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As a result of the Bonn Conventions, the occupational powers of the 
Allies in West Germany were formally terminated on 5 May 1955. This also 
meant that after a transitional period of one year, fixed in the 1954 Paris 
Agreements, the Federal Republic was no longer legally obliged after 5 May 
1956 to make any payments towards the stationing costs of other NATO troops 
on its territory. Nonetheless, the question of continued German financial con­
tributions soon developed into one of the thorniest issues in inter-Allied rela­
tions, dominating from time to time the agenda particularly of German-British 
and later also of German-American relations. Initially, the problem was 
addressed in the context of German rearmament, which progressed much more 
slowly than predicted by the government in Bonn and anticipated by the Allies. 
Subsequently, the British - and later the Americans as well - charged that the 
cost in German marks of stationing troops in the Federal Republic contributed 
massively to their balance of payments problems.

With respect to the three bilateral relationships converging into a trilateral 
relationship between the Federal Republic, Britain and the United States the 
question of German payments towards the stationing costs of British and US 
troops is of particular interest for two main reasons. Firstly, as opposed to most 
other issues, the Germans were in a central negotiating position from the very 
beginning. "As regards the financial problem", US Secretary of State John 
Foster Dulles and his British counterpart Selwyn Lloyd agreed during a 
meeting in London on 11 December 1956, "the Germans (hold) the key".1 In 
the last resort it was up to them to decide whether and what concessions to 
make to requests for financial assistance by the British and Americans who, at 
times, even ended up competing with each other for the money.2 Secondly, the 
support cost question was always very closely interrelated with other policy 
areas, particularly with monetary and security matters. As a result, the analysis 
of this problem is ideally suited for assessing whether, and, if so, to what ex-
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1 PRO PREM 11/1270 (11 December 1956).
2 Gustav Schmidt, 'Die politischen und sicherheitspolitischen Dimensionen der bri­

tischen Europa-Politik 1955/56-1963/64', in: Gustav Schmidt (ed.), Großbritannien und 
Europa - Großbritannien in Europa. Sicherheitsbelange und Wirtschaftsfragen in der bri­
tischen Europapolitik nach dem Zweiten Weltkrieg (Bochum: Universitätsverlag Dr. N. 
Brockmeyer, 1989), pp.169-252 (211).
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tent, the government in Bonn attempted and managed to translate its increased 
financial leverage into political gains not least in order to achieve 'third actor' 
status in the trilateral relationship.

The period covered in this article extends from 1955, when the problem 
first arose, until about 1965, that is shortly before the debate about the support 
cost question reached another climax in the context of the NATO crisis of 
1966/67.3 To begin with, the evolution of the issue and the negotiations 
between the Federal Republic and its Allies until 1965 are analysed. Subse­
quently, the position of each actor in relation to both NATO partners is 
examined in more detail, taking into consideration policy aims, domestic eco­
nomic and political constraints and other factors which determined support cost 
policy. Against this background the evolution of the trilateral relationship is 
analysed in a comparative perspective.

I.

Until 5 May 1955 Allied occupation costs were fully charged towards the 
German federal budget. Expenditure was not limited until 1952. Thereafter, a 
maximum was set on the amount charged by the Allies to the Federal Republic 
of 600 million marks per month. However, despite some measure of waste, this 
sum was, on average, never fully spent which in turn allowed the West German 
government to accumulate some five billion marks by the end of 1954, the so- 
called Juliusturm, named after the Spandau depository of the Prussian War 
Treasury.4 Nonetheless, the occupation costs still made up by far the largest 
portion of what the government in Bonn considered expenditure for military 
and security purposes in the widest sense which until 1955 amounted to some 
13 to 14% of GDP.

After the EDC treaty was voted down in the French parliament, the Paris 
Agreements of October 1954 paved the way for the inclusion of the Federal 
Republic into the Western European Union (WEU) and the North Atlantic 
Treaty Organisation (NATO).5 As West German rearmament expenditure, es­
timated by Bonn at nine billion marks annually during the first three years from

3 For this crisis cf. Helga Haftendom, Kernwaffen und die Glaubwürdigkeit der 
Allianz: Die NATO-Krise von 1966/67 (Baden-Baden: Nomos, 1994).

4 Werner Abelshauser, 'The Causes and Consequences of the 1956 West German 
Rearmament Crisis', in: Francis F. Heller and John R. Gillingham (eds.), NATO: The 
Founding of the Atlantic Alliance and the Integration of Europe (New York: St. Martin's 
Press, 1992), pp.311-334 (316).

5 Wilfried Loth, Die Teilung der Welt 1941-1955 (dtv: München, 8th edition 1990), 
pp.328-334; Saki Dockrill, Britain’s Policy for West German Rearmament, 1950-1955 
(Cambridge: University Press, 1991), pp. 143-146.
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5 May 1955, was widely reckoned to take some time to increase at an 
accelerated pace, Article 4 of the revised Finance Convention determined that 
during 1955/56 the Federal Republic would still have to pay 3.2 billion marks 
to its Allies, now referred to as support rather than occupation costs. In accor­
dance with the ratio previously used for the distribution of German occupation 
cost payments, the US was to receive 1.471 billion marks, Britain 837 million, 
France 616 million and Belgium 270 million, all paid out in decreasing monthly 
sums to make room for German arms procurement and other rearmament-re­
lated expenditure.6 In addition, the Finance Convention provided general terms 
for the possibility of further negotiations about the issue.7

The initial West German rearmament plan, presented to NATO by the 
government in Bonn in December 1954, provided for the build-up within three 
years of an army of 500000 soldiers and twelve divisions with conscription 
lasting 18 months. In fact, apart from the support costs, the Federal Republic 
spent a mere 95.4 million marks for military purposes during 1955/56. Of the 
amount originally reserved for defence expenditure 1.5 billion marks were 
transferred to the 1956 budget and 3.6 billion spent on social security bene­
fits.8 However, in measuring the overall German defence effort, Finance 
Minister Fritz Schaffer argued, an "indirect burden" of 4.2 billion marks had to 
be taken into account that included, for example, financial assistance to West 
Berlin and to refugees from the East. According to this calculation the Federal 
Republic had still spent some 8% of GDP for defence purposes despite the 
delay in rearmament.9 But the US government took the view that in accordance 
with NATO rules no more than 1.2 billion of the 4.2 billion marks could rea­

6 Cf. Helmut Rocke, Leistungen der Bundesrepublik Deutschland für die 
ausländischen Streitkräfte (Bonn: Bundesministerium der Finanzen, 1961), p.24.

7 According to Article 4 Paragraph 4 of the Finance Convention Bonn declared itself 
prepared "to negotiate, at the end of the first twelve months, with other Member Govern­
ments of N.A.T.O. with forces stationed in the Federal Territory in respect of questions 
relating to the support (for example, goods and services) of these forces having regard to 
the requirements of the forces of the Federal Republic".

8 Abelshauser, p.323. According to Abelshauser four reasons were decisive for this 
delay in the implementation of the original plan: first, budgetary difficulties; second, proce­
dural problems in getting Bundestag approval for the rearmament plan; third, domestic po­
litical difficulties with regard, for example, to the envisaged duration of conscription; and 
finally, the fear of Economics Minister Ludwig Erhard and of important sections of the 
Bundesverband der deutschen Industrie (BDI), which represented German industry, that a 
large national armaments industry would transform the neo-liberal economic order and 
would have an adverse effect on civil exports. Slower rearmament, on the other hand, 
would eventually allow for greater German armaments production after the expected 
levelling off of the lasting boom. Ibid., pp.312/327.

9 Ibid., p.323. The Germans had in fact followed this line of reasoning since 1952.
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sonably be counted as defence spending.10 According to later British estimates 
based on this assumption German defence spending amounted to a mere 4.9% 
of GDP in 1955/56, which represented quite a dramatic drop compared with 
the figure for 1954/55 and was far below the respective figures for the US 
(11.2), Britain (9.3) and France (7.8).

The British began as early as summer 1955 to think about the most 
suitable diplomatic approach necessary to obtain a prolongation of substantial 
German support cost payments during 1956/57, payments which were 
considered an essential contribution towards a sound budget after the 1955 
economic and financial crisis. As an opening bid the British government de­
cided to demand the same overall sum as for 1955/56, or 3.2 billion marks, 
linking its demand to the unsatisfactory German defence effort which, the 
Treasury argued, gave the Germans an unfair competitive advantage in world 
markets.11 According to the line taken by the British and other allies within 
NATO, German defence expenditure should at any rate be raised from nine 
bülion to some 14 billion marks annually.12 But whether or not it would in fact 
be possible to extract any cash contributions from the Germans, which 
smacked of occupation cost payments, seemed highly questionable in the be­
ginning. On 20 December 1955 Frank Figgures, Under-Secretary at the 
Treasury, noted: "We must therefore prepare ourselves for a situation in which 
the best we can obtain will be support in kind", i.e. indirect assistance, for 
example in the form of German infrastructure being made available free of 
charge or at least on easy terms.13 Whatever the case, it was clear that the 
British would have difficulties making headway with the Germans unless the 
US government could be persuaded to support a joint approach by the Allies to 
the Bonn government.

