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SUMMARY.
1. A GENERAL DISCUSSION REVEALED A DIVISION BETWEEN THOSE SEEKING
TO TACKLE THE THREE MAIN AGRICULTURAL COMMODITIES AT THE CONCLAVE
(PRESIDENCY AND ITALY) AND THOSE WHO WANT TO LEAVE ALL THE MAIN
ISSUES TO THE EUROPEAN COUNCIL (FRANCE AND GERMANY). DELORS, ANNOYED
ABOUT THE INCREASINGLY CLOSE QUESTIONING OF THE COMMISSION'S
EXPENDITURE FORECASTS UP TO 1992, WARNED THAT, IF THE DOLLAR DROPPED
FURTHER, EXPENDITURE IN 1992 COULD REACH 1.35 PERCENT GNP RATHER
.THAN 1.25. RECOGNITION BY DELORS THAT THE OILS AND FATS TAX WILL NOT
BE AGREED AT COPENHAGEN.

2. ELLEMAN JENSEN (PRESIDENCY) BEGAN WITH EXHORTATIONS TO
COMPROMISE. IF THE NUMBER OF ISSUES COULD NOT BE REDUCED AT THE
CONCLAVE, THERE WAS LITTLE HOPE FOR COPENHAGEN. THE PRESIDENCY'S
TEXT WAS NOT PRESENTED ON A TAKE IT OR LEAVE IT BASIS: IT WOULD BE
IMPROVED IF NECESSARY. AGRICULTURAL STABILISERS WERE CRUCIAL TO THE
PACKAGE. THE FOCUS SHOULD BE ON CEREALS, OILS SEEDS AND PROTEINS.
THE PRESIDENCY WANTED TO EXPLORE THE LINK BETWEEN STABILISERS AND
SET-ASIDE.

3. DELORS (COMMISSION) AGREED ABOUT THE NEED TO CONCENTRATE ON
THE THREE KEY AGRICULTURAL COMMODITIES. THE COMMISSION WERE READY TO
MODIFY THEIR PROPOSALS IN ORDER TO HELP REACH AGREEMENT. CEREALS
WERE SO POLITICALLY SENSITIVE THAT THEY WOULD HAVE TO BE DISCUSSED
AT THE EUROPEAN COUNCIL. BUT THE CONCLAVE SHOULD TRY TO DEAL WITH
OIL SEEDS AND THE REST OF THE AGRICULTURAL PACKAGE. RAIMOND (FRANCE)
AGREED THAT THE AGRICULTURAL CHAPTER NEEDED TO BE SIMPLIFIED. THIS
SHOULD BE DONE ON THE BASIS OF THE PRESIDENCY'S BROAD BRUSH REPORT
RATHER THAN THEIR MORE DETAILED DRAFT CONCLUSIONS. THE EUROPEAN
COUNCIL SHOULD SETTLE THE MAIN ISSUES AND LEAVE THE DETAIL TO

'MINISTERS OF AGRICULTURE. ELLEMANN JENSEN WANTED THE FOCUS TO BE ON
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THE PRESIDENCY CONCLUSIONS, WHICH WERE NOT AS DETAILED OR DIFFICULT
AS RAIMOND IMPLIED.

4. GENSCHER (GERMANY) ARGUED THAT THE CONCLAVE SHOULD MERELY
DE FINE THE PARAMETERS AND IF POSSIBLE DEAL WITH SECONDARY ISSUES.
ELLEMANN JENSEN DID NOT WANT THE CONCLAVE TO BE TOO UNAMBITIOUS. IT
SHOULD PARE DOWN THE ISSUES, INCLUDING THOSE ON THE STRUCTURAL
FUNDS. IT WAS IMPORTANT THAT ALL SHOULD SAY AFTERWARDS THAT THERE
WAS A CHANCE OF AGREEMENT AT COPENHAGEN. ANDREOTTI (ITALY) ARGUED
AGAINST THE FRANCE-GERMANY APPROACH. THE CONCLAVE SHOULD TRY TO
RESOLVE ALL THE MAIN AGRICULTURAL ISSUES, SINCE HEADS OF GOVERNMENT
WOULD STICK TO A HIGH LEVEL OF GENERALITY AND ANY DECISIONS TAKEN BY
THEM WOULD FALL APART IN THE AGRICULTURE COUNCIL. THE COMMISSION'S
PROPOSALS ON AGRICULTURE WERE ON THE RIGHT LINES. BUT HE COULD NOT
ACCEPT A TIGHTER STABILISER FOR TOBACCO THAN FOR CEREALS. HE WARNED
AGAINST LEAVING TOO MANY LOOPHOLES FOR SMALL FARMERS.

5. IN SEVERAL LONG INTERVENTIONS, DELORS MADE THE FOLLOWING
POINTS.

(I) OILSEEDS AND PROTEINS PRESENTED THE MOST URGENT PROBLEM SINCE
THEY WERE CURRENTLY 20 PERCENT MORE PROFITABLE THAN CEREALS. .

(II) THERE WERE GOOD VERSIONS OF SET ASIDE (AS IN LOWER SAXONY)
AND BAD ONES.

(ITII) THE EUROPEAN COUNCIL SHOULD DISCUSS THE WORLD ECONOMY: IF
THE DOLLER SANK TO DM 1.50, THE BUDGETARY CONSEQUENCES FOR THE
COMMUNITY WOULD BE DIRE.

(IV) ON EXPENDITURE UP TO 1992, COMMISSION OFFICIALS HAD GONE TOO
FAR IN SUPPLYING DETAILS TO THE COUNCIL. THE SIMPLE FACT WAS THAT
THE COMMUNITY WOULD BE INCREASING ITS EXPENDITURE ONLY FROM 1.16
PERCENT OF GNP IN 1988 TO 1.25 PERCENT IN 1992. BUT IF THE DOLLAR
DROPPED AS HE FORESAW, OWN RESOURCES WOULD BE NEEDED AT 1.3 OR
1.35 PERCENT. IF THE EUROPEAN COUNCIL SET A 1.3 PERCENT LIMIT,
THE PROBLEM WOULD COME BACK WITHIN 5 YEARS.

(V) SINCE THERE WOULD BE NO AGREEMENT ON THE OILS AND FATS TAX,
WHICH WOULD HAVE TO REMAIN AS A TACTICAL GAMBIT FOR THE URUGUAY
ROUND, A FURTHER 0.05 PERCENT OF OWN RESOURCES WOULD BE NEEDED.

(VI) THE BRITISH PRIME MINISTER MUST BE ABLE TO SAY AFTER
COPENHAGEN THAT THE NEW SYSTEM OF BUDGET DISCIPLINE WOULD WORK .
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(UNLIKE THE FONTENBLAU VERSION). THAT PRESUPPOSED CHAPTER BY
CHAPTER MANAGEMENT. BUT THERE WAS A LIMIT TO WHAT BUDGET
DISCIPLINE COULD ACHIEVE.
(VII) GONZALEZ AND PAPANDREOU MUST BE GIVEN A SUBSTANTIAL INCREASE
IN THE STRUCTURAL FUNDS: TALK OF AN INCREASE AS LOW AS 30 PERCENT
WERE SCANDALOUS.
(VIII) THE COMMUNITY MUST PERSUADE THE US AND AUSTRALIA TO STOP
DUMPING CEREALS ON THE WORLD MARKET. THE COMMUNITY WAS TOO
COMPLIANT WITH THE US, WHICH HAD STOLEN THE MOROCCAN MARKET
OVERNIGHT.
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FRAME GENERAL
CONCLAVE: FUTURE FINANCING: STRUCTURAL FUNDS: 29 NOVEMBER.

SUMMARY.

1. LITTLE PROGRESS. IN A TOUR DE TABLE MOST MEMBER STATES
RESTATED POSITIONS OUTLINED AT FAC. PRESIDENCY MADE LITTLE EFFORT TO
DRAW TOGETHER THE THREADS EVEN THOUGH THE SCOPE FOR AGREEMENT ON
MANY ASPECTS OF THE STRUCTURAL FUNDS PACKAGE REMAINS. LEVEL OF FUNDS
CONSIDERED BY PRESIDENCY TO BE A MATTER FOR HEADS OF GOVERNMENT SO
NO SUBSTANTIVE DISCUSSION.

DETAIL.
2. ELLEMANN-JENSEN (PRESIDENCY) INVITED MINISTERS NOT TO WASTE
‘TIME AT THE JCONCLAVE “ON:  THE'SSTZE Ok THE ;IINCREASE (IN THE (FUNDS, " I'T
SHOULD BE LEFT TO HEADS OF GOVERNMENT. SOME MEMBER STATES WERE
TRYING TO UNDERMINE THE COMMISSION'S REFORMS BY INSISTING ON PRIOR
ALLOCATION OF THE FUNDS. THE COMMISSION WERE CONCERNED ABOUT EVEN
THE MINOR MODIFICATIONS PROPOSED BY THE PRESIDENCY. HE APPEALED TO
BENE FICIARY MEMBER STATES NOT TO TINKER WITH THE COMMISSION'S
PROPOSALS.

3. "THERE FOLLOWED" A TOURDE TABLE. ' THE“PRESIDENCY OFFERED LITTLE
IN THE WAY OF DIRECTION AND MADE NO ATTEMPT TO SEARCH FOR
COMPROMISES.

4., RAIMOND (FRANCE) SAID THAT IN THE CURRENT YEAR FRANCE HAD
RECEIVED 900 MECU FROM THE FUNDS BUT WOULD ACCEPT IN THE INTERESTS
OF SOLIDARITY MUCH LOWER ANNUAL FIGURES FOR THE FUTURE PROVIDED THAT
THE FUNDS WERE CONCENTRATED ON THOSE IN THE GREATEST NEED. THIS
COULD BE ACHIEVED EITHER EXPLICITLY OR THROUGH DETAILED CRITERIA. HE
INDICATED THAT IF THERE WERE TO BE QUOTAS FOR MEMBER STATES, ANY
UNALLOCATED (HE REFERRED TO ''DEAD'' IN THE MILK QUOTA SENSE)
ELEMENT SHOULD BE ASSIGNED TO SPAIN AND PORTUGAL. THOSE COUNTRIES
WERE STILL IN A TRANSITIONAL PERIOD, HAD MAJOR PROBLEMS OF
ADJUSTMENT AND DID NOT BENEFIT TO THE SAME EXTENT FROM EXISTING

"POLICIES: NOR DID THEY HAVE ANYTHING LIKE THE INTEGRATED
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MEDITERRANEAN PROGRAMME. DIRECTION OF THE FUNDS TO SPAIN AND
PORTUGAL SHOULD NOT AFFECT THE ACQUIRED RIGHTS OF FOR EXAMPLE ITALY
WHICH WOULD IN ANY EVENT GAIN BY COMPARISON WITH FRANCE. HE
CONCLUDED THAT DOUBLING THE SIZE OF THE FUNDS WAS EXCESSIVE BUT HE
COULD ACCEPT A SIGNIFICANT INCREASE.

5. IN DISCUSSION OF THE NOTE FROM THE PRESIDENCY OF 26 NOVEMBER,
CHAPTER II (STRUCTURAL FUNDS), THE FOLLOWING POINTS WERE MADE.

OBJECTIVES.
6. THERE WERE NO SUBSTANTIVE COMMENTS.

METHOD FOR SELECTING BACKWARD REGIONS.

7. FERNANDEZ ORDONEZ (SPAIN) SAID HE FULLY SUPPORTED THE
FLEXIBILITY CLAUSE WHICH REFERRED TO THE POSSIBILITY OF THE
INCLUSION OF REGIONS WHOSE GDP PER CAPITA WAS CLOSE TO THE PROPOSED
CUT OFF POINT OF 75 PERCENT. HE UNDERSTOOD THE CLAUSE WOULD COVER
THOSE REGIONS THAT WERE ALREADY BENEFITTING FROM COMMUNITY SUPPORT.
UNGERER (GERMANY) OPPOSED THE CLAUSE AS BEING TOO FLEXIBLE AND HAD
SOME SUPPORT FROM DE SCHOUTHEETE (BELGIUM). PANGALOS (GREECE) JOINED
GERMANY IN OPPOSING THE FLEXIBILITY CLAUSE AND ADDED THAT NORTHERN
IRELAND AND THE FRENCH OVERSEAS DEPARTMENTS SHOULD BE EXCLUDED FROM ‘
THE BACKWARD CATEGORY.

METHOD FOR SELECTING AREAS OF INDUSTRIAL DECLINE.

8. YOU SAID THAT THE PROPOSAL THAT THE CRITERIA COULD BE REVISED
BY THE COUNCIL ACTING BY A QUALIFIED MAJORITY ON A COMMISSION
PROPOSAL AFTER TWO YEARS COULD LEAD TO UNCERTAINTY. IT WOULD BE MORE
APPROPRIATE TO REVISE THE CRITERIA AFTER THREE YEARS AND TO DO SO BY
UNANIMITY.

9. UNGERER SAID THAT THE RESPONSIBILITY FOR DRAWING UP THE LIST
OF REGIONS OR PART REGIONS (IN INDUSTRIAL DECLINE) SHOULD BE GIVEN
TO THE COUNCIL AND THE COMMITTEE SHOULD BE A REGULATORY ONE.
PANGALOS (GREECE) SUPPORTED SELECTION OF THE REGIONS BY THE COUNCIL.

10. VAN DEN BROEK (NETHERLANDS) SAID THAT HE HOPED THAT
TRANS- FRONTIER PROGRAMMES WOULD BE ELIGIBLE FOR COMMUNITY SUPPORT,
AS BELGIUM HAD SUGGESTED EARLIER IN THE WEEK. P00S (LUXEMBOURG)
AGREED. ELLERMAN-JENSEN SAID THAT HE UNDERSTOOD SUCH AREAS WOULD BE
INCLUDED. DE SCHOUTHEETE SAID THAT THE CRITERIA MUST BE PRECISE BUT
ACCOUNT SHOULD BE TAKEN OF THE RAPIDITY WITH WHICH REGIONS COULD
DECLINE: THE LIST SHOULD THEREFORE NOT BE FIXED FOR A LONG PERIOD.
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GEOGRAPHICAL CONCENTRATION.

11. YOU SAID THAT THE PAPER SHOULD BE CONSISTENT. WHERE IT
PROPOSED THAT THE REGIONAL FUND SHOULD BE USED OUTSIDE THE BACKWARD
REGIONS AND AREAS OF INDUSTRIAL DECLINE, THEN RELEVANT CRITERIA
SHOULD BF LAID DOWN BY THE COUNCIL IN THE REGULATION JUST AS THE
PAPER PROPOSED SHOULD BE THE CASE FOR THE SOCIAL FUND AND FEOGA
GUIDANCE WHERE THEY WERE TO BE USED OUTSIDE THEIR PRIMARY MISSIONS.
AN AMDENDENT TO THE TEXT WOULD ACHIEVE THE NECESSARY CONSISTENCY:

" "OPERATIONS FALLING OUTSIDE THE PRIMARY MISSIONS OF THE ERDF (TO
PROMOTE OBJECTIVES 1 AND 2), THE ESF (TO PROMOTE THROUGHOUT THE
COMMUNITY OBJECTIVES 3 AND 4) AND THE EAGGF GUIDANCE SECTION (TO
PROMOTE THROUGHOUT THE COMMUNITY OBJECTIVE 5) SHALL BE GUIDED BY
CRITERIA TO BF LAID DOWN BY THE COUNCIL IN THE COMPREHENSIVE
REGULATION."'

12. VAN DEN BROEK WANTED CLEAR CRITERIA WHERE THE SOCIAL FUND WAS
TO BE USED OUTSIDE ITS PRIMARY MISSIONS. UNGERER HOWEVER WAS
GENERALLY CONTENT WITH THE PRESIDENCY NOTE ALTHOUGH FEOGA GUIDANCE
SHOULD NOT BE USED IN THE BACKWARD REGIONS NOR SHOULD THE SOCIAL
FUND BE USED IN CONJUNCTION WITH THE FIFTH OBJECTIVE (SUPPORT FOR
.AREAS ADJUSTING TO AGRICULTURAL RE FORM).

13. PANGALOS HOWEVER AGREED WITH THE PAPER IN INDICATING THAT
SUPPORT FOR THE BACKWARD REGIONS SHOULD COME FROM ALL THREE FUNDS.
LENIHAN (IRELAND) AGREED ADDING THAT HE DID NOT WANT TO SEE
RESTRICTIONS ON THE USE OF THE SOCIAL FUND IN THE BACKWARD REGIONS.
IT WAS IMPORTANT THAT NOT LESS THAN TWO THIRDS OF ALL THREE FUNDS
SHOULD BE DIRECTED TO THESE REGIONS. HE ALSO SUGGESTED AN AMENDMENT
TO ENSURE THAT SOCIAL FUND AND FEOGA GUIDANCE MONEY GOING TO THE
BACKWARD REGIONS SHOULD IN EACH CASE BE NOT LOWER THAN THE AVERAGE
THE REGIONS RECEIVED FROM EACH FUND IN 1986/87. ON THIS LATTER BASE
LINE FERNANDEZ ORDONEZ SAID THAT HE WOULD NOT ACCEPT IT SO FAR AS
FEOGA GUIDANCE WAS CONCERNED.

14. YOU SAID THAT THE PRESIDENCY PROPOSALS ON CONCENTRATION
REPRESENTED A SIGNIFICANT BENEFIT FOR THE POORER MEMBER STATES.
NONETHELESS, IN THE INTERESTS OF REACHING AGREEMENT AND IN THE
CONTEXT OF AN OVERALL SETTLEMENT THE UK WERE PREPARED TO ACCEPT THE
PROPOSALS IN PARAGRAPH 5.

DIFFERENTIATION OF COMMUNITY CONTRIBUTION.
15. YOU SAID THAT THE UK HAD PUT FORWARD PROPOSALS FOR MODULATION
.OF GRANT RATES AT THE FAC LAST WEEK. WE HAD MADE IT CLEAR THEN THAT
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WE COULD ACCEPT SOME FORM OF MODULATION ALONG THE LINES PROPOSED BY
THE COMMISSION. WE HAD NOT HOWEVER HAD A CHANCE TO ASSESS THEM AND
YOU :SUGGESTED ' THAT, THIS TECHNICAL MATTER. . SHOULD BE LEFT EOR DECISION
IN THE FRAMEWORK REGULATION.

176. UNGERER RECALLED THE GERMAN INTERVENTION AT THE FAC AND
ARGUED THAT THE RATES OF GRANT FOR THE MORE PROSPEROUS COUNTRIES
SHOULD BE LOWER, AT AROUND 35 PERCENT. GERMANY COULD HOWEVER NOW
ACCEPT AN UPPER LIMIT OF 75 PERCENT BUT FOR THE BACKWARD REGIONS
ONLY.

17. VAN DEN BROEK ARGUED FOR AN UPPER LIMIT OF 50 PERCENT AND A
MINIMUM OF 25-35 PERCENT. THE ONLY EXCEPTION SHOULD BE FOR PORTUGAL
WHICH SHOULD HAVE UP TO 75 PERCENT. MARTINS (PORTUGAL) SAID IT WAS
NOT ENOUGH FOR PORTUGAL TO GET A HIGHER GRANT RATE, THE RANGES
SHOULD BE ADJUSTED ACCORDING TO PER CAPITA GDP.

18. LENIHAN SUGGESTED SOME MINOR TEXTURAL AMENDMENTS INCLUDING
THE INSERTION IN THE MAIN BODY OF THE TEXT OF THE COMMISSION'S
FOOTNOTE COVERING THE NEED TO TAKE ACCOUNT OF MEMBER STATES
ABILITIES TO CO-FINANCE PROGRAMMES.

BREAK-DOWN OF THE APPROPRIATIONS AMONG MEMBER STATES.
19. YOU FULLY SUPPORTED -THE: PRESIDENCY"S PROPOSAL. NO ONE ELSE
COMMENTED ON IT.

LEVEL OF FUNDING.

20. YOU SAID THAT WE HAD MADE IT CLEAR THAT IN OUR VIEW THE FUNDS
SHOULD GROW WITHIN THE CONSTRAINTS PROVIDED BY THE MAXIMUM RATE.
THIS WOULD ALLOW FOR GROWTH OF AROUND 35 PERCENT OR BY BETWEEN 15
AND 20 PERCENT IN REAL TERMS BY 1992 PROVIDED RESTRAINT WAS
EXERCISED IN OTHER AREAS OF NON-OBLIGATORY EXPENDITURE. YOU AGREED
THAT THERE WAS A CASE FOR LOOKING PARTICULARLY CLOSELY AT THE NEEDS
OF THE POORER MEMBER STATES PARTICULARLY THE TWO NEWEST MEMBERS. THE
SCOPE FOR DIRECTING FUNDS TO THEM WOULD BE GREATER IF THE RICHER
MEMBER STATES WERE PREPARED TO MAKE SACRIFICES: THE UK WAS PREPARED
TO PLAY A PART IN THIS. OUR CALCULATIONS SHOWED THAT THERE WAS SCOPE
WITHIN THE MAXIMUM RATE FOR AN INCREASE OF SOME 45 PERCENT IN REAL
TERMS OR 70 PERCENT IN MONEY TERMS IN THE RECEIPTS OF THE FOUR
POOREST MEMBER STATES.

21. ANDREOTTI SAID THAT THE FRENCH PROPOSAL TO CONCENTRATE THE
FUNDS ON THE POOREST FOUR COUNTRIES WAS NOT PARTICULARLY FAIR TO
ITALY. THE COMMITTEE SHOULD STICK TO OBJECTIVE CRITERIA AND THE "
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COMMISSION'S PROPOSAL OF A 75 PERCENT GDP CUT OFF WAS FAIRER. HE
ADDED THAT A NUMBER OF THE POORER MEMBER STATES ALREADY RECEIVED
HUGE AMOUNTS IN AGRICULTURAL SUPPORT.

22. FERNANDEZ ORDONEZ SAID THAT DOUBLING THE SIZE OF THE FUNDS
WAS THE MINIMUM NECESSARY FOR COHESION. PANGALOS, IN A LENGTHY
INTERVENTION, COVERING MUCH OF THE GROUND THAT HE HAD COVERED AT THE
FAC, ATTACKED THE CAP AS A CAUSE OF MASSIVE IMBALANCES. THE MORE
PROSPEROUS REGIONS OF THE COMMUNITY RECEIVED SEVERAL TIMES AS MANY
ECU AS THE POORER REGIONS. DOUBLING THE SIZE OF THE FUNDS WAS THE
MINIMUM AND INDISPENSABLE FOR AGREEMENT TO THE REST OF THE PACKAGE.
LENIHAN, ANDREOTTI (DOUBLING WAS EQUIVALENT TO ONLY HALF THE AMOUNT
SPENT ON THE DAIRY SECTOR) AND MARTINS AGREED.

