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CONFIDENTIAL

10 DOWNING STREET

LONDON SWI1A 2AA
From the Private Secretary 31 August 19389

POLAND

I might pass on one or two points which
Nicholas Bethell made to me on his return from Poland where
he had seen Walesa, the new Prime Minister and others.

—_—_

He said that the new Government felt that the historic
importance of what had happened in Poland had not been
sufficiently recognised in statements by Western
Governments. I said that I found this rather surprising,
but the Prime Minister would be making our position clear in
her speech to the IPU on 6 September. Nicholas Bethell
added that the new Government were also disappointed that

the promised food supplies from the EC were not arriving

more rapidly. They wanted to be able to point to a very
e - . . .

early improvement of the food supply situation. I said that

this was a matter of logistics. Are we in fact making sure

that the EC is moving sufficiently rapidly to implement the

decisions taken at the beginning of August?

Nicholas Bethell asked whether the Prime Minister could
see Janusz Onyzkiewicz while he was here for the IPU
Conference. I said that I would try and ensure that they
had a talk at the Reception following the opening of the
Conference but I was not sure a separate meeting would be
possible. I would be very happy to see him myself.

Nicholas Bethell said that Walesa was not keen to visit
the United Kingdom at the invitation of the TUC. Would it
not be possible to FInd a way Lor the Government to invite
Dim? Obviously his position was somewhat difficult to
define in protocol terms. But there was no doubt that, with
President Jaruzelski, he was the most important person 1in
Poland. I said that we would give some thought to this.
should be grateful for advice. = -

-_—__—___-—-————s

CHARLES POWELL

J. S. Wall, Esq.,
Foreign and Commonwealth Office.
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POLAND

I might pass on one or two points which
Nicholas Bethell made to me on his return from Poland where
he had seen Walesa, the new Prime Minister and others.

He said that the new Government felt that the historic
importance of what had happened in Poland had not been
sufficiently recognised in statements by Western
Governments. I said that I found this rather surprising,
but the Prime Minister would be making our position clear 1in
her speech to the IPU on 6 September. Nicholas Bethell
added that the new Government were also disappointed that
the promised food supplies from the EC were not arriving
more raplidly. They wanted to be able to point to a very

early 1mprovement of the food supply situation. I said that
this was a matter of logistics. Are we in fact making sure
that the EC is moving sufficiently rapidly to implement the
decisions taken at the beginning of August?

Nicholas Bethell asked whether the Prime Minister could
see Janusz Onyzkiewicz while he was here for the IPU
Conference. I said that I would try and ensure that they
had a talk at the Reception following the opening of the
Conference but I was not sure a separate meeting would be
possible. I would be very happy to see him myself.

Nicholas Bethell said that Walesa was not keen to visit
the United Kingdom at the invitation of the TUC. Would it
not be possible to find a way for the Government to invite
him? Obviously his position was somewhat difficult to
define 1n protocol terms. But there was no doubt that, with
President Jaruzelskl, he was the most important person in
Poland. I said that we would give some thought to this. I
should be grateful for advice.

CHARLES POWELL

J. S. Wall, Esq.,
Foreign and Commonwealth Office.
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TO PRIORITY FCO

TELNO 327

OF 311130Z AUGUST 89

INFO PRIORITY EAST EUROPEAN POSTS, WASHINGTON, UKDEL NATO, BONN
INFO PRIORITY PARIS, UKREP BRUSSELS, HOLY SEE, ACTOR

MY TELNO 519 : NEW POLISH GOVERNMENT

SUMMARY

i) GEREMEK DESCRIBES SOLIDARITY OBJECTIVES FOR GOVERNMENTAL
POSTS. REAFFIRMS URGENT NEED FOR FQOOD AID, BUT RECOGNISES THAT
S ST A
MAJOR EFFORT IN ECONOMIC RESTRUCTURING MUST COME FROM POLES
-r =, ST E S AL eSSk
THEMSELVES.

DETAIL

2. WHEN I CALLED ON GEREMEK ON 31 AUGUST HE TOLD ME THAT IT WAS
NOW EXPECTED THAT THE COMPOSITION OF THE MAZOWIECKI CABINET
WOULD BE ANNOUNCED AT THE BEGINNING OF NEXT WEEK.

S GEREMEK SAID THAT IN ADDITION TO THE DEFENCE AND INTERNAL
AFFAIRS PORTFOLIOS THE PZPR WOULD RETAIN THE MINISTRY OF FOREIGN

AFFAIRS. THIS NO DOUBT MEANS THAT OLECHOWSKI WILL REMAIN FOREIGN
MINISTER: GEREMEK DESCRIBED HIM AS AN EXPERIENCED PROFESSIONAL,
WHICH HE CERTAINLY IS. THE CITIZENS' COMMITTEE'S INTEREST IN
FOREIGN AFFAIRS WOULD BE MET BY THE APPOINTMENT OF A SOLIDARITY
MEMBER AS A DEPUTY FOREIGN MINISTER, AS WELL AS BY THE SELECTION OF
ONYSZKIEWICZ AS CHAIRMAN OF THE SEJM FOREIGN AFFAIRS COMMITTEE.

L. GEREMEK ADDED THAT IT WAS IMPORTANT THAT THE PZPR SHOULD BE
COMPELLED 70O HAVE CO-RESPONSIBILITY FOR THE ECONOMY. HOWEVER,
SOLIDARITY WERE DETERMINED THAT THE COMMUNISTS SHOULD NOT HAVE THE
POST OF MINISTER OF FINANCE, WHICH, AS HE PUT IT, THEY INTENDED

TO BUILD UP FROM A POSITION OF RELATIVELY MINOR IMPORTANCE IN THE
GOVERNMENT TO ONE WITH RESPONSIBILITIES APPROXIMATING TO THOSE

OF THE CHANCELLOR OF THE EXCHEQUER IN THE BRITISH SYSTEM. THE
CURRENT PROBLEM WAS THAT THE PZPR WERE PRESSING THE CLAIMS OF

BAKA FOR THE POST OF MINISTER OF FINANCE. THEY WOULD HAVE TO ACCEPT
OTHER CABINET POSITIONS IN THE ECONOMIC DOMAIN INSTEAD.

I REMINDED GEREMEK THAT WE HAD NOTED WITH SATISFACTION THE
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PRIORITY WHICH MAZOWIECKI HAD ACCORDED TO REACHING AN AGREEMENT
WITH THE_IMF. HE CONFIRMED THIS BUT UNDERLINED ONCE AGAIN

THE IMPORTANCE OF WESTERN FOOD AID OVER THE NEXT 6 - 9 MONTHS,
I.E. UNTIL THE NEXT CROP SEASON AND POLISH AGRICULTURE HAD HAD
TIME TO RESPOND TO THE MEASURES NOW ENVISAGED. T SAID THAT IT
WOULD BE A MISTAKE FOR THE MAZOWIECKI GOVERNMENT OR SOLIDARITY

TO BELIEVE THAT WESTERN SATISFACTION, WHICH WAS REAL, AT THE TURN
OF EVENTS IN POLAND WOULD LEAD TO ANY CHANGE IN WESTERN POLICY ON
ECONOMIC ASSISTANCE IN THE LONGER TERM. ANY CONCEIVABLE CHANGE
FOR THE BETTER FROM THE POLISH POINT OF VIEW WOULD MAKE ONLY A
VERY MARGINAL CONTRIBUTION TO THE SOLUTION OF THE PROBLEMS THAT
HAD TO BE TACKLED HERE. THE FACT REMAINED, AND I HOPED THAT THE
POLES WOULD BEAR IT FIRMLY IN MIND, THAT BY FAR THE GREATER PART
OF WHAT NEEDED TO BE DONE LAY ENTIRELY IN THEIR HANDS. I MADE THE
POINT IN THIS WAY BECAUSE OF SOME WORRYING SIGNS THAT EXPECTATIONS
WERE BEGINNING TO EMERGE HERE THAT WESTERN COUNTRIES SHOULD

GREET THE ARRIVAL OF A MAZOWIECKI CABINET BY SIGNIFCANT INCREASES IN
ECONOMIC ASSISTANCE IN ITS VARIOUS FORMS.

6. GEREMEK AGREED AND REPEATED THE DISTINCTION HE HAD DRAWN
BETWEEN THE URGENT NEED FOR FOOD AID OVER THE MONTHS AHEAD, WHERE
THE WEST COULD HELP AND WHERE THE AID HAD GREAT POLITICAL

AND PSYCHOLOGICAL IMPORTANCE, AND LONGER-TERM RESTRUCTURING WHERE
HE ACCEPTED THAT THE POLES MUST PUT FORWARD AN EFFECTIVE POLICY.

BARRETT

DISTRIBUTION

431

FCO WHITEHALL
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CONFIDENTIAL

10 DOWNING STREET

LONDON SWIA 2AA

From the Private Secretary 29 August 1989

POLAND

The Prime Minister has commented that, in the light of
recent political developments in Poland, we need to take a
fFresh look at the level of Western assistance. Having
promised Poland help in the event of political change, we must
now stand by our commitments. We have of course undertaken a
number of short-term measures: the food aid through the
European Community and the bilateral help of which the Prime
Minister informed President Jaruzelski during his visit to the
United Kingdom. The key remains for Poland to reach agreement
with the IMF. But even with that proviso, the Prime Minister
feels that we need to be ready to provide more emergency aid,
particularly in the agricultural field; and should be working
out proposals for further assistance once an IMF agreement 1S
in place. In her view, this is bound to involve writing off a
substantial part of Poland's debt.

The Prime Minister wants us to be in the lead in taking
forward international help for Poland. We must not
underestimate the historic nature of the opportunity now
of fered in Poland to see a country emerge from the grip of
Communism and the crucial importance of the experiment
succeeding. She would like to address these issues
in a message to President Bush. I should be grateful if you
would let me have a draft, in consultation with the other
departments concerned, as soon as possible.

I am copying this letter to John Gieve (HM Treasury) ,
Neil Thornton (Department of Trade and Industry), Myles
Wickstead (Overseas Development Administration) and
Trevor Woolley (Cabinet Office).

(C. D. POWELL)

Stephen Wall, Esqg.,
Foreign and Commonwealth Office.

CONFIDENTIAL




10 DOWNING STREET
LONDON SWIA 2AA

) 24 August 1989
THE PRIME MINISTER

L Please accept my warm congratulations on your
appointment as Prime Minister of the Polish People's
Republic. I recall with much pleasure our meeting during my

visit to Gdansk last November.

You face three challenges at a crucial moment 1in
Poland's history: first, to form a government that truly
reflects the will of the Polish people; second, to take
Poland along the path of democracy; third to implement the
difficult decisions necessary to restore Poland's economic

health. I wish you every success in your task.

May I take this chance to reaffirm our readiness to help

Poland achieve democracy and economic recovery.

 Oum 7 A u,wlj

/L

NV ‘1“[’“"""'

Mr. Tadeusz Mazowiecki
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TO IMMEDIATE WARSAW
TELNO 352

OF 241210Z AUGUST 89

NEW PRIME MINISTER

1. PLEASE PASS THE FOLLOWING MESSAGE FROM THE PRIME MINISTER T0
MR MAZOWIECKI.

QUOTE, PLEASE ACCEPT MY WARM CONGRATULATIONS ON YOUR APPOINTMENT
AS PRIME MINISTER OF THE POLISH PEOPLE'S REPUBLIC. I RECALL
WITH MUCH PLEASURE OUR MEETING DURING MY VISIT TO GDANSK LAST
NOVEMBER.

I WISH YOU EVERY SUCCESS. FIRST, IN FORMING A GOVERNMENT THAT
FIRMLY REFLECTS THE WILL OF THE POLISH PEOPLE. SECOND, IN YOUR
HISTORIC TASK OF TAKING POLAND ALONG THE PATH OF DEMOCRACY.
THIRD, IN IMPLEMENTING THE DIFFICULT DECISIONS NECESSARY TO
RESTORE POLAND'S ECONOMIC HEALTH.

MAY I TAKE THIS CHANCE TO REAFFIRM OUR READINESS TO HELP POLAND
ACHIEVE DEMOCRACY AND ECONOMIC RECOVERY. UNQUOTE.

2. SIGNED ORIGINAL FOLLOWS BY BAG.

MAJOR

DISTRIBUTION

MAIN

LIMITED PS/MR WALDEGRAVE
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MR APPLEYARD,CAB OFF
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10 DOWNING STREET
LONDON SW1A 2AA

24 August 1989

From the Private Secrelary

for the draft which you provided.

the Prime Minister has agreed
nded version. This I

teful if it could

Thank Yyou

attach a
be dispatched

been confirme

promp
d as Premier.

(DOMINIC MORRIS)

R. N. Peirce, Esq- s

Foreign and Commonwealth office.
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the department for Enterprise

The Rt. Hon. Lord Trefgamne
Minister for Trade

Charles Powell Esqg

10 Downing Street Department of
London Swl Trade and Industry

1-19 Victoria Street
London SW1H OET

Enquiries
01-215 5000

5 Telex 8811074/5 DTHQ G
AW al Fax 01-215 5468
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Your ref

G :?% August 1989

- - . v vt r‘
Direct line 01 769 7180 e , T 3

MINISTER FOR TRADE'S VISIT TO POLAND;'17—21 JULY 1989
!' S

— —

Mr Alan Clark, in his capacity as Minister for Trade, visited

Poland from 17-21 July to identify investment opportunities
there.

The attached report was prepared shortly after the visit. I
understand that following his posting to MOD, Mr Clark preferred
to make his own arrangements to report to the Prime Minister, but
that he was content for you to be sent tg report as attached.

I apologise for the delay in sending the report, but I think it
is still valid despite the upheavals in Poland. The visit was
in fact a very successful one.

I am copying this letter and report to Richard Gozney at FCO.

1/ jl'; - > llr"'.
o ——( A~ 2+t \/
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G WILLIAMS
PRIVATE SECRETARY
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CONFIDENTIAL

PRIME MINISTER

Investment Opportunities in Poland

I spent last week in Poland in fulfilment of the undertaking you
gave to General Jaruzelski on 10 June. Although investment
opportunities are still constrained, it proved a most instructive
visit that was all the more rewarding for unmistakeable signs
that the disintegration of the Communist system is gathering
pace. It also showed beyond doubt that there is an important
role for the "Know-how" fund that you promised General
Jaruzelski.

I was accompanied by a delegation of businessmen who were
encouraged by the prospects for investment and collaboration with
Polish firms. I had discussions with Ministers from the
Ministries of Foreign Economic Relations, Environmental
Protection, Industry, Agriculture, and Finance. I also met the
Presidents of the Export Development Bank and Foreign Investment
Agency, representatives of Solidarity and made two factory
visits.

My visit coincided with the election by the Parliament of General
Jaruzelski as President. Those members of the Government whom I

met were all seized of the need to agree an IMF programme and to

press ahead with economic reforms. The most delicate of these

will be the deregulation of food prices, the first stage of which
may take place next month. The Government will need to be
resolute to carry through its programme of reforms but I was
particularly impressed by the Poles' evident realisation that
they must generate the basis for their own future prosperity by
reform from within, rather than through reliance on outside aid.
That said, a measure of EC food-aid and a bridging loan from the
Bank of International SettIlements once an IMF programme is in
place, could be crucial in helping the Government through the
difficult initial phase of the reforms.

The Constraints on Investment

The constraints on investing in Poland - and indeed on buying and
selling there - will be largely familiar to you: the zlote is
soft and getting softer, with inflation accelerating towards 100%
or more this year; convertible currency is scarce, all the more
so since private holders have every motive to hoard it; the law
of property is ambiguggs and the prospect of its enforcement
uncertain. Political control and subsidies have made prices
unreal and misleading. Wages bear little if any relation to
company earnings and the trade uUnions are pressing for -
indexation. ~Industrial management is largely crushed by
bureaucratic interference and trade union restrictions, with
entrepreneurial enterprise marginalised into Such activities as
the growing of flowers. What came as a surprise to me was the
absence of'financiaf-expertise: accountancy and banking are in
tWeir infancy; despite the open talk in more than one Ministry of
introducing’a stock exchange this year or next, there is as yet

no recognised provision for buying and selling industrial assets.

WO6BIG
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Few Poles understand how money can be made to lubricate the
mechanisms of a modern economy.

Déspite all this, the very low wage levels prevalent, and the
Government's apparent intention to move towards a more
market-orientated economy, give rise to considerable potential
oppotunities for investment. German companies are already
starting to take advantage of the more favourable climate for
inward investment created by the recent legislation on joint
ventures. This'provides for more favourable treatment for joint

conversion of | forelgn currency earnings. I was also impressed by
the enterprising attitudes of some Polish businessmen, notably
the President of the Export Development Bank. I shall ask
officials from ECGD to estblish contact witB him in due course.

Conclusions

Bearing in mind the limitations of a single visit, albeit

supported by many meetings with Polish trade ministers and
officials over the last three years, I offer the following
conclusions:

(1) Nothing we can do for the Poles at a reasonable cost can
help them more than management training, particularly on

fLﬂQﬂQLﬁl_ﬁﬁlﬂiﬂgﬁ including book-keeping and elementary

accountancy as well as banking techniques and business
strategy.

With regard to decisions on how to spend the "Know-how"
fund, I endorse the Poles' preference for short;
practical, low-level courses supported by an adequate
supply of good basic text-books translated into Polish.

Consideration should be given to using existing
institutions in Poland, including the Furnell Management
School in which ICL "has a share, though, as one Pole
pointed out to the evident surptise of his colleagues,
care should be taken to see that access to the training
given is not cornered by the Nomenklatura or those
otherwise enjoying the approval of the Communist Party.

The FCO should also know of a strong recommendation from
the President of the Foreign Investment Agency in Warsaw
(Mr Skakuj) to the effect that they too should establish a
small agency in Warsaw to co-ordinate British use of the
Fund. My own instinct however would be to spend the
Fund's money through British companies working under
contract to the Fund's administratidon in London.

Our policy of dialogue with Eastern Europe (set out in
Geoffrey Howe's letter to yod of 5 September 1985) has
worked and is still working well. Dialogue could be even
more valuable in future at Ministerial, official and
business levels and should be maintalned and reinforced,

particularly with a view to encouraging the development of
legal and administrative provisions for a market economy

WO6BIG
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to help supplement the recourse that is now being made to
the Polish Commercial Code of 1934.

Although the present Polish encouragement of Jjoint
ventures with Western companies still suffers from the
authorities' wish to retain control of such endeavours,
there are potentially profitable opportunities,
particularly for large companies able to negotiate theilr

own terms.

Because of the constraints mentioned above, Poland is,
like the rest of Eastern Europe, very much a market in
which DTI and our Embassy's commercial staff can make a
signitfirant contribution to business. All of the
pusinessmen in my party came from leading companies in
sectors nominated by the Poles at the Joint Commission in
May and all were grateful for the official support they
received from both sides.

(ix) Once it becomes firmly established that direct foreign
investment in Polish equity is not only acceptable but welcome,
there should be valuable opportunities in the sectors for which
the Poles are now seeking joint ventures, namely the manufacture,
processing, Qggkiging and storage of food and drink; textile
machinery; hotels and electronics. Should it become possible and
practical for UK companies to invest in the construction of
houses, as I think it may if we work at it, the Polish market

could become very valuable indeed.

(x) Meanwhile we should also press our interests in other
sectors like the modernization of steel mills and the
control of pollution, where the need is obvious but the
prospect of payment obscure pending the restoration of
medium-term cover from ECGD, which may perhaps become
possible for specific projects once an IMF programme is
firmly in place.

I should express my admiration for the way that some leading
Poles were prepared to criticise the Communist system openly in
formal discussion with me, exposing for instance the ignorance
and irresponsibility of the Party's approach to money and the
proper use of resources among many other weaknesses. 1 should
also like to say how grateful I was to the Charge d'Affaires, Mr
Gordon Wetherell, and his staff, who produced an excellent
programme of meetings at a time when their Ambassador was away
and their Embassy was under extensive repair.

ALAN CLARK
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TELNO 513

OF 221200Z AUG 89

INFO IMMEDIATE MADRID (FOR SECRETARY OF STATE)

INFO PRIORITY EAST EUROPEAN POSTS ,BONN_,PARIS_, WASHINGTON

INOF PRIORITY UKDEL NATO,UKREP BRUSSELS,HOLY SEE,ACTOR

POLAND : APPOINTMENT OF PRIME MINISTER
SUMMARY

1. TELEGRAM DESCRIBES EVENTS LEADING TO NOMINATION OF

MAZOWIECKI. FOLLOWING SOLIDARITY'S

OVERWHELMING ELECTION VICTORY_,AND JARUZELSKI'S NARROW ELECTION

TO THE PRESIDENCY, APPOINTMENT OF FURTHER MEMBER OF THE OLD

GUARD AS PRIME MINISTER UNACCEPTABLE.DETERIORATING ECONOMIC SITUATION
INCREASES PRESSURE ON SOLIDARITY TO TAKE THE INITATIVE.NEW
PARLIAMENTERY ROLE OF THE ZSL AND SD CREATE AN OPENING SKILFULLY
EXPLOITED BY WALESA.PARTY AND RUSSIANS SUFFICIENTLY REASSURED

TO ENABLE JARUZELSKI' TO CALL ON MAZOWIECKI

DETAIL

2. ON 23 OR 24 AUGUST THE SEJM WILL ALMOST CERTAINLY CONFIRM

THE NOMINATION OF THE FIRST NON- COMMUNIST PRIME MINISTER IN EASTERN
EUROPE FOR OVER 40 YEARS. THE SHORT GAP BETWEEN PRESIDENT JARUZELSKI
'S NOMINATION OF TADEUSZ MAZOWIECKI ON 19 AUGUST AND HIS CONFIR-
MATION IS ALREADY TURNING OUT TO BE A PERIOD OF TOUGH

BARGAINING BETWEEN THE PZPR AND SOLDIARITY OVER THE SIZE AND

NATURE OF THE FORMER'S SHARE IN THE NEW ADMINISTRATION .WALESA
YESTERDAY REACTED TO PZPR CLAIMS TO RETAIN SUCH PORTFOLIOS

AS FOREIGN AFFAIRS AND FINANCECIN ADDITION TO THE ALREADY

PROMISED MINISTRIES OF DEFENCE AND INTERNAL AFFAIRS)BY WARNING
AGAINST ATTEMPTED BLACKMAIL BY THE PARTY.

3. THE ROUND TABLE AGREEMENTS OF APRIL WERE UNIQUE IN THE POST WAR
HISTORY OF EASTERN EUROPE FOR BOTH THEQUALITY AND VOLUME OF
CHANGE-.THEY PROMISED TO BRING IN THE POLITICAL, SOCIAL AND
ECONOMIC ARRANGEMENTS OF THE COUNTRY. THE BLUE PRINT THEY

OFFERED WAS INTENDED TO TAKE POLAND NOT ONLY THROUGH

THE (PARTIALLY FIXED)ELECTION IN 1989 ,BUT UP TO

THE NEXT ELECTION S IN 1993 WHICH THE OPPOSITION ,AT LEAST,
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WERE DETERMINED SHOULD BE ENTIRELY FREE.

4. THE OVERWHELMING SUCCESS OF SOLDIARITY CITIZEN'S COMMITTEE
CANIDATES IN THE JUNE ELECTIONS (260 OUT OF 261

SEATS CONTESTED IN THE SEJM AND SENATE) PROVIDED THE FIRST

CLEAR INDICATION THAT THE ROUDNDTABLE M MIGHTHAVE UNLEASHED FORCES
WHICH ITS MAJOR PARTICIPANTS COULD NOT CONTROL.HOWEVEREARLY
STATECE COALITION PARTNERS,THE ZSL (PEASANTS) AND

SD (DEMOCRATS) _,MANY OF WHOSE MPS HAD BEEN ELECTED BECAUSE OF
SOLIDARITY'S SUPPORT. A HANDFUL OF PZPR MPS ALSO OWED THEIR ELECTION
TO SOLIDARITY. THE OVERALL RESULT WAS A PARLIAMENT WHICH COULD NOT
BE CONTROLLED IN THE TRADITIONAL FASHION BY EXTRA-PARLIAMENTARY
CENTRAL COMMITTEES. IN THE EVENT, IT TOOK THE DELIBERATE SPOILING
OF SEVEN SOLIDARITY/CITIZENS COMMITTEE BALLOTS AT THE LAST MINUTE
TO SECURE JARUZELSKI'S VICTORY ON 19 JULY.

6. THROUGHOUT THIS TIME,THE ''AUTHORITATIVE''VIEW AMONG SENIOR
SOLIDARITY AND CITIZEN COMMITTEE LEADERS WAS THAT THEIR MPS HAD
BEEN ELECTED (IN ACCORDANCE WITH THE ROUND TABLE AGREEMENT) TO

FORM AN OPPOSITION. THEY WOULD NOT ACCEPT PROPOSALS TO JOIN A
"'GRAND COALITION'' GOVERNMENT FOR FEAR OF LOSING THEIR

IDENTITY AND POLICIES 1IN AN ADMINISTRATION MACHINE STILL DOMINATED
BY THE

PARTY NOMENKLATURA. WHILE OPPOSITION LEADERS INSISTED THAT

THEY WOULD BE PREPARED TO FORM THE GOVERNMENT THEMSELVES,THEY ALSO
SAID THAT THEY WERE NOT READY FOR THE TASK.IN THIS MOOD MICHNIK'S
PROPOSAL AT THE BEGINNING OF JULY THAT THE PZPR SHOULD HAVE THE
PRESIDENCY AND SOLIDARITY THE PRIME MINISTERSHIP WAS REJECTED BY,
AMONG OTHERS ,THE CITIZENS COMMITTEE FLOOR LEADER GEREMEK.

7. THE SECOND EXPOSUR OF THE ROUND TABLE AGREEMENTS TO THE
CHANGING POLITICAL FORCES CAME IN THE MATTER OF WHO SHOULD BE THE
NEW PRIME MINISTER. THE RELATIVELY COMGORTABLE MAJORITY (237:173:
10) BY WHICH KISZCZAK'S NOMINATION WAS APPROVED BY THE SEJM ON

2 AUGUST SOON PROVED DECEPTIVE. THE SUPPORT HE HAD OBTAINED FROM
ZSL AND SD MPS WAS NOT IN THE EVENT AVAILABLE TO THE EXTENT
NECESSARY FOR HIM TO FORM A NEW GOVERNMENT OF THE OLD COALITION.
ON THE SIDE OF THE OPPOSITION SOLIDARITY RESISTANCE TO A PZPR-LED
"'"GRAND COALITION'' GOVERNMENT WAS REINFORCED BY DISENCHANTMENT
AMONG THE MOVEMENT'S SUPPORTERS (MANY OF WHOM FOUND IT DIFFICULT
TO SWALLOW THEIR REPRESENTATIVES CONNIVANCE AT JARUZELSKI'S
ELECTION) AT THE THOUGHT THAT THE LEADING EXECUTIVE JOBS IN THE LAND
SHOULD REMAIN IN THE HANDS OF PARTY STALWARTS CLOSELY IDENTIFIED
WITH MARTIAL LAW (JARUZELSKI AND KISZCZAK, PLUS RAKOWSKI WHO HAD

PAGE 2
RESTRICTED




RESTRICTED
054067
MDHIAN 3154

REPLACED JARUZELSKI AS PZPR FIRST SECRETARY AT THE END OF JULY).
THERE WAS ALSO A GROWING INSISTANCE BY SOLIDARITY SUPPORTERS THAT

THEIR MPS HAD NOT BEEN ELECTED TO STAY ON THE SIDELINES AND

WATCH THE OLD REGIME CONTINUE. STRIKES PROMPTED BY THE GOVERNMENT'S
LOSS OF CONTROL OVER THE ECONOMY IN THE LAST WEEKS OF THE RAKOWSKI
ADMINISTRATION, THE COLLAPSE OF THE FOOD MARKET IN JULY AND THE

HUGE PRICE RISES IN AUGUST SPILLED OVER INTO DEMANDS FOR A SOLIDARITY
-LED GOVERNMENT.

8. NOT FOR THE FIRST TIME WALESA PROVED TO BE AHEAD OF THE GAME
WHEN HE LAUNCHED HIS PROPOSAL FOR A SOLIDARITY/ZSL/SD COALITION
ON 7 AUGUST. THE PROPOSAL IRRITATED OPPOSITION MPS AND WAS
GENERALLY BELIEVED TO BE A NONSTARTED AT THE TIME. AFTER ALL ,
KISZCZAK WAS CONDUCTING ORDERLY CONSULTATIONS ON THE FORMATION

OF HIS GOVERNMENT AND ENJOYED THE SUPPORT OF THE ZSL AND SD
LEADERSHIP.MEMBERS OF THE OLD COALITION VOICED SUPPORT

FOR THE CONCEPT OF A GRAND COALITION,BUT IT WAS ASSUMED THAT ,IN
THE FACE OF SOLIDARITY INTRANSIGENCE ,THERE WOULD BE NO ALTERNATIVE
TO A CONTINUATION OF THE OLD COALITION LALBEIT WITH A NUMBER

OF NEW FACES INCLUDING PERHAPS ONE OR TWO MEMBERS OF SOLIDARITY
SERVING IN AN INDIVIDUAL CAPACITY.

9. BUT WALESA'S OFFER SOON EXPOSED HOW TENOUS ZSL AND SD SUPPORT
FOR KISZCZAK WAS. WHILE THE PZPR WAS ACCUSING THE OPPOSITION OF
TRYING TO SEIZE POWER AND DIREGARDING PARLIAMENTARY PROCEDURES,
AND THE ZSL AND SD PRESIDIA WERE CLINGINI TO THE CONCEPT OF A
KISZCZAK ADMINISTRATION THE LATTER'S PARLIAMENTARY FLOOR GROUPS
WERE BY 9/10 AUGUST RESPONDING WARMLY TO WALESA 'S OVERTURE.

10. BY 14 AUGUST,ONLY ONE WEEK AFTER WALESA'S OFFER AND LESS THAN
TWO AFTER THE SEJM'S CONFIRMATION OF HIS APPOINTMENT, KISZCZAK
OFFERED TO STAND DOWN IN FAVOUR OF MALINOWSKI,THE ZSL LEADER.

WHILE THERE WAS LITTLE PROSPECT THAT MALINOWSKI _,WITH HIS LONG
HISTORY OF ASSOCIATION WITH JAUZELSKI, WOULD BE A CREDITABLE
CANDIDATE TO THE OPPOSITION (OR TO HIS OWN FLOOR GROUP FOR THAT
MATTER) THIS LAST ATTEMPT TO SALVAGE THE OLD COALITION WAS IN
RETROSPECT LESS A TACTICAL MANOUVRE THAN A REFLECTION OF KISZCZAK'S
RECOGNITION THAT HE HAD COME TO THE END OF THE ROAD.

11. THE EARLY PART OF LAST WEEK (AT THE TIME OF KISZCZAK'S OFFER
TO WITHDRAW) WAS PROBABLY THE CLOSEST DEVELOPMENTS HAD COME TO
SPARKING OFF A FULL BLOWN CRISIS. LOSS OF POWER WAS STARING THE
PZPR IN THE FACE. IT WAS AT THIS TIME THAT THE POLISH CARGE'S
DEMARCHE OF 16 AUGUST TO SIR J FRETWELL (YOUR TELNO 339) WITH
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ITS WARNING OF THE CONSEQUENCES OF WALESA'S OFFER AND OF AN
OPPOSITION SEIZURE OF POWER FOR THE PROCESS OF REFORM IN POLAND AND
BEYOND WAS BEING DRAFTED. BUT SUCH HAS BEEN THE PACE OF EVENTS
THAT EVEN AS THE DEMARCHE WAS BEING MADE, THE FEARS GIVING RISE

TO IT WERE BLOWING OVER. ALSO ON 16 AUGUST, THE ZSL AND SD
ACCEPTED WALESA'S PROPOSAL. THE PZPR, WHICH CONTINUED (WITH SOME
JUSTICE) TO ACCUSE THE OPPOSITION OF TRYING TO COMPRESS INTO A FEW
WEEKS CHANGES INTENDED FOR IMPLEMENTATION OVER FOUR YEARS WAS IN
LARGE MEASURE PACIFIED WHEN, ON 17 AUGUST, WALESA, MALINOWSKI

AND JOZWIAK (THE SD LEADER) PRESENTED JARUZELSKI WITH A PROPOSAL
FOR A '"'COALITION GOVERNMENT OF NATIONAL RESPONSIBILITY'' WHICH
WOULD BE OPEN TO ALL PRO-REFORM FORCES (INCLUDING THE PZPR). FOR
GOOD MEASURE THEY PRESENTED THIS AS BEING 1IN ACCORDANCE WITH THE
ROUND TABLE AGREEMENTS. =

12. WALESA'S STATEMENT OF 16 AUGUST THAT JARUZELSKI'S NOMINATIONS
(NO DOUBT FROM THE PZPR) FOR THE POSTS OF INTERIOR AND DEFENCE
MINISTERS WOULD BE ACCEPTED, AND SOLIDARITY'S CONFIRMATION THAT A
GOVERNMENT LED BY THEM WOULD HAVE NO NEGATIVE IMPACT ON POLAND'S
ROLE IN THE WARSAW PACT AND HER RELATIONS WITH THE SOVIET UNION,
HAD ALREADY PROVIDED AN ELEMENT OF REASSURANCE TO THE PZPR AND,
JUST AS IMPORTANT, TO THE SOVIET UNION. WHEREAS ON 11 AUGUST,

THE SOVIET FOREIGN MINISTRY HAD WARNED AGAINST USING THE FORMATION
OF NEW POLISH GOVERNMENT TO DESTABILISE THE COUNTRY AND STRIKE

AT POLAND'S OBLIGATIONS TO HER ALLIES, ON 16 AUGUST IT WAS

SAYING THAT THE SOVIET UNION HAD NO INTENTION OF INTERFERING IN
POLAND'S AFFAIRS AND DESCRIBING WALESA'S REMARK THAT POLAND'S
MEMBERSHIP TO THE WARSAW PACT SHOULD NOT BE FORGOTTEN AS '"'WISE''.

13. A DAZZLING SERIES OF CONSULTATIONS INVOLVING JARUZELSKI,
WALESA, RAKOWSKI, MALINOWSKI, JOZWIAK, THE LEADERS OF THE VARIOUS
PARLIAMENTARY FLOOR GROUPS AND, NOT LEAST, THE PRIMATE AND THE
SOVIET AMBASSADOR FINALLY LED ON 19 AUGUST TO JARUZELSKI'S
NOMINATION OF MAZOWIECKI. THE FINAL REASSURANCE THAT JARUZELSKI
NEEDED WAS PROVIDED BY THE PZPR CENTRAL COMMITTEE'S DECISION AT ITS
14TH PLENUM THE SAME DAY THAT THE PARTY WOULD BE PREPARED TO TAKE
PART IN THE NEW GOVERNMENT PROVIDED THAT ITS REPRESENTATION
REFLECTED ITS 'POLITICAL AND STATE POTENTIAOL'. THE CURRENT
DISCUSSIONS BETWEEN SOLDIARITY AND THE PZPR ARE ESSENTIALLY ABOUT
WHAT THIS MEANS.

14. THE GATERING WIND OF CHANGE HAS PROVEN TOO STRONG IN RECENT
WEEKS FOR A PARTY BEREFT OF IDEAS FOR SOLVING POLAND'S PROBLEMS
AND OF CREDIBILITY. THE SAME WIND HAS CARRIED SOLIDARITY TO THE
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FORMATION OF THE GOVERNMENT. THOUGH WALESA IS STANDING ASIDE TO LET
MAZOWIECKI HEAD THE GOVERNMENT, IT IS STILL BY HIM THAT THE
ESSENTIAL DEAL WITH THE PZPR HAS TO BE STRUCK. THE AUTHORITY WHICH
HE WIELDS IN THE COUNTRY HAS PROBABLY NEVER STOOD HIGHER AND THE
PZPR CANNOT EXPECT TO IMPOSE UNREALISTIC CONDITIONS ON HIM. AT

THE SAME TIME, AS INDICATED IN MY TELNO 511, ALTHOUGH THE OPPOSITION
HAS THE TIDE OF POPULAR SENTIMENT FLOWING FOR IT, THE PARTY

STILL RETAINS CONTROL OVER IMPORTANT LEVERS OF STATE POWER. THE
BALANCE WHICH IS STRUCK IN THE NEXT FEW DAYS BETWEEN SOLIDARITY

AND THE PZPR (AS WELL AS THE ZSL AND SD WHO CONTROL THE PARLIAMENTARY
BALANCE OF POWER) WILL DECIDE WHETER POLAND HAS A GOVERNMENT WHICH,
ON THE ONE HAND, ENJOYS THE POPULAR SUPPORT WHICH ALONE CAN

CREATE THE CONDITIONS FOR THE IMPLEMENTATION OF TOUGH

ECONOMIC MEASURES, AND ON THE OTHER, IS SAFE FROM ATTEMPTS AT
DESTABILISATION FROM TRADITIONAL POLITICAL FORCES.

15. TRUE TO THE POLISH TRADITION SINCE THE ROUND TABLE, MAZOWIECKI
IS FINDING THAT TACKLING THE COUNTRY'S ECONOMIC PROBLEMS MUST TAKE
SECOND PLACE, AT LEAST IN THE SHORT RUN, TO POLITICAL CONSIDERATIONS.
THE PRICE FOR THIS IS THAT THE ECONOMIC PROBLEMS, AND THE SOCIAL COST
OF RESOLVING THEM, CONTINUE TO RISE. IT IS ENCOURAGING THAT
MAZOWIECKI HAS PUT AN AGREEMENT WITH THE IMF AT THE TOP OF HIS
AGENDA. HSI EARLY STATEMENTS INDICATE A READINESS TO GET TO GRIPS
WITH THE PROBLEMS. HE WILL HAVE TO MAKE HUSGE CALLS ON THE

PATIENCE AND HARD WORK OF HIS COUNTRYMENT AND ON THE SKILL AND
DETERMINATION OF COLLEAGUES, MANY OF THEM WITH NO PREVIOUS EXECUTIVE
RESPONSIBILITY. THE WEST HAS A CLEAR INTEREST IN THE SUCCESS OF

AN ENTERPRISE WHICH COULD HAVE A DECISIVE INFLUENCE ON DEVELOPMENTS
ELSEWHERE IN EASTERN EUROPE. IT WOULD BE WRONG TO ABANDON THE
STRICT CONDITIONS ON DEBT AND CREDITS SIMPLY BECAUSE THERE IS A
SOLIDARITY GOVERNMENT. BUT I HOPE THAT, WITHIN THE FRAMEWORK
ESTABLISHED AT THE G7 SUMMIT, THE UK AND ITS WESTERN ALLIES WILL
DEMONSTRATE THEIR SUPPORT FOR MAZOWIECKI'S GOVERNMENT IN PRACTICAL
TERMS.

BARRETT
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COVERING CONFIDENTIAL

Foreign and Commonwealth Office

London SWI1A 2AH

22 August 1989

New Polish Prime Minister

As you will have seen, General Jaruzelski has asked

Tadeusz Mazowiecki of Solidarity to be Prime Minister.
/ Mrs Thatcher met him in Gdansk last November. I enclose
a personality note.

We recommend that the Prime Minister send a message
of congratulation, for delivery after the appointment has
been confirmed in Parliament on 23 or 24 August. I

/ enclose a draft. It is warmer in tone than the message the

Prime Minister sent to General Kiszcak on 4 August (copy

also attached).

(R N Peirce)
Private Secretary

Dominic Morris Esq
10 Downing Street

COVERING CONFIDENTIAL
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Please accept my warm congratuiations on your
appointment as Prime Minister/of the Polish People's

Republic. I recall with much pleasure our meeting

during my visit to Gdansk ldst November.

le {iua.. L é MAJ-JA—{&M o C—u-«cfw‘-i el e QT Pﬂmdammb
J—wish—you everysuceess:? ﬁlrst Zm& forming. a

government that truly reflects the will of the Polish
people; S$econd, &n$¥GH¥ﬂhT8%®P$G—@a;L—©f takémg
Poland along the path of/ democracy, third, #s &
implementihg the difficult decisions necessary to
restore Poland's economlc health. ﬁ%Lfﬂﬁﬁﬂé f5;"L
Yo~ g MLy~ Yres G i

May I take this chance to reaffirm our readiness

to help Poland achievé democracy and economlc

recovery.
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MAZOWIECKI, TADEUSZ

Journalist and Catholic activist.

Born 1927. 1953-58 editor-in-chief of the Catholic
weekly in Wroclaw. 1958-80 editor-in-chief of "Wiez". After
the election of the Polish Pope in 1978 he was denied a
passport to attend the ceremony in Rome. Head of the team of
experts of Solidarity from 1980 and editor-in-chief of the
weekly "Solidarnosc" from January 1981.

Interned after the introduction of martial law but
released in July 1982. Refused a passport to accompany Mrs
Walesa to collect her husband’s Nobel Prize in December 1983.
Met Mr Rifkind in November 1984 and Sir Geoffrey Howe in
April 1985. One of the main advisers to the Solidarity
National Leadership. Played a major role in the Round Table
talks, Spring 1989. Editor-in-chief of the Solidarity weekly
from April 1989.

He speaks a little French and some German.

CH1ACC

CONFIDENTIAL
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PRIME MINISTER

Lord Bethell telephoned yesterday afternoon. He 1is visiting

-

ech Walesa and
Tadeusz Mazowiecki. He asked if we had any messages for which
we wanted to use him as postman. I would propose to telephone
Lord Bethell today, to say that we are grateful for his offer
and that, while there are no specific messages to come from
us, we would be very grateful to hear back from him any news
or impressions that he has on the fast moving situation 1n

Poland when he returns late next week.

Agree?
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DOMINIC MORRIS
22 August 1989
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From the Private Secretary

10 August 1989

UK REPRESENTATION AT THE COMMEMORATION OF THE 50th ANNIVERSARY
OF THE OUTBREAK OF WORLD WAR I1I

Thank you for your letter of 9 August in which you
enclose a draft for the Prime Minister to send to General
Kiszczak. The Prime Minister has approved an amended version
which may now issue. I should be grateful if this could be
advanced by telegram to Warsaw and the original sent by

diplomatic bag.

I am copying this letter to Brian Hawtin (Ministry of
Defence).

Paul Gray

Richard Gozney Esqg
Foreign and Commonwealth Office
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I am responding to the invitation from your predecessor,
Mr Rakowski, inviting us to send a delegation to Poland for
the ceremonies commemorating the 50th anniversary of the
outbreak of World War II. I entirely share your view of the
historical importance of this occasion and I would therefore
particularly wish Mr Archibald Hamilton, Minister of State

for the Armed Forces, to be there as my representative.

I am glad that the United Kingdom will also be
represented by a group from the three armed services. I know
that many private groups and individuals will also be
travelling to Poland to be with you on this historic

occasion.

L

His Excellency General Czeslaw Kiszczak
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Foreign and Commonwealth Office

[London SWI1A 2AH

9 August 1989
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UK Representation at the Commemorations of the
50th Anniversary of the Outbreak of World War II

Mr Rakowski has recently sent the enclosed message to
the Prime Minister inviting her to send an official
delegation to represent the Government at the commemorations
at the end of this month. As you know we had been planning
to mark the anniversary with an historical seminar, an
exchange of ships’ visits, and by sending a military
wreath-laying party to Poland (Lyn Parker’s letter of
16 December 1988 and Charles Powell’s reply of 17 December).

Although the ship visits have now taken place and the
plans for the seminar are proceeding, we have not been able
to make practical arrangements for military representation
because of the failure of the Poles to give us a clear idea
of their plans. Mr Rakowski’s letter now allows us to move a
stage further. It is clear that the Poles would be
disappointed if we failed to send a senior figure in addition
to our wreath-laying party. The Russians, French and
Americans have also been invited. The Germans have not, but
have not sought to dissuade us from going. The French seem
inclined to send a junior Minister responsible for Veterans’
affairs but have not yet taken a firm decision. However it
would be surprising if they were not represented at a senior
level. The Americans do not wish to be represented
officially (although they are not opposed to unofficial
representation). They have doubts about official UK and
French involvement since they fear that this might upset the
Germans. We believe that these fears are exaggerated. HMA
Bonn has recommended that we decide the level of

representation on the basis of our own desiderata, and then
inform the Germans.

In view of the warm state of our relations with Poland
and the Prime Minister’s links with Jaruzelski, it would go
amiss in Poland if we were not represented at a sufficiently
senior level. We therefore recommend that the Govenment
should be represented by the Minister of State for the Armed
Forces. We understand that he is able to go. I enclose a
draft reply to the Polish Prime Minister (now General
Kiszczak) for your consideration.

/There
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There will be substantial unofficial British
participation in the various events included in the
commemoration. In particular Robert Maxwell 1is arranging to
send a group of veterans under the leadership of Field
Marshall Brammall, as well as a military band.

I am copying this letter to Mr Hamilton’s Private
Secretary, Margaret Aldred,

(R H T Gozney) /
Private Secretary

Miss Caroline Slocock
10 Downing Street

RESTRICTED
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TO IMMEDIATE FCO

TELNO 418

0F131550Z JULY 89

AND TO IMMEDIATE MODUK (SEC NATO UK/P)
INFO IMMEDIATE WASHINGTON, PARIS

INFO ROUTINE MOSCOW, BONN, EAST BERLIN

MIPT : COMMEMORATION OF 50TH ANNIVERSARY OF THE OUTBREAK OF
WORLD WAR II

1. FOLLOWING IS THE TEXT OF RAKOWSKI'S LETTER TO THE PRIME

MINISTER:
BEGINS

DEAR PRIME MINISTER,

SEPTEMBER 1, 1989 WILL MARK THE 50TH ANNIVERSARY OF THE OUTBREAK OF
THE SECOND WORLD WAR. POLAND BECAME THE FIRST VICTIM OF THE NAZI
AGGRESSION, AND WAS ALSO THE FIRST TO TAKE UP ARMS AGAINST THIS
AGGRESSION. POLISH SOLDIERS FOUGHT FROM THE FIRST SHOTS AT WESTER-
PLATTE TO THE CAPITULATION OF BERLIN, ON ALL FRONTS, SIDE BY SIDE
WITH ALL ALLIED ARMIES - FOR OUR AND YOUR FREEDOM.

THE SACRIFICE OF BLOOD MADE BY 6 MILLION PEOPLE WHO DIED IN ACTION

OR WERE MURDERED DURING THE NAZI OCCUPATION, THE ENORMOUS DESTRUCTION
AND DEVASTATION OF THE NATIONAL WEALTH, AND THE STILL VIVID MEMORY

OF IMMEASURABLE HUMAN TRAGEDIES AND SUFFERINGS GIVE THE POLISH NATION
A PARTICULAR RIGHT TO RECALL THAT SHAMEFUL PERIOD IN THE MOST RECENT
HISTORY OF OUR CIVILIZATION. AT THE SAME TIME, WE WOULD LIKE THIS
ANNIVERSARY TO BE THE TIME FOR THE ENTIRE INTERNATIONAL

COMMUNITY TO MEDITATE AND RELECT ABOUT THE TRAGIC EXPERIENCE OF THAT
CRUEL WAR AND ITS IMPLICATIONS FOR THE FUTURE, FOR THE PEACEFUL
DEVELOPMENT OF ALL STATES AND NATIONS AND FOR THE SECURE AND
DIGNIFIED EXISTENCE OF EVERY HUMAN BEING.

IN THIS SPIRIT, I AM SENDING YOU ON BEHALF OF THE GOVERNMENT OF

THE POLISH PEOPLE'S REPUBLIC AND INVITATION TO SEND A GOVERNMENT
DELEGATION TO TAKE PART IN THE CELEBRATION OF THIS ANNIVERSARY WHICH
WILL TAKE PLACE IN POLAND ON AUGUST 31 AND SEPTEMBER 1, AND WHICH
WILL BE ORGANIZED BY ALL SOCIAL FORCES, PARTIES AND POLITICAL
ORGANIZATIONS, ASSOCIATIONS AS WELL AS SOCIAL AND EX-SERVICEMEN

PAGE 1
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ORGANIZATIONS (GIVING IT AN INTERNATIONAL EVENT) .

I WOULD LIKE TO INFORM YOU THAT INVITATIONS TO TAKE PART IN THIS
SIGNIFICANT CELEBRATION HAVE ALSO BEEN FORWARDED BY THE POLISH
PEOPLE'S REPUBLIC AUTHORITIES TO THE PRIME MINISTERS OF FRANCE AND
THE SOVIET UNION AND TO THE PRESIDENT OF THE UNITED STATES OF

AMERICA.

I AM CERTAIN, THAT IN THE GROWING ATMOSPHERE OF DETENTE AND MUTUAL
TRUST IN INTERNATIONAL RELATIONS, A JOINT PARTICIPATION BY THE
REPRESENTATIVES OF THE INVITED GOVERNMENTS IN THE CELEBRATION
COMMEMORATING SEPTEMBER 1939 WILL BE REGARDED AS A MANIFESTATION OF
INTERDEPENDENCE AND THE JOINT RESPONSIBILITY OF OUR STATES FOR THE
SECURE AND PEACEFUL DEVELOPMENT OF THE NATIONS OF EUROPE AND THE

WORLD.

I AVAIL MYSELF OF THIS OPPORTUNITY TO CONVEY TO YOU THE ASSURANCE
OF MY HIGHEST CONSIDERATION.

ENDS.

