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1. Introduction applicati on of 'a new procedure 

Last year, the Economic Policy Committee decided that examination of 

the budget guidelines would in future be carried out in two phases . The 

Working Part y on Pub Li c Finance wouLd first of all examine th e analyses and 

quantitative forecasts drawn up by th e Directorate-General f or Economic and 

Flnanc~idL Affairs. Th e Working Part y would then present a report to the 

Committee so a s t o all ow it t o cons ider the basi c feature s of budgetary 

poLicy on the ba~is of figure s that had been checked by the experts. 

Thi s memo ha s been drafted befor e preparation of the quantitative 

guidelines enters its finaL pha se . Th e memo draws th e Committee's att ention 

t o the main problems to be examined and to the choices to be made. 

2 . The avera ll ' economi c context 

During the first hal~ of 1981, the Community continued to fee l the 

effects of .the second oil shock, which in 1980 had resulted in a sLowdown 

in growth, a worsening in the empLoyment situation, an acceleration in infla­

tion and ~ sharp deterioration in the current balance of payments. 

In 1981, the Community's gross domestic product will probably fall by 

about 1/2 %, the - rise ~n cons~mer prices will probably amount to 11.5 % as 

in 1~80, -the unemployment rate ii expected t~ increase from 6.1 % to 7.7 % 

and the current account deficit to be stilL some S 40 000 million. 

- In _the second half of 1981, economic activity couLd recover somewhat 

as a result of stronger export growth and, in some countries, greater buoyancy 

in private consumption and in stockbuiLding. 

However, the scaLe of this recovery remains uncertain, since the sharp 

rise in the cost of borrowing couLd curb investment. The fall in the value of 

European currencies against the dollar has Led to an acceleration in price 

rises during recent . months, and this is also likely to delay the recovery in 

economic activity. 
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. NevertheLess, for 1982, the prospects of a recovery in gro wth, giving 

a 2 to 2.5 % increase in the Community's gross domestic product, seem pLausible. 

Growth of this order would not be sufficient to bring down the unempl oyment rate. 

The ri se in prices couLd sLow down, though stiLL reaching fairLy high levels, 

whi le the cu rrent account deficit could be redu ced somewhat. 

3. Trend of budgetary aggregates and the borrowing requirement 

Th e -deteriorati on in the economic s ituati on in 1981 as compared with the 

initiaL forecastiLed to larger budget deficits. In particular, it adverseLy 

affected the growth of tax revenue (to a lesser extent in the countries with 

<high inflation such as Greece, 'Italy and Ireland), whiLe the increase in pubLic 

expenditure continued at more or less the 1980 rate, except in the NetherLands 

and the United Kingdom where restrictive measure s helped to sLow down the in-

crease. 

As a re~ult, the gener~L government :~orrowing requirement was very high 

(aboye 10 % of GDP) in ~reLand and Belgium, around 8.5 % in Italy and Denmark 

and an tincomfortable. 3 to 4 % in Germany, the NetherLands and L~xembourg. 

4. The build-up of deficits during the last fi ve years, without any suffj-

ciently, clear prospects .of"a reve~saL in "the trend, is particularly worrying 

.since itjeopardizes .the ~hance~ of recovery in the medium term, notably because 

of the 'cfi-s,!)"foportionate ris~ · in interest charges ' which it entails. The effect 

of this phenomenon has now been reinforced by' the appreciabLe rise in short and 

long-term interest rates. 
I 

The impact nf the budget deficit is also destabilizing in the short term 

- in the 'countries where the borrow~ng requirement is particuLarly high, there " 

is clearLy a link between the balance of payments deficit and the budget 

deficit; ' 

substantial monetary financing cannot be avoided where there is a large-scale 

defi cit, and thi s tends to weaken ·the· rest ri ctive impact of monetary pol i CYi 

- whe 're fin,ancing is possible in~~e Long . te'rm, there are grounds for fearing 

that; in view o'f the reaL interest rates currentLy prevai Ling, private invest­

tors may b~ crowded out. 
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5. Guidelines for the borrowing requirement 

The Commission had recommended that, as a guideline for 1981, a worsening 

of the budget deficit should be accepted if it wa s linked to a ~eakenlng of eco­

nomic activity, except in member countries wh ere the borrowing requirement was 

in danger of becoming excessively high. 

-, It would be possible to argue against maintaining this recommendation 

for 1982 if it ~ere shown that, in present ci rcumstances, the "buiLt-in-stabi­

lizers" do in fact have a destabiLizing effect by accentuating the , balance of 

payments deficit or by indirectly causing an acceleration 'in price rises. ' In 

addition, in the light of the arguments cited in the previous paragraph, a 

reduction in the budget deficit could in any case prove essential. However, 

the situation varies from one country to another, and each particular case should 

be examined carefully. 

In determining guidelines, reference must also be made to the requirements 

"imposed by medium-term economic trends. In- this connection, it should be noted 
J 

that the preliminary draft of the medium-term' economic policy programme (see 

point 1.5.3 of the introduction) explicitly calls for a reduction in budget 

'deficits so as to back up the fight against inflation and to broaden the pot en­

, t i a l for' g r 0 wt h. 

6~ possible ways of reducing the budget deficit 

Though it is diff1cult to set a standard for the burden of taxation and 

parafiscal charges, the general consensus is that ~his burden should ~ot be 

increased any further. 

This ge'neral view does not' mean that there should not be shifts between 

the various ' categorie~ of taxes and charges. Thus, in the present economic 

, situation, it might be desirabLe to' reduce taxes on businesses so as to stimu­

Late investment, and to offset this by raising the rate of a number of indirect 

taxes s6 as to hoLd down consumptio~. In some cases, an increase in social 

iecurity contributions cannot be ruled out if such a measure is necessary for 
I 

the purpose of 'balancing sociaL security finances. 
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La stl y, the pub Li c defi c i t i s so large' in s om e count ri es th at it wi lL 

be neces sary not t o neutraLiz e fi s ca L drag, at Lea st f o r the majorit y of tax-
-----..: ' ....., payer s . 

, It i s clear, therefor e, that r educing the bUdget ' def i cit wil l have to 

be achieved essentiaL Ly by way of tighter managment of spendi ng, with eff ort s 

s~reaJ eve r a numbe~ of year s as part of a cons i s tent programme . 

In thi s connecti on, th e pr e Liminary draft of the medium- term economi c 

po Lic y programme ~recommend s (see, point 1.5.3 ) that the ove r a LL in crea se in 

pub Li c s pendi ng i n th e pe ri od 1980-85 s hould be be l ow the in cr ease i n nationa l 

income; - if th i s i s t o' be achieved , the expansion in' t rinsfers to households 

wi l 'b have to be curbed significa~tly in most cases . 

These med ium-t e rm po~nte.r s can se rve as the basis fo r an analysis of 

the ~a te of public expenditure growth in 1982. 

ExaminatiQn of the , prospects for , this yea r r eveals a wide range of 

const r?ints when , we consider how the budgetary aggregates could be adjust~d 

- In a number of countries, interest on the public debt absorbs a high and, 

i~ man9 cases, growing proportion of public resources. ' In 1982, for in­

, st anc,oi 1niscellaneous currentexp'enditure (made up 'almost enti rely of inter~st 

paYflltJ ii.s) ", will ' account for 43 %' of the increase in general government. current 

expend; t'~le ' in Be 19i urn, ' for 30 % in' I re land and for a round 15 % ; n Germany, 

Denmark,:. ' ItaLy"and the Netherlands. Since s,uch -expen'dit'ure is irreducible, 

an 'aLl~he ' mor~ determined effort must ' be made to curb the increase under 

otherhe~dings ~f the target of an inc~ease in aggregate spending below that 

in national income is to be achieved . In countrJes such' as Belgiu~, Denmark 

and Ireland, it;s not sufficient under the c,ircumstances to aim for ze,ro 

gro·wt 'h. :'i '~ 'rea-l terms " in~t-he'r budgetary spending. 

- . -,;: -
' . ~ '. -
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- As for current tran sf e r s , the aggregat e figure s f o r the Communit y do not 

indicate any relative slo wdown in 1982, the rate of increase being the 

same as that for total current b~dgetary expenditure (12 X). 

In some countrie s , the share of transfers t o households in the increase 

.6 

of total current expenditure is particularl y high (52 % in France and the 

Netherland s , 47 % in the United Kihgdom and 42 % in Luxembourg), reflecting 

the-increase in certain weLfare benefit s or th e particular buoyancy of spen­

ding under th e sickness-insurance and social security schemes. 

- By contrast, current transfers to the company sector are increasing only 

insignificantly or even contracting in a number of countries (Germany, 
'"--- -- - -United Kingdom, Greece). 

~ __ --' 0 

This development is probabLy tied up with the greater efforts being made t o 

limit sub sidies so as to ensure that prices more closeLy reflect costs. The 

overal~ figure~ do not Shed any light on the impact that the deteriorating 

position of ofirms in so~e industries is having. The Working Party on Public 

Finance ~as begun to look into this matter and the bilateral talks ihat wiLL 

take place in the national capitaLs will no doubt provide the Economic Policy 

Committ~~o with some provisional indications on this subject. 

- Some countries aremaking a remoaorkable effort to curb
o 
public consumption as 

part .,Df an oveoraLl pol icy of wage restraint. The relative share of the 

co~~c~sation of .general governmeni empl6yees in the increase in current 

expenditure in 1982 is, for instance, only 14 % in the Netherlands, 20 % in the 

Unit~d Kingdom and 22 % in Belgium (compa~ed with an average of some 25 X) 

while a significantly above-average figure is recorded in Denmark (36 1.) -

and in Greece (45 X). 

- Direct investment will grow more slowl~ io 1982 (9.5 %) than current exp~n­

diture (13 %) and will fall slightly in real terms. The situation will be 

o~ somew~at better than in 1981, °a year of ~idely differing growth rates (4.5 0% 

for investment as against 13.5 % for current expenditure)~ 

None 'the less, if account is also . taken of the unchanged position of capital 

transfer~ . in 1982, it is cl~ar that expenditure cuts will continue to. falL 

unduly on pubLic capitaL expenditure in 1982. -

.. , 'I 
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Final remarks and questions 

All in all, the prospects for generaL government budgets in 1982, which 

are normaLLy based on the assumption of unchinged ~olicies, do not i ndicate 

any tendency at Community level for the bo r rowing requirement to decline signi­

ficantly or for the growth rate of expenditure to falL below that of gross 

domestic product. 

It will be the Committee's task to ascertain to what extent it wilL be 

possib'Le and advisabLe to co r rect these trends by adopting appropriate budget ary 

guidelines. 

With this in mind, the Commi ttee couLd look at the foLLowing points as 

they affect each country: 

1. Do the foreseeabLe deveLopments ih the economic situation point to a 

spontaneous improvement in the net budgetary position in 1982 ? 

2. If so, can these deveLopments be regarded as satisfactory or shouLd ' they 

be reinforced and, if so,· to what extent? It no such improvement is expec­

ted, what corrective action wiLL be needed in 1982 and"in the medium term? 

3. Among the discretionary measures to reduce the budg~t deficit, shouLd con­

sideration sti Ll be giv"en to major tax measures ? Which countries intend · 

to aLLow fiscaL drag to operate without restriction? 

4~ .On the expenditure side, what wouLd be the extent of the ~uts to be made? 

- Is there scope for changes in national LegisLation or rules that will make 

it possibLe to Limit the growth of social transfers? 

- Taking account of recruitment policy and in view of the scope for wage and 

income restraint, what. are the .Longer-term prospects for the trend in 

public consumption? 

- Are there pLans to encourage both public and private investm~nt and what 

measures are pLanned. in priority sectors such as energy? 
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! Translation 'of th~ bud9~t a ry guidelines ·i nto ~sua\.' budgetary concepts -' ._ ... . ,. ~,._" . , 
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, 
" 

DA~,"':;"RK (1) 

(DKR bn) 

DEUTSCHL AN D' 
(DM bn) 

ELLAS 
(DR bn) 

FRANCE (1) 

(ff bn> 

used in Member States * ). 

- Net borrowing r~quirem ent of the 
central government ••••••••••• 

~ - Net borrowing requirement of 
the Bund (without Special 
Fu~ds) ••.• ••• ••••••••.••••••• 

- Net borrowing requirement of 
Bund, lander and local auth-
orities consolidated •••••• 

- Net borrowing requirement of the 
central government •••••••••••• 

- Net borrowing requirement of the 
central government ••••••••••• 

1980 

- 17.5 

- 56.4 

, 
- 48.8 

- 30.3 

1981 

-- 31.0 

- 68.5 

- 68.6 

- 61.0 
{ 

- Exchequer borrowing requirement -1 217 -1 702 (2) 

1 •.. LIA 
: (lIT bn) 

i . 

NEDERLAND 

-- -. -. 

8FI ~lQUE/BELGIE 
(8tR bn) 

• 
LUXEMBOURG 
(LFR bn) 

UNITED f(INGDO~ 

(UKL mn) 

- Current budget deficit 

- Domestic market borrowing of 
the e~large~ pubtyc sector ••• 

_ . . ', 

- Net borrowing requirement of 
general gdvernmen~ i~ cash 
terms, as ~ % of national income 

- Current budget balance ••••• 
- Net borrowing requirement of the 

central government (without 
Special Funds) •••••••••••••••• 

- Net borrowing requirement of the 
central government •••••••••••• 

- Public sector borrowing 
requirement •••••••••••••••••• 

547 

.. 40 600 

7.5 

-122.7 

-250.5 

- 0.9 

-13 900 

783 

- 44 000 

7.0 . 
. ' 

. '·190 .. 
.. 

-315 

- 2.5 

-11 400 

(*) All figures are forecasts based on actual expenditure ~nd receipts, 
" , whic)' may be different from the initi~l forecast. 

1 0 . 

(1) Identical to community guidelines 

. 

1982 

- 31..0 

- 63.0 

- 73.5 

- 82.0 

-1 600 
650 

- 49 000 

I 

5.5 

-175 
4 

-300 

- 4.0 

- 9 800 

(2) ~his figure could be reduced by up to IRL 100 Mio if the target far private 
sector participation in the Public Capital Programme is reached. 

) 
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Short-term developments and prospect s 

Since the last meeting of the European Council there have been some 

signs of improve ment in the European_ business cycle and an easi ng of world 

oil market pressure s; but a l so worrying movement s in interest and exchange ~ 

rates across the Atlantic and mu ch too l imited progress in fu ndament al aspect s 

• -of ~-conomi c po l ; cy and perfor man ce in Eu rope. 

Production in the Co mmunity probabL y reached it s low-point in the early 

months of this year. The immediate outlook is subject to conflicting in­

fluences. The busine ss cycle is showing signs of moving i~to the re covery 

stage, with some strengtheni ng of export and private consumption demand. 

Community business surveys show this. But the balance of the changing trend 

as between a halt to the recession and a beginning of the upturn is still dif~ 

ficult to discern~ For 1981 as a whoLe the Commission expects a fall of about 

1/2 % in GDP volume, ~ith an improving second half of the year leading to 

pc~itive growth in 1982 perhaps slightly in excess of 2 X. This would be 

barely sufficient to stop the rise in unemployment in the course of next year. 

For Lhe time being unemploy ment is still rising sharply and has reached 

7.7 % of the labour force. 

A negative influence has been the higher interest rates, and the 

~=e n era lin t ern at i 0 ~ a l mon eta r y ; n s tab i l ; t y -. S; n c e th e beg i 11 n i ng 0 f t his 

y-e~.a.r_ , short-ter-m interest rates have been forced up on average in the Commu­

nity by over 3 points .. (to 15 r. for 3 month inter-bank rates), restoring appro­

_ximate parity with United States rates. Nevertheless even greater movements 

have been seen in exclTange_ rates, with the ECU now having depreciated 21 X 

against the dollar and 24 ~ against the Yen in twelve months. 

In time this depreciation should lead to substantial European gains 

in world export markets. Moreover the Community's large balanc~ of payments 

current account deficit (nearly 40 Z billion in 1981, compared to a modest 

surplus in the United States, and -a modest deficit in Japan) leaves 

no doubt . about t he need ; n Europe fo r a -$ubst ant; a l adj ust ment. -Some 

~ro~ress in reducing this deficit is likeLy in 1982, but a multi-year 

strategy--adjustment in investment and world trading ' performance is basically 

necessary. 
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Tb'e depreciation of the ECU means that Eurqpe is currentLy experien-

c~g a wave of import price increases as severe as Last year when oiL prices 

wt:,'e the main cause. Thi s is serious Ly retarding progress in reducing 

inflation. The average consumer price rise is now expected to be 11 1/ 2i. 

in 1981 (up 1 point since th e forecasts before the last Eu ropean Council 

meeting, with the divergence between countries now ranging from 5,8~ to 24i.) 

and could well be still as high as 10 1/2% in 1982. As in the cas'e' 0'1 

the 0; L price--r;se, it i s vitaL,t o ensur e that thi s unavoidable deterioration 

in the term s of trade doe s not have rep~rLJJ ss ion s whi ch Lead t o an 

increase in domestic inflati on . Thi s reinforce s the importance of 

certain Member States to adjust extremel y comprehensive and fast-acting 
......... -~ 

income indexation mechanisms . As stat ed at the Europ ean Coun ci l' s la st 

meeting, thi s i s in contradicti on with the main aim of creating a zone of 

monet3ry st abiLit y in Eur ope . 

The e ff e~ t s of the reces s i on on pubLi c budg et s is seen in an upward 

~evis i o~ 0f t he expe cted deficit of th e general government accounts for 

1981 from 4. 0 t o 4. 3 i. of GDP for the Co mmunit y as a whole (compared to 

3. 6 % in 1980) . For some countri es, a stabilis ing effect fr om the budget 

shoul d be accepted, and indeed weL comed, fo r exa mpl e i n Germany where ther e 

dre · a lre ady signs t hat s t ronge r expor ts wiL L 

support to economic activity. In France, which among Community count r ies 

actually experienced a- small budget surpLus in some .li mi t ed de f ic i t 

i n '1981 shQuLd not encounter financing problems ;f~ kept within prudent 

propo r tions. In several other countries, however, measures to restrict 

current public expend~~ure and deficits are overdue. Each year's delay 

i nc reases the future b~ rden of adjustment. Double- digit deficits as a 

~hare of GDP are not stable propositions, yet this is the or der of 

magnitude cf the '8J~lg;an'deficit and nearly so in Italy; Denmark's deficit 

also appear s to b~ increasing alarmingly, while that~~ Ireland, already 

15% of GDP, has r ecently been -increased by substantial subsidie~ to house­

holds for food and housing items. 

