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PRIME MINISTER

You were given an incomplete copy of the Defence Secretary's
letter to Mr Stoltenberg on low flying last night for which I

apologise. I attach a complete version.

CHARLES POWELL
13

September 1990
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LONDON SWIA 2AA

13 September 1990

LOW FLYING IN GERMANY

Your letter of 11 September covering the
Defence Secretary's latest exchange of
letters with Dr Stoltenberg on low flying
lacked the last page of the Defence
Secretary's letter of 11 September. I should

be grateful if you copuld let me have a

complete copy. \

CHARLES POWELL

Simon Webb Esq
Ministry of Defence
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Thank you for your letters of 27th and 29th August about

military low flying training in the Federal Republic of Germany.

while I appreciate the current pressures on you and your
colleagues to respond to the changing environment in Central
Europe, I must say that I am very disappointed that you have not
been able to take into account the concerns expressed in my letter
to you of 20th July. These were, of course, in relation to your
earlier proposal to limit flying below 600 ft. The 1000 ft
restriction which you have now said you will introduce causes me
even greater concern. With our agreement last year the UK sought
to « as far as possible in meeting your Government’s e’ orts to
reduce the impact of low flying training on the public .n the FRG
and I had been under the impression that the results of our
agreement had at least met with a favourable reaction from the

public.

As you recognised in your latest letter and in your
presentation to the Bundestag Defence Committee last year, low
flying remsins an essential tactic for an effective modern 2ir
force. Trhe Royal Air Force woduld naturally make the very bhest

of any time available to improve combat readiness before any

Dr Gerhard Stoltenberg
Minister of Defence
Federal Republic of Germany




outbreak of hostilities but our view is that such training must be

able to build on a firm base of low flying expertise established 1n
peacetime. Military advice to me is that training at above 600 ft
and even more so at 1000 ft cannot meet this latter requirement.

If training at levels below 1000 ft is not available in the Federal
Republic for t..ces stationed there, the level of effectiveness of
all our forces can only be maintained, even at a minimum level, by
seeking compensatory training elsewhere. The UK Low Flying System
is, as you know, already heavily used by RAF aircraft based in
Germany and by United States aircraft based in the UK, as well as
by RAF aircraft based here, and I see no scope for increasing the
existing total amount of low flying here. Other locations abroad
have environmental and cost considerations of their own and your
decision again to alter the arrangements in the Federal Republic
will not make it easier for NATO Air Forces to obtain the necessary
training elsewhere. As an example, I am sure you will be familiar
with the difficulties that led to the decision not to pursue

proposals for a NATO Tactical Fighter Centre earlier this year.

This new proposal comes at a particularly difficult time of
tension in the Gulf when emphasis must be placed on the need of air
crews, particularly those flying Tornados, to be currently fully
trained in low flying and therefore comes at a most unwelcome time
for the Royal Air Force, with aircraft committed in the Gulf. he

level of RAF low flying training activity in the UK has been

e
substantially increased in recent weeks because of the need to

provide combat ready crews in the Gulf trained down to 100 ft and
crews have been drawn from both UK and RAF Germany Tornado
squadrons for this purpose. It may be necessary to supplement or
to rotate crews currently on station with further Tornado crews

rcm the UK and from Germany, where as you xnow the bulk of the
RAF’s Tornado GRl squadrons are stationed. The implications of the

new regulations on 17th September for the RAF i1n the FRG would mean




an inevitable disruption of training for these Crews. I would

therefore hope that you and your colleagues could agree to defer

the introduction of this change for the RAF'Ss Tornado force in FRG
at least until the current crisis has been resolved. If you agree,

our Alr Force Sstaffs could discuss the details.

In the longer term a 1000 ft limit for military flying gives
us particular cause for concern on safety grounds. First, a
minimum height of 1000 ft is likely to increase considerably the
number of occasions when military aircraft will have to abort lower
level flights because of a decreasing cloud base and even if you
were to legislate to raise the minimum height of general aviation
aircraft the density of air traffic then requiring to use the
height band above 000 ft can be expected to increase substantially
the risks of accidents. Your staffs will, no doubt, have
considered these points and I hope that any new regulations will Dbe
designed to ameliorate the risks involved. I would also hope that
consideration has been given toO exemptions from the 1000 ft limit
for the use of weapons ranges snd for rforward Air Control training
and aspects of tactical air reconnalssance; and also for selected
NATO exercises. I should be glad to hear from you at an early date

about the results of such considerations.

I have also been considering the implications for low flying
training in the United Kingdom of the proposed changes in the FRG
The German Air Force conducts a limited amount of low flying
training in the UK, for example, during exercises and sqguadron
exchanges. In the light of the new restrictions in FRG, however, 1
do not believe that it would be acceptable to UK public opinion for
training to be carried out in the UK by aircraft based in other
countries under conditions more favourable than those which would

apply in their own country. I believe therefore that it will be




necessary to introduce appropriate height restrictions for training

carried out here by German aircrew.

So far as future RAF training is concerned, our requirements
need to be reviewed in the light of the work currently under way on
the Options for Change exercise in the UK. You are being consulted
on this as a matter of mutual concern. The reduced availability of
training in the FRG with its implications for our ability to
maintain the required level of operational capability, and the
additional costs of flying aircraft based in Germany to the UK and
elsewhere for training will be factors that I shall need to take
into account. I shall have to include in my considerations the
possibility of changes in training arrangements in the UK at TTTE
and also in the presently proposed deployment plans. These however
can only be addressed when the future shape of our forces 1is
clearer and we shall keep closely in touch with you on any

developments.

As I have indicated above, your decision to introduce this far
reaching change at very short notice and without consultation is a
very great disappointment. You will know that this unilateral
decision may well undermine completely all low flying in our
countries. I and my colleagues, in considering the way ahead must
seek to maintain the training which we believe is essential to our
forces and take due account of UK domestic factors. At the same
time I can assure you that we shall not lose sight of the need to
preserve the collective security of the Alliance on which we both
rely and trust that you will be able to respond in the same spirit

to the points 1 have raised.

J

- S

Tom King
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LOW FLYING IN GERMANY : A e \

We discussed briefly my Secretary of State’s latest exchange
of letters with Dr Stoltenberg on low flying.

The background is that the Secretary of State has received
further letters from Dr Stoltenberg (copies attached) in which he
states that the FRG has decided to introduce a minimum flight level
of 1000 feet above ground level with effect from 17th September
1990. This new rule is being put into effect by the German Air
Force from that date and as a result of private discussions between
Mr Bush and Herr Kohl on 25th August, the US has also agreed to
this new limitation. We were not consulted by the US about this
nor by the FRG'in advance of Dr Stoltenberg’s letter of 29th
August, nor has any substantive reaction been received from Dr
Stoltenberg to the proposals put forward by the Defence Secretary
in July (copy attachea'to‘ﬁy letter of 19th July) in reply to the
German proposal at that time to raise the lower limit to 600 feet.

The Defence Secretary has discussed the situation with Mr
Cheney (who was not consulted by Mr Bush before he gave Mr Kohl his
agreement) and who felt, in response to a question by Mr King, that
any moves such as acceleration of the closqre of bases in FRG would
have little or no impact®*on the Germans. A major restructuring of
US bases in Europe - mainly in FRG - réducing US troops by about
40,000 had not been greeted with any alarm by the Germans, either
in regard to scale or timing. However in the light of UK
commitments to the force¥ in the Gulf, and the deployment of
Tornados (the GR1 squadron together"with half of the crews came
from Germany), we would wish to agree with Dr Stoltenberg that we
should continue to fly down to 250 feet in Germany until the crisis
is over. We also believe that it would be unacceptable to the
public to allow German aircrews to continue to exercise in the UK
Low Flying System at a level below 1000 feet although in the case

Charles Powell Esqg
10 Downing Street
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of the integrated Tri-national Tornado Training Establishment, it
1s impractical to give this effect. As a result of the German
decision, the operational capability of RAF Germany will not be
able to be fully sustained by training in Germany and we are giving
further thought to the proposals for Options for Change in respect
of the number of aircraft deployed in FRG. B

A further consequence of the German decision will be that RAF
Germany will have to carry out more of their low level training in
the UK although we shall have to ensure that the total volume of
low fiying in this country does not increase. We anticipate
achieving this by reducing by about 20% the amount of low level
flying by the USAF in the UK. The USAF understand the reasons for
this and the Defence Secretary made the position clear to Mr Cheney
in his recent conversation, having warned him earlier of the -
possibility that this would have to happen if the rules changed in
the FRG. The additional training by RAF Germany in this country
will also lead to substantial additional costs to the RAF in
travelling to and from Germany, and we are looking at ways of
offsetting these, as mentioned in the draft letter from the Defence
Secretary.

I also attach a copy of the reply which the Defence Secretary
has sent to Dr Stoltenberg. I am copying this letter to Tim Sutton
(Lord President’s Office) and Richard Gozney (Foreign Office).

e

(S WEBB)
Private Secretary

CONFIDENTIAL
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Bundc::l.:. der Vereidigung Postfach 13128

_j Tel.. (0228) 12-9100

rgue

fcllowing the intensive consultations during the past months
concerning changes to low-level flying in the Federal

Republic of Germany a decision is now required.
e U5 are now prepared to acccpt 3 minimum flight altitude
of 1000 feet (AGL). This rule is being introduced for the
rman Alr Force.
I would now ask you to likewise adopt this concept, which
shall beccme effective 17. September 1990, for low level
flying by your air force within the Federal Republic.

I would appreciate an early ceply.

Yuurs sincerely,

et

R ) TS S o T,




COURTESY TRANSLATION

DR. GERHARD STOLTENBERG 5300 BONN 1, Aug. 29th, 1990
Bundesminister der Verteidigung Postfach 1328,
Federal Minister of Defence Tel.: (0228)12-9100

Tis Excellency

1@ Secretary of State for Defence
1or the United Kingdom and Northern
Ireland
The Rt Hon Thomas Jeremy King TD MP
Ministry of Defence
Main Building
Whitehall
London SW1 2HB

Great Britailn

Dear Colleague,

As I have already explained to you in my short letter
dated August 27th, 1990, I have decided without delay to put up
the minimal height for low-level flying of jet combat aircraft to
300 meters. After the intensive consultations during the past
months the administration of the U.S.A. has decided to approve of
a respective new regulation from its point of view. The US Air

Force will follow this requlation.

This decision was the result of the negotiations and
analyses of the past months. The numerous talks and written

comments of the colleagues were of help for me with it. I have

given serious considerations to vour reservations.




Of special importance for our revised position the
agreements had been which Chancellor Helmut Kohl had reached with
President Gorbatchev about the quick withdrawal of the Armed
Forces of the Soviet Union from the territory of the present GDR

on July 16th this year.

There cannot be any doubt that low level flying has always
been an indispensable prerequisite for the efficient use of air
forces. From this follows the necessity that the crews have to be
capable of it if war demands such operations from them. In view
of the different political situation in Central Europe, however, I
consider 1t justified to order restrictions for low-level flying
in peacetime to take some of the load off the people if it can be
expected that combat readiness can be achieved by additional

training just before the outbreak of combat activities.

Accordling to your assessment, this will only be possible
1f your crews will in future have the opportunity to train for
low-level flying 1n heilghts of 250 feeet in the Federal Republic

of Germany, at least for limited periods.

In appreciating all factors, I believe nevertheless that
there was no alternative to my decision. I regret that I had been
forced by the circumstances to take and to publicise this decision

within such a short time, and that I had been left without time to

inform you about my intentions in detail. For this I request your

understanding and ask for your good, constructive cooperation in
future with regard towards our common responsibility for the

security of our Alliance.

The new regulation is to become effective from Sept. 17th.
'ou to follow 1t with the elements of the Royal Alr Force

ln tne Federal Republic of Germany.




h"_".f
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I realise the necessity to carry out consultations about
details of the realisation between our air force staffs before
this measure becomes effective. I have asaked the Chief of the Air

Staff to get in touch with his colleagues for this matter.

Yours sincerely,

(signed Gerhard Stoltenberq)
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Thank you for your letters of 27th and 29th August about

military low flying training in the Federal Republic of Germany.

While I appreciate the current pressures on you and your
colleagues to respond to the changing environment in Central
Europe, I must say that I am very disappointed that you have not
been able to take into account the concerns expressed in my letter
to you of 20th July. These were, of course, in relation to your
earlier proposal to limit flying below 600 ft. The 1000 ft
restriction which you have now said you will introduce causes me
even greater concern. With our agreement last year the UK sought
to go as far as possible in meeting your Government’s efforts to
reduce the impact of low flying training on the public in the FRG
and I had been under the impression that the results of our
agreement had at least met with a favourable reaction from the

public.

As you recognised in your latest letter and in
presentation to the Bundestag Defence Committee last
flying remains an essential tactic for an effective
force. The Royal Air Force would naturally make the very best use

of any time available to improve combat readiness before any

Dr Gerhard Stoltenberg

Minister of Defence

Federal Republic of Germany
CONFIDENTIAL




outbreak of hostilities but our view is that such training must be

able to build on a firm base of low flying expertise established in
peacetime. Military advice to me is that training at above 600 ft
and even more so at 1000 ft cannot meet this latter requirement.
T€ training at levels below 1000 ft is not available in the Federal
vpublic for forces stationed there, the level of efi:ctiveness of
all our forces can only be maintained, even at a minimum level, Dby
seeking compensatory training elsewhere. The UK Low Flying System
is, as you know, already heavily used by RAF aircraft based in
Germany and by United States aircraft based in the UK, as well as
by RAF aircraft based here, and I see no scope for increasing the
existing total amount of low flying here. Other locations abroad
have environmental and cost considerations of their own and your
decision again to alter the arrangements in the Federal Republic
will not make it easier for NATO Air Forces to obtain the necessary
training elsewhere. As an example, I am sure you will be familiar
with the difficulties that led to the decision not to pursue

proposals for a NATO Tactical Fighter Centre earlier this year.

This new proposal comes at a particularly difficult time of
tension in the Gulf when emphasis must be placed on the need of air
crews, particularly those flying Tornados, to be currently fully
trained in low flying and therefore comes at a most unwelcome time
for the Royal Air Force, with aircraft committed in the Gulf. The
level of RAF low flying training activity in the UK has been
substantially increased in recent weeks because of the need to
provide combat ready crews in the Gulf trained down to 100 ft and
crews have been drawn from both UK and RAF Germany Tornado
squadrons for this purpose. It may be necessary to supplement or
to rotate crews currently on station with further Tornado crews
from the UK and from Germany, where as vou know the bulk of the

RAF’s Tornadc GR1l squadrons are stationed. The implications of th

L il
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new requlations on 17th September for the RAF in the FRG would mean

CONFIDENTIAL



an inevitable disruption of training for these crews. I would
therefore hope that you and your colleagues could agree to defer
the introduction of this change for the RAF’s Tornado force in FRG
at least until the current crisis has been resolved. 1If you agree,

our Alr Force Staffs could discuss the details.

In the longer term a 1000 ft limit for military flying gives
us particular cause for concern on safety grounds. First, a
minimum height of 1000 ft is likely to increase considerably the
number of occasions when military aircraft will have to abort lower
level flights because of a decreasing cloud base and even if you
were to legislate to raise the minimum height of general aviation
aircraft the density of air traffic then requiring to use the
height band above 1000 ft can be expected to increase substantially
the risks of accidents. Your staffs will, no doubt, have
considered these points and I hope that any new regulations will be
designed to ameliorate the risks involved. I would also hope that
consideration has been given to exemptions from the 1000 ft limit
for the use of weapons ranges and for Forward Air Control training
and aspects of tactical air reconnaissance; and also for selected
NATO exercises. I should be glad to hear from you at an early date

about the results of such considerations.

I have also been considering the implications for low flying

training in the United Kingdom of the proposed changes in the FRG.

The German Air Force conducts a limited amount of low flying

training in the UK, for example, during exercises and squadron
exchanges. In the light of the new restrictions in FRG, however, I
do not believe that it would be acceptable to UK public opinion for
training to be carried out in the UK by aircraft based in other
countries under conditions more favourabls than those which would

\pply in their owa couatry. I believe therefore that it will be

CONFIDENTIAL
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PRIME MINISTER'S MEETING WITH THE
FEDERAL GERMAN FOREIGN MINISTER

The Prime Minister had an hour's talk with Herr Genscher
this morning. He was accompanied by the Federal German
Ambassador and by his Private Secretary. The Foreign Secretary
was also present.

Terrorism

Herr Genscher began by expressing sincere condolences on the
murder of Mr. Ian Gow, M.P. It strengthened his conviction that
the western countries should seek a commitment in the Helsinki
process to co-operate against terrorism, so we could be sure that
the terrorists had no haven anywhere in the 35 CSCE countries.
The Prime Minister agreed that this was a good point and should
be pursued.

German Unification

The Prime Minister observed that matters were now moving
very fast on German unification, but a lot of details remained to
be worked out before the CSCE Summit in the autumn. Many of them
were matters for Germany herself, but we would of course help in
every way we could. It was very important to get the small print
right. One matter which would need to be resolved was the legal
basis for the continuing presence of Allied forces in Berlin.
There would need to be a clearly defined role for such forces,
otherwise their morale would be affected. The Foreign Secretary
pointed out that Britain had been the first of the Four Powers to
say that we would be willing to keep our forces in Berlin.

Herr Genscher said that he was most grateful for the
support which the Federal German Republic had received fronm the
United Kingdom during the Two plus Four talks, and particularly
for the helpful role played by the Foreign Secretary at the
meetings in Berlin and Paris. Shevardnadze had recently
telephoned him to say that the Two plus Four ministerial meeting
in Moscow should be the last one. This was a clear indication
that the Russians wanted to finish discussion of matters of
substance, so that the details could be tied up 1in good time for
the CSCE conference. The Prime Minister sald that we were very
pleased that the Two plus Four process was working so well.

CONFIDENTTIAL
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Options for Defence

The Prime Minister said that the Defence Secretary had made
known our plans for reductions in our forces over the next five
years, and she had sent Chancellor Kohl a message explaining
them. We now looked forward to consultation in NATO. Other
members of NATO, including of course the FRG, had already
announced proposed reductions.

The Prime Minister noted in passing that the Soviet Union
was continuing to place very substantial numbers of tanks behind
the Urals, and to transfer aircraft from their air force to theilr
naval aviation, as a way of avoiding limitations under the CFE
Agreement.

East Germany

lerr Genscher said that All-German elections would take
place on 2 December. A compromise had been found on the question
of the electoral system. There were a number of practical
problems arising from unification to be resolved, 1in particular
the ownership of property in East Germany. All claims would have
to be registered before January, and there would be compensation
for those required to give up property or land which they were at
present occupying. President Gorbachev had referred to the
substantial property which the Red Army held in East Germany, and
had made clear that the Soviet Union would be seeking
compensation for giving up this. All this could be resolved:
but, until then it was something of an obstacle to economic
development. However, he did not wish to be pessimistic: people
in East Germany were responding enthusiastically to the
opportunities of economic and monetary union with the FRG.

The Prime Minister asked Herr Genscher to confirm that
Article 23 of the Federal Germany Constitution would be annulled
after unification. Herr Genscher confirmed that this would be
the case. It would be made explicit that unification was the end
of the story. The Prime Minister recalled that both German
states had agreed to sign a Treaty with Poland as soon as
possible after unification. Herr Genscher confirmed that this
would be done.

Herr Genscher continued that he was sure that the elections
on 2 December would produce a positive outcome for the
Government. In response to a question from the Prime Minister,
he said he thought the SPD would focus their electoral campaign
on the social problems of unification. Within the Federal
Republic, they would stress the heavy costs of unification: in
the East they would claim that the Government was not spending
enough. But trying to have it both ways like this would not
carry much conviction. Herr Lafontaine had failed to recognise
the historic nature of developments since last autumn.

European Community

The Prime Minister said that she was following developments
in Europe's financial markets with interest. Italy and Spain,
which had high inflation rates, faced a tremendous inflow of

CONFIDENTIAL
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money attracted by their high i1nterest rates. They were rightly
refusing to reduce the latter because their domestic monetary
conditions did not warrant 1t, but were having to spend
considerable sums to keep within their ERM bands. Their
experience demonstrated the difficulties of trying to fix
exchange rates while disparities between the economies of member
states remained so great. 1In these conditions, a single currency
could only be maintained by massive transfers between the better
off and the less well off member states. The United Kingdom
would join the ERM in order to use the Deutschmark as a sort of
gold standard, which would help bear down on inflation. But the
whole purpose of this would be lost if there was a single
currency and a European Central Bank, whose governing board would
be composed of representatives of countries who would not agree
that the sole objective was to maintain the value of the
currency. In her own view, there was no case for going further
than the existing ERM for the foreseeable future. Europe needed
time to adjust to the full consequences of the Single Market, and
did not need the fresh turmoil which would be caused by attempts
to move to a single currency.

we wanted to avoid a row 1n the Community. We had therefore
agreed to go further than she herself considered strictly
necessary or wise, by proposing a common currency and a European
Monetary Fund. But this was as far as we could agree to go. A
single currency simply did not make sense and would not be
accepted by the British Parliament. She was particularly
disturbed to see that the Italian Presidency wanted to accelerate
the EMU and reach agreement in December. That would be
deliberately divisive and unhelpful, when Britain was already
making a major effort to avoid a row with its partners. The
truth was that those who supported a single currency were not
really so much interested in the economic aspects as in creating
a federal Europe, which we could not accept. Our proposals
represented a major effort to find an acceptable basis for what
should follow Stage I.

The Prime Minister continued that, despite these misgivings,

Herr Genscher, who had found it somewhat difficult to get a
word in, said Germany was determined that a European Central Bank
would be like the Bundesbank and entirely independent of
Governments. There was a chicken and egqg situation: the best way
to bring other European countries to adopt reasonable econonic
policies was to force them to submit to the discipline of a
single currency and a strong Central Bank. The Prime Minister
contested this view: she would have much more confidence in the
discipline of the Deutschmark, based on the historic aversion of
the German people to inflation, than in a Central Bank where
Germany might find itself out-voted. Other countries could
follow France's example of using the link with the Deutschmark to
force down inflation. There was also the aspect of sovereignty:
a national currency and national decision-making on economic and
monetary policy were among the most substantial attributes of
sovereignty in the modern world. Herr Genscher replied that
Germany wanted Britain in whatever monetary arrangements were
agreed for Europe. We were needed as a country which followed
orthodox economic policies, and played a major role in Europe's
economy.

CONFIDENTIAL
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I am copying this letter to John Gieve (H M Treasury),
Martin Stanley (Department of Trade and Industry), Simon Webb
(Ministry of Defence) and Sonia Phippard (Cabinet Office).

\h\ W (NS \ A

C. D. POWELL

J. S. Wall, Esq., L.V.O.,
Foreign and Commonwealth Office

CONFIDENTIAL
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TO DESKBY 271830Z FCO

TELNO 903

OF 2717237 JULY 90

INFO PRIORITY EAST BERLIN, BM BERLIN, MOSCOW, WASHINGTON, PARIS
INFO PRIORITY UKDEL NATO, UKREP BRUSSELS

GENSCHER'S VISIT TO YOU AND THE PRIME MINISTER : 29 AND 30 JULY

SUMMARY

1. GENSCHER LIKELY TO URGE SPEED AND SUSTAINED EFFORT ON THE LONG
AGENDA TO BE ACCOMPLISHED BEFORE UNIFICATION. CHANCE TO SORT
PRIORITIES AND TO LOOK AT LONGER TERM NATO AND EC ISSUES ESPECIALLY.
GOOD OPPORTUNITY TO STRENGTHEN ANGLO-GERMAN COOPERATION.

DETAIL

2. THIS OVERNIGHT VISIT OF GENSCHER ON 29 JULY TO YOU AT CHEVENING
PROVIDES A RARE OPPORTUNITY FOR RELAXED FREE RANGING DISCUSSION AND
PROBING OF THE MAN'S MIND. HE WILL BE IN GOOD FETTLE IN THE
KNOWLEDGE THAT GERMAN VOTERS RECOGNISE THAT HE WAS LARGELY THE
ARCHITECT OF THE TRIUMPH THAT KOHL ENJOYED IN MOSCOW. WITH LUCK HE
WILL BE IN RECEIVING MODE AS WELL AS TRANSMITTING.

THE ISSUES: UNIFICATION: EXTERNAL ASPECTS

3. UNIFICATION AND ITS RAMIFICATIONS IS VIRTUALLY THE ONLY SUBJECT
ON GENSCHER'S MIND. FOLLOWING UNEXPECTED PROGRESS IN MOSCOW,
GENSCHER NOW WANTS TO WRAP UP THE CONSEQUENTIAL BUSINESS AS QUICKLY
AS POSSIBLE AND IS PREOCCUPIED BY THE AMOUNT OF BUSINESS TO BE GOT
THROUGH. THIS FALLS INTO TWO BROAD CATEGORIES: STRICTLY TWO PLUS
FOUR BUSINESS WHERE GENSCHER WANTS THE MOSCOW TWO PLUS FOUR
MINISTERIAL MEETING TO CLINCH THE COMPONENT PARTS OF THE FINAL
SETTLEMENT C(INCLUDING TEXTS), AND ISSUES DERIVING FROM UNIFICATION
(BUT NOT PART OF TWO PLUS FOUR) WHERE THE TIMESCALES VARY AND ARE
IN A NUMBER OF CASES CONSIDERABLY LONGER. THESE ISSUES THEMSELVES
DIVIDE INTO THREE AREAS:

- THOSE WITH THE SOVIET UNION. [NEGOTIATIONS ON THE FINANCIAL
CONSEQUENCES FOR THE SOVIET UNION OF THE INTRODUCTION OF THE
DEUTSCHMARK INTO THE GDR AND ON THE TERMS OF THE TREATY OF
WITHORAWAL ARE BEGINNING.] THE BITATERAL TREATY ON LONG TERM
COOPERATION IS SCHEDULED FOR COMPLETION BY NEXT EASTER. (SEE MIFT
FOR OUR LATEST INFORMATION ON THE WIDE RANGING COOPERATION THAT IS
UNDER CONSIDERATION).

PAGE 1
CONFIDENTIAL




CONFIDENTIAL

007610
MDADANAG89

- THOSE WITH THE THREE WESTERN ALLIES. THE AGENDA INCLUDES THE TERMS
OF THE FUTURE STATIONING OF THE BERLIN GARRISON, AS WELL AS BERLIN

AVIATION.

- THOSE AFFECTING THE ALLIANCE AS A WHOLE. THESE INVOLVE THE
CONCLUSION OF CFE C(INCLUDING DECLARATIONS ON NATIONAL FORCE LEVELS),
THE WARSAW PACT/NATO MEMBER STATES DECLARATION AND THE DEVELOPMENT
OF THE CSCE. FINALLY, THERE IS THE FUTURE OF STATIONED FORCES IN

GERMANY.

4. WITH BILATERAL NEGOTIATIONS WITH THE RUSSIANS GETTING UNDER WAT
NOW, GENSCHER WANTS A TURN OF SPEED FROM THE ALLIES INCLUDING ONE
PLUS THREE PREPARATION OF TWO PLUS FOUR ISSUES. THE DESIRE TO GET
AL THE OTHER BITS IN PLACE IN TIME FOR THE CSCE SUMMIT IN NOVEMBER
LIES AT THE ROOT OF - BUT DOES NOT EXCUSE - LACK OF CONSULTATION
OVER, FOR INSTANCE, THE GERMAN PROPOSAL ON A CSCE CONFLICT
PREVENTION CENTRE. GENSCHER WILL NO DOUBT PLEAD WITH YOU FOR THE
NECESSARY BUREAUCRATIC EFFORT ON THE FULL RANGE OF ISSUES. YOU CAR
ASSURE HIM THIS WILL BE FORTHCOMING. HAVING WILLED THE END OF
UNIFICATION AND HAVING GOT OVER THE HUMP OF SOVIET ACQUIESCENCE, THE
ALLIES WILL NOT STAND IN THE WAY OF THE CONCLUSION OF UNIFICATION.
BUT FENCE RUSHING AND NON-CONSULTATION CAN BE COUNTER PRODUCTIVE,
ESPECIALLY IN THOSE AREAS WHERE THE GERMANS NEED THE SUPPORT OF THE
CLOSE ALLIES IN WIDER FORA IF THEY ARE TO GET A SATISFACTORY PACKAGE
FOR THE CSCE SUMMIT. YOUR TALKS PROVIDE AN OPPORTUNITY TO PUT TO
GENSCHER OUR VIEWS ON WHAT REALLY NEEDS TO BE DONE BETWEEN NOW AND
THE TERMINATION OF FOUR POWER RIGHTS, AND WHAT CAN BE LEFT FOR LATER
(EG THE ELABORATION OF A NEW STATUS OF FORCES AGREEMENT FOR ALLIED

TROOPS IN WEST GERMANY).

UNIFICATION: INTERNAL
5. GENSCHER MAY WELL BE WORRIED ABOUT THE FRAGILITY OF THE GDR

GOVERNMENT WHICH, EVEN IF IT SURVIVES THE PRESENT CRISIS, LOOKS
ILL-EQUIPPED TO HANG ON UNTIL DECEMBER COPING CONVINCINGLY IN THE
MEANTIME WITH THE RAPIDLY DETERIORATING ECONOMIC SITUATION. THE
CHAIRMAN OF THE FDP, LAMBSDORFF, TAKES THE VIEW THAT FROM THE
STRICLY ECONOMIC POINT OF VIEW, A QUICK ACCESSION UNDER ARTICLE 23
WOULD BE A GOOD THING, GIVING BONN DIRECT CONTROL. GENSCHER KNOWS
THAT PREMATURE UNIFICATION WOULD COMPLICATE HIS TASK AND MUST HOPE
THAT BOTH POLITICAL AND ECONOMIC COLLAPSE IN THE GDR CAN BE AVOIDED.
LAMBSDORFF, HAVING HIMSELF MATERTALLY HEIGHTENED THE CURRENT DRAMA
OVER THE LAW FOR ALL GERMAN ELECTIONS, IS NOW SHOWING SIGNS OF BEING
MORE ACCOMMODATING. THE COMPROMISE WHICH MAY EMERGE - IF THERE IS
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ONE - (SEE MIPT) DOES NOT LOOK ESPECIALLY ADVANTAGEOUS FROM THE
FDP'S ELECTORAL POINT OF VIEW: A CASE POSSIBLY OF THE BITER BIT.
MEANWHILE, THE GREATER THAN ADVERTISED COST TO THE FRG TAXPAYER OF
UNIFICATION IS BEGINNING TO EMERGE AS A MAJOR ISSUE. THE QUESTION IS
BEING ASKED: DID THE GOVERNMENT NOT KNOW OR NOT ADMIT OR A BIT OF
BOTH? KOHL IS WELL AHEAD OF LAFONTAINE IN THE OPINION POLLS, BUT
THIS IS THE ISSUE ON WHICH LAFONTAINE COULD MAKE REAL INROADS INTO
THE COALITION'S OTHERWISE VERY GOOD PROSPECTS OF VICTORY IN
DECEMBER.

EUROPEAN AFFAIRS

6. THE COMMUNITY IS NOT CURRENTLY AT THE TOP OF GENSCHER'S AGENDA,
BUT IT IS ALWAYS ON HIS MIND. YOU WANT THE COMMUNITYU FINANCE
MINISTERS TO HAVE A GOOD CRACK AT EMU BEFORE FOREIGN MINISTERS GET
THEIR HANDS ON IT. THIS VISIT IS HOWEVER AN OPPORTUNITY TO REGISTER
SOME FUNDAMENTAL POINTS. THE TEMPTATION MUST BE QUITE HIGH FOR THE
GERMANS TO RECONCILE SATISFYING FRENCH PRESSURE FOR PROGRESS WITH
THE BUNDESBANK'S ABSOLUTE REQUIREMENT FOR PRICE STABILITY BY GOING
DOWN THE ROAD, WITH FRANCE AND THE BENELUX OF A MINIMAL RISK SMALL
MEMBERSHIP EMU. GENSCHER MAY BE OPEN HOWEVER TO ACCEPTING THE
UNWISDOM OF FORCING A SPLIT ON A CORE ISSUE IN THE COMMUNITY WHICH
BEING CALLED UPON TO BEAR A LOT OF WEIGHT IN EUROPE AS A WHOLE.

ANGLO-GERMAN COOPERATION

7. COMMENT IN THE GERMAN PRESS ON MR RIDLEY'S "'SPECTATOR''
INTERVIEW ON THE CHEQUERS SEMINAR MEMORANDUM RUMBLES ON BUT IN LOW
KEY. GENSCHER, LIKE KOHL, HAS MADE IT CLEAR THAT THESE INCIDENTS
WILL NOT AFFECT ANGLO-GERMAN COOPERATION. THIS VISIT IS A GOOD
OPPORTUNITY FOR YOU TO REPEAT YOUR REMARKS ON THE CENTRALITY FOR
BRITAIN ON THE RELATIONSHIP WITH FRANCE AND GERMANY AND TO PUT THE
ACCENT THE LONGER TERM, ESPECIALLY IN THE COMMUNITY AND NATO. THE
ISSUES INCLUDE WORKING TOGETHER ON NEW FORCE STRUCTURES FOLLOWING
CFE REDUCTIONS, AND THE RESPECTIVE ROLES OF NATO AND OF THE CSCE.
THE FULL EXTENT OF GENSCHER'S AMBITIONS FOR THE LATTER WOULD BE
WORTH PROBING.