In fact, the Americans had tentatively approached the Germans on the 
official level as early as July 1955, but without consulting the British.14 During 
a further informal meeting with German Finance Ministry officials on 21 Octo­
ber 1955 representatives of the US Embassy in Bonn once again emphasized a 
general American interest, particularly on the part of the Treasury and the

10 Bruno Thoß, 'Der Beitritt der Bundesrepublik Deutschland zur WEU und NATO 
im Spannungsfeld von Blockbildung und Entspannung (1954-1956)', in: Hans 
Ehlert/Christian Greiner/Georg Meyer/Bruno Thoß, Die NATO-Option (Anfänge west­
deutscher Sicherheitspolitik 1945-1956, Band 3) (München: Oldenbourg, 1993), pp. 1-234 
(201).

11 PRO T 225/535 (14 December 1955).
12 Foreign Office to Makins (Washington): PRO PREM 11/1343 (2 December 1955).
13 PRO T 222/535 (20 December 1955).
14 Gedächtnisprotokoll ORR Hartig (BMF): BA B 126/5020 (30 July 1955).
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Pentagon, in continued German support cost payments after 5 May 1956.15 
However, by the end of November 1955 no official US position on the issue 
had yet emerged, something the Foreign Office in London found "profoundly 
disturbing", the more so as the Treasury planned to include German payments 
in the draft budget, which was due by the end of January 1956.16 Thus, the 
Foreign Office urged the British Ambassador to Washington, Roger Makins, to 
insist that pressure should now be brought to bear on the Germans on the po­
litical level, and preferably on Chancellor Konrad Adenauer personally. Per­
haps an undertaking to make substantial cash payments could then be extracted 
from the Germans in "'blitz' negotiations" during the NATO Council meeting 
in December.17

However, US cooperation was not initially forthcoming. Makins wrote 
back that the Americans were expressing "genuine sympathy" with the British 
view, but were extremely reluctant to put pressure on the Germans. According 
to the British Ambassador, the Eisenhower administration above all wanted to 
retain German goodwill to ensure a larger defence commitment from the 
Federal Republic in NATO. Nor were they pressed to the same extent finan­
cially as the British.18 As his colleague in Bonn, Frederick Hoyer Millar, later 
observed in retrospect, the Americans still feared in late 1955 that in the end 
they would indirectly be made to pay: German cash contributions would be 
made at the expense of the German defence budget, and this in turn might in­
crease the burden on the American foreign aid bill.19 Only in February 1956, 
after President Dwight D. Eisenhower had given advance warning to Ade­
nauer, did Dulles first publicly demand further support cost payments, some­
thing Hoyer Millar felt "came as quite a shock to the Germans" at the time.20 
His US counterpart James B. Conant subsequently took the lead when negotia­
tions between the Germans and the ambassadors of the three NATO countries 
most concerned - namely, the US, Britain and France - eventually began on 1 
March 1956.

By then, however, American patience with German equivocations on re­
armament was all but exhausted. Further delays now appeared inevitable, 
which evoked the possibility of further support cost payments during 1956/57. 
In addition, the US government was exasperated with the aggressive line taken

^  Kurzprotokoll ORR Hartig (BMF): Ibid. (24 October 1955).
The British government considered US and German financial contributions essen­

tial, if Britain was to maintain its defence commitments.
17 FO to Makins (Washington): PRO PREM 11/1343 (22 November 1955).
18 Makins (Washington) to FO: PRO PREM 11/1343 (26 November 1955).
19 Hoyer Millar (Bonn) to Lloyd: PRO CAB 134/1291/10 (3 August 1956).
20 Ibid.
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by Schäffer in talks during the 1955 NATO Ministerial Council and after­
wards. The Allies had expected the German Finance Minister to be difficult 
over the support cost question. They were nonetheless stunned when Schäffer 
rejected outright any further German support cost payments in any form what­
soever in a meeting with his colleagues from the US, Britain and France on 16 
December 1955. Subsequently, he publicly confirmed the rigidness of his posi­
tion on several occasions. Particularly after it had become known that the 
British had decided to insert £ 50 million in support cost payments in their 
budget plan in anticipation of German concessions, Schaffer’s public attacks on 
the Allies became so violent that Adenauer eventually demanded in writing that 
he refrain from further public statements "with which you only aggravate the 
situation to our disadvantage".2!

Schäffer, who was a leading member of the Bavarian Christian Social 
Union (CSU), had his own reasons for opposing so vigorously any financial 
concessions to the Allies, a policy he ridiculed in a letter to Adenauer as 
"buying oneself a good political atmosphere".21 22 He followed a highly orthodox 
line in fiscal policy almost solely aimed at keeping a balanced budget. Addi­
tional financial demands such as those made by the Allies in connection with 
the support cost question always seemed to him to threaten the economic, so­
cial and political stability of the Federal Republic.23 Against this background, 
Hoyer Millar observed, "arguments of national policy or special pleading for 
particular interests rarely move him".24 Schäffer's objections were particularly 
pronounced in 1956 because he rightly expected to be confronted in the run-up 
to the 1957 West German parliamentary elections with far-reaching demands 
for further expenditure from the ruling Christian Democrats. Schäffer even 
threatened to resign over the support cost issue in early March 1956. By then, 
however, the CDU/FDP coalition in Northrhine-Westphalia had broken down, 
leading to a split in the liberal Free Democrats and the subsequent withdrawal 
of support for the Adenauer government by a clear majority of the FDP parlia­
mentary party in the Bundestag.25 If Adenauer did not want to aggravate the 
crisis of government, he had to gain time in order to defuse the situation and so 
find a solution acceptable to both Schäffer and the Allies.26

21 Adenauer to Schäffer: BA B 136/3131 (2 March 1956).
22 Schäffer to Adenauer: BA B 136/3131 (14 May 1956).
23 See, for example, Schäffer to Adenauer: BA B 136/3131 (12 July 1955).
24 Hoyer Millar (Bonn) to FO: PRO CAB 134/1291/10 (3 August 1956).
26 Hans-Peter Schwarz, Adenauer. Der Staatsmann: 1952-1967 (Stuttgart: DVA, 

1991, pp.249-263.
26 Cf. Thoß, p.207.
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In fact, Schäffer's uncompromising position on the support cost question 
had been undermined all along by Adenauer’s closest advisers and by the 
Auswärtiges Amt, the German Foreign Office. Because further delays in Ger­
man rearmament had freed up funds anyway, both Adenauer's advisers and the 
Foreign Office were convinced that the Federal Republic had to make financial 
concessions in order to retain the political goodwill of its allies with regard to 
other issues, such as European integration or strategic and military planning 
within NATO. The German Ambassador to NATO, Herbert Blankenhom, for 
example, "expressed his disapproval of Schäffer’s latest manoeuvres most 
strongly" in discussion with his British counterpart Christopher Steel in mid- 
February.27 This attitude eventually led Schäffer to conclude after a cabinet 
meeting during which the support cost question had been discussed that 
"Blankenhom and Herr Hallstein [the State-Secretary in the Auswärtiges Amt] 
actually take the view of the other side", that is the Allies.28

Nonetheless, Schäffer's strong misgivings about the form the support cost 
talks had taken were widely shared among his colleagues. The Bonn govern­
ment was united and adamant on three aspects of the problem. Firstly, the ne­
gotiations should be conducted on a bilateral level. Hence, when Hallstein 
jointly received the ambassadors of the former occupation powers in early 
March 1956, which in Schäffer’s view resembled a "Petersberg meeting", this 
abrogation of the bilateral principle was harshly critizised internally by Ade­
nauer.29 Secondly, German contributions, in order to minimize domestic politi­
cal problems, should resemble as little as possible the former occupation cost 
payments. The occupation cost payments had been extremely unpopular among 
the population whose "natural distaste for the presence of foreign troops in 
large numbers", as Hoyer Millar remarked ironically, "was not moderated as 
much as it should have been by the thought that without their presence the 
Federal Republic might have ceased to exist some time ago".30 Thirdly, the 
agreement should be limited to one year, and all signatory states should agree 
that it not constitute a precedent for further Allied financial demands in future. 
Based on these three goals the West German government’s first serious offer 
included advance payments on future arms purchases as well as support cost 
payments of one billion marks. The initial idea was that the latter could be de­
manded back if rearmament expenditure reached a certain level over a three- 
year period. However, this condition was subsequently dropped.

