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FRESEHNTATION OF UK POLICY TOWARDS THE EC
brov
Many thanks for your letter ﬂfwl.ﬂﬂ’ﬁ;ril, which we discussed at
our Eurcpe Group meeting on 18 April.

As I make clear in my lettar today to Peter Lilley, I agree
that the next step ls to write to posts, seeking to involve
them in drawing up a strategy to put across our appreoach to
the ’social dimension’ and the other priority areas.
Officials are already in touch on a suitable draft on
employment issues, which I hope can include training and
health and safety.

I look forward to seeing you on 14 May.

I am sending copies of this to those who received your latter.

I

Francis Maude







Prime Ministop

I have read with Interest Douglas Hurd's paper of 11 Aprll on EC
Institutional Reform.

| agree wilth the general thrust of his analyses and, in particular, that il
we cannot prevent an IGC or a study group leading to an 1GC, we must

be willing to partiei;mtn-_ constructively in all its discussions.

On the overall gquestion of the Muture of the Community my own wview is
that we have not yet taken on board sufficiently the significance of the
:Jcrllapsn of communism in Eastern Europe and the 11|"-'.F|3F emergence of

L ——— —
plumjlst democracies and market economics. This must have profound

rr_utmf_.quum_m. for the future of the Furopean Community at least as

important as the defence and wider foreign policy implications.

= — e —— ="
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If parliamentary dnnmc-rﬁey and a Lﬂpnﬂ]mt economy  becomes established
in 'E:r.er:hl:rﬁt{nralna, Hungary and Poland it is inevitable that they will

apply for full E::Enmumi;g memherﬂh.lp and consider themselves eligible for

it. The imminent accession of the GDR to the Community as & result of
German unification and the likely consequential rapid growth in East

German progperity will increase the pressure from its [l-.a-_ig_hbg}_rs.

Some years ago we agreed to Spanish, Portuguese and Greek membership
not hecause of any likely Er'.nnnmirr benefits but bhecanse involvement in

the EDI]‘lI!I'IlIﬂlt]F would help nntrennh their new demccratic and Western

ide-nﬂty These cans:demu::mﬂ arae also relevant ta the new Central

e : -
I-L’uﬁ'l-psua.n demorracies
e —

In practice, full membership for Crechoslovakia, Hungary and Poland (I
exchude Ramﬂnm and Eu.ig'uriﬂ as being in a guite different and far more
dif ficult r_umgcrry} and 7 perhﬂps Yugoslavia could not come about for a
good few years as their present economie structure is woefully inadequate
- ——— — 3
to permit them to accept the responsibilities of Community membership.
| wvery much agree, therefore, with the proposal for Assodiation
agreements with them at this stage.

EML117L1




For the longer term a greatly enlarged Community including both them
and EFT!L munu*]c.s is inevitable and this would be to the United
ngdumh udvarnage We ‘have consistently argued -against the
agpirations of Delors and others for some kKind of Llruted SLLLLLr:. of
Europe. A European Central Bank, | a single European r_urremy.; u
g‘i*]é'nﬁy strengthened Commission or Parliament have been seen 48
antithetic both to our interests and to our vision of Eumn-e Instead we

!__

see AR A virtue a single economic market m-m-risﬂnp; with political,
culivral and national diversity. Soch a Community I8 more probable the

lower the Community grows.

The larger the Community the less likely it would be for others to seek to
move towards a ceniral government and a central parliament. They would
have to take into ﬂrmu-nl_ﬂ-m it would be much more difficult for any
gingle member state to expect to influence and help determine the
decisions of a central government or parliament and there would be
greater  erosion, therefore, of national soversignly and national
gensitivity. A Community of & or even 12 is small enough [or each
member state to assume that its government could play a decisive role in
protecting national interests when issues were being discussed or
determined by a8 more powerful Brussels or Strasbourg. With a

Community of 20 in a highly centralised Europe a powerful Commission and

—_— =
Parliament would be able to ignore individual national governments, even
those of the larger member states, unless they could act together. Even
France or Germany could see themselves constantly oulvoted in such a

situgtion and would be less enamoured by federalist ideas,

I suggest, therefore, that we should press for any analyses by the
Commission or othors of future institutional optivns o be laken forward
on the basis that the Community is likely, within a peneration, to
incorporate all the democratic market economies of Eorope and that
institutional proposals should fake that into account.

On certain of the specific proposals in Douglas's paper | would agree that
the Commission should be encouraged to seek further powers Lo
investigate fraud and that the Parliament's aspirations for an enhanced
role should be accommodated by increasing its responsibility for
gerutinising the way in which resources have been used and policy

EML11TLI 2.




implemented. The development of a role similar to that of the PAC at
Westminster would be a wvalusble, worthwhile {(and safe) extension of iis
powers that would be both desirable in itself and an alternative to its

more ambitions ideas.

[ am copying this minute to Cabinet colleagues, the Attorney Gensral, the
Chiaf Whip and Sir Robin Butler.

Lore Do
Op MR i

(_ 'EB‘J‘.JC‘LNMIL -._,rﬁ'n_r} 4 L*_,-I"_-l.-ﬂ,i‘_.’ }_')[ k;m
Banlh ‘Qo\—m'\\.\_\)-"t e s Qg in, E.L.jl

Scottish Office
27 April 1390
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ELTZABETH HOUSE
YORK ROAD
LONDON SE1 7TPH
01-934 D000

The Rt Hon Douglas Hurd CBE MP
Secretary of State for Foreign +
and Commcnwealth Affairs 21 AP 1990
Foreign and Commonwealth Cffice
Downing S5treet
LONDON
SW1hk 2AL
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EC INSTITUTIONAL REFORM =1 f & 1’

You sent me a copy of your minute to the Prime Minister of 11
April and the asscciated FCO paper.

I am broadly content with the line taken in the paper and
particularly welcome the emphasis in sections V and VI of the
paper on improving implementation and enforcement procedures and
financial accountability.

It is implicit in the paper that we should resist all extensions
of Community competence, and I am content with that, in
particular as regards any pressure there might be for extension
in the field of education. But the paper does not explicitly
address the guestion of whether there are areas where other
Member States might press for or be prepared to suppert
extensions of competence. I should be glad to have your views on
that.

I find most difficulty in assessing the advantages and
disadvantages of different forms of Treaty recognition of the
principle of subsidiarity. Annex D recognises that it is
particularly important to get our position right in relation to
areas that at present fall ocutside the Treaty, like education,
where there is continuing Commission pressure to blur the
distinction between action under the Treaty and informal
cooperation between Member States outside the Treaty. Once the
Law Officers have been able to consider the questions raised by
the paper 1 should welcome some collective discussion of this
issue.




CONFIDENTIAL

Finally, I should like to comment particularly on paragraph 4 of
Annex C. The recent decisions of the ECJ which have the affect of
allowing significant expenditure programmes to be adopted by
simple majority under Article 128 took many of us by surprise and
are clearly anomalous in relation to the scheme of the Treaty as
a whole. My Department has the impression that Commission
officials at least are almost embarrassed by the power this gives
and might well be prepared to recommend acceptance of a move TO
gqualified majority wvoting if this were part of a wider package of
changes. I hope that we shall pursue the possibility as
energetically as we can.

I am copying this letter to the Prime Minister, other Members of
the Cabinet, the Attorney General, the Chief Whip and Sir Robin
Butler.
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Foreign and Commonwealth Office

London SWI1A 2AH

26 April 1950
From The Miniseer of Stare

The Hon Francis Maude MP

Peter Lilley Esq MP
Financial Secretary
HM Treasury
Parliament 5tCreet
London

SW1F 3AG

Low Peftom,

MINISTERS* EUROFE MEETING, 14 MAY

At our meeting on 18 April we agreed that the next step
was for Departments to work up detailed plans with the
FCO in erder to influence debate in each Community
country on the six priority areas.

I therefore suggest that Departments should, before our
next meeting on 14 May, provide ocur EC Planning Unit with
a draft letter to EC posts covering each subject area. 1
would be grateful for these by 9 May. We are already
working here on letters on institutional and external
issues. (On the first of these, you and others will want
to look at Douglas Hurd’s paper circulated to members of
the Eﬁbinet on 11 April.) The Department of Emplovment

 are drafting a letter on employment, training and health
and safety. It would be useful also to have a text on
other social issues, covering health, education and
social services, and I should be grateful if these




Departments could contribute material for the EC Planning
Unit to pull together. The Department of Environment and
DTI would preoduce drafts on environmental issues and the
Single Market. The Home Office might contribute a
section on frontiers to the latter. You are reflecting
on the timing on EMU presentation.

The latters should, as did Tim Eggar’'s very usaful letter
of 10 April, set out the broad objectives of Government
policy and Whitehall ideas for lobbying in other member
states; and go on to ask posts to identify for that
particular subject a series of individual and group
targets for lobbying, particularly those outside
government. Our Unit will then start a data bank to
store this information in London. Part of the programme
would be for each post to pursue, but visits by Ministers
and senior officials will play an important part.

Each letter should also explain the sort of material
being worked up in London - articles, statistical
material etc; and it would be good if each Department, in
addition to producing stock texts, could have material
suitable for use in individual countries too. Posts will
be able to add lecal points themselves. We should also,
as agreed on 18 April, ask posts to identify inward
visitors to the UK; and to repcrt regularly on how the

programmes, once set up, are being implemented, though it
would be unrealistic to expect smaller posts such as
Lisbon or Luxembourg to report as often or in as much

detail a= the larger ones.




Agenda for next meeting

I do not think our next meeting on 14 May will need to
lock in any detail at these draft letters; but we should
take stock of them generally, and compare notes on
forthcoming visits and speeches. I think it would be
very useful if we had before us a comprehensive list of
all EC inward and ocutward Ministerial visits and major
speeches on EC themes until the end of July. I would be
grateful if Private Secretaries would let Nicecla Brewer

have information on this for your Department by 9 May.
We agreed last time that speeches in EC capitals should
highlight failures of implementation and compliance in
other member states.

We might also, on 14 May, lock ahead, as we have at
previous meetings, to future Councils and presentational
opportunities and problems. {(The three iceberge ahead

sighted at our last meeting were:

a) slow progress on the Single Market under the Irish
Presidency, and the consegquent risk that the 1992
programme might well not be completed on time;

b) East European students would increasingly want to
come to Britain, including under the Tempus programme; 1f
charged full cost fees (unlike EC members) there could ke
criticism of HMG; additional government funds might have
to be found to facilitate East European scholarships;

¢} we faced High Court action in June on egual
treatment of pensioners, in a challenge by the Egual
Opportunities Commission; this might ke referred te the
ECJ for non-compliance with the relevant Community
mhligatiunsj




We have taken up with UKREP Michael Portillo’s
suggestion of making better use of ‘A’ points: they will
ba on the lock out for them, but Departments should also
of course be on the look out for such opportunities.
Departments will also want to consider, particularly in
the run-up to Councils but more generally too, whether it
is better to brief journalists in London or Brussels.
Press Officers should keep in close touch with UEREP
about this. What cannot be done in Brussels is to brief
leader writers, where we suspect a more pro-active effort
in London would be productive.

I look forward to seeing you and other colleagues on the
14th. Could your Private Offices let mine know whether
you will be able to attend?

I am copying this letter to Tristan Garel-Jones, Malcolm
caithness, David Curry, Tim Eggar, Eric Forth, David
Heathcoat Amory, Douglas Hogg, Gloria Hooper, Robert
Jackson, Peter Lloyd, Michael Portillo, John Redwood and
Gillian Shephard, and to Charles Powell at No 10.

Francis Maude
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I read with great interest your 1 er and its enclosures
proposing a4 strategy for the run up to the Inter-Governmental
Conference at the end of this year.

Of the many matters raised, that which 18 of most immediate
concern to me is the possibility of extending further qualified
majority voting within social policy. Paragraph 15 of your paper
ocbserves that there will be no advantage to us in making changes
on social poliecy. 1 agree. Indeed there would be considerable
disgadvantage. We have to face the possibility that there will be
substantial pressure to proceed with the social action programme
proposals, and in dua course other proposals, which would involve
the imposition of considerable burdens on employers in a way which
would tend to destroy rather than create jobs. We may well
therefore need to retain our veto in this field if we are to
resist the damaging consequences of such proposals. Nor do 1
think that the extension of the cooperation procedure to the
European Social FPund is acceptable.

Howaver we should take advantage of any attempt to extend
qualified majority woting in the meantime to point out that any
such proposal to make a change implies that unanimity is needed
for social measures at present (apart of course from the limited
excaptions specified in the Treaty).

As to the role of the European Parliament I wholeheartedly agree
with the conclusion set out in paragraph 4 of your paper that we
should reject demands to increase its control over the Council.
But I also agree that there would be considerable benefit in

LTy
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offering the Parllament a greater role in achieving better
financial accountability of the Commission as suggested in
paragraph 30. In that context I think there is a good deal to be
said for the proposals contained in paragraph 32 of the paper.
Indeed if one wanted to make further suggestions for enhancing the
role of the Parliament, it might be possible to include a specific
role in scrutinising the extent to which the Commisgsion’s
programmes provide wvalue for money. In practice this would
probably not go wvery much furthar than the effects of the
suggestions made in paragraph 32 but it might have presentational
attractions.

It may also be worth considering whether the Court of Aunditors
should have more of a role in this area. While I am not
suggesting that the National Audit Office necessarily provides an
ideal zrole model, it may be possible to include something of its
flavour into the Court of Auditors. Perhaps this idea might be
included in any work that is taken forward by your Department and
the Treasury in accordance with your proposal in paragraph 34.

The paper touches at paragraph 26(d) on the role of the Parliament
in the area of implementation and compliance. Although this may
adppear to have some superficial attractions I think that the
practical applications might very well work to our disadvantage.
I cannot believe, for example, that the painstaking negotiations
with the Commission which eventually led to a resolution of our
differences over the implementation of the Drinking Water
Directive in the context of the Water Act would have bean helped
had such an explicit role been accorded to the Parliament in these
matters.

On the subject of control mechanisms, we might also look at the
Committee structures within the Commission. In the employment
field, the Commission has considerable discretion over the
management of funds once agreed, for exampla, for training
programmes and for the European Social Fund. Where committees
exist they are often ineffective, either because they are purely
advisory, or because their membarship includes representatives
other than Governments who are not sympathetic to our wviews. A
review of institutions could therefore also consider the
structures and powere of these committees.

On subsidiarity I agree that we must now explore how the doctrine
may best be formalised. As you know, I think that the principle
is fundamental te what we can and should accept in the employment
fiald. But others, including tha Commission, have tended to
interpret the principle as allowing the Community to propose some
kind of framework, within which member states are free to
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implemant action. In practice;, this has meant that even where
othar countrias are prepared to SUpport us on the
principle of subsidiarity - and there is a widespread distrust of
the Commission - they have still subscribed to declarations of one
kind or other on topice on which we believe the Community should
have no say at all.

I also agree we should lock more cleosely at implementation and
aenforcement. I havea already secured Commissioner Papandreou's
agreemant that the Commission will report reqularly on member
states’ record of implementation of those social measures already
agreed, along the lines already practised on tha Singla Market
Programme. Howevear the problem is complex; and I would want us to
reflect further on whare our advantage lies befora committing
ourselves to a more interventionist role for the Commission.

I am copying this letter to the Prime Minister, Cabinet
colleagues, the Attorney Ganeral, the Chiaf Whip and to Sir Robin
Butler.

& l-.n.d._.- Eara)
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MICHAEL HOWARD
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Ref. A090/986

PRTME MINISTER

e Cabinet: Community Affairs

&
F

The Foreign Secretary will report on the informal meeting of
EC Foreign Ministers on 21 April. Main EC points were:

on German unification, general agreement with the

Foreign Secretary's wiew that the 28 April summit
should set clear procedures, but not become lnvnlved in

detail. The Fnr21qn Secretary strezsed the naﬂd for
'thn cnuncil to he consulted thruugh the negntlatiﬂns,

a Presidency suggestion that political union should be
discussed over lunch at the 28 April summit, by Heads
of Government alﬁ;;? The Foreign Secretary sounded a
note of caution: the maln subjects of the 28 April

meeting were Germanf and Eastern Eurcope, and it would

be a mnistake to seek. to cover too much other new
material;

the French tried to settle the site and director of the

: —— — L
EBED owver dinner; several member states objected;
Presidency to reflect on future handling.

2. The Chancellor may report on the 23 April ECOFIN Council.

The main points were:

useful discussion of the EBED: the Presidency confirmed
that only Paris and London commanded sufficient support
to be considerad as serious candidates for the site.

Main French concern is that Attali should be President;

the Chancellor, with Commission support, called on
ECOFIN colleagues to give a clear message to




agricultural Ministers about the need to keep the
budgetary coste of the CAP price-fixing in checksy

further explanation by Herr Walgel, adding little to
published information, about plans for GCerman economic
and monetary unioen.

Future meetinqa are:

Agriculture Council, 25-27 April
informal meeting of Bocial Security Ministers, 26-27 April

informal European Council, 28 April.

len.8

ROBIN BUTLER

25 April 1990
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EC INSTITUTIONAL REFORM

1. I have read with great interest the papers attached to your
minute of 11 April to the Prime Minister. 1 welcome this
preparatory work., There iz a dilemma in participating actively
in the sort of discussion now likely to take place on
institutional reform : the more we make proposals, the more we
are assumed to accept the ultimate objective of political union.
But, given the vagueness of that concept, and the fact that other
member states disagree with each other about what it means, I am
sure you are right to signal our willingness to put forward our
own ideas as altermnative solutions. Indeed, there i=s mach to be
said for launching these soon s0 as to maximige our chances of
forming alliances with other member states such as France and
Luxembourg who - on some issues at least - may share our views.
You may like to have a preliminary reaction to your paper before
this weekend's Summit, though I vnderstand that the discussions
there are likely to be largely procedural, and that we will have
a further opportunity to consider the issues you raise.

2. Before commenting on the datail of your papar, I think we
need to have clearly in mind the sort of e Community we want to
sea Aand the institutions we believe necessary to achieve it. In
my wview, we should now be more open in saying that we favour an
enlarged Commmnity after 1992, forming an effective and open
Single Market and responsible for its commercial policy with
third countries. Within that enlarged Community groups of member
states could, if they wished, go further in integrating e.qg. in
social policies, currency management and economic union. I would
see this as a variable geometry rather than formal two-tier
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system : it would be important in our relations with non-EC
countries that the basic unit is seen as the wider Single Market
EC.

3. With that background objective in mind, 1 believe the
fundamental issue we need to tackle is subsidiarity. The
Community must have the clear power to deal effectively with all
issues relating to the creation of the Single Market and with
our commercial relations with third countries, as well as with
ongoing Community Business {agricultural markets, state aids
etc). Other issues are for the member states acting singly or,
if they wish in collaboration. I recognise that this means we
must be firmer in insisting on a definition of subsidiarity : as
we have seen the Commission are often able to find Single Market
justifications for their ambitions in e.g. health policy. The
subsidiarity clauses must therefore be very carefully drafted : I
hope the Law Officers cam scrutinise them closely. The draft
gshould offer limited powers to the EC, not define general powers
the EC allows national governments to operate.

4. Ifﬁ?ﬁuld confina the role of the Community by suitable
clauses, I would be more relaxed about finding ways of making the
Community both more accountable and more effective. I am

increasingly struck by the lack of accountability at the heart of

the system. The Commission, unelected to start with, is not
properly accountable to anyone; the Parliament is in the
irresponsible position of being able to spend money while having
no responsibility for raising it; individual members of the
Council are accountable to their national parliaments, but this
control is exercised weakly in most member states and can, in any
case, be over-ridden by qualified majority voting. One result is
that all of the central institutions of the Community are
centralising in tendency and there are none of the checks and
balances that exist in national constitutions - whethar federal
Oor not.

3. My last general point is that, if wa fail to tie the basgic
Community as much as we would like to an economic/commercial
role, our second line of defence should be to put more cbstacles
in the way of the Community's legislative activity. Once the
current reforming thrust is over, I think this will be in our
interests. Further development of the Single Market will depend
much more on effective exercise of the Commission's guasi-
judicial function (state aids, competition policy etc), and on an
open trade policy than onm new legislation. I am not suggesting
that we can or should stop legislation entirely - but wa can slow
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it down by making the process more deliberative and accountable,
{and can dress this up in language acceptable to our partners
about quality of legislation and accountability).

6. To summarise, then, I believe we should now cease to be s0
reticent about EC enlargement, and should be prepared to accept
the development of variable geometry within the basic, wider,
Community; we should use this opportunity to restrict the
legislative role of the EC to its genuine Single Market
functions; if we succeed in this, we should be willing to look
for ways of increasing accountability at the Eurcpean lewel: but
if we fail, or only partly succeed, we should lock for devices to
make the Communitys legislative activity more deliberative, while
leaving a free hand for the Commission in its guasi-judicial
capacity.

7. On the specific points in your paper, I have the following
comments and suggestions. [ am mot putting these forward as hard
and fast proposals but suggest they could be examined in mora
detail by officials.

Cecision Making

B. I think it would be a pity mot to put forward any ideas for
making the Commission more accountable to the Council. In
particular, wonld it not be possibhle to institute a more formal
monitoring by the Council (or sub-groups of it) of Commission
administrative actions? 1 think this could be more effective
than increasimg the Parliament’'s role in financial
accountability: after all, it is the members of Council who raise
the money, not Parliamant.

9. 1 am not convinced by your arguments on the Commission's
right of initiative. Depriving them of this should alsc enhance
the Council's role. Would it not be possible to taka away their
exclusive right-i.e. allow the member states to put forward their
OWn proposals as well as the Commission? [ can see the snags,
but, on the other hand, a more general right of initiative would
make the Commission less over-bearing. 1 envisage that such a
right would be limited to new legislative proposals, and that the
Commission would retain their existing prerogatives on current
business (e.g. external trade). The right could perhaps be
restrained a little by reguiring the general principle af any
member state proposal to be approved by OM (or unanimity when
appropriate) and then to treat it as a mandate to the Commission
to produce detailed proposals.
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10. On similar ground, ] wonder if we might propose giving the
Council power to amend a Commission proposal by OM instead of by
unanimity, as at present? This too cuts both ways, but would
again clip the Commissiomn's wings without hamstringing them too

much.

11. 1 think we might also make proposals relating to the guality
of EC legislation, a point which we have raised in the
deregulation context. The speed of Community decision-making is
now such that issues sometimes do not get properly considered and
genuine concerns are ignored. The result is unclear or
conflicting legislation. 1 have two suggestions:

i a formal requirement on the Commission to consult
intarested parties on particular proposals; to say who
thay have consulted; and to record the results of the
Consultation. (If this was coupled with abolition of
the Economic and Social Committee, so much the better,
but this may not be practical politics):;

a requirement, once the Ministerial level is reached,
for all proposals for amendments to be submitted in
advance in writing, so making Council legislative
procedure more akin to our own Parliamentarv Bill

procedure.

12. Both would slow the legislative process down, but as I have
said above, I do not think that is necessarily a bad thing - and
there ought to be a real prize in improved and clearer
legislation. They should also work to UK advantage as we tend to
be better prepared than other member states.

Accountability

13. Thig is a most difficult issuve. I am sceptical about how
far national parliaments, acting at a national lewvel, can call EC
institutione - particularly the Commission - to account. It
might bhe salutary for Commissioners to be called to answer
questions in our own Parliament or before our Select Committees,
but elsewhere in Europe they would probably be egged on to
greater excesses! 1 am doubtful therefore about your idea of a
Solemn Declaration. Again, so much depands on how far we marnage
to tie the Community's role down through an effective
subsidiarity clause. But as I mentioned at paragraph 8 above I
think the best way to improve the situation would be to have
officials, sitting in Council Subcommittees. monitor and guestion
Commission representatives on a permanent basis, reporting any
inadequacies to the Council for action.
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l14. I do not disagree with your ideas, but I doubt if they will
be very effective. A more credible sanction might be withdrawal
of EC benefits (perhaps after failure to comply with an ECJ
judgement). [ hope officials can give further thought to ways of
increasing pressure on this importazt issue.

15 I am copying this letter to the recipients of your minute.
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Prime Minister
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STATEMENT ON THE 1990 COMMUNITY BUDGET

The Treasury is committed by an undertaking to the PAC to publish
an annual White Paper on EC Budget each year. 1 attach a final
draft of the 1990 edition, which we intend to publish on 26 April.

The main points to note are:

(1) the UK's net contribution to the 1989 Budget was
£2315 million, around £350 million more than forecast in last

@ Paper. (Thies years contribution is estimated to

£2175 million). The fact that the figure has topped

E2 billion for the first time is likely te attract comment in
the press and at Westminster. Detailed briefing is in hand;

—ai

(ii) the 1990 Budget procedure was dominated by
developments in Eastern Burope. This is likely also to be

the case as regards tha 19%1 Budget. The Financial
Perspective (which sets out Budgetary ceilings) will be
revised to allow for increased expenditure on aid to Eastern
Europe;

(iii) because of underspending on agricultural support in
1989 there will be no need to call upon the new GHP-related
fourth rescurce in 1990. Further underspending on
agriculture is in prospect this year;

{iv) by the end of 1990, the cumulative value of our
abatement under the Fontainebleau mechanism will have reached
about £7% billion.

Tl Sty
I am copying this letter and the draft to the Private Secretaries

to the Foreign Jecretary, Minister of Agriculture, the
Lord President and the Chief Whip, and to Bernard Ingham and
Sir Eobhin Butler.

S

LN BUCKLER
Private Secretary
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Statement on the 1990
Community Budget

Presented to Parlizment by the Economic Secretary
to the Treasury by Command of Her Majesty
1990 ;
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The 1990 Budget of the European
Community

Following a recommendition by the Public Accounts Committee (28th Report,
1979-8() Session ], the Government agre=d te prasent an annual stalement giving
details of ench Evropean Community Budge:, both pfter its sdopticon and after
the cutturn was known. This White Paper, the tenth in the series, covers the
adopted Budget for 1990, semoyuent amencments to that Budger and the
outturn for 1989 and 19RE, The sialernent also provides information on the
United Kingdom's grows and nct contribation to the Community Budget over the
years 1987 tn %MD, The lotesi Public Expenditure White Paper (Cm 101K,
Chapter 200) provides similar information, but ona UK Ainancia] yeur busms,

2. The Communmty's budgetary termirglogy it explamed in the anncy

3, The 199 Budget was Ihe scomd 1o de subjeet from the vulsel o the
arrangements for budgctary disopline agreec ot the Brussels Furopean Council
in February 1985, and 10 he Inter-Institationas] Agreement (TTA) of June 988
berween the Counal. the Ceommission and the European Parament. An
integral part of the [TA is the firarcial perspecrive incorporating annual seilings
for commitments and paymens aver the perind 19388-92, and sub-ceifings for
comumitments relating o sy hrogd categories of expe nditure,

4. The following table compare the ¢eilings and sub-cailings in the financial
perspective with the corresponding levals of provision in the 19890 pretiminary
draft Budget (PDB) and the Budge: as hinglly adopted,

ol o g [meee )

Fipurcia AFH ]
Perapyetivg Mk rdepred Bodgel

v el

Agnaaltural guarantes L L F (P T
Siruclufe aciions .. LM LE.513
Multl-nnmua policies L [ im? i |
(Hvar podicies fLE R i L AS
Bepaymentypdmonisimition o ] 4,719 4RSS
Munerany seadive J AN 1.7a
TOTAL L 44K 4 8T

Faymenis
TOTAL A8 * LI L

5. In terms of commitnents, the adopted Budget is 4,458 mecu (£3.184
million*) below the overall coiling i the financial perspective snd 75 mecu
{£5%4 million) below the PDB o werms of peyments, the shorful's are 4,343
mecu (E3_ 138 million | and ' micu (£07 million) respectively.

e I

' rr.lpu:hm-:r tha AR |.-h|.'I|J||':m“': o 4-|.|.-; i u.u.u:J'Ej
Y nglades ain Sle il o wl-an I.IT'}—
=

i




1990-04-83 13862 MetcalfeCooper 01 221 B362 P, B423.04.90 88:42

‘:II—I ul-.l-l.-rﬂ VL e Uil R R G UsR WR D el T iR & | S II il b LT WC LA SIEE. M LAEE ST

|
|

T g ajipl

L
4
]

‘-nq-h-ru-

A g e —

6. ‘The PDB. proposed by the Commission on 15 June 1989, provided for
commatments of 455903 mecu (£ .93 million), payments Of 46, 792 mécu
(£33,423 million) and lor an own revources call-up ate equivalent o (.59 per
cent of Commumity GNP the annual sub-coiling for 1990 in the Own Resnurces
Decision of June 1988 {Cm 419) i 118 per cent of Community (GNP

& o

b — s

7. The Budget Council estahlished a first raading draft Budget on 24 July 1990,
Commitments tatalled 48, 194 mecu (£34,424 million ) and puyments 46, 135 mecu
(£32.956 million), Around half o the reduct on by comparison with the PDB was
in pravision for obligatory experditure on sgricaltural gusrantee. Almost all of
the remaining reduction wiss in provisian for son-obligatory expenditure on
research and development and olher policies. Jhe draft Budget was then sent
the Esropean Parliament.

8. [n advance of the Parliament's fire reading, the Commission issued two
Letters of Amendment ta the PO

e e e

—the first provided for mssistunce of 20 mecu [E143 million} towards rhe
economic restructuring ur Pelund and Hungary. The Commission twok the view
that this expenditure should be o top of the relesant ceiling in the finuncial
perspective and acevrdingly muluded it the Leitgr of Aunendment o popitive
reserve of 200 mecu. This was o sop gep. 20abling the cxpenditure 1o go ahead
pending & formul revision oF the perpective. The Conimassion’s original ien-
ton was Lo propose such « reviesn m Febraary 1990, In the event, an earlier and
bigaer revision was agreed (paragriph 13 helow);

—the purpose of the seeand | ctter of Amendment was to budgetie, or hring
10 acegunt, savings of around A0 mecu (£571 milaon] in agriculturnl expendi-
ture in 1989 which had hoen traasferred wi the monstary reserve. This reserve,

which was agrecd as parr of the [UHE I"in-m;inig packuge, is syminetrical in

operation, 1t allews for cxpenditure cn agrcultural support of up 1 1L0KK)
mecu (714 million ) abiree the Vingneial goiceling if (snd only iR this is recded
us & result of the ecu apprecating aga et the dellir by more than o spocified
amoant, Conversely, Budget iopropriations -[uprﬂ (¥ mecy which are no
longer necded Following an appreciation of the dallar against the cou mus be
transfersed (o the roserve. Thes laites situation arose in 1989, leading mo a
surplus which, when carried forwnrd 1 1990 has the effect of reducing
member states’ contributions o the Budger for that year

e

9. The first Letter of Ameadroent was established st the ECOFIN Council on
9 Qcxober. The Council decliced that it would in due course agree 10 the
prnp-rrur:. revision of the finantial perspective for 1990 as long as this was
confined to the amount of the wid package for Polund and Hungury.

= -
e

=

10 The second Letter of Arigndment was not considered hy the Budget
Counci] until November, Hetore then, on 26 Oeteber, the Parliament zave its
first reacding to the draft Budgel. The Parliament soted for amendments and
modifications adding around | 202 mecu (E459 millon) in commitments and 993
mecy (£70Y million) @ paymems W the drali Budget, Particular amendmenis
were ym imcrease of 100 meo (€77 muellam | in e package of soonomo issislange
for Poland and Hungary (Fringing the tota to 30U meco (£214 million}): the
removal of the negative reserve of 200 mezu 1o which the ECOFIN Council had
3531:1;:] on ¥ O hq_r, and the atroduction of whal the Parhament called an
“operational reserve” of 145 meca (£132 milhon) abave the relevant ceiling in
the financial perspective. In effece. the Parliument was bidding for an early
reviston of the perspective w o stcommadate expenditure of around 445 mecu
{£346 million) above the celing for “other polices™ in eategory 4.

= —r i

11 Atismeeting on l4 November the Badget Counctl ugreed to increase the
abd package for Poland and Tungary oo 500 mecu am! realficmed i imention to
accept & corresponding revision of the fingnoal perspective, But (he Council
removed the Parfiament's operational rescrve of 135 mecuy, therehy signaliing
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g = o whet, in relabhon te the 1980 By get, it wis not prepared to seeepl o revision of the

‘15' ' perspective for any purpose other than pid 10 Castern European countiies. The
Presidency was gives aomanibiv g for negotighons weth the Parhament under the
process of co-decision provided tor in Articls 200809 of the Treaty of Rome

€. As regards the Seoomd Lioter of Amendment, the Nevember Council
decided (o bring to account the whole o the estimated surplus for 1VRY, oot fust
that parl of it which stemmed from the frunster of agricultural appropristions
into the monctary reserve. The lignre proposed by the Commission s ageiord-
ingly increascd from RN e L-—H--I-Hq-bl-:«rﬂ-u: [ K meca (E1, 286 millon )
Member statex” vomtributions i the 1991 Budget were correspondingly reduced.
However. even The Couneil’s gstimate waderstaled the sctual surplus amd o
further amount has sinee been brought W poeount in o supplementary Rodge
(pucagraph 16 helow)

13, MNegotigtions between the Coundil and the Pefliament ook plice in the
mﬂrg.ini. of the Parframent s second reading of the Budgel on 13 December, The
eventual deal invirlveed arimmedinte incraase of 300 mecu in the relovant codling
of the finznaal perepective o cover expembitune on ad o Poland and | lungary,
an ncrease of around &b o (€] Iﬁ' mllion) i the 1otal of non-obligatory
expenditure to which the Novembor Budge: Council had agreed: and. it the
Parllpment's insiste nee. o neginive resere o M8 meagreiating o vitepors 4 of

the perspective, {,h_ ﬂ‘f-ﬁhﬂ.m}

14, The Counct approwviid this package by guulified majority, The L'k voted
against bedhuse o vould nadl oocupt the szgative reserve. The reserve will b
extinguished in the vcourse of 90nd therefors will not enable higher evpend:-
ture than would otherwise hivee boen the eose. The Government noenctheless
took the view thal recours ol acgatie soserve [which s provided for in ihe
Community’s Financial Rogulation ) was not appropriate as regards expenditurg
needs which couldd have been firseon whea the fimsncial perspective was deawn
Up in 198K,

15, The 1) Budee: av pdopiod provadss Bor coamitments of 35837 mecy
(£34.476 million) snd pasmenis of 46658 mecy (E23,356 million). ORlgsiory
up:ndllun: i 3917 mecy 22T milliem ) i x,n| e tments and 31,890 mecs
(£22.779 ‘millien) m pavments. Non-chligalory cvpenditure s 1920 mocu
(£12 H‘JE million} in commimonts nd 14826 macu (£ELLSNE million} in pay-
ments. The own resooroes cell-up rate i€ 2guealent (o G910 per cont of Come
munity GNP, some 12,787 meeu (90 130 miliom } bolow the amount mnplicd by
the sub-cethng of 1 18 per contof Commuriiy GNP '

I, Twosupplemeniory Budpes bave beer presented for 199

==fhe first (alrcady wdostod | inseribes 3 aken enlry covering a If'-.-|1'.r||||||||}
guarantee for the fira tranghe - wetaliing 350 meco (£250 million i—uof o
foprrowing programmee di procide medivm wem financad assistanee 1o
Hungary,

—the second (hkey b adopied song peonipletes the provess of budpetising
the [9NY surplus. The dutrurn Dgures fac the surplus is 5105 meco (£ 0654
million), Of this, 1800 teey (01284 malfon ) was broaght 1o aoceunt in the
19 Bodget procedure (peaagraph 12 above), che supplementary Buduet
covers the remainiag 2. 35 mecu (42 36E mellicn ).

17.  The Commission his proapoesed o further ineresse in the relevant ceiling of
the finaficial perspective Do cater tor expemdture o9 ad (o Eostern Tunope in
19980, The insredse Wals IR cwon ool (e 300 mecu agreed duting the PR
Budget provedure. The proposil s Being comsiderzd by the Council o the
Parliament.
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18. Tubles t and tA show cnnmatmen s anc payments for the years 19790 in
écu and sterling: the lgures T 1987 snd 984 are based on outiurn smformation
and have been tken frem ahe Court of Auditors’ annual reports and the
Commissien's sudited accounts, The ligures For TOEY and 1990 ary taken from
the relevant adopted Budgers. In summoary. provision for paymentsin [990 15 5s
foilows; —

wollwin I
it Limtligen mnl helges
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19. Tabes 2 and 2A shivw cslimated dross eontributions to the "85 Bodge
afier allowing for the VK abatcmen Custeras duncs {including duties on vl
ind steel importsk and agrcalforad levies. net of the W per denl deducted by
memher states toy covier colbactinm costs, are estimuted at 13,633 miecn (9 738
moion). The UK s share is some 284 perceat Totwe VAT contributions taking
aczount of The copping of the VAT base ut 85 per cont of GNP ure 27 646 mecu
(£19 747 million),

M. The UK's Wa T abatemert oo (9w 2245 meca C£1 A8T million ) compris-
ing 2. MiE mocu in respoct ol the 194 Buedpct, eormectons of & mecu amd 5 meco
due rooverpaveent of abatemaent o eespeet of |96 and 1987 respectivels and on
adjustment of 4 o b el the DK s GonlnibBution o transiional relfomds o
Spain uml Portagalin respeet of their comie ket ons o the LIS abwtoroent. As i
result of the abatement the VRS VAT coniribation rute is same 00,72 pee cent
compared with 4 uniform oor dwerage) e in the Commumity as a whole of
around 1.22 percent. The VR shoane of wnad VAT contributions s L2 00 a6 et
compared with 25 6 pe-cent i Cormans, 22,4 per c2nt for France ind 104 per
cent far Hily

L]
B

e ——— - 't
e R

21, Comtramahons onder the GRS - based fivarsh resowres will not By needed i
respect of the 199 Budga

—

il

2 e UK s share of lolal coninbulons {(afer pitement) is B50 pwer cent
compared with 26 Uper cent Tor ficrmar v, 1 K per cont for Frunce and 1510 per
cant for [taly,

33 Table 3 shows the UK s omirtbaituen = and FECgipts from the Cosununiy
Budpet in the vears TORT to 1%L The fipgures for 1U000ane gstimates. 1 conirsl
with the budger fgures in Tubic | and 2. the rigures i Table ¥ are on w
“paymentsTor “cash flow” basis, seprecenting the actual sumy contributed or
received by the UK during the seard in gaesiion, not simply the vontributions
and Feceipls aastenalvd wath the Figdgiety Ior IP.05¢ years.

= .._ii...___

-
R LT

24, Onhese assumpiions bk 3 contans an outtaen figure of £2,315 a'hon
for the L K's met contbribsut wer o thie Comyrmuniey I'!-l.h_'g-c:r ir T9RY This compures
with the extimute of £1.0eH malboe i Dasd yoar's White Paper (Om 6&d1) The
follorang tablo sinrmarmscs The moamadifferenacs butwéen forecast and veat larn
Tabde 4 gives further dotuils

]
£
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25, On the contributions sike, highe - thun expected paymenls o levigs mnd
duties (line 1 of the table p argeiy reMeet booyvaat domestic demimd snd imports
The VAT/GNE adjustment (line i relates w the 1988 Budget and wis mode in
the light of outiwen informithen on the actual level o the VAT and O8N F Basesin
the UK and ocher member soites. Again, the busyancy of the UK coonomy
aeceunts for the higher thas expucd adjustiment

%,  Asregards receipts. the shortfall i respectof sgeoultural guaranics (ine b
of the table) reflects Pwo paaie faglors, Tawer than forecast expen.iure by the
Commission {which will maean that the UK's contribution in 190 will By [evweicr
than otherwise ) and cxchpnps e movements which served to reduce the UK
share of agricultural fuscipts o1 the fourth guarier of 1989, The shortfall i
respect nf the siructimal Nevds (e 7 of B Lalvle ) relates maindy to the Eurepean
Regional Development Fund ard o largely o fenction of timing, Receipes which
had been expected in 19849 Ruve sipped anie 19590

7. The UK's net contribution i 1997 1 cxpectad ta be £2,175 millivn, some
£14) million lower than in 1987, The maim Fazhors are:
(i) the absence of GNP-reloed pavvients undes the fourth resouree, This is
beguuse the sueplus carted forward from the 1989 Budgel reducs the
need for new coniobutions i3 1PEsee paragraph 16 above

-

- . e

(i) higher recerprs. due parily o the urwindicg of the uming Fators men:
ioned in paragraph 26 atove,

(i) # higher abatumen, mainly belause the 1989 Budget - to winea the
anatement paid in 1980 relntes - was considerably bigger thun the 198K
Budget.

(v} a partly offseting mers e in VAT relate contributions resuling [rom
the hugyancy of the LUK comomy

s e e TR
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‘Table 1

Expenditurc from the Community Budget
Commitments and Pavments by Institution and

Type of Expenditure
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Table 1A

Expenditure from the Community Budget
Commitments and Payments by Institution and
Tyvpe of Expenditure
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- Table 3

United Kingdom contriburions to and receipts from
the Community Budget
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N European Community Budget

The rules which definc the structure aned implementation of the Communiy
Budge! ard™n the main to be Bownd in Part 3, Titde 11 cf the Treaty of Roae and
the revised Finuncial Reauianon of 13 March | 990,

ree——— e ol

2, Thereare several impsrtant dilferenees berween the Communiy's |1-u.;Jg4;I.
ury process and that of the U7 The LIK presents s poblic expenditu e plies in i
multi-anpual form. while the Community’s Badgen relutes only o a single vear
and includes a statement om revenue The Community's finamcial yeer runs [rom
| Jumuary (o 31 December

T

3. The Budger distinguishes between appropristions for commilments yndd
wppropriations for payiments Commitement appropristions are the ot aee of
legal obligations which can hwe eriered into during the current financial yeur for
uetivilies which will lead to pavencers in the carrenl and future financial years
Pavmenl appropriations are the amount of money which is availahie 1o be speat
during the year ariang from commitmests entered into the Budgets for the
current or preceling years, Vsl puymont apnropriations may, in ssveprion
sarcamstances, e carrisead forsagee o the fodlowing vear,

4. Communily expenediture s ryparded ax etther “obligatory™ or “non-oldga-
tory” Obligatory expenditane i osperdi e resulting from the ‘Treaty of Rome
or from acts adopred o mecordi noe with the Treaty. [ manly meludes agricul-
tured guarentee cxpemditure = maading «tock depreciadion and the monciary
reserve — some agneultural goodince expanditarg and cebutes of VAT und
national financial contributioas o Spanand Fertugal. Norsobligatory expendi-
turi includes expenditury on e regronal development and social lunds qlong
with some other tums, Ie the courw of  he budget procedare., the € vanal hie
the last say in fixing the tatil of hgatory cxpenditure and, within lipis Ld
dowt in the “maximum rce ™ provisions of the Treaty of Rome, the Parliament
E?.'.- the lust say 0 determimicg the amour t und pattern of non-obligatiory expen-
iture

= TR, e

5. Differences wrse between e Cvural’s aod the Eurepean Commission's
classification of abligaloey and por-obhigeore eapeaditure. The Agures iof para-
graph L5 of the mair Wkt ire on the Fwisof the Counal’s chmssification

f,  The sterling figures tar 1967 1o 199 0 thes White Paper are based on acieal
sterling tiish reccinits e el whire the=e ook place amd are kaown;
elsewhere the appropresie ase g snetal stdriagioce xchange rake bas been
ased o convert e Pgures info «te-hing ' o tables [ oad 2 the 990 faures have
been converted into sterlimy vsing the rate of 1= 1.4 cou. Puyments during 154
in respect of VAL net of abwiersont will be mads in slerling usng the eachanee
rattiz on thee st seorkonge divy o PRE2Y Deaember) when the rate was €12 | 3403
e, I table 3 thes riite bos boeen pstal o convert the amaunts for WA T own
resources and abatemeot s asie e et adgal paviments due. Elawhere inthe
table the rute of £1= 1.4 ¢ou ras hior used

“The uineal averape cale lee PR L
The unnoil average rafi 1a0r P9 L)
[hiz ar-nEal gyvarage it e | s | |

PRI Ml " Tl = = T " T [T
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Under the terms ol |I-|.,- ST &N {m-r_:'-u Drecigian agreed by the Coamcil on
24 June 19858 (C'm 419} these anc

~sgricultural levies und customs duties. including dutics on impoerts of cosl
art steel procluees Trom thisd countries, Member states pay over 10 the
Community W per cent of the amounts colleated, sraining 10 percuent to cover
collaction eosis!

