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RECORD OF A CONVERSATION EETWEEN THE PRINE MINISTER AND
THE PRESIDENT OF THE FRENCH REPUBLIC AT THE ELYSEE PATACE,
PARIS AT 5.30 p.m. ON WEDNESDAY 18 OCTOBER 1972

Present:
Prime Minister President Pompidou
Mr., A.M. Palliser M.C. Andronikof

After President Pompidou had expressed his pleasure at

seeing lir. Heath, the Prime liinister said that he too was
delighted at the opportunity for a further meeting with

M. Pompidou and particularly that it should be taking place

in Paris on the day when the British Instrument of Ratification
of the Treaty was being deposited in Rome.

President Pompidou asked whether they should have a
general discussion or talk about any particular questions.
The Prime liinister said that he would be happy to do both;
they might also have a short exchange about the proceedings
at the Conference itself.

President Pompidou said that his impression was that
there wes broad agreement between the French and the British
Covermments on the subjects for discussion at the Conference.
The Prime linister agreed. In particular they were agreed on
the importence of moving towards monetary union and on the
adoption of & common Luropearn position towards reform of the

International Monetary System. He saw the key to the
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Conference lying in the establishment by the nine menber
Governments of a common attitude in sll mejor matters.

In this context the Prime Minister said now glad he was
that President Pompidou had proposed his draft declaration:
he had been greatly impressed both by the content of the draft
and by the elegance of its style. He found himself ing
agreement with it.

The Prime Minister then asked whether 1. Pompidou was

satisfied with the arrangements being made Tfor, and progress
generally towards, European monetary union.

li. Pompidou said that he thought satisfactory progress
ves being made. They could not expect during the Conference
to teke things much beyond the stage that nad been reached by
their liinisters of Finance. But the Conference could
emphasise the common determination of the participants to
arrive at a common position. [lNaturally there were certain
problems on which they could not expect at present to reach
unanimous egreement within the Community. For example, no
sgreement, was possible at present on the price of gold. Nor
indeed could they hope to agree on the modalities of & return
to convertibility of the dollar: many of their partners
would be unwilling to commit themselves on this point, and
in any case no advance could be made without American
agreement. But progress hed nevertheless been made, and

this could be confirmed in t@s_flnal comminigué of the
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Conference. Naturally the Germens would insist on
parallelism or harmonisation of monetary and economic
policies, especially in regard to the fight against
inflation (the Prime liinister indicated assent). The
French Govermment of course agreed with this proposition.
But it wes difficult to define or put into practice meams of
common action against inflation. However, it should be
possible for the Conference to request the liinisters of
Finance, at their meeting at the end of October, to draw up
and submit to the member Governments a common plan of
recommended measures egainst inflation.

The Prime Minister said that it might be helpful for
nim to repeat the British Government's position in regard to
fixed parities. As had been explained at the time of the
floating of the pound in July, they fully accepted the
orinciple of such parities and, as they had declared publicly
and in the House of Commons, they hoped that it would be
possible to return to a fixed parity for sterling Lefore
1 Jamuary 1973. But they could not give a specific
underteking at this point. AS M, Schumann had said during
his recent visit to the Prime HMinister, this was a question
of trust and confidence; the Prime Minister could confirm
this end the Government's desire to return to the principle

of a fixed parity. They were at present engaged on
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important discussions asbout the country's economic
situation and the inflationery problem with representatives
of the trades unions and of industry. He hoped that these
might perhaps be brought to a successful conclusion at the
next round of talks on 26 October: such an outcome would
neve a considerable influence on both the economic and the
monetary situation in Britain. The Government's purpoé%,
nowever, was to revert to & fixed parity with the "snake in
the tunnel" machinery in a situation where they could be
confident of nolding firmly to this, without the risk of
further changes winich would be dameging both to Britain and
to the Commnity es & wnole.

