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EUROPEAN COMMISSION ANNUAL ECONOMIC REPORT

The Commission's Annual Ecmemic Report was published today, and
there may be some press comment tomorrow.

2% The theme of this year's report is "Preparing for 1992". A
draft report was discussed at the Economic Policy Committee at the
end of September, but as yet we have only seen the "Summary and
Conclusions" and the UK country Section of the Report as adopted
by the Commission.

3. Following the changes that we negotiated with the Commission,
the adopted version of the UK section seems satisfactory and is
much the same as that attached to Stephen Davies' minute to the

Chancellor of 7 October (attached for top copy only). The UK
chapter now gives a fairly balanced account of economic
developments in the UK. The Commisscion's main policy

recommendation is for a cautious fiscal stance.

4. We have not yet seen the revised version of the main body of
the Report. Although the draft was gencrally acceplable there
were some bits with which we were not happy: we will continue to
press for changes before the ECOFIN discussion on 12 December and
adoption by the Council.

5. I attach a briefing note provided by Chris Kelly in MP,
together with the Commission's short press notice.
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BRIEFING ON EUROPEAN COMMISSION ANNUAL ECONOMIC REPORT

Background

The Commission adopted this year's Report today (19th October) and
then as usual immediately released it to the press. The Report is
the Commission's own responsibility. It will be submitted for
approval to the Council of Finance Ministers meeting in December,
but it may be subject to revision in the meantime.

As yet we have only seen the "Summary and Conclusions" and the UK
colintry chapter sections of the Report approved by the Commission,
and the following briefing notes relate only to these. We made
various requests for changes to the initial draft of the report.
As a result the UK chapter now seems satisfactory, but at this
stage we do not know what changes the Commission might have made
to the main body of the Report. In any case the "Summary and
Conclusions" section presents few difficulties.

SUMMARY AND CONCLUSIONS

Factual

This year's theme is "Preparing for 1992". Main points are:

- generally satisfactory current situation and prospects
in ., Community: Community benefited from ‘"unexpected
dynamism of its own"; average growth of 3% per cent
expected for 1988 - strongest since end of 1970s;
inflation (3% per cent) about the same as 1960s

- international economic cooperation "needs to be pursued
with determination"

- encouraging aspects of Community economic situation are
spreading dynamism; investment led growth (reflecting
greater profitability and capacity utilisation and spur



of 1992 and favourable international environment); and

stability and convergence in inflation unequalled since
1960s.

areas of concern are risk of renewed inflation;
excessive budgetary deficits in some countries; current
account imbalances; and high unemployment

faster growth provides best conditions for realisation
of Community's major objectives (single market,
strengthening economic and social cohesion, and reducing
unemployment) '

significant progress towards 1992 already realised.
Completion of internal market needs appropriate
structural policies, especially an effective competition
policy

emphasis on need for further supply side improvements,
including reducing obstacles to employment creation and
greater flexibility of markets

for budgetary policies primary importance should be
attached to medium term objectives (convergence of
general government balances, use of budgetary policy to
strengthen conditions of supply and demand, resolution
of problems concerning tax approximation)

greater coordination of economic policy between Member
States essential. Monetary cohesion could be
strengthened by enlargements of membership of ERM,
larger role of ECU, and more compatible budgetary
peolicies. Implies need to strengthen consensus on
principal economic objectives such as stable prices and
convergence of inflation rates

Community in advantageous position from which to tackle
economic policy problems of the coming years.



Positive

Policies advocated by Commission very much in 1line with UK
Government's strateqgy: Emphasis on market orientated supply side
policies within framework of stable medium term approach to
monetary and fiscal policies to control inflation is exactly the
approach taken by UK Government since 1980.

"Dynamism" of UK economy acknowledged by Commission

Short term budgetary policy: Last year Commission called for
coordinated fiscal expansion in some countries, but now there is

no mention of any such action. UK Government consistently
rejected fine-tuning approach.

Defensive

UK should join ERM?: Report says that "strengthening of monetary

cohesion could be realised by an enlargement of the exchange rate
mechanism to those countries not yet participating". UK position
is that we will join when the time is right. This is not
inconsistent with reference in Report to desirability of
"stability in exchange rates related to converging underlying
economic fundamentals".

Indirect tax approximation a precondition for completion of
internal mamxket?: All that "Summary and Conclusions" section of

Report says is that "discussions concerning the approximation of
indirect taxes.... must be pursued so as to reach rapid
agreement." UK Government views are well known: better to follow
the market based approach of free competition and deregulation;
Commission's August 1987 proposals are misguided and unnecessary.
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Upor. proposal of Mr SCHMIDHUBER, the Crammission
economic report for 198889, It will be submir
after consultations with the European Pariiame
Committee.

has adopred today its ennual
¢d to the Council for approval
nt and the Econamic and Social

The forecasts this year are indeed very pesitive. /n 988 and 1989, the
Community ecomomy will grow ar rates of 3 1/2 and nearly 3 Y respectively.
Growth will therefore be Strongest since ths end of the 1970s ; the increase

of 7 % in investment is the highest for two deccdes The inflation rate of 3
1/2 % should be about rha: of the 1960s. The succes:

in fighting inflation and
the convergence of infiationary per forinances in the Member countries are
impressive.

Al in al, tre Community now reaps the fruity
1985 as part of the Cooperative Growth
these satisfactory trends, there remain J

o) the efforts undertaken since
Strategy for more Employmant. Despite
our areas of concern.

An unemployment rate of about 11 % In order to ccpe with (he employrent
problems, the direction o [ the Cooperative Stralegy remains valld It involves
the elimination of unnecessary administrative obstacles which hirler
employment creation, greater mobility and skill improvements, and moderate
increases in wage cosis so that capital profitability con rice Sfurrher.

The risk of renewed inflation. The recent increase in short term. interest
rates in the Comumnily has dampened inflatlonary ex pectotion. Iowever,
domestic inflationary pressures must continue to be kepi under contrel and
credibility of monetary policy must be maintained.

Excessive budgetary deficits ir some countries, For 1988 and 1989 only little
progress is expected in the Convergence of bucdget balinces. Therefore,
budgetary policies hardly appeer to be contributing te o reduction in the
divergent exterral balances,
Inira-Community desequilibric ir. internal balarces. The pap in the current
balarces between surplus and deficit countries in the “wmmunity has widened.
These disequilibria are compenscted for by capiial m

mevements, In the future,
growth in the surplus countries mus: increasingly be riven by domestic
demand.

Exactly one year afier the stock market crash, the ‘unnunity is in an

advantageous position from which to tackle the econcmiz policy preblems of the
coming vears.
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The economic prospects for the Community have significantly Improved in

recent months. I/n 1988 the Community banefited rrom &r unexpected

dynamism of its own, in the whole QECD area znd from world trage.

the Community, growth (1988: 3 1/2% on average) is llkely o be the

the Increase In Investment (%)

1A

strongest since the end of the 1970¢;

the highest for ove- two decades; the inflation rate (3 1/2%) should be
about that of the 1960s. Desp/te a miid deteriorstion ir the

international environment, growth (s likely to be streng In 1989 (about

shou'd oniy Increasge Slightly. The rate of

unemployment has started to decrease but it is still &t too high a

2 3/4%). The Inflation trend

level .

The International framework for the conduct ¢f monetary polticy in the

Community has changed significant!y. With an Improvement In the US trade

deficlt early In the year and an increese in interest rates /n spring

the dolilar had by autumn almost resched its |eve/ of January 1987, Just

before the louvre accord, Partly to control the rise in the cdollar and

partly in response to the exigencl/es of Internai stabl ity European

Central Banks were led, to dffferent degrees, to tighten

the/r own money marke*s .

condl/tions on

ax: 34
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. ’ 3. Internati/onal Co-~operation all/owveg significant Progress to be made
tewards greater stability In the world economy. But it needs to be
pursued with determination because mportant risks remain: a) In 1989,
the reduction [n balances of pavments clisequitinr:a |3 Iikely to loose
scme of its vigour at time when the accumulation of Unlted States
fereign oebt is continuing; b) the persistan-e of the disequllibria
contlinues te create risks for the stability of ‘he internati/onal
monetary system; c) the sltuegtion in aevelcping countries s not
Improving and is affected by the racent rise in Ihterest rates,

ENCOURAGING ELEMENTS AND SOWE WATTERS oOF CONCERN

4. Three aspects of tre economic s'tuaticn are FnCcouraging:

— The dynam/sm of the economies of Spaln, Fortugai, [taly and the United

Kingdom /s now soreadl/ng to their partners whose exXporty, and also

investment, are nrore buoyant . Thus, for exzmplie. (rn Framce and Germany

growth shoul/d be about 3% /n 1988 anc¢' shouildg oniy dip slightly in 1989

(compared with 2 in 1987 ),

- Growth is more and more being led by ‘nves tmert . Many factors are

contributing to rhis: greater profltabliity, g historically high ilevel

of capacity utilizatlon, a favoursbie Internas ional eavironment ang
preparation by private firms for 199: .

- The Community has achieved a cdegree of stendility ang convergence of

Infiation rates unequalled Since the 19505 However  progress |s

stiil necessary, especlalty in Portugel any Greece.

L

. Despite these satl/sfactory trenres there are vour Ereay of concern: a)

the risk of renewed Inflation; b) excessive budgetary deflcits in some

countries; ¢) an increase [p the /nfrawCommun;ty Clsaqu!libria in
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external balances; d) an unemployment rate ttat s st/ on average in

the Communi/ty more than 17% of the act/ve popuietion.

The strengthening ¢f potent/al growth nust remain a priority for aill

Member States. However , the conso!ication of the current good growth

performances may require, over the coming morths,
different Member States .

different actions in
AS growth in tne more gynamic countries is

expected to siow down as a result of Inflaticnary pressures and/or g
deter/oration of external accounts, economic policles /In the other

countries shoul/d sccentuate the shift to domestic growth by a

strengthening of sSupply and demand cond!tions .,

REALIZING THE MED /UK-TERM OBLECT IVES

Faster growth is new giving the Commurity the chance to reallze In the

best conditions its major objectives: to bencrit from the complietion of
the internal market , strengthen sconomic end social
unempl oyment .

cohesion and reduce

The irreversible character of the cempletion of the internal market in

1952 was conflrmed by the Counci! of Henover. Signifl!cant nrogress has

already beer realized. In recent menths, pub!/c ocpinton and enterprises

have become more and nore aware of the QRROrtunities offerag by this

broject. [t is essent/al that these hopes are not digsappointed when the

decisions Implementing the Importent measures of the Wnite Paper are

taken ouring the comling years,

To produce Its fu!ll effects, the completion Of the Internal mar ket needs

to be accompanied by structure/ policies, espzcially an efrect/ve

competition policy, also hecessary in trelr ovn right,
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macro-economic erfects. Studies by the Commissicn services show that the

compietion of the internal market will fn the nedium cerm Improve

slgnificantiy growth, budgetary and external positions and wi(l have

favourable effects on Inflation. So that the proquctivity galns which

will be reallzed are rapldly transformad into highter growth and

employment, [t wi/|! be Important to fully benerit fron the alieviation

of constraints by reducing domest/a aisequilibria ang actively

strengthening the conditl/ons of Supply and cemand.

With the reform ano the increase of the Structural Funds, already urder

way, and thes /ncressed act/vity of *na Community flnancia! lnstrumerts,

the Community has acquired the means to strengthen esonomic and soc/al

p" between 1 Community and the
beneficl/ary countries must be creared. Not oniy

cohesion. A new moue! of “partnersh!’

I8 the efficient

ut/l!lzation andg agditional Ity of these resources at programme level

essent/al but economic policles in the Countrres concerned must ensure

that theé overa// Supply conditicns ‘mprave and especlially that the

efficiency and tre share of product’ve Invesirmert relative te GDP are

Incressed.

Even (f the completion of the interna! marker in the /ast anaiysis

results in significant gains In wel!rare and employment , the
restructuring which it wti/ Imply during the transitien ptase gives rijse

to certaln anxi/et/es. The soctal dimension of the irternal market

needs to be glven attenti{on, fin particular: (i) the !mplementati/on of

policies to facllitate re-employment; (I1() the convergence towards the

higher social Standerds, for Instance, 2N minimut SeClUrity andg heaith

reguiations at the work place (11t) the strengthening of the soclal

dialogue at Community level.
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priority taesk common to al/
Already employment [s lnereasing at a tilstorically hign
rate. This trend needs to be reinfercec.

