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(Reconstructed from Mr Callaghan's notes)

ECONOMIC AND MONETARY UNION

1. Mr Callaghan said that he preferred the UK

text on this subject. The proposals in the Paris

1972 communique had proved to be a failure. The whole
question needed entirely fresh study. Herr Schmidt
1

asked whether the UK had a real interest in EMU or Hj

whether the British position represented an

intellectual objection.

G TO BE WRITTEN IN THIS MARGIN

| it was largely a dislike £ in




CONFIDENTIAL

statement but personally he would feel intellectuaih?'
dishonest if Heads of Governmment pretended that EMU
was likely to happen. Mr. Wilson commented that

if it were possible in present circumstances

Herr Schmidt could not have spoken yesterday about

A A i Cobin e & v & 2
Germany'siPn&laterél measure$ as he had, The
(

"snake'" had not survived. He could think of good
UK reasons for rejecting EMU but other countries
also would find the same objections. To try to have
a single currency and monetary policy would be a
recipe for unemployment. M. Ortoli said that all
concerned knew that EMU had little chance of being
achieved by 1980 but itAemained the objective.
Abandoning such an objective would be very |

~ and serious.
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rf It was not worth making a study. Mr. Wilson said 3
___-_

that the discussion reminded him of disarmament

talks. "Universal and general disarmament' was
always said to be a long term aim. He did not wish

Cn Ak bl Mep fe
to remove the ultimate goal a ike. progress

in 1975 or 1976. M. Giscard d'Estaing said that the

French Government did not want to be too pessimistic.
Some things had been harmonised in spite of Ttalian
difficulties. The aim of EMU was fundamental and the
text should be maintained and amended as necessary.
Nothing was achieved in 1973 and the reference to
this should be deleted but it was wrong to svitch off
the beacon in a storm. Could there be agreement on

the basis of pages 8-107 Mr. Hartling said that

5 .

Luxembourg, Denmark and Inelanﬂr§h0uldfbenpneggntaifq;

|at the working party ad hoc group of t
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most under developed. For the years 1975-1977 ha
suggested 1,400 MUA's. After three yearsistress wnj'
be ;¥£d on helping those areas where regional
imbalances were most glaring. The Commission would
have preferred a larger Fund and would have proposed
15% more for the UK, Ireland and Italy. Priority
should be given %;r regions with industrial

structural difficulties, frontier areas and so on.

M. Giscard d'Estaing said that Germany and France

Lnr\.! W W ‘uw(ﬁ{ .—l»q,”u
had reservations about the budgetary burdenlon them.

Italy and Ireland had specific problems. The
matters to be settled were:

(a) The period - three years or two?

(b) The amount = 1,400 MUA's or lower?

(c) Should there be quotas only for Ireland

Italy together with general nes or
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J Mr. Gouldberg with the reservation that Greenland i

should not be forgotten. M. Giscard d'Estaing said |

that a number of countries supported the Commission's

Roh o

proposals while Herr Genschertentered the reservation

on the period and the ambit. Herr Genscher said

he agreed with the proposed distribution and if

the Fund were for three years the ambit would be as
proposed by the Commission.

4. No objection was expressed to a three year Fund
and there was a wide measure of agreement on 1,400

MUA's but M. Giscard d'Estaing said that France

would prefer a smaller Fund. In the fixt year for

example expenditure would be lower because of

ol )

uncertainties about the UK. If the UK left the

Community this would create administrative ‘Qﬂﬂ
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Herr Schmidt said it was not an easy situation for
a Finance Minister to stand up in-the Bundestag and
say that Germany would pay a very substantial sum
acrogs the exchanges in three years. He was not
impressed by the fact that the Commission was ready
to spend the money for Germany. Salaries had
recently been raised by 16-17% by the Council of
Ministers. It was easy to spend other people's
money. In Germany State employees would only get an
8% increase. He begged the Irish Government to
understand that he had a problem of public opinion

