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ANGLO-FRENCH SUMMIT

I enclose a record of the plenary
session of the Anglo-French Summit on
29 January.

I am copying this letter and enclosure
to Alex Allan (H.M. Treasury), Brian Hawtin
(Ministry of Defence), Philip Mawer (Home
Office), Shirley Stagg (Ministry of
Agriculture, Fisheries and Food), Marjorie
Davies (Minister of State for Trade's Office)
and to Trevor Woolley (Cabinet Office).
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RECORD OF THE PLENARY SESSION OF THE ANGLO-FRENCH SUMMIT, HELD
AT LANCASTER HOUSE AT 1200 ON FRIDAY 29 JANUARY 1988

Present:
The Prime Minister President Mitterrand
M. Chirac
The Rt. Hon. Sir Geoffrey Howe, MP, M. Raimond
Secretary of State for Foreign Minister of Foreign
and Commonwealth Affairs Affairs
The Rt. Hon. Douglas Hurd, MP, M. Pandraud
Secretary of State for the Minister Delegate
Home Department for Security
The Rt. Ilou. George Younger, MP M. Giraud
Secretary of State for Defence Minister of Defence
The Rt. Hon. John MacGregor, MP M. Guillaume
Minister of Agriculture, Minister of
Fisheries and Food Agriculture
The Rt. Hon. Lynda Chalker, MP M. Bosson
Minister of State for Foreign Minister Delegate
and Commonwealth Affairs for European
Affairs
The Hon. Alan Clark, MP M. Noir
Minister of Trade Minister Delegate
for Foreign Trade
Officials Officials
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The Prime Minister said that her discussions with the

President and Prime Minister had concentrated on two major
issues: the forthcoming European Council and defence and arms
control issues. Ministers had gone into more detail in

separate discussion.

There was still no agreement in advance of the special
European Council and much work remained especially on the
important stabiliser mechanisms. Assuming the Council was
held as planned, there would need to be a wide measure of

agreement in advance, so that success was assured.

The second major theme had been the forthcoming NATO Summit
and arms control. Such bilateral discussions were valuable:
we did not talk enough ahont the detail of arms control. Arms
control was a particularly vital matter for Western Europe,
because it was there the threat of attack most applied.

France and the UK, with independent nuclear deterrents, had
shared interests and concerns about the next steps. We agreed
on the need to retain nuclear weapons and to keep American

nuclear weapons in Europe.

In discussion of the Gulf she and M. Chirac had agreed to
press for a further Security Council Resolution, providing for
an arms embargo on Iran. It was disappointing that, despite
efforts over the last few years, there had been no major

initiative to solve the Arab/Israel problem.

President Mitterrand said that the French side had stated

their views on Community financing. They hoped that the

“not

Summit would be successful. France's position was
aggressive". They had gone to the limit in seeking
conciliation and could not go further. There were points of
difficulty between the UK and France, also between the UK and
almost all the other Member States. He and M. Chirac reserved

further comment until Ministers of Agriculture had reported.
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FOREIGN AFFAIRS

The Foreign Secretary said that he and Raimond had discussed
EC affairs with Mrs. Chalker and Bosson until the latter left

for separate talks on the Internal Market (on which there was
broad Anglo-French agreement). On agriculture he and Raimond
had identified the biggest differences between us as being
over stabilisers especially for cereals and oilseeds. Further
work would be needed on these issues. They had also discussed
the fourth resource. Britain and France had a very similar
approach, but this caused difficulty for Italy. We were
prepared to look at a wide range of options and adjust the
Fontainebleau mechanism in the light of the effect of the
fourth resource on our net contribution. We could not however
accept any other change in Fontainebleau. We also had similar
views on the Structural Funds. We wanted to limit the
increase to one-and-a-half times the maximum rate. On budget

discipline our views were close but not entirely the same.

Discussion of East/West issues had brought out a shared
concern to avoid Soviet wedge-driving. We agreed on the
importance of avoiding the denuclearisation of Europe and
negotiations on non-strategic nuclear weapons. We had a
tactical difference over including dual-capable weapons in
conventional stability talks, and experts would be instructed
to follow this up. On Chemical Weapons we shared the
objective of a global ban and should keep in close touch. We
also wanted to prevent the Russians from using their proposal
of a Moscow Conference on Human Rights to divide the West.
Britain was sceptical about holding any Moscow Conference.
The French too did not want one but feared concessions by some

of our Allies.

While agreeing on the value of WEU as a pillar for NATO,
Raimond and he had not been able to agree on co-location.

They had also welcomed the agreement on SSN visits. On
Iran/Iraqg they had also welcomed the work going on in New York
on a draft arms embargo resolution. We should continue to

press Irag for restraint and reject the Soviet proposal for a
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UN naval force. He had thanked M. Raimond for French
co-operation over the Eksund and reaffirmed the importance of
making no deals with terrorists. We had identical views on
Afghanistan and were sceptical about the Russians' real

intentions.

M. Raimond confirmed that there was a difference of opinion on

stabilisers. He had said that the present compromise proposal
represented considerable progress on such aspects as price
reductions and set-aside, and Sir Qagffrey Howe had agreed.

We differed on MGQs for cereals and oilseeds and on the
automaticity of price cuts for cereals. He had said that the
French proposal to include a reference to third countries'
trading practices in the clause on exceptional circumstances
was not an attempt to weaken budget discipline. The British
side had agreed on the need for the EC not to be disarmed
against unfair competition. Tliere was broad agreement on

Structural Funds, but some gesture would be needed to Italy.

He confirmed that on conventional disarmament, experts should
meet to discuss the inclusion of dual-capable vectors, to
which France was opposed. There was a tactical difference
over the Moscow Conference, and a difference on view over WEU

co-location.
DEFENCE

Mr. Younger reported a useful exchange surveying deepening

co-operation since the last Summit. On arms collaboration the
first Anglo/French equipment conference had taken place in
September 1987. This had covered co-operation in land
systems. There would be further conferences in Paris in March
and London in November on sea and air systems. They had
concluded a reciprocal purchasing agreement under which each
would offer the other opportunities for procurement of
conventional equipment. This was consistent with other
European initiatives. Other subjects covered were
co-operation in research; possible joint components for EFA

and Rafale; joint exercises; and nuclear matters. They had
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discussed possible co-operation on a future generation
air-to-ground missile. There was agreement on attitudes to
the INF treaty and the WEU "platform", welcome for the
collaboration of Navies in the Gulf and for the role of WEU in
that. The agreement on SSN visits was noted with approval.
Agreement had been reached in December to prepare plans for
the common defence of the Channel Fixed Link. Mr. Younger
looked forward to carrying the consultations further.

M. Giraud agreed.

AGRICULTURE

The Minister for Agriculture said that he and M. Guillaume had

spent most of their time on stabilisers. They agreed on the
need to introduce stabilisers, but M. Guillaume wished to do
so only for three years so that the Community would have
something in reserve for the GATT negotiations. He had
replied that Britain could not agree to a permanent increase
in own resources if stabilisers were to be introduced only on
a temporary basis. On cereals, M. Guillaume had recommended
the present formula as one agreed by ten Member States and one
which had brought the Germans to accept price reductions. He
had replied that it fell short of the effective measures which
we required. It would not stabilise costs in the long term
and put too much emphasis on co-responsibility. They had
discussed this in some detail and had not reached agreement.
On oilseeds M. Guillaume had said that the present formula was
the most he could accept and its balance should not be
changed. Mr. MacGregor had replied that in his view it would
not limit costs in this sector and would coust 600 ecu more

than the proposal at Copenhagen.

On set-aside, they were broadly in agreement on the place for
this in the overall package and its main features. We
regarded green fallow as difficult to apply, but M. Guillaume
had agreed that it could be optional. M. Guillaume and he had
agreed on the need to keep in close touch over the details of
the negotiations with third countries over the import

arrangements for sheepmeat. They had also agreed to pursue in
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Brussels more flexible arrangements for the transfer and
allocation of milk quotas with the aim of implementation on

1 April 1989. M. Guillaume had raised the Oils and Fats Tax,
but there had been no meeting of minds. Finally, M. Guillaume
had stressed the importance of Dom Rum and Mr. MacGregor had
explained the concerns of the UK spirits industry. The UK
could 1lift its reserve on Dom Rum if the Spirits Directive
could be agreed under the German Presidency. Officials would

work with that aim.

M. Guillaume said that this was an accurate account of their

discussions. Both delegations wanted the CAP to be more
influenced by market realities, but France thought it
necessary also to take account of the Community's diversity.
The Presidency compromise agreed by ten Member States was the
limit of the possible for them. They could accept it on two

assumptions:

(a) that the European Council would agree on adequate

resources for the CAP; and

(b) that stabilisers would be introduced for three
years so as to press others to make an effort in
the GATT context.

The Community should not put constraints on farmers without
offering them some hope as well. It should be easy to get the

experts to agree on Dom Rum and the Spirits Directive.

HOME AFFAIRS

Mr. Hurd said that he and M. Pandraud had reviewed recent
terrorist developments. They welcomed the increasing
collaboration between French and British agencies, of which
Eksund was a good example. They had compared views on the
future work of TREVI under the German Presidency and
considered ideas for putting its work on a more formal basis.
On drugs they agreed that a key instrument was powers to

confiscate assets, but that this was not practicable without
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international agreement. Discussion could be carried forward
bilaterally, and multilaterally through the Council of Europe.
They had agreed on exchanges between officials concerned with
the fight against drugs. They had also discussed harmonising
visa regimes in Europe and the possibility of an agreement in

TREVI on asylum. M. Pandraud agreed, adding that the struggle

against drug trafficking needed high priority.
TRADE

Mr. Clark said that in discussion of the Geneva GATT round he
had agreed with M. Noir that progress at the mid-term review
should include that question of agricultural reform. They
agreed in principle, but differed over tactics. The internal
market would have important external consequences. Britain
and France should keep in touch over ways of ensuring that the
Community's interests were advanced. They were agreed that
strong Community pressure was needed against unfair Japanese

trading practices.

M. Noir said that the French agreed that any differences
concerned only tactics. The French were afraid that in the
GATT round we would be forced into premature concessions on
agriculture, which would weaken our position on other
subjects. Our views were close about trade relations with
Japan and Asia and the external consequences of the internal

market.

CONCLUSION

President Mitterrand, summing up, said that on defence and

security views were close. We had a common status as nuclear
weapon states and similar reflexes. We should not sacrifice
any element of our nuclear deterrent without due return. This
applied even after a major decrease in the capability of the

Soviet Union.

In the Community, we were both ready to agree a fourth

resource on the basis of Commission proposals. On the
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structural funds we were both cautious. We did not want to
have to bow to the European Parliament. We wanted a
procedure, which though difficult was both possible and
desirable, of a global percrentage le3s thaun the Commission's
proposals, that would allow variations depending on the
relative prosperity (or poverty) of Member States. On this
point the difference between the UK and France was less than

with other Members.

Both of us wanted a large element of responsibility
("serieux") on the budget, but it had to be adapted to the
different situations of countries and farmers. There was no
agreement on MGQs, on price reduction formulae and
co-responsibility. Most countries, though not all, shared the
French position. The Germans, as Presideucy and proposers of
the special European Council, were important. They werc
¢certainly not ready to move now in the UK's direction. As
regards the UK abatement, it was agreed at Fontainebleau that
' this should not be permanent, but degressive. This remained a

problem.

This added up to two points on which we could agree and two

that were "more difficult". France wanted agreement at the

European Council and still hoped for this.

M. Chirac said he wished only to reinforce what the President
had said about France having gone as far as she could on
agriculture. It was not justifiable to ask them to go
further. The UK position continued to give serious
difficulty. We needed, however, to look at the overall future
of the EC and its resources, and then at agriculture in the

light of that. This was a question for Brussels.