Hember States.

In many countries there are
signs of greater /sbour market adectabl!iity, esoec/ally In the form of

part-time work. The direction of tre Cecoperar /ve Growth Strategy for

more tmpl{oyment remalns valld: ft Invelves, at tre maoroeconomic level

further improvement in the profitatliity of cacazity increasling and

empioyment creat/ng investment. An Increase in wsge costs, which should

remein mocerate, in cornjunct/on with the rew favourakie agemang prospects
would contribute to this. [t also invo!ves concentrating atrtent/on on
the el/imination of Linhecessary administrative odstacles wAlch hinder

emp/oyment creation ana on greater mob!lity and skl Improvements

particularly by sustalhed tralning efforts.

THE NARRCH PATH TOWARDS A CONSIOLIDAT 1ON OF GROWT M

The potent/al for non=inflationary growth can 2@ strengthened by

making European eccnhomies even more adaptable. Greater flexibility of

markets and their positive effect on the beraviour and initiative of

entrepreneurs Is in itself a source of progress. In a s5ltuation where on

the one hand It is necessary to avoid excess e pPressu-es on productive

capacity and on the other to further [mprove ampioyment performances .

structural policies are still very [mportant,

The stabilization, and then tre apprecietion 2 the dollar on the

foreign exchanges, led the monetary autforitiss to give more atiention

to the objectives of domestic stabllity, Recent /ncresse in money market

Interest rates in tre community has strengthened the Credibility of

menetary authorities. To the extent that Jlonger—-term expectations of

inflat!on and/or depreci/ation of the Currenci/es have pPween reduced,

long-term /nterest rates could be stabllized or decrease on a sound

basis; some evidence of this emerged Iin some countries In early autumn.
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In the countrles partic/pating In the Exchange Rate kechanism domest /¢
Inflationary pressures generaily remaln under comtrol ane further
tightening of monetary policy does not seem necessary In the Immediate

future. Yet, the risk ang main chelierge to monetary pol/lcy could ar/se
from renewed Instabl!l/ty of the Jollar,

For budgetary bollicles, medium-ternr oblectives cont/nue ta be of
brimery Importance. In the context of the achievamen! of the /nternal
market discussions concerning the approximatisa of Irilrect taxes ang
taxat/on of cap/ts! Income must D& pursued so as to reach rapld
agreemsnt on these subjects. Other mealum-term object/ves Include the
convergence of general government baiances, st/ eXCess/ve [n some

Member stetes, and the need to use budgetary polley to strengthen the
conditions of Supply and demand .

The Increasing Interdependence between Member Srates makes greater co-
ordinat/en of econcmic policy essential, Furthermore, an Increasingly
high degree of stab/lity In excharge rates rel/ated te converging
underlying econom/e fundamentals woula Improve the functionning of *he
Internal market. The strengthening of monetary cohes/on could be
reallzed by an enl/argerent of the exchange rate mechanism to those
countries not yet Farticipating, management of monetary pollcles in
greater cooperation and strengthering the roiz of the ECU. However
monetary cohesion In the Community cannot be cermanently ensured unless
Member States follgw compatible poclicies in other areas, particularly
budgetary poticy. In this context |t (g Important to strengthen the
consensus on the principal ecenomic pollcy objectives: a) stable prices
and convergence of inflat/on rates; b) mediun-term compatibl ity of
payments balances and c) the contridbution of intarnal ang externai

stabliity to the growth and enployment cbjectives of the Community and
its Member States.
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UNI KING '

Continued strona grewth but signs of overheating

The United Kingcdom economy has been growing at an annual rate of over i
3% for seven consacutive years, 1Its recent performance has exceeded
expectations, with real GDP growth of almost 4% 1ikely this year. '
Unemployment, now at a rate close to 8 1/2X%, has declinad
continuously since mid-1386 and ‘labour market conditions have
tightened appreciably. The construction sector 1s booming. Business

investment has pickec up sharply, in & lagged response to the steep
increase in profitability.

However, the pace of growth has caused fears of overheating. Capacity
utilization has reached a high level. The fast rate of growth |
reflects the coincidence of an {nvestment surge with continuing
buoyancy of private consumption, which has been fuelled by strong
growth in real earnings, 2 rapid expansion in credit and cuts in
personal income tax. The 12-month rate of {ncrease in the retail
price index has edged upwards from its 3-4% range in 1987 towards 6%
in the latter part of 1888. Demand has outstripped the ecoromy's
immediate capacity to respond and has increasingly spilled over into
imports, the growth of experts has slowed this year and the deficit on
the current account of the balance of payments has widened rapidly.

An |mproving supply-side performance
but 1ittle progress on disinflation

Although growth has been unsustainably fast over the past year ¢r $0,
the underlying economic performance of the UK in many respects now

III/I..
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compares favourably toth with sarlier experience and with other member
countries. That structural adjustment policies have progressed much
further in the UK 1s evident not only in the rapid catch-up in
manufacturing productivity towards best Commurnity levels but also in
the job-creating capacity of the economy. Since 1983 employment has
fncreased by over 1 1/2% per year, though appreciable regional
disparities still gersist. Corporate profitability has steadily
improved.  Moreover, through effective control of expenditure the
public accocunts have moved into surplus and & good deal of progress
has been mede in the field of tax reform. In particular, there has
been a considerable simplification of the personal income tax system,
with now only two much-reducec tax rates of 25% and 40%.

The fast growth of domand has meant that progress on curbing inflation
has been disappointing during the last five years. Annual growth in
average earnings, having remained stubbornly close to 7 1/2% since
1983, accelerated to 9% by mid-1988 (explained partly by more overtime
working, bonus payments &nd & catching up in public sector wages).
Productivity gains have so far offset the sffects of earnings growth,
especfally 1in manufacturing; but these gains are partly cyclically
related and will thus taper off when output growth slows, so that
unless wage increases stow correspondingly they will increasingly
spi1l over into costs and prices. The rigidity of the wage formation
process, with {ts fimplications for {nflation and competitiveness,
remains one of the key problems for the UK economy.

Will the preseni; policy mix put sufficient downward
pressure on inflation ?

Over the medium term some of the imbalances in the economy will be
self-righting. The sharp pick-up in business fnvestment implies a
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considerable {increase in the supply potential of the economy. As
corporate profits rise less quickly, firms may no longer be prepared
to concede such high wage increases. In addition, personal saving can
be expected to recover as higher interest rates and a cooling in
financial and redl usset markets lessen the willingness to take on
additional debt. Nevertheless, it remains to be seen how strong an
effect thesz factors will have on inflation and the current account
deficit.

This raises the guestion of how best to use the margin available for
fiscal manocuvre., In particular, caution 1s desirable in phasing 1in
the further reductions in the basic rate of income tax to which the
Government 15 cormitted. To avoid too rapid an expansion of private
consumption and to contain inflationary pressures it may be necessary
to continue a public sectyr surplus for several years. Part of the
fiscal marg¢in could be wsed in ways which would further improve
supply-side potentfal but with less direct 1impact on private
consumption and imporrts, for example by reducing the cost to employers

of taking on additienal 1sbour and increasing the post~tax return on
fnvestment.

Although thare wes some overall tightening of monetary policy in the
early part of 1988, f{nterest rates were reduced as sterling was
subject to strong upward pressure, partly speculative. Since June,
interest rates have ~isen by & 1/2 percentage points in total, marking
3 further substantisl tightening of policy. This will help keep
inflationary pressures in chack. The recent rises in interest rates
have been accompanied by relative stability in sterling though at
higher rates against other European currencies than at the beginning
of the year. (ver the medium term, & tight fiscal policy stance

l!.,..l
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should enable monetery growth to be restrained without the use of very
high 1interest rates, the persistence of which could damage
jnvestment. Monetary policy should also be consistent with the aim of
greater exchange rate s-ability.

'.0/'.1
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MAYSTADT. PHILIPP
Ecop Svea 1L A“um
Minister for M@Ww&@m Former Minister for the Civil Service
S 7

d Scientific Policy (1980-81). Deputy for Charleroi since 187

Born 1948. Spent 2 years in the US where he gained a degree in Public Administration at
the University of Los Angales. He also has a law degree from Louvain University. Statre Secretary for
the Walloon rezon tOctober 1979-April 1980).

A young and articulate politician with an important portfolio, who has an enthusiastic
following among the younger members of the PSC. One of the few members of his party to improve

his standing in the November 1981 elections and a possible future leader.

Married with three young children. Speaks quite good English.



EYSKENS, MARK

Fivanw ce

Minister for Economic—Affairs. Former Prime Minister (April-December 1981) and Minister
of Finance (October 1980-April 1981). CVP Deputy for Leuven since April 1977.

Born Leuven 1933.

Son of former Prime Minister, Gaston Eyskens. Doctorate from Leuven University (KUL)
and MA from Columbia University. Adviser to Finance Minister 1962-65 , Professor of Economics at
KUL since 1966. Commissaire-Générale responsible for links between the French and Dutch
speaking universities of Leuven (UCL-KUL) since 1972.

Held office in both Tindemans’ governments, first as State Secretary for Land Management
and then as State Secretary for the Budget and Flemish Regional Economy. Served as Minister for
Cooperation and Development under Martens, April 1979-October 1980.

An eminent economist and influential adviser to his party on economic matters, on which
he generally takes a conservative line. As State Secretary for the Flemish Regional Economy he was
active in seeking new investments for Flanders, especially from the United States, whose diminished
confidence in Belgian economic prospects he tried hard to rcvive. He brought a change of style to
the Cooperation and Development Ministry where he attempted to alter the pattern of Belgian aid,
hitherto directed almost exclusively to francophone countries.

He is married. Both he and his charming wife speak excellent English, are very sociable, and
are seen about more than any other Belgian Minister.

CONFIDENTIAL
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ENGGAARD, KNUD

Minister for the Interior since March 1986 (Venstre).

Born June 1929. Degree in Engineering Science 1954. Civil Engineer with Danish Air
Force from 1955-62. Active in local politics and Venstre Youth organisation (Deputy Chairman
1957-59, Chairman 1959-62). Member of Venstre Party board 1957-62 and since 1965; Party Vice
Chairman 1978-82. Member of the Folketing since 1964. A respected Chairman of the party's
group in the Folketing 1970-71 and 1973-77. (Vice Chairman 1971-73). Minister for the Interior
during short Social Democratic/Vensue coalition 1978-79. Minister for Energy from September
1982-March 1986.

Intelligent and influendal in his party. His politcal future came into question after the
dispute with Jens Christensen (qv) which led to the latter's being sacked from DONG in
November 1983. The Social Democrats (who had appointed Christensen and given him free rein)
insisted that Enggaard had acted for purely political reasons. With full support from Schluter he
weathered this storm but it did not help his reputation for touchiness.

Married. A compulsive talker. Speaks reasonably good English.
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~ SIMONSEN, PALLE

MINISTER OF FINANCE  SiNCE& JulY t9¥%.

fom :

Minister for Social Affairs (Conservative).since September 1982, UNTL J ULy (98¢

Born 1933. After training at a business school in Jutland, worked in industry. Member of
the Folketing 1968-75 and since 1977. Chairman of the Defence Committee for several years.
Deputy Chairman of the Conservative Party since 1975. Member of the Radio Council and the
Civil Defence Council. Would have preferred Defence portfolio, but was pressed to take what was
seen as the more difficult Social post, where he seems to be doing well. Met Mr Norman Fowler
briefly in March 1983. Visited Britain as gucst of Government to study defence early 1982. Some
tip him for high office. Helpful over visit by House of Commons Select Committee on Social
Affairs 25-26 April 1983, when they studied Danish policy on children in care.

Married: both speak English. Very approachable and ready to accept invitations. Active in

local charities in Gentofte.
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BALLADUR, EDOUARD

Minister of the Economy, Finance and Privatisation.

As the only Minister of State in the Government,
clearly the most important figure after Chirac. He will
supervise Junior Ministers for the Budget, Privatisation
and Foreign Trade. Borm 1929. ENA. 1963-74 worked for
Pompidou, first as Social Affairs Adviser (alongside
Chirac) when Pompidou was Prime Minister, later Assistant
Secretary-General of the Elysee in 1969 and Secretary-
General in 1973. After Pompidou's death in 1974, Head
of a Subsidiary of the CGE Electronics Group before
moving back into the political world in the late 1970s

as an increasingly influential adviser to Chirac.