. e Gerpman [eimmat
and that éi?y had had to cancelﬁ a number of national
programmes. Even a figure of 950 MUA's would be
touchy for him. M. Ortoli said it was a very bad =

policy to speak of the Commission as Herr LG S S

| had done. He was mot the
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said that there must be some degree of fairness.
A Regional Fund represented an act.; of solidarity.
The German position must be taken into account.,

France could submit very sizeable requests - for

example some of the French regions were in a similar

state to the British. But—the—French-Government—had
no.t_nng-mﬁé—e*&gger&tet&heﬂ&i{{efenees_mﬂm.
He suggested a reduction of 100 MUA's because of slow
take off and because of the uncertainties over the UK.
Quotas should be established for Ireland and Italy

to assure them of comparable nmet figures to those

proposed by the Commission. Herr Schmidt excused

his earlier statement as being somewhat emotional.
wrleh be

Mr. Callaghan tho_ugitﬂt—he UK wﬁ willing to stay out o

both as a contributor and as if that was :
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with M. Giscard d'Estaing on the policy of steppiﬁé:h
up fairly substantially from the.first year i.e.
250, 450 and 450 equalling 1,150 MUA's. 150 MUA's

should come from funds set aside for the Agricultural
e
Fund. Such an arrangement would mean[pK involvement

{ A \
d izl Py T | ),_‘.F‘ R J
V/ :

‘and a three-year’period. Beyond this permanent rules

e

should be established. M. Tindemans asked for

M. Ortoli's views, who said that the Commission
recognised for Ireland and Italy a figure of 600~

660 MUA's. The quota for seven countries would stand
and subject to checking he thought that Feoga could

cope. After some discussion of the absolute figure

for individual countries Herr Schmidt said that in

his view the Commission's percentages should stand.

S.
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and as to 150 MUA's from % non ear-marked portion
of the Agricultural Fund. The quotas should be fixed
over a three-year period according to the Commission's
proposals. Ireland was of the opinion however that

in this overall solution it would receive 6 MUA's

less than expected. After further discussion it was
agreed that the Italian quota would remain as proposed

J{,LWL qu\! POAMEUNC

fand that an additional amount for Irela
[CRN é.w,.) LY &, 0=

Wnuld be

Renegotiation

6. Mr. Wilson said that his statement could be

discussion. There had been delays in
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bad then they were bad for Britaip and for Europe.-?:
The British Government was negotiating with a real
intention to succeed and to achieve what had been set -[
out in the manifesto. Within 12 months from the last
general election the British people would decide
through the ballot box. If the terms were satisfactory
and were approved by the people then Britain would play
its full part in a cohesive Europe.

7. Mr. Wilson then set out the seven main issues

for renegotiation and in each case he quoted what

was stated in the manifesto as a preliminary to his

remarks on each item.

(1) The CAP. ®¥ stock-taking was taking place,

Britain did not challenge the m&in~p:incipiﬁsw"i
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‘:: in a time of recession without harming théiiT

other European partners. There was not too

much problem over industry with the exception

I’

b

of steel. On that matter there had been troubléf

over the weekend with the Commission's
CW’ Qa-q—;a“v-vv\-/‘) <

statements and proposals(— On fiscal matters

the European countries were pursuing their
own policies and therefore it might not

et
prove so difficult for them tosdo so, also
in relation to matters affecting the

sovereignty of their parliaments.

(5) Capital Transfers A derogation had

been already accepted.

(6) Developing Countries Mr. Wilson paid

-

& K
tribute to M. Sauvagnargues over the very
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(7) VAT There was an increasing tendencylﬁ;n
differentiate within Europe: The British
Government did not like taxing food. But as

the proceeds of VAT were part of the own

2

resources system British freedom in this respect -
Ah -

should not diminish tHe contribution to -ﬁ'.Mﬁ

This was a matter which should be dealt with

by politicians rather than by technicians.
Reverting to the Budget Mr. Wilson said that proposals
wertt’amgeg:;‘forward. The press seemed to think that
it was the only issue. It was certainly important
but there were six other issues as well although

some were in the process of solving themselves.