WETHERELL
YYYY
DISTRIBUTION 22
MAIN 21
MINIMAL SOVIET DEPT
EED DEFENCE DEPT
ADDITIONAL 1

MR PALMER, SEC NATO/UK(P),MOD
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Foreign and Commonwealth Office

London SWI1A 2AH

9 August 1989

Letter form General Jaruzelski

I enclose a letter, with translation, from General
Jaruzelski to the Prime Minister, thanking her for her
letter of congratulation on his election as President.

The letter goes beyond the minimum format of a formal
acknowledgement, but does not call for a reply.

-
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(R H T Gozney)
Private Secretary

Miss Caroline Slocock
10 Downing Street







Prezy'(lent
Polsl&iej Rzeczypospolitej Luclowej

Szanowna Pani Premier,

serdecznie dziekuje za gratulacje, jakie zechciata mi Pani
przesta¢ z okazji wyboru na urzad Prezydenta Polskie] Rzeczypospo-

litej Ludowej. Sprawity mi szczera satysfakcje.

Rad jestem, ze bieg wydarzen w Polsce potwierdza linig,
o ktoérej dwukrotnie juz wymieniliSmy poglady, w tym zwlaszcza

podczas niedawnych rozmow w Chequers.

Powodzenie rozpoczetych w Polsce reform zalezy w gilownej
mierze od tworczego wysitku narodu polskiego, wspartego zrozumie-

niem i zyczliwa pomoca jego przyjaciot.

Wyrazam nadzieje, ze Wielka Brytania poprzez rozwoj
wszechstronnej wspoipracy zechce wnies¢ na tym polu swéj wkiad,
do czego z pewnoScig przyczyni sie kontynuacja naszego owocnego

dialogu.

Lacze wyrazy szacunku.

Warszawa, 3 sierpnia 1989 roku

Jej Ekscelencja

Pani Margaret Thatcher

Premier Zjednoczonego Krodlestwa
Wielkiej Brytanii i Polnocnej Irlandii

L ONDYN
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Please accept my congratulations on the occasion of your

election as Prime Minister of the Polish People's Republic.

I wish you success in i1mplementing the difficult
decisions necessary to restore Poland's economic health. May
I take this chance to reaffirm our readiness to play a
constructive role 1n support of democracy and a market

economy 1in Poland.

Kiszczak

General Czeslaw
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Prime Minister Kiszczak: Message of Congratulations

!

General Kiszczak has been elected Prime Minister
of Poland, replacing Mr Rakowski. (Mr Rakowski has become
Party Secretary, following the elevation of General Jaruzelskil
to the Presidency.)

The election was somewhat controversial; General
Kiszczak, as former Interior Minister, is unpopular with
some Solidarity leaders. Solidarity MPs voted against
him but have acquiesced in the result of the election,
given the few possible candidates, the importance of
getting a new Prime Minister into place and given the
respect for Kiszczak which they developed during the
so-called "Round Table" talks on the future of Poland.

The Foreign Secretary recommends that the Prime Minister

should send a message of congratulations, carefully worded.
/ I enclose a draft.

.y

(N Uy s
—

(R H T Gozney) i

Private Secretary /

Caroline Slocock
10 Downing Street
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General s,Kiszczak

S A2

ongratulations on the occasion

SUBJECT:

Please accept my
of your election as\Prime Minister of the Polish
People's Republic.
I wish you success in implementing the difficult
decisions necessary to reskore Poland's economic
health. May I take this chaRce to reaffirm our

readiness to play a constructiye role 1n support

of democracy and a market economy, in Poland.
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THE PRIME MINISTER 31 July 1989
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Thank you for your letter of 30 June. I waited until

after the Economic Summit in Paris before replying.

You will by now have seen the Summit communiqué. I am
very pleased that we were able to agree to help meet your
urgent need for food during Poland's transition to a market
system in the agricultural sector. A first step was the
Community's approval on 24 July of an immediate supply of

free food.
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The Summit asked ne BEC Commission to coordinate both

international food assistance and Western economic
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was the first fer of this kind. I know that President
Bush's 1maginative programme of help will also be very

important for Poland. I hope we shall see further national

efforts of this kind.

The United Kingdom pre: for the liberalisation of
discriminatory quantitative restrictions under the Trade and
Cooperation Agreement between Poland and the European

Community. This was concluded on 26 July and I am glad that




the United Kingdom was able to help. The agreement will

provide a framework for long-term cooperation.

The British Government will also do all it can to
encourage trade and investment in Poland, although the
decisions can only be taken by UK companies themselves. I
know that the recent irvestment mission to Poland led by the

Minister for Trade proved highly successful.

Finally, I welcome the emphasis which your letter
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only the Polish people themselves can bring about economic
recovery. Your new economic plan for 1990 to 1992 shows a
recognition that an IMF programme
heavy cCoOs >r the Polish people.
did on 10 June, that the United Kingdom

and sympathetic role in IMF discussion.

When we met in June, I undertook to urge other major
Western leaders to join in a collective effort to help the
reform process in Poland. I hope you will agree that the
decisions of the Paris Summit are a strong affirmation of the

West's commitmen 0 r—:uppf_rrtir;
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reforms 1n your country. CL’( o

General Wojciech Jaruzelski
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Foreign and Commonwealth Office

[London SWIA 2AH

28 July 1989

Poland

On 30 Jupe, President Jaruzelski wrote to the Prime
Minister, and to the other participants in the Economic
Summit, urging the G7 to take a series of measures to
support the process of economic reform in Poland.

Jaruzelski's requests went far beyond what any of
the Seven were prepared to offer, particularly on new
credits and a billion dollars worth of food. The Summit
agreed to meet the request for urgent food supplies, and
also to concert support for the reform process under the
aegis of the European Commission. The Prime Minister
was a prominent advocate of both.

The Summit now being behind us and the work on
implementing its conclusions just beginning to get under
way, the present is a good moment for the Prime Minister
to reply to General Jaruzelski. I enclose a draft.

I am copying this letter to Alex Allan and Nigel
Wicks (HM Treasury) and Neil Thornton (Department of Trade

and Industry).
gmw A

LSS

(R H T Gozney)
Private Secretary

C D Powell Esq
10 Downing Street
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Thank you for your letter of 30 June. I wailted

until after the Economic Summit in Paris before

replying.

You will by now have seen the Summit
communiqué. I am very pleased that we were able to
agree to help meet your urgent need for food during
Poland’s transition to a market system in the
agricultural sector. A first step was the
Community’s approval on 24 July of an immediate
supply of free food.

The Summit asked the EC Commission to
coordinate both international food assistance and
Western economic cooperation which extends beyond
food aid. Meetings which begin on 1 August will
coordinate national efforts to support reform in

Poland through practical help. The British fund of

£25 million which I told you about at Chequers on 10

Enclosures  flag(s) June, was the first offer of this kind. I know that

President Bush’s imaginative programme of help will

also be very important for Poland. I hope we shall
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DSR 11C
(Revised 5/87)

see further ?ational efforts of this kind.

The ék pressed for the liberalisation of
discriminatory quantitative restrictions under the
Trade and Cooperation Agreement between Poland and
the EE{ This was concluded on 26 July and I am glad

£
that thel%Kiwas able to help. The agreement will
provide a framework for long-term cooperation.

The British Government will also do all it can
to encourage trade and investment in Poland, although
the decisions can only be taken by UK companies
themselves. I know that the recent Mi errat—ted

5 IV L g NS
investment mission to Polan rove highly

successful.

Finally, I welcome the emphasis which your
letter placed on the need for an agreement with the
IMF. As you recognise, only the Polish people
themselves can bring about economic recovery. Your
new economic plan for 1990 to 1992 shows a
recognition that an IMF programme will inevitably
involve heavy costs for the Polish people. I can
assure you, as I did on 10 June, that the UK will
take a flexible and sympathetic role in IMF
discussion.

When we met in June, I undertook to urge other
major Western leaders to join in a collective effort
to help the reform process in Poland. I hope you
will agree that the decisions of the Paris Summit are

a strong affirmation of the West’s commitment to

supporting the economic and political reforms in your

country.
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TO IMMEDIATE FCO

TELNO 2450

OF 241930Z JULY 89

INFO PRIORITY WARSAW

INFO ROUTINE EUROPEAN COMMUNITY POSTS, WASHINGTON, UKMIS GENEVA
INFO ROUTINE UKDEL NATO

INFO SAVING OTHER EASTERN EUROPEAN POSTS

FRAME EXTERNAL

EC/POLAND NEGOTIATIONS: 4TH ROUND

SUMMARY

1. AGREEMENT ALMOST CERTAIN TO BE INITIALLED TOMORROW. SPAIN
MAINTAIN RESERVE ON FROZEN STRAWBERRIES BUT COME UNDER STRONG
PRESSURE FROM COMMISSION TO GIVE WAY. OTHER POINTS STILL TO BE
SETTLED ARE MANDATE FOR JOINT COMMITTEE IN 1994 (ARTICLE 10), ANNEX
VI (POLAND'S UNILATERAL COMMITMENTS), AND POLAND'S UNILATERAL
DECLARATION ON RENEGOTIATION OF THEIR GATT PROTOCOL OF ACCESSION.
OUTCOME SATISFACTORY FOR UK. = " I -

DETAIL

2. TWO PLENARY SESSIONS WERE HELD TODAY. IT WAS EVIDENT FROM THE
START THAT THE POLES WANT TO CONCLUDE THE NEGOTIATIONS THIS WEEK.
THE COMMISSION ARE IN SIMILAR MOOD.

ARTICLE 6

3. AS AGREED IN THE GROUP, BENAVIDES (COMMISSION) OFFERED TO DROP
""POSSIBLE'' ON CONDITION THAT THE TWO PARAGRAPHS WERE JOINED.
OLECHOWSKI (POLISH NEGOTIATOR) AGREED ON CONDITION THAT A
SATISFACTORY SOLUTION WAS FOUND TO ARTICLES 9 AND 10.

ARTICLES 9-10

4. BENAVIDES PUT FORWARD THE TEXT SET OUT IN THEIR 17 JULY NOTE
(IN EFFECT, THIS WOULD ENABLE MEMBER STATES TO MAINTAIN EMBARGOES ON
HARDCORE PRODUCTS UNTIL THE END OF THE AGREEMENT). OLECHOWSKI SAID
THAT HE HAD AGREED EARLIER IN THE NEGOTIATIONS TO THE PRINCIPLE OF A
HARDCORE BEING RETAINED ON THE UNDERSTANDING THAT SUCH A LIST OF
PRODUCTS WOULD BE KEPT TO THE MINIMUM. LEAVING TEXTILES ASIDE, ANNEX
III ALREADY CONTAINED 730 MEASURES. HE THEREFORE NOW WANTED
THE COMMUNITY TO CONSIDER THREE POSSIBLE ALTERNATIVES: (A)
THAT ALL DISCRIMINATORY QRS SHOULD BE ABOLISHED BY END 1994: (B)
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THAT THE AGREEMENT STATE EXPLICITLY THAT ALL DISCRIMINATORY QRS
WILL BE ABOLISHED BY THE END OF 1998: OR (C) THAT ARTICLE 10 BE
MODIFIED IN A MANNER WHICH COMMITTED THE COMMUNITY TO DECIDE A DATE
FOR ABOLITION OF THE HARDCORE PRODUCTS AT THE JOINT COMMITTEE
SESSION IN 1994.

5. BENAVIDES MADE CLEAR THAT (A) WAS NOT POSSIBLE. SIMILARLY, HE
ARGUED THAT (B) WOULD REQUIRE A CHANGE TO THE COUNCIL MANDATE.
MOREOVER, SUCH A FORMULA HAD ALREADY BEEN CONSIDERED AND REJECTED BY
POLAND BECAUSE THEY WOULD NOT ACCEPT SUPERSAFEGUARD PROVISIONS. HE
THEREFORE SAW NO ADVANTAGE IN OPENING UP DISCUSSION ON THIS POINT
AGAIN. BENAVIDES ACKNOWLEDGED HOWEVER, THAT POLAND HAD A LEGITIMATE
CONCERN ABOUT THE FATE OF THE HARD CORE PRODUCTS. HE WAS, THEREFORE,
PREPARED TO LOOK CONSTRUCTIVELY AT WORDING BASED ON OPTION (C).

ARTICLE 12
6. IT WAS AGREED TO REPALCE ''EQUILIBREE'' BY '"'HARMONIEUX''.

ARTICLES 14 AND 15 -

7. AS AGREED, BENAVIDES PUT FORWARD THE TEXT OF ARTICLE 15.9
DISCUSSED AT THE LAST WORKING GROUP (PARAGRAPH 6 OF OUR TELNO 2381).
OLECHOWSKI SAID IT WAS ACCEPTABLE AND THAT THE WORDING ALSO ALLOWED
HIM TO AGREE ARTICLE 14 (PRICE CLAUSE).

ARTICLE 18

8. 18.1, 6TH TIRET : BENAVIDES PROPOSED THAT ''DE CONTRIBUER''
SHOULD BE REPLACED BY "'D'ENCOURAGER''. OLECHOWSKI PRESSED INSTEAD
FOR "',DE SOUTENIR'' WHICH BENAVIDES EVENTUALLY ACCEPTED.

9. 18.2, 1T1TH TIRET : BENAVIDES MAINTAINED THAT THE AGREEMENT
COULD NOT CONTAIN A REFERENCE TO ''SYSTEMS OF CERTIFICATION'' FOR
REASONS OF COMMUNITY COMPETENCE. IF POLAND WISHED TO PURSUE THIS
MATTER, THEY SHOULD DO SO BILATERALLY WITH MEMBER STATES.

10. 18.3, 2ND TIRET : OLECHOWSKI SAID HE WAS PREPARED TO AGREE TO
THE SENTENCE REFERRING TO '"'LE TRANSFERT DES BENEFICES ET LE
REPATRIEMENT DES CAPITAUX'' ON CONDITION THAT THE STRESS WAS REMOVED
BY REPLACING '"'EN PARTICULIER'' WITH '"'Y INCLUS''. BENAVIDES AGREED.

11. 18.3 7TH TIRET : BENAVIDES PUT FORWARD THE TEXT ON RESEARCH
DISCUSSED AT THE LAST WORKING GROUP. HE MADE CLEAR THAT POLAND
COULD NOT (NOT) HAVE AUTOMATIC RIGHT OF ACCESS TO EC PROGRAMMES
INVOLVING THIRD COUNTRIES. INSTEAD, EACH REQEUST WOULD NEED TO BE
EXAMINED ON ITS MERITS, KEY FACTORS WOULD BE THE POLISH SIDE'S
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ABILITY TO CONTRIBUTE FINANCIALLY AND TO PROVIDE THE NECESSARY
EXPERTISE TO MAKE ANY SUCH COLLABORATION, ETC VIABLE. AT POLISH
REQUEST, BENAVIDES AGREED TO ADD ''DEVELOPMENT'' AFTER RESEARCH.

12. 18.3, 8TH TIRET : UNDER STRONG COMMISSION PRESSURE,
OLECHOWSKI DROPPED HIS INSISTENCE ON INCLUDING A REFERENCE TO EC
HELP IN CREATING SPECIAL ECONOMIC ZONES IN POLAND.

ARTICLE 23

13. BENAVIDES CONFIRMED THAT THERE COULD BE NO REFERENCE IN THE
AGREEMENT TO POLAND'S UNILATERAL DECLARATION ON RENEGOTIATING ITS
PROTOCOL OF ACCESSION TO GATT. IT WAS AGREED THAT BOTH SIDES WOULD
LOOK AT THE ALTERNATIVES BEFORE THE NEXT DAY'S PLENARY.

ANNEX VI (RELATING TO ARTICLE 16)

1. WHEN IT WAS CLEAR THAT OLECHOWSKI REMAINED CONCERNED THAT THE
WORDING MIGHT IMPLY SPECIAL TREATMENT FOR THE EC, BENAVIDES PROPOSED
THAT THE ENTIRE ANNEX SHOULD BE RE-CAST ALONG THE LINES OF THE ANNEX
TO ARTICLE 10 OF THE EC/HUNGARY AGREEMENT (WHICH REFERS CONSISTENTLY
TO NON-DISCRIMINATORY TREATMENT). BENAVIDES EXPLAINED THAT THE
EXCEPTIONS WOULD BE THE TWO TIRETS DEALING WITH COUNTERTRADE AND
INTELLECTUAL PROPERTY.

FROZEN STRAWBERRIES

15. IN EC CONSULTATIONS PRIOR TO THE PLENARY SESSIONS, SPAIN
MAINTAINED ITS RESERVE ON THE POLISH REQUEST ON FROZEN STRAWBERRIES.
BENAVIDES SAID HE RECOGNISED SPAIN'S DIFFICULTIES BUT INSISTED THAT
THEY GO BACK TO MADRID FOR FURTHER INSTRUCTIONS. IN THE PLENARY
SESSION, BENAVIDES SIMPLY ANNOUNCED THAT THE EC CONTINUED TO HAVE
DIFFICULTY WITH THIS CONCESSION BUT WOULD SEEK TO RESOLVE THE MATTER
TOMORROW.

16. IN CONCLUSION BENAVIDES SAID THAT GOOD PROGRESS HAD BEEN MADE
AND THAT A TEXT SHOULD BE INITIALLED TOMORROW. THERE REMAINED FOUR
POINTS TO BE RESOLVED: ARTICLE 10: STRAWBERRIES, THE WORDING OF
ANNEX VI AND THE POLISH GATT DECLARATION. IN HIS VIEW, THE
OUTSTANDING POINTS WERE MAINLY TECHNICAL. OLECHOWSKI AGREED.

17. AFTER THE PLENARY, MEMBER STATES MET BRIEFLY TO DISCUSS THE
COMMUNITY'S RESPONSE TO POLAND'S UNILATERAL DECLARATION ON ITS
PROTOCOL OF ACCESSION TO GATT WHICH CALLS EXPLICITLY FOR EC SUPPORT.
(BY FAX TO DTI AND FCO). THERE WAS GENERAL CONSENSUS THAT THE
COMMUNITY SHOULD, AT MOST, SIMPLY TAKE NOTE OF THE DECLARATION.
SEVERAL DELEGATIONS WERE, HOWEVER, CONCERNED THAT EVEN TAKING NOTE
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OF THE DECLARATION (EG IN EOL) MIGHT GIVE IT SOME FORM OF
LEGITIMACY. IT WAS POINTED OUT THAT THERE WAS NO PROVISION IN THE
GATT FOR RENEGOTIATING A PROTOCOL OF ACCESSION: THIS FACT MIGHT ALSO
NEED TO BE RECOGNISED IN SOME WAY. THE COMMISSION LEGAL SERVICES
AGREED TO CONSULT THE GATT EXPERTS IN DG I BEFORE TOMORROW'S
COORDINATION MEETING.

HANNAY

YOYYX

DISTRIBUTION 235

MAIN 227

.FRAME EXTERNAL EED
ECD (E)

ADDITIONAL 1

FRAME

SAVING 7

BELGRADE MOSCOW
BUCHAREST PRAGUE
BUDAPEST SOFIA
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TO DESKBY 201700Z FCO

TELNO 433
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INFO PRIORITY MOSCOW, BONN, EAST EUROPEAN POSTS, UKDEL NATO

INFO PRIORITY WASHINGTON, PARIS, UKREP BRUSSELS, HOL;KifE, ACTOR

MIFT 432 : ELECTION OF JARUZELSKI AS PRESIDENT

SUMMARY

1. BOTH SOLIDARITY AND THE PZPR CAN VIEW RESULT WITH SATISFACTION.
SOME EVIDENCE EMERGING OF A PRE-ELECTION DEAL. JARUZELSKI NOW
FACES URGENT AND DIFFICULT TASK OF CHOOSING A PRIME MINISTER TO
FORM A NEW GOVERNMENT.

DETAIL

2. THIS NARROW VICTORY BY JARUZELSKI WAS A REASONABLE OUTCOME FOR
THE SOLIDARITY LEADERSHIP IN A NO-WIN SITUATION. THE SOLIDARITY
FLOOR GROUP WERE ABLE TO VOTE AGAINST HIM EN BLOC WHILE STILL
DELIVERING THE PRESIDENCY, TACITLY PROMISED AT THE ROUND TABLE.
GEREMEK IN HIS SPEECH ON THE CANDIDACY, REPEATED WALESA'S

EARLIER STATEMENT THAT POLAND'S INTERNAL AND INTERNATIONAL SITUATION
MADE A COALITIO&_Q&&QLQ&TE THE ONLY POSSIBILITY, BUT REGRETTED THAT
JARUZELSKI WAS THE ONLY CANDIDATE. IT WAS IMPOSSIBLE HE SAID TO
FORGET THE EXPERIENCES OF THE 1980S: THE BIRTH OF SOLIDARITY AND
MARTIAL LAW.

2. GIVEN THE STRENGTH OF GRASS ROOTS SOLIDARITY FEELING AGAINST
JARUZELSKI AND THE CONFUSION OVER CANDIDACY, THE PZPR COULD

LIKEWISE REALISTICALLY NOT HAVE GOT A BETTER RESULT. JARUZELSKI WAS
AFTER ALL ELECTED AT THE FIRST ATTEMPT, AN OUTCOME WHICH SEEMED, AS
THE PROCEDURAL WRANGLES CONTINUED, SERIOUSLY IN QUESTION. WHILE

HE HAS FAILED TO BE ELECTED AS PRESIDENT OF ALL POLES, AFTER HIS
TEMPORARY WITHDRAWAL THIS CEASED TO BE AN ACHIEVABLE OBJECTIVE.
ORZECHOWSKI'S SPEECH IN INTRODUCING HIS CANDIDATURE RAN ON

ENTIRELY PREDICTABLE LINES AND MADE NO APOLOGIES FOR ANY OF
JARUZELSKI'S SHORTCOMINGS.

3. THE SURPRISING SPEECHES ON JARUZELSKI'S CANDIDATURE CAME FROM
THE ZSL AND SD, BOTH OF WHOM EXPRESSED CLEAR RESERVATIONS.
BENTKOWSKI FOR THE ZSL SAID THAT HIS PARTY WAS NOT UNANIMOUS IN ITS

N ———

————
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SUPPORT SINCE NOT ALL ITS MEMBERS BELIEVED THAT A GOVERNMENT FORMED
BY JARUZELSKI WOULD SERVE 'THE PEASANT'S' INTERESTS.THE SD EXPRESSED
RESERVATIONS ABOUT JARUZELSKI'S RECORD IN THE YEARS 1968-80 (THOUGH
SPECIFICALLY NOT FOR THE DECISION TO IMPOSE MARTIAL LAW, RATHER

FOR THE ECONOMIC CONSEQUENCES). FROM THE MATHEMATICS, IT SEEMS
HIGHLY LIKELY THAT SOME MEMBERS OF BOTH MINORITY PARTIES VOTED
AGAINST JARUZELSKI. THIS WILL BE MADE CLEAR WHEN THE VOTING IS
PUBLISHED. =

4. THERE WAS CLEARLY A GOOD DEAL OF HORSETRADING BEFORE THE
SITTING. ACCORDING TO STELMACHOWSKI, THE PZPR OFFERED SECRET VOTING
IN RETURN FOR SOLIDARITY DROPPING THE IDEA OF QUESTIONING THE
CANDIDATE. SOLIDARITY RADICALS TORPEDOED THIS AND IN THE EVENT LOST
ON BOTH ISSUES IN VOTES DURING THE DEBATE. LESS CLEAR IS THE
QUESTION OF WHETHER THE VOTE ITSELF WAS FIXED OR MASSAGED BEFORE
HAND. FOUR SOLIDARITY MEMBERS SENT APOLOGIES TO THE SPEAKER SAYING
THEY REFUSED TO TAKE PART IN AN ELECTION WHERE THERE WAS ONLY ONE
CANDIDATE. HAD THEY VOTED AGAINST JARUZELSKI HE WOULD, CETERIS
PARIBUS, NOT HAVE SUCCEEDED AT THE FIRST ROUND. THERE IS A GOOD
DEAL OF SUSPICION THAT THEY MAY HAVE BEEN ASKED TO STAY AWAY BY THE
SOLIDARITY LEADERSHIP TO MAXIMISE JARUZELSKI'S CHANCES. ONE OF

THE FLOOR GROUP MEMBERS RESIGNED THE WHIP TODAY ALLEGING JUST THAT.
BUT IN VIEW OF THE APPARENT OPACITY OF ZSL AND SD VOTING UNITY EVEN
TO THEIR OWN LEADERSHIP, IT SEEMS MOST UNLIKELY THAT THE PZPR

COULD HAVE CALCULATED THE RESULT, AND FIXED IT, TO SUCH A NICETY.

IF IT EMERGES THAT SOLIDARITY DID COLLABORATE IN STACKING THE

VOTING ODDS, THE SENSE OF DISAPPOINTMENT AMONGST ITS SUPPORTERS THAT
JARUZELSKI WAS ELECTED AT THE FIRST ATTEMPT MAY TURN INTO ONE OF
BETRAYAL.

5. THE TIMETABLE IS NOW UNCLEAR. JARUZELSKI WILL BE UNDER GREAT
PRESSURE TO NOMINATE A PRIME MINISTER SOON WHO WILL THEN HAVE THE
DIFFICULT TASK OF FORMING A GOVERNMENT. NO NEW NAMES FOR THE POST
HAVE EMERGED. BAKA AT THE HEAD OF ''A GOVERNMENT OF EXPERTS'' IS
STILL THE MOST WIDELY TOUTED. (THERE ARE RUMOURS THAT RAKOWSKI IS
ILL.) WHOEVER JARUZELSKI NOMINATES IS LIKELY AT LEAST TO WANT TO

GO THROUGH THE MOTIONS OF OFFERING POSTS TO SOLIDARITY AND THIS WILL
TAKE TIME:—SOLIDARITY WILL BE IN NO HURRY TO EXTRICATE THE
AUTHORITIES FROM THEIR PREDICAMENT.

WETHERELL
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THE PRIME MINISTER 20 July 1989

I send you warm congratulations on your election as
President of the Polish People's Republic. It marks another
step in the process of political reform, to which you have
demonstrated your commitment. _

I wish you every success in the undoubtedly difficult
tasks which still lie ahead of you, particularly in the area
of economic reform. You will, I hope, have been encouraged
by the conclusions of the Economic Summit in Paris. I
reaffirm Britain's readiness to help as you move further

along the road of political and economic reform.

I found our talks during your recent visit very useful
and hope we shall have the opportunity to continue them in

due course.

With every good wish,

His Excellency General Wojciech Jaruzelski.//,/”’#’#’—__f_i




Foreign and Commonwealth Office

London SWI1A 2AH

20 July 1989

President Jaruzelski: Message of Congratulations

General Jaruzelskl was elected President of Poland
on 19 July. The Prime Minister will wish to send him
a message of congratulation. I attach a draft.

The Queen will send a message of congratulation on
standard lines to General Jaruzelski.

7 —

€ drons on
/

-
|

(R H T Gozney)
Private Secretary

C D Powell Esq
10 Downing Street




DRAFT MESSAGE FROM THE PRIME MINISTER TO GENERAL JARUZELSKI
ON HIS ELECTION AS PRESIDENT

RN N—
I send you sincere congratulations on your election as

President of the Polish People’s Republlc.)
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CONFIDENTIAL

EUROPEAN COMMUNITY HELP FOR POLAND

1. M. Delors raised over dinner on 14 July the question of what the
European Community as such could do to help Poland. He has asked his
officials to look at this, and prepare him a note by lunch time today,
15 July, covering three areas:- '

(a) trade;
(b) agriculture (ie food aid);
(c) finance, especially use of the European Investment Bank (EIB).

2, On trade, the Community has concluded a generous agreement with Hungary
and is close to a similar agreement with Poland. Negotiations should be
completed by the end of July. No further action is required.

il On food aid Jaruzelski has asked for help from the Summit participants,
especially on beef. (The Prime Minister raised this at the Madrid European
Council.) The problem is that beef stocks are expected to be very low
(about 20,000 tonnes) by the end of this year. Stocks of cereals are more
plentiful. But the main difficulty affecting both sales from stocks and
purchase on the world market for subsidised sales for Poland would be EEéﬁ
budgetary cost to the Community. The Commission are exploring this

aspect urgently.

4, On EIB lending to Poland, we are the main opponent of this, on the
grounds that it would be hard to draw the line. France, Germany and Italy
are more prepared to see the EIB active in Poland. The Commission are
looking at the possibility of using small amounts of EIB money in an ad hoc
way to finance specific projects in Poland which would be of benefit to the
EC as well as the Poles. But they recognise that this would require the

approval of the EIB Governors (ie Finance Ministers).

Sl There is an obscure suggestion that local counter-part finance for

EIB projects might be drawn from a fund of Zlotys created from the sales of
subsidised EC food to the Polish population. But this is being explored
further by the Commission and may come to nothing.

15 July 1989

CONFIDENTIAL




PREZES RADY MINISTROW
POLSKIE] RZECZYPOSPOLITE]
LUDOWE]

Warszawa, 1989-07- 7 /-

Ssanowna Pani Premier,

1 wrzesnia 1989 roku przypada 50 rocznica wybuchu II Wojny
Sviatowej. Polska pierwsza stala sie ofiara agresji hitlerowskich Nie-
mizc, pierwsza tez stawila tej agresji zbrojny opoér. Zolnierz polski
torzyl walke od pierwszych salw na Westerplatte do kapitulacji Berli-
ne, na wszystkich frontach, ramie przy ramieniu ze wszystkimi
sojuszniczymi armiami - za wolnos¢ naszg i Waszg.

Danina krwi, 2zlozona 2z 6 milionow istnien ludzkich, poleglych
w walce i pomordowanych w czasie hitlerowskiej okupacji, ogrom
zriszcezen i dewastacji majatku narodowego, ciggle zywa pamie¢ bez-
miaru ludzkich tragedii i cierpienn daje narodowi polskiemu szczegodlne
prawo przypomnienia tego haniebnego okresu w najnowszej historii
naszej cywilizacji. PragnelibySmy zarazem, aby rocznica ta stala sie
din catej spolecznoici miedzynarodowej okazja do zadumy i refleks;ji,
jaldie z tragicznych doswiadczen tej okrutnej wojny plyng dla przysz-
Yoiici, dla pokojowego rozwoju wszystkich panstw i narodow, bezpiecz-
nego i godnego bytu kazdej istoty ludzkiej.

W tym duchu, w imieniu Rzadu Polskiej Rzeczypospolitej Ludowe]
kisruje na rece Pani Premier zaproszenie dla delegacji rzadowej do
ucdzialu w uroczystych obchodach tej rocznicy, jakie w dniach
3] sierpnia i 1 wrzesnia biezgcego roku - przy udziale wszystkich sit
spotecznych, partii i stronnictw politycznych, stowarzyszen i organi-
zacji spotecznych i kombatanckich - zamierzamy zorganizowa¢ w Polsce
(nadajge im miedzynarodowy charakter).

Pragne poinformowaé Panig Premier, Ze zaproszenie do udzialu
w tych doniostych uroczystosciach wladze Polskiej Rzeczypospolitej
Ludowej kieruja jednoczesnie do Premierow Francji i Zwigzku Radziec-
kirgo oraz do Prezydenta Stanow Zjednoczonych Ameryki.

Jestem przekonany, ze w utrwalajacym sie w stosunkach miedzy-
narodowych klimacie odprezenia i wzajemnego zaufania, wspélny udzial
pizedstawicieli zaproszonych Rziadéw w obchodach upamietniajgcych
Wrzesien 1939 roku stanowi¢ bedzie manifestacje poczucia wspolzalez-
nosci i wspétodpowiedzialnosci naszych panstw za bezpieczny i pokojo-
wy rozwodj narodow Europy i swiata.

Korzystam z okazji, aby przekaza¢ Pani Premier wyrazy najwyz-
s7e8go szacunku.

Szanowna Pani
M: rgaret THATCHER

Premier Wielkiej Brytanii

Londyn
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Rt Hon Sir Geo ffr+; Howe QC MP

Secretary of State for Foreign
Commonwealth &frdirf

Foreign and Commonwealth Office
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EC/POLAND

PROFESSOR GEREMEK'S REQUEST FOR EMERGENCY FOOD SUPPLIES

f Professor Geremek s quest to the ,
r support for the EC to make available food )
supplies, especially beef, to Poland as a temporary measre—t0

alleviate developing food shortages, I have been looking into

1ssues which would hLve a bearing on a positive response

Community.

Since learning 0
Prime Minister for he

Intervention stocks have, as a result of continuing CAP reform,
been considerably reduced in recent years. According to latest
estimates, beef stgcks - the commodity particularly requested by
the Poles - now stand at only 130,000 tonnes, compared to over
/00,000 tonnes in October 1985. Demand”1n the remainder of 1989
from processors and the free food schemes may draw a further
90,000 tonnes or more from the stocks.

e
C
a

We understand that, when M.Legras (Director-General DG VI) wac
recently approached by the Poles about a special sale of 50,000
tonnes of beef, he told them that stocks were insuffic f
special sale to be considered, and that the Beef
Committee had recently a\,réfaed 1ts opposition to
special export sales this year.

ror 4

1ent
Management

any further

Member States, including ourselves, have been concerned about
diffjcultiP< e processors have ﬂe&ﬂ experlencing 1in ﬁhTFé“:ﬂg
sufficient les of beef for manufacturing. Such processors,

A, W -
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including our own, who do not enjoy the benefit of import
protection under the CAP, need continued access t intervention
beef at reasonable prices to stay in business. [f the Community
were, therefore, to respond to the Poles' request for beef, 1
think that we should have to press the Commission to ensure that
adequate supplies were maintained for the processors 1n the
Community, if necessary by facilitating additional concessionary
imports. In practice, there would be resistance to this from
other Member States who do not have a processing i 1
ours.

!
11 Ke

Apart from beef, supplies of most other CAP commodit
limited, as, for example, 1s the case for dairy pr

are stocks-"of cereals which could be available
involve increased EAGGF expenditure given the
current market prices, and the low prices we

Poles

i = 10 all 0 re to the Poles, I believe

to take this D at a political level in the Comr
to persuade them to come forward with a proposal 0 :
‘special sale. The alternative would be the provi:
Community ai f | S 0 Poland to purchase food supplies ¢
open market. 1S 1s, of course, a matter for Chris Pat
advise on.

am copying this letter to the Prime Minister, Members
nd

to Chris Patten.
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JOHN MACGREGOR
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(Unofficial translation from the Polish language)

Warsaw, 30 June, 1989.

Dear Madame Prime Minister,

In the spirit of mutual understanding and significant improvement
recently achieved in the relations and co-operation between Poland and
the United Kingdom I wish to turn to you, Madame Prime Minister, in

matters of paramount importance for Poland.

As you know, the reforming of the system by which the Polish
state and its economy operate has reached a breakthrough point,

decisive for the country's future.

We have embarked with determination upon a path of thorough
changes permitting the vitality and energy of all social forces to be
utilised. Practical steps toward implementing the policy of dialogue,
national consensus and reforming the system have gained momentum.

The opposition has widely joined the new bicameral parliament.

The reforms being carried out provide the state with the foundation
for a new democratic form of government safeguarded by law, and the
economy with a new model of activity subjected to market forces.
All political forces participating in the Round Table wish to

continue this policy line. They are convinced that the reforms should

come through evolution. Such is the imperative of the nation's

raison d'Etat, but also of the sense of shared responsibility for the
stability of East-West relations and developments on the European

continent.

A threat is spelled by the condition of our economy.
An aggravating economic crisis fraught with all the attendant con-
sequences is a realistic perspective. It is through radically
reforming the State and its economic system that we are trying to
overcome that crisis. The immediate goal is to stop and reverse the

negative trends, particularly the inflation-generated wage and price

Her Excellency

The Rt. Hon. Margaret Thatcher, MP,
Prime Minister of the United Kingdom
of Great Britain and Northern Ireland.

LONDON.




increase. The gravity of the situation compels us to concentrate a
great deal of attention on this matter. We are putting into practice

the economic policy defining ways and means for a programme of

adjustment during 1990-1992. Successful implementation of this

policy will provide a starting point for what we want to accomplish,
in consultation with the International Monetary Fund, in a long-term

perspective.

In Poland, the social and economic reforms may succeed only if
we overcome in a relative short time the present economic predicament,
if we make rapid, significant progress in restoring economic stability.
External economic assistance for Poland is of cardinal importance for
the attainment of this goal. This view is endorsed by the Government

and opposition alike. And time is the factor of extreme importance.

Poland needs assistance to make rapid structural changes related
to modernisation and full-scope re-orientation of its economy toward
the market model, thereby enabling it to become part of world

economy .

Transition from the command to market economy provokes severe
social tension. A major obstacle is encountered in creating the food
market, heavily subsidised until recently. To avert such tension it
is necessary to have adequate resources preventing a severe decline
in food consumption and stimulating the growth of domestic agriculture

and foodstuffs industry.

I should like to strongly emphasise how very much aware we are
of our principal duty to bring about economic recovery by our own
devices, that we ourselves will have to pay the necessary price.
Thus, external assistance is not meant to replace the necessary
reforms and market adjustments, on the contrary - it 1is meant to

nurture them.

Declarations made by Western governments, and particularly the
talks which we had, Madame Prime Minister, during our recent
meetings in Warsaw and at Chequers, reassure me that there is a will

to extend genuine, effective assistance to Poland's economy.

I am aware that the scope and form of such assistance will be




discussed at the summit meeting of the seven industrial powers in
Paris on 14-16 July. It would be appropriate and useful, I believe,
that Poland's needs and expectations in this respect were known for
the purpose of such discussion. They are listed below. I have
requested the President of France, Monsieur Mitterrand, to present
and recommena them to the leaders of States and Governments
participating in the Paris meeting. To you, Madame Prime Minister,

I address my request for supporting our proposals.

e It is necessary to receive external assistance for the project
being launched to introduce market system in the whole of the foodstuffs
economy. The process requires adequate resources to make up for
temporary short supply expected to occur at the initial stage of
abolishing monopolies in this economic sector and its switching to
market operation. Measures of support for such reform could cover,
i.a., supplies of subsidised foodstuffs and provision of guaranteed
credits for purchasing them. We estimate our requirements in this

aspect during two years at one milliard US dollars.

2. Severe deformation of Poland's economic structure and the high
debt call for reaching rapid agreement with the International
Monetary Fund on an economic programme enabling Poland to receive
until 1992 credits worth ca. two milliard US dollars. Credit support
for the adjustment programme should become available immediately

after the programme is agreed. Successful implementation of the

programme - through restoring internal economic equilibrium - would

ensure stability in current trade with foreign partners.

31 An agreement with the International Monetary Fund would be
paralleled by the rescheduling of the guaranteed debt owed to the
Paris Club member-states. We expect that the terms of rescheduling
will embrace rate reductions and concessions applied to the countries
with the highest debt. The outstanding payments (including those
overdue) would be rescheduled as promptly as possible, while those
falling due during the years of the programme (1990-1992) - after

the programme is put in operation.

4. Measures of reducing the payment of the non-guaranteed part of

the debt and its service rates and of partially converting it into




other forms of obligation should become integrally linked to the whole
issue of settling Poland's debt. We assume that steps in this
direction will be actively supported by international financial

institutions and governments of creditor countries.

S5 Appropriate functioning of Poland's economy and debt servicing
also require increased export potential. The following steps would be
conducive to it:

- opening World Bank credits to partially finance the already

existing export-orientated investment projects to the value of ca.

300 million US dollars;

- speedy preparation and launching by the World Bank of the structural
adjustment loan (SAL) worth ca. 500 million US dollars, augmenting the

strength of the export-generating economic sector;

- providing access to government guaranteed credits for the funding

of export-generating investment projects and modernisation;

- improved access to markets, i.a., by granting Poland customs

preferences under GSP.

6. Economic recovery presupposes thorough changes in the industrial
structure and form of ownership. A support for such changes would come
from:

- implementation of a number of World Bank sectoral projects

(mining, telecommunications, banking);

- active incentives for investors to commit capital for projects in

Poland, i.a., by involving government experts to identify investment

opportunities and by offering government guarantees for the capital

invested in Poland. Legal conditions have already been laid down to
transform Polish state-owned business enterprises into joint stock

companies with unlimited share of foreign capital participation;

- co-operation in financing the development and modernisation of food
storage and processing. Such a programme could be co-ordinated by
the World Bank and/or the European Investment Bank. We estimate

the amount of funds required (during a three year period) at

0.5 milliard US dollars;




- participation in the raising of target-orientated funds to promote

the growth of private farming (e.g. the Water Supply Foundation);

- assistance in the training of management staff and expert con-

sultancy to design new economic strategies and tools.

I cherish the hope that you will kindly consider, Madame Prime
Minister, the content of this message and support the proposals
contained in it.

I have very much appreciation for your understanding of
Poland's [ rest assured that your
personal commitment will lead toward concrete steps being promptly

taken to alleviate these difficulties.

With the assurance of my highest consideration and best

regards,

(=) Wojciech Jaruzelski
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CONFIDENTIAL

FM UKDEL IMF/IBRD WASHINGTON

TO DESKBY 100800Z FCO

TELNO 210

OF 072300Z JULY 89

AND TO PRIORITY WARSAW

AND TO ROUTINE BONN, PARIS, ROME

IMF: POLAND
SUMMARY

1. POLES HAVE PUT FORWARD A DRAFT ECONOMIC PROGRAM WHICH
THE FUND BELIEVE PROVIDES A GOQD BAS SIS FOR DISCUSSION. BUT
THERE IS STILL SOME DISTANCE BETWEEN THE TWO SIDES ON KEY
ISSUES, PARTICULARLY REAL WAGE GROWTH. NEGOTIATIONS CANNOT
BEGIN IN EARNEST UNTIL NEW GOVERNMENT IS IN PLACE. FUND
THINK THAT EARLIEST A STAND-BY ARRANGEMENT (SBA) COULD BE
BROUGHT TO THE BOARD WOULD BE NOVEMBER, EVEN ON THE MOST
OPTIMISTIC SCENARIO. X L

DETAIL

2. WE HAVE SPOKEN TO PRUST (MISSION CHIEF) FOLLOWING
TODAY'S FINANCIAL TIMES ARTICLE. PRUST SAID THAT HE DID NOT
HAVE MAJOR PROBLEMS WITH THE TEXT OF THE ARTICLE (WHICH MADE
IT CLEAR THAT FURTHER DETAILED DISCUSSIONS WOULD BE NEEDED
BEFORE AGREEMENT ON A PROGRAM COULD BE REACHED).

3. SAWICKI HAD BEEN IN WASHINGTON ON 29-30 JUNE AND HAD
HANDED OVER A DOCUMENT (PREPARED BY MINISTRY OF FINANCE
OFFICIALS) WHICH OUTLINED A PROPOSED SET OF BUDGETARY,
CREDIT AND EXCHANGE RATE POLICIES FOR 1989 AND 1990. PRUST -
SAID THAT THIS DOCUMENT WAS AN IMPROVEMENT ON EARLIER PLANS
PRODUCED BY POLISH OFFICIALS IN THAT IT CONTAINED QUANTIFIED
POLICY PROPOSALS RATHER THAN STATEMENTS OF GENERAL
INTENTION. HOWEVER, IT WAS NOT ENTIRELY CLEAR WHAT STATUS
THE DOCUMENTS HAD. IT WAS CERTAINLY NOT A GOVERNMENT-
APPROVED PLAN. i1,

3. IN GENERAL, PRUST THOUGHT THAT THE DOCUMENT REPRESENTED
A SIGNIFICANT BREAK-THROUGH. 1IN PARTICULAR, THE POLES NOW
APPEARED TO RECOGNISE THAT A ''DRASTIC TIGHTENING'' OF
BUDGETARY AND CREDIT POLICIES WAS NECESSARY TO CURB INFLATION
AND TO REDUCE EXCESS DEMAND. NEVERTHELESS, WHILE THE POLICY

— _— ——
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PRESCRIPTIONS CONTAINED IN THE DOCUMENT WERE A '"'BIG STEP
FORNARD" AND TOOK THE POLES CLOSER TO THE FUND'S POSITION,
PRUST EMPHASISED THAT THERE WERE STILL MANY UNCERTAINTIES AND
IMPORTANT DIFFERENCES OF VIEW.

4 . TURNING TO SPECIFICS, PRUST COMMENTED ON THE FOLLOWING
AREAS:

(1) BUDGETARY POLICY: THE DOCUMENT PROPOSED A
SIGNIFICANT CUT IN THE BUDGET DEFICIT TO BE ACHIEVED
THROUGH SHARP PRICE INCREASES C(AND CUTS IN CONSUMER
SUBSIDIES). IN PARTICULAR, THE DOCUMENT SUGGESTED THAT
FOOD PRICES SHOULD BE INCREASED FROM 1 JULY (NB: s THIS
HAD ALREADY SLIPPED). PRUST CALCULATED THAT IF THE
PROPOSED PRICE INCREASES WERE ACTUALLY IMPLEMENTED THE
OVERALL PRICE LEVEL WOULD RISE BY ROUGHLY 25 PER CENT.
IN CURRENT CIRCUMSTANCES, THIS INFLATIONARY 'SHOCK WOULD
BE MOST UNWELCOME. PRUST HAD THEREFORE ADVISED SAWICKI
TO LOOK FOR OTHER POSSIBLE WAYS OF REDUCING THE DEFICIT
(E.G. REMOVING TAX EXEMPTIONS AND REDUCING PUBLIC SECTOR
WAGE INCREASES). IN ADDITION, PRUST THOUGHT THAT THE
PROPOSED CUT IN THE DEFICIT - EVEN IF IT COULD BE
ACHIEVED - WOULD NOT BE SUFFICIENT. FURTHER CUTS BEYOND
THOSE PROPOSED BY SAWICKI WOULD BE NECESSARY.

(II) CREDIT POLICY: PRUST SAID THAT THIS WAS PERHAPS
THE WEAKEST PART OF THE DOCUMENT. THE POLES WERE
PROPOSING TO INCREASE INTEREST RATES GRADUALLY OVER THE
COURSE-‘OF 1989 AND THEN TO INCREASE THEM SHARPLY AT THE
BEGINNING OF 1990 (AT PRESENT A ONE-YEAR SAVINGS
DEPOSIT EARNS 44 PER CENT PER ANNUM, AGAINST AN
INFLATION RATE:ﬁF 9 PER CENT PER MONTH.) PRUST HAD TOLD
SAWICKI THAT TT\HRED BE MUCH MORE—?$PROPRIATE TO FRONT-
LOAD THE NECESSARY INTEREST RATE INCREASE, PARTICULARLY
IF FURTHER PRICE LIBERALISATION MEASURES WERE TO BE
INTRODUCED (SEE (I) ABOVE). PRUST SAID THAT HE HAD MADE

LITTLE PROGRESS WITH SAWICKI ON POSSIBLE TARGETS FOR
CREDIT TO THE NON-GOVERNMENT SECTOR.

e
(III) WAGES: PRUST SAID THAT THE DOCUMENT CONTAINED A
BIZARRE PROJECTION FOR REAL WAGES AND CONSUMPTION WHICH
MIGHT HAVE RESULTED FROM A COMPUTER ERROR (EXCLAMATION).
IN PARTICULAR, THE DOCUMENT ENVISAGED THAT REAL WAGES
WOULD RISE BY 7 PER CENT IN 1989 WHILE REAL CONSUMPTION
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WOULD FALL. IF THIS WERE WHAT THE POLES WERE PROPOSING,
PRUST STRESSED THAT IT WOULD NOT BE ACCEPTABLE TO THE
FUND. REAL WAGES (AND INCOMES) WOULD NEED TO BE REDUCED
THE ONLY QUESTION WAS BY HOW MUCH. IN ADDITION, THE
FUND "WOULD NOT BE INSISTING ON A FALL IN REAL
CONSUMPTION. TO DO SO MIGHT ONLY INCREASE THE LEVEL OF
EXCESS DEMAND. PRUST SAID THAT THE WAGE ISSUE WOULD
CERTAINLY NOT BE RESOLVED UNTIL A NEW GOVERNMENT WAS
FIRMLY IN PLACE.

(IV) EXTERNAL SECTOR: THE CURRENT ACCOUNT DEFICIT
WOULD DETERIORATE IN 1989 TO PERHAPS DOLLARS 1.2
BILLION, BUT BY 1992 THE CONVERTIBLE CURRENCY CURRENT
ACCOUNT SHOULD BE IN BALANCE. PRUST HAD REPEATED HIS
EARLIER VIEW THAT BALANCE COULD BE ACHIEVED EARLIER, BUT
HAD ACCEPTED THAT THIS WOULD DEPEND ON WHAT POLICIES
WERE ADOPTED OVER THE NEXT YEAR OR TWO.

(V) EXTERNAL FINANCING: THE FINANCING GAP IN 1989
WOULD ESSENTIALLY BE FILLED BY THE BUILD UP OF ARREARS
TO THE PARIS CLUB. THE BANKS WERE EXPECTED TO SIGN UP
TO THE RECENT STEERING COMMITTEE/POLISH AGREEMENT WHICH
WILL ENSURE THAT THEY WILL BE PAID ALL INTEREST THIS
YEAR AND NEXT IN RETURN FOR RESCHEDULING SMALL AMOUNTS
OF PRINCIPAL. AS FOR 1990 THE POLES HAD PENCILLED 1IN
AN INCREASE IN CAPITAL INFLOWS TO DOLLARS 1.4 BILLION
(FROM DOLLARS 0.3 BILLION IN 1989). THIS WOULD COMPRISE
INFLOWS FROM THE IFIS TOGETHER WITH THE HOPED-FOR NEW
CREDITS FROM THE PARIS CLUB. PRUST SAID THAT THE PARIS
CLUB WOULD PROBABLY BE ASKED TO RESCHEDULE ALL ARREARS
AND PRINCIPAL, TOGETHER WITH 75 PER CENT OR SO OF
INTEREST FALLING DUE IN 1990.

