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COMMUNITY BUDGET

The European Council recognised that at present
the financial consequences of the Community budget create
difficulties for two of the three Member States with

below-average GDP per head. In time, these difficulties should

become less serious. Reductions in agricultural surpluses

should reduce the cost of the c.a.p. That in itself will
lighten the budgetary burden and should make it easier to
switch expenditure to policies designed to reduce regional
disparities. Meanwhile solutions are urgently required to
ensure that the Community budget produces a fair balance of
costs and benefits for all Member States and, in particular,
does not continue to hinder Member States with below-average
GDP per head in their efforts to improve their economic
performance. The European Council invited the Commission

to make proposals before the end of September to deal with this
problem in order to permit decisions to be taken at the next

European Council in Dublin,.
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CONFIDENTIAL

Ref. AU09950

PRIME MINISTER

Cabinet: Community Affairs

The Foreign and Commonwealth Secretary might report on his talks in

Dublin on lth July with his Irish counterpart, Mr. O'Kennedy, with particular

—
reference to the Irish attitude towards our budget objectives.

P Next week, there is a meeting of the Finance Council, on 16th July; the

e e

call on the Prime Minister of the Three Wise Men on l6th July; and the
forthcoming inaugural session of the directly elected European Parliament on
17th-18th July, at which the United Kingdom will be represented by the Lord

President of the Council,. Reports might be made to Cabinet next Thursday.

<
Jrwe /

(John Piunt]

lith July, 1979
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Ref. A09933

PRIME MINISTER

EEC Budget: Post-Strasbourg Strategy
(OD(79) 18)

PURPOSE

To decide, on the basis of the Chancellor of the Exchequer's paper
OD(79) 18, how best to follow up the procedure agreed in Strasbourg to achieve
our objective of reducing the United Kingdom net contribution to the Community
budget. The conclusion reached on the preceding agenda item on defence costs
in Germany will affect the tactics.
BACKGROUND

2, The procedure agreed at the Strasbourg European Council (copy attached)
provides first for the Commission to submit to the Finance Council a reference
paper describing the financial consequences for each member state of applying
the existing budgetary system; second for the member states to comment on this
paper at the Council and to put forward concrete requests; and third for the
Commission to present proposals to the November European Council in the light
of this debate and any guidelines that emerge from it.

3. You have persuaded Mr. Jenkins to do his best to have the Commission's
reference paper ready for the September Finance Council. Left to themselves
the Commission would have gone for the October Council but this leaves very
little time for the Commission to make their proposals and for these to be
discussed and prepared for the Dublin Summit. A calendar of relevant meetings
is at Annex A to the Chancellor's paper.

4. The Chancellor's paper argues that we now need to define more closely
what we should go for and how we should set about getting it. His conclusions
are:-

(i) Only a new form of corrective mechanism, adequate to deal with our twin
problems of an excessive gross contribution and low receipts, is likely to
produce an effective solution in the timescale needed. (The note by

officials at Annex B of the paper sets out the supporting arguments, which

need not be discussed in detail by the Committee. )
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We need not at this stage spell out precisely what form this corrective
mechanism might take, but we should base ourselves on the proposition

that the effects of the budget ought at least to be neutral for a country

like the United Kingdom with below average GNP per head.

At the Finance Council, we should aim to get agreement that an
unacceptable situation exists and that the Commission should produce
remedial proposals which will be effective immediately. To achieve
this the idea of a radical corrective mechanism would have to be in the
air by the time of the Finance Council discussion.

We should maintain our alliance with the Italians as long as possible, but
bear in mind that our budgetary aims may diverge as the November
European Council approaches,

We should resist the likely pressure from our partners to link a solution
to our budget problem with concessions by the United Kingdom on other
matters. But we need not object to decisions being taken at the
November European Council on any other issue which may be ripe for
settlement.

5. As to tactics, the Chancellor proposes that we should embark on an early
programme of bilateral discussions, involving both Ministers and officials, with
our partners and the Commission. These discussions should be designed to
disabuse them of the notion that our problem can be solved by anything short of a
radical corrective mechanism and to create the right climate for the Finance
Council discussions and the ensuing Commission proposals. In talking to the
Commission, we should at the right time be ready to explore with them the four
possible corrective mechanisms identified in Annex B to the Chancellor's paper.
HANDLING

6. You will wish to invite the Chancellor of the Exchequer to introduce his

paper.
i Thereafter you might find it convenient to focus the discussion first on the

guiding principles set out in paragraph 3 of the paper and summarised in

paragraph 4 above. The Foreign and Commonwealth Secretary, as the Chairman

of OD(E), and the Lord President of the Council, may have general comments.
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CONFIDENTIAL

8. The Committee should find little difficulty in agreeing that some form of

corrective mechanism is the only acceptable answer to our problem. Minor

changes to the existing Financial Mechanism would not, by themselves, be enough;
reductions in CAP expenditure would be welcome but too slow; increases in the
Community funds from which we gain a net benefit should not be rejected but
cannot solve our problem, certainly within the present budget limit of 1 per cent
VAT.

9. The proposed negotiating basis might provoke more discussion. Is the

formula in the last two sentences of paragraph 3(c) a realistic objective? It
implies a saving for the United Kingdom of about £1, 000 million per annum across
the exchanges, with a corresponding reduction in the current benefits received by
our partners. But we must establish a strong opening position if we are to have
any impact. The Committee's decision on Anglo-German offset costs will also be
relevant to how hard we push our budget case. The Chancellor's paper
deliberately focuses on what our opening position should be. It would be premature

to decide now what might ultimately be acceptable to the Government and in any

case unwise to put it in papers which are widely circulated.

10. On the alliance with the Italians, you agreed with Signor Andreotti at

Strasbourg to keep in touch, but we must be careful that the Commission's
proposals are not distorted unacceptably for us by the need to cater for different
Italian interests,

11. As to possible linkages, there is a clear risk that if our partners are

eventually persuaded of the need to act on our budgetary problems they will want
some compensating concessions to enable them to justify the outcome
domestically as a balanced package. The Committee is nevertheless likely to
agree with the Chancellor that we should resist any attempts at linkages. This
need not preclude other decisions being taken at the November European Council
which would help presentationally., These are matters which could be
considered by OD(E).

L On tactics, the Foreign and Commonwealth Secretary and the Lord

President of the Council may have comments but you will not want to get into too

much detail. That can be left to the Chancellor and the Foreign and

Commonwealth Secretary or to OD(E).
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CONCLUSION

13. Subject to the discussion, you may be able to sum up that the
recommendations in paragraph 3 of OD(79) 18 are approved and that the tactical
follow-up should be left to the Foreign and Commonwealth Secretary and the

Chancellor of the Exchequer,.

/
Bue,

JOHN HUNT

9th July, 1979
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enable decisions to be taken at the next meeting of the
European Council.

WRG .nCE

The European Council noted the report submitted to it by

the Council (Economic and Financial Affairs) on the convergence
of Member States' economic performances. :

Following comments from a number of delegations, it asked
the Commission to submit to the Council a reference paper
describing the financial consequences of applying the budgetary
system on the situation in each l'ember State, especially in 1979
end 1980, The study will have to take into account the economic,
financial and social effects of each Kember State's participation
in the Community and the Community nature of the components
contrituting to the formation of own resources, For 1980, it

will take account of the agricultural prices for the
1979/1960 marketing year.

The Commission will at the sanme time examine the conditicnc |

under which the corrective mechanism.decided on in 1975 can play

its part in 1980 and the extent to which it fulfils the objectives
gssigned to it.

The Commission will submit its study to the Council so
a8 to enable the Kember States to give their opinions and
present their requests in concrete form, In the light of the
debate and of any guidelines which may emerge from the Council
the Ccﬁhissian will present proposals sufficiently early to
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TRANSCRIPT OF A TELEPHONE CONVERSATION BETWEEN THE PRIME MINISTER {%
AND MR. ROY JENKINS

PRIME MINISTER: I am sorry to have kept you waiting for a moment.

We had another telephone call in.

MR. JENKINS: No, not at all.

PRIME MINISTER: First, I am in very great difficulty about the
Safeguards Agreement with Australia. Malcolm Fraser spoke to me
about it when I was over there. Doesn't understand why it isn't
going through because we have in fact done everything possible to
make it compatible with the Treaty and doesn't understand why we
can't go ahead and is pretty bitter about it. I am going to have
difficulty over here and am just wondering how we can get it

through.

MR. JENKINS: Well, I would like to get it through very much and

am very anxious to try and be helpful on this. The difficulty is
that, although we seem to have met the objections raised last July,
inevitably things have changed somewhat since this court judgement
which we had in November last year, and had we not had these
judgements in July, we would really find it almost impossible to
approve it, but we think we could approve it without laying ourselves
open which we might otherwise do to other Member States going through
the same thing and if we try to stop them possibly be taken to

court, or we might indeed be taken to court on approving your
Agreement unless we can put a time limit in it. Now we wouldn't
insist on the time limit being in the Agreement if there could be

an exchange of letters making it provisional withthe hope that you
share that we can have a EURATOM /Australia Agreement in the

meantime. We could then approve it and we must do something about

it tomorrow and our intention tomorrow would be to say, Yes we will
approve, subject to there being either in the Agreement or in the
exchange of letters, a time limit, the exact extent which we could

discuss.

PRIME MINISTER: Yes. Could the time limit be to the effect that
after a period of X years, it will be reviewed because I think that
unless it is in those terms, I really don't think the Australians
will go ahead. Alternatively'we could say that this Agreement

/will lapse




will lapse when an Agreement between Europe and Australia has been
concluded.

MR. JENKINS: Yes, I don't think honestly that would be enough from
the point of view of our legal position. As ymmunderstand it, we are
bound as a Commission to follow #i¥® the rule of law in the Community
and we would be in an impossible position if we were taken before

the court for not observing the Treaty.

PRIME MINISTER. Yes. There is some doubt about it isn't there?

MR. JENKINS: ... observing the Treaty. So I think we would have

to have a time limit which would be a time 1limit in figures rather

than a time limit saying it would lapse when there was Euratom /

Australia Agreement. But so far as that time limit is concerned,

I mean there could be various possibilities. There could be a time
1limit which could, of course, be reviewed and in my view subject to,

I very much hope there will be a Euratom Australia Agreement, and

in k% general effect you are holding that up, we are very very

near to one, but we couldeither have a time limit which would be short,
say, 18 months. Now the advantage of that...

PRIME MINISTER: We shan't get it in 18 months. Absolutely useless.

MR. JENKINS: I know it's not useful from the actual point of view
of delivery of supplies. The advantage of 18 months, but I'm not
saying it must be 18 months, but the advantage of 18 months from
your point of view would be that it would be within the lifetime of
the present Commission and I would give you a private, personal
undertaking that I would regard myself as committed to get it renewed.
If we had not got Euratom/Australia Agreement by that stage, or you
could go for a longer one, say, three years, but vou would then be
in the lifetime of the next Commission.

of such an Agreement would probably take a reasonable

view but, obviously I can be more committed about something within




PRIME MINISTER: I don't think the Australians would accept such a
short period. The thing just wouldn't go ahead and I should then be in
acute difficulty and either have to do something very drastiec indeed

or duly explain to my people why it is not going ahead because he is
pretty bitter about it. The only thing that I could do is to have

an exchange of letters undertaking to review the Agreement before the
end of 1982. But if that doesn't go through it will put me in an

acute anti-European difficulty and I don't want to be in it. Because
here we are a Tokyo Communique, things might have changed since the
Judgement, here we are all signing a Tokyo Communique saying nuclear

must go ahead.
ME. JENEKINS: We are all in favour of that, I assure you.

PRIME MINISTER: And then we are, I think, slewn up at the last

moment

MR. JENKINS: Nuclear going ahead from the Community point of view
isn't helped by tearing the Euratom Treaty to tatters.

PRIME MINISTER: ©Oh I think it would be as a matter of fact. But still.
will

ROY JENKINS: But still, youiappreciate that we have to accept.

PRIME MINISTER: But you will appreciate that I have a politieal

problem.
ROY JENKINS: Yes I do. Yes.

and it will break not only here but in
Australia and it just won't do.

ROY JENKINS: End of 1982
PRIME MINISTER: Yes. To be reviewed.

ROY JENKINS: The end of 82 is 3%

PRIME MINISTER: Well, 2%. End of 82.




ROY JENKINS: A review

PRIME MINISTER: Yes. That's all I can do because you don't just
embark on this sort of investment on the basis of 18 months or on

the basis of anything.

ROY JENKINS: Now I realise that 18 months in itself dces not enable
supplies to be delivered. Now as I say, the advantage of 18 months

is that it would be within the lifetime of this Commission and I am

1
as sure as I could be that if we did not have. fve Eﬁglagreed that

if there is Euratom /JAustralia Agreement that supersedes it.

PRIME MINISTER: Well yvou can hardly review before the end of 1982

or conclude it if superseded by a Euratom/Australia Agreement.

ROY JENKINS: Yes, that we are agreed on but we would like it to be
superseded but that in itself is not enough. But you could wear the
end of 1982,

PRIME MINISTER: Reviewed. An exchange of letters between curselves
and Australia undertaking to review the Apgreement before the end of
1982,

ROY JENEKINS: Review before the end of 1982.

PRIME MINISTER. Yes.

ROY JENKINS: What I would say should be reconsidered for possible
renewal. But I would like to stick between those two if I could.

PRIME MINISTER: Reconsidered for renewal.

ROY JENKINS: For possible renewal. Yes. I think there would
honestly be no difficulty about renewal in practice. If there was
not a Euratom/fAustralia Agreement, which I believe. there will and

should be by then. Should and will be. The other way round.




PRIME MINISTER: This Agreement should be reconsidered for renewal
by the end of 1982 if a Euratom/Australia Agreement has not been
concluded.

ROY JENKINS: Should be reconsidered for renewal. Should be
reconsidered and would need renewal before the end of 1982. And

would need renewal.

PRIME MINISTER: To be reconsidered and would need renewal bhefore
the end of 1982.

ROY JENKINS: Let me just. That is 31 years.

PRIME MINISTER: If a Euratom/Australia Agreement had not by that

time been concluded.

ROY JENKINS: Yes.

PRIME MINISTER: 1I'l1l go back and consult whether Australia would
wear that and the Foreign Office.

ROY JENKINS: Well I hope

PRIME MINISTER: Somehow I want it through because I will be an

acute European embarrassment.

ROY JENKINS: I am very keen that we, I mean, you know it can be
extremely tiresome from both our points of view if get fouled up

in this tomorrow. I think I could live with that if you could.

But it's straining it a bit to be honest, as it is for you.

And it is also straining it for me.

PRIME MINISTER: Yes, but they are being jolly difficult if I might
say so. I mean my legal information that your advice is not quite
the same as yours, but let's not get into that.

ROY JENKINS: That, alas, is often the case.

PRIME MINISTER: Yes.




ROY JENKINS: From different points of view. I mean our fear, to be

honest, is that if we did not feel committed by discussions we had

last July, if the British come up afresh with this after the

November judgement, we couldn't have done it. So we are really
leaning over to try and do it. But we did put objections to you
which you have largely met. And therefore we feel to that extent
committed to be as helpful as possible which in any event on

practical grounds, I would like to be.

PRIME MINISTER: Can I just repeat that. We undertake to
consider the Agreement for renewal before the end of 1982 if by

such time a Euratom/Australia Agreement has not been conecluded.

ROY JENKINS: To consider, to reconsider the Agreement before the
end of 1982.

PRIME MINISTER: Just one moment, leﬁ me take it down. To reconsider
the Agreement before the end of 1982,

ROY JENKINS: The Agreement would need to be reconsidered, would need
to be reconsidered, I would like to have in, before the end of 1982.
Should be reconsidered for renewal if no Euratom/Australia Agreement

in the meantime.

PRIME MINISTER: This Agreement would need to be reconsidered before
the end of 1982.

ROY JENKINS: And if no Euratom/Australia Agreement.

PRIME MINISTER: If no Euratom/Australia Agreement has been concluded

in the meantime.

ROY JENKINS: This Agreement would need to be considered before the
end of 1982 if no Euratom/Australia Agreement in the meantime.

PRIME MINISTER: This Agreement would need to be reconsidered
before the end of 1982 if no Euratom/Australia Agreement had been
concluded in the meantime.

ROY JENKINS: Yes.




PRIME MINISTER: Let me see what I can do with that.

ROY JENKINS: Well let me too consider, because we both have to

consider.

PRIME MINISTER: Yes. I am just in the position of saying I don't
care what we do so long as it is acceptable and is concluded.
Because otherwise I am going to have a very nasty anti-European

time.

ROY JENKINS: Yes, I'm going to have quite a lot of difficulty
getting that through the Commission but I will try hard to get

that through the Commission.

PRIME MINISTER: You tell them they are expert at turning friends

into enemies.

ROY JENKINS: If we can both live with that. Well we do our best
not to.

PRIME MINISTER: Yes.

ROY JENKINS: You have been a great friend if I may say so.

in which
PRIME MINISTER: I was appalled at the way/other people ratted on
the thing. While you are on the telephone, can we get the budget
thing through to the September meeting of Finance Ministers?

ROY JENKINS: As you know, we have two stages in this. We have the
objective report and we have the proposals for remedy. We could
certainly I think get the objective report by the September meeting.

PRIME MINISTER: And then their proposals but I fear that
if it not until October, there won't be time to get proposals to be
considered by other Governments in time for November in Dublin.

ROY JENKINS: Well I don't want to be too late with them. I don't,
to be honest, want to be too early either with proposals because I
don't want there to be too many months for people to take up hard

positions, and the rats to eat at the stack of corn.




PRIME MINISTER: But if it doesn't....

ROY JENKINS: I think we were both agreed, we would both slightly
have preferred not to have had the Council of Economic and Finance
Ministers put in as the intermediate stage but we had to accept

it and get what we did.

PRIME MINISTER: Yes.

ROY JENKINS: And I don't want it to be mulled over too long by

too many other Councils before we get it to Dublin..
PRIME MINISTER: Yes, but yvou have to put the proposals to Dublin
in time for conclusions with the November meeting. I am not quite

sure what time the October Council is.

ROY JENKINS: The October Council is probably about the 20th of
October.

PRIME MINISTER: It would'nt

ROY JENKINS: Actually it is the 15th.

PRIME MINISTER: After that you have to formulate proposals
in time for decisions to be taken at Dublin.

ROY JENKINS: I myself would like to see us put forward the
objective statement of the position for the September one, if I can.

PRIME MINISTER: Yes, yes.

ROY JENKINS: But I do not want to put forward proposals too early
nor too late.

PRIME MINISTER: Yes, that I accept.




ROY JENKINS: In order that people can start tearing them apart.

PRIME MINISTER: What I accept is the reference paper that they

need.

ROY JENKINS: Well I will try to do the reference paper in time
for the September meeting, but I'm not too keen to do the proposals

too early from the point of view of our joint interests.

PRIME MINISTER: Yes.

ROY JENKINS: It is bound to be a matter of judgement and I could

be wrong, but that is for the moment my judgement.

PRIME MINISTER: All right.

ROY JENKINS: But I am very happy to keep in touch with it and try

PRIME MINISTER: All right. I will go back to the Foreign Office
and talk about the other thing. Would you let me know when you are
at home for a weekend, and then I thought you might try to come

along to Chequers and have some lunch.

ROY JENKINS: 1I'd love to do that. I was talking to Woodlows
I would like to do that very much indeed. When would be a possibility

from your point of view.

PRIME MINISTER: Well, I'm there this Sunday. I shall be there, one
moment. Can I just let you have a list of weekends I shall be there.

ROY JENKINS: I am actually in England a good deal in July and
would love to come.

PRIME MINISTER: I haven't got this week's diary here. I know I'm
down there this Sunday.

ROY JENKINS: Could our offices get in touch tomorrow to see what
the possibilities are?




PRIME MINISTER: Yes. One moment. Let me look at my diary. I shall
certainly be there Saturday and Sunday the 21st and 22nd July.

ROY JENKINS: That day is not possible for me, alas because I'm at
the University of Wales to get a degree.

PRIME MINISTER: Yes. I think our offices will get in touch.

ROY JENKINS: Shall we exchange two live dates. I am very grateful

and would love to work out one. I'm sure we can.

PRIME MINISTER: Yes I'm sure we can.

ROY JENKINS: Well, I have about three possibilities but it will be

easiest if our offices do it tomorrow morning.

PRIME MINISTER: All right. I'll get the office to ring yours, early

tomorrow morning.

ROY JENKINS: For a Saturday or a Sunday.

PRIME MINISTER: Yes.

ROY JENKINS: Good. How was your Australian visit?
You are not too tired, I hope?

PRIME MINISTER: It was all right. In Canberra two days. I had
lots of long talks with Malcolm Fraser and the entire Cabinet

arranged a major Cabinet the whole of Sunday afternoon.
And this thing came up and also which you can imagine
is a very difficult one for me. And their general relations with
the Community ete. What is your

ROY JENKINS: Somewhat better now.There is no doubt at all that
that they have been put on to a slightly better basis and certainly

Malcolm
people like Peacock say this very strongly. 1 thinkﬂﬁ%aser says

this too, but certainly Peacock does. And Peacock is very anxious
to work with us.
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PRIME MINISTER: Yes. It would be helpful if everything goes

through. As you know, Malcolm Fraser isn't the cosiest person.

ROY JENKINS:

PRIME MINISTER: So you have to work quite hard.

ROY JENKINS: Yes, I agree.

PRIME MINISTER: And he hasn't the most open and flexible mind either.
ROY JENKINS: Peacock is much more flexible.

PRIME MINISTER: Yes.

ROY JENKINS: And Fraser tends rather to, well he sort of,

he shouts a little if but it doesn't necessarily get him
anywhere.

PRIME MINISTER: No it doesn't. But it makes life difficult for me.
ROY JENKINS: Perhaps on this UK/Euratom/Australia thing, how shall
we leave it? I would try and get that through the Commission

tomorrow. We can't go further than that.

PRIME MINISTER: If there is any difficulty, I will get my office

to phone to ring yours first thing tomorrow morning.

ROY JENKINS: Okay, because we will have to take this during the

day tomorrow.

PRIME MINISTER: Yes. What time is first thing Brussels time?
Is it 9.30 or 10.007?

ROY JENEKINS: We start at the Commission at 10 ¢o'clock Brussels'

time, which is 9 o'clock London time.

PRIME MINISTER: Nine o'oclock London time.

ROY JENKINS: I'm not sure we need take it at the beginning of

the morning, although I would'like to take it in the morning if




N

we can. We meet in the morning and in the afternoon.

PRIME MINISTER: Nine o'clock London time. All right.

ROY JENKINS: Nine o'clock London time we start. But that is not
an absolute deadline though it would be helpful to know

PRIME MINISTER: Yes. All right.

ROY JENKINS: Thank you.

PRIME MINISTER. Thank you. Goodbye.
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Ref. A09908

PRIME MINISTER

Cabinet: Community Affairs

Since the Cabinet last met on 20th June the main Community events have
been: the Common Agricultural Policy (CAP) price settlement agreed at the end of
the 18th June Agriculture Council; the 21st-22nd June European Council; the
25th June Fisheries Council; and the 25th June final negotiating Conference with
the African, Caribbean, Pacific {ACP} countries on the renewal of the Lome
Convention. (The Community aspects of the Tokyo Summit, notably the national
oil import limits to be specified by each Community member state, will
presumably be discussed under the preceding agenda item. )

A The Minister of Agriculture might be invited to report on the outcome of the

18th June Agriculture Council, which - as he acknowledged in his letter of
25th June -. departed in some respects from the line endorsed by Cabinet on
1l4th June, notably in providing for a price increase in sugar.

