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Brief by the Foreign and Commonwealth Office
INTRODUCTION
1. 'This is the second kuropean Council of the Italian Fresidency.
The third of the year will be held on 1/2 December under
Luxembourg Fresidencye.

2. There will be satisfaction among Heads of Government that

the budget problem has been settled without further recourse to
the Buropean Council. It will leave them free to devote this
meeting of the Council to its originel purpose of providing

an opportunity for informal and wide ranging discussion rather
than of settling conE6EEEEEE'EEEEEE“EEEf‘ESGIE_ESEfﬁéﬂéealt with
by the Council of Ministers. This will be all the more important
on this occasion wien tie liiddle East will form an important
focus of attention. Otherwise the main business will be to
prepare for the Economic Swnit in Venice on 22/2% June.

—

e ——— e

%3, The timetable for the meeting is at Annex A.
e ——
AGENDA AND DGCCUILENTATION
4., As usual there is no formal agenda. The Presidency have
proposed the following subjects for discussion. Relevant documents
are shown under each item.
(1) Economic and Social Situation in the Community

Commission Paper

(2) Enerpy
Commission Faper

in preparation
for tne Economic
Summit

(%) North/South f
Commission Paper 3
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Relations with Industrialised Countries in preparaiion
for the Economi
Summit "'

Commisgion Faper

(5) Three Wise llen's Report
Presidency Report

(6) International lonetary Froblems

(7) Employment
Commission Faper

There will also be discussion of international questions,
especially the liddle East. And the Presidency have corfirmed
that the Furopean Council will probably aslso choose the next
Precident of the Commission. Each Head of Government is free
to raise other subjects. The order of discussion will be for
the Council itself to settle.

UK OBJECTIVES

5. (a) to give the smaller countries an opportunity to
contribute to the Economic Summit, while keeping
our hands free of Conmunity commitnents;

(b) to secure agreement that the Economic Sumnit should
also serve as a demonstration of the political
solidarity of the West and Japan in the face of the
Soviet expansionism;

(c) to discouragethe Commission proposal on Lorth/South;

(d) to agree a statement on trhe iiiddle Eest and to invite
the Presidency to take agreed follow up action in

consultation with others in the liine.

(e)] to get agreement on The implementation of as many

—

of the Wise iien's nroposals as are acceptable To us;
(£) to avoid a lengthy discussion of employment.

OBJECTIVES COF CTHER GCVERITLLTS

=

for the mZconomic Surmit. The Commission have

6. All our partners wish to cdcvote the bulk of discussion
ns

to preparatio

/produced
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produced three papers. Trade is unlikely to feature
prominently. Energy has been largely prepared by the IEa
Ministerial meeting on 22/23% lay. This means that our partners'
attention may focus on North/South matters in which they tend
to be more optimistic and to take a more active interest than
ourselves. They will wish to
(a) express concern at the financial problems facing
LDCs;
(b) perhaps, endorse the idea of a North/South summit;
(c) give political impetus to the Global Kegotiations
to be held at Newv York early next year;
We shall have to ensure that we make no new or implied financial
commitments. This will not be easy but it should be possible
to find some form of words.

7. On the Middle East our objectives will be shared by most
others though doubts remain about tke French who may press for
language which would be provocative in the United States.

8. All llember States, especially the smaller ones, will want
to-get agreement on as much of the Wise llen's Report as possible.

9. It is not clear what useful purpose will be served at this
stage in a discussion of international monetary problems and
employment. On the latter the Presidency want a take-note
discussion of coordination of national employment and training
services and wak sharing.

TACTICS
10. How that the budget problem has been settled, we shall want

to be seen to be playing a constructive part in influencing
: : e T T L I PO N
foreign policy and Ccumunity business on a level with rraace

snd Germany, but also listening to the views of smaller iiemper

““-‘_-__-.—.- .
States (who were aggrieved at not being adequately consulted

over the ‘budget settlement, and are of course excluded from

Economic Sumrits). In this way we shall be ablé_tb_éét aviay

e, s

/from
5
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from the 8 — 1 situation which developed during the
budget negotiations, and this will help to pave the way
for progress on important Community business in which
UK interests will be involved in the coming months :
implementation of the budget settlement, fish and

restructuring of the budget.

11. The discussion of the Economic Summit is intended
mainly to enable the smaller sountries to have their saye.

Provided that the course of d ssion is satisfactory,

the running can be left to the Presidency and the Commission.

There is, however, s Commission proposal on liorth/svuth matters .

(Brief Wo 12) which we should discourage without, if

possible, taliing the

/ SUMMARY

L
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SUMMARY OF BRIEFS
POLITICAL CO-OPERATION (Brief No 15)

12. The European Council will consider a report by Foreign
Ministers on the Middle East, making the case for a move by
the Nine.

—

It will probably recommend a new statemént by the
Council and put forward for consideration a draft which clarifies
the Nine's position on some of the key issues. The draft is
likely to incorporate the idea of subsequent soundings by the
Nine (through the Presidency or an emissary) of all the concerned
parties and a cautious restart of the Euro-Arab dialogue. The
aim of the soundings would be to explore what further steps
towards a comprehensive settlement might be taken, bearing in
mind the need to retain US and Israeli goodwill as far as
possible. Expectations of an initiative by the Nine are widespread.
Tension in the area is high, particularly following recent
violent incidents on the West Bank. Other probable topics

for discussion will be East/West relations where our objective
will be to stimulate a serious discussion and re-establish a
stronger Western consensus following Giscard's meeting with
Breznev; and Iran where a number of possible avenues currently
being explored could lead to a resolution of the hostage

problem. Meanwhile no further European action on Iran seems
likely to be helpful.

ECONOMIC SITUATION IN THE COMMUNITY (Brief No 4)

13. There was a full discussion on this at Luxembourg. The
ground will not probably need to be covered again in any detail.
But the wide measure of agreement already reached that tackling
inflation is the first priority was useful and could bek?éifftrmed
if necessary.

14, There is unlikely to be any substantive exchange on the EMS

—

or the establishment of the European Monetary Fund (Brief No 5).5

The latter was discussed at Luxembourg and referred back to the

Monetary Committee.

/EMPLOYMENT

5
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EMPLOYMENT (Brief No 6)

15. We want employment dealt with in a low key. None of the
proposals on work sharing is likely to be helpful to the UK,
(They will probably include proposals on the controlled use
of temporary work, on part-time workers, on overtime working

and flexible retirement).

16. A satisfactory outcome from our point of view would be for the
European Council to take note of the outcome of the Social Affairs
Council and work currently in hand. We should resist attempts

to give the Commission high-sounding instructions, which

raise expectations and impose burdens on industry.

VENICE ECONOMIC SUMMIT
ECONOMIC ASPECTS (Brief No 7) .

17. The Presidency intend discussion to be based on the Commission's
papers on energy, North/South matters and relations with
industrialised countries. These are covered in brief nos 8, 9

and 10 respectively.

18. The Council meeting is an opportunity for non-Summit members
to have their say so that the Italian Presidency can take due note.

19. Preparatory work for the Economic Summit is well advanced.
The primacy of the fight against inflation is likely to be the
main theme. Energy will also be important; we hope the stress
will be on medium term issues. Neither trade nor international
monetary reform are likely to be prominent (see also para 27 below)..

Energy (Brief No 8)

20. The Commission Report outlines progress made on energy

matters since the last European Council. We expect discussion

of energy issues in preparation for the Venice Economic Summit

to be brief. The Venice Economic Summit should concentrate on

long term issues. The Commission Report should reassure non-Summit
member states that Summit discussions on energy will take their

interests into account.

/North
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North/South (Brief No 9)

21. Other Heads of Government are likely to show interest
in this subject. The Commission have proposed an initiative
in the financial field and a North/South Summit. We should

discourage both but preferably without taking the lead. Our

main partners are likely to be cautious about the North/South
Summit which, in any case, the Mexicans and Austrians have in hand.
We should argue that the International Financial Institutions
(IFIs) have measures in hand; the best course for the

Community is to support them.

22. We should, nevertheless, make clear our concern about the
serious problems facing LDCs and the need for practical solutions.
We must also take account of the need to preserve the Community's
political interests, eg by avoiding giving an unduly negative
impression,

23. Others may raise the possibility of a Dialogue with oil
producers. We should acknowledge their crucial role but advocate
caution. Global Negotiations are too cumbersome. Discussions
with OPEC as an organisation could strengthen the hard-liners.
Any smaller members (eg Gulf producers) would be nervous

of their OPEC flank., It would be best to express readiness

to talk while feeling our way forward.

Relations with Industrialised Countries (Brief No 10)

24. The Council will have before it a report by the
Commission on EC relations with the United States and Japan.
We should endorse the conclusion that the EC should continue
to cooperate with the other major industrialised countries in
seeking to maintain an open world trading system.

VENICE ECONOMIC SUMMIT : POLITICAL ASPECTS (Brief No 11)

25. In view of the strains among the allies caused by divergent
reactions to the Soviet invasion of Afghanistan, there is a need
to use the Venice Economic Summit to reassert the underlying
cohesion of the West and Japan.

26. The French were reluctant earlier to see this ''economic''

/summit
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summit used for political purposes, and still more reluctant

to associate themselves with American-led opposition to the .
Soviet Union. In public they are modifying their stance

on the first point (and more so in private). They have now agreed

to discuss political matters at Venice but may wish to limit
reference to this in the communique to language SO general as

to weaken the public impact and miss the objective of demon-

strating solidarity.

INTERNATIONAL MONETARY PROBLEMS (Brief No 12)

97. It is not yet clear how the Presidency plan to handle
discussion of this item. Although they have not specifically
included it in the list of items fardiscussion in preparation
for the Economic Summit, they probably intend it as an

opportunity for non-Summit members to express their views before .

the Summit. There are no special UK points to make. If there is
discussion the UK interest is to seek agreement that

existing institutions must be built upon. Some discussion of
re-cycling is possible depending on the outcome of the

ECO/FIN Council on 9 June,

THREE WISE MEN (Brief No 13)

28. The meeting will have before it a document from Foreign
Ministers seeking the European Council's endorsement of those of

the Wise Men's proposals on which agreement has been reached

and its decision on those that are still disagreed. Of the

latter the most important is the size of the Commission. Our
position is that the status quo should be maintained until the .
accession of Spain and Portugal,

PRESIDENT OF THE NEW COMMISSION (Brief No 14)

29. At Luxembourg the European Council agreed to the proposal

of the Three Wise Men that the President of the Commission should
be appointed six months in advance of taking office. Since

Mr Jenkins' term ends on 31 December, a decision on his successor
should therefore be taken at or shortly after Venice. No
consensus has yet formed. Early runners were Gundelach (who

is now however reported to have withdrawn) and Thorn (not yet an
Jofficial
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official candidate but known to want the job). The Irish

have talked of running O'Kennedy. We do not regard any of

these as 'papabile', Much more interesting from our point

of view is the possibility of an Italian candidate. The Italians
are keeping their cards close to their chest, but a Pandolfi
candidature is increasingly talked about, with speculation that
Colombo is an alternative possibility. We would want to support
either. The French are reported to be in no hurry to come to

a decision; and, if only unsatisfactory names are put forward

at Venice, nor are we.

BUDGET AND RELATED ISSUES (Brief No 3)

There should now be no need for a substantive discussion

of this subject. The Council of Ministers and the

Commission should be encouraged to solve any points of detail
and to prepare the legal instruments to put the decisions into
effect expeditiously. Work will be proceeding on the
implementation of the settlement. It is too early to know how
matters will stand by the time of the European Council. The
question is also likely to be linked with the wish for an early
adoption of the 1980 budget, with the 1981 budget procedures
following close behind. A supplementary brief will be provided

if necessary.
COMMON JUDICIAL AREA (Brief No 16)

31 9E, 88 Ve expect,the Dutch decide that they will not sign

the draft Convention on Extradition which has been agreed by
officials of the Nine, this will effectively kill the French
proposal for a Common Judicial Area. Giscard may try to relaunch the
proposal.

FOREIGN AND COMMONWEALTH OFFICE
5 JUNE 1980
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ANTEX A
TIMETABLE OF ZVENTS

THURSDAY 12 JUNE

1500 Cini Foundation First Session of European Council
to
1900

2000 Dinner for Foreign liinisters, hosted
by Ita¥ian Foreign liinister
2100 Dinnef for Heads of State/Government
hoa%ed by Italian Prime linister
Cipriani Hotel UK delegation debriefing meeting

FRIDAY 13 JUNE
0830 Cipriani Hotel UK Delegation briefing meeting

0955 Cini Foundation Family photograph

1000

to Cini Foundation Second Session of European Council

1200 }

1200 Cini /Foundation Press conference oy the ~resident of
the European Council and the President
of the Coummisgsion

Cini Poundation Informal buffet lunch
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TIMETABLE OF EVENTS

THURSDAY 12 JUNE

1300
1500
teo
1900
1900

2100

Cini Feundation

Cini Feundatien
(Biblieteca

Lenghena)
Cini Feundatien

Palais Pisani

Palais Pisani

Palais Pisani

Cipriani Hetel

13 JUNE

Cipriani Hotel
Cini Feundatien

Biblieteca
Longhena

Cini Foundatien

Cini Feundatien

ANNEX A (Revise)

Lunch for delegation members
First Sessien ef Furepean Council

Buffet dinner fer delegatien members

Dinner fer Heads ef State/Gevernment
hosted by Italian Prime Minister

Dinner for Fereign Ministere hosted
by Italian Foreign Minister

Informal talks

UK delegatien debriefing meeting

UK delegatien briefing meeting

Family phetegraph

Second Sessien ef Eurepean Ceuncil

Press conference by the President
of the Eurepean Council and the
President of the Commissien

Infermal buffet lunch
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5 June 1980

UROPEAN COUNCIL VENICE
12/1% JUNE 1980

UK BUDGET CONTRIBUTION AND RELATED SUBJECTS
Brief by the Foreign and Commonwealth Office, HM Treasury and MAFF

OBJECTIVE
i 8 To ensure that any discussion is limited to confirming the

agreement reached in Brussels on 29-%0 May.

POINTS TO MAKE (for use as necessary)
23 Glad it has been possible to reach agreement. No winners,

no losers.

He Now possible for Community to focus on other major issues,

external and internal.

4. On budget, in general interest to expedite agreement on
required legal instruments in appropriate Councils.

5 In the medium term must put to good use the review we have
agreed to have of the development of Community policies and
examination of operation of Community budget, including need to
keep within 1% ceiling and to prevent recurrence of an unacceptable
situation for any Member State. Review needs to be well prepared.

6. [If 1980 budget raised] Can agree to European Council urging
Council of Ministers to make rapid progress. We want budget adopted
by end July. Under some chapters 12/12ths could be exhausted by end
August.

73 [If Regional Development Fund raised] 1200 mEUA is right
figure for 1980. Proposed by Commission. UK budget agreement is
based on Commission estimate of UK net contribution that assumes

RDF of this size. This higher figure will help to secure Parliament's
agreement to the budget as it is the figure they wanted.

/BACKGROUND
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References: : UKREP telno 2654: reporting Foreign Affairs
Council conclusions of 30 May

Note on CAP prices package
Note on sheepmeat settlement
Council Declaration on Common Fisheries Policy

Budget
8. Essential elements of Foreign Affairs Council conclusions

(from text at Ref. A) were:

(a) 1980 contribution would be limited to 609 mEUA provided
Commission estimate of our net contribution of 1784 mEUA not
exceeded. If actual figure exceeds Commission estimate, risk sharing
agreement will split remainder 25% to UK, 75% to others;

(b) In 1981 provided UK figure does not exceed Commission .
estimate of 2140 mEUA, limit on our contribution of 720 mEUA. If
it does exceed, risk sharing formula as follows:

(i) first 20 mEUA borne by UK;
i) next 100 mEUA split 50:50;
¢iid) thereafter 25:75 as in 1980.

(¢) For 1982 solution to UK problem provided by Community
pledge to resolve problem of structural changes (involving examination
of development of Community policies and with aim of preventing

occurrence of unacceptable situations);

(d) If not, Commission will make proposals along lines of
80-81 solution and Council will act accordingly; .

(e) payments up to and including 1982 will be made through .
adapted Financial Mechanism and Article 235 Regulation (neither of
which has been discussed in detail in Council up to now);

(f) credits paid in the first instance as under present
Financial Mechanism Regulation i.e. 75% on 1 January of following

year and remainder as soon as state of accounts enables final
adjustments to be made. However, special clause included to enable

Council to make advances on request by the UK,

French tried to insist that 1981 price fixing should not be
challenged (normal timetable would involve discussion shortly before
date of French Presidential election May 1981. Giscard is concerned
about effect on farming vote if price fixing is held up again). But
French acquiesced in the end to a formula committing Member States

/merely
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. merely to "do their best" to ensure decisions are taken
expeditiously.

9. Reiteration of earlier Finance llinisters conclusion on need
to adopt prudent farm price policy and control CAP spending

(para.8 of conclusions).

10. Reference also to 1% ceiling. Useful because this is an
important lever in our hand for ensuring that the 1981 review leads
to radical change.

g We shall press in Council for rapid agreement to texts of

new regulations. (Commission likely to be considering draft texts

at 11 June meeting). Vital that these be ready at early stage in
order to enable Commission to start spending money in UK. No problem
over actual payments. These could run over in 1981 if necessary but
still be made within UK 1980/81 financial year.

12 1980 _Budget: Italians are trying to get 1980 budget adopted as
soon as possible (preferably before their Presidency ends). Have
proposed budget Council on 16 June. Parliament to hold emergency
session on 26/27 June. They could adopt it then, but only if they
were willing to leave it unamended. They may well amend, in which
case second Budget Council would be needed in early July followed
by Parliament's second reading at its 7-11 July sitting.

15% Major UK aims will be:

(a) To ensure a substantial sum entered for advance payments
to UK budget solution (given method of payment, will only be possible
to get a part in 1980 budget);

(b) To secure highest level of RDF possible (Commission budget
proposals have reverted to their earlier figure of 1.2 billion EUA
(they have also based their estimates of our 1980 net contribution
on this assumption); 1979 second Budget Council agreed to 1015 mEUA.
ltalians will probably urge us to press for higher sum to be
established by Council on 16 June. Together we could block Council
agreement to lower figure, but not get our own figure entered unless
others support).

14. Most unlikely that European Council will discuss details.
However, if Italians propose higher RDF on grounds that they should
e.g. be compensated for their contribution to UK budget solution, we
should support. As we get 27% of RDF expenditure we benefit too.

/CAP Prices ...
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CAP Prices Package

15. The main provisions of the 1980/81 CAP prices settlement

and the most important implications for the UK interests are

set out in Note at Ref B. Nearly all the appropriate regulations
implementing the settlement were agreed on 5 June and the new
prices were to take effect either immediately for commodities,
like milk and beef, for which the current year had already ended
or at the beginning of the respective commodity marketing years
for other products i.e. sugar (1 July), cereals (1 August), and
wine (mid-December). The commitment to production refunds for
cereals used in whisky remains to be implemented before the end
of 1980 through negotiation in the Agriculture Council. The next
Council in mid-June will consider certain agricultural aid
proposals for Northern Ireland. The Council is also committed

to continue discussion of savings in the beef sector.

Sheepmeat
16. The scheme should protect the interests of New Zealand and

other third country suppliers. A summary is at Ref C. The

basic Regulation and prices for 1980/81 are agreed, but the
regime will not enter into force until the implementation of the
voluntary restraint agreements being negotiated by the Commission
with third country suppliers, notably New Zealand. New Zealand
accounts for over 80 of the Community's annual third country
jmports of about 2%0,000 tonnes. The New Zealanders have a
number of reservations about the proposed regime, as Mr Muldoon
told the Prime Minister on 1 June, but they decided on 7 June

to enter into negotiations with the Commission. ©£ince the
provisions in the agreement in respect of New Zealand give her

an effective veto over the introduction of the regime, the New
Zcalanders have the opportunity to negotiate not only on the
volume of imports and tariff reductions but also on the operation

of export refunds and other matters of interest to them.

17. The Australians have delivered an aide memoire recently
expressing concern about the regime's effect on their own trade,
although this trade is of very much less economic importance

to them than New Zealand's. It is open to them to negotiate

a voluntary restraint agreement which will safeguard their

rather smaller interests.

/Fish
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I'ish

. 18. The Foreign Affairs Council on 0 liay agreed to include

a declaration on fisheries as part of the proposed budget

'package' (text at Ref D).

19. The main points are:
(a) a deadline of 1 January 1981 for settlement of the
revised CFP;
(b) a list of most of the main elements which need to be
decided in a revised CFP (conservation, quotas, control
measures, structural aids, third country arrangements),
with criteria which should be applied in determining
the solution on each element;
(¢) a separate section on access arrangements which also
mentions criteria to be taken into account in making
a decision on this aspect. We regard this as defining
access to be an additional element in the fisheries
package on which a decision must be reached before
1 January 1981;
(d) an instruction to the Fisheries Council to proceed
with negotiations on 16 June, especially on certain

aspects.

20. The text leaves fisheries to be negotiated on its merits.
Despite pressure from the Germans and others, it does not
include unacceptable language on (or explicit reference to,

"equal access'.

21. There is no reason to raise fisheries at Venice. If others
do so it is important to stress that all CFP issues (i.e.
including access) should be considered together. We should
resist changes to the Brussels text.

Foreign and Commonwealth Office

5 June 1930
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

COMMUNITY BUDGET REVIEW AND RESTRUCTURING
Brief by the Foreign and Commonwealth Office

OBJECTIVE

1. We have no particular interest in raising this subject
ourselves. The Commission already have a satisfactory mandate
to make proposals by the end of June 1981 and we do not want
discussion of that mandate reopened.

POINTS TO MAKE [IF THE SUBJECT IS RAISED]

2. The agreement of 30 May offers us a real opportunity to
prevent the recurrence of unacceptable situations for any
Member State. The 1% ceiling is also going to provide a
valuable discipline.

3. The review the Community will be conducting will require
careful preparation. But it will also need to be pressed
forward with great determination. It is in everyone's interest
that decisions be taken by the end of 1981.

4. We shall approach this constructively. We have no wish to

challenge the principles of the Community.

5. We are looking for a better control over CAP expenditure and
a better balance between it and expenditure on other Community
policies,

6. [If the French or Germans raise their ideas about limiting net
benefits] This is one of the ideas which will need careful

examination.

7. [If Schmidt or others raise CAP reform] Entirely agree with
P‘—'———_._‘_
need for changes. Commitment to reform could be incorporated in

Presidency Conclusions.

CONFIDENTIAL /BACKGROUND
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BACKGROUND .
8.The Commission mandate is as follows(para 7 of 30 May Foreign
Foreign Affairs Council Conclusions - full text attached as
Reference A to Brief No 3):''For 1982, the Community is

pledged to resolve the problem by means of structural changes
(Commission mandate to be fulfilled by the end of June 1981.

The examination should concern the development of Community
policies, without calling into question the common financial
responsibility for these policies, which are financed from

the Community's own resources, nor the basic principles of the
Common Agricultural Policy. Taking account of the situations
and interests of all Member States, this examination will aim
to prevent the recurrence of unacceptable situations for any of
them). If this is not achieved, the Commission will make .
proposals along the lines of the 1980-81 solution and the
Council will act accordingly.''

9. The UK interest is to avoid substantive discussion at this
stage. The 30 May Budget agreement pledged the Community to
resolve the UK Budget problem by means of structural changes.
The Commission mandate is to put forward proposals by the end
of June 1981. Left to itself, the Commission is more likely
to come up with proposals that suit us than it would if the

30 May agreement was glossed in some way at French instigation.

10. We are concerned not to start discussions on contentious
matters relating to the 1981 review (eg. Giscard and Schmidt's .
ideas on a limit on net benefits from the Community Budget) before
we have got agreement on Community legislation to implement

the 30 May budget settlement, It is important not to provoke

the smaller Member States at a time when we shall need their
support in getting the legislation through in a form acceptable

to us.

11, The question may however be raised in any discussion on
enlargement that takes place as a result of President Giscard's
speech on 5 June (Brief No 17). Giscard may, for example, use

/the
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the occasion of the European Council to put forward ideas
for reviewing the rules of Community financing.

12. We understand from the Embassy in Bonn that Schmidt

intends to press for Council endorsement of a commitment to

reform of the CAP by the end of 1981. He seems to envisage

this exercise being contemporaneous with the budget review

(with which, of course, it is closely linked). The French
President, Prime Minister and Foreign Minister also suggested

last week in connexion with the National Assembly debate on

the Brussels agreement that they were ready to contemplate
improvements in the management methods of CAP. The Prime Minister

will wish to support any move of this kind, but not take the

lead. Tactically, it would also be wise to avoid any formal
linkage between the budget review and this exercise.
Satisfactory reform of the CAP can be achieved without amendment
to the basic principles contained in Article 39 of the Treaty.
It will not, however, be appropriate for this Council to discuss
specific methods of reform and, in endorsing any commitment

to reform, we need to avoid any undertakings on financial
solidarity, unity of the market or Community preference which
the French will probably wish to have inserted in the text and
which could be used subsequently to preclude certain types of
reform eg. part national financing of CAP expenditure, If the
French insist on a reference to the Treaty,it should be argued
that a simple reference to Article 39 is all that is necessary.

FOREIGN AND COMMONWEALTH OFFICE

10 JUNE 1980

25
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FRAME GENERAL

4 UKREP BRUSSELS 300958 MAY 83

TO FLASH FCO

TELEGRAM NUMBER 2654 OF 38 MAY

INFO PRIORITY BRUSSELS, COPENHAGEN, THE HAGUE, ROME, DUBLIN,
PARIS, BONN, LUXEMBOURG,

’

FOREIGN AFFAIRS COUNCIL, 29-33 MAY.
CONVERGENCE/BUDGETARY QUESTIONS.
MIPT: FOLLOWING 1S TEXT OF CONCLUSIONS.

1. THE NET UNITED KINGDOM CONTRIBUTION FOR 1988 WILL BE |
CALCULATED ON THE BASIS OF THE PRESENT COMMISSION ESTIMATE
(1,785 MEUA). 1,175 MEUA WILL BE DEDUCTED FROM THIS FISURE.
THIS LEAVES A UNITED KINGDOM CONTRIBUTION OF 639 MEUA FOR

1980,

2, THE NET UNITED KINGDOM CONTRIBUTION FOR 1981 WILL BE
CALCULATED ON THE BASIS OF THE COMMISSION ESTIMATE OF

2,148 MEUA, THE UNITED KINGDOM’S 1988 NET CONTRIBUTION WILL

BE INCREASED BY A PERCENTAGE EQUAL TO THE DIFFERENCE BETWEEN
1,784 AND 2,140 MEUA, NAMELY 19.9 PER CENT OR 121 MEUA, THE NET
UNITED nmsmu CONTRIBUTION FOR 1981 THEREFORE BECOMES 733 MEUA.

3. THE UNITED KIHGDOH CONTRIBUTION, BASED ON THE ABOVE
CALCULATIONS, 1S REDUCED FOR 1935 AND 1981 BY 2,585 MEUA
(1,175 PLUS 1,419).

4 |F THE UNITED KINGDOM’S ACTUAL CONTRIBUTIONS FOR 1988

AND 1981 ARE HIGHER THAN 1,784 AND 2,143 MEUA RESPECTIVELY

THE DIFFERENCE WILL BE SPLIT = FOR THE FIRST YEAR 25 PER CENT WILL
BE BORNE BY THE UNITED KINGDOM AND 75 PER CENT BY THE OTHER 8
MEMBER STATES. FOR THE SECOND YEAR — INCREASE FROM 732 TO 750

T0 BE BORNE IN FULL BY THE UNITED KINGDOMs FROM 758 TO 850,

g PER CENT TO BE BORNE BY THE UNITED KINGDOM AND 53 PER CENT BY
THE OTHER 8 MEMBER STATES: ABOVE 853, 25 PER CENT TO BE BORNE BY
THE UNITED KINGDOM AND 75 PER CENT BY THE OTHERS.

5, PAYMENTS OVER THE PERIOD 1980-82 SHOULD BE MADE BY MEANS
OF THE ADAPTED FINANCIAL MECHANISM AND THE SUPPLEMENTARY
MEASURES PROPOSED BY THE COMMISSION, THE FINANCIAL
MECHANISM WILL CONTINUE TO FUNCTION AUTOMATICALLY UNTIL THE

END OF 1982.

6. THE CREDITS ARE INSCRIBED IN THE BUDGET OF THE FOLLOWING
YEAR, FOLLOWING THE PRECEDENT OF THE FINANCIAL MECHANISM.
AT THE REQUEST OF THE UNITED KINGDOM THE COUNCIL CAN DECIDE
EACH YEAR ON A PROPOSAL BY THE COMMISSION TO MAKE ADVANCES
TO PERMIT THE ACCELERATED IMPLEMENTATION OF THE

SUMMPLEMENTARY MEASURES,
CONFIDENTIAL
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7. FOR 1982, THE COMMUNITY IS PLEDGED TO RESOLVE THE

PROBLEM BY MEANS OF STRUCTURAL CHANGES (COMMISSION MANDATE
Y0 BE FULFILLED BY THE END OF JUNE 1981. THE EXAMINATION
SHOULD CONCERN THE DEVELOPMENT OF COMMUNITY POLICIES,
WITHOUT CALLING INTO QUESTION THE COMMON FINANCIAL
RESPONSIBILITY FOR THESE POLICIES, WHICH ARE FINANCED FROM
THE COMMUNITY'S OWN RESOURCES, NOR THE BASIC PRINCIPLES

OF THE COMMON AGRICULTURAL POLICY, TAKING ACCOUNT OF THE
SITUATIONS AND INTERESTS OF ALL MEMBER STATES, THIS
EXAMINATION WILL AIM TO PREVENT THE RECURRENCE OF
UNACCEPTABLE SITUATIONS FOR ANY OF THEM). IF THIS IS NOT
ACHIEVED, THE COMMISSION WILL MAKE PROPOSALS ALONG THE LINES
OF THE 1980-81 SOLUTION ARD THE COUNCIL WILL ACT ACCORDINGLY.

8. THE COUNCIL REAFFIRMS THE CONCLUSIONS ADOPTED BY IT (IN
1T COMPOSITION OF MINISTERS OF ECONOMIC AFFAIRS AND

FINANGE) ON 11 FEBRUARY 1988 ((CF ANNEX TO DOC. 5@81/82
PV/CONS 5 ECO/FIN 9)), WHICH INCLUDED REFERENCE TO THE 1 PER
CENT VAT OWN RESOURCES CEILING.

