNC Chairman
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Prime Minister's Visit to Berlin, 24/25 September:
Programme and Call on the Governing Mayor of Berlin

I enclose the programme for the Prime Minister's wvisit,
mach of which will of course be taken up with the IDU
Confarenca. I am writing separately with briefing for the
Prime Minister's bilateral meetings with Chancellor Kohl,

M Chirac and Mr Ozal. We do not yat know the exact timing of
the meating with Ozal on the evening of 24 Saptember.

Call on the Governing Mayor

The Prime Minister will go straight from RAF Gatow to the
Rathaua Schineberg (Town Hall) for a short courtesy call on
the Governing Mayor of Berlin, Herr Eberhard Diepgen
(personality note attached). Diepgen is likely to be
accompanied by Dr Stronk, the official Head of the Senat
Chancellary, who was present when Diepgen called on the Prime
Minister in London on 16 December 1986. The Senat may provide
an interpreater, but Diepgen will not require interpretation
from Engliah. Mr Michael Burton, Minister in the British
Military Government (who will ride in the car with the Prime
Miniaster), will be present on the British side in addition to
yoursalf.

Barliners have been precccupied this year with the
celebrations of the 750th Anniversary of Berlin, which are now
drawing to a close. High=-level visitors to the city have
included Her Majesty The Queen {(May), President Mitterrand
{also May), President Reagan (June) and Prime Minister Chirac
{July). The Prime Minister's own visit (her first since
Octobar 1982), though primarily to attaend the ID0 Conferance,
will be welcomed in Berlin and the Pederal Republic as further
confirmation of British support for Berlin in its anniversary
year. The vislt coin a3 with one by the Lord Mayor of
London, Sir David Rowe-Ham. The visit of the Prince and
Princess of Wales on 1 November to attend the premiesre of a
major British Council=-sponsored Royal Ballet tour will bhe a
further British highlight.

/Honecker's
CONFIDEMTIAL
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Honecker's visit to the Federal Republic from 7-11
September, the Eirst ever by a GDR leader, has attracted keen
interest in Berlin. The Prime Minister might ask how Diepgen
assesses the visit; and particularly its impact on Berlin.
The Federal Government have expressed confidence that the
visit will have helped to consolidate and increase human
contacts (nearly 1 million East Germans under pensiconable age
are asxpected to visit the West in 1987, a further sharp
increase). But West Berliners will be disappointed at
Honecker's continuing refusal to extepd to_them the improved
arrangements for fravel to Bast Berlin and_the GDR (in
particular allowing short-stay visitors to stay overnight)
which have since last year been applied to residents of the
Federal Repuhlic.

Diepgen himself was involved only peripherally in
Honecker's wvisit. His own ambitions to play a bigger role in
inner-German and Bast/West relations by accepting an
invitation from Honecker to attend an 'Act of State' in East
Baerlin in Octobar (part of East Berlin's rival 750th
Annivaergary celabrations) were frustrated when Honeckar

withdrew the invitation ipn May. Honecker had earlier declined
Diepgen's countaer-invitaktlon to visit West Berlin. The three
Wastern Protecting Powers had expressed misgivings that
Diepgen's attendance might undermine the Westarn position on
Berlin's status. Thera should be no need_EE—EE_bver this
agJain now.

Diepgen has expressed his support for the Allied
initiative on Berlin. Tha Prime Minister will recall that
President Reagan consulted her (as well as President
Mitterrand and Chancalloer Kohl) before his spaech in Berlim in
Juna, in which ha called for improvements in air services and
for efforts to bring conferences and meeatings €0 tha CIty.
Officials are now working to follow up ER® President's speech
and to prepare an Allied approach to the Russians. If Diepgen
raises the subject, we recommend that the Prime Minister

express continuing support for the initiative, which
demonstrates that the three Protecting Powers are on the lock
out for new ideas of practical benafit to Berliners.

Diepgen is unlikely to raise the death on 17 August of
Rudolf Hess. The Four Powers issued a final statement on
17 Saptembar confirming that Hess had committed suicide.
Spandau Prison is now being demolished, as previously agresd

by the Four Fowers. Diepgen has given halpful publie support
for the prison's early demolition.

J0ther Mestings

CONFIDENTIAL
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Other Mestings

The Prime Minister may mset a nomber of colleagues Lo the
margins of the IDU Meeting. I attach a list of points for the
Prime Minister to draw on, should the opportunity arise.

(L Parker)
Private Secretary

C O Powell Esg
P5/10 Downing Btreat

COMFIDENTIAL
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DIEPGEN, EBERHARD

Governing Mayor of Berlin since February 1984. Chairman of the
Barlin CDU and member of the Federal Executive of the CDU.