(VI) STRUCTURAL POLICIES: PRUST CONFIRMED THAT THE
POLES WERE CONTEMPLATING THE MEASURES MENTIONED IN
TODAY'S FT ARTICLE.

ok PRUST SAID THAT THE POLES HAD ASKED IF THE STAFF WOULD
BE AVAILABLE TO RETURN TO WARSAW IN AUGUST IF A NEW
GOVERNMENT WERE THEN IN PLACE. PRUST HAD CONFIRMED THE
STAFF'S WILLINGNESS TO DO THIS. HOWEVER, HE NOTED THAT THE
ARTICLE IV MISSION WOULD IN ANY CASE TAKE PLACE IN SEPTEMBER.

PRUST SAID THAT IF A NEW GOVERNMENT WERE IN PLACE BY THE
LATE SUMMER, AND IF THIS GOVERNMENT WERE PREPARED TO FACE UP
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- ALMOST IMMEDIATELY = TO SOME TOUGH DECISIONS (PARTICULARLY
ON WAGE GROWTH, THE BUDGET DEFICIT, AND INTEREST RATES) AND
IF THE EXTERNAL FINANCING OF THE PROGRAM COULD BE SECURED
FAIRLY RAPIDLY, IT MIGHT BE POSSIBLE TO BRING A SBA TO THE
BOARD IN NOVEMBER. HOWEVER, MORE LIKELY, THE ARTICLE IV
BOARD IN NOVEMBER COULD BE USED TO TAKE A STEER FROM
DIRECTORS ON THE WAY FORWARD. FOR EXAMPLE, WOULD THE
ESTABLISHMENT OF A TRACK RECORD BE NECESSARY?

6. FCO PLEASE PASS TO MOUNTFIELD, BOTTRILL AND WALSH (HMT),
WARE (BOE), RICHARDSON (ERD), BREACH (ECGD) AND SHORT
CCABINET " OREICE) -

CASSELE

DISTRIBUTION

MAIN

.MONETARY EED

NNNN
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London, 7th July, 1989.

W0y,
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I have the pleasure to forward to you, Madame Prime Minister,
a letter from the Chairman of the Council of State of the Polish
People's Republic, General Wojciech Jaruzelski, together with an

unofficial translation.

Please accept, Madame Prime Minister, the assurance of my

highest consideration.

Al f o

.

.
Dr. Zbigniew Gertycﬁi?

The Rt. Hon. Margaret Thatcher, MP,
Prime Minister of the United Kingdom of
Great Britain and Northern Ireland,

10 Downing Street,

London, SWI.

Encs. 2.
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PRZEWODNICZACY RADY PANSTWA
POLSKIEJ RZECZYPOSPOLITEJ LUDOWE]
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Szanowna Pani Premier,

W duchu wzajemnego zrozumienia 1 osiggnietego w ostat-
nim okresie znacznego postepu w stosunkach i wspdipracy
pomiedzy Polska a Wielka Brytanig pragne zwrdcic¢ sie do

Pani, Pani Premier, w sprawach dla nas najwyzsze] wagl.

Jak Pani wiadomo, reformowanie systemu funkcjonowania
polskiego panstwa i jego gospodarki znalazio sie obecnie w

momencie przetomowym, rozstrzygajacym o przysziosci kraju.

Zdecydowanie weszlis$my na droge giebokich przeobrazen
pozwalajgcych na spozytkowanie zywotnosci i energii wszyst-
kich si%* spolecznych. Nastepuje przyspieszenie praktycznej
realizacji polityki dialogu, porozumienia narodowego, sSVsS-
temowych zmian. Opozycja szeroko weszia do nowego dwuizbo-
wego parlamentu. Wprowadzane reformy tworzg podstawe nowego
prawnie gwarantowanego tadu demokratycznego w palstwie oraz
nowego modelu gospodarczego, opartego o prawa rynkowe.

Wola wszystkich sit politycznych bioracych udziat w "okragiym
stole" jest kontynuowaé te programowa linie. Sa one przeko-
nane, iz reformy powinny dokonaé sie na drodze ewolucyjnej.
Wymaga tego nie tylko narodowa racja stanu, lecz takze
poczucie wspbétodpowiedzialnosci za stabilnos¢ stosunkow

Wschéd-Zachdéd i rozwdj sytuacji na kontynencie europejskim.

Zagrozeniem jest stan nasze]j gospodarki. Realna jest
grozba poglebienia sie gospodarczego kryzysu ze wszystkimi

tego konsekwencjami. Kryzys ten usitujemy przezwyciezyd

Jej Ekscelencja
Pani Margaret Thatcher
Premier Zjednoczonego Krdlestwa

Wielkiej Brytanii i Péinocnej Irlandii

Londyn




wtasnie przez radykalng reforme struktur panstwowych i systemu
gospodarczego. Doraznym celem jest zahamowanie 1 odwrdcenie
negatywnych tendencji, zwtaszcza inflacyjnego wzrostu dochoddw
i cen. Dramatyczna sytuacja zmusza nas do poswiecenia gidwnej
uwagili tej sprawie. Wdrazamy do praktyki zatoZenia programu
gospodarczego okreslajacego kierunki 1 przedsiewziliecilia poli-
tyki dostosowawczej na lata 1990-92. Skuteczna realizacja

tych zatozen stanowié¢ bedzie punkt wyjscia do tego co, w uz-
godnieniu z Miedzynarodowym Funduszem Walutowym, zamierzamy

osiggna¢ w diuzsze] perspektywie.

Polskie reformy spoieczno-polityczne i gospodarcze
miaty szanse powodzenia tylko wdéwczas jesli uda sie nam
w stosunkowo krétkim czasie przezwyciezy¢ obecna trudnag
tuacje gospodarcza, jesli bedziemy mogli szybko uzyskaé
istotny postep w przywracaniu wewnetrznej ekonomicznej rowno-
wagi. Gospodarcze wsparcie Polski z zewnatrz ma dla osiggnie-
cia tego celu kardynalne znaczenie. Jest to zgodne stanowisko
wtadzy i opozycji. Niezmiernie istotne znaczenie ma tutaj

czynnik czasu.

Pomoc Polsce jest niezbedna dla dokonania szybkich
zmian strukturalnych zwiazanych z modernizacja 1 peinym opar-
ciem gospodarki na prawach rynku, a przez to wigczenie jej

w nurt gospodarki Swiatowe].

Przejsécie z gospodarki nakazowe] na rynkowa wywofuje
silne napiecia spoteczne. Najtrudniejszym problemem jest
urynkowienie gospodarki zywnosciowe], dotychczas gieboko
dotowanej. Zapobiezenie tym napieciom wymaga dysponowania
odpowiednimi rezerwami, potrzebnymi dla unikniegcia drastycz-
nego spadku spozycia zywnos$ci oraz pobudzenia produkcji

wXasnego rolnictwa 1 przemysiu Spozywczego.

Chce jednoczedénie z caZzg moca stwierdzié¢, iz mamy peing
Swiadomosé, ze przede wszystkim my sami musimy uzdrowié gos-
podarke i ponies$é zwigzane z tym koszty. Zewnetrzne wsparcie

nie ma wiec zastapié koniecznych reform i dostosowan rynko-

wych, lecz je wzmocnic.




Deklaracje rzaddw zachodnich, a w szczegdlnosci rozmowy

z Panig, Pani Premier, w czasie naszych niedawnych spotkan

w Warszawle 1 Chequers utwierdzajg mnie w przekonaniu, iz

chcg one udzielié¢ polskie]j gospodarce rzeczywistej, skutecznej

pPOmocCy .

Wiem, 1z zakres 1 formy tej pomocy maja by¢é przedmiotem
obrad szczytu siedmiu najwyze] uprzemysiowionych panstw w
Paryzu, 14-16 bm. Wydaje mi sie sXuszne i pozyteczne, aby
w czasie dyskusji w tym punkcie znane byly polskie potrzeby
1 oczekiwania. Sa one zestawione ponize]j. Zwrdcitem sie do
Prezydenta Francji F. Mitterranda o ichprzedstawienie i za-
rekomendowanie szefom panstw i rzaddédw uczestniczacych
w paryskim spotkaniu. Do Pani, Pani Premier, zwracam sie

z prosba o poparcie naszych postulatdw.

1. Niezbedne jest zewnetrzne wsparcie dla uruchamianego
przedsiewziecia, ktdére doprowadzié¢ ma do oparcia catej gos-
podarki zywnosciowe] na zasadach rynkowych. Jego przeprowa-
dzenie wymaga odpowiednich rezerw na pokrycie niedobordw,
ktére wystapia w poczatkowym okresie demonopolizaciji tego
sektora gospodarki, przechodzenia w nim na mechanizmy rynkowe.
Wsparcie tej reformy mogioby obejmowa¢ m.in. dostawy doto-
wanych artykuidéw zZywnosciowych oraz otwarcie gwarancji
kredytowych na ich zakupy. Szacujemy, iz potrzeby w tym za-

kresie w okresie dwéch lat moga wyniesé 1 mld USD.

2. Giebokie znieksztalcenia w strukurze gospodarczej
i wysokie zadiuzenie Polski wymagaja szybkiego uzgodnienia
z Miedzynarodowym Funduszem Walutowym programu gospodarczego,
ktéry w okresie do 1992 roku pozwolitby na zasilenie gospo-
darki kredytami o wartosci okoio 2 mld USD. Wsparcie kredy-
towe programu dostosowawczego powinno nastapi¢ natychmiast
po jego uzgodnieniu. Skuteczna realizacja programu - poprzez
przywrdécenie wewnetrznej rdéwnowagi gospodarczej - zapewniataby

osiagniecie rdéwnowagi obrotdéw biezacych z zagranicg.

3. Porozumieniu z Miedzynarodowym Funduszem Walutowym
towarzyszytaby restrukturyzacja zadluzenia gwarantowanego
wobec panstw zgrupowanych w Klubie Paryskim. ZakXadamy, iz

warunki* tej restrukturyzacji uwzglednia ulgi i koncesje




stosowane wobec palistw szczegdlnie zadiuzonych. Restruktury-
zacja biezgcych zobowigzan (tacznie z zaleg*odéciami) doko-
nana zostataby jak najszybciej, a zobowigzan zapadajacych

w latach programu (1990-92) po jego wprowadzeniu.

4. Operacje redukcji niegwarantowanego difugu i kosztdw
jego obstugi oraz zamiana czes$ci tego diugu na inne formy
zobowigzan powinny stanowié¢ integralng cze$é problemu roz-
wigzywania zadfuzenia Polski. Zaktadamy, 1z dziatania w tej
mierze beda aktywnie wspilerane przez miedzynarodowe insty-

tucje finansowe oraz rzgdy panstw wierzycielskich.

5. Prawidiowe funkcjonowanie gospodarki oraz obsiuga
zadtuzenia wymagaja takze zwiekszenia zdolnosci eksporto-
wych Polski. Wyjscie naprzeciw w te]j mierze stanowityby

nastepujace kroki:

- uruchomienie kredytdéw Banku Swiatowego na czesgciowe
sfinansowanie przygotowanych juz proeksportowych projektdw

inwestycyjnych o wartosci okoXo 300 mln USD,

- szybkie opracowanie i uruchomienie przez Bank Swiatowy
pozyczki strukturalnego dostosowania (SAL) o wartosci okoZo
500 mln USD, wspomagajace] umocnienie proeksportowego sektora

gospodarki,

- otwarcie dostepu do rzadowych gwarancji kredytowych
na finansowanie 1inwestycji proeksportowych 1 modernizacyj-

nych,

- poprawa dostepu do rynkdw m.in. poprzez przyznanie

Polsce preferencji celnych w ramach GSP.

6. Gospodarcza odnowa zaktada dokonanie gruntownych
zmian w strukturze produkcji oraz stosunkach wiasnosciowych.

Ich wsparcie mogtoby wyrazié sie poprzez:

- realizacje szeregu sektorowych projektdéw Banku Swiato-

wego (gérnictwo, telekomunikacja, bankowosc),

- aktywne zachecanie inwestordéw do ich kapitatowego an-

gazowania ‘sie w Polsce m.in. poprzez identyfikacje przez




ekspertéw rzadowych mozliwos$ci inwestycyjnych i objecie
inwestycji w Polsce gwarancjami rzgdowymi. Stworzono juz

prawne warunki do przeksztafcania przedsiebiorstw panstwo-
wych w spdtki z udziatem kapitaiu zagranicznego bez ogra-

niczenia wielkos$ci jego udziatu,

- wspdiudziat w finansowaniu rozwoju 1 modernizacji
przechowalnictwa 1 przetwdrstwa zywnosci. Program ten mdgiby
byé koordynowany przez Bank Swiatowy i/lub Europejski Bank
Inwestycyjny. Wielkos$¢é potrzebnych srodkdéw na ten cel (do wy-

korzystania w okresie 3 lat) okreslamy na oko*o 0,5 mld USD,

- udziax w tworzeniu celowych funduszy przeznaczonych

na rozwdj prywatnego sektora w rolnictwie (np. Fundacja

Wodna) ,

- pomoc w szkoleniu kadr menadzerskich oraz specjalis-
tyczne doradztwo przy projektowaniu nowych rozwigzan i in-

strumentdw gospodarczych.

Zywie nadzieje, iz zechce Pani wnikliwie rozwazy¢ tresci

tego posfania 1 poprzeé¢ zawarte w nim postulaty.

Wysoko cenie Panil zrozumlenie dla obecne]j trudne] sytu-
acjl gospodarczej Polski. Jestem przekonany, 1z w rezultacie
Pani osobistego zaangazZowania podjete zostang konkretne

kroki przyczyniajace sie do je] szybkiego zYagodzenia.

Z wyrazaml szacunku 1 najlepszymi Zyczeniami
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 4 July 1989

POLISH DEBT AND ECONOMY:
MESSAGE FROM SCOWCROFT

Thank you for your letter of 3 July
covering a draft reply to General Scowcroft's
message to me about Polish debt. I have
sent it off and enclose a copy for your
records.

I am copying this letter and enclosure
to Alex Allan (HM Treasury).

C. D. POWELL

Richard Gozney, Esq.
Foreign and Commonwealth Office

SECRET
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FOLLOWING FOR GENERAL SCOWCROFT FROM CHARLES POWELL, NUMBER
10 DOWNING STREET

\o

POLAND

Thank you for your message about planning for the President's

forthcoming trip to Poland.

The delinking of World Bank loans from an IMF agreement was
one orf the options we considered before General Jaruzelski's
visit to the United Kingdom in June. We took the view at that
time that all three of the World Bank loans for Poland
currently under consideration comprised policy-based lending
providing free foreign exchange to support structural reforms,
and that this should only be provided within a macroeconomic
framework which has been approved by the IMF. The World Bank
itself has generally taken the view that in Poland's case
there can be no question of going ahead with non-project loans

unless a satisfactory macroeconomic framework is in place.

Nothing has happened since General Jaruzelski's visit to
change our view; while it is clearly important to respond to
welcome political developments in Poland, we do not believe we

should do anvthing to reduce pressure on the Poles to come to

terms with the IMF.
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cé Sir R Butler

UNCERTAINTY OVER THE ELECTION OF THE POLISH PRESIDENT

1. General Jaruzelski announced to the PZPR Central Committee on
30 June that he did not intend to stand for President. 1In a
statesmanlike address, broadcast on Polish TV, he said that

having taken "social realities" i1nto account, he was aware that
public opinion associated him more often with martial law than
with reform. The key issue for Poland, was integration and
national agreement. He was therefore asking the Central committee

to nominate General Kiszczak 1nstead.

20 Jaruzelskl took this step because his election as President
was in serious doubt. Solidarity had said that they would not
vote for him; and it was far from certain that all the PZPR
Parliamentary Group members and coalition Party members would
support him either. It is still not clear whether we should take
Jaruzelski's move at face value; or whether it was, rather, a
tactic to persuade his Party and coalition partners, and some
Solidarity members, to accept that there was no viable alternative
and to lend him their support. (Jaruzelski has used the threat of
resignation to achieve his ends in the past, eg at the PZPR
Central Committee plenum in December 1988.) At all events, the
nomination of Kiszczak has already run into difficulties and the
Party Central Committee have asked Jaruzelski to reconsider his
decision. Jaruzelski could not, however, have been certain that
the tactic (- if such it was) would work. So he may have
calculated that the move stood at least some chance of success;
and that 1f it failed, then he would at least have paved the way

for a dignified retreat.

3 General Kiszczak, (Minister of the Interior) is one of two

Politburo members who have been in contact with the opposition

CONFIDENTIAL
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since the mid-1980s. He led the Government's team at the Round
Table talks, where he gained the respect of a number of Solidarity
leaders; he is seen by them as a man of his word. Walesa appears
to be supporting his candidature among Solidarity members.
However, both Solidarity's parliamentary Citizens' Committee, and
the PZPR's coalition partners, have said that they will decide for
whom to vote only on the eve of the elections. This puts the

PZPR in a very difficult position. Because of its narrow majority
in the National Assembly, it needs to be certain of the support of
virtually all the members its own Parliamentary Party and the
coalition Parties. The various groups will continue to discuss
their responses throughout the week. The National Assembly was
expected to meet and to vote for the President later this week,
but this could be postponed. (The arrival on 9 July of President
Bush complicates matters.) The outcome is extremely hard to

predict.

W iakophr MaeRee

A C D S MacRAE
Chief of the Assessments Staff

4 July 1989
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Foreign and Commonwealth Office
London SWI1A 2AH
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3 July 1989

Polish Debt and Economy' Message from Scowcrq££ b

rewrdk  Qrde O
Thank you for your lé%ter ofcﬁ July ______:i 2 I ME

Aone &0 dnls Gk Y O 2T
Support for World Baﬁk ans In advané@ of an IMF A AN N
agreement was one of the options considered in the paper ph%

to Ministers before the Jaruzelski visit (the Foreign 0 |
Secretary’s letter of 29 May to the Prime Minister). As dﬁfﬁ*”ﬁk
explained in the options paper, the ODA consider that the - _

loans in question amount to policy-based lending, or free LR
foreign exchange to support structural reforms. It has long

been our policy not to provide such support unless a

macroeconomic framework is in place which would command the :‘ﬁ,”\ )
support of the IMF. : >

Q& ~ Q " \_& =
We see no particular reason to change our policy now. |
Our overriding interest is to see Poland embark on a k,tk)
sustainable economic strategy in conjunction with the IMF. We '

S —

do not wish to reduce the pressure on them to come to terms jy-f
with the IMF by agreeing fresh injections of money at this
stage.

I enclose a draft message to Brent Scowcroft.

This advice has not been seen by the Foreign Secretary

because there has not been time to clear it with him in 00
Hong Kong. P”(/

I am copying this letter to Alex Allan in the Treasury.

Jonn .

.\ C ,L AN _,»*-:..'_J L P..ELM\
(R H T Gozney) /
Private Secretary

C D Powell Esq
10 Downing Street
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MR SCOWCROFT

SUBJECT: | 49 ? - ,...(

Thank you for your message about planning for
the President’s forthcoming trip to Poland.

The delinking of World Bank loans from an IMF
agreement was one of the options we considered
before General Jaruzelski’s visit to the UK in June.
We took the view at that time that all three of the
World Bank loans for Poland currently under
consideration comprised policy-based lending
providing free foreign exchange to support structural
reforms, and that this should only be provided within
a macroeconomic framework which has been approved by
the IMF. The World Bank itself has generally taken fa_\aew
that in Poland’s case there can be no question of
going ahead with non-project loans unless a

satisfactory macroeconomic framework is in place.

-

f . ‘iﬂw'_l Jaaara lsk: ¢ na v
Nothing has happened since theﬁkfo change our view;

while it is clearly important to respond to welcome
political developments in Poland, we do not believe
we should do anything to reduce pressure on the Poles

to come to terms with the IMF.
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The Rt. Hon. Lord Young of Graffham
Secretary of State for Trade and Industry

Charles Powell Esqg Department of
Private Secretary to the Trade and Industry
Prime Minister
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S July 1989

Thank wou for sending Neil Thornton a copy of your letter of
é%,&ﬁﬁz to Richard Gozney, Foreign and Commonwealth Office,

out the Prime Minister's meeting with Professor Geremek of
Solidarity.

You asked for advice which could be passed on to

Professor Geremek on dealing with redundancies in the coal and
steel industries. I have attached a note and booklet on BSC
Industry and a note on the Iron and Steel Employees
Readaptation Benefits Scheme (ISERBS) scheme. I have also
included notes on measures to deal with redundancies in the
shipbuilding sector, since this is probably also relevant to
the Polish situation. (The Sunderland package is, of course,
in abeyance at the moment but the idea will still be of
interest to Professor Geremek).

I understand that the Department of Energy will be supplying
information on coal industry measures.

You might also like to pass on information I have enclosed on
the help available to firms in the Assisted Areas. Most of
our UK coal, steel and shipbuilding redundancy areas are
covered by Assisted Areas. Firms in these areas can benefit
from Regional Selective Assistance, Regional Enterprise Grants
and the Consultancy Initiative, as described in the enclosed
extracts from the booklet "the Enterprise Initiative".

Finally, you will be interested to know that nationalisation
of the mining industry was raised at a meeting the UK side had
with the Polish Deputy Industry Minister during the recent
UK/Polish Joint commission in Warsaw.

o

the
( En te r.pé

initiative
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the department for Enterprise

The Poles informed the UK side that they would be 1ssuing
invitations to the Chairman of British Coal and British Steel
to visit Poland for discussiosn of their respective sectors.
the Chairman of British Coal has accepted in principle and
possible dates for a visit are being discussed. The
invitation to British Steel should arrive with them shortly.

W/

/

GARETH JONES
Private Secretary

7

the
‘ En te r.p4

initiative







North East Shipbuilders Ltd (NESL): Package of lMeasures to

?.m*lote Alternative Employment and Enterprise 1n Sunderland

fhe closure of NESL, involving the loss of around 2,000
was announced by the Chancellor of the Duchy of Lancaste
December. At the same time, the hanc llOl announced a
of measures worth £45 million < to assist those
by the closure and to assist al “ernatlvb employment 1n

have shown Keen 1nterest 1n
and employing some of the former
packa f me:e res 1s therefore being held in
wnilst negotiati with interested parties take place.

or Measures:

Enterprise Zone f Sunderland

- An enhan ac building programme in Sunderland by
English Es (v1lugu at about £€7.5 million)

- A new Lnterprise Agency to be set up, wholly funded by the DTI
to the tune of £10.5 million over the next 3 yvears. This company
will be given the following remit

i) Offer counselling services to the redundant HNESL employees
on new employment and enterprise opportunities

11) retraining of redund

1ii) wider "enterprise" measures to help stimulate new
employment and enterpr] in Sunderland. The measure
will be target“ﬂ* - L d audience than just the

o

redundant BS workx

S




British Shipbuilders Lump Sum Redundancy Scheme

Until December 1986, British Shipbuilders (BS) operated a
statutory Shipbuilding Redundancy Payment Scheme (SRPS).
The SRPS consisted of two elements:

a) a lump sum, whose size depended partly on age
and partly on length of service

b) for those over 40 at the time of redundancy, a
weekly support payment, related to length of
service for up to two years.

The SRPS has been replaced by a Lump Sum scheme, which is
calculated on the following basis:

(a) an amount equivalent to three weeks' pay for
each year of service, up to a maximum of 20
years' service.

(b) an age-related amount.

The Corporation has costed the scheme to show how i1t would
compare with a continuation of the SRPS Scheme. BS has also
made comparisons of how much a sample of employees with
varying age/service profiles would get under an SRPS
look-alike scheme and under the lump sum scheme.

Under a Scheme resembling SRPS, the average cost per case
would be £10,300, whereas under the proposed lump sum
scheme, the average cost per case would drop to £9,000.
This is a potential saving 4%, of which 1.5% is a saving on
administration costs.

Most individual BS workers however gain under a lump sum
scheme, in particular the younger (aged under 40) workers.
An employee of 33 might have receievd a lump sum of £1,700
under SRPS; under the lump sum scheme, this figure goes up
to £2,500. Employees over 40 tend to get less in case terms
from the lump sum scheme than from an SRPS-like scheme.
However, the married over-40s are in fact be better off on
the lump sum scheme, because the lump sum is not taxable, as
were the weekly SRPS support payments.

SJRABH




BRITISH SHIPBUILDERS ENTERPRISE LTD

British Shipbuilders Enterprise Ltd (BSEL) was set up in
response to an announcement in May 1986 that 3500 BS
employees were to be made redundant over the course of the
following 18 months or so.

BSEL's basic objective was to establish job opportunities
for the BS employees affected by the redundancy programme.
Their activities to this end have included:

counselling employees to establish their
concerns and requirements and, where
appropriate, referring them to other agencies
for practical help;

selecting individuals for retraining (according
to identified needs in the areas concerned),
and providing income support during retraining;

provision of loan finance for new business
start-ups (up to £10,000 per individual) and
business expansion involving the employment of
redundant BS workers (up to £50,000 per
business).

BSEL was wound up on 31 December 1987, having completed its
remit as above. By that stage, of those actively seeking
new work (14% of redundant workers had opted for early
retirement) :

1131 (38%) had been on (or were on) retraining
courses;

1604 (53%) were in new jobs. (This figure would be
expected to have risen since 31 December, as further
people completed BSEL-sponsored training courses.
But details of numbers currently in new jobs not
known; )

100 new businesses had been established by redundant
BS workers with BSEL help. Continuing help for such
enterprise is being sought in the areas concerned
through the establishment of joint venture funds with
local enterprise agencies;

(500 of the total redundant workforce opted not to
use BSEL services; an element of these may therefore
have found new work in their own right but are not
included in the above figures.)

BSEL was funded wholly by DTI (£5m), although the MSC
contributed £1.4m towards the cost of the training courses.

EM6
18 April 1988
SJISAAF




BRITISH STEEL (INDUSTRY) LTD

1. The British Steel Corporation established BSC
(Industry) Ltd (now BS(I) Ltd following privatisation of the
British Steel Corporation) in 1975.

The company was given the task of planning, co-ordinating
and developing all BSC's activities aimed at attracting new
jobs to steel closure areas. In recent years BS(I) has
concentrated its efforts on small firms, providing assitance
by selling or leasing unwanted BS land for development,
buying and leasing-back equipment, supplementing Government
and European retraining aid, developing managed workshop
facilities, assisting market research and providing
short-term unsecured loans.

2. BS (Industry) has increasingly sought to provide
assistance through Local Enterprise Agencies, normally
involving a combination of local authorities, large firms,
clearing banks and Development Agencies, with the exact mix
depending on local circumstances. BS (Industry)'s
contribution is mainly in the form of seconding staff for an
agreed period of time and in providing workshops. It is
also adding to these roles by seeking out and developing
innovative businesses and the people who have the
enterprising qualities to make them successful.

3. BS (Industry) operates in 19 "Opportunity Areas" and
claimed at March 1987 to have helped over 2,608 companies
creating some 65,249 jobs. 1In addition, it has developed
nine small workshop complexes.

4. As anticipated, BS (Industry) became self-supporting

in 1984/85. BSC's financial contribution to BS (Industry)
in the previous three years totalled some £27 million.

SJSAAF




IRON AND STEEL EMPLOYEES READAPTATION BENEFITS SCHEME
(ISERBS)

ISERBS is a statutory scheme jointly financed by the
Department of Trade and Industry and the European Coal and
Steel Community (ECSC). Under the scheme, benefits are paid
to steel workers who lose their jobs as a result of
permanent capacity reductions in the UK iron and steel

industry.

2 Depending on their age and circumstances, displaced
workers may be eligible for a variety of benefits. In
summary, these are:

a) a weekly payment during up to 52 weeks'
unemployment following redundancy (104 weeks
for those aged 55 or over);

the alternative option for those aged 55 or
over of taking a lump sum paid into a pension
scheme;

weekly benefit whilst undergoing up to 52 weeks
of approved vocational training;

'make-up' pay, ie income payments to compensate
workers who take up low-paid employment or
self-employment following redundancy.

3. Since the scheme's inception in 1974, just under

109,000 former steelworkers have received ISERBS benefit.
Total expenditure on scheme benefits has been just over
£413m. The ECSC has contributed approximately 40% of the
cost of benefits paid.

SJSAAF




10 DOWNING STREET
LONDON SWIA 2AA 3 July 1989

From the Private Secretary

POLAND: SOLIDARITY

1 Jones (DTTI)
or advice on
teel industries.

I enclose a copy of a le *tﬂr from Gare
ondlng to Professor Geremek's request f
ing with redundancies in the coal and s

The material enclosed with the letter will no doupt be
< t g

of interest to Solidarity, as will the further material now
re:eived from the Devartment of Energy and also enclosed.
You might ask our Ambassador in Warsaw to pass them on as a
first contribution. But I think Professor Geremek envisaged
something more than reading material, and was thinking 1n
terms of visits by experts. Clearly the proposed vis it of

the Chairman of British Coal and the Chairman of British
Stcel are very important in starting this process. But vou
will want to consider with the Departments what further
advice and consultancy we can provide.

I am copyling this letter t
Trade and Industry) and to Step
Energy) .

o Gareth Jones
n

(De
yen Haddrill (Dep

partment of
rtm

a ent of

Richard Goznpy, EsSq. .
Foreign and Commonwealth Orfice.




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary

1 July 1989

Do SCoglen

PRESIDENT BUSH'S VISIT TO POLAND

I enclose a copy of a message I have received from
General Scowcroft about the President's visit to Poland. As
you will see, he says that the Americans expect to be pressed
oy the Poles to delink two project loans for Poland by the
World Bank from the conclusion of an IMF standby. He asks for
a very early indication of HMG's views. I should be grateful

for advice and a draft reply, which I will need to put to the
Prime Minister.

I am copying this letter and enclosure to Alex Allan

(H.M. Treasury), Neil Thornton (Department of Trade and
Industry) and Myles Wickstead (Overseas Development Agency).

C. D. POWELL

Stephen Wall, Esq.,
Foreign and Commonwealth Office.
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SECRETARY OF STATE FOR ENERGY
THAMES HOUSE SOUTH
MILLBANK LONDON SWIP 4QUJ

01 238 2149

Charles Powell Esqg

10 Downing Street

LONDON S

SW1A 2AA NV June 1989

Q sl k»L\,JX:\‘

PRIME MINISTER'S MEETING WITH PROFESSOR GEREMEK

In your letter of 21 June you sought advice on
British experience in coping with redundancies
in the coal industry. I enclose a note which T
hope will meet your needs.

(-
/L\ﬂx-—-._

S HADDRILL
Principal Private Secretary




COPING WITH REDUNDANCIES IN THE BRITISH COAL INDUSTRY

1 The British coal industry has experienced substantial
contraction over the past 30 years as a result of both
competition from other fuels and changing technology. The
necessary redundancies have been achieved entirely on a
voluntary basis, through the operation of schemes for payments
to workers leaving the industry. There have been two such
schemes: the Redundant Mineworkers' Payments Scheme (RMPS)
from 1967 to 1987; and British Coal's scheme from 1987
onwards. In addition, British Coal Enterprise helps create

jobs in coal mining areas.

REDUNDANT MINEWORKERS' PAYMENTS SCHEME

204 This was a Government Scheme introduced in 1967 and
terminated in 1987. Payments to mineworkers leaving the
industry have varied over the years. The 1986/87 payments

were:

- mineworkers aged 21-49 received a lump sum based on

£1,000 for each year of service;

- mineworkers aged 50 and over received a lump sum
together with weekly benefits of up to 90% of net pay
before redundancy.

Expenditure on RMPS benefits over the 10 years up to 1987

amounted to over £2 billion.



BRITISH COAL REDUNDANCY SCHEME

3% Since 1987 British Coal has operated its own redundancy
arrangements. The current terms involve lump sum payments
based on period of service as follows: for each year of
service between ages 16 and 34, £500; for each year between 35
and 65, £750; together with an additional £7,500 to those with
over 15 years service. For example, a mineworker aged 51 with
25 years service would get £33,000. No weekly benefits are

paid other than pension when that is due.

4, The Government reimburses British Coal over 70% of the
cost of redundancies through the payment of Restructuring

Grant. Provision for the payment of £750m has been made for

the years 1987/88-1989/90.

i Since the RMPS was introduced in 1967, the number of
mineworkers has fallen from 340,000 to around 75,000, and

annual deep-mined output from 166 million tonnes to 103 mt.

BRITISH COAL ENTERPRISE

6. British Coal Enterprise Limited, a subsidiary company of
the British Coal Corporation, was set up in 1984 to help
create new business opportunities and provide alternative jobs
in traditional coal mining areas. The Government provided the
company initially with £5m. This has been increased in stages
to the present level of £60m. The bulk of these funds are
used to make loans to new businesses. As the loans are

repaid, further advances can be made to new projects.




7 fie British Coal Enterprise provides assistance in the

following ways:

- loans to new businesses or firms wanting to relocate

to coalfield areas, together with advice and guidance;
support for local Enterprise Agencies;

- provision of land and premises, including in

particular workshops for small new enterprises with

supporting services and advice;

identification of special training needs.

8 So far some £54m has been committed by British Coal

Enterprise to projects involving a total funding of over £400m

- the bulk of the investment being attracted from other
sources such as banks, local government and central government

grants. This funding has help to create over 33,000 jobs.

9. British Coal Enterprise have invested a further £6.5m in
workshops, helping to create an additional 6,500 job

opportunities.




10. British Coal Enterprise also operate a Job and Career

Change Scheme whose aim is to find direct alternative

employment for mineworkers as they leave the coal industry.
This is achieved through the establishment of "Job Shops" at

closing collieries, by means of which local job vacancies are

identified and redundant employees matched to these vacancies.
Where this cannot be immediately achieved, British Coal

Enterprise offer re-training relevant to local employment

opportunities.

Ll British Coal Enterprise are willing to offer advice to
mining industries in other countries based on their experience

of creating jobs in British mining areas.

DM2(23JU
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FM WARSAW

TO DESKBY 301600Z FCO
TELNO 388

OF 301455Z JUNE 89

AND TO PRIORITY IMF/IBRD WASHINGTON, DTI, ECGD, HM TREASURY
AND TO PRIORITY BANK OF ENGLAND

AND TO ROUTINE EAST EUROPEAN POSTS, MOSCOW, ACIUR, UKDEL NATO
AND TO ROUTINE UKREP BRUSSELS

POLAND : WESTERN RESPONSE TO DETERIORATING ECONOMIC SITUATION
SUMMARY

s GEREMEK CONFIRMS SOLIDARITY CONCERN ABOUT PRICE RISES AND
SHORTAGES. RENEWS PLEA FOR EC FOOD AID. i

DETAIL

- GEREMEK CONFIRMED TO ME TODAY THE OPPOSITION'S CONCERN OVER

THE DETERIORATING ECONOMIC SITUATION. THOUGH HE DID NOT EXPECT ANY
SERIOUS PUBLIC UNEREST UNTIL THE AUTUMN (WHEN THERE MAY BE A FURTHER
BOUT OF INCREASES AND WAGE_hISES), HE MADE CLEAR THAT THE SITUATION
WAS SUCH THAT IT WOULD BE IMPOSSIBLE FOR SOCIAL REASONS TO

LOOK TO THE POLISH PEOPLE FOR IMMEDIATE SACRIFICES IN THE CONTEXT OF
AN IMF PROGAMME. HE ACCEPTED HOWEVER, THE NEED TO PRESENT A
PROGRAMME TO THE IMF AS SOON AS POSSIBLE AFTER THE NEW GOVERNMENT

IS FORMED AND THE OPPOSITION CAN BE SATISFIED, THROUGH

MEMBERSHIP OF THE APPROPRIATE PARLIAMENTARY COMMITTEE, THAT ITS
PROPOSALS DESERVES BACKING.

3. GEREMEK DREW PARTICULAR ATTENTION TO THE CRITICAL SITUATION OVER
FOOD SHORTAGES. HE REPEATED HIS REQUEST TO THE PRIME MINISTER FOR
THE EC TO MAKE AVAILABLE SURPLUS FOOD (ESPECIALLY BEEF) AS A TEMPOR-
ARY MEASURE. THIS WOULD BE IMPORTANT, NOT ONLY IN MATERIAL TERMS,
BUT ALSO SYMOBICALLY AS A TOKEN OF WESTERN SUPPORT AS POLAND WORKS
OUT ITS ECONOMIC REFORM STRATEGY.

L. GEREMEK HINTED THAT BUSH MIGHT ANNOUNCE MEASURES OF EMERGENCY
FOOD AID DURING HIS VISIT ON 9 JULY. I AM AWARE THAT "THE PRIME
MINTSTER TOLD GEREMEK THAT THE —GUESTION OF THE AVAILABLILITY OF THE
SURPLUS FOOD WOULD NEED TO BE CONSIDERED WITHIN THE EC. I HOPE THAT

IT WILL BE POSSIBLE TO DO SOMETHING IN THIS AREA. IF SO, I HOPE THAT
WE CAN ENSURE EARLY PUBLICITY FOR OUR ADVOCACY.

PAGE 1
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MY TELNO 385: PRESIDENTIAL ELECTION
SUMMARY

POLITICAL FERMENT INCREASES CENTRAL COMMITTEE NOW IN SESSION

TO DISCUSS PRESIDENTIAL ELECTION. PARALLEL CONTACTS WITH OPPOSITION.
PROSPECTS FOR JARUZELSKI RECEDE. KISZCZAK PROPOSED TO OPPOSITION

AS ALTERNATIVE. R i T T

DETAIL

2. THE ISSUE OF THE NEW PRESIDENT IS ATTRACTING EVER MORE URGENT
ATTENTION BOTH WITHIN THE PARTY AND BETWEEN THE PARTY AND
OPPOSITION. THE CENTRAL COMMITTEE IS NOW IN SEMI- PERMANENT
SESSION(C THE 13 TH PLENUM HAS IN EFFECT BEGUN). GEREMEK HAS TOLD ME
THAT CONTACTS BETWEEN SENIOR REPRESENTATIVE OF THE PARTY AND
OPPOSITION ARE TAKING PLACE IN PARALLEL.

3. GEREMEK HAS CONFIRMED THAT OPPOSITION MPS WILL NOT BE WILLING
TO VOTE FOR JARUZELSKI AT THE NATIONAL ASSEMBLY. HE INSISTED
THAT JARUZELSKI WOULD HAVE TO RELY ON CO

HE JUDGED JARUZELSKI WOULD GET IF NOMINATED BY HIS PARTY. THIS
SUGGESTS THAT THE OPPOSITION WILL NOT BE PREPARED TO HELP
JARUZELSKI BY STAYING AWAY FROM THE CHAMBER.

4. THE QUESTIONS FOR JARUZELSKI AND HIS PARTY ARE THEREFORE:

FIRST, WHETHER HE CAN OBTAIN THE NOMINATION OF HIS CENTRAL
COMMITTEE: AND SECOND, WHETHER HE OR THEY IS PREPARED TO BE ELECTED
ON A PURELY PARTISAN BASIS. THE ANSWER TO THE SECOND QUESTION,

AND PERHAPS ( AS A RESULT) TO THE FIRST ALSO NOW SEEMS TO BE
IN THE NEGATIVE.

5. GEREMEK TOLD ME PRIVATELY THAT HE HAD BEEN APPROACHED BY

PARTY REPRESENTATIVES TO SAY THAT THE PZPR WOULD BE PREPARED

TO NOMINATE KISZCZAK AS ITS PRESIDENTIAL CANDIDATE IF THE OPPOSITION
WAS PREPARED TO SUPPORT HIM. WALESA IS TRAVELLING FROM GDANSK

PAGE 1
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TODAY TO DISCUSS THE PROPOSAL FURTHER. IT IS , IN GEREMEK'"' S
VIEW, ON THE CARDS THAT BY THE EVENING OF 1 JULY AGREEMENT WILL
HAVE BEEN REACHED TO NOMINATE KISZCZAK. THIS WOULD CLEAR THE
DECKS FOR THE INAUGURAL MEETINGS OF THE NEW SEJM AND SENATE

ON 3 JULY FOLLOWED BY A MEETING OF THE NATIONAL ASSEMBLY FORMALLY
TO ELECT THE PRESIDENT LATER THAT WEEK. THIS ASSUMES AGREEMENT
CAN BE REACHED ON THE WORDING OF THE OATH: THE OPPOSITION

ARE NOT PREPARED TO ACCEPT REFERENCES TO A CONSTITUTION WHICH
PROVIDES FOR THE LEADING ROLE OF THE PARTY.

6 GEREMEK READILY ADMITTED THAT THIS WOULD BE ROUGH JUSTICE ON
JARUZELSKI. HI S ELECTION AS PRESIDENT HAD BEEN PART OF THE ROUND
TABLE PACKAGE EVEN IF NOT FORMALLY REFLECTED IN THE DOCUMENTS.
INDEED THE OFFICE ,WITH ITS STRONG MILITARY CHARACTER HAD T,

10 A LARGE EXTENT, BEEN DESIGNED FOR HIM. GEREMEK ADMITTED THAT
JARUZELSKI HAD PERSONALLY TAKEN THE KEY DECISIONS PAVING THE WAY
FOR THE ROUND TABLE AND THE LEGALISATION OF SOLIDARITY. BUT

AL THOUGH OPPOCSITION MEMBERS INVOLVED IN THE ROUND TABLE WERE
AWAREHOF THIS, THE POPULATION AT LARGE WA§ NOT. FOR THEM,
JARUZELSKY REMAINED THE PERSONIFICATION OF MARTIAL LAW. THE FACT
THAT HE DID NOT PLAY A DIRECT PART IN THE ROUND TABLE PROCESS

MADE IT THAT MUCH MORE DIFFICULT FOR THE PUBLIC TO ASSOCIATE

HIM WITH THE REFORM PROGRESS. GIVEN THE NATURE OF THE PRESIDENTIAL
OFFICE, THE ONLY ALTERNATIVE TO JARUZELSKI WAS ANOTHER GENERAL,

AND THE OBVIOUS CANDIDATE WAS KISZCZAK.
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(Unofficial translation from the Polish language)

~CACE Warsaw, 30 June, 1989.
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. : Dear Madame Prime Minister
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~ 0 - : - g5 .
OvrS In the spirit of mutual understanding and significant improvement
recently achieved in the relations and co-operation between Poland and
the United Kingdom I wish to turn to you, Madame Prime Minister, in

matters of paramount importance for Poland.

As you know, the reforming of the system by which the Polish
state and its economy operate has reached a breakthrough point,

decisive for the country's future.

We have embarked with determination upon a path of thorough
changes permitting the vitality and energy of all social forces to be
utilised. Practical steps toward implementing the policy of dialogue,
national consensus and reforming the system have gained momentum.

The opposition has widely joined the new bicameral parliament.

The reforms being carried out provide the state with the foundation
for a new democratic form of government safeguarded by law, and the
economy with a new model of activity subjected to market forces.

All political forces participating in the Round Table wish to

continue this policy line. They are convinced that the reforms should
come through evolution. Such is the imperative of the nation's

raison d'Etat, but also of the sense of shared responsibility for the
stability of East-West relations and developments on the European

continent.

A threat is spelled by the condition of our economy.
An aggravating economic crisis fraught with all the attendant con-
sequences is a realistic perspective. It is through radically
reforming the State and its economic system that we are trying to
overcome that crisis. The immediate goal is to stop and reverse the

negative trends, particularly the inflation-generated wage and price

Her Excellency

The Rt. Hon. Margaret Thatcher, MP,
Prime Minister of the United Kingdom
of Great Britain and Northern Ireland.

LONDON.




increase. The gravity of the situation compels us to concentrate a
great deal of attention on this matter. We are putting into practice
the economic policy defining ways and means for a programme of
adjustment during 1990-1992. Successful implementation of this
policy will provide a starting point for what we want to accomplish,
in consultation with the International Monetary Fund, in a long-term

perspective.

In Poland, the social and economic reforms may succeed only if
we overcome in a relative short time the present economic predicament,
if we make rapid, significant progress in restoring economic stability.
External economic assistance for Poland is of cardinal importance for
the attainment of this goal. This view is endorsed by the Government

and opposition alike. And time is the factor of extreme importance.

Poland needs assistance to make rapid structural changes related
to modernisation and full-scope re-orientation of its economy toward
the market model, thereby enabling it to become part of world

economy.

Transition from the command to market economy provokes severe

social tension.

—_— ———

market, heavily subsidised until recently. To avert such tension it
is necessary to have adequate resources preventing a severe decline
in food consumption and stimulating the growth of domestic agriculture

and foodstuffs industry.

I should like to strongly emphasise how very much aware we are
of our principal duty to bring about economic recovery by our own
devices, that we ourselves will have to pay the necessary price.
Thus, external assistance is not meant to replace the necessary
reforms and market adjustments, on the contrary - it is meant to

nurture them.

Declarations made by Western governments, and particularly the
talks which we had, Madame Prime Minister, during our recent
meetings in Warsaw and at Chequers, reassure me that there is a will

to extend genuine, effective assistance to Poland's economy.

I am aware that the scope and form of such assistance will be




discussed at the summit meeting of the seven industrial powers in
Paris on 14-16 July. It would be appropriate and useful, I believe,
that Poland's needs and expectations in this respect were known for
the purpose of such discussion. They are listed below. I have
requested the President of France, Monsieur Mitterrand, to present
and recommena them to the leaders of States and Governments
participating in the Paris meeting. To you, Madame Prime Minister,

I address my request for supporting our proposals.

I It is necessary to receive external assistance for the project

e —

being launched to introduce market system in the whole of the foodstuffs

economy. The process requires adequate resources to make up for
temporary short supply expected to occur at the initial stage of
abolishing monopolies in this economic sector and its switching to
market operation. Measures of support for such reform could cover,
i.a., supplies of suégi@igg@_ﬁgp@EEgﬁig and provision of guaranteed

credits for purchasing them. We estimate our requirements in this

aspect during two years at one milliard US dollars.

——— — —_ -

2. Severe deformation of Poland's economic structure and the high
debt call for reaching rapid agreement with the International
Monetary Fund on an economic programme enabling Poland to receive
until 1992 credits worth ca. two milliard US dollars. Credit support
for the adjustment programme should become available immediately
after the programme is agreed. Successful implementation of the
programme - through restoring internal economic equilibrium - would

ensure stability in current trade with foreign partners.

5 I An agreement with the International Monetary Fund would be
paralleled by the rescheduling of the guaranteed debt owed to the
Paris Club member—sggzggt‘_ﬁ;_;;pect that the terms of rescheduling
will embrace rate reductions and concessions applied to the countries
with the highest debt. The outstanding payments (including those
overdue) would be rescheduled as promptly as possible, while those

falling due during the years of the programme (1990-1992) - after

the programme is put in operation.

4. Measures of reducing the payment of the non-guaranteed part of

the debt and its service rates and of partially converting it into




other forms of obligation should become integrally linked to the whole

issue of settl&ng Poland's debt. We assume that steps in this

direction will be actively supported by international financial

institutions and governments of creditor countries.

SJc Appropriate functioning of Poland's economy and debt servicing

also require increased export potential. The following steps would be

P — e ————
— = S—

conducive to it:

- opening World Bank credits to partially finance the already
existing export-orientated investment projects to the value of ca.

300 million US dollars;

- speedy preparation and launching by the World Bank of the structural
adjustment loan (SAL) worth ca. 500 million US dollars, augmenting the

strength of the export-generating economic sector;

- providing access to government guaranteed credits for the funding

of export-generating investment projects and modernisation;

- improved access to markets, i.a., by granting Poland customs

preferences under GSP.

6. Economic recovery presupposes thorough changes in the industrial
structure and form of ownership. A support for such changes would come

from:

- implementation of a number of World Bank sectoral projects

(mining, telecommunications, banking);

- active incentives for investors to commit capital for projects in
Poland, i.a., by involving government experts to identify investment
opportunities and by offering government guarantees for the capital
invested in Poland. Legal conditions have already been laid down to
transform Polish state-owned business enterprises into joint stock

companies with unlimited share of foreign capital participation;

- co-operation in financing the development and modernisation of food
storage and processing. Such a programme could be co-ordinated by
the World Bank and/or the European Investment Bank. We estimate

the amount of funds required (during a three year period) at

0.5 milliard US dollars;




— participation in the raising of target-orientated funds to promote

the growth of private farming (e.g. the Water Supply Foundation);

- assistance in the training of management staff and expert con-

sultancy to design new economic strategies and tools.

J I cherish the hope that you will kindly consider, Madame Prime

‘ Minister, the content of this message and support the proposals

| contained in it.

/
I have very much appreciation for your understanding of

Poland's present economic difficulties. I rest assured that your
personal commitment will lead toward concrete steps being promptly

taken to alleviate these difficulties.

With the assurance of my highest consideration and best

regards,

(=) Wojciech Jaruzelski




CONFIDENTIAL

10 DOWNING STREET

)
LONDON SWI1A 2AA June 1989

From the Private Secretary

PRIME MINISTER'S MEETING WITH PROFESSOR GEREMEK

The Prime Minister had a talk this afternoon with
Professor Geremek of Solidarity.

The Prime Minister began by congratulating Professor
Geremek on Solidarity's performance in the elections. She
had been much struck by the diginified and magnanimous
spirit in which General Jaruzelski had accepted the results.
Professor Geremek agreed with this. Jaruzelski had been
courageous enough to admit defeat quite openly. This had
never happened before in a Communist country. The Professor
continued that Solidarity were very grateful for the Prime
Minister's support. She had been the first foreign Head of
Government to come to visit them in Gdansk and to express
public support in Poland for the movement and its aims. He
brought her warm greetings from her many Solidarity friends
1n Gdansk.