9 IT ls IMPORTANT FOR THE FUTURE WELL BEING OF THE

COMMUNITY THAT DAY TO DAY DECISIONS AND POLICY MAKING SHOULD
FUNCTION EFFECTIVELY AND THIS PARTICULARLY DURING THE PERIOD
WHEN THE REVIEW FORESEEN IN PARAGRAPH-7 1S UNDER WAY. WITH
THIS OBJECTIVE IN MIND ALL MEMBER STATES UNDERTAKE TO DO
THEIR BEST TO ENSURE THAT COMMUNITY DECISIONS ARE TAKEN
EXPEDITIOUSLY AND IN PARTICULAR THAT DECISIONS ON AGRICULTURAL
PRICE FIXING ARE TAKEN IN TIME FOR THE NEXT MARKETING
SEASON,

FCO PASS ADVANCE COPIES TOa~

FCO PS/SOFS, PSAPS, PS/PUS, BRIDGES, HANNAY, SPRECKLEY

CAB SIR R ARMSTRONG, FRANKLIN, ELL]OTT, WALSH

MAFF ANDREWS, HADLEY

TSY - PS/CHANCELLOR, SIR K COUZENS, WANCOCK, MICHELL, ASHFORD
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\@ "RICES PACKAGE
The main features of the CAP prices package are as follows:-

(a) The average price increase overall is about 5 per cent.

(b) On milk, the‘target price would increase by 4 per cent. The basic co-responsibility
levy on farmers' deliveries to dairies would however also increase from 0.5 to 2.0 per
cent of the price, with a lower rate of 1.5 per cent on the first 60,000 kilograms
delivered by producers in less favoured areas. Thus the net increase would be

2% per cent for most producers (and less in Germany because of monetary change).

An additional supplementary levy would be applied in 1591/82 if deliveries of milk

in 1980 exceed the 1979 level by more than 1.5 per cent. The details of the
supplementary levy would, however, have to be agreed. :

. (c) The other main proposal affecting milk producers is the limitation on the
payment of grants on dairy farm investments. This is now framed in a manner which
avoids discrimination against UK producers. National aids to dairy farmers'
investment would no longer be payable. Aid under Community schemes would be
limited to provision for a herd of 60 cows or an increase in the size of the
producers' herd of not more than 15 per cent.

(d) The UK butter subsidy of 13p per 1b, financed wholly from Community funds,
would be continued.

(e) On beef, the guide price would increase by 4 per cent but the effect on producers'
returns and consumers' prices in the present year would be less than this. The
proposals would enable us to continue our beef premium scheme. There would be a new
subsidy of 20 ECU per cow (£12), funded 100 per cent by Community funds and
payable on cows in specialised beef herds.

(f) On cereals, the target price increase is 6.25 per cent, with the intervention
prices increased by 4.5 per cent. The production refunds on cereals used in starch
manufacture would be reduced.

(g) On sugar, the minimum beet price would increase by 4.0 per cent. There would be
no changes in the quota arrangements for 1980/81. This is, however, less significant
now that world sugar prices have risen to around the level of the Community price, so
that currently there is no significant disposal cost falling on Community funds.




I

/n) ;t've proposals provide for a 10 per cent saving to be made on the costs of .

/ processed fruit and vegetables On wine some changes have been agreed that should

h..p to contain the costs falling on Community funds.

(i) On whisky, the Council has accepted a commitment to adopt the necessary

regulation by the end of this year for the payment to the UK of the returns on
Community cereals used in exported scotch whisky. This commitment covers retrospective
payment of some £40 million net due to the beginning of 1980. At current cereal
prices, the annual payments due would be some £16 million per annum.

-

2. The main implications for UK interests are as follows: -

(a) UK Producers The proposals would increase UK producers' returns by about
£100m (after allowing for feed price increases) in a full year. Most of the benefit
would go to the cereals and beef sectors, with UK milk producers probably suffering
a small net reduction in returns because of the co-responsibility levy. The overall
. increase would not prevent a further fall in the industry's real net income.

(b) UK Consumers The proposals would produce an increase of about, 0.7 per cent in
the Food Price Index, and about 0.2 per cent in the R.P.I., when all effects had worked
through. The UK butter subsidy offsets much of the effect of the price increases,

being worth some £108 million to consumers.

(c) Community Expenditure The proposals are estimated to increase Community
expenditure by some 240 million EUAs in 1980 and by about 1000 million EUA

in a full year. These figures make no allowance for production and consumption
responses to higher prices in future years . About one- flft of the add tional .

=L doas 1t AL -..\Ln r— ik
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(», The proposals

1. The main features of the sheepmeat proposals are as follows: -

(a) Variable preﬁium In the UK there will be no intervention buying. Instead

there will be a variable premium (ie deficiency payment), paid to UK producers

from Community funds and making good the difference between the average UK market
price and a "guide Jevel", set at the level of the intervention price operated in
other member countries and on the same seasonal pattern. This premium will be
recovered on lamb exported. As a result, the return to “the producer or trader from
sales on the British market will be higher than the return from selling to France
at or even somewhat above the French intervention price.” There should accordingly
be no sales of British lamb into French intervention.

(b) Intervention in other countries In other countries, intervention will be
" available from August to December at 85% of the basic price, ie well below the

_ recent level of French market prices. Sales into intervention should be relatively
light, because when the French market is weak there should be little or no importation
from the UK to depress it further.

(c) Reference prices In all countries reference prices will be set which will act

as a guarantee of average producer returns. Where the average market price is lower
than the reference price an annual compensatory premium will be paid to make good the
difference between the two (or between the intervention and reference prices if this
is smaller). These reference prices are to be aligned in four equal annual steps.
After four years UK producers will thus benefit from the same guarantee as those in

all other member countries. The UK producer's return will be sustained by the UK
variable premium (bringing his return up to the level of the French intervention

price) and a further compensatory premium to bring it up to the common reference price.

(d) New Zealand The whole regime will come into effect only if and when New Zealand
agrees(pﬁ—%ﬁézﬁgiaﬁgLof]her imports into the Community in exchange for a reduction in
the existing tariff of 20 per cent ad valorem. This gives New Zealand the

opportunity to ensure that the total arrangements are acceptable to her and do not
damage her trading interests.




“Export refunds Provision is made for export refunds, but these are subject to

New Zealand being satisfied on the regime in general, and to a Council Declaration
that refunds must be operated in conformity with international obligations and so as
not to prejudice agreements with third country suppliers. This leaves New Zealand
free to negotiate, as'part of her voluntary agreement with the Community, in relation
to how refunds should operate, as well as having the power to block the scheme as a
whole. (Mr Gundelach has told Mr Talboys that these arrangements give New Zealand

a veto over export refunds distinct from its veto over the fegime as a whole.)

(ii) Implications for the UK

2. The main implications of these proposals for the UK are:-

(a) The guaranteed return to UK producers would be increased by 17 per cent in
'1980/81, and almost certainly rise substantially thereafter as reference prices .

were harmonised. Total payments from Community funds to British producers could
rise towards £100 million per annum at the end of the four-year transition. French
illegal barriers to imports from the UK would be removed.

(b) UK consumers would benefit because the use of deficiency payméﬁts, and their
recovery on exports, would tend to keep British lamb in Britain when Continental

prices were low, thus keeping UK market prices down; while the higher guaranteed price
would ensure a production increase and ample supply. The arrangements to be negotiated
by New Zealand would ensure a continued supply of New Zealand lamb.

(c) The UK economy would benefit from the financing from Community instead of
national funds of an increasing producer guarantee on our production, which approach
one half of total Community production.

(d) The pfovisions for New Zealand give her an effective veto over the introduction
of the scheme and an opportunity to negotiate not only on the volume of her imports
and a tariff reduction but also on the operation of export refunds and on other
matters of interest to her.
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COUNCIL DECLARATION ON THE COMMON FISHEﬁiES POLICY

The Council agrees that the completion of the common
fisheries policy is a concomitant part in the solution of
the problems with which the Community-is confronted at
present. To this end the Council undertakes to adopt, in
parallel with the application of the decisions which will
be taken in other areas, the decisions necessary to ensure
that a common overall fisheries policy is put into effect
at the latest on 1 January 1981.

In compliance with the Treaties and in conformity with
the Council Resolution of 3 November 1976 (the "Hague agreement")
this policy should be btased on the following guidelines

(a) rational and non-discriminatory Community measures for
the management of resources and conservation and
reconstitution of stocks so as to ensure their exploitation
on a lasting basis in appropriate social and economic
conditions ; ‘

fair distripbution of catches having regard, most particularly
to traditional fishing activities, to the soécial needs of
regions where the local populations are particularly
dependant upon fishing and the industries allied thereto ( )is
and to the loss of catch potential in third country waters ;

effective controls on the conditions applying to
fisheries ;

adoption of structural measures which include a financial
contribution by the Community ;

paras 3 and 4 of Annex VII of the Council Resolution
3 November 1976.




(e) establishment of securely-based fisheries relations
with third countries and implementation of agreements
already negotiated. In addition, endeavours should be
made to conclude further agreements on fishing
possibilities, in which the Community - subject to the
maintenance of stability on the Community market - could

also offer trade concessions.

-

Furthermore, Article 103 of the Act of Accession shall be
applied in conformity with the objectives and provisions of
the Treaty establishing the European Economic Community, with
the Act of Accession, inter alia articles 100-102 and with
the Council Resolution of 3 November 1976, in particular
Annex VII.

The Council agrees to take up again the examination of
the proposed regulations under (a) (technical measures of
conservation) and (c) (control) at its session on 16 June 1989,

and also on this occasion to begin examination of other

proposals, including a proposal on quotas for 1980 which the

Commission undertakes to present in good time.
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ECONOMIC AND SOCIAL SITUATION IN THE COMMUNITY

Brief by HM Treasury

OBJECTIVE

e To emphasise that UK policies are part of agreed Community

formula.

POINTS TO MAKE

S (1) Activity in most economies beginning to slow down

after recent unexpected resilience. Growth prospects this

year are poor and little if any recovery is likely in 1981.

(ii) Upsurge in inflation may be reaching its peak, with

wage settlements modest in many major countries.

(iii) Widespread acceptance that tight fiscal and monetary
policies unavoidable. US interest rates have come off the

boil but this might take a little longer elsewhere.

(iv) Better distribution of current account deficits than
after 1973-74 oil shock. Helpful that countries which
can finance deficits are doing so rather than trying to

push them on to others less well off.
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(v) But LDC's will have to reduce deficits to levels

that can be financed. Increased recourse by them to the

IMF seems necessary and desirable.

BACKGROUND (A1l information useable)

References

A: Com(80)3200. The economic and social situation in the
Community.

Do Recent price increases have underlined the disarray in the

0il markets. Although stocks are high and demand and supply are

broadly in balance, the price structure remains unstable and many
major countries are in a weak supply position. The deflationary
impact of oil price rises since 1978 is around 2 per cent of the

OECD area's GDP, much the same as in 1973%-74.

4. But although growth is likely to weaken substantially, the

reversal should be less severe than in 1974-75. GNP growth in

the OECD is expected to fall from almost %} per cent in 1979

to around # per cent in 1980. The USrecession could be quite
deep, increasing the possibility that OLCD growth will recover
little, if at all, in 1981. Within the EC, growth held up
surprisingly well last year - notably in Italy and Germany -

and this year could average around lz-1)} per cent. This implies
growth in Italy and the Netherlands over 2} per cent lower in
1980 than in 1979 and in France and Germany between 1] and 2

per cent lower. In Denmark, like the UK, output is expected to

fall this year.

o The average inflation rate in the major countries reached

over 123 per cent in March, but the upsurge that started in
CONFIDENTIAL
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mid-1978 might now have run its course. In general, only a

small part of the upsurge has becen home-grown. Wages have
increased much less sharply in most countries than after the
197%-74 o0il shock. Within the EC, experience in containing the
increase in oil prices has varied widely. The average inflation

rate is above that of the OECD as a whole and the gap between

the best performers (Germany, Luxembourg) and the worst (Italy,

UK) has grown. A number of EC countries have some form of
indexation which makes the problem of containment especially
severe. Italy is particularly vulnerable. A pay freeze is in

force 1in the Netherlands.

6. Monetary policy has been the main weapon in the fight

against inflation to which all countries have given priority.
With money supply targets being maintained or tightened, interest
rates reached record levels in most countries earlier this year
as inflationary expectations worsened. Rates have fallen back
dramatically in the US on the arrival of the recession and with
clear evidence that money supply was growing well below target.
An immediate or precipitate fall in European rates is unlikely.
The European economies are slowing down later in the cycle

than the US and money supply targets are not being as comfortably

met.

7N Fiscal policy in many countries is becoming generally more

restrictive as they seek to restrain or (in the US) eliminate
budget deficits. Some of the smaller EC members, who have acute
problems over the size or financing of their borrowing requirements,
have suggested that policies are generally too tight. But advocacy
of relaxation has won little support in the major countries. The
Commission's view in its paper is that "there is ...no

alternative to maintaining broadly restrictive budgetary and

CONFIDENTIAL
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8, The Ull's commitments to lower government borrowing and
the reduction of public spending are essentlial to cqueeze out
inflation and improve economic performance. The commitments
have been widely endorsed internationally. To quote the
Commission's paper, "A reduction of the budget deficit in proportion
to GDP must indeed be a key medium-term objective for the

Community as a wholeés..

9. The OECD area is now cXpected to have a current account

deficit of around 100 billion in 1980, of which about one-~half

could fall on Community countries. Deficits within the industrial .

countries should be better distributed than in the mid-1970's.
Germany and Japan might share a deficit of around $40 billion and
the US deficit could be quite small. It seems to be accepted

that countries able to finance their deficits should do so

rather than attempt to shuffle them off on to others. Recent
moves by Germany and Japan to arrange capital inflows are welcome.
However, some smaller EC countries, notably Denmark and Ireland,
have especially severe current account problems and may have to

tighten policy further.

10. The position of the LDC's is likely to deteriorate signifi-
cantly. Even if they cut import growth sharply their combined
deficit could rise to around $55 billion in 1980. No single
initiative can solve their problems though, and they will need

to reduce their deficits to what can be financed.

11. Concern has been expressed about the ability of the

international banking system to recycle OPEC surpluses as

smoothly as in the mid-1970's. Market conditions could be less

favourable to borrowers, but it remains to be proved that the
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banking system will encounter serious difficulties. It is clear,

though, that the IMF will have to play a larger role and its
credit arrangements are currently being reviewed. The LDC's should

be encouraged to approach the Fund and agree adjustment programmes

at an early stage.

HM TREASURY
3 JUNE 1980
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Ta Results for 1979 and recent trends. Following a fairly buoyant

expansion throughout 1979 the economic activity of the Community showed a
more hesitant development in the first half of 1980. Industrial production
stagnated between the fourth quarter of 1979 and the first guarter of 1980
and the rate of unemployment rose by three decimal points from January to
April, after quasi-stability since the middle of 1978 The rate of increase
of consumer prices has been very high in recent months in response to the
direct and indirect effect of the oil price adjustmengp and rise of indirect
taxes in some Member States. The inflation momentum is now of the same order
of magnitude as in 1974/75. The upward movement of hourly earnings has on
the other hand been more modest and the profit situation and cash flows of
the enterprises have deteriorated Less than after the previous oil price

increase.

2. As a result mainly, but not only, of the deterioration of the terms

of trade following the oil price increase, the trade balance of the Community
has deteriorated considerably since 1978. The deficit on the current account

of the balance of payments reached approximately 7 mrd. ECU (10 mrd. dollars)

in the first quarter of 1980 against a small surplus in the first quarter of
1979. The current deficit was to some extent financed through a reduction of
official reserves, related to interventions in favour of European currencies
against the dollar in the period up to the beginning of April. As a consequence
of the fall in exchange reserves and a restrictive stance of monetary policy in

some Member States the growth in money supply (measured over 12 months) has

slowed down from more than 12 % in early 1979 to around 11 %X in recent months.

3. Due not Least to a forceful monetary policy in the framework of the
European Monetary System, exchange rate movements have shown a high degree

of convergence over the past year. But underlying rates of inflation and
real economic performances have not yet shown signs of yielding to the policy
consfraints and are showing divergent movements which may become sources of
_balance of payments disequilibria and exchange rate tensions in Later phases.




4, outlook for 1980 and 1981. Based on the main assumption of

no major changes in the stance of budgetary and monetary policies, of
a stabilization of the savings ratio of households after a fall in the
second half of 1979 and early 1980 and of a sustained growth of export
markets (imports to non-EC markets, weighted with their share in Com=

munity exports are forecast to increase by 5% in 1280,and expand well
also in 1981) real gross domestic product of the Community is expected
to rise by 1.5% in 1980 (or slightly more than the 1.2X forecast in
February). This would be consistent with a slight(hectine in the second

and third quarters of 1980 followed by a gradual pick=up in the following
year. By the end of 1981 the rate of expansion could (at annual rate)

be around 2.5%. Inventory adjustments are expected to exert a negative
influence on activity, notably in the second half of 1980, and other
domestic components may show only Little buoyancy. Net exports of the
Community may, on the other hand, increase strongly in volume terms

and should therefore help to sustain activity somewhat in face of

weak domestic demand in most of 1980. However, domestic consumption 1is

forecast to strengthen again in 1981, on the assumption that inflation

moderates.

5l With economic activity in the first quarter of 1980 more
buoyant than expected, unemployment is now forecast to reach 6X on
average for the year (against 6.4X in the February forecast); but a
strong increase is likely in 1981. The-rise in consumer prices in recent
months has been faster than foreceen and may on average for 1980 reach
12.3%. The month~to-month increase would be detelerating as from mid-
1980 and should - if the rise in wage costs is checked - get back into
single figures in the course of 1981. The deficit on the current account
of the balance of payments may, for 1980 on average, reach 24 000 million
ECU (33 000 million dollars) but should decline somewhat in 1981.

LY

6. The outlook as presented here may be said to constitute the

most probable outcome on the assumptions stated above. The growth of
activity and employment could however prove to be slower or even negative

if households, enterprises or the government sector = in order to avoid

a deterioration of their financial position = increase expenditure lLess

than foreseen. There is also a risk that more divergent movements of prices
and wages, and in policy reactions by governments to the strains of the
economic situation, could lead to graver instability in both the real
economy and monetary relations; and thence also to a Lower overall Llevel

8f setivitys




f i Policy issues for the period ahead. Against this background,

there is, in the view of the Commission no alternative to maintaining

broadly restrictive budgetary and monetary policies. Only through a

I

marked and sustained deceleration of inflation will it be possible to
strengthen confidence of households and enterprises and increase the
propensity to invest. Without relaxing the overall golicy stance,
governments should contribute to this process through measures to faci-
litate necessary changes following the energy price r}se, to economise
energy and stimulate investment in general and assist the adaptation

of the Labour force to the changing pattern of supply and demand. Efforts
to Limit the growth of other public expenditure categories must be pur=
sued. A reduction of the budget deficit in proportion to GDP must indeed
be a key medium~term objective for the Community as a whole = and the
restoration of better financial balance should remain an immediate pre-
occupation in Member States where budget and/or balance of payments
deficits are creating particular problems: Belgium, Denmark, Ireland

and Italy.

8. while pursuing policies geared to medium=term objectives,
governments should, however, over the next 12-18 months, be careful to
avoid creating conditions conducive to a cumulative collapse of demand
due to excessive expenditure cuts aimed at keeping budget deficits on
predetermined levels. As a consequence of a slow growth of tax receipfs
some increase in budget deficits is likely in the period up to mid=-1981
and, on average in the Community, governments should accept this in some

moderate degree.

9. With appropriate recycling of OPEC surpluses, including active
efforts, on the part of governments to step up long-term borrowing from
the OPEC countries directly or via the international capital market, the

present orientation of monetary poLic§ could be maintained and domestic

monetary financing kept under control. While it would not be practicable

to seek to negotiate among oil=importing countries a scheme for distribution
of the current account deficits it is highly desirable to arrive at a
certain consensus on the approach to the financial problems involved so

as to avoid disruptively competitive or divergent policy responses.




17 Given that on one hand total employment is likely to decline

in 1981 and that the lLabour force may see a further increase, the Community
will over the coming year be faced with increasing employment problems,
notably for young people entering into the labour ior;e; also the employment
opportunities for the steadily rising part of the female population which is
aiming at an active participation in economic and social Life will be
severely Limited. Moreover, in a context of slow daeratl growth the
difficulties encountered by some Low-growth branches of the Community's
industry may be seriously aggravated. In this context Member States should
prepare themselves to step up efforts to improve employment opportunities

in particular for young people.
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BACKGROUND

Sis Neither subject is scheduled for discussion.

G. The Prime Minister will be aware of the difficulties

for monetary policy that could be posed by early participation
in the EMS exchange rate mechanism. The draft statement at
Annex A is designed to present these in as favourable a light

as possible.

e The Luxembourg European Council had before it three
reports on progress towards the establishment of the European
Monetary Fund. Heads of Government took note of these, and
invited the relevant Community bodies to press ahead with
work in order to move on to the imstitutional stage of the
EME which would include the creation of the European lMonetary
Fund. There has been no time for further work since the

Luxembourg European Council.

8. No mention was made in the European Council conclusions of
the target date for the establishment of the EMF, which is

March 1981. It is now almost certainly too late to keep to this.
This suits the French and Germans, who find the date uncomfortably
close to their domestic elections, but may displease some of

the smaller member states. It is not an important matter for

us. Any discussion of a new target date would be better deferred
until the scope of the problems involved in setting up the EIMF

has been more fully assessed.

HM Treasury
3 June 1980 CONFIDENTIAL
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ATEMENT OF EMS .

The United Kingdom Government fully supporte closer monetary
co-operation in tbe Comuunity in the interests of the fight
e = Q..._ A
against inflation; and fully supports also the European -*

R L N
Monetary System both as a major step forward for monetaryfﬁ
)

co—operatlon in the Community and as a Community 1nstfﬂﬁeﬁéi

o - ; FRPL Y '2‘

for i nflation. : SRR AT O S L L

o r881st ng i _"at . : .jgﬁfﬁ”;"ff “’ffﬁ%gﬁgﬁt
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The United Kingdom is partlclpatlng fully in the dlscuseions

2 i; 'r'

on the setting up of the European Monetary FUDd and 1ntends u
to brlng sterllng into the exchange rate mechanism of the .'

— '1"_' '

EMS when condltlons permit. The Government w1sh to do thls
S et

B e

in circumstances and at a time which are b.e:st for the'“fﬁf
Community and for the System, as well as right for our own

economy.

brlnglng our rate of inflation nearer to that in most other

Community countries.  In those condltlons we would have mora
- )_ ".

room to reconcile monetary and exchange rate obaectlves,

t

and the stablllty of our exchange rate would be relnforced

: kr
to the advantage. of the System. We shall also bhave to 9

fora. .
o -] .rw .'.I'.-.
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The March Budget represents an important stege in

reasserting control of the United Kingdom money supply,
public borrowing and inflation « objectives which the ol
Government believes Lave the support of their Community |

¢’

partners. The Government look forward to the time when'

the success of these efforts will ensble the United ' i'i’
e h i T e

Kingdom to Jjoin the exchange rate mechanism of the EMS, '
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

EMPLOYMENT AND SOCIAL POLICY

Brief by Department of Employment

OBJECTIVE

To be seen to be associated with Community concern at rising unemployment.
But to focus attention on practical steps such as work on employment and

training services now being discussed in the Social Affairs Council.

POINTS TO MAKE

Employment
a) The Commission is right to emphasise the importance of reducing
inflation and increasing Community and national competitiveness to
improve employment prospects. But only so much can be done by govern-
ments. The rest must be done by industry itself. Initiatives at
Community level might usefully concentrate on aid for declining indus-
trial areas and for traditional industries (Shipbuilding, steel, textiles)

which are major local employers.

b) We must see that employment and training services meet the needs of our

workforces which have to adapt to new technologies. But we must not

CONFIDENTIAL /raise
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raise expectations about Community initiatives in areas in
which they cannot be expected to operate satisfactorily -
work sharing, for instance, is substantially a matter to be
settled by negotiations between managements and employees with
an eye to what can be afforded in each individual firm or

industry.

Social Measures for Steel (if raised)

¢c) The UK is broadly in favour of the Commission's proposals.
But further discussions seem necessary to clarify the proposals

and how they could best be used.

Council of Social Affairs Ministers, 9 June .

d) [The Council has agreed a Resolution on Guidelines for a
Labour Market Policy. This should usefully support the
strengthening, where necessary of the training and employment
services.] An approach of this kind is perhaps more relevant
to present needs then measures to reduce or share working time
which would have results which threaten the competitiveness of

Community industry in world markets.

e) But the Community does itself no service if antagonism is

allowed to grow between the Council and the ETUC. We need to .

continue efforts to seek common ground with unions and managements
and encourage the Commission in its contacts to underpin the
dialogue between them,

BACKGROUND

Reference: A: Commission Paper COM(80)304 final: ''The Unemployment
Problem''

3. The Commission's paper on the Unemployment Problem points to the
interrelationship of economic, energy and industrial policies in
determining levels of employment. The paper stresses the

need to develop the links with /managemnents
Al
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managements and unions and expresses fears about the deterioration in the
social climate that could arise from present economic and social difficulties.
The paper makes no new specific recommendation but indicates the importance
attached to new technology as a factor in employment and the Commission's

wish to continue its work on the adaptation of working time (Work Sharing).

4. On points of detail in the Commission's paper the UK does not endorse
the suggestion (page 3) that our overseas aid falls short of earlier
commitments and believes that our ability to provide more aid depends

on the strength of our economy. Nor do we go along entirely with the
implications, e.g. in the paragraphs on energy (page 2) and industria)
policy (page 3) that greater intervention by national governments and the

Community will lead to improved employment prospects.

Social Affairs Council

5. [/ The Social Affairs Council met on 9 June_/ and agreed a Resolution

on "Guidelines for a Labour Market Policy" - effectively a series of
suggestions for improving national employment and training services where
necessary and improving Community cooperation in this general area. The
subject matter was not seriously controversial in itself. The unions,
however, made clear when this same subject was considered at a meeting

of the Standing Employment Committee on 29 May (unions, managements,
employment ministers and the Commission) that they regard this kind of
topic a secondary subject and a poor substitute for further Community
action to bring down unemployment levels, in particular as they advocate,

by measures aimed at sharing available work and reducing working time,

6. For its part, the Commission complains, e.g. at the Standing Employment

/Committee
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Committee, of inconsistency between the remits it receives from the
European Council and subsequent action in the Council of Ministers.
The conclusions at the last two meetings of the European Council have

included the following passages:-

November 1979 Zrbur underlinin&i?

"A more coordinated approach to employment problems should
be defined. The European Council accordingly requests the

Commission to submit proposals on specific measures which

could be framed tp promote more incisive Community action

to deal with the enemployment problem."

April 1980

" ceees efforts within the Community to reduce structural

unemployment should be stepped up and better coordinated

taking into account the proposals which the European Council

had at its previous meeting asked the Commission to submit."

This kind of wording raises expectations. But the Council subsequently
gets reproached by the Commission for going no further than agreeing
limited generalisations of a non-binding character. Yet if managements and
unions have no common ground, the Council cannot mark it out. And neither
can the Commission bring effective proposals if they only have support of

one side of industry.

7. The conclusions of the Council should, therefore, give some impetus
to further development of the consultative relationship rather than call for

further specific measures. The European Council might for instance:-

a) note a useful outcome to the Social Affairs Council on 9 June;

/b)
4,
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b) note the Commission's efforts (perhaps even commend them) for

developing useful consultation with and between managements and unions;

c) urge the Commission to continue with this task of consultation as
part of the background preparation for the Commission work on employment
policies including the effects of new technology, and the envisaged

communications on working time which the Commission is now preparing;

Social Measures for the Steel Industry

8. The special temporary measures proposed by the Commission to help

alleviate the social effects of the restructuring of the steel industry

comprise 1) early retirement provisions, 2) assistance on a strictly limited

and tapering basis for reorganisation of the work cycle. The proposals

have been discussed in varying community fora but agreement has not yet been
reached between member states. Meanwhile, officials at the Commission have
held talks with representatives from BSC and with officials from the

Department of Industry.

Unemployment
9. Average 5.7%. Highest is Belgium 8.5%; lowest is Germany at 3.2%.

UK is 5.8% (source. Eurostat 4 - 1980 of 19 May 180).

DEPARTMENT OF EMPLOYMENT
4 June 1980
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4th edition

THE UNEMPLOYMENT PROBLEM

#

&~
The Communique of the European Council of lLast November stated

that a more coordinated approach to employment problems need to be defined,
and asked the Commission to submit proposals on speciffé measures to
promote more incisive Community action to deal with the unemployment
problem.

In April, the European Council agreed that the reduction of
inflation was an important means of combatting unemployment but that efforts
within the Community to reduce structural unemployment should be stepped up
and better coordinated.

The growth af unemployment

Af}er the rapid increase in unemployment in the period from 1973
to 1977, the situation stabilised somewhat in 1978. Employment rose by
almost a million although, with the increase in the supply of Labour, this
did not permit a fall in the unemployment rate from the level of 5.3%

(some 6 million unemployed).

The prospects now are for a worsening of unemployment in 1980 to
6%, with the possibility of further lLarge increases in 1981, This would be
in part due to a slow-down in the supply -of jobs as a resylt of low economic
growth, and in part due to demographic factors, especially the Large number
of young people who will continue to come onto the labour market in the
early 1980s -~ some 4m a year, 1m a year more than in the early 1970s,

Policy actions

The Commission welcomes the support of the Council for the

development of actions to tackle unemployment,




However, there is a risk that makeshift solutions will be put
forward which weaken the fight against inflation, yield to protectionist
pressures, and lead to free-for-all national ecﬂhoéic policies. These
could further worsen the employment prospects in the Community by
weakening competitiveness, and by fragmenting th# labour market between

different categories and groups, leading to greater inequality.

The Communjty must tackle these problems in a coordinated way
by ihpLementing measures to strengthen existing policies, by devising
new policies where necessary, and by restoring closer links between

economic and social policies.

Economic policy

The view of the Commision, on the general stance of budgetary
and monetary policies is set out in the document on the Economic and

Social situation in the Community.