Born 13 November 1941 in Berlin. Studied law at the Free University
Berlin. 1968-72 junior barrister at the Berlin Supreme Court. In
legal practice from 1972. Membar of the CDU since 1962. Member of

——

the House of Representatives and of the Berlin Party Exetuhive swae 1974,

o
succeaded Richard von Weizslcker as Governing Mayor in February 1984

o the latter's nomination as opU/C8U candidate for Fedaral

—
Presidency, His CDU/FDP coalition was returned to power

v r_ - 0 i
convincingly in the 1985 Berlin elections.

Thought by many to be one of the most able second genearation

e
post-war CDU politicians in Berlin. Worked closely with

“Von Welzsicker who saw him as his natural successor. Highly

successful as a fixer and organiser in party, parliamentary and
st —

iocal affairs. He has had some difficulty in making the transition
to the more elevated role of Governing Mayor, and has occasionally
shown indecisiveness, notably over a series of {mostly minor)
corruption scandals in Berlin ifi l?ﬁﬁiﬂhich gome party associates
wera involved. Despite these and the setback to his policy of
contacts with the GDR over the 750th Anniversary of Berlin, Diepgen
remaing firmly in control of the coalition and seems set to stay as

Governing Mayor until the next Berlin alections in 1989 at least.

Married., Two children. Speaks reasonable English. visited UK

as Governing Mayor in 1984, 1985 and, most recently, in December
1986, when he called on the Prime Minister.

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWIA 2AH

18 September 1987

Prime Minister's Meeting with Chirac:
Berlin: 25 September

Since the Prime Minister's meeting with him in Paris
on 29 July, Chirac's domestic position hsa not changed
fundamentally. French politics are still dominated by the
progpect of the Prezldential elections next spring, in which
Mitterrand, Barre and La Pen are all expected in one way
or ancther to threaten Chirac's chances. He himself is
responding with unabated epnergy, including visits this week
to French territories in the Caribbean and South Pacific.
The high turn-out and majority against independence in the
Haw Caledonian referendum on 13 Septembar were good news
for Chirac, but have not solved the underlying problems
thera. His government, which is sticking to a policy of
piblic sxpandlture control, privatisation and deregulation,
coantinues to come under fire from Right and Left for
dizappointing economic results this year.

2 Chirac's pffice have told our Embassy that he will
probably wish to concentate on the Gulf, East/West issues
and arms contral. The Prime Minister and Chirac had a full
exchange of views on Community financing at their mesting
on 2% July, and we unoerstand that Chirac is unlikely to
raize BC issues again this time. Angle-French contacta at
lower levels are in train, and the Prime Minister may simply
wish to reiterate our willingness to work closely with the
French, and to look forward to the fuorther bhilateral
proposed for Movember when she and Chirac would be able to
dizscuss the key issues before the Copenhagen Eurcpean
Council.

Iranf[raq and the Gulf

The Prime Minister will wish to refer with regret, but
little Burprize, to the disappointing ocutcome of the
UN Secretary General's visits to Tehran and Baghdad, and
say that it is now clear that the Security Council must
urgently discuss enforcement measures. Obtaining an arms
embargo against Iran may be difficult, and will put the unity

CONFIDENTIAL
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of the Five under strain, but we must put pressure on the
Russians and Chinese to agree. An arms embargo may not be
vary affective, but the Council cannot abandon the path it
has set out on, and discussion of auch a Resolution will
keep up the pressure on the Iraniana. The Prime Minister
could 3lgsp stress the nead to keep up the pressure on the
Iragis to refrain from attacking Iranian land and sea
targets: they too are running the risk of non-compliance:
the French are in a good position to make the point.

East/West Issues

The Prime Minister could welcome progress towards an
INF Agreement and the apparent prospect of an early
Washington summit. This should be used to bring about not
only arms reducticons but also:

- progress towards resclution of regiomal conflicta:
- greater Saviet respect for human rights;

The Sovie: Union must not be allowed to confine the East)/
West agenda to arms control.

At the CSCE Vienna follow-up meeting the West must
concentrate on securing an outcome which allows a continuing
process of scrutiny of human rights performance, balancing
agreement on C5BMs negotations. The French have recently
suggested allowing the Russians a meeting in Moscow on some
aspects of human contacts provided we get our main
reguirements in the human dimension, including a follow-up
meeting on human rights in Moscow. ©On the ether hand, Some
form of Moscow meeting could prove a necessary cendition
of a satisfactory overall package allowing for contipued
gerutiny of Moscow's human rights record. If the French
Prime Minister raises this, we recommend that the Prime
Minister should argue that the pros and cons of going to
any meeting in Moscow will have to be very carefully
weighed: the conditicns of any Moscow meeting {openness;
access of dizsidents etc)] would be a crucial factor: and
that we should certainly not as yet give the Russlans any
hint that we might be prepared to agree to a Moscow
meeting. For the time being the Western countries should
continue neither to accept nor to reject such a meeting,
in oerder to maintain leverage over Moscow's human rights
performance .