8. REACTIONS TO MR KING'S STATEMENT ON OPTIONS FOR CHANGE HAS BEEN
MUTED. POLITICAL AND OFFICIAL BONN IS LARGELY ON HOLIDAY. GENSCHER
WOULD NOT, I GUESS, BE DISMAYED BY THE SCALE OF THE PROPOSED
REDUCTIONS IN BRITISH FORCES GERMANY AND HE WILL CERTAINLY SEE THE
ELECTORAL ADVANTAGES OF A FIRM PROSPECT IN THE REDUCTION OF THE
BURDEN OF TRAINING. THE ROLE OF THE GARRISONS IN BERLIN MAY BE A
MORE URGENT PRIORITY FOR HIM. HERE HE WILL WANT TO ENSURE THAT
ARRANGEMENTS WITH THE ALLIES DO NOT BREACH GERMAN UNDERSTANDINGS
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WITH THE RUSSIANS, THE FULL EXTENT WE HAVE PROBABLY YET TO DISCOVER.
YOU MAY HAVE A CHANCE TO PROBE GENSCHER'S THINKING ON THE TICKLISH
ISSUE OF WHAT SHOULD HAPPEN TO THE SECURITY STATUS OF EAST GERMANY
WHEN THE SOVIETS DEPART FROM GERMAN SOIL WHICH, IF IT TAKES AS LONG
AS FOUR YEARS, WILL COINCIDE WITH ANOTHER FEDERAL ELECTION. THE
ABSORPTION OF THE GDR WILL NOT BE EASY OR CHEAP AND THE GOVERNMENT
OF THE DAY COULD BE UNDER PRESSURE IN 1994.
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PRIME MINISTER

MEETING WITH HERR GENSCHER

You are to see Herr Genscher on Monday morning for an hour. He

is spending the weekend at Chevenlng with the Foreign Secretary,

e e ——

and g01ng to Glyndebourne

The media will be watching closely what is the first high-level
meeting since Mr. Ridley's resignation and the leak of the
Chequer's memorandum. Genscher is most unlikely to refer to
either event: nor should you - the Germans would interpret it as
weakness. You might say that you are looking forward to seeing
Chancellor Kohl in the margins of the EDU meeting in Helsinkl in

late August.
The four main facts about the current situation in Germany are:

- a big row i1s going on about the method of holdlng elections.
The CDU/CSU ‘and de Malzlere want separate eleetlons in the FRG
and GDR w1th al s per cent hurdle in both. This is the only way
that some of the_smaller partles innthe-GDR have any hope of
getting elected, thus reduCLng the size of the left " 'S
representatlon 1n the next Bnndestag The SPD and FDP have
protested v1gorously and the Liberals in East Germany have left
the coalition government But the CDU/CSU have now modified
their position to argue that either there should be a single
electoral area with a threshold lower than 5 per cent: or the 5
per cent threshold should apply eeparately Land b§ Land; The

whole thing is a rather distasteful piece of gerrymandering;

meanwhile the CDU/CSU are well ahead in the polls (44:38);

— —

- but concern is growing about the costs of unification;

— -

= and it is not impossible that the GDR coalition government

will collapse before bééembér, forcing premature unification.
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Genscher's main interest will be in talking about unification,
which 1s about the only subject on anyone's mlnd 1n Bonn You

wlill want to move on to EMU- related issues.

On unification, you will want to congratulate Genscher on the
undoubted achievement of the Stavropol meeting. You could also
confirm that we are ready to keep forces in Berlin for another
3/4 years, provided the financial arrangements remain
satlsfactory It should now be possible to complete the external
aspects of unlflcatlon by the early autumn. But you would be

interested in hls assessment of how severe the economic burden of

unification will be, and its effect on FRG flscal pollcy You

might also comment that the 1mpre551on that West German

commercial interests are stltchlng up the GDR market Wlll not

encourage British and other flrms to compete

- -

You will want to mention our defence statement, and say that we

shall of course consult with the Germans about the reductions in
British forces. I would av01d TASM w1th Genscher it's a

subject for Kohl at the end of August

You should touch on aid to the Soviet Union. The extra German
credlt has already been used up. and the Germans are telling the

Russ1ans that they can do no more wlthout an agreed EC or G7

——— _——— — -

package But they remain determlned to secure a major aid

package in October or by the end of the year at the latest and

——

will certainly 'sneak' to the Russ1ans on us 1if you contest thlS

— - e

The best course is to stick to your line that we can only know
what would be effective when the EC and IMF studies are complete
and we reserve judgment untll then But of course we have no

objectlon if the Germans want to go ahead on their own. (We are

g01ng to have to do something substantlal in the end )

You will want to put some tough questions to Genscher on a

Central Bank and Slnqle Currency, namely:

— — ——

- 1s 1t not unrealistic to expect economies like those of

Greece, Portugal and Italy to manage full monetary union in the

— -— .

short or medium term?
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- what would happen if Stage 3 was to be implemented before
convergence? Would there not be huge costs? - Do the Germans
relish paying these, as well as the costs of unlflcatlon° (We
certainly shall not contribute) ; i
= do the Germans really want to see the Community break into
two groups on monetary matters, when they place so much welght on

the unity of the EC in other matters?

- in the real (as opposed to the rhetorical) world, is it not

inevitable that Delors Stage 3 would produce a 51nq1e currency

which 1s weaker than the DM and a Central Bank which 1is not as
prepared as the Bundesbank to rule a tough monetary pollcy°

Would the Germans really accept that they could be out-voted by

those wanting to dilute German monetary policy?

(C. D. POWELL)
28 July 1990
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27 July 1990

Prime Minister’s meeting with Herr Genscher

Your letter of 26 July asked for a list of questions the
Prime Minister could put to Herr Genscher when they meet on
30 July. The following advice has been cleared with the
Treasury.

On German Unification, the Prime Minister might wish to
show recognition of the generosity of the GEMU exchange rate
arrangements, and the scale of the burden the FRG has taken on
in updating the GDR economy. She might ask how severe the
short-term burden on FRG fiscal policy will be? How can UK
firms best be encouraged to invest in the GDR? She might
point to the disincentive to UK firms of the perception that
their FRG counterparts are operating on an inside track, with
eg the Allianz take-over of the GDR state insurance monopoly,
and Ruhrgas and RWG bidding for GDR gas and electricity
interests. Could the FRG do more to convince non-German
business that the GDR playing field is, and will be, level?

On a Central Bank and Single Currency, the Prime Minister
may wish to suggest that:

1) Stability 1s of overriding importance, and evolution better
than revolutionm—We understand that the Germans want a short
or non-existent Stage 2 in order to have as little duplication
of authority for monetary policy as possible. But surely it
is quite unrealistic to envisage eg the Greek or Portuguese
economy - or even Italy - managing full monetary union with
the DM in the short/medium term?

11) What would happen to these economies if the step to

Stage 3 were taken before the necessary economic convergence?
Is Pohl’s monetary Schengen attractive to the FRG Government?
How does Herr Genscher view the prospect of the Community
breaking into two or more monetary groups, with implications
for other EC business? What message would this send at a time
when we are all working to complete the Internal Market and
strengthen the Community’s international voice?

111) Could we realistically expect the Delors prescription to
produce an ecu as strong as the D-mark, and a Central Bank
prepared to run as tough a monetary policy as the Bundesbank?
Is it not bound to be weaker than both? Our proposals,
because of the repurchase obligation on Central Banks, make
the hard ecu by definition as strong or stronger than the
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Deutschmark.

The Prime Minister may wish to ask how Herr Genscher would
envisage policy-making in a Central Bank. Would the Federal
Republic really accept that they could be regularly outvoted
by those wanting to dilute German monetary policy? Is Germany
ready to accept higher inflation, imposed by other member
states?

I am copying this letter to John Gieve (Treasury).

(J S Wall)
Private Secretary

C D Powell Esq
10 Downing Street
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Prime Minister’s Meeting with Herr Genscher, 30 July

Herr Genscher will call on the Prime Minister at 11.00 am
on 30 July. He will be accompanied by the FRG Ambassador and
his Private Secretary, Frank Elbe, as well as an interpreter
(Frau Notbolm).

Herr and Frau Genscher will be staying with the Foreign
Secretary and Mrs Hurd at Chevening on 29 July and will be
going to see "Falstaff" at Glyndebourne.™

The meeting should enable us to convey a public message
of business as usual in Anglo-German relations. By
reaffirming our commitment to a speedy conclusion of the 2+4
process, we can encourage the Federal Government to keep us
closely informed, and to take account of our views.

Herr Genscher’s main concerns are likely to be German
unification in the light of the troubles in the GDR coalition.
The Prime Minister may also wish to discuss:

- consequences of German unification for the Alliance/security
policy;

- the continuation of the Allied military presence in Berlin;
- EC implications of German unification;

—— — — — -

- Soviet Union, Gorbachev’s prospects, the nationalities and
aid; S TR

e,

- developments in Eastern Europe, especially in Yugoslavia,

— ———

Albania and Romania.”™ -2

We shall be writing separately with the material you
commissioned on 26 July.

FRG Internal and German Unification

The FRG CDU/CSU/FDP coalition is stable and well placegd
to do well on 2 December (although the CDU lost Lower Saxony
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to the SPD in the Land elections on 13 May, thereby losing
control of the Federal Upper House). Latest polls give the
CDU/CSU 44%, SPD 38%, FDP 9% and Greens 7%. The next Land
elections will beIn BavaTia on 14 October (CSU defending an
overall majority). :

The main debate (mainly in the GDR, but spilling over
into the FRG) is over the arrangements for the all-German
elections expected on 2 December. The GDR Prime Minister
de Maizieére (CDU) has been upsetting his coalition partners by
insisting that separate elections be held in separate states,
with unification to follow. Separate 5% thresholds in the FRG
and GDR would help the faltering DSU (the GDR equivalent of
the CSU) to win seats and, by encouraging voters of the GDR to
believe it worth while voting for the smaller parties and the
PDS (Communists), would split the left-wing vote. The
Liberals withdrew from Mr de Maiziere’s coalition in protest
on 24 July. i T

E———

The SPD (East) are now considering whether they should
follow suit. Their decision is expected oW_27 July. If they
do pull out, de Maiziére’s government can still sStruggle on as
a minority administration. But it would have to appeal to the
SPD for the two-thirds majority needed in the Volkskammer for
the constitutional amendments required to bring about
unification. ~ Its capacity to cope with the GDR’s formidable
economic difficulties post-GEMU would be further impaired.
Faced with the SPD’s threat, de Maiziére has backed off
somewhat in the last 24 hours, and has offered to accept a
singlé eléctoral area, provided that the threshold can be
lower than 5%. It is not yet ¢lear whether the SPD will
accept. The agreed arrangements are to be reflected in a
second FRG/GDR State Treaty to be negotiated by the end of
August. Pressure to accelerate unification cannot be ruled
out if de Maiziére’s government does collapse.

On the external aspects of unification, the main problems
have been resolved by the agreement between Kohl and Gorbachev
at Stavropol on 16 July. The Russians have now agreed that a
united Germany may belong to NATO, and that there should be no
transitional period between unification and the lifting of
Four Power rights and responsibiliti€és. The way is now clear
to wrap up the 2+4 negotiation at the next Ministerial meeting
in Moscow on 12 September. The Prime Minister has agreed in
principle to Kohl’s request that Britain should contribute to
a garrison in Berlin (where units of the Bundeswehr will also
be stationed after unification) for the 3-4 year period in
which Soviet troops remain in Eastern Germany. We do not yet
know if (or how) the US and France have responded. Important
detailed arrangements (eg cCoOSts, legal basis for stationing,
adequate training facilitieéS)] will need negotiating.
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The Prime Minister could:

- seek his assessment of the prospects of the GDR coalition
holding together until December;

- confirm our wish to contribute to a successful outcome of
the 2+4 1n the same time-frame as unification and before the
CSCE Summit.

On the pol-mil aspects the Prime Minister might wish to:

- congratulate Herr Genscher on the Stavropol achievement and
note that it showed the rightness of the FRG’s call to
partners over past months to speak out firmly about the united
Germany’s place in NATO; the UK played its part;

- note that Article 5 and 6 of the NATO Treaty will apply to
the whole of German territory from unification;

- —_—— ———
a——

The Prime Minister will wish to refer to the Defence
Secretary’s statement to the House on options for change and

to underline that, as she made clear in her advance message to
Chancellor Kohl:

- we are entering a phase of consultation, and that these are
interim conclusions subject to further detailed work:

- wWe are keen to have particularly close consultations with
the German Government not only about the future size of
British forces in Germany, but also the consequences for our
forces in Germany of German unification and the termination of
quadripartite rights. -

-
o — -

- wWwe have, as Genscher will know, accepted in principle
Chancellor Kohl’s request to maintain a contribution to the
allied presence in Berlin pending Soviet withdrawal; we need
to agree on the roles and conditions for tﬁéﬂcontingent.

—_— _——.

The Prime Minister might also refer to the NATO Strategy
Review, emphasising that:

]]— 1t is very important that national decisions on force levels
W should be taken in a coordinated way which facilitates the
{ task of NATO’s defence planners;

- we hope the review of military strategy will produce early
results;

- we should give the French the chance to play their part in
the overall review;

e —— - ——
e . g
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On the CSCE the Prime Minister might note that while we
are strong supporters of the CSCE and recognise its major
achievements, we should be on guard against allowing the
Soviet Union to use the CSCE to undermine NATO., In
particular, NATO’s proposal for a security institution should
initially be modest and centred on practical,
confidence-building tasks.

On CFE, we have circulated to Allies some proposals on
how the negotiation of measures to limit manpower in Europe
proposed by the NATO Summit Declaration should be handled.
Although the Germans have now offered to give a commitment on
the manpower levels of a unified Germany at the time of
signature of a CFE Treaty, they remain worried that they will
thereby singularise themselves. They have (with Allied
agreement) proposed in Vienna that the CFE Treaty should
include both a declaration of intent by all 23 participants to
set national manpower limits in the next round of
negotiations, and an undertaking by all 23 parties not to
increase their personnel levels in Europe pending entry into
force of a further CFE Treaty. There is no need for the Prime
Minister to raise this ’subject with Genscher but if he does

so, she might take the line that:

- We agree that manpower will be the key issue for the next
round of CFE, and that the German undertaking recorded in the
NATO Summit Declaration was helpful in addressing one of
Gorbachev’s most pressing concerns;

- we did not believe that it would singularise the Germans,
since their commitment was given in the context of the next
round of CFE negotiations which will be focussed on manpower ;

- we have no problem of principle with the idea of no-increase
commitments. But there are a number of ways in which such a
commitment could be framed, and it will be important for our

experts to discuss the details.

EC/GDR

On the EC implications of German unification, the
Commission are preparing proposals for limited, temporary
derogations for the ex-GDR territory, and plan to submit them
at the end of August. They have intervened helpfully on
competition policy aspects of proposed takeovers by FRG
companies of GDR state monopolies, and the GDR authorities
have undertaken to avoid discrimination against non-German
companies. They will also notify state aids to GDR industry

as 1f the relevant EC rules already applied.
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Alid to the Soviet Union

The Dublin European Council invited the Commission, with
the IMF, IBRD, EIB, OECD and EBRD to consult the Soviet
Government and prepare "proposals covering structural reform".
Delors and Andriessen visited Moscow on 19-20 July and found
President Gorbachev keen for assistance for consumer goods,
but opposed to conditionality. The Commission will report to
the 27 October European Council. The Houston Summit asked the
IMF to prepare a full report on the Soviet economy. The two
exercises are separate, but we will wish to promote
convergence, and to try to avoid Community decisions before
the IMF study is ready. The Prime Minister might say:

- recognise FRG position is unique. Not seeking to persuade
Bonn not to provide economic aid to Moscow;

- our own assessment is that the biggest shortage in Moscow is
Know How. No shortage of resources there: but plainly huge
problems in mobilising them;

- European Council will consider Commission report on

27 October. Need then to feed in our Community analysis into
the IMF study requested at Houston;

- believe IMF-type conditionality basic to any financial
support for the Soviet Union.

Eastern Europe: Yugoslovia, Albania, Romania

If time permits, the Prime Minister might sound out
German thinking on recent developments in Eastern Europe:

Yugoslavia

- American Government very gloomy about prospects for
Yugoslavia;

- survival of Yugoslavia a European interest. But we may not
be able to ensure it. Outsiders’ influence on events very
limited.

Albania

- Regime appear to have weathered immediate crisis.
Prospects will depend on Alia reforming fast enough to
defuse continuing discontent, but without letting rising
political and economic expectations sweep him away (cf Krenz
or Pozsgay). Not easy; h

- chances of further Albanian opening to the West?

SECRET
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Romania

- satisfied with outcome of G24 Ministerial meeting on 4 July
and 16 July FAC. After Summer French and others will press
again for Romania to be treated leniently. Hope Germany will
continue to take a vigorous line as long as doubt about
commitment to reform continues.

I am copying this letter to Simon Webb (MOD).

Fon

a?dz;mg

(R H T Gozney)
Private Secretary

C D Powell Esq
10 Downing Street
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10 DOWNING STREET

LONDON SWIA 2AA

From the Private Secretary

26 July 1990

Tror SRR

PRTME MINISTER'S MEETING WITH HERR GENSCHER

The Prime Minister and Foreign Secretary had a brief word
this afternoon about her forthcoming meeting with Herr
Genscher. The Forelgn Secretary said the Department would draw
up a list of penetrating questions for the Prime Minister to
put to Herr Genscher, both on the economic consequences of
unification, and on a single currency and European Central
Bank. We needed to show both Herr Genscher and Chancellor Kohl
how very real and substantial our difficulties with these
latter concepts where.

I should be grateful if you could let me have a list of
questions by late tomorrow afternoon.

“\C—J\M,
CHARLES POWELL

J S Wall Esqg
Foreign and Commonwealth Office
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I said in my letter of 28th June 1990 that I would write to
you again as soon as possible about your further proposals for low

flying in the Federal Republic of Germany.

I well understand that many in Germany, as elsewhere, feel
that the lessening of tension should allow a lessening of the low
flying burden. Much of this, as a result of forward stationingfis
by airforces of your NATO Allies. We discussed last year the
particular problems associated with the current 250ft low flying
system in the FRG. Although the amount of low flying training in
the FRG is similar to that undertaken in the UK, the structure of
the FRG system covering, as it does, only a small proportion of the
Federal Republic tends of course to concentrate the burden of this
training. I am however, worried by your proposal to forego all
training at 250ft. Despite the relaxation in tension, I consider
that the operational need to be able to carry out such flying in
conflict needs to be sustained as part of NATO’s current defensive
posture. The RAF's Tornado and Harrier aircraft, in particular,
are dedicated to the low-level role and military advice to me is

that some training at 250ft remains essential in order to retain

Dr Gerhard Stoltenberg
Minister of Defence
Federal Republic of Germany




expertise for the longer term. This cannot be satisfied by the
relatively small percentage of lower level training available

outside Europe.

This said, I recognise that in peacetime a balance must be
struck between the need to maintain effective and adequately
trained air forces and the acceptability of this training to the
wider public. The judgement of what is acceptable in this respect
in the Federal Republic must be for you and your colleagues. I
therefore accept that, in principle, Allied flying in Germany
should normally take place above 600ft. But to sustain our posture
of war-prevention I believe that RAF pilots need on average to be
able to undertake about 5 minutes flying down to 250ft a week in
Western Germany and I would hope that it would be possible to
reflect this in your new structure for low flying. This would
reduce the total amount of lower level flying required. Further
reductions would of course flow from any subsequent decrease in
force levels taken’ together with the changes offered by other
colleagues with different operational needs (such as the United
States) there would be a major reduction in Allied low flying
overall. We could also readily avoid such flying on Fridays as
well as at weekends. My staff are ready to discuss the details of

such proposals with yours.

I should be grateful if you would keep in the closest touch
about the way in which you propose to take matters forward so that

we can deal together with Parliamentary and public opinion.
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LOW FLYING IN GERMANY

The Prime Minister should be aware of further problems over low
flying in Germany. -

You may recall that last year a package of measures on low
flying was agreed with Dr Stoltenberg after protracted negotiation
(Brian Hawtin’s letter of Ist September 1989) allowing flying down
to 250 ft in seven areas. This package formed the basis of a paper
which Dr Stoltenberqg presented to the Bundestag. For a time it was
successful in lowering the temperature of the low flying debate in
the Federal Republic. Developments in Eastern Europe have, however,
now led to renewed pressures on Dr Stoltenberg, from parliamentary
colleagues in the CDU/CSU. Dr Stoltenberg has written to the
Defence Secretary and other NATO colleagues proposing a ban on all
low flying training in the FRG under 600 feet Iin the light of
developments in Europe and the increased warning time now available.

The pressure on Stoltenberg (who is, as you know, usually very
sound) is from within the coalition and can only be expected to
increase in the run up to the German elections. 1Indeed a group of
30 CDU/CSU members are advocating 1000 ft. wWe understand that the
latest initiative has the support of the Chancellor. Indications
are that most of the other nations involved will fall into line.
The Canadians may take an opposing view. The Defence Secretary has
tried to make common cause with the US. Although there was some
concern in the US Air Force, their operational methods do not rely
so much on low flying. Mr Cheney will broadly accept Dr
Stoltenberg’s proposals.

The introduction of more restrictive regulations in the FRG
will have operational implications for us. It could also lead to
increased public pressure on military low flying in the United

Kingdom where we are due to respond to the recent House of Commons
Defence Committee report on low flying.

Charles Powell Esgqg
No 10 Downing Street
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Dr Stoltenberg has said that he would like to report to the
Bundestag by the end of August but indications are that he is likely
to "impbse a 600 ft limit on flying in FRG by the German Air Force
earlier than that irrespective of reactions of NATO colleagues, if
only to try to forestall the move to introduce a 1000 ft limit. 1In
a frosty interim reply, the Defence Secretary has made it clear that
he is disappointed that the issue is being reopened so soon after
last year’s settlement and that he will need time to consider the
full implications. Even with very little support from NATO
colleagues, the Defence Secretary expects to reply shortly on the
lines attached. This would cut RAF low flying time by 80%. We
doubt whether Dr Stoltenberg will be moved even by this but, by
politely disagreeing with the Germans, the Defence Secretary hopes
to make any domestic pressure for a 600 ft limit more resistable.

I am sending a copy of this letter to Tim Sutton (Lord
President’s Office) and Stephen wWall (FCO).

(S WEBB)
Private Secretary
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1O DOWNING STREET
LONDON SWIA 2AA

VISIT OF THE FEDERAL GERMAN
FOREIGN MINISTER

The Prime Minister 1s looking forward to
seelng Herr Genscher between 1100 - 1200 on
Monday 30 July.

C D POWELL

Stephen Wall, Esqg., L.V.O0.
Foreign and Commonwealth Office
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1O DOWNING STREET

LONDON SWIA 2AA

THE PRIME MINISTER 17 July 1990

///{‘ 3 )f Ll -

PASE A L

Your remarks at your press conference today about Nicholas
Ridley's unfortunate interview were most generous and I should
like to thank you for them. The problem should never have

iCA

arisen, but he took the honourable course and I hope we can

regard that as closing the matter - as indeed you did this

morning.

[ hope we can make contact when you return from your

holiday and we can arrange to meet.

His Excellency Dr Helmut Kohl

STRICTLY PERSONAL







GERMANY

Chancellor Kohl's comments about Mr Ridley at his press

conference were unexpectedly generous. in effect that

PERSONAL

could have happened to anybody:

comparing Gorbachev to Goebbels some time ago.

I think it would be right to send a short personal note of

appreciation.

Charles Powell

17 July 1990

c: Germany (MJ)

I attach a draft.

and he recalled his own gaffe
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PARIS FOR SECRETARY OF STATE'S PARTY
MR RIDLEY'S RESIGNATION

SUMMARY
1. COMMENTS FROM KOHL.

DETAIL

2. IN ANSWERING QUESTIONS AFTER A PR

ESS CONFERENCE THIS MORNING KOHL
MADE THE FOLLOWING POINTS:

(A) WHILE IT WAS TRUE THAT THERE W
AND THERE, NONETHELESS ALL GERMANY
GERMAN UNIFICATION.

ERE RESERVATIONS AND FEARS HERE
'S NEIGHBOURS WERE 1IN FAVOUR OF

(B) HE UNDERSTOOD THE CONCERNS,
BRITISH, OF THOSE WHOSE ENTIRE N
IN THE FIGHT AGAINST HITLER.

ESPECIALLY ON THE PART OF THE
ATIONAL EXISTENCE HAD BEEN AT STAKE

(C) MR RIDLEY'S REMARKS HAD BEEN RATHER SILLY

, BUT THERE WAS NO
QUESTION OF HIS VIEWS BEING SHARED BY THE BRI

TISH GOVERNMENT.

(D) HE HAD NOT TAKEN MR RIDLEY'S
BEEN PUNISHED ENOUGH.
PROPER UNQUOTE.

COMMENTS AMISS. QUOTE THE MAN HAS
HE HAS LOST HIS JOB, AND THAT IS RIGHT AND

BUDD
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James Elles MEP and Elmar Brok MEP re Joint Initiative Anglo-
German Friendship Treaty.

Samantha Gill (Miss)
Assistant to James Elles MEP.




PRESS RELEASE

JOINT INITIATIVE ON AN ANGLO-GERMAN FRIENDSHIP TREATY

Elmar Brok MEP, German Christian Democrat, and James Elles MEP,

British Conservative, joined forces today to urge their countries

to negotiate an Anglo-German Friendship Treaty along the line of

the Franco-German Friendship Treaty signed 28 years ago in 1962.

"We believe that recent events have shown the urgent need for a
framework in which current bilateral contacts should be
channelled, Ad hoc meetings between ministers of the two
countries have so far proved an insufficient bridge to improve
bilateral relations.

The Franco-German Friendship Treaty has enabled contacts to be
developed at ministerial, official as well as individual levels,
for example, in the promotion of student exchange and

encouragement of businesses to invest.

In the 1990's, such an Anglo-German framework must be developed
so that understanding can grow between the countries, in
particular for the benefit of the young generation who favour
such contacts'.
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SUMMARY OF PRIME MINISTER'S REPONSE

Mr. Kinnock:

"My Right Honourable Friend has expressed hls very great
regret and has unreservedly withdrawn his remarks .......
Those views - which have been withdrawn - did not represent
the Government's views or indeed mine I have always
understood that 1t 1s the custom of this House that when
remarks have been apologlised for and unreservedly withdrawn
- as they have in this case - that withdrawal 1s gracefully

af ‘(;(*pt' ed."

Mrs. Ewing:

"The Government was prominent 1n furthering co-operation at
the Economic Summit in Houston to the benefit of each and
every one of the G7 countries. I have nothing to add to
what I said about my RHF who has unreservedly withrawn his

remarks."

swers ldentical to those given to Mr. Kinnock were given to

Dawn Primarolo.

To Mr. John Evans, who asked i1f your Secretary of State could

] ¥ y
maintain a harmonious relationship with German Trade Ministers
and with the European Commissioner for Trade, the Prime Minister

salid:

"I am satisfied that this country will maintain the

advantageous and co-operative relationship in matters of

trade, as 1n other things, 1n the European Community. 1In

the past eleven years the Government have achieved great

things in Europe and we will continue to do so."
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PRIME MINISTER'S MEETING WITH THE PRESIDENT OF THE BUNDESBANK

The Prime Minister had a talk this morning with the
President of the Federal German Bundesbank. Herr Poehl
accompanied by his Private Secretary.

GEMU

The Prime Minister commented that the first day of GEMU
beared to have passed off well. Herr Poehl said it was
that the operation was a success in technical terms.
not worried that the East Germans would splash out and
much: the average conversion so far was only DM400 per
"son. The real problem for the GDR was a longer term one
of competitiveness. The Prime Minister said that the
rmans had a great advantage, compared with other East
Buropeans, of beilng able to plug straight into a successful
market economy. She thought that, within about seven years or
so, they would have one of the most technologically advanced
industrial economies in Europe because everything would have tc
be renewed. Herr Poehl said that he would not make any precise
forecasts. But it was important to make a success of
introducing a market economy in East Germany, because the
experiment would be watched elsewhere in Eastern Europe. He
expected Berlin to become a huge metropolitan area, with an
inflow of people from the East and capital from the West.
Berlin's development would be spectacular but much of the rest
the GDR would lag behind.

British Economy

The Prime Minister said that Britain's economy had been
growlng much more strongly than we had realised, and it was
taking a long time to slow it down. Herr Poehl interjected that
i1t was much longer than he had expected. The Prime Minister
continued that the single most important task was to get do
inflation. She envied Germany's record on this. They had no
needed to link their currency to anyone else's: their historv
had given them the necessary will and discipline. 4
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The Prime Minister said that Britain would join the ERM.
Linking ourselves to the DM should help to keep down inflation,
provided that the DM itself remained strong. Herr Poehl said
that would depend on how things went. He was worried about the
consequences of the great increase in public borrowing. The
Prime Minister said that there was a respectable argument for not
going beyond the ERM. She doubted that twelve Central Bank
Governors would be as resilient as the Bundesbank in making
downward pressure on inflation the first priority. Several of
them would want to monetary policy to stimulate growth,
convergence, expansion and reduction of unemployment. Anyway,
the House of Commons has made clear that they were not prepared
to hand over control over economic and monetary policy. Herr
Poehl sald that several other countries in the EC would not 1in
reality be ready to give up sovereignty in these areas: they
were just pretending. He would not himself have any problem with
simply staying with the ERM. The pressure for EMU came above
all from France, which found it unacceptable to have monetary
policy dominated by the DM and the Bundesbank. Genscher had
supported the French for political reasons and subsequent
developments had moved very fast. His private forecast was that
France, Germany and the Benelux countries would get together in a
Schengen-type agreement, but the southern member states would not
be able to join. A high degree of convergence between economies
was the first condition for EMU and there was no prospect of that
happening in Europe for a long time.

Herr Poehl recalled that he had not himself proposed a
Furopean Central Bank. He had only said that if one was set up,
then 1t would have to meet certain criteria. He shared the Prime
Minister's concern that it would prove too "soft". He resented
the way in which politicians pushed through these proposals. The
decision to set up a Franco-German Finance Council, with an
obligation to consult on monetary policy, had been taken without
his even being consulted, and he had had to insist vigorously on
preserving the independence of the Bundesbank. But it was a fact
that the political will to make progress on EMU was very strong.
As he had said earlier, the most likely outcome was that a few
countries would decide to go ahead, while others would follow
more slowly.

The Prime Minister referred to our alternative proposals for
a hard ecu and a European Monetary Fund. They showed there was
another way forward other than a single currency. Herr Poehl
sald that he would study the proposals carefully. He did not
think that they were a solution, but that was not necessarily his
last word. He did not like the idea of a parallel currency, ang
thought that the EMF would have many of the problems of an ECB.
But tactically our proposal was a very good one, although it was
a pity it had not been put forward earlier. The discussion hag
already moved on.
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' Objective Standard

The Prime Minister made a brief reference to the idea of
establishing an "objective standard" for currencles, such as a
commodity index, which might also extend to the dollar and the
yen. Herr Poehl said that you could fix, or nearly fix,
currencles on a regional basis as in Europe, but it would be
unrealistic to attempt it more widely. Unlike the then
Chancellor of the Exchequer, he had never had much faith in
attempts by the G5 or G7 to fix exchange rates. He was perfectly
happy with a floating DM against the dollar.

I am copying this letter to Stephen Wall (Foreign and
Commonwealth Office), Martin Stanley (Department of Trade and
Industry) and Sonia Phippard (Cabinet Office).

J\Y‘M_\ S _\c.\,«\,\)

/

A ST

CHARLES POWELL —

-~

John Gieve, Esq
HM Treasury

i
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MODUK FOR AUS(POL), DACU AND SEC(NATO/UK) (P)
UK-FRG POLITICO-MILITARY TALKS : BONN, 27 JUNE

SUMMARY
1. USEFUL PREPARATION FOR NATO SUMMIT. GERMANS DO NOT ACCEPT THAT
CHANGE IN NATO STRATEGY SHOULD WAIT FOR CFE IMPLEMENTATION AND
WITHDRAWAL OF SOVIET FORCES FROM EASTERN EUROPE. AGREEMENT ON NEED
TO INVOLVE US IN MULTINATIONAL FORCES. FULL DISCUSSION OF IDEAS FOR
CSCE SECURITY INSTITUTIONS: GERMANS MAY WELL ACCEPT ONE RATHER THAN
TWO. CENTERS INDICATION THAT SOVIET UNION MAY SEEK TO LIMIT GERMAN
EQUIPMENT AS WELL AS MANPOWER IN 2 PLUS 4. INITIAL DISCUSSION OF
OBJECTIVES FOR SNF NEGOTIATIONS: GERMAN PREFERENCE FOR PARTICIPATION
BY ALL STATES WITH COOPERATIVE SYSTEMS, AND TO EXCLUDE AIR-LAUNCHED
SYSTEMS. UK EMPHASISED IMPORTANCE OF PRESERVING A CREDIBLE THEATRE
NUCLEAR CAPABILITY. SOME POL-MIL ASPECTS OF UNIFICATION DISCUSSED
BREIFLY OVER LUNCH. :

DETAIL

NATO SUMMIT

2. HOFSTETTER (DEPUTY POLITICAL DIRECTOR) RECALLED THAT SUDHOFF
(PUS-EQUIVALENT) HAD TOLD SIR P CRADOCK THE COMMUNIQUE SHOULD BE
FORWARD - LOOKING AND NOT SIMPLY REPEAT OLD PROFESSIONS OF FAITH.
THE SOVIET UNION HAD MADE CLEAR IT WOULD LOOK CAREFULLY AT THIS
COMMUNIQUE, NOT LEAST IN THE CONTEXT OF GERMAN UNIFICATION, TO SEE
WHETHER NATO HAD CHANGED. THE SUMMIT SHOULD STATE THAT THE MEMBERS
OF NATO WERE READY TO MAKE A JOINT DECLARATION WITH THE MEMBERS OF
THE WARSAW PACT. '

3. GOULDEN SAID THE UK FAVOURED SUCH A DECLARATION, PROVIDED THE
EAST EUROPEANS HAD NO OBJECTION (OUR EMBASSIES WERE TAKING
SOUNDINGS) AND IT DID NOT INHIBIT WHAT WAS ESSENTIAL FOR OUR

PAGE 1
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SECURITY. IT SHOULD BE OPEN FOR SIGNATURE BY ALL OF THE 35. WE DID
NOT SHARE THE US CONCERN THAT ALLIANCE COHESION MIGHT NOT WITHSTAND
THE PROCESS OF NEGOTIATING SUCH A DECLARATION. HOFSTETTER SAID THAT
THE HUNGARIAN PRIME MINISTER HAD RECENTLY TOLD KOHL HE HAD NO
OBJECTION TO SUCH A DECLARATION: ANTALL CLEARLY SAW IT AS NO
OBSTACLE TO TAKING HUNGARY OUT OF THE WARSAW PACT. HOFSTETTER
SUGGESTED THE DECLARATION BE NEGOTIATED BY THE 23 IN VIENNA (NOT
NECESSARILY BY EXISTING DELEGATIONS) IN TIME FOR SIGNATURE TOGETHER
WITH CFE. DISCUSSION OF POSSIBLE CONTENTS OF THE DECLARATION SHOWED
MUCH COMMON GROUND. WE ALSO FLOATED THE IDEA OF INVITING THE SOVIET
AND EASTERN EUROPEAN FOREIGN MINISTERS TO VISIT THE NAC AFTER
MINISTERIAL MEETINGS.