Energy policy

Guidelines for a coherent energy policy at European level up to

1990 were adopted by Council, aimed at more energy saving and further
reducing of oil import dependence by the exploitation of existing sources

- of energy and the promotion of new sources. This policy should take
account of the employment aspect'and in particular, additional jobs
should be created by wider adoption of energy saving measures. A
communication from the Commission on a2 new initiative to encourage energy
investments was discussed at the last European Council, and the Commission

has been requested to put forward detailed proposals.




External demand

'

&
It was agreed with the other industrialised countries and the

OPEC members, that development aid falls far short of earlier commitments.
" . : : ; : - & W ;
An increase in financial aid, linked with an important effort in recycling

of financial surpluses would furthermore help in supporting external demand

by mobilizing the large potential- demand in the developing countries.

Industrial policy

Support is being sought at Community level to help European
industries to adapt to changes in the internal division of labour and to
changes in internal demand. Such actions need to be strengthened in order
to ensure adjustment to new trading patterns and to save the maximum number
of viable jobs. The Commission has put forward specific measures of

additional support and adjustment for workers in the steel industry.

Labour market policy

Guidelines to improve the operation of the labour market at
national and Community lLevel have been presented to the Council and discussed
by the Standing Committee on Employment. These guidelines provide support
. for placement and training activities and orient Labour market policy towards

future needs.




New technology

The Commission has discussed this year, with the Standing Employment
Committee the impact of the new micro-electronic technology on employment,
including questions of vocational guidance and trdﬁniag and changes 1in
job content and quality of working Life. Work is continuing, in co-operation
with the two sides of industry and the Governments, to exploit the different

experiences in the Member States and to develop appropriate policy responses.

Working time

As a supporting action to assist employment, the Council adopted
general guidelines on the re-organization of working time in December last.
The Commission has now organized meetings with the two sides of industry and

the Governments in order to follow up specific issues.

Follow=up action by the Commission in co~operation with the Social Partners

The Commission intends to develop these policy actions within its
responsibilities and invites the European Council to support its initiatives.
Links with the two sides of industry also need to be strengthened. Given
the present economic and social difficulties and the growing fears about
employment, there is a risk of a deterioration in the social cLimaté which
could itself make the achievement of economic and social objectivis mcre
difficult. This reinforces the need for consensus about the overall strategy
needed to put the Community back on the road to stability and fuller

employment.
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EUROPEAN COUNCIL, VENICE

12/13 JUNE 1980

PREPARATION FOR ECONOMIC SUMMIT: (22/23 JUNE)

ECONOMIC ASPECTS

Brief by Foreign and Commonwealth Office

OBJECTIVE

1. Let non-Summit members have their say.
POINTS TO MAKE

2. Nil.

BACKGROUND

3. The Commission have prepared three papers to form the basis

of a discussion of the Venice FEconomic Summit (see brief nos 8 ,

9 and 10).

4, Non-Summit member states will be represented by the Italian
Presidency and by the President of the Commission, who attends for
discussion of matters relating to Community competence. They have
been kept informed of preparations by regular briefings of COREPER
by a member of Mr Jenkins' office,

5. Preparatory work well advanced. No unforeseen difficulties so far.
Draft communiqué largely agreed.

6. Fconomic Summit likely to stress over-riding priority of fight
against inflation. This accords well with Community policy and is

likely message from OECD Ministerial meeting in Paris, 3-4 June.

CONFIDENTIAL
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7. Energy also likely to be important (see brief no € ). North/
South matters likely to be more prominent (brief no 9 ). Trade
unlikely to feature much except for a commitment to maintain open
markets (brief no (0).

8. International monetary matters unlikely to be prominent.
Giscard initiative has not materialised. IMF discussions on a
Substitution Account have faded. However, some discussion of re-
cycling possible. Continued importance of private markets
broadly agreed; role of international institutions likely to

increase (brief no |2).

Foreign and Commonwealth Office

3 June 1980
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980
ENERGY

Brief by the Department of Energy
OBJECTIVE

(i) to prepare for the Venice Iconomic Summit by promoting

a discussion focussing on long-term energy problems

.
’

(ii) to let the non-Summit Member States have their say

on preparations for Venice Economic Summit.
POINTS TO MAKE

1. Venice Economic Summit

Energy problems intimately linked with wider economic problems
of 1980s. Doubling of oil prices last vear a severe shock to
world economic growth. OECD have calculated that bv 1981 loss
to Western economies will be $300 - 400 billion or $1,500 -
$2,000 per family. Vital to avoid a situation where energy

supplies become a permanent constraint on economic growth.

2. World oil production probably close to its peak. Production
increasing in North Sea and Mexico, but falling elsewhere (eg
US). ©Unlikely that OPEC production will rise much above its

present level in 1980s.

Key long-term objective must be restructuring of energy economy, /
particularly to reduce dependence on oil. Venice Economic 3
Summit should focus on policy measures needed to achieve this.

Must recognise that some hard political decisions mav be
necessary. Setting targets not enough. Firm commitments to
action needed at national and international level. Welcome work

done in EEC and IEA to define long-term objectives as positive

/input
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input to Economic Summit.

4. Main weight of restructuring energy economy must lie with
national programmes, complemented by collaboration within
Community and on wider international basis. Community has
valuable role in ensuring convergence of national programmes
to meet agreed objectives. We shall also co-operate fully in
current studies of possible scope for further action at

Community level.

5. UK playing its part in massive Community-wide effort by
Member States to reduce Community's oil dependence, eg through
new impetus to UK nuclear developments, and by support for UK

coal production which helps reduce dependence of Community as a .
p p p = I‘% [“)ﬁiu‘:(‘\ (C;\'k i q Slfyf'r\(_.s-j

=15 i4
whole on imported oil. In North Sea oil,| HE&=BISSSeH has SO far

been invested. In the first quarter of 1980, other Community
countries took two thirds of our total oil exports - one third
of total UKCS production.

6. Important to give consumers clear and consistent price
signals. Domestic energy prices must reflect world prices.
Economic Summit should also give impetus to vigorous programmes
to exploit coal and nuclear power, and help gain public

aceapltanee for [ hese

7. Difficult short term problems of oil prices too. OPEC .
countries have shown in past few months that they are able to

push prices up even in slack market. Must recognise that there

are limits to what governments can do, and that tinkering with
established market mechanisms unlikely to help. But governments
must keep situation under review, and be prepared to consider
further measures if situation worsens. Must press ahead with
examination of new approaches to stock policies. Must permit

price mechanism to play full role in process of adjustment.

Commission Paper

8. Useful summary of recent discussions at Luxembourg and 13

May Energy Council. Welcome progress made in establishing

% /strategy
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strategy for 1990. Look forward to further discussion in

Fnergy Council once present studies completed.

(If necessary) Further consideration should now await outcome
of various studies commissioned by 13 May Energy Council for its

September meeting.

9. 13 May Energy Council

Helped to pave the way for satisfactory outcome of IEA
discussion of o0il market situation and 1990 energy objectives.
Should also be useful groundwork for Venice Economic Summit.
Council should continue monitoring development at Community

level against wider international background.

10. Community Energy Initiative (If necessary)

Preparation of precise Commission proposals on any one of the
components of this complex subject will take time. TReady to
participate constructively in discussion of need for Community
assistance, on the basis of examination oI nationil nlanned

investment programmes,

BACKGROUND

1. 0il Market Outlook

The oil market in 1980 - 81 is likely to be in balance, in the
sense that there will be no general pressure on oil supplies.
Demand for oil has fallen because of slowdown in world economic
activity, itself largely a consequence of last year's doubling
of prices. Consumers can 'walk away' from high prices by
individual producers (eg lran) and have done so, but not trom
OPEC as a whole; OPEC countries have raised prices by $2 per

barrel twice this year, despite slack market, following Saudi

attempts to bring their prices into line.

2. Projections for 1980s bound to _be upcertain, On some

assumptions - favourable but not impossible - o0il market in

1985 could balance at real price not much above present price.

2
7 /But
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But downside risks are large. In particular, supplies

remain vulnerable to political accidenls: and Gulf producers
may cut production, because they do not need the revenue
immediately, and may conclude that oil in the ground is more
valuable than money in the bank. Outlook for late 1980s

even more uncertain but could be even less favourable than for

early part of decade.

3. Venice Economic Summit

Preparations for Venice Economic Summit have produced broad
agreement on energy issues. Summit should focus on long-term
policy measures to_ reduce consumption of oil in individual
sectors (electricity generation, industry, domestic, transport
etc), and promote production and use of alternatives to oil,
particularly coal and nuclear power. We and Germans have
argued successfully against setting of new targets, but
Americans will want some quantified guidelines. !’e can accept
reiteration of guidelines agreed at 13 May Energy Council and
21/22 May IEA Ministerial (see paragraph 4 below).

4. International Energy Targets: IEA Ministerial

Following Luxembourg European Council conclusions the 13 May
Energy Council adopted the following Community energy objectives

for 1990: to reduce to 0-7 the ratio of growth in gross primary
energy consumption to growth in GDP; to reduce oil's share

of total primary energy consumption to approximately 40%; to
cover 70 -75% of primary energy requirements for electricty
generation from coal and nuclear sources; to encourage the use
of renewable energies; to pursue appropriate energy pricing
policies. The 21/22 May IEA Ministerial agreed the following
objectives for the IEA as a whole in 1990: 40% oil share

objective; reduction of energy coefficient to about 0.6. In a
compromise on US demands the IEA Ministerial also agreed: for
1980 - 81, to meet at short notice, if tight market conditions
threatened to decide on the need for demand restraint measures
and on the use of individual o0il import ceilings:; for 1985, that
IEA countries as a group should substantially undershoot the
existing 1985 group oil import objective of 26.2 mbpd. (IEA
Secretariat estimate by 4 mbpd). IEA Ministers also considered

. CONFIDENTIALLR®
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the use of stocks above the 90 day emergy reserve

requirement and of normal working stocks to resond to

oil market conditions. They endorsed the report of the

International Energy Technology Group.

5. 13 May Energy Council

Discussed matters referred to it by Luxembourg European
Council, especially oil market situation and 1990 energy
strategy. Agreed Resolutions on 1990 Energy Objectives and
New Lines of Action in Energy Saving. Asked Commission to
report in September on Community Energy Initiative, and
possible additional measures to cope with oil supply difficulties
including discouraging high prices; improved consultation on
stocks and pricing; scope for sub-crisis formal oil-sharing;
possibilities of increasing oil and gas production. (In
further discussion of scope for increasing UKCS oil production
in supply difficulties, other Member States have so far
appeared to accept that practical scope is extremely limited).

Commission Paper on Energy

6. The Commission paper, dated 23 May, merely recalls the
conclusions reached on energy at the Luxembourg European
Council, and the outcome of the 13 May Energy Council. It
welcomes the progress made, and asserts that the agreements
reached should be helpful in respect of the Venice Economic
Summit. No contentious issues are raised, and there is no
need to comment specifically on the paper, which is unlikely
itself to be the subject of substantive discussion.

Community Energy Initiative

7. Commission has made proposals for a Community energy
initiative based on: price and tax harmonisation; enhanced
energy investment with Community support; funded by Community
energy taxes, probably including oil import levy and production
tax. Initial reactions of our partners suggest this may be
generally regarded as ambitious. The Energy Council welcomed
the Commission's intention to start at the beginning - with a
study of need for further Community action - before considering

/how
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how funds might be raised.

Possible French Initiative on Spot Markets

8. It is possible that the French will repeat proposals,
made earlier in the Energy Council, for additional measures
to monitor high price transactions in the oil market - with
the objective of exercising some control over spot markets.
e are very sceptical about the practical value of their

proposals for an accelerated price reporting system and a

'hotline' between administrations. Ve are, however, happy

for existing reporting systems to continue.

Department of Energy

5 June 1980
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COMMUNITY PROGRESS IN THE ENERGY FIELD

Report to the European Council in Venice

1. At its meeting in Luxembourg on 27 and 28 April, the European
Council considered ideas put forward by the Commission for a
new Community initiative as part of a Community strategy for
energy (COM(80)130 of 20 March).  The Commission drew particular
attention to the need to undertake progressiva harmonization of
energy prices and taxes; to promote an investment programme LO
support the efforts of Member States to encourage energy saving,
the substitution of oil by energy from other sources, the
reduction of dependeﬁce on foreign suppliers, and the development
of other renewable sources; and to examine various possibilities
for financing such a programme. In its conclusions the
European Council invited the Council of Ministers to consider as
a matter of urgency the steps proposed by the Commission to
stimulate the development of a coherent energy policy within
the Community.

Against the background of continuing uncertainties on the world

 0il market, the Council of Energy Ministers was also invited to
consider what further action was now required to meet the
possibility of short-term oil sﬁpply difficulties.

At its meeting on 13 May, the Council of Energy Ministers considered
some of these questions. Progress was made. The main con-
clusions were as follows.

4, First,after a preliminary discussion of the Commission's new
' proposals, the Council agreed that further work was needed as a

matter of urgency on energy investment in the Community. The
Council will revert to this issue at its next meeting. It will
then have before it the result of an examination by the Commission
of energy programmes in each of the Member States. This
examination, which aims to identify the areas where extra
investment is required and to explore the scope for Community
support, is already under way through bilateral consultations
between individual Member States and the Commission.




5. Secondly -the Council approved a Resolution on Community Energy

Objectives for 1990 and Convergence of the Policies of the
Member States. This called for an annual report by the Commission
on- energy programmes up to 1990 in each of the Member States

to determine how far they are-in ling with the Community's
energy policy objectives.' In preparing its report, the Commission
will take into account the following guide{}nes for 1990 for the
Community as a whole

reducing to 0.7 or less the ratio between the rate of growth
in energy consumption and the rate of economic growth
: (the present objective for 1985 is 0.8); .

reducing oil consumption in the Community to about 40 % of

total energy consumption
' {the present level is about 55 %);

raising the share of coal and nuclear in electricity generation
to 70-75 %

(this compares with about 50 % at
present and will mean considerably speeding up coal firing

conversion and new capacity and the ordering and commissioning
of nuclear plants);

encouraging an increase in renewable energy sources;

the pursuit of energy pricing poiicies geared to attaining
Community energy objectives (see paragraph 6 below).

The Commission will aim to produce its first report to the
Council by early 1981.

Thirdly the Council approved a Resolution on New Lines of Action
by the Community in the Field of Energy Saving. This called for
the further development of energy savings programmes in Member
States covering all the main sectors of energy use. It was
agreed that, if comparable effects are to be achieved throughout
the Community, these programmes should be based on a number of
guidelines proposed by the Commission {ncluding, notably, three
key principles of emergy pricing :




ok R

(i) consumer prices'should reflect representative condi-
tions on the world market, taking account of longer-
term trends;

(ii) one of the factors determining consumer prices should
: be the cost of replacing and‘ﬁeveloping energy

resources;
(

(11i) energy prices on the ‘market should be characterised
by'the greatest possible degree of transparency.

The Commission has been invited to monitor and report on progress.

Finally the Council called for an urgent examination of a

nunber of areas where action could help to stabilise oil markets
and could improve the Community's emergency planning arrangements.
This examination will be conducted by the Commission in consul-
tation with Member States. The Commission has been asked to report
results to the Council by September. 4

The Commission welcomes the progress so far made by the Council
of Energy Ministers. - The agreements reached should be helpful-
to the representatives of the Community in Venice on 22 and

23 June. The experience of the Tokyo Summit of 1979 shows

the value of prior Community decisions in discussion at the
Summit among our major industrial partners.

28 May 1980
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980
NORTH SEA OIL POLICY

Brief by the Department of Fnergy

OBJECTIVE

[f question is raised, to persuade our partners of the
constructive contribution to Community objectives made by our

North Sea policies.

POINTS TO MAKE
(a) North Sea Policies [for use as necessary |

i North Sea 0il Exports

Aboutl half our pnroduction is exported and over half these exnorts
go to the rest of the Community - in 1979 it received 22 million
tonnes. In the first quarter of 1980 other Community countries
took some 66% of our total exports - one third of our total
production. Our exports to the Community should continue to
increase as our production continues to rise over the next few

years. [Annex B shows North Sea disposals].

2. North Sea 0il Prices

Prices for North Sea o0il follow but do not lead world market

for similar high quality, low sulphur crudes. We have made

clear to the companies operating in the North Sea our expectation
that this will continue. All but about 1% of sales are at term
prices with no additional premia. |[Annex A can also be drawn on

as necessary].

3. Supply of Off-shore Equipment

Other Member States' companies have enjoyed a high level of

involvement. For example, of 35 major oil and gas platform

CONFIDENTIAL
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structures so far ordered for the UKCS, 19 were built by other .
Member States' companies, or by EC/UK or EC/Norway joint ventures.
Of the remainder, most involved a substantial input from other
Member States' companies, in the provision of technology,

topside, fabrication, steel etc. Other Member States' companies
particularly Dutch, French and Italian, have also been much
involved in off-shore installation work. This involvement has
brought them valuable business and helped enhance their role

in world markets.

4, Increased UKCS Production [Defensive - if raised]

We have indicated previously that scope for increasing production
from the North Sea in the short-term would at best be verv limited.
Production is already at the highest level compatible with good
oilfield management. Our policy has been to bring fields into .
production as fast as possible. By the end of 1979, 14 fields
were in production. It took the UK only 4 yvears to reach
production of over one and a half mbpd, much quicker than any
other country (Libya: 6 years; others longer). With platforms
costing £500 m or more no-one has developed fields to leave them
non-productive. However, we ngreed at Luxembourg that Energy
Ministers should examine the possibility of increasing production
as one component of a study ol several possible asnects of

dealing with short-term supply problems. This studv has just

begun.

[If necessary] We must now await the Commission's report to .

September Energy Council on short-term supply problems. Can

take the subject no further in meantime.

5. Depletion [Defensive]

We are considering depletion policy against the long term
background of managing a limited resource. Will explain fully

to partners before any announcement is made.

6. North Sea 0il 'Wealth'

North Sea o0il contributed onlv 2.5% of UK GNP in 1979 and will

contribute only 6% even at peak production.

7. We are not yet net exporters. Even at peak production

we will only be marginal net exporters. Rising world oil prices
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damage an open,essentially trading and manufacturing economy
such as the UK (with about 30% of GDP in exports).

Background

s UKCS 0il) Production 1980 Forecast
Our production in 1980 is expected to be in the range 80-85 m

tonnes (towards the lower end) comparcd with consumption of
about 90 m tonnes. This suggests that we shall probably need
rather less imports in 1980 than our 12 M tonnes 1980 net oil
import target. But we may need it if anything went seriously
wrong with North Sea production this year (although we have no
reason to expect this), and production fell below 80 m tonnes.
If asked to quote figures we should stress the uncertainty
surrounding them.

2 North Sea Exports and Prices

Production will probably rise until about 1984-86 even if the
Government adopts a conservationist depletion policy (see
paragraph 7 below). The pattern of approximately 50% UKCS oil
consumcd in the UK and the rest exported is likely to continue.
Annex B illustrailes crude disposals to Community Member States
in 1979 and first quarter of 1980.

3 It now secems generally accepted that our prices follow

the world market for similar high quality crude (in practice

that produced by Algeria, Nigeria and Libya). BNOC's latest

price rise of 2 was announced on 28 May, and followed a general
£2 per barrel increase by practically all OPEC producers including
the Africans.

4. Seventh Round of Off-shore licensing

The arrangements for the Round were announced on 1 May. The
Round is to be of about 20 blocks, larger than the 70 blocks
originelly proposed. There will be full opportunity for
participation by Community comprniec.

5 Increasing UKCS Production in a Sub-crisis

The question of increanNPOPKNGiasupprlies to the Community during
a crisis/sub-crisis was raised briefly at ILuxembourg. The
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Prime Minister made no commitment. But the Presidency's

conclusions record that:

"The Buropean Council considers that the Community should
clearly co-ordinate its response to the immediate

problems of o1l supplies, and invites the Council and
Energy Ministers to consider what further action is requird

taking into account the undertakings given by the Member
States in the framework of the agreement on supplies in
the event of a crisis, and with special reference to the

possibility of increasing production of hydrocarbons."

6. The 13 May Energy Council confirmed that the Scope fc,
increasing indigenous hydrocarbon: production (Dutch and Danish

gas - at German insistence - as well as UKCS resources) should

be one element in further examination of possibilities for dealing

with short-term o0il supply difficulties. The Energy Council
agreed to return to this question in September on the basis of
these studies, which the Commission have now begun at official
-level, The German Cabinet is reported to have said recently
that it expected the UK to take account of the interests of her
European pariners in setting oil and natural gas policy, in
particular at times of o1l supply difficulty. There is in fact

little if any scope for increasing UKCS production in an emer-—’

gency, or helping in other ways (eg, diverting BNOC oil to th
Community). Having sgreed already in the Energy Council to.
the scope for increased UKCS production being examined we can
appear helpful whilst, without committing ourselves, explaining
if the subject is raised that the practical scope is extremely
limited.

Ministers agreed on action to defer net exportable surpluses of
0il during the 1980's and discussions are under way with the

oil companies PSBR implications are also being examined.
Arrengements would be made to explain the policy to our partners

before any armouncement.

8. The following are attached:

CONFIDENTIAL
Annex A: UKCS Prices
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North Sea 0il Disposals

Départment of Energy
9 June 1980
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ANNEX A

UKCS Price Setting

-

i UKCS crude is comparable to African crudes (Appendix 1).  The
participation agreements entitle producers to the market price for
crude o0il which they must sell to BNOC. If the price cannot be
agreed there is provision for recourse to expert determination.

24 Although some 70% of UKCS oil production passes through BNOC's
books only one sixth of the oil BNOC is currently selling is 1ts

own equity oil. Participation oil makes up the bulk of the remainder
purchased at the market price prior to selling. BIOC is not there-
fore a free market price setter.

3. HMG has no statutory powers to determine UK(Z prices. Reserve
powers exist in the Energy Act 1976, but may be excrecised only in

an emergency or to implement formal obligations to the EEC or IEA.

This power would, in any case, not extend to crude oil traded offshore.

Crude 0il Market Develovment and Covernment Intervention in UKCS oprices

4. Between 1974 and mid 1978 world oil prices were relatively
stable. Term prices were set by a Saudi marker with differentials
for other crudes reflecting quality differences and location only.

Spot prices were close to term prices.

5 The Iranian crisis changed the market from demand constrained
to supply constrained. During 1079 spet prices rose well above

term prices and the term market became fragmented with a widening

of the differential for sweet light crudes including North Sea oil.
The dovmwerd trend of price in real terms from 1975 to the end of 1978
was reversed and real prices arc now about 50% above the 1974 level.

6. Phis gnarchy in the market led to considerable pressure for
Government to intervene on UKCS prices particularly from the middle
of 1979; both BHOC and companics were urged to be moderate with

price increases.

e In November 1979 tEONHDENTOAIPNCC's increase was premature,

albeit by only a few days, end attrocted much international eriticicn,
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Further incrcaseé\ﬁn 1080 have been better timed; the decisions being
unennounced for longer giving the impression that the UK was last

to come into line (although the cffective date of increases was similar
to that for other prdducers.) In zddition the price has not exceeded
the official prices of any of the comparable African crudes. During
January settlement of UKCS crude prices below the market level was
achieved only through pressurc being applied to a number of companies.
The most recent increase of £2 across all grades, effective 20 May
brings the price of Forties to #36.25 per barrel, Many OPEC countriecs
in fact charge premia in addition to the official price. Against

this background UK prices look very moderate (see Appendix 2).

UK IHterest in oil prices

6 Much play has been made by our partners of the value of North
Sea o0il to us. But we are not yet self .sufficient and increases in
world oil prices are 2 net cost to the economy. Some 30% of GDP comes
.from international trade; thus GDP will be affected by any recession
caused by high oil prices and the 1oss will not be offset by -higher
0il yevenues (which in total only account for a few per cent of GDP).

Community benefits from UKCE

9. There is no restriction on exports and about one third of Ul.
production is exported to the EEC. Only 1% of output is sold at
spot prices; all the rest je sold at term prices and there are no

premia or surcharges equivalent to thosc levied by some OPEC countries.

OP(H) Division
D/Energy
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Appendix 1

CRUDE OIL QUALITY COMPARISONS

1. 0il prices are related to the quality of the crude. In
general crudes from Nigeria, Algeria and Libya are closest in quality

to those of North Sea crudes.

2. There are two major aspects:

(i) Yield differentials

The lighter-the crude (in terms of specific gravity), the
larger the yield of the higher value products like gasolene,
neptha and gas oil. From light North Sea and North African
crudes these products may total 60-70% of the product yield,
whereas Gulf crudes yield 50% or less of these products.

(ii) Sulphur content
The lower the sulphur content the higher the value of the
crude, especially to purchasers in countries with strict

pollution controls. North Sea and North African crudes
contain only 0.1 to 0.3% by weight of sulphur, compared with
2% for Arabian Light and 3 - 4% in some other Gulf crudes.

Under normal market conditions, North Sea crudes could be

3.
. expected to command a quality preium of about 23 per barrel over
Arabian Light.
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ARWEX 4

Appendix

v § per barrel

REPORTED APPROX
S PREMIA OR PERCENTAGE
3?35?‘”‘1’ S IGNATURE OF OUTPUT  SEILL-
vl BONUS SOLD WITH  ING
PRELIA PRICE

COUNTRY/CRUDE

Irag Kirkuk 10 " 37.68

@ Livven Bs Sider’ | less than  39.50

: 2
Iran Light e Eaase

Nigerian Bonny Light . 1essathan 30.6¢
Algerian Saharan Blend - 38.21
Qatar Dukhan ' 37.42
Indonesian Ninags . 36.9¢

Kuwait 35.0C

These prices compare with a fixed term price with no exiras of /36.25
barrel for UK Forties. : ——

saudi Arebisn crude at Z28/barrel is generally recognised to be
under-priceg.
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COMMERCIAL-IN-CONFIDENCE

ANNEX B

EUROPEAN COUNCIL

LY

North Sea 0il Disposals

1979 1980 (1st quarter)

Amount
Amount (Provisional figures)

m tonnes
38.2 9.9
38.9 9.8
22.4 6.5

16.5 353
77.1 19.7

Exgorts
BELGIUM

DENMARK

FRANCE

TRELAND e
ITALY - . =

NETHERLANDS 18.0% 1.5 15. 3%

W GERMANY 24, 7% 3e7 37.8%
(Total EC) (57.6%) (6.5) (66.3%)

OTHER 42.4% 3.3 33. 7%

Total 9.8
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980
NORTH /SOUTH

Brief by Foreign and Commonwealth Office

OBJECTIVE

1. To discourage a premature Commission proposal (paragraph 9
" _below) for an initiative in the financial field and a North/
. South Summit.
2. To make clear, nevertheless, our concern at the economic
problems facing LDCs and their political implications.
POINTS TO MAKE
3. LDCs will soon need urgent help. Use of International
Financial Institutions (IFIs) probably the best way forward.
Community should continue to take a positive line in IFlIs.
4. Practical approach essential but must also také account of
need to preserve Community's political interests in the Third
World eg by avoiding unduly negative positions in the forthcoming
Global Negotiations.
5. O0il producers hold key to world economic prospects. Any
attempt at a dialogue requires great caution. Global Negotiations

I

much too cumbersome but could set the scene. An attempt to

negotiate with OPEC as such could strengthen the hard liners.

.-—r—-——_________—-_--_/ '__‘_"_——-——_._._________ 4! FELER LA Y 7 I

Any smaller number , (eg Gulf producers) would be nervous of their
r——-”-_‘_______-________————

OPEC flank. Best posture for Community is to express readiness to

talk while feeling our way forward.

6. North/South Summit would need careful preparation and timing.

Mﬁf}gggg_gnd Austrians already engaged. Community initiative untimely.

7. No scope for an incrcasc in Brjtish overseas aid until economic

A CONFIDENTIAL
difficulties Lmproye.




BACKGROUND CONFIDENTIAL

REF A : commiosion paper - COM(80) 502 final

8. Other Heads of Governmentwill show interest in this subject. .
Some have domestic constituencies (Netherlands, Denmark). Others

are concerned about 0il supplies and hope (rather vaguely) that
North/South discussions will help (Germany, Italy, Belgium). The
French like to cultivate their image in the Third World. The Com-
mission regard themselves as progressive and exploit their right of
initiative.

COMMISSION PROPOSAL

9. Commission paper is one of three intended as a basis for discussion

of the 7 nation economic summit. They have taken the opportunity to

propose a twin initiative in the North/South context:-

(a) To promote the adoption of immediate financial measures,
preferably with the imvolvement of oil producers, designed
to:

(i) increase Official Development Assistance (ODA);

(ii) strengthen the role of International Financial

Institutions (IFIs) in the recycling process;

(iii) preserve the recycling role of private banks by

various measures.

To call for one or several limited North/South Summits to: .

(i) set in hand urgent action in the financial field;

(ii) maintain political impetus for the Global Negotiations

next year.
10, There have been press indications that the Germans will seek

discussion of the financial problems facing LDCs. Others will
share their concern, as do we. However, we consider that remedies
(See Annex)

must be based on the IFIs where work is already in hand./ There will
be less enthusiasm for a North/South Summit (see paragraph 11 below).
It would be better to let others take the lead in opposing these ideas

/lest

.
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lest we be subsequently singled out as responsible for their demise.

.NORTH/ SOUTH SUMMIT

A I Idea of limited North/South Summit has gathered some momentum.
President Portillo and Chancellor Kreisky in the lead. They may
well invite selected Heads of Government to Mexico City early next
year. (Not for use. Selection of participants from Community
bound to be difficult. We should certainly not wish Community

to be represented by a single voice. Others may wish the European
Council to endorse the idea of a North/South Summit. We should not
stand out against this - subsequent economic summit likely to
describe it as a 'useful suggestion'.)

BRANDT REPORT

12. Luxembourg European Council taking note of Brandt Commission's
Report. We should advocate selective approach, building on some
proposals while expressing reservations about others, (Not for use.
We would not wish to endorse Report as a whole nor see it negotiated
as a package. But we should aveid an unduly negative tone. OD are
expected to discuss a Report by officials on 10 June. Parliamentary
debate has been promised before economic summit.)

GLOBAL NEGOTIATIONS

13, Global Negotiations are due to start at the UN in January 81

and last about 8 months. They will cover major issues in the fields
of energy, raw materials, trade, development, money and finance.

They will be formally launched by Special Session of General Assembly
in August. Preparations under way in New York in Committee of Whole
(COW); they are still at an early stage.