Following a study mission on Afghanistan by a former
Minister (Jean-Francols Deniau}, the French have discussed
with us bilaterally & posaible initiative by - the Twelve.

We have raised a number of concerns about timing and tactical
handling, and leok forward to further detalled bilateral
talks.

CONFIDENTIAL
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If Chirac refers to his WEU "Charter"™ proposal, the
Prime Minister could recall the need for any such document
to be plear about nuclear deterrence and the need far US
forces in Europa.

Arme Control

Our main mutual interest in INF 1s to ensure that any
salution to the FRG PIAa and their US-owned warheads is found
putside the Geneva negotliations. We must beware of any
undesirable precedent for the UK and French nuclear
daterrants.

It might also be useful to reconfirm French support
for discouraglng FRG pressure in NATO to define an Allliance
negotiating stance on nuclear missiles below 500 kms. We
must not encourage those who seek the total denuclearisation
of Eurcpe, nor should we divert attention from the Reykjavik
NAC pricrities for arms control.

With the prospect of new conventional arms control
negotiations starting next year (assuming the current informal
discussions in Vienna produce agreed terms of reference)
it would be worth the Prime Minister reminding Chirac of
the need for a ‘collective’ Alliance approach to negotiating
with the Warsaw Pact: it will severely complicate matters
if the French persist with thelr long-standing aversion to
discusaing arms control matters on a bloc-to-bloc basis.

Recent moves by the USSR towards the West in the
Chemical Weapons negotiations underline the importance of
getting all the detail right., We need to be assured that
the Russians are sSincere.

Falklands

France voted for the UNGA resclution on the Falklands
both in 1985 and, despite worries about how we might vote
of New Caledonia, last vear as well. Since then French links
with Argentina have been strengthened, and President Mitterrand
will visit Argentina early next month. The French are likely
to continue to be unresponsive to suggesticns that they revert
to an abstention at this year's UNGA, but must be discouraged
from identifying more closely with Argentina. They ahould
alsg be urged to fulfil their cbligation under the MNen-
Proliferation Treaty on missile technology and refrain from
suppoarting the Argentine Condor missile programme. Raimond
has assured the FPorelgn Secretary that supplies have been
haleed. Thay should not ba resumed.

JSBouth
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South Pacific/CHOGM

Finally, there are two subjects on which there 1z some
riek of Anglo-French misunderstanding during the autumn and
the Prime Minister may wish to take preventive action. The
first of these isg the South Pacific. Two vears ago the French
complained to us when the CHOGM communigque included
condemnatory language on New Caledonia, although we had in
fact made efforts to tone it down. This year the South
Pacific Forum has used even stronger language and in May
for example called the proposed referendum "divisive, futile
and a recipe for disaster', The 3ocouth Pacific states can
be expected to press for a passage on New Caledonia in the
Vancouver communigue. The Prime Minlster can assure Chirac
that we will again seek to moderate any extreme language
on New Caledonia {or on the South Paclific Buclear Free Eone),
but could add that we cannot promise miracles: We have N0
powWwer to veto items in the communigue or the language used.
She could also Bay that we would encourage the Forum countries
to disciuss the izsue calmly and rationally with the French.

Le Pen

The other subject of possible difficulty is the plan
for Le Pen to address & fringe meeting at the Consarvative
Party Conference. This has already attracted comment in
the French press after Le Pen's recent anti-Semitic gaffe,
arnd he iz adept at making publicity out of such occasions.
Chirac's RPR is particularly wvulnerable to losing right-wing
voters to the Front Mational. The Prime Minlster may
therefore wish to assure Chirac that the invitation to Le Pen
Is not from the Party as such and not to the Conference.

It would be legally very difficult to keep Le Pen out of
the country, and in any case to do so would merely give him
an extra opportunity for seli-publicity.

iy

i EH'._ .“‘::'r lij\ E—-hﬁ}—{'-‘
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(L Parkery
Private Secratary

¢ b Powell E=ag
10 Downing Street
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Foreign and Commonwealth Office

London SWIA 2AH

18 September 1987

Prime Minister's Mesting with Chancellor Kohl:
Barlin: 25 September

This letter concerns the Prime Minister's bilateral with
Chancallor Kohl, scheduled for 1&600-=1800 on 25 September.

