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Cabinet / Cabinet Committee Documents

Reference Date
CC(80) 3" Conclusions, Item 3 (Extract) 24/01/80
CC(80) 4™ Conclusions, Item 3 (Extract) 31/01/80
CC(80) 7" Conclusions, Item 3 (Extract) 21/02/80
OD(E)(80) 1* Meeting, Minutes 24/01/80
OD(80) 2™ Meeting, Minutes 25/01/80
Limited Circulation Annexe,0D(80)2" Meeting, Mins | 25/01/80
CC(80) 5™ Conclusions, Item 3 (Extract) 07/02/80
C(80) 12 07/02/80
CC(80) 6™ Conclusions, Item 3 (Extract) 14/02/80
OD(E)(80) 4" Meeting, Minutes 14/02/80

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES
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From the Private Secreiary 25 February, 1980.

seen and taken

The Prime Minister has
f 21 February

your letter to me O

1ding copies of this letter to
ccretaries to the members of
‘Cabinet Office).

L Lach
\
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Paul Lever, Esq.,

Foreign snd Commonwealth Ositcer
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10 DOWNING STREET

25 February 1980

From the Private Secretary

7
)Saw (orte.
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Visit by Chancellor Schmidt: Community Budget

As you know Chancellor Schmidt called on
the Prime Minister this morning. 1 attach the
record of that part of their discussion which
dealt with the Community Budget.

I am sending copies of this letter and its
enclosure to John Wiggins (HM Treasury), Garth
Waters (Ministry of Agriculture, Fisheries and
Food) and David Wright (Cabinet Office).

P S VION,

/QZKM Af KD
George Walden, Esq.,

Foreign and Commonwealth Office.




' = et

N N A =T

‘&‘Wqﬁalschw&&k\n$«4sz

10 DOWNING STREET

From the Private Secretary 25 February 1980

/ )f%\, Kw‘)g 1%

Visit by Chancellor Schmidt: Community Budget

I am sending you under separate cover
the record of that part of Chancellor Schmidt's
discussions with the Prime Minister relating
to the Community Budget. I should also record
that the Prime Minister and the Foreign Secretary
had a word at Chequers yesterday about the
proposal, referred to by Chancellor Schmidt,
that the President of the Commission should
attempt to draft a possible package sclution to
the budgetary problem. The Prime Minister
decided that he should not be encouraged to
do so, since the consequences of a leak would
be unacceptable. It would be preferable for
the elements in such a package to be allowed to
emerge fortuitously.

I am sending a copy of this letter to
David Wright (Cabinet Office).

Vﬂws v s
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George Walden, Esqg.,
Foreign and Commonwealth Office.
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-PARTIAL RECORD OF A DISCUSSION BETWEEN THE PRIME MINISTER AND
THE CHANCELLOR OF THE FEDERAL REPUBLIC OF GERMANY, HERR SCHMIDT,
AT NO.10 DOWNING STREET ON 25 FEBRUARY 1980

Present:

Prime Minister Chancellor Schmidt

Mr. Michael Alexander HiGE e s Jﬁrgen Ruhfus

* 3k ok ok %k ok ok %k 3k

COMMUNITY BUDGET

Chancellor Schmidt said that he hoped the Commission would

come up with a proposal capable of resolving the problem of Britain's
contribution to the Community Budget. The approach currently being
adopted to the European Council would get nowhere.

Either far more effective preparations should be put in hand or the
budgetary question should be pushed into the background. The Prime
Minister agreed that better preparation was needed. She was not
prepared to have a repeat of the disastrous meeting in Dublin. But

the problem could not be pushed into the background. There would
have to be some movement on 31 March. Failing such movement her

position would become impossible.

The Prime Minister asked whether the difficulty lay in the
failure of anyone so far to come up with the right scheme for solving
the problem or whether it was a question of the unwillingness of

the other members to pay the bill. Chancellor Schmidt said that

no-one had done a sufficiently thorough-going or sophisticated
analysis of the problems. Too much of the talk had been in terms

of gross figures. These figures needed to be broken down into

their components i.e. the contributions made by the VAT, by tariffs;
by levies and MCAs. The role of the various funds,e.g. the social
and regional funds, needed to be considered in more depth. All this

could only be done either by the Commission or by the Presidency.

Chancellor Schmidt asked whether the Prime Minister would be

prepared to take the lead in proposing the revision of the CAP.

" p—— » b
P %
G A B 3 ¥ ¥ B .
£ ™, - /The
B A > AR
S R N . AR T




2 3 n =
s 7 : -

Thew C B BV

The Prime Minister said that she would but that she considered

the chances of getting support from the others would be small.

Chancellor Schmidt said that the Prime Minister might be right

but the effort would have to be made. Failure to reform the CAP
would be more painful and more damaging than any reform. He

agreed with the Prime Minister that it might take three or four
years or even a little longer to put through an effective programme

of reform. The Prime Minister repeated that she would be willing

to make the effort but observed that it would be easier if the
Commission's own proposals in the area did not invariably damage

British farming.

Chancellor Schmidt said that if Britain could make a gesture

on fish and find a way of solving the sheepmeat problem it would
enormously improve Britain's negotiating position. He recognised
Britain's views on the latter subject but sometimes it was necessary
to acquiesce in things that were wrong. It would also be very

helpful if Britain were to join the EMS. The Prime Minister

said that Britain would continue to press ahead in good faith with
the negotiations on fish and sheepmeat - as indeed we had done
immediately after Dublin where fish was concerned. As regards EMS,
if Britain had joined in the autumn, the present exchange rate would
have taken us well out of the grid. The effort fto have stayed within
the grid would have resulted in a major increase in the money supply.

Chancellor Schmidt said that whether or not Britain was in the

EMS, the exchange rate was going to rise. He did not think that
membership of the EMS would alter the fate of British currency one
way or the other. There might be scme difficulties. Indeed the
Federal Republic had experienced some itself. But British membership
of the EMS would help Europe as a whole greatly. He hoped that the

Prime Minister would think seriously about it.

Chancellor Schmidt asked whether the Commission should be

instructed to procduce a possible package solution to the Budget
problem. He and Lord Carrington had discussed the idea with
President Jenkins at dinner two days previéusly. Mr. Jenkins had
said that the Commission bureaucracy was probably incapable of
producing such an approach. All that he could do would be to write

a personal letter setting out a solution toc the nine Heads of Government.

/The




The Prime Minister said that she thought it should be for the

Presidency to follow up this idea. She doubted whether in present
circumstances the Commission President (whom Chancellor Schmidt
had noted was under suspicion of being excessively favourable to

the British viewpoint) carried sufficient weight. Signor Cossiga

very much wished to be helpful. Although he had problems of his

own, it looked as though he would probably remain in office until

the Venice meetings. Chancellor Schmidt agreeing that Signor

Cossiga should be asked to carry the matter forward said that he
should nonetheless be urged to make full use of the Commission

in doing so. The Prime Minister agreed. Chancellor Schmidt

also suggested that Signor Cossiga should be told that the Prime
Minister and the Chancellor had discussed the question of reform
of the CAP and had agreed that steps to achieve this should now

be put in hand. The Prime Minister agreed that this message should

be conveyed to Signor Cossiga by each Government's representatives.

Structure of the Commission

Chancellor Schmidt commented that Mr. Jenkins was a good but

not a great President of the Commission. (The only really effective
President of the Commission, according to Chancellor Schmidt, had

been M. Monnet. He had been willing to exploit all the potentialities
of his position while remaining in the background.) The Commission

as presently organised was an impossible organisation. There was no
need to have more than four or five Commissioners. Unfortunately,

the smaller members would never agree to a radical reduction in the
number of Commissioners. Perhaps an inner Cabinet should be envisaged.

The Prime Minister agreed with Chancellor Schmidt's analysis.
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10 DOWNING STR 21 February 1980

Beu/\‘s.«a,
UK CONTRIBUTION TO EC BUDGET: PUBLICITY

The Prime Minister has agreed to do one maﬁgi French and one major
West German interview between now and the next opean Council. In
both cases we will obviously want the Government's views on the Budget
question to be a major feature of the interview, although no doubt other
subjects will be covered.

As regards the West German interview, the Prime Minister accepts
Sir Oliver Wright's recommendation that it should be offered in the
first place to 'Die Welt'. We would be %rateful if you could now ask our
Ambassador in Bonn to put it to '"Die Welt' and, assuming that they are
still interested, we will then need to consider how best to clear this
with the Chancellor's Office (para 5 of Bomn tele§ram 543 of 27 September).
Now that Herr Rufhus has left %he Chancellor's Office to become the West
German Ambassador here, does Sir Oliver Wright still think we should try
to clear the request on the Private Secretary net or in some other way?

As regards the French, the Prime Minister would like to do a
television interview, Juliet Collings in Paris has suggested (her letter
of 15 February, not to all) that we should give first refusal to the
'Questiomnaire’ programme on TF1 for which Jean-Louis Servan-Schreiber
is the interviewen on the grounds that they have a wider audience than
Antenne 2 and also because they asked first. Do you agree with this
recommendation? If so, then grobabl the most practical next steg ig) for
us here to make arrangements direct ¥hrough the Fmbassy in Paris for the
Ainterview to take glace sometime in the first 10 days of March depending
on the Prime Minister's programme.

_. Do you and Bonn ee that we should also try to fit the interview
- with 'Die Welt' into the same period?

I look forward to hearing from you. ik

\
Q(A.Aqlu
C V ANSON

(@ 4, .
&/ﬁ 0'D B Alexander, Private Office,
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: ik M D M Franklin, Cabinet Office
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News Departmen W Marsden, Buropean Commumnity Dept,
Foreign and Commonwealth
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With the compliments of
Sir Robert Armstrong KCB, CVO
Secretary of the Cabinet

M. O'D. B. Alexander, Esgq.

70 Whitehall, London SW1A 2AS
Telephone: 01-233 8319




CABINET OFFICE
70 Whitehall, London sw1a 2as  Telephone o1-233 8319

From the Secretary of the Cabinet: Sir Robert Armstrong KCB CVO

21st February, 1980
Ref. A01486

British Contribution to EEC Budget

Following the meeting which the Foreign and
Commonwealth Secretary had with the Prime
Minister yesterday, at which I was present, 1
undertook to make a note of the work which I thought
needed to be done. '

I attach a note herewith. Perhaps it will be
useful if we could meet briefly to discuss it and
clear it, before work is actually put in hand.

I am sending a copy of this letter and the
note to Michael Alexander.

Sir Michael Palliser, GCMG




Analysis of effects on British net budgetary contribution to EEC, on
British bal ance of payments and on retail price index of:
(1) Commission's farm price proposals
(2) Failure to agree on any farm price proposals
(i.e. no price increases, withdrawal of butter subsidy, etc.)
(Cabinet Office, consulting FCO and MAFF).
Outline of possible British initiative for major structural review.
(FCO, consulting Cabinet Office).
Note by officials on contents of possible package deal at European
Council meeting in March:

What Britain would be prepared to offer on:

(a) CAP prices
(b) Sheepmeat
(c) Energy

(d) EMS

What is present position on net contribution:

(e) Methods: financial mechanism, plus agreed additional
‘Community payments to United Kingdom, plus medium-term
structural shift: no receipts mechanism.
(f) TFigures - the area of negotiation:
(i) the abatement of 520 meua on table at Dublin;

(ii) the abatement of 800 meua (including (i)) emerging from

Lord Privy Seal's tour;
(iii) anything emerging from Ruffini;
(iv) the French position;
(v) the net contribution of 200 to 250 meua proposed to Cossiga.
(g) Initiative for major structural review.
(Cabinet Office, consulting FCO, and other Departments as appropriate).
Note by Foreign and Commonwealth Secretary and Lord Privy Seal,
to cover 3, and describe (and seek authority for) negotiating tactics.

(FCO, consulting Cabinet Office).
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Deawe  Mihadd,,

White Paper: Developments in the kuropean Communities

Thank you for your letter of 6 February. The Foreign
and Commonwealth Secretary and the Lord Privy Seal considered
last year whether we should continue publishing these White
Papers at all. They also looked then at the possible compromise
of an annual publication.

The practice of making twice-yearly reports was recommended
by the Foster Committee on European Legislation (1972/73).
Except for last year, they have now become part of Parliamentary
routine. They provide a convenient opportunity for a general
debate on Community developments and for a statement of Government
views. This helps us to resist demands for more prime time on
the floor of the House on Community business. Even if we were
to publish annually, we would probably have to hold two general
debates a year. ————

Six months is a logical period which covers each successive
Presidency. The edition published in mid-year can contain
useful statistics which are not available at the beginning of
the year.

We could expect criticism, particularly in the Commons, of
any change of practice, and increased demands for reports and
debates which could be time-consuming and troublesome.

The Lord Privy Seal made clear in his Forward to the latest
White Paper that the next in the series will resume the normal
six-monthly cycle, and cover events from January to June 1980.

— e L L e e~ TR

The Forelgn and Commonwealth Secretary therefore believes
that, on the whole, it would be preferable not to alter the plan
to revert to the normal six—monthly cycle.

i e—— S SRS e e

I am sendlng copies of thls letter to the Private Secretaries
of the members of OD(E) and to David Wright (Cabinet Office)

Touwk 62

ol

M O'D B Alexander Esq (P Lever)
10 Downing Street Private Secretary







CONFIDENTIAL

Mr Spreckley, ECD(I)

Community Budget: Conversation Between the Foreign and Commonwealth

" Secretary and Mr Jenkins

Lord Carrington had dinner on 18 February with Mr Jenkins
at the Residence of HM Ambassador Rome. Mr Jenkins had
earlier in the day called on the Italian Prime Minister.

Signor Cossiga had seemed fully committed to trying to achieve

a solution to the Community Budget problem and was prepared
himself to undertake a series of bilateral visits in the period
immediately preceding the European Council in Brussels at the
end of March. The Italian Foreign Minister would, before then,
visit Community capitals himself for preliminary discussions.

Mr Jenkins implied that he did not think anything new would
emerge from Signor Ruffini's expeditions. Mr Jenkins added that
the Commission's paper offered, in his view, a satisfactory
framework in which a solution might be found. He was not himself
too pessimistic about the prospects. He thought there was

at least a 30% chance of achieving by the end of March a
solution acceptable to the British Government. Everyone in the
Community wanted the problem out of the way. Even the French
were not as antagonistic to the idea of a solution along the
lines which the Commission had proposed as they were sometimes
represented. . Nonetheless, it would be a hard slog and

the British Government would need to consider carefully its
tactical approach. His own advice was as follows:—

(a) The idea of a receipts mechanism should be dropped.
Nobody in the Community regarded it as a serious demand
and nobody was prepared to hand out a blank cheque in
this way. Continued insistence on it would merely
complicate the discussions. It was idle to think that
some substantive price could be exacted for its eventual
withdrawal. :

(b) The British Government should now be more specific
about the projects on which Community money could be
spent in Britain. Mr Jenkins knew that a British team
was due to go to Brussels the following week to discuss
this. He hoped they would have some imaginative ideas.
He referred in passing to the Channel Tunnel but did not
press the point.

(¢c) It would be counter-productive CoRtiabolatEe
additionality point too much. Provided that the

British Government showed a reasonably degree of flexibility
it ought to be possible to fudge the issue 10k [OEERNETE LEE

But too much public emphasis on it would irritate
other Community countries unnecessarily.

(d) The prospect of

CONFIDENTIAL




CONFIDENTIAL

(d) The prospect of British accession to the

EMS Exchange Rate Mechanism would be a powerful
incentive to Herr Schmidt who attached an underlying
psychological importance to Britain joining. Mr
Jenkins' personal view was although there might not

be any very great economic benefit to Britain in
joining, the British Government would lose nothing

by doing so and that if a satisfactory budget
settlement could thereby be secured, the price was

well worth it. It would be a mistake however simply

to throw this in at the last moment in the hope

of clinching a deal. The right tactical way to play it
would be for the Prime Minister to indicate at the cutset
of the final phase of negotiations, i.e. at about

the beginning of March, that the British Government

was interested in joining.

(e) Linkage was in practice inescapable. All the
other Heads of Government would need to show that they
had achieved something positive in return for the
financial sacrifice which would be involved in meeting
the British budgetary demands. But the cost of such
linkage ought not to be difficult for Britain. The
French would need something on sheepmeat, where the
money, as opposed to the principle involved was in-
significant, and perhaps something on agricultural
prices; and the Germans would want something on energy.
But there was no question of the other partners seeking
a privileged price or unreasonably privileged access
for North Sea  Oil. All that was required was for
Britain to show symwathy with the need for a Community
approach to energy problems. ‘

Mr Jenkins added that it might be necessary to engage in
some special form of bilateral diplomacy with the French. Aside
from President Giscard himself, the two most influential
figures on the French side were M. Barre, the Prime Minister,
and M. Wahl, the President's Principal Adviser. Mr Jenkins thought
that a special approach to one or both of these by somebody
who had Mrs Thatcher's personal confidence might be fruitful.

S

20 February 1980 (P Lever)

cecs:—

PS ;

PS/LPS Mr Alexander, No 10

PS/PUS Sir M Butler, UKREP Brussels
Lord Bridges

Mr Hannay

Mr Franklin, Cabinet Office

PS/Chancellor of the Exchequer

CONFIDENTIAL
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NOTE OF A DISCUSSION BETWEEN THE PRIME MINISTER AND THE FOREIGN
AND COMMONWEALTH SECRETARY AT 10 DOWNING STREET AT 1700 HOURS
ON WEDNESDAY 20 FEBRUARY 1980

In addition to the Prime Minister and Lord Carrington,

Sir Robert Armstrong, Mr. Whitmore and Mr. Alexander were present.

Europe

The Foreign and Commonwealth Secretary said that not much

progress had been made in our effort to solve the problem of
Britain's contribution to the Community Budget since Dublin. There
was now not much more than a month left before the next meeting of
the European Council. At some time between now and 31 March it
would be necessary to divulge to at least some of our partners the
sort of figure that HMG was prepared to settle for. Moreover, no
settlement would be possible unless it was a settlement across the
board: it would have to deal not only with the Budget problem but
also with farm prices, sheepmeat and energy. Of course there would
be no need to finalise any agreement on the latter issues unless we

had received satisfaction on the Budget.

The Prime Minister said that she was less interested in how we

achieved a result than in the result itself. She was reluctant to
go much beyond the figures she had given to Signor Cossiga. There
was an impression that we had already conceded too much. As a result
the Government was getting a very bad press. She had taken her

stand on the concept of 'broad balance''and would be criticised in

the House of Commons for failing to achieve it. The Foreign and

Commonwealth Secretary said that it would be necessary to go further
than the contribution of 200/250 mua which had been mentioned to the

Italian Prime Minister. Indeed, in his view, there was no prospect

of settling on a contribution of as little as 300 mua.