NATO STRATEGY REVIEW

4. GOULDEN SAID OUR TWO MAIN OBJECTIVES SHOULD BE TO INVOLVE FRANCE
(HOFSTETTER AGREED) AND TO HAVE SUFFICIENTLY CLEAR GUIDELINES FROM
THE SUMMIT. THE REVIEW SHOULD PRODUCE RESULTS REASONABLY QUICKLY BUT
WITHOUT A DEADLINE. (HOFSTETTER AGREED: IT SHOULD NOT BE TOO
HASTY.)OUR PLANNING ASSUMPTION SHOULD BE THAT CHANGES IN STRATEGY
WOULD BE PUT INTO EFFECT AFTER IMPLEMENTATION OF CFE 1 AND SOVIET
WITHDRAWAL FROM EASTERN EUROPE (RATHER THAN FROM THE GDR) . THE
GERMANS TOOK ISSUE WITH THIS. HOFSTETTER, WITH SUPPORT FROM COL
MARTENS (FMOD) ARGUED THAT THE MILITARY SITUATION HAD ALREADY
CHANGED ENOUGH TO WARRANT SOME CHANGES IN OUR STRATEGY NOW. GOULDEN
ARGUED THAT THE CHANGES SO FAR WERE STILL REVERSIBLE.

5. HOFSTETTER SAID NATO SHOULD OFFER PRIZES FOR NEW TERMINOLOGY TO
REPLACE ''FORWARD DEFENCE'', ''FLEXIBLE RESPONSE'' AND
'"'"DETERRENCE'', BUT HAD NO FIRM PROPOSALS TO OFFER. HE COMMENDED
STOLTENBERG'S RECENT SPEECH TO BUNDESWEHR COMMANDERS, WHICH
REAFFIRMED A CONTINUING, BUT CHANGE, ROLE FOR NUCLEAR WEAPONS AND
STATED THAT DEFENCE IN THE CENTRAL REGION COULD NO LONGER BE BASED
ON THE '"'LAYER CAKE'' CONCEPT, ALTHOUGH THE CONCEPT OF DEFENDING ALL
NATO TERRITORY REMAINED VALID. (FMOD ARE SENDING AN ENGLISH
TRANSLATION, WHICH WE WILL COPY TO FCO AND MOD.) COL MARTENS THOUGHT
THAT AFTER THE SUMMIT THE NAC WOULD NEED TO WORK OUT MORE DETAILED
POLITICAL GUIDELINES FOR NATO'S MILITARY PLANNERS.

MULTINATIONAL FORCES

6. GOULDEN ADVOCATED A REFERENCE BY THE SUMMIT TO MULTINATIONAL
FORCES. WE HOPED THAT BOTH THE US AND FRANCE WOULD PARTICIPATE. BUT
IF WE HAD TO CHOOSE, US PARTICIPATION WAS MORE IMPORTANT. THE SUMMIT
MIGHT SIGNAL THE POSSIBILITY OF CHANGING NATO'S COMMAND
ARRANGEMENTS. THIS COULD HELP FRANCE. GOULDEN ADDED THAT THE FRENCH
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OVER-ESTIMATED THE US WILLINGNESS TO KEEP FORCES IN EUROPE: IF THE
AMERICANS WERE MADE TO FEEL SECOND-CLASS CITIZENS, OUTSIDE
(EUROPEAN) MULTINATIONAL FORCE STRUCTURES, THE US ADMINISTRATION
WOULD NOT BE ABLE TO MAINTAIN SIGNIFICANT FORCES IN CENTRAL EUROPE.
HOFSTETTER AGREED, ADDING THAT THE FEDERAL GOVERNMENT WANTED TO KEEP
GERMANY IN THE INTEGRATED MILITARY STRUCTURE, NOT GIVE THE
IMPRESSION THAT EUROPEAN MULINATIONAL INTEGRATION COULD PROVIDE AN
ALTERNATIVE TO FULL NATO MEMBERSHIP. COL MARTENS CONFIRMED THAT, TO
AVOID SINGULARISING GERMANY, FMOD WOULD WISH MULTINATIONAL FORCES TO
BE STATIONED IN OTHER ALLIED COUNTRIES TOO. HOFSTETTER WAS MORE
RETICENT.

NUCLEAR STRATEGY

7. THERE WAS READY AGREEMENT THAT NEITHER SIDE WANTED A NUCLEAR OR
TASM DEBATE AT PRESENT. GOULDEN REFERRED IN PASSING TO COMMENTS (BY
GENSCHER'S SPOKESMAN) AT TURNBERRY, WHICH WE HOPED WOULD NOT BE
REPEATED. WE WOULD BE PREPARED TO SIGNAL A SIGNIFICANT REDUCTION IN
THE NUCLEAR STOCKPILE, BUT TIMING AND TACTICS NEEDED MORE THOUGHT.
IT WAS AGREED THAT GNR SHOULD NOT (NOT) BE A YARDSTICK FOR
CALCULATING THEATRE NUCLEAR REQUIREMENTS.

CSCE

8. THERE WAS LENGTHY DISCUSSION OF PROPOSALS FOR CSCE SECURITY
INSTITUTIONS. HOFSTETTER INITIALLY SAID THE NATO SUMMIT SHOULD
PROPOSE BOTH A CONFLICT PREVENTION CENTRE AND A VERIFICATION CENTRE,
BUT WAS WILLING TO ENTERTAIN THE IDEA OF A SINGLE CENTRE. (WE KNOW
THAT AUSWAERTIGES AMT OFFICIALS ARE SUBMITTING AGAIN RECOMMENDING
ACCEPTANCE OF A SINGLE CENTRE, DESPITE THE PUBLIC ESPOUSAL OF TWO
CENTRES BY KOHL AND GENSCHER.) IN DISCUSSION IT BECAME CLEAR THAT
THE GERMANS' PROPOSED VERIFICATION CENTRE WOULD HAVE SIMILAR
FUNCTIONS TO OUR PROPOSED RISK REDUCTION CENTRE I.E. PRINCIPALLY
CSBM IMPLEMENTATION (WITH CFE HANDLED BY THE JOINT CONSULTATIVE
GROUP) . ROSSBACH (AUS ARMS CONTROL) SUGGESTED THAT THE VERIFICATION
CENTRE SHOULD CONTAIN AN '"'"INSTITUTE'' TO COLLECT DATA FROM
GOVERNMENTS.

9. GERMAN IDEAS FOR A CONFLICT PREVENTION CENTRE, WHICH WOULD TAKE
UP DISPUTED ISSUES AT THE INITIATIVE OF ONE OR MORE STATES, WERE
SUBJECTED TO SCEPTICAL INTERROGATION BY GOULDEN AND MISS
NEVILLE-JONES. THEY SAID GOVERNMENTS WOULD WANT TO KNOW EXACTLY HOW
DISCUSSION COULD BE TRIGGERED. IN A CONSENSUS BODY, PARTIES TO A
DISPUTE WOULD ALWAYS HAVE A VETO. ONE STATE MIGHT BRING A DISPUTE TO
THE CENTRE TO HARRASS ANOTHER. ACTIVATION OF THE CENTRE - OR FAILURE
TO ACTIVATE IT - COULD ITSELF BECOME A GRIEVANCE. IT WOULD BE
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PREMATURE TO ESTABLISH A PERMANENTLY-STAFFED CSCE INSTITUTION WITH
SUCH POLITICAL RESPONSIBILITIES. IF A SINGLE (MULTI PURPOSE) CSCE
CENTRE WERE GIVEN A SIMILAR ROLE, THE SAME DIFFICULTIES WOULD APPLY.
IT WOULD BE BETTER TO HAVE A FLEXIBLE MECHANISM, AVAILABLE TO BE
ACTIVATED IN DIFFERENT WAYS ON DIFFERENT ISSUES BUT WITHOUT ANY
PERMANENT STAFF. HOFSTETTER PLEADED THAT CSCE HAD PRODUCED USEFUL
RESULTS IN THE PAST, SUCH AS THE STOCKHOLM DOCUMENT, DESPITE THE
CONSENSUS RULE. GOULDEN CONCLUDED THAT CSCE SECURITY INSTITUTIONC(S)
COULD BE AN IMPORTANT AREA FOR A BRITISH-GERMAN-FRENCH INPUT TO
PERSUADE THE US. HOFSTETTER AGREED.

CHE
10. GOULDEN SAID THAT THE SOVIET HARD LINE HERE AND ELSEWHERE (E.G.
START) WAS A PRODUCT OF DOMESTIC WEAKNESS. NOW WAS NOT (NOT) THE
TIME FOR MORE WESTERN CONCESSIONS, E.G. ON AIRCRAFT. THE HLTF HAD
AGREED THAT THE NATO SUMMIT SHOULD NOT OFFER ANY FURTHER MOVES.
ROSSBACH RESPONDED THAT THE FRG HAD NOT ASKED FOR NEW WESTERN
PROPOSALS, BUT WOULD PREFER TO USE THE FLEXIBILITY ON AIRCRAFT
AGREED BY THE HLTF IN ONE STEP. THE SOVIET UNION WAS STILL CAPABLE
OF ACTING IN THE NEGOTIATIONS (E.G. OVER TANKS/ACVS), SO HE COULD
NOT AGREE THAT IT WAS NOT A TIME FOR ANY CONCESSIONS. THE FRG
DELEGTATION HAD REPORTED THAT IN CONNECTION WITH GERMAN UNIFICATION
THE SOVIET UNION MIGHT ASK FOR LIMITATIONS NOT JUST ON GERMAN
MANPOWER BUT ALSO GERMAN TLES, TO BE AGREED IN 2 PLUS 4. GOULDEN
SAID WE COULD SEE A WAY OF LIMITING MANPOWER WHICH WOULD NOT
SINGULARISE GERMANY, BUT LIMITATION OF GERMAN TLES WOULD BE
UNACCEPTABLE SINGULARISATION.

11. ON MANPOWER, ROSSBACH ARGUED THAT THERE WAS LITTLE DIFFERENCE
BETWEEN A PROMISE IN CFE 1 TO NEGOTIATE A LIMIT IN CFE 1A AND
INSERTING THE LIMIT IN CFE 1. GOULDEN WARNED THAT THERE WOULD BE NO
AGREEMENT TO LIMIT OTHER THAN US/SOVIET MANPOWER IN CFE 1. THE
GERMAN PROMISE FOR CFE 1A SHOULD PERHAPS BE TIME-LIMITED, IN CASE
CFE 1A FAILED TO PRODUCE AN AGREEMENT. OTHERWISE GERMANY MIGHT FIND
THAT ONLY ITS FORCE LEVELS WERE LIMITED. ROSSBACH NOTED THAT THE
FEDERAL GOVERNMENT'S POSITION HAD STILL TO BE AGREED. OVER LUNCH
THERE WAS INCONCLUSIVE DISCUSSION OF THE DIFFICULTY OF ESTABLISHING
NATIONAL FORCE LEVELS IN CFE 1A WITHOUT ANY COLLECTIVE CEILINGS,
WITH EFFECTIVELY ONLY ONE YEAR FOR NEGOTIATION. GOULDEN SUGGESTED
THAT EACH STATE MIGHT DECLARE NOT JUST FORCE CEILINGS BUT ITS FORCE
DEFINITONS, GIVEN NATIONAL DIFFERENCES. VERIFICATION COULD BE THE
SAME AS FOR US AND SOVIET STATIONED MANPOWER I.E. VERY LIGHT.

MALLABY
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12. BOTH SIDES WERE CONTENT WITH TURNBERRY DECISION THAT THE SUMMIT
SHOULD SIMPLY SET UP THE CONSULATIVE GROUP. ROSSBACH EXPRESSED A
PREFERENCE FOR ALL COUNTRIES WITH COOPERATIVE SYSTEMS TO TAKE PART
IN THE NEGOTIATIONS. GOULDEN SAID OUR PREFERENCE WAS NOT TO
PARTICIPATE, ALTHOUGH NO DECISION HAD BEEN TAKEN. LIMITING NSWP
SYSTEMS WAS ONLY A SUSIDIARY OBJECTIVE. THE PERSHING 1A SOLUTION
(SEPARATE DECLARATION) WAS ONE OPTION FOR WESTERN COOPERATIVE
SYSTEMS. BRITISH MINDS WERE ALSO STILL OPEN ON WHETHER AIR-LAUNCHED
SYSTEMS SHOULD BE INCLUDED. OUR SINGLE OBJECTIVE WAS TO PRESERVE A
CREDIBLE THREATRE NUCLEAR CAPABILITY. THE COMPREHENSIVE CONCEPT
WOULD NOT BE TOO TIGHT A CONSTRAINT. ROSSBACH SAID THAT ZERO
LAND-BASED SNF WOULD BE A GERMAN OBJECTIVE FOR THE NEGOTIATIONS.
HOFSTETTER SAID THE FRG WAS NOT IN FAVOUR OF DENUCLEARISATION. BUT
THERE WAS NO STRATEGIC REASON ANY MORE FOR LAND-BASED MISSILES OR
NUCLEAR ARTILLERY, REGARDLESS OF WHETHER THERE WAS TASM OR NOT.
GOULDEN SUGGESTED THAT THE SOVIET OBJECTIVE WOULD BE TO LIMIT OUR
AIR-LAUNCHED SYSTEMS AND PREVENT THEIR MODERNISATION: WE MUST
PROCEED WITH FORESIGHT AND CAUTION.

13. OVER LUNCH THE GERMANS SUGGESTED THAT THE NATO SUMMIT MIGHT
DECLARE OUR READINESS TO ELIMINATE NUCLEAR ARTILLERY FROM EUROPE.
GOULDEN SAID WE WOULD PREFER THE SUMMIT TO SAY NOTHING SPECIFIC, NOT
BECAUSE OF A WISH TO PRESERVE NUCLEAR ARTILLERY, BUT BECAUSE OUR
POSITION WAS NOT YET SETTLED, AND WE HAD LITTLE MARGIN FOR
MANOEUVRE. THE GERMANS THOUGHT THAT ATACMS WOULD BE DISTINGUISHABLE
FROM NUCLEAR SYSTEMS. GOULDEN DISAGREED: IF WE WANTED TO ELIMINATE
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ALL SOVIET MISSILES INCLUDING CONVENTIONAL, THEY WOULD DEMAND THE
SAME, WHICH WOULD MEAN ABOLISHING ATACMS. THIS WAS A SERIOUS
DILEMMA. MANN (MOD) EXPLAINED THAT ATACMS AND MLRS HAD A COMMON
LAUNCH VEHICLE. FOTL HAD NEVER BEEN FLIGHT-TESTED, SO IT WAS
POSSIBLE TO ARGUE THAT ATACMS SHOULD NOT COUNT AS A NUCLEAR SYSTEM.
BUT IF THE SOVIET UNION AGREED TO SCRAP ALL LAUNCH VEHICLES THIS
POSITION WOULD NOT BE TENABLE. GOULDEN ADDED THAT WARHEADS WERE

UNVERIFIABLE

CBMS

14. ROSSBACH SAID THE CSBM NEGOTIATION NEEDED ''POLITICAL
IMPULSES''. HE WOULD ADVISE GENSCHER THAT IF HE STILL WANTED A CSBM
AGREEMENT THIS YEAR, HE SHOULD START RAISING THE ISSUE WITH
SHEVARDNADZE AND OTHER FOREIGN MINISTERS. GOULDEN SAID THE UK STILL
WANTED A CSBM AGREEMENT BY THE CSCE SUMMIT. BUT LIKE OPEN SKIES,
CSBMS MIGHT BE A CASUALTY OF PARALYSIS IN SOVIET DECISION-MAKING. IF
SO, THIS WOULD NOT BE DISASTROUS: BOTH WERE LESSER PRIORITIES.

ROSSBACH AGREED.
2 PLUS 4: POL/MIL ASPECTS

15. THERE WAS AGREEMENT THAT THE SOVIET WISH TO AGREE LIMITS ON
GERMAN FORCES IN 2 PLUS 4 RATHER THAN IN CFE WAS UNACCEPTABLE.
GROENING (2 PLUS &4 STAFF) DISTINGUISHED THREE CATEGORIES OF FOREIGN

FORCES ON GERMAN SOIL:

A) SOVIET FORCES WOULD BE SUBJECT TO A BILATERAL GERMAN/WITHDRAWAL
AGREEMENT. HE DID NOT KNOW WHETHER THIS WOULD BE PART OF THE FINAL
SETTLEMENT. SPECIFIC QUESTIONS SUCH AS AIR DEFENCE AND EXERCISING
HAD NOT YET BEEN ADDRESSED.

B) BERLIN: THE SOVIET FORCES SHOULD LEAVE. A NEW LEGAL BASIS WOULD
BE NEEDED FOR THE WESTERN FORCES. THE 1 PLUS 3 HAD NOT YET AGREED
WHETHER THEIR PRESSENCE SHOULD BE LINKED TO THAT OF SOVIET FORCES IN
THE GDR.

C) ALLIED STATIONED FORCES IN THE FRG. THE PRESENCE OF FOREIGN
FORCES CONVENTION WOULD EXPIRE WITH THE FINAL SETTLEMENT. DISCUSSION
WITH ALLIES, NOT IN THE 2 PLUS 4, WAS NEEDED.

16. GOULDEN STRESSED THAT ALL ALLIES HAD AN INTEREST IN WHAT THE
GERMANS AGREED ABOUT SOVIET FORCES. AS FOR BERLIN, THE GERMANS MUST
MAKE THEIR WISHES CLEAR. THE UK WAS LOOKING AT DEFENCE ARRANGEMENTS
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IN GERMANY IT WOULD HELP TO KNOW GERMAN WISHES ABOUT BERLIN. AS FOR
ALLIED FORCES IN THE FRG, THE OPTIONS NEEDED FURTHER DISCUSSION.
GROENING THOUGHT THAT, DEPENDING ON HOW THEY DID IT, THE SOVIET
UNION COULD MAKE POLITICAL MILEAGE IN GERMANY BUT IF AN

ATTEMPT TO PORTRAY ALL FOREIGN FORCES IN GERMANY AS BEING ON THE
SAME FOOTING. HOFSTETTER CONFIRMED, HOWEVER, THAT THE PROSPECT

OF US AND BRITISH FORCE REDUCTIONS IN GERMANY WOULD EASE THE
PRESENTATIONAL PROBLEM. BRITISH FORCES WERE WELCOME IN GERMANY NOW
AND IN THE FUTURE.

CW

17. GOULDEN EXPRESSED PLEASURE AT THE EXCHANGE OF PRACTICE CHALLENGE
INSPECTIONS. THE RECENT CHANGE IN THE UK POSITION ON CHALLENGE
INSPECTION SHOULD BRING OUR POLICIES CLOSER.

WEU

18. READY AGREEMENT, WITH SOME POST-PRANDIAL MIRTH, THAT WEU WAS AN
EGG TO BE KEPT WARM BUT WHICH WOULD NOT HATCH FOR A LONG TIME. BOTH
UK AND FRG HAD HAD DEMARCHES FROM TURKEY ASKING US TO KEEP GREECE
OUT OF WEU. HOFSTETTER CONFIRMED THAT THE FRG WOULD PARTICICIPTE IN
THE SATELLITE STUDY BUT WITHOUT ANY COMMITMENT, BECAUSE OF THE
POTENTIAL COST.

OPEN SKIES

19. GOULDEN SAID THAT AERIAL INSPECTION WAS NOW BEING DISCUSSED IN
VIENNA, AND SHOULD STAY THERE. THERE WAS NO POINT IN ANOTHER OPEN
SKIES MEETING UNLESS THE SOVIET UNION CHANGED POSITION (AND THE US
TOO, ALTHOUGH THEY WOULD SHIFT IF THE RUSSIANS DID). WE SHOULD KEEP
THE BLAME PINNED ON THE SOVIET UNION.
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chex.kf/ttl/24

29 June 1990

Charles Powell Esq
10 Downing Street
LONDON

SW1

VISIT OF HERR POEHL, PRESIDENT OF THE BUNDESBANK

I attach a brief, as requested, for the Prime Minister's meeting
with Herr Poehl on Monday, 2 July.

The Prime Minister will be aware that Herr Poehl is in London to
give the IEA lecture on Monday, 2 July and that it has been
rumoured that he will address the siubject of EMU. and, in
particular, that he will criticise proposals for a parallel
currency.

The Chancellor considers that it would be very helpful if the
Prime Minister could personally impress upon Herr Poehl that the
ideas which we have advanced for developments beyond Stage 1 are
seriously meant, that we think they @re Technically scund and that
we hHope that he will consider them carefully.

She might also mention the fact that Bank of England officials
have been discussing our ideas with their counterparts at the
Bundesbank and that the Governor will be presenting them to the
meeting of EC Central Bank Governors on 10 July.

I am copying this letter, with the brief, to Stephen Wall (FCO),
Sonia Phippard (Cabinet Office), Paul Tucker and Clive Briault
(Bank of England).

T TARKOWSKI
Private Secretary
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VISIT OF HERR POEHL

Issues for discussion

You may like to ask Herr Poehl some of the following questions:

ERM and EMU

1 What implications will sterling's entry have for the

operation of the ERM?

2.

indicators and over what period? Should it be substantially

What, precisely, does economic convergence mean in terms of

complete 1in Stage 1 (ie as a result of full membership of the ERM

by all 12 countries) or will there still be a major job to do

beyond Stage 17

3l Should we work towards a free-market oriented Community? If

so, should not the market be permitted to choose a parallel common

currency?

4.

What are the pros and cons of two-speed progress towards

monetary union (an "inner core")?

5. Our hard ecu proposals provide stringent safeguards against
inflationary risks. What are Poehl's worries about the
non-devaluing ecu and the mandatory repurchase obligation
mechanism?

6. Could we be sure that an "independent" Eurofed would give top

priority to fighting inflation? Or wouldn't it in fact be subject

to political manipulation?

1. Can there be a single currency and single central bank

without a much higher degree of political union than now exists.



1 What will the effect of GEMU be on interest rates and

exchange rates?

2. The Deutschemark has fluctuated little so far in 1990. Can

this relative stability continue?

35 FRG economy already operating at close to capacity. Will an
increase in interest rates be necessary to control inflationary
pressures arising from additional consumers' expenditure,

government expenditure and private investment?

4. Just how weak is GDR industry? How severe will short-term

burden on FRG fiscal policy be?




chex.jp/tt/56 RESTRICTED

ERM AND EMU

1 Poehl has spoken - on and off the record - a number of times

recently on these subjects.

ERM

2. Poehl has said on the record repeatedly that he hopes
sterling will join the ERM. With sterling in the ERM, its members
would be "a bigger counterweight to the dollar in international
negotiations; and it would be good for TLondon as a financial
centre. Joining the ERM would give us more say in EMU
negotiations. On 8 June he said that "the moment 1is not very
good" right now for sterling to join the ERM, citing relatively
high UK inflation and the UK current account deficit. He said the
Government's ‘"preparedness" for joining the ERM is a "positive”

sign, and that "it won't be a very long time" before sterling can

join. He considered the absence of the UK "more than just a
blemish."

(i) Development of the system

3. Poehl in his lecture to the Frankfurt Society for Trade,

Industry and Science on 30 May argued that the DM was the
"stabilising anchor of the European Monetary System". The
Bundésbank and Federal Government had a responsibility to see that
it stayed that way, in particular to those countries with
currencies pegged to the DM. Poehl mentioned the Netherlands,
Austria and now Belgium. The east Europeans wanted the DM to play

this role too.

EMU

(1) Stage 1

4. Poehl said in his Frankfurt lecture on 30 May that EMU was in
fact further advanced than most people thought. Integration of
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the markets, including now capital markets, was far advanced. The
EMS was highly developed. Currencies within the ERM had been in a

stable relationship to each other since 1987.

(ii) Institutions

9% He went on to say that he believed that the EMS would develop
in the direction of fixed exchange rates. He foresaw the greatest
difficulty 1in the area of institutions. He doubted if any

government (he singled out France) would be willing to give up its
sovereign rights to a supranational institution. His fear was
that for political reasons the inter-governmental negotiations on
EMU would 1lead to some sort of squalid compromise. He thought
that parallel currencies would not work. If people believed in
parallel currencies they should favour a European Central Bank

(which the Bundesbank would like to be sited in Frankfurt).

6. Poehl emphasised privately to the Anglo-German Economic
Committee on 11 May the difficulties that a number of countries
would face in signing a Treaty which set up the kind of European
central bank that he (Poehl) wanted, and in applying the necessary
budgetary discipline. He thought the UK had appreciated earlier

than some others the extent of loss of sovereignty involved.

(1ii) "Inner core"
1, Poehl went on to discuss the likelihood of a core group of
Member States, with sufficiently convergent economies and

policies, setting up a single monetary policy and central bank.
France, Benelux and possibly Denmark could be Germany's partners
in this. He did not want to see éontractual arrangements for some
member states to be in and some out; but different speeds would be
appropriate. (He has indicated separately that the development of
an inner core would be less than ideal because it would bring
about a two-speed Europe, leaving some Member States affected by
the operations of the market outside the decision-making process.)

Spain and Italy, which would have particular difficulty in signing
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up to no monetary financing, would not be able to join for some

time.

8. Speaking after ECOFIN, 11 June, Poehl said: "What I could
envisage is a smaller number of countries would start with a
European Central Banking System, and others who have not reached
the same degree of convergence-are invited later." We understand
that this answer was in response to a qﬁestion from journalists,
that Poehl later regretted his answer and that he had written to
his Central Bank colleagues to Say so. The idea of an inner core
will be divisive and would be widely resented by the southern
states: Carli's tetchy response to Poehl's press conference after
the June ECOFIN was an indication. Nevertheless, Poehl may be
launching an initiative for an inner core EMU at his IEA lecture
on 2 July. In addition, he has been invited to give evidence to
the House of Lords Select Committee on EMU, and he may wish to do

this during his 2-3 July visit.

(iv) Hard ecu

9 In an interview with 'The Times', published on 26 June
(attached), Poehl said:

- a parallel currency has more disadvantages than

advantages;

- it would not solve the real problem, which is also posed
by the Delors proposals: how to achieve a genuinely

independent central bank?

- however, the UK proposals should be discussed in the

relevant EC Committees;

- a two-speed EMU is possible: all EC countries might sign
an EMU Treaty, but they could enter the arrangements at

different speeds.
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10. A front-page headline read "Poehl rejects Major's plan for

hard ecu."

11. Telegrams 781 and 795 (attached) from Bonn give Poehl's
latest thinking on EMU (the latter telegram also covers GEMU).

(v) Central Bank Governors' Committee

12. Poehl is Chairman of the Central Bank Governors' Committee
which has a strengthened mandate in Stage 1. Poehl has said that
Committee's enlarged secretariat provides a "strong nucleus for a

European central bank system."
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. GERMAN ECONOMY AND GERMAN ECONOMIC AND MONETARY UNION

Summary
1. Currency union (GMU), to take place on 1 July. FRG

Government wants all-German elections on 2 or 9 December, to be

followed by immediate unification. State Treaty on all aspects of
signed by GDR and FRG Ministers
21 June.

economic monetary and social union
on 18 May, and ratified by Bonn and GDR parliaments oOn

Unity Fund will tap capital markets to meet the cost of
unification. FRG economy growing strongly: GDR economy in need
of extensive restructuring. |

Detail

Currency Union

25 Details of GMU set out in State Treaty. The main elements

are:
_ The Bundesbank gets full freedom to operate in the GDR.

- Wages and pensions to be converted on the basis of a one

for one conversion of Ostmarks for Deutschemarks.

- Savings balances up to an average of 4,000 Ostmarks

converted on a one for one basis.

_ Other stocks, including corporate debt to the former GDR

state banks to be converted at 2 for 1.

FRG Economy and Monetary Policy

3. Growth in the Federal Republic continues at a rapid rate:
GNP grew by 4 per cent in 1989, led by investment and net exports,
and by 4.4 per cent in the year to 1990Q1. GEMU will increase the
growth_of domestic demand in the FRG”EEg;omy: GDR residents will
purchase FRG consumer goods, and firms will order capital goods to

locate in the GDR. The OECD expects domestic demand growth in the
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FRG to be 4.1 per cent in 1990 (up from 2.8 per cent in 1989), and
GNP to grow by 3.9 per cent.

4. The current account surplus, 4.6 per cent of GNP in 1989
__wﬂ_?_LD : £ | '
puts the FRG economy in a strong position. Even 50, there 1s some

‘ . TR
concern at the possible inflationary consequences Of additional

demand : capacity utilisation 1s at high levels and the labour
market tight, and the weak GDR economy will not be able to meet
very much of the additional demand GEMU will create. Consumer
price inflation in the FRG was 2.3 per cent in May, and 1S likely

to be under 3 per cent for year as a whole.

5. 3-month interbank rate on 18 June was 8.3 per cent. While

short-term rates have been l}ttlep_changéd since November 1989,
long-term bond yields have risen from 7.2 per cent in December to
8.9 per cent on 18 June on concerns oQéf inflation and increased
ekpéézed demand for capital. The money supply target for 1990 is
M3 growth of 4-6 per cent. The annualised rate of growth in the
period to April was 4.0 per cent, although the Bundesbank's new
measure of extended Mj, including stocks of DM held overseas is
growing at 6.4 per cent. Oon balance, the Bundesbank 1s probably
content with its present monetary stance. The DM appreciated in
the second half of 1989 but has beeﬁ relatively stable so far in
1990: slightly weak within the ERM but remaining firm against the

Dollar.

Restructuring in GDR

6. Much of GDR industry will be uncompetitive: at a
1:1 conversion rate wages are about a third of those in the FRG,
and productivity also about a third. The large Kombinate are to
be broken up and privatised: some éﬁrts may have to be closed.
Estimates in circulation that 30 per cent of GDR industry will not

be viable and 40 per cent will only be viable with significant

restructuring. GDR companies face severe liquidity constraints,
and a period of adjustment before profitable investments can take
place in the GDR may be necessary. Pressures towards equalisation
of wages will worsen competitiveness. Figures of up to
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1%-2 million unemployed, within a vorkforce of 8-9 million, have

-

been mentioned.
I The Treaty provides for the GDR to adopt GATT principles,
while fulfilling existing CMEA trade commitments. Trust fund set
up to assist restructuring, and credit given to it by FRG 1O be
repaid from asset sales. Also temporary investment grants (8 or
12 per cent) and tax reliefs to aid restructuring. Subsidies for
housing, transport to be maintained in short-term. Prices will be
freed, and agricultural producer prices will Dbe set conformably

with the CAP.

Unity Fund and Fiscal Policy

8. The Treaty states that the GDR is to have a maximum budget
deficit of DM33bn in 1990H2 and DM53bn in 1991. Bonn government
announced (May 16) plans to ralggmtotal of DM115bn over 4% years
via German Unity Fund to be managed and guaranteed by FRG. DM20bn
will be raised in 1990H2 and DM35bn in 1991, and these funds will
be used to finance GDR budget deficit. Implications for FRG
budget remain unclear. Latest forecast for 1990 is a deficit of
DM35bn. FRG spokesmen stress that pressure on budget only a
short-term problem so no rise in taxes is necessary, but admit
combined fiscal deficit may rise to 3% per cent of combined GDP in
1991, perhaps implying a Federal deficit of DM50-60bn. However,
this should be set against background of a generally good budget
position, FRG growth of close to 4 per cent forecast for 1990, and

net public sector debt only 20 per cent of FRG GNP.

Currency Union and Monetary Policy

9. The period immediately after currency union will present real
challenge to Bundesbank size of GDR consumers additional
spending and extent to whlch GDR savings balances Wlll enter into
targetted M3 aggregate are unknown. Bundesbank will review
exﬁerience at end-1990. Until then,'will probably rely less on
monetary aggregates than hitherto. The key indicators will be

those of inflationary pressure. Bundesbank has made clear its

continued anti-inflationary commitment, and a rise in official
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interest rates will be the likely response to any sharp rise 1n

inflation.

10. Pohl is now playing down his earlier disagreements with

Chancellor Kohl e.g. over the timing of GEMU and over the

expressed concern over the

appropriate exchange rate. He has
the weak

large sums of FRG support that may be needed to support
GDR public finances, and has warned that fiscal "jrresponsibility”

would lead to higher interest rates.

IF2 Division
25 June 1990

RESTRICTED




- CONFIDENTIAL
077775
MDHIAN 6736

CONFIDENTIAL SO B P \
FM BONN 9 M Y\_\—\m\,k_-ﬂe- o \r
TO IMMEDIATE FCO \B

TELNO 795

OF 2716507 JUNE 90
INFO ROUTINE UKREP BRUSSELS, PARIS, DUBLIN
INFO SAVING HMCG FRANKFURT

FRAME GENERAL

MY TELNO 731: BUNDESBANK PRESIDENT'S CALL ON THE PRIME MINISTER,
2 JULY.

SUMMARY

1. POEHL'S REPUTATION IS RIDING ON THE SUCCESS OF GEMU. HE PROFESSES
T0 BE OPTIMISTIC. ON EMU IT WILL NOT BE POSSILE TO GAIN HIS SUPPORT
FOR OUR VIEWS, BUT HE DOES WANT TO CONTINUE THE DIALOGUE.

DETAIL

2. POEHL WILL BE CALLING ON THE PRIME MINISTER LESS THAN 48 HOURS
AFTER THE GDR BEGINS T0 INTRODUCE THE DM. HIS MOOD, AS EXPRESSED
MOST RECENTLY TO THE PARLIAMENTARY SELECT COMMITTEE ON TREASURY AND
CIVIL SERVICE AFFAIRS, IS ONE OF SLIGHTLY FORCED OPTIMISM. HAVING
DELIBERATELY MINIMISD HIS DIFFERENCES WITH THE FEDERAL GOVERNMENT
OVER THE TERMS OF GEMU (WHICH WERE REAL ENOUGH AT THE TIME), HE IS
NOW SADDLED WITH THE RESULT, AND HIS REPUTATION, WHICH CURRENTLY
REMAINS HIGH, IS RIDING ON GEMU'S SUCCESS. HE CLAIMS THAT MONETARY
UNION ON THE AGREED TERMS WILL NOT INCREASE LIQUIDITY AND THAT THE
EAST GERMANS ARE TOO UNCERTAIN ABOUT THE FUTURE TO GO ON A SPENDING
SPREE. HE BELIEVES THAT THE FINANCIAL MARKETS HAVE ALREADY
DISCOUNTED ANY SHORT-TERM EFFECT OF THE CURRENCY EXCHANGE ON
INTEREST RATES. HE ADMITS TO BEING MORE WORRIED ABOUT WHETHER IN THE
LONGER TERM WAGE LEVELS IN THE GDR CAN BE KEPT DOWN UNTIL
PRODUCTIVITY RISES, WHICH IN PART DEPENDS ON THE SPEED OF
INVESTMENT. HE ALSO THINKS THAT THE GDR GOVERNMENT WILL BE TEMPTED
70 PROFLIGACY IN THE RUN UP TO THE ELECTIONS, AND THAT HE AND WAIGEL
WILL HAVE A BATTLE TO KEEP THE LID ON. HE BELIEVES THAT TOTAL PUBLIC
SECTOR BORROWING, WHICH HE SAYS WILL RISE TO DM 100 BILLION NEXT
YEAR, IS STILL UNDER CONTROL CABOUT 3 PER CENT OF GDP) BUT SUSPECTS
THAT THERE ARE UNRECOGNISED COSTS 1IN THE PIPELINE. WHETHER OR NOT
THERE 1S MORE BORROWING, HE BELIEVES THAT IN THE END THE FRG WILL
HAVE TO INCREASE TAXES.