The Internal Political Situation following the Land elections
in Bremen and Schleswig=-Holstein on 13 September gives Kohl little
to be happy about. The COU's run of poor results in every Land
election this vear except Hesse has continued. The Party polled
only 23% in Bremen. In Schleswig-Holstein they only just clung on
to power in coalition with the FDP - and their leader Barschel faces
allegations of unfair tactics. The FDP; on the other hand,; go from

strangth to strength and are now represented in every Land
Parliament except Bavaria and in six cealitions at Land level (five
with the CDU, one with the SPD). It is, howaver, far from clear
that the CDU's poor showing in recent elections signals the
baginning of a resurgence in the S5PD's fortunas: they still have a
long way to go before they can claim to be a credible alternative
government.

The rasults of recent Land elections will add fuel to the
public disagreement between Kohl and Strauss over the future
diraction of the CDU/CSU Parliamentary Grouping. Strauss will no
doubt claim that the capture of one seat in the Bremen Parliament by
an axtreme right-wing party, the Deutsche Volksunicn, lends credence
to hiz claim that the CDU's desire to increase its appeal to votars
at prasant supporting the FDP, leaves the CDOD/CS0 exposed to its
right.

The main topics for discussion with Kohl will be the Gulf,
EC Issues, Bast/West and Arms Control, Southern Africa and
Terrorism. Kohl will undoubtedly alsc wish to seek a clear
indication of support for Woerner's candidature as next Secratary

General of HATO.

flran/Irag and the Gulf
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Iran7irag and the Gulf

The Prime Minister will wish to emphasise our desire for early
follow-up action on SCR 598. As the Foreign Becretary made clear to
the FRG Ambassador on 16 September, we believe that the Security
Council must begin work on enforcement measures if the UNSG's visits
to Tehran and Baghdad have not produced agreement to implement BCR
598. The Garmans' desire to procrastimate and to cast doubt on the
usafulness of an arms embargo against Iran is mis—-guided and seems
to be motivated by & wish to avoid jeopardizing their own political
and commercial relationship with Iran. The Prime Minister will wish
to persuade Kohl that the pressure must be kept op on Iran and that
the international community cannot abandon the path it has set ouat
on.

EC Issues

As the largest net contributor to the EC budget (3500 mecu in
1986) Germans share a common approach with us on many of the key
isgues in the future financing debatea. In particular, they oppose a
large increase 1n the Community's own resources and support more
af fapctive contral of non-obligatory expenditure.

The main problem remains Garman reluctance to bite the ballet
on CAP reform, Whilst accepting the principle of agricultural
stabilisers, Genscher told the Foreign Secretary in July that a
price-dominated policy would reduce the living standards of German
farmers and could undermine Garman political stability. The
Agriculture Minister, Kiechle, described the latest Commiszsion
proposals as "a catalogue of horrors®™ which the Garman Governmant
would not be able to accept. And the Schleswig=-Holstein election
result will have dane nothing to strengthen Kohl's willingness to
annoy the farming vote.

The Foraeign Secretary recommends that the Prime Minister makes
the following points to Kohl:

= Hope wa can cooperate claosely during autumn negotiations. We
have similar approach on many of the key issues.

In particular, assume you agree with me that Commission's
proposals on budget discipline are a step forward. Aim must be
to tighten up procedurss and make budget discipline binding, as
agreed at European Council. We cannot afford to repeat failure
of 1984 arrangements, which resulted in the build-up of massive
agricultural deficits.

But Commission have also produced useful paper on agricultural
stabilisers in responss to Buropean Council mandate. We now
naed datmilad proposals for mach agricultural regime. Aim
should bea to strengthan common management of regimes by
building on stabilisers that are already in place.

/= Recognise
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Recognise political sensitivity of price reductions to Garman
farmers. But stabilisers have proven effectiveness (eag milk
and beaf) and will help put CAP support decisions on equitable
and predictable basis. Without them, spiralling costs of CAP
will eventually cause collapse of the whole system.

[If Chancellor Eohl raises German ideas on set-aside, more
extensive farming eteo

Prepared to consider such ideas. Direct income aids, provided
they are nationally financed, temporary and degressive, might
have a role to play to ease problems over price cuts.]

Imagine you also agree that Commission ideas on futaore "own
resourcea” levels, and doubling of atructural funds, still
rather too ambitious. Mast try to develop common Anglo-German
understanding on these issues.

If thesa points can be met, good chance of agreement on overall
financing package, including the level of own resources. We
shall work to achieve this, if possible, at Copenhagen in
Decambear.