23. DELORS (COMMISSION) AFTER THANKING THE PRESIDENCY FOR THEIR
SUPPORT, DELIVERED A LECTURE TO THE CONCLAVE. THERE WERE SEVERAL
REASONS WHY THE PROPOSALS PUT FORWARD BY MINISTERS WERE
UNACCEPTABLE. THE AMOUNTS FOR THE STRUCTURAL FUNDS WERE VERY SMALL:
0.3 PERCENT OF COMMUNITY GNP. THE COMMUNITY WOULD BE NO MORE THAN A
FREE TRADE AREA IF IT FOLLOWS THE PROPOSALS FROM MEMBER STATES. IF
THEY WERE NOT PREPARED TO CONTRIBUTE MORE, THEY SHOULD NOT HAVE
AGREED TO ENLARGEMENT. HE CONCLUDED THAT THE GAP BETWEEN THE
COMMISSION AND THE COUNCIL WAS STILL VERY WIDE AND THE LATTER WERE
NOT STICKING TO THE UNDERTAKINGS ENTERED INTO UNDER THE SEA.

24. ELLEMAN-JENSEN, SUMMING UP SAID IN A GENERAL REFERENCE TO THE
DAY'S DISCUSSION THAT THE CONCLAVE WOULD NOT BE TAKEN SERIOUSLY IF
IT WERE NOT PREPARED TO COMPROMISE. THE PRESIDENCY HAD MADE AN
E FFORT BUT THE DISCUSSIONS, ESPECIALLY ON THE STRUCTURAL FUNDS, HAD
SHOWN A DEGREE OF INFLEXIBILITY. PROGRESS HAD BEEN MINIMAL.
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Lyn Parker wrote to me on 28 November enclosing a draft
reply from the Prime Minister to Mr. Schliiter's letter about
the European Council.

The Prime Minister has approved a text which is modified
in some minor respects. I enclose it with this letter. You
may wish to telegraph it to the Foreign Secretary's party in
Brussels to ensure that the proposed modifications cause no
problem. Thereafter it should be telegraphed to Copenhagen

and to other European capitals for action first thing tomorrow
morning.

I am copying this letter and enclosure to Alex Allan (HM
Treasury), Shirley Stagg (MAFF) and Trevor Woolley (Cabinet

Office).
AA~ GV\LifQ)w\,

S ———

(C.D. POWELL) ___

Resident Clerk,
Foreign and Commonwealth Office.




TO FLASH COPENHAGEN
AND TO IMMEDIATE OTHER EC POSTS

UKREP TELNO 4054: COPENHAGEN EUROPEAN COUNCIL: PRIME
MINISTER'S REPLY TO SCHLUTER

1. When you see the Danish Prime Minister at 30100Z please
deliver the following reply, dated 29 November, from the Prime
Minister to Schliiter's 26 November letter. Other action
addressees should deliver copies of the Prime Minister's
message to the offices of other EC heads of government, all of
whom will have received Schliiter's letter. 1In Paris copies
should go to both the Elysee and Matignon. UKRep should give

a copy to M. Delors.
25 Message begins:

Thank you for your letter of 26 November about next

week's European Council meeting in Copenhagen.

I agree with how you plan to handle the meeting, and in
particular with your intention to concentrate discussion
on the Community's future financing. My strong view,
like yours, is that we should settle these issues now.
For my part, I shall come to Copenhagen ready to
negotiate an overall agreement covering all such issues.
But if there is to be such an agreement, involving an
increase in the own resources ceiling (and in the
Structural Funds), it is essential that there should be
comprehensive measures to bring agricultural spending
under control. Such measures must be effective and
binding. Effective stabilisers, accompanied if necessary
by an element of "set-aside", are in my judgement the key

to success at the European Council.

But I must tell you that the proposals in last week's

Presidency papers are not, in our considered view,



sufficient. They do not fulfil the mandate from our June
meeting in Brussels for the adoption of "the additional
regulations which will enable the Commission to keep the
level of agricultural expenditure within the budgetary
framework". They would not stop the accumulation of
excessive stocks which brings ever-growing criticism of
the Community from our trading partners and our own
peoples. We would fail the Community if we were to
settle now for inadequate stabilisers, and I think it
only right to warn you that I am not prepared to do so.
I believe we need to look again at the Commission's

proposals, particularly for cereals and oilseeds.

In your letter you also raise the question of budgetary
imbalances and express the hope that it will not occupy
our time in Copenhagen. I share your hope. But I think
it right to warn that such hopes will be dashed if the
discussion proceeds on the basis of the proposition you

describe.

When we discussed this at Fontainebleau the United
Kingdom was already a substantial net contributor to the
Community. It was agreed then, specifically in the
context of the Community of 12, that it would be right to
reduce our burden and that the Abatement mechanism was
the right way to do so. The United Kingdom remains a
substantial net contributor. Indeed our under-lying
burden, as measured by the VAT/expenditure gap, has more
than doubled since Fontainebleau. 1In 1984 it was under
one and a half billion ecu: it is now some three and a
half billion ecu. So despite the Fontainebleau mechanism
our net contribution after abatement has also risen
steeply, to around one and one-quarter billion ecu this

year.

I see no logic in a proposal for an additional, and
wholly arbitrary, increase in the UK's net contribution.
Yet that is apparently what is envisaged in your letter.

Incidentally the Commission's proposals would - on our



calculations - mean an increase far larger than the one
you mention. We shall certainly not reach agreement by
that route. I cannot accept that the Fontainebleau
mechanism should be dropped, and our net contribution
arbitrarily increased, while UK GNP per head remains at
about the Community average, and many richer member

states remain substantial net beneficiaries.

I thought it would help our discussions if I let you (and
our other EC colleagues, to whom I am sending copies)
have my reactions to your abatement proposal without
delay. I also wanted to alert you to the vital
importance I attach to effective agricultural
stabilisers. I repeat that I am ready to reach an
overall agreement at Copenhagen. But it must include
binding and effective spending control, and it must be

fair.
I look forward to discussing all these matters when you

come here on Tuesday.

Message ends

DCAADR
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CoOPY OF LETTER

from : Lord PLUMB, President of the Eurcpean Parliament
dated: 26 November 1987

. to : Mr Uffe ELLEMANN-JENSEN, President of the Council of the
Eurcpean Communities

No. prev. doc.. 9642/1/87 RAU 35
Noe., Cion prop.:

Subject: Making a success of the Single Act

- message of Lord Plumb, President of the European
Parliament, to the members of the Council of Ministers
Brussels, 26th Noverber 1987

Dear President,

I am writing to convey to you and your colleagues attending the
“Conclave" which is preparing the European Council, the main
conclusions of the European Parliament which I Look forward to
presenting in greater detail to that Council on 4 December,

‘ Following its early support for the general orientations of the
Commission over the measures necessary fer ensuring the success of
the Single European Act, the European Parliament has now expressed
its global political support for the detailed proposals which are
before the European Council. Parliament has slready been able to
adopt lLegal opinions on some of these proposals. We therefore ask
the Commission and the Council to consider these amendments and the
political resolutions in their deliberastions.

10005/87 RAU 43 3
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These amendments are inspired By three basi¢c principles: .

- CAP expenditure must be® effectively controlled. The Partiumﬁl’ 18

in principle in favour of stabilizers.
-

(N

- Adequate means must be found to firance Community obligations
under the Treaties, including thost related to “"Cohesion'.

"= Rigorous budgetary discipline must be applied to all types of
expenditure and be implemented by greement between Council andg
Parliament.

I wish you and your colleagues, to whom I am copying this
letter, every success in your preparation of the deliberations of ‘

the European Council in Copenhagen.

(s.) Henry PLUMB

10005/87 RAU &% 3
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- Copenhagen, 30 November 1987

Letter from Prime Minister Poul SCHLUTER to his colleagues

I have thought ft useful after the meeting of Foreign
Affairs Ministers toc set out the questions on which the
Presidency intends to concentrate in our discussion of the
Pelors-package during the meeting of the European Council in
Copenhagen Ffriday and Saturday. I have attached a short nots
setting out these gquestions.

The Presidency will as usual prepare in the light of our
deliberations on the first day in the European Council a
complete set of conclusions inm the Light of our deliberations

and on the basis of the text presentily on the table,

I am looking forward to seeing you in Copenhagen.

signed Poul SCHLUTER

SN 4017/87
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Subject : MAKING A SUCCESS OF THE SINGLE AcCT
= Main questions on which the Presidency intends to
toncentrate discussion during the European Councilt

in cOpenhagen(1)

BUDGETARY DISCIPLINE

Twe main questions will be discussed: .

1) The base for the agricultural guideline, itsg growth rate
and depreciation of excessive agricultural g8tocks

Discussion has shown that these Questions are
interlinked. Two OPtions are on the table:

a) The option et out in the Presidency's draft conclusions

(base - real needs for 1987, growth rate equal to

GNP~growth and revision downwards of the guideline

after 1992,) ‘
B) The option Put forward during the Conclave

(base 27.000 million ECU fapr 1988, growth rate equal to

60 X of GNP-growth and existing excess 8tocks outside

the guideline.) :

circulated on 2¢ November and the specific textyual ¢changes

set out in doc., 3954/87 distributed to the "canclave” angd

resulting from {ts discussion will be available shortly.
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. ‘ 2) The introduction of a monetary reserve in the rules on
exceptional circumstances

The Commission has made more precis in the conclave
the conditions for operation of the reserve which it

proposed in the original package, (2) The European Council

Musl decide whether to fneclude this propoesal or Limit ftself
to a clause on exceptional circumstances as proposed by the
Presidency text,

AGRICULTURE

‘ The Presidency remains of the opinion that success at
Cepenhagen largely depends on agreement being reached on the
overall question of agricultural stabilizers.

The Presidency is convinced that this can be achieved if
agreement is reached on the three main arable crops - cereals,
oilseeds anmd proteins.

So far nene of the proposals tabled has proved capable of
achieving agreement on those products., This is true both for
the Commission's propoesals, the compromise proposed by the
Presidency, and the approach proposed by France. Also the

. particular problem ratised by the Federal Republic of Germany
has sc¢ far not found a satisfactory solution,

Following the Commission's helpful proposal on certain
oflseeds circulated during the "conclave” the Presidency will
seek with the'COmmission to arrive at suitable texts for
decisien on all three arable products so that the European
Council canp dispose of clearly defined political options
permitting a decision to be taken by 2.

‘ (2) A document setting out these precisions will be circulated.
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STRUCTURAL FUNDS ‘ .

Taking account of the orientations which the European
Council already Laid down in Brussels on the objectives of the
funds, on concentration of theirp actions and on the recourse to
the programme method, the Presidency intends to concentrate the
discussion on the aoverall financial amount and geographical
concentration,

On this tatter question two contradictory trends exist
around the Presidency compromise and will have tc be

discussed

1) The proposal of certain delegations to concentrate 2/3 of .
the Funds on the regions covered by Objective No 1.

2) The preoposal of certain other delegations to foresee a
special effort of concentration on the less prosperous
Member States, with particular emphasis on the two new
Members,

OWN RESOURCES

The Presidency intends to concentrate the debate on this
chapter in the European Council on '

i) the size of the overall ceiling and in the Light of this
decision the question of subceilings ;

11{) the definition and the role of the 4th resource,

BUDGETARY IMBALANCES

The Presidency intends to concentrate on the following
questions
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Should the UK compensation be reduced at the outset to
reflect the United Kingdom's relative position within the
Community of Twelve, in additien to the reduction to take
account of the effect on the United Kingdom's contribution
of the introducticon of a fourth resource 1

Can we agree that the result of any new compensatory
mechanism should not Lead to a financial result that
deviates significantly from the result of the present
mechanism taking into account what is decided under

point a)?

The distribution key,
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CPE/PRES/COP. 605

30.11.87 15.152

CONFIDENTIEL

OBJET: EUROPEAN COUNCIL 4-5 DECEMBER 1987 IN COPENHAGEN:
DRAFT DECLARATION ON THE MIDDLE EAST
REF: CPE/BRU 647, CPE/BON 486

THE PRESIDENCY IS GRATEFUL TO PARTNERS FOR SUGGESTIONS FOR INCLU-
SION IN A EUROPEAN COUNCIL DECLARATION ON THE MIDDLE EAST AND
SUBMITS THE FOLLOWING DRAFT FOR CONSIDERATION BY POLITICAL
DIRECTORS. PARTNERS ARE KINDLY INVITED TO SUBMIT ANY COMMENTS
NOT LATER THAN DECEMBER 2ND AT 17.00 HOURS. .

"'D RAFT

DECLARATION BY THE EUROPEAN COUNCIL ON THE MIDDLE EAST

1. THE HEADS OF STATE AND GOVERNMENT OF THE TWELVE MEMBER
STATES OF THE EUROPEAN COMMUNITY EXPRESS THEIR PROFOUND
CONCERN ABOUT THE CONTINUATION OF THE WAR BETWEEN IRAQ
AND IRAN AND REITERATE THEIR FIRM AND WHOLE-HEARTED SUP-
PORT FOR SECURITY COUNCIL RESOLUTION 598 AS THE MEANS TO
ACHIEVE A NEGOTIATED SETTLEMENT TO THIS ARMED CONFLICT.
CONTINUED NON-COMPLIANCE WITH THIS MANDATORY RESOLUTION
WOULD NOT BE ACCEPTABLE TO THE WORLD COMMUNITY, AND THE
SECURITY COUNCIL WOULD HAVE TO CONSIDER WAYS AND MEANS
TO ENFORCE ITS IMPLEMENTATION. THE TWELVE CONTINUE TO
GIVE THEIR UNRESERVED AND STRONG SUPPORT TO THE UNITED
NATIONS SECRETARY GENERAL IN HIS EFFORTS TO OBTAIN EARLY
AND FULL IMPLEMENTATION OF THIS RESOLUTION. THEY URGE
BOTH BELLIGERENTS TO COOPERATE WITH THE SECRETARY GENERAL
TO THIS END, TO EXERCISE RESTRAINT AND NOT INTENSIFY
THE FIGHTING BEFORE IMPLEMENTATION, TO RESPECT THE FREE-
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DOM OF NAVIGATION IN THE GULF AND TO REFRAIN FROM VIOLA-
TION OF INTERNATIONAL NORMS.

CONFIDENTIAL

2. THE HEADS OF STATE AND GOVERNMENT CONFIRM THEIR DESIRE
FOR A NEGOTIATED SOLUTION TO THE ARAB-ISRAELI CONFLICT
WHICH WOULD BRING TO THE REGION A JUST, COMPREHENSIVE
AND LASTING PEACE AND GOOD NEIGHBOURLY RELATIONS. AT
PRESENT THEY SEE NO ALTERNATIVE TO AN INTERNATIONAL CON-
FERENCE UNDER THE AUSPICES OF THE UNITED NATIONS AS THE
MEANS TO BRING ABOUT A NEGOTIATED SOLUTION. THEY THERE-
FORE WELCOME THE RESOLUTE SUPPORT BY THE ARAB LEAGUE AT
THE AMMAN SUMMIT FOR AN INTERNATIONAL CONFERENCE. THE
RESULT OF THE SUMMIT SHOULD NOW BE APPLIED AND NEW MOMENTUM
BROUGHT TO THE PEACE PROCESS.

3. THE HEADS OF STATE AND GOVERNMENT REMAIN DEEPLY CON-
CERNED ABOUT THE SITUATION IN LEBANON. THEY CALL FOR A
PEACEFUL SOLUTION TO THE LEBANON CONFLICT BASED ON THE
INDEPENDENCE, UNITY, SOVEREIGNTY AND TERRITORIAL INTEGRITY
OF LEBANON. THEY URGE ALL PARTIES TO ADOPT SUCH A SOLUTION
BEFORE THE ECONOMIC, POLITICAL AND SECURITY SITUATION IN
LEBANON DETERIORATES STILL FURTHER. THEY UNDERLINE THE
IMPORTANT ROLE FALLING TO SYRIA IN THIS PROCESS AND THE
PARTICULAR RESPONSIBILITY - OF THE SYRIAN GOVERNMENT. THE
TWELVE CONTINUE THEIR SUPPORT FOR UNIFIL AND INSIST THAT
IT BE ALLOWED TO FULFILL ITS MANDATE UNOBSTRUCTED AND
FREE FROM ATTACKS. THEY REITERATE THEIR CONDEMNATION
OF THE CONTINUING DETENTION OF HOSTAGES AND VICTIMS
OF KIDNAPPING IN LEBANON'"'.

COREU COPENHAGUE
FIN DE TEXTE
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MAIN 380
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ESCDE T MED
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FM UKREP BRUSSELS

TO IMMEDIATE FCO

TELNO 4104

OF 302030z NOVEMBER 87

INFO ROUTINE EUROPEAN COMMUNITY POSTS

FRAME ECONOMIC

INTERNAL MARKET COUNCIL : 30 NOVEMBER 1987

DRAFT REGULTION DETERMINING THE PERSONS LIABLE FOR PAYMENT OF A
CUSTOMS DEBT.

SUMMARY
1. SUBJECT TO UK PARLIAMENTARY SCRUTINY RESERVE, COMMON POSITION
AGREED ACCEPTING ARTICLE 100A AS THE LEGAL BASE FOR THE REGULATION.

DETAIL

2. WILHJELM (PRESIDENCY) EXPLAINED THAT THE ONLY OUTSTANDING
POINT WAS WHETHER ARTICLE 100A WAS ACCEPTABLE AS THE LEGAL BASE FOR
THE REGULATION, AS PROPOSED BY THE COMMISSION. CADET (FRANCE),
CASANOVA (SPAIN), LYMBEROPOULOS (GREECE) AND MR MAUDE ALL MAINTAINED
THEIR VIEW THAT ARTICLE 100A WAS NOT ACCEPTABLE, PREFERRING ARTICLES
43 AND 235. RESPONDING TO THESE VIEWS, LORD COCKFIELD (COMMISSION)
SAID THAT THE PURPOSE OF THE CUSTOMS UNION WAS NOT THE PROTECTION OF
OWN RESOURCES. A CUSTOMS UNION WAS A FUNDAMENTAL PILLER OF THE
PRINCIPLE OF FREE MOVEMENT OF GOODS, WHICH ITSELF WAS FUNDAMENTAL TO
THE INTERNAL MARKET. ARTICLE 8A OF THE TREATY IDENTIFIED THE COMMON
CUSTOMS TARIFF AS ONE OF THE MEANS OF ACHIEVING THE INTERNAL MARKET.
THEREFORE THE COMMISSION'S USE OF ARTICLE 100A WAS SQUARELY BASED ON
THE TREATY AND SEA PROVISIONS.

3. IN AN ATTEMPT TO WIN ROUND DELEGATIONS, WILHJELM PROPOSED A
MINUTES STATEMENT (BY HAND OF LOUGHEAD, DTI) IN WHICH THE COUNCIL
WOULD STATE THAT THE USE OF ARTICLE 100A WOULD NOT PREJUDICE FUTURE
DECISIONS IN THE CUSTOMS OR ANY OTHER FIELD, AND THAT A CASE BY CASE
APPROACH WOULD BE ADOPTED. LORD COCKFIELD REFUSED TO JOIN THE
COMMISSION TO THIS STATEMENT IN CASE IT MIGHT BE USED IN FUTURE TO
ARGUE THAT THE COMMISSION'S HANDS HAD BEEN TIED. MR MAUDE MAINTAINED
THE UK'S RESERVE, AND ALSO REGISTERED A PARLIAMENTARY SCRUTINY
RESERVE.

4., ON RESUMING AFTER LUNCH, THE PRESIDENCY CIRCULATED THE
FOLLOWING REVISED MINUTES STATEMENT:
'"'"THE COUNCIL AND THE COMMISSION NOTE THAT FUTURE DECISIONS
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CONCERNING THE LEGAL BASIS TO BE ADOPTED FOR OTHER ACTS IN THE
CUSTOMS FIELD OR IN OTHER FIELDS WILL BE TAKEN ON A CASE BY CASE
BASIS ACCORDING TO THEIR MERITS''.
WILHJELM STATED THAT HE WOULD CONSIDER THAT THIS WOULD ALLOW ALL
DELEGATIONS TO ACCEPT ARTICLE 100A UNLESS THERE WERE OBJECTIONS.
NO-ONE SPOKE, AND THE PRESIDENCY CONCLUDED THAT THE COUNCIL HAD

REACHED A COMMON
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TO IMMEDIATE FCO

TELNO 4103

OF 302020z NOVEMBER 87

INFO ROUTINE EUROPEAN COMMUNITY POSTS

FRAME ECONOMIC
INTERNAL MARKET COUNCIL: 30 NOVEMBER 87
NON LIFE INSURANCE SERVICES

SUMMARY
1. INITIAL TOUR DE TABLE PRODUCES LITTLE SIGN OF MOVEMENT FROM
PREVIOUS POSITIONS.

2. PRESIDENCY SUBSEQUENTLY PRESENT REVISED LESS LIBERAL
COMPROMISE INCLUDING STAGED PHASING FOR THRESHOLDS (WITH A
DEROGATION TO INCLUDE ALSO SPAIN) AND MATCHING, AND A NEW TEXT ON
TAX.

3. FRANCE AND LUXEMBOURG WILLING TO JOIN INCREASINGLY RELUCTANT
UK, NETHERLANDS, GERMANY AND DENMARK, BUT NO FURTHER NEW SUPPORT.

4., PRESIDENCY NOW UNDECIDED ON NEXT MOVE BUT MAY SEND PROPOSAL TO
A FUTURE COUNCIL IN DECEMBER (ANOTHER INTERNAL MARKET COUNCIL HAS
BEEN CALLED FOR 18 DECEMBER A.M.)

DETAIL

5. LORD COCKFIELD (COMMISSION) OPENED BY STRESSING THE IMPORTANCE
OF BRINGING TO A SPEEDY CONCLUSION THIS LONG-STANDING PROPOSAL WHICH
COULD SO REDUCE THE COSTS OF TRADE AND INDUSTRY AND THUS BENEFIT THE
CONSUMER. IN THEIR DECEMBER 1986 JUDGEMENTS, THE ECJ HAD CONSIDERED
THE PROTECTION OF POLICY HOLDERS AND THIRD PARTIES AS THE PRIORITY
AND THEN ONLY AS REGARDS MASS RISKS: FOR LARGE RISKS IT WAS CLEAR
THAT THERE SHOULD BE FREEDOM OF SERVICES SUBJECT TO HOME COUNTRY
CONTROL AND MUTUAL RECOGNITION. THEREFORE IT WAS FOR THE COUNCIL TO
SET THE DIVIDING LINE. THE COMMISSION SUPPORTED THE PRESIDENCY
COMPROMISE: AGREEMENT ON THRESHOLDS SHOULD OPEN THE DOOR TO THE
OTHER POINTS IN THE PACKAGE.

6. WILHJELM (PRESIDENCY) AGREED BUT WARNED THAT THE ECJ HAD IN
EFFECT GIVEN THE COUNCIL A LAST CHANCE TO NEGOTIATE A SERVICES
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REGIME. IF IT FAILED, THE COURT WOULD SIMPLY STEP IN AND PRODUCE A
SOLUTION LESS BALANCED TO THE MUTUAL INTERESTS OF MEMBER STATES. AS
FOR THRESHOLDS, THE PRESIDENCY FIGURES SHOULD BE A MAXIMUM: HIGHER
WOULD RENDER THE DIRECTIVE MEANINGLESS.