The Prime Minister concluded that on major matters there was

wide agreement between us: defence, nuclear questions,
co-operation against terrorism, trade (a subject in the
forefront of our minds in the year of agreement on the CFL
Treaty). The Channel Tunnel would change the history of

Europe. All this was positive.
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On the future financing of the Community we had ditterences.
The idea that stabilisers should be limited in time was Sy
difficult to accept. She was in principle against granting
permanent incomes for a temporary arrangement. Our
ditterences over agriculture stemmed from attitudes towards
tackling surpluses and handling their disposal and the
proportion of EC income which should be spent on this. Time
and much further effort were needed to solve these questions.
Meanwhile, the emphasis should be on the measure of agreement
between us on the big issues. She welcomed the Minister of
Agriculture's description of his exchanges as "useful and
constructive". They should be taken further before the
Eueopean Council. If agreement were not possible, at least

fundamental differences could be refined and clarified.

1 February 1988
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ANGLO-FRENCH SUMMIT: FRENCH PRESS COMMENT

SUMMARY
1. THE FRENCH MEDIA HAVE REPORTED NEGATIVELY ON THE SUMMIT. BLAMING
THE UK FOR LACK OF PROGRESS ON EC AND DEFENCE ISSUES. THE BRITISH
POSITION IS VIEWED AS A THREAT TO THE SUCCESS OF THE EUROPEAN
COUNCIL MEETING IN BRUSSLES.

2. TODAY'S LES ECHOS, THE BUSINESS DAILY CARRIED THE HEADLINE ON
PAGE ONE: ''BRUSSELS SUMMIT THREATENED BY LONDON'', AND LE
QUOTIDIEN, RIGHT-WING DAILY, SAYS LAST FRIDAY'S SUMMIT ''BROUGHT OUT
THE DEEP SPLIT BETWEEN THE TWO COUNTRIES ON DEFENCE PROBLEMS AND
STRESSED LONDON'S DEEP HOSTILITY TO THE PARIS-BONN AXIS.''

3. ON DEFENCE ISSUES, LE QUOTIDIEN IS REPRESENTATIVE OF MOST PAPERS
IN WRITING: '"'THE BRITISH PRIME MINISTER HAS NEVER CONCEALED THE
IRRITATION SHE FEELS AT THE PROSPECT OF A FRANCO-GERMAN AXIS.... AS
FAR AS NUCLEAR FORCES ARE CONCERNED, SHE PREFERS BRITAIN'S CLOSE
COOPERATION WITH THE USA.... ONE BEGINS TO WONDER WHAT LED THE
BRITISH TO SIGN THE PLATFORM AGREEMENT REACHED UNANIMOUSLY LAST
OCTOBER AT WEU.'' THE RIGHT-WING DAILY LE FIGARO, WHOSE COVERAGE IS
CLOSEST TO CHIRAC'S OFICE, SAYS THAT ON THIS QUESTION: ''MARGARET
THATCHER HAS REACTED AS IF IT WERE STILL A MATTER OF PREVENTING THE
CONTINENTAL BLOC NAPOLEON ALWAYS DREAMED OF''.

L. ON EC MATTERS, VIEWS ARE NO LESS CLEAR-CUT. LES ECHOS COMMENTS
THAT THE MEETING SHOWED ''ONCE AGAIN THAT THE GULF BETWEEN PARIS AND
LONDON ON AGRICULTURE IS FAR FROM BEING BRIDGED.'' ON THE BUDGETARY
ISSUE, LE FIGARO'S EDITORIAL OF SATURDAY CLAIMS: ''MARGARET THATCHER
AVOIDS THE ISSUE, BECAUSE SHE IS ONY CONCERNED WITH DEFENDING A
BRITISH ECCENTRICITY: THE PRESERVATION OF THE CHEQUE BRITAIN'S
PARTNERS GRANTED HER.'' THE PIECE CONCLUDES: ''ENGLAND IS AN ISLAND.
THE OLD EXCUSE.'' SATURDAY'S LIBERATION, THE LEFT-OF-CENTRE DAILY,
QUOTES CHIRAC, IN AN ARTICLE ON EC QUESTIONS ALONGSIDE THE BRIEF
COVERAGE OF FRIDAY'S SUMMIT, AS SAYING THAT THE PRESENT BRITISH
"'BLOCK'' ON FINANCING CAN BE PUT DOWN TO PRESIDENT MITTERRAND'S
"'"GIVING WAY OVER THE BRITISH CHEQUE'' AT FONTAINEBLEAU IN 1984:

PAGE 1
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'""FONTAINEBLEAU WAS A VERY, VERY BAD SUMMIT. FOR FRANCE AND FOR
EUROPE....NOW ENGLAND, SITTING HAPPILY ON HER LION, WATHCES THE
TOADS FIGHTING AMONG THEMSELVES. AND I DON'T NEED TO TELL YOU WHO
THERCHUMPLIS JMWHO. I SH FOOTING ‘THE BILL.Y?

5. HOWEVER, A MORE MEASURED VIEW OF THE OUTCOME EMERGES FROM THE
LONG ARTICLE IN THE WEEKEND'S LE MONDE, THE INDEPENDENT DAILY, WHOSE
SOURCES ARE CLOSER TO THE ELYSEE THAN TO MATIGNON. THE PIECE POINTS
QUT THAT. "*PERSONAL AFFINITIES PLAY "THEIR PART - IN THIS KIND OF
MEETING. WHILE THE PRESIDENT WAS ABLE TO REFER TO THE BRITISH PRIME
MINISTER'S COURTESY, THE SAME COULD NOT BE SAID OF M. CHIRAC.'' LE
MONDE SAYS IT WAS ''POLITE'' OF MRS THATCHER TO REFRAIN FROM
MENTIONING TO M. MITTERRAND HER CRITICAL VIEW OF THE FRANCO-GERMAN
BRIGADE, AND RECALLS THAT IN HER INTERVIEW WITH L'EXPRESS, SHE HAD
IMPLIED THAT THE UNIT WAS *'FOR  THE GALLERY'*. 1T THEN QUOTES M.
MITTERRAND'S IRONICAL COMMENT THAT ''FRENCH POLICY IS DECIDED IN
PARIS, GERMAN POLICY IN BONN... AND NOT IN LONDON.'' BUT THE LE
MONDE PIECE STRESSES THE UNDERLYING AGREEMENT ON STRATEGIC ISSUES
THAT EMERGED FROM THE THATCHER-MITTERRAND MEETING, QUOTING
MITTERRAND AS SAYING "'WE THINK AND ACT IN A STMILAR WAY.'' LE MONDE
INTERPRETS MRS THATCHER'S COMMENT THAT ''WE SHOULD NOT SEEK TO
OBTAIN WHAT IS NOT POSSIBLE FOR THE MOMENT'' AS REFERRING TO THE
IDEA OF FRANCE'S RETURNING TO THE NATO INTEGRATED COMMAND.

6. | F MONDE ALSO REFLECTS MORE THF FLYSEE VICW OF EC QRUESTIONS. IT
RECOGISFS THAT CHTRAC HAS A NEED ''FOR SOCIAL AND FLECTORAL
REASONS'' TO DEFEND THE CAP '"'WITHF A LERTAIN VIGOUR'', DUT THAT MRS
THATCHER, BECAUSE BRITISH FARMING IS DIFFERENT, '' DOES NOT SHARE
THIS KIND OF CONCERN AND CAN CONCENTRATE RIGIDLLY ON THE NEED TO CUT
SURPLUSES AND CAP SPENDING.'' THE ARTICLE GOES ON TO SAY THAT
MITTERRAND SENT THE BALL BACK INTO THE GERMAN COURT: IT WAS UP TO
THEM TO CONDUCT NEGOTIATIONS SO AS TO ACHIEVE AGREEMENT. LE MONDE
COMMENTS THAT THE PRESIDENT IS THUS CONTRADICTING ''ALL THOSE WHO
THINK THE BEST STRATEGY IS TO ISOLATE BRITAIN THE BETTER TO MAKE HER
GIVE WAY. - *!

FERGUSSON
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SAVING TELEGRAM

FROM PARIS

TO FCO TELNO SAVING 5 OF 3 FEBRUARY 1988

SAVING TO (FOR INFO) EC POSTS, WASHINGTON, MOSCOW, UKDel NATO
HMCGs IN FRANCE \

MY SAVING TELNO 3 OF 20 JANUARY : FRENCH INTERNAL POLITICS

Summary

1. Unlikely that Mitterrand will announce whether he is a
presidential candidate until next month. Expectation is

that he will stand but will meanwhile profit from the prestige
of office. Barre and Chirac have stepped up their attacks

on him, but their code of good conduct has been shown to

be fragile. Barre will announce his candidacy on 8 February,
which his supporters hope will give his campaign new impetus.
They are increasingly perturbed by his response to Chirac's
recent surge of support; and by his unenthusiastic attitude
towards his UDF supporters, which they fear may be demobilis-
ing and self-defcating. Le Pen's support is holding up well;
Lajoinie's bumps along the bottom. Mitterrand is the
favourite if he runs, but the campaign has not yet reached

a decisive phase.

Detail

2. Despite continuing pressure from the Right and from

the media, Mitterrand refuses to be drawn on his presidential
intentions. The assumption remains that he will declare
his candidacy in March, meanwhile keeping open the options
of making an emergency exit should circumstances suddenly
conspire against him. But few expect that they will, and
increasingly his decision to wait is seen as part of his
strategy of profiting from the dignity of the presidential
office as long as possible before descending to trade blows
with Chirac and Barre in the dust of the political arena..
His hope is probably that an electorate already accustomed
to the idea of his implicit candidature will adjust easily
when that candidature becomes explicit, and continue to
view him predominantly as a rassembleur rather than as the
partisan candidate of the Socialist Party.

3. The Right fear that this strategy could indeed pay off
and have begun attacking Mitterrand more frequently and
more directly in the hope of countering it. Barre has been
criticising his economic record between 1981-86, when there
was a Socialist majority and government, and Chirac has
deliberately been referring to him as «Mitterrand the Candi-
date» with the aim of knocking him off his pedestal. So
far Mitterrand has done little more than shrug, hoping that
because he remains an elusive target the Right's two main
contenders will turn on each other instead.

/4. There
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4. There were signs at the end of January that the Chirac

and Barre camps might fall into this trap. The Chiraquiens
announced with glee that a number of RPR «supporters'
committees» included UDF parliamentarians and councillors

who might more naturally have been expected to support Barre.
Some in Barre's camp reacted angrily to what they claimed

was provocation and a stab inthe back of the code of good
conduct agreed between the two candidates. Both sides have
since been at pains to play down the incident and relations
have been restored; but the underlying fragility of the Right
has been thrown clearly into relief, and the Socialists will
do all they can in the days ahead to play on these animosities
and provoke new ructions.

5. Barre will announce his candidacy formally on 8 February
in Lyon (his parliamentary constituency). His supporters
are hoping that this will give his campaign a new impetus,
aware that January was not a good month. The opinion polls
suggest that in the last 3-4 weeks Chirac has closed the

gap with Barre (the latest Le Point poll suggests they are
neck and neck at 21% each). Publicly the Barre camp profess
to be unconcerned, arguing that Chirac's formal declaration
should have had an even greater impact on his popularity
rating, and casting doubt on his ability to sustain his
current pace. Privately, however, they are worried by what
they regard as Barre's inadequate response to Chirac's
surge, and in particular by his continuing reluctance to
cultivate and enthuse a UDF from which he remains self-
consciously aloof. They fear that if he does not come down
off the mountain soon, and deign to find a few kind words
for the parties within the UDF and their supporters (how-
ever much he may privately disdain them), his attitude will
be self-defeating and will demoralise and demobilise his
troops. They cling to the hope that his approach will change
once his formal announcement is made, but without much
convriccrons

6. There has been an upsnrge of interest in the last ten
days in the «petits vins» of the campaign. Themestr-recent
polls suggest that Le Pen's support has climbed back to 11%
with a reservoir of sympathy which might enable him to in-
crease his score still further. This is an unwelcome
complication for Chirac from whom he threatens to take most
votes. It is also an unwelcome development for the ortho-
dox Right as a whole since Le Pen is making no szcret of the
fact that what he wants is a big enough score in the first
round to force the Right's candidate in the second round to
make some sort of gesture towards him in return for Front
National (FN) support. Whether Barre or Chirac (depending on
which of them gets through to the run-off) would be pre-
pared to make such a gesture is uncertain: not to do so
would risk losing much of the NF's first round vote; on

the other hand the price of satisfying Le Pen could well

be the loss of votes in the centre.
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7. On the other extreme, the Communist candidate, Lajoinie,
continues to struggle. His campaign is going badly and the
current polls suggest that his score may be nearer 5% than
10%. If the dissident Juquin can secure the 500 signatures
of elected representatives he needs to become a candidate,
he may not be far behind Lajoinie when the votes are counted.
As some leading Communists are willing to admit privately,
such an outcome could throw into doubt the PCF's continued
existence as a national political party.