President, Pompidou asked wnether the Prime Minister ves

thinking in terms of & date or a rate. The Prime Minister
replied that he was thinking of both. This was of course
something to be considered as appropriate with their

colleegues in tne Commnity.
President Pompidou thanked the Prime lMinister and said

thet he would be frank: he greatly hoped that it would be
possible, in the interest both of Britain and of all her
Commnity partners, for the return to & fixed parity to take
place before 1 Jeruery. The rate at which the parity was
fived wag of course a matter for the Pritish Governument: but
nis own main concern was that it should be esteblished at a

figure that would not inevitably entail & change for Italy
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as well, The Prime Minister said that he egreed on the
importence of this. He also wished to refer to another
matter relating to sterling which he had discussed with
President Pompidou in liay 1971. This wes the guestion of
the official sterling balances. As the President knew, the
proportion of these balances held by sterling area couniries
had been reduced under the relevant agreement and in addition
the proportion of their reserves that these countries neld
in sterling had declined and was continuing to decline.

This was in spite of the fact that many countries had moved
out of dollers and had in certain cases tended to increase
their noldings of sterling. Moreover, when tne pound was
allowed to float controls had been applied over cepital flows
to Commonwealth and other sterling area countries. ‘There
was thus both a system of exchange control over movements
witnin the sterling area and, as he had explained to
\onsieur Pompidou at Chequers, measures to facilitate capital
movements between BEritain and Community countries. Indeed,
ne understood that this greater freedom of capital movement
was causing certain problems for Monsieur Pompidou in France.
President Pompidou assented. He had esked that the Prime
liinister should be informed about this. He saw no objection
to an inflow of British capitel if this was for genuine
investment purposes. But the Clity of London was proving
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itself particularly dynamic at present, especially in the
processed foods sector. Already ebout half of the French
food industry was under American control. If the French
Government allowed matters to take their course, the other
nelf would very shortly come under British control; though
this was sometimes in camouflaged form (here President
Pompidou referred to the activities of lr, Jimmy Goldsﬁitn,
put asked that this should not be mentioned in the record).

The Prime lMinister said that we would wish to see a

discussion at the Sunmit of Regional Policy. He had noted a
reference to this in the President's draft declaration.
President Pompidou said that there would certainly have to be
such a discussion, though he was not sure that French views
were wholly in line with those of Britain. Wnen the Irish
Prime Minister had seen him earlier in the day, lir. Lynch

had ssked for there to be & more direct reference to this
topic in the declaration, including particularly express
mention of the need to combat regional disparities within

the Commnity. Monsieur Pompidou had told Hr. Lynch that

he was not opposed to this in principle: but there were two
aspects to the French attitude. First, on substance, they
believed that Regional Policy consisted primerily of measures
to help develop purely sgricultural areas wnere the

population nad at present no means of existence other than

sgriculture. Ireland and Southern Italy were the prime
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éxalples of this, thougn there were ceses in other countries
too. Secondly, as regards method, he hoped that the Prime
lilnister agreed that there should be no need for a "Ministry"
of ten thousand civil servants in Brussels. Clearly, the
principles on which Commnity aid to the regions should be
based mist be worked out in Brussels, and control over the
epplication of those principles should also be exerciséa from
Prussels. But the Policy should be administered by national
administretions. Otherwise there would be an enormous
increase in staff in Brussels; this was neither possible nor
desirable.

The Prine llinister said that on method he wholeheartedly
agreed with the President; there should certainly not be a
huge "liinistry™ in Brussels. As regards substance, he of
course agreed on the need to hnelp Southern Italy and Ireland.
But in the British view there was also a need for help to
industrial aress confronted with radical change; for example,
wnere the coal industry was declining and other industries had
to be esteblished in order to revive the area and provide work
for the people from the declining industries.

The Prime Minister said that he agreed with the President
thet it might not be appropriate to expand on this subject in
the proposed draft declaration or seek to have specific
decisions included therein. It would be preferable for

decisions on Regional Policy to be included in the statement
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of decisions adopted by the Heads of Government in the text
that, as he nad suggested, should form the second part of the
document. on which the Conference might agree - the first part
being the declaration proposed by lonsieur Pompidou.

lionsieur Pompidou said that he had received the Priue

Minister's suggested text, but unfortunately had had no time
so far to study it, as he had been obliged to receive the
Irish Prime liinister. It was being examined. The French
Government were also preparing & similar text, and would
circulate it the following day: and other Governments might
be doing likewise. These texts would have to be discussed.
But he of course agreed that, after the declaration of
principles by the Conference, tnere should be a statement of
the decisions they had reached.

