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I enclose a note of the tete-éztete
meeting which took place between the Prime
Minister and the Chancellor of the Federal
German Republic at 0915 on Friday 29 October,
before the plenary meeting. I should be
grateful if you and other recipients would
restrict it so far as possible to Private
Offices, and only make it available to others
to the extent that it is operationally
essential to do so.

I am copying this letter, and the enclosure,
to John Kerr (HM Treasury), Richard Mottram (MOD),
Julian West (Energy), Jonathan Spencer (Industry),
John Rhodes (Trade), Robert Lowson (MAFF) and
Richard Hatfield (Cabinet Office).

Brian Fall, Esq.,
Foreign and Commonwealth Office.
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NCTE OF A TETE-A-TETE DI1SCUS SION ESTWEEN THE FPRIME MINISTER AND
CHALNCWILOK KCHL AT THE CHANC.LLLRY ON FKRIDAY 29 CCTUBER AT 0915 HOUKS

PRESENT

trime Minicter Chancellor Kohl

Mr. Butler Mr. Teltschik
SPANISH ELECTIONS

Chancellor Kohl began by referring to the results of the
Spanish elections which had resulted in an overall majority for

Senor Gonzalez. This was an unwelcome outcome, and it was
worrying that Senor Gonzalez had already made remarks against
Nato in his victory speech, The European Community must recognise
that the accession of Spain under such a Government would raise
more problems than that of olives: although it was not a defence
Community, defence issues could not be isolated from other
Community interests. A similar problem existed with Greece.

The Prime Minister agreed that the European Community was founded
on the defence of democratic values and that if these were not
firmly defended by all members, the future of the Community would
be in doubt. No doubt some allowance must be made for election
rhetoric in the statements of S. Gonzalez: Mr. Papandreou had
made similar remarks about his attitude to Nato, which had not

been reflected in his subsequent actions., But it was worrying
that Senor Gonzalez had made such comments at the moment of his

election victory.

Herr Kohl said that the poor performance of the Christian
Democrats in Spain was a disappointment to him, He had worked
hard for them for 4 years and had given financial help, although
he had withdrawn some 18 months ago when he saw the direction in
which things were going. He had greatly resented the actions of
the former Spanish government in involving the King of Spain
in the Hamburg elections in the Spring, when the King had been
induced to pay a private visit to former Chancellor Schmidt in
Hamburg 10 days before the elections. It would now be necessary
to try to influence the new Spanish government tactfully, but
this would not be easy since the Spanish were a proud people.

He felt that he could not be expected to open the gates widely to
Spain in the European Community if the Spanish éovernment were to
shut the door on defence matters., The Prime Minister commented

that it would be a bad start for the Spanish government if they
were to withdraw from Nato. Britain had supported the accession

/of Spain
.
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of Spain to the Buropean Community, but it was difficult for
Britain to influence Spain, particularly in the aftermath of
Spanish support for Argentina over the Falkland l1slands.

T"HE FALKLAND ISTANDS

The Prime Minister said that, when the Resolution on the
Falkland Islands came forward in the United Nations, she regarded
it as important that the whole Community, and Germany in particular,
should at least abstain. She was confident that the German
government understood, in the light of their own position on
Berlin, that it was Jjust not possible fbr the British Government,
having had our territory invaded and having lost many lives
in defence of freedom and Jjustice, to negotiate with Argentina
over the Falklands: Argentina had not even agreed to stop

hostilities.

Herr Kohl said that, as the Prime Minister knew, the German
government had for good reasons shown solidarity with the British
Government during the period of hostilities, and he regarded
this as being no less important now. Former Chancellor Schmidt
had consulted him at the time and the German stance was one of
the few matters which had been agreed jointly between them.

The Argentine invasion was an act of aggress1on, and the quality
was more?%ﬁggn%he quantity. T ?Sgrggn governmenthad only limited
support from German public opinion, because Germany had such

close links with the South American countries, particularly |
raraguay, Chile, Argentina and brazil. No countries, including
the United States, had so many people of German origin: for
example, 4 of the 7 Brazilian cardinals were of German stock,

The Prime Minister commented that bBrazil had been scrupulous in

adopting a neutral position,

Continuing, Herr Kohl said that it was important to work
out a common puropean Community position. A big problem in this
was the French, perhaps bec?&%&ngggy had economic interests at
stake. The Prime Minister/that hesitation on the part of the
French was surprising since they had been very supportive during
the period of the hostilities and they had a number of island

dependéncies which were similalrly near the mainland of other

powers. Although economic interests were important, the defence

ty gy /of freedom
! 4
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of freedom and justice was more important. If the Russians invaded
Berlin and the Western powers threw them out, it would be ridiculous
to suggest that there should then be negotiations with the Russians

over Berlin.

THE PIPELINE

Herr Kohl said that he had the impression that President Reagan
might be making a new move towards a compromise on the pipeline issue
involving new proposals on economic relations with

the Eastern bloc. The Prime Minister said that she understood that

there was to be a meeting in Washington that day of the 7 countries

at Ambassador level, at which a paper was being discussed with the
Americans. That paper covered not only the supply ofbstrategic materials
but also proposals to set up working parties on a number of issues,
including credit for Iron Curtain countries and the supply of technology.
The paper carried no commitmentseﬁgepggreement to avoid certain new
contracts while the working parties were in operation. She believed

that President Reagan was anxious to 1lift the sanctions and there was
some prospect that the wording of the document would be sufficient to
enable him to do so. Having looked at the document, she thought that

it should be possible for the seven countries to agree on it.

Herr Kohl agreed that it was desirable to do everything possible
to enable the President to 1ift the sanctions without loss of face.
It was evident that the decision to impose sanctions had been a mistake,
and there had been no mistaking the triumph in ex-President Carter's
voice when he had referred to the decision during his visit to Bonn
two days before. Mr. Carter had said that he and his party were
willing to help President Reagan off the hook. But Chancellor Kohl
was worried that an immediate statement by the President. might be
premature since he was not sure that the paper in its present form
went sufficiently far to help him. The French in particular were
proving difficult over it. But it was important that the sanctions
be lifted: one aspect of them was that they could so easily be

evaded through third countries. The Prime Minister said that she

did not think the President was likely to make a statement until
agreement had been reached among the seven. She was aware that
there were still items of dispute with the French but hoped that
it would be possible to find words which did not contain damaging
commitments for the Europeans but would be sufficient to help

the Americans.
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ECONOMIC SUMMIT

Herr Kohl said that President Mitterrand had expressed his
annoyance during the Franco/German Summit that the new date for
the Economic Summit announced by President Reagan had not been
widely agreed, and had said that he would not agree to attend on
the proposed dates. He himself could not say how much consultation
there had been with Chancellor Schmidt but since he had taken office
consultations had not been intense. Herr Kohl regarded it as important
that everyone should attend fhe Summit and also that it should be
agreed in advance what was wanted from it. In his view, the Western

Governments could not afford another Summit like Versailles when

hundreds of people had attendeé‘éndrzgéhiﬁé éﬁgéténfiéi had emerged.

President Mitterrand had himself said that the arrangements for

e ————

s
Versailles had been a mistake and that a much more restricted summit
e *

was desirable.

The Prime Minister said that she had understood that the

proposed date for the Summit had been agreed. It was essential

that everybody should attend, and it was absurd to quarrel over
dates. She herself would have liked the Summit to have taken place
earlier, but the German elections would mgke this impossible. She
agreed that the form of the Versailles Summit had been much too
elaborate, as had been the preparatory meetings beforehand. She
regarded the informal aspects of the Summit as the most valuable
part, so that the leaders could get to know each other and understand
each others political difficulties and then they éould easily lift

a telephone and talk to each other in moments of difficulty. Ottawa
had been better in this respect than Versailles. She did not

expect magic solutions to emerge from such Summits, but it had been
valuable, for example, that the Heads of Government had been able

to agree to tackle their economic problems in a financially sound
way and to avoid protectionism: this had been helpful to the leaders
in relation to their own electorates. ©She therefore agreed with
President Mitterrand that the arrangements at Versailles had been

too elaborate. She accepted that some concrete announcement had

to be made to prevent the press from writing that the Summit had
been a failure, but she did not regard this as the most important

aspect.

/Herr Kohl
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Herr Kohl agreed. A middle way had to be found between giving
nothing to the press and running the occasion entirely for the press.
He would tell President Reagan that, while he regarded it as important
to have some announcements to give to the press, the Summit would only
be successful if there were also real and lasting agreements underlying

them. The Prime Minister commented that there would be two

problems: the relations between France and the United States were
not very good and the President would want some concrete achievement
to announce in view of the United States elections in the following
year. Such announcements would have to be negotiated beforehand,
but very discreetly. Herr Kohl commented that it would also be
important for President Mitterrand that some useful announcements
emerged: although he had seven years of office, local elections in

France could present him with considerable difficulty.

ECONOMIC ISSUES IN THE COMMUNITY

Herr Kohl said that he was concerned about the way in which

France was adapting its economic policies towards protectionism.

These would create problems for the Commission. The Prime Minister

commented that agriculture was the area of greatest protectionism

within the Community, but there were also many others, for example,
insursnce and air fares. The French always found a way to restrict
imports, whereas Britain and Germany were more scrupulous about
observing the rules. Both France and Italy had protectionist agreements
with Japan which had been allowed to exist because they were made

before the formation of the Community. The Community had to take

a close look at these unequal trading arrangements.

Chancellor Kohl suggested that he and the Prime Minister should

take a day or a day and a half to discuss this question with a
minimum of supporting staff within the next two or three months.

He would be willing to come to London for the purpose, and it could
be said publicly that other matters were being discussed. This was
desirable because Germany would have the Presidency from January,
but his principal objective would be to achieve a common strategic
approach between Britain and Germany through which they could first

tackle the French and then the Latin countries of Europe.