3. No Minister has so far challenged the justification for accepting the
Luxembourg package set out in Mr. Walker's letter of 25th June., Nevertheless I
suggest that you ought to take the opportunity of this Cabinet to put on record one
point, thought without overtly seeming to criticise Mr. Walker. This is that
Ministers negotiating in the Community must stay within the limits of what has
been collectively agreed or refer back to the Chairman of the relevant
Committee or to you before departing from these limits. Everyone knows that
some time some departure may be necessary in order to secure a satisfactory
settlement. But a Minister ought not to do this on his own initiative and without
clearing his lines.

4, The Foreign and Commonwealth Secretary might report on the outcome of

the final EEC/ACP negotiating Conference on 25th-26th June on the new Lome
Convention. So far as the Community is concerned the Conference marks the end
of the negotiations. The ACP countries will however meet in July before deciding
finally on the signature of the new Convention., Except for human rights, on which
no agreement was reached and the Community will therefore make a unilateral
pronouncement later, the United Kingdom's interests were satisfactorily safe-

guarded.
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5. Unless you wish to enlarge on your statement to the House on 2oth June

there should be no need for discussion of the Buropean Council., The Defence

and Oversea Policy Committee (OD) will take a paper from the Chancellor of the

Exchequer on our tactics on the Community budget on 10th July.

or

JOHN HUNT

4th July, 1979
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When the Prime Minister telephoned the President of the
Commission on 3 July about another matter (the UK/Australian
Safeguards Agreement) she asked Mr. Jenkins whether the Commission
would be able to put its reference paper on the Community Budget
to the September meeting of the Finance Council.

Mr. Jenkins told the Prime Minister that the Commission
would be tackling this problem in two stages: it first had to
prepare its objective report and then make proposals for remedies.
The Prime Minister said that if the Commission's proposals were
not ready until October, there would not be time for them to be
considered by other governments before the November meeting of the
European Council in Dublin. Mr. Jenkins agreed that the proposals
should not be put forward too late but commented that he was
equally anxious that they should not be put forward too early.since
this would give too much time for member governments to take up
hard positions and "get at" the Commission's suggested solutlons.
The Prime Minister said that she saw the force oi this, but thought
it important that the reference paper, at least, should be put to
the Finance Council in September. Mr. Jenkins said that he
would do his best to get the reference paper to Finance Ministers
at their September meeting and thought that this should be possible:
the proposals could follow at the later meeting of the Finance
Couneil.

1 am sending copies of this letter to Martin Hall (Treasury)
and Martin Vile (Cabinet Office).

‘/Ws s,

/ja J1£;4ftirﬁﬂ

Paul Lever, Esqg. ,
Foreign and Commonwealth Uffice.
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HEADS OF MISSION CONFERENCE: &8 JUNE 1979

1. The Heads of Mission from Community and candidate posts
met in London on 8 June. The Secretary of State was in the
chair, Discussion covered the broad objectives of the new
Government; tactics for handling their negotiating objectives
within the Community; and the response to be expected from
others on the major questions in the run-up to the European
Council.

2 I attach the record of the meeting.

VW.{_\M
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P C Petrie
European Integration Department
(Internal)

copy to:

Heads of Chancery Mr Franklin, Cabinet Office
Mr Elliott, Cabinet Office

BONN —IMr Cartledge, 10 Downing Street

PARIS Mr Bullard

BRUSSELS Mr Butler

THE HAGUE Mr Fretwell

COPENHAGEN Mr Fergusson

DUBLIN Heads of
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CONFERENCE OF HEADS OF MISSION IN COMMUNITY AND
CANDIDATE COUNTRIES, 8 JUNE 1979

1. Opening the meeting, the Secretary of State said he hoped it
was now quite clear that Europe was the Government's topmost priority
in foreign policy. The first objective had been to change the
atmosphere and demonstrate a willingness to co-operate in making a
success of the Community. The Schmidt and Giscard bilaterals and
the Cahors meeting had all been useful. The next step was to put
flesh on the skeleton, which would be harder. Ministers had now
decided to remove some of the obstacles: for example, by lifting
reserves on the Bonn and Barcelona Conventions and the directive on
aircraft noise. The major outstanding problems were the
disproportionate net UK contributions to the Community budget;

the CAP; and the CFP.

Da Lord Carrington said that in preparing our strategy over the
next few months it would be useful to hear views on a number of
questions. For example, should we go for a global settlement?

Is our presentation of the nature of the UK budget problem
convincing? How useful would joining EMS be presentationally?
Were other Governments ready to reach a compromise on fisheries?
How should we approach the BEuropean Council on 21 June? If others
were interested in energy, would arrangements such as long-term
commercial contracts (at market prices) for North Seal oil make
them more helpful over our main Community problems?

Atmosphere and strategy

3 Mr Franklin gave a brief account of the current state of
official preparations for the Strasbourg European Council.

4. All Ambassadors agreed that the negotiating atmosphere had
been improved by the Government's post-election statements. Most
Member States were now looking for the first substantive signs that
HMG's new approach would be put into practice in Community policies.
Sir D Maitland and Sir O Wright argued that the next step was to
remove the "minor irritants” as soon as possible. The Secretary of
State questioned whether to do so might not leave us without
guarantees that others would meet our more important objectives.

Sir D Meitland considered that removing reserves on e.g. Bonn/
Barcelona Conventions did no more than complete the establishment

of this Government's European credentials. Most of these minor
irritants were of a kind that others considered ought not to have
been allowed to arise anyway. They had no value as negotiating
levers on major questions such as the budget. Mr Sutherland and
other Ambassadors suggested that extensive publicity should continue
to be given to the Government's new approach. The European
Parliament might be one forum. Mr Hurd suggested that the low
turnout in the UK direct elections would reduce the authority of

UK MEPs. Cthers thought that once elected all MEPs would be equal,
whatever their proportion of the electorate. Mr Haydon said the
Irish still considered us reluctant Europeans (iIn confrast to
themselves). Their 55% turnout in the European election would
enable them to continue this belief. He and Mr Wright considered
that HMG should work on domestic public opinion as well, and be seen
to do so in the Community.

5 i /5-
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£ As regards a global approach in negotiation, Mr Hurd considered
that we should seek out allies and friends on individual issues as
they arose. If this failed we would be forced back to presenting
the Community with a "British problem" which became a gort of re-
negotiation. Several Ambassadors agreed that there was a danger

of appearing to seek a re-negotiation, against which Chancellor
Schmidt had explicitly warned the Prime Minister. Sir M Palliser
pointed out that the first re-negotiation had been seen by all as
essentially a political manoeuvre, and this further complicated the
task of convincing the Community that there was a real problem, e.g.
on budget contributions. Mr Frapklin pointed out that some of our
Community problems might disappear as a result of entirely separate
domestic policies pursued by HMG; e.g. if there were a reduction in
state aids to industry. The Danes would particularly welcome this.

Budget and Net Contributions

6. Mr Butler described the size and nature of the net UK

budgetary contributions. Ministers had .not set a specific target,
such as that our net contributions should be zero. But major
correction needed to be made to a deficit that would be up to

£1200 million by 1980. This could not be done simply by resisting
any increase-in own resources; nor by increases in Community
expenditure which benefited the UK, such as RDF and Social Fund.

A variety of complementary solutions on both the revenue and
expenditure sides of the Budget were necessary. Some improvement,
or perhaps revision, of the financial mechanism might produce up to
£400 million p.a. without changing the fundamental principles of the
existing mechanism; the agricultural budget could be reduced, perhaps
through countries with structural surpluses meeting the costs of
disposing’ of them. We were considering how the Prime Minister should
handle this at the European Council in Strasbourg. It was planned
that she would make a general, relatively unspecific, speech pointing
to the problem; to our gross contribution; to the low level of

our receipts; referring to the obligation to "reduce regional
disparities" in the preamble to the Treaty of Rome; indicating

that this was a Community not a national problem (e.g. Italy); and
asking that the European Council instruct the Commission to prepare
urgently specific proposals for rectifying the imbalance in net
contributions.

Pa Sir A Campbell considered that keeping close to the Italians
on this was essential and doing so would give credibility to our
argument that this was a Community problem. Lord Moran agreed that
we should present this as a Community problem, 1.e. that, in a
common-sense Europe, it should be in the Community's interest to
resolve it. Sir R Hibbert said the French would wish such an
instruction to the Commission to be a great deal less precise than
we were seeking, Mr Hervey suggested that the Dutch might ask HMG
themselves to formulate precise proposals. Mr Butler replied that
whether or not the Dutch advice was well-intentioned, it would be
tactically wiser for us to insist that the Commission should take
the lead, though we would need to feed them ideas. The Benelux
countries would find it easier to agree solutions if the Commission
had proposed them. Sir D Maitland warned against pitching our
expectations too high but considered that in the long run we would
get a very significant improvement in our net contributions. We
would need persistent hammering to arrive there. There was an

/internal
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internal Commission struggle between Ortoli and Jenkins on what
response to make to the UK budget problem. The Lord Privy Seal
reported that his recent trip to Brussels-The Hague had revealed
little disposition by officials to accept our budget presentation,
although there were some indications of a recognition of the problem
at political level.

CAP

8. Some indications were reported that others, including the French,
were worried at the scale of CAP expenditure and were coming to share
our views. For the Irish the CAP was sacrosanct,as it was for the
Benelux. Dame Anne Warburton drew attention to recent indications
that the Danes were becoming critical of the German position.

Sir O Wright expressed interest in a possible change in French
thinking on the CAP. The German defence was based on the political
requirement of the Coalition (i.e. Ertl's strong position in the
junior coalition partner, the FDP, and also as champion of the
interests of the small southern farmers;) and on the alliance with
France, where the two countries had together resisted changes in

the structure of the CAP as it now operated; if the French position
changed the Germans might be forced to rethink.

CFP

9. Sir D Maitland did not think there was much room for improvement
on the package deal beginning to emerge. Dame Anne Warburton said
the Danes were still much concerned by absence of a CFP covering
internal waters, but would welcome any lifting of UK reserves on

the external regime.

ENMS

10. A number of Ambassadors reported that it was cleagr there would
be very widespread welcome in the Community for a UK decision to
join EMS. The Italians had participated in the EMS exchange rate
mechanism for almost entirely peclitical reasons, and were much
disappointed at our absence. Chancellor Schmidt had a particular
personal commitment to the EMS and would be much gratified if we
joined. The Irish were politically proud to have joined without
the UK, but it would be very convenient if we did join. Benelux
and Denmark would regard UK participation in EMS as a major step
demonstrating our Community credentials. Sir P Wakefield described
the Belgians as very closely wedded to ENMS. They would seek to
remain in it with the Germans, even if the French withdrew.

Sir D Maitland pointed out that it might be easier to board a bus
that was slowing down. Sir M Palliser agreed but considered it
important not to assume that because EMS was going through a
difficult period it would eventually break down. Exchange rate
adjustments might be necessary, but they had been foreseen in
advance. Such a moment would be a good one for us to join.

/NON COMMUNITY ISSUES
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NON-COMMUNITY ISSUES

11. Sir R Hibbert said that the deterioration in relations between
UK and French Ministers could be dated to the visit which Dr Owen
and M? Callaghan paid to Washington after President Carter's
inauguration. He considered that France and perhaps others would
particularly wvalue a change of UK orientation towards Furope, not
Just on specifically Community issues, but also on wider political
matters. HMG's close identification with Washington over the last
two years had not been well received. For example on MBFR we could
move closer to the Germans. Small points like lifting reserves on
the Bonn and Barcelona conventions or offering long-term commercial
contracts for oil supply, would not take us far. They were the
small change of Community business, part of a normal working
relationship. We should make a studied attempt to pursue three
elements: ensuring our foreign policy objectives were harmonious
with France and FRG on key issues; adogting a less overtly pro-US
line; taking a more forthcoming attitude in political co-opération.
He recognised that the French did not make it easy for us.

Mr Bullard commented that improvements in the functioning and role
of the political co-operation machinery might result either from the
Three Wise Men study or from internal PoCo proposals. If the worst
Presidency in the future were like the best in the past, this would
be a significant improvement. However on key issues (e.g. Middle
Eest) there would always be difficulties. He doubted there was
scope for a trade-off between our position in PoCo and our other
Community objectives: in most Member States, below the level of
Foreign Minister, there was little internal co-ordination between
political directors and those involved in Community business. Thi s
reduced opportunities for realistic trade-offs. But occasional
well-timed bilateral initiatives on e.g. energy or high technology
or defence procurement, might help with one or two particular
partners.

12. Bir A Acland and others suggested that as part of a psckage
which might emerge in the autumn on our main requirements, we should
consider what incentives we could offer on energy. For example

some lMember States might welcome arrangements whereby UK firms
entered into long-term supply contracts with them. Mr Butler warned
against arousing expectations too high given that even between 1982
and 1986 we would only have a surplus on domestic requirements of
about 15% (although more for export) and the total oil exportable
could only meet about 10% of Community needs, always assuming the
Government could control to whom it was sold. Sir'D Maitland
thought nevertheless that this was an important psychological point
where we stood to gain in the Community. Others would not be asking
for too much. Energy would be discussed at the European Council.
Sir P Wakefield said the Belgians would welcome developments on
energy; both economic (filling the energy gap and developing own
resources) and political (co-operation on Middle Eastern matters etc).
Sir O Wright suggested the Germans would welcome agreement by the UK
to return plutonium after re-processing, or our participation in the
fast breeder reactor programme. There would be balance of payments
advantage in the former. i

/CONCLUSION
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CONCLUSION

13. The Secretary of State reminded Ambassadors that there would be
domestic constraints to be weighed against the constraints of the
EEC negotiations themselves. There would be major public
expenditure cuts at home and Ministers faced with losing cherished
projects would look very hard at the drain on the national budget
which membership of the Community would provide over the foresesable

future.
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PRIME MINISTER

Community Affairs

You might first invite the Foreign and Commonwealth Secretary to

report on Monday's meeting of Foreign Ministers at which agreement was
reached on a Middle East statement and support for a United Nations
Conference on South East Asian refugees, He came under pressure to
modify the United Kingdom stand on aid under the new Lome Convention.

2, The Secretary of State for Energy might report on the 18th June

Energy Council, which concentrated on the Community oil situation in
preparation for the European Council and the Tokyo Summit. French
proposals for restrictions on high-priced imports attracted little support,
and the United Kingdom and Germany insisted that a proposed price
monitoring system should not be adopted unless it was implemented on a
world-wide basis.,

3. Against this background - which you will already have discussed at
your briefing meeting - you may wish to outline to the Cabinet the approach

you intend to take to the 21st-22nd June European Council. The two agenda

itemns of chief concern to the United Kingdom will be energy and convergence.
On the former our aim will be to ensure that the Community takes effective
action on demand restraint and makes a constructive contribution to the
energy discussions at the Tokyo Summit; on the latter our objective is to

get agreement to a remit from the European Council to the Commission to
propose remedies for our inequitable net budget contribution by the end of
September, so that decisions can be taken at the November European Council.

Your talks with Signor Andreotti on 15th June showed that he will give us

support but Italian and United Kingdom interests diverge when it comes to
remedies.

4. The 18th June Agriculture Council, at which the price fixing and
green pound devaluation questions discussed by the Cabinet last week will be
tackled, is still in progress. The 19th June Environment Council should not

call for discussion. /

Yoxe

(John Hunt)

19th June 1979
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The Prime Minister asked Signor Andreotti about the

points on the trade unions. The first was t
the past three years the trade unions had wgfked gquite well
ost difficult

tions with the IMF

against the Lira.

with the government during the country's
moments, for example during the negot)
and at the time of heavy speculatio
It was also true that the number working hours lost
through strike action had fall by two-thirds during the
same period, largely because/0f cooperation on the part of
the unions. Signor Andrgb6tti said that this was partly
due to the fact that t government had been in a minority
in Parliament, and h depended on the Parliamentary support
of the Socialists #And the Communists. It was noticeable
that since Decepber, when the Socialists and Communists
had withdraw
action had

in part,/also, to the beginning of the period of wage

from the government, the level of strike

ncreased (although this could be attributed

negot i i - Secondly, trade union membership had fallen

té pay their contributions.

Community Budget and the CAP

e TR e e g T E

The Prime Minister told Signor Andreotti that she had

seen reports of his press interview on the previous day,

and had been encouraged by the fact that he was in agreement
with so much of what the British Government would wish to

say at Strasbourg. She wished Signor Andreotti to know that
there was a great difference between the present Government's
approach to Europe and that of the last Government. The
present Government believed positively in the European ideal:
the UK would not be able to go ahead except as a member of
Europe. Britain's membership of the EEC was the best
solution for this country, and the best for Europe as well.

[The Prime Minister

-
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The Prime Minister said that she and her Ministers were wholly
devoted to the cause of Europe, and for that reason would

do everything possible to make the European ideal work and

to cooperate to the greatest possible extent on all issues.
This would not, however, prevent the Government from fighting
their corner on matters which gave rise to problems for the

UK, such as the Community Budget, Common Agricultural
Policy and Fisheries, The problem lay in how to make progress
on these issues without seeming to be anti-European. The Prine
Minister said that she wished Signor Andreotti to know that

the sooner progress could be made on these issues, the sooner
the Government could convert the British people to the European
ideal. The present budgetary arrangements were unjust;

they had to be made just and reasonable, The Government did
not, however, wish this issue to dominate the discussions at
Strasbourg; what they wanted was progress so that the

Community could move on to talk about other matters.

Signor Andreotti said that his total experience of five

years as Prime Minister had taught him that it was possible
to raise problems at European Councils but not to achieve
solutionsof them without slow and gradual preparation.

The aim at Strasbourg, therefore, should be to have the
problems set out clearly, and agreement reached on the
procedure for solving them, a procedure which could perhaps

involve the Commission. The Prime Minister told Signor

Andreotti that when the President of the Commission had called
on her three weeks ago, she had raised the problem of the
Community Budget with him, and she now had from the Commission
an agreed statement on the effect of the budgetary arrangements
on each member, according to each of the possible ways of
attributing the MCAs, and also showing what the position

would be in 1980 when Article 131 would no longer apply.

The facts, therefore, should not be in dispute. The Prime
Minister said that she was averse to arguing with her

colleagues about the facts when these were readily ascertainable.

fMr. JenKkins
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Mr. Jenkins had suggested to her that when she met President
Giscard, as President of the Council, she could obtain his
agreement to putting the problem of the Budget on the Agenda

for Strasbourg, on the basis of securing the Council's agreement
on the facts and giving firm instructions to the Commission

to come forward with possible solutions to the problem at

the Council's next meeting. During her talk with President
Giscard in Paris, therefore, she had adopted this approach,

and had recognised, in the light of the discussion, that the
UK's task would not be an easy one. The UK had subsequently
experienced some difficulty in arranging for the Budget question
to be given a reasonably high place on the Strasbourg Agenda.
The Prime Minister said that she was nevertheless determined

to achieve the result that the Commission would be instructed

to produce solutions. She did not underestimate the difficulties,
because she was aware that not all members of the Community
accepted that the present arrangements were unjust. The fact

was, however, that only an unjust system could produce such

unjust results, and the system must therefore be changed.

Both Italy and the UK were paying more than their fair share

in their net contribution to the Budget. Fairness between
the partners was essential in any enterprise which was to have
a thriving future, Signor Andreotti said that he believed

that the first essential was to avoid any worsening of the
present position. In particular, a rise in agricultural
prices would increase expenditure since agriculture would take
up an even greater share of the Community's Budget. The
European Council had sometimes spent days at a time debating
whether the Regional Fund should be increased, whereas expendi-
ture on agricultural surpluses amounting to five or six times
more in cost were passed through without any difficulty.

There were two further difficulties concerning surpluses.

The first was that the Community usually ended up by selling

il el e e LR D T St —

them at artificially low prices to, for example, the Soviet

b oo

Union after first incurring all the expense of supporting them:

/the surpluses
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the surpluses should be consumed in the Community itself, instead
of which the members of the Community were paying twice

over, The second difficulty was that under the present system
instructions were given from time to time to destroy fruit and
vegetables as a result of EEC regulations. This caused a
serious psychological problem as far as poor people in Italy

were concerned, particularly since these products were of

so much greater concern to Italians. Italy wished to change

the rules which ptoduced this result.

Signor Andreotti went on to say that in his view the
first essential was to find a way of avoiding agricultural

surpluses, thereby reducing the cost of the CAP and the

burden on the Community Budget. He had some confidence in

the guasi-liberal economic thinking of Chancellor Schmidt in
the FRG; but he knew that Denmark, Ireland, and probably the
Netherlands, all of whom benefited from the present arrangements,

would cause difficulties for Italy and the UK.

Signor Andreotti said that the problem of Mediterranean
products was naturally of particular concern to Italy. In
order to help countries like Cyprus, the Community frequently
gave Mediterranean products less protection than others.

He understood the reasons for this, but it was always
at Italy's expense; in the Tokyo round, for example, there
had been a great deal of discussion of reductions in tariffs
on fruit and tomatoes, but no mention of similar reductions
for meat and dairy produce. Italy had been able to achieve
some minor changes, but in general she had a raw deal on

this issue. Signor Andrecotti said that Mediterranean agricul-
ture was far more important to Italy than the discrepancy
between what they contributed to the Budget and what they

got back in return; for the UK, however, the opposite was
true. But the situation for the two countries was in reality

two sides of the same coin and of the problem of securing

Jegreater justice
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greater justice as between those who were doing well out of
the system and those who were not. Signor Andreotti said
that if the UK and Italy were to have a common platform,
Italy was obliged to seek the UK's support on the problem of

Mediterranean products.

The Prime Minister said that on the question of surpluses,

President Giscard had suggested - and she was not sure to what
extent this had already been discussed in the Community - that
surpluses should be financed by the countries creating them

and not under the CAP. Lord Carrington pointed out that

President Giscard was in fact referring to future surpluses.

He went on to say that, so far as Mediterranean produce was
concerned, the balance of power in the Community could well
shift when Spain and Portugal join Greece in the enlarged
EEC.

Signor Andreotti acknowledged that if each member country

had to accept responsibility for its own surplus, there would
be no problem. Given the mechanism under which the CAP
operated at present, however, this simply did not happen,
because Community intervention to bridge the gap between
prices realised and the fixed price was automatic. To achieve
the result President Giscard had in mind, therefore, the rules
for the CAP would have to be changed. The present system
stimulated the increased production of, for example, dairy
products in the FRG by the payments which it provided to
German farmers. Production plans were needed, although

there would have to be a degree of elasticity in them to take
account of years of bad weather and other factors: but the

o bjective should be to avoid stimulating the production of
surpluses which created an increasing burden on the Community
Budget.

Reverting to the question of Mediterranean products,
Signor Andreotti said that the EEC had agreements with the

feountries
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countries of North Africa and with Israel which had adverse
consequences for Italy. The Community absorbed only 7 per

cent of Italy's production of citrus fruits; the remainder

was consumed in Italy itself or exported elsewhere, which

was difficult. By contrast, 80 per cent of Italy's consumption
of meat and dairy produce was imported from within the EEC.

This imbalance had to be corrected. Signor Andreotti recognised
that,.with the accession of Spain in prospect, years of prepara-
tion would be needed to secure the necessary adjustments,

There was no need for Italy to suffer damage as a result of

the enlargement of the Community which, indeed, Italy supported
on political grounds.

The Prime Minister asked Signor Andreotti how long he

had been seeking readjustments for Mediterranean products;
it was clearly unlikely that results could be achieved on this
between the Strasbourg and Dublin Meetings of the European
Council. Signor Andreotti replied that Italy had begun

the battle several years ago. Some results had been achieved,
for example in winning from the Community a contribution towards
the conversion of citrus fruits into fruit juice, which could
be exported over a longer period and at a higher profit.

The EEC had also contributed to agricultural production in
Southern Italy - the so-called Mediterranean package. These
were, however, modest achievements and they had taken two years
to secure. Signor Andreotti said that he thought that Italy
and the UK could work together and thereby achieve results.