It was therefore necessary to consider what the Government
would do in the event of a failure to reach agreement on a figure
close to 300 mua on 31 March. As he saw it, we had the option of
withholding our contribution; of obstructing the work of the

Community; or of blocking the new farm prices. The Prime Minister

said that she regarded blocking farm prices as an element in a policy
of obstruction. Absence of agreement on farm prices could cut both

ways. On the one hand the absence of agreement might mean the

/cessation




cessation of the present butter subsidy and a consequent rise in
the RPI. On the other hand this might be less than the increase
in the RPI which would result from a general rise in farm prices.
More generally, the Prime Minister said that she saw withholding
as an option to be adopted in the second half of the year sub-

sequent to a period of obstruction of Community decision-making.

On withholding, the Foreign and Commonwealth Secretary said

that the Government could not withhold unless they had previously
legislated. The act of legislating would, he was advised, involve
a breach of the Treaty of Rome. This, in his view, might well

set Britain irrevocably on a path which would lead to our departure

from the Community. The Prime Minister said that she was not at

all sure that she agreed that it would be necessary to legislate
before withholding. She did not think the Commission would take
HMG to court in this country. Moreover, she did not think that the
other members of the Community would think it in their interests

to drive Britain out. The Foreign and Commonwealth Secretary said

that he was not at all sure on this last point. In any case
before agreeing to a policy of withholding it would be necessary
to look very carefully at the consequences of our ceasing to be
members of the Community. He himself regarded the political and

economic consequences as being of great gravity. The Prime Minister

said that she herself did not wish the country to leave the

Community.

However, she added that she did not think Departments were
being tough enough or imaginative enough in arguing the British
case. The French had struck at the roots of the Treaty in defending
their point of view on sheepmeat. We should be prepared to pursue
our interests with similar vigour. The sort of ideas we should be
considering were the imposition of a levy on the imports of French
(and German) cars; the sale of oil to Europe at spot prices or
subject to a special tax; the reopening of the offset agreement.
She repeated that she was less interested in the methods by which
redress of the budgetary imbalance was achieved than by the fact
that it was achieved.

/The Foreign




The Foreign and Commonwealth Secretary repeated his view that

it would not be possible to negotiate a settlement which limited
Britain's contribution to 300 mua per year. It might be possible
to secure a settlement on a basis of our contributing one-third of
what we might otherwise have contributed ie 5/600 mua. This would
of course be only part of the solution: the other part would be a

commitment to the restructuring of the Budget as a whole. Britain

had an important lever in this context in the shape of the 1% VAT

ceiling. The Prime Minister said that she placed no faith in such

a commitment and that she did not wish to have to resume the
negotiation later this year or next. It was pointed out that
whether as a result of a failure of the British negotiation or as
a result of the need to restructure the Budget, the Community

inevitably faced a period of 2 or 3 years of on-going crisis.

It was agreed that the whole complex of problems would have to
be discussed in OD and in Cabinet before the next European Council
meeting. Against that background it was agreed that Sir Robert
Armstrong would produce a paper setting out the tactics which would
have to be pursued in the next few weeks. The paper would look at
the elements in a possible package solution to the budgetary problem;
at the means open to HMG of exerting pressure on the other members
of the Community; and at the way the hand might be played e.g. in

bilateral meetings between now and 31 March. In this last context

it was noted that there would have to be personal contacts with
Chancellor Schmidt and President Giscard or with members of their

staffs.

20 February 1980




PRIME MINISTER

UK Contribution to EC Budget : Publicity

s We need to consider what steps:to take to present our -

case on the EC Budget in the other countries of the Nine.

DR You decided before Dublin not to give any interviews;f
or briefings to the press beyond what this Press Office, FCO { 

and Treasury were already doing.

S I think the position ih the period running up to the o
next European Council meéting is rather different. .The main
arguments for a regﬁction in our contribution are well-known

but we need constantly t6 counter:

(a) mischieéous arguments, for example, about
North Sea oil, the British economy, etc.,
put about in Brussels, Paris and, to a

lesser extent, Bonn;

continually to remind the press and, through
them, those officials dealing with the issue
in continental capitals that we really do

mean business and that we must have an early

solution.

4. We have received requests for interviews from many
important European outlets and, together with the FCO and
Treasury, an active programme involving Lord Carrington,

the Lord Privy Seal and Treasury Ministers has already begun.
(Details given at Flag A). These requests from the Euroﬁean
media include several for interview with you, thé most
important of which come from Die Welt and French Television.
It is, of course, in France and West Germany that we most need
to get over our message.




So-

D S I believe you have nothing to.loee and_much to galn

from doing one majdr French and one majgr Géraen 1nterv1ew

-if you have time between now and the next Council. We can
ensure that the media in the rest of the Commuﬁity, partlcularly

Denmark and the Netherlands, are covered by other M1n1sters.

6. You may remember that Die Welt asked for an 1nterv1ew
through Dr. Barzel last September (Flag B). They have renewed
their request and it is strongly Supported by our Ambassador ;hw
in Bonn and by the FCO. Should you be unwilling or would not i
have time for a full interview, we could try to place an artlcleA
signed by you in Die Welt, but “this would, in my view, be

very much a second best.

7 As regards the Freneh, our Ambassador in Paris recommenas
a television interview, the timing to be decided carefully in
the context of our negotiating tactics. I understand that

Lord Carrington supports this recommendation and may be writing

to you.

8. I recommend that you should do both interviews, subJect~
to satisfactory assurances on the nature of the questions,

interview, etc. Do you agree?

.\‘
(’/)

B. INGHAM

— ‘l’ "\, =

18 February, 1980




EC'Budget : Publicity Programme

The f0110w1ng byl 11st of the publlclty whlch has

already been undertaken: : A

(1)

Z= ,:»«,;,f
Lord Privy Seal interviewed oniDutéh

Television (14 December).

Two articles by the Lord Privy Seal in
the Belgian financial daily "Agefi"

on 21 November and 21 December.

Lord Privy Seal interviewed on TF1
(French Television) on 23 January.
Lord Privy Seal's speech at IFRI-
(23'Fébruary)‘ We are trying to get
this published in a suitable French

paper, perhaps "Politique Internatlonale"

Chancellor of the Exchequer's speech to

the French Chamber of Commerce on 17 January.

Lord Privy Seal's interview with Europa

(published on 5 February in The Times).

Lord Carrington's interview with L'Express
(on 8 February for publication on
16 February).

For the future we plan:

(1)

.Lord Privy Seal's signed article for le Soir,

Brussels (within two weeks).

An article for Die Welt or another German

newspaper (to be arranged).




(iii) An article for Le Monde towards the -end

of February, perhaps under Lord

- e

Carrington's signature. - 7 =
- - - v - Z/ _‘/,«":;‘.

(iv) Lord Carrington to be interviewed on

German Television (ARD). No date fixed.

Request from French radio to interview
Lord Carrington in March (to be arranged,
depending on Prime Minister's response to

request for interview on French Television)

Nigel Lawson to write a feature article
for the Financial Times on’ the EC budget
(which should be widely read in other

European capitals).

In addition, briefings-are being given regularly to resident
and visiting correspondents for EC countries by officials in
No. 10, FCO and Treasury.
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Ref, A01435 %

MR. ALEXN) &A

Sheepmeat and the Community Budget

You asked for a comparison between the benefit to France of the
concessions on sheepmeat, which OD(E) envisaged we might make in return
for a satisfactory Budget settlement, and the French contribution to the cost of
that settlement.

P Reckoned on the same basis as the cost to us of £13 million to provide
a sheepmeat regime to suit French interests, the benefit to France of the
suggested concessions on sheepmeat during the first year of the regime would
be £25 million. Subsequent benefit would depend on how quickly we were able
to get producer premia down to a common, non-discriminatory level and the
amount of intervention buying in France.

3. The £25 million would be’a useful if small offset to the French share
of meeting our budgetary requirements. To bring the United Kingdom's net
contribution down from 1814 meua to say 300 million eua would cost the French

about 445 million eua or £300 million.

(D.J. Wright)

15th February, 1980
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15 February 1980

TO ALL MINISTERS %a, ,OM
N

Our Information Officers in Brussels, and those in the FCO,
have been doing everything they can to try to spread the
gospel about Britain's case on her nett Community Budget
COMLEILU 6 LONS . They still feel, however, that the message
is not really getting across to public opinion in the other
Community countries through the media there.

They feel strongly - and so do Ian Gilmour and I - that it
would be most helpful if every Minister could make a concerted
effort to get this message across. This would involve

not only contacts with foreign journalists in London but

Press and other media interviews in the other Eight Community
countries.

It would be very helpful, therefore, if any Minister who is
going to a Community country for whatever purpose, would seek
every opportunity of including this message in any Press
Conference or media interview he can arrange. What needs

to be got across is not simply the merit of the British case
on the Budget, but a warning of the strength of anti-Community
resentment which is building up in this country - largely

as a result of the Budget injustice. While the Government
are firmly committed to Europe, we need to point out on every
possible opportunity that we are being presented here with an
increasingly serious political problem which we cannot
indefinitely ignore. Nothing could be worse for the Community
as a whole than that this should become a major issue at the
next Election, with the Labour Party taking a firmly anti-
European stance. Unless the Eight are prepared to meet

us effectively on our Budget problem, this is only too likely
to happen.

Anything that Ministers can do to get this message across to
Press and public opinion in Europe cannot fail to be helpful.

ANGUS MAUDE
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WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister N/% P/?

()

The Rt Hon John Biffen MP U
Chief Secretary to the Treasury :
Treasury Chambers

Parliament Street : :
London SWIP 3AG “T February 1980
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NET UK CONTRIBUTION TO THE EEC BUDGET

Thank you for your letter of 14 January. I have studied the figures
you quote with much interest. T agree that the 1 per cent VAT

1imit is not likely to result in the Community concentrating all the
necessary cuts on the non-obligatory structural funds. Indeed, I
assume that we shall want to consider how to avoid this happening.

I expect some curb on the growth of CAP expenditure with a 1
consequent reduction in our forecast net contribution to the Budget.
But the size of the reduction will depend a great deal on the way
the curb is implemented. ;

As you point out, however, cuts in CAP spending could well entail
further public expenditure on domestic support for agriculture. I
agree that our public expenditure plans should allow for this which
might well offset any savings from the 1 per cent limic.

As regards the effect on our contribution of our present negotiations
for a more equitable arrangement, I appreciate that it would be
premature to take credit for success. I can therefore accept the

£2 billion figure for the contribution to the EEC Budget in 19083%-84.
But it will obviously be important to present this figure in a way
that avoids throwing doubt on our determination to secure a b
settlement of the Budget issue.

I am copying this letter to the Prime Minister and other Cabinet
colleagues and to Sir Robert Armstrong.

PETER WALKER
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Ref: A01415

CONFIDENTIAL

PRIME MINISTER

Community Affairs

The Chancellor of the Exchequer might be invited to report on the

11th February Finance Council. The first reading of the Commission's

paper on supplementary Budget measures for the United Kingdom was

noteworthy only for a French attempt to stake out a negotiating position by
arguing that our gains from North Sea o0il meant that we did not even need
the £350 million relief offered at Dublin, The Finance Council approved a
set of guidelines intended to encourage the Agriculture Council to secure

economies in CAP expenditure,

2. The Minister of Agriculture might wish to give his first assessment of

the Commission's CAP price proposals for 1980-81, which were published

last week., Pending detailed study, OD(E) on 7th February agreed that he
""v\s}‘lould at next week's Agriculture Council maintain our opposition to price
increases for surplus commodities., The Minister of Agriculture might also
report on the current sheepmeat position; the Commission have now initiated
a third infraction case against France, with a deadline for reply early next
week,
3% The Secretary of State for Trade might be invited to say where matters

now stand on the application we made last week for Commission action to

restrain United States imports of three synthetic textile products. The five

working days within which the Commission have to reach a decision expire
on Friday, 15th February.

4, Last weekend the Lord Privy Seal attended the first Ministerial

discussion of the report of the Three Wise Men on institutional improvements.

Decisions, e.g. on the size of the next Commission, are unlikely to be taken

before the June European Council,

(Rebert Armstrong)
13th February 1980
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Following our discussion in Varese last weekend, I thought
it might be useful if I set out in writing where the British
Government now stood on the problem of the United Kingdom's net
contribution to the Community budget.

We know that the German Government has fully accepted that
this is a problem which ought to be solved in the interests both
of the United Kingdom and of the Community as a whole. We are
grateful for that recognition. It is a matter of regret that the

issue has bedevilled the Community for such a long time. 1In 1970,

an undertaking was given in the course of the accession
negotiations that should unacceptable situations arise, the very
survival of the Community would demand that the institutions find
acceptable solutions. The Commission's estimates show that in
1980 the United Kingdom's net contribution is likely to be well
over half as much again as that of any other Member State, whereas
our average GNP is far below that of the Community as a whole and
is likely to remain so in spite of the real but limited benefits
of North Sea oil.

/The European

Dr K von Dohnanyi
Minister of State
Federal Foreign Office

5.3_ Bonn S\EC f/)l{/I’ //’)NB &Kfu/\)kll\
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The European Council meeting in Dublin last November did
mark a step along the road to a solution. By registering in
the conclusions of the meeting that the removal of the constraints
from the Financial Mechanism agreed in 1975 was a basis for a
solution, it did in fact indicate how to deal with the gross
contribution side of the problem. At the same time the conclusions
recognised that there was another side to the problem, which
resulted from the abnormally low level of Community expenditure
in the United Kingdom. 1In fact, two thirds of the pfoblem results
from that, as Community spending in the United Kingdom per head
of population is less than half the Community average"‘%e
Commission was asked to work out ways of remedying this. This
they have now done, and the paper they circulated last week seems
to us a useful framework within which to set about achieving the
necessary increase in Community expenditure in the United Kingdom.

The Commission paper leaves open'for discussion the questions
of the amount and duration of the special supplementary expenditure
required and it is to that, as we see it, that we must now address
ourselves. As I told you when we met in Bonn last month the
British Government approaches this discussion in a genuine spirit
of compromise but our room for manoeuvre is necessarily limited.
We are willing to accept that the United Kingdom will be a modest -
net contributor to the Community budget. We believe that there |
has to be, formally or informally, some objective way of
calculating a reasonable and equitable expression of this. Put
in numerical terms, we believe it would be reasonable to take as
a benchmark that the United Kingdom's net contribution should be
below that of the Member State with the next highest GNP per head
in the Community and should bear something like the same
proportion to that State's contribution as our per capita GNP
bears to theirs. :

/We believe
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We believe that the full adaptation of the Financial
Mechanism and increased Community expenditure in the United
Kingdom should be so devised as to achieve the target set out
above. 1In order to take account of the fluctuations which are
bound to occur in the outcome of the Community budget in the
years ahead we would see advantage in the amount of Community
expenditure agreed for the United Kingdom in 1980 being expressed
in terms of a percentage of the Community average of per capita
expenditure and in that percentage being maintained in future
years. This would ensure that increased Community expenditure
in the United Kingdom was neither too little nor too much to
produce a modest net contribution. But we are naturally open to
any other suggestions for ways in which this might be achieved.

Nevertheless we see our preferred approach as offering the
possibility of a lasting solution to a very severe political
problem not only for us but for the whole Community. But we
certainly do not see it as an overall solution to the Community's
budgetary problem which, like many of our partners, we consider
lies in a substantial restructuring of the Community budget. We
would like to see that objective pursued vigorously from now on
and sugpgest that the Community should invite the Commission to
make proposals designed to ensure that, by 1986, the proportion
of the budget devoted to the Guarantee Section of FEOGA is not
more than 55% of the total. The implementation of the policies
needed to bring about such a change would be likely to have some
positive effects on the United Kingdom's net contribution and
these would certainly need to be taken into account when reviewing
the operation of the Financial Mechanism and the measures for
boosting Community expenditure in the United Kingdom, say at the
end of the sixth year of operation (the review period provided
for in the existing Financial Mechanism). But past experience

~ /has shown
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has shown that the setting of such a 55% target does not in
itself bring about its attainment and the desire to ensure that
any special measures for the United Kingdom should be temporary,
should not, in our view, cut across the evident interest of the
Community to find a solution which will last as long as the
problem and which will avoid a further discussion of this matter
in the Community within a relatively short period of time.

The Community has now been discussing for almost a year a
situation which no one disputes is unacceptable. My Government
is most anxious to reinforce commitment to the European Community
on the part of the British people and their political leaders,
and such commitment, I am sure you will agree, is very much in
the general interest of the whole Community. Failure to achieve
a rapid and satisfactory solution to the problem woﬁldAinevitably

‘have the most serious consequences.

I hope you will not hesitate to suggest ways in which we
might make sufficient progress to be sure of reaching agreement
in March. I look forward to seeing you shortly. My office is
in touch with yours.
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copy to: Lord Bridges o "p .u;oFHGE

Mr Hannay
Mr Franklin, Cabinet Office 7 SR
Mr Hancock, Treasury : ‘900

(UCUICNS

LETTER TO HERR VON DOHNANYI

145 With his minute of 11 February Mr Hanﬁ;y.circulated a draft
letter to Herr von Dohnanyi from the Lord Privy Seal following on
the conversation they had at Varese. This draft has now been
revised after consultation with Sir K Couzens and Mr Franklin.

I submit the revised text.

2. Sir K Couzens will be putting it to the Chancellor with a
recommendation that he agree to this line.

Gl e

J N T Spreckley
European Community Pepartment (Internal)

12 February 1980

g
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Lord Privy ool
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Herr Klaus von Dohnanyi
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SUBJECT:

When we discussed this matter in Varese last weekend
you said it would be useful if I could set out briefly
where the British Government now stood on the problem of
the UK's net contribution to the Community budget. I

We know that the German Government has fully accepted
that this is a problem which ought to be solved in the
interests both of the United Kingdom and of the Community as
a whole. We are grateful for that recognition and, for our
part, agree with this view. The Community has so far
failed to grapple sufficiently with the problem. It is a
matter of regret that it has bedevilled the Community for

~such -a long ‘time. In 1970, an undertaking was given in'

the course of the accession negotiations that should
unacceptable situations arise, the very survival of the
Community would demand that the institutions find
acceptable solutions. Now the Commission's estimates show
that in 1980 the UK's net contribution is likely to be

some 40% larger than that of any other Member State, wherea
our average GNP is far below that of the Community.as a who
and is likely to remain so in spite of the real but

limited benefits of North Sea oil. :

The European Council meeting in Dublin.last November
did mark a step along the road to a so}ution By e
registering in the conclusions of the meeting that the

_ removal of the constraints from the Financial Mechanism

agreed in 1975 was a basis for a solution, it did in fact

indicate how to deal with the gross contribution side of

the problem. At the same time the conclusions recognised
| ' /that there i§
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there was another side to the problem, which resulted from
the abnormally low level of Community expenditure in the
UK. In fact, two thirds of the problem results from that,_
some 49% only of the Community average is spent in the UK;
and the Commission was asked to work out ways of remedying
that. This they have now done, and the paper they
circulated last week seems to us a useful framework
within which to set about achieving the necessary
increase in Community expenditure in the UK.