ECONOMIC SUMMIT

14, Discussion of North/South usually brief but there may be more
interest this year. The Americans are promoting initiatives on

food production and increased lending by the IBRD for the development
of energy resources fo LDCs. (Not for use. Draft communique welcomes

the Brandt Report and says that its recommendations will be carefully

considered. ) CONFIDBNTIAL
Foreign and Commonwealth Office 3 June 1980
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.PROGRESS IN THE INTERNATIONAL FINANCIAL INSTITUTIONS (IFIs)

(See also Brief No I&: International Monetary Problems)
1. Pressure likely from South and others following recommendations
in Brandt Report for reform of international monetary system
including IFIs. But facilities and programmes of IFIs under
constant review. Community initiative would merely duplicate
effort and confuse process. Both IMF and IBRD already studying
Brandt Report recommendations in detail.
2. Recent improvements in IMF facilities include:
(a) expansion and liberalisation of Compensatory Financing
Facility.
extension of Extended Fund Facility repayment period
from eight to ten years.
amendment of conditionality guidelines to take account
of internal social and political factors.
Current discussions in IMF focussing on increasing borrowing by
member countries and expanding Fund's resources by borrowing from
Surplus countries and on the market.
3. Recent developments in the IBRD include:
(a) agreement by members to double the capital of the
IBRD from $40 billion to $80 billion.
agreement by members to the 6th Replenishment of IDA
amounting to $12 billion.
introduction of the structural adjustment loans programme
whereby the Bank will make loans against promises to
undertake structural adjustment by the borrowers.

study by the Bank's staff of the recommendations of

the Brandt Commission, eg that the Bank capita}/{ending

ratio should be raised from 1:1 to 1:2.
4. The future of 3(a) and (b) is, however, uncertain since as the

US Congress has not yet authorised the necessary payments.
CONFIDENTIAL
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COMMISSION OF THE EUROPEAN COMMUNITIES

com(80) 302 final

Brussels, 29th May 1980

REACTIVATION OF THE NORTH-SOUTH DIALOGUE

(Communication from the Commission to the European Council)

com(80) 302 final
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Reactivation of the
North=South Dialogue

Worsening international tensions and the further deterioration of the world
economy following the second "oil crisis™ make it even more important,
indeed essential, that fresh efforts should be made towards consultation
and cooperation between North and South.

The Community will have a central part to play in veactivation of the
dialogue; its own position in the network of intermational interdependence
makes its interest clear, and its special economic and political
relationship with a number of developing countries determines its

responsibilities. 4

Wkat is to be Eined by further dialoﬁo

The collective aims which the Community should set for a reactivated
dialogue are of three kinds:

i. Countering the threat of deep and widespread recession facing the
economies of both North and South: there are clear risks to the
international economic system and world peace itself in current
developments; these risks could become aggravated with the
gtrangulation of the poorest developing countries and cessation
of the growth process in middle-income developing countries.

Easing world hunger: insecurity of food supplies at world level
is beyond doubt the least tolerable of all forms of uncertainty,
and it ie an absolute moral imperative for the international
community to reduce this insecurity.

Organizing the transition to a less oil-dependent world economy?
the foreseeable imbalance between the oil supplies and potential
demand over the next few years places a serious question mark
over the chances of continuing the growth and development process.
The second "oil crisis™ and the continuing tremors it has set up
show that disorderly escalation of oil prices and uncertainties
of supply will remain a problem until some way is found of
estzblishing comprehensive cooperation between energy producers
and consumers.

These then are the collective interests which the reactivated dialogue

muet deal with. No single country or group of countries has the means to
attain even one of these objectives. The Community has made progress in
establishing contractual relations with groups of developing countries

(Lomé Convention, agreements with southern Mediterranean developing countries)
and regional groupings (ASEAN, Andean Pact). Dialogue at regional level is
now an essential part of the Community's policy for the North-South Dialogue.

But a broader international effort is still needed; clearly, theremust be afirm
commitment from the industrialized countries as a whole, and at the same time 5
parallel effort must be made by the developing countries, particularly the

0il producers, who now have the financial capacity which such an undertaking
requiresy and by the state-~trading countries.
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1t is now acknowledged that a renascence of North-South cooperation is
necessary; but a great deal is at stake and the problems involved are
immense. The greatest attention must therefore be given to any
developments promoting such cooperation: the Brandt report, which
bears the stamp of approval of eminent representatives of both North
and South and calls for thought and action on the part of both
1ndustsrialized and developing countries; the attempt tg launch global
negutations on international cooperation under UN aufipices.

The Brandt Report

The Brandt Coummission puts forward a highly ambitious list of objectives
for the ensuing decade and beyond, but has nevertheless selected a
number of priority taske enshrined in an emergency five-year (1980-85)
programue covering energy, food, transfer of resources and a start on
reforms of the international economic system.

Tue Zuropean Community must therefore help promote the emergency
prograwme, which is well calculated to deal with the most urgent problems
of the current situation and the tasks immediately before us. The
Brsrdt Report is also a vital instrument for mobilizing public opinione

The UN plobal neyotiations

The developing countries took the initiative at Havana - a move welcomed
bv the Community - of proposing that global negotiations be held under
Ull auspices, with energy included on the agenda.

As regards energy, the Community must endeavour to get a cooperation
[rocess set up, plus a statement of principles and rules aimed at
achieving a dynamic energy supply and demand balance at world and
regional levels, and greater securityand predictability. The talks
will cover all forus of energy.

The Community will also have to endeavour to involve the oil-producing
cowntries in a jJoint effort with the industrialized countries to help
sil-importing developing couniries realize their energy potential and
reduce their dependence on imported oil. This obviously means that
the Community must hold itself open to discussion of the problems
directly concerning the oil-exporting countries.
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.. future globul negotiations could therefore have a olear import, although
there iz a twofold danger —- inherent in internmational forums - of

£, ap-:. thon of the work without any concern as to selectivity or cohesion

oy 0f tuu wrotiations following their own course, at expert level, without

a 7~ .. wiitical impetus being given in order to overcome possible

1 wee s, whetch out solutions or refoous priorities.

Faxrthermore, importw it wa they may be, the initiatives mentioned here are
haraly likely to bear fruit in the short term: the Brandt reports'
wuerguicy progreams looks to the period 1980-85, and the global negotiations
Luuld previde tangible results in 1982 at the earliest. However, the
oli o the second oil orisis makes certain actions on the part of the
icia]l community far wore urgent, namely steps to improve the process

wi e, rmling funds and financing development. P

soliii:al cricntation for the Community for the relaunching of the
qu“f"--ﬁ;‘udi’h 'Ululoguu /

In t o s.bussion, the Couwunity must act in two complementary directions
ab its Sghese political level: it must promote the adoption of immediate
iwabuie. w0 the financial field and express clearly the political
Luport.wice it attaches to the North-South Dialogue.

1« If it is not to lose all credidbility, relaunched North-South cooperation
mus: ¢ «.liately tackle, the most practical and urgent problems of the
weset. .o countries that are threatened with strangulation as a result or
in. ne .acruase iu oil prices, Collective action, which must
iuvulve the vi1l=producing countries, should move towards extending the
fuﬂhlh;lltiaﬂfﬂr action of the existing intermational institutions
(1elh, Woeld Bank uad regional development banks) and improve their
. »7eB8 in the direction traced out by certain proposals in the
R4V g A

*iis would irvolve in particular:

\1, suostantially increasing official development assistance to the
poorest countries in the form of aid that can be rapidly disbursed
through bilateral or multilateral channels. In this respect, the
ceplenishment of IDA resources is a matter of urgent necessity;

strengthening the position of the international financial
iastitutions (World Bank, IMF, regional development banks) and of

other official machinery in the recycling process. This means
in particular msking 1% easier to have recourse to the various

MW facilific, at tne appropriate moment and implemeniing rapidly
:ha new tormula of World Bank structural adjustment loans. To
erable the Bani Lo meet its increased responsibilities, it is
co3ential that the doubling of its capital should be undertaken
as rapidly as possible. It will also be necessary to examine in
this coutext the establishment of interest-rate subsidization
machinery within the framework of the above institutions;

(ii1) ensurdng, in 4 situation of increased risks, the contimuation
of the recycling carried out by private banks by means of
intensified cooperetion between those banks and the multilateral
institutions coordinated action to ensure improved market stability.
Phe introduction ut international level of credit guarantes and
investwent protec.ion machinery will also have to be considered.
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2. For many reasons, which have already been mentioned, the Community

murt demonstrate the political importance it attaches to the relaunching
ot the North-~South Dialogue and must translate into practical terms the
2ircct participavion of its political leaders in the process of discussions
between industrialized and developing countries. It is to the Community

thiat the latter are looking for an initiative; it fh the Community that
is alraady the best-placed interlocutor of the developing countries within

the United Nations, and lastly it is the Community that has been able
to irdicate the puth of change in its relations witl the developing
cow trice at regional level.

In adaition then to merely solemnly reaffirming the importance it
attachea to NorthSouth questions, it therefore seems essential for the
Burupean Council to propose without delay that a real politcal dimension
be given to the North=South Dialogue. Thie orientation could take the
form of convening one or more summits (the composition of which could
vary according to the occasion) of leaders from the North and the South,
the objectives of which would be twofold:

(1) to establish and set in train an initial series of international
operations to resolve the most urgent problems of the developing
countries, notably in the financial field;

to provide and maintain a constant political impetus for the
global negotiations which will take place within the

United Nations framework as from 1981, notably by providing for
the possibility at all times of recourse to political initiatives
in the event of the negotiations becoming blocked.
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EUROPEAN COUNCIL, VENICE
12/1% JUNE 1980

RELATIONS WITH THE INDUSTRIALISED COUNTRIES

Brief by Department of Trade

OBJECTIVE
l. Generally to endorse Commission analysis while sounding a

note of caution on relations with Japan.

POINTS TO MAKE

2. Generally agree with Commission analysis.

3. Confirm UK's commitment to the open trading system and its
determination not to resort to large scale protectionism.

4, But other countries must also play their part. Problems over
US exports of chemicals and textiles, where US domestic energy
policy can be cited as unfair, are a major irritant to EC/US
relations.

5. Need cautious approach to negotiation with Japan to ensure

that the Community does not make concessions to the Japanese except

in return for concessions of at least equal value.

BACKGROUND

Reference A: Commission paper COM(80)%04% final: Relations with
the Industrialised Countries.

6. Trade issues are not expected to figure very largely at the
Venice Economic Summit and the Commission paper is largely, but
not wholly, a description we can endorse of current issues and
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problems in developed world f-?;: %ﬁ%%%cularly trade relations

between the EC and the US and Jaj It has a rather narrow .
perspective because it does not cover developed countries' markets

in, and dependence on, the third world.

7. Our policy is to avoid protectionist measures except where

the injury to UK industry makes action necessary and fully

compatible with our international commitments. This is also the

line taken by the Commission and the Community generally, though

some Member States (notably the Germans), defending free-trade
principles, take a more hard-line attitude against any restrictions

at all. In some cases anti-dumping action may be an alternative

and this is more readily accepted internationally. .

UNITED STATES
8. The potential advantages for U5 producers arising out of

US domestic energy policy have been and will continue to be a maior
J

bilateral issue between the Community and the US. The Commission
has already taken anti-dumping action on acrylic fibres and
introduced quotas on imports of two types of synthetic yarn into

the UK. Other anti-dumping cases against textile products and

some chemicals are in the pipeline. The Germans have made clear,
through their resistance to the anti-dumping case and one of the

UK quotas, that they are preparcd to see action only in the most
exceptional cases, and that they will take a very rigorous
interpretation of the Community's international trading obligations.

9. Despite the limited coverage of the synthetic varn quotas and

their relatively generous levels, the US has maintained a firm

line in seeking some recompense., (The GATI provisions give them
an automatic right to retaliate in order to restore a balance of
concessions, regardless of whether or not the action is justified

under the provisions). So far they have refrained from

/retaliation
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. retaliation and souphl compensalion rom the BC; Lhis would

mean that the EC would reduce some tariffs, instead of the US
raising some. Their original demands were excessive and it is

not yet clear whether an accommodation will be found. If there

is no agreement by 20 June, there is a strong expectation that

the US will retaliate against products of special interest to the
UK - notably in the wool textiles area. This would almost
certainly lead in turn to an argument in GATT about whether

the retaliation was excessive,

10. After a long and eventually unsuccessful negotiation with the
US Administration for tax and environmental concessions United
States Steel (much the weakest of the big US steel firms) launched

seven anti-dumping cases against Community steel exporters,

including BSC, in March. As a result the Administration immediately
suspended the 'Trigger Price Mechanism' whereby American steel
producers were guaranteed rapid anti-dumping action if minimun
reference prices were not honoured. The United States domestic
procedures for deciding whether anti-dumping duties should be
imposed are now in train. The independent International Trade
Commission found aprima facie case that US industry was being
materially injured in early May and a full investigation is now
under way. Community exporters are becoming increasingly
concerned at the probability of anti-dumping duties being imposed.
BSC stand to lose less than other Community producers from the
effective closure of the US market which would follow, but the
repercussive effects on other markets - notably the UK itself -
would be extremely serious for them.

1ll. There is therefore a strong case for asking the Commission to
try to negotiate a settlement, which could involve re-instatement
of the Trigger Price Mechanism at higher price levels and some

/measure
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measure of control on quantities. The sooner negotiations begin

il

the better. Any orders that BiC take after July will be at risk
from duties likely to be imposed in October; there are formidable
difficulties involved in getting the Community producers to agree
what would be appropriate quotas for each of them; and the longer
the parties delay the more likely it is that the US Presidential
election will influence the Administration in its response to
pressures for tough protective action. Commissioner Davignon has
had some contacts with the Administration but it may need a direct
approach from Mr Jenkins to the President to get serious discussions
under way. This would best be urged on Mr Jenkins privately,
unless other Community leaders have been briefed to raise the

matter.

JAPAN

12. The last section of paragraph 9, about the Community's residual
quantitative restrictions on imports from Japan is likely to be
contentious. France and Italy have the biggest ranges of these;

we have none but we use voluntary restraint arrangements (see

para 14 below), which the Japanese are happier about. Some QRs

are restraints of real economic importance (e.g. on cars) while

others are of very much less economic importance.

13, (Not for use). The main attack on the Commission's willingness
to negotiate the removal of residual QRs can be expected to come
from France and Italy. It is doubtful whether it will be possible
in the short term to obtain sufficient concessions of real value

from the Japanese to justify the removal of many restrictions,

and whether the Germans would anyway agree to gquotas on their
imports from Japan so as to complete a pan-Community import policy.
But it would be useful to get French and Italian (Rs dismantled

in the interests of a more evendistribution of Japanese imports

/within
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within the Community, and because we can hope to benefit from

the substantial concessions the Japanese would have to make in
return. So we support the Commission view that consideration
should be given within the Community to whether some WRs could be
eliminated, bearing in mind that we will need major concessions
from the Japanese in exchange.

14, From our point of view it is voluntary restraint arrangements
with Japan that are important. These arrangements are mostly
informal ones between industries though some have intergovernmental
backing. Our objective in any Community policy towards Japan 1s
to avoid any threat to these arrangements unless this was part of
a Community-wide policy within which our particular arrangements
could be subsumed without conceding anything. If the Commission
do wish to bring forward detailed proposals they will have to be

serutinised carefully in the Foreign Affairs Council.

Department of Trade

4 June 1980
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RELATIONS WITH INDUSTRIALISED COUNTRIES

Introduction

15 This note discusses the problems to be faced after lLast
year's successful conclusions of the GATT Tokyo Round negotiations,
the' prospects for trade relations between the major industrialised
countries, and ten principal current issues in the Community's re=
Lations with the United States and Japan.

Progress since the Tokvo Summit

o The Tokyo Summit was able to note the effective conclusion of

these negotiations in April of last year. Thus the reference to trade policy in
the Communiqué was that "“the agreements reached in the Tokyo Round are

an important achievement. We are committed to their early and faithful
implementation. We renew our determination to fight protectionism. We

want to strengthen the GATT, both to monitor the agreements reached in

the MTNs and as an instrument for future policy in maintaining the

open world trading system. We will welcome the full participation of as

many countries as possible in these agreements and in the system as

a whole."

3, The Tokyo Round agreements were formally signed in Geneva in
pecember. The tariff concessions began to be implemented in stages on

1 January 1980 among the major participants. A wide range of MTN non=
tariff barrier codes (those on subsidies and countervailing, technical
barriers to trade, civil aircraft, antidumping, licensing, and meat

and dairy arrangments came into effect at the beginning of this year).
It is planned that the code on customs valuation will enter into force
on 1 July this year and that on government procurement at the beginning
of 1981.

b, These agreements have played a major part in preventing,so fer,
any significant outburst of protectionism, They have consolidated the
multilateral trading system embodied in GATT as the basic relationship,
notably between the entrepreneurial economies of Western Europe, North
America and Japan. But the economic outlook and the prospects for the
maintenance of a world open trading system are not encouraging,
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Qutlook for trade relations between industrialised countries

S The outlook for 1980 in particular is not encouraging. The
volume of world trade grew by nearly 7% in 1979, following a 6% increase
in 1978, more or less in parallel with the growth of production in OECD
countries from over 4% in 1978 to about 5% in 1979. GDP growth in the
Community is now expected to be approximately 11’22 iw 1980. The two
immediate problems relate to inflation and the general level of aconomic
activity over the remainder of this year. For the industrial countries
as a whole the rate of increase in consumer prices has,been accelerating
for the past eighteen months with very little prospect of any relief.
The return of two~digit inflation rates in several large industrial
countries and the reversal of the downward trend of price increases

in others represented, as the GATT Secretariat pointed out in February
of this year, a major policy setback.

6. The economic outlook for Japan is much better than for either
Europe or the US, where inflation and rising unemployment are much
greater problems. Japan has gone from a very big surplus in 1978 to
deficit (current account) in 1979, The American deficit has been re=
duced. The Community s also in current account deficit; but it
additionally had in 1979 large bilateral trade deficits with both the
US (2 b.) and Japan (27b,). Japan per contra has large bilateral sur=
pluses with both the U.S. and the EC.

EC and US bilateral trade with Japan

ydF While no-one would argue that bilateral trading balances should
be the central preoccupation of either US~Japan or EC~Japan relations,
they loom very large in post-MTN thinking, being politically "visible".
That is why both the Commission and the US Administration, separately,
press Japan strongly to secure a real opening of the Japanese market

to trade and investment. In 1979 the US bilateral trade deficit was
halved while that of the Community grew., In the first 4 months of 1980
the trace gap of the EC wiln Japan was laryer than that of the US = and .
this was on a much smaller volume of two-way trade. The outlook for us
is gloomy since the EC has lost a lot of its competitive edge (mainly
because of currency movements) and the prospect is now zero growth for
total Japanese imports of manufactures, and the U.S. market shrouded

in unrertainty. '

Current problems

8. Against this background, protectionist pressures have strengthened
generally over the last year. Low growth, higher inflation, lLarge budgetary
deficits, interest rates often at a crippling level, and general uncertainty,
have made far-ranging structural adjustment in particular extremely difficult,
This is not to say that a breakdown of the Open world trading system is
imminent or inevitable. Indeed, it is remarkable testimony to the strength

in particular of the GATT mechanisms and the impact of close consultation
‘over the last decade among the major industrialized countries that the lLine
against "beggar-my-neighbour' policies has by and large been held. But

the situation remains a dangerous one,
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9, The current range of trade issues that the Comhun]ty faces
with the U.S. and with Japan can be exemplified as~follows,
With the U.S. @

Steel v’

EC steel exports to the U.S. could, in theory, be virtually brought to 2
halt by the present antidumping action against Community producers.

The Commission has warned the U.S. Administration about the consequences
of such an unacceptable development. The Administration itself is

under various legal and other constraints in seeking an acceptable

way out, and it is still too early to say how best to solve this

problem which affects 8 1 1/2 billion of Community exports,

'Material Injury".

One of the Community's achievements in the Tokyo Round was the insertion

of a "material injury" criterion into U.S. countervailing-duty Law. The
first determinations of "material injury" under the new law will be made

in June and will cover a number of sensitive Community items such as canned
hams CE.C. exports : 8 200 million). The Commission has made it clear to
the Administration that a failure to give real meaning to the "material
injury" test would undermine the credibility of U.S, implementation

of the new.GATT rules.

Energy and feedstock 'dual pricing”;and U.S. exports of chemical fibres
Although a start has been made in phasing out dual pricing in the U.S.,
the Community has had to take safeguards and antidumping action against
certain American exports because of the distortions of competition al=
ready experienced,and the damage caused to Community producers.

With Japan:

Japanese imports of manufactures

To achieve a healthier relationship with the E.C., Japan must step up

its imports of manufactures and processed agricultural products, There
remain a number of technical and administrative difficulties in exporting
to Japan, as well as protectionist quotas or tariffs for certain agri=
cultural items and for footwear. .

Residual quantitative restrictions in the Community

Japan wishes these to be terminated. Certainly it is timely to consider
what stat could be made,for political, trade policy and indeed industrial
strategy reasons, to bring the formal basis of the bilateral relationship
more up to:date.
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Cars

&

10. A current trade issue which Links Europe, North America and
Japan is the pressure in the U,S. to introduce import restrictions

on cars, primarily against Japan but possibly also agadnst the Com=
munity. The U.S. Administration has taken a firm stand against pro=
tectionist measures. To encourage this, Japan recently made a number
of moves to facilitate imports to Japan of certain automomotive parts
and components. This move could benefit some Community exporters to
Japan. j

Conclusion

11. The maintenance of the open world trading system of the post=war
years depends of course on the political will of the Governments of the
major trading nations. The political will to fight protectionism and

pursue Liberal trade policies was successfully manifested in the con=
clusions of the Tokyo Round = the biggest and the most complex international
trade negotiation ever held = and held at a time of severe economic
recession. Moreover, it is axiomatic that the economic system of the free
world is supported by the US/EC/Japan tripod. Each maintains close and
varied contacts bilaterally with the other two (though the EC/Japan

side of the triangle is the weakest one). There is on all sides a
willingness to try to make the Tokyo Round accomplishments work and

to preserve the present trading system against the forces of protectiontism.
But "crisis=management” =~ including dealing effectively with the kind

of problems that are no more than exemplified in paragraph 9 above ~

will require a lot of determination, and hard work, in an American
election year which is also a year of recession for the U.S. and Europe,
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EUROPEAN COUNCIL, VENICE

12/13 JUNE 1980

PREPARATION FOR ECONOMIC SUMMIT: POLITICAL ASPECTS

Brief by Fereign and Commonwealth Office

OBJECTIVE

1, To gain support for display of political solidarity at
Seven-power economic summit at Venice, and to reassure the
smaller partners that major decisions affecting them will

not be taken over their heads.

POINTS TO MAKE
2. Relations between Western Europe and the US strained this
year. Agreement on condemning Soviet invasion of Afghanistan

but important differences on how to react to it.

3, Economic Summit of Seven later this month should not be
turned into political summit, but should take opportunity to

reassert basic unity of West in face of Soviet aggression.

4, Would like to know views of those who will not be at
Economic Summit.
5 Responsibility for preparation of Economic Summit

(political as well as economic aspects) lies with Italy.

BACKGROUND
6. In these terms, this should not be a controversial line
since main potential objectors, the French, have now not only

overcome their earlier reservations about discussing political
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issues at the seven-power summit, but are prepared to be
seen to do so. However, President Giscard's conversion

to this line is probably recent and may not yet be deep.
He may not be ready to display in the European Council

the same readiness as his officials have shown in private.

It would be best therefore at this stage to tread softly.

T Those who will not be at Venice may regard the prospect

of political discussions there with the usual mixed feelings.

It would be best not to suggest that the discussions are
likely to be extensive or to produce major new initiatives.
(In any case neither is likely). Best tactic is to give
them a chance to air their views, and take note without
commitment, leaving the subsequent responsibility as far as

possible with the Italians.

Foreign and Commenwealth Office

5 June 1980
COﬂHDENﬂAL




CONFIDENTIAL

THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

INTERNATIONAL MONETARY PROBLEMS
Brief by HM Treasury

OBJECTIVE

No special UK points. If there is discussion to seek
agreement that existing institutions must be built upon.

POINTS TO MAKE

= Fears about ability of commercial banks to play central
role in recycling over the next 2 years are exaggerated,
although the situation may tighten thereafter. But efforts
to improve prudential supervision must continue.

2. But international financial institutions, mainly IMF,
must play an increasing part. IMF should increase its lending
but should continue to apply appropriate economic policy
conditions to borrowers in order to ensure adjustment.

3. No scope for increasing IBRD (World Bank) lending above
present plans but some additional emphasis on IBRD programme
lending through the new structural adjustment facility may
be possible.

4. No need for new financial institutions (eg medium-term
lending organisation suggested by Brandt). Better to rely
on tried and trusted existing institutions, adapted as

necessary.
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5% Little if any scope for significant Community initiative
on recycling. Community institutions (eg EIB) might help
recycling to Community members but could only play very limited
role in wider recycling.

6. One way for Community countries to help recycling and
meet OPEC wishes is to allow their own currencies to be held

more widely in national reserves.

BACKGROUND (all material except paragraph 7 may be freely used).

References: (i) There may be a report from the Eco/Fin

Council on 9 June;

(ii) The Commission paper on the North/South
dialogue refers to this subject. See brief 9.

Vs It is not clear how the Presidency intend to handle this
item, but their intention is probably to allow those not
attending the Summit to express their views.

8. The OPEC surplus is likely to reach $135 billion in 1980.
OECD deficit estimated at 101 billion; LDC deficit 55 billion
(1981 estimates are 108 billion, #84 billion, 54 billion
respectively).

9. Recycling was discussed at a low-key meeting of the IMF
Interim Committee in Hamburg on 26 April. (Next IMF Ministerial
meeting is in Washington, end-September). Ministers agreed

that the IMF does not have an immediate liquidity problem but
needs to consider how to meet the likely increase in demand for

balance of payments help.

10. The IMF Executive Board are starting a review of policies.
We favour giving individual members access to more IMF funds

as a proportion of their quota (ie allowing greater multiples
of quota to be drawn). The Fund's main resources should be
increased by 50 per cent when the 7th Quota Review is ratified.

= T
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UK intend to ratify (via Order subject to Affirmative Resolution)
shortly. Main problem is US ratification - making slow progress
through Congress. UK view is that IMF should borrow from
members (particularly OPEC) if it runs short (market borrowing
might also be considered but could raise problems). But

LDC pressure for the sale of the remaining IMF gold and for

the weakening of IMF conditionality should be resisted.

A3 The World Bank is introducing a new facility called
structural adjustment lending (SAL) to give medium term balance

of payment support to countries prepared to undertake suitable
programmes of action. (Most IBRD lending is on projects -

funds are disbursed relatively slowly. Up to now IBRD programme
lending has usually followed crises - wars, hurricanes etc, but
SAL is inténded to make a more constructive contribution to
recycling.) UK view is that SAL must not be allowed to undermine
IMF discipline (eg with weaker conditionality) and must not

be additional to agreed World Bank commitment levels.

12. [/ May need amendment after 9 June Eco/Fin Councilzjhaabduﬂfi
The EC Monetary Committee (especially Germany and the UK)

found very little scope for direct Community action on
recycling to developing countries (as opposed to concerted
action in the IMF and ECU-denominated borrowing for use inside
the Community). But the French appeared to see political
advantage in some kind of direct Community action, though

they seem unclear about what form this should take.

HM TREASURY
3 June 1980

- 3 -
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Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

PRIME MINISTER

EUROPEAN COUNCIL: INTERNATIONAL MONETARY PROBLEMS

Paragraph 12 of your brief on International Monetary Problems
(EHG(V)(80)12) warned that a further note might be necessary
in the light of the Eco/Fin Council on 9 June.

24 At that meeting, which I attended, we discussed
recycling on the basis of a paper by the Monetary Committee.
 — . . -

At the end of the discussion, the Chairman summed up the

Council's conclusions as follows:-

1 The international financial institutions were
the essential framework within which the Community

debate was taking place.

2. More direct involvement of OPEC countries in

recycling was desirable,.

e ———
—

Do The Monetary Committee should do further, more
detailed, work on the possible contribution that
the Community and its institutions might make to
the recycling process, and should report back to

e ——
the Eco/Fin Council.
e ————— e ———

We also agreed that the remits given to the Monetary Committee

should QQEHEE presented to the Press as if they constituted

an agreed Community programme, in order not to arouse

éxpectations that might later be disappointed.
/ I suggest
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A I suggest therefore that, if this matter is raised at

the European Council, you need only note that the Eco/Fin

Council has it in hand, and has asked the Monetary Committee

to make a further, more detailed report.

b, I am copying this minute to the Foreign and Commonwealth
Secretary, the Governor of the Bank of England and Sir

Robert Armstrong.

ol 75y
11th June 1980
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

THREE WISE MEN'S REPORT

Brief by the Foreign and Commonwealth Office

OBJECTIVE

1. Conclude discussion to allow implementation of Report's

recommendations before Greek accession at the beginning of 1981.
POINTS TO MAKE

General Attitude

2. Welcome thorough useful report. Full of sound ideas.
Important to conclude discussion so that can act on as many
proposals as possible., Hope it will bring new impetus 10

working of Community institutions,

Attendance of the President of the European Council at

meetings of the European Parliament

3. Can accept; Presidency should decide each case.

Delegation by the President of the European Council of

responsibility for a particular dossier to another member ol

that Council

4. Could agree on a case by case basis, but would prefer all

Member States to agree in each case.

Attendance of other persons at meetings of the Furopean Council

5. Decision for Heads of Government collectively, not Presidency
alone. Can agree to presence of President of COREPER; do not
believe all delegations should have national note-takers but

can accept majority view if consensus emerges in favour.

/Number
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Number of Commissioners

6. Maintain status quo until accession of Spain and Portugal.

- S
Involvement of the European Parliament in the process of

appointing the President or members of the Commission

7. Keep to present position under Treaties. Members of
Commission appointed by common accord of member GovernmentLs.

No role provided for Parliament.

Secretary General of the Council

8. Support modest strengthening of Council Secretariat,
through its Secretary General, to give greater support to

Presidency.

Points on which there is broad consensus

9, Can accept consensus already reached by Foreign Ministers

and prepared to endorse it,

BACKGROUND

10. References:

A Wise Men's own summary of Report
[Report itself too long to duplicate but
copies will be made available to those

who need to have it]

Presidency Paper - Draft report of
Ministerial examination of Report

[Final report not yet received]

1977 Agreement on European Council

Procedures

11. The Dublin European Council asked Foreign Ministers

to examine the report with a view to preparing the discussion
in the European Council. The meeting in Luxembourg in April

agreed that the President of the Commission should be chosen

six months before his term of office began but the remaining

proposals in the Wise Men's Report were held over for

discussion at Venice,

J 4 5
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12. Foreign Ministers have now completed their discussion

of the Report and the Presidency Paper identifies those questions
on which a consensus has still to be reached and those on

which there is broad agreement. The main pouints outstanding

for decision are listed in the Points to Make.