-—kugar levies, which arc tases on the preduction and sales of supgar;

PE e oy D ST

— N AT own resources, 1 product eFapplyving a uniform rate o hsrmnmised
expenditure base (which must nol cioeced 35 per cont of the GNP of any
member state ), The aniform rale s dgiermoped by subtracting from the vield
of VAT ut ) -l-rll.rhn' Ihy T TR TRV Fodf the LK ghatement e, brogd! y thi
amounl of whhtionad eopemditune thit anld be financed if there were oo
ubuslemienl;

FL e

o, Tk, g,

=i Featarth resopree b sin e e states' <hgtes 0 Commenity €N Tha
rate of the fourth resouree s whatever @ required, given all other revenu, to
halance the Budge

The owerni] own resorces cailing is 12 puer cont L:! Community OGN IJ [Hre e
alen wvnia] suB-ceilings risin ::'.n.:' h| Lilly froem | LS porcenl b TORR, 10T per cend
i 9B, wnd 108 per centin P50 w12 per cont in 1992

m R The UK's Fomainehlvau abmtemen n calculated aceording to the fornmula
sel ouk in the pew e Boswninogs [easion, Tt s cquil to &h per cont of the
difference i the [ e TR Pzbw e o tee one hiand. what we wogi b hove
paid il the Comumaniry Budaer o been Bmmted entively by VAT hot leving
aut of accoul e L“'.II'III"'|1II|.II-':II i The Cammaniy’s I.||| l!-ugll_,,-ll amal. 1h 1he
n!h.:r our receipts from the bud g

8 Thay R PRy it

9. From 198D onwsrds the LR s ol sebleo abatement Bas bheen adpastadin
take pocount of the effeet of the cuppang ol ous VAT hase and the imtnoaduction
of GNP contribotions by comparsom walh what we would have paid with
uncapped VAT contribwitions aod an icrecse in the W AT ceiling. The imtertion
15 That we shovld eod up no better or worse oo dhan we wouhl) have been with o
continuation of uncapped VAT Dnancing and an uoudjusted Footoehiean
abatemen: Fysivm

!
E

e b T

Il From [YER gowoards comtr®ations o the s eitement are bided on sharss in
Commurity GNP thoueh Ciarm iy will have 1o pay only teo-thirds of s formal
financing share. These Serceibutons will b added o member states” VA
paymants up tos VAT rate of | 8 percent Any ndditional contribution < will he
pdded to paymesits of the foury resouns
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CONFIDENTIAL (AMENDED DISTRIEBUTION 23/4)
FM ERUSSELS

TO IMMEDIATE FCO

TELND 124

OF 250B2BZ APRIL 20

INFO IMMEDIATE EC POS5TS. WASHINGTON. UKDEL MATO

FOLLOWING FROM PRIVATE SECRETARY

MEETING OF FOREIGN MIMISTERS OF THE TWELVE: DUBLINE: 27 APRIL:
FOLITICAL UNION

o

SUMMARY

1. IN A DISCUSSION PARTLY IN PLEMARY AND PARTLY BETWEEN MINISTERS
ALONE OVER DINNER WELL=-KNOWN POSITIONS ON EC INSTITUTIONAL
QUESTIONS WERE REHEARSED. A NEW ELEMENT WAS A PRESIDENCY
SUGGESTION THAT ON 28 APRIL HEADS OF GOVERNMENT SHOULD DISCUSS
POLITICAL UNION OVER LUNCH, WITHOUT FOREIGN MINISTERS PRESENT. HE
STUCK TO HIS GUNS WHEN OPPOSED BY OTHER FOREIGN MINISTERS. NOR
WOULD HE ACCEPT IN ADVANCE THAT THE MEETING ON 28 hFﬁlL WOULD
NECESSARILY TAKE & DECISION ABOUT THE NEXT STEPS.

PETAIL

2. EYSKENS (BELGIUM) GAVE A STRAIGHTFORWARD PRESENTATION OF THE
MAIN CONTENTS OF THE BELGIAN PAPER ON POLITICAL UNION AND COMMENDED
IT AS A QUOTE PRAGMATIC ENSEMBELE UNQUOTE. HE ALSO WELCOMED VERY
POSITIVELY THE KOHL/MITTERRAND LETTER WHICH HAD CORRECTLY
IDENTIFIED THE POLITICAL DBJEETIﬂEE: THE ATTENDANT URGEMNCY AMND A
SENSIBLE PROCEDURE FOR GETTING THERE.

3. DUMAS (FRANCE) SUMMARISED THE KOHL/MITTERRAND MESSAGE TO
HAUGHEY, EMPHASISING THE NEED FOR DECISIONS BY THE EUROPEAN COUNCIL
ON 28 APRIL, ITS COMPATIBILITY WITH THE BELGIAN INITIATIVE AND THE
NEED FOR A SECOND 16C IN PARALLEL WITH THAT ON EMU. FOR THE TREATY
ON POLITICAL UNION TO ENTER INTO FORCE BY 1-1-93 WORK WOULD HAVE TO
BE COMPLETED BY THE END O0OF 1991. 1T WAS RIGHT FOR FOREIGN
MINISTERS TO UNDERTAKE THE PREPARATORY WORK.

4. GENSCHER (FRG) SPOKE BRIEFLY IN SUPPORT, STRESSING THAT GERMAN
UNITY REQUIRED A MORE DETERMINMED EFFORT TO PROMOTE EUROPEAN
INTEGRITY IN THE SENSE OF BOTH EMU AND POLITICAL UNION.
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5. THE SECRETARY OF STATE THEN INTERVENED TO SAY THAT:

- WE RECOGNISED THAT IT WAS NATURAL FOR THE COMMUNITY TO LOOK FROM
TIME TO TIME AT THE BALANCE OF ITS IHSTITUTIDHE AND HOW TC IMPROVE
THEIR EFFICIENCY.

= THOUGH THE SINGLE EUROPEAN ACT HAD BEEN IN FORCE FOR LESS THAN
THREE YEARS, WE ALS0 RECOGNISED THAT MANY FELT THE TIME FOR A
FURTHER REVIEW WAE NOW APPRCUCACHING.

- WE WERE, HOWEVER, SCEPTICAL ABOUT ATTEMPTING THIS IN 1992, WHEN
THE COMMUNITY ALREADY HAD ENOUGH ON ITS PLATE, WITH SIX KEY
CHALLENGES TO MEET (GERMAN UNIFICATION, 1992, THE DECEMEBER CLIMAX
OF THE URUGUAY ROUND, THE EC/EFTA MEGOTIATIONS (ALSO DUE TO END BY
DECEMBER), THE EMU IGC PREPARATIONS C(AGAIN WITH A DECEMBER
DEADLINE), AND THE MAJOR TASK OF DEVISING THE RIGHT NEW FORMS OF
ASSOCIATION FOR EASTERN EURCPE). IF THE COMMUNITY ROSE TO ALL SIX
CHALLENGES, IT WOULD BE GREATLY STRENGTHENED.

- NEVERTHELESS, IF MOST OTHERS WANTED TO LODK AGAIN NOW AT NON-EMU
INSTITUTIONS, WE WOULD CERTAIMNLY NOT WISH TO HOLD OUT AGAINST THE
IDEA, AND WOULD HAVE OUR OWN SUGGESTIONS TO EEHTRIEUTE:

- BUT WE DID NOT AGREE WITH KOHL/MITTERRAND THAT WE SHOULD PRE-EMPT
THAT PREPARATORY WORK BY DECIDING IN ADVANCE THAT AN IGC WOULD BE
CONVENED: THAT WAS A QUESTION FOR DECISION WHEN THE ANALYSIS HAD
BEEN DONE. S50 TO TALK NOW OF A SECOND IGC WAS PREMATURE - TREATY
AMENDMENT REGUIRED PRIOR CONSENSUS ON SUBSTANCE, AND THE RIGHT
DECISION FOR THI® SUMMER WOULD BE TD. COMMISSION THE COLLECTION OF
MEMBER STATES' IDEAS, AND SET IN TRAIN THEIR COLLECTIVE ANALYSIS.

- WE AGREED WITH THE KOHL/MITTERRAND MESSAGE THAT THE RIGHT PEOPLE
TO CONDUCT SUCH AN AMALYSIS WOULD BE FOREIGN MINISTERS, IN THE
GENERAL AFFAIRS COUNCIL. - : =

6. VAN DEN BROEK (NETHERLANDS) COMMENDED THE BELGIAN AND THE
FRANCO/GERMAN INITIATIVES. BUT WHAT EXACTLY DID THE EXPRESSION
QUOTE POLITICAL UNION UNQUOTE MEAN? 1IT WAS TIME TO THINK OF WAYS
OF STRENGTHENING THE EC INSTITUTIONS. BUT THE NUB OF THE AFFAIR
WAS: WOULD THERE BE A COMMON OR COMMUNITY FOREIGN POLICY, AND HOW
MUCH WERE NATIONAL GOVERNMENTS READY TO0 GIVE UP? HE LOOKED FORWARD
TO BEING ENLIGHTENED BY FRANCE AND THE FRG ON THIS.

7. DE MICHELIS C(ITALY) AGREED THAT THE EUROPEAN COUNCIL ON 28 APRIL

PAGE 2
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SHOULD DISCUSS THE INSTITUTIOMAL REFORM OF THE COMMUNITY AND THAT
THERE SHOULD BE TWO IGCS WORKING IN PARALLEL. HE UNDERSTOOD OUR
WORRY ABOUT OVERLOADIMG THE CIRCUITS, BUT THE URGENCY OF THE
TIMETABLE WAS DICTATED BY THE PACE OF EVENTS IN EURCPE. WORK MUST
START HNOW.

8. FERNANDEL-ORDONEZ C(5PAIN) SAID POLITICAL UNION WAS INDEED THE
OBJECTIVE AND SPAIN COULD ACCEPT THAT THIS REQUIRED A COMMON
FOREIGN POLICY INCLUDING SECURITY, AS WELL AS REINFORCEMENT OF THE
COMMUNITY INSTITUTIONS. HE AGREED THAT THE EUROPEAN COUNCIL ON 28
APRIL SHOULD SEND A CLEAR MESSAGE, IF CONSENSUS EXISTED, AND THAT
FOREIGN MINISTERS SHOULD 0O THE FREFARATORY WORK THEREAFTER.

9. DEUS PINHEIRO (PORTUGAL) SAID HE AGREED WITH THE FRENCH/GERMAN
AND BELGIAN APPROACHES BECAUSE THERE WAS REALLY NO ALTERNATIVE ON
THE TABLE. THE PRINCIPLE OF SUBSIDIARITY WAS HOWEVER VERY
IMPORTANT. THE REST OF THE WORLD WOULD NOT WAIT UPON EVENTS IN
EURDOPE. THE WORK SHOULD THEREFORE START NOW AND FOREIGN MINISTERS
SHOULD BEGIN IT.

10. POOS (LUXEMBOURG), IN & HELPFUL IMTERVENTION, SAID THAT ALL
MEMBER STATES ACCEPTED POLITICAL UNION AND LUXEMBOURG ACCEPTED A
WIDE DEFINITION OF IT. IT WAS THE SEVENTH LABOUR OF HERCULES.

SIMULTANEOUSLY.

NAMELY COMPLETING THE SINGLE MARKET AMD EMU. THE IDEAS IN THE
BELGIAN PAPER WERE REALISTIC, BUT WERE STILL EMBRYONIC. WORK WAS
NEEDED OVER THE COMING MONTHS IN COREPER AND THE FAC OR, PERHAPS, A
SPECIAL COMMITTEE. THE COMMUNITY WOULD NEVER HAVE AGREED THE
SINGLE EURCPEAN ACT WITHOUT SOUND PREPARATION. HE NOTED THAT
ALTHOUGH A SIMPLE MAJORITY WAS SUFFICIENT FOR CALLING AN IGC,
UNANIMITY WAS NEEDED FOR ITS COWNCLUSION. IT WoUuLD NOT BE LIKE THE
TOUR DE FRANCE: FOR EVERYONE HAD TO FINISH., INCLUDING THE 12
NMATIONAL PARLIAMENTS WHOSE MEMBERS WERE RATHER DIFFERENT FROM THE
MEMBERS OF THE EUROPEAN PARLIAMENT.

11. CHRISTODOULOU (GREECE) SPOKE OF THE UNITED STATES' INTEREST
AND THE RISK OF MISINFORMATION IN WASHINGTON. THE COMMUNITY MUST
NOT ISOLATE THEMSELVES FROM THE US5. 1IN GREECE THE ATTITUDE TOWARDS
POLITICAL UNION WAS FAVOURABLE, ALTHOUGH THERE WAS NOT MUCH
INTELLIGENT DEBATE ABOUT IT. HE THOUGHT PREPARATION SHOULD BE 1IN
THE HANDS OF FOREIGN MINISTERS.

12. GENSCHER (FRG) THOUGHT THAT THE SUBSTANCE OF EC/US/CANADA
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RELATIONS NEEDED T0 BE TACKLED. HE WONDERED ABOUT THE EC MAKING A
DECLARATION C(HE DID NOT GIVE DETAILS) AND SAID THAT THE ATLANTIC
MUST NOT BE MADE ANY WIDER.

13. ELLEHANN-JENSEN (DENMARK) DID NOT KNOW WHAT POLITICAL UNION
MEANT, AND THOUGHT THAT H[ITEEHlHﬂ AND KOHL HAD NOT BEEN T00
PRECISE EITHER. PERHAPS IT WAS JUST A NICE HEADLINE UNDER WHICH A

POLITICAL UNION DID CONVEY AN IMPORTANT MESSAGE, WHICH HE
SUPPORTED, BUT WHICH WAS DIFFICULT TO EXPLAIN TO COLD-BLOODED AND
PRAGMATIC DANES. THEY THOUGHT IT WOULD MEAN THAT THE QUEEN OF
DENMARK WOULD HAVE TO ABDICATE - THERE WAS A PROBLEM OF
PRESENTATION. HE WONDERED WHY THERE NEED BE TWO IGCS, RATHER THAN
ONE WITH SEVERAL ITEMS ON THE AGENDA.

K = il Pt

14. VAN DE BROEK (NETHERLANDS) ANSWERED HIM: EMU NEEDED
ACCELERATION AND SHOULD NOT BE HELD UP BECAUSE IT WAS TIED TO A
RESULT ON POLITICAL UNION.

15, DEUS PINHEIRO (PORTUGAL) WAS ALSD IN FAVOUR OF TWO IGCS BECAUSE
THEY ADDRESSED DIFFERENT ISSUES, ALTHOUGH THEY WOULD INTERREACT.

16. DUMAS C(FRANCE) SAID HE HAD TOLD BAKER THAT QUOTE EUROPE_WAS
GROWING UP UNQUOTE AND MNEEDED A NEW RELATIONSHIP WITH THE UNITED

STATES.
FIND NEW WAYS OF DEALING WITH THEM.

17. COLLINS (PRESIDENCY) SAID THAT ON 28 APRIL THE PRESIDENCY
PLANNED TO TAKE POLITICAL UNION OVER LUNCH, WITH DISCUSSION BETWEEN
HEADS OF GOVERNMENT ONLY. HE SOUGHT TO JUSTIFY THIS ON THE GROUNDS
THAT HEADS OF GOVERNMENT WOULD NOT HAVE DISCUSSED THE ISSUE
EARLIER. VAN DEN BROEK (NETHERLANDS) THOUGHT THAT WOULD BE QUITE
WRONG. DE MICHELIS CITALY) THOUGHT A DQFUEEHT WOULD BE NEEDED.

18. THE SECRETARY OF STATE SAID THAT THE 28 APRIL MEETING HAD BEEN
CALLED BY THE TADISEACH TO DISCUSS GERMANY AND EASTERN EUROPE.

THAT WAS RIGHT. NEW MATTER HAD NOW BEEN INTRODUCED, LATE IN THE
DAY, AND NOT DISCUSSED BY MINISTERS UNTIL THIS MEETING IN DUBLIN.
IT WOULD BE A MISTAKE TO TRY TO ACHIEVE TOO MUCH ON THE 2BTH.
COLLINS (PRESIDENCY) AGREED: BECAUSE IT WOULD BE THE FIRST
DISCUSSION AT HEADS OF GOVERNMENT LEVEL, HE FORESAW MORE OF A
BRAIN-STORMING SESSION THAN AN ATTEMPT TO REACH DECISIONS. DUMAS
(FRANCE), DEUS PINHEIRO (PORTUGAL) AND DE MICHELIS (ITALY) THOUGHT
THERE MUST BE A DECISION, ESPECIALLY AFTER THE MITTERRAND/KDHL

PAGE §
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INITIATIVE. COLLINS (PRESIDENCY)} HEDGED AND THOUGHT THE QUESTIONM
OF A DECISION SHOULD DEPEND ON PROGRESS MADE BY DISCUSSION ON THE
DAY. THE SECRETARY OF STATE SAID HE WAS CONFIDENT THAT THE

TAOISEACH WOULD FIND A WAY OF HANDLIMG DISCUSSION WHICH WAS EOTH

SERIOUS AND COURTEOUS.

G'REILL

CISTRIBUTION

MALTN 148

FRAME INSTITUTIONAL NAD
ECBLEY E=] MR BEAMISH

ADDITIONAL

FRAME
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10 DOWNING STREET
LONDON SWIA 2AA

From ihe Private Secrelary
19 April 1530

EC ITHSTITUTIONAL BEFORM

The Prime Minister spoke to the Foreign Secretary this
morning about his minute of 18 April on EC institutional reform,
and the line which she might take with Mr Haughey and the Foreign
Secretary himself should follow at the EC Foreign Ministers
meeting on 21 April. The Prime Minister said that she was
generally content with the line proposed, particularly the strong
emphasis on the existing challenges facing the Community. It was
very important that these should be satisfactorily met before

embarking on new ventures.

C. D. POWELL

Stephen Wall, E=qg.
Foreign and Commonwealth Office
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PRTME MIWISTER

EC Institutional Reform L\ 3

o
1. Mr Haughey sees institutional reform as the prima

candidate for a Presidency "achievement"” at the Duklin

e e

Summit on 28 April. I would welcome a word with yeou
tomorrow about what you might say to him on the subject on
EE_&EEll¢ and what I should say at the preparatory meeting

e ——

of Foreign Ministers in Dublin on 21 April.

2. We want to try to deflect him back to the better ground
ef German unification/CSCE/Eastern Eurcpe described in his
foainal agenda for the Summit. We can argue that in all
three areas he can expect to score solid "achievementa" con

28 April in the form of sensible conclusions reached without
rancour. But he will no doubt say - and I think it is true
= that all the other participants on 28 April will also want
something EEIE—;hnut non-EMU institutional reform. Those
whe want to speed up the EMU IGC process (e.g. the French

and Italians) are starting to recognise the likelihood of
gefeat, and want something on institutional reform instead,
while Kohl, who is determined not to accelerate the EMU
timetable, believes he needs sﬁEﬁthing on institutional

reform to demonstrate that his Community credentiale are

unatfected by unification. e

e

3. For the reasons in para. 3 of my earlier minute to
you, I see no point in taking this head-on s¢ far as
procedure is concerned. Procedural decisicns in the

Community can be taken by a simple majority, and the votes
for a decision on a second, or widened, IGC, or a

Freparatory Committee along the lines of the 1985 "Dooge

e,

EX3IAAR /1
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Committea", are certainly there. My suggestion is that we
should not dig in against any procedural decision on

28 April, but should instead seek to ensure that if one
becomes inevitable, it is modest and sensible.

=

&, The best from our point of view might be a remit to

S

Foreign Ministers in the General Affairs Council to collect

ideas for further institutienal reforms which would improve

the efficiency of the Community’'s institutions; to sift and

AT Tt e
winnow them; and to report back to the European Council in,
e —

say, December. The emphasis on improving efficiency would

match the ideas in the paper I sent you with my earlier

minute; and would keep off the divisive ground of politieal
unicn. Morecver, the process of analysis in Council would
usefully bring out the conflict between the ideaz of those

(e.g. the Italians and Belgians) who want to increase the
powers of the Commission and the Parliament, and those

{e.g. the French and possibly the Spanish) who would like to

go in the opposite direction, increasing the Council’s

g

powers vis-a-vis the Commission. It would be logical, and

suit us well, for such analysis to precede decisions on an

IGC.

S
—

5. If you agree, I suggest that your line with Haughey
(and mine in Dublin on Saturday) might be as follows:

(a) we recognise that it is natural for the Community
to look from tims to time at the balance of its

institutions and how to improve their efficiency;

though the Single European Act as been in force

for less than three years, we also recognise that

many feel the time for a further review is now

appreaching ; =

e
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we are, hawever, sceptical about attempting this

in 1990, when the Community already has enough on

its plate, with six key challenges to meet

T

-—'._-‘-H'_-— '
(German unification, 1992, the December climax of

the Uruguay Round, the EC/EFTA negotiations (also
due to end by Dacember), the EMU IGC preparations
(again with a December deadline), and the major
task of devising the right new forms of
Association for Eastern Europe). If the
Community rises to all six challenges, it will

ipso facto be greatly strengthened;

nevertheless, if most others want to look again
now at non-EMU institutions, we would certainly
not wish to hold out against the idea, and would

s
have our own suggesticons to contribute;

————— —=

but our ideas would differ from those already
tabled by the Belgians, just as Mitterrand’s are
clearly very different from Kohl’'s or =
Andreotti’s. So talk now of a second IGC would
ke Premature: Treaty amendment requires prior
i-'-_-_-__' PR u x
consensus on substance, and the right decision
R — ey

for this summer would be (as at Hanover on EMU in
June 1988} to commission the collection of Member

States’ ideas, and their collective analysis;

pr—.

- = ey =

the right people to conduct such an analysis
would be Foreign Ministers, in the General
Affairs Council. [If Haughey talks of an ad hoc
Preparatory Committee: for such a wide-ranging
remit, far better to stick to the General Affairs
. ——
Council, as in the 1987/88 Budget/Agriculture/
Structural Funds negotiation. There could be a

subgsequent role for a Preparatory Committee,

CONFIDENTIAL
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analogous to the 1%2% Guigou Committee on EMU. )

if it becomes clear, following analysis, that an

IGC would be right, it should be separate from,
and should follow, the EMU IGC.

—

6.

Briefing on other issues which Mr Haughey may raise on

Friday is coming to you separately.

D

L]

{DOUGLAS HURD)

Foreign and Commonwealth Office
18 April 1990
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Ref. AQS0/904

PRIME MINISTER

Cabinet: Community Affairs

There have been no Council meetings since Cabinet last met.

- Forthcoming EC meetings are:

Your meeting with Mr Haughey (20 April)

Informal meeting of Forelgn Ministers (21 aApril)

Informal meeting of Environment Ministers (21-22 April)

ECOFIN (23 April)

Agriculture Council (25-=26 April)

Informal Summit Meeting, Dublin (28 April).

fes,

ROBIN BUTLER

18 April 1950
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PM/90/020

PRIME MINISTER (L ( ‘_(

EC Institutional Reform

1, We discussed the need to prepare ourselves for the
coming French and German proposals for a discussion on EC
institutions. That need is now even more urgant, as the
Foreign Affairs Council meeting on 2 April made clear.

It is now less likely that you will be seriously pressed
in Dublin on 28 April to advance the opening date of the
IGC on EMU, But it is virtually certain that you will be
faced with a proposal in some form for an IGC on
institutional change, or at least for a study group
leading to such an IGC.

2. The case for further general institutional change
S0 soon after the Single Eurcpean Act has not been made
out. I share your view that argquments based on Cerman
unification are fallacious. The Community has enough on
its plate for the present in coping with the challenges
of unification, EMU preparations, and the 1992 programme,
devising the right forms of Assoclation for

Eastern Europe, the requirements of the end-1590
deadlines for the GATT Round and the EC/EFTA
negotiations. If the Community rises successfully to all
8ix of these challenges, it will ipso facto be
strengthened: faillure on any of them would be sericus.
Tinkering with institutions is a divisive and damaging
distraction. This is what I said at the Foreign Affairs
Ceuneil on 2 April.

CONFIDENTTAL







CONFIDENTIAL

But T take it az axiomatic that:

e cannot block such a dliscussion: Even the Danes
are now in favour:

it would be foolish to boycott such a discussion;

it would be almost as foolish to sit at such a
discussion without ideas of our own. (This does
not mean we need to decide now on whether to put
forward a worked-up UK package.)

A purely negative reaction at any of these stages would
harm us domestically, in Europe, and with the Americans.
There would be no gain anywhere that counts.

4, We have to resist the argument that the reference
to "an ever closer union among the peoples of Europe" in
the original Treaty of Rome, or the reference to
"political union" to which you subscribed at Stuttgart in
1983 leads inevitably to central institutions controlled
by a central Parliament. BSome of the small countries may
want this, but France certainly does not, and whatever
Kohl may say now it would not suit the new Germany. It
is certainly not for us. But to resist that arqgument is

not teo stand pat where we are now. MNor is there any

point in putting forward British proposals which would be

ridiculed by all, or almost all, our partners as negative
and backward lecking. We need to work up ideas which
make sense to us and can be made reascnably persuasive to
others. At the same time we need to say that while we
are sceptical about timing, we shall of course take part
with cur own ideas in any discussion of these themes.

CONFIDENTIAL
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5. I enclese an FCO paper drawn up against this
background which you and I have discussed and which
commands your general approval. I should be grateful for
comments from other colleagues who may want to contribute
their own ideas. It is important that we build up

fairly guickly a positive set of ideas with a view to
discussion in the first half of May.

6. I should al=o be grateful if the Law Officers would
consider the subsidiarity issue identified in

paragraphs 18-24 and Annexes D and G.

T Annexed to the paper is a note on the recent IEA
paper which you have read, and on part of which we have

drawn.

B. I am copying this minute to Cabinet celleagues, the
Attorney General, the Chief Whip and Sir Fobin Butler.

i ':.I:.:_-_-\.."
| I .I -
‘ . I'-\. --'L.":'hll"" '_._, .____':. B

({DOUGLAS HURD)

Foreign and Commonwealth Office
11 April 1930
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EC INSTITUTIONAL REFORM
I INTRODUCTION

1. W%We want the Inter-Governmental Conference (IGC) to focus
only on EMU. Other member states are already suggesting
that the agenda be broadened to include wider institutional
reform, which some (&g the French) claim will be necessary
to counterbalance the increased weight of a united Germany.
In practice broadening may be unavoidable. If so, we would
not want the agenda to be wholly dictated by others. This
paper examines institutional changes = including (at

Annex F) to EPC arrangements - which we might propose,
bacausa they would advance UK interests. It does not cover
EMU-ralated changes, or wider changes which others might

advance and we would opposea.

2. ©Our view of the Community cppcees the idea that its

success depends on the strength of its central institutions.
It focusses on the nation-state, the protection of

diversity, and the entrenchment of subsidiarity. In
considering changes which would advance our interests we
have identified four basic principles. We want:

a) a more efficient Community which keeps up its

impetus;

b) restraints on Commission empire-building;

c) a fairer Community, with a level playing field;

d} improved accountabillity in Community finances.
3. The basis for this analysis is a Community of 12 member
states. However, the Community could well grow, perhaps to

some 20 member states, by the end of the century. The

SOSAAU/S1 /AR CONFIDENTIAL
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institutional reforms proposed in this paper would in our
view be in the UK interest whether or not enlargement takes
place. But they would be more necessary in an enlarged
Community. Section II of this paper examines the likelihood
of enlargement, while Annex A assesses the pros and cons for
the UE.

4. Most of those in the Community who want institutional
change want to increase the European Parliament’s powers in
the field of legislation. We disagree: our guiding
principle is that national governments remain accountable to
national parliament=, including for the decisions they take
in Council discussions in Brussels. So we firmly reject
calls, such as the Belgians’, to increase the European
Parliament’s contrel ever the Council. Sections III and IV
of thie papear conaider what changes in the EC legislative
process would be consistent with our guiding principle and

could therefore be countenanced.

5. The aresa whara in sur view the need for reform is most
obvious, in the UE interest, is in the operation of the
Community. Improving implementatien and enforcement of EC
legislation is dealt with in Sectien V. BSection VI suggests
proposals to improve financial control and accountability

for public money.

II ENLARGEMENT

6. Pressure to enlarge the Community will increase. Turkey
and Austria have formal applications on the table; Malta and
Cyprus are poised to apply. Detailed EC/EFTA negotiations

to apply the single market to EFTA countries are proceeding:
if they fail, and perhaps even if they succeed, Scandinavian

and perhaps Swiss membership applications will be likely.
Tha emarging democracies of Eastern Eurcpe hope for closer

links with tha Community, and somea contemplate eventual EC
mambership.
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7. Member States and the Commission take the view that, at
least until 1993, the Community should concentrate on
consolidation and completion of the Single Market. In
Londen, Ministers have agreed that Turkish membership would
not be in the UK interest, and that for the time beling we
need not take a formal position on the Austrian (or any
other possible EFTA) application; instead we should actively
support the present EC/EFTA dialogue, to which all the EFTA
countries, including Austria, are currently committed.

8. The Community has concluded agreements with Poland and
Hungary (and tha USSR), and similar agreements are envisaged
by end June with the GDR, Czechoslovakia, Bulgaria and
Romania. We have suggested that the Community consider
second generation Assocation Agreements with all East
European countries implementing comprehensive reform. The
forms of these Association agreements will vary with
individual countries, but will provide for closer commercial
and economic cooperation, some financial assistance, and
enhanced political dialogue. While the ultimate aim should
be free movement of goods, services, capital and people,
these countries are unlikely, for thea foresesable future, to
be able to fulfil the requirements (particularly the
egonomic regquirements), of EC membership. But Hungary and
Czechoslovakia have already shown interest in EC membership,

and over a 1l0-year period applications are likely.

9. All other memnber states are determined not to take
decisions on existing or future applications, or to open
accession negotiations, before completion of the Internal
Market at end 1992. Looking further ahead, Turkish
membership will probably still find no supporters, and
strong Greak oppeosition, but Austria may have Italian and
German support; and Denmark will continue to advocate wider
Nordic membership. The French have said little; they oppose
enlargement but do not want to be seen to closea doors.
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President Mitterrand’s suggestion of a BEuropean
Confederation may be an attempt to square the circle.

10. The benefits to the UK of further enlargement are
considered at Annex A. The budgetary implications of
enlargement to the North would be favourable to the UK, but
enlargement to the East or South would be costly. The mailn
institutional consequences would be increased difficulty in
decision-taking, at least where consensus is necessary,
although EFTA votes would sometimes work in our favour.
Community law would need to be enforced across a wider
territory. Former EFTAN Member States would be likely to be
good implementers, but in an enlarged Community more action
would nevertheless be necessary by the enforcement agencies
(Commission and Court), thereby reinforcing the power of the

cantra.

11. Conclusion: There will by the mid-nineties ba several

applications for accession some of which are likely to
succeed. It therefore makes sense to consider the UK
interast in institutional reforms not only in a Community of
Twalve, but also in a Community of perhaps 20.

III EC DECISTION MAKING

12. The 1992 programme has set the EC, at last, on the path
towards a liberal, deregulated, internal market. We shall
want further liberalisation pursued after 1%%2 in the main
EC pelicy areas, both through further legislaticn, and more
affective action on implementation and enforcement. A
protectionist EC would not be in our interest. Council
decisions will still be needed simply to run the Community.
Furthermorae we shall want:

a) Continuing Single Market work to level the playing
field further (competition poliecy, non-legislative
barriers etc). Enlargement would make the need even
greater, as the ex-EFTA countries would bring to the

E0OBAAU/ 4 CONFIDENTIAL
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Community relatively closed and regulated markets.
On many areas (eg transport), whera the currant aim
is to secure a deregulated structure, the future
requirement will be for an effective Community role
to enforce it:

Environment standards to be applied uniformly

throughout the Community. In some areas we may want
additional EC legislation to tackle cross-border
environmental problems;

Further CAP reform, which will be essential
irrespective of the Uruguay Round outcome, though a
good outcome will make it less difficult to achieve.
The problems of securing greater discipline on the
CAP would grow if ex-EFTA countries, who are
agricultural protectionists, proved hostile to CAP
raform: surmounting them would beae esven more
important in the event of accessions by East

Europeans ;

Further liberalisation in EC international trade
poliecy, post Uruguay Round. Protectionist pressures
within the Council would grow if fragile East
European free market economies were to join the

Community.

13. In order to achieve our policy goals in such areas, we
shall continue tc need EC institutions which work. MNone of
these policy requirements necessitates any change to the
current inter-institutional balance, where the Council takes
tha final decisions, but substantial enlargement might make
the machinery clog up. In certain policy areas - eg
increased social legislation - this would work to our
advantage, but paralysis in decision-making would also

prevent progress in the areas where we want action. On

balance our interest will probably be served best by the

Council’s decision-making procedures working effectively.
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Furthermore, paralysis might lead to greater executive

action by the Commission at the expense of the Council’s

dominant role as decision-maker.

14. The case for and against removing the Commission's
exclusive right of Initiative is considered in Annex B. The
conclusion is that such a change would work against our
interests. Running it would not attract any support, and
would jeopardise our case on other points because we would

be accused of spolling tactics.

15. The reaction of most member states to problems in
Council decision-making will be to urge greater use of
gqualified majority (QM) voting. This has clearly helped UK
interests in the Single Market area, both in expediting
decisions, and in removing protectionist blockages. However
the main areas where unanimity is still required are ones
where the UK interest argues against change. We clearly
want unanimity to continue to apply on issues of fiscal
policy, free movement of people, revenue raising, and
decisions about the EC institutions. We may face particular
pressure to extend OM voting to social policy and the
environment. There is certainly no advantage to us in
making further changes on social policy (some measures can
be decided by QM already). But on the environment, QM
voting might improve decision-making, in particular removing
obstacles thrown up by less environmentally conscious
Southerners. We should explore this further. The case for
extending Qualified Majority is analysed in detail at

Annex C.

16. Where QM voting was introduced by the Single European
Act, the so=-called "Co-operation procedure" was established
with the European Parliament to strengthen its role in the
legislative process. Under this procedure the European
Parliament has a second reading and unanimity is reguired in
the Council to overturn its amendments if the Commissien
accept them. Some Member States (eg Belgium) now propose

SOSAAU/G CONFIDENTIAL
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giving the EP real, if limited, powers of co-dacision with
the Council. In order to head off such pressure we might
want to coneider as a tactical move limited axtensieon af the
"Co-operation procedure" into new areas where QM wvoting
already exists. This too is considered at Annex C.

17. Conclusion: We want the Council to remain the dominant

decision-making body, and our interest (with or without
further enlargement) lies in it being effective. This means
our opposing giving the Eurcpean Parliament any real new
powers vis a vis the Council. If the Community enlarged,
effective Council decision-making might become more
difficult, but even then the UK interest would not be served
by extending QM voting significantly.

Iv SUBSIDIARITY

18. We want to avolid unnecassary EC legislation. In
particular we shall want to restrain the Commission tendency
to expand its role. Achieving real restraint may be more
important and more difficult if the Community expands, given

the centripetal impact new enlargement might have - and

previous enlargements have had - on the power of the
Brussels institutions. The best weapon to counteract
Commission expansionism may be the Commission’s own naw
doctrine of subsidiarity - namely that decisions should only
be taken at the Community level when they cannot better be
taken at a lower level: the closer to the citizen the
better. We must ensure that this principle is only applied
where Community competence already exists, ie as a further
limitation on central decision-making. Delors, among
others, has already argued that subsidiarity should be
incorporated into the Treaty.

EQSAAU/ST CONFIDENTIAL




@

CONFIDENTIAL

19. There are three ways in which this could be done:

a)

SOSAAU/8

incorporate a general principle. This could be
done in a preamble to the Treaty:; in one of the
general articles eg Article 5, (which is a general
requirement to fulfill the chligations of the
Treaty, and/or Article 145 (which defines the
powvers of the Council); andfor in Article 155
(which defines the role of the Commission and could
be amended to place an obligation on the Commission
to consider subsidiarity when acting under the
Treaty). The argument against a general reference
i1s that it imposes a test which would be
justiciable, but on which the ECT's ruling would be
binding. If the ruling went againat us in a
specific case, our position would worsen; per
contra, a ruling in our favour would reinforce
naticonal powers; much would depend on our securing
Treaty language which incorporates a presumption
of action at a national level as the norm;

incorporate specific referencee. This would mean
following the Single European Act precedent of
Article 130r (Environment), and inserting similar
specific references teo subsidiarity in different
parts of the Treaty. The main candidates are
social policy (in the widest =ense), economic and
monetary policy, and research and developmeant.
There are dangers in writing a list, however
comprehensive, which is nct complete, and there is
the risk of the ECT finding that subsidiarity did
not apply in areas not specifically covered;

a combination of both general and specific

references. This locks on balance best.
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20. Annex D contains illustrative draft Treaty language to
provide both general and specific provisions. Giscard is
preparing a report for the European Parliament on
subsidiarity. He will recommend that it should apply unless
a clear transfrontier element of policy is at stake, and
there is a general agreement that commeon peliey actien is
necessary and desirable. DBoth these points are useful cnes
for us, and are reflected in the language at Annex D. (&
point to watch is that in negotiating texts, we must guard
against language which would imply that decisions not taken
at Community level should not be taken at national level
aeither, but instead be devolved to the sub-national level;
we do not want to get involved in arguments about central

and local government powers.)

21. There are several advantages in making such a proposal
at the IGC. Securing such a text should help discourage
unnecassary Commission proposale and EC legislation. On
certain (eg social) policy issues, subsidiarity should also
help uas to avoid brui=ing debates where we believe mattersa
can ba adequately, if not better, requlated at national
leval. Reference to subsidiarity in the Treaty would
reinforce the political point that democratic accountability
ahould be exercised primarily at the national level. A
favourable ECT ruling would serve to limit Community

activity. We could be confident of a reascnable reception

for UK proposals on subsidiarity. Indeed other governments,

including the Belgians, have similar ideas.

22. But there are potential disadvantages too. In
particular:

a) the test is primarily a political one. It may not
always help us to have it defined precisely, in a
form which i justiciable. Unsatisfactory ECJT
interpretative rulings could open the way to
increased EC legislation. But as para 19(a) above
shows, this argument works both ways;
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other Member States might trv to use subsidiarity
to mount a legal defence of local laws or practices
which are market-distorting in effect;

other Member States advocate subsidiarity because
they see this partly as a compensation for the
greater centralisation of power which they envisage
taking place through institutional reform at the
next IGC; we would need to resist this centralising
approach, both by refusing to pay a price for the
principle of subsidiarity, and by ensuring that the
Treaty language incorporatas the presumption of
de-centralisation (as the texte at Annex D do).

But most political leaders in the EC are nov signed
up to the principle of subsidiarity in any event,
and we should seek to exploit this.

23. A different approach would be for lists of subjects
suitable to be dealt with at Community level to be drawn up,
perhaps in the form of "compacts" between Council and
Commission. Anvthing not on the list would be for member
states. Delors himself has suggested this, though in the
reverse, more dangerous, format. There are difficulties and
dangers in this appreoach, but it is worth considering.

24. Conclusion: Incorporating subsidlarity in the Treaty

has strong political attractions and we can turn to our
advantage the general Community support for the principle.
The options are either specific Treaty references, or a

general provision, or both. The drafting would be crucial
and the Law Officers will need to be invalved.
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IMPROVED IMPLEMENTATICON AND ENFORCEMEMT PROCEDURES

25. With the growing body of legislation and an
increasingly open market, we must ensure the playing field
is level, ie that the Community is run effectively. Few
Member States implement cbligations as rigorously as we do.
Proper implementation and enforcement of policy is therefore
a key UK aim. If the Community grew larger, the need for
adequate enforcement would be even greater.

26. There is a role here for all the main institutions:

a) in the Council we should work for regular reviews
of implementation. Whera Member States fall behind
on their obligations, transparency is probably our
beast lever. No Treaty change is necessary to
achieve such reviews, but a proposal for Treaty
change to make them cbligatory could be tactically
advantageous;

wa must make sure the Commission use theilr existing

powers under the Treaty to enforce a level playing
field. In particular we want them to enforce a
liberal competition policy (eg tackling German and
Italian state aids), and to take prompt actien
(infraction proceedings) against Member States who
do not comply. There is a case for increasing
Commission powers in the area of enforcement, eg
autonomous investigative powers to combat fraud.
This might require Treaty change;

Europaan Court of Justice. We need the judicial

process to work guickly, not least to avoid

distortions of competition (eg the protectionist
result of long lead times for anti-dumping cases,
which is why we want the Court of First Instance

JSnow
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now to tackle these). ¥We may also want the ECT to
impose sanctions, eg fines, against Member States
for persistent non-compliance with obligations.
The Court could be given such powers either by
regulation under Article 172, or by further Treaty
amendment ;

Eurcpean Parliament. Our main interest will be in

using the Parliament to achieve greater
transparency, through regular debates about
implementation and compliance. But the Parliament
could also play a kKey role in serutinising how

Community money is spent (see Section VI below).

In some cases Treaty change may not be essential to achieve
our objectives, but there might well be both tactical and
substantive advantage in securing the institutional changes

wa want through Treaty amendments tabled at an IGC.

27. Ceneclusion: There is a strong UK interest, which would

grow with enlargement, in achieving improved anforcement and
implementation. Few of the changes necessary would regquire
Treaty amendments. But securing them by Treaty change could
be useful both tactically in an IGC, and substantively.

VI ACCOUNTABILITY

28. In the UE, while ministers are accountable to
Parliament for policy, accounting officers are accountable
to the Public Accounts Committee for how money is spent.

29. In the UK view, EC political accountability is already
achieved through members of the Council answering to their
national parliaments. We should encourage others to improve

their scrutiny procedures, as we are doing. There are
already welcome signs of growing links between national

JSparliaments
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parliaments, and with Strasbourg. But we should not try to
enshrine these procedures in a new Treaty article, for it
would be very dangerous to appear to accept that
Westminister’s role could be defined, and therefore changed,
by EC legislation. (For the same reascon we should reject
proposals - eg the idea of a second Strasbourg Chamber on
US Senate lines - for direct Westminister involvement in the
Eurcpean Parliament.) Instead this could be enshrined in a
Solemn Declaration by the Member States or (perhaps
preferably) by the Presidents of the national Parliaments.
Alternatively, a referance to the essential role of national
parliaments might be included in the preambkle to the Treaty.
A UK proposal along these lines might mobilize useful
support from national politicians in other member states.