The Commission paper leaves open for disucssion the
.i questions of the '‘amount and duration of the special 4
expenditure1required and ., it is to that, as we seet it, that
we musttnow'address ourselves.\ As I, told you ; when .we met
incBonnzdastcmonth the;British,Government approaches his
discussionqinzaggenuine'spiritjof ccompromise but our, room,

for manoeuvre is. necessarily 1imited We are willing to
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the next highest GNP per head in the Community and should'
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bear ,the same proportion to that State 8 contribution as
i our per capita GNP bears to theirs.; 2 e
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Ve, believe ‘that: adaptation of the Financial Mechanism
and>increased.Communitydexpenditure in the UK shouid be‘so
" Adevised.as to achieve the target set out above. ; In.order
top take'account“of'the'f;uctuations'which -are bound .to occyr
in the}outcome oijthecCommunlty budget in the‘years ahead T
we would see advantage, in . the amount of Community *, .- -
expenditure agreedvfor the UK in 1980 being expressed in
terms of a percentage of theCommuﬁity average of per )
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in future years.. This would ensure)that increaged
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;o this approach w: cifering the ])().’-jf-i.'ll)i]jl.j;' oftla
lusting solution to & very severe political problem let only
for us but for the whole Community. But we certainly do not
see it as an overall solution to the Community's budéetary
problems which, like many of our partners, we considér lies
in a substantial restructuring of the Community budget. We
would like to see that objective pursued vigorously from now
on and suggest that the Community should invite the Commission
to make proposals designed to ensure that, by 1986, the |
proportion of the budget devoted to the Guarantee Section Qf%
FEOGA is not more than 55% of the total. The implementation
of the policies needed to bring about such a change would be
likely to have some positive effects on the UK's net

contribution and these would certainly need to be taken into

|
¥
|
|
|
!
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account when reviewing the operation of the Financial
Mechanism and the measures for boosting Community
expenditure in the UK, say at the end of the sixth year of
operation (the review period prbvided for in the existing
Finahcial Mechanism). But past experience has shown that
the setting of such a 55% target does not in itself bring
about its attainment and the desire to ensure that any
special measures for the UK should be temporary, should not,
in our viewpf cut across the evident interest of the Community
to find a solution which will last as long as the problem |
and whi¢ch will avoid a further discussion of this matter in
the Community within a relatively short period of time.

1 have set out our thiking at some length and I hope
his will be of use to you. But I would not wish to end this
letter without emphasising the seriousness of the situation
that would arise if an agreed solution to the problem cannot
be found at the next European Council at the end of March.
The Community has now been discussing for almost a year.a
situation which no one disputes is unacceptable to us. To
fail to solve it nbw, when no issues of principle divide us,
would provoke a negative reaction in political and public
opinion in this country which must not be under-estimated and
which would lead to calls for actions that would inevitably
damage the Community's unity and solidarity towards the outsid
world at a time when it more than ever needs both of these.

/In the
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In the weeks ahead we must find a way of rcaching an
equitable solution. And I am sure that our own bilateral
contacts, both at Ministerial and at official level, have an
important role to play. I hope you will not hesitaté to
suggest ways in which such contacts could usefully be
intensified. . ’
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8 February 1980

Community Budget

I have discussed your letter to me of
7 February on this subject with the Prime

Minister. She is content that you should
proceed in the way proposed and that the
draft telegram to Rome should issue.

MICHAEL ALEXANDER

1

)/{/(l} ‘\/ |

Paul Lever Esq
Foreign and Commonwealth Office
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i .BRITISH CONTRIBUTION TO THE EEC BUDGET

The Paymaster General thought that Ministers would find the
following text on the British contribution to the EEC budget
useful for weekend speeches. It is based on an extract from
a speech the Chief Secretary to the Treasury made on

7 February 1980:

The Institute of Fiscal Studies has just published an analysis
of the economic relations between Britain and the European
Community. As one might expect it is a thoughtful and well
argued contribution to the debate about Britain's contribution
to the Community budget. No:zone who attends to the debates in
Parliament or informed discussion in the world outside can doubt
that Britain's role in the European Community is central to
public debate. I would like to add a word to that debate in
the context of our own public expenditure problems.

The White Paper on Government spending published last November
showed that Britain was expected to make a net contribution to
the European Community of £1,000 million. It is a formidable
sum and this government, led by the Prime Minister herself, has
striven to have it substantially reduced. No one in Britain
seriously doubts the Jjustice of our case. On this there is
political unanimity. Our European partners must realise that.

However, the issue also has a domestic dimension. The £1,000
million Euro-subscription is rather more than 10% of the
published government borrowing requirement for this financial
year. It is substantially larger than the UK aid programme,
although unlike the aid programme it chiefly benefits countries
which are already very much better off than the UK. Nearer home,
it is roughly equal to total expenditure on building new schools
and hospitals.

The British people cannot be expected to accept this unfair
situation and neither does the British government. Both the
. rights of the matter and the feelings of the public require us
to fight to correct this financial contribution to Brussels.

/The




The Prime Minister and Chancellor of the Exchequer are deter-
mined to secure an equitable solution. And the Prime Minister
has reminded us that "the solution should last as long as the
problem”. We need a lasting solution but to get it we shall
require a determined and hard-headed negotiation carried out

in good faith.

Meanwhile we would be foolish to suppose there will be any
easy accommodation of the British standpoint. We shall have
to battle tenaciously for our national interests. No one,
however, looking at the prespective course of Britain's
Euro-contributions can doubt that the outcome is vital to our
national budget and our ability to balance government spending
and revenue better.

The Paymaster General's Office
Privy Council Office

68 Whitehall

SWl

8 February 1980
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Foreign and Commonwealth Office

London SWI1A 2AH

7 February 1980

Community Budget

We learnt in the margin of the 5 February Foreign Affairs
Council that Signor Ruffini, Italian Minister of Foreign
Affairs, rather than Signor Cossiga himself, will undertake
the initial Italian tour of capitals on behalf of the Italian
Presidency. It was stressed that Signor Cossiga was not backing
down on what was agreed in London, but feels that action by him
could be more effective in March,

There is a risk that Ruffini will not do justice to our
position. We therefore see merit in an approach to our
partners in advance of his tour. Our Ambassadors might convey
the outline of the Six Points given by the Prime Minister to
Signor Cossiga. It would be important to make it clear that
they represented a concession by us and had not been extracted
following Italian pressure. It would, however, be necessary
first to consult the Italian Government. For this purpose I
enclose a draft telegram to Rome.

I should be grateful to know if the Prime Minister is
content that we should proceed in this way.

76wo_8 ESen

N

£P_Lever§
rivate Secretary

M O'D B Alexander Esq
10 Downing Street
LONDON
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FILES COMMUNITY BUDGET: THE SIX POINTS

%gg(l) 1in We have been thinking over the problem of how to get

PS our points over in capitals promptly and clearly. At the
gg;gﬁg moment, the Italians have offered to do this, but the

LORD BRIDGES programme of bilateral contacts they envisage stretches up
s to the end of February. Cleérly this ‘is tbo late, at least
for those at the end of the list. Therefore, subject to
Italian views, we would see advantage if the outline of the
oDl points in para 7 of our telno 59 to Bonn could be put over
MR FRANKLIN, in capitals next week (i.e. in advance of Ruffini's visit).
CABINET OFFICE Please speak to Ruggiero and if necessary Berlinguer in the
SIR K COUZENS, following terms:

TREASURY (a) Grateful to learn from conversation in Brussels
between Ruggiero and Hannay of Italian efforts in trying

to achieve agreement on UK budget solution. We would like
to keep in close touch as Signor Ruffini's tour progresées.

We -

,f. ' _ /look
SECRET
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look forward to seeing him in London at the end of the mo'n"

(b) We have been giving further thought to the need for our
partners to be aware of a number of important points which
the Prime Minister put to Signor Cossiga during his visit

to London. So far only M. Francois-Poncet knows of them.
We think that Signor Ruffini's visit would prpbably be more
fruitful if Foreign Ministers were aware in advance at least
of the general slEE (et @bkt position as it was defined by

the Prime Minister.

(c) We would therefore‘like to take an early opportunity

to let our partners know the lines along which we are
thinking (i.e. the outline of the Six Points in the Paper
handed to SignoT Cossiga by the prime Minister). We would
not of course mention any figures. These will remain
confidential between the Prime Minister and Signoxr Cossiga

as was agreed at their talks.

(d) Before proceeding however we should be grateful to know

whether the Italian Government is content.

SECRET
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H M Treasury

Parliament Street London SWIP 3AG
Switchboard 01-233 35(3!084

Direct Dialling 01-233 2.'© /2“/\

-

H G Walsh Esq

Cabinet Office

70 Whitehall .
LONDON SW1 7 February 1980

)M \"‘g.::t\ ;

EEC BUDGET: CHANGE OF RESPONSIBILITIES IN THE TREASURY

With effect from today, I am taking over from Gerry Ashford the
responsibility at Assistant Secretary level in the Treasury for the
current issue of the UK contribution to the EEC budget, in addition
to the contingency planning work for which I have hitherto been res-
ponsible. Gerry Ashford will remain responsible for the UK input

to the annual Community budget, including current problems with the
1980 budget, and general relations with the EEC so far as they
affect the Treasury.

Could you please see that I am on the circulation list for appropriate

papers (EQR, EQS etc)?
you-ts ’%1
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Ref. A01358

PRIME MINISTER

Cabinet: Community Affairs

The Foreign and Commonwealth Secretary might be invited.to report on the

outcome of the 5th February Foreign Affairs Council. On Afghanistan the Council

agreed, with reluctant French and Irish acquiescence, that the Commission should
implement last month's decision on agricultural exports meticulously; that member
states would observe without derogation the terms of the present OECD consensus
on export credits in any dealings with the USSR; and that the Nine in political
co-operation should seek to develop a joint view on reactions to the Soviet invasion,
Work will proceed on the basis of principles suggested by the United Kingdom, by
Mr. Jenkins, and by the communique of the Franco-German Summit. The aim is
to allow Ministers of the Nine to take a public position at their session in Rome on
19th February. The Council also agreed that the Presidency and the Commission
together should conduct discreet soundings of the Gulf States with a view to
concluding a series of economic co-operation agreements with a political content.
In a separate Association Council meeting, the Turks insisted on a reference in the
joint conclusions to the need to facilitate their accession to the Community at a
later date.

2 The Secretary of State for Trade might be invited to report on the outcome

of his discussions with the Commission, in the margins of the Council, on United

States synthetic textile imports into the United Kingdom. Subject to final

confirmation, it looks as though the Commission will now be willing to impose

import quotas at the request of the United Kingdom on all three sensitive products.
ROBERT ARMSTRONG

6th February, 1980




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000
6th February, 1980
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EEC BUDGET

I attach a letter that the Chancellor has written
to M. Monory, the French Minister of the Economy. I
would be grateful if you could arrange for its onward
transmission to M. Monory. We understand that M. Monory
does not read English very well and so would be grateful
if the Paris Embassy could arrange for him to receive a
translation with the original. We would be very grateful
if the two versions could reach M. Monory by Friday, as
M. Monory and the Chancellor will meet at the Finance
Council in Brussels on Monday, 1lth February.

I am copying this letter to Tim Lankester (No.10),
Michael Richardson (Lord Privy Seal) and David Wright
(Cabinet Office).
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(A.J. WIGGINS)

G.H. Waiden, Esq.,
. Private Secretary,
Foreign & Commonwealth







Treasury Chambers, Parliament Street, SWIP 3AG
OIF23883 000

%, February, 1980

NORTH SEA OIL AND THE BRITISH ECONOMY

I understand that when the Lord Privy Seal visited
you in Paris recently you said that you thought that the
behaviour of o0il prices had brought about - even since
Dublin - such a substantial improvement in the UK economy
as to remove any force from our argument that the size of
the UK's net contribution to the Budget of the European
Economic Community is disproportionate and inequitable.

I would like to try to persuade you that this is not

SO.

I do not think it can be disputed that the measure of
GNP per head is the only valid test of capacity to pay in
international transactions, just as capacity to pay governs
- the domestic taxation system. Any natural endowment - say
in agricultural land in other Community member countries -
will be reflected in their GNP. We have included the North
Sea 0il benefits in our GNP calculations. In 1979 oil
contributed 2 per cent to the British GNP, which was after
all less than the growth of the German or French economies
in that single year. And the UK still had the third lowest
GNP per head in the Community. This ranking in relative
prosperity is most unlikely to change in 1980, even at the
latest level of oil prices. If ever the effects of North
Sea oil, together with progress in other areas of our economy
were found to place us at the higher end of the table of
Community GNP per head, our approach to the UK's contribution
to the Budget could indeed be different.

In making this point about GNP per head and capacity
to pay I am not seeking to say that the funds transferred to
- the Budget from the UK do not belong to the Community. Of
course they do. I understand and accept the concept of

- /M"resurces

Monsieur R. Monory




"ressources propres", But the money is not collected and
transferred without effect on the UK economy. It affects
the taxable capacity available to me for other domestic
purposes, and cuts into the standard of living which UK
citizens would otherwise enjoy. The proposition that the
- transfer of own resources could have an adverse effect on
the economy of a Member State was explicitly recognised in
the preamble to the Financial Mechanism:

"Whereas conditions incompatible with the proper
functioning of the Community could arise when a
Member State's economy, whilst in a special
situation, is forced to bear a disproportionate
burden in the financing of the Community budget."

I believe the development of the Community has long
since carried it past the point where it can afford to
ignore both economic effects and equity in the way it raises
and disposes of its "own resources".

Of course North Sea 0il brings great benefits to the
UK which would be in very great economic difficulty without
- them. The o0il contributes to GNP, improves real income,

helps the current account of the balance of payments and
reduces the real burden of taxation compared with what would
otherwise be the case. But the UK is not 1like Saudi Arabia
or even Norway. It is primarily a manufacturing and trading
economy which has 30 per cent of its GNP in exports and

which is stiil importing more oil than it exports. It

cannot therefore escape either the contractionary effects of
higher oil prices on world activity or their inflationary
effects on its domestic costs and prices. Higher oil prices
are less immediately damaging to the UK than to most industrial
countries. But they are damaging none the less. There is

& world of difference between "suffering less" and "making

a large net benefit". This is particularly true when applied
- to an economy half the size of Germany's and two thirds that
of France which is growing at a much slower rate than

either of them and may be faced in the immediate future with
an actual contraction of output.

I have occasionally heard argument that with oil
production of say 600 million barrels a day, each $1 increase
in the price of oil "benefits the UK by $600 million". This
is quite wrong because the UK consumes oil as well as
producing it. We are not yet net exporters of oil. Even
when we reach that stage, our net exports will be small
in relation to our own oil consumption, the high cost of
which affects UK users of oil as it does those in other
countries. And we do not expect to be net exporters of
0oil for more than a few years.

- fWe admire




We admire the effort which France has put into
investment in nuclear energy and I recognise that the
financing of this investment must give you cause for
concern in your management of the French economy. I
imagine that, directly or indirectly, financing nuclear
investment has added to French borrowing overseas. North
Sea 0il too represents a huge capital investment, largely
financed from overseas, and this capital is now having to
be serviced. Alongside the impact on the invisible account
of our balance of payments of our Community net contribution
we now have heavy remittances of profits and interest
overseas from North Sea investment. These factors have
greatly reduced and at times eliminated our invisible
surplus. I receive additional Petroleum Revenue Tax when
North Sea o0il prices rise but many fields still have capital
allowances to offset against their profits before incurring
tax liabilities. And because the higher o0il price depresses

- the economy there is a lower yield from the main consumption
and income taxes to set against extra revenue from Petroleum
Revenue Tax. In struggling to reduce public expenditure I
have had to tell my colleagues in our Government that there
is no great bonanza of North Sea tax revenue arising from
recent oil price increases to absolve us from painful efforts

- to reduce public borrowing.

So I cannot agree with the view that the scale of the
benefit from North Sea oil has somehow solved all the deep
seated problems of the British economy and made it well able
to afford the transfer of real income arising from our
present net contribution to the Community Budget. We
recognise and accept that the main responsibility for
putting our economy right rests on us and you know the
efferts we are making. But we are entitled to ask that the
Community should not add to our task by asking of us an
inequitable contribution.

I would not like to end this letter without assuring
you that our own problems do not make us blind to those of
our partners. In particular I would like to acknowledge

- that, as you say to the Lord Privy Seal, the higher cost
of your own oil imports next year and the scale of your
investment in the provision of nuclear energy must indeed
make more difficult your handling of the French economy .

I look forward to seeing you at the Finance Council on

11th February. .
Ej,/ﬁ”\/\ \~vu\ i*vuv5¢(/\
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Mr Spreckley, LCD(I)

Secretary of State's Discussion with the President of the

European Commission

The Secretary of State had breakfast with Mr Jenkins
on 5 February in Brussels. Mr Jenkins had visited Bonn during
the previous weck and had had 3% hours of discussion, mainly
tete-a-tete, with Herr Schmidt. Schmidt had been, according
to Mr Jenkins, in a worried and discursive mood. He was
clearly still quite i1l (Mr Jenkins thought it was heart trouble
rather than thyroid) and had spoken in pessimistic, almost
apocalyptic, terms about the state of the world. He was
critical of President Carter's handling of recent events such
as Iran and Afghanistan: in Schmidt's view the Americans had
no coherent strategy for dealing with the Soviet Union and were
simply reacting in an opportunistic way to events, lurching
from one crisis to the next. Schmidt had said that there
was a "smell of 1914 in the air": he thought that there was at
least a 20% chance of another world war. Mr Jenkins commented
that althoagh he had seen Schmidt in a dgpressed state before
he had never known him as emotional as this.

Schmidt had also been pessimistic about the prospects for

resolving the problem of the UK's Community budget contribu

At one stage he scemed even to imply that Britain would simply
have to take the 520 muas offered by the revision of the
corrective mechanism and not expect anything more. But when

Mr Jenkins had pressed him on this he had acknowledged that a
settlement along the lines implied at Dublin, i.e. with some
increase in Communityv expenditure in Britain, might be attainable,
IHe had, however, been critical of the British Government's
European policies generally. In particular, he had expresscd

of hix

(orwesaluwm nllconsiderable irritation and astonishment that Britain had not

£, 0 il joined the EMST Schmi@t thoughﬁ that even tbopvh the?e migh§
’ Qﬁ not be any great financial benefit for us in joining, it would
LM% A~ . COBt us absolutely nothing to do so and that failure to join
: was an indication that we were not at heart committed Europeans.
Mr Jenkins commented that the importance which Schmidt had
attached to the EMS had surprised him: he had noti previously
thought that the question of rossible British membership of the ENS
exchange rate mechanism was currently something to which other
Community countries attached great importance. Mr Jenkins
also said that, although the Commission had been careful not tc
commit dtself tolany. figures for the degree of reliel which
Britain might expect to get ¢n the budget, his own estimate of
what his colleagues might collectively consider feasible and
reasonable was something around 1000 muzs.