The problem, however, lay in convincing the other members that
something had to be done. The other members had to realise
that sacrifices would be necessary. At the same time, it

was necessary to avoid creating a crisis in the Community.

A crisis could come about since on questions of this kind,

: sl MemDers : A
involving economic interests, /were inclined to adopt rigid

attitudes; in the Netherlands, for example, attitudes
towards the CAP remained constant as between Socialist and
Conservative governments. A long and difficult negotiation

/ would be
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would be needed, but, Signor Andreotti repeated, results
could be secured.

The Prime Minister said that the UK would need results

very quickly, since domestic political problems could otherwise
arise. In 1980, the UK's net contribution to the Budget

would increase enormously: the British Government could not
afford to wait until the 1 per cent maximum of VAT was

reached. The Government's opponents had concentrated so

much on the Budget as the test of whether EEC membership was
beneficial to the UK that it would be impossible to tolerate

the status aquo for a further two years or soO. The Government

had to solve two problems: the Budget itself and the CAP,which
was to a large extent responsible for the Budget's size.
Unless movement could be secured very soon, the Government
would be in grievous political and financial difficulty.

Lord Carrington said that the present situation could upset

the Government's whole economic strategy. The UK could not
hope to become a constructive member of the EEC for so long
as her economy remained weak. It was difficult to achieve
economic recovery while the enormous burden of the UK's net

budgetary contribution remained.

Signor Andreotti said that the simple solution might be

to establish the principle that only those countries with
GNPs lower than the EEC average would qualify for a net
repayment from the Budget. Psychologically, however, it
might be easier to arrange a system whereby net repayments,
or a proportion of them, were not given back directly to the
national budgets of below-average GNP countries but to the
Regional Fund or to the financing of large-scale projects

in the country concerned, thus achieving a saving for the
national budget. A solution on these lines might be more
readily accepted by the EEC members. Signor Andreotti said
that he did not by any means exclude the more direct arrange-
ment but thought that something on these lines would be more

/ acceptable.
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acceptable. The Prime Minister commented that although the

result might be the same in terms of budgetary figures,
the destination of thLe repayments would be different: the

total repayments would not necessarily come back to any

particular poorer country. Signor Andreotti agreed that it

would be simpler to establish a system of progressive budgetary
contributions, analagous to national income tax; but because
of the EEC mentality, it would be more difficult to win

acceptance for such a novelty over a short period.

The Prime Minister said that a system such as Signor

Andreotti had proposed would create some difficulties for the
UK, since the degree of the UK's over-payment to the Budget

was about to become so great that a solution on these lines
could not cope with it. It was also essential that a
government should have some direct control over the net refund.
The British Government, for example, would wish to use any
repayment in order to stimulate the UK economy, rather than
acquiescing in the use of the money to prop up dying industries

in Europe. Lord Carrington said that the current scale of

the budgetary imbalance was such that, although he entirely
accepted Signor Andreotti's view that the problem of the
CAP had to be resolved by an adjustment in expenditure, the
budgetary problem demanded a more radical solution. The
difficulty was that, if the UK were to pay less, others -
for example, the FRG - would have to pay significantly more.

The Prime Minister told Signor Andreotti that the problem

was to secure some movement. She was less patient than he
was and did not wish to discuss the problem three times a
year without achieving any action. Action was needed at
the next European Council: the problem was, how to secure it?

Signor Andreotti remarked that the novelty cf the Prime

Minister's presence in the European Council might give a jolt
to the Council's methodology, or what he would call "European
Conservatism'. It was important that there should be adequate

/preparation




preparation and that the European Commission should be
instructed in such a way as to pave the way for decisions at
the following meeting of the Council. It was also necessary
to work round the flanks, in other words to engage in
systematic bilateral discussion. European Council meetings

were not always the best occasions for actual decisions.

EMS

Signor Andreotti recalled that the Italian Government had
decided in December to join the EMS and had nearly been brought
down as a result. His Government had, nevertheless, thought
it right to join in order to demonstrate its European will
and also because membership of the system had obliged the
Government to adopt more rigid internal and monetary policies.
The results so far had been favourable. Signor Andreotti
asked what the British Government's attitude now was towards

the EMS. The Prime Minister said that the Government was

reviewing the question of the UK's relationship with the EMS
and would be prepared to announce the results of their
preliminary review before September. The Government would
probably wish to allocate some of the UK's reserves to the
EMS. At present, however, sterling was at a level well above
Lhe EMS ceiling, partly because North Sea o0il was keeping the
exchange rate above what would be justified by the UK's
economic performance, and also because of the recent increase
in the MLR to 14 per cent. The deposit of some UK reserves
in the EMS would, however, serve as a declaration of faith

in the UK's intention to join the system. The Prime Minister
asked Signor Andreotti whether membership of the EMS had
obliged the Italian Government to adopt tougher policies on
money supply and inflation than they would otherwise have
done. Signor Andreotti said that his Government had already

planned an austerity programme before joining: but membership
of the EMS made it easier to put this programme into effect
since everybody knew that such measures had to be taken as a
result of Italy's participation in the scheme.

/ The Prime Minister
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Treasurvy Chambers, Parliament Street,
O1-233 3000

I% June,

PRIME MINISTER

of June 12th, enclosing the text of a formulation on
this subject for the European Council.

2 I understand that this text was approved by you
subject to my comments. I have agreed that, since time
is so short before Sr. Andreotti's visit, the text should
be put to the Italians for their reactions as it stands,
~though with the caveat that it might still be amended.

S Indeed, I think that the text goes a long way towards
meeting the points raised in my letter of 8th June. It
contains a number of pointers which, if adopted by the
Council, could be very useful in the difficult task of
follow-up: notably, recognition by the Council that the
Budget is creating difficulties for the UK and Italy;

the notions that th;_Budget should be equitable and should
not continue to hinder the economic performance of member
states with below-average G.D.P per head; and a clear

invitation to the Commission to propose solutions in good h
time for decisions at the next European Council in Dublin.

L. However, I still have some doubts, both on substance
and on tactics, which are not entirely resolved by the
arguments in Peter Carrington's reply to me. My doubts
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are reinforced by President Jenkins' remarks at the Foreign
Affairs Council on 12th June, reported in Luxembourg

A

telegram no.97.

o First on the substance of the text. Though I understand
the tactical intention, I dislike the suggestion that "in
time, our difficulties should become less serious" by
reduction of agricultural surpluses: our case is surely

that our Budgetary situation in the Community is serious,
inequitable and worsening, and that CAP adjustments are only
EEEE_GF any satisfactory solution. Also, the present draft
still seems too likely to encourage those who will try to

buy us off on the expenditure side of the Budget, which may

suit the Italians, but won't suit us. I am doubtful about

the impact of the statement of the objective as "a fair
balance of costs and benefits for all member states", and
would prefer to see some specific reference to the inequity

of our net contribution, and to the need to look for solutions

on both sides of the Budget.

6. Second, on tacties. As I have said, it would be good

to secure Finance Council recognition of our problem, in

specific terms, and a clear directive to the Commission to
——

produce proposals accordingly. However, if those terms

prove too contentious, the reluctant or hostile elements

at Strasbourg may be encouraged to blur them or water them
down in discussion or drafting, and this may, despite the
most determined effort, be difficult to prevent without

the full support of the Presidency and a very clear directive

to the official drafting groups. You may consider, therefore,
== e Ty

that it would be wise to have available at Strasbourg a
shorter fall-back text (not to be revealed beforehand to

/any other member
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any other member state) which would preserve the essential

minimum of the original text. This essential minimum, I

would judge, would be the three sentences annexed.

¥ I shall have the opportunity to comment more fully on
Peter Carrington's letter at OD(E) on Friday.

8. I am sending copies of this minute to Peter Carrington

and other colleagues on OD(E) and to Sir John Hunt.

(G.H.)

[Approved by the Chancellor and
signed on his behalf]

CONFIDENTIAL




Treasury Chambers, Parliament Street, SWIP 3AG
O1-233 3000

COMMUNITY BUDGET

The European Council recognised that at present
the financial consequences of the Community budget
create difficulties for two of the three member
States with below-average GDP per head. Solutions
are urgently required to ensure that the Community
budget does not continue to hinder member states
with below-average GDP per head in their efforts

to improve their economic performance. The

European Council invited the Commission to make
proposals before the end of September to deal
with this problem in order to permit decisions to
be taken at the next European Couneil in Dublin.
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister

CONFIDENTIAL

Rt Hon Sir Geoffrey Howe QC IMF
Chancellor of the Exchequer
Treasury Chambers

Parliament Street

London SW1P 3AG

S

Iéha%igﬁgpn your letter of 8 June to Peter Carrington and his reply
of 1 E. )

I agree that, so far as possible, we should put all our emphasis on
our net contribution to the budget and ask our partners to accept
that those with below average GNP per head should not be net
contributorss But the problem, as I see it, is that our partners
are prone to argue that our net contribution is only one of the
effects of Community membership and thet we should set against it
various benefits which we derive. When they do this, I suggest it
would be sensible to point out that one clear and measurzble result
of membership is the extra we have to pay across the exchanges
through buying food from other member states at CAF prices instead
of world prices. . We ought not to accept, by implication, that the
non-budgetary effects of membership are all beneficiel. Moreover,
as you point out, this argument has to be used even to estsblish
what our net contribution should be regarded as being, because of
the line our partners take on the attribution of MCAs. In this
connection, I suggest it would help if, rather than basing our case
on 1978 figures, when our, MCAs happened to be particularly high, we
"should get the Commission to produce forecasts for our net contribution
in 1979 and 1980 based on' the current level of our MCAs. These have
been cut by the strengthening of sterling and will fall still more
when I have secured the further devaluation of the green pound agreed
in Cabinet this morning. .

I very much agree that we should not seek a solution through a big
increase in Community spending desipgned to give us extra receipts,
‘even if this causes difficulties with the Itolians. Apart from the
points you make, we have to remembey thot the Italians will look to
higher CAP expenditure to secure financial benefits for themselves.
They have pursued this tactic in the past, and have had considerable
success partly because they grow different products (so other member
states know the expenditure will not have to be spread across the
whole Community) and partly because their farm structure is

undeniably poor. IBut,




undeniably poor. But, apart from the fact that further spending
on Italian agriculture is bound to be 2t our expense, all these .
arrangements will inevitably get extended to the new member states
after enlargement, since they grow the same products, are poorer,
and have even worse farm structure. The result would be very
expensive for us.

I do not think we can rely on France and Germany to prevent further
expenditure for the benefit of the Italians. They could well see it
ag a way of buying the Italians off. The resolutions at both the
last two European Councils called for increased agricultural benefits
for Italy. I suggest that it is important to brief the Prime Ministez
clearly against accepting any further such commitments; unless there
is an equally specific commitment to something which will go an
equivalent way to solving our budgetsry problem.

I bhave also just seen the minute you sent to the Prime Minlster today.
I share your dislike of the implication that insofar as our problems
arise from the CAP, they are on course for:an eventuzl solution. The
surpluses are, at present, getting worse, and even if prices for
surplus products are frozen on a continuing basis, it will be 2 long
time before production is affected and the finsncial benefits work

through.

I am copying this letter to the Prime Minister, 'other members of
OD(E) and to Sir John Hunt.

—_—

2L

ETER WAIKER







10 DOWNING STREET

From the Private Secretary ' 14 June, 1979.

Community Budget

The Prime Minister saw the Foreign and Commonwealth
Secretary's m% te (PM/79/51) of 8 June, covering a draft
formulation on’ the Community Budget to which we might
seek to secure the agreement of the European Council when it
meets at Strasbourg on 21/22 June. As you know, the Prime
Minister expressed some reservations about the wording of
this draft, and you sent me a revised version taking account
of the Prime Minister's comments. The Prime Minister has
since seen the Chancellor of the Exchequer's mipute of
8 June to Lord Carrington, and Lord Carrington's reply,
in his minute (FCS/79/116) of 12 June, which covered
the revised text of the draft formulation for the
Council.

Having considered these papers further, the Prime
Minister agrees (and understands that the Chancellor of
the Exchequer is content) that the revised text should
now be shown to the Italians, and that, subject to the outcome
of her talks with Signor Andreotti tomorrow, the next move
should be to try to sell it to the French Presidency. The
Prime Minister also agrees that we should tell our Community
partners early next week what our general line is to be.
and, if necessary, secure our own text.

I am sending copies of this letter to Martin Hall
(HM Treasury) to the Private Secretaries to the other
members of OD(E), and to Martin Vile (Cabinet Office).

\ B [ch CARTLEDC E

Paul lLever, Esq.,
Foreign and Commonwealth Office.
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Ref: A09769

CONFIDENTIAL

PRIME MINISTER

Community Affairs

You may wish to inform the Cabinet of the main points which arose
during your talks with President Giscard on 5th June (in particular the
instructions which the European Council might give the Commission on the

Budget and working closely with the French on energy issues).

2. The Foreign and Commonwealth Secretary might report on the visits

he and the Lord Privy Seal have paid to Bonn, Brussels, The Hague and

Luxembourg to prepare the ground with our partners for the discussion in

the 21st-22nd June European Council of our Budget objectives,

3. Next week several Councils will take place: the 18th June Agriculture

Council; the 18th June Finance Council (on which the Chancellor is putting a

WOD{E] for consideration on 15th June); the Energy Council on 19th June,
which will largely be devoted to the oil crisis in advance of the Tokyo Summit;
and the 19th June Environment Council, at which,the United Kingdom reserve
having been lifted, agreement should be reached on Community accession to the
Bonn, Barcelona and Oslo agreements. Except for the Agriculture Council,
which is the subject of a separate item on the Cabinet's agenda, none of these

Councils should call for discussion,

13th June 1979
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Ref. A09T764

FPRIME MINISTER

Community Budget

The Foreign Secretary and the Chancellor of the Exchequer have been
offering advice on how we should achieve our objective on the Community Budget
at the European Cn‘:n-::il next week, You approved the revised version of the text
which was attached to Lord Carrington's miryte of 8th June but you had not then

seen the Chancellor's letter of 8th June to which Lord Carrington has now replied

(copies att;hed]. ki

L Although the issues raised are mainly of tactics and presentation, I suspect
that there is an underlying difference about our real objective. The Chancellor

wants to say categorically that countries with below average GNP per head

should not be net contributors to the Budget. The Foreign Secretary wants a

looser formulation because he is conscious of the difficulties of coming anywhere
near that objective in negotiation. This is an issue you do not need to decide

upon now: the Foreign Office draft is not incompatible with the Treasury's

objective nor with your making a very firm statement at Strasbourg about what
you mean by "a fair balance of costs and benefits'.
2 On the other two presentational points at issue, I think the Chancellor is

right that we should put more emphasis on the basic argument of equity. The

convergence argument has served its turn, but the advice we have received from
Mr. Roy Jenkins and others is that, at Strasbourg, we should concentrate

essentially on the imbalance and inenquitr of the Budget. On improving our

position by increases in non-agricultural e-x_penditure. there is no difference of
substance, and the Foreign Secretary is right in saying that the German and the

French will fi Eht a Eain st undue expansion.

4, I understand that the Chancellor may be content that the revised Foreign
Office version be shown to the Italians in advance of your meeting with
#
Sr. Andreotti on Friday, although he thinks that, at the end of the day, we may

have to settle for a shorter text. Itis worth trying to agree something with the
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Italians. Thereafter, and following up your meeting with President Giscard,

we should try to sell it to the French. If they are willing to table something as

a Presidency text the whole discussion in Strasbourg will be easier. If we have

to table something it leaves the French along with the others free to try to water

it down. If the Presidency text is not wholly satisfactory, you will still be able

—

to argue for improvements during the meeting. If we discover that, despite what

President Giscard said to you (and to Mr. Roy Jenkins) the French are unwilling
—

to table anything remotely satisfactory to us, you will still be free to circulate

your own text.

5. I suggest therefore that you might agree that:

(1) The revised text could be shown to the Italians. L..-fff

(2) That, subject to the outcome of your meeting with Sr. Andreotti, we
should try to sell it to the French Presidency. ]
(3) That we should tell our Community partners early next week what your

general line will be, and if necessary table a text of our own. s —

?
Jre

(John Hunt)

13th June, 1979
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THE UK HET_EONTHIEUTIDN TO THE EEQ_EUDGET

I think the time has come for us to reviey the
line of argument We should use with our EEC partners in
Seeking to redress the injustice of Our present net
contribution to the EEC Budget. I believe we need
g8 line which, more closely reflects our oWwn viey
45 a Government ang the better relationship with our
EEC partner: which we ean hope to enjoy compared
with our bredecessors, In addjtion, I think we have
reached gz Lage in the egotiation where a Change of
emphasis would be right. i D

point is that we are in a position to
problem in =z ﬁb?e'ﬁirect, forthright ang
than our Predecessors, As you know,
‘T, the German Economics Minister, put the
‘hen he told me that it was more dangerous
nmen. to face a Lough stance on Lhe
-ve_ﬁbvernmﬂnt_gﬂﬁn 1t N=d Dee

redecess 1
€rs of Community membership, our
have got tgo face the issye.
present net Contribution position

main UK parties.

18l we need not be frighteneg by atte
- formulae to rule us out of order )
"renegc:iazign", "Juste retour" or'bcquis communauta
We should be ready to say - aa we said in the Conserva
Fanifesto in 319 - that "renegotiation" of a kind is
continuous proces » €5sential if the Community is to

evolve survi What the process is called is neither

here nor there But.it is g3 quite different process
from "renegotiation® in the sense of British withdrawa],

of the Laboup Party stila hankers after,

fSimilar ¥,




Similarly at the Community has "acguis" cannot

be treated zs immutable if the Community is not to ossify.
And to the extent that any principle governs the net
contribution position of the Budget, our complaint

is that it is the exact opposite of the "juste retour.”

& I think we should now try to talk less
about source transfers and convergence, and more about
the simp -opesition that our net budgetary contribution
is unjust. I do not suggest that we resile from what

hasz hitherto been said about econvergence. In particular,
that could put us into difficulty with our Italian friends
who are at the moment our oreclear ally in this argument.
We must also be ready to use the argument about resource
transfers at our expense outside the Budget in order to
buttress our view of how MCAs should be treated. We must
stand ready to say, when our view of MCAs is challenged,
that,' representi i bsig

CGH.LI- simply reduce the penalty imposeg QE us
by the =nce between CAP apnd world prices.

——— 5 r

neverthe pellieve strongly that in t
context w cu:c put all the emphasis on the
of our net
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"per head  ay for two reasons. First, it is

likely in th :' Le easier for our partners to accept

the propecsition r £fan a1l the complex arguments

about resource trans s and convergence which supply

endless scops argument Fn must gﬁt anr“qt 1his message

in lang -

ve seek, zvoiding '_ £ osit s which ena;

p?—::"_ ners o S8y ¥ nI"I'_ HD' {:L.J._.f_ clear wig,

want. ne central plank of our case is that those

below average GNP per head should not be net contributors
to the Budge This is the direct language we should use

directly to the rectification we seek.
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Chancellor Schmidt's visit soon after we took office.
The Italians might be more ready to seek a solution

by the expenditure route and there might be a point

at which their interests diverge from ours on levels of
spending. I am however convinced that this is not the
right route for us.

Underlying all this is the political argument.
Our partners are of course well aware of this. But at
the right time and at the right level it is a strong
card, particularly perhaps in dealing with the Germans.
That there is a real risk that if little or nothing is
done to right the budgetary wrong, the Labour Party
will become committed to taking Britain out of the EEC
if and when it returns to power and will use the budgetary
argument to gain support for this.

ny 1 should like to recommend that the
Prime Minist der adopting this more forthright
and' direct zpproach at the European Council meeting on
2lst/22nd Jun: There is a case too for preparing the

™y

way for : he Finance Council on 18th June, but

1 hope you will agree that this change of emphasis
15 right. It is obviously extremely important to

get the presentation of our case right beczuse this is the
he

main issue o1 anding between us and the rest of t]
ity. You may like to know that in recognition of
have asked the Financial § cretary, with whom I
iscussed this fully, to devote a considerable
his time to our efforts to redress our contribution
once our own EBudget is out of the way.

3

I am copying this minute to )
ez

to our coll -;Les on OD(E) and to

GEOFFREY HOWE
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NOTE FOR THE RECORD M :

%

COMMUNITY BUDGET

In Luxembourg this morning Mr Crispin Tickell, Chef de Cabinet to Mr Roy
Jenkine, gave me, in strict confidence, the following account oi Mr

Jenkins! meeting wi th President Giscard last Friday.

had argued (as he subsequently did in the Foreign Affairs Gounnil)
+ notion of convergence was obfuscating since for some people it meant
pline end co-operation and for others resource and budget
The UK had a structural budget problem (the Italian problem

ical) which would produce a net contribution in 1980 of 1,000 MEUA
if MCAs were attributed to the exporter. President Giscard
thought the Prime Minister was locking for a technical and
He thought the Commission could be given & mandate to
and figures and to "think of means to correct and adjust
In his, President Giscard"s, mind there was a clear link
date to the Commission and a decision on the agricultural
vithout decisions on sgricultural prices he did not Bee how
the budget. Mr Jenkins had noted that both the Prime
Commission wanted to freeze agricultural commoddities in
view, agricultural prices was a separate problem from the
contribution. President Giscard had accepted that m price
wouuld be very difficult but thought that suger and graine
erent category. He thought the time had come for the Community
to 8top Tinancing the milk surplus. Subsequently, when M. Fran.gois Poncet
ies, President Giscard had repeated the link in his mind
tural prices settlement and the mandate to the Commission

tlement on fisheries should be linked with any new budget

CONFIDENT IAL
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Mr Tickell assumed that the French would expect Mr Jenkins to pas:
information to us but nevertheless we should treat it with discretion.
told Mr Tickell that during my discussions with my French oppocsite numue:
Paris the previous evening he had made no attempt to establish a

had sgreed with me that, given the respective positione of the

L e e —r— Sl i i ——arh e i

FILF

and UK governments, it was difficult to eee how the Agriculiural
could settle on prices next week, but he went on to say thal

consider this & suitable subject for the Buropean Council.
i

!

M D M FRANKLIN

12 June 1979

Sir John Hun

Mr Lever, for the Secretary of State
for Foreign and Commonwealth Affairs

Richardson, for the Lord Privy Seal

Butler, FCO

Fretwell, FCO
Cartledge, No 1-:1!_/
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CHANCELLOR OF THE }i}iﬁz}!}%(}l{P’IE

UK Net anpriﬁq{jnn_ﬁq_}he Eg;;mqilg_ﬁyﬂgﬁi

/
1 Thank you for your letté€r of 8 June. As vou will now

know from my minute of the szme date to the Prime Minister
(PM/79/51) 1 agree that we should look most carefully at what we
want to get from the Strasbourg European Council. I enclose

2 revised text, which I understand the Prime Minister has approved,

—

of the formulation we should like the Council to adopt.

2. As regards the supporting arguments we should use, I

agree that we should not be at all inhibited from making our

position clear, particularly since we have a much better basis

for doing so than our predecessors. Equally I think we should

avoid the enthusiasm they sometimes showed for slaughtering
people's sacred cows., For that reason I would prefer to
altogether the argument about ”jﬁgtq”rqgggz” etc,

using the formula in the attached draft. Of course we believe

L1

those with below average GNP per head should not be net

coniributors to the Budget". But I do not believe that our
—

™

partners will in fact be persuaded to subscribe to such a form of
words in the European Council conclusions. Xor do I think that
we need " to force them to do so. XKor too do I think we should

assault on the concept of the "acquis comm

are things azbout it which we are determined to
change. As for "renegotiation", Schmidt and Genscher have both
acvised strongly against appearing to resuscitate that unloved
e e—
word and I think ' are right.
3 I agree that "resource transfers" are not a helpful
concept. "Convergence of economic performance™ on the oiher

hand is Cormunity ¢ orthand for saying that those with below

CONFIDENTIAL




average GNP should make progress towards the level of living

standards of the others, and this is a point that we shall from

time to time find we want io make both directly and indirectly.