13. The European Council will also be invited Lo endorse
those points on which Foreign Ministers have rcuched broad

consensus. The most important of these are as follows:

A. European Council

(i) While it is for the European Council to give political
impetus and guidance to the Community, there should not be

a specific plan of priorities adopted by the European Council;

(ii) Meetings of the European Council must continue to be

flexible and pragmatic;
(iii) Meetings of Lhe Furopean Council should be prepared
by the Council of Ministers and COREPER where Community

topics are concerned.,

Council of Ministers

(i) It is for the Foreign Affairs Council to ensure
co-ordination, consistency and continuity of Community

work

Voting
(ii) There is no need [or new principles to be laid down

regarding the voting rules (i.e. Luxembourg Compromise
preserved) ;

Delegation of powers to the Commission

(iii) Powers should be delegated more frequently to the
Commission , but only on a case-by-case basis; the Council

is to decide each time.

FOREIGN AND COMMONWEALTI OFFICE

5 JUNE 1980

CONFIDENTIAL




EHe)(&D 12

Kee A

P

We have pr:pared this summary
solely for the convenience of
readers of our reportv. It 1s not
a part of the report.

Bareni BIESHEUVEL
Edmuni DELL
Rober . MARJOLIN

The European Council has usked us to make proposals on
adjustments to the machinery and procedures <! the Community
instituticns. We are well aware that the mcst fundamental causes
of weakness in the functioning of the Communi:ty do not arise from
mechanisms ard prucedures. The latter play, in fact, only a
secondary role. The more serious : 3 4 ‘e the eConomic
difficulties and divergences of' interests ana views amoiny the

Member States.

I'ne Community is likely to find itselfl ficing real and
fundamental problems in the coming years. Mocreover, the number
of Member States is to Le increased during th: same peric
must at least ensure that the institutions, rither than uzgra
the difficulties by their inefficiency and tlLe dispersion of
provide all the conditions for tackling them with the maximum

chance of success.

We have tried not su much to fix new d2tailed rules f{or the
functioning of a Community of Twelve as to Hropose practical
adjustments wnich can be made here and now tc the activities of
Community institutions. If these recomreniitions are adopted, we
believe they will result in the new members e.tering a Community

that is more dynamic, more efficient ana opett:r prepared to receive

-them.




Due credit must be given to the Communit:'s achievements.
The greater part of the Treaties has already | een implemented.
Co-operation among Member States has been extonded well beyond
the letter of the Treaties. But the Community faces difficulties
in building new common policies, often without precise Treaty
guidelines. Moreover, the multiplication of the Community's tasks
and their growing diversity have considerably increased the
"lourdeur" of the Community's institutional ajparatus. The latter
has become both more complex and less efficieunt.

Our proposal is to improve the functioni:ug of the apparatus
by means of the definition of priorities and ~he clear identification
of responsibilities. In our report we have d:.:liberately set ‘
aside any kind of ideological approach. The ntention is not
to modify the institutional balance. Instead we suggest practical

ways of improving the functioning of each institution.

The creation of the Europeuan Council was in itself a

pragmatic response to the Community's institutional difficulties.
It has become an effective source of political guidance in the

COmmunity.

The task is to find the right balance be:tween freedom and

discipline in the European Council's proceedi igs. The operational I

solutions already developed to this end shoul:i be reaffirmed
and reinforced: limited agendas, limited atteadance,; coherent
preparation and follow-up, early circulatiuvn of documents,
Presidency responsibility for drafting clear and accurate
conclusions. We heve examined the idea of a longer—terh Presidency
for the European Cocuncil and it seems to us that it would predent
' real difficulties in the present state of the Community.

‘There is considerable scope for improvenent in the European
Council's relations with the Treaty instituticna. Our specific
suggestions for preserving the role of the Ccuncil of Ministers,
strengthening the Commission in its collaboration with Heeds of
Government, and establishing direct relations between the Eurcpean

Az




Council and larliament, are designed to inteirate the

European Council so t'ar as possible vithin tte normal framework
of inter-institutional relations. Tu make full use of its
potuntial for political puidince, we propose that the Europeun
Counc il should adopt before 1981, in collaboration with the

Commission, & master plan of pricrities indicating the main tasks

- and directions for progress for the Community as a whole. This
master plan must be precise and practical, a declaration of intent
rather than a pious hope.

The European Council is responsible for reviewing the whole
range of Member States' common action, whether it has a strictly
Community character or not - as is the case rotably for Folitical
Co-operation. It has, therefore, a certain choice among the
procedures to be used particularly for new actions. Priority must
be given to the application of Article <35. DBut if it appears
impracticable to apply this procedure, cction in common by cther
methods which allow the Community to makhe projsress should not be

ruled out a priori.

The Council of Mini:cters in its various formations, and the

associated machinery, are procducing resilts which do nct match up
to the amount of effort deployed. ‘The vurder of work is becoming
impossible to handle and the efforts of the various subordinate
bocgies and of the specialized formation; of the Council are
incsufficiently co-ordinated. To tackle these problems, the
clearer definition and more efficient execution of the
responsibilities of the Presidency seem to us essential. Each
Presidency should establish its work programne, respecting the
priorities defined by the European Council, and should report on
the execution of the programnme at the end of its term. The
authority of the Presidercy in enforcing procecures, and in
es.ablishing the agenda, should be clearly recognized. The
Prosidency should be free to lighten ito cwn "load by entrusting
pa ‘ticular dossiers to other members of tle buropean Council,

th: Council of Ministers or suborainate orgars. Other cpticns,

su:h as a change in the rotition of the Presidency and the "troika"

fomila, are rejected.




The Council itself must be !'ree to cunceuntrate on the
genuinely political issues. This means naking; wider use of
delegation to the Commission; and giving more room for manoeuvre
to the Committee of Permanent Kepresentatives and the lower=-level
bodies. We do not recommend altering the status of Permanent
Representatives. Procedures for taking Gecisions must be as
economical as possible. The "Luxemboury Comp.romise" has become
a fact of life in the Community. Each State must be the judge of
where its very important interests lie. But if all States feel
sure they will not be overruled on matters involving such interests
for them, they should all accept voting &s the normal practice
in all cases where the Treaty does not impose unanimity and no

very important interests are involved.

The working groups below COREPER should :ct, as too often
happens, be left to their own devices. "The FPiesidency, helped
by the Council Secretariat and in liaison witi the Commission,
has special responsibility for co-ordinating their work within
the framework of agreed priorities and for avciding unnecessary

delays.

Horizontal co-ordination is also essential to counteract
the fragmentation and dispersion of Community activities. While
it cannot retrieve the dominant positior it h:ld in the early years,

the Council of Foreign Ministers should contiiue to play a central

role. Certain specialized Councils might holl less f{requent .

meetings.

National administrations can make a furtner, very significant
contribution to the proper functioning of the Communities. ¢
Co-ordination of Community affairs is carried out by very
different methods from one capital to another. We duv not seek
to impcse a single stock model on practices wiicn have been shaped
by tracition and on structures which are ofte . highly diverse.

But it is vital that the capacity shoulc exi: in all Member
States to produce, in good time, instruction. which are both

considered and coherent. The lermanent Hepre.cntative can play
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~ helpful role in this respect.

Finally, the Council does not operate in isolation. The
Commi: sion makes a contributionswhich is vital for 1its good
functioning, and the Presidency should 1ook after the quality

of itc relations with the Parliament.

The role and authority of the Commission have declined

in recent years. The exercise of its right of initiative and

its role as guardian of the Treaties, together with its management
and implementing tasks, need to bLe made more effective &and

adapted to current circumstances. The number of Commissioners

in the enlarged Community should be limited to twelve - orie per
Member State. The number orl Directorates-General should be

reduced and brought in line with that of Commissioners. The colleyge
of Commissioners should be more nomogerneous and should act

more as a collective body. Co-ordination between departments

shou'.d be strengthened anrd the central services - budget, personnel,
administration - grouped under the authority of the President.

The °resident of the Commission's authority must be reinforced
within the institution of which he is the hesd. He should be
chosen-by the European Couricil six months bpetfore the renewal of

the Commission. He should be consulted by G« vernments on the
selection of Members of the Commission, and . hould have the last

word on the allocation of portfolios.

It is essential that the Commission shold maintain an
active role in the Community. It represents the interests of
Europe as a whole and not a compromise between different points
of view. It should set up at the stari of its term of office
a general programme which can be revised at Least once a year, in
harmony with priorities delined by the kurog :an Council. It should
organize the application ol its resources on the basis of this
prosramme, taking account of the capacity ¢! the Council machine.
The production and handling of "narmecnizati- n" propousals need
caretul planning. The Cummiision shoulu corsult States, where
necessary, at a high political level and sheuld avoid repeated

low-level consultations on the policy aspects of its drafts.
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It should participate actively in the work of' the Council,

modifying its proposals and suggesting comprcmises.

The Council, tor its part, must delegatt more of the
implementation of new policies to the Commlssion. Ways must te
found, for example by Lhe development of stock formulae and
political understandings between the institutions, to eliminate

the obstacles which have blocked certain delcgations in the past.

This report makes no claim to pronounce on the process of

evolution whiech the European Par!iament may ;0 through following

its election by direct universal suffrage. Dbut we can suggest
certain adjustments which are necessary in relations between the
Parliament and the other institutions. In t!is context, closer
contacts must be developed between the Parliznent and the
Commission. The latter must present its pro; ramme to the Parliament
for debate. It must work out with the Parlic nent a six-monthly
programme for consultative work. Above all, the Commission

must make a more sericus response to the Parliament's Keesclutions.
The Council, too, should take these Resoluticns more sericusly.

It is'up to the Presidency to draw them to M:mber States'
attention and to develop personal contacts w.th the Parliament.
The institutions should try to agree on practical improvements to
tackle the difficulties arising in the implementation of the
"eonciliation" procedure. Finally, the Pre: ident of the European
.Council should appear once every six months lLefore the Parliament,
so as to achieve a direct dialogue at the hijhest level between
the two organs. In the interests of the Comimunity, balanced
relations need to be maintained between the three points of the

-

Commission-Council-Parliament t:riangle.

The Court of Justice has presented sugg:stions itself for

resolving its problems. Solutions should be found by discussion

between the institutions. The same applies to the Court of Audit.rs.

The Economic and Social Commitlee faces IOI' serious ditficulties.

In these times of crisis, the ‘‘ommunity ne=c: an efficient mecna::Jw

for consultation with the social partners. lc make sume
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uggestions for reaffirming the Economic and Social Committee's
role in socio-economic consultations in the (ommunity, and also
for increasing the effectiveness of -the Tripartite Conference,

the Standing Committee on Imployment and the Joint Committee system.

In this whole study, we have taken account of the prospective

enlargement ol the Community to twelve members. Our technical

proposals designed to improve the transparency, coherence and
efficiency of the Community instituticns are based on experience
of a Community of nine members, but trey can do much to ease the

functioning of a Community of Twelve.

However, enlargement will not ad¢ only to the "lourdeur" of
institutions. It will also extend the range of differing
circumstances and interests among Membier States. Any sys
a "two-speed" Europe which created differenczs of status

Member States must in our view be rejected. Differentic

solutions for the application to Member Ctates of policies decided
in common may however prove useful in some cases, as they have in
the present-day Community. Certain safeguards should be applie

whenever they are used.

The Community of Ywelve will have nine official languages
Any attempt to limit systematically and vy compulsion the use of
any national language would be unjust as we.l as politically
impractical. But the costs and complicetions will be on a scale
to muke it essential that pragmatic arrangerients are found allcowirng
the number of interpreters to be reduced according to the nature
of each meeting.

We have also reflected on the problems 1lii to face Europe

ke
in the next few years. This period will be a di 1t one for

Europe. Everything points to a relatively conomic

ow
rowsh, accompanied and agplvvuted by monetiry di

¥ ’ y Y
lcy

difficulties in the enerpgy nmurdet. The unetp
lead to social and polticiul tensions. 'he prospe

15
Community's future, and for progress towarc: Lurol

will depend on how it copes with this continuing
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Community*'s Member States must maintain thei: solidarity bo'i

in the active sense - i.e. mutual aid - and in the passive sense

of abstaining wherever possible from actiorn Jikely to cause
problems for other members. Much resolve and political intelligen:
will be needed to counter the pressures for I rotectionism which

are bound to arise buth in the enlarged Community's interral trade

and in its dealings with the outside world.

The priorities which the Community sets itself in dealing
with these challenges must be flexible erougt to allow adjustment
to changing circumstances. They must be based on a realistic
appreciation of the scope tfor Community acticn. The first and
greatest task is the maintenance and consclidation of the acquis, f)
with any adjustments that moder:: conditions nay demand. In aealir... .
with the outside world the Community and its Member States must
act in the most united way possible both on ihe economic and on
the political front. 7The solldarity between States must be given
practical expression, whether it be in joirt action to face up to
the energy crisis, in mutual aid for other erergencies, or in the
development of ef. rts for greater monetary <tability such as are
reflected fle t'cpearn Lunetlary dSystem. :riorities of this
Kind should help tie Community not only to survive the immediate

dangers, but also tc lay the pirractical fournd.tions fcr Lrogress

8,
ir the longer tern.
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Subject: Report from the Three WVise lien

At its meetine on 27 and 28 April 1980 the European Council
requested the linisters for Foreign Affairs to complete their

examination of the report from the Committee of Three Wise lNen
in time for the next meeting of the European Council,

The report from the Ninisters for Foreign Affairs to the
European Council is attached hereto,




Repart from the linisters for Foreign Affairs
to the
European Council

Subject: Report from the Three Wise luen

In accordance with the instructions which they received
from the European Council, the linisters for Foreign Affairs
examined the various suggestions contained in the report from

the Three V/ise len,

The discussions held by the lMinisters for Foreign Affairs
highlighted the various factors which had already led the European
Council to speak of the excellence of the report. The profundity
of the analysis of the institutional situation and the perspicacity
of the solutions proposed make this report an extremely valuable
document, The Ministers wish to point out that, for these reasons,
the results of their deliberations and the concrete proposals
arising therefrom at this stage do not entirely cover all the
suggestions in the report of the Three Wise lMen, nor do they
exhaust the matter., Leaving aside such decisions as may be taken
in the near future, the report provides and will continue to
provide a rich and useful source of ideas and éuggestions to which
the Institutions and the lMember States may make reference in
support of their reflections on the Community's institutional

system,




The discussions of the lMinisters for Foreign Affairs revealed
that there were points on which there was as yet no general agreement
and which required further examination. These points are set out

in Section I below.

On the other hand, a convergence of views, which should be

confirmed by the European Council, emerged on numerous other points,
These are set out in Section II below. ;

The liinisters for Foreign Affairs also noted in the Report
from the Three Wise llen several suggestions which need not be
submitted to the European Council,

I, POINTS STILL REQUIRING EXANMINATION

A, The European Council

(a) Attendance_of the President of the Zuropean Council at

The Report of the Three '/ise ilen suggests bridging the
gap created by the absence of relations between the European
Council and the Zuropean Parliament, and to this end
proposes that the President of the Zuropean Council should
attend the Parliament in person once in each Presidency to
report on the outcome of the European Council.

In the light of the discussions, it is proposed that
each Presidency decide case by case, after informing the
other Member States, whether the President of the Europeen
Council should attend sittings of the European Parliament
to make a statement on the outcome of the meetings of the

European Council,

Several representatives were able to agree in principle
to this suggestion. OSome wondered, however, if it should
not supplement more general measures for the improvement of
relations between the BEuropean Parliament and the Council.

o-./o-c




The French representative said that, in addition
to the constitutional difficulties which, under a
French Presidency, would prevent the President of the
Zuropean Council from appearing before the European
Parliament, he had objections of principle to this
'proposal. He referred to the precedent that would be
set by the first appearance of a President of the
European Council before the Europeamn Parliament.

ation by the President of the European Council of

sibility for = particular dossier to another member

According to the Report from the Three Wise Men such
delegation of responsibility would lighten the burden of
the President of the European Council and enable him to
call on the expertise of any of his colleagues particularly
qualified to deal with any individual dossier.

Several representatives had reservations concerning
this suggestion, their main objection being that its
implementation could prove injurious to the unity of
action of the Presidency. If, however, such temporary
delegation of responsibilities were to take place, the
relevant decisions should be taken pragmatically by the
European Council in each individual instance.

(1) The Report from the Three Wise lMen contains an identical
suggestion with regard to the Council of the BEuropean Communities.
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Attandance of other versons at mestings of the Zurovean

Cm.xr;u:i'1

'he need to ensure more efficacious ixnplementation o
the comclusions of the Zuropean Council was recoanized.

Several revresentatives falt tkhat, in order to
achieve this, 1t would be useful if members of the
Buropean Council were accompanied by one person per
delegation responsible for taking note-of the outcome,

Other revrssentatives spoke of the role of the Gereral

t of the Council should play in drawing up the
el

s the Zuropean Ccuncil.

nge 0 viaws on whether the number of cemcers
of the Commission skhould be reduced revealed at this stage

three possibilities:

T Ccz=issionrers to one zer
in tke Rervort from the
they and the representatives who
a recductior advanced as thelr
.re for efficieﬁcy and the difiiculiy
allocation of tasks among TQO
missioners,

o-o/o-.




The representatives who said they could 2aree to
a2 reduction in the number of members of tae Cocmission
thought that, if the number of “he Commissioners was reduced,
this should not involve any loss of powers for esch of them
individually nor any compensation in the distrizution of
portfolios among <he members of the Commission overall.
llaintenance of Enes on which the aumber of
members of the L3851 is cuzrently determirned.

In the visw of those representatives suprorting
this option mazintaining this Priiiciple would make it
vossible:

- %0 preserve the present balance in the composition
of the Commission and the political significance
thereof;

v avoid the Commission tecominz like an inter-
Zovernmental bvody;
50 ensure a more balanced entation of the major

suropean vpolitical groupiangs withiz “he Commission.

although they shared the wish expressed by othars

part of the Commission
he objective sought

oy the Three Wise Yen - onti cperation of the

Commission = could possibly be achieved otherwise than

by reducing the number of Cormissioners %o one ver

Member State, for example by means of an effort by the

Commission to redefine the vortfolios it assigned to

each of its members.

The third possibility would involve maintaining
provisionally the principls of a2llocation currently

in force on the understanding that 2 reduction
would be made at the time of the enlarzement
following that cornectaed with Creek accession.

ooo/c..




it was pointed cut in supsort of such a transi-
tional solution

- that it would be difficult Getween now and the end
of 1580 to ackieve eny reduction in the number of
Commissicners;

that other =ears dasi cczplement a reduction

the nunmner of C« ' in order to achiave
A

esired level IZicisncy could e studied in
meantime, l"

Ir opposition to this solution, it was pointed out
any reduction in the number of Commissioners
time of the 2nlargement followinz that connected
sall in 19¥3,
This would

el
Vaes's

of appointing the President of the Commission

— o

Since, according to the Treaties, the Commission .
should be the privileged interlocutor of the European
Parliament, to which it is moreover responsible, certain
representatives said that they could agree to informal
contacts between the Presidency of the Council and the
Presidency of the European Parliament or the political
groups of that Institution before completion of the
flexible and informal procedure which precedes the appoint-
ment of the President of the Commission in order to obtain
their reactions to the persons likely to accede to the
office of President of the Commission., It was pointed out
that this could increase the authority of the President
of the Commission,

soofoee
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Other representatives pointed out that the President
of the Commission was appointed by common agreement of the
covernments of the Member States and that there were no
more reasons on this point than on others for .changing the
allocation of powers laid down by the Treaties. The point
wes also made that the European Parliament had available
to it the powers laid dovm in the Treaties vis-a-vis the
Commission.

C. General Secretariat of the Council

. Tt emerged from the exchanges of views held on this subject
that it seemed possible for agreement to be reached that the
person required to discharge the duties of Secretary-General
should have at his disposal the means enabling him to orovide
substantive assistance to the Presidency of the Council, which
should rely more generally on the Secretary=Generzl and the

~ departments under him.

lfost revresentatives thought that, to enable the
Secretary=General to exercise fully his greater role, he should
e relieved of purely administrative duties.

3Jeveral representatives considered that the Secretary-General

should have a fixed term of office, which might possibly be
renewnble (e.g. five years).

The Ministers for Foreigyn Affairs intend to continue studying
the role and functions of the future Secretary-General - and the
orgenization of the General Secretariat with a view to meeting the
increased responsibilities = in the light, inter alia, of any
suggestions which the latter might make.

ITI. POINTS ON WHICH THERE IS BROAD CONSENSUS TO BE CONFIRMED BY THE
EUROPEAN COUNCIL

A, The European Council

- The role of the Furovean Council 1is to give general policy
guidelines such as to facilitate solutions to the problems

facing the Communitye.

ooo/-o-




. - - - +«
« Conseguerntly, ggecific plan ol
action saoulé not cte a task

prioritvies for
eparaticn of any such

for the zurorean 2 <

r
Tt o e 1
task for %ze Council,(')

master olan !

- reetings of the Zuropean Council must continue to ve

£lexinle and nragmatic, as at present.

The Duropean Council could confirm the role which, in-
approving the "larlia procedure", the Heads of
Government in December 1674 in Paris and the Zuroveald
Council in December 1975 in Rome confaerred upon th
Council of the Zurovean Communities (Ministars for
Foreign Affairs), viz. that it provide the impulse and
co-ordinztion to ansure consistency in Community .
activities and continuity of work.

(1) Some delegations suggested that the Commission and the
Furopean Parliament should be involved in the preparation
of such a plan, due regard being had for their respective
nov/ers.




(b) Consistency of Community

Such consistency of Community action could be more readily
achiaved ifj in each Lamber Stata, there wWere tetser
co=-ordinaticn among the departments involved in the
various .dossiers handled oy +the Council in its different
formations, The susgession was macde that in those

counivries where thisz did not reacdy 9xist an approvriate

tody should be set up to carry out such co-ordination.
In this cornection, the 2ermanen®t Renresentative should

——— A -

take part in the process culminasing in definition of

Lla

tae positiop tc te adopted by the Stz2%te ne represerts,

Voting
There is no need for new principles to be laid down
regarding the voting rules.

Delegation of powers to the Commission

It is desirable that povers should be delegated more
frequently to the Commission, with the latter teing asked to
submit stock formulae (as the "/ise ilen" susgzested) for the
principal eventualities, on the understanding that it remains
for the Council to decide, on a case-by-case basis, when the
appropriate conditions are fulfilled for recourse to such
delegation of powers.

Organization of Council proceedings

Council agendas should contain only a limited number of

items raising important protlems,

Informal meetings of the members of the Council should
be held only if strictly necessary.




2. The Permanent Representatives Committee

As provided ¢ty the Treaty estavlishirg a single Council

and a single Commission of the Zuropean Commupities, the
enent fepresentatives Committes "shall te resvonsible
worik o the Council" for each of its
-he Counc:il's composition. The
be a:le %o co-ordinate detter
Joricing Par%ias or spsclialisvy

ctively this 7ork of »revaring
inzs anc be able to relieve the Council
a certain number of dossiers, the Permanent
tatives Cormittee must khave wider powers o7
this end the Permanent Representatives
flexible iastructions to enzble
resolve the greatest possivle
this end, iastructions such as
or 3csition %o Te found should ve
tate as early as possible in the
5sier, so tha?v meaningful negotiations
nt may begin within the Permanent




To this end:
(2) The Permanent Representatives Cormittes should aim to submit
to llinisters the main voints of policy exd, in the light of
1 il, then to prepare agreed

n suitable occasions instruct <he Permareny
presentatives Committee to solve an outstanding vroblem
within a time-limit and Ministers should then give Permanent

Representaiires appronriate instructiors;

the Presidency should ammounce in advance its plans for
reaching agreement in the Permanent Representatives Committae
SO0 that Percansent Representatives can obTain instructions in

ti.':'.e a

- The Permanent Revpresentatives Committee, which aas the power
T0 set up working parties, should exer+t stronger control
over the aciiviiies of these bodies and @ay itself
discuss at any time the dossiers “hickh are vefore the
woriking parties.

e Perm Renresentasives Commitiee is invited o
Xamine the points on which its woricing methods might
te improved, %taking as iss basis the various _
suggestions made during <he examinasion of the evort
from the Three Wise llen.

3+ The Presidency

The prime role of the Presidency, assisted at all levels
oy the General Secreteriat, involves in narticular
organization of worl, premzrstion of Council agendas,
Zonitoring of the »rogress made in discussicns within
woring parties and co-ordina+ion of tke wori done within
the different bedies, with a viawm to ensuring the consistency
of Council decisisns,




C. The Commission

The importaxnce of the Commission's role aré the need O

maintain ooth the valance estaolished among tie

Institutions by the Treaties and the allocation of -powers
+0 each Iastitution werse recognized oy all the representatives,

The Sresident of the Commission should be appointed 2
sufficiently long time in advance of taking up his duties
and before the process of appointing the other members of

t+he Commission begins.

D. Relations between the European Parliament and the Council

(a) Relations with the European Parliament

- Ceneral agreement was reached on maintaining tke
allocation of powers among the Institutions as laid

down by the Treatiss,

Tn this connection, the devalopment of relations
vetween the Zuropean Parliamert and the Council should
te continued, zersicularly zs regarc3 Vs Ies3onS <

v ann ] § a=saead o AT S mea - . *a y - e +
an 2es Resciutions and rsening Carliscent

——— - —

better informed.

(b) Conciliation procedurt

- Implementation of this procedure appeared to give rise
to two major problems:
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o that of finding ways to improve the procedure's efficiency, by
first seeking solutions acceptable to all sides;

o that of setting a time limit on the conciliation procedure so
that it does not protract the Community's decision=-making
procedure.’

- The need for improved preparation of the meetings of the Conciliation
Committee was underlined, To this end, the Presidency-in-Office
might be given the task, in conjunction with the Commission, of

aking informal contact with the European Parliament before the
QOma.l, meeting of the Conciliation Committee.

- With respect to the termination of the conciliation procedure, the
Presidency intends to ascertain from the European Parliament
whether it can agree on the detailed rules for implementing
the conciliation procedure proposed by the "Wise Men" with respect
to the termination of the procedure, viz.:

"(a) when the Council's common position on a conciliable measure
has been sent to the Parliament, the latter should indicate
within a set period (e.g. six weeks) whether it wants to

. hold a conciliation meeting;

(b) the time limit for completion of the procedure runs from the
date of the first meeting;

the procedure should stop after either three months or
three meetings between the institutions, whichever is the
shorter;




(d) If, when the deadline is reached, either institution
wants to go on, the Presidencies of the Council and
the' Parliament should try to reach agreement on a
suitable extension. If the institutions cannot agree
_on an extension, the procedure is terminated."
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. ORGANISATION OF EUROPEAN COUNCIL MEETINGS

1. Prior to the European Council meeting in Rome at the

end of March, the Presidency circulated a paper (COREU NO.
CPE /MUL/ETR 1160 of 23 March 1977) which sought to establish
points of agreement which had emerged from the correspondence
between Heads of Government about the ways in which the
organisation of European Council meetings might be improved.
'In the light of the discussion at that meeting, which was
followed up by Foreign Ministers on 5 April, the following
points are understood to represent a generally aéceptable

framework for the organisation of future meetings:

(A) TYPES OF DISCUSSION

There is general agreement that the European Council should
have both:

(i) Informal exchanges of view of a wide-ranging
nature held in the greatest privacy and not
designed to lead to formal decisions or
public statements.

Discussions which are designed to produce
decisions,lsettle guidelines for future
action or lead to the issue of public state-
ments expressing the agreed view of the

European Council.

It is also recognised that the European Council will sometimes
.need to fulfil a third function, namely to settle issues out-
standing from discussions at a lower level. In dealing with'
matters of Community competence the European Council will conform
to the appropriate procedures laid down in the Community Treaties

and other agreements,

(B) ADVANCE PREPARATION OF THE AGENDA

For informal exchanges of view, it is generally agreed that
little preparation is necessary, although some limited prior
clafifiéation of the questions is not to be excluded if it
would facilitate discussion. Heads of Government should
inforﬁ each other or the Presidency, a few days beforehand,

of the subjects which they will wish to discuss. There is

C |




general agreement that there should be adequate preparation

of those discussions which are aimed at reaching decisions

or issuing statements. Foreign Ministers should have respons-
ibility for such preparation, which could take place in the
Council or the Political Cooperation machinery as appropriate,
and will wish to meet at an appropriate time, and if necessary
to hold a special meeting before the European Council, for

this purpose.

(C) THE ISSUING OF STATEMENTS

It is generally agreed that the European Council will wish to
make public its decisions on some subjects or sometimes to

issue a statement registering a concerted Community opinion .
on a topic of international concern. Such statements should

not, other than in exceptional circumstances, be issued without

advance preparation. A list of the subjects on which it is

proposed. statements should be issued should be drawn up 2-3

weeks in advance,

(D) THE RECORDING OF CONCLUSIONS

There should be no record of the informal exchanges of view
between Heads of Government. For the discussions aimed at
reaching decisions or issuing statements there should be a
written record of conclusions, which should be issued on the

authority of the Presidency. .

(E) ATTENDANCE OF OFFICIALS

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

ricted as at present.
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PRESIDENT OF THE-NEW COMMISSION

S
. Brief by Foreign and Commonwealth Office

1. A list of possible and declared candidates, together with person-
ality notes, is attached, together with background on previous presi-

dents and their rotation.