Finally, My Jenkins said that British obstruction on the
non-guola geciion of the Regional Development Fund was counter-
productive., The amount involved was tiny and there was no
sense of making an issue of principle out of it. The degree
of irritation which this caused within the Community, and,
within the Commission, particularly to Commissione: Giolitti,
who had hitherto been robust in supporting the British cause,

/was
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was out of all proportion to the gain to Britain from
holding things up. The Sceretary of State said that he would
100k into the matter and see whether we needed to rebain ouE
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(P Lever)
6 February 1980
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10 DOWNING STREET

From the Private Secretary 6 February

e

WHITE PAPER: EVELOPMENTS IN THE
EUROPEAN COMMUNITIES 1979

The Prime Minister has seen your letter
to me of 5 Februz=y on this subject. She is

content that the #zite Paper should be laid

before Parliament, as planned. on 8 February.
2

She has, however., =sked why it is planned to

revert to the ne—m=2 six-monthly cycle.
Could the White Zzser not be published
annually?

I am copying this letter to the recipients
of yours.

G.G.H. Walden, Esq.,
Foreign and Commonwealth Office.
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Prime Minister

Community Budget

> l‘( A 0 . .
. ¢iﬁ“ f\l. My minute of 4 February recorded my discussions on o@llatipit@eyil
(¢

| :( issues during the weekend with the French Foreign Minister.
2. On the Community Budget the going was, as one might have
expected, a good deal stickier. I deployed our case along the
lines of the six points you put to Signor Cossiga last week as
representing the basis for an acceptable compromise. I did not

mention any figures.

Bl Francois-Poncet replied in familiar French terms. He
maintained that he himself was a relative dove on this issue,

and apologised for having taken such a tough line with Ian Gilmour

the previous week (lan gave as good as he got). He claimed that
President Giscard himself took a much harder view. The points

which emerged from our discussilions were:

(i) Francois-Poncet acknowledged that as part of a
possible settlement some extra Community money
could be spent in Britain on Community projects.
This is, I think, the first time that the French
have explicitly endorsed such expenditure. Francois-

Poncet made clear, however, that he was thinking

in terms of only a small amount of extra expeﬁazture.

)

He mentioned "a few millions" over 500 MUA.

The French do not contemplate settling our Budget
contribution issue in March, at any rate on its own.
. . L T > —
Francois=Poncet said that there were obvious links
JVWﬂL*Z/LuA with agricultural prices, the sheep meat question
‘ /QMgﬁz Dmos ) and progress towards a fisheries agreement. He
b uka(’(,( /é»w‘ na

also mentioned the political importance of some
Zv‘éﬂL‘,ﬂ £ genuflection by us towards the Community on energy.

/1t
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CONFIDENTIAL

It would not be politically possible for President
Giscard to return from the European Council with
the British budget problem solved but with all

these other issues outstanding.

Francois-Poncet made no mention of any '"associate
status'" for Britain. But when I pointed out that
there was bound to be a row if it proved impossible
to reach agreement he said that we would run the
risk of finding ourselves isolated and that the
other members of the Community would '"make other

arrangements without us'",.

4, Frankly, none of this surprises me, Anything less intransigent
would have been unexpected at this stage. The French are clearly

digging in for a tough negotiation: there is still a wide gap between

what we regard as an acceptable compromise and what they say they are

prepared to consider, and we may have to head off firmly any attempt

by them to delay a decision beyond the March European Council.
Sl
But their insistence on delaying a settlement and increasing the

linkage items may upset and irritate a number of our partners who
share our wish to get the UK problem out of the way as quickly as
possible and who will have to bear the main cost of the sweetners.
(eg on sheep meat) for which the French are looking. We shall

need to E;E;?stock IinSthe s lightsefisthe Franco—Germah Summit, of the
discussions I hope shortly to have with the Germans and of the
Italian Presidency's efforts to move things forward in their

bilateral talks with other Community partners.

B I am sending copies of this minute tofdther members of OD,
e PetersWal keri S DavidSHowellland StoNSir RQbért Afmstrong.

b un (g 1O
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(CARRINGTON)

Foreign and Commonwealth Office

5 February 1980 CONFIDENTIAL







Foreign and Commonwealth Office

London SWIA 2AH

g

/’ S5 February 1980
»

White Paper: Developments in the European Communities 1979

The draft White Paper on 'Developments in the European
Communities 1979' was circulated by the Lord Privy Seal
on 21 January to members of OD(E) and other Ministers
directly concerned. No comments were received, and the
White Paper is now being printed and will be laid before
Parliament at 2.00 pm on 8 February.

It has been the practice to publish these White Papers
every six months, but because of the election in May, we
decided to extend the time scale for this particular edition.

bfl‘b We will now revert to the normal six-monthly cycle.

“H '::"A The timetable for publication of this White Paper has
b

een compressed to ensure its appearance at the earliest possible
date in 1980 and in time for any general debate on Community
issues we may wish to hold before the next European Council.

It has not, therefore, been possible to consult Cabinet formally
in the usual way before publication, but since those Cabinet
Ministers directly concerned have seen and approved the draft,
we are proceeding with arrangements to lay and publish,

I am copying this letter to the Private Secretaries to the
Chancellor of the Duchy of Lancaster, the Chief Whip, the
Parliamentary Secretary of the Privy Council Office, the Chief
Press Officer (No 10) and David Wright (Cabinet Office).

5'7—\.

G G H Walden)
rivate Secretary

M O'D B Alexander Esq
10 Downing Street
LONDON
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Community Expenditure in the United Kingdom

You may find it helpful to have this note on the extent to which existing
TR ST S L

Community expenditure in the United Kingdom affects current public expenditure

e )

decisions. This is relevant to finding ways of increasing Community expenditure
which will reduce rather than increase United Kingdom public expenditure and
which will not lead to greater Community control over it.

2, From the attached summar'y prepared by the Treasury you will see that

our main receipts in 1980 are divided between agriculture (accounting for

almost two-thirds of the total), the Regional Fund (approximately 18 per cent)
S g

and the Social Fund (11 per cent). The following paragraphs consider for each
of the main categories how the existence of Community policies affects United
Kingdom expenditure.

FEOGA Guarantee Expenditure

3 This expenditure (estimated at £454 million in 1980) constitutes the
largest single block of Community expenditure in the United Kingdom. In part
its purpose is market management, but its main importance is that it provides

a source of income support for farmers, mainly through its effect of contributing

to the Community policy of maintaining farm support prices above world price

levels for the foodstuffs covered by the CAP. The categories of expenditure

qualifying for Community support (which is uniformly 100 per cent throughout
FEOGA Guarantee expenditure) are decided by the Council and laid down in
Community regulations. Since these involve a degree of compromise, itis
possible that the pattern of support (e.g. more for milk producers and less for
s i
hill farmers) is not what we would choose ourselves; but there is no reason to
suppose that an equivalent domestic policy would involve a significantly different
amount on public expenditure in the United Kingdom. The total amount of
support for producers is to some degree within our control through the level of
the Green Pound and through various national measures (liquid milk price, hill

oSG, —
farm subsidies, capital grants etc.). A switeh in policy from the market support




CONFIDENTIAL

system of the CAP to deficiency payments would involve more public expenditure

than now to give the same amount of income support, because part of that support

is at present borne by consumers, who pay prices above world market levels.
——————

FEOGA Guidance Section

4. This £37 million of public expenditure financed by the Community will
stem mainly from national agricultural structures measures qualifying for
support under the relevant Community Directives. The four main structural
Directives for 1972 and 1975 simply provide for the partial reimbursement
from FEOGA of expenditure under national schemes, although there is an
element of additionality under the 1977 Regulation. While there is no reason to
suppose that public expenditure on agricultural structures would be any lower
in the absence of Community-financed structures expenditure, an increase in
this expenditure sufficient to make a significant dent in our Community Budget
deficit could lead to the support of projects which would not otherwise be under-
taken - especially since the United Kingdom already has a highly capital-
intensive farm structure. This is one reason why we discouraged the
Commission from pursuing their ideas of last November that agricultural
structure might be a suitable area for increased Community expenditure,

Regional Fund

5. The £145 million of Regional Fund expenditure expected in 1980 will be
IS ‘_h

wholly in support of existing national regional expenditure, and no additionality
f e
is involved., Community expenditure in the United Kingdom could be increased

if the rate of Community contribution was raised e.g. to 70 per cent but a

significant increase which did not involve additionality would have to cover
o —.

public capital expenditure programmes on regional infrastructure rather than

projects which would qualify under the current Regional Fund Regulation,

Social Fund

6. This £84 million of expenditure will be fully absorbed within existing (
N

programmes and there is no additionality. But to increase our receipts under
the Social Fund's detailed guidelines and rules sufficiently would almost

certainly involve putting forward projects which would not otherwise have been
~ e —

undertaken,

T
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Northern Ireland

e This £33 million block of expenditure will be credited to existing public

expenditure programmes in Northern Ireland and there is no additionality, We

have suggested that the Community could substantially increase expenditure in

the United Kingdom by paying a high rate of support for our capital expenditure
on infrastructure and a somewhat lower rate on other expenditure in Northern
Ireland. But this could not be done under existing Community funds.

Community=financed Expenditure on Research

8. The Community is expected to finance about £8.5 million of our public
expenditure on research in 1980 by means of payments to United Kingdom
research establishments. Not all the projects involved would have been under-
taken in the absence of Community support. This expenditure could not be a
source of major expansion of United Kingdom receipts, partly because it does

not accrue to the Exchequer.

(D.J, Wright)

5th February 1980
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Summary table of replies/the extent of EEC impact on UK Policies

Amount
1n
1580

Claim Procedure

Vetting Procedure

Additionality

Policy influence 5

Soclal Fund

Regional Fund

Energy, Trans-
poOrt., &
Industry
Research
SUPPORTL

Korthern
Lreland

£84m

All applications channelled
through DE:Recipients

Home Office, NIO, LA, NI,
ITB's. Accepted target For UK Share 259,

Payments & claims Govt.
Depts. only. Quota of 237
allocation for 95% fund.

Claims and payments direct to
Private and Public

research organisations and
Nationalised Ind.

Northern Ireland Office
claims payments through
Northern Ireland Office
but end up in Northern
Ireland departments

Detailed guide-
lines agreed by
Member States

Projects funded,
‘not programmes

Payment contingent
on research report
and scientific
vetting. A casefor
assistance has to
be made

As in Regional
Fund and Social
Fund

No, insoi‘a::'/1

as support
replaces
referred
pdlicles any-
way

No 2
additionality

Full
additionality
in general
except for NI
Fusion
research
obtains £% out
of every £10
from Commission

No2
additionality

Claimed that expenditure
plans have been unaffected
by Community spending.
Expenditure by non-Govt.
Dept. Could rise as a
result of EEC funds but
does not affect PSBR.

No policy influence with
present size of fund

No policy influence claimed
mainly because schemes
involved are small. Private
bodies and NI may well
change behaviour as a
result of EEC support

No policy influence




FEOGA

1 Guarantee IBAP claims;individuals No vetting. Audits| No technical4 All schemes are 100%
receive payments are rigorous additionality EEC financed

Guidance Agricultural depts claim No vetting Some FHDS capital grants

i tal additionality scheme introduced and
GADS4 s geared to
Epant receipts under farm
individual Individuals apply but Proposals judged Some modernisation directive
projects applications & payments on individual additionality
are channelled through merit Schemes are only partly
Agricultural dept. —_— EEC financed.To qualify
scheme must be first
undertaken by national
governments and therefore
there need be no
additionality if schemes

only constituted

preferred policies

The objectives of the Social Fund are to promote additional spending in' the agreed policy areas. The
criteria for fund priorities include additionality and especial priorities are given to new policy areas.
This suggests that problems of additionality are inherent in the Social Fund but they may be more or less
dormant at present levels of spending.

At present size of regional fund no problems of additionality arise.

While respondents have suggested that there is little direct policy influence - nevertheless the

possibility of EEC receipts has been included in the arguments about which expenditure areas should be
contracted and which expanded or left alone.

Separate PESC provisions already made for IB@QP expenditure though financed by EEC. However, increased
receipts from the EEC in respect of Guarantee can only be obtained by raising IBAP expenditure so that
the PSBR would not be reduced.




10 DOWNING STREET

From the Private Secretary S5 S5 February 1980

Call by Mr. Scott-Hopkins

As you know, the Chairman of the European Democratic Group,

- Mr. Scott-Hopkins, called on the Prime Minister this morning.

He has just been re-nominated as Chairman of the European Democratic
Group in the European Parliament. The Lord Privy Seal was also
present. i

Mr. Scott-Hopkins told the Prime Minister that the situation
in the European Parliament at present was complex and confused.
The lobbies of the MEPs were dominated by the twin issues of the.
Community budget and the Common Agricultural Policy. The MEPs were
constantly reminded of the impact of their decision t¢ reject the
Community buuget by the fact that they had lost 40 per cent of their
funds. Fortunately the position of the members of the European
Democratic Group was not too bad as the Group had a considerable sum
of money (8 million Belgian francs) in its reserves. Mr. Scott-
Hopkins said that his own expectation was that the European Parliament
would not accept the new budget proposal which the Ccmmission would
be submitting to them. He thought that they would regard the pro-
portion of the budget devoted to the CAP as still too large.

On the CAP, he said that nobody in the European Parliament
Ziked it. The German Members, of all political complexions, would
Join the members of the Eumopean Democratic Group in pushing for
reform. Only the French were united in opposing reform. The Prime
Minister asked whether there would be support for a proposal to write
in to the Community budget a limit on the proportion of the budget
devoted to the CAP. Mr. Scott-Hopkins said that the Parliament had
tried to do this but Ministers had been urwilling to agree. He
thought there would still be difficulties with the French, the Irish
and the Danes. On the general question of agricultural surpluses,
Mr. Scott-Hopkins said the real problem was with milk. He was less
concerned about sugar since he thought that by 1983 there would be
an excess of demand, world-wide, over supply.

In reply to a question from Mr. Scott-Hopkins, the Prime Minister
said that she did not think there would now be an early meeting of
the European Council. There would be no point in such a meeting
unless agreement was in sight. The planned meeting on 31 March/
1 April fell within the present financial year and could therefore
produce results which could be taken into account in the next
financial year. This was the essential point for her. She expected
the March meeting to be a very difficult one. As regards possible

/ solutions to




solutions to the budget issue, the Prime Minister said that the
situation was more or less clear on the contributions side but that
we required a great deal more on the receipts side. There would have
to be schemes specially tailored for the UK: she mentioned coal,
transport, Ulster, and redundancy and run-down payments In the steel
and shipbuilding industries. Whatever money was produced would have
to be in substitute for expenditures already being incurred.
4 |

At the end of the conversation the Prime Minister repeated that
it was essential that the UK obtain a satisfactory solution. She
did not wish to be driven to withholding our cgntributions.
Mr. Scott-Hopkins said that he also hoped that ;it would not be
necessary for Britain to withhold contributionﬁ but that this was
the only real weapon that Britain had. ;

: \

I am sending copies of this letter to John Wiggins (HM Treasury)
Garth Waters (MAFF) and David Wright (Cabinet Office).

PR

Michael Richardson, Esq.,
Office of the Lord Privy Seal.
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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
4th February, 1980

You will wish to know that the next
issue of the Treasury's Economic Progress
Report, due out on Wednesday afternoon
this week, will contain material on the
UK's excessive net contribution to the
Community Budget. I attach a copy of the
proof version. You will see that the
article has been confined to giving
background factual information; it has
not attempted to make a more "political"
presentation of the case. Your Press
Secretary already knows about the article
from Peter Davies here.

vrww
) O L\/v\
(A.J. WIGGINS)
T. Lankester, Esq.,

Private Secretary,
106, Downing Street
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The UI(s contribution to the Community

Budget

At the time of the negotiations, in 1970, about the United Kin

gdom’s entry to the European Fconomic Community, there was

concern that the Community’s way of raising revenue (the ‘own resources’system*), together with the predonunance of agn-
culture in Community spending. would result in the UK muking a very large net contnbution 1o the Community’s Budget once
the transitional period ended late in the 1970s. It was then held in the Community that such fears were exagperated. It was sad
that calculauons for a period 8 or more years ahead were theoretical and it was likely that the Community would adopt new
policies which would reduce the proportion of the Budget tuken by agiiculture to 60 per cent o1 even 40 per cent. Tlas would
reduce the UK’s prospective net contuibution, because Britain’s receipts under the new policies would be higher than those from

the Common Agncultural Policy.

However, the onginal Member States agreed that ‘should
unacceptable situations arise within the present ( omimunity or
an enlarged Community ., the very survival of the Community
would demand that the Institutions find equitable solutions’
(paragraph 96 of Cmnd 4715 July 1971).

The development of the UK net contribution

Britain joined the Community on | January 1973 In the
first year of membership it made a net contribution of Just over
£100 nullion. There followed 2 yedrs, 1974 and 1975, in which
the United Kingdom’s accounts with the Community were
roughly in balance. But by 1976 the British net contribution
had risen again 1o over £150 million. By 1978 it had reached
£800 million and in 1979 £900 million.

Between 1973 and 1979 the UK’s payments 1o the Com-
munity were governed by the so-called ‘transitional 4arrange-
menis’, which provided for the phased introduction of the full
UK gross contribution under the Own Resources system, In
1980, for the first time, the UK net contribution will reflect
the unmodified effect of the Community’s budgetary arrange-
ments on the UK's transactions with the Community.

Comparison with other Member States

Table 1 1s based on the European Commssion’s latest avail-
able esumates of the net positions of Britain and the other
Member States in 1980, These estimates were made in the early
autumn of 1979 The ditlerence between columns | and 2 and
3and drespectively liesn the ditfering stiributicn of the bene-
11t of the Moneztary Compensstory Amounts (MCAs) paid on
sgricultural exports from other Member States 1o the UK and
ltaly. The UK bLelieves that these pay e nts must be regarded as
subsidies to producers in the exporiing Member State, since
they allow their hugher cost produce 1o vompete i jower price
markets. On this busis, the presentation in colurmmns | wnd 2 is
correct. But on either treatment of MCAs the UK eMmerges as
the largest net contributor by a substantial MArgin.

The UK as the major net contributor

On present pohaes, the UK would nake about 60 per cent
of the total net contributions 16 the Community Budget in
TU8C. Bul as Tuble 2shows, the UK's GNP per headas the thard
lowest i the Comnunity

Table 1
NET BUDGET POSITIONS !N 1980

Exporier benefits
from MCAs

EUA m

Importer benefits
from MCAs

£m £m EUA M

Net contributors

UK 1.205
German Federa! Republic 639
France 13

Net beneficianies

292
283
353
436
538
871

Luxembourg
Denmark
Netheriznds
Ireland
Beigium
italy

185
189
238
291
2
581

195
247
281
342
367
489

292
370
822
513
550
734

Source: Commussion Reference Paper on Bucdgetary Questions EUA
amounts converted 10 sterling at an exchange rate of £1 = EUA 1.8

GNP per head is widely accepted as the best available
measure of a country’sability to pay. But in 1980 the UK 1s ex-
pected 1o make a net contnbution 40 per cent greater than thatr
of Germany, although German GNP per head is very nearly
twice as high.

