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1. T H E L O R D P R I V Y S E A L s a i d that the m o s t i m p o r t a n t i n t e r ­
national event i n recent weeks had been the c r i s i s i n P o l a n d . M a j o r 
concess ions had been made by the P o l i s h G o v e r n m e n t . B u t i n d u s t r i a l 
unres t continued and might g r o w i f some of the concess ions proved 
unworkable i n p r a c t i c e o r i f the author i t i e s under Soviet p r e s s u r e sought 
to d a w any of them back. L i t t l e was known about the new P o l i s h 
l e a d e r , M r K a n i a . The Soviet Government had no doubt been re luctant 
to contemplate m i l i t a r y in tervent i on i n P o l a n d i n the wake of the 
Afghanis tan c r i s i s , p a r t i c u l a r l y because the P o l i s h A r m y could be 
expected to r e s i s t . B u t the danger of such in tervent i on was by no means 
over ; i n C z e c h o s l o v a k i a i n 1968 i t had o c c u r r e d after a cons iderab le 
lapse of t i m e . B r i t a i n ' s publ ic stance was that c u r r e n t events i n 
P o l a n d were a n i n t e r n a l mat ter for the P o l e s a lone . M o r e d r a m a t i c 
warnings against Soviet in te rvent i on might be n e c e s s a r y i f i t became 
c l e a r that m i l i t a r y preparat i ons (which cou ld not be concealed) were 
afoot, but would be counter -produc t ive as things now stood. D i f f i c u l t 
p rob lems would a r i s e over the W e s t e r n response to P o l a n d ' s need f o r 
economic a s s i s t a n c e . The West G e r m a n s and A m e r i c a n s were a l r e a d y 
ind i cat ing read iness to he lp . 

T H E P R I M E M I N I S T E R , summing up a shor t d i s c u s s i o n , s a i d that 
developments i n P o l a n d were of except ional s ign i f i cance . Soviet 
i n t e r e s t s seemed c e r t a i n to suffer s e v e r e l y whatever happened. A n y 
cons iderat ion of B r i t i s h economic he lp to P o l a n d would have to take into 
account the fact that the E x p o r t C r e d i t s Guarantee Department was a l r e a d y 
more exposed there than i n any other country , and the v e r y l a r g e 
subsidy c u r r e n t l y i n v o l v e d i n bui ld ing ships i n B r i t a i n f o r the P o l i s h 
merchant navy . T h e r e were a l so con f l i c t ing p o l i t i c a l arguments about 
how f a r P o l a n d should or should not have to r e l y on Soviet r e s o u r c e s . 

T H E L O R D P R I V Y S E A L s a i d that the coup d'etat i n T u r k e y on 
12 September had probab ly been inev i tab le . The p o l i t i c a l s y s t e m had : 
fa i l ed to cope with the mounting d a i l y t o l l of p o l i t i c a l m u r d e r s and had 
been unable f o r f ive months to e lect a P r e s i d e n t . Another recent 
symptom had been the f o r c e d r e s i g n a t i o n of the F o r e i g n M i n i s t e r . 
Aga ins t t h i s background there was l i t t l e d i s p o s i t i o n among T u r k e y ' s 

i
a l l i e s to condemn the m i l i t a r y takeover . M i n i s t e r s of the E u r o p e a n 
C o m m u n i t y , meet ing i n P o l i t i c a l C o - o p e r a t i o n on 15 September , had 
avoided condemnation and agreed to continue economic a i d . But i t 
remained u n c e r t a i n whether the new r e g i m e would be able to r e s t o r e the 
country ' s economic hea l th , o r even to suppress t e r r o r i s m . 
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T H E L O R D P R I V Y S E A L sa id that dangerous s i tuat ions were 
developing i n Lebanon , on the P a l i s t i n i a n West Bank and on the I r a q -
I ran b o r d e r . The s i tuat ion i n S y r i a was c om pl i ca t ed by the agreement 
announced on union with L i b y a , which was expected to prove a dead 
l e t t e r un less the L i b y a n Government were p r e p a r e d to t r a n s f e r 
r e s o u r c e s on a l a r g e r scale than seemed l i k e l y . 

