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INFO t MMEDI ATE UKR EP BRUSSELS , AND ALL OTHER EC POSTS·.-

R)LLOWI NG FROM UKREP BRUSSELS. 

1. P ANOOLFl TOLD US 1 N ROME ON SUNDAY EVEN I NG 

THAT MONORY NOIII ANTED DI SCUSSlON OF THE UK BUDGET 

QUEST10N DUR I NG TH 1 S MEET ~ NG . P ANDOLFl HIMSELF 

PERHAPS FAVOURED THt S I N THE HOPE OF PROGRESS IN 

SENTIMENT t F NOT ON SUBSTANCE. 

"2". AT TAORMI ~A ON SUNDAY PANDOLFI SPOKE or 4. "l SSUES. 

THEY WERE THE Fl GURES FOR THE UK CONTRI BUTION AS NOIN 

FOREC~ST: THE FINANel AL MECHMJl SM, \.~HERE IT '-HAS 

PROPOSED TO SUSPEJ\lD 3 L!r-11TATIONS, AND THE DURATION 

OF THE. SUS?EJ'IS~ON: AN"D THE GENERAL QUESTION OF THE 

LESS PROSPEROUS COUNTRIES, INCLUDING THE QUESTION 

WHETHER THE ' EMS iNTEREST RATE SUBSIDIES SHOULD BE 

UPDATED. THI S FOURTH PO I NT 'NAS EUPHEl"11 SM FOR WHETnER 

iTALY AND IRELAND ,S.HOULD CCNTRtBUTE. TO THE UK SOLUTION, 

OR BE EXCUSED OR CCMP EN SATED. 

3. P M~ DOLFI ADDED TH AT 1 N HIS V I EW A ccr~PL£T E R:'V I EW 

OF THE COMMUN I T'f BUDGETARY SYSTEM 1,~CUlD BE NECESSARY 

BEFORE LONG. HE LiNKED THiS iNTER ALIA ~lTH ENLARGE.~ENT. 

4. MATTHOEFER, I N A QU\ ET SPEECH, SAl D THAT A SETTL~"'ENT 

OUGHT NOT TO BREAK THE 1 PER CENT VAT LIMIT. HE 

MENTIONED THAT HE CALCULATED THE AGRI CULTURAL ECONOl"1\ ES 

PROPOSED BY THE COMMI SSION TO BE 'rIORTH ABOUT 1;J¢ MEUA 

TO THE UK. THE SOLUTION SHOULD 3E LI~'TED IN T\!>1E. 

HE LINKED THI S TO ENLARGEIv1ENT , auT REFRAINED CAREFlJLLY 

FROM SUGGESTING A PERIOD. HE SUPPORTED PANDOLFI AS TO THE 

FORM OF A SOLUTiCN, INCLUDING REMOVAL OF THE 3 
CONDITIONS FROM THE MECHANIS~~. HE ADDED THAT IT \YQULD 

BE HELPFUL IF THE UK COULD COME UP \~lTH SUGGESTIONS 

FOR SOlUT! O~JS ON OTH E.~ COMt-WN I TY PROi3LS~S. 
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5. MONORY AGREED THAT A SOLUTION MUST BE WITHIN THE 

1 PER CENT LH<1\T, MUST CONFORM TO COMMUNITY PRINC1PLES 

AND USE COMMUNITY MECHANISMS. HE WAS CONVINCED THAT 

HEADS OF GOVERNMENT WOULD COME TO A DECI SION AT THE 

EUROPEA~ COUNCil, WHICH AS AN INSTITUTION HAD A GREAT 
CAPACITY FOR COMPROMI SE. THE NEWSPAPERS WERE GEnt riG 

CALHER. HE AGREED THE SOLUTION WOULD CONSt ST OF 

AGREEMENT ON CHANGES TO THE FINANel AL MECHANI St'"1 AND 

A NEW LINE IN THE BUDGET FOR EXPENDITURE IN THE UK. 

WE MUST SOFTEN CERTAl N tv1ECHAN I SHS BUT riOT DEPART FROM 

THEM. WE COULD NOT DEAL NOW IIJITH THE QUESTION OF 

AJwlOUNT. DURATION I,VQULD ALSO 3£ SO~!ETHI NG FOR HEADS 

OF GOVERNr~ENT TO DECIDE, BUT HE FAVOURED REACHING 

GREATER PRECI SION ON SOME QUESTIONS IN PREP~RATION FOR THE 

SUMMIT" FOR EXAMPLE BY TAKING A VOTE ON QUESTIONS LIKe: 

DURATlON IN THE F1N.4NCE COUNCIL~ AND REPORTING THE 

RSSULT TO HEADS OF GO'/ERNr1ENT. HE THOUGHT IT WOULD 

BE WISE TO DEAL NOW WiTH THE QUESTiON OF THE UK 

. CO.NTR I.BUTt ON. ' H~ .A SPECl Fl C AND PR EC1SE WAY, SO AS 
NOT TO LEAVE VAGUE FORMULA OR GENERAL EXPRESS\O~~S '-'/HI GH THE 

NEW ENTRAr~TS TO THE COMHUNITY MiGHT EXPLOIT. IN THE 

COURSE OF HI S STATS"'1ENT HE ALSO MADE A SRI EF 

REFERENCE TO THE NEED FOR AGREE}lEUT ON SHEEPMEAT. 

~ THE CHANCELLOR SAID HE AGREED WITH MONDRY ON T~O 

iSSUES SUMMED UP IN THE EXPRESSIONS: ONE LAST HEAVE 

~D LET'S CLEAR THE GROUND. ON THE BASiC FiGURES 

1552 MEUA (THE COMMI SSION FI GURE) HAD BEEN TRE~TED 

AS "RES JUDICATA" AT DUBLIN - THE ACCEPTED 
BASI S: AND THE NEW COMMI SS10N FORECAST OF 1683 MEUA, 

PRODUCED FOR THE COUi~CIL, SHOULD 3£ SIMtLARLY 

REGARDED NOW. WE COULD NOT UNPiCK THE COMHISSION 

Fl GURE. FOR EVERY ARGUMENT TO VARY IT ONE WAY, 

ANOTHER COULD aE PRODUCED TO VARY IT THE OTHER WAY. 

HE AGREED THAT THE FORM OF THE SOLUTiON SHOULD BE 
THE FINANCIAl MECHANI&~ WITH AT · LEAST 3 RESTRICTIONS 

REMOVED: AND SUPPL8-1ENT ARY SXPENDI TURE UNDER ARTI CLE. 
235. 

7. THE CHANCELLOR SAI~ HE WISHED TO STRESS THE QUESTION 

OF DURATION. WE THOUGHT A REASCNA3LE PERIOD WAS THE 

6 YEARS OF THE ORI GI NAL FI NANC! AL MEGHANI 5i-1. ON 

EXISTING POLICieS HE HAD HAD TO TELL THE BRITISH 

PARLI AMENT THAT THE. UK CONTRI BUTION 'tJQULD Rl SE FROM 

OVER POUNDS STERLING 1 B1LLION TO NEARER POUNDS STERLING 

2 BILLION BY 1983/4. WE DID NOT WANT THIS WHOLE PROBLEM 
COMING BACK TO PLAGUE US AND ThE CO~'MUNITY IN A VERY 

FEW YEARS. SECONDLY, I,vE DID NOT WANT THE I SSUE RETURNING 

TO THE DOMESTIC SCENE BEFORE THE NEXT BRITISH ELECTION 

I N ABO UT 1984. 2-
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8. ON AGRiCULTUR AL QUESTlONS , IT WAS NOT THE UK WHICH 

HAD TAKEN THE HIITI ATIVE IN LINKING THEM WiTH OUR 

BUDGET PROB_LEM. BUT TO USE MorWRY'S WORDS, THE AGRICULTURAL 

QUESTIONS WERE 'PAS SANS INTERET' FOR OUR BUDGET 

PROBLEM : THEY COULD ADD TO OUR NET CONTRIBUTiON . 

THE COMMI SSlON 'S Fl GURE OF 1683 MEUA ASSURED MAJOR 

AGRiCULTURAL ECONOMtES AND A PR1CE P~CREASE AVERAGING 

2.4 PER CENT. t-l0RE EXPENSI VE PROPOSALS WOULD ADD TO 

THE 1683 MEUA. SO WE COULD NOT SETTLE CURRENT AGRICULTURAL 

QUESTtONS IN ADVANCE OF, AND Wl THOUT, A SOLUTION ON THE 

BUnGET • 

9. 0 'KENNEDY SAl D THE SOLUTiON OF THE UK PROBLEM 'tJQULD 

NOT OF ITSELF BREAK THE 1 PER CENT LIMIT: BUT CERTAINLY 

THE FUNDEMENTALS OF THE CQ~\MUNITY, lIIiH.ICH MADE tT ~10RE 

THAN A COMMON MARKET, ~lUST 3E PRESERVE~. HE AGREED 

wE MUST HAVE AN E.YE TO THE ~~ EW ENTRANTS AND NOT I NVlT~ 

Bf DS FROM THEM . EQUALLY WE COULD NOT RULE OUT 

.. QiANGE AN 0 DEVaoPMENT J N T~E COMMUN I TY . . CONS l DER AT' ON 

OF ENERGY POLl CY WAS ONE EXAMPLE. 

19. MO~'WRY I NTERVENED TO SAY THAT HE Dt D NOT NECESSARI LY 

ACCEPT AS FI NAL THE COMM I SSION J S FI GURES OF ~IET CONTRI BUTtONS. 

FRANCE HAJ EXPRESSED DC'jBTS ABOUT THE EARll Eft Fl GURES AT 

DU3LI N AND HE Dl D NOT 'lC'l SH TO LET IT 3E THOUGHT HE 

ACCEPTElJ \''tHAT THE CHANCELLOR HAD SAl D. 

11. I N SC~~E BRI EF FURTHER EXCHANGES THE CHANCELLOR 

ESTABLI SHED THAT THERE IJiAS NO SUPPORT FOR MO~WR,( ON 

THE 1 DEA OF TAKI ~iG VOTES AT THE FI NANCE COUNCI L ON 

TH E NEXT D A,( • 
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1~ The ageLda turned out to be:-

1" I l"ITt' I:13..tter.3 and the Presidenc:y speecb8s for the Interim 

Committee anci Annu b,l Meeting; 

2. deveJopme2:1t of the non-exchaLge rate part of the ENS, 

Ol1.d the date of 11arch 1981 for the 11 second phase 11 which 

deri vee from th2 Bremen EllTopean Council;. 

3.. a possi ~le j oint meeting of :F :l nonce and Social f1inisters; 

The Ch811.Ce1J.or Wr),S present for trle first two items or: 20 S'2ptember .. 

I l'epl-esen"ted th(! UY. on 21 Septe:-;lber fc-r items 3 & 4. 

2. II! cf Sat urd8.~1 German, 

on the Article 235 · ,." e~ un" ~" 

'l'hr:rr' W8f, Ii l;tle new in this discussion. 

Fandolfi Gav(:, a ~_eng:-;:;hy acc.Junt Jf the issues and referred to the 

PJ..:O difficulty. The Ch2ncellor, echoing in part Pandolfi., said it 

WPS a ceQ~ral pa~t 6f the role of tho~e present to preserve the 

I .l"lF, its str"U.("tu.re and broc::d voting rights, as Hell as the SDR, 

as part of the ffi0netary system; and not as an instrument for the 

tr.cJ...Dsfer of resources. Lending for adjustment and conditionali ty 

were part of that. We supported borrowing fro~ OPEC on the right 

tcrlTlS out did net wholly rule out a limited degree of market 

borrowing as aXl a.-:" ternative idhile the OPEC surpluses lasted. 

ii· . The Chan ccllcr too~.<: the opportunity to make 2 comments on the 

n..r8ft ~::'r:r;id811C-;T :-:;peec.tl i'or the Annual lieeting. The first VIas 

nbou t -::;;lC tone of one l:,· as[j8.f;C 'wI1ich came rather close to pl a.cing 
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respollsibil i ty for the pr/:;sent LDC posi tj. OIl on the developed 

countric s as \'JG2_1 a.s on OPEC c ThE: ~~ ecoL.d \la[: about the references 

There was a case for a 

1'8ierenC8 to tho pr\)grcss ·vl.!J ich rl 8.d boeD achieved in p:civate 

flows, l'Thich had trebled. to a.bout 1-}% of Gl\P for the UK i 

Fr811Ce, Italy and. Germany together be-tvTeen 1970 cmd 1978. In 

answer to Monory, who said that was "bu.:3iness i!, not aid, the 

Chancellor pointed out that there was a 1% targc;t fo;~' private 

flows. There iHas no explj cit accept?AJ."'1ce (or rej ection) of the 

Ch ancellor' s points and the Chanx~e~1_1or succeeded in 8.~ring the 

arguments. The })residency was left tu take 3.CCOlli"'1t of draf-cing 

points in t~e di.3cussion ~ follo":,J:Lng Gene1" a1 ~pp:Lov&l of the 

draf+; .' 

5. E'!\ l" Q / H TJr"r> Ii .~ +- 0 r-l,· _..j.... ,... trl· " '1 0' 11 
U , . ~ . • v '-'~\. v ct.. .1 0 :.. 

in the 11 Bremen iL'1nex t! to p:r.~o~eed. to the :;8cc::.d, inst-i.. tu~~ ionc.~l 

stage .'),f the EI'1~=) in .rv~::ir~il 19(5'1. Thi~"' provoked j'le'="T 8t;..:...csme~t.:) b~i 

dr~.matic could or should happ'en by that ~ ... a~c... Hofmeyer (Bank 

of renewal fo~~-· 2 years frc:il l'1&rcD. of Dre . .:;ent Er'lCF olKi EGU-swap 

arrangements, p8rhaps Hi th 2u.Y). ann01JnC8~nent this ye2.r.. Crtoli 

suggested that there T;!ould have tv be an onn.8"J.n~~eill€r:.t w1lich VJGilld 

refer to the reEcwal of p~esent aTra!! gem'-;r"c~: an..J 'C(, prac;t;ical 

p~"ogress i!"J work on t:-!.e ~CTJ etc p·.tld 'vl~~ic.h 'tr..T(),lld take an~i 

exaggerated emphasis off the I1arch 1981 date. He also referred 

briefly to the absence of the ill .. from the exchange rate 

arrangement :s as somet :~ing on which progress was need.ed. 

6. FollowiEg other cOllunents (none ::'eierring to the UK), tt.e 

Chancellor s2,id the UK .... ,l(!uld continue to participate full~T in 

\.yor}: on the credi t "(T ~echa.ni sms and the UK $ 

7~ The Tr2des Uni~ns . Sauter spoke of the need for 

aSSGClate the~ with E~rore ~~ dev81opffieDt~ He did not propose a 
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triparti te meeting but perhaps a joint meeting of ~'inance and 

Social Ministers was worth considerin g. He referred to the 

question of the shorter working week .. 

8 . There was nC' enthusiasm from Italian, Dutch, Belgian or 

German spokesmen (or indeed froD. Ortol:") for either a tripartite 

meeting or a joint Council meeting_ J said I felt I must cast 

the Chancellor's vote against both. Ortoli's suggestion for a 

study by officials of tne possible agenda for a joint meeting 

was not followed up_ Lahnstein said there were already too 

many charnels of trade union contact with the Commission and the 

Community . 

9. I!;. tris disc"J.ssjon it to af. indicated that the union interest 

\-:as in the storter \;..:>r1.ing wee}( ~ and relations vii th mul ti-

national compart i 3S d I" t' en J?8.:<.. ~,lCll'2 lOLl 5_.11 company boards. 

1(',. Oct<?_ber ECO_ F~l:\!· A£·-:n(2 2..,:- .~J-,toli said the agenda foI' 

October ~as ~ikely to b~:-

J.. new CorulUt~l.:i tj:- ins;: .... ·wnell.t (ie UK and Article 235) 
un whic}) he hoped 0, conr ll~. f~ion could be reached, with the 

prospect of an annual r8po::'t on j.~.s vlorking; 

11. Pandolfi re ferred to the YJork of the Monetary Committee on 

the Communi ty lncill facili t~T for oil-induced deficits and spoke 

of this as R Community contribution to recycling. I took the 

opportunity to stress the political importance for the UK of 

settling the "nev.,r Community instrumentt1 to avoid any suspicion · 

of back-track~~g on the 30 May agreement. I also suggested that, 

follc\rJing what Or ... ali had said earlier, the proposed improvements 

in the Comsunity loan facility might "Qossibly be scored with the 

cxtensio?1 of t he central bank ECU-~s.wap and of the medium 
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term 10&n fac ili-iJJ' as 8. I1p J..cknC;8:: of ;~·~o~.\eta1"";)' dc;v8 Jopmer: t:~, <­

These mi Ght be rC~[8rred_ t o tor;eth8r" ~Ln a Elu'Ol)C8T .. Council 

communi qtJ.8 in a \'12Y vJJlich \)ould. help 'lJS o~ver -U~e I-'Ia. I'ch /1931 date 

i mpli ci. t in the B:ccmcn cOEl.ml)lJ.:i. Cl"C.8. . ~J: ~l(~ que: sti on \--las huv: be ;::;t vIe 

could score the l oan f~cil j . ty in both t hi s context and ~s 

recycli:c.[;. 

12. Ortoli and II~'t}l ... J)s tei.d inteI'ven_ec1. t o f"-.:tpIJort tb is slJ.c[;estion 

and to stress the need to plD.y cl.o -,,':-n the r1D .. rch 19'31 date. 

Lahnstein in :parti C'uler said that t he I'InTch 19(31 time li~11 i thad 

been a mistake, B-nd he indicat ed that it V18.f3 like ly to uC a long 

time 1)(;fore the (18velo:pment s envisaged f or that d.at~ tou~C place. 



qN:RORMALCE-MDlI§'£!23S eEC 4\.\-\ O~-r 
BREIl;!_: 3 and 4 L"PRIL 1981 

The Belgians sent only a junior official because of their Government 
crisis. The F"inance I1inister, I1r Eyskens, was trying to form an 

aCIDj nistration. y.u:. P...atthofer was also absent through illness and was 

:;:-epresented by :r~ Sch,,]ma..-rm. A list of those p~.sent. is attached. 

2 . ~~ Van der Stee proposed the following agenda: 

i. IMF Interim Committee matters. 

ii. Export Credits . 

iii. The macroeconomic outlook. 

i v. The proposed jumbo Council of Finance and Social Affairs 
I1inisters. 

v, .'.,~ - Subsidies in the energy field. 

vi. Interest rate policy. 

vii. Restructuring o:f the EC Budget. 

In fact, export credits and energy subsidies were not discussed and 
the jumbo Co~qil was referred to only briefly. A decision was taken 
to cancel the Eeo/Fin meeting on 13 April. 

IMF Interim Committee Matters 

"" 3. These were allowed to occupy the whole _of the afternoon of Friday 
and the first hour of Saturday morning. 

4. Monol~ described his journeyings to the U~ited States, Canada and 

I"Ierico. He had found the US Administration rtclosed tt as regards the lADes 

~~d concluded that it was better not to press too hard in Libreville. 