The Prime Minister repeated his satisfaction at the way
in which the President had sought in his draft declaration
to cover the range of views held by various Heads of Government,
However, he was doubtful of the wisdom of including in any
1ist of decisions of the Conference sometning as specific as
seemed to be intended about a full-blooded llediterranean
Policy, with reverse preferences, appliceble to all the

countries bordering the llediterraneal and certain other

neighbouring states. President Pompidou said that he agreed.
They should be prudent. ' This approach exasperated the

Americans, and it could also represent something of the thin
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end of a wedge, Naturally it was felt that the Laghreb
countries should be included because of leir former
relationship with France. lalta and Cyprus bad a similap
relationship with Britain. But then tliere was a cry for
Israel to be included: and at once Someone then insisted on
the inclusion of Hgypt: and so on. e fully agreed on ths
need ror caution. They should also avoid & situation im
whnlch there was a general demand faor an extension of the
generalised preference scheme. Romania wanted this,
Bulgaria seemed to want it; before long everyone would want
it. If the Community continued in this way and extended
itself to all comers, there would in due course be no
Community., The Prime Minister assented. This was a case
where the Community would be well advised to do good by
stealth,

The Prime Minister said that the Conference would wish
to discuss and to seek to reach decisions on aid to
developing countries. The British Government had proposed
& waiver of interest payments due from the most heavily
indebted countries. Clearly this was not a concept that
they would normally wish to adopt nor was it one that was
welcome to Treasuries. However, we had found that in
certain cases where countries were under an excessive burden
of debt service, there tended to be & reaction against the
countries providing the aid, and this sometimes resulted in
a change of regime which might well be a change for the

worse so far as donor countries were
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concerned. The vwiaiver of debt service seemed a practical

way to help such Govermments. He hoped the Community would
be prepared in future to lend money on less onerous terms
with & smaller resultant burden of interest payment. It
would seem to be compatible with such an intention for them to
be prepared now to waive interest on past indebtedness.

.
President Pompidou expressed serious misgivings about this

proposal. lNaturally they could discuss future debl arrange-
ments and the terms on which loans were made, for example from
the Buropean Development Fund, and consider possible
improvements. But he was sceptical about & waiver of debt
for a certein category of countries. It might be possible to
1ook st each case individually. But ne feared that countries
that paid interest regularly on their debts would be

indignant at the idea of others being allowed to waive such
peyments, and there could be & general demand for a
cencellation of all debt servicing. This would represent an
unacceptable burden on Treasuries. It would also greatly
irpitate the United States who had been and remained by far
the biggest lenders and would complain that the Community had
started an irreversible movement egainst repayment of debt.
Accordingly he felt serious doubts about such & proposal.

On this importamnt problem of underdeveloped countries (they
were called "developing" in order 1o keep them happy, but they |
were really underdeveloped) he had iwo comuents to meke, |
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which he intended to include in his statement to the Conference
the following day. VFirst, the Community had certain
priorities which related particularly to the Commonwealth and
to the countries of the former French Empire. For France
this meant the present signatories of the Yaoundé Convention
and for Britain he knew that there were about twenty
Commonwealth countries who could be expected in one for#m or
another to be associated with the Commnity. The Germans

also had a particular interest in certain countries as did the
Italians. Basically this meant the countries of Africa,
together with certain small Commonwealth countries outside
Africa. Secondly, came the poorest countries. He thought
thet there would be general agreement that these merited
gpecial assistance. As he hed sald to 3ir Christopher Soames,
he believed that, at the Conference, they should work on the
UNCTAD list of such countries and not on an arbitrary list
selected by themselves; &and the best thing might well be to
fix an aid target related both to the GNP and to flows of
officisl aid: and this should be stated as & target which all
the Governments would seek to achieve. That was the French
position., There was no difference between himself and the
Prime Minister on the desirability of establishing lower
interest rates for future loans to developing countries. But
e could not see that it would be wise to take the most ';
neavily indebted countries and then say in effect that the less
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tney paid, the less they would have to pay. The result was
bound to be a general tendency by all debtor countries to
refuse to pay anything.