'/The Prime Minister

ARITIT S ITIR S
CONFIDENTIAL



: R g * LA A& e 'ﬂ\-, ‘ :l
snivra aaswrad Laned oF g! 1+ “fBF 7 bat R e A
w3ty apd wet slags Frye { sanne w2l muiyinkics bo asyg woy o' Ferwlod
FnatyoamE & P Pw-~uu‘- wff #fetie .nnd payeall Pacbiserl Cisd Llvew w

i Bloae timmel. o
iy iiabme ote
cul

Paw cule

8 Slhpw 9

‘% Dad
Rads ]

8 3 1

bnrdatotaud Se

fronsye iena a
safunllnt s

Qd -'f' Sl

tu
ol

N B J,I;f

R

vl

Hi veaw

-‘f-»li:«v'-!

LY S
m2enot2sefory

a
2 2R OT

THiaL LM
ARFOLTAT

Slaqueng 7ol =

ctvtaer ©F vav
jvuds suwelug

s it asiad L &8

sham ey Lorii

o odai od Led v?

bfrodn ~vateiet’l amex™

A gilv ol

901ﬁﬁ y=ths

tatantibalong bHed

Bt

vaidiron aavid

G2 ¥E Lne

Sy ymrovg ol of evrn of

LT BTN

tedd belnsemon 1938z iniM smivl

s L 1N

O S g a2am Tl mascr gl speitef

pea “enn dnsd BLoow S2obrPasedl s,

g lasee nadedd booro! ads o we

af g} svad ¢ oow
! 1w=u .

M et

s 820G

w *& dwfr pednemmon ldo v
i m o» g e 5 fu. "o, e

Fogt

dpdsd pns1$»;:

121t o

AL SiQs

waf T30AT devas il ad o

fork* 1h diiw ol 300

@

oldaxabinines

.’v-q

tT{AIMMGY .

i

2 fpamas sy
tas onih

ct-"Jv'

Lati™r

s f{'D
a7 9l
brw
£ ok

. ——
LIRS

10%
wundifls

asre b

Ao S

avad o!

s Baa feeF wnis oiow 3ol i Letameanug of

M LR

ameldagg

hoop w29 -4

_aaniEo s of

-
=

vHpY }'JU
seafcngr
Dz teps

I e T L LI

3

gz trrga hentasren pow s tanid S

T abewsd salontlog inomooe atl wx

al neicaimmnd o3

teatne1y 1o 992 efdf arw sapilest

ar're vram osla geaw =vedd dod

doagat® sal
B(‘w-
giatl bos soosth d3cE L2

B . r
8 LEpc? ginsls

LS FTGE 6 19 (oamrsd Ry RSt

sawansd Faixs ol bewolle nead b=

ol

«Biaamayaatxe yoitsead
B . B be “t .

e,

Fnompeod

Tappy g auss

by o1 % | 4"-'{J : 3 B T
afl o = o aek B ’.ds;} ._U'

ceasgp =it pagoaid 2% flad a4 bas

A Laf Yreen s ol M

=mUa oF n[n

et smaldomy el

LB TAT T

X3 Lewmmo? ad? -ty noifeamrol

T is

WL

1 SAUES L DisoarTH

fda¥

oz

LI%4 !
r Y-‘='

N Y |

T AL :‘df b%’

Ere

LHELSAL

cum fld
o fdw

“ansn w

A4 "(‘I"ﬂ'

& T2

AW BTG

~ET T hman

vah &

4 ah

™
+

g
A

Jed rogmand add atAri

RN Y,
i
aoavrasde

DeLE

ATl diiw

ad§

v bed

1";,‘. .a..m[’\ 3 ,

“

ﬁﬁﬁ}:

Y,

wd® RAIEROg T 3

-

rabmio

S9N )

sBangreg «dy yol rofaod ar

g YR ST AN

aay 2idT  JRana
Jeranas’ mot
qsgetnrta &

.}4 3&‘ ’»,A-u’ﬂ.‘) "‘M.‘I ¥

, 17T pien
foeikiiig 2 ‘z"} 14 iﬁ “’Qﬁawﬂ

3ach yaied

wn BOI

Lagatyl

oiay geatrem Yedde St

voreaf taevl add a1

avaltdsn of wd oluvow 5:13;uL

Aokt (gdozdd. vramre? Faw phedbed

I Yo getricwes sl al ant el

aca SpnetT

yEokLd:

fRloW gaaniad) sdgRded

r&qiau"
ga<<dsn

s Liganw o

Lol

hle

e ¥

dnﬁhugbh
o akr rud

LT gEs

a1 %oad

ad | ;

W




m

The I'rime Minister agreed that it would be useful to try to find a.

date to have such talks.

FISHERTES

The Prime Minister referred to the recent discussions on fish
and suggested that it was vital for Britain and Germany that Denmark
should subscribe to the recent agreement reached between the other
nine EC members. Germany was in the best position to bring effective
pressure to bear on Denmark and she hoped that Herr Kohl would use
this to ensure that Denmark agreed. Herr Kohl said that a discreet
initiative had already been taken with Denmark and he would raise
this matter immediately with Herr Genscher. It might be possible to
say some more about it in the plenary session. For his part, he

found it difficult to understand the Danish attitude.

POLAND

Herf Kohl suggested that he and the Prime Minister would need
to say something about Poland following their discussions. Contacts
between the Federal Government and Poland, including a personal report
which Herr Genscher had had from Archbishop Glemp, suggested that
the situation was very bad and if there was a hard winter there could
be a calamity. Russian intervention would be disastrous but it was
becoming increasingly clear that General Jaruzelski could not deal

with the situation. The Prime Minister agreed that she and Herr Kohl

should make an agreed statement on their concern about the position

in Poland.

EUROPEAN BUDGET
The Prime Minister said that she would like to say publicly,

in relation to the European Budget,that she had welcomed the
agreement on the arrangements for 1982 but had stressed to Chancellor
Kohl the importance of reaching long-term agreement on the budget

issue.

®Re..

29 October 1982
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CALL ON THE PRIME MINISTER BY MR. TUGENDHA

Mr. Tugendhat called on the Prime Minister
at 1630 hours today. I enclose a record of the
conversation.

I am copying this letter and enclosure to
John Kerr (HM Treasury) and Richard Hatfield
(Cabinet Office).

I should be grateful if the contents of
the discussion could be most closely protected.
' This letter and enclosure should not be copied
' beyond Private Offices without specific
authority from here. _
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Brian Fall, Esq.,
Foreign and Commonwealth Office.
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PERSONAL AND CONFIDENTIAL

RECORD OF A CONVERSATION BETWEEN THE PRIME MINISTER AND
COMMISSIONER TUGENDHAT AT 1630 HOURS ON TUESDAY 9 NOVEMBER 1982

AT 10 DOWNING STREET /iz//\

After a brief discussion about the outcome of the Fisheries

Council, the Prime Minister raised the question of the EC Budget.

She said she was most concerned about the situation. Some Member
States argued that the UK should respect the Treaty of Rome.

That argument was irrelevant and was simply a device for clinging
on to gains they had themselves secured. We had accepted the
settlement for the third year of the 30 May Agreement primarily
because we were then engaged in the Falklands affair and could
not divert energy to continuing the argument. Other Member
States had taken advantage of this. They had infringed the
Luxembourg compromise because it suited them to do so.

Mitterrand had been in London the previous day and had given no
hint of his intentions. Schmidt had sent a letter on the matter
but this had not been delivered for some days after the

Agriculture Council.

Now, there was no Falklands factor. We should be arguing
again for the British concepts of equity and fairness - and we
should not be taken for a ride again, though that was perhaps

a slightly strong expression.

We could not have an agreement which simply lasted for two
or three years. The Commission paper must recognise this and
incorporate a formula which provided a solution to the problem
so long as the problem existed. It would exist until a
fundamental reform of the Budget was achieved. And that would
be brought about either at the time of enlargement, or when
the 1% VAT ceiling was reached. Mr. Tugendhat interjected that

it might come about also as a result of the Commission's paper.

The Prime Minister said that she had resented the attempt
of other Member States to claw back what they regarded as over-

payments. There was no point in imposing a time limit on the

/ solution

PERSONAL AND CONFIDENTIAL
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PERSONAIL, AND CONFIDENTIAL
N

solution for the UK problem. The solution must last until
fundamental reform was achieved. This might take three or four
or even more years. She believed it could take as long as that
before Spain acceded to the Community. She understood
Mitterrand's difficulties over Spanish accession. We also had

a problem with Spain over car imports.

The Commission's paper ought to point to fundamental reform
as the final solution and then propose an interim solution until
that point was reached. 1In return for a lasting solution, we
could envisage a further adjustment in respect of alleged over-
payments, but this would have to be modest and in full and final

settlement of that question.

If we had not obtained a reasonable settlement for the third
year of the 30 May Agreement, we should have been forced to with-
hold our contribution. We did not wish to go down that route
now because our habit was to observe the law. But we could not
go on paying our unadjusted net contribution or anything like it.
It was necessary to raise sights as to what kind of solution was

possible.

Mr. Tugendhat said that he knew as well as anyone how un-

prleasant this subject was to-deal with and how it corroded
Britain's position in the Community. He héd felt for some time
that the French did not wish the problem to be settled. It
suited them quite well that it should continue since it dis-
Atracted attention from some of their misdeeds and served to

isolate us.

The Commission would produce two papers, one on the British
problem which should be out next week, and the other, a con-

sultative document, on the future of own resources.
He had to say that there was no chance of the Commission
agreeing to a formula employing the phraseology which the Prime

Minister had just used.

/ The Prime Minister

PERSONAL AND CONFIDENTIAL
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PERSONAL AND CONFIDENTIAL
-

The Prime Minister said that Mr. Tugendhat should try to

obtain that formula, even if the rest of the Commission rejected
it. It was being said that the UK Commissioners did not fight
within the Commission. Indeed, she had heard that Mr. Richard

was often away from Brussels. Mr. Tugendhat said that any

accusation that the UK Commissioners did not fight their corner

would be unjust. The Prime Minister commented that M. Cheysson,

when one of the French Commissioners, would have persuaded the
Commission to adopt the French position on an important subject.

Mr. Tugendhat observed that if he moved too far from the central

trend of thinking in the Commission he could lose all his

influence. On the subject of the Budget, he was in a minority.