:=re hoped that the Americans had accepted th e i mportance of avoiding a 

clash with the LDes, but he 1·;as n ot su..re • 

., 
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" 5. The first item was a discussion about ll1F borrowing. Schulmanl. 

and POhl said that the US ought to be :p:cessed to participatE in the 

1 billion OECD lo.an although Zijlstra suggested that such :pressure was 

useless. There was some discussion of whether Community countries 

should refuse to participate in the 1 billion if the Americans failed 

to do so and Haberer raised the question whether other contributors 

would have to make u:p the US share. T'ne Chancellor said we should 

certainly urge the US to participate. but not make it an absolute 

condition. The point about the US share need not really arise since 

the total. was a very approximate one and there would not be strictly 

prescribed shares. 

6. On market borrowing, SChul mann said the FRG were against it 

except as a last resort and Zijlstra said there was no need for market 

borrowing as a bridging operation, given what had been agreed with the 

Saudis; while a permanent policy of borrowing raised very large issues. 

Haberer referred to the tactical importance of kee~ing open the 

possibility of market borrowing in order to avoid Saudi blackmail and 

Monory referred to this also. In addition, Haberer stressed that there 

were dif~~rent sorts of market loan. 

7. . The Governor said that we ought to keep market borrowing open as a 
reserve possibility. He refuted a suggestion that market borrowing ~( 

might impair conditionality and Zijlstra agreed with him. Van der Stee ~ 

concluded tha~ the stud~ of market borrowing should continue but that 

we should not cross the threshold of it before Libreville. On the 
IF 

1 billion SDR loan, we ought to press the United States bUt not make 

their participation a condition of ours. 

8. Creation of SDRs. Monory said the US was uclosed" on this subject 

and his concern at Libreville would be simply to prevent a situation 

in which the It file" was permanently closed. The Chancellor said that 

the time was not ripe for a further STIR issue. He agreed with Pohl 
~ 

that the criteria of shortage of world liquidity was not met and we 

should not succumb to the :political temptation to give aid in a disguise 

form. The STIR had been inven·ted under a fixed exchange rate regime and ' 

in totally di~ferent circumstances. We ougbt to use the breathing space 
m SDR issues to consider more fuu Q2.mentally tile r ole of the STIR in the 

i .nterD2tional monetary system. 
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~. Van der Stee concluded that all present were opposed tc the ai d 

link. The French did not challenge this. 

10. Food Facility. Schulmann and the Chancellor said they could 
accept this idea~ in the form now proposed of an extension of the 

Compensatory Financing Facility, though without enthusiasm. 

11. Subsidy Account. Monory referred to a French contribution of 
10 million SDBs towards a target of 250 milli on . The Saudis would 

contribute $35 million . The Chancellor and SchuL~ann both said 

that they could not contribute. 

12. 8th Quota Increase. The Italians suggested a quick equi­

proportional increase but the general view was that it was premature 

to discuss this. 

13. Energy Affiliate. Monory reported US reluctance and suggested 

the aim should be to keep the idea alive . 

Andreatta suggested that others go ahead without the US. 

Schulmann favoured the Affiliate but did not wish to go it alone 

on it . The Chancellor agreed that we · would :not go it alone. 

14. IDA VI. Schulmann said that the FRG would not contribute to 

IDA VI, or to further bridging, until the US Congress had approved it. 

The Chancellor agreed with Schulmann. We could not take over US 

responsibilities. 

15. The Chancellor stressed that at Libreville we ought to be 

careful to take full credit for the general expansion of the Fund's 
facilities and should not allow ourselves to adopt a defensive 

attitude. We had nothing to be ashamed of. He also said it would 

be a mistake to over-dramatise the US position on the multilateral 

institutions and the LDCs, or to say (a~ the Belgians suggested) 
that the multilateral system was in decay. It would be dangerous in 

relation to the LDCs to do this (even if some switch of emphasis 

from multilateral aid had been suggested in Venice) . And we 
-

must assume the US would continue to make a large effort, even if 

somewhat reduced. It was best t o take their participation for 

granted. 
3 
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US Interest Rates 

16 . Although , under another item , M. Monory remarked t hat present 
i nternational interest rates were suicidal, the question of US 

i nter est r a t es was treated rather briefly with a reminder from the 

chair of the remit from the last Fi nance Council to the Monetary 

Committee and the Board of Governors to consider the matter further. 

17. Somewhat surprisingly , the Chairman advanced this item, 
and Schulmann initiated t he discussion . He began by referring 
t o what was said in "t he agreement of 30 May 1980 about avoiding 

unacceptable situations for any member state. He hoped the 

Commission would put forward their ideas on budget restructuring 

a month earlier, at the end of May rather than the end of June. 

Progress really must be made on this subject in the second half of 

the year. We could no longer rest on the accidental growth of net 

contributor and net beneficiary positions . We had to restructure 

the budget and that meant restructuring agricultural policy. 

The growth of agricultural expenditure must henceforth be at a rate 

markedly below the growth of our resources. The Federal Republic 

was ready to see changes in the Regional Fund and wondered whether 

the wealthier states should continue to benefit from it. 

18. At all event"s the first objective must be to restructure the 

budget so that no Community member was placed in an unacceptable 

situation. If however this were not successful, then Germany would 

wish to see her net payer position limited in the same way as had 

happened for the UK. He wished to give advance notice of the 

German intention in this respect. He added that it was German 

poJ icy to keep to the 1% ceiling indefinitely. 

19~ Ortoli intervened to say that he would report tc his 

colleagues what Schulmann had said about the timing of their report, 
as well as on the subst ance . 

4 
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20. The Chancellor said that the Finance Ministers of the 

Community had a particular responsibility and a growing one. We 

faced a difficult time nationally and internationally with little 

growth to lubricate the situation. Agricultural prices for the 

next year had been settled but the underlying budgetary difficulty 

in the Community was getting larger and nearer. This was much more 

than a purely mathematical probiem: there were major underlying 

policy issues. Agriculture was the most important of these, but 

there were also the structure of the budget and enlarg ' ment. 

21. Expedients would no longer do. If the Community were to 

continue to inspire and command cOnIidence it must address itself 

properly to this situation. We were all aware of separate national 

interests but would have to put these second in order to achieve a 

solution. In the Community as nationally it would be necessary to 

scale down expectations based on existing policies. 

22. The Chancellor agreed with Schulmann that the Community 

would have to decide more consciously what should be the pattern. of 

neVcontributions and receipts for member states. That was the 

only way to be sure that unacceptable situations would be a thing 

of the past. Up to now the pattern had resulted haphazardly from 

decisions taken by different councils:_for different purposes. 

Especially with enlargement, that would not do. The strain on net 

contributor countries like Germany and the UK would be too great and 

too unpredictaa1e. 

23. The pattern of net contributions and receipts should be 

related in a defensible way to things like relative prosperity 

and population. But the~e was no preconceived British formula on 

this. 

24. It would be a great mistake if the Community 

than wait for the budgetary problem to hit us and 

great battle. 

as wi£ ·try to 

We ought to meet the imperative of 
do nationally. The UK was more 

5 
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were to do no more 

then indulge in a 

change in advance, 

willing to do-this. 



25. We had to think soon and think big. Be hoped the Commission 

would offer us a choice of possibilities, and supported Schulmann 

on the timing of their report. We must address ourselves to finding 

a truly European solution. 

26. PalffiDcrassus said he agreed with the Chancellor. The CAP 

institutionalised our difficulty . we must avoid a continuing battle 
between those who wanted to restrict contributions and those who 

wanted to increase receipts. We must start now w~th restructuring 

the budget, which meant restructuring the CAP; and tell 

Agricultural Ministers that this was the requirement . The 

Regional and Social Funds did not raise the same problems but 

restructuring the CAP was crucial. 

27. Fitzgeraldsaid Ireland was ready to be flexible about 

agricultural policy but was nationally dependent on agriculture. 

He~ was ready to see more done on the Regional and Social Funds. 

However he saw a rigid approach to the Budget and 1% limit as more 
a::ti-European than support for the CAP. 

28. Ortoli said the Commission knew they must show a capacity 

to offer solutions. He added however that the 30 May mandate also 

called for respect for the principles of the CAP. 

The Macroeconomic Prospect 

29. Rutten, as Chairman of the Co-ordinating Committee, made a 
long statement based on a document most of those present had not 

yet seen. Ortoli followed, arguing that the main requirements 

were to reduce oil dependence, improve competitiveness· and increase 

inve.stment. He remarked that too high an exchange rate discouraged 
investment. 

30. Monory, in a major statement, spoke of the Communityrs loss of 

competitiveness. Like#'Japan, we .were , excessively dependent on 

imported energy - except in the case of the UK which had found a 

solution. Not enough had be en done to influence public opinion 

eg on nucl ear pov/er. By compari s on fi d.dling with agri cultural 
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policy was unimportant, even ·if it added ~6 to unemployment. 
If we could reduce imports of oil by 3 million tons that would be 

much more important. 

31. The policy of high interest rates was suicidal. There were 

other means of limiting monetary growth. We had to tell the 
public that there must be a shift from consumption to investment. 

Consumption must be stabilised. Productivity gain§ might 

conceivably be used to reduce hours and thus unemployment but not 

to increase consumption. 

32. The Community must find a way to better its growth rate, 

even if it meant more exports to poor countries. Perhaps we should 

encoura§~ recycling in the Community cs a way of cementing unity. 
He 'was/rigorous as the next about inflation and monetary growth 

but a way must be found. 

3~ Andreatta expressed his thanks to colleagues for agree~" to 
the recent lira devaluation and explained the associated policy 

m~~sures taken or proposed. They were proposing $5 billion of 

public expenditure reductions and hoped for, $3-5 billion reduction 

in publi~ borrowing. 

34. Italy needed a realistic exchange rate but had also to use it as 

a discipline. Wage indexation was incompatible for both Italy 

and Belgium with their obligations to the EMS. He sought a 

formal Community declaration against indexation. 

35. Palaiocrassas sought a link between the Rutten plan and 
restructuring of the budget away from the CAP. 

36. The Chancellor said we were all aware of declining 
competitiveness. There were seductive ways like work sharing ct 
letting it decline further. He agreed we must shift the emphasis 

away from consumption and towards the right sort of investment, but 

we must not let investment become a ~gue word for useby colleagues 
wi th expenditure progr2..lLme s. 
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37 . We were all conscious of the interest rate difficulty but 

it was just as suicidal to force rates down artificially in a way 

which was not sustainable. This was where fiscal policy was 

important, as in our recent March Budget. Although we were now 

securing pay increases below the rate of inflation, we entirely 

agreed with what had been said about indexation. Could we not 

help each other more on policies, for example on the indexation 

question, and present Community insights on policy better publicly 
wnat about the level of salaries in the Commission and the 

expendi ture of the European Parliament? 

38. There was Belgian support for a statement on indexation. 

Schulmann suggested that the case for more investment be put 

positively. He was convinced that the potential for investment 

was greater than at the beginning of the 1970's. It would be 

helpful if real interest rates could be reduced. But it must be 

industry, not governments, which did the investing. 

39. Ortoli agreed to consider what form a declaration on 

indexation might take. 

40. Next Informal Meeting. The Chancellor asked if colleagues wi~ 

to have a second informal meeting in the second half of :the year 

which the UK would be very pleased to arrange. There being no 

dissent, he proposed, and it was agreed, that the meeting be 

after the IMF Annual Meeting, perhaps in late October or November. 
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THE INFORMAL MEETING OF MINISTERS OF FINANCE FROM THE 

EUROPEAN CO~TY 

LANCASTER HOUSE, LONDON, 30 AND 31 OCTOBER 1981 

1. The first session of the I~ormal Meeting opened at 3 pm 

on Friday 30 October. A list of those present is attached as 

Annex A. 

2. The Chancellor of the Exchequer referred to the manifestations 
of unease wi thin the Co1llDll1Di ty. These resulted from unemployment 
and its underlying causes : inflation; rigidity and distortions 
in our economies; the accumulation of Budget deficits resulting 
in high interest rates. He suggested that the meeting should 
discuss., entirely informally, the three parts of the Mandate : 
non-agricultural policies; agricultural policy and the Budget. 
M. Delors had recently joined the Finance Ministers' club and had 
so.e clear ideas to express. He invited K. Delors to begin. 

;. - -l!-.- D-e--l-em.s- sa4d--1Hl-a-t--the- Gommuni-ty- c-ou-J:-cr-taelcre-i ts current 
problems in one of two ways : an approach that would divide and an 
approach that would unite. There were divisions, 

on the CAP, on 
the structure of the Budget, and what were called "unacceptable 
situations". These gave a very unfortunate impression to public 
opinion. The problems could not be ignored but should be looked 
at in a more positive context - the responsibility of our generation 
for the solidarity ·of Europe, which does unite us. The first 25 
years after the war had been extremely favourable for Europe·, but 
times had now changed. The United States had lost interest. Raw 
material and energr prices had gone up; Governments had. exhausted 
the possibilities of hr=;inging growth through Budget deficits; 
Europe (with the United States) no longer had a monopoly of technology. 
The challenge was to find the way to a third industrial revolution, 
and for Europe to meet the challenge; not to haggle about the last 
100m acus. If that were the sole approach, historians would say 
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that Europe had declined in the 1980s. We had responsibility for 
those younger than ourselves. In explaining his approach he was 
not trying to avoid discussion of the CAP or the British problem. 

4. Mr Yandeputte said that he agreed with Delors' diagnosis. 
Belgium had come to the end of a very prosperous period and, if it 
were to get itself out of its present difficulties, co-operation in 

Europe would be very desirable. Belgium had tended to lose heart 
about the Community which had not achieved what had been expected. 

5. Norgaard also agreed with Delors· diagnosis. But he pointed 
out that the member states di~fered in their social structures. 
The countries newly arriving were different from the north of 
Europe. He was not sure that we could discuss details of an 

industrial policy, for example·, and also deal with the problem or 
the dif'ference between north and south Europe. Even so we had to tr, 
to find solutions .tor the Community as a whole, and for the Community 
in the world. 

6. The Chancellor said that we could all see how previous decades 
of relative comf'ort had lulled the European countries into a false 
sense of securi~. Many things now worked against us : the oil 
price, the rise of thrusting" competitors : many other things. The 
expectations nurtured by the good years could no longer be fulfilled. 
Governments could try to persuade people to be more patient, and to 
reshape Government institutions. But when it came to stimulating 
new sources of technology, he was not confident that politicians 
were very good at it. How could we recapture optimism and 
liveliness in a difficult world? 

7. Mr Bruton said that Ireland·s special problem arose from its 
disproportionately high agricultural and young popUlations. He 
agreed with Mr Norgaard that the Community must be capable of adapting 

'" 
itself to a wide variety of social and economic conditions. 
Community countries could help each other with techniques of 
budget~making. Ireland was now in severe difficulties because it 
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had failed to act appropriately after the Iranian crisis. It was 
essential to improve budgetary control at home. Finance Ministers 
should support each other because the,y were often on their own in 
their own Governments - sometimes the,y might get their Prime 
Minister's support but not always. There was no mystery about the 
level of unemployment in Europe : labour was over-priced - it was 
as simple as that. 

8. The Chancellor agreed with Mr Bruton that Finance Ministers 
had to bear the brunt of bringing home the realities of li~e to 
their coll.eagues. They should foreify each other. It would also 
be helpful if the Commission and other international bodies would 
help Finance Ministers in their task. The public did listen to 
C01ll1llunity institutions.. The trouble was that newspapers tended to 
pick out the comforting sentences and ignore the hard ones. If 
the Community was in a state of constant warfare over Budget issues, 
it would:: .be unable to respond to the challenge of current problems. 
This is why he had taken the opportunity of his speech in the Hague 

to sugsest that the Community Budget arrangements should be developed 
so as to produce a pattern of effects founded on rational analysis. 

9. Mr Engering of the Dutch Treasury made a statement on behalf 
of his Minist.er~, .:Mr Van der' Stee. He apologised for his Minister's 
absence and conveyed Mr Van der Steets message that unless he had 
stayed in the Netherlands at this crucial moment, he might never be 
able to attend a meeting of Finance Ministers again. Mr Van der Stee 
believed that it would be quite wrong to put the Budgetary problem 
into the background. There was a risk of the Community falling 
into the trap of an uncontrolled pattern of expenditure (just as 
the Netherlands had done).. The Community needed a Budgetary 
framework. There had been a good deal of discussion of this issue 
in the Hague stimulated by the Chancellor's speech. The conclusion 
they had reached was that the Community should -first create a 
procedure for establishing an annual framework. Decisions would 
have to taje account of pluri-annual forecasts. A gOOQ deal more 
could be done to control expenditure on the CAP. 
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10. Mr Ortoli said that Finance Ministers should make it clear tha 
they were sincere when they spoke of the need for discipline - how 
unconvincing Council communiques sounded! His foreword to the 
5th Medium-Term Plan had been intended to say that there were a 
number of things that EUrope could do together to solve current 
problems. He agreed with Mr Bruton that Finance Ministers could 
help each other establish~ control over their domestic budgets. 
"There are countries where no budget structure exists". The CAP 
should not be discussed in emotive terms but the Community 
institutions should define objectives to be pursued within certain 
limits. He was less worried than the Chancellor abou~ the Budget. 
What could' be done on common actions, and "solidarity" via the 
Regional and Social Funds was limited. The majority of the COmmiSSiOI 

) 

telt that what we could do in cOlllBlon was rather limited in the 
immediate future. The Community was not a State and did not have 
the resources to imi tate the fiscal actions of a State·. But there 
should nevertheless be a common strategy and a common view. 
Monetary issues should not be ignored. If Ministers forgot that 
the EMS was a discipline, they would make a great error. In the 
outside, world we could' not leave exchange rates to be completely 
free. Interest rate policy must be seriously discussed. The 
CODl1llUD.i ty' needed to increase its influence in the world., 

11. Herr Schulmann ~pologised for his late arrival (because of a 
bomb scare at MUnich) and for Herr Matth8fer's absence. 
Herr Math6fer was undertaking yetc :'another agonising"budgat exerc,ise. 
Herr Schulmann said that he shared th& concerns expressed by 
Mr En~ering on behalf of Mr Van der Stee. We could not have a 
double standard. If we ran a tight budget at home we must do the 
same in the Community. The CODllllunity Budget was not managed in 

the same professional · way as would be required domestically. 
Speaking of the more general problems, he explained the current 
mood in Germany. They had had three budgets in a year. Their 
research institutions had revised their growth estimates downwards 
and their unemployment estimates upwards. This would result in more 
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expenditure and lower revenue. The resulting deficit had to be 
closed. Herr Schulmann was worried that the exercise would have 
to be repeat~d early in 1982. But the deficits had to be eliminated 
or the effect on capital markets would be such as to increase real 
interest rates still further. 