Although largely unknown to the French public (he
had not stood for elected office before last Sunday),
he is intelli gent, calm and discreet and has a high
reputation for efficiency and good sense. He has little
direct experience of the Ministry he now directs or of
financial affairs and, while open-minded, is generally
seen as prudent rather than particularly liberal in his
approach to economic affairs. This is in contrast to the
more obviously liberal approach of other ministers in
the economic field, notably Juppé (Budget), Noir (Foreign
Trade) and Madelin (Industry).

CONFIDENTIAL



STOLTENBERG, DR GERHARD, HON GCMG

Federal Minister of Finance.

Born 1928 in Kiel, the son of a clergyman. War Service
1944-45, Studied history, social science and philosophy at
Kiel University, taking his doctorate in 1954 with a thesis
on the work of the First Reichstag. Thereafter worked as an
assistant at Kiel University. Appointed Lecturer in Modern
History in 1960, his special topic being Tirpitz and his naval
policy. 1965 and again 1969-70, a Director of Friedrich Krupp,
and Head of the company's Economic Policy Department.

He entered politics through the Young CDU, of which he was
Federal Chairman from 1955-61. A member of the Séhleswig—
Holstein Land Parliament from 1954-57, and again since 1975
A member of the Bundestag from 1957-71. 1965-69 Federal Minister
for Seientific Research. Elected a Vice-Chairman of the CDU in
1969 and from 1969-71 was Vice-Chairman of the CDU-CSU Parliamentary
Party. He resigned from the Bundestag in 1971 to lead the CDU
compaign in the Schleswig-Holstein Land elections, as a resulf
0f which he became Minister-President. Re-elected in 1979 after
a hard and close-fought contest. Returned to Bonn as Finance Minister
on the formation of the CDU/CSU/FDP Government in October 1982.

Stoltenberg was the first of the younger generation of CDU
politicians from North Germany to reach the top rank. He appeared
to be Dr Kohl's main rival within the CDU for the nomination in
1975 as CDU/CSU Chancellor-Candidate. .But in the event Kohl's
control of the party machinery allowed him to out-manoeuvre
Stoltenberg completely, and the latter's candidature never got
off the ground. This has reportedly left a legacy of some bitter-
ness between them. His age and abilities should ensure him an
important future in. the €Ol = TherChl's unimpressive showing in
Schleswig-Holstein in the 1976 and 1980- Federal elections slightly
tarnished his image but in the latter contest his loyal support
for Herr Strauss' cause (he stood as Vice-Chancellor candidate)
earned him much credit with the. Union as a whole, particularly
in Bavaria. The obvious choice as Tinance Minister in Chancellor
Kohl's Cabinet.

Stoltenberg is tall, well-built and good-looking. Reserved,
even a ‘little cool, but an effective speaker. He is normally
courteous and friendly, but occasionally shows signs of impatience
or a touch of arrogance. As Minister for Scientific Research,
he favoured European‘cooperation in the scientific field and
showed himself well-disposed to the UK. He often refers to the :
fact that the Angles came to Britain from his Land. Visited the |
UK as the guest of HMG in 1974,

Protestant. Married. One daughter and son. His wife is
quiet, and takes little part in her husband's public life. He
Speaks good English.
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MARTIN BANGEMANN

Born in 1934. A lawyer by profession, he joined the Liberal
Free Democrat Party (FDP) in 1963 and rose quickly to become
Chairman of the Badén—Wuerttemberg;party (the FDP's most important
region) in 1974. He was elected to the Bundestag in 1969 and

became a Member of the Foreign Affairs Committee.

Genscher (Vice Chancellor and Foreign Minister) made him FDP
Secretary-General in September 1974. Bangemann never settled in
the job. He stands well to the right in the I'DP and was out of
tune with the party at a time when it was committed to a coalition
with the Social Democratic Party (SDP), He felt strongly that the
FDP should keep open the optioh of future coalition with the
Christian Democrats (CDU/CSU). His reluctance to lead his party
in to the Baden-Wuerttemberg Regional (land) election in 1976 with
a commitment to;the SPD caused Genscher to engineer his resignation
as’Secretary—General. Bangemann was subsequently rejected by the

Baden-Wuerttemberg party and resigned as regional Chairman in 1978.

~ He has spent the last four years as leader of the FDP Parliamentar
Grbup in the European Parliament. ‘As a result he has been out of
tohch with Federal pdlitics and out of the public eye. He re-emerged
with his energetic campaign as the FDP's leading candidate in this
year's European election. Although the FDP failed to clear the
5 per cent hurdle necessary for representation at Strasbourg, the
blame for this has been laid on Genscher, and Bangemann has managed

to emerge relatively unscathed,

Bangemann.was an effective member of the European Parliament and
leader of the FDP group there. He is a genuinely dedicated European.
A strong character and a man brimming with bright ideas. He played

a leading role in forming the Federation of European Liberal Parties.

In so far as Bangemann has taken aun inlerest in Economics, his
views are Liberal. But in a typical German way he also has a strong

soctal conscience. He is a strong believer in détente.

Bangemann is stout, bespectacled, friendly and a keen traveller.

He speaks English and French. .

CONFIDENTTIAL



HLECHT, DR OTTO

< “fcial State Secretary in the Fodera! Manistry of the Economy. ; g

1
Born 1926 in Biberach (Swabia). The son ¢f y butcher. War service; American POW. From
1947-52 studied economics at Freiburg Univegsity. Joined the Federal Ministry of the Economy
in 1953 and has risen rapidly by sheer ability. A non party figure who has served Ministers of
different parties with equal success, impressing each in turn. The right hand man of the Economics

Minister, Graf Lambsdorff. o

In 1967 Professor Schiller made him Head of the Department dealing;wiﬂm’ﬁcoﬁo?r-\ig: policy.
= Following the General Election in 1972 and the resignation of Dr Mommsen he was pzomoted to
his present position where he is responsible for general domestic economic policy ana.Europg:an

Community policy. 4

Schlecht has consistently held the line against attempts to erode the social market economy
from within, and although pragmatic in his private view of the policies of others can be relied upon
to voice opposition of what he regards as protectionist trends. ] iy x

A tall, bulky human man, who retains a strong Swabian accent and simplé tastes. His
Bonhcmie and sometimes coarse humour do not mask his ability. Friendly and well disposed
towards Britain, but a firm defender of German intcrests. sk '

Married, no children. Understands English quite well, although prefers to speak through=n
interpreter. His wife speaks English quite well. Both are keen, not very good, golfers. i

. leet 5
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TIETMEYER, DR HANS

Jb\'ull % lo.u\‘- 341‘\.»!--9 “‘;mv\l'\—s »)’6 3\';\ur\\ﬁ.

Bom 1931 in Metelen (Westphalia). Studied economics at Munster, Bonn and Cologne.
1959—62 Secretary of Catholic Church organisation. Joined Federal Ministry of the Economy in
1962. 1970 Head of the department dealing with the European Communities and relations with
third countries. 1972 Head of the department dealing with economic and growth policy. 1973
promoted to present position.

A South German, friendly and easy in manner if a bit professorial (he spends quite a bit of
the time lecturing to professional bodies on behalf of his Minister). Has SPD sympathies, though
not a Party man, and has in the past taken a relatively less restrictionist view than some of his
economic colleagues. Has a good academic reputation, is highly articulate, and outspoken on his
own subject. His views are widely respected. As Chairman of the EC Economic Policy Committee
was deeply involved in the EMS and Concurrent Studies and reportedly played fair.

A good contact with an enquiring and objective mind. Married with two children by a first
wife who died in 1978. Catholic. Good English.

CONFIDENTIAL
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TSOVOLAS, DIMITRIS

Minister of Finance. Deputy for Arta
Born 1942 near Arta. Studied law at Salonica University then
practiced in Arta until 1977 when he was elected as PASOK

Deputy.

As a Deputy he has been active in promoting PASOK's interests
and before his ministerial appointment he was a lively
parliamentarian. Since his appointment as Under Secretary of

Finance in 1981 he has kept a low profile. But his promotion

o £
nation of

in 1984 to Alternate Minister feollowing the resi

Q

Pottakis, and then to Minister of Finance in July 1985, suggest

that he is well regarded.

Married with a son and a daughter.
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ROUMELIOTIS PANAYOTIS

Minister of Commerce. Not a Deputy. Blons Mk U{ n“L““j E*““ma

Born 1949 in Egypt. Studied economics at the Universities
of Geneva and Paris. Active in student politics. Initially
worked at the National Institute of Scientific Research in

Paris:.

Arrived in Greece in 1974 and worked at the Planning and Economic
Research Centre. Simultaneously an adviser to the Ministry

of Coordination on EC and multinational company issues.

A member of Greece's EC entry negotiating team until 1977

when he resigned to become a financial adviser to

Andreas Papandreou.

Appointed Secretary General of the Ministry of Coordination
when PASOK came to power in 1981. Subsequently promoted

to Under Secretary in the Ministry of Finance but resigned
in mid-1983 after a dispute with his Minister concerning
responsibilities for EC matters and returned to teaching at
the Faculty of Industrial Studies in Piraeus. Appointed
Under Secretary for National Economy in 1984. Appointed

to his present pbsition in February 1987.

A technocratic EC specialist. Sensible and effective.

Married. Speaks English and French.

RESTRTCTTN
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PETS0S George
Alternate Minister of Finance. PASOK Deputy for Pella

Born in Athens in 1947. Studied economics in Athens and law
in Salonika. A member of the Union of Democratic Youth (EDIN)
in the mid-60s. Active in student politics and was a member
of the International Relations Bureau of the National Union of
Greek Students. Involved in student demonstrations in 1963-65
(George Papandreou's "unrelenting struggle'). Arrested and
imprisoned during the dictatorship in 1968. Elected PASOK MP
for Pella in 1977. Rapporteur in Parliament for financial
bills in 1978-81. 1In 1978 became Vice-President of the
Parliamentary Committee on Greek/Arab relations. Appointed
Under Secretary for Defence in 1981 but was sacked overnight
in July 1982. No reason was given but it was rumoured that

he had accepted bribes. He then became an independent MP
until April 1985 when he returned to PASOk. Was re-elected in
June 1985. In February 1987 was appointed Under Secretary

for Industry and in September 1987 Alternate Minister for

Finance.

Energetic and ambitious, he seems to owe his success entirely
to a close relationship with Papandreou's family. He has
wriften on various economic subjects. His only foreign
language is French (during his time 1in the Defence Ministry

he seems to have been close to the French).

Married twice (Papandreou was best man at the second marriage) .

One son.

fogl



MACSHARRY, RAYMOND TD MEP
Fianna Fail Deputy and Honorary Treasurer.

Born Sligo 1948. Educated Summerhill College, Sligo. Member of Sligo County Council
since 1967 and of Northern Western Health board since 1971. Deputy since 1969 for Sligo/Leitrim.
Opposition front bench spokesman on the Office of Public Works 1973-75. Member, Committee
of Public Accounts 1969-77. He was nominated as a Minister of State at the Department of the
Public Service in December 1977, in recognition of his outstanding poll in the general election of

June 1977. A loyal supporter of Mr Haughey, he was Minister for Agriculture from 1979-81 where
he proved his ability.

A relatively competent Minister of Finance in 1982, he came unstuck when he was found to
have bugged a meeting with an anti-Haughey deputy. Resigned from the front-bench. Mr Haughey’s

most loyal supporter in the leadership contests of 1982 and 1983, he is now regarded as a rising

candidate for the succession to Mr Haughey. A hawk on Anglo-Irish relations, but argued for
abstention on the Anglo-Irish Agreement, 1985.

Married Elaine Neilan. Three sons, three daughters.

47
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MAURICE F DOYLE

Secretary, Department of Finance

Born in Dublin, 1922. Educated at the O'Connell Christian
Brothers School; University College Dublin (BA in Economics),
and Kings Inns Dublin (Barrister at Law).