The Prime Minister said that she thought Solidarity
were wise not to accept the offer of a coalition. The most
important task now was to get the Polish economy moving.
Professor Geremek said that it would indeed be very
difficult if Solidarity were asked to form a Government. He
knew this was one of the options under consideration.
Jaruzelski would remain as President and keep control of the
Army in the Interior Ministry, while Solidarity would be
given responsibility for the remainder of government. This
would give the appearance of legitimising the present
regime. He hoped very much the idea would not be pursued,
because it would be quite difficult for Solidarity to
refuse. Their preferred course was steadily to build up
expertise. The next step should be free elections for local
government, so that Solidarity representatives could get
experience at that level.

Professor Geremek continued that Solidarity's aim was
to achieve a democratic society 1in Poland step by step. But
the scale of Poland's economic difficulties represented a
grave threat to this process. There were likely to be
significant price increases of basic commodities from next

month and this could lead to social unrest. It was this
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which worried him much more than the activities of hard
liners in the Polish Communist Party or the Soviet Union.
Poland would only achieve democracy on the basis of economic
reform and that in turn would require the involvement of
foreign capital. There were a number of ideas for foreign
assistance, in particular those devised by George Suros.
Solidarity needed to be able to show its members that there
was hope for improvement in the economic situation. He
remembered the Prime Minister's words in Warsaw and hoped
that the United Kingdom would come forward with such help.
He handed over a working paper setting out what Solidarity
believed that Poland needed.

The Prime Minister described the offer which she had
made to General Jaruzelski. Professor Geremek said this was
very generous. There was a need for rapid help so that
people could see there was hope ahead. A particular area in
which Solidarity would welcome assistance would be British
expertise in coping with redundancies in the coal and steel
sectors and finding alternative forms of work. The Prime
Minister said that we would be very ready to provide advice
based on our experience. Professor Geremek continued that
he hoped the European Community would feel able to give
assistance not so much to the Polish Government but direct
for the support of reform, by creating a fund to help cope
with the consequences of adjustment in Poland's basic
industries. This would in effect be humanitarian aid. The
Prime Minister said that she thought these matters might

well be aired at the European Council in Madrid.

Professor Geremek said that he had a final request.
The food situation was likely to become very difficult in
Poland in the autumn. It would be very helpful if the
European Community could make available surplus food as a
temporary measure. The greatest need was for meat. He
believed it would be a problem for the current year only.
The Prime Minister said that this again was something which
would need to be considered in the EC.

The Prime Minister would like us to respond rapidly to
the request for advice in dealing with redundancies in the
coal and stezel industries. I should be grateful if the
Departments concerned could let me have advice on this. We
also need to consider whether we should take a lead in
raising the question of further assistance to Poland at the
European Council.

I am copying this letter and enclosure to Alex Allan
(H.M. Treasury), Neil Thornton (Department of Trade and
Industry), Stephen Haddrill (Department of Enerqgy), Shirley
Stagg (Ministry of Agriculture, Fisheries and Food) and to
Trevor Woolley (Cabinet Office).

CHARLES POWELL

Richard Gozney, Esq.,
Foreign and Commonwealth Office.
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INTERNATIONAIL ASSISTANCE PROGRAM
FOR POLAND

A. Purpose

Poland 1is pioneering the transformation of totalitarian communism into
democracy. It is also initiating the transformation of a centrally planned
economy into a market economy. The changes in Poland may serve as
an example for other countries. If successful, these peaceful reforms will
alter the existing situation within the socialist bloc and will furthermore
have a decisive impact on the future shape of East Central Europe.

The success of the reforms initiated in Poland by NSZZ Solidarnosc would be
a great step forward in overcoming the division of Europe into two opposing
camps consisting on the one hand of the democratic and developed countries
and on the other of those countries that are politically and economically
backward. The systemic changes taking place in Poland are bringing ou;
country closer to the West and are also instrumental in eliminating
division of Europe and increasing international security. We are convinced
that the most important means for improving the living standard of the
working people of Poland lies in linking economic reform within the country
with Poland's greater participation in the world economy. This issue haé
been of central importance for the Union since it first demanded economic
reforms 1in Poland in August of 1980, demands that culminated in the Round
Table Agreement of 1989. If these reforms are not carried out, the result
will be deepening economic crisis with ensuing political destabilization
and a return to dictatorship.

A program of economic assistance coupled with domestic economic reforms
could restore economic growth in Poland and enable it to become a major
trading partner. The economic reconstruction of Poland also lies in the
interests of its creditors and is furthermore indispensable if the country
is to pay its debts.

The current political and economic situation motivates us to appeal to

Western governments and institutions for Internmational Assistance Program
for Poland.

B. Forms of Assistance

Poland should be included in the group of '"heavily indebted countries"
(according to the IMF/World Bank definition) and should participate in the
Brady Plan.

1. International Monetary Fund

A three-year Extended Arrangement to support economic stabilization,
exchange rate unification, commercial bank debt reduction, privatization
of industry, and restoration of balance of payments viability.

Drawings of 600 million SDRs (90 percent of quota) per year, and additional

drawing of 40 percent of quota to support debt reduction operations under
the Brady Plan.




The total for 3 years would be approximately 2.1 billion SDR, that is $2.7
billion at the current SDR/$ exchange rate.

2. World Bank

A three-year program of:
a) structural adjustment loans (SALs), aiming at the marketization and
modernization of, for example:

- Polish exports,

- the banking system: allowing the operation of private domestic and
foreign banks which would be able, on a commercial basis, to take
deposits and make loans in both zlotys and convertible currencies,

- reduction of the energy intensity of the economy,

sectoral adjustment loans (SECALs) for example for:

- the agricultural and food processing sector,

- the telecommunications infrastructure.

the alleviation of possible unemployment by means of retraining

programs for workers,

IFC loans covering:

- private sector loans,

- cooperative sector loans,

- capital shares of the IFC in joint ventures of Polish state owned
enterprises with foreign parties.

Total borrowing would be approximately $3 billion over a period of 3 years.

A MIGA program of non-commercial risk insurance for foreign direct investors.

3. Paris Club

A three-year rescheduling of official debt, co-terminous with the IMF's
Extended Arrangement, consisting in 100 percent rescheduling of:
a) all principal and interest falling due on pre-cutoff date debt,
b) all principal and interest falling due on previously rescheduled debt,
c) all arrears on pre-cutoff date debt and previously rescheduled debt.

Commitment of individual Paris Club creditors to establish and maintain
export credit cover.

Establishment of a program to recycle interest and principal payments into
local zloty expenditures for social investment via independent foundations
for health, water supply, agriculture, education, environmental protection
and others. These expenditures should be compensated by cuts in other
government expenditures so as not to increase inflationary pressure.

4. Commercial Banks

Under the Brady Plan, reduction of the value of Polish debt with the help
of secondary market and debt for equity swaps and debt for nature swaps.

During the period of negotiations over Brady Plan debt reduction, interim
financing will be needed from the banks. During the next 12 months, interim
financing should cover interest falling due of approximately $860 million.

Poland will also require the maintenance of the existing $1 billion
revolving trade credit facility with the banks.

5. Bilateral Lending and Grants Programs
The Assistance Program is also expected to include a number of bilateral

arrangements:
a) Interim grants of surplus supplies of food commodities from the




European Community (e.g. meat, butter, grains, etc.) so as to fa-

cilitate marketization of the agricultural sector in Poland.

New government and government-guaranteed credits.

Co-financing and parallel financing from G-7 countries in conjunction

with the IMF Extended Arrangement and with the World Bank lending

program.

Financial sustainment of, for example:

- the Water Foundation for private agriculture,

- private vocational schools for the agricultural sector,

- state-run hospitals returned to the Church,

other independent foundations.

Total bilateral lending and grants would be $4.3 billion over the next
three years that will complement the lending of the intermational financial
institutions.

6. Other Forms of Assistance
a) Assistance from the European Community:
- access to the Generalized System of Preferences (GSP),
- sectoral preferences,
- specialized educational and managerial training programs,
- on the job training in Community firms for Polish entrepreneurs,
managers, and engineers,
employment permits for Polish enterprises to hire Polish workers
when operating in the Community.
b) Liberalization of access to Western markets.
c) Restoration of normal credit access for Polish enterprises involved
in exports and imports.
d) The Overseas Private Investment Corporation (OPIC) to operate in
Poland.

7. Summary

NSZZ Solidarnosc expects from the West an assistance package consisting of
the following:

a) $2.7 billion from the IMF,

b) $3 billion from the World Bank,

c) $4.3 billion of new bilateral credits,
for a total of $10 billion.

&e Conditions for Assistance

Financial assistance should be extended in such a manner as to preclude the
possibility of its being squandered as in the past, and so as to strengthen
the process of marketization of the economy and its integration into the
world economy.

1S For this program to be implemented, the suspension of all debt
repayments to the Soviet Union until 1994 would have to be renegotiated.

2. The granting and acceptance of any and all new credits must be approved
by the Senate.

3. Assistance should be conditional on the authorities of the People's
Republic of Poland being required to limit inflation and to balance the
economy, particularly as regards:
balancing the state budget over the next two years,
discontinuing, as of next year, the financing of state expenditures
by way of increasing the money base,
and end to the granting of automatic credit to economic units,
elimination, as of next year, of excess investment demand.




If wunemployment occurs during the implementation of the anti-inflation
program, it will be necessary to introduce measures envisaged in the Round
Table Agreement, and particularly the program of retraining of workers
which would need to be supported by IMF and World Bank funds, as envisaged
in point B.4 above.

4. Conditionality relating to economic reforms should include above all
programs agreed to at the Round Table, particularly:

a) elimination of adminstrative allocation and rationing of goods,
services, and financial resources,

b) expansion of the autonomy of state owned enterprises,

c) elimination of unprofitable enterprises,

d) formation of an anti-monopoly agency independent of the government
by the end of 1990, and the introduction of stricter anti-monopoly
laws,

e) creation of a securities stock exchange at the beginning of 1991,

f) the initiation in 1989 of a program setting out the speed and extent
of the privatization of state property (including the means of
production), in accordance with the Round Table Agreement,

g) the achievement, over a period of time, of at first internal and
subsequently full convertibility of the zloty.

D Monitoring of the implementation of this program on the Polish side,
and of the fulfillment of conditionality associated with it, will be vested
in the Senate of the People's Republic of Poland as the democratically
elected representative body of the nation which is legally entitled to
supervise external relations.

Gdansk, .. June 1989
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Poland: Call of Professor Geremek (:;‘tbxy

Professor Geremek 1is here as an FCO sponsored visitor. ;>%Z6
His programme is attached. The Prime Minister has agreed

to see him at 1445 on Wednesday 21 June. He is calling on

the Secretary of State earlier the same day.

A professor of French medieval history, Geremek has
been a senior adviser to Walega Since osolidarity began in
1980. He is now effectively Walesa's number 2, and led the
Solidarity side @t the Round Table talks. He has been
elected (with 72% of the vote) to the Sejm (lower house)
for Suwalki, 1in North-East Poland. He is likely to
become leader of the opposition 1n the Sejm. He was
present at the Prime Minister's meeting with Mr Walesa in
Gdansk.

On the internal situation, the Prime Minister could

——

ask:

- about likely opposition tactics in Parliament.
The Senate is likely to beifilled entirely with
Solidarity deputies; and the authorities will
have difficulty in maintaining the necessary
two-thirds majority in the Sejm to overturn a
Senate veto of legislation;

about the Opposition's line on economic reform.
Can they support economic austerity measures
(price rises, factory closures etc) without
antagonizing the workforce?

The Prime Minister could brief Professor Geremek on
her offer of economic assistance to Poland. A Topy of the
Speaking Note she handed to General Jaruzelski 1is
attached. She could ask Geremek's views on the "know-how"
fund. How would he advise the Polish government to ask us
to spend the money?

/Professor




Professor Geremek was in Washington recently to
propose to the US the fcrmation of an informal
Western consortium to support Poland and Hungary
through—debt—~eschedul rag+—amd@ to support private
enterprise in these countries. Solidarity also made
an appeal to the West when Mitterrand was in Gdansk
last week. (This sought US$10 billion worth of
assistance from a combination of the IMF, World Bank
and bilateral credits - see Warsaw telno 368, copy

nenclosed). Professor Geremek may press hard for more
economic help, on these lines. If this 1s raised,
the Prime Minister could refer back to the package she

put to Jaruzelski. il
e

President Mitterrand, when in Warsaw last week,
unveiled a French plan for Poland. This is on similar
lines to our offer.

Finally, the Prime Minister could say she looks
forward to meeting Mr Walesa here later this year (he
has accepted an invitation).

I am copying this letter to Alex Allen (HM Treasury).

(R H T Gozney)
Private Secretary

C D Powell Esqg
10 Downing Street
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INTERNATIONAIL ASSISTANCE PROGRAM
FOR POLAND

A. Purpose

Poland 1is pioneering the transformation of totalitarian communism into
democracy. It is also initiating the transformation of a centrally planned
economy into a market economy. The changes in Poland may serve as
an example for other countries. If successful, these peaceful reforms will
alter the existing situation within the socialist bloc and will furthermore
have a decisive impact on the future shape of East Central Europe.

The success of the reforms initiated in Poland by NSZZ Solidarnosc would be
a great step forward in overcoming the division of Europe into two opposing
camps consisting on the one hand of the democratic and developed countries
and on the other of those countries that are politically and economically
backward. The systemic changes taking place in Poland are bringing our
country closer to the West and are also instrumental in eliminating
division of Europe and increasing international security. We are convinced
that the most important means for improving the living standard of the
working people of Poland lies in linking economic reform within the country
with Poland's greater participation in the world economy. This issue has
been of central importance for the Union since it first demanded economic
reforms in Poland in August of 1980, demands that culminated in the Round
Table Agreement of 1989. 1If these reforms are not carried out, the result

will be deepening economic crisis with ensuing political destabilization
and a return to dictatorship.

A program of economic assistance coupled with domestic economic reforms
could restore economic growth in Poland and enable it to become a major
trading partner. The economic reconstruction of Poland also lies in the

interests of its creditors and is furthermore indispensable if the country
is to pay its debts.

The current political and economic situation motivates us to appeal to

Western governments and institutions for International Assistance Program
for Poland.

B. Forms of Assistance

Poland should be included in the group of '"heavily indebted countries"

(according to the IMF/World Bank definition) and should participate in the
Brady Plan.

1. International Monetary Fund

A three-year Extended Arrangement to support economic stabilization,
exchange rate unification, commercial bank debt reduction, privatization
of industry, and restoration of balance of payments viability.

Drawings of 600 million SDRs (90 percent of quota) per year, and additional

drawing of 40 percent of quota to support debt reduction operations under
the Brady Plan.




The total for 3 years would be approximately 2.1 billion SDR, that is $2.7
. billion at the current SDR/$ exchange rate.

2. World Bank

A three-year program of:
a) structural adjustment loans (SALs), aiming at the marketization and
modernization of, for example:

- Polish exports,

- the banking system: allowing the operation of private domestic and
foreign banks which would be able, on a commercial basis, to take
deposits and make loans in both zlotys and convertible currencies,

- reduction of the energy intensity of the economy,

sectoral adjustment loans (SECALs) for example for:

- the agricultural and food processing sector,

- the telecommunications infrastructure.

the alleviation of possible unemployment by means of retraining

programs for workers,

IFC loans covering:

- private sector loans,

- cooperative sector loans,

- capital shares of the IFC in joint ventures of Polish state owned
enterprises with foreign parties.

Total borrowing would be approximately $3 billion over a period of 3 years.

A MIGA program of non-commercial risk insurance for foreign direct investors.

3. Paris Club

A three-year rescheduling of official debt, co-terminous with the IMF's
Extended Arrangement, consisting in 100 percent rescheduling of:
a) all principal and interest falling due on pre-cutoff date debt,
b) all principal and interest falling due on previously rescheduled debt,
c) all arrears on pre-cutoff date debt and previously rescheduled debt.

Commitment of individual Paris Club creditors to establish and maintain
export credit cover.

Establishment of a program to recycle interest and principal payments into
local zloty expenditures for social investment via independent foundations
for health, water supply, agriculture, education, environmental protection
and others. These expenditures should be compensated by cuts in other
government expenditures so as not to increase inflationary pressure.

4. Commercial Banks

Under the Brady Plan, reduction of the value of Polish debt with the help
of secondary market and debt for equity swaps and debt for nature swaps.

During the period of negotiations over Brady Plan debt reduction, interim
financing will be needed from the banks. During the next 12 months, interim
financing should cover interest falling due of approximately $860 million.

Poland will also require the maintenance of the existing $1 billion
revolving trade credit facility with the banks.

5. Bilateral Lending and Grants Programs

The Assistance Program is also expected to include a number of bilateral
arrangements:

a) Interim grants of surplus supplies of food commodities from the




European Community (e.g. meat, butter, grains, etc.) so as to fa-
cilitate marketization of the agricultural sector in Poland.
New government and government-guaranteed credits.
Co-financing and parallel financing from G-7 countries in conjunction
with the IMF Extended Arrangement and with the World Bank lending
program.
d) Financial sustainment of, for example:

- the Water Foundation for private agriculture,
- private vocational schools for the agricultural sector,
- state-run hospitals returned to the Church,
- other independent foundations.

Total bilateral lending and grants would be $4.3 billion over the next

three years that will complement the lending of the international financial
institutions.

6. Other Forms of Assistance
a) Assistance from the European Community:
- access to the Generalized System of Preferences (Gsp),
- sectoral preferences,
- specialized educational and managerial training programs,
- on the job training in Community firms for Polish entrepreneurs,
managers, and engineers,
employment permits for Polish enterprises to hire Polish workers
when operating in the Community.
b) Liberalization of access to Western markets.
c) Restoration of normal credit access for Polish enterprises involved
in exports and imports.

d) The Overseas Private Investment Corporation (OPIC) to operate in
Poland.

7. Summary

NSZZ Solidarnosc expects from the West an assistance package consisting of
the following:

a) $2.7 billion from the IMF,

b) $3 billion from the World Bank,

c) $4.3 billion of new bilateral credits,
for a total of $10 billion.

G e Conditions for Assistance

Financial assistance should be extended in such a manner as to preclude the
possibility of its being squandered as in the past, and so as to strengthen

the process of marketization of the economy and its integration into the
world economy.

) [ For this program to be implemented, the suspension of all debt
repayments to the Soviet Union until 1994 would have to be renegotiated.

2. The granting and acceptance of any and all new credits must be approved
by the Senate.

3. Assistance should be conditional on the authorities of the People's
Republic of Poland being required to limit inflation and to balance the
economy, particularly as regards:

a) balancing the state budget over the next two years,

b) discontinuing, as of next year, the financing of state expenditures

by way of increasing the money base,
c) and end to the granting of automatic credit to economic units,
d) elimination, as of next year, of excess investment demand.




If unemployment occurs during the implementation of the anti-inflation
program, it will be necessary to introduce measures envisaged in the Round
Table Agreement, and particularly the program of retraining of workers

which would need to be supported by IMF and World Bank funds, as envisaged
in point B.4 above.

4. Conditionality relating to economic reforms should include above all
programs agreed to at the Round Table, particularly:
a) elimination of adminstrative allocation and rationing of goods,
services, and financial resources,
b) expansion of the autonomy of state owned enterprises,
elimination of unprofitable enterprises,
formation of an anti-monopoly agency independent of the government
by the end of 1990, and the introduction of stricter anti-monopoly
laws,
creation of a securities stock exchange at the beginning of 1991,
the initiation in 1989 of a program setting out the speed and extent
of the privatization of state property (including the means of
production), in accordance with the Round Table Agreement,
the achievement, over a period of time, of at first internal and
subsequently full convertibility of the zloty.

5. Monitoring of the implementation of this program on the Polish side,
and of the fulfillment of conditionality associated with it, will be vested
in the Senate of the People's Republic of Poland as the democratically

elected representative body of the nation which is legally entitled to
supervise external relations.

Gdansk, .. June 1989
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WARSAW

The Home Secretary has seen Richard Gozney's letter of 9 June and

has asked me to explain the background. The letter gives only half the
story.

There is considerable pressure for economic migration from Poland,
both temporary - people coming to the West as visitors and then working
illegally; and permanent - visitors who claim political asylum on arrival.
In Germany, for example, which issues visas to Poles largely on the nod,
over 1.5 million visa applications (up 100% over last year) are expected
this year from Poles, as compared with some 70,000 applications to come to
the United Kingdom. Germany also expects to receive over 30,000 asylum

applications from Polish visitors, almost all of whom will eventually be
allowed to stay in Germany.

Germany's political and geographical relationship with Poland 1's;
of course, different from ours, but the figures show the size of the
problem. At present, because we operate a strict visa regime, Britain is
not the most attractive destination for would-be Polish economic migrants.
We nevertheless regularly uncover sizeable numbers of Polish "visitors"
working illegally in Britain. On 25 February, for example, 16 Poles were
found working illegally in renovating the Berkeley Towers Hotel in Belgrave
Road. All had come as visitors. On 5 March, of 30 members of a tour group,

only eight returned to Poland. The 22 who remained all worked in the
building trade.

A skilled visa officer can spot the dubious visitors, but it takes
time and resources. We have offered two immigration officers to go to
Poland to augment the team there. We have also offered to send a Chief
Immigration Officer to advise on procedures in Warsaw. We are discussing
the timing with the Foreign and Commonwealth Office. Our immigration
officers are under pressure at the moment dealing with Turkish asylum

applicants, but this should be relieved by the imposition of the visa regime
on Turkey on 23 June.




In the Home Secretary's view this is the right way forward. To
rubber stamp visa applications from Poles without making proper enquiries
in dubious cases would run the risk of attracting a flood of applications
once word got around that the United Kingdom was an easy option for
economic migrants. This would only increase problems in Warsaw and lead to
greater numbers of illegal Polish workers being stopped at our airports or
discovered on building sites in London. The Home Secretary considers that,
until we can get more staff in place in Washington, an increase in visa
issuing times in Warsaw is a necessary price to pay to prevent this
happening, and one that in the long run will place less strain on our
relationship with Poland.

I am copying this letter to Richard Gozney (FCO).

. - [« B Sl '8
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P R C STORR

Charles Powell, Esq.







10 DOWNING STREET
LONDON SWIA 2AA

Erom the Private Secretary 14 June 1989

VISIT OF PROFESSOR GEREMEK

Thank you for your letter of 12 June
about the visit of Professor Geremek, the
Solidarity adviser. The Prime Minister could
see him briefly at 0930 on Wednesday 21 June.

C. D. POWELL

Stephen Wall, Esq.
Foreign and Commonwealth Office




DOWNING STREET




Foreign and Commonwealth Office

London SWIA 2AH

12 June 1989
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Poland: Visit by Professor Geremek, Senior Solidarity
Figure

Professor Geremek, an historian and a long-time Solidarity
adviser, is visiting the UK at the FCO's invitation from
19-21 June. Over the last few months, Professor Geremek has
effectlvely become Solidarity's number two. He has been
elected to the Lower House (the Sejm5 and will probably act as
— ————
the Opp051tlon Leader in the new Parliament.

—

Professor Geremek will call on the Forelgn Secretary,
amongst others. We also hope to fix a call on Mr Kaufman
(Mr Kinnock will be out of the country). We will arrange
meetings with the TUC “(to discuss independent trade unions),
the headquarters of the two major parties, and a lecture,
possibly at Chatham House

Although the Prime Minister is already heavily occupied
on 19-21 June, she might wish to consider receiving
Professor Geremek. A call would acknowledge Solldarlty S
success in the election and the major role it is Iikely to
play in the political scene. After General Jaruzelski's
visit, it would give the Prime Minister the chance to hear
Solidarity's version of events, their plans for the future,
and their views on Western policy. Professor Geremek will be
avallable from the afternoon of 19 June to the morning of
21 June. Professor Geremek was present at the Prime Minister's

meeting with_ﬂg;ggﬁ_in_govembef.

T —

We have also invited Walesa to visit Britain. But he will
not come until the autumn at the earliest.

WMf

(A

(J S Wall)
Private Secretary

C D Powell Esq
10 Downing Street
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FM UKREP BRUSSELS

TO DESKBY 100700Z FCO

TELNO 2007

OF 091945Z JUNE 89

INFO PRIORITY WARSAW

INFO ROUTINE EUROPEAN COMMUNITY POSTS, WASHINGTON, ODA

INFO SAVING BELGRADE, BUCHAREST, BUDAPEST, EAST BERLIN, MOSCOW
INFO SAVING PRAGUE, SOFIA

FRAME EXTERNAL
POLAND: JARUZELSKI'S TALKS WITH DELORS

SUMMARY

1. JARUZELSKI STRESSES PROGRESS BEING MADE IN POLISH REFORM
EFFORT AND DETERMINATION TO CONTINUE. IMPRESSES DELORS THE URGENT
NEED NOW FOR WESTERN RESPONSE. SAYS COMMUNITY CAN HELP THROUGH SWIFT
PROGRESS 1IN NEGOTIATIONS ON AN AGREEMENT, INVESTMENT AND INVOLVEMENT
OF EIB, AGRICULTURAL ASSISTANCE AND OPEN MARKETS. DELORS MAY REPORT
TO 12 JUNE FAC. — e

DETAIL

> . JARUZELSKI SAW DELORS FOR ONE AND HALF HOURS THIS EVENING. WE
HAVE OBTAINED A BRIEF READ OUT FROM DGI ON THE MAIN POINTS OF THE
DISCUSSION.

2. JARUZELSKI HAD SAID POLAND WAS IN A PERIOD OF HISTORIC
TRANSITION, WITH PROGRESS BEING MADE IN POLITICAL AND ECONOMIC
REFORM. THE ROUND 'TABLE TALKS AND THE ELECTIONS HAD OPENED THE WAY
TO PLURALISM IN POLAND. THE OPPOSITION HAD BEEN INTEGRATED INTO THE
DECISION MAKING PROCESS AND MUST NOW SHARE RESPONSIBILITY FOR THE
FUTURE MANAGEMENT OF THE COUNTRY. EFFORTS WERE ALSO BEING MADE
TOWARDS ECONOMIC REFORMS, STATE MONOPOLIES WERE BEING ENDED
AND AGRICULTURAL WAS INCREASINGLY IN PRIVATE HANDS BUT THE
ECONOMIC SITUATION WAS BAD. THE STANDARD OF LIVING WAS FALLING AND
INFLATION INCREASING THE FACTORIES WERE UNDER PRODUCTIVE AND THE
AVAILABILITY OF GOODS WAS VERY POOR. ALL THIS WAS EXACERBATED BY
POPULATION GROWTH. TRANSPORT AND INFRASTRUCTURE NEEDED OVERHAULING
AND AGRICULTURE HAD TO BE RESTRUCTURED AND MODERINISED. POLITICAL
DEVELOPMENTS HAD HELPED TO BUILD THE SOCIAL CONSENSUS NECESSARY TO
FACE THE TRAUMA OF ECONOMIC REFORM. REFORM WOULD HURT AND WOULD LEAD
TO SOCIAL PROBLEMS, BUT THE GOVERNMENT AND OPPOSITION SHARED THE
SAME ECONOMIC OBJECTIVES AND HAD TO WORK TOGETHER.

PAGE 1
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L. JARUZELSKI HAD SAID THAT ECONOMIC RAPPROACHMENT WAS THE KEY TO
A BETTER LONG TERM RELATIONSHIP BETWEEN EAST AND WEST EUROPE, AND
HAD REFERRED TO THE DEVELOPMENT OF EC/CMEA RELATIONS. HE HAD
STRESSED THAT POLAND COULD NOT ACHIEVE THE ECONOMIC REFORMS ON WHICH
IT WAS DETERMINED WITHOUT HELP FROM THE WEST. THE WEST HAD TOLD THE
POLISH REGIME TO DEAL WITH SOLIDARITY IF IT WANTED WESTERN
ASSISTANCE: NOW IT WAS UP TO THE WEST TO RESPOND, AND TO DO SO
URGENTLY. IF REFORM FAILED IN POLAND IT WOULD BE THE RESPONSIBILITY

\OF THE WEST, NOT THE REGIME. ‘

5 GREAT IMPORTANCE WAS ATTACHED TO CO-OPERATION WITH THE
EUROPEAN COMMUNITY. SWIFT PROGRESS WAS NEEDED IN THE NEGOTIATIONS ON
THE TRADE AND CO-OPERATION AGREEMENT, AND JARUZELSKI UNDERSTOOD THAT
THINGS WERE GOING WELL. POLAND NEEDED BETTER ACCESS TO THE COMMUNITY
MARKET THROUGH THE REMOVAL OF RESTRICTIONS. POLAND COULD BE AN
ATTRACTIVE COMMERCIAL PARTNER IF IT WAS ALLOWED TO BE. JARUZELSKI
HAD WELCOMED THE SINGLE MARKET AS A POSITIVE DEVELOPMENT, ALTHOUGH
IT WAS JEALOUS OF EUROPEAN INTEGRATION BUT UNDERSTOOD THAT IT WOULD
NOT MEAN A CLOSED MARKET. HE HAD STRESSED THE NEED FOR ASSISTANCE IN
AGRICULTURE, IN PARTICULAR HE HAD RAISED THE POSSIBILITY OF CREDITS
FOR PURCHASING AGRICULTURAL PRODUCTS, AND THE NEED TO HELP INCREASE
PRODUCTIVITY THROUGH PROVISION OF PESTICIDES, FERTILIZERS AND
MECHANISATION.

6. DEBT WAS MENTIONED IN THE GENERAL CONTEXT OF ECONOMIC
ASSISTANCE. JARUZELSKI HAD SAID POLAND WAS DETERMINED TO REPAY IS
DEBTS, BUT THE CURRENT ECONOMIC SITUATION DID NOT ALLOW IT.
REPAYMENTS FAR OUTPACED THE NEW CREDITS WHICH WERE NEEDED TO
RESTRUCTURE INDUSTRY. HE HAD COMMENTED THAT IN BRITAIN THE PRIME
MINISTER COULD CLOSE UNPRODUCTIVE MINES BECAUSE THERE WAS MONEY TO
BUY FOREIGN COAL MORE CHEAPLY. POLAND DID NOT HAVE THE RESOURCES 10
TAKE ECONOMICALLY SOUND DECISIONS. EUROPE COULD HELP THROUGH
INVESTMENT. HE HAD ASKED DELORS FOR HELP THROUGH THE EUROPEAN
INVESTMENT BANK, SAYING THAT THIS WOULD BE A VALUABLE POLITICAL
GESTURE.

7. DELORS HAD RESPONDED BY UNDERLINING THE COMMUNITY'S
COMMITTMENT TO GREATER CO-OPERATION WITH THE COUNTRIES OF EASTERN
EUROPE. 1992 WOULD NOT BRING WITH IT AN ECONOMIC IRON CURTAIN. THE
COMMUNITY WAS WATCHING POLAND'S TRANSITION CAREFULLY AND FULLY
SUPPORTED THE REFORM PROCESS. THE COUNCIL HAD EXPRESSED ITS SYMPATHY
FOR POLAND AND INTENDED TO BE FLEXIBLE IN NEGOTIATION. COMMERCIALLY
THE POLES COULD HELP THEMSELVES BY WORKING TOWARDS AN EFFECTIVE
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PRICE SYSTEM. ANOTHER CRUCIAL AREA WAS BETTER BUSINESS MANAGEMENT.
DELORS HAD SAID THAT THE COMMUNITY WAS WILLING TO OFFER EXTENSIVE
ASSISTANCE HERE. ON DEBT, A GLOBAL SOLUTION WAS REQUIRED, INVOKING
CREDITORS, DEBTORS, THE BANKS AND THE COMPETENT INTERNATIONAL
BODIES.

8. VAN DE PAS (DELORS CABINET) HAS ALSO GIVEN US AN ACCOUNT OF
THE DISCUSSIONS WHICH CONFIRMS THE ABOVE POINTS. IN ADDITION HE
NOTED THAT DELORS HAD ASKED JARUZELSKI WHAT MESSAGE HE WOULD PUT IF
HE HAD THE CHANCE TO ADDRESS THE COUNCIL. JARUZELSKI HAD RESPONDED
BY SAYING THAT HE WOULD POINT OUT THAT WHILE THE POLES HAD MANY
VIRTUES THEY LACKED ECONOMIC DISCIPLINE. POLAND WAS SERIOUS ABOUT
REFORM BUT THE OPPOSITION AND THE WEST HAD TO BE REALISTIC ABOUT
WHAT COULD BE ACHIEVED. WHAT WAS NEEDED NOW, HE AGAIN STRESSED, WAS
A SERIOUS RESPONSE FROM THE WEST. VAN DE PAS ADDED THAT DELORS MIGHT
GIVE AN ACCOUNT OF THESE TALKS AT THE FAC ON 12 JUNE.

9. RESIDENT CLERK. PLEASE ADVANCE TO PS/NO. 10

HANNAY

DISTRIBUTION

ADVANCE 3:7

H HOLROYD CAB OFFICE
PARKER CAB OFFICE

.FRAME EXTERNAL MR J

PS MR L

COLLECOTT ECDCE) MR J HM ALTY CAB OFFICE
LEWIS EED MR M. MERCER, H M TREASURY
RFSIDENT “CLERK ROR PS/NO MR R ALLEN TREASURY

MR NE MR C W ROBERTS DTI VIC ST

MR KERR MR A C HUTTON ITP DTI VIC ST
RESIDENT CLERK MR A MORGAN 0T2/1B DTI VIC ST
HD/ECD CE) MR D. JONES DTI VIC ST

HD /NEWS MR HAGESTADT DTI VIC ST

HD /ERD MR W HALL DTI VIC ST

MISS N BREWER ERD PERMANENT SECRETARY M A F F
MR R LAVELLE CAB OFFICE HD/ECD/0DA
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CONFIDENTIAL

FM BONN

TO DESKBY 091500Z FCO

TELNO 616

OF 091412Z JUNE 89

INFO IMMEDIATE WARSAW, BUDAPEST, EAST BERLIN

INFO ROUTINE WASHINGTON, PARIS, UKDEL NATO, MOSCOW

MIPT (NOT TO ALL)
FRG RELATIONS WITH EASTERN EUROPE.

SUMMARY
1. TELTSCHIK REPORTS POLISH LEADERSHIP'S SURPRISE AT ELECTION
RESULTS, POSZGAY'S S VIEW OF SITUATION IN HUNGARY. TELTSCHIK REGARDS

mm— S—— — . ——

GDR AS POTENTIALLY EXPLOSIVE.

DETAIL
2. AFTER BRIEFING MY US AND FRENCH COLLEAGUES AND ME ON GORBACHEV'S
VISIT (MIPT), KOHL'S DIPLOMATIC ADVISER SPOKE ABOUT POLAND, HUNGARY

R |

AND THE GDR. - -
el
POLAND
3. TELTSCHIK GAVE IMPRESSIONS OF HIS VISIT TO WARSAW ON 6-7 JUNE (MY
TELNO 611). KUCZA HAD TOLD HIM PRIVATELY THAT THE ELECTION RESULTS
HAD COME AS A TOTAL SURPRISE TO THE POLISH LEADERSHIP. HE HAD
SOUNDED HURT THAT THE VOTERS HAD BLAMED THE PARTY FOR THE LAST 40
YEARS. KUCZA HAD SAID THAT RAKOWSKI WOULD HAVE TO BE REPLACED IF HE
WAS NOT ELECTED IN THE SECOND ROUND ON 18 JUNE. THERE WAS ALSO DOUBT
ABOUT WHETHER THE COMMUNIST PARTY WOULD HAVE THE NECESSARY MAJORITY
IN THE SEJM AND SENATE COMBINED TO ELECT JARUZELSKI AS PRESIDENT,
PARTICULARLY ON A SECRET VOTE. THE POLISH LEADERSHIP WAS WORRIED
ABOUT THE OUTCOME ON 18 JUNE.

4. TELTSCHIK ARGUED THAT THE WEST NEEDED TO SUPPORT POLAND TO
PREVENT THINGS GETTING OUT OF CONTROL, WHICH COULD ALSO AFFECT
GORBACHEV. TROUBLE IN POLAND COULD SPREAD TO THE BALTIC REPUBLICS.

i e S
TELTSCHIK ALSO APPEALED FOR CLOSE CONSULTATION AMONG WESTERN
GOVERNMENTS: IN DISCUSSION OF CREDITS, KUCZA HAD TRIED TO PLAY THE
FRG OFF AGAINST THE US AND FRANCE.

— G—

HUNGARY
5. TELTSCHIK COMMENTED THAT POSZGAY AND GROSZ WERE NOW ENGAGED IN A
POWER STRUGGLE. POSZGAY HAD TOLD HIM IN BONN THAT THERE WAS ONLY A

i s
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SHORT OPPORTUNITY, WHILE THE SOVIET REFORM PROCESS CONTINUED.
POSZGAY HAD DESCRIBED THE LIMITS FOR HUNGARY AS NOT LEAVING THE
WARSAW PACT AND AVOIDING CIVIL WAR. A MILLION PEOPLE WERE EXPECTED
FOR IMRE NAGY'S FUNERAL, INCLUDING 40 JUMBO JETS OF EXILES FROM THE
TELTSCHIK SAID THAT THE FRG WERE GIVING FINANCIAL SUPPORT TO

———

US.
—

HUNGARY, AGAINST ALL ECONOMIC SENSE.
—

GDR

6. TELTSCHIK'S PERSONAL VIEW WAS THAT THE GDR WAS POTENTIALLY THE
MOST EXPLOSIVE COUNTRY. THE ECONOMIC AND SUPPLY SITUATION WAS
WORSENING. NOBODY IN THE POLITBURO WANTED TO SUGGEST HIMSELF AS A
SUCCESSOR TO HONECKER. HE AGREED WITH ME THAT THERE WAS NO UNREST
AT PRESENT, ngléiﬁn IT_COULD SUDDENLY BREAK OUT.

7. FCO PLEASE PASS TO NO. 10

MALLABY
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SUMMARY

1. OUTCOME OF POLISH ELECTIONS AND GRACIOUS ACCEPTANCE OF
THE RESULT BY THE POLISH GOVERNMENT NIDELY WELCOMED HERE.
SOME PRELIMINARY THINKING AT OFFICIAL " LEVEL ON HOW THE
WEST SHOULD RESPOND: EXPECTATION THAT PRESIDENT BUSH WILL
WANT TO UNVEIL IMAGINATIVE IDEAS WHEN HE VISITS POLAND.
DETAIL

2. THE OUTCOME OF THE ELECTIONS IN POLAND HAVE BEEN
WELCOMED HERE. THE STATE DEPARTMENT SPOKESMAN MADE THE
FOLLOWING STATEMENT ON 6 JUNE:

QUOTE AS THE PRESIDENT SAID IN HIS SPEECH IN MAINZ, THE PEOPLE
OF POLAND HAVE WAITED OVER 40 YEARS FOR A FREELY ELECTED
GOVERNMENT SINCE WORLD WAR II. WHILE POLAND'S DEMOCRATIC
REFORM PROCESS IS STILL UNDERHAY WE ARE PLEASED THAT THE

FIRST STEPS TO FULFILL THAT LONG DEPRIVED "PROMISE ARE FINALLY
BEING TAKEN. THE US REGARDS SOLIDARITY'S APPARENT VICTORY
AS A VICTORY FOR ALL POLES. YESTERDAY'S CONCESSION BY THE

POLISH COMMUNIST PARTY WAS STATESMANLIKE AND COMMENDABLE.

WE WELCOME THE REAFFIRMATION OF THE PARTY SPOKESMAN THAT THE
POLISH GOVERNMENT WILL CONTINUE DEMOCRATIC AND ECONOMIC
REFORMS. WE WELCOME LECH WALESA'S CALL FOR HARD WORK BY ALL —
SIDE! DES TO FIND SOLUTIONS TO POLAND'S PRESSING ECONOMIC AND
POLITICAL REFORMS. UNQUOTE

3. THESE SENTIMENTS HAVE BEEN ECHOED IN THE PRESS. THE

NEW YORK TIMES COMMENT IN AN EDITORIAL ON 7 JUNE IS TYPICAL:
QUOTE WHAT'S HOPEFUL AND REMARKABLE IS THAT THE FAMILIAR

OLD OBSTACLES TO CHANGE HAVE SHRUNK. NOBODY REALLY FEARS
ANYMORE THAT MOSCOW WILL INTERVENE AGAINST LIBERALISING
EXPERIMENTS. AND SOLIDARITY'S GROWING POLITICAL SOPHISTICA-
TION BODES WELL FOR A FREER FUTURE IN ALL EASTERN EUROPE.
UNQUOTE "

4. STATE AND NSC CONTACTS TELL-US THAT ALTHOUGH THE EXTENT
OF SOLIDARITY'S VICTORY CAME AS NO GREAT SURPRISE, THE
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PROMPT ACCEPTANCE OF THE RESULT BY THE GOVERNMENT.EgglMQBE
THAN THE AMERICANS HAD DARED TO HOPE FOR. IT COMPARED VERY

FAVOURABLY WITH EG PANAMA AND HAD MADE A GOOD IMPRESSION ON SENIOR

POLICY MAKERS HERE. THE AMERICANS EXPECT SOLIDARITY TO MAINTAIN

THEIR REFUSAL TO JOIN THE GOVERNMENT, BUT TO RESPECT THE 65/35 PER
CENT SPLIT IN THE LOWER HOUSE. THEY NOTE THAT THE SITUATION REMAINS

VERY FRAGILE AND THAT HARDLINERS EITHER IN THE PARTY OR IN THE
LOWER RANKS OF SOLIDARITY, COULD STILL PUSH THINGS TOO FAR.
5 THERE 1S ALRERDY K ~GOOD DEAL OF THINKING UNDERWAY AT
OFFICIAL LEVEL ABOUT HOW THE WEST SHOULD RESPOND TO THE
SUCCESSFUL IMPLEMENTATION OF THLS PHASE OF THE ROUND-TABLE
AGREEMENTS AND SPECIFICALLY WHAT PRESIDENT BUSH SHOULD TAKE
WITH HIM TO POLAND NEXT MONTH. OFFICIALS EXPECT THAT THE
PRESIDENT WILL PRESS FOR THE BUREAUCRACY TO COME UP WITH
IMAGINATIVE NEW IDEAS FOR HIM TO LAUNCH IN POLAND. THE SEARCH
IS THEREFORE ON. THIS IS BEING CONDUCTED WITHIN THE LIMITS
SET IN THE PRESIDENT'S SPEECH AT HAMTRAMCK (QUOTE WE WIL

NOT ACT UNCONDITIONALLY. WE WILL NOT OFFER UNSOUND CREDITS.
WE WILL NOT OFFER AID WITHOUT REQUIRING SOUND ECONOMIC
PRACTICES IN RETURN N UNQUOTE). ALL OUR CONTACTS EMPHASISE
THAT THE US WILL NOT PRESS THE IMF TO SOFTEN CONDITIONALITY

AS A POLITICAL GESTURE (INDEED, THE US TREASURY CONTINUES TO
HAVE DIFFICULTY WITH THE IDEA OF AN IMF AGREEMENT WITH POLAND
AT ALL). OUR CONTACTS SEE LITTLE SCOPE FOR A US INITIATIVE
IN TRE IMF_AREA: IT IS NOW UP TO THE POLES TO MEET IMF
CONDITIONS.

6" THE MEASURES ANNOUNCED IN THE HAMTRAMCK SPEECH WERE
LARGELY COST FREE. CONGRESS IS ALREADY TAKING STEPS TO
IMPLEMENT SOME OF THEM: A BILL TO GIVE OPIC AUTHORITY TO
OPERATE IN POLAND AND HUNGARY HAS BEEN APPROVED BY THE HOUSE
FOREIGN AFFAIRS COMMITTEE AND WILL NOW BE TAKEN UP ON THE
FLOOR OF THE HOUSE. THIS BILL ALSO PROVIDES DOLLARS NINE
MILLION OVER TWO YEARS FOR SCIENCE AND TECHNOLOGY PROGRAMMES,
MEDICAL SUPPLIES AND EQUIPMENT AND ASSISTANCE FOR THE
TRANSITION TOWARDS A MORE DEMOCRATIC GOVERNMENT. OUR CONTACTS
ACKNOWLEDGE THE NEED TO GO BEYOND THE HAMTRAMCK MEASURES NOW
THAT THE POLISH GOVERNMENT HAVE FULFILLED THE REQUIREMENTS ON
POLITICAL REFORM SET OUT IN THAT SPEECH AND IN STATEMENTS

BY OTHER WESTERN LEADERS. THEY RECOGNISE THAT ANY SUCH
MEASURES ARE BOUND TO COST MONEY, AND US BUDGETARY CONSTRAINTS
WILL REMAIN A REAL FACTOR.

7. THE SOLIDARITY LEADER, GEREMEK, WAS IN WASHINGTON RECENTLY
AND IN DISCUSSION WITH EAGLEBIRGER FLOATED THE IDEA OF A
CONSORTIUM OF KEY WESTERN COUNTRIES. THIS WOULD MEET AT
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POLITICAL LEVEL WITH THE AIM OF COORDINATING WESTERN

PROGRAMMES TO HELP POLAND (AND HUNGARY), EG TO PROVIDE SOME

OVERVIEW OF WORK IN THE IMF, THE PARIS CLUB AND THE WORLD

BANK, TO DISCUSS THE PRECISE CONDITIONALITY FOR ANY NEW MONEY

Ejfﬂ OTHER SOLIDARITY ACTIVISTS HAD MENTIONED AN IDEA OF

A PRIVATE INDUSTRY BANK TO BE RUN BY SOLIDARITY BUT

CAPITALISED BY THE WEST.

8. CONTACTS IN STATE TELL US THAT EAGLEBURGER AND OTHERS ARE
REFLECTING ON THESE IDEAS. THEY REMAIN INCHOATE, AND THE
ADMINISTRATION ARE A LONG WAY FROM ANY DECISIONS. BUT OFFICIALS ARE
PREPARED TO CONSIDER A WIDE RANGE OF IDEAS IN TRYING TO

COME UP WITH PROPOSALS THAT WILL ENCOURAGE ECONOMIC REFORM,

PRIVATE INVESTMENT AND STRUCTURAL REFORM AND MAINTAIN CONDITIONALITY
WITHOUT COSTING TOO MUCH.

9. OUR CONTACTS ADD THAT THE ADMINISTRATION WILL WANT TO

CONSIDER ALL THIS WITH ALLIES ONCE THEIR OWN THINKING IS A

BIT CLEARER. AS BEFORE THE HAMTRAMCK SPEECH, THEY ARE

INCLINED TO DO SO THROUGH COORDINATED BILATERAL APPROACHES

RATHER THAN EG IN THE NATO COUNCIL. THEY WOULD VERY MUCH

WELCOME AN EARLY ACCOUNT OF JARUZELSKI'S TALKS IN LONDON.

—eee

————————— e
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Anthony M.V. Coombs, M.P.

HOUSE OF COMMONS
LONDON SWI1A 0AA

8th June, 1989

The Rt Hon. Mrs. Margaret Thatcher MP
10 Downing Street

. \ N
\ % k‘-h’-f._ (W

Given the visit of the Polish Leader, Ceneral Jaruzelski this
weekend, and although conscious that you will no doubt have
received a number of representations from organisations interested
in Poland, | thought the following might be helpful.

For some time, | have been interested in Polish affairs and had
an adjournment debate on it last year and a very useful recent
meeting with William Waldegrave at the Foreign Office.

Firstly, you will no doubt be forcibly making the point to
General Jaruzelski that the sweeping success of Solidarity
candidates in last weekend's elections is the strongest possible
proof of the disenchantment of people in Poland with the
Communist Government over which the General presides.
Increasingly, it appears that no _only economic progress but
political stability in Poland, as throughout the rest ‘of Eastern
Europe, depends on still further political reforms which give
ordinary people there the pluralist democratic system they so
obviously desire.

An acid test of General Jaruzelski's attitude towards such

reforms will be in how he resolves present discussions taking

place with Solidarify on the practical workings of the new
parliament. Although possibly not involving power-sharing in
Government, at least these should give Parliament real powers of
oversight, revision and initiation in legislative affairs. In other
words, although General Jaruzelski may not have wished to
countenance it during the Round Table talks, a parliament in which
Solidarity candidates have won 160 of the |61 seats open to them in
the Sejm and 92% of the Senate seats, and im which no_candidate on
the National List was success*F'T will constitute an nmportant part
of an embryonic pluralist poI|t|cal system. He therefore has a duty
to ensure that it is allowed unfettered use of its powers irrespective
of the constraints this may impose upon a Government still dominated
by the Communist Party.

——

Continued




Secondly, the Round Table Agreement makes provision for the
election of the President by Parliament. It is conceivable that
given the election results, an opposition candidate could defeat
Geperal Jaruzelski for this post and he should be able to assure
you of his peaceful acceptance of such an eventuality.

Thirdly, General Jaruzelski should now be prepared to bring
forward political reforms allowing for contested elections both
for the 65% of the Sejm not previously allowed this and also
for the Presidency itself. Although such reforms may not, in
the interest of political stability, be possible immediately, a
timetable should at least be agreed by General Jaruzelski with
the opposition parties for them.

Fourthly, | have always held, and William Waldegrave implicitly
agrees with this, that any economic assistance on a bilateral

basis by the United Kingdom, either in the form of direct grant

ald or in the form of re-scheduling of Poland's 39 billion dollar
external debt, should both be conditional upon further timetabled
political reforms and, where possible, be directed at non-government
organisations in Poland. This would encourage Polish entrepreneurs
and avoid shoring-up the Communist nomenclatura system.