Following recent measures to strengthen the intervention
machanisms of the EMS, Chancellor Kohl may raise the issue of UK
membership of the exchange rate mechanism. The Treasury suggest
that the Prima Minister take the following line:

~ HReforms agreed by Central Bank Governors amnd Finance Ministers
in December constitute a welcome strangthening of EMS. But not
a critical factor in UK decision on whether to join ERM. This
iz baing kept under regular review.

Intensive negotiations with the Spanish have taken place at
official level over the summer to try to resolve our differences
over Gibraltar airport, in order to break the deadlock over the EC
air tranaport liberalisation package. A further session will take
placa in early October, before the issue returns to the Transport
Counecil (26 October). 1In discussion with Chancellor EKohl, the Prime
Minister might wizsh to make the following points:

- HRemain determined to secure earliest possible agreament on EC
liberalisation package.

Believe we have now succeeded in engaging Spaniards in detailed
talks on Gibraltar airport. Farthar session early next month.

But guite wrong that Spain should block application of package
to Gibraltar, and hence packags as a whole. Gibraltar is part
of the Community, and tha Spaniards accapted that on

Accession.
JOn
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On EC external relations the Prime Minister might wish to touch
135ues!:

The need for the Community to continoe making clear its
detarmination to defend its interests agalnst U3 nruteetinnlst
legislation. The aim now should be to assist the Adminis-
tration in ﬂeterrlnq bad decisions in forthcoming House/Senate
Conference. (The UE and FRG have cooperated closely on
labbying in Washington).

The need for sustained EC pressure on Japan to open up its
marketa. Japan must ba left in no doubt that the EC is ready
to take action if they fall to open their markets. (The
Germana are nsually the back-markers in EC discussion of
possible action: the argument that cuts most ice with them is
the detarrent one — if the Japanese balieve the EC means what
it says, threats may not need to be put inte effect).

The importance of the Community putting forward in GATT, before
the New Year, credible and constructive proposals for reduction
in agricultural sapport.

Eagt West

The Prime Minister will wish to welcome progress in the INF
negotiations and the apparent prospect of an early Washington
summit. This should be used to bring about not only arms reductions
but also progress towards resolution of regional conflicts and
groater Soviet respect for human rights. The Soviet Union must not
be allowed to confine the East/West agenda to arms control.

The FRG attaches especlal importance to the CSCE process. One
of the West's three "flagship" proposals is an FRG proposal for an
economig forum, and tha Garmans are particalarly keen to have a text
from Vienna which improves existing commitments, =9 on human rights,
human contacts and information. The FRG have shown willingness to
attand a humanitarian conference in Moscow, provided it took place
on the right conditions. If Kohl raises this, the Prime Minister
could say that we are studying the latest French proposals; the
conditions of any Moscow mecting would be a crucial factor; but we
should not give the Russians any hint now that we might agree to
ona; in order to maintain leverage on human rights.

The Prime Minister might invite Kohl to give his views on
Inner-Garman relations and Berlin in the light of Honecker's recent
visit o the FRG. The Federal Government believe that the visit
will have helpad achieve practical progress, particularly on human
contacts. They have shown some nervousness that the visit might
cause some misgivings among their allies. TIf Kohl asks about the
British attitude, the Foreign Becretary recommends that tha Prime
Minister reassure him that we naturally welcome the visit and any

Jspractiecal
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practical progress it can help achieve in breaking down East/West
barriers. Eohl has accepted that Hohecker's invitation bto pay a
return visit in dues course. A visit by the Federal Chancellor which
took place in Bast Berlin would be unprecedented and would greatly
strengthen the GDR's claim that East Berlin is its capital. (To
avoid this problem Schmidt met Honecker im a provincial town in the
GDR. ]

There are no Berlin issues reguiring detailed discussion. The
Prime Minister may wish to mention the strong British contribution
to the 750th Anniversary celsbrations and express support for the
fllied initiative, launched by President Reagan in his speech in
June, to improve air services and bring conferences and meetings to
the city. There shonld be no need to discuss the recent death of
Rudolf Hess.

Arms Control

Eohl attributed the CDU reverse in the Land elections in part
to the row within the ccalition over the Pershing IAs. The Prime
Minister might congratulate the Chancellor on his initiatve on the
PIAs and sesk to reinforce his commitment to keep them oot of the
Geneva negotiations. Beyond that it would be useful to express
appraciation to Kohl for the UK/FRG cooperation ovar Basing Country
interests in INF verification. FRG support for our Exchange of
Hotes framework was a major factor which made the U5 accept it. We
should not underestimate the difficulties the US will have in
negotiating a satisfactory verification regime with the Russians.

