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CONFIDENTIAL 

ELIZABETH HOUSE 
YORK ROAD 

LONDON SE1 7PH 
01-934 9000 

William Fleming Esq 
Cabinet Office 
70 Whitehall 
London SW1A 2AS 

v 
THE QUEEN'S SPEECHES ON THE PROROGATION AND THE OPENING OF 
PARLIAMENT 

Thank you for your letter of 30 September enclosing 
consolidated drafts of the two spe,mchP,s. 

Our Permanent Secretary spoke to you last week and 
explained that the Secretary of State was away and could not 
see the papers. I have now had the opportunity to consult 
him on the matter. 

So far as the Prorogation Speech is concerned, my 
Secretary of State understands your desire to make the 
passage shorter but would prefer the following to the passage 
in paragraph 21 of the consolidated draft:- 

"An Act has been passed to reform the education 
system by widening parental choice, making provision 
for a national curriculum, and increasing the 
autonomy of educational institutions." 

So far as the speech for the Opening of Parliament is 
concerned, Mr Baker is very strongly of the view that 
education should be mentioned. A great effort will be 
required in the coming year to make a reality of the 
provisions of the Education Reform Act. My Secretary of 
State has therefore asked me to urge you to restore the very 
brief sentence that we suggested earlier, namely:- 

"My Government will continue to take action to raise 
standards throughout education and to extend parental 
and student choice." 
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5. I am copying this letter to the Private Secretaries to 
all members of the Cabinet, to the Private Secretaries to the 
Law Officers, the Minister of State Privy Council Office, 
the Chief Whips in the Commons and Lords and to the Financial 
Secretary, Treasury. 

fr yoSt4 
P V D SWIFT 
Private Secretary 
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Att-eic 
SUB-COMMITTEE A (FINANCE, TRADE AND INDUSTRY  

AND EXTERNAL RELATIONS)  

Enclosed is a revised list of possible questions, with 

just one addition at the end. The Committee is looking 

forward very much to hearing the Economic Secretary's 

evidence. 
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W G SLEATH 
Clerk to Sub-Committee A  

Miss Judith Simpson 
Her Majesty's Treasury 
Parliament Street 
LONDON 
SW1P 3AG 



1 

EUROPEAN COMMUNITIES COMMITTEE  

SUB-COMMITTEE A (FINANCE, TRADE AND INDUSTRY,  
AND EXTERNAL RELATIONS  

Possible Questions to the Treasury for the Economic Secretary 

Should the Commission have made more of an attempt to 
quantify the effect of the liberalisation of capital 
movements? 

Are you concerned that demands for reciprocity in 
banking services are inconsistent with the agreement to 
liberalise capital movements 'erga omnes'? 

Are you satisfied that the safeguard clause allowing 
temporary measures against short-term capital movements on the 
Member States' own initiative will not be used so frequently 
that it will jeopardise the 'European Financial Area'. 

Will some harmonisation of supervisory and prudential 
rules to protect investors and savers be required? 

Can you suggest the most likely content of the 
Commission's future proposals to eliminate or reduce the risks 
of tax distortion, evasion and fraud? What areas are likely 
to be covered (eg company taxation, taxation on capital 
income, collaboration between tax administrations)? 

The libeLalisation ot capital movements will produce not 
only great opportunities for the United Kingdom financial 
services industry, but a wider range of competitors. How much 
of a risk is liberalisation at a time when the balance of 
payments is dependent on the City? 

Might not the apparent reluctance of the United Kingdom 
to develop European monetary cooperation raise the spectre of 
a 'two-tier' Europe, and persuade third country investors to 
concentrate in other Member States? 

It has been suggested that the EMS depends on some 
exchange controls to maintain stable exchange rates. The 
removal of this stabilising influence might force change in 
the EMS; either towards a weaker 'crawling peg' system or 
towards closed cooperation (either monetary union, or 
automatic transfers between central banks on a scale large 
enough to smother the effect of speculation). Is this likely, 
and what would be the consequences for United Kingodom policy 
towards the EMS in such circumstances? 

Has there been pressure for currencies of Member States 
outside the ERM of the EMS to be removed from participation in 
the ECU? 
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0 10. 	Do you expect the denomnation of Treasury bills in ECU to have a major impact on the development of the ECU? Do you 
expect other Member States to follow suit? 

What do you expect the group set up at the Hanover 
Summit to consider monetary union to conclude? 

Is monetary union essential to secure the benefits of 
the Internal Market in general, and the European Financial 
Area in particular? 



iv. 	a compendium of Community monetary texts 

mpm/pa.091 
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EUROPEAN FINANCIAL AREA: LORDS SELECT COMMITTEE ENQUIRY 

I attach, as promised, a first shot at answers to the draft 

questions which the Clerk to the Committee has sent us, produced 

in consultation with FIN, the Revenue and the Bank. We shall let 

you have a final version once we have the questions as approved by 

the Committee itself. 

2. 	I also attach: 

i. 	a note by Mr Mortimer on the nature of our commitment to 

EMU 

an extract from a paper by Pohl on the steps which the 

Cnmmunity would have to take before achieving full EMU. 

(This effectively replaces our own paper on why there 

can be no monetary union without economic union. 	The 
points Pohl makes are certainly ones on which you can 

draw but you should not reveal any knowledge of the 

paper itself which we have obtained on a confidential 

baois) 

a copy of the Werner report 
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an aide-memoire on the EMS, produced by the Bank 

a chart showing interest rate movements during 1988 in 

ERM countries, compared with those in the UK 

a submission to the Committee by the British Bankers' 

Association on the liberalisation of capital movements 

the conclusions of the semi-official French Lebegue 
report on the taxation of savings. 

3. 	We have arranged for Mr Lindley of the Bank to attend the 
enquiry too, as you asked. 

• 

MISS M O'MARA 
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1. 	Should the Commission have made more of an attempt to 

quantify the effect of the liberalisation of capital movements? 

No. First, we must not forget that the Community already enjoys a 

substantial degree of freedom in capital flows. The UK, Germany, 

the Netherlands - and now Denmark - have already abolished all 

exchange controls. Although France relied on an extensive system 

of controls until 1986, the most significant controls in terms of 

volumes of financial transactions have been removed in the past 

two years and there are no restrictions at all on portfolio 

inflows and outflows. Italy has also gradually been removing its 

exchange controls over the past couple of years and at the 

beginning of this month, virtually all remaining Italian controls 

were abolished. Indeed, only Spain, Portugal, Greece and Ireland 

still have extensive exchange controls in place.  itt4--Ircruitti 
...thfore-be-vncialgAtTmaggetee  ift.rectivm"ts kmPazr---1 

It would in any case have been difficult for the Commission to 

predict what the net effect of full-scale liberalisation would be. 

The abolition of controls could lead to large flows out of those 

currencies which had earlier enjoyed their protection. But 

equally, complete deregulation may also generate gross capital 

inflows as overseas investors no longer fear that once they have 

placed funds in a country, they could remain trapped there by 

exchange controls. Our own experience, together with that of the 

Germans and Dutch, suggests that the removal of this "mousetrap" 
effect could be significant. 

Lastly, the Directive, quite deliberately, sets no single date on 

which all Member States must lift their remaining controls; it 

merely lays down an end date by which liberalisation has to be 
accomplished. 	Thus, although full liberalisation is not required 

under the Directive until 1 July 1990, or later in some cases, the 

Danes, for example, abolished all their remaining controls on 1 

October this year. This staggered timetable would further 

complicate any attempt at quantification. 

1Le 	g,A,h,fr 	CtiA- /to — tA4titAi 

1 



mom/pa.090 

2. 	Are you concerned that demands for reciprocity and banking 

services are inconsistent with the agreement to liberalise the 
capital movements "erga omnes"? 

The Commission's reciprocity proposals in the draft Second Banking 

Co-ordination Directive appear to impose a collective EC-wide 

procedure, applicable to each and every application from a third 

country institution and carry the risk that, as barriers within 

the Community are removed, new ones are built up around it. The 

UK has made it clear that it considers the Commission's proposal 

undesirable in principle and unworkable in practice and that it 

will continue to argue against them in Brussels. 

• 

By contrast, we wholly endorsed the "erga omnes" provision in 

Article 7 of the capital liberalisation Directive which states 

that as far as movements of capital to or from third countries are 

concerned, Member States "shall endeavour to attain the same 

degree of liberalisation" as that which applies to their 

operations with other EC residents. Indeed, this is a principle 

we have upheld fully in the UK ever since we established our own 
exchange controls in 1979. 

7  fiti1 	t;af 
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3. Are you satisfied that the safeguard clause allowing 

temporary measures against short-term capital movements on the 

Member States' own initiative will not be used so frequently that  
it will jeopardise the "European Financial Area"? 

Full freedom of capital movements marks a major step forward for 

some Member States and it is not surprising that they have pressed 

for some form of protection, in case they encounter major 
difficulties. 	But our experience with the abolition of controls 
in the UK was quite the opposite; the financial markets regarded 

it as a sign of our economy's strength, not weakness, and money 

flowed in, not out, of Britain. I suspect that will be true for 

other Member States too and that they will find their fears are 

exaggerated. So in practice I doubt whether they will seek to 
invoke the clause 	frequently. 

However, should they do so, you will see that Article 3 of the 

Directive has been drafted carefully to avoid any risk that it 

might undermine the main liberalisation objective. First, 

protective measures can only be introduced where there is thought 

to be a major and quite separate problem. The Article speaks of 

short-term capital movements of "exceptional magnitude" imposing 

"severe strains" on foreign exchange markets leading to "serious 

disturbances" in the conduct of a country's monetary and exchange 

rate policies, reflected, in particular, in substantial variations 
in domestic liquidity. 

Second, the decision iPnOt jbe takpn by the individual Member 
State alone. 	It is subject to authorisation by the Commission, 
after consultation with the Monetary Committee and the Committee 

of Central Bank Governors. In urgent cases, the Member State can 

take the initiative. But it has to inform the Commission and 

other Member States at the latest by the date of the measures' 

entry into force and the Commission then has to decide, again 

after consultation with the Monetary Committee and the Committee 

of Central Bank Governors, whether the measures may continue or 

whether they should be amended or abolished. On top of this, the 

decisions taken by the Commission can be revoked or amended by the 
Council, acting by a qualified majority. 

3 
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Third, protective measures cannot be introduced for more than six 
months. 

Last of all, there is provision for the Council to examine before 

the end of 1992, whether the Article remains appropriate in both 

principle and detail, on the basis of a report from the 

Commission, following an opinion by the Monetary Committee and the 

Committee of Central Bank Governors. At the same time, Article 8 

of the Directive stipulates that at least once a year, the 

Monetary Committee is to examine the situation on the free 

movement of capital resulting from the Directive and report to the 
Commission on the outcome. 

I think all this indicates how seriously the commitment to full 

liberalisation is taken and how concerned the Community is that 
the safeguard clause should not undermine it. 

• 

4 
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4. 	Will some harmonisation of supervisory and prudential rules  

to protect investors and savers be required? 

Some minimum harmonisation of supervisory standards throughout the 

Community is necessary to under-pin the liberalisation of European 

financial markets. 	Work is already taking place in Brussels on 

proposals which will provide for this. 	Initiatives being 

discussed include the second banking co-ordination directive, 

which aims to establish minimum harmonisation of conditions for 

the authorisation of banks and building societies (such as start-

up capital, fit and proper shareholders and accounting and control 

mechanisms). 	Two related proposals, on Own Funds and Solvency 

Ratios, will provide for a Community-wide definition of capital 

and risk weighting of assets and also introduce a minimum risk 

asset ratio for the purposes of prudential supervision. 

But it is important that harmonisation is not taken too far. 

Member States should be able to impose their own additional 

requirements if they think fit. 	The UK can then continue to 

exercise the flexible practitioner-based methods which are 

currently being implemented here. 
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5. 	Can you suggest the most likely content of the Commission's 

future proposals to eliminate or reduce the risk of tax 

distortion, evasion and fraud? What areas are likely to be 

covered (eg company taxation, taxation on capital income,  

collaboration between tax administrations)? 

The Commission have not yet made any proposals and so it is 

difficult for us to offer a view. 6resent/iAications are that 

they are likely to propose some sort of minimal withholding tax on 

interest paid, perhaps coupled with newAir extended arrangements 

for Member States' fiscal authorities to obtain information about 

deposits by their residents in other M
e
mbr States. 

At present, many interest flows from the:UK are exempt from UK tax 

either because our domestic law so provides (for example, eurobond 

interest) or because our network of bilateral double taxation 

treaties so provide. We have treaties with each of the other 
eleven Member States. 	Seven of these treaties - with Denmark, 
France, Germany, Greece, Ireland, Llixembourg and the Netherlands 

provide 	at no tax is chargeaille on interest in the source 

country 

We shall need to study carefully any proposals which the 

Commission make. 	But Article 6 of the capital liberalisation 

Directive does not, in itself, commit Member States to action. It 

provides simply for the Commission to submit proposals by 31 

December of this year and for the Council to "take a position" on 

them by 30 June 1989. Moreover, any tax provisions must be adopted 

unanimously. But whatever happens on this issue, other countries 

are fully committed to complete liberalisation of capital 

movements within the Community. 

6 
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• 
There are a number of questions which we shall need to ask the 

Commission when we see what they have proposed: 

How wide-ranging the withholding tax will be - is it proposed 

to apply to eurobond interest, wholesale money, interbank 

lending, corporate investment, or simply to individual bank 
deposit accounts? 

Will it apply only to interest flowing between residents of 

Member States or will it also apply to interest paid to 
residents of other States? 

Will the Commission regard the bilateral tax treaties as 

taking precedence or will they be overriden by any Directive? 

In the light of the actual proposals, we shall then need to 
consider among other things: 

Will they drive investment outside the EC? 

Will they Lend to increase the cost of borrowing because 
investors will continue to want the same net return? 

Will they impose severe burdens on banks and the tax 

authorities to administer, and how will they affect bank 
secrecy in the various Member States? 

.1" 
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6. 	The liberalisation of capital movements will produce noL only 

great opportunities for the United Kingdom financial services  

industry, but a wider range of competitors. How much of a risk is  

liberalisation at a time when the balance of payments is  dependent  
on the City? 

The UK has lived without exchange controls for nine years now and 

during that period London has consolidated its role as the 

financial capital of Europe. We have nothing to lose from full 

liberalisation. Since the abolition of exchange controls in 1979, 

there have been no restrictions on capital outflows from the UK. 

2F6 
r  own-r-- -enuwal is. 

- • • 
	 e JK7 One possible 

indirect effect is that the prospect of liberalisation will prompt 

Member States who currently impose restrictions to become more 
competitive. 	But UK firms have a long head start in coping with 

the rigours of open exchanges, and are well placed to respond to 

competitive pressures. Both the DTI and the Bank have taken steps 

to ensure that our financial services industry is well aware of 

the opportunities waiting to be seized. To the extent that, over 

time, the removal of any inward restrictions make IL easier for UK 

investors to participate in investment opportunities elsewhere in 
the Community, this is wholly desirable. 

Incidentally, a great deal of nonsense is currently being talked 

about the size of our current account deficit. In so far as the 

deficit reflects higher imports, stemming from an unsustainable 

growth in domestic demand, we havp already taken action to slow 

that growth by raising interest rates. As the Chancellor has made 

clear, the deficit is entirely the result of private individuals 

and businesses making choices about their own financial affairs 

and will in time reduce as the current gap between private sector 

savings and private sector investment closes. Meanwhile, our firm 

monetary and fiscal policies will continue to maintain confidence 

in the Government's handling of the UK economy, ensuring that any 

deficit can be readily financed. 
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7. 	Might not the apparent reluctance of the United Kingdom to 

develop European monetary co-operation raise the spectre of a 

"two-tier" Europe, and persuade third country investors to 

concentrate in other Member States? 

(The UK is not reluctant to 

union. The Single European 

move wa s economic and monetary 

Act whph we adopted in 1986 refers in 

Its preamble to the Paris communiq e of October 1972 when heads of 

fftbilk  
vdt  Ft" 

government approved the objective 1'f the progressive realisation 

of Economic and Monetary Union n Article 1 places on the 

Community an obligati to contribute to making "concrete progress 
towards European 	ty" .3  

Actions speak louder than words in this area, as in so many 

others. 	Unlike the majority of Member States, we have already 

freed all capital movements and we have taken positive steps 

towards the development of the role of the ecu by holding ecu in 

our official reserves and, most recently, by launching our own Ecu 

Treasury Bill programme. If a "two-tier" financial Europe were to 

evolve - and we should very much deplore that - then it is hard to 

see how the City of London could possibly be in the lower "tier". 

Investors from third countries - as well as elsewhere in the 

Community - will continue to wish to place their funds in Europe's 
largest financial market, as they do now. 
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8. 	It has been suggested that the EMS depends on some exchange 

controls to maintain stable exchange rates. The removal of this  

stabilising influence might force change in the EMS; either 

towards a weaker "crawling peg" system or towards closed co-

operation (either monetary union, or automatic transfers between 

central banks on a scale large enough to smother the effect of 
speculation). 	Is this likely, and what would be the consequences  

for United Kingdom policy towards the EMS in such circumstances? 

The scale and mobility of capital transactions within the 

Community has grown enormously over recent years and a 

considerable degree of relaxation in exchange controls has already 
taken place. 	Yet the ERM has coped with both developments. 

Monetary co-operation in such areas as the setting of interest 

rates and even, on occasion, the adjustment of fiscal policy has 

eased exchange rate tensions in the past and I am sure that will 
continue in future. 	But to the extent that growing integration 
has revealed shortcomings in the mechanism itself, the 

participants have shown themselves ready to strengthen it, as in 

the Basle/Nyborg agreement last year. There is no reason to think 

that they would not be prepared to modify the mechanism further, 

if necessary without changing its nature fundamentally. 	IL is 
worth recalling that the mechanism did, despite the views of 

sceptics, survive the early 1980s when there were wide differences 

in Member States' inflation rates and that it has remained 

stable more recently, despite wide dollar/ 
deutschemark fluctuations. 

Meanwhile, the UK's policy remains as it has always been - we 

shall join the mechanism when we consider the time is right. 

4 • 

4‘k  
çV 

') 	7 
e 

\I / 
v 	,  . 

0 - ) 



mom/pa.090 

9. 	Has there been pressure for currencies of Member States  

outside the ERN of the EMS to be removed from participation in the 
ECU? 

There has been no pressure. If anything, the pressure has been 

the other way, with pain and Portugal indicating that they would 

like to see the peseta and escudo included in the ecu basket. 

A European Council Resolution of 5 December 1978 on the 

establishment of the EMS sets out the procedures for revision of 
the ecu basket in Article 2.3: 

"The weights of currencies in the ECU will be re-examined and 

if necessary revised within six months of the entry into 

force of the system and thereafter every five years or, on 

request, if the weight of any currency has changed by 25 per 
cent. 

Revisions have to be mutually accepted; they will, by 

themselves, not modify the external value of the ECU. 	They 
will be made in line with underlying economic criteria." 

The ecu's weights were revised in September 1984 and therefore 

come up for review again in September 1989 but, as yet, there have 

been no discussions within the Community on any changes which 

might, or might not, be made then. 

• 
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10. Do you expect the denomination of Treasury Bills in ECU to 

have a major impact on the development of the ECU? Do you expect 

other Member States to follow suit? 

One of our objectives in announcing our own Treasury Bill 

programme was a concern to see the market in short-term ecu paper 

developed. Ecu bonds have been with us for some years but the 

short-term markets in ECU securities are still in their early 

stages. Until our own programme got under way, the only short-

term ecu assets available to euromarket investors were a limited 

volume of bank deposits, certificates of deposits and some ecu-

denominated euro-commercial paper notes issued under multi-

currency facilities. 

Our issue of Ecu Treasury Bills will broaden the range of short-

term assets in ecu. Investors will in future have a wide choice 

of liquid ecu assets, while this first step towards the creation 

of an ecu money market will also increase flexibility for 
borrowers. 

We very much hope that other Member States will follow our 

example. (The Italians have already issued their own ecu Treasury 
Bills but their one year maturity and the fact that they are 

subject to a withholding tax has made them unattractive to 

foreigners.) We believe that there is now considerable investor 

interest in high quality short-term ecu paper. The fact that a 

wide range of Community countries is represented in the group of 

international banks and securities houses which has undertaken to 

act as market-makers in our own Bills, should also encourage other 

members of the Community to make similar issues, thereby enhancing 
market liquidity still further. 

• 
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11. What do you expect the group set up at the Hanover Summit to 
consider monetary union to conclude? 

It is far too early to tell. The Group have only just held their 
second meeting. 	But the chairman of the Group, M Delors, has 

already made it clear publicly that the difficulty of the subject 

has generally been underestimated and that there is a great deal 
of thinking to be done. 

It is no secret that the UK Government believes we should be 
focusing on the practical steps we can take in the near future in 

the direction of economic and monetary union rather than on some 

r • 

visionary ideal which may or may not be at the end of the road. 

This is why we are pressing those Member States who have not yet 

done so to meet their commitments under the capital liberalisation 

Directive and why we are advocating the development of the role of 
the private ecu. 	Indeed, we are showing the way - by our own 

abolition of exchange controls as far back as 1979, by the fact 

that we ourselves hold ecu in our official reserves and most 

recently by the launch of our own Ecu Treasury Bill programme. 

am encouraged that the study group set up at Hanover largely 

consists of practitioners - cpntral bank governors - who will see 

the importance of concentrating on what we can achieve in 
practical terms. 

13 
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J A DOLE 
Controller and Chief Executive 

HMSO 

11 October 1988 

4110 PS/ECONOMIC SECRETARY, TREASURY 

PROPOSED PRICE INCREASES FOR THE REPORTS OF PARLIAMENTARY DEBATES 

Thank you for your minute of 30 September with the attached 

letter from the Prime Minister's office giving approval for the 

proposed price increases. 

I enclose draft Written Answers for both the Commons and 

Lords. These refer to a 7.50% reduction in the production costs 

at HMSO's Hansard Press which produces the Commons Hansard. 

(Lords Hansard is, as you may recall, currently printed by a 

commercial printer.). This reduction was achieved by eliminating 

a function in the production process last December, resulting in 

a reduction in the number of production staff by 14 at the start 

of 1988. 

As to timing, HMSO would be content for the Written Answers 

to be announced at any convenient time before prorogation, 

whenever Ministers determine. However, Mr David Amess MP has a 

series of PQ's about Hansard sales and prices down for answer on 

26 and 27 October and it may be preferable to get these 

announcements out of the way first. 

I will write in due course to the Secretaries to the Lord 

Chancellor and Mr Speaker, the Clerk of the Parliaments and the 

Editors of the two Official Reports, to give them advancc notice 

of the Written Answer and dctails of the price increases. 

I am copying this minute and enclosures to the Lord 

President's office. 

TCRETARY 
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HER MAJESTY'S STATIONERY OFFICE 

FOR WRITTEN ANSWER ON 	  
HOUSE OF COMMONS 

DRAFT FOR WRITTEN QUESTION - HOUSE OF COMMONS 

OFFICIAL REPORT (PRICE) 

No.   To ask Mr Chancellor of the 
Exchequer, if he will make a statement on the 
price of the Official Report. 

DRAFT ANSWER 

Following a review by Her Majesty's Stationery Office, I have 

authorised an increase of 65p in the price of the daily part 

and Standing Committee debates with a proportionate increase in 

the price of the weekly part. Bound volumes will increase by 

£3.00, the volume index by 30p and the fortnightly index by 

20p. 	Subscription rates and the scale of charges for reprints 

of Members' speeches appearing in the Official Report will also 

be raised. These increases, coupled with a reduction of 7.50% 

in the production costs at Hansard Press during the current 

session, will enable the level of central subsidy to be further 

reduced. 

HMSO 

11 October 1988 



411, HER MAJESTY'S STATIONERY OFFICE 

FOR WRITTEN ANSWER ON 	  
HOUSE OF LORDS 

DRAFT FOR WRITTEN QUESTION - HOUSE OF LORDS 

OFFICIAL REPORT (PRICE) 

No. 	 • To ask Her Majesty's Government 
whether they will make a statement on the price of 
the Official Report. 

DRAFT ANSWER 

Following a review by Her Majesty's Stationery Office, my 

Honourable Friend the Economic Secretary has authorised an 

increase of 35p in the price of thc daily pdrL, with 

proportionate increases in the prices of the weekly part and 

index. Bound volumes will increase by £2.50 and the cumulative 

index by 5%. Subscription rates and the scale of charges for 

reprints of Peers' speeches appearing in the Official Report 

will also be raised. These increases will enablc the level of 

central subsidy to be further reduced. 

A DOLE 
Controller and Chief Executive 

HMSO 
11 October 
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33 Mr Dave Nernst (Coventry South East): To ask the Secretary of State for Defence, 
W 	if he will list in the Official Report the precise amounts paid to each of the following 

contractors by his Department in 1986-87: (a) The General Electric Co plc, (b) 
Rolls Royce Ltd, (c) British Telecommunications plc, (d) Lucas Industries plc, (e) 
BTR plc, (f) Austin Rover Group Ltd, (g) United Scientific Holdings plc, (h) 
Courtaulds plc and (i) Massey Ferguson Holding Ltd. 	 A 

34 Mr Barry Jones (Alyn and Deeside): To ask the Secretary of State for Wales, if he 
W 	will make a statement on the future organisation of the Welsh Development 

Agency. What is his policy towards maintaining the free standing and unmerged 
status of the Welsh Development Agency; and if he will make a statement. 

( 33)Mr David Amess (Basildon): To ask the Lord President of the Council, if he will 
W 	publish in the Official Report, a list of Public Bills which were reprinted during the 

1987-88 session; what was the reason for reprinting each Bill; and what was the 
cost. 	 ITA 

36 Mr David Amess (Basildon): To ask the Lord President of the Council, what further 
W 

	

	progress has been made in purchasing a computer to assist with the processing of 
Early Day Motions and Questions in the Table Office; and if he will make a 
statement. 

37 Mr David Amess (Basildon): To ask the Lord President of the Council, if he will seek 
W 

	

	to ensure that embargoed Parliamentary Papers are made available in the Norman 
Shaw North Issue Office at the same time as in the basement Vote Office; and if he 
will make a statement. 	 11A 

Th*% - 38 wir David Artless (Basildon): To ask the Lord President of the Council, if he will seek 
to ensure that Her Majesty's Stationery Office deliver Parliamentary papers direct 
to the Norman Shaw North Issue Office; and if he will make a statement. 	TA 

iz'-- 39 	r David Amess (Basildon): To ask the Lord President of the Council, what was 
W 	the cost of supplying the Norman Shaw North Issue Office with Parliamentary 

\ .... Papers in 1987 and to date; and how this compares with each year since 1979.11A 

40 Mr David Amess (Basildon): To ask the Lord President of the Council, if he list, by 
W 	grade, the total number of officials currently employed in the Norman Shaw North 

Issue Ofke; and how this compares with each year since 1979. 	 liA 

41 Mr David Amess (Basildon): To ask the Lord President of the Council, when he 
W 	expects to reply to the Second Report from the Procedure Committee on the Use of 

Time on t e Floor of the House (HC 350 1986-87); and if he will make a statement. 
IA 

42 Mr David A ess (Basildon): To ask the Lord President of the Council, if he will 
W 	move to r fer the procedure for Private Members' Bills to the Select Committee on 

Procedure and if he will make a statement. 	 IA 

43 Mr David Amess (Basildon): To ask Mr Chancellor of the Exchequer, what is the 
W ' current cost of each single bound volume of Commons Hansard; what is the 

amount of subsidy per volume; and what were the figure for each year since 1970. 
11A 

44 	r David Amess (Basildon): To ask Mr Chancellor of the Exchequer, what is the 

W 	current cost of each single bound volume of Lords Hansard; what is the amount of 
subsidy per volume; and what were the figures for each year since 1970. 	¶A 

45 Mr David Amess (Basildon): To ask Mr Chancellor of the Exchequer, how many 

W 	bound volumes of: (a) Commons and (b) Lords bound volumes of Hansard were 
sold by Her Majesty's Stationery Office in 1987 and to date in 1988 and what were 
the figures for each year since 1970. 	 11A 
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/r--- 
47 fIr David Amess (Basildon): To ask Mr Chancellor of the Exchequer, what is the 
W J 	current price per copy of Commons Weekly Hansard; and what were the figures for 

each year since 1970. 	 11A 
\ , / 

, 	48 Mr David Amess (Basildon): To ask Mr Chancellor of the Exchequer, what is the 
(,...._.2  W I current price per copy of Lords Weekly Hansard; and what were the figures for 

each year since 1970. 	 ¶A 

.49 Mr Barry Jones (Alyn and Deeside): To ask the Chancellor of the Duchy of 
W 

	

	Lancaster, if he will sanction the building of six 15k square feet advance factories 
at Deeside industrial park; and if he will make a statcment. 

50 Mr Barry Jones (Alyn and Deeside): To ask the Chancellor of the Duchy of 
W 

	

	Lancaster, if he will meet the Deeside Enterprise Trust, Clwyd to discuss with the 
Trust members and the Alyn-Deeside Council the case for more advance factories 
on Deeside industrial park; and if he will make a statement. 

—4- 

46 Mr David Amess (Basildon): To ask Mr Chancellor of the Exchequer, how many 
W / copies of: (a) Commons Weekly Hansard, (b) Commons Daily Hansard and (c) 

Commons Weekly Hansard Index were sold by Her Majesty's Stationery Office in 
1987 and to date in 1988, and what were the figures for each year since 1970. TA 
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THURSDAY 27th OCTOBER 

1 Mr John L. Marshall (Hendon South): To ask Mr Chancellor of the Exchequer, 

W 	when he last met his counterparts in the European Economic Community; and if 
he will make a statement. 	 [Question Unstarred] 

2 Mr David Amess (Basildon): To ask the LorePresident of the Council, if there are 

W 	any plans to review the opening hours of the Norman Shaw North Issue Office; and 
if he will make a statement. 	 1JA 

r N_ _ 
3 Nmr David Amess (Basildon): To ask Mr Chancellor of the Exchequer, if he will 

W 	publish in the Official Report a table showing the price per issue of the Official 
Report; the amount of subsidy per issue; and what was the figure for each year since 
1970. 	 11,A 

) 4 	r David Amess (Basildon): To ask Mr Chancellor of the Exchequer, how many C
W

I 
copies Of the Official Report are sold; and what were the figures for each year since 
1983. 	

"IA I; 

5 Mr David Ante (Basildon): To ask the Lord President of the Council, what 

W 	representatio s he has received concerning the implementation of the Services 
Committee Report on Access to the Precints of the House; and if he will make a 
statement. 	 1; A 

6 Mr David Amesi (Basildon): To ask the Lord President of the Council, if he has any 

W 	plans to review the access to the Vote Office of staff of honourary Members before 
8.45 a.m. on Sitting days; and if he will make a statcmcnt. 	 'FA 

7 Mr Barry Jones !(Alyn and Deeside): To ask the Secretary of State for Wales, what 

W 	was the amount of cash spent on speech therapy services in 1982 and in 1986-87; 
what is the percentage increase in real terms; and if he will make a statement. 'A 

8 Mr Barry Jones (Alyn and Deeside): To ask the Secretary of State for Wales, what 

W 	was the expenditure in physiotherapy services in the National Health Service in 
Wales in 1982 and 1986-87; what was the percentage increase; and if he will make 
a statement. 	 11;A 

9 Mr Barry Jones (Alyn and Deeside): To ask the Secretary of State for Health, what 

W 	sum of moneY he has (i) earmarked and (ii) paid to the British Telecom authorities 
for priority fault repair services for General Practitioners. 	 l'A 

1 
10 Mr Barry Jones,(Alyn and Deesidc): To ask thc Sccrctary of State fill Wales, if he 

W 

	

	will publish the Clwyd City Council report on Elim Crossroads, Alltami, Mold 
Clwyd; and ifThe will make a statement; if he will implement urgently the fundings 
of the report and make available cash for the proposed implements; and if he will 
make a staternent. 	 LA 

11 Mr Barry Jones(Alyn and Deeside): To ask the Secretary of State for Wales, if he 

W 	will list the short-term measures Clwyd City Council propose to improve road 
safety at Elimi Crossroads; and if he will make a statement. 	 'cA 

1 i 
12 Mr David Ames 1 (Basildon): To ask the Chancellor of thc Duchy of Lancaster, how 

W 	many working days are lost to his Department by staff sickness; and what are the 
figures for eacih month since 1983. 	 ilA 

1 
13 Mr David Am ' (Basildon): To ask the Chancellor of thc Duchy of Lancaster, how 

W 

	

	many workin days are lost to his Department through staff suffering from: 
(a) migraine 4nd (b) backache and what are the figures for each month since 1984. 

IA 
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FROM: S M A JAMES 

DATE: 30 SEPTEMBER 1988 

MR DOLE - HMSO CC PS/Chancellor 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
Mr Phillips 
Mr B 0 Dyer 
Mr Wood 
Mr TowerS 

PROPOSED PRICE INCREASES FOR THE REPORTS OF PARLIAMENTARY DEBATES 

The Prime Minister has now approved the price increases for the 

reports of Parliamentary debates set out in the Economic 

Secretary's minute of 12 September and is content for an 

announcement of the increases to be made in the normal way by 

Written Answer (Mr Gray's letter to me of 23 September, not copied 
to all). 

2. 	The Economic Secretary would be grateful for a draft Written 

Answer making the announcement and for advice on timing. The Lord 

President has as you know (Ms Smith's letter of 27 September) 

asked that the announcement makes it clear that the increase in 

price is being accompanied by a reduction so far as possible in 

production costs. We shall need to consult the Lord President 

both on timing and the substanoe of the announcement in due 
course. 

S M A JAMES 
Private Secretary 



 

From the Private Secretary 

10 DOWNING STREET 
LONDON SW1ADAA 

29 September 1988 

PROPOSED PRICE INCREASES FOR THE REPORTS OF PARLIAMENTARY  
DEBATES  

The Prime Minister was grateful for the Economic 
Secretary's minute of 12 September. She has also seen the 
further background material you kindly let me have in your 
letter of 26 September. 

The Prime Minister is content with the Economic 
Secretary's proposals, and for an announcement of the 
increases to be made in the normal way by Written Answer. 

I am copying this letter to the PLivdte Secretaries to 
the other members of E(A), Leaders of both Houses and to both 
Chief Whips. 

c)LA 

Paul ady  

Miss S. James 
HM Treasury. 
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DEPARTMENT OF HEALTH AND SOCIAL SECURITY 

Richmond House, 79 Whitehall, London SW1A 2NS 

Telephone 01-210 3000 

From the Minister for Health 

CONFIDENTIAL 

Rt Hon John Wakeham MP 
Lord President of the Council 
Privy Council Office 
Whitehall 
LONDON 
SW1A 2AT 

4A1 

CHILDREN AND FAMILY SERVICES BILL: PUBLIC CHILD LAW PROVISIONS M.C' ••-•Q'j1/43C1X4141  

\C 	Tony Newton wrote to you and H Committee colleagues on 24 June about 
providing in the Children and Family Services Bill for recommendations in 
the Cleveland Inquiry report on emergency protection dud child care 
procedures, and said that we would write again about other proposals for 
the Bill. As you know, the Bill has to be ready for introduction at the 
beginning of the new session and work is proceeding to that end. 

2. 	The public law provisions of the Bill covering mainly emergency 
protection, care proceedings and local authority responsibilities will 
broadly follow our White Paper ('The Law on Child Care and Family 
Services', CM 62, Jan 1987) and will also mesh with provisions on private 
law reform based on the Law Commission's report on child law, guardianship 
and custody of July 1988, on which James Mackay will soon be consulting 
colleagues. The interested Departments have been fully involved in the 
development of policy on these matters. There are as a result not many 
matters on which I need to consult colleagues at this stage. 

Emergency protection and medical assessment  

3. 	You may recall that we have been pressed to provide for a medical 
assessment order as a lesser alternative to the new emergency protection 
order (EPO), which itself will replace the unsatisfactory place of safety 
order. The argument is that such an order should be available in non-
emergencies when all that is needed is to have a child about whom there is 
concern but not alarm medically examined. The emergency protection order 
should not be used in non-emergencies, but there is concern that social 
workers may regard it as the only instrument available to them to have the 
child produced. 	This idea has some superficial attraction but two 
important weaknesses: as Lord Justice Butler-Sloss said in the Cleveland 

1 



report, it would be confusing to have two types of protection order and 
potentially dangerous to put before social workers and the courts the 
temptation to go for the softer option; and it could be used 
inappropriately against perfectly competent parents who choose to bring up 
their children without recourse to local services. There is also concern 
among professionals that introducing an element of compulsion with health 
assessment would disturb the professional-client relationship. 

Lord Justice Butler-Sloss preferred'a conditional provision to the 
EPO, allowing the child to remain at home on condition of being medically 
examined, and also suggested that magistrates should be able to adjourn EPO 
applications so that parents could be given an opportunity to have their 
say. However, these suggestions would also undermine the principle that 
emergency protection orders should be used only in clear emergencies. 

We need to provide safeguards against inappropriate removal of the 
child, while also ensuring that removal is not delayed when there is clear 
evidence to justify emergency action. Tony Newton set out in his letter of 
24 June further measures aimed at getting this balance right through the 
EPO arrangements. There will be a new duty on the holder of the order not 
to remove the child if, on his being seen, this proves not to be necessary, 
and to return the child if his continued removal becomes unnecessary. 
There will also be a new opportunity for parents to apply after 72 hours for 
the discharge of EPOs which had been applied for ex-parte. 

Two of the most emotive issues in Cleveland were denial of parental 
access to children removed from home under place of safety orders and 
repeated medical examinations of the children. As promised in the White 
Paper, we shall write into the Bill a presumption of reasonable access 
which can be overiden only where this would be contrary to the child's 
interests. This right of access will be available not only to those with 
parental responsibility for the child, but also to anyone acting on their 
behalf, including a doctor if the parents want him present when the child 
is examined or to provide a second opinion. In line with the Judge's 
recommendation, we propose to strengthen these provisions by giving the 
court power to make directions on access and medical examinations while the 
Emergency Protection Order is current. 

I believe that these enhanced proposals achieve an appropriate 
balance between ensuring that there is effective protection for children 
at risk and providing reasonable opportunities for the parents to 
challenge the order and participate in subsequent developments. I would 
expect to hold the line on this but in the aftermath of Cleveland we can 
expect further pressure, and I would be ready to look at this again if 
telling arguments are advanced during the passage of the Bill. Meanwhile, 
I should be grateful for agreement to proceed on the basis I have 
described. 

2 
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New Power of Entry  

The Bill will consolidate existing responsibilities of local 
authorities to satisfy themselves of the welfare of children who are living 
in homes and other institutions for long periods. As proposed in the White 
Paper, these responsibilities will be extended to include long-term stay 
children in private hospitals and nursing homes (which are subject to the 
Registered Homes Act 198)4). Those responsible for running these 
establishments will have to notify the local authority of such children and 
the Bill will provide for a non-notification offence. In line with 
existing legislation for other types of placement, it is proposed to give 
local authorities a power of entry in support of their visiting 
responsibility and to make obstruction of authorised persons carrying out 
their duty in respect of these children an offence. These provisions and 
re-enactment of existing powers of entry and offences have been agreed with 
Home Office officials. 

Care Orders made in Criminal Proceedings  

I hope in consultation with John Patten soon to be able to put 
proposals to colleagues on a significant change to the disposals available 
to juvenile courts in criminal proceedings against young offenders. 
Because their use is declining and, as a result of the new legislation, 
there will be significant differences in the grounds for making and 
discharging these orders in criminal and civil care proceedings, it is 
proposed to abolish the power to make care orders in criminal proceedings 
under Section 7(7) of the Children and Young Persons Act 1969. We are 
currently consulting outside interests on a proposal to replace the 
criminal court's power to make care orders with a power when certain 
criteria are met to add a new requirement to supervision orders that the 
offender lives away from home for a specified period. The local authority 
would implement the requirement. 

Reports to Parliament   

The Secretary of State is at present required to make three periodic 
reports to Parliament on children's questions - an annual consolidated and 
classified statistical abstract under the Child Care Act 1980, a triennial 
report on local authority services and voluntary provision for children, 
also under the 1980 Act, and a quinquennial report on provisions in the 
Children Act 1975 on adoption and custodianship. I intend to provide for 
continuation of the first, which gives the information of most interest to 
professionals and voluntary bodies - a breakdown of data on children in 
care, placements by type of accommodation, maintenance costs etc - but not 
the second and third. The time and effort that goes into preparing these 
two reports is disproportionate to their usefulness: indeed, as far as we 
know, very little use is made of them. Obviously, I shall have to be 
prepared to listen to arguments for their retention, but I hope this can be 
avoided. 
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Content of the Bill 

11. You will recall that' John Moore reluctantly agreed to surrender highly 
desirable provisions on the regulation of facilities for under fives and other 
matters. I understand that Parliamentary Counsel now considers that the 
children's homes provisions could be accommodated more comfortably within 
broadly the size of Bill QL had in mind. I should welcome policy agreement to 
reintroducing all the points below: I understand that the other items would 
not require many additional clauses. 

Children's Homes 

I accept that our earlier intention of bringing the provisions on 
voluntary homes into line with those for private children's homes should 
not be pursued but I should like to reproduce these and similar provisions 
on local authority community homes with the necessary minor amendments 
consequential on other parts of the Bill, as they stand. Several clauses 
would be needed with some elements in a Schedule. This would allow the 
Child Care Act 1980 to be repealed in its entirety. The Children's Homes 
Act 1982 which deals with private homes will be amended but not replaced. 