. .. / ... 
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Medium-term chaLLenges 

. The CounciL wiLL shortly have to adopt a medium-~erm economic poLicy 

progra mme for the period 1981 -1985. Preparatory work by experts ha s been 

completed (i n the Econom ic PoLicy Comm ittee), and on this basis the Commission 

plans to submit a draft programm~ t o the Council before the summer recess. 
-#' .. . .... 

Projections for a five-year per iod are not oriously difficult to mak e, 

~ncrthose done by the Commission for 1981 -1 985 on the basi s of present 

Dolicies and historical economi c behaviour - r.emain open to surpri ses for 

better or for worse. Subject to these i mportant reserves, and assuming a 

moderate economic recovery from now t o 1982, the projectiQns sugge st an annuaL 

average r ate of growth in the Community as a whole of 2 1/2~ in the four year s 

1982 to 1985 (1.9% for the five yea r s 1981-1985), whi ch compares ' with around . 

2.2% for the years 1974 t o 1980, and a trend of 4 1/24 in the preceding decade. 

Assuming a 5X growth in world trade the present la rge balance of payments 

£vrrent 6ccouni deficit couLd weLL be reduced very substantiaLly by 1985 

~vel ~ with SJ~e ~enewed, but graduaL,increa se in the real price of oil. Prog ress 

i n reducing public sector deficits seems likeLy to be more mode st; the rate 

of inflation might on average deceLerate to about 7 1/2~ compared to the 

present 11%. The modest rate of reaL growth means that there is likely ·to be 

approximate stability in the total employment Level. Combined with the excep­

tionally fast demographic expansion of the labour force (nearly 1i. per year 

for the whole quinquennium), unemployment is quite likely - on the basi s of 

spontaneous trends - to continue to rise still from the present average level 

of 7. i'% .. 

Of course these trends are not immutable. Policy can, and in several 

respects should/change. Economic behaviour can change, and must be encouraged 

in the right direction. The uncertainties are not all negative risks. For 

example, we may manage to achieve faster progress in energy adjustment than 

expected, and we may underrate the capacity of the economy more generally 

to adjust for the better once given the right signals steadily over a period 

of years. 

. • • 1 ••. 
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But the fundamentaL message is that the Community cannot hope that 

a new cyclical recovery - itself fragile and uncertain - will lead the 

econom~ back'automatically ontb a satisfactory trajectory assuring a ,sub­

stantiaL and durabLe improvement in empLoyment prospects. It is not a 

~.- ,~ 

question of waiting with a tittle more patience f or trends to improve. The 

European economy n~eds stiLL to embark on deep and Lasting changes in publ~ c 

policy and in the economic performance of the sociaL partners and households 

before we can hope for a much better economic future; i.e. to assure the develop~ 

ment of the competitive capacity of our economie s and their aptitude to respond 

to the ~pportunities of growing market s. Investment and savi ng s must be increased. 

Consumption, empLoyment costs and current pubLic expenditure must be moderated. 

Investment and empLoyment in energy production and saving in p~rticular must 

be a massive priority as also the development of industries based on new 

technologies. , Pr esent investment trend s in the Community are not yet on a par 

~ith that seen in the United States and Japan. Th e Com~unity can and should 

'rrovide a fin ancial boost to this priorit y ( in thi s connection proposals f or 

a renov~ti on of the New Comm unity Instrument for investment financing are before. 

the Counei!. C:rJaiting. decision). 

Whil e abundantly debated, these . issues a re stiLL not being sufficiently 

acted up on in many Memb e r Sta te s,. If this .state of affairs persists the risks 

n~e for a r elapse of the Community into serious financial and monetary instabi­

Lity and thence into great Losses. For the Community as a whoLe this could 

mean erod ing the achievements even of the Common r~arket as weLL' as of the 

[\..{fppean ;·10netar;' S),stem, and for individual Member States there would be the 

~rospectS ' nt the Large eco~omic and social costs that always ultimateLy re~ult 

f~0m excps~~vely delayed economic adjustment. A longer period of delayed ad­

j u.stment ar.d.sLo.w growth would aLso endanger the social and political balance 

in our · countries and undermine ,the degree of sbciaL· consensLJs so far achieved. 

Current deveLopments demonstrate the necessity for a stabLe framework 

for international economic reLations. The Community should therefore intensify 

its policy of cooperation with third countries, especiaLly establishing 

increased monetary and financi~L cooperation between industriaLised countries, 

aLso with a view to aiding the economic situation of deveLoping countries • 

. • • 1 ••• 
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CONfiDENTIAL 

'=1-Summary ,and Conclusions 

The Commissi on suggests t o the European Council the following assessment 

and policy .orientations: _ 

(i ) It may be that the reoession has no~ passed its low point in Europe, 

and that the chanoes for a moderat e recovery are fairly good. However, 
~---------

(ii ) 

great ri sks surround this uncertain and fragile improvement. With the 

short-term easing of the oil market, the main risks at present lie in 

the management of economi c policy within the Communi t y and internationally. 

The Social Partners also have an important role . ' 

Wiihin the Community, particular ri sks follow from the~ failUTe 80 far 't _ 

of several Member States t o progress with urgently required publi c 
~---- -'---

finance and income stabilisation measures . These failures weaken t he 

c~hesion of the European Monetary Syst em. The Commission recommends 

t o these countries ac celerated programmes of economi c ad justment . On 

the other hand , Germany , wher e a strong export recovery seems now assured, 

should not unduly pre cipitate the desirable medi~term reduct ion of i ts 

public rlificits . In general, all Member States must aim at balanoe in 

the use of monetary ~d budgetary poli cies , and desist from descrimi nator y 

I!leasures in either domain that threaten the basic economic principles of 

the Community; the pr ospects f or export- led recovery can only be based 

on keeping open market s for t rade. 

(iii) The large deprecic:.tion of the EGU against the dollar and yen over the 

~a6t months me,ans tha.t the Community have a new opporturii ty to improve 

its ehare .. in world markets', and increase investment and employment. 

But ~be inflationarl. impact of the depreciation must be contained, and 

thiB i s a further reason why adjustments must urgently be made in index-
~ . , ~= . 

aiion practices ·in s'ome Member States,- ana expecta~i,ons. for realincom~ 
~ . ... 
gains be st~ll lowered more generally for the time being. 

(->v) Internationally, moreover t the volatility of interest and ex.change rates 

is of major concern; indeed it represents a serious threat to Europe ' s 

incipient economic recovery, notably because of the great fluctuations 

in costs and in the continuing 1L~certainties that the enterprise sector 

has to face. The Community should pursue these issues in depth in dis-

·Cussions w~th the other major monetary powers. The Community, the united 

States and Japan basically share the sane monetary policy objectives and 

there is much to be don~ including in the Community (as mentioned With 

r egard to budget s and incomes) t o relieve the strain on mone t ary pol i cie s. 
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Howeve:;- t.he United States should also bear in mind the significant 

international consequences of different choices that are open to it 

in the framing and eyecution of iis ,budgetary and monetary policies. 

The 'main policy stance of the major industrial countries does affect 

the functioning of the world economy and should, therefore, be dis­

cussed in the ~orthcoming international meetings. 

(v) The medium-term outlook reinforces the need for the ,accentuation 'of ' 

ad justment policies in many Member States , and persistance throughout 

the Communi ty in effort s to promote inve stment in energy saving and . .........._-
production and in new industrial capacity, and to moderate l abour cost s 

(including both income s ~~d social security levies). 

(vi . Joint Council of Ministers of :Einployment and Social -Affa.irs and of 

Affairs, lr:hich was held on 11 June 1981, discussed ~he uneJ;n-

agreed that unem 

jointly- and that 

hence in employment, 

Community level. 

the type of strategy ~~d actions which needed to 

ensure a fundamental improvement. It was generally 

were problems whi ch should be' tackled 

overall economic Situation, and 

through reinforced action at 

accepted to follow up certain policy 

issues? in particular: f methods for combating inflation 

and enccur·aging economic growth; the and new 

areas of employment growth; analysis of expendi ture and the 

financing of social security; the promotion of ibility in working 

time; an~ t.he development of an integrated framework 

training ~ ... d. work opportunities for young people. It 

follow up ~hese questions in a further Joint Council. 

to 

Unemployment and inflation are problems which ought to be tackled jointly, 

----------------------as ~was generally agreed at the recent Joint Council of Ministers of Employment 

and Social Affairs. An improvement in the ~ba1 economic situation and hence 

in employment - implies sustained action and effort for several ,years in the 

major social and economic fields as well as specific urgent measures to combat 

the high unemployment rate among the young. The effectiveness of national 

policies can be improved by increased coordination and cooperation between 
V' 

Member States as well as reinforced action at Community level. 
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1~ TabLE -I : Mcn n I: conom1 C A99re~a!e S l 1919-1, 

1979 198C 1981 1979 1980 1981 

GDP voLume, % change Pr ivate consumption defLa t or, ~ change 

8 2,1.. i,1 -0,6 3,5 6,3 7,2 

DK 3,5 -0,8 -,t- = 0,' - . - - 9,5 11,0 10,0 

D 4,6 1,9 -0,6 3,9 5,4 5,8 

GR 3,8 1,7 1,5 17,7 23,7 23,3 

F 3,2 1,8 0,5 10,5 13,5 13,0 

IRL . 1,9 0,9 1,9 12,2 18,2 17,5 

1 5,0 4,0 -0,2 14,9 20,3 21,0 

L 3,6 0,4 - 3,1 5,8 6,3 7,5 

NL 2,2 0,9 -0,6 4,6 6,9 7,3 

UK 1,3 -1,4 -2,2 12,2 15,5 11,2 

EC 3,5 1,4 - 0,4 8,9 --11 ,7 '1 ,5 

Lir.em~' L oy me n't ra~e, % of Cu r rent account of balance of -payments 
civiLian labour force X GDP 

8 8,6 9,3 11,0 -2,9 -5,7 -7,3 

DK c: 7 . 6,2 8,2 -4,6 -3,8 -3,8 ..,I, • .,.., 

0 3,1. 3/ 4 4,6 -0,7 -1,7 -1,9 

GR(1) (2,2) (2,9) (3,2) -2,9 -2,4 -2,6 

F 6,1 6;5 7,7 - +0,1 -1,4 -1,6 

IR L 7,9 8,2 9,7 -10,1 -8,6 -14 2 -, 
I 7, t. ~,1 8,4 +"1,6 -2,5 ':"2,3 

L 0,7 0,7 1, 1 +28,7 +22,8 +20,8 . 

~L 4,2 5,0 7,2 -1,4 -1,5 +0,7 

UK 5,4 6,9 10,5 -0,9 +1,2 - +0,6 

EC 5,5 6,1 7,7 -0,5 -1,4 -1,7 

General government n~t . lending Money suppLy, ,; change 
(+) or borro\o,'; ng (-) , 1- GDP end of year 

8 -7,2 -9,3 -11,0 (M2H) 6,0 2,8 3,9 

DK -3,1 -5,4 -8,6 (M2) 9,9 10,9 8,1 

D -3,0 -3,5 -4,0 (M3) 6,0 6,2 5,4 

GR (M3) 18,4 25,2 22,4 

F -0,8 0,4 -1,6 (M2) 14,-4 9,7 12,5 

IRL -11,9 -13,2 -15,2 (M3) 19,0 16,9 12,2 

I -9,4 -7,8 -8,5 CM2) 20,3 12,0 11,0 

L +0,1 -1,4 -2,5 

NL -2,0 -2,8 -3,3 (M2) 7,6 3,6 6,2 

UK -3,3 -3,7 -2,3 (~M3) 12,7 18,6 8,5 

EC -3,6 -3,6 _ -4,3 1! ,9 10,2 8,8 

( 1 ) Net. comparable with oth-e r count:;es 
SOL1rcc: Corr.~iss~on serv~ces, bas £ONPiDi:tJ3TIA1. ava; L abL e to early June 1981 



SECOND QUARTERLY EXAMINATION OF THE ECONOMIC SITUATION IN THE 

COMIVIUNITY 

Purpose of the discussion 
Article 4 of the Council Decision of February 1974 - the so-called 
Convergence Decision - requires the Council to hold three meetings 
a year to discuss the economic situation in the Community. At the 
third of these meetings (usually in December) the Council establishes 
economic guidelines (essentially budgetary objectives) to be followed 
by each member state in the ensuing year. The guidelines are reviewed 
at the first meeting of the new year (usually in February). The 
July Council is the second meeting. At this meeting the Council is 
required to: 

"lay down appropriate gUidelines for the main elements 
of the preliminary economic budgets. Within this ~ramework, 
quantitative guidelines for the draft public btidgets 
for the following year shall be fixed before these budgets 
are finally adopted ••• " 

2. There will be two Commission documents for the meeting. The 
first is the paper on the economic and social situation prepared 
for the European Council of 29/30 June (attach~~t~) The second 
document will set out the proposed budgetary guidelines with 
figures for each country showing how they translate into budget 
deficits in 1982. However, this document will not be . ~ ~ated 

in_~qy~nce and we are unsure of its precis~ form or 'content. We think .,.,.--, ' ". 

~t will conflate two documents presented to the Economic Policy 
Committee on 30 June and these are attached(~~~~~ ~0 

Aims of the discussion 
3. The Council will not be in a position to "lay down" the guidelines. 

'-<> 

You could follow last yearts precedent - and~st that it simply 
takes note of them as the Commission's advice to member Governments. 
~ 

This procedu~'s lik:ely to b~ccepced-~ ather lueillbel corr.rrtries. 
At last week's meeting of COREPER, the Italians, Irish and Danes 
all said they would 'refuse to endorse the guidelines at the July 
Council. 

4. M Ortoli will introduce the Commission's paper on the economic 
and social situation. Your proposed handling of the subsequent 
discussion were set out in Sir Douglas Wass's telex to members of the 
Co-ordinating Group. You will wish to avoid the usual tour de table 

5~, 
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on the situation of individual member states: and concentrate instead 
on major themes in the Commission document. There will be an 
opportunity for any Minister, if he wants, to inform his colleagues 
about recent developments in his own country; but you may not wish 
to encourage this. 

Points for summing up 
(A) Economic and Social Situation 
5. Commission paper notes that chances for a recovery of activity -
albeit a moderate one - are now.fairly good. But inflation and 
unemployment will remain serious problems for some time to come. 
Significant differences between performance of member states likely 
to persist. 

6. Co-ordination of policies within Community and between Community 
and third countrie's clearly important. But setting of policies will 
inevitably reflect circumstances of individual countries and their 
perception of constraints. There are some which take the view that 
their fiscal position offers them some room for manoeuvre. Others, 
though, feel that the coherence of their anti-inflation policies 
depends on maintaining a restrictive fiscal stance in support of 
their monetary objectives. On this view fis~a1 prudence is not 
deflationary because it improves the climate for private investment 
and consumption by reducing the -pressure on interest rates Q Sure we 
all agree it would be regrettable if differing national perceptions of 
constraints or policy priorities led to still more divergence between 
our economies. 

(B) The Guidelines 
The Council takes note of the Commission's guidelines. 
UK Points to make (Economic Situation) 

i) Prudent policies ensuring better adjustment to second 
oil shock than to first: EC output has fallen less, earnings 
rather better contained, investment fairly resilient in many 
countries, and energy use is being reduced. 

ii) Recovery now in sight. Share concern that it is likely 
to be modest and that unemployment 1ikel~ to rise further. 

iii) Inflation remains uncomfortably high. Well aware in 
the UK of short term economic and social costs of reducing it. 

But premature relaxation of policy would risk throwing away 

real and hard won gains of last two years. 
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iv) Commission paper r~htly d~ws our ~ttention to 
general upward trend in public sector deficits. Many of us have 

---~ if¥ii4. 

reached the point where the growth of public expenditure 
has outstripped willingness or ability of tax payers to pay 
for it. 

v) Community economies also display structural weakness which 
stand in the way of reduced unemployment and higher growth. 
Macro-economic policies need to be supplemented by a range of 
micro-policies to improve productivity and reduce proneness to 
inflation. 

vi) Note Commission's views on UK guidelines. They imply a 
slightly higher PSBR in 1982/83 than our medium term strategy 
envisages. But don't think it necessary to go into this now. 

Background 
a) The guidelines 

7. The following background is subject to revision in the light of 
the Commission's document which will be circulated at the Council. 

8. The Commission appears to be suggesting rather more restrictive 
guidelines for 1982 than were adopted in 1981. The 1981 guidelines were 
broadly that a worsening of budget deficits should be accepted if it 
was linked to a weakening of economic activity, except in member 
countries where the borrowing requirement was in danger of becoming 
excessively high. However, in paragraph 5 of the attached document 
prepared for the Economic Policy Committee (11/294/81), the Commission 
says: 

"it would be possible to argue against maintaining this 
recommendation for 1982 if it were shown that the "built-in 
stabilizers" do in fact have a destabilizing effect by accentuating 
the balance of payments deficit or by indirectly causing an 
acceleration in price rises"Q 

~ 9. The Commission seems to be particularly concerned about the size 
of budget deficits in Ireland, Belgium, Italy and Denmark. We expect 
M Ortoli to point the finger at these countries when he introduces 
the Commission's paper. 
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10. The following table, prepared with incomplete information, 
translates the Commission's assumed guidelines for individual 
countries' ,budget deficits in 1982 into percentages of GDP; 1981 
figures are shown for comparison 

General government deficits as a % of GDP 
1981 1982 

Germany - 4.0 - 3.5 
France - 1.6 - 1.9 
Italy - 8.0 - 7.6 
Belgium -11.7 -10.8 
Netherlands - 3.3 - 2.1 
Denmark - 8.6 - 7.9 
Ireland -15.2 -13.3 
Greece na na 
Luxembourg - 3.5 - 4.3 
UK* - 1.7 - 1 .3 
(UK: PSBR) - 4.6 - 3.5 

* Fiscal years 1981/82 and 1982/83 

11. The figure for UK PSBR as a proportion of GDP in 1982/83 compares 
with the MTFS figure of 31 per cent for the same year. The Commission 
t~ believed to think that there might be some scope for ra highe; 

evel of public sector investment in the UK. 
,.. 

b) Economic situation i.n the Community 
12. The Commission's paper is reasonably straightforward. It 
summarises the short term prospects for the Community economies 
(based on the Commission's May forecasts);~d stresses the importance 
of medium term measures to bring about structural change and greater 
efficiency. 