8. There are still twelve weeks to polling dav and the
campaign has yet to enter a decisive phase. Mitterrand
remains the favourite but, with a theoretical Right wing
majority in France (if the FN are counted on the right hand
side of the ledger), he is currently defying political
gravity. Assuming he runs, his hope is that a combination
of his own political skills, and the Right's divisions, will
ensure victory. But even racing certainties stumble: and
if Mitterrand is now the best bet, neither Barre nor Chirac
is yet out of the race.

ERGUSSON
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TO FCO TELNO SAVING 6 OF 11 FEBRUARY 1988
SAVING TO (FOR INFO) EC POSTS, WASHINGTON, MOSCOW, UKDel NATO,
HMCGs IN FRANCE

MY SAVING TELNO 5 OF 3 FEBRUARY : FRENCH INTERNAL POLITICS
SUMMARY

1. The focus recently has been on the Barre-Chirac duel,
with Chirac getting the better of it. Barre, who is handi-
capped by his own contradictions, has begun to accelerate.
His supporters hope that the tortoise with a turbo will now
regain lost ground. Chirac will try hard to stop him.
Mitterrand hopes their battle will hampcr the Riglit's pros-
pects. He does not want either to establish a commanding
lead on the Right.

DETAIL

2. In recent days the politiral focus has been un the battle
between Barre and Chirac for the support of the orthodox
Right. Chirac's fast start has boosted him in the opinion
polls to the point where most now show him to have a slight
edge over Barre (a reversal of the position a month ago).
Barre insists that this is a temporary phenomenon and that,
in due course, he will retake the lead. His supporters hope
he is right but their morale is currently fragile; the RPR
in contrast can barely suppress its glee.

3. Private contacts confirm that, perhaps prematurely,
the Chirac camp think that they have got Barre on the run.
They believe he is caught in a series of contradictions of
his own making:-

- he continues to deplore cohabitation and yet the opinion
polls show that a majority of the electorate accept that
it has been a temporary necessity, and agive credit to
Mitterrand and Chirac for making it work;

- he disapproves of some of the policies followed by the
Chirac government since March 1986, yet political cir-
cumstances have obliged him to vote loyally for them in
Parliament. At the same time he cannot attack the present
government's performance without infuriating and alienating
the leaders of the UDF who have participated in that
government (i ndeed Léotard has made it a condition of
his and the Parti Républicain's support that Barre does
not challenge the government's record);

/= his
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- he disdains political parties and yet needs their oganisa-.
tion and expertise if he is to win the election. He
insists on the direct link between the presidential candi-
date and the elector and yet is apparently unwilling or
unable to do anything to soften a distant, pedagogic
manner. The voters respect him but they do not find him
appealing. (Barre's reluctance to make any gestures
towards the press party that accompanies him everywhere
is not best calculated to help his cause either);

- his self-conscious projection of himself as the man to whom
France can now turn and so avoid national decline is,
for the moment anyway, mistimed. After the student troubles
of December 1986, or even last October after the stock
market crash, the electorate was unsettled and looking
for reassurance. That mood has passed. The signs are
now that voters may find Chirac's promises of a dynamic
future more seductive than Barre's promises of a safe
one. (The cynics are saying that what Barre needs is
another stock market collapse.)

4. Are Barre's difficulties temporary, as he claims, or

is the campaign at a turning point? The last few days have
seen determined efforts by the Barre camp to regain momentum
following the formal announcement of his candidature in

Lyon on 8 February. A series of media appearances and campaign
rallies is planned over the next few days, as well as a large
Convention designed to «enthrone» him as the UDF candidate.

His supporters are hoping fervently that the polls will

soon respond favourahly to the tortoise with a turbo.

5. Chirac will do his best, short of creating a serious
breach within the majority, to see that they do not. He is
marking Barre at every turn, echoing his propositions, and
trying ta cap Barre's meetings with bigger and more specta-
cular ones uf his own. The RPR machine is alrcady in over-
drive. Chirac has adopled an cntirely new [ormat at his
rallies, sitting relaxed on stage in conversation with half
a dozen «typical electors» and discussing their hopes and
preoccupations. These are no doubt carefully choreographed,
but they make Chirac appear comfortable and approachable,
contrasting sharply with the formality of Barre. :

6. It is rumoured that Mitterrand may announce his inten-
tions on 8 March (two months before the second round:

25 April and 8 May have now been officially confirmed as the
dates for the election). The polls have him solidly ahead

in both rounds. The almost universal assumption remains

that he intends to run again. Meanwhile he has kept himself
in the limelight with a visit to Réunion which has provided
useful publicity for him as the President rassembleur. He
pays a State visit to Dublin at the end of the month - another
«presidential» activity. He will be watching the Barre/
Chirac contest closely, and will be pleased that Chirac

has his nose in front since the polls suggest that he should
be the easier of the two to beat in the second round. But

he will not want either to open up a clear lead; much better
from Mitterrand's point of view that the Right should remain
almost evenly divided than that it should rally to a single
champion who might more easily acquire the momentum needed
Jto capture the Elysée.
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YOUR TELNO 90 7O BONN: BRUSELS EUROPEAN COUNCIL: NON-ARABLE :
AGRICULTURAL STABILISERS

/ SUMMARY _
1. FRENCH INDICATE THEIR INTENTTONS ON OTHER AGRICULTURAL

S TABIL.ISERS

DETIAL i
2. GAUTIER-SAUVAGNAC (GUILLAUME'S DIRECTEUR DU CABINET) TOLD US
TODAY THAT THERE WERE TWO MAIN POINTS OF CONCERN TO FRANCE ON THE
NON-ARABLE STABILISERS REMITTED TO THE FAC FROM THE EUROPEAN
COUNCIL. THE FIRST CONCERNED WINE. ENDING THE GARANTIE DE BONNE FIN
DISTILLATION WOULD REPRESENT A SIGNICIANT LOSS TO FRENCH WINE
PRODUCERS AND COULD BE POLITICALLY AWKWARD FOR CHIRAC AS THE AID WAS

. INTRODUCED DURING HIS TIME AS AGRICULTURE MINISTER. SECOND, ON MILK,

FRANCE WAS NOT CONVINCED THAT CONSOLIDATION OF THE 1.5 PERCENT QUOTA
CUT SHOULD BE IMPLEMENTED AUTOMATICALLY. GAUTIER-SAUVAGNAC CLAIMED
THAT THE TEXT OF THE 1986 MILK REGULATION LENT SUPPORT TO THE FRENCH
VIEW AGAINST AUTOMATICITY. -

‘3. WE ASKED GAUTIER-SAUVAGNAC HOW THE FRENCH INTENDED TO PLAY THIS

AT NEXT WEEK'S FAC. HE REPLIED THAT IT WAS NOT IN FRANCE'S INTEREST
TO PREVENT FINAL AGREEMENT TO THE BRUSSELS COMPROMISE. FRENCH
CONCERNS ON MILK AND WINE WERE TECHNICAL POINTS BEST DEALT WITH IN
DUE COURSE BY AGRICULTURE MINISTERS. THE FRENCH WOULD THEREFORE
EXPLAIN THE POINTS AT ISSUE AT THE FAC, BUT WOULD NOT HOLD UP
ADOPTION OF THE PACKAGE AS IT STOOD. THEREAFTER AGRICULTURE
MINISTERS WOULD BE ASKED TO EXAMINE THE ISSUES OF CONCERN TO FRANCE
IN THE COURSE OF THEIR NOMAL COUNCIL BUSINESS.

COMMENT
L. THERE ARE SIGNS THAT THE FRENCH ARE AWARE OF HAVING PUT THESELVES
IN AN AWKWARD POSITION. THEY CANNOT AFFORD TO LET THE COMPROMISE
COLLAPSE. BUT THERE ARE SECTORAL PRESSURES UPON THEM TO OBTAIN
CHANGES TO OTHER STABILISER REGIMES, OR AT THE VERY LEAST TO HAVE
THE PROBLEMS AIRED, PREFERABLY IN WHAT THE FRENCH SEE AS THE

PAGE 1
RESTRICTED



RESTRICTED
077775
MDHIAN 8057

APPROPRIATE SPECIALIST CUOUNCIL. WE SIHALL LOBBY AS IN PARAGRAPH 5 OF
TUR, BUT WOULD BE GRATEFUL TO KNOW IF THERE IS ANY ADDITIONAL POINT
WE SHOULD MAKE TO THE FRENCH IN THE LIGHT OF GAUTIER-SAUVAGNAC'S
DESCIPTION OF LIKELY FRENCH TACTICS.
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TO FCO : :

REPEATED FOR INFORMATION TO: BONN, BRUSSELS, DUBLIN, THE HAGUE,
COPENHAGEN, ROME, LUXEMBOURG, UKREP BRUSSELS, MADRID
WASHINGTON, LISBON, TOKYO, UKDEP OECD, UKDEL STRASBOURG
CONSULATES GENERAL FRANCE

FRANCE: ECONOMIC REPORT FOR JANUARY 1988
SUMMARY

l. The economy grew a little faster than officially predicted
in Q4: 0.4% compared with a predicted 0.1%, to give marketed
GDP growth in 1987 of 2.1%, the same as in 1986. In December
INSEE had predicted 2.0%. The extra growth in Q4 was again
the result of higher than expected consumption by households.

2. In 1987 households increased their borrowing by 40% to
compensate for low increases in real incomes. Nevertheless
the level of consumer credit is still low compared to many
industrial countries and households may increase borrowing
again in 1988 to compensate for another expected low increase
in their real incomes.

3. There was a balance of trade deficit in 1987 of F31.4 billion
continuing a deterioration in France's foreign trade performance
since 1984. But there were some encouraging trends’ in'trade
volumes.

4. The retail price index rose by 3.1% in 1987 bettering
the government's target of 3.4% but prices of services continue
to outstrip other prices.

5. Unemployment rose slightly in December to 2.56 million sa
(10.4%) .

6. Share prices rose in February, following a steady decline
since Christmas, as the market awoke to the possibility of
takeover bids on undervalued companies. Meanwhile, much
attention has been given to alleged irregularities, including
accusation of insider dealing on the financial markets.
Legislation reforming the Stock Exchange came into effect

at the end of January and on 1 February the financial futures
exchange and commodities exchanges were merged.

7. The central government budget deficit is likely to be
F10 billion to F15 billion less than the planned F129.3 billion.

8. Although the economy is growing a little faster than
officially predicted, prospects for 1988 remain uncertain.

.



DETAIL

Economia Activity

9...0n a‘quarterly accounts basis marketed GDP grew by 2.1% in
1987. This is an improvement over the Government's September
1987 prediction of 1.5% but less than their September 1986
prediction of 2.8%.

10. Although the rate of growth of the economy slowed in Q4

it continued to exceed official predictions, chiefly because-
household consumption was more resilient than expected. 1In

Q4 marketed GDP grew by 0.4% instead of 0.1% INSEE had predicted
in December and consumption by households increased by 0.4%

in contrast to a 'predicted fall of 0.1%: :Phe resilience

of consumption by households is confirmed by surveys showing

a 4.2% increase in turnover in the retail trade in December,
more than compensating for a 3.1% decrease in November, and

car sales remaining at a high level in December and January.

11. The likely trend of consumption by households remains
uncertain. Although it increased more quickly than expected
in 1987 Q4 it nevertheless slowed in comparison with Q3 and
retailers report a fall in demand sa for consumer durables in
January. They are reducing orders from wholesalers because
they judge their stocks to be excessive. Nevertheless, they
remaln mouderately optimistic ahaut prospects as do the Centre
d'Observation Economique of the Paris Chamber of Commerce and
Industry who predict that consumption by households will
continue to increase during the first few months of 1988 as a
result of an increase in real incomes at the end of 1987.

A further rise in consumer spending might be partly financed
Ly Llie continued increase in consumer borrowing predicled by
a leading French bank, Indosuez. Despite an increase ot
almost 40% in 1987, consumer credit remains less impartant

in France than in many industrial countries.