Causes of the high UK net contribution

The UK’s disproportionate net contribution results fror.
the interaction of two factors: a high gross contnbution and a
low level of receipts from the Community Budget. Table 3,
which relates the UK share of gross contributions and of Comi-
munity expenditure (UK receipis) 1o its share of Community
GNP shows that rather over /3 of the UK's net COnIrbuLIon .
attributable 1o the excess of s ETOSS contributions over s
GNP share. The remaining. grester, part of the net contiibution
arises frani the low level on Community spending in the Uk

*The Camnienity s Own Restuloey onsind o8 the daties Evied ur enoets entenng the { .
Y Mom S vuabiies thder bhe G o en (aieensd Tanitl by
Uil tron uu
Comtnn Aptiutiotat Fooy Prict supjsell regy

MTiwn
Chatped of apT Ui 4K LS
IS I Lot ety 0 bRy Ut phacs sp to the fine d ievels e aiiny wadir Gie
Woend the yield ol s notional NA L rave o oup o)
PEf Xl a vttt e d G otimia ity base




* gable 2
GNI"PLR HEAD AT MARKET EXCHANGE RATES 1978

{Community = 100)

Denmark 1437
Geiman Federal Republic 136.7
Belgium S 1289
Luxembourg 1258
Netherlands 123
France 116.1
UK 726
laly 60.2

freland 49.6

Table 3
ANALYSISOF UK NET CONTRIBUTIONIN 1980*

as % of Community total

£m

1. UK gross contribution 20.5
2. UK gross contribution if in
line with UK share of

Community GNP
3. UK receipts

4 UK netcontrnibution (1-3)

2,075

16.0
8.5

1,621
866
1,209

as % of total net
contribution

Of which: Excess gross 375

contribution (1-2)

Deficient receipts
(2-3)

*E xporter benefits attribution of MCAs

Source: Commussion Reference Paper on Budgetary Questions

The level of UK payments to the Community under the
Own Resources System reflects its exceptionally open econ-
omy, heavily dependent on imported food und with world-
wide trading connecuions. The UK contnbutes almost a quarter
of the Community’s total revenue from tanits and agricultural
levies.

On the receipts side, the UK’s meagre share in Community
spending results from the conuinued dominstion of the Coni-
munity Budget by expenditure on agricultural support. The
Common Agncultursl Pobicy absorbs over 70 per cent of the
total Budget, most of this being atinbutable to the cost of
storage and disposal of agnicuitural surpluses. The UK's small
farming seclor can never atiract more than @ small share of such
expenditure  in 1980 ats share of Community spending on price
support 1s forecast to be no more than 5% per cent. In other
areas of Community expenditure, tor example the Regionul
and Souial Funds. Bntain does berter Bur since these two
funds account for only 7% per cent of Community expendi-
ture, even the UK's prospective 26 per cent share from them,
which 1s 52 per cent higher than 1ts contribution share  would
yield Britain a net gain ot 'only £45 nulhen. ‘T he Bntish net con-
tnibution to the cost of agricultural price support measures 1s
25 times this size.

The 1975 Financial Mechanism

To be effective, any measures to reduce the UK's net contri-
bution must take account ot both the factors that have brought
it about. So tar, the Community has considered only the
contributions side. In 1975 urrungements were mede which,
under certain arcumstances, would serve to reduce the UK's
gross contnibution through the so-called Finanaial Mechanism,
This states that: ‘conditions mmcompatible with the proper
tuncuioning ol the community could anse when a member
state’s economy, whilst ina special sSitustion  1s torced 10 bear o
disproportionate burden in the financang of the Community
Budget'. It provides that @ Member State with a GNF per capita
less thun 85 per cent ot the Community average and a growth
tate of per capita GNP less thun 120 per cent ot the Commun-

ity average, should, subject to certain further condinons. be en-
titled 1o a partial refund of its gross contyybutions reluted to the
difference between its share in total gross contributions and sts
share in Community GNP, The UK has met the relevant econo-
mic conditions in every year since the mechanism was dgreed.
but the other conditions have so far prevented it {rom receiving
any benefit. o

Own Resources

Despite the existence of this Financial Mechanism, which
specifically acknowledges that high Own Resources payments
may impose an undue cconomic burden on a Member State. 1t
is sometimes argued within the Community that the UK’s case
rests on a nusrepresentation of the true nature of these reve-
nues. According to this view the imiposts which make up Own
Resources are the Community’s legal property and cannot
properly be regarded as ‘a contribution’ by the individual
Meinber State in which they happen to be collected.

The legal status of Own Resources is not in dispute. They do
belong to the Community. But as the Finapcial Mechanisin
recognizes, they can be the Community’s property and snll
represent a burden. They are an economic burden on the UK
because they remove resources which could otherwise hive
been employed in the UK, for the direct benefit of its people
And the fact that they are the Comimunity’s own resources
does not rule out deploying them in a balanced and equitable
way.

Trade patterns

It is also sometimes argued that the UK could solve its prob-
lem if it avoided levies and duties by importing less from out-
side the Community. For its part, the UK scrupulously ob-
serves the system of Community preference which the
Common External Tunff embodies; this gives exporters in
other Member States an advantage in the UK markets over
producers elsewhere.

The Treaty of Rome did not set out to make the Commun-
ity into a closed trading zone. But the UK has already re-
oriented its trade 1owards the Community. The share of total
imports coming from the Communiy rose from 31.6 per cent
in 1972 1o 38 per cent in 1978 The increase for manufactures,
excluding transport and machinery. was even sharper. from
28.3 percentin 19721039 .6 per cent in 1978 Comparable nig-
ures for food and drink show a rise from 32.4 percent1042.9
per cent. Such a reonientation is not reflected in the experience
of other Member States in these years.

In any case. the trade pattern affects only the contnibu-
tions: the argument isirrelevant 1o the low level of UK receipts
from the Community.

Nortih S2a otl

Another argument often heard is that UK energy resources
enable us 1o sustain without difficulty a net Budget contribu-
ton of the size torecast for 1980. There 15 a second argumeni
that every imie the oll price nses, there s 2 very large additional
benefit to the UK. Both arguments ignore the fact that ai-
though North Sea oil is of great benefit 1o our economy . the
UK remuins primarily a trading and manufactunng nation and
4 major consumer of oil and other forms of energy. In 1979
1otal North Sea oil output represented only 2 per cent of UK
GNP, or less thun hall the growth of the German and two-thirds
the growth of the French economy in that single year. The UK
remains a net un porter of o3l and s hkely 10 be in that postuci
throughout 1980. So o1l price increases continue 10 harm our
economy directly teven if they harm us less than others). and
they cause major daemage indirectly because they add tointis-
nonary pressures and reduce world growth and trade. As o
nation with 30 per cent of GNP in exports, we sufler substan:
tally fromreduced world gmowih

North Sea 01l 1n no way removes the case for reducing the
UK’s present inequitable net contnibution to the Comuanity
GNP and GNP per head renwnn the valid tests of ability 1o pay
and are recognised as such in the present Finanaial Mechisnisn
The benefit o1 North Ses otls tully reflected in both GNP apd
GNP per head Bven takhing account of North Sea ol the UK
rankang an the Community GNP per head 1able is unchianged




1 /ﬁc discussion in Europe
: ¢ meening of the Luropean Council in Dubhin in

Nove®er 1979 the Counctl agreed, as regards the contribu-

tions element, that the ‘adaptation of the Financial Mechanism
could constitute a useful basis for a solution’. As for the re-
ceipts element, the Council requested the Luropean Comimis-

sion 1o put forward proposals for developing ‘supplementary
Commumity measures within the United Kingdom which will
also lead to greater participstion by the UK in Community ex-
penditure’. These aspects will be followed up at the next Coun-
cil meeting the date for which is to be suggested by the Itaban
Presidency.
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Mr. Christopher Tugenhadt spoke to
the Conservative Party Finance Committee
on 22nd January. Peter Cropper here,
whe' was present, made,a record of the
discussion, which the Chancellor thought
the Prime Minister might like to see.

I am copying this letter, and

Peter Cropper's note, to Michael Richardson
in the Lord Privy Seal's Office.
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A. J. WIGGINS

M. O'D.B. Alexander, Esqg.,
No. 10.







CONI* T DENTTAL

CONSERVATIVE PARTY FINANCE COMMITTEE 22ND JAVWUARY 1880

1. The meeting was addressed by Mr Christopher Tugendhat.

. Mr Tugendhat delivered an impressive and encouraging asscssment
f the UK's position in the European Community.

Be In May 1979, when the Conservative Government took office, there
was little understanding among the other Community members - even

at Government level - of the way the British contridbution to the EEC
budget had developed. Continental reaction tended to be:

0] Britain renegotiated quite happily in 1975. Why were
the British griping a mere four years later?

(ii) The British were always complaining about something.

(iii) The poverty argument was rather pathetic. What
Britain needed was to pull its socks up.

(iv) Why all this fuss about the CAP: Britain had never
used its veto on farm prices.

~
However, British politicians understood the
view it was entirely legitimate for them to

4, But these attitudes meant that it was very difficult for the
incoming Government to (a) get recognition of the problem and (b)
obtain a solution. Time was really needed, but time was not
there. So risks had to be taken in using forceful methods to gain
attention.

e At this Juncture the Commission helped by producing an
assessnent of the problem which was likely to be accepted
member countries as impartial. This key report confirmed the
SN
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existence of the problem; it had not becn easy to produce.

6. - The Community is a big concern. "It cannot turn round

on a sixpence." Tor the solution of its problems it tends

to need an atmosphere of urgency and crisis. But these crises
must not be allowed to get out of control. In Mr Tugendhat's
view Mrs Thatcher had judged the situation absolutely correctly
at Dublin. "I do not believe any other method would have
secured more at Dublin." But the crisis was not allowed to

boil over.

g Mr Tugendhat then added: "Post-Dublin, ideas are being
considered that were inconceivable a few months ago."
In particuvlar, Dublin had two tangible results:

(1) It took the wraps off the machinery negotiated
by Wilson;

(i) It gave clear instructions to the Commission
to increase expenditure in Britain.

8. He also reminded Members that the imminent exhaustion
of "Own Resources" meant that there would soon have to be a
general review of the Community financial structure in any case.

9.‘ In his view the solution must:
(i) be such as the Prime Minister can sell;

(ii) Dbe such as to enable the UK to exert
that it has conspicuously failed to give so far.

10. In question and answer:

-

Tony Marland asked whether the CAP could not be debudgetised.

Mr Tugendhat regarded that as a policy of despair he preferred

a much more vigorous price policy with nationally financed
income aids to farmers, paid by national governments, and lower
market prices. :
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Brandon Rhys Williams asked whether expansion of the Community's

capital programme was not the answer to Britain's problem.

Mr MTugendhat. No, the time scale is too long.

Jack Page. "It all seems so obvious. Are you surprised at

the results of the renegotiations?"

Mr Tugendhat. It was always foreseeable that the UK would

have problems with the CAP and the customs levy. But I do not
think anyone foresaw how the CAP cost would rise out of control.

Michael Shaw. "T always felt that the Council resented the
partnership of the Parliament. It this still the case?

Mr Tugendhat. I go along with Micheal Shaw, but I believe the

way the Council works is a recipe for disaster. Finance Ministers
meet. Farm Ministers meet. But nobody answers for the totality
of the result.

John Osborne. "What happens now on the Budget?"

Mr Tugendhat. The Council will hopefully conclude its work

on agriculture in April and that would suggest finalisation of

a nev, Budget in June or July.

Chris Patten. "How much worse does the imbalance become by

the drop in grain prices."

Mr Tugendhat. We do not know yet, but if American diverts

its wheat away from Russia and, into other parts of the world
that will undoubtedly have an effect.

Esmond Bulmer. "What is the degree of rapport between British

Civil Servants and the Commission?"

Mr  Tugendhat. I am not aware of any particular problemn.

But of course, by definition, we have fewer people in top
positions who have personal experience of the EEC game. This
will rectify itself with time.

Ray Whitney. "What about this energy tax?"

Mr Tugendhat. Certainly it is on the Community agenda, but

e
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the time scale is far too long to provide a settlement of

the present UK problem. The Commission will be coming forward
with ideas shortly, and the Community President is likely to
refer to the subject in Februéry, in his annual "speech from
the Throne'. A levy on energy could well be to the UKX's
advantage, but a lot depends on whether it is a levy on imports
or consumption of energy, and on how the proceeds of the

levy are disbursed. A '

T

PETER CROPPER
2Llth January 1980

S e

CONT'IDENTTAT




Ref: A01274

CONFIDENTIAL

PRIME MINISTER

Cabinet: Community Affairs

You will wish to inform the Cabinet of the outcome of your talks

with Signor Cossiga on 29th-30th January, especially on our Community

Budget problem. The Foreign and Commonwealth Secretary will be
meeting his French counterpart at the weekend.

2 The Minister of Agriculture might report on the progress made

at the 29th January Fisheries Council, at which agreement was reached

on total allowable catches for 1980 and a system of catch reporting to enable

these limits to be monitored. We also lifted our reserves on the signature

of fisheries agreements with Spain, Norway and Guinea=-Bissau.

Robert Armstrong

30th January 1980
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10 DOWNING STREET

From the Private Secretary 30 January 1980

Visit of Signor Cossiga

Further to my letter to you of 22 January
enclosing a record of yesterday evening's
conversation between the Prime Mirister and
Sipgnor, Cossiga, I enclose for easchalreference
the text of the piece of paper wiich the Prime
Minister handed over.

I am sending copies of this letter and
enclosure to John Wiggins (HM Treasury),
Garth Waters (MATFF) and David Wright (Cabinet
Oifice).

} gk S . :
; i3 A micemms 4 b

G.G.H. Walden, Esq.
Foreign and Coummonwealth Office.




UNITED KINGDOM BUDGET PROBLEM -

215 The communigue of the Dublin European Council provided the

framework for a p0351b1e solution. There are no issues of principle
|

outstand;ng. A satisfactory settlement mlghé contain the following

\
elements.

2. ; First, the removal of the existing copstraints on the -
operations of the Financial Mechanism. The Regulztion embodying
this Mechanlsm (1172/70) should be extended w1eh the existing review
clause replaced by.a new_one with a similar timescale i.e. a review

not later than the end of the sixth year.

3. Second, there must be supplensatary measures, as foreseen
in the Dublin communigque, leading to greater pasrticipatioan by the

United Kingdom in Community expenditure. We can decide on the

method or methods in the light of the Commissiocn's proposals; They

would be subject to review at the same time ac the Financial
Mechanism;

4, Thirdly, we are willing to accept that the United Ki;gdém
should be'a modest net'éontributor toithe Community Budget. The
combination of the Financial Mechanism and the improved,recéipts
in the UK from Community.expenditure should bé-devised in such a
way that the UK would remain a modest net contributor not only for.

- 1980 but in future years.




5) - The United Kingdom believes that its net contribution should
be below that of the Member State having the next highest GNP per
head in the Community. The difference should be at least
proportionate to the difference in levels of GNP per head.
6. For the medium term, the European Council should instruct
the Commission to make proposals fof achieving a bettef balance
within the Community budget and ensuring that, by 1986, the.proportion
devoted to the Common Agricultural Policy (FEOGA Guarantee Section)
would not exceed 55 per cent of the total. The Council should
take account of the effect of implementing such proposals on the
United Kingdom's net contribution at the time of the review of the

Financial Mechanism and the supplementary measures.

7 I hope you can agree that this would represent a reasonable

compromise and will be willing to consult our partners on this basis.
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Signor Cessiga explained, again, his preference for an early meet-
ing with the President of the Commission, in order to ensure that
the Commission's paper was in the right form, followed by a
"pilgrimage' arocund Europe's capitals. He expressed some conceri

at the prospect of the Foreign and Commonwealth Secretary mentioniug
figures to M. Francois Poncet. The immediate result of this might
be that the French would take up a defensive and unhelpful posture.
The figures should not appear abruptly: to force the pace might be
dangerous. Moreover 1t was cssential that they should come from

the Italians and be presented as a compromise developed by them
rather than as a British proposal. Signor Cossiga said that he
himself intended to say that he was unawarc of any British com-
promise proposal. So far as he knew, the British were still asking
for 1200 mua or more, The Foreign and Commonwealth Secretary said
that he would stall in his forthcoming talks. The Prime Minister
agreed with Signor Cossiga's proposed course of action but stressed
that the figure of 250 mua which she had mentioned was her compromise.
She hsd started from & pesition of broad balance i.e. the position
which France already enjoyed, and had now agreed to be a net con-
tributor. She did not want there tc be discussions about a comprom-
ise figure for the Britdish contribution lying between 250 mua and
600 mua. Signor Ruffini, to whom these remarks were addressed,

said that he had taken the point!

Community Budget

The Foreign and Commonwealth Secretary said that there was a
problem about the next steps in the discussions in Europe about
the British contribution to the Community budget. He would be
seeing the French Foreign Minister in a day or two; Chancellor Schmidt
and President Giscard would be meeting early the following week;
and he would be seeing Herr Genscher a few days subsequently. What
should he say about the discussions that had taken place in London?
In particular should he mention the figure for Bri taims neit con'—
tribution which the Prime Minister had given to Signor Cossiga?

. /Signor Cossiga
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10 DOWNING STREET

From the Private Secretary ; 30 January 1980
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VISIT BY SIGNOR COSSIGA

I enclose the records of the Prime
Minister's talks in restricted and plenary
session with Signor Cossiga here this morning.

I am sending copies of this letter, and
of both records, to David Wright (Cabinet
Office); of the record of the restricted
session only to John Wiggins (HM Treasury)
and Garth Waters (Ministry of Agriculture);
and of the plenary session only to Brian
Norbury (Ministry of Defence).

L[»"-st RVVEEY
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G.G.H. Walden, Esq.,
Foreign and Commonwealth Office.




e

% CQQ'LO
LE coO
5l Tsv|

" A Y

)
5 3

i ki &

RECORD OF A DISCUSSION BETWEEN THE PRIME MINISTER AND THE PRESIDENT
OF THE ITALIAN COUNCIL OF MINISTERS, SIGNOR COSSIGA, AT NO. 10
DOWNING STREET ON 30 JANUARY 1980 AT 1000 HOURS

Present

Prime Minister Signor Cossiga
Foreign and Commonwealth Secretary Signor Ruffini
Lord Privy Seal Signor Ruggiero

Mr. M.O'D.B. Alexander Signor Berlinguer

* %k % 3k %k Xk >k Kk 3k ok Xk

Signor Cossiga said that he had examined the paper which had

been given to Signor Berlinguer the evening before describing
ways in which Britain's receipts from the Community budget could
be increased. He noted that the areas mentioned included
transport, coal mines, Northern Ireland and depressed urban areas.
The Italian delegation had done some sums. They calculated that
there was now a difference of 400 mua between what the Prime
Minister had said she was prepared to accept as Britain's net
contribution and the figure which, in the judgement of the

Italian delegation, other members of the Community might at

present be prepared to envisage. The Prime Minister commented

that 400 mua was not a very large sum when divided among the

other members of the Community. Signor Ruffini referred to

the difficulty which the Italian Government might encounter
with Italian public opinion when it became known that they were
prepared to finance their share of the revised corrective mechanism.