The main features of the Commission's forecasts are: 

i) a fall in the GDP of about i per cent in 1981 and growth 
of more than 2 per cent next year 

ii) an EC inflation rate (consumer prices) of 11i per cent 
in 1981, declining to 10i per cent in 1982 
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iii) an EC current account deficit of $40 billion this year, 
but of rather less in 1982. 

14. On GNP, the Commission is a good deal more optimistic than 
either the OECD or the WEP for 1981; and a bit more so for 1982. The 
OECD believes that the net effect of currency depreciation on the 
EC economies in 1981 will be depressant (ie higher inflation will 
reduce demand by more than higher export volume raises it). On this 
basis, the OECD expects a 1.7 per cent fall in EC GNP in 1981. The 
Commission appears to believe that the depreciation of the EMS 
currencies against the dollar that has already taken place will 
stimulate EC output both this year and next. (see also para (5 of the 
briefin~ on monetary relations). Our position is rather agnostic, though 
in theory the Cbmm.i$i.ons view is the more compelling., The recent WEP expects 

a fall in EC GNP of about 1 per cent in 1981. For the UK, the 
Commission expects a larger fall in GNP in 1981 than the Treasury 
(-2.6 per cent against -2.0 per cent). 

15. The Commission's inflation forecast is plausible, if depressing. 
The WEP expects some rise in the year on year rate for the EC as a 
whole towards the end of this year. This reflects the effects of the 
higher dollar on the more heavily indexed European Economies; a 
higher real oil price caused by the dollar's rise; and, in France, 
the result of policy changes. 

16. We think that the Commission's current balance forecasts are 
pessimistic. The WEP expects fairly substantial falls this year in 
the German, French and Italian deficits, whereas the Commission is 
forecasting a rise in each case. The difference is of some 
significance. The development of EC current balances this year, as 
compared with the US current balance, will probably be an important 
influence on exchange rate developments and the degree of external 
constraint experienced by the European economies. 

17. The major themes in the paper are: 

d i) the urgent need for "public finance and income stabilisation 
.,J 

measures" in several member states. There is something of a 
public lecture to the Belgians, Irish and Danes about the 
imnortance of cutting current public expenditure. On the 

other hand it is pointed out that the French, whose general 
government financial balance was in surplus in 1980, could 
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live with a prudent move into deficit. And the Cmmmission 
recommends that Germany, "where a strong export recovery now 
seems assured", should not "unduly precipitate" the medium 
term reduction of its budget deficito 

ii) the need to aim for balance in the use of monetary and 
budgetary policies. 

iii) the need for "the accentuation of adjustment policies" and 
persistent efforts to promote investment and higher productivity. 

18. The Presidency summary of the proceedings of the 29/30 June 
European Council stated that "the general orientation of the paper" 
was ~received with unanimous approval .tI Unlike the OECD Ministerial 
Communique it did not explicitly refer to differences over the 
appropriate stance of policies. Instead it accommodated the views 
of the new French Government (and many of the smaller EC countries) 
with a reference to the need for national governments to "take 
account of the different economic situations in each member state 
and of their particular possibilities and of the constraints with which 
they are faced'! . 



.qE;-l ."" 
F~T " 

Sir' [! JSS 

Bf:JNFltlENlff\'L ~to/ It (~~~~ 

.Mr, F~ rJur ns 
Mr r~YI' i e 
M I ' Mid d I e ton 
Mr HCJncock 

.... '. r:2> J' f g) ,2.~ 
MY ~ Hed l ey-Mille r 
r-'Ii Lave ll e 
Sir K Cou z ens 

Treasury Chatnbcrs, Parlic1.tnent Street, SWIP 3AG 
01-233 3000 

PRIME MINISTER 

INTERNATIONAL ECONOMIC SITUATION: US INTEREST RATE POLICIES 

In his report to you of 12 June about the Vancouver meeting 

of personal representatives to prepare for the uttawa Economic 

Summit, Sir Robert Armstrong has described the strong attack, 

led by the German representative, upon the United States 

Admini st ration for the effects of the high level and volatility 

of their interest rates upon the economies and the exchange 

rates of their partner countries. 

2. Tile atmosphere at the Finance Council in Luxembourg on 

15 June - when we discussed the matter, formally and informally, 

at some length - was more restrained. We had the benefit of 

a full (oral) report from Gordon Richardson, as Chairman of 

the Committee of European Community Central Bank Governors: 

he had just come from their regular meeting in Basle. As 

recorded in Luxembourg telegram No.96 of 15 June, the Chairman, 

van der Stee, was able to record in his summing-up agreement 

that Finance Ministers should urge their Heads of State and 

Government to adopt a cautious approach on this subject at 

the Ottawa Summit. The Finance Council instructed the Monetary 

Committee to study the effect of interest rates on the economies 

of the Member States and to report in good time for a further 

discussion by the Finance Council at its next meeting on 6 July. 

3. Other developm e nts may alter the perspective before 19 July. 

But we cannot be sure what line Schmidt and Mitterrand will take 

Ion this issue 

\ 
\ 

\ 
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on this issue at the European Council later this month and at 

the ottawa Summit. They may decide; despite the moderate tone of 

. Monday's Counc i l, to criticise the United States sharply. We need 

therefore to think carefully about the line that the United Kingdom 

should adopt. 

4. On the substance, our position appears to allow us to adopt 

a line intermediate between Europe and America . This may offer a 

chance of averting anything like a publicised quarrel between the 

two sides of Ottawa. A summit ending intension and dispute on 

this issue could only be unhelpful to the financial and foreign 

exchange markets, and thus to everyone's efforts to bring better 

balance to their economies. 

5. You have made it clear that we support all the main lines 

of United States policy. They are closely parallel to our own. 

Moreover, there are ambiguities about the European position. 

They claim to support the priority given to countering inflation. 

They have to acknowledge that a weak dollar has in the past brought 

severe disadvantages. They are not at all specific about what the 

United States should do to get lower interest rates while adhering 

J to the basic policy and the anti-inflationary campaign. Neither 

France nor Italy, nor perhaps even Germany, can at present claim 

that they are entitled to criticise President Reagan's efforts. 

And the size of the German current account deficit is one reason 

why they - unlike the Japanese, whose current account is strong -

have had to endure high interest rates in the wake of American 

conditions: it is not all the Americans' fault. 

6. But we too are suffering in some degree from the behaviour 

of US interest rates. They have played a part in the recent fall 

in sterling, and have worsened our inflationary prospect. If, 

as we must expect, our curre~t account weakens from the extreme 

strength of the end of 1980, we shall be more exprised to US 

/interest rates. 

r n f\ \ r. T n r f\\ T T n I 
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in t e re s t ra t e s . It would be very hard if the effort made and 

embodied in this year's Budget, so .as to get our interest rates 

down, was nullified because the US was trying to reach its 

monetary targets too much through interest rates and not enough 

thro~gh expenditure cuts or tax measures. And we cannot deny 

that the seemingly endless switchback movement of US interest 

rates is destabilising and damaging. 

7. So there is good reason why we should not distance 

ourselves from Europe by siding wholly with the Americans, however 

firm our support for the thrust of Presldent Reagan's policies. 

8. Can we help to find a practical outcome to the dispute? 

I think we might. For one thing I am told that the American 

Treasury Under Secretaries with whom the issues have been discussed 

in several ford over recent weeks may now begin ~o ~nderstand 

more clearly that they should not expect simply to set in place 

policies in the United States which affect others closely, and 

receive uncomplaining acquiescence. At the very least there 

should be greater willingness to explain and discuss, and an 

awareness of others' problems. The Europeans for their part 

cannot possibly expect, and indeed would not really want, any 

radical departure from the American anti-inflationary policy. 

9. So the line might be that we all fully support the 

American determination to reduce inflation and to control monetary 

growth. But if too much weight has to be put on 'high interest 

rates in pursuit of these objectives, harmful burdens are thrust 

on to the other industrialised countries, who already face their 

own manifold difficulties in . getting their economies on to a 

better basis. So it is fair to ask that enough of the burden 

should be carried by fiscal policy. And it would be helpful if 

the Americans could do more to make it plain thdt they are not 

relying solely on high interest rates, that their fiscal policy 

lis designed to buttress 

CONFID ENTIA L 



CONFIDENTIAL 

is designed to buttress their moneta~y policy, and that it will 

continue to do so not only this year but as the subsequent years 

of the President's programmes evolve. In addition we invite the 

Americans to consider again very earnestly whether they cannot 

redude the volatility of their interest rates. This might involve 

looki~g at major changes in methods: but one thing which might 

be avoided somehow is the apparently excessive attention paid t6 

the published weekly figures - in the UK we try to avoid too much 

emphasis being given even to monthly figures. Finally, we ask 

the Americans to bear in mind more generally that the fact that 

the dollar is the main world reserve currency does impose 

responsibilities on US policy-making, which include having regard 

to the effects of policy on others. 

10. The European countries might want to press still harder 

the point about the US havi~g responsibilities to others. But I 

do not believe that, when it comes to the point, Chancellor Schmidt 

would be able to bring himself to deny the correctness of the anti­

inflationary stance; and I have not heard that any of the Europeans 

have more positive proposals to make about US methods of achieving 

their ends t~an the ones I have outlined. So I think that if you 

were to speak on broadly these lines you might find that you had 

made a contribution to a more harmonious Summit. 

11. I am very conscious of the need not to part company from 

the Germans over this, if we can help it, since we need their 

support over other important Community matters in the coming months. 

But we do support Pre~ident Reagan's approach. And, however frank 

the discussion in the course of the Ottawa Summit, it would be very 

serious if it could not be brought, at the end, to some kind of 

an agreed conclusion. 

12. We shall be offering you a speaking note for the European 

Council. 

13. I am sending copies of this minute to the Foreign Secretary 

and to Sir Robert Armstrong. 
~\~ 

V .. ·· (G . H . ) 
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11/299/81 - EN - finaL 
Monetary Committee 

DIFFUSION TRES RESTREINTE 

OPINION ON DOLLAR INTEREST RATE AND EXCHANGE RATE DEVELOPMENTS 

1. As requested by the CounciL on 15 June 1981, in fuLL awareness that 

the difficuLties experienced by Community countries are of both internaL and 

externaL origin, the Monetary Committee has examined the consequences of doL­

Lar interest rate and exchange rate deveLopments for the Community economy . 

The present Opinion, adopted at its session of 25 June, sets out the main re­

suLts of its discussion. 

2. In the twenty months since the cha~ge in techniques of monetary 

controL announced by the FederaL Reserve Board on October 6, 1979, US inte­

rest rates throughout the maturity spectrum have fLuctuated over a very wide 

range, both in nominaL and in reaL terms, thus attracting unprecedented at­

tention to their variations and their leveL. European interest rates were 

broadLy compeLLed to foLLow the upward movement of US rates, but did so on a 

generaLLy steadier course. Both short and Long term nominaL interest rates 

within the Community are now either at or cLose to record LeveLs, and in the 

Lower infLation countries reaL interest rates are aLso extremeLy high. 

3. Many factors affect exchange rates but, among these, high and vari-

abLe US interest rates in 1980-81 have powerfuLLy contributed to a marked 

fLuctuation in the doLLar exchange rate around a strongLy rising trend against 

EMS participating currencies, which have however remained remarkabLy stabLe 

vis-a-vis each other. In the tweLve months to mid-June 1981, the doLLar has 

appreciated by between 35 % and 42 % against EMS currencies. 

4. It is in the interest of the worLd economy that US infLation shouLd 
~ ---- -come down as rapidLy as possibLe: the Community shouLd thus firmLy support 

th~ generaL anti-infLationary thrust of US poLicy. At the same time it is im­

portant that the United States take into account the internationaL consequen­

ces of the choices in the framing and executing of monetary, budgetary and 

pubLic debt management poLicies, aLL the more so at the present time when 

the prospects for improved growth and empLoyment are so tenuous. 

. .. / ... 
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5. The Committee considered the main problems raised by the above 

developments, taking in turn the variability of interest rates, the 

level of interest rates and exchange rate developments. It draws at­

tention on the following aspects of these three problems: 

- changes in interest rates affect relative costs, resource alloca­

tion and economic behaviour; 

large and erratic variations in interest rates, and particularly 

large switch-back movements over a considerable period, entail - on 

the one hand - a climate of uncertainty and wait and see 

attitudes which upset investment decisions and - on the other - desta­

bilise markets, especially at the long end; 

- high interest rate volatility entails an increased recourse to 

variable rate financing and to short-term market instruments to 

finance longer term investments: although firms and ban~s can 

then benefit more rapidly from a fall in inflation, they become 

more vulnerable to adverse financial developments; 

- techniques of monetary control play an especially important role 

in determining interest rate volatility; in the Committee's view 

these techniques should pay attention to the trend movement in the 

target aggregate rather than to short-term deviations; 

- consequently, measures such as a staggering and a "de-dramatisation" .... 
of the publication of money supply figures,with an emphasls on the 

medium-term trend~ave b een suggested a~means to reducing inte­

rest rate volatility. The recourse to more diversified inst ~ ~ ts 

for controlling the growth of the monetary aggregates would go in 

the same direction. 

- high interest rates are a consequence of high rates of inflation 

and,at the same time,an essential part of a determined fight against 

inflation through a strict monetary policy; 

... / ... 
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- in general the level of interest rates can be reduced, whilst not 

relaxing anti-inflationary policy, by substantially reducing the 

government deficit. This is not only valid for the US, taking into 

account the savings rate, but also fo~ Community member countries, 

where the policy mix is far from adequate and where relatively 

restrictive monetary policies "exist alongside large and persistent 

public sector deficits; 

- as fiscal treatment of interest rate payments by households in the 

US allows relatively considerable deductions, interest rates have 

to be realLy very high to have an effect on personal borrowers; 

- whiLe in most Community countries there are domesticaLLy-generated 

reasons for reLativeLy high interest rates, peaks in US rates may 

have Led, in a number of member countries, to higher interest rates 

than generaLLy warranted by pureLy domestic considerations; 

- excessiveLy high reaL interest rates, if Long continued, penalise 

productive investment at a time when structural adjustment requires, 

for both internal and external reasons, and in particular t6 reabsorb 

unemployment, an increase in the share of investments in aggregate 

demand; 

high interest rates weigh heavily on the service of the public debt 

of many industrialised countries; 

- high real interest rates add to the debt servicing burden of non-

oil deveLoping countries which have had recourse to variable interest 

rate loans. This debt service is absorbing a rising share of their 

export revenues, at a time when slow world growth restricts their 

export markets. 

. .. / ... 
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- the fluctuations of US short-term interest rates have been an important, 

although not exclusive, cause of the marked variability of exchange 

rat s and may have strengthened "overshooting"; 

- a strong divergence of exchange rate trends from relative price and 

cost developments could store up further currency unrest in the future, 

because inflation differentials might eventually predominate among the 

factors, including the current account positions, which affect exchange 

rates; 

- because of the depreciation of its currencies, Europe is now experienc­

ing a new r strong wave of import price increases, analogous to that 

caused bY 'an oil shock; 

developments since the transition to generalised floating in 1973 indi­

cate that there is a need for some degree of foreign exchange inter­

vention to deal with disorderly market conditions and erratic movements, 

in line with IMF guidelines and articles. The US policy on exchange 

rate intervention as recently outlined to Congress seems to ~go too far 

in limiting its use in disorderly market conditions. In a world in which 

reserve holders tend to currency diversification, it is, in particular, 

essential that the reactions of the authorities of the various reserve 

centres be mutually consistent and complementary. 

6. On this occasion, the Committee wishes to stress that, although 

high and volatile US interest rates and strongly fluctuating exchange rates 

undoubtedly contribute to the difficulties experienced by Community member 

countries, t~se difficulties are to a large degree domestically-generated ~ 
and that, as a general principle, responsibility for combating inflatic;n by 
~ < 
all appropriate means begins at home. -
~ 

* 
* * 

In conclusion, the Committee stresses the over-riding importance, 

in an increasingly interdependent world, of close international c06rdina­

tion and cooperation: no country should frame its domestic policies without 

due regard to their international consequences, and large economies and 

leading reserve currency centres have a special responsibility in this 

respect. 
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~ ~PORT :--BR f::REsc/;:'.S"l:QN TO -=-HE -E£Orr:; COV?\CIL ~-'-h¥­
ON THE CO-ORDI~ATION OF I~TEREST ~~~ EXC~~~GE ~~TE POLICIES 

VIS-A.-VIS THIRD COr~TRIES 

In accorcance with the wishes of the Council of ?inance 

~1inisters held on 16th ~arch and of the i.nformal me.eting of Finance 

:finisters held 1D Breda on 3rd and 4th April, the Coru:::uitte.e or 

Governors of the COT:l.illunity cen t ral bank s have devotee :nuch of 

their meet i ng s since then to studyi ng how best to co-ordinate 

interest 2nd exchange rate policie s towards thir d countrie s, 

n ot2b ly the Cnited States, 2nd what might be the mo st prom i sing 

7T. ;" ;~T'i . S n.t seeking the co-operation of the rs authorities in this 

d~T2.in. 

It is relevant by way of bringing up to date the factual 

rec ord to note two developrneGts wnich have occurred s~nce the 

Gove rnors reported to the Council in March. The first is that 

the re'~as a~ balance been a renewed hardening of US interest rates 
, ~JtA-~ ~ "1 

which .hasw~ed the gap between short-ter:n US rates and those in 

rno s t CnIDmt .... t:t:i..:t"Y cou n t ri es and tha t th is to ge ther wi th 0 the r f ac tors 

has contributed to a very significant strengthening of the dollar 

against the EMS currenC1es. The second consists in the statement . 
of position on foreign exchange intervention made to Congress on 

4th May by the US Under~Secretary for monetary affairs which made 

clear that it is now the US Administration's dec~ared aim "to 

return to the more limited pre-1978 concept of intervention by 

intervening only when necessary to counter conditions of disorder 

in the market". In accordance with · this change of policy the US 

authorities. have not intervened at all in exchange markets since 

March 1981. 
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Th i s las t d e v"e lo pm en t con £ i r.n s the v 1 eVJ t hat the n e VJ US 

Administration is resolved to alloVJ market forces to play the 

dominant role in tbe detennination not only of interest rates but 

al so of exchange rates and this in tur~ strengthens the concer~ s 

which are widely felt on ~his side of the A(~antic about the 

repercussions of United States' policies on the stability and 

cohesion of the L~S curre~c~es. These conC2~ns ste~ from the high 

;ver'3"ge- level of US interest rates for :nany :nonths ~ow and the unpre-

dictable fluct uaticns i~ :hese ra:es, ~oth of ~hich in rather 

different ways can be damaging noc only to t~e member countries 

of the EEC ~ut more generally in :he world. In ~ointing to these 
~ w~vv . ~ 

consequences the Governor~Lwi sh to stress that they fully support 
...... 

the US governoenc's deter~ination to reduce inflation, not least 

given the oven-.7helming i:aportance of the rs dollar to the inter-

national ~onetary system. In addition they recognlse that tensions which 
,/ - -

have affected " currencies within the European Xonetary System also 

r~ lect inade quate JerfQry@~es within and divergences of perforillance 

Delween the mewber countries in spite of the policies of internal 

stabilisation and external adjust~ent chat COillillunity governments 

are striving to ?ursue. 