12., M. Delors intervened again to say that great pregress had been 
made in the management- of the CAP. The savings in FEOGA expenditure 
had not only resulted from favourable cyclical conditions, but also 
from more ~igorous management. We should stop doctrinal battles about 
the CAP and continue to mak.e progress of that sort. France 
advocated four essential conditions for t~e develop.ent of the' 
CAP; increase in ,CollllllUltity preference; the gradual elimination 
of MeA's; increased coresponsibili ty for products in structural 
surplus;' and the establishJRent of an organised exp.ort policy like 
that of the United States.. By' cOlllparison with the CAl?, the 
Community's regional policy had mostly ~een a failure. The French 
Government reeognised- that there was a British problem, an Irish 
problem, an;' Italian problem and a German problem. They should be 
looked at and each would need to contribute to the common' task 
in proportion to what he could manage. The CODllllunity needed to ~I 

generate political warmth by selecting two or three areas where 
progress could be mad'e. He mentioned in particular investment in 

information technology and new energy sources. Finally', he asked 
whether Finance llinisters should not be present at meetings of the· 
European Council. 

13. The Chancellor suggested that this last point should be looked 
at, but not with a view to making a change at the-November Council. 

1~. Speaking for the United Kingdom Sir Kenneth Couzens said that 
the UK did not see the CAP as a war of religion, though we did think 
there was need for refo·rm. We agreed that there was at present an 
unhealthy_conflict between the Community's regional and agricultural 
policies. This reflected the problem that the CAP took so much from 
the Budget and that there was no system which made the general effect 
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work in the right direction. The conflict could ' be sid~stepped 
if there was 8 conscious plan for the overall direction of the 
Budget so that the resources flowed in general from the more 
prosperous to the less prosperous member states. Perhaps too much 
had been said about the decline of Europe, though we certainly 
risked some relative decline, and this was associated with the loss 
o:f competitiveness. If' we could succeed wi.th our underlying policy 
of combating inflation we would do a great deal to restore the 
confidence of the Community and put the Community in a much stronger 
position to make proposals to other countries. 

15. M. Santer, agreed with M. Delors' diagnosis of the Community's 
problems. He said that it was a tamiliar theme. The Community 
was constantly writing reports e:xpressi~ the same diagnosis but 
they did not result in action. He cited energy policy as one example 
and the reluctance to take a second step in the development ot 
the EMS as another. We needed to develop new policies and to give 
them !inance. 

16.. This part of the meeting ended at 5.15 pm. 

17. At 9.30 am on Saturday 31 October, the meeting resumed 
at a session at which Central Bank Governors were also present~ 
to discuss monetary relations with third countries. The record 
of this part of the discussion is below. 
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INFORr-1.tiJ f-rEErI:IG OF EO FINANCE MINISTERS 30- 31 OCTOBER 1981 

MONETARY RELATIONS WITH THIRD COUHTRIES 

Summary 

Discussion of relations with the U.S. was given a slightly new 

aspect by the prospect of lower American interest rates and a 

potentially weaker dollar - in contrast to the past year's 

experience. Most felt, however, that exchange rate fluctuations 

were still too volatile, and some interventian by the U.S. would 

be useful. The Americans' own attitude seemed to be changing. 

There was disagreement, however, about the advisable size and 

about the likely effectiveness of intervention. The Germans 

supported by the Chancellor, argued that the most that could 

perhaps be achieved was to smooth short-run fluctuations. Others, 

notably the Belgians, argued for strong intervention to demonstrate 

to the markets that the authorities cared about exchange rate 

levels. 

2. The recent r.ealignment of Drs currencies also resulted in some 

shift of emphasis in discussion of monetary relations with Europe. 

The realignment was agreed generally to have worked well. It was 

hoped that the reduction of U.S. interest rates would allow lower 

interest rates in Europe. The French looked to Germany to take the 

lead. The Germans agreed that there should be increased room for 

manoeuvre, but it was limited by the size of budget deficits and by 

the continued need to fight inflation. 
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3. The Commission made its familiar plea for more co-ordination 

of policies within Europe. But others, including the Chancellor, 

queried exactly what was meant by co-ordination. The Germans 

argued that as long as countries were committed to fight inflation, 

this was a form of co-ordination. 

4. There was some discussion of the future development of the EMS, 

but several voices urged a cautious approach and some argued that 

no significant progress CQuld be made until the UK was a member. 

5. There were also suggestio.DS for a greater role for the ECIT, 

perhaps as a unit of account for pricing imports of oil and other 

commodities. It was argued, however, that the ECU would -have to 

be acceptable to oil producers. In the long-run, the ECU could 

only become attractive and representative of the EC economies if 

it was backed by sound and co-ordinated policies. 

6. Lastly, there was some ' brief discussion initiated by the Irish 

of the need to find a new macroeconomic policies to replace the 

post-war Keynesian consensus that had now broken down. 

7. Subject to confirmation, it was agreed that the November 

Finance Council should be deferred to 17 November. 

Relations with the U.S. 

8. The Chancellor invited the Governor of the Bank of England 

to open the discussion by reporting the previous day's meeting of 

central bank governors. The Governor said that high U.S. interest 

CONFIDENTIAL 



, 

I 
.~ 
~ 
J 

• CONFIDENTIAL 

rates and a firm dollar had posed the dilemma for EC countries 

in the summer of accepting higher interest rates than many would 

have wanted on domestic grounds or having a lower exchange rate. 

But U.S. failure to fight inflation would probably have created 

worse problems. 

9. The prospect of lower U.S. interest rates and a weaker 

dollar would provide an oportunity for EC countries to reduce 

interest rates if this was justified by domestic conditions. 

Nevertheless, EC countries ought perhaps to be concerned in the 

longer perspective about the prospect for a U.S. balance of 

payments deficit and weak dollar, since portfolio shifts out of 

the dollar could be disruptive. 

10. The EC governors had noted 'the first signs of a crack' in . 

the hostile u.s. attitude towards intervention in the foreign 

exchange markets. The U.S. was perhaps now more outward-looking 

and conditions existed for a constructive dialogue. 

11. Haberer (France), chairman of the Monetary Committee, said 

the European Council had agreed that more co-ordination of 

European interest rate and exchange rate policies vis-a-vis third 

countries should be sought. This had typically been remitted to 

the Finance Council and then the Monetary Committee, but what was 

needed from the present meeting was 'a political impulse'. 

12. Ortoli (Commission) said that the size of recent short-term 

exchange rate fluctuations had been too great and the Community 

needed to consider how to organise co-operation with the U.S. He 
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recalled the successful arrangements of 1978. Discussion now 

should cover not only intervention but also monetary policy. 

13. Poehl(Germany) said that in spite of ~25 billion 

intervention by G10 countries so far this year, of which the 

Bundesbank had supplied $10 billion, exchange rates had still 

fluctuated widely. Most of the intervention had been by non-U.S. 

central banks and it would be helpful if the U.S. authorities 

appeared in the market again. 

14. Stryker (Belgium) said the relationship between the dollar 

and the Dr-I was most important. The first need was to persuade the 

U.S. that intervention was useful and then consider how to organise 

it. The U.S. must be expected to intervene in DMs, but was Germany 

ready to accept the domestic monetary consequences of this? 

15. Co-ordinated intervention with U.S. could have an important 

psychological effect in demonstrating to markets that authorities 

are in earnest in wanting greater stability. ~lore determined 

intervention would probably reduce instability. 

16. Andreatta (Italy) said the U.S. Treasury Secretary should 

be pressed to define the concept of 'crisis' which would prompt the 

U.S. authorities to intervene in the markets. Perh~s ~tinisters, 

as well as central bank governors, should approach their U.S. 

colleagues in the first few hours after a crisis. He cited the 

example of Sadat's murder. 
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17. A European Fund could be some use in in enlarging the 

possibility of intervention by the EC countries. The policy of 

'waiting for the U.S.' could be replaced to some extent by European 

intervention, for example, in the DM/~ rate. Existence of a pail 

of reserves could have contributed to this. 

18. De la Geniere (France) said it was difficult to spot 

economic turning points. It was true that we might be seeing a 

turnround in U.S. interest and exchange rates, but the large U.S. 

budget deficit might keep American interest rates high. 

19. Schulmann (Germany) said the DM had fluctuated between 2.20 

and 2.60 to the dollar in 1981. This reflected highly unstable 

exchange rate expectations contrary to what the advocates of 

floating exchange rates had said in the early 1970s. He would be 

conten~ if the DM stayed between 2.20 and 2.30 to the dollar i.e& 

about the same as the 4 per cent divergence allowed in ~~. 

20. In the case of intervention, however,'it took two to tango', 

and as long as·the U.S. maintained its opposition to intervenXion, 

all one could do was talk to them. Recent fluctuations had been 

far greater than when the U.S. was intervening actively. The U.S., 

hbwever, tended to swing from too little to too much intervention. 

21. Poehl said the EC countries should not seek heavy intervention 

by the U.S. It was probably only possible to smooth fluctuations. 

The lesson from the past was that intervention was not possible 

against fundamental changes. Intervention could also have serious 

implications for those countries whose currencies were used. 

Germany would not like the U.S. to build up large Dr-I holdings. U.S. 
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intervention could damage German monetary policy. 

22 . The Chancellor said Ministers appeared to agree on the need 

to urge on the U.S. a more generaus interpretation of 'crisis' 

and on the need for intervention to smooth fluctuations. He was 

ready to speak to Regan about this. He was not convinced, however, 

about the possibility of coping with large exchange rate swings 

through larger intervention. The ~ffi example had showed markets 

could be convinced without too large intervention, but could this 

be repeated across the Atlantic? To what extent would Germany 

accept the monetary implications of greater intervention? It was 

easy for others to advocate greater intervention if theirs was not 

the currency used. 

C~-ordination of policies within Europe 

23. Ortoli said individual countries' monetary policies were -

essential for the stability of the ~~. The EC countries needed 

to be able to discuss whether national monetary policies were 

consistent with convergent economic preformance. Countries' 

'should cDmmit tnemselves to some extent' in these discussions. A 

'common discipline' was needed. 

24. Haberer said there had been a ~o-ordinated reduction in 

European interest rates after the EMS realignment. Currencies 

formerly at the top of the EMS were now at the bottom. It was 

important to organise further effective co-ordination of reductions 

in interest rates i.e. on the same day or a day later. The 

Monetary Committee had discussed the co-ordination of quantitative 

monetary targets without reaching agreement. If r-1iniS~ers wished , 
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the committee could continue these discussions . 

25. De la Geniere said co-ordinated intervention policies had 

enabled the ~lli to work despite divergent inflation rates. 

Nevertheless the EMS posed a constraint on domestic policies. 

Decisions , on monetary and budgetary policies needed to take 

account of the exchange r ,ate obligation. 

26. Delors (France) in the same vein said France had faced a 

contradiction between domestic interest r~te policy and remaining 

in the EMS. They had chosen to stay in the ~lli. It as 'a useful 

pressure'. He hoped that Germany would take the opportunity 

offered by lower U.S. interest rates to reduce its own rates. This 

would benefit investment in Germany and give a lead to Europe~ 

27. Lazaris (Greece) agreed that co-ordination would imply 

constraints on domestic policy. The objective for the Community 

as a whole needed to be framed with regard to individual countries' 

objectives. 

28. Bruton (Ireland) said it would not be possible to have stable 

exchange rates within Europe until there was political_ consensus 

on the need for resource transfers between the better-off and the 

less-well-off, as in nation states. Most countries were following 

anti-inflationary policies, but if persevered with too long without 

regard to unemployment there would be no political consensus. 

29. Poehl agreed that the prospect of lower u.s. interest rates 

increase the room for manoeuvre on European interest rates. But 
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this was limited by the size of budget deficits and continued 

high rates of inflation. The latter had accelerated to close 

to 7 per cent in Germany, although some slowdown was likely since 

two-thirds of the recent acceleration had been due to worsening 

terms of trade. He queried the concept of co-ordination of 

European policies as too vague. As long as countries all had 

the objective of keeping down inflation this was a form of 

co-ordination. 

30. The Chancellor, too , questionned what was meant by 

co-ordination. Countries had to pay attention to conditions in 

their own markets, although naturally they also looked at 

foreign interest rates. 

Future development of EMS 

31. Haberer said the r-Ionetary Committee had completed its 

technical discussions on the Er-~ and if no progress was made now, 

this would be a retrograde step. Ortoli, too, said it was worth 

considering how to consolidate the system. Andreatta too said 

some practical decisions were needed on the EMS including for example 

perhaps intervention in terms of the ECU. 

32. De la Geniere said the system had in general worked well. 

Technical problems were not great, although some improvements 

could be considered. 
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33. Poehl said countries should be careful about any new 

institutional arrangements. Changes would be premature as long 

as there were strong divergencies in inflation rates and economic 

policies, and as long as the UK was not in the EMS. 

Role of the ECU 

· 34. Norgaard (Denmark) asked whether the ECU could notbe used 

more to denominate prices of oil and other imported commodities. 

De la Geniere also speculated whether the EOU could become more 

than a unit of account i.e. a currency representative of all 

the Community economies. This, however, could only be considered 

when there was co-ordination between both narrow and wide margin 

members, as well as those curren~ly outside the system. 

35. The Chancellor said EO countries were becoming more 

accustomed to use the EOU in their own transactions, but was it 

realistic to expect oil prices to be set in a relatively unfamiliar 

unit such as the ECU? The SDR was perhaps more marketable. Poehl 

said similarly that the oil producers' readiness to accept the 

ECU de~ended on its quality i.e. if Europe had lower- inflation 

than the U.S. So far the Arabs had tended to prefer the SDR or 

even the DM. Germany, for example, had financed its- deficit with 

DMs. EC countries needed to make the ECU m.ore at:bractive by 

pursuing better policies. 
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36. Andreatta said the ECU's acceptability depended net only 

on policies but also on the existence of a deep and resilient market. 

There might be a need to replace the basket definition of the ECU by 

a different definition. The problem was to enlarge Europe's 

financial possibilities and it~ possibilities for intervention. 

New macroeconomic policies 

37. Bruton suggested that the breakdown of the twin pillars of 

the post-war world econo~ - Keynesian domestic policies and the 

international Bretton Woods system - suggested the need for new 

theories. Perhaps the EO should create a new medium-term think 

tank. Ortoli said this had- been considered in the past and 

rejected. 

38. The Chancellor said that domestic Keynesianism had destroyed 

the international Keynesianism of the Bretton Woods system. If 

the real cost of labour were reduced, budget deficits would be 

lower and governments would be less at ' the mercy of investors 

whose money they needed to borrow. He was adverse to creating 

new institutions. We should use those we had, such as the OEeD. 

Perhaps the OEeD Secretariat should be asked to look at the 

relevant questions. 

NEXt ECOFIN meeting 

39. It was agreed that subject to confirmation early the following 

week, the next Finance Council meeting would be on the morning of 

CONFIDENTIAL 
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17 November. The main subject would be insurance. Ortoli would 

be unable to attend, but Tugendhat would. Andreatta would be 

occupied with the budget debate in Rome, but the Italians would 

send a delegation. 

Conclusion 

40. The Chancellor said that although there had been no 

overall agreement the discussion had moved forward on relations 

with the U.S. Ministers had not mentioned ~apan. Perhaps they 

should return to this. 
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I~FO SAVING BRUSSELS COPENHAGEN THE HAGUE ROME DUBLIN PARIS BONN 
LUXEMBOURG ATHENS WASHINGTON TOKYO 

- -- -
INFORMAL FINANCE MINISTERS' ME IN6, 

-
EXPORT CREDITS 

SUMMARY - -
1. DISCUSSION OF THE COMPROMISE I'ROPOSALS PUT FORWARD BY CHAIRMAN 

" OECD CONSENSUS GROUP PROVED I NCONClUS I VE. MOST DELEGATIONS WERE 

ABLE TO ACC~T TNI COMPLETE PACKA;E TO AVOI D COLLAPSE OF THE CON­
SD$US ~UT FRANCE (I)a.ORS) AND QREE~E ('OTTAKIS) _WERE UNABLE TO 
~REE. IT WAS DECIDED TO SEEK FOR!NICHT'S EXTENSION (TO 15 ~UNE) 

IN '~£SENT ARRANGEM!NT TO ~OW TIME FOR FURTHER_ STUDY ANp IN 
'ARTICULAR, TO CONSIDER 'OSSIBLE COUNTER-PROPOSALS THAT MIGHT BE 

- --
flUT FORWARD. MATTER NOW REMITTED FOR CONS I DERATION AT MEETING OF -- - - - - -
EXPORT CREnlT POLICY COORDINATION GROUP ON 26 MAY. FINAL DECISION 
10 BE TAKEN AT ECOFIN ON 1. JUNE. 

--
I£TAIL 

- - -
2. DE ClERCQ (CHAIRMAN) STRESSED DANGER OF CREDIT WAR IF CONSENSUS 

ARRANGEMENT COLLA'SED. HE ASKED FOR VIEWS ON THE RESPONSE TO THE - .. -

. CDMPROMtSE '~CKAQE PROI'OSep BY CHAI RMAN OF OECD QROU' (WALLEN) ON 
1 MAY. HE ~AID TH! COMP~tSE HAD ~OME SATISFACTORY a.EMENT~ (EG 1 
YEAR DURATION., UN_DERTAkING BY. PARTICIPANTS ~OT TO DEROGATE IN 
FUTURE AND ASSURANCES ON OPENING OF YEN CAPITAL MARKET) BUT THERE 
~RE ALSO LESS A~EPTABLE F£l~RES (EG THE PROPOSED INTEREST RATE 
INCREASES WERI HIGHER THAN DESI RED AND THE SURCHARGE TO IE ADnED 

- - -
FOR JAP-ANESE IXIMBANK FINANCE WAS ~OWER ntAN EXPECTED)! HE REMINDED 
rEMBERS THAT AN ANSWER HAD TO BE GI VEN BY 25 MAY AHD SILENCE IMP-

LI ED ACCEPT AN CE. 

- - - - -
3. IN FOLLOWIN; DISCUSSION DElORS SAl D HE CONS I DERED WALLEN COMPRo-- -
MISE TO BE UNBALANCED. IT WAS UNACCEPTABlE TO FRAMCE BECAUSE OF THE - . ~- -
~RGE .NCR~IES IN RATts 'ROPOSED (WHICH IN ABSENCE OF THE TR~S-
ITIONAL 'ERIOD REQUESTED BY FRANCE \\IOULD ADD TO THE DEBT SERva CE - - - -
PROBLEMS OF DEVELOPINQ COUNTRIES) AND THE DERISORY MARGIN TO BE 

- - "-
....... ED TO JAPANESE RATES. HE ALSO CONSIDERED THAT US UNDERTAKINQ - -
NOT TO DEROGATE ON CREDIT LENGTH NEEDED CLARIFICATION AND MUST BE 

- -
CLEARLY EXTENDED TO COVER PRI VATE US LOANS GUARANTEED BY US EXIM-
BANK. 

4.. PaTTAKIS REPEATED PREVious (LUXEMBOURG) ARGUMENTS THAT GREECE . - - _ .. 