7. AN ENSUING TOUR DE TABLE CONTAINED PREDICTABLE SET STATEMENTS.
CASANOVA (SPAIN) REITERATED HIS COUNTRY'S REQUEST FOR A WAVER AND
FOR A SOLUTION TO THE SPANISH INSURANCE CONSORTIUM PROBLEM: LORD
COCKFILED COMMENTED THAT DISCUSSIONS WERE CONTINUING AND HE WAS
OPTIMISTIC. MENESES (PORTUGAL) FAILED TO PRODUCE HIS PROMISED
''CONCRETE PROPOSALS FOR FLEXIBLE PHASING'' AND APPEALED AGAIN FOR A
LONG TRANSITIONAL PERIOD. DE KEERSMAEKER (BELGIUM) REELED OUT THE
SAME OLD LIST OF DEMANDS EG HIGHER THRESHOLDS, CUMUL VARIANT 3, HOST
STATE CONTROL OF TECHNICAL RESERVES ACROSS THE BOARD PENDING
HARMONISATION, AN ABSOLUTE LIMIT ON MATCHING AND PROVISION FOR A
FISCAL REPRESENTATIVE. BOTH CASANOVA - IN A SUBSEQUENT INTERVENTION
= AND LYMBEROPOULOS (GREECE) ECHOED MOST OF THIS. THE LATTER CHIMING
IN WITH HIS WELL KNOWN THRESHOLDS OF 2000 EMPLOYEES AND 200 MECU
TURNOVER (ON A LEGAL ENTITY BASIS).

8. LAHURE (LUXEMBOURG) AND BRENNAN C(IRELAND) BOTH AGAIN SAID THEY
COULD MOVE ON THRESHOLDS ON A LEGAL ENTITY BASIS BUT WERE STILL FOR
AN ABSOLUTE LIMIT ON MATCHING.

9. BOSSON (FRANCE) WHILE AGAIN BRINGING UP THE SUBSIDIARY
LOOPHOLE POINT AND PUSHING HIS HIGHER THRESHOLD FIGURES COULD
HOWEVER RALLY TO THE PRESIDENCY COMPROMISE IF THERE WAS SOMETHING ON
FISCAL REPRESENTATION: WHILE LA PERGOLA (ITALY) AS EXPECTED PRESSED
FOR HOST COUNTRY CONTROL OF ALL TECHNICAL RESERVES AS A CONDITION
FOR SUPPORTING A LIBERAL CUMUL: THE PHASING OF THRESHOLDS PROPOSED
AT THE LAST COREPER WAS -ONLY ALLUDED TO, HOWEVER, WITH 500 EMPLOYEES
AND 70 MECU BEING MENTIONED AS A POSSIBLE ALTERNATIVE (ALTHOUGH
WHETHER ON A LEGAL ENTITY OR CONSOLIDATED BASIS WAS UNCLEAR).

10. FROM THE LIBERAL CAMP, MR MAUDE (UK) SAID WE HAD CONCERNS
WITH MUCH OF THE COMPROMISE BUT IN THE INTERESTS OF THE PROPOSAL'S
SPEEDY ADOPTION WOULD BE PREPARED TO ACCEPT THE PACKAGE AS A WHOLE.
IN PARTICULAR HE URGED THE COUNCIL NOT TO GO BEYOND THE PRESIDENCY'S
FIGURES ON THRESHOLDS: BUT IF THERE WAS TO BE ANY PHASING THERE MUST
BE FINITE TIME LIMITS. IT WAS IMPORTANT FOR BUSINESS AT LARGE TO BE
ABLE TO BENEFIT FROM THE INCREASED COMPETITION THAT THE DIRECTIVE
STOOD TO PROVIDE. SCHLECHT (GERMANY) WHOLEHEARTEDLY AGREED ON THE
TIMETABLE POINT WHILE VAN BEUGE (NETHERLANDS) SUPPORTING NO INCREASE
IN THRESHOLDS SAID IT WAS IMPORTANT TO CONSIDER THE BENEFITS THAT
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COULD ACCRUE FOR SMES - THE PRESIDENCY'S THRESHOLDS WERE THEREFORE
ONLY JUST ACCEPTABLE: ON THE FRENCH TAX PROPOSAL, HOWEVER, HE WAS
CONCERNED THAT A FISCAL REPRESENTATIVE WAS MERELY A BACK DOOR TO
ESTABLISHMENT. FINALLY, DYREMOSE (DENMARK) ADDED THAT IF THERE WAS
TO BE ANY PHASING OF THRESHOLDS THE RELATIOMSHIP BETWEEN THE THREE
COMPONENTS OF THE FOURTH COMPANY LAW DIRECTIVE NEEDED TO BE
PRESERVED. BUT DENMARK WOULD HAVE PREFERRED NO LIMITS.

11. ASKED TO COMMENT THUS FAR, LORD COCKFIELD NOTED THAT WHAT THE
ILLIBERAL STATES SEEMED CONCERNED WITH WAS TO PROTECT INSURANCE
COMPANIES: THE ECJ HAD BEEN PURELY CONCERNED WITH THE PROTECTION OF
POLICY HOLDERS AND THIRD PARTIES AND IN THIS REGARD THE PRESIDENCY'S
FIGURES AS SUGGESTED NOT BY THE CEA (AN INSURERS TRADE UNION) BUT BY
UNICE (WHICH REPRESENTED THE CONSUMER) AND CONSIDERED A MAXIMUM
TOLERABLE LIMIT, HAD TO BE TAKEN. THESE MUST NOT BE SEEN AS THE
OPENING BID IN AN AUCTION: THE COMMISSION CONSIDERED THEM TOO HIGH.
AS REGARDS ANY MORE RESTRICTIVE VERSION OF CUMUL AND HOST COUNTRY
CONTROL FOR LARGE RISKS NEITHER HAD ANY BASIS IN THE ECJ JUDGEMENTS.
MORE GENERALLY, IT WAS VITAL NOT TO CUT DOWN ON EXISTING RIGHTS
UNDER THE TREATY.

12. AFTER A BREAK, A REVISED PRESIDENCY COMPROMISE WAS TABLED
OVER LUNCH AND ROUNDLY ATTACKED BY LORD COCKFIELD AS A STEP
BACKWARDS. THIS CONTAINS A TWO-STAGE PHASING FOR THRESHOLDS - WITH
DOUBLE THE PRESIDENCY FIGURES UNTIL END=-1992 IN THE INITIAL PHASE
AND THE INCLUSION OF SPAIN WITH GREECE AND PORTUGAL IN A STRETCHED
FIRST STAGE ENDING DECEMBER 1996: AN AMENDED TEXT ON TAX ENABLING
'"EACH MEMBER STATE, PENDING FUTURE HARMONISATION, TO APPLY ... ITS
OWN NATIONAL PROVISIONS TO ENSURE THE TAX COLLECTION'' TOGETHER WITH
A NEW COUNCIL MINUTE STATEMENT INDICATING THAT MEMBER STATES MAY
REQUIRE SERVICES INSURERS ''INTER ALIA TO FORWARD AN EXHAUSTIVE LIST
OF CONTRACTS UNDERWRITTEN OR TO APPOINT A FISCAL AGENT ...'': A
THREE STAGE PHASING ON ABSOLUTE LIMITS FOR MATCHING FOR GREECE,
PORTUGAL AND IRELAND WITH THE FIRST TWO STAGES OF THIS PHASING
APPLYING ALSO TO BELGIUM, LUXEMBOURG AND SPAIN: THE COMMISSION
COMPROMISE PROPOSAL ON ECU MATCHING (OBLIGATORY UP TO 20 PER CENT,
OPTIONAL UP TO 50 PER CENT): AND FINALLY NO CHANGE AS REGARDS
TECHNICAL RESERVES.

13. REACTION TO THIS WAS VERY MIXED WITH MR MAUDE, VAN DER LINDEN
(NETHERLANDS), GRUNHAGE (GERMANY) AND DYREMOSE REFUSING TO GO ANY
FURTHER WHATEVER, FRANCE AND - IN A PROMISING CHANGE OF HEART -
LUXEMBOURG SUPPORTING IN THE SPIRIT OF COMPROMISE, BUT OTHERWISE NO
FURTHER MOVEMENT. MOST DISAPPOINTINGLY ITALY SIMPLY DESCRIBED IT AS
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UNACCEPTABLE, WHILE DE KEERSMAEKER WAS ALMOST AS NEGATIVE JOINING A
CHORUS OF PLEAS FROM LYMBEROPOULOS, BRENNAN AND MARTINS (PORTUGAL)
FOR HIGHER THRESHOLDS, LONGER PHASING ETC. CASANOVA MAY HAVE IMPLIED
THAT IF THE SPANISH CONSORTIUM PROBLEM WAS RESOLVED SPAIN MIGHT BE
MORE AMENABLE BUT THE THRESHOLDS HE SUGGESTED IN THE FIRST PHASE
WERE RIDICULOUSLY HIGH.

14. DYREMOSE, NO DOUBT SENSING THE PRESIDENCY'S INCREASING
FRUSTRATION, COMMENTED THAT IF THE COUNCIL COULD NOT AGREE EVEN ON
THIS VERSION, IT WOULD BE BETTER TO LEAVE THE MATTER TO THE COURTS.
LORD COCKFIELD DESCRIBED IT AS A ''WEAK, SPINELESS, GUTLESS
COMPROMISE'' AND THOUGHT IT WOULD BE THE ABSOLUTE LIMIT THE
COMMISSION COULD ACCEPT ALTHOUGH IT WOULD MAKE A MOCKERY OF THE
INTERNAL MARKET OBJECTIVE.

15. AS THIS POINT DISCUSSION FIZZLED OUT, BEING GIVEN NO FOCUS BY
THE PRESIDENCY: AND IN A CONCLUSION LACKING MUCH WEIGHT WILHJELM
MERELY INDICATED THAT THE AMENDED COMPROMISE SEEMED AN APPROPRIATE
EQUILIBRIUM. ALTHOUGH THERE APPEARED TO BE REAL DISAGREEMENT, THE
PRESIDENCY MIGHT STILL TAKE THIS UP AT A FUTURE COUNCIL BEFORE THE
END OF THE YEAR. (AN INTERNAL MARKET COUNCIL HAS SINCE BEEN SET FOR
THE MORNING OF 18 DECEMBER BUT IF THIS PROPOSAL IS TO BE ON THE
AGENDA THE PRESIDENCY WILL CLEARLY HAVE TO BE CONVINCED OF SIGNS OF
MOVEMENT FROM CERTAIN OBVIOUSLY ''RECALCITRANT'' STATES EG ITALY AND
BELGIUM. :
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TELNO 4096

OF 3016502z NOVEMBER 87

INFO PRIORITY EUROPEAN COMMUNITY POSTS

007564
MDHIAN 8334

FRAME EXTERNAL/ FRAME GENERAL
PREPARATIONS FOR THE COPENHAGEN EUROPEAN COUNCIL

1. I HAVE SPOKEN TO THE SECRETARY GENERAL OF THE COUNCIL TO
FOLLOW UP YOUR LETTER TO ELLEMANN-JENSEN EXPRESSING CONCERN LEST THE
OILS AND FATS ISSUE SHOULD NOW BECOME ENTANGLED WITH THE DISCUSSION
OF THE BASE AND SLOPE FOR THE AGRICULTURAL GUIDELINE.

2. ERSBOELL SAID HE FULLY SHARED YOUR CONCERN AND WOULD DO HIS
BEST TO KEEP ANY MENTION OF THE OILS AND FATS TAX AWAY FROM THE
DOCUMENTATION FOR THE EUROPEAN COUNCIL. ALTHOUGH THE DANES
THEMSELVES HAD BEEN LARGELY RESPONSIBLE FOR POKING THE ISSUE UP
AGAIN AT THIS MORNING'S CONCLAVE, HE BELIEVED THEY WOULD NOW BE MORE
CAUTIOUS. OF COURSE, NO ONE COULD GUARANTEE THAT ONE OR OTHER MEMBER
OF THE EUROPEAN COUNCIL MIGHT RAISE THE ISSUE IN CONNECTION WITH THE
DISGUSSION" OF THE 27 BILLTON"ECU FIGURE ‘FOR THE 1988 BASE OF THE
AGRICULTURAL GUIDELTNEL. BUT, EVEN" I'F THEY DID, SCHLUTER OUGHT TO BE
ABLE TO STEER THE DISCUSSION INTO SAFE WATERS AND TO AVOID ANY
CHANGE IN THE FIGURES WHICH THE PRESIDENCY HAD CIRCULATED TO THE
CONCLAVE THIS MORNING.

3. I THEN ELICITED FROM ERSBOELL THE FOLLOWING INFORMATION ABOUT
PRESIDENCY INTENTIONS FOR THE COPENHAGEN DOCUMENTATION. HE SAID HE
BELIEVED WE WOULD GET THREE FURTHER DOCUMENTS WHICH WOULD BE
AVAILABLE IN BRUSSELS ABOUT LUNCHTIME TOMORROW:

1) A FURTHER ,“VERY "SHORT, COVERING LETTER FROM SCHLUTER TO THE
OTHER MEMBERS OF THE EUROPEAN COUNCIL WITH NO SUBSTANTIVE
CONTENT ADDITIONAL TO HIS EARLIER LETTER:

II) A DOCUMENT WHICH ERSBOELL DESCRIBED AS A KIND OF ANNOTATED
AGENDA, IDENTIFYING THE MAIN SUBJECTS ON WHICH THE DANISH
PRESIDENCY BELIEVED THE EUROPEAN COUNCIL SHOULD FOCUS. SO FAR
AS ACTUAL NEGOTIATING TEXTS WERE CONCERNED, THE ANNOTATED
AGENDA WOULD CROSS REFER TO:

III) A REVISED VERSION OF THE DOCUMENT WHICH WENT TO THE CONCLAVE
INCORPORATING THE FEW CHANGES WHICH WERE AGREED OR BROADLY
SUPPORTED THERE.
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ERSBOELL SAID THAT ELLEMANN-JENSEN WAS MEANT TO CLEAR THESE
DOCUMENTS THIS EVENING. THEY WOULD BE SHOWN BRIEFLY TO PRESIDENT
DELORS TOMORROW AND WOULD THEN BE MADE AVAILABLE TO ALL DELEGATIONS.

4. IN REPLY TO MY QUESTION ERSBOELL AT FIRST EQUIVOCATED ABOUT
WHETHER ANDRIESSEN'S REVISED PROPOSAL ON OIL SEEDS WOULD BE
INCORPORATED IN THE DOCUMENTATION FOR COPENHAGEN. ERSBOELL AND THE
DANISH PRESIDENCY ARE CLEARLY HOPING THAT DELORS WILL TABLE A
REVISED PROPOSAL ON CEREALS WHICH ANDRIESSEN REFUSED TO DO AT THE
CONCLAVE AND WANT TO LEAVE THE WAY CLEAR FOR THAT. I SAID I DID NOT
SEE HOW ANDRIESSEN'S OIL SEED PROPOSAL, WHICH HAD BEEN FORMALLY PUT
TO THE CONCLAVE AND CIRCULATED THERE IN WRITING, COULD BE WITHELD
FROM THE EUROPEAN COUNCIL. SINCE WE AND THE DUTCH WERE NOT PREPARED
TO ACCEPT THE PRESIDENCY PROPOSAL ON OIL SEEDS AND MOST OTHERS WERE
NOT PREPARED TO ACCEPT THE COMMISSION'S ORIGINAL PROPOSAL WHICH WE
SUPPORTED, IT WAS RATHER IMPORTANT THAT THE REVISED PROPOSAL BE
AVAILABLE. ERSBOELL SAID HE WAS INCLINED TO AGREE AND WOULD SEE WHAT
COULD BE DONE.

5. ERSBOELL WENT ON TO SAY THAT HE STRONGLY AGREED WITH THE LINE
WE HAD BEEN TAKING ABOUT THE NEED FOR COPENHAGEN TO TAKE DECISIONS
ON THE WHOLE PACKAGE OF AGRICULTURAL STABILISERS THAT HAD BEEN UNDER
DISCUSSION. IT WAS MOST UNWISE TO SEND A LOT OF THESE BACK TO THE
AGRICULTURE COUNCIL WITHOUT DECISIONS BEING TAKEN. PEOPLE MIGHT
HAVE TO HOLD THEIR NOSES TO TAKE THE DECISIONS NOW AS A PACKAGE BUT
THAT WOULD BE FAR BETTER THAN SEEING IT UNRAVEL IN THE AFTERMATH OF
COPENHAGEN, SUCCESS FUL OR UNSUCCESS FUL.
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FRAME ECONOMIC
CONCLAVE: 29 NOVEMBER.

OWN RESOURCES AND BUDGET IMBALANCES.

SUMMARY.

VIRTUALLY NO CHANGE ON OWN RESOURCES SYSTEM. SLIGHT HINTS OF GERMAN
FLEXIBILITY ON UK BUDGET IMBALANCE. YOU REPEAT OUR CRITICISMS OF
EXPENDITURE SIMULATIONS.

DETAIL.

2. ON THE OWN RESQURCES SYSTEM THERE WAS VIRTUALLY NO MOVEMENT,
WITH DELEGATIONS REPEATING THE POSITIONS THEY HAD ADOPTED AT THE FAC
N 24 NOVEMBER (MY TELNO 3975). THERE WERE ONLY THREE MINOR CHANGES

F POSITION:

(A) GENSCHER SAID THAT THE PRESIDENCY PROPOSAL FOR A GNP BASED
FOURTH RESOURCE WAS AN IMPROVEMENT ON THE COMMISSION'S IDEAS,
THOUGH GDP WOULD BE BETTER.

(B) DE SCHOUTHEETE (BELGIUM) COULD ACCEPT A GNP OR GDP BASED
FOURTH RESOURCE.

(C) DE SCHOUTHEETE ALSO INDICATED WILLINGNESS TO CONSIDER THE
SUGGESTION THAT REFUNDS OF TRADITIONAL OWN RESOURCES MIGHT BE
BASED ON A REALISTIC ASSESSMENT OF COLLECTION COSTS IN MEMBER
STATES. (VAN DEN BROEK (NETHERLANDS) DOUBTED WHETHER 10 PERCENT
WOULD PROVE TO BE AN OVER ESTIMATE OF THE REALISTIC COST OF
COLLECTION.)

3. ON BUDGET IMBALANCES THE ONLY ADDITION TO REMARKS MADE AT THE
FAC CAME FROM GENSCHER (GERMANY) WHO HINTED AT SOME WILLINGNESS TO
COMPROMISE AT THE END OF THE NEGOTIATION. BOSSON (FRANCE) WENT OUT
OF HIS WAY TO SAY THAT COMPENSATION SHOULD BE RELATED TO FEOGA
GUARANTEE EXPENDITURE ALONE.

. PAGE 1
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4., THE COMMISSION CIRCULATED TODAY REVISED SIMULATIONS OF
EXPENDITURE ON 1988 AND 1992 (BY HAND OF KERR). YOU POINTED OUT THAT
THE SIMULATIONS DID NOT PROVIDE A GOOD JUSTIFICATION FOR AN INCREASE
IN OWN RESOURCES ON THE SCALE PROPOSED BY THE COMMISSION. THEY
INCLUDED PROVISION FOR:

(A) A MONETARY RESERVE OF 1000 MECU OUTSIDE THE AGRICULTURAL
GUIDELINE:

(B) AN UNACCEPTABLY LARGE INCREASE IN THE STRUCTURAL FUNDS:

(C) THE UNREALISTIC ASSUMPTION THAT THE EUROPEAN DEVELOPMENT FUND
WOULD BE BUDGETISED:

(D) PROVISION FOR NEW POLICIES WHICH TURNED OUT TO MEAN POLICIES
RELATED TO THE SEA, E.G. ON ''COHESION'' AND RESEARCH WHICH

ALREADY FIGURED ELSEWHERE IN THE TABLE:

(E) AN ALLOWANCE OF 0.07 PERCENT OF GNP IN CASE GNP GROWTH

TURNED OUT TO BE LESS THAN EXPECTED. THIS WAS THE WRONG APPROACH.
EC EXPENDITURE MUST BE TAYLORED TO THE EC'S ECONOMIC PERFORMANCE.
IT WAS WRONG TO SET QUANTITATIVE SPENDING TARGETS AND STICK TO
THEM WHATEVER HAPPENED TO THE COMMUNITY GNP.

5. DELORS (COMMISSION) SAID THAT THE ABATEMENT SHOULD BE
DEGRESSIVE (WITHOUT EXPLAINING IN EXACTLY WHAT WAY). IF THE
COMMISSION'S PROPOSALS ON THE STRUCTURAL FUNDS WERE ACECPTED, THE
COMMISSION WOULD BE PREPARED TO PROPOSE THAT ALL MEMBER STATES
SHOULD CONTRIBUTE TO THE ABATEMENT. YOU NOTED WITH APPROVAL THE
PRESIDENCY SUGGESTICON THAT COMPENSATION TO THE UK SHOULD APPEAR IN
THE FUTURE AS NOW ON THE REVENUE SIDE OF THE BUDGET: AND THE
COMMISSION'S RECOGNITION THAT A DURABLE SOLUTION WAS NEEDED TO THE

URABLE PROBLEM REPRESENTED BY THE UK'S BUDGET IMBALANCE. THE UK
OULD NOT HOWEVER ACCEPT CHANGES TO THE ABATEMENT SYSTEM WHICH WOULD
URTHER INCREASE A BUDGETARY BURDEN FOR THE UK WHICH HAD INCREASED
ASSIVELY SINCE 1984 AND WOULD CONTINUE TO INCREASE IN THE FUTURE.
HE COMMISSION'S PROPOSAL WOULD INCREASE THAT BURDEN BY SOME 750
MECU A YEAR, MUCH MORE THAN THE FIGURE QUOTED IN SCHLOUTER'S LETTER.
THE FONTENBLEAU SYSTEM HAD BEEN APPROPRIATE IN 1984. IT WAS
APPROPRIATE NOW. THE ONLY CHANGES TO THE SYSTEM WHICH THE UK COULD
ACCEPT WERE CHANGES WHICH WOULD REDUCE, NOT INCREASE, THE UK'S
BUDGETARY BURDEN.

HANNAY
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&, THREE SUBJECTS,_ALL AGRICULTURAL, DOMINATED THE DISCUSSIONS: '
WHETHER STOCKS SHOULD BE INSIDE OR OUTSIDE THE GUIDELINE: FEOGA
BUDGET MANAGEMENT: AND EXCEPTIONAL CIRCUMSTANCES.