The Prime Minister observed that whenever people said that it

was difficult for the other members of the Community to find

the necessary money, thcy should be reminded how difficult it was
for Britain to find the very large sums she was at present expected
to contribute. She repeated that, despite the country's relative
poverty, Britain was prepared to be a net contributor to the

extent of 200-250 mua. This figure had been arrived at by
reference to the contribution of the next richest member of the
Community in terms of per capita GNP, i.e. France. The

difference which existed, according to the Italian delegation,

between this figure and that to which the other members of the

/Community
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Community would agree, was very large from the British point of
view. It would be quite unreasonable to expect Britain to pay
so much. It was necessary to be very clear about this. (Ehense

was still a long way to go.

Signor Cossiga said that he was not suggesting that it was

for Britain to bridge the gap. Nor did he intend to say that
the British Government was prepared to make a net contribution
of 200-250 mua. He would go no further than saying that he had
the impression that HMG might be prepared to consider figures

in this area but that he knew nothing for certain. The: Prime

Minister said that she would be content with this approach.

The Prime Minister asked how Signor Cossiga saw the tactics.
She thought that Chancellor Schmidt held the key to the situation.
It would be impossible to get a satisfactory solution without
him. This was both because he would have to meet a substantial
part of the cost of a solution and also because he would influence

President Giscard. Signor Ruggiero said that France would be

extremely interested in the cost to her of any solution. He recalled
that President Giscard's support for the creation of a Regional
Fund had only been secured by offering France a 21 per cent share
in the Regional Fund. The key to the budgetary problem might

lie in a settlement of the difficulties over a sheepmeat regime.
Agreement on a sheepmeat regime would give France a useful sum

of money. They might be prepared to regard this as an offset to
the cost of a solution to the British problem;’ﬂmeFTench had always
seen the Community as an organisation from which theyshould
benefit. Increasingly they found themselves at a mid-point
between the less wealthy and the more wealthy members. They
calculated that, following enlargement, their position would be
changed to that of a net contributor. For the moment they

were seeking to preserve a position of balance im relation to the
Community budget. A solution to the sheepmeat problem might

make it possible to reconcile this objective with a French

contribution to Britain's budgetary problem. The Prime Minister

said that the sheepmeat issue could and should be solved. But

a solution based on significantly increased intervention would

/not be




A, po r 4 o G .
< ‘ 9 H 1 5 i, B » b )

5 RS S U B A an e R - B (T |
b Yo b B R G Ewid @ 8 BTV

not be acceptable to Britain. Britain was the biggest producer
of sheepmeat in the Community and should benefit from any regime.
France was perfectly capable of solving her domestic problem
herself. France was already in balance and was seeking to remain
there: Britain was significantly poorer and was prepared to be

a net contributor. She hoped that people in Europe understood
the deep resentment in this country about the requirement laid

on Britain to pay and pay for the Community budget. Signor

Cossiga indicated that he understood. The Lord Privy Seal said

that Britain recognised that a settlement of the sheepmeat
problem on its merits would be very helpful to the budgét

n egotiation as a whole. A heavy intervention regime would not
be acceptable. But agreement could be found on a much lighter

regime.

Signor Cossiga said that he wanted to speak clearly and frankly

about Britain's membership of the Community. Not everyone had
regarded Britain's entry favourably. Italy took the view that
Britain's entry had made the Community a more balanced organisation.
Italy had fought for Britain's entry because Europe's development
without Britain was inconceivable. Italy was on very friendly
terms with Germany and felt a great respect for France. But
Europe was not comprised only of France and Germany. The Italian
Government did not wish the present argument to develop involuntarily
into a trap in which Britain would be pushed towards the edge of
the Community. He did not wish to make any accusations or to
judge the intentions of others. But in the search for a solution
of the budgetary problem he intended to remind the other members

of the political necessity of British membership. The idea of

a special status for the United Kingdom was unacceptable to the
Italian Government and they would reject it. Signor Cossiga

said that, in pursuing a solution, he would not wish to appear

as a partisan of the United Kingdom. He had to produce a

solution acceptable to all the members. But he believed that

the political argument was one which all the members would
recognise. Europe could hardly claim a more powerful voice

in world affairs while they were quarrelling amongst themselves.

/Signor Cossiga
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Signor Cossiga said that on the economic side the principal
problem facing the Community was the need to escape from the
"infernal mechanism'" which was turning the Community into a
protected agricultural market. Britain's present position was
the product of a distorted mechanism: Italy might well be the
next victim. It was impossible to contemplate enlargement until
the mechanism had been set right. The Community would have to
have a general review of its functioning. The United Kingdom's
difficulty was part of a general problem. Of course, a short-term
cure for Britain's problem had to be found as well as a long-term
cure. But it was as well to recognise that all the members
of the Community were likely to fall sick. It was essential
toprevent an epidemic. Looking at the problem in this way might
‘make it easier to find the allies. who would be essential if an

answer acceptable to all was to be found.

As regards tactics, Signor Cossiga said that he intended to

see the President of the Commission shortly. The Commission
could not be allowed to prejudice the negotiations now in prospect.
He did not intend to allow the Commission to interfere with the
mandate he had received from the other Heads of Government in
Dublin. Having seen Mr. Jenkins, he would go on to see
Chancellor Schmidt and President Giscard. He would not, however,
plan to meet with President Giscard until Chancellor Schmidt had
had a chance to consult him. Signor Cossiga said that he would
have a number of arguments to deploy in seeking Chancellor Schmidt's
help. They had assisted each other in dealing with the Theatre
Nuclear Force issue. They were the only two members of the
Community to have a border with the Communist bloc. Italy's

- willingness to sacrifice 79 mua entitled them to ask for sacrifices

from others.

Signor Cossiga said that in approaching Chancellor Schmidt
he thought it essential that he should be in a position to say
that the United Kingdom was not merely trying to solve its own
problem but wished to put the Community in a position where it
could act on the international stage and develop its own philosophy

further. The Prime Minister said that the need for the Community

/to act




to act together politically was a predominant element in her

thinking. The Community had to approach world problems in unison.
There was no question of the UK considering leaving the Community.
No-one, she hoped, wanted them to leave. Equally, no-one was going
tobe allowed to push the UK out of the Community. What she
expected from the Community was what every member was entitled

to expect - fair treatment. ntil the unfairness was removed,

the Community would not be able to act together in the way the
Prime Minister would wish. She much regretted this and had been
particularly disappointed by the Community's response to the

present crisis (Signor Cossiga agreed). The need for greater

unity was very real. The Prime Minister said she was happy to

leave it to Signor Cossiga to decide, against this background,
when the next meeting of the European Council should be held.
It was important that he should bear in mind the need to avoid
another Dublin. The Prime Minister intended to be very firm
about Britain's requirement. She did not want, for everyone's

sake, to go through a similar experience again.

The Foreign and Commonwealth Secretary said that it was

essential that the proposal which had been floated by the French
for some kind of associate status for the UK should not be
pursued. It was absolutely unacceptable to the United Kingdom.
The longer it remained in currency, the less likely was it that
a satisfactory solution to the budgetary issue wculd be found.
Signor Cossiga said that he was completely convinced on this
point. The Lord Privy Seal said that he doubted whether the

French Government meant the proposal seriously. Although it

had appeared in the Freuch press, it had not been mentioned

by Monsieur Francois-Poncet during his recent visit to Paris.
The French probably saw the idea as a means of making it easier
for them to adopt a rigid position on the budget. The Foreign

and Commonwealth Secretary said that this was all the more reason

for getting rid of the proposal.

Signor Ruffini said that he thought that an important step

forward had been taken in the course of the talks between the

/two
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two Prime Ministers. But he wondered if the discussion of figures
could be'carried a little further. Would it be acceptable for
the Italians to indicate that there might be room for a two-stage
approach? The first stage would involve the finding of 300 mua
in ad’hoc policies on the expeﬁditure side of the budget, in
addition to the 520 mua produced by fhe corrective mechanism.

The second stage would produce an additional 400 mua in a well-
defined period of time through further investment policies.

Was it necessary for the problem to be solved all at once, or

could a graduated approach be adopted? The Prime Minister said

that she had to have an immediate solution. She needed a result
during the British financial year ending on 5 April 1981. She

did not disagree about the longer term problem. Indeed, if a

way were not found to balance the budget more satisfactorily,

the Community itself would not survive. But the immediate

problem also had to be solved. It had been raised by Mr. Callaghan
when he was Prime Minister. The situation had deteriorated
steadily since. It was not fair to ask the United Kingdom to

go on bearing such a burden.

The remaining members of the delegation joined the discussion
at 1115. ]

30 January 1980
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The Community Budget

The Prime Minister said that until the budget problem was

solved, it would be difficult for the Community to address itself

to the other pressing problems facing the world. She therefore
suggested\fhat it should be the first item on their agendé. She
thankéd Signor Cossiga for the help which he had given her in Dublin
at the previous meeting of the European Council. He had played a
most helpful role in preventing a breakdown. fe now had the task

of deciding whether an early Council should belheld. It was
essential that the position should be "almost éorted out" before the
Council assembled. It would be fatal for Europe to have another
meeting like that which had taken place in Dublin.

The Prime Minister said that she was very anxious to resolve
the problem. She had great economic problems at home. Inflation
was running at 18 per cent. Expenditure had to be reduced. There
had already been one round of expenditure cuts on next yeer's
budget: there would have to be a second round. This meant that
she had very little room for manoeﬁvre in seeking a solution to the
budgetary difficulty. The meeting in Dublin had shown the way the
problem should be tackled. The contributions could be dealt with
through the removal of the existing constraints on the established
financial mechanism. Action would be necessary on the receipts
side of the budget since the UK's receipts were only a fraction
of the Community average. The UK had proposed supplementary
measures which would lead to éreater expenditure in the UK.

(Signor Cossiga interjected at this point that Italy vigorously
supported the UK on this problem. Italy had been in the black in
1978, in the pink in 1979 and would be in the red in 1980. Something
was not working properly.) The Prime Minister said that, thirdly,

there would have to be a long term restructuring of the budget so

that the CAP did not take up anything like its present proportion
of the budget as a whole. This would take time but the attempt
had to be put in hand. It would be three or four years before the

proportionate expenditure on the CAP could be reduced to a reasonable
level.

/ Signor Cossiga




Signor Cossiga asked whether this meant that the Prime Minister
would be content with a solution that covered the next three years.

The Prime Minister said that she would want a solution that would

deal with the problem until Britain's per capita GNP had come up

to the Community's average. She regretted that the British figure
was at prasent so low: if 'Britain had more money, she would be
prepared to pay more. Even so, she accepted that it was right that
Britain should be a small net contributor. However that contribution
ought to be below that of the member with the next highest GNP
figure per head. The gap between the British éontribution and that
of the member immediately above it in the GNP ranking should be
proportionate to the difference in GNP levels. This would mean a
British net contribution of between 200 and 250 mua. This was

not a large sum but it would be fair given Britain's economic
position.

The Prime Minister said that she thought the message about
Britain's budgetary problem was slowly getting through to the
other members but it was a slow business. Britain's representatives
were conducting the negotiations in a spirit of genuine compromise
but they had little room for manoeuvre. Unless a solution could be
found that was '"somewhere near'" the figure she had proposed or
"in that range'" there would be no point in an early meeting of the
Council. She did not want the Community to tear itself apart in
the present world situation. Signor Cossiga should be under no
illusion about the gravity of the problem and about the reaction
dn this country to its continuance. Public opinion was conscious
not only that Britain was contributing too much to the Community
budget but that this was being done at a time when we were bearing
a very full share of NATO costs and were keeping a large number
of troops stationed in the Federal Republic.

The Prime Minister asked Signor Coésiga how he thought the
situation was developing. Signor Cossiga said that such progress
as had been made at Dublin had only been possible because of the
strong line taken by the Prime Minister. He and his Foreign Minister
Signor Ruffini, had come to London determined to do what they could
to help. They had three reasons for this:

2

i ¥ pReT AN S

""7{ ! =43 B j"""";\i i 3 2
g g W | aeh

A ] L
:om R 2 % Des @
.&:‘,'/ Lo A W B e e

A

i/ (a)

S




A5y TN TN nsm o
i R 1 4%
v & g

N & , A
B VA 5T o34 : onk
o/ el A G H A Du¥ L

4 —

their country's friendship with the UK. This was a constant
in Italian policy;
the interests of the Community itself. Italy had fought

to secure Britain's entry and would also fight to make her

feel at home in the Community;

\\ the seriousness of the world situation as a
whole. This demanded that the Community should show

itself able to overcome its internal problems.

The Italians were better placed than many members of the Community
to understand the British difficultybecause théy had for long
suffered from a similar problem themselves. They knew about the
difficulty of justifying to domestic public opinion how money
contributed to the Community was being spent.

Signor Cossiga said that he had a mandate from the Dublin
Council meeting to ascertain whether the conditions existed for an
early meeting. He did not regard the process of ascertaining
opinion as a question of taking notes. He and Signor Ruffini
intended to try to play a positive role. He had already seen the
President of the Commission and, against the rules, the two Italian
Commissioners. The Commission ‘was producingl!a paper on. 6 Eebruary.
He. intended, as he was entitled to do, to see Mr. Jenkins again before
then. If in his judgement the Commission document did not constitute
a possible basis for agreement, he would try to secure modifications
in it - even if this involved his breaking the rules once more.

So far as he knew, the documeﬁt was more concerned with methods and
figures. It seemed to him that if agreement could be found about
methods this would be an important step in the right direction.
Once the Commission document was available, he and Signor Ruffini

would be prepared to travel throughout the Community to discuss it.

Signor Cossiga said that he thought the Community's budgetary
policy was objectively mistaken: the greatest problem was the
CAP. The difficulty about the CAP was that its application meant
the member states were divided into winners and losers. It was the
sort of policy which should not be conducted between states any-
where, and still less within the Community. Of course it was
inevitable that countries should lose or gain in some aspect of

their relationships with other countries. What was not acceptable

/ was to allow




was to allow a situation to arise where one country was a permanent

loser and on every front. The final SOIution to the present

difficulites lay in a permanent restructuring of Community policies.
The difficulties derived from the distortion of those policies.

& I
\ ;

Signaﬁ Cossiga said that he recognised Britain's short-term
problem but he did not think that it could be golved in a single
year. At the same time, he recognised that thé Prime Minister could

not wait three or four years for a solution. It would be necessary

1
therefore to work on two lines: J

(a) a ; medium and long-term solution which would involve
a modification of the budget. ' (The Prime Minister inter-
Jjected that by 1985/6 the CAP should be reduced to 55 per
cent of the budget); and

a short-term solution which would tide Britain over the
interim.

On the short-term issue, Signor Cossiga said that the first
thing to look at would be the adaptation of the existing corrective
mechénism. He recalled that he and Mr. Lynch had put down reserves
on this in Dublin because they wished to be absolved from bearing
their share of the cost. The Italian Government now intended to
lift that reserve. This would cost them 70 mua, ie 50 per cent of
what they had received on entering the European Monetary System.
They had taken this step because of the importance they attached

to resolving the British problem.ahd in order to make a point to
Chancellor Schmidt and President Giscard. If Italy could make a
sacrifice, so could they.

Turning to the receipts side of the problem, Signor Cossiga
said that action here would mark a beginning in the task of trans-
forming the Community. There were areas where he thought Britain
and Italy had common interests. They were both concerned to know
more about how the money in areas of the budget other than the CAP
was spent. However, the Prime Minister would be familiar with the
resistance offered by the Commission to detailed examination of
expenditure and receipts under this heading. But it would have to

be accepted that money should be spent on things other than milk.
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Signor Cossiga said that an important weapon in his armoury would
be the general political situation. Things were not the same as

at the time of Dublin. The question of solving the British problem
had taken on a new dimension. It was now a qu?stion of tpe

Community's' credibility.

\

Signor Cossiga asked the Prime Minister for her comments on

what he had been saying. The Primé Minister said that she did not,.

of course, know what was in:the Commission paper. But it was
essential that it should attempt to solve the ﬂroblem permanently,
not merely for two or three years. It would be in the interests
neither of Britain nor of Europe for thé British Govermnment to
accept anything other than a full and proper settlement. This

meant that a lot would have to be done in the immediate future. But
it was worth recalling that the pProblem had been first raised by

Mr. Callaghan and that by May she herself would have been in office

for a year. Signor Cossiga acknowledged the point.

Turning to the longer-term, the Prime Minister said thatthe
CAP had to be dealt with.. If it was not tackled, it would break

the Community. It made no sense to use the budget to create surpluses

which were subsequently sold off cheaply. This was the Community's

underlying fault. Signor Cossiga described the situation as

ridiculous. The Prime Minister said that nonetheless some other

members :0f.the Community would fight very hard to retain the CAP

in its present form. It would‘take a long time to sort out. It
would be essential for Heads of Government to give a directive
setting a timescale for the reform of the CAP: Signor Cossiga had
spoken in Rome of allowing three years. Unless reform was achieved,
the problem now afflicting Britain would affect someone else.

The Prime Minister said that she doubted whether the problem
would be resolved in three years. She had noted that Mr. Jenkins
had thought in terms of the corrective mechanism being perhaps
extended for one year beyond its due date in 1982. This would not
be enough. The corrective mechanism would have to be extended for
three further years, ie for six years from now. At the-end of that
time it should be reviewed again. There were thus two things that

needed to be done to the corrective mechanism: the existing

/ restraints
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restraints had to be removed and it had to be extended for three
years. beyond 1982.

This, however, could only be one part of the solution. Receipts

- ] |
had to be ihcreased. Britain was asking that the Commission should
NG

identify ways in which more money could be produced. It was
difficult to put a figure on how much would be |required because

the figures changed from year to year. The best ways to express
the British requirement might be to say that rqceipts should be
increased in such a way that in the end Britain was a net contributor
of about 200/250 mua. If Britain's GNP increased, Britain would be
prepared to contribute more. However,]cgiculatiom'\was‘ not, of
course, based exclusively on the GNP criterion.. If it had been,
Britain would be entitled to be a net beneficiary. The Prime
Minister said that she did not want anyone to be under the illusion
that she would be prepared to settle for a comparatively small

sum in the coming year. She could not do so. She had to deal not
only with Britain's domestic economic problems but also with
popular resentment of the scale of the British contribution. She
would not be prepared to settle for "a bit more than 520 mua'". But

she was prepared to agree that Britain should be a net contributor.

Signor Cossiga said that it would be essential for Britain

and Italy to establish that their position was consistent with
Community philosophy. After all, that philosophy did not énvisage
widening differences in the economies of member states. The great
danger was that the British request would be seen as implying a
lack of commitment to the development of the Community. Another
problem would flow from the vested interests which had grown up
around the present policies. A campaign to reduce the weight of
the CAP and reduce surpluses would have to be fought in the name
of the development of other areas of the budget. It would not be
enough simply to criticise the CAP. New ideas would have to be
advanced in order that otherscould see the prospect of sharing in
the benefits. The attitudes of the European Parliament were
relevant in this connection. The European Parliament might be an
important ally. The arguments about preserving the rights of the
existing Community institutions "smelt of milk'". Signor Cossiga
said that he thought that it was very important that he should be
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able to say in his discussions in Europe that the UK did not
consider its difficulties as internal but as an aspect of the
development of the Community. If, for instance, he could make this
point it would ensure that Britain was not isolated in the European
Parliament: indeed it would encourage the Par%iament to make an
effort on\gritain's behalf.