27 Steel (NATO) to FO: PRO PREM 11/1343 (16 February 1956).
28 Diktat Minister Schäffer: BA B 126/5020 (5 March 1956).
29 Ibid.
30 Hoyer Millar (Bonn) to FO: PRO CAB 134/1291/10 (3 August 1956).
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Meanwhile, on 12 April 1956 the British Prime Minister Anthony Eden 
and Chancellor of the Exchequer Harold Macmillan decided to reduce their 
demand to 2.4 billion marks, which for Britain would have corresponded 
approximately to the £ 50 million provided for in the British government's draft 
budget.31 However, the US government had already indicated to the British 
that it would regard a German offer in the region of 1.2 billion marks as 
entirely satisfactory.32 According to the Americans, priority should still be 
given to German rearmament and no unnecessary domestic political problems 
be caused for Adenauer. The negotiations between the Germans and the Allies 
came to a standstill and did not progress until the end of April, when Eden 
finally decided in favour of the option, which had been contemplated in 
London since late 1955, of appealing to Adenauer personally.33 As the 
financial provisions for 1955/56 were about to run out on 5 May 1956, the 
British were pressed for time. Hence, Eden asked Adenauer whether the 
existing provisions for German support cost payments could be extended until 
agreement was reached in the negotiations. But the British eventually had to 
accept the German counter-offer, which they had secured agreement upon in 
advance with the Americans, that payments could be continued, but would 
subsequently be deducted from the sum agreed for 1956/57. Otherwise, 
Schäffer had warned the US and British Embassies bluntly, the German work 
force might go on strike and "the supply firms could stop the provision of the 
properties [used by the Allies] with gas, water and electricity".34

Nonetheless, Eden's intervention did have the desired effect. Adenauer 
and Foreign Minister Clemens von Brentano, referring to Eden's letter, were 
able to have the cabinet on 25 April agree in general terms that new proposals 
should now be made and the matter be discussed during von Brentano's visit to 
London at the beginning of May.35 When the British then agreed on the advice 
of Hoyer Millar to negotiations continuing on a bilateral level, agreement was 
eventually reached, despite continued opposition on the part of Schäffer. 
During a visit to Bonn by the former US Army Under-Secretary of State and 
newly-appointed Special Representative Bendetsen in May/June 1956 the sum 
of 650 million marks was fixed for German support cost payments to the US 
for the period 1956/57. Subsequently, the West German government agreed to 
pay 400 million marks and 278 million respectively to Britain and France. To­

31 Cf. PRO PREM 11/1343 (12 April 1956).
32 Hoyer Millar (Bonn) to FO: PRO PREM 11/1343 (9 April 1956).
33 Eden to Adenauer: PRO PREM 11/1343 (April 1956 - no exact date).
34 Schäffer to Brown (US Embassy): BA B 136/3131 (25 April 1956).
35 Cf. BA B 126/5020 (25 April 1956).
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gether with the lesser amounts for other allies stationing troops in the Federal 
Republic, the total sum to be paid out of the German defence budget amounted 
to 1.45 billion marks. The sum of approximately £ 34 million the British were 
to receive was considerably below the £ 50 million the Eden government had 
hoped for and so "necessarily a disappointment" for the British,36 although it 
did represent a slightly higher percentage of the overall sum in comparison to 
the portion received by the British for 1955/56.

II.

The Germans had been forced to agree to further support cost payments 
largely because of the substantial delays in their original rearmament plan. By 
insisting on bilateral talks, however, they had succeeded in exposing the sub­
stantial differences between the Americans and the British by playing on their 
respective economic and political interests and their different approaches to the 
issue. The British had been loathe to surrender the impression of a united 
Allied front, artificially created by papering over these differences, but had 
eventually come round to accepting that German domestic political problems 
had to be taken into consideration. The Germans, on the other hand, soon came 
to the conclusion that, should further contributions beyond 1956/57 prove in­
evitable, bilateral talks would have to be conducted on some other legal basis 
than hitherto, preferably in a multilateral NATO context, and that any financial 
assistance to the Allies should include decreasing payments in cash, if any at 
all, in order to avoid more effectively than in the past the politically disadvan­
tageous impression of having to pay for "occupation costs". Bilateral negotia­
tions in a multilateral framework were also increasingly seen as facilitating 
issue-linkage; in German-British relations, for example, linkage was estab­
lished between the support cost question and British demands for greater Ger­
man arms purchases in the UK and advance debt repayment.37 The Germans 
later also tried, albeit unsuccessfully, to make all further payments dependent 
on a much speedier conclusion of the parallel, drawn-out negotiations that 
lasted from October 1955 to August 1959 over the accession of the Federal 
Republic to the NATO Status of Forces Agreement (Truppenvertrag). It was 
this additional provision to the treaty that eventually put an end to the 
remaining costly provisions of the occupation regime.38

36 PRO CAB 134/1291/10 (3 August 1956).
37 Cf. von Brentano to Adenauer: BA B 136/3131 (18 December 1956).
38 von Groeman (AA) to von Brentano: PA AA/V7/141 (17 October 1956); see also 

PA AA/V7/859 (7 November 1956).
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Yet the support cost issue arose once again soon after the 1956/57 agree­
ments had been concluded in June 1956 as soon as it became clear that Ger­
man rearmament would be further delayed. Under the direction of the new 
West German Defence Minister Franz Josef Strauß the period during which the 
Bundeswehr was to be built up was stretched out considerably while conscrip­
tion was reduced from 18 to twelve months.39 This new plan, which Strauß 
presented to NATO in late 1956, was not merely far more realistic in organisa­
tional terms than that initially put forward by his predecessor Theodor Blank. It 
was also more acceptable politically and took into account the heavy emphasis 
on nuclear weapons in NATO strategy, which reduced the value of large con­
ventional forces, as well as tentative British plans for substantial cuts in de­
fence spending including BAOR troop cuts. Strauß's modified rearmament 
timetable had already had some effect on German defence spending during 
1956/57. Whereas Bonn had announced that it would spend approximately 
nine billion marks on defence during 1956/57, the British estimated as early as 
January 1957 that actual spending would probably be much lower and amount 
to no more than 5.6% of GDP.40 As was to turn out later, the Federal Republic 
actually only spent 3.4 billion marks. Of the rest, 3.6 billion were transferred to 
the next budget and 1.8 billion disbursed for other purposes, mainly social se­
curity measures.41

The West German cabinet decided in principle during a meeting on 8 De­
cember 1956 to offer to enter into new negotiations over further support cost 
payments during 1957/58, giving special consideration to the "precarious 
general situation of British finance and of Sterling".42 It was on 12 December 
1956 during a visit to Bonn that Chancellor Macmillan was informed of this 
decision,43 and after the British government had formally asked for the 
bilateral talks to start, the first session was held on 14 January 1957.44 As the 
negotiations were to be conducted within the Anglo-German Economic 
Committee, Schaffer was no longer in charge on the German side, but the 
Auswärtiges Amt, indicating from the beginning a much more conciliatory atti­
tude on the part of the government in Bonn. In fact, even before the talks began 
Adenauer and von Brentano had already secured the cabinet's agreement to an

39 Abelshauser, p.323; Franz Josef Strauß, Erinnerungen (Berlin: Siedler, 1989), 
pp.302-309.

40 FO to Embassy (Bonn): PRO PREM 11/1842 (24 January 1957).
41 Abelshauser, p.323.
42 See BA B 136/3131 (4 January 1957). At this stage the Adenauer government 

knew at least in general terms of British plans for BAOR troop cuts.
43 BA B 136/3131 (7 January 1957).
44 Cf. PRO CAB 134/2223/7 (16 January 1957).
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overall sum of 1.2 billion marks for all Allies.45 The British were then told al­
most straight away that they could expect to receive a much larger share of the 
total sum than previously, but only if the US and France could be got to agree. 
After Hilger van Scherpenberg of the Auswärtiges Amt had apparently got the 
approval in principle of the French government during a visit to Paris in the 
context of the final stages of the Common Market negotiations, the two sides 
eventually agreed on overall payments of 588 million marks, or approximately 
£ 50 million.46

Only 200 million marks, or half the amount for 1956/57, however, was to 
be paid for what were now termed "extra costs" incurred by the Allies as a re­
sult of their stationing troops in the Federal Republic. The rest, or 388 million 
marks, was declared "mutual aid" under Article 3 of the NATO Treaty, which 
provided for inter-Allied financial assistance in special circumstances, such as 
over British balance of payments problems. For the Germans referring to the 
payments as "extra costs" and "mutual aid" had a distinct presentational advan­
tage in that these payments could be described as non-recurring bilateral aid. In 
addition, Bonn agreed that the German central bank, the Bank Deutscher 
Länder, would arrange a Sterling deposit of £ 75 million with the Bank of 
England for the purpose of meeting seven instalments of post-war German debt 
to the United Kingdom47 The German central bank's willingness to hold large 
amounts of Sterling helped stabilize the British currency by making it more 
scarce and instilling investor confidence in it. To facilitate advance payment for 
prospective armaments orders in the UK, the armaments deposit account 
opened in the previous year was also increased from £ 20 million to £ 30 
million.

The significant increase in overall German payments to the UK by com­
parison with the 1956/57 agreement was made possible by the partial renun­
ciation of support cost claims by the other NATO Allies. The French received 
225 million marks during 1957/58, that is, 53 million marks less than in the 
previous year. Thereafter, they were to claim no further German payments. 
Firstly, the French were involved in withdrawing increasing numbers of troops 
from the Federal Republic to be redeployed in Algeria. Secondly, after the

45 Cf. BA B 136/3131 (7/15 January 1957).
46 For more detail on the negotiations see the "Note on the negotiations leading to 

the local defence costs agreement with the Federal Republic of Germany, January 14 to 
March 2, 1957" written by the British chief negotiator Paul Gore Booth in retrospect: PRO 
CAB 134/2223/19 (15 October 1957).