Fifthly, General Jaruzelski should agree that in order to encourage
the widening democratic process in Poland, foreign Governments

and their organisations should be allowed to provide organisational
and financial assistance to new political groups there. The Americans
have been successful in doing this on a covert basis and the Polish
Government should now acquiesce in its happening openly.

Finally, you will have been made aware of the sentiments of

many British Poles and the vast majority of their compatriots

in Poland concerning the mortal remains of General Sikorski.

Until a genuine and pluralist parliamentary democracy is

established in Poland, it almost goes without saying that the

British Government should resist requests by the Polish Government
for their return to Poland.

| hope that this is helpful.

Best wishes.

“\ =y
|

N

Anthor\l\/ Coombs MP
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Polish Elections

Although the official results of the first round of
the elections on 4 June have not yet been announced, the

unofficial results give a clear picture of the final

- —-— S ——

——

outcome. -
—‘______,_,__—-———-

2 Solidarity, with only two months in which to prepare

for the election, moved quiéiiy and made good use of its

limited resources. It made strenuous efforts to ensure—

that its voters understood the complicated voting system.

(Voters were given between 2 and 7 ballot lists; for ﬁgé
Sejm (several lists); the Senate; and the Nationalist List
of 35 prominent coalition figures, who stood unopposed, but
required 50 per cent of the votes polled.) Solidarity had
the backing of the Catholic Church - particularly important

e et

in rural areas. And it gained from the resounding negative

vote given to the Party.

-

2 The authorities, on the other hand, were slow to start
their campaign, were complacent in the early stages, then

— e E— . = =

showed increasing signs of nervousness, as opinion polls

and poor turn-outs at election rallies indicated that they

would not do well.

4. The first round of elections was conducted almost
entirely peacefully (some minor scuffles in one or two
regions) - an important achievement in itself. The poll -
62 per cent - was lower than expected, the lowest number of

votes cast in the rural areas. Apathy, and cynicism that

the elections would bring any improvement in living

sEEBdards, partly explain the low poll. Heavy rainfall in

Eastern Poland may have been another factor.

1
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5. There is no doubt that the final result will show a

humiliating vote of no confidence in the Party. As 60 per

cent of the seat;_in the Sejm were reserved for Party
candidates, and 5 per cent for their coalition partners,

gi— . . . .
the authorities can still count on a majority in the main

e,

legislative assembly. But in contrast to the 70-80 per

T — —— ey

cent majorities which opposition candidates received, many

of the coalition candidates failed to gét a 50 per cent

]

majority and will have to go to the second round for a run-

off vote. The Party's majori£§ will have been reduced as

—

none of the candidates on the National List has gained the

necessary 50 per cent of the poll; according to present

rules, their seats will remain vacant. The list includes a

number of senior Government Ministers, including the Prime

Minister, Rakgwski, and the Minister of the Interior,

Kiszczak. The latter can legally retain their Government

positions, but their authority will obviously be seriously
_—

undermined. (Walesa and other Solidarity leaders had urged

--—.-—-—'—‘_")
thelr supporters not to cross off all these names; partly

because the list included some of the more reform-minded

senior officials; and partly because Walesa believed that

too humiliating_; defeat for the Party would be counter-

productive, and could set back the Round Table

agreements.)
—

6. Solidarity has already won outright nearly all of the

100 seats in the Senate (new upper House), and has every

prospect of winning theﬁfgw remaining seats in the run-off

- —

elections on 18 June. This is also a disappointment to the
. --_—“-—____-———-—"\ *

Party, which had put up some of its non-Party supporters as

candidates, and expected to gain a certain percentage of

the seats.

P s The authorities have promptly conceded defeat - for

which they deserve some credit - and have pledged to

continue to pursue "democracy and reform" in the spirit of

the Round Table agreements. They have now proposed that
\"“-—.__._,._.———-——-"_____ —

2
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Solidarity should enter a coalition Government, evidently

judging that co-opting Solidérity to share responsibility

for the difficulties ahead is their best way forward.
— —

Solidarity has rejected the offer, saying that it wants to
e T . .
co-operate on an issue-by-issue basis, but at the moment

does not want to join the Government. Solidarity does not

want to take direct responsibility for mistakes of the

Party's making; nor does it want to risk deepening the

divisions within its own ranks by close association with
ey e ——

the Party. Walesa has called instead for renewed Round
Table talks.

I ——————S—

8. The dismal result, and the rout of the Party and its
coalition partners on the National List and in the Senate,

present the authorities with a serious crisis. While they

still have an overall majority, their 1egi€imacy and

. —
authority have been so severely damaged that they barely

—

have a mandate to continue governing. They may replace

some of the senior Government figures, although it will be

difficult to find anyone more acceptable within their
ranks. The opposition's success will have strengthened

its hand in pressing for more radical change, including

—_—

fully free elections in four years' time. And it may give

=9

Solidarity some influence over the composition of the new

—

Government.
__/_/‘_l

9. The voting showed above all contempt for the Party,

and disillusionment with the system by which they been

governed for the past several dEEades, on the part of the

vast majority of Poles. Even the efforts of those in the

Pa}ty who favoured reform were brushed aside, as the

National List candidates were tarred with the same brush,

and overwhelmingly voted down. The Solidarity leadership,

which urged restraint during the campaign and has reacted

with moderation to its success, has behaved with

—
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considerable maturity. The implications of this decisive

e —

-
rejection of a Communist régime could be far-reaching in

-—— -

———

the rest of Eastern Europe.

.

————

PERCY CRADOCK

¥ June 1989

“
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MIPT : POLISH ELECTIONS : COMMENT

SUMMARY
1. MARGIN OF SOLIDARITY SUCCESS EXCEEDS ALL EXPECTATION. VICTORY
IN

HUMILIATED, BUT COMMITTED TO CONTINUING ROUND TABLE PROCESS. IN
INTEREST OF SOLIDARITY TO HELP SOFTEN THE BLOW AND ENABLE DIALOGUE
TO CONTINUE. S e

e

DETAIL

LA IT HAD BECOME INCREASINGLY CLEAR DURING THE LAST FEW WEEKS OF THE
CAMPAIGN THAT INITIAL SOLIDARITY FEARS THAT THEIR LACK OF ORGAN-
ISATION AND FUNDS AND SHORTAGE MF WELL-KNOWN CANDIDATES WOULD PROVE
A HANDICAP IN THE ELECTIONS WERE MISPLACED. THE ENERGY AND
ENTHUSIASM WITH WHICH THEIR CAMPAIGN WAS RUN, NOT LEAST BY TEN OF
THOUSANDS OF VOLUNTEERS AT THE LOCAL LEVEL, STOOD IN STARK CONTRAST
WITH THE IMMOBILISM OF THE COALITION PARTIES. WHATEVER THE
EXHORTATIONS OF SOLIDARITY LEADERS NOT TO VOTE AGAINST THE NATIONAL
LIST, IT IS CLEAR IN RETROSPECT THAT THE BASIC ANTI-COMMUNISM WAS
NOT GOING TO BE DEPRIVED THIS OPPORTUNITY OF EXPRESSING ITSELF.
NEVERTHELESS, THE MARGIN OF SOLIDARITY'S EVENTUAL SUCCESS HAS
EXCEEDED ALL EXPECTATIONS. THERE IS NOW EVERY PROSPECT THAT WHEN {
THE EEW. SENATE SEATS WHICH _REMAIN UNDECIDED ARE RUN OFF ON 18 /(

————

JUNE, SOLIDARITY WILL HAVE WON 100 PER CENT OF THE SEATS IT WAS

_....-.....__.___.-_-.-—-—_..--—_

ALLOJED TO CONTEST

[ —

S—_—

3. AS THE SOLIDARITY SPOKESMAN, ONYSZKIEWICZ HAS COMMENTED, THE
RESULTS SHOW TWO THINGS: FIRST, SUPPORT FOR THE PROGRAMME OF REFORM
AND RENEWAL SOLIDARITY HAS LONG FOUGHT FOR SEMI CLN SECOND, (SO
FAR AS THE NATIONAL LIST IS CONCERNED) A SETTLING OF ACCOUNTS AND

PROTEST AGAINST THE EXISTING SYSTEM.

4. THE TOTAL ROUT OF THE COALITION IN THE NATIONAL LIST IS
HUMILIATING AND PRESENTS THE AUTHORITIES WITH THE FIR%I_POLITICAL

CRISIS THEY HAVE HAD TO FACE SINCE THE ROUND TABLE. THE MOOD 1IN
PARTY HEADQUARTERS IS, NOT SURPRISINGLY DESPONDENT. SENIOR MEMBERS

PAGE 1
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OF THE POLITBURO AND CENTRAL COMMITTEE HAVE TOLD ME THAT SOME OF
THE FORMER WERE INCLINED TOWARDS A COLLECTIVE RESIGNATION SEMI CLN
BUT THIS WOULD ONLY INTENSIFY THE CRISIS, AND I WOULD EXPECT THEM

0 STAND FIRM BEHIND JARUZELSKI AND '' DO THEIR DUTY'". CENTRAL
COMMITTEE CONTACTS DO NOT RULE OUT A CHANGE IN THE POLITBURO IN THE
MEDIUM TERM, ESPECIALLY IF JARUZELSKI RELINQUISHES THE FIRST
SECRETARYSHIP AFTER HIS EXPECTED ELECTION TO THE PRESIDENCY. BUT,

AS THE PZPR SPOKESMAN HAS ALREADY MADE CLEAR C(IN AN ANNOUNCEMENT
ACKNOWLEDGING A DECISIVE MAJORITY OF SOLIDARITY), THE PARTY REMAIN
COMMITTED TO PURSUING THE PROCESS OF REFORM AND DEMOCRATISATION
STARTED AT THE ROUND TABLE. IT WILL BE ILL-PLACED TO DO THIS IF 1T
CASTS ASIDE THOSE WHO HELPED INITIATE THE PROCESS. THE PARTY LEADER-
SHIP ALSO HAVE A CLEAR INTEREST IN STICKING TOGETHER IN THE FACE OF

CRITICISM THEY ARE LIKELY TO ENCOUNTER FROM HARD LINE ELEMENTS.

5 AT THE GRASS ROOT LEVEL, SOLIDARITY SUPPORTERS ARE MAKING NO
SECRET OF THEIR JOY AT THE COALITION'S DISCOMFITURE. BUT THE LATTER
CAN EXPECT SOME HELP FROM QPPOSITION LEADERS. WALESA (WHO TOLD

— ——
e ——

MR WALDEGRAVE IN APRIL THAT HE WOULD VOTE FOR THE PZPR IF A ROUT
WAS IN PROSPECT) AND HIS PRINCIPAL ADVISERS ARE WELL AWARE THAT
FOR THE FORESEEABLE FUTURE THE PARTY WILL CONTINUE TO PROVIDE THE
GOVERNMENT OF THE COUNTRY SEMI CLN IF THE STILL FRAGILE STRUCTURE

e ————

OF REFORM IS TO PROSPER, IT MUST BE WITH THE PARTY'S ACQUIESCENCE,

I NOT ENTHUSIASTIC SUPPORT. THE OPPOSITION'S SUCCESS WILL
5TBENglﬂgﬂﬂllg_ﬂgﬁg_lﬂ_gﬂEssING FOR MORE RADICAL CHANGE, INCLUDING
FULLY FREE ELECTIONS IN FOUR YE £SiG

_INFLUENCE OVER THE COMPOSITION OF THE NEW GOVERNMENT (STELMACHOWSKI,
FOR EXAMPLE, HAS TOLD US THAT, THOUGH IT WOULD BE RIGHT IN HIS VIEW
c0R JARUZELSKI TO BECOME PRESIDENT, SOLIDARITY COULD PRESS FOR
A NEW PRIME MINISTER TO REPLACE RAKOWSKI, WHO HAS NEVER HIDDEN HIS
DISLIKE FOR THE MOVEMENT). BUT SUCCESS WILL ALSO INCREASE THE
PRESSURE ON IT TO TAKE A GREATER SHARE OF THE RESPONSIBILITY FOR

FUTURE DEVELOPMENTS IN THE COUNTRY.

e —— a—

FOUR YEARS' TIME. IT MAY ALSO GIVE II SOME

N

6. IN A WELL-JUDGED STATEMENT YESTERDAY, GEREMEK SAID THAT
SOLIDARITY HAD ALWAYS SEEN THE ELECTIONS ''AS A SUBJECT OF A
POLITICAL DECISION WHICH PREDEDED THEM, THE DECISION REACHED AT THE
ROUND TABLE''. HE THOUGHT THE ELECTION RESULTS SHOWED SUPPORT BY
THE VAST MAJORITY FOR DIALOGUE BETWEEN THE AUTHORITIES AND
OPPOSITION. WHILE INSISTING THAT SOLIDARITY WOULD REMAIN A _PART
OF THE OPPOSITION SO LONG AS THE SYSTEM OF GOVERNMENT REMAINED AS
1T WAS, AND WOULD NOT TAKE PART IN A COALITION GOVERNMENT, HE
ACCEPTED THE NEED FOR TALKS WITH THE AUTHORITIES ON CTUOPERATION.

GEREMEK WENT SO FAR AS TO0 MAKE CLEAR THAT THE OPPOSITION RECOGNISED
—
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THAT MEMBERSHIP OF THE SEJM FOR THE 35 CANDIDATES ON THE NATIONAL
LIST WAS PART OF THE ROUND TABLE AGREEMENT, AND INDICATED THAT
HIS SIDE WOULD CAUSE NO DIFFICULTY IF THE AUTHORITIES CAME UP
__WITH A SUITABLE PROPOSAL FOR ARRANGING THIS. STELMACHOWSKI HAS

TAKEN THE SAME LINE IN TACKING—TFO—US———

7. THE ROLE OF THE JOINT COMMISSION SET UP AFTER THE ROUND TABLE

TO CONTINUE THE DIALOGUE BETWEEN THE AUTHORITIES AND OPPOSTION CAND
THE MORE PRIVATE CONTACTS AT KISZCZAK/WALESA OR REYKOWSKI/GEREMEK
LEVEL) WILL BE MORE IMPORTANT THAN EVER IN HELPING THE TWO SIDES
CIND A WAY OF STAYING ON COURSE, WHILE ADAPTING TO THE NEW ELECTORAL

. —

SITUATION.

BARRETT

DISTRIBUTION
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UK OFFER OF FINANCIAL ASSISTANCE FOR POLAND

The UK is determined to give real and effective support

to political and economic reform in Poland, 1n the form of

the package of measures listed below.

1)

recognising that an IMF programme will be an essential
condition for economic help, the UK will play a sympathetic
and helpful role in the IMF's discussion of Poland's
problems. But the programme must be an effective one,

even though it will inev}tably impose some painful burdens

on the Polish people;

the UK would be ready to play its part if Poland seeks a
bridging loan from the Bank for International Settlements

once an IMF programme was agreed;

exceptionally, the UK will support rescheduling in the
Paris Club of Poland's payments of principal and interest
due in 1989, over ten years with five years' grace,
without the normal precondition that Poland complete
negotiations with the IMF for a stand-by arrangement. The
UK would, however, seek some assurances from the IMF

about figures and the progress of negotiations;

no decision on new credit can be taken at this stage, but
the question will be considered seriously when an IMF

programme 1s 1n place;

the UK 1s ready to contribute £5 million a year for
five years towards a 'know-how' Fund, to provide Poland
with training and advice to support the progress towards

democracy and a market economy:




6)

a British Minister is ready to visit Poland to identify

opportunities for investment by British firms. Such

investment might be linked to eventual conversion of some

foreign commercial debt via debt/equity swaps. The Minister
of State for Trade, Mr Clark, is able to go 1in the week

beginning 17 July, if this is convenient to the Polish side;
the UK will continue to take a lead within the European
Community to secure liberalisation of discriminatory

Quantitative Restrictions.

We shall tell other major Western leaders what this

country is able to do and urge them to participate in a

combined effort, which will involve Western countries and the

international financial institutions, to extend appropriate

assistance to the reform process 1in Poland.
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From the Private Secretary

8 June 1989
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POLAND

The Prime Minister had a meeting this afternoon with the
Foreign Secretary, the Chancellor of the Excheguer and the
Minister for Trade to discuss the economic assistance which we
might offer the Polish Government during General Jaruzelski's
visit. It was noted that, although the Polish Government had
carried out many of the political reforms which the Prime
Minister had urged on them when she visited Warsaw in November
1988, virtually no progress had been made with economic
reform. Our main objective must be to urge the Polish
Government to agree an adjustment programme with the IMF. It
would not be appropriate to extend any further credit on loans
until such an agreement was in place.

On this basis, it was agreed that the Prime Minister
should put the following points to General Jaruzelski when
they met on 10 June:

the essential condition for economic help was that
Poland should agree a programme with the IMF. We
would be sympathetic and helpful in IMF discussion of
Poland's problems. But the programme would need to
be an effective one, even thnough this would impose
some painful burdens on the Polish people;

we would not be able to extend fresh credit until a
credible IMF programme was 1n place;

if Poland were to seek a bridging loan from the BIS
once an IMF programme was agreed, we would be ready
to play our part;

meanwhile we would support rescheduling of Poland's
payments of principal and interest due in 1989, over
ten years and with five years grace. Exceptionally,
we would not require Poland to complete negotiations
with the IMF for a stand-by arrangement as a
condition for this. We would ask only that the
figures should be investigated and confirmed by the
IMF, and that the Fund should certify that
negotiations for a stand-by arrangement had begun and
that reasonable progress was being made. This should

be presented as a major concesslon;
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the Prime Minister could also tell General Jaruzelski
that we would be ready to contribute £5 million a
year over five years towards a 'know-how' Fund, to
DfOVldP Poland with management training and advice on
matters such as privatisation;

we would offer a visit to Poland by the Minister of
Trade to identify opportunities for investment Dby
British firms. Such an investment would be a step
rowards eventual conversion of foreign debt via

debt/equity swaps;

we would commit ourselves to take a lead within the
European Community to secure liberalisation of
Quantatitive Restrictions.

While these measures would probably not match Polish
ambitions and Dxpmctatlons, they could be presented as clear
evidence of our determination to give substantial support to
political and economic reform in Poland. They would be on a
par with the measures already announced by the Americans and
with what other major European countries are likely to do.

I am cooying this letter to Alex Allan (d M Treasury) and
N2il Thornton (Department of Trade and Industry).

L~ !\mxaruv\

CANEE N

\m_,L“K‘VKfﬁ NSV

e —

C. D. POWELL

Stephen Wall, Esg.,
Foreign and Commonwealth Office
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The Rt Hon Nigel Lawson MP
Chancellor|of the Exchequer
HM Treasur§
ParliamentlStreet

London ' (fjﬂ/\\
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BRIDGING LOAN FOR POLAND

|
Thank you for your letter of 5 June. Whatever the sventual

of some bridging finance for Poland, I agree that it

S

to contemp%ate supporting any such approach at this stage.

What Poland needs above all is to adopt a programme of measures
which will |restore its economic¢ health and provide
sustained &rowth. Such a programme will no doubt
from exterqal sources, including the IMF and World
share your|fears that the likelihood of securing

a programmﬁ would be jeopardized by provision ¢

at this eazrly stage in anticipation of eventual

money . |

|

I should add that, on the figures available to us
doubtful that Poland actually has any need for bridging
for the time being.

|
\

|

i
I am sending copies of this letter to the

Foreign Secretary and the Secretary of State
Industry.
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8 June 1989
|

The Rt Hon| Nigel Lawson MP
Chancellor|of the Exchequer
HM Treasur
Parliament | Street

London |
SW1P 3AG
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BRIDGING L?AN FOR POLAND

q
Thank you %or your letter of 5 June. Whatever the eventual merits
of some bridging finance for Poland, I agree that it is premature
to contemplate supporting any such approach at this stage,

What P=ianA needs above all is to adopt a programme of measures
which will!reacore its economic¢ health and provide a basis for
sustained rowth Such a programme will no doubt require finance
from external sources, including the IMF and World Bank, and we
share your |fears that the likelihood of securing agreement on such
a programmg would be jeopardized by provision of a bridging loan
at this eayly stage in anticipation of eventual IMF and World Bank

money .

doubtful t
for the tine being.

at Poland actually has any need for bridging finance

|
1

I should jd that, on the figures available to us, we are somewhat
l

I am Sendlﬁg copies of this letter to the Prime Minister, the

Foreign Seclretary and the Sec¢retary of State for Trade and

\yw-mwz//

Industry.
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PRIME MINISTER
MEETING ON POLAND

You have a meeting tomorrow to discuss economic help to

Poland. The basic papeféuare_iavthe folder: the Foreign
S;bretary's minute, the Chancellor's minute, and the

Chancellor's letter about a bridging loan.

- - —— - - —_—— e ————— — - —

The priority must be to get the Poles to accept an IMF

programme and Paris Club rescheduling. There is really no

scope before then for new credits or government to government

A A e e —_

R S—

loans. ——

The areas where we can help are:

= trade access. We can support liberalisation of

Quantitative Restrictions by the EC. But of course we cannot

deliver on our own. The feeling is that we should not extend

GSP to the Poles;

= investment. We can organise an outward mission.

it's for firms to decide whether to invest;

- debt. We can negotiate an interim Paris Club arrangement

for 1989 maturities. But anything more must depend on an IMF

Programme and Paris Club rescheduling;

- know-how. The Foreign Secretary and the Chancellor agree

on the setting up of a know-how fund with £5 million of seed

capital, to carry foward UK efforts to transfer expertise to

Ebland. We can tell the Poles that this would be on a

continuing basis for at least five years;

= bridging finance. The Poles have not yet formally asked

for a bridging loan from BIS. The Bank of England's share

would Tequire an indemnity from the Government. The

Chancellor would not want to consider this unless there 1is a

firm prospect of IMF programme being in place.
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These do not add up to a great deal. But taken all together,
they may be just enough to constitute a respectable package

and make good your undertaking in November that political

téfdf¢:@§uld;gqii;f§f£ﬁ economic help. But willingness to

consider a bridging loan looks to me a rather 1mportant part.

-

Without it, the package may be too slim. You will want to

explore with the Chancellor how far you can go with Jaruzelski

S

to indicate willingness to help over a bridging loan.

-

(C. D. POWELL)
7 June 1989
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FM WARSAW

TO DESKBY 061600Z FCO

TELNO 340

OF 061500Z JUNE 89

AND TO PRIORITY MOSCOW, EAST EUROPEAN POSTS, WASHINGTON, UKDEL NATO
AND TO PRIORITY PARIS (FOR CSCE DELEGATION), MADRID, ACTOR

MIPT : POLISH ELECTIONS : COMMENT

SUMMARY

1. MARGIN OF SOLIDARITY SUCCESS EXCEEDS ALL EXPECTATION. VICTORY
IN 100 PER CENT OF SEATS CONTESTED ON THE CARDS. COALITION
HUMILIATED, BUT COMMITTED TO CONTINUING ROUND TABLE PROCESS. IN
INTEREST OF SOLIDARITY TO HELP SOFTEN THE BLOW AND ENABLE DIALOGUE
TO CONTINUE.

DETAIL

2. IT HAD BECOME INCREASINGLY CLEAR DURING THE LAST FEW WEEKS OF THE
CAMPAIGN THAT INITIAL SOLIDARITY FEARS THAT THEIR LACK OF ORGAN-
ISATION AND FUNDS AND SHORTAGE MF WELL-KNOWN CANDIDATES WOULD PROVE
A HANDICAP IN THE ELECTIONS WERE MISPLACED. THE ENERGY AND
ENTHUSIASM WITH WHICH THEIR CAMPAIGN WAS RUN, NOT LEAST BY TEN OF
THOUSANDS OF VOLUNTEERS AT THE LOCAL LEVEL, STOOD IN STARK CONTRAST
WITH THE IMMOBILISM OF THE COALITION PARTIES. WHATEVER THE
EXHORTATIONS OF SOLIDARITY LEADERS NOT TO VOTE AGAINST THE NATIONAL
LIST, IT IS CLEAR IN RETROSPECT THAT THE BASIC ANTI-COMMUNISM WAS
NOT GOING TO BE DEPRIVED THIS OPPORTUNITY OF EXPRESSING ITSELF.
NEVERTHELESS, THE MARGIN OF SOLIDARITY'S EVENTUAL SUCCESS HAS
EXCEEDED ALL EXPECTATIONS. THERE IS NOW EVERY PROSPECT THAT WHEN
THE FEW SENATE SEATS WHICH REMAIN UNDECIDED ARE RUN OFF ON 18
JUNE, SOLIDARITY WILL HAVE WON 100 PER CENT OF THE SEATS IT WAS
ALLOWED TO CONTEST.

3. AS THE SOLIDARITY SPOKESMAN, ONYSZKIEWICZ HAS COMMENTED, THE
RESULTS SHOW TWO THINGS: FIRST, SUPPORT FOR THE PROGRAMME OF REFORM
AND RENEWAL SOLIDARITY HAS LONG FOUGHT FOR SEMI CLN SECOND,” (SO
FAR AS THE NATIONAL LIST IS CONCERNED) A SETTLING OF ACCOUNTS AND
PROTEST AGAINST THE EXISTING SYSTEM.

4. THE TOTAL ROUT OF THE COALITION IN THE NATIONAL LIST IS
HUMILIATING AND PRESENTS THE AUTHORITIES WITH THE FIRST POLITICAL
CRISIS THEY HAVE HAD TO FACE SINCE THE ROUND TABLE. THE MOOD IN
PARTY HEADQUARTERS IS, NOT SURPRISINGLY, DESPONDENT. SENIOR MEMBERS

PAGE 1
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OF THE POLITBURO AND CENTRAL COMMITTEE HAVE TOLD ME THAT SOME OF
THE FORMER WERE INCLINED TOWARDS A COLLECTIVE RESIGNATION SEMI CLN
BUT THIS WOULD ONLY INTENSIFY THE CRISIS, AND I WOULD EXPECT THEM
TO STAND FIRM BEHIND JARUZELSKI AND '' DO THEIR DUTY''. CENTRAL
COMMITTEE CONTACTS DO NOT RULE OUT A CHANGE IN THE POLITBURO IN THE
MEDIUM TERM, ESPECIALLY IF JARUZELSKI RELINQUISHES THE FIRST
SECRETARYSHIP AFTER HIS EXPECTED ELECTION TO THE PRESIDENCY. BUT,
AS THE PZPR SPOKESMAN HAS ALREADY MADE CLEAR (IN AN ANNOUNCEMENT

~ ACKNOWLEDGING A DECISIVE MAJORITY OF SOLIDARITY), THE PARTY REMAIN
. COMMITTED TO PURSUING THE PROCESS OF REFORM AND DEMOCRATISATION
STARTED AT THE ROUND TABLE. IT WILL BE ILL-PLACED TO DO THIS IF IT
CASTS ASIDE THOSE WHO HELPED INITIATE THE PROCESS. THE PARTY LEADER-
SHIP ALSO HAVE A CLEAR INTEREST IN STICKING TOGETHER IN THE FACE OF
CRITICISM THEY ARE LIKELY TO ENCOUNTER FROM HARD LINE ELEMENTS.

5. AT THE GRASS ROOT LEVEL, SOLIDARITY SUPPORTERS ARE MAKING NO
SECRET OF THEIR JOY AT THE COALITION'S DISCOMFITURE. BUT THE LATTER
CAN EXPECT SOME HELP FROM OPPOSITION LEADERS. WALESA (WHO TOLD

MR WALDEGRAVE IN APRIL THAT HE WOULD VOTE FOR THE PZPR IF A ROUT

WAS IN PROSPECT) AND HIS PRINCIPAL ADVISERS ARE WELL AWARE THAT

FOR THE FORESEEABLE FUTURE THE PARTY WILL CONTINUE TO PROVIDE THE
GOVERNMENT OF THE COUNTRY SEMI CLN IF THE STILL FRAGILE STRUCTURE

OF REFORM IS TO PROSPER, IT MUST BE WITH THE PARTY'S ACQUIESCENCE,
IF NOT ENTHUSIASTIC SUPPORT. THE OPPOSITION'S SUCCESS WILL
STRENGTHEN ITS HAND IN PRESSING FOR MORE RADICAL CHANGE, INCLUDING
FULLY FREE ELECTIONS IN FOUR YEARS' TIME. IT MAY ALSO GIVE IT SOME
INFLUENCE OVER THE COMPOSITION OF THE NEW GOVERNMENT (STELMACHOWSKI,
FOR EXAMPLE, HAS TOLD US THAT, THOUGH IT WOULD BE RIGHT IN HIS VIEW
FOR JARUZELSKI TO BECOME PRESIDENT, SOLIDARITY COULD PRESS FOR

A NEW PRIME MINISTER TO REPLACE RAKOWSKI, WHO HAS NEVER HIDDEN HIS
DISLIKE FOR THE MOVEMENT). BUT SUCCESS WILL ALSO INCREASE THE
PRESSURE ON IT TO TAKE A GREATER SHARE OF THE RESPONSIBILITY FOR
FUTURE DEVELOPMENTS IN THE COUNTRY.

6. IN A WELL-JUDGED STATEMENT YESTERDAY, GEREMEK SAID THAT
SOLIDARITY HAD ALWAYS SEEN THE ELECTIONS ''AS A SUBJECT OF A
POLITICAL DECISION WHICH PREDEDED THEM, THE DECISION REACHED AT THE
ROUND TABLE''. HE THOUGHT THE ELECTION RESULTS SHOWED SUPPORT BY
THE VAST MAJORITY FOR DIALOGUE BETWEEN THE AUTHORITIES AND
OPPOSITION. WHILE INSISTING THAT SOLIDARITY WOULD REMAIN A PART

OF THE OPPOSITION SO LONG AS THE SYSTEM OF GOVERNMENT REMAINED AS
IT WAS, AND WOULD NOT TAKE PART IN A COALITION GOVERNMENT, HE
ACCEPTED THE NEED FOR TALKS WITH THE AUTHORITIES ON COOPERATION.
GEREMEK WENT SO FAR AS TO MAKE CLEAR THAT THE OPPOSITION RECOGNISED

PAGE 2
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THAT MEMBERSHIP OF THE SEJM FOR THE 35 CANDIDATES ON THE NATIONAL
LIST WAS PART OF THE ROUND TABLE AGREEMENT, AND INDICATED THAT
HIS SIDE WOULD CAUSE NO DIFFICULTY IF THE AUTHORITIES CAME UP
WITH A SUITABLE PROPOSAL FOR ARRANGING THIS. STELMACHOWSKI HAS
TAKEN THE SAME LINE IN TALKING TO US.

7. THE ROLE OF THE JOINT COMMISSION SET UP AFTER THE ROUND TABLE

TO CONTINUE THE DIALOGUE BETWEEN THE AUTHORITIES AND OPPOSTION C(AND
THE MORE PRIVATE CONTACTS AT KISZCZAK/WALESA OR REYKOWSKI/GEREMEK
LEVEL) WILL BE MORE IMPORTANT THAN EVER IN HELPING THE TWO SIDES
FIND A WAY OF STAYING ON COURSE, WHILE ADAPTING TO THE NEW ELECTORAL
SITUATION.

BARRETT

DISTRIBUTION

MAIN 430

FCO/WHITEHALL
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5 June 1989

Rt Hon Robin Leigh-Pemberton Esq /i \/
Governor , _H; VUNAR,
Bank of England _
Threadneedle Street \f

LONDON

EC2R 8AH C o '\4/(') -
@ea,( gﬂv&/q_of'

BRIDGING LOAN FOR POLAND

As your officials know, the FCO have been working on a package of
potential economic assistance measures for Poland. I shall be
discussing this with the Prime Minister, Geoffrey Howe and
David Young on Thursday.

One element in all this, which I know interests the Polish

authorities, is the possibility of a bridging loan from the BIS,
in anticipation of eventual IMF and Wor nK money.

This is of course a matter for you, but in the past you have
sought a Treasury indemnity before agreeing to participate in such
loans. In Tthe preésent case, I think we should be more than
usually cautious. The "take-out" for such a loan would of course
be an IMF stand-by (and perhaps World Bank money). But once such
a bridging loan is in place, there tends to be enormous pressure
on the two international institutions to reach agreement on their
programmes, so as to release the bridge. This in turn (as in the
cases of Brazil and of Argentlna) can lead to the adcption cf
inadequate programmes which then break-down. I am particularly
anxious that Poland, as a new applicant to the Fund, should adopt
a suitably rlgprous_progsgmme ie with a reasonable chance of success.
I do not want us forced to negotiate the terms of such a
programme against an artificial timetable imposed by the need to
r%Bay a bridging loan. I am sure you will be able to take account

this in any discussions in Basle about a possible bridging loan
from BIS sources.

I am sending copies of this letter to the Prime Minister, the
Foreign Secretary and the Secretary of State for Trade & Industry.

\‘qu $: -\cc.fd

VJ\C-GA‘\- ;F A/Eej

P.r. NIGEL LAWSON

{ﬂp?d’ov(d 57 the Chawcellor
and ‘t’g'\CA im hig ‘6Sfd¢e‘}
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The Foreign Secretary sent me a copy of his m;nute to you dated
29 May about economic assistance to Poland. It may help if I set CEN
out my own views on each of the pollcy optlons described in the 'ﬁ%
paper, and on the proposals in Geoffréy s minute. I shall of
course be glad to discuss them further before Jaruzelski's visit
if you think that would be useful. ™~ . 30)°>

i ST ) D b
Wl W
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P

IMF

I agree entirely that "an_IMF _programme is an essential
precondition" for any further long-term action, including
rescheduling. Our latest information from Washington 1is that this
process wiil take some time, and that we shall be lucky if a Fund
programme is in place before the end of the year. This is because
the new Polish Government after the elections will need time to
prepare its own economic programme, even with the promised help of
IMF staff, to secure popular aﬁdﬁparliamentary support for it, and
to negotiate the details with Fund management. Even then, I must
record my own scepticism about the chances for success, unless the
elections produce an unexpectedly wide ranging consensus on the
way forward for Poland. It would be quite wrong to commit IMF
resources until there was a reasonable expectation that the IMF's

and our concerns for conditionality were being met: a weak

programme is to the benefit of nobody. One option is for a shadow
i SRS

programme (ie without IMF finance) in the first place; the second

is for a backloaded programme, so  that we can observe Polish
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reform at work before committing too much Fund money. We shall be

e

pursuing this with the Fund staff in Washington.

Bridging finance

The Poles have now told us that they will be making a request for
inggigg_finance before the summer holidays, but not immediately.
In the normal way,'gﬁsﬂ an approach would be addressed to the Bank
for International Settlements, which in turn would seek

contributions ‘from qutr;T“ Banks. The Bank of England would, I

understand, require an indeﬂﬁzty from the Government before such a

—

bridging loan could be offered. We need,ﬂggj?ake a decision on
this at present. I have asked the Governor of the Bank of England
to consult me in good time before any commitments are given;

— -0 —
unléss there is firm ground at the other end of the bridge in the

form of IMF or IBRD disbursements, I am not at all sure that it
i --;-_..——_—_=.—_._. ’

would be wise for creditors to offer such a 1loan. A premature

e—— o
bridging loan by Western governments could undermine the IMF

management's attempts to obtain adequate policy reforms by the
Poles, as occurred in the cases of Brazil and Argentina last year.

Paris Club

The UK has been attempting to seek agreement, internationally, on

a further interim Paris Club rescheduling operation for 1989, in
advance of the (now rather Postponedf IMF programme. “out object

was to get ahead of the commercial banks, who are also

renegotiating their existing agreement. William Waldegrave with

my agreement told the Poles we would do so, taking credit for this
UK initiative. Most other cre&lior_goférnments, however, believe
It would be more sensible to wait until an IMF programme is in
place. This would indeed be the normal approach to such a
problem, and I do not believe that we should press our argument
further. I am, however, pleased to hear that the Chairman of the
Par%iﬂg;gp has called in the commercial banﬁs (represented, for
this purpose, by Barclays) and has told them very firmly that in
future they must carry' a bigger share of the burden of

————— ———— —— - r '__"“___"___"___"____-“_-_'_“‘—--._______
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rescheduling. Hitherto, the banks have been continuing to take
out full Interest from Poland while Government creditors have

rescheduled both prlnc;g_l ‘and interest lndeflnltely This new

'stance is consistent with our general line on "fair burden
sharing". —

e

Export credit, Government loan or grant

I strongly agree with Geoffrey Howe's view that we should not
offer the Poles new credits, either through ECGD, or by means of a

e TSN

direct grant or loan To offer export credit would be quite

- e ————————

inconsistent w1th our general approach towards risk taking by ECGD

(on which I understand David Young has some useful new proposals

to make shortly). The alternative, of a direct Government grant

or loan, would only be acceptable if the cost could be found from
S

within an existing public expenditure programme. I note that

Geoffrey does not offer any contribution from his own budget, and
I am sure he is right to reject this option.

Trade access

I also agree with Geoffrey that we should seek to liberalise
Community Quantltatlve Restrictions on lmports from Poland (which

cannot hope to service its debts unless it can find new markets)

o

but we should not agree to GSP terms; this is a treatment which

— -__-__-__|

. @
we normally reserve for developing countries only.

Investment

The suggestions set out in the paper seem to me sensible. But we
should be careful not to involve ECGD in more investment insurance
in this particular market than seems justified on normal

underwriting criteria.

CONFIDENTIAL
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Know-how

I note that although Geoffrey proposes that we should contribute
£5 million a year towards his suggested new Fund, he does not
offer to pay for this from his own budget. I know of no other

Government department which is in any p&éition to contribute, or

indeed has the necessary powers. So if we are to do this at all,
it must be carried on the FCO vote. I would, however, be prepared
to consider the case for a call on the Reserve of £5 million in
the current year. The funding of any future contributions, beyond
thé?T-;:gt be a matter for negotiation between Geoffrey and John
Major in the forthcoming public expenditure round. But I am

content that we should tell Jaruzelski that we are willing to

contribute for a number of yeafs (up to five) at this level. The

details of the scheme will need to be worked out carefully, and I
would be grateful if my officials could be associated with this

work.

I am sending copies of this minute to Geoffrey Howe and to

David Young.

/a""\ . ar Q/‘CJ

ﬁr, NIGEL LAWSON

zﬂno(oved 57 the Chancellyy

an d S:j«ed m A 6&56@&]
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Treasury Chambers, Parliament Street, SWI1P 3AG
O1-270 3000

CWy,

PRIME MINISTER

POLAND

The Foreign Secretary sent me a copy of his minute to you dated
29 May about economic assistance to Poland. It may help if I set
out my own views on each of the policy options described in the
paper, and on the proposals in Geoffrey's minute. TI shall of
course be glad to discuss them further before Jaruzelski's visit
if you think that would be useful.

IMF

I agree entirely that "an IMF programme is an essential
precondition" for any further long-term action, including
rescheduling. Our latest information from Washington is that this
process will take some time, and that we shall be lucky if a Fund
programme is in place before the end of the year. This is because
the new Polish Government after the elections will need time to
prepare its own economic programme, even with the promised help of
IMF staff, to secure popular and Parliamentary support for it, and
to negotiate the details with Fund management. Even then, I must
record my own scepticism about the chances for success, unless the
elections produce an unexpectedly wide ranging consensus on the
way forward for Poland. It would be quite wrong to commit IMF
resources until there was a reasonable expectation that the IMF's
and our concerns for conditionality were being met: a weak
programme is to the benefit of nobody. One option is for a shadow
programme (ie without IMF finance) in the first place; the second
is for a backloaded programme, so that we can observe Polish
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reform at work before committing too much Fund money. We shall be
pursuing this with the Fund staff in Washington.

Bridging finance

The Poles have now told us that they will be making a request for
bridging finance before the summer holidays, but not immediately.
In the normal way, such an approach would be addressed to the Bank
for International Settlements, which in turn would seek
contributions from Central Banks. The Bank of England would, I
understand, require an indemnity from the Government before such a
bridging loan could be offered. We need not take a decision on
this at present. I have asked the Governor of the Bank of England
to consult me in good time before any commitments are given;
unless there is firm ground at the other end of the bridge in the
form of IMF or IBRD disbursements, I am not at all sure that it
would be wise for creditors to offer such a loan. A premature
bridging loan by Western governments could wundermine the IMF
management's attempts to obtain adequate policy reforms by the
Poles, as occurred in the cases of Brazil and Argentina last year.

Paris Club

The UK has been attempting to seek agreement, internationally, on
a further interim Paris Club rescheduling operation for 1989, in
advance of the (now rather postponed) IMF programme. Our object
was to get ahead of the commercial banks, who are also
renegotiating their existing agreement. William Waldegrave with
my agreement told the Poles we would do so, taking credit for this
UK initiative. Most other creditor governments, however, believe
it would be more sensible to wait until an IMF programme is in
place. This would indeed be the normal approach to such a

problem, and I do not believe that we should press our argument
further. I am, however, pleased to hear that the Chairman of the

Paris Club has called in the commercial banks (represented, for
this purpose, by Barclays) and has told them very firmly that in
future they must carry a bigger share of the burden of
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rescheduling. Hitherto, the have been continuing to take
out full interest from Poland, while Government creditors have
rescheduled both principal and interest indefinitely. This new
stance is consistent with our general 1line on "fair burden
sharing".

Export credit, Government loan or grant

I strongly agree with Geoffrey Howe's view that we should not
offer the Poles new credits, either through ECGD, or by means of a
direct grant or 1loan. To offer export credit would be quite
inconsistent with our general approach towards risk taking by ECGD
(on which I understand David Young has some useful new proposals
to make shortly). The alternative, of a direct Government grant
or loan, would only be acceptable if the cost could be found from
within an existing public expenditure programme. I note that
Geoffrey does not offer any contribution from his own budget, and
I am sure he is right to reject this option.

Trade access

I also agree with Geoffrey that we should seek to liberalise
Community Quantitative Restrictions on imports from Poland (which
cannot hope to service its debts unless it can find new markets)
but we should not agree to GSP terms; this is a treatment which
we normally reserve for developing countries only.

Investment

The suggestions set out in the paper seem to me sensible. But we

should be careful not to involve ECGD in more investment insurance

in this particular market than seems justified on normal

underwriting criteria.

CONFIDENTIAL
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Know-how

I note that although Geoffrey proposes that we should contribute
£5 million a year towards his suggested new Fund, he does not
offer to pay for this from his own budget. I know of no other
Government department which is in any position to contribute, or
indeed has the necessary powers. So if we are to do this at all,
it must be carried on the FCO vote. I would, however, be prepared
to consider the case for a call on the Reserve of £5 million in
the current year. The funding of any future contributions, beyond
that, must be a matter for negotiation between Geoffrey and John
Major in the forthcoming public expenditure round. But I am
content that we should tell Jaruzelski that we are willing to
contribute for a number of years (up to five) at this level. The
details of the scheme will need to be worked out carefully, and I
would be grateful if my officials could be associated with this

work.

I am sending copies of this minute to Geoffrey Howe and to

David Young.

/auq¢a- a/‘ej

ﬁr. NIGEL LAWSON

zﬂﬁ)rwed 57 the Cuancellor

an d siﬁaed . hid Gése..ce,]
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Seccretary

31 May 1989

POLAND

The Prime Minister has considered the Foreign Secretary's
minute 29 May and accompanying paper about economic
assilsta to Poland. She agrees that we need to have a
Meeting of Ministers principally concerned and we shall be 1n
touch as soon as possible to arrange this. Her preliminary
reaction is that the Poles will see the proposed "know-how"
fund as sop for the real economic help which they are
seekling.

I am copying this letter and enclosure to Alex Allan
(H.M. Treasury) and Neil Thornton (Department of Trade and
[ndustry).

tephen Wall, Esq.,
l ™

reign and Commonwealth Office.
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PRIME MINISTER

POLAND
You asked for ideas for help to Poland, to make good your
promise last November that we would be forthcoming with
economic help once they undertook political reform. You need
to have something in your hand when you see Jaruzelski on
10 June. |

The attached paper by officials sets out options. Frankly
there isn't much we can do, until the Poles get themselves an

IMF programme. We cannot sensibly offer new credits or

government-to-government loans: they will only make the
problems worse, at least until there is an IMF programme and
Paris Club rescheduling. We shall anyway have to negotiate
interim arrangements for 1989 debt maturities, and can make a
virtue of this. On trade,‘;e can promise to be helpful in the

EC, but cannot do much ourselves.

m—

This leaves the idea of stumping up £5 million to establish a

"know-how" fund to finance management training, consultancies

and other such activities. We should try to attract some

private sector support. It would be a continuing operation.

S

The questions to be asked are:

would it do sufficient good to be worth the trouble?

would the Poles actually welcome it? Or would they see

it as(a sop) for real economic help?

how do we sort out the public expenditure implications?

Inevitably no one wants to pay. Do we go to the reserve

for this year?

None of your colleagues has yet commented. Given the time
factor, you may think it best to have a meeting, to sort out
something before Jaruzelski comes. Agrée?

cop C N

30 May, 1989.
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PRIME MINISTER

Poland

1. When we last discussed Poland on 19 April, I told you that
work was in hand on proposals for economic assistance we might

of fer the Poles in response to the politicai reformsathey have

m—

introduced. Since then, William Waldegrave has been to Poland
and discussed ideas with a wide range of people; and officials
from the Whitehall departments concerned have completed the

enclosed joint study. You may wish to discuss the matter with

those colleagues immediately concerned.

2. Much in the attached paper is indeed already common ground.

Taking the main elements in the order in which they appear_ih

the summary, it has long been a central part of our policy that
there should be an IMF programme. The Poles have not yet asked
for brldglng_flnance and we could leave that pOSSlblllty on one

side for the moment Our stance in the Parls Club is also already

_..-.-—-.,.

clear, lncludlng the need to negotiate inte¥im arrangements for
1989 maturities. I do not think that we should offer the Poles
neﬁ“gfealts either through ECGD or by means of a direct grant or
loan: to do so would be to repeat the mistakes of the past and
would not provide that targetted assistance which will be of most
benefit to the Poles themselves. On trade matters, we have

1already come out in favour of greater flelelllty in the EC on

Quantltatlve Restrlctlons, but should not advoodte including

— e ———
——

Poland in the Generated System of PreferenCL. We should however,

clearly encourage sound UK commercial investment in Polish projects.

3. That leaves the main innovation sketched out in the paper.

You have regularly stressed the 1mportance of helping the Eastern

Europeans acquire the skills and expertise needed to run a

——

modern economy. As you know, we are already promoting a programme

e

of management training in Poland as a direct result of your visit.
/1
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I propose that we develop this approach ambitiously and set up

a distinct "know-how" fund, with appropriate levels of new

funds and staff, which we hope could be supplemented by private
sector involvement. The fund or agency would be active in
market-oriented activities - eg financing a management training
facility in Poland, and paying for consultancy visits - but also
could have a role in providing training in democratic processes.
An initiative along these lines could in the long run greatly
benefit the private sector in Poland as well as provide an
eye-catching new centrepiece in the overall British policy you
might outline to General Jaruzelski. I suggest that a figure

of the order of £5 million per annum would be right.

pr— —_—

4, I am copying this minute to the Chancellor of the Exchequer

and the Secretary of State for Trade and Industry.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
29 May 1989
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ECONOMIC ASSISTANCE TO POLAND: POLICY OPTIONS

SUMMARY

1. Whitehall departments have considered at official level

a range of options for assistance to Poland in the fields of
debt, export credits, grants, trade access, investment
promotion and the transfer of expertise. Each of the

optlons carries a financial or policy-related cost. It will
therefore be for Ministers to determine the comp051tlon of any

package for presentation to General Jaruzelski when he visits

dritain on 10 June.

Options and Recommendations

2. The following are either recommendations or options for

Ministerial decision, with the main pros and cons.

IMF (Paras 12-16)

3. Problem. An IMF programme essential precondition for

longer term debt rescheduling and, in due course,
consideration of restoration of normal ECGD-backed credit
relations. But programme must be strong enough to ensure a

durable adjustment programme, as well as consistent with the

UK’s established policy of upholding IMF condltlonallty

4. Recommendations

a) Use influence within G7 and IMF to advance case for a

Polish IMF programme which commits the Poles to the maximum

tolerable level of adjustment. Without conniving at a weak
—— - = ——c
programme, be prepared to consider '"shadow" programme or

special back-loaded programme as way of enforcing
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conditionality without large initial commitment of IMF

resources.

b) Impress on Poles the importance we attach to an IMF
programme as the framework for reform and adjustment and as
a precdﬁdition for any Paris Club'fe;heduling of future
years’ obligations. Make clear that an IMF programme will
requireé Poland to reduce inflation and to make domestic
adjustments necessary to achieve a reasonable level of debt

service.

Bridging finance (Paras 17-18)

5. Problem. Poles may ask for BIS bridging finance before
IMF SBA in place. — —

6. Recommendation. Participate in bridging exercise if all

other major creditors play their part and the bridge is

supported by the IMF.

—

Paris Club (Paras 20-26)

7. Problem. Poles seek long-term solution to remove

incubus of debt servicing. Any unconventional solution
would set precedents for other debtors which we and other
Paris Club members would wish to avoid.

8. Recommendation.

a) Negotiate interim Paris Club agreement for 1989

maturities.
b) Use influence to ensure that future Paris Club

Agreements are conditional on Polish compliance with IMF

programme. Once IMF programme is in prospect, support
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negotiation of further agreement (but premature to decide on

what basis).

c) Insist on treatment no less - if not more - favourable

than bank creditors both in 1989 and later years.

Export credit, Government loan or grant (Paras 27-33)

9. Problem. Poles want fresh credits. ECGD consider this

would be financially imprudent. Ministers could
nevertheless direct ECGD to guarantee export credit or a
general loan but would have to announce to the House that
the decision was political. HMG could consider providing a
direct grant or loan, but extra funds would be needed.
Multilateral funding, except from the International Finance
Corporation (IFC) is blocked in the absence of an IMF

programme.