5. I SET OUT OUR CASE FOR FINANCING THE DEPRECIATION OF EXISTING
STOCKS OUTSIDE THE GUIDELINE: PREFERABLY IN A SPECIAL OPERATION IN
1988, POSSIBLY SPREAD OUT OVER A PERIOD OF YEARS, AS THE COMMISSION
HAD SUGGESTED. BUT IF THE DEPRECIATION OF OLD STOCKS WAS TAKEN
OUTSIDE THE GUIDELINE, THE BASE AND THE ''SLOPE'' SHOULD BE REDUCED.
THE COMMISSION HAD SUGGESTED THAT 1.2 BECU SHOULD BE DEDUCTED FROM
THE GUIDELINE IN 1988, AND 1.4 BECU IN EACH SUBSEQUENT YEAR, TO
COVER THE DEPRECIATION OF OLD STOCKS. SUCH REDUCTIONS IN THE
GUIDELINE COULD NOT BE ACHIEVED WITH A 1987 BASE FIGURE OF 26860
MECU. ELLEMAN-JENSEN (PRESIDENCY) INDICATED THAT EITHER
OFF-GUIDELINE OR ON-GUIDELINE FINANCING WAS POSSIBLE.

6. DELORS AND ANDREOTTI (COMMISSION) INSISTED THAT THERE WAS NO
JUSTIFICATION FOR A REDUCTION IN THE COMMISSION'S BASE FIGURE.

SUBSEQUENT DISCUSSION IN THE MARGINS SUGGESTED THAT THE COMMISSION
MAY HAVE HAD IN MIND A SCHEME IN WHICH

A) THE 26860 MECU BASE IS RETAINED AND MULTIPLIED BY GNP GROWTH.

B) FROM THAT SUM IS DEDUCTED 1.2 BECU IN 1988 AND 1.4 BECU IN EACH .

SUBSEQUENT YEAR (IN 1987 PRICES) TO BE USED FOR THE DEPRECIATION OF
OLD STOCKS.

(C) THE GUIDELINE IS THE EXPENDITURE FIGURE WHICH RESULTS FROM (A)
AND (B).

(D) (POSSIBLY) THE BASE OF THE GUIDELINE AT THE END OF THE 1988-92
PERIOD IS THE 1992 EXPENDITURE FIGURE WHICH RESULTS FROM (A)
AND (B).

7. FERNANDEZ ORDONEZ (SPAIN) AND PINHEIRO (PORTUGAL) PUT IN A
WORD FOR FINANCING OF STOCK DISPOSALS OFF-GUIDELINE, OFF BUDGET, AND
BY THE MEMBER STATES WHO HAD BUILT THEM UP. IN REPLY ANDRIESSEN GAVE
THE STANDARD COMMISSION REBUTTAL OF NATIONAL FINANCING:
ELLEMAN-JENSEN SAID IT WAS FOR THE COURT TO RULE ON SPAIN'S AND
PORTUGAL'S CASES AGAINST THE COMMUNITY'S ARRANGEMENTS FOR FINANCING
STOCK DISPOSALS.

8. ON BUDGET MANAGEMENT DELORS, WITH UK AND SPANISH SUPPORT,
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CONCLAVE 29 NOVEMBER "\}/
BUDGET DISCIPLINE AND MANAGEMENT.

SUMMARY.

DISCUSSION ON LARGELY EXPECTED LINES MAINLY ABOUT AGRICULTURAL u
BUDGET DISCIPLINE. FRENCH DEMAND FOR CONSEQUENCES OF EMS
REALIGNMENTS TO BE REGARDED .AS EXCEPTIONAL CIRCUMSTANCES.

2. COMMISSION AND PRESIDENCY REGARD OFF GUIDELINE FINANCING OF
DEPRECIATION OF OLD STOCKS (BUT ON GUIDELINE AND OVER 5 YEARS) AS
SERIOUS POSSIBILITY BUT NOT YET CLEAR WHETHER AN ACCEPTABLE SCHEME
CAN BE DEVISED.

3. ELLERMAN-JENSEN (PRESIDENCY) EXPLAINED THAT THE PRESIDENCY
"EXT WAS MORE PRECISE AND BINDING THAN THE PROPOSAL ORIGINALLY MADE
BY THE COMMISSION IN JULY. IT INVOLVED:

= CLOSE CONTROL OF COMMITMENTS AS WELL AS PAYMENTS:

= TIGHTER LANGUAGE ON STOCK DISPOSAL, TO GUARANTEE THAT THE ''BURDEN
OF THE PAST'' WOULD NOT BUILD UP AGAIN:

= THE PAYMENT OF ADVANCES ONLY AFTER THE COMMISSION HAD RELIABLE
INFORMATION ON A CHAPTER BY CHAPTER BASIS.

= A CLEAR COMMITMENT THAT ALL PRICE FIXING PROPOSALS FROM THE
COMMISSION WOULD BE CONSISTENT WITH THE GUDELINE:

= NO MONETARY RESERVE AND ONLY TWO EXCEPTIONAL CIRCUMSTANCES (A

MAJOR CHANGE IN THE DOLLAR/ECU RATE AND A BREACH OF INTERNATIONAL
UNDERTAKINGS BY A THIRD COUNTRY).

HE NOTED THAT THE BASE AND SLOPE OF THE AGRICULTURAL GUIDELINE WAS
STILL NOT AGREED: BUT THE PRESIDENCY NOTE 10002/87 CLARIFIED THE
POSITION AND SUGGESTED A SOLUTION.

. PAGE 1
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.ARGUED FOR THE COMMISSION'S ORIGINAL PROPOSAL: CHAPTER BY CHAPTER
CONTROL, REIMBURSEMEQT RATHER THAN ADVANCES. RAIMOND (FRANCE) ARGUED
THAT THE PRINCIPLE OF ADVANCES MUST BE SACROSANCT. ELLEMAN-JENSEN
SAID THAT THE PRESIDENCY TEXT GAVE THE COMMISSION IN SUBSTANCE THE
IMPROVEMENTS IN BUDGET MANAGEMENT WHICH IT HAD REQUESTED. DELORS
DISAGREED, INDICATING THAT THE MAIN OBJECTIVE FOR THE COMMISSION WAS
AGREEMENT THAT PAYMENTS WOULD NOT BE MADE TO MEMBER STATES UNLESS
THE BUDGETARY CHAPTERS CONCERNED CONTAINED SUFFICIENT FUNDS.

9. ON EXCEPTIONAL CIRCUMSTANCES, I REPEATED OUR VIEW THAT THERE
WAS NO JUSTIFICATION FOR ANY SUCH LOOPHOLES. BUT IF THE PRESIDENCY
TEXT WAS TO BE CONSIDERED, IT NEEDED TO BE SERIOUSLY TIGHTENED UP.
THE FIRST SENTENCE OF PARAGRAPH 12 SHOULD BE DELETED (TO REMOVE ANY
AMBIGUITY ABOUT THE DEFINITION OF EXCEPTIONAL CIRCUMSTANCES). SO
SHOULD THE PARAGRAPH WHICH CLASSIFIED UNFAIR TRADING PRACTICES BY
THIRD COUNTRIES AS EXCEPTIONAL CIRCUMSTANCES. THE FRANCHISE SHOULD
BE A 15 PERCENT CHANGE IN THE ECU/DOLLAR RATE FROM THE REFERENCE
RATE: THE COUNCIL MUST BE INSTRUCTED TO WORK OUT A PROCEDURE FOR
SETTING THIS REFERENCE RATE. THE CLAWBACK CLAUSE SHOULD BE TIGHTENED
UP, PERHAPS ON THE LINES OF EARLIER PRESIDENCY NON-PAPERS: VAN DEN
BROEK AGREED.

10. RAIMOND ARGUED THAT THE EXPENDITURE CONSEQUENCE OF EMS
.?EALIGNMENTS MUST BE REGARDED AS EXCEPTIONAL CIRCUMSTANCES.

ANDRIESSEN APPEARED TO AGREE. ON THE FRANCHISE, VAN DEN BROEK
SUPPORTRED 15 PERCENT: RAIMOND DEFENDED 500 MECU: THE COMMISSION
VARIOUSLY ATTACKED THE PRINCIPLE OF A FRANCHISE (DELORS) AND THE
AMOUNT I HAD SUGGESTED (CHRISTOPHERSEN). DELORS REPEATEDLY URGED
THAT WHAT WAS NEEDED WAS A MONETARY RESERVE OF 1 BECU, NOT JUST A
MONETARY EXCEPTIONAL CIRCUMSTANCES CLAUSE. POOS (LUXEMBOURG),
TINDEMANS (BELGIUM), VAN DEN BROEK, ANDREOTTI (ITALY) AND PINHEIRO
EXPRESSED SOME INTEREST IN A MONETARY RESERVE, NONE WITH GREAT
ENTHUSIASM.

11. ON OTHER POINTS:
(A) I REPEATED OUR OBJECTIONS TO ANNUAL SUB-CEILINGS: MRS ADAM
SCHWAERTZER SAID THAT THEIR ACCEPTABILITY DEPENDED ON THE LEVEL OF
THE OVERALL CEILING.
(B) RAIMOND SAID THAT ANY DECISIONS TAKEN ABOUT THE GUIDELINE WOULD
BE CONDITIONAL ON ADOPTION OF THE OILS AND FATS TAX.
(C) I ARGUED THAT, SO FAR AS DNO WAS CONCERNED, THE COUNCIL SHOULD
RE-ENACT ARTICLE 9 OF THE 1984 BUDGET DISCIPLINE CONCLUSIONS, WITH
THE ADDITION OF THE PRO-RATE RULE. VAN DEN BROEK SAID THE MAXIMUM
RATE MUST BE RESPECTED FOR DNO TAKEN AS A WHOLE. RAIMOND SUGGESTED
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AN AMENDMENT TO PARAGRAPH 15 WHICH WOULD HAVE REQUIRED THE COUNCIL ®

TO KEEP TO HALF THE MAXIMUM RATE ON DNO OTHER THAN STRUCTURAL FUNDS,
IMPS AND R AND D (THOUGH FRENCH OFFICIALS INSISTED IN THE MARGINS
THAT THE FRENCH STILL SHARE OUR VIEWS ON DNO AND THE MAXIMUM RATE).
(D) I SAID THAT WE STILL WANTED A MUCH BETTER LIMIT ON ACTIONS
PONCTUELLES.
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PRIME MINISTER

EC Future Financing:
Foreign Minister’s Conclave: 29/30 November

y 42 Despite strenuous efforts by the Danish Presidency,
little progress was made at the Conclave of Foreign
Ministers which ended at lunchtime today.

2% The discussion took place on the kasis of the
Presidency paper for Copenhagen, which was enclosed with
Schliter’s letter of 26 November to you, and which
represented an improvement on previous texts. It
included most of what we wanted on budget management
(including a very strict limit on so-called negative
reserves). On the future organisation of the Structural
Funds it was significantly better than previous versions
and, with a few minor changes which I suggested this
weekend, should now be acceptable; the key issue of the
size of the increase in the Funds of course remains for
decision by Heads of Government. The Danes will
circulate a revised version of the paper tomorrow: it
will at least serve adequately to focus our Copenhagen
debate, and Schliuter deserves congratulations on the
efficiency of the Presidency’s preparations: a striking

contrast with the Belgian performance in June.
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! On a number of issues the Conclave however reached
no satisfactory conclusions, and on these issues the
Presidency proposals in the revised text will therefore
be no more than a map of the Copenhagen course.

4. On budget discipline they have been ready to narrow
down the exceptional circumstances clause, I argued at the
Conclave that any provision must be limited to
significant dollar/ecu movements and got support from the
Dutch. But the French continued to argue that
expenditure resulting from EMS realignments, or a breach
by a third country of its international trade
undertakings, should also constitute exceptional
circumstances. M. Delors reverted to his idea of a
monetary reserve of 1 billion ecu, in addition to

provision for exceptional circumstances. The Germans
still oppose this idea, as we do, but I suspect that it
may now find a place in the Presidency paper.

5. There was some progress on the agricultural
guideline and its rate of growth. Our idea of
nationally-financed disposal of existing stocks has not
found support (other than from Spain and Portugal), but I
pressed the possibility of stock disposal off-guideline
(but within the budget) matched by a significant
reduction in the guideline base and rate of growth. The
Presidency have now proposed that the guideline base
should be set at the 1988 figure of 27 becu (in 1988
prices) ie 1.2 becu less than the Commission proposal;
that 6.8 becu off-guideline financing for disposals
should be spread virtually evenly throughout the period
up to 1992; and that the guideline itself should grow at
only 60% of the GNP growth rate. This would be a
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significant move towards us. There is still a
complication in that the Presidency are arguing that the
base would have tu be raised in compensation if the oils
and fats tax were not adopted. We disputed that, and
will have to continue to do so. We got strong support
from the Dutch. (Incidentally Delors again acknowledged
that the tax would not be adopted at Copenhagen: the
Germans and Dutch are still solidly with us.)

6. There was very little progress on agricultural
stabilisers. It is clear that the French and Germans are
still searching for a bilateral deal whereby Germany
would accept stabilisers provided their impact in the
cereals and oilseeds sector was weakened, and provision
was made for a set-aside programme which would be
partially Community-financed. The Dutch took the same
line as I did, emphasising that the Commission’s original
stabilisers proposals were the bare minimum. The
Commission have tabled a revised proposal on oilseeds
which strengthens the provision for price cuts.

Oilseeds, together with cereals and proteins, will be the
major controversial commodities at Copenhagen.

T At our suggestion the Presidency’s text has so far
said nothing about the Abatement. But the revised
version, like Schliter’s letter to you, will undoubtedly
contain the Commission’s proposal, which is not of course
acceptable to us. We went round this track again in the
Conclave without any significant progress. The problem
of who should pay for the abatement divides the other
member states, and the Germans are still maintaining that
they will not pay in future - though Genscher gave a
slight hint of flexibility last night. Since the one
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thing on which all eleven agree is that they do not like
the abatement, we shall have to fight to retain
Fontainebleau. But we always knew that, and your weekend
message to Schluter will have been helpful.

8. When you see Schluter tomorrow I suspect you will
find him more pessimistic about the chances of agreement
at Copenhagen than he was when speaking to our Ambassador
this morning - Copenhagen telno 404 (copy enclosed).
There are indeed grounds for pessimism, after the failure
of the Agriculture Council. Conceivably Schliter will
already be manoceuvring to avoid taking the blame for a
failure. If so, he may well envisage blaming us. It
will I think be important to repeat that, as your message
said, you are ready to negotiate an overall agreement,
provided it includes adequate measures to bring CAP
spending under control. An agreement must be in line
with the criteria agreed in Brussels in June.

9. You might also wish to bring home to Schliter that,
while failure to reach an agreement could damage the
Community’s credibility, much greater damage would follow
a perceived failure to deal with the problem of rising
surpluses, which tarnishes the Community’s image in
Europe and beyond. The argument over CAP reform is no
longer just an internal argument: it is vital to the
Community’s credibility in international trade relations
and has a crucial bearing on the political relationship
with the United States. If the Danes weaken the
stabilisers package they may buy the Germans but they
will lose the British and Dutch. They will also lose
time: but in the end on a strict stabiliser regime will
have to be installed. The only question is whether the
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Copenhagen summit is the one which reaches agreement, or
brings it a step nearer, or whether it is remembered only
for an unsuccessful attempt to fudge the difficult
issues.

10. I attach a note of points which you might wish to
make to Schliter on the main Copenhagen subjects.

12. On other issues, Schliter is keen that the European
Council should issue a substantial East/West statement in
view of the imminent US/Soviet Summit. I see no need for
a lengthy or comprehensive text. The essential aim
should be to show Western solidarity with the US -
particularly on INF - before the Summit. We and the
French want to see a statement on Afghanistan issued, and
you may wish to remind Schliter of the importance of
keeping up pressure on the Soviet Union on this issue.

He may propose a statement on the Middle East. This
would be useful if it took a strong line on the
implementation of SCR 598 in order to end the Gulf War.
It should call for work on an enforcement Resolution, and
should reaffirm support for an International Conference
on the Arab/Israel dispute. There should be no need for
Heads of Government to discuss other regional issues (eg
South Africa or Central America). Foreign Ministers can
deal with them, if necessary, at our separate dinner.

31 Copies of this minute go to the Chancellor of the
Exchequer, the Minister of Agriculture and Sir Robert
Armstrong.

(GEOFFREY HOWE)
Foreign and Commonwealth Office
30 November 1987
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MEETING WITH MR SCHLUTER : POINTS TO MAKE

- UK has been working since June with aim of reaching agreement

at Copenhagen.

- Recognise significant effort by Presidency to find common
denominator. Congratulate you on technical efficiency with which
you have ensured that the key issues are set out, on paper, in
advance of Copenhagen. Absence of such necessary preparations a
principal reason for problems of Brussels Council in June.

- Very unfortunate that Agriculture Council made so little
progress on stabilisers. But clear from discussions at the
weekend that some further progress has been made on some of the
important issues, eg organisation of the Structural Funds and
budget management.

= o For UK,  twe: .critical points in.June European Council
Conclusions:

(a) "The Community must submit the use of its resources to
effective and binding discipline. The European Council
considers that the arrangements decided upon at Fontainebleau

must be strengthened in the light of experience."

(b) "The European Council requests the Council to adopt the
additional regulations which will enable the Commission, in
the context of the management of the market, to keep the

level of expenditure within the budget framework."

- See serious risk of failing to meet objectives laid down in
June. In key area of cereals proposals put forward by Commission
were minimum necessary. Maximum guaranteed gquantity of 155
million tonnes for cereals held real prospect of constraining
future growth. Maximum quantity of 165 million tonnes will not do

SO.
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- French proposal to treat entire arable sector as one also means
diluting effects of budget discipline when all our efforts should
be devoted towards tightening it.

- 1Increase in maximum gquaranteed quantily for cereals of
10 million tonnes as some suggest would increase surpluses for
which there is no export market. Annual budget cost of excess

would be 1,500 mecu.

- Recognise pressure on Presidency to come up with new proposals
reflecting wish of others to weaken package. But this negotiation
is not like the agricultural price-fixing where qualified majority
applies, and we won't reach agreement by that route. We would
fail the Community if we did.

- Will need to agree on detail of key commodities (and
particularly cereals, oilseeds and proteins) at Copenhagen with
firm commitments on other products and with all detail agreed

before new Own Resources Decision finalised.

Sheepmeat [If raised]

- Agree on need for stabiliser for sheepmeat.

- UK prepared to accept more stringent price reductions than

currently proposed.

- Sole objection is to discrimination against UK.

- Not true that UK gets extra benefit from variable premium since
payments under the variable premium are subtracted by Commission

in calculating the ewe premium.

- Cost of sheep regime predicted to fall in UK and rise elsewhere

in Community.
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- Would be prepared for strict guarantee threshold for all EC
production and for special position of UK to be examined as part

of sheepmeat regime review which is already under discussion.

Budget Discipline

- Essential that guideline should be binding. Only circumstances
in which change in the guideline in-year could be contemplated
would be in response to significant (above 10%) movement in
dollar/ecu rate. This would mean that guideline could be reduced

if dollar rose, as well as increased if it fell.

- If stocks to be disposed of off guideline, then rate of growth
of guideline and base for future years must be decreased.

- Do not agree with Commission's proposals for a low threshold
and a monetary reserve. Risk repetition of 1984, like an
insurance policy where all the benefits are undermined by the
small print.

Structural Funds

- The Presidency proposals represent useful progress on operation
of the Structural Funds.

- Important to damp down expectations of unrealistic increases in
expenditure. Funds have already grown by 47% in real terms since
1984.

- Possible to envisage increase in commitments of 35% in money
terms by 1992 while keeping rate of growth within the maximum

rate.
- Within this figure possible to secure much greater
concentration on poorest countries. Detail can be settled in the

next Comprehensive Regulation, not at Copenhagen.

- Does not make sense to have across the board increase in funds

for all member states. Increase should be concentrated on needs

CH3ABI,4



- As I made clear in my letter to you, the Commission's proposals

of the poorest, notably the new members - Spain and Portugal.

Own Resources

- Any agreement to an increase in own resources must depend upon
our being satisfied that binding and enforceable mechanisms to

control Community expenditure have been agreed.

- We should certainly not agree to an interim increase for 1988;
would remove all incentive to reach agreements on the really
important issues of budget discipline and agricultural
stabilisers.

- A fourth resource to reflect relative prosperity would be a
small step in the right direction.

- Agree with you that various considerations which persuaded
European Council in Fontainebleau to adopt an abatement mechanism
are still valid.

- As I made clear in my letter to you, the Commission's proposals
are not a basis for an agreement.

- Even with the Fontainebleau mechanism the UK, at about average
Community prosperity, remains the second largest net contributor,

with a net contribution which is increasing every year.

- If others want to try to reinvent the wheel up to them. But if
that means a new mechanism which makes the UK's burden more
onerous than it is under Fontainebleau then there will be no
agreement at Copenhagen.

- At Fontainebleau we agreed a basis for measuring the UK's
budgetary burden. That system of measurement already represented
a compromise because it did not take account of the full burden of
levies and duties. It did, however, take account of the fact that
the UK is a significant net contributor, not just to the Common

Agricultural Policy, but to other policies as well.
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- If agriculture is brought under control then the size of the
UK's budgetary burden will diminish and our abatement will
diminish with it. That is the only acceptable form of

degressivity.

Conclusion

- Like you, hope Copenhagen European Council will be remembered

as one at which decisions are taken.

- Also agree with you that division within the Community damaging
at crucial time in East-West relations. But nothing could be
worse than an outcome seen by international community as failure
by EC to get to grips with agriculture over-spending. This would
exacerbate protectionist pressures in the US and damage relations
with developing countries. What most undermines EC's credibility

is not failure to agree but failure to come to grips with reality.

- Still possible to reach agreement at Copenhagen. But only if we

hold to criteria we set ourselves in June.
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SUMMARY

1. PRIME MINISTER'S LETTER DELIVERED. SCHLUTER MAINTAINS THAT THE
PRESIDENCY'S APPROACH IS FAIR AND BALANCED. HE ARGUES THAT WORLD
ECONOMIC AND FOREIGN POLICY ARGUMENTS FOR COMPROMISE TO PERMIT
SUCCESS AT COPENHAGEN OUTWEIGH INDIVIDUAL NATIONAL POSITIONS.
SCHLUTER SEEMS A BIT DETACHED, AND PREOCCUPIED WITH THE POLITICAL
CASE FOR COMPROMISE RATHER THAN THE NEED TO PUT THE COMMUNITY ON A
SOUND FINANCIAL FOOTING.

.2. I TOOK ACTION WITH THE DANISH PRIME MINISTER THIS MORNING,

INTRODUCING THE PRIME MINISTER'S LETTER BY SAYING THAT MRS THATCHER
SHARED HIS HOPES FOR A CLEAR OUTCOME TO THE COPENHAGEN MEETING BUT
FELT THAT THE PRESIDENCY'S APPROACH ON THE CONTROL OF AGRICULTURAL
EXPENDITURE AND ON THE BRITISH ABATEMENT WAS UNSATISFACTORY.