~UL D BE REQ.ASSI FI ED AS CATEGORY 2( MI D~E I NCOME) COUNTRY BECAUSE 
IT WAS LESS DEVELOPED THAN OTHER Ee COUNTRI ES (AND USSR) AND WAS - -
CARRYING HEAVY DEBT SERVICE BURDEN. GREECE COULD THEREFORE AGREE 

-. . - ' 
10 FINAL EC POSITION ONLY _IF ITS RECLASSIFICArION_ R!Q!JEST WERE 
~'~OVED. (THE GREEK POS~TION WAS SUBSEQUENll..Y .cRITICISED BY COMM-_ 
ISSI~N AND OTHER DELEGATIONS - NOTABLY THE ftRESIDiHCY - BUT POTTAKaS 
RIMA I N ED UNMO VED) • CONFIDENTIAL /5. 
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5. HE IRLANDS, LUXEMBOURG, DENMARK A~ D FRS ALL I NDt CATED BRI E-FL Y 
THAT T~E~ WOULD ACCEPT WALLEN COMPROMISE. IRELAND ' (MACSHARRY) WAS 
~SO WILLING TO DO SO IF AlL_ O!HERS AGREED (BUT WOULD WISH TO 
FOLLOW GREECE IF ITS REClASSIFICATION REQUEST WERE TO BE AGREED.) 
BELGIUM (HORlEGHEM) WERE UNHAPPY BUT WERE ON BALANCE PREPARED TO 

- -
ACCEPT WHOLE PACKAGE IN ORDER TO KEEP ARRANGEMENT IN EXISTENCE. 

- . 
6. C!fANCELLOR STRESSED IMPORTANCE OF PRESERVING THE C~NSENSUS. HE 
OONSlDERED THAT NEVERTHa,ESS SOME COUNTER-PRQPOSALS MI GHT BE NEG-

- - - ~- -
OTt ABLE I F THESE DI J) NOT THREATEN sPt RI T OF THE AGREEMENT. HE 

- - " 

PROPOSED THAT EC SHOULD SEEK INCREASE IN JAPANESE MARGIN TO 1.5 
- - - -. -

PER CENT BUT IF THIS WERE NOT NEGOTIABLE -THEN THE INCREASE IN 
CATEGORY 2 RATES HIGHT BE ABATED. HE ALSO SUGGESTED A TRANSITIONAL 
PERIOD OF ONE YEAR BEFORE FULL CATEGORY 2 RATES AND TERMS WERE - - - - . --
""-lED TO NE\1LY INDUSTRIALISED COUNTRIES MOVING INTO THAT CATE-
GORY. HE WELCOMED JAPANESE UNDERTAKING 10 PROVIDE ACCESS TO YEN - - -- -
~ITAL~_MARK_~ BUT ~GHT THI~ SHOUL"~ BE MONtrORI» AND REYIEWED 
IF DIFFtCULTIES AROSE IN PRACTtCE, WHILST SURVIVAL OF CONSENSUS 
WAS IMPORTANT SUCH AMaDMENTS TO THE. WALLEN PACKAGE WOULD STRENGTH­
EN IT AND M~QHT IE ~EGOTIA~l£ (ESPECIAlLY -'F ~S WERE PREPARED TO 
.. PORT Ee 1ft PURSUIT OF HIGHER JAPANESE MARGIN). 

- - --
7. IN SUBSEQUENT DISCUSSION IT EMERGED THAT DELORS HAD NO ROOM 
FOR MANOEUVRE. ~E COMMISSION (O~TOLI) ~ERE 'ESSIMISTle ABOU! 
CHANCES OF SECURING ANY CHANGES IN PACKAQE OR LENGTHY EXTENSION -- - -
TO 'RESENT ARRANGEMENT. OTHER PARTICIPANTS (!NCLUDING USA _AND _ 
~APAN) HAD ALREADY ACCEPTED !HE~. 'ROPOSALS WHICH WERE ON ~IN£S ORIG­

, IN ALLY_ SUGGEST!D BY THE COMMISSION. S~'PORTED ~y LAHNST!''', ttE DREW 
KrrENTION TO RISK OF DAMAGE TO EC'S WIDER TRADING RELATIONSHIPS AND 

- - --
POSSIBILITY 0' GATT ACTION IF EXPORT SUBSI DI ES CONTINUED FOLLOWING 

-- - . 

THE COLLA'S! OF THE CONSENSUS. HOWEVER, »ElORS_ MA!NTAINED THAT 
'ACKAGE AS IT STOOD WAS NOT ACCEPTABLE BUT HE INDICATED THAT COUNTER-- '" - -
PROPOSALS OUTLINED BY CHANCELLOR MIGHT FORM BAStS OF A SOLUTION. 

- - - ~ 

8." CHAIRMAN CONCLUDED DISCUSSION BY PROPOSING THAT. - - -... -
_ I) COMM!SSION SHOUlD CONTACT MR WAlLEN ASKING THAT THE_,DEAD-

LINE FOR OPt RY OF 'RESENT AGREEMENT SHOULD BE EXTENDED UMTIL l' 
-liNE, -- - -! I) PO~SIBLI CO~NT£~ROPOSALS SHOULD BE STUD~ ED BY EXPORT 
CRE~IT PO~ICY COORDI~ATIO" GROUP AT ITS NEXT MEET~NI (2'_ MAY) I 

til) FINAL Ee DICtSlo" SHOULD BE TAK'EN AT [COF'" MEETING ON 
14 JUNE. 

FCO - PSis Of s. PS/LPS, 'S/PUS, BRIDGES, HANNAY, CROWE, 
BROOMF, ELD, ~WllAND (TRED) 

CAB - HANCO CK , ELL I OTT _ 
DOT - PS/MFT, FRANKLIN, BENJAMIN (PEP) 
TSY - PS/CHANCELLOR, PS/FST; LiTTlER, CAREY, PEer 
£CGD ... TA"-OR, HENLEY, TWYFORD 
BANK - 'S/GOV£RNOR. BALFOUR 

- '. _a _ 

FCO PASS SAVING COPENHAGEN THE HAGUE ROME DUBLIN PARIS BONN 

LUXEMBOURG ATHENS WASHINGTON TOKYO 
BUTLER 
FRAME ECONOMIC 
FRAME EXTERNAL 
ECD ( I ) ECD (E) 

[ADVANCED/REPEATED AS REQUESTED] 
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INFORMAL MEETING OF EC FINANCE MINISTERS 

17 MAY , 1932 

40 

Th e meeting was held at the Pala i E Egmont in Brussels, beginning 

at 4.30 p.m. and continuing over dinner until about 9.30 p.m. The 

Chancellor of the Exchequer, the Governor of the Bank of England 

and ~~. Littler were present throughout, and Vrr. TwyforQ of ECGD 

for the first item only. 

_2. The two items discussed during the main part of the meeting were: 

export credit consensus and the EMS . Over dinner there was 

discussion of the prospective Versailles Summit. The main points 

are recorded below. The Chancellor also, both towards the end of 

the dinner discussion and in conversation with French and German 

colleagues separately, stressed the importance attached by the : UK 

to resumed discussion of insurance, and his insistence on having 

this on the agenda for substantive discussion at the June ECOFIN. 

Export Credit Consensus 

3. The chairman (De Clercq, Belgium) described the proposal of the 

Swedish chairman of the export credit group as being a mixture of 

good and bad points and posed the question whether it should be 

accepted, ~ejected, or whether there might be possibilities of 

further negotiation. Ortoli (Commission) recommended adoption of 

the proposal as a compromise which was not quite what members of 

the Community wanted, although fairly close to what the Commission 

had initially proposed. 

~. Delors (France) said that the proposal was not acceptable to 

France, because it was not really a compromise but a victory for 

the United states. He thought it was particularly damaging, not 

merely to French interests, but to the interests of developing 

countries (a point which he elaborated at some length in subsequent 

interventions). 

5. Pottakis (Greece) thanked the Community and the Commission for 

the efforts made on behalf of Greece, but said that, since these 

had not been successful in placing Greece in Category II, he could 

not support the Swedish proposal. 

1 



6. The r emain i ng Finance Ministers spoke in a tour de table. 

All indicated willingnes~ to accept the proposal ffia compromise. 

The Chancellor, in an effort to provide a bridge as well as 

reflecting UK views, urged the importance of avoiding a collapsE 

of the consensus but suggested that it might be possible to secure 

some improvements as t:~ e price of agreement, in particular: 

an increase in the Japanese lending margin, at least to 

0.5 per cent; 

some transitional easement of conditions for countries 

moving from Category III to Category II; 

- arrangements to monitor the effectiveness of the 

Japanese undertaking to allow access to the yen market, .. 
with provision for an early review of the margin for low-

interest-rate countries if access proved difficul t./He 

also suggested that there was some illogicality in the 

Greek position, and that their insistence on it weakened 

the negotiating position of the Community as a whole. -

Most of his remarks were echoed in varying degrees by 

most other speakers. Only Lahnstein (Germany), although 

agreeing in form with much of what the Chancellor suggested, 

tried briefly to urge all others to accept the Swedish 

proposal as it stood. 

7. Following a statement from Delors that he could not accept 

the proposal, or minor variants, without reference back to his 

Government, the chairman developed the idea that the Community 

should seek a postponement beyond 25 May, to give time for further 

reflectic~ and the working out of a satisfactory set of points on 

which the Community could seek improvement of the Swedish proposal. 

It was agreed that the points would be in essence those proposed by 

the Chancellor. It was also agreed that postponement should be 

sought until 15 June, to give opportunity for final positions to be 

taken at the 14 June ECOFIN, preceded by some further work among 

officials. The last remark in the discussion was that of Lahnstein, 

warning all concerned to be very careful in their proposals, because 

in his view the Swedish chairman had already been courageous in 

offering what was a genuine compromise between conflicting views of 

the Community and other countries. 
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EMS 

8. Schulmann (Germany) as chairman of the Monetary Committee, 

and Ciampi (Italy) as chairman of the Committee of Central Bank 

Governors, reported the views of their respective Committees, 

effectively offering no hope of substantial technical progress 

on the EMS at present, and recommending more attention to fundamentals 

of convergence of economic policies and performance. In a tour de 

table, regrets were expressed, ranging from routine to passionate, 

but with general acceptance of the inability to make progress at 

present, and general agreement on the importance of avoidlng 

dramatisation and publicity either arousing expectations or 

announcing failure. All agreed, that further work should continue, 

with Germany, Netherlands and the United Kingdom concentrating on 

convergence and the Com~ission and France fighting a rearguard 

action in favour of technical changes, supported at the end of the 

discussion by the chairman. 

9. Delors, claimed that the original Commission proposals had 

been sound and that, if they had been accepted and implemented 

at the beginning of the year, there would have been substantial 

favourable effects on markets and public opinion, and this progress 

in the affairs of the Community might well have helped discussions 

in such other fields as agriculture and the budget. 

10. In his final summing up, De Clercq acknowledged a retreat and 

expressed great disappointment. He concluded that there should be 

further discussions, on convergence, which was a matter for 

individual governments, and on technical developments in -the EMS, 

on which he insistently urged that the two Committees (Monetary 

Committee and Central Bank Governors) must go on examining 

possibilities of progress and report to the Council as soon as possible. 

11. After this summing up, the Governor of the Bank of ·England asked 

if he could take advantage of the informal nature of the meeting 

for some rather more frank talking. He referred to recent re­

alignments of currencies within the Exchange Rate Mechanism, and 

pointed to the fact that the most recent example had, unusually for 

such arrangements, been followed by a continued period of considerable 

turbulence in foreign exchange markets. He felt that this reflected 

a considerable and growing doubt in markets about the possibility of 
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.naintaining stable relati"onships when the perception of markets 

was that economic policies among members of the Community were 

tending to diverge, rather than converge, and the economic 

performances of those countries were seen to be diverging perhaps 

even more. In these circumstances, he felt that to focus attention 

on technical changes was rather like calling in the decorators to 

re-do the sitting-room, when the house was suffering from subsidence. 

He therefore joined those who urged more concentration on the 

fundamentals of e c onomic policies and performance. 

Versailles Summit 

12. There was an uneven conversation over dinner about preparations 

for the Versailles Summit (many parts of it difficult to hear from 

the ends of the long and narrow table~ 

13. Delors, for the benefit of those not involved directly in the 

Summit, outlined the agenda as a whole and the parts of it of 

particular interest to Finance Ministers. He emphasised the four 

subjects of world economy, exchange rate arrangements, East/West and 

North/South. Picking up remarks he had made during the earlier 

discussion on export credit, he placed a good deal of emphasis on 

the problems of developing countries, although others did not follow 

this part of his presentation with much comment. 

14. On East/West, Lahnstein offered that, apart from moves in the 

context of the export credit consensus, he would be very cautious 

of any changes, especially in the field of credit arrangements. 

There was fairly general agreement. 

15. Most of the discussion focussed on the United States and, 

largely because of the Chancellor's interventions at two or three 

points, Japan. The need to press changes on the United States was 

generally supported, with the Chancellor urging the line that the 

Community representatives should not tell the Americans precisely 

what to do, but should urge on them the importance of achieving 

changes quickly and decisively, in their own interests and as part 

of their leadership role. On Japan, a variety of views was expressed, 

with the French offering little comment, the Germans warning against 

too much pressure, and focussing only on imports and the value of the 

yen, and with the Chancellor urging that there was need for all 

participants in the Summit ~o sing the same spng fortissimo, as 

the best way of bringing the Japanese to recognise that they must bow 
to world opinion. 
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16. There were brief allusions to possibilities of some progress 

in international currency arrangements, between leading currencies. 

At one point Delors referred to the possibility of a "tripolar" 

arrar..gement; Lahnstein shortly afterwards took the opportunity of 

referring to the need for "mul ti-polar!' arrangements. 

I\~ext l\leeting 

17. There was a s uggestion at the end of the meeting that the 

next meeting, a formal ECOFIN on 1~ Ju~e~ might begin at 10.30 a.m. 

in Luxembourg. 

/ 

... ~ G. LITTLER) 
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INFO PRIORITY BRUSSELS COPE N HAGE ~ THE HAC UE RO PE DU BLI N PARIS BONN 
LUXE MBO~RG ATHENS 

N ~OU N C I L 17 DECE MEER : 

1982 REFUNDS 

SUr-l~1ARY 

1. THE COUNCIL CONFIRMED THE COMMITMENT IN THE AGREEMENT OF 26 
OCTOBER AND AGREED THAT A SOLUTIO N TO THE BUDGETARY I[" PASSE CAUSED 
BY THE PARLIAMENT SHOULD BE FOU ND THROUGH THE 1983 BUDGET AN D THAT 
THE UK AND GER MANY SHOULD NOT SUFFER ANY FI NANCIAL LOSS AS A RESULT 
OF THE RESULTING DELAY. 

DETAIL 
2. THE CHANCELLOR MADE AN OPE NING STATE MENT. HE STRESSED THE SERIOUS 
PROBLEM WHICH THE COMMUNITY FACED AS A RESULT OF THE PARLIA MENTtS 
REJECTION OF THE RECTIFYING BUDGET. IT WAS ESSE NrlAL THAT THE COUNCIL 
AND THE COMMISSION DETERMI NED JOINTLY TO HONOUR THE 26 OCTOBER AGREE­
MENT BY THE END OF THIS YEAR IN SPITE OF THE SETBACK. THIS WAS IMPOR­
TANT FOR THE UK AND FOR THE COMMUNITY. THE PARLIAMENT HAD BEEN RIGHT 
TO COMPLAIN THAT THE COUNCIL HAD FAILED TO AGREE ON A LONG TERM RE­
FORM OF THE FINANCIAL SYSTEM BUT HAD CHOSEN THE WRONG METHOD OF 
EXPRESSING rrs VIEW. IT WAS WRONG BECAUSE THE )0 MAY AGREEMENT IT­
SELF PROVIDED FOR A SOLUTION FOR 1982 .ON THE LINES OF 1980 AND 1981 

AND BECAUSE THE COUNCIL WAS IN FACT ABOUT TO BEGIN WORK ON A SUBSE­
QUENT SOLUTION . IT WAS ALSO A MISUSE OF THE PARLIAMENT'S BUDGETARY 
POWERS TO BLOCK AN AGREEMENT ARRiVED AT WITH DIFFICULTY BY MEMBER 
STATES TO THE DETRIMENT OF ONE OF THEM. 

3. IF THE PAYMENTS SLIPPED INTO 1983 THE BALANCE OF THE AGREEMENT 
AND I TS VAL uE TO THE UK WOULD B.E UPSET. THE AGREEr ·~ENT OF 26 OCTOBER 
MUST THEREFORE BE IMPLEMENTED AS PLANNED . HOWEVER, HE WAS NOT SUGG­
ESTING THAT THE COUNCIL SHOULD BRUSH ASIDE THE PARLIAMENT. THE 
COUNCIL SHOULD SEND A MESSAGE TO THEM STATING ITS DETERMINATION TO 
BEGIN WORK AT A VERY EARLY DATE ON A REFORM OF THE COMMUNITY'S 
au D GET A R Y S Y S T EM W H I C_H \~ 0 U L D PRO D U C E, ' N THE ':J 0 R D S 0 F THE PAR L I A­
MENTIS MOTION OF 16 DECE MBER, QUOTE A LASTING CO MM UNITY SOLUTION TO 
rHE UNACCEPTABLE SITUATIONS WHICH HAVE ARISEN FOR A ~UMBER OF 
MEMBER STATES UNQUOTE. AT THE SA ME TIME THE COU NCIL SHOULD EXPLAIN 
TO THE PARLIAMENT THE ~EED IN THE MEANTI ME FOR THE COUNCIL AND THE 
COMMISSION TO FIND A WAY OF IMPLEMENTING THE AGREE MENT AS PLANNED. 
THE UK WAS OPEN TO SUGGESTIONS ABOUT HOW THIS COULD BE DONE . THE 
MIBASSADOR HAD SUGGESTED ON t POSSIBILITY IN COREPER (A TR·ANS-
FER IN 1982). HE HOPED THAT MINISTERS WOULD AGREE THAT THE MEETING 
SHOULD Nor CONCLUDE BEFORE SETTI NG THINGS ON A RECOVERY COURSE . 

CONF.iDENTIAL 
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4. TH E CHAN CELLOR RAISED THE QUESTION OF ADOPTIMG THE REGULATIONS. 
HE SUGGESTED THAT IF ME MBER STATES COULD ~OT AGREE TO ADOPT THEM 
GEFORE RECEIVING AN OPINION FROM THE PARLIAME~T, THE COUNCIL SHOULD 
AGREE TO SEND AN URGENT MESSAGE TO DANKERT, DESIGNEb TO REACH HIM 

BEFORE PARLIAMENT DISPERSED AT LUNCH TI ME, INVITING HIM TO CALL 
AN EMERGENCY SESSION EARLY NEXT WEEK TO ADOPT AN OPINION. 