Mr Doyle entered the Irish Civil Service as an Administrative
Officer and, apart from two years in the Office of the Revenue
Commissioners, has worked exclusively in the Department of
Finance. He was involved in the preparation of Dr Whitaker's
paper "Economic Development" which laid the foundation for
Irish industrialisation and rapid economic growth. For a

time he was Assistant Secretary to the National Industrial

and Economic Council. He led the official Irish negotiating -
team on the establishment of the EC Regional Development Fund
and was elected the Vice Chairman of the EC Regional Policy
Committee. In 1976 he was appointed Second Secretary in
charge of economic policy and in 1977 assumed responsibility
for control of public expenditure. He was appointed Secretary
of the Department on 1 November 1981.

He is an impressive official, frank and friendly. He has not
been linked to either political party and has a civil servant's
somewhat cynical view of the motives of his political masters.

He is married with two children.
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AMATO, ONOREVOLE GIULIANO
Under-Secretary in Prime Minister’s Office (Socialist).

Born at Turin in 1938, but lives in Rome. Professor of Constitutional Law at Rome
University. Joined the PSI in 1958 and became a member of the Party Central Committee in 1978.
Author of a number of books on constitutional questions. President of the Commission for the
Review of the Office of the Prime Minister in 1979 and President of the Commission for the
Reform of State Holdings in 1980. Has held university teaching posts in the USA.

Elected Deputy for Turin-Novara-Vercelli in June 1983. Diminutive, intelligent and very
hard-working: known as “the subtle doctor”. His big thance came after the 1983 elections when
Craxi took him to Palazzo Chigi to be Secretary to the Council of Ministers (Cabinet). A follower
of Giolitti (qv) and bitter critic of Craxi during the 1970’s, he has now burnt his boats with the
PSI left and become Craxi’s right-hand man. In the absence of any formal structure for
interministerial coordination, Amato has built up an active rdle for himself as Prime Ministerial
“Chief of Staff”’. Respected for his skills in negotiation and public presentation of policy, he has
played a central rle at times of crisis (such as the Achille Lauro hijacking in 1985), and has
general oversight under Craxi of coordination of action against terrorism.

Speaks English well.

16
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SANTER, JACQUES

Prime Minister since July 1984

Minister of State, President of the Government, Minister of
Finance, of National Development, and of Posts, Telecommunications
and Information Technology. Leader of the Christian Social Party.

Born 1937. Education in Luxembourg, Strasbourg and Paris, where
he obtained a doctorate in law. 1961-65 Lawyer at the Luxembourg
Court of Appeal. 1963-65 worked as a Civil Servant in the Private
Office of the (Socialist) Minister of Labour and Social Affairs.
Government Attaché to the Ministry 1965. 1966 Secretary to the
Christian Social Party's parliamentarv group. 1970 Assistant General
Secretary of the Party. 1972 State Secretary for Labour, Social
Services and Culture. The same year became General Secretary of the
Christian Social Party, and its President from 1974-84. Member of
the Luxembourg Chamber of Deputies since 1974. Member of the
European Parliament from 1974-79, when he was re-elected but appointed
Minister of Labour, Social Security and Finance. Elected leader of
the Christian Social Party in December 1983 in succession to Pierre
Werner.

A strong performer on EC matters, he is now the doven of EC
finance ministers. He is able and friendly. Although in the past
he was accused of lack of substance, he has shown himself a conpetent
administrator and is growing in assurance. His public bonhomie
conceals a good brain.

Speaks English but prefers French. COI visitor (1973).
Has an attractive and vivacious French wife who teaches biology,

but is something of a liability for her husband's political prospccts
(eg in speaking not a word of Luxembourgish).



JUNCKER, JEAN CLAUDE - Ve

Minister of Labour. Minister Delegate for Finance, responsible
for the Budget. .

He is a lawyer. In 1979 he became Secretary of the Christian-
Social parliamentary group and National President of the Christian-
Social Youth Organisation. Appointed State Secretary for Labour
and Social Security in December 1982 at the age of 28, the voungest
ever member of a Luxembourg government.

A capable and forthright young man.

CONTIDENTIAL
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POOS, JACQUES

Vice-President of the Government, Minister of Foreign Affairs. Foreien Trade and
Cooperation, of the Economy, of the Middle Classes and of the Treasury. (Socialist).

Born 1937. Educated Lausanne University where he obtained a Doctorate in Economic and
Commercial Science. 1959-62 Attaché at Ministry of Economic Affairs; 1962-64 Head of Research
at the Government Statistical Service. In 1964 appointed Director of the Socialist daily,
“Tageblatt’, though he relinquished day-to-day editorial responsibility when elected to the Chamber
of Deputies in 1974. He became Leader of the Parliamentary Group of the POSL in 1975 and in
June 1976 was elccted to the party’s Executive Committee. Minister of Finance 1976, at the same
time becoming a director of the World Bank, IMF and the EIB and of the Banque Coniinentale de
Luxembourg and Paribas. Re-elected to the Chamber of Deputies in 1979, and appointed one of
two Vice-Presidents of the Socialist Parliamentary Group. Led the POSL in the 1984 elections,
gained the highest personal vote of all the candidates, and played a large part in the formation of
the coalition with the PCS.

He is a clever, though rather vain man and an ambitious politician. As editor of the
‘Tageblatt’ he occasionally advocated extreme policies, but he mellowed after entering the Chamber
- of Deputies and proved an uncontroversial Minister of Finance.

His chief interests at the MFA are economic and financial matters. He leaves political affairs
outside the EC largely to his State Secretary, but he has the reputation of always reading and
commenting on his briefs and being willing to learn.

Has written several books on economic and financial matters. Married for the second time.
His wife devotes herself to her family and seldom accompanies her husband to official functions.
3 children, one of them by the first marriage.

Speaks good English. His wife prefers French.



WERNER, PIERRE |C{,
e Honorary Minister of State (Christian Social).

. Born near Lille in 1913. Educated in Paris. Doctor of Law (1938), but soon left the Bar for
the Banque Generale. 1945 appointed Banking Control Commissioner. 1953 appointed Minister of
Finance and (1954) of the Armed Forces. Prime Minister from 1959 of successive coalition
governments; with the Democrats (1959-64 and 1969-74); and with the Socialists (1964-69).

A very impressive public servant who has commanded widespread respect and esteem during
his long years of office, not least for the patience he showed in allowing decisions to emerge by
consensus. An excellent speaker. In the 1974 elections his party lost a number of seats and though
it was still the largest party, he decided to resign, devoting a year to the organisation of the party.
The considerable success of his Party in the 1979 elections was largely due to his efforts. Following
M Thorn’s departure from Luxembourg politics at the end of 1980, M Werner’s commanding
political position increased and there was general regret when he left politics after the 1984
elections. He is extremely well-informed on Luxembourg affairs but since his retirement he seems to
have lost some of his interest in politics, and tires more easily.

He is well-known internationally as a speaker and writer, especially on financial matters.
Much of the credit for the growth of Luxembourg as a financial centre belongs to him. Paid an
official visit to the UK with his wife in October 1982. =

M Werner has a relaxed, friendly, open and attractive personality. He inspires confidence
with his peasant shrewdness and sophisticated intelligence. From 1979 to 1984 he was Prime
Minister and Minister of Culture, Religious Affairs, Information and the Press, Development and the
Treasury. He speaks fluent English and listens to the BBC every morning. He understands better
than most the British way of doing things. He is a devoted family man, fond also of music (he is a
good pianist) and gardening. His wife died in January 1984 after a long illness. 5 children.

38
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DR H O C R RUDING (CD4)

IMinister of Finance (since November 1982) ﬁ;-ﬂie,)¢€ﬁﬁfkléé:3.

Born in Breda in August 19%9. Grew up in a Catholic family.
Studied at the Rotterdam School of Economics (later Erasmus
University). 1965 to 1970 Head of the International lMonetary
nffairs Division of the Ministry of Finance. 1971 to 1977
Ilanaging Director of the AIMRO Bank in :smsterdam. 1977 toA1980
rxecutive Director of the Iiil' in Weshington. 1650 to 1982 member
of the Board of Management of the AMRO Bank.

A friend of the new Prime Minister, Lubbers, from University days.
Ruding was first offered the Finance Ministry in 1980 when 8

Andriessen resigned, but on that occasion he turned it down.



By
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Dr Miguel Jose Ribeiro Cadilhe
Minister for Finance

Born 10 November 1944 in Barcelos. Graduated in Economics at the
University of Porto and did research at the London School of Economics.
Has pursued a career teaching and writing about economics before serving
as Secretary of State for Planning between 1981 and 1983, and
subsequently headed the Department of Economic and Financial Studies
of Banco Portugues Do Atlanttico in Oporto. Friendly and intelligent,
though his approach can seem more academic than practical. Speaks

fair English.

Married (Antonia) with one son.



SOLCHAGA CATALAN, CARLOS
E s 1 VIO B vt rlesdy T 4’ \—’\ g
Minister for Industry and Energy since 1982; PSOE Deputy

for Alava since 1979.

Born 1944 in Navarre. After reading Economics at
Madrid University entered the rescarch department of the
Bank of Spain. While in the Bank spent two years at the
MIT in Cambridge, Massachussets, doing further research.
With the Bank of Spain until 1974, when he joined the
Research Department of the State industrial holding, INI,
for a brief spell. Began to take an active interest in
politics in early 1975, when he joined both the PSOE and
the UGT. Head of the Research Department of the Banco de
Vizcaya in Bilbao in 1975-77. Joined the Basaque Socialist
Party in 1978, and elected to the Executive.

An intelligent and fluent speaker, he was one of the
leading lights of the PSOE in Congress debates on the
economy. He made his name during the debates on the vote
of censure wmotion against Suarez (qg.v.) in May 1980. He
was influential in drafting the PSOE's economic programme

before the 1982 elections.

As Industry YMinister he has borne the brunt of
criticism arising from the government's programme of
industrial restructuring in the steel and shipbuilding
sectors. Gonzalez (q.v.) refused his offer to resign in
1983, when criticism reached a peak. Solchaga's talent
is unquestioned and in the event of a government reshuffle

he would expect another job.

Married with two children. Speaks English and French.
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ERSBPLL, NIELS (DANISH) ' .
Sccretary-General of the Council since October 1980.

Born 1926. Graduated in Law. Joined MFA 1955, ssrved Paris (Mission to NATO) 1958-60,
EFTA Sccretarat, Geneva 1960-63 MFA 1964-73. Permanent Representative to EC 1973-77.
Sccond Permanent Secretary for Forzizn Economic Affairs in the Ministry of Foreign Affairs
1977-80, responsible for economic and Communiry affairs. Chairman of the International Energy
Agency in Paris 1979-80. ' '

A charming man, who speaks excellent English. Always calm, courteous and intelligent.'Hé Bt

had much to do to clear up the staff troubles which his préd:cessor bequeat?xed_to him.

Married; his wife is an economic journalist.
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DELORS, JACQUES
Minister for the Economy and Finance. (Ministre de ’Economie et des Finances).

Born 1925. Worked for the Banque de France and later the Economic and Social Council.
Counsellor for Social Affairs in the Commissariat-Général of the Plan, 1962-68. A member of the
French equivalent of the Consumers’ Association (a Government body) 1968-70. Secretary-General
of the Inter-ministerial committee for Industrial Training and Social Affairs 1969-73. Appointed
adviser to the Prime Minister on Social and Cultural Affairs, June 1969 and from 1971-72 Charge de
Mission in the Cabinet of M. Chaban-Delmas when he played an important part in the development
of Chaban’s ‘new society’ policy. M. Delors is in particular credited with the idea of long term
progressive wage contracts (contrats de progres) in the public sector. He left the Inter-Ministerial
Committee in 1973 to take a position at the University of Paris-Dauphine where he lectured on
social policy and became an Associate Professor. Founded the ‘Association 1973-80" to study
economic, social and environmental planning in 1973. Member of the Board of the Bank of France,
1973-79. Joined the PS at the time of the Presidential election in 1974. 1976-81 he was the Party’s
National Delegate for international economic affairs. Elected an MEP in 1979, he was President of
Economic and Monetary Commission of the European Parliament. During the 1981 Presidential
election campaign, he acted as one of M. Mitterrand’s principal advisers on economic affairs.
Member of Management Committee of the PS since 1981. Appointed to present post May 1981.

Although a member of the Mitterrand faction, M. Delors is on the social<democratic wing of
the PS. He is therefore suspect to his colleagues on the Left. But he retains M. Mitterrand’s ear.