On START the Prime Minister might encourage Kohl to continue to
press the Russians to negotiate seriously on 50% raductions and not
allow them to eclaim the high propaganda ground through linking such
an agresment to constraints on SDI.

The FRG are showing increasing signs of wanting to preass ahead
in dafining an Alliance negotiating strategy on nuclear missiles
below 500 kms. We must resgist any suggestions that we are ready Eo
move into such negotiations. Muoch analysis of WNATO requirements in
this area needs to be done and the Reykijavik MAC priorities of
strategic cuts, a global ban on chemical weapons and the redressing
of the conventional imbalance need first to be pursued. HATO's High
Leyel Group is currently considering adjustments to NATO's nuclear
capability in the light of an INF agreement. While amphasising the
problams of public presentation of any new nuclsar weapons it would
be useful to seak Kohl's endorsement of our preference for more dual
capable aircraft and the assignment of SLCMs to SACEUR.
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Kohl sent a message to the Prime Minister on 27 August
proposing Woerner as the next Becretary-General of NATD. The Prime
Minister replied that this would receive very careful consideration
but did not commit herself. So far the Italians and Turks have
indicated support for Woernar and the Danes for Willoch. There have
been conflicting U5 signals: the State Department was initially
anenthusiastic about Woarner's candidature, considering him
unimaginative and inflexible. But on 11 Saptember the US Permanant
Representative to NATO told Michael Alexander that Washington was
now coming round to supporting him. The Americans however wish ko
gee how the Dutch and Baelgians jump before Eirmly committing
themsalves. The Foreign Secretary will sesk Shultz's view at the
N General Assembly next week. At the end of the day, it would
clearly be very damaging if it appsared that a German candidate had
bean rejected simply because he was a Garman. But the race is still
at an early stage. For the time being the Poreign Secretary
considera that, while making clear that we recognise Woerner's
axcallent gualifications for the job, we should continue to avoid
comnitting ourselves to suppart any particular candidate.

Southern Africa
Eohl remains a firm opponent of economic sanctions. But:

the Germans have supported the idea of a report (now in
preparation by the Commission) on the implementation of the
measures commonly adopted by the Twelwe:

the Ruswirtiges Amt support the issuing of a declaration of
principles on South Africa by tha Twalve;

Genscher was also the original conduit to the Twelve of
Boesak's propsal for an BEC sponsored mesting of South African
opposition groups, of which he remains a keen supporter. The
Twelve are awaiting a response from Boesak to a number of the
gariouns reservations put to him by Ellemann-Jensen on 28
August. We have made clear that while the UK is committed to
the promotion of genuine dialogue between the parties in South
Africa it would be guite wrong for the Twelve to take any
action which would constitute interference in South Africa's
internal affaire and compromise the credibility of our policy.

Terrorism/Hostages

The Prime Miniater, while welcoming the release of Schmidt and
noting the assurances which the German Government have given in
public that they made no deal with the kidnappers, will want to
guestion Kohl closely about the clrcumstances of Schmidt's ralease.

PR
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Is the Chancallor able to confirm, as his officials have suggested,
that Siemens paid a substantial ransom? This view appears to be
galning wide acceptance in West Beirut and unless convinclngly
refuted could have direct consequences for other Westerners. An
Amal leader has spoken of "open season" on Westerners in West Belirut
by both terrorist and criminal elements. That is why the pavments
of ransom must always be wrong as it puts a price on others. If
Kohl attempts to justify hostage dealing in any way the Prime
Minister will wish to remind him of the commitmants he freely
antered into, most recently at the London EBuropean Council in
December and agaln in Venlece last June. She might in any case ask
how ¥Kohl thinks Western credibility in maintaining a united front in
tha face of terrorism can be maintained or rebuilt post/Irangate.

Falklands

The FRG abstained last year on the UNGA resolution only after
the Prime Minister sent a personal mesaaga to Chancellor Kohl.
There are indications this yvear Genscher will once again be urging
very strongly that the FRG transfer its vote to Argentina; and that
we shall therefore again need to go over his head. The arguments
most likely to sway Kohl are the need to avoid a further
embarrassing split in EC ranks, and the principle of
gal f-datermination.

Eohl might also be reminded of the exchanges via the Rmericans
on Eisheries. This 1s a positive development that has occurred over
the last vear, one which shonld be given every chance of success.