30. But there would be considerable benefit = both
substantive and tactical - in offering the European
Farliament a greater role in achieving better EC financial
accountability. Accountability in the Public Accounts
Committee sense 1s at presant inadequate in the Community,
and we might aim to replicate there the NAO/PAC arrangements
here. UK proposals for Treaty revisien to achieve this
could be presented as a pesitive UK counter-initiative to

the variocus proposals likely from other mambar states for

extending EF powars in the legislative area. And others
would have difficulty opposing UE ideas for improved
mechanisms to ensure financial propriety.

31. Our main goal should therefore be to achieve greater
accountability of the Commission to the European Parliament
for the execution of policy, in particular spending EC

money. The necessary Treaty amendments fall into two parts:

A} Changing Article 205a, 206a and 206b to enhance
European Parliament scrutiny of the budget,
atrengthening its role in budget control, and
turning the existing Budgetary Control Committee
into the real eguivalent of our PAC:
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Using Article 206a to give the Court of Auditors a
role vis-a-vis the Budgetary Control Committee,
akin to that of the National Audit Office.

32. The Budgetary Control Committee is at present required
to "discharge" the budget two years after the relevant
financial year. Its actual influence, currently minimal,

could be strengthened by:

giving it the power (which the PAC here has) to
summon particular Commission officials (the
Commission now choose who to send) ;

requiring it to obtain monthly in-year menitoring
reports on budget expenditure; (this would improve
transparency and provide early warning of
overspending) ;

giving it power to request anti-fraud reports on

gspecific fraud cases in member states;

giving it a formal role in eclearing CAP acocounts,
now the preserve of the Commission and member

statas)

giving it power to apply sanctions if dissatisfied
with budget Commission management.

(The Chairman of the Budgetary Control Committee is an EDG
MEF (Peter Price).)

33. In this area it would be important to reinforce, not
undercut, the role of the Court of Auditers (ECA). It
already examines the accounte for the Community, but at

present only conducts a sample survey. We want its role

strengthened, eg through:
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an expliecit requirement in the Treaty that the Court
should ensure full coverage of the budget, without

which the "discharge" would not be given;

requiring the ECA to come to an overall judgement of
the Community accounts, including professional
working methods and standards, before they are
cartified accurate and reliable (the current audit

is partial and does not certify the account);

requiring audit certification to be part of the
ECA‘s Annual Report, and their part of the formal
process of clearing the Community accounts;

possibly reorganising the Court, reducing the number
of full=time national members and letting Finance
Ministers elect the President, to make it
operationally sharper and more like the Eurcpean
Investment Bank in structure.

34. Conclusion: The frontiers of Political Accountabilty

should not be changed. But the case for improving financial
accountability is clear, even in a Community of 12.
Enlargement would mean a bigger budget, and all the more
reason to ensure better assurance of financial propriety.
Further work with HM Treasury would be needed to give these

ideas Treaty form.

VII CONCLUSIONS

35. ©Our four main targets are to make the Community
decision making efficient; to restrain Commission
expansionism; to ensure fair competition; and to improve
financial contrel. 1In all four respect, Treaty amendments
could be helpful; and enlargement would reinforce the case
for reform. (Our analysis is consistent with the IEA's: see
Annex G.)
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36, Whitehall work should accordingly start on possible UE

Treaty amendments which would:

a) maintain effective decision making, perhaps with
very limited extension of OM wvoting, in the

Council;

ensure systematic application of the principle of
subsidliarity to EC legislation:

gtimnlate more affactive enforcement of EC

commitments: and
introduce greater accountability of the Commission

to the European Parliament on administration, wvalue
for money and financial propriety.

Work should also be undertaken on the non-Treaty

possibilitias at para 23 on subsidiarity and at para 29 on
accountability to national parliaments.

317. The tactical decision on whether to table such
amendments (eg in a prospectus similar to that now tabled by
the Belgians) need not of course be taken now. The
principle of an IGC considering non-EMU Treaty change need
not yet be accepted. But it makes sense to press on with
Whitehall preparations.
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EC INSTITUTIOHAL REFORM

UF INTEREST IN ENLARGEMENT

1. The first wave of enlargement would probably be from
EFTA. Politically, it would be difficult to reject

EFTA candidates. Doubts about neutrality have assumed less
importance, and holding out against the Austrian application
after 1993 might be difficult. By 1995 at least Norway and
Sweden are likely to have applied for membership. Their
accession would help counter the greater Germanophone

influence.

2. Economically, EFTA membership of the EC (or full

EFTA participation in the Single Market through a

successful outcome to the current EC/SEFTA negotiations)
would marginally increase EC economic growth. All current
EFTA membars except Iceland would be net contributors to the
budget of an enlarged Community. Thelr combined net
contributions (which on 1992 forecast data and unchanged EC
policies might be some 5 becu) might reduce the UK's neat
contribution (after abatement) by some 400 mecu.

3. All would be comfortable colleagues with whom to do

business. But their EC membership could alsoc bring
attendant disadvantages, including pressure for increased
spending on structural funds, aid, the environment and

soclal policies, and the budgetary consequences of further
brakes on agricultural reform. (Such offsetting
disadvantages would only arise from full membership, not
from a successful outcome to the current EC/EFTA
negotiation.) Against this, except Austria, they are all
likely to be sympathetic to our own non-federalist approach.
It is difficult to envisage Norway, Sweden or Switzerland

embracing the notion of political union with any enthusiasm.
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. 4., Realistically, any East Eurcpean accessions are long

term prospects. BSustained economic growth, and total reform
of economic structures, would be necessary before they could
sustain the obligations of membership. Even so their
membership would be expensive in budgetary terms. All are
prospective heavy clalimants on the structural funds. Their
current ilncome per head is probably below that of Spain and
Ireland (just over 57000) and, in some cases, Greece and
Portugal ($3-5000) as well. (The data is uncertain: for
example, estimates of Hungarian income per head range from
52240 to 58660, with the realistic figure probably below
S5000.) If the present level of, and criteria for,
structural funds support were extended to all East
Europeans, the EC Budget cost might be some 15 beacu a year.
Moreover, several are substantial agricultural producers and
would expect to be substantial FEOGA recipients as well. On
the basis of present producticn levels and prices this would
add ancther 2.5 becu a year to the net budgetary cost, [(but
CAP benefits, with privatisation of the collective farns,
would doubtless further stimulate agricultural production.)
These costs would fall to the richer existing Member States:
maintenance of the Fontainebleau abatement arrangements
would however restrict annual additional UK costs to perhaps
under 1 becu. However, these figures are only illustrative;
trade patterns, relative incomes and Community policies are
bound to change substantially over the decade. But
enlargement has hitherto always led to greater
centralisation of decision making and added authority for
the Brussels institutions. It would be unwise to assume
that a further major enlargement round would not have a

similar effect.

5. It is difficult toc predict how spending pressures might
develop in an enlarged Community. Southern Member States
would still want increased Structural Fund expenditure, as
would any East Eurcpeans. Although Germany, France and new
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EFTA members might want more CAP expenditure, they would all
be net contributcrs to the EC budget. Since they do not
have the benefit of Fontainebleau, the impact of increased
spending on each would be three times as great as on us.

6. Politically, rejecting apparently gualified East
Eurcpean candidates would be difficult and the prospect of
eventual Community membership could be beneficial in East
Eurcpean countries, encouraging economic adjustment,
political reform and the rule of law. It would make
nationalistic confrontations with neighbours less likely.
East Eurcopean democraclies would not fleat in Cantral Eurape,
but would be anchored to the Community by the prospect of
membership. Association Agreements without the long-term
prospect of membership would do this less effectively.

7. For the moment, the Community is not ready to
contemplate accession by Turkey, and instead envisages an
extension of the existing Association Agreement. Accession
by others would encourage Turkish expectations, making it
harder to rebuff tham. If Turkey were in the end admitted
demecracy and economic progrese there would no doubt be
consolidated. But there would be strong economic,
budgetary, cultural, demographiec and political
disadvantages. Turkish accession would also make it
difficult to resist the membership of Malta and Cyprus. It
is difficult to foresee circumstances when the admission of

any of these would be advantageous.

8. This issue will need further study. Meanwhile, there

is no pressure for early decisions on enlargement, or for us

to signal now that we envisage a larger Community post 1993,
Indeed to do so would not be welcome to EFTA governments,
(apart from Austria) whose current policy is to secure,
through the EC/EFTA neqgotiations, access to the Single
Market without paying the membership price. (It would also
be counter-productive in current intra-gC debata. Our
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strong support, at the 18 November Elysee dinner, for the
pre=93 Moratorium on accession negotiations, teok the wind

from our critics’ sails.)

9. Dur pre-Strasbourg framework paper on future EC
relations with Eastern Europe deliberately left open

guestion of future EC membership. This is reflected
current Commission thinking about future Assocciation
Agreements. The long-term possibility of membership
probably beneficial. But we should not encourage
expectations in East Europe that membership is a realistic

prospect in the short/medium term.
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EC INSTITUTIONAL REFORMS ANNEX B

THE CASE FPOR AND AGAINST REMOVING THE COMMISSION’S EXCLUSIVE
REIGHT OF PROPOSAL

1. The Commission’s exclusive right of proposal derives
from Article 155, and is reflected explicitly at numerous
places in the poliey chapters of the Treaty. Should we
remove 1it? If sc, to whom should it be transferred?

2. The arquments for removal are:

a) restrict expansionism by the Commission, in
particular avoid new Community activity in unwelcome
areas (social pelicy, health):

reduce Community activity more generally; work for
"steady state" Community once Single Market
programme complete;

pravent Commission strengthening its de facto power

at the centre, particularly in an enlarged
Community, through choosing in which areas the
legislative agenda should be =zet.

case against is:

we would lose the liberalising thrust of Commission
proposals in the Single Market area, including in
follow-up legislation going beyond the White Paper
{eg on barriers to takeovers);

the Community might grind to a halt, leaving

aside policy areas where we want progress. Simply
running the Community requires continuing

proposals on which the Council decides (eg CAP or
budget) ; a "steady state® Commanity would not be in
HMGE's interest:
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in the absence of a Commission initiative, the
European Parliament might try to seize the
initiative; the EP would be far more protectionist

and interventionist;

or the Council might try to take the initiative;
here too, protectionist forces (eg France on trade
or Germany on farm support) would have greater
opportunities for setting the Council agenda

than at present; the Community would be at the mercy

of successive Presidency whims;

loss of the Commission’s right to initiate
compliance proceedings, (of major importance in
ensuring a level=playing field); if every member
state felt free to initiate ECJ proceedings against
another whenever compliance was in question, the ECJ
would grind to a halt, leaving the offendar
unhindered by an ECT ruling; the Commission’s

pra-Court role as policeman derives partly from its
right to initiate infraction proceedings.

4. Conclusion=s.

(a) a more feasible way of avoiding excessive use of
Commission’s powear of initiative is to apply
rigorous tests of competence and subsidiarity to
Commission activity: we should be ready to test
Commission action before the ECT. We could also
resurrect our 1985 proposal that the number of
Commissioners be reduced to one per member state -
to avoid idle hands finding unnecessary work to do
{this reguires Council unanimity, but not Treaty

change) ;
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(b) if the Commission’s exclusive right of initiative
were transferred to either the Eurcpean Parliament
or to individual member states the results would be

to our disadvantage. Transfer to member states is

in any case unlikely to be feasible: there will be
advocates of greater EP powers of initiative, but

the UK interest will lie in opposing them.
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EC INSTITUTIONAL REFORM:
WHERE WE MIGHT EXTEND QM VOTING

1. The following are the main areas of the Treaty where
unanimity still applies: action in the absence of specific
powers (Article 235); fiscal policy (Article 99);
enviromment (Article 130s); some institutional matters
(appointments to and composition of Commission, ECT, Court
of Auditors and ESC): enlargement and association agreements
(Articles 237 and 238); derogations from state aid rules
(Article 93(2)); new tasks for European Social Fund (Article
126b) ¢ adoption of financial requlations (Article 209);
establishment of the Common Market in certain areas (eg free
movement of people) (Article 100); conjunctural policy
measures, ie macro-sconomic co-ordination (Article 103(2)):
social security for migrant workers (Article 51).

2. Of these, the only area where HMG might wish to
consider extending OM voting would be on the environment.
Article 130s already provides for the Council to take such a
stap (acting initially by unanimity).

3. on social policy, there are already several treaty bases
requiring QM (l118a - Health and Safety of Workers); 54 and

57 (Right of Establishment); and even simple majority
(Article 128, Vocational Training). The Commission is
unlikely to base much of the Social Action Programme on the

unanimity provisions we would prefer (Article 51, Article
100/100a2 or Article 235). In any case, these articles must
remain unanimity, in particular Article 235 {action in the
absence of specific powers in the treaty).

q. On the other hand, we might want to try (but stand
little chance of success) to change the simple majority
provisions on vocational training to QM veoting (Article
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128). This would aveoid an anomaly whereby significant funds
can be voted through on a simple majority.

IT WHERE WE MIGHT BEXTEND THE CO-CPERATION PROCEDURE

5. The Co-operation procedure is set out in Article 149,
added by thea Single European Act. This gives the European
Parliament additional powers in certain areas of legislation
(primarily single market, social policy, implementation of
the ERDF, and implementation of the R & D framework
programme). The specific Treaty references to the
Co-oparation procedure are Articles 7, 49, 54(2) second
sentence, 57 (except the second sentence of 57(2)), 100a,
100b, 118a, 130e and 130gq(2).

B, The Co-gperation procedure introduced two readings in
both Council and Parliament. After receiving the first
opinion of the EP, the Council reaches agreement (by QM) on
a common position. The European Parliament then has to give
its opinion by absolute majority of all MEPs within three
months. If the EP then proposes amendments, the Commissicn
has one month to reconsider, and perhaps revise its
proposals. The Council then has three months either to

adopt the latest Commission proposal by OM, or amend it by
unanimity. If the European Parliament has rejected the

common position (which has only happened once so far), the
Council may only adopt it by unanimity. So the increased
power for the Parliament comes either through rejecting the
common position; or through working in alliance with the
Commission to amend the original Commission proposal, both
requiring unanimity in the Council to overturn the EP

position.
s The Co-operation procedure can only be applied where QM

voting is the rule. Areas where there is QM voting but no
co=-pparation procedure at present include:
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Ccustoms Union (12-37)
Agriculture and Fisheries (43)

Free Movement of Services and capital [(63.2 & 6%),
(but these are now largely extinguished by 100a)

Transport (75(1) and B4)

Conjunctural Policy (103.3) (implementation of
measures already agreed by unanimity)

Mutual Assistance [over balance of payments
problems) (108.2)

Trade Policy (113)

European Social Fund (127 - in contrast to the ERDF

where co-ocperation procedure applies)

Budget Procedure (203)

g. There is no particular policy advantage to HMG in
extending the Co-operation procedure. The procedure takes
time. And the amendments proposed by the Parliament are by
definition ones which the Council will not have made in
adopting its own common position. Since we are rarely
outvataed in the Council, it would be rare for us to seek
recourse to the EP to refight a battle lost in the Council.
In practice, EP amendments are on balance likely to be

unhelpful to us.

9. Nevertheless, there may be a political case for
agreeing to extend the Co-cperation procedure in order to
appear to be enhancing the role of the EP. The two areas

where this would be least painful are:
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Transport (which is de facto part of the single

market programme) ;

European Social Fund (to mirror the ERDF), but only
on condition that we could stop short of extending
the Co-gperation procedure applying te the Third
Structural Fund (EAGGF). Increased EP involvement in
policy decisions on agriculture expenditure would be

Very unwelcome.

10. There is no case for extending the co-operation
procedure on the budget because the Treaty already provides
a separate conciliation procedure specifically for handling
the institutional dialogue on the budget (the EF and the
Council each have a distinct role as the two arms of the
"budgetary authority").

SOSARE/S 4 CONFIDENTIAL




CONFIDENTIAL

EC INSTITUTIONAL REFORMS
SUBSIDIARITY

The following draft amendments are examples of draft
language for insertion in the Treaty to provide a test of
subsidiarity, either as= a general principle, or in a
specific policy area. They are not mutually exclusive. We

could argue for all five.

Amendments A, B and C are of a general character, and would
be more suitable if we wanted the test of subsidiarity to be
applied to proposed Community legislation across the board.
The alternatives under Amendment D would relate to action in
particular areas (as Article 130r.4 already does in relation
to the environment). Most suitable for this purpose might
be areas in which for most practical purposes national
action would be preferable, eg economic and meonetary policy
and research and development; or areas in which the
Community is acguiring creeping competence, eq social policy
in the widest sense, including health, education and
cultura. Amendment E would provide an additional
subgidiarity test to be applied in cases where the Community
might acquire new competence by acting under Article 235.

Amendment A: Preambular paragraph:

"Recognising that the principle of subsidiarity must apply
so that democratic accountability to Individual citizens is
maintained, and that action at Community level should only
be taken where a clear trans-frontier element to policy is

invelved and where it ig necessary [and] [or] would ensure
greater benefit and effectivenees than action at the leval
of the individual Member States;:"
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Amendment B: New general provision (eg in Article 5 or 145)

"In exercising the powers conferred on it by this Treaty,
the Council shall have regard to the desirability of acting
at Community level only to the extent that a clear
trans-frontier element to policy is involved and that common
action is necessary [and] [or] would ensure greater bensfit
and effectiveness than action at the level of the individual
Member Btates."

Amendment C: New general provision (eg in Article 155):

"The Commission shall propose action at Community level only
to the extent that a clear trans-frontier elemant to policy
is involved and that such action is necessary [and] [or]
would ensure greater benefit and effectiveness than action
at the level of the individual Member States."

Amandment D: New specific Article relating to eg EMU or

social policy:

Variant (a)

"Within the powers conferred by this Treaty, the Community
shall take action relating to [economic and monetary policy]
[social policy] to the extent to which the Council considers

that a clear trans-frontier element to policy is involved

and that action at Community level is necessary [and] [or]
would ensure greater benefit and effectiveness than action
at the level of the individual Member States."
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Vvariant (b) - following Article 130r.4 precedent:

"The Community shall take action relating to [economic and
monetary policy] [social policy] to the extent to which the

objectives referred to in [relevant Treaty provision] can be
attained better at Community level than at the level of the
individual Member States."™

Amendment E: New paragraph added to Article 235:

"Tn considering whether to act in pursuance of this Article,
the Council shall have regard to the desirability of acting
at Community level only to the extent that a clear
trans=-frontier element to policy is involved and that common
action is necessary [and] [eor] would ensure greater benefit
and affectiveness than actien at the lavel of the individual
Mambar states."
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EC INSTITUTIONAL REFORM

THE CASE FOR AND AGATIHST A SUFER-COUHCIL

1. The suggestion has been made, most recently by Delors in
February to the Eurcpean Parliament, that there is a need
for a Super-Council, perhaps building on the Forelign Affairs
Council, by making its day-to-day role more closely match
its official title of "General Affairs Council".

2. Two separate functions could be fulfilled by such a

Council:

{a) to act as a senior arbiter when specialist councils
prove unable to resolve policy disputes; or to make
trade-offs reading across between speclialist
councils;

to oversee the work of the Commission, in particular

forthcoming policy proposals.

3. To fulfil function (a) effectively, membars of a Super
Council would have to be able to exercise authority within
their national cabinets over the relevant specialist
ministers. To fulfil function (b), such a council would
have to meet regularly (Delors suggests weekly) in Brussels,

together with the Commission President and Vice-President.

4. The attractions for us in establishing such a Council

could be:

{a) tighter political control over the Commission, in

particular an oversight of forthcoming propcosals,

and a chance for the Council to shapea the

Commission’s annual work programme;
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{b) a good forum for the Commission to expose
inadequacies in member state
anforcement/implementation (le greater

transparency) .

5. The case against such a Council is:

(a) Dalors’ motive is to secure greater political
impetus towards integration in the Community: any
Super=-Council, by definition inexpert on the
detailed points at issue, would be more vulnerable
to Commission integrationiem than the relevant

Specialist Councils;

the European Council and the Foreign Affairs Council
already exercise the requisite oversight, if
neces=zary taking over negotiations, as in our
CAP/Budget reform in 15%87/88;

close monitoring of the Commission by the Council
would lead to greater national political influence
over exercise of the Commission’s autonomous powers
{eq competition policy) in a way which, in many
cases, would be detrimental to UE interests.

6. Conclusion On balance the risks greatly out-weigh the
potential gains to the UK. No other member state has
proposed that such a Council be created. To the extent that
week to week collective monitoring of the Commission is
necessary, COREPER already fulfils the function on

instructions from capitals.
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EUROPEAN POLITICAL COOPERATION

1. The regime for EPC is defined in Title III of the Single
Buropean Act and a related Ministerial Decision of 28
February 1986, These texts codified the practices that had
developed cover the years, and created a small Secretariat to
assist the Presidency. Title III provides for the
possibility of a review of EPC five years after entry inte
force on 1 July 1987. But aspects covered by Title III were
introduced informally in 1986, and an earlier review seemns
likely: we can support this.

2. We shall have to resist some suggestions for change, eg
introduction of wvoting, or bringing EPC within the
Commission’s responaibility under the Treaties. But it will
be easier to do so if we have positive proposals of our own.
Moreover improvaments are desirable to develop the degree of
consensus among the Twelve across a growing range of issues;
to make EPC more flexible and responsive! and to enhance the
degree of EC/EPFC consistency.

Examples of such changes are

A: Making the Secretariat more efficient

The Secretariat established in 1987 along lines we

advocated has worked well. There is scope for building
up its role, both to help us resist Commission

encroachment, and to get us through weak Presidencies.

- Some staff increases (from 6 to say 10) would be
appropriate and would ensure that a UK official was a
member for a longer period aof time than at present. 1In
particular, a Commission official should be seconded to

its staff on the same basis as Member States’
secondments. This would improve cohesion between EPC
and the Community, and help see off Commission ambitions
to take over the liaison function inside the Commission.
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- The Head of the Secretariat should take on some of the
Presidency’s external burden, by representing the Twelve
in routine contacts with less impeortant third countries
and with the Buropean Parliament, on the authority of

the Presidency.

B. TImprovements to the Working Structure
The Political Committee spends far too much of its time

on routine reports and trivial points.

- A Committee of Deputies should be estahlished to meet
in betwean full meetings of the Committee and wrap up

minor or urgent business;

- Decision taking should be streamlined, by use of more
delegated powers to Working Groups, a system of A
polnte, and more use of the COREU network for minor

decisions.

€. Blurring the EC/EPC distinction at Ministerial level

We should make a virtue of formalising tha increasing
overlap of EC and EPC business at Foreign Minister level
(&g on Eastern Europe) by:

- proposing that EC and EPC business be taken together

@8 NeCessEary

- abeolishing the two formally separate EPC Foreign
Ministers' meetings per Presidency.

D. Cooperation Abroad

= Significant resource savings could be achieved if
cooperation among Embassies of the Twelve were
developed, not only in practical and administrative
matters but also with more pooled political and economic

reporting.
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E. Third country contacts

- As EPC contacts with third countries grow, priority

must continue to be given to the most important partners
and allies (the US, Japan and Canada). We could propose
a secure communications link between the Presidency and

the Foreign Ministries of thesea countries, teo be
activated in agreed circumstances of an operational or
urgent kind.

4. All these proposals could be implemented by treaty
amendmant.

Security Matters

5. In 1985-86 we were unable to prevent a restriction on
EPC discussicon of European security matters, limiting it to
political and economic aspects. Rapid development of EPC
discussion in this area is highly unlikely given Irish
views. We would suppert the lifting of the restriction (as
the Belgilans have already suggested): we see EPC discussion
{en security but not of course overlapping onto military

matters) as contributing te a strengthened EBuropean pillar
of the Alliance.

Conclusion

6. ©Others will also have propeosals for developing EPC. In
general this is an area which we have strongly supported and
continuing to do so could yileld useful benefits and be good
tactics.
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IEA PAPER: THE NEW EUROFE:
CONSITITUTIOHALTST OR CENTRALIST?

1. The IEA paper by Frank ¥Vibert of 29 March analyses
appropriate institutional reform in the Community, seeing
two main alternatives: a "centralist" (ie federalist) model;
and a "constituticnalist" model. oOur conclusicons are

broadly in line with his.

2. Like him we reject the "centralist™ model, in
particular:

a) creation of a super Council (see Annex E);

b) new legislative and revenue raising powers for the
European Parliament (see paras 15=16 and Annex C);

c) new second chamber for European Parliament (=ee

para 4);

d) giving the Commission a more "political" role, with

a directly elected President (see paras 12-17).

a) maintaining the primacy of the Eurcpean Council,
with the Council of Ministers remaining the dominant

decision-making body;

b} explicit recognition of the role of national

parliaments (see paragraph 29);:
c) a new European Parliament role in reviewing

implementation of legislation, and the effectiveness of
EC spending programmes (see paras 29-33);
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d) strengthening the ECT’s ability to "take effective
action agalnst abuse of powers" (see paragraph 26(c)).

Changes suggested by the IEA which we do not support

a) incorporating the Luxembourg Compromise in the

Treaty. On important policy areas unanimity is already
prescribed by the Treaty, and we believe must be
maintained (para 15). But we see no chance of securing
the incorporation of the Luxembourg Compromise in the
Treaty, for at least five member states (Benelux, Italy
and Germany) have always refused to recognise it. oOur
paper is about institutional reform which might be
achieveable, not about changes we would ideally like;

b} inceorporating in the Treaty a constitutional limit
on the size of the EC budget. The 1988 Own Resources

Decision, which sets the ceiling, cannot be changed
without unanimity and the agreement of national

parliaments. Theras is therefore no need to incorporate

it into the Treaty. Moreover to press for this would
risk others seeking to raise the current ceiling: such
pressures could be successfully resisted, but it would
be best not to encourage them. In short, the IEA
proposal would be an own goal.

5. Oour analysis alse differs from the IEA’s on the issue
of subsidiarity, which Vibert sees as a trap which would
lead to an expansion of EC competance. We believe that
suitably handled it would have the opposite effect (sea
paras 18-24, and Annex D). But we accept that the point is
an important ona: our paper therefore suggests that the Law

Officers be asked to look at this carefully.

CONFIDENTIAL
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PRESENTATION OF UK POLICY TOWARDES THE EC

1 was pleased to see your letter of 10 April teo FPeter Lilley
setting out ideas for discussion at our Europe Group meeting on
the 18th. We should I am sure be working up the kind of detailed
plans for lobbying and presentation you have in mind, and indeed
I had already intended to loock to you far help in our
presentation in other EC member states.

As you know, we are well advanced in the ED Group in our thinking
of how we present UK policies on Eurepean Community issues in the
employment field. Within the UK we are already establishing links
with employers and employer groups, MEPs when they are over here,
London-based foreign journalists, and others. Our links with CBI
are strong, and, in the context of the Commission's intention to
consult the social partners on the basis of discussion papers for
each proposal in the social action programme, will need to remain
s0.

I hope your unit will help ensure that our balanced approach to
the Community's social dimension is properly understocod in other
meémber stateés., I believe the situation now requires a systematic
plan to put UK views across in each individual country within the
Community in ways that fit local circumstances. I have in mind
a locally based campaign which will include: placing articles
in the local press; a programme of meetings with labour
correspondents, leading employers and other opinion formers; and
a series of sponsored visits for people to come here. You are
familiar with the sort of programme. Embassies have already
helped us before, and were able to get us good coverage of the
charter before the Strasbourg Council. The lesson frem that was
that we should take local advice about the presentation of our
case,

LEIY R
| !I

'-lu_'n-"

Empioyment Department - Training Agency
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I should therefore be very grateful if vou could in due course
write to Ambassadors, asking for their advice to enable us to
draw up a strategy (in which action by posts would feature
strongly) to put across our approach to the "social dimension"
and our policies in the social field. The strategy will need to
be more sophisticated than for the charter, and to cover a longer
peried. The acticn programme is less newsworthy as vet, and
indeed is not an entity (nor should we encourage it to be
considered as such) but a series of very different measures of
widely differing impact, some of which we should be able to
accept. However, a number of the items of substance are
unacceptable to us either because they run counter to our policy
of a competitive single market or because we see no role for the
Community in the areas in question. On these, we run the ricsk
of being isclated.

It is all the more impertant therefore for us to present our case
with care. My Department will of course provide the basic
material. But our Embassies are best placed to tailor the message
to suit the local market. We shall also need to look to them for
action and advice on timing, targets and logisties. -

If you agree I will ask my officials to work with your new unit
on a draft letter for Ambassadors along these lines, and will
write to you again once this is done. I am sure we can move ahead
guickly. I have also asked my officials to produce a text which
can serve as a basis for a number of different articles targeted
according to a particular locality and to suit different
audiences. They would of course alsoc be able to let posts have
whatever other briefing is necessary.

Action programme proposals will start appearing in May and June.
I am Keen to ensure that our position is properly understood from
the outset.

I am sending copies of this to those who received your letter of
today's date.
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10 April 1990

From The Minister of Seare

The Hon Francis Maude MP

Feter Lilley Esq MP

Financial Secretary

HM Treasury

Parliament Street = .3 3
London SW1 J‘t\:} \ & lr‘“'

Dear Mr Liley,

MINISTERS* EUROCFPE MEETING, 18 APRIL

I undertock to circulate some ideas for the next Ministers’
Europe Group meeting, on 18 April.

Following Douglas Hurd’s minute of 29 March, it is now agreed
that our Group should coordinate work on the presentation of
UK policy towardse the Community. The objective would be to
work up detailed plans for both lobbying and presentation, in
the UK and other member states, on the main subjects
identified in the OD(E) paper (and on any octhers which
colleagues think deserve a similar treatment). This will
involve consideration by Departments of the possibilities in
the UK, as well as further advice from our posts in Community
countries on targets for individual and group lobbying, the
timing of Ministerial visits and soc on. I hope we can devise
a plan for each principal subject in each of the member
states; using the range of instruments avallable to us ([see
for axample paragraph 15 of the OD(E) paper).

Oour new EC unit, headed by Nigel Sheinwald (270 2309) of the
European Community Department (Internal), will be responsible
for coordination here. It will be important for your
officials to develop these operational plans in close
consultation with him.

I suggest that on 18 April we might review the opportunities
for positive presentation, particularly on EMU, social issues,
the Single Market and the environment.

Loocking ahead to the few weeks after 18 April, the Community
agenda will clearly be dominated by the 28 April Informal
summit in Dublin. This will concentrate on German unification
and events in Eastern Europe, and their implications for tha
Community. We have, generally, a strong and positive message
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on Eastern Europe and on the EC aspects of German unification.
The question of Community institutional reform, which is bound
to come up on the 28th (and at the preparatory meeting of
Foreign Ministers the week before) will, however, be trickier
for us.

colleagues may alsco wish to say something about forthcoming
councils. The Informal Environment meeting on 20-22 April,
the ECOFINs on 23 April and 14 May (the promised Commission
VAT proposals should help to reassure business about the
post-1992 system), and the Internal Market Council on 14 May
should all produce some posltive stories for use abread and in
the UK. The Informal Meeting of Social Welfare Ministers on
26=-27 April, and the Health and Culture Councils in mid-May
provide less obvious targets of cpportunity for us, but I
would welcome views.

I am sending copies of this letter to Charles Powell, the
Earl of Caithness, David Curry, Timothy Eggar, Eric Forth,
David Heathcoat-Amory, Douglas Hogg, Baronass HooOper,

Robert Jackson, Peter Lloyd, Michael Portillo, John Redwood,
and Gillian Shephard.

Tﬂw'f: Sincerely
Vodorw Ewan

Francls Maude
Approved by the Minister
and signed in his absence
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10 DOWNING STREET

LONDON SWIAZAA
From the Private Secretary 9 April 1990

Dass DL,

EC INSTITUTIONAT. REFORM

The Prime Minister has considered the Foreign Secretary's
minute of 4 April and accompanying paper on institutional reform
in the European Community. She suggests that the Foreign
Secretary should circulate it to eother celleagues, saying that
the approach in it commends her general approval and inviting
their comments. A revised version could then be discussed among
colleagues concerned.

The Prime Minister alsc thinks it would be useful if the Law

officers were invited to look at the possible problem over
subsidiarity identified in the IEA paper and give a view.

I suggest that we should aim for a discussion in the first
half of May.

(C.D. POWELL)

J.g: Wall, Esg.;
Foreign and Commonwealth Office.




the depariment for Enterprise

The Bi. Hon. Nicholas Ridley MP
Secretary af State for Trade and Industry

Et Hon Douglas Hurd CRE MP %‘:ﬁ?ﬁim

Foreign and Commonwealth Office
Whitehall 1-1% Victoria Streed
LONDON SW1A ZAH London SW1H 0ET

0i-215 5000

Telex BRLIOT4/S DTHO G
Fex 01-292 3629

01 215 5622
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PRESENTATION OF UK POLICY TOWARDS THE %Eﬁf;

¥ ,-"" ot "IJT' =
Thank you for your q&ﬁﬁi; of 49 March. 1 can endorse the
proposals in Francis Maude's paper on presentation [OD(E}(90)4]
and implementation [OD(E)(90)5].

1 agree that the Single Market and its developmant beyond 1992
must remain a key part of our presentation. As well as the
points made in Francis' paper, it is important that we do
whatever we can to emphasise that the Single Market is still the
Community's number one priority, on which all else depends. We
do not want the assumption to gain ground that the programme has
run out of steam or, conversely, that it is all over bar the
shouting. The former would undermine our efforts to get British
industry to prepare for 1992; and the latter would be a gift to
those member states who want to leap ahead to monetary and
political union, but are not prepared to take the practical
decisions needed for a Single Market. We should therefore seek
publicity for each important step forward, as John Redwood did
successfully on public procurement in February, and as we did
with the Angle-German agreement on insurance last week. We
should not hesitate, either, to point the finger at member states
who are dragging their feet on particular issues.

I had one minor point on the suggestions for action in paragraph
24 of the paper. 1 am very sceptical about our ability to get
consumer groups in other member states to preach the virtues of
deregulation. We can try - but 1 fear it is these very groups
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who are behind gome of the pressures for mpre regulatiom. 1
think we have more chance of success through industry groups and
potentially sympathetic government Departments.

On implementation, I endorse yvour judgement that we have more to
gain than lose in spreading Internal Market Council practice to
other member states. The regular reports to the IMC have
certainly had an appreciable effect in putting pressure on
laggard member states, and have been recognised as a major plus
for the UK. We need to be aware though that it will noct be easy
to keep up our good record - even on the Single Market, on which
some significant pieces of legislation will be required.

1 take issue with only one point in Francis' paper. Paragraph
Bib) seems to imply that we should play down the importance of
enforcement /compliance, as potentially embarrassing to us. Buat
on the Single Market at least, Compliance is just as important as
implementation, if not more so. If legislation is enfocrced
unfairly, or not at all, we will still face barriers to trade.
That 1s why my Department's Compliance Unit will be concerned
both with implementation and compliance in other member gtates.

I hope the suggestions in both papers can be taken forward in
Francis Maude's Eurcopean Ministers group, bearing in mind the
points 1 have made here. [ am copying this letter to the
recipients of yours.

v
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PRIME MINISTER

INSTITUTIONAL REFORM IN THE EUROPEAN COMMUNITY

You will want to see the attached FCO paper on institutional

reform in the EBuropean Community. The Eaﬂfect is likely to come

uf et the informal EC Heads of Government Meeting in Dublin an
28 April.

The main conclusions from the paper are:

o

a further round of discussion in the Community on
institutional reform is inevitable. It may start with the

establishment of a special committee to loock at the

pegaihilitiea, leading on to an Inter-governmental

Conference. We cannot block this, but should have well
._._._,_.—l-—.
thought-out proposals of our own.

there is a good deal more rhetoric than substance in what
other member states say about institutional change. We
should not mistake their windy declarations for the reality

of vhat is likely to emerge at the end of Community debate

(as was the case with the transmogrification of 'political

union' into the small-print of the Single European Act in
1985) .

our own propesals should draw their inspiration from the
constitutionalist approach characterised by the recent 1EA

pamphlet. Our principal aim will be to resist attemptes to
tre lty? i ' i .

& r_ﬂgthen the Community*s central institutions The area

where reform is most needed is in the gperation of the

Community.

we should be guided by four basic principles: a more

efficient Community: restraint on empire-building by the

Commission: a fairer Community: improved accountability in
the Community's finances.

I

The paper attached to the Pore{gn Secretary's minute is falrly
CONFIDENTIAL
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hard-headed. Itz main conclusiocns are:

at least some applications for accession will succeed by the

mid-1990=. We should be looking forward to the problems of

——

making a larger Community work efficiently.

we want the Council to remain the dominant decision-making

body, and should oppose attempts to give the European

Parliament any significant new powers at the exXpense of the
T

Council.
e —

our interests will not be served by any further extension of
gualified majority voting. But we do need existing

Cmunall the Commission is usually the gainer.

1 proceduras to work better: where there is deadlock in the h

a frontal asgaylt on the Commision's existing powers would
probakly fail. The more promising way forward is to limit

its power by applyving rigorous tests of competence and

subsidiarity to all Commission activity: and to renew our

earlier attempt to reduce the size of the Commission.

we should therefore propose incorporation of subsidiarity in

the Treaty, as a specific way of restricting the powers of

the Commis=sion.

——

we should also propose Treaty amendments to strengthen
g

enforcement and implementation of EC decisions (where our

own record is very good).

another ldea we could propose would be a Sclemn Declaration

by member states on the essential role of National

Parliaments. We could press an amendment to the preamble to
— i
the Treaty, stressing this role.

we should insist on stricter financial accountability by the

Commission to the Eurcopean Parliament and to the Court of

e
Auditors.

——

These changes would be very much in the spirit of the IEA
CONFIDENTIAL
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pamphlet. The only points on which we differ from it are:

wa don't believe it is feasible to incorporate the
Luxembourg Compromise into the Treaty (given that five
member States have always refused to recognise it at all).

we don't see the need for a constitutional limjit on the size
The 13988 Own EEEGUfCEElﬁ_ﬂ“

decision already set=z a ceiling which cannot be changed

without unanimity. If we re-open the issue, there will be

pressure to raise the ceiling.

we see subsidiarity as an opportunity to limit Commission
powers: the IEA fear that it could lead to an extension of

| ——

Community competence. The Law Officers would need to look

I carafully at thi= point.
| —,——

All that is sought at this stage is your agreement to work up
these ideas into more substantial proposals. Since other

Departments have not yet_bqeh céﬁﬁﬁlted; you may prefer to ask

the Foreign Secretary to circulate the paper to colleagues first
for comment, saying that the approach in it has vour general
appreval, to see what further ideas may be forthcoming. You
could then decide whether a wider H%Eigt?rial discussion would Le

usafitl . b T

Agree to this procedure? , |

[¢2

C.D

CDFE

5 April 1990

jd crinstitutiocnal




CONFIDENTIAL

EC INSTITUTIONAL REFORM

UK INTEREST IN ENLARGEMENT

1. The first wave of enlargement would probably be from
EFTA. Politically, it would be difficult to reject

EFTA candidates. Doubts about neutrality have assumed less
importance, and holding out against the Austrian application
after 1993 might be difficult. By 1985 at least Norway and
Sweden are likely to have applied for membership. Thair
accession would help counter the greater Germanophone
influence.

2. Economically, EFTA membership of the EC (or full

EFTA participation in the Single Market through a

successful outcoma to the current EC/EFTA negotiations)
would marginally increase EC economic growth. 21l current
EFTA members except Iceland would be net centributors to the
budget of an enlarged Community. Their combined net
contributions (which on 1992 forecast data and unchanged EC
policies might be some 5 becu) might reduce the UK’s net
centribution {after abatement) by scme 400 mecu.

3. All would be comfortable colleagues with whom to do
business. But their EC membarship could alsoc bring
attendant disadvantages, including pressure for increased
spending on structural funds, aid, the environment and
social policies, and the budgetary consequences of further
brakes on agricultural reform. (Such offsetting

disadvantages would only arise from full membership, not

from a successful outcome to the current EC/EFTA
negotiation.) Against this, except Austria, they are all
likely to be sympathetic to our own non-federalist approach.
It is difficult to envisage Norway, Sweden or Switzerland
embracing the notion of political union with any anthusiasm.

CONFIDENTIAL
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. 4. FRealistiecally, any East European accessions are long

Term prospects. BSustalned economic growth, and total reform
of economic structures, would be necessary before they could
sustain the cbligations of membership. Even so their
membership would be expensive in budgetary terms. All are
prospective heavy claimants on the structural funds. Their
current income per head is probably below that of Spain and
Ireland (just over $7000) and, in some cases, Greesce and
Portugal (%3-5000) asg well. (The data is uncertain: for
example, estimates of Hungarian income per head range from
$2240 to $8660, with the realistic figure probably below
£5000.) If the present level of, and criteria for,
structural funds support were extended to all East
Europeans, the EC Budget cost might be some 15 becu a year.
Moreover, several are substantial agricultural producers and
would expect to be substantial FEOGA recipients as well. On
the basis of present production levels and prices this would
add another 2.5 becu a year to the net budgetary cost, (but
CAP benefits, with privatisation of the collective farms,
would doubtless further stimulate agricultural production.)
These costs would fall to the richer existing Member States:
maintenance of the Fontainebleau abatement arrangements
would however restrict annual additional UK costs to perhaps
under 1 becu. However, these figures are only illustrative;
trade patterns, relative incomes and Community pelicies are
bound to change substantially over the decade. But
enlargement has hitherto alwaye led to greater
centralisation of decision making and added authority fer
the Brussels institutions. It would ke unwise to assume
that a further major enlargement round would not have a
similar effect.

5. It is difficult to predict how spending pressures might
develop in an enlarged Community. Southern Member States
would still want increased Structural Fund expenditure, as

would any East Eurcpeans. Although Germany, France and new

CONFIDENTIAL
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EFTA members might want more CAP expenditure, they would all
be net contributors to the EC budget. Since they do not
have the benefit of Fontainebleau, the impact of increased
spending on each would be three times as great as on us.

6. Politically, rejecting apparently gqualified East
European candlidates would be difficult and the prospect of
eventual Community membership could be beneficial in East
European countries, encouraging economic adjustment,
political reform and the rule of law. It would make
nationalistic confreontations with neighbours less likely.
East European democracies would not float in Central Europe,
but would be anchored to the Community by the prospect of
membership. Association Agreements without the long-term
prospect of membership would do this less effectively.

7. For the moment, the Community is not ready to
contemplate accession by Turkey, and instead envisages an
extenszion of the existing Association Agreement. Accession
'hy others would encourage Turkish expectations, making it
\harder to rebuff them. If Turkey were in the end admitted
democracy and economic progress there would no doubt be

.

consoclidated. But there would be strong econamic,

budgetary, cultural, demographic and political

disadvantages. Turkish accession would also make it
difficult to resist the membership of Malta and Cyprus. It
is difficult to foresee circumstances when the admission of

any of these would be advantageous.

8, This issue will need further study. Meanwhile, there
is no pressure for early decisions on enlargement, or for us
to signal now that we envisage a larger Community post 1993,
Indead to do so would not be welcome to EFTA governments,
(apart from Austria) whose current policy is to secure,
through the EC/EFTA negotiations, access to the Single
Market without paying the membership price. (It would alsc
pe counter-productive in current intra-EC debate. Our
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strong support, at the 18 November Elysee dinner, for the
pre-=93 Moratorium on accession negotiations, took the wind

from our critics’ sails.)

9. Our pre-Strasbourg framework paper on future EC
relations with Eastern Europe deliberately left open

guestion of future EC membership. This is reflected

current Commission thinking about future Associatien

Agreaments. The long-term possibility of membership
probably beneficial. But we should not encourage
expectations in East Europe that membership i=s a realistic
prospect in the short/medium term.