3. POEHL'S POSITION ON EMU REMAINS COMPLEX AND NOT ENTIRELY ABOVE
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T IT IS THE FEDERAL GOVERNMENT'S

BOARD. HE SAYS, DISINGLL.cvuori s THAS
AT HE PREFERS THE STATUS QUO AND

BUSINESS, NOT HIS, WHILE CLAIMING TH
THAT CALLING THE IGC IN DECEMBER WAS SREMATURE. HE WILL NOT, 1
THINK, BE MORE CRITICAL OF THE DELORS APPROACH UNLESS IT BECOMES

CLEAR THAT THE IGC IS ABOUT TO FUDGE THE ISSUE WHICH HE REGARDS AS
PARAMOUNT: CONTROL OF THE VALUE OF MONEY. HIS VIEW REMAINS FIRMLY
THAT THIS CAN ONLY BE SECURED BY IMPOSING THE BUNDESBANK MODEL ON A
EUROPEAN MONETARY UNION. HE WELCOMES THE FACT THAT THE UK IS
cONTRIBUTING IDEAS TO THE DISCUSSION AND WANTS TO CONTINUE A
DIALOGUE WITH US, BUT HE IS HOSTILE TO THE CONCEPT OF A PARALLEL
CURRENCY AND TO THE APPLICATION OF SUBSIDIARITY TO MONETARY pPoOLICY,
WHERE HE BELIEVES POWER CANNOT BE SHARED AND MUST BE EXERCISED AT
THE CENTRE. HIS RECENT HINTS THAT SOME MEMBER STATES MIGHT GO AHEAD
WITH EMU WITHOUT OTHERS ARE MEANT AS A WARNING TO BE TAKEN
SERIOUSLY, IN PART BECAUSE HE HOPES THAT FEAR OF BEING LEFT BEHIND
WILL BRING THE UK ROUND. AND OF COURSE HE WANTS UK SUPPORT AGAINST
THOSE MEMBER STATES WHOSE FISCAL POLICY IS LESS PRUDENT. HE WANTS TO
SEE STERLING IN THE ERM, THOUGH NOT UNTIL UK INFLATION IS LOWER.

MALLABY

Y Y YYX
DISTRIBUTION 363

MAIN 361

.FRAME GENERAL gEco (1) C-1

ADDITIONAL 1
FRAME
SAVING 1

HMCG FRANKFURT
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AREAS OF EC POLICY BUT WOULD NOT WORK IN THE MONETARY FIELD.

4. FULL RECORD FOLLOW BY BAG.

MALLABY

YYYY
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MAIN 193
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FRAME ECONOMIC

MY TELNO 775: ECONOMIC AND MONETARY UNION

SUMMARY
DOES NOT

1. POEHL, THOUGH SCEPTICAL ABOU
REJECT THEM OUT OF HAND.

T THE BRITISH PROPOSALS,

DETAIL
N TREASURY AND CIVIL

2. WHEN THE PARLIAMENTARY SELECT COMMITTEE O
SERVICE AFFAIRS CALLED ON HERR POEHL AT THE BUNDESBANK IN FRANKFURT

ON 26 JUNE, HE SPOKE ON FAIRLY FAMILIAR LINES ABOUT EMU. HE SAID
THAT HE DID NOT WANT TO COMMENT IN DETAIL ON THE BRITISH PROPOSAL
BECAUSE HE HAD PROMISED THE GOVERNOR OF THE BANK OF ENGLAND THAT HE
WwOouULD NOT DO SO BEFORE THE CENTRAL BANK GOVERNORS HAD HAD A CHANCE
TO DISCUSS IT AMONG THEMSELVES IN BASLE. HE RECALLED NEVERTHELESS
THAT IN THE DELORS REPORT ALL CENTRAL BANK GOVERNORS HAD REJECTED
PARALLEL CURRENCIES, BECAUSE THEY wouLD ADD TO, RATHER THAN SOLVE
THE PROBLEM OF CURRENCY MANAGEMENT HE AND HIS DUTCH COLLEAGUE HAD
CONTRIBUTED ANNEXES TO THE DELORS REPORT WHICH WENT INTO THE SUBJECT
IN MORE DETAIL. HE HAD TO ADMIT THAT THE BRITISH PROPOSAL INTRODUCED
A NEW ELEMENT IN THE SHAPE OF THE '"HARD' ECU. HE ADDED THAT IN
PRACTICE HE THOUGHT THE EMF WOULD ENCOUNTER THE SAME CURRENCY
MANAGEMENT PROBLEMS AS A FULL BLOWN EUROPEAN CENTRAL BANK HE THOUGHT
THAT THE BRITISH PROPOSAL HAD COME A LITTLE LATE IN THE GAME, THOUGH

HE DID NOT WANT TO FORECAST THE RESULT.
VINTAGE POEHL. HE DID NOT WANT TO

BUT IF THE EUROPEAN HEADS OF STATE
E TO ARGUE ? IT WAS NOT YET

3. THE REST OF THE DISCUSSION WAS
GIVE UP THE DM _OR THE BUNDESBANK,

AND GOVERNMENTS WANTED EMU,
CLEAR WHETHER GOVERNMENTS WERE REALLY PREPARED TO GIVE UP THEIR

SOVEREIGNTY, BUT IF THEY WERE THE CENTRAL BANK GOVERNORS WERE READY
T0 ADVISE ON THE TECHNICAL ASPECTS. IF EMU WENT AHEAD IT MUST BE ON
THE BASIS OF AN INDEPENDENT EUROPEAN CENTRAL BANK RESPONSIBLE FOR
MAINTAINING PRICE STABILITY. THE CATHOLIC CHURCH HAD INVENTED THE
CONCEPT OF SUBSIDIARITY (SIC), WHICH MIGHT BE ALL RIGHT FOR OTHER
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BRITISH proposals for a hard
European currency unit (ecu)
as Europe’s common currency
will not achieve monetary
union, Bundesbank president
Karl Otto Pohl claims.

The proposal was made last
week by John Major, the
Chancellor of the Exchequer,
and endorsed by Margaret
Thatcher and Robin Leigh-
Pemberton, Governor of the
Bank of England. It envisaged
the establishment of the ecu as
a 13th European currency.

In an interview with The
Times, Herr Pohl said the pro-
posals would not solve the
problem of achieving mone-
tary union for Europe. “A par-
allel currency has more disad-
vantages than advantages and
would not solve the real prob-
lem. The real problem if you
create a genuine ecu — not just

a basket ecu — is that you get

the same problems which you
would have with a single
European bank and currency;
that is, questions like the
bank’s independence that
would need to be decided. But
I would like to add that we will
discuss the British proposals
in the relevant committees.”
In his proposal, outlined last
week, Mr Major proposed the
establishment of a European
Monetary Fund (EMF) to act
as a currency board and sup-
ply member states with “hard
ecus” in exchange for their
national currency.

The EMF's responsibility

would be to manage the hard -

ecu and ensure it stayed
within its margins in the
exchange-rate mechanism. In
case of a realignment within
the ERM, the hard ecus would
not be devalued. The Chan-
cellor said this proposal, un-
like other previously floated
ideas of parallel currencies,
had the advantage of being
evolutionary and anti-infla-
tionary.

Herr Pohl rejects this ideas
as impractical: “Once you
create a central bank which
does not have the instruments
and the opportunity to con-
duct efficient monetary poli-
cies, national and central
banks will still be in charge. It
is the non-divisibility of
responsibility for monetary
policy which is the decisive
argument.

“In monetary policy, the

Karl Otto Pohl: more disadvantages than advantages

principle of subsidiarity does
not apply. I believe this repre-
sents a widespread mistake i1n
the current debate. The
responsibility for monetary
politics cannot be divided.

“There is also a lack of
clarity in the most recent
proposals by the EC Com-
mission. There, an impression
is being created that the
European central bank would
formulate only the general
principles, while it would be
up to national central banks to
implement them. This con-
cept is unrealistic and will not
work.”

He also said the establish-
ment of the hard ecu would
ignore the rationale of EMU;
to reduce the power of the
Deutschmark. “A process of

competition of currencies
would lead to one currency —
and no pnzes for guessing
which one that is — which
would dominate a system.
That’s the whole philosophy
behind this argument. You
can’t solve the problem by
creating an additional curren-
cy to the 12 we have already.”

Herr Pohl also stressed that
a parallel currency, in hard
and soft forms, had been
rejected in the Delors Report,
which set out the three stages
towards monetary union. Herr
Pohl stressed the report had
been signed by all EC central
bank governors, including Mr
Leigh-Pemberton.

Herr Pohl's comments in-
dicate that the Chancellor’s
proposals may not prove 10

end the deadlock between
Britain and the rest of Europe

in the debate on Europeam. f

Montary Union, as was hoped.
last week. The West German
government and the Bundes-
bank favour a single European
currency only on the con-
dition that a European central
bank would enjoy indepen-
dence in the day-to-day con-
duct of its monetary policy.

Herr Pohl said: “If we are to
have a European monectary
régime, then it has to be as
good as, for example, the
Bundesbank’s. And a Euro-
pean central bank can only
achieve price stability if it is
independent in its monetary
policies of the EC institutions
and governments.”

Mrs Thatcher again rejected
last week the concept of a
single European currency on
the grounds of national
sovereignty.

Herr Pohl repeated com-
ments made last week that in
the event of a delay towards an
agreement on monetary un-
ion, some nations could

more rapidly than
others: “It is conceivable that
the treaty will be ratified by all
members, but also that some
who are unable or do not want
to participate straight away,
are invited to take part at a
later stage. This is not new in
Europe. The EMS, too, was
founded in this manner.

“As far as monetary union
is concerned, it is evident
there are some countries
which do not want that or can-
not do that. The Delors Re-
port also mentions this expli-
citly under paragraph 44."

He also said the “time is not
yet ripe” for Britain to join the
exchange-rate mechanism, but
said the situation could
change soon. “The success [of
reducing inflation] is a result
not of membership of the
exchange rate mechanism, the
success 1s a result of changes in
policies. But Bntain already
conducts such a [anti-infla-
tionary] policy. I am optimis-
tic that the rate of inflation
will be reduced to a degree,
which will enable Britain to
enter the system without
creating tensions for the sys-
tem itself.”

Wolfgang Mi’méhau
Frankfurt
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MY TELNO 731: BUNDESBANK PRESIDENT'S CALL ON THE PRIME MINISTER,
2 JULY.

SUMMARY

1. POEHL'S REPUTATION IS RIDING ON THE SUCCESS OF GEMU. HE PROFESSES
TO BE OPTIMISTIC. ON EMU IT WILL NOT BE POSSILE TO GAIN HIS SUPPORT
FOR OUR VIEWS, BUT HE DOES WANT TO CONTINUE THE DIALOGUE.

DETAIL

2. POEHL WILL BE CALLING ON THE PRIME MINISTER LESS THAN 48 HOURS
AFTER THE GDR BEGINS TO INTRODUCE THE DM. HIS MOOD, AS EXPRESSED
MOST RECENTLY TO THE PARLIAMENTARY SELECT COMMITTEE ON TREASURY AND
CIVIL SERVICE AFFAIRS, IS ONE OF SLIGHTLY FORCED OPTIMISM. HAVING
DELIBERATELY MINIMISD HIS DIFFERENCES WITH THE FEDERAL GOVERNMENT
OVER THE TERMS OF GEMU (WHICH WERE REAL ENOUGH AT THE TIME), HE IS
NOW SADDLED WITH THE RESULT, AND HIS REPUTATION, WHICH CURRENTLY
REMAINS HIGH, IS RIDING ON GEMU'S SUCCESS. HE CLAIMS THAT MONETARY
UNION ON THE AGREED TERMS WILL NOT INCREASE LIQUIDITY AND THAT THE
EAST GERMANS ARE TOO UNCERTAIN ABOUT THE FUTURE TO GO ON A SPENDING
SPREE. HE BELIEVES THAT THE FINANCIAL MARKETS HAVE ALREADY
DISCOUNTED ANY SHORT-TERM EFFECT OF THE CURRENCY EXCHANGE ON
INTEREST RATES. HE ADMITS TO BEING MORE WORRIED ABOUT WHETHER IN THE
LONGER TERM WAGE LEVELS IN THE GDR CAN BE KEPT DOWN UNTIL
PRODUCTIVITY RISES, WHICH IN PART DEPENDS ON THE SPEED OF
INVESTMENT. HE ALSO THINKS THAT THE GDR GOVERNMENT WILL BE TEMPTED
TO PROFLIGACY IN THE RUN UP TO THE ELECTIONS, AND THAT HE AND WAIGEL
WILL HAVE A BATTLE TO KEEP THE LID ON. HE BELIEVES THAT TOTAL PUBLIC
SECTOR BORROWING, WHICH HE SAYS WILL RISE TO DM 100 BILLION NEXT
YEAR, IS STILL UNDER CONTROL (ABOUT 3 PER CENT OF GDP) BUT SUSPECTS
+THAT THERE ARE UNRECOGNISED COSTS IN THE PIPELINE. WHETHER OR NOT
THERE IS MORE BORROWING, HE BELIEVES THAT IN THE END THE FRG WILL
HAVE TO INCREASE TAXES.

3. POEHL'S POSITION ON EMU REMAINS COMPLEX AND NOT ENTIRELY ABOVE
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BOARD. HE SAYS, DISINGENUOUSLY, THAT IT IS THE FEDERAL GOVERNMENT'S
BUSINESS, NOT HIS, WHILE CLAIMING THAT HE PREFERS THE STATUS QUO AND
THAT CALLING THE IGC IN DECEMBER WAS PREMATURE. HE WILL NOT, I
THINK, BE MORE CRITICAL OF THE DELORS APPROACH UNLESS IT BECOMES
CLEAR THAT THE IGC IS ABOUT TO FUDGE THE ISSUE WHICH HE REGARDS AS
PARAMOUNT: CONTROL OF THE VALUE OF MONEY. HIS VIEW REMAINS FIRMLY
THAT THIS CAN ONLY BE SECURED BY IMPOSING THE BUNDESBANK MODEL ON A
EUROPEAN MONETARY UNION. HE WELCOMES THE FACT THAT THE UK IS
CONTRIBUTING IDEAS TO THE DISCUSSION AND WANTS TO CONTINUE A
DIALOGUE WITH US, BUT HE IS HOSTILE TO THE CONCEPT OF A PARALLEL
CURRENCY AND TO THE APPLICATION OF SUBSIDIARITY TO MONETARY POLICY,
WHERE HE BELIEVES POWER CANNOT BE SHARED AND MUST BE EXERCISED AT
THE CENTRE. HIS RECENT HINTS THAT SOME MEMBER STATES MIGHT GO AHEAD
WITH EMU WITHOUT OTHERS ARE MEANT AS A WARNING TO BE TAKEN
SERIOUSLY, IN PART BECAUSE HE HOPES THAT FEAR OF BEING LEFT BEHIND
WILL BRING THE UK ROUND. AND OF COURSE HE WANTS UK SUPPORT AGAINST
THOSE MEMBER STATES WHOSE FISCAL POLICY IS LESS PRUDENT. HE WANTS TO
SEE STERLING IN THE ERM, THOUGH NOT UNTIL UK INFLATION IS LOWER.
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PRIME MINISTER 19 June 1990 li/
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VISIT TO BONN v;h

I spent Monday in Bonn seeing a number of junior ministers and

—

senior officials, incluafhg Teltschik. The attached telegrams give
highlights. To me the most important points were:
GDR

There was confidence that the GDR economy could be turned round
fairly quickly: 4 to 5 years was the period generally cited, though
some were even more opﬁimistic than that. But in the short term there
was concern over a) the impatience of the GDR Parliament, as shown in
Sunday's resolution seeking immediate unificétion; b) the fragility of
the present GDR administration and their possible inability to handle
the situation after GEMU. This could force an earlier take-over Dby
the FRG and enormously complicate the timetable. T@ltéchik's view,
however, was that the FRG could probablywkeep events in the GDR under
control (he could not be absolutely certain). They were planning for
unification in December and thought they could meet that timetable,

-

but it'was essential that there should be no delay beyond that date.

SOVIET ATTITUDE

It was thought that the Russians would eventually agree to a
unified Germany joining NATO. Not yet; perhaps in the early autumn.
Words and presentation ES sweeten the pill were very important. In
this connection a really forthcoming communique from the NATO Summit

in July was seen as necessary.

ALLTANCE DECLARATION

Teltschik did not 1like the idea of an alliance to alliance
declaiifion as proposed by Shevardnadze. He preferred a statement by
individual members of NATO to which other CSCE members could
SECRET



. SECRET

subscribe. He spoke of the idea of a non-aggression treaty.

e ——— e —

AID FOR THE SOVIET UNION

Teltschik said there was now a letter from Kohl, which you will
have. He spoke of the need for very large sums, many billions of
dollars, which would be too rmuﬁltjfia burden for the FRG alone to
sustain. Kohl would want to discuss this in Dublin and Houston. One

—— - e
object he admitted would be to buy Soviet acquiescence on politico-

military issues, another to preserve Gorbachev and orderly reform. He

spoke of the possibility of providing Western advisers who could do
something to ensure that the money was properly used. I went over the
obvious objections, pointing out that as yet there was no framework at
aiiﬂiﬁto which such money could be usefully placed. More advisers
would not suffice; what was needed was something more like a total
receivership of the Soviet economy. So far we lacked even the basic
commitments in principle to market development. Teltschik accepted
this and in the end fell back upon the argument that we must at least
show ourselves forthcoming and ready to help. There is of course a

-

great gap between a gesture of this kind and actually providing the
——

aid he originally spoke”of. You will need an agreed line on this for

e T —

Dublin and later.

NATO STRATEGY

Teltschik stressed the need for some undertaking to cap the
German armed forces 1in order to reassure the Russians. He would
prefer this to be done in as positive and early a fd}m as possible,
as part of CFE rather than part of CFE 1(a). But in the end he
accepted that a prospective statement about future force reductions

would probably suffice.

On the nuclear element, he warned of the extreme vulnerability of
German public opinion. Faced with a choice betwéen a~}ully agreed
uﬁification settlement and nuclear weapons they would certainly opt
for the first. The denuclearisation card had not yet been played, but
the Russians could be reserving it for later on in the game. On
tactics over SNF, he was very firm that the less said about it at the

SECRET
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moment the better. Later on when it came to negotiation he thought 1it
would be safer to seek an overall ceiling for short range nuclear
weapons under which the two parties would have freedom to mix. This

is our own preference.

MOOD IN BONN

I found my interlocutors naturally obsessed with the German
question. Sudhoff for example, the PUS equivalent in the German
Foreign Ministry, though briefed to cover with me a whole range of
non-European issues, spoke exclusively about the GDR and the external
aspects of unification. There is a mood of suppressed excitement,
emotion and some optimism - the feeling that they are successfully
handling the great range of questions flung at them at the beginning
of the year as a result of the revolutions in Eastern Europe. Our own
standing is good. I was several times warmly thanked for the support
we (and other Western allies) are giving over the external aspects of

unification.

PERCY CRADOCK

SECRET
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TELNO 740 YCE COD
OF 1908447 JUNE 90 ¥
INFO IMMEDIATE CABINET OFFICE

INFO PRIORITY BM BERLIN, EAST BERLIN, WASHINGTON, PARIS, MOSCOW
INFO PRIORITY UKDEL NATO, CICC(G)

MODSH PASS CICC(G)
SIR PERCY CRADOCK'S VISIT TO THE FRG: 18 JUNE

SUMMARY

1. OPPORTUNITY TAKEN TO SAMPLE WIDE RANGE OF FEDERAL GERMAN OPINION
AT TIME WHEN EXPECTATION OF GERMAN UNITY THIS YEAR IS HARDENING.
WARM GERMAN THANKS FOR BRITISH SUPPORT REGARDING UNIFICATION. NO
SUGGESTION THAT UNITY WILL COME BEFORE DECEMBER, BUT STRESS ON NEED
FOR SPEED AND ON UNWILLINGNESS TO WAIT UNTIL 1991. POSITIVE SIGNAL
FROM NATO SUMMIT SEEN AS IMPORTANT IN GETTING RUSSIANS TO ACQUIESCE
IN GERMAN MEMBERSHIP OF NATO. EMPHASIS ON DIFFICULTIES INHERENT IN
DISCUSSION OF SNF MODERNISATION.

DETAIL

2. SIR P. CRADOCK PAID CALLS ON FRAU WILMS (FEDERAL MINISTER FOR
INNER GERMAN RELATIONS), STAVENHAGEN (MINISTER OF STATE AT THE
FEDERAL CHANCELLERY), TELTSCHIK (KOHL'S FOREIGN POLICY ADVISER),
SUDHOFF (PUS-EQUIVALENT, AUSWAERTIGES AMT) AND EHMKE (DEPUTY
CHAIRMAN OF THE SPD PARLIAMENTARY PARTY), AND MET OTHER PROMINENT
GERMANS OVER LUNCH.

3. FRAU WILMS EXPRESSED THE FEDERAL GOVERNMENT'S THANKS FOR HMG'S
ATTITUDE TOWARDS UNIFICATION: THE PROCESS COULD HAVE DEVELOPED
DIFFERENTLY HAD THE WESTERN ALLIES NOT BEEN SUPPORTIVE. THIS WAS
ECHOED BY SUDHOFF, AND (OVER LUNCH) BY FRAU PFARR (BERLIN SENATOR
FOR FEDERAL AFFAIRS), WHO PAID TRIBUTE TO THE ALLIES FOR NOT MAKING
DIFFICULTIES ABOUT THE RAPID GROWING TOGETHER OF THE TWO PARTS OF
BERLIN.

TIMING OF MOVEMENT TOWARDS UNIFICATION.

4. TELTSCHIK SAID THAT THE FEDERAL GOVERNMENT DOUBTED THE ABILITY
OF THE GDR TO MANAGE THE PROBLEMS WHICH WOULD FOLLOW GEMU, AND
THEREFORE SAW EARLY STATE UNIFICATION AS ESSENTIAL. HE SAID THAT IT

PAGE 1
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SHOULD COME, MORE OR LESS SIMULTANEOUSLY WITH ALL-GERMAN ELECTIONS
IN DECEMBER. IT COULD NOT BE DELAYED, AS MANY IN THE SPD WANTED,
UNTIL AUTUMN 1991. TELTSCHIK ASSERTED THAT UNITY WOULD NOT COME
BEFORE DECEMBER, BUT LEFT THE IMPRESSION, AS DID OTHERS DURING THE
DAY, THAT PRESSURES IN THE GDR FOR EARLIER UNITY COULD BECOME
INTENSE.

5. FRAU WILMS SAID THAT THE LATEST OPINION POLLS SHOWED THE VAST
MAJORITY OF WEST GERMANS TO BE IN FAVOUR OF UNITY. PEOPLE COULD SEE
THAT THE FINANCIAL BURDEN WOULD BE TOLERABLE AND THAT UNITY WOULD
BRING NEW OPPORTUNITIES. SHE WAS GLAD THAT THE PROCESS WAS BEING
ACCOMPLISHED WITHOUT ANY APPEARANCE OF GERMAN NATIONALISM (''HURRAH
PATRIOTISM"''). SHE REGRETTED HOWEVER THAT A MOTION HAD BEEN
INTRODUCED INTO THE VOLKSKAMMER ON 17 JUNE PROPOSING IMMEDIATE
ACCESSION TO THE FRG VIA ARTICLE 23. THE TIME WAS NOT RIPE FOR SUCH
A MOVE. IT REMAINED IMPORTANT THAT THE INTERNAL AND EXTERNAL TRACKS
OF UNITY SHOULD RUN IN PARALLEL.

6. STAVENHAGEN SAID THAT THE AIM OF THE MOTION DEBATED BY THE
VOLKSKAMMER ON 17 JUNE HAD BEEN TO SHOW THAT THERE WAS A MAJORITY
FOR ARTICLE 23. WHILE IT HAD FAILED TO COMMAND A MAJORITY FOR
IMMEDIATE UNITY IT HAD SHOWN THAT THREE QUARTERS OF THE

VOLKSKAMMER WANTED UNTIY SOON. ALL-GERMAN ELECTIONS WOULD TAKE PLACE
BETWEEN 2 AND 16 DECEMBER, PROBABLY ON 9 DECEMBER.

7. EHMKE RECOGNISED THAT A DETERIORATION IN THE GDR'S SITUATION
MIGHT FORCE THE TIMETABLE, AND THAT A GDR APPLICATION UNDER ARTICLE
23 COULD BE MADE AS EARLY AS THIS SUMMER. EVEN SOME OF HIS SPD
COLLEAGUES WERE NOW SPEAKING IN FAVOUR OF A SINGLE ALL-GERMAN
ELECTION. TOO MUCH SPEED MIGHT MEAN THAT THE INTERNAL TRACK GOT
AHEAD OF 2 PLUS 4, MAKING IT EASIER FOR THE RUSSIANS TO ARGUE THAT
QRR SHOULD CONTINUE IN A UNIFIED GERMANY. EHMKE, SURPRISINGLY, WAS
WILLING IN THOSE CIRCUMSTANCES TO ENTERTAIN THE IDEA OF QRR
CONTINUING FOR A TIME.

8. SUDHOFF POINTED TO THE SIGNIFICANCE OF THE RECENT DECISIONS BY
THE MAJOR PARTIES IN THE FRG TO UNITE BY THE AUTUMN WITH THE
EQUIVALENT PARTIES IN THE GDR. THESE MOVES MADE AN ALL-GERMAN
ELECTION IN DECEMBER ALL THE MORE LIKELY.

NATO.
9. TELTSCHIK SAID IT WAS IMPORTANT FOR THE WEST TO MAINTAIN THE LINE
THAT A UNITED GERMANY SHOULD BE A MEMBER OF NATO. THE RUSSIANS
NEEDED TO BE PERSUADED THAT THIS WOULD BE IN THEIR INTERESTS T00. SO
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FAR THEY HAD NOT REACHED A SETTLED POSITION. SINCE SHEVARDNADZE HAD
MADE IT CLEAR AT THE 2 PLUS 4 MINISTERIAL IN BONN THAT THEY WANTED A
PACKAGE DEAL AT THE END OF THE 2 PLUS 4 NEGOTIATIONS WE SHOULD NOT
EXPECT A FINAL SOVIET POSITION UNTIL THE EARLY AUTUMN, AT THE
EARLTEST (SUDHOFF SAID HE HAD NO EXPECTATION OF TANGIBLE PROGRESS
BEFORE THE SOVIET PARTY CONGRESS IN JULY).

10. TELTSCHIK SAID THAT, IN ORDER TO CONVEY A POSITIVE SIGNAL TO THE
RUSSIANS, THE LONDON NATO SUMMIT NEEDED TO WORK UP A DECLARATION TO
THE EFFECT THAT, IF THE CURRENT CHANGES RESULTED IN THE WITHDRAWAL
OF SOVIET TROOPS FROM EASTERN EUROPE AND A CEILING ON THE SIZE OF
THE SOVIET WESTERN GROUP OF FORCES, THEN NATO WOULD BE PREPARED TO
MAKE CHANGES IN ITS STRUCTURE. THE FEDERAL GOVERNMENT WERE
CONSIDERING SHEVARDNADZE'S PROPOSAL THAT THE TwWO MILITARY PACTS
SHOULD MAKE A STATEMENT THAT THEY DID NOT VIEW EACH OTHER AS
ENEMIES. IN HIS SPEECH TO THE BUNDESTAG ON 21 JUNE KOHL WOULD SAY
THAT THE MEMBERS OF BOTH ALLIANCES MIGHT CONSIDER, AS PART OF THE
CSCE PROCESS, SIGNING A NON-AGGRESSION TREATY WHICH COULD LATER BE
ADOPTED BY ALL THE CSCE SIGNATORY STATES. THIS SHOULD BE MANAGED SO
AS TO AVOID BREATHING LIFE INTO THE WARSAW PACT.

11. TELTSCHIK SAID THAT DISCUSSION OF MODERNISATION OF SNF SHOULD BE
DELAYED FOR AS LONG AS POSSIBLE: IF THE RUSSIANS MADE
DENUCLEARISATION OF GERMANY A PRECONDITION FOR UNIFICATION THIS
MIGHT FIND GREAT POPULAR SUPPORT IN THE FRG IN AN ELECTORAL YEAR.
THE GERMANS WERE CONSIDERING APPROACHING THE SNF QUESTION BY SETTING
EQUAL CEILINGS FOR SUB-STRATEGIC NUCLEAR SYSTEMS. BENEATH THESE
CEILINGS THE TwWO SIDES WOULD BE ABLE TO DETERMINE THE MIX FOR
THEMSELVES.

12. EHMKE ACCEPTED THAT GERMANY SHOULD BE IN NATO FOR SOME YEARS
AFTER UNITY. THE NATO TREATY SHOULD APPLY POLITICALLY, BUT NOT
MILITARILY, TO THE PRESENT GDR. IN DUE COURSE, SOMETHING NEW WOULD
BE NEEDED. HE SPOKE OF A EUROPEAN-ATLANTIC ORGANISATION (EAO0), WHICH
WOULD BE AN ALLIANCE BETWEEN A EUROPEAN FEDERATION AND NORTH
AMERICA. EASTERN EUROPEANS WOULD BE INCLUDED, AND THIS WOULD
GUARANTEE THAT THE SOVIET UNION COULD NOT REOCCUPY EASTERN EUROPE.
EAO WOULD HAVE INTEGRATED FORCES AND WOULD ALLOW FOR MAJOR US
REINFORCEMENTS IN EUROPE IN AN EMERGENCY. EHMKE FORESAW A REAL FIGHT
OVER TASM. THE SPD WOULD ARGUE FOR ZERO IN ANY FUTURE SNF TALKS. SO,
HE THOUGHT, WOULD THE FDP. THE CDU MIGHT PREFER UPPER LIMITS, BUT
PUBLIC OPINION WOULD SEE TASM AS A POLITICAL CIRCUMVENTION OF THE
INF TREATY. EVEN THE CDU MIGHT COME OUT AGAINST IT IN THE END. HE
ADDED THAT HE HAD JUST SEEN A US JOINT CHIEFS OF STAFF PAPER WHICH
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ARGUED THAT NATO COULD NOW FOREGO FIRST USE OF NUCLEAR WEAPONS, A
STEP WHICH THE SPD WANTED NATO TO TAKE AT NEXT MONTHS SUMMIT

GDR ECONOMY

13. FRAU WILMS SPOKE ABOUT THE LIKELY ECONOMIC SITUATION IN THE GDR
AFTER UNITY. THERE WOULD BE A DIFFICULT PERIOD OF ABOUT TWO YEARS
WHICH WOULD BE FOLLOWED BY RAPID GROWTH. (COMMENT: A MOST OPTIMISTIC
VIEW.) 50 PER CENT OF GDR COMPANIES WOULD BE ABLE TO ADAPT TO A
MARKET ECONOMY. WITH HELP, ANOTHER 30 PER CENT COULD DO SO. THE
REMAINDER WOULD GO TO THE WALL. SHE WAS CONFIDENT THAT THE PEOPLE OF
THE GDR WOULD SEE MORE FUTURE IN STAYING WHERE THEY WERE THAN IN
MOVING TO THE WEST. THERE WERE ALSO SIGNS THAT A GOOD NUMBER OF WEST
GERMANS WOULD SEE CHANCES FOR CAREER DEVELOPMENT BY MOVING EAST.

14. SUDHOFF STRESSED THE IMPORTANCE OF ECONOMIC RELATIONS BETWEEN
THE GDR AND THE SOVIET UNION, THE FULL EXTENT OF WHICH AHD BEEN
DIFFICULT TO ESTABLISH BUT SEEMED LIKELY TO EXCEED EXPECTATIONS. ONE
FACTOR WAS THAT THE SOVIET UNION, AS A RESULT OF THE EXPROPRIATIONS
FROM 1945-49, OWNED SOME 10 PER CENT OF ALL PROPERTY IN THE GDR.

15. FRAU PFARR SAID BERLINERS WERE WORRIED THAT UNEMPLOYMENT IN THE
GDR WOULD SPILL OVER INTO BERLIN: BY THE END OF THE YEAR GREATER
BERLIN (FOUR MILLION) MIGHT HAVE ONE THIRD OF A MILLION UNEMPLOYED.
THIS WAS A PROSPECT WHICH HAD TO BE TAKEN SERIOUSLY, SINCE THERE WAS

A RISK OF A POLITICAL BACKLASH (TO THE RIGHT IN WEST BERLIN, TO THE
PDS IN THE EAST).

16. CABINET OFFICE PLEASE PASS TO SIR P. CRADOCK.
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Foreign and Commonwealth Office

RESTRICTED [ ondon SWI1A 2AH

18 June 1990
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Dﬂm CQAUWU—\)

Visit to London by the Head of the Bundesbank

Thank you for your letter of 14 JuneQHFHerr Poehl will
on the Prime Minister at 1200 on 2 July as proposed. He

be accompanied by his Private Secretary,
Gierenstein.

(\jcsw\w

Lo S

(R HT Gozney)
Private Secretary

C D Powell Esq
10 Downing Street
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From the Private Se retary

14 June 1990

d a request from Herr

Karl-Otto Poehl, the Head of the Bundesb
to see the Prime Minister when he visits
London on 2 July. Could you please ask our
Embassy 1n Bonn to say that the Prime
Minister would be pleased to see him at 1200
on 2 July. Unfortunately it is the only time
that day she can manage.

ank P

CHARLES POWELL

Richard Gozney, Esq.,
Foreign and Commonwealth Office




CONFIDENTIAL

10 DOWNING STREET
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From the Private Secretar)

13 June 1990

EXPO 2000

Thank you for your letter of 12 June conveyling the Foreign
Secretary's recommendation that we should vote for Hanover as the
site for EXPO 2000. The Prime Minister agrees that this 1is
right. Although in some ways she would have preferred Toronto,
it is not long since Vancouver had an EXPO.

I am copying this letter to Martin Stanley (Department of
Trade and Industry).