3. IN HIS COMMENTS, SCHLUTER CONCENTRATED ON GENERAL POLITICAL
CONSIDERATIONS AND THE QUESTIONS OF FINANCIAL CONTROL AND
AGRICULTURAL STABILISERS. HE DID NOT COMMENT SPECIFICALLY ON THE
ABATEMENT PROBLEM. HE SAID THAT HIS PROBLEM AS PRESIDENT WAS TO
DEVISE A FORMULA WHICH RECONCILED WIDELY VARYING NATIONAL
STANDPOINTS. THESE RANGED FROM THAT OF THE FRG (WITH SOME FRENCH
SUPPORT) TO THOSE OF THE BRITISH AND DUTCH. HE WOULD STUDY THE PRIME
MINISTER'S LETTER. BUT HE STILL FELT THAT THE PRESIDENCY'S PROPOSALS
WERE FAIRLY BALANCED. FOREIGN MINISTERS WERE STILL AT WORK IN
BRUSSELS. THEY WOULD PROBABLY NOT REACH AGREEMENT. BUT THEIR WORK
MIGHT STILL HAVE VALUE IN CLEARING THE GROUND BEFORE THE EUROPEAN
COUNCIL.

4. 1 ASKED SCHLUTER WHETHER HE FELT, IN THE LIGHT OF HIS CONTACTS,
THAT OTHERS SHARED HIS AND THE PRIME MINISTER'S WISH TO REACH A CLEAR
CONCLUSION AT COPENHAGEN. HE SAID THAT, HAVING SEEN MOST HEADS OF
STATE OR GOVERNMENT, HE BELIEVED THAT ALL WERE CONVINCED THAT CLEAR

PAGE 1
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DECISIONS AT COPENH:GEN WERE NECESSARY FOR ECONOMIC AND POLITICAL
REASONS. HE SENSED THAT THERE WAS GREAT EAGERNESS TO FIND A
COMPROMISE. HE FELT THAT ALL HIS COLLEAGUES BELEIEVED THAT COPENHAGEN
MUST SEND A CLEAR AND POSTIVE SIGNAL TO SET AGAINST CURRENT ECONOMIC
UNCERTAINTIES. THEY WERE ALSO CONSCIOUS THAT THE EUROPEAN COUNCIL
WOULD BE TAKING PLACE IMMEDIATELY BEFORE THE SUPER-POWER SUMMIT. THAT
SUMMIT WOlLLD BE CONTFTIRMING DEVELOPMENTS OF THE GREATEST IMPORTANCE
FOR EUROPEAN SECURITY. THERE WAS NO DIRECT LINK, BUT THERE WERE
INDIRECT AND PSYCHOLOGICAL LINKS. FAILURE TO AGREE AT COPENHAGEN
WOULD CONVEY A MOST UNFORTUNATE NEGATIVE IMPRESSION.

5. ALL WERE AGREED, SCHLUTER WENT ON, THAT MATTERS WOULD NOT GET
EASIER IN SIX MONTH'S TIME. A FEW MONTHS AGO, IT HAD BEEN TEMPTING TO
BELIEVE THAT THEY WOULD. BUT THE SHADOWS OF THE GERMAN LOCAL AND
FRENCH PRESIDENTIAL ELECTIONS WOULD OVERHANG THE GERMAN PRESIDENCY.
FAILURE TO AGREE AT COPENHAGEN WOULD LEAD TO A MONUMENTAL ROW WITH
THE EUROPEAN PARLIAMENT. ALL THESE CONSIDERATIONS WERE IMPORTANT AND,
FRANKLY, MORE IMPORTANT THAN THE SUMS OF MONEY CONSIDERED IN THE
PRESIDENCY PAPER. THE TOTAL WAS A VERY SMALL PERCENTAGE OF GNP,
INDIVIDUAL STABILISER ITEMS WERE ''BAGATELLES'',

6. 1 SAID THAT THE AMOUNTS AT STAKE UNDER EACH STABILISER MIGHT BE
RELATIVELY SMALL, BUT THE PRINCIPLE OF ESTABLISHING EFFECTIVE
FINANCIAL CONTROL AND LIMITS TO THE GROWTH OF AGRICULTURAL
EXPENDITURE WAS OF CENTRAL SIGNIFICANCE. PEOPLE WOULN NOT UNDERSTAND
A FAILURE TO MATCH NATIONAL BUDGETARY STRINGENCY AT THE COMMUNITY
LEVEL. SCHLUTER SAID THAT IT WAS ALL A MATTER OF PROPORTION. IT WAS
TRUE THAT IT WAS A COMMUNITY INTEREST TO GET AGRICULTURAL EXPENDITURE
UNDER CONTROL. BUT IT WAS NOT A COMMUNITY INTERST TO BRING ABOUT
AGRICULTURAL DEPOPULATION, DRIVE FARMERS BANKRUPT OR BRING DOWN
INDIVIDUAL MEMBER GOVERNMENTS OVER AGRICULTURAL ISSUES. THERE WAS NO
DOUBT THAT MUCH AGRICULTURE IN THE COMMUNITY WAS UNECONOMIC. LEFT
ALONE, MANY FARMERS WOULD GO BANKRUPT OVER THE NEXT TEN YEARS. THE
PROBLEM WAS ONE OF BALANCE, BRINGING AGRICULTURAL EXPENDITURE
GRADUALLY UNDER CONTROL WITHOUT DOING CRITICAL DAMAGE IN THE SHORT
RUN. HE WAS CONVINCED THAT THE APPROACH SET OUT IN HIS LETTER AND THE
PRESIDENCY PAPER REPRESENTED A FAIR AND BALANCED APPROACH TO THE
PROBLEM.

7. I ASKED ABOUT INDIVIDUAL COMMODITIES. HIS MINISTER OF AGRICULTURE
HAD GIVEN ME THE IMPRESSION ON 27 NOVEMBER THAT, IF ONLY AGREEEMENT
COULD BE REACHED ON CEREALS, OILSEEDS AND PROTEIN PRODUCTS,
STABILISERS ON OTHER COMMODITIES COULD BE PUT INTO PLACE WITHOUT TOO
MUCH DIFFICULTY. SCHLUTER COMMENTED THAT SHEEP MEAT TOO PRESENTED A
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REAL PROBLEM : BRITAIN ENJOYED AN EXCESSIVELY FAVOURABLE POSITION ON

IT.

8. SCHLUTER IS VISITING BONN AND ROME TOMORROW BEFORE HE COMES TO
LONDON. I ASKED HIM ABOUT HIS IMPRESSIONS OF FRENCH SUPPORT FOR THE
GERMANS. HE COMMENTED THAT ON CEREALS IN PARTICULAR THE FRENCH HAD
MOVED A LONG WAY TOWARDS THE GERMANS.

9. I ASKED SCHLUTER ABOUT HIS OWN POSITION. HAD IT BEEN DIFFICULT TO
RECONCILE DANISH AND PRESIDENCY COINSIDERATIONS? HE SAID IT HAD NOT.
THE OUTCOME OF LAST YEAR'S REFERENDUM HAD MADE THINGS VERY MUCH
SIMPLER FOR THE DANISH GOVERNMENT. THE SOCIAL DEMOCRATS WERE BEING
REASONABLE. AND HE HAD GOT FULL MARKET COMMITTEE CLEARANCE FOR HIS
HANDLING OF THE EUROPEAN COUNCIL. I REMINDED HIM OF HIS REFENCE TO
BANKRUPT FARMERS. HE ACKNOWLEDGED THAT DANISH FARMERS WERE IN
DIFFICULTIES, BUT THE DANES HAD NO PROBLEM ON THE SCALE OF THE
GERMANS OR THE FRENCH. TALK OF A PARTIAL RENATIONALISATION OF
AGRICULTURAL POLICY WAS A CHALLENGE TO THE DANES, BUT THEY COULD
ACCOMMODATE THEMSELVES TO NATIONAL SUPPORT FOR COMMUNITY MEASURES ON
SET-ASIDE FOR EXAMPLE. '

COMMENT

10. SCHLUTER SEEEMED ALMOST EXCESSIVELY RELAXED, AND IT WAS NOT
APPARENT THAT HE WAS ON TOP OF THE DETAILS OF HIS BRIEF. IT WAS
NOTICEABLE THAT HE DID NOT READ THE PRIME MINISTER'S LETTER WHILE I
WAS PRESENT. I FORMED THE IMPRESSION THAT HE IS APPROACHING THE
COUNCIL WITH A CERTAIN AMOUNT OF CONFIDENCE. HE SEEMS TO BELIEVE THAT
WORLD ECONCMIC, EAST-WEST AND POLITICAL CONSIDERATIONS WILL HELP TO
DELIVER SUCCESS AT COPENHAGEN. HE RECOGNISES THAT NATIONAL POSITIONS
ON FINANCIAL DISCIPLINE AND AGRICULTURAL STABILISERS MAY STILL BE FAR
APART, BUT JUDGES THAT ALL ARE HOLDING BACK THEIR CONCESSIONS FOR THE
COUNCIL ITSELF. BUT EVEN IF THE EUROPEAN COUNCIL ENDS IN FAILURE (AND
SCHLUTER MUST REALISE THAT THIS IS A VERY POSSIBLE OUTCOME) NO DANISH
VITAL INTEREST WILL BE JEOPARDIZED. AS FOR VAGUENESS ON DETAIL HE
PROBABLY FEELS THAT POLITCAL FACTORS WILL BE DECISIVE IN THE END AND
THAT IT IS HIS JOB TO TRY TO KEEP THE FOCUS ON GENERAL POLITICAL, NOT
DETAILED FINANCIAL, CONSIDERATIONS.

UNWIN

Y Y Y
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COMMENTARY ON PRIME MINISTER SCHLUTER'S LETTER

TO OTHER EC HEADS OF GOVERNMENT OF 30 NOVEMBER

References to speaking notes are to relevant

sections of main brief.
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Copenhagen, 30 November 1987

Letter from Prime Minister Poul SCHLUTER to his colleagues

I have thought it useful after the meeting of Foreign
Affairs Ministers to set out the questions on which the
Presidency intends to concentrate in our discussion of the
Pelors-package during the meeting of the European Council in
Copenhagen Friday and Saturday. I have attached a short note
setting out these questions.

The Presidency will as usual prepare in the light of our
deliberations on the first day in the European Council a
complete set of cenclusfons in the Light of our deliberatiors

and on the basis cf the text presently on the table,

I am looking forward to seeing you in Copenhagen.

signed Poul SCHLUTER

SN 4O17/87




Budgetary discipline (page 1)

Analysis

Mr Schluter highlights two options. The first, based
on the Commission's proposals, is for a guideline
starting at 26.9 becu in 1987 (giving a guideline of
28.2 becu in 1988) and growing at the same rate as GNP
up to 1992 (with existing stock disposal within the

guideline).

Option B (our preferred option) is for a guideline base
of 27 billion ecu for 1988, a growth rate equal to 60%
GNP growth, with existing stocks financed outside the
guideline. The saving under (b) compared with (a)

would be over £1 billion by 1992.

Speaking Note opposite pages 3-5 of main brief.
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] . Copenhagen, 30 November 1987

NOTE

Subject : MAKING A SUCCESS OF THE SINGLE ACT
= Main questions on which the Presidency intends to
concentrate discussion during the European Council

in Copcnhogen(1)

BUDGETARY DISCIPLINE

Two main questions will be discussed:

. 1) The base for the sgricultural guideline, its growth rate
and depreciation of excessive agricultural stocks

Discussien has shown that these questions are
interlinked. Two Options are on the table:

8) The option set out in the Presidency's draft conclusions
(base - resl needs for 1987, growth rate equal to
GNP-growth and revision downwards of the guideline
after 1992.)

) The option put forward during the Conclave

‘ (base 27.000 million ECU for 1988, growth rate equal to
60 X of GNP-growth and existing excess stocks outside
the guideline.) '

(1) A consolidated version of the Presidency draft conclusiors
circulated on 26 November and the specific textual changes
set out in doc. 3954/87 distributed to the "conclave" ang
resulting from its discussion will be available shortly.

‘ SN 4017/87 3
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The introduction of a monetary reserve in the rules on

exceptional circumstances (page 2)

Whereas the Presidency have proposed that the guideline
should be adjusted following a change in the ecu/dollar
rate above a 500 mecu threshold, the Commission propose
that there should be a monetary reserve, initially
funded at 1 billion ecu. If the effects of dollar
depreciation exceeded 1 billion ecu the reserve would
be drawn down: If the dollar appreciated it would be
built up. The text does not reveal what would happen
if the dollar/ecu reserve was fully drawn down and the
dollar continued to fall. The implication is that the

reserve would have to be replenished.

Speaking notes opposite pages 7-8 of main text.
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a)

The introduction of 8 monetary reserve in the rules on

exceptional circumstances

The Commission has made more preci®e in the conclave

the conditions for operation of the reserve which ¢t

(2)

proposed in the original package, The European Council

mugt decide whether to §nclude this‘proposal or Limit itself
to » clause on cxceptional circumstances as proposed by the
Presidency text,



Agriculture (page 2)

The Presidency text draws attention to the failure of
the Agriculture Council to reach agreement on
stabilisers. It draws attention to the French approach
(treating the whole arable sector as one for the
purpose of stabilisers) and to the particular problem
raised by Germany, (ie their insistence on set-aside as

an essential component of any stabilisers package).

The Commission have already put forward a revised
proposal on oilseeds and proteins on lines we can
accept. We expect a proposal on cereals at the
European Council. The Presidency will probably
envisage a full discussion on detailed provisions for
these three sectors (which account for 32% of
agricultural expenditure): they may aim to have the
remaining stabiliser proposals settled, on the basis

set out in their main paper, on the nod.

CH3ABQ, 4



AGRICULTURE

The Presidency remains of the opinion that success at
Copenhagen largely depends on agreement being reached on the
overall question of agricultural stabilizers.

The Presidency is convinced that this can be achieved it
sgreement is reached on the three main arable crops - cereals,
oilseeds and proteins.

§o far nene of the propossls tabled has proved capable of
achieving agreement on those products. This is true both for
the Commission's proposals, the compromise proposed by the
Presidency, and the approach proposed by France. Also the
particular problem raised by the Federal Republic of Germany
has so fer not found 8 satisfactory solution,

Following the Commission's helpful proposal on certain
oflseeds circulated during the "conclave” the Presidency will
seek with the Commission to arrive at suitable texts for
decisien on all three arable products so that the European
Council can dispose of clearly defined poliiical options
permitting a decision to be taken by it.

(2) A document setting ocut these precisions will be circulatee

SN 4017/87 ¢
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Structural Funds (page 3)

The main Presidency text on Structural Funds is
acceptable to us as it stands, though the key question
of overall resources devoted to the Funds remains
unresolved. The Presidency text highlights two
additional points: (i) the proposal of southéfn member
states to concentrate two-thirds of all the Structural
Funds on backward regions of the Community. We are

prepared to see 80% of the Regional Fund concentrated

on the backward regions. But we do not agree that
two-thirds of all the funds should be so concentrated,
since this would seriously affect our take from the
Social Fund (and could increase our net contribution by
£60 million in 1992). The idea has been pushed by
Commissioner Varfis: Delors does not support it, and
has always argued, as we have, that the Social Fund

should be governed by objective criteria.

Speaking note opposite page 14 in main text.

(ii) the desire of the northern member states, UK
included, to concentrate growth of the Structural Funds
on the four poorest countries of the Community, in

particular Spain and Portugal.

Speaking note opposite page 16 of main text.
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STRUCTURAL PUNDS

Taking account of the orfentations which the Eurcpean
Council already laid down in Brussels on the objectives of the
funds, on concentration of their actions an; on the recourse to
the programme method, the Presidency intends to concentrate the
discussion on the overall financial amount and geographical
concentration,

On this Letter question two contradictory trends exist
around the Presidency compromise and will have to be
discussed

1) The proposal of certain delegations to concentrate 2/3 of
the Funds on the regions covered by Objective No 1.

2) The proposal of certain other delegations to foresee a
special effort of concentration on the less prosperous
Member States, with particular emphasis on the two new
Members.



Own Resources (page 3)

The Presidency highlight three main questions: the size
of the overall ceiling, the question of sub-ceilings,
and the definition and role of the fourth resource. We
believe that expenditure in 1988, and in every year at
least until 1992, can be contained in a ceiling of 1.2%
GNP. Mr Schluter's letter to Heads of Government of 26
November suggested that sub-ceilings (originally a
Commission proposal) should be decided in the light of
a decision on the overall ceiling. This makes sense.
The Commission originally saw sub-ceilings as a means
of attaining a high overall ceiling (1.4% GNP). If the
overall ceiling is set at a much lower level (as we
envisage) then sub-ceilings become less significant.
They could prevent the European Parliament ratcheting
up expenditure to the full ceiling in each year. We
should not therefore discuss them before the overall
ceiling has been set but, if a ceiling is set to our
satisfaction, we could accept the Presidency
suggestion. (Since they would have to be reflected in
the own resources decision, sub-ceilings could only be

agreed unanimously).

Speaking note on these issues and on fourth resource

opposite pages 18-19 of main text.
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OWN RESOURCES

The Presidency intends to concentrate the debate on thigs

chapter in the European Council on

.
’

i) the size of the overall ceiling and in the Light of this

decision the ‘question of subceilings

1{) the definition and the role of the 4&th resource.



Budgetary Imbalances (pages 3-4)

Whereas the main Presidency text has only a PM entry on
imbalances the Presidency text raises three questions:

(a) that the UK's compensation should be reduced to reflect the
UK's relative prosperity in a Community of Twelve. This fails to
take account of the fact that Fontainebleau was devised on the
assumption of a Community of 12, and that the UK's budget burden
(before abatement) has since more than doubled. The text also
raises the question of a reduction in the UK's compensation to
take account of the effect on the UK's contribution of the
introduction of a fourth resource. We would not accept a lower
percentage rate of return or a degressive abatement. But if the
own resources system were changed then it would be logical for
the measurement of the budgetary burden to reflect the new
system. This would still leave a marginal gain for the UK: the ‘
size of the gain would depend on the shape and scale of the
GNP-related fourth resource.

The Presidency's second question reflects the Commission's
admission that this proposed abatement mechanism would leave us
over 1 billion ecu worse off over the 5 year period to 1992. But
we believe we would in fact be closer to £700 million a year
worse off.

Point (c) (the distribution key) refers to the Commission )
proposal that Greece, Ireland, Spain and Portugal should not ’
contribute to the financing of the UK abatement and that Germany !
should only contribute one quarter of her normal share. Those

member states who would have to contribute at their full share f
want all member states to finance the abatement. They are not
prepared to see Germany relieved of three-quarters of her share.
Under the Fontainebleau mechanism she is relieved of one-third.

i
Speaking notes opposite page 20 of main text. . "




BUDGETARY IMBALANCES

The Presidency intends to concentrate on the following
questions

a) Should the UK compensation be reduced at the outset to
reflect the United Kingdom's relative position within the
Community of Twelve, {in addition to the reduction to take
account of the effect on the United Kingdom's contribution
of the introduction of a fourth resource 3

b) Can we agree that the result.of any new compensatory
mechanism should not Lead to @ financial result that
deviates significantly from the result of the present
mechanism taking into account what is decided under

peint a)?

¢) The distribution key.

SN 4017/87 £
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proposal for a-monetary reserve

Add at page 7 between 1st anc 2nd paragraph of point 2

WA monetary reserve of 1.000 MECU is established in the budget.
In case of a variaticn cf the EcU/$ market rate resulting in
a change in EAGGF expenditure exceeding the above mentioned
franchise the reserve is cebited or credited the excess amount.
The transfer takes place on proposal by the Commission in September

of a budget year".




NoTe Pt ComasSon

Functioning of the monetary reserve,

1. The Commission's ¢inancial perspectives have been based on real
requirements in 1987, where the average gcu/$ rate has been arcund

0.90.
The PDB 1988 has peen established on the basis of 2 gcu/$ rate of
0.85, while the present rate is 0.80.

A 10 pet. variation in the ECU/$ rate has a budgetary effect of
around 8CQ MECU on an anrutl basis.

2. point 12, page 7 in the presidency's proposal for conclusions
specifies the concept of exceptional circumstances as well as @
franchise.

As regards the exceptional circumstance created by a change in ECU/$
market rate it is proposed to create a monetary reserve of 1.0C0 MECU.

3. ' This reserve is placed on a special Line and has to be transfered
if required to the relevant chapter.

L. In case of a change in the ECU/$ market rate resulting in 2 change
in EAGGF expenditure peyont the franchise (1), the relevant EAGGF
chapters in the budget are reduced or reinforced with the excess
amount by crediting of debiting the monetary reserve.
This operaticn takes place in September of the bucget year on the
basis of the average of the ECL/$ rate during the previous period
of that year.

A —r——

(1) 400 Mio &CU >



NON-OBLIGATORY EXPENDITURE: ALTERNATIVE TEXT 1

(supported by UK, FRG, France, Netherlands at PFAC)

Text to replace paragraph 15 of Presidency paper

The Council shall comply with the maximum rate provided
for in Article 203(9) of the EEC Treaty throughout the

budgetary procedure.

In order to achieve this:

- when establishing the draft budget, the Council
shall keep the increase in expenditure other than
that necessarily resulting from the Treaties or from
acts adopted in accordance therewith to a level no
higher than half the maximum rate provided for in

Article 203(9).

- at the second reading, the Council shall adopt a

position such that the maximum rate is not exceeded.

Paragraphs 1 and 2 of this point are without prejudice
to the provisions of Article 203 of the EEC Treaty,
particularly thcocse of the last sub-paragraph of

paragraph 9.

LT1ACO,1
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If in the course of budgetary procedure, the Council is
unable to agree on amounts of ncn-compulsory
appropriations on individual lines amended by the
European Parliament which in aggregate would enable the
maximum rate of increase to be respected, all the

Parliament's amendments will be adjusted by a common

percentage so as to bring the total increase in *these d

appropriations within the maximum rate of increase.

LT1ACO, 2



NON-OBLIGATORY EXPENDITURE: ALTERNATIVE TEXT 2: IF
AGREEMENT REACHED FOR GROWTH IN STRUCTURAL FUNDS TO

EXCEED MAXIMUM RATE

Text to replace paragraph 15 of Presidency paper

The Council shall apply the 1984 budget discipline
conclusions so as to adopt a reference framework total
for non-compulsory expenditure no greater than the
maximum rate of increase communicated by the Commission
sub ject to the provision of additional appropriations
sufficient to allow the Council's financial objective
for the period 1988-92 with regard to the progression

of the structural funds to be honoured.

The resulting rate of increase of NCE will be treated
by the Council as a maximum during all the budget
procedure. If, in the course of the budgetary
procedure, the Council is unable to agree on amounts of
non-compulsory appropriations on individual lines
amended by the European Parliament which in aggregate
would enable this maximum rate of increase to be
reépected, all the Parliament's amendments will be
adjusted by a common percentage so as to bring the
total increase in these appropriations within the

maximum rate of increase.

LT1ACO,3



Insert at start of paragraph 16. ;

Without prejudice to its decisions to strengthen budget

discipline and the annual raference framework procedure

the Couneiliwill ...

LT1ACO, 4
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Foreign and Commonwealth Office

London SWIA 2AH

30 November 1987
Lrrom the Secretaryof State

Do e

. I thought that it would be useful to spell out on
paper my concern at the link you drew this morning between
the guideline figure for 1988 and later years on the one
hand, and the Commission's proposal for an oils and fats
tax on the other.