CONFIDENTIAL
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PM/50/016

PETME MIHISTER

EC Institutional Reform

1 We discussed last wesak the need to prepare ourselves

for the coming French and German proposals for a discussion

oen EC inetitutiens. That need is now even more urgent, as

the Council meeting on 2 Aprll made clear, It is now less
likely that you will be scrluuqlx pressed in Dublin en

28 April either to advance the opening date or to decide the
clnﬁing_date of the IGC on EMU. But it is wvirtually certain
tH;E”}uu“will be faced with a proposal in some form for an
IGC on institutional change, or at least for a study group
leading to such an IGC.

2

sﬂuﬂ_after the S}EE}E Eurupe%g_ﬁct has not _been made out.

share your view that arguments based on German unification
are fallacious. The Community has encugh on its plate for

the ;?Eéent in coping with the challenges of unificatinn,r
EMU preparations, and the 1992 programme, devising the right
forms of Assugiitlnq_fur Eastern Eurupe, the reguirements of
the end-1990 deadlines for the GATT Round and the EC/EFTA
negotiations. If the Community rises successfully to all

six of these challenges, it will ipso facto be strengthened:

failure on any of them would be serious. Tinkering with

institutiens 1s a divisive and damaging distraction. This
1s what I said at the Foreign Affairs Council on 2 april.
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But I take it as axiomatic that:

we cannot block sueh a discussion. Even the Dane=s are

now in favour:
it would be foolish to boycott such a discussion;

i1t would be almost as foolish teo =it at such a
discussion Hlthﬂut ldﬁaa of our owp. {(This does

mean we nead decide now on whether to put forward
worked-up UE package.)

A purely negative reaction at any of these stages would harm
us domestically, in Europe, and with the Americans. There
would be no gain anywhere that counts.

4. We have to resist the argument that the reference to
"an ever closer union among the peoples of Europe" in the
original Treaty of Rome, or the reference to "political

union" to which you subscribed at Styttgart in 1983 leads
inevitably to central institutions controlled by a central

Parliament. Some of the small countries may want th1s, but

————me o nse——

France certainly does not, and whatever Kohl may say now it
would not =suit the new Germany. It is certainly not for us.

But to resist that argument is not to stand pat where we are
new. Nor is there any point In putting forward British
proposals which would be ridiculed by all, or almost all,
our parthers as negative and backward locking. We need to

work up ideas which make sense to _us and can be made
reascnably persuasive to gthers. At the same time we need
to say that while we are sceptical about timing, we shall of
course take part with cur own ideas in any discussion of
these themes.

SOSAAT/2 CONFIDENTIAL




CONFIDENTTAL

5. I enclese an FCO paper drawn up against this
ha:kngynd, and should be grateful for an opportunity to
discuss substance and handling. Other government
departments, whom I have deliberately not consulted, may

have other ideas too.

6. Annexad to the paper is a note on the recent IEA paper

which you have read, and on which we have drawn.

R

{DOUGLAS HURD)

Foreign and Commonwealth Office

4 April 1990
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EC INSTITUTIORAIL EREEFOEM
I INTRODUCTION
1. We want the Inter-Governmental Conference (IGC) to focus

only on EMU. Other member states are already suggesting
that the agenda be broadened to include wider institutipnal

»* to counterbalance the increased weight of a united Germany.

In practice broadening may be unaveidable. If so, we would
not want the agenda to be wholly dictated by others. This
paper examines inestitutional changes - inecluding (at

Annex F) to EPC arrangements - which we might propese,
because they would advance UK interests. It does not cover

EMU-related changes, or wider changes which others might

advance and we would oppose.

2.
success depends on the strength of its central institutions.
It focusses on the nation-state, the protection aof
R e —
diversity, and the entrenchment of subsidiarity. In

e

considering changes which would advance our interests we
have identified four basic principles. We want:

a) a more efficient Community which keeps up its
impetus;

b} restraints on Commission empire-building;

c) a fairer Community, with a level playing field;

d) improved accountability in Community finances.

3. The basis for this analysis is a Community of 12 member
states. However, the Community could well grow, pefhaps to
some 20 member states, by the end of the century. The

SO0SAAUS1 /MR CONFIDENTIAL
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institutional reforms proposed in this paper would in ocur
view be in the UK interest whether or not enlargement takes
place. But they would be more necessary in an enlarged
Community. Section II of this paper examines the likelihood
of enlargement, while Annex A assesses the pros and cons for
the UK.

4. Most of those in the Community who want institutional

the field of legislation. We disagree: ocur guiding

principle is that natiunal_gnvernments remain accountable to

natipnal parliaments, including for the decisions they take

in Council discussions in Brussels. 8o we firmly reject
calls, such as the Belgi;gg*, to increase the European
Parliament’'s control over the Council. Sections III and IV
of this paper consider what changes in the EC legislative
process would be consistent with our gquiding principle and
could therefore be countenanced.

5. The area where in ocur view the need for reform is most
cbvious, in the UK interest, is in the operation of the
Community. Improving implementation and enforcement of EC
legislation is dealt with in Section V. Section VI suggests
proposals to improve financial control and accountability
for public money.

II ENLARGEMENT

6. Fressure to enlarge the Community will increase. Turkey

and Austria have formal applications on the takble: Malta and
Cyprus are poised to apply. Detailed EC/EFTA negotiations
to apply the single market to EFTA countries are proceeding;
if they fail, and perhaps even if they succeed, Scandinavian
and perhaps Swiss membership applications will be likely.
The emerging democracies of Eastern Europe hope for closer
links with the Community, and some contemplate eventual EC
membership.

SOSAAU, 2 CONFIDENTIAL
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7. Member States and the Commission take the view that, at
least until 1993, the Community should concentrate on
consolidation and completion of the Single Market. In
London, Ministers have agreed that Turkish membership would
not be 1n the UK interest, and that for the time being we
nead not take a formal position on the Austrian (or any
other possible EFTA) application; instead we should actively
support the present EC/EFTA dialogue, to which all the EFTA
countries, including Austria, are currently committed.

#. The Community has concluded agreements with Poland and
Hungary (and the 0DS5R), and similar agreements are envisaged
by end June with the GDR, Czechoslovakia, Bulgaria and
Romania. We have suggested that the Community consider
second generation Assocation Agreements with all East
European countries implementing comprehensive reform. The
forms of these Association agreements will vary with
individual countries, but will provide for closer commercial
and economic cooperation, some financial assistance, and
enhanced political dialogue. While the ultimate aim should
be free movement of goods, services, capital and people,
these countries are unlikely, for the foreseeable future, to
be able to fulfil the requirements (particularly the

But Hungary and
Czechoslovakia have already shown interest in EC membership,
and over a l0-year period applications are likely.

2. All other member statez are determined not to take

decisions on existing or future applications, or to open
accession negotiations, before completicn of the Internal
Market at end 1932. Looking further ahead, Turkish

membership will probably still find nc supporters, and
strong Greek opposition, but Austria may have Italian and
German support; and Denmark will continue to advocate wider
Nordic membership. The French have said little; they oppose
enlargement but do not want to be seen to close doors.
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President Mitterrand’s suggestion of a European
EEE;?EEFEF;EF may be an attempt to square the circle.

10. The benefits to the UK of further enlargement are
considered at Annex A. The budgetary implications of
enlargement to the North would be favourable to the UK, but
enlargement to the East or South would be costly. The main
institutional conseguences would be increased difficulty in

decision-taking, at least where consensus is necessary,

although EFTA votes would sometimes work in our favour.
Community law would need to be enforced across a wider
territory. Former EFTAN Member States would be likely to ke
good implementers, but in an enlarged Community more action

would nevertheless be necessary by the enforcement agencies
(Commission and Court), thereby reinforcing the power of the

cantra.

11. <Conclusion: There will by the mid-nineties be several

applications for accession some of which are likely ke

-

succeed. It therefore makes sense to consider the UK
interest in institutional reforms not only in a Community of
Twelve, but also in a Community of perhaps 20.

III EC DECISION MAKING

12. The 1992 programme has set the EC, at last, on the path
towards a liberal, deregulated, internal market. We shall
want further liberalisation pursued after 1992 in the main
EC policy areas, both through further legislation, and more
effective action on implementation and enforcement. A
protectionist EC would not be in our interest. Council

decisions will still be needed simply to run the Community.
Furthermore we shall want:

a) Continuing Single Market work to level the playing
field further (competition policy, non-legislative
barriers etc). Enlargement would make the need even
greater, as the ex-EFTA countries would bring to the
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Community relatively closed and requlated markets.
On many areas (eg transport), where the current aim
is to secure a derﬂgulated structure, the future

e

requirement will be for an effectlve Communlity role

to EnfurLE 1t

Envircnment standards to be applied uniformly

throughout the Community. In some areas we may want

additional EC legislation to tackle cross=-border
environmental problems:

Further CAP reform, which will be essential
irrespective of the Uruguay Round outcome, though a
good outcome will make it less difficult to achieve.

The problems of securing greater discipline on the
CAP would grow if ex-EFIA countries, who are
agricultural protectionists, proved hostile to CAP
reform: surmounting them would be even more
important in the event of accessions by East

Europeans;

Further liberalisation in EC International trade
pelicy, post Uruguay Round. Frotectionist pressures
within the Council would grow if fragile East
European free market economies were to join the
Community.

13. 1In order to achieve our policy goals in such areas, we
shall continue to need EC institutions which work. MNone of

these policy requirements necessitates any change to the

current inter-institutional balance, where the Council takes
tha final decisions, but substantial enlargement might make

the machinery clog up. In certain policy areas - eg
increased social legislation - this would work to our
advantage, but paralysis in decision-making would alsc
prevent progress in tthEfEEE where we want action. ©On

balance ocur interest will probably be served best by the

Council’s decision-making procedures working effectively.

- == —
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Furthermore, paralysis might lead to greater executiwve
action by the Commission at the expense of the Council’s

dominant role as decision-maker.

l14. The case EE;Tand aggigst removing the Commission’s
exclusive right of initiative is considered in Annex B. The
cnndfﬁginn.ia that such a change would work against our
interests. Running it would not attract any support, and

Wwould jeopardise our case on other points because we would

be accused of spoiling tactics.

15. The reaction of most member states to problems in
Couneil dﬂcis{En—ma%ipg will be to urge greater use of

ﬁaalified majority (QM) wvoting. This has clearly helped UK

intereste in the Single Market area, both in expediting
decisions, and in removing protectionist blockages. However
the main areas where unanimity is still regquired are ones

where the UK interest argues against change. We clearly
Lo Lo —

want unanimity to continue to apply on issues of fiscal

[ ——

EEEEFFI free movement of people, revenue raising, and

declisions about the EC institutions. We may face particular

pressure EE extend QM voting to social policy and the
environment. There is certainly no advantage to us in
maﬁlng further changes on social policy (some measures can
be decided by OM already). But on the environment, QM
voting might improve decisicn-making, in particular removing

obstacles thrown up by less environmentally conscious
Southernars. We should explore this further. The case for
extending Qualified Majority is analyszed in detail at

16. Where QM voting was introduced by the Single Burcpean
Act, the so-called "Co-operation procedure® was established
with the European Parliament to strengthen its role in the
legislative process. Under this procedure the European
Parliament has a second reading and unanimity is reguired in
the Council to overturn its amendments %; the Commission

accept them. Some Member States (eg HE]EiUm} now propose
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giving the EP real, if limited. powers of co-decision with

[T S —— e e ———

th& EuunﬂiL In order to head off EUﬂh pressure we might
Hunt tu cnnELder as a tactical mowve limited extension of the
"Co-operation procedure™ into new areas where QM voting
already exists. This too is considered at Annex C.

17. Conclusion: We want the Council to remain the dominant
decision-making bmdy, and our interest (with or without

e — —

further Enlarqament] lies in it hnlnq gffentlue. This means

e —

our opposing giving the Eurcpean Parliament any real new

powers vis a vis the Council. If the Community enlarged,

effective Council decision-making might become more
difficult, but even then the UE interest would not be =erved
by extending QM wvoting significantly.

IV SUBSIDIARITY

18. We want to aveoid unnecessary EC legislation. 1In
particular we shall want to restrain the Commission tendency
to expand its role. Achieving real restraint may be more
important and more difficult if the Community expands, given
the centripetal impact new enlargement might - and previous
enlargements have had - on the power of the Brussels

institutions. The best weapon to counteract Commission

exXxpansionism may be the Commission’s own new doctrine of

subsidiarity - namely that decisions should only be taken at

the Community level when they cannot better be taken at a
e

lower level: the closer to the citizen the better. We must

—

i

ensure that this principle is only applied where Community
competence already exiets, ie as a further limitation on
central decision-making. Delers, among others, has already
argued that subsidiarity should be incorporated into the

Treaty. i
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19. There are three ways in which this could ba done:

a)

SOSAAU/ 8

incorporate a general principle. This could be
done in a pre;ﬁﬁié-fa-the Treaty; in one of the
general articles eg Article 5, (which is a general
reguirement to fulfill the obligations of the
Treaty, and/or Article 145 (which defines the
powers of the Council): and/or in Article 155
{which defines the role of the Commission and could
be amended to place an obligation on the Commission
to consider subsidiarity when acting under the
Treaty). The argument against a general reference
is that it imposes a test which would be
justiciable, but on which the ECJ's ruling would ke
binding. If the ruling went against us in a
spacific case, our position would worsen; per
centra, a ruling in our faveur would reinforce
national powers; much would depend on our securing
Treaty language which incorporates a presumpticon
of action at a national level as the norm;

incorporate specific references. This would mean
following the Single Eurcpean Act precedent of
Article 130r (Environment), and inserting similar

specific references to subsidiarity in different

The main candidates are

monetary policy, and research and development.
There are dangers in writing a list, however
comprehensive, which is not complete, and there is
the risk of the ECJ finding that subsidiarity did

not apply in areas not specifically covared;

a combination of both general and specific
references. This looks on balance best.
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20. Annex D contains illustrative draft Treaty language to

provide both general and specific provisions. Glscard is
e e e

preparing a report for the European Parliament on

subsidiarity. He will recommend that it should apply unless

e L TR

a clear transfrontier element of policy is at stake, and

there is a general'agreenent that common policy action is
necessary and desirable. Both these points are useful ones
for us, and are reflected in the language at Annex D. (A

point to watch is that in negotiating texts, we must guard

against language which would imply that decisions not taken
at Community level should not be taken at natisnal level

— .-

Eithef, but instead be devolved to the sub=-natiocnal level:

———

Wwa do not want to get inveolved in arguments about central

L T -9
—

and local government powers.)

—

— ——u

21. There are several advantages in making such a proposal
at the IGC. Securing such a text should help discourage
unnecessary Commission proposals and EC legislation. O©On
certain (eg social) policy issues, subsidiarity should also
help us teo avoid bruising debates where we believe matters
can be adequately, if not better, regulated at national
level. Reference to subsidiarity in the Treaty would
reinforce the political point that democratic accountability
should be exercised primarily at the naticnal level. &
favourable ECT ruling would serve to limit Community
activity. We could be confident of a reasonable reception
for UK proposals on subsidiarity. Indeed other governments,
including the Belgians, have similar ideas.

22. But there are potential disadvantages too. In

particular:

a) the test is primarily a pelitical cne. It may hot

always help us to have it defined precisely, in a
form which is justiclable. Unsatisfactory ECJ
interpretative rulings could open the way to
increased EC legislation. But as para 18(a) above
shows, this argument works both ways;:
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other Member States might try to use subsidiarity
to mount a legal defence of local laws or practices
which are market-distorting in effect;

other Member States advocate subsidiarity bacause
they see this partly as a compensation for the
greater centralisation of power which they envisage
taking place through institutional reform at the
next IGC; we would need to resist this centralising
approach, both by refusing to pay a price for the
principle of subsidiarity, and by ensuring that the
Treaty language incorporates the presumption of
de-centralisation {(as the texts at Annex D do).

But most political leaders in the EC are now signed
up to the principle of subsidiarity in any event,
and we should seek to exploit this.

23. A different approach would be for lists of subjects
suitable to be dealt with at Community level to be drawn up,

Commission. Anything not on the list would be for member

—

states. Delors himself has suggested this, though in the

revefse, more dangerous, format. There are difficulties

and dangers in this approach, but it is worth considering.

24. Conclusion: Incorporating subsidiarity in the Treaty
has strong political attractions and we can turn te our

advantage the general Community support for the principle.
The options are either specific Treaty references, or a
general provisien, or both. The drafting would be crucial
and the Law Officers will need to be involved.
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IMPROVED IMPLEMENTATION AND ENFORCEMENT FROCEDURES

25. With the growing body of legislation and an
increasingly open market, we must ensure the playing field

is level, ie that the Community is run effectively. Few
Member States implement obligations as rigorously as we do,
Proper implementation and enforcement of policy is therefore
a key UK aim. TIf the Community grew larger, the need for
adeguate enforcement would be even greater.

Z26. There is a role here for all the main institutions:

a) in the Council we should work for regular reviews

of implementation. Where Member States fall behind

an thEi} ﬂbligéﬁinns, transparency is probably our
best lever. HNo Treaty change is necessary to
achieve such reviews, but a proposal for Treaty
change to make them obligatory could be tactically
advantageous;

powers under the Treaty to enforce a level playing

EEE}d' In particular we want them to enforce a
liberal competition policy (eg tackling German and
Italian state aids), and to take prompt action
(infraction proceedings) against Member States who
do not comply. There i= a case for increasing
Commission powers in the area of enforcement, eg
autonomous investigative powers to combat fraud.

This might require Treaty change;

European Court of Justice. We need the judicial

process to work quickly, not least to avoid
distortions of competition (eqg the protectionist

result of long lead times for anti-dumping cases,
which is why we want the court of First Instance

STow
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now to tackle these). We may also want the ECT to
impose sanctions, eg fines, against Member States
for persistent non-compliance with obligations.
The Court could be given such powers either by
regulation under Article 172, or by further Treaty

amendment ;

European Parliament. Our main interest will be in

using the Parliament to achieve greater
transparency, through regular debates about
implementation and compliance. But the Parliament
could also play a key role in scrutinising how
Community money is spent (see Section VI below).

In some cases Treaty change may not be essential to achieve
our objectives, but there might well be both tactical and
substantive advantage in securing the institutional changes
we want through Treaty amendments tabled at an IGC.

27. Conclusion: There is a strong UK interest, which would

grow with enlargement, in achieving improved enforcement and

implementation. Few of the changes necessary would reguire

ITreaty amendments. But securing them by Treaty change could
be useful both tactically in an IGC, and substantively.

VI ACCOUNTABILITY
28. In the UK, while ministers are accountable to
Parliament for poliecy, accounting officers are accountable

to the Fublie Accounts Committee for how money is spent.

2%9. 1In the UK view, EC political accountability is already

achieved through members of the Council answering to their

T ———

naticnal parliaments. We should encourage others to improve

thelir scrutiny procedures, as we are doing. There are

already welcome signs of growing links between national
/parliaments
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parliaments, and with Strasbourg. But we should not try to
enshrine these procedures in a new Treaty article, for it
would be very dangEruub to appear to accept that

Westminister's role cuuld be deflned and therefore changed,

by EC legislation. {FEI the same reason we should reject

proposals - eg the idea of a second Strashourg Charter on US

Senate lines - for direct Westminister involvement in the

Eurcpean FParliament.) Instead this could be enshrined in a
Solemn L Declﬂratiqp by the Member States or (perhaps

prﬂfefﬁhly} by the Prqudents of the national Parliaments.

Alternatively, a refarence to the essential role of natlﬂﬂal
parliaments might be included in the preamble to the Treaty.
A UK proposal along these lines might mebilize useful
support from national peliticians in other member states,

i0. But there would be cansldnrabla benef;t = both

substantive and tactical - in effering the Eurcpean
Parliament a greater role in achieving better EC financial

accountability. Accountability in the Public Accounts
ED;;?EEE; sense is at present iqgﬂqggpte in the Community,
and we might aim to replicate there the NAG/PAC arrangements
harea. UK proposals for Treaty revision to achieve this
could be presented as a positive UK counter-initiative to
the wvaricus proposals likely from other member states for
extending EP powers In the legislative area. and others
would have difficulty opposing UK ideas for improved

mechanisms to ensure financial propriety.

31. oOur main goal should therefore be to achieve greater

accmuntahlllty of the Commission to the European Parliament

for the execution of peliecy, in particular spending EC
meney. The necessary Treaty amendments fall inte two parts:

a) Changing Article 20%5a, 206a and 206b to enhance
European Parliament scrutiny of the budget,
strengthening its reole in budget control, and
turning the existing Budgetary Control Committee
into the real equivalent of ocur PAC:
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Using Article 206a to give the Court of Auditors a
role vis-a-vis the Budgetary Control Committee,
akin to that of the National Audit Office.

i2. The Budgetary Control Committee is at present required
to "discharge" the budget two years after the relevant
financial year. Its actual influence, currently minimal,

could be strengthened by:

giving it the power (which the PAC here has) to
summon particular Commission officials (the

Commission now choose who to send):

requiring it to ebtain monthly in-year monitoring

reports on budget expenditure; (this would improve
transparency and provide early warning of

ovarspending) ;

giving it power to request anti-fraud reports on

specific fraud cases in member states;

giving it a formal role in clearing CAP accounts,
now the preserve of the Commission and member
states;

giving it powear to apply sanctions if dissatisfied
with budget Commission management.

{(The Chalirman of the Budgetary Control Committee is an EDG
MEP (Peter Price).)

33, 1In this area it would be important to reinforce, not
undereut, the role of the Court of Auditors (ECA). It
already examines the accounts for the Community, but at

present only conducts a sample survey. We want its role
strengthened, eg through:
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an explicit requirement in the Treaty that the Court
should ensure full coverage of the budget, without
which the "discharge" would not be given:

requiring the ECA to come to an overall judgement of
the Community accounts, including professicnal
working methods and standards, before they are
certified accurate and reliable (the current audit
is partial and does not certify the account):

requiring audit certification to be part of the
ECA'se Annual Report, and their part of the formal
process of clearing the Community accounts;

possibly reorganising the Court, reducing the number
of full-time national members and letting Finance
Ministers elect the President, to make it
operationally sharper and more like the European
Investment Bank in structure.

34. Conclusion: The frontiers of Political Accountabilty
should not be changed. But the case for improving financial
accountability is clear, even in a cCommunity of 12.
Enlargement would mean a bigger budget, and all the more
reason to ensure better assurance of financial propriety.

Further work with HM Treasury would be needed to give these
ideas Treaty form.

VI CONCLUSIONS

35. Our four main targets are to make the Community
decision making efficient; to restrain Commission

expansionism; to ensure falr competition; and to improve

financial contrel. 1In all four respect, Treaty amendments

could be helpful; and enlargement would reinforce the case

for reform. (Our analysis is consistent with the IEA’s: sae
Annex G.)
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36. Whitehall work should accordingly start on possible UK

Treaty amendments which would:

a)

Work shouy
possibili
accountab

37. The
amendment
the Belgi

maintain effective decision making, perhaps with
very limited extension of QM voting, in the
Council;

systematic application of the principle of
subsidiarity to EC legislation;

stimulate more affective enforcement of EC
commitments: and

introduce greater accountability of the Commission

to the European Parliament on administration, wvalue
for money and financial propriaty.

ld also be undertaken on the non-Treaty
ties at para 23 on subsidiarity and at para 29 on

ility to naticnal parliaments.

tactical decision on whether to table such
5 (eg in a prospectus similar to that now tabled by
ans) need not of course be taken now. The

principle of an IGC conslidering non-EMU Treaty change need

not yet be accepted. But it makes sense to press on with

Whitehall

SOSARU/16

preparations.
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: I. EC INSTITUTIONAL REFORMS ANNEX B

THE CASE FOR AND AGAINST REMOVING THE COMMISSION’S EXCLUSIVE
EIGHT OF PROPOSAL

1. The Commission’s exclusive right of proposal derives
from Article 155, and is reflected explicitly at numerous
places in the policy chapters of the Treaty. Should we
remove it? If so, to whom should it be transferred?

2. The argquments for removal are:

a) restrict expansionism by the Commission, in
particular aveid new Community activity in unwelcome
areas (sgocial policy, health):

reduce Community activity more generally; werk for
"steady state" Community once Single Market
Programma complete;

prevent Commission strengthening its de facto power
at the centre, particularly in an enlarged
Cemmunity, through choosing in which areas the
legislative agenda should be set.

case against is:

we would lose the liberalising thrust of Commissicn
proposals in the Single Market area, including in
follow-up legislation going beyond the White Paper
(eq on barriers to takeovers):

the Community might grind to a halt, leaving

aside policy areas where we want progress. Simply
running the Community requires continuing

proposals on which the Council decides [egq CAP or
budget); a "steady state" Community would not be in
HMG's interest;
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in the absence of a Commission initiative. the
European Parliament might try to seize the
initiative; the EP would be far mora protectionist

and interventionist;

or the Council might try to take the initiative;
here too, protectionist forces (eg France on trade
or Germany on farm support) would have greater
opportunities for setting the Council agenda

than at present; the Community would be at the mercy
of successive Presidency whims;

loss of the Commission’s right to initiate

compliance proceedings, (of major impertance in

ensuring a level-playing field); if every member
state felt free to initiate ECT proceedings against
another whenever compliance was in guestion, the ECT
would grind to a halt, leaving the offender
unhindered by an ECT ruling: the Commission’s
pre-Court role as pocliceman derives partly from its
right to initiate infraction proceedings.

Concluslons.

(a) a more feasible way of avoiding excessive usa of the
Commission’s power of initiative is to apply
rigorous tests of competence and subsidiarity te all
Commission activity: we should be ready to test
Commission action befora tha ECJ. We could alsc
resurrect our 1985 proposal that the number of
Commissioners be reduced to one per member state -
to avoid idle hands finding unnecessary work to do
{this requires Council unanimity, but not Treaty
change) ;
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if the Commission’s exclusive right of initiative

were transferred to either the European Parliament
or to individual member states the results would be
to our disadvantage. Transfer to member states is
in any case unlikely to bhe feasible: there will he
advocates of greater EP powers of initiative, but
the UK interest will lie in opposing them.
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EC INSTITUTTONAL REFORM:
WHERE WE MIGHT EXTEND QM VOTING

o The following are the main aresas of the Treaty where
unanimity still applies: action in the absence of specific
powers (Article 235); fiscal policy (Article 59);
environment (Article 130s); some institutional matters
{appointments to and composition of Commission, ECT, Court
of Auditors and ESC); enlargement and association agreements
(Articles 237 and 238); derogations from state aid rules
(Article 93(2)); new tasks for Eurcpean Social Fund (Article

126b) 1 adoption of financial regulations (Article 209);

establishment of the Common Market in certain areas (eq free
movement of people) (Article 100); conjunctural policy
measures, ie macro-economic co-ordination (Article 103(2)):
social security for migrant workers ({Article S51).

2. Of these, the only area where HMG might wish teo
consider extending OM voting would be on the environment.
Article 130s already provides for the Council to take such a
step (acting initially by unanimity).

3, On social policy, there are already several treaty bases
requiring QM (118a - Health and Safety of Workers); 54 and

57 (Right of Establishment); and even simple majority
(Article 128, Vocational Training). The Commission is
unlikely to base much of the Social Action Programme on the
unanimity provisions we would prefer (Article 51, Article
100/100a2 or Article 235). In any case, these articles must
remain unanimity, in particular Article 235 (action in the

ahsence of specific powers in the treaty).
4, On the other hand, we might want to try (but stand
little chance of success) to change the simple majority

provisions on vocatienal training to QM voting (Article
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128) . This would aveld an anomaly whereby significant funds
can be voted through on a simple majority.

1T WHERE WE MIGHT EXTEND THE CO=0PERATION FROCEDURE

T The Co-operation procedure is set out in Artiecle 149,
added by the Single Buropean Act. This gives the European
Parliament additional powers in certain areas of legislation
(primarily single market, social policy, implementation of
the ERDF, and implementation of the R & D framework
programmea) . The specific Treaty references tc the
Co-operation procedure are Articles 7, 49, 54(2) second
sentence, 57 (except the second sentence of 57(2)), 1l00a,
100b, 118a, 130e and 130g(2).

€. The Co-operation procedure introduced two readings in
both Council and Parliament. After receiving the first
opinion of the EP, the Council reaches agreement (by QM) on
a common position. The Eurcpean Parliament then has to give
its opinion by absclute majority of all MEPs within three
months. If the EP then proposes amendments, the Commission

has one month to reconsider, and perhaps revise its
proposals. The Council then has three months either to

adopt the latest Commission proposal by QM, or amend it by
unanimity. If the European Parliament has rejected the
common position (which has only happened cnce so far), the
Council may only adopt it by unanimity. So the inecreased
power for the Parliament comes either through rejecting the
common position; or through working in alliance with the
Commission to amend the original Commissicn proposal, both
requiring unanimity in the Council to overturn the EP
position.

T The Co-operation procedure can only be applied where oM
voting is the rule. Areas where there is QM voting but no

co-opération procedure at present include:
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Customs Union (12-37)

Agriculture (43)

Fres Movement of Services and capital (63.2 & 69),
(but these are now largely extinguished by 100a)

Transport (75(1) and B84)

Conjunctural Policy (103.3) (implementation of
measures already agreed by unanimity)

Mutual Assistance (over balance of payments
praoblems) (108.2)

Trade Policy (113)

Eurcopean Social Fund (127 - in contrast to the ERDF
where co—operation procedure applies)

Budget Procedure (203)

8. There is no particular policy advantage to HMG in
extending the Co-operation procedure. The procedure takes
time. And the amendments proposed by the Parliament are by
definition ones which the Council will not have made in
adopting its own common position. Since we are rarely
outvoted in the Council, it would be rare for us to sesk

recourse to the EP to refight a battle lost in the Council,

In practice, EP amendments are on balance likely toc be
unhelpful to us.

9. Nevertheless, there may be a political case for
agreeing to extend the Co-operation procedure in order to
appear to be enhancing the role of the EP. The two areas

where this would be least painful are:
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Transport (which iz de facto part of the single
market programme) ;

European Social Fund (to mirror the ERDF}, but cnly
on condition that we could stap short of extending
the Co-operation procedure applying to the Third
Structural Fund (EAGGF). Increased EP involvement in
policy decisions on agriculture expenditure would be
very unwelcome.

10. There is no case for extending the co-operation
procedure on the budgat because the Treaty already provides

a separate conciliatien procedure specifically for handling

the institutional dialogue on the budget (the EP and the
Council each have a distinct role a= the two arms of the
"budgetary authority").
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EC INSTITUTIONAL REFORMS ANNEX D

SUBSIDIARTTY

The following draft amendments are examples of draft
language for insertion in the Treaty to provide a test of
subsidiarity, either as a general principle, or in a
specific policy area, They are not mutually exclusive. We

could argue for all five.

Amendments A, B and C are of a general character, and would
be more suitable if we wanted the test of subsidiarity to be
applied to proposed Community legislation across the board.
The alternatives under Amendment D would relate to action in
particular areas (as Article 130r.4 already does in relation
to the environment). Most suitable for this purpose might
be areas in which for most practical purposes national
action would be preferable, eg economic and monetary policy
and research and development; or areas in which the
Community is acquiring creeping competence, eg social pelicy
in the widest sense, including health, education and
culture. Amendment E would provide an additional
subsidiarity test to be applied in cases where the Community
might acguire new competence by acting under Article 235,

Amendment A: Preambular paragraph:

"Recagnising that the principle of subsidiarity must apply

so that democratic accountability to individual citizens is
maintained, and that action at Community level should only

be taken where a clear trans-frontier element teo policy is

involved and where it is necessary [and] [or] would ensure

greater benafit and effectivenass than action at the level

of the individual Member States;"
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Amendment B: New general provision (eg in Article 5 or 145)
"In exercising the powers conferred on it by this Treaty,
the Council shall have regard to the desirability of acting
at Community level only to the extent that a clear
trans-frontier element to policy is invelved and that common
actien is necessary [and] [or] would ensure greater benafit
and effectiveness than action at the leval of the individual
Member States."

Amendment C: New general provision (eqg in Article 1558):

"The Commission shall propose actien at Community level only
to tha extent that a clear trans-frontier element to policy
is involved and that such action is necessary [and] [or]
would ensure greater benefit and effectiveness than action
at the level of the individual Member States.™

Amendment D: Hew specific Article relating to eg EMU or
social policy:

Variant (a)

"Within the powers conferred by this Treaty, the Community
shall take action relating to [economic and monetary policy]
[social pelicy] to the extent to which the Council considers

that a clear trans-frontier element to policy is involved

and that action at Community level is necessary [and] [or]

would ensure greater benefit and effectiveness than action
at the level of the individual Member States."

SOSAAW/ S CONFIDENTIAL
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Variant (b) - following Article 130r.4 precedent:

"The Community shall take action relating to [eccnomic and
monetary policy] [soclal policy] to the extent to which the
objectives referred to in [relevant Treaty provision] can be
attained better at Community leval than at the level of the
individual Member States."

Amendment E: New paragraph added to Article 235:

"In considering whether to act in pursuance of this Article,
the Council shall have regard to the desirability of acting
at Community level only to the extent that a clear

trana-frontier alement to pelicy iz involved and that common

action is necessary [and] [or] would ensura greater benefit

and effectiveness than action at the level of the individual

Member states."
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SOSARW/6G




CONFIDENTIAL

EC INSTITUTIONAL REFORM
THE CASE FOR AND AGAINST A SUPER COUNCIL

l. The suggestion has been made, most recently by Delars in
February to the European Parliament, that there is a need
for a SEEEE:ngqcil, perhaps building on the Foreign Affairs
Council, by makiﬂg its day=-to=-day role more closely match
its official title of "General Affairs Council®,

2. Two separate functions could be fulfilled by such a
Council:

(2) to act as a senior arbiter when specialist councils

prove unable fo resaolve pelicy disputes; or to make

trade-offs reading across between specialist
councils;

to oversea the work of the Commission, in particular
forthcoming policy proposals.

3. To fulfil function {a) effectively, members of a Super
Council would have to be able to exercise authority within
their national cabinets over the relevant specialist
ministers. To fulfil function (b), such a council would
have to meet regularly (Delors suggests weekly) in Brussels,
together with thea Commission President and Vice-President.

4. The attractions for us in establishing such a Council

conld be:

(a) tighter political control over the Commissien, in
particular an oversight of forthcoming proposals,
and a chance for the Council to shape the

Commission’s annual work programme;

CONFIDENTIAL
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(b) a good forum for the Commission to expose
inadequacies in member state
enforcement/implementation (ie greater
transparency) .

case against such a Council is:

Delors’ motive is to secure greater political
impetus towards integration in the Community: any
Super=-Councll, by definition inexpert on the
detalled points at issue, would be more vulnerable
to Commission integrationism than the relevant

Specialist Councils;

the European Council and the Foreign Affairs Council
already axercise the requisite oversight, if
necessary taking over negotiations, as in our
CAP/Budget reform in 1587/88;

close monitoring of the Commission by the Council
would lead to greater national political influence
over exercise of the Commission’s autonomous powers
(eg competition policy) in a way which, in many
cases, would be detrimental to UK interests.

6. Conclusion On balance the risks greatly ocut-weigh the

potential gains to the UK. No other member state has
proposed that such a Council ba created. To the extent that

week to week collective monitoring of the Commission is

necessary, COREPER already fulfils the function on

instructions from capitals.
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E. Third country contacts

- As EPC contacts with third countries grow, priority
must continue to be given to the moust important partners
and allies (the US, Japan and Canada). We could propose
a secure communications link between the Presidency and

the Foreign Ministries of these countries, to be
activated in agreed circumstances of an operational or
urgent kind.

4. All these proposals could be implemented by treaty
amendment.

Security Matters

5. In 1985-B6 we were unable to prevent a restriction on
EPC discussion of Eurcpean security matters, limiting it to
politieal and economic aspects. Rapid development of EPC
discussion in this area is highly unlikely given Irish
views. We would support the lifting of the restriction (as
the Belgians have already suggested): we see EPC discussion
{on security but not of course overlapping onto military
matters) as contributing to a strengthened Eurcpean pillar
of the Alliance.

Conclusion

6. Others will alsoc have proposals for develeoping EPC. In

general this is an area vhich we have strongly supportad and

continuing to do so could yield useful benefits and be good
tacties.
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EUROPEAN POLITICAL COOPERATIONM

1. The regime for EPC is defined in Title III of the Single
European Act and a related Ministerial Decision of 28
February 1986. These texts codified the practices that had
developed over the years, and created a small Secretariat to
assist the Presidency. Title III provides for the
possibility of a review of EPC five years after entry into
force on 1 July 1837. But aspects covered by Title III were
introduced informally in 1986, and an earlier review seems
likely: we can support this.

2. We shall have to resist some suggestions for change, eg
introduction of voting, or bringing EPC within the
Commission’s responsibility under the Treaties. But it will
be easier to do so if we have positive proposals of our own.
Moreover improvements are desirable te develop the degree of
consensus among the Twelve across a growing range of issues;
to make EPC more flexible and responsive; and to enhance the
degree of EC/EPC consistency.

Examples of such changes are

A: Making the Secretariat more efficient

The Secretariat established in 1987 along lines we
advocated has worked well. There is scope for building
up its role, both teo help us resist Commission
encroachment, and to get us through weak Presidencies.

- Bome staff increases (from & to say 10) would be
appropriate and would ensure that a UK official was a
member for a longer period of time than at present. In

particular, a Commission official should be seconded to

its staff on the same basis as Member States’
secondments. This would improve cchesion between EPC
and the Community, and help see off Commission ambitions

to take over the liaison function inside the Commission.

PDEAAR/] CONFIDENTIAL
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- The Head of the Secretariat should take on some of the

Presidency’s external burden, by representing the Twelve

in routine contacts with less important third countries
and with the European Parliament, on the authority of
the FPresidency.

B. Tmprovements to the Working Structure

The Political Committee spends far too much of its time
on routine reports and trivial points.

= A Committee of Deputies should be established to meet

in between full meetings of the Committee and wrap up
minor or urgent business;

- Decision taking should be streamlined, by use of more

delegated powers to Working Groups, a system of A
points, and more use of the COREU network for mincr
decisions.

.

We should make a virtue of formalising the increasing
overlap of EC and EPC business at Forelgn Minister level
(eg on Eastern Burope) by:

- proposing that EC and EPC business be taken together
a8 NecCessary;

- abolishing the two formally separate EPC Foreign

Ministers’ meetings per Presidency.

D. Cooperation Abroad

- Significant resource savings could be achieved if
cooperation among Embassies of the Twelve were

developed, not only in practical and administrative
matters but also with more pooled political and economic
reporting.,

FDEAARA/S 2 CONFIDENTIAL
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TEA PAPEE: THE NEW EUOROPE ANMEXY &
CONSITITUTIONALIST OR CENTRALIST?

s The IEA paper by Frank Vibert of 29 March analyses
appropriate institutional reform in the Community, seeing
two main alternatives: a "cantralist" (ie federalist) model:;
and a "constitutionalist™ model. Our conclusione are
broadly in line with his.

e Like him we reject the "centralist™ medel, in

particular:
a) creation of a super Council (see Annex E);

b) new legislative and revenue raising powers
European Parliament (see paras 15-16 and Annex

c) new second chamber for European Parliament

para 4);

d) giving the Commission a more "political" role, with

a directly elected President (see paras 12-17).

Like him we support, on "constitutiocnalist" grounds:

a) maintaining the primacy of the Eurcpean Council,

with the Council of Ministers remaining the dominant
decision-making body:

b} explicit recognition of the role of national

parliaments (see paragraph 29):
¢) a new European Parliament role in reviewing

implementation of legislation, and the effectiveness of

EC spending programmes (see paras 29-33);
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d) strengthening the ECJI’'s ability to "take effective
action against abuse of powers" (see paragraph 26(c)).

Changes suggested by the IEA which we do not support

a) incorporating the Luxembourg Compromise in the
Treaty. On important policy areas unanimity is already
prescribed by the Treaty, and we believe must be
maintained (para 15). But we see no chance of securing
the incorporation of the Luxembourg Compromise in the
Treaty, for at least five member states (Benelux, Italy
and Germany) have always refused teo recognise it. Our
paper is about institutional reform which might ke

achieveable, not about changes we would ideally like:

b) incorporating in the Treaty a constitutional limit
on the size of the EC budget. The 1988 Own Resources
Decision, which sets the ceiling, cannot be changed

without unanimity and the agreement of national

parliaments. There is therefore no need to incerporate
it into the Treaty. Moreover to press for this would
risk others seeking to raise the current ceiling: such
pressures could be successfully resisted, but it would
be best not to encourage them. In short, the IEA

proposal would be an own goal.

. & Our analysis also differs from the IEA‘s on the issue
of subsidiarity, which Vibert sees as a trap which would
lead to an expansion of EC competance. We believe that
suitably handled it would have the opposite effect (see

paras 18-24, and Annex D). But we accept that the point 1=
an important one: our paper therefore suggests that the Law
Officers be asked to look at this carefully.
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FM BONN

TO IMMEDIATE FCO

TELNO 440

OF 040847Z APRIL 90

AND TO ROUTINE EUROPEAN COMMUNITY PQST3

FRAME GENERAL

UKREP TELNO 989 AND PARIS TELNO 37B: GERMAN VIEWS ON IGCS

SUMMARY
1. KOHL'S PROPOSAL FOR A SECOND IGC TO CONSIDER INSTITUTIONAL
ISSUES, INITIALLY DESIGNED TO DEFLEET FRENCH PRESSURE FOR FASTER
PROGRESS ON EMU,. IS5 NOW DEVELOPING ITS OWN JUSTIFICATION, PARTLY
BECAUSE IT ALSO REFLECTS A LONG-STANDING GERMAN BELIEF IN THE
DESIRABILITY OF FURTHER IMSTITUTIONAL DEVELOPMENT OF THE COMMUNITY.
BUT CONCRETE AIMS MUCH MORE MODEST THAN RHETORIC SUGGESTS.
FRANCO/GERMAN CONSULTATION HAS PRODUCED A PROCEDURAL PROPOSAL FOR
THE SPECIAL DUBLIN SUMMIT.

DETAIL

2. KDOHL'S PROPOSAL FOR A SECOND IGC TO CONSIDER INSTITUTIONAL ISSUES
WAS INITIALLY INTENDED TO DEFLECT FRENCH FRESSURE FOR FASTER
PROGRESS ON EMU (MY TELNO £11). THE FEDERAL GOVERNMENT REFUSE TO
ERING FORWARD THE STARTING DATE OF THE IGC ON EMU FOR ELECTORAL
REASONS. IN ADDITION THE FIMANCE MINISTRY AND THE BUNDESBANK REMAIN
STRONGLY OPPOSED TO SETTING A FINISHING DATE, WHICH THEY FEAR WOULD
PUT THEM UNDER PRESSURE TO COMCEDE FREREQUISITES AND MIGHT LEAD TOO
FAST TO STAGE II, WHICH 50 FAR REMAINS UNDEFINED AND OF WHICH THEY
ARE SUSPICIQUS ANYWAY. SINCE THE FRENCH WERE TRYING TO MAKE GETTING
ON WITH EMU A TEST OF GERMAN COMMITMENT TO THE COMMUNITY, KOHL
SWITCHED THE FOCUS BY RESURRECTING THE OLD DEBATE ON THE NEED FOR
POLITICAL UNION TO ACCOMPANY ECOMOMIC AND MONETARY UNION AND = HE
NOW ADDS - GERMAN UNIFICATION.