The Prime Minister said that the fact was that we possessed

the money in question and could withhold it. Mr. Tugendhat said

that he recognised that that was true. Indeed, he had some

ideas about the manner of withholding. Some ways would be
better than others. But he knew that he could not incorporate
the formula suggested by the Prime Minister into the Commission's

paper. He did not have the votes. The Prime Minister said that

he should repeat his arguments within the Commission time and time
again. If he was saying that a suitable formula was not

obtainable then we were on a collision course.

Mr. Tugendhat said that he would like to obtain for us as

secure a link as possible between the interim solution and the
longer-term review. This would not achieve as much as the Prime
Minister and he wanted, but it would give us something to build
on. The Prime Minister stated that, on the contrary, such a

link might prejudice the British position on the longer-term
review. Mr. Tugendhat thought this unlikely. The formula he

had in mind would imply that if enlargement did not take place,
or if the review of own resources did not occur or did not yield
a satisfactory solution, then the interim solution would become

permanent. The Prime Minister said that she read this as

meaning that the interim solution would continue until a

fundamental solution was adopted.

/ Mr. Tugendhat

PERSONAL AND CONFIDENTIAL
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PERSONAL AND CONFIDENTIAL
- 4 -

Mr. Tugendhat said that he thought the Commission would

propose a formula lasting for a period of years. He would
wish to link that period to enlargement and the fundamental
review so that if these did not take place the interim solution

would continue. The Prime Minister said that she interpreted

this as meaning that the interim solution would last for x
years or until such time as fundamental reform occurred.
Mr. Tugendhat said that that was the meaning of the formula

but presentationally it would probably not look so attractive

as the Prime Minister's words suggestéd. As to the longer-term
‘solution, he thought that the Prime Minister was right to say
that she was opposed to increasing the 1% VAT ceiling. But a
distinction could be made between the VAT resources and other
forms of own resources. The Commission would propose a variety
of options, some of which could be helpful to the UK. There

was an illusion in the Community that if other Community policies
were developed and resources were increased, the UK problem would
be solved. But this was not true. He hoped that the Prime
Minister would look at the Commission's proposals on own

resources with an open mind. The Prime Minister said that our

minds were closed on the subject of own resources. The
Government would be attacked if there was any suggestion that
it was putting an increased share of national income under EC

control. Mr. Tugendhat said that he was not suggesting that the

Prime Minister should actively welcome the Commission's proposals.
But, leaving aside VAT resources, he hoped that she would not
take up a public position against the increase of own resources.
This would disarm those critics who said that there could not be
a solution to the British problem until own resources were

increased. The Prime Minister objected that this argument was

untrue. The British problem arose largely because of the way

in which the Common Agricultural Policy was operated.

Mr. Tugendhat said that the paper which the Commission

envisaged would show that there were ways of diversifying the
Community's income which could be beneficial to the United
Kingdom. But it ought also to show that all ‘the devices put

/ forward
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forward would not solve the British Budget problem. So Member
States would have to spend massively on new policies or agree
to deal with the British problem separately - and the latter

would be cheaper in the end.

He could not estimate when the 1% VAT ceiling would be
reached. This would not be before 1984 and might be later. Even
in 1984, the Commission, in drawing up the Budget for 1985,
would probably have to choose between keeping just below or
going just above the ceiling. Another factor to be taken into
consideration was that the European Parliament wanted to budgetise
the EDF.

He thought that the British negotiating position would be
better if we were seen to be trying to make the Commission's

proposals work.

The Prime Minister said that she was not much attracted by

the notion that our net contribution would be reduced after an
increase in own resources because we should then be paying a greater

net:.and a gr.ea,ter,grdss contribution. Mr Tugendhat commented that it was

recognised that we would only agree to an increase in own
resources if neither of those two situations occurred. The Prime
Minister reiterated that she was not prepared to have a higher

net or gross contribution. We could not transfer more expenditure
outside our own control - we knew that the increase would be

spent on the CAP.

Mr. Tugendhat said that he sfill thought it would be better

to approach the proposals with an open mind in the belief that

they would show that there was no magic cure fox the UK problem.
It was better to adopt the position '"yes, but .." than 'no,
never'". The Prime Minister said that the trouble with that

approach was that one was sucked in to ideas that were

fundamentally bad.

/ Mr. Tugendhat
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Mr. Tugendhat suggested that it should be possible to

build in constraints which would prevent money going to
agriculture. The present system relating to non-obligatory
expenditure, where there could be no increase above a certain
percentage of expenditure in the previous year unless the
European Parliament and the Council agreed, provided a possible
model. The concept of a maximum rate could be adapted for use
with the CAP - the understanding would be that if expenditure
rose above this rate, the excess would be financed in different

ways.

The Prime Minister said that all these ideas involved

increasing Community income. Our problem was that we were pay-
ing too much. Mr. Tugendhat said that the Prime Minister might

think that the whole exercise would not produce a successful
outcome for the United Kingdom, and that we might therefore
have to withhold our contribution. This was certainly a
possible outcome. His aim was that we should secure a solution
without having to withhold. But if it came to counter measures
of that kind, it would be very important for us to create the
right circumstances in which to adopt them. If the negotiations
had been conducted in such a way that all the blame rested on
the United Kingdom, then counter measures could precipitate a
grave crisis. If, on the other hand, we were seen to be
negotiating for success and could not be blamed for failure,
then the situation would be less difficult to handle.

He knew that we attached importance to solidarity with
Germany on this question. The trouble was that Germany
habitually surrendered on such issues. Conversely, the more
they demanded refunds for themselves, the harder it was to
achieve a settlement for Britain. What were the Prime

Minister's views on timing?

The Prime Minister. said that the Commission must go ahead.

She wished to assess whether or not there would be a row in

Copenhagen. Mr. Tugendhat said that he had assumed the Prime

/ Minister
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Minister attached importance to the Commission putting forward
its proposals, that she wanted the negotiations to begin but
that she did not expect Germany to be in a position to deal
with the problem until after its elections on 6‘March. The

Prime Minister said that it might well be advantageous for the

German Government to go into those elections with a public plat-
form of refusing to remain one of the Community's two pay-
masters, or at least with a limit being set to the net
German contribution. She might wish to put this idea to
Chancellor Kohl. ‘

Mr. Tugendhat said that he thought we could exaggerate the

practicability of working together with Germany on this problem.
Germany obtained many advantages from the Community and there
were certain questions which the Germans would not wish to be
raised. Germany did not lose from the operations of the CAP
which in effect helped to transfer resources from North to

South Germany, whereas an internal transfer of the same resources
would be politically difficult. The German tactic would be to
make a fuss and then seek modest refunds which would immensely
complicate efforts to obtain a solution for the United Kingdom.

The Prime Minister said that she thought we possessed certain

levers in respect of Germany which had no connection with the

Community.

In conclusion, the Prime Minister reiterated her determina-

tion that a satisfactory solution for the Budget problem should
be obtained. The discussion ended at 1715 hours.

AdC.

9 November 1982
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Visit of the US Secretary of State to London: 16-19 December 1982

As you know, the United States Secretary of State will be
in London from 16-19 December when he hopes to see Mr Pym and -
the Prime Minister.

Mr Pym plans to offer Mr Shultz some private entertainment,
probably a theatre/supper party on the evening of 16 December and
to hold official talks with him on the morning of 17 December.

I should be grateful to know whether the Prime Minister would also
be able to see him on the 17th.

The State Department have told our Embassy in Washington
that Mr Shultz is likely to wish to talk to the Prime Minister
about the international economic situation, including the GATT
negotiations and the general state of Western economies. The
talks with Mr Pym will probably also include the follow-up to
the non-paper on East/West relations following the lifting of
pipeline sanctions, as well as INF and START and the Middle
East.

During his visit Mr Shultz will also be involved in a private
meeting of US Ambassadors from American embassies in Europe. He
will be staying with therAmerican Ambassador.

I am copying this letter to John Kerr at the Treasury and to
Richard Hatfield in Robert Armstrong's office.

\
Ko~ OO~

e o

S

(R B Bone)
Private Secretary

A J Coles Esq
Private: Secretary
10 Downing Street

CONFIDENTIAL






o f""l.‘,.jj; 3_7 | “ :J‘: ‘
- 1MECegy
" Lot
2 =R

10 DOWNING STREET &7 &7, cfr)
Ml mpr R

From the Private Secretary 3 db‘f\% o \pem‘g\({ f}‘f/; 1 58 9
o K Conaens
I [ ttey, i Mot

Visit of the US Secretary of State to London

Thank you for your letter of 26 November.

The Prime Minister would like to give a small working
supper for Mr. Shultz at 7.15 for 7.30 p.m. on 17 December.
She would be pleased if the Foreign Secretary and
Sir Anthony Acland could attend,. We also propose to
invite the US Ambassador.

The Prime Minister would like to use the working
supper to discuss, in the main, foreign policy issues.
I am writing to Brian Fall separately about another
aspect of Mr. Shultz's visit.

I am sending copies of this letter to John Kerr
(HM Treasury) and Richard Hatfield (Cabinet Office).

-

R.H. Bone, Esq.,
Foreign and Commonwealth Office.
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10 DOWNING STREET

From the Private Secretary

30 November, 1982;

Visit of Mr. Shultz

I have written separately to Roger Bone to inform him,
with regard to his letter of 26 November, that the Prime Minister
proposes to give a working supper for Mr. Shultz on Friday,
17 December.

As the Foreign and Commonwealth Secretary knows,
Mrs. Thatcher would like to take the opportunity of
Mr. Shultz's visit to have some discussion with him about
US economic policy in the hope that he will convey to
President Reagan the Prime Minister's preoccupations about

this matter. Mrs. Thatcher believes (and I understand
that Mr. Pym agrees) that this message is best conveyed
in a téte-d-téte discussion, I should accordingly be

grateful if you could invite Mr. Shultz to call on the
Prime Minister at 6.15 on 17 December, with the
explanation that Mrs. Thatcher would like -a téte-3-teéte
discussion of economic policy before the working :supper.
We hope that Mr. Shultz will agree to come alone. (For
your own information, we would prefer that no American
officials are present.)