10. Options

a) Set up - as a declared political measure - a special

arrangement to guarantee a credit to support UK involvement

in a project which would assist the Polish economic recovery

or the development of the private sector. This would

require a Ministerial directive to ECGD.

b) A Ministerial decision to supply a direct Government
loan or grant to the Polish private sector. This could be
done either by reviving ECGD’s dormant economic assistance

powers or by a charge to a Departmental public expenditure
programme.

c) Support more IFC investments for viable projects.
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Trade Access (Paras 34-41)

ikl Problem. Poles have asked for treatment on

Quantitative Restrictions comparable to Hungary and for
access to the Community’s Generalized Scheme for Preferences
(GSP). UK 1s moving towards a more flexible position on QRs

but is opposed to including Poland in GSP, since this would

run counter to our belief in a free and open world trading

system. One or more of our partners may, however, propose
this.

12. Options.

a) Take the lead in urging partners to adopt a flexible
approach over QR liberalisation, with a view to setting a

clear framework for their abolition.

b) If pushed, undertake to look at Poland’s GSP request in
the context of the 1990 Community review of the GSP.

Investment (Para 42)

13. Problem. How to meet Poles’ request that we do more to

promote UK investment, while recognizing that investment

decisions are commercial matters.

14. Options.

a) Organise outward mission led by Mr Clark
(DTI) to explore investment possibilities in Poland

(possibly July).

b) Draw British companies attention to the existence of the
Anglo-Polish Investment Promotion and Protection Agreement
(IPPA) and to the limited insurance ECGD can provide to

private investors (confiscation and war risks).
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c) Encourage Poland to join the Multilateral Investment

Guarantee Agency (MIGA).

Know-how (Paras 43-51)

15. Problem. The scope for assistance on the transfer of

know-how is immense. But we will need to establish the
organization and staff to provide these with new and

adequate funding.

16. Option. Establish a new "know-how fund" with
appropriate staffing and an initial first-year seed-capital

from the Government of at least £5 million, to carry forward

all UK efforts to transfer expertise to Poland, including:

i) Establish a management training centre in Poland.

ii) Despatch British management consultants, on a

short-term basis, to advise Polish companies.

iii) Launch a programme of assistance on environmental
control: in first instance organize a seminar, and later
consider more ambitious programmes, eg British-supported

effort to clean up the Vistula.

iv) Investigate possibilities of providing an advisory

service for the small business sector in Poland.

Such a fund would have to be financed from a Departmental

public expenditure programme.
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ECONOMIC ASSISTANCE TO POLAND: POLICY OPTIONS

1. The Polish economy is in dire straits. We have for
years been telling the Poles that thé§ will not get their
economy working properly until they have a political
consensus on which they could base economic policies which
justify Western support. In Warsaw last November the Prime

Minister said that once the Poles provided the commitment,

the resolve and the perseverence to break through to

success, their friends would be ready to help in practical
ways: by subpértiﬁé_gnﬁ;béramme with the IMF; by offering

credits; by rescheduling debts; by encouraging investment;
by establishing joint yentUres: and by_increasing contacts
of every sort between our governments ahd-peoples.

UK Objectives

2. The Round Table process has produced a historic
consensus which offers hope of a major step towards freedom
in Poland. The establishment of a democratic regime would
be a major contribution towards peace in the region and
stability in East-West relations. An exceptional injection
of economic assistance would acknowledge what the Poles have
achieved and help underpin political progress with economic
renewal. Our aim should be to encourage them further along
the path to reform by offering a judicious mix of short-term
measures and promises of longer-term help as they adopt and

implement the required economic and political reforms.

3. Neither the West in general nor the UK in particular can
expect any short-term economic pay-off. Poland’s economic
situation is likely to deteriorate before it gets better.
But in the longer term Britaln can expect to see some
returns from playing a forward role, so long as changes

underway to nurture a strong private sector are sustained
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and Poland emerges as a qualitatively different economic
partner, with whom we can develop trade and economic

relations.

4. The UK has taken a leading role in encouraging reform in
Poland. The Prime Minister has made clear her wish that the
UK should remain in the vanguard by making a rapid and
generous response. (Mr Powell’s letter of 19 April to

Mr Wall, Annex A). President Bush has already outlined a
programme of broad measures, albeit ill-defined ones, and
has announced he will visit Poland immediately before the
Paris Summit on 14-16 July. Our Community partners are
playing their cardé-dlose to their chest, but are likely in
due course to produce their own packages, possibly 1in
connection with planned high-level visits (Mitterrand in

June, Cossiga in May, Kohl possibly in July). President

‘Jaruzelski’s visit on_}o June will be the best occasion for

the Prime Minister to announce a UK initiative. This paper
sets out the policy options open to us and the various

elements that might be included in such an initiative.

Economic Background

5. Various forms of Western help, including financial
assistance in one form or another, could be made available
to Poland. We have to recognise that such help cannot by
itself produce a transformation of the economy. But such
help can certainly make the transformation easier and may be

essential if it 1s ever to be achieved.

6. The parlous state of Poland’s economic situation and
possible scenarios for future developments are described in
Annex B. The economy in Poland has under-performed for
years: with little role for market forces, there has been
gross inefficiency in the use of resources and growing

alienation of the workforce. Inflation has rocketted.
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Getting the Polish economy back on the rails requires both
macroeconomic stabilization and radical structural reform.
The reforms needed include further moves to transform the
Government’s role from central planning to macroeconomic
steering; turning state enterprises into competitive,
accountable firms; and price reform, including reduction of
subsidies. Some of the consequences will be extremely
painful, and earlier efforts to begin the process could not

be sustained politically.

7. Both the Government and Solidarity recognise the need
for market-orientated economic reforms, and the difficulties
these will bring. But they argue that any squeeze on
consumption must be limited, and that substantial debt

relief will be essential.

8. Heavy borrowing during the 1970s has left Poland with a
This
represents about two thirds of GDP, similar to the figure

for some Latin American countries with per capita GDP

comparable to Poland. But, unlike Latin America, about

two- thirds of the debt is owed to official creditors.
S—

Without further rescheduling the overall hard currency debt

service ratio would be over 50% for the next few years, and

—rr—

interest payments alone would account for more than 30% of

hard currency earnings. Hard currency exports accouﬁé-for
8-9% of GNP, and rather over 50% of total exports. Banks
have until last month continG;a to receive interest while
rescheduling principal. By contrast, no payments have been

made to the official sector, and substantial arrears on

interest payments to official creditors have repeatedly
built up, and have periodically been capitalised in Paris
Club reschedulings, thus adding to the total debt. As a

result the proportion of debt owed to official creditors has

risen substantially.
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9. Given the previous lack of consensus on the need for the
thoroughgoing reform which the West wants to see, Western
Governments as creditors have up to now merely tried to
regularise financial relations with Poland through a series
of short-term Paris Club reschedulings (four agreements
roughly covering maturities of principal and interest
between 1981 and 1988); but with an IMF programme in effect
ruled out by the US on political grounds official creditors

have had little leverage.

10. Even after the Round Table it is hard to be optimistic

\ about the likelihood of rapid economic change. Although the

lagreement made a vague commitment to economic
liberalisation, it gave priority to maintaining living
standards and social stability. The reaction of Solidarity
and of public opinion to any aqsterlty measures that may be
introduced has yet to be testeov The Government already
seems ‘reluctant to tackle the restructuring of the largest
state enterprlses which are at the heart_gﬁ_?oland S

1naﬁ§trzgzﬁbroblems There are many pltfalls ahead.

Western Strateqgy

1531 Debt rellef (the first of the broad areas of policy
dlscussed below) is 1nev1table whether by negotiation or
simply by the build up of arrears The way in which it is

handled will be central to Western pollcy Assuming debt

relief can be negotiated the main 1ssuEE“w111 be how much
debt service the Poles should pay, how this is to be

distributed_between creditors, and what sort of linkage can

be established between debt rellef and reform/adjustment

HMG’s position will have to balance its interest both as
creditor and as upholder of the internationally agreed debt

strategy against its interest as supporter of-a fréqiie

long term process of reform HMG’s freedom of action is

—

limited; it cannot pressurlse UK banks; in the Paris Club it
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to proceed by consensus; and for all practical purposes

same 1s true of the Executive Board of the IMF.

IMF

12. Against this background, the key to any programme of

economic assistance 1is a Polish economic adjustment

programme agreed with and supported by the IMF. Now that US
political opposition to such a programme has been remo%éa,
and that Poland has made the initial steps towards
.negotiétion of an agreement, we can repeat our earlier
sStatements that we stronglf support such a programme in
priniciple. But we must always qualify such assertions, by

insisting that such a programme will be self-defeating if it

does not rest upon a rigorous and long-lasting adjﬁstment

programme. Otherwise it will not work, and the IMF
resources committed to its support will have been wasted.
The American statement is helpful in this respect, since it
reférslfo ‘programs that support sound, market-orientated
economic policies.’ US briefing ampiified this as ’a
process of economic reform which would gain the confidence

of the international community.’

13. But agreement on an IMF programme 1s likely to be
difficult to achieve because of the political difficulty 1in
'selling to the Polish population the necesary adjustment and

}reform measures. There is a pressing need for both internal

and balance of payments adjustment. Any agreement with the

Fund 1is fliéiy to require substantial progress on a number
of fronts (including: reducing the present overhang of
unsatisfied consumer demand; reducing the budgéf deficit;
‘and divefting resources to the external sector) which one
way or another will initially hit consumers’ real incomes.
Some of the major structural reforms which are needed,
notably the closure of loss-making enterprises, will also

affect many people.

CLCAAD/10 CONFIDENTIAL




CONFIDENTIAL

14. There is certainly strong domestic resistance to the

squeeze 1in living standards which a programme will produce.

| A programme which trles to squeeze living standards too fast!ﬂ

iy A ——
could easily collapse as a result of protests and strikes.

15. Any negotiations with the IMF Staff will therefore have
| to balance the IMF’s concern for adequate conditionality
| against the practical limits on the speed of adjustment. We

| can expect the negotiations to be long and difficult.

16. The UK has consistently taken a strong line against any
dilution of International Financial Institution (IFI)
conditionality in other countries: to the point of
abstaining or voting against programmes in the IMF and World
Bank on several occasions in the last two years. Even in
the case of Nigeria, where we might reasonably have been
suspected of softness towards our own client, we were able
to sustain pressure for a strong adjustment programme. If
the only programme which Fund Staff and the Poles were able
to agree on implied less rapld adjustment towards internal
and external balance than would normally be appropriate, we
would face a choice between softening our previous line,
holding out for a tougher but probably unworkable programme,
and accepting that no agreement was possible, with all that
that implied for our political relations and for Paris Club
negotiations. One option may be for Poland and the Fund to
agree a "shadow programme" of initial economic reforms which
would not be saﬁiégted byllﬂﬁ_flnance (although the Poles
expllc1tly rejected this approach “Tast year).

Alternatively, a programme with a number of prior actions
could increase confidence on both sides for proceeding with

a stronger, financed programme.
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Bridging finance

17. An IMF programme of any kind is unlikely to be ready
before the autumn. The Poles have hinted they might

S ——

approach Western creditor Governments for a loan through the

Bank for International Setiiements_gBIS). Security for the
loan would be the eventual IMF Standby Arrangement or World

Bank Structural Adjustment Loan - SAL (see below, para 33).
The UK has participated in BIS bridging loans (eg for

Yugoslavia last year) 1in cases where:

a) there was a clear need for the finance (and a
possibility of systemic risk if i%uﬁas not
forthcoming, ie Western Banks might become insolvent) ;

b) the loan was endorsed by the Managing Director of Ehe
IMF;

c) creditors took a fair share of the risk.

—_——

The Bank of England as BIS member, indemnifies part of a BIS

facility and is indemnified by HM Treasury.

18. Poland could not justify asking for bridging finance on
systemic grounds but may need money in advance of the SBA to
finance imports of consumer goods. The merits of the case
will have to be assessed when a request is made. This could
be at the BIS meeting on 12-13 June, or it could be raised
by telex beforehand. In either case, a separate submission

will be made to Ministers urgently.

UK Approach

19. Within the framework provided by an IMF agreement,
there are five broad areas in which the UK could give

assistance to Poland:
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Debt

Export Credits
Direct Grant

Trade access
Investment promotion

Know-how

Debt

20. Poland's:$39bn hard currency debt is largely a product

e —

of a surge of borrowing in the 1970s and subsequent failure

S

——— —_“
to pay interest to official creditors, reflecting in part

the sharp rise in real interest rates and the poor

R T e el TS Ar T oo SES

performance of the domestic economy. Since 1982 Poland has

generally paid $1.5-2bn a year of debt service, implying an

actual debt service ratio of 20-35%, but the dollar value of
net debt has risen by about $1lbﬁ (of which perhaps half
reflects exchange rate changes and most of the rest
capitalisation, ie rescheduling of interest which Poland
could not afford to pay). The UK ranks sixth in the list of
official creditors (after France, FRG, UEET-Eanada and
Italy). The total ECGD debt covered by current
reschedulings amounts to £1,057m. Whilst the bilateral

agreement covering all pd?ﬁents due between 1986 and 1988
has just been initialled the Poles still owe £41 million in
respect of 1988 arrears of interest due under the 1987

Rescheduling Agreement.

21. It is helpful to distinguish between the immediate

problem - debt maturing in 1989, including interest falling

P —————————,

due under earlier resheduling géreements - and subsequent

years.
/-_\

22. In 1989, Poland has so far paid nothing to its

— . e es—
Government creditors, and has now suspended payments to

-~
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commercial bapks. It is in the UK’s interests, as a major
Government creditor, to regularise this situation quickly,
and if possible recover some ground at the expense of the

e

banks, who have hitherto taken money out of Poland while

governments have been increasing thelr exposure. The normal

Paris Club practice is to insist upon an IMF programme as a
pre-condition of rescheduling. However, Poland only
returned to membership of the IMF last year, and has not yet

. ) \ N et .
had time to negotiate a firm programme. The Paris Club

————————

therefore reached an interim agreement in 1987, pending an

—

IMF standby or shadow programme. Since it will be necessary

for payments of principal and interest due in 1989

(including payments under the present Paris Club agreements)

to be rescheduled, it seems reasonable to repeat this

e ———

operation, for 1989 only - probably rescheduling over 10

years with some g_years:-grace. In the case of ECGD this
o - e IEEE—— —— ———

| will involve the further deferment of payments totalling
'l -,-'_-‘ - - — e B— ———

£185mn. We should be able to make a virtue out of necessity
! . .
by publicising our support for a new agreement. We should
e

however seek to ensure IMF involvement in two ways. First,

— =

the negotiations would be based upon figures investigated /
Em——— : :

and, so far as possible, confirmed by the IMF, so that we

had an agreed estimate of the financing requirement.
== - -_— - - e -

Second, the Fund would be required to certify that

negotiations for a standby had begun and that reasonable

. : L l . _
progress was being made. Thils would preserve some
—

consistency with our general IMF-based approach. The

Chancellor agreed that Mr Waldegrave could refer to this

DS e

possibility in his recent visit to Poland, but we have not

yet discussed it with our Paris Club partners, some of whom

hay object to this weakening of normal conditionality.

e ——————————
————
—_—

23. It is too early to take firm decisions about the

problem of debt maturing in 1990 and beyond. If a

— s i

medium-term adjustment programme can be agreed with the IMF,

and with the IBRD, there is a case for making a longér-term

debt agreement with Poland as well. This would both
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recognise the reality that by one means or another debt

relief is 1nev1table for years to come and, like an IMF

—————

programme, send the Poles a 51g_al that the West supports a

——

_— = =}

—r————

long-term programme of market- orlentated reforms. Somethlng

e e e

of this kind was attempted for Yugoslav1a in the early

1980s, but collapsed through Yugoslav inability to deliver

the necessary reforms. For that reason, we like other

T _ —  _ ]
———

creditors should be cautious in attempting a repeat

— e ey

performance.

24. Nonetheless the question will not so much be one of
——

creditors consciously taking a generous line on rescheduling

as of their recognising that an agreement which asked too
P—

much of the Poles would not be serviced. The sort of

T e e A T i)

arrangements mooted by the Poles themselves (for instance

e e
Foreign Minister Olechoswki’s suggestion of a long-term
Paris Club rescheduling plus a 5-year grace period, or that
——— rem— .
by Ministry of Finance/Communist Party contacts for a
ceiling of 15% on the debt service ratio) may give an
indication of what the Poles consider would be politically

tolerable.

25. A number of other proposals have been put forward by

independent observers, notably by the Hungarian expatriate

entrepreneur George Soros. He envisaged, inter alia, the

eventual conversion of foreign debt via debt/equity swaps

=

negotiated by a new flnanc1al lntermedlary While

debt/equlty swaps may be a useful mechanism for banks, the

idea that Polish State enterprises would be run by foreign

creditor Governments looks potentially disastrous. Other

variants have been mooted eg a scheme to re-cycle

T —— -

rescheduled interest payments on official debt back into

Poland through an 1nvestment fund to promote industrial

——— -_—

restructuring, in association with an IMF programme

L ST, : :
— — —— - ) e ——
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26. Any proposal for long-term debt restructuring, however,

would certainly be premature at this stage, until the future
— e ——

of the Brady Plan (for commercial bank debt reduction) 1is

clearer,ﬂﬁfor The same reason, it is unlikely that the
United States, which will not wish to treat Poland even more
T O "

generously than Mexico, would welcome or support

“uncoqventional" debt restructuring proposals for Poland at

this stage. British officials will do more work on the
options in the next few months, so as to be in a position to
put forward constructive proposals towards the end of this

year, once an IMF programme is in place.

Export credits

27. ECGD have put an unassailable case that, against normal

criteria, there can be no economic case for extending

further medium term credits when the Poles are, and are

lékely-to continue to be, unable to meet even the interest
on their current debts. ECEB_E; currently owed £789.29
million in principal plus'£267.65 million in arrears of.
interest. They believe it will be some time before they can

contemplate restoring any medium term cover. As well as

completing the next round of debt restructuring Poland will
need to demonstrate that its economic reform programme 1is
moving in the right direction and that further debt can be

serviced.

28. As Poland cannot be regarded as creditworthy by normal

—_—

economic criteria the early resumption of ECGD cover for

medium term credits cannot béhrecoﬁbiled with ECGD’s

traditional remit. Whilst some other governments (eg

France, USA) sometimes use their export credit agencies for

clearly political purposes, this has not been the case with

ECGD and numerous assurances have been given to Parliament

that it would be informed of any change in this policy.
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ECGD’s Accounting Officer has warned that he would not

regard the assumption of new risks on Poland as prudent at

this juncture. If Ministers were to direct ECGD to provide

‘such support, a statement would have to be made to the House
making clear that cover was being giving for political
reasons against ECGD’s advice, and ECGD’s trading accounts
would be indemnified against any losses that might arise.

In practice this would fall on the Exchequer. It is for
consideration which Department should account for such a

loss.

29. It follows that if Ministers wished to make an

immediate financial gesture by way of an export credit a

——ar—a gy

precedené_for ECGD would be established which would lead to

pressure from other non-creditworthy countries. The

procedural options are as follows:-

A An instruction to ECGD to guarantee a UK bank

o T ——
—_———

credit under its normal support of traaé_powers
accompanied by a statement to Parliament as indicated
above; or

B Re-activation of ECGD’s dormant powers to give
guarantees for the purposes of "rquering economic
assistance." These powers have not been used in
recent years and a statement to the House would be
required to announce this unusual step (but the
objection of the ECGD Accounting Officer would not
apply and, unlike ODA assistance, the loan would be
funded by UK_banks and not HMG).

30. It is considered that if Ministers wished to break new
ground in this way the purpose of the export credit should
be one which could be justified publicly. For instance it

. could be applied to assist in the more efficient management

of an identifiably British project. Preferably the project

would lead to quick foreign exchange benefits; it could

involve the private sector, and might have application to
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the control of environmental pollution. Given the
probability that Poland will not be able to repay any such
loan (although it is arguable that greater confidence can
be placed in the capacity of a private sector company) and
the danger that the precedent set might be followed by more
important trading partners, it is recommended that the
amount should be relatively modest (say) £10-30 million but

that the repayment terms should be as generous as possible.

Government loan or grant

31. As an alternative to an ECGD guaranteed bank loan,
ministers may wish to conside;%EEEWBptions of a direct
loan or an outright grant by the British Government. Either
would more appropriately be made to the private sector,
both because the private sector would be more likely to
make good use of it (and in the case of a loan to repay
it) and as a gesture of support for the private sector.
Both would of course involve immediate public expenditure,
| and could not readily be accommodated within existing FCO or
| DTI programmes. (Poland is not regarded as eligible for
Development Aid, so ODA could not directly provide the
funds; though a PES transfer from ODA to FCO (DW) 1s
administratively possible. Unless extra funds are
forthcoming, it could only be at the expense of the existing
tightly-drawn bilateral programmes, which we would not want
to disturb).

32. There is a precedent for such a loan by HMG, 1in the
case of Yugoslavia: a £38 million loan was provided in 1983

and has been repaid, with interest. But given Poland’s very

limited capacity to service new debt, even a loan to the |
!

private sector would be risky unless repayment was spread

over a very long term with an initial grace period. If the

‘money were devoted to structural purposes (like management

education) which were not immediately productive, a grant
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would be more appropriate

World Bank/IFC

33. Three World Bank (IRBD) loans are under consideration,

worth $550 million in éééf%gétéi All three would encourage

ey

foreignJexchangé_earnings: one in support of export
industries ($250m); the second for agricgi&pral industries
eXédf£ development ($50m); and the third to increase
operating efficiency in the energy sector and maintain coal
exports to convertible currency markets ($250m) . The
Polish Government have requested an element ($25m) of
retrospective financing for consultancy and equipment costs
for the first of these. World Bank lending can be either

project lending in support of specific infrastructural

investments or policy based lendiﬁé which 1s to free forg}gn

exchange to support structual reforms. The UK’s policy 1s
— >
to consider project proposals on their technical merits; but

to insist that it is wrong to provide free foreign exchange

in support of particular structural reforms unless a

: - ——— e i

macroeconomic framework which could command the support of

Eﬁgﬁfﬂf_ié in_placé. ODA advise that the Polish loans come
into the latter category. Moreover, both the World Bank (at
the most recent Paris Club Meeting) and the US (in bilateral

b TR

exchanges) have said that a satisfactory macroeconomic

i i

framework (ie an IMF programme) must be in place before the
loans can be approved. World Bank loans in advance of an
fﬁ?”ﬁfbéramme are thus non-starters. But, once an IMF
arrangement is in place, the President of the World Bank
believes Poland is likely to become of growing interest for
the Bank. In the meantime, we should be ready to consider
sympathetically on their merits proposals for more
investment in Poland from the World Bank -_éffiliated
International Finance Corporation (IFC) which offers loans
and equity investments in the private sector. The IFC made
a first loan to Poland last year: $79 million to the

cooperative horticultural processing and export organisation

CLCAAD/19 CONFIDENTIAL




CONFITTNTIAL

Hortex. A further proposal, for a $43 million investment
($10 million equity, $33 million loan) in a float glass
project for the Sandomiesz Glass company with Japanese
participation, is in preparation. Roughly one-third of the

output will be for export to Western Europe.

Trade

34. After a number of years of decline, Polish exports to
e —
the EC appear - in nominal terms - to be increasing again
——— -
(1985: 2.73 becu; 1987: 2.33 becu; 1988 estimate: 2.42

becu). This represents 25% of their foreign trade. The

e ——————————

Poles clearly view impfoved access to the Community market

as essential to their efforts to increase export earnings,
to reform non-efficient industries, and to accelerate

economic growth (which should, in the longer term, lead to a

reduction in their debt burden).

35. Any UK initiative to open up the UK/EC market further

to Polish imports would need to be agreed with our Community

partners (in view of the common commercial policy which

governs EC external trade). The Community 1s currently

negotiating with Poland an agreement on trade, commercial

and economic cooperation. The main elements are : trade

(principally a framework for Ehe gradual liberalisation of

our remaining quantitative restrictions (QRs) in return for

improved trade opportunities in Poland); commercial

cooperation (improved facilities and conditions for EC

businessmen, more up to date data on the Polish economy,

etc); economic cooperation (a framework for considering

cooperation in areas such as transport, energy, standards

and the environment).
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36. At the April FAC, Mrs Chalker argued that:

- the Community should adopt a more flexible approach over
the criteria relating to QR liberalisation (in response to

Polish demands) ;

- the Community should press ahead with discussions with the
Poles on establishing of a Community-funded management
training programme (to complement member states’ own
bilateral activities). It was not (in our view) necessary
to await formal conclusion of the main agreement before

starting discussions.

37. It is important to maintain the EC’s policy of
differentiating between East European countries on the basis

of economic reforms they have actually achieved. One

et e i L T+ S

solution would be to offer the prospect of full QR
liberalization over the medium term, subject to successful
progress in implementing reform over the next, say, two
years. DTI Ministers have endorsed this approach. We
believe this, and some early liberalization, would form a
package which the Poles would welcome. And it would avoid
setting unwelcome precedents for the forthcoming

negotiations with the Soviet Union and Bulgaria.

38. Departments have also been considering whether to
propose to our Community partners that the EC should extend
coverage of the Generalised Scheme of Preferences (GSP).

The Scheme, set up under a 1968 UNCTAD Resolution, grants
duty-free access for industrial products and a limited range
of (mainly processed) agricultural products. These

concessions are usually granted without setting quantitative

limits, though for some sensitive industrial products the

duty can be reimposed if imports reach a certain

pre-determined level.
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39. Although the Scheme was drawn up with the G77 countries
in mind, it was left open to each developed country to
decide themselves (or in our case through the EC) who should
receive GSP benefits. Of the Eastern European countries,
Yugoslavia and Romania are current beneficiaries (the latter
added in 1980 for largely political reasons). In view of
positive developments in Poland there is now, arguably a
strong political case for extending the Community’s GSP to
other Eastern European countries. The Polish Foreign
Minister told Mr Waldegrave on 26 April that Poland would
very much welcome such a proposal and estimated that it
would benefit the Polish economy to the tune of $25-30
million per annum. Such a move on the EC’s part would also
match President Bush’s intention to extend GSP benefits to
Poland.

40. There are however powerful counter-arguments, based on
consistency with wider economic principles and the
Community’s overall policy on GSP (which is aimed at
reducing rather than enlarging the number of recipients).

While GSP might offer Polish exporters some short term

advantage, it would do them no longer term favours since it

would merely continue to insulate them from world market
forces. Extending GSP to Poland now would advance the
causes of bilateral preferences and protectionism and would

also undermine our efforts in GATT to get

Newly Industrialized Economies (NIE’s) to graduate. The

question might perhaps be considered in the context of the

next ten year review of the GSP, which begins next year.

41. However, if the UK were to decide against taking the
initiative on GSP, there is a risk that our other EC
partners - particularly the Germans and the French (in view
of their forthcoming Presidency) - will do so themselves.

" This risk will of course increase if the Poles themselves

press the case they made to Mr Waldegrave 1n Warsaw.
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Investment Promotion

42. This is essentially for private companies rather than
the Government, but we could play a role in facilitating UK

investment in Poland.

a) Joint Ventures: The Poles see these as a way of gaining

access to Western technology and managerial expertise as
well as finance and believe that such benefits would spread
more widely in the economy. Although ECGD provides some
limited cover (see below (c)), decisions much rest with the
commercial judgement of the UK firms involved. Some limited

Government assistance might be arranged, eg:

b) Investment mission: A Ministerial led mission of
potential investors and joint venture partners could
investigate possible ideas for investment by British
companies. For this purpose, Mr Clark might take up
(possibly in July) a longstanding invitation to visit
Poland. Such a visit, shortly after General Jaruzelski’s
talks with the Prime Minister, would be well-timed to show
the seriousness of our intention to follow up the Chequers
discussions. In addition, the recent UK/Poland Joint
Commission set up on a trial basis a Task Force to bring
together missions of businessmen targetted on specific

product sectors for exports and joint ventures.

c) Protection: We already have an IPPA and a double

taxation agreement with Poland. ECGD are already able to

provide some limited insurance to private investors against

confiscation and war risks. The US have only moved level

with us in asking Congress to authorise the OPIC in Poland.
We should encourage Poland to join the Multilateral
Investment Guarantee Agency (MIGA) which provides

premium-based investment protection; this would be of main
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interest to investors in countries without an IPPA with
Poland, but could also offer a financial alternative for

British investors.

Know-how

43. However good Poland’s economic policies and however
much the West helps with credits and rescheduling, the

Polish economy will not function efficiently without people

ﬂcapable of running a market-based system. There is an acute

/lack of expertise at all levels. A small investment in this
area could have a major impact. We have already launched a
management training scheme, based on a consultancy report

by Professor Michael Thomas of the University of
Strathclyde. The first event will be a mission to the UK 1in
October of directors of Polish management training schools.
But we need to expand these efforts in an eye-catching

manner.

44. One possibility could be to establish a management

training school. Professor Michael Thomas has recommended

that the British Government should consider establishing
model management training facilities in the future. He
believes we could learn from a similar initiative launched
by ICL in Poland. There are existing management training
schools in Poland but Professor Thomas argues that "another
intiative will do no harm." The obvious model would be the
International Management Centre in Budapest, set up largely
with private and corporate finance. This cost some

£2 million, with the Hungarian Government donating the
building to house it. The substantial running costs are
initially being met by donations, although the school plans
eventually to support itself from the income from fees. A
similar arrangement for a UK school might be negotiable with

the Polish Government. But we would want to ensure that it
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remained independent from Government control. If this
option is adopted, the UK Government could seek partnerships
in establishing and running it with UK companies active in

Poland, such as ICL or Rank Xerox.

45. The UK could pay (wholly or in part) for management

consultants to advise individual Polish companies. This

should be a pump-priming engagement, limited in time to
demonstrate to the Poles how Western management could be
used to transform an inefficient operation. Publicity about
the Prime Minister’s visit last November stimulated a good
deal of interest from British management consultancies
wishing to do business in Poland. There would have to be a
central point to identify Polish clients and organize
consultancies in the private sector (see below para 49).
There is at least a superficial attraction in sending a team
for a limited time to manage one of the British-assisted
projects that has run into difficulties, such as the
Wloclawek PVC plant. But while British managers could in
theory turn around the operation, there are major problems
at the plant over which the management would have little

influence.

46. UK experience of small business development may be
relevant to Polish plans for developing small businesses.

We should investigate the possibilities of appropriate help.
President Bush announced on 13 April that the US would
propose negotiations for a private business agreement with
Poland’s private sector, but further details are not yet

avalilable.

47. Another area in which the UK has special expertise is

privatisation. We have already arranged for a small group

of Finance Ministry officials to meet Treasury experts next

month to discuss British experience. A more formal
arrangement could be made if privatisation becomes a major

feature of economic reform. There could for example, be
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secondments between UK and Polish Ministries. We could also
encourage the Poles to make use of City expertise 1n

disposing of State-owned enterprises.

48. A particular area in which British expertise and
equipment could be matched with Polish need is that of the

environment. Pollution - some home-grown, some imported -

is literally poisoning the country, with falling life
expectancy in some areas. Poland lacks the 1ndigenous
capacity to tackle the problem, and the hard currency to buy
anti-pollution equipment. Britain could do much to help,
thereby contributing both to Poland’s economic future and to
international environmental efforts. The scope for
assistance is vast. This ranges from the organization of a
seminar to a financial commitment to mount a programme to
tackle one specific problem, such as the air pollution at
Wloclawek or the water pollution of the Vistula (drawing on

the UK’s successful programme to cleanse the Mersey).

49. But if any of the above proposals to supply know-how
are to succeed we need substantial new resources of manpower

and finance. Professor Thomas advocates the establishment

of a "British Polish Productivity Agency," with a specific

remit to ‘act as a clearing house for requests for help and
assistance, to arrange for visits by Polish managers to the
UK, to encourage the establishment of Joint Ventures etc.
We believe that this proposal could be expanded beyond
productivity-related projects, eg to the political and legal
fields. We propose therefore the establishment of a
"know-how Fund" as a clearly defined and separate agency
with its own director and staff, which would be aim to
promote the transfer of expertise in all areas. We would
aim to get professional associations, NGOS and other bodies
to cooperate in relevant areas (the Institute of Chartered

Accountants, for instance, 1is keen to help).
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50. For maximum impact the Prime Minister would need to put

a launch figure on the Fund. £5 million would be likely to
be a minium seed-capital, if the proposal to launch a
management training centre is accepted. The Prime Minister
could, in announcing the scheme, appeal for contributions
from UK businessmen and academic institutions. Any
Governmental expenditure in the current year would have to
come from the contingency reserve. For later years HM
Treasury believe the FCO would have to put forward a bid in
the 1989 Public Expenditure Survey. The FCO view is that
the question of departmental responsibility for the fund
should be looked at if and when a decision 1s taken to
proceed with this option. If it were then decided that the
FCO vote would be the most appropriate, the FCO would need
additional money to cover the full cost of the Governmental
contribution plus the administration costs, including extra
staff.

51. Whatever we do for Poland will inevitably lead to
demands for similar treatment from the Hungarians and
others. A flexible "know-how" fund would have the advantage
that its reach could be extended and expanded to other

activities and other countries in Eastern Europe.

CLCAAD/27 CONFIDENTIAL







chex.md/jmt2/21

Treasury Chambers. Parliament Street, SWIP 3AG
0O1-270 3000

FOREIGN AND COMMONWEALTH SECRETARY

EC /POLAND

Thank you for copying me your minute of/}&’ﬂgf to David Young.

I am content with the approach you suggest.

I am copying this letter to the Prime Minister, the Minister for
Agriculture, Fisheries and Food, the Secretary of State for Trade
and Industry, and to Sir Robin Butler.

[N.L.]
18 May 1989







Ministry of Agriculture, Fisheries and Food
Whitehall Place, London SW1A ZHH

From the Minister
Rt Hon Sir Geoffrey Howe
Secretary of State for Forei
tmﬂrm”\ﬂll*‘ Affairs
Foreign and Commonwealth
Downing Street
LONDON SW1A 2AC

Dm, Ciffe,
’OLAN

D

EC
I have seen your minute of 15 May to David Young.

As you may recall from the time of the EC/Hungary n@qotiaféxr
year, my main concern in connection with the negotiation
agreements with Eastern bloc countries 1is the sensi +1\f11:v of
UK domes t ic agricultural, and particularly horticulturalj product

to trade from these countries.

I believe that 1t 1s 1mportant to effort to ensure that
UK producers are not put 1n a les -ive position, compared
with their counterparts 1in other Mpﬂbel btatvwz of the Community,
as a result of such negotiations, including this EC/ ]

negotiation.

In view of the sensitivity of the products for whicl
Currenrlv opwratﬁa guantitative restrictions (QRs) on agril
tradd Poland, and of the treatment of uim1la;

EC/! ry negotiation I would expect that agric

mJOLlld pe covered by ’;n- 'Q in your minute, and un)ulmi not t
due for abolition until : By that time, we envisage, agricult
ORs will have been mad subjoct to a harn ni

Placing of these QRs 1n liat B would result 1n st liberalis:
for Poland's exports than for }ﬂnwgarv'Fguﬂuiﬂh 1S not of course
aim.

sed EC approach.

I appreciate the political benefits of the Community "’ taklin
positive stance 1n concluding an EC/Poland agreement. I can
to your suggested approach, subject to the poilnts » and
your proposals that super-safeguards should apply untll 2004,

/that liberalisation




that liberalisation of QRs should be conditional upon satisfactory
reviews 1in 1992 and 1995/96 of Polish economic reform.

I am copylng this letter to the Prime Minister, the Secretary of
State for Trade and Industry, the Chancellor of the Exchequer, and
to Sir Robin Butler.

)::~r>f£;11,

JOHN MacGREGOR
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the department for Enterprise

The Rt. Hon. Lord Young of Graffham
Secretary of State for Trade and Industry

The Rt Hon Sir Geoffrey Howe QC MP Department of
Secretary of State foryForeign and Trade and Industry
Commonwealth Affairs 1-19 Victoria Street
Foreign and Commonwealth Office London SW1H OET
Downing Street Swritchboard
LONDON 01-215 7877

SW1A 2AL Telex 8811074/5 DTHQ G
Fax 01-222 2629

215 5422
MM4AMV

17 May 1989

i:ﬁﬁ@tr Y*{i{}
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Thank you for your letter of 15 May on the EC/Poland agreement
and for your suggestion that we might propose the Community
accept liberalisation of QRs on a fixed timescale conditional
on Poland implementing its planned reforms.

I think this is an extremely useful precaution. It would meet
the Prime Minister's wish for a rapid and generous response to
the Poles, woulds keep us to the forefront and could offer the
Poles a further incentive to implement their reforms with
upsetting the Hungarians. 1 agree that the focus of attention
on concessions to Poland should remain fixed on QRs; the
alternative options are considerably less attractive, eg use
of the GSP would be particularly unwelcome in view of the
consistency of approach which we have encouraged the Community
to maintain in the face of pressure from some beneficiaries.

I am therefore content for you to forward this proposal at the
May FAC if it becomes clear that the EC/Poland negotiations
are in imminent danger of collapse. In focussing on the
implementation of reforms I have assumed that you would regard
reforms as a continuing process. In reviewing progress the EC
should take account not only of existing plans but should also
wish to assure itself that the Poles are pursuing further
radical reforms.

1 am copying this letter to the recipients/of yours.

=7

tb-’////

nterpTise

initiative
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FCS/89/088

SECRETARY OF STATE FOR TRADE AND INDUSTRY

EC/Poland

) B The Community is in the process of negotiating a
Trade and Cooperation Agreement with Poland. An important

element for both parties will be the criteria for the

progressive elimination of EC member states' discriminatory

quantitative restrictions (QRs) - ie those applying only
to certain state-trading countries. The two sides remain
far apart on this issue and are likely to remain so after
the second round of negotiations on 16/17 May. The
Community is offering to abolish or suspend its less
sensitive discriminatory QRs and to work towards the
progressive abolition of the remainder (without setting a
deadline). The Poles are 1insisting on a firm timetable

incorporated into the agreement (as was done for Hungary).

2 The prospect of a breakdown in the talks is worrying
the Spaniards, who attach considerable importance to

signing the agreement before the end of their Presidency.
They have therefore left open the possibility of raising

the matter at the 22/23 May Foreign Affairs Council if

the Poles continue to press hard for a Hungary-type
solution. There is a strong possibility that the Spaniards
will press the Council to agree in principle to a timetable,

and they may put forward their own ideas for one.
3. It is our firm wish that the UK should maintain a
leading role within the Community in ensuring a rapid and

generous response to the recent positive developments 1n

/Poland
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Poland. At the April Foreign Affairs Council, we
successfully argued that the Community should show some
further flexibility on the trade elements in recognition
of the fact that Poland now appeared firmly on the reform
path. I believe we now need to agree some definite

proposals.

4. I consider (like the Commission) that there is scope
within the existing mandate for offering progressive
abolition of all discriminatory QRs by a fixed date, while
at the same time ensuring that the deal last year accorded
to Hungary - where reform has been implemented - remains
the more generous. The formula I would ask you and

John MacGregor to consider is as follows:

abolition of List A products (ie the least sensitive)

within one year of entry into force of the agreement:

abolition of List B products (the middle group) by
the end of 1994;

abolition of List C products (ie the most sensitive)
by the end of 1999;

super-safeguard provisions (on the Hungary model) to

apply to List C products for five years following
their abolition (ie until end of 2004), with normal,

ie GATT, safeguards for the other products;

to make implementation of the timetable for Lists B
and C abolition conditional upon successful reviews

at the end of 1992 and 1995/6 respectively of

progress made by the Polish Government in implementing
their economic reforms (particularly in relation to
price reform and free-market based practices). This
review would be carried out by the Joint Committee

set up under Agreement.
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S, In addition, we would insist - as we did successfully
for Hungary - that where, as a result of completing the
Single Market, the nature of the QRs applying to non state-
trading countries is altered, the list of discriminatory

QRs should be amended as necessary. This would again ensure
that the UK would not be forced to liberalise to a greater
extent than our EC partners during the later stages of the

agreement.

6% I hope you will be able to give early agreement to this

approach. I firmly believe it is the right one in the
circumstances, and fits well with the other ideas we have
been putting together on Poland in response to the Prime
Minister's wish for a generous response to the Round Table
agreement. I am also confident that the Poles would welcome
such an initiative on our part (as the Hungarians did in
similar circumstances last year) in advance of

General Jaruszelski's visit next month.

des I am copying this minute to the Prime Minister, the
Minister for Agriculture, Fisheries and Food, the

Chancellor of the Exchequer, and to Sir Robin Butler.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
15 May 1989
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PRIME MINISTER ~ i
VISIT TO POLAND: 10-13 MAY 1989

I paid a short visit to Poland, in response to an invitation from
Professor Krawczuk, the Polish Minister of Culture and Art. He
visited Britain last November. The programme enabled me to meet a
wide range of people in the arts world, as well as political
figures. There is an atmosphere of cautious optimism and interest
as the election campaign for the Senate and the Sejm starts.

2. Professor Krawczuk and I agreed to facilitate cultural
exchanges. The British Council is already active in this. There
are certain areas where we can be of some help in, for example,
improving low-cost printing methods and management of their arts and
museums. I have made it plain that a major obstacle to exchanges is
the lack of hard currency.

3. I also met Andrzej Potocki, President of the Catholic
Intellectuals Club and in charge of the Solidarity Campaign Office
in Krakow. He said that in general the party had received
reasonable help from the authorities. We discussed what he saw as
the major issues of the election campaign for Solidarity:

- sovereignty of the people: ie people as subjects of the
State rather than objects. Although this might seem a

somewhat theoretical and technical distinction, it was an
expression that the people understood clearly and simply.

- working conditions and ownership: it was difficult to
predict how a chamge—+a—the ownership of large concerns would
work in practice. New forms of management and responsibility
had to be introduced.

- @griculture: the primary aim was to facilitate the sale and
distribution of produce by removing existing obstacles and
encouraging freedom of price.

- pollution: a problem which is particularly serious in the
sogfﬁﬁﬁ?_?oland.

4. As you know, I followed close on the heels of Kenneth Clarke and
William Waldegrave. I firmly believe that such visits are a
valuable means of influencing opinion and establishing contacts.

5. Copies of this memo go to Sir Geoffrey Howe and
Sir Robin Butler.

vJL\j> 453
RICHARD LUCE ,»*””#”/####7'

15 May 1989
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Prime Minister

VISIT TO POLAND: 8-12 APRIL 1989

My visit to Poland last week was at the invitation of the Polish

Migister of Health and Social Welfare, Mrs Izabela Planeta-Malecka.

Our talks centred on the UK/Poland health co-operation agreement,
medical training and the Health Service Reforms. I also had some
very interesting and revealing talks with other members of the
Government (the Deputy Prime Minister and the Ministers for Foreign
Affairs, for International Economic Co-operation, and for Industry)

about the changing political and economic situation in the country.

2. The overwhelming impression I gained from my visit was the huge

desire of the Poles to improve contacts of all kinds with the UK.

St;bng professional links have existed between Polish and British
doctors since before the Second World War and a significant
proportion of Polish doctors have had experience of working and
training in the National Health Service. The Health Ministry and
senior Polish doctors set valuable store by these links and want us
to expand the training opportunities in the UK for young Polish
doctors. Throughout, I heard many tributes to the excellent work of
the British Council in Warsaw for their role in fostering medical
contacts. In my opinion, health care and medical training are very

promising areas for developing strong links between leading

influential figures in both countries at a_ﬁime when we are

strengthening our political relations with eastern Europe.

3% The UK/Poland health co-operation agreement was signed in
London in January 1988 and covers three specific areas, cardiac
surgery, neurosurgery and transplant immunology. It allows for
exchange visits to gain experience and exchange information. The
present agreement runs out at the end of this year and the Poles are
very enthusiastic about renewing it and broadening its scope. As

well as building on existing areas, there are a number of promising
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new areas which could be covered, including nursing (Poland has a
chronic shortage of nurses), child and maternal health care and
clinical audit. My Department will be pursuing these with the Poles
over the coming months. In addition, I am arranging for a visit by

a UK expert to lecture to Polish doctors on the problems of A1DS.

o There are a number of relatively serious public health problems

in Poland. I saw evidence of quite appalling environmental

pollution in southern Poland, and the water supply generally is of

dreadful quality with heavy metal and chemical contamination. I was

afgggzold repeézedly of concerns about occupational health risks,

particularly from radon and asbestos. B

R _—')

5 I was accompanied on the visit by a high-powered group of 8
businessmen representing a good cross-section of British companies
involved in the production of pharmaceuticals and medical equipment
(Boots, Glaxo, Wellcome Foundation, Joyce-Loebl, Huntleigh
Technology, Oxford Medical, Amersham International and IGE Medical
Systems). All these companies are interested in the prospects of

entering the Comecon and Soviet markets and they were all anxious to

send senior people with me to explore the prospects of investment ind

Poland as a base. The visit was a quite surprising success from the

commercial point of view both in my opinion and that of the

businessmen.

6. The business climate in Poland is changing rapidly and

dramatically. Co-operation agreements already exist with Glaxo and

.~

Wellcome, and the Poles would like to extend these to other UK
p——

pharmaceutical firms, particularly in repect of drug trials. For

medical equipment, however, the scope for co-operation will be more
limited unless joint ventures and countertrade agreements can be

made. The Poles are keen but chronic currency problems limit what

is possible. = —
4_,,ﬂff*#” 
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Policy changes are bringing about a more commercial atmosphere in
the country with many constraints on private and overseas capital
and management being removed. It is becoming increasingly possible
to avoid the bureaucracy of central control and UK businessmen are
beginning to forge links with those in the Polish health care system
who want to make use of their products. The business delegation
also had some very useful discussions with the newly set up Foreign
Investment Agency which has ambitious plans for attracting foreign

business into the country.

7. Each of the Ministers I met, including Deputy Prime Minister
Patorski and Industry Minister Wilczek, told me that the

Government's aim was to turn Poland into a market economy and make

it attractive to bé%h foreign and Polish capital. They used
language to describe their aims which was astonishing from allegedly
Communist Ministers. The prevailing view was that political reform
would not succeed without economic reform. There was also general
agreement that inflation must be brought under control; alongside

this there was full acknowledgement that this would need acceptance

by the Polish people of some very painful economic measures and that
tﬁgre were difficult times ahead. I fear I was not left with any
conviction that these worthy aims were about to be turned into
concrete policies that would halt inflation - about 60% per annum

and rising rapidly - in the near future however.

8. During my stay, I also had a meeting with leading members of

Solidarity (Professors Geremek and Stelmachowski, Drs Kuratowska and

Wolak and Janusz Onyszkiewicz), all of whom had played important
roles in the round table discussions which had just been completed.
The group provided a realistic assessment of the problems still to

be confronted and gave three key messages for the West:

(a) economic aid to Poland should come in the form of

investment in the economy and not as credits to the government;
gas—far as possible, aid should be channelled through

non-governmental bodies;
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(b) for political and psychological reasons, aid should come
from Europe rather than the USA; this would be a step towards

——

releasing the country from super power politics;

(c) there should be no repeat of Yalta.

-~

On health care, they were critical of the bureaucracy and
inefficiency of the current sytem and believed that changes were
closely linked to wider political and economic changes in the

country.

All Solidarity's efforts are now going towards the June elections.
The elections will be totally free for 35% of the seats in the lower
House and 100% of the seats in the new Senate. Solidarity is not

: e 0D
wellﬁg£ggglgggﬁgx_pxapared for those elections but, 1n so far as I

could judge, neither is the Communist Party. Neither Government or
Opposition seemed to me to have any clear idea of what was going to

happen next in a period of exciting political reform.

9. This report highlights the main features of a very successful
visit which promises many opportunities for future UK/Polish
co-operation. On the commercial front, the UK representatives came
away with concrete proposals for individual companies as well as a
clearer view overall of the way forward in dealing with Poland as a
trading partner. As for health care, there is a strong fund of
friendship and good will which has grown up over several decades,
but it is clear that the UK has much more to offer Poland in this
field than they have to offer us at the present time. Nevertheless,
I am persuaded that it will be to the advantage of both countries to
aim to reverse the trend that has led to reduced contacts between
our medical professions over the past few years and to re-establish
the close links of the 1950s and 60s.

10. Your visit to Poland last November has raised expectations of a

new era in UK/Polish co-operation. With genuine political and

economic reform now firmly on the Polish agenda, I strongly

.
recommend visits by other Ministers to build new links and develop

g

furthér opportunities.
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11. I am sending copies of this minute to the Chancellor of the
Exchequer, the Secretary of State for Foreign and Commonwealth
Affairs, the Secretary of State for Trade and Industry, the
Secretaries of State for Scotland, Wales and Northern Ireland and to

Sir Robin Butler.

Department of Health
(4 April 1989
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10 DOWNING STREET

LONDON SWIA 2AA
From the Private Secrelary 19 April 1989

Yees SO

POLAND

The Prime Minister told the Foreign Secretary this
evening that she was concerned that we were losing the
leadership role which we had established in relation to
Poland. In her speech in Warsaw in November, she had made
clear the need for political reform if economic reform was to
have a chance of succeeding. At the same time she had
promised help when and if the Polish authorities took the
necessary steps. They had now done so, but there was no sign
that we had a response prepared. The Americans had been much
quicker off the mark. She would like to see work on this
accelerated with very early recommendations to Ministers.