Regulation of Facilities for Under 5s and School Age Children 

While we expect a generally favourable reception for the main provisions 
on public child care, failure to provide for reform of the 40—year old 
Nurseries and Childminders (Regulation) Actgoverningthe registration of 
private and voluntary day care facilities for young children would be 
greeted with dismay. The main responsibility for looking at the quality 
of the arrangements to which very young children are entrusted must rest 
with parents but, as the White Paper noted, there are concerns abouL the 
dangers that may result from a lack of adequate care or supervision. We 
shall, I fear,be accused of showing scant regard for this age group and of 
dashing expectations raised by the White Paper and a consultation paper 
which preceded it. People will look for provision on facilities for 
school age children on which we also consulted. I propose not to replace 
the 1948 Act but to make sufficient amendments to modernise the wording 
used to describe the regulatory function. The amendments whichmight 
perhaps be in a schedule fall into three groups. I propose to limit the 
Act to children under five. This would have the effect of confining 
regulation of facilities for school age children (such as holiday and 
after school arrangements) to those which are classified as children's 
homes. Secondly I propose to definethe scope more clearly to exclude from 
'childminding' relatives, nannies, those with parental responsibility and 
occasional babysitters and to exclude from the definition of nurseries 
occasional creches eg for conferences. Thirdly the registration 
arrangements themselves need to be easier for local authorities to operate 
and fairer for the providers of services, eg by requiring reasons to be 
given for imposing conditions or refusing registration. I am discussing 
the details of these changes with other Ministers particularly concerned. 



c. 	Adoption  

Some consequential amendments to adoption legislation will be 
unavoidable. In addition, I am anxious to include a few improvements 
for which we have been pressed: one or two technical amendments to put 
right defects and obscurities in the 1975 Children Act; amendments 
requested by the Registrar General to enable him to assist adopted 
people, including those living overseas, seeking information about 
their origins; and a new Regulation making power governing the 
payment of adoption allowances by local authorities, to replace a 
cumbersome provision requiring Secretary of State's approval for each 
authority. 

We should be able to provide in the Bill on introduction for 
children's homes and for adapting the 1948 Act and the Adoption Act 1976 to 
the otherprovisions it contains. My other proposals would need to be 
handled by Government amendment. Since these are areas where we can expect 
Opposition amendments, it will be helpful to be ready with our own 
proposals. 

Resources 

The provisions which we wish to re-instate should be neutral in cost 
terms. Otherwise I cannot add yet to the penultimate paragraph of Tony 
Newton's letter of 24 June, except to say that we have had discussions with 
the local authority associations about local authority costs which do not 
undermine the estimate of cost given in that letter. We have not yct been 
able to arrive at a final cost estimate. James Mackay's officials are 
reviewing urgently the effects of the proposals on court costs and legal 
aid. We are in touch with the Treasury about all this. 

Special Standing Committee 

Turning to handling of the Bill, Frank Field on behalf of the Social 
Services Committee has suggested that the Bill would be suitable for 
consideration by a Special Standing Committee when it goes before the 
House. The Social Services Committee reported usefully on child care in 
1984 and the suggestion is no doubt intended to be constructive. Special 
Standing Committees can be useful in smoothing the path of complex 
technical Bills, but an extra stage of special sitings and the calling of 
witnesses could well delay more than it would assist progress of this Bill. 
It would provide campaigners on issues such as a family court an additional 
opportunity to harry the Government. We did of course consult widely on 
our proposals in the White Paper. If the business managers agree, however, 
we can afford to leave a final decision until we see how the Bill is 
received and progresses in the Lords. Meanwhile, Frank Field could be 
given a temporising reply. 

5 



.E.R. 

Conclusion  

15. To facilitate the urgent final stages of drafting, I should be 
grateful for comments by Wednesday 19 October at the latest please. I am 
copying this letter to James MacKay, Douglas Hurd, Kenneth Baker and Peter 
Walker, to the Law Officers, to other members of H and QL Committees to Sir 
Robin Butler and to First Parliamentary Counsel. 
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From the Private Secretary 

to 

DEBATE ON THE ADDRESS: 22 NOVEMBER  

This is the usual annual call for your Department's 
contribution towards the Prime Minister's speech during the 
debate on the Address. As always, this should focus,where 
applicable on the coming legislative programme. 

Could I please have initial contributions by next 
Thursday, 20 October. 

P. A. BEARPARK 

Jonathan Taylor, Esq., 
H.M. Treasury. 
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THE QUEEN'S SPEECHES ON THE PROROGATION AND THE OPENING OF 
PARLIAMENT 

Your letter of 30 September asked for comments on these 
speeches. 

I have now spoken to Shaun Mundy about my Department's 
contribution. My Secretary of State has asked that two 
references which you deleted from our original contribution to 
the opening of Parliament speech, be reinstated. With these 
changes, paragraph 18 of the speech would read:- 

"My Government will introduce legislation to remove 
further unnecessary obstanies to employment, 
particularly in relation to women and young people, and 
to alter training arrangements." 

I am sending copies of this letter to the Private Secretaries 
to all Members of the Cabinet, and to the Private Secretaries 
to the Law Officers, the Minister of State, Privy Council 
Office, the Chief Whips in the Commons and Lords and the 
Financial Secretary, Treasury. 

BEVERLEY EVANS 
Private Secretary 

CONFIDENTIAL 
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FROM: A HUDSON 

DAT 	ctober 1988 

 

cc Mr Cropper o/r 
Mr Call o/r 

MEMBERS' BRIEF 

There was a suggestion that a Members' Brief should be prepared on 

the economy, for when the House returns. Is this still alive? 

Has it been discussed in Prayers recently? 

A P HUDSON 
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MR TYRIE (o/r) 	 cc Mr Cropper o/r 
Mr Call o/r 

MEMBERS' BRIEF 

There was a suggestion that a Members' Brief should be prepared on 

the economy, for when the House returns. Is this still alive? 

Has it been discussed in Prayers recently? 
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FROM: MISS M O'MARA 
DATE: 13 October 1988 

ECONOMIC SECRETARY CC: PS/Chancellor* 
Sir G Littler* 
Mr Lankester* 

;/)1( 	I 	111\r 	ji/j1 	

Mr Ilett* 
Mr Mortimer* 
Miss Noble* 
Mr C B Evans* 
Mr Kroll* 
Miss Simpson* 
Mr N P Williams* 
Mr O'Connor* - IR 

/ffk-/fr iwi 	vill 	Miss Wheldon* - TSD Mr Bostock* - UKREP 

°J 	 Mr Lindley* - BoE 

a/4\11A 	it]L/1, ip...j  5/11"N 
 * with draft answers 

1144 	 only 

__1J 	
(__Tes. /2. 

EUROPEAN FIAANCIAL AREA: APPEARANCE BEFORE LORDS SELECT COMMITTEE 

The Clerk has now sent us the list of questions which the 

Committee has approved. They are exactly the same as before, wit 

one addition at the end, and I attach a revised set of answer 

with amendments to the original version side lined. 

Mr Jay of our Paris Embassy told me earlier Lhis week t iat he 

dined with Lord Kearton the Committee's Chairman, fairly re ently. 

Lord Kearton mentioned the Committee's enquiry in this rea and 

said that its members were particularly interested in tia,p impact 

which capital liberalisation might have on the ERM. They clearly 

believe it could well undermine the present arrangements, as the 

Prime Minister herself has hinted in the House. You mAy thPrefore 

wish to look again at the Bank's paper on this subject, attached 

to my minute of 30 September, as well as the answer to Question 8. 

Question 9 refers to pressure for the removal from the ecu of 

currencies of non-ERM participants. The answer claims there has 

been no pressure. 	This is, strictly, true but I attach a Paris 

telegram and two newspaper articles reporting comments made by M 

Beregovoy in June, suggesting that the UK had to choose between 

participation in the ERM and participation in t e ecu. 
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4. 	You asked whether there were any "bull points" which you 

might emphasise on Tuesday. We would suggest two: 

abolition of exchange controls: Since this is highly relevant 

to the capital liberalisation Directive, we think it worth 

stressing that we abolished all our own inward and outward 

controls as far back as 1979, ahead of all the rest of the 

Community, apart from Germany. 

UK Treasury Bill programme: You will want to emphasise what a 

success the first tender on 11 October has been. 	I am 
attaching the press release the Bank issued immediately 

afterwards, indicating the extent of the oversubscription. 1 

month and 3 month bills are still trading close to auction 

yields and 6 month bills, at 7.20 per cent, well within them. 

5. 	On reflection, we would not suggest you launch any active 

assault on the concept of a two-tier Europe. (The issue comes up 

under Question 7 in any case.) The Chancellor has made it clear 

that it is a development we should deplore, although there is no 

harm in acknowledging, if the subject is raised by the Committee 

that if a two-tier Europe were to evolve, the City of London could 
scarcely be in the lower tier. 

6. 	I also attach, as background: 

i. 	a paper, written by Mr Peretz, on the preconditions for 

monetary union. 	This covers much of the same ground as the 
Pohl paper you have already seen but at rather less length. 

So, although it needs a little further work, it could serve 

as an aide memoire of the arguments 

a paper on the development of the private ecu which we have 

amended in the light of the Chancellor's comments sent to the 
Monetary Committee in Brussels 

iii. a note by EC Division on the Commission's proposals on the 

use of the ecu in the EC Budget. (This is currently under 

active discussion in Brussels and may require updating by 

Tuesday) 
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a note by the Bank on procedural aspects of UK involvement in 

the EMS. You enquired whether a decision that sterling 

should join the ERN would require fresh UK legislation. Our 

legal advice is that it would not and that it would be "intra 

vires" the 1979 Exchange Equalisation Account Act, as long as 

the Government was entitled to withdrawal from the 

arrangement, It circumstances warranted it 

the Chancellor's "Sunday Telegraph" interview last week, with 

its reference to the EMS, which some members of the Committee 
may pick up 

a slightly revised note on the current position within the 

Community on exchange control (amendments side lined), 

together with a note on the position in four major non-EC 
countries 

a note on the Latin Monetary Union to which you referred last 

week, plus a note by the Bank on the Zollverein (the German 

Customs Union) which points out that: 

even within one country, monetary union was not achicvcd 

for more than 50 years after the beginning of customs union 

there were long standing difficulties in arriving at an 

acceptable common currency, despite a common silver standard 

the establishment of a wider free trade area was 

accompanied by political union, while monetary unification 

followed, rather than preceded, political unification. 

Reference to this might be a useful diversionary tactic in answer 

to Questions 11 and 12 and would certainly display your erudition! 

el 

MISS 14 O'MARA 
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111 1. 	Should the Commission have made more of an attempt to 

quantify the effect of the liberalisation of capital movements? 

No. First, we must not forget that the Community already enjoys a 

substantial degree of freedom in capital flows. The UK, Germany, 

the Netherlands - and now Denmark - have already abolished all 

exchange controls. Although France relied on an extensive system 

of controls until 1986, the most significant controls in terms of 

volumes of financial transactions have been removed in the past 

two years and there are no restrictions at all on portfolio 

inflows and outflows. Italy has also gradually been removing its 

exchange controls over the past couple of years and at the 

beginning of this month, virtually all remaining Italian controls 

were abolished. Indeed, only Spain, Portugal, Greece and Ireland 

still have extensive exchange controls in place. It would 

therefore be wrong to exaggerate the Directive's impact. 

It would in any case have been difficult for the Commission to 

predict what the net effect of full-scale liberalisation would be. 

The abolition of controls could lead to large flows out of those 

currencies which had earlier enjoyed their protection. But 

equally, complete deregulation may also generate gross capiLd1 

inflows as overseas investors no longer fear that once they have 

placed funds in a country, they could remain trapped there by 

exchange controls. Our own experience, together with that of the 

Germans and Dutch, suggests that the removal of this "mousetrap" 

effect could be significant. 

Lastly, the Directive, quite deliberately, sets no single date on 

which all Member States must lift their remaining controls; it 

merely lays down an end date by which liberalisation has to be 

accomplished. 	Thus, although full liberalisation is not required 

under the Directive until 1 July 1990, or later in some cases, the 

Danes, for example, abolished all their remaining controls on 1 

October this year. This staggered timetable would further 

complicate any attempt at quantification. 
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2. 	Are you concerned that demands for reciprocity and banking 

services are inconsistent with the agreement to liberalise the 

capital movements "erga omnes"? 

The Commission's reciprocity proposals in the draft Second Banking 

Co-ordination Directive appear to impose a collective EC-wide 

procedure, applicable to each and every application from a third 

country institution and carry the risk that, as barriers within 

the Community are removed, new ones are built up around it. The 

UK has made it clear that it considers the Commission's proposal 

undesirable in principle and unworkable in practice and that it 

will continue to argue against them in Brussels. 

By contrast, we wholly endorsed the "erga omnes" provision in 

Article 7 of the capital liberalisation Directive which states 

that as far as movements of capital to or from third countries are 

concerned, Member States "shall endeavour to attain the same 

degree of liberalisation" as that which applies to their 

operations with other EC residents. Indeed, this is a principle 

we have upheld fully in the UK ever since we established our own 

exchange controls in 1979. 

• 
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3. Are you satisfied that the safeguard clause allowing 

temporary measures against short-term capital movements on the 

Member States' own initiative will not be used so frequently that 

it will jeopardise the "European Financial Area"? 

Full freedom of capital movements marks a major step forward for 

some Member States and it is not surprising that they have pressed 

for some form of protection, in case they encounter major 

difficulties. 	But our experience with the abolition of controls 

in the UK was quite the opposite; the financial markets 

it as a sign of our economy's strength, not weakness, 

flowed in, not out, of Britain. I suspect that will be 

other Member States too and that they will find their 

exaggerated. So in practice I doubt whether they will 

invoke the clause very frequently. 

regarded 

and money 

true for 

fears are 

seek to 

However, should they do so, you will see that Article 3 of the 

Directive has been drafted carefully to avoid any risk that it 

might undermine the main liberalisation objective. First, 

protective measures can only be introduced where there is thought 

to be a majul and quite specific problem. The Article speaks of 

short-term capital movements of "exceptional magnitude" imposing 

"severe strains" on foreign exchange markets leading to "serious 

disturbances" in the conduct of a country's monetary and exchange 

rate policies, reflected, in particular, in substantial variations 

in domestic liquidity. 

Second, the decision is not to be taken by the individual Member 

State alone. 	It is subject to authorisation by the Commission, 

after consultation with the Monetary Committee and the Committee 

of Central Bank Governors. In urgent cases, the Member State can 

take the initiative. But it has to inform the Commission and 

other Member States at the latest by the date of the measures' 

entry into force and the Commission then has to decide, again 

after consultation with the Monetary Committee and the Committee 

of Central Bank Governors, whether the measures may continue or 

whether they should be amended or abolished. On top of this, the 

decisions taken by the Commission can be revoked or amended by the 

Council, acting by a qualified majority. 

3 
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Third, protective measures cannot be introduced for more than six 

months. 

Last of all, there is provision for the Council to examine before 

the end of 1992, whether the Article remains appropriate in both 

principle and detail, on the basis of a report from the 

Commission, following an opinion by the Monetary Committee and the 

Committee of Central Bank Governors. At the same time, Article 8 

of the Directive stipulates that at least once a year, the 

Monetary Committee is to examine the situation on the free 

movement of capital resulting from the Directive and report to the 

Commission on the outcome. 

I think all this indicates how seriously the commitment to full 

liberalisation is taken and how concerned the Community is that 

the safeguard clause should not undermine it. 

[NB If raised: Articles 73, 108 and 109 of the Treaty of Rome 

already provide for Member States to take protective measures in 

the capital movements field in certain circumstances, so this is 

nothing new.] 

• 
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4. 	Will some harmonisation of supervisory and prudential rules  

to protect investors and savers be required? 

Some minimum harmonisation of supervisory standards throughout the 

Community is necessary to underpin the liberalisation of European 

financial markets. Work is already taking place in Brussels on 

proposals which will provide for this. A wide range of 

initiatives in the financial services area have already been 

adopted or are under discussion. For example, the Second Banking 

Co-ordination Directive, now under discussion, will establish 

common minimum standards for the authorisation of banks and 

• 

building 

Services 

one state 

basis of 

societies 

Directive 

to provide 

its home 

by regulators. The proposed Investment 

would allow an investment firm authorised in 

services in any other Member State on the 

country authorisation. Other measures which 

have been adopted include the UCITS Directive, which will allow 

firms dealing in unit trusts to operate throughout the Community, 

and the Non-Life Insurance Services Directive which allows 

insurers to cover most non-life risks through the provision of 

cross-frontier services. The key principle is that these 

financial services are all provided on the basis of home country 

authorisation. 

However, it is important that harmonisation should not prevent 

Member States from imposing additional standards to protect 

depositors and ensure the soundness of authorised institutions. 

The UK will seek to maintain its flexible approach, whilst 

supporting the creation of minimum harmonised standards. 
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5. 	Can you suggest the most likely content of the Commission's  

future proposals to eliminate or reduce the risk of tax 

distortion, evasion and fraud? What areas are likely to be 

covered (eg company taxation, taxation on capital income,  

collaboration between tax administrations)? 

The Commission have not yet made any proposals and so it is 

difficult for us to offer a view. Present indications are that 

they are likely to propose some sort of minimal withholding tax on 

interest paid, perhaps coupled with new or extended arrangements 

for Member States' fiscal authorities to obtain information about 

deposits by their residents in other Member States. 

At present, many interest flows from the UK are exempt from UK tax 

either because our domestic law so provides (for example, eurobond 

interest) or because our network of bilateral double taxation 

treaties so provide. We have treaties with each of the other 

eleven Member States. 	Seven of these treaties - with Denmark, 

France, Germany, Greece, Ireland, Luxembourg and the Netherlands - 

provide that no tax is chargeable on interest in the source 

country. 

We shall need to study carefully any proposals which the 

Commission make. 	But Article 6 of the capital liberalisation 

Directive does not, in itself, commit Member States to action. It 

provides simply for the Commission to submit proposals by 31 

December of this year and for the Council to "take a position" on 

them by 30 June 1989. moreover, any tax provisions must be adopted 

unanimously. But whatever happens on this issue, other countries 

are fully committed to complete liberalisation of capital 

movements within the Community. 

• 
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There are a number of questions which we shall need to ask the 

Commission when we see what they have proposed: 

i. 	How wide-ranging the withholding tax will be - is it proposed 

to apply to eurobond interest, wholesale money, interbank 

lending, corporate investment, or simply to individual bank 

deposit accounts? 

Will it apply only to interest flowing between residents of 

Member States or will it also apply to interest paid to 

residents of other States? 

Will the Commission regard the bilateral tax treaties as 

taking precedence or will they be overriden by any Directive? 

In the light of the actual proposals, we shall then need to 

consider among other things: 

Will they drive investment outside the EC? 

Will they tend to increase the cost of borrowing because 

investors will continue to want the same net return? 

Will they impose severe burdens on banks and the tax 

authorities to administer, and how will they affect bank 

secrecy in the various Member States? 

• 
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6. 	The liberalisation of capital movements will produce not only 

great opportunities for the United Kingdom financial services  

industry, but a wider range of competitors. How much of a risk is  

liberalisation at a time when the balance of payments is dependent 

on the City? 

The UK has lived without exchange controls for nine years now and 

during that period London has consolidated its role as the 

financial capital of Europe. We have nothing to lose from full 

liberalisation. Since the abolition of exchange controls in 1979, 

there have been no restrictions on capital outflows from the UK. 

Most remaining exchange controls elsewhere in the Community 

restrict outflows from their own residents, so their removal is 

more likely to lead to net inflows into the UK. 	One possible 

indirect effect is that the prospect of liberalisation will prompt 

Member States who currently impose restrictions to become more 

competitive. 	But UK firms have a long head start in coping with 

the rigours of open exchanges, and are well placed to respond to 

competitive pressures. Both the DTI and the Bank have taken steps 

to ensure that our financial services industry is well aware of 

the opportunities waiting to be seized. To the extent that, over 

time, the removal of any inward restrictions make it easier for UK 

investors to participate in investment opportunities elsewhere in 

the Community, this is wholly desirable. 

Incidentally, a great deal of nonsense is currently being talked 

about the size of our current account deficit. In so far as the 

deficit reflects higher imports, stemming from an unsustainable 

growth in domestic demand, we have already taken action to slow 

that growth by raising interest rates. As the Chancellor has made 

clear, the deficit is entirely the result of private individuals 

and businesses making choices about their own financial affairs 

and will in time reduce as the current gap between private sector 

savings and private sector investment closes. Meanwhile, our firm 

monetary and fiscal policies will continue to maintain confidence 

in the Government's handling of the UK economy, ensuring that any 

deficit can be readily financed. 
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410 7. 	Might not the apparent reluctance of the United Kingdom to 

develop European monetary co-operation raise the spectre of a 

"two-tier" Europe, and persuade third country investors to 

concentrate in other Member States? 

The UK is not reluctant to move towards economic and monetary 

union. The Single European Act which we adopted in 1986 refers in 

its preamble to the Paris communique of October 1972 when heads of 

government approved the objective of the progressive realisation 

of Economic and Monetary Union and Article 1 places on the 

Community an obligation to contribute to making "concrete progress 

towards European unity". 

Actions speak louder than words in this area, as in so many 

others. 	Unlike the majority of Member States, we have already 

freed all capital movements and we have taken positive steps 

towards the development of the role of the ecu by holding ecu in 

our official reserves and, most recently, by launching our own Ecu 

Treasury Bill programme. If a "two-tier" financial Europe were to 

evolve - and we should very much deplore that - then it is hard to 

see how the City of London could possibly be in the lower "tier". 

Investors from third countries - as well as elsewhere in the 

Community - will continue to wish to place their funds in Europe's 

largest financial market, as they do now. 
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8. 	It has been suggested that the EMS depends on some exchange  

controls to maintain stable exchange rates. The removal of this  

stabilising influence might force change in the EMS; either 

towards a weaker "crawling peg" system or towards closed co-

operation (either monetary union, or automatic transfers between 

central banks on a scale large enough to smother the effect of  

speculation). Is this likely, and what would be the consequences  

for United Kingdom policy towards the EMS in such circumstances? 

The scale and mobility of capital transactions within the 

Community has grown enormously over recent years and a 

considerable degree of relaxation in exchange controls has already 

taken place. Yet the ERM has coped with both developments. 

Monetary co-operation in such areas as the setting of interest 

rates and even, on occasion, the adjustment of fiscal policy has 

eased exchange rate tensions in the past and I am sure that will 

continue in future. But to the extent that growing integration 

has revealed shortcomings in the mechanism itself, the 

participants have shown themselves ready to strengthen it, as in 

the Basle/Nyborg agreement last year. There is no reason to think 

that they would not be prepared to modify the mechanism further, 

if necessary without changing its nature fundamentally. It is 

worth recalling that the mechanism did, despite the views of 

sceptics, survive the early 1980s when there were wide differences 

in Member States' inflation rates and that it has remained 

surprisingly stable more recently, despite wide dollar/ 

deutschemark fluctuations. 

Meanwhile, the UK's policy remains as it has always been - we 

shall join the mechanism when we consider the time is right. 

10 
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9. 	Has there been pressure for currencies of Member States  

outside the ERM of the EMS to be removed from participation in the 

ECU? 

There has been no pressure. If anything, the reverse is true, for 

it seems quite possible that the Spanish and Portuguese currencies 

will be included in the ecu before they join the ERN. 

i The European Council Resolution of 5 December 1978 on the 

establishment of the EMS sets out the procedures for revision of 

the ecu basket in Article 2.3: 

"The weights of currencies in the ECU will be re-examined and 

if necessary revised within six months of the entry into 

force of the system and thereafter every five years or, on 

request, if the weight of any currency has changed by 25 per 

cent. 

Revisions have to be mutually accepted; they will, by 

themselves, not modify the external value of the ECU. 	They 

will he made in line with underlying economic criteria." 

The ecu's weights were revised in September 1984 and therefore 

come up for review again in September 1989 but, as yet, there have 

been no discussions within the Community on any changes which 

might, or might not, be made then. 

, 
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10. Do you expect the denomination of Treasury Bills in ECU to 

have a major impact on the development of the ECU? Do you expect 

other Member States to follow suit? 

One of our objectives in announcing our own Treasury Bill 

programme was a concern to see the market in short-term ecu paper 

developed. Ecu bonds have been with us for some years but the 

short-term markets in ECU securities are still in their early 

stages. Until our own programme got under way, the only short-

term ecu assets available to euromarket investors were a limited 

volume of bank deposits, certificates of deposits and some ecu-

denominated euro-commercial paper notes issued under multi-

currency facilities. 

Our issue of Ecu Treasury Bills will broaden the range of short-

term assets in ecu. Investors will in future have a wide choice 

of liquid ecu assets, while this first step towards the creation 

of an ecu money market will also increase flexibility for 

borrowers. 

We very much hope that other Member States will follow our 

example. (The Italians have already issued their own ecu Treasury 

Bills but their one year maturity and the fact that they are 

subject to a withholding tax has made them unattractive to 

foreigners.) We believe that there is now considerable investor 

interest in high quality short-term ecu paper. The fact that a 

wide range of Community countries is represented in the group of 

international banks and securities houses which has undertaken to 

act as market-makers in our own Bills, should also encourage other 

members of the Community to make similar issues, thereby enhancing 

market liquidity still further. 
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11. What do you expect the group set up at the Hanover Summit 

consider monetary union to conclude? 

It is far too early to tell. The Group have only just held their 

second meeting. But the chairman of the Group, M Delors, has 

already made it clear publicly that the difficulty of the subject 

has generally been underestimated and that there is a great deal 

of thinking to be done. 

It is no secret that the UK Government believes we should be 

focusing on the practical steps we can take in the near future in 

the direction of economic and monetary union rather than on some 

visionary ideal which may or may not be at the end of the road. 

This is why we are pressing those Member States who have not yet 

done so to meet their commitments under the capital liberalisation 

Directive and why we are advocating the development of the role of 

the private ecu. Indeed, we are showing the way - by our own 

abolition of exchange controls as far back as 1979, by the fact 

that we ourselves hold ecu in our official reserves and most 

recently by the launch of our own Ecu Treasury Bill programme. I 

am encouraged that the study group set up at Hanover largely 

consists of practitioners - central bank governors - who will see 

the importance of concentrating on what we can achieve in 

practical terms. 

13 



mom/pa.090 

12. Is monetary union essential to secure the benefits of the 

internal market in general, and the European financial area in 

particular? 

No. Monetary union 

not  

required for the completion of the internal market,/  4ij A14-"10- 44,0 
curni-S tit 1- 11.  
There is certainly no suggestion, for example, in Lord Cockfield's 

1985 internal white paper - setting out the Commission's 

philosophy and programme on the internal market - that monetary 

union needs to be introduced before the benefits of the internal 

market can be achieved. (Though it does argue that "monetary 

stability" - ie reasonably stable exchange rates and low inflation 

- is required for the proper operation and development of the 

internal market.) 

Nor is there any suggestion in the Cecchini Report, which examines 

the economic benefits likely to result from the internal market, 

that the benefits depend on monetary union. 

However, with the completion of the European financial area - 

including the complete liberalisation of capital movements, and 

freer competition between banks and other financial institutions - 

capital will move more easily, and probably on a greater scale, 

from currency to currency. Member States may wish to engage in 

even closer monetary co-operation as a result and may in due 

course decide to modify the exchange rate mechanism of the EMS as 

they did in the Basle/Nyborg agreement last year. But this would 

fall well short of • 	' 	monetary union. 

• 
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FORTHCOMING TREASURY BUSINESS IN THE HOUSE OF LORDS 

You may wish to be aware that the current forthcoming Treasury 

business in the Lords is as follows: 

ORAL QUESTIONS  

Monday 17 October Lord Molloy-To ask Her Majesty's Government 
whether they are aware of the increased financial burden placed 
on home buyers when interests rates rise and whether they can 
indicate when a reduction will take place. 

Government Spokesman: Lord Young. MG 1 in the lead. 

Monday 24 October Viscount Hanworth -To ask Her Majesty's 
Government to what extent they think that the extra money 
available to consumers from recent tax cuts has been spent on 
buying British manufactured goods as opposed to foreign imports. 

Government spokesman: Lord Brabazon. EA 2 in the lead. 
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BUSINESS OF INTEREST TO HM TREASURY 

ORAL QUESTIONS  

Wednesday 19 October Lord Ezra -To ask Her Majesty's 
Government how they propose to accommodate the costs of nuclear 
power within their plans for privatising the Electricity 
Industry. 

Government Spokesman: Lord Dundee. 	Dept. of Energy in the 
lead. 

Monday 24 October Lord Belhaven and Stenton -To ask Her 
Majesty's Government why they ordered Kuwait to substantially 
reduce its shareholding in BP within a set time limit of one 
year, and what effect they expect their decision will have on 
British people who invested in BP when it was privatised last 
year and on British relations with friendly Arab countries in 
the Middle East. 

Government Spokesman: Lord Young. D.T.I. in the lead. 

UNSTARRED QUESTION 

Tuesday 8 November Lord Ezra -To ask Her Majesty's Government 
whether it is their intention to introduce a measure of 
competition in the water industry on privatisation. 

Government Spokesman: Lord Arran. D.O.E. in the lead. 

Mari Rogerson 
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MISS M ROGERSON 

FORTHCOMING TREASURY BUSINESS IN THE HOUSE OF LORDS 

The Chancellor has seen and was grateful for your minute of 

14 October. 

(-411/71  
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PS/ECONOMIC SECRETARY cc Sir G Littler 
Mr Lankester 
Mr Scholar 
Mrs Lomax 
Mr Ilett 
Mr Mortimer 
Miss Noble Miss O ltAcmr,k 
Miss J C Simpson 
Mr M L Williams 

Miss Wheldon - Tsy Sol. 
Mr O'Connor - IR 
Mr Bostock (UKREP) 

EUROPEAN FINANCIAL AREA: APPEARANCE BEFORE LORDS SELECT COMMITTEE 

The Chancellor had the following comments on the revised draft 

replies attached to Miss O'Mara's minute of 13 October. 

delete the final sentence of the first paragraph of the 

answer to Question 1: "It would therefore be wrong to 

exaggerate the Directive's impact"; 

in the answer to Question 2, make the point that capital 

controls vis a vis third countries will be completely 

ineffective when there is free movement of capital within  

Europe and when the UK, Germany etc. have no third 

country controls; 

amend the last sentence of the first paragraph of the 

answer to Question 3 to read "So in practice I doubt 

whether they will seek to invoke the clause at all  

frequently" (instead of "very frequently". And amend the 

first sentence of the third paragraph to read "Second, 

the decision cannot be taken by the individual Member 

State alone" (instead of "is not to be taken"); 
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in the answer to Question 4, add the point that the 

(harmonised) standard should be a world standard: 	we 

cannot look at Europe in isolation; 

in the answer to Question 5, do not volunteer that 

present indications are that the Commission is likely to 

propose some sort of minimum withholding tax etc. (so 

omit all but the first sentence of the first paragraph; 

the whole of the second paragraph; and the whole of the 

final paragraph - ie all of page 7). 	But the Economic 

Secretary will need to make sure he is briefed on some of 

the dangers, particularly the problem of driving 

investment outside the EC, and the banking secrecy/tax 

confidentiality point; 

in the answer to Question 6, delete the fourth sentence 

of the first paragraph (which says that the removal of 

exchange controls elsewhere in the Community is more 

likely to lead to net inflows into the UK). The second 

paragraph, on the current account, needs to be updated to 

take account of the Chancellor's Berlin speech and the 

point he made in the Waldon interview about currency 

flows occurring whether there is a deficit or not; 

in the answer to Question 7, delete the whole of the 

first paragraph, about economic and monetary union. 	It 

is much better to refer to monetary co-operation, as the 

question does, rather than to EMU. 	The Economic 

Secretary might also want to make the Poehl point (if he 

is pressed on this subject) that a common currency and 

all that is not required for the completion of the single 

market; and that: 

(a) it is being studied by the Delors' Committee; 
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it is by no means clear that all other countries want 

it, either; and 

it is a very long way off, if we can ever get there 

at all; 

in the answer to Question 8, the main point to be made 

here is that contained in the first paragraph of the 

answer to Question 1: vis that most EC countries have 

already abolished all or most of their exchange controls. 

He also thought that the last sentence of the first 

paragraph should read "[The ERM] has remained stable more 

recently" - rather than "... has remained surprisingly 

stable"; 

in the answer to Question 9, amend the first sentence to 

read "There has been no such pressure"; 

in the answer to Question 12, amend the first paragraph 

to read "No. Monetary union is clearly not required for 

the completion of the internal market, and no one has 

suggested that it is". And amend the final sentence of 

the answer to read "But this would fall well short of 

monetary union" (ie omit "introducing"). 

3. 	The Chancellor has not seen Mr Mortimer's note on the nature 

of our commitment to EMU, but he commented that we should not 

commit ourselves to any precise definition of EMU - not even the 

Werner definition. 

AC S ALLAN 
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EUROPEAN FINANCIAL AREA: APPEARANCE BEFORE LORDS SELECT COMMITTEE 

I attach a set of answers revised in the light of the Chancellor's 

comments. 

2. 	Taxation of savings  

On tax, the Chancellor suggested you should be armed with briefing 

on a number of defensive points. 	If the Committee raises the 

possibility of! 

imposing a withholding tax OH invesLment income and/or 

extending arrangements for fiscal authorities to obtain 

information about deposits by their residents in other Member 

States 

you might say that if any proposals are made on these lines, we 

should need to pay particular attention to: 

i. 	whether they would increase the cost of borrowing in the EC 

and drive investment to other countries where interest is 

paid gross to non-residents 

whether they would therefore adversely affect London as a 

financial centre 
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iii. whether they would impose severe burdens on banks and the tax 

authorities to administer and how they would affect bank 

secrecy and tax confidentiality in the various Member States. 

You asked us a number of further points at your briefing 

meeting on Friday. Mr Kroll is covering the points which arose on 

the Second Banking Co-ordination Directive separately. 

Removal of sterling from ecu basket 
t 

You referred to M Beregovoy's remark that the UK had a choice 

between participating in the ERM or removing sterling from the ecu 

basket. 	You asked whether we could in fact remove ourselves 

unilaterally, as opposed to being forced by other Member States to 

withdraw. 

The short answer is, of course, that we have no intention of 

withdrawing - and no one else is pressing us to do so either. 

Sterling has a weight of over 13 per cent in the current basket 

(see updated note on composition below) and it is in no one's 

interest to propose a change which would have far-reaching market 

implications. In fact, Article 2 of the Council Regulation of 18 

December 1978 on changing the vAlne of the unit of account used by 

the EMCF states: 

"The Council, acting unanimously on a proposal from the 

Commission after consulting the Monetary Committee and the 

Board of Governors of the Fund, shall determine the 

conditions under which the composition of the ECU may be 

changed". (My underlining). 

This Regulation has never been superseded. 

The treatment of sterling's central rate vis a vis the ecu on 

a realignment  

In 	recent realignments, sterling's notional central rate 

against the ecu has been set at the current market rate. 

4 
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Definitions of the ecu market  

You enquired about the different definitions of the ecu market 

given in paragraph 2 of our paper on the role of the private ecu. 

The ecu ranks fifth in the foreign currency sector of the 

international banking market (ie foreign currency lending to 

residents and non-residents but excluding cross-border domestic 

currency lending to non-residents) and sixth in foreign currency 

lending to residents and non-residents plus cross-border domestic 

currency lending. 

Links between the official and private ecu  

Mr Grice is sending you a separate note on this today. 

The status of the EMCF  

You asked whether any obligations could be imposed on us as 

members of the EMCF, other than by mutual agreement. Article 2 of 

the Fund's statutes states: 

"The Board of Governors shall, in order to achieve the aims 

of the Fund, act in accordance with the general economic 

policy guidelines drawn up under the Treaty by the Council 

and in accordance with such directives as the Council may 

adopt acting unanimously on a proposal from the Commission." 

So any fresh obligations would be subject to Ministerial direction 

and would require unanimity. 

Moreover, any decisions taken by the EMCF Board itself must 

also be unanimous (Article 2 of the Board's rules of procedure). 

Abolition of Italian controls  

You asked whether the latest changes were ones of presentation 

rather than substance. On 1 October the Italians introduced a new 

foreign exchange law permitting residents to engage in all 

operations which were not specifically forbidden rather than 

excluding them from all operations other than those which were 

specifically authorised. Although this may appear to be a change 

of form, it was associated with other changes which eg remove the 
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need for Italian residents to seek authorisation for the purchase 

of certain securities (although they still need to notify them) 

and which permit investment abroad in a wider range of short-term 

foreign currency instruments. These latest developments are 

simply a further stage in a gradual process of liberalisation 

which has been taking place over many months. 

German and Dutch experience on capital liberalisation 

You enquired whether we could substantiate our claim that the 

German and Dutch experience suggested that removal of the 
"mousetrap" effect could be significant. 

The Germans abolished outward exchange controls in 1956 and 

all their remaining inward controls in 1981. 	The Dutch had 
removed all theirs by October 1986. It is impossible to produce 

figures to demonstrate the effect of "mousetrap" removal in 

Germany and the Netherlands, as indeed we cannot for the UK. But 

the Germans and Dutch certainly believe, as we do, that removal of 

exchange controls was far from harmful - even positively 

beneficial - and have supported us when we have advanced this 

argument. 

Do capital controls simply  postpone the evil day? 

You suggested that capital controls merely postponed the problem 

of adjustment, leading to large and more awkward realignments in 

the end. This may be true in some cases but their advocates would 

argue that they can smooth adjustments too, gaining a breathing 

space for the countries which impose them. The final adjustment 

could be sharper but some might actually welcome that, since it 

could give them greater control over timing. Everything centres 

on whether the problem is a temporary one or more deep-rooted, so 

you will want to deploy this argument with care, if you use it at 
all. 

Prime Minister on capital liberalisation undermining the ERM 

We drew your attention to the Prime Minister's comments to the 
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House on 30 June. 	There is a hint of the same argument in the 

passage below, taken from her interview on Spanish TV on 15 

September and a press conference in Madrid on 23 September 

although these need to be read in conjunction with the earlier 
remarks. 

lb. Academic literature  

I attach the book on international monetary relations by Yeager to 

which you referred. On the optimum size of single currency areas, 

you may like to glance at the attached paper by Padoa-Schioppa, 

drawn from a newly published book on the EMS. The main point to 

remember here is that much depends on the nature of the markets 

and how integrated they are. This is why some argue that the 

greater integration to be achieved in the EC by 1992 paves the way 

for a single European currency area but, as you know, we ourselves 

reject any explicit link. 

17. "Erga omnes" 

Lewis and Short confirm my translation of "erga" as "towards"! 

uz, 1  

MISS M O'MARA 
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1. 	Should the Commission have made more of an attempt to 

quantify the effect of the liberalisation of capital movements? 

No. First, we must not forget that the Community already enjoys a 

substantial degree of freedom in capital flows. The UK, Germany, 

the Netherlands - and now Denmark - have already abolished all 

exchange controls. Although France relied on an extensive system 

of controls until 1986, the most significant controls in terms of 

volumes of financial transactions have been removed in the past 

two years and there are no restrictions at all on portfolio 
-t, 

inflows and outflows. Italy has also gradually been removing its 

exchange controls over the past couple of years and at the 

beginning of this month, virtually all remaining Italian controls 

were abolished. Indeed, only Spain, Portugal, Greece and Ireland 

still have extensive exchange controls in place. 

It would in any case have been difficult for the Commission to 

predict what the net effect of full-scale liberalisation would be. 

The abolition of controls could lead to large flows out of those 

currencies which had earlier enjoyed their protection. But 

equally, complete deregulation may also generate gross capital 

inflows as overseas investors no longer fear that once they have 

placed funds in a country, they could remain trapped there by 

exchange controls. Our own experience, together with that of the 

Germans and Dutch, suggests that the removal of this "mousetrap" 

effect could be significant. 

Lastly, the Directive, quite deliberately, sets no single date on 

which all Member States must lift their remaining controls; it 

merely lays down an end date by which liberalisation has to be 

accomplished. Thus, although full liberalisation is not required 

under the Directive until 1 July 1990, or later in some cases, the 

Danes, for example, abolished all their remaining controls on 1 

October this year. This staggered timetable would further 

complicate any attempt at quantification. 

1 



mom/pa.090 

2. 	Are you concerned that demands for reciprocity and banking 

services are inconsistent with the agreement to liberalise the 

capital movements "erga omnes"? 

The Commission's reciprocity proposals in the draft Second Banking 

Co-ordination Directive appear tn impose a collective EC wide 

procedure, applicable to each and every application from a third 

country institution and carry the risk that, as barriers within 

the Community are removed, new ones are built up around it. 	The 

-  UK has made it clear that it considers the Commission's proposal 

undesirable in principle and unworkable in practice and that it 

will continue to argue against them in Brussels. 

By contrast, we wholly endorsed the "erga omnes" provision in 

Article 7 of the capital liberalisation Directive which states 

that as far as movements of capital to or from third countries are 

concerned, Member States "shall endeavour to attain the same 

degree of liberalisation" as that which applies to their 

operations with other EC residents. Indeed, this is a principle 

we have upheld fully in the UK ever since we abolished our own 

exchange controls in 1979. 	In practice, once there is free 

movement of capital within the EC, any remaining capital controls 

which some Member States may maintain with third countries will 

prove wholly ineffective: their residents will be able to move 

funds to those Community countries like the UK and Germany which 

have no third country controls and thence out of the Community 

entirely. 