Against that background, coupled VJith the fact that 

n,~" ari~$all EEC countries have, unlike the USA and Japan large 
./ 

current account deficits to finance and that in the short run at 

least interest rate relativities .rather than inflation differen-

tials appear to be the main determinant of exchange rate move­

ments, the monetary authorities in most EEC countries are faced 

with what appears to be a choice of evils. Either they must 

, deliberately adjust their interest rates upVJards to the point 

where a reasonable stability of their currencies is achieved 

~gainst the US dollar even if, as is the case for 10VJ-inflation 

countries, their interest rates a~e already significant in real 

terms, or they must continue to all"ow their currencies to depreciate 

~ a g a in" s t the do 11 a r un til an e qui lib r i u m po in t 1 S reached , wi t hall the 

inflationary consequences that would entail. In either case 

they might find it necessary to intervene in the foreign exchange 
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markets in order to smooth out temporary fluctuations and to avoid 

dis 0 r d e r 1 yeo n d i t ion s ', but ¥-- is g e n era 1 1 y a g r e edt h a [ in t e rv en t ion s 

a ainst thirq ~urrencics cannot by themselves assure the des:~ 

objective. and f urth ermore the responsibility for those interventions 
~ . 

would now have to be borne so lely by the European countries. In 

these circumstances, even if the EEC countries willingly cho se to 

permit a £urth~r depre ciat ion of their currencies a~2inst the 

dolla_:r. , _2 new equili':::lriu:n level th2t was acceptable T,.,loulci ?r o~ab ly 

still have to come about ?rimarily bv an inc~ease in interest 

rates in the countries concerned. 

Because of this dilemoa it 1S naturally te~pting :0 

believe t~at it would ':::le in the Community's interest to seek to 

persuade the CS authoritie s that by one means or another they 

should reduce th e general level of their interest rates and 

ensure that they were less volatile than has been the case in the 

last 18 months. To press home the first point in this 2rgu~ent, 

wichout asking the US authorities to ease up on their coun ter-

inflationary policies, it would be necessary for the Community to 

persuade them that the mix of their monetary and economic policies 

was too heavily weighted on monetary restraint, leading there9Y to 

a very high average level of interest rates. Tne Committee or 

Govern~r~ have given much thought to this point, since it would 

sec~ to be the most promising means of conducting a dialogue with 

the US au thorities. 

There are admittedly shades of oplnlon ln the United 

States about the likely course of the US economy in the next 18 

month s or so. On the side of the Administration those concerned 

with the framing of budgetary policy believe that the budget 

proposals which they have put to Congress will bring about, at 

least in the next fiscal year, a significant reduction in the 

Federal government's deficit and more speedily produce beneficial 

effects for inflation, from which lower interest rates should be 

the result . . There are others, however, who fear that this paints 

~-----------------too optimistic a picture, or at any rate that the time scale for 

I 
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improvement 1S a slower pne. If these fears prove ju s tified, then 

monetary po l ic y would for s ome time continue to carry the main 

burden of th e struggle a gains t inflation . 

In the light of these differen c e s o f op1n1o n , it would 

perhap s ~e justifiable for the countrie s of Europ e t o draw to :h e 

attenti on of th e VS Admini s tration th e risk :ha t dev e lopment s 

during the cour s e of this yea r =ay run c ounter to the fiscal 

strategy- o f the Administration, the thrust of which , if development s 

were favourable , i s to ';)e we l c omed. The Governors believe, 

howev e r, that any representation s of thi s ~ ind should be handled 
"G:; ~ 

with considerab~on. 7he Governo r s not e , for i ns tan ce , t ~ a t 

t h e US f is ca l defici t a s a pro porti on of nation a l incooe compa res 

fa~ou rab ly wit h tha t of th e maj o r it) of the [ EC count r ies. 

SUGoe s tion s t o the CS ACrlini s tr a tio n , the~efo~ e , tha t i t s hCulc 
c:>o 

radi ca lly al ter i ts policy mix a~ay from mon e tar y str i~gen c y 

WG~ld , in the Governors' view , ris k a rebuff . 

The other qu es t ion that mu st s e ri ou s ly ~e c ons ider ed is 

w~~~h er t h e US auth or i ties shoul d b e invi t ed t o r econsider t he i r 

t e chniques of monetary contro l wh ich h ave l e d to what ~any of us 

Yc; uld regard as an excessive a nd unp redictabl e volatility in CS 

short-t e rm interest rates. In t h i s area, t h e Governors believe 

that t he re may be some prospect for improvement, and that this 

co~ld come about not so much by d irect criticism from EEC countries 

as ~y a continuing dialogue with the US authorities in which every 

opportunity would be taken to bring to their notice, as occaSion 

arose, the unsatisfactory consequences of sudden and erratic 

swings in money market conditions in New York. 

The Governors believe that such action would stand more 

chance of falling on receptive ears than an outright attack on US 

monetary control techniques. This latter would imply that the 

European side would have to recommend alternative techniques to 

the US authorities, techniques which might be suited to this or 

that country within the Community but which could not nece s sarily 

be readily transplanted to the polit i cal and structural circ um-

s tances in the Unit e d St ates. In t hi s re s pe ct, t herefore, th e 
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Governors remaLn of the Vlew, after further intensive discussion, 

that it would be unwise to invite the US authorities to change 

their techniqu~s .... ,hen there ".;as no solid ag.reeoent d.il1ongst European 

countries as to ~h3t the opti~um alternative could be i~ the CS 

circurtlstances. 

" . . ...... : 

\ 
L 



LOl1den: 1 juLy 1981 

subject: counciL of the econorr,i c cor:lr.i unities (ecol1omic and 
fil1al1ciaL questions) 011 monday 6 juLy 1981 

1. the chanceLLor of the exchequer has as~(ed me to seek your 
heLp in preparing the discussion of the current economic situation 
at the counciL meeting on 6 juLy so as to ensure that it focuses 
on the issues of greatest interest to members of the counciL. 

2. there are two items on the agenda about the economic situation: 
monetary reLations between the community and third countries: and 
the second quarterLy e)<amination of the economic situation in the 
community . discussion of the first item wiLL begin with the reports 
from the monetary committee and "the committee of centraL bank 
governors . the chanceLLor then proposes to invite his coLLeagues 
to focus their remari(s on the foLLowing three questions : 

1. to what extent do recent interest· rate changes refLect 
domestic as opposed to internationaL factors? 

2. what effects are recent exchange rate changes having on 

our econom ies? 

3. what shouLd be advise the community representatives to 

say on this subject at ottav:a? 

3. the second item wiLL begin ~ith a statement by the commission 
representative who wiLL no doubt introduce the commission's paper. 
thereafter the chanceLLor proposes that discussion shouLd COl1cetrate 
on any major themes identified in the commission document which we 
have not yet seen in London. sir geoffrey howe does not intend to 

c:atkxf~zx;t~E 

caLL for the usuaL tour de tabLe on the economic situation in the 
individuaL member states of the community. but he wiLL of course 
give the fLoor to any minister who wishes to inform his coLLeagues 
about recent deveLopments or poLicy measures in his own country. 

4. i am sending a copy of this teLe>~ for information to the 
chairman of the rnonetary committee, the chairman of the cor;~ r:". ittee of 
Qovernors and the secretary generaL of the counciL secretariat. 

regards 
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General Secretariat 
of the Council 

Brussels, 2 July 1981 

C 0 U N C I L 

(Economic- and Financial P1fairs) 

The L1L.""1ch 

'NOTE 

for the President 

719th session 

- 6 July 1 981 -

. 

-'" 

The Council meetine will start at 14.30H &""1d will be 
preceded by the customary lunch at 12.30H. At the lunch the . ..." - . 

President could:-

(a) aD~ounce his intention to take in restricted session all 

the substantive items excent the New Community Inst~~ent 

and Other Business; 

(b) inform his colleagues that he proposes to sus~end business 
for- one or two minutes between each of the items in t~e 
restricted session so that they. can ch~~ge their assistant 

if they wish to do SO; 

(c) ask his colleagues whether there are a~y items of such a 
delicate nature that they would wish to discuss them at the 

lunch in the presence of Minis~ers or~y, bearing in mind 
that restricted sessions offer ,better linguistic facilities 

and working c'ondi tions. 

For the President's information 
~~-~~-----.-.-... --------...--

- The Danish Minister has given' notice that he has a 
problem over the budgetary guidelines which the Commission 
envisage in his COlL'rltry. He may wish to raise this at 
lunch or he may be content to let it be discussed in 
re~tricted session. 

./ . 
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The Netherlands Minister has given notice that he 
would like an exchange of views on the visits to various 
capitals by Monsieur TRUDEAU in connection with the pre­
paration of the ottawa Economic Summit. This question could 
perhaps best be discussed in restricted session 1L~der 
item 4. which deals primarily with the problem of interest rates. 
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EUROPEAN COMMUNITIES 

HE COUNCIL 

Brussels, 2 July 1981 (03.02) 

7962/81 

I I 

PROVISIONAL AGENDA 

I 

RESTREINT 

OJ/CONS 35 
ECOFIN 48 

for: 719th meeting of the COUNCIL OF THE EUROPEAN COMMUNITIES 
(Economic and 'Financial Questions) 

Brussels, Monday 6 July 1981 (14.30) 

1. Adoption of -the agenda 

2. Adop~!.,~n of the 1i at of "A." items 
7963/81 PTS A 31 

3. Second quarterly examin.ation of the economic situation in the 
Communi ty (Article 3 of the 10 convergence " Decision of 
18 February 1974) 

7961/81 ECOFIN 47 

4. Monetary relations between the Community and third countries 
7877/81 ECOFIN 45 (It/LIMITE) 
7964/81 ECOFIN 49 (R/UMITE) 

5. Export credits: Adjustment of the ArrFngement on Guidelines 
77'70/81 CCG 30 

6$ Proposal for a. Council Decision empowering the Commission to 
contract loans for the promotion of investments in the Community 
{NlC II> 

7821/81 ECOFIN 43 + ADD 1 
7823/81 ECOFIN 44 

7" other business 

,~-------~---------~.,- .,------

7962/81 OJ/CONS 35 
ECOFIN' 48 

R 

ard/LG/ch E 
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EUROF8.AN COMMUNITIES 
HE COUNCIL 

Brussels, 2 July 1981 

7964/81 1 

I 1 R/LIMITE 

ECOFIN 49 

COPY OF LETTER 

from 

dated 

to 

Subject 

Sir, 

Committee of Governors of the Central Ba~~s, signed by 
Mr A. BASCOUL, Secretary General 

30 June 1981 
Sir Geoffrey HOWE, President of the Q-cllwcil of the 
European Communi ties 

Report to the Council on the co-ordination of interest and 
exchange rate policies vis-a.-vis third COuIl tries (1) 

On behalf of Governo~ R~chardsonJ Chairman of the Committee of 
Governors of EEC central banks, I have the honour to send you here-

-1 

with a report of the Committee on the co-ordination of interest and 
exchan.ge rate policies vis-a.-vis third. cou...'Yltries. 

This document bas been drawn up by the Committee in accordance 

iuth the wishes of the Council of EEC Finance Ministers; its substance 

vvas presented orally by Governor Richardson to the Finance l,'linisters 

on 15th ~Qne 1981. 

(Complimentary close.) 

(6.) A. BA.SCOUL 

Encl.: o..oc. of 30 June 1981 

(1) The Council Secretariat received this report in English, French 
and German only_ 

7964/81 ECOFIN 49 
R/L 

gw E 
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EUROPEAN C01V.D.VflJN.I TI ES 

.. !HE COUNCIL 

L VA,.J~UV1M-41; 
2 July 1981 (OJ! Ol) 

7962/81 I 
\ rJfD(lMAL ~ 1o{1\ ~ 

(1:) -~: f..;. ·k ... ...,!...t ~ OJ/ CONS 35 
\!./ N. ~ ~: C)v r~ ~OFIN 48 

1 _ I RESTREI NT 

PROVISIONAL AGENDA 

for: 719th meeting of the COUNCIL OF THE EUROPEAN COMMUNITIES 

\ \t, vf JAV~ /)~ . 
(Economic and Financial -Question~{;\;l ~ eA~~ 

Brussels, Monday 6 July 1 981 (1 4. 0) ~'I'v?' C,~(\, M'~ 
~: , _ JM.l\1s ("\~t ~\...'" ]¥\.~~ 

~ ""\,{t(,. '(;yV~:" ~t ~ _~~ D- -'k 

2. Adop~:!:~l'l: _.of ~he list of nAu items 

7963/81 PTS A 31 

Second quarterly examination of the economic situation in 
Community (Article 3 of the "convergence" Decision of 

~ 18 February 1974) 

~ 7961/81 ECOFIN 47 
~ 

the 

Monetary relations between the Community and third countri es 
7877/81 ECOFIN 45 (R/LI'MITE) ~ . ~ 
7964/81 ECOFIN 49 tIl/LIMITE) ./ l)~ .' W ~ ~ 

~ . -- 6'r~: 
5. Export credi.ts: Adjustment of the Arrangement on Guidel i nes ~~ 

7770/81 CCG 30 ~ 

6. Proposal for a Council Decision empowering the Commi ssion to 
contract loans for the promotion of investmen-ts in t he Community 
(NrC II) 

7821/81 ECOFIN 43 + ADD 1 
7823/81 ECOFIN 44 

EDHMt ... ...... 

7. other busir16ss 
® b~~~~~ 
®~-~~ 

OJ/CONS 35 
ECOFIN 48 

It 

ard./LG/ch E 
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::;XPORT CR::DITS 

:.'Iinisters had a general discussion his subject ~ 
E 

general agreement on: 

(i) the need for a significant increase in interest 

rates; 

(ii) the ~eed to establish a comoon position on the 

problems creEted for the . consensus by low interest rate 

countries; 

(iii) the a.esirability of greater transparency in the 
) 

arrange~ents for mixed credits. 

l' number of detailed points were remitted to COR.EP~:t for 

further study and CO T.'?3R vvere invited to prepare for 

consideration by the Council at its next session on 

17 September a draft negotiating brief for use by the 

Community representatives at the next round of the consensus 

negotiatio~s in October. 
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r.~ONETARY RELATIONS B:8T~ilEEN THE 

The Council discussed the question of monetary relations 

between the Community and third countries in the light of 

their previous discussion in Luxembourg on 15 June and the 

Suropean Council meeting on 29/30 June. 'ihe Council received 

report s from the L!onetary Committee and 

Central Ban."k: Governors. n di scussion, it was stressed · I .' 

that the problems of the European economies were to al2-~ 
extent the result of domestic conditions and that the 

remedy to this aspect of the problem lay in our own hands. 

3ven so, it was agreed that the move_uents of US interest 

rates and of ~ exch5,nge rates wi th the dollar have 

i l"nportant inplications for the effort s of C01.L':lUl1i ty 

countries to get their economic problems Ullder control. 

It VIas suggested that the 1110st constructuve approach to the 

ottavla Summit would be to identify the common goals being 

pursued by the industrial countries and then to consider 

lr.,rhether the measures taken by each country in pursuing the 

agreed objectives vI/ere compat ible with the achievement of 

those same objectives in other countries. 

The Council invited the :':Ionetary Comrll:tlitee to pursue their 

studies between now and the Ottawa Summit to see whether 

some more quantitative evidence could be produce d of the 

effect of high and volatile interest rates and of exchange 

rates movements on ~ Colnmunity economies~ ~ 

tY~!)( \ 
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CHANCELLOR 

FINANCE COUNCIL 6 JULY 1981 

Copied to: :-_.: as 
attached list. 

This will be the first Finance Council under UK Presidency. 
You will Chair the meeting and the Financial Secretary will 
represent the UK. 

2. An index to the detailed briefing is attached. 

3. The agenda is somewhat thin. The most important item 
is probably the discussion on US interest rates. It would be 
most helpful if the Germans were to lift their reserve on the 
New Community Instrument. We would then have a positive 
achievement to announce to the press. 

Lunch Items 

~. Over lunch you could indicate yopr plans for the informal 
meeting of Finance Ministers on 30~10ctober. You could also 
suggest that the next Finance Council discuss budget restructuring. 
You might warn your colleagues that in any case the agenda for 
the September Council is likely to be rather heavy and may 
require an all day session. Finally you could mention that 
you propose to reorder slightly the afternoon's agenda and to 
take theeocport credits and US interest rates items in restricted 
session. 

5. If you could find a moment alone with Herr Bohme, who is 
representing Germany, you might ask if he intends to lift 
Germany's reserve on the New Community Instrument. 

Export Credits 

6. The sUbstantive discussion of the Community mandate for the 

next round of the OECD negotiations will be a matter for the 
September Council. However, the French have specifically asked 

1 
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for the subject to be discussed at the July Council. 1"1. Delorr s 
..../ 

mentioned at the June Council that he should be able to make a 
substantive contribution today. Clearly we should do nothing to 
discourage any possibility of a more positive French line. The 
Commission would also welcome an indication at Ministerial level 
of the new French Government's general position on this matter 
before they proceed to exploratory discussions with the Americans 
and Japanese later in the month. 

US Interest Rates 

7. Sir Douglas Wass informed the members of the Oo-ordinating 
~roup that you intend to focus discussion on three questions. 

(1) To what extent do recent interest rate changes 
reflect domestic as opposed to international 
~ . ._ - --------, 

factors? 

(2) What 4ffec~ are recent exchange rate changes 
having on our economies? 