The Prime Minister said that Britain's search for a solution to -

the budgetary problem displayed no lack of commitment... Indeed,

it couid be argued that the lack of commitment?was being shown by
the wealthy members who were refusing to pay their share of the
budget. Britain, although among the less wealthy, was prepared to
contribute. Britain believed in the Community. The Community had
a great role to play in the world if the members could stick
together. It was in this belief that Britain had tried to give a
lead in tackling the present crisis in South West Asia. Her
instructions after the European Council meeting in Dublin had been
that work shoul d continue as normal in aill organs of the Community.
Discussions on fish and energy had continued as before. It was
regrettable that the sheepmeat issue had not be resolved but Britain
had not been obstructive. British representatives had pursued the
effort to find a common approach. The Prime Minister said that
Signor Cossiga's reference to the European Parliament raised a
difficult question. The Parliament wanted more powers. It was
doubtful whether it should have them. But it was important to
listen to the Parliament. éhortly before the European Council in
Dublin, the United Kingdom had voted with the Council of Minisférs
against the Parliament and British MEPs had been extremely angry.
The Prime Minister felt that she had let the MEPs down. without

improving her case in Dublin. She regretted the incident.

Signor Cossiga said that it would be very important
psychdlogically to be able to show that progress had been made in
dealing with energy, fish and sheepmeat. What was achieved in
these areas would be weighed against what was achieved on the
budget. It would be very helpful if Britain could be seén to be

taking a positive attitude. The Prime Minister repeated that

Britain had not been negative on sheepmeat or on the other problems.

On the contrary, British representatives had been co-operative.
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She had incurred a good deal of criticism as a result. Signor
Cossiga commented that it was essential to stop a tendency which

was developing for Heads of Government to fill that role only within
their own countries. No-one knew, for 1nstance what Ministers

for Agrlculture had got up to at their meetlng He sometimes

thought they were the only ones with real powej in the Community at

present. Decisions of Heads of Government had |to be respected.
It was not enough that they should only be val%d if endorsed by

other Ministers. The Prime Minister agreed. b

Signor Cossiga asked for further details of British thinking

on ways in which action could be taken in those parts of the budget
dealing with structural policy in order to increase Britain's

‘receipts. The Prime Minister undertook to let him have the details

the following day.

The discussion ended at 1940.

29 January 1980

—munu-m vrnau( ?1. *'2 "‘1 {3
[N T R -
i n i il b

A




SECRET

Ref. A01222

PRIME MINISTER

OD: Community Budget: Follow Up to the Dublin European Council

The OD meeting on Friday morning was foreshadowed in the informal
meeting you chaired on 21st December, at which it was agreed that Ministers
should consider in January a report on the Lord Privy Seal's bilateral consultations
as well as the result of further work by officials on withholding and obstruction.

st o T, L T
The same meeting agreed that OD(E) should consider the tactical handling of

energy,| fisheries|and sheepmeat jn relation to the budget issue; and OD(E) is

meeting on 24th January for this purpose. Meanwhile the Commission's

proposals for supplementary measures to increase our receipts are still awaited;

their paper, which on present form is likely to come down in favour of a special
fund for expenditure in the United Kingdom alone, is expected in the first week

in February, i.e. after Signor Cossiga's visit on 29-30 January.

Z. Friday's OD meeting will thus have two main purposes: to arrive at an

agreed assessment of the relative merits of withholding v obstruction, so that

any necessary further contingency planning can proceed; and to decide, in the
light of the Lord Privy Seal's tour, what our next steps should be, starting with
Signor Cossiga's visit.

Sk OD has before it -

(2) a note by the Secretaries (OD(80) 5) covering a note by officials which is

: S ——
intended to guide Ministers through four annexed papers on obstruction,

———

withholding, and their legal political consequences;
———

(b) the Lord Privy Seal's two minutes of 24th January reporting on his tour

of Community capitals and suggesting the line to be taken with
Signor Cossiga and thereafter.

EEC Budget: forms of pressure

4 The note by officials on forms of pressure suggests that it is not

necessary for Ministers to take final decisions at this stage (paragraph 4);

discusses three possible forms of obstruction and three means of withholding

C—

(paragraphs 5 and 6); summarises the advice of the Law Officers on the

S




SECRET

implications of withholding in Community law and in domestic law, and draws
attention to its political significance (paragraphs 7 and 8); reviews the scope
for initiating action ourselves under Article 175 (paragraph 9); notes the counter-
measures which could be directed against the United Kingdom and the FCO
preference for '"financial obstruction' (paragraph 10); records officials' inability
to arrive at an agreed assessment about the risks, effectiveness or desirable
sequence of the two courses of action (paragraphs 11, 12 and 16); summarises the
most important of the agreed elements emerging from the annexes (paragraph 15);
and identifies three key questions for Ministers (paragraph 17).

5 The absence of agreed official recommendations reflects a strong

Treasury preference for withholding and an equally strong FCO view that

obstruction can do the job equally well without attracting the adverse political
B

repercussions they attribute to our acting outside the law. Tested against the
three criteria of feasibility, effectiveness and wider implications, an objective
—— re———

assessment might run as follows.

(i) Withholding is feasible, because itis wholly within our control. It would

be effective in the short term in enabling us to reduce our net contribution,

S

but it would not bite on the rest of the Community for many months and

cannot thus be expected of itself to drive our partners back to the

negotiating table. Because it would be illegal and unprecedented neither

its immediate effect on the negotiations nor its longer term political
consequences would be predictable, and if prior domestic legislation
were necessary to prevent a successful action in the United Kingdom
courts, it would provoke still greater controversy at home and abroad.

(ii) Partial obstruction, limited to blocking new Community expenditure which

did not improve our budget position, should be feasible if applied to the

CAP price fixing (where the Luxembourg compromise originated) but
N TN N e,

would probably not work in the Budget context where majority voting

is well established. If it can be made to work on the CAP price fixing

it would soon hit our partners where it hurts (albeit at some cost to

ourselves as well), and would thus constitute a genuine means of pressure.
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As an accepted Community technique, operating within the law, it might
be less offensive to Community purists than withholding and would not
involve controversial domestic legislation. It could nevertheless sour
the negotiating atmosphere and, like withholding, provoke counter-
measures which could have the effect of isolating the United Kingdom.
The issue thus turns on the weight to be attached to the Law Officers' advice on

the need for prior domestic legislation for withholding, and on the assessment of

the political consequences which would flow from the two courses.
HANDLING
6. You might think it most useful to focus discussion straightaway on the

questions raised in paragraph 17 of OD(80) 5, taking them one by one and inviting

the views in particular of the Chancellor of the Exchequer, the Foreign and
Commonwealth Secretary, the Lord Privy Seal, the Attorney General and the
Lord Advocate.

7l You will want to elicit a clear answer in particular to the question whether

prior legislation would be essential if it were desired to withhold; and if so
SR

whether the likely political and lﬂe'gal consequences are tolerable. If they are not,

you may want to probe the feasibility and effectiveness of the obstruction option.
8. You may also think it helpful to establish whether the idea of initiating a

case ourselves in the European Court under Article 175 (paragraph 9 of the note)

is still a runner or whether it should be dropped. What do the Attorney General
and the Lord Advocate think of the chances? We should in any case deploy at
the political level the legal arguments developed by the Treasury to justify either
obstruction or withholding, even if it was decided that the negotiating and tactical
risks of an action under Article 175 were too great.
CONCLUSION

9 Subject to the discussion, you will wish to sum up a conclusion on the
choice between withholding and obstruction. Whatever the choice is, officials
should be instructed to work up a detailed plan for this purpose, covering the
period from the next European Council to the end of the year. You will probably
be able to conclude that the idea of initiating an Article 175 case ourselves should
not be pursued, but that the arguments on which the case is based should be

vigorously deployed.
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Report by the Lord Privy Seal on his bilateral consultations

103 The main points emerging from the Lord Privy Seal's first minute of

24th January are -
(i) We now need to spell out in more detail what we mean by our readiness
to negotiate in a genuine spirit of compromise within a limited scope
for manoeuvre.

A continuing reluctance among our partners to contemplate arrangements

for the United Kingdom lasting as long as our problem lasts and a

marked preference for a limited period of 2-4 years with a review at
the end of it.

The likelihood that a receipts mechanism will prove unacceptable.

S

A willingness to focus on special programmes to boost expenditure in

the United Kingdom, as well as considerable support for medium term

restructuring of the budget.

The strong disposition of most other member states to look for a wider
political settlement encompassing energy in particular and - for the
French - sheepmeat.

We shall need to follow up the Lord Privy Seal's tour and the Cossiga

meeting with intensive bilateral contacts. He does not favour the

suggestion made by Sir Michael Butler of an informal meeting of

Heads of Government in advance of the European Council.

Line to be taken with Signor Cossiga

1% The Lord Privy Seal's second minute of 24th January takes up

paragraph 10(i) above, in the context of your earlier agreement that we should
give Signor Cossiga on 29th-30th January an indication that we would settle for
less than we were asking for in Dublin (Mr. Alexander's letter of 18th January

to Mr. Richardson). Paragraph 6 of his minute considers three possible ways

in which our revised demand could be expressed and Annex B combines two of
ey

them in a proposed note for use with Signor Cossiga. It expresses our
——

requirement in terms of the net contribution we are prepared to pay and says

that we should be below the French by the difference in relative GNP per head.
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This produces a figure of about 300 MEUA (£200 million), for our net contribution
in 1980, which is the figure the Lord Privy Seal suggests you give to

Signor Cossiga.

172 The figuring in Annex A of the Lord Privy Seal's minute is, of course,

based on the figures the Commission produced for Dublin. The Treasury expect

i

the outturn to produce a higher United Kingdom net contribuﬁo;ri (see

Mr. Wiggins's letter to Mr. Alexander ofT&gth January) but all estimates are
necessarily speculative at this stage (there is no 1980 Budget because of the
dispute with the European Parliament). There is no sign as yet that the
Commission will produce revised figures and if we were to do so it would only
lead to confusion. By stating how much we are prepared to pay rather than how
much we want back, we avoid having to argue about the figures, and protect
ourselves against the risk of higher figures. So we should stick with the
Commission's figures at least for the time being. If necessary, the Chancellor
could be asked to speak to this point.

HANDLING

13. I suggest you take both minutes together. In introducing them, you

might invite the Lord Privy Seal to concentrate on the main points requiring
decision, These are:
(i) the line to take with Cossiga
e ———

(ii) action thereafter.

fﬁ
But before discussing them, you might invite the Foreign and Commonwealth

Secretary to report on the conclusions of the OD(E) meeting on 24th January

m——r

about the related issues of energy, ﬁsheries/and sheepmeat.
Cin pum—

14. On the proposed line for Signor Cossiga's visit you will particularly want

the Chancellor of the Exchequer's views on Annex B of the Lord Privy Seal's

minute. Is it agreed that we should tell Signor Cossiga that we would be willing
to settle for a net contribution in 1980 of up to 300 MEUA (exactly how this should

be conveyed could be discussed at the briefing meeting later)?




SECRET

153 On next steps, are the Lord Privy Seal's suggestions acceptable? You
may wish to give Sir Michael Butler the opportunity to give his views. You will

want the Foreign Secretary's assessment. You will want to hear what

Signor Cossiga has to say. In spite of his political difficulties, he will want to

be helpful. We should encourage him to sell our proposition to the others, but

—

not to put forward a compromise of his own without checking back with you. In

any case we shall need to supplement these steps through private bilateral

m———

contacts of our own at high official level especially with the French and Germans,
—

but also with the Dutch, the Commission, and of course the Italians.

CONC LUSIONS

165 You may be able to conclude that

We should play the related issues in the way proposed by OD(E).

You would indicate to Signor Cossiga that we would be ready to settle
for a contribution in 1980 of 300 MEUA; but that this represented
a major step on our partin the hope that it would permit an early
settlement on the basis that the question of duration could be
satisfactorily resolved.

We should encourage Signor Cossiga to take soundings and report the
result before deciding on the date of the next European Council.
We should not propose a prior ad hoc informal meeting of Heads of
Government or Foreign Ministers addressed solely to the budget
question. But the Foreign Secretary and the Lord Privy Seal, in
consultation with the Chancellor, should arrange further bilateral
contacts at the most appropriate level with the main protagonists.

(iv) OD should meet in the middle of February to consider the Commission's

proposals, on the basis of a paper by officials; and when-'the results of

Signor Cossiga's soundings are known.

(Robert Armstrong)

24th January, 1980
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Prime Minister

I am reporting to Cabinet today on the completion of my
tour of the capitals of our Community partners to discuss the
United Kingdom's net contribution to the Community budget.

I thought it would be useful to let you and colleagues have a

somewhat more detailed account of my impressions.

In general I think the tour served a useful, if limited,
purpose. We have re-focussed our partners' minds on our budget
problem at a time when they might have been inclined to give
priority to other issues; we have achieved some kind of
consensus in very general terms that efforts must now be
concentrated on finding practical means to increase Community
expenditure in the United Kingdom; and we have demonstrated our
determination to get this matter settled in the next month or

two.

The most welcome of the reactions I found almost everywhere
was a matching wish to settle the matter at the next European
Council, a stated political will except in Paris to go beyond
what was on offer at Dublin and a clear recognition that it was
in the Community's overall interest to find a satisfactory
solution rapidly so that we could together face up to the other
problems about us. I think the crises over Iran/Afghanistan are

helping our cause in this way. Against this it is clear that

_hone of our partners is yet thinking of figures which we would

N

find reasonable, that there remain many doctrinal hang-ups

about agreeing to the substantial and lasting solution we need
and that the French, while they may not be playing a wrecking

game, are certainly not going to make life easy for us or our

/other
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other partners. But only the French dispute that the contribution

side of the prdblem was effectively settled at Dublin.

(1)

The main points covered, with my own conclusions, are:

Amount. Because I was not ready to say in round terms
what we would settle for, nor were our partners;
although I was questioned on this point, the matter was
not pressed. But I think we need to recognise that,
while a 'genuine spirit of compromise' and 'small room
for manoeuvre' have served us well this far, we now need
to give at least some indication that, for example, we
are ready to see ourselves as modest net contributors.

I have minuted you separately about the line I think you

might take with Cossiga when he comes here next week.

Duration. This is going to be one of the most difficult
issues. While I found a general recognition that it was
in everyone's interest to solve our budget problem once
and for all,. I equally found an unwillingness to face up
to the need for machinery which would bring about this
desirable end. There is much talk of a fixed period of
two, three or four years with a review towards the end of
it of whatever arrangements we agree. This is closely

linked with the next point.

A receipts mechanism. There is now a better understanding

of our thinking on this point but there is not much support
for it. There remain strong, doctrinal reservations in
most capitals and also a short-sighted financial view that
it could prove more expensive than an alternative approach.
We must expect the French to play on these fears. I
certainly do not think we should weaken in our advocacy

of the idea as the best way of achieving a lasting solution.
We may well gain ground as others see more clearly the
shortcomings of other methods. But I think we need to

continue to make it clear that we do not see it as the

/only
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only solution; and thus avoid getting into a deadlocked
issue of principle which will delay negotiation of the

substance.

Increased Community Expenditure in the United Kingdom.

Thanks to Dublin this is now the focus of our partners
thinking and that of the Commission. The problems of
achieving the objective by across-the-board increases in
existing policies or new Community-wide expenditure
programmes are well understood. So special programmes
to boost expenditure in the United Kingdom are to the
fore and will be even more so when the Commission
proposals come forward at the end of this month, if, as
we expect, they firmly endorse this approach. Some of
the ideas we have given the Commission and the Member
States (investment in coal, Northern Ireland) seem to be
falling on reasonably fertile ground. If the idea of a
mechanism were after all to prove possibly acceptable,
it might help presentationally to link it with

expenditure of this kind in the United Kingdom.

Additionality. Not an issue which was much raised with

me and certainly not one I raised. I think we can hope
that this will remain a non-issue so long as we do not

make too much of it in our own public statements at home.

Re-structuring the Budget. There is widespread support

for this by most of our partners and I made clear that we
were in favour. It seems now to be understood that
re-structuring will not bring early or substantial
benefits to the United Kingdom and that it does not

therefore have a key role to play in solving our immediate

problem. So I think we have nothing to fear from giving

all-out support for the general objective and a good deal
to gain, given the importance attached to it by some of
our partners and the long-term interest we have in it

ourselves.
/(vii)

SR
CONFIDENTIAL




CONFIDENTIAL

Agricultural Prices and the Economy Proposals.

I made clear that we saw no justification for price
increases for products in surplus, particularly milk.
Many of our partners will find it hard to follow so
rigorous a line, and they are all keeping their powder
dry until the Commission makes its proposals next
month. The French, at least, will then try to 1link a
solution to our budget problem to certain assurances

on the price package, if, as seems likely, that package
cannot be agreed before the next European Council. On

Gundelach's economy proposals I found some misunderstanding

of our position and a tendency to interpret our problems

over individual items as a negative attitude to CAP
reform in general. I attempted to put this straight.
It is very damaging to us in a number of important
capitals (Bonn, Rome and The Hague in particular) if we

are believed not to favour reform.

I think we have to make it clear, as we did in Bonn,

that economy proposals from the Commission have to be
looked at together with decisions on CAP prices,
especially for products in surplus; and that the form
of any agricultural economy package must not be such as
to inflict differential damage on the United Kingdom. In
our budget situation that would be clearly unacceptable
and would impair, if not destroy, the principle that
re-structuring of the budget should in the long term make

a contribution to easing our budget problem.

The Linkage Items (Fish, Energy, Sheepmeat). Very few

people owned up to being in favour of specific linkages
themselves but all, without exception, were convinced
that someone else (usually the French) would insist on
them. The French fully bore this out by adding to the
usual three, the rejected 1980 budget, agricultural
prices and economy proposals. I stuck to our line about
willingness to make progress on all subjects but need to

treat issues on their merits.
/(a)
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Fish. Here I think there is a reasonably wide
understanding that it might not be tactically in
anyone's interest for a link to be made. So long
as some progress continues to be registered in the
Fish Council, then I think this one might fade
away as a linkage candidate, although the French

spoke of it in those terms.

Energy. Mentioned by almost everyone as a necessary
and desirable element in any settlement of our
problem. Ideas are not very specific and there is

less tendency than there was to peddle half-baked

suggestions such as the United Kingdom selling oil

cheap to our Community partners. Many see this as
the crucial political element enabling them to say
to their Parliaments and public opinion that there
was a reasonable balance in any settlement with us.
I am becoming more and more convinced that a
unilateral statement by us on a number of ways in
which we intended to take account of our partners'
interests in operating our oil policies, could be
of quite disproportionate political benefit at the
European Council without involving any major
commitments. Meanwhile our present line is a good
way of up-valuing the card should we eventually
dieciidemit oMpilzlyasis

Sheepmeat. This is the French and they alone.
They seem now to be quite categorical as to linkage.
I think we will eventually have to accept that and

make the most of it in tactical terms.