Since this matter is of some delicacy, I should be
grateful if you and John Kerr, to whom I am copying this
letter, could ensure that the fact and purpose of
Mr. Shultz's private call on the Prime Minister is not made
known beyond Private Offices.

Brian Fall, Esq.,
Foreign and Commonwealth Office.
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DEPARTMENT OF HEALTH & SOCIAL SECURITY ! _ Tlt nw‘&u ‘5
Alexander Fleming House, Elephant & Castle, London SEI GBY C(M g WM

Telephone 01-407 5522 L SUA. Rmﬂ.usu

From the Secret Star Social Services g

rom the Secretary of State for Social Services | Ns “ - p‘
J O Kerr Esq r ‘
Private Secretary to the 3
Chancellor of the Exchequer

HM Treasury C e Dm‘» wﬂa &)\,k} Sae no

Treasury Chambers
Parliament Street el o comnwnt T ST
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PLEDGE ON FUTURE PENSION UPRATINGS

At this morning's meeting on commitments for the next Parliament on
the uprating of pensions, I understand that my Secretary of State
agreed to give the Chancellor an opportunity to comment on the draft
of a minute he intends to send to the Prime Minister. I attach a
draft - which the Secretary of State has not yet seen - on which I
would be grateful for comments.

We were surprised to see that the Chancellor had already sent his
own minute to the Prime Minister without, as far as I can tell, any
consultation with us. The Prime Minister will, no doubt, wish to
consider the two minutes together. J -

I would be grateful therefore for comments as early as possible
tomorrow.

I am copying this letter (but not the enclosure) to Michael Scholar.

V4

X \1\"' Yoo

\ A/\;}m L N %41NAA ' S A Godber

s Private Secretary
yvavfhmﬁ
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SECRET

DRAFT MINUTE TO THE PRIME MINISTER
PLEDGE ON FUTURE PENSION UPRATINGS

I have been discussing with the Chancellor and the Chief Secretary
what we say about future pension upratings. The Chancellor and I
take a different view on this. It seemed best that each of us

should set out how we see things. This minute sets out my view.

2. My judgement, and that of colleagues here, is that we cannot do
less than promise to maintain what we achieved in this Parliament.
Accordingly I maintain my preference for the approach set out in my

letter of 14 March to the Chancellor, which was copied to you:

"We stand by what we said in this Parliament - that we shall

maintain the value of pensions and related long-term benefits."

I should make it clear that I am not proposing a pledge for the
long term but just the lifetime of the next Parliament. I do not

believe it would be realistic to set our sights lower than this.

3. We have already limited our future commitments - first, by
legislating for prices only upratings and secondly by deciding to
restore the historic method and so avoid unintentional bonuses.
(The Opposition of course are promising to restore the link between
earnings and pensions). We are already saving £500 million a year
by breaking the earnings link and this could grow to £2 billion to

£3 billion a year by the end of the decade.

4. Looking at this from the point of view of the pensioner, giving
no more than price protection will mean - on past experience and
present expectations - that there will be a growing gap between the
standard of living of those who are retired and those still in work.
This can be illustrated dramatically by looking at what has happened
since 1948. 1If we had uprated pensions only in line with prices
since 1948, a married couple's pension now would be £22 a week not

£52.55 a week.

SECRET
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SECRET

5. If we seek to offer less than we promised in this Parliament, we
shall be asked a number of questions to which there are no politically

sustainable answers. For example:

If you are not able to offer for the next Parliament a promise
in the same terms as for this Parliament, does this mean that
under your stewardship the country can no longer afford what it

could previously afford?

If you thought it right to give a promise in these terms for
this Parliament, why is it wrong to do so for the next Parliament?

6. If we expect to be able to continue to price protect pensions,
and accept that it would be unrealistic to seek to do less, the
right answer is to say now that we will continue to pledge into the
next Parliament. I do not believe we could hold the position if we
watered down the pledge. Moreover, once we had to give ground, we
might finish up with a formula which is not as tight as the one I
have suggested. And of course a pledge giVen under pressure would

carry much less weight than one offered freely at the outset.

7. I am copying this to the Chancellor, the Chief Secretary and

Sir Robert Armstrong.

SECRET
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From the Private Secretary 5 April 1983 prg

dans ol

The Prime Minister has seen the minute
of 30 March by the Chancellor of the Exchequer
relating to the Government's long term
intentions on social security benefits.

The Prime Minister would like to discuss
the contents of Sir Geoffrey Iowe's minute
with him and with the Secretary of State for
Employment. She has made the preliminary
comment that she believes that the Government
must "price protect" the basic retirement
pension and that we are the more able to do fiwu
this because inflation will be kept down. 2 ol
We shall make arrangements separately
for a meeting.

I am copying this letter to Barnaby
Shaw (Department of Employment).

John Kerr, Esq.,
H.M. Treasury.
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10 DOWNING STREET

From the Private Secretary 6 April 1983

o hee,

Your office kindly drew my attention
to the fact that my letter of 5 April to you
about social security benefits had been wrongly
copied to Barnaby Shaw in the Department of
Employment. Would you please destroy my letter
of 5 April and substitute the enclosed. I have
asked Barnaby Shaw to return to me his copy of
my original letter.

ra ars
0 O -

John Kerr, Esq.,
HM Treasury.
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10 DOWNING STREET

From the Private Secretary 6 April. 1983 osd

Yo Pl

The Prime Minister has seen the minute
of 30 March by the Chancellor of the Exchequer
relating to the Government's long term
intentions on social security benefits.

The Prime Minister would like to discuss
the contents of Sir Geoffrey Howe's minute
with him and with the Secretary of State for
Social Services. She has made the preliminary
comment that she believes that the Government
must ""price protect" the basic retirement
pension and that we are the more able to do
this because inflation will be kept down.

We shall make arrangements separately for
a meeting.

I am copying this letter to Colin Phillips
(Department of Health and Social Security).

[ e
1;@_(}Q».

John Kerr, Esq.,
HM Treasury.
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From the Private Secretary 12 April 1983

—~ OWNING STREET

Dean Jobam

Sterling Interest Rates

The Prime Minister had a discussion this morning about
domestic interest rates. The Chancellor, Mr, Middleton, Mr. Monck
and Mr. Walters were present.

The Prime Minister said that she was concerned about the
impression in the markets that the Bank of England was resisting
a fall in base rates. The markets were expecting a fall in base
rates, but the activities of the authorities, in particular in not
fully supplying market shortages in recent days, and by not bringing
down the Bank's dealing rates were wrongly giving the impression
that the Government was against a half point fall in base rates.
In discussion, it was emnhasised that a half percent fall in base
rates was confidently expected in the near future, and would be a
welcome move. But in present circumstances there was, arguably,
merit in allowing the markets to drive down base rates without any
action by the Bank to this end. Mr. Volcker would be giving
testimony to Congress this evening, and although it was not expected
that he would indicate any further tightening in US monetary policy
there was always a possibility that the markets. would interpret
his testimony in this light, and that dollar rates would consequently
rise. This would be awkward in our markets if it had been immediately
preceded by a fall in base rates evidently prompted by the authorities.
Furthermore, we would be tomorrow publishing a CGBR figure significantly
higher than that in the Budget Red Book: this would indicate a CGBR
for 1982/83 of some £123b, as compared with the Red Book estimate of
£11.3b. A large element in this higher figure was a drastically
revised estimate of the defence budget underspend - down from
£400m to £4m. It was disturbing that the MOD had so altered their
estimate in the space of four weeks, and the Treasury would be
investigating this further. The markets might take the CGBR to
mean that expenditure in 1983/84 would similarly be higher than
forecast; alternatively they might infer that expenditure had
been brought forward from 1983/84 to 1982/83, so that public borrowing
in 1983/84 might be lower rather than higher than forecast. These
considerations, together with the Bank's tactics in relation to the
sale of the stock which had been announced on Friday last week,
pointed to postponing for a day or so a reduction in the Bank's
dealing rates.

/ The Prime Minister
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The Prime Minister commented that such a postponement might
cause the Government altogether to lose the opportunity at the
present time of a half point cut in base rates. There had been
some press comment anticipating a higher than expected CGBR this
week, and it was possible that the markets were already discounting
this. Furthermore, there was a risk that the authorities' resistance
to lower interest rates would highlight the CGBR estimate: those who
had been puzzled by the authorities' resistance would assume, when
the CGBR figure was published, that it was concern about the
prospect for public borrowing which had motivated the Bank.

Summing up the discussion, the Prime Minister said it was agreed
that the Bank should aim to avoid driving up the overnight rate this
afternoon by supplying in full, so far as possible, the shortage they
identified. Thereafter they should act so as to facilitate the
half point cut in base rates which the markets were expecting.

The Prime Minister said that she hopned that the dealing rates could
be cut at 1215 pm tomorrow, before the publication of the CGBR.

There followed a brief discussion of the Government's funding
policy. The Prime Minister expressed general satisfaction with this
(after expressing some misgiving about the wisdom of Friday's issue,
with a yield as high as 11.4%), but commented that she hoped that
there would be sufficient index-linked stock available during the
run up to a General Election, whenever that was, in order to provide
a home in the UK for funds which otherwise might go abroad.

v;vvb }&wbrtkj,

Mathoe U Sobo b
/

John Kerr, Esq.,
HM Treasury
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RIME MINISTER

C?ﬂh
PLEDGE ON FUTURE PENSION UPRATINGS

Before the discussion you propose to have on the uprating of long
term benefits in the next Parliament, I ought to respond briefly to

the’ further minute Geoffrey Howe sent you on 11 April.

