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P R I M E M I N I S T E R 

De f ence C o s t s i n G e r m a n y 

(OD(79) 16) 

B A C K G R O U N D 

The c u r r e n t A n g l o - G e r m a n o f fse t a g r e e m e n t e x p i r e s i n M a r c h 1980 and 

t h i s note by o f f i c i a l s e x a m i n e s what a p p r o a c h the G o v e r n m e n t s h o u l d adopt . The 

p a p e r sets out the c o s t s we i n c u r a n n u a l l y on the de fence budget by s t a t i o n i n g 

f o r c e s i n G e r m a n y (£310 m i l l i o n m o r e than i f they w e r e i n the U n i t e d K i n g d o m ) 

and the b u r d e n th i s p l a c e s on ou r b a l a n c e of p a y m e n t s (a net f o r e i g n exchange 

d e f i c i t of about £450 m i l l i o n ) . The G e r m a n e c o n o m y benef i ts c o n v e r s e l y and 

t h i s a r g u e s f o r our s e e k i n g some f o r m of c o m p e n s a t i o n . B u t the l a s t o f fset 

a g r e e m e n t was p a r t i c u l a r l y d i f f i c u l t to o b t a i n and we had to a g r e e w i t h the 

G e r m a n s to have no m o r e b i l a t e r a l o f fset a g r e e m e n t s . F u r t h e r m o r e they have 

s ta t ed that they a r e not p r e p a r e d to c o n s i d e r m a k i n g any c o n t r i b u t i o n t o w a r d s ou r 

e x p e n d i t u r e , e v en i n any m u l t i l a t e r a l s c h e m e we m i g h t p r o p o s e . 

2. The q u e s t i o n i s w h e t h e r we s h o u l d p r e s s the G e r m a n s to change t h e i r 

v i e w and to a g r e e i n p r i n c i p l e to c o n t r i b u t e s o m e h o w to o u r de fence c o s t s b u r d e n , 

desp i t e the r i s k that s u c h an a p p r o a c h c o u l d p r e j u d i c e G e r m a n s u p p o r t for our 

case on the E E  C budget . We have h o w e v e r m u c h m o r e at s take i n the E E  C budget 

con tex t (to be c o n s i d e r e d unde r the nex t agenda i t e m ) and M i n i s t e r s m a y 

c onc lude that the r a t h e r r e m o t e chance of g a i n i n g p e r h a p s £50 m i l l i o n on a c c o u n t 

of our de fence c o s t s s h o u l d not be p u r s u e d s e p a r a t e l y , but that ou r f o r b e a r a n c e 

s h o u l d be u s e d w i t h our a l l i e s as a n a d d i t i o n a l a r g u m e n t i n s u p p o r t of our E E  C 

budget c a s e . 

H A N D L I N G 

3. Y o u m i g h t w i s h to i n v i t e the S e c r e t a r y of State f o r De f ence to speak f i r s t 

on the de fence case and the C h a n c e l l o r of the E x c h e q u e r to c o m m e n t on the 

ba l ance of paymen t s i m p l i c a t i o n s . In subsequen t d i s c u s s i o n , the f o l l o w i n g po in t s 

c o u l d be e s t a b l i s h e d : 
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(a)	 C h a n c e l l o r S c h m i d t ' s a t t i tude . He i s k n o w n to be p e r s o n a l l y c o m m i t t e d 

to the end ing of e x i s t i n g of fset a r r a n g e m e n t s . Wha t w o u l d be h i s 

r e a c t i o n i f you now r e o p e n e d the q u e s t i o n of c o m p e n s a t i o n ? W o u l d the 

G e r m a n s be p r e p a r e d to c o n t e m p l a t e a m u l t i l a t e r a l s c h e m e i f i t gave 

su f f i c i en t d i s g u i s e to the i n e v i t a b l e fac t that the G e r m a n s w o u l d be the 

m a j o r net c o n t r i b u t o r ? 

(b)	 What bene f i t c o u l d we hope to ge t? The c u r r e n t o f fset a g r e e m e n t i s w o r t h 

about £40 m i l l i o n a y e a r . C o u l d we hope to nego t ia t e s i g n i f i c a n t l y 

m o r e and , i f not , i s i t w o r t h p u r s u i n g s u c h a f i g u r e at the r i s k of 

u p s e t t i n g o u r E E  C budget h o p e s ? 