So much for the issues of substance. I found little enthusiasm
for an early, special meeting of the European Council, partly because
no-one believed a solution would be in sight before the end of March
but partly also because of a reluctance to go to a meeting devoted

solely to our problem. We will have to talk this over with

/Cossiga
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Cossiga next week but my feeling is that, while we should go
on pressing for a settlement as early as possible, we should

not make an issue of an early meeting.

On future procedure the picture is much less clear.
Bilateral contacts are obviously going to continue to play a
crucial, probably the crucial, role in the search for a solution.
Others are now going to be more active - Cossiga plans to see
Schmidt and Giscard,-and we should encourage this, the latter
two are meeting in early February, Jenkins is seeing Schmidt soon
and will obviously be doing his usual pre-European Council rounds.
We need now to reflect carefully how best to orchestrate our own
bilateral contacts. Peter Carrington will be seeing Francois-Poncet
the weekend after next. But beyond that we have not got very much
planned. Certain multilateral procedures will no doubt grind into
gear as soon as the Commission proposals are on the table but
I doubt whether either the Foreign Affairs or the ECO/FIN Councils
will contribute much to narrowing the gap. We will first need in
any case to discuss future procedure with Cossiga and hear what

he has in mind.

I have considered a suggestion that we might float with
Cossiga the idea of an informal meeting of Heads of Government in
February to prepare a definitive solution but, on balance, my
conclusion is that the risks outweigh the possible advantages of
such a course of action. The French in any case would not go

along with it and we do not want to court a rebuff.

I am sending copies of this minute to Members of OD,
to the Minister of Agriculture, Fisheries and Food, the Secretary
of State for Energy, the Attorney General, and to Sir R Armstrong
and Sir M Butler.

[ B9

24 January 1980
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Prime Minister

COMMUNITY BUDGET : VISIT OF SIGNOR COSSIGA

Signor Cossiga was asked by the European Council to decide
when the Council should reconvene to 'pursue the search for
appropriate solutions' to the United Kingdom budget problem.

When he meets you on 29/30 January he will be looking for some
movement on our part. Without it, he is unlikely to be able to
secure any corresponding movement from our partners. You have
therefore agreed that we should give him some indication that we
would settle for less than we were asking for in Dublin, although
we should obviously not reveal a final position. In this minute,

I suggest what our approach might be.

The absence of a Commission proposal is unfortunate, but if
we are to get any value out of the meeting on 29/30 January, we
cannot wait for it before we show something of our hand. In any
case, we have a fair idea what they are likely to say, and they

will almost certainly not propose a figure at this stage.

It will probably be better to set the indication of our
figure in some slightly wider framework and, particularly because
it is an Italian Presidency, in the context of medium term

restructuring of the budget.

Our proposition could be expressed as the amount of reduction

in our net contribution that we want (eg a refund of £800m instead

of £1,000m) or as the level of net contribution we are prepared

to pay. The latter is safer since we do not know exactly what our
net contribution would otherwise be in 1980 (or later years).
Moreover, there are presentational advantages in stating what we

are prepared to pay rather than how much we 'want back'.

/Although
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Although we are basing our calculation on figures for 1980,
we are asking for a solution which lasts. We could not expect to
get an absolute ceiling on our net contribution irrespective of
developments, but we do need a continuing limitation on its future

growth.

Taking these considerations into account, the possible ways

which we could express our requirement seem to be:

(1) that our net contribution in 1980 should not exceed,

say, 300 meua and should not grow faster than the Budget as

a whole in future years; or

(ii) that our net contribution should not exceed a given

proportion ol NourNGNE S o

(iii) that our net contribution should be linked in some
way to that of the French (how this might be done, with the

necessary calculations, is in a separate note at Annex A).

Each of these has some merit as an indicator of what would be
acceptable to us. We would not be asking for them to be written
into any legal text, but that the revised Financial Mechanism and
whatever is agreed for measures on the receipts side should
together produce that result. Option (i) is the simplest;
option (ii) has some economic logic but would be criticised as
another form of juste retour; option (iii) taken by itself could

turn the negotiations into too much of an Anglo-French battle.

Taking all this into account Annex B sets out the line I think
we should take. It could be used as a speaking note, or possibly
handed over. As you will see, it combines the ideas of (i) and
(iii) in expressing what we are asking for. If it were decided to
hand over a note, I think the figure we decide on should be given
to him orally. If it is 300 meua (roughly £200m) then we would be
paying about two-thirds of what the French would have to pay. This
is what the draft implies because that is approximately the
difference between the French GNP per head and ours. If we were

/to
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to pag the same as the French we would make a net contribution
5 Sende

4 B
of 9200 million on the existing Commission figures.,ame—~£368mAliiQn

on~the—latest Fremsury—foreeasts., This is too high for an opening
lde.

Annex B does not deal with the question of financing nor
whether Italy and Ireland should be expected to pay. We want to
remain neutral on this; but if it were thought necessary to give
the Italians something, it would be possible to add an additional

paragraph along the lines of:

'5. Other member states with below Community average GNP
should also benefit from supplementary measures so that
their budgetary position was unaffected by the changes

envisaged under (1) above.'

Nor does the note deal with the 1 per cent VAT ceiling. It
is better from our point of view not to raise it specifically in
the context of our Budget problem. If necessary, we can argue

that it is covered by the Dublin remit to the Commission.

Finally, the note sticks to our existing line on the question
oif N duraitilont Silelindefiniiit i sublijcct St omEevitew S S but SrheN re kerence
in (4) is intended to establish a link between the special measures

for the United Kingdom and progress with restructuring the budget.

I am sending copies of this minute to Members of OD,
to the Minister of Agriculture, Fisheries and Food, the Secretary
of State for Energy, the Attorney General, and to Sir R Armstrong
and Sir M Butler.
i

24 January 1980
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ANNEX A

UNITED KINGDOM 1980 NET CONTRIBUTION TO THE COMMUNITY BUDGET
COMPARISONS WITH FRANCE

1 On the existing Commission figures for 1980, the United Kingdom

will make a net contribution of 1814 meua/£1225 million (exporter
A =

benefits) or 1552 meua/£1048 million (importer benefits). The
corresponding figures for France are 19 meua/£13 million and
120 meua/£81 million.

2. If the United Kingdom and France were to make exactly the same

net contribution, the result would be:
meua £m

mca exporter benefits 431 2L
mca importer benefits 450 304

B If we wish to propose that the United Kingdom should be a
net contributor of the order of £200 million, then our net
contribution would need to be approximately two-thirds of that of
France. This could be justified on the basis of relative GDP per
head (5786 eua in the United Kingdom and 8356 eua in France).

4. The figures in this annex assume that all Member States,
including the United Kingdom, will contribute to our refund and

our additional receipts.
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ANNEX B

UNITED KINGDOM BUDGET PROBLEM:
NOTE TO BE GIVEN TO SIGNOR COSSIGA

Drawing on the conclusions of the Dublin European Council,

following basis of settlement is suggested:

Removal of the existing constraints on the operation of
the Financial Mechanism. Regulation 1172/76 to be
extended indefinitely with provision for a new review

clause not later than the end of the sixth year.

Supplementary measures leading to greater participation by
the United Kingdom in Community expenditure. The method
or methods should be decided in the light of Commission

proposals and be subject to review as in (1) above.

The combined effect of (1) and (2) above should be such
as to leave the United Kingdom a modest net contributor
[say 300 meua in 1980]. The United Kingdom's net

contribution should be in an appropriate relationship

platalimhatei
with the member state having the next highesgxaﬁﬁhﬁér

e T

head in the Community.

The European Council should instruct the Commission to make
proposals for achieving a better balance within the Community
budget and ensuring that, by 1986, the proportion devoted

to the Common Agricultural Policy (FEOGA Guarantee Section)
would not exceed 55 per cent of the total. The Council
should take account of the effect of implementing such
proposals on the United Kingdom's net contribution at the

time of the review called for under (1) above.
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: CONFIDENTIAL
Note for the Record

//PS/Lord Privy Seal
PS/PUS
Lord Bridges
Mr Franklin — Cabinet Office
Sir K Couzens = HM Treasury
Dame Anne Warburton = Copenhagen
Sir M Butler - UKREP Brussels

UK BUDGET PROBLEM: DANISH ATTITUDE

Lo I had a word with Ambassador Ersboell after dinner on 22 January
in Copenhagen about the negative attitude of the Danish Prime Minister,
of which the Lord Privy Seal had had further evidence that afternoon.

25 Ersboell said he had himself been disturbed to hear of the line
his Prime Minister had taken. His advice was that we should not take
it too tragically. He did not think that any direct contact between
Mrs Thatcher and Mr Jorgensen was either desirable or necessary. It
would be better to leave Danish Ministers and officials to work on

Mr Jorgensen in the weeks ahead as we could be sure they would do.

They would point out that things had moved on since Dublin; that the
UK was showing a willingness to compromise; that it was in Denmark's
overall interest that a fair solution should be achieved and that
British membership should be firmly buttressed by acceptable budgetary
arrangements; and, above all, that it was not for Denmark to make the
running in a negative sense as had been the case in Dublin, but rather
to leave the main roles to Germany and France. He concluded by saying
that he was personally convinced that this point of view would prevail.
But, if he had any doubts at a later stage, he would certainly warn

L,

D H A Hannay
24 January 1980
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Ref: A01213 5};91 Jdendames

MR, ALEXANDER

As I mentioned to you, the Attorney General has been invited to attend
the meeting of OD on 25th January, when we shall discuss developments oa the
British coantribution to the European Community Budget, including notes aboat
the tactics to be followed in the event of an unsatisfactory cutcome of the nexi
meeting of the European Ceuncil.

2. One of the papers which the meeting will have before it is an Opiaion
by the Law Officers (the Attoimey General and the Lord Advocate). The
Attorney General has been invited to attend. I have received a requesi that the
Lord Advocate should 21so be invited to attend on this occasion,

3. It seeamed to both of ug that it wae desirable to keep attendance at this
meeting reasonably small; and that, unless there was 2 significant difference of
opinion between the Attorney CGeneral and the Lord Advocate - which does not
emexge from the joint Cpinion - or there was some specifically Scottish point
of law invelved, it should be sufficient for the Law Officers to be represeated
by the Attorney General alone., On ezquiry I understand that there is no
specifically Scottish point of ijaw. Mor is there a real difference of opiniocn
on the main question of the illegality under Community or domestic law of
withholding; but I gather that the Lord Advocate may be ready to take a slightly
more robust view of the implicaticns of this than the Attorney General would be
inclined to take.

4. Perhaps the major point is that the Opinion is a jeint opinion on major
and fundamental questivns of law and the implications of breaches by the
Government of the law, and, as the Lord Advocate made (he thinks) a large
contribution to the preparation of the Opinion he feels that he should be able to
be present when it is to be discussed by Ministers,

5. I doubt whether it is really necessary for the Lord Advocate to be present;
but I also doubt whether, if he is keen to come, there is much point in incurring
the odium of excluding him. I therefore recommend that I should be authorised
to invite him to attend.

6. I should be glad to know whether the Prime Minister agrees.

23rd January 1980 Robert Armstrong




SOESCHIRIENT

Treasury Chambers, Parliament Street, SWIP 3AG
@233 300®
23rd January, 1980

p( QN 3/14 IC/L\‘L\‘/K. )

COMMUNITY BUDGET

You wrote to Michael Richardson on 18th January about
the paper by the Lord Privy Seal for OD which would
incorporate a new line on our budget contribution for use
with Signor Cossiga.

The Chancellor has asked me to say that, while he agrees
with the Prime Minister's general approach, he would preéfer
to avoid putting a figure of §£800 million into circulation
at this stage. As you say, there are a number of different
ways in which a concession of this kind could be formulated,
and the Chancellor would prefer both that the formulation
be indirect and that it should now be related to what we
are prepared to pay rather than to the amount we want to
recover. If we put a reduced figure of refund into
circulation our partners will tend to look for a settlement
halfway between that figure and their last offer to us; and
our domestic opponents will measure our success, when a
solution is ultimately reached, against both the reduced
figure and the original £1,000 million. Moreover the
forecasts of our net contribution for 1980 are tending to
rise. If we concentrate attention on a refund of £800 million,
we may find ourselves left with a net contribution exceeding
£200 million, even on an "importer benefits" basis (which
is not the one used in PESC).

The Chancellor therefore suggests that we should coneentrate
attention on our readiness (implicit in the "genuine
compromise" formula) to accept a modest net contribution for
the time being; and should go on to give an indication of
scale by saying that our net contribution ought to bear the
same relationship to that of France as our GNP does to
theirs. That might produce a net contribution roughly of
the order the Prime Minister has in mind since the French

/would become

M. O'D B. Alexander, Esq.,
Private Secretary,
10, Downing Street S ECR E T
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would become moderate net contributors as a result of the
redistribution of most of our present net contribution.
There is a chance that our partners would accept the
reasonableness of the proposition that our contribution
should be below that of France, and there may also be
credit to be had from concentrating on what we are prepared
to pay rather than on our demand for recoupment - even if
the result is in the end the same or better. We would also
have to consider carefully what a "modest net contribution"
approach would mean for the mechanisms we were seeking and
for their duration.

I am copying this letter to George Walden (FCO) and
Martin Vile (Cabinet Office).

y/ VWi Svmn z—u ch
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(A.J. WIGGINS)
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FM DUBLIN £31815Z JANUARY 1980

TO PRIORITY FCO

TELEGRAM NUMBER 36 OF 23 JANUARY
REPEATED FOR INFO PRIORITY ALL EEC POSTS

UKREP TELS NOS 332 AND 333: UK BUDGET PROBLEM

1. | RECOGNISE THAT MUCH WILL DEPEND UPON HOW THE LORD PRIVY
SEAL’S TALKS WITH THE FRENCH GO, TODAY, AND WHAT HAPPENS DURING
S1G. CO3SIGA’S VISIT TO LONDON NEXT WEEK. IN ANY CASE, THE IRISH
GOVERNMENT'S VIEWS AND ACTIONS ARE NOT VERY IMPORTANT COMPARED
WITH THOSE OF THE FRENCH AND GERMAN.

o, SEEN FROM HERE, THE SUGGESTION MADE IN SIR M BUTLER’S

"TELNO 333 MAKES A LOT OF SENSE IF WE DECIDE TO PUT IT FORWARD AND
OTHERS ARE PREPARED TO GO ALONG AS WELL. BOTH LENIHAN (FOREIGN
MINISTER) AND O’KENNEDY (FINANCE) ARE NEW TO THEIR JOBS AND, MORE
IMPORTANT, ON ANY MATTERS OF SIGNIFICANCE IN THEIR TWO FIELDS IT
IS HAUGHEY WHO WILL LAY DOWN THE GUIDLINES AND TAKE THE DECISIONS,

3. | AM ALSO PRETTY SURE THAT IF THE FRENCH AND GERMANS AGREED
WITH THE SUGGESTIN THE IRISH WOULD NOT DEMUR. (SEE PARA 1 MY TELNO
3% FOR HAUGHEY'S ATTITUDE TO AN EARLY EUROPEAN COUNCIL. )

HAYDON

FILES COPIES TO:
i ; SIR R ARMSTRONG
HD/EID (I) | MR FRANKLIN } CABINET OFFICE

PS

SIR K COUZENS
PS/LPS MR JORDAN-MOSS \ TREASURY
PS/PUS MRS HEDLEY-MILLER

SIR D MAITLAND

MR WHITMORE
LORD BRIDGES MR ALEXANDER

MR HANNAY T —.
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Ref. A01209

PRIME MINISTER

Cabinet: Community Affairs

The Lord Privy Seal might be invited to report briefly on the final stages

of his bilateral consultations on the follow-up to the Dublin European Council
discussions on our budget problem. Since the Cabinet last met he will have been
to Bonn, Dublin, Copenhagen and Paris. He will make a full report to OD on
25th January.

o The Minister of Agriculture might be invited to report on the

21st-22nd January Agriculture Council. In the absence of any move from France to
comply with the European Court ruling on sheepmeat, no progress was made
towards agreement on an internal regime. Discussion of the Commission's
economy package for the CAP revealed widespread opposition to the proposed
super-levy on surplus milk production and is unlikely to make further headway

until the Commission produce their 1980-81 price~fixing proposals.

3 OD(E) will have met immediately before Cabinet to consider how the energy,

sheepmeat and fisheries issues should be handled in relation to our budget
objective, and the approach we should adopt towards forthcoming discussions with

the European Parliament on a new 1980 Community budget. The Foreign and

Commonwealth Secretary might be invited to report to Cabinet on the latter; on

the former he will report to OD on 25th January.

ROBERT ARMSTRONG

23rd January, 1980
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FOLLOWING 15 THE DRAFT TEXT

THE OXFORD FARMING COMFERENCE YOU “ADE CLEAR
8510y WOULD BC WHATEVER IN ITS POWER TC SEI 8T FRANCE
ROTH THE TREATY AND THE COUR ULING ON THE GQUESTION OF

AEFORE DEEFLY CONCERNED A Y SUGGESTION THAT THE COMHISSION
WOULD NOT 28 APPLYING FOR QUOTE INTERIM MEASURES UROGUCTE IH CONMED-

S o e ﬁ : ; . Pory Py e g A o A R
TION WITH THE T COURT CASES & 3 G T 1E EUROPEAN COURT

UESTION

OLD THAT THE COMMISSION?S LAwYERS Aﬁs AGREED WITH QURS THAT
DNLESS INTERIM MEAGURES WERE OBTAINED THERE wOULD BE NO NEW LEGAL
FREQGURE OM FRANGE TO STOP 1MPOSHNG ltLtca LEVIES AND {LLEGAL BaNS
O OUR SHEEPMEAT FOR A FURTHER TWwELVE MONTHE, WHICH iS5 THE TIHME T
WOULD TALE FOR THE COURT TO REACH 1TS DECISIONS ON THESE NEW CASRES,

AN INTOLERATLE SITUATION AND TOTALLY UNAZCEPTABLE,
TICULANLY WHEN ONE CONSIDERS THAT ON A HUCH MORE #INOR QUESTION
MING PIGMEAT THE COMMISSION SOUCHT AND CBTAINED [NTERIM
 ACAINST THE UNITED RINGDOM,

JEEIANGE MOUNTS DAILY AND THERE

COULD NOT BE LEARER CASE FOR A PESTRAIMING ITHJUNCTION OF ThE
THAT THE INTERIM MEASURES PRI PROVIDES,

OF LAWY AKD ECUITY AMD THE WHOLE STANDING OF THE
MATY wWOULD MAKE |7 INTOLERABLE FOR THE UNITED KINGDOM GOVERM~
AND | WOULD FRESUME FOR THE COMMISSION, TO CONTEMPLATE A FURT-
AR OF INACT !O?‘?.

DO THERTFORE LOOK T4 THE COMWISSION TO SE HAT INTER M

JURES ARE SOUGHT
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