2 Geoffrey focusses on the public expenditure implications of
pledging to maintain the value of pensions and related long term
benefits in the next Parliament. Of course, if we did cut the value
of pensions, then we could make substantial public expenditure
savings. But for the reasons set out in my earlier minute of

31 March on pledges and long teérm public expenditure, I do not
believe it is realistic to expect to make further savings in this way.
The course we have already set implies that pensioners and other
beneficiaries will become worse off in relation to those in work, and
that the share of national resources going to the elderly by way of
social security benefits is unlikely to change very much until the
mid-1990s at least. This reflects the fact that our earlier changes
will produce a steadily growing saving in the social security .

programme by comparison with what it would otherwise have been.

3. In general, my view of trends on social security expenditure is

rather different from Geoffrey Howe's:

- the increase in social security spending in this
Parliament has been mainly due to more beneficiaries,
particularly the unemployed, rather than to raising
the real value of benefits or extending the scope of

the benefits system;

~ whilst it is true that the number of pensioners has
[
been increasiﬂg, the trend is now slowing and in a
very few years the number of pensioners will stabilise,

and remain stable for some 20 years. Moreover, there

1
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E.R.

are falling trends elsewhere. For example, the

number of children for whom child benefit will be
payable will. fall from 13.5 million in 1978/79 to
11.8 million in 1988/89;

- even quite modest reductions in unemployment, generated
by the success of our economic policies, would more
than cancel out the effect of pension increases. The
full year cost of an increase of 1 per cent in pensions
and other 1qng term benefits in 1984/85 is estimated to
be about £200 million. Bach reduction of 100,000 in
the number of unemployed people would save about
£180 million in benefit expenditure and, in addition,
there would be increases in tax revenue and national

insurance contributions.

4, By the way they have mishandled their pension proposals, the
Opposition have made it much easier for us both to defend our pensions
record in this Parliament and to resist extravagant demands for the
future. Thié is despite the fact that for reasons we all recognise,
we have not been able to match the real increases of previous
Governments, and UK pensions remain low by comparison with most

comparable industrial nations.

D Against this background, the last thing we should now be doing

is handing the Opposition an opportunity to regain the initiative.

If we promised less for the next Parliament than for this Parliament,
we should be doing just that. People will understand and respect our
refusal to enter into an auction of pension. promises. But they
would not understand - or accept it - if we refused to undertake not
to cut the value of pensions. We could not sustain that position -
and, as I said previously, we must start off with a position we can
hold. I believe that to be the position commended in my earlier

minute.

2
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E.R.

q, I am copying this to Geoffrey Howe. I would also suggest that
pecause of its obvious electoral importance we might widen our
discussion on Thursday to include at least Cecil Parkinson - and

possibly also Willie Whitelaw and Michael Jopling.

—

20 April 1983 “NF

Bepe
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10 DOWNING STREET

From the Private Secretary 21 April 1983

DUW JO"W\ 9

Pledge on Future Pension Upratings

The Prime Minister had a discussion this afternoon with
the Chancellor and the Secretary of State for Social Services
about the Government's pledge on future pension upratings.

After discussion it was agreed to carry forward to the
next Parliament the pledge the Government gave for the present
Parliament to price-protect nensions and associated henefits.
It was also agreed that there should be no acknowledgement
in the pledge that, if there were an economic crisis, the
pledge would need to be abandoned. The argument here was
that, if there were a crisis this would happen in any event,
so that there would be no need to create suspicions by
announcing this in advance.

In a separate discussion about this year's uprating it
was agreed that, if there were to be a June election,
consideration would need to be given from the outset about
what should be said about the May RPI figure, to be announced
on 17 June, which was to be the basis of the November uprating.
Meanwhile, the formula to be used about the June figure should
continue to be that it would be "in the region of 4 per cent'".

I am sending a copy of this letter to Steve Godber

(Department of Health and Social Security), and to Richard Hatfield
in Sir Robert Armstrong's office.

Your pinwrdy |
MA thont s Sthdlon
-

John Kerr Esq
HM Treasury.

SECRET AND PERSONAL




R&

_.._‘-.._ ’.—'—J”’c——o



FROM: NICHOLAS RIDLEY
DATE: 6 May 1983

CHANCELLOR cc Chief Secretary
Economic Secretary

Minister of State (C)
Minister of State (R)
Mr Ridley

PENSIONS

T enclose a note by Treasury and Revenue officials which describes
a possible way forward on the pensions question. This arose out

of my meeting with officials on Wednesday.

An immense amount of study, testing, and costing will have to be
done on this before we can be sure if it leads anywhere. But it

could be a way forward, and it could enable us to:-

* abolish 3 reliefs - yielding some £2bn for increasing

tax allowances generally or reducing tax rates;
*  Solve the portable pension problem;
* limit the cost of occupational pensions to Industry.

The trouble is of course that it istoo early to say anything if we
have to produce an early manifesto. I tried my hand at a draft,
but this was only a cockshy to see how it would look. To

give any hint on this we would need to test the scheme and consult
ﬁlwith colleagues first. Perhaps we should discuss?

— i r ety

c

f\"NICHOLAs RIDLEY






CONFIDENTTAL

This note summarises the main factors involved in examining pension schemes

and outlines a possible new approache.

The Main Factors

2. There are four aspects of the current arrangements for pensions which can

give rise to concern :

(a) the disadvantages suffered by the "early leaver" from an
occupational pension scheme. Thege are inequitable in them-

selves and can inhibit job mobility;
(b) the cost of tax reliefs for pension schemes;

(c) the increase in the burden of pensions as both the State
earnings related pension scheme and occupational pension

schemes mature;

(d) the need to give individuals greater freedom to determine

their own pension provisione.

These aspects do not have to be tackled at the same time - or on the same

timescalle - but it is important to bear in mind the links between them.

3. It is probably best to start by examining how the new State pension scheme

fits into this picture.

L4, The scheme matures in the late 1990s. People retiring after that date

will have built up full entitlement to earnings related pensions. This pension
will be in excess of the Supplementary Benefit level. This applies to those
contracted into the State scheme and to those contracted out. In the case of
the latter, the employer has to provide a guaranteed minimim pension (GMP)

at least equal to the State earnings related pension.

5. When the State scheme matures the vast bulk of the population will no longer
suffer an early leaver problem. The earnings related element - Efth for
contracted in and contracted out - will be revalued in line with[average
earnings up to the point of retirement - no matter how many times an employee
changes jobs. The earnings related element is related to earnings up to the

upper earnings limit (UEL), currently £235. The UEL is, and will no doubt

remain, well above average earnings.

b
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CONFIDENTIAL

6. But there remains the early leaver problem until the State scheme matures.
And we will continue to have an early leaver problem after 1998 for people
with earnings above the UEL whose pension rights above this level will not be
protected. Such people include middle-managers, who are a vocal group and
who may be particularly important in the context of job mobility. They are
also the group most likely to want and to be able to take advantage of a

greater freedom in determining their own pension provision.

7« The simplest way of dealing with the early leaver problem both in the
period up to 1998 and beyond is to ensure that all preserved rights in an old
scheme are revalued at least in line with prices or possibly with average
earnings (as applies to the GMP). But if this is not to involve an overall
increase in the resources devoted to pensions by occupational schemes (which
is arguably undesirable) then there must be redistribution of resource; between
early leavers and stayers. The Government's current position is that it looks
for an early response from the pensions industry. Only a change along these
lines would provide that immediate improvement in the position of early

leavers which is so desirable. No amount of ingenuity can create for early

leavers resources which their own pension scheme is not willing to give.

8. There could be considerable advantage for some early leavers in creating a
system of portable pensions. These would be designed essentially for the high
flyers who expected to be mobile. Such schemes would not give immediate relief
to early leavers. But they would enable people who expected to be mobile to
start building up, perhaps in a personal trust, pension rights which would be
independent of job changes. This would also fulfill the objective of greater
freedom in determining ones own pension provision. Insofar as these portable
pensions attract tax relief, the government would have a legitimate right to
place certain conditions on the trust - otherwise we would just be creating

a new indiscriminate tax shelter for savings.

A Possible new approach

9. In designing a scheme it is as well to start by identifying the State's

interest in pension provision. There seem to be two aspects :

(a) a practical interest in encouraging people to make provision for
themselves in order to relieve the State of the burden that would
otherwise fall on it - particularly in the form of expenditure on
Supplementary benefit. At present about 1.7 million pensioners
(out of a total of some 9 million) get Supplementary Benefit at
a current cost of £1.7 billion;

ke Dy
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CONFIDENTIAL

(b) a social concern to encourage savings generally and particularly
savings in a form which avoided a sharp drop in income after

retirement.

10.  Historically the second objective has predominated. But today it is
arguably of less relevance. Most people are well aware of the desirability
of providing for themselves and their family in retirement. They do not need
the State's ecnouragement. This suggests the State's main interest now is to

keep pensioners off Supplementary Benefit.

11« Against this background the first issue is the extent to which any scheme
should be compulsory. The logic above suggests contributions should be
compulsory up to the level required to provide a pensionin excess of

Supplementary Benefit.

12. This approach is reflected in the State scheme. As already mentioned,
when the scheme matures the State will provide a pension for those contracted
in which is in excess of Supplementary Benefit. This leads to the proposition
that contributions should be compulsory for employers and employees up to the

nic contracted in ratese.

13. As now, there should be scope to contract out of the State scheme as
long as the employer continues to provide the guaranteed minimum pension.

For the contracted out the position would be :

(a) compulsory contracted out contributions to the state scheme by

employer and employee; and

(b) compulsory contributions by employer and employee equal to the
excess of the contracted in rate over the contracted out rate.
This would differ from the present position under which there is
no requirement that contribution must be made up to nic contracted
in rates - only that the scheme provides the GMP, These contributions

could be paid into any one of :

(i) the state scheme - so effectively contracting back in
(ii) an occupational scheme run by the employer
(iii) the employee's personal trust. This would provide

portability for those who wanted it.

-3 -
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CONFIDENTIAL

14. Contributions in excess of the contracted in rate would be voluntary.

These contributions could be paid into :

(a) an occupational scheme

(b) the employees personal trust.
It would probably be necessary to legislate to ensure that companies did not =~
as they do now - effectively impose membership of a company scheme as a

condition of employment.