47 With regard to the Sterling deposit the Bonn government was legally dependent on 
cooperation by the Bank Deutscher Länder.
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Franc crisis in August 1957, which triggered off the Sterling crisis,48 the 
French had no balance of payments problem and were actually starting to 
accumulate a dollar and gold surplus, furthered by the expenditures of US 
troops stationed in France. And thirdly, German financial assistance was be­
ginning to find its way to France through other channels, namely, through the 
newly created European Economic Community in the form, for example, of 
development aid to French Overseas Territories. As a result, the support cost 
problem was to become even more clearly than hitherto a matter for the tri­
lateral relationship, particularly after the British idea of an Alliance pool was 
dismissed in NATO. At the same time the US government was still primarily 
concerned in 1957 lest the Germans or the British be given an excuse to further 
slow down rearmament or to reduce too drastically troop levels within NATO. 
In order to appease Congress, the Americans did initially ask pro forma for the 
same amount as was being paid for 1956/57, but it was clear from the begin­
ning that they would settle for 325 million marks, provided that an acceptable 
solution was found to the question of future conventional forces levels.49

The diplomatically most difficult German-British negotiations had been 
conducted in a much more friendly atmosphere than in the previous year, not 
least because the Suez war and the uprising in Hungary had increased external 
pressure for closer inter-Allied cooperation within NATO. Nonetheless, the 
agreement they reached caused much the same domestic political problems for 
both governments. In Britain, Labour Shadow Chancellor Harold Wilson 
acknowledged the ’’improvement (...) on the miserably inadequate support 
costs contribution made last year", but criticized the government for being 
apparently dependent, only a decade after winning the war, on German finan­
cial help in stabilizing Sterling, described by Wilson as "Adenauer Aid". "Will 
he take into account the fact", Nye Bevan provocatively asked Chancellor 
Peter Thomeycroft in the Commons, "that as Japan also lost the war he might 
take his hat to Tokyo?"50 In particular, the Sterling deposit, on which the Ger­
mans had actually asked for an interest rate of 3% in the initial stages of the 
negotiations, was harshly criticized in Britain. As the British government could 
in fact withdraw the money to fill any gaps in its budgets, the deposit amounted 
to an interest-free loan from the Germans anticipating future earnings. The was 
perhaps helpful in the short-term, but bound to worsen Britain’s financial posi­
tion in the long-term, as it replaced German debt repayment scheduled for the 
late 1950s and early 1960s.

12

48 For the Sterling crisis see the article by Werner Wippich in this book.
49 See also Adenauer to Eisenhower: BA B 136/3131 (23 March 1957).
50 Hansard (4 March 1957).
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In the Federal Republic, on the other hand, Adenauer expected difficulties 
over the ratification of the necessary legislation requiring the consent of the 
Bundestag and the federal council, or Bundesrat. The later consensus on rear­
mament, conscription and, moreover, the implicit priority of integration into the 
West over unification was beginning to emerge only very slowly. Whenever 
the support cost issue came up for discussion, it was still being used by the 
opposition Social Democrats who spoke casually of "occupation cost payments 
in disguise", to allege, if in somewhat milder terms than Schumacher had done 
before, that the Chancellor remained subservient to the Allies. Furthermore, the 
SPD argued that the Federal Republic could not afford to meet Allied demands 
on practical grounds because the continuous stream of refugees from the GDR 
placed an additional financial burden on the budget.51 In 1957, the support 
cost issue was particularly precarious for Adenauer because even CDU/CSU 
parliamentarians were not easily persuaded to sanction payments of 1.2 billion 
marks to the Allies shortly before a general election. On 26 July 1957 the 
Chancellor wrote to the CDU/CSU parliamentary party leader Heinrich Krone 
asking that the agreements be ratified quickly, preferably on 9 August.52 It 
soon became clear, however, that no majority for quick ratification could be 
found in the Bundestag and the issue was conveniently deferred until after the 
election.53 This delay caused no additional problems in inter-Allied relations 
only because the Germans had anticipated such a development and had pro­
vided for the possibility of advance payments to be made, though on a some­
what dubious legal basis. The necessary ratification legislation was eventually 
passed by the Bundestag ex post facto in early 1959, or more than one year 
after the last payments had actually been made.54

III.

In the winter of 1956/57 the support cost question became entangled for 
the first time with British plans to reduce the troop size of the British Army on 
the Rhine (BAOR) as part of far-reaching changes in British defence policy 
which included the abolition of conscription by 1961/62 as announced in the 
Sandys White Paper, published on 14 February 1957. Arguably, financial pres­
sures, which had become ever more acute since 1955, were the decisive motive 
behind the proposed drastic cuts in conventional forces which, according to the

51 See, for example, the debate about the support cost issue in the Bundestag De­
fence Committee: BA B 136/3132 (20 October 1958).

52 Adenauer to Krone: BA B 136/3132 (26 July 1957).
53 See also BA B 136/3132 (27 August 1957).
54 'Getarnte Stationierungskosten", Süddeutsche Zeitung, 24 January 1959.
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initial internal plan, would have included BAOR troop reductions from 77000 
in 1957 to 43000 by 1961 as well as the halving of the British contribution to 
NATO's air forces.55 The much greater reliance in defence strategy on nuclear 
weapons now increasingly advocated by the British within NATO was partly 
the result of changes in strategic thinking, but also of a lack of sufficient re­
sources. It also promised to bring much greater prestige by comparison with 
Britain's NATO allies.56

In any case, the British were confronted with the diplomatic dilemma that 
only three years earlier they had undertaken in Article 6, Protocol II of the 
modified Brussels Treaty "not to withdraw these [BAOR] forces against the 
wishes of the majority of the High Contracting Parties [of the Western Euro­
pean Union] who should take the decision in the knowledge of the views of the 
Supreme Allied Commander Europe".57 Above all, the issue of troop reduc­
tions was politically sensitive within NATO not least because the British 
commitment to a permanent stationing of troops on the Continent had initially 
been a major precondition for French consent to the accession of the Federal 
Republic to NATO. To make things worse, with the timetable of British de­
fence planning being dictated largely by financial pressures and domestic po­
litical considerations, the British proposals, "from the point of view of timing" - 
that is, so shortly after the dual crises of Suez and Hungary - "could hardly 
have come at a more awkward moment", as the British Ambassador to NATO, 
Frank Roberts, observed in retrospect.58

Even though Britain’s financial difficulties were appreciated by its allies, 
the French as well as the Germans were concerned lest the initial British troop 
cuts lead to further reductions and perhaps to the complete withdrawal of 
BAOR. Shortly after the publication of the White Paper Adenauer expressed 
this concern in a letter to the new British Prime Minister Macmillan.59 In the

55 Olaf Mager, Die Stationierung der britischen Rheinarmee - Großbritanniens 
EVG-Alternative (Baden-Baden: NOMOS, 1990), p.189.

56 On the overall constellation of Britain’s position in world affairs 1956/57 see 
Gustav Schmidt, Oie sicherheitspolitischen und wirtschaftlichen Dimensionen der britisch­
amerikanischen Beziehungen, 1955-1967’, in: MGM, Jgg. 1991/Heft 2, 107-142. For the 
role of nuclear weapons for Macmillan's prestige-oriented approach towards foreign policy 
see Wolfram Kaiser, 'Das Gesicht wahren. Die Konservative Partei und die Rolle 
Großbritanniens in der Welt, 1945-1964', in: Hans-Heinrich Jansen and Ursula Lehmkuhl 
(eds.), Großbritannien, das Empire und die Welt: Britische Außenpolitik zwischen "Größe" 
und "Selbstbehauptung", 1850-1990, Bochum: Universitätsverlag Dr. N. Brockmeyer 1995, 
pp.245-261.

57 United Nations, Treaty Series, Vol. 211, 1955, p.362.
58 Roberts (NATO) to Lloyd: PRO PREM 11/1774 (24 April 1957).
59 Adenauer to Macmillan: PRO PREM 11/1842 (23 February 1957).
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context of the German-British support cost negotiations there was the addi­
tional problem that it would be difficult for the government in Bonn to per­
suade the German electorate that more money would now be paid for con­
siderably fewer troops. Thus, the German cabinet had decided early on that 
support cost payments should be linked to British assurances about future 
BAOR troop levels. After controversial discussions about the British plans in 
WEU a compromise formula was eventually arrived at on 18 March 1957 by 
which the British agreed to delay the second tranche of troop cuts from 64000 
to 55000 until at least 1 January 1958 in order to allow for the completion of a 
NATO study of the question of future troop levels. In addition, at the insistence 
of the West German government, a review clause was included in the bilateral 
support cost agreement which allowed the Germans to demand after 1 Septem­
ber 1957 that the existing support cost agreement be renegotiated "in the light 
of any changes in the situation which may be held to have a bearing on the 
appropriateness of the level of contribution now agreed".60 This clause was, 
however, primarily designed to facilitate the domestic management of the sup­
port cost issue within the Federal Republic so shortly before the 1957 Bun­
destag election. The Adenauer government did not actually make use of this 
option.