By contrast, changes in the wvoting pattern at the ON are
counter-productive in that they only serve teo encourage Argentina to
nurse false expectations and teo adopt an inflexible approach on
issues such as trade and fisheries.
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(L Parkar)
Private Secretary

C D Powall Egg
PS/10 Downing Strest
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FM ANKARA

TO PRIORITY FCO

TELND 2%6

OF 1611262 SEPTEMBER B7

FAR SED

MY TELNOD 28%: PRIME MINISTER'S VISIT TO BERLIN:
MEETING WITH DIAL

1. APART FROM TURKEY/EC (DEFENSIVE = NO HOSTAGES TO FORTUNE)
I SUGGEST THAT BRIEFING FOR THE PRIME MINISTER MIGHT
CONCENTRATE ON THE FOLLOWING, (I SHALL SEND A SHORT
SCENE-SETTING TELEGRAM CN 21-22 SEPTEMBER).

POLITICAL

(A) TURKEY INTERNAL. UPDATE ON REFERENDUM AND PROSPECTS

IN 1 NOVEMBER ELECTIOUN.

GREECE/TURKEY. IT WOULD PROBABLY BE A MISTAKE NOT TO

REMINDG OZAL OF THE VALUE OF HIS DEFUSING OF THE MARCH
CRISIS, AND ENCOURAGE HIM TO CONTINUE EXCHANGES WITH

PAPANDREOU (ANOTHER PAPANDREDU MESSAGE LIKELY IN -
THE MEXT FEW DAYS).

CYPRUS, LITTLE POINT IN PRESSING ON TROOP NUMBERS BUT,
WITH THE RISKS ATTENDING A UNGA DEBATE/TURKISH RETALIATION,
MO HARM IN A HIGH LEVEL REMINDER THAT TURKEY'S OWN
INTERESTS ARE BEST SERVED BY NOT OVER-REACTING

(OR ALLOWING DENKTASH TO).

BILATERAL

(b)) WARRIOR. THE TIMING OF A TURKISH DECISION IS STILL
UNCERTAIN, BUT THE BERLIN MEETING MAY BE AT A CRITICAL
MOMENT. RATHER THAN GO INTO DETAIL, THE PRIME MINISTER

PAGE 1
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MOLIAN 5751

MIGHT STRESS THE POLITICAL POINT THAT THE CLOSEMNESS

OF DUR RELATIONS IS5 NOT ADEGUATELY REFLECTED ON THE
ECONOMIC/COMMERCIAL SIDE: THE GEN BID IS THE IDEAL
OPPORTUNITY TO CORRECT THE SITUATION, THERE IS5 SONE
EVIDENCE THAT OZAL TAKES THE UK'S POLITICAL SUPPORT

FOR GRANTED, THE PRIME MINISTER MIGHT HINT THAT IT WILL

BE INCREASINGLY DIFFICULT TO PROVIDE CONTINUING
FOLITICAL SUPPORT FOR TURKEY UNLESS

ON THE CIVIL SIDE, THE ANKARA GAS CONVERSION PROJECT
REMAINS DUR FIRST TARGET. B8IDS HAVE TO BE SUBMITTED BY
25 SEPTEMBER. THE UK'S OFFER OF A SOFT LOAN 15 EVIDENCE
DF HMG 'S INTEREST.

WE MUST EXPECT OZAL TO REFER TO HIS INVITATION FOR THE
PRIME MINISTER TO VISIT TURKEY

DISTRIBUTION

MAIN

LIMITED PS/LORD GLENARTHUR
SED PS/MRS CHALEKER

WED PE/PUS

FLANNING STAFF SIR J FRETWELL

NEWS MR RATFORD

[ NFO MR HOUESTOMN

FUSD PROTOCOL DEPARTMENT
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ADDITIONAL

MR POWELL
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FM BOWN

TO IMMERIATE FCO

TELNGQ TO2

OF 1110307 SEPTEMBER 87
INFO ROUTINE BMG BERLIN

YOUR TELNO &432: PRIME MINISTER'S VISIT TO BERLIN:
BILATERAL WITH KOHL

1. WE HAVE CONSULTED THE FEDERAL CHANCELLERY, WHO HAD DRANN UP THE
FOLLOWING AGEMNDAZ

41 INMER=GERMAN RELATIONS AFTER HOMECKER'S VISIT AND BERLIN FOLICY
RUESTIONS

EC ISSUES: PREPARATION FOR THE EURODFPEAN COUNMCILE
EUROPEAN MONETARY SYSTEM e

ARMS CONTROL: GENEYA TALKS: PROSPECTS FOR US/SOVIET SUMMIT

WOERMER'S CANDIDATURE FOR SECRETARY GENERAL OF NATO

—

E) IRAN/IRAG

THEY ABDED THAT THEY WERE PREPARING DEFENSIVE BRIEFING

oM LIBERALISATION OF AIR TRAFFIC IN EUROPE, THE FALKLANDS AND
GIBRALTAR. THEY ALSO ASSUMED THAT THE PRIME MINISTER WIGHT WISH TO
LISCUSS THE HOSTAGES ISSUE, DEPENDING ON DEVELOPMENTS GVER THE MNEXT

2. THEY WERE GENERALLY CONTENT WITH THE LIST IN YOUR TUR THOUGH
THEY SAW NO PARTICULAR NEED TO BISCUSS SOUTHERN AFRICA. WE POINTED
QUT THAT FOR A NUMBER OF REASONS, INCLUDING CHOGHM, THIS MIGHT ME
HAVE A HIGHER PRICRITY FOR US THAN FOR THEM.