Tax Treatment

15. The second issue is the way these arrangements should be taxed. The

present tax treatment of pensions is as follows :-

(a) State pensions

NIC are made out of post-tax income by the employee. Employers'
nic are deductible for tax purposes, and are not treated as
taxable benefits in kind in the hands of the employee. State

pensions are subject to income tax.

(b) Occupational pensions and retirement annuities

Employees' contributions (if paid) enjoy tax relief, within certain
limits. Employers' contributions are treated in the same way as
employers' nic. Income and gains accumulated in the funds are
exempt. Pensions are subject to income tax (apart from the

tax-free lump sum).

The objective of a 'portable pension' is already possible for the

self-employed who have taken out retirement annuity contracts.

16. It is difficult to give a precise estimate of the overall cost of the

present tax reliefs for occupational pensions but on one assumption the figure
would very broadly be in the region of £2 billion, with a further £} billion

for retirement annuity schemes. (On other, equally valid, assumptions, the figuure

could be much higher or much lower.)
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17« The historical justification for the tax reliefs for occupational pension
and retirement annuity arrangements rests on the points in paragraph 9 above.
It would be possible to introduce the new portable pension without disturbing
the present tax arrangements at all. But arguably the historical justification
for such preferential tax treatment for pensions is less valid now than in the

past, and there is a good case at least for reviewing the tax position.

18. So far as the State pension is concerned, there seems no reason to change
the present arrangements. There is a good case in equity for extending them

to the compulsory contributions which employees and employers would make, as
proposed in paragraph 13(b) above; if this were not done there would be a

tax incentive to contracting out which would be hard to justify. On this basis
employees would no longer obtain tax relief for such contributions, but

the position of the employer would remain the same as now.

19. 8o far as the voluntary contributions made by employees, as described

in paragraph 14 above, are concerned, it could be argued that there is even
less reason for these to attract tax relief. The State has no obvious reason
to encourage people to make voluntary contributions, since their compulsory
contributions will provide an adequate pension on retirement. Moreover, in
principle the fewer tax reliefs that are given for pension arrangements, the
less the State needs to be concerned about imposing conditions on pension
schemes. (In practice, the trade off is not quite so straightforward : even
without relief for employees' contributions, pensions would still be attractive
since the tax charge in respect of employers' contirbutions would in effect
be deferred for many years. It would therefore be necessary to maintain some

restrictions to safeguard the Exchequer.)

20. Withdrawal of relief for employees' pension contributions could yield
in the order of £1100m assuming that all employees would continue to
contribute at the same level as they do now. To prevent a switch to non-
contributory pension schemes, it would be necessary to require some sharing
of total contributions between employer and employee (possibly in the same

ratio as nic contributions).

21. It may be too large a step to withdraw all the present tax advantages.

Payments into occupational schemes and into personal trusts could attract :

(a) a preferential or zero rate of tax for fund income and capital

gains. and/or

-5 -
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CONFIDENTIAL

(b) allowing lump sums to be paid free of tax. This relief could
be restricted by placing a limit on the extent to which pension
rights could be commuted into a lump sum. At the moment 3 of

pension rights can be taken as a lump sum.

An arrangement for a preferential rate of tax for fund income could be similar
to the "pegged rate'" of corporation tax paid by life companies. This pegged
rate - currently 372 per cent - could be changed to suit the political needs

of the time.

22. There are attractions in looking for greater neutrality between pensions
and life assurance schemes; for example removing tax relief for employees
pension contributions would point to the removal of life assurance premium
relief. This would save over £3% billion. It could to some extent be

compensated for by reducing the pegged rate.

2%. In logic tax relief for retirement annuities ought also to be brought into
line with the scheme desribed above. This would involve splitting the premiums.
into two parts. The part analogous to the employee's contribution would not

get tax relief. The part analogous to the employer's would continue to do so.
This arrangement might save about half the current tax relief of around

£} billion on these schemes.

Conclusion
24k, The State's main interest in encouraging personal pension provision is to
keep pensioners off Supplementary benefit. By the end of the century the new

State scheme will achieve this.

25. This means the State has little interest in encouraging the provision
of larger pensions. It points to the sort of arrangements described in
paragraphs 13 and 14 above. A scheme based on these principles would remain

viable even if the stated earnings related scheme is scrapped.

26. Judged against the concerns described at the outset of this note, the

proposed scheme would :

(a) deal with the problem of early leavers except for those with

existing rights in occupational schemes;

(b) lead to tax savings of £1100 million on employee's contributions
to occupational schemes and, possibly, of over £} billion in
i
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(c)

(a)

CONFIDENTIAL

respect of life assurance premium relief and, say, £200 million
in respect of retirement annuity schemes. This could finance a

¢ . A or Elon in
substantial increase in tax thresholds an@[rates;

by reducing tax subsidisation of pensions, lead to a reduction in
pension provision and so a reduction in the overall burden of

pensions;

give individuals some more freedom in respect of their pension

provision.






PERSONAL AND CONFIDENTIAL

FROM: NICHOLAS RIDLEY
DATE: 11 May 1983

CHANCELLOR — cc Chief Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Mr Ridley

PENSIONS

I sent you a paper describing a possible way forward on the pensions

questione.

I attach a further note on this from Mr Munro. I agree with what he
says about the treatment of funds' income and capital gains. If we
are going to encourage people to own capital we should let them take
the most out as a lump sum as possible - % lump sums may be too

small, perhaps % would be better.

However I regard the most‘important part of the proposals on the
tax treatment to be that employees' contributions should be made out

of taxed income.

I realise that we have a long way to go before deciding anything on

thise.

o Bt~ .

\ N&CHOLAS RIDLEY
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CONFIDERTIAL  pram: N € MUNRO

INLAND REVENUE
POLICY DIVISION
SOMERSET HOUSE

9 May 1983

FINANCIAL SECRETARY

PENSIONS  —<esimae

1. If it is not too late, we should like to offer the

following comment on Mr Robson's note of 6 May.

2 The alternative approach outlined in paragraph 21 may
look attractive at first sight but might entail serious
practical difficulties. Taxing funds' income and capital
gains, at whatever rate, could be counter-productive, since
many funds would either go off-shore (or roll up their
investments in off-shore funds) or would become unfunded.
Our impression from last week's discussion was that you were

not attracted to this option for these reasons.

34 Nor do we think that paragraph 21(b) reflects what was
agreed at your meeting. Our recollection is that a continuing
exemption for a lump sum of about one-third of total pension
rights would be a quid pro quo for the withdrawal of relief
for employee contributions. Indeed, this would preserve a
broad symmetry since this non-taxable point of the pension
rights could be attributed to the employees' contributions

made out of taxed income.

4, We should therefore prefer -to see paragraph 21 deleted
and replaced by the following -

cc Mr Monger Mr Isaac
Mr Moore Mr O'Leary
Ms Seammen Mr Munro
Mr Robson Mr Coote

Mr Aaronson
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"2l. No changes would be needed either to the present tax
treatment of funds' income and capital gainé or to the

emerging pension and lump sum. This would make for a broad

symmetry: a tax-free lump sum (of about one-third total
pension rights, as now) would be attributable to an employees'
unrelieved contributions, while the rest of the pension (which
would be taxed) would be attributable to the employer's
(relieved) contributions and the fax—free build-up in the

fund."

AQins.

N C MUNRO






SECRET AND PERSONAL

1. Ce. T(r A:HU

M Unwu.
Q. Choncllnv
10 DOWNING STREET &w
ley.
From the Private Secretary 16 May 1983

o g
S-QQ Wf Unuwiwi
CumuuﬁL&,bQﬂbQ«

dﬂ

TELEPHONE CONVERSATION BETWEEN THE PRIME MINISTER & CHANCELLOR KOHL

As foreshadowed in John Holmes' letter of 13 May,
Chancellor Kohl telephoned the Prime Minister this morning.

After some discussion of the prospects for the Election
campaign, Chancellor Kohl said that he wanted to discuss the timing
of the European Council. Important financial decisions would be
considered and it would not be easy for the Prime Minister to
delegate responsibility for these. On the other hand, he fully
appreciated that she would be in the middle of an Election campaign.
He therefore felt that the issue of timing should be discussed
frankly in order that the right decision was taken.

The Prime Minister said that she wished to attend the European
Council but there would obviously be difficulties in the two or
three days preceding Polling Day. Chancellor Kohl said that in
that case he felt that he and the Prime Minister should agree on a
later date for the meeting. He would then put this date to
President Mitterrand whom he would be seeing later today. He
understood that at Schloss Gymnich some of the Foreign Ministers
had informally discussed the possibility of postponement to
18/19 June. ‘

The Prime Minister asked whether it was not the case that
Foreign Ministers might agree on a solution to the UK Budget problem
on 24 May. In that case she, or her representative, might come to
Stuttgart on the dates at present planned in order to confirm a
satisfactory solution. This would be most helpful in the Election
campaign. Conversely, if there was failure to agree on a
satisfactory solution, the effect on the campaign could be most
unfortunate.

Chancellor Kohl said that it was his impression that a solution
could be found only if the matter were taken up at the highest
level. It would therefore be better to change the dates. This
would be for the German Presidency to announce and they would say
that the postponement was due to the British Election campaign.

The Prime Minister said that, if President Mitterrand could also
agree to this, it might be an attractive course.  We should of
course maintain throughout the Election campaign that we expected
to get a reasonable solution from our European partners.

/ Chancellor Kohl
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Chancellor Kohl commented that 18/19 June seemed to be the only
possible alternative to the present dates. 1In answer to a question
from the Prime Minister, he stated that he believed this was the
latest possible date for the present Italian Government. The Prime
Minister said that the proposed new dates did not pose diary prob-
lems for her.

As soon as the telephone conversation was over, the Prime
Minister asked me to ensure that an account of it was conveyed
quickly to the Foreign and Commonwealth Secretary.

As Chancellor Kohl still has to obtain the agreement of our
other European partners to this proposal, and as any announcement
would be for the Presidency to make, it is obviously important that
the contents of this conversation are very closely guarded. I should
accordingly be grateful if you, and John Kerr to whom I am copying
this letter, would confine knowledge of the proposal to those who
have an absolutely essential need to know of it.