Simon Gass, Esq.,
Foreign and Commonwealth Office.
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% » Foreign and Commonwealth Office
" / | London SWIA 2AH

12 June 1990

EXPO 2000

1/

On 14 June the International Exhibitions Bureau at Pa;is
will decide by secret vote whether Hanover, Toronto or Venice
should be the 51te for the universal EXhlbltlon to mark the year
2000. K o4 ~ f

The Venetian bid is technically unattractive because the
exhibition would be held on a number of different sites around
Venice. It has also drawn powerful opposition on environmental
grounds both inside and outside Italy. It looks as if the
Italian Government may withdraw the bid for Venice. , 4

Toronto has a major place in the burgeoning North American
free trade area; it is near important commercial areas of the
USA, and could grow rapidly as Canada’s financial centre. Like
Hanover, Toronto offers excellent exhibition facilities: the
Commonwealth link and the English language are powerful
arguments in its favour.

The Foreign Secretary has weighed these points carefully
but concluded that we should vote for Hanover as a major
platform for the display of goods and services to a European
wide audience, including to Eastern Europe and the Soviet Union
where in 2000 industries are likely still to be modernising.
Hanover, belng closer to the UK than Toronto and within the EC,
should be more accessible and more attractive than Toronto to
private sector sponsors. The city is well versed in hosting
major exhibitions, and has particular historical connections to
Britain which could help us to get space and prominence at the
exhibition. DTI officials are strongly in favour of Hanover
on commercial grounds.

We shall try to ensure that the secrecy of our vote is
preserved. There is considerable media interest, and our vote
for one candidate could be portrayed as criticism of the
competing bids.

CONFIDENTIAL
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I am copying this letter to Martin Stanley (DTI).

[
(S L Gass) xﬁij

Private Secretary

C D Powell Esq
10 Downing Street
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From the Private Secretary

12 June 1990

PRESIDENT OF THE BUNDESBANK

Herr Pohl has asked to see the Prime
Minister when he 1s in London on 2 July to
deliver a lecture. We have put him in the

diary for 12 noon that day. I would be
grateful for briefing nearer the time.

C. D. POWELL

John Gieve, Esq.,
H.M. Treasury.
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From the Private Secretary

30 May 1990

HERR GENSCHER

Thank you for your letter of 29 May
about Herr Genscher's proposed visit at the
end of July. The Prime Minister would be
happy to see him on Monday 30 July. I
suggest you discuss a time with Margaret
Bell.

CHARLES POWELL

J.S. Wall, Esq., L.V.O.,
Foreign and Commonwealth Office.
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Foreign and Commonwealth Office

London SWIA 2AH

an. Chandon,

Herr Genscher

We discussed the possibility that Herr Genscher
might call on the Prime Minister during one of his
visits to London. The Foreign Secretary explained
to him that 1t would not be possible to see the
Prime Minister when he was 1n Britain yesterday

inderstood .

Hurd and Herr Genscher agreed
iritain before the summer break.
to Herr Genscher's of
ary has 1t in mind to
_ Sunday 29 July and to
Glyndebourne that afternobn. I won
Prime Minsiter might be free to
on Monday morning, 30 July, before
to Germany? I[f so, we will then

times to Herr Genscher.

’
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NOTE OF A MEETING WITH THE FRG DELEGATION IN THE MARGINS

OF THE NPG KANANASKIS, CANADA, 9TH MAY 1990

Present:

Federal Republic nf Germany

Dr G Stoltenberg
Federal Minister of Defence

Dr H F von Ploetz
Ambassador, Permanent
Representative

Admiral D Wellershoff
Chief of Staff, Federal
Armed Forces

Lt Gen J Schonbohm
Chief Planning Staff

Maj Gen K Naumann
ACOS Politico Military
Affairs, Operations

Col R Schiuwirth
Staff Officer to
Dr Stoltenberg

United Kingdom

The Rt Hon T King
Secretary of State for
Defence

Sir M Alexander
Ambassador/Permanent
Representative on the North
Atlantic Council

Sir D Craig

Marshal of the Royal Air
Force/Chief of Defence
Staff

Mr R Mottram
Deputy Under Secretary
of State(Policy)

Mr S Webb
Private Secretary to the
Secretary of State

The Defence Secretary began the meeting by thanking Dr
Stoltenberg for his help in reaching a mutually satisfactory
arrangement on the radar for the European Fighter Aircraft.

Unification of Germany

2, Dr Stoltenberg said that he had had a useful meeting with

Pastor Eppelmann, the new Defence Minister of the GDR.

Eppelmann had agreed to conm
membership of NATO though h
depending on whether he was

Pastor

munique language accepting full
e was inclined to add qualifications
Speaking to Dr Stoltenberg or in Moscow.

It was clear that the Soviets were leaning hard on the GDR

Government. At present Soviet forces seemed to be acting in a
restrained way, being confined either to their Camps or designated
training areas. Dr Stoltenberg thought that Mr RKing’s visit to
Moscow next week came at an interesting and opportune time.
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A s of unification, Dr Stoltenberg said
Defence needed to do more conceptual work.

East Germans wilthout
1ssue, which he has mentioned
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fore, was whether - as a fall-back compromise -
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we should accep 1 Js on troop numbers i1n GDR as part of CFE

(obviously this could not be allowed to become an issue in "two-plus-

four"). I'he GDR looked intent on keeping their conscript Army. There

was a considerable problem about the Senior Officer Corps. Pastor

Eppelmar found his predecessor was now Army Chief of Staff; 1d there
enerals i1n the NVA, a much higher ratio than in the

were 300 Ge
Bundeswehr

4. Dr Stoltenberg reiterated remarks he
lunch about the need to ensure a proper Defence
Summit preparations. Obviously we could not pre
n t ' t

ew strategy by then, but it would be impo
|

e at the Ministerial
nput i1nto the NATO
end to elaborate a
ribe the major
the Summit
f valid Defence

- P

ve them endorsed by the DPC befor
preparations went too far. Otherwise ther r1
C

oncerns getting lost.

Basing of F15Es

Dl The Defence Secretary explained the proposition that had been put

to him by the US Secretary for Defense, and the response he had given

earlier that day ie to suggest that the main base for F15Es should be

Upper Heyford with Bentwaters as a forward operating base). Dr

Stoltenberg said that when the UK had reached itydecision, the FRG

could then turn to the gquestion of using Ramstein as a Forward base

for these aircraft. He was not so sure anymore that a joint announce-

ment would be needed; indeed there would be much to be said for leaving

any public decision on F1l5Es until the New Year. General Naumann
nterjected that because of delays in completing works at Crotone, the

US had raised the possibility of deploying Fl6s from Torrejon to

Ramstein a an i1ntermediate measure. )

6. This led on to a discussion on the likely timing of German elections

Dr Stoltenberg said that constitutionally, delay beyond next uanuar«' .

was not possible. This meant that to have a combined election would

requlire arrangements for unification to have been settled by November

which was optimistic. On the other hand, the feeling was that any

FRG election should only be followed by a elections for a unified
sermany after an interval of ten to twelve months lest the voters get

tired of voting). o
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74r Questioned about evolving political attitudes, Dr Stoltenberg
said that it had been helpful to his Government for the SPD to have
modified their position on German membership of NATO (particula

rl
acceptance that this would be necessary for at least an interim 3
period).

8. The meeting concluded after half an hour.

Ministry of Defence
9th May 1990

Q{g&ribugyon:

Internal:
PS/Minister (AF)
PSO/CDS

PS/VCDS

DUS(P)
ACDS(Pol/Nuc)
ACDS (NATO/UK)
AUS(Pol)

D Nuc(Pol/Sy)
S9(Air)

Hd of Sec(NATO/UK)(P)

External:
PS/No 10
UKDELNATO

British Embassy Bonn
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LONDON SWIA 2AA

IHE PRIME MINISTER 2 April 1990

C Ga O(MJ(AJ

Thank you very much for inviting me to attend and address

‘he 40th Anniversary Dinner of the Konigswinter Conference.

was a great occasion for Anglo-German relations and an excellent

start for our Anglo-German Summit the next day.

I hope your

meeting was as successful and congenial as mine with Chancellor

Kohl!

With every good wish,

Sir Oliver Wright, G.C.M.G., G.C.V.O.,



1O DOWNING STREET

LONDON SWIA 2AA

- M - e 1QC0C
THE PRIME MINISTER 30 March 1990

(
o Dafon Sugpl

I am most grateful to you and your wife for your extremely
kind hospitality, both to me and to Chancellor Kohl, during my
visit to Cambridge for the Konigswinter Conference dinner
yesterday. I am afraid it must have caused great disruption in

your household but you made us very comfortable and welcome.
The dinner was most enjoyable and a great event in
relations between Britain and Germany. I am glad to think

St. Catharine's contributed to that.

With every good wish to you both,

Professor Barry Supple
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RECORD OF A MEETING BETWEEN THE SECRETARY OF STATE FOR DEFENCE AND
THE MINISTER OF DEFENCE OF THE FEDERAL REPUBLIC OF GERMANY
ON 30TH MARCH 1990

Present:

The Rt Hon Tom King MP HE Dr Gerhard Stoltenberg
Secretary of State for Defence Federal Minister of Defence
Mr Simon Webb Colonel Rainer Schuwirth
Private Secretary Adjutant

During this meeting Dr Stoltenberg expressed some personal views,
as well as the agreed positions of the FRG Government. This should
accordingly be treated with caution and not quoted back directly to
German officials.

After initial greetings, the Secretary of State said how
grateful British forces in Germany were about the arrangements made
to improve the protection for servicemen and their families living
off-base in the Federal Republic Dr Stoltenberg said he would
pass on the British Government’s thanks to his colleagues in the
Interior Ministry.

™
.-
| >

2 In response to queries, the Defence Secretary said that Herr
Ruppelt and Sir Peter Levene had agreed the terms of the
side—-letter He had written to Italian and Spanish colleagues on
22nd March seeking their support. e would then have to confirm
the arrangements to his Cabinet colleagues. The UK was keen to
sign as soon as possible now.

3. Dr Stoltenberg said he was anxious that waiting for the other
two countries should not lead to delay, which was costing 5 million
DM a month If they were ready to sign, that was fine. ‘Otherwise
did we really need them, given that the arrangement was between the
British and the FRG Governments? He was under growing pressure in
the Bundeswehr over the project. During the supplementary budget
debate today, the SPD would try to kill it off. He could sustain a
majority at present, but it was always difficult to keep the FPD on
line and he was worried that continued delay might jeopardise the

whole project.
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this but wanted their partners in the other two countries to take
their share. In further exchanges, during which Dr Stoltenberg
reiterated that he was only concerned with his arrangements with
the UK Government, the two Ministers agreed that the
Government-to-Government arrangements must be finalised during
April.

Exercises

=) Dr Stoltenberg thanked the Defence Secretary for his
co-operative approach to Exercises. It was 1mportant to be
sensitive to the political climate and environmental concerns. He
was grateful for the reductions agreed on the UK side. There had
been a silly leak in the press about low flying, alleging (and then
inaccurately) that he wished to cut out all flying under 300m. 1In
fact, Dr Stoltenberg had commissioned a study to report at the end
of April which would then be discussed within appropriate NATO
groups, before being exposed for political discussion with other
Allied Ministers. No decisions had been taken. The Defence
Secretary commented that British Forces in Germany had to be able
to train; they could not remain effective confined to barracks. He
had commented to Herr Momper in Berlin earlier in the week that
this was part of the price tag for the continuing British presence
in Berlin which the Mayor and his predecessor had sought.
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C. NO al " 0 NATO N ( ) 1torie of the
former GDR;

d. | i discuss in "two-plus-four"

a formula which he Soviet Union to keep Red Army units
(within 195,000 11 ] ) for some time after unification. His
preference was t clear final date.
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e. Articles V and VI of the NATO Treaty should apply to the
Eastern Territory (though "one colleague" believed that this
should not occur while the Red Army were present).

8. On the question of whether there would be German troops in the
GDR while the Red Army was there, Dr Stoltenberg said his personal
answer was yes, with limitations. The Federal Government would not

take a final position until they had had discussions with the new
GDR Government. It was immensely helpful that this would be led by
the CDU. Herr de Maiziére had said in an important article in WELT
am SONNTAG last Sunday (which had gone unnoticed in the West) that
he accepted there would be German troops in the GDR during the
transition, but with limitations. Even the Polish Foreign Minister
had said to the WEU in Brussels recently that it was conceivable to
have German troops in the GDR during this phase (though, he had
added, without weapons).

S Dr Stoltenberg then added that, privately, he was very worried
that a settlement without German troops in the GDR during
transition would lead ev Pntually to demilitarisation after the Red
Army left. There was now agreement within the Government that the
"two-plus-four" process should not be allowed to bring limitations

on the Bundeswehr or on Allied forces in Germany. These were areas
for CFE at Vienna. The Germans had discussed the military
US Government (and he

dimensions of this pr t¢um with the
understood that it had in diplomatic 1scus
with the British Forel felt it was 1mportant
NATO to reach a view within the next few months which could
presented at Vienna, so as to avoid the focus shifting to
"two-plus-four"
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10. In response, Mr King said that 1t was 1ncreasingly his view
that the Eastern Europeans would agree to a unified Germany joining
NATO, and that the Soviet position was not as rigid as it sounded.
The UK accepted that NATO troops as such could not be based in East
Germany while the Red Army remained. It was however vital to
ensure that a credible security structure was created to back-up
the security guarantee that would be conferred on that Territory

In other words, NATO needed the infrastructure to support German
troops 1n holding a new frontline 1f a unified Germany was
attacked. Dr Stoltenberg referred again to Mr de Maiziere’s views
and commented that it was important to continue with the tradition
of conscription ln East Germany The whole Germany military
tradition was, unlike that of Britain, founded on a conscript Army.
One could not have a truly unified Germany in which conscription

continued in the West but not in the East. 1In practice this meant
that the National People’s Army would need to be rebuilt (if only
to provide a force in which East German conscripts could serve).
There were, however, considerable crﬁblems since the officer

1T P ~ = g e o~ o ~ — -~ — |
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Communist Party. In response to a question from Mr King about

whether officers might be sent over from the FRG, Dr Stoltenberg
said this was a very sensitive issue which needed to be discussed
with the new GDR Government, but it might be possible to build up

from a low level in that direction. It was important, he
reiterated, that there were no limitations on German forces overall
in "two-plus-four" (though he could see, as a final compromise,

that some constraints might have to be accepted on the size of
German forces in East Germany and their equipment).

11. Mr King said that the UK well understood the difficulties and
sensitive issues involved here but it was important to ensure that
practical military arrangements were put in place. He then went
through with Dr Stoltenberg the advice he had received from the
Chiefs of Staff about the measures they thought necessary. A copy
is attached at Annex A. The Defence Secretary emphasised this was
not yet the UK Government'’s position. Dr Stoltenberg said he would
not respond formally, but indicated his agreement to most of the
points, with the following exceptions:

a. Peace-time contingency planning for German forces in the
former GDR to become part of the integral military command
structure in transition-to-war would pose difficulties.

b He paused over the i1idea of integrated air defence over

the unified Germany, but did not demur

C. He saw substantial difficulties in the detail of

item K
12. Dr Stoltenberg said it was important to register this kind of
thinking in the "two-plus-four" forum, commenting whimsically in
another apparent reference to Herr Gensche¥ that "we must all
educate the diplomats on military matters"”
Nuclear Forces
13. Dr Stoltenberg said he was sure we must now move towards
smaller numbers of theatre nuclear weapons on both sides It was
becoming very difficult to justify any dual-capable artillery and
Lance in Germany. The German Government would be placing
increasing emphasis on dual-capable aircraft, but recognised that
TASM was an essential component
14. The Defence Secretary said that he recognised some of the

reality of these pressures but it was very important that the
Alliance should not change from the comprehensive concept until it
had a clearer position on where we were going. Otherwise the
Russians would have endless opportunities for mischief in
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"two-plus-four". He understood the sensitivities about basing on
German soil and the role of other Allies in helping the German
Government not to appear singularised.

15. The two Ministers agreed that their staffs should work
together closely on these questions in the run-up to the NPG.

Ministry of Defence
30th March 1990

Distribution:

PS/Minister (AF) PS/No 10

PS/Minister (DP) PS/Foreign Secretary
PSO/CDS FCO - Mr Weston
PS/PUS FCO - Mr Goulden
PS/VCDS HMA, Bonn
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SUMMARY OF MILITARY OBJECTIVES
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there could be advantage :1f the force-leve. was nolt such as
to justify the Soviet Union stationing l2azge forces 1in
Poland). Peacetime contingency plans shculd also be made for
the incorporation of German forces stat:cned in the former
DR to become part of the IMCS in TIW w:t2in an agreed GDP

d An integrated air defence 135 estab_.shed over the
united Germany

(Footnote 4 continued from previous page)
air-delivered forces and tactical air transport.
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e. German forces stationed in the present FRG are within
the IMCS.
£. Nuclear weapons, including those of the US, are

retained on German SO1 1k

g. significant levels of US and European forces are
<tationed in the present ERG while it is accepted that no
US and European forces are tC be stationed i1n the former GDR
in peacetime, this limitation should De expressed in the
form of unilateral declarations. Dy the NATO countries
concerned rather than Dby 3 ~ontractual agreement with the
Soviet Union.

h. An equitable solution 1S achieved concerning GDR
military equipment, though NATO should be sympathetic to

mands
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Seite 5 Nr. 12 - WELT am SONNTAG NACHRICHTEN - HINTERGRUND

Interview mit dem Ost-CDU-Vorsitzenden und d(r:signicrtcn DDR-Ministcrprisidcntcn Lothar de Maiziére

»Den Staatsrat wird es bald nicht mehr geben™

Von HEINZ VIELAIN
Boon

Am Freitagabend erklirtie
sich der Vorsitzende der CDU
in der DDR, Lothar de Maizia
re, bereil, als Ministerprisi-
dent ru kandidieren. Gegen-
dber WELT am SONNTAG
gab er in einem Interview
Auskunft dber seine Pline,

WELT am SONNTAG: Was
vird aus :r.-" Institutionen
Staatsrat und Staatsratsvorsit-
zender, der einmal Honecker
- e i

de Maiziére: Wir sind der

ffassung, daB es den Staats
rat bald nucht mehnr geben wird
Wir brauchen kiunflig einen
rrasidenten. £s mull eine Per-
sonlichkelt sein, die das Ver
trauen der uberwiegenden

Mehrheit unserer Bevolkerung - et .
hat. Wir werden ewnen solchen Willens bei Thnen? SPD statt ‘,uagfa.'mg hielten.
F’.'a_f.'.denter“ finden. Zum Ver- DSU, geht das" XD 54 2T "WELT am SONNTAG: Si
zicht auf Staatsrat und Staats- de Mairiére: Die groBe Koali- ~ haben diese Woche mit dem
ralsvorsitzenden ist eine Ver tion ist nach wie- vor win-? Bundeskanzier (ber weitere
fassungsinderung notwendig -:L..e'*s-w-"t Von dem A:‘gebot nSchntte suf dem Weg rur deut-

Ich gehe davon aus, dafl dies an die SPD machen wir keine ¥ schen i Einheit gesprochen.

mit der Mehrheit fast aller Par- Acmn:ne. Aber wir ~werden' ; Geht es voran?

teien so entschieden wird. uns auch nicht verbiegen. '.us:i-.' de Malziére: Die Verhand-

WELT am SONNTAG: Die WELT am SONNTAG: Eine .: lungen fiir dieWﬁ}*n.ngs Wirt.
Allianz - CDU, DSUund DA - '"a)ft.'_-"sge"r enschafl von J-schafts- und Sozi aJ_u" on SL.“,d
verfigt Uber 192 Volkskam- YU, DSU und DA wird es —auf ein '

bgeordnete. Sie sagen, fur nucht geben, sondern eine Ar- - die ! ]

1 Beitntt der DDR zur beitsgemeinschaft der Abge- Ber_»r_erLJrh scl NE"lg
idesrepublik nach Artikel ordneten der Allianz Ist das ' Das ist schon sehr wviel
SGrundgesetz se! eine Zwel- Kein Hemmnis fur die prakti-" - F M'e en bei uns sind nun

i-Mehrheit notwendig sche Pariamentsarbeit? £

de Maiziére:

ELT am SONNTAG:
Wirtschafls- und Sozal-

C# ‘\’Aﬁ " Lr ool & 4 - = - ik -
w\\‘ u, Hndt‘rt‘

rergéen

" ser Interesse in der DDR sein.

ich nicht mit Prognosen beia
sten. Wir gehen davon aus, dad
es schon der Balance wegen in

der DDR Streitkrafte mit noch
'( ru beschreibenden Aufgaber

1
|
1
|

geben wird. Deshalb glt.‘.. es
keinen Grund fir Soldaten
jetzt ru verzweifleln oder gar 7u
sagen, sie hitten sich in ihrermr
De¢ Vorsiizen- L_,eocn vollig falsch entschie
de der DDR- (e - .
CDU, lethar de WELT am SONNTAG: _riw_'..:
Malziére, 50, Woche gab es aus der :LJH
(links), und Hinweise, wonach Ex-Stasi
WELT am - Leute in die neue Volkskam
SONNTAG-Re- mer ’gewa.hn worden sein sc
dokieur Heinx len. Liegen dazu xonkiete
Vielcin belm formationen vor oder a;rraer'.
Interview un- Ger_achtc'.-erbzl'r_nr]l um das er
lerwegs Im ste frei gewihlitle P;u‘;a:r.r..'._‘.
Aute der DDR zu diskredilieren

de Maizidre: Erslens mussen
wir mit dem Stasi-Probiem fer
tigwerden, wir Menschen in
der DDR Zweitens st die
Funktion bundesrepublikani.
scher Medien dabe:r nucht urm
mer hilfreich. Dntiens xrle ich
ein nemliches Problem dann
daB das erste (rei gewahlte Par
lament mit Diskussionen die
ser Art belastet wird. Wir wer
den auf (“1"'1 Fall nach ‘i tielr
Im Sor or soll  Suchen, alle e Zweifel
LSS : ::,er:t Ju..4u aumen, die
schen bel uns in .1 r DD
ben konnten

WELT am SONNTAG

(MTe -
die IHIeTUEeE

Wihrungsumstellung keinen
Raum fiir Spekulationen schaf-
fen wollen Dies kann nicht un-

Die DDR-Blrger haben nach
den Jahren des Lebens mit der
Mauer die Moglichkeit zu rei-
sen.'Das ist flir sie eine neue,
wichtige Erfahrung. Sie moch-
ten bald 'euww rmt dem ..rhu—
gen Celd in ¢ &' asche. D \

es R

“T.l T am SONNTAG
:e' aictuellen r"oo'ewe 1

de Maiziére

zu der Malna
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Sir Oliver,

Prime Minister,
Vice-Chancellor,
Your Lordships,

L adies and Gentlemen,

| am most grateful, Sir Oliver, for your kind words of welcome. Last year

we celebrated the 40th anniversary of the Federal Republic of Germany.

On that occasion we also recalled with gratitude the part played by the

United Kingdom in building our democracy and safeguarding our freedom.

Together with the members of the Bundeswehr and other forces of the
Atlantic Alliance, the British Army of the Rhine have contributed to our
common security. Nor have we forgotten Britain's helpful role in Berlin,
beginning with the airlift in 1948-43. And even at a time when the East-West
confrontation is diminishing, we should always recall that alertness is the

price of freedom.

Anglo-German friendship is deeply rooted in our centuries-old political,
economic, cultural and human relations. Looking upon the changes taking
place in Central, Eastern and South-Eastern Europe Germans and Britons can
note with pride that we are on the verge of attaining the goals we have been

pursuing together for four decades.

In that span of 40 years the Konigswinter Conference, named after that
pleasant little town on the right bank of the Rhine near Bonn, has played an
important role as a forum for debate among representatives of both coun-
tries. The Konigswinter Conferences long since became a hallmark of Anglo-
German relations. This is to the great credit of far-sighted men and women
in both countries who, soon after the war, established this institution which

will continue to have an important function to perform.

Hardly any other institution has done so much to foster Anglo-German un-
derstanding as the Konigswinter Conferences. Time and again they have
provided stimulus for the solution of common political, economic and social

problems.
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The success of this unique forum is primarily due to three outstanding
members: Sir Robert Birley, Sir Frank Roberts, and not least Frau Lilo
Milchsack. From its very inception you, Frau Milchsack, have been "Ko&nigs:
winter's" life and soul. You have brought this circle together and kept it

together for 40 years.

This jubilee conference is also the prelude to this years Anglo-German
intergovernmental consultations. The conference's motto "Germany and Eu-
rope - undivided”, which was chosen early on, would without doubt be a

suitable caption for tomorrow s talks in London as well.

We are currently experiencing a radical change in Europes post-war history
The dismantling of the East-West confrontation and the democratic awakening
in the countries of Central, Eastern and South-Eastern Europe offer the first
realistic opportunity since the Second World War to end the division of
Furope, and with it the division of Germany, by peaceful means. That
division has always been a source of instability and insecurity. Its termina-

tion therefore benefits the whole of Europe

The threat to the Western democracies did not only come from an ideology
inimical to human dignity. More than once the confrontation - especially in

Germany - assumed proportions which made it a grave danger tu peace,

It was above all the people who suffered under the division of their country
and under the bondage imposed upon them. And it was they, the peoples of
Central, Eastern and South-Eastern Europe, who gave the decisive impetus
for the breakthrough to democracy and freedom. They enforced a change in

the status quo to which many of us in the West, too, had grown accustomed.

As a German | am proud that my countrymen in the GDR, through their

peaceful revolution, have helped write a chapter of German and European
history marked by freedom.




We have reason to be grateful to all who have helped make this historic
change possible. Thanks are due in the first place to our friends and allies
in the West, especially the Americans, the British and the French. They
have stood by our side in times of danger, when the blockade, the wall, and

the barbed wire threatened to keep our country permanently divided.

In the Bonn Convention they agreed to cooperate "to achieve, by peaceful
means, their common aim of a reunified Germany enjoying a liberal-democratic
constitution, like that of the Federal Republic, and integrated within the

European Community"” .

But we also thank President Mikhail Gorbachov who, in conjunction with his
domestic reforms, has turned Soviet foreign policy in a new direction. "New
thinking" is now also changing Soviet policy towards Germany and permits of
a constructive, future-oriented solution to the German gquestion. It is there-
fore in our mutual interest that President Gorbachov's domestic reform policy

should prove successful.

But the recent developments in the GDR would not have been possible with-
out the example of extensive reforms in Hungary and Poland either. This in
itself indicates how tightly our national fate is bound up with that of our

neighbours
'V

The 18 of March 1990 brought the first free elections in the GDR. They
resulted in overwhelming victory for those who advocate freedom, democracy

and social market economy.

Our friends and partners know our unequivocal response to the question as
to Germany's position in a future Europe. Forty years of the Federal Repub-
lic of Germany - that is to say, 40 years of democracy and the rule of law -
allow no doubt as to where we stand: on the side of freedom, on the side of
our friends. And the free elections in the GDR, too, can only be regarded

as a manifestation of democratic maturity.




The unification of the two German states is taking place on the basis of the
right of self-determination. But it also atfects the interests of our neigh-
bours. We have from the very beginning made sure that the process of
unification takes place within a stable European framework. We intend i1t to

stay that way and will not present anyone with a fait accompli

The words chanted by the people in the GDR - "We are one nation!" - made
it clear from the start what the great majority of my fellow-countrymen want:

unity 1n freedom.

In the first two months of this year alone the number of resettlers increased
dramatically. To date over 150,000 have come to the Federal Republic - many
more than the entire population of Cambridge, for instance. They include
mostly young people, doctors, engineers and many other skilled persons who
are urgently required to rebuild the GDR's economy. But this exodus is not
only threatening the GDR's recovery; it poses problems for the Federal

Republic, too.

Since the elections on 18 March the number of resettlers has dropped. The
prospect of reunification is inducing people in the GDR to stay there. We

must refrain from anything that would weaken their hope,

My Government has proposed that the Deutschmark also be made the GDR's
currency and that a 'social market economy” be introduced there. It has
thus given an answer to the question asked by people of what will come
next. At the same time the coalescence of the two German states must be
harmonized with the external aspects of this process, These external aspects

concern.

. the rights and responsibilities of the Four Powers with regard to
Berlin and Germany as a whole,

- border questions,

- the existing and future security structures and

- the integration of the present-day territory of the GDR into the Euro-

pean Community.
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Talks in accordance with the "2 plus 4" formula agreed at Ottawa were
started by experts in mid-March. | would very much like to see these talks

making progress. My aim is that they be completed before the CSCE summit

this year.

In addition, we make sure that our partners in NATO and the European

Community are kept informed of developments and are consulted on important
questions concerning them. Together we shall have to pay special attention
to ensuring that Europe's security is guaranteed in future, too. This Is a
vital, long-term question for which a spirit of partnership is particularly

necessary. | know that Britain holds a sober and firm position in this mat-

ter, and | greatly appreciate such reliability

In assessing the security interests of a future Germany and all its neigh-

bours, indeed of Europe as a whole, we set out from the following

parameters:

First: the future united Germany must not be neutralized or demilitarized. A

Germany integrated in Western security policy is an essential element of

European stabilily.

Second: the future united Germany must therefore remain embedded in the

Western alliance. Secession from NATO must not be the price for German

unity. Such a policy is not acceptable to me.

Third: the transatlantic security link between Europe and North America
continues to be of vital importance for us Germans and for Europe as a
whole. Our aim must therefore be to further deepen cooperation between the

European Community and the United States in the field of foreign policy.

Fourth: for the sake of our national interest we must not encumber progress
towards German unity with border issues. In 1985 | declared in the Bundes-
tag: "In the areas beyond Poland's western border Polish tamilies live today
for whom those regions have become their home in the course of two genera-

tions. We shall respect this and not call it into question.”
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| strongly advocate that the two freely elected German parliaments and
governments issue as soon as possible an identical declaration reaffirming the
inviolability of the borders with Poland as the indispensable basis of peaceful
relations 1n Europe. This declaration should unequivocally express the idea
that immediately after unification of the two German states the all-German
government and parliament will definitively settle the border question along

these lines in an internationally binding treaty with the Republic of Poland.

Such a settlement can only be made by an all-German sovereign state. An
identical declaration by the two governments and two parliaments is political-
ly the strongest undertaking that can be expressed by the Germans before
reunification. An overwhelming majority in the two German parliaments are in
favour of such an undertaking, and thus there can be no doubt either about

the position of a future all-German parliament and government.

The overwhelming majority of my fellow-countrymen seek definitive reconcilia-
tion with the Polish people. Lasting peace throughout Europe presupposes
such reconciliation - just as the unification of Weslern FEurope was only

possible once the French and Germans had become friends after 1945,

| myself have time and again - for example in my policy statement on 1 Sep-
tember 1989 - recalled the untold suffering inflicted on the Polish people by
Germans. It would no doubt be beneficial for the relationship between our
two peoples if Poland were to refer with equally clear and noble words as
President Vaclay Havel did for Czechoslovakia to the injustice committed by
Poles against innocent Germans. We Germans are not entitled to such words,
and even less must we try to balance accounts in one way or another. But |
am certain that such a gesture would point the way to a future in which the
relationship between the Polish and German peoples is marked by a spirit of

good-neighbourliness in a common Europe.
V

On 28 April the heads of state or government of the European Community
will meet in Dublin. Questions concerning the integration of the GDR into the

European Community will be at the forefront of the summit.
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| strongly welcome the fact that the EC Commission, the Furopean Parliament
and the EC Council of Ministers began at an early stage to make intensive
preparations for the process of German unification and its implications for
the Community. | intend to ensure that my Government consults consistently

and closely with these three Community organs on all essential issues

A united Germany will also be a reliable member of the European Community.
The larger German market wiil, moreover, afford additional opportunities for
all our European partners. | am certain that in five years the disastrous
effects of "Socialism in practice” will be overcome. Thuringia, Saxony and
the other Laender of what is now the GDR will flourish and achieve new

prosperity.
Vi

Just as we resolutely strive for German unity, we seek early realization of a
European Union. Strengthening the rights of the European Parliament and
expanding European Political Cooperation are important stages along the path
to that goal. Those who want a united Germany to be firmly integrated into
European structures must logically support further progress in European

unification.

We seek speedy progress with a view to the completion of the single market
by the end of 1992. We would like this year's intergovernmental conference
to make constructive, intensive and swift efforts so that economic and mone-

tary union can be completed.

At the special EC summit in Dublin at the end of April | shall again propose,
as | did in Strasbourg, that a further intergovernmental conference be
convened this year with a view to making faster progress towards political

union.

Vi

We want to follow the path of German and European unification together with
our British friends. For us Germans, close relations with Britain marked by

mutual trust have for decades been a cornerstone of our foreign policy
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In his famous speech at Zurich in September 1946 Winston Churchill indicat-
od with his vision of a "United States of Furope' a path on which we have

since then jointly made considerable progress.

Europe has now again reached a turning point in its history. But there 1s
less cause than ever for faintheartedness. As the past year In particular
demonstrated, time is working in favour of, and not against, the cause of

freedom. This awareness should encourage us.

As Karl Popper explained at the aend of his splendid work entitled "The Open
Society and its Enemies , progress towards freedom is not the outcome of
anonymous historical processes. It rests exclusively "with our watchfulness,
with our efforts, with the clarity of our conception of our aims, and with
the realism of their choice'”. We Germans want to contribute - as German
Europeans and FEuropean Germans - 1o a future marked by freedom. The

1990s must become Europe's decade.
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VISIT TO KONIGSWINTER CONFERENCE

You travel to Cambridge after Questions tomorrow to attend the
40th anniversary Konigswinter Conference. I enclose a detailed
note by the Press Office about the arrangements, together with

D —

a full list of those attending the dinner and a table plan for

———————————————

the top table. You will notice that Mr Heseltine will be on
Eﬁgwggngable, but not particularly close. I have also put in

the folder the text of your speech as it stands. We have now

translated it and hope to issue it to the press under embargo

at 4.00 pm tomorrow afternoon.

e — e S ——————————————

CHARLES POWELL r\/“(

28 March 1990
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PLACEMENT FOR THE KONIGSWINTER DINNER

Dieter Spethmann
Robert Leigh-Pemberton
Master's wife
German Ambassador
Vice-Chancellor
Herr von Hase

———

Prime Minister

Sir Oliver Wright

Chancellor Kohl

Sir Christopher Mallaby

Dame Lilo Milchsack

Karl Kaiser

Michael Heseltine

Theo Sommer

Mrs Robert Rhodes James

Charles Powell

Minister Klein

Thomas Kielinger
George Robertson
Countess Donhoff
Paddy Ashdown MP
David Howell

Kurt Biedenkopf
Lynda Chalker MP
The Master

Mrs Vice Chancellor
Robert Rhodes James MP
Lother Ruehl

Sir F Roberts

Horst Ehmke

Sir Patrick Wright

Rudi von Wechmar MEP




10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary
26 March 1990

Yoo Lok

PRIME MINISTER'S MEETING WITH THE MINISTER-PRESIDENT
OF BADEN-WURTTEMBERG

The Prime Minister had a talk this morning with the
Minister-President of Baden-Wurttemberg. Dr. Spaeth was
accompanied by the German Ambassador, Dr. Menz, Herr Mengele and
an interpreter. The Secretary of State for Wales was also
present.