5. THORN (PRESIDENT OF THE COMMISSION) AGREED ON THE SERIOUSNESS OF 
THE SITUATION. THE COMMUNITY WAS IN DANGER OF ACDING AN INSTITU­
TiO~AL CRISIS TO THE EXISTIN~ POLITICAL AND ECONOMIC CRISES. THE 
COMMISSION SHARED THE REGRET OF THE UK AND THE PARLIAMENT AT THE 
FAILURE TO ARRIVE AT A LONG TERM BUDGET SOLUTION AND THE NEED TO 
RESORT TO AN AD HOC ARRANGEr-1ENT FOR 1982. I N RETROSPECT I THAD 
BEEN A MISTAKE NOT TO HAVE KEPT THE PARLIAMENT BETTER INFORMED 
DURING THE LENGTHY NEGOTIATIONS FROM MAY TO OCTOBER. 

6. THORN SAID THE COMMISSION HAD EXA~INED A ~IDE RANGE OF POSSIBLE 
SOLUTIONS. THEY HAD CONCLUDED - THAT THEy COULD NOT PROPOSE A~YTHING 

WHICH DID ~OT RESPECT THE PARLIAMENT'S ROLE AS HALF THE BUDGET AUTH­
ORITY. THEY DID NOT 3ELIEVE THAT THE REGULATIONS COULD BE ADOPTED 
IN THE ABSENCE OF AN OPINION FROM THE PARLIAMENT AND THIS IN TURN 
SEVERELY LIMITED THE BUDGETARY OPTIONS. A TRANSFER IN 1982 WOULD BE 
IN DEFIANCE OF THE PARLIAMENT'S ACTION ON THE RECTIFYING BUDGET AND 
WORSEN THE ROW. THE COMMISSION HAD NOTED THAT THE PARLIAMENT HAD NOT 
CHALLENGED THE SIZE OF THE REFUNDS TO THE UK AND GERMANY AND HAD 
THEREFORE CONCLUDED THAT THE BEST WAY TO PROCEED WAS TO ASK THE 
COUNCIL TO CONFIRM ITS DETERMINATION TO SOLVE THE PROBLEM ON THE 
BASIS INTENDED IN THE AGREEMENTS OF MAY AND OCTOBER. THE COUNCIL 
SHOULD ALSO UNDERTAKE THAT THE 1982 BAL~NCES SHOULD BE APPLIED AS 
A FIRST PRIORITY TO SETTLING THE REFUNDS. THE COMMISSION WOULD 
GUARANTEE THAT THERE WOULD BE SUFFICIENT FUNDS AVAILABLE FOR THIS 
PURPOSE. THE COMMISSION WOULD CONSIDEq AT ITS ~EXT ~EETING MAKING 
THE NECESSARY EUDGET PROPOSAL IN THE VERY EARLY DAYS OF 1983 TO 
GiVE EFFECT TO THE COUNCIL DECISION AND DRAWI~G UP A WORK PROGRAMME 
FOR THE DEVELOPMENT OF COMMUNITY POLICIES AS DESIRED By THE PARLIA­
HENT. 

7. THE CHANCELLOR REPLIED THAT HE COULD UNDERSTAND THE COMMISSION'S 
DIFFICULTIES IN RELATION TO PARLIAMENT. THE COUNCIL COULD NOT EXPECT 
THE COMMISSION TO PICK UP ON ITS OWN ACCOUNT THE CHALLENGE THROWN 

DOWN BY PARLIAMENT. IT WAS FOR THE COUNCIL TO DO THIS AND TO INVITE 
THE COMMISSION TO TAKE THE APPROPRIATE ACTION. HE SAW CONSIDERABLE 
DIFFICULTIES WITH GOING FOR A 1983 AMENDING BUDGET IN 1983. THE MAI~ 

1983 BUDGET MIGHT BE DISPUTED, AND THE PASSAGE OF AN AMENDING BUDGET 
WOULD REQUIRE THE AGREEMENT OF THE PARLIAMENT, WHICH COULD PROBWBLY 
ONLY BE SECURED BY CONCESSIONS ON FIGURES, CLASSIFICATION ETC. THERE 
WOJLD THUS BE NO CERTAINTY AS TO THE SIZE OF THE REFUNDS OR THEIR 
TIMING. HE COULD SEE NO BETTER WAY OF PROCEEDING THAN BY A TRANSFER 
IN 1982 AND HE HOPED THAT THE COUNC I L \-!OULD AGREE -TO I ~\f I TE THE 
CO~MISSION TO MAKE A PROPOSAL ACCORDINGLY. 

2.. 
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8. GORIA (ITALY) AGREED ON THE NEED TO RECONFIRM THE 26 OCTOBER 
AGRtEMENT, BUT ALSO 'NS~STED ON THE NEED TO AVOID A MAJOR INST-

/ ITUTIONAL CONFLICT. HE THOUGHT THE TRANSFER PROPOSAL WOULD FURTHER 
! INFLAME RELATIONS WITH THE PARLIAMENT AND THEREFORE PREFERRED THE 

COMMISSION'S COURSE. 

9. TIETMEYER (GERMANY) SAID THE 26 OCTOBER AGREEMENT MUST BE 
HONOURED. THEY HAD GREAT SYMPATHY FOR THE UK'S POSITION, BUT THERE 
WAS A PROBLEM TOO FOR GERMANY. HE SAW TWO PROELEMS WITH THE UK'S 
PROPOSAL. THE COMMISSION MIGHT REFUSE TO PROPOSE A TRANSFER AND 
GERMAN REFUNDS COULD BE PAID BY THIS ROUTE BECAUSE THERE WAS NO 
BUDGET LINE. HE WOULD BE INTERESTED TO KNOW WHETHER THE LAWYERS 
THOUGHT THAT ANY EXISTING LINE IN THE 1982 BUCGET COULD 3E USED FOR 
THIS PURPOSE. 

10. DELORS (FRANCE) SPOKE IN FAVOUR OF THE COMMISSION APPROACH. 
NOTERDAEME (BELGIUM) COWFIRMED THE COUNCIL'S COMMITMENT AND SAID THAT 
THE COMMISSION'S PROPOSAL WAS THE SAFEST WAY OF TRYING TO tMPLEMENT 
IT. ANDERS~N (DENMARK) . SAID THAT A SOLUTION MUST COMPLY WITH THE 

~ 

OCTOBER AGREEMENT AND WITH BUDGETARY RULES AND HE THEREFORE SUPPORTED 
THE COMMISSION. RUDING (NETHERLANDS) THOUGHT THE COMMISSION PROPOSAL 
WAS REASONABLE AND COULD SEE NO ALTERNATIVE, BUT HE ACCEPTED THE 
CHANCELLOR'S POINT THAT THE UK AND GERMANY SHOULD NOT SUFFER 
~INANCIALLY BECAUSE OF THE DELAY IN IMPLEMENTING THE AGREEMENT. HE 
ASKED WHETHER SOME ARRANGEMENT WAS POSSIBLE FOR SAFEGUARDING THEIR 
FINANCIAL POSITION, FOR EXAMPLE BY PUTTING THEIR REFUNDS IN 
SEPARATE, INTEREST-BEARING ACCOUNTS. 

I , 11. THE CHANCELLOR SAID HE WAS GRATEFUL FOR THE GENERAL REAFFIRMATION 
OF SUPPORT FOR THE AGREEMENT OF 26 OCTOBER. BUT THE PARLIAMENT'S 
REJECTION OF THE BUDGET RAISED AN ISSUE WHICH ~AS WIDER THAN JUST AN 
INSTITUTIONAL CONFLICT. WHAT WAS AT STAKE WAS THE POLITICAL INTEGRITY 
AND GOOD FAITH OF THE COMMUNITY. HE WAS WORRIED THAT THE SORT OF 
ASSURANCES THAT WERE BEING OFFERED WOULD NOT GUARANTEE THE RIGHT 
OUTCOME. HE REPEATED HIS SUGGESTION FOR AN IMMEDIATE MESSAGE TO THE 
PARLIAMENT ABOUT THE REGULATIONS. 

12. RUDING SUPPORTED THE CHANCELLOR'S PROPOSAL ON THE REGULATION 
PROVIDED THE LAWYERS SAID THIS PROCEDURE WAS CORRECT. TIETMEYER 
SAID THE COUNCIL COULD ONLY REACH A CON~ITIONAL CONCLUSION ON THE 
REGULATIONS IN THE ABSENCE OF PARLIAMENT'S OPINION. DELORS SA~D THAT 
SHORTCUTTING THE PARLIAMENTARY PROCEDURE WOULD AGGRAVATE RELATIONS 
WITH THE PARLIAMENT BUT HE WAS PREPARED TO GO ALONG WITH IT. ORTOLI 
(COMMISSION) SAID THAT SUCH ACTION WOULD WORSEN THE PROSPECT FOR THE 
PARLIAMENT ADOPTING AN A N END!~G BUDGET IN 1983. GORIA AGREED WITH 
ORTOll. TUGENDHAT, ON THE OTHER HAND, POINTED OUT THAT THE PARLIAMENT 
HAD HAD AN OPPORTUNITY TO COMMENT ON THE REGULATIONS THIS WEEK AND 
HAD DELIBERATELY CHOSEN NOT TO DO SO. CHRISTOPHERSEN (PRESIDENCY) 



CONCLUDED THAT THERE WERE SERIOUS DOUBTS IN THE COUNCIL ABOUT T~E 

~ISDON OF CALLING UPON THE PARLIA~ENT TO ADOPT AN OPINION AT A 
SPECIAL SESSION AND THAT IT DID NOT SEEM POSSIBLE TO PROCEED WITH 
THIS SUGGESTION. 

16. THE CHANCELLOR SUGGESTED THAT MINISTERS SHOULD REFLECT IN THE 
LIGHT OF THE DISCUSSION SO FAR AND DISCUSS THE MATTER FURTHER OVER 
LUNCH BEFORE RESUMING THE DISCUSSION IN THE AFTERNOON. 

17. IN THE EVENT MINISTERS SUCCEEDED OVER LUNCH IN REACHING AN 
AGRED-IENT E~'1BODIED IN THE TEXT CONTAINED IN f·'IFT. 

18. THE CHANCELLOR'S STATEMENT TO THE PRESS AT THE END OF THE COUNCIL 
IS REPORTED IN A SEPARATE TELEGRAM. 

FCC ADVAt~CE TO 

FCO 
CAB 
TSY 

EUTLER 

PSIS OF S,PS/MR HURD, EVANS HANNAY Df FONBLANQUE FRY 
HAN COCK DURIE 
PS/CHANCELLOR, PS/FST, COUZENS LITTLER HEDLEY-MILLER 
EDWARDS 

~~Mk ~CON()HIC. 
£C.D{,) 
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FO~LOWING 15 TEXT OF CH~ NCEl LOR'S STATE~ENT AT NEWS CONFERENCE, 
" £, K U SSE L "S t· ~ 0 N DAY 7 F E 3 R U A R Y • 

I WANT TO SUGGEST THAT 11 IS TiME FOR THE COMMUNITY TO FOLLOW 

UP THE HISTORIC ACHIEVE~[NT OF AGREEMENT ON A CO HM ON FfSHERJES 
POtier ~ITH A COMPhRABLE AGREEMeNT ON THE BUDGET PROBLEM. 

TH~ PARLIAMENT HAS UNDERLINED THE URGENCY. IN ~EJECTING THE 

1952 SUPPLE~E~TARY BUDGET IN DECEMBER, IT HAS CALLED FOR A 
LAST1NG SOLUTION. A NEw DRAFT SUPPLEMENTARY BUDGET tS BEFORE 
THE PARLIAMENT THlS WEEK, hND THE COMMISSION ARE ABOUT TO PUBLISH 
THEIR fDEAS FOR POLICY DEVELOPMENTS AND FINANCIAL ARRANGEMENTS. 
1 SHOULD LIKE TO TAKE THE OPPORTUNiTY TO SHARE A FEw THOUGHTS . 
A30UT THESE MATTERS. 

1932 SUPPLEHE~TARY BUDGET AND UK REFUNDS FOR 1982 
TO BEGIN WITH THE 1982 SUPPLEMENTARY BUDGET, 1 NATURALLY 
REGRETTED THE PARLlhMENT'S DECISION LAST DECE ~ BER. THAT AN 
AGREEMENT REACHED AFTER SO M~NY MONTHS OF PAiNFUL NEGOTIATION 
I~ THE COUNCIL SHOULD BE THR OWN OUT AT THE FlNAl STAGE CAME AS 
A CONSIDEP.ABLE SHOCK. WITH THE WISDOM OF Ht~DSIGHT Ir IS 
EASlER TO SEE THE HATTER IN PERSPECTIVE. THE COU~CtL WAS , 
PERHAPS U~R£ASO~ABLY OPTIMISTIC IN ASSUMING THAT THE PARLIAMENT 
wOULD BE ~ILLJ~G SI~PLY TO ENDORSE THE COUNCIL'S COMPROMISE. . 

" AND THERE IS EVERY ~EA$ON TO EMPHASISE, AS THE P~RL1AMENT HAS DONE, 
TH~ NEED FOR PROGRESS TOWARDS A"LONGEP TERM SO~UTJON. 
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PE N E D lOG 0 0 D ~ C C CJ U NT, ,~ N D TOR E J.. C H E h R L Y " eRE E t- ~ E NT 0 NTH E 

3 SLP? LE~ENTA~Y EUDGET ~ HICH GOE S BEFOR E THE PARLl~MENT THIS 
~ EK. WE ~EE~ TO LAY THE FO ~~ DATIONS FOR A ~OR E ~~RMONJOUS AN D 

C 0 11 S T Rue T 1 VI - R E L AT' 0 ~ S H t P Ee T \i E E NTH E C 0 r'j ;.!d) t\ I T Y , S IN S TIT U T f 0 N S 

IN THE FUTURE. 

I HOPE AND BELIEVE THAT THIS IS IN FACT EEGI~NIN G TO HAPPEN. 
S t NeE DEC E ~.!. 3 E R 1 S YO T E, TH E CO H ~ i 1 sst 0 N A, ~ D TH E CO U ~ elL H A V E BEG UN 

A D I A L CoG U E WiT H THE PA R L I A 1~ E NT iA' H 1 C H HAS A L REA!) Y BEE N H IG H L Y 

CONSTRUCTiVE. THE {NSTITUTIONS HAV E ALREAD Y DRAWN CLOSER 
T OGET~ER. THEIR RE?RESENTATIVES HAVE BEEN -SITTiNG DO~N TOGETHER 
A~D DISCUSSING THE C OK~UN ITyts PR OBLE MS, AS BEFITS PARTNERS IN A 
CG:~ViON ENTERPRISE. THIS SEE~~S TO KE A VALUABLE WA Y OF DOlt~G 

BUSINE SS - ONE WHICH WE SHOULD DEVELOP AND EXTEND. 

TH E PARLI AMENT HA S DPA~N ATTENTION TO A NUMEE R OF SPECIFIC 

ISSUES - THE URGENT ~E ED FOR A LASTING SOLUTION TO THE EUDGET 
PROBL EM, IN PLACE OF AD- HOC ARRANG EMENTS: THE ST~GtNG OF GRANT 
PAYKfNTS FOR ENERGY AND SUPPLEMENTARY MEASURES, THE NEED TO : 
INTEGRATE PAYMENTS TO THE UK AN D GER KAN Y WlTH CO~NUNITY POLIC1£S, 

. NOT AT LEAST ON ENERGY: AND THE CL ASSIFICATION OF EXPENDITURE AS 
-

OBLIGATORY OR -NON-OELIGATORY. THE COUNCIL HA S RESPON DED 
POSITIVELY AhD CO NST RUCTI VE LY ON ALL THE SE POf~TS IN THE RECENT 

. DiALOGUE AND THE NEW DRAFT EUDGET. IT HA S TRAVELLED A REMARKABLE 

D'S TAN C E t N ASH 0 R TTl ME. 'I HOP EVE R Y M U C H T HAT T K EPA R L J A HEN T 

WI L L N OW RES P 0 N D -I N A S i MIL A R S? I R , T OF F LEX t E' I L I TY AND 

COOPERATION, SO THAT THE COUNCIL'S NEW DRAFT BUDGET CAN BE 
ADOPTED wITH A MINIMUM OF DELAY. 

p--

IT WOULD IN MY VIEW BE PARTICULARLYUNFOPTUNATE · IF THE [VENTS 
GF LAST DECEHBER ~ERE TO BE REPE~TED. THiS WOULt DAMAGE THE 
INTERESTS OF THE CO MMUNiTY AS A WH OLE AS yELL AS PENALtSlHG THE 
UNITED KlNGDOH AGAIN AND TARNISHING THE CO~MUN1TY'S IMAGE IN THE 
EyES OF THE BRITISH PEOPLE. IT WOULD AL SO BE A CRUEL IRONY. FOR 
BRITAINtS VIEWS ON THE MATTERS AT ISSUE ARE PROBA BLY CLOSER TO 
THE PARLIAME~Tts TH~N THOSE OF ANY OTHER ME~BE R STATE. WE IN 

~ 

BRITAIN HAVE CALLED REPEATEDLY FOR A LAST1NG AND COMPREHENSIVE . -

COMHU~ITY SOLUTJOf~ TO THE BUDGET PROBlE"": "HICH WILL FREE THE 

CO~~UW1TY FROM THE DAMAGING AND PROTRACTED QUARRELS OF RECENT 
YEARS. THESE QUARRELS ARE A BY-PRODUCT OF THE CONTiNUING AD HOC 
SOLUTIONS WHICH BOTH THE PARLIAMENT AND ERITAIN WOULD LIKE TO , ! 



A~CF - ~HICH CHARACTE~ISE THE P~ESE~T SITUATICN ~\~ THE 
THEy PL ACE ON CERTAIN MEMB ER ST ATE S ~~E A SERIOUS 

LE!·f ~'HICH CALLS FOR AN :~ ',~::DrATE - SOl..UTtO~,' t . 

A LASTING SOLUTION ... 
I TU~H 'N OW TO THE QUESTION OF A LASTING SOLUTION. ~HA T SHOULD 
THE OBJECTIVES BE? AND WH AT FOR SHOULD IT TAKE? THE IDEAS 
WH ICH THE COMMISSION ARE PUBLISHING TODAY AN D TO~QRROW, ON THE 
CO MM UNITY'S FINANCING SYSTEM AN D THE DEvELOPMENT OF COMMUNITY 
PLtCIES, WILL BE HIGHLY RtLEVANT TO THIS. I LOOK FOR \tJA RD TO 
STUDYING THEM. I MYSELF SET OUT A BROAD PH1LOSCPHY ,~ MY HAGUE . 
SPEECH OF JUNE 1931. I '~ f..NT TO!)AY TO OFFER A FE~' THOUGHTS IN A 
SEVERELY PRACTICAL VEIN. 

AS TO OBJECTIVES, WH AT wE NEED, I SUGGEST, IS A CCHMUNITY 

SOLUTION WHICH'S LASTING, FAIR t SI MPL E, CONSTRUCTIVE AND 
CO~MUN AUTAIRE - ONE WHICH WILL PROVIDE A SOLID BASIS FOR THE 

CO MH UNITY·S FUTURE DEVELOPMENT. WE NEED AN ARRANGEMENT 
WHICH CAN BE GUARANTEED TO SOLVE THE PROELEM C~CE AND _ 
FOR ALL - A MEANS OF SOLVING THE PROBLEM, WHICH ONCE IMPLEMENTED, 
WILL REMOVE THE NEED FOR BUDGET REFUNDS AND TAKE THE WHOLE 
SUBJECT OFF THE COMMUNITY·S REGULAR AGENDA. 