President. Pompidou said that he would like to ask a

precise question. In the case of Pakistan which owed money
to a great many countries — not much to France but a great
deal to Britain and America - if the Prime Minister's system
were applied, who would be waiving how much?

The Prime Minister said that our proposal was, working on

the list of the poorest countries, to think in terms of
interest due in ratio to the total of aid received. The
President had mentioned the UNCTAD list of countries. We had
been thinking in terms of & longer list because our
celculations suggested that, if we worked on the basis of the
UNCTAD list, the total involved would only be in the neighbour—
hood of Z30 million. If we worked on the basis of our
oroposed list, tae total would be upwerds of £100 million and
this seemed to us to be a figure that an enlarged Community of
nine could reasonably afford. In the case of Pakistan our
nroposel would be that the meubers of the Commnity should be |
prepared to waive interest due on loans mede to that country.
The Prime Minister said that he wished to repeat a general
point, namely that we had on occasion been confronted by :

developing countries in serious difficulties owing to the need '

to repay large amounts of interest; as a result of these
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difficulties there had been internsl unrest and even the
overthrow of the Government and its replacement by another
end often dictatorial regime: Ghana was an example.
Presumebly, if the President were, as he had said, ready to
exainine ceses individually he would not necessarily exclude a
walver of interest if this seemed to be justified in a
particular case; and in any event for future loans. =
President Pompidou said that he was afraid of the
contagious effect of such a policy. If they were to agree
the next day to such a waiver of interest to Chad, the Ivory
Coast would seek to avoid paying their debts. And even if the
Ivory Coast might perhaps not dare to try this, Dahomey or
Ghans might well., He preferred the idea of giving aid on
softer terms in future rather than simply waiving interest on
current debts. Of course in certain cases it was necessary
to accept a moratorium. Indeed, this was current French
practice. Such a moratorium might in practice prove a near-
permanency. But it did not represent a complete waiver of
the debt, and thus in his view was not subject to the
objections he saw to the Prime Minister's proposal.

President Pompidou added that the Prime liinister would no
doubt have heard, as he had, from Herr Brandt that the German

Govermment. could not envisege any additional expenditure on
aid to the underdeveloped countries. The Prime Minister said |
that he had not heard this. President Pompidou said that it
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had been contained in a messsge ne had received that morning
from the Federal Chancellor, commenting on his draft

declargtion.

The Prime Minister said that he wished to explain to the

President a particular difficulty for us in the aid context,
nemely the idea of a target of 0.7 per cent of aid from
official sources. He knew that France was now contribfiting
well over 1 per cent of her GNP in total aid. Britain wes
just benind this with a figure of about 1.04 per cent. But
within that only 0.43 per cent represented official aid. The
rest was private enterprise aid consisting of private
investment and technical know-how. If the British Government
were obliged to move to 0.7 per cent of officiasl aid within a
foreseeable time-span, this would represent an unacceptable
burden on the budget and would also probably entail the need
to cut back on private investment. In the Eritish view what
wes important wes the total aid involved; indeed we were
inclined to the view that private aid and technical know-now
was often more satisfactory than official aid.

President Pompidou said that ne thought. that this was an
ares of disagreement essentially between Britein and France;
but equally one on which it snould be possible for them
setisfactorily to agree on a text. If they could do this,
he doubted whether there would be much difficulty with any of
the other participants in the Conference. The Prime llinister

assented. S.E:CRET
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The Prime linister said that he had two further points
he wished to raise. First, the European Parliament. We
ned suggested that there should be a study of the Parliament
and that this should be entrusted to members or former members
of Governments. This was because we feared that if the study
were carried out exclusively by members of the Europeaq
Parliament, they might advance unrealistie or, for