2 



mom/pa.090 

• 3. Are you satisfied that the safeguard 

temporary measures against short-term capital 

Member States' own initiative will not be used so 

it will jeopardise the "European Financial Area"? 

clause 	allowing 

movements on the 

frequently that 

Full freedom of capital movements marks a major step forward for 

some Member States and it is not surprising that they have pressed 

for some form of protection, in case they encounter major 

difficulties. But our experience with the abolition of controls 

in the UK was quite the opposite; the financial markets regarded 

it as a sign of our economy's strength, not weakness, and money 

flowed in, not out, of Britain. I suspect that will be true for 

other Member States too and that they will find their fears are 

exaggerated. 	So in practice I doubt whether they will seek to 

invoke the clause at all frequently. 

However, should they do so, you will see that Article 3 of the 

Directive has been drafted carefully to avoid any risk that it 

might undermine the main liberalisation objective. 	First, 

protective measures can only be introduced where there is thought 

to be a major and quite specific problem. The Article speaks of 

short-term capital movements of "exceptional magnitude" imposing 

"severe strains" on foreign exchange markets leading to "serious 

disturbances" in the conduct of a country's monetary and exchange 

rate policies, reflected, in particular, in substantial variations 

in domestic liquidity. 

Second, the decision cannot be taken by the individual Member 

State alone. It is subject to authorisation by the Commission, 

after consultation with the Monetary Committee and the Committee 

of Central Bank Governors. In urgent cases, the Member State can 

take the initiative. 	But it has to inform the Commission and 

other Member States at the latest by the date of the measures' 

entry into force and the Commission then has to decide, again 

after consultation with the Monetary Committee and the Committee 

of Central Bank Governors, whether the measures may continue or 

whether they should be amended or abolished. On top of this, the 

decisions taken by the Commission can be revoked or amended by the 

Council, acting by a qualified majority. 

3 
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• 	Third, protective measures cannot be introduced for more than six 
months. 

Last of all, there is provision for the Council to examine before 

the end of 1992, whether the Article remains appropriate in both 

principle and detail, on the basis of a report from the 

Commission, following an opinion by the Monetary Committee and the 

Committee of Central Bank Governors. At the same time, Article 8 

of the Directive stipulates that at least once a year, the 

Monetary Committee is to examine the situation on the free 

movement of capital resulting from the Directive and report to the 

Commission on the outcome. 

I think all this indicates how seriously the commitment to full 

liberalisation is taken and how concerned the Community is that 

the safeguard clause should not undermine it. 

[NB If raised: Articles 73, 108 and 109 of the Treaty of Rome 

already provide for Member States to take protective measures in 

the capital movements field in certain circumstances, so this is 

nothing new.] 

4 
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4. 	Will some harmonisation of supervisory and prudential rules  
to protect investors and savers be required? 

Some minimum harmonisation of supervisory standards throughout the 

Community is necessary to underpin the liberalisation of European 
financial markets. 	Work is already taking place in Brussels on 
proposals which will provide for this. A wide range of 

initiatives in the financial services area have already been 

adopted or are under discussion For example, the Second Banking 

Co-ordination Directive, now under discussion, will establish 

common minimum standards for the authorisation of banks and 

building societies by regulators. The proposed Investment 

Services Directive would allow an investment firm authorised in 

one state to provide services in any other Member State on the 
basis of its home country authorisation. 	Other measures which 
have been adopted include the UCITS Directive, which will allow 

firms dealing in unit trusts to operate throughout the Community, 

and the Non-Life Insurance Services Directive which allows 

insurers to cover most non-life risks through the provision of 
cross-frontier services. 	The key principle is that these 
financial services are all provided on the basis of home country 
authorisation. 

However, it is important that harmonisation should not prevent 

Member States from imposing additional standards to protect 

depositors and ensure the soundness of authorised institutions. 

The UK will seek to maintain its flexible approach, whilst 

supporting the creation of minimum harmonised standards. 

Nor should we look at Europe in isolation. Financial services is 

a global activity, and it is important that harmonisation in 

Europe should achieve consistency with international supervisory 
standards; for example, in the field of banking/  the Government 
attaches priority to ensuring that proposals are in line with 

international convergence of capital adequacy requirements drawn 

up under the auspices of the Bank for International Settlements in 
July. 

5 
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5. 	Can you suggest the most likely content of the Commission's  

future proposals to eliminate or reduce the risk of tax 

distortion, evasion and fraud? What areas are likely to be 

covered (eg company taxation, taxation on capital income,  

collaboration between tax administrations)? 

We shall study carefully any proposals which the Commission make 

but, until they do, it is difficult to offer a view. Article 6 of 

the capital liberalisation Directive does not, in itself, commit 
Member States to action. It provides simply for the Commission to 

submit proposals by 31 December of this year and for the Council 

to "take a position" on them by 30 June 1989. Moreover, any tax 

provisions must be adopted unanimously. But whatever happens on 

this issue, other countries are fully committed to complete 

liberalisation of capital movements within the Community. 

6 
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11/ 	
6. 	The liberalisation of capital movements will produce not only 

great opportunities for the United Kingdom financial services  

industry, but a wider range of competitors. How much of a risk is  

liberalisation at a time when the balance of payments is dependent 

on the City? 

The UK has lived without exchange controls for nine years now and 

during that period London has consolidated its role as the 

financial capital of Europe. We have nothing to lose from full 

liberalisation. Since the abolition of exchange controls in 1979, 

there have been no restrictions on capital outflows from the UK. 
One possible indirect effect is that the prospect of 

liberalisation will prompt Member States who currently impose 

restrictions to become more competitive. But UK firms have a long 

head start in coping with the rigours of open exchanges, and are 

well placed to respond to competitive pressures. Both the DTI and 

the Bank have taken steps to ensure that our financial services 

industry is well aware of the opportunities waiting to be seized. 

To the extent that, over time, the removal of any inward 

restrictions make it easier for UK investors to participate in 

investment opportunities elsewhere in the Community, this is 
wholly desirable. 

Incidentally, a great deal of nonsense is currently being talked 

about the size of our current account deficit. In so far as the 

deficit reflects higher imports, stemming from an unsustainable 

growth in domestic demand, we have already taken action to slow 

that growth by raising interest rates, although the effect of this 

will inevitably take some time to come through. As the Chancellor 

has made clear, the deficit is entirely the result of private 

individuals and businesses making choices about their own 

financial affairs. 	At the moment, private sector investment 

exceeds private sector saving and as a result the current account 

is in deficit. 	But with the worldwide move to deregulation of 

capital markets over recent years and the massive growth of free 

and mobile capital, there is now no reason why domestic investment 

should be limited to what can be financed from domestic savings. 

7 
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• 	Capital markets are now better able to bring together investment 
opportunities and savers in different countries and this means 

that for a time some countries (currently the UK) are going to run 

a current account deficit. In the time it takes for the gap 

between our private sector's saving and our private sector's 

investment to close once more, our dependence on the world's 

capital markets acts, in the Chancellor's own words, as 'an 

excellent discipline' in ensuring the pursuit of sound anti- 

inflationary policies. This Government's firm fiscal and monetary 

policies meet this requirement and will thereby maintain 

confidence in the economy, ensuring that any deficit can be 

readily financed. 

8 
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7. 	Might not the apparent reluctance of the United Kingdom to 

develop European monetary co-operation raise the spectre of a 

"two-tier" Europe, and persuade third country investors to  

concentrate in other Member States? 

Actions speak louder than words in this area, as in so many 

others. unlike the majority of Member States, we have already 

freed all capital movements and we have taken positive steps 

towards the development of the role of the ecu by holding ecu in 

our official reserves and, most recently, by launching our own Ecu 

Treasury Bill programme. If a "two-tier" financial Europe were to 

evolve - and we should very much deplore that - then it is hard to 

see how the City of London could possibly be in the lower "tier". 

Investors from third countries - as well as elsewhere in the 

Community - will continue to wish to place their funds in Europe's 

largest financial market, as they do now. 

[If pressed: The completion of the single market by 1992 does not 

require the introduction of a single or parallel currency, the 

creation of a European Central Bank etc. These are issues which 

are currently being studied by the Delors Committee but it is by 

no means clear that all other Member states favour such 

developments. They are a very long way off, if we ever adopt them 

at all.] 
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• 	8. 	It has been suggested that the EMS depends on some exchange 
controls to maintain stable exchange rates. The removal of this 

stabilising influence might force change in the EMS; either 

towards a weaker "crawling peg" system or towards closed co- 

operation (either monetary union, or automatic transfers between 
central banks 

speculation). 
on a scale large enough to smother the effect of 

Is this likely, and what would be the consequences 

 

for United Kingdom policy towards the EMS in such circumstances? 

= 
Most EC countries have already abolished all or most of their 

    

exchange controls and the scale and mobility of capital 

transactions within the Community has grown enormously over recent 
years. 	The ERN has coped with both developments. Monetary co- 

operation in such areas as the setting of interest rates and even, 

on occasion, the adjustment of fiscal policy has eased exchange 

rate tensions in the past and I am sure that will continue in 
future. 

But to the extent that growing integration has revealed 

shortcomings in the mechanism itself, the participants have shown 

themselves ready to strengthen it, as in the Basle/Nyborg 

agreement last year. There is no reason to think that they wnlild 

not be prepared to modify the mechanism further, if necessary 

without changing its nature fundamentally. It is worth recalling 

that the mechanism did, despite the views of sceptics, survive the 

early 1980s when there were wide differences in Member States' 

inflation rates and that it has remained stable more recently, 

despite wide dollar/deutschemark fluctuations. 

Meanwhile, the UK's policy remains as it has always been - we 

shall join the mechanism when we consider the time is right. 

10 
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9. 	Has there been pressure for currencies of Member States  

outside the ERN of the EMS to be removed from participation in the 
ECU? 

There has been no such pressure. If anything, the reverse is 

true, for it seems quite possible that the Spanish and Portuguese 

currencies will be included in the ecu before they join the ERM. 

The European Council Resolution of 5 December 1978 on the 
establishment of the EMS sets mit- the procedures for revision of 
the ecu basket in Article 2.3: 

"The weights of currencies in the ECU will be re-examined and 

if necessary revised within six months of the entry into 

force of the system and thereafter every five years or, on 

request, if the weight of any currency has changed by 25 per 
cent. 

Revisions have to be mutually accepted; they will, by 

themselves, not modify the external value of the ECU. 	They 

will be made in line with underlying economic criteria." 

The ecu's weights were revised in September 1984 and therefore 

come up for review again in September 1989 hut, as yet, there have 

been no discussions within the Community on any changes which 

might, or might not, be made then. 

11 
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10. Do you expect the denomination of Treasury Bills in ECU to 

have a major impact on the development of the ECU? Do you expect 

other Member States to follow suit? 

One of our objectives in announcing our own Treasury Bill 
programme was a concern to see the market in short-term ecu paper 

developed. Ecu bonds have been with us for some years but the 

short-term markets in ECU securities are still in their early 

stages. Until our own programme got under way, the only short-

term ecu assets available to edromarket investors were a limited 

volume of bank deposits, certificates of deposits and some ecu-

denominated euro-commercial paper notes issued under multi-

currency facilities. 

Our issue of Ecu Treasury Bills will broaden the range of short-
term assets in ecu. Investors will in future have a wide choice 

of liquid ecu assets, while this first step towards the creation 

of an ecu money market will also increase flexibility for 

borrowers. 

We very much hope that other Member States will follow our 

example. (The Italians have already issued their own ecu Treasury 

Bills but their one year maturity and the fact that they are 
subject to a withholding tax has made them unattractive to 

foreigners.) We believe that there is now considerable investor 

interest in high quality short-term ecu paper. The fact that a 

wide range of Community countries is represented in the group of 

international banks and securities houses which has undertaken to 

act as market-makers in our own Bills, should also encourage other 
members of the Community to make similar issues, thereby enhancing 

market liquidity still further. 

12 
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11. What do you expect the group set up at the Hanover Summit to 
consider monetary union to conclude? 

It is far too early to tell. The Group have only just held their 

second meeting. But the chairman of the Group, M Delors, has 

already made it clear publicly that the difficulty of the subject 

has generally been underestimated and that there is a great deal 
of thinking to be done. 

It is no secret that the UK Government believes we should be 
focusing on the practical steps we can take in the near future in 

the direction of economic and monetary union rather than on some 

visionary ideal which may or may not be at the end of the road. 

This is why we are pressing those Member States who have not yet 

done so to meet their commitments under the capital liberalisation 

Directive and why we are advocating the development of the role of 

the private ecu. Indeed, we are showing the way - by our own 

abolition of exchange controls as far back as 1979, by the fact 

that we ourselves hold ecu in our official reserves and most 

recently by the launch of our own Ecu Treasury Bill programme. I 

am encouraged that the study group set up at Hanover largely 

consists of practitioners - central bank governors - who will see 

the importance of concentrating on what we can achieve in 
practical terms. 

13 
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12. Is monetary union essential  to secure the benefits of the 

internal market in general, and the European financial area in 
particular? 

No. 	Monetary union is clearly not required for the completion of 

the internal market and no one has suggested that it is. 

There is certainly no suggestion, for example, in Lord Cockfield's 

1985 internal white paper - setting out the Commission's 

philosophy and programme on the internal market - that monetary 

union needs to be introduced before the benefits of the internal 

market can be achieved. (Though it does argue that "monetary 

stability" - ie reasonably stable exchange rates and low inflation 

- is required for the proper operation and development of the 

internal market.) 

Nor is there any suggestion in the Cecchini Report, which examines 

the economic benefits likely to result from the internal market, 

that the benefits depend on monetary union. 

However, with the completion of the European financial area - 

including the complete liberalisation of capital movements, and 

freer competition between banks and other financial institutions - 

capital will move more easily, and probably on A greater scale, 

from currency to currency. Member States may wish to engage in 

even closer monetary co-operation as a result and may in due 

course decide to modify the exchange rate mechanism of the EMS as 

they did in the Basle/Nyborg agreement last year. But this would 

fall well short of monetary union. 

14 
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Currencies in the ECU basket 

Amount of 	 Market  
each currency 	value of ECU 
in basket 	in terms of  

national currency* 

Current  
weight % of 
currency in 
ECU basket* 

Deutschemark 0.719 2.07403 34.7 
Sterling 0.0878 0.653698 13.4 
French franc 1.31 7.07877 18.5 
Italian lira 140.0 1545.27 9.1 
Dutch guilder 0.256 2.33801 10.9 
Belgian franc 3.71 43.4946 8.5 
Luxembourg franc 0.14 43.4946 0.3 
Danish krone 0.219 8.00539 2.7 
Irish punt 0.00871 0.775877 1.1 
Greek drachma 1.15 169.9825 0.7 

* Based on market value at 17 October 1988 
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PRIME MINISTER (CUT); 

Secondly, we are of course both a Reserve currency and we are 

both a petro -currency. Now the third point which I would like to 

make is this. We and Germany and Holland and Luxembourg have 

absolute freedom of capital movements, not only an European 

countries but between Europe and the outFAde world and we also have 

freedom from exchange control. 

The rest of the membern of the European Exchange Rate 

Mechanism have not yet got that but mont of them are going to try to 

get it by 1990. low that I think ir the very next practical and 

important step to take. f3o that does not depend upon any theory. 

It 1G a practical F.tep to take and when we have attained that and 

when it has been sustained, bek.nuse It 1 not ensy you know, if you 

have not got foreign exchange control it IF. nnt ea-sy to keep you. 

currency in precise balance with a number of other ,urreucieb, and 

it hao not yet been done in the European Exchange Rate Xechanicm. 

Su let us see what happene; when we take  the next ntep ,pf getting 

freedom of capital movements which involves freedom from exchange 

rate control. We already have  it. 

QUBSTION (Spanish); 

PRIME MINISTER; 

There is no such thing as a government ferry. if private 

enterprise wishes to do one I wish private enterprise well. 
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Sio We have  to  take far more fluctuations, the possibility of 

far  mere fluctuations and we are a kind of petro-currency than 

anyone else . 

When it cones to the future of European currency, the first 

step is very clear, it is the step which other people have agreed to 

try to take, that there shall be no constraints on movenent of 

capital among the countries in Europe, in our case no constraints at 

all, neither in Europe nor outside, that there shall be no foreign 

exchange control whatsoever. 

let's take that  step first, We have already  taken it. 

Germany has already taken it. Rolland, which is so nuch tied to the 
Me. 

Deutschnerk, has already taken it, but not the other countries. 

Then  let's see how the European Ionetary System works when they have 

done that. 

At the moment it works I think partly because there is 

foreign exchange control in so ne countries. So let's get that done 

before we talk about other things and I do sonetines say to people 

whon thny rrmlly rether compluin tNat we are porhapc act R _uuupuun uu 

not European currency, well look at what we have done, it is far 

more than most other people who complain about us have done. 

We also deal, have dealings in the ecu through London and we 

also in our Bank Reserves have a variety of currencies. The 

Bundesbank does not so we are ahead  in that, so just take the next 

steps. 
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12 The European Monetary System: A 
Long-term View 

TOMMASO PADOA-SCHIOPPA 

1 	Introduction 

I have been invited to contribute to this conference with a consideration 
of the long-term prospects of the European Monetary System (EMS). 
My approach will differ from that of the other studies in this volume: it 
will take the system as a variable, while they take it as given; it will be 
non-technical, while they develop their arguments with the help of 
sophisticated techniques. The reasons why a contribution of this kind 
was felt necessary are that the system is now sufficiently well established 
to justify expectations of its having a long life, that the tests it has still to 
pass may be so demanding as to change its shape, and that the view of a 
policymaker may be a useful input to an academic debate. 
Let me start by explaining the meaning I shall give to three concepts 

that are central to my argument: 'long term', 'performance', and 'evolu-
tion' of the system. 

What do we mean by 'long term'? Rinaldo Ossola used to say that the 
time horizon of a central banker is about three months. Between this 
extreme and Keynes's definition in terms of a lifetime, a mcasuie of 
several years can be taken as a fair compromise. However, a definition 
based exclusively on the time dimension is too restrictive. It is more 
helpful to base it on the well-known distinction that the German lan-
guage makes between Prozesspolitik and Ordnungspolitik: the former operates within 

existing institutions, instruments and markets; the latter acts on 
the existing framework. The 'long term' is the time horizon of 

Ordnungspolitik, 
which is the amount of calendar time actually lapsing 

before a change in the existing order becomes necessary and is enacted. I 
shall argue that the problem of the long-term evolution of the EMS may 
well require our attention earlier than it is generally believed. 
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The 'performance' expected from the monetary organisation of a group 
of economically interdependent and institutionally linked countries, such 
as the member states of the Community, is to foster trade integration and 
promote domestic price stability. An arrangement that is optimal for 
one purpose may not be the best for another. Thus, by stabilising 
nominal exchange rates, a fixed-rate system would be optimal for the 
promotion of macroeconomic discipline, but might distort price competi- 
tiveness, possibly leading to trade disruptions and imbalances. On the 
other hand, a crawling peg would ensure the stabilisation of real 
exchange rates (and thereby preserve the relative competitive position of 
member countries), but might undermine macroeconomic discipline by 
producing full accommodation of inflation differentials. 
A satisfactory balance between the above two objectives must form the 

basis of an appropriate monetary system. In this study, a 'satisfactory 
trade and macroeconomic discipline' will be taken as the desired per- 
formance of the EMS for today and tomorrow.' This implies that 
exchange rates are managed in such a way as to avoid over-accommo- 
dation of price differentials or unwarranted changes in real exchange 
rates. Since 1979 the system has been quite successful in promoting such 
balance compared with what has oce'iirred outside the area. 
Finally, the 'evolution' of the EMS I have in mind is one whereby the 

system will succeed in maintaining or improving its performance as 
circumstances change. Adaptation of the system should build on what 
has already been achieved, without giving ground on either the price 
stability or on other fronts. 
I will argue that the programme set for the development of the 

Community in the areas of trade, financial services and capital mobility is 
such that it requires the EMS to evolve to a de jure or de facto monetary 
union. I am not advocating the creation of a monetary union as an 
objective per se, possibly as a way to strengthen European integration or 
to fulfil a political commitment that dates back to 1974. Rather, I will 
base my arguments on the less ambitious aim of maintaining a system 
that will be able to provide the performance defined above and support 
the programme of completing the internal market. 
The long-term evolution of the EMS can be seen as comprising three 

phases: the first phase, of consolidation, can be considered concluded; 
we are now living through the second, in which the 'inconsistent quartet' 
emerges; and we start to foresee the third, that of monetary union. I will 
now discuss the main features of these three phases. 
The reasoning here pays only limited attention to external factors and ro  r lations with the rest of the world. In part this is done for the sake of 

plicity, but more it is due to the conviction that the determinants of 
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the life, development, or failure, of the EMS lie within the system itself 
and the Community, not outside. 

2 	Phase One: consolidation 

The first phase has been one of consolidation, with the objective of 
protecting the acquired degree of Community trade integration from 
disruptive fluctuations in real exchange rates and promoting convergence 
on a low rate of inflation in member countries. 
The performance of the system has been quite satisfactory, notwith-

standing the second oil shock — an event that would have perhaps 
discouraged the entire enterprise if it had occurred on the eve instead of 
the morrow of the Jenkins—Giscard—Schmidt initiative. Average 
inflation in the EMS countries has fallen from 11 per cent in 1980 to 2 per 
cent in 1986; the difference between the highest and the lowest inflation 
rates has narrowed from sixteen to six percentage points. Despite high 
and rising unemployment (from 6 per cent in 1980 to 10.5 per cent in 
1986), trade relationships within the Community have not been infected 
by the protectionist pressures that have emerged worldwide. 
The period of consolidation has also been fruitful in establishing 

important practices and interpretations, thereby filling in and completing 
the system's 'written constitution'. Three such features, which we now 
consider an integral part of the EMS, were not taken for granted from the 
start and should be mentioned. 
The first is the successful b end of rules and discretion by means of 

which the system functions. The rules apply to the management of 
exchange rates, which have to be maintained within compulsory margins 
between realignments. They enhance cooperation in intervention, 
market confidence and the credibility of the system itself. Discretion 
governs the timing and the magnitude of realignments. It is necessary 
both because the events that lead to a realignment are themselves 
difficult to forecast and because predictable parity changes would gener-
ate such speculative pressures that the system would break down. 
The second feature is that central rates are the result of a truly collective 

decision. In this respect, the management of exchange rates has been 
effectively taken away from national hands and is conducted at the 
Community level. This is a cmcial advance (and one the Bretton Woods 
system had failed to make), as changes in parities were normally decided 
unilaterally by the country concerned and simply communicated, for a 
'multilateral blessing', to the IMF. 
A third important feature is the positive interaction between exchange-

rate and other policies (both monetary and real) fostered by the system in 
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the nine years since 1979. In a way. this has disposed of the debate that 
flourished between 'economists' and 'monetarists' at the time of the 
Werner plan. 
Acceptance of the principles and objectives of the system has reinforced 

policy cooperation both among member countries and within countries, 
between such policy-making bodies as central banks, fiscal authorities, 
trade unions and employers' organisations. Italy (July—September 1980), 
Belgium (February 1982), and France (March 1983) are the most 
significant examples of the behaviour of one or more macroeconomic 
agents having conformed to the stability-oriented option embodied in 
participation in the system. 
Undeniably, the system's successful performance in the phase of 

consolidation owed something to the help of special factors and circum-
stances. First, the strong dollar attenuated intra-EMS pressures by 
diverting financial flows away from DM-denominated assets. Further, 
the gain in competitiveness of European producers vis-a-vis important 
non-EMS competitors partly offset the contractionary effects of disin-
flationary policies in EMS countries. Overall, the external environment 
was propitious in the phase of consolidation, notwithstanding the 
inflationary effects of the rising dolkii and their different impact on 
member countries' economies. 
Second, capital controls reduced the exchange-rate pressures associated 

with the higher inflation rates of France and Italy, whose participation in 
the system is the main difference between the snake and the EMS. 
Finally, recognition of the need to give priority to the reduction of 

inflation also resulted in relatively easy acceptance of the policy leader-
ship of the Federal Republic of Germany, the member country that is 
both economically strongest and most attached to monetary stability. 
The sensitive issues of coordination, leadership, and symmetry were thus 
not a major problem for several years. 

3 	Phase Two: the inconsistent quartet 

The end of Phase One coincides with the disappearance of the favourable 
factors mentioned above. The reversal in the trend of the dollar was 
largely exogenous to the EMS and the Community. Improved inflation 
convergence and the relaxation of exchange controls stemmed, by 
contrast, from the very success of the system, although they are now 4  
posing new problems for its existence. Consolidation has led to lower 
inflation, and hence has made consensus more difficult to achieve on ni-
d

i etary objectives since national priorities may tilt in favour of growth 
me countries and away from it in others. It has also inevitably 

restored the implementation of Articles 67-73 of the Treaty of Rome, 
concerning the full freedom of capital movements, as a credible item of 
the Community agenda. 
The second phase of the EMS is marked by the emergence of a 

fundamental challenge to the system as capital controls are lifted and all 
the remaining non-tariff barriers in the trade of goods and services are 
removed as a consequence of fulfilling the programme set by the Single 
European Act. Unless new items are added to the agenda, the Commu-
nity will be seeking to achieve the impossible task of reconciling (1) free 
tr3de, (2) full capital mobility, (3) fixed (or at any rate managed) 
exchange rates and (4) national autonomy in the conduct of monetary 
policy. These four elements form what I call an 'inconsistent quartet': 
economic theory and historical experience have repeatedly shown that 
these four elements cannot coexist, and that at least one has to give way.2  
In Phase Two, which can be seen as having started in 1986, the full 

effects of the inconsistency have not yet been felt, because capital 
Inability is still incomplete. Short-term capital is not yet wholly transfer-
able and the national markets for financial services are not open. 
Hnwever, the main allocative decisions of business and households 
regarding production, consumption and investment can already range 
freely across frontiers and no serious obstacles hinder the execution of 
payments. The difference between Phase Two and Phase Three is the 
extent to which this inconsistency manifests itself. 
The question is whether the EMS mechanisms are adequate to allow the 

system to survive and to 'perform', as defined above, as effectively as it 
did in Phase One. Perhaps the challenge in this new phase does not 
originate so much from the objective of maintaining price stability (since 
inflation has been substantially lowered), as from the active dismantling 
of barriers to the exchange of goods and services and the liberalisation of 
sectors so far heavily protected. 
The importance of this question about the adequacy of the EMS 

mechanisms is enhanced by the recent stipulation (in Basle and Nyborg), 
of an accord that modifies and improves some of the EMS mechanisms, 
making it less likely that there will be another round of revision during 
the present phase. The system may thus have to rely solely on what is 
already available. 

In my opinion, the existing arrangements and mechanisms of the EMS 
are sufficient to preserve its performance, provided a significant change 
in attitude takes place in the way the system is managed, and provided 
participants are constantly aware of the dangers of the system's fragility. 
Of course, there will continue to be instances in which pressures on 

exchange rates are wholly justified by cost and price divergences. As in 
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the past, a realignment paralleled by other policy measures will be the 
appropriate response. In contrast with Phase One, however, there will be 
many other instances in which tensions will be fuelled by capital mobility, 
with minor 'real' divergences being nothing more than a pretext. The 
required change in attitude consists in not considering pressures in the 
exchange markets as a suff cient condition for a realignment. The only 
effective instrument to counter financial disturbances is a defence of the 
exchange rate through enhanced cooperation among monetary authori-
ties and the willingness to subordinate domestic goals to exchange-rate 
stability when circumstances so required. 

Interventions will be the first line of defence, and they may have to be 
on an unprecedented scale. Coordinated movements in interest rates, as 
agreed in Nyborg and tested last November, would provide the second 
line of defence. The problem is that these two instruments may be 
insufficient, even if used jcintly and aggressively. Firstly, the financial 
assets that economic agents may ask their central bank to convert into a 
foreign currency are a large multiple of official reserves, and secondly, 
the size of the interest-rate changes needed to offset the expected return 
from a realignment may far exceed:. the central bank's room for 
manoeuvre.  
In these circumstances, the two lines of defence mentioned above would 

need to be supplemented by a third. This would consist in a 'recycling 
mechanism' through which the 'system' would be ready to counteract 
destabilising capital movements by providing temporary accommodation 
of the demand for currency diversification, for the time and in the 
amount necessary to change market expectations. If a substantial pro-
portion of economic agents in the area want to convert financial assets 
(not necessarily monetary assets) from currency A to currency B, the 
system should accommodate the change in preferences by withdrawing 
A-assets and issuing B-assets. If central banks are successful, this 
operation will end with a pr.nfit for the authorities and a loss for private 
agents, because A-assets are likely to carry a higher nominal yield than 
B-assets.3  
There is an analogy here with the textbook case of a central bank 

response to a run on banks: the demand to convert deposits into 
banknotes should be fully accommodated, without worrying about the 
monetary statistics, to restore full confidence in the 'parity' between 
banknotes and deposits. Tie EMS case differs in that runs and the 
lender-of-last-resort function take a transnational and intercurrency 
form. 
T T e technicalities of this mechanism are not too hard to work out in 

. The difficulties are of another kind, and there are several. Firstly, 

it nay be difficult both to decide what is the cause of the market pressures 
and to agree that their nature makes defence of the existing parities 
appropriate. Some lack of convergence in price and cost developments 
will always exist and increase tf.e attractiveness of the 'easier' option of a 
realignment, with exchange rates taking the full burden of adjustment. In 
the circumstances described above, a realignment would not serve the 
int :i-ests of the Community as a whole, nor serve those of individual 
countries. It could severely damage the export industry of the appreci-
ating country and the pursuit of price stability of the depreciating one. 
Secondly, decisions and action have to be taken jointly, to a much 

greater extent than was necessary between realignments during the 
earlier phase of the system. While joint discretionary action in Phase 
One was essentially confined to procedures or realignments, it will now 
be needed during the week ra7her than at weekends. This will require 
intense consultation and cooperation among central banks, almost to the 
point of their acting as the depirtments of a single monetary authority. 
My conclusion with regard to Phase Two is that its objective is the 

survival of the system, and that it should not last too long. 

4 	Phase Three: monetary union 

Phase Three will he characterised by the full implementation of items 1 
and 2 of the inconsistent quartet — i.e., free trade and capital mobility —to 
the point of eliminating all nationality distinctions within the Community 
between economic agents, services and products. Note that 'trade' is to 
he :aken as comprising services. and 'capital' as including financial assets 
of all possible maturities, including cash. The time horizon for reaching 
this stage and completing the internal market is 1992, the date set by the 
Single European Act, which has been approved and ratified by member 
stales as an amendment to the Treaty of Rome. 

In the monetary and financial area, the implementation of the pro-
gramme implies the elimination of all the remaining restrictions on the 
full mobility of capital and the complete freedom for households, firms 
and financial intermediaries in different member states to demand and 
supply financial services. The money and credit available to economic 
agents in the Community will be the overall money and credit supply of 
the Community as a whole, limited only by their ability to gather 
information and cover transaction costs. 
If nothing is done about items 3 and 4 of the inconsistent quartet, the 

inconsistency will emerge in full and the process of restoring consistency 
could develop in an uncontrolled and destructive way. It could take 
sev-.,,ral alternative routes, possibly leading to a breakdown of the 
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common market as a result of failure to complete the internal market by 
1992, a reintroduction of comprehensive capital and exchange controls, 
or a transition from fixed to floating exchange rates. These would be only 
the first step towards a 'remise en question' of the whole 'acquis 
communautaire' . The existing degree of trade integration and the painful 
problem of unemployment in most European countries would, sooner or 
later, make the unravelling of the existing .Community arrangements 
unavoidable. Breaches of Community law, failures to adopt the national 
legislation necessary to implement Community directives, congestion in 
the presentation and examination of cases before the Court of Justice, a 
weakening of the policing action of the Commission for infringements of 
the law, growing recourse to safeguard clauses and retaliatory measures 
against foreign producers, would all be part of this unravelling scenario. 
The latter would not necessarily be visibly dramatic; it could advance in a 
creeping way and take the form of an historical decline. 

In the long term, the only solution to the inconsistency is to complement 
the internal market with a monetary union. It would be unrealistic to 
expect the Community to be able to square a circle that has never been 
squared — i.e., to let national monetary policies follow their own course 
and yet expect macroeconomic and trade discipline to survive for the 
area as a whole. 
The monetary union issue has an institutional and a functional aspect. 

The former concerns the legal provisions, the procedures of approval, 
etc.; the latter concerns the definition of the monetary regime. The 
debate on this subject, particularly in official circles, gives the impres-
sion that the functional aspects are sufficiently well identified — as regards 
both the definition and the solution of the problems — while the 
institutional aspects are the difficult ones. Since in most countries central 
banks occupy a rather delicate and special position, it is understandable 
that they should be particularly sensitive to the institutional problem. 
Moreover, it is in the institutional and legal field that the crucial 
questions of sovereignty and responsibility emerge in full. It is possible. 
however, that the alleged difficulties of the legal and institutional aspects 
of the problem actually conceal problems of political will or a natural 
reluctance to consider fundamental changes in the 'seemingly solid 
ground on which the existing institutions rest. If a satisfactory solution 
were found to the functional aspects of the problem, the solution of the 
institutional aspects might not be so difficult, apart from the problem of 
political will. 
My aim here is obviously not to present a comprehensive analysis of thee  

p blems of creating a monetary union, nor even to identify all the 
ts that would have to be considered. I will confine myself to some 

thoughts touching, in turn, on the functional and the institutional 
aspects. 

5 	Functional aspects of a monetary union 

If the monetary union were set up, with one currency being declared the 
cirrency of the area and one central bank being created to issue and 
coltrol it, the solution of the functional problems would be straight-
forward and the process would repeat the historical experience of many 
nation-states. The difficulty in a top-down approach of this kind would be 
mainly political, the replacement of national currencies and national 
central banks being such a momentous move that most of the parties 
involved would not be willing to consider it except as part of a plan for 
full political union. 
It is questionable, however, whether this move is really necessary. My 

own opinion is that it takes less than is usually thought to get the 
substance of a monetary unicn. In reality, it could be built on what 
already exists with little need for change in what is presently visible to 
economic agents. Let me briefly list some of the things that are dis-
peisable. 
It would not be necessary fo:-  the existing visible symbols of national 

monetary systems to disappear: currency denominations, banknotes and 
central banks could well continue to exist in a monetary union. This 
would not require much more 'tolerance' than was required to let Banco 
di Napoli and Banco di Sicilia continue to issue their banknotes for more 
than sixty years after the unification of Italy, or to let the Bank of 
Scotland issue pounds sterling today. 
F scal policy does not have to De formally unified either. Let me explain 

why. In every political system, the overall budgetary function is shared 
by central and local governments; this is also true for the Community. 
The allocative considerations that guide the attribution of different tax 
and expenditure functions to different levels of government do not 
necessarily coincide with those presiding over the choice of an optimal 
currency area. Indeed, full coincidence of the geographical jurisdiction 
of :he bulk of budgetary and monetary powers offers an opportunity, but 
alsa entails a danger. The opportunity is to conduct fiscal and monetary 
policy in a coordinated way. The danger is to use the printing press to 
finance the deficit. In a political union, the budget would almost by 
definition reach a size consistent with the scope of playinga macroecono-
mic role since essential public goods such as defence, internal security 
and justice would be provided at the level of the union. The opportunity 
would be created, but also the danger. 
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The crucial question about fiscal policy, however, is whether there will 
be a serious risk of the monetary union being undermined by indepen-
dent and possibly uncoordinated budgetary policies conducted by 
member countries. In other words: should item 4 of the inconsistent 
quartet include monetary policy only, or should it include fiscal policy as 
well? 
In a monetary union with a fully integrated internal market but 

decentralised fiscal authorities, national governments would be subject 
to disciplinary factors that are now lacking in the Community. The first 
would be provided by the need to make recourse for their financing 
requirement to a large (and for them uncontrollable) capital market 
encompassing the whole area. In borrowing on that market, member 
countries would be seen solely with 'market-minded eyes, not as the 
source of regulation and protection. They would be treated according to 
their creditworthiness, although the debt problem experienced in recent 
years shows how difficult the assessment is for sovereign borrowers. The 
second disciplinary factor would be the impossibility of monetising the 
debt, since the printing press would be at the level of the union. 

Historically, the combination of these two factors has been considered, 
and proved, to be sufficient to promote fiscal discipline and coordi- 
nation. With the exception of Austialia, there is no constitutional system 
— not even among countries with a high degree of decentralisation and 
federalism — in which local government budgets are subject to the 
authority and control of the union. 

In Europe, it can be argued that the size of member states relative to the 
size of the union — both in general economic terms and in terms of their 
respective budgets — makes it questionable whether a more binding 
process of fiscal policy coordination would be necessary to make the 
monetary union work. Of course, national fiscal policies will have to be 
consistent with participation in the union. They will have to react to real 
disturbances that cause a change in equilibrium exchange rates and avoid 
determining such changes. The elements of discipline outlined above 
should, in general, put sufficient pressure on member countries to bring 
about such consistency, although the presence of these elements does not 
rule out fiscal irresponsibility on the part of one member country with 
regard to the burden of taxation and the use of fiscal deficits for stabili- 
sation purposes. Nor should it be forgotten how technically and poli- 
tically difficult it would be to limit fiscal sovereignty for the purpose of 
stabilisation, since budgetary power is tied to the exercise of an allocatite 
function and firmly placed in the hands of elected national parliaments. 
Formal coordination would certainly be desirable, but I do not think it eiould be regarded as a prerequisite for establishing the union. 
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Finally, turning to exchange rates, I wonder if their definitive and 
irrevocable fixity should be considered an indispensable aspect of the 
monetary union from the start. I would suggest that it should not, 
although I am aware that this runs counter to well-established convic-
tions. Provided they remained under the firm control of the federal 
monetary authority and were decided only in special circumstances, 
parity changes could be the best policy instrument for coping with 
unusual developments in one country (the mind turns naturally to 
exceptional developments in the labour market or in the social field). 
The notion of a currency area is economic, not geographical. The same 

portion of territory may iand usually does) simultaneously belong to 
more than one monetary area, depending on the different markets to 
which the various goods and residing agents belong. A vast territory such 
as the Community might well include sub-markets where local currencies 
could continue to be efficiently used. 

What is then needed for monetary union to exist? The simple answer 
is: one monetary policy and hence one monetary authority, entrusted 
with the necessary decisionmaking powers and operational instruments. 
This means that the supply of money for the whole Community — the one 
that will be available to every single economic agent in each country 
when capital markets are fully integrated — should be based upon the 
same monetary base — i.e., one base money aggregate should be the 
ultimate source of total money and credit in the whole Community. 
Again, this may not require the replacement of the national highpowered 
monies in the two layers of the system of money creation that exist in our 
countries and are described in textbooks. It may require adding a third 
layer, a Community monetary base that would play vis-à-vis national 
base monies the role that the latter play vis-à-vis bank deposits. This role 
is made up of customary and regulatory elements, such as the legal 
tender and lender-of-last-resort functions, wide acceptance of that 
money as a means of settlement, and the requirement that reserves 
proportional to the outstanding national base money be held in that 
instrument. The creation cf such a third layer would not be a novelty. 
Indeed, it used to be occupied by gold; after which it was occupied by the 
dollar until the terms of the 'Triffin dilemma' came into full effect; 
contrary to the initial plan, the SDR has failed to occupy it. 

It is natural to envisage the ECU as the base money of the Community. 
Each central bank would be allowed to expand its monetary base 
proportionally to the highpowered ECUs in its balance sheet, in much 
the same way as commercial banks can expand deposits only up to a 
maximum multiple to their holdings of highpowered money. ECU 
deposits with the European central bank would be the instrument for 
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final payments among `central banks, and perhaps among commercial 
banks as well. 
In the meantime, the ECU we know, the so-called 'private ECU', 

would continue to function as a parallel currency, with all economic 
agents in the Community free to use it as they liked. Only a small share of 
the payments system in the Community economy would be occupied by 
the official ECU but that share would be a sufficient lever to organise a 
monetary union. 
Of course, the main prob em in this respect is that of defining the 'rule' 

and the techniques governing the creation of total highpowered ECUs. 
The latter should be central bank operations whereby base money is 
created against assets acquired by the European central bank. As to the 
former, rather than a mechanical rule, operational discretion should be 
allowed under the statuto7y mandate of promoting exchange-rate and 
price stability in the Community. 

6 	Institutional aspects of a monetary union 

If the foregoing functional problems cpuld be dealt with in a satisfactory 
way, what are now regarded as the most difficult aspects — namely the 
institutional ones — would probably prove less intractable than they seem 
today. I will discuss two: vie relationships between political and mone-
tary union, and the legal basis of the monetary union. 
Without political union, it is argued, there can be no monetary union. 