8. Herr Schmidt said that Mr. Wilson's statement

R
o r
elE SR
R N | .
. i,
B i

should allay any fears thatrmight have been

"Renegotlation” tisd packsd FolbEEE A
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fighting cocks - the Ministers of Agriculture - were
doing the stock-taking. Heads of Government should
receive a report and would have to deal with it, and
the British Government's ideas would come in then.

He too had his own ideas. k@z_a commo§_EEEEg_income

could not be assured for the farmers| when inflation
OA S ,.J:\[{Muu.lw/
was running, for example, at 8% er 18% in different

countries. Over production was a constant concern.
The CAP would have to be fully examined in January.
As regards financial questions the British Government
was not putting the whole system into question but
if problems really did arise the British Government
should be in a position to tell their own Parliament
that there was a means for going into the whole :
question. He was grateful that Mr. Wilson had sai *

that the Budget was not all
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—h on British requirements. He suggested that Heads
of Government should agree on a Budget principle
at their meeting and then let Foreign Ministers

draft a formula. In that event various drafts could

be drawn upon. Mr. Van Elslande said that eight out
of the nine Community countries did notdfgree/to the
British formula. The Belgians had therefore put

forward their own. M. Giscard d'Estaing asked whether

the Belgian text had been considered. Mr. Callaghan

said that it had together with others. It was
necessary that the principle should be accepted and

then the Commision could go to work. Herr Schmidt

commented that there was a degtee of understanding
but Britain must admit that the link with GDP was

not possible in accordance with the Treaty of R
t 4 = Ir‘ _ # &
| Would Mr. Callaghan say what he

]
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fundamental factor but that in the framework of the
system the Commission should be urged to consider

corrective devices taking into account British

proposals. An objective mechanism should be established

9. Mr. Van der Stoel said that it had been agreed

in Brussels that such a mechanism should not function
only for the United Kingdom. It was not necessary to
revise the Treaty to find a formula. He hoped

that the British Government would say whether the
balance of payments factor should be introduced. He
thought it desirable to base the discussion on the
Belgian text which supplied useful elements.

M. Giscard d'Estaing said that M. Sauvagnargues had

stated the French position in Brussels. It was

E==o s

could not be of a national ch

wrong to mix up resources from internatipnaii;g:jﬁhf;'

1]
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of the Community countries. The own resources
system must not be upset. National quotas were
impermissable. The Commission might consider the
matter taking the German or Belgian texts into

account. Herr Schmidt said that he did not like

the last paragraph of the Belgian text because of
the emphasis on balance of payments. This paragraph
should be eliminated. The first three paragraphs

were acceptable with small changes. Mr. Callaghan

said that he would accept the Belgian text less the

third paragraph. M. Giscard d'Estaing said that it

would be wrong to return to the concept of GDP.
The Belgian text must not mean that. Variations

in the order of magnitude would arise for every

country. Amounts taken at the border could not be
. . i =

™
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certainly be found but should not refer to custqmﬁ
dues. It was a matter of indifference whether
customs and levies were raised in Copenhagen in

London or on air or rail traffic. The Belgian

T

formula should only refer to budgetary means and not

to Community resources. Mr. Hartling recognised the

matter as a grave problem for the United Kingdom
and thought that the Belgian text was very useful.
The UK proposals need not run counter to the system
of own resources. M. Thorn entirely agreed about
customs receipts. It was necessary for Heads of
Government to be clear on what they had agreed before
drafting started. Mr. Callaghan said that the Brit

—— e CDAGTL,
Government did not wanté?naeiy a small perce"tagﬁiﬁi :

1 Shil

be taken into account,

Herr Schmidt said that it
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dealing with the residual budgetary arrangements!l
Council should define a mandate ﬁor the Commission
and then if an inequitable situation did arise the
parameters would apply. The German Government had
abandoned projections beyond one or two years. Mr b
Callaghan seemed to be certain that the future
difference would be large but he was not so sure. The
question of oil could make a big difference. Economic
forecasts and what happened in fact were often very
different. Germany had stopped basing policy on

forecasts for more than one or two years ahead.

but risks could not be taken if, as we expected, there

was a real disparity. He must be able to tell the
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he could accept parts of the Italian and Belgian

texts and perhaps an effort should be made to marry

them together.