What should we · advise the Community representatives 
~ 

to say on this subject at Ottowa? 
~ ~ 

Discussion of the first two questions will be preceded by the 
reports from the Monetary Committee and the Committee of Governors. 
The former will probably be oral and the latter written. The 
text of both are included in the briefing. 

8. Our main objective is to ensure that the Americans are 
approached as allies in a way which does not invite a rebuff. 
The approach should not be formalised or~take place in advance 
of Ottowa. 

, 

-
9. Mr Christofas' brief suggests that you might give an account 
of M. Trudeau's visit to London and invit:e those colleagues whose 
capitals have also been visited by 1"1. Trudeau ~ tQ~. do likewise. 
We do not particularly support this suggestion. If you adopt it ) 
we recommend you to ensure that such reports are brief. There is 
a rfu.sk of long rambling interventions. 

10. In general Mr Christofas' brief does not take account of 
Sir Douglas Wass' message. This may be an oversight, or it may 
be that he disapproves of the fact that the message was sent! 

2 
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Quarterly Report 

11. This is one of the regular discussions of the economic 
situation required by the 1974 convergants decision. The 
Council is supposslto lay down appropriate budgetary guidelines 
for member states. In practice it refuses to do so and merely 
takes note. 

12. Our objective is to minimise unproductive discussion. 
Sir Douglas Wass' message noted that you do not intend to hold 
the usual tour de table of the economic situation in the 
individual member states of the Community, although you would 
of course be prepared to give the floor to any Minister who 
wished to inform his colleagues about recent developments or 
policy measures in his own country. 

New Community Instrument 

13. Everything turns on whether the Germans lift their reserve. 
If they do, the aim is to reach substantial agreement, so that 
the matter can come back to a subsequent Council for final 
agreement as an ~\point. If they do not, the aim is to put 
pressure on the Germans with a view to final agreement at the 
September Council. 

Other Business 

14. The -convention is that items raised under "other business" 
or:; fO.I !)~~ c..t r--" 

are not L discussion. We understand that M. Ortoll. may wish to 
talke about the Fifth Medium Term ~rogramme. If he does, our 
objective is to ¥ensure that we are lef t free to handle future 
discussion of the programme as we think fit. We have also heard 
that the Netherlands may wish to ask M. Ortoli what the ..--- "-
Commission have taken on the Italian import deposl.t measures. 

Meeting with Mr Christofas 

15. '· ~e suggest that you meet Mr Christofas in the Council 
Building soon after 11.30. He may have some last-minute or 
sensitive information to give you. On your side, it might be 
tactful to mention to him that over lunch you intend to suggest 
that budget restructuring be discussed at the September Council, 
and that an all day meeting may prove necessary. 

\ 



Press 

16. If the New Community Instrument is not agreed, there will 

be ' little to a~ounce to the Press. The only ach~evement will 

be agreement on what we are to say at Ottowa. But it will be 

difficult to make much of that since we are not prepared to 
reveal exactly what we intend to say. 

_f.5c~. 

J SCHOLES 
3 July 1981 
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CONFIDENTIAL 

FINANCE COUNCIL: 6 JULY 1981 BRIEF 0 

ADMINISTRATIVE ARRANGEfIENTS 

You will chair the meeting and the Financial Secretary will 
represent the UK. You will be accompanied by Mr Hancock, 
Mrs Gilmore and Mr Wiggins. The Governor will also be 
attending in his capacity as Chairman of the Committee of 
Governors. 

2. It is possible that there will be difficulty with the 
Air Traffic Controllers. The basic plan is for you to leave 
Heathrow at 07.45 on Monday, arriving in Brussels at 09.40. 
Mr Wiggins is trying to arrange a contingency plan whereby 
the party would leave on an RAF plane sometime atter 9 o'clock 
on Monday morning. If it proves necessary to activate this 
plan he will endeavour to ring those affected on Sunday evening. 

3. Assuming you get the 7.45 flight, we suggest you go 
straight to UKREP for a briefing meeting with Sir Michael Butler. 
Shortly after 11.30 you could move across to the council building 
for a meeting with Mr Christofas before' lunch at 12.30. The 
Council meeting is due to begin at 14.30. 

4. We suggest you aim to finish the Council meeting before 
17.30 to give you time to meet the press for half-an-hour before 
leaving for the airport. Your return flight takes off at 18.45, 
arriving at Heathrow at 18,45. 

5. The Financial Secretary is rema1n1ng in Brussels overnight. 
He will be joined by Mr WillettEin time for supper with Mr Butt. 
I understand he is staying overnight with Mr Nich611and returning 
on Tuesday on the 15.45 flight. 

CONFIDENTIAL 

o 
AQM,.:J. 
'~AAtU-: 
M~ 



RESTRICTED 

FINANCE COUNCIL 6 JULY 1981 BRIEF 2 

LUNCH ITEMS 

1. You might like to raise the following topics over lunch: 

1. informal meeting 30-31 October (indicate .~your plans) 
2. next Finance Council 17 September (warn of heavy agenda etc.) z. 
3. restricted sessions in the afternoon 
4. (with Herr Boehme, who is representing Germany) NIC 

POINTS TO MAKE (FOR CHM~CELLOR) 
Informal meeting 

2. Plans - 30/31 October, beginning in the afternoon on Friday 
and finishing with lunch on Saturday 

- meeting in London ;-discussions at Lancaster House, 
visit to Covent Garden-1 

- agenda not yet clear, p~rhaps one general economic 
topic and a further discussion of budget restructuring 

3. Invite views on whether Governors should be invited. 

September Council 
4. I should just like to say a word about the Commission's 
report on the 'mandate'. We have only had this a little 
while, and we shall all need time to reflect on it. So I do 
not think it would be sensible to start a discussion today. 

5. But the Community institutions will have to make fairly 
rapid progress after the summer break, if we are to meet 
the targets we have set ourselves. I suggest, therefore, 
that it would be helpful for us to have a general exchange 
of views at our meeting in September. Unless there is any 
objectiot\. , I shall arrange for that. 

6. I know that our permanent representatives are setting in 
hand some purely factual and technical work, and I hope 
that that will help to~epare for our discussion. 

- 1 -
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7. In any case likely to be a heavy agenda because of the 
need to reach agreement on export credits. May be necessary 
to have an all day session. 

8. Would be very helpful if we could arrange for the speech 
for the Bank/Fund meetings to be discussed in the Monetary 
Committee and cleared by correspondence. 

Restricted Sessions 
9. Propose to take t he export credit and US interest rate items 
in restricted session ('those round the table'), and to take 
export credit item first. (immediately after adoption of agenda 
and 'i points). Hope this does not cause any difficulties. 

BACKGROUND 
10. Informal meeting You agreed with your colleagues at the last 
Council that we would hold an informal meeting of Finance 
Ministers in the UK in the autumn and that you would let them 
know the date on 6 July. 

11. There are three possibilities for the Governors: 

invite none 
invite the Chairman of the Governors' Committee 
(Mr Richardson) alone 

invite all. 

- 2 -



( 

Tbe purpose of our discussion will be to give Finance 

Ministers an opportunity to express their general attitudes 

to the Commission's report. Our aim sbould be to agree 

some broad conclusions. This may of course not be possible. 

Whether it is or not ,. I will report the outcome of the 

discussion fai tbfully to the Foreign Secretary wbo is in, 

cbarge of the preparations for the November European Council 

so that he can take account of the views expressed by 

Finance Ministers in preparing the documents for that 

Council. 

., -.' 
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Item 5. : Export Credits 
- Changes to the Arrangement on Guidelines 

At its meeting on 1 5 June 1981, the ECO/Fnr 

COlL"'lcil -invited the Permanent Repres~ntatives Commi ttee 
to continue its work on this question ~~d agreed to res~~e 

the discussion a~·the present Council meeting. The 

Permanent Representatives Committee agreed to invite 
the Council to debate three policy questions (which 

are set out in doc. 7770/~ CCG 30). 

The President could invite the Presid-ent of the 
.1 

Permanent Representatives Committee :Part I (!\:r ~ICOLL) 
to introduce the report by the Perm~~ent Representatives 
Committee. He could then invite the French Fina~ce 
Minister to inform the Council of the results of the 
reflections -of the new French. Government (M. DELORS 

-having promised at the' Counc'ii meeting on 15 June 1981 
that he would be ready to say something on this subject 

at this present Council meeting). 

For the President's information ------------ --- . -
It is not essential for the Council to reach any 

final decisions at this meeting. The Council must 
however adopt a n~w negot,iating brief at its September 
meeting at the latest so that the Community can have an 
adequate negotiating brief for 'the meeting of the 
Participa~ts in the Arrangement which is due to trure 
place from 5 to 7 October 1981. The object of the 
present discussion is to try to get the French Government 
to show a willingness to move sufficiently in September. 
Otherwise there is a real risk that the Arrangement 
will break down and that -we shall find that the world 
is involved in an export credit war in which all the ' 
members of the Community -will be losers. 

\ __ t "'r-:'('~I' I) ~\), ~ It' 
~0:E<2~~..20:q£lusJ£n _ ~ vrJ'~,~ ~ - ~ 

------------------------
The President could propose that the Council 

invite the Permanent Representatives Committee, in 
the light of today's discussion, to prepare a draft 
negotiating brief for approval by the Council at its 
meeting on 17 September 1981. 
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BRIEF 3 
3XPORT CREDIT CONSENSUS 

PURPOSE OF DISCUSSION 
A "d~bat d' orientation" to enable Ministers - in particular M.Delors 
who was not ready to contribute to the discussion at the June meeting -
to indicate their general views on the three main jS9ues on which a 
new Community position is needed befor~ Consensus negotiations are 
resumed in October. The issues, which are set out in a short paper 
circulated by the Secretariat of the official EC Co-ordination Group 

on Export Credits, are:-

i. 

ii. 

the ~ize of the increase in Consensus minimum 
interest rates ~ 

'" the problem of low interest rate countries, 

not ably ;:m~ 

iii. improved transparency for mixed credits • 
./ 

It is not intended that hard and fast decisions about the EC position 
should be taken at this stage - that will be for the September Council, 
and in the meantime the Commission should be allowed room for manoeuvre 
to develop proposals for a negotiating mandate. 

PRESIDENCY OBJECTIVES 

\~e suggest you should aim to sum up on the following lines:-

i. agreement on the importance of holding the 

C~ensus t~and hence ~n t he ne ed for 
the Community to agree on new proposals ,... 
covering the three key issues identified 

ii. the Commission ~ to take note of points made , 
in discussion, and work up sp ecific proposals, 
in consultation with the official group 

iii. these prqeosals to be brought to ECOFIN for 

decision on 17 September, when the aim should 
4 

be to agree a construc t ive package which offers 
the prospect of agreement with other Consensus 
participants in the Autumn. 

3 
C')<Pu.1.T 
CR€l)lr 
CC~-.;;>~ 
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~OINTS TO MAKE FOR THE UK 
BRIEF 3 (continued) 

1. General 
a. :rhe Consensus is a valuable means of controlling 

export credit competition but changes are 
necessary if its collapse is to be avoided. 

b. We agree that a new Community package must 

include positive proposals on the three issues 
identified - a substantial increase in interest 

rates, arrangements to overcome the Japanese 

problem and improved transparency on mixed 

credits. 

2. Interest Rate Increase 

·1 

The UK could accept a 2-2~% increase (because of prior commitments, 

an increase agreed in the Autumn would not in practice be fully 
implemented until 1982). We would prefer a .rate increase for 
~ 

all categories of recipient, though, for the sake of EC unanimity, 

we would be prepared to consider a slightly smaller increase for .., 
relatively podr countries. But we bel leve an increase of at Ie 

~S for this category is necessary to provide a basis for agreement 
~ith the Americans. 

3. Japanese Problem 
The Japanese must not be accorded a privileged position under the 

Consensus, but some compromise should be offered. While the Japanese 
cannot be expected to change their system, if they want to offer 

officially supported export finance at lower than Consensus rates, 
then they should pay some price for being allowed to do so. We are . ' 
content that various possible approaches should be explored further 

" by the Commissio~ in consultation with the official group. The 
Japanese must also be pressed to allow foreign exporters access to 

..... I 

yen financing on terms comparable with those available to their own .. 
exporters. 
~ 

4. !Credi ts l'lixtes 

Given the spread of mixed credit systems the need for improved trans­

parency is greater than before. We hope that the French can now 
accept the .Commission proposals for prior notification of such credits. 
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BRIEF 3 (Continued) 
'BACKGROUND 

CURRENT STATE OF NEGOTIATIONS 
1. Little progress was made at the May meeting of Consensus 
participants in Paris. The Community did not have any new proposals 
to put forward because of French unwillingness to move before their 
Presidential Election, and the EC proposal already on the table for 

• '!7 

a small increase in minimum rates (1% for rich and intermediate 
co~ries, 0.8% for poor cou~tries~s again unacceptable to the 

~ 

Japanese without a concession to allow them to offer lower rates. 

2. The US, whose position was closely allied with Japan, did how­
ever put forward a possible package of proposals which would have 
involved an immediate increase in rates of the size proposed by the 
Community; further staged increases towards the SDR-weighted average 
of world market rates; and agreement that, for a trial period, low 
interest rate countries (notably Japan) should be allowed to charge 
their market rates, on the basis that other countries could also 
finance in those currencies at market rates. The Americans also made 
it clear that they intended to apply pressure on various fronts 
(eg. derogations on credit length, action in GATT) to encourage 
progress on Consensus reform. 

3. The Commission undertook to consider the US proposals and there 
is to be a further meeting of the OECD Consensus Group in October, at 
which the Community will be expected to make a constructive response. 
Progress at this meeting is essential if the Consensus is to be held 
to gether:----------------________________ ---------------------
~ 

EC Position 

4. Since the May meeting the Commission have sought to put greater 
impetus into the preparation of a Community position which might 

provide the basis for compromise agreement. When the matter was 
discussed at ECOFIN on 15 June, M.Delors asked that the new French 
Government should be given more time to consider the matter, but said 
that he should be in a position to join in a substantive discussion 
at the July meeting. The matter has accordingly been placed on the 
ECOFIN agenda again, so as to enable M.Delors and other Ministers to 

indicate their general views on the main issues and what the 

1 



RESTRICTED BRIEF 3 (CONTINUED) 

Community's objectives should now be. But agreement on detailed 
proposals is not being sought at this stage. The Commission will 

be having informal exploratory talks with the Americans and Japanese 
later this month (they have stressed that these are not negotiations 

and do not therefore require the Council's authority). They will 
then put forward proposals for a new negotiating mandate which will 

be discussed at the ECDFIN meeting on 17 September. For the present, 
it is very desirable that member states should not take up hard and 
fast positions which might constrain the Commission's freedom of 

manoeuvre in developing ideas for a possible compromise deal. 

5. ] 'ollowing discussion last week in the Co-ordination Group on 

Export Credits, the Council Secretariat have circulated a short 

~ drawing attention to the need for the Communit~to have an 
improved mandate for the resumed negotiations in October, covering 
the three key issues of increases in Consensus rates, the Japanese 

problem and mixed credits. 

Interest Rates 
6. US pressure to bring Consensus rates more in line with the 

current level of world market rates is now such as to seriously 

endanger the continued existence of the Consensus. Only a significant 

increase will satisfy the US and others that the Consensus can respond 
to changing world trading conditions and not remain an artificial 
and uncontrollably expensive mechanism for standardising export credit 
terms. An increase would of course be very welcome to us in relieving 

the budgetary burden of these subsidies, and one would expect that 
'<' --the ]'rench would also welcome such relief. 

7. Any proposed increase should strike a balance between satisfying 

the US demand for a move towards current market rates and the need 

to avoid exacerbating the Japa~ese problem. In the Co-ordination 
Group, all countries except France have indicated that an increase of 

2-2i% or (in some cases) more is likely to be acceptable. Views 

differ on whether the increase should be the same for all categories, 

or lower for relatively poor countries: the French and the Italians 

CJ strongly favour preferential treatment for developing countries, but 
most other countries appear to share our preference for a flat rate 

increase. The present Consensus matrix already favours the poorer 
countries, and to widen the differential would further blur the 

2 



RESTRICTED BRIEF 3 (continued) 

distinction between commercial export credits and aid. We believe 
the French may be difficult about an i~yrease as high as 2% for 

(They jIlay hav.e in mind .a figure of 13-% or 1i%Cfor .the, re.1:ati.vely..potor ffit~Ory.) 
developlng countrles. 7 but we snare the ommlSSlon s Vlew tna an 

increase of at least 2% i'" · ; will be necessary to satisfy the 
~ US and encourage them to put pressure on the Japanese to show 

flexibility. If a 2% increase for relatively poor countries could 
be agreed, the possibility of achievlng erentiation through 

a higher increase for richer countries could be considered. 

8. The table annexed shows the effect of an increase of 2~% for 

rich and intermediate countries and 2% for poor countries. For 
comparison, the GECD's latest calculation of average market interest 

rates, on an SDR-weighted basis, gives a figure of 11i%. 

Japanese Problem 
9. The Consensus applies to officially supported export credits. 

In the past Japan, through its official ExIm Bank, has adhered to 

the Consensus interest rates by ensuring that the resultant blended 

rate between the 60-70% ExIm Bank share and the 40-30% commercial 
bank share respects the Consensus minimum. Japanese rates are now 

falling and would be below the Consensus if any increase was agreed. 
They have stated they would not be prepared to apply the rules as 

in the past and would want to be able to offer ExIm Bank finance at 
lower than Consensus rates. 

10. We are not convinced that the participation of the Japanese 
ExIm Bank has no effect on export interest rates or that UK exporters 
will be allowed access to yen financing to enable them to match 

Japanese credit offers. For this reason, the recent US proposals, 
whilst acceptable in part, do not appear to answer all the problems, 
particularly on the question of access to yen .',in sufficient . ' 
quantities and at comparable interest rates. 

11. Most countries (including ourselves) agree with the Commission's 

view that while the Japanese cannot reasonably be expected to change 

their system, they should be asked to pay some price for being allowed 

to offer officially supported finance at sub-Consensus rates, and also 
pressed to give satisfactory assurances on foreign access to yen 

finance. The price might take various forms: one possibility suggested 

by the Commission is that Japanese ExIm should agree to charge a 

margin or premium above long term prime rate; an alternative approach, 
which we have floated, is that Consensus rates should be charged on 

'Z. 