The Foreign Secretary said that work was indeed in hand.
The American offer was not quite what it seemed. The $1
billion tag on it was a chimera. It was a collection of
miscellaneous measures such as trade preferences and
liberalisation of import regimes. It was important to avoid
compromising Polish negotiations with the IMF and with the
Paris Club. Mr. Waldegrave would be visiting Poland next week
and we would then be in a position to draw up proposals very
rapidly. The Prime Minister agreed that we must not undermine
the IMFs position but she would want to see us offer help in
the same sort of areas as the United States had done. We must
respond rapidly and generously. She did not want the other
Europeans to beat us to the draw.

I am copying this letter to Alex Allan (HM Treasury) and
to Neil Thornton (Department of Trade and Industry).

o~
3’&\4\%

(C. D. POWELL)

o

-

J. S. Wall, Esqg.,
Foreign and Commonwealth Office.
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FM WASHINGTON
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INFO PRIORITY PARIS, BONN, UKDEL NATO, WARSAW

MY TELNO 901: POLAND

SUMMARY

1. EAGLEBURGER ARGUES STRONGLY THAT THE WEST SHOULD BE READY TO
S>HOW POLAND THAT THERE ARE SPECIFIC BENEFITS TO BE GAINED FROM
POLITICAL LIBERALISATION ACCEPTS THAT AN IMF

AGREEMENT IS THE "KEY, AND BELIEVES THAT BAKER IS NOW MORE OPEN-
MINDED. SOME "FURTHER SPECIFIC MEASURES UNDER CONSIDERA-

TION HERE. AGREEMENT ON THE NEED FOR CLOSE ALLIED CONSULTATION.
DETAIL

2. WHEN I CALLED ON EAGLEBURGER ON 31 MARCH, I RAISED POLAND. ADD-
ING THAT I HAD DISCUSSED THIS EARLIER IN THE WEEK WITH KIMMITT.

WE BELIEVED THAT IT WOULD BE IMPORTANT TO HOLD EARLY CONSULTATIONS
AMONG THE ALLIES ONCE THE ROUND TABLE WAS OVER. OUR CURRENT
ASSESSMENT WAS THAT MORE PROGRESS HAD BEEN MADE ON POLITICAL THAN
ON ECONOMIC SUBJECTS.

3. EAGLEBURGER AGREED. HE SAID THAT HE HAD DISCUSSED
POLAND D BRIEFLY EARLIER IN THE DAY WITH BAKER. BOTH
EELT T THAT THE WEST HAD FOR A LONG TIME, BEEN _ TELLING THE

POLES THAT IF THEY "TOOK CERTAIN STEPS, THE WEST WOULD HELP THEM.
THE TIME WAS NOW APPROACHING FOR 1 THE WEST TO DELIVER.

IT WOULD BE OF WIDER IMPORTANCE IN EASTERN EUROPE TO SHOW POLAND
THAT THEY ST0OD TO GAIN FROM IMPLEMENTING POLITICAL AND ECONOMIC
Cﬂﬁﬂﬁi_ THE US ADMINISTRATION HAD REAL PROBLEMS IN FINDING NEW
ECONOMIC RESOURCES FOR POLAND. THERE WAS STILL A GREAT DEAL OF
WORK TO BE DONE IN WASHINGTON ON THIS, AND EAGLEBURGER INDICATED
THAT HE WAS TRYING TO FORCE THE PACE. DECISIONS ON AN IMF AGREE-
MENT WERE LIKELY TO BE THE KEY ELEMENT. EAGLEBURGER ADDED THAT
HIS PERSONAL PREFERENCE WOULD BE TO GO SLIGHTLY

FURTHER IN HELPING THE POLES OVER AN IMF

AGREEMENT THAN THEIR R ECONOMIC CONDITIONS WOULD STRICTLY

ALLOW. BUT HE MADE CLEAR THAT THIS VIEW WAS NOT SHARED BY THE
US TREASURY. BAKER HOWEVER NOW HAD A MORE OPEN MIND ON THE
SUBJECT THAN HAD BEEN THE CASE WHEN HE WAS TREASURY SECRETARY.
4. EAGLEBURGER CONTINUED THAT A NUMBER OF OTHER SPECIFIC
MEASURES WERE UNDER CONSIDERATION BY THE ADMINISTRATION. IN

PAGE 1
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ADDITION TO THOSE MENTIONED BY KIMMITT, THESE INCLUDED POLISH
ELIGIBILITY FOR GSP BENEFITS AND FOR OPIC INSURANCE. BOTH WOULD
REQUIRE LEGISLATION, BUT CONGRESS, UNDER PRESSURE

FROM THE POLISH-AMERICAN COMMUNITY, WAS LIKELY TO BE SUPPORTIVE.
EAGLEBURGER ASKED HIS OFFICIALS TO BRIEF US IN MORE DETAIL AT
WORKING LEVEL NEXT WEEK: INSTRUCTIONS ARE ALSO BEING SENT TO THE
US EMBASSY IN LONDON TO GIVE US A FULLER PICTURE OF US THINKING
ON ALL THIS.

5. EAGLEBURGER VERY MUCH AGREED WITH OUR VIEW THAT CLOSE CON-
SULTATIONS AMONG THE ALLIES WOULD BE ESSENTIAL, ALTHOUGH IT WOULD
PROBABLY BE VERY DIFFICULT TO REIN THE GERMANS IN.

6. I ASKED EAGLEBURGER WHETHER STATE HAD YET GIVEN ANY THOUGHT
TO HOW THE ISSUE OF CHANGE IN EASTERN EUROPE

MIGHT BE DEALT WITH IN THE NATO SUMMIT COMMUNIQUE.

EAGLEBURGER SAID THAT THEY WERE NOT YET VERY FAR ADVANCED IN THEIR
THINKING. BUT HE HAD URGED THOSE WORKING ON THE SUBJECT TO PUT
SOME IMAGINATION INTO THE DRAFTING OF THE DECLARATION.

7. ON THE NEXT STEPS, EAGLEBURGER DID NOT THINK THAT IT WOULD BE
NECESSARY FOR ALLIES TO MAKE DETAILED AND SUBSTANTIVE STATEMENTS
IMMEDIATELY AFTER THE ROUND TABLE CONCLUDED. BUT HE SHARED OUR
WISH TO HAVE VERY EARLY CONSULTATIONS AFTERWARDS TO BEGIN THE
PROCESS OF COORDINATING THE WESTERN RESPONSE. THAT WAS WHY HE
WAS ALREADY CRACKING THE WHIP WITHIN THE US ADMINISTRATION.

ACLAND

DISTRIBUTION

MAIN

-MONETARY MR RATFORD
EED
PS/SIR J FRETWELL

PAGE 2
CONFIDENTIAL




RESTRICTED

10 DOWNING STREET

LOND SWIA 2AA
From the Private Secretary O 7 March 1989

PRIME MINISTER'S MEETING WITH THE SPEAKER OF THE POLISH SEJM

Thank you for your letter of 6 March following up various
points about the Prime Minister's talk with the Speaker of the
Polish Sejm. I note that a proposal for a visit by General
Jaruzelski is imminent. It will be very difficult to fit in
and I hope the Poles will give us plenty of warning. The
Prime Minister did not specifically repeat her invitation to
Rakowski although as she was shepherding the Speaker and the
Polish Ambassador to the door she said words to the effect
that she looked forward to seeing Mr. Rakowski again one day.
We certainly cannot cope with both Jaruzelski and Rakowski
this year and the Prime Minister would attach much greater
importance to a visit from the former.

I note the other points in your letter.

(CHARLES POWELL)

Richard Gozney, Esqg.,
Foreign and Commonwealth Office.

RESTRICTED
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Foreign and Commonwealth Office

London SWIA 2AH

6 March 1989

)

Prime Minister's Meeting with the Speaker of the Polish Sejm
Thank you for your letter of 22 February recordlng the
Polish Speaker's call.

The Poles have undertaken to propose a date to us
within the next fortnight for a day's visit by
General Jaruzelski. The Polish Ambassador, who was present
at the Speaker's call, has told our Eastern European
Department that the Prime Minister reiterated her invitation
to Rakovskl to visit the UK during the call. I should be
grateful if you could let me know what is anything was said
SO that we can keep the Embassy in Warsaw in the picture.

We are starting a review of the question of the
transfer of General Sikorski's remains to Poland, following
the Prime Minister's undertaking to Malinowski to look into
this .

Deputy Foreign Minister Kulski, who was in London at
the same time as Malinowski, told us that the Poles are to
issue invitations to the "leaderships" of certain countries,
including the UK, to the principal event marking the 50th
anniversary of the outbreak of the Second World War. This
will take place in Westerplatte on 31 August. We shall
need to consider nearer the time who should represent us.

. )

"):WJAM K( GL-T\

(R H T Gozney) )
Private Secretary

C D Powell Esqg
10 Downing Street

RESTRICTED
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1O DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 22 February 1989

PRIME MINISTER'S MEETING WITH THE SPEAKER
OF THE POLISH SEJM

The Prime Minister had a talk this morning with the
Speaker of the Polish Sejm. Mr. Malinowski was accompanied by
the Polish Ambassador and by Mr. Poleszczuk.

Welcoming the Speaker, the Prime Minister recalled the
great impression which her visit to Poland last year had made
on her. Her talks with General Jaruzelski had been
particularly interesting. He did not flinch from difficult
problems. She had followed developments in Poland since then
with particular interest and had indeed discussed them the day
before with Chancellor Kohl at the Anglo-German Summit.

Mr. Malinowski said that he brought greetings to the
Prime Minister from General Jaruzelski and Mr. Rakowski. Both
believed that the Prime Minister's visit had raised relations
between Britain and Poland to a new level. They were pleased
that agreements reached during the visit were beling
implemented. The opening of Round Table discussions between
the Government and Solidarity was a very important
development, not just in terms of national reconciliation but
because of the prospect it opened for far-reaching reforms.
The participants on both sides were guided, not by their group
interests, but by the broader national interest. The Round
Table could already be judged a success. A new Electoral Law
would certainlv be forthcoming, which would make it possible
for the Sejm to reflect Poland's diversity more fully. There
would also be a law on Associations, laying down the rules
under which political organisations and groups could be
formed. A debate was in progress on the possibility of a
second Chamber. It was possible that elections would be
brought forward to June. The most important task of the Round
Table was to create an environment in which economic reform
could succeed, thus establishing the basis for discussions
with the Paris Club and the IMF. The Prime Minister welcomed
the fact that the Polish Government was committed to reaching
agreement with the IMF. That would unlock the door to much
other help. The progress being made in the Round Table was on
lines which we applauded. It represented a rallying of all
moderate and sensible forces in Polish political life.

RESTRICTED
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Mr. Malinowksi said that the Polish Government were
grateful for Britain's decision to participate in the
celebration of the 50th anniversary of the outbreak of the
Second World War. That occasion would be further dignified if
we could agree that the remains of General Sikorski should be
returned to Poland. The Prime Minister recalled her visit to
the monument at Westerplatte with General Jaruzelski and said
that there was much which Britain and Poland could commemorate
jointly about the beginning of the Second World War. We had
to take account of the views of the family and of the Polish
community in Britain on the question of the return of General
Sikorski's remains. Developments in Poland might help to
change attitudes on this. She would look at the matter
again.

The Prime Minister expressed the hope that she and
General Jaruzelskl would have an opportunity to talk again
before very long. It would be appropriate for him to pay a
formal visit to the United Kingdom 1in due course.

I am copying this letter to Brian Hawtin (Ministry of
Defence), Alex Allan (H.M. Treasury) and to Trevor Woolley
(Cabinet Office).

(CHARLES POWELL)

Richard Gozney, Esqg.,
Foreign and Commonwealth Office.

RESTRICTED




PRIME MINISTER

Tomorrow you have a meeting with the Polish Speaker at 1215.
e __
He will be accompanied by the Ambassador, Director of the

. N :
Department of International Relations and an interpreter.

—_—

have arranged the meeting in the White Room.

—

A detailed briefing by the Foreign Office is in the folder,

but I understand that Malinowski sees the call more’as a

courtesy to boost his standiné—back home rather than the

opportunity for substantive discussion.

—

£

P. A. BEARPARK
21 February 1989

DASAUG
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20 February 1989

\
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call by the Polish Speaker, Malinowski

The Marshal of the Polish Sejm, Roman Malinowskil, 1s
visiting Britain as Mr Weatherill’s guest from 20-23 February.
He is to call on the Prime Minister at 1215 on 22 February for
half an hour. Your letter of 10 February asked for briefing.
Malinowski will want to discuss the internal situation in
Poland, perhaps with special emphasis on parliamentary reform.
HEé may also raise bilateral issues, perhaps as a messenger
from Jaruzelski. Subjects might include a visit to Britain by
General Jaruzelski and the return to Poland of
Gerleral SiKorski'’s remains.

Internal Situation

The internal scene has changed radically since the Prime
Minister’s visit. The Round Table talks between the
authorities and Solidarity which began on 6 February are a
major step forward. They cover political reform, economic
reform and trade union pluralism. They offer an unprecedented
chance for political and economic liberalisation. However,
the outlook remains extremely uncertain. Opposition to the
Round Table and to legalisation of Solidarity is widespread in
the Party and the official trade unions. Many Solidarity
radicals oppose negotiation with the authorities. It 1s by no
means certain that the promise of political concessions will
persuade the work force to refrain from striking over pay and
accept austerity measures.

Rakowski’s Government is pursuing economic reform far
more actively than its predecessor. Two laws to stimulate
private enterprise and foreign investments passed by the
Polish Parliament in December 1988 are part of an agenda for a
fundamental restructuring of the economy. Concurrently,
painful economic measures are being taken to combat high
infkgglggj a budget deficit and other economic problems. The
Prime Minister may wish to ask whether popular aguiescence can
be secured for these measures.

/The
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The Polish Parliament

As the Prime Minister knows, the Sejm bears no
resemblance to Western Parliaments. Policy is decided by the
Communist Party. The Parliament passes laws, but usually has
little influence on their content. In the past, elections
have been little more than a formality. The present Sejm is
however rather more than a rubber stamp. Deputies can
influence policy by amending legislation in the Sejm
commissions, and many have recently become vocal critics of
the government, especially on economic policy.

Parliamentary reform will be on the agenda of the Round
Table. Elections may take place as early as June. The
authorities may propose that 30% of seats in the new
Parliament will go to opposition candidates, and 10% to
independents. Even if Solidarity feels able to accept a
pre-ordained division of seats, it will face the problem of
whether, and if so how, it should separate its political and
trade union roles. The Prime Minister may wish to ask
Malinowski what role he foresees in the new Parliament for the
Peasants’ Party, one of the minor coalition parties, which he
heads.

Other proposals for political reform include the creation
of a second parliamentary chamber; and the creation of a
Presidency, with wide-ranging powers over foreign policy and
defence (probably to be assumed by Jaruzelski after the next
Party Congress, which may be brought forward from 1990).

Bilateral Relations

Malinowski’s visit coincides with one by Deputy Foreign
Minister Kulski, for political consultations with the FCO.
This will provide the first opportunity since the Prime
Minister’s visit for us to discuss our bilateral relations in
detail with the Poles.

Malinowskili might raise the possibility of a visit by
Jaruzelski to London. The Poles have said informally that
they may suggest late May/early June. The Ambassador in
Warsaw has explained certain timing difficulties (eg European

Parliament elections). We await a formal proposal from the
Poeless
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During the Prime Minister’s visit to Poland, Jaruzelski
raised the question of British participation in the Polish
commmemorations of the 50th Anniversary of the beginning of
World War II, in September 1989. Jaruzelski suggested some
sort of conference or seminar, and the Prime Minister
undertook to look into this. We have told the Poles that we
can send a team of historians, but we need to have dates and
other details from them. We also hope to send a uniformed
tri-service party to attend a suitable official ceremony. An
exchange of ship’s visits 1s taking place in May and June.

The Poles may invite senior foreign statesmen to attend the
commemorations; von Welzsacker’s name has been mentioned. The
Prime Minister may wish to ask for more information on what is
planned before we can make any commitments.

Malinowski might ask the Prime Minister to agree to the
transfer of the remains of General Sikorski to Poland, perhaps
for the World War II anniversary. The Poles have been
pressing for this since 1981. A vocal section of the Polish
community in the UK 1is strongly opposed to the move. The
Prime Minister told the then Polish Foreign Minister,
Orzechowski, in December 1987 that she was not in a position
to agree to the request at that time; nor was it realistic to
expect her to do so during or before her visit to Poland. She
repeated this message on Polish Television during her visit.
The Prime Minister may like to say that it is too soon for us
to reconsider the transfer now; but that we will continue to
review the matter, especially in the light of the changing
situation in Poland.

Polish Debt

The debt stood at US $39 billion at end 1988. We
repeatedly advise the Poles that they should, as a matter of
priority, negotiate a Standby Arrangement (SBA) with the IMF,
after which debt rescheduling could be tackled in the Paris
Club. We continue to stress that, if an IMF programme is to
succeed, the political consent of the Polish people must first
be earned; we see economic and political reforms as
inextricably interlinked. Polish/IMF talks recommence in
March, but we would not in practice rule out another Paris
Club arrangement prior to an IMF programme; we note that
commercial bank debt is being repaid and hope that repayment
to Western Governments will be resumed also.

The Katyn Massacre

In mid February, a Polish official weekly published, for
the first time in Poland, evidence pointing to Soviet

/responsibility

CONFIDENTIAL




CONFIDENTIAL

responsibility for the Katyn Massacre. The evidence is in the
form of a report produced in 1943 by a team from the Polish
Red Cross which travelled to Katyn. It was sent to London in
1946. The report was classified top secret, because the
author’s life was considered to be in danger. Mr Malinowski
might ask about Polish and British press reports that the Red
Cross report has until now been suppressed by HMG. In fact it
was released to the PRO in 1977. 1Its publication in Poland is
a remarkable move which demonstrates Polish impatience with
the slow progress being made by the Polish-Soviet Joint
Historical Commission, which has been set up to deal with
"blank spots" in Polish-Soviet relations.

Attendance at the call

Malinowski will be accompanied by the Polish Ambassador,
Dr Gertych; Mr Poleszczuk, Head of the Sejm’s Department of
International Relations; and Mr Litwinski, interpreter. I
attach personality notes on Mr Malinowski and Dr Gertych.

tjGme-a >t

)

| QUYL S

(R HT Gozney)
Private Secretary

P A Bearpark Esq
10 Downing Street
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MALINOWSKI, ROMAN (MAL-IN-OFF-SKI)

Marshal of the Sejm (the Polish Parliament, pronounced ''same'')
since November 1985. Leader of the Peasant Party, which has

nearly a quarter of the seats 10 the Parliament and represents

agricultural interests.

Born in Bialystok, Eastern Poland in 1935. Studied at Chief

School of Planning and Statistics, Warsaw. Governor of Lod:

province, which includes Poland's second largest city, 1975-80.

Minister of Agricultural Purchasing 1980. Depuly Prime Minister
1980-85. MP since 1976. Chairman of the Polish-Soviet Friendship

Society since 1988.

He and Jaruzelskl are said to get on well. He speaks Russian.

Hosted a visit by the Speaker of the House of Commons 1n

September 1987.




GERTYCH, ZBIGNIEW

Polish Ambassador to the Court of St James since June 1987.

-

L4

Born in Poznan 1922. 1940 - 44 fought with the AK (Polish
partisans). 1947 graduated 1in agricultural science from
Jagiellonian University in Krakow. 1947 - 73 worked 1n
various agricultural institutions. Deputy Chairman of the

Ccouncil of Ministers (ie Deputy Prime Minister) until 1987.

Joined the Communist Party in 1955

Until his appointment as vVice-Marshal of the Sejm 1in July
1982 was Chairman of the Sejm Commission on the EconomilcC
plan, Budget and Finance. Appointed Vice-Premier in
November 1985, with responsibility for education and

culture, but has allegedly played a wider political role 1in

particular in contacts with "independent opinion". Says

+hat he has good links with General Jaruzelskl.
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Pmen—s—e- Speaker’s Office House of Commons London SWiA 0AA
Mr Speaker

17 February 1989

P J Kitcatt CB
Speaker's Secretary

| DA‘(’*L l/ T/}k. % (i;

Thank you for your letter of 10 February
confirming the time of 12.15 on Wednesday 22 February
for the call by Mr Malinowski on the Prime Minister.

The names of those accompanying Mr Malinowski
are as follows:-

His Excellency Dr Zbigniew Gertych -
Ambassador

Mr Romuald Poleszczuk -
Director of the Dept. of International Relations

Mr Krzysztof Litwinski -
Interpreter

E,.{i wi L0<7u~(;/ r

e ——
P.A. Bearpark Esq.

10 Downing Street
London SWI1A 2AA







10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 10 February 1989

The Prime Minister has agreed to
see the Polish Speaker on 22 February.
Could you please let us have appropriate
briefing a couple of days before.

P. A. BEARPARK

Richard Gozney, Esq.,
Foreign and Commonwealth Office




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 10 February 1989

This is just to confirm the time
of 1215 on 22 February for the call by
the Polish Speaker on the Prime Minister.
It would be helpful if you could let
us know all the names of those accompanying
him when you have them.

P. A. BEARPARK

P. J. Kitcatt, Esq., C.B.,
Speaker's Office




PRIME MINISTER

The Polish Speaker will be in London from 20-23

February, and the Speaker has asked if you would

e prepared to see him after Questions on the

fact impossible as you will be

in Frankfurt

Would you be prepared to give him half an hour on

the Wednesday?

P. A. BEARPARK

1 February 1989
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TO IMMEDIATE FCO

TELNO 46

OF 301530Z JANUARY 89

INFO ROUTINE UKDEL IMF/IBRD, BONN, WASHINGTON, PARIS, ROME

UKDEL IMF/IBRD TELNO 26 (NOT REPEATED EXCEPT TO WARSAW) : IMF
POLAND AND PARIS CLUB RESCHEDULING

1. ONE OF THE AIMS OF THE CURRENT POLISH DIPLOMATIC OFFENSIVE

IN THE WEST IS TO GET THE BEST OBTAINABLE DEAL ON DEBT RESCHEDULING
FROM THE PARIS CLUB AND THE RESUMPTION OF CREDIT. THE MOST PROMINENT
FIGURE IN THIS OFFENSIVE IS RAKOWSKI HIMSELF: HE WAS IN VIENNA IN
DECEMBER, HAS JUST BEEN TO BONN AND WILL BE IN PARIS NEXT MONTH.
WILCZEK (MINISTER OF INDUSTRY) HAS JUST RETURNED FROM ITALY. A
SUBSTANTIAL PROGRAMME OF MINISTERIAL LEVEL EXCHANGES WITH WESTERN
COUNTRIES IS PLANNED FOR THE MONTHS AHEAD.

2. THE POLES WILL PRAY IN AID BOTH THE ECONOMIC REFORMS INITIATED
BY THE RAKOWSKI GOVERNMENT AND THE PROCESS OF PROGRESS TOWARDS
POLITICAL AND TRADE UNION PLURALISM LAUNCHED AT THE 10TH PLENUM.

WE CAN EXPECT TO HEAR MORE OF THE THEME, USED BY RAKOWSKI TO
JARUZELSKI AND BUSINESSMEN IN BONN, THAT NOW THAT POLAND HAS MET
THE POLITICAL REQUIREMENTS SET BY THE WEST AS PRE-CONDITIONS FOR
ASSISTANCE THE WESTERN COUNTRIES SHOULD FULFIL THEIR OLD PROMISE TO
HELP POLAND ECONOMICALLY. IN SO DOING THE POLES WILL PRESENT THEIR
OWN VERSION OF LINKAGE BETWEEN POLITICAL AND ECONOMIC DEVELOPMENTS,
SUGGESTING THAT A HARSH FINANCIAL STANCE BY THE WEST COULD PUT

THE PROCESS OF REFORM AT RISK.

3. AT THE SAME TIME, THE POLISH AUTHORITIES ARE UNDER NO ILLUSION
THAT SUBSTANTIAL CREDITS ARE ABOUT TO FLOOD IN. RAKOWSKI SAID IN
BONN THAT HE SUSPECTED THAT EVEN AFTER SOLIDARITY HAD BEEN MADE
LEGAL THE NUMBER OF MODERN MACHINES WOULD NOT INCREASE. SPEAKING TO
THE SELF-MANAGEMENT CONFERENCE IN WARSAW ON 27 JANUARY, HE WARNED
AGAINST THE ILLUSION THAT POLAND WOULD GET LARGE CREDITS FROM THE
WEST, SAYING '"'EVEN IF WE INTRODUCE 150 PERCENT PLURALISM IN THE
UNIONS AND 200 PER CENT IN POLITICS, DON'T YOU BELIEVE THAT DOLLARS
WILL START FLOWING TO POLAND''. HIS MESSAGE WAS THAT POLAND WOULD
HAVE TO RELY ON HER OWN VAST MATERIAL AND HUMAN RESOURCES.

4. RAKOWSKI AND OTHER POLISH LEADERS ARE OF COURSE TAILORING THE
CONTENT OF STATEMENTS TO THE PARTICULAR AUDIENCE. THEY WILL NOT
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WANT TO ENCOURAGE THEIR DOMESTIC AUDIENCE TO BELIEVE THAT THERE IS
LESS NEED FOR ECONOMIC REFORM JUST BECAUSE INTERNAL DIALOGUE IS TO
BEGIN SHORTLY. IN THE WEST THEY WILL CLAIM CREDIT FOR SETTING OUT
ON THE PATH OF ECONOMIC AND POLITICAL REFORM BUT WILL GLOSS OVER
DIFFICULTIES THAT MAY LIE AHEAD AND SUGGEST AN UNREALISTICALLY
SHORT TIME SCALE. AT THE SAME TIME,

THEY WILL TRY TO EXPLORE THE POSSIBILITY OF IMPROVING THE

TERMS FOR ANY ECONOMIC ASSISTANCE LIKELY TO BE PROVIDED BY THE
WEST. WHETHER OR NOT THEY ARE CONFUSED BY CONFLICTING WESTERN
STATEMENTS OR ARE SIMPLY TRYING TO ESTABLISH WHETHER THERE HAVE
BEEN ANY SHIFTS IN THE WESTERN POSITIONC(PARTICULARLY IN THAT OF
THE GERMANS AND THE NEW AMERICAN ADMINISTRATION) ,IT SEEMS
DESIRABLE THAT AN EFFORT SHOULD BE MADE TO REACH A CONCERTED
POSITION AMONG THE MAJOR WESTERN CREDITOR COUNTRIES BEFORE MUCH
ELSE IS: SAID TO THE POLES.

BARRETT

DISTRIBUTION

MAIN

.MONETARY
ERD [-]

ADDITIONAL

BOTTRILL, HM TREASURY BREACH, ECGD
BATT, HM TREASURY SHORT, CABINET OFFFICE
WARE, B/ENGLAND
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FM UKDEL CSCE VIENNA

TO PRIORITY FCO

TELNO 75

OF 180607Z JANUARY 1989

INFO ROUNTINE WASHINGTON, WARSAW, MOSCOW, PARIS, UKREP BRUSSELS,
MADRID

FROM PRIVATE SECRETARY

SECRETARY OF STATE'S MEETING WITH POLISH FOREIGN MINISTER

SUMMARY

1. OLECHOWSKI KEEN TO THICKEN UP THE ANGLO-POLISH RELATIONSHIP.
SPEAKS OPTIMISTICALLY ABOUT INTERNAL DEVELOPMENTS IN POLAND. HOPES
FOR RESUMPTION OF JARUZELSKI'S DIALOGUE WITH THE PRIME MINISTER.

DETAIL

2. THE SECRETARY OF STATE MET OLECHOWSKI AT THE LATTER'S REQUEST
TODAY. OL%QHOWSKI REMINDED THE SECRETARY OF STATE THAT THEY HAD MET
IN LONDON WHEN THEY HAD BOTH HAD RESPONSIBILITY FOR TRADE MATTERS
AND WERE NEGOTIATING THE URSUS CONTRACT IN THE 1970S. MOST OF THE
CONVERSATION WAS DEVOTED TO BILATERAL RELATIONS.

3.0LECHOWSKI SAID POLAND ATTACHED VERY GREAT IMPORTANCE TO THE
DEVELOPMENT OF ACTIVE, DYNAMIC AND CORDIAL RELATIONS WITH BRITAIN.
MRS THATCHER'S VISIT HAD BEEN VERY IMPORTANT AND THE POLISH
GOVERNMENT WANTED TO ENSURE THAT IT WAS PROPERLY FOLLOWED UP WITH A
VIEW TO PRAGMATIC IMPLEMENTATION. THE GERMANS WERE ALREADY VERY
ACTIVE IN EASTERN ERUOPE. POLAND WAS ENCOURAGING THE FRENCH TO
FOLLOW SUIT. THEY HOPED BRITAIN WOULD BE EQUALLY ACTIVE
POLITICALLY, ECONOMICALLY AND CULTURALLY.

L. THE SECRETARY OF STATE SAID WE TOO VALUED THE RELATIONSHIP AND
HAD VERY PROFOUND HOPES FOR POLAND'S ECONOMIC AND POITICAL SUCCESS.
WE WOULD CARRY THINGS FORWARD IN THE IMF AND THE PARIS CLUB PROVIDED
POLAND MADE IT POSSIBLE FOR US TO DO SO. POLAND'S ABILITY TO MAKE
ECONOMIC PROGRESS DEPENDED ON THE MANAGEMENT OF HER POLITICAL
PROBLEMS. IT LOOKED TO US AS IF CONDITIONS WERE DEVELOPING WITHIN
POLAND WHICH BROUGHT SUCH PROGRESS TANTILISINGLY WITHIN POLAND'S
GRASP. ANYONE WHO HAD EVER BEEN REMOTELY CONNECTED WITH HER IN WORLD
WAR II LOVED POLAND. THERE WERE A WHOLE RANGE OF SUBJECTS ON WHICH
WE WANTED TO FOLLOW UP THE PRIME MINISTER'S VISIT INCLUDING POL/MIL
TALKS AND PLANNING TALKS,UN CONSULTATIONS AND EXCHANGE OF SHIP
VISITS. WE WERE READY TO DISCUSS EDUCATIONAL EXCHAHGES AND
COOPERATION IN BROADCASTING AND TO BE ASSOCIATED IN SOME WAY WITH
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MARKING THE 50TH AMMIVERSARY OF THE BEGINNING OF WORLD WAR 11. WE
LOOKED FORWARD TO THE VISIT OF DEPUTY FOREIGN MINISTER KULSKI.

5. OLECHOWSKI SAID VERY FUNDAMENTAL CHANGES WERE GOING ON IN THE
POLITICAL AND SOCIAL STRUCTURE OF POLAND. THINGS HAD MOVED ON EVEN
SINCE MRS THATCHER'S VISIT. THE MAJOR ISSUE WAS HOW TO ACHIEVE
NATIONAL RECONCILLIATION WITH WALESA AND SOLIDARITY. THE POLES WERE
CLOSE TO A POSITIVE SOLUTION INVOLVING DISCUSSION WITH WALESA AS A
PARTNER, NOT AS AN ENEMY. THE SAME WAS TRUE FOR SOLIDARITY AS A
WHOLE. THE POLISH GOVERNMENT WANTED TO INTRODUCE PLURALISM TO
POLITICAL LIFE, AND INTO THE TRADE UNIONS. WITHIN THE SOCIALIST
PATTERN ESTABLISHED IN POLAND, EVERYTHING WAS POSSIBLE. THE ECONOMIC
SITUATION REMAINED A MATTER OF CONCERN AND POLAND LOOKED FOR HELP
FROM THE WORLD BANK, THE IMF AND THE PARIS CLUB. POLAND'S DEBT
BURDEN WAS MOUNTING. EACH YEAR POLAND COULD MEET ABOUT HALF ITS
LIABILITIES SO ANY SOLUTION IN THE PARIS CLUB MUST INVOLVE
CONSOLIDATION OF DEBT AND LONG TERM RESCHEDULING IF POLAND HAD ANY
HOPE OF MEETING HER OBLIGATIONS. THE AMERICANS HAD PLEDGED THEIR
SUPPORT IN THE IMF AND SHULTZ SAID HE WOULD GIVE POLAND'S CASE A
FAIR WIND WITH HIS SUCCESSOR. THE FRENCH WERE BEING HELPFUL. HE HAD
HIMSELF DISCUSSED THE ISSUES ON MORE THAN ONE OCCASION WITH
MITTERRAND. THE LATTER WOULD BE VISITING POLAND DURING THE COURSE
OF THE YEAR. RAKOWSKI WOULD BE PAYING A PRIVATE VISTIT TO GERMANY
LATER IN THE WEEK.

6. THE SECRETARY OF STATE SAID WE WERE VERY KEEN TO HELP. THE
RELATIONSHIP WITH THE IMF WAS FUNDAMENTAL. POLAND WOULD NEED TO SIGN
UP TO AGREEMENTS WITH THE PARIS CLUB AND WOULD HAVE TO TAKE TOUGH
DECISIONS, WE SYMPATHISED WITH THE ASPIRATIONS OF SOLIDARITY BUT,
AS AN EX-FINANCE MINISTER, HE KNEW THAT THERE WERE ALSO SOME PAINFUL
ECONOMIC TRUTHS WHICH SOLIDARITY COULD NOT IGNORE.

7. RELATIONS WITH THE EUROPEAN COMMUNITY. OLECHOWSKI SAID HE HAD
SPOKEN TO THE SPANISH FOREIGN MINISTER WHO HOPED TO ESTABLISH A
NEGOTIATING MANDATE SHORTLY. POLAND'S MAIN REQUEST WAS THAT SHE
SHOULD NOT BE DISCRIMINATED AGAINST. SHE WANTED THE SAME TERMS AS
HUNGARY. POLAND WAS MORE IN DEBT THAN HUNGARY AND NEEDED EQUALLY
FAVOURABLE CONDITIONS IF SHE WAS TO PAY HER WAY. THE SECRETARY OF
STATE POINTED OUT THAT THE SIZE OF THE POLISH ECONOMY WAS VERY
DIFFERENT FROM THAT OF HUNGARY. THE TIME SCALE FOR SOLUTIONS MIGHT
BE DIFFERENT. WE HAD PRESSED WITHIN THE COMMUNITY FOR PROGRESS ON
AN AGREEMENT WITH HUNGARY AND HAD EVENTUALLY ACHIEVED SOME
SATISFACTORY CHANGES FOLLOWING THE INTERVENTION OF THE PRIME
MINISTER. WE COULD NOT PROMISE TO DO THE SAME IN POLAND'S CASE. BUT
WE WERE MORE INCLINED TO LIBERALISM THAN MOST OF OUR PARTNERS.
OLECHOWSKI REGISTERED THE POINT.

8. VISIT BY JARUZELSKI. OLECHOWSKI SAID THAT JARUZELSKI WAS KEEN TO
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CONTINUE HIS EXCHANGE OF VIEWS WITH THE PRIME MINISTER. THE POLISH
EMBASSY IN LONDON HAD BEEN TOLD BY FCO OFFICIALS THAT IT MIGHT BE
POSSIBLE TO TAKE ADVANTAGE OF A TRANSIT OPPORTUNITY. THE PROBLEM WAS
HOW TO CREATE SUCH AN OPPORTUNITY. THE SECRETARY OF STATE SAID THAT
WHILE HE DID NOT THINK THAT A FORMAL VISIT BY GENERAL JARUZELSKI
COULD TAKE PLACE FOR SOME YEARS, A SHORTER, INFORMAL VISIT WOULD BE
MORE FEASIBLE IF A NATURAL OPPORTUNITY COULD BE FOUND AND IF SPACE
COULD BE FOUND IN THE PRIME MINISTER'S EXTREMELY FULL DIARY.
OLECHOWSKI SAID HE UNDERSTOOD AND WOULD FOLLOW UP ON THAT BASIS.

FCO PLEASE ADVANCE TO PS/NO 10

O'KEEFFE

DISTRIBUTION

ADVANCE

PS/NO 10 DOWNING ST
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10 DOWNING STREET
LONDON SWIA 2AA

10 January 1989

From the Private Secretary

POLISH NEWSPAPER:
QUESTIONS FOR THE PRIME MINISTER

Thank you for your letter of 10 January.
I have somewhat revised the answers for

Rzeczpospolita and added one to the first
Subject to any comments you may

question.
have,

I will send them to the Polish Ambassador.

(C. D. POWELL)

Richard Gozney, Esq.,
Foreign and Commonwealth Office.




SW2AQL

Question A: "WHICH OF THIS YEAR'S DEVELOPMENTS IN YOUR
COUNTRY DO YOU CONSIDER TO BE MOST IMPORTANT FOR ITS FUTURE"

I consider most important the completion of the government's
very extensive legislative programme for the first year of the
new Parliament elected in 1987. This included some of the
most radical reforms which our country has seen in the fields
of education, housing and local government. They will help
shape our society for the future, in the direction of

increasing opportunity and choice.

This will be carried forward in 1989, with a further programme
of reform, particularly the privatising of our electricity and
water industries. We do not believe that it is for

government and the state to run these services. They will be
more efficient and provide better value for the consumer if
they are run on market principles. It will also enable an
ever wider circle of people in Britain to own shares, even
beyond the one in five who already do so. It is all part of
the radical transformation of our economy in the direction of
greater freedom and enterprise - and a capital-owning
democracy. All this has happened against the background of
increasing prospects which has given our people a higher

standard of living than ever before.

Question B: "WHAT IS THE POSITION OF YOUR COUNTRY ON THE IDEA
OF BUILDING A "COMMON EUROPEAN HOME?"

I agree very much that the borders of Europe go way beyond the
European Community. Europe 1s much older than the Treaty of
Rome. As I said when I was 1n Warsaw, the first step is to
dismantle some of the existing walls, in particular the Berlin
Wall, before we can really build something new. Probably the
best way to give the idea substance is to concentrate on
practical cooperation between the countries of Eastern and
Western Europe on issues such as transport, environment and
industry. This sort of cooperation is surely in the interests

of everyone. Mr. Gorbachev has also made it clear that his

concept of the common European Home also involves the US and




Canada, which is helpful.

But in the end this will not be enough. If the idea of the

Common European Home is to have real substance, it must be a
Europe where people, ideas, and resources can move freely and
naturally, where everybody enjoys basic human rights enshrined
in law, and where the freedom of choice which Mr. Gorbachev
described, in his speech at the UN, as a "universal
principle", 1is a reality for all the peoples of Europe. That
1s what we want to build in Europe, and what we are working

towards through the CSCE process.

Question C: HOW DO YOU IN YOUR COUNTRY EVALUATE OUR MUTUAL
BILATERAL RELATIONS?"

I believe that my visit to Poland last year was important and
has set our relations on a new basis. I do not just mean
official contacts, important though these are. I mean
contacts between individuals and cultural, academic and
institutional links of all kinds. As for the economy, we are
ready to give practical support to your reforms. But as I
stressed in Warsaw, economic reform cannot succeed without

greater political freedom and greater responsibility.

Both our countries also have an important part to play in
dismantling the barriers between East and West and I discussed
with General Jaruzelski ways in which we could cooperate in
that course. I hope that 1989 will see some practical
results. Poland's roots lie as deep in Europe as ours. My
visit brought this truth home to me more than ever. We must

never forget it.




Foreign and Commonwealth Office

London SWIA 2AH

10 January 1989
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Polish Newspaper: Questions for the Prime Minister
Thank you for your letter of 16 December about
a request from the Polish Government daily paper,
Rzeczpospolita, for the Prime Minister to answer
three questions for publication. Other EC Embassies
have received similar requests.

We recommend that the Prime Minister should accept
the invitation. The question on Poland will allow
her to set out her views on bilateral relations following
her visit. I attach draft replies to Questions B
and C, which Mr Waldegrave has seen in the Foreign
Secretary's absence. I assume you will wish to provide
an answer to Question A (which reads "Which of the
past year's events in your country had the greatest
meaning for its future?").

Private Secretary

C D Powell Esq
PS/No 10 Downing Street




Foreign and Commonwealth Office

[London SWI1A 2AH

21 December 1988
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Anglo-Polish Relations

Thank you for your letter of 16 December. We
do not think the Prime Minister need reply to
General Jaruzelski's message. It does not contain
any new points. But the Ambassador in Warsaw will
of course refer to it when he calls on the MFA to
discuss follow-up to the visit.
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(L Parker)
Private Secretary

C D Powell Es
PS/No 10 Downing Street







10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 16 December 1988

POLAND

The Polish Ambassador has asked whether
the Prime Minister could provide written
answers to a series of questions for the
official government daily newspaper
"Rzeczpospolita". Unless you see any strong
objection, I should be grateful if you could
let me have some draft replies by 9 January.

(C. D. POWELL)

Lyn Parker, Esqg.,
Foreign and Commonwealth Office.




10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 16 December 1988

ANGLO-POLISH RELATIONS

The Polish Ambassador called on me
this morning to deliver the enclosed message
to the Prime Minister from General Jaruzelski.
I gave the Ambassador no reason to suppose
that there would be a specific reply. But
it would be helpful to have advice whether
we should regard it simply as a reply to
the Prime Minister's own earlier message,
or use it as a peg to hang some further
communication.

(C. D. POWELL)

Lyn Parker, Esq.,
Foreign and Commonwealth Office.




PRZEWODNICZACY RADY PANSTWA
POLSKIE] RZECZYPOSPOLITE] LUDOWE]

Wielce Szanowna Pani Premier,

dziekuje Pani za listy, ktdére byXa Pani uprzejma
przekazaé po wizycie w Polsce. Przeczytalem je z wielkg

uwaga .

Pragne podziekowac¢ Panli zwiaszcza za clepie sitowa
wypowiedziane pod adresem naszego kraju w parlamencie bry-
tyjskim. Pragniemy odczytywaé¢ je jako potwierdzenie inten-
cji rozwijania wszechstronnej brytyjsko-polskie] wspdi-

pracy.

Podczas wizyty w naszym kraju miata Pani okazje
zapoznaé¢ sie szeroko z polska rzeczywistoscig. Przywig-
zuje do tego duzg wage. W Polsce zachodza szybkie prze-

miany, procesy o historycznym nierzadko znaczeniu.

Problemy i zjawiska doraZne nie powinny ich prze-

staniacd.

Spoteczenstwo polskie wysoko ocenito Pani wizyte
na Westerplatte. Rad jestem, Ze wyrazila Pani w imieniu
Wielkiej Brytanii gotowos¢ do wspdlnej refleksji w zwigz-
ku ze zblizajgca sie 50 rocznica wybuchu II wojny sSwia-

towe].

Pani Margaret Thatcher

Premier

Zjednoczonego Krdlestwa
Wielkiej Brytanii i Pdéinocnej Irlandii

L ondyn




W historii wspdipracy naszych pardstw i naroddéw
nie brakuje chlubnych kart. Powinniémy zarazem patrzed
dalekowzrocznie w przysztos$é. Jestem przekonany, ze
polsko-brytyjska wspdipraca moze staé sie waznym czyn-
nikiem stabilizujgcym oraz utrwalajgcym proces odpreze-

nia w Europie.

Bardzo sobie cenie Pani zaproszenie do konty-
nuowania naszych rozméw tak obiecujaco zapoczagtkowanych

w Warszawilie.

Wymierny rozwéj wspdipracy miedzy naszymi pan-

stwami, na ktéry bardzo licze, mégiby staé sie najpew-
niejszym pomostem do naszego kolejnego, owocnego spot-

kania.

Lacze wyrazy szacunku 1 najlepsze pozdrowienia.

Warszawa, 6 grudnia 1988 roku




London, l4th December, 1988.

Jas Lo ol ,

I would be grateful if you could submit the questions of the
Polish official Government daily newspaper ''Rzeczpospolita", as

below, to the Prime Minister, the Rt. Hon. Margaret Thatcher.

The same set of questions has been presented to Heads of
State of several countries including Belgium, France, Greece, Italy,

Spain, Sweden and the Federal Republic of Germany.
Answers are expected to be published by mid-February.

1) Which one of this year's developments in your country

do you consider to be the most important for its future?

2) What is the British attitude to the idea of "The Common

European House''?

3) What is your view on the future of British-Polish

bilateral relations?

Thanking you in advance for your kind assistance in this

matter, I remain,

Mr. C.D. Powell,

Private Secretary to Prime Minister,
Prime Minister's Office,

10 Downing Street,

London, SWIA 2AA.
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FM UKDEL IMF/IBRD WASHINGTON
TO ROUTINE FCO

TELNO 245

OF 112230Z NOVEMBER 88

AND TO ROUTINE WARSAW P/J(/

IMF POLAND

2 7

S UMMARY

1" NEW GOVERNMENT HAS NOT YET FORMULATED ITS ECONOMIC
PLANS FOR 1989. ECONOMIC SITUATION CONTINUES TO DETERIORATE
IN 1988. NO IMMEDIATE PROSPECT OF A FUND PROGRAM.

PETAIL
2 . WE HAVE SPOKEN TO PRUST (MISSION CHIEF) ON HIS RETURN
FROM POLAND. HE REPORTED THAT THE NEW GOVERNMENT HAS NOT YET

—==7

FORMULATED LTS ECONOMIC PLANS FOR 1989 AND WAS NOT THEREFORE
READY TO HAVE DETAILED DISCUSSIONS WITH THE FUND. PRUST
NOTED, TOO, THAT NEITHER THE NEW DEPUTY PRIME MINISTER OR THE

NEW FINANCE MINISTER HAD MUCH BACKGROUND IN MACRO-ECONOMICS .
Sl _ PRUST SAID THAT THE CURRENT ECONOMIC SITUATION WAS
QUOTE BAD AND GETTING WORSE UNQUOTE. FOR 1988 AS A WHOLE,
PRICE INFLATION WAS PROJECTED AT 60 PERCENT, AND WAGE
INFLATION AT MORE THAN 70 PERCENT. MOREOVER THERE HAD BEEN AN
ACCELERATION IN WAGE INFLATION DURING THE COURSE OF THE YEAR.
PARTLY IN RESPONSE TO THE SUMMER STRIKES - YEAR-ON-YEAR WAGE
INFLATION IN SEPTEMBER HAD REACHED 87 PERCENT. THUS REAL WAGE
(AND A FORTIORI) REAL INCOMES HAD GROWN STRONGLY IN 1960,
SHARPLY EXACERBATING DOMESTIC IMBALANCES. THE FUND ESTIMATED
THAT WHILE REAI_INCOME IN AGGREGATE WOULD RISE BY 10 PERCENT
IN 1988, REAL EXPENDITURE WOULD INCREASE BY ONLYEE-PERCENT THE
IMPLIED INCREASE IN FRUSTRATED DEMAND WAS ONE REASON WHY THE
POPULATION FELT HARD DONE BY DESPITE THE CLEAR INCREASE IN

AGGREGATE INCOMES.
4. ™™ THE VERY HIGH PRICE AND WAGE INFLATION IN 1988 HAD NOT
ONLY EXACERBATED EXCESS DEMAND PRESSURE IN POLAND, IT HAD ALSO
PREVENTED SIGNIFICANT PROGRESS ON RELATIVE PRICE ADJUSTMENT.
OVER THE YEAR AS A WHOLE THERE WOULD PROBABLY BE SLIGHT
INCREASES IN THE RELATIVE PRICES OF ENERGY AND CONSUMER
DURABLES . BUT THESE SHIFTS WERE DWARFED BY THE GENERAL FRICE
RISE.  SIMILARLY, WHILE AT THE BEGINNING OF THE YEAR IT HAD
SEEMED THAT THERE WOULD BE A FALL IN RELATIVE WAGES IN THE

MINING SECTOR, THIS HAD BEEN LARGELY ERODED BY SUBSEQUENT

PAGE 1
CONFIDENTIAL




CONFIDENTIAL
140027

MDLIAN 3569

GENERAL WAGE INFLATION.

Dl s PRUST COMMENTED THAT THE GROWING DOMESTIC IMBALANCES
HAD NOT YET LED TO A DETERIORATION IN THE EXTERNAL POSITION.
EXPORT GROWTH (15 PERCENT IN THE FIRST NINE MONTHS OF 1988)
HAD BEEN STRONGLY FUELLED BY A COMPETITIVE EXCHANGE RATE AND
BY TAX AND RETENTION ACCOUNT INCENTIVES. THE MAIN EXPORT
GROWTH AREA WAS IN MANUFACTURES TO WESTERN EUROPE. IN LINE
WITH EXPORT GROWTH, IMPORTS TOO HAD GROWN RAPIDLY IN 1988.

THE AUTHORITIES ARGUED THAT HIGH IMPORT GROWTH HAD ALLOWED
STRONG EEEQRT GROWTH. PRUST, HOWEVER. FELT THAT IMPORT GROWTH
COULD BE COMPRESSED SOMEWHAT WITHOUT SIGNIFICANT IMPACT ON
PRODUCTION.

6. PRUST REPORTED THAT THE AUTHORITIES STILL APPEARED TO
BE STALLING ON SIGNING BILATERAL AGREEMENTS WITH OFFICIAL
CREDITORS. HE COULD FIND NO EXPLANATION FOR THEIR FAILURE TO
TAKE THIS IMPORTANT FIRST STEP IN NORMALISING RELATIONS.

PRUST DID NOTE HOWEVER THAT THE POLES HAD RECENTLY CONCLUDED A
BILATERAL AGREEMENT WITH JAPAN (A HANGOVER FROM THE 1985
MULTILATERAL AGREEMENT).

i LOOKING TO THE YEAR AHEAD, PRUST EMPHASISED THAT THE
AUTHORITIES HAD NOT PRESENTED TO THE FUND STAFF ANY DETAILED
FIGURES. HOWEVER . HE THOUGHT THAT THEY WOULD BE AIMING TO
KEEP INFLATION TO 25-35 PERCENT, AND TO HOLD REAL INCOMES
CONSTANT. GIVEN THAT THERE WOULD BE A 20 PERCENT INFLATION
QUOTE CARRY-OVER UNQUOTE FROM 1988, THIS INFLATION TARGET
WOULD LEAVE VERY LITTLE ROOM FOR FURTHER PRICE

LIBERALISATION. HE THOUGHT THAT THE AUTHORITIES MIGHT ALSO BE
PREPARED TO INCREASE INTEREST RATES.