3. PROGRESS TOWARDS POLITICAL UNION IS5 THUS NOW DEVELOPING A LIFE OF
ITS OWN., IT REFLECTS A LONGSTANDING BELIEF IN BONN 1IN THE
DESIRABILITY OF FURTHER INSTITUTIONAL DEVELOPMENT IN THE COMMUNITY.
IT IS WIDELY HELD HERE THAT, FOLLOWING THE INTRODUCTION OF MAJORITY
VOTING IN THE COUNCIL, EUROPEAN MINISTERS ARE NO LONGER FULLY
ACCOUNTABLE TO THEIR NATIONAL PARLIAMENTS., THE AUSWAERTIGES AMT GO
ON TD ARGUE THAT DEMOCRATIC CONTROL CAN BEST BE EXERCISED BY THE
EUROPEAN PARLIAMENT MNOW HAVING GREATER CONTROL OVER THE COUNCIL.

FAGE 1
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THEY MAY ALSD BE THINKING OF SOME FURTHER INSTITUTIONALISATION OF
POLITICAL COOPERATION.

4. WHILE THESE GERMAN IDEAS ARE DIFFICULT FOR US, THEY FALL WELL
SHORT OF KOHL'S EXPANSIVE RHETORIC IN FAVOUR OF POLITICAL UNION.
KOHL OOES NOT BELIEVE THAT A EURDPEAN FEDERATION IS5 JUST AROUND THE
CORNER. HE WANTS TOD SATISFY THE FRENCH AND GET THEIR COOPERATION
OVER THE ASSIMILATION OF THE GDR, BUT NOT BY PUSHING THINGS TOQ THE
FOINT WHERE THE GOOD WILL OF OTHER MEMBER STATES IS PREJUDICED.

5. THE GERMANS WILL THEREFORE TREAD FAIRLY CAREFULLY. WE UNDERSTAND
THAT DURING A VISIT BY ATTALI AND BOISSIEU ON 2 APRIL THE GERMANS
PROPOSED,. AND THE FRENCH DID NOT DISSENT, THAT DECISIONS AT THE
DUBLIN SPECIAL SUMMIT ON 28 APRIL SHOULD BE PURELY PROCEDURAL. THE
FRANCO-GERMAN INITIATIVE THEREFORE WOULD BE THAT FOREIGN MINISTERS
WOULD BE CHARGED WITH DRAWING UP A REPORT FOR THE DECEMBER SUMMIT ON
THE SUBSTANCE AND MODALITIES OF PROGRESS TOWARDS POLITICAL UNION.
FOREIGN MINISTERS SHOULD MAKE RECOMMENDATIONS ON WHETHER THERE
SHOULD BE A PREPARATORY DOOGE-STYLE GROUP, A SECOND IGC, ETC. ON
SUBSTANCE, THE MANDATE SHOULD SPELL OUT CRITERIA (GREATER EFFICIENCY
AND COHERENCE OF THE INSTITUTIONS) RATHER THAN OUTCOMES. THIS

SOUNDS A LITTLE TOO GOOD TO BE TRUE. BUT THE AUSWAERTIGES AMT 3AY
THEY DO NOT WANT A ROW ON 23 APRIL (NOR, PRESUMABLY, TOO MUCH
DISTRACTION FROM THE GDR ITEM ON THE AGENDA).

MALLABY

DISTRIBUTION

MAIN

.FRAME GENERAL ECD (I} L[=1

ADDITIONAL

FRAME

PAGE 2
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PRIME MINISTER

Cabinet: Community AFfairs

Mr cummer may mention last week's Agriculture Council, which

failed to reach agreement on the CAP price-fixing. The main

points were:

s

the Presidency (with the Commission's endorsement) tabled a
compromise proposal which would have involved extra costs of
500 mecu in 1990 and 1000 mecu in 1991. A majority of

member states rejected this on the ground that it was
insufficiently generous;

the Commission, with UK support, strongly resisted further
concessions, eg on reducing the cereals and milk

coresponsibility lewvies, on the ground that reducing levies
without offsetting price cuts would undermine the 1988
stabiliser package;

the compromise included proposals for a range of grean pound
devaluations for individual commodities, mostly slightly
greater than the 33% originally proposed. The devaluation

in the cereals sector would have reduced the present gap by
about 50%;

the Council will return to the issue on 25/26 April.

The Chancellor may report on last week's informal ECOFIN,

which focussed mainly on EMU. Other main points were:

1
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progress report by Herr Waigel, in standard terms, on
prospects for German economic and monetary union;

El;rEE'mE'ﬁt that the Austrian and Hﬂl.‘”él:[i Arn requasts for
associate membership of the EMS should be studied further by

the Monetary Committee and Central Bank Governors.

The Forelgn Secretary may report on the 2 April Forelian

Affairs Council. Eey points were:

g .

U¥ proposal for lifting all guantitative restrictions for
crechoslovakia well received. General willingness to sea

early extansion of G324 process to othar raforming East

Buropeans;

frontier coordinators to study scope for removing wvisa
restrictions for GDR, Hungary and Czechoslovakia (general
support only for doing this for the GDR) !

FRG briefing, in familiar terms, on latest +thinking on
German unjification. Delors floats 1i1dea of "super

assocliation® (content unspecified) for pre-unification

period;

on EMU, Delors said the Commission would produce a paper on
institutional aspectz in time for discussion at 19-20 May
informal meeting of Foreign Ministers; a technical document
for ECOFIN and Faoreign Ministers to discuss in June; and a
more exhaustive document by the end of July on the

transition to stage 3.

Mr Parkinson may also mention the Transport Council on 29

March. The most important points were:

2
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a. agreement (by gualified majority) on a 40% increase in J
Community road haulage guotas for 1990;

b. German announcement that in response to strong domestic
political pressure they would introduce a tax on foreign

lorries travelling through Germany with effect from July
1990. UE; Hetherlands and other member states protested
strongly; the Commission said that they would take rapid
action against the Germans under the state aid provisions of

the Treaty.

The next Council mestings, after the Easter break, will be:

= ECOFIN, 23 April
- Agriculture Council, 25/26 April

ER8.

—

ROBIN BUTLER

4 April 1990

3
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THE RT HOM JOHN WAKEHAM MP

Depariment of Enargy
1 Palace SEreel
London SW1E SHE

01 238 3290

The Rt Hon Chris Patten MP

cecretary of State for the Environment

Department of the Environment

2 Marsham Street

LONDOHN

SW1F 3JEB EI. April 1990

M
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ELECTRICITY PRIVATISATION AWND THE EC GE COMBUSTION FPLANT
DIRECTIVE

Thank you for vour lekter of 22 March,

I am glad that vou accept that we =should aim to meet the
target reductions in the mosk economic way that is
environmentally satisfactory. I agree of course on the
importance of convincing the Commission that the Government
can be relied upon to ensure that the reductions reguired by
the Directive are achieved. I do not see why they should be
suspicious of Che move away [rom 12GW of retrofits: there
are perfectly good explanations for the change in our views.

On the "firmness" of the plan, we must strike a balance
between definite plans for retrofits and supplementary

measures (combined eycle gas turbines and fuel imports)
which have a shorter lead-time.

I take your poink about not overdoing the environmental
disadvantages of FGD, though we should not close ocur eyes to
Lhem.

It does not seem to me to be right that HMIP should be free
bo reguire further PGD retrofits bevond the end of the
cenktury, It follows from the Government's agreement to the
LCP Directive that its requirements define what we should
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alm to achleve. As the reguirement for reduction of
emissions from existing plant extends Eo 2003, HMIP's policy
should be geared to implementation of the Directive. In
fact, your Department advised the CEGB in June 1988 that
HMIF reccgnised that where there was a directive in force
which specified total emissions for a particular class of
plant, that would normally set the framework for thair
enforcement work.

I have explained the difficulties about reducticns before
1993, But I agree that officials should discuss further.

I attach a copy of the Press Release which my Department
have issued following my comments at WEDC this morning.

I am copying this letter to the Prime Minister,
Geoffrey Howe, John Major, Malcolm Rifkind and to
Sir Robin Butler.

:?‘-:J._\rhu—w—h\. — A

JOHN WAEEHAM
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DEPARTMENT OF

ENERGY

NEWS RELEASE

Oon & May 1990 the above
i codes will change to 071

4 -April 1930

JOHN WAKEHAM ANNOUNCES £1.2 BILLION POWER STATION CLEAN UP

John Wakeham, Energy Secretary, said today that he expected EGW
of flue gas desulphurisation eguipment to be retrofitted to coal

fired power stations at a capital cost of around f£1.2 billion.

Mr Wakeham was speaking at teday’s meeting of the National

Economic Development Council in Londen.

He said: "I expect National Power and PowerGen each to retrefit

46W of FGD equipment as part of Britain’s commitment to the Large

Combustion Plant Directive.

"National Power are already retrofitting the FGD to the 4GW Drax
power station in North Yorkshire. I expect that FowerGen will
also retrofit 4GW of FGD eguipment, but it will be a matter for
the company to announce which specific power stations will be

Fitted.




"These measures, together with other actions by the generators
including switching to low sulphur fuels such as gas, will meet
the 1598 sulphur dioxide reductions required under the

Directive."

NOTES TO EDITORS

Under the EC Large Combustion Plant Directive Britain's sulphur
dioxide emissions will need to be reduced by 40% by 1298 and by
60% by 2003.

The Directive lays down the targets tc be achieved but does not
stipulate the means by which the reduction must be carried out.

The remainder of the target of reduced emissions is expected to
bhe met by adopting supplementary measures, such as the burning of
low sulphur fuels.
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THE AT HOM JOHN WAKEHAM MP

Degartmanl of Enargy
1 Palace Street
London SWIE SHE
01 238 3290

The RE Hon Douglas Hurd MP
Secretary of State
for Foreign and Commonwealth Affairs
Foreign and Commonwealth Office
Whitehall
LONDON !
SW1A ZAH 4 April 1080
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ELECTRICITY PRIVATISATION AMND THE EC IAEGE LEJHIEUETIEI'H PLANHT
DIRECTIVE -

-
-

Thank you for your minute of 30 March, As you will see from my
further letter of today to Chris Patten, I fully agree that we
must convince the Commission of the effectiveness of the measures
we expect the generabtors Lo take., I alsc agree that there can be
no gquestion of fallure to reach the targets which we accepted in
1988.

I do not think that the Commission or other Member States would
be justified in accusing us of breaking an "agreement". The
Directive does not specify how S50:; reductions are to be achieved;
and they can hardly object if we choose a mix of measures which,
as well as being egually affective and more economic, will be
also environmentally beneficial since they will produce less COs,
one of the main greenhouse gases.

I am copying this letter to the Prime Minister, Geoffrey Howe,
John Major, Malcolm Rifkind and te Sir Robin Butler.

b
=

JOHH WAKEHAM
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ROYAL COURTS OF JUSTICE
LONDON, WG2A 2LL

01-936 8201

The Rt. Hon. Nicholas Ridley MP,
Secretary of State for Trade & Industry,

| Victoria Street,
Londan, q Yy .
5WI.

B April 1990

Jr f}"lg '-"'-Le’f-ﬁu—:& K

EUROPEAN COMPANY STATUTE

Thank you fer copying to me your letter of 21 March to Douglas Hurd.

[n your letter, you mention the formal Opinion of the Council Legal Service on
the legal basis of the proposal for the Eurcpean Company Statute which endorses
the United Kingdom's views on the choice of legal basis for the ECS. An
excellent note on legal basis prepared by a group of Whitehall lawyers, chaired by
the Cabinet Office Legal Adviser, was submitted to the Council Legal Service in
araer 1o assist it in preparing its Opinion. | have no doubt that the Council Legal
Service's conclusions were influenced by the note. Whilst | appreciate that much
careful work still remains to be done, this highlights the desirability that
Whitehall lawyers should be given early notice of legal issues so that helpful and

—_—

constructive advice can be given:

| am sending coples of this letter to the Prime Minister, other Members of ODIE)
and to 5ir Robin Butler,







Foreign and Commonwealth Office

London SWlA ZAH

2 April 1950

‘il DO

White Paper on Developments in the European Community:
July = December 1989

I enclose a pre-publication version of the latest

aix=monthly White Paper on development= in the
European Community. It has been approved by OD(E) and will be

published on Tuesday 3 April.

I am copying this letter to the Private Secretaries of
membears of the Cabinet.

AV

(J 5 Wall)
Private Secretary

C D Powell E=sg
10 Downing Street




10 DOWNING STREET
LONDON SWIA 2AA

THE FRIME MINISTER 2 April 1990

5
) & G~ i&-ﬁni

I read with interest your letter of 12 March about recent
developments in the Community. Good progress has indeed been
made in a number of important areas of the Single Market
programme, notably banking and competition, and I am grateful
for the central role you have played in these achievements. We
gshall need to continue to push ahead in order to meet the 1992
deadline, and to avoid spoiling the good news by retrograde

ateps, for example in the area of social policy.

Q) warrBares
Chiis

l

e

The Right Honourable Sir Leon Brittan, QC.
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Foreign and Commonwealth Office

London SWlA ZAH

A} March 1950

Recent developments in the EBuropean Community

Your letter of 13 March asked for comments on
Sir Leon Brittan's open letter about recent developments 1n

the Community.

Progress on the Single Market remains our top priority,
and bne that is being achieved. We agree that the areas for
which Sir Leon Brittan is responsikble have made good progragss.
In addition to recent agreements on the mergers regulation
and banking legislation, there was political agreement in
Cecember on the life insurance directive. We continue to
press for further progress - notably liberalisation of the
insurance and investment markets, and of air and shipping
transport, and hope for further successes under the Irish
Presidency. In the telecommunications field, we are at the
forefront of liberalisation, with Sir Leon Brittan's support.
His campaign to tighten up the Commission's approach to state
aids has alsoc been welcome.

But the scene 13 not uniformly lighted by success. . The
worker participation clauses of the EBurcpean Company Statute
are a sericus problem for us (although there has been a recent
Franch proposal, supported by a majority of member states,
that they be deleted). We think that the Soccial Charter and
propoeals under the Commission Social Actien Programme pose
rather more serious problems for the UK fand other member
states] than Sir Leen Brittan alleowa. Mor does he mention
wider pressure, which we regard as unwelcome, for inatitutional
reform to strengthen <¢entral Community powers.

We zes no need for a full substantive reply to
Sl Leon Brittan. A draft briefl acknowledgement, agreed with
the departments most concerned, is encleosed.

I am copyang this letter to the Private Secretaries to
the members of OD(E) and to Sonia Phippard (Cabinet Office).

{J 8 Wall)
Private Becretary

C D Powall Esg
10 Downing Street
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. LUEAFT LETTER FROM THE PEIME HINLSTER

I raad with interest your Létter of 13 March about
recent developments in the Community. Good progress has
indeed been made in a number /of important areas of the
Single Market programme, notably banking and competition,

and ¥-am grateful for the /scentral Tole you have played in

these achievements. We shall need to continue to push ahead

in order to meet the 1992 deadline, and to avoid spoliling the

guood news by retrograde steps, for example in the area of

social policy.

N

'ne Right Honourable Sir Leon Brittan CC







10 DOWNING STREET
LONDON SWIA 2AA

From: the Private Secretary

2 April 1990

PRESENTATION OF POLICY ON THE EUROPEAN COMMUNITY

Thank you for your letter of 27 March, covering the page
proofs of the pamphlet on '"Presentation of Policy on the Eurcpean
Community'. The Prime Minister read this over the weekend. Her
only comment relates to the section on Economic and Monetary
Union. sShe thinks the first sentence should speak of economic
and monetary cooperation rather than integration. And she
questions the phrase "integrate Community economies" in the third

sentence. The very point is surely that in 1992, the Community
will have built a single market.

(C. D. POWELL)

Stephen Wall, Esd.,
Foreign and Commonwealth Office.
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SECRETARY OF STATE FOR ENERGY

Electricity Privatisation and the EC Large Combustion
Plant Directive

|.|'I'.' 23

1. I have seen a copy of your letter of @ Hﬂrgﬁ to

Chris Patten, and his reply of 22 March.

2. The targets set for the UK in the Directive took
account of the high sulphur content of UK coal. So they
were lower than those set for other highly industrialised
menber states. If we do not use flua gas
desulphurisation (FGD) egquipment to the extent originally
envisaged the Commission and other Member States could
accuse us of breaking our agreement. Our plans would get
a hostile reception in the Community and from the
Scandinavians; and the Commission might propose higher
targets for the later dates when the Directive is
reviewed in 19594.

3. 5o it will be important to convince our partners that
the measures you proposa are enough to meet our
commitments on 502 emissions in 1993 and beyond. Failure
to reach the targets would be extremely damaging, in view
of the undertaking given in the Prime Minister’s speech
to the Royal Society on 22 March, and of the priority we
attach to compliance with EC obligations; and it would be
bound to lead to ECT proceedings against us.

/4.
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4. 1 also share Chris Patten’s concern about the period
before the first target date. But our partners and the
Commission would be surprised if our 50, emissions were
to rise before they fell; my legal advice, like Chris
Patten’s is that this would breach the Directive, and the
Commission could challenge cur projections this summer.

5. So I agree that officials should do more work in this
area to ensure that the plans we present are seen to be
consistent with our legal obligations.

6. Copies of this minute go to the Prime Minister; the
Lord President, the Chancellor of the Exchequer, the
Secretary of State for Scotland and the Cabinet
Secretary.

G

(DOUGLAS HURD)

Foreign and Commonwealth Office
30 March 1990
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SECRETARY OF STATE FOR TRADE AND INDUSTRY

Presentation of UK Poli Towards the EC

1. There is unlikely to be a further meeting of OD(E)
before Easter., I am keen that Francis Maude and his
colleagues should, as proposed in my memorandum earlier
this month (OD(E)(90)4), make a start soon on the
coordination of work on the presentation of UK policy
towards the Community. This has been endorsed by the
Prime Minister (Charles Powell’s letter of March).
s/
2. 1 should therefore be grateful if any further
comments could reach me by 6 April. (We are already
discussing with the Treasury tactice for lobbying on
EMU.) If there is agreement on the approach advocated in
Francis' paper, the next meeting of junior ministers on
18 April could consider how to take this exercise
forward.

3. I should also like to go ahead with the propesals in
Francis’ paper on Implementation (OD(E) (50)5). Again, 1f
there are any comments, I would be grateful for them by

6 April.




4. I am sending copies of this minute to the Prime
Minister, members of OD(E), the Home Secretary, the
Secretaries of State for Education and Science,
Environment, Enerqgy, Health, Transport and Sccial
Security, to the Chancellor of the Duchy of Lancaster,
Parliamentary Secretary to the Treasury and to

Sir Robin Butler

kL

Foreign and Commonwealth Office
29 March 1950
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Ref. AD90Q/796

PEIME MINISTER

Cabinet: Community Affairs

Mr Patten may report on the Environment Coungil which he

attended on 22 March. Key points were:

agreement on a Directive on freedom of access to

environmental information; the prineciple, consistently

promoted by the United Kingdom, is already reflected in the
Environmental Protection Bill;

agreement on Directives on the goptained use and deliberate

release of gepnetically meodified micro—-organisms, in line

with current and proposed United EKingdom legislation;

agreement on the Regulation establishing the European
Environment Agency. Its location will be decided
saparataly;

in discussion of global climate change the Commission's

attempt to secure Council endorsement for specific co2
targets failed after Mr Patten advocated a specific action
plan to reduce gresnhouse emissions:

2 Mr Ridley may report on the informal meeting of Internal
Market Ministers on 24-25 March, which Mr Redwood attended. EKey
points ware:

= general agreement on the need to maintain the momentum of
the Single Market. Mr Redwood called for faster progress on

financial services, insurance and barriers te takeovers. In

CONFIDENTIAL
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a private bilateral with the Irish Presidency he handed over
a list of Single Market measures on which a common position
should ba possible by June:

an encouraging discussion of the Eurcopean Company Statute,

at which there was widespread support among member states
for a French proposal to drop worker participation and tax
provisions from the draft statute. No conclusions could be
reached as this was an informal meeting, and Bangemann
strongly defended the draft in 1ts current form:; but our
hand should be strengthened in future negotiations.

3. Mr Gummer may be able to report on the latest position on
the price-fixing negeotiations in the Agriculture Council, which
iz continmuing in Loxembourg.

3. Forthcoming meetinge are:
29 March Transport Council

31 March - 1 April Informal ECOFIN
2=3 April Foreign Affairs Council

s,

ROBIN BUTLER

28 March 1990

CONFIDENTIAL
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From The Minister of 5tace 2B March 1%%0

Stephen Flanagan Esq

FPrivate Secretary to

the Financial Secretary C/@\ ,—L])I}'l
HM Treasury :
Parliament Street

London SW1P 3AG
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MINISTERS' EUROPE GROUP, 19 MARCH

Mr Maude began by drawing attention to the OD(E) paper on
presentation (OD(E) 20 4) now circulating, which Ministers
will want to look at. The Foreign Secretary’s propesal that
this Ministerial group should coordinate presentation of the

UK’s EC policies has been broadly approved by the Prime
Minister (see the enclosed letter from Charles Powell); we are
setting up a small unit in the FCO to cocordinate this
exercise.

In the social field, Mr Maude said that the FCO and Department
of Employment are already working out plans for reaching
cpinion-formers in other member states. On Single Market
subjects, Mr Redwood pointed out that the DTI had successfully
cperated through foreign subsidiaries of UK companies to
improve the capital adequacy directive. Mr Heathcote-Amory
agreed that there was scope for more direct action on
environmental issues. The European Environment Agency, when

it is set up, might be encouraged to commission an independent
study of the level of pollution in the Rhine and Meuse for
example. He undertock to set in hand a short list of bull
points on the UE’s good environmental record - such as that 3
cut of the 68 EC infraction proceedinge, only one was against
the UK. He suggested that the Environment Secretary might
launch a UK blueprint for clearing up the Eurocpean ;
environment. Mr Garel-Jones suggested following this up with
signed Ministerial articles and perhaps a conferenca. An :
article by Ministers - personal copies of which might alsc be
sent to selected European colleagues and journalists - could
bring out some of the more glaring examples of our partners’
bad performance in comparison with our own. Mr Maude refarred
to the scope for indirect activity. We should be working to
stir up local pressure groups in other member states; our

CONFIDENTIAL & PERSONAL
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posts could provide information on the key targets. There is
also scope for complaints by UK citizens and organisations
against other member states.

Mr Forth said that he was working up material produced by the
DTI’s compliance unit and would be sending it to Mr Maude
shortly. Mr Maude referred to the OD(E)} paper on
implementation just being circulated; it recommended that the
Forelgn Secretary write to Delors suggesting 6 monthly
implementation reviews by each Council, and to the President
of the European Parliament encouraging him to scrutinize
member states’ compliance records more closely. Ministers
will want to lock at this paper. We have also asked posts to
report on implementation in their hoat countries, and to
report anecdotal evidence of shortcomings. ‘
Mr Maude suggested that it might be worth reviving the DTI's
bilateral seminars on derequlation, which had encouraged
European businessmen to lobby their own governments about the
costs of compliance of both domestic and EC legislation.

Ministers mentioned a number of specific areas where there is
scope for taking initiative. Mr Garel-Jonas said that the UK
would come out well on standards of care for animals:
publicity on this issue would cause severe embarrassment to
some European colleagues. Mr Jackson referred to a recent

informal conference on the ethics of embryo research organised
by the Germans. Thelr aim was to influence domestic public
opinion, currently very resistant, by showing that there was a
European consensus in favour of embryo research. The UK could
use similar tactics. Mr Heathcote-Amory suggested the import
of toxic waste as an issue on which there was scope for
changing public perception. Mr Eggar said that the best way
of tackling social issues in Europe is to target the areas
where others are vulnerablea.

Mr Redwood raised German unification and integration into the
Community; we needed to explain to the public why
negotiations were necessary. Mr Jackson thought that we
should not be out in front, with others sheltering behind us.
Mr Maude mentioned the Commission paper being prepared on
this. Mr Lilley drew attention to how much German unification
would cost the Community. The UK is paying in £4.3 billion
and getting £2.4 billion cut. But there are no Commission
figures for each country’s contribution. Ministers agreed
that we might ask MEPs to put down Questions about this in the
European Parliament. It would be advantageous for these
figures to be in the public domain.

Mr Portillo mentioned "A"™ points at Council meetings, which
aften cover lssues which the UK has welcomed. He suggested

that we should take advantage of their appearance on gnuncil
agendas as an opportunity for further publicity. Ministers
agreed that it would be helpful if UKRep Brussels could

CONFIDENTIAL & PERSONAL
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highlight any "A"™ points on which we had a positive story that

Ministers could use either with the Brussels press or in
London.

For the next meeting of the Ministers’ Europe Group (18
April), we will circulate a short informal agenda; if there

are any topics that other Ministers want to raise, please let
me Know.

I am copying this letter to Charles Powell, and to the Private
Secretaries to the Paymaster General, David Curry, Timothy
Eggar, Eric Forth, Robert Jackson, David Heathcoat-Amory,

Douglas Hogg, Baroness Hooper, Michael Portilleo, John Redwood
and Gillian Shephard.

:jaun &L:.cu'&j
F\{rcma.?dm

Nicola Brewer
Private Secretary to

Mr Francis Maude
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FRESENTATION OF UK POLICY TOWARDS THE E

The Prime Minister has looked at the
paper on presentation of UK policy towards
the EC circulated under cover of the Foreian
Secretary's memorandum. She is in general
content with it and agrees it would be most
useful if Mr. Maude continued to chair
periodic meetings of junior ministers
responsible for European issues, to
coordinate the presentation of policy.

1 am copying this letter to the Private
Secretaries to members of QD(E}),

A sty

O s

(C. D. POWELL) _—
J.S5. Wall, Esq.,
Foreign and Commeonwealth Office.
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Thank you for sending me a copy of your letter of 13 March to
Staphen wWall which enclosed the Prime Minister's copy of

§ir Leon Brittan's round-robin letter describing the developmants
in his first year at the Commission.

Az you say, the letter is a shade complacent. It alsoc contains
gome distinctly unhelpful language, for instance con the Social
Charter and the European Company Statute and particularly the
ERM. But it would be a pity if this diverted attention too much
from S5ir Leon's achisvements on the single market programms ovear
the past vear. His stance on compatition policy, state aids and
financial services has been a considerable help to us in
achliaeving satisfactory outcomes on measures such az the Merger
Regulation and the Second Banking Coordination Directive, and on
the steps taken so far to liberalise insurance and
telecommunications on a European scale. We shall of course be
working to ensure that we are able to build further on these
BUCCegg8es .

You may be interested to know that John Redwoeod is intending to
send a short courtesy reply to 8ir Leon's letter, since many of
the topics he highlights fall within his ambit.

Copies of this letter go to recipients of yours.

i
fo”fﬁéL,?_#__ %

MARTIN STANLEY
Private Secretary
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Presentation of policy on the Eurapean Community:
Booklet }
fh,
o X

Richard Gozney's letter nggﬂfﬁg_:h promir=Eed a final
version of the boocklet. I enclbse a sef of page proois. Apart
from a few mindr adjustments still to be made (eg Lhe Litle Lo
be printed in black, repeslitioning of cone or two lines of text,
removal of the duplication on page 21, these are replicas of
the pages to go into the booklet (the latter will not be
available until very shortly before the launch).

We are commissioning final printing for a launch date of
3 April.

[

E Wall)
I"'IJ.".-'EI o Eecretary

C B Powell E&g
17 Downing Street







Helping Eastern Ellt‘{'}pﬁ'

The hanner of coonomic amd peditical veform i pow
being carried thronghoat Eastern Europe, and the
Furopeun Community is acting as a symbuol of freedom
for its Easi F.lll'-:.l||l.'.'||:|. |11'i:_::':||||||.'.|.h. Ar all bewels we are
'.n:-lklr'.;._l, tar s bl ish IR Ry cherrrond rali _'.:|-:||:I|-:'.|I
mstitutions in Fastern Furope which will ensure that the

irom curtain is never lowered again.

Those countrics necd help as they travel down thie road of

reform, 1o syalems based on free choice and =0 markeis.

We sindl ather members of the Community are responding
etfectively and imaginacively, throwing

them a liteline, How?

* by concluding trade and cooperation
agreements which will help the Eastern European

couniries o begin new relattonships with the Community,

* by funding projects to aid agricultural reform. provide

iraining and promote environmental protection.

* by tackling food shortages and offering humanitarian aid

in countries such as Poland and Romania.

= by xetl in;.; up a I-_'un:Pea.n Bank for Reconstruction and
Levelopment, o sbimlase the private secoor and

ETCOUTAET cnie I'pTi.‘if

The kev s o assist these countries 1o the |r||||_:_ as well as the
short-term, as they seek to creace their own prospericy and,

eyentually, o stand on their own Teet




EUROPE IS5 GROWING LR,

It's a challenging tme to be a

European, In every way, the

barriers are r'n|'|'|i1'||_r| town

First, 1092 is approaching. With Britain at the forefront as the
Single Market Programme advances, the European Community has
already agreed a series of changes whach will have a fundamenial

ettect om all oor lives = at home and at work

In creating a genuine common market, we can cnjov a greates
chaice of goods and scrvices; promote business and cmplovment
opportunities and sharpen our eompetitiveness. And easier,

chicper trave] will be available oo all.

At ancther, more literal level, barriers are disappearing. The 159492
message has been heard loud and clear throughout the world, not
least in Eastern Europe where it las encouraged the march of

:||;'11'||||;r.5|r':.' and tmdivedual freedoms, The Community is pluv'rr”_:" i

key part in promoting the process of economic and political reform

thire.

O the following few pages we've set out o explan some of the

mare imperiani !'ll!ll1|_’l'r":| which have alresdy taken place, and we

look forward to others in the pipeline,

It's not just & good idea that vou read about these changes, it's

vital, 1992 s no |.-..uu_¢;4.*:| a dlistan I:'.JF'H'. it 1% here and now.

Frar meori cleiails sei
spmernis b ik
European Lomman i
July - Brecembser | G809
Canl 025 pulslishee Ti
IS0, April Bl

reAe demnls e “Lieve boprerenn in e Sumspean Usermmireiry, |edy - Dicceerber TURR o 000 poliaia] b P8ISS, Lgrz] 1K




Money Matters

Only three years ago Earopean
Looanam IJI.le".' "\.-l:ll.'lll:“:l:|£l wials el ol

cortirol,

The Commaon Agricaliural Policy
dlesigned ta secure faod supply and the
wellare of Bremerys was s ||:|II:|. E TN T BT
over-production. Everyone remembers the
botier mountains and wine lakes, and the problems

over Britain's conribution wo the budget

Bur in 1988 Briwain persuaded s parimers 1o agree 1o contreoeld
spending and begin the real fight against fraud, We are now seding
the fruits. In 19490, agriculural spending will be nearly £3 billion

below the celling agreed inm [UES

The mountains and lakes are now & fraction of their peak levels,
Beefl stocks are down 850%. Cercals are down 557,

With these successes in hudpetary confral,
thie Community has been able 1o make
complenion of the Single Market its top

Prinriy.

The United Kingdom Dromly believes that Dy
consalidating the Si I1|_F|||." Warker, J"||.'|1-E:-{' "%
econcmy will be transtormed, stmulating
competition and putting pressure onall
Member S1aces to lower inflation and fosrer
an ecanomic elimate which wall atiract both

capital and labour.




Health % Satetv at Work.

L'L'-:lliing anvivhere within the
Lamimumily. vau will be proteceed by
health and safety standards which, in
many arcas, refllect our compre hensve
||.'j_!J.-|I:=I'.1|r| in Bratain, The United

khangdam alsa supports the idea of a new

Evropean Health and Salety Instinale.

The Environmendt.

In the UK wie have alwavs muuincoaned that many
enviromnmenial !rr\rlhltm.u cannat be solved |;|1_. i|_|_§.|

Ol EOImiTy,

The Commuuniy las now .|r|.4||r.—-e| owveEr 2H0
mEAsires 1o protec D our environment, Thesc
Tange Iridm the |..l.|'lr|::-iq.'!|:l:1 iH E:--:.l||u|i|rrt.
such s acid rain and making lead-free
[:l-:'rn:-l eisily accesshle . fo conservation
isswes like the banning of products
made from the skin of baby seals,
The next imlh;-ug{- 1% gluhal
warming. The Community and
Member Staves will have an
imporant role in international
cffors w reduce carbon
dioxide and. ocher

greenhounse gas cmissions.

The United Kingdaom has welcomed ihe

KN F.I:Irl':lll-l':lll ['..Il'ui:IIIrI meEnn -"'Iﬂ't“l'."l-'




[raining & Education,

Training and education are the mosi TR partan i

kovs i our future.

Lhat's why special programmes are heing

introduccd thar will kb rlp voung |_u,-|__.|||.,-, students
and academics spend time in other Europesn
countries learning new skills, and new languages.

Traming programmcs will help Europe to respromnd

Lok I.I.EIII| (= |'|I|-|||:H:_|_'_|| :||_|||£|-_

Professional 1.|I.1H.l:”'il.'il1iﬂl'll= will sonn b ||_-¢':|.!_.|r|||'\.|_-{|
throughoot the Community, allowing professionals to

take up jobs anywhere in Europe without requalifving.

All of 1us will soon have the right to live and work wherever we like

i the Community, as lovegr s we hiave i _:-:||| £ :|.'1|-.:.|||;|,||_- FE SO

Iravel.

Making it casier for people to travel is & magor abjective for the
Community, and lor the U'nited Kingdom, The dim is 1o maximise
mobilicy and minimise cuscoms anid irmmigration checks, But we

shall have to keep up our defences apainst di gy and crime wo

vl we want travel ta be cheaper as well as easier, We are pushing
far more compeliton between airlines - creating more rouies anel
lower fares. Derepulation has alresdy reduced the economy fare on

the London - Dublin route from 176 to £114 i just three years:

Fhis 15 what the United Kingdom s
pressang tor; the frecdom to choose,
thraurhonut the Communin Creating

a practical *People’s Europe™




Fublic purchasing is being opened gp, making the supply of
H’LH.H![:# amd services 1o the |:-l..|l|i.-: s Lot and |:-|3.'_ utilities

throughout the Community more compenrive.

Pos szave tume and maney, customs formalitics are being redoced

el AgTEEmMEen s have heen reached on the collection of VAT

after 1992

To make it easier 1o gell in dilferent
marke s, commuon industrial standards
antl a consistent approach to testing
and certification of products are also
being agreed, For example, @ rocent
dareciuyve hag ntrodd ueed
comprehensive protection omn toy

saferv,

These and many other meisares
will ehange the Face of Business
i I'1:||'r:-||| Ionaleedd, much ol
the 5 |||_:|r' Markei hhas already
arrived, long before the

1992 deadline.

Implementation.

Iris not enough jos oagres on these measures. They have (o be

irmplemented in each Member State, and some are fagging behind.

Bur the UK's record in making the Single Marker a realiiy as secomdd
1is fone, Wi AL E o ifioris i keep i1||||||-|1||_'||r.|:|u|| U b date, Lo
errsiee fkaar J'll'.;rr:u-' & husiness S the same DPPOrTUniGes in all

parts of the Community.




Putting People First

We will all benefit as individoals from che
Single Market of 1992, 60% of the
programme has already heen apreed,

The changes Liking E'I"""' are belping o
create a *People’s Burope”™ in which

consumers imierests come first.

One of the main aims of the 1992
process i3 o remave reatrictions which
prevent peaple from boving the goods and

services they want at prices they can aflford,

Muore gluldu and services will become more
freely avaitlible. There will be more
competitian, Fiving consumers more choice
- from the food vou cat to the television

PrOETAMIMES Yo Wil h,

You will be able to move money more casily
from vour UK bank account to one in Traly
ar F]':l.l'll' L = Tl'ﬂll SN Cosis are I"I:'|I11III1;

down and methods petting simpler,

You will be able o select life insurance
policies or unit trusts from companies in
other Member 3iates who may be able 1o
olffer what vou want at a mare reasonable
price - again, introducing healihy

|::-::-|11|:nr'|ir|rn'| acToss the Communicy,




Economic & Mofietary Union

The li'nmmmm}' 15 commiplied b i wWing iwards closer econamic

FEES o .
amdd Imomerar ||'|li|.,|.'||1n|'l.--lr_|I ':":"“F-“' lon

»
'.-_-_._- r .
A& package of changes has been agreed, which will form Stage e
o Thas pirncess. E999 i a kev element. because it will do so much to

integrate Communi v econdmici, Stage One will also include:

D
i
s

——

creadng a single financial area, opening up the banking,
insurance and stock markets to mve vou a wider chaice of

services and allowing much freer movement of money,

closer coondination of Member Staes’ econcmic policies.

reducing state subsidies to industry,

ALl this i3 major undertaking and will pike some years to
complete:; The debaie bas staried on what should follow Stage One.
& conference on econommiic sl MU E LAY R il searr later this
year. Views differ on the best way forward, The UK is playing a full
part an the discussions.
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The pace of agrecnicnt on 0w imessures is
:-i|'.|-|!"1.'l.‘EiI‘.;.': p - O%er | 500 were :-IHIEH‘-I' i | EEY glane
- eovering financial services, trade, iransport amd
the free movement of pru:up]c‘

Here are just a few of the measurcs already agreeid;

# the abolition of all exchange controls i the
Community. Soon money will be transferable from one
Member State o another without penaliy or restrictions on

AT

banks will be able (o
operate in oy Member
State once thoy have
authorisation o da s

(TR (1L TR, T8

# scheme tor lorries @0 carcy loads freely
|]'|r::-|||.5llc:-u: the Commuany, |'|:'||11|'i11|_=I the current, UReCOOOmiL

system which prevents hauliers picking up extra trade abroad,

an agrecment on Merger Contruls [or large scale mergers, which

'rl:” SaAVC |.JIIIL' .I:I'u‘ll LIRLFTEETY |'1'|' HE"TIIII.’_{ 1'||:';|r ;-|_'|'|I'|_ ||||if-|'||'|'|'|

compenition-based rules centred around a “one-stop-shop”

sy siem,

Lither impartant improvemenis an

oradually being introdiced.

* [he old monopolies are being
dismantled. Telecommunications is
becoming more com |n-1i|:w- i provide For
the needs of 4 dymamic business market in

.I'.II.I l:l|1|‘




Making
ELI[‘DPE'. Your Business

1992.

The European Commumnity is on the brink of achieving

pive of is most remarkable goals: the single European
markeil, For thirty years this scemingly impossible dream was
delaved by problems over budgers and runaway agriculoaral
spending

But now, thanks to hard work by

IIII:' I F«. |I1II| &l r|||r||!u'|: | I“II.I!':

: . countries, we are beEgpinming oo
HEY, TLE JusT N
IEARDH T | s some of the most deamain
LD THE BRALE
Bk (W EIX
DIFFERENT / history of modern Europe.
LAY ABES

changes 1o business life in the

Although the 1992 deadline is
Fl:l:re-rllrll:r |:i|5.|:'.l. the timerable is
on schedule: 164 out of 200
measures i the original Single
Market propaosidls |1:|..1|:||||'-:] il I
1985 had been agreed by the end
of 19849,
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Mu. fou fhﬂl\ ILE GO LA f*b\w

4 EOR .' BOURED RicHT THALWEH |
|'"‘-_ 1 E:E 'j? i I 0 THE END OF THE _,l
Rt FES o L._-l'TmH{.,w LIE, ./

Thiz hoaklee bas Seen prodioced by ibe Foreign & Commenwealeh DM acad hightighis il
iiakn poinis o ghe laiese, umontlly White Paped "Developimssenis [a the Baropein Comamunimn,
july - December 1289°, (CGm 10255 peblished by NS0, dnril 109
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EUROPEAN COMMUNITY FRAMEWORK PROGRAMME it (amuey fdGo i

I am afraid I was not aware of your letter- of February to
Douglas Hogg until I noticed the reference ko it in his letter of
16 March to you.

As you have pointed out, the decisions on the negotiakting line
agreed in E(5T) in December were on the basis that the EURCPES
system would continue. My own agreement to this was on the basis
that the whole of that system would continue, including the
existing baseline. It would not have been possible to give
agreement to the negotiating line without the ability teo estimate
the implications for my Department that such a basis provided.

I accept much of what you say about the need for a EUROPES system
to control public expenditure. As I said in my earlier letter,
one of my concerns about a redistributon of EUROPES baselines 1is
precisely that it destroys that discipline. These are doubtless
matters which will be considered further when officials meet
shortly to discuss the question of redistribution of the
baseline,.

Irrespective of the guestion of redistribution, like

Douglas Hogg, I welcome your recognition of the mismatch between
domestic and BC R&D. I too will be looking ko the Survey to deal
with this by providing adegquate levels of funding for domestiec
RxD.

I am sending copies of this letter to the Prime Minister, members
of E(ST) and to Sir Foblin Butler.

I
'H\F--ﬂr-h
-
JOHN WAKEHAM
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THE HERGERS DIRECTIVE i #M I =

Thank you for your letter ;;HPnnarch 1n reply to mine of 3 March.

I note your reluctance to accept the Mergere Directive as it
currently stands, but you will have seen the subsequent letters
from Francis Maude and John Redwood who support the proposal that
the UK should seek a Council and Commission Minutes Statemeant on
article 14a(l) in order to preserve our wider position on worker
participation. I hope we can therefore agree that this should now
be our object in negotiations. We are alsoc agreed that we should
explore the possibility of an amendment to the unsatisfactory
article 14a(2).

Francis has suggested that we should be prepared, as a fall-back,
to accept a unilateral Minutes Statement adopted by as many member
states as possible. I am not convinced that we should be prepared
to accept thse Directive 1f it 1s clear that the TE'=s
interpretation of article 14a is not shared by most other member
states. To do so would carry the risks to our wider position on
worker participation which we have been concerned to avoid.

I therefore propose that the furthest we should be prepared to
fall back in negotiatlions is to a Minutes Statement adopted by the
Commission and a majority of member states. I note the importance
you attach to securing an amendment to article 14a(2) but Iif we
cannot sacure support for this, 1 suggest that we should also seek
to have the effect of this clause clarified in a Minutes
Statement, again suopported at least by the Commission and a
majority of member states. In the event that wa cannot secure
matority suooort for these Minutes Statements, T continue to think
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I understand that officials are in consultation over possible
texts. I am encouraged that initial contacts with the French have
shown that they share some of our concernse. I am sure that the
more we can build on this, the greater will be our chances of
securing wider support for our cbijectives.

I am copying this letter to the Prime Minister, Francis Maude,
John Redwood, other members of OD({E), and to Sir Robin Butler.

LjﬂJﬁfijkaT‘*r
5

A
\PETER LILLEY _ X
ﬂmi__ h:llﬂﬁ_ i—-.--*LL..-.i.u.'--ll

ol .

T‘I-:n q"'-'-u."-_"--‘i":"'"! (i LI g h.;|" L L
i s

Wiy L-."i'j",.u_-.i. 3

fotuh




EUROPEAN COMMUNITY: CONSTITUTIONAL ISSUES

I think you will find the attachad note by the IEA on European
——
constitutional issues - to be published later this week - of

- -'_._-_-‘ L3
great interest. It corresponds closely with many of your own

viewsr—

In essence the paper distinguishes two alternative ways forward

in the development of the European Community:

the centralist way, which invelves strengthening the
powers of the existin titutions of the
Community and creating new ones (such as a second
— A
chamber to the European Parliament). Community
institutions would take priority over national
institutions. Majority wvoting would be the rule.

the constitutionalist way. This would establish the

primacy of the European Council. The Commission would

be restricted to a civil service or agency role. The
Treaty would De amended to give explicit recogniticn to
the role of national parliaments, while the European

Parliament would be no more than a forum, and the role

of the European Court would ke that of impartial
arbiter. There would be constitutional limits on the

Community budget.