The idea that the Community policies taken as a whole, and the

Community‘ﬁudget therefore in particular, should help towards
this aim has only just begun to gain acceptance in the Community
and I see no harm in using the phrase if it helps us to complete

the process.

4, On the third peoint in your letter, 1 agree that there

are several reasons why expansion of Community expenditure,

even to the net benefit of the UK, would not by itself be

an adequate or appropriate solution. On the other hand, it

will certainly be too vigorously opposed by the Germans and French
to be carried any further than we would wish. So I doubt if

we need put our alliance with the Italians at risk by

emphasising our own objections to it. The essential point is
that, if there is to be any further Community expenditure, we

should get our share.

= I am copying this minute to the Prime Minister, to our

colleagues on OD(E) and to Sir John Hunt.

C

e

(CARRINGTON)

Foreign and Commonwealth Office

12 June 1272
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COMMUNITY BUDGET

The European Council recognised that at present the

financial consequences of the Community budget create

difficulties for two of the three member States with
below-average GNP per head. In time, these difficulties

should become less serious. Reductions in agricultural

surpluses should reduce the cost of the c.a.p. That in

itself will lighten the budgetary burden and should make it easier
to switch expenditure to policies designed to reduce regional
disparities. Meanwhile solutions are urgently required to ensure
that the Community budget produces a fair balance of costs

and benefits for all member states and, in particular,

Goes not continue to hinder member States with below-average

GNP per head in their efforts to improve their economic
performance. The European Council invited the Commission

to make proposals before the end of September to déﬁl with

this problem in order to permit decisions 10 be taken at the

next European Council in Dublin.
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COMMUNITY BUDGET/\

The European Council recognised [that at present the
financial consequences of the Community budget create

difficulties for two of the three member States with below-

average GDF per head S g o o s
In time, these difficulties should become less serious.

Reductions in agricultural surpluses ghould reduce the cost
mf N

of the c.8.p.y Whichuidd in itselfl}ighten the budgetary

t wedde
burden and sho uld make it easier to imcxease expenditure en o

policies designed to reduce regional disparities. Meanwhile

nghl'&‘,
solutions are,required to ensure that the Community budget produces
h 1 g E_,.

’ﬂr add M—-— J
a fair balance of costs and henefits HﬂM}énd,

in particular, does not continue to hinder member States with

below-average GDF per head in their efforts to improve their

economic performance The European Council invited the
P

Commission to make proposals before the end of September to
deal with this problem in order to permit decisions to be taken

at the next European Council in Dublin.
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15 In the light of your very useful talk with President Giscar

and of my own discussions with the German Foreign Minister on the

same day, there seems to be a reasonable chance of getting a decision
out of the European Council in Strasbourg which gets the first stage
of our campaign for a fair deal on the Community budget off the ground
in an acceptable way. But the drafting of the instruction to the
Commission which the Council adopts will be of crucial importance

e ————

since the subsequent stages will be hard fought both in the

Commission and between the member states.

2. The first element which the decision needs to contain is that
the Community budget should produce a fair balance of costs and
benefits to all member states. That is a difficult proposition for
others to argue against.

3. But a second element is equally important. Our supporters in
the Commission and our representatives in later negotiations will
need some agreed guidelines as to what results should flow from the

D
proposals which the European Council calls for. Otherwise the French

and Germans will try to fob us off with minor palliatives. On the

other hand, if we try to go for too explicit a statement that we
ought not to make a net contribution, we shall find that it is not

negotiable. So I think that we must aim to get it agreed that
Community policies taken as a whole and their financial consequences
as reflected in the Community budget should not hinder member states
with below-average GDP per head in their efforts to improve their

conomic performance. Unless we include this concept we have no
basis for arguing that we ought to emerge with, preferably, no net
contribution and, at the very least, with a far smaller one than
France or Germany.

4. I enclose a draft along these lines. If you and Geoffrey Howe
agree, 1 suggest that we should try to prepare the ground in advance

. llf-n ﬂ-i
dol -y noyse i
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so that you have the best possible chance of getting agreement on
such a draft at Strasbourg. This will entail early consultation
with the Italians with whom we need to work closely; an attempt

to sell our draft to the French Presidency who will be preparing

the draft conclusions of the Council (though without agreeing to
water it down at their request); some bilateral consultation with
the Germans as suggested to you by President Giscard; and finally
tabling in Brussels in time for all governments to receive it a day
or two before Strasbourg.

= I am copying this minute to the Chancellor of the Exchequer,
the Lord President, and Sir John Hunt.

(CARRINGTON )

Foreign and Commonwealth Office

8 June 1979
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The European Council recognised that at present the financial

consequences of the Community budget create difficulties for certain

member St&t?f~32nifﬂifziﬂg the Community's aim of convergence in

economic performance. In time, these difficulties should become

ess serious as a result of reductions in agricultural surpluses
hich will in turn reduce the cost of the CAP and make it easier

o increase expenditure on policies designed to reduce regional
disparities. Meanwhile solutions are required to ensure that the
Community budget produces a fair balance of costs and benefits for
all member states and, in particular, does not continue to hinder
member states with below-average GDP per head in their efforts to
improve their economic performance. The European Council invited
the Commission to make proposals before the end of September to
deal with this problem in order to permit decisions to be taken at

the next European Council in Dublin.
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THE UK NET CONTRIBUTION TO THE EEC BUDGET 31&

I think the time has come for us to review the
line of argument we should use with our EEC partners in
seeking to redress the injustice of our present net
contribution to the EEC Budget. I believe we need
a line which more closely reflects our own views
as a Government and the better relationship with our
EEC partners which we can hope to enjoy compared
with our predecessors. In addition, I think we have
reached a stage in the negotiation where a change of
emphasis would be right.

My first point is that we are in a position to
approach this problem in a more direct, forthright and
confident way than our predecessors. As you know,
Graf Lambsdorff, the German Economics Minister, put the
point well when he told me that it was more dangerous
for his government to face a tough stance on the Budget
by -a Conservative Government than it had been to resist
the demands of our predecessors. Since we are
unequiwral supporters of Community membership, our
partners know they have got to face the issue.
Opposition to the present net contribution position
is common to both main UK parties.

This means that we need not be frightened by attempts
to use pejorative formulae to rule us out of order like
"renegotiation", "juste retour" or "acquis communautaire."
We should be ready to say - as we said in the Conservative
Manifesto in 1974 - that "renegotiation" of a kind is a
continuous process, essential if the Community is to
evolve and survive. What the process is called is neither
here nor there. But it is a quite different process
from "renegotiation" in the sense of British withdrawal,
which is what part of the Labour Party still hankers after.

/Similarly,

The Rt. Hon.
Lord Carrington, KCMG, MC.
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Similarly, what the Community has "acquis" cannot

be treated as immutable if the Community is not to ossify.
And to the extent that any principle governs the net
contribution position of the Budget, our complaint

is that it is the exact opposite of the "juste retour."

Secondly, I think we should now try to talk less
about resource transfers and convergence, and more about
the simple proposition that our net budgetary contribution
is unjust. I do not suggest that we resile from what
has hitherto been said about convergence. In particular,
that could put us into difficulty with our Italian friends
who are at the moment our ore clear ally in this argument.
We must also be ready to use the argument about resource
transfers at our expense outside the Budget in order to
buttress our view of how MCAs should be treated. We must
stand ready to say, when our view of MCAs is challenged,
that, far from representing a Community subsidy to our
consumers, they simply reduce the penalty imposed on us
by the difference between CAP and world prices. I
nevertheless believe strongly that in the budgetary
context we should put all the emphasis on the injustice
of our net budgetary contribution relative to our GNP
per head. I say this for two reasons. First, it is
likely in the end to be easier for our partners to accept
the proposition rather than all the complex arguments
about resource transfers and convergence which supply
endless scope for argument. We must get across this message
in language which points directly to the rectification
we seek, avoiding oblique propositions which enable our
partners to say that they are not gquite clear what we
want. The central plank of our case is that those
below average GNP per head should not be net contributors
to the Budget. This is the direct language we should use
since it points directly to the rectification we seek.

My third point with which I know you and colleagues
agree, is that we should not seek a solution through a
major inflation of Community spending, intended to make
room for a bigger share of receipts to the UK. A satisfactory
solution is not possible by that route. It would in any
case be contrary to our domestic views about public spending,
and might well not give us the kind of reduction in UK public
expenditure which would open the way to tax relief. At
the right time, and as part of a bargain, we might be
ready to give assurances eg to the Germans that we were
not seeking inflated Community spending. You will recall
that German Ministers canvassed our support for adhering
to the 1 per cent VAT ceiling on "own resources" during

/Chanecellonr
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Chancellor Schmidt's visit soon after we took office.
The Italians might be more ready to seek a solution

by the expenditure route and there might be a point

at which their interests diverge from ours on levels of
spending. I am however convinced that this is not the
right route for us.

Underlying all this is the political argument.
Our partners are of course well aware of this. But at
the right time and at the right level it is a strong
card, particularly perhaps in dealing with the Germans.
That there is a real risk that if little or nothing is
done to right the budgetary wrong, the Labour Party
will become committed to taking Britain out of the EEC
if and when it returns to power and will use the budgetary
argument to gain support for this.

For my part I should like to recommend that the
Prime Minister consider adopting this more forthright
and direct approach at the European Council meeting on
21st/22nd June. There is a case too for preparing the
way for it at the Finance Council on 18th June, but
it isjthe Strasbourg Council that we should aim to make
most impact.

I hope you will agree that this change of emphasis
is right. It is obviously extremely important to
get the presentation of our case right because this is the
main issue outstanding between us and the rest of the
Community. You may like to know that in recognition of
this, I have asked the Financial Secretary, with whom I
have discussed this fully, to devote a considerable
part of his time to our efforts to redress our contribution,
once our own Budget is out of the way.

I am copying this minute to the Prime Minister,
to our colleagues on OD(E) and to Sir John Hunt.

byl

e

—

GEOFFREY HOWE
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copy to: PS/LPS
PS/Mr Hurd
PS/PUS
Mr Butler
Mr Bullard Mr Fretwell o.r.
Mr Franklin, Cabinet
Private Secretary Office
—Mr Cartledge, No 10

CONFERENCE OF HEADS OF MISSION FROM COMMUNITY AND

CANDIDATE COUNTRY POSTS

Time and Flace

The Ambassadors have been convened for 10.15 a.m. in Room 102,
Downing Street East, and the Secretary of State will take the chair
at 10.30 a.m. The meeting is expected to end at about 12.45 p.m.,
after which the Heads of Mission and other senior officials will
lunch with the Lord Privy Seal at Kettners Restaurant. Three cars
will be available at the Park Door.

Attendance

e A list of participants is attached at Annex 1.

Agenda

P e It is the custom to have no formal agenda and for discussion

to be led from the chair. On this occasion the Heads of Mission

will be particularly interested to hear at first hand Ministerial
views on the Government's approach to Europe and to learn in more
detail the intended strategy on specific Community issues: (officials
can be called on as necessary to give factual information). However,
the main purpose of this meeting will be to hear from the Ambassadors
what response they expect from the Governments to which they are
accredited; and, from them and Sir D Maitland, advice on the
difficulties we may encounter and how to overcome them.

4, Brief points for discussion are attached on these lines (Ammex 2).
Background material has been given to Ambassadors. Also
attached (Annex 3) is a first draft of the European Council Steering
Brief (not yet cleared in Whitehall) which covers other main current
Community issues.

Se Mr Butler agrees.

P C Petrie
EID(I)

7 June ‘1979
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POINTS TO MAKE

A new approach

i 9 Government's approach clearly signalled by Prime Minister to
Chancellor Schmidt and President Giscard; by Secretary of State and
Lord Privy Seal in bilateral visits; and in public statements.

o overnight reversals of positions to be expected, but decisions
already taken to remove some irritants (e.g. UK reserves on Bonn,
Barcelona and Oslo Conventions, directive on aircraft noise).
Further studies have been urgently put in hand on areas (energy,
transport, social policy, environment) where constructive initiatives
might be possible or where closer bilateral industrial co-operation
with individual member States might reinforce Community policy and
bring commercial advantages to UK. All this will be developed over
longer term, but is also essential background to the three major
problems in our relations with the Community (UK net budget
contribution; agriculture, and fisheries) that will have to be
tackled soon.

What response can we expect?

= First reactions seem favourable, though doubtless other
Governments will wait to see results. How much bread must be cast
on the waters? And when can we expect some return for it? = Should
we go for a "global compromise™, as suggested by the Germans - e.g.
by negotiating the major issues separately but bringing them all for
decision to the November European Council? or should we follow a more
graduated approach?

Budget

1 Do Community Governments all acknowledge that the UK Budget
problem requires remedial action? Does our presentation of the facts

and figures carry conviction? Will the others consent to give the
Commission instructions to make proposals to ensure that the
Community budget does not in future hinder UK (and Italian) efforts
to improve their economic performance?

EMS

—_—
-

4., Is UK readiness to participate fully a "touch-stone"? What do
individual countries (particulaply Belgium, Denmark, Ireland, whose

currencies have been knocking along the bottom) think about their
eXPerience of it so far?

CONFIDENTIAL /Agriculture




Agriculture

Se Are most other Governments reconciled to a price freeze this
year? When will the French problem over German MCAs become intolersable
for them? Is it really serious? (The French lived with it a very
long time before getting excited.) Any sign of rethinking on
agriculture, e.g. readiness to pay for own inefficient farmers or
own surplus disposal in each country?

Fisheries

6. Are we over-optimistic in thinking that we can negotiate a i12-
mile exclusive zone (subject to historic rights), satisfactory and
enforceable overall quotas, together with: access arrangements
reflecting the needs of local fishermen in Communities depending on
fishing? What is the best way to set about it? Will the Commission
help? The Irish Presidency? At what stage will the Germans. come- off
their legalistic approach? Or the French be ready to settle-for
very limited access within 12 miles?

European Council

e Our first priority will be the budget problem. Secondly,
preparation of Community positions for the Tokyo Economic Summit -
particularly on Energy Saving and Oil Supplies. Any suggestions on
tactics? What will be the major preoccupation of others.

Energy

8. What is it that other member States will look for here? Can

we make more out of the fact that we are already supplying them with

substantial amounts of oil. Will they regard long-term contracts

at market (i.e. OPEC) prices as a significant move forward for which

they would give some'quid pro quo in other sectors? Are we right to
go on pressing for a Community coal policy?

Industrial and Regional Policy

9. We will study scope for new or modified EEC policies, especially
if these stand to give UK net budgetary benefit. TFields for
consideration: expanded Regional Fund, Social Fund modifications and
EEC finance for transport infrastructure including cross-channel
links (on which there is a Commission proposal); aid for industry's
costs arising from large-scale research and development or pollution
control. But control of public spending means we will look rigorously
at new spending policies in EEC as at home. How will alllthis
strike others?

CONFIDENTIAL /Bilateral
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Bilateral and extra-Treaty collaboration

10. Can bilateral and other industrial Co-operation within the EEC,
though not organised by the EEC as such, thicken our governmental
relations with other EEC States? Defence production? Nueclear
production? Non-proliferation?

7 June 1979
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THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT

EQ(8)(79)10 COPY HT? 9

CABINET
STEEHING COMMITTEE ON EUROPEAN QUESTIONS

DRAFT OF THE STEERING BRIEF FOR THI: EUROPEAN COUNCIL,

STRASBOURG, 21/22 JUNE

Note by the Foreign and Commonwealth Office

1. Attached is a draft of the Steering Brief for the

European Council, to be held in Strasbourg on 21/22 June 1979.
It will be discussed at the meeting of EQ(S) at 10.30 am

on Monday 11 June 1979. By then it will be possible to take
account of the outcome of the Lord Privy Seal's visits to the
Hague and Brussels and COREPER's discussion of the agenda today.

2. Also attached for discussion by EQ(S) is a draft brief
on European Council procedures.

FOREIGN AND COMMONWEALTH OFFICE
7 June 1979
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THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT
EHG(S)(79)2 COPY NO.

7 June 1979

EUROPEAN COUNCIL, STRASBOURG
21/22 JUNE 1979

DRAFT STEERING BRIEF

Brief by the Foreign and Commonwealth Office

ORGANISATION

1. The first European Council this year was held in Paris

on 12/13 March: the third will be in Dublin on 29/30 November.
Normally one meeting a year is held in Brussels. But the French
argued successfully that the second meeting this year should

be in Strasbourg, where the new directly-elected European
Parliament will be meeting for the first time on 17 July.

2. The timetable of events is at Annex A [to be attached later].

3., European Councils have been held regularly since December
1974, Their procedures are a mixture of informal and formal
sessions. This has important tactical implications, which are
described in Brief No 3.

4, Each country is represented by its Head of Government (in
the case of France only by its Head of State) and Foreign
Minister; and the Commission by Mr Jenkins and M. Ortoli.

Brief No 4 gives brief personality notes and points for bilateral
encounters with each,

/AGENDA AND DOCUMENTS
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AGENDA AND DOCUMENTS

5« As usual there is no formal agenda., But the French have
ammounced the following themes for discussion, The order
of discussion will be for the Council itself to settle.

(1) Direct elections to the European Assembly
(2) Energy

(3) Economic and Social Situation in the Community.
The French envisage a review of current trends in
the economic situation, taking account of reports
commissioned by the March European Council on
Employment and on Convergence; and an exchange of
views on the working of the EMS; all against the
perspective of the Tokyo Summit on 28/29 June.

[COREPER will consider the agenda and documents further on 7 June
and Foreign Ministers on 12 June.] The following documents seem
likely to be before the Council:

(a) International Energy Situation: the Presidency will
circulate proposals on the Community response to the
latest developments;

Budget/Convergence:

(i) a report [by Pinance Ministers] on the convergence
of economic performance;

(ii) a resumé by [Finance Ministers/COREPER] on the
convergence of economic performance;

EEC/Japan: there may be a Commission paper on relations
with Japan.

Development of the EEC: the Commission may circulate a
study of structural development prospects until 1990
as requested by the December 1978 European Council.

/UK OBJECTIVES
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UK OBJECTIVES
6. (a) To explain HMG's general approach and their desire
to promote agreement on issues which it has been difficult to
settle in the recent past;

(b) To get agreement that, in order to remedy the inequities
in the net Budget contributions, the Commission should be
instructed to propose solutions in time for decisions to be
taken at the November European Council;

(c) To reach agreement on a common position of the
Community for Tokyo which will result in satisfactory decisions
there to deal with the current energy crisis;

(d) 1In discussion of employment and social policy, to
support measures to stimulate growth, while resisting proposals
which would fuel inflation or impair industrial efficiency:

(e) To secure agreement on the line to be taken in
discussions on trade relations and economic policies with

Japan.

OBJECTIVES OF OTHER GOVERNMENTS

7. President Giscard and most other Member States except Italy
will regard the energy question as the crucial item. Even if
they agree that the Community Budget item should be dealt with
and an instruction given to the Commission they will aim to
ensure that its terms of reference do not concede more of the
UK case than they have to.

8. Other Heads of Government will be looking forward to hearing
at first hand the Govermment's attitude to the Community so as
to judge whether the Government's European convictions are
genuine rather than a tactic to get a solution to the UK's
Budget problem. Such an account would probably best-be given

at an early stage,

RESUME OF B
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RESUME OF BRIEFS
ITEMS DEFINITELY FOR DISCUSSION

INTERNATIONAL ENERGY SITUATION (Brief No )

9, The French will concentrate on energy, both to enhance
their own role as Community spokesman at the Tokyo Summit and
to 1limit opportunities for debate on other issues. The
imminence of the OPEC Ministerial meeting (26 June) will help
them, Other Member States will also want to discuss the
increasingly difficult world energy situation and energy
points for Tokyo. We can go along with this, given the need
to consolidate Community action on demand restraint and the
desirability of presenting a united front on energy questions.
But we will wish to ensure that energy does not dominate the
meeting at the expense of other issues of importance to us.

BUDGET/CONVERGENCE (Brief No )

10. A Paper prepared by the Coordinating Group (of finance

experts) will provide the opportunity to press for action on

our net Budget contribution., The Paper is the result of the
remit by the March European Council to the Council and Commission
"to examine in degh how the Community could make a greater
contribution by means of all its policies taken as a whole to
achieving greater convergence of the economies of Member States
and to reduce the disparities between them", The drafting
meetings in the Coordinating Group revealed conflicting points
of view, the UK and Italy agreed that the pattern of net budget
contributions should contribute to convergence (ie. that the
poorer should not transfer resources to the richer) and was not
doing so at present. The others sought to evade nr undermine
this conclusion. A joint statement of the UK/Italian position
is included in the report.

CONFIDENTIAL
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11. The unwillingness of officials in other Member States

to acknowledge even that a problem exists confirms that a
solution can only be found through a political decision at

the highest level., It will certainly not be easy to get

a satisfactory instruction to the Commission to produce
proposals, though President Giscard may not be as unco-operative
as his officials, The Prime Minister will need to decide
tactics at the Council itself. But she will probably need to
make a full statement on the first day if she is to prevent

the Council being dominated by discussion of other issues.

(A good part of the second day's discussion tends to be
absorbed by detailed argument, on the text of the conclusions).

ECONOMIC SITUATION IN THE COMMUNITY (Brief No )

12. This review of the current economic situation could provide
an opportunity, if it is needed, to drive home our concern about
the Budget (Brief No ).

EUROPEAN MONETARY SYSTEM (Brief No )

13. Probably not a major subject of discussion, although
Belgium and Denmark may grumble that they are being hurt by

the appreciation of the Deutschmark. The Prime Minister may
come under pressure to modify the UK stance on EMS interest
rate subsidies, which the brief recommends her to resist except
as the price for securing a major concession elsewhere. On UK
participation in the exchange rate mechanism she will probably
need do no more than restate her commitment to reconsider the
UK position when the mechanism is reviewed in September and
meanwhile to take part in other aspects of the System.

CONFIDENTIAL
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EMPLOYMENT AND SOCIAL POLICY (Brief No )

14, The European Council is likely to discuss the Community's
role in tackling unemployment, and the involvement of the trade
unions in Community business. The Presidency will almost
certainly wish to include a section on this in ther statement
after the meeting. Our interest is in encouraging Community
action which could have a practical effect on employment
(notably concerted macro-economic action on growth and certain
gpecific Community schemes such as Social Fund schemes and
vocational training schemes); and to resist initiatives which
are inflationary or impair industrial efficiency such as some
proposed in the Standing Employment Committee,

PROSPECTS FOR THE TOKYO SUMMIT (Brief No )

15« A meeting of the European Council immediately before the
economic summit traditionally provides an opportunity for thse
members of the Community who are not summit participants to
express a view on the world economic situation so that the

representatives of the Community (the President of the European
Council and the President of the Commission) can express an

agreed Community position., There will be general agreement

that the energy situation is complicating an already uncertain
international economic situation and that this should be the

main subject for discussion and decision at Tokyo. UNCTAD V
having reached only a limited measure of agreement - and with

the developing countries facing growing balance of payments
problems because of the o0il price rises - the Tokyo Summit is
also likely to have to address itself to the North/South dialogue.

EEC/JAPAN (Brief No )

16, The Japanese run a persistent surplus in their trade with
the EEC ($6.4 billion in 1978, up 11% on 1977). The March
European Council expressed concern about this., Despite the
narrowing of their overall surplus in the early months of this
year, the surplus with the Community has gone down. In any case
the reduction in their overall surplus is unlikely to be more
than temporary as the recent depreciation of the Yen will lead

/to an
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to an increase in Japanese exports., We want to see the
Japanese increase their imports of Community manufactures and
bring about long-term structural change which will lead to a
lasting reduction in their current account balance.