While it would be paradoxical to think of a political union without a 
monetary union, economic analysis and historical experience support the 
view that the converse is possible. Neither the gold standard nor the 
Bretton Woods system, which in a way performed as a monetary union 
for some decades, were based on a political union. From an economic 
point of view, the relevant meaning of the term 'political union' is that 
the 'rule of law' should apply to the whole area, and that certain public 
goods should be provided at the highest level of government. As to the 
first proposition, the Treaty of Rome and the body of Community 
legislation that already exists (or is planned to exist by 1992) provides a 
unified rule of law for the whole Community in the field of economic 
activity. As to the second. I have argued above that a wider budgetary 
policy for the union is desirable but not actually indispensable, and also 
that it involves some danger for the independence of the monetary 

I authority at the Community level. 
I am not suggesting, of coarse, that the creation of a monetary union is 

simply a technical decisioi. It is a political decision of the greatest 

0 ortance, since it touches fundamental questions of sovereignty and 
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modifies the economic constitution of member countries. This is why 
technical institutions and authorities, such as central banks, have neither 
the right to impose it nor the right to impede it. The contribution they can 
(and should) be asked to make to the sound development of the 
monetary order of the Community is to explain and clarify what can (and 
cannot) be achieved with a given type of technical authority, to help 
design an appropriate new regime when the decision to implement one 
has been taken, and to operate the existing regime as well as possible. 
However, recognising these links between the technical and the political 
dimension of a monetary union does not mean that the latter is 
impossible without political union. It means that the new order needs to 
be created by an act of political will and provide for an appropriate 
relationship between the technical and political levels of responsibility. 
This would be very difficult to achieve by a loose group of countries 
without institutional links. It is possible for a structured constitutional 
system such as the Community. 
The second aspect is the legal basis of monetary union. Without a new 

treaty, it is said, there can De no monetary union. This proposition is 
widely accepted and was a the origin of the insertion in the Single 
European Act of Article 102A which mentions in para. 2 that If the 
further development in the field of economic and monetary policy 
requires institutional modifications, the dispositions included in article 
236 of the Treaty apply'. Again, neither the historian nor the economist 
would necessarily agree. The former would once again recall that the 
gold standard was never formally legislated, and could go back to the old 
eighteenth-century debate about the advantages and disadvantages of 
having a written constitution. The latter cannot ignore the very strong 
customary element embedded in every monetary system. Money was not 
invented by legislators, nor was it the consequence of creating a central 
bank. It was created by the needs of commerce, and only subsequently 
was it regulated by law and managed by central banks. 
One can imagine a fully customary or a fully formal route to monetary 

union. The customary route would pass through growing de facto 
acceptance of the ECU as a convenient instrument gradually performing 
all the functions of money. In this process the ECU would develop an 
'independent' exchange and interest rate as an increasing amount of 
goods and services were priced in it. There is room for ECU pricing both 
in the wholesale area of large contracts for primary goods and commodi-
ties and in the retail area for goods and consumers spread throughout the 
Community. As the need arose, essential stabilisation functions would 
be performed by member central banks, either individually or col-
lectively. The EMCF and the BIS already provide a potential framework 
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to be exploited to this end. They are the place where central bank 
governors meet at the same interval as the FOMC meetings at the Fed. 
The BIS is the institution that hosts the ECU clearing system and acts, 
with full operational capacity, as an agent for central banks. The 
monetary base function is now performed for the ECU system by 
member currencies and member central banks, but it could be exerted 
collectively and be based on the ECU if open-market operations in 
ECUs were developed further and official ECUs made available for such 
operations. An operational connection between the clearing and the 
official ECU would be the natural way to promote such a development. 
I have argued elsewhere.' that if the wind of habit blew with sufficient 

strength, developments along the customary route could go very far 
indeed without meeting unsurmountable legal or logical obstacles, 
perhaps to the point of eventually imposing the formalisation of a 
monetary union. The system would be one of monetary federalism, the 
ECU would be a widely and increasingly accepted parallel common 
currency for that layer of Community markets that spreads over the 
whole area. Consistency with the other currencies and monetary policies 
would be imposed together by irreversible full mobility of capital and 
growing cooperation among central banks. 
A similar (but not identical) customary route seems to be envisaged by 

the Bundesbank when it outlines a situation in which many Community 
currencies would, after achieving the same degree of stability and 
'openness', be fully interchangeable and provide equally attractive 
alternatives to the dollar. 
The formal route, in turn, would involve a new treaty creating a 

European monetary authority and defining its status and functions, with 
a procedure similar to that establishing the Federal Reserve System and 
the International Monetary Fund. The new institution would replace or 
federate the existing central banks, and a common currency would 
replace or parallel the existing currencies. Decentralised solutions of 
monetary federalism, such as those outlined above, could be adopted as 
an alternative to the more traditional centralised ones, the functional and 
the institutional choices being to a large extent independent. 
The two routes correspond to two extremes, both of which are possible 

but unlikely. I regard it to be both more realistic and more desirable to 
envisage a sequence of events in which the customary and the legal 
elements are dynamically intertwined. Of the two components of any 
modern monetary system, one, the currency, will be pushed primarily bya 
the customary factor, while the second, the central bank, will require 
more legal and institutional initiatives to provide the necessary indepen- 

ee
de 	and operational capacity. Market forces and the political will 
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would thus interact with each performing in its own field. Monetary 
authorities would remain as a technical entity placed in between, 
operating on markets for policy purposes. 

7 Conclusions 

The European Monetary System that we have known since 1979 is based 
on two obligations subscribed to by each participant: to maintain the 
market exchange rate within given margins around central rates, and 
to change the latter only in accord with the other participants. For nine 
years the two obligations have been fulfilled and the system has made a 
substantial contribution to lowering the average inflation rate in the 
'Community and narrowing the earlier large inflation differentials, as well 
as preserving open trade in a Nriod of rapidly rising unemployment in 
Europe and growing protectionism in the world at large. 
Partly as a result of this success, the Community has set itself new and 

ambitious objectives to be achieved by the year 1992. These include the 
complete dismantlement of all physical and regulatory barriers to the 
free circulation of goods and se-vices, and the complete liberalisation of 
capital movements, including short-term capital and monetary insiru-
ments. In implementing this programme, the problem will emerge of the 
contradiction between full trade integration, complete mobility of 
capital, fixity of exchange ra:es, and as yet unchallenged national 
autonomy in the conduct of monetary policy. This contradiction is 
demonstrated by economic analysis and confirmed by historical 
experience. 

I have argued that the only so ution to this contradiction that does not 
entail the undoing of the common market is to move towards a monetary 
union. Basically, this means adding a third obligation to the two 
mentioned above: the obligatioi to link the process of money and credit 
expansion in each country to that of a single monetary base for the whole 
Community. A monetary union requires a single policy, but not neces-
sarily a single currency and ever less a unique name. In turn, the oneness 
of policy requires operational instruments and regulatory powers, 
entrusted to an institution with full authority and operational 
independence. 
The historical and political importance of creating a monetary union in 

Europe can hardly be underestimated. It would be a decisive step 
towards full political union, as the creation of a Community of defence in 
the early 1950s would have been. As such, it will have to reckon with 
traditions and attitudes that are deeply rooted in the habits, ideas and 
sometimes prejudices of economic agents, institutions, analysts and 

4 
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politicians. That such difficulties and obstacles can be surmounted is far 
from obvious. Arid ik..thaps is not even likely. 
The considerations I have developed above are thus by no means meant 

to minimise the difficulty of moving to a monetary union: they are 
reflections developed on economic and technical grounds, not the 
programme of a politician. At this technical and economic level, it can be 
argued that a monetary union is a necessary complement of a fully 
iutegiated market, that there are no insurmountable technical difficulties 
in setting it up in a way thai builds on existing realities, and that an 
institutionalised budgetary union is not a prerequisite. This in no way 
lessens the political difficulty, but it may help to have it called by its true 
name. 

NOTES 	• -. 

1 For a broader definition of the concept of 'performance'. see Padoa-Schioppa 
etal. (1987), Chapter 2. 

2 See also Padoa-Schioppa (1985). 
3 Attempts to defend the parity with funds raised in the market are likely to fail 

(except perhaps in the case of a small country) because they would leave 
unchanged the excess supply of the currency under attack in the Community 
market as a whole. What is needed is a means of offsetting the pressure of 
market participants by monetary authorities taking an equal and opposite 
exchange-rate position. With unchanged parities, this will not inflate the 
aggregate money supply of the EMS, nor will it stimulate demand in the 
country whose currency is more demanded. The overshooting of monetary 
targets set for that country is offset by a fall in velocity. 

4 See Padoa-Schioppa (1988). 
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CHILDREN AND FAMILY SERVICES BILL: PUBLIC CHILD LAW PROVISIONS 

Mr Mellor's letter of 11 October to the Lord President outlines 

his proposals on a number of outstanding issues affecting the 

public child law provisions of this Bill. These relate mainly to 

emergency protection, child care court proceedings and local 

authority responsibilities in the child care field. 	Mr Mellor 

asks for agreement to his proposals by 19 October. 	This 

submission recommends that you write to the Lord President 

confirming that you have no objection to Mr Mellor's proposals, 

but reiterating the need for the costs arising from the Bill to be 

met by savings within the DH programme. 

Public law provisions  

2. 	Mr Mellor's proposals are outlined briefly in Annex A below. 

They are designed to achieve a balance between ensuring that there 

is effective protection for children at risk, while maintaining 

parents' rights to challenge court orders and to participate in 

subsequent developments. They have for the most part already been 

discussed and agreed with interested departments, 	and we see 

nothing in particular in them to which you need object. On costs, 

Mr Mellor says that no final estimate has yet been arrived at, 

but that he stands by Mr Newton's earlier estimate of around £7-8 

million a year (covering local authority expenditure, legal aid 

and court costs, but not changes to court jurisdiction - eg the 

proposed establishment of a Family Court), plus one-off start up 

costs for LA staff training of some £41/2  million. In your letter 

of 5 July to John Moore you said that savings should be found from 

the centrally financed health programme to meet these costs, and 

it would be worth making clear in your letter that you will want 

to return to this in the 1989 Survey. 
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3. 	Mr Mellor's letter also seeks agreement to reintroduce in 

the Bill a number of provisions which John Moore reluctantly 

withdrew earlier in the year in order to allow the Bill to be 

accommodated within the legislative programme. 	These relate to 

children's homes, 	regulation of facilities for under-5s, and 

adoption (see Annex B). 	Mr Mellor says that these provisions 

should be neutral in cost terms. On that basis (and provided 

their reintroduction does not disrupt the legislative programme) 

there seems no need for you to object. 

Private law reform 

The Lord Chancellor will be writing separately on the 

provisions in the Bill on private law reform, based on the Law 

Commission's report of July 1988 on child law, guardianship and 

custody. 	Officials are considering the effects of the various 

proposals in the Bill on court costs and legal aid. HE will be 

advising separately on this. 

Conclusion 

A draft letter for you to send to the Lord President is 

attached. HE agree. 

e-uf91 
D RAYNER 
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• ANNEX A 

Emergency protection  

Proposed introduction of a new medical assessment order as a 
lesser alternative to Emergency Protection Orders (EPO) rejected; 
instead, 	duty imposed on holder of an EPO not to remove a child 
if, on being seen, this proves unnecessary. 	Parents allowed to 
apply for discharge of EPO applied for ex parte after 72 hours, 
rather than 8 days proposed in Child Care White Paper (January 
1987). 

Parental access to children  

Presumption of reasonable access for parents (or those acting on 
child's behalf) to be introduced, which can be overridden only 
where it would be contrary to child's interests. 

Medical assessment  

Courts to be given power to make directions on access and medical 
examinations while EPO is in operation. 

New power of entry  

Local authorities to be made responsible for satisfying themselves 
of welfare of children living in homes and other institutions for 
long periods; responsibilities extended to include long-term stay 
children in private hospitals and nursing homes. Obstruction of 
authorised entry by LAs to become an offence. 

Care orders made in criminal proceedings  

Juvenile courts' powers to make care orders in criminal 
proceedings to be abolished and replaced by a requirement that 
offender lives away from home for a specified period. 

Reports to Parliament  

Annual statistical report to Parliament to be retained (providing 
breakdown of data on children in care, placements by type of 
accommodation, maintenance costs etc). Triennial report on local 
authority services and voluntary provision for children and 
quinquennial report on adoption and custodianship to be 
discontinued. 
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Children's homes  

Provisions on voluntary homes to be brought into line with those 
for private children's homes, thereby allowing Child Care Act 1980 
to be repealed. 

Regulation of facilities for under-5s and school age children  

Registration arrangements to be made easier for local authorities 
to operate, and fairer for providers of childminding services. 
Nurseries and Childminders (Regulation) Act 1948 to be limited to 
under-5s. Definition in the Act of 'childminding' to be limited, 
eg to exclude parents, nannies etc. 

Adoption  

Children Act 1975 to be clarified and amended to enable the 
Registrar General to assist adopted people seeking information 
about their origins. 	New regulation to be introduced governing 
payment of adoption allowances by local authorities, replacing 
provision requiring the Secretary of State's approval for each 
authority. 
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• 	DRAFT LETTER FROM: CHIEF SECRETARY 
TO: LORD PRESIDENT 

CHILDREN AND FAMILY SERVICES BILL: PUBLIC CHILD LAW PROVISIONS 

I have seen a copy of David Mellor's letter to you of 11 October. 

I note that David's estimate of the costs of the Bill as a 

whole (excluding changes to court jurisdiction which fall to James 

Mackay) remains as in Tony Newton's letter of 24 June. 	I also 

note his assurances that the measures he proposes to reinstate in 

the Bill are neutral in cost terms. 	On that basis, I have no 

objections to the proposals in his letter, provided of course that 

the reintroduction of the measures previously surrendered does not 

adversely affect the legislative timetable. 

As noted in my letter of 5 July to John Moore, I shall be 

looking in due course for savings to be found from the health 

programme to offset the costs of the Bill. 	I shall wish to 

return to this in the 1989 Survey. 

I am copying this letter to David Mellor and to the 

recipients of his letter to you. 

(JMj 
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CC: 
	

Mr Pickford 
Mr A/C S Allan 
Mr Hudson 
Mrs Chaplin 
Mr Call 

RESTRICTED 

MEMBERS' BRIEF 

I attach a draft Members' Brief which benefits from suggestions 

from Judith Chaplin, Alex and Andrew. 

This is the right length for the front page. 

I think the Economist quotation (attached), which Ian 

Stewart remembered is good. As you can see, I have slightly 

doctored it and removed the reference to Keynes! I take it you 
are content. 

I would be grateful if Mr Pickford would check it for 
factual error. 

A-6-r - 
A G TYRIE 



OCTOBER 31 1987 • 	 EcotiNni s t 

How to prevent a slump 
of 1988. That much is clear, after a week 

crash of 1987 could lead to the slump E  

when markets have tried in vain to recover. 
Yet it is also clear that an economic slump can 
be avoided, provided those in charge of the 
main policy levers do some wise things at the 
right time. So far they have shown wisdom; 
now they are beginning to show the first signs 
of delay. Since their every word, their every 
silence, can make the difference between 
safety and disaster, timing is all. 

The immediate task is a Keynesian one: to 
support demand at a time when the stockmarket crash threat-
ens to shrink it. When people feel poorer, they tend to spend 
less—especially on expensive things they can buy at some 
other time, such as holidays, cars and houses. Thrift is further 
encouraged by depleted collateral, making it harder to bor-
row. What goes for people also goes for firms and their invest-
ment plans. For the time being, rising bond prices will soften 
the blow—even before the crash America's outstanding 
bonds were worth one-third more than all the shares listed on 
Wall Street. But the rise in bond prices may prove short-lived, 
so the threat from these "wealth effects" is of a collapse in 
business and consumer confidence. 

To dispel it, the leading central banks have to assure the 
financial markets that they will keep them liquid. In current 
circumstances, that is equivalent to cutting short-term inter-
est rates. The Federal Reserve has done a good job of this. The 
Bundesbank has not. To underline their joint commitment, 
they and the Bank of Japan should all announce half-point 
cuts in their discount rates. They should couple that with a 
statement that their goal is to keep money GDP growing by 
around 6% a year, and that any hint of slower growth would 
be met by looser monetary and/or fiscal policies. A few 
months from now, when faster monetary growth may be rais-
ing fears of faster inflation, that same goal would justify some 
tightening of policy. Fine tuning is back, but nobody should 
imagine it will be easy. 

The second task of finance ministers and central bankers 
is to convince the markets that the composition of world de- 
mand—as opposed to its level—will change. Otherwise, 
America's current-account deficit will shrink too slowly and 
the underlying cause of the recent troubles will reassert itself. 
President Reagan and Congress can avoid that by agreeing 
quickly on a plan to reduce America's budget deficit by $25 
billion-50 billion a year over the next three years. In return, 
Japan and West Germany should promise to loosen their fis- 
cal policies. Arguably, no immediate action is needed in Ja-
pan; it eased its policies earlier this year and its economy is 
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now speeding up while imports obligingly 
boom. In West Germany Mr Helmut Kohl has 
no such excuse. His best course is to an-
nounce that more of his planned tax cuts will 
be brought forward to the first half of 1988. 
Before the crash, the case for this was strong; 
after the crash, it is overwhelming. 

Third, the leading governments will have 
to modify the Louvre accord on currencies. 
'America may need to use its monetary policy 
as a weapon against recession, so it can no 
longer prop up the dollar by raising interest 

rates. Faster growth in Japan and West Germany and a smaller 
American budget deficit should help to stop the dollar going 
into a free fall, but it is futile to pretend that the currency can 
be pegged at its pre-crash parities. When, in maintaining that 
pretence, the big three start squabbling, their accord becomes 
positively damaging. For credibility's sake, the three govern-
ments should announce that they are ready to see the dollar 
fall, say, another 10%. Better still—hard though this would be 
for Mr James Baker—refrain from comment and simply let 
this week's slide continue. 

Fourth, Congress must abandon the protectionist trade 
bill it is pondering. Of all the current dangers, this raises the 
clearest echo of the Great Depression of the 1930s. The 
Smoot-Hawley tariffs led to an escalating round of trade-bash-
ing restrictions. Export markets vanished, and once-solid eco-
nomic growth turned into a fall of 47% in America's money 
GDP in four years. At a time of great uncertainty, nothing 
could be avoidably worse than the prospect of a trade war 
next year. 

Reagan's wraith 

If governments do all four of these things, 1988 will be a year 
of modest growth and low inflation. If they fail, they will pro-
voke either an uncontrolled slide in the dollar or a slump in 
America that spreads to the rest of the world—for these are 
the methods of last resort by which the markets will eventually 
force trade balances back to financeable levels. Worryingly, 
the policy package would have been tricky to wrap at the best 
of times. The next few months will be far from best. Govern-
ments will have to struggle against the funk that follows a 
stockmarket panic. And just when American leadership will 
be essential in achieving the needed policy changes, the au-
thority of the American president is at its most frail. 

Even before share prices tumbled, the Democrats had re-
gained control of the Senate, virtually putting an end to Mr 
Reagan's legislative ambitions, and the Iran-contra affair had 
brought his standing to a new low. Judge Robert Bork, the 

13 
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The last twelve months have seen further progress in the 

revitalisation of the British economy. 

Britain is now into the eighth successive year of -steady 
--tt. L...e...it-  ,...„-c-e-4- 	 iltAA 

growth. 7.Unemployment pa-c fallen by over five hundred 
(--- -jZ 	417*______.4 	

1:-1k-1""*.  
thousand. (Net new business starts ,liaa•te-i-ner-efteed--13yLnearly 

>a-5— 
a week - a record. The Budget in March ended an era of 

high taxation: 	it fulfilled the pledge the Conservatives 

made in 1979 to reduce the basic rate of income tax to 25 

pence in the pound and it abolished all top rates above 40%. 

Exactly a year ago, in the aftermath of the worst stock 

market crash since 1979, things looked very different. 	As 

the Economist warned at the time: 

'The crash of 1987 could lead to the slump of 1988 ... 

the immediate task is ... to support demand at a time 

when the stock market crash threatens to shrink it' (31 

October 1987). 

Joint action by the leading industrial nations averted a 

recession and kept the world economy on course. Indeed, 

everybody underestimated business confidence and the 

underlying resilience of the world economy. This was 

particularly true in the UK, and as the Chancellor said in 

his Party Conference speech: 



• 	'The fears of recession in the aftermath of Black Monday 
have turned to fears of the economy roaring ahead too 

fast, with inflation edging up again and a substantial 

current account deficit'. 

Confidence has brought about a massive and welcome investment 

boom, drawing in investment from abroad Land creating a 

surplus on the capital account It has also made consumers 

more confident about their future, but as a result they are 

borrowing more and saving less. 

So the Government has acted to prevent the economy 

running ahead of itself. Interest rates have been raised to 

encourage saving and discourage borrowing. They will be kept 

at the level necessary to beat inflation and put it firmly 

back on a downward path[agai4 Nonetheless, because, almost 

uniquely among major industrial nations, Britain includes 

mortgage costs in itsi,measure of inflation, the short term 

effect of the rise in interest rates is to push inflation 

upwards. 

The Government will stick to the policies which have 

brought down inflation and restored the health of the British 

economy. As the Chancellor said in Brighton: 

'The battle against inflation is paramount and this 

Government will always take whatever action is necessary 

to beat inflation. Let there be no doubt about that 

whatever'. 

2 



The strength of the economy 
N, 	15Vo5 

Britain's economy remains sound and strong.) We have 

grown faster than all the other major EC countries. 

The DTI's June Investment Intentions Survey project,$ a 

16% rise in manufacturing investment in 1988 and a further 

increase in 1989. This will safeguard the ability of British 

industry to compete both at home and abroad. 

Exports have been rising steadily. Since 1981 the UK 

volume share of world trade in manufacturers hasstabilised, 

bringing to an end decades of decline. The CBI expects that 

in 1989 UK export growth will'be 7.5%, faster than either the 

growth of imports or of overall world trade. 

The Government's finances are also sounder than for a 
-(4., Lit  

generation. Last year the Government repaid over 	£3 billion 

of public sector debt, and a larger amount will be repaid 

this year, a situation unimaginable ten years ago. 	Debt 

repayment will lift the burden from the shoulders of 

generations to come. And the Government's reserves of 

foreign currency are standing at record levels. 

The supply side revolution 

The most important single reason for the transformation 

in Britain's economic performance in the 1980s has been the 

improvement in the supply side of the economy. Enterprise 

and hard work are now properly rewarded. 	Unnecessary 

• 
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110 	controls on enterprise have been dismantled. The Government 
has privatised nearly 40% of the State owned commercial 

sector inherited in 1979, submitting those industries to the 

disciplines of the market. 

The Government has concentrated on providing a sound 

fiscal, monetary and exchange rate framework. Low inflation 

and a more stable economic environment in which to plan have 

enabled the private sector to get on with the job of creating 

wealth. The results have been spectacular. 

The most striking measure of this transformation is the 

UK's productivity record. Since 1980 UK manufacturing 

productivity has risen faster than in any major nation, 

including Japan. 	The average employee in manufacturing now 

produces almost half as much again as he did in 1979. 

Another key measure is company profitability. Here the 

transformation is equally striking. 	The net real rate of 

return for non-North Sea industrial and commercial companies 

is estimated to have risen to over 10% in 1987, the highest 

level since 1969. The profitability of manufacturing has 

enjoyed a similar improvement with profitability rising every 

year since 1981. 

In sum, there has been a sea change in the wealth 

creating capacity of the UK economy, a fact acknowledged by 

the Organisation for Economic Co-operation and Development: 



4 • 	• 

110 	 'It is already now clear that the 1980s will stand out 

as a decade of impressive improvement in economic 

performance, reversing a long term trend of decline 

relative to other Member countries" (UK Economic 

Survey, August 1988). 
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CHANCELLOR cc Chief Secretary 
Financial Secretary 
Paymaster General 
Economic Secretary 
Mr J Gieve 
Mr P Cropper 
Mrs J Thorpe 

CABINET : THURSDAY 20 OCTOBER 1988 
PARLIAMENTARY AFFAIRS 

Following is the business, currently, proposed for the Commons 

next week: 

Monday 24 October  

2.30pm: Transport Questions 

3.30pm: European Communities Finance Bill: Committee 

(Subject to progress, the remaining stages 

taken) 

Stage - PMG 

may also be 

Tuesday 25 October  

2.30pm: Employment Questions 

3.15pm: PMs Questions 

3.30pm: Ten Minute Rule 	Bill 

Foundation - Mr F Cook) 

3.40pm: Opposition Day - Labour: 

(National Cervical Cancer 

probably the Economy 

Wednesday 26 October  

2.30pm: Trade and Industry Questions 

3.30pm: Ten Minute Rule Bill (Legal Profession AboLtion of 

Restrictive Practices - Mr Q Davies) 

3.40pm: Housing (Scotland) 	Bill: 	Consideration 	of 	Lords 

Amendments. 

Thursday 27 October 

2.30pm: 

3.15pm: 

3.30pm: 

3.50pm: 

Treasury Question - C/Ex, CST, FST, PMG 

PMs Questions 

Business Statement 

[Opposition Day - SLD: subject to be announced] 

70,54-A.L Glad. D.vvvalst; ?m,,,gloso amAx4 
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Friday 28 October  
9.30am: [Debate on a motion for the Adjournment - subject to be 

decided] 

B 0 DYER 
Parliamentary Clerk 

• 

• 

o 

• 
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FROM: C J A CHIVERS 
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PS /CHANCELLOR cc 	PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
Parliamentary Clerk 
Sir Peter Middleton 
Dame Anne Mueller 
Mr Kelly 
Mr A S Jordan 
Mr Cropper 
Mrs Chaplin 	(o/a) 
Mr Call 
Mr Tyrie 

ORAL PQs ON THE CHANCELLOR'S SPECIAL ADVISERS 

Mr Calum McDonald has asked the Chancellor, for 27 October, 

"how many independent advisers he has who are paid from 

public funds." 

Mr McDonald's question will be reached. Three other MPs have put 

down the same question. 

The question was apparently triggered by the announcement on 

22 July of the appointment of Mrs Chaplin to succeed Mr Cropper 

(press notice attached). But we have no idea of its motive. 

The question has been allocated to the Chief Secretary. 	But 

if it is to focus on the appointment of Mrs Chaplin the Chancellor 

may wish 1-^ 	it himsc,lf. 

I attach the draft reply which I am submitting to the 

Parliamentary Clerk. Mr Cropper has suggested that Ministers may 

wish to discuss this question ahead of the others. 

--75„ 4taoi 
	

KIT CHIVERS 
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Telex: 9413704 

22 JULY 1988 

CHANCELLOR APPOINTS NEW SPECIAL ADVISER 

The Chancellor of the Exchequer, the Rt Hon Nigel Lawson MP, 

has appointed Mrs Judith Chaplin, currently head of the policy 

unit of the Institute of Directors, to be his Special Adviser. 

Mrs Chaplin, formerly head of the economic section of the 

Conservative Research Department, is a past chairman of the 

education committee of the Norfolk County Council. She will take 

up her new post in October. 

Mrs Chaplin will succeed Mr Peter Cropper as Special Adviser 

to the Chancellor. Mr Cropper was special adviser to Sir Geoffrey 

Howe at the Treasury from 1979 to 1982. He then served for a 
period as director of the Conservative Research Department before 

returning to the Treasury in 1984. 

PRESS OFFICE  

HM TREASURY  

PARLIAMENT STREET 

LONDON SW1 3AG  

01 270 5238  

64/88 

   



19.10.3 

THURSDAY 27 OCTOBER 1988  

TREASURY 

La - Western Isles 

MR CALUM Mc DONALD: To ask 
Mr Chancellor of the Exchequer, how many independent advisers he 
has who are paid from public funds. 

DRAFT REPLY 

I have one, the Chief Secretary has one and the Financial 

Secretary has one. 

ALSO 

La - Torfaen 	 MR PAUL MURPHY 

La - East Kilbride 	 MR ADAM INGRAM 

La - Clydesdale 	 MR JIMMY HOOD 
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MR CALUM Mc DONALD 

NOTES FOR SUPPLEMENTARIES 

1. 	What do the Special Advisers do?  

Special Advisers assist Ministers with that part of their work 

which is partly official and partly political. They give us 

independent advice on policies as they are developing, and on the 

presentation of Government policy. 

Do advisers have access to secret, official information?  

Special Advisers are Civil Servants and are subject to the 

Official Secrets Act. 

Why Mrs Chaplin?  

Mrs Chaplin brings to the job a wealth of knowledge and 

experience. 	She was formerly head of Lhe economic section of the 

Conservative Research Department and is a past chairman of the 

Education Committee of the Norfolk County Council. Recently she 

was head of the policy unit of the Institute of Directors. 

How much will she be paid?  

Mrs Chaplin is paid at a rate determined in accordance with the 

normal rules for Special Advisers' pay. 

IF PRESSED: 

The rates of pay uf individual Special Advisers arP ronfidential 

because they are individually negotiated in relation to the 

Special Adviser's previous earnings in outside employment. 

The range of salaries then in payment to Special Advisers was set 

out by my Rt Hon Friend the Prime Minister in answer to a Question 

from the hon Member for Copeland (Dr John Cunningham) on 29 July 

(WA Col 628-629). 
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How many Special Advisers are there altogether?  

There are currently 29 Special Advisers, nine of whom are attached 

to the Cabinet Office, which includes the No. 10 Policy Unit. The 

number has not changed markedly under this Government: there were 

25 in February 1979 and 27 two years earlier. 

The Special Adviser pay spine 

Special Advisers are paid on a common pay spine with the exception 

of two who are unpaid and two others (the two most senior advisers 

[Professor Griffiths and Sir Percy Cradock at No.10]) who are paid 

on personal pay points above the spine maximum. 

There are 28 points on the pay spine, currently ranging from 

£13,975 pa to £40,520 pa. I would refer the hon Member to my Rt 

Hon Friend the Prime Minister's Written Answer 29 July 1988 (Col 

628/629) for details. (The spine has since been uprated to take 

into account the 1988 London Weighting increase). 

Membership of the Civil Service Pension Scheme 

Six Special Advisers are members of the non-contributory PCSPS. 

They were all given a reserved right to retain membership of the 

Scheme, having joined before new non-pensionable terms were 

introduced in July 1987. 

How many Special Advisers are on secondment?  

There are currently four Special Advisers on secondment from the 

private sector. 

IF PRESSED: 

They comprise two members of the No.10 Policy Unit and the 

advisers to the Secretary of State for Trade and Industry and the 

Minister of State at the Home Office (Mr John Patten). 

Questions on them should be addressed to the Ministers concErned. 



MR CALUM Mc DONALD 

Salaries of Special Advisers on secondment 

Their salaries are negotiated with the employer and paid to the 

firm rather than to the Special Adviser, who continues to receive 

his or her usual remuneration from the employer. 

The salaries are commercially confidential. 

Possible conflicts of interest?  

Special Advisers on secondment are in no different position in 

this respect from others who are seconded into the Civil Service 

for a period. They are required to avoid conflicts of interest 

between their business affairs and their work in a Department. I 

would refer the hon Member to my rt hon Friend the Prime 

Minister's Written Answer to the hon Member for Bradford South (Mr 

Cryer) on 1 March 1988 (OR Col 500). 

• 



19.10.2 

• 	 MR CALUM McDONALD 

BACKGROUND NOTE  

Mr McDonald's question, which was put down on 27 July, was 

apparently inspired by the announcement on 22 July of the 

appointment of Mrs Judith Chaplin to succeed Mr Cropper. 	Three 

other Labour Members have asked the Chancellor the same question. 

The motive is unclear. All four are new MPs who were elected in 

1987 and have not tabled a question to a Treasury Minister before. 

It has been assumed that by 'independent advisers' they mean 

Special Advisers. 

There have been six questions for written answer on the 

subject of Special Advisers in recent months. Three of these were 

tabled by Mr Bob Cryer, two by Dr John Cunningham and the other by 

Mr Austin Mitchell. Two of Mr Cryer's questions concerned 

advisers who are on secondment, and one of these was addressed to 

the Chancellor of the Exchequer. Dr Cunningham's questions 

related to the terms and conditions of service and 	salaries of 

all Special Advisers. 	Copies of all these questions and the 

replies given are attached. 

New pay arrangements were introduced for Special Advisers 

last year. Since then, newly-appointed Special Advisers have not 

been allowed the option of joining the Principal Civil Service 

Pension Scheme; they make their own pension arrangements and their 

pay is set at a level which allows for the fact that it is non-

pensionable. An exception is made for those who were in the 

scheme before the change and they receive a lower, pensionable pay 

rate. 	The difference between the salaries on the "Gross" and 

PCSPS pay spines is approximately 16% but we do not disclose that 

figure because of its sensitivity from the point of view of 

superannuation policy. 

It is not our practice to reveal the salaries of individual 

Advisers as they are individually negotiated in relation to 

previous outside earnings. 



• 	6. 	Special Advisers receive annual increments (up to the top of 
the pay spine, £40,520) and are eligible for additional 

performance-related increments. Under the new scheme introduced 

last year they may receive up to three additional increments after 

one year's service and a further two additional increments after 

four years' unbroken service. All awards are personally 

controlled by the Paymaster General, and the maximum number of 

increments is awarded only for exceptional performance. 

	

7. 	Pensionability apart, Special Advisers generally enjoy the 

same terms and conditions as other civil servants, except that 

they have no security of employment and are to some degree 

exempted from the rules on political activities and the acceptance 

of outside appointments on leaving the service. 

CONFIDENTIAL : MINISTERS ONLY 

8./ The actual current rates of pay of the Treasury Special 

Advisers are: 

Mrs Chaplin 
	 £40,520 

Mr Call 
	

£33,280 

Mr Tyrie 
	 £33,280 

Mr Cropper's final salary was £42,847. He had retained membership 

of the Civil Service pension scheme 



trx: 
	 I 

cc„,.,10 
Mr. Peter Luff 

Mr. Cryer: To ask the Chancellor of the Duchy of 

Lancaster ( l) what steps the Secretary of State for Trade 
and Industry took to satisfy himself before the 
appointment of Mr. Peter Luff as his special adviser that 
Mr. Lull had no interests or associations incompatible 
with his role as a special adviser; and if he will make a 

statement; 
(2) if the Secretary of State for Trade and Industry will 

dismiss Mr. Peter Luff from his post as special adviser in 
his Department; and if he will make a statement. 

Mr. Butcher: The Secretary of State sees no grounds for 

considering his dismissal. Under the terms of his 
appointment, he is, amongst other things, required to 
comply with the general principles of conduct of civil 
servants, the rules relating to outside activities and the use 

of official information or experience.  

5-0(5) 

Special Advisers 

Mr. Cryer: To ask tne Prime Minister what is her policy 

towards the appointment by a Minister of a special adviser 

(a) who is employed by a political lobbying firm with 
interests in that Minister's departmental policies and 

decisions. ( h ) whose employers are currently under 
investigation by that Minister's Department for possible 
illegal conduct and (e) whose employers are paid advisers 
to companies whose activities are the subject of 
investigation by that Minister's Department in relation to 
possible illegal conduct; and if she will make a statement. 

The Prime Minister: Special advisers are civil servants, 
and their terms of appointment are similar to those of 
other civil servants: apart from certain exceptions which 
reflect the special nature of their role they are subject to 
the same rules of conduct (including paragraph 9870 of the 
Civil Service code which sets out general principles of 
conduct). They are required to avoid conflicts of interest 
between their business affairs and their work in a 
Department. It is for each Minister to ensure that the 
necessary steps are taken to avoid such conflicts arising. 

AkAidt.u.ccs 3k Aila4-4, ItigS 

Special Advisers (Payments) 

Mr. Crer: To ask the Chancellor of the Exchequer 
w hat rules govern the receipt of payments by special 
ad \ isers from former employers; and if he will make a 

-statement. 

Mr. Brooke: All special advisers, including those on 

secondment from outside employers. are subject to the 
pros sions of the Civil Service Pay and Conditions or 

ice (...odo except for the rides governing acceptance 
of outside appointments after resignation or retirement, 
and certain aspects of the rules on political activities. 



Number 

9 

3 

No. of 
advisers 
- - - - 

ii 

3 

Cabinet Office (including No. 10) 
Foreign and Commonwealth Office 
Her Majesty's Treasury 
Department of licaith 
Department of Social Securn‘ 
Department of Education and Science 
Department of Employment 
Department of Trade and Industry 
Home Office 
Ministry of Agriculture. Fisheries 

and Food 
Department of Energy 
Department of Transport 
Scottish Office 
Department of the Environment 
Ministry of Defence 
Lord President of the Council 

Point .Vo. 	 Salary 

13.715 
14.587 
15.047 
15.591 

5 
	 • 16.479 

6 
	

1 7  j)00 

17.686 
18.287 

(.) 
	

18.966 
10 
	

19.859 
11 
	

20.497 
12 
	

21.270 
13 
	

22.117 
22.927  
23,736 

16 
	

24 755 
17 
	

26.359 
18 
	

27.702 
19 
	

29.050 
'11 
	

30.398 
21 
	

31.741 
11 
	

33.021 
23 
	

34.301 
24 
	

35.952 
25 
	

37.159 
26 
	

38.366 
39.312 

28 
	

40.258 

' The allocation of special advisers is still under consideration. 
None of these posts is graded. 
Two special advisers are unpaid and four are on 

secondment from the private sector. Apart from the three 
most senior advisers, the remainder are paid on a common 
pay spine, as follows: 

krsi (+4? 	 4. 	-Lel —S-4-‘13 let 

(Ck . 

Jr. 	

ir Man NA alters 

. Ir. Austin Mitchell: 1 o ask the Prime N1mister what 
lii,cus:ions she has had with Sir Alan Walters about his 
possible reappointment as her economic adviser and as to 
the salary and terms of any such appointment. 

The Prime Minister: There have been discussions 'with 
Sir Alan Walters about his returning as my economic 
adviser. but the details have not been settled. 

Ministers (Advisers) 

Dr. Cunningham: To ask the Prime Minister if she \\* 

list in the Official Report the grades of, and or salaries Nit; 

to political and special advisers to 'a ) herself. h 

Secretaries of State and, 	Ministers, showing each 

Department separately. 

The Prime Minister holding answer 27 July 1088J: Th,. 

number of special advisers in each Department is as 

follows: 

Writke,N. r1v.c...eis 2:7 	/988 

Ministers (Advisers) 

Dr. Cunningham: To ask the Prime Minister if she will 

publish in the Official Report the terms and conditions of 
service attaching to political and special advisers to 

(a) herself, (b) Secretaries of State and ( ci Ministers. 
with particular reference to political activity outside their 

paid duties. 

The Prime Minister: Special advisers are civil servants. 
They have the same conditions of service. except as regards 
superannuation and severance, and are subject to the same 
rules of conduct as other civil servants, with the exception 
of the rules governing the acceptance of outside 
appointments after resignation or retirement and certain 
aspect- of the rules on political activities. All the other 
provisions of the Civil Service pay and conditions of 

service code therefore apply to them. 
There are two areas of political activity where special 

advisers may be allowed more freedom than other civil 
servants. With the approval of the Minister they may 

(a) attend party functions and maintain contact with 

party members: and I ) take part in policy reviews 

organised by the party. 
In addition, and subject to the approval of the Ministei. 

special advisers are permitted to undertake all forms of 
local political activity provided they observe the rule of 
discretion applicable to civil servants. This does not 
include local activites in support of national peaks. 

Political advisers are not civil servants and are not paid 
from public funds. Although the provisions of the Civil 
Service code are not generally appropriate. political 
advisers are required to avoid conflict of interest between 
their work for Ministers and their private and business 

affairs. 

' These four advisers are paid on a pensionable basis. as members 
of the principal Civil Service pension scheme and their pay is reduced 
accordingly. The pay of all other special advisets is non-pensionable. 
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ORAL PQ ON SPECIAL ADVISERS 

I have just seen Kit Chivers' note of 19 October. 

I think we are vulnerable on this. 	We have advisers 

being paid by companies on whose interests the Government has 

recently taken tricky decisions: 

George Guise, who works in the Policy Unit is, I think, a 

fully paid up director of Consolidated Gold Fields. 

Greg Bourne, also at No 10, is paid by BP to work there. 

There are also the lobbyists. Peter Luff, whose salary 

at least partly comes trom Good Relations, is in the DTI. 	His 

job, prior to working for Lord Young, had been, to a 

substantial extent, to lobby the DTI! 

It is not enough for these people to be acting with 

propriety and not receiving papers in areas which concern the 

hands that feed them. Things have to be seen to he done 

properly and that's not anything like so easy to show. I think 

Denis Skinner would have a field day if he knew the facts. 	As 

the Commander might have said, it is what comes with trying to 

pick up advisers on the cheap. 

A minor point on the Chivers note is that the pay spine 

outlined in paragraph 6 should be described as exclusive of any 

pension entitlement. 

A G TYRIE 
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CONFIDENTIAL 

QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

When QL considered the draft Prorogation and Opening Speeches recently they decided 
that, as is customary, the drafts they had approved should be sent round for any further 
comments of colleagues before they were formally submitted to the Cabinet. I 
therefore attach both drafts as approved by QL and would be grateful for any comments 
that colleagues might have at this late stage, to reach me no later than Tuesday 25 
October. 

I am sending copies of this letter to the Prime Minister, Cabinet colleagues, Patrick 
Mayhew, Kenny Cameron, David Waddington, Richard Luce, Bertie Denham and 
Sir Robin Butler. 

JOHN WAKEHAM 

The Rt Hon Lord Mackay of Clashfern 
Lord Chancellor 

CONFIDENTIAL 



CONFIDENTIAL 

OPENING SPEECH 

- MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

- I look forward with much pleasure to [receiving the President 

of the Federal Republic of Nigeria and Mrs Babangida on a State 

Visit] [and to a visit by Her Majesty Queen Beatrix of the 

Netherlands as part of the celebrations of the William and Mary 

Tercentenary]. 

- I also look forward to [visiting Barbados next March to mark 

the 350th Anniversary of the House of Assembly there and to] being 

present next autumn on the occasion of the Commonwealth Heads of 

Government Meeting in Malaysia. 

- My Government will continue to attach the highest priority to 

the maintenance of national security and the preservation of peace 

with freedom and iustice. They will maintain strong and effective 

defences and will stand fully by their obligations to the NATO 

Alliance. 

- My Government will strive for balanced and verifiable measures 

of arms control and for a world-wide ban on chemical weapons. They 

strongly support the United States' proposals for 50% reductions in 

American and Soviet strategic nuclear weapons. They will seek 

balanced reductions in conventional forces. 