12. INSEE's industrial production index sa excluding building
and public works remained stable in November at 105.

(The index for October has been revised upwards from 104 to 105.)
INSEE's three months moving average index September to November
also remained stable at 105, 3% higher than in the same period
301986

13. Industrialists replying to INSEE's survey completed in January
report that production has increased. They judge stocks in
general to be below normal levels. Export demand has increased

but demand in France has fallen chiefly because of a fall in

orders for cars. Industrialists predict that the increase in
production will slow.

14. 1987 was a particularly good year for the car industry.
3,051,830 cars were produced, the first time that more than
3 million cars have been produced in a year since 1979 when
a record 3,220,394 cars were produced. Car production was 10.1%

e
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higher in 1987 than in 1986. 1,681,132 cars were exported:

55.1% of total production and an increase of 8.4% over 1986.
Imported cars share of the French market remained virtually

stable at 36.1% in 1987 compared with 36.4% in 1986.

15. The financial situation of industry remains generally
good. 83% of industrialists replying to an INSEE survey
completed in December judge their company's financial situation
to be normal or better than normal. This compares with 80%

in December 1986 and 85% in March 1987.

16. The cost of imported raw materials (excluding precious
metals) rose in 1987 in francs by 18.8% and in foreign currency
by 2.1 8!%

17. There were 30,766 company bankruptcies recorded in 1987,
3,684 more than in 1986. The largest proportional increases
were in transport and telecommunications 16.9% and building

and public works, 16.0%. Bankruptcies recorded in industry
increased by 3.2%, in services to households by 9.6% and
services to companies by 14.2%.

Inflation

18, INSEE have confirmed that the re:ail price index rose by
0.1% in December and 3.1% in 1987 as a whole, higher than the
1986 outturn figure of 2.1% but below the 1987 target of 3.4%.

A notable feature of 1987 was the 7.8% rise in the prices of
private sector services, following the abolition of price controls
on services at the end of 1986. Private sector service prices
rose very rapidly in 1987 H1 before stabilising at an annual
rate of 4.8% in 1987 H2 and 1987 Q4. By comparison the rate

of increase of the general index was 2.0% in 1987 H2 and 1.6% in
1987 Q4. : :

19. The annual average increase in inflation in 1987 was also
Bl %

Trade

20. There was a balance of trade deficit in 1987 of F31l.4
billion FOB/FOB, following deficits of F30.7 billion in 1985

and FO.5 billion in 1986. The trade deficits in 1986 and 1987
were reduced by the sharp fall in the cost of imported oil.

It is hard to guage the underlying trend, since gains to the
balance of trade from lower oil prices ahve been partly offset
by reduced exports to the oil producing countries as a result

of a fall in those countries' revenues. France's energy imports
fell by F87 billion in 1987, for example. While French exports
to OPEC countries fell by F43 billion.

21. Nonetheless, the foreign trade position appears to have
deteriorated since 1984. At the heart of the problem is the
steady decline in the balance on manufactured goods from a
surplus of F97.3 billion in 1984 to iai defliicTticof . F8.6 billion

in 1987, a decline aggravated in 1987 by a fall in the surplus
on arms exports to F26.4 billion from F34.3 billion in 1986.
Until 1987 the surplus on arms had remained comparitively stable.

e
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22. The picture has become more gloomy with the publication
by INSEE in January of figures showing that the important
services gector saw a drop in its exports of F1l0 billion

in 1986 to F24.4 billion, partly linked to theTfall In larcge
contracts. Firms of consultants saw their earnings from
exports drop by about a third in 1986.

23. On the brighter side, however, the trend in trade volumes
improved in" 19870 "THe“increase in  import. . volumes slewed

while the increase in export volumes accelerated, overtaking
Emp ot S o ne 03

Percentage Increase in Imports (CIF) and Exports (FOB) Volumes

Average
1987 Q1 Q2 Q3 otOck /

Nov
Imports 4.2 2.4 202 1%6
Exports 0.4 1625 BT 2:93

24. In 1987 total French imports averaged F76.8 billion FOB
per month compared with F72.0 billion in 1986 and exports
averaged F74.2 billion FOB compared with F72.0 billion.

Labour Market

25. Unemployment rose slightly in December to end the year

at 2,562,500 seasonally adjusted; 10.4% of the labour force
(Pable 2). This was slightly down on the end of 1986, when

the seasonally adjusted total was 2,574,100. 'The age breakdown
shows a significant improvement in the position of young

people over the year, while unemployment among older workers
rose:

December 1986 December 1987
(000s) (000s)
Under 25 862.0 7902
25-40 1::336.3 1:;391=1
50 and over 375.8 38401
Total 205741 2,562 ¢5

26. In spite of continuing high levels of unemployment among
young people, Community programme (TUC) organisers have reported
difficulties in filling places. The Social Affairs and
Employment Minister wrote in January to the Director General

of the ANPE (the public employment service) reminding him that
young people who refuse community programme places without

good reason should be struck off the employment register.

27. A decree signed on 17 December allows the unemployed to
register for benefit either at job centres or at unemployment
benefit offices.
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28. A new law on the employment of disabled people came into
effect on 1 January. The law requires firms with 20 or more
workers to employ at least 3% disabled people in 1988, rising

to 6% in 1991, or to pay into a fund for the employment of
disabled people. Renault has announced plans for over 1,200 job
losses at its Flins plant, part of its 1988 redundancy programme,
which involves over 3,000 jobs.

Pay
29. The 1988 public sector pay round opens in mid-February with
negotiations in the banks, the railways (SNCF) and the civil
service. For the first time since 1976, there has been no
written directive from the Prime Minister to the Ministers
responsible for public sector industries, but the overall rise
in payroll is not expected to be much in excess of inflation
(forecast to be 2.5% over the year). Renault management's

first offer was 0.5%. In the private sector, general pay
increases are also expected to be low - the chemical industries
association has recommended its members to settle for 2%;

the o0il industry has recommended 2.5%. Commentators note that
more companies are proposing individual, merit-based increases.

30. A study of the pay of graduate engineers working in France
in 1986 found that the median salary was 242,000 francs a year.
Lower paid jobs (around 200,000: francs) included the civil
service, teaching and research. The highest paid were
administrative and commercial managers (315,000 francs) and
company directors (423,000 francs).

spcial Security : i

31. A breakdown of, 1987 results and 1988 forecasts for the
régime général which provides social security cover for private
sector employees, shows that the health care fund is expected
to remain in surplus in 1988, following a significant fall in
the rate of 'increase in health care spending'. Health care
spending fell 0.8% at constant prices in 1987, compared to

a rise of 8.1% in 1986.

LES COMPTES DES BRANCHES DU REGIME GENERAL
Résultats 1986 — Prévisions pour 1987-1988 :

RECETTES DEPENSES SOLDES
i 1886 1987 1988 1988 1887 1988 1986 1987 1988

En millions de F : -

—maladie ..........co00nnnn 319.322 335.177 346.933 326.869 332.292 346.432 — 7.547 +2.884 + 500
— accidents du travail ....... 39.300 40.662 40.510 36.841 38.116 38.827 + 2.459 +2.546 + 1.682
—vieillesse ................. 176.918 196.202 201.614 182.523 205.947 220.983 — 15.604 —9.745 — 19.369
— allocations familiales ....... 159.224 164.255 169.177 158.568 164.080 1712268 ' |+ 656 | + 175 — 2.049
Régime général/total. ........ 684.765 736.296 758.233 714.801 740.435 T77.468 — 20.036 — 4139 | — 19.235

Financial Markets

32. Legislation reforming the stock exchange became effecitve

on 23 January. The legislation is mainly concerned with
dividing the responsibility for regulating and operating the
stock exchange (previously held by the Chambre Syndicale des
Agents de Change) between an elected Conseil de Bourse de Valeurs
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on which representatives of Sociétés de bourse are in a
majority and an Institution Financidre Spcialisée (IFS)

which will be set up by the société€sde bourse who will

share its capital. The Conseil de Bourse de Valeurs will
regulate the stock exchange and the IFS will operate it.

The legislation also reinforces the powers of the Commission
des Opérations de Bourse (COB) who police the stock exchange.

33. This legislation complements a decision announced by the
Ministry of Finance in March 1987 that they would authorise
the opening up of the capital of sociétés de bourse to banks
in stages of up to 30% from 1 January 1988, 49% from 1 January
1989 and 100% from 1 January 1990. This will be followed by
the abolition on 1 January 1992 of the 180 year old monopoly
for dealing on the stock exchange held by the sociétées de
bourse (previously known as agents de change). A number of
foreign banks including British banks are among those who
have announced agreements to participate in the capital of
sociétés de bourse.

34. Other legislation came into effect on 1 February merging

the financial futures exchange (MATIF) with the smaller commodities
exchange (see paragraph 27 of the MER ‘or September). The

Ministry of Finance said that the merger was necessary to help ;
the commodities exchange meet competition from abroad particularly
on new white sugar contracts opened in London and New York.

In Paris the white sugar contract is the mainstay of the exchange.

35. Share prices drifted downwards between Christmas and the
end of January with the exception of a brief rally in the middle
of the month. Dealing on the stock exchange was thin and the
atmosphere gloomy. Dealers blamed the fall in prices on the
willidrawal of foreign investars and the disaffection of small
shareholders. 0On 29 Jauuary the CAC index ol French shares

hit a low point of 251.3, almost 10% below the beyinning of
January and 39% below the level attained just before the stock
exchange slump in October.

36. The market recovered some of its lost vitality in the first
half of February when investors awoke to the possibilities of
takeover bids on undervalued companies. Dealing increased in
volume and share prices rose. The CAC index gained almost 9%

in the first week of February. On 17 February the CAC index

had risen to 290.9.

37. The privatisation of MATRA (see paragraph 43 of the MER for
December) was successful. In all there were 300,000 applications
for shares, considerably more than expected. Just over half of
these (165,000) were from small shareholders. There were
applications from 80% of MATRA's employees and 50% of former
employees totalling 14,000. Applications for more than 10

shares from the feneral public and institutions had to be scaled
down because there were insufficient shares to meet demand.

When MATRA shares were readmitted to the stock exchange on

8 February they were quoted at F123 compared with the
privatisation offer price of F110 and the price when quotation was
suspended before the privatisation of F122. Partly because

of fears of the continuing fragility of the market, and partly
for technical reasons Monsieur Balladur has however ruled out
further major privatisations before the presidential elections
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in April/May.

38. There has been much press coverage of claims by a
subsidiary of the French Atomic Energy authority COGEMA

that they have been defrauded of F255 million (£25 million)

by a French stockbroker, Buisson. According to the financial
press the money has disappeared during dealing on the financial
futures market conducted by a financial services company,
Arbitrage SA on behalf of Buisson. COGEMA have brought charges
against Buisson and Buisson have brought charges against
Arbitrage SA.

39. This followed accusations in December by the Commission
des Opérations de Bourse (COB) responsible for policing the

stock exchange of insider dealing by two sociétés de bourse

(dealers), Boscher and Puget. -

40. Monsieur Balladur, the Minister for Finance, said in a

speech on 2 February that it was important for the future of
the markets that the authorities ensured that the recgulations
were respected and imposed sanctions on those who broke them.

Money Supply

41. M3 grew by 9.1% in 1987 (measured on the average for the last
quarters of 1987 and 1986) exceeding significantly the
Government's target range of 3% to 5%. M2 grew by 4% and

was thus within the Government's target range of 4% to 6%.

The Government has not fixed 1987 target ranges for the other
aggregates. 1In 1988 it has fixed a target range for M2 only:-

4% to 6%.

The evolution of the money supply aggregates in 1986 and 1987
were as follows:

Billions of francs

at end December 1987 1987 1986
(unadjusted) % change % change
M1 1463.3 4.0 .8
M2-1 L2500 4.0 2.6
M2 257139 4.0 4.8
M3-M2 898.4 270 355
M3 36123 9.1 4.5
L-M3 473:.2 3555 40.3
L 4085.6 188 b7 7 |
L-M1 26223 16%3 T

Interest Rates

42. On 25 January the Bank of France reduced its intervention
rate from 7.5% to 7.25% and its seven day repurchase rate

from 8.0% to 7.25%. This follows reductions made on 24 November,
3 December and 5 January (see paragraph 5 of the MER for
December. The Bank of France said that the latest reduction had
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been facilitated by the stability of the franc on the foreign
exchanges and by a favourable rate of inflation in France.