R S f‘(t
Bm A

Brian Fall, Esq.,
Foreign and Commonwealth Office.
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MR COLES

European Budget

As foreshadowed in my minute of 1 June, I went to see
Monsieur Attali in Paris on the morning of Thursday 9 June.
I was accompanied by Mr Williamson, and Monsieur Attali was

accompanied by Monsieur Morel.

24 I made 1t clear that at the European Council at Stuttgart
next week we should be looking for agreement upon a framework
for discussion of the solution to the long-term financing
problem for the European Community, and for a settlement of

the interim problem of refunds to the United Kingdom for 1983
in accordance with what had been agreed at the European Council

at Brussels in March.

54 Monsieur Attali did not attempt to deny the need for an
interim solution for the 1983 refunds. But he said - making

it clear that he was speaking after consultation with the
President - that there was no way in which the President could
agree to an interim solution at Stuttgart. For him the solution
to the interim problem could only be part of the settlement of
the long-term problem, though he accepted that it should be part
of that.

4. Monsieur Attali advanced two reasons for the President's

position on this:-

(1) It was of primary importance that the French should
be assured that the long-term solution did not
prejudice the Common Agricultural Policy. French
farmers were already worried about whether there
would be enough money in the 1983 budget, within the
1 per cent VAT ceiling, to cover their restitution
payments in the second half of this year, and they
would be even more worried about next year. The
President could not present to French public opinion

a settlement of the British problem which might be thought

1
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(however mistakenly) to put the Community's

capacity to make those payments at risk. He could
present a settlement of the British problem only

in the context of a long-term settlement which gave
French farmers the necessary assurances on the future
financing of the CAP.

(2) The French balance of payments was in substantial
deficit, while the British and German balances were
in surplus. In this situation it would be very
difficult for the President to justify to French
public opinion a further payment by France towards
British refunds in 1983, unless it was seen as part
of a larger package including a satisfactory long-
term settlement of the Community financing problem.
It was clear from what Monsieur Attali said that the
time of year was important in this: the President
could not return from Stuttgart having promised the
British a cheque which would be a charge on the
French balance of payments at a time when, in order
to protect the French balance of payments, he was
asking Frenchmen to forgo their holidays abroad this

year.

5 On the other hand, Monsieur Attali said, the President

was extremely anxious to reach an early settlement of the
long-term problem. He recognised that it was not going to be
possible to conclude a settlement at Stuttgart. He was not,
however, looking to a final settlement as a possible achievement
of the French Presidency in the first half of 1984, and would
prefer to have the matter settled before that began. He would
like to see the European Council at Stuttgart agree upon a
mandate indicating the agreed basis for a solution and a
procedure for working out that solution as quickly as possible.
The mandate should be as precise as possible, and the procedure
should not be left to the ordinary institutions of the Community.
There were various possibilities: the mandate might be placed
upon the German, Greek and French Presidencies (in the second
half of 1983 they will be the past, present and future Presidencies).

2
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It might be laid upon a single person or on a nominated group of
Ministers. It should not be left just to the Council of Ministers
in its routine forms. Whoever was given the mandate should be
instructed to report a solution by an agreed date; the President
would be prepared to agree to 1 or 15 October. The Commission
should not be excluded from the discussion, but should not be
responsible for conducting it: it should be conducted among

high officials of Community countries under the direction of the
person or persons to whom the mandate had been given. The
mandate should include not only the framework for the long-term
solution but instructions for the interim solution for 1983.

6. I said that this would put the Prime Minister in a very
difficult position. The British Government was fully committed

to continuing membership of the European Community, and public
opinion polls were once again showing a majority for continuing
membership. We therefore had an opportunity, with a period of
relative political stability ahead in the United Kingdom, France
and Germany, to think in terms of progress in the Community.

The solution to the long-term problem would be an important
element in this. But it would be better to discuss the long-term
solution with the solution of the interim problem out of the way.
The Prime Minister had received certain assurances under the
agreements reached at Brussels in March. She would be looking for
a settlement of the interim problem at Stuttgart or very soon
thereafter, in time for the establishment of the draft 1984 budget
in July 1983.

s I said that I had no authority for supposing that the

Prime Minister would change this position. She would undoubtedly
be attracted by the idea of accelerated work on the long-term
solution, and no doubt she would understand the President's own
political problem, as he had understood hers earlier in the year.
But she would have to have out of Stuttgart a commitment on the
interim solution which enabled her to deal convincingly with any
suggestion that she had fought the British Election on a false
prospectus in that regard. She would be looking for a commitment
to an agreed solution with figures. If she was prepared to move

3
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at all from that position - and I had no authority or reason to
think that she might be - she would need a firm and solid
commitment that a satisfactory solution would be forthcoming:

what used to be described as a 'bankable assurance'.

8. There was no mention between us of the possibility of
withholding. I did not think that I had authority to go
beyond talking about very serious consequences; and
Monsieur Attali did not ask what they were.

9. Both Mr Williamson and I came to the conclusion that there
was no possibility of French agreement to an interim solution
before the end of July 1983. The French will argue that the
Brussels agreement of March 1983 contained a commitment to
incorporate British refunds in the 1984 Budget, but no reference
to a date, and that it would be perfectly consistent with that
agreement for the interim solution to be dealt with later and
incorporated in the 1984 Budget at a later stage in the Budget

process.

10. We did not seek to negotiate on possible amounts of refunds
to the United Kingdom. Monsieur Attali spoke in terms of a
refund of 300 million écu: this was probably arrived at by
starting from a figure of 1,300 million écu (about two-thirds of
our forecast unadjusted net contribution), minus 1,000 million
for the "trop payé" from earlier years. I said that we should be
looking for a rebate of two-thirds as in 1980-82; we had

already expressed readiness to contemplate a further contribution
of up to 200 million &cu in respect of the trop payg&, and if the
solution was otherwise satisfactory the Prime Minister might be
willing to consider a slightly higher figure; but we were

in very different country from the figures mentioned by

Monsieur Attali.

kr As soon as possible after the meeting of the Council of
Ministers on 13 June, we shall have to consider the tactics for
Stuttgart as a matter of great urgency. We shall have to decide
whether to continue to press for agreement on a satisfactory
solution to our 1983 refund problem by the end of July 1983 and
to be prepared to withhold from 1 August if we do not get it -

4
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as we almost certainly shall not; or whether to accept

proposals for an urgent study of the long-term solution and

of the interim solution to be completed by October, and to

reserve the withholding threat until then. We shall be submitting
further advice as soon as possible in the light of the German
Presidency's draft report to the Buropean Council, which we have

just received.

2. I am sending copiles of this minute to the Private Secretaries
to the Chancellor of the Exchequer and the Foreign and
Commonwealth Secretary. My discussion with Monsieur Attali was,

at his request, on the understanding that it was "absolutely
confidential'"; I should be grateful, therefore, if copies of

this minute did not go beyond those with a strict need to know,

and if nothing whatever were said to reveal either the fact

or the content of the discussion to Community partners.

ROBERT ARMSTRONG

10 June 1983

>
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CHRISTOPHER TUGENDHAT

VICE PRESIDENT OF THE COMMISSION

OF THE EUROPEAN COMMUNITIES RUE DE LA LOI,200

1049 BRUSSELS - TEL. 235 25 14
235 26 10

14th June, 1983
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I enclose a copy of a letter which I have written
to the Prime Minister about the way in which the Community
might develop and the British budget problem. I felt

you might find it of interest.
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Rt. Hon. Nigel Lawson, MP,
Chancellor of the Exchequer,
Treasury,

Parliament Street,

LONDON SW1P 3AG.
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From: Christopher Tugendhat

32 AVENUE DE U'HRIPPODROME
1050 BRUSSELS
TEL, ©642.78.67
(CODE FROM WK : 010.82.2)

10th June. 1983

PERSONAL

Many congratulations on your election victory.

I felt that at the beginning of your second term I would
like to offer you some personal thoughts about the European
Community and the context within which the British budget problem
is now situated. )

Even before 9th June you were already Europe's senior head
of government. Now you have the additional political authority
that derives from winning an election, something that many of your
colleagues know they could not do. You also have the advantage
of good relations with Chancellor Kohl. How different from the
situation four years ago when Schmidt and Giscard held sway!

The timing too is favourable. The approaching exhaustion
of the Community's own resources and the enlargement negotiations
together ensure that issues which in the past could be brushed
aside must now be faced. Decisions now have to be taken which
will determine the shape of the Community for a long time to come.

Against this background I should like to make the following
general points about the present state of the Community and the
role of the European Council.

1= In its early years the Treaty of Rome constituted a programme
for action. A political bargain had been struck; governments knew
what they were committed to and the limits of their liability.

Today we have no such framework or ''government view" within
which to operate. The Commission and individual Member States
may have their own but the Community as such has none. Proposals
and problems are all too often dealt with on an ad hoc one-off
basis and we go round and round in ever widening circles of discord.
A new framework needs to be established within which the Member
States and institutions can operate.

The Rt. Hen. Margaret Thatcher, MP






This framework needs to take thé form, not of pious
aspirations nor idealistic platitudes, but of precise, practical
goals for a medium term period of, say, five years. What is
required, in other words, is a 'governmental programme' for the
Community of the kind which parties negotiate before governments
are formed in countries whose constitutional arrangements tend
to result in coalitions. ‘

2 Only the heads of government ~ the ultimate source of
political authority within the Community —= can establish such

a programme and enable it to evolve. Others can launch dideas

and initiatives, prepare the work of the European Council and
carry out its wishes. But only the heads of government can
~strike a final balance between differing and conflicting interests
and set priorities within which Member States and institutions
must work. '

At present the European Council is not fulfilling this
role. It must be put into a position to do so and the Council
machinery re-organised so that decisions can be appropriately
prepared beforehand and executed afterwards. The Commission
can then be expected to use its power to initiate within that
context.

3 The classical Community theory of a wide range of common
policies, commonly financed, developing through the Community
budget to replace national economies on a large scale, is dead.