The Prime Minister said we were very keen to attract more
foreign investment to Wales and she welcomed the interest shown
by companies from Baden-Wurttemberg. Dr. Spaeth said that a
number of German companies, particularly those who were already
suppliers to Bosch, were interested in investment in Wales.
Generally speaking, the manpower costs were much lower than in
Baden-Wurttemberg: 17DM per hour as against 32DM, with
productivity only slightly below German levels. The Prime
Minister asked whether unification of the two Germanies would not
give Baden-Wurttemberg access to a larger reserve of labour.

Dr. Spaeth said that, generally speaking, the East German
workforce were not adequately trained. He estimated it would
take some 6-7 years to bring them up to West German levels.

The Prime Minister asked how Dr. Spaeth assessed the likely
consequences of German economic and monetary union. Was there
not a risk that it would lead to inflation? That would certainly
be one's natural expectation of the consequences of offering to
exchange deutschmarks for Ostmarks at a 1:1 rate. Dr. Spaeth
agreed there was a considerable likelihood that the East Germans
would spend their newly acquired deutschmarks, thus causing
inflation. He expected East Germany's GNP to fall steadily
immediately after unification, perhaps by as much as 30 or 40 per
cent. No-one would want to buy the products of, for instance,
the East German automobile industry. It would be necessary to
undertake a root and branch modernisation of East Germany's
industry and this was bound to last some time. But within 6-7
years, Germany would be significantly stronger than now. The
Prime Minister questioned whether the modernisation process would
not go even faster than Dr. Spaeth predicted. Dr. Spaeth saiq
there would certainly have to be an immediate start to it,
otherwise emigration from the GDR to the FRG would continue. The

rationale for German economic and monetary union was to kKeep
people in the GDR.

CONFIDENTIAL
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Dr. Spaeth spoke of the problems of trade with the Soviet
Union. He thought the economic situation there virtually
hopeless. Baden-Wurttemberg had set up arrangements for
management training, but found the task virtually impossible.
Soviet managers seemed unable to understand how the market
economy worked and could think only in military-strategic terms.
He was experimenting with involving the East Germans in joint
ventures with the Soviet Union, so that they could "interpret"
Soviet thinking.

In reply to a further question from the Prime Minister about
the likely pace of unification, Dr. Spaeth said that he thought
it might well take somewhat longer than the West German
Government were currently suggesting. The GDR would have to take
over West German laws in toto and that would take a time. It
would also require amendments to the West German laws
themselves. The constitutional process of unification would not
necessarily be easy. It would be necessary to recreate the
laender in the GDR. At present, communist officials were
entrenched at district level and would make it very difficult to
change the way in which East Germany was governed, unless a new
unit of local government was created. Dr. Spaeth added that it
would also be important to resolve various problems affecting
NATO and the European Community before unification took place.
The Prime Minister explained some of the difficulties we foresaw
in absorbing East Germany into the EC. Dr. Spaeth agreed that
one would need plenty of time to discuss these consequences. The
Prime Minister commented that she had been pilloried, castigated
and criticised some months ago for demanding time to work out the

consequences of unification: now that seemed to be everyone's
position.

I am copying this letter to Martin Stanley (Department of
Trade and Industry) and Stephen Williams (Welsh Office).

t\‘\u\ﬂ"\\.

Richard Gozney, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL




Foreign and Commonwealth Office

London SWIA 2AH

23 March 1990

\Ai(l—\ CML\'

Call on the Prime Minister by Dr Spath, 26 March at 1130

Dr Lothar Spath, the CDU Minister-President of Baden-
Wurttemberg, is calling on the Prime Minister at 11.30 am on
26 March (I enclose a personality note). He is visiting
Britain at the invitation of the Welsh Secretary to promote
the links between Wales and Baden-Wurttemberg. He will see
the Foreign Secretary before he calls on the Prime Minister.
He will visit Wales from later on 26 March. Mr Walker is
accompanying him on his calls.

Dr Spath has been Minister-President of Baden-
Wurttemberg since 1978. Baden-Wurttemberg’s economic position
in the FRG 1s pre-eminent. It 1s the home of Mercedes-Benz,
Bosch and Porsche, amongst other companies, and claims to be
the only area of Europe to run a trade surplus with Japan.
Until last year Dr Spath was widely regarded as a potential
rival to Chancellor Kohl, but his faillure to win re-election
as Deputy Chairman of the CDU in 1989 (a position he had held
from 1981) was a_setback. Nonetheless, he remains one of the
most important politicians in the FRG and perhaps the most
successful Minister-President.

Dr Spath’s main interest will be in the Prime Minister’s
views on the German Question. He has been cautious on German
unity and developments in the GDR. He will be pleased at the
victory of the "Alliance for Germany" 1in the GDR elections, if

1t gives Chancellor Kohl more control over the pace of
unification.

The Prime Minister might like to draw Dr Spath out on his
view of the pace of unification following the GDR elections:
and on the prospects for the FRG elections in December. She
might like to make some of the following points:

- We hope Ministerial two plus four talks can get under way
soon, once there 1s a legitimate GDR representative.

- We welcome assurances that the Federal Government will
ensure that the external aspects are settled before
unification takes place.
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- We welcome German decision in favour of a Treaty on
Poland’s border. Much the most sensible way to resolve
the problem.

- How will the GDR election results affect the next steps?
What are the main internal problems to be resolved?

If time permits, the Prime Minister could ask Dr Spath how
Baden-Wurttemberg has been coping with the influx of German
immigrants from the GDR and Eastern Europe.

The Prime Minister may also like to stress the importance
of NATO. Senior CDU/CSU politicians continue to state firmly
that a united Germany should be a member of NATO. But they
need to give a lead during the election year. The
Prime Minister could say:

- We welcome Dr Spath’s robust support for a united Germany
in NATO. This is vital.

- NATO should certainly develop its political role and adapt
to changing circumstances. But sound defence remains
important and cannot be taken for granted.

If Dr Spath raises the EC aspects of unification, the
Prime Minister may wish to reaffirm our support for the early

integration of the GDR into the EC after unification. She
could:

- Welcome the FRG government’s intention to avoid treaty
amendment and to ensure that Community competition and
standards rules apply to ex-GDR territory from the start.

- Urge the need for transparent negotiations, involving the
Council and not just the Commission, over any derogations
that might be necessary.

- Relterate the need for adequate safeguards against any
distortion of trade.

If economic and monetary union (EMU) 1is mentioned, the
Prime Minister might want to seek Dr Spath’s views on the
possible implications of EMU for the Lander. (The new
Commission paper, prepared for the 31 March ECOFIN, departs
from the Delors prescription by rejecting binding constraints

on budget deficits but still favours binding procedures for
surveillance.)




The Prime Minister may also like to mention the reopening

of a Career Consulate-General in Stuttgart. She could say:

- Importance of Baden-Wurttemberg as trade of business
centre. Welcome decision to reopen 1in Stuttgart.

- British Marketing Office and staff will be subsumed into
Consulate General.

- Hope to have Consulate-General up and running later this
year, once premises have been obtained.

I am copying this letter to Stephen Williams (Welsh
Office).

é{\’\\’) wl

Ltnes e

(R HT Gozney)
Private Secreary

C D Powell Esqg
10 Downing Street
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. SPATH, DR H C LOTHAR

Minister-President of Baden-Wurttemberg (CDU) since August

1978.
Born 1937 in Sigmaringen. Studied administration at the
State School of Administration, Stuttgart. Began hils career

in local government finance, then became Manager 1n several
firms of building contractors. Active in regional politics

since late 1960s.

Chairman of the CDU in the Regional Parliament 1972.
Minister for the Interior February 1978. August 1978
elected Minister-President in succession to Hans Filbinger
(who resigned over his war-time activities). Led his party
to convincing land election victories in 1980 and 1984
followed by a third narrower success in 1988. Elected a
Deputy chairman of the Federal CDU in 1981. As
Minister-President he has nurtured Baden-Wurttemberg’s
pre-eminent economic position in the FRG by a policy of
active encouragement to new firms investing in high

technology.

He has made his dissatisfaction with Kohl’s leadership of
the party since the 1980 Federal election increasingly
clear. As Minister-President he has become more
statesmanlike and, following his third successive electoral
victory in 1988, is widely regarded as having strong
ambitions on the Federal Chancellery himself. His faillure
to win re-election as a Deputy Chairman of the CDU in
September 1989 was a serious reverse and showed the party’s
impatience with his sniping at Kohl. But he cannot be
written off yet. If the way to the Chancellery remailns
blocked, he could yet turn up in Brussels as one of the

FRG’s Commlssioners.

CONFIDENTIAL
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MEETING WITH DR. LOTHAR SPAETH

You will be seeing Dr. Lothar Spaeth, the Minister-President of
Baden-Wurttemberg briefly on Monday. He is a leading CDU
;@iitician and was at one time seen as a potential rival to
Chancellor Kohl, although he has fallen back a bit recently.
Baden-Wurttemberg is the richest Land in West Germany, and
probably the most prosperous single area of Europe, numbering
Mercedes Benz, Bosch and Porsche among its companies. It runs a
trade surplus wlth Japan, allegedly the only part of Europe to do
so. Dr. Spaeth has been Miﬁister-President for twelve years

and you last saw him when he was on an official visit here in

1986.

Dr. Spaeth is here at the invitation of the Welsh Secretary and
will be spending his time in Wales. The purpose 1is to promote
links between Wales and Baden—Wurtteqberg and no doubt to attract
some investment.ﬂ_Mr Walker will accompany him at the meeting

with you.

You will want to discuss German unlflcatlon and environmental

1ttua when you last met you had quite a discussion about acid

riln and the damage done to the Black Forest. You might also
like to ask him how he views the éxtreme*right wing Republikaner

Party and its prospects in the elections in December.

You might also say that you are very pleased that we are going to
reopen a full Consulate General in Stuttgart. We hope to have it
oper dt;ﬂq by the end of the year. (E?m;as a great mistake ever
to close 1t down, given Baden-Wurttemberg's economic

importance.) ' -

Charles Powell

23 March 1990

c: Spaeth (MJ)
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New ks,

VISIT OF HERR DR SPATH

I attach the final programme for the visit of Herr Dr Spath
to London and Wales next Monday and Tuesday. Also attached
1s a list of those in the party.

As you know, it has been agreed that, in addition to

Mr Walker and Herr Dr Spath, the meeting with the Prime
Minister at 11.30 am will be attended by Baron von
Richthofen (West German Ambassador), Herr Dr Menz (the
"State Secretary" in the Baden-Wurttemberg
Staatsministerium) and Herr Gurmann (interpreter). This
will also be the party for the meeting with the Foreign
Secretary at 10.45 am with the addition of Herr Mengele (the
Head of International Affairs in the Staatsministerium).

My office is making all the arrangements for transport. I

understand that the press call in Downing Street at 12 noon
has been arranged directly between the West German Embassy

and No 10.

/ Copy to Richard Gozney in the Foreign Secretary's Office.
\\MJ\__\

STEPHEN WILLIAMS

Charles Powell Esqg
Private Secretary

10 Downing Street

LONDON

SW1A 2AA




VISIT TO WALES BY HERR DR h c LOTHAR“SPATH,
MINISTERPRASIDENT DES LANDES BADEN-WURTTEMBERG:
26/27 MARCH 1990

MONDAY 26 MARCH
0855 Arrive Heathrow Airport
Received by:

Rt Hon Peter Walker MBE MP - Secretary of State for Wales
Baron Hermann von Richthofen - West German Ambassador
Dr Gwyn Jones - Chairman, Welsh Development Agency

Car 1: Herr Dr Spath
Mr Walker
Baron von Richthofen

Car 2: Herr Dr Menz
Herr Mengele
Mr Williams

to Welsh Office,
Whitehall, London

Car 33 Herr Reichl
Herr Dr Diepes
Herr Meilisner

Car 4: Herr Dr Stocks
Mr Aggett

T it Wi Tt Wt s N N’ it vt ' vt Nt St

The rest of the party travel with Dr Jones by coach to South
Wales (programme at Annex A)

1000 Arrive Welsh Office. Meet David Hunt MBE MP,
(approx) future Secretary of State for Wales;
Sir Richard Lloyd Jones, Permanent Secretary, Welsh
Office; and Mr Geoff Roberts, Director of
Information, Welsh Office. (Herr Gurmann,
interpreter, to be present.)

1035 Depart for Foreign Office (King Charles Street
entrance)

Car 1: Herr Dr Spath
Mr Walker
Baron von Richthofen

Car 2: Herr Dr Menz
Herr Mengele
Herr Gurmann
Car 3: for return of Herr Mengele to Welsh Office
at 11.15
1045 Meeting with Rt Hon Douglas Hurd MP, Foreign

Secretary




LS Depart. (Cars 1 and 2 as above, except that Herr
Mengele returns to Welsh Office in Car 3)

1130 Meeting with Prime Minister, Downing Street

Car 2 returns to Welsh Office

Herr Reichl, Herr Dr Stocks, Herr Dr Diepes, Herr Meisner,
Sir Richard Lloyd Jones, Mr Roberts and Mr Williams remain
at Welsh Office, to be joined by Herr Mengele at 11.20. At
1150 they depart for Downing Street to meet up with rest of
party (Cars 2, 3, and 4). Herr Hacker (Stuttgarter Zeitung)
joins party.

1200 Press call, Downing Street
1215 Depart for Paddington Station

Car 1: Herr Dr Spath
Mr Walker
Baron von Richthofen

Car 2: Herr Dr Menz
Herr Mengele
Sir Richard Lloyd Jones

Car 3: Herr Reichl
Herr Dr Diepes
Mr Roberts

Car 4: Herr Dr Stocks
Herr Meisner
Herr Hacker
Mr Williams

1300 Depart by train to Cardiff (not Baron von
Richthofen and Herr Dr Stocks, who return to
Embassy )

Party to be joined for lunch on the train by

Mr Geoffrey Inkin - Chairman, Cardiff Bay
Development Corporation

Mr Ian Kelsall - Director of the
Confederation of British Industry (CBI) Wales
Herr Helmut Wegner - Minister, West German
Embassy

4

1500 Arrive Cardiff Central Station. Depart for AB
Electronic Products (via Civic Centre)
Car 1: Herr Dr Spath
Mr Walker




Herr Dr Menz
Herr Mengele
Herr Wegner

Herr Reichl
Herr Dr Diepes
Herr Hacker
Herr Meisner
Mr Roberts

Mr Williams

Arrive AB Electronic Products, Forest Farm,
whitchurch, Cardiff. Received by

Mr Peter Phillips, Company Chairman, for tour

of factory and discussions (and meet up with rest
of party, who will have arrived at 1505).

Depart by coach

Arrive University of Wales College of Cardiff,
Trevithick Building, Newport Road, Cardiff.
Received by Sir Aubrey Trotman-Dickenson,
Principal, to view a new building for the faculty
of Engineering and Environmental Design, and for
discussions with academic staff and representatives
of companies with which the College is
collaborating.

1800 Depart
1805 Arrive Holiday Inn, Cardiff
1930 Reception at Bardd Suite, Holiday Inn

2000 Dinner hosted by Mr Walker in honour of
Herr Dr Spath

Overnight at Holiday Inn




TUESDAY 27 MARCH

0810 Depart hotel by coach

0820 Arrive National Museum of Wales, Cardiff.

- Received by the Honourable Jonathan Davies
(President of the Museum), Mr Alistair Wilson
(Director) and Mr Timothy Stevens (Keeper of Art).
View the refurbished art gallery and Wales' major
collection of Impressionist paintings.

Depart Museum

Car 1: Herr Dr Spath
Mr Walker

Car 2: Herr Dr Menz
Herr Mengele or Herr Prof Lohn
Mr Williams

Rest of party by coach for alternative programme (Annex B).
This will become the programme for the whole party in the
event of bad weather preventing the helicopter tour.

0905 Arrive Blackweir Fields for helicopter tour of
South Wales to include the Cardiff Bay
redevelopment area, Newport, the South Wales
Valleys, the new Bosch development at Miskin,
coastal scenery along the Gower Peninsular and
Swansea.

Arrive Morfa Stadium, Swansea. Received by
Mr Trevor Osborne, Director of Development, Swansea
City Council.

Depart by coach for a tour of the Swansea
Enterprise Zone and the Maritime Quarter

Arrive the Guildhall, Swansea. Received by the
Lord Mayor of Swansea, Councillor Lorna Aldron; the
Leader of the Council, Councillor Tyssul Lewis; and
the Chief Executive, Mr Andrew Boatswain. Official
signing of a declaration of partnership between
Wales and Baden Wurttemberg. Press conference.

Lunch at the Guildhall, hosted by the Lord Mayor of
Swansea.

Depart by coach.

Arrive University College, Swansea (Taliesin
Theatre). Received by the Principal, Professor
Brian Clarkson and academic colleagues.




Presentations and discussions of the work of the
College.

Depart for Swansea Airfield.

Arrive at Swansea Airfield to depart by private jet
to Heathrow.

Arrive Heathrow to connect with 1830 flight to
Stuttgart, LH 1655. Booked into Hounslow Suite.




ANNEX A

0935 Depart Heathrow by coach. (All baggage - including
(approx) that for the London party - to go in the coach for
delivery to the Holiday Inn, Cardiff).

During the journey to Cardiff there will be a number of
presentations given by Welsh Development Agency staff and by
video, covering such things as the Welsh economy, technology
in Wales and the presence of German companies in Wales.

WDA staff present will be:

Dr Gwyn Jones - Chairman

David Graham - Director Technology Marketing

Christine Warwick - Public Relations Director

Chris Thomas - European Director Welsh Development
International

Ian Rooks - Property Services Director

David Griffiths - European Manager Welsh
Development International

Menna Lewis - European Team Welsh Development
International

Arrive Amersham International, Forest Farm,
Whitchurch, Cardiff. Received by Mr David Warrell
(Site Manager)

Depart for Cardiff Castle
Arrive Cardiff Castle for lunch

Depart for AB Electronic Products, Forest Farm,
Whitchurch, Cardiff

Arrive AB Electronic Products to meet up with
London party




ANNEX B

0900

0920

1005

1050

Depart Museum by coach

Arrive Bosch development site, Miskin, to be met by
Mr Martin Wibberley (Director of Personnel, Bosch
(Wales)) and Mr Robin Elvin (Site Manager) to view
the site, followed by a briefing on the project at
nearby Miskin Manor Hotel.

Depart for Swansea via Bridgend.

Arrive at Morfa Stadium, Swansea to meet up
with helicopter party.




VISIT TO WALES BY HERR DR SPATH

GERMAN DELEGATION

Herr.Dr h ¢ Lothar Spath - Minister President of
Baden-Wurttemberg.

Herr Dr Lorenz Menz - State Secretary, Staatsministerium.

Herr Hans-Peter Mengele - Head of Department of
International Affairs, Staatsministerium.

Herr Professor Johann Lohn - State Commissioner for
Technology Transfer, Chairman of the Board of the Steinbeis
Foundation for Economic Promotion.

Herr Hartmut Reichl - Deputy Speaker of the Land Council,
Head of the Staff Unit for Press and Public Relations,
Staatsministerium.

Herr Walter Weik - Head of the Personal Office of the
Minister President, Staatsministerium.

Herr Ulrich Mach - Department of International Affairs,
Staatsministerium.

Businessmen

of Isicad GmbH,

Herr Wilfried Fackner - Managing Director
Jacques Alt, Ellwangen.

Herr Horst Holzl Eng - Managing Director of Murrplastik
GmbH, Oppenweiler.

Herr Dieter Holzle - Managing Director of Technikprojekte,
Development and Construction, Gachingen.

Herr Wolfgang Hohmann - Managing Director of Kunststoffwerk
Gessmann GmbH, Leingarten.

Herr Werner Kieninger - Managing Director of Walter
Kieninger GmbH, Lahr.

Herr Winfried Otto - Member of Board of Progress, Werk
Oberkirch AG, Oberkirch-Stadelhofen.

Herr Walter Sohner - Managing Director of Walter Sohnerx

GmbH, Schwaigern.




Academics

Herr Professor Dr Erwin Reisch - President of the University
of Hohenheim and Chairman of Baden-Wurttemberg University
Association.

Herr®Professor Dr Otto H Jacobs - Rector of Mannheim
University.

Herr Professor Dietmar von Hoyningen-Heune - Doctor of
Mannheim Fachhochschule (Technical University) and Chairman
of the Baden-Wurttemberg Fachhochschule Association.

Press

Herr Matthias Meisner Deutsche Presse-Agentur.
Herr Dr Volker Diepes Suddentscher Rundfunk.

Herr Reinhardt Hacker London correspondent of the
Stuttgarter Zeitung.

Embassy

Baron Hermann von Richthofen - West German Ambassador
(London end only).

Herr Helmut Wegner - Minister, West German Embassy.

Herr Dr Christian Stocks - West German Embass ( London
only)

Mr Roger Thomas - British Consul General, Stuttgart.
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10 DOWNING STREET

LONDON SWIA 2AA

From the Private Secretar)

12 March 1990

Konigswinter Conference

I am afraid a problem has cropped up over the travel
arrangements after the Konigswinter dinner. The Prime Minister
has decided that she does not want to helicopter back to London
at that time of night: and anyway it takes only an hour to drive
(not much longer than the helicopter, given the circuitous route
which it has to take). I’ think it must be up to the Germans
whether they want nonetheless to helicopter: 1if they do, the
Prime Minister wants it to be a helicopter of the Royal Flight:
and hopes it will avoid Battersea Heliport, which is an eyesore,
and come in to Chelsea Barracks (if permitted at that time of
night).

C.D. POWELL

Richard Gozney, Esq.,
Foreign and Commonwealth Office.




10 DOWNING STREET

LONDON SWIA 2AA
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From the Private Secretar)

22 February 1990

PRIME MINISTER'S MEETING WITH THE FEDERAL GERMAN DEFENCE MINISTER

The Prime Minister had a talk in her room in the House of
commons this afternoon with the Federal German Defence Minilister.
Herr Stoltenberg was accompanied by the German Ambassador.

The Prime Minister said that the agreement reached in the
margins of the Open Skies Conference in Ottawa to establish the
Four plus Two framework had been enormously important. She had
been determined to see that the consequences of German
unification for NATO and for European security were properly
thought through before unification took place. Some of
Herr Stoltenberg's colleagues had been curiously reluctant to
accept this. But now we had a framework, although it was a pity
that there seemed to be resistance to starting discussion until
after the elections in the GDR. At the same time, there was
agreement to hold a special meeting of the European Council to
discuss the consequences of unification for the European
Community. These would be very substantial. She understood
there was also agreement to hold discussions and consultations in
NATO. At last things were getting on the right track. It was
important that no-one should feel excluded, above all adjacent
states like Poland, which had a particular concern about its
border with Germany. Herr Stoltenberg agreed there was now a
very reasonable framework for consultation where all
international security aspects of unification could be
considered. Germany's allies and neighbours had a legitimate
right to be consulted. He thought there was a good prospect of
bringing such consultations to a successful conclusion by the end
of the year. He hoped the most sensitive questions would be
handled in the Four plus Two forum. The Prime Minister said that
we ought also to develop the CSCE framework. Herr Stoltenberg
said he fully shared this view.

The Prime Minister continued that she had also been rather
concerned about piecemeal developments affecting Europe's
defence. There had been the American proposals to reduce the
numbers of stationed forces, with which we had had to deal at
short notice. Countries like Belgium appeared to want to pre-
empt any reductions agreed in the CFE negotiations. We had also
been a bit worried by the attitude in the Federal Republic to
issues such as low flying and tank training. She hoped that in
future all these problems would be dealt with in a more
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coordinated manner. We were all bound by our Treaty commitments
to NATO and must stand by them. Once reductions were agreed 1n
the CFE talks, it might become necessary to review Britain's
commitment under the Brussels Treaty to keep specific numbers of
our forces 1n Germany. Herr Stoltenberg said that Chancellor
Kohl had undertaken that Germany would stay in NATO after
unification, even though this might cause electoral difficulties
for him. The German Government had every intention of standing
by that commitment. The Prime Minister said that she assumed it
extended also to keeping the American forces and nuclear weapons
in Germany. Herr Stoltenberg assented, although with less
conviction.

The Prime Minister then said that we had been very
disappointed not to get support from the Federal Republic in
relaxing some of the voluntary sanctions against South Africa.
She knew that Chancellor Kohl was much preoccupied with the
problems of unification and with the elections in East Germany.
He had been stalwart in joining her to resist sanctions against
South Africa. Both Government's had given President de Klerk
assurances that the release of Mandela and other steps would meet
with a positive response. Consequently she found it rather hard
to understand why the Federal Republic have not joined us in
relaxing some of the measures in response to de Klerk's bold
steps. Indeed she had mentioned this to Herr Genscher during his
visit to London, as they were walking downstairs at Downing
Street, and he had seemed to agree that the Community should take
some positive action. The German Ambassador said it was simply a
matter of time. The German Government took the view that any
action should wait until the state of emergency had been lifted
and political prisoners released. A decision had been reached in
Dublin to send a troika to South Africa. The Prime Minister said
this was a weak answer. Of course there was a danger that
countries which took action to relax sanctions would be
misrepresented But that was not an argument for doing nothing.
Our view was that we should proceed step by step. It would be
absurd to treat President de Klerk in exactly the same way as we
had treated President Botha. Herr Stoltenberg said that he
entirely agreed that President de Klerk had taken courageous
decisions and deserved support. He thought the German position
different from ours only on the question of timing. But he would
mention the matter and the Prime Minister's strong views to
Chancellor Kohl next Monday.

I am copying this letter to Stephen Wall (Foreign and
Commonwealth Office), Martin Stanley (Department of Trade and
Industry) and Sonia Phippard (Cabinet Office).

S Y

(CHARLES POWELL)

Simon Webb, Esqg., -
Ministry of Defence.
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PRIME MINISTER
. MEETING WITH THE GERMAN DEFENCE MINISTER

You are to see Herr Stoltenberg in your room in the House after

Questions tomorrow for about half an hour. He has been 1n
Scotland for a NATO Defence Minister's meeting. The main purpose
of seeing you is to maintain contact at the highest level
between the British and German government in this somewhat trying
period. You do, of course, know Herr Stoltenberg well; he has
been at the top of the Christian Democrat Party for more than 20
years, most recently as Finance Minister from 1982-89. He has
always been seen as a rival to Chancellor Kohl, and a cleverer
and more substantial man. But he lacks the political base,
coming from the relatively small Land of Schleswig Holstein: and
his somewhat cold and formal manner have made him a bit out of

place in the gemutlich style of German politics in which

Chancellor Kohl excels.

As Defence Minister, Herr Stoltenberg will have a key role in
working out German policy on defence and NATO in the period
leading up to and after unification. His instincts on this are
generally sound: but, as you will have seen from the telegrams,
he received a sharp set-back from Genscher when he suggested that
units of the regular German army could be stationed in the former
GDR after unification. Chancellor Kohl seems to be siding with
Genscher in creating the presumption that, at most, only

reservists will be allowed there. This 1s unhelpful.

I think the points you will want to get across to Stoltenberg

are.

you hope he will assure Chancellor Kohl that you are not
opposed to unification but determined to see the
consequences for the rest of Europe properly discussed
before unification takes place. The agreement in Ottawa to
establish the Four plus Two mechanism was a major step
forward, as is the agreement on an EC Summit. There will

also need to be discussions 1n NATO.

we regard it as essential that Germany should stay in NATO
The Russians cannot bring themselves to accept this
explicitly yet, and we shall have to devote a lot of effort

to bringing them round. This will mean we must show
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ourselves ready to take account of their security
interests, by allowing Soviet forces to remain in the GDR

for a transitional period.

= in the meantime, we should not make any concessions about
how former GDR territory will be defended after unification
until there has been proper discussion 1in the Four plus Two

group and in NATO.

- we also attach the highest importance to maintaining

American troops and their nuclear weapons in the FRG after

unification. You hope Stoltenberg supports this.

= we think that the Polish government are justified 1n seekling
a legally-binding guarantee of their border. This 1is
another of the matters which will need to be discussed in

the Four plus Two group.

It is possible that Herr Stoltenberg will suggest that NATO

should start to prepare for SNF negotiations. Our view 1s that

we should stick strictly to NATO's Comprehensive Concept, which
said that negotiations can begin once an agreement on
conventional forces is being implemented. This is still some way
off: and the most that we could envisage 1n the way of
preparatory work might be some discussion in NATO of technical
problems which will eventually have to be confronted 1in
negotiations, such as verificgtion. [We do not want to get drawn
into discussion of NATO's negotiating position, or the issue of
LANCE will be raised.]

You might take the opportunity to say to Herr Stoltenberg that we
would like to see the FRG take a more robust line on South
Africa. All our previous careful co-operation with Chancellor
Kohl seems to have slipped away, now that the moment for action
has come.

}

o \w-.l

C. D. POWELL

21 February 1990

C:\wpdocs\foreign\stol (pmm) Or&\An o _ L M
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Foreign and Commonwealth Office

London SWIA 2AH
CONFIDENTIAL

20 February 1990

/

Call by the FRG Defence Minister

Dr Stoltenberg is in the UK to attend an IEPG meeting.
He 1s seeing the Lord President, the Secretary of State for
Defence and the Foreign Secretary. I enclose a personality
note. Stoltenberg was appointed last April, having previously
been Finance Minister.

The main subject will be German unification. Stoltenberg
has a Key role to play in speaking up within the FRG for a
responsible approach to future security arrangements. The
Prime Minister might underline our support for unification,
and welcome the agreement at Ottawa on a framework for
resolving the external aspects of Germany unity.

It is clear from the public disagreement between
Stoltenberg and Genscher over the weekend that German thinking
on the details of future security arrangements for Germany
remains at an early stage. Stoltenberg has been trying to
establish how the Bundeswehr would defend the territory of the
GDR. Genscher has said that the matter was undecided. But
latest reports are that Stoltenberg and Genscher have made a
joint statement that Bundeswehr forces should not be stationed
1n the territory of the former GDR. The statement, however,
leaves the question of what security arrangements there w111
be for negotiations with the GDR and the Four Powers. The
Prime Minister might take the line that:

- crucial that Germany stays in NATO;

Allied opinion seems to be coalescing around the proposition
that NATO would forswear deployment of non-German forces on
territory of former GDR. We should not concede anything
about the defence status of the former GDR territory until

there has been intensive discussion in the Four plus Two and
NATO;

but the Soviet Union have not yet reconciled themselves to
Allied thinking. We will all need to pursue with tact,

assuring them that we have their security interests in
mind;

NATO now needs to flesh out its thinking. Important for
Western Four to work jointly at finding the answers in weeks
ahead;
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- a crucial aspect will be transitional arrangements for
Soviet forces. Once we have reached a common view among the
Western Four, we will need to consider how to take this
forward in the Two plus Four structure.

The Bundeswehr’s current active strength of 456,000
cannot be maintained for demographic reasons. Proposals for a
restructuring, under the umbrella title ’‘Bundeswehr 20007,
have evolved substantially since they first became known 1n
1988. Provided a CFE treaty is concluded soon, the
Bundeswehr’s active strength will fall to about 400,000 by
1995. Wartime strength would be maintained through increased
reliance on reserves. The Germans have kept their NATO allies
fully informed of their plans, and appear to have taken some
account of their concerns. We recognise the demographic
pressures on the Bundeswehr, and accept realistic measures to
counter them, provided they do not undermine the Western
position in the run-up to CFE. Political pressure for deeper
cuts will continue. The Prime Minister could say:

- grateful to have been kept in touch with plans. Appreciate
need to address future demographic constraints: clearly
important to plan well in advance;

- hope any reductions will be consistent with progress in arms
control.

The Prime Minister might commend NATO’s recent moves to
give impetus to the CFE negotiations (the US/Soviet bilateral
ceiling for Central Zone of 195,000; amended aircraft and
helicopter proposals and an amended tank definition that have
all been expressly designed to meet Soviet concerns) and point
to the substantial UK role in achieving this. On the subject
of CFE Follow-Up, the Prime Minister might say that a further
parity-based bloc to bloc negotiation is unlikely to be
feasible, and that we shall need to consider among the Allies,

and then in the CSCE context, how to take the process forward
after CFE.

Both Herr Genscher and Dr Stoltenberg have recently
raised the question of SNF negotiations. In January Dr
Stoltenberg proposed that NATO should begin preparations for
SNF 1n the course of this year. The Comprehensive Concept
says that negotiations aimed at partial reductions in US and
Soviet short-range nuclear missiles can begin once a CFE
agreement is being implemented. The conditions are therefore
likely to be fulfilled in the not too distant future; and
before then NATO will need to decide on its negotiating
position. Our aim should be to try to restrict NATO’s
preparations before the German elections to a discussion of
| technical issues such as verification (which will be a
particularly difficult aspect of SNF negotiations). If we
| allowed ourselves to be drawn into a discussion of the
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Alliance’s negotiating position as a whole, the issue of LANCE
would probably resurface before the German elections.

If, therefore, Dr Stoltenberg raises the question of
preparation for SNF negotiations, the Prime Minister might
say:

- that we stick by the Comprehensive Concept;

- we should only start preparatory work on SNF negotiations.in
the Alliance when the CFE agreement is on the verge of belng
concluded;

- we shall want to consult bilaterally with both the US and
the FRG before opening this topic in the Alliance later 1n
the year.

I am copying this letter to Tim Sutton (Lord President’s
Office), Simon Webb (MOD) and Sonia Phippard (Cabinet
Office).

(J S Wall)
Private Secretary

C D Powell Esqg
10 Downing Street

CONFIDENTIAL
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SPAETH ON GERMAN UNIFICATION \c .

A I'v._-;_ Y ) cam Y \

SUMMARY

1. SPAETH FAVOURS RAPID MOVEMENT TO GERMAN ECONOMIC AND MONETARY
UNITY AFTER GDR ELECTIONS BUT HOPES FOR AN ORDERLY PROCESS TOWARDS
STATE UNITY OVER 1-3 YEARS.