DIRECT ELECTIONS (Brief No )

17 Direct elections to the Parliament will have been held
on 7=10 June. The French might try to discuss the results
and other aspects eg. the powers of the Parliament, its
relations with other Community institutions and its site

(one of its working places is Strasbourg). But none of these
merits substantive discussion by the European Council on this
occasion.

POLITICAL COOPERATION SUBJECTS (Brief No )
18, [Briefing to follow when items for discussion are lkmown. ]

ITEMS WHICH MAY COME UP

COMMON AGRICULTURAL POLICY (Brief No )

19. The Agriculture Council is to meet to discuss famm prices
for 1979/80 in the same week as the Buropean Council, beginning
on 18 June. The UK may be alone (except for possible support
from Italy) in supporting the Commission's proposals for a
price freeze. If the subject is raised at the European Council
it will probably be because the Agriculture Council has failed
to reach agreement; we are likely to be pressed to modify our
position.

/COMMON FISHERIES POLICY
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COMMON FISHERIES POLICY (Brief No )

20, We hope that at the Fisheries Council on 25 June, a

fresh start will be made to consider the issues in a better
spirit so that there can be substantive progress at a Fisheries
Council in the autumn,

[If UK national conservation measures are criticised] 1In

the absence of Community measures, UK is forced to take national
action on certain conservation measures, eg. minimum mesh
sizes, in accordance with internationally agreed scientific
advice, in order to protect fish stocks. Conservation will be
discussed at the Fisheries Council on 25 June. (HMG have
announced national mesh size regulations to come into force

on 1 July.)

ECONOMIC AID FOR TURKEY (Brief No )

21. At the OECD pledging meeting on 30 May, the Turks were
promised access to $1.45 billion, made up of $662 million in
grants or loans ($30 million from the UK), $245 million in
medium~term export credits, $400 million from the commercial
banks and $150 million from the World Bank, all subject to
their reaching an agreement with the IMF on a stabilisation
programme. These figures do not include EEC aid, which amounts
to $400 million under the Third Financial Protocol between now
and 1981 and $100 million under emergency assistance. The
results of the OECD meeting should make discussion of Turkey

at the European Council unnecessary, even though the Turks have
inevitably expressed dissatisfaction, particularly about IMF
conditionality.

THREE WISE MEN (Brief No )

22, Unlikely to come up, except possibly in the margins of the
Council, If it does the Prime Minister need say no more than
that we attach importance to their work and look forward to
their report due in October. She will be seeing the Wise Men

herself on 16 July.
/ENLARGEMENT
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ENLARGEMENT (Brief No )

23. With the Greek accession treaty signed the Community

will turn its attention to the negotiations with Portugal

and Spain. Those with Portugal are unlikely to throw up

any really difficult problems though Portugal may well require
substantial aid over a long period. Those with Spain will
involve more serious conflicts of interest. Both could
finally join on 1 January 1983, two years after Greece.

24, The French, under pressure from their farmers, have
slowed down the Spanish negotiations during their Presidency.

It seems they accept that there should now be a speeding up.
But they may be preparing to launch a bid for some form of
Community compensation for the border regions of France to
mitigate the expected effects on them of Spanish membership.

Lo RENEGOTIATION : SIZE OF THE NEW EUROPEAN DEVELOPMENT FUND
(Brief No )

25. President Giscard may also raise the subject of the
hiatus in the renegotiation of the Lomé& Convention caused by
ACP rejection of the Community's offer on the size of the new
European Development Fund (FEDF). During the 24-26 May EEC/ACP
Brussels Conference it was accepted by all on the EEC side
that under no circumstances could there be any increase on the
figure of 4,540 mua (£2,951 m) agreed by Ministers during the
Conference as the absolute maximum for the Community. But in
view of the evident determination of the ACP to secure a much

higher figure, the Commission and some Member States may attempt
to reopen the matter,

FOREIGN AND COMMONWEALTH OFFICE
7 June 1979
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THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNHENT
EHG(8)(79)3 COPY NO

EUROPEAN COUNCIL
STRASBOURG, 21/22 JUNE

DRAFT OF A BRIEF ON EUROPEAN COUNCIL FPROCEDURES

Brief by Foreign and Commonwealth Office

Heferences: None

ORIGINS AND STATUS

1. The European Council is not an institution set up by the Treaties
and its formal status is nowhere very clearly defined - partly in
order to preserve its informality of procedures.

2. The European Council was established on a French initiative at

the Paris Summit on 9 and 10 December 1974. The communiqué (text

at Annex A) issued after that meeting said "The Heads of Governmment
have therefore decided to meet, accompanied by the Ministers of

Foreign Affairs, three times a year and whenever necessary, in the
Council of the Communities and in the context of political co-operatiorf

3, The European Council is thus qualified to discuss both questions
which fall under the Tresties and those that do not. It is
theoretically possible for it to constitute itself as a Council

of Ministers and take formal decisions on Community questions. But
hitherto it has preferred to lay down "orientations" (guidelines) and
leave execution to the appropriete Council.

ORGANISATION AND PROCEDURES

4, Under UK Presidency in June 1977 the European Council agreed on
an internal document (text at Annex B) regarding its future
organisation.

5. Succeeding Presidencies, in whose hands the preparations and
conduct of European Councils essentially lies, have generally

/followed
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followed these guide-lines. The pattern of meetings has varied
but has usually included:

a) Initial luncheon meetings.

b) Plenary sessions with simultaneous translation but no
officials present except from the Council Secretariat and the
Presidency (UKRep will provide a plan of the room at the table).
The first such meeting generally remits for further work by officials
the points that may appear in the final conclusions.

¢) Informal discussions over and after dinner, usually Heads
of State and Government and the Yresident of the Commission alone;
and, separately,of Foreign Ministers and the other Commissioners
alone, with "whispered" interpretation only. Frivate Secretaries
are in attendance outside the dinners, sometimes plus one official.

d) Working groups meet after dinner at official level to
consider some or all of the draft final conclusions and/or press
statements. Where officials are unable to agree, the passage goes
forward to the Council in square brackets.

e) A final plenary session (starting with a "family
photograph") as at (b). The Presidency has been known to ask Heads
of Government to work on a draft themselves without prior
preparation by officials.

f) A Press Conference by the Presidents of the Council and
the Commission at which the general results of the Council are
described and commented. The Prime Minster and Foreign and
Commonwealth Secretary can call in a UK liaisor; officer at any
stage if they want to send out a document for comment by UK experts
or seek written advice from them. Up to two other officials can
be brought into the room if needed but it is more usual for Ministers
to consult them outside.

TACTICS

6. Experience has suggested that, although the informal discussions
are well suited to high level meeting of minds and discussions of
broad strategic concepts, very nimtle procedural footwork is required
in the more formal sessions, where the Presidency can vary the pace
almost at will. In particular:

nEﬂ'
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a) The order of the Agenda: unless an item is properly
discussed on the first day it is extremely difficult to get

agreement on a satisfactory decision by the end of the Council;

b) The Council's conclusions: official working group drafts
are supposed to reflect discussion in the Council. The
Presidency Chairman gives his version of that discussion as

a basis for drafting. The Prime Minister and Foreign and
Commonwealth Secretary will wish to ensure that UK officials
know our version.

¢) Follow-up Action: similarly it will not be possible to
get any follow-up action taken on points not included in the
written conclusions.

FOREIGN AND COMMONWEALTH CFFICE
7 JUNE 1979
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(ExTRACT) AMvEx A

THE EUROPEAN COMMUNITIES
TEXT OF THE COMMUNIQUE ISSUED BY THE HEADS OF
GOVERNMENT OF THE NINE STATES OF THE EUROPEAN
COMMUNITY AT THEIR MEETING IN PARIS ON
THE 9th AND 10th OF DECEMBER 1974

1. The Heads of Government of the Nine States of the Community, the
Ministers of Foreign Affairs and the President of the Commission, meeting in
Paris at the invitation of the French President, examined the various
problems confronting Europe. They took note of the reports drawn up
by the Ministers of Foreign Affairs and recorded the agreement reached
by these Ministers on various points raised in the reports.

2. Recognizing the need for an overall approach to the internal problems
involved in achieving European unity and the external problems facing
Europe, the Heads of Government consider it essential to ensure progress

and overall consistency in the activities of the Communities and in the
work on political co-operation. 3

3. The Heads of Government have thercfore decided to meet, accom-
panied by the Ministers of Foreign Affairs, three times a year and whenever
necessary, in the Council of the Communities and in the context of political
co-operation.

The administrative secretariat will be provided for in an appropriate
manner with due regard for existing practices and procedures.

In order to ensure consistency in Community activities and continuity
of work, the Ministers of Foreign Affairs, meeting in the Council of the
Community, will act as initiators and co-ordinators. They may hold
political co-operation meetings at the same time.

These arrangements do not in any way affect the rules and procedures
laid down in the Treaties or the provisions on political co-operation in
the Luxembourg and Copenhagen reports. At the various meetings referred
to in the preceding paragraphs the Commission will exercise the power
vested in it and play the part assigned to it by the above texts.

4. With a view to progress towards European unity, the Heads of Govern-
ment reaffirm their determination gradually to adopt common positions
and co-ordinate their diplomatic action in all areas of international affairs
which affect the interests of the European Community. The President in
office will be the spokesman for the Nine and will set out their views in
international diplomacy. He will ensure that the necessary concertation
always takes place in good time.

In view of the increasing role of political co-operation in the construction
of Europe, the European Assembly must be more closely associated with
this work, for example through replies 1o questions on political co-operation
put to the President in office by its members.

5. The Heads of Government consider it necessary o increase the
solidarity of the Nine both by improving Community procedures and by

3
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o Frior to thg Eurcocen Council tweiing in home at ine enc

ci March, ile Presidency circulated a pzyer (COREU NO. CPE/MUL/:IR
1160 of 23 Farch 1977) which sought to establish points of agrecnent
which had ererged from the correspondence between Heads of Goverrwrnens
zbout the ways in which the orgznisation of Europear Council MEeccinne

mig:t be improved. In the lipght of the discussion at that meeting,

which was followea up by Foreign linisters on 5 fpril, the
following points are uncerstood to represent a generally accepteble
framework for the organisstion of futlure meetings:

3

(A) TYPES OF DISCUSSION
There is general agreement that the European Council) should have boih

(i) Informal exchanges of view of a wide-ranging neiure held
in the pgreatest privacy @nd not desigred to lead to form
decisions or public statenments.

ii) Discussions which are designed to procduce decisions, seitle
guidelines for fuiure action or lead to the issue of public
siatements expressing the agreed view of the Europezn
Council,

It is e2lso recognised that the Europcen Council will sonetimes nced

to third functien, namely to seitle issues outstanding

from discussions at a lower level. In dealing with matters of Comzunity
competlence the European Council will conform to the appropriate
procedures laid dovn in the Community Treaties and other aﬁreements.

(B) ADV.KCE PRERARATION OF Ti.S AGRMDA :

"mal excharges of view, it is penerally apgrced thzt little
ery, althcugh some limited prior clarificsziion
not to be excluded if it would facilitate
“eede of Government should inform each other or the
Presidency, a few cdays beforchand, of the subjects which they will
wish 1o discuss. There is geaerezl agrecomant that there should Lz
ACCOUAate prenare of those discuscions vhich are airad ét rezchine
decisions =50 steiemente, Foreipgn MHinisters should have
responzibil ch r-an?h[ﬁ&?, H L.l could take place in the
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Ccuncil or the Political Coopcration machinery zs appropriate,
and will wish to meet at an appropriate time, and if necessary
to hold a special meeting before the European Council, for this

purpose.

(c) THE ISSUING OF STATEMENTS

It is pgenerally agreed that the Zuropecax Council will wish to make
public its decisions on some subjects or sometimes to issue a '
statement registering a concerted Comnunity opinion on a topic”

‘of international concern. Such statements should not, other than

in exceptional circumstances, be issued without advance preparation.
A list of the subjects on which it is prcpcsed statements should be
jssued should be drawn up 2-3 weeks in pdvance.

(D) THE RECORDING OF CONCLUSIONS

There should be no record of the informel exchanges of viEw between
Heads of Government. For the discussions aimed at reaching decisions
or issuing statements there should be a vritten record of conclusionc
which should be issued on the authority of the Presidency.

(E) ATTENDANCE OF OFFICTALS

There is general agreement that the exchanges of views should be
as intimate as possible and that attendance should be restricted

as at present.
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uﬁoreign and Commonwealth Office

/3014

ms iy Nom

London SWIA ZAH
7 June 1979

Community Budget

In your letter of ﬁlrﬁﬁ?ﬁfnu recorded the Prime Minister's
wish to see a more cogent presentation of the facts about our net
contribution to the Community Budget. I now attach a revised
note, which has been agreed with the Treasury, the FCO and the
Cabinet Office. It combines the two annexes attached to Lord
Carrington's minute of 29 May, incorporates the table of budget
costs but omits the paragraphs in the original two annexes
dealing with resource costs of membership.

The figures used however differ somewhat from those which
the Prime Minister has previously seen. The briefing material
prepared for her meeting on 21 May with Mr Jenkins (and the
original briefing material prepared for her meeting with President
Giscard) was based on earlier Commission estimates which showed
the UK as the second largest net contributor in 1978 if monetary
compensation amounts (MCAs) were attributed to the importing
country. These figures did not allow for the final payment in
respect of 1978 of the refunds which acecrue to the UK from the
transitional budget arrangements established under Article 131
oT the Treaty of Accession. This final refund has only recently
been paid. It applies, however, to the year 1978 and the
Commission has accordingly revised its budgetary figures for 1978
to take it into account: as a result the UK now appears as the
fourth, rather than the second, largest net contributor, falling
behind France and Italy as well as Germany, if MCAs are attributed
in this way. —_—

The new table of budget costs therefore shows the position
in 1978 both before and after the full Article 131 adjustments as
well as the position with and without the inclusion of MCAs. Article
131 adjustments will continue only until the end of 1979. Thereafter
the only mitigating factor on the British budget contribution to
the Community will be the financial corrective mechanism, in so
far as its provisions apply.

I should be grateful to know whether the Prime Minister now
considers the attached note suitable for general use by Ministers,
in which case the Cabinet Office will arrange for its circulation.

\/awg 6I0¢

S

B G Cartledge Esqg
10 Downing Street
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LINE TO TAKE ON OUR BEUDGETARY POSITION
l. The attached table contains the Commission's own figures for 1978. The

United Kingdom is seventh in the list of member states in terms of Gross

Domestic Product per head but these figures show (column 1) that in 1978

we were already the largest net contributor to the Community budget at

943m EUA, or £625 million,

2, The figures in column 3 have been adjusted to attribute MCAs to the
importing country and on this basis we become fourth largest contributor.

But MCAs C'E;E—-E.—Et be treated as budget receipts by importing countries like

the UK and Italy, They are not consumer subsidies because they serve only
as a partial offset to the cost to us of buying food at CAP prices and not

world prices, They allow producers in high cost countries to sell to low
cost countries while getting the same high return as in their domestic market.

3. As the table shows, we benefited in 1978 from the transitional

arrangements (Article 131), Without them we should have been the largest

net contributor however MCAs are treated (column 6).

4, In 1980, when the transitional period has ended, our net contribution
will be well over £1000 (1500m EUAs) and we shall be far and away the
biggest net contributor.

5. The problem is two-fold, First, we provide 172 per cent of the
Community's income this year, and expect to provide 20 per cent next, whereas
our share of the Community's GNP is only about 153 per cent. Second, we
get back in receipts only about 73 per cent of the Budget.

6. The main reason for our low receipts is the CAP, It persistently takes
more than 70 per cent of a growing Budget. Because our agriculture is
small and efficient, less than 5 per cent of this expenditure takes place in
the United Kingdom. We do rather better out of the Regional and Social
Funds, but together they account for only 10 per cent of the Budget.

7. As a result the budget bears no relation to ability to pay. We and Italy
are large contributors, whereas richer countries like Denmark and Belgium

are substantial beneficiaries,
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8. The United Kingdom accepts that greater convergence in economic
performance is primarily a matter of the right national policies. The new
Government is determined to restore the United Kingdom economy. But
Community policies should help those efforts rather than hinde r them. At
present they donot.
9. These inequities are a problem for the whole Community, as well as
for the United Kingdom; until they are removed, the Community will
remain unbalanced, and the c ommitments of Governments to Europe will be
hampered by the effects on public opinion in the countries most adversely

affected. In 1971 the original Six recognised that if unacceptable situations

Lover the Budge}f should arise, 'the very survival of the Community

would demand that the institutions find equitable solutions' (Cmnd 4715).
10, We are not arguing for a juste retour: ie that we should get out of the
EEC precisely what we put in. Nor that member states' net contributions
or receipts should precisely reflect their position in relation to average
Community GDP per head. But we do not consider that it is right for
countries with below average GDP per head to be net contributors to the
Budget.

1. We want an early solution. It is for the Commission to suggest ways
in which the imbalance can be corrected. The impetus will have to come

from the European Council in Strasbourg on 21/22 June.
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RECORD OF THE PRIME MIN STER'S CONVERSATION WITH PRESIDENT
.IBCJ\RD D'ESTAING AT THE ELYSEE IN PARIS ON 5 JUNE 1979 AT 1110

Present Prime Minister President Giscard d'Estaing
Mr. B.G. Cartledge M. Jacques Wahl
M. Christopher Thierry

European Policy

After welcoming the Prime Minister, President Giscard asked

her how she would like to arrange their discussions and invited

her to begin them. The Prime Minister said that she would like

first to explain to the President that there would be two
fundamental changes in the policy of the British Government.

The first would be designed to strengthen the British economy

and the Government would be moving towards the same kind of
policies which had been pursued in France in recent years,

It was essential that there should be changes in the law
concerning the trade unions and these would be made. The
Government had the advantage of a good working majority and

there should be no doubt of their determination to put into
effect the policies for which they had been elected. Secondly,
the Prime Minister went on, there would be a chﬁnge in British
policy towards Europe. The Prime Minister said that she was

the leader of a Party devoted in its philosophy to Europe,
dedicated to the idea of the European Community and determined
to pursue a policy of genuine co-opemtion. In such co-operation
lay the best interests both of Europe and of the UK. There
were, of course, particular problems over which the UK would have
to fight for her interests but this would be done against a
background of committed Europeanism. The Prime Minister
suggested, and President Giscard agreed, that during their
tete-a-tete discussion they might concentrate on European issues,
with the forthcoming European Council meeting in mind, turning to
wider international issues, including that of energy, when
Monsieur Raymond Barre and Lord Carrington had joined them 1in

an hour's time.

/Following
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' Following up her reference to energy, the Prime Minister
said that this was an issue on which there had been a great deal
of analysis but too little work on possible solutions; a great
deal of thought had been devoted to objectives so far as
relations between the consumer and the producer countries
were concerned but very little to the methods by which these
could be achieved. The Prime Minister said that it had been
her particular wish to visit a French nuclear plant during her
brief visit because France had been the first European ccuntry
to take fundamental decisions on energy policy, decisions which

would stand her in very good stead in the future.

President Giscard said that France and the United Kingdom had

a long history of partnership. He would like to speak very
frankly about recent developmentis in their relations. With

Jim Callaghan, President Giscard said, he had enjoyed a good and
easy personal relationship. He had tried to build on to this a
good working relationship but this had not really been possible
since the last British Government had shown no interest in

joint action in Europe nor any faith in the Europear Community.
They had been interested only in unilateral advantage. This

had been the experience not only of France but of the other
governments in the Community, even those who might have sympathised,
because of their Socialist beliefs, with a Labour Government.

The result had been the formation of a kind of front from which
the UK had been excluded. Despite their history as adversaries,
France and the FRG had formed the habit of working very closely
together. President Giscard said that the Germans were easy

people to work with: they were constructive, showed good faith

and kept their promises. There had been no intention on the
part of France or Germany to exclude Great Britain from their
deliberations; indeed, the FRG had tried very hard to bring

Britain in. But, following a series of disappointments, it

had proved impcssible to do this.

President Giscard went on to say that the larger membership
of the Community, soon to grow larger still, introduced difficulties
and complications into its work. The smaller Communiiy members
were inclined to resent the fact that some decisions were,
inevitably, imposed upon them. The larger members did their

best to take account of the legitimate p 'ﬂL and interests of

: xu:r*:,-ﬂ"ﬂr
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‘he smaller countries: but the fact was that important goals
could only be achieved by those countries which had the means

to do so. President Giscard said that he hoped that the United
Kingdom would now be a more active partner in the Community.

Her contribution was badly needed; she had, for example, a

much wider inter national experience than the FRG.

The Prime Minister said that there was a very real determination

on the part of the new British Government to play their full part
in Europe. So far as the Anglo-French bilateral relationship
was concerned, there were things in common between France and
Britain which did not exist as between Britain and the FRG.

This was particularly true in some defence matters, where the
division of Germany created a different dimension in the German
approach. The Prime Minister said that it was her special wish
that bilateral relations between France and the UK should go
well, not just at the time of major meetings but for twelve

months of the year. President Giscard said that his reading

of history and historical biography had impressed him with the

very special nature of the Anglo-French relationshiﬁ: there had
been competition between them for hundreds of years, interspersed
by close links and bitter fights. During the nineteenth century,
the relationship had been characterised by suspicion and irritation.
It was his personal belief that this period was now over:

neither country was any longer competing with the other for
jnternational supremacy, since the period of empire had come to

an- end. Both countries now faced similar problems. Against
this background, it should not be difficult to create an atmosphere
of partnership between France and Britain.

Commenting further on the British approach to the EEC,
President Giscard recalled that the UK had joined the Community
late and had then engaged in a so-called renegotiation; the
result had seemed to be that the UK had never been at ease within
the Community. Having entered under special terms, there had
always been a feeling that the UK was pleading a special case.

/EEC Budget
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The Prime Minister told President Giscard that the present

structure of the Community budget presented the UK with a very
major problem: at the end of the transitional period, the

UK would be making a net contribution of £1500 million.

The Government would like to have some of this money to pay for
domestic tax reductions. The Prime Minister said that she hoped
very much that this gquestion could be given a place on the agenda
for the next meeting of the European Council at Strasbourg.

She had already asked the President of the Commission to establish
the facts. The present situation was a grave embarrassment.to
the Government's efforts to push the case for Europe in the UK;

it was unjust and unreasonable. The UK certainly did not expect
to get out of the Community exactly what she put into it; the
Government also expected to improve the UK's economic performance.
The budgetary situation in 1980, however, would nevertheless be
acutely difficult. A constructive discussion at Strasbourg,
leading to solutions, would be a great help to the Government

in putting the case for Europe to the British people. e

Prime Minister expressed the view that the problems of the CAP

and those of the Community budget could and should be kept
separate; there was also a clear distinction between the CAP

as such and the way in which it was financed. The Prime Minister
said that, as a committed European, she did not wish this one major
problem to dominate the UK's future discussions with her partners
any longer.

President Giscard said that he understood the Prime Minister's

view. He recalled that, in the past, the UK had always supported
higher expenditure by the Community, while asking that she should
pay a smaller share cof it. It was necessary to adjust in both
directions. The Community's budget was now far too lavish;

it was absurd that money should be thrown away on a building of
110,000 sq.m. in Brussels. The French Government favoured a
tight budgetary policy for the Community. They also strongly
favoured the "own resources'" system of calculating the contributions:
import duties paid in Rotterdam should rot belong to the Dutch

but to European trade as a whole. France had apgreed to allocate
1% of VAT revenue to the Community budget but this should be
sufficient.

/Turning




Turning to the problem of the MCAs, President Giscard said
that France was opposed to them and believed that they could be
: e L On. the Cormunity budzet,
quickly eliminated if it were not for the UK and Italian pPoOsS1ITiGUs. T
1979 was the last year in which some of the UK contribution would
be refunded: the guestion was, should this period be extended

further? The Prime Minister said that this would be one possibility.