Even though during 1957/58 German defence spending was once more 
lower than anticipated, with only 5.5 billion of the 7.8 billion marks budgeted 
actually being spent,61 British claims to further German support cost payments 
were being undermined by the BAOR troop reductions and by the far-reaching 
cuts in the British defence budget in general, designed to bring down defence 
spending to approximately 7% of GDP by the early 1960s.62 Thus, the British 
began to shift their line of reasoning, putting much greater emphasis than pre­
viously on the additional burden of £ 65 to 70 million annually placed on the 
British balance of payments position by the costs in marks of stationing troops 
in the Federal Republic. The British balance of payments position had, for a 
long time, failed to reach the annual surplus of £ 300 to 400 million which the 
British government estimated was necessary in the long-term to stabilize 
Sterling and to keep intact the Sterling Area with London as its clearing­
house.63 However, the international role of Sterling, the British consistently

60 Cf. PRO CAB 134/2223/19 (15 October 1957).
61 Abelshauser, 323.
62 Cf. Michael Dockrill, British Defence since 1945 (Oxford: Blackwell, 1988), p.66.
63 See FO to Roberts (NATO): PRO PREM 11/2331 (3 March 1958).
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argued, was essential not only for world trade but also for the maintenance of 
the political cohesion of the West.64

The Germans, however, who were themselves running a balance of pay­
ments surplus and accumulating ever larger gold and currency reserves in the 
process, regarded British balance of payments problems as an essentially 
home-made problem. Later they would also point out that the bilateral German- 
British balance of payments position was in fact advantageous to the British.65 
In addition, Bonn feared that, quite apart from the usual domestic political 
problems, any further support cost payments to the British would once again 
have to be made at the expense of German rearmament, and that this in turn 
would create grave political problems within NATO and particularly in rela­
tions with the United States.66 Thus, the Adenauer government initially refused 
to make any further support cost payments after 1957/58, forcing the British to 
invoke currency difficulties within NATO as an argument in order to get fur­
ther payments. According to the NATO Treaty in connection with a NATO 
Ministerial Council resolution of 26 July 1957 any NATO member with troops 
stationed in other NATO states was allowed to ask for financial assistance, if 
"at any given time experiencing serious balance of payments difficulties", or 
"for which the cost of stationing of forces represents at such time a heavy ad­
ditional burden on their balance of payments".67 For the first time, a NATO 
committee of experts was asked to study the question. After controversial dis­
cussions among themselves and among the NATO allies most concerned the 
experts eventually came to the conclusion that the British balance of payments 
problems were still serious despite some improvement in the aftermath of the

64 On the importance of the Sterling area see in more detail Gustav Schmidt, 
'Großbritannien, die Gründung der Europäischen Wirtschaftsgemeinschaft und die 
'Sicherheit des Westens": "The American Connection"", in: Michael Salewski (ed.), Na­
tionale Identität und Europäische Einigung (Göttingen/Zurich: Musterschmidt, 1991), 
pp. 169-231. On British Sterling policy generally Susan Strange, Sterling and British Policy 
(Oxford: University Press, 1971).

65 See, for example, Steel (Bonn) to FO: PRO PREM 11/3773 (27 November 1961).
66 See, for example, Strauß to von Brentano: BA B 136/3132 (10 July 1957).
67 Cf. "Memorandum from the United Kingdom in accordance with the resolution on 

the common solution of currency problems arising from the stationing of forces in other 
member countries, adopted by the North Atlantic Council on July 26, 1957": PRO/PREM 
11/2331 (27 November 1957).
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1957 Sterling crisis68 and that the British government was thus justified in 
principle in asking for financial assistance from its NATO Allies.69 70 71

In fact, the parallel deliberations within WEU and NATO had shown that 
the Germans and the British were now effectively in the same boat with regard 
to NATO defence planning and policy. The West German government was still 
being heavily criticized for what was widely considered a miserable per­
formance on rearmament as well as for its initial flat refusal to assist the British 
financially with their balance of payments problem. At the same time, the 
NATO Allies, but particularly the US government and the Supreme Allied 
Commander Europe, General Lauris Norstad, were extremely annoyed with the 
British because of their plans for further BAOR troop reductions, which they 
regarded as detrimental to both the military efficiency and the political credi­
bility of NATO in Europe.70 Eventually, the Germans and the British reached 
agreement in the spring of 1958 without systematically consulting their Allies 
on a plan initially put forward by Scherpenberg, but presented to the West 
German cabinet as a British proposal. The plan linked much decreased German 
financial assistance over a period of three years with a promise on the part of 
the Bonn government to support Britain within NATO over the question of a 
further reduction in the strength of BAOR to 45000.71 According to this 
agreement, the West German government would make annual support cost 
payments of £ twelve million in cash during the period 1958 to 1961, combined 
with an increase in the existing armaments deposit account from £ 30 to 50 
million and with additional advance debt repayment. This solution suited both 
sides: the British were happy to receive any financial assistance at all in 
addition to German diplomatic support in NATO over BAOR troop reductions, 
while the Germans could present their payments as exceptional and exclusively 
due to special British balance of payments problems. Also, nothing was to be 
paid any longer to other Allies.

68 For the Sterling crisis see the article by Werner Wippich in this book.
69 See Roberts (NATO) to FO: PRO PREM 11/2331 (3 December 1957, 24 Decem­

ber 1957, 15 January 1958, 3 February 1958, 5 February 1958); 'Bonn soll zahlen, 
empfiehlt die NATO', Süddeutsche Zeitung, 9 January 1958.

70 See, for example, Spaak's remarks during a meeting of the NATO restricted group 
according to Roberts (NATO) to FO: PRO PREM 11/2331 (6 February 1958).

71 Apparently, Strauß had initially expected a British request for German support for 
a reduction in the strength of BAOR to 35000. According to the British Ambassador to 
Bonn, Christopher Steel, the German Defence Minister was for this reason "agreeably sur­
prised" by the figure of 45000. Cf. Steel (Bonn) to FO: PRO PREM 11/2335 (29 March 
1958).
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In June 1958, however, General Norstad intervened in Washington in the 
hope that the Americans could still persuade the British to keep the strength of 
BAOR at 55000 after 1958, preferably on a permanent basis. Eventually, the 
Eisenhower administration, which had not yet experienced the same financial 
pressure as the Macmillan government, agreed to pay $ 23.5 million for a joint 
US-UK arms development programme, further alleviating British foreign 
exchange problems and thus persuading the Macmillan government to continue 
to keep 55000 troops in the Federal Republic through at least 1959. In fact, 
under the impact of the Berlin crisis and under strong political pressure from 
the Americans, Defence Secretary Harold Watkinson eventually declared in 
December 1959 that Britain would now keep BAOR at 55000 for the forsee- 
able future.72 To some extent at least, his move reflected the beginning of a 
return within NATO towards much stronger emphasis on conventional forces. 
It also meant that until the resumption of detente some time after the Cuban 
missile crisis, the British were largely devoid of an effective means to put dip­
lomatic pressure on the West German government to make further support cost 
payments beyond 1961.

IV .

Whereas until 1958/59 relations between the US, Britain and the Federal 
Republic with regard to the support cost question developed under the in­
fluence of the US State Department's policy of giving clear priority to the mili­
tary and political cohesion of NATO over national financial interests, the tri­
lateral relationship was fundamentally transformed as a result of the sharp de­
terioration in the US balance of payments position between 1958 and 1960. 
Despite trade surpluses of $ 5.8 billion (1958), one billion (1959) and 5.5 
billion dollars (I960),73 for reasons that continue to be controversial the total 
US balance of payments deficit during this period amounted to some 11.2 
billion dollars.74 It then averaged 2.4 billion annually during the period 1961 to

72 Phillip Darby, British Defence Policy East of Suez 1947-1968 (Oxford: University 
Press, 1973), p.171. The British also reckoned that the withdrawal to Britain of a further 
9000 BAOR troops from the Federal Republic would only amount to savings of £ 1 million 
in the budget and £ 3.5 to four million in DM costs, compared with total government 
expenditure overseas of £ 280 million in 1959. Cf. Derek Heathcoat-Amory to Macmillan: 
PRO PREM 11/3773 (10 July 1959).

73 Thomas L. Hgen, Autonomy and Interdependence. U.S.-Western European 
Monetary and Trade Relations, 1958-1984 (Totowa: Rowman & Allanhead, 1985), p.25.

74 Daniel J. Nelson, A History of U.S. Military Forces in Germany (London: Boul­
der, 1987), p.76. It has been argued that a combination of domestic economic mismanage­
ment, large increases in foreign (military) aid and of fast growing US foreign direct in vest-
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1963.75 76 Whereas smaller US deficits had been necessary in the 1950s to allow 
the West Europeans to close the so-called dollar gap, these larger deficits now 
threatened the stability of the dollar and so began to undermine the Bretton 
Woods monetary system with its fixed dollar-gold exchange rate. To solve the 
problem, the US government sought domestic as well as external remedies. 
These included the "Buy American Act" which allowed government agencies 
to buy US products even if 30 to 50% more expensive than foreign goods. 
Washington also hoped that further liberalisation of world trade in the course 
of the reorganisation of OEEC and the acceleration of EEC tariff cuts in 1960 
and of the Kennedy Round of the GATT, which was to last from 1963 to 1967, 
would help boost US exports, thereby increasing the trade surplus and thus 
inproving the overall balance of payments position.

In addition, however, the US government began to follow the British 
example and set its eyes on German financial contributions towards the costs in 
marks of stationing some 250 000 US troops in the Federal Republic. 
Estimated at 600 to 700 million dollars these costs in marks were actually 
outweighed by the continual US surplus in bilateral trade with the Federal 
Republic which amounted to 800 million dollars in 1962 alone.76 But the 
Americans expected the Bonn government to be prepared in principle to pay 
regardless of the bilateral trade position, not least because the West German 
surpluses had contributed to a worldwide imbalance of payments and because 
the Federal Republic had become even more dependent on the US for its 
external security during the two Berlin crises. It was also felt in the US that, as 
Marshall Plan aid was considered to have contributed significantly to the 
Wirtschaftswunder, the West Germans were now almost under a moral 
obligation to assist the US in return.

German parliamentarians as well as staff at the embassy in Washington 
reported as early as 1959 on well-aimed US government propaganda to induce 
Congress to make large demands for financial contributions from NATO

ment in Europe was responsible. On average the latter was two to three billion dollars 
higher in the late 1950s than foreign direct investment by Western European countries in the 
US. Cf. William S. Borden, 'Defending Hegemony: American Foreign Economic Policy', in: 
Thomas G. Paterson (ed.), Kennedy's Quest for Victory (Oxford: University Press, 1989), 
pp.57-85 (60).