DETAIL

2. THE MINISTER PRESIDENT OF BADEN-WUERTEMBERG, ON WHOM THE WELSH
SECRETARY AND I CALLED IN STUTTGART ON 20 FEBRUARY, SHARED THE
FEDERAL GOVERNMENT'S VIEW THAT THE BEST HOPE OF GIVING PEOPLE IN THE
GDR HOPE OF BETTER DAYS WAS TO INTRODUCE GERMAN MONETARY UNION
QUICKLY AFTER THE GDR ELECTIONS. IT WOULD BE NECESSARY FOR THE NEW
GDR GOVERNMENT AFTER 18 MARCH TO INTRODUCE THE LEGISLATIVE FRAMEWORK
FOR A FREE MARKET ECONOMY INCLUDING THE BUNDESBANK LAW. THEREAFTER,
PERHAPS IN THREE MONTHS FROM NOW, THE D MARK CULD BE INTRODUCED. THE
GDR ECONOMY BEING MUCH SMALLER THAN THE WEST GERMAN, IT WOULD BE
POSSIBLE IMMEDIATELY TO EXCHANGE EAST MARKS FOR D MARKS AT
ONE-TO-ONE FOR CURRENT FLOWS (WAGES, PENSIONS ETC) AND TO REPLACE
SAVINGS AT THE SAME EXCHANGE RATE BUT IN STAGES OVER A PERIOD.

3. INVESTMENT, MOSTLY WEST GERMAN BUT ALSO JAPANESE AND OTHER
FOREIGN, COULD THEN FLOW RAPIDLY INTO THE GDR. AT FIRST INCOMES 1IN
THE GDR WOULD BE 50 PER CENT OF THOSE IN THE FRG BUT THEY WOULD GROW
QUICKLY OVER THE NEXT FEW YEARS. SPAETH ADMITTED, HOWEVER, THAT
EMIGRATION MIGHT WELL CONTINUE DURING RESTRUCTURING OF THE EAST
GERMAN ECONOMY, AND MIGHT EVEN BE INCREASED BY THE NEW UNEMPLOYED
MOVING TO THE FRG. THERE WOULD BE PRESSURES TO INCREASE SALARIES
FASTER THAN PRODUCTIVITY IMPROVED.

4. SPAETH SAID THAT THERE WAS T00 MUCH EMOTION IN THE ATTITUDE OF
THE FEDERAL GOVERNMENT. ONCE ECONOMIC UNITY HAD BEEN ACHIEVED, A
STABLE STRUCTURE FOR MOVING STEP BY STEP TO STATE UNITY SHOULD BE
ESTABLISHED. THE PROCESS MIGHT TAKE 1 - 3 YEARS, AND THAT SHOULD
ALLOW TIME FOR THE FOUR PLUS TWO DISCUSSIONS TO SUCCEED. DURING THE
TRANSITION TO STATE UNITY THERE SHOULD BE A CONFERENCE OF THE EAST
AND WEST GERMAN PARLIAMENTS AND A CONFERENCE OF THE LAENDER IN ALL

PAGE 1
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GERMANY. SPAETH SAID THAT THE PUBLIC MOOD IN THE FRG WAS NOW LESS
EUPHORIC ABOUT UNITY THAN IN DECEMBER, AND IMPLIED THAT AN ORDERLY
PROCESS FROM ECONOMIC TO STATE UNITY MIGHT SUIT THE PUBLIC MOOD.

5. SPAETH SAID THAT THE GDR PARTIES ALLIED TO THE FEDERAL CDU WOULD
WIN AT MOST 20 PER CENT OF THE VOTE ON 18 MARCH. THE EAST GERMAN SPD
WOULD DO MUCH BETTER. IT WOULD BE DIFFICULT FOR THE FEDERAL
COALITION TO NEGOTIATE WITH AN EAST GERMAN GOVERNMENT LED BY THE
EAST GERMAN SPD AND NO DOUBT GREATLY INFLUENCED BY THE FEDERAL SPD.
THE LAENDER IN THE GDR COULD BE QUICKLY RECALLED INTO EXISTENCE, AND
MIGHT GIVE MORE IMPORTANCE THAN THE GDR GOVERNMENT EVEN WHEN THE
LATTER WAS DEMOCRATIC. ALTHOUGH IT SEEMED LIKELY THAT THE GDR WOULD
NOT BREAK DOWN COMPLETELY BEFORE 18 MARCH, AUTHORITY THERE WAS VERY
WEAK AND ALL SORTS OF UNECPECTED THINGS MIGHT HAPPEN IN DUE COURSE.

COMMENT

6. SPAETH LIKES TO EXPRESS OPINIONS DIFFERENT FROM THOSE OF HIS
RIVAL, KOHL. HIS VIEW THAT STATE UNITY MIGHT NOT BE REACHED FOR
THREE YEARS IS HIGHLY UNTYPICAL OF VIEWS HERE. WHAT SPAETH FORESEES
IS DESIRABLE BUT THE GENERAL EXPECTATION AT PRESENT IS THAT STATE
UNITY MIGHT COME IN ABOUT A YEAR FROM NOW.
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IO DOWNING STREL]

LONDON SWIA 2AA

19 February 1990

VISIT OF DR. LOTHAR SPATH

Thank you for your letter of 15 February
about the visit of Dr. Lothar Spath. The
Prime Minister can see him at 1130 on Monday
26 March.

I am copying this letter to Stephen
Williams (Welsh Office).

C. D. POWELL

Richard Gozney, Esq.,
Foreign and Commonwealth Office
CONFIDENTIAL
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Foreign and Commonwealth Office

[London SWI1A 2AH

15 February 1990

Visit of Dr Lothar Spath

Dr Lothar Spath, the Minister-President of Baden-
Wurttemberg, is visiting Wales on 26 and 27 March at the
invitation of the Secretary of State for Wales, to further
the growing links between Baden-Wurttemberg and Wales.

Dr Spath has suggested that he might call on Ministers 1n
London, in particular the Prime Minister whom he last met 1n
1986.

Dr Spath has been CDU Minister-President of Baden-
Wirttemberg since 1978 and has made a major mark, especilally
by nurturing Baden-Wirttemberg's pre-eminent economic position
in the FRG. It 1s the home of Mercedes Benz, Siemens and
other top companies and claims to be the only area of Europe
to run a trade surplus with Japan.

Until recently Dr Spdath was regarded as a potential
rival to Chancellor Kohl, but his failure to win re-election
as Deputy Chairman of the Federal CDU in 1989 (a post he
had held since 1981) was a serious reverse. He remains
nonetheless one of the top politicians 1n the FRG, and
perhaps the most successful Minister-President. As Prime
Minister of a Land he ranks as a Cabinet Minister.

The Foreign Secretary believes that the Prime Minister
might find an exchange of views with Dr Spath useful. He
has taken a cautious line on German unity. The Foreign
Secretary intends to see him, so we would not press the case
for a call on the Prime Minister.

I am copying this letter to Stephen Williams (Welsh

Office).
(\9—0\0.&;.0

ST
|

(R H T Gozney)
Private Secretary

C D Powell Esqg
10 Downing St
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GENSCHER'S VISIT TO LONDON: MEDIA COVERAGE

SUMMARY

1. EXTENSIVE COVERAGE IN TODAY'S PRESS OF GENSCHER'S CALL AT NUMBER
TEN. PRIME MINISTER'S STATEMENT OF SUPPORT FOR GERMAN UNITY
DESCRIBED AS A GREAT ENCOURAGEMENT FOR THE BONN GOVERNMENT. VISIT
ALSO REPORTED PROMINENTLY ON ELECTRONIC MEDIA.

DETAIL

2. GENSCHER'S VISIT TO LONDON ON 14 FEBRUARY ON HIS WAY BACK FROM
OTTAWA IS REPORTED EXTENSIVELY IN ALL LEADING WEST GERMAN
NEWSPAPERS, FREQUENTLY ACCOMPANIED BY PHOTOGRAPHS OF HIS MEETING
WITH THE PRIME MINISTER. THE GENERAL ANZEIGER (INDEPENDENT),
PUBLISHED IN BONN AND WITH CLOSE CONNECTIONS TO GENSCHER'S OFFICE,
REPORTS HIM AS BEING VERY PLEASED WITH THE PRIME MINISTER'S
STATEMENT THAT SHE HAS NO RESERVATIONS ABOUT GERMAN UNITY, AND
SUGGESTS THAT SUCH A ''MESSAGE OF HARMONY'' SHOULD ENSURE THAT THERE
IS NO FURTHER SPECULATION ON PERSONAL DIFFERENCES BETWEEN MRS
THATCHER AND CHANCELLOR KOHL. THE NEWSPAPER QUOTES GENSCHER AS
SAYING THAT THE REMOVAL OF ANY DOUBTS ON THE BRITISH ATTITUDE TO THE
QUESTION OF GERMAN UNITY WOULD GREATLY ENCOURAGE GERMANS 1IN EAST AND
WEST. THE FRANKFURTER ALLGEMEINE ZEITUNG (CONSERVATIVE) REPORTS THAT
AFTER BEING TELEPHONED BY GENSCHER CHANCELLOR KOHL HAD EXPRESSED
PLEASURE IN CABINET AT THE PRIME MINISTER'S STATEMENT. BILD ZEITUNG
(RIGHT-WING TABLOID), WHICH HAD BEEN PARTICULARLY ANT-BRITISH 1IN
RECENT DAYS, ADOPTS A POSITIVE LINE AND SEES GENSCHER'S VISIT T0O
LONDON AS A PERSONAL TRIUMPH FOR HIM.

3. IN SEPARATE REPORTS HOWEVER BOTH DIE WELT (CONSERVATIVE) AND THE
FAZ DRAW ATTENTION TO THE PRIME MINISTER'S STATEMENT AT HER DINNER
ON 13 FEBRUARY FOR THE POLISH PRIME MINISTER IN WHICH SHE EXPRESSED
UNDERSTANDING FOR POLISH CONCERN THAT SOME OF THE PRESENT
DEVELOPMENTS IN EUROPE COULD AWAKEN ''DEEP-ROOTED FEARS'' AND THAT
GERMAN UNIFICATION MUST BE ACHIEVED ONLY WITH THE ASSURANCE OF
INTERNATIONAL GUARANTEES. FAZ ALSO REFERS TO REPORTS OF A STATEMENT

PAGE 1
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BY THE PRIME MINISTER TO CONSERVATIVE POLITICIANS THAT THE
RECONSTRUCTiIiON OF THE GDR SHOULD NOT IMPOSE UNDUE COST ON BRITAIN.

4. THE VISIT TO NO 10 AND YOUR SUBSEQUENT BRIEFING WITH GENSCHER OF
JOURNALISTS IN DOWNING STREET WERE REPORTED PROMINENTLY AND
FACTUALLY ON THE MAIN TELEVISION AND RADIO BULLETINS.
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary

14 February 1990

PRTME MINISTER'S MEETING WITH THE GERMAN FOREIGN MINISTER

The Prime Minister had an hour's talk this morning with Herr
Genscher, who was on his way back from the Open Skies Conference
in Ottawa. Herr Genscher was accompanied by the German
Ambassador and by his Private Secretary. The Foreign Secretary
was also present.

The discussion was robust but basically good-humoured, and a
positive line was agreed for the press at the end. You will be
receiving separately a transcript of the remarks made by the
Foreign Secretary and Herr Genscher outside No. 10.

The Prime Minister began by congratulating Herr Genscher and
the Foreign Secretary on the agreement reached in Ottawa to
establish a framework for meetings of the Berlin Four and the two
Germanies. But before getting into that, she wanted to tell Herr
Genscher how strongly Poland's Prime Minister felt about the need
for a Treaty to confirm the Polish/German border. Herr Genscher
indicated that he was aware of Mr. Mazowiecki's concerns, but
gave the impression that he did not take them very seriously.
There was no doubt about the substance of the German position on
borders. Any problems could be sorted out in the CSCE framework.
The Prime Minister said that Mr. Mazowiecki had been quite clear
that there must be a Treaty. She thought he was justified in
demanding this. Poland did not want to be side-lined and the
border must be put beyond legal dispute. Herr Genscher said that
Germany did not want to have to sign a Peace Treaty with

everyone. They would clarify their position on the border and
find a way to convince the Polish Government. He repeated that
there was no difficulty on the substance. The Prime Minister

said she could not see why, in that case, there was any
difficulty about having a Treaty.

Discussion then turned to the subject of German unification.
The Prime Minister said that it was very important that Germany

should understand the anxieties of others about unification. Sghe
tended to speak up more openly than others. But she could assure
Herr Genscher that the anxieties she expressed were widely

shared in Europe. Her basic concern was that the German

government seemed entirely pre-occupied with German unification
and had not given sufficient attention to consultation with
Germany's allies about its wider consequences. As a result the
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rest of us were feeling ignored or excluded, and problems were
being dealt with piecemeal. We had played our full part 1in
preserving Europe's and Germany's security for over 40 years. We
had kept to our commitment under the Brussels Treaty to keep
substantial forces in Germany, even though it might have suited
our interests better to organise our defence differently. She
was determined that German unification should not have the effect
of undermining the stability and security which Europe enjoyed.
Had the Germans been ready to accept from the beginning that the
consequences of unification should be discussed in the Four Power
Forum, there need have been no problem. As it was, we were
simply told that such vital matters as the future of NATO would
be settled in due course. We understood the emotion which
unification generated in Germany: the Germans, for their part,
should show more sensitivity to the no less genuine emotions of
others. The agreement now reached to establish a forum of the
Berlin Four plus the two Germanies was an important step forward.
But it was a pity it had taken so long.

Herr Genscher said that he needed no convincing of the
importance of dealing with the consequences of unification. He
had dealt with these aspects fully in three recent speeches. The
problem lay rather with the pace of events and that stemmed
basically from the collapse of East Germany. It was possible
that the situation could be held until the elections on 18 March.
But people would expect the process of unification to start
immediately thereafter: and if it did not they would simply
unite Germany de facto, creating chaos. Herr Genscher continued
that some people used to think that a divided Germany was in
itself a contribution to stability. He had never accepted that:
it was certainly not true now. To all intents and purposes, the
GDR no longer existed as a state. Under these pressures, the FRG
simply had to move forward. The Prime Minister interjected that
Herr Genscher was constantly stressing the priority which had to
be given to unification. But it was important that the wider
issues should be sorted out before unification took place. By
his own admission, unification could happen shortly after the
elections on 18 March. In that case, it was urgent to get down
to resolving the issues such as borders and the implications for
NATO without any delay. It was not as though there were many
options to be considered. We all accepted unification. But we
felt hurt that our interests were simply being put on one side.

The Prime Minister continued that neutrality could not be an
option for a united Germany. It was also vital that the United
States should keep substantial forces and nuclear weapons 1in
Germany. Herr Genscher interjected that there was no
disagreement on these two points. Not even the East European
countries wanted a neutral Germany. The Prime Minister said the
main question was what should happen to Soviet forces in the
GDR. In her view, they should be able to stay there, at least
for a transitional period. Herr Genscher said there was no
problem over this either. He had told President Gorbachev and
Mr. Shevardnadze that if they wanted to keep Soviet troops on GDR
soil, that was perfectly acceptable to the FRG. Soviet security
interests had to be taken into account. At the same time it was
clear that the Warsaw Pact was disintegrating. This was one
reason why the Soviet Union attached so much importance to a Cscg
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summit, as an alternative means of providing security. The Prime
Minister commented that such a summit should reaffirm existing
borders all over Europe. Herr Genscher said that the principles
of the existing Helsinki Final Act could be made legally binding.

The Prime Minister said that she was glad that she and Herr
Genscher could talk frankly without causing any resentment. She
hoped that she had made clear to him why she felt strongly about
the way in which unification was being handled. It was this to
which she objected, not to unification itself. Herr Genscher
said that he hoped that he had persuaded the Prime Minister that
Germany did not want anything to happen behind the backs of the
Four Powers. They must be involved in the talks between the two
Germanies from the beginning. The procedure which had been
agreed in Ottawa was a good one. For his part, he wanted to say
to the Prime Minister that it was important that the FRG's allies
should not give the impression that they had reservations about
unification. While the leaders of the three main political
parties in the FRG were determined that Germany should remain in
NATO and that American forces should stay, there were others on
the extreme right and left who favoured neutrality. If the
impression gained ground that the allies were putting obstacles
in the way of unification, that would only strengthen extremists.
He hoped, therefore, that the Prime Minister would take every
opportunity to make clear that she favoured German unification.
People in Germany must believe that they had the support of the
allies. The Prime Minister said that she had no difficulty in
giving such support, provided that German Ministers took every
opportunity to make clear that they recognised the need to deal
with the consequences of unification now, in full consultation
with the allies. Until recently they constantly emphasised
unification and neglected to talk about the consequences. These
ought to be addressed now and if possible resolved before the
elections were held in East Germany. Otherwise unification might
just come about and no decisions would have been taken on, for
instance, the position of Soviet forces in East Germany or
Germany's role in NATO. She was worried that people were doing
things for political reasons without working out the wider
consequences. Herr Genscher said that there was no need to be
alarmed about Germany's intentions on this. The Prime Minister
responded that she would not be alarmed provided we got the wider
framework sorted out. This could not be done by German
unification alone. Nor without it, said Herr Genscher. The
Prime Minister concluded that she was now much happier that a
structure had been agreed in Ottawa.

Herr Genscher said that he had been struck when in Moscow by
how Gorbachev, during his meetings with his German visitors,
appeared to have no other preoccupation except the matter in
hand. Shevardnadze, by comparison, appeared deeply preoccupied
with some of the developments at the Central Committee Plenum,
particularly the criticism of Soviet foreign policy.

Herr Genscher also referred to his own remarks in Ottawa of
the importance of establishing better relations between the
European Community and the United States. This would be
absolutely fundamental to the future.

CONFIDENTIAL




CONFIDENTIAL

...4 -

Herr Genscher said that he would be addressing political
meetings in East Germany later this week. His impression was
that the SED would receive between 5 and 10 per cent of the

votes 1n the elections on 18 March, mostly from party members who
feared losing their jobs. The Social Democrats would do very
well: the GDR had formerly been a stronghold of social
democracy. He thought that the Liberals would also do well,
perhaps better than in the FRG. The unknown was the likely
performance of the various Conservative groupings. There were
very few catholics in East Germany and it was catholics who made
up the bulk of the CDU's support in the Federal Republic. He
thought the most likely outcome would be an all-party government
excluding the SED.

There was then a brief discussion of what should be said to
the press. The Prime Minister said that we should welcome the
agreement reached in Ottawa on a framework of the Berlin Four and
the two Germanies to discuss the wider consequences of
unification. It should be clearly stated that the United Kingdom
supported unification in accordance with its previous
undertakings. At the same time, it would be made clear that the
German government agreed that unification must take place within
a framework which guaranteed the continued stability and sure
defence of Europe, and would be ready to consult fully to ensure
this.

I am sending a copy of this letter to Simon Webb (Ministry
of Defence) and to Sonia Phippard (Cabinet Office).

(C. D. POWELL)

Stephen Wall, Esgq.,
Foreign and Commonwealth Office.
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MEETING OF FOUR FOREIGN MINISTERS: 13 FEBRUARY

SUMMARY

1. AGPEEMENT ON PROCEDURE FOR SETTING UP A MEETING OF THE FOUP PLUS
TwO., CMOTIONAL SPEECH BY GENSHER THANKING HIS ALLIES FOR SUPPORT OVER
GERMAN UNIFICLTION, AGREEMEKT IN PRINCIPLE ON GEPMAN PROPOSAL ON
BERLIN ELECTIONS BUT NOTHING TO BE SAID TO THE RUSSIANS FOR THL
MOMENT,

DETAIL

2. THE FOUR FOREIGCN MINISTERS MET FOR BREAXKFAST THIS MORNING, THE
MAIN TOPIC WAS FOLLOW=-UP TO YESTERDAY'S DISCUSSIONS WITH SHEVARDNADZE
ON ESTABL ISHMENT OF A MEETING CF THE FOUR PLUS TWO (OF AS THE CEPMANS
wOuULD PREFER 1T, THE TwO PLUS FQUR), BAKER REPORTELD THATY HE HAD
TALKED TO SHEVARDKNAUZE wHO, WMILE STILL HMANKERING AFTER SOMETHING
ELSE, WAD AGRECD THAT THIS APPROACH SEEMED INEVITABLE. HE HAT
CONSULTED GORBACHEY OVERNIGHY AND WE AWAITED THE SOVIEY RESPONSE,

—« MUCH OF THE ENSUING DISCUSSION WAS A MIXTURE OF SUBSTANCE AND
PROCEDURE., THE MAIN POINTS WERE:

A) 1T WAS AGREED THAT, IF THE RUSSIANS WERE ON BOARD, WE SHOULD AIM

o FOR A STATEMENT RY THE SIX LATER TODAY, THERE wWOULD BE NO SUBSTANTIVE

MEETING OF THE SIX IN OTTAWA BUT THMEY SHOULD BE WILLING TO MEET FOR A
PHOTOGRAPH WHEN THE STATEMENT WAS 1SSUED. GENSCHER WAS ADAMANT THAT
THERE COULD RE NO COLLECTIVE DISCUSSION WITH FISCHER: THE GDR
GOVERNMENT NOW HAD NO LEGITIMACY AND KOML WAD INSISTED THAT MODROW BE
ACCOMPAMIED ON HIS VISIT TO BONN BY REPRESENTATIVES OF THE
ROUNDTABLE,

B) THE FIRST MEETING AT FOREIGN MINISTER LEVEL SHOULD TAKE PLACE
AFTER THL 13 MARCH ELECTIONS., IT wAS AGREED THAT ALL THE MCETINGS
WOULD BE (N GERMANY, SOME POSSIBLY IN THE WEST, SOME IN THE EAST,
GENSCHER WAS KEEN TMAT THE STATEMENT SHOULD SAY THAT THE GERMANS
WOULD WOST THE MEETINGS BUT DUMAS, TWE SECRETARY OF STATE AND BAKER
RESISTED THIS. THE SECRETARY OF STATE SAID THAT, IN PRACTICE, Twf

————— e




MEETINGS wWOULD BE HOSTED BY THE GERMANMS BUT IT WAS IMPORTANT FROM THE
SOVIET POINT OF VIEW, AND TO SCME EXTENMT FROM QURS, THAT THE MEETING O
| OF THE SIX SHOULD NOT JUST APPEAR TC RUBBER STAMP SOMETHING ALRCADY
.AGREE[‘- BETWEENM THE TwQ GERMANIES,
C) EXCHANGES BETWEEN POLITICAL DIRECTORS (N PREPARATION FOR A MEETING
AFTER 18 MARCH COULD START STRAIGHTAWAY, THE FOUR POLITICAL DIRECTORS
WOULD ANYWAY DISCUSS MOW TO HANDLE THESE CONTACTS. GENSCHER wAS ONCE
AGAIN ADAMANT THAT THERE SWOULD BE NO COLLECTIVE MEETING OF THE SIX
INVOLYING THE POLITICAL DIPECTOR OR EQUIVALENT FROM THE PRESENT GDR
GOVERNMENT,

4. ELECTION OF MCMBERS OF THE BUNDESTAC FROM BERLIN, GENSCHER ASKED
FOR THE VIEWS OF M1S ALLIES. BAKER SAID THE AMERICANS HAD ND PROBLEM
AN THME SUBSTANCE OF THE PROPOSAL BUT HE WONDERED (F 1T WAS RIGHT T0
RAISE 1T WITH THE RUSSIANS UNTIL THE PROCESS OF THE FOUR PLUS TwO HWAD
GOT UNDERWAY. THIS WOULD BE JUST ONE MORE JAB IN THE RUSSIAN EYE,
WHICH WOULD NOT BE WISE, THE SECRETARY OF STATE AND DUMAS AGREED,
GENSCHER SAID ME WAS HAPPY WITH THAT. IF EVERYBODY WAS AGREED LK
PRINCIPLE, THEN THERE WAS NO MEED TO RAISE THE MATTER WITH THE
RUSSIANS NOW. ME CLEARLY THOUGHT THAT, WITH THE DEMISE OF AN
INDEPENDENT CDR, THE ISSUE wOULD QUITE QUICKLY BECOME ACADEMIC,

5. GENSCHER THEM MADE A RATHER EMOTIONAL STATEMENT, H1S COLLEAGUES
COULD UNDERSTAKD wOw EVERYTHING THAT WAS HAPPEWIMG IN GERMAHY WAS
DEEPLY MOVING FOR THE GERMANS AND FOP HIMSELF, HE WANTED 10 EXPRESS
HIS GRATITUDE TO HIS FRIENDS AND ALLIES FOR THOIR CONTINUOUS SUPPORT.
THIS WAS APPRECIATED NOT ONLY BY THE COVERNMENT BUT BY ORDINARY
CERMANS AS A WHOLE, GENSCHEP HIMSELF WAS VERY FAMILIAR WITH THE VIEWS
AND FEELIKGS CHERISHED BY THE CERMAN PEOPLE. THEY HAD ALWAYS BREEN
PAPT OF A COMMUNITY OF DEMOCRATIC COUNTRIES. THAT WAS IRREVERSIBLE,
ME WANTED TO ADDRESS MIMSELF PARTICULARLY TO WIS TWO COLLEAGUES wWHO
WERE MEMBERS OF THME EUROPEAN COMMUNITY, WHAT WAS NOW HAPPENING N
3 . GERMANY SHOULD SERVE TO INCREASE THEIR MUTUAL EFFORTS TO CONTINUE THE

JINTEGRATION OF THE COMMUNITY IN ALL AREAS AND TO SPEED UP THE

" PROCESS, HWE ALSO HOPED THAT THE COMMUNITY WOULD FIND WAYS AND MEARS
TO DEVELOP ITS RELATIONSHIP WITH THE UNITED STATES, IN KEEPING WITH
THE NEW SITUATION, ME ALSO BELIEVED, AS ME HAD TOLD SHEVARDNADZE,

| THAT TMERE WAS SCOPE FOR A CLOSER RELATIONSHIP BETWEEN THE EC AND THE

' SOVIET UNION, GENSCHER SAID THAT HE HAD ROT WILLINGLY LEFT THE GDR AS
A YOUNG MAN BUT NAD BEEN FORCED TCO DO $O. MIS COLLEAGUES COULD
IMAGINE WHAT IT MEANT TO MIM TO VISIT HIS HOME TOWN OF WALLE LATER IN
THE WEEK TO TELL THE PEOPLE THERE OF THE EXCITING DEVELOPMENTS, ONCE
AGAIN HE WANTED TO EXPRESS HIS MEARTFELY GRATITUDE TO HMIS ALLIES,
THEY WOULD FIND IN THE GERMANS FRIENDS, PARTNERS AND ALLIES OKX wHOM

THEY COULD RELY.



@. 745 SeCRETARY OF STATE SAID WE COULD ALL MAKE TWE EFFOPT OF
(MAGIRATION TO UNDCRSTAND GENSCMER'S FEELINGS. WE WOULD ALL DO OUP
BEST 10 BE FRIENDLY AND CONSTRUCTIVE AS HIS VISION BECAME A REALITY.
DUMAS (WHOSE FATHER WAS SHOT BY THE GERMANS) SAID RATHER RUEFULLY
TMAT GENSCHER WOULD APPRECIATE WHAT WAS IN EVERYONE'S MINDS WITH ALL
THE WISTORY THAT LAY BEHIND THEM. ALL THIS WAS A MATTER OF PAST
RELATIONSHIPS AS WELL AS OF THE FUTURE, WE WERE TURNING A REW CORNER
AND MEEDED STRONG LINXS IN THE FUTURE.

7. BAKER SAID HE APPRECIATED GENSCHER'S REMAPKS ABOUT THE
STRENGTHENED TIES RETWEEN THE EC AND THE US, THESE TI1ES wOULD PLAY A
LARGER ROLE IMN A CHANGED EUROPE., HE MAD BEEN MOVED WHEN GUNSCHER HAL
CALLED HIM LAST NOVEMBER AND WHEN THE GERMAN SWITCHROARD OPERATOR
PUTTING THROUCH THE CALL HAD SAID *'*GOD BLESS AMCRICA AND ALL YOU
HAVE TONE FOR GERMANY'', THESE WERE HISTORIC TIMES. 'F THE SOVIET
UNION AGREED TO THE TwO PLUS FOUR MECHANISK THEY HAD DISCUSSED THAT
MORNING, THAT TOO WwOULD BE A SMALL PART OF HISTORY,

8, THE SECRETARY OF STATE SAID ME wAS SORRY TO DRAG MATTERS BACK TO
THE PEDESTRIAN BUT IT WAS IMPCRTANT THAT WE SHOULD ALL BEAR IN MIND

C WITH THE NATO COUNCIL N JUME, PRECEDED BY & MECTINC OF TMC
FOUR FOREIGN MINISTERS AT CHEVEMING, FOLLOWED BY THE EUROPEAN COUNCIL
ANT THE ECONOMIC SUMMIT, WE MEEDED TO THINK THROUGH THE OPPORTUNITIES
THAT WOULD BE OPEN TC US TO MANAGE THE PROCESS OF CHAMGE. ALL THE
OTHERS AGREED, DUMAS EMPHASISING THE KEED FOR FLEXIBILITY,

-
THAT

G, BAKER STPESSED THAT, IR PREPARING FOR THE CSCE SUMMIT, |T WAS VERY
IMPORTANT THAT THE NATO COUNCIL SHOULD BE ABLE TO BRING SOML
INFLUENCE TO PEAR, THESE MATTERS MUST BE SHAPED WITHIN THE NATO
COGUNCIL AND NOT COMPLETELY APART FROM 1T, NATO WOULD BE COME LESS OF
A MILITARPY AND MUCH MDRE OF A POLITICAL ALLIANCE. IT WAS THE ALLVANCE
WHICH TIED THE UNITED STATES TO EUROPE AND 1T WAS VITAL NOT TO LOSE
THAT POLITICAL COMPINATION, SO THE SPECIAL GRQUP PREPARING FOR THE
CSCE MUST REPORT TO THE NATO COUNRCIL OR NATO WOULD BE DIMINISHED,., THE
SECRETARY OF STATE AGREED, DUMAS SAID THAT WE NEEDED A BROAD
DISCUSSION ON THE FUTURE OF NATQO, BAKER, WITH CONSIDERABLE EMPHASS
SAID THAT AS LONG AS EUROPE WANTED THE US TO BE COUPLED WITH THNE
CORTINENT AND TO MAVE THE BENEFITS OF THE NUCLEARP UMBRELLA, THERC
MUST BE CLEAR POLITICAL LINKAGE, HE HAD SUGGESTED MORE POLITICAL
CONTACTS WITH THE COMMURITY, NATD WAS ANOTHER FORUM, OHE WAY OR
AROTHER THE L INKS MUST BE MAINTAINED,




10. THE SECRETARY OF STATE ASKED FOR HI1S COLLEAGUES® VIEWS ON
SHEVARDNADZE'S IDEA OF A MEETING OF THE 32 AT FOREIGN MINISTER LEVEL
BEFORE THE SUMMIT, GENSCHER SAID T WOULD BE USEFUL. THE RUSSIANS
NEEDED 1T AS THE WARSAW PACT ERODED. WE MIGHT ALL NEED SOMETHING T0
KEEP EUROPE TORETHER, IN THE FACE OF THE DANGER OF PALXAKISATION, WE
NEEDED SOMTHING MORE THAN NMATO AND THE EC. THE SECRTARY OF STATE SAID
ME COULD NOT VERY EASILY SEE A MEETING OF FORE IGN MINISTERS TAXING
PLACE ON THE SORT OF TIMESCALE SHEVARDNADZE SEEMED T0O ENYISAGE., BAKER
AGKED WHAT SUCH A MEETING WOULD DO, GENSCHER SAID THAT 1T WAS HOT A
MATTER OF PRINCIPLE WHMETHER SUCH A MEETING TOOR PLACE, IE ME AN I NC
THAT WE SHOULD MOT OPPOSE 1 e

FALL
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GERMAN UNIFICATION: PROPOSED MEETINGS OF TWO AND FOUR:
STATEMENT OF SIX FOREIGN MINISTERS

1. WE HAVE ALREADY FAXED TO DEPARTMENT THE TEXT WHICH THE SIX FOREIGN
MINISTERS GAVE TO THE PRESS THIS AFTERNOON IN THE MARGINS OF THE OPEN
SKIES CONFERENCE. IT READS AS FOLLOWS:

QUOTE: STATEMENT BY THE FOREIGN MINISTERS

THE FOREIGN MINISTERS OF THE FEDERAL REPUBLIC OF GERMANY, THE GERMAN
DEMOCRATIC REPUBLIC, FRANCE, THE UNITED KINGDOM, THE SOVIET UNION AND
THE UNITED STATES HAD TALKS IN OTTAWA. THEY AGREED THAT THE FOREIGN
MINISTERS OF THE FEDERAL REPUBLIC OF GERMANY AND THE GERMAN
DEMOCRATIC REPUBLIC WOULD MEET WITH THE FOREIGN MINISTERS OF FRANCE,
THE UNITED KINGDOM, THE SOVIET UNION AND THE UNITED STATES TO DISCUSS
EXTERNAL ASPECTS OF THE ESTABLISHMENT OF GERMAN UNITY, INCLUDING THE
ISSUES OF SECURITY OF THE NEIGHBOURING STATES. PRELIMINARY
DISCUSSIONS AT THE OFFICIAL LEVEL WILL BEGIN SHORTLY.

UNQUOTE.

