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Mr Manfred Lahnstein, the State Sccrotary in the Federal German

MR ALEXANDER '\0

Chancellory, visited London on Friday 19 June,  Daring the course of a long
conversation which I had with him, he made three poinis which, he made clear,
he was putting at the Chancellor's request, for trensmission to the Prime

Mini oterx,

The German Political Sitnation

2. The first point related to the complicationas of the Chancellor's domestic
political gituation and of the management of the colition. Mz Lahnstein said
that the size of Germany's budget deficit presented the Government with a great
problem about the future of the social transfer system. The present eyeiem of
transfer payments and social benefits had been degigned and brought into effect
many years ago, when e continuing high rate of economic growth was taken for
granted. 8ince that time, German soci ety had matured and sorne of the clan
which fuelled the "economic miracie" had evaporated. For cther reagong, not
confined to Germany, a much lower rete of growth was to be expocted ia the
coming years. Finally, demographic éh:mgaa gince the system was introdaced,
and notably the increase in the number of 0ld people, Lad greatly lncreased the
burden of the social transfer system upon the Federal budgset. It was now
necessary to review the whole system with a view to reducing that burden, This
was something into which the Government would be turning its atiention in the
coming monthe, with a view to tha 1982 budget. ' Eoe

3. This was potentially a very divigive political issue, Germany wae
conditioned to the existing system of gocial transfers, which was probably one
element in the social cohesion of the country. It followed that a change in the
system could have implications for the maintenauce of soclal cohesion. It would
aleo present great difficulties for the coalition. The Free Democratic Paxty
(FDP) misht well not be able to agres upon what would need to he done, and it
could not be taken for granted that she ¥ P would be able to remaln in a cosliy

with the Social Democrat Party (SDP) for the rest of the present Parliament.
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&, The size of the budget deficit also had implications for defence planning
{though these wore minos), and for aid to developiig countries. Here, too,
thore could be problems in the coalidon, 1 asked whether it might algo pregent
problems from the point of view of the European Community; Mr Lahnstein

od @ thirk that this was less likely,

. My Lahnstein said that the Federal Chancellor wanted the Prime Minister
o be sware of this background to the way in whici®he would have to deal with
soraeatbe and international political problems over the coming months.

G I said that my impression at Chequers had been that the Federal
cusncellor had yecovered a good deal of the resilience which appeared to have
deserted him after the last election. Mr Lahnstein confymed thig, and
atiributed it three reasons! . .

() He had siopped smoking, and the process of adjustment
\ had been very hard for him, but it was now accomplished.
(43) He had recently had a medical check~up, and bis doctors
| had given him a good report: that had been very réassuring.
(ii1)  He felt that he had now taken ihe measure of his political
- problem: at least he know what he had to try to achieve,
and could concentrate on trying to ackieve if, though he
knew well enough that there could be no guarantee oi

BUCCOnE.

The Ottawa Summit

7.  Mr Labnstein and I also had some digscussion of the arrengeraonta for the
Ottawa Economic Bummit. On this Mr Lahnstein sald that the Federal
Chancellor was conocions that fouyr of the participante (five if one included
sMongieur Thorn), would be attending thelx fxet Sumimit, The Chancellor
thought that it would be important that Heads of Btate or Govermment sheuld
have as much time as possible {or unstructured and informal discussion among
themselves during this meeting, so that they had a chance to get to kaow each
other properly and have a real exchange of views. One reason for allowing
more time for such discussicn was the languags probiems: it amomed lkely thal
on this occasion at least three of the participants would not be able to cope in
English, But the more importaut rsason lay in the need to establish & beties
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rolationphip with President Reagan, and to draw him out more extensively on

internaiional political issues.

. My Lahnstein gaid that the Federal Chancellor did not yet know quite
what to ranks of President Reagan. He tended to divide American Presidents
Ieto fwo categeries: the pure figurehoads like Eisenhower and those who were
very much detively in' charge of their Adminlstrations, like Xennedy and Carter.
Precidant Reagan did not seem to fit neatly into either of these categoriee.
Moreover, he would be coming to the Ottawa Summit with some definite purpcase
iz mind and locking for some advantage or result, but the Germang had not yet
worked out what that might be, For all these reasons it would be imposrtant for
the other Heads of State or Government {0 draw him out at the Ottawa meating,

(]

1o get him to contribute to the discussion and declare his positions.

The Middle East

9. Mz Lahnsteln's third main point related to the "Near East'., He said
that the Federal Chancellor had noted at Chequers that the Forelgn and
Commonwealth Secretary had said that the Camp David initiative ought to be
allowed to run its couvee until the completion of the Sinal agreementa. The
discussion had not made clear what the Foreign and Commonwealth Secvetary
thought should happen after that, or what future he waw for the Camp David
procese once that was dona, 1 eaid that I did not know exactly what the Foresign
and Commonwealth Secretary had in mind, but that our general view was that
there was no poasibility of ;-:rogresa in the Middle East without the Americans,
that the Camp David process had to be allowed to go forward to the '"natural
break' which would come when the Sinal agreements were completed, but that
we doubtad whether it had much potential o barry progress further thercafler,
The process would then have to be broadened qut, and ons purpbee of the
European initistive was to prepare for that. Mz Labnstein agked whethor we
envisaged thet the process of broadening out should include the Russians, I
gaid that we were thinking more in terme 8 a combined United States and
European effort, i ~o o 4t BUiim B SRl i s

10, 1 am sepding a copy of thig minute to the Private Secretary 10 the Forai:

and Commonwealth Sncreta;-y. o 4 _
ROBERT ARMSTRGNE

23 Juna 1981