75 Frank Costigliola, 'The Pursuit of the Atlantic Community: Nuclear Arms, Dollars 
and Berlin', in: Thomas G. Paterson (ed.), Kennedy's Quest for Victory (Oxford: University 
Press, 1989), pp.24-56 (26).

76 Costigliola, p.35.
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Allies, primarily directed at the Federal Republic.77 It came as an unpleasant 
surprise nonetheless to the Adenauer government when during a visit to Bonn 
in November 1960, which had been arranged at short notice, US Treasury 
Secretary Robert B. Anderson and the Under-Secretary of State Douglas 
Dillon demanded without having given prior notice that the Germans make an­
nual cash payments of 600 million dollars. This was rejected outright by the 
Adenauer government, which had neither expected demands for such a large 
sum nor, indeed, for any cash payments at all that smacked of occupation cost 
payments. In addition, the Germans saw no need to make any significant con­
cessions before the new administration had taken over in Washington. It soon 
turned out, moreover, that the Anderson/Dillon mission had not really been co­
ordinated in advance within the US administration.78 Only one week after the 
talks had taken place President Eisenhower effectively apologized in the name 
of his administration for having caused such a stir in Bonn, declaring that no 
demands for cash payments would be made on the Federal Republic in the fu­
ture.79

While from 1958 onwards the Eisenhower administration had been preoc­
cupied with the domestic repercussions of the balance of payments problem,80 
the newly elected US President Kennedy "became [almost] obsessed"81 with 
the issue after the gold crisis in the autumn of 1960, which saw the price for 
one ounce of gold soar temporarily to 40 dollars, that is, five dollars higher 
than the Bretton Woods rate.82 In his inaugural address of 30 January 1961 
Kennedy was already referring to the necessity of Allied financial assistance in 
the wider context of inter-Allied burden-sharing. The debate about burden- 
sharing had been initiated previously by Eisenhower with his speech in

77 See Vialon to Adenauer: BA B 136/3132 (26 November 1959).
78 The British Ambassador to Bonn, Steel, believed that the mission was "a personal 

initiative on the part of Anderson". In view of the distinct lack of diplomatic preparation he 
commented that he was "at a loss to understand the American tactics". Cf. Steel (Bonn) to 
FO: PRO PREM 11/3773 (23 November 1960).

79 'Eisenhower verzichtet auf Stationierungskos ten', Frankfurter Allgemeine Zei­
tung, 30 November 1960.

80 Cf. George W. Ball, The Past Has Another Pattern. Memoirs (New York/W.W. 
Norton & Company, 1982), p.205.

81 Borden, p.63.
82 For the impact of this crisis see in particular Elke Thiel, Dollar-Dominanz, Lasten­

teilung und amerikanische Truppenpräsenz in Europa. Zur Frage kritischer 
Verknüpfungen währungs- und stationierungspolinscher Zielsetzungen in den deutsch­
amerikanischen Beziehungen (Baden-Baden: Nomos, 1979), p.93.
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Augusta, Georgia, of 16 November I960.83 On 20 February 1961 Kennedy 
sent the following memorandum to Secretary of State Dean Rusk: "I hope we 
can press on as a matter of high priority the development of formulas for fair 
sharing in both foreign and military partnership with our European allies, as 
well as with arrangements that will ease the balance of payments problem of 
the United States (...). We need to make rapid progress with these ideas in or­
der to prepare the way for our efforts on behalf of foreign aid in Congress and 
with our own people.”84 At that stage an aide-memoire requesting assistance 
had already been handed to the Bonn government emphasizing the importance 
for the West that world-wide US commitments be maintained and implicitly 
linking the support cost issue to military and security matters.85 During the 
second Berlin crisis and the parallel election campaign in the Federal Republic 
the issue remained unsolved throughout the summer of 1961, before Kennedy 
wrote a personal letter to Adenauer explaining that the US was now looking 
"to the Federal Republic to work out with the US arrangements to insure that 
U.S. military expenditures in Germany do not drain foreign exchange reserves 
from the U.S. to Germany”.86

Eventually, a solution was found which related the support cost issue to 
German arms procurement policy. Signed shortly after Kennedy’s intervention 
in Bonn, the Gilpatric-Strauß "Memorandum of Understanding" provided for 
German arms purchases in the US amounting to 5.7 billion marks or 1.425 
billion dollars during the period 1961 to 1963, which both sides agreed would 
cover the entire foreign exchange costs incurred by the US troops in the 
Federal Republic. Similar two-year agreements were later signed in September 
1962 for the period 1963 to 1965 and in 1964 for the period 1965 to 1967.87 
Subsidiary German contributions to alleviate the US balance of payments 
problem included a modest 4.75% revaluation of the German mark in March 
1961, an increase in the German contribution to the NATO infrastructure pro­

83 Cf. Monika Medick, '"Burden-sharing" und Devisenausgleich als Problem der 
deutsch-amerikanischen Beziehungen nach 1945', in: Manfred Knapp (ed.), Die deutsch­
amerikanischen Beziehungen nach 1945 (Frankfurt/New York: Campus Verlag, 1975), 
pp. 188-227 (190).

84 JFKL/NSF/Box 328 (20 February 1961), quoted in Adrian W. Schertz, Die 
Deutschlandpolitik Kennedys und Johnsons. Unterschiedliche Ansätze innerhalb der 
amerikanischen Regierung (Köln/Weimar/Wien: Böhlau, 1992), p.71.

85 JFKL/POF/Box 116a (16 February 1961), quoted in Schertz, p.73.
86 JFKL/POF/Box 117 (16 October 1961), quoted in Schertz, p.75. In the meantime 

the British had tried to enlist American support for a joint approach to the Germans. They 
were forced to realize, however, that the US administration was determined to give 
preference to its own financial interests.

87 See Nelson, p.77.
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gramme from 14 to 20%, greater German financial assistance to the developing 
countries, which was already a controversial issue during the OEEC renegotia­
tion in 1960, and, finally, an informal Bundesbank agreement of not exchang­
ing dollars into gold. These measures taken together, it was hoped, would con­
tribute to the stabilization of the dollar and thus of the Bretton Woods mone­
tary system.

For the British government, the new US interest in German support cost 
payments meant unwelcome diplomatic competition from a NATO partner 
whose leverage over the national security of the Federal Republic far surpassed 
that which it enjoyed.88 As early as December 1960 Chancellor Lloyd argued 
in a letter to Macmillan that the problem with ever greater German arms pur­
chases in the US was that they necessarily had to be made at the expense of 
other NATO Allies.89 Indeed, British experience with repeated German as­
surances that they would buy more weapons in the UK had not been encourag­
ing at all. The British had first become disillusioned with the Germans in this 
respect when in 1956/57 the Adenauer government decided to buy American 
tanks instead of British Centurions. At that time Steel reported from Bonn that 
the Germans had been put under intense political pressure by the US military in 
particular. According to German Defence Ministry sources a decision in favour 
of the Centurion was being prepared, but "that strong protests were then made 
'by Washington' and the matter was left in abeyance pending reconsideration. 
The Americans had protested on grounds of prestige and public opinion and 
had even said that they would consider buying Centurions an unfriendly act".90 
Since then, the Germans had given preference not only to US interests, but also 
to those of their partners in the newly created EEC, especially after the con­
clusion in 1957 of the tripartite armaments agreement with France and Italy.91 
In fact, during the period 1955 to 1961 55% of German arms procurement was 
transacted abroad, 30% in the US and a mere 2% in the UK.92

88 Indeed, in an internal note to Finance Minister Franz Etzel a German official noted 
in the spring of 1961 "that we will have to decide militarily and politically which of the two 
countries to treat with preference". See Feldmann (BMF) to Etzel: BA NL 254-Etzel/354 
(18 March 1961).

89 Lloyd to Macmillan: PRO PREM 11/3773 (6 December 1960). For this problem 
see in more detail the report "German Mutual Defence Costs" prepared by Treasury offi­
cials: ibid. (5 December 1960).

90 Steel (Bonn) to FO: PRO PREM 11/3344 (1 May 1957).
9 * For more on nuclear matters see Eckart Conze, 'La coopération franco-germano- 

italienne dans le domaine nucléaire dans les années 1957-1958: un point de vue allemand", 
Revue d'histoire diplomatique, 1-2 (1990), pp. 115-132.

92 'Bonn asked for bigger share in defence", The Times, 10 October 1961. By No­
vember 1961 German advance payments for arms orders made between 1956 and 1958 had
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On 23 February 1962 Macmillan wrote to Kennedy complaining that "he 
had hoped to do this" - that is, to receive German financial assistance - "by 
obtaining a much larger share of German armament orders. In fact your own 
people were quicker than we were and have pretty well scooped the pool. It 
now looks extremely doubtful whether we shall get anything like as much 
money as is necessary".93 Nonetheless, if after the Gilpatrick-Strauß agree­
ment the British were to receive any further support cost payments from the 
Federal Republic it was clear that the precedence set by the US would have to 
be followed and the issue be linked to German arms purchases. After pro­
tracted negotiations an agreement was eventually signed in March 1962 cover­
ing the period 1962 to 1964, an agreement which was basically renewed in 
1964 for the period 1964 to 1966.94 In these agreements the Bonn government 
guaranteed annual arms purchases of 485 million marks, purchases of civilian 
goods by state-owned companies like the postal and train services of 90 million 
marks and payments of 25 million marks towards Third World development 
projects. These sums totalled 600 million marks annually which were supposed 
to cover 75% of the costs in marks incurred by BAOR in the Federal Re­
public.95 Contrary to the Americans, however, the British soon ran into grave 
difficulties implementing their agreement. German arms orders were slow to 
come in. The figures agreed were in fact far in excess of what Strauß had con­
sidered could possibly be bought from the British. In addition, British offers in 
the civilian sector were generally not competitive. On the initiative of the 
Auswärtiges Amt, British offers were later accepted even if more expensive 
than those made by German firms. Nonetheless, the Germans only began in 
earnest to tackle all these problems of implementing the German-British 
agreement after the Chief Secretary to the Treasury, John Boyd-Carpenter, had 
held talks in Bonn in July 1963 and again in December 1963.96

While creating endless practical and diplomatic difficulties in German- 
British relations, basing the solution to the support cost question after 1961

not even been used up. See also 'London will Geld von Bonn', Süddeutsche Zeitung, 28 
November 1961.