(c)	 Is t h e r e a nego t i ab l e s c h e m e ? N e i t h e r of the two s c h e m e s sugges t ed by 

o f f i c i a l s i s p a r t i c u l a r l y a t t r a c t i v e i n i t s own r i g h t . E i t h e r w o u l d be 

r e g a r d e d as no m o r e than a c o m p l e x d i s g u i s e for o f fse t . E v e n w i t h 

G e r m a n a c q u i e s c e n c e , c o u l d we expec t to nego t ia t e e i t h e r s c h e m e 

s u c c e s s f u l l y w i t h i n N A T O ? 

(d)	 What i s the r i s k to our E E  C budget c a s e ? The c a s e i s set out i n the 

C h a n c e l l o r ' s p a p e r f o r I t em 2. W o u l d an a p p r o a c h to the G e r m a n s o v e r 

de fence c o s t s i n s ome deg r e e j e o p a r d i s e our chance of s u p p o r t f r o m 

t h e m o v e r the E E  C budge t ? C o u l d we use the de fence a r g u m e n t s to ou r 

advantage i n the budget c o n t e x t ? 

C O N C L U S I O N 

4. Sub j ec t to the d i s c u s s i o n , you m a y be ab le to s u m up that the g e n e r a l 

c o n c l u s i o n i n p a r a g r a p h 20a . of the p a p e r i s a g r e e d , i . e. that we s h o u l d m a k e 

use of our G e r m a n s t a t i o n i n g c o s t s as p a r t of our a r g u m e n t about f i n a n c i a l o v e r 

s t r a i n ; but that no f u r t h e r a p p r o a c h e s s h o u l d be m a d e to the G e r m a n s o v e r 

de fence c o m p e n s a t i o n at l e a s t u n t i l the c o u r s e of the E E  C budget n e g o t i a t i o n s i s 

c l e a r e r . 

J O H N	 H U N T 

9th J u l y , 1979 
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W E S T E U R O P E - ^ . 

London prepares for 
battle with Bonn 
over costs of B A O R 
By Henry Stanhope 
Defence Cor respondent 

B r i t a i n , a l ready c o n f r o n t i n g 
its a l l ies o v e r / E E C budget con- • 
tr ibut ions, is > p r e p a r i n g for a 
clash over the costs of stat ion- . 
ing troops in Wes t G e r m a n y . 

The M i n i s t r y of De fence ; 
w i th Cabinet approva l , is draw-
ing up a l is t of proposa ls to b « 
put to the Bonn. G o v e r n m e n t 
early in the new year . . 

Payments by"- w h i c h W e s t 
Germany helps -to offset the. 
foreign exchange , costs to 
Br i t a in of k e ep ing troops over
seas, have l ong been a source 
of f r i c t i on between the two 
a l l i e s - - - •. • ' : v. : ... • 

But this t ime m in i s t e r s are 
brac ing themselves for a batt le 
of w i l l s w h i c h promises to be 
the most heated so far . The 
trouble is that M  r Ca l laghan 's 
government, after l ong and 
d i f f i cul t negot iat ions over the 
last offset agreement i n 1977, 
signed away the r i g h t for 
B r i t a i n to go back fo r any 
more. 

M r s - Thatcher ' s Gove rnment 
is ins is t ing , however, that 
negotiat ions w i l l have to be re- , 
opened over the m o u n t i n g 
burden on B r i t a i n ' s f rag i le 
economy. It wants a better 
deal than the last one, w h i c h 
expires i n M a r c h . 

There are a l r eady signs of 
f r i c t i on between the M i n i s t r y 
of Defence and the F o r e i g n 
Office w h i c h conducts the 
negotiat ions. D i p l oma t s are 
re luctant to take up the cud
gels again over an issue w h i c h 
they thought had been sett led. 

The M i n i s t r y of Defence 
blames the Fo r e i gn Of f ice and 
the prev ious Gove rnment for 
conc lud ing the present agree
ment w h i c h was la rge ly fe l t to 
be a t r i u m p h for the West Ger
mans. 

55,000 troops in the B r i t i s h 
A r m y of the R h i n e ( B A O R ) 
a n d 10,000 more i n R A  F Ger
many , were r u n n i n g At a h 
a n n u a l £569m. T o offset this 
the ,.. West Ge rmans f i na l l y 
agreed to pay on l y £125m over 
a- p e r i o d of three y ea r s—about 
£41m a year. 

B u t th is was not t o be pa i d 
i  n cash. The B o n n Gove rnment 
ins i s t ed instead c a r r y i n g out 
£12Sni w o r t h of b u i l d i n g for 
B r i t i s h troops, whose bar racks 
have l ong been i n need of 
modern i za t i on . . . 

