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C O N F I D E N T I A L 

P R I M E M I N I S T E R 

U n i t e d K i n g d o m C o m m u n i t y B u d g e t C o n t r i b u t i o n : 
C o r r e c t i v e M e c h a n i s m s 

(OD(79) 25) 

P U R P O S E O F THIS DISCUSSION 

Y o u a g r e e d e a r l i e r tha t S i r D o n a l d M a i t l a n d m i g h t d r a w on the 

c o n c l u s i o n s i n p a r a g r a p h s 22 and 23 o f t h i s Note by O f f i c i a l s i n t a l k i n g to the 

C o m m i s s i o n , on a p e r s o n a l ba s i s and w i t h o u t c o m m i t t i n g M i n i s t e r s , i n advance 

of the C o m m i s s i o n ' s f o r m a l m e e t i n g on 5th O c t o b e r to d i s c u s s the B u d g e t i s s u e . 

M i n i s t e r s now need to dec ide w h e t h e r they endorse these c o n c l u s i o n s so tha t we 

can con t inue to l o b b y a c c o r d i n g l y w i t h the C o m m i s s i o n and w i t h o t h e r m e m b e r 

s t a tes . A f u r t h e r m e e t i n g o f OD a f t e r the P a r t y Confe rence (on 24 th O c t o b e r ) 

w i l l take two p a p e r s on ( i ) the l e v e r a g e we can e x e r c i s e and ( i i ) the a c t i o n we 

can take i f we d o n ' t get ou r w a y . 

B A C K G R O U N D 

2. A s a g r e e d a t OD(79) 6th M e e t i n g , the C h a n c e l l o r of the E x c h e q u e r made 

o u r r e q u i r e m e n t s c l e a r a t the 18th Se p t e mbe r F i n a n c e C o u n c i l ( t e x t o f h i s 

s t a t e m e n t a t t ached) : 

A c o r r e c t i v e m e c h a n i s m d e a l i n g w i t h b o t h o u r excess c o n t r i b u t i o n s 

and inadequate r e c e i p t s i n o r d e r to ach ieve b r o a d ba l a nce . 

A c t i o n as f r o m 1980. 

The c o r r e c t i v e to l a s t as l o n g as the p r o b l e m l a s t s . 

N o t to i n v o k e m a j o r i n c r e a s e s i n the B u d g e t . 

The same OD m e e t i n g c h a r g e d o f f i c i a l s to r e p o r t u r g e n t l y on the m e r i t s and 

d e - m e r i t s of the d i f f e r e n t m e c h a n i s m s and how they w o u l d w o r k i n p r a c t i c e . 

OD(79) 25 was p r e p a r e d by o f f i c i a l s o f the T r e a s u r y and the F C O u n d e r C a b i n e t 

Of f i ce c h a i r m a n s h i p . I t shows tha t , i n t h e o r y , we c o u l d ach ieve b r o a d ba lance 

t h r o u g h any o f the f o u r op t ions w h i c h the C h a n c e l l o r i d e n t i f i e d i n an e a r l i e r 

paper ( p a r a g r a p h 7) . B u t i n t e r m s of n e g o t i a b i l i t y , the m o s t p r o m i s i n g 

a p p r o a c h l o o k s l i k e b e i n g one of the s o - c a l l e d h y b r i d s o l u t i o n s - m a k i n g the 

F i n a n c i a l M e c h a n i s m w o r k and add ing on to i t a m e c h a n i s m to compensa te us 
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f o r ou r l o w r e c e i p t s . The F o r e i g n and C o m m o n w e a l t h S e c r e t a r y w i l l 

p r o b a b l y f a v o u r t h i s a p p r o a c h . I t has the g r e a t m e r i t w i t h i n the C o m m u n i t y 

of b u i l d i n g on s o m e t h i n g w h i c h e x i s t s and i n d o m e s t i c p o l i t i c a l t e r m s o f b e i n g 

a s i g n i f i c a n t i m p r o v e m e n t of s o m e t h i n g nego t i a t ed b y the p r e v i o u s G o v e r n m e n t . 