It still lives in the rhetoric and aspirations of the European
Parliament and to some extent of the Commission. Scme [.cuber
States even seek to perpetuate it and the Eurcpean Council has,
unfortunately, failed to disown it. But it is not going to
happen; and it is damaging to the prospects of resolving the
Community's current problems, including that of the British budget
contribution, to pretend that a massive expansion of Community

(M‘ policies is somehow ,ust around the corner.

o

N This does not of course mean that nothinyg should be done.
The structural funds can be further built up in order to meet
specific political and economic aims. Certain energy (notably
coal) and industria’ objectives could also be pursued in part
through Community financed programmes. Such developments would,
in the right circumstances, be advantageous to the United Kingdom.
However, public opinion throughout Europe must be persuaded not

to attach so much importance to the creation of commonly financed
programmes and the spending of money in assessing Eurcpe's "health"
and "progress'.

o &
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Attention in Britain should be directed to:

= The Community's potential for helping us to develop our
economy through trade and investment.

= The opportunities which working together with our partners
provide for exerting political influence in Europe, the
Alliance, east-west relations and other areas of concern.

- The fact that political and economic cooperation helps to
buttress democracy in Europe and is thus an essential
concomittant to the Alliance.

4, The Llinked construction of the internal market, the Common

‘Agricultural Policy and the Common External Trade Policy will

remain the central core of the Community subject to the traditional
rules and procedures. Their maintenance may sometimes involve
quite radical initiatives such as the steel crisis plan. It is
also important to develop the dinternal market and to beat off the
challenge of the protectionists. But they no longer provide the
basis or precedent for further development.

The main thrust in the future will come through less formal
interstate cooperation within a Community framework. It will
concern mainly: *

= Economic and monetary matters in both their internal
European and external dimensions.

= The subjects covered by political cooperation, the scope
of which should be extended and deepened.

- - Certain forms of industrial cooperation incliding but not
necessarily confined to the conventional common policy
context, and not necessarily involving any significant new
public expenditure.

" As with EMS and the Falklands sanctions, arrangements will
be more flexible than in the classical Community so that not all
Member States participate fully in all that is done. There will
however be a centrac core of countries involved in the great
majority of enterprises. It will be damaging to Britain's overall
interests in the Community to remain permanently outside this core.
A crucial decision may have to be made soon over the future of the
EMS. France may leave the exchange rate system or opt for a much
looser f2rm of involvement in it because of the pressures on the
franc and the French Government's inability adequately to control
inflation. If this happens you will need to decide whether it is
in the long term British interest to see the EMS experiment founder
altogetter, and with it perhaps any chance of exerting collective

-Europesa.. influence on American exchange rates; or whether, despite

the petrocurrency difficulties, sterling could usefully be involved
in some form of common discipline with other Community currencies,

-






Finally, a few words on the budget problem which you will
once again be confronting at Stuttgart. You will want to achieve
a satisfactory short term settlement as soon as possible and
progress towards long term arrangements designed to ensure that the
British imbalance will not recur.

Stuttgart is obviously crucial both because of the assurance
you obtained at the last European Council and because other govern—
ments will only finally decide on their attitude to how much the 1983
rebate should be and their tactics for dealing with the short and
long term when they hear what you have to say and feel able to assess
your overall approach. Before that = in other words at the Foreign
Ministers' Council on 13th June - a number of them will be reluctant
to commit themselves. It.may well be only at Stuttgart therefore
that there will be a real nesgotiation on the terms of a settlement.
And even then, it will still no doubt be necessary to finalise the
details and modalities in the light of what is agreed at Stuttgart,
in time for incorporation, as agreed at the Brussels European Council,
in the draft Community budget for 1984, due to be established on
22nd July.

I should like to make four suggestions for the line you should
take at Stuttgart. '

1. It is necessary for your colleagues to understand that failure

~to achieve a settlement in accordance with the assurance you received

at Brussels will provoke a British withhold. This is not a threat
which you should make in public before the meeting. Bu.. you should
make crystal clear at Stuttgart that it would be politically impossible
for you to alley a draft budget for 1984 to be established which uoes
not contain provision for compensation for the United Kingdom; and that
were agreement not reached in time you would have no option but to take
unilateral measures to protect your position.

2. While not accepting linkage between the short and long term,
and while not committing yourself to any particutar outcome or
principle, you should be prepared to allow work to proceed on the
Commission's long term proposal for new own resources, so long as

it is understood th.t other ideas must.be considered as well.

In this context you will want to keep the idea of a safety net 1in

the field. It may or may not be negotiable as an alternative to

the Commission's proposals. But it could be combined as a complement
to them.

St You should beware of the enlargement factor. An attempt will
be made by some delegations to equate hostility to neu own resources
with a desire to hold up enlargement and to blame those who query the
nced for new own resources for holding up the enlargement negotiations.

of






4, You should make it clear that you could only consider the
Lifting of your objections to new own resources in return for
arrangements that guarantee a non-recurrence of the British problem
and a satisfactory control of agricultural expenditure. Your
colleagues at Stuttgart must be in no doubt that for you to lift
your block would be a major change of policy for which you require
really substantial reforms of both the Community's financing system
and its agricultural policy. This is a more presentationally
attractive approach than one which implies that there are no
circumstances in which you would ever permit an increase in own
resources. It also means of course that you must be prepared to
contemplate changes in the agricultural field affecting certain
current British interests as part of the imposition of a more
disciplined and cost-effective regime.
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Christepher Tugendhat

Rt. Hon. Margaret Thatcher, MP.
Prime Minister,

10 Downing Street,

LONDON SW1.
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PUBLIC SPENDING COMMITMENTS DURING THE ELECTION

You wanted a quick assessment of the expenditure commitments
made by the Prime Minister during the election, and in particular
a Jjudgement as to whether the Prime Minister had ruled out any
"cuts" from PEWP plans, whatever such an assertion may mean.

Here is a quick initial report. I should warn straightaway,
however, that a very considerable amount of further time and work
is needed before we can complete this exercise with any degree

of confidence and satisfaction. In particular we need to see full
transcripts of allyegnservative Party's election press conferences,
and of a number of other radio and TV programmes which may have
included important statements on the subject. I am pressing
Conservative Central Office to get the material together as
quickly as possible, but it is unlikely that this task can be
completed for a good while yet.

2 In the meantime I should report, first, that I can recall
no statements at any period during the election by any minister
which ruled out reductions in individual programmes as a matter
of principle, the sole exception being reductions in social
security expenditure which would be in breach of the commitment
to price protection of the "pledged" benefits. Second, I can
recall nothing being said which ruled out reductions in the
"planning total" for public spending set out in cash terms of
the PEWP. Third, the statements about expenditure in the period
after the end of the PEWP terminal date were directed to
answering questions about the possibility of major and drastic
cuts, almost always concentrated on certain very sensitive
programmes such as social security, health and so on. To deny
that the Government has any secret plan for such cuts, or
envisages that such decisions will have to be made, does not
mean that the Government's hands are totally tied. I would

i
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read the commitments given for the years after 1985-6 to permit,
without any doubt whatever, reductions in the real wvalue of

any major programme, provided specific commitments such as price
protection are not broken; to permit a planning total which falls
in real terms from year to year; and to permit major structural
changes which do not go as far in scale or character as those
suggested by the Government's opponents.

3. Conservative Research Department report that their
researches in the election archives have not thrown up a
single statement of any importance by the Prime Minister or
others which affects such judgements. More important, I have
carefully examined the transcript of the Weekend World
programme of June 5 in which the Prime Minister was cross-
questioned by Brian Walden. I attach the relevant pages, and
it may be worth noting briefly the gist of what she argued.

4, Walden was seeking for a long time to get her to commit
herself to rule out any cuts in the future. Her response to
that boiled down to the following propositions:

(a) One can never give any such unequivocal pledge
because of uncertainty:

(b) Nothing is worse than to over-commit yourself
on, eg., public spending and then to have to
pull in the rope:

(¢) Public spending is now planned in cash terms,
not in real terms, which makes it wrong in
principle to seek pledges whose underlying
logic stems from the world of volume planning:

(d) One of the corollaries of planning in cash terms
is that one does not automatically increase
agreed cash totals to allow for the effect of
unforeseen inflation. But there is nothing
inconsistent about that, indeed it is simply
responsible common -sense financial planning:

(e) As far as the NHS in particular is concerned,
there can be no such question of automatic
indexation of the planning total.
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Be The other two major TV interviews with the Prime Minister
were Panorama on May 31, and TV Eye on June 2. Neither contains
anything of great importance on the expenditure front. I shall
be circulating them separately because of their wider interest,
however, not least because they contain some interesting remarks
about the employment prospect. No doubt you will let me know

if there are any other specific questions to which you want
answers in the immediate future.

A

A N RIDLEY
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PUBLIC EXPENDITURE COMMITMENTS

Mr Ridley's minute of 21 June discussed the question whether any
commitments have been given which constrain us on public expenditure.

2. During the election campaign, Mr Fowler gave a promise on health.
According to "The Times" on 8 June he said on the previous day at a
Conservative Party Press Conference:

"We have set out our spending plans in the White Paper
and these plans will be subject to further consideration
and upwards review if that is necessary. We are not
making a commitment on the amount of money we will be
spending above what is in the public expenditure White
Paper. There is no question of a downward review taking
place on the public expenditure White Paper figures
already published.”

3. This promise is not perhaps quite so damaging as it appears
at first sight. In practice, the question on health will be
whether we can resist an increase in the provision. Nevertheless,
it is clearly unfortunate that Mr Fowler should have made this
promise. As far as I know, Treasury Ministers were not consulted.

4., During the campaign, the Prime Minister also repeated the 1979
pledges against the introduction of hotel charges for stays in
hospital and GP consultation fees. She also said that exemptions from
charges would continue. Although it is a pity that any options
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were closed, the damage is again less than it might have been.

We always thought that the two charges mentioned by the Prime
Minister would be the most difficult to obtain. The fact that

the 1979 pledge against any new charges was not repeated still
leaves <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>