She showed President Giscard the table of figures, from her
briefs, setting out the UK net contribution in 1880.
President Giscard admitted that there was a problem.

The Prime Minister pointed out that a 50% reduction in the UK's

net contribution would be the equivalent of a 2% reduction in
income tax. She went on to say that the MCAs had never been
intended to operate as they now did: the UK could produce more
food, particularly butter and bacon, very competitively.

President Giscard commented that the agreement reached in Dublin

on the corrective mechanism lasted only until 19789 and the

Prime Minister pointed out that, since it required three years

of balance of payments deficit, it would not operate in any case
for the UK, because of North Sea oil. The .Prime Minister said
that, although the Government hoped that the UK's GNP would grow,
it was nevertheless wrong in the meantime that, with only 15i%
of the Community's GNP, the UK should account for 18% of the
Community's budget.

President Giscard told the Prime Minister that if the UK

wished to ask the European Council to include the problem of the
budget in the agenda for Strasbourg, France would have no reason
to object although, for formal reasons, she would have to consult
the other members. He for his part would be prepared to
circulate appropriate proposals for the agenda and would suggest
to the Prime Minister an appropriate formulation on the budget.
He suggested that there should be, at Strasbourg, a general
discussion of the budget lasting for, say, half an hour, and that
the Council could then instruct the President of the Commission
to establish the facts and analyse the situation; then, at their
next meeting in Dublin, the Council could draw the necessary
conclusions. The Prime Minister commented that the facts had
already been established: they could be laid before the

Strasbourg Council and the Commission could then be asked,
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not for facts, but for ideas on how the position could be
Forrected. President Giscard said that he could agree to this.
The Council could conclude that. a problem existed and ask the

Commission to suggest ways of correcting distortions in the situation.
It would be necessary to work closely with the Germans and to

have discussions with them behind the scenes.

CAP

President Giscard said that France had earned a bad reputation
so far as the CAP was concerned and he wished to change it.
France was the largest producer of agriculiural products in
the Community, although in some areas such as meat and dairy
products she was not the most competitive. France wished to
compete on fair terms. The French Government would, he
repeated, be glad to see the MCAs eliminated but any such move
was blocked by the UK's attitude on the question of a price freecze.
It was difficult for any Government to reduce the prices payable
to their farmers: Chancellor Schmidt had agreed to reduce the
MCAs provided that there was a nominal increase in prices at the
same time. An increase of 2%, for example, would reduce
positive MCAs to zero. It would be possible for the UK to
share this position while opposing any increase ir the prices
of products which were in surplus. President Giscard said he
hoped the British Government could reconsider their attitude on
this matter. France, for her part, had no desire to increase
the surpluses still further and was, indeed, prepared to
contribute to their reduction. France was nevertheless
profoundly attached to the principle of a single market in
agriculture and to the maintenance of a barrier around the
Community against the rest of the world. Although the proposal
was still confidential and he did not wish the press to learn of
it, the French Government was thinking of suggesting
system should be devised in which those countries which
responsible for creating the agricultural surpluses
be responsible for financing them.
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From the Private Secretary 31 May 1979

The Prime Minister has seen the Foreign and Commonwealth
Secretary's minute (PM/79/47), and its annexes, about the
Community Budget.

Community Budget

The Prime Minister agrees in principle that it would be
useful to circulate to Cabinet Ministers and to the Minister of
Transport a statement of the Government's general line on the
Community Budget, supported by factual material. The Prime
Minister has, however, commented that the paper annexed to
Lord Carrington's minute will not, in her view, be understood
except by those Ministers who already know what it is trying
to say. The Prime Minister points out that Chancellor Schmidt
took a great deal of convincing that the facts concerning the
EEC Budget are what we say they are; and he also protested
vigorously that only half a dozen people in the FRG understood
MCAs. The Prime Minister does not consider that the papers suggested
by Lord Carrington are phrased in the most cogent terms or that
they use the most telling figures. The Prime Minister recalls
the table of Budgetary contributions which was provided with the
briefs for her discussion on 21 }May with the President of the
Commission and believes that this, with a few annotations, would
be more useful and effective material for Ministers.

I should be grateful if you would arrange for a revised
paper to be prepared in the light of the Prime Hinister's
comments and for the Prime Minister to see it in draft.

I am sending copies of this letter to the Private Secretaries
to the other members of OD(E) and to Martin Vile (Cabinet Office).

(V) 7a

J

Paul Lever, Esqg.,
Foreign and Commonwealth Office.




Ref: A09669
CONFIDENTIAL

PRIME MINISTER

Community Affairs

Following last week's Cabinet discussion, you may wish to confirm
(in the light of the Foreign and Commonwealth Secretary's minute of 29th May)
g o
that you will be circulating to Cabinet Ministers a simple statement of the basic
facts underlying the Budget problem and a line to be taken in bilateral contacts.

2. The Lord Privy Seal (in the absence of the Foreign and Commonwealth

Secretary) might be invited to report briefly on the 24th-26th May ACP/EEC

Ministerial Conference which was unable to agree on a new Lome Convention.

Although considerable progress was made towards settling other aspects of
the renewed Convention, including trade, minerals, agricultural co-operation,
duration and human rights, agreement could not be reached on the level of the

S
new European Development Fund (EDF). The Community offered a total of

~5107 MUA, justifying this figure on the grounds that it represented the
maintenance in real terms of the present EDE, This was slightly above the
figure we wanted, but most of our Community partners would have been ready
to go higher., The ACP asking figure was 10,000 MUA plus 10 per cent for
new elements in the Convention. Both gides agreed to resume negotiations at a
later date; but our Community partners have agreed that the Commun-ity offer
is non-negotiable and cannot be increased.
e There should be no need for any other Community matters to be

discussed. Though the Cabinet will not take Community Affairs again until
a_f.t_e‘r the 12th June, Foreign Affairs Council, any policy issues arising at that

Council which call for Ministerial decisions should be brought before the

Ministerial Sub-Committee (OD(E)).

o

John Hunt

30th May 1979
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PRIME MINISTER

Community Budget

1. At its meeting onhEEﬂan the Ministerial Sub-Committee on
European Questions discussed a paper by the Chancellor on our
inequitable net contribution to the Community Budget and on the
line which we should take in bilateral contacts with other

Member States. The Lord Privy Seal and I between us intend to see
—-—

the Foreign Ministers of all the other Member States before the
European Council in Strasbourg on 21/22 June, and the Chancellor

and his colleagues will try to do the same with as many of the

Finance Ministers as possible, Annex A summarises the general

fIne we should be taking. Aﬁnex B contains a simple statement
of the facts which we can all use, A fuller statement of the
problem is in the Chancellor's paper circulated as OD(E)(79)7.
The Sub-Committee has commissioned more work on the reasons why

our net budgetary contribution has developed as unfavourably as it
has. This will be helpful for our bilateral contacts and in the
preparatory briefing for the European Council.

2. If you agree I would suggest that you might circulate the
annexes to this minute to all Cabinet Ministers and the Minister

of Transport so that in using any opportunities they may have

with their Community colleagues to reinforce the message they

speak a common line, .

—

e I am sending copies of this minute to the members of OD(E)
and to Sir John Hunt. /fﬂ
=
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The

BUDGETARY POSITION

following line could be taken in bilateral Ministerial contacts:

1. "The Government is committed to the Community and is not
gecking to re-nepotinte the terms of UK membership. But
Community policies have developed in such a way as to produce
an jinequitable and UﬂhﬂCipt’Flﬂ pattern of transfers. In 1971

the original Six recognise at if unaccept situations

/over the Budget/ should arise, 'the very survival of the

Community would demand that the institutions find equitable

polutions (Crnd 4715).

ore the
1elp rather than hinder these

-
- ‘.J - aandda nd e A

xnowledged that at present

asured
is seventh in terms of living standards, as/b; QLP
1et du”;rtary transfer for 1978 was 1625 million,
(EEC Commissi e) after all adjustments
trensitional arrangements are still operating.
Lthe hipghest secol highest contribution, depending on
attribution of MC 1980 when the transitional period has
ended the net contribution will be over £1000 million, and will
exceed Germany's on an ttribution of MCAs.

4. These inequities are a problem for the whole Commun 16y, as
well as for the UK; until they are removed, the Community will
remain unbalanced, and the commitment of Governments to Europe

will be hampered by the effccts on public opinion in the countries
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ANNEX B

UK NET CONTRIBUTION TO THE COMMUNITY BUDGET

Key points and figures for use publiclyi=
1. The net contribution on published Commission figures was £625 million
(943 MEUAs )* for 1978, after all adjustments, even while the transitional
arrangements are still operating but treating MCAs as paid to the benefit

of the exporter.

2. If it were not for the transitional arrangements we should have been

the largest net contributor in 1978 on any basis, however MCAs are

attributed.

3. It will be well over £1000 million (1506 MEUAs)* in 1980 and we shall
be the biggest net contributor after 1980.

4. But we are only seventh in terms of living standards as measured by
GDP per head.

5. It is not eruitable that the Community's policies should mean that
the less well off make transfers to the more well off.

6. On contributions, we expect to pay 17% per cent this year, and
possibly 20 per cent next, though our share of the Community's GNP is
about 154 per cent.

7. On receipts, our share of Budget expenditure in 1978 was only about

7% per cent.

8. The Guarantee Section of the CAP takes about 70 per cent of the
Budget. Less than 5 per cent of this expenditure takes place in the
UK.

*The difference in the treatment of MCAs would bring the £625 million in point
1 down to£151m , and would affect the £1000m figure in point 3, but point 11
below explains why such reductions only partly offset the economic cost of
the CAP to the UK.




9. We got £35 million from the Regional Fund and £63 million from
the Sceial Fund last year.

10. The Financial Mechanism negotiated by the previous Government

in 1975 was meant to mitigate unfair contributions. But it is
inadequate. It works on gross contributions. It lays too much stress
on a balance of payments test. It will work in 1980 to give us £30-40
million net, in respect of the 1979 Budget, and is unlikely to give

us more in future years. (It is to be reviewed by 198%)

11. The net Budgetary contribution is not all. The full economic

cost of UK membership should take account of the gains and losses
through the operation of Community policies in the field of agriculture,
fisheries, and trade. The most important element is the cost of buying
food from the EEC at prices well above those of alternative supplies in
the world market. MCAs are only a partial offset o this cost. This
cost can be calculated but the Community has not so far been willing

to do it.

12. When the UK joined the EEC it was expected that there would be
gains for the UK from trade in manufactures. There has been a significant
increase in trade between the UK and the EEC in both directions.

13. But the net effect on the balance of trade between the EEC and the
UK has probably been negligible. Any benefits from freer trade are
much more than offset by the UK's resource losses, including its

net budgetary contribution.

14. We want an early solution, to relieve public expenditure and
the balance of payments. It is for the Commission to suggest ways

in which the imbalance can be corrected. The impetus will have to come

from the Buropean Council in Strasbourg on 21/22 June.




CONFIDENTIAL
Ref. A09624

PRIME MINISTER

Commumity Affairs

6- You may wish to tell the Cabinet of your talk with Mr. Roy Jenkins,

President of the Commission, at which you urged the need for the Cornmission's
help to get the facts about the United Kingdom's net contribution to the

Community budget established. Mr. Jenkins said the Cnmnussmn was ready

to accept a move from the European Council to propose solutions.,
—rere
Q.—- 2. The Ministerial Sub-Committee on European Questions (OD(E)) will have

had its first meeting on 23rd May. The Foreign and Commonweal th Secretary

might be invited to report. The Sub-Committee considered what could be done

to give substance to the positive approach already expressed by the Government,
and commissioned a number of studies by officials. As foreshadowed in last
week's Cabinet (OC(79) 2nd Conclusions, Minute 3), the Sub-Committee also agreed
a paper by the Chancellor of the Exchequer setting out the facts and proposing a
line to be taken by United Kingdom Ministers in bilateral discussions with our
Community partners on the budget problem before the June European Council,
Lord Carrington will be minuting you shortly seeking approval of the line to take
and suggesting that it should be circulated to all Cabinet Ministers.

23 The Foreign and Commonwealth Secretary might also be invited to assess

the prospects for the 24-25th May final negotiating Conference on the renewal of
the Lome Convention. This Conference will be preceded by a short Foreign
Affairs Council on 24th May designed to finalise the Community's position on a
number of issues still outstanding with the African, Caribbean and Pacific (ACP)
countries. The difficult question of the size of the new European Development
Fund (EDF V) will probably not be settled until the closing stages of the main

negotiation.

g
ks,

(John Hunt)

23rd Mavy, 1979
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Note of the Prime Minister's Conversation with the Presiden:?of

the European Commission, Mr. Roy Jenkins, at 10 Downing Street,
on 21 May, 1979, at 12 noon

Present:

The Prime Minister The Rt. Hon. Roy Jenkins
Mr. Michael Franklin Mr. Crispin Tickell

Mr, B.G Cartledge

After welcoming the President of the Commission, the

Prime Minister said that it would not be necessary to repeat to

him the Government's general approach to Europe, which was

that inherited by the Conservative Party from Mr. Macmillan and
Mr. Heath. There could be no guestion of the UK ever again
standing outside Europe, and the Government was fully aware of
the great advantages which accrued to the UK through her member-
ship of a larger group of nations. The UK would continue to
fight her corner in the Community vigorously, but this would

be done against an overall background of cooperation with her
partners. The Prime Minister said that the EMS posed problems
for the UK since the Government wished to retain a high exchange
rate for the pound farthe time being: the outlook on inflaticn
was not good, and it was doubtful that the UK would be able to
enter the EMS in September, although she would probably be able
to give a demonstration of her good intentions by swopping some
of our gold and dollar reserves for ECUs. The Prime Minister
said that she was not persuaded that the EMS could in itself
bring about the convergence of the EEC economies; this could
only be done by the adoption of convergent policies by the member
governments.

Mr. Jenkins said that he thought that the argument in favour

of UK entry into the EMS in the autumn was that late joiners
were apt to suffer disadvantages, just as the UK had done in
relation to the EEC as a whole. The Prime Minister agreed, but

/ pointed
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. pointed out that no one could have foreseen that the CAP would

have to operate in circumstances of such wide currency differentials,
and of such high levels of MCAs. The structure of the CAP made no
sense in current circumstances. The Prime Minister said that she
did not complain about the fact that, as a result of the UK's lack
of competitiveness in the industrial field, Europe enjoyed
unchallenged access to the UK market for manufactured goods. She
did, however, complain about the fact that in agriculture, where the
UK was so much more efficient than her continental partners, the UK
was denied an equivalent market for her agricultural produce. At
the moment we were losing all ways round, and on fish as well.

The present structure of the CAP could not last, and something

had to be done about it. Mr. Jenkins said that the budgetary

allocation to the CAP was immense: but this problem should not
be confused with that of the structure of the CAP itself. It was
not possible to solve the problems of the Community budget by way
of reforming the CAP, although a further escalation of the cost
of the CAP could and should be prevented.

Mr. Jenkins went on to say that the Commission completely
stood by its commitment to a price freeze for agricultural
products which were in surplus, and wished in addition to do
something about milk by means of the co-responsibility levy.

I1f the cost of the CAP were allowed to escalate further, any
effort to solve the problem of the Community budget would be
neutralised. The Prime Minister told Mr. Jenkins that the UK
would stick firmly to the VAT 1% ceiling. Mr. Jenkins expressed
some doubt as to whether this could in itself contain the cost
of the CAP.

Mr. Jenkins said that everying he had heard from German
sources indicated that Chancellor Schmidt's visit to London had
gone very well: but he gathered that the Prime Minister had found
the Chancellor very hard on the subject of the budget. The
Prime Minister said that she had been astonished to find a

/disposition
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disposition on Chancellor Schmidt's part to argue about the
facts. Mr. Jenkins said that there was good reason to believe
that what the Prime Minister had told Chancellor Schmidt about
the budget had sunk in, and that the Chancellor was now much

more disposed to recognise that there was a problem. The
Prime Minister said that she, for her part, was deeply alarmed

by the budget situation: partnership implied a just and
reasonable deal for everybody, and the UK was not getting one
from her EEC partners. Against this background, it was
difficult to sell Europe to the British people. The Community
approach to fisheries poliecy also hit the UK very hard: without
some give on this issue, as well, it would be difficult to rally
the British people to Europe.

Mr. Jenkins said that it had to be borne in mind that the
UK was operating against the background of the renegotiation
which had produced the present financial terms: there was a
disposition to argue that the UK had made her bed, and should
lie on it. It would be difficult to achieve the necessary
adjustments unless the UK was seen to be co-operative in other

fields. The Prime Minister said that it was important that

Commissioner Gundelach should stand firm on farm prices.

Mr., Jenkins replied that the Commissioner would do so so far

as products in surplus were concerned, and also on the co-
responsibility levy for milk. The Commissioner's concern was

that the UK might destroy his efforts by its attitude to the
co-responsibility levy. It would be a mistake to assume that

all British agriculture was efficient and all continental

agriculture inefficient; in some areas, the difference in efficiency

was in fact very small. The Prime Minister said she could not

have British dairy farmers paying the co-responsibility levy

when less efficient farmers were exempt.

Turning again to the budget, Mr. Jenkins said that it would
be important for the UK to avoid giving the impression that the
budget was the only focus of interest. The first essential,
however, would be to ensure that the budget would be accorded
full and serious discussion at Strasbourg. President Giscard,

whom the Prime Minister was shortly to meet, would not be keen to

= o ] give
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give ground on budgetary matters, and he, as President of the
Council, would have a major say in the Strasbourg agenda.

Mr. Jenkins said that he did not think that it would be
realistic for the BritishGovernment to aim at a solution

to the budget problem in June: the right strategy might

be to aim at achieving a solution by the time of the December
European Council, under the Irish Presidency. The Prime Minister
commented that the first essential would be to secure an agreed
statement of the facts of the budgetary situation. Mr. Jenkins
said that there was no dispute about the broad essentials

of the position; it was perfectly possible to demonstrate what
had happened in 1978, and also what would have happened

in that year under the 1980 rules. The difficult question

was to arrive at an agreed assessment of the impact of the

MCAs. In the UK, the MCAs benefited the consumer and the
Treasury, but worked to the disadvantage of the farmers,

whereas in the FRG the situation was reversed. The Prime Minister

said that, even on the basis of the method of payment agreed
in 1976, ie. that MCAs were paid to the exportimg country, the
UK remained the second largest net contributor to the Community
budget. Mr. Franklin interjected that the UK would, on the same

basis, be the largest contributor if it were not for the
transitional -arrangements. The Prime Minister quoted the figures

in her brief for the net transfers by and to EEC Member States
in 1978 and Mr. Jenkins confirmed that they agreed with his own.

Mr. Jenkins went on to point out that, although it was possible

to be clear about the position in 1978, there were a number of
uncertainties surrounding the outlook for 1980. It neverthe-

less looked as if the UK would remain in net deficit, to the
order of 1,440 million ecus if MCAs were attributed to exporters and
1,040 million ecus if they were attributed to importers. In 1980, the UK would
probably be paying approximately 20 per cent of the Community
budget while accounting for only 15 per cent of the Community's
total GNP.

/ Mr. Jenkins
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Mr. Jenkins said that the collective mind of the Community

had been shifted so far as the issue of agricultural prices was
concerned but was only just beginning to focus on the problem
of the budget. He was bound to say that the approach adopted
by the UK to other Community issues in recent years had not
helped her case on the budget. Mr. Jenkins said that he would
like to offer a word of advice about the position of Italy.
Italy, like the UK, was in deficit so far as the budget was
concerned - although to a lesser extent than the UK - but

the Italian deficit seemed to be more cyclical than structural
and could cure itself within the next two or three years as

a result of other factors. This meant that the
same remedies might not apply to both countries and that it
might be more advantageous to the UK to seek a separate solu-
tion rather than a joint UK/Italian remedy. The Prime Minister

commented that to ask for a separate solution seemed to her

to be a bad negotiating position.

Mr. Jenkins said that the other members of the

Community were antipathetic to the consideration of the UK

as a permanently less prosperous country. They were inclined

to take the view that the UK's lack of prosperity was largely
her own fault; and the argument that the payment of money
across the exchanges, as a result of the budget structure,
actually held back the UK's rate of growth was on the whole
unpersuasive in the Community. It would be better to argue
that the effect of Community policies on the UK should be
looked at overall and for a significant period in fne future,
from which it would be evident that the UK was not being given
a fair deal.

The Prime Minister said that she fully accepted that the

UK could and should be wealthier: but the new Government would
not be able to turn the economy round if they were saddled

/ with a drain
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with a drain of public expenditure resulting from the Community budget.
She was still a little shocked that the basic facts should not
be generally admitted.

The Prime Minister then referred briefly to the dispute
between the Commission and the British Government over the
order given to Harland and Wolff for a British Rail Ferry.
The Prime Minister said that whatever excuses the UK was
obliged to offer, Harland and Wolff would certainly get the
order. Mr. Franklin asked Mr. Jenkins whether he would be

willing to look into the matter with Commissioner Vouel or
whether he thought it better that a British Minister should
pursue it with the Commissioner. Mr. Jenkins said that he
would certainly take the problem up himself but that the
British Government could pursue it with Commissioner Vouel
in parallel.

The Prime Minister then mentioned the Interest Relief

Grant Scheme for offshore supplies. Mr. Jenkins said that he

regretted that this matter had been taken up with the Government
immediately after the Election: but the Commission had been
reluctant to raise it during the Election campaign and Commissioner
Vouel had been determined to put the problems on the desks

of the last Government before it left office. The Prime Minister

said that the Government was watching Mr. Davignon's activities
over steel with some circumspection: they were apprehensive

lest protectionism should enter the industrial sector as

it had the agricultural. Mr. Jenkins assured the Prime Minister

that Mr. Davignon did not have a protectionist attitude.

The Prime Minister asked Mr. Jenkins what the UK could

do to give the Community evidence of its good intentions.
Mr. Jenkins replied that much, but not everything, could be

done by using the right words, as the Foreign and Commonwealth

|/ Secretary had done
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Secretary had done during his first meeting with his European
colleagues. More practically, energy was a field in which the
UK had both the resources and the experience to make a posi-
tive and constructive contribution instead of dragging her
feet as she had done in recent years. Secondly, he was con-
vinced that the UK should agree to a settlement on fish;

the last Government had been very close to one. The Prime
Minister said that she took a very hard line on the fisheries
issue. Fish had been declared a common resource just before
the UK's entry into the Community despite, or because of, the
fact that the UK had the lion's share of the Community's fish-

ing waters and of the Community's fish. When Mr. Jenkins

referred to the possibility that a 12-mile exclusive =zone
combined with a quota system up to a 50-mile limit might pro-
vide the basis for a settlement, the Prime Minister said that

she was opposed to quotas which were difficult to monitor.
There could be no question of allowing Spain to enter the
Community unless a settlement had been reached on fish in

advance.

Reverting to the subject of energy, Mr. Jenkins said

that it was clear that the Economic Summit in Tokyo would be
dominated by energy issues. The Prime Minister said that she

found it hard to see what specific agreements on energy the
Tokyo Summit could reach. She was concerned that the EEC, and
the West as a whole, had never played all the cards which they
held in order to exert pressure on OPEC. Co-ordinated research
needed to be done on this so that the West was in possession

of all the facts which could form a basis of her bargaining
position. Europe's agricultural surpluses, which were a bur-
den in some respects, could turn out to be an asset in the con-
text of negotiations with OPEC. Mr. Tickell commented that

the CIA had produced a study of this subject in 1976.

Mr. Jenkins said that this whole subject wouid be very

suitable for discussion after dinner in Strasbourg.