RESTRICTED BRIEF 3 (continued) 

the proportion of lending directly funded by ExIm Bank, while the 
balance provided by commercial banks could be at market rates (as 

noted above, at present the overall rate charged respects the 

Consensus minimum). In both cases, the effect would be to limit 

the size of the Japanese competitive advantage at increased 

Consensus rates. 

12. The Germans are known to be unhappy about the imposition of any 

penalty on the Japanese which might have implications for their own 
financing arrangements should they again become a low interest rate 

country, while the :French have suggested that if access to yen cannot 

be achieved, it shoJid be .op en to ot her countries to match yen 
< _ ..... ~ 

interest rates in other currencies. This would prejudice the 

intended reduction in subsidy costs, and could well throw Consensus 
disciplines into disarray. 

13. At this stage the aim should be to get general agreement that 
some compromise arrangement should be sought; and to leave the 

Commission maximum flexibility in exploring how best this might be 

achieved. 

Mixed Credits 

14. Commission proposals for prior notification of mixed credits 

with grant elements in the 15-25% range, and prompt notification 
for cases over the official aid threshold of 25% already have the 

support of all member states except France. There is strong pressure 

within the OEeD Consensus group for greater transparency in this 

field, and it is particularly important that the Community should 
adopt a more positive line now that the practice of offering mixed 

credits is growing. There have, for example, been reports that the 

Japanese are beginning to use their new powers to provide such credits, 
and we need to know what they are doing. 

15. We believe that, if pressed on this at Ministerial level, the 

French .may be prepared to come into line. It would obviously be 
'IIIIt::: , 

helpful if this issue could be cleared before September. 
~, -



CONSENSUS ON EXPORT CREDITS 

Summary of Guidelines 

RES'I'RI CTED BRIEF 3 (continued) 

ANNEX 

(Possible changes shown in brackets, assuming increases of 2~% in minimum 
rates for category I and II countries, and 2% for category III). 

Country 
Classification Terms of Payment Minimum 

Interest Rates 

Minimum Maximum. Credits Credits 
cash Credit 2-5 over 

Payments Period 
(Years) 

years 5 years 

I 

II 

III 

% 

Relatively rich: 15 (20) 8~* ( 5) 8.5% ( 11.0%) 8.75% 

Intermediate: 15 8~ 8. 0% (10.5%) 8.5% 

Relatively poor: 15 10 7.5% ( 9.5%) 7.75% 

*Note At present credits of over 5 years for sales to rich 
countries are subject to prior notification (except for goods -
eg. aircraft, ships - covered by sector agreemen$allowing 
longer terms). 

arried forward/from the December 1980 Mandate 

----a. Cash payrne trade with "rich" countries to be increased from 
15 to 20% (except where otherwise provided for goods the subject 
of specific Sector Agreements). 

(11.25%) 

(11. 0%) 

( 9.75%) 

b. A strict maximum of 5 years"credit for sales to "richt! countries 
should be applied% (except for goods covered by Sector Agreements). 

c. The maximum terms for agricultural commodities should be 2 years' 
credit. 

d. The maximum terms for conventional/nuclear power stations should 
be 10 years' credit. 

e. Official finance for local costs in intermediate countries should 
be withdrawn (pure credit insurance cover may still be given). 
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'from: Policy Co ~-ord.inatton Group f or Credit Insurance , Credit I Guarantees and Pinancial Credits 

Ito Permanent Hepresentatives Cammi ttee 

Ion 1 tJ-uly 1981 
I 
l~-----'---'~"-~-' --,,-... ,~-.- ... --~ .. ---.-~. -
[Subject: Export credits 
I 

- Chc.Ulges t o the Arrangement on Guidelines 
t 

! 1 ~ At i tG meetil1g on 15 lTune 1981 the ECO/FIN Council 

t -~ oS! 

askod. the Permanent Representatives Committee to COi1tinue 

working actively on the aboven~ntioned question so that the 
Council might adopt a now negotiating brief at its 

September 1981 !Ileetine at the latest. 

At its meeting on 25 Jlme 1981 the Policy Co-

ord.ina tion Grou.p for Credit Insurance ~ Credit Guarantees and 

1?inD.:ncial Credits held a furthe r discussion on the main 

problems pOf3ed by change~~ to the Arrangement on Guidelines. 

3. 1'ho Grou.p st:cessed that -there was a real danger of the 

Arrangement being }!erm.3....'Ylcntly c ompromised if the Cormnuni ty 

did not have a negotiating L:c'ief of adequate substance at 

tl1.e I)lent:tl .... Y meetinp: of the ~Pal"'t icipants in the Arrangement J 

planned for 5 t o '7 October 1981 . 
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4. With this in mind, the Group thought it necessary to 

draw the Permanent Representative Committee's attention to 

the fact that it was desirable that the EQ.O/FIN Council 

at tts meeti~\ on 6--1l;ll:L~.J.2.81 should hold a policy debate 

on the three g ... ~estiono below, which seemed to be the most 
imp ortant in the c ontext of changes to the Arrangement: 

A • §~:2~l§;~:th~;h __ ;~~~.E~.9::~£_?:£_!h~_!~Y~!~_52!_~g~_!!!~~];!E~ 
interest rates in the Arran~ement 44_<i->d."'" .... ~.~~.-iIi"""'" ~.,.IIM:.a ..... -.u.~~~ .. , ... "'.&...»~ ..... ~v_ ..... ,.."uo~ .... __ Q ........... __ 

In this c oXll').ectiol1, it was pointed out that the 
increases put forward by the Commtmi ty in accordance 
wi th the negotiat :Ln.g brief armexed to the Council 
Decision of 16 December 1980 (1), were considered 
qu.ite inadequate by the other Participants. 

B. CO'ltntries vii th low i:nterest rates which are 
_ ............. ~ ....... e.w ....... ~..".,..~"£.~ ... ~'-.J ............ ,, .. ~ .. ~ .... IoI.! .. ~~I>U~IoO-.... _ .... ~ ........... __ ......................... ~ ........................ ..-a 

E~r:!~£!J2~£1.~_1:~ __ ~.!,~s:_!::.~£~g§.~~~! 

It was emI)hasized t hat whilst these countries could 
not actually be asked. t o abandon their national 
financing systems, it was desirable for a balance to be 
ke~pt between Participant s in the Arrangement. 

C" Imnroved. transparency fo r tied aid credits 
"'_U--.lMot.<"~""""'~"""""'lIWo.A.1I""""""~~C)""'''''''''~'' .,. ............... _\ ..... .-...v~I-oIo. ... ,.. ............. -. .......... __ ..... _~ ....................... 

It was pointed out that the question of a possible 
amendment -~ o -tIle procedures of the Arrangement arose 
in this context. 

--"'-'.-. --
(I) 1% for categories I and II 

Oe8% for categolY III~ 

7770/ 81 d on/D!.T IVI/l db E 



BRIEF 4 

MONETARY RELATIONS BETWEEN THE COMMUNITY AND THIRD COUNTRIES 
Cie US interest rates etc) 

Purpose of the discussion 

The Council will receive reports fro~ the Committee of Central Bank 
Governors and the Monetary Committee. The first is on the 
coordination of interest and exchange rate policies vis-a-vis third 
countries. The second, on the effects of high interest rates in 
member countries, was commissioned for this Council largely to 
prevent lengthy discussion of the issue at the European Council on 
29/30 June. 

Aim of the discussion 

2 • . In the past, discussion of interest rates and exchange rates ha~ 
tended to consist mainly of complaints about US policies, with litt}e 
clear notion of what the solution might be. Two potentially importa~t 
questions have not received enou.gh attention 

a) 

b) 

the extent to which Community interest rates reflect S i!- . 
domestic rather than purely international factors ~6 

the effects of exchange rate changes on Community 
output and inflation 

In his telex of 1 July to members of the Coordinating Group, 
Sir Douglas Wass said that you intended to focus discussion on these 
two questions, together. with a third question (c) on the approach to 
the US at ottawa. In discussing (a) and (b) you might be able to 
draw out those factors in the current situation which cannot be laid 
entirely at the door of the US. Under (c) your objective would be to 
ensure that the Americans are approached as allies in a way which 
does not invite a rebuff. The approach should not be formalised or 
take place in advance of Ottawa. 

Points that might be included in PresidencysummtngUp 

(A) Interest rates 

3. All agree that international transmission of monetary policy an 
important issue. Points to the need for close conSUltation between 
policy makers. Legitimate concern about balance between fiscal and 
monetary policy and unnecessary volatility of interest rates. 

4. High interest rates result from domestic as well as international 

4-4 
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pressures. These include: 

B 
b) 

the need to finance continuing high current account deficits 
in many EC countries.~ 

.rC-~6 ;1 f~ fJ-, t§. 
I rising tren~ of public sector deficits. No~correlation 

-etween size of budget deficit and level of interest rates. 
But in several countries the financing of large deficits 
has put upward pressure on short and long term interest 
rates 

c) stubborness of inflation and inflationary expectations. In 
several member countries inflation has accelerated in recent 
months. Average EC rate likely to remain in double figures 
this year. Divergence between countries high Llreland, Italy, 
Greece inflation rates over 20 per cent: Germany, Belgium, 
Netherlands 5i-7 per cen~7 

(B) Exchange rates 

5.~The danger to the Community economies of the strong dollar is that 
it will ~ive a n~ boost to inflation.] This underlines the need to 
control costs. If they can be contr olled and the feed - through from 
a lower exchange rate to higher inflation curbed, the gain in 
competitiveness will have a beneficial effect on output. 

(c) ottawa 

6. Ottawa an important opportunity for discussing these issues with 
the US. Believe we are agreed that Community representatives should 
adopt a moderate tone as befits exchanges between allies. Formalised 
or strident approach to the US would invite a rebuff. We need to 
reassure the US of our support for basic thrust of its counter-inflation 
policy: but to point out that care is needed to ensure that 
implementation of the policy does not impose excessive burdens on 
allies. ~ should ask them to continue their efforts to control 
their budget deficit: but Las the Governors' report say§7 draw 
attention to the possibility that developments during the course 
of this year may run counter to the Administration's fiscal strate~ 
If this happened we would hope that any budget over-run is corrected 

--~--------~--~~-------------------by fiscal action and is not allowed to put further pressure on 
~ 

financial markets. 

7. We would also call attention to the effects on our economies of 



volatility of US rates Lwhich Monetary Committee report usefully sets 
ou~7. We cannot presume to suggest alternative monetary control 
techniques. But would be right to ask- the US whether they have to 
put so much stress on weekly money supply figures which may be a 
doubtful guide to the underlying situation. 

UK points to make 

8. i) Welcome reports by Central Bank Governors and Monetary 
Committee 

ii) Monetary Committee rightly stresses that high interest 
rates are a consequence of high inflation rates. And it 
makes the important point that interest rates can be 
reduced, without relaxing the fight against inflation, 
bycuttipg budget deficits. 

iii) UK has recognised this. Tough fiscal measure in March 
budget to permit lower interest rates. 

iv) If we show that, domestically, we are aware of the danger 
of putting too much weight on interest rates and not 
enough on fiscal policy, we will be well placed to convey 
the same message to the US 

v) We should assure the Americans of our support for the basic 
thrust of their counter-inflations policies. But point 
out that, in implementing them, they should be careful not 
to create problems for others. Particularly important 
that if US budget deficit comes under control more slowly 
than Administration expects, any over-run should not be 
allowed to put further pressure on interest rates 

vi) Recent currency movements reflect relative current account 
developments as well as interest rates. Depreciation of 
European currencies should improve competitiveness, provided 
effects of imported inflation _are contained. 



BACKGROUND 

a) The reports 

9. The Central Bank Governors' report does not really live up to its 
r-"" 

title. There is very iInIe in it about "co-ordination" of interest 
and exchange rate policies. This is perhaps no bad thing. Instead, 
the report is a fairly conventional description of the "choice of 
evils,r f~cing monetary authorities in most EC countries - either to 
raise interest rates to stabilise their currencies 9r to allow 
their exchange rates to depreciate, with inflationary consequences. 
T he report does not seek to attribute this dilemma solely to US 
policies. It recognises that tensions within the EMS have reflected 
"inadequate performance within and divergences of performance between 
the member States". It recommends a cautious approach to the Americans. 
Suggestions that they should radically alter their policy mix "would 
risk a rebuff". And, the report concludes, it would be unwise to 
invite the US authorities to change their monetary control techniques 
when there 'is no agreement about what alternative techniques might 
be adopted. 

10. The Monetary Committee report adopts a broadly similar tone, 
though it is more specifically concerned with the impact on member 
States of US interest rates and the strength of the dollar. Its main 
conclusions are: 

(a) volatility of US interest rates - US techniques should pay 
more attention to trend movements in target aggregates 
rather than short term deviations 

(b) Level of US interest rates - high interest rates are an 
essential part of the fight against inflation. Interest 
rates can be reduced, without relaxing anti-inflation policy) 
by substantially reducing Government deficits. This is 
not only valid for the US but for EC members as well. 

(c) Exchange rates - interest rate movements may have contributed 
to overshooting. Need for some degree of intervention to 
deal with erratic fluctuations. US policy Lof minimal 
interventio~7 seems to go too far. 

11. The report finally stresses that the difficulties of member 
countries are "to a large degree domestically generated and that, as 



) 

==:d , .-

a general principle, responsibility for combating inflation by all 
appropriate means begins at home". 

(b) Recent interest rate developments 

12. US money market rates eased slightly in June taking some of the 
pressure off European rates, which, except in France, remained 
relatively stable. French interest rates (3 month) soared from 13 
per cent in May to around 20 per cent in mid-June but have since 
fallen back slightly. The following table gives recent interest 
ratio for the EC countries, the US and Japan. 

3 month money market rates at 30 June 

US 16.12 
Japan 7.25 
Germany 12.98 
France 18.75 
Italy 20.88 
Netherlands 11.75 

.... , 
Belgium 15.00 
Denmark 16.40 
Ireland 15.80 
UK 12.59 

(c) Domestic pressure on interest rates 

13. The suggested points for the Presidency summing up mention 
three domestic factors which are reflected in high interest rate -
the size of current deficits, the draft of budget deficits and the 
level of inflation. The following tables provide background (a 
table showing budget deficits in member states is included in the 
background to the brief on the economic situation). 

Current account balances as a % of GDP 

1980 1981 ( Commission forecast) 

Germany 1.7 1.9 
France 1 .4 1 .6 

, 
Italy 2.5 2.3 
Netherlands 1.5 + 0.7 



) 

1980 
~.,.£ t 

1981 (commission f'orecast) ~~ < 

Belgium 5.7 7.3 
Denmark 3.8 3.8 
Luxembourg + 22.8 + 20.8 
Ireland 2.5 2.3 
Greece 2.4 2.6 
UK + 1.2 + 0.6 
EC Average 1.4 1.7 

Y~on-year inf'lation rates (consumer prices) 

12 months to Latest 12 
October 1980 months 

Germany 5.3 5.6 (May) 
France 13.5 12.7 tf 

Italy 20.5 20.4 
Netherlands 6.7 6.2 (April) 
Belgium 7.0 7.4 " 
Denmark 11.2 11.8 .. 
Luxembourg 6.0 7.4 " 
Greece 24.3 24.3 .. 
Ireland 18.2 21.0 (Feb) 
UK 15.4 11.7 (April) 

14. In 5 of' the 10 member states the year on year inf'lation 
rate has accelerated since October 1980. Only in the UK has it 
declined signif'icantly. 

d) Ef'fects of' exchange rate depreciation on Community econQmies 
15. The Commission has recently done some work on this subject 
for the Economic Policy Committee. The conclusions might be 
referred to by Commission representatives at the Council. In 
summary they are that: ~ 

\ . 

(a) By May 1980 the ECU was just over 20 per cent lower 
against the dollar than its average value in 1980 

(b) The consequent gain in the Cormnunity's export 
price competitiveness is likely to be more than 10 per 
cent, of' which more than a third is reflected in export 



volume within one and a half years 

(c) the effect is to increase the volume of Community 
exports by 2i per cent in 1980 and 4 per cent in 1981 

(equivalent to 1.1 per cent and 1.9 per cent of GNP 
respectively) 

(d) the impact on Community activity will be offset by 
the effect of higher inflation on domestic demand. A 
20 per cent ECU depreciation might raise the average 
Community inflation rate by 1 per cent in 1981 and 2t per 
cent in 1982. 

(e) But for the remainder of this year 
and in 1982 the depreciation has a net positive effect 
on GNP 

16. This last conclusion contrasts sharply with the OECD's 
view that EC output will be lower than otherwise for at least 
the the first two years after the fall in the ECU. We think that 
the Commission's view is more plausible. 

\ 

(e) Ottawa Summit 
17. The UK's position is set out in the Chancellor's letter to 
the Prime Minister of 20 June (attached). 

18. The conclusions of the European Council on the line to be 
taken with the US at Ottawa is quoted in the brief for the 
Presidency provided by the Council Secretariat. 



CONFIDENTIAL 

FINANCE COUNCIL: 6 JULY 1981 BRIEF 6 

NEW COMMUNITY INSTRUMENT 

Purpose of Discussion 

Everything turns on whether the Germans lift their reserve. 

2. If they do, the aim is to reach sUbstantial agreement, 
so that the matter can come back to a subsequent council 
for final agreement as an A point. If they do not, the aim 
is to put pressure on the Germans with a view to final 
agreement at the September council. 

Presidency Summing Up 

3. If the German reserve remainsjthe Italian anp others will 
no doubt put pressure o~~referring to the European Council etc. 
We suggest that your summing up is simply~ 

- invite the Permanent Representatives Committee to 
continue its work and report to the Council at its 
meeting on 17 September. 

4. If the Germans lift their reserve,You should aim to secure 
substantial agreement. The main outstanding point is the 
ceiling. It should not be difficult to secure agreement that 
there should be a ceiling. The question is its size. The 
Italians will probably suggest 2 billion ECU, whilst the 
Germans are likely to prefer 1 billion ECU. You could suggest 
1t billion ECU as a : .. ,·)residency com,promise. The other 
outstanding point is whether simultaneous tranches should be 
allowed. You could press the Germans to lift their reserve 
on this point. If all goes 'well, you could then sum up as 
follows: 

- invite the Permanent Representatives Committee to 

(1) resolve any minor outstanding matters; 

(2) To put the draft decision into appropriate 
legal form in all languages of the Community; 
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CONFIDENTIAL 

t' \I • To arrange as an A po~nt the transmission of 
the draft decision to the European Parliament 
as a "common position of the Counciltt. 