AS TO FORM, THE NEED FOR THE DEVELOPMENT OF COHMUNITY POLICIES 
IS ~IDELY ACCEPTED. THE BRITisH GOVERNMENT HAS RECENTLY CONTRIBUTED 
SOME IDE~S ONTHtS IN THE BOOKLET CALLED • A" POSITIVE APPROACH'. 
WE FAVOUR A FRESH LOOK AT THE REGIONAL DEVELOPMENT AN D SOCIAL . 
FUNDS. WE WANT TO SEE GREATER PROGRESS TO~ARDS THE COMM UNITY'S 
ENERGY OBJECTIVES AND IN PARTICULAR AN INTEGRATED STR~TEGY FOP. 
COALe ~E FAVOUR SELECTIVE SUPPORT FOR HIGH TECHNOLOGY JNDUSTRIES, 
SUCH AS THE EUR8PEAN STRATEGIC PROGRhHME FOR INFORMATlON 
TECHNOLOGY. IF AGRICULTURAL EXPENDI TUR E IS PRO?ERLY CONTROLLED, 
THE ANNUAL GROWTH OF THE COMMUNITY'S REVE~UES SHCULD PROVIDE 
THE NECESSARY FINANCIAL RESOURCES FOR SUCH PURP OSES AND INDEED FOR 
ENLARGEMENT. 

REALISTICALLY, HOwEVER, ~E HAVE TO RECOGNISE THAT POLICY 
DEVELOPMENTS SUCH AS THESE WILL NOT SOLVE THE P~OoLEM OF BUDGETARY 
IMBALANCES ON THEIR OWN. THEIR ARE TWO REASONS FOR THIS. 
- FIRST, THE SCALE OF THE UK'S PROBLEM, IN PARTICULAR, IS JUST 

TOO GREAT. TO TAKE A SIHPLE EXAMPLE, THE REGIONAL DEVELOPMENi 
FUND WOULD NEED ON PRESENT QUOTA SHARES TO BE I~CREASED By 
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) TO GIVE THE UK ~ ET RECEIP TS EOUIVALENT TO OUR EASIC 
REFUND FOR 1932 OF 35D MECUS. 

- SECOh:D, ~~ ['v.' POLICIES WHICH l.RE GOOD FOR THE co ~~r~ UN1TY AS A 

~HOLE, AND HENCE ATTRACTIVE IN THE~SELVES, MAY ~OT IN FACT . 
P~ODUCE NET RECEIPTS FOR HEK2ER STATES ~ OW BEARING ExCESSiVE 
3URDENS. 

SINCE wE CANNOT RELY ON THE DEVELOPMENT OF COMMUNITY POLiCIES 

~lONE TO SOLVE THE PR JBLEM, A LASTI~G SOLUT\O~ WILL NEED TO INCLUDE 

S 0 ~~ E C HAN G E SON THE F I t~ ~ N C I N G SID E A S 'w ELL - C H A t~ G E S vl K I C H C A ~ 

EE GUARANTEED TO PREVENT ANY RECURRENCE OF THE PROBLEM, WHILE 
DISTURBING THE COMMUNITY'S EX1STiNG ARR ANGEMENTS AS LITTLE AS 
POSSIBLE. I WOULD LIKE TO MENTION TWO ALTER NATIVE POSSIBILITIES 
BY WAY OFEXAMPLE. J STRESS THAT THESE ARE NOT PROPOSALS.l 
MENTION THEM TO SHOY: THAT 1T lS '- -POSSIBLE TO SOLVE THE PROBLEMS 

ALONG THESE LINES. 

ONE POSSIBILITY ~OULD BE TO TACKLE THE PROBLEM DIRECTLY BY MEANS 
OF A FiNANCIAL EOUALISATION ARRANGE MENT. THIS COULD D~AV 

.FROM THE LANGE RESOLUTION OF 1979 AND THE SPINELL1 RESOLUTION 
OF 1931 THE VALUABLE IDEAS OF RELATIVE PROSPERITY AND 
ADJUSTME~TS TO VAT LIABILITIES. IT COULD 3E EXTREMELY SIMPLE. 
THE VAT LIABILITIES OF HE~BER STATES NOW BEARING EXCESSIVE 
BUDGETARY BURDENS COULD BE REDUCED SO AS TO PLACE AN UPPER LIMIT 

. ON THESE BURDENS~ THESE LIMITS COULD BE CALCULATED EY REFERENCE 
TO RELATtvE PROSPERITY AND GDP. THEY COULD BE SET AT ANY LEVELS 
WHICH THE COM~':UNln THOUGHT FAIR AND REASO~ABLE. FOR EXAMPLE 

THESE LIMITS COULD BE SET SO AS TO REFLECT THE r~EHBER STATE'S 
RELATIVE GDP PER HEAD AND ~OULD RISE PROGRESSIVELY TO A HIGHER 
PERCENTAGE OF GDP FOR MEMBER STATES WHOSE GDP PER HEAD~AS WELL 
ABOVE THE COMMUNITY AVERAGE. 

ANOTHER POSSIBILITY WOULD BE SOME CORRECTIVE ARRANGEMENT RELATED 
TO CAP FINANCES. THIS WOULD RECOGNtSE THAT, AS THE CO~~KISSION POINTED 
OUT IN THEIR ~A~DAT[ REPORT OF JUNE 1981, THE PROBLEM OF 

t 
BUDGETARY IMBALANCES, AND IN PARTICULAR THE UK PROBLE~, A~ISES 

MAIN~Y FROM THE BUDGETARY IMPACT OF THE CAP. SUCH AN APPROACH 
ONCE AGAIN~ COULD EE VERY SIMPLE. THE VAT LiA31L1TIES OF THE 
COUNTRIES WHICH CONTRIBUTE P.ORE. THAN THEY RECEIVE FRO~ THE 
BUDGET COULD EE RELATED TO THE DIFFERENCE BETwEEN THEIR SHARES 
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PER HE~D W ~S MORE THAN SGME SPECIFIED PERCENTAGE OF THE 
C ''''' ''';UNITY l,VERAGE. 

ON PAST EXPERIENCE, THE A CHIEVE~ENT OF CO~SE~SUS O~ A LASTING .. 
SOLUTION lS BOUND TO TAKE SOf1E TH~E. AND n'i PLE~ENTATION IS 

SOUND TO TAKE MORE TIME - EVEN FOR SOLUTIONS AS StMP~E AS THOSE 
\~H \CH , HAVE OUTLiNED TODA Y. AS THE PARLt !..I·~ ENT HAVE REI'l.}r·lDED US, 

HO~EYER, wE NEED TO PROCEED WITH ALL POSSIBLE URGENCY TOWARDS A , 

LASTING SOLUTION. AND OF COURS E ARRANGEMENT S WILL HAVE. TO BE 
~ADE FOR THE INTERIM PERIOD. 

COt~CLUS JON 
-

TO SU!~ UP, THEN, THE CO MM UNITY MUST FiND A LASTf~G SOLUTiON 
hND FI~D IT URGENTLY. THE COMMISSION ~fLL SHORTLY BE CONTRIBUTING 
ITS IDEAS. I HAVE CO~TRlaUTED SOME TODAY. OTHERS WILL DOUBTLESS 
COf,TR iE-UTE THE IRS AS ';,rELL. I HOPE THAT iHE CO~";i1UN IT)"$ 

iNSTITUTIONS WilL GIVE SERIOUS CO NSIDERATION TO ALL THESE IDEAS, 
I 

~ITH A Vl£~ TO REACHING AGREEMENT ON ~ FAI R ~N D LASTI~G SOLUTION' 
AS SOON AS POSSIBLE. 

FCO ADVANCE TO : 
TSY - PS/CHANCEllOR HALL L!TTLER 

EUTlER 
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LUXEMBOURG ATHENS 

-
ECOFtN ' COUNCIL 17 NOVEMBER 1981 
SUMMARY TElEGRAM 

1. THE -j NSURANCE SERVI CES »; RECTI VE WAS THE ONLY ITEM ON THE 
. -

AGENDA. DI SCUSSION CENTRED OM THREE MAl M AREAS - THE TREATMENT 
OFt CP R-' ~KS, FREEDOM OF SERve CES ~OR BRANCH~ AND AGENC' £S 
AND TAXATION. THE CHANCELLOR WAS IN THE CHAIR, THE FINANCIAL 
SECRETARY REPRESENTED THE UK. ONL Y FI VE COUNTRI ES WERE 

REPRESENTED BY MINISTERS, IN SOME CASES FOR ONLY PART OF THE 
TIME. 

2. SOME TANGIBLE, THOUGH LIMIT£D, PROGRESS WAS MADE IN MOVING 
lDWARDS SOLUTIONS. AMONGST OTHER DElEGATIONS THERE WAS GREATER 

~ .. . - . 

EVIDENCE C?! WILLtN&NESS TO SEEk COMPROMISES THAN ON PREVIOUS 
OCCASIONS. 

- _. 
ICP RISKS - .. 
l. THE CHANCEllOR aUMM£» UP DISCUSSION BY CAU.ING FOR fURTHER 

6- .. , . 

W)RJ( ON THRE£ POSSIBLE COMPROMISES iNYOLVINGt-- -
(A) THE EXCLUSION OF' CERTAIN CLUES OF RISKa 

- ... - - ~ 

(B) ~E FI XING OF TH~~HOLDS FOR CERTAIN RISKS, 
(C) SIMULTANEOUS NOTtFI CATION. 

- - - -
4. THE FRENCH AND ITALIAN DElEGATIONS FAVOURED A DIFFERENT 

~. - -
!'PROA~, 'NVOLVI~G SUBST.ANTIVE .~£RIFICA!IO~ ~F .. ANY IHSUR~ 
INTENDING TO PROVinE VERVICEI PRIOR TO HIS HUTIAL ENTRY INTO - - -
lHEIR MARKETS, WITH VERY LITTLE CONTROL THEREAFTER. 

BRANCHES AND AGENCI D 
5. THE BASIC APPROACH OF A TRANSITIOIAI. PERIOD FOR fREEtIOM OF -- - -
SERVICES FOR BRANCHES AND AGENCIES WAS ALMOST UNIVER'~Y 

ENlX)RSED, SUiJECT_ TO AGRE&1ENT LATER ON DURATION .. . GERMAN . 
PROPOSALS TO REQUIRE HEAD OFFICES AND THE AUTHORITIES SUPERVISING 

THEM WERE REFERRED BACK :FOR FURTHER STUDY. THE COMMISSION WERE 
,NVtTED TO PROPOSE AN ANTI-ABUSE CLAUSE, AT THE REQUEST OF 
LUXEMBOURG. 

RESTRICTED~ .. __ . 



----.. -.-.~~ .. -.----~--------

-
6. THE SUGGESTED APPROACH TOWARDS CUMUL PROHIBITING BRANCHES 
FROM CARRYING OUT PRESENTATION, CONCLUSION AND EXECUTION OF 
CDNTRACTS ON BEHALF O~ !HEI R HEAD OFFI CES, WAS GNERAll Y ENOORSED, 
BUT THERE WAS NO UNANIMITY ON THE INCLUSION OF ALL THREE TERMS. 
THE CHANCELLOR CALlED FOR GREATER PRECISION IN THEIR DEFINITION. 

-
TAXATION 

.. 

7. OPTIONAL VA!,~NCOUNTERED OBJECTIONS, AS BEING LIARLE TO 
DISTORT COMPETITION. THE COMMISSION AND OTHERS CONSIDERED THAT 
A SEPARAT~ DIRECTIVE~INVOLVJNG NEW COMMISSION PROPOSALS AND 

~NSUL!ATIONOr PARL..IAMENT,_ WAS HE.EDED TO AMEND THE 6TH VAT 

~f RECTI VE. T~E PRES I DENC'Y t s TO Dt SCUSS THE WAY FORWARD URGENTLY 
WITH THE COMMISSION. 

FUTURE PROSPECTS 
- - -

S. FURTHER \l)RK ON THESE ISSUES WILL TAKE PLACE iN COREPER. 
. " 

THERE REMA' NS A GOOD CHANCE OF PROGRESS UP TO AND AT THE F'IA&.. . -

~FIH COUNCIL OF THE UK PRESIDEN~Y. If THE MORE ~PERAT'VE 
SPI RIT SHOWN AT THIS COUNCIL PERSISTS. JUT RESOLUTION OF' THE 
KEY OUTSTANDING ISSUES Will DEPEND ON SOME FLEXIBILITY 01 OUR 
PART AS WELL. 

Fro ADVANCE TO. 
-. 

FCO - PS/ SOFS. PS!L.PSa PS/pUSa HANNAY, SPRECKLEY, DE CHASSI ROlh 
PI RNI E 

00 - a..L.OTT. BROWN 
t I E - KNOX, WATSON 
IDT - REID, HENES, BIRCH 
~y - PS/CHAHCELLOR, PS/F'STI HANCOCK. PERm. PERFECTa SCHOLlS 

BUTLER 
F R..AME... ~c...o NOMIC 

E..C-.":D 0) 
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TELEGRAM NUMBER 4)24. OF 17 NOVEMBER 1981 

-
INFO IMMEDIATE BONN .- ... ... -
INFO ROUTINE BRUSSaS COPENHAGEN THE HAGUE ROME DUBLI N PARI S 
LUXEMBOURG iTH£NS 

ECOFI N COUNCil 17 NOVEMBER 1981 
- -

INSURANCE SERVI CES DI RECTI V£ 

SUMMARY 
- " 

1. MODEST PROGRESS IN CLARIFYING SCOPE 'OR COMPROMISE 01 ARTI(4ES . -
U 0 AND 11. BROAD AGREEMENT ON AP'ROACH SUGQESTD • N PRES I DEIICY . . 

CDMPROMI SE PROI'OSALS 01 BRANCHES AND AGElle1 £s AID QJMUL.. COREPER 
_. - - . -

10 CONTINE WRIt" Ott THESE PROILEMS III LlaKT OF' COUNCil'S I)lSCUISION. 
FOR REPORT ON TAXATION PLEASE SEE Min. 

. 
lETAIL . - -
~ MEErIN; OPEltED WITH FOUR DELEGATION' REPROEIfTED BY M,.tITERS 

.. -
MD_ REMAINDER BY pEPUTY PERMAtlarr REPRESEHTlTI VES, DB-ORa (FiAla) 
MRIVED AT LUNCHTIME. AI.. THOUGH 10 SPECTACULAR 'ROGIES8 VAS - ~ .. 

MADE. _ naeSATIONS WERE a.E~RLY BETTER, BR_IEFG TMAII OM PR~IOUS 
OCCASIONS ANI) TK£RE WAS EYI DEICE OF WIUiNGlna TO RECONCILE .- - -< 
Dt FFERI HG VI EW. 

...~ -
3, .. INTRODU~'NG THE PRESIDENCY '..,ER (11142/81) THE CKANCEUJ)R 
SAID THAT IT HAt) IICOME APf'ARDT THAT 'ROIRESS CCUL» ON\.T BE - - - ~ 

NDE IT I)ISCU$S,I' TEXTS RATlfO TN" PRINCIPLES. HE 'ROPOSED - --
ntAT ' ..... TT~EN-1T10R SJl)ULD FIRST IE DIRECTD TO ARTIQ.E 7. 

- - . --. 

... COMMI sstOIER TUGEIIDHAT IAI D TMAT PROGRESS AT TNIS COUNCIL 
. -

WAS VITAL. THERE HAD BEEN MODESTLY bCOURAQI.G DEVELO'MENTS .. . ---
S' NCE THE LAST COUNC) L, OF._ WH! CH THE SERM.. PROPOS!L .. WAS A . 
t£LPFUL EXAMPLE. THE COMMtSSIOR FaT IOUND IY JUDIC.AL RESTRAINTS - -
IMPOSE» IY_ TH~ TR~TY, BUT WAI 'REPAID TO TAKE PRAIMATI C RATHER 
THAN IX)c:!'RfNAI RE LI~E, AND HOPED "EMlER STATES WO~D IE ABLE ~ 
SHOW SIMILAR FLEXIBILITY. 

- - - . 
5. Ft RST ROUMT OF DI SCUSSION ON ART' CLE 7 PRODUCED lOME REPETITION - . - ... 

OF FAMIL I AR POSITIONS. SUPPORT FOR GERMAN TEXT CAME FROM FRANCE, 
. -
ITAL.!. IRaAND ,AND GREECE. UK, NETHERLANDS AND DENMARK FAVOURED 

PRES'DEHCY VERSION. 

- - . . 

~ LE PO I VR~ (BELG. ~M) SAl D THAT BaG' UM HAD FAVOURED COMP~ETE 
LtBERALISATIOH FOR ICP BUSINESS BUT NOW ACCEPTED. THAT PROHIBITION - - .- -
t:I NOTI FI CAT' ON COULD NOT BE AGREEl). THEY COULD ACCEPT PRESI BENCY -- .' - - _.- -
lEXT ON CONDITION THAT PROVISION FOR Al'PllClTIOft OF PRICE - -
CONTROLS WAS INQLUnED AND THAT CLASSES 8, 9. 13 AN~ 16 WERE EITHER 

IS..ETED OR SUBJECT TO TlfRESHOLDS.. /..,. 
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7. MUtLEN (LUX94BOURQ) TOOK SIMILAR POSIT'ON AND PROPOSED_nuT 
NEW PARAGRAPH SHOUlD BE ADDED AFTER ART1 ClE 7( 1) I NTRODUCI fiG 

lHRESHOLD OF 1mM EaJ PER CONTRACT FOR CLASSES 8, 9 AND 16 AND 
THRESHOLD OF 5M ECU TURNOVER FOR CLASS 13. THUS AMENDED, 

PREst DEMel T£XT WOULD BE PREFERABLE TO GERMAN PROPOSAl.. WHI CH 
HAD DRAWBACKS FOR -CONSUMER PROTECTION. TUG£NDHAT SUGGESTED 

~ - -. 
"(HAT THIS AMEHI14EHT HIGHT ENABLE OTHER DEl.E&AT10NS TO RALLY TO 

-' 
PRESI DEMey TEXT. 

-a. FOR THE UK THE FI NANel AI.. SECRET ART WAS ENCOURAGED BY SUCH 
- --

SUGGESTIONS FOR MAKINQ PRESIDENCY TEXT MORE '£NERALlY ACCEPTABLE. . . 

"THE ~E'RM~ V.~RSI~N OF AR!I Q..! 7( 2) WAS QU!T£ U"ACCEPT ABLE TO 
lJ( 81 NCE IT tMPlI ED llJPLI CATION OF SUPERVISORY PROCEDURES. 

. - -
9. SCHULMAN (GERMANY) ARGUED THAT SIMILAR TYPE-AfIPROVAL 

- -
PROCEllJRES sttoULD Ii ~'LI CABLE TO INSURANCE AS TO OTHER 
PROllJCTS SUCH AS CARll THERE VAS NO FUJlDAMEJlTA. REASOR TO 
.. - - - - .. 