External Debt

43. France's medium and long term external debt fell by
RSl ened nEORITR0 3. Eo B8 1 Badddiant ad “ther yates. of
exchange on 30 September 1987. F5.2 billion of the

decrease was due to debt repayments and the remainder to

a correction to previous estimates for the debt and to a slightly
favourably movement in exchange rates. Calculated in dullars

the external debt amounted to 62.5 billion dollars on

30 September 1987.

Eidscal iPolicy

44, 'Les Echos', a financial daily, reported on 5 February

that the Ministry of Finance estimates the central government
budget "deficit 1987 to be F1l0 billion ‘to FI5 billion. less.than
the planned deficit of F129.3 billion and the Government's.
November prediction of a deficit of F129.2 billion (see paragraph
44 of the MER for November). According to 'Les Echos'
expenditure by some Ministries, particularly the Ministry of
Defence, has been less than planned and tax receipts higher

than expected.

45. Since the beginning of 1988 the Government has committed
itself to two projects involving subslanlial medium term
expenditure of public funds. In January they announced an
order for 330 Rafale fighter aircraft from Dassault with the
first aircraft due to be delivered in 1996. So far foreign
aircraft constructors have not accepted invitations to join
the project and share the cost. At the beginning of February
the Government announced the construction during the next ten
years of 2700 kilometres of toll paying motorway and 2000
Kilometres od dual carriageway built to motorway standards
but on which no toll would be levied. This would almost
double the length of motorway type roads from the existing
6,500 kilometres to 11,300 kilometres.

46. A little over F40 billion of the privatisation receipts

appears to have been used directly or indirectly to reimburse

the 'emprunt 7% 1973', more commonly known as the 'emprunt Giscard',
a controversial loan since it was indexed to gold. It raised

F6.5 billion in 1973 but its reimbursement has cost the Government
around F90 billion: F55 billion in capital repayments and F35
billion in interest. 'Le Monde' reports that the Government
redeemed the loan as follows:

Before the due date: Fiibadddon

'Emprunt Giscard' bonds bought
by the Government 155520

'Emprunt Giscard' bonds exchanged
for other Government bonds 1250

'Emprunt Giscard' bonds exchange for
shares in privatised companies BLi5

'Emprunt Giscard' bonds redeemed on
1Q At
i o



47. The bonds bought by the Government before the due date and
redeemed on 18 January totalled, according to 'Le Monde'!
F42.9 billion.

48. The nominal value of the national debt has only been
reduced by F6.5 billion, the value of the original loan.

Assessment of Economic Prospects

49. Prospects for 1988 remain uncertain. Although the rate
of growth of the economy slowed in 1987 Q4 it continued to
grow faster than officially predicted, chiefly because of

the resilliance of consumer spending. The first half of 1988
may see a continuation of this trend with consumers again
increasing borrowing and drawing on saving to supplement

a further modest increase in real incomes. (Consumer credit
is still at a low level and the personal savings rates fairly
high.) :
50. The weakness of the economy remains the performance of
foreign trade. An encouraging improvement in exports volumes
in 1987 H2 (see paragraph 23) may be reversed if the growth

in world trade slows in 1988. A further decline in the dollar
would be damaging. French goods still appear to lack a
competitive edge. A six-monthly survey by the Paris Chamber
of Commerce and Industry published in February is pessimistic
on ‘thisipoint.

51. 1If exports lose pace in 1988 constraints on consumer
spending may become necessary to limit imports. But these
are unlikely to be imposed before the presidential elections
in May.

52. Although the prospects for the economy in 1988 are uncertain
the longer term looks a little more encouraging. The foundations
for a steady improvement in the economy are slowly being laid.
Wage increases remain moderate, inflation is under control

and investment is increasing. These gains ought' eventually

to translate into increased competitivity for French industry.
But much will depend on the development of the world economy.

FRA?A& £ omomic

Ec O (1)



TABLE 1

ECONOMIC ACTIVITY

(3 change on year earl:er]

'
|

' Real GDP

i

i

| i Nominal GDP Total ;Manufacturing Housing' Retail
; (Marketed)} (Marketed) Industrial (1) Starts Sales
(1) (18) Output (1) ] Thousand (Volume) (3)
j % (2) 1978=100
' 1
! I
1984 i 1 8.8 1.6 ! 03 2832 9.0:..5
| |
nnual 1985 1 5 p 3 ‘ 1.6 B 295.5 89.3
eries l '
i i
1986 2% T 2.0 l 1811 295.5 90.3
1986 Q4 0.3 5o W 0.6 88. 2 90. 1
i i , |
' l |
1987 Q1 -0.2 : 150 1 03] -0.8 770 89.0
L 1 i
19877 .02 131 %7 Sy« B 330 75.8 88.6
(
1987 Q3 18 1 2.0 } 02 | ai2 89.9
1937 (4 () =4
@gﬂ;; Zource: Nationel Accounts (2) Sotrce: Bulletir Mensuel de Statistique (INSEE)
OOl G ¢

Tendance de Conjuncture: Graphique sur 10 ans (INSEE)




TABLE 1A

ECONOMIC ACTIVITY

Industrial Production Retail Sales
excluding building and value
civil engineering 1978 = 100 sa
1980 = 100 sa
19817
January 99 1841 &2
February 102 174.6
March 103 165.9
April 102 87 9729
May 103 174.6
June 105 168.6
July 104 180.0
August 104 17229
September 105 151728
October 105 181.4
November 105 a6
December 183150

Source: INSEE Informations Rapides



TABLE 2

LABOUR MARKET

(All figures seasonally adjusted)

Unerployment (sa)
(1)

Total Employment
(2)

Employment in non-
agricultural market
sector (1)

Employment in
Industry excluding
construction (S

Industrial Disputes working
days lost (excluding
agriculture and public
administration (3)

Local General
Disputes Action
, (Annual
984 2,34C,500 ayerage) | (March)21,350,000 (31 Dec) 5,002,200
185 2:45€, 200 DB R [ mpch) 21,319,000 (31 Dec) 13,482,800 (31 Dec) 4,876,800 | 726,717 158,175
average)
136 ik 3 (March) 21,354,000 (31 Dec) 13,488,500 (31 Dec) 4,755,400 567,689 473,830
average)
2,516,666
187
(March) 21,405,000 (31 Mar) 13, 494,300 (31 Mar) 4,733,400 (Apr) 36,649 7,451
June 2,645,400 (10.7%) (30 Jur) 13, 515,400 (30 Jun) 4,710,600 (May) 38,568 18,396
uly 2,638 ,100:610.7%) (30 Sep) 13,491,800 (30 Sep) 4,678,900 (Jun) 37,462 13,771
gy 2,649,200 (10.7%) (Jul) 34,310 =
sept 2,596,900 (10.5%) (Aug) 5,258 -
ot 2,571,700 (10.4%) (Seg) 40,212 1,335
Nov 2,546,400 (10.4%) (oct) 56,664 8,327
Dec 2,562,500 (10.4%)

(1)
(2)

*!“"v}

INSEE Informations Rapides
INSEE Annual Labour Force Survevw

Frployment figures revised to

take account of 1982 census results.

¢/l



(1) btatistiques du Travail, Ministeére des
Affaires Sociales

(2) INSEE: Informations Rapides
TABLE 3 (3) INSEE: Economie et Statistiques, January 19¢

PRICES AND EARNINGS

(% change)
: I :
Consumer . Wholesale i Average Unit Labour i Productivity
Prices i Prices: Metal | Earnings , Costs: . (Annual average percentage ;
(2) . Productsii (2)0 Hiadd) ' Mechanical and ; rate of growth in the hourly
Annual rate Annual rate | Electrical + productivity of labour for !
: Industries (2) ! trading sectors excluding |
| ; agriculture, housing and ;
f | financial services (3) f
| i X
! ! ! 1
1984 6.7 i VS(APT) 1.9 8.5 ! !
: | : o
; ' :
1985 4.7 73 :  (Apr) 6.1 6.0 :
| | | i o
1986 2: 1 i -4.8 : (Apr) 5.3 4.5 ;
; ! i 1967=73 5.2 |
i 19.73~79 16 |
| 1979-85 2.5 ;
1985-87 2.3 !
1987-91 2.9* !
December (Oct)r 3.9 > |

1937 ; f
June 3.9 =B P00 :
July 34 =224 L& B ;
August 3.5 0.5 0050
September 3 2 1.8 |4 003
October B Siel 1. 9.4
November 3.2 242 g B
December 3.1 6.4 0RO

Vi

S S !
+

* POl ouast



M1* M3 * 3-month inzerest Government Franc/ Franc/
(Annual Growz=h) ({Annual Growth %) rate % avezage on Bond Yield Dollar Pound
(1) 1) tae money markat % long term (1) (1)
TEOP (i) TME (i)
1984 1@. 4 933 187 (Beg): 41579 8.74 11.64
1985 & 626 .95 {Dee) 510,47 8.99 1955
1986 5.9 4.4 6,913 10.16
191887
Ma g7 755 822 8.83 55197 9.9.7
| June 4.5 7.6 8.33 9.32 6.08 9.91
July 2.8 il .95 Cen 615 9 .90
August 8.1 798 8.00 9.85 6.20 9.90
September 3.4 B4 71.98 1028 6.05 9i.95
October 8.6 8.8 8 .33 10.66 6.02 10.00
November 8.79 1002
' December 10.00

*Calculated on the basis o>f a 3-month average for the same pericd n each year (Bank of France)

(18 - 'Sources

i a3
s
e s

Banque de France,
(2) Source: Bulletin Measuel de Statistique (INSEE)

Statiszique Monétaires provisoires



&

TABLE:.5

TRADE

(All figures seasonally adjusted)

Exports (1) Imports: (%) Trade Balance (1) Current Account !
Billions of Billions of Billionsiof ‘firancs Balance (2)
francs FOB sa francs FOB sa Francs FOB/FOB sa Billions of francs sa
1984 850 .4 874 .8 -24.7 - 7.3
1985 906.0 936.7 -30.7 i R
1986 863.6 864.1 - 0.5 258
1987 (accumulated)
July 750178 781232 -3.054
August 76.546 155635 =l 089
September 75.650 78.039 =2503819
October 74 .964 79% 8312 -4.868
November 79.591 30.273 20,682 =26.0
December 81k.597 82.480 ~-0.883

soupce:

N
’::fi( 2) source:

INSEE Informations Rapides
Ministry of Finance Communiqué
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TABLE 6
TEADE
Volumes anc Value (1)
l Vclume of Exports Volume of Imports Value: of | Value of
kiRl iens. of 1980 billiong of 1980 Exports FOB Imports CIF
francs FOB francs "@1F 1980 = 100 1980 = 100
1986 551008 6413 0] 154.6 140.4
i 3
i1987
; April 4559 5554 1:56:./0 31959
" Hay 45.9 58 .1 157, 7 138.4
June 46.3 56.5 158..0 140.1
July 46.1 577 158.2 139.2
Lugust 46 .7 503 15958 139:0
September 4570 581 154..3 140.5
October 46. 4 58.5 156.3 140.2
Novembexr 49.0 5801 15656 141.7

(1) Source:

INSEE Informations Rapides




TABLE 7

FRANCE: TRADE WITH UK
(Billions of Francs)

Exports to UK Imports from UK Balance
(FOB) (CTEY) (FOB/CIF)
1984 64.284 72.888 -8.604
1985 712592 78,936 =7 <344
1986 72.708 58.068 14.64
1.9:87
June 6.343 5.636 0707
July 61403 65013 0.39
August 6.694 6.098 0.596
September 6.756'5 5414 1389
October 66207 6.097 0°%.530
I Nlovember 6.96b 5w 740 1.2256
December 72387 5. LOB 1.679

Source: INSEE Informations Répides

it
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FROM: S P JUDGE
DATE: 19 February 1988

APS/CHANCELT.OR cu Mr Anson
Mr Kemp
Dr Freeman - CCTA
Mr Paynter - CCTA

COLLABORATION BETWEEN THE UNITED KINGDOM AND FRANCE

The Paymaster General thinks it would be sensible for the

Chancellor to see the attached submission from Mr Paynter.