UK Points to make 

5. [If necessary] (eiling.Essential to have overall ceiling 
as in original decision. Matter of normal financial prudence. 
Will also allow us to review the operation of the facility in 
lihe light of experience. Note that the European Investment Bank 
has ceiling based on amount of capital. (No need to accept 
allegation that ceiling prevents permanence or continuity). 

6. S~ of ceiling ·can accept 1~ billion ECU. 

Background 

6. The NIC (or "Ortolifacility") was se1fop in 19~8 to allow 
the Commission to borrow in the markets for on lending to 
investment projects in member states. The original Council 
decision was subject to an overall ceiling of 1,000 million ECU's 
which has now been almost reached. 

7. There is no particular interest to the UK since the loans 
we could obtain under it are not subsidized. Indeed we are 
restricting our foreign currency borrowing from the Community 
in line with our objective of reducing the net total of official 
external debt. 

8. It is doubtful if the NIC is necessary, because it overlaps 
with the EIB. In the past all NIC lending has been to projects 
already supported by the EIB. Tne reason for the Commissiorls 
enthusiasm is that they are excluded from the running of the 
EIB's ordinary operations and would like to expand their empire. 

9. On the other hand, the NIC does not impose any significant 
cost on the UK or conflict with any important UK interest, whereas 
it is strongly favoured by the Italians and the Irish, partly 
for balance of payments reasons and partly because it helps' them 
to take up the benefit of the ttEMS interest rate subsidies" 
(with which they were induced to join the EMS). 

CONFIDENTIAL 
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FINANCE COUNCIL: 6 JULy ~ 981 BRIEF 7A 

5TH MEDIU M TERM PROGRAMME 

Purpose of Discussion 

This i tern is not on the agenda, but M Ortot may wish to raise it under 

'other business'. 

Presidency Objectives 

2. We wish to minimise discussion (whi ch should be straight_forward since 

the convention is that items under 'other business' are not discussed) and 

t o ensure that we are left free to handle the item in future as we thi nk fit. 

3. We suggest you aim to sum up on the following lines:-

- grateful to M Ortoli for introducing the programme; 
it- fo 

- will . ~··HO.J\ jJ.)-C ~.:- j.... be sent to the European Parliament and Economic and 

Social Gommittee; 

- will bring it back to the Council .Q.t: the appropriate time; 

UK Points to make 

4. N/A 

Background 
\ 

5. An extract from the 1974 Convergence Decision, which lays down the 

procedure, is attached. 
\ 
\ 

6. The ritual is of no u~e to )th~UK. Our national objective is to ensure ,..... 
that the final version is anodyne. 

iA 
5TH 
MallUM 
Tett.M 
~2cG.W4I'\C. 



FINANCE COUNCIL: 6 JULY 1981 ITEM 7B 

ITALIAN IMPORT DEPOSIT MEASURES 

We understand that Mr Van der Stee may wish to ask M Ortoli under 

'other business', what action the Commission have taken. This is no 

doub t prompted by M Ortoli statemen_t at the European Council that the 

Commi ssion was considering a recommendation under Article 108 of the 

~ome T~eaty_ (attached). 
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ITALIAN IMPORT DEPOSIT MEASURES 

We understand that Mr Van der Stee may wish to ask M Ortoli under 

'other business', what action the Commission have taken. This is no 

doubt prompted by M Ortoli statemen_tat the European Council that the 

Commission was considering a recommendation under Article 108 of the 

Rome Treat7~ ·;~attached). 
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ARTICLE .108 OF THE TREATY OF ROME 

\ 

Article 108 

1. W here a Member State is in difficulties or is se riciusly t]-;realened 
with difficulties as regards its b::d ance of pa ~ ments either as a result 
of 3n overa]J disequilibri:Jm in its balance of r aymeDls. or as a result 
of t:-JC type of currency at it s di sposal, and wl1ere such difficulties are 
liable in p:ifl icular to jeopardise th e functioning of the comm on 
market or the progressive implementation of the common commer­
cial policY, th e C ommission shall immeDiately investigate the po~ition 

of the State in question and the action which, making use of all the 
means at its disposal, that Sta te has taken or may take in acc.ordance 
with the provisions of A rti cle 104. The Commission shall state what 
measures it recommends the State concerned to take. 

If the act ion taken b y a ]v1ember Sta te and th e measures suggested 
by the Commission do not p rove sufficient to overcome the difficulties 
which have a ri sen o r wh ich threaten, the Commission shall , aft er 
consulting th e Monetary Committee, recommend to the Council the 
grant ing of mu tual assistance and approp riate m ethods therefor. 

The Commission sh all keep the Council regularly informed of the 
si tuation and of how it is developing. 

2. The Council, acting by a qualified majority, shall grant such 
mutual assistance; it shall adopt directives or deci sions laying down 
the conditions and details of such assistance, which may take such 
forms as: 

(a) a concerted approach to or within any other international 
organi sations to which Member States may h ave recourse; 

(b) measures needed to avoid deflection of trade where the State 

which is in difficulties maintains or reintroduces quantitative restric­
tions against third countries; 

(c) the granting of limited credits by other Member States, subject 
to their agreement. 

During the transitional period, mutual assistance may al so take 
the form of special reductions in customs duties or enlargements of 
quotas in order to facilitate an increase in imports from the State 
which is in difficulties, subject to the agreement of the Slates by 
which such measures would have to be taken. 

3. If the mutual assistance recommended by the Commissi~n is not 
granted by the Councilor if the mutual assistance granted and the 
measures t aken are insufficient, the Commission shall authorise the 
State which is in difficulties to take protective measures, the con­
ditions and details of which the Commission shall determine. 

Such authorisation may be revol.ed and such conditions and 
details may be 'changed by the Council acting by a qualified majority. 

, -: ~ ( 
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of 1 JuLy 1981 

to the Government of ItaLy under 

ArticLe 108, para. 1 

(onLy the Italian text is authentic) 



COMMISSION RECOMMENDATION TO THE GOVERNMENT OF ITALY 

UNDER ARTICLE 108, § 1 

1. In compLiance with the provisions of articLe 108, § 1 of the Treaty, 

and foLLowing the decision taken on 27 May by the ItaLian Government, to 

introduce a compuLsor'y deposit on purchases of currencies, the Commission has 

carried out an in depth examination of the economic and financiaL situation 

in ItaLy. 

2. The Commission found that the current account of 't he baLance of payments 

after having recorded a substantiaL deficit - in the region ~f 2,5 % of 

expenditure GDP - in 1980, continued to deteriorate during the first few months 

of 1981. The Commission aLso estabLished that during the opening months of 1981 

the ItaLian monetary authorities were required to cover the deficit mainLy 

through use of the officiaL reserves. 

The Co mm '1 s s ion con sid ere d t hat the i.n ere a s e i nth e val u e 0 f the 

dolLar accounts partly for the difficutties observed . It con~i ders 

nevertheless that the d;fficulti~s stem primariLy from insufficient control 
:p=, 

over the domestic economy during the opening months of' this year. After picking 

-up in the closing months cf 1980, domestic demand then remained at a reLatively 
j 

high Level instead of faLLing back as was necessary in order to strengthen the 

trend towards i~provement in the reaL baLance on foreign transactions. 

It appeared that these difficulties were made appreciably worse by the 

evol.ution of a Large Treasury budgetary deficit particularLy from the finaL 

months of 1980 onwards and the strong injection of Liquidity to which it gave 

rise .due especiaLLy to the t ransfer to the banking system by severaL pubLic 

bodies of credits heLd at the treasury_ Under these conditions, the measures 

to restrict credit introduced on 31 January and 22 March, were unabLe to prevent 

Liquidity in the economy from increasing excessiveLy and from reviving infLatio­

nary expectations. The raising of the' Liquidity situation, aLready rather un­

restrictive, enabled companies to act on their expectations, inevitabLy to the 

detriment of - the externaL balance. 

. / . 
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3. The Commission observed that these difficuLties wouLd have been Less 

acute, if the accompanying budgetary measures, envisaged at the time of the 

adjustment of the centraL rate of the Lire on 22 March, had been appLied 

quickLy, and if interest rates on puhL-';c' securit';es'j"tog'ethe'p' with the-"'-" :o 

discount rate, had been set at a LeveL, sufficient to maintain market interest 

in such investment, and thus reduce the impact on Liquidity of the widening 

of the pubLic sector deficit. 

The Commission has noted that the ItaLian government considered that, 

in the situation thus created, it was of the utmost importance to act so as to 

reduce the Liquidity of companies which avoids, or a~ Least reduces, the ' risk 

of additional Losses of official reserves. It has noted . furthermore 

that the device adopted by the ItaLian government is considered to have been 

the onLy possibil 'ity 6pen to it - technicaLly and judic;a~I~"X - of rapidLy 
; Ir 

attaining the desired objective. 

The Commission regrets however that there was no prior consultation. 

~-'-

4. With regard to fundamentals; the Commission considered 'that it is essentiaL to 

set the ItaLian balance of payments difficuLties and the action undertaken to 

meet them, in the context of the present situation in the Community and in t~e 

world. The Community economy finds itseLf in perhaps its most difficuLt 

position since 1958 never has the deficit on the current 'account of the 

baLance of _payments been so high nor has so Large : a percentage of its 

workforce been qut of work. The majority of member states are showing baLance 

of payments positions comparable to that of ItaLy and in certain cases the 

situation is even more serious. ALL this has taken pLace in a worLd in which 

competition in manufactured goods markets is intensifying , incessantly, where 

the weight of economic and poLiticaL instabiLity in internationaL reLations is 

unprecendented and where the world exchange and payments system Lacks a sound 

and agre~d monetary framework . 

In these circumstances, and in the absence of suitabLe action to overcome 

the crisis through an improved joi~t effort and internationaL and community 

cooperation, there is an increasing danger that , countries wilL Look for a 

. / . 
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solution to their economic problems through uniLateraL action, contrary to the 

principals on which, since the end of the war, expansion of internationaL trade 

and world economic growth have been founded. The Commission expressed its 

serious concern over the risk of protecti onist chain reactions in other coun­

tries which couLd be provoked by measures Leading to restriction of trade. 

Italy, among the member countries of the Community, was one of those 

which had known best how to respond to the chalLenge of the opening of its 

borders. ItaLian industry had been able to make its participation in the 

Common Market the starting point of a remarkable process of growth and 

modernisation. The Commission is convinced that the ItaLian economy has the 

dynamism, and can regain the fle xibi lity, necessary to successfuLLy overcome 

the present difficuLties and resume the path of baLanced growth, fu Lly 

benefitting from its participa tion in all aspects of the buiL ding of the Community . 

5. It is the opinion of the Commission that beyond the immediate causes and 

present conditions which have Led, for the third time in seven years, to the 

taking of measures likeLy to hinder trade, the problems of the ItaLian economy 

are determined by underlying factors which it has become urgen t t o tackLe 

resolutely . These factors man"ifest themselves in the Lack of control in the 

process of determining public and company sector spending. 

In the public sector, the size of the deficit and the ori enta tion of 

spending are the prime , source of economi c and financial instabiLity and an 

obstacle to t~e changing of economic structures. PubLic sector de ficits exert 

excessive pressure on the money suppLy. 

Too large a proportion of current e~penditure in public spending stimuLates 

consumption and impedes the growth which wo~ld be necessary to impr~ve the 

economic structure . Despite reform s introduced during recent years, budgetary 

procedures have proved to be incapable of assuring a budgetary ~olution 

compatibLe with economic and monetary stability . Certain part s of 

the Treasury are insufficiently controlLed, as witness for eXRmrle 

·the recent evoLution of the treasury borrowing requirement. In addition 

funds appropriate to new expenditure' of a continuing kind is not assured at 

the start of the first year of such expenditure. 

. / . 



In the company sector , the cumuLative effect of indexation, and the 

outcome of wage negotiations have, fo r several years, been incompatible with 

a return to a Level of inflation in line with the community average. Rigidi ­

ties in conditions of employment obstruct gains in productivity which are the 

necessary condition -for a non- infl ationary and consequently l ast ing improve­

ment in real wages and employment. Distortions in tha wage structure, caused 

by the present indexation, are both a source of inflation and an inefficient 

aLlocation of resources. 

It is the opinion of t he Commissi on that no measure of a protectionist 

nature can lead to a correction of these fundamental factors. On the 

contrary, such measures couLd gi ve rise to the ilLusion of being able to 

put off urgent and fundamentaL adjustments which are unavoidable if internaL 

stabiLity and at the same time externaL competitivity are to be regained. 

6. The Commission is aware that certain corrective measures depend upon the 

behaviour of the company sector and other econ6mic agents, rather 

than on the actions of the authorities or the government. It is therefore 

even more necessary that the a~thorities make fulL use of ' legislative and 

administrative instruments at their disposal and that they us e all their 

influence to guide the decisions of other economic agents towards the objective 

of stability. 

The r~£overy process cannot be completed quickLy. Continuous 

and prolonged action is ne eded to obtain las ting results. Immediate action 

is therefore even more necessary_ 

7. The Commission recommends that the Italian government urgently takes the 

necessary measures in order that pubLic finances cease to burden the 

administration of short-term econonlic policy with a constant and disturbing 

threat. To this end, it recommends: 

- every effort be made to keep net domesti c borrowing by the public sector 

in 1981 within the limit set (LIT 37 500 mrds); 

- by way of a first step towards the desirable estabLishment of the unity of 

the public sector treasury, to appL y strictly the arrangements which Limit 

the ability of local and regionaL authorities to hold liquid assets in 

the banking system; 

. / . 
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- to end the practice of the Bank of ItaLy of buying at the time of issue, 

Treas ury bonds and certificates not taken up by the banks or by the pubLic ~ 

This impLies, firstLy, that the Le veL of interest rates appLicabL e wiLL 

henceforth be determ i ned by the market and secondLy, that the Treasur y 

endea vours t o avoid too great an in stabiLity in these rates, reguLarising 

as far as possible its call s on the market an d consequently the development 

of its deficit through the year. 

Further to these urgent mea sure s, the Commiss io n recommend s that arrangemen ts -

be made as quickly as possible to bring about, through time, an improvement 

of public finances. Arr angements on which attention shouLd be focussed 
are those required to guarantee t he respect of essentiaL ' arrangements 

forbidding approvaL of new uncove r ed expenditure, the possibLe extensi on 

of the abiLity of local authorites to r aise taxes, t he reduction of the 

upward pressure on certain charges brought about through automatic 

mechanisms, the improvement of administr at ion and knowLedge of budget ary 

fLows, and the establishment of a singL~ treasury service. 

The Commission recommends furt her mor e that the ItaLian government 

be made especiaLly aware of the risk that inflationay impulses resulting 

from the pubL ic defici t, may set in motion a new intensification of the 
I 

price and cost spiraL, through the mecanism of variable pay scaL es and 

the renewal" of a number of impor tant collective agreements. The Commission 

notes that the gresent framin g of credit poLicy is in principaL sufficientLy 

strict . But it is a ma tte r of some urgence that the efforts undertaken 
by the ItaLian government, in accord with the social partners, to define 

and implement a poLicy of voL untary reduction of the pace of the rise in 

nominaL incomes reach a satis factor y outturn. The Commission considers 

in fact that such a pol i cy is necessar y to ensuring th e competitivity of 

the economy and in consequence to the stabili t y of t he exchange rate and 

the disappearance of the underLying propensit y of exchange mark ets t o 

anticipate its deprecia ti on w 
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8. The Commission wiLL foLLow closeLy the deveLopment of the economic 

situation in ItaLy, and carefuLLy monitor the appLication of the measures 

taken on 27 May 1981. It considers that in any case,1 October, the date on 

which these hoLding measures must come to an end, fixes a maximum duration 

for their appLication and that efforts shouLd be made to shorten this period. 

It reserves the right to in t ervene at any time under the arrangements 

foreseen in the Treaty, in order that any modifications that may be judged 

necessary may be brought to bear with regard to the fieLd of appLication 

and duration of the measures. 

Done ~t BrusseLs, 1 JuLy 1981 

For the Commission 

.' \ 
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1. Place 

RESTRICTED 

EUROPEAN COMMUNITY: COUNCIL MEETINGS 

NOTES FOR THE GUIDANCE OF MINISTERS 

PART 1. GUIDANCE ON THE PRACTICAL ASPECTS OF 
COUNCIL MEETINGS 

Council meetings are held in Brussels and, during the months of April, June and 
October, in Luxembourg. In Brussels, meetings are held in the conference rooms on the 
15th floor of the Council building, known as the Charlemagne. In Luxembourg, the Council 
meets in the European Centre at Kirchberg on the outskirts of the city. . 

2. Time 

The timing of Council meetings is entirely flexible. Meetings may begin and end at 
any hour though one-day meetings usually begin at 10.00 am and two-day meetings at 
3.00 pm on the first day. The time for the opening of a session is generally known well in 
advance. Meetings end whe~ the business is done or when other engagements take too many 
Ministers away; they occasionally last until the early hours of the morning. 

Firm chairmanship is necessary if Council meetings are to start reasonably on time. 
Most Ministers arrive in the chamber a few minutes late and Press photographers are usually 
allowed to be in the chamber until the meeting begins, which adds to the delay. 

3. Seating 

The Member State holding the Presidency for the half-year provides the Chairman, 
as well as a national representative. The Chairman is flanked by staff of the Council 
Secretariat who support him and take the official record of the discussion, and by his own 
Permanent Representative, Deputy PR or Minister (Agriculture). They sit at the head of a 
rectangular ring of tables. Opposite them sit the members of the Commission and their staff. 
The member countries sit behind name cards on the other sides of the table. The seating 
order.is alphabetical (by reference to the name of the country in its own language) from the 
Chairman's right starting with the delegation next in line for the Presidency. 

If for any reason the Minister chairing the Council wishes to leave the room during 
the Council meeting, he must hand over the chairmanship either to another Minister from 
his own country or to a Minister from the country next in line for the Presidency (in the 
case of the UK, to the Belgian); he cannot hand over to an official from his own country. 

4. Quorum 

Council meetings cannot start without a quorum of 5 Ministers from different 
Member States, induding the Presidency (some States may be represented by senior officials). 
If in doubt the Presidency may take soundings before convoking a Council to ensure that at 
least 5 Ministers will be present. This quorum requirement has very occasionally been 
waived once the meeting is under way. 
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5. Access to the Chamber , 
Access to the Council chamber is controlled and a limited number of passes (usually 

nine) are issued to delegations before each meeting of the Council. The United Kingdom 
Permanent Representative and/or Deputy Pennanent Representative will normally be with 
the Minister(s) and a member of the Staff of the Permanent Representation will usually be 
in the Chamber to take the record (see 19 below). The other United Kingdom places will be 
taken by those immediately interested in the discussion in question. It may not be possible 
for places to be made available for all visiting officials from London, though they may be 
able to follow the proceedings by closed-circuit television in a second meeting room (the 
salle d'ecoute) if one is provided. 