The C h a n c e l l o r of the E x c h e q u e r , h o w e v e r , m a y p r e f e r to go f o r a s t r a i g h t 

c e i l i n g on our ne t c o n t r i b u t i o n , f e a r i n g tha t i f we f o l l o w the a p p r o a c h o f the 

F i n a n c i a l M e c h a n i s m we m a y end up w i t h o n l y a p a r t i a l s o l u t i o n . B o t h 

s o l u t i o n s w i l l i n v o l v e g e t t i n g the C o m m u n i t y to accep t a c o r r e c t i o n on accoun t 

of o u r l o w r e c e i p t s , w h i c h w i l l c e r t a i n l y be the h a r d e s t nu t to c r a c k . The 

C o m m i s s i o n w i l l be t e m p t e d to o f fe r us a m e c h a n i s m to b r i n g o u r c o n t r i b u t i o n 

i n t o l i n e w i t h o u r G N P share p l u s a p r o m i s e tha t we can expec t to i m p r o v e o u r 

r e c e i p t s p o s i t i o n g r a d u a l l y as the share of the budget s w a l l o w e d up by the C A P 

i s r e d u c e d . T o g u a r d aga ins t t h i s we have to i n s i s t tha t any m e c h a n i s m m u s t 

dea l w i t h bo th the causes of our i m b a l a n c e . T h i s i s s t r e s s e d i n p a r a g r a p h 22 

of the p a p e r . 

H A N D L I N G 

3. The C h a n c e l l o r of the E x c h e q u e r shou ld be asked f i r s t to c o m m e n t on 

the g e n e r a l a p p r o a c h i n OD(79) 2 5, f o l l o w e d b y the F o r e i g n and C o m m o n w e a l t h 

S e c r e t a r y . The d i s c u s s i o n t h e r e a f t e r m i g h t focus o n : ­

q u a l i f y i n g c r i t e r i a ( p a r a g r a p h s 5 and 6) 


accep tab le m e c h a n i s m s ( p a r a g r a p h s 7 - 18) 


the m e t h o d of p a y m e n t and f i n a n c i n g ( p a r a g r a p h s 19-21) 


Q u a l i f y i n g C r i t e r i a 

4. On ( i ) t h e pape r suggests that c o u n t r i e s w h i c h a r e bo th b e l o w ave rage 

G N P and ne t c o n t r i b u t o r s shou ld bene f i t and tha t phas ing-ou t a r r a n g e m e n t s 

( p a r a g r a p h 6) shou ld be s u f f i c i e n t to m e e t the ( u n l i k e l y ) c o n t i n g e n c y tha t o u r 

G N P cou ld r i s e above the C o m m u n i t y a v e r a g e . The C h a n c e l l o r of the 

E x c h e q u e r a d m i t s tha t t h i s i s u n l i k e l y to happen bu t wants a guaran tee tha t , i f 

i t d i d , the U n i t e d K i n g d o m w o u l d s t i l l get, i n d e f i n i t e l y , an a b a t e m e n t o f i t s ne t 

c o n t r i b u t i o n . The F o r e i g n and C o m m o n w e a l t h S e c r e t a r y w i l l p r o b a b l y say tha t 

t h i s i s n o n - n e g o t i a b l e and the chances of i t happen ing so r e m o t e as n o t to j u s t i f y 

e x p e n d i t u r e of n e g o t i a t i n g c a p i t a l . 
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A c c e p t a b l e M e c h a n i s m s 

5. On ( i i ) , i s t h e r e any advantage i n f i x i n g on one m e t h o d n o w ? We should 

c e r t a i n l y r e m a i n f r ee to sugges t o u r o w n r e m e d y i f the C o m m i s s i o n ' s p r o p o s a l s 

a r e u n s a t i s f a c t o r y . B u t i s i t a g r e e d tha t we shou ld s t ee r the C o m m i s s i o n 

t o w a r d s a r e v i s e d F i n a n c i a l M e c h a n i s m sub jec t to c o n d i t i o n s r e c o m m e n d e d i n 

p a r a g r a p h 22 ? O r i s i t b e t t e r to s t a r t w i t h s o m e t h i n g even m o r e r a d i c a l l i k e 

an o v e r r i d i n g no ne t c o n t r i b u t i o n r u l e e x p e c t i n g to be d r i v e n o f f i t . 

F i n a n c i n g 

6. On ( i i i ) the adv i ce o f o f f i c i a l s i s tha t we shou ld no t open up the q u e s t i o n 

of how o u r reba te i s f i nanced u n t i l we have got f u r t h e r i n n e g o t i a t i n g the s ize 

of the r eba te we a r e go ing to get . In the m e a n t i m e we should have d i s c u s s i o n s 

w i t h the C o m m i s s i o n a t e x p e r t l e v e l . Y o u w i l l w a n t to c a l l f o r a f u r t h e r pape r 

on t h i s . The C h a n c e l l o r , u n d e r s t a n d a b l y c o n c e r n e d to get i m m e d i a t e r e l i e f , 

m a y suggest tha t we ask f o r m o n t h l y r e p a y m e n t s so as to get the bes t p o s s i b l e 

cash f l o w . T h i s i s o b v i o u s l y d e s i r a b l e but i s i t e s s e n t i a l ? The s y s t e m u n d e r 

the F i n a n c i a l M e c h a n i s m g ives us 75 p e r cen t of w h a t i s e s t i m a t e d to be due 

a f te ̂ t h e end of the C o m m u n i t y c a l e n d e r y e a r bu t be fo re the end of o u r f i n a n c i a l 

y e a r . T h u s even f o r the 1980 B u d g e t , we shou ld get l a r g e l y r e p a i d b e f o r e the 

end o f the 1980-81 f i n a n c i a l y e a r . T h e r e a f t e r , g e t t i n g r e p a i d i n a r r e a r s 

b e c o m e s l e s s s e r i o u s . 