5. 	- My Government will continue to strive to break down the 

barriers between East and West [and to ensure that the Vienna Review 

Conference on Security and Co-operation in Europe leads to further 

progress on human rights]. They look forward to building further on 

the improved relationship with the Soviet Union and to a visit to 

this country by the Soviet leader, Mr Gorbachev. 

- My Government look forward to the completion of the Soviet 

troop withdrawal from Afghanistan and will continue to work for the 

restoration of that country's independence and non-aligned status. 

They will continue to play a full part in the work of the United 

Nations and to work for peaceful solutions to regional conflicts. 

- My Government will continue to work with our European 

Community partners to complete the single market, to reinforce 

budgetary discipline and further to reform the Common Agricultural 

Policy. They will play a full part in multilateral negotiations 

designed to liberalise international trade and agriculture. 

- My Government will maintain a substantial aid programme, 

designed to alleviate poverty and to promote sustainable economic and 

social progress in developing countries. 

- My Government will continue the fight against international 

terrorism and against trafficking in drugs. 



- My Government will honour their commitments to the people of 

the Falkland Islands while continuing to seek more normal relations 

with Argentina. They will continue to discharge their responsibili-

ties towards Hong Kong and its people and will work closely with the 

Chinese Government to implement the Sino-British Joint Declaration. 

MEMBERS OF THE HOUSE OF COMMONS 

- Estimates for the Public Service will be laid before you. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

- My Government will continue to pursue firm financial policies 

designed to bear down on inflation . They will continue to promote 

enterprise and to foster the conditions necessary for the sustained 

growth of output and employment. 

- They will maintain firm control of public expenditure so that, 

while allowing further improvements in priority services, it 

continues to fall as a proportion of national income, thus providing 

scope for further reductions in taxation. 

- A Bill will be introduced for England and Wales to establish a 

National Rivers Authority and to provide for the sale of the utility 

functions of the water authorities. 

- A Bill will be brought forward to reform the law on local 

government capital and housing finance and to revise the legislation 

governing the conduct of local authority business. 



- Legislation will be introduced to provide for the sale of the 

electricity supply industry in Great Britain. 

- A Bill will be introduced to remove unnecessary obstacles to 

employment, particularly in relation to women and young people, and 

to alter training arrangements. 

- My Government will vigorously pursue their policies for 

reducing crime. A Bill will be introduced to replace the Prevention 

of Terrorism (Temporary Provisions) Act. Legislation will be brought 

forward to provide for a national membership scheme to control 

admission to football matches. 

A Bill will be introduced to replace section 2 of the Official 

Secrets Act 1911 with provisions prohibiting only disclosures of 

information which would be harmful to the public interest. 

- My Government are committed to strengthening the National 

Health Service and to ensuring that it is developed and improved in 

an efficient way that otters choice to patients. 

- My Government will continue to take action to raise standards 

throughout education. 



- A Bill will be introduced to improve and rationalise the law 

governing the care and protection of children. 

- For Scotland, legislation will be brought forward to enable 

parents to choose that their children's schools should be managed 

outside the control of local authorities. A Bill will be introduced 

to transfer the Scottish Bus Group to the private sector. 

- In Northern Ireland, my Government will continue their efforts 

to eradicate terrorism, to give local representatives more involve-

ment in government and to foster closer co-operation with the 

Republic of Ireland. A Bill will be laid before you to strengthen 

the law of Northern Ireland on fair employment. Legislation will be 

introduced to extend the franchise for local elections and to require 

from candidates a declaration repudiating terrorist violence. 

- A Bill will be brought forward to amend the law on social 

security. 

Legislation will be introduced to reform company law and the law 

on mergers. 

- A Bill will be brought forward to modify the driver licensing 

system and to provide for new systems for guiding traffic. 



28. Other measures will be laid before you. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

I pray that the blessing of Almighty God may rest upon your counsels. 



CONFIDENTIAL 

PROROGATION SPEECH 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

The Duke of Edinburgh and I were pleased to receive the State 

Visits of His Majesty King Hassan II of Morocco in July 1987, His 

Majesty King Olav of Norway in April of this year, His Excellency the 

President of the Republic of Turkey in July, and the President of the 

Republic of Senegal and Madame Diouf earlier this month. I was 

pleased to receive President Reagan of the United States after his 

visit to Moscow in June. 

We recall with pleasure our visit to Canada in October last 

year, where I was also present on the occasion of the Commonwealth 

Heads of Government Meeting in Vancouver. Earlier this year we 

visited Australia in her Bicentenary year and the Netherlands to mark 

the William and Mary Tercentenary. Also to mark the Tercentenary, I 

received Loyal Addresses from both Houses in July. We remember with 

much satisfaction our State Visit to Spain in October. 

My Government have helped to promote better relations between 

East and West and have played an active part in the Vienna Review 

Conference on Security and Cooperation in Europe. 

My Government have continued to enhance Britain's defences and 

have played a full part in the Atlantic Alliance. 

My Government have worked vigorously for balanced and verifiable 

agreements on arms control in respect of nuclear and conventional 

weapons and for the abolition of chemical weapons. They have 

supported the Treaty between the United States and the Soviet Union 

for the elimination of their intermediate and shorter range missiles, 

as a result of which cruise missiles are being removed from the 

United Kingdom. 

S 



• 
My Government have fully supported the United Nations in its 

recent efforts to negotiate a ceasefire between Iran and Iraq. They 

have welcomed the start of the Soviet troop withdrawal from 

Afghanistan and have supported efforts to restore that country's 

independence and non-aligned status. My Government have encouraged 

the forces for change in Southern Africa and have urged the countries 

of that region to settle their problems peacefully. 

My Government have reached agreement with our European Community 

partners on the restructuring of the Community's finances and on 

certain measures of reform of its Common Agricultural Policy. They 

have continued to play a full and active role in negotiations to 

achieve the completion of a single market within the European 

Community by the end of 1992, and have encouraged business to prepare 

for the opportunities and challenges that this presents. 

My Government welcomed the agreement reached on their initiative 

to provide debt relief to some of the poorest countries in Africa. 

They have continued to provide a substantial aid programme, both 

directly and through the European Community, including emergency 

assistance to the victims of natural disasters in Asia, Africa and 

the Caribbean. 

My Government have continued their vigorous efforts to combat 

international terrorism. They have signed agreements with the United 

States, Canada, Australia and the Bahamas to provide reciprocal 

assistance in combatting trafficking in drugs. 

My Government and the Chinese Government have continued to make 

good progress in implementing the Sino-British Joint Declaration on 

Hong Kong. My Government have stood by their commitments to the 

people of the Falkland Islands, while continuing to seek more normal 

relations with Argentina. 



MEMBERS OF THE HOUSE OF COMMONS 

I thank you for the provision which you have made for the honour 

and dignity of the Crown and for the Public Service. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

My Government have continued to pursue sound financial policies 

designed to keep inflation under control and to sustain economic 

growth. They have made a public sector debt repayment. The national 

output has continued to grow, as has the number of people in work. 

Further steps have been taken to help unemployed people into work 

through the introduction of the Employment Training programme and the 

extension of the Youth Training Scheme. 

As part of my Government's programme to encourage enterprise and 

improve the performance of the economy, the basic rate of income tax 

has been further reduced and all but the lowest of the remaining 

rates have been abolished. Legislation has been enacted to reform 

and simplify the tax system and to provide for the independent 

taxation of married couples. 

In further pursuit of my Government's commitment to encourage 

greater industrial efficiency and to promote wider share ownership, 

legislation has been enacted to provide for the sale to the public of 

shares in British Steel and to enable the water authorities and the 

electricity supply industry to prepare for privatisation. 

An Act has been passed for England and Wales to replace domestic 

rates with the community charge and to introduce uniform non-domestic 

rates. 

An Act has been passed to reform the legislation on rented 

housing and to give local authority tenants new rights to choose 

their landlord. 

• 



17 	Legislation has been enacted to promote further competition in 

the provision of local authority services. 

An Act has been passed to reform the education system by 

widening parental choice, by making provision for a national 

curriculum and by increasing the autonomy of educational institu-

tions. 

An Act has been passed to provide for greater democracy and 

accountability within trades unions and to provide further protection 

against trade union enforcement of closed shops. 

Legislation has been passed to improve the working of criminal 

justice; to reform the law of extradition; and to improve the 

assistance available to victims of crime. 

An Act has been passed to strengthen the controls over the 

possession of firearms. 

Legislation has been enacted to reinforce firm but fair 

immigration control. 

An Act has been passed to introduce greater flexibility in 

licensing hours and to strengthen provisions to curb the misuse of 

alcohol. 

Further progress has been made in the consolidation of our 

statute law. Legislation has been passed to improve the arrangements 

for legal aid. 

An Act has been passed to reform the law of copyright and to 

make improvements in other areas of intellectual property law. 

26. A reformed system of social security has been introduced. 



An Act has been passed further to reform the law on shipping and 

safety at sea. 

An Act has been passed to authorise the construction of a 

railway tunnel under the English Channel to link Britain and France. 

Legislation has been enacted to authorise a third crossing of 

the Thames at Dartford. 

In Northern Ireland, my Government have continued their efforts 

to combat terrorism. They have developed their constructive 

relations with the Republic of Ireland through the Anglo-Irish 

Agreement and have continued to promote the economic revival and 

political stability of Northern Ireland. 

For Scotland, measures have been passed to encourage the 

provision of private rented housing and to create a new housing 

agency, to improve the management of schools and to reform the law on 

civil evidence. 

An Act has been passed to establish a statutory authority for 

the Norfolk and Suffolk Broads. 

Legislation has been enacted to encourage the planting of farm 

woodlands and diversification by farmers. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

I pray that the blessing of Almighty God may attend you. 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

When QL considered the draft Prorogation and Opening Speeches recently they decided 
that, as is customary, the drafts they had approved should be sent round for any further 
comments of colleagues before they were formally submitted to the Cabinet. I 
therefore attach both drafts as approved by QL and would be grateful for any comments 
that colleagues might have at this late stage, to reach me no later than Tuesday 25 
October. 

I am sending copies of this letter to the Prime Minister, Cabinet colleagues, Patrick 
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CONFIDENTIAL 

PROROGATION SPEECH 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

The Duke of Edinburgh and I were pleased to receive the State 

Visits of His Majesty King Hassan II of Morocco in July 1987, His 

Majesty King Olav of Norway in April of this year, His Excellency the 

President of the Republic of Turkey in July, and the President of the 

Republic of Senegal and Madame Diouf earlier this month. I was 

pleased to receive President Reagan of the United States after his 

visit to Moscow in June. 

We recall with pleasure our visit to Canada in October last 

year, where I was also present on the occasion of the Commonwealth 

Heads of Government Meeting in Vancouver. Earlier this year we 

visited Australia in her Bicentenary year and the Netherlands to mark 

the William and Mary Tercentenary. Also to mark the Tercentenary, I 

received Loyal Addresses from both Houses in July. We remember with 

much satisfaction our State Visit to Spain in October. 

My Government have helped to promote better relations between 

East and West and have played an active part in the Vienna Review 

Conference on Security and Cooperation in Europe. 

My Government have continued to enhance Britain's defences and 

have played a full part in the Atlantic Alliance. 

My Government have worked vigorously for balanced and verifiable 

agreements on arms control in respect of nuclear and conventional 

weapons and for the abolition of chemical weapons. They have 

supported the Treaty between the United States and the Soviet Union 

for the elimination of their intermediate and shorter range missiles, 

as a result of which cruise missiles are being removed from the 

United Kingdom. 



• 
My Government have fully supported the United Nations in its 

recent efforts to negotiate a ceasefire between Iran and Iraq. They 

have welcomed the start of the Soviet troop withdrawal from 

Afghanistan and have supported efforts to restore that country's 

independence and non-aligned status. My Government have encouraged 

the forces for change in Southern Africa and have urged the countries 

of that region to settle their problems peacefully. 

My Government have reached agreement with our European Community 

partners on the restructuring of the Community's finances and on 

certain measures of reform of its Common Agricultural Policy. They 

have continued to play a full and active role in negotiations to 

achieve the completion of a single market within the European 

Community by the end of 1992, and have encouraged business to prepare 

for the opportunities and challenges that this presents. 

My Government welcomed the agreement reached on their initiative 

to provide debt relief to some of the poorest countries in Africa. 

They have continued to provide a substantial aid programme, both 

directly and through the European Community, including emergency 

assistance to the victims of natural disasters in Asia, Africa and 

the Caribbean. 

My Government have continued their vigorous efforts to combat 

international terrorism. They have signed agreements with the United 

States, Canada, Australia and the Bahamas to provide reciprocal 

assistance in combatting trafficking in drugs. 

My Government and the Chinese Government have continued to make 

good progress in implementing the Sino-British Joint Declaration on 

Hong Kong. My Government have stood by their commitments to the 

people of the Falkland Islands, while continuing to seek more normal 

relations with Argentina. 



MEMBERS OF THE HOUSE OF COMMONS 

I thank you for the provision which you have made for the honour 

and dignity of the Crown and for the Public Service. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

My Government have continued to pursue sound financial policies 

designed to keep inflation under control and to sustain economic 

growth. They have made a public sector debt repayment. The national 

output has continued to grow, as has the number of people in work. 

Further steps have been taken to help unemployed people into work 

through the introduction of the Employment Training programme and the 

extension of the Youth Training Scheme. 

As part of my Government's programme to encourage enterprise and 

improve the performance of the economy, the basic rate of income tax 

has been further reduced and all but the lowest of the remaining 

rates have been abolished. Legislation has been enacted to reform 

and simplify the tax system and to provide for the independent 

taxation of married couples. 

In further pursuit of my Government's commitment to encourage 

greater industrial efficiency and to promote wider share ownership, 

legislation has been enacted to provide for the sale to the public of 

shares in British Steel and to enable the water authorities and the 

electricity supply industry to prepare for privatisation. 

An Act has been passed for England and Wales to replace domestic 

rates with the community charge and to introduce uniform non-domestic 

rates. 

An Act has been passed to reform the legislation on rented 

housing and to give local authority tenants new rights to choose 

their landlord. 



17 Legislation has been enacted to promote further competition in 

the provision of local authority services. 

An Act has been passed to reform the education system by 

widening parental choice, by making provision for a national 

curriculum and by increasing the autonomy of educational institu-

tions. 

An Act has been passed to provide for greater democracy and 

accountability within trades unions and to provide further protection 

against trade union enforcement of closed shops. 

Legislation has been passed to improve the working of criminal 

justice; to reform the law of extradition; and to improve the 

assistance available to victims of crime. 

An Act has been passed to strengthen the controls over the 

possession of firearms. 

Legislation has been enacted to reinforce firm but fair 

immigration control. 

An Act has been passed to introduce greater flexibility in 

licensing hours and to strengthen provisions to curb the misuse of 

alcohol. 

Further progress has been made in the consolidation of our 

statute law. Legislation has been passed to improve the arrangements 

for legal aid. 

An Act has been passed to reform the law of copyright and to 

make improvements in other areas of intellectual property law. 

• 

26. A reformed system of social security has been introduced. 



An Act has been passed further to reform the law on shipping and 

safety at sea. 

An Act has been passed to authorise the construction of a 

railway tunnel under the English Channel to link Britain and France. 

Legislation has been enacted to authorise a third crossing of 

the Thames at Dartford. 

In Northern Ireland, my Government have continued their efforts 

to combat terrorism. They have developed their constructive 

relations with the Republic of Ireland through the Anglo-Irish 

Agreement and have continued to promote the economic revival and 

political stability of Northern Ireland. 

For Scotland, measures have been passed to encourage the 

provision of private rented housing and to create a new housing 

agency, to improve the management of schools and to reform the law on 

civil evidence. 

An Act has been passed to establish a statutory authority for 

the Norfolk and Suffolk Broads. 

Legislation has been enacted to encourage the planting of farm 

woodlands and diversification by farmers. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

I pray that the blessing of Almighty God may attend you. 



CONFIDENTIAL 

OPENING SPEECH 

- MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

- I look forward with much pleasure to [receiving the President 

of the Federal Republic of Nigeria and Mrs Babangida on a State 

Visit] [and to a visit by Her Majesty Queen Beatrix of the 

Netherlands as part of the celebrations of the William and Mary 

Tercentenary]. 

- I also look forward to [visiting Barbados next March to mark 

the 350th Anniversary of the House of Assembly there and to] being 

present next autumn on the occasion of the Commonwealth Heads of 

Government Meeting in Malaysia. 

- My Government will continue to attach the highest priority to 

the maintenance of national security and the preservation of peace 

with freedom and justice. They will maintain strong and effective 

defences and will stand fully by their obligations to the NATO 

Alliance. 

- My Government will strive for balanced and verifiable measures 

of arms control and for a world-wide ban on chemical weapons. They 

strongly support the United States' proposals for 50% reductions in 

American and Soviet strategic nuclear weapons. They will seek 

balanced reductions in conventional forces. 

* z  



- My Government will continue to strive to break down the 

barriers between East and West [and to ensure that the Vienna Review 

Conference on Security and Co-operation in Europe leads to further 

progress on human rights]. They look forward to building further on 

the improved relationship with the Soviet Union and to a visit to 

this country by the Soviet leader, Mr Gorbachev. 

- My Government look forward to the completion of the Soviet 

troop withdrawal from Afghanistan and will continue to work for the 

restoration of that country's independence and non-aligned status. 

They will continue to play a full part in the work of the United 

Nations and to work for peaceful solutions to regional conflicts. 

- My Government will continue to work with our European 

Community partners to complete the single market, to reinforce 

budgetary discipline and further to reform the Common Agricultural 

Policy. They will play a full part in multilateral negotiations 

designed to liberalise international trade and agriculture. 

- My Government will maintain a substantial aid programme, 

designed to alleviate poverty and to promote sustainable economic and 

social progress in developing countries. 

- My Government will continue the fight against international 

terrorism and against trafficking in drugs. 



- My Government will honour their commitments to the people of 

the Falkland Islands while continuing to seek more normal relations 

with Argentina. They will continue to discharge their responsibili-

ties towards Hong Kong and its people and will work closely with the 

Chinese Government to implement the Sino-British Joint Declaration. 

MEMBERS OF THE HOUSE OF COMMONS 

- Estimates for the Public Service will be laid before you. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

- My Government will continue to pursue firm financial policies 

designed to bear down on inflation . They will continue to promote 

enterprise and to foster the conditions necessary for the sustained 

growth of output and employment. 

- They will maintain firm control of public expenditure so that, 

while allowing further improvements in priority services, it 

continues to fall as a proportion of national income, thus providing 

scope for further reductions in taxation. 

- A Bill will be introduced for England and Wales to establish a 

National Rivers Authority and to provide for the sale of the utility 

functions of the water authorities. 

- A Bill will be brought forward to reform the law on local 

government capital and housing finance and to revise the legislation 

governing the conduct of local authority business. 

• 



- Legislation will be introduced to provide for the sale of the 

electricity supply industry in Great Britain. 

- A Bill will be introduced to remove unnecessary obstacles to 

employment, particularly in relation to women and young people, and 

to alter training arrangements. 

- My Government will vigorously pursue their policies for 

reducing crime. A Bill will be introduced to replace the Prevention 

of Terrorism (Temporary Provisions) Act. Legislation will be brought 

forward to provide for a national membership scheme to control 

admission to football matches. 

A Bill will be introduced to replace section 2 of the Official 

Secrets Act 1911 with provisions prohibiting only disclosures of 

information which would be harmful to the public interest. 

- My Government are committed to strengthening the National 

Health Service and to ensuring that it is developed and improved in 

an efficient way that offers choice to patients. 

- My Government will continue to take action to raise standards 

throughout education. 

S 



- A Bill will be introduced to improve and rationalise the law 

governing the care and protection of children. 

- For Scotland, legislation will be brought forward to enable 

parents to choose that their children's schools should be managed 

outside the control of local authorities. A Bill will be introduced 

to transfer the Scottish Bus Group to the private sector. 

- In Northern Ireland, my Government will continue their efforts 

to eradicate terrorism, to give local representatives more involve-

ment in government and to foster closer co-operation with the 

Republic of Ireland. A Bill will be laid before you to strengthen 

the law of Northern Ireland on fair employment. Legislation will be 

introduced to extend the franchise for local elections and to require 

from candidates a declaration repudiating terrorist violence. 

- A Bill will be brought forward to amend the law on social 

security. 

Legislation will be introduced to reform company law and the law 

on mergers. 

- A Bill will be brought forward to modify the driver licensing 

system and to provide for new systems for guiding traffic. 



28. Other measures will be laid before you. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

I pray that the blessing of Almighty God may rest upon your counsels. 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

I am today sending round the draft Queen's Speech on the Opening of Parliament under 
cover of the attached letter to James Mackay. 

As you will see, QL decided that it would be better not to make any reference to the 
Representation of the People Bill in the Speech. This is because the Committee shared 
my view that a final decision on the inclusion of the Bill, which could take up much 
time on the floor of the House, should be postponed until we have a much better idea of 
the Opposition's intentions towards it. QL fully appreciate that this Bill honours a 
manifesto commitment, and that there are strong arguments for proceeding with it in 
the 1988/89 Session if it can be fitted in. Nevertheless, this is not the last practicable 
opportunity for the measure and I very much hope that you can agree to handle the 
matter as we propose. Perhaps you and I could review the situation in the New Year. 

I am sending copies of this letter to the Prime Minister, members of QL and to 
Sir Robin Butler. 

JOHN WAKEHAM 

Rt Hon Douglas Hurd CBE MP 
Home Secretary 

CONFIDENTIAL 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

When QL considered the draft Prorogation and Opening Speeches recently they decided 
that, as is customary, the drafts they had approved should be sent round for any further 
comments of colleagues before they were formally submitted to the Cabinet. I 
therefore attach both drafts as approved by QL and would be grateful for any comments 
that colleagues might have at this late stage, to reach me no later than Tuesday 25 
October. 

I am sending copies of this letter to the Prime Minister, Cabinet colleagues, Patrick 
Mayhew, Kenny Cameron, David Waddington, Richard Luce, Bertie Denham and 
Sir Robin Butler. 

- 

JOHN WAKEHAM 

The Rt Hon Lord Mackay of Clashfern 
Lord Chancellor 

CONFIDENTIAL 
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PROROGATION SPEECH 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

The Duke of Edinburgh and I were pleased to receive the State 

Visits of His Majesty King Hassan II of Morocco in July 1987, His 

Majesty King Olav of Norway in April of this year, His Excellency the 

President of the Republic of Turkey in July, and the President of the 

Republic of Senegal and Madame Diouf earlier this month. I was 

pleased to receive President Reagan of the United States after his 

visit to Moscow in June. 

We recall with pleasure our visit to Canada in October last 

year, where I was also present on the occasion of the Commonwealth 

Heads of Government Meeting in Vancouver. Earlier this year we 

visited Australia in her Bicentenary year and the Netherlands to mark 

the William and Mary Tercentenary. Also to mark the Tercentenary, I 

received Loyal Addresses from both Houses in July. We remember with 

much satisfaction our State Visit to Spain in October. 

My Government have helped to promote better relations between 

East and West and have played an active part in the Vienna Review 

Conference on Security and Cooperation in Europe. 

My Government have continued to enhance Britain's defences and 

have played a full part in the Atlantic Alliance. 

My Government have worked vigorously for balanced and verifiable 

agreements on arms control in respect of nuclear and conventional 

weapons and for the abolition of chemical weapons. They have 

supported the Treaty between the United States and the Soviet Union 

for the elimination of their intermediate and shorter range missiles, 

as a result of which cruise missiles are being removed from the 

United Kingdom. 



My Government have fully supported the United Nations in its 

recent efforts to negotiate a ceasefire between Iran and Iraq. They 

have welcomed the start of the Soviet troop withdrawal from 

Afghanistan and have supported efforts to restore that country's 

independence and non-aligned status. My Government have encouraged 

the forces for change in Southern Africa and have urged the countries 

of that region to settle their problems peacefully. 

My Government have reached agreement with our European Community 

partners on the restructuring of the Community's finances and on 

certain measures of reform of its Common Agricultural Policy. They 

have continued to play a full and active role in negotiations to 

achieve the completion of a single market within the European 

Community by the end of 1992, and have encouraged business to prepare 

for the opportunities and challenges that this presents. 

My Government welcomed the agreement reached on their initiative 

to provide debt relief to some of the poorest countries in Africa. 

They have continued to provide a substantial aid programme, both 

directly and through the European Community, including emergency 

assistance to the victims of natural disasters in Asia, Africa and 

the Caribbean. 

My Government have continued their vigorous efforts to combat 

international terrorism. They have signed agreements with the United 

States, Canada, Australia and the Bahamas to provide reciprocal 

assistance in combatting trafficking in drugs. 

My Government and the Chinese Government have continued to make 

good progress in implementing the Sino-British Joint Declaration on 

Hong Kong. My Government have stood by their commitments to the 

people of the Falkland Islands, while continuing to seek more normal 

relations with Argentina. 



MEMBERS OF THE HOUSE OF COMMONS 

I thank you for the provision which you have made for the honour 

and dignity of the Crown and for the Public Service. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

My Government have continued to pursue sound financial policies 

designed to keep inflation under control and to sustain economic 

growth. They have made a public sector debt repayment. The national 

output has continued to grow, as has the number of people in work. 

Further steps have been taken to help unemployed people into work 

through the introduction of the Employment Training programme and the 

extension of the Youth Training Scheme. 

As part of my Government's programme to encourage enterprise and 

improve the performance of the economy, the basic rate of income tax 

has been further reduced and all but the lowest of the remaining 

rates have been abolished. Legislation has been enacted to reform 

and simplify the tax system and to provide for the independent 

taxation of married couples. 

In further pursuit of my Government's commitment to encourage 

greater industrial efficiency and to promote wider share ownership, 

legislation has been enacted to provide for the sale to the public of 

shares in British Steel and to enable the water authorities and the 

electricity supply industry to prepare for privatisation. 

An Act has been passed for England and Wales to replace domestic 

rates with the community charge and to introduce uniform non-domestic 

rates. 

An Act has been passed to reform the legislation on rented 

housing and to give local authority tenants new rights to choose 

their landlord. 

• 



• 
17 	Legislation has been enacted to promote further competition in 

the provision of local authority services. 

An Act has been passed to reform the education system by 

widening parental choice, by making provision for a national 

curriculum and by increasing the autonomy of educational institu-

tions. 

An Act has been passed to provide for greater democracy and 

accountability within trades unions and to provide further protection 

against trade union enforcement of closed shops. 

Legislation has been passed to improve the working of criminal 

justice; to reform the law of extradition; and to improve the 

assistance available to victims of crime. 

An Act has been passed to strengthen the controls over the 

possession of firearms. 

Legislation has been enacted to reinforce firm but fair 

immigration control. 

An Act has been passed to introduce greater flexibility in 

licensing hours and to strengthen provisions to curb the misuse of 

alcohol. 

Further progress has been made in the consolidation of our 

statute law. Legislation has been passed to improve the arrangements 

for legal aid. 

An Act has been passed to reform the law of copyright and to 

make improvements in other areas of intellectual property law. 

26. A reformed system of social security has been introduced. 



An Act has been passed further to reform the law on shipping and 

safety at sea. 

An Act has been passed to authorise the construction of a 

railway tunnel under the English Channel to link Britain and France. 

Legislation has been enacted to authorise a third crossing of 

the Thames at Dartford. 

In Northern Ireland, my Government have continued their efforts 

to combat terrorism. They have developed their constructive 

relations with the Republic of Ireland through the Anglo-Irish 

Agreement and have continued to promote the economic revival and 

political stability of Northern Ireland. 

For Scotland, measures have been passed to encourage the 

provision of private rented housing and to create a new housing 

agency, to improve the management of schools and to reform the law on 

civil evidence. 

An Act has been passed to establish a statutory authority for 

the Norfolk and Suffolk Broads. 

Legislation has been enacted to encourage the planting of farm 

woodlands and diversification by farmers. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

• 

I pray that the blessing of Almighty God may attend you. 



CONFIDENTIAL 

OPENING SPEECH 

- MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

- I look forward with much pleasure to [receiving the President 

of the Federal Republic of Nigeria and Mrs Babangida on a State 

Visit] [and to a visit by Her Majesty Queen Beatrix of the 

Netherlands as part of the celebrations of the William and Mary 

Tercentenary]. 

- I also look forward to [visiting Barbados next March to mark 

the 350th Anniversary of the House of Assembly there and to] being 

present next autumn on the occasion of the Commonwealth Heads of 

Government Meeting in Malaysia. 

- My Government will continue to attach the highest priority to 

the maintenance of national security and the preservation of peace 

with freedom and justice. They will maintain strong and effective 

defences and will stand fully by their obligations to the NATO 

Alliance. 

- My Government will strive for balanced and verifiable measures 

of arms control and for a world-wide ban on chemical weapons. They 

strongly support the United States' proposals for 50% reductions in 

American and Soviet strategic nuclear weapons. They will seek 

balanced reductions in conventional forces. 

• 
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- My Government will continue to strive to break down the 

barriers between East and West [and to ensure that the Vienna Review 

Conference on Security and Co-operation in Europe leads to further 

progress on human rights]. They look forward to building further on 

the improved relationship with the Soviet Union and to a visit to 

this country by the Soviet leader, Mr Gorbachev. 

- My Government look forward to the completion of the Soviet 

troop withdrawal from Afghanistan and will continue to work for the 

restoration of that country's independence and non-aligned status. 

They will continue to play a full part in the work of the United 

Nations and to work for peaceful solutions to regional conflicts. 

- My  GovefamenL will conLinue to work with our European 

Community partners to complete the single market, to reinforce 

budgetary discipline and further to reform the Common Agricultural 

Policy. They will play a full part in multilateral negotiations 

designed to liberalise international trade and agriculture. 

- My Government will maintain a substantial aid programme, 

designed to alleviate poverty and to promote sustainable economic and 

social progress in developing countries. 

- My Government will continue the fight against international 

terrorism and against trafficking in drugs. 



- My Government will honour their commitments to the people of 

the Falkland Islands while continuing to seek more normal relations 

with Argentina. They will continue to discharge their responsibili-

ties towards Hong Kong and its people and will work closely with the 

Chinese Government to implement the Sino-British Joint Declaration. 

MEMBERS OF THE HOUSE OF COMMONS 

-  Estimates for the Public Service will be laid before you. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

-  My Government will continue to pursue firm financial policies 

designed to bear down on inflation . They will continue to promote 

enterprise and to foster the conditions necessary for the sustained 

growth of output and employment. 

- They will maintain firm control of public expenditure so that, 

while allowing further improvements in priority services, it 

continues to fall as a proportion of national income, thus providing 

scope for further reductions in taxation. 

- A Bill will be introduced for England and Wales to establish a 

National Rivers Authority and to provide for the sale of the utility 

functions of the water authorities. 

- A Bill will be brought forward to reform the law on local 

government capital and housing finance and to revise the legislation 

governing the conduct of local authority business. 

• 



- Legislation will be introduced to provide for the sale of the 

electricity supply industry in Great Britain. 

- A Bill will be introduced to remove unnecessary obstacles to 

employment, particularly in relation to women and young people, and 

to alter training arrangements. 

- My Government will vigorously pursue their policies for 

reducing crime. A Bill will be introduced to replace the Prevention 

of Terrorism (Temporary Provisions) Act. Legislation will be brought 

forward to provide for a national membership scheme to control 

admission to football matches. 

A Bill will be introduced to replace section 2 of the Officidl 

Secrets Act 1911 with provisions prohibiting only disclosures of 

information which would be harmful to the public interest. 

- My Government are committed to strengthening the National 

Health Service and to ensuring that it is developed and improved in 

an efficient way that offers choice to patients. 

- My Government will continue to take action to raise standards 

throughout education. 

• 



- A Bin will be introduced to improve and rationalise the law 

governing the care and protection of children. 

- For Scotland, legislation will be brought forward to enable 

parents to choose that their children's schools should be managed 

outside the control of local authorities. A Bill will be introduced 

to transfer the Scottish Bus Group to the private sector. 

- In Northern Ireland, my Government will continue their efforts 

to eradicate terrorism, to give local representatives more involve-

ment in government and to foster closer co-operation with the 

Republic of Ireland. A Bill will be laid before you to strengthen 

the law of Northern Ireland on fair employment. Legislation will be 

introduced to extend the tranchise for local elections and to require 

from candidates a declaration repudiating terrorist violence. 

- A Bill will be brought forward to amend the law on social 

security. 

Legislation will be introduced to reform company law and the law 

on mergers. 

- A Bill will be brought forward to modify the driver licensing 

system and to provide for new systems for guiding traffic. 

• 



28. Other measures will be laid before you. 

MY LORDS AND MEMBERS OF THE HOUSE OF COMMONS 

I pray that the blessing of Almighty God may rest upon your counsels. 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

I am today sending round the draft Queen's Speech on the Opening of Parliament under 
cover of the attached letter to James Mackay. 

As you will see, QL decided that it would be better not to make any reference to the 
Representation of the People Bill in the Speech. This is because the Committee shared 
my view that a final decision on the inclusion of the Bill, which could take up much 
time on the floor of the House, should be postponed until we have a much better idea of 
the Opposition's intentions towards it. QL fully appreciate that this Bill honours a 
manifesto commitment, and that there are strong arguments for proceeding with it in 
the 1988/89 Session if it can be fitted in. Nevertheless, this is not the last practicable 
opportunity for the measure and I very much hope that you can agree to handle the 
matter as we propose. Perhaps you and I could review the situation in the New Year. 

I am sending copies of this letter to the Prime Minister, members of QL and to 
Sir Robin Butler. 

--) 

JOHN WAKEHAM 

Rt Hon Douglas Hurd CBE MP 
Home Secretary 

CONFIDENTIAL 
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PARLIAMENTARY UNDER SECRETARY Of STATE 

FOR DEF ENDE PROCUREMENT 

USofS(DP) 21/1/13 
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21 October 1988 

My officials have agreed with yours the text of replies to 
an arranged PQ announcing the invitation of tenders for the 
Aviation Support Ship (ASS) and to questions from Mr Taylor on 
the position of Harland & Wolff as regards MOD work, both to be 
answered on Monday. 

We have agreed to your Department's request that, for 
presentational reasons, we should say that consideration will 
be given to allowing H&W to enter the competition for the ASS 
at a later stage, once we know the outcome of your 
consideration of proposals for the privatisation of the yard. 

I am, of course, happy to go along with this request but 
it does need to be clearly understood by all concerned that 
prime contractors have only nine months in which to complete 
their proposals to meet our comprehensive requirements in 
conjunction with their partners and sub-contractors. H&W will 
need to enter the competition soon if they are to have 
sufficient time in which to find the right associates and put 
together a bid in which my department could have faith. There 
is absolutely no question of our extending the time allowed for 
the receipt of bids. 

This position should be made clear to H&W and to those 
companies, such as BAe, who have in the past expressed interest 
in combining with H&W to bid. 

I am copying this to Number 10 Downing Street, and to 
Colleagues in HM Treasury, the Department of Trade and 
Industry and the Scottish Office, and to Sir Robin Butler. 

(TIM SAINSBURY) 

Peter Viggers Esq MP 
Parliamentary Under Secretary of State 
for Northern Ireland 
Northern Ireland Office 
Whitehall 
LONDON 
SW1A 2AZ 



PERSONAL AND CONFIDENTIAL 

FROM: A G TYRIE 

DATE: 21 October 198d 

cst.rj/docs/21.10.1 

• 
AC S ALLAN 

PQ ON SPECIAL ADVISERS 

I agree that we don't want to be drawn further than we need on 

awkward cases. 	On the other hand, I still think it would be 

useful to be armed with a line, agreed with No 10, on how these 

BP and Consolidated Gold Field employees are distanced from 

government decisions which affect their company's commercial 

interest. 

2 	Perhaps I have become too jumpy in my old age. 

/ 	G TYRIE 
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DATE: 21 OCTOBER 1988 

CHANCELLOR ccMr A C S Allan 

Mr Gieve 

Mr Pickford 

Mrs Chaplin 

Mr Tyrie 

Mr Call 
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OPPOSITION DAY DEBATE,25 OCTOBER 1988 

I. Gordon Brown opens. Based on his utterances this week, and 

recently, he is likely to make the following points. 

You have now admitted that we face high inflation and 

a lasting current account deficit. 

- This is all down to the higher rate tax cuts in the 

Budget. 

You should therefore reverse these in the Autumn 

Statement, and use the money for public investment, and 

for child benefit and the NHS. 

In any case, fol. musL people, the benefit of the tax 

cuts has been more than wiped out by the mortgage rate 

increases. 

2. None of these need give us much difficulty. One possible order 

for your speech would be like this. 

First supply day on the economy for a year. Having 

heard [Brown], can see why Labour held back. 

Last supply day, Labour motion warned of serious 

implications of crash for activity, investment, and 

employment, and urged interest rate cuts and a planned 

expansion. 

- Already cut interest rates. Rejected their call for 

fiscal response. Instead stuck to strategy. 

Result: [bull points as at Party Conference]. 

In particular, investment boom. Labour so obsessed 

with public spending, can't recognise private 

investment. And so obsessed with amounts spent, ignore 
1 



UNCLASSIFIED 
• 

• 
what's been achieved in public sector (4 roads for the 

price of 3 etc.). 

- Current account. 

Inflation - not taking lectures from them. Their 

record appalling. And clear they would let inflation 

rip. Quote (no names, but calling them all "front bench 

spokesmen") Holland calling for higher borrowing, Gould 

for a lower pound, and Kinnock for lower interest rates. 

If Brown wants to make things clear let him do so. 

Will he say whether they think the PSDR is too high or 

too low? Interest rates too high or too low? Sterling 

too high or too low? 

- Will be slowdown over next couple of years. But 

relatively slow year for this Government still likely to 

be better than most Labour years.(c6I 3 

Because economy trans formed. 	Labour doesn't 

understand that. OECD do - refer to Smith in January, 

and then quote latest OECD re port, and possibly 1978 

report, 	which had some gl oomy remarks.Fortunately, 

British people do, quote Eric Hammond. Refer to trade 

unions costing jobs (Metcalf). 

3. 	One other thing to bear in mind. Although it is important to 

win this Parliamentary debate, we do not have to use all our best 

lines, because we have the Autumn Statement and the Debate on the 

Address to come within the next 5 weeks. 

A P HUDSON 
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1-(4. • Y 
PRIME MINISTER'S SPEECH FOR THE DEBATE ON THE ADDRESS 

You asked me to provide an initial draft for economic passage of 

the Prime Minister's speech on the debate on the address. 

The attached draft incorporates contributions from EA and MG. 

We also discussed the best approach to the paragraph of 'good 

news' statistics. We agreed that we would need to think further 

much nearer the time about which were the best ones to use in the 

light of what was published In the interim. The present selection 

is therefore little more than a marker. 

MISS J C SIMPSON 
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At the heart of our policy, the foundation on which al our other 

achievements and plans depend, is the sound and pruden management 

of the economy. The Gracious Speech makes it clear that we shall 

continue to pursue those policies which have given us  ,i4ict  years 

of sustained growth. These policies will continue to bear down on 

inflation, keep firm control of public spending and promote 

enterprise and foster the conditions necessary for sustained 

growth of output and employment. 

Our first priority remains the control of inflation through sound 

financial policies, because inflation is a threat to savings, 

investment and jobs. And the control of inflation is the 

essential foundation for economic growth. The success of this 

country and the other major industrialised countries in the early 

1980s in getting down their inflation has been absolutely 

essential to the present prolonged period of economic growth. 

Last winter, in the aftermath of the stock market collapse, it 

looked briefly as though we might be facing a world recession kt 

So we acted 

to avoid that possibility. We acted together to reduce interest 

rates - which was the right action at that time. And the 

recession was averted. 

But if anything we underestimated the strength and resilience of 

the world economy. I make no apology for that. It was right to 

err on the side of caution. But the truth is that the UK has 

continued to be one of the fastest growing economies, with very 

high investment and strong consumer demand. 
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One consequence of this rapid increase in demand has been a rise 

in imports. This may have-beerexciLem ated by capacity shorles 

-in-some-ol_Qux-ladustzlae. Imports of capital goods have been 

particularly strong and, together withthe boom in domestic 

investment, this should increase future output and exports. But 

at the moment the rapid growth of domestic demand has resulted in 

a large current account deficit. 

So the present deficit istifiltEHIGjaig high investment spending by 

the private sector. This is in contrast to the experience in the 

sixties and seventies when the current account deficit -WalS  w-sv--° LI 

u 
Lifterfte-ifig the public sector's profligacy. 

fradsrelt-lit'f")  
,Xndttoo much et=ttb personal consumption has been financed by 

borrowing. It is not surprising that people feel such confidence 

in our management of the economy that they see less need to 

provide themselves with a cushion against the hardships of 

inflation. 

But higher saving are needed, not least to help to provide the 

resources for the investment that will sustain our growth in the 

futurP. 

The Government has kept its spending firmly under control. Last 

year for only the second time since the beginning of the 1950s we 

had a surplus. This year we should actually be repaying debt - 

reducing the burden on future generations. 

We want the rest of the economy to follow the same prudent 

approach - the same good housekeeping in fact. And the Chancellor 



O has taken the necessary steps to encourage them to do so. Higher 

interest rates will give an incentive to savers and a disincentive 

to borrowers. They will of course take time to have their full 

effect but the housing market is already showing signs of slowing. 

Other areas will be rather slower to respond, such as the current 

account deficit, but I am confident that they will. 