2 Mr Kemp suggested that I check whether the FCO have been
kept in touch. Mr Paynter tells me that CCTA have kept the FCO's

energy and science unit, and our Paris Embassy, informed.

we e
/\;\ \9 i @’
ng(\\/\’ v‘q' v

A\

S P JUDGE
Private Secretary
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FROM: R M PAYNTER
DATE: 12 FEBRUARY 1988

PAYMASTER GENERAL cc: Mr Anson
Mr Kemp
Dr Freeman

COLLABORATIOthETUEEN THE UNITED KINGDOM AND FRANCE

You may remember that when we discussed the strategic importance
of standards with you at the Agency on 2 February, we covered the
Agency's activities in Europe. This minute is to advise you of
an imminent development: the signing of a formal agreement with
the French.

For some time now, Agency staff have been involved in Information
Technology (IT) standardisation in Europe. We participate at all
levels, managerial to technical, in such European Commission
organisations as the Public Procurement Sub-Committee on IT. Our
technical credibility coupled with the size of the Agency's

value in the environment created by recent EC legislation has
further increased our visibility.

Through this participation in Europe, we have developed a close
relationship with the French Government's top IT Committee,
CIIBA. In conjunction with CIIBA, we have drawn up the attached
agreement which puts our cooperation on a more formal basis. We
are intending to sign the agreement by the end of this month,
before meeting early in March with representatives of the West
German government. ;

Although the agreement is simply a statement of existing practice
and commits neither side to anything new (our current resources
allocated to this work is considerably 1less than half a man
year), its signature will be an excellent signal that the public
sectors in Europe are pulling together: we will talk to the
French about the appropriate publicity for the agreement. Apart
from the pooling of technical experience and expertise, such
visible cooperation between our major procurers of IT equipment
and services (especially if the agreement should be extended to
include the Wwest Germans) could have a major impact on European
standardisation activity.



PMG2

The CCTA' represented by ® 8 5 0 5 0 0 8 PN
and
The CIIBA, represented by its vice-president, Mr Favier

have agreed as follows:

Whereas European administrations are obliged to refer, in their
contracts, to European standards (and international standards
where these are registered in their country), and the
characteristics of the use of information technology are
relatively specific and identical from one country to another, it
would appear highly desirable for continuous consultation to
become established among them in order to:

- define common functional specifications necessary for their
activities;

- present an adequate market to obtain suitable products.

Consequently, the signatories to this agreement agree as follows:

(1) They will act Jjointly on European, and if possible
international standardisation, in particular within the
OSITOP association, by proposing common profiles for
administrative applications and by adopting concerted
positions (to be presented both directly and through
organisations such as OSITOP and EWO0S).

(2) They will co-ordinate their actions by means of regular
quarterly meetings to do with national bodies sharing
comparable or complementary responsibilities may be
invited, as necessary.,

(3) They will present all the results of these exchanges in
the form of projects between administrations for

national and European use, in particular within the
OSITOP association.

DOne at ® &2 0o e 5 0 00 0 e 0 e 0 e 0 s

This ® 0 0 0 008 e e 000 e 00 e 8o
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CONFIDENTIAL

SAVING TELEGRAM /
FROM PARIS /
CONFIDENTIAL

TO FCO TELNO SAVING 9 OF 22 FEBRUARY 1988

SAVING TO (FOR INFO) EC POSTS, WASHINGTON, MOSCOW, UKDel NATO,
HMCGs IN FRANCE

MY SAVING TELNO 6 OF 11 FEBRUARY 1988

FRENCH INTERNAL POLITICS

SUMMARY

1. Mitterrand and Chirac have highlighted the Brussels Council
as a cohabitationist success. The Barre and Chirac campaigns
are well into their stride: the mood in Barre's camp has
steadied; that in Chirac's remains confident, as Chirac
exploits his several roles of Prime Minister, Mayor of Paris,
and presidential candidate. Mitterrand will not announce his
intentions before the NATO Summit: the general expectation
remains that he will run. The polls show that if he does, he
will start the comfortable favourite: but awareness is grow-
ing that he may not be unbeatable.

DETAIL

2. The European Council and its aftermath have provided the
presidential elections with keen competition for press and
public attention, even if Mitterrand and Chirac were quick
to claim on their return from Brussels that their joint per-
formance had been a model of cohabitationist virtue. Despite
this distraction, the campaign is settling into its stride,
with Barre and Chirac holding huge rallies in Paris and the
provinces, and jostling for television time and advertising
space. Mitterrand ensures that his presence is felt by main-
taining his conspicuous absence from the official lists.

3. The mood in Barre's camp has steadied. The impact of his
intense campaigning over the past ten days has yet to be
measured by the opinion polls, but his entourage is hopeful
that the slide has stopped and that it should now be possible
to recapture ground lost to Chirac. Barre has been trying to
inject more informality and humour into his style, while
continuing to insist that his record of consistency and
independence makes him «different» (an implied contrast with

Chirac). He has also been attacking the Socialists' performance

in government, putting forward policy proposals of his own,

and making ostentatiously friendly gestures towards the parties

within the UDF.

/4. Chirac
CONFIDENTIAL




4. Chirac has sustained his usual frenetic pace, juggling his‘
roles of Prime Minister, Mayor of Paris, and official candidate
for maximum electoral impact. He continues to mark Barre
tightly, insisting that the only «differences» between them

are of style not substance (implying that he is the younger,
more energetic, more exciting Right wing model). He has also
drawn up a balance sheet of the government's performance

since he became Prime Minister which the Socialists have been
guick to attack, not least its claims of progress in tackling
unemployment. We shall hear much more of such arguments in

the weeks ahead as Chirac and Barre denigrate Mitterrand's
achievements; ac the Sncialists denigrate Barre's performance
as Prime Minister under Ciccard and Chirac's periformance since
1986; and as Barre and Chirac try subtly to denigrate each
other, without wrecking their «code of good conduct». There

is already a war of posters presenting the images Barre and
Chirac have chosen for themselves: Barre solid, reliable;
Chirac dynamic, courageous.

5. Mitterrand has said he will not announce his decision until
after the NATO Summit: Rocard has suggested that the declara-
tion will be on 15 March. Other Socialists think it may be
even later. Few in or out of the party now doubt that he

means to stand. The polls indicate that he remains extremely
popular and that his support goes considerably wider than the
Socialist Party (PS) itself. However, there has been a
detectable note of caution creeping into the articles of some
of the more prominent political commentators in the last few
days. They still make Mitterrand clear favourite, but they are
more disposed than Lhey were to acknowledge that he could be
vulnerable on a number of counts: his age; boredom at the
thought of another Mitterrand term; memories (which the Right
are doing all they can to revive) of the PS government's
performance from 1981-84; and doubts about what he would do

if he were re-clected (sn far he has given no hint). There is
wider recouynition than there was a few weeks ago that the vul-
nome of the race is not a foreyuune conclusion.

&

."
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UNCLASSIFIED
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FROM: MISS M P WALLACE
DATE: 22 February 1988

PS/PAYMASTER GENERAL cc Mr Anson
Mr Kemp
Dr Freeman CCTA
Mr Paynter CCTA

COLLABORATION BETWEEN THE UNITED KINGDOM AND FRANCE
The Chancellor was grateful for your minute of 19 Fcbruary. He has

commented that this looks good, but he would like to know what it

will actually mean in practice.

V\/\/‘Q\/\/.

MOIRA WALLACE



FROM: R M PAYNTER
DATE: 24 FEB 1988

APS/CHANCELLOR cc Paymaster General

4& g)%/ Mr Anson
/’l”\v“J\J ()é Mr Phillips
/ S ¥
\

Dr Freeman

COLLABORATION BETWEEN THE UNITED KINGDOM AND FRANCE

The purpose of the proposed collaboration between CCTA and
CIIBA, the French Government’s top IT committee, is to
provide a clear signal to IT suppliers that two major
European administrations intend to purchase computer
communications equipment constructed to identical

specifications based on international standards.

In practice, the basis for such a specification already
exists. It is known as ‘GOSIP’ [Government OSI Profile] and

has been developed by a cooperative UK venture led by CCTA,{E"”

involving Departments and the computer trade. It is believedzk:f'

that the French intend to adopt this, and to cooperate 1in its
further development. There are good prospects that GOSIP
will also be adopted by other European administrations, by
local authorities and by private sector organisations. This
is being encouraged by the European Commission. The US
Government team developing a similar specification has drawn
on CCTA work and is also considering a collaborative

arrangement. The eventual market size may thus be very large.



Y

Three beneficial effects are expected from this work.
Firstly, the choice ' of international standards for the
specification of ﬂétworks will allow any technically competent
supplier to bid, thus providing higher levels of competition
with conseguential benefits to the purchaser. As a result, it
will reduce our dependency on single or limited sources of
supply and help protect existing IT investment. Lastly, the
size of the market for products which conform to this
specification will be increased, providing opportunities for
European suppliers.

Overall, these initiatives are very important if flexibility
is to be built in to the computer systems. This will insulate
Departments from some of the risks of the changing technology
and provide a stable platform for future developments,
irrespective of whether the service is provided in-house or

by an outside contractor.

R M Paynter
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FROM: MOIRA WALLACE
DATE: 29 February 1988

L

MR PAYNTER cc Paymaster General
Mr Anson
Mr Phillips
Dr Freeman

COLLABORATION BETWEEN THE UNITED KINGDOM AND FRANCE

The Chancellor was grateful for your minute of 24 February, and has

commented that these are good developments.

P

MOIRA WALLACE
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MY SAVING TELNO 9 OF 22 FEBRUARY 1988 : THE FRENCH PRESIDENTIAL
ELECTIONS '

SUMMARY

1. The presidential campaign is on hold, waiting for Mitterrand.
Chirac's machine shows its class; Barre's is ramshackle in
comparison. Mitterrand emphasises his presidential role,
reinforcing the carefully cultivated image of national rassembleur.
The Right know they must counter this if they are to win.

DETAIL

2. The momentum generated by Chirac's and Barre's formal
declarations of their candidacies has spent itself. Both continue
to give . speeches ahd tour thevcountry, .but there /sis-at present
more sound than fury. The campaign is on hold as all await
Mitterrand's announcement, now variously rumoured for 10, 15,

19 or 20 March. (Barre himself told us yesterday that he expects
it to be earlier rather than later.)

3. There has been little change in the opinion polls in recent
days, a reflection of the current lull. Mitterrand's ratings
have slipped a point or two to 36 or 37% in the first round;
Barre and Chirac remain locked together on about 20% each, some
polls giving Barre the edge, others Chirac. For the moment the
battle on the Right is too close to call, although a front-
runner may emerge once the Socialists have an official candidate
(which nearly all now assume will be Mitterrand) and a war of
movement begins.

4. The first six weeks of the campaign have confirmed the supre-
macy of Chirac's RPR machine compared to the ramshackle UDF
organisation available to (and despised by) Barre. The RPR

are playing a team game: Le Pen is effectively marked by Pasqua,
who delivers weekly successes on the law and order front which
may have more to do with programming by the Interior Ministry than
with regular breakthroughs by the police; and Balladur fulfills

a similar «marking» role in respect to Barre, playing the stern,
hard-headed economist, supervising the economy with a calm
determination worthy of Professor Barre himself. In addition,
Chirac is careful to give a prominent role to younger RPR Ministers
who have made their mark in the past two years, such as Séguin,
Juppé and the telegenic Mme Barzach, with the aim of projecting
an image of youth and dynamism.

R

/5. Barre's
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5. Barre's campaign has seemed plodding in comparison. To

some extent this is inevitable: he has always made much of
being his own man, neither the leader nor creature of any
political party. Nevertheless the mrice of this independence

is that hebears the brunt of electioneering himself and

leaves the parties of the UDF uncertain how to deploy in support
and quarrelling among themselves. He has made a self-conscious
effort in the last ten days to associate the UDF more obviously
with his candidacy, suddenly finding nice things to say about
Léotard and taking him on a trip to Corsica, where they sur-
prised the crowd by singing regional songs together. Such gestures
may help, but overall Barre's campaign has so far lacked the
orchecstrated impact of Chirac's.