Delors is intelligent, hard-working and pleasant to deal with. His background is modest (he
is of Christian trade union stock). ;

Married with 2 children. Has a slight knowledge of English.
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Lord COCKFIELD \,,MLM hmkmu cro

Francis Arthur Cockfield. Born 28 September 1916.

Married Aileen Monica Mudie, choreographer. Created Life Peer 1978.

Graduate London School of Econcmics (I.LB, BSc (Econ)). Called to the

Bar (i.e. qualified as Barrister) 1942. Cabinet Minister since 1982.

Previous appointments: Home Civil Service, Inland Revenue 1.938;:
Assistant Secretary to Board of Inland Revenue 1945; Director of
Statistics and Intelligence to Board of Inland Revenue 1945-1952;
Commission of Inland Revenue 1951-1952; Financial Director, then
Managing Director and Chairman of Executive Management Committee,
Boots Pure Drug Co 1953-1967; Member National Economic Development
Council 1962-1964 and 1982-1984; Member, Court of Governors of T
University of Nottingham 1963-1967; President, Royal Statistical
Society 1968-1969; Adviser on Taxation Policy to Chancellor of
Exchequer 1970-1973; appointed Honorary Fellow, London School of
Economics 1972; Chairman, Price Commission 1973-1977; Minister of

State, HM Treasury 1979-1982; Secretary of State for Trade 1982-1983.
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Finance and Deputv Prime Minister o '
Septembei 1982 — iqgy

Born 1939. Graduated in political science 1966. Head of the
Industrial Economy Division of the Artisans Council 1965-70.
Principal of a liberal 'high school! 1971-72. Subsequently

an economic consultant for various organisations and an
economic and political journalisit for the leading weekly
'Weekendavisen'. Member of the Folketing since 1971. Deputy
chairman of the Venstre (Liberal) Party Organisation from 1972-77,
when he became provisional chairman on Mr Poul Hartling's
departure. He was confirmed in office at the Party Congress
in September 1978. Visited Britain as a FCO sponsorcd visitor
1975. Minister of Foreign Affairs 1978-80.

Although his previous experience was more with internal than
external affairs he took the Foreign Ministry as the senior
post offered to Venstre in the coalition Government formed in
August 1978. Although not formally appointed Deputy Prime
Minister, he deputises for the Prime Minister in the latter's
absence. During the difficult early stages of the coalition,
he had to give much of his attention to party and government
business centering on domestic economic and financial issues.
But his senior officials soon spoke admiringly of his rapid
grasp of foreign affairs briefs. Venstre is the most pro-
European of Danish political parties and Mr Christophersen
takes a keen personal interest in work in Brussels as well as
in political cooperation.

He displayed courage and political skill in bringing about

a major realignment in policy within his party, and grew in
public esteem during the negotiations for the formation of the
coalition. The odds must be that he will be prominent on the
Danish political scene for many years to come,

Personally friendly, with more than passable English. Married.
His wife's sister is the widow of Sir Donald Hopson.
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ANDRIESSEN Frans H.J.J.

born

£971
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1980
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on 2 April 1929 at Utrecht - Married: 4 children

to

to

to

to

to

65181

15972

1967

1997

1377

121979

Degree in law at the State University of
Utrecht:;

Discharged various duties at the Catholic
Institute for Housing (last position
held: Director)

Member of the Utrecht Provincial States

Member of the Second Chamber of the States-
General (specializing initially in matters

relating to low-cost housing »

President of the KVP Group of the Second

Chamber

Minister for Finance

Member of the First Chamber of the States-

General (Senate)

Member of the Commission of the European
Communities with responsibility for
relations with the European Parliament

and for the competition sector

Mr Andriesen is a knight of the Order du Lion Néerlandias and an

6fficer of the Order of Orange-Nassau.

RIS o
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DE CLERCQ, WILLY o

Membzr "JT the Ewvpecn Gomenmissinon s Tom 1485
Fmer Deputy Prime Minister, Minister of Finance and Foreign Trade. Former President of the
PVV. Former Minister of Finance in the 1974-77 Tindemans government. President of the Liberal
group to European Parliament since 198 1. Chairman of IMF’s Interim Committee. Heis-to-be-the

next Belgian-memberof-the EuropeanrCommission.
Bomn:1927.

A brilliant student, and Doctor of Law summa cum laude. Studied at Syracuse, USA (MA in
Social Sciences). He is a lawyer. He entered politics when he was very young, and became a town
councillor of Ghent in 1952. He entered Parliament in 1958 and was elected leader of the PLP
Parliamentary group after the elections of May 1965. In 1960 he was an Under-Secretary in charge
of the Budget in the Eyskens government. He was Deputy Prime Minister in charge of the Budget
under Vanden Boeynants and established a reputation as an able economist. In 1973 Leburton re-
appointed him Deputy Prime Minister and Minister of Finance and he continued to hold the latter
post during the Tindemans government (1974-77). During the Belgian EC Presidency in 1977 his
handling of the Finance Ministers’ meetings was much superior to the performance of his colleague,
Foreign Minister Van Elslande. He enjoys considerable popular support in Ghent and was largely
responsible for the PVV’s gains in the communal elections of 1976. However, in the April 1977
national elections, De Clercq unexpectedly failed to be re-elected, partly because of the unpopular
economic measures he had had to take as Minister of Finance, but, more importantly, because of
his long-standing friendship with a local judge, who had shortly before the elections, been arraigned
on corruption charges. He is considered to be a moderate Fleming and tolerant in his general

outlook.

Friendly, speaks good English. His intelligent wife (also a lawyer) helped to run his
chambers when he was a Minister, and is involved in PVV activities in the Ghent area.
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PETER SCHMIDHUBER

EC Commissioner since 1987
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Born 1931 in Munich. Studied jurisprudence and economics.

|

parliament and Bavarian Min

Although he carried out his

3onn fully, he began toO lock

varian Land

y¥]
i\

representa;ional duties in

;s £
b o L0 S B

Servant in Bavaria from 1961. C3U member of Bundestag
srom 1965-69 and 1972-78. Member =
for Federal issues since 1979.

t+ad Bavaria in Bonn and presided

no longer enjoyed the

e
full confidence of Franz Josef strauB, the Bavarian Prime

Minister and Chairman of the

channels for his dealings wi

csSuU, who took to using othe
th Kohl. Schmidhuber's care

in FRG politics thus seemed blocked, and he was probably

not sad to succeed Alois pfeiffer in September 1987.

An intelligent, thoughtful and rather introspective man

with an interest in art and

Married.

a small private picture coll
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Since 1932 Member of tne CSU (Christian Social ‘Union)

Jarious narty offices, including member of the executive federal board
Af the COl (Christian Democratic Union)/CSU Association of the

Middle Classes, Member of the CSU "Land" executive board

from 1960-1966 honorary councillor of the "Land" capital, Munich

From 1965-1969 and from 1972-1978 Member of the "Bundestag"
(Federal Lower House of Parliament)

Member of, inter alia, the Economic Committee (responsible for
~ompetition law and Middle Classes issues) and of the Fiscal Law
2eform Committee and the Economic Criminality Prevention Committee;
member of the Council of Europe and of the WEU (Western European
Union) Assewbly

Yince 1973, Member of the Bavarian Parliament

Iovember 1378, Bavarian Minister of State for Federal Affairs
- overnment representative of the Bavarian Free State

Since 1273 Member of the wBundesrat" (Federal Upper House of
Parliament), of the Mediation Committee of the Federal Lower and
Upper House and of the North Atlantic Assembly.
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SUMMARY b T

7. ACTION TAKEN WITH FINANCE MINISTRY WHO REVEALED THAT THEY

HAD SIGNIFICANT RESERVATIONS ABOUT THE PRESIDENCY'S TEXT FOR
ARTICLE 9(2) (AS SET OUT IN TUR). BUT THE VIEW OF OTHER
DEPARTMENTS HAD BEEN THAT IT WAS JUST ACCEPTABLE, AND THE FINANCE
MINISTRY HAD RELUCTANTLY ACQUIESCED. THE FINANCE MINISTRY WOULD BE
GRATEFUL TO BE KEPT IN TOUCH WITH OUR THINKING.

2. WE SPOKE TO VAN BALLEKOM, OVERSEAS FINANCIAL RELATIONS
DEPARTMENT IN THE FINANCE MINISTRY WHO SAID THAT THE MINISTRY
THOUGHT THE TEXT AN IMPROVEMENT ON ITS PREDECESSORS. IT WAS,
HOWEVER, STILL FAR FROM WHAT THE FINANCE MINISTRY WOULD HAVE
WISHED AND THEY HAD ACCEPTED IT ONLY AS A RESULT OF PRESSURE FROM
OTHER GOVERNMENT DEPARTMENTS. THE FINANCE MINISTRY BELIEVED THAT
THEY COULD, IN THE FINAL ANALYSIS, LIVE WITH THE PRESENT TEXT
|{BY USING THE PHRASE ''TAKING INTO ACCOUNT THE MACRO-ECONOMIC
CIRCUMSTANCES IN WHICH THE FUNDING TAKES PLACE'' AS A LOOP-HOLE.
VAN BALLEKOM SAID THAT THE AMOUNT OF MONEY THE NETHERLANDS WILL
RECEIVE (ABOUT 100M ECU) IS NOT SUCH AS TO REPRESENT A MAJOR
PROBLEM IN TERMS OF CONTROLLING PUBLIC EXPENDITURE.

5. HOWEVER, CONTINUING IN CONFIDENCE (PLEASE PROTECT), VAN
BALLEKOM MADE IT CLEAR THAT THE FINANCE MINISTRY THEMSELVES

WOULD SEEK TO USE ANY MONEY OBTAINED FROM BRUSSELS TO REDUCE THEIR
OWN PUBLIC EXPENDITURE COMMITMENTS. HE WAS CYNICAL ABOUT HOW THE
COMMISSION WOULD ACTUALLY VERIFY THE ADDITIONAL EXPENDITURE
PROVISIONS. HE SAID THE DUTCH DID NOT INTEND TO CHANGE THEIR
EXISITNG PUBLIC EXPENDITURE CONTROLS AND WOULD PROBABLY RESORT TO
A FORM OF CREATIVE ACCOUNTANCY IF THIS WAS NECESSARY TO SATISFY
BRUSSELS. THE MINISTRY WERE IN ANY EVENT NOT CONVINCED OF THE
VALUE OF REGIONAL AIDS IN GENERAL AND SUSPECTED THAT THE

SOUTHERN MEMBER STATES WOULD BE AS ADEPT AS THEMSELVES IN USING

PAGE 1
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THE ADDITIONAL MONEY TO REDUCE CURRENT EXPENDITURE RATHER THAN
INCREASE INVESTMENT, SO THAT BY 1992 THEIR RELATIVE DISADVANTAGES
WOULD NOT IN FACT HAVE BEEN REDUCED.

4, THE DUTCH GOVERNMENT ARE AT PRESENT PREPARED TO ACQUIESCE IN
THE PRESIDENCY TEXT. HOWEVER, VAN BALLEKOM SAID THAT THE
MINISTRY OF FINANCE THEMSELVES WOULD BE OPEN TO CONSIDER ANY
ALTERNATIVE WORDING WE MIGHT PROPOSE WHICH STRENGTHENED THE LOOP
HOLE REFERRED TO IN PARA 2. ABOVE.
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STRUCTURAL FUNDS: ADDITIONALITY
This note reports the current state of play on the additionality
clause in the dratt structural fund regulation, and replies to Mr
Taylor's minute of 31 October on whether the reference to "taking
account of macro-economic circumstances" is a potential loophole.

A copy of the latest version of the relevant clause is attached.

2. Sir David Hannay and I discussed the matter yesterday with the
Secretary-General of the Commission (UKREP telno 3200 attached).
We tried in particular to persuade him to accept an alternative
form of words in place of the phrase " at least equivalent". He
was not disposed to accept an amendment in this area, emphasising
(a) that the UK was isolated and (b) that the Commission were
determined to guard against structural fund money being used to
reduce public expenditure or to provide balance of payments

support.

3. As regards "macro-economic circumstances", Williamson said
that the Commission did not believe this was a let-out in relation
to the concept of "equivalent" additionality. The phrasc related
solely to the words "at least": ie member states would be able to
take account of their economic circumstances only in deciding
whether to increase spending by more than an equivalent amount.
It remains to be seen whether the Trish and others share this
view, or indeed whether it corresponds with the negotiating
history. The text 1is clearly open to more than one
interpretation, but we clearly cannot put much, if any, weight on
it.