DlF'FER£1fTIATE BETWEEN MASS RISKS AND tCP RISICI ,M TH" CONTEXT. 
- .. 

PERM,.,S 11 PER CENT OF AU. POL I CYHOlDERI DI D lOT IUD CONSUMER -. -
PROTECT.O., WHI eM VAl ARGUMENT FOR TMRESHOLJI, BUT CDMPLET! 
lRAftSPAREliCY VAS NECESSART FOR 'ROTtCTIOR OF SMALL AMD MEDIUM _ _4 _ __ 

S~ID_.~'c:tHOL~ IT WAS ~REOV~ ESlillTl .~ !O AVOID 
DI~CRtMI.lTIO" ~GAt"ST ES!~I SHED INSURERS, '1 IIlTERESTI OF 
FA.R AND EFFECTIVE COMI'ETJT101. 

- - -
11. MARCORA (ITALY), EXARCM!S (;REECE) AID SWIFT ('R~~D) WERE 
LL 'REP ARED TO ACCEPT PRES I DDCY TEXT SUBtllCT TO F AM IL I AR - ... - -
CDIIDITIONS,.IUT MOlE Flw)~RD ItrrRODUCT10N O! TH~ESHaLDa. _ 
MARCDRA Q.AIMED THAT 'ltESI DOel TEXT WULD Dt ICRI"' NATE MAl lIT - ...... .-
ESTAiLISHMEftT BUS.IISS. nus WAS RLIECTED BY IICDU. (CMAIRMAI_ 
aF CDREJlER ~tol ~. llOUHDi TMlT AlrlCLI 7 COVEREb ESTABLIS ..... 
MENT AND SERVICES BUSIIUS ALIKE. 

-
U. ~I ~~ (FRANct) ~UGKT THAT ~£RMA. TEXT OFFDD MORt 
FLEXIBILITY TIWf PRESIDEMel VtRSIOI. MEMBER STATES WOULIJ HAVE - _.. - - - -., - -. 
CPT,!», TO REQUIRE. NOTI'!CAT!OIl OR lOT. AID NOTIFICATION COULD 
It SIMULTANEOUS. NOTIF'CATION COULD EVEI BE HELPF'tLlO AN - - - -
JN~URER .1 DRA"ING HtS ATTENTIO. TO LOCAL REQUIREMEJITS OF' 
~t CH HE WAS UNAWARE. 

12. THE CHANCaLOR COMM£HT£D THAT OBJECTIONS .TO 'RIOR NOT1 Fa CATION 
. -

SEEMED TO ARt SE FROM ITS RESEMBLANCE TO AN APPROVAL. 'ROCEaJRE. -- - - .. 
SfMUl TAN EOUS NOTI Ft CATION SEEMED LESS OBJECTIONABLE, AND HE 
- - -
INVITED DelEGATIONS' REACTION. 

- - -
U. THE FST SAl D !MAT THE VERY EXISTENCE OF_ CHECK ING 'ROCGURES, 
SUCH AS WERE API'Ll ED AT PRam, VERE IMPEDIMENT TO FREEDOM OF 
SERV-' CES. TME UK WAS PREPARED TO STUDY POsSaJ',LI'TY OF s-iMUL T-- - - . 
MEOUS NeTIFt CATION, BUT IT WO~D BE NECESURT 10 CONSIDER VERY 
CAREfULLY WHAT_WAS TO BE 8CtTI~lED, A.ND TO ENSURE THAT ANY 
FOU.OW-UP WAS IN ACCORDANCE WITH ARTICLE 11. 
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148 VAN SWINDEREN (NETHERlANDS) SUPPORTED UK'S VIEW THAT THERE 
SHOUlD BE REAl llBERALISATION. T~UGH PREPARED TO ACCEPT SOME 

, ., 

RESTRICTION1 HE ilAS SCEPTICAL BOTH ABOUT THRESHOLDS AND ABOUT 
SIMULTANEOUS NOTIFICATION. 

-
15. TUGENDHAT THOUGHT THAT SIMULTANEOUS MOTIFI CATION SHOULD BE 

- -
EASIER TO ACCEPT. HE SUGGESTED IT COULD BE LtM1TED TO GEHERAl. 
<DNDITIONS o Nt. V. 

-
16. SCHULMAN COUlD ENVISAGE POSSIBILITY OF SIMULTANEOUS - - ... -
!IlTI FI CATION FOR RI S)(S D~I NED t ~ ~RTt CLE 7( 1). TH1'S SHO~D .. 
INQ..UDE G~ERAL AND SPECI AL CONDITIONS AND FORMS. BUT NOTIFI CATION 
OF RATES MIGHT NOT BE NECESSARY. 

- . -
17. VIDAL INSISTED THAT THERE SHOULD IE PRIOR MOTIFICATtON OF 

-- - -
C!lNDITIONS AMp RATES AT THE OUTSIT, BUT '~MtJL TARBlUS NOTIFICATION 
MIGHT BE fIOSSIBLE THElIE1nn. MARCOR SIMILlRL T ARGUE» FOR - --
(lfCE-AND-FOA-ALL PRIOR lOT' FJ CATION. 

.' 
11. THE CHANCEU..OR CON~UJ)E» THAT THREE POSSIBLE APPROACHES 

.. - .... --- -
HAD BEEN .'1)£fI!'F1ED - El!'-LUSIOK of CERT~t~ RI~Sf TKR~SHOL.D$ 
FOR CERTAIN ~lstC~t AND llMULTDEOUS IOTt'ICATIOI - WI.eM MEEDED 
FURTHER EXAM. JlATIOR. 

. ~,- - - ~- . 

~ .• ON INCLUSION OF LI.ER~ PROFESSIONS 1-1 'RTIQ.~ 7( I) "UHLER 
SAID THAT AGREEMENT OJ& TltIS WAS LINKED WITH QUESTtOIl OF THRESHOLDS. 

. - . . - -
FRENCH AND IRISH POSITIOI WAS SIMtt.AR. SCHULMAJI COlLD ACC!JIT - ..,- ... _ . 
INQ..UstON IN COIITEXT OF COMPROMISE. TH£ FINANCIAL SECRETARY 

~ . --
POINT£D OUT THIT LIBERAL PROFUSIONS MIQHT 'NYOLVE VERY LARGE . . 
RISKS, JUT WAS 'REPARED TO CONSIDER THRESHOLDS. 

- ~ ~ -
m. POSITlol' 011 OTHU DIs.eUTD ~tlrn 'II ART1Q.E 7 9 AIID U WERE 
/IS FOLLOWS, 
ART! Q.E 7( 3) - ACCEPTABLE TO ~ _ BUT tiETMERLANDI 
ARTfQ.E 7(4) - UK ACCEPTED PRtRCIPLE BUT ~~ CO.CERlD 1!tAT OTHER 

LEGAL RUL ES ' SHOlL D J E SPEC I F I Ell, AlD CONS I STOT 
... - - -

WIT14 T1t£ATY. CO""ISIOI SAtD SUCH RILES MUST IE - .-
.JUSTIFIABLE II TERMS OF VO .. "EMAIL tlUDlEMDT. - - -
last ANI WMTEJ) PRICl CONTROL 'ROVISION BUT UNDERSlOOD 
UK " COli CEMI. 

ART1 a...E 9( 2) - DANES ATT ACH£D GREAT IMPORT AleE TO (D). UK AND , 
NETHERLANDS MAltlTAINED RESERVES. - . .-

ARTI CLE 9( ') - AU. DElEGATIONS COULl) ACCSlT 'NCLUSION 0"_ !OT!' 
SECOND AND FOURTH SUB-PARAGRAPKS, EXCEPT ITALIANS 

WHO WANTED SECOND ONL Y 
ARTICLE 1.6(2) - IT~IARS LIFTED RESE~VE ON REFERENCE TO SPEC1F1C 

BUSINESS. RESERVE MAINTAINED EY GREEKS, BaGIANS 

PROPOSED AL TUNATa VEL. 'f 'S'ECI FIC BRANCH'. 
..3 
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- . - - - . -.. -.. 

ARTICLE 1I( J) - BROAD ENDORSEMENT G1 VEN TO I RISH PROPOSAl TO REPLACE 
LAST 2 LINES IY ft ••• MEASURES AS ARESTRICTL~ 
NECESSARY TO PREVENT THE FURTHER CONCLUSION OF 
INSURANCE CONTRACTS BY THAT UNDERTAKING BY ~AY or - .- -
PROVISION OF SERVICES WITH,M ITS TERRITORY." 

ARTIClE 11(5) ~ UK ~D METMERlA!1lS OaJEC!D STRONGLY TO INQ.,~eON 

~F FINAL SENTENCE.. ITALAINS! WITH GREEX SUPPORT, 
INSISTED Olt RETENTION BUT' HIIfr£D AT FlEXIBIl.ITY. -- - -. 
CHANCELLOR SUGGESTED ANSVER MtGMT BE ,N COOPERATION 
BETWEEN SUPERVISORY AUTHORITIES. 

- -
21._0N BRANCKES_ AND ~EJfCI£S, PRESIDEHCY PROPOSAL FOR TRAtf~'TIOHA. 
!'ERion SET OUT '"~ ARTIClE ~. WAS ACCEPTABLE TO tREECE ~D IRB-AN», 
IN 10TH CASES SUIJECT OITAIN'IG 5-YEAR OVERALL DEROGATIOI FROM - --- - - -
T1TLE • II OF THE DI RECTI VE. I TAt. Y ANI) FRAMet COULD ALSO ACCEPT 

~ ~ .. 
PROPOSAL, JUT BOTH WANTED LOIIGER TRANSITIONAL PERtOD. 

- ~ -.. - -. 
L MU~ER MAINTA!IED LUX£MlOURG.~S ftESERV~10', C:~Al~ Y WITHOUT 
EXTEISION OF '0'01)1 PRPOSD. tlTRODlCTIOI OF All AlTt-AiUSt 

. _ r • • 

CLAUSE "IClIfT MM£ POSITION MORE FLEXIBLE. 

-. 
23. LE PO I VRE CDUL~ ACCEPT '!to 1 DENCY'S 'ROPOSjL, B~ COULl) lOT 
"REE TO ANY EXTDSION OF P£ll01). TUQ£MDHAT AGREED. LOIIER ,.ERIOD 

.... - _. - - --. . .. -
WlULD CALL INTO QUESTION IASIC PRINCIPLE OF FREEmM OF SERYICES - -
fOR BRANCHES. ME EXPRESSED llT£R£ST IN IDEA Of ANTI-AiUSI CLAUS£. 

~ 'ERMAU' PROPOSO ADnlT10I TO ART~~E ~(2) VAS AC~AlLE 10 
ITALY., IET"ERLAIlJ)S, SUBJECT 10 MODIFICATIONS. THE UK MIGHT ALSO 
MaRE£. 

--

25. THE CHAlC!LLOR tDlQ..UDD THAT ArTICLE 19 APPEARED GDERALLY 
ACCEPTABLE, SUl~ECT 1'0 AGREEMENT ON DATES. ~ND THAT THE GERMAN 
fIROPOSALS RELATINS TO ARTIQ.E 11(2) AND ARTlaa£ (8) IEEDE» Jll)RE 
rETAtL!]) STUDY. 

... - - - -
M. 01 CUMUL, GERM~S ITALIANS ANI) ~ELal~S FAw)URED INCLUSION 
C'I' ALL THREE FUNCTIOMS REFtRRED TO IN ARTICLE 3(1). LUXEMBOURG 
AGREED AND THQUQHT AN ANT1-A1USE CLAUSE WOULn BE RELEVANT HERE 

.. so. I RELAID CDtl..D ACCEPT DElETION OF ·'RESENT'. NETHERLANDS 
WANT'ED iCONQ..UDE' ALORE, COMMI SSION AGREED BUT THOUGHT AN ANTI­
ABUSE ClAUSE MIGHT HElP. UK AGREED WITH 'CONClUDE' BUT WAS 

- -
LESS CERTAIN ABOUT 'EXECUTE', "RESENT' WAS UNREAlISTtC. 

f}J. THE CHANCELl~R CONCLUDED THAT ARTl Cl..E 3{~) REPRESENT~_ ~E 
IASIS OF A SOLUTION, SUBJECT TO GREATER PRECISION IN D~FINITIONS. 
THIS SHOULD BE CONSIDERED FURTHER TOGETMER VITH AN ANTI-ABUSE - - -
a..AUSE, FOR WHICH HE INVITED THE COMMISSION TO PUT FORWARD A 

IRAFT. CONFIDENTIAL / ~I! . 
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2B. roR 'BONN ONi.. Y 
-

SUPP1..EMENTA~Y BRIErtNG FOR ANGLo-AERMAN SUMMIT 

BEGINS 
-. -

THE Fe NANCE: COUNCIL TODAY MADE MODEST PROGRESS IN ClARt FYI NG 
- 1 -

THE SCOPE FOR COMPROMISE ON THE CENTRAL. ISSUE OF HOW MUCH FREEDOM 
.. .. - . 

SHOULD BE G I VE~ TO .1 NSURANCE OF • NDUSTRI AL, COMMERCI AL AND 

PROF.ES~I~NAL (Ie) RISKS. THE GERMAN~ SHOWED A ~.IR M~ASURE OF' 
R.E~IB~LITY. THOUGH THEY HAVE !to! GIVEN UP THEIR BAstC REQUIREMENT 
- DIFFICtLT F01( US - OF MAtlTAINUIG GOVERNMEIlT CONTROL OVD TKE 

-. ... .. -
JOLt CY CONDITIONS AND RATES 0. WHICH lCP BUSINESS IS DOl'. 
OOR VIEW THAT ICP INSURANCE JX)EI NOT NEED SUCH GOVERNMENT, - ... - ;. 

CONTROL REMAI NS~ AND OUR A~GUMERTS AS REFLECTED • N THE B~l EF 
ARE WORTlt PUTTt NG OVER. BUT THERE ARE NO GROUNDS FOR T IJ\ 'IG A 

. -- -- ... - ... 
STRONGl. Y CRITICAL LINE ON THE GERMAN "EGOTIATIIG POSITIOX. 

FCC ADVANCE TO J 

F'CO - PS!SO!S, ps/LPS, PS/pUS, "ANNA'. Sl'RECKlEY, DE CMSSIRON 
PJRNtE 

CAB - ~'OTT, BROWN_ 
IDT - REI D, HENES, ! 1 RCH 
TSY - PS/CHAHCELLort, PS/FST, HANCOCK, PERm, PERFECT, SCHOLES 

BUTLER ADVANCED A$ REQUESTm 

FR.I=\ME- E...c..o NOMic.... 

E..~ (\J 

.5 
ro. r,,'r:'~I:'NrT' A l "_ , ... , • _ . ~ t 



-
FRAME [CO 10M I e 
lDKBY 181918Z 
FROM UKREP BRUSSaS 172237Z MOY 81 -- --
10 'MMEDI ATE FCC 
i'E1..EGRAM NUMBER 432S OF 17 NOVEMBER 1981 

INFO 'MMED' ATE BONN ROUTINE BRUSSEl.S COPEHAGEM THE HAGUE ROME 
DUBLIN PARIS lUXEMBOURQ ATHENS 

.. - -
lCDFIN eotntCIL 17 SEPTEMBER 1981 

... . ?" • 

INSURANC~ aERVI CES DI RECTI V£ " 
.- -

ARTICL£ 1'1 TAXATION 
' .. 

SUMMARY -
1. PART A OF THE PRES I DEley TEXT WAS BROAIL Y ACCEPTABLE. 
PART I WAS REFERRED aACJC TO COREPER 10 CDNS' DER WHETHER 
A SOLUTION FOR FRANCE COULD If EWLV£D TAKING ACCOUNT OF 

- -
~E 'C.m WHICH HAl) IEEN MADE, til P~RT~CUL.AR THA!, THERE 
MlaHT BE AN OPTION TO IE EXERCISED "ITKIN A CERTAIN 
PERIOn. 

-
2._ APART FROM FRANct, GE!"'U" AID THE UK, DELEGATIO.' 
SAl D THEY HAD PROBLEMS W1TH AN O"ION FOR VAT FOR ALL - - -
MEMBER STATES. lOME SAl D A TEMPORARY DEROGATIOI APPL YINS 

-
"Rl FIANCE ALONE MIGHT BE ACC!PTAILE OTM£1t !H'-KASI'£» - - - ~.. ... 

'THE !t1~_ICUL TY o~ AMEll)'ftG THE SI Xl"!! JAT DIRECTIVE, THE 
POSSIBILITY OF DISTORTION OF ~ETITIOII AND THE lED FOR -. .. ... -
.. COMMtsstOtf PROPOSAl. ABOUT WHICH THE EUROPEAN PARLIAMENT 
~tLD NEED TO IE C).all-TED. 

.. 
lETAIL 
3. THE CMANCEU.OR OF THE EXCMEQUER SAID THE PR!SIDENCY 
PROPO$~ ON ART I Cl. E 1~ VAS I trTnDED ~ AN ov£~u 
aJMPROMISE SOLUTION WITH A VERY FLEXIBLE 'ROVISION ABOUT 

-"-
TAX COLLECTION METHODS AND THE ~SS'.'LITY OF AN OPTION FOR 
VAT. HE ASKED FOR REACTIONS 10 THE BROAD Ll NES OF THE 

IRAFT. 

- -
~ VAN S~lINDEREH (N~ER1.ANDS) SliD THEY COULl) LI VE 
WITH PART A BUT, WHILE THEY UNDERSTOOD_THE FRENCH PROBLEM AND ­
waE PREPARED TO CONTRIBUTE TO It SOLUTION THEY FElT A 

-. .- - -
GEHERAL CONCESSION VIOLATING THE SI XTH VAT Dl RECTI VE WENT 
lOO_FAR. THE SIX_VAT DIRECTIVE HAD BEEN AGREED AS A_ VERT 
DELICATE COMPROMISE. THEY WOUlD NOT EXClUDE A SOLUTION 

FOR FRANCE ON A PROVI S 'ONAL BAS I S aUT WOULn HAVE -_. - .. . . 

MAJOR DIFFiCUlTY WITH A GENERAL WAIVER. A TRANS'Tl0lAl - - - -
S)LUT10N WOULD GIVE THE COMMUN ITY THE OPPORTUM ITT TO SEE 

KlW THE AP!LICATION OF' VAT I~ ONE MEMB~ STATE AfFECTED 
'114E OPERATION OF FREEDOM OF INSURANCES IN TH.E TAX 

CD NT EXT RESTRICTED /5-



5.! HUfl.,EN (LUXEMBOURG). SAID HE walLD LIKe: THE CO!1"tSSJON'S 
VI EW ON WHETHER AN OPTION WOULD DistoRT COMPETtTION AND 
WiETHER THE SIXTH VAT DIRECTIVE COULD BE AMENDED IN THE - . . ' 

CDNTEXT OF THE t HSURAHCE DI RECTI VE. 