6. Mitterrand continues to capitalise on his presidential

status, for the moment leaving it to others to be mere candidates.
Highly publicised foreign visits to Ireland and to the NATO
Summit, and eye-catching domestic initiatives to talk to a class
of immigrant children in Paris or to inspect storm damage in
Brittany, ensure constant and largely uncontroversial exposure.

At present his strategy appears to be to emphasise his role as
the guarantor of the nation's interests, able to calm passions
and unite the country around his enlightened leadership.

7. This carefully constructed image of the philosopher king is
attractive to many voters and both the Barre and Chirac camps
are trying hard to counter it, reminding the electorate of the
Mitterrand of 1981 who was swept to power with 110 Socialist
propositions in his pocket tailored exclusively to the interests
of the Left. So far their efforts to paint him as an 0ld man
with an aggressively ideological past and no programme for the
future have shown little sign of hitting home. They argue

that this will change if and when he becomes the Socialists'
official candidate: the outcome of the election may turn on
whethe? thisg ealeulation is-cuirecl.

8. To the extent that forecasts from me at this stage are
worthwhile, the imdications are for a messy rather than a tidy
aftermath to the election on 8 May. I shall explore this
prospect more fully in subsequent reporting.

%
J//FERGU SSON
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TO PRIORITY FCO

TELNO 283 ;

OF 1118072 MARCH 88
INFO ROUTINE UKREP BRUSSELS, BONN, ROME, TOKYO, WASHINGTON, OTTAWA

THE FRENCH ECONOMY

SUMMARY
1. THE MODEST IMPROVEMENT IN THE ECONOMY CONTINUES, THOUGH
UNEMPLOYMENT IS MOVING UP AGAIN AND THE FRANC HAS THE JITTERS.
CHIRAC AND BARRE FENCE WITH EACH OTHER, SEEKING TO PERSUADE THE
ELECTORATE THERE IS MORE BETWEEN THEIR ECONOMIC POLICIES THAN THERE
REALLY IS, WHILE WAITING FOR MITTERRAND TO DECLARE HIS CANDIDATURE.
SAVE IN RHETORIC, AND IN THE PACE OF PRIVATISATION, MITTERRAND'S
POLICIES ARE THEMSELVES UNLIKELY TO DIFFER GREATLY FROM THOSE OF THE
RIGHT WING CANDIDATES.

DETAIL

2. LATEST INDICATORS SUGGEST THAT THE IMPROVEMENT IN THE FRENCH
ECONOMY APPARENT SINCE THE LAST QUARTER OF 1987 IS CONTINUING.

CONTRARY TO MARKET EXPECTATIONS THE DELAYED JANUARY TRADE FIGURES
(CURRENT ACCOUNT DEFICIT OF FO.6 BN) WERE AN IMPROVEMENT OVER
DECEMBER (F0.9 BN) AND OVER 1987 AS A WHOLE, HELPED BY LOW ENERGY
IMPORTS IN A MILD WINTER AND BY GOOD AGRO-FOOD EXPORT FIGURES. THE
ANNUAL RATE OF INFLATION FELL FROM 3.1 PER CENT IN DECEMBER TO 2.4
PER CENT IN JANUARY. THE LATEST SURVEY OF INVESTMENT INDICATIONS

SUGGEST THAT INDUSTRIAL INVESTMENT MAY, IN REAL TERMS, GROW SLIGHTLY
FASTER THAN LAST YEAR'S FIGURE OF 4 - 5 PER CENT. INSEE HAVE REVISED

UPWARDS THEIR ESTIMATE OF THE RISE IN HOUSEHOLD CONSUMPTION IN THE
4TH QUARTER OF 1987 FROM 0.4 TO 0.7 PER CENT, AND HOUSEHOLD
CONSUMPTION CONTINUES TO BE STRONG, WITH NEW CAR REGISTRATIONS UP 11
PER CENT IN JANUARY AND SALES OF CONSUMER GOODS UP 10 PER CENT. WITH
A SAVINGS RATIO STILL ABOVE THE G7 AVERAGE, AND HOUSEHOLD BORROWING
LOW, THERE SEEMS FURTHER SCOPE FOR CREDIT LED GROWTH IN HOUSEHOLD

CONSUMPTION.

3. THE BOURSE PERKED UP IN FEBRUARY AS THE MARKET REALISED THAT A
NUMBER OF ATTRACTIVE COMPANIES WERE VULNERABLE TO TAKE OVER

BIDS. SHARES IN THESE COMPANIES ROSE, TAKING THE INDEX UP WITH THEM.
BALLADUR WILL HAVE BEEN PLEASED THAT THE INDEX OF PRIVATISED
COMPANIES MOVED ABOVE PAR IN FEBRUARY FOR THE FIRST TIME SINCE THE
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OCTOBER SLUMP. BUT HE IS CLEARLY UNEASY, AT LEAST DURING AN ELECTION
PERIOD, ABOUT THE CURRENT WAVE OF TAKEOVERS, PARTICULARLY BY FOREIGN
COMPANIES, AS HIS ATTEMPTS TO BLOCK THE PEARSON PURCHASE OF LES

ECHOS SHOW. IN A FURTHER MOVE TO MODERNISE THE BOURSE THE GOVERNMENT
HAVE ANNOUNCED THAT FIXED COMMISSIONS WILL BE ABOLISHED FROM 3U JUNE

1989.

4. ON THE DOWN SIDE, UNEMPLOYMENT HAS RISEN SLIGHTLY IN RECENT
MONTHS TO 2.58 MILLION (10.4 PER CENT), AS THE EFFECT OF SPECIAL
MEASURES TAKEN LAST YEAR WEARS OFF MORE QUICKLY THAN EXPECTED.
EQUALLY WORRYING FOR THE GOVERNMENT, ELECTORAL UNCERTAINTY IS NOW
AFFECTING THE FRANC/MARK PARITY, WITH THE FRANC WEAKENING NOTICEABLY
ON 10 MARCH. BANK OF FRANCE CONTACTS ASCRIBE THIS PRIVATELY TO
(UNWORTHY) SPECULATION ABOUT A POSSIBLE REALIGNMENT AFTER THE
PRESIDENTIAL ELECTIONS, AND DISCOUNT ANY SIGNIFICANT LINK WITH THE
CURRENT STRENGTH OF THE POUND STERLING. THE AUTHORITIES WILL AWAIT
NEXT WEEK'S US TRADE FIGURES ANXIOUSLY, FOR FEAR THAT A FALL IN THE
DOLLAR COULD PUT FURTHER PRESSURE ON THE FRANC. THE LAST THING THAT
THE GOVERNMENT WILL WANT IS PRESSURE FOR AN EMS REALIGNMENT BETWEEN
NOW AND THE ELECTIONS.

THE ECONOMY IN THE ELECTION CAMPAIGN.
5. IN THE ABSENCE OF UNEXPECTED SHOCKS, AND WITH THE EXCEPTION OF

UNEMPLOYMENT, THE CURRENT ECONOMIC SCENE LOOKS BETTER THAN SEEMED
LIKELY A FEW MONTHS AGO. CHIRAC AND BALLADUR WILL NOT, HOWEVER, HAVE
AN ALTOGETHER EASY RIDF WHEN THE ELECTION DEBATE HOTS UP AROUT THE
PRESENT GOVERNMENT'S ECONOMIC RECORD. THEY WILL BE ABLE TO POINT 10
A GREATER THAN FORECAS! FALL IN THE BUDGLT DEFICIT, TAX CUTS (THOUGH
TAX AND SOCIAL SECURITY CONTRIBUTIONS COMBINED ROSE SLIGHTLY IN 1987
AS A PERCENTAGE OF GDP), DEREGULATION, THE LIFTING OF PRICE AND
EXCHANGE CONTROLS AND PRIVATIZATION AS SUCCESSFUL AND NECESSARY
FIRST STEPS ON THE ROAD TO A COMPETITIVE FRANCE BY 1992. BUT
MITTERRAND (DIRECTLY) AND BARRE (MORE ALLUSIVELY, SO AS NOT TO
CONTRAVENE THE PACT THAT HE AND CHIRAC WILL NOT OPENLY ATTACK ONE
ANOTHER) WILL BOTH MAKE MUCH OF THE RELATIVELY LOW GROWTH RATE (2.1
PER CENT IN 1986 AND 1987), RISING UNEMPLOYMENT AND THE ALLEGATIONS
THAT IN PUBLIC APPOINTMENTS AND IN PUTTING TOGETHER THE HARD CORE OF
PRIVATIZED COMPANIES, THE RPR HAVE FAVOURED THEIR OWN MEN. THE
SOCIALISTS WILL PREDICTABLY MAKE MUCH OF THE ABOLITION OF THE WEALTH
TAX, AS REINFORCING THEIR VIEW OF CHIRAC'S SECTIONAL INTEREST AND
CONTRADICTING HIS EFFORTS TO PUT ACROSS AN IMAGE OF BROAD NATIONAL
APPEAL.

6. MEANWHILE, THE CAMPAIGN IS STILL HANGING FIRE, A GAME OF TENNIS
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WITH NO BALL. MITTERRAND IS AHEAD IN THE POLLS BUT SILLCNT, AND BARRE
AND CHIRAC SEEKING TO PERSUADE A SCEPTICAL ELECTORATE THAT THEIR
ECONOMIC POLICIES DIFFER FROM EACH OTHER. BARRE ARGUES THAT
INVESTMENT INCENTIVES, COMBINED WITH FISCAL REFORM AND AN EMPHASIS
ON EDUCATION AND TRAINING, ARE ESSENTIAL TO LIFT THE ECONOMY ON TO A

HIGHER GROWTH PATH (3 TO 4 PER CENT): BUT HIS POLICIES ARE UNLIKELY
TO DIFFER GREATLY FROM THOSE OF CHIRAC AND BALLADUR. SO INDEED ARE
MITTERRAND'S, SAVE IN ONE OR TWO RESPECTS, SUCH AS THE PACE OF
PRIVATISATION: THOUGH THE RHETORIC WILL BE DIFFERENT, WITH MUCH
EMPHASIS ON SOCIAL JUSTICE. CHIRAC AND BARRE ARE BOTH STRIVING TO
RESURRECT MEMORIES OF THE DISASTROUS EARLIER MITTERRAND YEARS, BUT
NO-ONE REALLY BELIEVES THAT A RETURN TO THOSE POLICIES IS LIKELY.
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FRANCE: ECONOMIC REPORT FOR FEBRUARY 1988
SUMMARY"

1. Consumption by households remains buoyant. The official
estimate for 1987 Q4 has been revised upwards slightly to an
increase of 0.7% and the signs are that in January it gathered
pace. Although INSEE forecasts a gradual stabilisation there

is still plenty of scope for households to compensate for modest
wage increases and increase spending significantly by continuing
to draw on savings and by borrowing.

2. Industrial production continues to increase, but industrialists
probably underestimated the strength of consumer spending in 1987
Hsz and lost market shares in France tn foreiqgn competitors.
This is in spite of the ending at the beginning of 1987 of a
steady deterioration in the competitivity of French goods.
In contrast French exporters of manufactured goods halted a
steady decline in foreign market shares and made some gains
IR 9I8 7 H 2

and February
3. Inflation fell to 2.4% in January/and the underlying trend
is even better.

4. The fall in unemployment between March and November has

given way to a gradual increase. There were 2,577,800 unemployed
sa in January (10.4%). The impact of special measures taken

last year is wearing off.

5. The government has announced a tightening of the rules on
takeover bids and a closer surveillance of the financial futures
market (MATIF). It has announced that fixed commissions on the
Bourse will be abolished as from 30 June 1989.

6. The budget deficit in 1987 was F120 billion, lower than the
budget estimate of F129.4 billion.
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DETAIL

Economic activity

6. INSEE published national accounts for 1987 Q4 at the end of
February. These and the figures for the earlier quarters of
1987 are at annex 8. INSEE has calculated that in 1987 as in
1986 the largest contributions to economic growth were from
consumption by households and stockbuilding. Investment by
companies made a modest contribution in both years. Exports
made a small positive contribution in 1987 following a small
negative contribution in 1986. See the figures at annex 9.