2. The only candidature officially declared so far has been that of
Gundelach, the present Danish Commissioner, but he is now reported in
the press to have withdrawn (and to want to stay on in his present job
as Agriculture Commissioner). Thorn, Luxembourg Foreign Minister, is
however known to want the job, though not yet an official candidate.
.)'Kennedy, ex Irish Foreign Minister, has told Lord Carrington in con-
fidence that he is interested and he may be put forward as an official
Irish candidate either as President or Commissioner. None of these
candidates are likely to make good Presidents nor to be satisfactory

from the British point of view,

3. There are increasingly strong rumours that the Italians will make

a bid for the job and that their candidate will be Pandolfi, presently
Minister of Finance. Pandolfi would be a good choice from our point

of view (the Chancellor of the Exchequer is in favour). There has been
some speculation that the Italian candidate might in the end turn out
to be Colombo, presently Foreign Minister, rather than Pandolfi. This
seems to us less likely, but not impossible. It will be for the
Italians to decide which is a candidate. We would also want to support

a Colombo candidature.
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4, If either of these two Italian names emerge they are likely to be
strong candidates. If they do not, it will be in our interest to work
for a postponement of the decision on the grounds that more time and a
wider choice is needed in order to avoid the risk of having to oppose,
for example, an emerging consensus in favour of Thorn. The French,

who have told us that they are in no hurry over reaching a decision
(though they acknowledge that Pandolfi would be a candidate 'meriting
attention') could be helpful in securing a postponement in such circum-
stances, particularly since Giscard is known to have reservations about
Thorn. A private word with the French might therefore be desirable s G
events develop in such a way that postponement of a decision would be
the best we could hope for, The possibility of a further two year
term for Jenkins could be another delaying tactic although that will be
more attractive for the Germans than for the French. .‘

5. It will be important for us to prevent any Member State establish-
ing at this stage a pre-emptive right to any specific Portfolio or
Portfolios in the new Commission (eg. by the French to the Development
Portfolio, which they have held uninterruptedly since the founding of

the Community and which we will probably want to try to wrest from them).
Attempts to establish such pre-emptive rights could be made as part. of
the bargaining about the Commission Presidency. We should ensure that

it is impossible after Venice for any Member State to claim that 'under-
standings' had been reached there about the distribution of Commission
Portfolios.

4

BACKGROUND

Candidates for President of Commission

Declared, with Government backing (but now reported to have withdrawn)
GUNDELACH (Denmark) - Agriculture Commissioner

Undeclared, but running hard
THORN (Luxembourg) - Foreign Minister

Mentioned more than once

JENKINS (UK) - President of Commission
COLOMBO (Italy) - Foreign Minister
BARRE (France) - Prime Minister

PANDOLFI (Italy) - Minister of Finance
CONFIDENTIAL /Mentioned
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Mentioned
TINDEMANS (Belgium) - Former Prime Minister and Foreign Minister

An Irish candidate, probably O'Kennedy - ex Irish Foreign Minister

Mentioned but not runners at this stage

Van de STEE (Netherlands) - Minister of Finance

ZIJLSTRA ( Ly ) - Former Minister, President Netherlands
Bank since 1967

BIESHEUVEL ( ) - Former Prime Minister, one of Three Wise

Men

FITZGERALD (Ireland) - Former Foreign Minister, leader of Opposition

Previous Presidents

HALLSTEIN (Germany) - Jan 1958-June 1967

REY (Belgium) - July 1967-June 1970

MALFATTI (Italy) - July 1970-March 1972

MANSHOLD (Netherlands) - March 1972-December 1972
ORTOLI (France) - Jan 1973-December 1976

JENKINS (UK) - Jan 1977-[December 1980]

Rotation of Presidency

1. When the Communities were established, there was no general principle

of rotation. Under French pressure during discussion in 1966-7 of

L —

implementation of the 1965 Merger Treaty, which established a single
Council and Commission, it was agreed that the Presidency should rotate
i dasotliabedital oty

s e

every four years (frgm_}?67): the Treaty specifies only that the

e —— e W

President (and Vice-Presidents) shall be appointed for a term of 2 years

which may be renewed. e

2. For this purpose, the Benelux are considered as one country, while
Denmark and Ireland have also been considered aé_bhe country since en-
largement., The smaller states are arguing that it is their turn to
provide the President, either from the Benelux - and tﬁéﬁﬁétherlands
do not consider that Mansholt's short Presidency rules themhgﬁzu:‘or

Ireland/Denmark.

FOREIGN AND COMMONWEALTH OFFICE
4 June 1980
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GUNDELACH, FINN OLAV (DANISH)

Vice-President of the Commission responsible for Agriculture and Fisheries since January
1977, and Member since 1973.

Born 1925. Read economics at the University of Aarhus. Vice-President of the Danish
National Union of Students, 1947 -49. Ministry of Foreig Affpirs; 1951 —55. Danish Permanent
Representative to the United Nations in Geneva, 1955-59. Director of GATT, responsible for
commercial policy, 1959-61. Sub Director-General of GATT, 1961. Deputy Director-General of
GATT (Kennedy Round), 1962-67. Head of the Danish Mlssic;n to the European Communities,
1967-72.

Gundelach is one of the more able of the 13 (‘ommnsﬁionérs. He is adept at mastenng
complicated dossiers and is a persuasive advocate. He is sometimes criticised for having the attitude
of a civil servant rather than a politician and som¢ claim that he does not possess the “political
feel” of his predecessor as Agricultural Commissioner (Mr kardinois). He 1s unpredictable,
sometimes devious and seems unable or unwilling to delegate.

Speaks very good English, which 1s his working language; competent French and German.
Married; 2 children.
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THORN GASTON, GCVO (1976), GCMG (1972)  (cevxeridco ny }

Deputy Prime Minister, Minister for Foreign Affairs, External Trade, the National Economy,
the Middle Classes and Justice (Democrat),

Born 1928. Deported briefly as a schoolboy to Germany during the Nazi occupation.
Educated Luxembourg, Montpellier (where his father was emiployed uas a railway engineer),
Lausanne and Paris. Doctor of Law. Practised at the lLuxembourg Bar, and was active in
Luxembourg and international student activities, 1959 clected Deputy and Member of the
European Assembly; subsequently Secretary-General of its Liberal Group; 19614 Luxembourg
Municipal Council; 1961 to the present, President of the Democratic Party, 1969-74 Minister of
Foreign Affairs. 1974 Prime Minister ol the country’s first Socialist-Liberal coalition, President
since 1970 of the Liberal International and President ol the Federgtion ol Liberal Parties of the
EEC. President of the General Assembly of the Umited Natwons 1975/76. He took over
responsibility for Leonomic Alfairs and the Middle Classes in September 1977 having dropped his
Ministerial responsibility for Sport and having appointed a Deputy Minister of Foreign Affairs,
M Hamilius (qv), to assist him,

After the 1979 elections, it soon became clear that he would not be able to reform a
coalition himself, and there was some doubt whether, in view ol his personal resentment at the way
in which the Chrisuan Social Party had waged their campaign, he would be prepared to serve agan
under M Werner (qv). He stood for clection as Liberal candidate for the Presidency of the European
Parliament, but having failed to achieve this returned to Government with six portfolios.

Intelligent, quick-witted and hard-working, he is an able politician with a considerable lair
for public relations. His personal appeal was largely responsible for the Democrats success in the
1974 election when his personal vote was the largest in the whole country; he again achieved a
considerable personal vote in the 1979 national and European elections.

He found the task of combining the job of Prime Minister with three other portfolios, as
well as many international functions, very tiring. But in spite ol lapses through tiredness, impatience
or frustration, he performed pretty well ininternational meetings. He may hope to leave
Government in a year or two (eg for the Commission).

Good English and German. Perfect French. Lively and attractive (an outstandingly funny
mimic) in what private hfe he allows himself. But he finds it increasingly dithcult to stop and
unwind and he pushes himself very hard. After high blood pressure during a visit 1o Washington in
1975, he became rather worried about his health; but this does not diminish his nervous energy. In
private he sometimes seems unduly waspish and critical, but this may be simply the result of his
continually driving his mind into activity.

His wife Liliane (whom he met when he was President, and she Sccretary, of the
Luxembourg Students Union and married in 1957), js an intelhigent and capable frec-lance journalist,
who contributes frequent articles on current social and cultural issues to the local press, and who
holds particularly strong views on women's rights, She shares her husband’s intense interest in
politics, but is a good deal more relaxed. She too speaks good English. An avid traveller, and they
have a holiday home in Spain.

They have one son born in 1963,
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JENKINS, RT HON ROY (BRITISID {

President of the European Commission since January 1977

Bom 1920. Fducated Balliol College, Oxlord (Fust Class Honours in Pihnlosophy, Politics
and LEconomics, 1941). Served in Royal Arullery (Captamn), 1942 6. Labour MP tor Central
Southwark, 1948 - 50 and for Srechtord Dwiston ol Binngham, 1950 76. Parliamentary Private
Secretary to the Sceretary of State tor Commonwealth Relations, 1949. 50, Mimister of Aviation,
1964 -5; llome Sccretary, 1965-7: Chancellor of the bExchequer, 1967 -70; Deputy Leader,
Labour Party, 1970--2; Home Secretary, 1974 6

Chairman of the Fabian Socicty 1957 & Served on the Exccutive Conumittees of the
Federal Union, Britain in lurope Movement, Common Market Campaign, and President ol the
United Kingdom Council of the European Movement and of the Labour Comnuttee for Europe

Charlemagne Prize 1972; Schuman Prize, 1972,

Marricd; two sons, onc daughter
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28 COLOMBO, Onorevole Emilio (e )
President of the European Parliament (Christian Democrat) .

Born in 1920 in Potenza (Basilicata), which he has represented in
Parliament as a Christian Democrat since 1946. Doctor of Law, Like Andreotti
(qv), another protege of De GCasperi, he became a junior Minister at 28;
Minister of Agriculture 1955-58, and for Forelgn Trade 1958-5Y. As Minlster
for Industry in the tollowing three years he was responsible for vrganising
the nationalisation of the clectricity industry (a gpatershed In Ital ian
politics). lle was concurrently in charge of relations with the EEC and led the
Jtalian delegation in the first British entry negotiations. Minister of the
Treasury without a break from 1963-70 and, together yith Carli (¢v) overcame
more than one economic crisis, and successfully deténded the lira.

Prime Minister of a centre-left government from August 1970 to February
1972. His task was made difficult by intense squabbling within the Christian
Democrat party, aggravated by his own efforts to put through needed reforms,
and by the Socialist overtures to the Communists. Columbo's position became
untenable when the Christian Democrals and the Sociallsts, though parties in
the same coalition government, supported different candidates in the
presidential election at the end of 1971. Resigned February 1972.

Colombo returned to the Treasury In Andreotti's single party Christian
Democrat government, February-June 1972, but occupiud the compat at Llvely
unimportant post of Minlster without Portfolio fur relations with the UN
during Andreotti's second govermnent. Colombo returned to a senilor post, that
of Minister of Finance, when Kumor formed his government in July 1973. He once
more took over the Treasury in March 1974, remaining there unt 1l the General
Election in June 1976. Mr Roy Jenkins tried to interest him In joining the
Commission, but he declined. Llected Preslident of the European Parliament 1in
March 1977.

Colombo is a devout Catholic. Unmarried, he is said to be a lay
Franciscan who has taken a vow-uf celibacy. A handsome, highly intelligent and
hard working man with quiet svnse of humour., He is a pood speaker. Beneath his
gentle exterior, he is a capable politiclan, especially in his ]imited area of
the Mezzogiorno. At the same time, his lack of a real powuer base was probably
his own undoing as Prime Minister. He gives the impression (eg at a Junch
given by the Ambassador for Mr BEdward Heath in April 1978) that he does not
consider himself by any means finished on the Italian polltical scene. e
runs a small factlon in the Christian Democrat party which is nominally allled
with Andreotti's, but, in gencral, he takes a neutral stand in internal party
squabbles, le appears to suftfer from catarrh of a rather pronvunced kind which
makes him restless und twitchy.

Colombo has been a good friend of Britain, which he has often visited,

once in June 1971 as Prime Minister. Speaks pood Prench but scarcely any
English. He likes muslc and collects old silver.
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12. BARRE, RAYMOND (rRarice )

Prime Minister.

Born 1924 in Réunion. Professor at Caen, then Paris, Director of Economiec
Research at the National Institute of Political Sciences since 1948, First
entered government in the cubinet of M Jeannency (Minister of Industry
1959-62). 1967-72, French Vice-President of the Lrussels Commission, with
responsibility for economic and financial affairs. Appointed member of the
General Council of the Bank of France in 1973. His, first Minieterial post in
Giscard's Covernment was & Minister of Foreign Trdde from January 1976 until
August of the same year when he replaced Chirac us Prime Minister.

A an economist, Barre has been more concernvd #ith teacling then
thinking. His main work on politicul economy (published in 1956) has become
the basic text-book for French universities. He is an economic liberal, but a
monetary disciplinarian, Although opposed Lo protectionism and in favour of
market forces, he admite the need for some government intervention.

His entry into politics is less sudden than it seems. He was used by
successive French governments in the 19608 &s a "wise man", before his first
Ministerial appointment in 1976. But it is true Lhat he has never been elected
to anything, and he sometimes shows distaste for the wheeling and dealing side
of politics. His first government (from August 1976 to March 1977) was marked
mainly by the introduction of the "Barre Plan" for economic recuvery. His
no-nonsense approach seemed to go down well in the country, and hLis stock
rose. However he inevitably beceme caught up in feuding between the Caullists
and other members of the Government Majority, and the Paris Mairie fiasco, the
getbacks in the municipal elections, and the delay of economic recovery have
punctured his reputation to uome extent. Nevertheless, in his second
government the man Giscard has descrived as the "best economist in France' is
sticking to his guns, both economically and in the running battle with Chirac
over the organisation of the Government Majority. lie did well in a major
televised debate ugeinst Mitterrand, showing superior economic grasp end an

unexpected pugnacity.

Barre has a firm, somewhat professorial, manner, and his political style
is closer to thut of Pompidou than Giscard. Despite his participation in the
difficult UK accession negotiations, Barre feels no rancour towards us. He
admires our efforts to put our economic house in order, though he observes
them critically. lle is at least as firm in his defence of French intereste as
other French politicians.

He is married to a pleasant wife of Hungurian descent; they have two
boys. He speeaks good English.
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90 PANDOLFIL, Onorevole Filippo Maria (lTﬂL‘[)

Minister of the Treasury (Christian Democrat) .

Born 1927 in Bergamo. Degree in philosophy. Began career in business
and first elected to Parliament in May 1968. Specialised in Treasury and
financial matters. Under-Secretary at the Ministry of Finance (the
tax-gathering Ministry) during Moro's 4cth and 5th Covernments (November 1974
to July 1976), and Minister of Finance In the 3rd Andreottil Government (July
1976 to March 1978). Promoted to succeed Stammati (qv) in the more
international job of Minister of the Treasury on the formation of Andreotti's
4th Government in March 1978. 7

Has a reputation as a technician, and of someone who works hard as a
Minister rather than spending his time politicking. A protege of Visentini
(qv) who, though a Republican, asked to have Pandolfi as his junior Minister
when Visentini became Minister of Finance in 1974. He claims that the two of
them worked a twelve-hour day for months, putting some order into Italian
{ndirect taxation system. A man determined to achieve tangible administrative
results, a rarity among Italian politicians.

Reads English newspapers assiduously, speaks some English.

Married: at least omne daughter, llkes to visit England on holiday.
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155 TINDEMANS, LEO ( Bersinr )

Prime Minister. CVP Deputy fur Antwerp since 1961.

Born at Zwijndrecht in 1922. Studied at Ghentl and Louvain and attended
Dr Kissinger's "International Seminar" at Harvard in 19¢2. DBecame u
Journalist briefly, then & civil servant in the Ministry of Agriculture betfore
entering politics to become one of the more active CVP Deputies. las always
shown an interest in international affairs, particulurly in Europe. National
Secretary of the PSC/CVP, 1958-66.

Already well-known &S & moderute Fleming, he was uppointed Minister of
Community Affairs by Fyskens in 19G68. In this job he was very mucli in the
public eye as the main architect of the constitutiunal‘}eform achieved by the
Government of 1970.

Appointed Minister for Agriculture and the Middle glasses by Eyskens in
1972. Made no secret of the fuct that Le hoped to succeed llarmel au Foreign
Minister in 1973, but in the fighting for portfolios lust to Van Elslande.
Instead became one of the Lwo Vice-Premiers, with specific responsibility for
the Budget. During the election campaign of February 1974, the CVP drew
heavily on his credit, building him up as the one man who could lead the
country. When subsequently he came to form his Government, this reputation
proved mildly embarrassing. Nevertheless, his standing as an honest,
conscientious and moderate Minister survived the long struggle to create a
coalition, and he ended 19Th with a greatly improved standing in the country.
His first year in office was generully successful. At home he manuged Lo
launch a moderate programme of regionulisation, thus (at least tempururily]
clearing an impasse which nad obstructed the three previous governments. lle
vas less successful in the increasingly difficult ¢conomic atmosphere on 1975
and 1976.

By dismissing, in March 1977, his two KW Ministers, aud shortly
afterwards dissolving Purliament without allowing the customary vote of no
confidence, Tindemans laid himself open to accusations that he had acted
unconstitutionally. But lie emerged from the subsequent elections with even
greater credit und his success s "rormuteur” in coucluding @ community pact,
and in forming & government which includes such diverse elemenls as the

‘Socialists, the VU and FDF, was &n immense and historic achievement.

Tindemans played & vital role during the following 1h months which proved
necessary to reach agreement on legislation to implement the Community Pact.
But he found the task of keeping such a dispurate coalition together an
exhausting one, and his health inevitably suffered. He had a8 near-collapse in
March 1978, and although he recovered quickly, he hus since displayed less of
his customary lightness of touch. Whnen in June 1YT8 the purties of the
coalition failed to reech agrecment on measures 1o tackle Belgium's lurge and
growing deficit, Pindemans promptly offered the Government's resignation L0
the King, without informing either his Ministers or his party. Although he
was persuaded by the King to remain as Prime Minister, and succeeded 1in
patching up an agreement, his unusual if not unconstitutional behaviour has
made him less trusted by his Cabinet and by his pariy. There is much
speculation that Tindemans will Le tempted to bow out of pelgian politics in
time to stand for the 1979 elections to the European parliement. (He has been
President of the Luropean beople's Party since iis inception in July 1976.) He
has denied this, and his slrong sense of duty will probably keep him at his
post as long as he feels the country needs him. Certainly there is no-one of

his stature to replace him.
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111 STEE, ALPHONS P J M M van der (CDA) (N\“?ng_t,hn}n,

Minister of Agriculture und Fisheries since 1973 and Minister for the
Netherlands Antilles,

Born 1928. Studied law at Catholic University, Nijmegen., A tax
consultant 1956-11,

Chairman, Arnlem Branch, Catholic l'vople's larty (KVP) 1959-6Y%, Nutional
Chairman of the KVI'® 1968-71,
; -
Elected to the Fierst (upper) Chamber in 1971, Stuate vecrutuary tor
Finance in the bicvsheuvel wid den Uyl Cubincts 197L="+.

In November 1973 he Lecume Minister or MNrriculture {n place of
Mr Brouwer, who had rosigned throuph ill=healtli.  Becanse of his relullve luck
of agricultural cxperience, he wus not the tirst choice of Lhe farming
community. Mut he has learnced his Jjob quickly and has played s prominent puart
in Community discussions, often crocuing swords with british Ministers of
Agriculture, though retaining good jersonal relaltions with them.

The only Minister of the den Uyl Governmenlt to retain his portrolio iu
the van Agt Cabinet, he was (ruther surprisingly) given responsibility ror the
Netherlunds Antilles in addition.

He has a socialle manner and i: a competent negotiator.

Married with three sons and a duughter.

Speuaks good knglish,
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141 ZIJLSTRA, DR JELLE (CDA) (rMtiwcnca™ DU
President, Netherlaunds Bank since 1967.

Born 1918. ©Studied economics at Rotterdam University. Professor of
Economics, Free University of Amsterdam, 1948-52 and 1963-66. AkP Minister
for Economic Affairs 1952-59 and Minister of Finance 1959-03.

Declined Ministerial Office after the 19673 elections, but becume Prime
Minister of a caretaker government from November 1966 to February 1967, during
which time he took firm measurcs to control the Duteh economy. Prepared the
ground for the formation of & goverument arter the General Klections but
refused to head it himself and, despite considerablé” pressure, withdrew
finally from politics in May 1967.

Widely respected, and the mun most often spoken of as the ideual Christian
Democrat Prime Minister. But he remains adamant in Lis rerusal to return 1o
the political era.

He has an outgoing character, ulwuays ready to speak freely about his
views and problems. A small rather birdlike mun with a ready laugh, he enjoys
social life and is quick to muke friends. He is nevertheless one of the most
influential men on the economic/financial scene.,

Married with five children.

Speaks perfect English.
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19  BIESHEUVEL, MK BAREND W (AKI) (wimeercanst)

Former Prime Minister. Chairmuau of the Realm Working Group on the fiture
of the Netherlands Autilles, and one of tne "Three Wise Men", commissioned to
report on the implications of EEC enlargement.

Born llaarlemmerlicde 1920. ‘'he sixth child of a rich farmer, whose
family profited from the development of Amsterdam sirport. OStudied law at
Free University, Amsterdam. Uecrctury ror Foreign Nelutions, Federation of
Agriculture, 1947-52. General Uecretary, Netherlunds Farmers and Gardeners
Union 1952-59, President 1959-63. [fresident, International Federation of
Agricultural Producers in 1961, Member, Second Chumber, 1957-63.

Minister o Agriculture end Fisherics and hupuLy‘Prime Minister in the
Marijnen Cabinet lQUj-Gb and wlso umder Dr Zijlutra und Dr Cals. Tried
unsuccesstully to form n government wfter the 1967 general elections.
Appointed Prime Minister of the five-party coalition termed wtfter the 1971
elections but wus not a success and resigned within two yeurs. He then
accepted various business appointments, including an advisory post with
Unilever, and in May LY75 the chairmunship of a Government committee on un
artificial island in the North Sea. bul he hus not severed his political
connexions. le has refused the position of Wueen's Commissioner in Zeeland
and the Burgomastership of The lugue. {is bitter experiences as krime
Minister seem to have mude him decide aguinst & return to active political
life. '

A big man, with a certain quiet force but without much originality.
Though himsel!l a calculuting politician, he seemed toO lack the luck which 1s
the essence of political success,

Hlis hobbies are chess, footbull, theology and history.

Married to a homely but fricudly wite and has three children. His
English is good und he hus a pleusant warmth wand humour.
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31  FITZCERALD, DR GARRET MICHAEL DESMOND (ot op Vicawd)
., Leader of Fine Gael,

Born 1926. Educated UCD (PhDl) and King's Inns, Dublin (barrister, 1947) .
Journalist since 1953; lecturer in l'conomies, UCD since 1959; Director,
Economist Intelligence Unit of Irelund Ltd 1961-7; Deputy (Fine Cael) for
Dublin South Fast since 1969; Vice ¢resident, Fine Gael 1969-77; party
spokesman on education 1969-73; Vice President and past ¢halrman, Irish
Council of European Movement; Minister for lorelgn Affairs in Coalition
Covernment 1973-77; Leader of Fine Cuel since 1977.

Dr FitzGerald is the son of the late Desmond FitzCerald, a former
Minister for External Affairs. His mother was a Presbyterian from Northarn
lreland. lle was one of the policy-planners for the Fine Gael "New Look" of
the early 1960s. In 1972 he publisted a book on the theme that Ireland can
achieve reconciliation only if there are radical changes in the South as well
as the North. le has taken pains to malntain and cultivate contacté with all
shades of opinion in the North. le is one of the best informed, most
intelligent and articulate members of the Dail. Speaks well (and quickly, and
at great length). He 1s easy and approachable but i8 impatient, impetuous,
and at times naive. lle is sometimes (0O ready to take the part of Northeps
Catholics both against the Loyalist majority and against the British
authorities. But he is relatively free of the normal anti-British hang-hn',

Dr FitzGerald was elected leader of Fine Gael following
Mr Cosgrave's (qv) resignation in July 1977. llis front-bench appointments
indicated that his leadership will make Fine Gael slightly less conservative
than in the past. Dr FitzGerald is a convinced Furopean and made an excellent
impression as Minister for Foreign Affairs. He is a popular and much admired
figure in Irish politics.

He is married (his wife's name is Joan) with two sons and one daughter.
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THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S
GOVERNMENT
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11 JUNE 1980

EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

PRESIDENT OF THE NEW COMMISSION:
POSITION JUST BEFORE THE COUNCIL

Brief bs the Foreign and Commonwealth Office

ng

1. No consensus has formed. It therefore seems possible that

a new President may not be_éhosen at Venice., Further preparation

-
could be needed.

2. Reports from our posts show the following positions in

Community capitals:

FRG

2. No_candidate. Believe Presidency should go to one of

g@giEEETEEEEEET Would like job taken by a prestigious political

fEEE?é with good European credentials and proven ability to

operate a machine as complicated as the Commission. Very
“preliminary thinking tends to favour Thorn over Gundelach,

but Schmidt has been too busy (eg. with party conference) to give

the matter much thought and we have no indication of his own

views.

FRANCE
3. No decision taken. We do not know what candidate Giscard
favours. Thinking at present still seems to be focussed on the

idea of a candidate from a smaller country.

—— = ———— ——

ITALY
4. Names of Colombo (Foreign Affairs) and Pandolfi (Finance)

/both
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both mentioned. llepeated insistence from Rome that Colombo
will not be a candidate but indications that Pandolfi would
if he could be assured of selection. On 9 June Pandolfi
told the Chancellor of the Exchequer that he would be a
candidate if there were a consensus in his favour but he did
not want his name to be thrust forward prematurely. He also
said that?gelieved that the French and German Governments
were now considering a candidate from one of the smaller

Member States ''in order to develop a different, less
\ bureaucratic style of management in the Commission''.

\ LUXEMBOURG
5. Thorn is still a firm though formally undeclared candidate.
On 8 June Prime Minister Werner said on Luxembourg television“
that he judg:d the moment had come when his country should ]
put forward its candidate for the Presidency. He had a

particular candidate to propose, but did not say who.

DENMARK

6. The Danish Prime Minister will probably recommend Gundelach
at Venicérggﬂa good candidate but how he puts this may depeénd
on FRG/French/UK views., He is more likely to press Gundelach's
case against Thorn than Pandolfi.

IRELAND

7. No change. O'Kennedy, Finance Minister and ex-Foreign
Minister, remains a possible candidate. The Irish press

has speculated that the Irish Government may put forward Johr\“
Hume, SDLP leader. This seems improbable.

BELGIUM
8. No declared candidate, but rumours that Tindemans (former
Prime Minister) or Davignon (Commissioner for Industrial Affairs)

yjould undoubtedly make a very active and effective President -
'' while these might not be sufficient reasons in themselves to
eliminate any candidate it was unlikely that anyone else would
propose Davignon if his own Government did not do so''.

— X :
ygight be put forward. French officials have said that Davignon

NETHERLANDS = e e TP
9. No candidate,

FOREIGN AND COMMONWEALTH OFFICE
11 June 1980
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980
POLITICAL COOPERATION

Brief by Foreign and Commonwealth Office

The following Briefing material is

attached:

Annex A Middle East
B Iran

C Afghanistan

Foreign & Commonwealth Office

5 dune 1 980
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MIDDLE EAST

(THIS BRIEF MAY BE SUBJECT TO REVISION IN THE LIGHT
OF MINISTERIAL LISCUSSIONS)

OBJECTIVE

i To agree a Council statement and follow-up action.

POINTS TO MAKE D/O

2e Agree a move by the Nine is needed to avoid d&ngerous -ﬂ‘?}
- -~

vacuum. Cannot repudiate autonomy talks but no prospec 5 3

AN I'I
of progress from them. ‘ —

RS e
3, Line proposed in report (A) broadly acceptable, as is

Aas e aa W

draft statement (B) subject to following comments (see
paragraph 9 below).

4. Options for Nine following soundings must remain open,
including Security Council action, but soundings process
itself a useful time-buyer.

De Contacts must include the PLO but working, low-key
meetings needed, not publicity jamboree; West Bankers should
also be separately consulted.

6. Key is mutual acceptance of rights. Must concentrate

on problem of how self-determination can be put into practice
I
and reconciled with Israel's security needs.

Ve Nine cannot aspire to play the dominant role in peace

—

efforts. US goodwill must be retained as far as possible
_—__/,’-——-\_—__/_-______’,___,/——_‘—'_-——‘

which means careful and co-ordinated presentation. Great

care also needed to avoid alienating Israelis, with whom a

settlement must ultimately be negotiated.
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BACEGROUND

References

Q1.: Draft Foreign Ministers' report (not yet available).

A 2: Draft European Council statement.

R_’; Minute from the Foreign and Commonwealth Secretary
covering the paper agreed at Chequers on %0 May (nct
yet available).

8. Paragraphs 11 and 12 below may be freely used. Paragraphs

e —

9 and 10 are not for general disclosure in the Council.

9. General agreement has been reached at official level on

the terms of the Foreign Ministers' report and statement. .

Our partners' views coincide in general with our own. But

the French remain inclined to push the Nine into as indepen-

dent and far-reaching a role as possible, while the Germans
v(nd %tch are reluctant to move beyond declaratory diplomacy. (.

A few specific problems (some of which may be removed by the

Foreign Ministers during the Council) remain on the statement.

10. No decisions have yet been taken on tilf_should carry out

the soundings proposed in the draft statement. At the request

of the Political Directors we have suggested four possibilities:
(i) the Presidency alone, with the delegation headed by the .
Foreign Minister. Support could be provided by a small
expert team drawn from the Nine as a whole;
(ii) the troika (ie in the next 6 months Luxembourg as
Presidency, ie M. Thorn, and Italy and the Netherlands as
the previous and future Presidencies);
(iii) a commission composed of, say, three members including
at least one of the permanent members of the Security

Council.

2 Ll
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(iv) a special emissary, again with a small team providea
from the MNine as o whole. A fipure of political staturc
Va.
and expericnce (cg Mr Brandt) would be required. Any of
-
these alternatives would mean that none of the threc major
members of the Nine would be involved except perhaps through
provision of an expert. This problem will need to be
resolved in detail by officials and foreign ministers but
a decision in principle from the Council is needed.
11. The details of the mandate of the mission and whom it
should consult will also need to be worked out following the
issue of the Council statement. Our assumption is that a
mission should visit Israel, Egypt, the US, the important
Arab states (ie at least Jordan, Syria, Lebanon, Saudi Arabia,
Tunisia (on the Security Council) and perhaps Iraq and Kuwait,
and also meet representatives of the PLO and West Bank opinion
(presumably some of the mayors). The mission should concen-
trate on eliciting firm answers to questions on the lines of

those referred to in the Foreign Ministers' report.

12. The Ambassadors of the Nine in Washington have recommen-

ded that particular thought should be given to presentation

to the Americans of the Nine's move. This applies to Israel

T ———

and the Arabs also. The Presidency may propose a common line
#

to take.
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S!BDLE EAGS

OBJECTIVE

e To agree a Council statement and follow-up action.
POINTS TO MAKE

2e Agree a move by the Nine is needed to avoid dangerous
vacuum. Cannot repudiate autonomy talks but no prospect
of progress from them.