/ The Prime Minister
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The Prime Minister told Mr. Jenkins that the UK would
need the help of her partners over Rhodesia. Mr. Jenkins

said that the reaction to what Lord Carrington had said on

this subject at his first meeting with the EEC Foreign
Ministers had not been as negative as might have been expected.
The other Governments of the Nine would inevitably take some
time to adjust to the UK's change of policy but the initial
reactions of the French, the Danes and the Luxembourgers had

been mildly encouraging. In response to Mr. Jenkins' question,

the Prime Minister confirmed that the British Government

would not take this issue at a gallop: but the African
attitudes were hardening and this caused her concern. Unless
Bishop Muzorewa and Mr. Sithole were given some encouragement
to make the internal settlement work, the consequences for
Southern Africa could be very serious. The UK no longer had
any basis for maintaining the illegality of Rhodesia's situa-
tion and would need constructive help from others. The Prime
Minister said that she was very firmly of the view that it
was for the people inside Rhodesia to decide on the Government
they wanted and not for those outside the country who wished
to settle the issue with guns.

Concluding the discussion, Mr. Jenkins expressed the

hope that the Prime Minister would find time to pay another

visit to Brussels; the Prime Minister said that she would cer-

tainly hope to do so.

The discussion ended at 1315. E |

21 May 1979




EEC members.
share proiit at
Britain’s expense

By Julie Langdon

A confidential assessment of
the economic effects of
Britain's membership of the
Common Market reveals that
| every other member country of
the EEC is profiting at
| Britain's expense.
| The other eight countries
have all made substantial
financial gains as a direct re-
sult of Britain joining the
Community, according to the
pfMicial analyvsis circulating in
Whitehall and made available
| to the new Government.

The size and scale of the cost
to Britain is spelt out by the
Government document, which

Power to the people, page 2.
French Euro-vole, page 7.

shows that the gains made by
Britain's paritners are equiva-
lent to between half and one
per cent of the UK's Gross
Domestic Product, which last
year was about £140 billions.

The balance sheet of benefits
golng to the other countries
shows a total met gain from
British - membership of £1.343
millions. The figures show that
gach country has made net
benefits not only from the con-
troversial Community budget,
but also from agriculture, fish-
eries, and trade, which have
been of direct assistance 1o
each of their individual
balance of trade figures.

Alone amongst its pariners,
Britain hps lost out on every
score excepl trade—where the
impact of joining the Com-
munity is shown 1o have becn
of litlle financial conses ;1 "nro
The beénefit of more. frie i
far in thr
Community 15

shown to be dwarfed by the
impact of Britain's massive net
contribution to the EEC
budget.

According to Whitehall's fig-
ures, Britain not only became
the largest net contributor tu
the budget last year—making a
contribution three times that
of Germany—but can expect
her net contributions to in-
crease to £1,200 millions next
year. The transitional arrange-
ments for Britain's accession to
Europe end next yvear, and the
fizures show that without this
degree of preferential treat-
ment, Pritain would last vear
have been paying more than
twir» as much as any other
member state, and almost
seven times more than Ger-
many.

It is information of this kind
which no doubt led Sir Geof-
frey Howe, the Chancellor, 1o
express his astonishment at the
1978 budget figures in Brussels
this week, and to describe the
geale of Britain's commitment
as extraordinary.

Sinee the Conservative Gov-
ernment has had a chance io
look at the Common Market
budeet hooks, there has been a
marked toughening in their
publlic comments about
Furope—in distinct contrast to
their attitude when in opposi-
tion.

The analysis of Britain's
position does not, however,
attribule the escalating cost of
British membership mluiy (1]
the phasing out of the transit-
ional arrangements. It points
out that the EEC's financial
arrangements operate to  the
disadvaniage of open econo-
mies with trade outside the
Community, and that becaus
over 70 per coat ofthe c
budget goes on the costly Com-

"lurn to hack page, col. &

pmﬁts
at UK’s

expense

Continued from paze one

mon Agricultural Policy (CAP)
Britzin suffers additionally as
an importer of food.

A further danger for the
| future which has been pointed
'out to the Government is the
impact ¢f the common fisheries
policy—an issue of continued
haggling befween Britiun and
her partners, because nearly

| two-thirds of all fish caught in
| European waters are  within

British fishery limils,

Accaording to British estima-
tions, the other members of
EEC could stand to gain a
direct saving in their balance
of payments ef E£150 millions
because of Britain's participa-
tion in the common fisheries
policy.

There is understandable

| widespread concern among Bri

| tish officials, both in London
and Brussels, at the apcratiun
{ of the Common Market in such
{a way as to make Britain the

{ principal paymasier when it is

| amongst the poorest countries
in Europe.

British officials want to pre-
serve free trade within Europe,
but studies have been carcied
out on the Hkely effect of a re-

| duced role [for Hritain in
Europe. The consequence of
siopping PBritain’s contribution
to the hudzet and of ending °

{ Britain’s pariicipalion in the
Community agrict |I1u|at palicy
hav= both hi‘L n considered.

| In some guarters of 'l.-.hn--

wll it has al '1'.""'1H'||
Iv that I ain should bad

|up ils demands fo 1'5-..&:1;_-0.-: in
the financial structure of the
Community withe.a threat to
iwithhold conteibations to next
year's budget. But this lssi-
ditch move is unlikely to find

{ much favour with Mrs

| Thatcher’s administration.




GUARDIAN ARTICLE HEADLED "EEC MEMBERS SHARE PROFIT AT
BRITAIN'S EXPENOE"

I have seen the article in yesterday's Guardian.
Its general tenor, as I recall it, was that the budgetary
resource costs to the UK of membership of the EEC are at

present inequitable, and require adjustment. This is what

both I and the Chancellor have been saying to our EEC

partners. we regard it, not mersly as a problem for this
country but for the Community as a whole. Unless and
until it is put right, the Community will be unbalanced
and, to some of its members, unfair, and this can't be
good for the Community's future progress. That is why

we are actively discussing with our fellow-members and
with the Commission, how, and how soon, a better balance
can be achieved for the future. But we shall, as I have
repeatedly said, do this as committed Europeans prepared

to play our full part in the Community.

Was this report based on a leaked document?

The topics covered in thq article are thz subject of
constant study and writing of papers, both here and in
other countries and in Brusseis. I am much more
concerned with the substance of the discussion than

with any particular paper about it. In any case I am

not in a position to know as yet whether there has been

a leak. Remember this work was carried on under the

—

previous Government as well as my own.

Are the fipures accurate?

Some of the figures are from published sources.
Others have appeared in various versions and magnitudes,
depending on the assumptions taken by the particular

writer. But broadly speaking they are of the right

——




order of magnitude.

Do you intend to enaguire into the source of this particular
report?

My prime interest is in substance. In substance the
report is merely oﬂe expression of a problem which I and
the Chancellor have already put, in ocur own terms, to
our Community colleagues, and on which we are urgently

asking for their understanding and cooperation.

Background liote

TPhere are not many figures in the Guardian article.

Those which do appear are similar to those in a Treasury
paper. The line of argument in the Guardian closely
————————— e ——————

parallels that in the paper. But there are a lot of

$==_—_-_=='—'
figures and arguments in the Treasury paper which have

not been used and many of the figures and arguments could
have been presented in a much more unfriendly way than in
the Cuardian. It cannot be regarded as certain that the
reporter has had the document, but it does seem likely

that, as a minimum, she has been briefed by someone with

access to it. Sl — —
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Extract from a speech by the Rt Hon Edward HEATH, MBE, MP, (Bexley-Sidcup
at a meeting in the Burnham Grammar School, Hogfair Lane, Burnham, near
Slough, on Thursday, 17th May, 1979.

Over the next three weeks the world will watch Europe making
history. The continent which produced the founders of democracy
will be embarking on a new chapter in its progress.

This campaign is about the future of Europe. It is not a
re-run of the Referendum campaign in 1975. It is not about whether
we stay in Europe or whether we quit our partners. It is a new
step forward in how we run our affairs in Europe. As voters, as a
Party, as a country, we must not allow this election to slip through
our hands. We must give this move forward the best possible
send-off.

As Buropeans we are used to taking the lead in world affairs.
This will be another first Jor Europe. For the first time in
history the citizens of nine indvidual nations will all be going to
the polls together to elect representatives by direct universal
suffrage to one Assembly.

Between the 7th and 10th of June one hundred and eighty million
men and women in Europe will g0 to vote at the same time. In
Belgium, in the Federal Republic of Germany, in Denmark, in France,
in Ireland, in Italy, in the Grand Duchy of Luxembourg, in the
Netherlands and in the United Kingdom people will be voting for
the same purpose. They will choose who will be their four hundred
and ten representatives in the European Parliament for the next

five years.

Issued by Publicity Department, Conservative Central Office, 32 Smith Square, London S5W
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No one of my generation can fail to draw the contrast of forty

years ago. In 1939 we were sliding helplessly into a conflict

that tore Europe apart. Now forty years later we are about to elect

a Parliament that will represent our 'community of interestst.

But this is a time to look forward, not backwards. It is
a time to look at how we can develop and improve, not to cry over
disappointment or missed opportunities. The elections of 7 June
must give to the creation of Burope a new impetus and a new
momentum, They can only do so if the peoples of Europe turn out
and vote for our future in Europe. That is what I and my
colleagues will encourage people to do over the coming weeks.

The ne w Europe didn't just happen. It was created by men
of vision, dedication and determination. It won't just make
progress. That progress will demand the same qualities from us
and from the voters. These elections can be a landmark in the
march forward towards a united Europe. Let us make sure that

we are successful.




Ref: A09572
CONFIDENTIAL

PRIME MINISTER

Community Affairs

You may wish to refer briefly to the useful talks with Chancellor Schmidt

and his colleagues on 11th-12th May.
2 The Foreign and Commonwealth Secretary has already reported to OD
on the informal Foreign Ministers Meeting in Cahors on 12th-13th May but, in

his absence, the Lord Privy Seal may wish to inform the Cabinet. The

Minister of Agriculture might report similarly on the informal Agriculture

Ministers Meeting on 14th-15th May.

B The Chancellor of the Exchequer should be invited to report on the

outcome of the 14th May Finance Council, with particular reference to the
discussion on convergence and budget transfers.
4, Neither the 15th May Social Affairs Council nor the 17th May Energy

Council would seem to call for discussion in Cabinet,

ey

16th May 1979
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Foreign and Commonwealth Office

London SWI1A 2AH

/5 way 1975

THE COMMUNITY BUDGET AND THE CAP

The Lord Privy Sz2al has asked me to let you have a short
note expanding on what he said at the meeting on 11 May between
the Prime Minister and Chancellor Schmidt about the latter's
thesis that our Budget problem could be taken care of by adhering
to the 1% VAT ceiling.

First, the Germans must be assuming that the cost of the
c.a.p. Will continue to grow fast if they expect the ceiling to
be reached in 1981. We would hope that by then, even if not in
1980, the effect of a price freeze on products in surplus and
other measures might contain the cost of the c.a.p. and that
it might even start.to be reduced thereafter (though forecasting
is very difficult because we cannot predict movements of world
prices). Unless other expenditure grew fast, 1981 might there-
fore be rather early for the ceiling to be reached. Even 1981
is too lLate for us.

More important, simply to contain the cost of the c.a.p. by
sticking rigidly to the 1% VAT ceiling has no charm for us as far
as our net contribution is concerned. It would preclude other
expenditure from which the UK might get a major net gain. The
c.a8.p. would continue to eat up 75% of the budget. And since the
Germans are totally negative about changing the "own resources"
system of contributions, we should be left with a net contribution
well above the £1,000 million or more we foresee for 1980.

So the German Chancellor's idea does not help us. The Lord
Privy S5eal thinks that we should instruct Sir Oliver Wright to
explain our views to the Chancellor's 0ffice and the German

Ministries of Finance and Foreign Affairs.
il s

Y G

M J Richardson

Private Secretary to the
SRSt acEsdgelE =g Lord Privy Seal Y

10 Downing Street (Sir Ian Gilmour)
London SW1







From the Private Secretary

MR. VILE
CABINET OFFICE

European Issues
w.s. 79

The Prime Minister has seen your minﬂfé (A09535) to me,
in response to her request for advice on the protocols to the
Bonn and Barcelona Conventions.

The Prime Minister has noted that U.K. reserves on Community
accession to the Bonn Agreement and the Barcelona Second Protocol
have derived from the previous Government's opposition to the
extension of Community competence which accession might entail,
The Prime Minister considers that, as Sir John Hunt suggests, the
Ministerial Sub-Committee on European Questions should review the
U.K. position on this and other similar questions of Community
competence before the June Environment Council. I should be grate-
ful if vou would arrange for this to be done. The Prime Minister
has made the general comment that she sees no reason for being
difficult about Community accession to Conventions to which the
U.K. is bherself a party.

The Prime Minister has noted from paragraph 6 of Sir John
Hunt's minute that, according to the Commission, the U.K. Interest
Relief Grant Scheme is contrary to the E.E.C. Treaty because it
discriminates against offshore equipment suppliers in the other
Member States. The Prime Minister would be grateful for advice
on this question and on how it is proposed the U.K. should react
to the Commission's ruling. I should be grateful if advice on this
point could reach me by 18 May, so that the Prime Minister is
aware of it when she meets Mr. Roy Jenkins on 21 May.

As you know, the gquestion of the Bonn Agreement and the
Barcelona Protocol was raised briefly in OD this morning. The
Secretary of State for Trade made it clear that he wished to
comment on this issue from the point of view of the interests of
the U.K. shipping industry.

B G CARTLEDGE

14 May 1979
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European Issues H/
T

In your letter of 8th May conveying the Prime Minister's comments on

4
Sir John Hunt's minute of 4th May and the accompanying paper you said that the

Prime Minister had asked for advice on the protocols to the Bonn and Barcelona

Conventions. The position is as follows,
—
2. The United Kingdom is at present alone in withholding agreement to
—

accession by the Community to three international instruments dealing with

marine pa]_l-nzlj.ﬂn. They are:
(i) The 1969 Bonn :ﬂsgreement for Co-operation in dealing with Pollution
of the North Sea by Oil.
(ii) The Second Protocol to the Barcelona Convention for the Protection
of the Mediterranean Sea against Pollution.

(iii) The Dsl::r(Dumping Convention (for the North Sea/North East Atlantic).

3. The Bonn and Barcelona Agreements are concerned essentially with
measures to remedy the effects of pollution. They deal with research and
exchange of information, cleaning up arrangements after an incident and reporting
of oil slicks. The Oslo Convention provides for control and licensing of dumping

at sea by ships, aircraft and oil platforms. The United Kingdom is a party to

the Bonn Agreement and the Oslo Convention. The Community at present has

observer status for these agreements, though it is a party to the basic
Barcelona Convention and its First Protocol.

4, Community accession to the Bonn agreement and Barcelona Second
Protocol was proposed by the Commission to give effect to the April 1978
European Council conclusion that the prevention and combating of marine pollution
should be a major Community objective. The proposal to accede to the Oslo

Convention likewise flowed from a Council request (to_which the United Kingdom

assented) for action against dumping at sea. The United Kingdom has maintained

a reserve on Community accession to the first two Agreements since May 1978
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and on the third since the end of 1977. In all three cases accession is supported
by all other member states. We have no difficulties on any aspects of substance.
Our reserves have been because the previous Ministers concerned felt that
accession might entail an extension of Community competence. This risk however
is largely theoretical and could probably be contained by a suitable entry in the
Council minutes.

L The issue will come up again soon, probably at a June Environment
Council, The Prime Minister may wish to suggest that the Ministerial Sub-
Committee on European Questions should review the United Kingdom position on
this and other similar competence questions.

6. The Prime Minister might also wish to be aware of a development on North
Sea o0il which has occurred since the submission of Sir John Hunt's minute. Ina

letter dated 2nd May the Commission notified us that the United Kingdom Interest

Relief Grant scheme (IRG) is contrary to the EEC Treaty because it discriminates

—

against offshore equ:}.pment suppliers in the other member states. The timing of

this decision was politically inept but it was not unexpected, The IRG scheme
has been under scrutiny by the Commission since 1976 and its legal validity under
the Treaty has long been in doubt. We have two months to comply with the
Commission's decision.

Ts Three other aspects of our North Sea oil policy are being scrutinised by

the Commission: the requirement for oil and gas to be landed in the United

Kingdnm.z the operations of the Offshore Supplies Offi c&,{ and the rule that United

Kingdom Continental Shelf licensees must have their central management and
control in the United Kingdnm.’ The Commission has shown considerable
understanding of the political sensitivity of North Sea oil in the United Kingdom
and has made genuine efforts to find a mutually acceptable solution to these
problems. Mr., Roy Jenkins has in the past discussed it with the Prime
Minister's predecessor. It will be desirable for the new Secretary of State for

Energy to follow this up with the competent Commissioner. These are all issues

which the Ministerial Sub-Committee will need to consider during the next few

weeks,
———
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8. I confirm that arrangements are being made to ensure that those directly

concerned with the other issues on which the Prime Minister has commented are

made aware of her views.

v,

-

(M.J. Vile)

11th May, 1979







Ref: A09513

CONFIDENTIAL

PRIME MINISTER

Community Affairs

The Foreign Affairs and Agriculture Councils met on 8th May; the
United Kingdom was not represented at Ministerial level for obvious practical
reasons, The Foreign Affairs Council was mainly concerned to settle the
outstanding elements in the Community's line for the 24th~25th May final

negotiating conference on the renewal of the Lome Convention, Despite

progress on some questions in the Council a number of issues still remain

to be resolved, including United Kingdom reserves on minerals and Stabex
products. It is hoped to clear these questions interdepartmentally without
collective Ministerial discussion. The Agriculture Council took no decisions
which merit the attention of Cabinet,
2. The following events will take place before next week's Cabinet:-
10th=12th May Visit of Chancellor Schmidt and other German
Ministers
12th=13th May Informal Foreign Ministers Meeting (mainly
devoted to political co-operation questions,
but may touch on the new European Development
Fund for the renewed Lome Convention),
Finance Council (at which the Chancellor will
start pressing the case for a reduction in our
net contribution to the Community budget).
14th=-15th May Informal Agriculture Ministers meeting (which
will discuss the 1979-80 price fixing
arrangements,
Social Affairs Council

Energy Council
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3. The Foreign and Commonwealth Secretary might be invited to report

on the approach he proposes to adopt at next week's informal Foreign
Ministers meeting, which will provide the first opportunity for him to bring
home to his colleagues both Britain's commitment to the Community and our
determination to pursue our convergence and CAP objectives.

4. Similarly the Chancellor of the Exchequer and the Minister of

Agriculture might be invited to outline their approaches to, respectively,

next week's Finance Council and informal Agriculture Ministers meeting,

though I have explained in a separate note why this is not a suitable item

for taking substantive decisions where papers are required,.

e/

John Hunt

9th May 1979




Ref, A09511

PRIME MINISTER

Cabinet: Foreign Affairs and Community Affairs

The Foreign Affairs item is, as you know, normally included on all

Cabinet agendas in order to give the Foreign Secretary an opportunity of keeping

his colleagues up to date with important developments. This is essentially a

"for information" item and I will not normally provide you with a brief for it,

If the Foreign Secretary is seeking decisions he will normally circulate a paper

either to the Cabinet or to the Defence and Overs ea Policy Committee,

2. The same principle ought to apply to the Community Affairs item, i.e. it

is a "for information'' item, Ministers other than the Foreign Secretary are

however involved with European matters and there is always the risk that some

Minister will try to bounce through a decision on something which has not been

properly discussed with the Foreign Secretary and on which the Cabinet has no
paper before them. I am sure you will want to resist any such tendency. We
normally provide you with a short brief on the Community Affairs item so that

you may have some idea of what is likely to come up.

b/

(John Hunt)

9th Mavy, 1979




NOTE FOR THE RECORD

CONVERSATION BETWEEN THE PRIME MiNISTER, THE FOREIGN AND
COMMONWEALTH SECRETARY AND THE LORD PRIVY SEAL IN 10 DOWNINC. STREET
ON 8 MAY 1979 AT 1230

EEC Budg& L

The Prime Minister said that the preesent situ: was

unreasonable
v

towArds ‘ehangin
calculation
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From the Private Secretary _ 8 May 1979

EUROPEAN ISSUES

The Prime Minister has seen and considered Sir John Hunt's
minute (A09460) of 4 May about European issues, covering a paper
prepared by officials for incoming Ministers on main current
Community issues, May to July. The Prime Minister has made the
following comments on these papers:-

(i) On EMS (paragraph 3(a)), the Prime Minister has
expressed doubt as to whether the concept of a zone
of monetary stability in Europe can be achieved by
a currency system. She does not believe that this
would be possible unless all the underlying policies
of each country are right.

On paragraph 3(b), the Prime Minister has said that
she would be grateful for advice on the protocols
to the Bonn and Barcelona Conventions. I should
be grateful if you would arrange for this to be
prepared as soon as possible.

The Prime Minister has expressed agreement with
paragraphs 4 and 5 of Sir John Hunt's minute.

The Prime Minister has raised the general guestion
of whether it. should not be possible to go right
back to the Treaty of Rome itself. She has
commented that fish should never have been made

a common resource: this is quite wrong and the

UK is unlikely to get a satisfactory solution
unless it is changed.

On paragraph 16 of the official paper, concerning
the CFP, the Prime Minister has commented that she
would like to have a 50-mile exclusive zone, which
is much simpler than having to monitor two zones of
12 and 50 miles respectively.
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o

On paragraph 26 of the official paper, the Prime
Minister has commented that she would be reluctant

to attend the signature of the Greek Treaty of
Accession in Athens on 28 May.

I am not copying this letter elsewhere but I should be
.grateful if you would ensure that those directly concerned with

the issues on which the Prime Minister has commented are made
aware of her views.

M.J. Vile, Esq.,
Cabinet Office.
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BRITAIN AND THE EEC

1. TODAY’S DUBLIN NEWSPAPERS ALL CARRY FRONT-PAGE REPORTS

CF REMARKS wHICH THE TAOISEACH MADE TO HEWSMEN IN CORK ON & MAY
AT A PRESS CONFERENCE TO INTRODUCE FIANNA FAIL CANDIDATES FOR THE
FORTHCOMING EUROPEAN ELECTIONS. THERE 15 NO TEXT GF MR LYNCH’S
REMARKS. '

2 HE 1S REPORTED TO HAVE SAID THAT WITH HINDSIGHT IT APPEARED
TO THE IRISH GOVERNMENT THAT GENERAL DE GAULLE WAS RIGHT N 1261
IN VETOING BRITISH MEMBERSHIP OF THE COMMUNITY BECAUSE

OF DOUBTS ABCUT THEIR DEDJCATION TO THE EURCPEAN |DEAL. HE THOUGHT
THAT 1T WAS TIME THAT THE BRITISH GOVERNMENT DECIDED WHETHER OR
NOT THEY WISHED TO MAINTAIN THE |IDEA OF EURCGPEAN UMITY AND HOPED
THAT THE NEW GOVERNMENT WOULD SHOW A MORE QUTGOING ATTITUDE TO THE
COMMUNITY THAN HAD BEEN THE CASE IN THE LAST TWO YEARS .

BRITISH COMPLAINTS ABOUT THEIR CONTRIBUTION TO THE EUROPEAN BUDGET
wERE EEEE&LLEIlE- THe BRITISH PRESENCE I[N -THE NORTH WAS COSTING
THEM £1,288, MILLION A YEAR. IN VIEW OF THIS THEY APPEARED TO

BE MAKING A LOT OF NOISE ABOUT THE £602 MILLION WHICH THEY CLAIMED
THEY WOULD BE PAYING TO THE COMMUNITY IN 1988. CLAIMS THAT THEY
wiLL SOON BE THE GREATEST NET CONTRIBUTORS TO THE COMMUNITY

BUDGET IGNORED THE BENREFITS OF MEMBERSHIP TO ERITAIN PARTICULARLY
THOSE ACCRUING FROM MCAS, BECAUSE OF HER INSISTENCE ON MAINTAINING
A CHEAP FOOD POLICY BRITAIN WAS BENEFITTING TO THE EXTENT CF £1
MILLION A DAY BEING PAID BY OTHER EEC COUNTRIES EXPORTING TO BRITAIN.
IN GENERAL THE BRITISH HAD BEEN DRAGGING THEIR FEET IN RELATION

TO MANY ASPECTS OF THE COMMUMITY, PARTICULARLY THE CAP. THIS WAS
NOT A FULLY REALISTIC ATTITUDE AS COMMUNITY MEMBERSHIP INVOLVED BOTH
EENEFITS AND OBLIGATIONS.