T H E L O R D P R I V Y S E A L sa id that the B r i t i s h E m b a s s y i n T e h r a n had 
been c l o s e d f o r the t ime being because of the r i s k of ho s tage- taking and 
because the E m b a s s y had been prevented f r o m c a r r y i n g out i t s n o r m a l 
functions eg i n r e l a t i o n to the four B r i t i s h subjects r e c e n t l y a r r e s t e d i n 
I ran . T h e r e had been some s l ight signs of p r o g r e s s over the A m e r i c a n 
hostages. But the prospects were o b s c u r e , not l eas t because of the 
i n c r e a s i n g f ragmentat ion of I r a n i a n p o l i t i c a l l i f e . 

T H E L O R D P R I V Y S E A L s a i d that the f ighting i n A fghanis tan continued 
with l i t t l e apparent change i n the s i tuat ion . A Soviet s o l d i e r who had 
defected to the Uni ted States E m b a s s y i n K a b u l and been i n t e r r o g a t e d 
with the help of a R u s s i a n - s p e a k i n g m e m b e r of the B r i t i s h E m b a s s y , 
bel ieved that the Soviet f o r ces were gaining the upper hand but had 
suffered 12-15, 000 f a t a l c a s u a l t i e s . In fact , t h e i r casua l t i e s were 
probably m u c h l o w e r , wi th 2 - 3 , 000 dead and about 5, 000 wounded. 

T H E L O R D P R I V Y S E A L sa id that i t was s t i l l f a r f r o m c l e a r what would 
happen i n the case of M r T e k e r e , the Government M i n i s t e r fac ing a 
charge of m u r d e r , who appeared to be g u i l t y although he had i n e r r o r 
k i l l e d the wrong m a n . A r m e d c lashes had o c c u r r e d between 
supporters of the P r i m e M i n i s t e r , M r Mugabe , and those of h i s m a i n 
r i v a l , M r N k o m o . It was d i s t u r b i n g that some f o r m e r g u e r r i l l a s now 
being d i s p e r s e d f r o m the i r A s s e m b l y P o i n t s were r e p o r t e d to be being 
al lowed to r e t a i n t h e i r a r m s . On balance , however , the B r i t i s h H i g h 
C o m m i s s i o n e r r e m a i n e d reasonab ly confident about the future . 

T H E P R I M E M I N I S T E R , summing up a b r i e f d i s c u s s i o n , s a i d that some 
p o l i t i c a l e m b a r r a s s m e n t might be invo lved i f l e g i s l a t i o n at W e s t m i n s t e r 
proved n e c e s s a r y as a r e s u l t of c u r r e n t p o l i t i c a l and const i tut iona l 
d i f f i cul t ies i n Canada . P a s t precedents , eg invo lv ing A u s t r a l i a , might 
offer some guidance. 
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The C a b i n e t •> 

T o o k note . 

2. T H E L O R D P R I V Y S E A L , r e p o r t i n g on the m e e t i n g of the C o u n c i l 
of M i n i s t e r s ( F o r e i g n A f f a i r s ) on 15-16 S e p t e m b e r , s a i d that owing to 
F r e n c h i n t r a n s i g e n c e , e s p e c i a l l y o v e r a c c e s s f o r sugar and beef , i t had 
o n l y been p o s s i b l e to a g r e e upon a n u n s a t i s f a c t o r y mandate f o r the 
negot ia t i on o v e r Z i m b a b w e ' s a c c e s s i o n to the L o m e C o n v e n t i o n . T h e 
C o m m i s s i o n had Sa id that they would p r e f e r to s t a r t negot iat ions on t h i s 
bas i s r a t h e r than have no mandate at a l l . He had t h e r e f o r e g i v e n h i s 
a g r e e m e n t but had f i r m l y r e g i s t e r e d the U n i t e d K i n g d o m ' s v i e w that the 
t e r m s be ing o f f e red to Z i m b a b w e w e r e inadequate and that we expected 
the m a t t e r to c ome back to the C o u n c i l . We had to be c a r e f u l not to 
u n d e r m i n e the C o m m i s s i o n ' s negot ia t ing p o s i t i o n but he h a d sent a 
s u i t a b l y w o r d e d m e s s a g e to the Z i m b a b w e G o v e r n m e n t e n c o u r a g i n g t h e m 
to en te r in to negot ia t ions w i t h a v i e w to e v e n t u a l l y r e a c h i n g a s a t i s f a c t o r y 
se t t l ement . It was c l e a r that Z i m b a b w e wou ld not j o i n the L o m e 
C o n v e n t i o n without an adequate quota f o r sugar such as i t had enjoyed 
under the f o r m e r C o m m o n w e a l t h Sugar A g r e e m e n t . 