4. Finally, Williamson promised to send us a letter explaining
the arithmetic of the clause. He said that the required increase
in member states' public expenditure would be equivalent to their
additional receipts, year-by-year, from the incremental structural
fund appropriations agreed at the Brussels European Council. This
would be measured from a base year, probably 1988: if receipts in
1989 grew by, say, £10 million then, other things being equal, the
growth would be assumed to have stemmed from the increase in
structural fund appropriations and an extra £10 million of public
expenditure would be required. The same principle would apply in
each year up to and including 1992. The Commission have declined
to go into detail about the operation of this mechanistic formula.
We shall need to study their letter closely when it arrives.

5. Meanwhile, we are asking Departments to provide estimates of
the 1likely increase in UK receipts over the period to 1992 and
will let you have details as soon as possible. We and the FCO
think that further discussions between you and the Foreign
Secretary (as foreshadowed at Cabinet on 27 October) might be
delayed until the estimates are available. Discussions will,
however, almost certainly have to take place before the 21
November FAC, at which the Presidency are likely to try to
establish a common position on the regulation.
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IN0 PRIORITY EUROPEAN COMMUNITY POSTS, STRASBOURG

FRAME STRUCTURAL
STRUCTURAL FUNDS: ADDITIONALITY: YOUR TELNO 367

T. I CALLED ‘ON MR WILLIAMSON (SECRETARY GENERAL COMMISSION) THIS
AFTERNOON ACCOMPANIED BY MR MERCER (HMT) AND MR PLOWMAN (UKREP). MR

WILLIAMSON HAD WITH HIM MR RENCKI (DGXVI) AND MR MITSO0S (DEXXII)

2. THE PURPOSE OF THE MEETING WAS TO TRY TO NEGOTIATE AN
IMPROVEMENT TO THE TEXT IN THE HORIZONTAL REGULATION GARTI CIEE 208520
ON ADDITIONALITY WHICH CURRENTLY READS:

"'IN ESTABLISHING AND IMPLEMENTING THE COMMUNITY SUPPORT FRAMEWORKS,
THE COMMISSION AND THE MEMBER STATES SHALL ENSURE THAT THE INCREASE
IN THE APPROPRIATIONS FOR THE FUNDS PROVIDED FOR IN NRET Cal B 122°C2°) OF
REGULATION (EEC) NO 2052/88 HAS A GENUINE ADDITIONAL ECONOMIC IMPACT
IN THE REGIONS CONCERNED AND RESULTS IN AT LEAST AN EQUIVALENT
INCREASE IN THE TOTAL VOLUME OF OFFICIAL OR ASSIMILABLE (COMMUNITY

., AND NATIONAL) STRUCTURAL AID IN THE MEMBER STATE CONCERNED, TAKING

INTO ACCOUNT THE MACRO-ECONOMIC CIRCUMSTANCES IN WHICH THE FUNDING
TRAKES BLACE' ",

5. I WENT OVER THE GROUND COVERED IN COREPER EXPLAINING THAT,
WHILE WE HAD NO DIFFICULTY WITH THE PROPOSITION THAT THE INCREASE IN
THE FUNDS SHOULD HAVE A GENUINE ECONOMIC IMPACT, THE REQUIREMENT TO
SHOW AT LEAST AN EQUIVALENT INCREASE IN STRUCTURAL AID RISKED :
CUTTING ACROSS THE OBJECTIVE OF PUBLIC EXPENDITURE CCNTROL WHICH WAS
OF PARTICULR IMPORTANCE TO THE UNITED KINGDOM AND WHICH WAS ALSO IN
KEEPING WITH BUDGETARY CONTROL IN THE COMMUNITY. I NOTED THAT THE
REFERENCE TO ANNUALITY HAD BEENR EMOVED, BUT THE TEXT IN THE
HORIZONTAL REGULATION (ARTICLE 9(2)) REMAINED AMBIGUOUS. A REFERENCE
TO THE ''OVER THE PERIOD'' WOULD HELP REMOVE THAT AMBIGUOUTY. AS TO
THE CONGEPT OF ! 'AT LEAST EQUIVALENT'', I SUGGESTED IT WOULD BE
BETTER TO EXPRESS THE POINT THE OTHER WAY AROUND, NAMELY THAT THE

EFFECT SHOULD BE THAT THERE SHOULD NOT BE A DECREASE IN TOTAL
STRUCTURAL AID.
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4. WILLIAMSON DREW ATTENTION TO THE LATEST PRESIDENCY DOCUMENT
(SN/3874/88 OF 27 OCTOBER) WHICH CONTAINED TEXTS RESULTING FROM
DISCUSSION AT THE FOREIGN AFFAIRS COUNCIL ON 24 OCTOBER: .THEFEXT
ADDITIONALITY WAS ACCEPTABLE TO 11 DELEGATIONS ., IT WAS-NOT THE
COMMISSION'S PREFERRED TEXT BUT WAS A RESULT OF A COMPROMISE. THE
COMMISSION'S AIMS WERE MODEST. IF THE COMMISSION PUT IN SAY 60 UNITS
AND THE MEMBER STATE AN EQUIVALENT AMOUNT IN YEAR 1 AND SUBSEQUENTLY
IN YEAR 2 THE COMMISSION INCREASED THEIR CONTRIBUTION TO 90 UNITS
THEY WOULD EXPECT TO SEE THE TOTAL RISING BY THE AMOUNT OF THE
COMMISSION'S EXTRA CONTRIBUTION. THEIR AIM WAS MERELY TO ENSURE THAT
THERE WAS NO OFFSETTING REDUCTION BY THE MEMBER STATE.

5. WILLIAMSON CONTINUED THAT THE PHRASE '"'AT LEAST EQUIVALENT''
WAS AN IMPORTANT COUNTER-WEIGHT TO THE FINAL PART OF ARTELCl B9 2
WHICH RFERRED TO ''TAKING INTO ACCOUNT THE MACRO-ECONOMIC
CIRCUMSTANCES IN WHICH THE FUNDING TAKES PLACE SO MITS 05
SUBSEQUENTLY .EXPLAINED THAT THE MACRO-ECONOMIC CIRCUMSTANCES
REFERENCE WAS CONSIDERED BY THE COMMISSION TO BE A MAJOR LET-0UT
WHICH HAD TO BE BALANCED BY THE COMMITMENT TO AN AT LEAST EQUIVALENT
INCREASE IN STRUCTURAL AID. WILLIAMSON ADDED THE COMMISSION HA DNOT

WANTED THE REFERENCE TO MACRO-ECONOMIC CIRCUMSTANCES AND WOULD BE
HAPRY TO “SEE-IT 60,

6. THE COMMISSION SAID THAT SOME MEMBER STTES, ESPECIALLY IN THE
SOUTH OF THE COMMUNITY MIGHT USE THE STRUCTURAL FUNDS TO REDUCE
PUBLIC EXPENDITURE OR HELP THEIR BALANCE OF PAYMENTS. THE
COMMISSION'S EXPERIENCE OF INTEGRATED MEDITERRANEAN PROGRAMMES HAD
SHOWED THAT STRUCTURAL FUND MONEY HAD BEEN USED FOR THE WRONG
PURPOSES AND THE COMMISSION WERE ANXIOUS TO GUARD AGAINST THAT. IT

WAS A MAJOR STEP FORWARD FOR THE PRESENT TEXT TO BE ACCEPTED B Y T HE
SOUTHERN MEMBER STATES.

7. WE EXPLAINED THAT THE UNITED KINGDOM HAD AN IMPORTANT
PRESENTATIONAL PROBLEM. WE MADE A SUBSTANTIAL CONTRIBUTION TO
COMMUNITY RESOURCES, SOME OF WHICH WAS RETURNED THROUGH THE
STRUCTURAL FUNDS. EUROPEAN COMMUNITY EXPENDITURE WAS TAKEN INTO

ACCOUNT BUT WAS ONLY ONE OF A NUMBER OF FACTORS WHICH DETERMINED THE
OVERNLEL SLENELH0E < PUBETC EXPENDITURE.

8. I ADDED THAT THE PRESENT TEXT OF ARTICLE 9.2 WITH LTS
CROSS-REFERENCE TO ARTICLE 12(2) OF THE FRAMEWORK REGULATION (NUMBER
2052/88) WAS AMBIGUOUS. IT WAS NOT CLEAR WHETHER THE COMMISSION WERE
TALKING ABOUT THE INCREASE ALONE OR THE TOTAL AMOUNT INCLUDING THE

PAGE 2
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INCREASE. IT WOULD BE CLEARER THEREFORE TO REFER TO ANNUAL
INCREASES, ALTHOUGH THIS IN TURN WOULD RAISE THE QUESTION OF THE
OVERALL EFFECT OVER THE PERIOD IN QUESTION (1988-1992). THERE WOULD
THEREFORE NEED TO BE A REFERENCE TO ''OVER THE PERIOD'' AS WELL.

9. WILLIAMSON SHOWED SOME INTEREST IN THIS, SAYING THAT THE
COMMISSION TALKED ORIGINALLY OF A CORRESPONDING INCREASE:. BUT. THAT
THE REFERENCE TO MACRO-ECONOMIC CIRCUMSTANCES HAD PERSUADED THEM
THAT THERE NEEDED TO BE A REFERENCE TO AT LEAST AN EQUIVALENT
INCREASE AS WELL. I SAID THAT THE REFERENCE TO MACRO-ECONOMIC
CIRCUMSTANCES DID NOT AUTOMATICALLY IMPLY AN INCREASE OR D:EECREASE,
WILLIAMSON WAS CLEARLY UNHAPPY WITH IT BUT SAID THAT THE REFERENCE
HAD BEEN INSERTED FOLLOWING DISCUSSIONS BETWEEN THE COMMISSION AND
THE PRESIDENCY AND COULD NOT BE TAKEN OUT.

10. IN FURTHER DISCUSSION OF CHANGES ALREADY MADE TO THE TEXT
COMMISSION POINTED OUT THAT THEY HAD HAD TO ADD THE WORDS
'"'ASSIMILABLE'' AID TO MEET THE NEEDS OF MEMBER STAES ST “POINT ED
THAT THE PURPOSE OF THIS ADDITION WAS TO INSURE EQUITY OF TREATMENT.
THE UK HAD PRIVATISED AND WOULD BE PRIVATISING A NUMBER OF “RUBIASLC

UTILITIES, WHICH IN OTHER MEMBER STATES WOULD REMAIN IN THE PUBLIC
SIECTORR

117. IN FURTHER DISCUSSION WILLIAMSON UNDERLINED THE POINT T HE
COMMISSION WISHED TO ENSURE THAT ONLY THE INCREASES IN STRUCTURAL
- FUND AID WERE REFLECTED IN PUBLIC EXPENDITURE. THEIR AIMS WERE
MODEST BEARING IN MIND THE REFERENCE TO MACRO-ECONOMIC CIRCUMSTANCES
WHICH COULD BE TAKEN INTO ACCOUNT. HE WAS ALSO PREPARED TO RECOMMEND
TO HIS AUTHORITIES THE RE-INSERTION OF THE WORD ANNUAL AND THE
ADDITION OF THE WORDS ''OVER THE PERIOD'' IN THE TEXT. THE
COMMISSION'S INTERPRETATION OF THE TEXT COULD BE SET OUT IN A LETTER
0T HE “UKiS

12. I SAID THAT I WOULD REFLECT ON HIS COMMENTS AND REPORT THEM
TO MY AUTHORITIES. I COULD NOT HOWEVER REACT IMMEDIATELY AND I HOPED
THEREFORE THE COMMISSION WOULD ENSURE THAT THE MATTER WAS NOT
DISCUSSED AT COREPER TOMORROW.

HANNAY ;

Y XRYeX
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STRUCTURAL FUNDS : ADDITIONALITY . ' i B

1. WE RECEIVED THIS EVENING A DRAFT OF THE LETTER WHICH WILLIAMSON
(SECRETARY GENERAL OF THE COMMISSION) HOPES TO SEND ME TOMORROW
MORNING. THE DRAFT HAS BEEN CLEARED WITH DGS XVI AND XXII. IT HAS
NOT YET BEEN CLEARED WITH THE DELORS CABINET, BUT WILLIAMSON DOES
NOT EXPECT THEM TO RAISE ANY OBJECTION.