FCO PLEASE PASS SAVING ALL EEC POSTS

STAPLES [REPEATED AS REQUESTED]
FCO/WHITEHALL DISTRIBUTION
RID RESTRICTED




CONFIDENTIAL
Ref, A09460

PRIME MINISTER

European Issues

The new Government faces both a challenge and an opportunity in Europe -
a challenge because it has a number of difficult negotiating objectives (not all that
dissimilar from those of its predecessors) in respect of our contribution to the
EEC Budget/ a freeze on farm prices,/ etc.: and an opportunity because a greater

——
commitment to Europe expressed publicly and in direct contact with our partners

will ensure a more sympathetic hearing.

& The attached paper sets out the main issues which will need early
discussion and on which fuller Departmental briefing is of course being submitted.
On agricultural prices for 1979-80 there will be meetings of the Agriculture Council
probably coming to a crunch at the end of June; and "Convergence', which from
our point of view means our net contribution to the Community Budget, will be a
key subject for the European Council on 21st-22nd June. The Government will
therefore need to take an early decision on how it is going to play its hand.

3. Tactics will be very important. There are a number of areas where we

could show a more forthcoming attitude without any detriment to our substantive

negotiating objectives. For example -
(a) EMS: even if the new Government does not want to take an early decision

on joining the exchange rate mechanism, we can deposit 20 per cent of
— ——— —

our reserves against the issue of ECUs. This would cost nothing in

practical terms but would be an important gesture of support for the EMS

e —

e and would be confirmation of an open-minded approach to the concept of

a zone of monetary stability in Europe consistent with the mainstream of

Community development.

(b) There are a number of issues which are not intrinsically of great importance
r-ll'

but where the United Kingdom is blocking otherwise unanimous Community
e —

decisions simply because they imply an extension of the Community's role,

These include a number of maritime and environment matters, such as

signature by the Community of Protocols to the Bonn and Barcelona
Conventions. AS AT (lu'/‘"‘(“_ - ———
- g
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We are in dispute within the Community on certain state aid questions
which the new Government's attitude to subsidies would make it easier
to resolve.

Energy in particular is an area where our favourable situation leaves room
for us to play a more co-operative role within the Community without
any sacrifice of our vital interests in relation to North Sea oil.

4, The fact that, in the last two or three years, the mood of the Community
has changed and there is less emphasis on supranationalism, and a greater

-

readiness to accommodate different national requirements, makes it easier for

m—
us to move on all these fronts.

5. But it would be wrong to do so without regard to the value of such moves
in relation to our major objectives on the CAP and the Budget. The last thing
we should do is to give the impression that the United Kingdom is now a soft touch,

or to arouse exaggerated expectations. On the fishcriegissue, for example, we

have important interests to defend, although there are strong arguments for seeking
an early settlement to safeguard fish stocks and before Spanish entry to the
Community. The timing of moves on those matters where we could be
forthcoming will need very careful consideration in relation to the sort of
response we are getting from other member Governments on issues of crucial
importance to us.,

6. Ministers may feel however that there is a strong case for an early

#
statement in Parliament and possibly in the Council, which would set a new tone

from the outset and establish a momentum towards solving problems rather than

digging into opposing trenches. This could be based on Chapter 6 of the Manifesto
showing a genuine wish to co-operate with our partners combined with firmness
on matters which are of real importance to us,

Ta Copies of the attached paper, but not of this covering minute, are being
given to the Foreign Secretary and other Ministers concerned with European

questions.,

(7N
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EEC : SURVEY OF MATN CURRENT COMMUNITY ISSUZS : MAY TO JULY

INTROTUCTION

1. This paper sets out the major issues which will be discussed in the
Community during the summer and or which Ministers will need to take
positions. The issues will be dealt with in more detail in departmental '
papers. Ministers may however find a tour d'horizon useful since effective
negotiation in the Community requires a ‘coherent policy across the whole
range of Commmity questions. The policy priorities need o be set clearly
and pursued consistently; and negotiating capital saved for issues which
are of real importance to British interests.

2, Our main concerns are the related problems of the UK contribution to

the Community Budget and the excessive cost of the Common agriculéa;;l
Policy. Boih will be live issues in the next two months., The Commission
have proposed a price freeze for 1979/80 as the beginning of an attempt to
eliminate agricultural surpluses and this awaits decision in +he Agricultural
Council (paragraphs 12 to 15 below). The European Council on 21/22 June will
as usual be a focal point for discussion of the main Community and world
issues. There will be contirmmed discussion of 4‘he impact of the Communi ty
Budget on the economic performance of individual Member States (paragraphs 6
and 7 below). As this will be the first European Council after the general
elections in the UK and Italy and probably with a new Government in Belgium
as well, it could be an important opportunity for a new look at

this problem, though a single meeting is unlikely to prove a decisive
turning voint.

3. The B¥S (paragraphs 9 to 11 below) and the Common Fisheries Policy
(paragraphs 16 to 18) will also require decisions in the period. In other
areas of less importance (eg certain envirornmental and maritime proposals —
see paragraph 22 below) there are outstanding UK reservations which are
preventing azreement, -

4. The Cormumity as a whole has other preoccupations: the generzl economic
situation (likely to be discussed at the Furopean Council in the contert of
preparations for the Tokyo Summit on 28/29 June), enlargement (paragraphs 26=30)

1
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below), and the Direct Elections to the European Assembly on T=10 Junes
the Community will be running a short campaign to give these elections
publicity and other Member States will watch with close interest the
line taken by the Government and iis supporters in the campaign.

5. Against this background, and the forthcoming programme of Community
meetings requiring Ministerial attendance (at Annex), the paragraphs which
follow outline the state of play on the main problems.

THE COMMUNITY BUDGET AND CONVERGENCE

6. The latest Commission figures show ti:.a.t, on the interpretation of the
‘figures which we favour, our net contribution in 1978 was £747 million -
the largest net contribution to the Budget. (The figures d.:p;;d on the
treatment of monetary compensatory amounts (MCAs) on which there is an

unresolved d:n.spute, but even on the 'bas:n of the least fawvourable

interpretation the UK emerges as the second largest net contributor. The
problem can aH get worse as long as 75 per cent of the Budget goes on

the _Gil‘; In our view ihe less prosperous Members of the Community should
not be significant net contributors to the B'u.ﬁ. The immediate UK
interest is to secure acceptance of the principle that net resource
transfers resulting from Community policies, taken as a whole, should
contribute to convergence by being properly related to the relative economic
strengths of Member States. Once this principle is secured, and its
application to the UK is accepted, there are a variety of ways in which the
alleviation of the UK budgetary burden can be sought,

T. Though some progress has been made in getiing the rest of the Communi ty
to accept that a problem exists, there is still great resistance to doing
anything about it from all except the Italians, who have been useful allies.
The task for the UK at the June European Council will be to get agreement

—

that a problem exists, that a specific solution is required in terms as

close as possible to those in paragraph 6 sbove and that a2 mandate be given
el

to the Commission to make proposals for remedial action in time for decisions

at the December European Council. Before then, meetings of the Finance and

Foreign Affairs Councils will provide opportunities for discussion of this

question and for a statement of UK policy.

2
CONFIDENTIAL
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EUROPEAN MONETARY SYSTEM

8. This is a2 major issue in its own right which Ministers will wish %o
consider carefully. The EMS started on 13 March 1979. The UK does not
participate in the exchange rate and intervention mechanism but does
participate in other aspects, notably the introduction and develooment of
the ECU (the European Currency Unit, a basket unit comprising weighted
prngg;;;ons of all Community currencies), the expansion of the E;;Ezsityfs
medium term credit facility and the long term goal (scheduled for two years
after the start of the system) of the creation of a European Monetary Fund.

9. An early question the UK faces is whether to deposit 20 per cent of
cur gold and dollar reserves with the Eurcpean Monetary G;:;peraiinn EEEE“
in return for which we shall receive ECUs. We can do this at any time, but
if an affirmative decision is taken there would be political advantage in
making these deposits at the earliest moment since this action would help
to confirm that the UK does have a commitment to the EMS even though we are
not participating in the exchange rate mechanism.

10. The EMS will be discussed at the Finance Councils on 14 May, 18 June
ﬁ-_

and 16 July. ' In September 1979 there will be a review of the functioning

—m

of the divergence indicator, an aspect of the EMS which has been considered

to be of particular importance to the UK in that it is a way of putting
pressure on sirong currencies corresponding to the pressure weaker currencies
experience in using reserves to maintain their levels within the margins,

The review provides a natural occasion for re—examination of the question of
UK participation in all aspects of the EMS.

COMMON AGRICULTURAL POLICY (CAP)

1l. The immediate issue for Ministers will be the Government's attitude
towards the Commission's proposal for a price freeze for 1979/50. Negotiztions
have been suspended during the United Kingdom Election. In the meantime
various changes have been made in "green currency" rates, including 2 5 per
cent devaluation of the Green Pound,

-
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12. Currency fluctuations and the measures taken to operate the CAP in
spite of them = green rates and monetary compensatory amounts — mean that
prices in national currencies have diverged markedly from the agreed
'common' price. German prices, the highest, are now some 30 per cent

S——
higher than UK prices, the lowest. High common prices, exacerbated by

even higher German prices, inevitably produce surpluses and increase the
United Eingdom contribution to the budget and the resource costs of importing
food, The United Kingdom's interest, as far as the CAP itself is concerned,
is to reduce the cost of the CAP and to eliminate structural surpluses.

13. The United Kingdom can secure a price freeze if the Commission stands
firm on its proposals and the United Kingdom refuses to accept any increase,
since the Council may change the Commission's proposals only by unanimity.
If the Commission were to yield to pressure from other member states for
price increases, and change its proposals, the Council may then accept

them by a qualified majority and the United Kingdom might have to invoke
the Luxembourg Compromise to assert a right of veto in order o enforce a

freeze. The freeze is not generally popular. Italy still supports it in
a rather half hearted mammer but may well allow itself to be bought off.
The countries with positive MCAs, Beneluxr and Germany, are determined not

to agree to a fall in their agricultural prices in their own currencies.
They therefore insist that only a price increase will enable them to begin
to dismantle their MCAs, Dermark and Ireland who effectively have no MCA
might accept a freeze on products in surplus (milk and sugar = perhaps-

cereals). France is anxious for some price increase, not least as a method

of securing some reduction in positive MCAs,

14. The next Agriculture Council is scheduled for 8 May (but not to deal
with prices). There is 4o be an informal Council mm from 14=15 May
at Perpignan, and the next Council is fixed for 18 June. It ism:
thmm Council meetings will be added in order to speed up the
price fixing, Meanwhile, pﬁces remain fixed at last yeaf's level.

COMMON FISHERIES POLICY (CFP)

15. The immediate problem is on conservation measures. HMG must decide

whether to implement certain conservation measures which have already been
announced in Parliament 2= coming into effect on 1 June but which may well -

4
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. ‘be challenged in = the Community. Conservation is also likely to be a
prominent aspect of the next Fisheries Council which will probably be

during June. Three UK national conservation measures taken in 1978 were
challenged by the Commission and are now before the European Court and
generally the UK's freedom of manoceuvre on conservation is narrowing.

16. On the generel internal regime for a modified Common Fisheries Folicy
there have been long and inconclusive discussions. The UK's principal
Q,A’ requirements in the areas in dispute have been: virtually exclusive access
\{ A f’u_ for UK fishermen within 12 miles of the entire UK coastline; preferential
Jaccess for UK fishermen i w wide areas beyond 12 miles; an adequate
‘*" A M\. conservation regime including the residual right to take national measures;
"P.\V a greater percentage allocation of catch quotas than is envisaged under
, the present Commission proposal; and a preferential share of any growth in
fish stocks. The question of preferentizl access is the mos'i: diffienlt.
The Eight and the Commission argue that the UK d;ﬂ:, particularly beyond
12 miles, are in conflici with the principle of equal access accepted by
. the UK (with temporary derogations) in the_ Treaty of Accession. The gt
Community has been waiting for a general election in the UK and may now =
hope for a new approach from HMG.

0.,.1..-.
17. The Commmity's u:terna.l fisheries regime is umlikely to presmt
critical problems in the period. Anmual arrangements on reciprocal fishing
access have been concluded for 1979 with the other countries concerned,
notably the Faroes, Norway, Sweden and Spain., EHowever, the UK has withheld
its agreement to the signature of longer term framework agreements with
third countries pending progress on the intermal regime. The Govermment
will need to decide whether to meintain these reserves and more generally
the extent to which parts of the CFP package should be linked.

IRDUSTRIAL, HEGIONAL AND INTERNAL MARKET QUESTIONS

18. Attempts to set up a general Community industrial policy have been
unsuccessful but the similarity of problems throughout the Commmnity has
led in particular sectors to a readiness to find some common policies. On
steel, there is in operation a regime for trade between the Community _;ax_z_ﬁ._
third countries. A draft Decision determining the conditions under which
aids to the steel industry may be granted is opposed only by the UK and

3
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Italy and there will be pressure to agree to a steel aids decision before

.the summer . The Commission are pressing for the adoption of guidelines for
a Community policy on textiles. For shipbuilding the Fourth Dire ctive agreed

in 1978 sets out the conditions under which aids can be granted . The Commission
has raised difficulties over certain proposed aids to British wders and
Harland and Wolff , andhas not approved a renewal of the Intervention Fund.

It is also still considering whether the last Government's proposal for

an Employment Development Aid is compatible with competition policy .

19 . The Community's funds for non—agricultural purposes are still small
but there is an awareness of the imbalance in the pattern of Community
spending. The Regional Development Fund has recently been increased to

approximately £600 million for 1979 and may be further expanded in the

—

Jr—
context of enlargement. The Social Fund, which aims to alleviate unemployment

by supporting training schemes, will dispose of some E'.EDG million :Ln 1979.
On both these Funds, we receive a higher share (27 per cent of the Regional
Fund and 20-=315 per centof the Socid F‘und] than our share of contributions.
Proposals for concerted action to combat unenplnyment (such 2s a.n agreement
on shorter working hours) have been d:.scussed but there is 11ttle gign of
early Community agreement. Other schemes are under discussion including

a fund for industrial restructuring, =a fund for transport infrastructure
and a subsidised lﬁfm scheme for projects of Community interest. If

these or other schemes are pursued we need to ensure that the eriteria
will benefit the United Kingdom eg by focussing on the United Kingdom's
regional problems and the economic disadvantages of our peripheral location,

ageing infsastructure and high concentration of declining industries .

20, Progress towards the completion of the common market through the

elimination of non-tariff ba.rrier_a; has been slow but could be accelerated

—

) " R ]
if there were a common political will to achieve results . The United

“Kingdom has stimulated proposals for progress towards a genuine common
market in fields where United Kingdom industry is likely to prove competitive
eg insurance and motor vehicle components; but has in general shown an aversion

to "harmonisation" proposals (under Article 100 of the EEC Treaty) which
have not always been justified in terms of their beneficial trade effects.
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. 21. There are a number of proposals in the envi_rghm::ental and maritime

fields on which the United Kingdom has reserﬁés, ﬂ;céuse of their possible
implications for the "competence"™ of the Community although they do not
raise matters of significant practical importance for the United Kingdom.

These include proposals on aircraft noise control, ship inspection, and

—_— — =

Community Accession to the Bonn and Barcelona Marine Pollution Conventions.

EURATOM

22. A discrepancy exists between the extensive powers accorded to the
Commission in certain areas of the Euratom Treat;-;;E-%he limited role it
actually plays in nuclear trade. European Court judgements have confirmed
that the provisions of Chapter.zz of the Treaty remain in force even though
unused . The United Kingdom has argued that Chapter VI of the Treaty should
be amended as provided for in the Treaty itself. We E;;; also argued that
responsibility for non—proliferation controls and conditions applied to nuclear
trade within or outside the Community should remain in the hands of Member
States. French views on these points are similar and they have been taking
the lead. Opposition can be expected, particularly from some of the smaller
Members. Discussions on non- proliferation is expected to begin in political
co—operation in May. Commission proposals relating to Chapter VI of the
Treaty itself are also expected soon. Discussion will also continue

of a mandate for the Commission to negotiate a safeguards agreement which will

enable deliveries of Australian uranium to be made to the Community;

our own bilateral agreement with the Australians will also need to be

authorised by the Commission.

ENERGY
23. The Community has had great difficulty in moving towards its consistently

stated objective of a common energy policy despite the pressures of a
turbulent world energy situation . The significantly different energy
endowments and different economic strengths and weaknesses have made agreement
very difficult. Our relatively strong energy situation gives us something
potentially to contribute; others would welcome 2 lead , but up to now we have
shown greater concern to avoid encroachments on our national competence.

At the last meeting of the ceunmrs (Energy) on 27 March, the
main emphasis was put on the naticnal energy programmes ©f Members States .
The Community's role was seen as agreeing common ojectives, for example on
reduced dependence on imported oil; comparing national energy programmes and
their adequecy %o meet these objectives; and considering whether there are any gaps

7
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wiich might usefully be filled by Community zction . In line with this approach

the Council commissioned a study of national policies; work on a long term outloo
for world oil supply; and work on the development of Community coal policy (whic
couléﬂg;;efit the United Kingdom provided the terms aré,;;ght). There is likely
to be a short meeting of Energy Ministers on 17 May to consider the difficult
oil supply situation resulting from the Irani;;-E;;Eis, but the Council will

return to the main questions of Community energy policy on 25 June and
Ministers will wish to reassess the United Kingdom line .

24. An issue on which an early decision is likely to be required by Ministers
is the handling of our Interest Relief Grant (IRC) Scheme for offshore supplies .

We know that the Gummlsalan have already apprnved in principle a Decision
requiring us to abolish the scheme although they have not yet formally
communicated this to us (because of the General Election). If we do not comply
with the Decision we would risk being taken to the European Caurt (where

we would be likely to lose). The Commission have also queried other important
aspects of our North Sea policies = the requirement under which all North Sea
0il must be landed in the United Kingdom unless a specific exemption is granted,
the policy of ensuring that British industr;TEGEFTEEHEfEEEfTair opportunity "

to compete for North Sea business; and the requirement for United Kingdom
Continental Shelf licences to have their central mapggement and control in

_-_\_‘_‘—"———.
the UniEEE_K;pgﬂqE; A further approach can be expected from the Commission
after the Election.

- ENLARGEMENT OF THE EUROEPAN COMMUNITY

25. Although there are still some questions to be resolved which are sensitive
for the United Kingdom, the negotiations for the enlargement of the Community are
generally proceding satisfactorily.

26. The Greek negotiations have been virtually completed and signature of
the accession Treaty is due to take place in Athens on 28 Max The

Prime M inister and the Foreign and Commonwealth Secretary have been invited
to attend). Greece is likely to enter the Commmity on 1 January 1981. There

will be a transitional period of five years (seven in certain sectors, eg the .

free movement of labour).

27 « Negotiations with Portugal began formally in October 1978, but the main
substance will not be tackled before the summer break and is unlikely to

be settled before the end of 1980. This suggests signature of a Treaty in
1981 with accession perhaps on 1 January 1983. Since the Portuguese economy

is weak a transitional period of ten years in some sectors may be necessary.

8
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28 . Spain with a population of 36 million presents larger problems than Greece

TR, :
(population 9.1 million) and Portugal (9.7 million). The Spanish market
has so far been relatively protected from EEC industrial exports which can
therefore expect to benefit from Spain's accession. On the other hand

there will be problems for Community producers of Mediterranean agricultural

—

products , and on textiles and fisheries . The negotiations with Spain
— —
opened formally in February with the substantive phase due to start after
the summer break . Spain might enter the Community together with Portugal

in 1983 with a transitional period of perhaps eight years.

29, Fears have been expressed on the effect which enlargment will have

on the workings of the Community's Institutions. It will be more difficult

to reach a consensus on certain matters with 12 members than ine; and the
Community will have three new official languages . The risk of stratification
of the Community into more and less prosperous members may be increased. The
Committee of three Wise Men, including Mr Edmund Dell, is looking into some
of these problems and is due to report in the Autumn.

EXTERNAL RELATIONS

30. The Community?'s external relations cover a wide field of economic

activity , but give rise to few major immediate problems for the United Kingdom.

Now that the GATT Multilateral Trade Negotiations (MI'Ns) have been initialled
et |

by the main participants (though not yet by the development countries), the

maih item on the Community's external agenda in the coming months concern

the re-negotiation of the ILome Gonvention and the Community's policy at

the May meeting of UNCTAD V. Also under active discussion are the Community's

e e il

relations with Japan, Yugoslavia, Turkey, CMEA and China. Later in the year
g EEESEE
decisions will be needed on the post 1980 Generalised Scheme of Preferences (GSP)
and on the lending commitments of the Buropean Investment Bank (EIB) after
1981.

31. Under the present Lome Convention 57 African, Caribbean and Pacific ACP)
states (which include 27 Commonwealth countries) enjoy an adventageous aid and
trade relationship with the Community. This expires in March 1980 and a
successor agreement is currently under negotiation. The final Minieterial

conference to settle its terms is due to be held in Brussels on 24/25 May. The
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. last Foreign Affairs Council at which the Community's position can be discussed

is that of 8 May, though it is possible that a further special Council will be
needed for this purpose, perhaps just before the 24/25 May meeting. One
important decision required will be the amount of EEC aid to be offered under

the new Convention.

32, UNCTAD V opefis at Manila on 5 May. The co—operation of Community
positions was discussed at the March and April Foreign Affairs Councils and
the 8 May Council is likely to approve detailed positions now under intensive

discussion in Brussela.

33. Trade relations between the EEC and Japan are under some strain. Negotiatio

are in progress for a new preferential trade sgreement with Yugoslavia . Turkey
presents important and urgent economic problems for the Community . Negotiations
with the Soviet —dominated CMEA to which the Bastern BEuropeans and the Soviet
Union belong have arisen because the CMEA has insisted that there should be an
]EEX}/(}E-EEA. trade agreement before CMEA members would be entitled to negotiate

bilaterally with the Community. The Community agreement with China was signed
in 1978 and has given rise to practical problems, including access for Chinese
textile exports. There are also unresolved problems with Malta , Cyprus

and Turkey over access for textiles.
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' FORTHCOMING COMMUNITY MEETINGS REQUIEING THE ATTENDANCE OF MINISTERS

(To be revised)

May
8
8
12=13

- p—

14=15
14
15

15 or 22 (subject
lffu cancellation)

22

2425
28

Foreign Affairs Council (Brussels)

Agriculture Council (Brussels)

Foreign Ministers' informal meeting (Cahos)
Agricultural Ministers' informal meet:.ng in Perpignan
Finance Ministers (Brussels)

Social Affairs Council (Brussels)

Research Council (Brussels)

Energy Council (Brussels)
S'I:ang.ng Committee on Employment (Brussels)

ACP/EEC Ministerial Negotiating Conference
Possible signature of Greek Accession Treaty in Athens

Foreign Affairs Council (Brussels)

Foreign Affairs Council (Luxembourg)
Agriculture Council (Luxembourg)
Transport Council (Luxembourg)
Agriculture Council (Luxembourg)
Finance Ministers (Luxembourg)

POCO Ministerial (Paris)
Enviromment Council (Luxembourg)
European Council (Strasbourg)
Energy Council (Luxembourg)

Finance Ministers (Brussels)
Agriculture Council (Brussels)

Foreign Affairs Council (Brussels)
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