And let me set out some of the successes that we have recorded in 

recent months. Unemployment is continuing to fall rapidly, and 

has done so for [twenty-seven] months in succession. Most 

encouragingly, the fall in the number of long-term unemployed in 

the year to July was the largest on record. Employment continues 

to grow - by getting on for 2 million since 1983. Manufacturing 

output is at its highest ever level. The profitability of 

industry has risen every year since 1981 and is at it highest 

level since 1969. Manufacturing productivity has grown at an 

average rate of 54 per cent between 1980 and 1987. Every week in 

1987 nearly 900 new businesses were set up - and LhaL is a net, 

not a gross, figure. 
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FORTHCOMING TREASURY BUSINESS IN THE HOUSE OF LORDS 

You may wish to be aware that the current forthcoming Treasury 

business in the Lords is as follows: 

ORAL QUESTIONS  

Monday 24 October Viscount Hanworth - To ask Her Majesty's 

Government to what extent they think that the extra money 

available to consumers from recent tax cuts has been spent on 

buying British manufactured goods as opposed to foreign 

imports. 

Government spokesman: Lord Brabazon. EA 2 in the lead. 

Wednesday 2 November Lord Stoddart of Swindon - To ask Her 

Majesty's Government whether they are satisfied with the 

response of the oil companies to the tax concession given in 

favour of unleaded petrol by the Chancellor of the Exchequer in 

his last Budget. 

Government spokesman: 	To be confirmed. Customs & Excise in 

the lead. 
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BUSINESS OF INTEREST TO HM TREASURY 

ORAL QUESTIONS  

Monday 24 October Lord Belhaven and Stenton - To ask Her 

Majesty's Government why they ordered Kuwait to substantially 

reduce its shareholding in BP within a set time limit of one 

year, and what effect they expect their decision will have on 

British people who invested in BP when it was privatised last 

year and on British relations with friendly Arab countries in 

the Middle East. 

Government Spokesman: Lord Young. D.T.I. in the lead. 

Wednesday 9 November  Lord Ezra - To ask Her Majesty's 

Government whether, in view of the present adverse trend in the 

balance of payments, they contemplate giving greater support to 

export promotion. 

Government Spokesman: Lord Young. D.T.I. in the lead 

Thursday 10 November  Lord Nugent of Guildford - To ask Her 

Majesty's Government whether they will increase their 

subvention to the Universities Funding Council to compensate 

for the loss of revenue which universities will suffer as a 

result of the decision by Customs and Excise to charge VAT nn 

gifts by private companies to universities. 

Government Spokesman: To be confirmed. DES in the lead. 

• 
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UNSTARRED QUESTION 

Tuesday 8 November Lord Ezra - To ask Her Majesty's 

Government whether it is their intention to introduce a measure 

of competition in the water industry on privatisation. 

Government Spokesman: Lord Arran. D.O.E. in the lead. 

• 

Mari Rogerson 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

The Lord President's letter of 21 October to the Lord Chancellor 

attaches the text of these speeches as approved by QL. He is 

asking for any further comments before the speeches are formally 

submitted to Cabinet. These should reach him by tomorrow, 25 

October. 

We have commented on several drafts of the speech previously 

and were content with the text which went to QL except over the 

passage on repayment of debt in paragraph 12 of the speech on the 

prorogation. The Financial Secretary was able to make a minor 

amendment to the wording to ensure that it reflected more 

accurately what we did achieve last year. He was not, however, 

able to persuade the Committee to accept a reference to this being 

only the second time since the beginning of the 1950s that the 

Government had had a public sector debt repayment. The Committee 

felt that it would not be appropriate for the Queen's Speech to 

draw comparisons in this way between the performances of different 

administrations. 

The Chancellor will wish to consider whether he wants to 

pursue this point any further. If he does, T will provide a draft 

letter which he could send to the Lord President. 

MISS J C SIMPSON 
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FORTHCOMING TREASURY BUSINESS IN THE HOUSE OF LORDS 

The Chancellor has seen and was grateful for your minute of 

21 October. 

fl Ems.„1 

A A DIGHT 
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Treasury Chambers, Parliament Street, SWIP 3AG 
01-270 3000 

24 October 1988 

DEBATE ON THE ADDRESS, 22 NOVEMBER 

I enclose a contribution from the Treasury to the Prime Minister's 
Speech for the debate on the Address. 

This is very much a first shot. Apart from anything else, we 
shall have new figures for almost all the economic indicators 
between now and 22 November and (almost certainly) the Autumn 
Statement, with the new forecast. Perhaps we can have a word 
nearer the time, to discuss what more you need, and any further 
thoughts the Chancellor has on presentation. 

A •As" 

/11,14.e.t.„/ 

A P HUDSON 
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DRAFT PASSAGE FOR PRIME MINISTER'S SPEECH ON THE ADDRESS 

At the heart of our policy, the foundation on which all 

our other achievements and  plans depend, is the sound 

and prudent management of the economy. 	The Gracious 

Speech makes it clear that we shall continue to pursue 

those policies which have given us eight years of 

sustained growth. These policies will continue to bear 

down on inflation, and to keep firm control of public 

spending and promote enterprise. These are the policies 

that will enable us to continue the outstanding economic 

performance of recent years, with sustained growth of 

output and employment. 

Let me first set out some of the successes that we have 

recorded in recent months. Unemployment is continuing 

to fall rapidly, and has done so for [twenty-seven] 

months in succession. Most encouragingly, the fall in 

the number of long-term unemployed in the year to July 

was the largest on record. 	Employment continues to 

grow - by getting on for 	2 million since 	1983. 

Manufacturing output is at its highest ever level. The 

profitability of industry has risen every year since 

1981 and is at its highest level since 1969. 

Manufacturing productivity has grown at an average rate 

of 54 per cent between 1980 and 1987. 



As to the future, our first priority remains the control 

of inflation through sound financial policies - because 

inflation is a threat to savings, investment and jobs. 

And the control of inflation is the essential foundation 

for economic growth. 	The success of this country and 

the other major industrialised countries in the early 

1980s in getting down their inflation has been 

absolutely essential to the present record period of 

economic growth. 

The UK has continued to be one of the fastest growing 

economies, with very high investment and strong consumer 

demand. 

One consequence of this rapid increase in demand has 

been a rise in imports. Imports of capital goods have 

been particularly strong and, together with the boom in 

domestic investment, this will increase future output 

and exports. 	But at the moment the rapid growth of 

domestic demand has resulted in a large current account 

deficit. 	So the present deficit is in large part, 

financing high investment spending by the private 

sector. 

This is in contrast to the experience in the sixties and 

seventies when the current account deficit was financing 

excessive public spending. This Government has kept its 

spending firmly under control. Last year for only the 

2 



second time since the beginning of the 1950s we had a 

surplus. This year the surplus will be [much greater] 

and we shall be repaying debt - reducing the burden on 

future generations. 

But alongside the rise in investment we have also seen a 

rapid rise in personal consumption - too much of it 

financed by borrowing. It is not surprising that people 

feel such confidence in our management of the economy 

that they see less need to provide themselves with a 

cushion against the hardships of inflation. 

But higher saving is needed, not least to help to 

provide the resources for the investment that will 

sustain our growth in the future. 

So the Chancellor has taken the necessary steps to 

encourage saving. Higher interest rates will give an 

incentive to savers and a disincentive to borrowers. 

They will of course take time to have their full effect, 

but the housing market is already showing signs of 

slowing. 

And let me make it quite clear. This Government is 

committed to getting on top of inflation. And at the 

same time it is committed to making markets more and not 

less free. That means tax reform and tax reduction. It 

means getting rid of more unnecessary rules and 

• 

3 



• 	regulations. 	And it means more privatisation. [Could 

go on from here to Electricity, Water, etc.] 

4 
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DEBATE ON THE ADDRESS, 22 NOVEMBER 

I enclose a contribution from the Treasury to the Prime Minister's 
Speech for the debate on the Address. 

This is very much a first shot. Apart from anything else, we 
shall have new figures for almost all the economic indicators 
between now and 22 November and (almost certainly) the Autumn 
Statement, with the new forecast. Perhaps we can have a word 
nearer the time, to discuss what more you need, and any further 
thoughts the Chancellor has on presentation. 
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• 	
As to the future, our first priority remains the control 

of inflation through sound financial policies - because 

inflation is a threat to savings, investment and jobs. 

And the control of inflation is the essential foundation 

for economic growth. 	The success of this country and 

the other major industrialised countries in the early 

1980s in getting down their inflation has been 

absolutely essential to the present record period of 

economic growth. 

The UK has continued to be one of the fastest growing 

economies, with very high investment and strong consumer 

demand. 

One consequence of this rapid increase in demand has 

been a rise in imports. Imports of capital goods have 

been particularly strong and, together with the boom in 

domestic investment, this will increase future output 

and exports. 	But at the moment the rapid growth of 

domestic demand has resulted in a large current account 

deficit. 	So the present deficit is in large part, 

financing high investment spending by the private 

sector. 

This is in contrast to the experience in the sixties and 

seventies when the current account deficit was financing 

excessive public spending. This Government has kept its 

spending firmly under control. Last year for only the 

2 



second time since the beginning of the 1950s we had a 

surplus. This year the surplus will be [much greater] 

and we shall be repaying debt - reducing the burden on 

future generations. 

But alongside the rise in investment we have also seen a 

rapid rise in personal consumption - too much of it 

financed by borrowing. It is not surprising that people 

feel such confidence in our management of the economy 

that they see less need to provide themselves with a 

cushion against the hardships of inflation. 

But higher saving is needed, not least to help to 

provide the resources for the investment that will 

sustain our growth in the future. 

So the Chancellor has taken the necessary steps to 

encourage saving. Higher interest rates will give an 

incentive to savers and a disincentive to borrowers. 

They will of course take time to have their full effect, 

but the housing market is already showing signs of 

slowing. 

And let me make it quite clear. This Government is 

committed to getting on top of inflation. And at the 

same time it is committed to making markets more and not 

less free. That means tax reform and tax reduction. It 

means getting rid of more unnecessary rules and 

4- 
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regulations. 	And it means more privatisation. (Could 

go on from here to Electricity, Water, etc.] 

4 
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DBBATB ON TEE ECONOMY: TUESDAY 25 OCTOBER 

Draft mCc_jcs)i.1.11cnas....tip§.peech for the Chanc4l2I91t1±L,2272.1y 

Mr Speaker, several Hon and Rt Hon Members have extended their 

good wishes to the rt hon Member for Monklands East, who has 

been a regular and distinguished contributor to these debates. 

I, too, would like to add my hope that the Rt Hon Member will 

make a rapid and complete recovery, and will soon resume his 

place opposite. 

My Rt Hon Friend the Chancellor of the Exchequer had no 

difficulty in exposing the Opposition's threadbare arguments; 

and in demonstrating the continuing soundness and vigour of the 

British economy. Nowhere is this more apparent than in the 

performance of industry. Our competitors are ready to 

acknowledge the scale of the improvement we have achieved in the 

1980s even if the Opposition are not. 

The productivity of manufacturing industry in the UK has 

improved by no less than 50% since 1980, a rate of improvement 

matched by no other major industrial country. 

1 	 SP2ADP 
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Manufacturing output is running at all time record levels, and 

in the three months to August 1988 was 7% higher than in the 

same period a year earlier. 

By the-end—of last year, the profitability of non-North Sea 

companies, after rising steadily over 

1('7 
11.5C, the highest level since 1968. 

course the main source of capital for 

surprise that investment is also booming. 

The DTI Investment Intentions Survey of last June indicated that 

manufacturing investment in 1988 is likely to be no less than 

16% higher than in 1987, and all the latest signs are that an 

increase os this order will be achieved. A sharp increase in 

investment is also expected in the construction and service 

industries. 

Opposition spokesmen have laid great stress on investment in 

earlier debates, so they will find these figures particularly 

pleasing. 

The Hon Member for Dunfermline, East (Mr Gordon Brown) and the 

Hon Member for Sedgefield (Mr Tony Blair) have, of course, 

attempted to make much of the current account deficit. There 

are few now on the benches opposite with experience of 

2 
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Governdit, and fewer still with experience of managing a 

growingeconomy.S0  it is perhaps only to be expected that they 

5{ 
should misunderland the cause of the deficit. 

performing outstandingly viell on all indicators. 
ti 	  

he deficit/416  th—e-  surge in imports resulting from the 

unexpectedly rapid growth in the economy. If there are 

problems, they ar ethe problems of success, an 	y Rt Hon Friend 

as explained the corrective measures he has taken and which are 

already having an effect. 

We on this side of the House are naturally following with 

sympathetic interest the policy review being udnertaken by the 

party opposite. Those undertaking the review will, I am sure, 

want to examine the reasons for the dramatic improvement in 

industrial performance. /n the 1970s we were an object of 

sympathy for our friends. Today, that has changed to respect. 

The improvement has not been achieved by ever-mounting Budget 

deficits; nor by ever-closer intervention by Governemnt in the 

day to day running of commercial companies; nor by ever more 

oppressive regulation, whether for half-baked social engineering 

purposes or to satisfy the union bosses. Neither the full 

blooded socialist industrial strategy of the Rt Hon Member for 

3 	 SP2ADP 
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Chesterfield, nor the more pallid version of his successor at 

the Department of Industry, had the slightest effect in halting 

firitain's industrial decline. 

What were needed were the policies that this Government has 

provided; - low taxes, to restore lost incentives; deregulation 

to revive the dying art of commercial judgement; an end to 

unaccountable union power, to restore management's ability and 

will to manage; withdrawal of Government from involvement in 

commercial decisions, so that businessmen know they will stand 

or fall by their own efforts; privatisation, to extend the 

disciplines of the real marketplace into the bureaucratic half 

light of the state corporations. 

The success of our policies, and the failure of those of the 

party opposite, is not a matter of opinion or ideology; it is a 

matter of record. 

It is particularly encouraging that our efforts to improve the 

supply side performance of the economy are producing results 

thorughout the country. The fall in unemployment of about one 

million in the past two years has been shared by all regions. 

(more on regional performance). 
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But we acknowledge a special responsibility to ensure that no 

area, however disadvantaged, is deprived of the opportunity to 

share in the revival of enterprise in Britain. 

(Passage on Inner City initiatives). 

We have already achieved much by removing some of the more 

obvious barriers to enterprise erected by our predecessors. But 

we do not intend to stop there. More remains to be done 
to 

ensure that business can operate in open markets, as it needs to 

do if it is to respond efficiently to the wants of consumers; 

and to promote the individual enterprise that is needed in firms 

of all sizes if they are to take advantage of commercial 

opportunities as they arise. 

Within the UK we have promoted open markets by operating a tough 

competition policy to counteract the distortions and 

inefficiences which cartels and the misues of market power can 

bring. The prompt implementation of the report of the 

Monopolies and Mergers Commission Report on industrial gas 

prices is but the latest example of our determination to 

preserve open competitive markets within the UK. 

On the wider international scene, we are contributing to the 

Community's objectives of securing more open markets through the 

Uruguay Round of Trade negotiations. 

5 	 SP2ADP 
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Markets are rapidly opening much nearer home, too, in Europe. 

The response of British business will be vitally important, and 

there is much the Government can do to help. We must work with 

our partners to acheive a Single Market that is free of barriers 

to internal commerce, and open to competition from the rest of 

the world. To relapse into protected isolation in a corporatist 

Europe would negate all we have achieved in this country int he 

past decade. Here at home, we have a two-fold task. We must 

alert British commerce and industry to the challenges and 

opportunities that the Single Market will bring; and we must 

ensure that businessmen have access to all the information they 

need to decide for themselves how to prepare for 1992. 

Open markets, in Britian, in Europe and in the wider world are 

one main strand in our policy. Individual enterprise, to take 

advantage of open markets, is the other. The improved business 

climate of the 1980s has already produced a revival of 

individual enterprise. The growth of venture capital and the 

increasing number of management buyouts prove this. We need to 

make it easier for those who run small businesses to develop 

their managemnet skills, and this is the main purpose of the 

consultancy schemes introduced under the enterprise initiative. 

More work is needed, also, to entrench enterprise yet more 

firmly in the antion's culture. In particular, we have to close 

the damaging gap in understanding that has been allowed to grow 

6 	 SP2ADP 
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up over the years between the schools and universities on the 

one hand and business on the other. We are tackling this 

problem through the business education initiative. 

Mr Speaker, the fundamental soundness of the economy is 

there for all to see in the record of growth, of investment, of 

productivity, of profitability, of employment. Even more 

important, it is obvious in the renewed confidence of our 

businessmen, and in the new respect in which Britain is held 

overseas. Only the party opposite would be capable of viewing 

the economy in a glass so distorted that the problems of success 

loom larger than success itself. I sk the House to reject this 

view for the manifest nonsense it is. 

• 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

The Chancellor was grateful for your note of 24 October. 	On 
balance, he thinks it is not worth continuing to press for 

inclusion of a reference to this being only the second time since 

the '50s that the Government has had a PSDR. 

MO IRA WALLACE 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF 
PARLIAMENT 

Thank you for your letter of October 21 enclosing drafts of the Queen's 
Speeches as approved by QL. You invited comments from Ministerial 
colleagues. 

For my part, I am content with what is proposed, subject only to a few 
very small changes (mostly for clarification purposes) which are detailed 
in the attached Annex. My Private Office has spoken to yours about 
them. 

MALCOLM RIFICIND 

HMP299F9 



• CONFIDENTIAL 	 ANNEX 

QUEEN'S SPEECH ON THE PROROGATION OF PARLIAMENT 

Para 15 - Place the reference to 'England and Wales' at the end of the 
paragraph (because the Act does in fact make extensive modifications to 
the Abolition of Domestic Rates (Scotland) Act 1987). 

Para 23 - Add 'In England and Wales' at the end of the paragraph (since 
this Act does not apply to Scotland). 

Para 31 - to read: 'For Scotland, measures have been passed to create a 
new Housing Agency and to encourage the provision of private rented 
housing, to improve the management of schools and to reform the law on 
civil evidence'. 

QUEEN'S SPEECH ON THE OPENING OF PARLIAMENT 

Para 15 - Insert 'in England and Wales' after 'housing finance' (since only 
the latter part of this paragraph applies to Scotland). 

CONFIDENTIAL 
HMP299F9 
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QUEEN'S SPEECHES ON THE PROROGATION AND OPENING OF PARLIAMENT 

My Secretary of State is content with the Craft prorogation 
and Opening Speeches circulated under cover of the Lord President's 
letter of 21st October, subject to the inclusion of the following 
revised last sentence of paragraph 4 of the Opening Speech (which has 
already been acTreed by the FCO and Cabinet Office): 

"They will work for the elimination of disparities in 
conventional forces in Europe with the aim of achieving a 
stable balance at lower levels." 

I am sending copies of this letter to the Private Secretaries to 
members of the Cabinet, Yurcao Maclean (Chief Whip's office), Eleanor 
Goodison (Or.4CS) and to Trevor Woolley (Cabinet Office). 

(W C CLARK) 
Private Secretary 

Miss Alison Smith 
PS/Lord Privy Seal 
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TUESDAY, 25 OCTOBER 1988 

TEXT OF OPPOSITION MOTION ENTITLED : THE STATE OF THE ECONOMY; 

This House condemns the Government's mismanagement of the 

economy which has produced record balance of payments and trade 

deficits, damaged our country's trading and industrial interests 

and brought high interest rates as the Government's only 

response with resultant higher costs for home buyers and for 

industries trying to compete in home and foreign markets; is 

concerned by the failures of supply side policy which mean that 

British industry is not properly equipped to meet current demand 

or future challenges; insists that the Government does not make 

public expenditure on investment, services and welfare, 

including child benefit, a victim of its own incompetence; and 

calls upon HMG to adopt an effective strategy for investment in 

economic efficiency and social justice for Britain. 
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GOVERNMENT AMENDMENT 

Leave out from "House" to the end of the Motion and add instead: 

"Congratulates Her Majesty's Government on its economic 

policies which have led to unemployment falling faster than 

in any other major country, manufacturing output at record 

levels and investment rising rapidly; welcomes the 

Government's achievements in restoring the public finances 

to such strength that the national debt is being repaid, 

while at the same time income tax rates have been reduced 

and public spending on priority programmes has been 

increased; commends the Government's firm stand against 

inflation and the action it has taken to secure monetary 

conditions that will exert further downward pressure on 

inflation; 	and applauds the Government's supply side 

policies which have enabled British industry to be more 

profitable than at any time for nearly 20 years and have led 

to manufacturing productivity growing faster than in any 

other major country during the 1980s. 
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GOVERNMENT AMENDMENT 

Leave out from "House" to the end of the Motion and add instead: 

"Congratulates Her Majesty's Government on its economic 

policies which have led to unemployment falling faster than 

in any other major country, manufacturing output at record 

levels and investment rising rapidly; welcomes the 

Government's achievements in restoring the public finances 

to such strength that the national debt is being repaid, 

while at the same time income tax rates have been reduced 

and public spending on priority programmes has been 

increased; commends the Government's firm stand against 

inflation and the action it has taken to secure monetary 

conditions that will exert further downward pressure on 

inflation; 	and applauds the Government's supply side 

policies which have enabled British industry to be more 

profitable than at any time for nearly 20 years and have led 

to manufacturing productivity growing faster than in any 

other major country during the 1980s. 

/171. 

wAeo 

Avidtraw wk, , 	 twit- 

NI /2 

247/0 

• 



gv-J/ 

V"' 

chex.ps/aa/55 

GOVERNMENT AMENDMENT 

Leave out from "House" to the end of the Motion and add instead: 

"Congratulates Her Majesty's Government on its economic 

policies which have led to unemployment falling faster than 

in any other major country, manufacturing output at record 

levels and  IffeffintailaRtnirrg  investment rising rapidly; 
welcomes the Government's achievements in restoring the 

public finances to such strength t at the ational debt is 
being repaid, while at 	ame 	pu ic 

 ta (4-1_41&zsLi 
al g on 

Mk/141# ft< 	_r 	44- 
dA 

priority programmes has been increased; 	 the 

Government's firm stand against inflation an -Ow action it 
WV/ 	!IAA- 

has taken to secure monetary condition nci€tont..4ith 
the 

ritish 

20 years and have led to manufacturing productivity growing 

faster than in any other major country during the 1980s. 

downward pressure on inflation; 

Goverr'2s supply side policies 

industry iore profitable than at 

and  apenie, 
which have 

any time for nearly 



TUESDAY, 25 OCTOBER 1988 

TEXT OF OPPOSITION MOTION ENTITLED : THE STATE OF THE ECONOMY; 

This House condemns the Government's mismanagement of the 

economy which has produced record balance of payments and trade 

deficits, damaged our country's trading and industrial interests 
and brought high interest rates as the Government's only 

response with resultant higher costs for home buyers and for 
industries trying to compete in home and foreign markets; is 

concerned by the failures of supply side policy which mean that 
British industry is not properly equipped to meet current demand 
or future challenges; insists that the Government does not make 

public expenditure on investment, services and welfare, 
including child benefit, a victim of its own incompetence; and 
calls upon HMG to adopt an effective strategy for investment in 

economic efficiency and social justice for Britain. 
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FROM: MISS R R WRIGHT 
DATE: 25 OCTOBER 1988 

MR EVANS cc: PS/Chancellor 
PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Mr R I G Allen 
Mr Mercer 
Mr Mortimer 
Mr F K Jones 
Mr Towers 
Ms Symes 
Mr Kroll 
Mr G Dickson 
Mr N P Williams 
Mr A S Jordan 
Mr Ranford 
Mr Brancen 
Mr Savage 
Mr Dyer 
Mrs Thomas 

GUIDANCE ON PARLIAMENTARY SCRUTINY OF EUROPEAN COMMUNITY DOCUMENTS 

Attached is a copy of the revised guidance on Parliamentary 

scrutiny of European Community documents which should be retained 

by recipients for reference. 

The guidance has been revised in the light of twelve months 

experience of the Single European Act (paragraphs 65 and 68-75). 

The documents on which the Treasury takes the lead and which are 

subject to the co-operation procedure are the banking proposals, 

mortgage credit and public purchasing. The guidance also takes 

account of changes to the procedures for the arrangement of 

debates (paragraphs 76-80). When the Scrutiny Committee 

recommends a document for debate, a letter should be prepared for 

the Minister to send to L Committee (paragraph 77). 	The letter 

replaces the memorandum that was previously provided. 

The Cabinet Office have asked Departments to make every 

effort to ensure that scrutiny is completed before the Council 

agrees or adopts a proposal or, in the case of a proposal subject 

to the co-operation procedure, agrees or adopts a common position. 

When this is not possible, it is important that the European 

Secretariat of the Cabinet Office (270-0048 or 0190) is consulted 
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Illuefore the Minister is advised that agreement need not be 
withheld. The Government's policy is that debates recommended by 

the Commons Scrutiny Committee should be held as far in advance as 

practicable of the expected adoption and at the point when the 

voice of the House can be most influential. 

	

4. 	I would be grateful if the following could be noted: 

If a document is eligible for scrutiny but has not been 

deposited, could I please be informed (paragraph 4). 

Would recipients please let me know when documents, for 

which they are responsible, are about to be adopted by the 

Council. 

To let me know if a document undergoes substantial 

revision from a policy point of view and a supplementary 

explanatory memorandum may be needed (paragraphs 32-33). 

The retitling of a sub-heading in explanatory memoranda 

from "treaty basis" to "legal basis" and the revised coverage 

of this (paragraph 23c(i)). 

	

5. 	As you know, the Community Budget documents for which the 

Treasury is responsible are technically not covered by these 

instructions, although we try to follow the procedures as closely 

as possible. 

UJ.,k3U- 

MISS R R WRIGHT 
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PARLIAMENTARY SCRUTINY OF COMMUNITY DOCUMENTS 

GUIDANCE FOR DEPARTMENTS 

CONTENTS 	 Paragraph  

I. 	INTRODUCTION 	 1 

DEPOSIT OF DOCUMENTS IN PARLIAMENT 

Deposit of documents 	 2-4 

Deposit of legislative documents 	 5 

Deposit of non-legislative documents 	 6-8 

Documents not suitable for deposit 	 9-10 

Negotiating mandates and external agreements 	11-15 

Deposit of documents other than Commission 

documents 	 16 

European Council documents 	 17 

Confidential documents 	 18 

PROCEDURE FOR PROVISION OF EXPLANATORY MEMORANDA 

Timetable 	 19-21 

Form 	 22 

Content 	 23 

Circulation of numbered explanatory memoranda 	24-25 

Unnumbered explanatory memoranda 	 26-27 

Circulation of unnumbered explanatory memoranda 	28 

Addenda to unnumbered explanatory memoranda 	29-30 

Corrigenda to explanatory memoranda 	 31 

Supplementary (updating) explanatory memoranda 	32-34 

Short, unsigned explanatory memoranda and FCO 

cover notes 	 35-38 
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• 
I. 	INTRODUCTION 

1. 	It was agreed that, following the accession of the United 

Kingdom to the European Communities, proposals for Community 

legislation and for consideration by the European and other 

Councils would be scrutinised by Parliament to provide an opinion 

on whether questions of legal or political importance were raised 

and whether further consideration by Parliament was necessary. 

The terms of reference of the House of Commons Select Committee 

and the corresponding Lords Committee charged with this task are 

at Annexes A and B respectively. The Government has undertaken 

to assist the work of both Parliamentary Committees and to ensure 

that agreement is not given in the Council of Ministers to a 

proposal which has not completed the scrutiny procedures, except 

in certain restricted circumstances. This document sets out the 

procedures to be observed by Departments in fulfilling that 

undertaking. 

II. DEPOSIT OF DOCUMENTS IN PARLIAMENT 

DEPOSIT OF DOCUMENTS 
2. 	All Commission proposals for Council legislation and other 

documents published for submission to the Council of Ministers or 

the European Council - with the exception of those listed in 

paragraph 9 below - Must be deposited in Parliament for 

consideration in the House of Commons by the Select Committee on 

European Legislation, and in the House of Lords by the Select 

Committee on the European Communities. These are known as the 

Scrutiny Committees. Proposals for Council legislation (ie 

regulations, directives, and decisions) are automatically 

deposited (see paragraph 5) without consultation with Departments, 

whereas non-legislative documents are only deposited after 

consultation with Departments. The lead Department must provide 

the Committees with an explanatory memorandum on each deposited 

document. 
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Departments receive direct from the Council Secretariat 

draft proposals for legislation and other documents which have 

been submitted to the Council of Ministers; documents for the 

European Council are sent to Departments through the Office of 

the United Kingdom Permanent Representative to the European 

Communities (UKREP). 

Where Departments identify a document which has not been 

deposited, even though it is apparently eligible for scrutiny, 

they should let the European Secretariat of the Cabinet Office 

(270 0190 or 0086) know at once. 

DEPOSIT OF LEGISLATIVE DOCUMENTS 
The Foreign and Commonwealth Office (FCO) (European 

Community Department (Internal)), in conjunction with the 

European Secretariat of the Cabinet Office, arranges for English 

texts of proposals for Community legislation to be deposited in 

Parliament within 2 working days of their receipt in London. The 

deposit of budget documents is the responsibility of the 

Treasury. Departments are sent copies of the FCO list reporting 

the despatch of legislative proposals for photocopying and 

transmission to Parliament. At the same time the European 

Secretariat of the Cabinet Office writes to the Department 

responsible for the proposal requesting it to submit an 

explanatory memorandum to Parliament. 

DEPOSIT OF NON—LEGISLATIVE DOCUMENTS 
In the case of documents other than Commission proposals for 

Council legislation, the European Secretariat of the Cabinet 

Office seeks the written views of the lead Department on whether 

a particular document should'be deposited. The terms of 

reference of the Commons Scrutiny Committee (see Annex A) require 

it to consider, in addition to proposals for legislation, "other 

documents published for submission to the Council of Ministers or 

6 
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• 
to the European Council, whether or not such documents originate 

from the Commission." The document is only deposited in 

Parliament when the lead Department has written to the Cabinet 

Office indicating that it is suitable for deposit. Departments 

should make every effort to ensure that there are no unnecessary 

delays in deposit. 

	

7. 	The Government must not be left open to allegations that it  

is withholding from Parliament documents which could be held to  

fall within the terms  of reference of the Scrutiny Committees. 

Since Community practice regarding publication does not follow 

clear criteria, the definition of "published" must be interpreted 

widely and could include: 

Commission documents formally transmitted to the European 

Parliament where directly related to Council deliberations; 

publication in the Official Journal; 

other means of publication, eg Commission press releases. 

The normal test, which Departments should observe, is whether the 

Commission itself regards a document as published. In general, 

the Commission treats documents in its "COM" series as published 

unless they are classified "confidential". 

	

8. 	The terms of reference of the Lords Scrutiny Committee are 

wider than those of the Commons Committee and do not formally 

restrict it to consideration of "published" documents, since they 

refer to "Community proposals, whether in draft or otherwise" 

(see Annex 8). In practice, however, documents should be 

deposited in both Houses or in neither. 
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DOCUMENTS NOT SUITABLE FOR DEPOSIT 

9. 	The presumption is that documents should be deposited unless 

they fall into one of the following categories: 

Confidential documents. These are not always easy to 

recognise: Community security classifications are not a sure 

guide, though documents bearing the classification 

"Confidential" must be considered more sensitive than 

others. Where a confidential document contains proposals 

for legislation which are not themselves confidential, it 

may be possible to deposit a suitably edited version. The 

arrangements applying to certain documents, such as anti-

dumping proposals, which are regarded as confidential until 

adopted, are set out in paragraph 18. 

Working documents prepared by the Council Secretariat, 

national delegations or the Commission for discussion in the 

Council or its subordinate committees and working groups. 

These documents are regarded as coming within the 

confidentiality of Council proceedings and should not be 

deposited. The same applies to the internal Commission 

working documents which are occasionally made available to 

the Council and are normally issued in the 'SEC' series. 

Documents sent to the Council concerning the exercise  

of the Commission's own delegated powers. These should not 

normally be deposited unless there is a Treaty requirement 

for Council approval before the Commission legislation can 

be approved (as there is, for example, under Articles 58 and 

95 of the ECSC Treaty). Unless they are known to have been 

published, documents containing proposals for Commission 

action of an essentially administrative character (eg the 

granting of financial assistance under Articles 54 to 56 of 

the ECSC Treaty) need not be deposited even if Council 
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approval is a Treaty requirement. Documents referred to the 

Council following disagreement between the Commission and a 

Management or Regulatory Committee should not be deposited 

unless they are known to have been published or Council 

approval is required before the proposed measures can proceed. 

Negotiating mandates and external agreements with third 

countries or organisations (see paragraphs 11-15). 

Documents in the form of draft agreements between the  

member states (eg decisions or agreements between the 

representatives of the member states of the ECSC) should not 

normally be deposited. 

Documents prepared by the Commission for the 

consideration of the Standing Employment Committee. These 

documents are usually sent rn the Council Secretariat but 

they are not submitted for consideration by the Council of 

Ministers and so fall outside the terms of reference of the 

Commons Scrutiny Committee unless and until they are 

forwarded to the Council. 

10. Documents emerging from the European and other Councils, 

such as communiques, are not normally deposited as they fall 

outside the terms of reference of the Scrutiny Committees, though 

copies may be placed in the libraries of both Houses and sent to 

the Scrutiny Committee Chairmen for information. Common 

positions adopted by the Council are, however, subject to special 

procedures (see paragraph 70). 

• 
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NEGOTIATING MANDATES AND EXTERNAL AGREEMENTS 

11. The Community procedure for external agreements with third 

countries and organisations normally includes the following stages: 

1. 	The Commission submits a draft negotiating mandate to 

the Council for approval. 

The Commission negotiates with the third party and 

initials the resulting agreement with the approval of member 

states. 

In some circumstances the Commission may submit a 

proposal to Council for signature of the agreement. 

The Commission submits a proposal to the Council for 

conclusion (ratification) by the Community. 

Ministers have agreed that the Scrutiny Committees should be 

informed at the same stage as the European Parliament about 

prospective EC external agreements. The detailed scrutiny 

procedures are described in paragraphs 12-15. 

Draft Negotiating Mandates 

12. Documents  containing draft mandates relating to negotiations  

with third countries or  organisations require careful  

consideration. These include draft proposals for Council 

decisions authorising the Community to undertake or participate 

in bilateral or multilateral negotiations. Documents containing 

negotiating positions are normally issued in the Commission's 

"COM (or SEC) CONFIDENTIAL" series and are not intended for 

publication. They should not be deposited in Parliament since 

publication could prejudice the Community's negotiating 

position. After each 

10 
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meeting of the Foreign Affairs Council, the Foreign and 

Commonwealth Office sends to the Chairmen of the Scrutiny 

Committees a list of negotiating mandates approved by any 

Council since the previous Foreign Affairs Council. (It is the 

responsibility of the lead department to ensure that ECD(E), FCO 

(270 2291) are informed immediately of the adoption of such 

mandates.) The list should cover mandates for negotiations with 

third countries and international organisations (eg OECD) and 

also mandates for negotiations within international organisations 

It should indicate the parties to the ileguLiaLion, the subject 

matter and any special factors, eg relating to timing, such as 

the date of expiry of a previous agreement, without breaching 

confidentiality. A copy of this list will be placed at the same 

time in the Libraries of both Houses by the FCO. 

13. Proposals which do not contain detailed negotiating 

mandaLes, but simply authorise the Commission to undertake or 

participate in negotiations, and which are issued in the 

Commission's ordinary "COM" series should normally be deposited 

in Parliament. However, each document falling into this category 

should be considered individually on a case by case basis to 

ensure that confidential information is not included. 

Explanatory memoranda on such documents should normally refer to 

the opening of negotiations and should not provide details of 

individual negotiations. Departments, on receipt of a letter 

from the Cabinet Office concerning deposit of a document about 

negotiations, should consult ECD(E), FCO (270 2291) to agree on 

whether the document should be deposited. The European 

Secretariat of the Cabinet Office (270 0190) should be kept 

informed. 

• 
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External agreements 
	 • 

Once negotiations are complete, the resulting agreement or 

other text will normally be initialled by the Commission who will 

then submit a proposal for adoption by the Council relating to 

signature and/or conclusion (ratification) of the agreement by 

the Community. Where signature and conclusion are separate acts, 

Parliamentary scrutiny should normally take place after signature 

but before conclusion of the agreement. But where signature and 

conclusion will be simultaneous, the proposal should be submitted 

for scrutiny after initialling by the Commission and before 

adoption by Council. When considering the preparation of an 

explanatory memorandum, Departments should be aware of the need 

to keep the Scrutiny Committees informed at the same stage as the 

Commission informs the European Parliament. 

The procedures described in paragraphs 12-13 set out the 

general scrutiny position. Commission proposals will vary from 

case to case. The following sub-paragraphs give further more 

detailed guidance: 

Proposals for a decision of the Council authorising  

signature subject to a subsequent conclusion on behalf of 

the Community of the agreement in question are not generally 

submitted for scrutiny. 

Proposals by the Commission for a decision of the 

Council for a signature which will constitute definitive  

acceptance by the Community, or for a conclusion after 

signature by the Community with definitive effect, should be 

submitted for scrutiny, since they involve a firm commitment 

by the Community and, in some cases, can constitute directly 

applicable rights and obligations in relation to individuals. 

12 

RESTRICTED 



RESTRICTEn 

c. 	Proposals for decisions relating to provisional  

application by the Community also involve acceptance of 

substantial obligations and should be submitted for scrutiny 

as in paragraph 15(b) above. (Provisional application is a 

procedure, used for example in commodity agreements, whereby 

member states accept provisionally the obligation of an 

agreement pending definitive ratification.) Where the 

United Kingdom will be a party in addition to the Community, 

the agreement may need to be specified under Section 1(3) of 

the European Communities Act 1972 separately from and 

additionally to the requirement for scrutiny. Guidance on 

the specification of Community Treaties is given in 

EQ0(Guidance)(84)6. Where Opinions are given by the 

Commission in connection with forthcoming Treaty negotiations 

eg as on Spanish or Portuguese Accession, and where they are 

designed to lead to action by the Council, it may be useful 

to submit them for scrutiny; but each case should be 

considered individually in consultation with the European 

Secretariat (270 0048 or 0190) in the light of the 

circumstances of the Opinion. 

DEPOSIT OF DOCUMENTS OTHER THAN COMMISSION DOCUMENTS 

16. Documents published for submission to the Council of 

Ministers by bodies or persons other than the Commission are 

eligible for deposit. Examples are proposals made to the Council 

by the Presidency or a member state, or reports by the Court of 

Auditors. However care should be exercised in relation to the 

following classes of document - 

a. 	Opinions of the European Parliament or the Economic and  

Social Committee. These are not normally deposited 

(although they are received by Parliament direct from these 

two bodies) other than in the case of certain European 

Parliament documents dealing with the annual Community 

budget, for which a separate procedure has been devised. 

• 
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b. 	Correspondence from pressure groups to the Council. 

The bulk of such correspondence is ephemeral in character 

and is not therefore deposited in Parliament. 

EUROPEAN COUNCIL DOCUMENTS 

Documents published for submission to the European Council 

are eligible for deposit in Parliament. Whether or not a 

particular European Council document is deposited should be 

judged on the same criteria as for other documents falling within 

the Scrutiny Committees' terms of reference. The fact that 

documents usually issue only just before a European Council 

meeting is not in itself a reason for not depositing them in 

Parliament; this should be done as soon as possible after an 

English text has been received. Confidential documents for 

consideration at the European Council are sometimes published at 

a later stage. Departments should watch closely for advance 

copies and consider their status in consultation with the 

European Secretariat of the Cabinet Office (270 0190 or 0048) and 

the Fa) (270-2319). (See paragraph 10 for guidance on documents 

emerging from the European and other Councils.) 

CONFIDENTIAL DOCUMENTS 

Some documents must by their nature remain confidential 

until adoption, for instance certain financial proposals or 

documents relating to anti-dumping measures. In order that such 

documents should not bypass the scrutiny procedure it has been 

agreed, at the request of the Scrutiny Committees, that the final 

agreed text of such documents should be deposited in Parliament 

along with an accompanying explanatory memorandum. 

14 
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III. PROCEDURE FOR PROVISION OF EXPLANATORY MEMORANDA 

TIMETABLE 
Explanatory memoranda must normally be provided within 

10 working days from the date of deposit of the Community 

document concerned, though the Scrutiny Committees accept that it 

may take longer in the case of documents which pose particular 

problems (eg where the lead Department needs to consult other 

interested Departments). In some cases it may be necessary to 

work to a shorter deadline where progress through Council is 

rapid. Departments can start to prepare explanatory memoranda 

before deposit and should do so when a draft instrument is likely 

to come before the Council for speedy adoption. The aim should 

be to submit explanatory memoranda as soon as possible, even if 

the official text is not available (see paragraphs 26-30), if 

this would help the Scrutiny Committees to proceed. In all 

circumstances where Departments expect the production of a 

memorandum to be delayed beyond the 10 day deadline, the European 

Secretariat of the Cabinet Office (270-0086 or 0241) should be 

informed of the reasons as early as possible before the expiry of 

that deadline. The Cabinet Office will in turn inform the 

Scrutiny Committees. 

One reason for delay is the difficulty of deciding which 

Department has the main policy or financial interest in a 

particular proposal. Where Departments find themselves in this 

position, they should make urgent efforts to agree responsibility 

among themselves. Departments may exceptionally submit an 

explanatory memorandum signed by more than one Minister, or 

signed by one Minister on behalf of his own Department and also 

on behalf of a Minister from another Department. If Departments 

are unable to reach agreement, they should inform the Cabinet 

Office in writing within the 10 day deadline, setting out their 
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views on the allocation of responsibility for the proposal. In 

the light of the arguments presented, the Cabinet Office will 

take a decision on lead responsibility for the preparation of the 

explanatory memorandum. Departments will be requested to adhere 

to that decision. If, in the light of fuller discussion, it is 

decided that the eventual responsibility for the proposal, 

including participation in any scrutiny debate, lies with another 

Minister, the Cabinet Office will notify the Scrutiny Committees. 