8's PRUST'S VIEW WAS THAT A PROGRAM ALONG THESE LINES
WOULD NOT BE ADEQUATE. HE THOUGHT THAT THERE WAS A CLEAR NEED
TO CUT REAL INCOMES IN VIEW OF THE LEVEL OF DOMESTIC
IMBALANCES. HOWEVER, THAT WOULD CLEARLY BE VERY DIFFICULT
POLITICALLY AT THIS STAGE. PRUST FELT THAT THE POLES STILL
HAD A GREAT DEAL TO DO TO DEMONSTRATE A TRACK RECORD OF
COMMITMENT TO ADJUSTMENT WHICH MIGHT LEAD EVENTUALLY TO A
FUND-SUPPORTED PROGR&N.' PRUST ALSO OFFERED THE THOUGHT THAT
WITH BAKER HEADING FOR THE US STATE DEPARTMENT LITTLE CHANGE
IN THE US' POSITION ON POLAND COULD BE ANTICIPATED.

9. PLEASE PASS TO SHORT (CABINET OFFICE).

CASSELL
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the Public Records Act 1958; Temporarily retained; Missing at transfer
or Number not used.




SENIOR STAFF IN CONFIDENCE

10 DOWNING STREET
LONDON SWIA 2AA
From the Principal Private Secretary

11 November 1988

)Q.A\ST'-;JL,

CHIEF PRESS SECRETARY'S INVITATION
FROM THE POLISH GOVERNMENT

I should be grateful for the Foreign Office's views on
the advisability of Bernard Ingham accepting the Polish
Government's invitation, described in his minute attached, to
make a lecture tour to post graduate colleges of journalism 1in
Poland.

I have to confess to certain misgivings about acceptance
of this invitation. There is the obvious security
consideration. But beyond that, there is the concern that the
Polish authorities would turn the visit of Mrs. Thatcher's
Chief Press Secretary to their own political advantage. A
lecture tour to Poland under the auspices of the Polish
Government could degenerate into an exercise of Communist
propaganda. To that extent, Bernard would be "used".

A lecture tour organised by the Warsaw Embassy could be
another matter. We could then control its content and
management so that the pitfalls identified above, if they
exist, could be avoided. But this is not on offer, though I
suspect it could be arranged if we saw advantage in it.

I should be glad to have the Foreign Office's views on
the advisability of Bernard accepting this invitation. There
is no objection to your seeking the Post's advice if you
thought it helpful. Of course, the Prime Minister would need
to be consulted before Bernard could accept the invitation.

I am sending a copy of this letter to Trevor Woolley in

Sir Robin Butler's office.
\é:.v—o $\%
N‘M (.»ac c (8
(N. L. WICKS)

Stephen Wall, Esqg.,
Foreign and Commonwealth Office.

SENIOR STAFF IN CONFIDENCE
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FM WARSAW
TO IMMEDIATE FCO
TELNO 689

OF 091435Z NOVEMBER 88
INFO IMMEDIATE EAST EUROPEAN POSTS, UKDEL NATO, BONN, WASHINGTON

MY TELNO 683: CLOSURE OF LENIN SHIPYARD

SUMMARY

1. WALESA DOES NOT PUT PROMISED STRIKE ALERT INTO EFFECT AT LENIN
SHIPYARD. MINOR PROTEST ACTION AT TWO OTHER SHIPYARDS IN GDANSK.
———

—

—

DETAIL

2. ON 8 NOVEMBER LECK WALESA ADDRESSED A RALLY OF SOME 3,000
WORKERS ON FIRST SHIFT AT LENIN SHIPYARD IN GDANSK. HE DID NOT CALL
THE STRIKE ALERT WHICH HE THREATENED ON_6 NOVEMBER (PARA 2 MTUR),

IN VIEW OF QUOTE ENCOURAGING NEWS UNQUOTE FROM SHIPYARD MANAGEMENT
THAT LIQUIDATION WOULD NOT TAKE EFFECT UNTIL 31 DECEMBER 1990.
WALESA ADDED THAT CONDITIONS WERE UNFAVOURABLE FOR STRIKE ACTION
(FOR EXAMPLE, THE AUTHORITIES COULD EASILY COUNTER AN OCCUPATION
STRIKE BY TURNING OFF THE HEATING ETC) AND SOLIDARITY WAS NOT YET
READY. T -

————————

3. PROTEST ACTION AT LENIN SHIPYARD HAS SO FAR BEEN LIMITED TO
COLLECTION OF SIGNATURES FOR PETITIONS TO THE AUTHORITIES, AND AN
APPEAL TO THE CONSTITUTIONAL TRIBUNAL. MINOR PROTEST ACTION

IN SUPPORT OF LENIN SHIPYARD HAS TAKEN PLACE AT TWO NEIGHBOURING
SHIPYARDS IN GDANSK: AROUND 50 WORKERS PICKETED THE GATES OF THE
WISLA SHIPYARD, AND ABOUT 500 WORKERS BEGAN A STRIKE AT THE REPAIR
SHIPYARD ON 8 NOVEMBER. BY 9 NOVEMBER ONLY AROUND 120 WERE STILL
ON STRIKE. THIS IS EXPECTED TO. PETER OUT SOON.

4. AT HIS PRESS CONFERENCE ON 8 NOVEMBER, GOVERNMENT SPOKESMAN
URBAN, APPLAUDED WALESA'S DECISION NOT TO CALL A STRIKE ACTION.

— —

COMMENT

S. WALESA'S COMMENT ON ENCOURAGING NEWS FROM THE MANAGEMENT
PROBABLY RELATES TO AN ANNOUNCEMENT BY THE MINISTRY OF INDUSTRY
LAST WEEK THAT LIQUIDATION OF SHIPYARD WOULD TAKE PLACE OVER THE
PERIOD 1 DECEMBER 1988 - 31 DECEMBER 1990. BUT ESSENTIALLY HE
IS BACKING-OFF FROM HIS MILITANT COMMENTS ON 8 NOVEMBER, PARTLY

NO DOUBT BECAUSE OF THE VERY REAL PRACTICAL DIFFICULTIES OF MOUNTING
STRIKES IN THE WINTER. IT REMAINS TO BE SEEN WHETHER WALESA WILL

—

PAGE 1
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ASSESS THE SITUATION DIFFERENTLY WHEN THE NEXT RALLY IS HELD AT
THE SHIPYARD ON 15 NOVEMBER. AT PRESENT HIS POLICY SEEMS VERY
UNCLEAR.

BARRETT
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STAFF IN CONFIDENCE

CABINET OFFICE

9 NOV 1988

FILING INSTRUCTIONG

10 DOWNING STREET AL

LODHNDN!“NUKZAA
c-My W ks

From the Principal Private Secretary

Honle e U 7
SIR ROBIN Bt}?éR i~ FCo'c ol j;_o :

POLISH EXCHANGE Honde 1Ag cgoan he— koW ] h_L,\r)

rodh Mo, IF & N Hemsmmnasdad | N B e PM.
I should be glad to know whether you share my doubts about the ﬁ;ﬁg
wisdom of Bernard Ingham accepting the Polish Government's
invitation, described in his minute below, to visit
post-graduate colleges of journalism in Poland.

There is the obvious security consideration. But this 1s not
my main concern. My main worry 1is that the Polish authorities
would use the visit of Mrs. Thatcher's Chief Press Secretary
for their own political advantage. A lecture tour to the
United States, which Bernard has undertaken, is one thing.

But any lecture tour to Poland, under the auspices of the
Polish Government, could well degenerate into an exercise of
Communist propaganda. To that extent, Bernard would be
wused". Of course, a lecture tour organised by the Embassy
might be another matter. But that is not what is suggested.

If we were ready to see Bernard accept this invitation, the
Foreign Office would need to be consulted and they would no
doubt want to consult the Post. The Prime Minister's
permission would also be necessary.

But before involving the Foreign Office and the Prime
Minister, I should be glad to know whether you share my views.

(N. L. WICKS)
8 November 1988

STAFF IN CONFIDENCE
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POLISH EXCHANGE

During the Prime Minister's visit to Poland I was invited by
Polish spokesmen who had visited me in No 10 during study tours of
the UK to pay a return visit to Poland. I thanked them and said I
would explore the possibility, though the difficulty of getting
away under our system was very considerable.

The two spokesmen are Slawomir Tabkowski, Chief Party Spokesman,
and Jerzy Urban, Government spokesman.

Mr Tabkowskil extended his invitation in the context of seeking
help from me in getting a number of senior journalists, with an
international outlook, or Professor of Schools of Journalism, to
visit their post-graduate colleges of journalism to lecture and
lead discussions.

Mr Urban, who has twice invited me to make an official visit to
Poland, was enthusiastic about the idea of my combining a visit
with such a lecture tour to explain how I do my job in the UK. So
too was John Saville, the Information Officer in our Embassy.

It would be an interesting experience to go out with say Robin
Oakley, Political Editor, Times; Peter Jenkins, Independent, and
Paul Potts, Deputy Editor, Express. This group would provide a
range of journalistic experience and outlook which could only be
valuable to Polish journalists.

What do you think about

(a) the idea of my responding to the Tabkowski/Urban
invitation; and

(b) my doing so in the context of a lecture visit with such
a group of journalists.

F\DL——V‘\

BERNARD INGHAM

8 November 1988







Foreign and Commonwealth Office

London SWIA 2AH

25 October 1988

Do arte)

Message from the Polish Prime Minister

The Prime Minister sent a message of
congratulation to the new Polish Prime Minister,
Mieczyslaw Rakowskil, on 28 September. The
Polish Embassy has now forwarded Mr Rakowsk1l's
reply, which I enclose.

/ o
oW QU S

(
’/ \c?ﬂgb

—\

(L Parker)
Private Secretary

C D Powell Esg
PS/No 10 Downing Street




H.E.Mrs Margaret Thatcher
Prime Minister of the United Kingdom of
Great Britain and Northern Ireland

London

(Dear Mrs Prime Minister),

Please accept my thanks for the congratulations and wishes conveyed to me

on the ocassion of my election for the Chairman of the Council of Ministers.

May I assure you, Madamme, that I am looking forward with pleasure to our

forthcoming meeting and the opportunity of hosting you in Poland.

I fully share your hope that our talks should contribute to the consolidation of

the time-honoured friendship and all-round co-operation between the two countries.

Mieczyslaw F.Rakowski

Chairman of the Council of Ministers of the Polish People's Republic







J-65 %%

The Embassy of the Polish People's Republic presents
its compliments to the Protocol Department of the Foreign and
Commonwealth Office and has the honour to request that the
enclosed message from the Mr. Mieczyslaw Rakowski, Chairman
of the Council of Ministers of the Polish People's Republic,

be submitted to Prime Minister Mrs. Margaret Thatcher.

The Embassy of the Polish People's Republic avails
itself of this opportunity to renew to the Protocol Department

of the Foreign and Commonwealth Office the assurance of its
/) >

nighest considerationg

12th, October, 1988




H.E.Mrs Margaret Thatcher
Prime Minister of the United Kingdom of
Great Britain and Northern Ireland

London

(Dear Mrs Prime Minister),

Please accept my thanks for the congratulations and wishes conveyed to me
on the ocassion of my election for the Chairman of the Council of Ministers.
May I assure you, Madamme, that I am looking forward with pleasure to our

forthcoming meeting and the opportunity of hosting you in Poland.

I fully share your hope that our talks should contribute to the consolidation of

the time-honoured friendship and all-round co-operation between the two countries.

Mieczyslaw F.Rakowski

Chairman of the Council of Ministers of the Polish People's Republic
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TO IMMEDIATE WARSAW
TELNO 440

OF 281300Z SEPTEMBER 88

YOUR TELNO 1541

il PLEASE PASS THE FOLLOWINGC MESTACGE FROM TH
MR RAKOWSKI AS SOON AS POSSIBLE:

QUOTE

PLEASE ACCEPT MY CONGRATULATIONS ON YOUR APPOINTMENT AS

PRIME MINISTER. I WISH YOU EVERY SUCCESS IN THE DIFFICULT TASKS
AHEAD. I AM LOOKING FORWARD GREATLY TO MY VISIT TO POLAND AND I
FEEL SURE THAT OUR DISCUSSION WILL HELP 7O INCREASE THE

FRIEND-SHIP AND UNDERSTANDING BETWEEN OUR TWO COUNTRIES.
HOWE

YYYY
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10 DOWNING STREET
LONDON SWIA 2AA

28 September 1988

From the Private Secretary

Thank you for your letter of 28 September
proposing the Prime Minister should send a
message of congratulations to the new Polish
Prime Minister. I am sure the Prime Minister
will be prepared to send a message, and the
text enclosed with your letter may issue,
with the omission of the word "warm" before
congratulations, which I think 1s a bit
excessive 1n the circumstances.

Charles Powell

Lyn Parker, Esq.,
Foreign and Commonwealth Office.
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DRAFT: minute/letter/teleletter/despatch/note TYPE: Draft/Final 1 +

FF OM: Reference
PO2AAB

DEPARTMENT: TEL. NO:
Your Reference

BUILDING: ROOM NO:

SECURITY CLASSIFICATION

Top Secret
Secret
Confidential
Restricted

Unclassified

PRIVACY MARKING

Enclosures flag(s)

TO: Copies to:

PS/No 10

SUBJECT:

We have heard from the Embassy in Warsaw that
the Polish parliament confirmed that choice of
Rakowski as the new Polish Prime Minister. As you
know the Poles are now considering a postponement of
the Prime Minister’s visit. It may be two or three
days before we know their decision. Nevertheless we

recommend that a message of congratulations should be

sent to Mr Rakowski as soon as possible. I should be

grateful for your comments on the enclosed draft.
I also enclose a personality note on Mr

Rakowski.
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1. Please pass the following message from the Prime Minister to

Mr Rakowski as soon as possible:
Quote
Please accept my warm congrafjulations on your appointment as
Prime Minister. I wish you every success in the difficult tasks
ahead. I am looking forward |[greatly to my visit to Poland and 1
feel sure that our discussion will help to increase the

friend-ship and understanding between our two countries.
HOWE

Y XYY

LIMITED

PS/Mrs Chalker
PS/Mr Waldegrave
PS/PUS

PS/Sir J Fretwell
Mr Ratford

HD/EED

HD/SOVIET

S

YYYY Catchword: pp/ECDCE)
MAIN File number Dept Drafted by (Block capitals) Telephone no

ADDITIONAL | PO2AAA EED | Hd/EED 270 2366

Ly ‘ |
NNNN Authorised for Initials Date/t1me|
despatch by:

For COD Comcen reference Telegram number Processed by
use only

Bas 270224/8107414 50m 3/88 P




OUT TELEGRAM (CONT)

Classification (aveat ‘ Precedence

RESTRICTED ‘ IMMEDIATE

<<<<

HD/ECD(E)

HD/WED

HD/NEWS
HD/PLANNING STAFF

NNNN

For distribution order see Page

Printad in the UK for 1HMSO 5/88 DdB107407 C500 2708)




%

|
e

G J\_ .:t«-f{,k_/ - ( 5 V\:-é/{, f(_ .\x (/f’h |
B —_— — e ———







Active Technologies plc

57 COLLEGE ROAD, HARROW, MIDDLESEX HA1 1BZ FAX NO: 01 427 1099
TELEX NO. 946240 CW EASYG ELN 19002385 TELEPHONE: 01 427 4165 & 861 3352

Points re situation in Poland.

15 sept 1988.

Active technologies plc signed the first Anglo Polish joint wventure
in Jan 1988. We have signed our first export contract and are
investigating several very interesting possibilities.

The philosophy behind our action was that the manufacturing world
needs a new market place in which to sell its goods in order to
continue its standard of living. The third world is short of finance
and credibility, the other countries are generating extremely
competetive market places, Eastern Europe is waking up and will
provide an enormous market if the finance 1is solved. Our joint
venture is a possible solution

Our own capability to import products and sell them in local currency
at a premium over the official exchange rate for later purchase of
goods services and products is unique for a U.K. company. It results
in labour charges to our joint venture company of 100 pounds for a
skilled worker per month. A extrodinary advantage over western labour
rates.

The capabilities of some of the Polish factories has impressed our
guests and is already used by the West Germans and Japanese. One
factory which had recently introduced a semi automated production
line was already full of export orders.

The current anxiety over the shortage of engineers in the U.K. if
real and a problem, could be solved by utilizing Polish engineering
resources.

Joint ventures after the change in the law in april 87 have allowed
some new ideas and enthusiasm to generate in Poland. The I.M.F are
monitoring their progress as a new way of helping Polish industry
generate hard currency to pay back the debt currently some 36 b
dollars.

"Solidarity", rather than being a union it is more of a political
party. The likely role for Solidarity is as an opposition party.
Whether Walesa leads or another will be seen, Walesa 1s a simple man
who may be a temporary leader.

DIRECTORS: Martin Vlieland-Boddy A.C.A., M.B.IM. (Managing), Martin Jackson, John Pascoe, Paul Chambers B.A., A.C.A.
Active Technologies PLC is registered in England No. 1651588




The old ptyle leadsrs in Poland and other Ea=stern Europe countries
are all fighting to pregerve the statue quo. Thelr oppoesition i not
open but they hide behind committees and interpretation of new
legislation.

The recent internal pressures of unrest and strikes caused the
existing government to divert export orders to the internal
market.This, whilst serving to aleviate the frustration of the
workers will mortgage their future business integrety. Contracts
signed must be honoured not diverted to internal market.

Poland suffers from some well known diseases, business versus
bureaucrats / whose fault / interpretation of rules/ timetables for
rules /. A lot of these problems could be solved by using Japanese
solutions eg exchange of personnel between the bureaucrats and
business managers at the lower levels. Another solution would be the
introduction of enterprise zones near the major ports, independent of
the business law.

A great deal of the delays and frustrations of doing business with
Poland could be reduced by the appointment of a "Minister for joint
ventures" who with the help of western representation on his advisory
groups would arbitrate and ease new ventures. In other words his role
would be of an Ombudsman with teeth.

Investment protection as offered by the D of I is a good incentive
for British industry. Another would be dividend relief on joint
venture companies. As there are only two the cost to the U.K. would
be minimal but what great P.R.

Other general points :
General J might be invited to London.

The U.K. could extend places at U.K. universities and technical
colleges in engineering fields that are unfilled from U.K.

¥ invite Professor Janicki
President,
Digital laboratories 1td
Room 512
Hotel Polonia
Warsaw.

to meet Mrs Thatcher







Foreign and Commonwealth Office

London SWI1A 2AH

10 May 1988

C Q-jﬁ’)
lqu{ i

Poland: Lord Bethell

You told me yesterday that Lord Bethell had rung you
from Warsaw about a piece in the Sunday Times on 8 May
(copy enclosed) under the headline "Howe backs Jaruzelski'.

Lord Bethell was in Gdansk yesterday, and unavaillable.
(As you may have seen, he was arrested briefly there, and
held for about 40 minutes. In releasing him, the police told
him that "a mistake" had been made). He 1is now back in Warsaw,
and plans to travel to London this afternoon. Our Embassy
have told him that the Sunday Times piece is incorrect, and
that a statement made by News Department on 6 May (copy enclosed)
correctly represents the Foreign Secretary's views. Lord
Bethell said he was relieved. He also seemed relaxed about
his brief arrest, and said he does not propose to make an

issue of 1it.
J
(DN‘Z:.QJ{S/

—\_

(L Parker)
Private Secretary

C D Powell Esqg
10 Downing Street




SUNDAY TIMES l

Howe backs Jaruselski

SIR GEOFFREY HOWE, the foreign secretary, has
greater sympathy with General Wojciech Jaruselski in the Pol-
ish crisis than with the Solidarity movement. He believes
Jaruselski should be regarded as a patriot for safeguarding his
country against Russian military intervention and that the
recent labour unrest is based on unrealistic demands.

But the Foreign Office, striving to remain even-handed
over developments, last week deplored police violence in break-
ing up the strikes.

Mrs Thatcher is to visit Poland later this vear. She is ex-
pected to meet Lech Walesa, the Solidarity leader, and

Jaruselski.
Walesa defiant, page 17
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UNREST IN POLAND

The Government has been following closely and with concern the

recent strikes in Poland, and the reactions of the Polish

authorities. We deplore the use of police violence. We call upon
the Polish authorities to recognise the importance of political
reforms designed to ensure individual liberties and freedom of
association, and to make use of persuasion and dialogue, rather than
coercion and repression. Poland's planned economic reforms offer
the welcome prospect of a new start. But they involve short-term
sacrifices. They cannot be successfully introduced without support

from the Polish people.
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by Nicholas Bethell
JUr '_‘:'l‘!‘-lf"l:_i_E corres-

3“’[.’1‘.'“{ 11 yarsaw

MAIN spokesman for
Jl._J[1 !"""'} Polish !.I'.it.‘l*‘
n Solidarity, Janusz

\
rK1ewlC?z,

pdown
nment on
> gynon activity.
the leader of the
the Lemin sl
| early tod:
last nmight, man:
'f':"!-i“‘y .:t.'.]"".'-i
instate fired

step forward,”

harrmar

lemant
Solidanty were not nsidered.

an iullegal Solidanty 15-
minute sound broadcast that
broke into the television news
at 9.30pm 1n Gdansk, the
banned union’s leader, Lech
Walesa, told strikers: “"You are

iecide whether we accept or
for Solidamty. It's your
ision. In the case of a pacifi-
cation [raid], I'll be the last to
i i"'-.:I'fi.‘
ieeting near Warsaw
leading member of
tburo said that
thorities propost d to|
nndate'’ the (Gdansk strike
he strike 1s 1illegal,”’

[n our country, 4s 1n Brt
iin. there are laws about the
rights to stnke and, as 1t hap-
pens, we took them mainly from
the British model, not from the
Soviet Union. There are seven
separate steps that must be
taken before a strike is legal

In the midst of this, the
West invites us to bow down to
A
w101 1-.!' n'J!"_". I'he :"1'![!“ ol “‘_;IIII'
danty would lead to chaos."

Foreign commentary—p8

Walesa and accept him as a|,
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Wh)Poles feel solidarity
with the Thatcher way

LAST WEEK marked an acceleration in
the Grecian inevitability of Poland's
tragedy. Some of the demands made by
strikers 1n Gdansk and Nowa Huta were
irresponsible to the point of surrealism
When a country's productivity is seven
per cent less than it was 10 years ago, as
Poland's 1s, it makes no sense for its
workers to demand 50 per cent pay
increases
The outbreak was. nevertheless, inevitable
Indeed, it 1s-surpnsing that the calm of the
recen! stagnation endured so long Seldom
can the working people of an industralised
and well-educated nation have been so cruelly
provoked by a government which
through msensitivity o bborr
move from positions of dogma
Clear thal
to sausfyv theur
aspirations

whelher
refusal m
[ 1 eYer
. 2 positic
anc mos! natural

it will pever be ar
simplest

The Gdansk shipyard workers, well-paid by
Polish standards, earn 45,000 zlotys a month
This 1s the princely sum of £560 a2 week al a
free market! exchange rate ($1 = 1.000 zlotys)
and may be worth £10 in terms of local pur
chasing power. It provokes Lech Walesa to
remark that be 1s fed up with his men being
kepl as Europe's paupers. 1l is a poverty
which, in many respects, now surpasses Third
World levels

Infant mortality 1s on the increase and some
of the most basic medicaanes are po longer
stocked 1n pharmacies. Unless they are made
in the country, which few items are, they will
not be on the shelves Poland owes the West
pearly 340,000 million. There is no foreign
currency available for imports. Ordinary
items like cotton wool are not on sale either
One sees signs pasted up 1o pharmacy win
dows' ""No cotton wool, no razor blades. no
tampons ' This i1s' to stop shop assistants
being constantly pestered and abused

Toile! paper 1s hardly ever in stock Some
times 1l 1s made available on an exchange
basis at the rate of one roll for a kilo of was!s
paper —old newspapers or books In villages
aod small towns, though, po such schems
exists Poland has fewer telephones per capita
thar an: Europear country except Albanis

M2 ordinan focds®. are oo o sal
entter and tem< such as chocolste and
meal are rahionet The meal rat 2+ kal

SAUSAF The chocola
for children an
o the black mark=~

sSoms

700 000 Pole ofter the
best gualibed, have beft thew
country for good A public opimion poll at the
end of 1987 indicated that 60 per cenmt of
people under 30 wished to leave Poland for a
peniod of at least five yedrs in the West. or for
ever. The reasons they ated were low wage
wnadequate housing and lack of prospects
It is agains! this background that Mrs
Thatcher’'s wvisit, onginally scheduled for this
month and now planned for October, is arous
ing great expectations among the Poles
especi2lly the government, She is imfluenced
it 1s saud, by humanitanian dismay al Poland's
misery, by a feeling of histoncal obligation
towards the country which suffered most dur
ing the Second World War and by the
practical need 10 avoid, especially at this
yuncture, another Polish explosion of despair

An outbreak of unres! o
will not help Mr Gorbaches

1

vival a1 the June plenun

Eastern Europe
s chances of sur
He and his Liberal

policies will be blamed by Soviel hardliners if
things get worse and the Soviel Union 1s put
to the trouble of having to restore order
These strikes could end the new East-West
detente before it really begins, and wath i
Mrs Thatcher's working relationship with the
Soviet leader

She will therefore iy to Warsaw later this
year with a bag of gold and a rabbit in a hat,
ready to help the Polish Governmen! as well
as hersell Her new-style Marshall Plan will
be backed by Western Europe and large
amounts of moncy will be made availably for
Poland's infrastructure, including housing
Morale will be Lifted, the Poles will have the
means 1o work themselves out of their stagna
non and central Europe will be stabilised, 1n
evervone s nlerests

The Polist
enticed by the wdea
been urging its
“"Thatcher way'

Governmen!, of course, 1s
especially since 1t has
workforce to follow the
, austenty as a phase leading
to recovery Many non-Communist Poles. who
revere ber as “our Iron lady'’, like the idea,
too. Therefore, if the Government can sell the
dea of her “plan™ 1t will acquire badly
peeded breathing space and populanity

Such washful thinking does pot survive eco-
nomic examination. Even if Mrs Thatcher
were ready to find the money the grand joint
venture would pever survive, so isolated has
the Government become The presen! econ
omy 15 now s0 sick, so poisoned by opiates
administered for short-term pain relief, that 1t
no longer has the means 1o cure itsell Britain
would therefore be most unwise to try to pull
chestnuts out of 2 fire which the Government,
unpopular and stubbornly unwilling to build
any conscnsus, deliberately inflames

So deep are the divisions that dollars alone
will oot help Poland’s anguish. This was tned
im Mr Gierek’s day and 1t left the country with
burdens. lovestment will now have to be
accompanied by harsh austenty measures
Wages must be restrained, subsidies phased
out, differentials widened, over-manning
reduced and unprofitable concerns sen! into
bguidation

It seems unlikely that the Governmen® will
swallow such a solution, incompatible as i1t 1s
with 1ts pdeology. and 11 1s even more unlikely
tha' the hard tned Polish workers, including
Solday smpporters, would put op with ot o
® were mmposed Pnoe moreases provoked
ange: mn the streels And as foh Sohdanm
wh should they belp after the treatment they
bave suffered” But without Sohdanty’s acqgui
escence austeniy measures are bound to fail

And so the viclous arcle continues Wage
mcreases in Nowa Huta add to the spirzl No
ont not the World Baok, mot the
Inlermational Monetary Fund, certainly not
Mrs Thatcher, will help in conditions of such
mdisapline.  Indiscipline, though, can be
cured only by austenty and austenty can
survive only with Solidanty’s conseni. Com
munists are no! yvel ready to seek that
consent If they did General Jaruzelsk: would
lose face

A “"Thaicher p!;ll'l'- at this Stage would be
no better thao a filling for a rotten tooth On
the other band, @ muserable and unstable
Poland is not in Europe's interests. Wi
should be ready to belp— under the mght
terms The Polish Government may find them
bumihiating But the tragedy has fermented
for many decades and Hamlel's last acl now
seems the only alternative

Lord Belhell 12 Member of the Europeen Por
lremmin! for London North-Wes!
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WEEK IN REVIE

trikers turn back cloc

Simon Freeman

POLAND

LATE afternoon in Gdansk
and at first glance the clock
had been turned back to the
summer of 1980 — the glon-
ous days of Solidarity, Lech
Walesa, banner-waving, de-
bate, laughter and, above all
else, a collective national
dream that everything was
possible.

In the Lenin shipyard,
birthplace of Solidanty, Wal-
esa and thousands of striking
fellow-workers defied the
authorities, just as they had
c1ght years ago. A few min-
utes’ walk away, in St Brnigid's
church, where Walesa con-
fesses and which i1s now a
commercialised shrine to the
union, Solidarity intellectuals
mammed two telephone lines,
briefing the world’s media on
developments.

But this was not 1980.
Then, there was a seemingly
irresistible dynamism_about
the protests; as last week drew
towards a close there was only
fatalism, an assumption that 1t
would all end in failure and a
political disaster for Solidarity
— evidenced by the way some
workers beFan drifting for-
lornly out of the yard.

Outside, detested Zomo riot
police units fidgeted with their
truncheons, waiting to be
ordered to storm the yard and
hammer the remaining strik-
ers, otherwise described by the
official press as “hooligans,
enemies of the pcople and
counlcr-re\olunonancs .

*“It 1s not the same
now, said Peter Konopka, 39,
an economics lecturer who is
one of Walesa’'s closest axdes
as the feeling of defeat
mounted in the yard. “People
had hope then. Now there 1s a
feeling of hopelessness. Maybe
the police will attack. Maybe
they will just starve the
remaining workers out.

“I do not know how much
hope we have left. 1 don’t
know if the workers believe in
a polit:cal solution any
longer.™

After a fortnight of strikes

by transport, steel and ship-
yard workers in Polish cities,
it 1s now obvious even 10 the
most optimistic Solidarity ac-
tivist that, barring divine in-

Clash: May-day marches in Warsaw erupted into violent confrontations with police

tervention from the Black
Madonna of Czestochowa,
Poland’s most chenshed re-
higious saviour, the protests
were doomed from the start.
That does not mean the
strikes will peter out feebly
this week. Polish workers, es-
pecially in the old heavy in-
dustries, are at heart stubborn
romantics who draw susten-
ance from the legends sur-
rounding previous, noble
defeats. “We are more deter-
mined than in 1980. We have
to do something. When people
are hungry they cry out for
food. That is what we are do-
ing now. We are becoming
poorer and poorer. We must

have economic and social re-
form. So we are fighting.” said
Konopka.

It 1s quite true that the eco-
nomic privalions now are as
bad, if not worse, as in 1980.
Inflation i1s running at more
than 40% annually. Some
Poles are cushioned because
they have access to precious
Western hard currency, either
because they have relatives in
the West or because they work
in service industnes where fid-
dling on the black market is
easy. But workers in places
such as the Lenin shipyard
have just their official wages,
paid 1n what is increasingly a
worthless currency.

But little else resembles
1980. Most importantly of all,
the Polish government 1s a far
more sophisticated animal. In
1980, it had nothing to offer
its people apart from price
rises and repression; today
General Wojciech Jaruselsk 1s
attempting to modernise the
antiquated economy. He
wants to decentralise and, 10 a
very limited extent, allow pri-
vate enterprise.

He is faced with the chall-
enge of dismantling the mas-
sive subsidies which buttress
heavy industry and which
have kept food and consumer
goods prices artificially low,
Yet, at the same time, he must
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Breadline: Lech Walesa, Solidarity leader,

avoid unemployment — which
marxist theory dictates cannot
exist under communism but
would naturally follow such
restructuring in a capitalist
society. Finally, he must be
seen to remain loyal to the
idea that the Communist
party retains its traditional,
all-embracing authorty.

To his discredit, Jaruselski
has failed totally 1o convince
the workers that today’s sac-
rifices will lead to a better life.
But he is far from alone in the
Communist bloc in this fail-
ure. Even Mikhail Gorbachey,
the Kremlin's master of public
relations, has yet to prove
himself able to convince both
workers and party hardliners
the wvalue of economic
liberalisation.

Jaruselski’s advisers in try-
ing to overcome these prob-
lems include men who have
stolen many of Solidanty’s
ideas and who now argue, to
the irritation of the Solidanty

leaders who were imprisoned
or beaten up during martial
law, that the strikes of 1980
were legitimate expressions of
discontent by a patriotic na-
ton.

Last year, Mieczslaw
Rakowski, one of the advisers
and a politburo member, pro-
duced a report setting out the
dangers facing communist
governments. Somehow, he
wrote, they had to develop
“‘creative energy, courage and
imagination if communist
ideology 1s not to wither
away”’. He warned that living
conditions in Poland were so
appalling that, if they existed
in a Western democracy “the
people would rise in revolu-
tionary struggle™.

But there 1s a limit to the
government’s tolerance, ex-
emplified by the announce-
ment on Fnday that all stnkes
would be deemed illegal until

the end of the year. So the '

message from the government
10 1ts people 1s simple.

We are trying to reform,
says the government, but do
nol imagine that we have be-
come weak. We are a com-
munist society, in which some
limited dissent will be permit-
ted. But we will not return to
the heyday of Solidanty, when
the essentials of political life
could be challenged.

The Polish public knows

that the Soviet Union has also
been watching the industnal
unrest with anxiety and
mounting imtation. Gorba-
chev cannot nsk chaos in Po-
land. His enemies 1in the
Kremlin would be able to use
it as proof of the damage of
giasnost. *It is not a question
of the Russians threatening
the Poles,” said one Western
expert on Poland. “It 1s more
subtle than that now. But the
Polish government knows
what 1s expected and 1t 1s do-
ing it.”

Western governments, for
their part, show no signs of
adopung the cause of the strik-
ers as they did enthusiastically

ar 1980. In Bmtain, the gov-

ernment is pnivately sympa-
thetic to Jaruselski for trying,
in the words of one Foregn

Office official, “to squeeze

inflation out of the system™.

The West does not want
Polish workers, with their de-
mands for more money and
more freedom, to jeopardise
superpower summitry. The
United States government has
made that plain, saying that it
did not think the Polish events
would prejudice this month'’s

T g S R
i 3 5 = - gl

shares a loaf with workers as he addresses a crowd at the Lenin shipyard

Reagan-Gorbachev summit in
Moscow.

Many Solidarity intellec-
tuals privately admit all this.
But, as Konopka explained
last Friday in Gdansk, Poles
will always dream. “The de-
mands over pay are just a code
for other, more fundamental
reforms. We have a system In
which there is the state and the
people and there i1s nothing 1n
between. That 1s why we are
fighting,” he said.

On Friday, Konopka added,
strikers in the shipyard were
asked if they would go back to
work if only one demand — for
the legalisation of Solidanty —
was conceded by the authon-
nes. Yes, they said, we would

“The expectations which
were raised by Solidanty can
never be realised 1n a com-
munist society,” said one

| Western analyst who has lived

S—

through Solidanity's bravest
days. “Poles thought then they
could enjoy the same lifestyle
and freedoms as the Wesl.
That was never possible but
the Poles still think Solidanty
can save change the world.”

Additional reporting by
Jonathan Luxmore
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MIPT : POLAND : UNREST

SUMMARY

1. TOUGH ACTION AT NOWA HUTA AND GDANSK JUSTIFIED BY
ESTABLISHMENT FIGURES AS NECESSARY TO SAVE REFORM, THWART PRESSURES
FROM HARD-LINERS OPPOSED TO REFORM, AND AVOID AGGRAVATING PROBLEMS
IN SOVIET UNION. ACTION TAKEN MAY SIMPLY MEAN THAT NOTHING

HAS CHANGED SINCE 1981.

DETAIL

2. THE AUTHORITIES HAVE NOT YET PRODUCED ANY FULL PUBLIC
EXPLANATION FOR THE ACTION TAKEN IN NOWA HUTA, NOR INDICATION
OF WHAT THEY PLAN TO DO IN GDANSK. IN PRIVATE CONTACTS WITH
LEADING ESTABLISHMENT FIGURES, THE FOLLOWING POINTS ARE BEING
STRESSED:

(A) THE AUTHORITIES SENSED (I THINK CORRECTLY) THAT CURRENT
UNREST DID NOT HAVE THE DYNAMISM OF THE AUGUST 1980 WAVE OF
STRIKES. ACTION COULD THEREFORE BE TAKEN IN SOME CONFIDENCE THAT
REACTION WOULD BE CONTAINABLE.

(B) WAGE DEMANDS WERE HOWEVER CAUSING SERIOUS PROBLEMS. MANY
HAD BEEN SETTLED WITHOUT MUCH PUBLICITY, BUT PRESSURE WAS
GROWING ON MANY FRONTS FOR WAGE INCREASES. THE AUTHORITIES FELT
OBLIGED TO DEMONSTRATE THAT NOT EVERY STRIKE OR PROTEST WOULD
LEAD TO AN INCREASE, AND THAT WHERE PROTESTS WERE POLITICAL
THEY WOULD BE PUNISHED.

(C) THE GOAL WAS TO SET AN EXAMPLE, NOT TO EXACT REVENGE. NOWA
HUTA WOULD BE WORKING NORMALLY NEXT MONDAY: ALL CONCERNED WOULD
BE AT WORK (BY IMPLICATION INCLUDING ALL STRIKERS AND STRIKE
LEADERS) .

(D) THE 'LIBERAL' REFORMIST WING OF THE PARTY HAD BEEN UNDER
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GROWING PRESSURE IN RECENT WEEKS FROM HARD-LINERS, ARGUING THAT
REFORM WAS LEADING ONLY TO PROBLEMS AND UNREST. TOUGH ACTION WAS
NECESSARY TO HEAD OF THIS CHALLENGE.

(E) ACCORDING TO JARUZELSKI'S ADVISER, KRASUCKI, THE POLISH
LEADERSHIP ARE INCREASINGLY CONCERNED ABOUT A MAJOR POWER
STRUGGLE IN THE SOVIET UNION. THEY DID NOT WISH TO COUNTENANCE
EVENTS IN POLAND THAT COULD ADVERSELY AFFECT GORBACHEV' POSITION.

3. POLISH FOREIGN MINISTER, WHO WAS GUEST OF EC AMBASSADORS

AT LUNCH ON 5 MAY (ARRANGED BEFORE NOWA HUTA DEVELOPMENTS) SAID
THREAT TO POLISH ECONOMY AND ECONOMIC REFORM FROM CONTINUATION
AND POSSIBLE SPREAD OF STRIKES WAS TOO SERIOUS TO BE ACCEPTABLE.
BUT A DIFFERENT SOLUTION IN GDANSK FROM THAT ADOPTED AT NOWA
HUTA WAS NOT EXCLUDED. ROAD TO DIALOGUE AND NATIONAL
RECONCILIATION REMAINED OPEN.

COMMENT
4 . THE AUTHORITIES SEEM CONFIDENT THAT INTERNAL AND EXTERNAL

REACTIONS TO TODAY'S DEVELOPMENTS CAN BE CONTAINED WITHOUT
EXCESSIVE DAMAGE. THE 'LIBERAL' REFORMIST INTERPRETATION
(DESCRIBED ABOVE) HAS SOME FORCE TO IT. ITS WEAK POINT IS THAT THIS
GROUP HAS FAILED TO DELIVER THE POLITICAL REFORMS WHICH MIGHT HAVE
ENGAGED PUBLIC INTEREST AND SUPPORT FOR THE ECONOMIC REFORM,

AND WHICH COULD HAVE BEGUN TO CHALLENGE THE WIDESPREAD

BELIEF THAT THE PRESENT POLITICAL SYSTEM IS INCAPABLE OF
FUNDAMENTAL REFORM OF ANY SORT. MANY POLES, WHILE NOT HAVING AN
APPETITE FOR CONFRONTATION WITH THE AUTHORITIES, MAY WELL CONCLUDE
FROM THE NOWA HUTA ACTION THAT NOTHING HAS CHANGED IN POLAND

SINCE 1981 AND THAT THE AUTHORITIES HAVE STILL NOT YET LEARNED

ANY BETTER METHODS OF RESOLVING CONFLICTS.

D I AM TELEGRAPHING SEPARATELY ABOUT HOW HMG (AND OTHER
WESTERN GOVERNMENTS) MIGHT BEST REACT TO THESE EVENTS AND THEIR
IMPLICATIONS FOR FORTHCOMING CONTACTS WITH THE POLISH AUTHORITIES.

BARDER

PAGE 2
RESTRICTED




RESTRICTED
163475
MDHIAN 8300

RESTRICTED

FM WARSAW

TO IMMEDIATE DESKBY 051800Z FCO

TELNO 222

OF 051430Z MAY 88

INFO IMMEDIATE UKDEL NATO, UKDEL IMF/IBRD WASHINGTON
INFO PRIORITY EAST EUROPEAN POSTS, WASHINGTON

MY TELNO 220
POLAND : UNREST

SUMMARY

1. NOWA HUTA STRIKE BROKEN BY POLICE. GOVERNMENT SPOKESMAN
CLAIMS NO VIOLENCE AT NOWA HUTA. LOCK-OUT DECLARED AT GDANSK
SHIPYARD. POLICE INTERVENTION POSSIBLE. SOME PROTEST STRIKES.

DETAIL

2 o AT 0200 HOURS LOCAL TIME ON 5 MAY, POLICE ENTERED THE NOWA
HUTA LENIN STEELWORKS AND BROUGHT THE STRIKE TO AN END. ENTIRE
STRIKE COMMITTEE ARRESTED, BAR TWO WHO ESCAPED. ABOUT 35 ARRESTED
IN ALL. EYE-WITNESS ACCOUNTS, PARTICULARLY FROM A PRIEST IN THE
PLANT, AT THE TIME, ARE THAT MUCH GRATUITUOUS VIOLENCE WAS

USED. GOVERNMENT SPOKESMAN, URBAN, HAS CLAIMED THAT NO VIOLENCE
WAS USED AND NO-ONE HURT. OTHER EYE-WITNESS ACCOUNTS NOW BEING
CARRIED BY WESTERN MEDIA INDICATE OTHERWISE.

3. IN GDANSK, MANAGEMENT OF THE LENIN SHIPYARD HAS DECLARED

A LOCKOUT. THE YARD IS NOW SURROUNDED BY LARGE NUMBERS OF POLICE
AND RIOT POLICE. ATMOSPHERE IS SAID TO BE VERY TENSE AND STRIKERS
EXPECT POLICE TO ENTER YARD AND EVICT THEM. WALESA IS IN THE YARD.
HE SAID THAT IF THE POLICE ENTER HE WILL BE THE LAST PERSON TO
LEAVE.

4 . THERE ARE REPORTS OF PROTEST STRIKES IN A FEW PLACES BUT
NO EVIDENCE YET OF A MAJOR WAVE OF STRIKES IN PROTEST AT THE
POLICE ACTION.
. SEE MIFT.

BARDER
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CONFIDENTIAL

¢ Sir Robin Butler

Poland: Industrial

Poland is experiencing serious industrial unrest. The

—

current focus is a strike, now in its third day, at the Lenin

steel works at Nowa Huta, near Krakow. Several thousand

———————

strikers are demanding a 50 per cent increase 1n pay.

2% The official media argue that such demands have no basis
in the state of the economy, would rapidly aggravate inflation,
and strike at the very basis of Poland's economic reforms.

This is true. The 50 per cent demand is a reaction to the

g—

price rises introduced as part of the reforms, and which have

f— — e

produced (according to official spokesmén) a 42 per cent

— ——

increase in retail prices in the first quarter of 1988.

_ = —_——— -- = — e

————————— ——

m——

3. But there are two additional aspects which make the

S—— — - S ———————

regime's dilemma even more serious. First, the Nowa Huta

e — et |
strike followed immediately on a strike by transport workers

on 24 April in Bydgoszcz, which paralysed the town and

produced a rapid and massive concession of a 63 per cent
L e —

wages increase. There are reports of another strike, at the

——

S

same time, in Inowroclaw. Second, the Nowa Huta demands go

= |

wider than 50 Eg}_cent for the steelworkers. The strikers,

— —rt

according to the media, are demahding the doubling of a

recent nationwide increase for industrial workers, health

workers, teachers and pensioners; and the reinstatement of

four Solidg¥ity activists who were dismissed in 198l1. Walesa

has apparently confined public comment to asserting the rising

e ——— ]

popular concern over price rises and the need to revise the

—

reform programme.
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4. The regime faces two conflicting requirements: to halt

the damage to economic policy caused by excessive wage

increases; and to reduce the risk of individual strikes - or,

worse, a wave of strikes - by buying off discontent, as was

e

done in Bydgoszcz. Meanwhile, there are unconfirmed reports

that the Nowa Huta management has threatened to call in riot

police today if the dispute is not settled; that the regional

B R

p;bsecutor_gas declared the strikers' action illegal; and

that the management has broken off talks.

PERCY CRADOCK

28 April 1988

CONFIDENTIAL
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MR ATKINS' VISIT TO POLAND

My Minister recently visited Poland, leading a group of UK
businessmen. In view of the Prime Minister's visit to Poland
later this year, Mr Atkins would be grateful if you could draw
to the Prime Minister's attention the attached report of the
visit, which he made to Lord Young.
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VISIT TO POLAND: 25-29 JANUARY 1988

I visited Poland from 25-29 January accompanied by a small
group of businessmen drawn primarily from the coalmining,
steel, transport and textile machinery sectors. I attach a
copy of my programme and a list of the businessmen who
accompanied me.

My host was the new Minister of Industry, Mr Jerzy Bilip.
also had meetings with Mr Wladyslaw Gwiazda, Minister of
International Economic Co-operation (and a former Deputy
Prime Minister) and Mr Janusz Kaminski, Minister of
Transport, Communications and Shipping as well as a number
of industrialists associated with coalmining, steel and
textiles machinery.

It was of great benefit to take along the businessmen, all
of whom found the visit worthwhile and productive. I am
very encouraged that a number of specific opportunities
emerged during our talks, notably in steel and textiles. On
steel, for example, Davy McKee are now pursuing prospects
for an electronic galvanising line and modernising a hot
steel strip rolling mill. To follow up this and other
prospects I believe we should invite the Director of the
Huta Lenina plant to see BSC's operations at Shotton and
Port Talbot, where Davy have carried cut similar werk. In
the textile machinery area the Poles were greatly interested
in collaborating on the establishment of manufacturing
facilities producing goods for third markets; the British
Textile Machinery Association will be following this up.

Indeed, cooperation and collaboration were at the forefront
in all areas we discussed, and, of course, the Poles' prime
aim is to improve their capacity to earn foreign currency.
They are genuinely interested in seeing greater UK company
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activity, which in their view has dropped off to negligible
levels. Nevertheless, it is striking that a number of the
British companies most successful in the Polish market (eg
ICI, Rank Xerox, ICL) have been prepared to respond flexibly
and 1maginatively to Polish interest in industrial
cooperation; and it is encouraging that the businessmen with
me went home with points to follow up on collaborative and
joint venture proposals.

The economic reforms loomed large in our discussions and the
Poles sought to emphasise their seriousness in tackling
their underlying economic problems and their commitment to
the reform programme. Since the setback suffered in the
referendum in November the official line has been that the
essential elements of the reform programme (price increases,
reduction of subsidies, devolution of decision-making,
financial self-sufficiency of enterprises) will remain
unaltered, but that the changes will be introduced over a
longer timescale.

The 1implementation and effectiveness of the reform programme
can by no means be taken for granted. Mr Bilip frankly
admitted that his Ministry faced a substantial task in
changing the attitides of enterprise managers so that they
become attuned to running their own affairs and imposing the
disciplines implicit in financial self-sufficiency. This
will certainly not happen overnight. My discussions with
the Coal Authority suggested that no real attempt had yet
been made to get to grips with the detailed consequences of
the changes in the areas of pricing policy, currency
allocations and foreign trade. It was disturbing, also, to
find the Industry Minister ignorant of the importance
attached by Western Governments to agreement with the IMF on
an economic adjustment programme.

Not surprisingly, the Poles emphasised their interest in new
medium and long term credit facilities for specific, export-
orientated projects. I undertook to report their interest
to Ministers in London, but made no promises. The Poles are
in no doubt about our present position (no new medium term
credit until there is firm evidence of an adjustment
programme agreed with the IMF), But this will not prevent
them raising this subject with the Prime Minister in May.

The Poles are clearly looking forward to the visit of the
Prime Minister later this year and they will, of course,
press her on credit. The visit will be a timely opportunity
to press the Poles on one or two project prospects. The
most significant immediate prospect is for the construction
of a new terminal at Warsaw airport, worth some £65m, which

=

———— e ———
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Mowlem are pursuing. I i1ntend to encourage Sir Philip Beck
to push ahead with producing technical and financial
proposals. It may just suit the Poles and ourselves to be

- able to announce a major contract success. I also took an
opportunity to raise the problem of substantial late
payments due to British Airways and to BP. I was given a
strong hint that these problems would be resolved before the
Prime Minister's visit.

All in all this was a useful visit and I shall be asking
businessmen who accompanied me to report - before the Prime
Minister's visit - on the progress they have made in
following up opportunities identified during the visit.

I should like also to record my apprecliation to H M
Ambassador and his staff and to Tony Rossiter in OT3 for
their efforts in ensuring a full and well organised visit.

ROBERT ATKINS
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