The paper puts the choice in the context of how to deal with the
problem of German "dominance' in the EC. The centralist solution
is to tilt the centre of gravity towards supranational

—

institutions at the centre of the Community: the

constitutionalist sees it more in term= of preserving the rights

e ———
of minorities ar smaller countriea versus a dominant partner.
e .

—

I have underlined the key passages for you to read. I think the
overall approach has much to commend it, even though some of the
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gspecific proposals are probably non-negotiable. It would be a

useful guarry for ideas at an IGC on institutional guestions, and

for a son-of=-Bruges speech.
f‘*"‘m?
1
C oy b
{CHARLES POWELL)

26 March 1990
c:hvwpdeosh foraeign european. dca
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THE NEW EUROPE: CONSTITUTIONALIST OR CENTRALIST?

Frank Vibert

Sanior Research Fellow, Institute of Economic Affaira

SUMMARY

This paper looks at two altermathe patterns of insttuticnal development for the European
Cemmunity. Ore model referred to as the ‘centralist’ model) involves building up the central
ingtitutions of the Community in a power sharlng‘mahgemsmbmm Council, Commission and
European Parliament. The other modal {referred to as the "constititionalist moded) Is one of
diffiusad powers. In this model the European Councl and Council 6T Ministers are the key bodies
far c:ﬁemw-a- decision taking by the Community while the democratic systems in member states

hH.ETI for diffused powers. This model would preserve different jurisdictions for the
expression of : references In Europe and for the testing of different policies. It
would ancuuraga demncratic divaersity in Europa.

After cutlining the saliant features of each model, the paper discusses the different
theoretical considerations underlying the tweo and then outfnes certain practical considerations, for
example, dismissing the claim that the constitutionalist model would reduce the momeantum for
cooperation in Europe

The theme of the paper s that thare axists today a possibly uniquea oppartunity to reshape
Europe m%u?m As a resull of the breakdown of post-war barmiers in Eurcpe, the
Comenunity itset tobe reshaped as part of the revised architecture for the new Europe. Tha
constitutional provisions of the exlsting Treatles are flawed. They do not provide a suitable basls
for tha coqperation now possible in & wider European setting and which will need 1o cover a
broader range of issues, including eventually, aspects of defence and security arrangaments in
Europe.

The paper recommends the constituticnalist modal as providing a more robust framework
for taking aduamagﬂ of Europa's new opportunities. The centralist modael which involves a
distinction between 'senior’ level central institutions of the Community and ‘Junior’ level status for
the institutions of member states (their pariaments) is the wrong course to follow, Discussions on
institutional changes in the Community will begin laterthis year This IEA Inquiry recommendsthat
Heads of Governments insistthat such discussions should consider constitutional issues inas wide
a framework as possible.

IEA Inguiry prasanis economic commentanes ontesuees of current interest. The views axpressed in ths series
ara those of the authors and not those of the IEA. Its Directors, Trastees or Adviesrs




THE NEW EURDOPE: COMETITUTIDMALIST OR CENTRALIST?
Frank Vibert

INTRODUCTION

This paper follows two earlier papers examining speciiic Community institutions (the Commission
and the European Parliament). itlooks at constitutional arrangements in the European Community
in their entirety.’ It puts the points made earlier about the Commission and the European
Paiament in the context of Community Treaty arrangements as a whole. As discussed in these
previous papers, when looked at as constitutional arrangements the provisions of the existing
Treaties are deeply flawed, New constitutional arrangements are needed in ordertotake advantage
ofthe new setting In Europe Tha time Is now ripe to debate what these arrangements should be
This paper sets out the two main alternatives and looks at their thearetical background as well as
the practical issues. The tactical options as to how to go about Treaty revizion are also brigfiy
mientioned.

THE OPPORTUNITY

The collapse of post war barriers in Europe provides an opportunity 1o reshape Europe and its
institutions. Until now, proposals for the development of the European Community and its
institutions have assumad that the wider European settng could be handled 23 a subject apartfrom
the Community's own institutional evolution This s no longer possible: The countries of Eastern
Europe have made much faster strides towards pofitical pluratism than anticipated; their desire to
introduce market-oriented reforms also appears more whole-hearted than earlier seemed likely.
Theirinterestin eventual membership or dloser association with the Community has beenindicated.
EFTA countries have also made clear thelr desira to move rapidly towards new arrangements with
tha Community, A% & result the Community's own evolution must now be seen as pan of a wider
drawing together in Europe. Mot only must the Communaty's institutional evolution be seen in this

wider context, BUTTTE MEMda of ssues wil inevitably broadan

The reshaping that Is required in Europe must take place on several different levels. First,
the economic motor of the new Europe must be provided by extending the Single Market over

IEA Inquiry Mo.13, Europe's Constitutional Daficlt, 27 November 1983 and IEA Inguiry
MNo.16, The Powers of the European Parllament: The Westminster Deflclt, 12 March
1990. These two papers include detail on concepts such as subsidiarity as well as details
on the Commission and where the review and scrutiny role of the European Pariament
might ba strengthened. These more detaled points are not further discussed in this
overdiew paper which is concerned with the general thrust of institutional reform in the
Community
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time to as many countrias as possible. Thig inciudes not only the countries of EFTA but also those
Eastern European countries thatare pursuing market-oriented policiesin a pluralist political system.
This extended market must also be fully open to global rade and finance. Secondly, tha naw
security arrangements needed in Europe call for a restrocturing of the NATO aliance, for new
burden sharing arrangaments between the Linited States and Its Eurnﬁn_pwmm and new
shiaring arrangemeants among the Eyropean mambears. VWithin Europe, a distinction nesds to be
made between the financlal contributions that a united Germany can eventually make to security
arrangaments as compared with its milltary contribution in terms of forces. For the economies of
France and U.K. 1o carry a larger financial share of Europe's new defence and securty

arrangemeants will aggravate economic imbalancas in Europe even though they can and must
provide a redatively large proportion of its military preparedness. Because of these financial and
economic implications, putting Europe’s new security arrangements in place will involve not only
a reshaping of NATO but also the sventual need for the European Council and the Council of
Ministers (or a subgroup of each) to include aspects of defence arrangements amaong the items on
their agenda. Thirdly, political cooperation in the new Eurcpe requires an overhaul of the
constitutional arrangaments provided in the Treaties establishing the Eurcpean Community.

The purpose of the owarhaul of the constitutional provisions of the Community Treaties
would be:

to correct the deficiencies of the existing Treaties,

to provide a flexible basis for cooperation in a wider European setting and with a
broader political agenda;

to place the evolution of Europe's political institutions on a sounder constitutional
basis.

Such a review of Community Treafies is now timely. Thay should ba subject to the same

scruting as other institutional arrangements for the new shape of Europe. THe rejection of
centralised bureaucratic government in Eurcpe and the connection between markel-vriented
econamies and the assertion of individual liberties is a challenge to many of the existing tanets of
the Treaties. Inthe past, constitutional revision of Community Treaties has been rejectad as divisive
ﬂﬂw Constitutional change can no longer however be avoided in Eurcpea’s new
satting




. THE ALTERNATIVES

Two different models for future institutional development in the European Community can be
distinguished. Théfirstis a centrallslng Vigion applicable mainly to existing Community members.
[t Involves bufiding up the cantral institutions of tha Community {in particular the Commission and
the Parliamant), thedputting in place of new central bodies (such as a Second Chamber of the
Parliament) and aﬂmhlngm'pmver at the centre hetween Councils, t.':urnmiﬂnhn and Paﬂmmmt
New Treaty provisions would accentuate the ngrmative elemeant of E:{lstlng articles. HEtﬂDE.‘ ine
Treaty would be further directed towards an end ot state m_ull?n in the sense of an eventual
unitary state for the Community grouping: The Court of Justice would play an activist judicial role
in faciitating institutional and poficy evolution 1o that end

Under the centralist vision for Europe, Community level bodies zuch-as the European
Parliament would be clearly designated the ‘senior’ bodies in the pofitical grouping. Conversaly,
institutions of member states (such as national parliaments ) would ba cearly designated as "junior’
Bedies. This would be reflected {under the existing primacy of Community law) In naw Treaty
provisions incorporating such principles as “subsidiarity’ and by distinguishing between difterent
classas of legiskation.

The second model is & constitutionallst vision, According to this view, political power in
tha naw Europe should be diffused. This means building on the parfiamentary framaworks of
meambaer states as tha basic alamant in political cooperation, with the Heads of Governmeant in the
European Council and Ministers of national governmenis in the Council of Ministers afirmed and
strengthenad as the key institutions for collective action by the Community and as the key link to
othercountries in Europe. The constitutional provisions of Community Traaties would be amended
and supplemented to provide a tramework of rulas orliented to preventing the abuse of power by
Community level Institutions. The Court of Justice would ba refaree of the rules. not a maker of laws
within an activist frame of reference. "Union’ would be seen as a process for achieving collective

objectives in Europa, not as an end goal of a unitary state.

Under the constitutionalist view, a wide array ol governmental instintions is seen as
necessary for Europe's development, Whils the European Council and Council of Ministers can
provide the capacity for collective action at the Community level, the continued vitality of the
pafiamertary framewoark of member states is sesn as an essential safeguard apainst the
accumulation of power in any one central institution or by any group of states. The parliamentary
framaworks of member states provide the key means 1o keep participatory democracy flourishing,
as well as the means to provide for different jurisdictions to test diffarent policies and to reflect
different preterences. Theaim is 10 establish the middie ground between excessive centralisation
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wheare all key powers are concentrated at the Community level and excessive decentralisation
P e

underwhich collective action becomes impossible’ Each of these two different visions are set out

in further detail below.

V. THE CENTRALIST VIEW
There are four essential elements in the centralists’ view of how the Community should avolve:

{f) the strengthening of institutions at the Community level in 8 power sharing
arrangement at tha cenire between Councll, Commission and the Eurcpean

Parliament;
an incorporation of new Treaty provisions demarcating the enlarged sphere ofthe
ceniral bodies;

{iil) supplemaniary powers for the Court of Justice to adjudicate and enforce these
demarcations;

{iv) a change in Community 'decision rules” in order to extend the scope of majority
voting and thus make action at the centre less vulnerable 1o blocking by mamber

—_
EETE‘E.

Power Sharing at the Centre

The lynchpin of the centralist view of Europa’s institutional &volution is a sharing of powers at the
Community level Between Councll, Commission and the European Parliament. In order to achieve
thmnhannemanm are envisaged for each of these bodies. THEseenhancemenis consist
otnew institutional elements at the cenfre, accompanied by anenlargemant or consolidation of the
powers of the Commizsion and Parfiament. The key enhancaments are as follows:

the work of individual ministers in the Councll would be guided by a new body of

‘superministers’ (Ministers for European Affairs) sitting &s a permanent ministenal
body in Brussels;

the European Parllament would receive new legislative powers (the authority to
legislate directly) and newfinancial authority {over the expenditure and revenue side
of the Community budget) including the powers o tax;




the European Parllament would, in addition, recaive a second chamber, aithar of
members from national pardiamentz or possibly the 'suparministers’ plus deputies
would form the nucleus of a second chamber,;

the Commission would have its political direction role confirmed? and this rola as
well as the Commission's right to Initiate and propose on Community matters would

be ‘validated' by the mm%w or by &

confirmation voting procedure of the European Parliament.

Demarcation and Adjudlcation

The second element sought by the centralists iz for demarcation provisions to be added to
Community Treaties in order to underpin the enlargement of powers involved at the centre. Key
amang thase is the pringiple HW This principle would demarcate between the sphere
ot responsibility of l::mmi:m-,.rtma! bodias and tha instihtions of member siates. Related Treaty
additions ars 'subject matter' reservas which weud define the subjact areas within the jurisdiction
{in cartain c:asasmmusha Jurisdiction) ol the Community level bodies, and a distinction
between laws applied directly by the centre (sometimes referred 10 8s ‘organic laws') and the laws
of member states. 'Organic” laws would have primacy. Thase additions are interconnected In the
sense that the area of jurisdiction for the Community level bodies would reflect the principle of
‘subsidiarity’ and might be implemeanted through ‘organic laws’

The supplementary powers ervisaged for the Courl of Justice are concomitant with this
institutional and Treaty based assertion of powers at the Centre. Tha additional powers would
relate to the interpretation of such principles as "subsidiarity’, the application of “organic’ laws

This role is encapsulated in Article 155 which expresses the 'guardian’ role of the
Commission as follows:

'In order to ensure the proper functioning and developrment of the Common markat, tha
Commigsion shall:

o ansure that the provisions of this Treaty and the measures 1aken by tha institutions
pursuant herato are applied:

formulate recommendations or deliver opinions on matters dealt with in this Treaty,
if it expressly so provides or if the Commission considers it necessan;

have its own power of decision and participate in the shaping of measures taken by
the Council and by the European Parliament in the manner provided for in this
Treaty.”
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emanating from the centre, az well as the adjudication on the competence of central bodies in
different subject areas.

Majorlty Voting

The final elernent in this centralist view of Community development & a change in the 'decision
rules’ within the Community - notably in the Councils Thgalimwould be to make majority voting
(which currantly applies to decisions on the Single Marlket as weall as some other areas) tf_l_aﬂ__ﬂm
ar anly rule for Councll decisions. The unanimity requirement would ba restricted, or abolished. The
'u.'ét_r_': convention (the so called Luxembourg compromisa) would ba set aside. The purpose of these
changes in the decision rules would be to reduce the possibility of mamber states in the minority

being able to block action by the majority.

For reasons of both presentation and tactics, the four key ingredients in the cantralist view
of instiutional development may be presented in thelr componant parts rather than as a whole
However, they should be seen together as a package or 85 an inevitable and intended sequenca.
The change in the decision rules makes the enhanoced powers of the central bodies easier to
invoke: the demarcations enlarge tha sphere of their aperation and the Court of Justice enforces
the new legal hasis.

Constitutionalist Objections

The constitutionalist has three main objections to this package, First, the sharing of powers at the
centre will inevitably lzad to confuslon as to which body should be held responsible for & particular
set of policies. This erodes the value of the electoral vote in the democratic process because the
effectivenass of voting depends on the elector being able to allocate responsibility and 1o vote to
change those responsinie If the voler disagrees with the pnilclemmshn of responsibility

also gives interest groups much greater play in the poltical system because they have greater
opportunity amidst an unstable jostling for power and because their actions are less easy 10
identity. Indeed, because of the erosion of tha value of the vote, the individual elector has to find
other ways of channelling his views and interest groups provide the next best channel. It is howesver
very much a second best solution. Interest groups can only give expression to a namrow range of
a voter's views; tNEVDOINICE] process betomes murky. and money fneeded both to organise and
persuade) becomes a ﬁiugh__ﬂurfeam of the political system. If the central bodies are prone
mw;hw then mmv_h;rtm‘am become that much more prominant in the
system because their vital interests are at stake. All of these teatures are characteristics of the
American system of governmeant but they are not desirable either in the United States or in Europe.
They lead to a cynicism about the pofitical process and a further demotivation of the voter. Low
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voler participation rates in the United States are no coincidenca. Europe has a chance to avoid the
blemishes of the U.S. demacratic process. The opportunity to find aternatives should be taken.®

A sacond objection of the constitutionalist is to the key role aceorded 1o the bureaucratic
alement in the power sharing arrangements proposed by the centralist - namely the Commission
The apologists pointto the ird!;purta.nt rode played by all bureaucrats within national and international
frameworks. However, tha powers accorded the Commission extend far beyond the customary.
The "'guardian’ role reflected in Article 155, the numearous references In the Treatles to the inlifating
and proposing functions of the Commission and its 'middleman’ position in the procedures of the

European Parliament go wall bayond the civil service and agency functions that are appropriate for
bureaucracies. The political direction role accorded the Commission reflects a distrust of the
democratic process (understandable in the early post war period) and a belief that a guiding
‘enfightened elite’ has a role to play outside democratic channels. For the constititionalist such
elitism has no place. Democracy may not provide the most enlightened or efficient forms of
povernment but it enshrines other mora important values. Proposals to have the Head of the
Commission directly elected or validated by an indirect electoral process only aggravates the
problem. It introduces a personal elemant into the central bodies of the Community which is
avoided by the rotating leadership among the group of elected Heads of Governments in the
Councdl. It ralses the possibiity of the Commission obtaining a pre-eminant rofe at the centra by
virtue of superior cohesion in relation 1o the Pariament and the Heads of Government. This would
ke Europe a step towards an American presidential system with al the drawbacks of
over-personalised government without any of the safeguards of the American constitution. For the
constitutionalist, the direction of change must be in the opposite direction- to rid treaty
arrangements of the poltical role sccorded the Commission.

The third objection of the constiutionalist is that the new Treaty provisions proposad by the
centralist and intended to demarcate the enfarged sphere of the central bodies and the role of the
Court of Justice, will work not to safeguard other jurisdictions but to emasculate them. The
distinctions offered by such concepts as ‘subsidiarity’, "organiclaws’ and 'subject matter reserves

—, b ]
are vague, subjectiva and open ended.® They will permit a gradual or rapid further agsertion of

—

The centralist may attempt to justify the sharing of powers between Council, Commission
and Parliament as a torm of ‘separation of powers . 1tis, however, a travesty of that concept
Fora discussion of what is intended by a separation of powers, seefor axampla F A Hayek,
‘Mew Studies in Philosophy, Politics, Economics and the History of Ideas’, 1978, Routledge
and Kegan Paul,

For & recent expression of legal reservations see, 'Note by Counsel 1o the Speaker -
Subsidiarity;' in Minutes of Evidence, 'The Operation of the Singie European Act’, House
of Commons Foreign Affairs Comimittee, Wednesday 17 January 1990.
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powar at the centra. The problem Is accentuated by the role accorded the Court of Justice. As
noted by a former British permanent representative 1o the Community, "the Courl’s judgements,
rather naturally tend in the direction of strengthening the role of Community law' ® For the
constitutionalist, the purpose of Treaty revisions would be to correct any such bias. Instead of the
Treaties providing a framework for interpretative activism by the Court with a centralising tendency,
the aim of revisions should be to emphasise the role of the Court as an impartial arbiter

These objections of the constitifionalist to the centralising vision of nstitutional
davelopment in the Community are not necessarily fatal, As noled at the outset, the member states
of Europe need an increased capacity 10 act collectively; institutional arrangements are needed to
bring together a wider grouping of European states in various forms of associaton or mambership;
and, a broader political agenda may also need 1o be addressed by the Community. It is theretore
incumbent on the constitutionalist to set out an afternative pattern of development that will fulfil
these objectives.

V. THE CONSTITUTIONALIST APPROACH

The constitutionglist approach is built arcund the following key elements:

Th&grimacy of the European Councll supported by the Council of Ministers for
arriving at collective decisions in the Community would be brought out clearly. New

arrangements might be needed in addition so that the Councils can bring Heads of
GovernmentsandMinisters ofother European countriesintocloserassociation. THe
Commissian's functions would be restricted to a civil senvice and agency role.

Explicit recognition would be given in the Treaties 1o the parllamentary systams
otmember states as the source of authority for Heads of Government and Ministers
al thi European Council/Counci of Ministerslevel The function of the parliamenis
of member states to actas chambers of debate and scrutiny inrespect of issues for
collective decisions 1o be takenatthe Councils (as wellasto perform as Assemblies
for lssues concerning only the particular member state) would also be explicitly
recognised in the Treaties,

The role of the European Parflament would be defined as a forum for additional
support for the Assemblies of member states for tha review and scrutiny of policies

e —

Sir Michael Butler, ‘Europe: More than a Continant’, 18868 Heineman.
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undertakan by the Community collectivaly. By virue ofits proximity to Commission,
Council of Mrnismrmhe review role would usefully focus on the
economic effectiveness of Community spending programmes and as a chack on
any abuse of powers by the Commission in addition 1o its current pre-lagislative
focus.

Decision rules ofthe Community Treaties would be changed in order toincorporate
a rignt of vat and (probably more Importantly in practice) 1o
imncorporate provisions enabling a member state in a minor ] I
collective decision. The opting out provision could be expressed in the form of
different types of constitutional reserves (axeculve, legisiativa and popular).
Treaty pravisions relating to the Court of Justice would be amended to ensure its
functioning as an Iimpartial arblter of Community processes rather than
encouraging a taw making tendency towards promoting an end state of "union”.
Provisions enabling it to take more effectve action against the abusae of powers
would be strengthened.

New economic provisiong might be included in the Treaties to provide a turther
defence against abuses of powers and to guard against an accretion of power by
the Community acting collactively. These would be expressed in terms of
constitutionallimits onthe size of the Community budget (at say a fixed proportion
ofthe GNF of mamber states) and an gbligation on the monetary authoritiesto keep
inflation in the 0-2 per cent & year range. (Analogous 1o the Bundesbank Articles

which enjoin it io preserve the value of the currencly.)

The overriding purpose of these arnangements would be 1o establish the middie §|FI:|IJI'II:1I
batween the need for member states to be able to take collectiyg aclion on a broad agenda of
issues as a Community while preserving the vitality of different jurisgictigns. The European Council
and Councd of Ministers would have the capacty to act colectively on all issues but the
pmlhrmsmrﬂs of member states would have a pivotal role in providing a diffusion of power

among difterent jurisdictions. The trimming of the powers of the Commission togethar with the

extenzion of the review and the scrutiny role of the European Parliament would help guard against
bureaucratic centralisation. The composition avoidathe horizontal distinction in structures betwaen
senior bodies at the Community level end institutions of member states relegated to a junior level
which is made by the centralists
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The changes envisaged by the constitutionalist in the decision rules of the Community are
an intagral feature of the balance being sought between collective decision taking and diffused
powers. The veto power is one for highly restricted use. It ensures that all members go along with
a policy of fundamental imporance (or possibly a constitutional change). Howewer, it invoives the
cost of blocking all members it a single member does not concur, The opting out provision is a
more flexible device. It presenves the incentive for the majority In the Councils to obtain unanimous
consant. Howswver, if there iz an immovable minority view, the majority can proceed in their own
Jurlsdictions. Diterant praferencesamaongdifferent jurlsdictionsarepreserved. Different policies can
be tested and compared It recognises that virtue may lie in divergencies rather than in
harmonisation.

Would ministarial Councls abuse thair power if clearty given the key role? There are many
restraints - their members would need to retain their majorities in national parliaments; the Treaties
would contain new provisions against the abuse of powers; and the Court of Justice would be
placadin animpartial setting. The European Parliament too would exercise 8 more extensive review
and scrutiny role. In addition, rotating leadership in the Councls guards against personalisation of
pOWE!,

An important oblective of this structure is to faciitate a widaning of the Community. The
suggestion by the present head of the Commission (Jacques Delors) is for a Europe of concentric
circles. The present Community (or an even smaller nucleus) would accept 1o be bound by the
cantralist model. Other states of Europe Would arrange themselves in gifferentdegrees of tightness
amﬁms; This division of Europe’'s membear states into first class, secony omssand
third class members is repugnant. What historical basis exists to distinguish between Belgium,
Austria and Hungary as first, second and third class Europeans respectively” The problem arises
from the narrow bureaucratic vision of the centralist. By contrast, the constitutionalist model, with
collective action atthe ministerial level and the institutional bed-rock remaining with membear states,
provided a more robust framework for the flexible relationships which can now begin 1o be
extended throughout Europe.
L

Vi THEORY

Undertying the two different modeles of centralist evolution for Community institutions or the
constitutionalist alternative, are different theoratical considerations. The centralist posits a close

[

relationship between optimum markel size and the optimum size of political unitand identifies each

with the present Community grouping. Phrases such as 'political unity must follow economic unity'

— e—

reflact this kind of postulate. The constitutionalist is more concerned with processes than end

—

oy S—
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states, rejectsthe kind of correlation betwean market size and oplimum EDI itical unit size advocated
e

by the cantralist and sees optimum market sze and flexible political arrangements axtending well

beyond the present Community. There are three main considerations underlying this theoretical

debata and each is outlinad balow.

i

The Range of Public Cholce

The first consideration relates to public cholce. Intardepandence amang Europe’s BCONDMIES
means that certain poficies can only be offered at the level of collective action of all member states
or can mest effectively be offered there, For example, it is widely accepted thal external trade
policies are best set by the Gurmnwller:tivaly Defence and security arrangements are in fact
a good example of policies which can best be oftered at the collective level, which are not offered
by the present Community but may need to be addressed in tha future. The centralist draws the
conclusion that the centra of gravity for political direction musttherefore be atthe E.‘ﬂrn__rm.m'rry' el
and the key policy levers be exercised t-yth;—l:-e':vmrnunir;."s central in slﬁLﬂEE.

The constitutionalist starts from the same point of departure. It is accepted that public
choice is enriched by policies that can be offered through collsctive action by the Community. For
this reason, in the constitutionalist model the Councils are the key body for collective action, with
the potential to act collectively over g broad range of policies

Howevar, the constitutionalist also qualifies his view of the desirability of exercising public
choice at tha Community level The number of public policies that are best offered or can only ba
offered at the level of collective action is limited. Furthermore some poficies which may become

——
offerable at the Community level may be undesirable (for exampie the renewed scope for market
— ——
interventionist policies). Moreover once powers are established at the centre they may be used to
—— e - - =
usurp confrol over other policies that do not have to be offered at the level of collective action. In
respect of this last point it is buresaucratic empire bulding that is one key concem of the

constitutionalist but not the only concermn.

Because of these qualifications, the modsl of the constitutionalist strips the Commission of
its political direction role. It also emphasises the need for strong constitutional rules against the
&Eﬁﬁf_pﬁiﬁmm ing budget and monetary rules designed to make an assertion of powars at
the centre more difficult, a3 well as to check the in-built bias of politicians to offer policias without
the maans of paymeant. In short, the constitutionalist attempts the difficult balancing act betwean
according the Councils the power 1o adopt collective policies wherever they may best be offered,
combined with strong constitutional rules against the abuse of power and tandencies for power to
accrete at the centre. The proposed balance looks back to the separation of powers of classical
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libaralism® between speciiic legislative acts (agreed by the Councis) and general rules of political
conduct (enshrined in the new provisions envisaged for the Constitution). It also rests crucially on
the diffusion of powers achisved by maintaining the prerogatives of the democratic systems of
mambaer states.

Clubs, Unlons and Declslon Rules

The second thaorefizal consideration relates 1o the effectiveness of collectiva action in clubs,

alfiances and unicns and, by analogy. in the Community. Broadly speaking, & union s likely to be

——

more effective than an alliance because it can exercise 'cogrcion’ over its reluctant members [the
R —

Tp— - o rer—

‘voarcion’ s accepled voluntarily through the decision rules of the union). Thus the well known
e e ———

problem of 'fraﬂd'srs' is avoided. The centralist advocates the desirabllity of this kind of 'coercion’
in the Community and it is reflected in the preference for the decision rule of majority voting. The
terminology of 'union’ in the preamble of the existing Tn_-:-aliejs._.ﬁ used to justfy this general
approach to collective action by the Cﬂmuniw as well as the centralists’ frequent desira to see
an eventual end destination of a unitary state of Europe

The decision rules of the constitutionalist (veto and opting out provisions) accept the
gfficiency loss that rasults from a situation where ‘coercion’ may nmhways be exercisable, But
this efficiency loss is regarded as more than offset by the value attributed to the presenvation of
diffaranl jurisdictions. These enable different policy preferences to be exercised and different
policies to be tested out. It Is held that Europe's nistory gives ample reason to support cultural
diversity, and 1o avoid the consequences of majorities persistently overruling minorities, Moreover
minarities may be ‘right’. The testing of different policias in differant jurisdictions is lilkely 1o be to the
benefit of all. Dissonanca may discourage bureaucratic minds but it reflects the functioning of a
healthy democratic system.

Separating Preferences

A third theoretical consideration is the postulate that democratic processes are best served by
institutions that distinguish between policies on offer at the coflective level and Institutions that
deal with other policies that do not have 1o be taken collectively. These distinctions are reflectad
in the division between the senior level central bodies of the Community and the [unior level
institutions in member statas proposed by the centralist. The centralist holds that by dividing a
broad range of policies into two or more narrower and distinct ranges, the scope for divergences

Hayelk op.cit
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in political preferences is diminished, the nead for 'coercion’ is reduced and democratic
preferences can be expressed more clearly.

The constitutionalist rejects these propositions in the context of Europe for thres reasons.
First, because the suppliers of policies at tha senior lavel will face in a wider Europe an even maore
[ ==lE

heterogeneous electorate than today, the senior bodies at tha centra will be under two undesirable
pressures. One will he to offer policy options in a ‘weak’ form in elactoral situations, simplifying the

message and reducing political debate to the 10 =econd T.V. ‘sound bites' familiar from U.S.
Presidential poltics. The other will be the pressure to introduce polcies 10 harmonise and
encourage a more homogeneous sociely, The constilutionalist regards neither of these tendencies
as desirable. The constitutionalist looks to diversity in Europe as a source of creathvity, and
Im p:}_n;m alsofor the sense of an indhvidual's identity in a broader European sociaty. Secondky, the
supposed advantages of separating preferances will, according to the constitutionalist, ba nullfied

by the confusion of power at the senior level under centralist proposals which further erode the
electoral process. [t will be special imerests that will be catered to and courted by the centre
Thirdly, but not the least consideration, those bodies that will become ‘Junior’ bodies under tha
centralist modal, (national parliamants) happen to have bean the bulwark of freedom in Europe
up to now. They may not always have worked, and in Eastern Europe, democratic practices have
to be re-established. Nevertheless, if their role is erodad, it will not easily be regained. If democratic
practices do not flourish in individual member states, they are unlikely to flourish at the centra.

Az indicated above, purely theomstical considerations are fairly quickly overwhelmed by
pragmatic of normative judgemeants about their applicability to the specific characteristics of
Europe. The constitutionalist can show that the theoretical premisas of the centralist are not well
founded. But the centralist can also turn to additional practical considerations relating to the two
maodels of Community development which are held to support the case for stronger powers among
the central bodies of the Community. These further practical considerations are discussed next.

Vil. PRACTICAL ISSUES

The centralist objections of a practical nature 1o the constitutionalist model are that its adoption will
reduce the momentum towards increased cooperation in Europe, erode part of the existing
Community patrimony (the acquis communautaire) and represents a tacit nationalism harmiful to
tha new Europe, Thesa fears are discussed below




Momantum

The fear that a system budt on a diffusion of powers will slow the momentum for cooperation in
Europe is rootad in a bureaucratic blas which sees interventionism ag guiding Europa’s future
rather than market dynamics. On the contrary, it is competition within an extended Singla Market
area, together with open external trading arangements that will provide basic economic
momentum for a wider Europe. It was the reduction of internal and external barriers to trade which
provided dynamism to the Community in tha past and not s interventionist policies.

Atthelevelof political cooperation, the constitutionalist model equips the European Council
and Council of Ministers with the capacity to act decisively over a broad range of policies. It does
naot exclude the possibility that new mechanisms to improve the workings of the Councits may be
desirable. In addition the Councils need to make new arrangements for co-operation with other
European governments, Such arrangements would be an integral part of the developmant sought
by the constifutionalist. On external issues, the advantages of the Community speaking with one
voice will remain and indeed Increase.

The Acguls Communautalra

The doctrine of the acquis communautaire (or patrimony) states that once a function or power has
been obtained at the Community level, it should never be ralinguished: It is a pernicious docline.
It encolrages rigidities which will hinder Europe's integration rather than help it. The new situation
in Europe requrrgs-‘new policies and ne-wﬂrtullﬂn.al structures. A leading example of past

Community policies thu-t_h'au'e outlived their time is the Common Agricultural Poticy. Within the
existing Community, it benefits narow Interests at the expense of the population as a whole; it
encourages financial excess, supports arbitrary resource transters and a spiral of bureaucratic
reguiation, frasd and enforcemeant. Externally it is damaging to open trading arrangements. In the
contaxt of a larger Community, the countries of Eastern Europe with their much larger proportion

of population in agriculture dependent on agricultural income, with much of their comparatve
advantage in agricuttural produce, need unrestricted access to export to the markets of the
Community and not the barrier of CAP

The idea that old functions should always be sustained and new policies always additional
] 2 em—— 3 k 3 e
5 & bureaucrat's dream. The concept of the acquis communautaire is a doctrine invented by,
bursavcrats for the beneflt of only bureaucrats. It s a doctrine correctly spurned in the
constitutionalist modael. Differant jurisdictions in an open maret seﬂing_will provide a frameawork
for competition, creative diversity, change and a rightful rejaction of the self-serving biases of

centralised bureaucracies.




Mationallam

There are two quite different issues involved under the rubric of nationalism. The first is how to
m_inm, within the contaxt of the new Europe, h'rlh_uﬂm betwaen member states (in
particular the concem expressed by some about the weight of Garmany which on a unified basis
accounts for between 25-30 per cent of axisting Community GNP). Thlsentralist feveris 1o'the
original ECSC Idea of clearly tilting the centra of gravity in political arrangements towards
supranational institutions at the mrn of the Community. The constitutiona'ist sees the issue as
the mora clagsical inaral issya of how 1o preserve e rights of minorities vis-a-vis a majority or a
dominant partner. The diffusion of power, related decision rules and constfitutional provisions
&gm e abuse of power are therefore seen by the constitutonalist as providing a surer way of
dealing with Imbalances. Diffusion Is not nationalism under a new Quise. On tha contrary, a mora
robust framewark for increased cooperation in a wider European setting is a key objective of the

constitutionalist modeal.

The second issue is that those supporting centralist development frequanthy see a unitary
state of Europe 25 the and goal uwa_nEaan unign. The constitutionalist emphasis on a diffusion
of power is thus seen as a hindrance to this eventual goal The constitutionalist looks at "union’ as
a process of cooperation and a unitary stateis not sought. Those who support the idea of a unitary

s
state of Europe see it as some kind of ‘'middie way between Soviet sociglism and American
capitalism, They forget that freedoms in Europe have been made possible in this century fargely
bacause of Amarican support and because of the steadiasiness of the post war Atlantic Alliance.
The emotional appeal to a unitary state of Europe is also regarded with distrust by the
constitutionalist. It plays heavily to the same emotionalism in politics that led 10 the evil excesses

of nationalism in the past.

g SN

A further point tha! is relevant in this context Is that democratic diversity strikes the ocutside
observer differantly from the way it is =ean by the inside parficipant. The cutside observer wishes
to deal with a cohesive unit. Thus Eurcpean countries and Japan have difficulties in dealing with the
democratic processes of decision taking in the United States. The mirror image is the advocacy Dy
successive LS. administrations of ‘'unity” in Europe. Neither party should forget that democracy
is about the diversity of ideas, the tolerance of differences, the competition between different
approaches and not about cohesion. Cohesion reflects the historical chance of a homogeneous
society or the shadow of autocracy. The U.5.. administration should be careful not to misinterpret
the constitutional debate in Europe.




Futura Discusslons

A final practical issue of Importance o both centralists and constitutionalists iz how to embark on
the constitutional discussions now required inthe Community. Tha Inter Governmantal Conferance
arranged for latar in 1990 in connection with talks on manetary union is one occasion at which
institutional issues may be taken up. However, to take proper advantage of the new opportunities
in Europa, the constitutional discussions nead 10 be broad ranging. & second possibility is tor the
European Council to make separate arrangements for preparation and discussion of broader
constitutional issues. Such an etiort should clearly take place under the auspices of the European
Council and not under the Commission with its vested intergst in particular outcomes. Such a
broadening of the constitutional raview would be timely

Discussions abhout Europe’s constitutional futura will be divisive. Precisely because of this,
they have been largely avoided in the past. A pragmatic' muddling through' has seemed preferable.
The time has come when this so-called 'pragmatiam’ i no longer appropriate. What seems like a
series of small self-contained steps can produce the wrong overall result because of a neglect of
the larger picture. Thare is a new situation in Eurcpe which requires a more tar reaching responsa
it the opportunities are to be taken. As remarked by Professor Buchanan in the context of
constitutional reform in the United States, '| am convinced that the social intarrefationships that

emerge from continued pragmatic and incremental ..respense, informed by no philosophical
precepts, is neither sustainable nor worthy of man's best efforts.” The opportunities now available
to reshape Europe and its institutions require no less than Europe’s bast efforts.

Viil. CONCLUSIONS

The 18305 open with an oppartunity to create and put in place new arrangemeants for political and
aconomic cooperation in Europa whichwill cover 2 much wider grouping of European states and
a broader agenda. In order to take advantage of this opportunity. new constitutional arrangements
are needed in the Community. The model offered by the constitutionalisis provides lor collective
action on a broad range of topics on a Europe-wide basis by emphasising the role of the European
Councl supported by the Councll of Ministers. At the same time, the model relies on democratic
practices inthe member states as a way of diffusing power, making sure that government remains
close to the people and that different preferencez can be expressed and exercised in different
[urisdictions. It is a more challenging mode! than that of the centralist, It is an easy temptation 10
respond to the uncertainties of the present situation with propasals to build up central institutions.

‘The Limits of Liberty’, James M. Buchanan 1975, University of Chicago Press.
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It would be the wrong course to follow. The division of institutions betwean senior and junior lewval
bodies will weaken democratic roots in Europe, open the risks of bureaucratic, persenalised
government, remote from the people and where interest groups will have a special advantage o
press their particular claims. The constitutionalist model offers the best hope for a new flowering
otdemocratic diversity in as wide as possible a European setting, In discussions with is European
partners, Britain should firmly reject any step towards a centralist Europe. Instead it should take the

lead and encourage = partners in Europe to broaden their vision and look to build a new

constitutional basis 1or a new Europe

Attachments: Chart A Thea Constitutionalist Structure
_hart B The Centralist Struciure
Table Alternative Institutional Structures (and note 1o Table)
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Thank you for your ;;tfg?fnf ¢ March 1990 about the directive and
the implications forf privatisation.

As you know I believe that we shall come under increasing
international pressure during the 1990z to tighten up the targets
for emissions. The scientific analysis is building up and we shall
not be able to deny the evidence of the damage being deone to
sensitive environments, both in the UK and on the ecantinent . We
agreed, however, at MISC 141 last week that the existing targets at
present are themselves very demanding on the industry and that there
can be no question of tightening them for the present.

In order to defend this position successfully I think it will be
extremely important for us to be able to demonstrate to the
Commission and all others concerned that the present targets are
indeed very demanding for the UK industcry but that we ars pursuing
them vigorously. We must Eirmly repulse any suggestions either that
the targets are being relaxed, =r that they could realistically be
Cightened in the near future. T think we =hall also increasingly

feel the need of an indicatien of what we expect to happen beyond
2000.

Our first deadline with the Commiszion on these matters is in June
this year when we have to tell them of our arrangements for
complying with the Directive and have our plan ready showing how we
are going to implement the target reductions specified in the
Directive. I fully accept that we should aim fo meet these targets
in the most economic way that is environmentally satisfactory. If
¥We can now demonstrate robustly that the targets can be achieved
with less use of flue gas desulphurisation by more use of new gas
technology I think that we can defend that position in principle to
the Commission and others. They will undoubtedly be suspicious of




CONFIDENTIAL

&

the apparent resiling from the earlier talk of 12 GW of retrofits,
But the new approach ics clearly more economic, and it has other
environmental advantages. 5o provided that the plan when we submit
it looks firm and it can pe demonstrated that it will definitely
meat the targets in the Directive T think we should be able to mount
8 strong defence of it. (1 understand my officials are discugsing
the robustness of the proposed scenarios with yours, )

[ would suggest however

envi

gereration and increases CO.. It is right to make these points.

But it is effective in reducing sulphur loads, and it has heen

widely adopted in several ather European countries., I think it will

only stir up oppecsition and controversy if you seek te knock it too

hard at this stage., The argument you make about problems with

limestone and gypsum involved in PGD is for example regarded by my

own Minerals Directorate as somewhat overstated. I suggegt it would

be sufficient to peint out the gconomic and environmental advantages

of alternatives without seeming to knock FGD itself. This zeems to

especially since you are

simply reducing its ghare

o~ il

I am reinforced on this point because my own Ingpectorate of
Follution believe that FGD is at present the Bes=t Available
Technology faor feducing pollution from traditional ecoal firad DOWET
stations. FGD or an equivalent would be specified a= 3 matter of
sourse by the Inspectorate az a reguirement of any new coal Power
stations of traditional design that might be propoged. And in the
normal course of preparing guidance for the indus

implementation of

Pollution Centrol provigions of the

Bill, the Inspectorate will soon need £O starck discuasing
programme with the industry for the Progressive upgrading af all
existing plant, which would on their present thinking imply the
Progressive introduction of FGD or equivalent technology over an
appropriate timescale,

The Inspectorate would naturally expect te zet the timetable so as
to fit in with the European Directive up to the end of

S0 up to that peoint they will be acting in effect as the formal
instrument for achieving implementation of the Directive and
enforcing the plans your Department are themselves develeoping with
the industry in the context aof privatisation.

But looking beyond that the Inspectorate would alss normally expect
to establish in their discussions with the industry a programme that
would secure general application of Best available Technology for
reducing sulphur emissions from existing coal-fired power stakions
within a period of perhaps 15-20 years, either by further
applications of FGD or perhaps more realistically by that time by
retirements of existing plant. (A 10 year timetable for securing
hecessary improvements will be a more normal requirement for
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industry ip general, so 15-20 years will already seem guite
generous.] For this industry HMIP will have to have regard not only
to these general requirements of the Environmental Protection Bill,
but also to the requirements of Article 13 of the Air Framework
Directive (the parent directive of the Large Combustion Plant
Directive) which requires us to implement policies and strategies
for gradual adaptation of existing plants to the Begt Available
Technology.

The Inspectorate will be wery ready to discuss this with the
industry in a sympathetic spirit so as to produce a programme that
makes economic sense, and will clearly not want to upset the
privatisation programme. But as with other industries they must
take a long-term view, and cannot properly be restricted to looking
only as far as the specific requirements of the Large Combustion
Plant Directive., We need to find a way of expressing this which
will reassure the Commisgion, the environmental interests, the
industry and the City at one and the same tims. If you agree I
suggest we ask our officials to explore further with HMIP what
should be said about these longer term issues.

All the above makes it particularly important teo get right what
happens in the immediate future. As you say, our officials are in
correspondence about the obligations implied by the directive in the
years before 1993, 0One of the madinr chiectivaes of the direstive iz
to achleve the specified reductions by the target dates of 1993,
1998 and 2003. Our legal advice iz that the Commission will be
within their rights in seeking progressive reductions bstween these
target dates and between 1990 and 1993, 1 think it would be very
damaging both for privatisation and for the presentation of our acid
rain poliey if the Commission were able to mount a challenge to us
this summer on the basis that the plan which we submit in June shows
an increase of sulphur emissions between now and 1992 before coming
down to the target in 1993,

As I understand it we may be able to give ourselves some flexibility
here by building some technical headroom inte the 1890 reference
level Erom which reductions over the next three years sghould be
shown in the plan. We shall be as helpful as we can on this; but
beyond that I think it will ke extremely important for our
credibility with all concerned that the path from there to 1993
should show a progressive reduction rather than a hump in between.

I suggest our officiale report to us further on this possibility
urgently and the cost implicatiens.

1 hope this helps to clarify the position., ODur officlals are
already in touch on the details. I should be glad to have a word
with you myself if that would be helpful.

I am copying this letter to the Prime Minister, Geoffrey Howe, John
Major, Malcolm Rifkind, and to SiF¥ Bobin Butler.