7. INSEE have revised their estimate of the increase in
consumption by households in 1987 Q4 upwards from 0.4% to 0.7%.
It strengthened further in January. New car registrations
increased by 11.0% over December and sales of consumer goods by
10.0% helped by end of year bonuses paid to employees. Increased
orders from industry suggest that retailers and wholesalers

are expecting a further increase in demand.

8. In contrast INSEE are still forecasting a stabilisation

of households consumption although more slowly than they had
initially expected, having predicted earlier that it would
stabilise in 1987 Q4. They arque that the continued modest
increase i1n households real incomes will gradually moderate.
their consumption. In 1987 although households purchasing

power increased by 1.0% their consumption increased by 2.4%.

They financed the difference by drawing on savings and increasing
borrowing. But they might do so again in 1988 because the savings
ratiovis stillihigh:« 12.8% 1n:1987 comparedéwith a:{Gl~average

of 10.2% in 1986 (latest figure) and the borrowing ratio low:
INSEE calculates it at 6.0% in September compared with 13.0%

in Britain and 15.4% in West Germany.

9. Some economists have also argued that savings will increase
as a result of the stock market slump but this appears unlikely
now. Only 3% of 300 shareholders questioned by the Centre de
Recherche Economique sur 1l'Epargne said that they planned to
increase their savings. 13% said they would save less. 70%
claimed that the slump had not changed their attitude to the
stock market.

10. INSEE's monthly industrial production index sa excluding
building and public works has remained stable at 105 sa between
September and Decémber inclusive. It measures around 65% of
industrial production. The average of the index was 3% higher
in 1987 Q4 than in the same period in 1986.

11. Industrialists replyving to INSEE's monthly survey in February
estimate that production over a wider range than that covered by

the index above has increased steadily over recent months. Stocks
have increased €lightly, chiefly in intermediate goods, but orders
have also increased. Nevertheless industrialists predict that

the increase in production will slow or stabilise in the coming
months.

o
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12. In January 1988 2,622 company bankruptcies sa were
recorded. [ This is 207 more than in January:1987. ''In the

12 months to January 1988 30,968 company bankruptcies were
recorded, 2,845 more than in the preceding 12 months.

Balance of Trade

13. A deficit sa FOB/FOB of FO.6 billion-in January following
a deficit of F0.9 billion in December is an improvement over
angaverage monthly deficit in' 1989 of F2.6 billion.: But these
better fiqures are the result of reduced energy imports during
a mild winter and above average agri-tood exports. The

balance on manufactured goods has remained in deficit. On an
annual basis the balance on manufactured goods has deteriorated
steadily from surpluses CIF/FOB of F88.9 billion in 1985 and
F35/billion in 1986 to a deficit of F8.2 billion in 1987.

14. Nevertheless the export performance of manufactured goods

has improved since the middle of 1987 following several years

of deterioration. INSEE calculates that between 1985 and 1987
France lost annually foreign market shares in manufactured

goods of between 3% and 4% but that the 1987 figure masks a
significant new trend. Although the loss of foreign market

shares accelerated in 1987 Hl1 to 4.7% there was a sharp improvement
in 1987 H2 and a 3.3% recovery of market shares. INSEE calculates
that this follows the ending at the beginning of 1987 of a steady
deterioration in the competitivity of French goods. INSEE's
figures are as follows:

Manufactured Goods: (percentage change)

Half yearly average
annual average 1987
1985 1986 1987 H1l H2
World demand 356 342 558 252 4.9
Exports 0.6 -0.5 25 =205 842
Market share -3.0 =3 .7 -3.7 =4 33

In contrast the loss of market shares in France by French
manufacturers accelerated in 1987 H2 but this could be because
they were as surprised as INSEE by the strength of households
consumption (see paragraphs 7 & 8).

15. Prospects for exports are promising. Industrialists
replying to an INSEE survey in December report a further
moderate increase in export orders in 1987 H2.

L+
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16. However the potential for an improvement in the balance

of trade must be measured against a substantial F47.4 billion
deterioration in the current account in 1987 to give a deficit
of F27.2 billion. This significantly exceeds the deterioration
in the trade balance in 1987 of F31 billion to give a deficit
of F31.4 billion. No details of invisibles have been published
yet. i ;

Inflation

17. The annual rate of inflation fell from 3.1% in December
to 2.4% in January and, following a 0.2% rise in February,
in February too. This is close to the 2.1% achieved in
December 1986. Thus the surge in inflation following the
abolition of the remaining price controls at the end of 1986
has been virtually eliminated. The underlying trend is even
better. 1In the six months to January prices rose at an
annual rate of 1.8%.

18. However private sector services are still rising significantly
faster: 0.7% in January and at an annual rate of 5.4% in
the six months to January.

Labour Market

19. Unemployment rose slightly to 2,577,800 seasonally adjusted
at the end of January (the revised December figure was 2 il 2 00
The unadjusted total was 2,689,300, compared with 2,676,600 in
December. The unemployment rate has remained stable at 10.4%
since October. Commentators suggest that the rise in the totals
for December and January reflects a decline in the impact of
special measures: existing programmes for young people and

the long term unemployed were expanded and new schemes introduced
in 19875 :

20. INSEE's regional analysis of unemployment in 1987 shows that
the rise has been greatest in the areas already worst affected.

The regions with the highest unemployment rates in metropolitan
France are the Nord-Pas-de-Calais (14.1%) and Languedoc-Roussillon
(14%). A more detailed breakdown shows that most of the worst
affected départements are on the Atlantic and Mediterranean coasts.

TAUX DE CHOMAGE EN 1987

] de 10,1% 10,6% 8
£ de 10,9% & 12%
de 12%
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21. The latest provisional employment estimates (Table 2)
indicate 'a wverygsliaghtufallein.the numberiof jobsyini 1987,
tos 2052 324,000 fol towing 'atirise: in=1986 “to=21 247 -000 .

Pay

22. The government has awarded a 1% pay increase to civil
servants with effect from 1 March, in advance of negotiations
which have been deferred until after the presidential election.
'Family supplements' payable to civil servants with two or more
children have also been raised, by 15% on average.

23. Other public sector 1988 pay increases are likely to
be lower than forecast inflation: SNCF (railways) have
offered 2%, the electricity and supply industry (EdF-GdF)
2.1%. The banks have imposed a 1% settlement with effect
from 1 March.

24. The CNPF (the principal employers association) has renewed
calls for a reform of the national minimum wage (SMIC): the latest
proposal is that uprating should be not more than once a year

and that bonuses should be taken into account in calculating
minimum pay. '

Financial Markets

25. On 14 March Monsieur Balladur, the Minister of Finance
announced measures for tightening the rules on takeover bids.

26. In recent weeks there has been some nervousness on the

stock exchange over possible hostile takeover bids for a number

of attractive companies left undervalued by the October slump

in share prices. Such companies saw their share prices soar

in February, and have attempted to create hard core shareholdings

which would strengthen their ability to resist a takeover. So

far only two hostile bids have materialised - Schneider for

Télématique and Bolloré Technologies for Rhin-Rhone - but the

stock markets nervousness has been heightened by the protracted
battle, widely reported in the French press,

the Société Générale de Belgique. There have been several

friendly bids chiefly in the agri-food sector, some from abroad.

27. The authorities have been concerned for some time that

the French market could be a relatively easy prey for corporate
raiders because of loose takeover regulations. At present a
company can change .hands without a formal declaration of a takeover
bid. The rules require that shareholdings in companies should be
declared when they pass the thresholds of 5%, 10%, 20%, 33.33%

and 50%. If a formal takeover bid is declared, however, there

are a number of formalities which have to be observed.

28. Monsieur Balladur has asked the Syndic des Agents de Change
(the chairman of the stockbrokers' association) and the
Commission des Opérations de Bourse (COB) to change the
regulations to oblige a shareholder to declare his intentions

if his holding in a company passes 10%. Monsieur Balladur has
also asked the Syndic and the COB to consider ways in which a
company might be enabled to protect itself against a hostile
takeover bid, for example by calling an extraordinary general
meeting to agree a capital increase.

b /The



The Syndic and the COB have been asked to report on this
and on the rules concerning takeover bids in general by
April. -

29. Monsieur Balladur has also announced tighter surveillance
of the financial futures market (MATIF) based on
recommendations in the Deguen Report. He commissioned the
report following suggestions that a steady increase in interest
rates on the MATIF in the summer of 1987 had precipitated the
October stock market slump. The report absolves the MATIF

to blame but nonetheless recommends measures for tightening
surveillance.

30. The report's chief recommendations, as reported by the
press are:

(1) Companies (excluding banks) should be required to
obtain the authorisation of their boards for intervention
on the MATIF

(2) Portfolio managers and commission agents should be
subject to the same official scrutiny as stock exchange dealers

(3) There should be a liaison committee to coordinate
the different authorities in the financial markets

(4) Companies transactions on the financial markets
should be clearly visible in their annual accounts.

31.  The rapid rise in February in the share prices of companies
vulnerable to takeover bids restored some vitality to the stock
market. As a result the CAC index gained around 18% during the
month. Since the beginning of March lethargy has set in again
and dealing is thin.

32. Meanwhile in the second week of March the foreign exchanges
displayed some nervousness about the franc. Between 4 March

and 11 March it slipped from F3.3819 mark to F3.4090 market.
There was an expectedly sharp and sudden fall on 10 March

before recovering by. 14 March to E3.3993. (ITts floor rate in
the exchange rate mechanism of the EMS against the mark is
F3.4305.) The main reason for the weakness was probably
nervousness in the run-up to the presidential elections. A
single very large sale of francs into marks on 10 March has

also been cited.

33. The weakening of the franc has been accompanied by a rise
in short and long term interest rates reversing a general
downward trend since November.

Fiscal Policy

34. On 2 March the government announced that the privatisation
programme has raised F71 billion for public funds between its
inception at the end of 1986 and the end of 1987. Of this two
thirds had been used for repaying national debt and the
remainder for investment in public enterprises. Out of 65
companies covered by the programme 29 companies employing
500,000 have been privatised. This does not include the
television company TFl privatised in September 1986 and

.
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Crédit Agricole mutualised in January 1988. The government
estimates that 65% of the original shareholders in privatised
companies have retained their shares in spite of the stock market
slump.

35. On: 19 February the government TixXed the price to 'be paid
for the Caisse Nationale de Crédit Agricole by the regional
banks of the Crédit Agricole at F7 billion.

36. The government has 'sofar falledto achieve its.objective

of reducing tax and social security contributions by 1% of GDP
per year: INSEE calculates that they rose from 44.7% in 1986

to 44.8% in 1987, a record level. Nevertheless they have
remained relatively stable since 1983 following a steady increase
since 1973 when they were equivalent to 35.7% of GDP.

The budget deficit

37. The government announced on 16 March that the 1987 budget
deficit had fallen to F120 billion, compared with a budget estimate
of F129.4 biXlion francs; and an»1986 outturniof Fl4l:billion.

The government announced that the deficit was equivalent to 2.3%

of GDP, compared to: 2.8% in 1986 and=3:3% in 1985. . Italso

stated that the aim for the 1989 budget would be a deficit of

FL00 “bidliens

Assessment of Economic Prospects

38. Prospects for the econaomy in 1988 remain uncertain but there
have been some encouraging signs since the beginning of the year:

i) inflation is well under control and the annual rate
could fall somewhat below the 2.4% attained in January.

ii) the price competitivity of French gononds stopped
deteriorating at the beginning of 1987, helped by the modest
wage settlement since 1982. Results are already evident in
the recovery of some lost market share by exporters of manufactured
goods in 1987 H2 suggests that exports in general will continue
to increase in 1988 H1l. Although manufacturers continued to lose
market shares in France this may well have been because they
underestimated the strength of consumer demand. If this is so,
and if in 1988 they stabilise or even improve their market
shares in France, the government's prediction of a 1988 balance
of payments deficit of around F30 billion may be too pessimistic.
Much will depend on whether French exporters can match their
improved price competitivity with improvements in, for example,
marketing and after sales service which the Paris Chamber of
Commerce and Industry continues to identify as inadequate.

39. On the other hand, unemployment looks set to rise.

FRAME ECONOMIL
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ECONOMIC ACTIVITY
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