As [ said in the Council, I believe that thae written
guideline reformulation which you presented this morning -
e base of 27 becu in 1988, with a 60% GNP 'slope' and
separate annual amounts in the budget (but outside the
guidelire) for depreciation of old stocks - is a positive
and constructive contribution to our common effort to make
a success of Copenhagen. But it seems to me logically

. unjustified and politically unrealistic to link the 27 becy
number with adoption of an oils and fats tax, and to
suggest that an addition to the guideline equal to its
forecast 1988 yield would be required if the tax were not
adopted. N

Logically unjustified because, though you have

reformulated the guideline base in terms of 1988, tne origin
of your calculations is the Commission's estimate of 26861 mecu
for "real needs" in 1987: that figure of 26861 mecu included

/no
HE Mr Uffe Ellemann-Jensen

' CONFIDENTIAL



CONFIDENTIAL

CONFIDENTIAL



i i s 8 LB i=ig UKREP ZRUSSELS 2823322029349
3

23
frs)
CONFIDENTIAL i

no provision {(ie no deduction from gross expenditure) in
respect of an oils and fats tax, Politically unrealistic
whether one argues that the oils and fats tax should be

adoptad or that there should be an equivalent loosening in
" the guideline. Adoption of the tax is strongly opposad

by & number of governments, including ths UK Government.

But to suggest an equivalent addition to the gquideline

would make a mockary of the Community's efforts to make a

reality of agricultural budget disciplina. The figure of

1.3 becu was mentionad today as the potential 1988 revenue from
. the tax: to add such & sum to the guideline base would mean

an increase of between 6.5 and 7 becu (in 1988 prices) in

the leval of spending consistent with the guideline over

the period 1988 to 1992. This would drive a coach and horses

through our efforts to bring CAP spending under affective .

control by the guideline/ stabilisers route.

In discussion this morning you mentioned the reference
in the 1988 Preliminary Draft Budget (PDB) to the oils
and fats tax. [ cannot regard that POB entry as a
consideration relevant to our discussions about the guideline.
It is no more than a Commission proposal for budget provision
which the Budget Council has never addressed in principle.

It is not by an entry in the PDB that our debates about
the oils and fats tax ar the guideline can be settled. [ hope
that we shall be able to settle the guideline debate at
Copenhagen: but I'beslieve that raising the spectre of the
oils and fats tax in that context would be a serious mistake.

Hence my Shakespearean reference.
i//‘p__/'
GEOFIREY HOWE

CONFIDENTIAL
END S



CONFIDENTIAL
From: Sir G.Littler
Date: 1 December 1987

MR ALEX ALLAN
EUROPEAN COUNCIL

I gather that the Foreign Office felt that our offering on the
world situation, etc, was not very good. I agree. (I cleared 1

myself hastily in the Chancellor's absence on Friday).

24 The awkwardness is that we do not want to launch this

meeting into a discussion of these subjects!

3 You might like to show this to the Chancellor, however,
with the attached slightly better 'speaking note' I have just
drafted, and the suggestion that he promise to update the P.M. at

any time if we have developments before the Council meets.

/
'~/
£ '//2//
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Opening Speaking Note

[It is far from clear what subjects will be addressed
and our main interest is to avoid new EC declarations
either on the world situation or on the EMS's future]

- On the world economic situation

We are going through a trying period of low confidence in markets
in which uncertainty about United States policies and the future
value of the dollar has played a big part. The UK and others
have rightly welcomed the proposed action announced by the US to
continue to reduce their budget deficit. [I welcome the action
our German colleagues have announced this week and hope that] or
[We now hope that the major surplus countries, Germany and]

Japan will be able to take further action early in 1988 to
improve the momentum in their economy. We need these policies.
With them we also need to restore market confidence in cooperation
among the major countries. But cannot take this further today
and here: our Ministers of Finance and Economics made comments
from their ECOFIN meeting last month - I do not think a further

EC statement today would be helpful.

Developments within Europe

UK welcomed the useful measures agreed and endorsed at the
informal ECOFIN meeting in September. And it is has been good to
see practical development of cooperation in recent weeks on the
lines which had been agreed. I am glad that priority is being
given in future work to the achievement by all members of complete
liberalisation of capital movements - plainly an important element

in the attempt to complete the internal market by 1992.
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. AGRICULTURAL STABILISERS OTHER THAN CEREALS, OILSEEDS AND

PROTEINS

The Presidency expect discussion of agricultural commodities
at Copenhagen to concentrate on cereals, oilseeds and proteins.
The Presidency proposals annexed to their central document

for the meeting contains proposals for the remaining commodities
viz -

wine

fruit and vegetables
olive oil

cotton

sugar

milk

tobacco

sheepmeat

For the most part, there is no great difference between the
Presidency and Commission proposals in respect of these commodities.
In two cases, wine, and fruit and vegetables, there is general
agreement on the need for a stabiliser but inadequate specification. .
This note considers the handling of decisions on these remaining

commodities.

The main vplions

2 There are three main options for handling these commodities

at Copenhagen:

e accepting them all as specified in the annex to

the Presidency paper, subject to a declaration
requiring that the gaps in the specification of
stabilisers should be filled on a basis of "comparable
rigour" with the decisions reached on the main

commodities, by an identified date;

5 remittance back to agricultural Ministers for completion,

on the basis of "comparable rigour" with the earlier

decisions, but requiring the Commission to be satisfied



that the criterion of rigour has been met. Again

a completion date would be specified.

p 17 i I reference back to Agriculture Ministers on some
more general basis, referring to agreement in principle

to application of stabilisers.

3 There is also a tactical issue: whether it would be
useful in the Prime Minister's opening statcment to seize
the initiative by calling for the adoption of one or other

of the options specified above.

Comment

4. From a UK point of view, although the Presidency proposals
are not in all cases ideal, we could accept them as the basis
for an overall agreement in most cases. On option i.y the

most difficult domestic political issues arise in relation

to the treatment of sheepmeat, notably the provision for

a separate UK maximum guaranteed quantity.

5k The second option is closer to the approach proposed

by the French and leaves open the very real possibility of

weakening of the Presidency's proposals in traditional discussions

in the Agriculture Council. Provision for the Commission

to act as arbiter for the adequacy of the conclusions reached

would be of some help in substance and presentation. It would

not however prevent some readjustment of the Presidency's

proposals, possibly to UK disadvantage eg in relation to

sugar. More important, it would be necessary to ensnre that

the Commission did not reintroduce the idea that agreement

to an oils and fats tax would be an essential part of the

total package. The latter danger may be somewhat reduced

by the references to an oils and fats tax in the latest Commission
proposals for oilseeds. This should make it possible

to nail the matter one way or another at the Copenhagen meeting

itself.

(5 The third option looks unacceptable.



.

; ‘ 7a If either option i. or ii. were adopted, a declaration
which might be incorporated in the European Council conclusions
might be on the lines:

. "Existing stabilisation mechanisms will be reinforced
and extended to all remaining production sectors with
equivalent effect to those agreed for cereals .
and proteins [in conformity with the proposals set
out in the annex, with such additional quantification
as necessary] with a view to enabling the Commission,
in the context of management of the market for individual
commodities, to keep the level of expenditure within
the budget framework now agreed. Community legislation
to implement the above decisions will be adopted before
31 December 1987."

The square brackets would be deleted in the case of option i.

Conclusion

8. In a situation where agreement was possible on cereals

etc, it would seem not implausible that option i. above could

be agreed. However, option ii., with a reference to the Commission's
taking up the policing role would seem preferable to a breakdown,
not least since it is not clear that the issue would become

any easier to handle at a later stage. However, it seems

less clear that as a tactical matter it would be advantageous

for the Prime Minister to advocate such a course at the outset.

It is for consideration whether the balance of advantage

would be in early advocacy of something on the lines of option 1i.
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CONFIDENTIAL
From: Sir G.Littler
Date: 1 December 1987

MR ALEX ALLAN
EUROPEAN COUNCIL

I gather that the Foreign Office felt that our offering on the
world situation, etc, was not very good. I agree. (I cleared it

myself hastily in the Chancellor's absence on Friday).

2. The awkwardness is that we do not want to launch this

meeting into a discussion of these subjects!

3 . You might like to show this to the Chancellor, however,
with the attached slightly better 'speaking note' I have just
drafted, and the suggestion that he promise to update the P.M. at

any time if we have developments before the Council meets.

///
A/

T A
/ =

/ <
—"(Geoffrey Littler)
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Opening Speaking Note

[It is far from clear what subjects will be addressed
and our main interest is to avoid new EC declarations
either on the world situation or on the EMS's future]

— On the world economic situation

We are going through a trying period of low confidence in markets
in which uncertainty about United States policies and the future
value of the dollar has played a big part. The UK and others
have rightly welcomed the proposed action announced by the US to
continue to reduce their budget deficit. [T welcome the action
our German colleagues have announced this week and hope that] or
[We now hope that the major surplus countries, Germany and]

Japan will be able to take further action early in 1988 to
improve the momentum in their economy. We need these policies.
With them we also need to restore market confidence in cooperation
among the major countries. But cannot take this further today
and here: our Ministers of Finance and Economics made comments
from their ECOFIN meeting last month - I do not think a further

EC statement today would be helpful.

Developments within Europe

UK welcomed the useful measures agreed and endorsed at the
informal ECOFIN meeting in September. And it is has been good to
see practical development of cooperation in recent weeks on the
lines which had been agreed. I am glad that priority is being
given in future work to the achievement by all members of complete
liberalisation of capital movements - plainly an important element

in the attempt to complete the internal market by 1992.
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BRIEFING MEETING WITH THE PRIME MINISTER

You are due to attend the Prime Minister's small European Council

Bonney
Mercer
Mortimer
Donnelly
Evans

briefing meeting tomorrow at jéfQOpnl (see Charles Powell's letter

of 25 November attached), as well as an earlier
with Sir G Howe. Mr Lavelle tells me that he

the Prime Minister to consider her strategy under

16) stabilisers,

q45-) exceptional circumstances,

11i) UK abatement, and

iv) own resources ceiling, together

bilateral meeting

will be advising

four headings:

with

agricultural guideline and structural funds.

Stabilisers

2. We have said that without a satisfactory package of stringent

stabilisers there can be no agreement at Copenhagen. This should

continue to be our approach.

3ls As a practical matter, however, it has to be recognised that



f‘l, detailed agreement on all commodities will not be possible

at Copenhagen. It is therefore necessary to consider what a
satisfactory package of stringent stabilisers means. We suggest
that, consistently with your letter of 16MNewto the Prime Minister;
our minimum position should be as follows: M Mac boeq

- On cereals (expenditure of 5-6 becu a year), we

must secure:

i) a minimum guaranteed quantity
not to exceed 155 million tonnes
(each additional million tonnesg

costs 150 mecu a year);

14} the limit on in-year price
reductions to be at 1least 10 per
cent next year ;;EEI;;;;—_Tﬁf .EE ?,o
least 15 per cent and liX@er cen@ﬂ 5 i

in the two following years (much
preferably 20 per cent), which
could be achieved half as price
cuts and half as increased co~
responsibilty levy (we should
now accept the wuse of the levy
as a stabiliser, despite MAFF's

previous reservations);

iii) in-year price adjustments to Dbe
decided in October rather than
S —————
September so as to ensure that
e .
proper  account is taken of the

year's harvest; and

iv) discretion for the Commission
to shorten the intervention period
as an additional stabiliser, which
the Commission themselves regard
as essential, although MAFF show

some signs of giving it away).



On oilseeds (expenditure has shot up to some 3%
becu this year), we should insist that the agreement
should be not less stringent than the Commission's
latest proposals, which envisage slightly higher
maximum guaranteed quantities for rape and sunflowerL

and price reductions at a rate of % per cent for

each 1 per cent overshoot in production.
T'actically, however, we should not easily be
persuaded that this 1is tough enough. Otherwise

it may get further weakened in negotiation.

- For other commodities, provided (and only provided)

that agreement is reached on cereals and oilseeds
as noted above, we might go along with a firm
injunction to the Agriculture Council to tighten

up the proposals in the latest Presidency paper

e e—

so as to make them of equivalent stringency with
the cereals and oilseeds stabilisers and to sort
out the final details for all commodities by the
end of December, with a view to enabling the
Commission to contain expenditure within the

budgetary guideline.

4. We should hold out for tightly drawn wording on other
commodities since many of these remain in an wunsatisfactory
condition. In the most expensive regime, milk, for example,
compensation for suspended quotas remains excessive at 10 mecu

per 100kg (each ecu on the compensation rate costs 60 mecu a year) .

The wine, tobacco and fruit and vegetable proposals are all
deficient in various ways. Mr MacGregor will be concerned about
the one remaining discriminatory provision on sheepmeat. But

this cannot be allowed to stand in the way of an otherwise

satisfactory settlement.

Exceptional Circumstances
5 You have already sent the Prime Minister your views on

exceptional circumstances. The main points are:



. - We must play hard to get: otherwise we shall end

up with an enormous loophole.
- To that end our basic position should remain that
the correct solution is no exceptional

circumstances.

- The most we should concede 1is a symmetrical

provision limiting exceptional circumstances to
changes in the ecu/dollar rate in excess of 10
per cent compared with a reference period, on
the basis that each 1 per cent variation beyond
10 per cent would permit adjustments to expenditure

of up to 80 mecu.

6. At the Conclave over the weekend the Commission argued strongly
for their earlier proposal for a monetary reserve on which the
Commission would draw if the dollar moved by more than 2 (o¥
possib%§<__5A ) per cent against the ecu. It was not clear how
the reserve would be funded or the proposal would fit with the
ideas about exceptional circumstances. One possibility is that
it might be an exceptional circumstances provision in all but
name with far too low a threshold. Our approach on this should
be to reject a monetary reserve unless the Commission or Presidency
come up with some proposal which is far better than anything we

have seen so far.

Abatement/Own Resources Nexus
i) You have minuted the Prime Minister on this subject, too.

The main points are:

- | In no circumstances should we agree to anything

less favourable than Fontainbleau.

- We should reject the Commission's proposal for
an agricultural corrective mechanism which would
be virtually certain to leave us seriously short-

changed.
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We should reject other favourite themes such as
degressivity, time-limitation and inclusion of

the abatement on the expenditure side of the Budget.

We should gquietly encourage introduction of a
fourth resource in a form as favourable as possible
to the UK: the Presidency are 1likely to propose
a version much 1less favourable to the UK than
the Commission's original proposal (1.25 per cent
VAT plus GNP own resource rather than 1 per cent
VAT and diff tax), which would give us a gross
benefit of only some 130-140 mecu as against 750

mecu.

Although the others will be anxious to prevent
the UK from benefiting even slightly from a change
in the own resources structure, we could reasonably
point out that 1.25 VAT plus a GNP fourth resource
would remove most of the benefit to the UK compared
with the existing VAT system. We should rule
out any reduction in the abatement percentage.
If pressed, however, we could doubtless agree
to the fairly simple and intuitive change in the
Fontainbleau system whereby our abatement would
be based on the VAT + GNP (or diff tax)/expenditure
gap (that is, the difference between our VAT plus
GNP share and our actual share of the allocated
Budget), not on a VAT/expenditure gap.
—=
It will Dbe tremendously important to  secure

agreement that the abatement will be enshrined

in the new own resources decision and not time-

limited, so that on any future occasion we shall

have the same negotiating advantage as this time-



. that the abatement cannot be changed without our

agreement.

. Own Resources Ceiling
8. The Prime Minister will wish to discuss what is the maximum
increase in the own resources ceiling which we might contemplate

in the context of a generally acceptable package.

95 Our broad approach should be to go for the minimum figure
which can realistically accommodate 1988 requiremenls (after some
spreading of expenditure, for example on stocks disposals and
IGA refunds, as necessary), and to keep this figure for the rest
of the period to 1992. In other words, there should be no sub-
ceilings. If we have any respectable form of budget discipline,

sub-ceilings will be unnecessary.

30/ The crucial questions are what the minimum levels we can
achieve for agricultural expenditure and the ostructural Ffunds
(together with other non-obligatory expenditure) are. The two
final sections of this brief discuss these questions. If we should
" think it necessary to provide more than the maximum rate of increase
for non-obligatory expenditure, it will be important to secure
that the agricultural guideline limit will grow more slowly than
GNP in order that the ceiling can be respected. It will ‘be" a
key objective to secure budget discipline arrangements such that

auny future ceiling can be respected.

1L As the attached table prepared by Mr Mortimer, updating our
earlier "scoresheet" table, illustrates, the €ommunity should be

able Lo manage quite well withal.2 per cent GNP ceciling, abatement

inclusive. The corresponding abatement-exclusive figure would
be 1.1 per cent. 0.1 per cent on the ceiling is worth about 4.2
becu. T

™™,

12 The tightest year is 1988, when we haveirébnormally large

UK abatement figure and, potentially at least, a double XkyL of
IGA repayments and more than a full year's worth of own resources
'. refunds. With the help of a certain amount of spreading of these

expenditures, 1.2 per cent GNP should suffice.



/

l!. Other member states and the Commission will naturally argue
for a higher figure. The next credible stopping point would be
¥.25 per cent. This however would be getting pretty close to

- the Commission's own expenditure fiqure of 1.3 per cent of GNP

/for 1919129 The rest of the package would have to be exceptionally

good to justify going this far.

Agricultural Guideline and Stocks

14. Our major objective in this area should be to end up with
the lowest realistic figure for the agricultural expenditure limit
vver the next 5 years, with an agreed growth of the guideline

limit below the growth of GNP (perhaps two-thirds or Lhree-quarters

of the growth of GNP). The latter will be especially important
N ———

if there should be any question of exceeding the maximum rate
for non-obligatory expenditure since otherwise member states will
have a strong moral case for IGAs or further rises in the ceiling
before 1992.

153 As regards stocks, the Prime Minister's idea of a national
write-off did not run. Neither did the idea of a once-for-all
write-off through the Community Budget, financed by a higher than

otherwise IGA. The choice is likely to lie therefore between:

i) including stock disposals within the guideline

limit, as proposed by the Commission, and

ii)] a Presidency proposal, 1in response to UK
pressure, whereby disposal of existing stocks
would be financed outside the guideline (with
expenditure of 1.2 becu in 1988 and 1.4 hecu
in each of the 4 following years), while the
guideline limitGiﬁlseéf would be reduced by
Lw becu and the slope would be 60 per cent
[ of GNP growth rather than 100 per cent.

16. Option (ii) g&a&® looks to be a good buy from the UK's point
of view. Our calculations suggest that it would save [1] hecu

of expenditure by 1992 compared with theguideline as proposed by



= t“Commission. The lower slope would be a strong selling point
a ome.
‘. Structural Funds and Non-Obligatory Expenditure

17. The key issues here are:

-| We should argue for continued observance of the
aximum rate of increase in non-obligatory

. expenditure, as 1n the existing budget discipline
agreement, with concentration of the Regional

Development Fund in favour of Spain and Portugal.

- If we have to go beyond this, we should try first
for the inexpensive option of a special programme
of (say) 2 becu for Spain and Portugal within
the strucutral funds (and within 1% times the
maximum rate) before contemplating more expensive

possibilities.

We should try especially hard to avoid exceeding

‘ 1% times the maximum rate.

- If we do feel obliged to go as far as 1% times
the maximum rate (or further), we should insist
that this be financed within the own resources
ceiling by having agricultural expenditure grow

more slowly than GNP.
Copenhagen

18. Mr Mortimer and I will be at Copenhagen during the European

Council to give what help we can.

ARE

A J C EDWARDS
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INFO IMMEDIATE UKREP BRUSSELS, COPENHAGEN
INFO ROUTINE OTHER EC POSTS

EUROPEAN COUNCIL: ITALIAN VIEWS

SUMMARY

1. TODAY'S (1 DECEMBER) IL SOLE 24 ORE (LEADTNG FINANCIAL
DAILY) CARRIES AN ARTICLE BY GORIA ENTITLED ''BEYOND COPENHAGEN''
GIVING HIS VIEWS ON THE FORTHCOMING EUROPEAN COUNCIL. ITALY

IS READY TO MAKE A FAIR CONTRIBUTION TO INCREASED RESOURCES FOR
THE COMMUNITY BUT NOT TO REPLACE THE UK AS MAJOR NET CONTRIBUTOR.
COPENHAGEN NEED NOT BE REGARDED AS EUROPE'S LAST CHANCE BUT IN THE
CURRENT INTERNATIONAL ECONOMIC AND POLITICAL SITUATION, AGREEMENT
BY THE COMMUNITY ON ITS INTERNAL PROBLEMS WOULD ENHANCE

ITS STANDING.

DETAIL

2. GORIA BEGINS HIS ARTICLE BY LISTING THE ITEMS WHICH A
COPENHAGEN ''PACKAGE'' MUST INCLUDE: INCREASE IN OWN
RESOURCES, BUDGETARY DISCIPLINE, CAP, INCREASE IN THE
STRUCTURAL FUNDS, UK REBATE. HE NOTES THAT ALTHOUGH THERE HAS
BEEN SOME PROGRESS ON PARTS OF THE DELORS PROPOSALS,
DIFFERENCES ARE STILL SIGNIFICANT AND THERE WILL BE NO EASY
SOLUTIONS AT COPENHAGEN. HE PRAISES THE DANISH PRESIDENCY FOR
EXCELLENT PREPARATORY WORK: THEIR LATEST COMPROMISE TEXT IS

A USEFUL BASIS FOR DISCUSSION.

3. GORIA SEES TWO MAIN SCHOOLS OF THOUGHT ON THE PROSPECTS FOR
COPENHAGEN: ONE THAT A COMPROMISE MUST BE ACHIEVED TO AVOID
PARALYSIS OF THE COMMUNITY EVEN IF THIS MEANS THE SOLUTIONS ARE
FAR FROM PERFECT, THE OTHER THAT SHORT TERM SOLUTIONS
PARTICULARLY ON OWN RESOURCES WOULD BE UNSATISFACTORY AND THAT
IT WOULD BE BETTER TO POSTPONE DECISIONS TO HANOVER.

4, GORIA RECALLS THAT ITALY FROM THE BEGINNING HAS BEEN IN
FAVOUR OF THE OBJECTIVES OF THE DELORS PLAN. ITALIAN

PAGE 1
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CRITICISM OF THE FOURTH RESOURCE IS NOT DIRECTED AT THE
COMMISSION'S DESIRED LEVEL OF TOTAL FUNDING (1.4% GNP IN 1992)
WHICH ITALY SUPPORTS, BUT ON THE MECHANISM PROPOSED WHICH
PARTICULARLY PENALISES ITALY. ON THE BASIS OF THE COMMISSION'.'
FOURTH RESOURCE AND ITS NEW METHOD OF CALCULATING THE UK REBATE,
THERE WOULD BE THE ''PARADOXICAL'' RESULT THAT ITALY WOULD REPLACE
BRITAIN AS MAJOR NET CONTRIBUTOR. IN OPPOSING THIS OUTCOME
ITALY HAS OFFERED CONSTRUCTIVE ALTERNATIVE SOLUTIONS WHICH HAVE
FOUND CONSIDERABLE SUPPORT FROM OTHER MEMBERS. ALTHOUGH
PREFERRING A SYSTEM BASED ON A VAT INCREASE TO 1.6% AS IN
FONTAINEBLEAU, ITALY WOULD ACCEPT A GNP-LINKED FOURTH RESOURCE
CALCULATED IN A DIFFERENT MANNER. ''WE ARE AWARE THAT WE MUST PAY
MORE, PARTLY AS A RESULT OF THE RECENT REVALUATION OF OUR
NATIONAL ACCOUNTS. BUT WE CANNOT ACCEPT THAT THE REFORM OF OWN
RESOURCES SHOULD BE MAINLY AT ITALY'S EXPENSE''.