T h i s no t on l y meant work 
fo r the G e r m a n Cons t ruc t i on 
A g e n c y , but a lso that the Ger 
m a n money w o u l d be inves ted 
i n r ea l estate on home so i l . 
Together w i t h the wr i t t en 
agreement that i t was to be 
the last offset payments dea l , 
i t was a ve ry sat is factory bar
ga in f r om the Wes t Ge rman 
po in t of v iew. 

A s B r i t a i n has to pay about 
£100m every year on construc
t i o n a lone for i ts t roops sta
t i oned there, the deal h a s 
meant, however , that the Ger
mans have met on l y 40 per 
cent of that s ing le " b i l l . 
Moreove r , the fo re ign exchange 
costs have r i s e n to an esti
ma ted £666m i n 1979-80. 

T h e proposa ls be ing pre
pa red b y the M i n i s t r y of 
Defence w i l l be put to the 
W e s t Ge rman Government 
once the dust has sett led after 
the E E  C budget confrontat ion. 

One idea is that the Germans 
shou ld be asked to sign an 
agreement s i m i l a r to, but bet
ter than, the ex i s t ing - one. 
A n o t h e r is that they shou ld 
pay the wages of the 25,000 
G e r m a n worke r s employed bv 
B r i t i s h Forces Germany . A 
t h i r d is that they shou ld buy 
more B r i t i s h m i l i t a r y equip

In 1977 when the agreement ment . A t present they do far 
was s igned, the fo re ign more business w i th the U n i t e d 
exchange costs of ma in ta in ing States and F rance . 
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HENRY STANHOPE'S ARTICLE IN THE TIMES 


You asked rne f o r a l i n e t o t a k e w i t h the F e d e r a l German 

Chancery on the a r t i c l e i n t o d a y ' s Times by Henry Stanhope. 

Can I suggest the f o l l o w i n g : 


"The Times c a r r i e s an a r t i c l e w h i c h says t h a t 

we a r e p r e p a r i n g t o make an appro a c h t o you on 

the c o s t s o f s t a t i o n i n g B r i t i s h F o r c e s i n Germany. 

There i s no t r u t h whatever i n t h i s r e p o r t . The 

l a s t A d m i n i s t r a t i o n agreed w i t h you a t e r m i n a l o f f s e t 

agreement, and agreed w i t h you t h a t t h i s marked the 

end of b i l a t e r a l o f f s e t agreements, as thetj had 

e x i s t e d s i n c e 1955. We have a b s o l u t e l y no i n t e n t i o n 

of r e o p e n i n g t h i s u n d e r s t a n d i n g . " 


A p i e c e on Top Day q u e s t i o n s i s b e i n g f o r w a r d e d s e p a r a t e l y . 

I am sen d i n g a copy of t h i s l e t t e r t o P a u l L e v e r i n the F o r e i g n 

S e c r e t a r y ' s O f f i c e . 


I a l s o e x p l a i n e d t h a t t h e r e was a danger t h a t t h i s form 

of words c o u l d r e s t r i c t ( a l t h o u g h n o t e l i m i n a t e ) our freedom o f 


manoeuvre i f a t some l a t e r s tage we wi s h e d t o c o n s i d e r the q u e s t i o n 

of burden s h a r i n g i n the A l l i a n c e 


M O'D B A l e x a n d e r Esq 

No 10 Downing S t r e e t 
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T:r»rry '-t.\:i. .^p*--' p; A r t i c l e i n T!:o ^ 

You u'rcte t o M i c h a e l A l e x a n d e r e a r l i e r 

• ! v : i ^ o u t . i e n r y f ^ n r ^ o ^ r ' s a r t i c l e i n 

The " i r e s about O f f s e t . 

I spoke t h i s a f t e r n o o n , on t h e Pri m e 
M i n i s t e r ' s instructions, to Jurpen Ruhfus 
i n C h a n c e l l o r f c< n i d t ' :•. o f f i c e on the l i r . e s 
Etrggosted i n your l e t t e r . Ruhfus s a i d that 
Lc was very g r a t e f u l f o r the mos.-a^e which 
he would bring to the Chancellor's a t t e n t i o n 
immediately. 

I am sending a copy of t h i s l e t t e r to 

Paul Lever (Foreign and Commonwealth O f f i c e ) . 


C.A. WHITMORE 

http://lir.es