93 Macmillan to Kennedy: PRO PREM 11/4052 (23 February 1962).
94 The terms of these agreements meant that the British were one year behind the US 

schedule, indicating that in future any concessions to Britain would largely depend on what 
was previously agreed with the US government

95 Cf. Macmillan to Adenauer: PRO PREM 11/4217 (21 March 1962). For the de­
tails of the agreement see BA B 136/3133 (7 November 1962).

9ti For these talks see Roberts (Bonn) to FO: PRO PREM 11/4217 (23 July 1963); 
Aktenvermerk BMF: BA B 136/3133 (4 December 1963).
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primarily on German arms purchases proved mutually advantageous for both 
the Federal Republic and the US at least in the short-term. During the early 
1960s the Germans continued to enjoy massive arms requirements because of 
their rearmament. Besides, while German industry was still running at full ca­
pacity and continuing to expand into new markets, there was no pronounced 
interest yet in a stronger domestic armaments industry. From the US point of 
view, on the other hand, the arms purchases helped to strengthen German 
commitment to the dollar-gold rate and thus to the Bretton Woods monetary 
system in general, while tying the Federal Republic more closely to the US 
militarily and strategically by making closer German-French cooperation in 
arms development and production, as envisaged by the 1963 Elysée Treaty, 
much more difficult. The extent to which the agreements actually alleviated US 
and British balance of payments difficulties, however, remained unclear, espe­
cially since the question of additionality remained unanswered - that is, to what 
extent German arms orders would not have been placed in any case.97 More­
over, it was entirely unclear what would happen once German arms procure­
ment requirements subsided. Because all sides in the early 1960s were pri­
marily concerned with the short-term effects of the agreements the question of 
a long-term solution was never properly addressed and was later to play a sig­
nificant role in the 1966/67 NATO crisis.

V.

During the period from 1955 to 1965 the view of the US government con­
cerning the support cost payments by the Federal Republic, also called offset 
payments since the early 1960s, changed largely as a result of the sharp dete­
rioration in the US balance of payments position and the relative decline in US 
economic strength in comparison with its West European partners. In the mid- 
1950s the Eisenhower administration was still in a comfortable negotiating 
position. Not yet confronted with any urgent domestic or external economic or 
political pressures, it could afford to take what may be described as a multi­
lateral view of the support cost problem, namely that a suitable balance had to 
be struck between the aim of efficient German rearmament and a strengthening 
of NATO's conventional defence in the heart of Europe on the one hand, and 
the necessary stabilization of the British budgetary and monetary position,

97 Cf. Gregory F. Tre verton, The Dollar Drain and American Forces in Germany. 
Managing the Political Economics of Alliance (Athens: Ohio University Press, 1978), p. 13; 
Horst Mendershausen, Troop Stationing in Germany: Value and Cost (Santa Monica: 
RAND Memo RM-5881-PR, 1968), pp.83-85.
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which at that time was still of considerable importance for world trade, on the 
other.

Emphasis was initially placed on fast German rearmament in accordance 
with the three-year plan originally put forward by Blank in 1954/55. The US 
government, however, soon became disillusioned with the German rearmament 
effort and so began in general terms to support British demands for further 
support cost payments by the Federal Republic. At least after the first year, 
during what Schäffer had described as "Petersberg meetings" between the 
Germans and the three Allied ambassadors, the Americans took great care to 
treat the support cost problem in an Alliance context. Because of Adenauer's 
domestic political difficulties over allegations that he was still being forced to 
pay for "occupation costs", it seemed imperative to avoid the impression of any 
disparaging treatment of the Federal Republic. Furthermore, pressure was con­
tinuously applied on the British to revise downwards what in Washington were 
considered excessive financial demands on the Germans. The Eisenhower ad­
ministration remained adamant that Bonn should be given no excuse for further 
delaying rearmament, which remained a political priority for the US.

In economic and monetary matters the hegemonic role of the US within 
the West was not directly challenged, but was slowly eroded in the early 1960s 
by increased EEC and Japanese trade competition and by the adverse effects 
on the strength of the dollar of the balance of payments deficit and the strong 
German Mark. One conceivable response would have been to adjust to the 
changing economic conditions by scaling down the US’s vast world-wide eco­
nomic and security commitments. More modest commitments might have in­
cluded a devaluation of the dollar as part of a fundamental revision of the 
Bretton Woods monetary system. Within the Kennedy administration this op­
tion of a more limited role of the US in world affairs combined with greater 
West European responsibility as part of a new and more equal transatlantic re­
lationship was advocated by Under-Secretary of State George Ball and others 
at the State Department. Instead of following this reformist path, however, 
Kennedy began to pursue a more active hegemonic policy in relation to the 
West Europeans, and particularly the Federal Republic, with the aim of making 
use of their financial resources for stabilizing the established US leadership 
position within the West and the wider world. As Ball later complained in 
retrospect, Kennedy saw the Federal Republic primarily as "a bank (...) for our 
grandiose Third World [and other] programs".98

The initially implicit linkage between monetary and security matters, 
which only became explicit during the second half of the 1960s, gave the US

98 Ball, pp. 184-85.
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considerable political leverage against the Germans, particularly during the 
Berlin crises. "Germany is the most important country in the world to the 
U.S.", former Secretary of State Dean Acheson told Defence Secretary Robert 
McNamara in September 1963, and as a result of its highly precarious security 
situation "subject to be influenced by us (...) as the Soviet Union, France and 
Britain are not."99 Indeed, the Federal Republic’s dependence on the US for its 
external security facilitated the attempts of the governments in Washington 
during the negotiations over the offset agreements and other matters to obtain 
from Germany substantial financial support for sustaining the dominant US 
position in international economic and monetary affairs. In contrast, the self- 
imposed British dependence on the US for the continuation of the "special re­
lationship" which aimed at propping up the continued British claim to world 
power status regarding nuclear weapons in particular, was employed by the 
Kennedy administration to induce the British to keep their conventional forces 
commitment to NATO, but also for different purposes in other policy areas, 
such as European integration. The conflicting claims by the Germans to a 
status of equality and by the British to a special position vis-à-vis the US only 
gave the governments in Washington additional political leverage in the tri­
lateral relationship.

For the British, on the other hand, the main aim in relation to the support 
cost question was throughout the period under consideration to obtain Ameri­
can cooperation in extracting as much cash or other indirect financial contribu­
tions out of the Germans. This approach was generally regarded as justified for 
four main reasons. Firstly, the effect the costs of stationing British troops in the 
Federal Republic had on the stability of Sterling and thus of the Sterling Area 
was adverse. Secondly, the world-wide British defence effort, which for the 
time being was only being scaled down as a result of the 1957 Sandys White 
Paper, was perceived to contribute disproportionately to the security of the 
West in general. If it placed an additional burden on the British, other Allies 
with lesser obligations, and the Federal Republic in particular, ought to assist 
financially as part of a fair distribution of labour within NATO. Thirdly, the 
Federal Republic's comparatively lower defence expenditures in terms of GDP 
was viewed as giving the Germans an unfair competitive advantage in world 
markets, as greater resources in terms of investment and labour could be con­
centrated on exports in the civilian sector. And finally, Britain as victor nation 
of the Second World War was still generally assumed to have an almost his­
torical right to continued support cost payments even after 1955.

99 Acheson to McNamara (10 September 1963): Acheson Papers, Box 22, quoted in 
Costigliola, p.35.
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Even in the years after 1955, however, the British strategy was only partly 
successful. Support cost payments could be got from the Germans, but much 
lower amounts than initially anticipated, amounts which did not cover the full 
costs in marks of stationing British troops in the Federal Republic. From 
1959/60 onwards, US competition for financial aid made it even more difficult 
for the British to obtain from the Germans what they considered might be an 
appropriate contribution towards alleviating the structural balance of payments 
problem. This point becomes particularly clear in the context of arms procure­
ment policy, where close German-American cooperation, motivated on the 
German side by a combination of political and military considerations, left the 
British out in the cold. To add to Britain's difficulties in the trilateral relation­
ship, American pressure to keep up the conventional strength of BAOR left a 
Conservative government, determined at all costs to preserve the public 
appearance of a "special relationship" with Washington,!00 without any real 
security leverage vis-à-vis the Germans.