5. TURNING TO THE CAP, GORIA SAYS BRITAIN AND THE NETHERLANDS
HAVE MADE IT CLEAR THAT AGREEMENT ON BUDGET DISCIPLINE, AND
ABOVE ALL ON AGRICULTURAL SPENDING, IS A CONDITION FOR THEIR
AGREEMENT TO ANY INCREASE IN COMMUNITY RESOURCES. IN EFFECT THIS
MEANS THE ADOPTION OF A SYSTEM OF AUTOMATIC STABILISERS. .AFTER
DESCRIBING HOW THESE WOULD WORK, GORIA STATES THAT THERE IS AN
URGENT NEED TO BRING SUPPLY AND DEMAND OF AGRICULTURAL PRODUCTS
PROGRESSIVELY INTO LINE. PRODUCTION AND STORAGE OF

SURPLUSES ARE INCREASINGLY BURDENSOME AND HARDER TO JUSTIFY, AS
WELL AS CREATING DISTORTIONS ON THE INTERNATIONAL MARKET
PARTICULARLY AFFECTING DEVELOPING COUNTRIES. BUT A SOLUTION IS
DIFFICULT IN THE FACE OF DIVERSE INTERESTS AND THE PROBLEM OF
FINDING APPROPRIATE MEASURES TO SUSTAIN FARM INCOMES. AFTER
DESCRIBING THE GERMAN AND FRENCH POSITIONS GORIA CONTINUES

"1EOR MY PART, I CONSIDER THE PRESIDENCY PROPOSALS TO BE
REASONABLY FAIR AND TO FORM A VALID BASIS FOR COMPROMISE ON WHICH
TO WORK AT COPENHAGEN, IF ONE ACCEPTS THE PRINCIPLE THAT ONLY
THROUGH AGRICULTURAL STABILISERS, WHERE NECESSARY, CAN ONE
ACHIEVE THE OBJECTIVE OF BRINGING SUPPLY AND DEMAND

TOGETHER''. (IT IS CLEAR FROM EARLIER PASSAGES THAT GORIA DOES
NOT BELIEVE STABILISERS ARE NECESSARY ON FRUIT AND VEGETABLES).

6. TURNING TO THE STRUCTURAL FUNDS, GORIA SAYS ITALY SUPPORTS

THE COMMISSION PROPOSALS, NOT ONLY FOR DOUBLING THE FUNDS BUT ON
THE 75% GNP CRITERION FOR BENEFITING FROM THE REGIONAL FUND SINCE
THIS WOULD ALLOW INCLUSION OF THE MEZZOGIORNO. "'WE CANNOT
ACCEPT THE FRENCH PROPOSAL TO CONCENTRATE ERDF ONLY ON THOSE
COUNTRIES WITH AN AVERAGE PER CAPITA INCOME BELOW 75%."''

PAGE 2
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.o RETURNING TO-HIS*INITIAL DESCRIPTION OF -THE TWO SCHOOLS OF
THOIIGHT FOR COPENHAGEN, GORIA CONCLUDES BY SAYING THAT THE
COUNCIL SHOULD NOT NECESSARILY BE PRESENTED AS THE LAST CHANCUE FOR
EUROPE. ''IT WOULD BE A SIGNIFICANT AND SATISFACTORY RESULT
SIMPLY TO INDICATE THE COURSE WHICH THE COMMUNITY MUST FOLLOW IN
THE NEARWFUTURE, G ON*THE "BASIS “OUTLINED "FOR THE MEDIUM TERM BY. ‘THE
DELORS PLAN''.

8. BUT THE IMMINENCE OF THE US/SOVIET SUMMIT AND CURRENT
INTERNATIONAL FINANCIAL PROBLEM ARE REASONS WHY

EUROPE SHOULD SIGNAL ITS CAPACITY TO RESOLVE ITS INTERNAL

PROBLEMS AND ASSUME AN ACTIVE INTERNATIONAL ROLE. THERE ARE STILL
MANY OBSTACLES BUT IT IS INEVITABLE THAT THE PROCESS OF EUROPEAN
POLITICAL INTEGRATION SHOULD EVENTUALLY INCLUDE A DEFENCE
DIMENSION WHILE SAFEGUARDING THE TRADITIONAL TIES OF NATO.

ON ECONOMIC ISSUES A STRENGTHENING OF THE EMS WOULD CONTRIBUTE

TO GREATER STABILITY ON EXCHANGES AND HELP ENSURE NON-INFLATIONARY
GROWTH.

9. GORIA CONCLUDES WITH THE HOPE THAT THE COUNCIL WILL NOT

ALLOW ITSELF TO BECOME BOGGED DOWN IN BUDGETARY, AGRICULTURAL OR
STRUCTURAL PROBLEMS BUT REAFFIRM THE IMAGE OF A VITAL AND

UNIFIED EUROPE.

10. WE ARE FAXING THE COMPLETE TEXT (IN ITALIAN) OF GORIA'S
ARTICLE TO FCO AND UKREP BRUSSELS.

-

COMMENT

11. THIS IS AN UNUSUAL INITIATIVE BY GORIA. THE ARTICLE READS
VERY MUCH AS A PERSONAL CONTRIBUTION AND IS NOTABLY MORE
STATESMANLIKE THAN ANDREOTTI'S REMARKS IN BRUSSELS ALSO

REPORTED IN TODAY'S PAPERS, ''WE HAVE NEVER ASKED THE COMMUNITY
FOR MORE THAN WE DESERVE, BUT WE ARE NOT PREPARED TO BE
SWINDLED''.

WOooD

Y Y YY
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DENMARK ON THE EVE OF THE EUROPEAN COUNCIL
SUMMARY

1. THE DANISH PRIME MINISTER AND FOREIGN MINISTER APPROACH THE
EUROPEAN COUNCIL WITH NO IMMEDIATE DISTRACTIONS FROM COMMUNITY
AFFAIRS. THEIR POLITICAL AND ECONOMIC SITUATION IS NOT EASY. ECONOMIC
PROBLEMS MOUNT AND POLITICAL SQUABBLING CONTINUES. NEVERTHELESS,
THEIR COALITION MINORITY GOVERNMENT SEEMS LIKELY TO SURVIVE EARLY
PROBLEMS SUCH AS THE BUDGET AND CONTINUE WELL INTO NEXT YEAR, THOUGH
THERE MAY BE DIFFICULTIES IN THE SPRING. NONE OF THIS SHOULD MUCH
AFFECT THEM IN THEIR HANDLING OF THE EUROPEAN COUNCIL.

DETATL

2. ALTHOUGH HE STILL DOES NOT SEEM ENGAGED IN THE DETAIL, WE ARE
ASSURED BY HIS ADVISERS THAT SCHLUTER HAS BEEN PAYING CLOSE ATTENTION
TO COMMUNITY AFFAIRS IN RECENT WEEKS. (BEFORE THEN, HE LEFT THINGS AS
A MATTER OF POLICY, LARGELY IN THE HANDS OF ELLEMANN-JENSEN.) BUT THE
DANISH DOMESTIC SCENE, WHICH IS INCREASINGLY TROUBLED, CANNOT BE FAR
FROM HIS MIND.

3. THE SEPTEMBER ELECTIONS RETURNED A GOVERNMENT OF THE SAME
COMPLEXION AS THE OLD, BUT SIGNIFICANTLY WEAKER IN THE FOLKETING. THE
FACT THAT SCHLUTER MISJUDGED THINGS SEEMS TO HAVE AFFECTED HIS
CONFIDENCE, AND SOME OF THE DAMAGE LINGERS. POLITICS SINCE THE
ELECTION HAVE LARGELY BEEN A MATTER OF TRYING TO STITCH COMPROMISES
TOGETHER. BUT THE ECONOMIC SITUATION, WHICH IS CENTRAL TO THE
GOVERNMENT'S POLTICAL PROBLEMS, HAS NOT IMPROVED AND MAY EVEN HAVE
DETERIORATED DURING THE AUTUMN.

L. THE CONTRADICTORY POLICIES OF AUSTERITY DRIVE AND OVER GENEROUS
PAY SETTLEMENTS HAVE TAKEN THEIR TOLL OF BUSINESSES OF ALL SIZES. THE
PRESS IS FULL OF REPORTS OF LAY-OFFS. A PACKAGE OF MEASURES TO HELP
EXPORTS IS WIDELY HELD TO BE OF MARGINAL SIGNIFICANCE, AND THE
FOREIGN MINISTRY HAS PRODUCED A REPORT FORECASTING THAT IT WILL TAKE

PAGE 1
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BETWEEN SIX AND SEVEN YEARS TO PUT THE BALANCE OF PAYMENTS DEFICIT
RIGHT . "INSITS LATEST HALF=YEARLY REPORT “THE“ECONOMIC COUNCIL
FORECASTS THAT UNLESS ADDITIONAL ACTION IS TAKEN, UNEMPLOYMENT WILL
REESE “HOOVER 3007000561 (PERFCENT "PLUSHICTIN-THE 199GS - AND “THE: BAIANCE
O'F SPAYMENTSEDERTCI T "ABRER "EALLING “TO 15 BIEELETONGIN 1988 F WI I}
INCREASE TO BETWEEN KR 17 AND 18 BILLION IN 1989 (THOUGH THIS IS
STILL BELOW THE KR 21 BILLION ESTIMATED FOR 1987). SINCE MANY BELIEVE
THAT IT WAS ECONOMIC DISAPPOINTMENT WHICH LED TO THE OUTCOME OF THE
SEPTEMBER ELECTION, ALL THIS IS POLITICALLY WORRYING FOR THE
GOVERNMENT.

5. ITS SHORT TERM PROBLEM IS TO PUT THE BUDGET THROUGH. THIS IS DUE
TO BE DEBATED IN THE FOLKETING SOON AFTER THE EUROPEAN COUNCIL.
NEGOTIATIONS WITH THE SOCIAL DEMOCRATS ARE ALREADY UNDERWAY. SCHLUTER
IS TAKING THE LINE THAT THERE CAN BE NO MASSIVE INCREASE IN PUBLIC
SPENDING, THREATENING THAT IF THE FOLKETING VOTES FOR THIS HE WILL GO
TO THE COUNTRY. BUT IT SEEMS INEVITABLE THAT THE BUDGET, IF AND WHEN
AGREED, WILL MAKE SOME PROVISION FOR INCREASED SPENDING ON ''SOCIAL
RECONSTRUCTION'' IN ORDER TO HELP BRING THE SOCIAL DEMOCRATS ON SIDE.
THAT WILL WEAKEN BUSINESS CONFIDENCE FURTHER. NEVERTHELESS, IT SEEMS
LIKELY THAT THE GOVERNMENT WILL SURVIVE THE BUDGET ISSUE, IF ONLY
BECAUSE THE NEW SOCIAL DEMOCRAT LEADERSHIP NEEDS TIME TO SETTLE DOWN
AND DOES NOT WANT TO BE PICTURED AS FRACTIOUS IN ITS OPPOSTION.
THEREAFTER, THE GOVERNMENT'S WAY AHEAD LOOKS RELATIVELY CLEAR UNTIL
INITIAL NEGOTIATIONS ABOUT THE 1989 WAGE SETTLEMENTS BEGIN IN MAY.

6. ALL THIS LEAVES SCHLUTER AND ELLEMANN-JENSEN RELATIVELY FREE IN
THEIR APPROACH TO THE EUROPEAN COUNCIL. THEY HAVE GOT GENERAL
FOLKETING AGREEMENT TO THEIR APPROACH TO IT. A SUCCESS WOULD DO
SOMETHING FOR THEIR SLIGHTLY TATTERED REPUTATION, THEY WOULD LOVE THE
CHANCE TO POINT TO A SUCCESSFUL CONCLUSION TO A DANISH PRESIDENCY.
CONVERSELY, EVEN A DRAMATIC FAILURE NEXT WEEKEND WOULD NOT DAMAGE
THEM SERIOUSLY IN DOMESTIC TERMS. SO THE DANISH GOVERNMENT, DESPITE
ITS MINORITY, COALITION STATUS, GOES INTO THE EUROPEAN COUNCIL WITH
REASONABLY FREE HANDS AT HOME.

UNWIN

YoYove
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FM UKREP BRUSSELS

TO DESKBY 020800z FCO
TELNO 4120

OF 011810z DECEMBER 87

FRAME EXTERNAL/GENERAL
DRAFT CONCLUSIONS FOR THE EUROPEAN COUNCIL

SUMMARY

1. NO UNPLEASANT SURPRISES IN THE DRAFT DISCUSSED AT THE
CONCLAVE. THE MORE IMPORTANT ONFS ARE IN THE CNCLOSURE TO SCHLUTER'S
SECOND LETTER (FAXED TO WALL) WHICH CONTAINS THE ALTERNATIVE
GUIDELINE (WITHOUT STOCKS),. REPEATS DELORS IDEAS FOR A MONETARY
RESERVE, HERALDS A PRESIDENCY EFFORT WITH THE COMMISSION TO PRODUCE
NEW TEXTS ON CEREALS, OILS AND PROTEINS, AND SETS OUT QUESTIONS FOR
THE COUNCIL ON STRUCTURAL FUNDS, OWN RESOURCES AND BUDGET
IMBALANCES. ‘ :

DETAIL

BUDGET DISCIPLINE
I) PAGE 6 HAS A NEW FOOTNOTE OMNM FEOGA BUDGET MANAGEMENT:

QUOTE THE COMMISSION DECLARES THAT PRUDENT MANAGEMENT NECESSITATES
THAT PAYMENT OF MONTHLY ADVANCES BY THE COMMISSION ONLY BE EXECUTED
ON THE BASIS OF THE ABOVE INFORMATION AND TO THE EXTENT THAT, AS
UNDER THE BUDGETARY PROCEDURE FOR OTHER COMPULSORY EXPENDITURE, THE
AVAILABILITY OF CREDITS 1S ESTABLISHED BY CHAPTER, IE IN FACT BY
COMMON MARKET ORGANISATION.

WHERE CREDITS ARE NOT AVAILABLE, THE COMMISSION WILL PROPOSE
CORRESPONDING TRANSFERS TO THE BUDGET AUTHORITY. UNQUOTE

II) PAGE 9 INCORPORATED THE DRAFT TABLED AT THE CONCLAVE
CONFIRMING THAT THE PROCEDURES ON THE MAXIMUM RATE WILL CONTINUE TO
APPLY FOR DNO. THIS, IN THE CONTEXT, COULD APPLY TO ALL DNO OR
SIMPLY TO DNO OTHER THAN STRUCTURAL FUNDS, IMPS AND RESEARCH -
PROBABLY THE LATTER.

STRUCTURAL FUNDS

(I) PAGE 12: ''BORDER REGIONS'' ARE ADDED TO THE AREAS COVERED BY
OBJECTIVE NO 2:

(II) PAGE 13: THE CRITERIA FOR OBJECTIVE NO 2 ARE TO BE REVISED

PAGE 1
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BY THE COUNCIL AFTER 3 (NOT 2) YEARS - BUT STILL BY QM RATHER THAN
UNANIMITY:

(III) PAGE 14: ANY ERDF OPERATIONS OUTSIDE OBJECTIVES 1 AND 2
HAVE TO BE IN ACCORDANCE WITH CRITERIA LAID DOWN BY THE COUNCIL (AS
WE PROPOSED):

(IV) PAGE 15: PORTUGUESE FOOTNOTE NOW APPEARS IN THE TEXT.

OWN RESOURCES AND BUDGET IMBALANCES
NO CHANGE.

AGRICULTURE
THE 17 PAGE REPORT IN THE CONCLAVE TEXT IS REPLACED BY:

(I) THE SIX POINTS WHICH THE PRESIDENCY CIRCULATED ON 30
NOVEMBER. THE ONLY CHANGES HERE ARE: A) THAT STABILISERS ARE TO BE
""REINFORCED AND EXTENDED TO OTHER PRODUCTION SECTORS AS SET OUT IN
ANNEX'' INSTEAD OF MERELY *'IN CONFORMITY WITH THE PRINCIPLES SET
OUT IN ANNEX®': AND THAT THEY WILL TAKE EFFECT FROM THE MARKETING
YEAR 1988/9: B) THAT THE DEADLINE FOR COMMUNITY LEGISLATION
(ORIGINALLY 31 MARCH) NOW READS ''COMMUNITY LEGISLATION TO IMPLEMENT
THE AGRICULTURAL STABILIZATION MECHANISMS WILL BE ADOPTED
IMMEDIATELY'': C) THE COMMISSION ARE INVITED TO SUBMIT PROPOSALS ON
.SET-ASIDE FOR ADOPTION IN PARALLEL WITH THE STABILISERS:

(II) THE PAGES ON ARABLE CROPS APPEAR WITHOUT CHANGE AT ANNEX 1:
(III) THE PAGES ON USE OF LAND APPEAR AS ANNEX II:

(IV) THE TWO PAGES ON CEREALS ARE REPLACED BY A SIMPLE ''POUR
MEMOIRE'':

HANNAY
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FM UKREP BRUSSELS

TO IMMEDIATE FCO

TELNO 4109

0:FE 0115085 Z D EIGE MBE RS/

INFO PRIORITY EUROPEAN COMMUNITY POSTS

FRAME EXTERNAL/GENERAL
FCO TELNO 250 TO COPENHAGEN : THE COPENHAGEN EUROPEAN COUNCIL

1. I CALLED ON THE PRESIDENT OF THE COMMISSION TO DELIVER A COPY
OF THE PRIME MINISTER'S REPLY TO SCHLUTER. DELORS WAS FRIENDLY, AND
CALM THROUGHOUT APART FROM AN OUTBURST AGAINST THE DANISH PRESIDENCY
WHICH HE DESCRIBED AS ''WEAK AND VICIOUS'"'.

2. DELORS READ THE PRIME MINISTER'S LETTER CAREFULLY. HE
WELCOMED THE POTENTIAL FLEXIBILITY WE WERE DEMONSTRATING ON
SET-ASIDE AND HE FIRMLY ENDORSED THE PRIMORDIAL IMPORTANCE WHICH WE
WERE ATTACHING TO GETTING THE RIGHT DECISIONS ON AGRICULTURE. ON
THE ABATEMENT HE SAID IT WAS CLEAR THAT WE WOULD NOT ACCEPT THE
COMMISSION APPROACH. HE DID NOT WISH TO DISCUSS THE MATTER FURTHER
WITH ME. HE HAD GOT THE MESSAGE.

3. DELORS THEN RETURNED TO THE AGRICULTURAL ELEMENTS OF THE
COPENHAGEN PACKAGE. HE HOPED VERY MUCH THAT WE WOULD BE PREPARED TO
SUPPORT THE COMMISSION'S AMENDED PROPOSAL ON OIL SEEDS. HE WOULD
NOT BUDGE AN INCH BEYOND THAT AND WOULD NOT ACCEPT THE PRESIDENCY
PROPOSAL. BUT HE DID THINK THAT ANDRIESSEN'S 30 NOVEMBER PROPOSAL
WOULD ACHIEVE WHAT WAS NEEDED. I SAID WE WERE STUDYING IT
CAREFULLY. DELORS HAD NOTHING TO SAY ON CEREALS. ON THE OTHER
PRODUCTS HE EXPRESSED STRONG SYMPATHY WITH OUR DESIRE TO GET
DECISIONS TAKEN AT COPENHAGEN, SO LONG AS THAT DID NOT IMPLY AN
INTENTION TO PLUNGE THE EUROPEAN COUNCIL INTO DETAILED DISCUSSION OF
INDIVIDUAL PRODUCTS. THE LATTER COURSE WOULD BE DISASTROUS AND
WOULD LEAD TO NO RESULTS BUT A BOUNCE OF THE PRESIDENCY PACKAGE ON
OTHER PRODUCTS MIGHT WORK.

4., COMING BACK THEN TO THE OVERALL IMPORTANCE OF AGRICULTURE IN
THE COPENHAGEN PACKAGE, DELORS SAID THAT IN HIS VIEW OUR APPROACH OF
GIVING THIS PRIMACY THROUGHOUT HAD BEEN THE RIGHT ONE AND WAS HIS
OWN. HE WOULD TRY TO INSIST THAT DISCUSSION AT COPENHAGEN BEGIN ON
THAT POINT. IF SATISFACTORY PROGRESS COULD NOT BE MADE ON IT, HE
SAW - LITTLE OBJECT “IN TRYING TO PRESS OTHER ISSUES TO DECISIONS. I
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WELCOMED THIS APPROACH AND SAID THAT NOTHING WOULD BE MORE DAMAGING
THAN TO NURTURE THE ILLUSION THAT A PACKAGE COULD BE AGREED AT
COPENHAGEN ON THE OTHER POINTS WITH THE MAIN AGRICULTURAL DECISIONS
BEING LEFT IN THE AIR. SUGGESTIONS SUCH AS THOSE GENSCHER WAS
MAKING TO THE PRESS THAT WE WOULD DROP OUR INSISTENCE ON
AGRICULTURAL REFORM IF WE GOT WHAT WE WANTED ON THE ABATEMENT WERE
VERY WIDE OF THE MARK. DELORS SAID HE UNDERSTOOD THIS POINT WELL.