~ GAlli (.TAL. Y) SAID TH£Y WERE PREPARED TO ACCEPT THE 
IPPROAOf 1M PART A THOUGH OTHER SOLUTIONS COll.D ALSO BE 
ACCEPTABLE. HE HAD THE GREATEST DOUBTS on B BECAUSE - . 
CPTION WOULD LEAD TO 1liSTORT10H OF COMPET,TION AND IT WAS 

- - - - -
fCT POSSIBlE TO MODIFY TNE 6TH DIRECTIVE IN THE INSURANCE. 

.... - -
Dt RECTI VE. liE Dl D HOT BEL I EVE THAT • TAL Y COLLD ACCEPT A 
'TRANSITIONAl.. WAI VER BUT HE DI D NOT Rll..E IT OUT AI.. TOGETHER. 

. - - -
7. SW!FT (IRaAND) SAID THEY ~ERE OP~ "INDED ABOUT A 
SlLUTIO. BUT HOT VERT HAPPT WITH ttRESIDENCT TEXT. THE 

.. ... .. -
6TH Dt RECTI VE WAS COMPt.. t CATED AIID POL fTI CALL Y BALANcn. 

~-- ... .-
ntOE WOULD NEED TO BE A COMMI SS10N PROPOSAL TO AMEND IT. 
A VAT DEROGATION SEEMED CONTRARY TO PART OF THE DRAFT -.. --.. 
RESOLUTIOI_ ON THE llTElUtAL MARX!! WHICH THE 'ItE~'DEltCY 
SEEMED AlXIOUS TO SEE ADOPTD. IRELAID HAD DI"IC\l..TY 

.- -
OVER COMPLIANct WITH TAX RULD ABROAD SIWCE THERE WAS NO 
TAX '1 IRELAND ANl) IRISH '.SURDS .,ULD IE AT A - -
tIISADVAlTAGE. A VAT OPTION waULI' GIVE A COMPETITIVE - --
ADVAffTAQE TO COMPANIES ESTABL'SHED '1 , MEMIER STATE - - .-
WU eM CHARGE» VAT. I RElAilD WAS OPEl TO ANY SOLUTION - -
WI CH MET THE NEEDS -OF FRANC! JUT WOtt.D 'Run OlE WMt eM 
VAS LESS TROUBLESOME TO OTHER "PIER ITATES. 

8. I~RS !FRAlC~ APOLOGIS~ ~R "IS AlIDCE DURING THE 
MORllN;. DISCUSSIOIS ON ACKIEVING 

__ . ~ 40 . 

A CDJllMOI "ARKET 1ft SERVICES HAl) 1m GOtNG OM FOR A LOG - . . ~ 

11"£, TOO _ LO~Q IN TK.£ VI .~ OF SOME. TH!RE WlR£ THREE 
-LINKED ~tl"C1PL~, THE RI~HT QF EST~IS"'EJlT, THE FREEDOM 
'10 PRO VI DE SERVtCD All) FISCAL HARMONISATION. P'RAIICE - .. _. - - -
REMAI"ED FIRML T If£DD£!) TO THE PRIICIPLE OF TAU HARMONISATION - -
BUT THEY VER£ ANX10US TO REACH APOLITICAL AQREEMEIT. 
lHEY SMlRED THE RESDVATtONS EXPRESS£» BY MANY OTHERS , _. 
aoUT TME lED TO_ PIOTECT PURCHASERS OF INSURANCE (WHICH 
VAS USED AS_A MDtUM!'OR SAViliQS) IUTTKEY ~ER£ ~EAD,( TO 
lRdSFtR THIS PROTECTION TO 114£ COMMUlfTY. I N THIS CONTEXT - -
THE P~ESIDENCT COMPROMISE REPRESENTED AN ACCEPTABlE SOLUTION - -
CJI FISCAL QUESTIONS 1M SPITE OF TME FRENO( WISH TO SEE TAX - . - - -
HARMONISATION. THE stXTH D1REC'T1VE WAS lOT n4VOlLABlE. _. -.. -' -
• NEW SlTUAT1QN AROSE JF FltEEOOM TO PROVI DE SERVICES WAS - - ... 
INTRODUCED. THE PRES I DENCY PROPOSAL DID NOT DISTORT COM-

- .-~ - -
PETITION SINCE THE VAT DEDUCTIOI MECHANISM SHOtl..D OPERATE. -- ,.. . - - ."' -. -
PRtvtS10M PO!, REVIEW •• PRES.~D£JICY TEXT IJlD'CATED THAT T!4IS _. 
WAS AN EXPEIUMEITL MEASURE IN THE ABSENCE OF TAX HARMONISATION 
- -
IF THE TEl HAD TO ;0 TO THE EUROPEAN PAR!. I AMENT 

- . 
"THEM F~EHCH AGREEMENT (ON THE VHOLE DIRECTIVE?) ~ULD BE 
SUBORDINATEll TO THE COUNCIL'$ AGREEMENT TO It SATISFACTORY /9 . 
FiNAL TEXT OM. TAX. RESTRICTED ;L 



. .-
9. EXARCHOS (aREEC£) I N AN UNa.. EAR I NTERVENT'ON SA. D _ T~AT 
TME MEV TEXT WAS FUNDAMENTAU. Y DIFFERENT FROM THE OR1G'INAL 

- 0 _ 

Nrrl CLE 15 AND NEEDED TO BE EXAf41 NED aN MORE DETAIL. HE 

ECHOED POINTS MADE BY DB.EGATES OPPOSING A VAT OPTION 
AND SAlli IT WOULD tlW TO BE Ct)NSI DERO BY FISCAL EXPERTS. 

- -
18. K.TTEL (GERMANY) SAID THEY HAD QREAT UNDERSTANDING - - '. 

p'oR THE FRENCH P~BLEM. DISTORTIONS ~F COMPETITION 
MIGHT AFFECT THE INSURED AS WaL AS INSURERS BUT NO 

- -
HARMOIUSKrlQfC OF TAXES EXISTED IN THE alMMUNITY AND THEY 

- -
~RE_ PREPARED TO CONTRIBUTE FlU. Y TO DISCUSSION ON 
PRES I DEICY PROPOSAL. 

- -
11. L.~RSEN (DENMARK) SAl D l!'EY ~\l.D LtKE TO SEE A 
mLUTION BUT $HARED THE HESITATIONS OF OTMER! OVO - -
M4EHnMM 10 11fE 6TH DI REeTI 'IE. THEY CDULD AGREED TO flART A 
BUT WULD PREFER TAX CORRE~NDENTS TO TAX REPRESENTATIVES. 

- -
~. ~E ~IRE (~ELa_ .. UM) AGREED TO ,a~_ A BUT _ SAID THEY MAD 
DIFFICILITES WITH A VAT OPTION 01 SIMILAR LIMES TO OTHUS 
AND ADDED THAT TMERE MI Qtrr BE AN OW RESOURCES I'ROILEM. 
'THEY WISHED TO SEE THE FRENCM 'RO"~ SOLVED AND MIGHT _. - .. . 
BE PREPARE]) TO SEE A TRANSITtOIllA&. SOLUTIO. ALONG THE LIMES 
SUGGESTED BY THE wrCK. 

o _ 

0. EKIN&-:DAUKES (UK) SAID Tt.t£ UK UNDERSlOOt) THE 'ROILEM _ 
HAD A FELXIBLE AND S'lMPATHETIC APPROACH AND THOUGHT THAT IF 
"tECHNICAL 'ROBLEMS AROSE THEY COtt.D IE SOLVED WITH THE 
~'SS'ON'S HELP. 

- -
14.. TUGENDHAT (COMMISSION) SA'D TMET WERE ARXIOUl _ _ 
10 SOLVE THE PROBLEM JUT WERE CONCERNED ABOUT THE t IfTEQRtTT 
OF THE VAT SYSTIM. THEY UNDEMTOOn FRENCH AlfXI ETY AND - - -
"-RECI ATED PRESt DEMCY UFORTS TO Fl Nil A IOLUTIOti JUT 

- - -
nfE PROPOSED SOLUTION POSED PROBLEMS. TK£ COMM.SSIOM 

-
N££l)E1) ASSURANCES THAT TAX REPRESEKT AT1 VES SHOULD NOT BE 
AS OJiEROUS AS TO FORM AN EST AIL IIHMENT AND THAT TAX - - . --
mLlECTtoN FROM THE 'NSURE]) SHOULD NOT BE A DISINCENTIVE 

10 SEEK INSURANCE ABROAD. THE CDMMlSS101 VOtA.D WaCOME 
.~ .- .- -

1ME GENERAL APPLI-CATIOR OF VAT TO INSURAJeCE. A VAT OPTION 
. - -0 _. .• 

~UlD POSE PROBlEMS OF DI STORTIONS OF COMPETITION IN THE 
L:IGHT ~F THE OPERAT-'ON OF ART I CLE 17() A OF THE so; XTH 
DIRECTIVE. AS SOME HAD SAID, A CHANGE COUlD ONLY BE "AD~ OH 
'THE BASIS OF A COMMISSION PROPOSAL SUSJECT TO CONSULTATION 
rI THE PARLIAMENT AND ECOSOC. THE COMMISSION WAS PREPARED 
10 UNDERT AleE THE 'l«)RK SUGGESTED AND HAt) A CONSTRUCT1 VE 

- .. ~ . 

ATTITUDE TO FINDING A SOLUT10N. THEY HAD A DUTY TO POINT 
.- . - ... -

OOT POSSIBLE D'Ff'IC1I.T1ES. THEIR JUDGEMENT WOlLD HAVE T~ __ 
BE BASED ON THE !ALANCE -OF" ADVANTAGE IN THE INSURANCE DIRECTIVE 

IS A WM)LE. RESTRICTED lIs· 

6.
-_ :l ' .) 



.~~. 

RESTRiCTED 
- ----------------- - _. _--_. --_._------. -

--
15. THE CHANCEU..OR OF TliE EXCHEQUER SAl D THERE WERE NO 
INSUPERABLE PfmBLEMS ON PART At. THERE WERE DIFFICULTIES ON 

- -
VAT BUT A GENERAL DISPOSITION TO FIND A SOlUTI0-N 1F AT AU. 
POSSIBLE. PERHAPS ADEROGATI01f FOR FRANCE -WAS A SOlUTlON. 

- - -
16. DEL,ORS SAt Ii THE PRESiDENCY TEXT CONTAINING AM OPTIOI -
SHOULD AVO I D MANY OF THE PROCEDURAL PROILEMS AND VAS - -

PREFnAlLE TO A DEROGATION-. THE TEXT SMOULI» REMAIN AS 
PROPOSED BY THE PRESIDENCY. 

-
17. THE CHANCElLOR SUMMED UP AS .11 PARAaRAPM 1. , 

FCO ADY ANCE TO 1-

FQ) - PS PSA-PI PS/PUS HAMill SPRECXLEY DE CKASSIROI PIRtUE 
CAl - ELLIOTT lAO_ 
C/E - K~X "ATSOM _ 
lDT - REt D HENES J' ReM 
TSY - PS/CMAICELLOR "/FST HAllCOCK pom PUrEef SClln.ES 

BUTlER 

F-~AML 8J:),..} O M \c... 

E.. c.:J:) (\ J 

AOV ANCED AS REQUESTEp 

Lt­
RESTRiCTED_ 
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- 2 - 17.XI.81 

The Govenlffients of the }1ember States and the Commission of the 
European Communities were represented as follows: 

!?~lg1~: 

Mr rv:J:arc LEPOIVHE 
Deputy Permanent Representative 

Q~~!!~: 

Mr Horst SCHUIJiIANN 
State Secretary 
Federal Ministry of Fin~nce 

France: ----..,--
Mr Jacques DELORS 
Minister for the Economy 
and Finance 

!i§;1l: 
Mr Giovanni MARCORA 
Minister for Industry 

Netherlands: -,..----...------
NIr ~. A • van S\VINDEREN 
Deputy Permanent Representative 

Denmark: ---
Mr Fleming HEDEGAARD 
Deputy Permanent Representative 

Greece: ............ _-
Mr Antoine EXARCHOS 
Deputy Permanent Representative 

Ireland: ---
Mr John SWIFT 
Deputy Permanent Representative 

~uxemb~!£: 

Mr Erne st MUHLEN 
State Secretary for Finance 

~!~.Jfingd~!: 

Sir Geoffrey HOWE 
Chancellor of the Exchequer 
Mr Nicholas RIDLEY 
Financial Secretary to the 
Treasury 

Commission: 

Mr Christopher TUGENDHAT 
Vice-President 
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- 3 - 6. 17 . Y-:o. 

INSURANCE OTHER THAN LIFE ASSURANCE 

The Council held a detailed discussion on the problems faced with 
regard to the treatment of major risks, checking and supervision 
procedures, the role of agencies and branches, the confusion which 
might arise where an undertaking provided services in a Member State 
in which an establishment of the same undertaking was located (the 
so-called "aggregation" problem), and the question of the tax 
arrangements to be applied to insurance contracts. 

During the discussion the Council was able to arrive at a 
number of positive guidelines. Consequently, it has instructed the 
Permanent Representatives Committee to continue its work on the 
subj ect for the Council's next meeting on e-conomic and financial 

questions, planned for 14 December. 

10790 e/81 (Fresse 148) ews/KO/eh . . . 1. · · 



6 
..... I - 17.XI.81 

MISCELLANEOUS DECISIONS 

Travel-allowances . ----

The Council has adopted two Directives and a Regulation which 
will increase from January next year the tax and duty reliefs for 
travellers and for small consignments of goods sent to private 
individuals in the member States. 

As a result of these increases, which should contribute to a 
further simplification of formalities at the Community's frontiers, 
the new allowances from 1 January 1982 will be: 

- for travellers entering the Community from third countries: 

45 Eeus; 

- for consignments of goods sent from third countries: 

35 Ecus and 

- for goods sent within the Community: 70 Eeus. 

10790 e/81 (Fresse 148) 
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C Oln' I DLr~ TIAL 

h OTE }i' OR (['l IT RECORD 

Note of the discussion at luncb 

1. The Chancellor of the Exchequer presided over an informal 

discussion at luncb. The only Ministers present apart from 

himself were the Financial Secretary, Delors, and Mublen 

the Luxembourg Secretary of State. Other countries were 

rep res e n ted by 0 f f i cia 1 s • I.lTll' Tu g end hat was a 1 sop res e n t • 

Relations witb the United States and Japan 

2. Mr Delors s aid that it would be desirable for the Germans 

to give a signal for the start of a concerted fall in interest 

rates in the Community. But they could not do so because of tbe 

strengtb of the dollar and the Swiss franc and Delors understood 

and accepted that fact. 

3. A further problem, in bis view, was tbe unnatural weakness 

of the Japanese yen. 'There was a rumour tbat Ylr van Lennep 

would take the initiative in proposing a meeting between the 

Community, tbe United States and Japan, and Mr Delors clearly 

thougbt tbat this would be desirable. 

4. Tbe Chancellor commented that although it was rigbt to 

look for opportunities to influence the United States 

adffiinistration there was little point in repeating advice that 

they already knew quite well. He wondered whether tbere was a 

case for a meeting of the seven Summit countries at Finance 

Minister level so that it could concentrate on monetary issues. 

5. Riberbolct (Danisb Permanent representative) said tbat tbe 

Community bad no bope of influencing Japanese commercial policy 

unless tbey could reconcil~ tbe commercial policies of the 

individual Member States. There was a wide gulf between tbe 

import regimes of Italy at one end and Germany and Benelux at 

tbe otber. Tbe Cbancellor said tbat Community countries did not 

always exploit the opportunities tbey had to influence Japan. 

For example, at the Ottawa Summit, he had attempted to get a roue 

str orger passage about Japanese commercial policy into the 

-1-
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communique, but he was n0t supported by others. The Corr;rr;unity 

sh ould not under-estimate its own strength. It was a very 

large trading bloc and the Japan es e had a very big inte~ 8 st in 

th e market. 

6. I1r Tugendhat said that the Japanese did not recognise tbat 

they were taking great risks in not responding to the concern in 

othe r industrial countries about thei r poli cy . He thought it 

reali sti c for the Community t o aim fo r better acc ess to Japanese 

markets; more sensitivity to the effects of their laSer-beam 

tacti cs on industries wbG~ there was already high unemployment; 

an d a greater willingness t o participate in the western economic 

system. JV'.tr De10rs cOIDme Dted that the last was the most important 

point. 

Secretary General of OECD 

7. There was a brief di scussion of this subj e ct. 

said that Norgaard had withdrawn hi s candidature. 

Riberholdt 

It might be 

necessary for the Danisb Government to support Burenstam-Linder 

for a while ~yt _ th ey did not seriously suppose that he would 

get tbe job. Several speakers said that it would be desirable 

ts have a Community candidate and th e chanc es of getting the 

j~b for a Community candidate would be very much greater if one 

r~uld be agreed. The general view was, however, that the time 

was not ripe for choosing a single Community candidate and that 

I"Iinisters ought to return to the subject later. 

European Monetary System 

8. The Chancellor invited Mr Delors to explain his thinking 

on the future development of the European Monetary Bystem. 

Mr Delors said that he hoped the European Council would agree 

to instruct the Finance Council to achieve some progress in 

the development of the EMS. He was not thinking of an early 

move to Stage 2 . So long as sterling was outside the excbange 

rate mechanism, the opportunities for advance were limited. 

If tbe British Government decided that the time was right for 

sterling to join, the possibilities for progress would be much 

increased. The EMS bad done remarkably well in its first 

three years . If the experts bad been asked to predict the 

course of events early in 1979 they would bave given a far more 
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r~ssimistic account than what actualls happened. -=+, 
9. He listed the following as possible areas for immediate 

progress (but he did n~t use the phrase Stage 1~):-

(i) There should be a dialogue with th e United States 

aimed at establishing a target zone for the 

fluctuations in the exchange rates between the 

dollar and the Community currencies. The object 

should be to reduce the range of fluctuation from 

plus or minus 2~/o to plus or minu s 5%. The r ules 

of the game needed to be defined. 

(ii) There should be a greater understanding about th e 

r.JonetBry and interest rate poli cies of the Member 

States. Fighting inflation should remain the 

priority and each should find its own solution; 

(iii) 

but national solutions should not impede the freedom 

of others to act. France was not at tbe moment 

impeded - its domesti c inflation rate prevented any 

cut in its interest rates. But Germany was 

imped ed and it wa s most unfortunate that the most 

powerful economy in Europe should be so constrained. 

Ways should be found of increasing the use of the 

ecu and reducing th e use of the dollar in settlements 

between Central Banks and the credit mechanisms 

could be simplified. 

~~. Delors stressed that he was no t recommending an institutional 

phase which would, as he put it, take the Community even further 

aW3Y from the British position. But at least we could do something 

that would get the baIlout of the scrum. 

:D. H. 

IDi stri buti on 

D J S HANCOCK 
19 November 1981 

Principal Private Secretary Sir K Couzens Mr Gray, DoT 
PS/CST Mrs Hedley-Miller Mr Frankliti ,. ,CO 
PS/FST Mr Lavelle Mr Balfour, B/E 
PS!EST Mr Scholes\._ Sir 11 Butler, sir D Wass 

":. Lord Bridges, FCO ~p Mr Butt. 
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