Even before this pressure was stepped up in the late 1950s, frequent 
threats by Macmillan and others, largely made in the context of European 
policy, that Britain might completely withdraw BAOR or even leave NATO 
enjoyed limited credibility. Any troop cuts that went too far could easily prove 
counterproductive. In November 1956, when the Sandys White Paper had not 
even been made public yet, Defence Secretary Antony Head already wondered 
"how large a reduction (we should) propose to our Allies in the interest of our 
economic position, bearing in mind that if we go too far we may provoke a 
general reduction in the military contributions to N.A.T.O., and indeed endan­
ger the very stability of the alliance, as well as damaging the prospects of the 
closer relationship with Europe which we have in mind in other fields",101 that 
is, in relation to the Free Trade Area proposal.100 101 102 The British saw numerous 
dangers: the US might lose interest in Europe if the West Europeans were 
viewed as unwilling to contribute their fair share for their own defence; or the 
British might lose influence within NATO as a result of large troop cuts. In the 
first place, such cuts would necessitate a redistribution of command posts

100 The preservation of the "special relationship" with the US was also the main mo­
tivation behind the 1961 EEC application. See in detail Wolfram Kaiser, Von Messina nach 
Canossa. Großbritannien und die Europäische Wirtschaftsgemeinschaft 1955-1961 
(Berlin: Akademie-Verlag, 1995).

101 PRO CAB 129/84/269 (28 November 1956).
102 See also Wolfram Kaiser, 'Selbstisolierung in Europa - Die britische Regierung 

und die Gründung der EWG", in: Clemens A. Wurm (ed.), Wege nach Europa. Wirtschaft 
und Außenpolitik Großbritanniens im 20. Jahrhundert (Bochum: Universitätsverlag Dr. N. 
Brockmeyer, 1992), pp. 125-153.
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within NATO in favour of others, and particularly the Federal Republic. In­
deed, leading younger German politicians like Strauß were continuously sus­
pected of longing for further BAOR troop cuts which might then result in a 
strengthening of the position of the Federal Republic in relation to the US.103 104 105 
In fact, leading German opposition politicians espoused such views publicly. 
Erich Mende of the FDP, for example, demanded in 1958 that no further sup­
port cost payments be made and suggested that two BAOR divisions instead of 
four were quite enough. 1°4

With regard to the trilateral relationship British treatment of the Federal 
Republic was largely determined by the fact that the British claim to a "special 
relationship" with the US and to a special role in world affairs generally had to 
be defined increasingly in delimitation from the other main West European 
powers, namely France and the Federal Republic, given Britain's dwindling 
economic and military resources. Because the Macmillan government began to 
place ever greater emphasis for domestic reasons on the illusion that this spe­
cial role could be sustained indefinitely despite Britain’s increasingly obvious 
relative decline, it was necessary not only to deny the Federal Republic equal 
status within NATO, but also to make the inferior German position clear as 
often as possible in public. 105 With regard to the support cost question the fi­
nancial demands on the Federal Republic were thus casually or deliberately 
treated as "occupation costs", not by the Foreign Office, but in the political 
arena - in the Commons - in order to stress the position of the Federal Republic 
as factor rather than actor. But as the ever growing German economic and fi­
nancial strength and, indeed, British dependence on German aid could hardly 
be explained away, it became even more necessary to deny the Federal Re­
public equality in other policy areas, particularly in relation to nuclear policy 
and strategy where a special British status was increasingly viewed as the key 
to a continuation of the "special relationship".

Finally, the Germans found themselves in a defensive position in relation 
to the support cost question from the very beginning; this resulted largely from 
the delay in rearmament, which for several years left them spending much 
smaller amounts on defence in terms of GDP than their main allies within 
NATO, but also, if only indirectly, because of their successful export drive 
which allowed the government in Bonn and the Bundesbank to follow a policy,

103 See, for example, Roberts (NATO) to FO: PRO PREM 11/2331 (3 February 
1958).

104 vFDP lehnt Zahlung an London ab", Frankfurter Rundschau, 10 June 1958.
105 For the domestic political significance of the related nationalist rhetoric see Wolf­

ram Kaiser, 'Using Europe and Abusing the Europeans: The Conservatives and the Euro­
pean Community 1957-94", in: Contemporary Record 8/2 (1994), pp.381-399 (391-395).
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not least motivated by historical experience, of hording gold and currency re­
serves. This policy, in turn, aggravated the existing world-wide imbalances.!06

During the early years of support cost negotiations the Germans progres­
sively managed to achieve three main aims which had high priority above all 
for domestic political reasons. Firstly, negotiations were conducted on a bi­
lateral level within a multilateral NATO context. As far as possible this ap­
proach helped to avoid the impression that the Federal Republic enjoyed an in­
ferior status within the Atlantic Alliance after it attained sovereignty in 1955. 
Secondly, any payments were made dependent on special conditions, that is, a 
real balance of payments problem to which the costs in marks of stationing 
troops in the Federal Republic could reasonably be said to contribute. And 
thirdly, all direct cash contributions which smacked of the former occupation 
cost payments were successfully avoided. On a more general level, the defen­
sive reflexes of German support cost policy, particularly visible in the aggres­
sive line taken by Schäffer in 1955/56, reflected the widely shared political 
priority of exorcizing the Allied Besatzermentalität which had developed over 
the previous ten years and of gaining diplomatic recognition as an equal partner 
within NATO.

In the period 1955 to 1965 the Federal Republic’s importance in economic 
and monetary matters grew very significantly. While US and British de­
pendence on support cost or offset payments could potentially have given the 
West German government much enhanced political leverage, however, the 
central negotiating position was not easily translated into political power or 
gains in other policy areas. To start with, political weakness as a result of the 
precarious security situation made the Federal Republic a comparatively easy 
target of efforts by other Allies, but particularly the US, "to shift abroad the 
costs and burdens of their own mismanagement".!07 Adenauer in particular 
was obsessed with the idea that "the US, on which we depend so much, will 
lose confidence in the West European powers and will one day come to an un­
derstanding with the Soviet Union behind their backs and at their expense".106 107 108 
From this point of view, it could be potentially hazardous to annoy the US 
government over financial questions such as the support cost or offset problem.

106 for  a Bundesbank view of the balance of payments problem in inter-Allied rela­
tions see the memorandum "Die Bedeutung der Deviseneinnahmen von fremden Truppen 
für die Entwicklung der Zahlungsbilanz und der Währungsreserven": Historsches Archiv der 
Deutschen Bundesbank, N2-Emminger/00243 (4 December 1959). I am grateful to Werner 
Wippich for making a copy of this document available to me.

107 Ilgen, p.57.
108 Besprechung Heuss/Adenauer (9 January 1958), Bundespräsidialamt, quoted in 

Schwarz, p.385.
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In addition, the West German government tended to emphasize economic 
and political aims which were directed at keeping the status quo. These aims 
included, for example, the avoidance of a substantial revaluation and of a wider 
role for the German mark. So long as it was seen as beneficial for German ex­
ports to be transacted in the shadow of the US and British currencies, which 
were both overvalued largely for political reasons of prestige, it was preferable 
to ease Allied pressure for an internationalisation of the German mark by 
making support cost or offset payments in some form.109 To give way to US 
and British financial demands also seemed a suitable means of strengthening 
crumbling Allied support for the political status quo regarding the non-recogni­
tion of the GDR and, more generally, of avoiding a separate détente deal 
between the US and the Soviet Union over Berlin or Germany as a whole be­
hind the backs of the West Germans. So long as the government in Bonn re­
fused to develop a more active détente policy of its own, not much room was 
left for issue linkages of the support cost problem with offensive aims, particu­
larly in relation to nuclear policy and strategy within NATO, where the Ger­
mans had a distinct interest in reform.110

Moreover, the Adenauer government, in order to achieve integration into 
the West as soon and as fully as possible had deliberately committed itself to a 
cooperative approach in its relationship with its partners in the West. This 
policy meant that both potentially more effective options for perhaps getting rid 
of the support cost demands altogether or for gaining more far-reaching 
concessions in other policy areas in return were deliberately excluded. These 
options were the more independent and conflict-oriented approach followed by 
the French under de Gaulle, who in the mid-1960s even tried unsuccessfully to 
place pressure on the US administration by systematically exchanging dollars 
into gold, or the suggestion, even if only used as a diplomatic device, of a 
separate understanding of some sort with the Soviet Union. In the short-term 
the generally cooperative German approach may have been more expensive IO

IO9 See also Gustav Schmidt, 'Vom Anglo-Amerikanischen Duopol zum 
Trilateralismus: Großbritannien-US A-Bundesrepublik, 1955-1967', Amerikastudien, 39/1 
(1994), pp.73-109 (98).

U 0  Qn this question see Christoph Bluth, 'Nuclear Weapons and British-German 
Relations', in: Beatrice Heuser and Robert O'Neill (eds.), Securing Peace in Europe, 1945- 
1962 (London: Macmillan, 1992), pp. 139-156; Peter Fischer, 'West German Rearmament 
and the Nuclear Challenge', in: Francis F. Heller and John R. Gillingham (eds.), NATO: The 
Founding of the Atlantic Alliance and the Integration of Europe (New York: St. Martin's 
Press, 1992), pp.381-401; Christian Tuschhoff, 'Multilaterale Verteidigungskooperation in 
der NATO und amerikanisch-deutscher Machttransfer', in: Gustav Schmidt (ed.), Ost-West- 
Beziehungen. Konfrontation und Détente 1945-1989, Voi 2 (Bochum: Universitätsverlag 
Dr. N. Brockmeyer, 1993), pp.99-116.
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financially, but in the long-term it arguably helped to increase the credibility 
and thus perhaps also the influence of the Federal Republic in the trilateral re­
lationship and within the Atlantic Alliance.
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