5. ON AGRICULTURAL BUDGET DISCIPLINE DELORS SAID HE SUPPORTED
THE NEW APPROACH OF DEALING WITH EXISTING STOCKS OFF GUIDELINE C(AND
WITHOUT MENTION OF THE OILS AND FATS TAX). HE NOW REALISED THAT
THIS WAS THE ONLY WAY TO AVOID A REAL TRAP IN 1992. HE THEN PUSHED
HIS IDEAS ON THE MONETARY RESERVE WHILE RECOGNISING THAT THE LINE
HE HAD TAKEN IN THE CONCLAVE YESTERDAY, IN PARTICULAR OVER THE
FRANCHISE, HAS BEEN SURPRISING AND UNWISE. HE ARGUED THAT THE REAL
CASE FOR THE MONETARY RESERVE WAS THAT IT AVOIDED UNCERTAINTY ABOUT
WHERE THE RESOURCES WOULD COME FROM IF THE EXCEPTIONAL CIRCUMSTANCE
PROVISION WERE TRIGGERED. WITHOUT IT THERE WOULD BE AN UNSEEMLY
WRANGLE WHENEVER THAT HAPPENED, CONFUSION AND BAD DECISIONS. I SAID
WE HAD NEVER ACCEPTED THE CASE FOR THE MONETARY RESERVE AND I
DOUBTED IF WE WOULD NOW. BUT ONE THING WAS QUITE CERTAIN. UNLESS
THE EXCEPTIONAL CIRCUMSTANCE PROVISION WAS TIGHTLY DRAWN AND UNLESS
THERE WAS A SUBSTANTIAL FRANCHISE WHICH WOULD NOT IN ANY
CIRCUMSTANCE BE COMPENSATED BY ADDITIONAL EXPENDITURE DISCUSSION
WOULD GET NOTICE. THE 5 PERCENT FRANCHISE WHICH DELORS THEN
MENTIONED WAS, I SAID, TOO SMALL. NOR WOULD WE ACCEPT THE
ADDITIONAL FRENCH CRITERION FOR AN EXCEPTIONAL CIRCUMSTANCE RELATING
TO VAGUE THREATS OF TRADE WARS. I GOT THE IMPRESSION THAT DELORS IS
PREPARING TO DROP HIS SUPPORT FOR THE LATTER POINT AND THAT HE MAY
BE WILLING TO JOIN IN A MOVE TO EXTEND THE FRANCHISE A BIT, BUT
CERTAINLY NOT AS FAR AS OUR 15 PERCENT. :

6. ON THE STRUCTURAL FUNDS DELORS SAID THAT HE HAD NO INTENTION
OF BEING DRAWN INTO A BATTLE OVER THE DOUBLING PROPOSAL. HIS
PROPOSAL WAS ON THE TABLE. 1IT WAS FOR THE MEMBER STATES TO SETTLE
THE FIGURE THEY COULD AGREE. I SAID THAT WE HAD NOT APPRECIATED
VARFIS' ESPOUSAL AT THE CONCLAVE OF THE DEMAND FOR 2/3 OF THE
STRUCTURAL FUNDS TO GO TO THE BACKWARD REGIONS. THIS SEEMED TO US A
DENIAL OF THE WHOLE COMMISSION APPROACH IN THAT IT WOULD INVOLVE
SUBSTANTIAL REGIONALISATION OF THE SOCIAL AND AGRICULTURAL FUNDS.
DELORS SAID HE AGREED WITH THIS CRITICISM. WE WOULD HEAR NO SUPPORT
FROM HIM AT COPENHAGEN FOR THE 2/3 OBJECTIVE.

7. IN CONCLUSION DELORS SAID THAT HE WAS PARTICULARLY WORRIED
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ABOUT THE RELATIONSHIPS BETWEEN THE THREE LARGEST MEMBER STATES.

HE FEARED THAT THE IRANIAN AFFAIR WOULD SOUR THE UK/FRANCE
RELATIONSHIP. AND HE WAS IN DESPAIR ABOUT ANYONE GETTING THROUGH

TO KOHL (HE SAID THAT WHEN HE HIMSELF HAD SEEN KOHL LAST WEEK IT HAD
APPEARED TO COME AS A COMPLETE SURPRISE THAT THCRC WAS A POSSIBLE
BALANCED PACKAGE ON AGRICULTURE WITH ACCEPTANCE OF SET-ASIDE TO
SUGAR RHE “PRICE REDUCTFION PILL).:

8. AT THE END OF OUR DISCUSSION I BRIEFED DELORS ON THE ANGLO-
SPANISH TALKS ABOUT GIBRALTAR AIRPORT AND LEFT A PIECE OF PAPER WITH
HIM. I SAID YOU HAD MADE A MAJOR EFFORT TO REACH AGREEMENT, DESPITE
STRONG RETICENCE BY THE GIBRALTARIANS. WHAT WAS ON OFFER WAS A GOOD
DEAL, WHICH WOULD OPEN THE WAY TO ADOPTION ON 7 DECEMBER OF THE
CIVIL AVIATION PACKAGE. BUT THE SPANIARDS WERE STILL HESITATING AND
TOMORROW'S ANGLO-SPANISH MINISTERIAL MEETING IN LONDON WOULD BE
CRUCIAL.: DELORS SAID HE WOULD READ OUR PIECE OF PAPER. HE MIGHT
WELL THEN HAVE A WORD WITH GONZALEZ TO URGE ON HIM THE NEED TO OPEN
THE WAY TO ADOPTION OF THE COMMUNITY PACKAGE.
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CHAPTER I : BUDGETARY DISCIPLINE AND BUDGET MANAGEMENT

INTRODUCTION (p 3)

Analysis

The introduction refers to the conclusions of Brussels European
Council which said: "Parallel to the efforts being made by the
member states in connection with their own budgets, the Community
must submit the use of its resources to effective and binding
discipline ... the arrangements decided upon at Fontainebleau
must be strengthened in the light of experience ..."

It is important that anything agreed on budgetary discipline is
legally-binding. Para 19 has the effect of converting the whole
of Chapter 1 into a legally-binding text. This is satisfactory
to us. We therefore have no points to make on the introduction.




INTROOUCTION

YA Budgetary discipline shall De lppgied in eonfarmity
wi®h the conclusicons of the Brussels European Council (25/3Q

June 1587).



CBILINGS (p 3)
Objective - to postpone discussion until after European Council ‘
has agreed an overall ceiliang

Analysis

The text proposes annual sub-ceilings for 1988-92 in addition to
the overall OR ceiling. The original Commission proposal wculd
have set the sub-ceilings as a sort of Jacob's ladder leading in
steps to an overall ceiling of 1.3% GNP. 1In his letter to Heads
of Government of 26 November (p 5: at A) Mr Schluter now proposes
that the sub-ceilings should not be set until after the Eurcpean
Council has agreed the overall ceiling. Sub-ceilings would thus
become a consequence of the overall ceilings. If the overall
ceiling is low enough to be acceptabls to us, sub-ceilings will
be unnecessary because once the hump of expenditure in 1988 is
overcome the level of EC expenditure should fall.

Others' Views : ‘
The Prasidency have a2rgued that sub-ceilings would strengthen

budget discipline. All other member states are now likely to
accept.

Points to Make

- We could not accept that sub-ceilings should be a Jacob's
ladder leading to a ceiling of 1.4% GNP. We shall need to take a
decision on the overall level of own rescurces when we have
agreed other aspects of the negotiation. This, therefore, is an
issue for the end of the negotiations not the beginning.

AGRICULTURAL EXPENDITURE/GUIDELINE (pp 3-5)

Objectives - emphasise rate of growth must be kept below rate of
growth of GNP ;

- suppert off-guideline disposal of existing stocks
with reduced guideline base

- to reach agreement on the basis of the proposal
tabled at the Conclave (para 16 of Schluter's letter
of 30 November at B) ie base of 27 becu in 1988,
growth at 60% of GNP

Analysis

The Commission originally proposed that, on the basis of "real
needs™ in 1987 of 26.9 becu, the guideline should grow in line

with GNP £o 28.2 becu in 1988 and by the full amount of GNP

growth in each year thereafter. The Presidency text still

reflects that. Under the Presidency's new proposal, (p 1 of
Schluter's letter of 30 December at B) to take existing stock
disposal off-guideline, the guideline would grow at only 60% of
GNP. The costs of stock disposal in 1988 would be deducted so ss.

to reduce base figure to 27 becu for 1988. This would suit us
well. :



CEILINGS

(]

®L.e Decision on tne system o' the Communities’' oOwr
resources shall Lay down bDOth an overall Own resources
ceiling and annual ceilings for the perisd 1988-19%2. It
shall Lay down 8 ceiling for commitment spprepriations
{im 1992 and cetermine an orderly evelution for them,
maintaining 8 strict relationship between commitmen?
sppraepristions and payment appropriations ensuring thetr
compatibility and enmabling the ceilings for subsequent years
expressed in payment sppropriations to be kept to. The
Cemmission for its part will only put forward proposals for
commitment appropriaticns consistent with expenditure within
the agreed ceilings and subceilings.

The Counmcil for its part will also respect this
principle.

The Communities' armnual buagets for the financial
years 1988 to 1992 shall be kept within those ceilings.

AGRICULTURAL EXPENDITURE
Agriculture guide-iline

b The annual growtnh rate of EAGGF Guarantee expengditure
as defined below shall not exceed that of the Community dnP,

6, The expenditure to which this rule applies shall de
that chargeable to section 111, Part 8, Titles 1
and 2 (EAGGF Guarantee) of the budget, Less amounts

$N 3919/1/87 P L



Presidency alsc propose, and all others agree, that costs of
depreciation of new stocks should be contained within the
guideline.

Others' Views

There is a growing consensus for off-guideline stock disposal,
shared by ourselves, the Commission, the Presidency, the Dutch

and the French together with ain and Portugal (who want stock
disposal off-guideline and off-Suaget sO that they do not have to

pay for getting rid of stocks accumulated before they joined the
Community). But no one else supports off-budget financing.

Our main allies on the need for tighter control of agriculture
spending generally will be the Dutch. 1In addition, some southern
states may also fear that growing CAP expenditure may make it ..

hard for the Communlty to £ind increased spending in areas whlc‘
benefit them, principally structural funds.

Presidency and Commission may argue on the off-guideline
disposals option that 1988 base figure should be adjusted upwards
to take account of non-adoption of the oils and fats tax (revenue
from which would be 1.3 becu in 1988).

Points to Make

- Welcome and support Presidency proposal to take the disposal
of existing stocks outside the guideline. They represent cost of
the past, not the continuing cost of agricultural regimes. By
same token agree that cost of depreciating new stocks should be
covered by guideline. Therefore support proposal that guideline
growth should be limited to 60% of GNP.

agricultural expenditure the Community can afford. The Communi
can only achieve a better balance between agricultural -
expenditure on the one hand, and non-obligatory expenditure on
the other, if the guideline works as a real limit on spending.

- The guideline is intended to represent the amount of .

- This is not to call for a reduction in CAP spending. Overall
CAP expenditure will continue to grow and to benefit from the
buoyancy of Community GNP, to the growth of which the guideline
will continue to be related.

Our Response

[If others say guideline should reflect non-adoption of oils and
fats tax]: Refer to speaking note at C.

[If others call for oils and fats tax] Refer to speaking note at
Ref D.

[If others argue for increases in guideline in line with .
Community GNP]

- This would prevent any fall in the proportion of Community

spending on agriculture, and hence any increase in the proportion
allmcatred +~ non-aarienl+niral espend:nag .



corresponding to the disposal of ACP sugar, food-aid
refunds, sugar and isoglucose levy payments by producers,
and any other revenue raised from the agricultural sector 1n
the future.

fFor the finmancial years 1988 to 1992, the following
expenditure shall also be financed from the above

allocation:

- costs connected with the disposal and depreciation of

existing agricultural stocks with a view to restoring a

2 : (
normal stock situation over the periocd up to 1992; e

- systematic depreciation costs for newly formed stocks

commencing at the time they are established.

The Council shall enter each year in its draft budget
the necessary appropriations to finance the costs gf;istork
depreciation. Furthermore, Council Regulation 1883/78 1s t2
be modified so as to create a legal obligation to proceed "2
stock depreciation over the period in gquestion so as to

arrive at a normal stock situation by 1992.

The Commission undertakes to make use of the appropriat'oc-s

in question 1n the early months of the budget year.

(1) Excess stocks by sector will be defined in accordance « °°
the definition 1n the Commission's present annual accc.”"1

SN 3919/87



- Would mean that agricultural spending would grow up to 1% ‘
times as fast in real terms as the existing guideline, had it
been enforced, would have permitted. How would we reconcile the
formula with Hague Buropean Ccuncil conclusions "... a better
control of total production must be ensured so that it is better
adjusted to the market situation with the result that the share
of public expenditure claimed by agriculture can be reduced" or
Brussels (June) conclusions: "Budgetary discipline must be
implemented in such a way that it does not conflict with the
effort made by the Community to achieve a better balance as
between the various categories of expenditure." If the rate of
increase in CAP spending is to be the same as the rate of
increase of overall resources, we shall not easily find that
better balance.

STABILISERS (p 5)

Analysis

An innocuous text cross-referring to Chapter IV on stabilisers;
but we can usefully reinforce it to ensure that stabilisers are
effectively applied to reinforce the guideline.

Points to Make

- To make this paragraph operational, suggest add at end "to
enable the Commission to manage the budget within the agreed
guideline™”.

BUDGET MANAGEMENT (pp 5-6)

Objectives

- To resist any weakening of Presidency text. If the guideline
is to be an effective constraint on agricultural expenditure,
Commission must have the powers they need to operate it.

Analysis

The Presidency text is designed to ensure that the Commission
have more information about agricultural expenditure in member
states, and that they can operate the stabilisers effectively. ‘
Since the Foreign Ministers' Conclave, the text has been
strengthened in order to ensure that payments cannot be made to
member states unless funds are available in the budgetary chapter
concerned.

The text as it now stands reflects the procedure agreed this year
whereby, instead of submitting claims for payment 2 months ahead
of expenditure, claims are made in the month in which expenditure
occurs. We would have preferred a change to a full reimbursement
mechanism. But this text represents a considerable improvement
over previous practice. We can accept it, and if others do, need
not intervene.

Others' Views

The present Presidency text is broadly satisfactory to most

member states, although the French are uneasy about the

additional Commission powers. It meets our requirements and

those of the Dutch to improve the management of agricultural
guarantee expenditure. The southern member states, who are ‘
generally opposed to improved budgetary management, have not
expressed strong views on the text.




The reference basis for the detfinition of the annual
allocations for EAGGF-Guarantee expenditure shall be

established by reference to real requirements for 1987. This

reference basis shall Dbe reduced after 1992 to reflect the

mew s$%ack situatieon,

The annual maximum oLLocutien“’ for the

EAGGF-Guarantee section tfor a given year shall be the real

requirements of the 1987 budgetary year multiplied By the

growth rate of GNP between 1587 and the year in question.

STABILIZERS

?.

New sgricultural stadilizers will be introguced

according to the cdecisions contained under Chapter IV
supplementing the existing agricultural stabilizers,

BUDGET MANAGEMENT

Budgetary management of the EAGGF-Guarentee
expenditure shall be strengthened with & view to enabl'rg
she Commission to operate an efficient "early warning
system' concerning the development of expanditure ¢f the
individua\ EAGGF expenditure chapters. 8efore the begirning
of each Bucget year the commission shall define expenciture
protiles for each budget chapter based on a cemparison of
meathly expenditure with the protile of the expenditure
over tha three preceding years. The Commissien shall
submit monthly reports thereafter on the develcopment cf
sctual expenditure against profiles. Where the Commissian
{inds, thanks to the early warning system, that the rate ot
development of real expenditure i3 exceeding the forecast
orofile, or risks doing so, it shall use the management
measures at 1%s disposal ineluding those which it has uncer
the stabilizing measures, to remedy the situation. It trese
messures are insufficient, the Commission shall exam:ne the

(1) p.m. The stadilization mechanism for ocils and fats.
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Points to Make
[If necessary]

- If the guideline, and stabilisers, are to be effective the
Commission need powers to operate stabilisers for each commodity,
and to take such additional measures as may be required each year
in order to ensure that the budget provision for each commedity
is respected.

- The Presidency text should bring about a substantial
improvement in the management of agricultural guarantee
expenditure. It will enable Commission to monitor expenditure
mere effectively sco as to be able to trigger corrective steps
when necessary. As such it deserves our strong support.




tunctioning of the agricutltural staptlizers ia the relevant
sector and, {f necassary, shall present proposals to the
Council calculated to strengthen their action, The Council
shall sct within a period of two months in order to remedy
the sftuation. -

9. $c 83 to enadle the Council and the Commission to put
the above rules ints agplication, measures shall be taken
to sccelerate the transmission and treatment of data
supplied by the Member States on agricultural expengiture
within each marketing organisation so 8s to ensure that tne
rate 8t which spprepriations in each chapter are used 13
knowm with precision one month sfter expenditure has taxsen
place. Present agriculture legistation will be acapted 1t
ensure this. The special provisions esngcerning the
finanecing of tha CAP decided tor 1987 (switch) shall
comtinmue to apply. Payment sof Community advances are
conditicned on Membder States compt}ing with their

obligation to make available to the Commission the

information set out above justifying Community payment. B

A realistic schedule shall be established for the
clearance of BEAGGF=accounts.

(1) The Commission declares that prudent management
necessitatas that payment of moenthly advances By the
Coammission only be executed on the dDasis of the absve
infermation and te the extent that, as under the budgetary
procedure for other cempulsory expenditure, the
svailability of credits {is established By chapter, = he i
fact by cemmon market organisation.

whers credits are not available, the Commission w' i\
prepeses corresponding transfers to the budget authority
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PRICE FIXING (p 7) s

Objectives

- We can accept the Presidency text.

Analysis

The text is designed to prevent the Commission from putting
forward price proposals which would breach the agricultural
guideline., Drafted by David Williamson, it also carries the
implication that the Commission will not change its propesals in
a way which would breach the guideline. This is very helpful
because, although the annual price fixing decisions are taken by
QM, if the Commission stand by their proposals the Council can
only change them by unanimity. We should support Presidency text
without drawing attention to this feature, which some have not
spotted. The second sub-paragraph is a further protection
against costly decisions being taken by the Agriculture Council. .

Others' Views

There has been little discussion of this paragraph at the last
two meetings of Foreign Ministers. But we should be ready to
defend it in the unlikely event that it should come under attack.

Points to Make

- None.

- [If others criticise text] Proposal in the text that the
Commission's price proposals shall be consistent with the
guideline makes a modest but useful contribution to improved
budget discipline. We support the text as it stands.

- It has been accepted by everyone in discussion until now.
Believe we have enough difficult issues to tackle at our level
without reopening those agreed by our Foreign Ministers.

EXCEPTIONAL CIRCUMSTANCES (pp 7-8)

Objectives

- To ensure that any reference to exceptional circumstances is
limited to dollar/ecu movements above a threshold ["franchise"].

- To oppose a franchise expressed in figures; it should be in
percentage terms. :

Analysis

Qur requirements are that any "exceptional circumstances" should
be confined to changes in the dollar/ecu rate; that there should

be a threshocld of a 10% change in decllar/ecu rates before ‘
exceptional circumstances are triggered; that the mechanism

Should operate in both directions, with spending reduced when

the § rises significantly; that only excesses over the

threshold, not total excesses, should result in




PRICE~FPIXING

10

185

The Commission's price prcpesals shall pbe consistent
with the Limits Laid down by the agriiﬁLturlL reference
framewsrk,

1/ the Commission conmsiders that the outcome ¢t the
Council's giscussions on these price propesals is Llikely o
exceed the costs put forward in its original proposal, tne
4inal decisicn shall be referred tc a special meeting of
the Council attandsd by the Ministers cf Finance and the
Ministers of Agriculture wnich shall have the sole power to
sdopt 8 decisicn,

The agricuitural allocation shall be respectec each
year,

EXCEPTIONAL CIRCUMSTANCES

12+

13,

The Level ot EAGGF expenciture may Be influenced By
monatary factors. A change in the ECU/S market rate
resulting tn an increase of EAGGS expenditure axcsed!~g the
reference framewsrk by SCQO MECU in real terms is cons'aered

creating an excepticnal circumstance.

A breach by a thirgd ceuntry of its internaticnal
undertakirgs having serious repercussions on the woriad
market may alsc create an exceptional circumatance.

Wwhen exceptionmal circumstances are Likely to reduce
agricultural expenditure for a budgetary year in 3
significant way, the refersnce framework may be modi? ed Dy
the Counmcil, acting By gqualified majority on & Commiss'on
propesal, to take account of this situation.
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EXCEPTIONAL CIRCUMSTANCES (continued)

increases/reductions in spending; and that the periods with

reference to which variations in the dollar/ecu rate are measured
should be carefully defined.

The Commission estimates that every 1% drop in the dollar/ecu
rate costs 80 mecu. We therefore consider that the 500 mecu
threshold proposed by the Presidency shculd be replaced by a 10%
threshold (a) because 500 mecu = only 6.25% and (b) because a
threshold expressed in mecu could become less of a hurdle if the
costs of a 1% change in the dollar/ecu rate were to rise.

The reference at para 12 to excepticnal circumstances being
triggered by the actions of third countries is a French

idea and clearly unacceptable. So too is the Commission's
proposal for a monetary reserve, taken up in Schluter's letter of
30 November (at B), which includes two annexes showing how the
reserve might work. Delors' idea is that exceptiocnal .
circumstances would apply if other countries breach international
obligations. The monetary reserve (which would start at 1

becu would cover the totality of any increase in expenditure
which occurred when the $/ecu rate was raised by more than 5%,

We must make it clear that we cannot accept either of these
proposals, and are only prepared to countenance exceptional
circumstances which are tightly defined and strictly operated.

Others' Views

The Dutch are strong exponents of tightly-defined exceptional
circumstances but have flirted with the monetary reserve,

which the Germans now oppose. The French press their "third
country" loophole (their concern is of course with the US). The
Commission supported by Greece, Ireland and Denmark, Luxemboury,
Belgium, Netherlands, Italy and Portugal favour the monetary
reserve idea.

Points to Make .

- The guideline must be an effective limit on expenditure. This
means that there should be none of the loopholes which have
allowed the guideline to be exceeded in every year since 1984.

- However, can see case for a mechanism which would raise or
lower the guideline, in the event of major changes in the
ecu/dollar market rate.

- Only major changes are relevant however. Such a mechanism
would need a franchise. One could not be for ever tinkering with
the guideline. And it would be illogical to set the franchis= 1in
ecu terms since its significance would then depend on changing
assessments of the cost of dollar/ecu fluctuations. We should
instead go for a percentage number. I propose 10%. And only
changes above the franchise should be reflected in a change ia-
the guideline. Otherwise the franchise becomes almost ‘
meaningless.

- Such a mechanism would need to be operated strictly, with
appropriate technical arrangements for establishing the



Points to rake - centinued

measurement period and reference period for determining the
dollar/ecu rate.

- Similarly, if the dollar were to rise, this should lead to
genuine savings, not to increases in spending elsewhere. The
mechanism must be symmetrical.

- It is disturbing to see in the text a reference to exceptiocnal
circumstances being triggered in the event of a breach by a third
country of its international undertakings. How would that be
defined, by whom decided? It would once more make guideline
subject to change for political reasons. And I fear that there
will be no precise Uruguay Round undertakings for us to

monitor for some years yet.

- It would be wrong to agr=2e to an exceptional circumstances
regime which made the agricultural guideline, and budget
discipline, a laughing stock. That would be to repeat our past
mistakes. There must be no exceptional circumstances other than
variations in the $/ecu rates.

- Similarly, we cannot have a proposal on claw-back such as the
last part of para 13, which refers to "barring aberrant
developments®”. I cannot help feeling that "aberrant™
developments would always be invoked. Who defines "aberrant"?
In logic, we should, but that suggestion might well itself be
seen as aberrant, given the difficulties we have had in defining
"exceptional". I have a better idea - forget "aberrant". If
there is a claw-back regime, it should work properly, not with

a let-out clause.

Our Response

- [If others argue that more widely defined exceptional
circumstances are essentiall] More widely defined exceptional
circumstances would undermine fatally both the agricultural
guideline and exceptional circumstances themselves. Any
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