21. Normally only one explanatory memorandum should be prepared 

on each depositable document. However, if the document contains 

more than one proposal it may exceptionally be appropriate to 

issue more than one memoranda. In these circumstances the 

European Secretariat of the Cabinet Office (270 0086 or 0241) 

should be informed at the earliest opportunity, if possible 

before deposit. The Cabinet Office will in turn notify the staff 

of the Scrutiny Committee. 
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FORM 

All memoranda should be dated and should bear the same 

Council number as the document to which they refer (to assist 

cross referencing the COM number of the document should also be 

shown). The standard form of explanatory memorandum is shown at 

Annex C. This form should be used for all proposals for 

legislation, for substantial amendments to legislative proposals, 

and for other documents published for submission to the Council 

of Ministers or the European Council. Exceptions to the 

provision of full, signed memoranda are rare, and are explained 

in paragraphs 35-38. 

CONTENT 

Explanatory memoranda should deal clearly with the matters 

covered by the standing headings shown in the model at Annex C so 

as to minimise the need for further enquiries by the Scrutiny 

CommiLLees. In particular - 

The description of the subject matter should be 

sufficient to enable Members of Parliament to understand 

broadly what is proposed without reference to the Community 

document itself. Where the proposal relates to particular 

kinds of goods or materials, examples should be quoted as an 

illustration. Reference numbers of any other relevant 

documents which have previously been scrutinised should be 

quoted and reference should also be made to reports by  

either Scrutiny Committee or to debates in either House  

which are directly relevant. References should not be made 

to any deferment of a document by either Committee. 

Mention should be made, under the heading of Ministerial  

responsibility, of the Departmental Minister primarily 

responsible for a proposal (usually the Minister in charge 

of the Department even if another of the Department's 

Ministers signs the explanatory memorandum) and of any other 

Minister who may be involved. 
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c. 	The section on legal and procedural issues should 

contain four separate sub-divisions as follows: 

The Legal basis upon which the proposal relies 

should be identified (in accordance with the Prime 

Minister's written Parliamentary answer of 19 July 1979 

Hansard Vol 970 No 43 Col 777). This will normally be 

the Treaty Article cited in the preamble. In some 

cases, however, a proposal may be based on secondary 

Community legislation. In such cases the explanatory 

memorandum should refer to the subordinate legislation 

and the Treaty Article on which it was based. 

Occasionally a proposal may not cite any specific legal 

basis - for instance it may simply cite "the Treaty". 

In such cases, where practicable, the explanatory 

memorandum should identify any Article or Articles on 

which the proposal could have been based. Where there 

is a reference under "policy implications" to any 

questioning of the vires of a draft instrument (see 

paragraph 23 d.) a cross reference should be included 

here. 

 Mention should be made as to whether the co-

operation procedure is applicable (see paragraphs 68-75). 

Details of the voting procedure applicable for 

the proposal should also be separately identified. 

The impact on United Kingdom law is of 

fundamental interest to the United Kingdom Parliament. 

Under this heading the aim should be: 

if there is an impact on United Kingdom law, to 

give as much detail as possible of the existing 

provisions or the area of existing law 
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(including both enacted and common law) likely 

to be affected, whether or not amending or new 

legislation will be required. Where the 

position differs in different parts of the 

United Kingdom, this should be explained in 

reasonable detail. If, however, there is no 

impact on existing United Kingdom law, or if the 

instrument is unlikely to have any implication 

in this country (eg a proposal relating to 

Community staff), it may be sufficient to state 

just that, with a brief explanation. 

to say what legislative action might be required 

to implement or supplement the instrument. 

Mention should also be made of any relevant 

domestic enabling powers; but there is no need 

at this stage to suggest whether these powers or 

the powers of section 2(2) of the European 

Communities Act 1972 will be regarded as more 

appropriate. The options can be left open for 

Ministerial consideration. Section 2(2)is very 

broad in scope and, because of the delays which 

could be expected, the possibility of using 

primary legislation should only be a serious 

option if other overriding factors point that 

way. In that event a brief explanation should be 

given. 

d. 	The section on policy implications should present a 

clear factual account of what is principally at issue from 

the United Kingdom viewpoint. It may on occasion be helpful 

to give some factual background on the situation in the rest 

of the Community if this bears on the nature of the proposal 
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or its origin. If there are no policy implications it is 

better to avoid a bare negative and to explain why this is 

so, even at the risk of being obvious. Where possible, the 

Government's established attitude to a proposal should be 

given. Where appropriate, reference might be made to public. 

or Parliamentary statements already made by Ministers on the 

subjects concerned. If it is intended to pursue in Council 

a point on the vires of a.  draft instrument, Departments 

should indicate this here (with a cross-reference under 

"legal basis") and provide, in layman's terms, an adequate 

explanation of the concerns. In addition, where another 

member state has publicly questioned the vires or the policy 

of the proposal, Departments should consider whether these 

concerns are sufficiently significant to be indicated under 

this heading. The memorandum should also mention any 

outside bodies which have been consulted, but should not 

attempt to summarise their views. 

Where appropriate, Departments should also include 

among the policy implications of a proposal, a broad 

indication of whether implementation would be likely to 

impose a significant cost on business, whether in terms of 

direct cost or of management time, and of the likely effects 

of the proposal on employment. Guidance on the need to take 

account of the impact on business of proposals for Community 

legislation is given in EQ0 (Guidance)(87) 1. A Commission 

proposal for legislation sent to the Council should be 

accompanied by a note outlining the expected impact on 

business costs and jobs and the explanatory memorandum 

should comment on this note where appropriate. 

Departments should provide information on financial  

implications for the Community, and on those for the United 

Kingdom if this can be done without prejudicing our 
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negotiating position. Where relevant information has been 

made available by the Commission (usually in the 'fiche 

financiere' attached to draft proposals) this should be 

given. If there is uncertainty about the Commission's 

figures ( eg when they differ from our own estimates).  it 

should be noted that the estimates may be subject to 

revision. Where European currency units (ecus) are quoted, 

estimates should also be shown in sterling. 

g. 	The entry under timetable should, in the case of a 

draft instrument, be as informative as possible on its 

likely progress in the Community institutions. Specific 

dates or phrases such as "before the end of December (year)" 

should be used in preference to "shortly" or "in the near 

future" whenever possible. It should in particular say 

whether or not the opinions of the European Parliament and 

the Economic and Social Committee have been sought (and give 

references to such opinions if they have by then been 

published) and indicate where possible when the instrument 

can be expected to come before the Council (see also 

paragraph 41 for urgent cases). 

CIRCULATION OF NUMBERED EXPLANATORY MEMORANDA 

24. Departments should distribute copies of all numbered 

explanatory memoranda, whether signed or unsigned (see paragraph 

22), including supplementary memoranda (see paragraphs 32-34), as 

follows - 

• 
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Vote Office, Norman Shaw Building (N), 

Victoria Embankment 

Printed Paper Office, House of Lords 

150 

25 

The Library, House of Commons 3 

Foreign and Commonwealth Office, ECD(I), 
(Room E 106) 2 

Cabinet Office 	(Room 344B) 9 

UK Permanent Representative, Brussels 1 

copies 

copies 

copies 

copies 

copies 

copy 

Clerk to Commons European Legislation Committee, 
Room 429, St Stephen's House, 
Victoria Embankment 
(if via IDS or by hand) or House of Commons, 
London SW1A OAA (if by post*) 

Legal Adviser to Commons European Legislation 
Committee, Room 429, St Stephen's House, 
Victoria Embankment, (if via IDS or by hand)  
or House of Commons, 
London SW1A OAA (if by post)* 

Clerk to Lords Select Committee on the 
European Communities, House of Lords 

Legal Adviser to Lords Select Committee on 
the European Communities, House of Lords 

Committee Office, European Communities 
Committee, House of Lords 

Reference Division, 
Central Office of Information 

Scottish Office (Scottish Education Department, 
Room 2/11, New St Andrew's House, Edinburgh) 

Welsh Office (EDS3, 1st Floor, New Crown Building, 
Cathays Park, Cardiff) 

Central Secretariat, Stormont Castle, 
Belfast BT4 3ST 

30 copies 

1 copy 

1 copy 

1 copy 

4 copies 

1 copy 

1 copy 

1 copy 

1 copy 
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Addresses and details are subject to change and Departments are 

advised to use the circulation list included in the request for 

memoranda sent out by the Cabinet Office. Special arrangements 

apply to the distribution of unnumbered memoranda (see paragraph 

28). Departments should ensure that other Departments who have 

been involved in the preparation of memoranda receive copies. 

Departments may make explanatory memoranda available to 

their own libraries immediately after distribution to the Vote 

Office. Following agreement by Ministers in 1982, explanatory 

memoranda are also made available to the public in certain 

libraries in England by the Cabinet Office and to regional 

libraries via the Scottish and Welsh Offices and the Department 

of Education for Northern Ireland. 

UNNUMBERED EXPLANATORY MEMORANDA 

An unnumbered explanatory memorandum is a memorandum which 

describes a proposal to be considered by the Council of Ministers 

for which no depositable (ie no official or numbered) text 

exists. One should he prepared when - 

a. 	A document (including a lapsed proposal which is re- 

presented) is fast moving and is likely to come to the 

Council of Ministers for decision before a formal text, 

which can be deposited for Parliamentary scrutiny, is 

available. In an oral Parliamentary reply of 14 May 1980, 

the Lord Privy Seal said that where no depositable document 

was produced before a legislative proposal was considered by 

the Council, the Government would ensure wherever possible 

that the Scrutiny Committee was kept fully informed by the 

use of unnumbered memoranda. 
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b. 	The lead Department has a reasonable knowledge of the 

likely content of an anticipated document, for example 

because it has a working document or early draft in another 

Community language or because measures such as annual trade 

quotas are to be renewed. 

In the Government's observations of April 1987 on the Second 

Special Report (Session 1985-86) from the Commons Scrutiny 

Committee (Cm 123) the Government gave an undertaking to present 

an explanatory memorandum as soon as practicable and to make 

every effort to provide unnumbered explanatory memoranda to 

explain developments. 

27. Unnumbered explanatory memoranda should follow as closely as 

possible the form and content of numbered memoranda (including a 

Ministerial signature) except that where a reference number would 

normally be quoted the words "official text not yet received" 

should be inserted (see Annex C). When preparing unnumbered 

memoranda it is sometimes useful to annex an unofficial English 

version of the text, particularly if no depositable document is 

likely to be available for some time or if urgent clearance is 

being sought. In the case of bulky documents it may be more cost 

effective to send copies to the Clerks of the Scrutiny Committees 

only for information. The European Secretariat of the Cabinet 

Office (270 0190 or 0048) should be consulted about the 

desirability of making the proposals publicly available in the 

absence of an official text. Where a Council working document is 

used as the annex, care should be taken to remove all references 

which would indicate its origin. The memorandum should make it 

clear that the text is made available on the Government's 

authority only and that the text is not an authoritative 

Community document. 
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CIRCULATION OF UNNUMBERED EXPLANATORY MEMORANDA 

Such memoranda are given a limited distribution as follows: 

Vote Office 	 6 

Cabinet Office 	 4 

Scottish Office 	 0 

Welsh Office 	 0 

Central Secretariat, Stormont Castle 	 0 

Other recipients 	 as for numbered memoranda 

if it is certain that a depositable text will never exist the 

words "official text not available" should be inserted in the top 

right hand corner and then distributed in the usual way for 

numbered memoranda, except that 6 copies only should be sent to 

the Vote Office. 

ADDENDA TO UNNUMBERED EXPLANATORY MEMORANDA 

When the official text becomes available the Department 

should confirm with the European Secretariat of the Cabinet 

Office (270 0241 or 0086) that this text has been deposited in 

Parliament, and should prepare an addendum to the unnumbered 

memorandum which simply states that in their memorandum of [date] 

the words "official text not yet received" should be replaced by 

the Council document number. The addendum and copies of the 

memorandum bearing the Council document number should be 

circulated as follows: 

	

Addendum 	Full 
numbered 
memorandum 

Vote Office 	 1 	6 

Cabinet Office 	 4 	5 

Scottish Office 	 0 	1 

Welsh Office 	 0 	1 

Central Secretariat, Stormont Castle 	 0 	1 

Other recipients 	 1 copy to each 	0 
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If at any stage it becomes known that an official text will 

not become available the Department should prepare an addendum 

which simply states that in their memorandum of [date] the words 

"official text not yet received" should be replaced by "official 

text not available". The distribution for the addendum and 

memorandum should follow that in paragraph 29. 

CORRIGENDA TO EXPLANATORY MEMORANDA 

Occasionally it may be necessary to amend an explanatory 

memorandum by issuing a corrigendum. The corrigendum should 

state clearly the date, reference number and title of the 

original memorandum and be circulated to all the recipients of 

that memorandum. Departments should inform the Vote Office 

(2194669) before issuing one. 

SUPPLEMENTARY (UPDATING) EXPLANATORY MEMORANDA 

Supplementary (also known as updating) memoranda should be 

prepared if a document undergoes substantial revision from a 

policy point of view where it is clear that the proposal is to be 

considered by the Council with a view to adoption but no text is 

expected incorporating the intended amendment. The supplementary 

memorandum or letter should be sent in good time before final 

decisions are taken on the document. Supplementary 

memoranda may be appropriate in the following cases: 

documents for which scrutiny has not yet been 

completed, to ensure that the Committees are kept up to date 

with progress; 

documents which are awaiting debate (paragraph 85); 

documents on which the Scrutiny Committee reports that 

it is not at this stage recommending a debate but wishes to 

be kept informed of the progress of discussions with a view 

to reviewing its recommendation before a final decision is 

taken on the document; 
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d. 	documents for which scrutiny has been completed, in 

which case "second stage scrutiny" arises (see paragraphs 

62-63); 

In the case of c. a letter either to the Chairman of the 

Committee from a Minister or the Clerks of the Committee from an 

official reporting developments may sometimes be adequate. 

However if the developments to be reported are of any real 

substance a supplementary explanatory memorandum (which goes to 

members of both Houses) is preferable to a letter (which goes 

only to the Scrutiny Committees). 

Supplementary memoranda should in general follow the format 

for explanatory memoranda as closely as possible. Only the 

latest document of substance to have been considered by the 

Scrutiny Committees should be referred to in the top right-hand 

corner, though in the text of the memorandum appiopLiaLe 

reference should be made to reports by either Scrutiny Committee 

and to debates in either House. In certain cases, where the 

original Community text may be out of date, an informal revision 

can usefully be prepared and annexed to the supplementary 

explanatory memorandum. As with unnumbered memoranda, the texts 

are made available on the Government's authority only and the 

memorandum should make it clear that they are not authoritative 

Community documents. 

When considering the choice between the preparation of an 

unnumbered explanatory memorandum or a supplementary explanatory 

memorandum, Departments should be aware that since the Single 

European Act came into force in July 1987, the Commission now 

submits revised texts more frequently than previously. Where it 

is expected that a revised text will be issued an unnumbered 

explanatory memorandum (see paragraphs 26-28) should be prepared 
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in preference to a supplementary memorandum. When the text is 

eventually issued an addendum, (see paragraphs 29-30) which is 

not subject to scrutiny, should be issued by the Department to 

complete the scrutiny process. When considering the appropriate 

timing fo the preparation of an unnumbered supplementary 

explanatory memorandum, Departments should bear in mind the need 

fo the scrutiny procedures to be completed before a proposal goes 

to the Council for adoption. 

SHORT, UNSIGNED EXPLANATORY MEMORANDA AND FOREIGN AND COMMONWEALTH 

OFFICE COVER NOTES 

35. Exceptions to the provision of full, signed memoranda are 

infrequent, but are as follows: 

Minor amendments to legislative proposals and to non-

legislative documents which the Scrutiny Committees 

originally cleared (ie in the case of the Commons, found to 

be of no legal or political importance or, in the case of 

the Lords, have not been referred to a Sub-Committee) and 

which contain changes of little substance, but nevertheless 

need some explanation. In these exceptional circumstances a 

short, unsigned memorandum may be submitted. Where no 

explanation is cOnsidered necessary the FCC) will attach a 

standard cover note to the document (see paragraph 38). 

Self explanatory factual reports which raise no policy 

issues. These may not require an explanatory memorandum, in 

which case the FCO will attach a standard cover note. 

Documents of a technical or administrative nature (in 

particular routine items of budgetary procedure), which may 

be submitted under a short unsigned memorandum. 
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Minor documents which, if appropriate, may be submitted 

under an FCO cover note if they are self-explanatory, or 

under a short, unsigned memorandum. COR and REV documents 

may be suitable candidates. 

Where, under the co-operation procedure (see paragraph 

72), the Commission issues a revised document for final 

adoption which does not differ in any significant respect from 

the Council's common position which has already completed 

scrutiny. 

If Departments consider that a document falls into one of 

these categories they should consult the European Secretariat of 

the Cabinet Office (270-0190 or 0086) and should seek the advice 

of the staff of the Scrutiny Committees. 

Short, unsigned explanatory memoranda should contain the 

same main headings at the top of the paper as a full signed 

memorandum (see Annex C). However the normal side headings (eg 

"Subject Matter") may be omitted as appropriate. Short, 

unsigned, memoranda should be distributed using the same 

circulation list as for full signed memoranda (see paragraph 24). 

FCO standard cover notes can only be attached at the time of 

deposit. Examples of the cover note are at Annex D. The Cabinet 

Office will make the necessary arrangements with FCO once the 

procedures set out in paragraph 36 have been completed. 

IV 	THE NORMAL SCRUTINY PROCESS 

THE COMMITTEES 

The Commons Scrutiny Committee is reappointed for the whole 

of each Parliament, its terms of reference being incorporated in 

Standing Order No.105 (see Annex A). The Lords Scrutiny 
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Committee members are appointed each session on a rotation basis: 

its terms of reference and those of its specialist Sub-Committees 

are given at Annex B. Each Committee is served by a Clerk, with 

supporting staff concerned with aspects of Community policy. The 

Lords Committee also appoints part-time specialist advisers for 

particular enquiries. In the Commons, the Clerks prepare briefs 

for the Committees on deposited documents and the Government's 

explanatory memoranda. In the Lords, the Chairman and Sub-

Committees normally depend directly on Commission proposals and 

explanatory memoranda. 

LIAISON WITH THE COMMITTEES 

An FCO Minister of State has special responsibility on 

behalf of the Government for the proper functioning of the 

arrangements for assisting the work of the Scrutiny Committees; 

the FCO should therefore be consulted on any sensitive issues. 

The Leader of the House of Commons is concerned that the 

Government's Parliamentary obligations in relation to scrutiny 

procedure are fully met. The European Secretariat of the Cabinet 

Office acts as the central link between the Committees and 

Government Departments generally. The existence of this central 

link, however, does not detract from the importance of an 

effective working liaison between Departments and the staff of 

the Committees. Departments should deal only with the Committee 

Clerks or legal advisers, not with specialist advisers. Where 

Departments are in doubt as to the correct procedure they should 

consult the European Secretariat (270-0086 or 0190). 

COMMITTEE MEETINGS 

Before each meeting of the Commons Scrutiny Committee the 

European Secretariat of the Cabinet Office circulates the draft 

agenda, on which it invites Departments' comments. Departments 

should consider whether there is any other proposal on which an 
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urgent decision is needed from the Scrutiny Committee which ought 

to be included on the agenda and inform the Cabinet Office 

accordingly (270-0241 or 0086) (see paragraph 46). Departments 

should remember that this agenda is formally a confidential 

Committee working document. Agendas for the Lords Committee and 

its Sub-Committees are circulated by the Committee Office in the 

House of Lords. The European Secretariat of the Cabinet Office 

(270-0241 or 0086) can provide extra copies. If a Department 

identifies a proposal on which an urgent decision is needed, they 

should inform the Clerk concerned and the European Secretariat as 

early as possible (see paragraph 47). 

GIVING EVIDENCE TO THE COMMITTEES 

The Commons Scrutiny Committee is empowered to report on 

whether deposited documents raise questions of legal and/or 

political importance, to give its reasons for its opinion, and to 

report on what matters of principle or policy may be affected by 

a proposal. The Lords Scrutiny CommiLtee is required to consider 

the merits of documents. Both Committees can take evidence both 

in writing and orally. Despite the difference in their terms of 

reference a similar approach should be followed in giving 

evidence to the two Committees. 

WRITTEN EVIDENCE 

Departments should meet specific requests by a Committee for 

supplementary information on proposals still under scrutiny. 

Such information is provided for the Committee alone and is not 

ordinarily laid before Parliament as a whole unless the Committee 

asks for this to be done. Departments should note that once 

information has been supplied to one of the Scrutiny Committees, 

even by means of an informal letter to the Clerk, it normally 

becomes evidence. It is then a matter for the Committee whether 

it decides to report and publish it. Departments should clear 

written evidence in draft with their usual contacts in the FCO, 

the European Secretariat of the Cabinet Office and any other 

interested Departments. 
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ORAL EVIDENCE 

An undertaking has been given that Ministers and officials 

will be available to appear before the Committees to give 

evidence about Community proposals as required. The Clerks to 

the Committees have been asked to give as much notice as they can 

of the need for oral evidence - at least two weeks if possible 

where a proposal is not urgent. Arrangements have on occasion 

been made for Sub-Committees of the two Scrutiny Committees to 

meet concurrently for the hearing of evidence. Officials invited 

to give oral evidence should refer to the Memorandum of Guidance 

for Officials Appearing before Select Committees circulated by 

the Cabinet Office (OMCS) in March 1988. Copies are available 

from Machinery of Government Division, OMCS (270 6145). 

Departments should inform the European Secrepariat of the Cabinet 

Office (270-0048) of any difficulties they experience in giving 

oral evidence. 

CONFIDENTIAL ORAL EVIDENCE 

If Departments consider that it would be helpful to give a 

Committee confidential information, they should only do so if the 

Committee agree to treat it accordingly. The Lords Scrutiny 

Committee have decided that, whenever confidential evidence is 

given in private, prior agreement should be reached with the 

witness on what, if any, record should be made. There are three 

options available: to have no record at all; to have a single 

private note by the Clerk; or to have a strictly limited number 

of copies of a transcript made which would be made available by 

the Clerk only to the Members of the Committee and their 

advisers. Documents related to that meeting would be treated on 

the same basis. Established procedures also exist in the 

Commons. These are set out in the OMCS memorandum (see paragraph 

44). 
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CONSIDERATION BY COMMITTEES 

a. 	Commons 

46. The Commons Committee lists in its reports on each of its 

weekly meetings (usually held at 4 pm each Wednesday whilst the 

House is sitting) those documents which in its opinion raise 

questions of legal and/or political importance and require 

further consideration by the House; those that raise questions of 

legal and/or political importance, but where there is no 

recommendation that they should be debated; those raising no such 

questions; and a cumulative list of documents outstanding for 

debate. 

b. Lords 

In the Lords, documents are sifted by the Chairman (normally 

each Monday morning whilst the House is sitting), once an 

explanatory memorandum has been received, into those thought not 

to require special attention (Category A) and those remitted to 

the appropriate Sub-Committee for further consideration (Category 

B). A report on the progress of scrutiny is published by the 

Lords Committee, usually fortnightly, listing the decisions 

taken. List A records documents sifted as Category A since the 

previous report. List B gives all documents currently referred 

to Sub-Committees. List C records documents which previously 

appeared in List B but are not to be the subject of reports. 

Lists D and E record reports made for information and debate 

respectively over a convenient recent period. 

COMMITTEE REPORTS 

After each Scrutiny Committee meeting the European 

Secretariat of the Cabinet Office informs Departments of the 

decisions taken. The European Secretariat also circulates to 

Departments on a weekly basis a full list of outstanding debate 

recommendations. This list.  is also sent to the Scrutiny 

Committees. The Commons Committee's full recommendations are 

recorded in their weekly Reports to Parliament (copies are 
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available through HMSO), which normally appear a fortnight in 

arrears. This information is formally confidential until the 

report is published or a paragraph is placed in the Vote Office 

for a debate. Full information about the decisions of the Lords 

Committee is included in its Report on the Progress of Scrutiny, 

normally published fortnightly while Parliament is sitting 

(copies are available through HMSO). 

SCRUTINY CLEARANCE 

Once a document has been reported on by the Commons 

Committee with no recommendation for further consideration by the 

House, and has appeared in List A, C or D in the Lords 

Committee's report on the Progress of Scrutiny, the scrutiny 

procedures have been completed and there is no further obstacle 

from the Parliamentary point of view to the adoption of the 

document by the Council of Ministers. (But see paragraphs 53-54 

on second stage scrutiny.) However either or both Committees may 

recommend that a document should be given further consideration 

by the House, ie debated (see Section VI). In this case the 

scrutiny procedures are not complete until the debate has been 

held, or in the case of Standing Committee debates, after 

referral to the House. Unless otherwise stated, debate 

recommendations made by the Commons Scrutiny Committee are for 

the Floor of the House. In the case of the Lords, if urgent 

clearance is required on a document awaiting debate, the Clerk 

should be consulted as soon as possible. 

In certain cases the Commons Scrutiny Committee may decide 

not to recommend a document for debate but may indicate that it 

is relevant to a future debate on a specified area. Such a 

document is regarded as having completed scrutiny as soon as the 

Committee has reported on it. Departments are notified of such 

recommendations by the European Secretariat of the Cabinet Office 

in the weekly outcome letter. A list of such documents is also 

included in the Cabinet Office's weekly "items recommended for 

debate" list. 
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SECOND STAGE SCRUTINY 

The scruLiny procedure is normally complete once the 

Committee has reported on the document and any debate or debates 

recommended by the Committee have taken place. However, further 

scrutiny may be required if the proposals subsequently undergo 

substantial amendment, affecting United Kingdom interests, in the 

course of Council discussion (see also paragraphs 68-75). 

Departments should provide Parliament with information on any 

such changes so that the Scrutiny Committees can have a second 

look at the proposals and make a further recommendation for 

debate, if they so desire, before adoption by the Council. 

Second stage scrutiny is set in motion when the Department 

concerned deposits a supplementary explanatory memorandum on a 

proposal which has already been reported on or debated 	Wherever 

possible this should be done at least six weeks before the 

proposal is due to be adopted by the Council. A chart to assist 

Departments in idenLifying candidates for second stage scrutiny 

is at Annex F. 

The onus is on Departments to identify cases where such 

further information should be reported to Parliament. The 

European Secretariat of the Cabinet Office maintains a list of 

major proposals which, in the lead Department's view, are likely 

to warrant further reference to Parliament before adoption, 

together with Departments' forecasts of when such reference 

should be made. The European Secretariat trawls Departments 

periodically to ask them to consider whether they have any items 

that require second stage scrutiny and circulates a revised list 

in the light of information received. 
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CABINET OFFICE RECORDS 

The European Secretariat of the Cabinet Office maintains a 

record of all documents which have been deposited in Parliament 

indicating their progess through the scrutiny process. 

Departments should supply details of documents that have been 

adopted by the Council, and their adoption date to the European 

Secretariat (270-0241 or 0086) in a quarterly return. 

WITHDRAWAL OF RECOMMENDATIONS FOR DEBATE 

The Commons Scrutiny Committee has indicated that it is 

prepared to consider withdrawing a recommendation for a document 

to be debated in circumstances where the original recommendation is 

no longer valid. This may arise in the following circumstances - 

Where the document in question has been withdrawn by 

the Commission. Arrangements have been made by the FCO to 

supply the Committee with lists of withdrawn documents 

following the Commission's periodical reviews of outstanding 

proposals. 

When the document in question has been amended in such 

a way as to remove those features which the Scrutiny 

Committee identified as giving rise to the need for debate. 

If a Department believes this to be the case it should 

consult the European Secretariat of the Cabinet Office 

(270-0190 or 0048). Then either the Department should 

submit a supplementary explanatory memorandum to the 

Committee, or the responsible Minister should write to the 

Chairman of the Scrutiny Committee (see paragraph 66) 

explaining the circumstances and suggesting that the 

Committee might consequently give further consideration to 

the relevant document. 
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55. There is no formal procedure for the withdrawal of 

recommendations by the Lords Scrutiny Committee. It makes fewer 

recommendations for debate and these recommendations are normally 

acted on promptly. If however a case arises in which a 

Department feels that the need for a debate recommended by the 

Lords Scrutiny Committee may have been overtaken by events, it 

should consult the European Secretariat of the Cabinet Office 

(270-0190 or 0048). 

GOVERNMENT UNDERTAKING 

56, The objective should be to complete sciuLiny well in advance 

of agreement on a proposal. Exceptionally, for instance during 

the Parliamentary Recess or when a proposal needs to make rapid 

progress through the Council machinery, a proposal may come 

before the Council of Ministers for decision before the Scrutiny 

Committees have had an opportunity to consider it, or before the 

scrutiny procedures have been completed. However, the period of 

negotiation is usually sufficient for such instances to be 

avoided. The Government has given Parliament an undertaking that 

Ministers will not give agreement to any legislative proposal 

recommended by the Commons Scrutiny Committee for further 

consideration by the House, before the House has given it that 

consideration, unless: 

the Committee has indicated that agreement need not be 

withheld, or 

the Minister decides that for special reasons agreement 

should not be withheld, in which case the Minister should 

explain the reasons for this decision at the first 

opportunity to the House. 
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The undertaking is embodied in a Resolution of the House of 

Commons of 30 October 1980 (see Annex E) but has also been given 

to, and should be held to apply to, the Lords. It was reinforced 

in the Government's response to the House of Commons First 

Special Report from the Select Committee on European Legislation, 

HC 527 and 126 iv Session 1983-84, which appeared in Hansard on 

29 October 1984 Cols 800-802. 

Even though the letter of the undertaking applies only to 

legislative proposals which have been considered by the 

Committees, the spirit of the undertaking should be observed in 

respect of all documents which involve a policy commitment, 

whether or not they have yet been considered by the Committees. 

EFFECT OF THE UNDERTAKING 

The effect of the undertaking is that a Minister should be 

advised not to give agreement in the Council of Ministers to the 

adoption of any document until the scrutiny procedures are 

complete, unless: 

the relevant Committee has indicated that agreement 

need not be withheld 

or: 

the Minister decides that for special reasons agreement 

should not be withheld. 

The undertaking does not specify what might constitute "special 

reasons", nor have the Committees subsequently expressed a view 

on the point. In giving evidence to the Commons Scrutiny 

Committee on 16 May 1984 (House of Commons First Special Report 

from the Select Committee on European Legislation, HC 527 and 126-

iv Session 1983-84), the Leader of the House indicated a number 

of factors which would influence a Minister's decision in such 

circumstances: 
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f. 	the need to avoid a legal vacuum which might arise if 
an existing measure were to expire without agreement to an 

extension or adoption of a successor measure; 

the desirability of permitting a particular measure of 

benefit to the United Kingdom to come into operation as soon 

as possible; 

the difficulty, particularly if the negotiations in the 

Community have themselves boon difficult or protracted, of 

putting a late reserve on a measure which will either have 

little effect on. the United Kingdom or which is likely to be 

of benefit to the United Kingdom. 

Special considerations arise on proposals subject to the co-

opetaLion procedure under the Single European Act. (see 

paragraph 62 and 65). 

The key point in meeting the needs of Parliament is that 

Departments must take steps to arrange debates and clear scrutiny 

procedures before Council consideration of a document reaches its 

final stages; adoption of a proposal or agreement of a common  

position without the completion of scrutiny procedures should be  

regarded as highly exceptional. 

PARLIAMENTARY RESERVES 

If it is likely that the Council will attempt to adopt a 

document on which, exceptionally, scrutiny has not been completed 

(see paragraphs 49-50), the normal practice should be for 

the Department to place a Parliamentary reserve at the 
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appropriate meeting of COREPER I, COREPER II or the Special 

Committee on Agriculture before the Council meets. It is 

acceptable even so for the Government, if content with the 

document, to indicate agreement subject to the Parliamentary 

reserve. Departments are responsible for ensuring that the FCO 

instruct UKREP to place a Parliamentary reserve on a document 

which has not completed the scrutiny procedures and for informing 

UKREP, via the FCO, when the reserve can be lifted. Where a 

scrutiny reserve is to be placed on a proposal the Minister need 

not write to the Chairman of the Scrutiny Committee(s) unless it 

is later decided that the reserve should be lifted before 

scrutiny clearance. 

However, to place a scrutiny reserve on a common position 

would delay the cooperation procedure. This is unlikely to be in 

the United Kingdom's interests since the Presidency may be 

tempted to override the reserve. The procedures for dealing with 

scrutiny in the context of a common position are described in 

paragraphs 65 and 68-75. 

ACTION WHERE DOCUMENTS HAVE NOT BEEN CONSIDERED BY THE SCRUTINY 

COMMITTEES (PROPOSALS NOT SUBJECT TO THE CO-OPERATION PROCEDURE) 

In the case of a document yet to be considered by the  

Scrutiny Committees the European Secretariat of the Cabinet  

Office (270-0048 or 0190) should be consulted before a Minister 

is advised to agree to the document in Council without a 

Parliamentary reserve. If it is decided that a document is to be 

adopted in advance of scrutiny, the Minister responsible should 

explain in writing at the earliest opportunity why this is 
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necessary to the Chairman of both Committees where appropriate 

(see paragraph 66). The letter should indicate that once the 

Committee has had an opportunity to consider the document in 

question, the Minister would be prepared to make a statement to 

the House if the Committee considers that this is necessary. An 

unnumbered or other explanatory memorandum should also be 

supplied whenever appropriate. The only exceptions to this 

procedure are: 

documents, such as anti-dumping measures, to which 

special arrangements apply (see paragraph 18); 

routine items such as transfers of appropriations, 

which are often considered in Brussels before English texts 

ate available in the United Kingdom; 

extensions Of existing non-controversial arrangements, 

particularly where legal continuity needs to be preserved. 

A Department which is unsure whether or not a proposal comes 

under one of these headings should seek the advice of the 

Committee Clerk. 

ACTION WHERE DOCUMENTS AWAIT DEBATE (PROPOSALS NOT SUBJECT TO THE 

CO-OPERATION PROCEDURE) 

64. In the case of documents awaiting debate the European  

Secretariat of the Cabinet Office (270 0048 or 0190) should be  

consulted before a Minister is advised that, for special reasons, 

agreement need not be withheld. When it has been agreed to take 

this course, the Minister responsible should be advised to write 

to the Chairman of the relevant Committee before the decision is 

taken in Council, explaining why he is satisfied that agreement 

should not be withheld, why a debate could not have been held 

before adoption, and indicating that a statement will be made to 

the House (see paragraph 67). When agreement is given subject to 

a Parliamentary reserve the Clerk(s) of the Committee(s) should 

be notified by telephone. 
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ACTION WHERE SCRUTINY HAS NOT BEEN COMPLETED (PROPOSALS SUBJECT 

TO THE CO-OPERATION PROCEDURE) 

65. Where a proposal on which scrutiny clearance has not been 

obtained is expected to come before the Council for the adoption 

of a common position, the European Secretariat of the Cabinet  

Office (270 0048 or 0190) should be consulted and the following 

procedures should be observed: 

If the United Kingdom intends to vote for the proposal  

a scrutiny reserve may only be placed on the understanding 

that it must be lifted not more than seven days after the 

date of the vote in Council. Departments are responsible 

for informing UKREP (via FCO) when the reserve can be 

lifted, and must in all cases inform UKREP at latest by day 

seven. Where it is unlikely that scrutiny can be completed 

within this seven day period, or where a scrutiny reserve 

would otherwise be inappropriate, the procedures described 

in paragraphs 63-64 and 67 should be observed. 

If the United Kingdom intends to abstain or to vote  

against a proposal, the Minister concerned should explain 

the situation in writing in advance to the Chairman of the 

Scrutiny Committee(s) (see paragraph 66). However, in these 

circumstances a separate scrutiny reserve need not be placed 

or maintained. 

If the United Kingdom intends to abstain or to vote  

against a proposal as in (b) above but, owing to changes 

shortly before or at the meeting (eg Council amending the 

proposal or Commission tabling a revised proposal), finally 

votes in favour, the Minister concerned should explain the 

situation in writing to the Chairman of the Scrutiny 

Committee(s) (see paragraph 66) and, if necessary, provide a 

further explanatory memorandum as soon as possible after 

adoption. In these circumstances it is unlikely that a 

scrutiny reserve would be appropriate, but one may be placed 

in accordance with paragraph 65a. if scrutiny is expected to 

be completed not more than seven days after the vote in 

Council. 
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CORRESPONDENCE WITH THE SCRUTINY COMMITTEES 

Whenever a Minister writes to the Chairman of the Scrutiny 

Committee(s), an appropriate sentence should be included in the 

letter along the lines of the following example: 

"I am writing in similar terms to 	 , [Chairman of the 

Lords/Commons Scrutiny Committee] and am copying this letter 

to the Leader of the House, the FCO Minister of State, [the 

Chief Whip (Lords)] the Secretary of the Cabinet and the 

Clerk to your Committee." 

Letters to the Chairman of the Commons Scrutiny Committee should 

whenever possible be signed personally by a Minister. Such 

letters must be sent to the House of Commons and not to 

St Stephen's House. Copies to the Clerk of the Commons Scrutiny 

Committee should be addressed to St Stephen's House if being 

delivered by hand or by.  van. To avoid difficulties any such 

correspondence must refer to the Committee as the "Select 

Committee on European Legislation" and not "the Scrutiny 

Committee." 

STATEMENT TO THE HOUSE 

Where it has been necessary for a Minister to write to the 

Chairman of the Scrutiny Committee(s) (see paragraphs 63-66) the 

question of whether a statement to the appropriate House is 

required will depend on the outcome of the Committees' 

consideration. The Chairman will inform the Minister whether the 

Committee considers that a statement to the House should be 

made. The Commons Scrutiny Committee have commented that "this 

is a reasonable arrangement which prevents the House being 

provided with a mass of material that serves no obvious purpose" 

(House of Commons Second Special Report from the Select Committee 

on European Legislation, HC400 Session 1985-86). The opinion of 
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the Committee on whether an oral or written statement would be 

preferable should be taken into account. For cases of obvious  

importance, eg where a debate is outstanding (see paragraph 64), 

the Department should anticipate a request for an oral statement 

and advise the Minister that such a statement should be made at 

the earliest opportunity. The statement should include a 

reference to the scrutiny position, noting, if appropriate, when 

the document was recommended for debate and the reason why a 

debate could not have been held before adoption; explaining the 

special reasons why the Minister had decided not to withhold 

agreement; and if possible indicating the likely timing of a 

debate. An expression of regret at the impracticability of 

arranging an earlier debate will normally be appropriate. 

V. THE SINGLE EUROPEAN ACT: CO-OPERATION PROCEDURE 

INTRODUCTION 

When a document is subject to the co-operation procedure set 

out in the Single European Act (SEA), Departments will need to 

monitor its progress carefully to be ready to keep the Scrutiny 

Committees informed of any amendments to the proposal. The 

following description of the co-operation procedure may help 

Departments to decide on the action required to ensure that the 

Government's scrutiny obligations to Parliament are fulfilled 

(see also paragraph 65). A chart to assist Departments in 

identifying the possible courses that a proposal might follow is 

at Annex C. If Departments are not clear on the procedure to be 

followed the European Secretariat of the Cabinet Office (270 0048  

or 0190) should be consulted. 

ARTICLES AFFECTED BY THE CO-OPERATION PROCEDURE 

The co-operation procedure begins when the Commission puts 

forward a proposal to the Council under one of the relevant 

Articles of the Treaty of Rome i.e. Articles 7; 49; 54(2); 56(2) 

second sentence; 57 with the exception of the second sentence of 

paragraph 2 thereof; 100A; 100B; 118A; 130E; and 130Q(2) of the 

EEC Treaty as amended by the SEA. 
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PROCEDURE FOLLOWING THE ADOPTION OF A COMMON POSITION 

Departments should inform the Scrutiny Committees and the 

European Secretariat of the Cabinet Office as soon as the Council 

adopts a common position. A proforma letter for this purpose is 

at Annex I. Departments should also forward to the Clerks of the 

Scrutiny Committees a copy of the text, as adopted, on the common 

position as soon as it is available. 

When the Council adopts a common position by qualified 

majority the Council Secretariat sends the proposal to the 

European Parliament for its opinion. A decision by the European 

Parliament must be taken with 3 months. If the European 

Parliament: 

approves the proposal 

takes no position 

there is no need for any additional scrutiny procedure (see 

paragraph 75). 

If the European Parliament rejects the Council's common 

position the Council may nonetheless adopt the proposal in 

accordance with its original common position, acting by 

unanimity. In this event no additional scrutiny is necessary 

(see paragraph 75). If, in the event of rejection by the 

European Parliament of the Council's common position, the 

Commission brings forward a revised proposal, the scrutiny 

implications set out in paragraph 73 apply. 