N A%:;;xwu'h
CHRIS PATTEN

fif (:Jj?ﬂ
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Ref. AOQ90/738

PRIME MINISTER

mabdaats e by Affai

There have been no Council meetings in the last week.

e The Minister of Agriculture may mention his recent wvisits to

Czechoslovakia and Bulgaria.

3. The Secretary of State for Trade and Industry may mention

the Commission's latest progress report on the Single Market,
which puts Britain at the top of the league for prompt
implementation of Single Market measures (en the Commission's
figures, only 9 not fully implemented on time, compared with 50
for Italy, the worst pearformer).

Forthcoming meetings are:

Environment Council, 22 March

Agriculture cCouncil, 26 March onwards (1990 price-
fixing)

Transport Council, 29 March.

fer R,

ROBIN BUOTLER

21 March 1990

CONFIDENTIAL
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EUROPEAN COMPANY STATUTE

I am writing to bring you and colleagues up to date on the
European Company Statute (ECS), and in particular to let yoo
know the approach John Redwood intends to take at the informal
Internal Market Council at the end of this woek.

We have many reservations about the company law aspects of the
draft ECS5, both in principle and in detail. But our main
concern is the treatment of worker participation. The policy
on this i1s for Michael Howard, and my ocfficials ara closely in
touch with his. The effect of the compulsory worker
participation provisions would be that UK companies would be
faced with the choice of adopting one of the prescribed
statutory methods of worker participation or of being excluded
from using the European company form. We have no intention of
agreeing to any proposal for an ECS which involves any form of
compulsory worker participation being imposed on UK companies
who wish to become European companies.

Digcussions in the Council Working Group have covered 100 of
the 137 articles of the Regulation and have not yet got down
to the separate Directive which contains the worker
participation proposals. These discussions have been very
much a first reading identifying many problems with the draft
and few soluticns. Although Martin Bangemann is known to be
disappointed with the rate of progress, it would be
unreasonable to expect to cover a draft of such scope and
complexity any more guickly, particularly when the guality of
the draft is so poor. It is expected that the Commission will
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ba asked to redrait major parts of the proposal once the first
reading 15 completed, which may be at the end of the Irish
presidency, or early in the Italian one.

As you know, we recelved the formal opinion of the Council
Legal Services on the lagal base of the proposal at the end of
January. It endorses the view that we have always held that
the Commission's proposal that the Statute should be based on
provisions allowing qualified majority voting is unjustified.
We expact the legal base to be discussed by officials between
the first and second readings. I should hope that there will
be sufficient agreement with the Council Legal Services'
opinion to make it clear to the Commission and future
presidencies that there will be no point in taking the
proposal to the Council for adoption until there is unanimous
agreament on it.

Although the UK has no intention of agreeing to any form of
compulsion on worker participation, and there are major
difficulties 1in producing a text on this iszsue which will
reconcile the various sensitivities of other Member States,
the Commission are determined to pursue such proposals ona way
or another. From our point of view, it will be less dangarous
for the Commission to be occupied on the worker participation
provisions in the European Company Statute than on those in
the Fifth Company Law Directive: the current draft of the
Fifth Directive has eaven more restrictive compulsory worker
participation provisions than the ECE, and they would have to
be applied to all PLCs with more than 1,000 employees.

Cur general aims on the ECS should therefore be twofold.

First we should oppose the worker participation proposals
firmly, and make it clear that the Commission's attempt at a
"UK option" does not reflect the position in the UK and is
unacceptable. BSecond, we should avoid putting our objections
in terms which would suggest that discussions should be
stopped. As explained abhove such suggestions, if effective,
would be likely to lead to the resumption of work on worker
participation in the Fifth Directive, which would be a bad
thing in itself, and other Member States might be less willing
to consider the UK's interests in relation to the Fifth if we
ware seen to have adopted a non-negotiable position on worker
participation in tha ECS5. If, on the othar hand, we tried and
failed to stop work on the ECE, that might lese us allies in
preventing the Statute from being agreed by gqualified majority
voting. Our overall approach should therefore be to play it
long.

It is becoming clear that this is unlikely to be difficult.
Quite apart from the political problems on worker
participation, there are many difficult company law issues in
the draft Regulation. Ewven if there were strong political
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will behind the ECS and Member S5tates accepted that the final
drafting would have serious technical imperfections, it would
be unlikely to be agreed, if at all, in anything less than two
years. We may want to go along with the removal of the
provisions on accounts and winding up if, as expected, the
Irish Presidency propose it. (Here the considerations are
different: we would be joining a popular cause, and the knock-
on effects on other EC proposals would be helpful rather than
damaging.) Thie would still leave a number of issues which
have proved insoluble before, and we can encourage discussions
to grind on without reaching conclusions and eventually to
grind to a halt.

Although there has been no substantive discussion in the
Council Working Group about the worker participation aspects
of the European Company Statute, they are on the agenda for
the informal Internmal Market Council at the end of this week.
In view of the considerations set out above, thea line we
propose to take is to make it clear that the present proposals
are unacceptable, that there should be an option for worker
participation which recognisas tha UK's wvoluntary approach,
and that we are very willing to discuse. It will then be for
Department of Employment officials to develop these points in
mora detail in the Working Group discussions.

I am sending copies of this letter to the Prime Minister,
other membaers of OD(E) and to S5ir Robin Butler.
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Presentation of Policy on the European Community

Thank vou for wvour letter of 16 March /about the
booklet on developments in the EC.

The draft enclosed with my letter
indeed a mock-up. The final version will be onh good
gquality paper, comparable to that used for DTI Single
Market literature, and printing will be of a similar

standard. I shall let vyou have a copy when it
available.

of 15 March was
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(R H T Gozney)
Erivate Eﬂfrc;gty

C D Powell Esg
10 Downing Street
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HNOTE FOR THE RECORD : Fowell Esg, No.l10
J O RKerr Esg CHG;AUSE,FCOD
I Hadley Esg,Cabinet Off.
Mr de Fonblangue
Heads of Section

INFORMAL EUROPEAN COUNCIL : 28 APRIL

1. Mr Powell and I lunched with the Secretary-General of
the Commission on 16 March. The conversation focussed on the
April informal European Councill.

i We discussed the form of any conclusions. 1 put the case
for avoiding written conclusions of any sort; it was an informal
not a formal meeting; much time would be consumed over verbal

haggling if any text appeared at or after lunchj any text, however

bland, would bhe divisive, given the zensitivities over German
anification. It would be better 1f Mr Haughev could be armed

with half a dozen, largely procedural, oral conclusions with which
to sum up =2ach of the two main discussions (German Unification,
Eazx European association). Mr Powell said he believed that would
be the Prime Minister's firm preference: she had considered the
Hovember Elvse& dinner format the right one for an informal
meeting and would wish to see it repeated. He would conslider
having a word with Mr Wally on those linea. HMr Williamseon took
the same view and gsaid he would advise President Delers lan that

Sense.

;= Mr Williameon then trailad the Commissicn's paper on German
unification which he was beginning to draft. It would be pretty
short: and more analytical than prescriptive. The issue of
maintaining an internal Efrontier, at least up to 31.12.92, would
be aired although not espoused(the Germans themselves were
pushing hard to maintain controls at the I.G.B. principally to
protect the FRG from Trabant carszs!). There might be some
referance to pre-accessicn ald but this would be financed from
the new Central and Eastern BEurope sub-=line in the Financial
/Perspectives.
REESTRICTED
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Perspectives. There would be references to transitional pericds

for agriculture and a number of other issues. The Structural Fund
argument was leaning away from Objective 1 and towards Objective 2
and 5(b). Mr Powell made it clear that ambitious plans for
pre-accession aid would not be welcome. I sald it might be

better, so far as the GDR was concerned, to stick to multilateral
technical assistance such as the Training Foundation and TEMPUS,

The E.B.R.D. and E.I.B's activities in encouraging private sector
investment could also have a role to play. In addition I registered

the following polnts

(1] There must be no guestion of an agricultural transitional
period with GDR prices higher than EC ones. Mr Williamson
agraad.

It might be better to leave the EC stabilisers alone until
the February 1988 decisions came up for review. GDR
production could be assessed separately on the basils of
pre-unfiication production levels.

On fisheries, the FRG guotas were heavily under-used, so
there was a good deal of scope for accommodating the GDR.
(thiz was a new point for Mr Williamson who thought the main
fisheries issue would be laying-up aid).

Lo I asked Mr Williamscon whether EMU would be raised at the

April meeting. There was no case for such a discussion since the

Strasbourg communigque had foreseen one at the June Eurcpean
Council, Any premature discussion at Head of Government level
would be divisive. Mr Williamson agreed on both points which
ne would put to FPresident Delors.

5. Mr Williamson saild there would inevitably be much talk of

what most member states called acceleration and the UK called

steady progress. It should be possible to stick to generalities.
5.

REESTRICTED
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. On securitv issues Mr Powell said he thought the Prime
Minister would agree with the Delors line that these should not be
digcussed at the April European Council. The meeting was bHeing
held to consider the EC implicatione of wnification. But it was
noted that member states other than those involved in the 2+4 talks,

were likely to take a different view.

R Mr Williamson was optimistie that the latest moves by the
European Parliament on the Strasbourg/Brussels issue (agreement

to hold all normal ylena:iﬂafé?rashuurgi would enable the FPrench

toc unblock the decisions on sitezs. Buk I rether think he was
whistling in the dark.

19 March 19350 D H A Hannay
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EUROPEAN COMMUNITY FREAMEWORE PROGRAMME
Thank you for your letter of I6 February.

I am sorry you do not feel able to agree to the proposal for a
review of the EUROPES system at this stage. Given the build-
up of EC R&D expenditure, the longer we put off this important
isgue the more difficult the problems will become. I am,
however, grateful te you for spelling out again the degree of
flexibility which already exists within the system, and for
acknowledging that there will be some mis-match between EC
gpanding and the UK's own priorities. 1 shall certainly be
looking to the Survey to deal with that mis-mat oviding
an adequate lavel of Tundlng for domestic R&D.

The Survey discussions will need to take account of the
overall level of domestic expenditure on civil R&D. Present
plans indicate that here may be a drop in such expenditure
between 1991/92 and 1992/93, and your minute to the Prime
Minister dated 9 November 1989 said that the plans would need
tc be reconsidered in the 1990 Survey. Furthermore, we need to
bear in mind our influence in the Community. Our stance in
the recent Framework Programme negotiations has done a great
deal to restore the UK's influence and standing in this area.
We must be sure that the application of the EUROPES system
does not cause us to throw away our position by adopting an
intransigent approach to the next round of Framework
decigions.




]

the departnient lor Enterprise

I am sending copies of this letter to the Prime Minister, the
members of E{ST) and to 5ir Robin Butler.

\ 4
2
T

DOUGLAS HOGG
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10 DOWNING STREET

LONDION SWI1A 2AA
From the Frivate Secreiory

16 March 1990

PRESENTATION OF POLICY ON THE EUROFEAN COMMUNITY

Thank you for your letter of 15 March covering the booklet
highlighting the main points and developments in the European
Community in the second half of 1989. The Prime Minister has no
problems with the content of the booklet but hopes that the
version attached to your letter was only a mock-up. The gquality

of paper and printing was extremely low - indeed she has
daescribed it as a "shoddy production®. Parhaps you could
reassure me on this point and let me see a copy of the final

veraion.

Richard Gozney, Esg.,
Foreign and Commonwealth Office
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15 March 1990
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Presentation of Policy on the Eurcpean Community

Tha Government produces a six-monthly White Paper
on developments in the European Community. We have proposed
that the format of the next White Faper, covering —
developments in July to December 198%, should be improved
to make it more attractive and accessible. We have also
sufganted that the White Faper should be accompanied by
a short popular booklet highlighting the main points.
These changes were welccmed by other Ministers, lcorrespondence
startad with the letter of 12 February from ESIHr Maude) .

I enclose the latest draft of the booklet. It
includes the bull points of the White Faper, and alms to
improve popular awareness of recent Community developments
and of the UK's role. The booklet highlights progress on
practical issues, such as transport liberalisation, and cther
aspects of the Single Market. The text has been agreed
inter-departmentally. Work is still 1in hand to improve
illustrations and photographs.

If the Prime Minister is content, we plan to launch
it on 3 April. It would be distributed to all MPs and
MEPs, selected members of the House of Lords, universities,
libraries, schools, business and other organisations and
the media.

Ejf“ﬁﬁ gt
i

T

(R H T Gazney)
Private Secretary

C D Powell Eag
10 Downing Street
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Ref. A090/694

PRIME MINISTER

akibiob s v AFfai

The Chancellor of ths Exchegquer may report on the ECOFIHN
Council which he and the Economic Secretary attended on 12 March.

Key points were:

- EMIJ Staqe 1 legal texts (on convergence and on central bank

cooperation) were formally adopted;

—_—

a satisfactory common position was reached on revision of
the Financial Perspectives (the EummungEy'g budget

forecasts) . Figures agreed for spending on Eastern Europe

were 500 mecu for 1990, BE5D mecu Ffor 1991 and 1 becu for
: _r lrs
19923

e ———

Herr Waigel, giving a progress report on German economic and

monetary unjion, said that no timetable had yet been set; the

FRG was still undecided on the Deutschmark/Ostmark

[ - il
conversion rate. Several member statesz expressed concern at
the short-term implications, particularly for inflation and
interest rates. Herr Waigel indicated that there were no

I :
immediate plans to raise interest rates to counter

I

{in[latiunary pressures;

the European Bank for Reconstruction and Development is

likely to be discussed at the informal ECOFIN meeting at the
and of March, probably focusing on outstanding points such
as the site and the President. The Chanceller emphasisaed
the suitability of London;

CONFIDENTIAL
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= a Council Declaration was agreed on the Commission's Annual

Report on Fraud. The United Kingdom welcomed the report:

progress had been made but the pressure to root out fraud
had to be kept up.

2 The Secretary of State for Trade and Industry may report on
a rather uneventful Industrv Council meeting on 13 March.. Mr

Hogg represented the United Eingdom. Eey points were:

general discussion of ghipbuilding and the automcbile

industry. Sir Leon Brittan underlined the importance of
firm control of state aids:

discussion of Commission's annual report on textiles:
predictable calls from southern member state for extra
Community funding, firmly resisted by the northern member
states.
3. In addition, the Secretary of State for the quiyggggﬁt may
report on the Horth Sea Conference held in Dublin last week.

e —_— 7

Forthcoming EC meetinga are:

= Environment Council, 22 March
- Agriculture Council, 26 March onwards (price-fixing).

R A

ROBIN BUTLER
14 March 1990
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10 DOWNING STREET

LOMDON 5WIA 2AA
Frowi the Private .‘p'q'f."l:-rﬂ.ry

13 March 1990

I enclose a copy of a letter to the Prime Minister from Sir
Leon Brittan containing a review of developments in the Eurocpean
Compunity in the year since he took up his post as Vice
Fraesident of the Commission. You will see from the final

manuscript sentencea that the letter is being sent to all
Conservative MFs.

I should be grateful in due course for comments and a draft
reply for the Prime Minister's signature if you think that
necassary. My overall impression, after a guick reading, is that
the Prime Minister might find the letter a shade complacent.

I am copying this letter and enclosure to the Private

Becretaries to the members of OD(E) and to Sonia Phippard
(Cabinet Office).

CHARLES POWELL

J. 5. Wall, Esq.,
Foreign and Commonwealth Office.
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It 15 now more than a year since 1 took up my appointment as
Vice=President of the Commizsion. In view of continuing
misunderstandings in Aritain about the direction of Community
policy, it has been suggested to me that it might be useful for me
to report on some of the developments that have taken place during
this period, particularly in the areas of competition and financial
gervices for which I have direct responsibility.

Although events in Eastern Europe have obviously nccupied the
Commission increasingly, the completion of the 1992 process has
remained our central task.

Yet at the beginning of 1989 there were still two open
guestions:

- would the Community®s internal policy be based on a free
market approach or would it be interventionist and
restrictive?

would the Cemmunity be open te the outside world, or would
it be protectionist?

In all the Community institutions there have been pressures in
both directions, but the outcome is now no Longer in doubt. Since
the beginning of 1989 a zeries of major decisions have been taken
which are of a decisively free market and anti-protectionist

tharacter.




(1 In Competition Policy, after sixteen years negotiation the

Commission succeeded in persuading the Member S5tates to adopt

unanimously a Merger Regulation. This Regulatien removes a burden

from industry and gives greater certainty by providing a one-stop
shop, whereby the lLargest mergers will normally be considered
exclusively by the European Commission and all other mergers will
normally be considered exclusively by the national authorities. In
considering mergers the Commission will be following
competition-based criteria, and will not be seeking to implement an

industrial policy.

2] State Aids: a number of tough decisions have been taken,
aimed at creating fairer conditions of competition across Europe.

To give but three examples: 39% million ECUs of aid provided to

AlLTa Romeo was ordered to be repaid; it was decided finally that the
Bagnoli steel plant should be shut down; and it was decided that

12 billion French francs aid to Fensult should be repaid, unless the
nriginalfr-agreed conditions on which it was given were met.

The Commission has also embarked on a new policy of reducing
the total amount of state aid in the Community by examining the
Largest existing schemes under which aid is granted in the various
countries, with a view to ending those schemes which are no longer

justified.

3 Telecommunications has perhaps been the area of greatest

controversy. People in Britain are now used te liberalisation, but
in most of the Community the concept of requiring public
telecommunications networks to be opened up to the private suppliers
of services was a highly novel one. And yet this iz precisely what
the Commission decided to do and it is now accepted by the Member
States that this is what will happen.




LE) Bir Transport: the Commission has put forward a proposal for

major Liberalisation, designed to Lead to increased choice, Llower
fares and the development of reqional airports. The Member States
have already agreed in principle to it.

(5) Financial Services: all the Community"s banking Legizlation

passed Last vear, a full year earlijer than expected. The
Legislation provides for the creation of the Largest single banking
market in the world, in which a Licence granted (on the basiz of
agreed criterial 49n any one country will emtitle the holder of the

Licence to carry on banking business anywhere else in the Community.

(6) One problem was how to deal with non—EC countries in the

financial services area. The reciprocity provisions in the earlier

draft of the banking legislation caused major anxieties about
"Fortress Europe™, particularly in the United States. I therefore
made it & priority to modify the legislation so that there could be
no justification for refusing lLicences te those coming from outside
the Commufrity, unless the countries from which they came clearly
discriminated against European banks., as compared with their own
banks. ALL this strengthens our hand in arguing for more open
access to international markets. This change has been regarded as
providing & clear indication of the Community's rejection of narrouw
protectionicm.

{7 Cars: the Commizsion has launched a policy under which
exizting restrictions on the import of carsz from outside the
Community would gradually be Lifted, as we eliminate barriers to
trade in this sector within the Community.

(83 Insurance: the first steps have been taken towards creating a
Community-wide open market. The Council of Ministers reached a
crucial political agreement on the Second Life Insurance Directive
Last year, and they have now given general approval to my programme
for much wider Liberalisation of the insurance market.




%) European Company Statute: There is much smisunderstanding in

Britain about the content and impact of this proposal. The proposal
that has now been put forward does not, for example, require those

who wish to set up a Eurcpean Company to agree to put workers on the
board. It only reguires consultation on the implementation of major

decisions. As such it corresponds to the best UK practice. And in
any case# the Statute only applies to those who wish to take the

wholly voluntary option of setting up a Eurcpean Company. It is not
generally realised in Britain how great the change has been. 1In my
view the proposal as it noWw stands should be acceptable im Britain.

There are still difficult discussions ahead. In the
discussions on the Social Charter the Community missed the

opportunity for securing unanimous agreement on a Charter which
would set legitimate aspirations, without seeking to establish
standardised rules on working conditions and impose unreascnable
burdens which were not suitable for all mesbers. But the Charter
itself has no Legal effect, and everything depends on the
legislatfon that will be put forward to implement it. That
legislation will have to be debated by the Member States and the

European Parliament in the usual way.

With regard to the EMS, there is a strong desire on the part
of our partners that Britain should join. The conditions set by the
Government should be met by the middle of the year. I am convinced
that there should be no further delay. Membership is essential if
Britain's proposals for the next stage of Economic and Monetary
Union are to be taken seriously. Work on that stage starts in

Pecember. There 15 wvery Little time in hand.

There 15 much work that remains to be done, but the examples
that I have given show the decisive way in which the Community can
be persuaded to move in a free market and non-protectionist

direction. It 15 im that direction that I shall continue to work.
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CONFIDENTIAL

10 DOWNING STREET
LONDON SWIA 244

Frewm tha Private ..';':'\-:'ﬂ.'.'u.-'_l.'

Dess Fraden

PRESENTATION OF UE POLICY TOWARDS THE EC

11 March 1990

The Prime Minister has loocked at the
paper on presentation of UK policy towards
the EC circulated under cover of the Foreign
Secretary's memorandum. She is in general
content with it and agrees it would be most
useful if Mr. Maude continued to chair
periodic meetings of junior ministers
responsible for European issues, to
coordinate the presentation of policy.

I am copying this letter to the Private
Secretaries to members of OD(E).

B vy

(X etvan

(C. D. POWELL) .—,

J.8. Wall, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL
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CI/ 3
Secrelary of State o

Tha Rt Hon David Waddington QC MP
Home Secretary

Home Office

50 Queen Anne‘s Gate

LONDON _
SW1H SAT 9 4 March 1990
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EUROPEAN COMMUNITY IMMIGRATION ISSUES J-“:{

Thank you for your letter of 21 Fahrﬁ;;y setting out current EC
Immigration issues. I am generally content that we should
continue to take the line you propose. There are two issues on
which I would like to comment.

I agree that wa should not make changes in the basic visa
requiremants for East Burope until the position has been assessed
and the general review commissioned by the EC Presidency has been
discussed. However, I do not see any case simply on employment
grounds for us to be less generous in relaxing requirements than
other Member States. The effective inclusion of East Garmany in
the EC labour market seems inevitable, whether or not the
territory joins the Community itself, and it is 1likely to have
positive rather than negative effects on labour supply. It is
certainly no more of a threat in employment terms than the
existing access from other Member States. We would also want to
encourage rather than discourage suitable employment links with
other East European countries. Some relaxation of the visa regime
could be a positive help in this, and I hope we will approach
further negotiations with this in mind.

My second point is on the draft convention on external frontiers.
The Eurovisa proposals would be benefical to tourism, and I hope
that we can give positive support. By the same token, I would
want to keep other formalities on entry and exit of tourists
through the external frontiers to the necessary minimum. We need
to ensure that computer checks do not create annoyance or delay,
and I share your misgivings about these proposals in the draft
convention.

-
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I am copying this to the Prime Minister, to other members of OD(E)
and to Sir Robin Butler.
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PRTME MINISTER

PRESENTATION OF UF POLICY TOWARDS THE EC

You may like to glance - no more - at the attached OD(E) paper on
presantation of our policy towards the Eurcpean Community. The

key paragraphs are 1-3 and 28-=3d.

Francis Maude has been chairing a regular meeting of junior
Ministers responsible for Eurcpean issues, to discuss

presentation of our policy, both on individual EC issues and more

“widely. Although the group has no place in the formal Cabinet

—— - I—

Conmittee structure, it doee very useful work - as the Foreign

Secretary's covering note to this paper says - and helps co-
erdinate the Government's approach politically as opposed to
bureaucratically. You micht like me to minute out that you
appreciate the work which this group does and would like i¥ te

i

become a permanent feature for co-ordinating presentation of our

policy towards Eﬂ} EC. Agrea?

Y E\

|

CHARLES POWELL k
B March 12390

Mo
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FPRESENTATION OF UK POLICY TOWARDS THE EC

Memorandum by the Secretary of State for Foreign and
Commonwealth Affairs

1. I commend this paper. Across the range of EC policies,
Britain has a good story to tell. We need to be ocut telling
it and we need to get other people to tell it. We can
present our policies more actively. We can take positive
initiatives to influence other member states; their
Governments; their media - and ours; and other opinion
formerse on Europe. The paper sets out some of the different
technigues we shall need to apply.

2. Our overall theme is unchanged: our liberal,
deragulatory, market forces approach to Community business
will get the Community where it wants to go more reliably
and more quickly than any dirigiste plan for Eurcpean union.
Curs is a practical, problem-scolving approcach.

3. This exercise has to be concerted. It needs to be
centrally coordinated in Whitehall. Here in the Foreign
Office Francis Maude already chairs a regular meeting of
junior ministers respnné&hle for Eurcpean issues. 1 propose
that this group should be charged with

coordination.

NICADV/1 /YK CGHFIﬁEHTIAL
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PRESENTATION OF UF POLICY TOWARDE THE EC
PAFER BY THE MINISTER OF STATE, FOREIGN AND COMMONWEALTH

OFFICE
I INTRODUCTION

1. The next 12 months will be crucial for the Community and
our place in it. Our liberal, market-led approach must be
sustained against pressures for centralist regulation. Yet
our commitment to the EC, and the lead wa have taken in
creating policy across the board, have not been reflected in
press coverage or public perceptions of our policy, either
at home or abroad. We are regarded as stuck in the mud.
This paper discusses how we can improve our presentation so
ags to help achieve our policy goals: it is harder to form
negotiating alliances if we are thought, however wrongly, to
be negative. A positive presentation of our policies is
therefore essential.

2. BSection II surveys slx main policy issues., In each area

. . ; |
- EMU, institutional refﬂrm,lsﬂclalJ environment, single

market, and external - we have a distinctive approach:
liberal, derequlatory, cutward-lecoking and conscious that
national governments have an irreplaceable role. In one
area — the Single Market - we are recognised as being ahead
of the pack. But on the other internal issues, we have
found ourselves at a presentational disadvantage, despite
the substance of our policy. External issues are not a
problem at present. The main conclusion is that, in most
areas, there is no pelicy constraint on presenting our
position more positively and that there is scope for new UK

initiatives. Caml R
3. Section III examines how we can best promote our
policies abroad. It stresses the need for a more targeted
approach in each policy area. Section IV addresses
presentation in the UK.

NICADV/2
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II POLICY ASPECTS

EMU

4. Debate on the substance of EMU/IGC will start in earnest
with the Commission paper to the Informal March ECOFIN. Our
2 November paper remains on the table. Its reception has
been mixed. It tends to be seen as a valid contribution to
discussion on an enlarged Stage 1 (or possibly Stage 2) but
as unsatisfactory by definition in falling short of an
acceptable EMU. It needs to be made more substantial,
whether or not there are policy developments. We need to
play up doubts in other capitals about the Delors
prescription. We must first identify who our allies might
be on different aspects of the Delors report; and how to
develop our arguments to encourage rejection of Delors

Stages 2 and 3.

Institutional Reform

5. Wea believe that further institutional reform is both
unnecessary and undesirable so soon after the SEA; and that
the IGC starting at the end of 1990 should be EMU-specific.
But the IGC will set its own agenda. Some member states
want wider Treaty amendments, either because of their
perceived merits, or as a reaction to German unification.
The most likely are inEEEEEEQ_EE_pnwers: all social and
environment prnvisinn£ made subject to QM voting and the
cooperation procedure; and further development of EPC.

6. This area presents more threats than opportunities for

the UK. But there could be gainé for us, such as:

more EP powers to monitor Commission activity, and an
enhanced role fnf_EH;-fP Budgetary Control Committee
(which has already done quﬁd work on fraud), so that
it acts more like the Public Accounts Committee;

HICADV/3 CONFIDENTIAL
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= an EP role in monitoring implementation:;

- EP contacts with emerging democratic legislatures in

Eastern Europe;

Social Action Frogramme

7. The Commission’s proposed Social Action Programme aims
to set the framework for new legislation on social policy.
The first detailed proposals are expected this spring. Most
should be acceptable or at least negotiable for us. But we
shall have major difficulty with directives to regulate
working hours, part-time work, and to protect the rights of
pregnant women and young children at work; and measures for

consultation of the workforce.

B. Our policy aims, all open to positive presentation, will
be to:

press for better implementation of E;}stinq
legislation, ideally through regular Commission

reports;

concentrate our fire on items where we can show
adversa affects dh-industry = gosts,; or (better)

jobs;

thereby avoid isolation when we are sympathetic to
the basic ideas (eq health and safety at work), but
have doubts about the detailed scope of particular

measuras;

bid vigorously for the Health and Safety Institute

on which a proposal is due soon;

NICADV/ 4 CONFIDERTIAL
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- stress the need for job-creation, so avoiding an

undua focus on workers’ rights.

Environment
9, Our record of active support for Community measures has

not always been fully appreciated. We have often been

portrayed as at loggerheads with the Commission. Yet we
want progress at the EC level on a range of issues eg public
access to environmental information; habitats; and a more
coherent waste policy with an emphasis on recycling. We are
pressing for a Community-wide scheme of eco-labelling; a
system of integrated pollution control; and proposals to
cover heavy goods vehicle and diesel emissions. We strongly
support proper implementation of environmental legislation
throughout the Community. We know the Italians will press
during their Presidency for action on environmental
taxation. The issue is being considered in MISC 141 and
there may be scope for a UK initiative.

10. In all these areas we take a positive and forward
position. The right presentation of these objectives,
amphasising our lead, should help us to achieve them. It
will have a wider presentational benefit as well.

Single Market
11. We have long been in the vanguard, and seen to be so.

our immediate concerns are to:

- press for better implementation of 1992 measures;

achieve the Strasbourg Single Market priocrities
by pressing the Commission and Irish Presidency;

maintain a liberalising, deregulatory thrust in new

legialation;
I.

-
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stress the "people" aspects of the programme, eg the
Brittan proposals on insurance, air liberalisation;

stress continuity of policy beyond 1992, in areas
such as competition policy, state aids,
implementation and compliance.

Frontiers

12. Recent discussion of frontiers policy has generally
gone our way. There ils growing recognition that issues such
as drugs and illegal immigration must be tackled properly
before frontier controls can be reduced. The difficulties
of Schengen (regarded, whether we like it or not, as the
forerunner of frontier abolition by the 12) have shown as
much. We stand more chance of winning support for our
policy if we present our need for residual controls as
egsential for geographical/water’s edge reasons, which may
well not apply for other member states. We should give high
profile to the reductions which we plan post-1992 in customs
and immigration checks. We should also highlight the
problems which have delayed and diluted the Schengen

arrangements; if things are that difficult for 5 countries

with only land frontiers, it lends support to cur concerns.

External Relations

13. Our reputation 1s sound on the main EC external issues
= EC/Eastern Europe, GATT, EC/US, EC/Japan and EC/EFTA. Our

aims on Eastern Eurcpe are:

to encourage a coherent and sustained EC/G24 policy
towards the emerging democracies, maintaining
differentiation and pelitical/economic

conditionality;

to sustain economic reform through liberalisation of

trade and enlargement of the private sector;
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= to secure London as the site for EBRD.

We can rightly take credit for the speed and generosity of
our help to reform in Eastern Europe.

14. On GATT, our aim is a successful and liberal ocutcome to
the Uruguay Round negotiations due in Dacember.

IIT PRESENTATION AND ACTION ABROAD

15. In all these policy areas, we have at best an excellent
"Eurcpean"™ story to tell, and at worst a perfectly
defensible one. But careful presentation and lobbying are
essential if we are to create the right backdrop for winning
our case in policy negotiations. Technigues for getting our
views across will vary according to the issue. The main
tools will be Ministerial visits:; bilaterals; lobbying .in EC
capitals, Brussels and Strasbourqg; speeches; press articles
and interviews; and targetted inward visit programmes.

There will in each policy area, and in each member state, be
key opinion formers, whom we should be aiming systematically
to influence. The following suggestions are illustrative
only. It will be necessary for each Department to develop,
in conjunction with the FCO, a detailed operational plan.

EMU

16, On Stages 2 and 3 of the Delors Report, we need to
emphasise different aspects of our concerns in different
capitals, and often with different interlocutors in the same
capital. For example, we can play on the fears about losing
political control over the activities of Central Banks which

a number of governments have, particularly in France and

Spain. We can encourage resistance to the less of national
economic, in particular budgetary, independence, which the
full Delors Report prescription implies. Ecocnomic

Ministries (including FRC) and parliamentarians (across the

political spectrum and in most countries except Italy), are
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likely to be most susceptible to this argument. Northern
governments will have doubts about increased rescurce
transfers (to the South and also to the GDR), but in
particular we should target the cther net contributers (FRG,
France, Italy), and the financial and business community in
the north. In contrast, an important point te press in
southern capitals will be a recognition of the full rigours
of EMU, and the economic discipline it will bring. Academic
views have been especially helpful, and we should seek to
stimulate some more dissenting analyses. Neither should we
neglect financial and economic commentators. But we must
not overlook the scale of the problem we face in getting our
ideas across, so that they form a real part of the debate in
the run up to and at the IGC. EKnocking copy will not be
enough without a clearer understanding of our alternative

approach.

Institutional Reform
17. We need to market our ideas (as in para 6) primarily
with:

British and other MEPs;

i
national parliamentarians, especially in France,

Denmark, Hetherlands, Greece, Ireland;

political commentators outside government.

Social

18. Although the line-up at Strasbourg on the Socilal
Charter was 11 to 1, this conceals the fact that some Member
States, or at least lobbies within them, privately agree
with us about Community regulation in sensitive areas. Our
interest lies in exposing these differences of view. Our
priority should be the southern Member States; we nead to
convince them that northern pressure (particularly FRG and

Benelux) will erode their comparative economic advantage.
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Bacausa the southerners stand to lose most, they are also
the Member States where implementation of future Action
Programme measures is most likely to be slipshod. G5So strong
emphasis on implementation, both direct and through the
Commission, may discourage swift acguiescence 1n burdensome
legislative proposals. Elsewhere we will want to target
Industry and Finance Ministers who, unlike Labour Ministers,
do not necessarily favour social regulation. Where bad
proposals are baing run hard, we should be ready to stand
alone but our aim should be to garner support on each

occasion.

19. Our principal arguments against Community regulation
are subsidiarity and job creation, but we need more precise,

statistical ammunition. We might encourage:

employers organisations in other member states to

gpeak out against Community regulation.
Multinational companies (eg Ford, IBM) might weigh in
against Community-wide levelling up of social

provision, harmonising working hours etc;

more rigorous assessment of the businass cost
implications of new social legislation (ie extension
to the social field of the fiches d’impact procedures
used for Single Market legislation);

EDG MEPs to speak out on specific pieces of
legislation:

a series of bilateral seminars between UK officials
and businessmen, and their counterparts in other
mambar states, to educate tham in the cost to
business and hence jobs of excessive regulation.

The Enterprise and Deregulation Unit mounted a

series of such seminars, to good effect. More can be

dona .
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Environment

20. Our image is improving. But we start with two
problems. Environmental groups, from the Friends of the
Earth to the National Trust, are more vociferous and
influential in the UK than elsewhere. Sco UK breaches of EC
law are more likely to be noticed and taken up by the
Commissicon. Second, we have been forthright in opposing
proposals we dislike, allowing other member states to hide
behind us.

21. On the first, we need to encourage greater vigilance by
lobby groups in other member states, and by the Commission.
There iz a growing understanding in the Commission of the
importance of implementation. We should encourage this, for
example by achieving a more systematic review process, eg 1in
the Environment Council, or in the EP. On the second, we
should aveid always being cut front in criticising proposals
when we know others are determined to ocppose them too 3 let
them make the running sometimes: we must identify on each
issue where the opponents lies and encourage them to take a
higher profile when we too have difficulties.

22, Just as, in the past, criticisms of us have originated
in Brussels, so we should encourage the Brussels press corps
(via UERep) to see us as a positive influence on Community
policy. We should be seen to be supporting green proposals
vigorously where we can. Whitehall press offices may need
to be readier than in the past to take the offensive on
Commission activity. These points apply in other policy

Areas Too.

Single Market
23. The Dutch, Danes and Irish are our bast Single Market

allies, then France, and the FRG, depending on the sector.
On air transport the same three are the most enthusiastic
liberalisers, with Spain and (paradeoxically) Italy; Germany
and France are resistant. oOn shipping, the split is
essentially north/south.
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We should:
continue to push liberal 1992 and post-1992 wvision:

maximise public exposure of non-implementation, both
through Commission action and publicity nationally;

get industry, at home and abroad, to push for
deregqulation particularly in air transport,
including calls by the CBI and UNICE and direct
lobbying of the Commission;

ancourage consumer groups in laggard states to put

pressure on governments for liberalisation and

deregulation:

work for press articles, by us and allies, which
will stimulate public interest in cother states; this
may pay particular dividends con transport
liberalisation, insurance and financial services.

Frontiers i
25. On frontiers policy, our main allies remain the Danes,

Irish and Greeks. But the French (at least the Interior
Ministry) are proving increasingly sympathetic to our
views. With other member states, we should encourage them
to focus on the real threats which most concern them in a
frontier free Europe: 1llegal immigration (Benelux, Italy,
FRG) ; asylum policy (Denmark); drugs (FRG, Spain, Benelux).
We should mainly seek to influence politicians, but there
will be value in influencing eg law enforcement agencles;

and in stimulating media discussion of these issues.

External
26. The Community response to Eastern Eurcpe has been guick

and largely unceontroversial. We have been seen to play a

major part in formulating it. But our strict approach to
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the revision of the Financlal Perspectives will need careful
presentation to partners.

27. On GATT, the best instruments of persuasion will
probably be bilateral meetings, stimulating pressure by
overseas consumer lobbies, where they exist, and generating
media comment.

IV PRESENTATION IN THE UK

28. Our European image at home feeds in part on perceptions
ralayed from abroad, not least because much reporting on EC
issues comes from Brussels. But it is also a direct
functien of how we present domestically our EC pelicies,

theme=s and achievementa.

28. Tha general perception is that we are negative,
obstructive and isolated. Most stories are written in terms

of confrontation, with the favourite headlines being

"Britain isclated" or "Britain gives way".

30. We need to be seen to be involved, influential,
ositive, with a vision for EC development and, good at

solving problems. At the same time we need to maintain the
best aspects of the present perception of Britain in the

Community, that we are practical, good at implementation and
compliance, as well as committed to the Single Market.

Themes to usa

31. There are a number of themes that we can deploy:
- Peoples' Europe, not politicians’ Eurcpe; lower air

fares, widening consumer choice, life insurance

ete.
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Britain the best European; our record on
implementation, compliance and enforcemeant second to

NOTNE -

Britain winning arguments, and hence providing
leadership; budget reform, CAP reform, Single
Market, frontiers, indirect tax, etc.

The creation of a Single Market on British
Conservative lines, open, decentralised etc.

Britain setting agenda for future; EC/US, EC/EFTA,
development of political cooperation etc.

Britain setting the pace on the Community’s
relations with Eastern Europe.

32. All of these themes display us as pesitive, committed,
and influential. They need to be reinforced by news stories
about, for example, bad compliance by other member states,
other governments resisting for example air transport
proposals which would benefit their people, and se on. Our
EC Posts should be trawling for and reporting such examples

continuously.

Third Party Endorsement

33. All of this is more persuasive if we have endorsement
by othera. oOur best ally on much of this is the European
commission, and it carries weight when we can point to their
support for our approach and performance. Endorsement by
almost any Eurcpe-wide body is helpful: support by UNICE and
the European Round Table for our approach to the Social
Charter came too late, but will be useful again when the
debate on the Sccial Action Programme resumes. We should
stimulate and exploit support from any Europe-wide trade
bodies, from the European Consumers’ Group, from gimilar
national groups in other member states, from other member
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state governments and other politicians, and sc on. Support
from MEPs is also important, and the work already in hand to
improve consultation with the EDG will bear significantly on
this. Much of this should flow naturally from the work
programme suggested in Part III above,

Policy Initiatives

34, There is considerable scope for claiming British policy
initiatives more frequently and more effectively. This is
mora A matter of presentation than of substance. We made
less of our framework paper on relations with Eastern Europe
than we might, but obtained reasonable coverage for our
proposal on EC/US relations by deliberately selling it as a
major initiative. There will be scope here on the whole
range of Community issues, on external matters, on the
envirenment, on European institutions (for example
developing the role of the Eurcpean Parliament on budgetary
control) and so on. HNot much of this will be the stuff of
front pages, but a steady flow of ideas and proposals, even
where the substance is thin, will assist the perception of
Britain as positive, pro-active and forward looking.

Media

35. Deploying all this with the media is much less
straightforward than for ordinary domestic pelicy. Most EC
stories come from the Brussels press corps, who are fed by
Brussels insiders. We will need to do more to target them,
especially by Ministers in Brussels for Council Meetings

spending time to brief them.

36. Even where a story is already tilted in our direction -
or could be made to do so - these standard headlines
fregquently prevail. For example, the Environment
Commissioner, Ripa di Meana, recently made an announcement
about member states’ records on implementing environmental

directives. This was broadly good news for us: as in other
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areas, our record on implementation and compliance is
generally good, and we are keen to see others’ poor
performance highlighted by comparison. He eschewed the
temptation to attack us, and directed his fire especially on
Italy and Balgium. But the story of Ripa’s initiative was
fed directly to the Brussels press corps, who relayed it
back to London where it was served up - in one major daily
at least - as standard knocking copy. We had advance
warning of the story, and if we had reacted more gquickly and
actively, and in Brussels as well as London, we could have
put our own spin on it, and gained considerable credit.

37. 1In addition to the lokby and the Brussels press corps,
the principal target will be commentators, specialist and
trade correspondents, to a limited extent diplomatic
correspondents, and the London correspondents of the

continental media.

Othear Activities

38. We are improving the presentation and accessibility of
the six-monthly EC White Paper, and starting to produce an
accompanying short, popular, glossy booklet, highlighting
the UK policy and achievements in the EC. It will be
distributed widely: to MPs, MEPs, schools, colleges,

libraries and sa on.
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1. The next 12 months will be crucial for the Community and
our place in it. Our liberal, market-led approach must be
sustained against pressures for centralist regulatien. Yet
our commitment to the EC, and the lead we have taken in
creating policy across the board, have not been reflected in
press coverage or public perceptions of our policy, either

at home or abroad. This paper discusses how we can improve
our presentation so as to help achieve our policy goals: it
is harder to form negotiating alliances if we are thought,

however wrongly, to be negative. A positive presentation of

pur policies is therefore essential.

2. Bection II surveys six main policy issues. In each area
- EMU, institutional reform, social, environment, single
market, and external - we have a distinctive approach:
liberal, deregulatory, outward-loocking and conscicus that
naticnal governments have an irreplaceable role. In cone
area - the Single Market - we are recognised as being ahead
of the pack. But on the other internal issues, we have
found ourselves at a presentational disadvantage, despite
the substance of our policy. External 1ssues are not
problematic at present. The main conclusion is that, in
most areas, there is no policy constraint on presenting our
position more positively and that there is scope for new UK
initiatives.

3., Section III1 examines how we can best promote our
policies abroad. It stresses the need for a more targetted
approach in each policy area. Section IV addresses

presentation in the UK.
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IT POLICY ASPECTS

EMU

4. Debate on the substance of EMU/IGC will start in earnest
with the Commission paper to the Informal March ECOFIN. Our
2 November paper remains on the table. Its reception has
been mixed. It tends to be seen as a valid contribution te
discussion on an enlarged Stage 1 (or possibly Stage 2) but
as unsatisfactory by definition in falling short of an
acceptable EMU. We need to play up doubts in other capitals
about the Delors prescription. We must first identify who
our allies might be on different aspects of the Delors
report; and how to develop our arguments to encourage
rejection of Delors Stages 2 and 3.