Governments, unaccepteble claims. President Pompidou said

that there would no doubt be some irritation at the Conference
ebout the Parliament, especially on the part of the Dutch who
would wish to discuss it and would no doubt then be joined by
the Italians and possibly also by the Germens. Admittedly
Herr Brandt was not too keen: but ne had to take account of
the Opposition in Germany. One should not confuse Parliament
and Paerliament. Britain had a Perliament: but it was a very
different affeir from the European Assembly. However, they
had to remenber that the Treaty made specific provisions for
the Asseumbly to meke proposals for the holding of direct
elections and it could not be prevented from doing SO. S0
far, however, the French had always mansged to stall on
progress by saying that 1t required the agreement of the
Council of linisters and by then ensuring that no action was
teken by the Council. However, 1i ihere were to be & study
of the possible strengtnening of the powers of the Perliament,
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Lhen he wholly agreed with the Prime Minister that it should
be carried out by members of Government (or possibly former
members) and at all events by people with proper experience
of Parliamentary control. Above all they should avoid
involving "experts". President Pompidou delved in his
desk far the text of the Treaty of Rome and guoted the
relevant section of Article 138. Vhat some of their *
colleagues would wish them to do would be to f£ix a date for
the Council to decide about the holding of direct elections.
The Prime Minister said that his second question
related Lo the Burocopean Commission. As he had earlier
informed the President at Chequers, and had subsequently
confirmed by letter before the amuouncement was made, the
British Government were proposing the names of Sir Christopher
Soames and Mr. George Thomson as the two British members
of the Commission. We were of course ready to support the
French in seeking the next Presidency for one of tlie French
Commissioners: and if M. Pompidou wished the other Frenuch
Commissioner to be responsible for relations with thie Yaounde
associates, we should be ready to accept that. For our
part, we would like the President to know that we hoped
Sir Christopher Soames could be responsible far external
affairs and Mr. Thomson for Regiongl Policy.

President Pompidou said that, as he had also told the
Prime Minister before, the IFrench Government intended to

propose M. Ortoli as President. He could not yet
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definitely inform him of the name of e other French
Commissioner designate. But speaking in strict confidence
he thought that it was possible that M. Deniau would
remain in the Commission: that at least was the President's
hope. As regards the responsibilities entrusted to the
Commissioners, he noted the Prime Minister's view and that
we hoped Sir Christopher Socames could have external &ffai}s.
As regards regional Policy, France had no claim to this but
no doubt others would. President Pompidou added that he
wleshed to congratulate the Prime Minister on the unanimous
welcome in Britain Tor the two candidates he had chosen.
This was indeed rare.

The Prime Minister said that we had much confidence in
M. Deniau. Had the Prime lMinister any views on which
member of the Commission should be entrusted with agriculture?

M. Pompidou said that he had not any firm opinion on

this. Normally one or the smaller agricultural countries
might expect to get the post. He supposed that Denmark
could be a candidate; and Mr. Lynch had told him that he
hoped that the Irish Commissioner could have agriculture:
no doubt in due course the Dutech might pose their candidature.
He repeated that he himself had no firm view., But he
thought that the job might go to one of these small countries,
The Prime Minister said that his understanding (though
Sgr. Andreotti had not said this to him) was that the

Italians hoped their Commissioner who was at present
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responsible for agriculture would remain in charge of it.
In view of this it might be embarrassing to try to move him
from the post. Hqually, he agreed that one of the smaller
countries might be able to make a case.

President Poupidou seemed to be unaware either of the
name of the Italian Commissioner or that he was expected
Lo remain: and it was explained to him that Sgp. Scarascia—
Mugnozza, who had succeeded Dr. lansholt in charge of
agriculture, had been appointed at the time of Sgr. Malfatti's
resignation, and on the understanding that he would continue
to serve in the next Comuission. President Pompidou then
said that if Sgr. Scarascia was remaining in the Commission
and wanted to kKeep the post it would seem remarkably
difTficult to shirft him from it.

The Prime Minister renewed his thanks to the President
and offered him his good wishes for the success of the
Conference under his chairmanship. President Pompidou
expressed his thanks. He had tried to draft his declaration
in prudent terms and so as to avoid giving offence to any
of his colleagues. However, Mr. Lynch had asked f'or a
change in the reference to European Alliances and had said
he would prefer something along the lines of' "the member
States in their Alliances". The Prime Minister said
Jokingly that they should perhaps talk about "friends and

allies".

The meeting ended at 6.5C p.iu.
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