6. Language 

Spoken: Each Minister usually speaks his own language. There is simultaneous 
interpretation from and into all the seven languages of the Community (English, French, 
German, Italian, Dutch, Danish and Greek). 

Written: All documents should exist in all seven Community languages. In practice, 
this is not always the case but English versions are almost always available quickly. If a 
delegation asks for discussion to be postponed because of the non-availability of a document 
in their language, the request must be respected. 

7. Earphones 

A set of earphones is available at each place. It is useful to bear in mind that when 
using the earphones one is inclined to speak more loudly than nonnal; one may therefore 
need to make a conscious effort to keep one's voice down when exchanging private remarks 
with other members of the delegation. 

8. Microphones 

These are switched on from a central control room. A red light comes on when the 
microphone is live. There is no switch to press. When speaking, it is advisable to remove the 
earphones and to tum the volume right down since they may otherwise ihterfere with the 
microphone. One should be careful not to make remarks aside to members of the delegation 
until the microphone has been switched off. 

9. Taking the Floor 

If a Minister wishes to speak, he should catch the Chairman's eye and wait to be 
called. The console operator will then switch on the microphone. The 'normal way to catch 
the Chairman's eye is to raise a hand or a pencil. Ministers sometimes need to attract 
attention when the control room has switched on the wrong microphone. 

10. Speaking for the Interpreters 

It is worth remembering the constant difficulties the interpreters have in interpreting 
accurately over a long day. Seconds, and even fractions of seconds, are important to the 
interpreters. The interpreter of English speakers starts with the handicap that, because of its 
very rich vocabulary and flexible syntax, English is capable of expressing thoughts with 
exceptional brevity. He needs time to keep up in another, perhaps more cumbersome, 

RESTRICTED 

) 



) 

RESTRICTED 3 

language and it is prudent therefore to speak slowly, avoid being over-concise and to include 
frequent pauses of a few seconds. Colourful imagery or quotations from English authors are 
also best avoided. If possible, copies of Ministerial statements should be made available to 
the interpreters in advance. Above all, the speaker should try to remember that he is being 
interpreted. Some speakers are much easier to interpret and to that extent are more effective 
than others. 

PART II. PREPARATION FOR COUNCIL SESSIONS 

11. The Agenda 

This will have been settled in advance in the Committee of Permanent Representatives. 
Not only the list of items but the substance too will, in most cases, have been thoroughly 
discussed by officials in Council working groups, the Committee of Permanent Representatives, 
in the case of agricultural meetings, the Special Committee (Agriculture), and certain other 
committees concerned with the preparation of Finance Ministers Councils. The specific 
points requiring Ministerial decisions will therefore have been identified in respect of most 
items. Ministers may be called upon to decide on precise forms of drafting in legislative texts 
or they may be asked to solve problems of principle which will later be enshrined in the 
appropriate form of words by officials. In a small number of cases, Ministerial discussion 
will precede discussion at the official level. The objective in these circumstances is to establish 
broad political guidelines within which officials may pursue the work. Foreign Ministers 
Councils are now preceded by a restricted session (Ministers and Permanent Representatives 
only) at which the arrangements for handling the agenda are discussed in a political context. 

12. Briefing 

Written briefs are prepared in London on the basis of the working documents 
provided by the Council Secretariat and of reports on the latest state of play received from 
the United Kingdom Permanent Representative. If the timetable permits, oral briefing 
meetings may be arranged in Brussels (or Luxembourg) which will allow the Permanent 
Representative and his staff to bring the visiting party from London up to date with any last 
minute developments. It is desirable for Ministers' Private Secretaries to have time before 
the Council meeting to go through the briefs and papers with the appropriate members of 
the Staff of the Permanent Representation to confirm agenda order, check on last minute 
changes to documents, etc. (For administrative arrangements, see Part VI). The Council 
Secretariat provides separate written and oral briefing to the Presidency. 

PART III. THE PROCEEDINGS 

13. Approval of the Agenda 

This will be the first item. It will have been largely settled in advance (see paragraph 
11) but there may be last minute changes and this item is not always a formality. Ministers 
wishing to add points to the agenda will normally be asked to raise them under Other 
Business. The Other Business item is a device which allows Ministers to refer to subjects 
which are of particular importance to them but which other Ministers will not be expected 
to discuss. 
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If a Minister wishes to ask for a change in the' agenda or for a last minute addition to 
the point to be raised under Other Business, it is best to let the Presidency know in advance. 
It will probably still be necessary to intervene under Approval of the Agenda but the 
Chairman's reaction is likely to be more helpful if last minute surprises can be avoided. 

14. Approval of A points 

A points are items which have been agreed in advance at a lower level but which 
require the formal approval ("rubber-stamp") of the Council Ministers will occasionally 
make a statement drawing attention to the importance of an A point relating to a particular 
decision. Officials will know whether there is any need to react. 

15. Major Items 

There are no general rules about how these are handled. A great deal depends on the 
efficiency - and indeed the whims - of the Chairman. The following are the standard 
procedural devices which the Chairman of other delegations may propose or which United 
Kingdom Ministers may wish to suggest: 

( a) Brief adjournment. It is not unusual for the Council to interrupt its work for a 
short period to allow one or more delegations to give a moment's quiet thought 
to some new proposal for an agreement or to allow time for bilateral discussions 
between delegations who find themselves in disagreement. A variant of this 
procedure is for the Council to interrupt its discussion of a particular item, to 
allow time for thought or negotiation in the corridors, but to continue at the 
same time its work on other agenda items. 

(b) Working Groups. It is sometimes useful to suspend the Council's discussion 
and to put a working group of officials to work on the problem. This allows the 
Council to return to the item later and, if the working group has been suc~ssful, 
to set its final seal of approval on the agreement reached without getting 
involved in detailed and technical discussions. 

(c) Commission proposal. When a compromise formula is sought, the Commission 
may be invited or may offer to make a proposal. It is their right to do so 
under the Treaties. The Commission's unique position and the considerable 
technical support at their disposal make them well qualified for this role of 
mediator. It should be remembered that the Commission is an in~ependent 
institution, not at the beck and call of the Council and cannot therefore be 
instructed by the latter. 

(d) Presidency compromise. Sometimes the Presidency assumes the role of mediator, 
even in cases where the Presidency's own delegation is party to the dispute, and 
may, like the Commission, circulate at the meeting proposals. for compromise 
texts, sometimes at very short notice. But the Presidency must choose its 
moment carefully. The Chairman must be confident that there are the elements 
of a solution which will have enough in it for him to achieve unanimity. He must 
also avoid provoking ill feeling on the part of the Commission, who legally have 
sole right of proposal. The Council Secretariat will advise the Presidency in 
these circumstances. 
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(e) Waiting reserves. If the Council is close to reaching an agreement which does 
not strictly fall within the terms of the United Kingdom brief and 'if Ministers 
do not wish to be responsible for holding up a decision until the next Council 
meeting, it is possible to place a waiting reserve (often referred to in all 
languages as a reserve d'attente). This tells the other members of the Council 
that the agreement goes a little further than the national brief allows but that 
the Minister is reasonably confident of being able to persuade his Ministerial 
colleagues at home that it is acceptable. It can always be converted into a more 

. substantive reserve if confidence has been misplaced or it can be lifted 
immediately if the Minister finds that he has been over cautious. 

(f) Restricted sessions. The Council often adopts the practice of conducting at 
least part of its proceedings in restricted session. This usually means that each 
delegation is restricted to the Minister plus four advisers, but Chairmen vary in 
their views of how restricted attendance should be at such sessions. Although 
meetings attended by' Ministers alone are of course not excluded, the most 
restricted (sometimes known as 'super restricted') composition is normally the 
Minister plus one (usually the Permanent Representative) from each delegation. 
Restricted sessions may be used for particularly sensitive items on which a 
greater degree of confidentiality must be ensured or simply for items which are 
proving difficult-to settle and on which Ministers wish to take a political decision 
untrammelled by too many technical considerations. The danger of such 
sessions is that few people know precisely what has happened. It is therefore 
particularly important for Ministers to be aware of the danger of 
misunderstanding, to make their points clearly and to insist that the Chairman 
makes a clear summing up of what has been decided. 

This last point is in fact a general one. In order to avoid misunderstandings, Ministers 
should never be afraid to repeat themselves, more than once if necessary, nor to ask the 
Chairman to sum up at the end of an item (not all Chairmen do this unless pressed) or to 
repeat his summing up on a particular point. Too frequently the Council ends with the 
appearance but not the substance of agreement and the precise terms then have to be settled 
by the Permanent Representatives or, as sometimes happens when they cannot agree, need 
to be referred back again to Ministers. 

16. Voting 

Normal practice is to take decisions by consensus. Voting usually only takes place 
when the Member State(s) in a minority is prepared (or sometimes finds it politically 
convenient) to be out-voted. Under the 'Luxembourg Compromise' which dates back to 
1966, a Member State which feels that its very important interests are at stake may object 
to a vote being taken and ask for discussions to continue until agreement is reached. In these 
circumstances HMG's policy is to argue against a vote being taken and to support the need 
for further discussion. In the unlikely event of the Presidency insisting on a vote, we should 
say that we will not take part, even to abstain. 

17. Confidentiality 

Council meetings are confidential, but not on the whole in such a strict sense as 
9 national Cabinet meetings. The Press is always briefed by the Presidency after a Council 

meeting and heads of national delegations are free to give their own briefings (see paragraph 
18 below). Ministers also can and do report to their national Parliaments on the outcome of 
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a Council meeting and may feel free to ensure that Parliament and the media are aware of 
the line the UK Minister took on a certain agenda item. It would be wrong, however, for the 
representative of one member state in speaking to the Press or. to Parliament to attribute a 
remark to his colleague from another one. There are also occasions when the Council itself 
agrees that a certain matter they have discussed should be treated as particularly sensitive. 

PART IV. PRESS 

18. (a) A large, assiduous Press corps is accredited to the Communities, and its leading 
members, both British and Foreign, are able journalists. Since the Council meets behind 
closed doors, the Press depend for information on what is given them in periodical briefings 
during the course of the meeting by the Press officers of the national delegations, by senior 
Commission officials, and - less frequently - by Commissioners and Ministers (see 
paragraph (d) below). On the British side the routine briefing is usually shared between the 
Press Officer accompanying a visiting Minister and the UKREP Press Office. There is a very 
full exchange of information between all journalists, not only those of the same nationality. 
It is usually possible for them to piece together a full account of what is going on in a 
Council meeting from hour to hour, or even. minute to minute. For this· reason, particularly 
when a subject is under discussion on which Britain may appear in an unfavourable light, it 
is necessary to get our view to the Press lobby quickly. 

(b) Immediately after a Council meeting the President of the Council gives a Press 
conference at which he runs through the Press communique' prepared by the Council staff 
and answers questions. Apart from the fact that, for the reasons given above, what he says 
will be stale, it is incumbent upon the President to be so tactful that he is hardly news-worthy. 
There is therefore rarely much life in these occasions. 

(c) The Press are much more interested in what Ministers from national delegations 
have to say. It is possible to gain access to both the Charlemagne building and the Kirchberg 
in Luxembourg by back doors, but in the normal course of events Minist~rs arriving and 
departing will pass through the lobbies where they will be way-laid for their comments. 
Despite the undignified m~lee, these occasions can be used to advantage. 

(d) It is desirable to be ready on arrival with ~ne or two "quotable quotes" about our 
intentions/hopes for the meeting. After a meeting a fuller informal Press conference by a 
Minister provides a good way of giving a direct steer to correspondents reporting the 
meeting (who will not of course themselves have heard what the speaker-said in the chamber). 
When a major item of public interest has been disposed of, it can also be valuable for a 
Minister to come out to talk to the Press in the course of the meeting, which may enable 
what he says to get into first editions. Such sessions are open to all-comers .. Apart from the 
French, it is very rare for Ministers or Delegations to attempt to give briefings exclusive to 
their national Press representatives during Council meetings. It is difficult to arrange them 
without giving offence and the international freemasonary is such that what is said will in 
any case be passed on. 
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(e) The visitor can usually avoid the hurly-burly in the corridors by using a briefing 
room where he can talk to the Press in a more-or-less civilised atmosphere. However, if a 
Minister does not wish to speak in detail, or time is pressing, a few sentences on the way to 
the door are always effective. This may be the only direct quote from a British Minister that 
correspondents have had all day and they will do their best to see that it is used. 

PART V. RECORDS OF MEETINGS 

19. The Minutes 

The formal Summary record of the decisions taken at the meeting is prepared by the 
Council Secretariat. It is usually cleared at official level in Brussels and goes to the next 
Council as an A point. It is very brief (though longer texts may be annexed as appropriate). 
It is in no way a verbatim record. Very occasionally, where a particularly important or 
controversial discussion has taken place, the Secretariat may be asked to prepare a "third 
person verbatim" (i.e. Lord Carrington stressed that ... and went on to say that ... ) on the 
basis of the tape recording of the session. Only the Presidency has the right to have access to 
the Secretariat's tapes. 

20. United Kingdom Reporting 

The Office of the United Kingdom Permanent Representative usually provides the 
reporting officer to take note of the proceedings of the Council and to report by telegram or 
letter so that the Whitehall Departments are speedily informed. 

PART VI. NUTS AND BOLTS 

21. Office Accommodation 

The United Kingdom delegation has four offices on the 14th floor of the Council's 
Charlemagne building (tel. 736.79.00) which it uses as a base during Council meetings. It is 
most important to remember at all times that all conversations, telephonic or otherwise, 
in these offices are insecure. There are also spare offices for the use of Ministers and their 
advisers in the Permanent Representative's Office at 6 Rond-Point Robert Schuman (tel. 
736.99.20), five minutes' walk from the Council's Charlemagne building. 

In Luxembourg, the delegation has at its disposal the facilities of the British Embassy 
at 28 Boulevard Royal (tel. 298.64) but this is some distance from the Kirchberg building 
where the meetings take place. Most of the work is done from the delegation offices in the 
Kirchberg (tel. 4302 2105/2106). 

RESTRICTED 



8 RESTRICTED 

22. Subsistence 

Conference rates are usually paid i.e. cost of the hotel room, breakfast, taxes and 
service charges, plus BF 1,288 (if accommodation is arranged in certain hotels a special rate 
of BF 1,030 applies), FL 1,390 (Luxembourg). Alternatively the normal full rate of 
subsistence may be paid; at present it is BF2,575 per day in Brussels and FL 2,779 per day 
in Luxembourg to cover all accommodation charges and meals. 

23. Entertainment 

At some meetings of the Council an official lunch or dinner is arranged, with the 
Chairman or a member of the Commission as host. Exceptionally these affairs are for 
Ministers only: more frequently each Minister is accompanied by a number of officials. The 
meal may be purely a social occasion, or an extension of the "restricted session" technique, 
with discussion of sensitive or confidential business in informal surroundings. If no official 
entertainment is arranged, Ministers will wish to consider how their meal-times may best be 
employed, e.g. informal bilateral entertainment of their own. Private Offices will normally 
discuss these arrangements with Private Secretary and/or those directly concerned with the 
Council. -

24. Programme {\rrangements 

Private Offices should ·keep in close touch with the relevant officers in the United 
Kingdom Permanent Representative's Office, including as far as possible the Private Secretary. 
The Conference Officer (ext. 296) arranges hotel accommodation and transport for Ministers 
and senior officials. (More detailed guidance on administrative matters is to be found in the 
companion booklet containing guidance for officials.) 
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PRESS CONFERENCE 

1. At the end of the Council you will be expected to hold 
a press conference, lasting about half an hour, in which 
your primary role, as President, will be to inform the 
press of the content and outcome of the meeting. 

2. The basic procedure will be for you to open with a 
run through the agenda, giving a brief summary of the 
discussions and of the conclusions reached. This need last 
no longer than five minutes. A question and answer session 
will follow which you should aim to keep to about twentyfive 
minutes. 

Line to take 

3. What you are able to say about the individual items 
on the agenda will of course depend largely on the way 
discussions have gone and what conclusions are reached. 
But you could take the following general line: 

(i) The meeting considered a number of difficult 
economic and social problems affecting the 
Community to which there are no easy, or short 
term solutions. We nevertheless continued 
progress made at the European Summit and paved 
the way for the forthcoming conference in Ottawa. 

(ii) The Council discussed 3 major papers. The 
first 2 of these, produced by the Committee of 
Governors of the Central Banks of the Member 
States and the Monetary Committee, considered 
the problems posed by high interest rates for 
the international community and enabled us to 
talk about the Community's approach to these 

proplems before the Ottawa Summit. The third 
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paper, by the Commission, reviewed the general 
economic and social situations in the Community 
and allowed us to discuss the policies we have 
adopted at national and Community level. 

(iii) Believe there was general agreement that may 
of our problems are home-grown and that the 
solutions to these problems must vary according 
to differing national circumstances. Nevertheless 
also agreed that in setting domestic policies we 
must have regard for their consequences for the 
rest of the international community. 

G(~ 

(iv) We also discussed a number of other topics. On 
export credits we prepared the w~ for establishing 
a joint Community position before resumption of the 
Consesus negotiations in October. We also discussed 
the Commission's proposal for setting up a New 
Community Instrument which would enable the 
Commission to borrow in the markets for on-lending 
to investment projects in Member States. [I am 

~ 
pleased to report that ••• ] 
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BACKGROUND 

1. Presidency press conferences are conducted with more 
decorum than national press conferences. A podium will be 
provided for yourself, UK officials and Mr Christofas. 

2. There will be no separate press conference by the 
FST, as UK representative. Nor will the FST be required 
to attend the Presidential press conference. 

3. Journalists will be seated in front of the ~ium 

90 

in a semi-circle. The UK press will be particularly well­
represented, and the journalists are likely to be well-informed. 
Therefore it will be important to give honest, straightforward 
answers. 

4. Questions m~ be of a European or specifically TIK nature. 
It will be important to distinguish clearly between those 
occasions when you are speaking with your "Presidency hat on", 
and those when you are not. 
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