2. HEXT OF LETTER: IN MIFT.

3. THE TEXT FOLLOWS VERY CLOSELY THAT OF THE DRAFT WHICH WE GAVE
TO WILLIAMSON ON 4 NOVEMBER (TEXT FAXED TO KERR AND OTHERS). THE
ONLY CHANGE WORTHY OF NOTE IS THE OMISSION OF THE WORD ''ONLY''
AFTER '"'APPLIES'' IN THE OPENING SENTENCE OF THE SECOND. PARAGRAPH
WHICH NOW READS ''THIS ARTICLE APPLIES TO THE INCREASE IN STRUCTURAL
FUND APPROPRIATIONS...'' THIS APPEARS TO BE LARGELY /RESENTATIONAL
CHANGE WHICH IS DESIGNED TO MAKE THE TEXT MORE PALATABLE WITHIN THE
COMMISSION.

HANNAY
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STRUCTURAL FUNDS: ADDITIONALITY

/

We understand that the question of additionality and the
structural funds is likely to come up at your meeting with the
Foreign Secretary later today. This note provides briefing.

The Commission's position

2 My minute of 4 November reported that the Secretary General
of the Commission had promised us a letter confirming that the
additionality clause in the draft horizontal regulation (attached
at Annex A) related only to member states' increased receipts from
the extra structural fund appropriations agreed at the Brussels
European Council. Williamson subsequently asked us (at Sir D
Hannay's prompting) for the draft of such a letter. The draft
which we provided 1is at Annex B. Williamson has apparently
accepted it, subject to some relatively minor editorial points.
The main advantages of such a letter are (a) that it confirms that
additionality is required only at the margin, and (b) that 1988 is
cited as the base year, thereby allowing us to pray-in-aid any
planned increase in structural expenditure over the 1988 level.
When the Williamson letter arrives we shall consider how best to
nail the points down in any reply.
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‘ Possible public expenditure cost

3. We have had an urgent meeting with interested departments to
try to agree estimates of the increased receipts which the UK is
likely to get between 1989 and 1992 from the incremental provision
for the structural funds (which totals some £9 billion at 1988
prices). The forecasts are as follows:

)- fmillion (1988 prices)

1989 1990 1991 1992

Increase in UK receipts
compared with 1988. 10-15 25-35 40-60 80-100

Of which Northern Ireland 10 25 40 65

These estimates assume that the UK allows full additionality,
ie that, in strict compliance with the horizontal regulation,
expenditure on structural aid grows (compared with 1988) by the
same amount as the increased receipts. The figures therefore
represent the gross public expenditure cost of the UK being forced
to accept the regulation. We must emphasise that the estimates
have been hurriedly compiled against a background of considerable
uncertainty about, eg , the precise eligibility criteria for the
expanded funds. The margins of error are therefore inevitably
rather wide. But we can be reasonably confident that the great
bulk of the UK's extra receipts will go to Northern Ireland.

5. The net public expenditure cost of the regulation could well
be rather lower than the gross cost. As mentioned in paragraph 2
above, we could claim - and may even be able to demonstrate - that
our public expenditure plans already take account of the expected
increase in structural fund receipts (the traditional “"global
additionality" argument).

Options

6. The Foreign Secretary will be briefed to argue that further
amendment of the text of the regulation is not possible; and that



. we should therefore acquiesce in the semi-privacy of COREPER,

rather than make a public fuss and be out-voted at the Foreign
Affairs Council on 21 November.

7. On the basis of our discussions with Williamson and with the
German, French and Dutch Finance Ministries we share the view that
substantive amendment of the text is not on. And we doubt whether
further lobbying, at whatever level, would convert any of the 11
other member states who are prepared to accept the text as it
stands. It therefore seems that our only hope of preventing the
Council from adopting a common position on the text would be to
invoke the Luxembourg Compromise. We would not however, recommend
this course:

- we could not rely on getting the necessary support. It is
arguable that other member states would reject the notion
that a rather marginal increase in the UK's structural

\Iﬂj spending represented "a vital national interest";

- the publicity surrounding invocation would be 1loud and,
probably, damaging;

- even if invocation did work, we would only have bought time.
We could not be sure of getting the necessary changes to the
text before the Presidency pressed for a vote at some later
stage.

8. If you agree with this advice, the main outstanding question
is the essentially tactical one of whether the UK should go down
quietly at COREPER, or noisily at the FAC. We see no reason to
challenge the Foreign Secretary's strong preference for the
former.

Conclusions

L ¥ The Williamson letter is likely to be helpful. The gross
public expenditure cost of implementing the regulation on the
basis outlined by Williamson is difficult to estimate at this
stage, but could be of the order of £160-210 million over the
period 1989-92. All but a small part of this is 1likely to be

-3



' associated with receipts in Northern Ireland. The net public

expenditure cost could be rather less than the gross cost. These
factors, together with broader tactical and political
considerations, suggest that the least damaging course for the UK
would be to acquiesce in the text at COREPER.

10. If you agree, you may wish to discuss with the Foreign
Secretary how best to report your conclusions to colleagues. A
low-key presentation would seem preferable, in order to avoid
stirring up the spending ministers.

11. Mr Turnbull is content with the terms of this note. We shall
give further thought, in consultation with GEP and expenditure
divisions, to the detailed implications of the regulation. We do
not, however, think that it will be necessary to promulgate new
domestic rules. Nor do we think that the regulation will set a
precedent for other forms of EC receipts.

UM.C-L\—\.L-.___.. [”I

M C MERCER f



Additionality (Article 9(2)) i
"In establishing and implementing the Community support

frameworks, the Commission and the member states shall
ensure that the increase in the appropriations for the Funds
provided for in Article 12(2) of Regulatlon (EEC) No 2052/88
has a genuine additional economic impact in the regions
concerned and results in at least an equivalent increase in
the total volume of official or assimilable (Community and
national) structural aid in the member state concerned,
taking into account the macro-economic circumstances in
whlch the fundlng takes place."
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ii. that the requirement for the Comm1s51on an
Member States to ensure at least an 'qu
increase in structural aid relapeSftp
additional receipts by theemeﬁSéi;sta
questien arising directly frem;tﬁé~ln

appropriations at (i) abéve.

3 stior the purpose of calculating qhy éﬁch
additional receipts as at (ii) above,'tﬁe b
will be 1988. By way of illustratich,;if
in that year were 100 units and in 1989’rp;
ﬁnits as a result of the increase in the

structural fund apg{ggflatlons,the cOmmission and
the member state concerned would need to ensure tha
official structural aid in the member sta::-hadeals¥

been higher than in 1988 by 10 units.

>



A

chex.md/aa/73

A C S ALLAN
14 November 1988

CHANCELLOR

STRUCTURAL FUNDS ADDITIONALITY

It is Katie's birthday and I am taking her out to lunch, so I
shall miss this afternoon's meeting. But perhaps I could set out
some comments as someone who worked on this in the Treasury in
1981 and 1982.

2. I find it appalling and arguably unconstitutionallly for the
Commission to dictate what our total public expenditure on
regional policy should be - ie we set it at the level we think is
desirable and they top it up. I believe strongly in the present
line that we take account of an expected level of EC receipts in
setting our public expenditure plans (there is a little scope for
flexibility in saying that the programmes may be a little higher
or a little lower depending on whether actual receipts are higher
than lower than expecte@}

3 One major problem the Treasury faces is that the other
departments are not at all interested in helping us. They want to
run their own schegg and if the EC want to finance something)they
believe that shoul /deitional: the last thing they want is “ some
of their pet projects being squeezed out because the EC have
different priorities. And - at least in Scotland, Wales and
Northern Ireland - they are sympathetic to more public expenditure
in total. So we have great difficulty in operating "2~ la
francaise".

4. Official advice seems to be that this is not too serious
because all we are talking about is additional receipts measured
against the base-line of cash spending in 1988. This is seductive
but very dangerous. It is the thin end of the wedge. First, I am
not convinced the Commission will stop at looking at increases in
total receipts and total spending: they will want to see new
projects/programmes, not just a natural expansion of existing
plans. And second, we are conceding our basic 1line that all
existing receipts do generate additional expenditure in that we
take account of them in setting our plans (and would have a lower
level of spending without the receipts). So this virus will
spread throughout our structural fund receipts. I am sure we will
see the wedge being driven home as far and as fast as possible.



5. The analytical work that has been done seems to me to be very
thin. What is the expected trend of our receipts and of the
public expenditure programmes they help to finance? What would be
the net effect, after rebates, of taking a much smaller share of
receipts rather than concede anything on additionality?

A My inclination would be to appose this root and branch, on
the basis that it does not fit in with our constitutional/

parliamentary framework.

A S ALLAN
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STRUCTURAL FUNDS: ADDITIONALITY

In the light of your meeting yesterday, I attach a draft minute
for you to send to the Prime Minister.

2. The minute:

i) gives our best estimate of the potential gross public
expenditure cost of the offending article in the horizontal
regulation;

ii) indicates that the net cost could be rather lower than the

gross figure if we were able to take account of planned

increases in expenditure on structural aid; and

41 ) discusses the option of invoking the Luxembourg Compromise.
(A) ;
3 The attached note)by Mr Burgner reports on the work which we

have managed to do in the time available to estimate the path of
national expenditure (official and similar) on structural aid.
The estimates must be treated with considerable caution since (a)
there 1is no agreed definition of structural aid, (b) much of the
expenditure in question is likely to be undertaken by local
authorities and public corporations, and (c) we do not know
whether the Commission's point of reference will be reqional or
national expenditure. The forecasts of UK receipts in the note do
not precisely correspond with those in the draft minute to the
Prime Minister, largely because the latter were drawn up on a

calendar year basis and are at 1988 prices.
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4. As regards the Luxembourg Compromise, we understand that Sir
David Hannay is sending a telegram (on a highly restrictive basis)
in which he advises that invocation is unlikely to be of much use
in terms of our main objective. FCO take the rather more basic
view that we are most unlikely to get enough support from other
member states to ensure a successful invocation: their reasoning

is summarised in the note at annex B.

N

“u.,C.L~a41/~._

M C MERCER
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Effect of the Regulation in Practice

Expenditure on programmes covered by the three Funds needs to
be considered separately, though in applying the additionality
test the Commission are likely to consider the aggregarte picture.
The figures below have been compiled from information available in
the Treasury and not in all cases checked by Departments. They
mast be treated with considerable caution.

European Regional Development Fund (ERDF)

The ERDF provides financial support for a wide range of
projects and programmes. Most expenditure is for infrastructure
projects associated with Jjob creation eg roads, water supply,
sewerage, industrial estates and aid to company investment
projects. The bulk of UK "regional assistance" is unaffected by
ERDF, although there are sometimes contributions to individval RSA
cases. The areas eligible at present are the Assisted Areas,
although the UK is bidding to include some other inner city areas.

UK ERDF receipts are currently forecast as follows:

£m

1988-89 1989-90 1990-91 1991-92

400 430 450 480

The receipts mainly go to local authorities (50%) water boards
(25%) and nationalised industries (15%). Among Government
departments DTp get the largest share with DTI and DEn obtaining

relatively small amounts.

It is particularly difficult to judge how the Commission will
interpret the Regulation in respect of ERDF expenditure, given the
wide diversity of projects covered and the range of spending
authorities. Forecasts of relevant regional expenditure are not

available. However on a national basis central Government

gL bt
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expenditure on types of infrastructure eligible for ERDF is

expected to be relatively static (around £2.5 billion a year),
while local authority expenditure is expected to increase slowly
(from £2.9 billion - to £3.1 billion). Expenditure by public
corporations increases substantially (from £6 billion to
£7 billion), but privatised utilities are likely in the longer

term to become ineligible for ERDF assistance.

It is therefore difficult therefore to draw a firm
conclusion. But given the size of infrastructure expenditure (and
increases agreed in the Survey) in comparison with the
incremental increase in receipts, it should by one means or
another be possible to demonstrate additionality Lo an extent that

would satisfy the Commission.