If the European Parliament amends the Council's common 

position, the situation is more complicated. The Commission 

must, within one month, review the European Parliament 

amendments, and may put revised proposals to the Council. The 

Council, has to act within three months and may: 

45 

RESTRICTED 



RESTRICTED 

(i) adopt, by qualified majority, the "re-examined"  

proposal put to it by the Commission (which may consist of 

the Commission's original proposal, or.a revised proposal 

including some or all of the Parliament's proposed 

amendments, or be the common position unamended). The 

scrutiny position here will vary from case to case. If the 

re-examined proposal does not differ in any significant 

respect, so that if the Scrutiny Committee(s) were to 

reconsider the proposal their original recommendations would 

be expected to stand, scrutiny may be regarded as having 

taken place on the common position. However in such a case, 

if a new document is issued by the Commission, a short, 

unsigned explanatory memorandum should be prepared. Where 

there is doubt over the significance of the changes or it is 

clear that the re-examined proposals do contain significant 

changes, especially on a point on which the Scrutiny 

Committee(s) has already expressed concern, the Scrutiny 

Committee(s) will expect to be consulted about it, and the 

Department concerned should normally submit a signed 

explanatory memorandum (see paragraph 34). In doing so, the 

Department should bear in mind the need for the scrutiny 

process to be completed before the matter comes to the 

Council for final decision. This is necessary (a) in order 

to avoid Ministers being put in the awkward position of 

having to impose a scrutiny reserve at the second stage on 

the same proposal and (b) to comply with the deadlines laid 

down in the co-operation procedure which stipulates that a 

revised proposal will lapse if the Council has not taken a 

decision on it within three months of its submission to the 

Council by the Commission (or a maximum of four months if 

the European Parliament agree to an extension). Other 

member states are unlikely to accept that a scrutiny reserve 

should cause a proposal to lapse. 
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amend and adopt, by unanimity, the Commission's revised  

proposal. Here too, the scrutiny implications would have to 

be considered case by case. The Council would presumably 

have considered and rejected the Commission's proposals (i. 

above) before considering an alternative approach, and if 

the Commission had revised its proposals these would have 

been deposited for scrutiny if necessary. Whether or not a 

further Explanatory Memorandum would need to be submitted 

would depend on how far the alternative version before the 

Council differed from earlier versions: if the Council 

decided to return to its original common position there 

would clearly be no need for any further scrutiny; if the 

alternative version before the Council involved important 

new proposals, scrutiny might be needed. (The situation 

here is no different from the position that exists when a 

proposal not covered by the co-operation procedure is altered 

during the course of negotiation (see paragraphs 51-52). 

let the proposal lapse. After the Council has decided 

to let a proposal lapse, the Clerks to the Scrutiny 

Committees should be informed in writing. However if at a 

future date the Commission re-presents a lapsed proposal the 

scrutiny procedures will be reactivated. In such a case the 

Commission would normally reissue the proposal and scrutiny 

would take place on the new document. If Council 

consideration is expected and no re-issued text is available 

the Clerks to the Committees should be kept informed and an 

unnumbered explanatory memorandum should be prepared on the 

usual basis (see paragraphs 26-27). 

• 
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The procedures described in paragraph 73 relate to the 

Commission's "re-examined" proposals as put to the Council. Such 

proposals may be based on the amendments suggested by the 

European Parliament, which themselves could be wide ranging and 

involve significant changes to the Council's agreed common 

position. The Foreign and Commonwealth Office will arrange for 

any European Parliament amendment to a proposal subject to the 

co-operation procedure to be made available informally in both 

Houses of Parliament and to the responsible Department. Any 

European Parliament amendments should be monitored very carefully 

by Departments as soon as they appear. This is particularly 

important in view of their potential incorporation by the 

Commission in a re-examined proposal or their possible adoption 

by the Council (by unanimity) when considering the document 

again. Early consideration of the European Parliament's 

amendments will be important. In view of the timing restrictions 

on Council action it will be essential to submit any memorandum 

as soon as possible after the Commission has put re-examined 

proposals to the Council. 

Where a proposal on which the Council has adopted a common 

position is returned to the Council for final adoption without 

amendment (as described in paragraphs 71-72) or where no further 

explanatory memorandum has been necessary because the proposal is 

not significantly revised, Departments should inform the Clerks 

of the Scrutiny Committees in writing (copied to Room 344 B, 

European Secretariat, Cabinet Office) immediately after final 

adoption takes place. If in such circumstances a formal 

depositable document is eventually issued, a short unsigned 

explanatory memorandum will be required. 
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VI. ARRANGING DEBATES 

A. DEBATES IN COMMONS 

TIMING 

76. Certain commitments have been given to the House of Commons 

Scrutiny Committee which condition the Government's handling of 

EC documents. In replying to the conclusions of the First 

Special Report (1983-84 Session) of the Scrutiny Committee on 

aspects of scrutiny procedure which had caused concern, the then 

Leader of the House of Commons said: "It is the Government's 

practice that debates on European documents should be held as far 

in advance as practicable of the expected adoption of the 

proposal concerned. It is desirable that this should be at the 

point when the voice of the House can be most influential. As a 

general rule, this will normally be early rather than late in the 

life of a proposal. The Committee rightly notes that the 

selection of an optimum time for debate is very much a matter of 

judgment. The Government fully accept the Committee's view that, 

when making this judgment, it should be the rule always to err on 

the side of an early debate." This was reinforced both in the 

Government's observations of April 1987 to the Second Special 

Report (Session 1985-86) of the Scrutiny Committee and in a 

letter dated 26 February 1988 from the Lord President of the 

Council to Ministerial colleagues. In order to fulfil these 

commitments it is necessary for Departments to initiate action as 

soon as possible after the Committee's recommendation has been 

made; good advance notice is required to arrange a debate within 

what is usually a congested programme of Parliamentary business. 

The first stage of this action is collective consideration in 

Legislation (L) Committee of the need for a debate, its possible 

timing and the terms of a Resolution. There should be a 

presumption that an early debate will take place, but there will 

be cases where it can be argued that no debate should take place 

before agreement in Brussels or where debate should take place 

very much later than would be implied by the general guidelines. 
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THE ROLE OF LEGISLATION COMMITTEE 

The handling arrangements for Parliamentary consideration of 

EC documents are decided by Legislation Committee (L). When the 

Scrutiny Committee recommends a document for debate, the Department 

should prepare a letter for their Minister to send to the 

Chairman of L, copied to the Committee members, members of OD(E), 

other Ministers with a Departmental interest in the subject, the 

Secretary of the Cabinet and the Secretaries of L and OD(E). 

Normally the Department will first wish to await a copy of the 

Scrutiny Committee's report, but, if the Department considers 

that a debate is needed within the course of the following couple 

of months, a letter should be sent as soon as possible. The L 

Secretariat in the Cabinet Office (270 0135) should be contacted 

to discuss the handling of particular cases as soon as possible 

after the Scrutiny Committee has recommended a document for 

debate. In no case, even when an early debate is not required, 

should an approach to the Secretariat be left longer then 6 

weeks. Normally the Minister responsible should write to the 

Chairman of L Committee within this six week period. A chart to 

assist Departments in identifying the procedures to be followed 

for the arrangement of an EC debate is at annex J. 

In some cases, the Scrutiny Committee may recommend 

documents for debate in the knowledge that further documents 

taking into account later developments are likely to be 

produced. In such cases, the Scrutiny Committee usually asks 

Departments to keep them informed of developments in Brussels, 

and eventually recommends that the later documents only should be 

debated. Where this outcome seems probable, it may be 

appropriate for the Minister to delay writing to L until the 

definitive documents have been produced and have been, or are 

likely to be, recommended for debate. Departments should review 

the position of such documents on a regular basis and keep the L 

Secretariat informed of the latest state of play. 

50 

RESTRICTED 



RESTRICTED • 
L Committee usually meets every week from the beginning of a 

Parliamentary Session until Easter. Meetings normally take place 

on a Wednesday, and letters to be considered by the Committee 

should be circulated by the preceding Wednesday at the latest. 

The letter, along with any responses that it has prompted from 

Departments, will be added to the agenda of the meeting, and the 

handling of the debate will be discussed at the meeting. The aim 

is for decisions on handling to be taken, if possible, well in 

advance of the likely date of agreement in Brussels. It is then 

for the Department concerned to liaise with the Chief Whip's 

Office on the precise timing of the debate in consultation with 

the Foreign and Commonwealth Secretary's office. The Committee 

rarely meets after Easter, and meetings may from time to time be 

cancelled between the beginning of a Session and Easter because 

of lack of business; (the Committee would not_ normally meet 

solely to consider the handling of scrutiny debates). Where 

necessary, therefore, handling arrangements will be agreed in 

correspondence. 

The letter to the Chairman of L, whether it is for 

discussion at a meeting or for clearance in correspondence, 

should be short, and should give only such details of the 

substance of the document as are necessary to enable the 

Committee to form a view on its Parliamentary handling. It 

should cover the following points: 

The recommendation made by the Scrutiny Committee, 

particularly whether or not the proposed debate is suitable 

for Standing Committee. 

The tactical considerations, in particular the state of 

negotiations in Brussels and its implications for the timing 

of a debate. To meet the requirements of genuine 

Parliamentary scrutiny, it will generally be desirable to 

hold a debate early, rather than immediately prior to final 

51 

RESTRICTED 



RESTRICTED 

Council consideration. If there are special factors which 

require a debate to be delayed until shortly before, or even 

after, agreement has been reached in the Council, these 

factors should be brought out at this stage. In those 

circmstances, the Committee may wish to consider whether the 

Chairman of the Scrutiny Committee should be informed and 

whether the use of a Parliamentary reserve would be 

appropriate (see'paragraphs 61-65). Wherever possible the 

debate should be held before final Council consideration to 

avoid the need for a Parliamentary reserve. 

Where and when the debate should take place, eg on the 

Floor of the House after 10.00 pm or in Standing Committee, 

and whether it needs to be held before a specified date. If 

the Minister's recommendation differs from that of the 

Scrutiny Coumittee, the letter should explain why. 

The exact wording of the Motion (see paragraph 85). 

This should include a reference to all the documents which 

are to be the subject of the debate, including any 

unnumbered or supplementary memoranda issued or under 

preparation for the debate. (Examples of recent motions are 

given at Annex H.) 

The proposed line, including the line to be taken on 

likely amendments to the Government motion. 

Points d. and e. need not be covered in detail if a debate is not 

proposed for the near future. However, at least two weeks before 

a debate is eventually held, and following consultation with the 

Chief Whip's office and the Foreign and Commonwealth Secretary's 

office on the timing of a debate, a further letter covering these 

points should go to L and OD(E), and any other interested 

Ministers, with a copy to the Secretary of the Cabinet, and the 

Secretaries of L and OD(E). 
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CONSULTATION WITH BACKBENCHERS 

When the subject matter of the Community document is 

controversial the Minister concerned might wish to consult the 

chairman of the relevant back-bench subject group and possibly 

other Government back-benchers. Any such consultation should 

preferably take place before the relevant meeting of L, so that 

the Minister is in a position to report the outcome of these 

discussions. 

PLACE AND TIMING 

Debates may be taken either on the Floor ot the House or in 

Standing Committee. As a general rule only the more technical 

and specialised Community documents are likely to be recommended 

by the Scrutiny Committee as suitable for debate in Standing 

Committee. The final decision on where the debate is held will 

be taken by the business managers. For instance the Chief Whip's 

Office may wish to explore the possibility of debates being taken 

in Standing Committee to relieve the pressure on time on the 

Floor unless the subject is of major importance and needs to be 

debated on the Floor. The Lord President has undertaken if 

possible to give additional notice of debates in Standing 

Committee. Departments should ensure that L Committee clearance 

is sought as early a8 possible (see paragraph 91). 

DURATION 

Debates on the Floor of the House are usually held after 

10.00 pm and last for up to 11/2  hours. Exceptionally that time 

may be extended or prime time may be provided. House of Commons 

Standing Order No 102(4) provides for up to 21/2  hours of debate in 

Standing Committee. 

FORM OF GOVERNMENT MOTION AND AMENDMENTS 

Debates on Community documents are held on an expanded take 

note motion. This should cite the relevant documents by their 
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Council numbers and any unnumbered or supplementary explanatory 

memoranda issued or under preparation for debate; and should 

indicate Government policy on the document. Departments should 

also ensure that any relevant documents not recommended for 

debate (see paragraph 50) are 'tagged' to the motion as being 

relevant to the debate. Before the Minister writes to the  

Chairman of L Committee if practicable, or in any event before 

approaching the Whip's Office, Departments should seek the advice 

of the Clerk of the Commons Scrutiny Committee on the description 

of the documents in the motion's wording and his views on whether 

the motion as a whole falls within Standing Order No 14(1)(b) if 

a debate after 10 pm is being sought. This is to ensure that all 

the relevant references to documents are correct before the 

motion is printed in the Order Paper. For debates on the floor 

of the House, the Chief Whip's office should receive the agreed 

terms of the motion from Departments, at the latest by Tuesday 

evening preceeding Thursday's business statement. Later 

additions should only be made where they are unavoidable, 

particularly bearing in mind the timetable for approval described 

elsewhere. Amendments to motions may be tabled by any Member and 

are selected by the Speaker, or in the case of a Standing 

Committee, by the Chairman. 

SUPPLEMENTARY EXPLANATORY MEMORANDA 

Departments should consider whether Parliament has been 

given sufficient information on the latest state of Council 

discussions on the document. Any supplementary explanatory 

memorandum should preferably be provided at least 48 hours before 

debate and should if possible be submitted early enough to allow 

time for the Scrutiny Committee to consider and report further on 

the document. 

SCOPE OF SPEECHES 

The Minister, or Ministers, responsible for the document 

opens and winds up the debate on the Floor and in Standing 
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Committee. The Minister's opening speech should explain the 

contents of the document and any relevant scrutiny points; when 

the debate is being held after the adoption of the document the 

speech should cover the ground dealt with in paragraph 67. 

REFERENCE TO NEW COMMUNITY DOCUMENTS 

Exceptionally, the Minister might wish to include in the 

motion a Community document not seen or recommended for debate by 

the Scrutiny Committee, or to refer to a new Community document 

which has not been included in the motion; in such cases the 

European Secretariat of the Cabinet Ottice (270-0048 or 0190) 

and the Chief Whip's Office should be consulted in advance. The 

Speaker has ruled that a Minister is free to quote from a 

Community document only where it has been available in the Vote 

Office at least two hours prior to debate (19.6.80 Hansard Vol 

986 No 188, Col 301). The text of any such document must be in 

English. 

ACTION WHERE DOCUMENTS ARE NOT COVERED BY STANDING ORDERS 

European Community documents are defined in the House of 

Commons Standing Order No 3 as "draft proposals by the Commission 

of the European Communities for legislation and other documents 

published for submission to the Council of Ministers or to the 

European Council whether or not such documents originate from the 

Commission". The standing orders of the House expressly provide 

for documents so defined to be debated after 10.00 pm on the 

Floor or to be referred to a Standing Committee. However, some 

documents (mostly budgetary) fall outside this definition and 

special arrangements need to be made if they are to be referred 

to Standing Committee or to be debated after 10.00 pm. The 

Department must advise the Chief Whip's Office in writing of such 

cases. 

ACTION WHERE THE DEBATE IS ON THE FLOOR 

The Leader of the House announces the debate, its date and 

the documents to be taken in the Thursday Business Statement in 
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the House in the week immediately prior to the debate. All 

documents and memoranda included in the motion are referred to in 

the Business Statement (or in its Annex which is printed in 

Hansard but not read out in the House) and it is the responsibility 

of the Department to ensure that copies are available in the Vote 

Office by lunchtime on the day of the statement. 

ACTION WHERE THE DEBATE IS IN STANDING COMMITTEE 

a. 	Motions to be tabled 

90. The Chief Whip's Office will table the necessary motions to 

refer the documents to Standing Committee. 	If the Motion is 

agreed to by the House, the item will normally be included on 

the agenda of the next meeting of the Committee of Selection, 

which will select the membership of the Standing Committee. The 

Selection Committee will normally meet on the Wednesday before 

the debate in Standing Committee to select members for the items 

on the agenda over the next two weeks. Departments should take 

note of this timetable in view of the Lord President's wish to 

give adequate notice. At the very latest, the Friday before the 

Standing Committee meets, the responsible Department should 

contact the Public Bill Office, House of Commons, about the terms 

of the motion which the Minister intends to move in the 

Committee. The Public Bill Office will advise on the form of the 

motion but generally the motion will be that agreed in 

Legislation Committee prefaced by the words "that the Committee 

takes note of European Documents ...". This is printed as a 

notice of motion on a separate (blue) sheet circulated together 

with the Order Paper, usually the Monday before the Committee 

meets. On the day of the meeting the motion is recirculated on a 

white sheet. 

b. Attendance 

91. Any Member of the House may attend the Committee, speak and 

propose amendments, but only the members of the Committee may 

vote on the motion. 
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c. 	Report to the House  

92. Following their meeting, and usually on the same day, the 

Standing Committee reports the document to the House, together 

with any resolution to which it has come. This report appears in 

the Votes and Proceedings of the House for that day, and is 

normally published the following morning. 

d. 	Referral to the Floor 

Subsequently the Chief Whip's Office tables a Government 

motion on the Floor of the House on the document reported from 

the Committee. The terms of Lhis moLion will normally be 

identical to that agreed by the Standing Committee. For 

documents reported on Thursday and Friday, the approving motion 

will normally be put down for consideration on the following 

Monday; on other days the motion will normally be put down for 

the following day. 

B. DEBATES IN THE LORDS 

Debates on Community documents in the House of Lords 

normally take place on the basis of a motion referring to the 

relevant report of the Scrutiny Committee. When a document has 

been recommended for debate in the House of Lords, L Committee 

needs to be consulted only if particular problems are likely to 

arise. The motion is customarily moved by a member of the 

Scrutiny Committee (who will usually be the Chairman of the 

relevant sub-Committee). The arrangements for these debates are 

therefore not wholly in the hands of the Government (who in any 

case have no formal control of business in the Lords) but liaison 

between the Government Whip's Office and the Clerk of the 

Committee ensures that debates are arranged at a time of mutual 

convenience. The motions to take note of Reports awaiting debate 

are included in the section "No Day Named" in the Lords Order 

Paper. Occasionally reports which have been made for the 

information of the House (List D) are given a short debate in the 

context of an unstarred question: such debates are handled 

according to the usual procedure for unstarred questions. 
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VII. PROCEDURE TO BE FOLLOWED BETWEEN PARLIAMENTS  

SUMMARY 
There can be no hard and fast rules on the procedure to be 

followed during the interregnum between two Parliaments. The 

procedures described below are based on the arrangements followed 

during the 1987 General Election. The Cabinet Office will issue 

additional guidance on procedure as necessary when a General 

Election is called. 

For scrutiny purposes, the "election period" runs from the 

date of the dissolution of Parliament until the reconstitution of 

both Committees. When a General Election is announced normal 

scrutiny procedures continue to apply until the dissolution of 

Parliament at which point the Scrutiny Committees cease to 

exist. Interim arrangements then come into effect. 

In the case of the Lords Scrutiny Committee normal 

procedures will resume once its Chairman, who is automatically 

reappointed under Standing Orders, has taken the Oath of 

Allegiance. This usually occurs as soon as Parliament 

returns after the General Election (ie several days before 

the State Opening of Parliament). The first Chairman's sift 

for the Lords Committee is likely to take place on the 

Monday following the State Opening. 

In the case of the Commons, the Scrutiny Committee is 

appointed under a Standing Order of the House; the Committee 

will therefore not require any action on the part of the 

House to ensure its continuation once Parliament returns 

although it cannot meet until members have been nominated by 

the House which may take several weeks. It is formally for 

the Committee to elect a Chairman from among its members 

but, in practice, the Chairmanship will be settled by 

agreement between the Government and Opposition Whips. The 

Committee usually formally elects a Chairman at its first 

meeting, although this may not always be the case (eg 1987). 
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Normal procedures for the deposit of documents and  

submission of explanatory memoranda are resumed with the 

State Opening of Parliament. However arrangements for 

letters to the Chairman of the Commons Scrutiny Committee 

are not resumed in full until the Chairman has been 

appointed (see paragraph 105). 

- A chart showing the various stages is at Annex K. 

DEPOSIT OF DOCUMENTS 

During the dissolution the flow of documunts from the 

Commission continues. Although formal deposit cannot take place 

during the dissolution, the Foreign and Commonwealth Office will 

continue to supply Community documents to the Clerks of the 

Scrutiny Committees as soon as they are published. The FCO will 

also arrange for other recipients of documents (eg the Vote 

Office) to be sent their normal allocation of documents. This 

should avoid a backlog on the resumption of Parliament. 

Formal deposit can only take place following the State 

Opening of Parliament. Documents which have been distributed by 

the FCO during the dissolution will then be deposited automatically 

accompanied by a special cover note. 

During the dissolution Departments will continue to be 

notified as normal by the Cabinet Office of all documents 

supplied to the Scrutiny Committee Clerks with a request tor 

Departments to prepare explanatory memoranda on them. 

EXPLANATORY MEMORANDA 

Until the dissolution of Parliament, explanatory memoranda 

(EMs) and any Ministerial letters should be submitted as normal 

and should arrive no later than the last full working day before 

dissolution. 
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101. During the dissolution, Departments should continue to 
• 

prepare explanatory memoranda in all respects except two: the 

section dealing with "policy implications" should await the 

incoming Government, as should the Ministerial signature. These 

informal explanatory memoranda should be prepared in accordance 

with the normal timetable but should not  be submitted to 

Parliament. However departments should pass a copy of each 

informal draft memorandum to the Clerks of the Scrutiny 

Committees and to the European Secretariat, Cabinet Office 

(Room 338). 

Explanatory memoranda for all documents falling under the 

election period procedure should be submitted in their completed 

form with a policy input and Ministerial signature as soon as 

possible following the State Opening of Parliament. If 

necessary, completed signed unnumbered explanatory memoranda can 

be submitted from the date on which Parliament returns following 

the election. This date usually precedes by 7 or 8 days the 

State Opening, the day on which formal deposit of documents 

recommences. Scrutiny of documents will not start in the Commons 

until the Scrutiny Committee has been appointed. (In 1987 this 

was some three weeks after the State Opening: in 1983 the period 

was nine weeks). 

DOCUMENTS ALREADY RECOMMENDED FOR DEBATE AND NOT YET DEBATED 

After the final meeting of the Commons Scrutiny Committee 

before the dissolution, the Cabinet Office will circulate to 

Departments a list of documents recommended for debate, but on 

which no debate has taken place. Whilst it will be open to the 

reconstituted Scrutiny Committee to reconsider these 

recommendations the presumption is that they stand. 
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ADOPTION OF PROPOSALS BY COUNCIL BEFORE COMPLETION OF SCRUTINY 

The Government gave an undertaking, embodied in the 

Resolution of the House of Commons on 30 October 1980, that 

Ministers will not give agreement in the Council of Ministers to 

a proposal recommended for further consideration by the House 

before the House has given it that consideration, except in 

certain circumstances. Even in a General Election period these 

occasions should be infrequent. If a Minister decides to give 

agreement before the scrutiny process has been completed, the 

procedures described in paragraph 105 below must be observed. 

The European Secrtariat of the Cabinet Office (270 0048 or 

270 0190) should be consulted. 

If, following the dissolution, a Minister needs to give 

agreement to a measure in advance of scrutiny clearance and 

before the Scrutiny Committees have been appointed, he should 

write to the Leader of the House of Commons (or if appropriate to 

the Leader of the House of Lords) with copies to the Minister of 

State at the Foreign and Commonwealth Office and the Secretary of 

the Cabinet explaining why agreement is likely to be, or was, 

necessary. Blind copies of such letters should be passed to the 

Clerks of each Committee for information. Where agreement is to  

be given to the adoption of a document recommended for debate but 

not yet debated, the letter to the Leader of the House should 

make clear the Minister's intention to make a statement to the  

House at the earliest opportunity. Where the document in 

question has not yet been considered by the Scrutiny Committee, 

the letter should explain the Minister's intention to write to 

the Committee Chairman (see paragraph 106) to inform him of 

developments and to offer to make a statement to the House if 

this would be considered helpful. The procedures described in 

this paragraph will cease to apply when the Commons Scrutiny 

Committee is appointed. 
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41/ 
The European Secretariat of the Cabinet Office will inform 

Departments of the date of the Commons Scrutiny Committee's first 

meeting. It will also inform Departments when a Chairman has 

been elected by the Committee. At this point normal procedures 

will resume. Until then, in order for Ministerial letters to be 

given early consideration by the Committee, Ministers should be 

advised to address letters to the Chairman on an impersonal basis 

(ie Dear Chairman) and send them direct to the Clerk (copied as 

normal - see paragraph 66). 

CHANGE OF GOVERNMENT 

The above arrangements will apply where the Government of 

the day is re-elected. Where a new Government is elected it will 

be necessary to obtain Ministerial agreement to the procedures to 

be followed. Responsibility will lie with the Foreign and 

Commonwealth Office to consult their Ministers who in turn will 

seek the agreement of their colleagues, in particular consulting 

the Leaders of the House of Commons and the House of Lords. Once 

agreement to the new procedures has been obtained the Cabinet 

Office will notify Departments by letter. 

Departments should try to ensure that the submission of 

explanatory memoranda is not unduly delayed. Incoming Ministers 

will have to be prepared to report, as appropriate, on documents 

adopted since the dissolution of Parliament, if necessary making 

statements to the House. 
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ANNEX A 

COMMONS SCRUTINY COMMITTEE 

TERMS OF REFERENCE 

The Select Committee on European Legislation is appointed under 
Standing Order No 105, viz: 

Select Committee on European Legislation 

105. (1) There shall be a Select Committee to consider dratt 

proposals by the Commission of the European Communities for 

legislation and other documents published for submission to 

the Council of Ministers or to the European Council whether 

or not such documents originate from the Commission, and to 

report its opinion as to whether such proposals or other 

documents raise questions of legal or political importance, 

to give its reasons for its opinion, to report what matters 

of principle or policy may be affected thereby, and to what 

extent they may affect the law of the United Kingdom, and to 

make recommendations for the further consideration of such 

proposals and other documents by the House. 

The Committee shall consist of sixteen members. 

The Committee and any Sub-Committee appointed by it 

shall have the assistance of the Counsel to Mr Speaker. 

The Committee shall have the power to appoint 

specialist advisers for the purpose of particular inquiries, 

either to supply information which is not readily available 

or to elucidate matters of complexity within the committee's 

order of reference. 
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the Committee shall have power to send for persons, 

papers and records; to sit notwithstanding any adjournment 

of the House; to adjourn from place to place; and to report 

from time to time. 

The quorum of the Committee shall be five. 

The Committee shall have power to appoint 

Sub-Committees and to refer to such Sub-Committees any of 

the matters referred to the Committee. 

Every such Sub-Committee shall have power to send for 

persons, papers and records; to sit notwithstanding any 

adjournment of the House; to adjourn from place to place; 

and to report to the Committee from time to time. 

The Committee shall.  have power to report from time to 

time the minutes of evidence taken before such Sub-Committees. 

The quorum of every such Sub-Committee shall be two. 

The Committee or any Sub-Committee appointed by it 

shall have leave to confer and to meet concurrently with any 

Committee of the Lords on the European Communities or any 

Sub-Committee of that Committee for the purpose of 

deliberating and of examining witnesses. 

Unless the House otherwise orders, each Member 

nominated to the Committee shall continue to be a member of 

it for the remainder of the Parliament. 
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LORDS SCRUTINY COMMITTEE 

SELECT COMMITTEE ON EUROPEAN COMMUNITIES: 

TERMS OF REFERENCE AND SUB-COMMITTEES 

TERMS OF REFERENCE 
That a Select Committee be appointed to consider Community 

proposals whether in draft or otherwise, to obtain all necessary 

information about them and to make reports on those which, in the 

opinion of the Committee, raise important questions of policy or 

principle, and on other questions to which the Committee consider 

that the special attention of the House should be drawn; 

That the Committee have power to appoint Sub-Committees and to 

refer.  to such Sub-Committees any of the matters within the terms 

of reference of the Committee; that the Committee have power to 

appoint a Chairman of Sub-Committees, but that such 

Sub-Committees have power to appoint their own Chairman for the 

purpose of particular enquiries; that two be the quorum of such 

Sub-Committees; 

That the Committee have power to co-opt any Lord for the purpose 

of serving on a Sub-Committee; 

That the Committee and any Sub-Committees have power to adjourn 

from place to place; 

That the Committee have power to appoint specialist advisers; 

That the Committee have leave to report from time to time; 

That the Reports of the Select Committee from time to time shall 

be printed, notwithstanding any adjournment of the House; 

That the Minutes of Evidence taken before the Committee or any 

Sub-Committee from time to time shall, if the Committee think 

tit, be printed and delivered out; and 
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That the Committee or any Sub-Committee appointed by them have 

leave to confer and to meet concurrently with any Committee of 

the Commons on European Legislation, etc or any Sub-Committee of 

that Committee for the purpose of deliberating and of examining 

witnesses; and have leave to agree with the Commons in the 

appointment of a Chairman for any such meeting. 

SUB-COMMITTEES 

Sub-Committees of the House of Lords Scrutiny Committee are - 

Finance, Trade and Industry and External Relations 

Energy, Transport and Technology 

Social and Consumer Affairs 

Agriculture and Food 

Law and Institutions 

Environment 

TERMS OF REFERENCE OF SUB-COMMITTEE E (LAW AND INSTITUTIONS) 

To consider and report to the Committee on: 

any Community proposal which would lead to significant 

changes in United Kingdom law, or have far-reaching 

implications for areas of United Kingdom law other than 

those to which it is immediately directed; 

the merits of such proposals as are referred to them by 

the Select Committee; 

whether any important developments have taken place in 

Community law; and 

any matters which they consider should be drawn to the 

attention of the Committee concerning the vires of any 

proposal. 
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ANNEX C 

STANDARD FORM OF EXPLANATORY MEMORANDUM 

[Council number*] 

[COM number] 

EXPLANATORY MEMORANDUM ON EUROPEAN COMMUNITY LEGISLATION** 

[Title of document] 

Submitted by the [Department] 	 [day/month/year] 

SUBJECT MATTER 

MINISTERIAL RESPONSIBILITY 

LEGAL AND PROCEDURAL ISSUES 

	

1. 	Legal basis 

Co-operation procedure 

Voting procedure 

	

iv. 	Impact on United Kingdom Law 

POLICY IMPLICATIONS 
(including possible impact On business costs and employment) 

FINANCIAL IMPLICATIONS 

TIMETABLE 

OTHER OBSERVATIONS 

[Minister's signature] 
[Title] 
[Department] 

For an unnumbered Explanatory Memorandum substitute "Offical 
text not yet received", or "Official text not available" as 
appropriate. 

** For Explanatory Memoranda on documents not containing 
proposals for legislation substitute the word 'DOCUMENT' for 
'LEGISLATION. 
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ANNEX D 

STANDARD FORMS OF FCO COVER NOTE 

68 

The attached document, dealing with 

is a self-explanatory factual report prepared by the Commission 

on which no explanatory memorandum is considered necessary. 

The lead Department is - 

or 

The attached document, dealing with minor amendments to 

s self-explanatory and no explanatory memorandum is considered 

necessary. 

The lead Department is - 
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ANNEX E 

• 

HOUSE OF COMMONS RESOLUTION OF 30 OCTOBER 1980 

"Resolved, 

That, in the opinion of this House, no Minister of the Crown 

should give agreement in the Council of Ministers to any proposal 

for European Legislation which has been recommended by the Select 

Committee on European legislation, for consideration by the House 

before the House has given it that consideration unless - 

that Committee has indicated that agreement need not be 

withheld, or 

rhp Minisrpr 'concerned decides that for special reasons 

agreement should not be withheld; 

and in the latter case the Minister should, at the first 

opportunity thereafter, explain the reasons for his decision to 

the House." 

69 

RESTRICTED 



RESTRICTED 

RESTRICTED 



I las it had its 
first stage debate? 

NOT A CANDIDATE 
** 

YES 

RESTRICTED 

Annex F 

Criteria to be applied for second stage scrutiny 

Has the item been adopted 	YES 

by the Cohnr,iI9  

NO 

 

NOT A CANDIDATE 

 

Is it expected to go to Council 
in substantially revised form 
from when scrutinised? 

 

NOT A CANDIDATE 

 

YES 

 

NO*  

 

Doco it involve major 
policy consideraliur is? 

YES 

NOT A CANDIDATE 

 

  

Was it recommended for 
	

YES 
debate by a 
SeruLiruy COrTlmittee? 

NO 

LIKELY CANDIDATE 

* The agreement of the European Secretariat should be sought 

** In these circumstances first stage scrutiny has not been completed. 
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(Present Procedure) 
1 

(new Cooperation Procedure) 

COUNCIL 

COMMISSION 

Proposal 

COUNCIL 

begins deliberating 

PARLIAMENT I 

Opinion 

COUNCIL 

takes final decision 

COMMISSION 

Takes a view on the 
Parliament's opinion 

e•-• 
• 	so 	

r) •  
I 1 	I I— ILJ 

ANNEX G 

FLOW-CHART ILLUSTRATING LEGISLATIVE PROCESS IN THE 
COMMUNITY 

adopts a common position 
by qualified majority 

within 3 months the 	 PARLIAMENT 

approves 
Council 

or takes no 	I 
position 	or 

amends Council common 
position by absolute or 

rejects Council common 
position by an 

position majority of members absolute majority 

reviews EP amendments and 
may revise its proposal 

may act only by 
unanimity 

within one month COMMISSION 

within three months COUNCIL 

may adopt 
the Commission 
proposal on the 

table by 
qualified majority 

   

may adopt EP 
amendments not 

approved by 
the Commission 

by unanimity 

  

otherwise amend 
the Commission 

proposal by 
unanimity 

  

may fail 
to act 

     

- or 

   

or or 

        

        

        

           

Possible one-month 
extension if 

agreed by the 
Parliament 

Commission proposal lapses 
if Council does not act 
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ANNEX H 

EXAMPLES OF MOTIONS FOR DEBATES ON COMMUNITY DOCUMENTS 

That this House, while stressing the importance of maintaining 

continued close links between Greenland and the Community, 

recognises that the proposed change in the status of Greenland 

has wide support; and takes note of European Community Document 

No. 5064/84 transmitting legal texts providing for a change of 

the legal status of Greenland and fishery arrangements with 

regard to Greenland. 

That this House takes note of the unnumbered explanatory 

memorandum dated 31st January 1987, submitted by the Department 

of Trade and Industry, describing a draft Decision concerning the 

Agreement between the European Community and the United States of 

America for the conclusion of negotiations under General 

Agreement on Tariffs and Trade (GATT) Article XXIV.6, and 

European Community Document No. 5062/87 and the Department's 

unnumbered explantory memorandum, dated 23rd February 1987, on 

the implementation of the Agreement; and welcomes the Agreement 

as the means of averting an exchange of retaliatory and counter-

retaliatory trade measures between the United States and the 

Community which would have very serious consequences for EC-US 

trade, for the multilateral trading systems and for progress in 

the new round of multilateral trade negotiations now beginning in 

GATT. 

That this House takes note of European Community Documents Nos. 

8250/87 on Common Agricultural Policy reform, 8761/87 and ADD1 to 

ADD 4, and 9066/87, on implementation of agricultural stabilisers 

and 6116/87, on agricultural income aids; and endorses the 

Government's objective of securing effective control of Community 

agricultural expenditure which is in the interests of the 

farmers, the taxpayers and the consumer. 
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That this House takes note of European Community Documents Nos. 

8227/84 on the establishment of the common market for broadcasting, 

and 6739/86 on the co-ordination of certain provisions in member 

states concerning the pursuit of broadcasting activities; and 

supports the Government's view that the proposed Council of 

Europe Convention on broadcasting provides the most appropriate 

means of ensuring the flow of television programmes across 

frontiers in Europe. 

That this House takes note of European Community Document No. 

9272/1/83, the first Annual Report of the Commission on the 

Community's anti-dumping and anti-subsidy legislation; and 

supports the Government's intention to ensure that the 

Commission's action in this field continues to take full account 

of United Kingdom interests. 
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ANNEX I 

• 
PROFORMA LETTER TO THE CLERKS OF THE 

PARLIAMENTARY SCRUTINY COMMITTEES 

Clerk to the Commons European 
Legislation Committee 

St Stephen's House 
Victoria Embankment 

(if by IDS or by hand) 

House of Commons 
London SW1A OAA 

(if by post) 

Clerk to the Select Committee 
on the European Committees 

House of Lords 
London SW1A OPW 

EC DOCUMENTS SUBJECT TO CO-OPERATION PROCEDURE UNDER THE SINGLE 

EUROPEAN ACT 

The 	 Council on [date] 

adopted a common position on the Commission proposal on [subject] 

covered by explanatory memorandum [number]. Under the Treaty the 

Council were required to vote by qualified majority. This 

proposal was [last] considered by your Committee on 

[and was debated on the Floor of the House/in Standing Committee 

on 

[The Commision's proposal was not significantly amended] or [The 

Commission's proposal was amended as set out in the supplementary 

explanatory memorandum of 	 .1 

The text of the common position [is attached] [will follow as 

soon as it is available]. 

copy to: European Secretariat 
Room 344B 
Cabinet Office 
(letter only NOT the text) 
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Annex J • Procedures for the arrangement of EC debates 

COMMONS SCRUTINY COMMITTEE 
RECOMMENDS DEBATE 

DEPARTMENT CONTACTS 'L' 
SECRETARIAT WITHIN 6 WEEKS 
(paragraph 77) 

IS DEBATE CONTROVERSIAL? 	 

NO 

MINISTER CONSULTS 
BACKBENCHERS BEFORE 
MEETING OF COMITTEE 
(paragraph 81) 

IS EARLY DEBATE REQUIRED? 

fin 
IF PRACTICABLE DEPARTMENT 
SENDS COPY OF DRAFT MOTION 
TO THE CLERK OF THE COMMONS 
SCRUTNY COMMITTEE FOR 
COMMENT ON DOCUMENT 
REFERENCES 

MINISTER WRITES TO CHAIRMAN OF 
'L AS SOON AS POSSIBLE 
(Paragraph 80) 

MINISTER WRITES TO CHAIRMAN 
OF 'L' TO KEEP 'L' INFORMED. 
DEPARTMENT MONITORS 
PROGRESS OF PROPOSAL, 
SUBMITS FURTHER EMs AS 
NECESSARY, AND KEEPS 'L' 

SECRETARIAT INFORMED 
(Paragraphs 77-78) 

NO 

'L' COMMITTEE MEETS TO DISCUSS 	 MINISTER'S LETTER IS CLEARED IN 
DEBATE ARRANGEMENTS 	 CORRESPONDENCE 

IF NOT PREVIOUSLY SUBMITTED 
DEPARTMENT SENDS COPY 
OF DRAFT MOTION TO THE CLERK 
OF THE COMMONS SCRUTINY 
COMMITTEE FOR COMMENT ON 
DOCUMENT REFERENCES 

DEPARTMENT CONSULTS CHIEF 
WHIP'S OFFICE AND FCO ON 
PRECISE TIMING OF DEBATE 

DECISION BY BUSINESS MANAGERS TO HOLD 
DEBATE IN STANDING COMMITTEE IN WEEK 'n' 

MOTION TO REFER DOCUMENT TO COMMITTEE 
MADE BY TUESDAY OF WEEK(n-2) OR (n-1) 

SELECTION COMMITTEE MEETS ON WEDNESDAY 
OF WEEK (n-2) IF POSSIBLE, OR (n-1) 

BY FRIDAY OF WEEK (n-1) DEPARTMENT CONTACTS 
PUBLIC BILL OFFICE ABOUT TERMS OF THE MOTION 

DEBATE HELD IN WEEK 'n' 

DOCUMENT REPORTED TO THE HOUSE AND THE 
MOTION ON DOCUMENT SUBSEQUENTLY MADE 
ON THE FLOOR OF THE HOUSE 

DECISION BY BUSINESS MANAGERS 
TO HOLD DEBATE ON FLOOR OF THE 
HOUSE IN WEEK 'n' 

DEBATE ANNOUNCED IN THURSDAY 
BUSINESS STATEMENT IN WEEK (n-1). 
DEPARTMENT ENSURES ALL 
DOCUMENTS ARE AVAILABLE IN THE 
VOTE OFFICE BY LUNCHTIME THAT 
DAY 

DEBATE HELD IN WEEK 
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ANNEX K 

SUMMARY OF PROCEDURES DURING A GENERAL ELECTION 

iv. 	General Election result 

Normal scrutiny procedures 

Cabinet Office to circulate 
List of all documents still 
awaiting debate. 

Formal deposit of 
documents ceases. 
Documents still circulated 
by FCO: Departments to 
prepare informal EMs 
(excluding policy statement 
and Ministerial signature). 
Copies to be sent to 
Committee Clerks and to 
Cabinet Office. 

Ministers to write to 
Leader(s) of the House if 
proposal to be agreed in 
Council before scrutiny 
clearance is possible. 
Blind copies of letters to 
go to Clerks. 

If new Government, FCO to 
initiate Ministerial 
clearance of scrutiny 
procedures* 

a. House of Lords Committee 
Chairman takes Oath of 
Allegiance. Ministerial 
letters to House of Lords 
Committee Chairman may 
resume. 

i. 	Announcement of general 
election 

Final meeting of Commons 
Scrutiny Committee before 
dissolution 

Dissolution of Parliament 

V. 	Parliament returns 

b. Unnumbered completed 
signed EMs may be submitted. 

NB. Until Ministerial agreement obtained procedures remain 
as during the dissolution of Parliament. 

76 

RESTRICTED 



RESTRICTED 

State opening of 
Parliament resumes 

ix. 	First meeting of 
Commons Scrutiny 
Committee 

Formal deposit of 
documents. 

Completed, signed EMs 
to be deposited as soon as 
possible. 

Any necessary statements 
to the Commons to be put 
in hand as soon as possible. 

Probable first Chairman's 
sift for House of Lords 

Cabinet Office to notify 
Departments of first 
Committee meeting 

Ministerial letters to 
House of Commons Committee 
Chairman may resume on an 
impersonal basis 

If Chairman elected (as is 
usual) Cabinet Office to 
notify Departments and 
normal scrutiny procedures 
resume. 

vii. 	First Monday after State 
Opening 

Commons Scrutiny 
Committee appointed 
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