34 Line proposed in report (A) broadly acceptable, as is
/L’ L 1.~ Z

draft statement (B).
Vvt

4. Options for Nine following soundings must remain open,
including Security Council action, but soundings process
itself a useful time-buyer.

De Key is mutual acceptance of rights. Must concentrate

on problem of how self-determination can be put into practice
and reconciled with Israel's security needs.
6. Nine cannot aspire to play the dominant role in peace

efforts. US and Israeli goodwill rmust be retained as far as

possible which means careful and co-ordinated presentation.

CONFIDENTIAL




CONFIDENTIAL

I&KGROUE‘T D

References

A: Draft Foreign Ministers' report.

B: Draft European Council statement and explanatory note.

C: Minute to OD from the Foreign and Commonwealth Secretary.
8. Paragraphs 10-12 below may be freely used. Paragraph 9 is
not for general disclosure in the Council.
Qe The Prime Minister is familiar with the general background.
Copies of previous statements and essential documents have been
provided separately. General agreement has been reached at
official level on the terms of the Foreign Ministers' report
and statement. Our partners' views coincide in general with
our own. But the French remain inclined to push the Nine into
as independent and far-reaching a role as possible, while the
Germans and possibly Dutch seemed reluctant to move beyond
declaratory diplomacy. A few specific problems (some of which
may be removed by the Foreign Ministers) remain on the statement.
10. No decisions have yet been taken on who should carry out
the soundings proposed in the draft st tement. This will need
to be resolved in detail by officials and Foreign linisters

after the Council but a decision in principle from the Council

is needed. The best solution from our point of view would be

a mission headed by the Luxembourg Foreign IMinister, Mr Thom,
who could continue to exercise this function after the end of
the Luxembourg Presidency 1f necessary. The details of the
mandate of the mission and whom it should consult will also

need to be worked out following the issue of the Council

o BRee B e o e
/statement,
— (_’ _—
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but the general lines of the proposals set out in
the Foreign Ministers' report are acceptable

17 The Ambassadors of the Nine in Washington have recommended

) . 40

that particular thought should be given to presentation to the

Americans of the Nine's move. This applies also to Israel and

the Arabs, particularly Egypt.

12. The Lebanese have pressed for full attention to be devoted
to lebanon in any statement or other moves on the lMiddle East.

This will be considered by Political Directors and Foreign

Ministers during the Council.
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DQI‘ REFORT OF FOREIGN MINISTERS ON THE MIDDLE EAST

1 In accordance with the decision taken at the meeting of
the European Council on 27 and 28 April last in Luxembourg,

I have the honour to submit the report of the Foreign lMinisters
on the role which Europe can play at the present moment with a
view to contributing to the conclusion of a comprehensive, just
and lasting settlement in the Middle East, which alone can
bring real peace in the area.

s Since the Camp David meeting the position of the Nine has
been set out in their statements of the 19 September 1978 on
the results achieved at that meeting, of the 26 ﬁarch 1979 on
the Washington agreements, of the 18 June 1979 on the actions
or statements which might constitute an obstacle to the search
for an overall settlement, as well as in the speech by the
then President, the Irish Foreign Minister, at the General
Assembly of the United Nations on 25 September 1979.

De A situation characterised by uncertainty over future
developments in the Middle East persists after 25 lMay, and
linternational public opinion is increasingly expecting a
iEuropean initiative aimed in the first place at avoiding a
deterioration of the situation. The Ministers consider that
. it is not appropriate for the Nine to resist such an expectation,
' given that the build up of other crises has shown that it has
become urgent to make a start towards a solution and taking
into account the wider context of international relations.

4, The Foreign Ministers stress that active European parti-
cipation in the search for such a comprehensive solution has
been made necessary in particular by the many traditional
political and economic links which bind our countries to this
region. It is also a fundamental interest of all peoples
that rapid progress towards a solution of the Israel/Aradb
conflict should contribute to stability; this is particularly

/necessary
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necessary in 2 region adjoining one in which at the present

monment there are other serious crises.

5. ‘.In the light of these considerations the Foreign Ministers
have examined the various initiatives which might be taken by
the Nine with a view both to making clear their position and

to concerting appropriate common actions.

6. In recent weeks the Foreign Ministers have taken advantage
of all their contacts to collect, directly through qualified
representatives of the interested parties, information on the
present state of the problems in the Middle East. I myself
have exchanged views with the United States Secretary of State,
the Israeli Foreign Minister, the Secretary-General of the Arab
League and the Egyptian Minister of State for Foreign Affairs.

e As regards making clear the position of the Nine on the
Middle East problems, the Foreign Ministers consider that it

is necessary above all to restate the elements which were set
out in the name of the Nine in the speech by the then presidency,
the Irish Foreign Minister, at the General Assembly of the
United Nations on 25 September 1979. In this context it seems
necessary that the Nine should make clear that it is through a
process of self-determination that the right of the Palestinians
to a homeland must be translated into fact and the Palestinian
people must accordingly be a party to the negotiation as the
Nine envisage it; this implies the participation of the FLO.

On the question of Jerusalem, the Nine recognise the particularly
important role which it possesses for all the parties concerned.
In the speech of the then Presidency at the United Nations on

25 September 1979, the Nine stressed inter alia that they did
not accept any unilateral move which aims to change the status
of Jerusalem and that any agreement on the city's status should
guarantee the right of free access for all to the Holy Places.
The Nine have also stressed the need for Israel to put an end

to the territorial occupation which it has maintained since the
1967 conflict. They are deeply convinced that the Israelil

settlements represent a serious obstacle to the peace process

/in the
-
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in the Middle East. The Nine consider that these settlements

are illegal.

8. ' In considering the action which the Nine could take, the
Foreign Ministers believe that it is important to work for
acceptance by all the parties involved of the two fundamental
principles accepted by the international community: the right
to exist and to security of all the states in the area,
including Israel, and Justice for all peoples, which involves
recognition of the legitimate rights of the Palestinian people.
To this end, various options have been worked out, notably
eventual initiatives in the UN context, as well as contacts
with the parties involved to establish the precise modalities
of action by the Nine.

9. In practice, the Nine will probably soon find themselves
confronted with the need to take up a position on the Middle
East at the United Nations. In particular, it will be difficult
in the short term to prevent the Arabs from calling a special
session of the General Assembly, at which resolutions which the
Nine cannot support will probably be tabled. The Foreign
Ministers take note of the possibility of sponsoring for tactical
reasons at such a General Assembly a resolution in conformity
with the position of the Nine, but they point to the difficulty
of achieving agreement on this resolution in this forum, given
that it has already approved in the past positionsnot acceptable
to the Nine.

10. The Foreign Ministers have considered the possibility of
a new Security Council resolution complementing Resolution 242,

with a view to providing a new basis‘fo’ﬁgaggpggigfts. Such
a resolution must be founded oW The two essential elements,

namely the re-affirmation of the principles of Resolution 242
and the affirmation of the right of the Palestinians to self-

determination in the framework of a negotiated peace settlement.
This could avoid more extreme moves. The chief aims would be
to ensure approval of a text of this nature by the FLO and to
guarantee the absence of a veto by the United States. The

/Foreign
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Foreign Ministers, however, consider that the achievement of

th‘econd objective is a remote possibility in present cir-

cumstances, and conclude that the Nine should not seex to
table a resolution of this kind so long as these circumstances
persist. This option should therefore be held in reserve in

case new circumstances make it desirable in the future.

11. On the contacts to be undertaken by the Nine on the basis
of the European Council decision to sound out the parties
concerned on what action could be taken, the Foreign lMinisters
have considered aspects of both their modalities and their

content.

12. The soundings should be carried out through g visible
process of consultation of those concerned. A touring mission
should make contact with at least Israel, Egypt, the US, Syria,
Jordan, Lebanon, Saudi Arabia, Tunisia, the Arab League, the

PLO and representatives of the West Bankers and Gazans. As

far as composition is concerned, a mission consisting of
representatives of all members of the Nine would be unwieldy

and unworkable. A small team headed by a figure of stature

could more easily obtain the necessary access to senior
political figures and carry political weight. Four possibilities

suggest themselves:

(i) The Presidency alone. A mission might be headed by
the Presidency represented at Foreign Minister level,
with a small team of experts from the Nine. This has

the advantage of simplicity.

(ii) The Troika. There would be advantage in associating

the previous and future presidencies with action.

(iii) A specially appointed commission drawn from say
three members of the Nine. There might be advantage in
involving one or both of the Permanent Security Council

members.

/(iv) A special
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(iv) A special emissary drawn from outside the governments °
‘ of the Nine but acting on behalf of the Nine. He would
need to be a senior political figure with appropriate

.. experience 1i p«.ssible. He could be provided with a small
team of experts from the Nine.

1%. The outlines of the ‘mandate of the touring mission, as far
as the content of the soundings which it should carry out are
concerned, would relate to three basic issues:

(i) Implementation of the principle of self-determination
for the Palestinian people and reconciliation of this
principle with the interests of the other parties, notably

Israel.

(ii) Meeting of Israel's fears for her long-term security

to permit a lasting settlement.

(iii) Start of multilateral negotiations with the partici-
pation of all the parties directly concerned.

Questions on the different aspects of each of these three basic

problems are contained in an Annex.

14, In the view of most of the Ministers, the Euro-Arab Dialogue
could also offer the possibility of useful contacts towards the
aims set out above. An effort could be made to develop not only
the various areas where co-operation takes place, but also the
political dimension, going as far as the holding of a meeting

at the political level. In the view of others, prospects of

this sort should be held in reserve for the progress of the
Dialogue as such, but it would not be appropriate to allude to

it in conjunction with contacts aimed at a comprehensive settlement,
which must be carried out with all the parties concerned, since
Egypt is not represented on the Arab side of the Dialogue.

/Annex

- 5 -
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Annex

Li. of guestions on the various aspects of each of the three
basic problems on which a touring mission of the Nine should

concentrate in contacts with the parties directly concerned.

(i) Implementation of Palestinian self-determination and
its reconciliation with the interests of the other parties,
notably Israel.

How are Palestinian views to be determined for the purposes
of self-determination and which Palestinians are to be
.allowed to participate in this process? At what stage in

a peace process would authoritative Palestinian views be
sought? How are its results to be reconciled with the need
to negotiate a peace settlement with Israel? Whatever
political form a Palestinian land takes, what relationship
is envisaged with Jordan and Israel, economically and
politically? If a Palestinian homeland were established

on the West Bank and Gaza, how many Palestinians could
realistically return and live there, what arrangements
would be needed to safeguard the interests of the existing
inhabitants and what sort of international aid would be

needed to make it viable?

(ii) Meeting of Israel's fears for her long-term security
to permit a lasting settlement.

If a Palestinian homeland were established on the West
Bank and Gaza, would the Palestinians be prepared to drop
all claims to the territory held by Israel between 1948
and 1967 (subject to minor border rectifications)? If
Palestinian aspirations can be met to the satisfaction

of the Palestinians, would the Arab States be prepared

to sign peace treaties with Israel and maintain normal
relations with her? What guarantees of a peace settlement
would be needed? What degree of demilitarisation of the
West Bank and Gaza, coupled with safeguards for both sides,
could be negotiated? How could irredentists on both sides

be controlled?

/(3ii) Start

W
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(iii) Start of multilateral negotiations with the

.}\Cl]"tiCi'{'J{itiOﬂ of all parties directly concerned.

At what stage would multilateral talks be possible/most
‘useful? How can the problem of Falestinian representa-
tion be solved if both sides continue to refuse to accept
the other's representatives? What preconditions,'if any
would be set by both sides for a negotiation? Who else
should be involved besides the parties most directly
concerned?
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1. The Heads of State and Government and the Foreign lMinisters

nave exchanged views in depth on the situation in the lMiddle Fast

§
_[including the current state of negotiations resulting Ifrom the
agreements signed between Egypt and Israel in March 1979]. They

agreed that the growing tensions [which affect this region con-
stitute a growing danger] [which affect this region constitute a
serious danger to peace] [affect seriously the security of this
regioh] [and] make a comprehensive solution of the Arab/lsrael

conflict more than ever necessary and urgent.

e The Nine countries of the European Community consider that
the traditional links and common interests which bind Europe To
the Middle East require them to play a special role and call upon

them today to work towards peace in a more concrete manner.

3. [In their action] [in acting thus], the Nine countries of
the Community base themselves on Resolutions 242 and 338 of the
Security Council and the positions which they have expressed on
numerous occasions, notably in their declarations of 29 June
1977, 19 September 1978, 26 March and 18 June 1979, as well as
in the speech made on their behalf on 25 September last by the
Irish Foreign Minister at the z4¢h UN General Assembly.

h, On the basis thus set out, the time has come to work for
the recognition and jmplementation of the two principles
universally accepted by the international community: the right
to exist and to security of all the states in the region
including Israel, and Jjustice for all the peoples which implies
recognition of the legitimate rights of the Palestinian people.

- A1l the countries of the region have the right to live in
peace within secure recognised and guaranteed boundaries. The
guarantees of the peace settlement should be provided by the
United Nations by decision of the Security Council and, as
appropriate, according to other mutually agreed procedures.

/The
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The Nine once more declare themselves ready to participate in

a r‘tem of international guarantees in the contexl of a

comprehensive settlement.

6. The Palestinian problem, which is not simply a refugee
problem, must at last find a just solution. The Palestinian
.-people, who are conscious -of their own existence as such, must
be put in a position to exercise their right tofself—determination
[through an appropriate process] within the framework of the
comprehensive peace settlement. The exercise of this right
involves the establishment of a homeland for the Palestinian
people [organised by itself and, if it so desires, a Palestinian
state on the territories which Israel should evacuate in
Palestinel.

Te The implementation of these aims requires the adherence

and concurrence of all the parties involved in the peace settle-
ment which the Nine are striving to promote on the basis of the
principles set out in the declarations mentioned above. These
principles are valid for all the parties concerned, including
the Palestinian people, which [involves the participation]
[necessitates the participationl] [involves the association] of
the FPLO in the negotiation.

8. The Nine recognise the particularly important role which

the question of Jerusalem possesses for all the parties concerned.
In the speech of the then Presidency at the then United Nations

on 25 September 1979, the Nine stressed inter alia that they did
not accept any unilateral move which claimed to change the status

of Jerusalem and that any agreement on the status of the city
should guarantee the right of free access for all to the Holy
Places.

9. The Nine recall the nced for Israel to end the territorial
occupation which it has maintained since the conflict of 1967.
They are deeply convinced that the Israel settlements represent
a serious obstacle to the peace process in the Middle East.

The Nine consider that these settlements [as well as demographic
and property modifications in the occupied Arab territories] are
contrary to international law.

/10. Concerned
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10. Concerned to put an end to violence, the Nine consider that
or‘ the renanciation o yrce and the threat of force by ull
thd parties can create ¢ imate of conficdence in the region,
and econstitutes a fundamental element for a comprehensive
settlement on the Middle East conflict. [In this context, the
Nine reaffirm their total solidarity with the friendly country
.of Lebanon whose stability remains dangerously threatened by
confrontations in the area, and renew their urgent appeal to
all the countries and parties concerned to put an end to all
acts liable to infringe Lebanon's integrity and the authority
of its government. The Nine will support any action and any
initiative capable of ensuring the return of peace and stability
in the Lebanon which constitutes an essential factor for

. stability in the area.]

11. The Nine have decided [to undertake the necessary soundings
with] [to make the necessary contacts with] [all] the parties
involved. In the light of the results of this consultation the
Nine will decide the precise modalities of their future action
[the precise methods and timetable for an initiative on their
part]. [As they embark on these consultations, the Nine recall
that the international community, and in particular the UN
Security Council, must be called upon, in circumstances to be
decided, to assume their responsibilities at the various stages
of the negotiation and of the implementation of the peace

. settlement, particularly in regard to concrete guarantees.]
[12. The Nine also stressed the importance which they attach
to the Euro/Arab Dialogue on 2ll fronts and the need to develop
its political dimension. They have accordingly agreed that a
meeting at the political level between the two parts would be
opportune. They intend thus to contribute to the development
of co-operation and mutual understanding between Europe and
the Arab world.]

o
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. yvianatory Note

Square brackets indicate disputed passages.

Paragraph 1: we have proposed the bracketed reference to
Camp David in the first sentence. However it might be better
to refer obliquely to the achievement of Camp David in para-
graph 9 (see below). A reference in the second sentence to
"a serious danger to peace" is close to UN charter language

used to Jjustify sanctions.

Paragraph 6: the French believe (obscurely) that reference

to an "appropriate process" may be taken by some as endorsement
of Camp David. The bracketed passage at the end of the para-
graph is included at I'rench insistence. We can expect con-
siderable support in opposing it.

Paragraph 7: the Nine are agreed that reference to the FPLO
should avoid e S5 ion that the Nine accord them exclusive
or official

the reference to the ] in th ish Foreign Minister's UN

speech last September.

Paregraph 9: we would prefer the first sentence to incorporate
the achievement of Camp David in Sinai by referring to the
need for Israel to complete the process of withdrawal from
occupied territories. We are proposing this at Political
Director level. The bracketed passag

e in the final sentence

is a French suggestion. We have no objection

. LI,
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substance but it adds little.

(The Germans have proposed that paragraphs 8-10 should
precede paragraph 7 since they incorporate aims of the
Nine, referred to in the first sentence of paragraph 7.
The French have resisted this on the grounds that the

two basic principles mentioned in paragraph 4 should not

be mixed with their concrete application to the problem. )

Paragraph 10: the bracketed section on Lebanon is a Belgian
8
proposal. The Political Directors will be discussing how

to deal with Lebanon during the Council.

sections in the first sentence
whether the Nine should set up a

special mission or use Embassies to intensify existing

political contacts. The passage in bracke in the second

+ 3 1 S ] N = e
sentence b LiIlC & o3 ] &' Lid [ 12 VI TIE ;.-}lou__f...
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sentence is re Oropos ensure that the action by
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the Nine is

obJjected on

They are concerned that

forum for discussion of the Arab-Israel
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Arab/Israel

1. As we approach the European Cohncil meeting in Venice
on 12/13 June, I am increasingly concerned about the
situation in the Middle East. 5

2. Recent events on the West Bank illustrate the

dangerous frustrations which are building up. It is
clear that any real progress in the Israeli/Egyptian/US
autonomy talks can now be ruled out, at least until after
the American election and ﬁerhaps for asilong as Mr Begin
is Prime Minister - judging from some of his recent
language. In the absence of ﬁny political progress,
President Sadat may become more isolated internationally.
The bomb attacks on the Mayors of Nablus and Ramallah have
produced the inevitable reaction in the Security Council.
The Arabs and their supporters will have an opportunity to
create more trouble at the Special Session of the General

. Assembly likely to be called in July and .again at the
regular Session starting in Septémber.-‘ Tension may rise

to a point where fundamental Western interests are at risk.
There is an urgent need to assure Arab moderates that although
the Americans are likely tb_be in baulk for many months, the
path of negotiation is still the best.
3. Part of the difficulty is the vacuum created by
American diplomatic impotence during the election period,
that is, until early 1981. We are taking special pains

- to keep in touch with American thinking. President Carter
and Mr Muskie have both made it clear that they will be
very uhhappy about ‘any recourse by their-friendslto,the
Security Council and, indeed,.would be obliged to use the veto.
We had, in any case, been reaching the conclusion that this was not
the path to follow. = bR Oow AT '
]4.-
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4. But this does not mean that Europe can and should do

nofhing. On the contrary, I believe some diplomatic
activity by the Nine in the coming months is essential if
the dangers described above are to be averted. We know
that many senior American officials. would privately accept
this view. They are, or should be, as concerned as we are
.at the link between the deteriorating Arab/Israel situation
and the other problems of the region, and at the opportunity
offered to the Russians to recover lost ground by championing
a 'just cause' during the period of the wvacuum. ;
5. There js now agreement among the Nine at official level
that the European Council on 12/13 June should issue a
statement, the substance of which would stress commitment to
Israel's security and elaborate on the need to take into
account Palestinian political rights. I attach a copy of
the latest draft which is broadly satisfactory. There are
two points which might be construed as a move forward by the
Nine, though both have been effectively covered in previous
statements ‘by the Nine as well as following closely positions
" we have adopted ourselves. These are the endorsement of
Palestinian se1f~determinatioh, alﬁays within the framework
of a negotiated settlement, and acknowiedgement that the PLO,
among others, must be involved in negotiations. This is of
course quite dlfferent from recognising them as a Governmentf
We have for some time been taking the line that because of
the support which the PLO enjoy on the West Bank they cannot
be excluded indefinitely from negotiations.
6. The major proposal in the draft statement is that the
Nine should begin to take soundings of the parties concerned.
Those consulted should include the United States, Egypt and
Israel, as well as the other Arab states most closely
concerned, and also the PLO and Palestinian opinion on the
West Bank and in Gaza. The soundings would be aimed at

answering the following three questions:

/(1)
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How can Israeli fears about long-term security

be met to permit a lasting settlement?

How is the principle of Palestinian self-

determination to be put. into practice and

reconciled with the interests of the other

“parties, notably Israel; and in ‘the 1light of

_' these questlons _ Py ki '; =

(iii) How could eventual multllateral negotlatlons 4

be got under way? ' E
. In our view the soundlngs could take place over many months
and contlnue in any case until the Americans are back in play
after the Presidential election. One p0581b111ty is
that they could be carried out by the Luxembourg.Presidency:
(M Thorn would be well capable of this). Another is a
specially appointed Mission. There is no question, at any
rate for the foreseeable future, of a British Minister piaying
a direct part. I
Wis ‘I am copying this minute to members of OD Committee

and to Sir Robert Armstrong.

(CARRINGTON)

Foreign and Commonwealth OfIice
6 June 1980 2 5
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IRAN

OBJECTIVE: TO AVOID DISCUSSION ON THE SANbTIONS ADOPTED BY

- MEMBER STATES

POINTS TO MAKE

DIFFERENCES BETWEEN MEMBER STATES' MEASURES

1. All member states have put their measures into force: the
differences are less important than to avoid an appearance of

lack of confidence in what is being done.

FURTHER CONSULTATIONS
2. We should keep under review the way sanctions work out. It
is only if a serious distortion of trade becomes apparent that any

further consultations need be considered.

PURPOSE OF SANCTIONS
3. We are not trying to bring the Iranian economy to its knees,

but to demonstrate to Iran that it cannot expect to enjoy normal

relations while continuing to hold the hostages.

REACTION IN IRAN

4. The Iranians have made light of sanctions. . However, there

are. indications that they are more concerned about the impact than

they wish to admit.

(DEFENSIVE) COVERAGE OF SANCTIONS

5. Discrepancy in our cut off date for exempted contracts will
make little practical difference: the reason was parliamentary
aversion to retrospection. We would be ready to implement other
aspects of the Security Council Resolution (eg new service
contracts in support of industrial projects) if our partners

would make parallel orders.

"CONFIDENTIAL
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BACKGROUND

1. All other member states put their sanctions into effect on

22_May. However, although they all claim to be following the

Naples agreement concerning the implementation of the Security
" Council Draft Resolution, there are .considerable differences

between their measures,.

2. At the meeting of the Iran Working Group in Brussels on - ,
30 May,lfhe Commission, supported: by some states, wished to prepare
| an analysis of the different measures. France and .the UK saw no

virtue in this.

3. Our introduction of sanctions has not affected our Embassy's

relations with the Iranian Government. However, we know that Iran
has been looking for alternative sources of supply in Korea and

iﬁ Eastern Europe for goods which will be affected biithe
sanctions, and has madé some arrangements for goods which have

to come from Europe to be sent to an intermediate destination
before 5eing shipped on. These measures will at least cause
additional inconvenience, and increase prices in Iran.

-Power Struggle

4., The power struggle in Iran bedevils efforts by outéiﬂers to con-
tribute effectively to the release of the hostages. Some leading
politicians, eg Bani Sadr and Qotbzadeh want to release the hostages
but others, the 'students' and Beheshti group remain intransigent.
Khomeini, too, seems obdurate, or at least fears the consequences of
being seen to change his mind. Parliament (convened on 28 May) is to
tackle hostage problem, but unlikely to do so before late July. Even
then, Bani Sadr and 'moderates' may be overruled by hardliners, inclu-
ding Beheshti faction, who wish to exploit hostage issue in context of

Iranian domestic politics.

Steps Forward

5 Best tactic for time being is to keep hostage issue off front

pages as far as possible, while moderates try to work out scenario for

favourable decision by Majles. This could include some international
' : /'recognition'

g
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'recognition' of Iranian grievances, and/or reactivation of UN
Commission of Enquiry (Daoudi, Waldheim's Syrian representative)
still in Tehran.

6. Apparent US plans to ventilate ICJ decision in Security
Council could cut across this process, stimulate enhanced press
scrutiny of efforts to find a solution, and make it harder for

Iranians to agree to a solution.

REFERENCES
: b UN Security Council Draft Resolution, 16 January.
2, Declaration by EC Foreign Ministers on Iran, Naples, 18 May.
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United States of America: draft;yesolution

The Security Council,

Recalling its resolutions 457 (1979) of 4 December 1979, and k61 (1979) of
_31 December 1979, =

Recalling also the appeal made by the President of the Security Council on
9 Hovember 1979 (S/13616) which was reiterated on 27 November 1979 (5/13652),

Having taken note of the letters dated 13 November 1979 and 1 December 1979
concerning the grievances and views of Iran (S/13626 and 5/13671, respectively),

Having teken into account the Order of the International Court of Justice of
15 December 1979 calling on the Government of the Islamic Republic of Iran to
ensure the immediate release, without any exception, of all persons of United
States nationality, who are being held as hostages in Iran (S/13697) and elso
calling on the Government of the United States of America and the Government of
the Islamic Republic of Iran to ensure that no action is taken by them which will
aggravate the tension between the two countries,

Further recalling the letter dated 25 November 1979 from the Secretary-General
(s8/13646) stating that, in his opinion, the present crisis between the Islamic
Republic of Iran and the United States of America poses a serious threat to
international peace and security,

Bearing in mind the adoption by the General Assembly by consensus on
17 December 1979 of the Convention Against the Taking of Hostages,

Mindfu). of the obligation of Stetes to settle their international disputes'by
peaceful means in such a manner that international peace and security, and justice,
are not endangered and, to that end, to respect the decision of the Security
Council,

Conscious of the responsibility of States to refrain in their international
relations from the threat of use of force against the territorial integrity or
political independence of any State, or in any other manner inconsistent with the
purposes of the United Nations,
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. hffirminec thuat the safe release and departure from Iran of all thoce beiny
held fiostape is an essential first step in resolving peacefully the insues belween

IJran ¢nd i1he United States and the other States menbers of the international

conuunity,

Rediterating that once ihe hostapes have been safely released, the Covernment
of Iran #nd the United Steles of America should take steps te resolve peacefully
ihe remeining issues between them to their mutual satisfacdtion in eccordance with

the purpeses and principles of the United llatiens,

Further taking into account the report of the Scerctary-Gencral of
6 January 1080 (S/13730) made pursuant to resolutions 457 (1979) of L Dccember 1979

and 461 (1979) of 31 December 1979,

Bearing in mind that the continued detention of the hostepes constitutes a
continuing threat to international peace and security,

Acting in accordance with Articles 39 and 41 of the Charter of the United
Nations, _ . .

1. Urgently calls, once arsain, on the Government of the Islamic Republic of
Iran to release imiediately all persons of United States nationality being held as
hosteges in Iran, to provide them protection and to allow them to leave the

country;

2. Decides that, until such time as the hostapges are released and have
safely departed from Iran, all States Members of the United lations:

(a) 'shall prevert the sale or supply, by their nationsls or frcm their
territories, whether or nc* .riginating in their territories, to or destined for
‘Iranian governmental entities in' Iran, or any other person or body in Iran, or to
or destined for any other person or body for the purposes of any enterprise carried
on in Iran, of all items, commodities, or products, except food, medicine, and
supplies intended strictly for medical purposes; oy S

(b) shall prevent the shipment by vessel, aircreft, railway, or other land
transport of their registration or owned by or under charter to their nationals,
or the carriage vhether or not in bond by land transport facilities across thezr .
territories of any of the items, commodities, and products covered by
subparagraph (a) which are consigned to or destined for Iranian governmental
entities or any person or body in Iran, or to any enterprise carried on in Iran;

(c) shall not make available to the lranian authorities or to any person in
Iran or to any enterprise controlled by any Iranian governmental entity any new
credits or loans; shall not, with respect to such persons or enterprises, make
available any new deposit facilities or allow substantial increases in existing
non-dollar deposits or allow more favourable terms of payment than customarily
used in international commercial transactions; and shall act in a businesslike
menner in exercising -any rights when payments due on existing credits or loans are

/t--
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.not_made on time and shall require any persons or entities within their
Jurisdiction to do likevise;

(d) shall prevent the shipment from their territories on vessels or aircraft
registered in Iran of products and commodities covered by subparurraph (a) alove;

(e) shall reduce to a minimum the personnel of Iranian diplomatic missions
accredited to them;

(f) shall prevent their nationals, or firms located in their territories,
from engaging in new service contracts in support of 1ndu"traa] projecis in Iran,
.other than those concerned with medical care;

() shall prevent their nationals or any person or body in their territories
from engaging in any activity which evades or has the purpose of evading any of the

decisions set out in this resolution;

. 3. Decides that all States liembers of the United Nations shall give efiect
forthwith to the decisions set out in operative paragraph 2 of this resolution
notwithstanding any contract entered into or licence granted before the date of

this resolution;

L, Calls upon all States Members of the United Nations to' carry eut these
decisions of the Security Council in accordance with Article 25 of the Cherter;

5 Urges, having regard to the principles stated in Article 2 of the
Charter, States not members of the United Nations to act in accordance with the
provisions of the present resolution;

6. Calls upon all other United Nations bodies and the specialized aceﬁcieg
of the United Nations and their members to ¢onfrom their relations with Iren Lo the
terms of this resolution;

T. ' Calls upon all States Members of the United Nations, and in particular
those vith primary responsibility under the Charter for the mairntenance of
international peace and security, to assist effectively in the implemeniation of
the measures called for by the present resolution;

8. Calls upon all States liembers of the United Nations or of the specialized
agencies to report to the Secretary-General by 1 February 1080 on measures taken to

implement the present resolution;

- 9, Requests the Secretary-General to repért to the Council on the progrecss of
. the implementation of the present resolution, the first report to be submitted not
later than 1 March 1980,
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DECLARATION BY THE FOREIGN MINISTERS OF THE NINE CONCERNING
IRAN : NAPLES, 18 MAY 1980

: 4 At their meceting in Naples on 17 and 18 May 1980, the
Foreign Miﬁisters of the Nine Member States of the European
Community reconsidered, in accordance with their declaration
of 22 April, the situation resulting from the detention of

the American hostages in Iran, which constituties a Tlagrant

violation of international law.