3. THE AUSWAERTIGES AMT, WHO ARE PREPARING BRIEFING FOR THE MEETING,
CONFIRMED THE ABOVE. THEIR UMDERSTANDING 15 THAT PREPARATIONE FOR
THE EUROPEAN COUNCLL IS5 THE MOST IMPORTANT ITEM ON THE AGENDA, SINCE

THERE ARE UK=-FRG DIFFERENCES OF VIEW WHICH NEED TO BE RESOLVED
REFOREMAND IF POSSIBLE.

4. GRATEFUL FOR ANY FURTHER COMMENTS YOU MAY HAVE, 1IN THE LIGHT OF
WHICH WE SHALL ASK THE GERMANS TO COMBINE ALL THESE SUGGESTIONS IN A

PAGE 1
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10 DOWNING STREET
LONDON 5WIA TAA

Fram the Private Secretary 10 September 1987

PRIME MINISTER'S VISIT TO BERLIN:
BILATERAL WITH CHANCELLOR RKOHL

Thank you for your letter of 9 September
aenclosing a draft telegram of instructions
about the agenda for the Frime Minister's
pilateral with Chancellor Kohl. I am
content for this to iesue.

C. D. Powell

Lyn Parker, Esg.,
Foreign and Commcnwealth Office
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Foreign and Commonwealth Office

London SWIA 2AH

3 September 1387

| Felloiy f_LLJ\ J

Prime Minisgter's Visit to Berlin, Z4-25 September:
Bilateral with Kohl

I attach a draft telegram to Bonn instructing them to
consult the GCermans about the agenda for the Prime Minsiter's
talks with Chanceller EKohl on 25 September. Please let
me know 1f wou are content for this to be despatcheda.

We propose to produce-briefing in the form of a
Frivate Secretary letter, which I shall aim to send Youn
at the end of next weak,

{L Parker|
Private Secretary

Cc D Powell E=zqg

Il Downing Straeet
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Grateful if you would consultgGermans and Let us know if they

15!1‘
|

14| are content with an agenda on|the following Lines.

15

16| (a) TranfIrag and the Gulf

17

1E|{b} EC issues

9| fFuture Financing incltuding CAP reform, EC/US, EC/Japan.

20| 1nternational Trade in Agriculture.
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22| (c) East/West and Arms Control

23| Geneva talks, Prospects for US/ Soviet Summit., Inner-German

24| relations after Honecker's vi 81 t,

25

£6| (d) Southern Africa .

27 '
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1O DOWNING STREET
LONDON SWIA ZAA

Fraom the Privale Secretary § September 1987

IDU COMFEREMCE IN BERLIN

The main subject for discussion during
the time of the Prime Minister's participation
in the IDU Conference in Berlin will be
East/West relations. 3he will be expected
to make a contribution to the debate, although
not a formal speech. I enclose some
draft speaking notes which I have prepared.

[ would be grateful for any comments or
improvements which you would like to suggest,
the draft has not yvet beean seen by the

Prime Minister.

{Charles Powell)

Lyn Parker, Esg.. :
Foreign and Commonwealth Qffice.
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10 DOWNING STREET
LONDON SWIA 2AA

Fram the Privare Secretary

PRIME MINISTER'S VISIT TO BERLIN

I wrote Eo you this mornlng about the Prime Miniskter's
future cravel plans. I should let you know that Chancellor
Kohl has reacted anthusiastically to the idea of a meeting
with the Prime Minister in Berlin, postponing the regular
Anglo-German Bilateral Summit until the early New Year. The
Prime Ministar is egually content with this. Tha Germans have
proposed that the meeting should b= held from 1500-1B00 on
Friday, 25 September in the Federal Government's Guest Hous
in Barlin. It will be conducted on tha uaual basis, that i
tha Chancellor and the Prime Minister accompanied by Herr

Teltachik and me.
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C 0 POWELL

A. C. Galsworthy, Esg., C.M.G.
Foraign and Commonwsalth Office
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