C O N C L U S I O N S 

7. Y o u m a y w i s h to s u m up t h a t : ­

( i )	 Sub jec t to p o i n t s made i n d i s c u s s i o n the a p p r o a c h d e s c r i b e d 

i n p a r a g r a p h s 22-23 of OD(79) 25 i s a g r e e d f o r use i n f u t u r e 

con tac t s w i t h the C o m m i s s i o n ( i n c l u d i n g y o u r t a l k w i t h 

M r . Jenk ins on 22nd O c t o b e r ) and i n subsequent b i l a t e r a l 

d i s c u s s i o n s w i t h m e m b e r s ta tes , 

( i i )	 The C h a n c e l l o r shou ld b r i n g a f u r t h e r pape r to the C o m m i t t e e , 

w i t h r e c o m m e n d a t i o n s , once the C o m m i s s i o n ' s p r o p o s a l s a r e 

k n o w n . 
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( i i i )	 O f f i c i a l s shou ld p r o d u c e f u r t h e r adv ice on the f i n a n c i n g 

of any r e fund m e c h a n i s m a f t e r d i s c u s s i o n w i t h 

C o m m i s s i o n e x p e r t s . 

( i v )	 The C o m m i t t e e to m e e t on 24 th O c t o b e r to c o n s i d e r the 

weapons we can use i n o r d e r to get o u r w a y . 

( John H u n t ) 

5th O c t o b e r 1979 
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BRIEF RECORD OE MAIN POINTS DISCUSSED AT THE TETE-A-TETE BETWEEN 

THE PRIME MINISTER AND SIGNOR COSSIGA AT 1900 ON 4 OCTOBER AT THE 
PALAZZO CHIGI. 


Signor C o s s i g a s a i d he was most g r a t e f u l f o r t h i s opportunity 

of a meeting with, the Prime M i n i s t e r , the f i r s t he had had w i t h the 

Head of a f o r e i g n government. He spoke of the t r a d i t i o n a l f r i e n d l y 

r e l a t i o n s "between B r i t a i n and I t a l y and of h i s own p e r s o n a l i n t e r e s t 

i n B r i t i s h c o n s t i t u t i o n a l h i s t o r y . 


Signor C o s s i g a s a i d he would s h o r t l y meet C h a n c e l l o r Schmidt 

and the Dutch Prime M i n i s t e r , Mir van Agt, and then P r e s i d e n t G i s c a r d 

i n p r e p a r a t i o n f o r the Dublin Summit and to d i s c u s s TNF. 


I t a l y had been shocked by the death of Lord Mountbatten. Both 

c o u n t r i e s had a common o b l i g a t i o n to f i g h t t e r r o r i s m . He was g r a t e f u l 

f o r B r i t i s h c o l l a b o r a t i o n i n t h i s f i e l d . 


Signor C o s s i g a hoped t h a t A n g l o - I t a l i a n meetings could now be 

pla c e d on an i n s t i t u t i o n a l b a s i s . There were meetings between 

h i m s e l f , the German and French l e a d e r s twice a y e a r , and he hoped 

the same p a t t e r n could be e s t a b l i s h e d between B r i t a i n and I t a l y . 


The Prime M i n i s t e r thought t h a t we should examine t h i s i d e a . 

Such meetings should not be too long. Her p r e s e n t v i s i t to Rome was 

the r i g h t l e n g t h , i e i n s i d e 24 hours. We too had r e g u l a r meetings 

w i t h the Germans and French, and the more p r e p a r a t i o n t h a t took p l a c e 

before European C o u n c i l Meetings the b e t t e r . I t a l y had a very­
important defence burden. I t a l y would a l s o be the host a t the 

forthcoming Economic Summit i n Venice. 


Signor Cossig;a c o n g r a t u l a t e d the Prime M i n i s t e r on the B r i t i s h 

i n i t i a t i v e on Rhodesia. I n t h i s problem, as i n the v e r y d e l i c a t e 

q uestion of South A f r i c a n r e l a t i o n s w i t h the r e s t of the world, 

B r i t a i n had a key r o l e . 


/The Prime M i n i s t e r 