Institutional Reform

5. We believe that further institutional reform is both
unnecessary and undesirable so soon after the S5EA; and that
the IGC starting at the end of 1990 should be EMU-specific.
But the IGC will set its own agenda. Some member states
want wider Treaty amendments, either because of their
intrinsic merits, or as a reaction to German unification.
The most likely are increased EP powers; all social and
environment provisions made subject to QM voting and the
cooperation procedure; and further development of EPC.

6. This area presents more threats than opportunities for
the UK. But there could be gains for us, such as:

more EP powers to monitor Commission activity, and an
enhanced role for the EP Budgetary Control Committea
{which has already done good work on fraud), seo that
it acts more like the Public Accounts Committee;

more contact between the EP and national

parliaments;
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more use of Question Time in Strasbourg (originally a
UE EDG innovation);

an EP role in monitoring implementation:

EP contacts with emerging democratic legislatures in
Eastern Europe;

Social Action Programme
7. The Commission’s proposed Social Action Programme aims

to set the framework for new legislation on social policy.
The first detailed proposals are expected this sgpring. Most
should be acceptable or at least negotiable for us. But we
shall have major difficulty with directives to regulate
working hours, part-time work, and to protect the rights of
pregnant women and young children at work: and measures for
consultation of the workforce.

8. Our policy aims, all open to positive presentation, will
be to:

press for better implementation of existing
legislation, ideally through regular Commission

reports;

concentrate our fire on items where we can show

adverse effects on industry - costs, or (better)
jobs;

thereby avoid isolation when we are sympathetic to
the basic ideas (eg health and safety at work), but
have doubts about the detailed scopa of particular

medsures

bid vigorously for the Health and Safety Institute
on which a proposal is due soon;
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- stress the need for job-creation, so avoiding an
undue focus on workers’ rights.

Environment

9. our record of active support for Community measures has
not always been fully appreciated. We have often been
portrayed as at loggerheads with the Commisslon. Yet we
want progress at the EC level on a range of issues eg publie

access to environmental information; habitats; and a more
cocherent waste policy with an emphasis on recycling. We are
pressing for a Community-wide scheme of eco-labelling;: a
system of integrated pollution contrel; and proposals to
cover heavy goods vehicle and diesel emissions. We strongly
support proper implementation of envirocnmental legislation
throughout the Community. We know the Italians will press
during their Presidency for action on environmental
taxation. The issue is currently being considered in MISC
141 and there may be scope for a UK initiative.

10. In all these areas we take a very positive and forward
position. The right presentation of these cbjectives,
emphasising our lead, should help us to achieve them. It
will have a wider presentational benafit as well.

Single Market
11. We have long been in the vanguard, and seen to be so.
our Immediate concerns are to:

- press for better implementation of 1992 measures;

achieve the Strasbourg Single Market priorities

by pressing the Commission and Irish Presidency:

maintain a liberalising, deregulatory thrust in new

legislation;

NICADV/4 CONFIDENTIAL




CONFIDENTIAL

stress the "pegple" aspects of the programme, eg the
Brittan propesals on insurance, air liberalisation;

stress continuity of policy beyond 1992, in areas
such as competition policy, state aids,
implementation and compliance.

Frontiers

12. Recent discussion of frontiers policy has generally
gone our way. There is growing recognition that issues such
as drugs and illegal immigration must be tackled properly
before frontier controls can be reduced. The difficulties
of Schengen (regarded, whether we like it or not, as the
fererunner of frontier aboclition by the 12) have shown as
much. We stand more chance of winning support for our
policy if we present our need for residual controls as
essential for geographical/water’s edge reasons, which may
well not apply for other member states. We should give high
profile to the reductions which we plan post-1992 in customs
and immigration checks. We should also highlight the
problems which have delayed and diluted the Schengen
arrangements; iIf things are that difficult for 5 countries
with only land frontiers, it lends support te ocur concerns.

External Relations

13. We do not currently have image problems on the main EC
external issues - EC/Eastern Europe, GATT, EC/US, EC/Japan
and EC/EFTA. Our aims on Eastern Europe ara:

- to encourage a coherent and sustained EC/G24 policy
towards the emerging demecracies, maintaining
differentiation and political/economic
conditionality;

to sustain economic reform through liberalisation of
trade and enlargement of the private sector;

= to secure london as the site for EBRD.
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14. On GATT, cur aim is a successful and liberal ocutcome to
the Uruguay Round negotiations due in December.

ITTI PRESENTATTON AND ACTION ABROAD

15. In all these policy areas, we have at best an excellent
"European" story to tell; and at worst a perfectly
defensible one. But caraful presentation and lobbying are
essential if we are to create the right backdrop for winning
our case in policy negotiations. Techniques for getting our
views across will vary according to the issue. Tha main
tools will be Ministerial wvisits; bilaterals; lobbying in EC
capitale, Brussels and Strasbourg; speeches; press articles
and interviews; and targetted inward visit programmes.

There will in each policy area, and in each member state, ba
key opinion formers, whom we should be aiming systematically
to influenca. The following suggestions are illustrative
only. It will be necessary for each Department to develop,
in conjunction with the FCO, a detailed operational plan.

EMU

16. ©On Stages 2 and 3 of the Delors Report, we need to
emphasise different aspects of our concerns in different
capitalas, and often with different interlocutors in the same

capital. For example, we can play on the fears about losing
political control over the activities of Central Banks which

a2 number of governments have, particularly in France and
Spain. We can exploit the uncertainties created by imminent
GEMU. We can encourage resistance to the lose of national
economie, in particular budgetary, independence, which the
Delors Report implies. Economic Ministries (including FRG)
and parliamentarians (across the political spectrum and in
most countries except Italy), are likely to be most
susceptible to this argument. MNorthern governments will
have doubts about increased resource transfers (to the South
and also to the GDR), but in particular we should target the
net contributors (FRG, France, Italy), and the financial and
business community in the north. In contrast, an important
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point to press in southern capitals will be a recognition of
the full rigours of EMU, and the economic discipline it will
bring. Academic views have been especially helpful, and we
should seek to stimulate some more dissenting analyses.
Neither should we neglect financial and economic
commentators. But we must not overlook the scale of the
problem we face in getting our ideas across, so that they
form a real part of the debate in the run up to and at the
IGC.

Institutional Reform

17. We nead to market our ideas (as in the previcus para)

primarily with:

British and other MEPs;

national parliamentarians, especially in France,
Dermark, Hetherlands, Greece, Ireland;

political commentators outside government.

18. It might be sensible to have on the record, in advance
of the IGC, a major Ministerial speech on the UK approach to
institutional reform.

Social

19. Although the line-up at Strasbourg on the Social
Charter was 11 to 1, this conceals the fact that some Member
States, or at least lcbbies within them, privately agree
with us about Community regulation in sensitive areas. Our
interest lies in exposing these differences of view. Our
priority should be the scuthern Member States; we need to
convince them that northern pressure (particularly FRG and
Benelux) will erode their comparative economic advantage.
Because the southerners stand to lose most, they are alsc
the Member States where implementation of future Action
Programme measures is most likely to be slipshod. So strong

emphasis on implementation, both direct and through the
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Commission, may discourage swift acquiescence in burdensome
legislative proposals. Elsewhere we will want to target
Industry and Finance Ministers who, unlike Labour Ministers,
do not necessarily favour social regulation. Where bad
proposals are being run hard, we should be ready to stand
alone but our aim should be to garner support on each

occasion.

20. o©Our principal arguments against Community regulation
are subsidiarity and job creation, but we need more precise,

gtatistical ammunition. We might encourage:

employers organisations in other member states to
speak out against Community regulation.

Multinational companies (eg Ford, IBEM) might weigh in
against Community-wide levelling up of social

provisien, harmonising working hours etec;

more rigorous assessment of the business cost
implications of new social legislation (ie extension
to the social field of the fiches d’impact procedures
used for Single Market legislation);

EDG MEPs to speak out on specific pieces of

legislation.

a series of bilateral seminars between UK cfficials
and businessmen, and their counterparts in other
member states, teo educate them in the cost to
business and hence jobs of excessive regulation.

The Enterprise and Deregulation Unit mounted a

series of such seminars, to good effect. More can be

done .

Environment
21. our image is improving. But we start with two

problems. Environmental groups, from the Friends of the

Earth to the Naticnal Trust, are more vociferous and
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influential in the UK than elsewhere. 5o UK breaches of EC
law are more likely to be noticed and taken up by the
Commission. Second, we have been forthright in opposing
proposals we dislike, allowing other member states to hide
behind us.

22. ©On the first, we need to encourage greater vigilance by
lobby groups in other member states, and by the Commission.
There is a growing understanding in the Commission of the
importance of implementation. We should encourage this, for
example by achieving a more systematic review process, eg in
the Environment Council, or in the EP. On the seacond, we
should aveid being out front in criticising proposals when
we know others are determined to shelter behind us - let
them make the running scmetimes: we must identify on each
issue where the cpponents lie and encourage them to take a
higher profile when we too have difficulties.

23. Just as, in the past, criticisms of us have originated
in Brussels, so we should encourage the Brussels press corps
(via UKRep) to see us as a positive influence on Community
policy. We should be seen to be supporting green proposals
vigorously where we can. Whitehall press offices may need
to be readier than in the past to take the offensive on
Commission activity. These points apply in other policy
areas too.

Single Market

24. The Dutch, Danes and Irish are our best Single Market
allies, then France, and the FRG, depending on the sector.
On air transport the same three are the most enthusiastic
liberalisers, with Spain and (paradoxically) Italy; Germany

and France are resistant. On shipping, the split is
essantially north/south.
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We should:

continue to push liberal 1992 and post-19%%2 vision:

maximise public exposure of non-implementation, both
through Commission action and publicity naticnally;

get industry, at home and abroad, to push for
deregulation particularly in air transport,
including calls by the CBI and UNICE and direct

lobbying of the Commissicn:

encourage consumer groups in laggard states to put
pressure on governments for liberalisation and

deregulation;

work for press articles, by us and allies, which
will stimulate public interest in other states; this
may pay particular dividends on transport
liberalisation, insurance and financial services.

Frontiers
26. On frontiers peolicy, our main allies remain the Danes,
Irish and Greeks. PBut the French (at least the Interior
Ministry) are proving increasingly sympathetic to our
views. With other member states, we should encourage them
to focus on the real threats which most concern them in a
frontier free Europe: illegal immigration (Benelux, Italy,
FRG) ;: asylum policy (Denmark)s; drugs (FRG, Spain, Benelux).
We should mainly seek to influence politicians, but there
will be value in influencing eg law enforcement agencies;

and in stimulating media discussion of these issues.

External

27. The Community response to Eastern Europe has been guick
and largely uncontroversial. We have been seen to play a
major part in formulating it. But our strict approach to
the revision of the Financial Perspectives will need careful
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presentation to partners.

28. On GATT, the best instruments of persuasion will
probably be bilateral meetings, stimulating pressure by
overseas consumer lobhies, where they exist, and generating

media comment.

IV PRESENTATION IN THE UK

29. Our European image at home feeds in part on perceptions
relayed from abroad. But it is also a direct function of

how we present domestically our EC policies, themes and
achievemants.

30. The general percepticn is that we are negative,
obstructive and isolated. Most stories are written in terms

of confrontation, with the favourite headlines being

"Britain isclated"™ or "Britain gives way".

31. Even where a story 1s already tilted in our direction -
or could be made to do so - these standard headlines
prevail. For example, the Environment Commissioner, Ripa Pi
Meana, recently made an announcement about member states’
records on implementing environmental directives. This was
broadly good news for us: as in other areas, our record on
implementation and compliance is generally good, and we are
keen to see others’ poor performance highlighted by
comparison. He eschewed the temptation to attack us, and
diverted his fire especially on Italy and Belgium. But the
astory of Ripa‘’s initiative was fed directly to the Brussals
prass corps, who relayed it back to London where it was
served up as standard knocking copy. We had advance warning
of the story, and if we had reacted more guickly and
actively, and in Brussels as well as London, we could have
put our own spin on it, and gained considerable credit.
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32. We need to be seen to be involved, influential,
positive, with a vision for EC development and, good at
solving problems. At the same time we need to malintain the
bhast aspects of the present perception of Britain in the

Community, that we are practical, good at implementation and
compliance, and committed to the Single Market.

Themas to usa

33. There are a number of themes that we can deploy:

Pecples’ Europe, not politicians’ Europe: lower air
fares, widening consumer choice, life insurance

ets.

Britain the best European; our record on
implementation, compliance and enforcement second to

NOTE .

Britain winning arguments, and hence providing
leadership; budget reform, CAP reform, Single
Market, frontiers, indirect tax,; etc.

The creation of a Single Market on British
Conservative lines, open, decentralised etc.

Britain setting agenda for future; EC/US, EC/EFTA,
framework document for relations with Eastern
Europeans, development of political cocperation

ato.

34,
and influential. They need to be reinforced by news stories

about, for example, bad compliance by other member states,
other governments resisting for example air transport
proposals which would benefit their people, and so on. Our
EC Posts should be trawling for and reporting such examples
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continuously.

Third Party Endorsemant

35. All of this is more persuasive if we have endorsement

by others. Our best ally on much of this is the Eurcpean

Commission, and it carries weight when we can point to their
support for our approach and performance. Endorsement by
almost any Eurcpe-wide body is helpful: suppert by UNICE and
the European Round Table for our approach to tha Social
Charter came too late, but will be useful again when the
debate on the Social Action Programme resumes. We should
stimulate and exploit support from any Europe-wide trade
bodies, from the European Consumers’ Group, from similar
national groups in other member states, from other member
state governments and other politicians, and so on. Support
from MEPs 1s also important, and the work already in hand teo
improve consultation with the EDG will bear significantly on
this. Much of this should flow naturally from the work
programme suggested in Part IIT above.

Policy Initiatives

36. There is considerable scope for claiming British policy
initiatives more freguently and more effectively. This is
more a matter of presentation than of substance. We made
less of our framework paper on relations with Eastern Europea
than we might, but cbtained reasonable coverage for our
proposal on EC/US relations by deliberately selling it as a
major initiative. There will be scope here on the whole
range of Community issues, on external matters, on the
environment, on European institutions (for example
developing the role of the Eurcgpean Parliament on budgetary
control) and so on. Not much of this will be the stuff of
front pages, but a steady flow of ideas and proposals, even
where the substance is thin, will assist the perception of
Britain as positive, pro-active and forward looking.
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. Media

17. Deploying all this with the media is much less
straightforward than for ordinary domestic policy. Most EC

stories come from the Brussels press corps, who are fed by
Brussels insiders. We will need to do more to target them,
especially by Ministers in Brussels for Councll Mestings

spending time to brief them.

—
38. In addition to the lobby and the Brussels press corps,

the principal target will be commentators, specialist and
trade correspondents, to a limited extent diplomatic
correspondents, and the London correspondents of the

continental media.

Other Activities

39. We are improving the presentation and accessibility of
the six-monthly EC White Paper, and starting to produce an
accompanying short, popular, glossy booklet, highlighting

the UK policy and achievements in the EC. It will be
distributed widely: to MPs, MEFs, schools, colleges,

libraries and so on.
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s
Department of Energy -ﬂ['j,.
1 Palace Slrast :

London SWIE SHE
01 239 3290

The Rt Hon Christopher Patten MP

Secretary of State for the Environment

Department of the Environmeant

2 Marsham Street

LONDON :

SW1P 3EB A March 1990

Dikas Clrs

ELECTRICITY PRIVATISATION AND THE EC LARGE COMBUSTION FPLANT
DIRECTIVE .1, | k|

Thank you for your letter of 2 March in reply to mine of

21 December 1989. I am most grateful to you and to your
officials for the constructive role your Department has played in
producing the compromise arrangement enabling the generators to
carry on operating within revised plant quotas which they have
proposed to HMIP without having to wait for them to be processed.
This meets my concern that there should be flexibility within a
"eompany bubble", while safeguarding the position of HMIP.

This letter is about other interactions between the Directive and
electricity privati=zation.

It has always been common ground between us that the UK must meet
the emission reductions specified in the Directive for the target
years 1993, 1998 and 2003. When the Directive was agreed in
1988, the expectation was that the CEGB would be able to meet
their limits on sulphur emissions by retrofitting 12GW of large
coal fired plant. At that stage it was assumed that the
additional costs incurred in meeting the limits by retrofitting
FGD would be recovered by the CEGB from the electricity consumer.

The electricity trading system we are now setting up is more
competitive than that envisaged in 1988. This means that
NMational Power and PowerGen will be unable to be sure of
recovering increased costs from the consumer. Sc it is
imperative that they be given the flexibility to meat their
sulphur limits in the most economic way. They could import more
coal than the CEGB did in the past: imported coal generally has a
lower sulphur content than that produced by British Coal. They
could also burn low sulphur oil rather than British coal. Both
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these possibilities were envisaged in 19BB. What has changed
since then is that it is now clear that there is likely to be a
substantial move towards the burning of gas for power generation,
resulting in lower emissions of both 502 and COz:. This holds out
the prospect that the necessary 503 reductions could be achiaved
by a combination of FGD retrofits, coal imports and the
introduction of CCGTs, and at less cost than the full 12GW
programme .

I have had to assure the generators that I will take full account
of FGD requirements when setting their capital structures for
privatisation. They contend that they should receive cash
injections to cover the entire capital and operating cost of
whatever FGD programme they need to undertake in order to meet
the Directive. I am not disposed te put in cash, but am obliged
to recognise that the massive FGD investment requirement (up to
1.4 billion for BGW, 1.6 billion when low HO. burners are taken
into account) detracts from the debt which I might otherwise be
able to put into the companies.

My officials' discussions with the generators lead them to
believe that in order to meet the 1998 reductions there is little
practical alternative to retrofitting B8GW of FGD, 4GW each for
National Power and PowerGen, the two CEGBR successor companies.

However, on the basis of plausible views about the introduction
of CCGTs and the burning of low sulphur fuels, the further
reductions required by 2003 could be made without further
retrofits. Your officials have scenarios produced by my
economists showing how this could be done.

FGD is a retrograde technology. The way forward to cleaner coal
combustion lies through other devices such as gasification or the
various fluidised bed concepts. FGD is environmentally
disruptive, requiring the gquarrying and transport of vast
guantities of limestone. It produces an end product, gypsum, in
larger quantities than is likely to be capable of being used, and
which is likely therefore to have to be disposed of in some way.
It also results in higher carbon emissions per unit of
alectricity generated. These factors point to minimising its
uga, and working with the grain of the market to get cleaner
technologies in.

I propose therefore to set capital structures for National Power
and PowerGen on the basis of 4GW of FGD for each company. These
BGW plus cother measures such as imports of coal and the burning
of gas in CCGTs will secura the 1998 reductions. We are
deliberately abandoning centralised state planning of the
electricity industry: provided we can be satisfied, as I think we
can be, that tha 2003 reductions can be achieved without more
FGD, I am sure that we should not commit ourselves to any more.
This will be a sensible and defensible posture, both for general
public use and for the presentation you have to make to the
Commission of the UK's intentions. I am reinforced in this view
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by the consideration we are now giving to stabilising COs
emigsions at socme stage.

Our officials have exchanged correspondence about the question of
limits in the years between the "milestone" years 1993, 1998 and
2003, and particularly bektween now and 1993, Whatever the legal
position, and I believe it is not wholly straight forward, it is
most regrettable that the possibility of a requirement for
reducing limits in these years should not have been drawn to
Ministers' attention when the Directive was being negotiated in
1988. The fact is, as my Department made clear at that time,
that there can be no guarantee that emissions from the generation
industry will fall before the effect of the first FGD starts to
be felt, and if electricity demand rises, as expected, they will
have to rise. With my encouragement, the generators and British
Coal have concluded a 3 year minimum take agreement for 1990-91,
1991-92 and 1992-93. This puts the generators emission levels
largely at the mercy of extranesous factors like nuclear output
and supplies over the French link. The generators believe they
can achieve the required reductions in 1993, with the aid of
substantial coal imports. Thereafter they will increasingly get
tha benefit of FGD and new CCGT plant.

If declining limits for 50 emissions between 1990 and 1993 were
to be set, the force majeure provisions in the coal contracts
would have to allow the generators some relaxation of the minimum
take obligation, negating one of their chief purposes, the
provision of certainty for both British Coal and the genarators
in the early years of the privatised electricity industry. A
reduction of 10,000 tonnes of 50 requires a swiktch of about
700,000 tonnes of coal, the implications for British Coal could
be severe, including further colliery closures. The alternative,
obliging the generators to maintain their minimuom take, stockpile
British Coal and burn other fuels would be enormously costly in
terms of proceeds. I believe therefore that we will have to
explain to the Commission that we will meet the 1993 target, but
do not intend imposing limits before then.

The implications for British Coal at the end of the decade if
12GW are not retrofitted could be severe. But in the light of
growing concern about carbon emissions it is hard to see how we
can encourage coal burn. I will be writing separately to the
Chancellor.

I am copying this letter to the Prime Minister, Geoffrey Howe,
John Major, Malcolm Rifkind, and to 8ir Robin Butler,

e n e

C—:ﬂm—_
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EUROPEAN COMMUNITY IMMIGRATION ISSUES _é‘,m. Pruy
I have seen a copy of your letter of, February to Douglas Hurd.

You suggest that you should comcur with a proposal that third
country nationals entering the URK should be subject to a computer
check, and that agreement to this proposal would have resource
implications. Since you do not say what these implications are, I
assume you are prepared to meet them out of existing provisions.

I am content that you should continue to resist the proposal on
embarkation controls which would represent a fundamental change

for ue both practically (in terms of additional expense and
gqueues) and politically.

I am copying this letter to recipients of yours.

ff THE EARL OF CAITHNESS
ool ol mariececs
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EC COLLECTIVE REDUNDANCIES AND TRANSFERS DIRECTIVES:
INFORMATIOH PROCEEDINGS

Your note of 6 March.

I wonder whether it is really worthwhile winding the Prime
Minister up to intervene on this issue in the way you suggest,
demanding a significant commitment of her time and attention.

The folleowing seems to me the relevant considerations:

- Michasl Howard is going ninety per cent and more in the
direction we want, i.e. a robust rebuttal of the Commission's

main complaints;

- his judgment is that we should concentrate our fire-power
on the really important points and not clutter our case with
legs important ones. The Attorney-General agrees (although you
had not of course seen his note when you wrote yours);

- in view of the comments made by our own courts (and I take
them as more reproachful than you do) in relation to the
complaints made by the Commission in paras. 3 and 9 ef thelr
letter, the chances of our winning our point must be zero. Our

own courts clearly think we are wrong:

- I agree that there could be some political embarrassment in
relation to the 1981 regulations, although I think it weould ke
minor and is to some extent already incurred by the comments of

our own courts;

- but you never - or very rarely - get one hundred per cent in
the Community. It's sometimes better to throw some of the
emaller fish back into the pond. We might even attract more
attentien to ourselves by fighting this peint and losing than by
letting it go.

<
(Cc. D. POWELL)
8 March 1%%0
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Dear deerliy of HZ,

EC COLLECTIVE REDUNDANCIES AND TRANSFERS DIRECTIVES:

INFRACTION PROCEEDINGS |
MirLe if-“--:?'. Cni o rE Ao L iGe

Michael Howard has copied to me his ItllurM:cln in which he seeks your
agresment, and that of OD{E) colleagues; o the sending ol a reply to the BEC
Commission's Article 169 letter which would contest a number of the allegations
made. We are still, of course, at an early stage in the infraction proceedings,
and 1 note that Michael intends to seek my views on the strength of the UK's
case, and the argurments we might deploy, before receipt ol ithe Commission's

reasoned opinion expected in the autumn,

It may be helpful, however, if | were at this stage to give a preliminary
assessment ol the likelihood of o successiul defence before the Eurcpean Court

in respect of the various complaints made by the Commission.

As far as the obligation to consult workers' or employees' représenialives s
concerned {paragraph | of the Commission's letter), the outlook is not at all
promising. Whilst both the relevant Directives leave it to the law and practice
of Member Staltes to provide for workers' or emplovees' representatives, it
seems clear that the obligation to censult such representatives pre-supposes that
such representatives do exist; or are capable of being brought into cxistence In
the Member States. The European Court will not be convinced by the argument
that the obligations to consult need only be complied with where & trade union
has been recognised by the employer.  The Commission will be able to argue,

with some force, that such an interpretation makes the existence of obligations
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under the Directives dependent on the unilateral decision of the employer. It is
very prabable that the court will accept the Commission's arguments on this
points

As regards paragraph 7 (cellective agreements) and 3§ (obligation to preserve

status and function of representatives) the arguments put forward in the draft

letter of reply are respectable, but thelr outcome Is at best uncertain. In
relation to collective agreements, our argument would be consistent with the
main principle of the Transfer of Undertakings Directives, namely that rights
and obligations should transfer intact [rom transferor to transleree. There is,
however, a real risk that in endeavouring to safeguard the rights of employees
the European Court will find that the Directive requires collective agreements,
which are otherwise unenforceable, to be enforceable for a limited period after
a transfer. Our arguments on paragraph 8 could well be dealt with in a similar
way. We can certainly argue that our 1981 Regulations do eifectively transier
rights and duties, so that a recognised trade union in a transferred undertaking
will be in the same position as it was before transfer. However, the Court's
approach is likely to be coloured by its attitude to the complaints In paragraph |

as to our arrangements for securing employee representation generally.

I note: that Michael wishes to contest the Commission's criticismm of the

definition of "undertaking" in Regulation 2 of the Transfer Regulations

(paragraph & of the letter), Mo doubt this is a matter which will be returned to
at the reasoned opinion siage, but you may recall that as long ago as 1983 the
then Law Officers advised that there was a significant rigk that the European
Court would take the view that the term "undertaking" in the Transfer Directive
was not limited to activities of an economic or commercial nature. Given the
broad interpretation given by the UK Courts ta Regulation 2, there may not be
any substantial difference between us and the Commission, but the Regulations
could well be thought to be narrower in scope than the Directive and it seems

likely that the Commission will succeed In so persuading the Court.

| see no difficulty in contesting the remaining points advanced by the

Commission, subject to examining them more closely at the reasoned opinion

stage. At present, it would seem that there is a reasonable prospect of success

CONFIDENTIAL




an each paints

Jﬂlrrﬂl.dil'llz'il'r' I am content that !n.'1l:||.|l!'| :'HI'H“_]III rl'_"'l:l:l-' to the |~11|1|||'il\.l.i|'1|| at Lths

stapge E||:'-I||3_I the  lines he  as suppesied, I have |liitle doubt bot that  ihe
Lommission will return with a reasoned opimon. It will be important for us to
undertake a careful review of our tactics at thal stage, when some additional

consideratrons will be relevant,

| am copying this letter to the Prime Minister, members of OD{E} and to Sir
Raobin Butler.

o ey,

—

APPROVED BY THE ATTORNEY GENERAL
AND 51GNED IN HIS ABSENCE
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HOME SECRETARY

European Community Imsmigration Issues

y 'I 7
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1. Thank you for your letter of 21 February. Work has
clearly moved on guickly since Strasbourg.

2. I foresee growing political pressure to abolish the
Visa requirement for the GDR and for other East European
countries. I agree we should review it after the GDR
elections and before the Foreign Affairs Council
discussion in early April.

3. As for the convention on external frontiers, we have
already agreed a line on Eurc-visas. I have no
difficulty with the line you propose on common refusal
lists. On embarkation controls, I agree we should
reserve our position for the time being. There is some
attraction in our appearing more relaxed than our
partners, although we may need to look again if a
coordinated system of computerised checks becomes the

NoIm.

4. Coples of this minute go teo the Prime Minister, to
other members of OD(E) and to Sir Robin Butler.

L

(DOUGLAS HURD)

Foreign and Commonwealth Office
28 March 1930
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ACSD/ 639

PRIME MINISTER

T e ity Affaira

The Foreign Secretary may Treport on the 5 March Foreian

Affairs Council, which he and the Secretary of State for Trade

and Industry attended. The main points were:

2

acceptance by the Council that the Commission should open
preliminary discussions with the Japanese on car imports:

Council debate largely a rehearsal of traditicnal
protectionist wvs liberal views;

general discussion of progress on the GATT Uruguay Round:

all agree on need for an early Commission proposal on
dispute settlement; general recognition that integration of
developing countries into GATT is a key objective and that
agriculture and textiles are important if difficult issues:

little progresse in settling the sites for the European Bank
for Reconstruction and Development (EBRED}), Environment
Agency, Community Trade Mark Office, and Training Foundation

for Eastern Europe;
some helpful clarification by Genscher of the constitutional

path to German unification, in response to questions from
the Foreign Sacretary and others.

The Minister of Agriculture, Fisheries and Food may report

on the 5-6 March Agriculture Council. The main points were:

i
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limited progress on the 1990 price-fixing:

some pressure for a cut in the basic coresponsibility levy

for cersals;

Presidency aiming to reach an overall settlement at the
Council beginning 26 March:

: £ f
Germany asked for discussion of the agricultural f

implications of unification: this too will be taken at the

26 March Council.
Forthcoming meetings are:

ECOFIN Council, 12 March
Industry Council, 13 March

hee R,

ROBIN BUTLER

7 March 19590

2
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. THE "FRENCH" PACKAGE: 3 EC TAX MEASURES TO ENCOURACE CROSS-BORDER
CO-OPERATION BETWEEN COMPANIES

CONFIDENTIAL

A Paper by HM Treasury
Objective

This objective of this paper is te help determine the UK
negotiating etance on this package of EC tax measures to ancourage
cross-border co-operation between companies before it is next
discussed at ECOFIN (prospectively 23 April).

2. The constituent measures, which date from the 1960s and
1970a, ware brought together by the French Presidency in 1384.
They are:

(1) the Parents/Subsidiary Directive which would eliminate
taxes on dividends paid by subsidiaries to their parent

companies across EC borders;

{ii) the Mergers Directive which would remove tax obstacles
(particularly CGT) on mergers and takeovers across EC

borders; and

(£ii) the Arbitration Procedure, a multilateral convention to
resolve transfer pricing disputes between member states.

of the measures and therefore the package requires unanimity.

- The general UE line on direct tax measures proposed by the
Commission i that centrally imposed harmonisation is  both
undesirable and unnecessary. Such harmonisation as is required
will be achieved through the operation of market forces. On this
particular package, however, the view was taken, with the previous
Chancellor's approval, that, provided certain UE problems could be
regoclved (the exclusion of Petroleum Revenue Tax from 2(iii) and
the recognition that Advance Corporation Tax was not a withholding

tax, and hence caught by 2({i)) the UK should not waste powder and
shot opposing these relatively limited tax harmonisation measures
per se, Indeed, the UE already allows the kind of tax relief
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provided for by the Mergers Directive and imposea no withholding

CONFIDENTIAL

tax on dividends leaving the UK. Accepting the Package would not
involve the UEK Exchequer in any additional costs, and 2{(i) would
increase the UK tax take on dividends flowing in from other member

Etatas.

4. In fact, UK and European Industry anticipate considerable
benefits from the adoption of this package. 2(i) would enable
parent companies to receive dividends in full from their foreign
subsidaries, improving their cash flow and encouraging
distribution of profits. 2({ii) would remove tax disincentives to
cross=-border takeovers and mergers. and 2(iii) would reliewve
businesses from double taxation resulting from overlapping £fiscal
authorities. The CBI has therefore indicated its full support for
these proposals and UNICE (the European equivalent) has described
the package as being of "particular importance”. The measures
were also given priority in the conclusions to the Strasbourg

Council.

Articla l4afl)

5. There is, however, a non-tax problam with this package in its
pragsent form. This relates to an amendment to 2(ii), the Mergers
Directive (article 14a(l), text attached) designed to safequard
tha worker participation (WP) arrangements in force in Garmany.
This provides for a derogation whereby member states may refuse
the tax benefites of the Directive if, as a result of a merger or
transfar, a company no longer meets the conditions it previously
met for worker representation "on company corgans”.

5. The UK is opposed to mandatory WP and we are committed to
preserving our voluntary employee involvement arrangements. The UK
has therefore been resisting attempts by the Commission to impose
compulsory WP on British companies through measures such as the

5th Company Law Directive, the Eurcpean Company Statute (ECS) and

the proposals for implementing the Social Charter. Clearly in
order to uphold this negotiating line successfully it is important
to avoid any inconsistencies between the UK's position on
individual measures. Article 1l4a(l) therefore raises a general
problem in that it effectively provides for a specific tax
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incentive in certain circumstances for the adoption of a

CONFIDENTIAL

particular system of WP.

Te A particular problem with article 1l4a(l) arises from the fact
that it would provide for special treatment for this particular
type of institutionalised worker participation. Representation on
company organs means board-level representation, which is an
integral part of the WP arrangements of Germany, Denmark and
(after a fashion) the Netherlands. This system no doubt suits
those countries Jjust as our wvoluntary system eguits the UK.
However we do not consider such arrangements to be in any way
superior to UK arrangements and therefore to merit special
treatment. But it is the stated aim of Germany to ensure that
workers in German establishments retain a system of WP which
Germany consider to be materially eguivalent to board level
representation, wherever the Board of the company may be based.
Germany does not consider any systems of WP other than ones
involving board level representation to be materially equivalent
to thelir system.

. This is of immediate concern for the UK because of the dead-
lock we have been able te engineer in discusesions on the WP
provisions in the 5th Directive - where the UK, together with
Germany and Ireland, hold a blocking minority. All that is

stopping Germany from accepting the WP provisions in this

Directive (which include a model based on the Germany system) is
thaeir wish to have included in the Directive an acknowledgement
that while Works Council arrangements (the French System) are an
acceptable minimum provision, they are inferior to systems
involving board-level representation. But they might feel that
their point was adequately met if they could point to tha Mergers
Directive as an adopted Community instrument which acknowledged
the special status of board level arrangements. They might then
ceasa blocking the WP provisions of the 5th Directive.

9. The WP provisions of the 5th Directive, which would impose WP
on all large PLCs, are a matter on which the UK may well £ind
itself isoclated at some stage, and the possibllity of having to
invoke the Luxembourg compromise cannot be excluded. Our ability

CONFIDENTIAL
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to employ this tactic might be brought into guestion if it could
be claimed that the UK had, in another context, departed, however

CONFIDENTTAL

slightly, from a purely wvoluntary approach to WP.

Practical Effect of Article 14a(l)

10. The Mergers Directive provides for tax deferral for mergers
across EC borders. The UK already allows this, but not all EC
countries do. Such relief is only to be available under the
Directive where mergers are achieved through an exchange of shares
and there is no more than a nominal (10%) cash transaction. The
mergers which stand to benefit from the tax advantages of the
Margers Directive could in principle be of the following main

Lypes:

(a) A company exchanges its own shares for all or scme of
the shares in a company incorporated in another member state,
but both companies continue as separate legal entities;

(b} A company holding, or acquiring as above, all tha shares
in a company in another member state, winds that company up,
and integrates its assets and liabilities with its own

business: or

(e} Two (or more) companies from different member states
merge their operatiecns in a single company, which subsumes

the original companies.

(d) A company acquires, in exchange for shares, part of the

operations of a company in another member state.

Article l4a(l)} would not necessarily apply in (a). The acguired
company would continue to be subject to the legal requirements of
the state in which it was registered, including any requirements
on WP. Compliance with those regquirements would alsoc meet the WP

requirements of article 14a(l), and it would not be necessary to
introduce WP arrangements in the acquiring company in order to
secure the tax benefite of the Directive. But, 1if the acguired
company had belonged to a group which had WP on the company board
because employment in the group as a whole was highar than a




Burns /French/02

specified threshold, then workers in the company being acgquired

CONFIDENTIAL

and/or the remalning group could lose their WP rights. Article
l4a(l) could then apply.

11. The article would, in theory, also apply to mergers (b)., (¢c)
and (d). But neither (b) nor (c) are practical possibilities at
present. Both would, however, become possible if the 10th
Directive on Company Law were agreed, although the Commission does
not seem to be giving it any priority at present. (c) would
become possible under the proposed European Company Statute, which

has objectionable WP provisions of its own.

12. Thus the Mergers Directive may not have many practical
implications for WP in UK firms at present. But we have to assume
that at some point forms of merger will become possible which, if
they invelved a UK company and a company in a member state with
statutory requirements for board-level WP, would present the UK
firm with a choice between itself adopting that form of WP, or
forgoing the tax benefits of the Directive.

Article l4a(2)

13. A further point arises from the second clause of article l4a.
This clause was inserted with the intention of removing the
derogation under article 14a(l) whenever provisions were agreed on
WP genarally in the 5th Directive. But the actual wording of
article 14a(2) in the current draft does not achieve this, because
it provides for the derogation to econtinue until subsumed by
provisions requiring board-level WP. The 5th Directive howaver
recognises other forms, and would not therefore remove the
derogation. In any case, the 5th Directive would not disapply the
derogation entirely anyway because it will not apply to all
companies covered by the Mergers Directive. We would be likely to
get more support for an amendment on this peint than on article
l4a(l), and it may therefore be worth pressing even if it is
decided to go along with the present l4a(l).

Hegotiating History

14, It has proved impossible over a number of years to budge the
Germans on Article 1l4a(l). In early 1989, in the light of
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difficult negotiations in which the UK sacured ita key
requirements on other aspects of the package, the UK maintained

CONFIDENTIAL

its formal reservation, but Indicaticns were gilven to our EC
partners (and by the then Chanceller to the Commission) that the
UK would be able to agree to article l4a in the context of an
overall agreemant on the package. Had it not been for an
unrelated dispute between the Dutch and the Germans, the package
as currently worded would have been adopted at either the April or
June 1989 ECOFINs. However, the UK has recently had to give
greater emphasis to its objections to mandatory WP, notably as a
key objection to the Commission's proposed Social Charter, which
the Prime Minister declined to endorse at the Strasbourg European
Council last December. It was therefore subseguently agreed
between Employment and Treasury Ministers that the article should
be resisted because of its implicaticons for the UK's wider stance
on WP. Given the history, to press this objection at this stage
would attract considerable criticism from other member states and

the Commission.

The Options

15. There are a number of options which might therefore be

pursued. These are:

B Oppose the package as a whole unless satisfactory
amendments to article 14a can be negotiated;

2. Oppose the Mergers Directive unless amended, but propose
that the other two measures might be adopted without it;

2 (i) Seek only to amend article 1l4a(2), and (i1) attempt
to secure an agreed Council and Commission Minutes Statement
to the effect that the Directive is without prejudice to
member states' positions on WP generally, and that it does
not imply recognition by the Cemmunity of the superiority or

primacy of any particular form of WP;

Option 3(ii), without 3(i); or

8. Agrea the package, but try get the Commission and as

CONFIDENTIAL
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many member states as possible to agree a unilateral Minutes
Statemant to the same effect as for optien 3(i1).

Discussion

16. Alternative wordings with similar effect have been put
forward at different stages (eg by France, who specifically
objected to German protectionism), but the Germans have always
stood firm. An amendment that would reconcile German and UK
interests is not easy to envisage. The UK might alsc be seen by
the Germans to be deliberately trying to undermine the German
gystem, although we would not accept that this was the intention
or the effect of the changes we might propose. Option 1 would
therefore, to all practical effects, mean blocking the package.
This would remove any threat to the UK's wider position on WE, but
against this must be weighed the undoubted political difficulties
of appearing to reopen the compromise package at a late stage,
with the attendant dangers that other concessions won would then
be lost. Blocking would also lose the tax benefirs for business,
and so might well invite some criticism from business as well as
our EC partners. However, against that, the UK 1line on WP is
supported by both the CBI and UNICE.

17. Untying the package (opticn 2) does not present a real
altarnative. The Commission does not regard them ag an
inseparable whole, but the package approach has been important in
rasolving other outstanding difficulties on the measures it
contains. Informal soundings indicate no enthusiasm for untying.
The Germans in particular would be under no pressure to agree the
individual elements (which all require unanimity) if they could
not get their way on article l4a. HNevertheless, if we decided to
block, it could be tactically better to take the position of
blocking the Mergers Directive alone, rather than the whole
package.

18. If blocking the Directive is considered too unattractive,
either politically, or because of the benefits of the package that
would be lost, then the UK could best protect its line on WP by
negotiating an agreed Council and Commission Minutes Statement
(options 3 or 4). Indications from the Commission suggest that

CONFIDENTIAL
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this should be obtainable and would be supported by other
delegations including the French. This would minimise <the
repercussions of accepting the article for the UK stance on WP in
other contexts, including the ECS, the Social Charter and the 5th
Directive, but it would not eliminate them. It would alsoc ensure
that the Germans could not claim that the primacy of their aystem
had been accepted by the Council and the Commission. But it would
not prevent  the Mergers Directive imposing real financial
constraints on UK companies freedom to conduct their business
without having to adopt any prescribed form for worker

repregentation.

19. A Minutes Statement on its own could not solve the secondary
problem of the unsatisfactory terms of 14a(2). It could be used
to make a declaration of intent, but as this would need to
contradict rather than interpret the letter of the primary text,
it could have only limited legal force. The benfits of properly
rasolving thie problem would need to be assessed in light of the
sympathy shown by other member states toc the possiblility of an

amaendment .

20. Option g would allow the UK subsegquently to deny
inconsistency in opposing mandatory WP arrangements 1in other
contexts. But it would only commit those member states who could

be persuaded to support the Statement. And it would not prevent
the imposition of restraints on UK firms' freedom to choose their

own form of WP.

HM TREASURY
MARCH 1990
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Thank you for your letter of 2l December. I have alsso received
Peter Lilley's letter of 22 December. You and Peter sxpressed
concern at what you believed to he the implications of my
Department’s proposed machinery for enforcing the Large Combustion
Planks Directive (not to be confused with discussiones in other fora
on the nature of the ESI polluticon abatement programme). There is
no issue between us on UK determination to meet this Directive, but
you were concerned with the reserve enforcement powers that I
believe are necessary to ensure that the UK meets its international
commitments.

It has been common ground throughout that the electricity generators
must not exceed the sulphur limits granted to them bukt this should
not mean that they should have substantially to over-perform to keep
within those targets. To assist the economic attainment of these
limits my Department's proposals from the ocutset have reflected the
oppoertunity for the industry to alloecate its sulphur limits amongst
its plant. I trust this reassures Peter Lilley regarding his
concern on efficliency.

It is our common intention that the generaters should manage their
plant to meet the limits efficiently, keeping HMIP informed of
progress. With you I would hope that there should never be the need
to exercise enforcement mechanisms, but I need effective mechanisms
in place. The UK must be able to make a good account to the
European Commission on its proposals. I am sure you agree that we
do not wish the Commission to challenge our approach publicly as
privatisation approaches.

since you wrote, our officials have met twice with the generators.
I believe all now understand why we could not accept the proposal
put forward by the generators in the Autumn. However, I am pleased
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to say that, with a constructive approach on all sides, it has been
possible to produce a compromise arrangement which enahbles the
generators to carry on operating within revised plant gquotas which
they have proposed to HMIP without having to wait for them to be
processed. HMIP can thereby allow complete pperational flexibility
provided a generator is keeping on course while retaining adeguate
powers to intervene if he is clearly not doing so. I believe the
arrangement will be sufficiently robust to convince the Commission.
It will also aveoid the need for complex and visible amendments to
the Environmental Protection Bill.

1 understand that only minor pocints now remain to be sorted out. I
know for example that the generators have residual concerns about
public access to infarmation about their gquotas and actual
emissions. We have been able to give them substantial help with the
presentational aspects relating to this directive. More generally,
the system of Integrated Pollution Control introdueced by the Bill
provides for commercially confidential information to be withheld
from the registers, and the generators recognise that it would he
for them to mount cases in due course,

1 am copying this letter to the Prime Minister, Geoffrey Howe, John
Major, Peter Lilley and Malcolm Rifkind and to 8ir Robin Butler.
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