EC Agricultural Structural Fund (EAGGF Guidance Section)

Guidance section reimburses national expenditure on
agricultural and fisheries structural policies, including Capital
Grants, livestock subsidies in the Less Favoured Areas and
management payments in environmentally sensitive areas. There are
also payments for individual projects under the Marketing and
Processing Regulation and for Agricultural Development Programmes
(ADPs), including one in Northern Ireland and one for the Scottish

Islands.

Expenditure and receipts under Guidance are forecast to be as

follows:
£m
1988-89 1989-90 1990-91 1991-92
Expenditure 238 256 257 262
Receipts 63 68 74 76



These figures are not 1likely to change significantly over the
Survey period. Changes to individual components (including set
aside, Farm Woodlands, "Extensification" and Capital Grants)
should be broadly offsetting.

On the basis of these figures it would appear that, except
possibly in 1990-91, there should be no difficulty in meeting the

Commission's interpretation of additionality.

European Social Fund (ESF)

The ESF provides financial support for organised schemes of
vocational training, retraining and job creation. Organisations
which have been funded by the ESF include Government Departments,
Local Authorities, private sector companies and a wide range of

voluntary and charitable organisations, universities and colleges.

DE programmes eligible for ESF support are YTS, ET and EAS.
The pattern of expected ESF receipts and national expenditure on

these schemes is expected to be as follows:
£m
1988-89 1989-90 1990-91 1991-92
Expenditure 2649 2541 2434 2401

Receipts 365 375 390 394

Given the sharp fall forecast for Government expenditure on
these schemes over the period it appears that there may well be
real difficulty in demonstrating additionality, as required by the
Regulation, in this area. However in the time available there has

not been an opportunity to discuss this with DE.
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To succeed with an invocation of the Luxembourg Compromise,
we would require a blocking minority of 23 votes, ie 13
other than our own. The argument that we were, in blocking
the horizontal regulation, protecting a key national

interest would be hard to sustain with such normal

' supporters of the Compromise as Greece (5 votes) and

s

Portugal (5 votes), both of whom will be major beneficiaries
from the Structural Funds increase. Nor could we expect
support from France (10 votes) or Ireland (3 votes), who
both deserted us in our last (unsuccessful) Compromise
invocation in 1982: Ireland will gain substantially from the
increase in the Funds, and the French have told us that they
are content with the additionality provision. The Danes

(3 votes) are strong supporters of the additionality
provision, but would be likely to attach greater weight to
their support for the Luxembourg Compromise. The odds,
however, are that they would be our only ally, and that
invocation would therefore fail.

f
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DRAFT LE /ER TO THE PRIME MINISTER | s

STRUCTURAL FUNDS: ADDITIONALITY

We need to decide before the FAC on 21 November how to handle
the article on additionality in the draft regulations
implementing the reform of the structural funds agreed at the

February European Council.

The text of the relevant article is attached at Annex A. At
Cabinet on 27 October the Foreign Secretary and I were asked
to seek to negotiate amendments to the text to protect the
UK's position on the (non) additionality of EC receipts. We
have not been successful. The Commission have declined to
accept any substantial changes and all other member states
are prepared to agree the text as it stands. The Germans,

W
French and Dutch, 1ip we WOJ n rmallyqﬁugsc to su%port 3

on elr MPpest interests dase in

ensuring that structural fund resources have a genuinely

incremental effect in southern member states.

1&¢wﬁ$ Loﬂlra-5#~; ,,>

The Secretary General of the Comm1531o€];és, however, written
to Sir David Hannay (Annex B) confirming that the article in
question applies only to the increase in structural fund
appropriations agreed at the February Council (some
13 hillion ecu, or £9 billion, cumulatively between 1989 and
1992); and that the requirement for the Commission and member
states to ensure at least an equivalent increase in

structural aid relates to additional receipts (by comparison



with 1988) arising directly from these increased
appropriations. Broad-brush estimates suggest that the
additional receipts, and hence the gross public expenditure
cost, might amount to around £80-100 million a year by 1992.
The great bulk of the additional receipts are likely to go to

Northern Ireland.

The net expenditure cost could be rather lower than the gross
cost if we were able to take account of any planned increase
in expenditure on structural aid. It is. difficult: ‘to. be
certain about this since there is no agreed definition of
structural aid, much of the relevant spending is undertaken
by 1local authorities and public corporations, and it is not
clear whether the Commission plan to apply regional or
national criteria. However at first sight it seems that we
should be able to demonstrate additionality to an extent
which would satisfy the Commission in respect of expenditure
on programmes covered by the regional fund and the
agricultural guidance fund. But national expenditure on
programmes covered by the social fund is planned to fall
sharply over the next few years. Taking the three funds
together (as the Commission are likely to do) it should be
possible for us to demonstrate some underlying additionality,

but we cannot be sure how much.

Even so, the gross cost could be expected to grow further

weld

after 1992. And, more fundamentally, the regulation eewid
\AM'bHM(wc/
weaken [ our ability to control thisﬁspdoaéyéng level of

Ub(\ expenditure on structural aid. If we(ég;ted to reduce such

A



expenditure“’&xﬁhsw—-the——&&%&——éeve&, we would presumably
disqualify ourselves from getting ang%receipts from the extra

structural fund appropriationg,)h This would

Mt ;)
it public expenditure costs (though the operation

of the Fontainebleau mechanism would limit the latter to 34%

of the receipts foregonel});;o although David Williamson's‘\

letter indicates that the article would apply only at the
o o CoamniV
margin, the i go wider. And we shouid-not

rule out the possibility that, having established a

precedent, the Commission might propose further legislation
after 1992 to extend explicit additionality to all structural

fund receipts.

H ot ' 4
gV > oo
In view of that factors I think we need to consider carefully

whether there is anything we can do to prevent the Council
from adopting a common position on the regulation at next
Monday's FAC. It is doubtful whether further lobbying would
help, in which case the only real alternative would seem to
be to invoke the Luxembourg Compromise. This is not of
course a step to be taken lightly:

- it would be portrayed as an indication that we
were opposed to structural spending and/or that we

intended to cut back our regional aid;
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invoked the compromise/in 1982). Others might not




. be convinced that the UK's "important interests"

were at stakeg , Aba(l_ Tu £ ¢ Lt >
Max\m" "{\N‘Q'UL Ta“CHAV 2 s Lx.ul}

- it is not certain that successful invocation would
enable us to get the necessary changes to the text.
The Commission might refuse to budge and claim that,
given the legal void, they had a duty to implement

the new structural funds regime;

- local authorities and others could seek to benefit
from the UK's public discomfiture by challenging the
basis of our whole policy on the treatment of EC

receipts.

But against these risks must be weighed the fact that the

additionality article is offensive in principle, potentially

cos%éy in practice, d would sea Z disturbing preced 5
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I am copying this only to Geoffrey Howe.
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The Foreign Secretary has now seen the draft of the s
Chancellor’s minute, and plans to talk to the Chancellor about < “°
it. He feels that the first 3 pages slightly exaggerate the
risks inherent in the new additionality provision, while the
last 2 pages considerably underestimate the risk - in his view
the certainty - that an attempt to use the Luxembourg o |
Compromise to block it would fail. He has asked that I send AL

/ Yyou now the attached revised version of the text so that the
Chancellor can see drafting changes which wculd meet his 3
concerns. These are marked in manuscript on the first three
pages. The last two pages are retyped. \\\

(J S Wall)
Private Secretary

Alex Allan Esq

PA/Chancellor of the Exchequer }g )
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PRIHME HEINISTER
STRUCTURAL FUNDS: ADDITIONALITY

We need to decide before the FAC on 21 November how to handle the
article on additionality in the draft regulatidns implementing the
reform of the structural funds agreed at the February European

Council.

The text of the relevant article is attached at Annex A. At
Cabinet on 27 October the Foreign Secretary and I were asked to
seek to negotiate amendments to the text to protect'the UK's
position on the (non) additionality of EC receipts. We have EROL
¢ @chievad only polhj Suuxd) o :
beemr——succtessfuix The Commission have declined to accept any
substantial changes and all other member states are prepared to
agree the text as it stands. The Germans, French and Dutch, whom
we would normally expect to support us on such issues, will :
receive 1little additional benefit from the increase in the
structural funds themselves and see their interests in ensuring

/ that structural fund resources have a genuinely incremental effect

X in southern member states. W2 have Lowewes Sumzacled 1u SM\&'F““



. éhe Secretary Gesneral of the Commission, David Williamson,has,
X a leHsar

however;—wsittea to Sir David{Hannay (Annex B) confirming that the
article in question applies only to the increase in structural
fund appropriations agreed at the PFebruary Council (some
13 billion ecu, or £9 billion, cumulatively between 1989 and
1992); and that the requirement for the Commission and member
states to ensure at least an equivalent increase in structural aid
relates to additional receipts (by comparison with 1988) arising
directly from these increased appropriatiéns. Broad-brush
estimates suggest that the additional receipts, and hence the
gross public expenditure cost, might amount to around £80-
100 -mildion a year by 1992, The great bulk of the additional
receipts are likely to go to No¥thern Ireland.

The net expenditure cost could be rather lower than the gréss cost

S saate e wotlke
—ii—Aﬂr—ﬂmnEE]able to take account of any planned increase in

expenditure on structural aid. It is difficult to be certain
¥  That Thwtwill be Swel, anantrease d
¥ Tébout th;é]since there is no agreed definition of structural aid, @a

much of the relevant spending is undertaken by local authorities

and public corporations,E;&nd——tt“IE-'nUt——ciear——whether——the

X o ]
> Tommissiem plan to apply regional or natcional criteria. “BHowever

at first sight it seems that we should be able to demonstrate

additionality to an extent which would satisfy the Commission)[é:r—
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exer the-next—few-years. kak;ng_bhe_thxee~£unes_~oge%§ef—+ae— the
Cemmissiomr—are I1Kely to do) It should—bepessible for us to
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Even so, the gross cost could be expected to grow fu

gther after
1952. And, more fundamentally, the regulation.%ould uridermine our

e on structu

ability to control the total level of UK expendit

wJQ> X aid. If we ever wanted to reduce such expéh»iturel; we ipuf- ,><
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whether there 1is anything we can do to prevent the Council from
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adopting a common position on the regulation at next
Monday’s FAC. We are clear that further lobbying in
capitals would not help. Nor do we see any virtue in
attempting to invoke the Luxembourg Compromise. To
succeed we would require a blocking minority of 23 votes,
ie 13 other than our own. We should be unlikely to
secure them because this regulation will be seen by other
member states to be subordinate legislation. We accepted
the decision to increase the structural funds and have
approved the main framework regulation where unanimity
was required. The argument that we were, in blocking the
horizontal regulation, protecting a key national interest
would be hard to sustain with such normal supporters of
the Compromise as Greece (5 votes) and Portugal (5
votes), both of whom will be major beneficiaries from the
Structural Funds increase. Nor could we expect support
from France (10 votes) or Ireland (3 votes), who both
deserted us in our last (unsuccessful) Compromise
invocation in 1982: Ireland will gain substantially from
the increase in Funds, and the French have told us that
they are content with the additionality provision. The
Danes (3 votes) are strong supporters of the
additionality provision, but would be likely to attach
greater weight to their support for the Luxembourg
Compromise. The odds, however, are that they would be

our only ally: invocation would therefore fail.

Moreover, it is not certain that successful
invocation of the Luxembourg Compromise would enable us
to get the necessary changes to the text: the Commission
might refuse to budge and claim that, given the legal
void, they had a duty to implement the new Structural
Funds regime (for which the Council has approved Budget
funding), including the proposed provisions on



additionality. It would be very difficult to challenge
such action successfully. Indeed we recognised the
Commission’s right to proceed in this way when they moved
to implement the price cuts in the 1985 price fixing
despite the German invocation of the Luxembourg
Compromise. To have made the attempt to involve the
Compromise would be portrayed as an indication that we
were opposed to structural spending and/or that we
intended to cut back our regional aid; and would attract
considerable publicity. Moreover, local authorities and
others could seek to benefit from the UK’s public
discomfiture by challenging the basis of our whole policy
on the treatment of EC receipts.

Thus, although we find the article offensive in

principle, our judgement is that there is in practice

nothing more we can do to block it. The right[Eburse in
the circumstances is to6 settle the matter without
publicity in the FAC on Monday/‘replying separately to

the Williamson letter in terms which make clear the
absolute priority we shall continue to attach to firm
control of UK public expenditure.§

I am copying this only to Geoffrey Howe, who agrees.