2. WHEN THE TEXT WAS SUBSEQUENTLY READ OUT TO A MEETING OF THE NATO
CAUCUS, AT THE REQUEST OF VAN DEN BROEK (NETHERLANDS), HE IMMEDIATELY
QUESTIONED THE REFERENCE TO DISCUSSION OF SECURITY OF THE
NEIGHBOURING STATES, EMPHASISING THAT THE NETHERLANDS WERE ONE SUCH
AND THAT HE WOULD FIND IT EXTREMELY DIFFICULT TO EXPLAIN WHY THE FOUR
POWERS WERE CLAIMING THE RIGHT TO DISCUSS THIS PARTICULAR QUESTION.
WITH SUPPORT FROM BAKER, AND TO A LESSER AND LESS TACTFUL EXTENT FROM
THE FRENCH AND GERMAN OPEN SKIES AMBASSADORS WHO WERE IN THEIR
DELEGATION SEATS, YOU EXPLAINED THE BACKGROUND TO THE AGREEMENT ON
THE TEXT. YOU EMPHASISED, AS DID BAKER, THE NEED TO FIND AND TAKE THE
OPPORTUNITY TO DISCUSS WITH THE TWO GERMANIES SOME OF THE
CONSEQUENCES OF THE PROCESS UNDER WAY, AND ADDED THAT IT WAS CLEAR
FROM BILATERAL TALKS IN THE MARGINS THAT THE QUESTION OF POLISH
FRONTIERS WAS BECOMING ACUTE: THIS WAS THE REASON WHY THE WORDS ABOUT
THE SECURITY OF NEIGHBOURING STATES HAD BEEN INCLUDED. YOU POINTED
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OUT ALSO THAT THE TEXT DID NOT CLAIM THAT THE FORUM OF THE SIX WOULD
BE THE ONLY ONE INVOLVED IN DISCUSSION OF EXTERNAL ASPECTS: THE
OMISSION OF QUOTE THE UNQUOTE BEFORE QUOTE EXTENAL ASPECTS UNQUOTE
HAD BEEN DELIBERATE. IT WAS IN SHORT NOT A CLAIM TO EXCLUSIVITY, AND
YOU MADE QUITE CLEAR YOUR VIEW THAT NATO POINTS WOULD HAVE TO BE
DISCUSSED IN NATO.

3. DE MICHELIS (ITALY) INTERVENED IN SUPPORT OF VAN DEN BROEK,
RATCHETING THE LEVEL OF COMPLAINT A GOOD FEW NOTCHES FURTHER UP, BY
CLAIMING THAT IT WAS NOT ENOUGH TO SAY THAT THE POINTS OF INTEREST TO
NATO SHOULD BE DISCUSSED IN NATO. ITALY WAS A SIGNATORY OF THE FINAL
ACT, AND WAS DIRECTLY INTERESTED IN THE QUESTION OF POLISH FRONTIERS.

4. VAN DEN BROEK INTERVENED AGAIN TO EXPLAIN THAT HE HAD NO PROBLEMS
WITH THE FACT THAT THE SIX HAD AGREED TO MEET, AND THAT HIS CONCERNS
WOULD BE MET IF THE TEXT COULD BE REDRAFTED TO READ, QUOTE INCLUDING
WHERE APPROPRIATE ISSUES OF SECURITY OF NEIGHBOURING STATES UNQUOTE.
AFTER FURTHER DISCUSSION AND SOME CONVERSATION IN THE MARGINS BETWEEN

GENSCHER (WHO HAD BY THEN RETURNED) AND VAN DEN BROEK, IT WAS
ACCEPTED THAT THE TEXT COULD NOT BE RE-NEGOTIATED AND THAT THE
ITALTAN SUGGESTION OF A BILATERAL STATEMENT BY NATO COUNTRIES WOULD
NOT FIND GENERAL AGREEMENT. IT WAS LEFT THAT CLARK WOULD TAKE AN
OPPORTUNITY AT HIS PRESS CONFERENCE AFTER THE MINISTERIAL MEETING HAD
ADJOURNED TO MENTION THE NATO CAUCUS AND SAY THE FOLLOWING: QUOTE
THERE WAS DISCUSSION OF THE DECISION TAKEN BY THE TWO AND THE FOUR
AND MEMBER STATES THAT IT WAS CLEAR TO THEM THAT THE REFERENCE TO
NEIGHBOURING STATES IS NOT A REFERENCE TO MEMBERS OF NATO UNQUOTE. WE
MONITORED CLARK'S PRESS CONFERENCE, AT WHICH HE USED THE PRECISE FORM
OF WORDS AS AGREED. ASKED WHY THE FOUR WERE INVOLVED RATHER THAN ANY
OTHER GROUPS, HE STATED THAT THEY HAVE CERTAIN RESIDUAL OBLIGATIONS
WHICH ARISE FROM THEIR LEGAL RESPONSIBILITIES AND STATUS STEMMING
FROM WORLD WAR TWO. PRESSED AS TO THE REACTION OF SMALLER ALLIANCE
MEMBERS TO THE ANNOUNCEMENT, HE COMMENTED THAT HE FORESAW FURTHER
CONSULATIONS WITHIN NATO. HE ADDED THAT HE ANTICIPATED QUOTE OTHER
DISCUSSIONS IN OTHER FORA REGARDING THE EXTERNAL EFFECTS OF
UNIFICATION UNQUOTE.

FALL
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PRIME MINISTER

MEETING WITH HERR GENSCHER

You are to see Herr Genscher at 1000 am tomorrow. He will have

flown overnight from Ottawa, and will be coming straight from

the airport. You have up to an hour with him. The Foreign

Secretary should also be back in time and hopes to be present.

You will want to maintain your lively and good-humoured style

which characterised your last meeting with Herr Genscher. It

might be worth saying that you are sorry some of your remarks

have provoked a hostile reaction in the Federal Republic. You

are not and never have been opposed to unification, but you are

concerned that it should take account of the interests and

apprehensions of others, and maintain the stability of Europe.

For that reason, you are very pleased that agreement was

reached 1n Ottawa to hold meetings of the Berlin Four and the

two Germanies. You think that will help reassure people, in

both Eastern and Western Europe, that all the consequences of

German unification will be fully considered and taken into

account.

You might then ask what account Herr Genscher has of

yesterday's meeting in Bonn between Chancellor Kohl and Mr

Modrow and whether the West German Government hés, as a result

'

revised its views on the likely collapse of the GDR before the
elections on 18 March. Your own view is that it would be
preferable to get through until then with two separate German

states, so that there is a clear and convincing act of self-

determination.

Thereafter, you may like to work through the various aspects

which will need to be considered:

Germany and NATO/.

You will want to emphasise the importance of making
provision for Soviet security interests to be properly

considered and for the retention (for a time at least) of

Soviet forces in East Germany. You will also want to
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underline the importance of retaining American nuclear

weapons 1n Europe, including in Germany.

Germanv/EC

Our preliminary assessment is that GDR membership of the
Community would involve considerable extra costs and we
would regard these as primarily Germany's own
responsibility. We need to work out how discussions about
GDR membership of the Community would be organised, and
what transitional provisions'would be necessary. You
might also ask him what he expects to be the implications
for the Deutschmark, and thus the ERM, of currency union

between the two Germanies.

Helsinkl process.

It seems to be envisaged that the meetings of the Berlin
Four plus the two Germanies will report to a CSCE Summit

in the autumn, to complete the process of unification.

This would be instead of a peace Treaty. You might tell

Herr Genscher of Mr Mazowiecki's great concern about the
Polish/German border and his wish for a Treaty or other

agreement with legally binding force to confirm it. J

Four Power Rights.

We shall need to consider how the rights of the Allies in

Berlin are handled.

You will want to assure Herr Genscher that we shall play a very
active and constructive part in all these negotiations. Your
sole concern 1s to ensure that Europe is not less secure or
less stable as a result of German unification than it was
before: and that means everyone must honour existing treaties

and agreements.

\ )

CHARLES POWELL
13 February 1990
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Foreign and Commonwealth Office

London SWIA 2AH

13 February 1990

Call on the Prime Minister by Herr Genscher,
14 February

We have just heard from the Germans that Herr Genscher
would like to call on the Prime Minister at 1000
tomorrow, 14 February, as you offered. He will Dbe
accompanied by the Federal German Ambassador (or, Jjust
possibly, his Political Director, Herr Kastrup) and
his Private Secretary, Herr Elbe. Herr Genscher will
also bring an interpreter, Frau Notbohm. His Press
Officer (Herr Chroborg) and a detective will remain
outside 1n the car.

The Foreign Secretary's plane from North America
1s due to land at 0845. He should reach Number 10 1n
time for the meeting.

(R H T Gozney)
Private Secretarvy

4
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INFO IMMEDIATE EAST BERLIN, BMG BERLIN, OTTAWA

INFO PRIORITY WASHINGTON, PARIS, UKREP BRUSSELS, MOSCOW, WARSAW

OTTAWA FOR SECRETARY OF STATE'S PARTY
MODROW'S VISIT TO BONN: FIRST DAY

SUMMARY

1 JOINT PRESS CONFERENCE BY KOHL AND MODROW ON FIRST DAY OF VISIT
REVEALS THAT NO (NO) PROGRESS APPEARS TO HAVE BEEN MADE TOWARDS
ECONOMIC AND MONETARY UNION BETWEEN THE TWO GERMANIES.

DETAIL

5. KOHL AND MODROW GAVE A JOINT PRESS CONFERENCE AT 1500 HOURS ON 13
FEBRUARY, ACCOMPANIED BY THEIR RESPECTIVE MINISTERIAL TEAMS. IN HIS
OPENING STATEMENT, KOHL STRESSED ONCE MORE THE NEED IN MOVING
TOWARDS GERMAN UNIFICATION FOR ACCOUNT TO BE TAKEN OF THE INTERESTS
OF THE FRG'S FRIENDS AND NEIGHBOURS. HE REPEATED HIS OFFER OF
ECONOMIC AND MONETARY UNION WITH THE GDR AS THE ONLY WAY OF OFFERING
THE PEOPLE IN THE GDR ANY HOPE OF EARLY CHANGE. HE SAID THAT
EMIGRATION FROM THE GDR SINCE 1 JANUARY HAD NOW REACHED SOME 85,000
AND THAT THIS, COMBINED WITH THE KNOWN ECONOMIC SITUATION IN THE
GDR, MEANT THAT LONGER TERM PHASED PLANS WERE NO LONGER POSSIBLE. HE
SOUGHT TO COUNTER RECENT CRITICISM OF THE APPARENT RASHNESS OF HIS
OFFER OF EARLY ECONOMIC AND MONETARY UNION BY ARGUING THAT THE
SITUATION HAD REACHED SUCH A POINT THAT ONLY BOLD, RADICAL MEASURES
STOOD ANY CHANCE OF BEING EFFECTIVE.

3 KOHL'S INTRODUCTORY REMARKS AND HIS ANSWERS TO QUESTIONS WERE
NOTICEABLY SHORT ON THE DETAILS OF HOW SUCH AN ECONOMIC AND MONETARY
UNION WAS TO BE ACHIEVED. HE SAID ONLY THAT THE ECONOMIC COMMISSION
CHARGED WITH TAKING IT FORWARD WOULD BEGIN ITS WORK WITHOUT DELAY
AND THAT ONE OF THE FIRST REQUIREMENTS WOULD BE COMPREHENSIVE
, INFORMATION ABOUT THE REAL ECONOMIC STATE OF THE GDR. HE AGAIN
EMPHASISED THAT MONETARY UNION COULD NOT BE SEPARATED FROM RADICAL,
SIMULTANEOUS ECONOMIC REFORM IN THE GDR TO CREATE THE CONDITIONS FOR
PRIVATE SECTOR INVESTMENT. HE ALSO LAID STRESS ON THE NEED TO ENSURE
THE STABILITY OF THE DM AND TO PREVENT INFLATION IN THE FRG,
COMMENTING THAT, THANKS TO THE CURRENT STRENGTH OF THE FRG ECONOMY,

-
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THE FRG WAS WELL-PLACED TO HELP THE GDR QUOTE AS A MEASURE OF
NATIONAL SOLIDARITY UNQUOTE.

L. MODROW'S OPENING ADDRESS WAS SIMILARLY BROAD-BRUSH IN APPROACH.
HIS ATTEMPT TO SUGGEST THAT THE GDR'S ECONOMIC SITUATION WAS NOT AS
BAD AS HAD WIDELY BEEN REPORTED WAS UNCONVINCING. HE SAID THAT THE
PEOPLE OF THE GDR WOULD HAVE MUCH TO CONTRIBUTE TO THE NEW GERMAN
STATE BUT (ILLOGICALLY) LATER EMPHASISED THAT THE GDR SAW ITSELF AS
A PRESENT AND FUTURE PARTNER FOR THE SOVIET UNION. HE REJECTED THE
IDEA OF QUOTE JOINING THE GDR ONTO THE FRG UNQUOTE (PRESUMABLY A
REFERENCE TO UNIFICATION VIA ARTICLE 23 OF THE BASIC LAW)

5. IN ANSWERING QUESTIONS:

(A) MODROW MADE LITTLE EFFORT TO CONCEAL HIS DISAPPOINTMENT THAT THE
FEDERAL GOVERNMENT HAD MADE NO ATTEMPT TO OFFER GREATER IMMEDIATE
ASSISTANCE OR TO PROVIDE DETAILED PLANS FOR ECONOMIC AND MONETARY
UNION (CHANCELLOR KOHL INTERJECTED AT THIS POINT THAT IT WAS
COMPLETELY UNREALISTIC TO EXPECT A BLUE-PRINT TO HAVE BEEN DRAWN UP
BY NOW, NOT LEAST BECAUSE THE GDR HAD NOT MADE AVAILABLE ESSENTIAL
DATA) .

(B) MODROW SAID THAT IN THEIR TALKS KOHL HAD GIVEN THE IMPRESSION
THAT HE ACCEPTED POLAND'S PRESENT WESTERN BORDER AS FINAL. KOHL
HOWEVER SAID THAT HIS QUESTION COULD ONLY BE SETTLED BY THE
PARLIAMENT AND GOVERNMENT OF A UNIFIED GERMANY.

(C) KOHL REITERATED HIS POSITION THAT GERMAN NEUTRALITY WAS QUOTE
OUT OF THE QUESTION UNQUOTE. AN IMPORTANT POINT WOULD BE THE WAY 1IN
WHICH THE TWO MILITARY PACTS DEVELOPED. THIS WAS A QUESTION FOR THE
FUTURE.

COMMENT

6. IT SEEMED INCREASINGLY LIKELY IN THE RUN UP TO THIS MEETING THAT
NO (NO) REAL PROGRESS wWOULD BE REGISTERED. THIS APPEARS TO HAVE BEEN
THE CASE. THE BRIEFING WHICH FEDERAL CHANCELLERY MINISTER SEITERS
WILL BE GIVING ME AND MY FRENCH AND AMERICAN COLLEAGUES AT 1500
LOCAL ON 14 FEBRUARY WILL PROVIDE A CHANCE TO PROBE FURTHER.

7. FCO PLEASE ADVANCE TO NO.10.

MALLABY
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FROM PS/FCO FOR POWELL, NO 10

1. THE SECRETARY OF STATE WOULD BE GRATEFUL IF YOU COULD PASS THE
FOLLOWING NOTE FROM HIM TO THE PRIME MINISTER.

BEGINS

I HAD A LONG TALK YESTERDAY WITH SHEVARDNADZE, WHO WAS IN A
MELANCHOLY AND FATALISTIC MOOD. HE IS GLOOMY ABOUT GERMAN UNIFICATION
BUT ACCEPTS THAT IT IS GOING TO HAPPEN. HE ALSO THINKS THAT A UNITED
GERMANY WILL ASK FOR THE WITHDRAWAL OF SOVIET TROOPS AND CLEARLY
THINKS THIS TOO WILL HAVE TO HAPPEN. IN THAT CASE HE FORESEES THE
DISAPPEARANCE OF THE WARSAW PACT AND ARGUES HALF-HEARTEDLY THAT NATO
TOO SHOULD BE DISSOLVED. BUT HE WENT ON TO ARGUE THAT A UNITED
GERMANY COULD BECOME A THREAT TO ITS NEIGHBOURS IF KOHL AND GENSCHER,
WHOM HE TRUSTED, WERE REPLACED BY SOMETHING LIKE THE REPUBLICANS. I
SAID ALL THE MORE REASON TO BIND THE GERMANS IN BY HAVING THEM AS
PART OF NATO, WITH AMERICAN TROOPS ON GERMAN SOIL. HE SEEMED TO HALF
ACCEPT THIS.

WE ARE THIS MORNING, AFTER OUR QUAD BREAKFAST, CLOSE TO AGREEMENT
ON MEETINGS OF FOUR PLUS TWO, TO BEGIN SOON AFTER 18 MARCH WITH
PREPARATORY EXCHANGES BEFORE THEN. SHEVARDNADZE AGREED LAST NIGHT TO
PUT THIS TO MOSCOW AND WE AWAIT THAT REPLY. THIS WOULD BE A BIG STEP
FORWARD, ACHIEVED BY A FIRM FRONT AMONG THE AMERICANS, FRENCH AND
OURSELVES. QUITE APART FROM ITS OWN IMPORTANCE, IT SHOULD BE AN
EFFECTIVE REBUTTAL OF THE CHARGE THAT WE HAVE BEEN PUSHED TO THE
MARGIN OF EVENTS.

GENSCHER WILL TALK TO YOU AT LENGTH ABOUT THE EMOTIONS OF THE
GERMANS AT COMING TOGETHER AFTER SO LONG A DIVISION, ABOUT THEIR
IRREVERSIBLE COMMITMENT TO DEMOCRACY AND TO EUROPE, AND THEIR
REJECTION OF NEUTRALITY. HE WILL STRESS THAT THE SWIFT PACE OF EVENTS
HAS BEEN DICTATED BY THE COLLAPSE OF THE GDR, WHICH IS CERTAINLY
OCCURING THOUGH NOT AS FAST AS HE SAYS. HE IS TOO CLEVER TO SHARE THE
INDIGNATION SHOWN BY KOHL AND THE GERMAN PRESS ABOUT OUR RECENT
PUBLIC STATEMENTS. INDEED HE CONTINUALLY THANKS ME FOR OUR
UNDERSTANDING. BUT OUR INFLUENCE IN THE NEW FOUR PLUS TWO PROCESS

PAGE 1
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WILL CERTAINLY IN PART DEPEND ON OUR WILLINGNESS TO SOUND WELCOMING
AND CONSTRUCTIVE, WHILE CONTINUING TO RESTATE INPUBLIC AND PRIVATE

WHAT WE BELIEVE TO BE THE ESSENTIALS OF EUROPEAN SECURITY.
ENDS

FALL

FCO PLEASE ADVANCE TO POWELL, NO 10
FCO PLEASE ADVANCE TO GOZNEY, PS/FCO
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S I.C
MODSH PASS TO CICC GERMANY
OTTAWA FOR SECRETARY OF STATE'S PARTY

GENSCHER'S CALL ON THE PRIME MINISTER ON 14 FEBRUARY
GERMAN UNIFICATION

SUMMARY

1. EFFECT IN FRG OF THE KOHL/GENSCHER VISIT TO MOSCOW AND FIRST
REPORTS OUT OF OTTAWA. FRG ATTITUDE TO MODALITIES OF UNIFICATION,
AND TO DIALOGUE WITH THE FOUR POWERS. STATE OF FRG/GDR RELATIONS.

DETAIL

2. KOHL AND GENSCHER HAVE CREATED THE CLEAR IMPRESSION HERE THAT AS
A RESULT OF THEIR VISIT TO MOSCOW THE SOVIET UNION HAS DEFINITIVELY
OPENED THE WAY TO GERMAN UNIFICATION. THERE IS A WIDESPREAD
EXPECTATION THAT THIS CAN HAPPEN BEFORE THE END OF 1990. THE
RELATIONSHIP OF A UNITED GERMANY WITH NATO IS REGARDED AS NOT YET
BEING IN THE BAG, BUT WITHIN SIGHT OF BEING FIXED. AS THE RESULT OF
STATEMENTS BY GOVERNMENT LEADERS THE 1990 SEQUENCE OF EVENTS NOW
IMPLANTED IN GERMAN MINDS IS:

(A) GERMAN/GERMAN NEGOTIATIONS AFTER 18 MARCH ABOUT THE MODALITIES
OF COMING TOGETHER,

(B) A CONFERENCE OF THE ''TWwoO PLUS FOUR'' POWERS. (FUNCTION LES'S
CLEAR, BUT PRESUMABLY DESIGNED IN GERMAN THINKING TO BRING TOGETHER,
AT GERMAN INITIATIVE AND TIMING, THE DOMESTIC SELF DETERMINATION
TRACK AND THE INTERNATIONAL CONTEXT OF UNIFICATION AND TO SETTLE THE
LATTER) ,

(C) PRESENTATION TO THE CSCE SUMMIT FOR ITS BLESSING OF THE RESULTS
OF (B).

PAGE 1
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THE TIMING OF (B) HANGS TO SOME EXTENT ON (A), WHICH IS IN TURN
DEPENDENT ON THE FORMATION OF A CREDIBLE EAST GERMAN GOVERNMENT. THE
SPD HAVE SUGGESTED THE SECOND HALF OF APRIL FOR A TWO PLUS FOUR
CONFERENCE. THE FEDERAL GOVERNMENT HAVE SO FAR (WISELY) SAID NOTHING
ON TIMING.

2 MODROW IS IN BONN TODAY. SCRATCHINESS ON THE SURFACE OF FRG/GDR
REFLECTS DEEPER TENSIONS. AS SEEN IN BONN, THERE ARE TWO SEPARATE
PROBLEMS, THE SOLUTIONS TO WHICH DO NOT COINCIDE. THE GDR IS THOUGHT
0 BE NEAR BREAKDOWN (HOW NEAR IS BECOMING A CONTROVERSIAL ISSUE IN
ITSELF). IT IS FUNDAMENTAL TO FRG POLICY HOWEVER THAT PROPERLY
ORGANISED ELECTIONS TAKE PLACE IN THE GDR ON 18 MARCH. HOW SHOULD
THE FEDERAL GOVERNMENT PROP UP THE SYSTEM THEREFORE WITHOUT EITHER
SELLING THE FRG'S ECONOMIC PRINCIPLES DOWN THE RIVER OR APPEARING TO
GET TOO CLOSE TO AN ANCIEN REGIME WHICH COULD GIVE THE SPD EAST A
GRATUITOUS ELECTORAL BOOST? MODROW AND HIS COLLEAGUES

ARE NOT PROVING AS INSTANTLY PLIABLE AS HAD BEEN HOPED: PEOPLE HERE
HAVE READ REPORTS OF CROSS PARTY RESENTMENT IN THE GDR OF WHAT IS
SEEN AS FRG INTERFERENCE AND PATRONAGE. THE FEDERAL GOVERNMENT WILL
TRY HARD DUBTNG MODROW'S VISIT TO SMOOTH OVER TENSION AND MOVE
FORWARD PLANNING FOR MONETARY UNION.

L. FEDERAL GOVERNMENT LEADERS ARE NEVERTHELESS BEGINNING TO FEEL
THAT THEY SEE THE WAY FORWARD IN BROAD TERMS ON UNIFICATION. THEY
ARE FITTING TOGETHER THE BITS OF THE JIGSAW AS THEY SEE IT, IN WHICH
GENSCHER HAS ACCORDED THE FOUR POWERS A MORE IMPORTANT AND PROMINENT
ROLE THAN PUBLIC OPINION HERE HAD BEEN LED TO EXPECT. THE NETTLE OF
BORDERS IS ALSO BEING GRASPED: KOHL APPEARS TO BE SAYING THAT ONCE
THE TWO GERMANYS CAN SPEAK AS ONE VOICE, THEY WILL GIVE THE
NECESSARY GUARANTEES. IMPORTANT ASPECTS REMAIN UNRESOLVED, EVEN IN
OUTLINE: NOTABLY HOW THE TWO GERMANYS WILL COME TOGETHER, WHETHER BY
THE GDR ACCEDING TO THE FRG OR BY A CONSTITUTIONAL CONFERENCE
INVOLVING BOTH COUNTRIES. PROCEDURE WILL NOT BE DECIDED UNTIL AFTER
18 MARCH. IT COULD HAVE AN IMPORTANT IMPACT ON THE TIMETABLE FOR AND
EXTERNAL ASPECTS OF UNIFICATION.

NEVILLE - JONES
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Botschaft
der Bundesrepublik Deutschland

’ Embassy
of the Federal Republic of Germany

G.I.Lech - Secretary to
Ambassador Baron von Richthofen London, 08.02.1990

Mrs. Amanda Ponsonby
10 Downing Street
London, SW1A 2AA

[ just received your kind letter confirming the
meeting between the Prime Minister and Herr Stoltenberg
on Thursday, 2202.1990, 16.00, at the House of Commons
in the Prime Minister's room.

We are indeed very happy with these arrangements
and I personally thank you very much for all your en-
deavours und extreme kindness. I tried to ring you
immediately but was not sucessful. Perhaps I can reach
you tomorrow morning.

\
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ANGLO GERMAN SUMMIT
You sent Martin Stanley a copy of your letter of -5-February.

My Secretary of State would be happy to participate on

30 March as suggested and to hold bilateral discussions with
Mr Haussman. We have noted the illustrative programme and
look forward to further details.

I am copying this letter to Charles Powell (No 10), John Gieve
(Treasury), Simon Webb (MOD) and Sonia Phippard (Cabinet
Office).
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BEN SLOCQCK
Private Secretary
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7 February 1990

I can now confirm that I have managed toO
rearrange our meetings oOn Thursday
22 February and the Prime Minister will
therefore be able to see Herr Stoltenberg at
1600 that afternoon. You should, however,
note that the meeting will take place in the
Prime Minister's room at the House of Commons
and not at 10 Downing Street.

Perhaps you could confirm in writing
that you are happy with these arrangements.

AMANDA PONSONBY (Mrs)

Miss Lech,
Embassy of the Federal Republic of Germany.
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VISIT BY DR OTTO GRAF LAMBSDORFF, CHAIRMAN OF THE FDP, AT 4.45PM
ON THURSDAY 1 FEBRUARY 1990.

Present: Economic Secretary
Mr AC S Allan
Mr A Tyrie
Dr Lambsdorff
Baron Von Richthofen - German Ambassador
Mr M Uden - British Embassy
Mr K Jones - COI

The Economic Secretary asked if Dr Lambsdorff had been surprised

by Mr Gorbachev's recent statements about German unification.

Dr Lambsdorff agreed with the Prime Minister's comments in her

recent Wall Street Journal interview, that matters should be
handled” in a way not to undermine Mr Gorbachev and should proceed
in systematic fashion. He said that he understood Mr Gorbachev
wanted to see a quick, orderly and non-chaotic development in the
GDR. He added that the GDR had lost its strategic importance for
the USSR, and that Mr Gorbachev was disappointed with the

deterioration of the GDR economy.

The Economic Secretary enquiried about the number of people

crossing over from East to West and whether the fact that most of
these people were young, skilled workers would cause significant

problems to the GDR in particular. Dr Lambsdorff understood that

people were still crossing to the West at a rate of approximately
2,500 a day and, of course, this could lead to serious problems in
East Germany, though the labour market in the West was able to
absorb the impact without difficulty. The earlier hope, based on
what people in the East had said, was that provided they were
allowed to travel freely to and from the West they would not

necessarily choose to emigrate. This had proved unfounded. The

Economic Secretary suggested that the migration of mainly
unskilled ethnic Germans from other countries accounting to

370,000 a year must be causing difficulties to the Federal
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Republic. Dr Lambsdorff agreed that this raised much greater

problems of assimilation, since the younger generation of such

migrants did not speak German - indeed they had been banned from

learning German in many countries.

The Economic Secretary asked if Dr Lambsdorff envisaged a

significant proportion of the migrants voting for the SPD rather
than the FDP or CDU in view of the pre war social democrat

traditions in the GDR. Dr Lambsdorff said that although he agreed

that most people would not be voting for his party, he would not
expect a landslide to the SPD: quite a number would vote CDU.
However, he conceded that the SPD organisation in the GDR directed

by Willy Brandt was better than the CDUs.

The Economic Secretary asked how long it would take the GDR to

replicate the FRG's party system. Dr Lambsdorff predicted that it

would happen quickly with the election approaching on 18 March.
He was unable to assess what affect this would have on the FRG

elections later in the year.

Mr Allan observed that, as with Poland, economic reform could be

painful and stimulate emigration. Dr Lambsdorff replied that he
appreciated this and the Federal Republic would want to do what it

could to help ease the economic transition in the GDR.

Mr Tyrie asked what Dr Lambsdorff's views were on Community
membership for Eastern European countries. Dr Lambsdorff said
that the GDR was not an immediate candidate for full membership

but he could see them heading in that direction in time.

On the Delors proposals, Dr Lambsdorff broadly shared the same

views as Pohl. He felt that the most important aim was to achieve
liberalisation of capital markets and that Stage two should not
start prematurely. He favoured revaluing the DM in an EMS
realignment.
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The Economic Secretary and Dr Lambsdorff concluded the meeting

with an exchange of views on the extent to which the housing

market caused inflationary pressures in Britain.
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K SEDGWICK
Assistant Private Secretary
6 February 1990

ccC Those present:
PS/Chancellor Mrs Brown
PS/Chief Secretary Mr Mountfield
PS/Financial Secretary Mr Pickering
PS/Paymaster General Mr Bottrill
Sir T Burns Mr P Edmonds
Sir P Middleton Mr A E W White
Mr Wicks
Mr H P Evans Mr Powell No.10

Mr R I G Allen WED/FCO
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Foreign Secretary’s Call on Chancellor Kohl: 6 February =
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Thank you for your letter of 4 February. The Foreign BVl

Secretary had an hour and 10 minutes with Chancellor Kohl in i-f'?ﬁf

%

Bonn yesterday, with only an interpreter present. k'( e
The Foreign Secretary said that the Prime Minister had Q_gr{_ax
asked him to say that she very much agreed with what e
Chancellor Kohl had said about NATO. Continued German \ 1 A
membership was crucial. On the party front, the Prime gV koA
Minister also regarded the success of the CDU as crucial. She '
hoped Chancellor Kohl would let her know if there was any way
in which we could help.

I 4

Chancellor Kohl said he was grateful. He had nothing
personal against the Prime Minister, but was not happy at the
state of our official relations. He cited the Prime
Minister’s Wall Street Journal interview. He had known the
Prime Minister for 15 yéars. How could he be accused of
nationalism? He then went on to give a long account of his
famITy history, his credentials as an internationalist
and his views on the German question. He dwelt on the risks
of disintegration in the GDR and the continuing catastrophic
flow of emigrants to the West. This was on very much the same
lines as Herr Genscher’s conversation with the Foreign
Secretary earlier in the afternoon (see telegram enclosed).
Chancellor Kohl said that the Federal Government had to
respond to the deteriorating situation in the GDR. The
cabinet would agree on 7 February on proposals for discussion
of an economic and monetary union with the GDR designed to
make the GDR currency stable.

The Foreign Secretary said that he too would speak
frankly. The Prime Minister’s anxiety was based on a
realistic acknowledgement of Germany’s great economic strength
and the fear that other German leaders at some point in the
future might use that strength to establish a new _hegemony.
The Prime Minister of course understood that events had moveg
fast. She was therefore concentrating on those areas where
unification would require a transitional period. She had
mentioned areas of which the Chancellor himself had spoken.

The Foreign Secretary mentioned Kohl’s 10-point plan to
which the Chancellor had earlier alluded. The surprise
involved had been disconcerting. The fewer such surprises the

CONFIDENTIAL AND PERSONAL
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better. Chancellor Kohl said he took the point (though in any
competition with the Prime Minister on Alliance consultation
he would win). The speech had been made in very difficult
circumstances when Krenz was in office, and Kohl had had to
speak to Gorbachev (to whom he talked quite often on the

telephone) about Krenz’s inadequacy. He had not even fe%t
able to consult his coalition partners. He emphasised his

wish to work closely with us.

Chancellor Kohl said that, as he had told the Japanese

Prime Minister, the 1990s were going to be the decade of
Europe. He referred to a visit he had once made to Britain
where, with a couple of hours to spare, he had been to see
Churchill’s grave. Later, he had had a long talk with the
Prime Minister about Churchill at which he had said: "The
difference between you and me, Margaret, is that you are
Churchill before the Zurich speech and I am Churchill after
it". It was preposterous to suppose that Europe could be
made without Britain. He spoke appreciatively of his last

, ... meeting with Sir C Mallaby but said that he also needed a

\ OW% political point of contact. He suggested that this might be AVM

the Foreign Secretary. The Foreign Secretary said, at the end

of the meeting, that he would be happy to come for a quiet

a N talk at any time it could be useful.

B Chancellor Kohl went into something of a ramble about the
(,‘ L issue of a peace treaty. He was n repared to Hhave a

o conference of all the people who had ever declared war on
LA Germany between 1939 and 1945 - people like the Uruguayans who
had come in 1944 and would no doubt be seeking reparations
(which Germany had already made in large measure). At the
A right time there should be a meeting of the Four Powers and
— the Poles formally to establish the peace.

) o\ On the internal political scene, Chancellor Kohl said
that the CDU should be in a strong p051tlon at the elections
~ * Y with the economy buoyant and unempfoyment less serious than
o the figures implied, because of the black market. He hoped
OV they were past the worst with the farmers, though cereal
growers were still indignant. The coal miners were a
difficulty because his predecessors had neglected the
necessary decisions on run-down. Law and order was a real
problem with the kind of people who were tempted to vote for
the Republicans . There were lots-of—Ttarian, Chinllese and
other foreign restaurants in his own Land — —
(Rhineland-Palatinate). With them came d;ggﬁggney, protection
money and other things which the Germans were not used to and
of which their police had no experience. That was why he had
proposed a European FBI. But Mitterrand had effectively
squashed the 1dea. Europe had to get its act together on
policing. The real uncertainty in the FRG election was the
unification issue. He did not know how this might affect what
would otherwise be a strong CDU position.

CONFIDENTIAL AND PERSONAL
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We understand that Chancellor Kohl may be visiting Moscow
very soon and, though he did not mention it himself, I
understand he will be going to Camp David at the end of the
month. It seems likely that, if he follows normal form, he
will have a meeting with President Mitterrand at about the
same time. The Foreign Secretary thinks that the Prime
Minister might want to consider your saying to Teltschick
later this week that she would welcome a chance to talk to
Kohl before they meet in Cambridge at the end of March.

Y ——

The Foreign Secretary has seen on his return from Bonn
your letter of 6 February. It is pretty clear from his visit
that Genscher and Kohl are not now pushing but pulling. They
are genuinely anxious about the possible collapse of the GDR
into chaos and the emigration which would follow. They think
of little else. They will go for a currency union and maximum
FRG party involvement in the GDR electlon campaign to shore
things up until I8 March. After that (and onl at)
will they discuss the four transitions (NATO, EC, Four Eower,
frontiers/CSCE) with us all. They hope (and the SPD so far
agree) to keep the NATO issue out of the FRG election
campaign. Their public utterances on NATO are now better,
difto on frontiers. There is no disposition to alarm the
Russians. They have not turned their minds to the EC
complications.

The Americans believe we are being unduly alarmist. The
French sympathise with our worries but Dumas, 1n conversation
with Mr Hurd on Monday, had no answer to these except one we
can’t accept, namely more EC institutional integration.

The Foreign Secretary will seek opportunities at Ottawa
next week to discuss with Baker and Dumas the Prime Minister’s
first subject (NATO and the military status of the f<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>