2 The Ministers examined the information emanating from

Iran. While noting that there were a number of developments
which could be important for the release of the hostages, in

particular the completion of the second round of parliamentary

elections and the forthcoming convening of the Majlis, they
were obliged to recognise that no decisive progress leading

to the release of the hostages had been made since 22 April

last.

- i Consequently, they decided immediately tbo apply the

measures provided for in the Security Council draft resolution

of 10 January 1980, according to jointly agreed conditions and

procedures. They agreed, in particular, that all contracts

concluded after 4 November 1979 will be affected by these
measures. They will continue to consult closely pursuant to

Art 224 of the Treaty of Rome.

4. The sole purpose of these measures is to hasten the
release of the hostages. At the same time, the Ministers
reaffirmed their intention to respect the independence of

Iran and the right of the Iranian people to-determine their

own future.
CONFIDENTIAL /5.
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S. The Ministers expressed great satisfaction-at the

decision of the UN Secretary—Géneral to entrust to Mr Adib

Daoudi, member of the UN Commission of - Inquiry, the task of
entering.intd'contact with the Iranian Governmént in order
to enable thé Commission to resume ité work and to sccure
the resolution of the crisis. They fully support the
'Secreféry—General and will remain in constant touch with him
in order to establish whether the progress of the UN mission
is such as to enable them rapidly to suspend the measures

taken in respect of Iran.
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EAST-WEST RELATIONS

CBJECTIVE

le To stimulate a wide-ranging discussion

POINTS TO MAKE

2. The Russians are anxious to divert attention from
Afghanistan. The Warsaw Pact call ¢n 15 May for a World
Peace Summit "to remove hotbeds of tension" was a ploy in
this sense. The Russians will also seek to promote and

gain advantage from any signs of division between Western
allies,

3. Close consultation and cooperation between European
partners are vital. We should make it clear that we have a
common appreciation of, and approach t¢, problems caused by
the invasion of Afghanistan. We must cunvince the Russians
that East/West relations will suffer continued damage whilst
they remain in Afghanistan and that there will be no return
to 'business as usual' until they withdraw.

AFGHANISTAN

4. Meetings between Lord Carrington and Gromyko, and President
Giscard and Brezhnev have brought little concrete evidence of
Soviet willingness to negotiate seriously. But the Russians
are feeling the pressure -f world opinicn and are trying to
appear flexible. We should continue to probe their position,
whilst maintaining pressurc for an acceptable political solution.
CSCE

2. The Russians are anxious for Madrid to take place, and to
use it to promote an impression of 'business as usual'. They
want agreement to a conference on Disarmament and Military
détente. We must take a strong line at Madrid to show that
détente cannot be broken down into packages to suit Soviet

CONFIDENTIAL
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purposes and that negotiation of nevw urcposils 1o meaningless

if existing obligations continue Lo pe dicregnrded, .

OLYMPICS

6. Defensive : The decision of the British Olympic Association
(BCA) to accept invitation to participate in Mcscow Games was
taken against strong Government advice. It is not binding on
Governing Bodies of Clympic Sports c¢r on individual sportsmen.
BOA agreed to re-—examine if circumstances change. We shall
continue quietly but firmly to advise and urge non-participation.
BACKGROUND

AFGHANISTAN

7. The Soviet position on Afghanistan has not altered but
recent propesals by the Kabul regime and high level contacts =
Secretary of State/Gromyko on 17 May in Vienna and Giscard/
Brezhnev on 19 May in VWarsaw - suggest that the Russians have
felt a need at least to appear willing to be reasonable. But
they still attach unacceptable pre-conditions to any political
settlement. In particular they wish Lo secure recognition of
the Babrak Karmal regime, particularly by Pakisten and Iran.

8« There is, nevertheless, a certain ambiguity, perhaps
intentional, in Soviet statements about withdrawal. Brezhnev
hinted to Giscard that a Soviet withdrawal could start after
bilateral negotiations had been complcted between Afghanistan
and Pakistan/Iran but before guarantees of non-intervention
given by other countries. Brezhnev alsc said in a speech on

27 May that the timescale for beginning the withdrawal could

be decided in the context of the proposed settlement and taking
into account the appropriate national fuarantees of the ending
and non-resumption of all forms of cutside intervention. Ve
now intend to probe the Russians further to see if this indicates
a possible willingness to move toward our insistence that

L /guarantees
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guarantees of non-intervention must 7o hand in hand with a
Soviet withdrawal.

9. The attitude of non-aligned States has held uv quite well.
Neither Pakistan nor Iran reacted favourably to the Soviet-
inspired Afghan proposals of 14 May for a pclitical settlement.
The Islamic Conference on 17 - 22 May repeated its condemmation
of the Soviet invasion and set up a 3-man commission comprising
the Foreign Ministers of Iran and Pakistan and the Secretary-
General of the Islamic Conference to seek a solution by
"appropriate consultations". This may get into difficulties

if they are obliged to meet only representatives of the Babrak
regime, but they are aware of the dangers.,

GISCARD=BREZHNEV MEETING

10, Without any prior consultation with his allies President
Giscard met Brezhnev on 19 May in Warsaw. He achieved little,
though he claimed in response to press criticism in France and
abroad, that Brezhnev had been left in no doubt about Western
solidarity over Afghanistan. The Soviet press, however, claimed
that the meeting had revealed "a growing tendency in Europe

towards the continuation of ccntacts, the preservation and

strengthening of détente and mutually advantagecus cooperation

CSCE

11. The next CSCE review meeting will begin in Madrid on

11 November and will be preceded by a preparatory meeting

also in Madrid, beginning on 9 September. We want & balanced
outcome covering all areas of the CSCE Final Act, and will
emphasize the review of implementation. The Russians will attempt
to concentrate on the military aspects of security including the

idea of a disarmament conference. Lord Carrington made it clear

to Gromyko on 17 May that the atmosphere at Nadrid would be
CONFIDENTIAL
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"]ess warm", if there had bcen no

of Afghanictan.

CLYMPICS

12. All BEC National (lympic Commnittees (NCCs) except the
Germans have decided to go to Moscow against the advice of
their governments. Germans are feeling isolated. Herr

Genscher has asked us to make efforts at a higher level t«

persuade sports bodies TO change their minds. Lord Carrington

commended him to the Prime Minicter's four letters to BOA
and said that further meetings with sports bodies were under

consideration.
13. Hockey, yachting, equestrian and shooting bodies 1n

UK are boycottinge.
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

COMMON JUDICIAL AREA

Brief by Foreign and Commonwealth Office

and Home Office

OBJECTIVE

To make clear that the UK is prepared to sign the draft Convention
on Cooperation in Criminal Matters (which is primarily concerned
with extradition among the Nine), but to give the Dutch support

on the general issue of the future of the Common Judicial Area.

POINTS TO MAKE

1. UK will be disappointed if the Convention does not come into
force. Rq’ -t (’Mg %%

A Difficulties in reconciling common law and continental legal
systems likely to make future work on the Common Judicial Area

increasingly unprofitable, especially in the field of civil law.

BACKGROUND

i President Giscard launched the idea of a Common Judicial

Area among the Nine at the European Council in December 1977. The
rationale of this proposal was that criminals should not be
allowed to profit from the free movement between European
countries provided for by the Treaty of Rome. The French later

proposed that the Common Judicial Area should include civil law.
2.
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2R Following President Giscard's proposals, a group of officials

has met within the framework of Political Cooperation and negoti-
ated a draft Convention among the Nine on Cooperation in Criminal
Matters. The Convention is based on the principle that States
shall either extradite or consider prosecution of suspected crimi-
nals. Initialf;-zhe draft Convention seemed likely to raise prob-
lems for the UK, since it would have required us to take much

wider extra-territorial jurisdiction than exists at present with
consequent practical difficulties, because of the need to call wit-
nesses in UK courts. It would also have required us to abandon
some of the traditional features of our extradition system, eg the
establishment of a prima facie case against the fugitive. How-
ever, the rest of the Nine have proved accommodating, and the draft .
Convention as agreed by officials is now acceptable to the UK. As
it stands, the treaty is potentially useful, but by no means

essential to us.

3. The Dutch, however, who gave gg-hint of this in the course of
the negotiations, are now expected to announce that they will 222-
sign the Convention. Their principal objections to this Conven-
tion and to the whole concept of a Common Judicial Area are that

it is unnecessary and will reduce the credibilifx of the Council

of Europe (where similar Conventions already exist) and at the <
same time uggermine Community institutions, as it does not give
the European Court a role. (The UK is opposed to any such exten-
sion of the European Court's jurisdiction). The Convention can ..
only come into force when all Nine have ratified it, so that
refusal by one of the Nine to sign it would effectively o) e
and with it probably future work on the Common Judicial Area,

since this Convention has been seen by the French, in particular,
as the first step towards the creation of the Common Judicial Area,
4, The UK recognises that there is a certain logic in the idea

of a Common Judicial Area, but doubts whether it would be useful

to embark on any further work on it at this stage. Given the dif-

ference between the common law and the continental legal systems,
/in practice
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in practice-such work is likely to be increasingly difficult

and its results meagre.

5. If, as a.result of the Dutch decision, further progress

in cooperation on criminal matters is impossible, the French

may press instead for discussions on the civil field. However
there would be little point in trying to create a Common Judicial
Area in matters of civil law, since this would duplicate the
work of other bodies, e.g. the Council of Europe and The Hague
Conference on Private International Law. So far Ffvnvh proposals
in this field have also failed to take‘account of the existence
of separate jurisdictions in England, Scotland and Northern
Ireland, and are wholly impractical for the UK.

Foreign and Commonwealth Office

and Home Office

5 June 1980.

J
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9 June 1980
EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980
COMMON JUDICIAL AREA

Brief by Foreign and Commonwealth Office and Home Office

OBJECTIVE _
To make clear that the UK is prepared to sign the draft Convention

on Cooperation in Criminal Matters (which is primarily concerned

with extradition among the Nine), but to give the Dutch support
on the general issue of the future of the Common Judicial Area.

POINTS TO MAKE

bl [ UK will be disappointed if the Convention does not come
» ———

into force.

2. Difficulties in reconciling common law and continental legal
systems likely to make future work on the Common Judicial Area

8

increasingly unprofitable, especially in the field of civil law.

BACKGROUND

5 President Giscard launched the idea of a Common Judicial Area
among the Nine at the European Council in December 1977. e
rationale of this proposal was that criminals should not be
allowed to profit from the free movement between European
countries provided for by the Treaty of Rome. The French later
proposed that the Common Judicial Area should include civil law.
oy Following President Giscard's ﬁroposals, a group of officidls
“has met within the'framework of Politicaleoopefation and

/negotiated
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negofiatea a draft Convention among the Nine on Cooperation in
Criminal Matters. The Convention is based on the principle that
States shall either extradite or consider prosecution of suspected
criminals. . Initially the draft Convention seemed likely to raise
problems for the UK, since it would have required us to take much
wider. extra-territorial jurisdictionithan exists at present with
consequent practical difficulties, because of the need to call
witnesses in UK courts. It would also have required us to aban-
don some of the traditional features of our extradition system,
eg: the establishment of a prima facie case against the fugitive.
However, the rest of the Nine have proved acc¢ommodating, and the
draft Convention as agreed by officials is now acceptable to the
‘UK. As it stands, the treaty is potentially useful, but by no
means essential to us.
S The Dutch, however, who gave no hint of this in the course
of the negotiations, have now announced that they will not sign
the Convention. Their principal objections to this Convention
(and to the whole conéept of a Common Judicial Area)are that it is
unnecessary and will reduce the credibility of the Council of
Europe (where similar Conventions already exist) and at the same
time undermine Community institutions, as it does not give the
European Court a role. (The UK is opposed to any such extension
of the European Court's jurisdiction.) The Convention can only
come into force when all Nine have ratified it, so that refusal
by one of the Nine to sign it will effectively kill 1it, and with .
it probably future work on the Common Judicial Area, since this
Convention has been seen by the French, in particular, as the first
step towards the creation of the Common Judicial Area.
4. The UK recogniseg that there is a certain logic in the idea
of a Common Judicial Area, but doubts whether it would useful to
embark on any further work on it at this stage. Given the dif-
ference between the common law and the continental legal systems,
in practlce such work is likely to be increasingly difficult and
its results meagre.
5, Since, as a result of the Dutch decision, further progress
in cooperation on criminal matters is impossible, the French may
I press instead for discussions on the civil field. However, there
would be little point in trying to create a Common Judicial Area

/in matters
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in matters of civil law, since this would duplicate the work of
other bodies, eg the Council of Europe and The Hague Conference
on Private International Law. So far Frengh proposals in this
field have also failed to take account of the existence of

separate jufisdictions in England, Scotland and Northern Ireland,

and are wholly impractical for the UK.

REFERENCE

Dutch Coreu telegram announcing their decision not to sign the

. Convention.

[NoTE.'.
Revisions have been underlined}

Foreign and Commonwealth Office and Home Office

9 June 1980
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DIFFUSION RESTREINTE
DISTRIBUTION GENERALE

-OBJET3s ESPACE JUDICIAIRE

THE NETHERLANDS INFORM THEIR pARTNERS THAT THE QUESTION OF
S|GNATURE OF THE DRAFT CONVENTION AMONG THE MEMBER STATES OF
THE EUROPEAN COMMUNITIES ON COOPERATION IN CRIMINAL MATTERS,
SCHEDULED FOR THE ABOVE-MENTIONED MEETING, HAS BEEN SUBMITTED
70 1TS GOVERNMENT AND THAT THE COUNCIL OF MINISTERS IN 178

e i g

SESSION OF 6 JUNE, 1988, HAS DECIDED THAT THE SAID DRAFT CON-
'VENTION WILL NOT BE SIGNED FOR THE KINGDOM OF THE NETHERLANDS
TAKING INTO ACCOUNT ITS CONTENT AND STRUCTURE.
" THIS DECISION |S BASED ON CONSIDERATIONS OF BOTH.A POLITICAL
AND A LEGAL NATURE WHICH ARE RELATED TO THE PRACTICAL
UTILITY OF THE CONVENTION, ITS LEGAL CHARACTER, 1T3 POTENTIAL
EFFECTS, ON THE FUNCTIONING OF CERTAIN INTERNATIONAL ORGANI=
SATIONS, IN PARTICULAR WITH A VIEW TO INTERNATIONAL :
AGREEMENTS CONCLUDED OR ENVISAGED IN THE FRAMEWORK THEREOF,
AND THE CHANCES THAT THE CONVENTION WiLL FAIL T0 RECEIVE
- PARL | AMENTARY APPROVAL. ' -
THIS DECISION 1S HOWEVER NOT TO BE UNDERSTOOD AS A CHANGE
'N EXISTING DUTCH POLICIES AND PRACTICES IN REGARD TO OTHER
HEMBER STATES IN MATTERS OF EXTRADITION. , e

FIN DE TEXTE./.
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EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980

ENLARGEMENT

Brief by Foreign and Commonwealth Office

OBJECTIVE

ile To make plain if necessary that the UK continues firmly
to support the accession of Spain and Portugal and does not
accept that the Community's internal situation provides
justification for delaying this.

POINTS TO MAKE

2. UK has supported and continues firmly to support accession
of Greece, Portugal and Spain,

3. Accession of Greece now assured, that of Portugal and
Spain should be pursued no less vigorously.

4, Community of course has internal problems but these must
be kept in perspective. Recent events have demonstrated
Community's ability to confront and surmount its problems.

Am confident that it will continue to be able to do so.

Do not believe that Community's internal problems
require delay in negotiations for accession of Portugal and
Spain.

BACKGROUND

s On 5 June President Giscard told a meeting of the Chambers

of Agriculture in Paris that because of problems over the
integration of ‘certain new member states' into the Community

it was 'right that the Community should give priority to finishing
of f the first enlargement before being able to undertake a
second'. These remarks have been widely interpreted both inside
and outside France as marking a change in the French attitude
to enlargement. Hitherto while not hiding privately their

doubts and the likely difficulties, the French, particularly

at the high political level, have paid 1lip service to the

desirability of Portuguese and Spanish accession (it has been

CONFIDENTIAL
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made clear that President Giscard's remarks do not apply to
Greece, which of course signed its treaty with the Community
over a year ago). The Spaniards reacted sharply.

6. The pretext given by President Giscard for delaying the
accession of Portugal and (in particular) Spain is not plausible.
The real French motive lies in the fears of French farmers that
they will suffer seriously from increased competition in,
especially, Mediterranean products once Spain and Portugal join.
The Gaullists and the Communists are already firmly opposed to
their entry and President Giscard appears to have decided, no
doubt for electoral reasons, that he also must take notice of
the views of his farming constituents.

Ts On 9 June Chancellor Schmidt, speaking to a Social Democrat

Party Congress, made a brief reference to enlargement in the .

course of a wide ranging speech. He said that unless things

changed in the Community (by implication CAP and budgetarv arrangements
it would not be possible to finance an enlarged Community.

Contrary to the impression given in The Times report, however,

he did not (according to a member of our embassy who was present)
endorse President Giscard's suggestion that enlargement would

thus have to be delayed.

8. It is likely to be in the UK interest firmly to maintain our
public support for Portuguese and Spanish entry. This rests
essentially on the political case for helping to consolidate
democracy in Portugal and Spain by welcoming them into the Community;
also our bilateral relations with them require a favourable

British attitude.

9 In the case of Spain these reasons are now reinforced by
the consideration that consistent UK support for the Spanish
application will be of increased importance to the Spaniards in
view of the new French attitude and this could help us to hold
the Spaniards to their commitments over Gibraltar.

10. At the same time it would not necessarily be against UK
interests if the French attitude indeed led to some delay in

the timetable for Spanish accession (on which our formal position

is one of support for signature of a treaty in 1981 and entry on

1 January 1983). We attach great importance to the review of

the Community Budget on which the Commission are committed to

make proposals by June 1981 and would not want this to be complicated

or delayed by the accession negotiations. Similar considerations

1d
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could apply when the Community reaches the 1% VAT ceiling

some time in 1981/82.

FOREIGN & COMMONWEALTH OFFICE

9 JUNE 1980
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10 June 1980
EUROPEAN COUNCIL, VENICE
12/13 JUNE 1980
UN LAW OF THE SEA CONFERENCE (UNLOSC)
Brief by Foreign and Commonwealth
Office
OBJECTIVE
1. Defensive: against the possibility that Chancellor Schmidt will
raise the subject, as a prelude to raising it at the Economic Summit.
POINTS TO MAKE
2. It is not yet finally clear whether a Convention will be im eur

e ———— B

interests overall; but a generally acceptable Convention would ksve

e —

strategic value to the West. And there can be mo safe sesbed mining

without an international regime.

3. Deep seabed mining. Aim is assured access plus the conditions
favourable to investment in a new industry. Text still meeds
improvement but we believéhzgfééienf_i;ﬂhow within resch.

4. The Council. A blocking vote for the maim producers/consumens
essential,

5. Community accession. Conference gemerally mot hestile. USSR
opposed on principle. Community shduld themefore agnee on & dnafs
provision which our main potential allies, eg the US, could bwy.
6. UK Continental Shelf. If Law of the Sea Conference is maised
by Schmidt: : express the hope thet the
FRG delegation will im future be more helpful than hithernts t® the
UK on the Shelf which is among omr primeipal imtenesisat tthe

Conference.
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BACKGROUND .
7. The Conference, which began its work in 1973 will resume in
Geneva from 28 July to 29 August with the intention of completing
negotiations and adopting a draft Convention if not this year, early
in 1981, The Conference has developed its own methods of work which
include two important innovations: consensus rather than voting has
been the basis for decisions; and the use of a multitude of separate
groups for negotiation. Both innovations have worked to our advantage
and have enabled us and others in a minority position to obtain
essential points we would never have gained by vote.
8, Community coordination for UNLOSC forms part of the Political .
Coordination machinery. Meetings at Heads of Delegation and expert
level take place regularly during sessions and inter-sessional
periods. Certain questions, in particular, Community adherence to
an eventual LOS Treaty will have to be submitted to the Council in
time. But there is no UK advantage in discussing UNLOSC at Council
level at present. The Germans may, howevecr, inform their colleagues
that they intend to raise the subject at the Economic Summit .

(Not 1o be revealed,) Our main coordinating effort across negotiations

as a whole takes place in the Group of Five (G5 - UK, US, USSR, .

France, Japan), and on seabed mining in the Coordinating Group (UK,
US, FRG, France, Japan).
THE SCOPE OF NEGOTIATIONS ANDPRESENT POSITION
9. The negotiations fall under fhe following headings:
(a) Traditional Law of 1he Sea issues (freedom of
navigation, territorial sea limits, archipelagic
regimes, maritime delimitation, ete)
(b) the 200 mile exclusive economic zone (EEZ);
(c) Continental margin;

(d) Deep seabed mining:
(e) Protection and preservation of the maTine environment
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(marine pollution);

(f) Marine scientific research (MSR);

(g) Legal issues (preamble and final clauses).
Of the above the texts of (a), (b), (e) and (f) are generally
acceptable to the UK. Overall they provide us with guaranteed
freedom of navigation worldwide, important for our defence
interests; confirm the management and exploitation of our fish
stocks within 200 miles; provide for more effective control of
marine pollution and an acceptable degree of freedom of scientific
research without prejudicing our navigation or offshore interests.
The Continental Shelf texts contain a definition of the outer edge
of the Continental margin which will confirm UK control of all
exploitable offshore hydrocarbon reserves, including in the North
West. The Deep Seabed Mining text, although not yet acceptable
in all respects in general represent$ a balance between the need
of the industrialised countries for secure access to strategically
important deep seabed hard minerals (copper, nickel, manganese,
cobalt) on terms conducive to investment by industry; and the G77's
more restrictive aims. Details of the proposed regime are at
Annex A. Nevertheless important questions remain to be resolved
in both the Continental Shelf and Deep Seabed mining negotiations.
In particular:
(a) Continental Shelf:

(i) The role of the proposed International Boundary

Commission in determining the furthest limit of

Continental Sheld rights.

(ii) Revenue Sharing: the amount of levy paid to

developing countries from Continental Shelf exploitation

beyond 200 miles,

(b) De® Seabed Mining:

(1) Decision-making in the Council of the Authority,

/in
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in particular the question of a blocking vote.

(ii) Production limitation: initiated by the land-based

producers, led by Canada. At present, while providing

a floor of 3% would limit deep sea production to 100%

of growth in projectd world demand.
10. A number of the pProvisions of a Convention could be expected
to impose financial obligations on HMG and other governments in
the event of signature and ratification. Details of the estimated
cost to HMG are annexed (Annex B). No final decision on whether
the UK should accede to the Convention will be called for until
the negotiations have been completed. Ministers are however .
expected to take stock of the negotiations and UK objectives before
the next session.
COMMUNITY PARTICIPATION
11, The Community has competence in respect of some of the subjects
under negotiation eg the management of fisheries (the 200 mile EEZ),
It has éccordingly been agreed in the Council that the Member States
should try to obtain a clause which would permit the EC to adhere to

a Convention. Such a clause is opposed by the USSR, The US are

anxious to prevent Member States not intending to accede from picking .

UP some benefits of a Convention through Community accession while
avoiding unwelcome obligations. We believe a formula can be found
which will satisfy the US. The remainder of the Conference is not
against EC accession though the Arabs have linked it with their
proposal to allow liberation movements to participate.

FRG AND UK CONTINENTAL SHELF

12. The UK objective of confirming the exercise of our rights over
the Continental Shelf beyongygbo miles EEZ has been consistently
opposed by the FRG, and to a lesser extent by Denmark and the
Netherlands, Despite repeated representations, drawing attention to the
importance of the Wwestion for the UK and the desirability of EC

/acquiesc
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acquiescence, if not support, in difficult and delicate negotiation’

in which we and other Broad margin states are in a small minority,

German opposition continucs,though that of Denmark and the
Netherlands has ceased. Various explanations have been aired:
dissatisfaction with UK performance in the EC; pressure from the
German fishing lobby; sour grapes (FRG has no Continental Shelf, and
a short coast-line and stands to derive little direct benefit from
a Convention) and the wish to apply an EC regime to the Continental
Shelf. Herr Schmidt himself is said to have taken a direct interest
in the question. It is not one on which we can afford to make

concessions to German opinion.

Annexes
A: Deep Seabed Mining Regime

B: Financial Obligations

Maritime, Aviation and Environment Department
Foreign and Commonwealth Office

10 June 1980
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. ANNEX A

DEEP SEA MINING REGIME
The main feature of the international regime, as it is likely

to emerge, are:
(i) An international organisation, the International
Seabed Authority ('the Authority+), will draw up a
detailed mining code regulating all aspects of deep sea
mining. (This will in practice probably be done before the
Convention comes into force by a Preparatory Commission.)
(ii) The Authority will then award mining contracts to qualified
applicants, who may be states or companies or an international
Enterprise to be established as the mining arm of the Authority.
The Authority's discretion in awarding contracts will be
narrowly defined. Under these contracts deep sea miners will
have to pay large contributions to the Authority which will

be used mainly for development aid.

(iii) In order to protect land-based producers the Convention

will lay down a 'production ceiling' limiting the volume
of production from the seabed.
(iv) 1In order to get the international Enterprise started
it will be given a number of important advantages:
(a) States Parties to the Convention will make
long-teérm interest-free loans covering half the cost
of one mine site and guarantee loans for the other half.
(b) The Enterprise will not have to make payments
1o the Authority for an initial period of up to ten
years.
(c) The Enterprise must negotiate for exemption from

national taxation.

/(d)
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(d) Other deep sea miners must prospect one mine site

for the Enterprise for each one which they have,

(e) Other deep sea miners must, during an initial

period, be ready to make their technology available

to the Enterprise on 'fair and reasonable commercial

terms and conditions'., A similar obligation, to which

the United Kingdom and other Western industrialised
countries object strongly, would benefit developing

countries.
(v) The Authority will be composed of a plenary Assembly, a
restricted Council, a Secretariat, the Enterprise and other
organs. The Council will have control over the exercise of most
of the Authority's important functions, and the Western deep
sea mining countries, acting together, will be able to block
decisions of the Council. They would therefore have negative
control over the Authority but could not, of course, ensure
positive action. This blocking power is the single most
difficult outstanding issue at the Conference, and the US
have so far maintained firmly that without such a blocking
power they would not be ready to adhere to the Convention,
(vi) A review Conference will convene after twenty years, and
may, by a two-thirds majority, change the system. (Dissatisfied

parties could denounce the Convention.)
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ANNEX B

UNLOSC; FINANCIAL ASPECTS

: DIRECT PAYMENTS BY HMG FOR THE INTERNATIONAL SEABED AUTHORITY,
THE ENTERPRISE, ETC

(a) The Enterprise

Under the present proposals the UK would be liable for
about 5% of the costs of the first Enterprise project. Any estimates
of these costs are bound to be speculative: but using the UK
companies' own estimates of costs of a similar project (about $1800m,
or in the range of $1260-234m) we estimate the liability to HMG as
about: £40m, half in long-term interest-free loans, half as guarantees

for loans taken out elsewhere by the Authority.

(b) ' The Authority

The likely UK contribution to the administrative expenses of
the Authority, until it becomes self-financing, is about £220,000 pa
for 7-10 years.

(e) The' Preparatory Commission

A Preparatory Commission is likely to be set up for the period
before entry into force of a Convention, with similar costs for 3-5

vears. Total likely contribution is therefore £220,000 pa for

10—15‘years.

(d) The Law of the Sea Tribunal

The UK contribution to the expenses of a Law of the Sea
Tribunal might be about £110,000 pa (5% of $5m pa)
(e) Training

There is also likely to be a Training Fund to which the UK

and other industrialised countries would be expected (but not, under

the terms of the Convention, obliged) to contribute,
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LOSS OF TAX REVENUE

If, in some form, full tax credit were granted for payments
to the Authority, as the companies request and as the governments
of their competitors seem willing to grant, there could be a

potential loss of tax revenue of £85m on each of the 1 to 3 projects

the consortium might undertake in the first 20-25 years of deep
seabed mining. If tax reliefs short of full tax credits were given,
the loss of tax revenue would be correspondingly lower.

It should bg noted that the 'loss of tax revenue' referred

to aboye is that compared with the hypothetical and 'ideal' case

of a consortium mining under US or UK unilateral mining legislation, .

and paying national tax only. While mining under an international
regime would have some profits 'taxed' by the Authority, other
profits especially in the downstream activities of transport and
processing would be subject to national tax. Thus despite tax
credits or allowances HMG should get net tax revenue from participation
by UK companies in deep seabed mining.
S PAYMENTS BY UK COMPANIES TO THE AUTHORITY

The proposed payments by deep seabed mining companies to the
Authority are related to profits and are difficult to estimate.
However, in the 'baseline casc' used as an example in the Conference,
payments totalling $574m over 20 years accrue to the Authority from
a single mining site. As UK companies have a 30-35% interest in the
Kennecott mining consortium, their share of the payments might
therefore be about £85m per site over 20 years.

3 CONTINENTAL SHELF: REVENUE SHARING PAYMENTS FROM EXPLOITATION
BEYONG 200 MILES

is
The estimateLcalculated on basis of present negotiating text
figures of 1 per cent of the value of the volume of production at
rate in the sixth year of production rising to 7 per cent in year

/12
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12 and thereafter. The estimates of possible UK reserves in the
Continental Shelf beyond 200 miles have tentatively been put at

275 million tons, wvalued at £30,000 million at current prices, of

which the UK tax take might be 70% or £21,000 million. Revenue

sharing payments would therefore be about £660 million at current
prices,
5. REMOVAL OF INSTALLATIONS

Article 80.3 and 80 require that all disused or abandoned
offshore installations on the EEZ or Continental Shelf should be
entirely removed. Complete removal of the structures now in the
Northern and Southern Basins of the North Sea are estimated at
£2,500 million, These costs fall primarily on the operators but
can be offset partially against PRT and Corporation Tax and would

thus cause an equal loss of tax revenue.
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