Some p r o g r e s s had been made i n a g r e e i n g upon the type of p r o g r a m m e 
w h i c h wou ld be a s s i s t e d under the a r r a n g e m e n t s to reduce our net 
c o n t r i b u t i o n to the C o m m u n i t y budget, but no a g r e e m e n t had been r e a c h e d 
on the p r o c e d u r e by w h i c h the p r o g r a m m e s would be a p p r o v e d . We 
f a v o u r e d a consu l ta t ive p r o c e d u r e w i t h the m e m b e r states wh i l e F r a n c e 
was a s k i n g that the p r o g r a m m e s should r e q u i r e the unan imous a p p r o v a l 
of the m e m b e r s ta tes . A c o m p r o m i s e h a d been p r o p o s e d under w h i c h 
the p r o g r a m m e s would be a p p r o v e d u n l e s s a m a j o r i t y of m e m b e r states 
was aga ins t t h e m . T h e r e were i n d i c a t i o n s that the F r e n c h wanted to 
wi thho ld t h e i r a g r e e m e n t to the budget r e g u l a t i o n s to put p r e s s u r e on us 
over the f i s h e r i e s nego t ia t i ons . We were not w i l l i n g to accept a l i n k 
e i t h e r w i t h f i s h e r i e s o r w i t h next y e a r ' s a g r i c u l t u r a l p r i c e f i x i n g . 
T h e s e ques t i ons would be d i s c u s s e d f u r t h e r at the A n g l o - F r e n c h S u m m i t 
m e e t i n g on 19 S e p t e m b e r . 

The C o u n c i l had not been able to a g r e e upon f i n a n c i a l a i d to P o r t u g a l . It 
had been d e c i d e d that , because of her e x c e p t i o n a l s i t u a t i o n , the 
C o m m u n i t y wou ld of fer P o r t u g a l f i n a n c i a l h e l p p r i o r to h e r a c c e s s i o n . 
The P o r t u g u e s e and the C o m m i s s i o n had suggested amounts w h i c h were 
unacceptab ly h i g h . D u r i n g the C o u n c i l m e e t i n g , the L u x e m b o u r g 
P r e s i d e n c y had suggested a f i g u r e o f 275 m i l l i o n un i ts of account (mua) 
of w h i c h 125 m u a would be i n the f o r m of a i d and 150 m u a i n the f o r m of 
loans f r o m the E u r o p e a n Investment B a n k ( E I B ) , but the P o r t u g u e s e had 
i n d i c a t e d that t h i s was inadequate . N e i t h e r we n o r the F r e n c h had 
accepted these f i g u r e s . We p a r t i c u l a r l y w i s h e d to see a h i g h e r 
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p r o p o r t i o n g i v e n i n the f o r m of l o a n s . T h i s would now be c o n s i d e r e d 
by the G o v e r n o r s of the E I B . The C o u n c i l would be under p r e s s u r e to 
take a d e c i s i o n at i t s next m e e t i n g i n v i e w o f the i m p e n d i n g P r e s i d e n t i a l 
e l e c t i ons i n P o r t u g a l . 

The L o r d P r i v y S e a l a l s o r e p o r t e d that the F r e n c h w e r e m a k i n g 
d i f f i c u l t i e s o v e r the negot ia t i ons w i t h N e w Z e a l a n d and other s u p p l i e r s 
of sheepmeat to the C o m m u n i t y m a r k e t and o v e r the a r r a n g e m e n t s f o r 
i m p o r t s of N e w Z e a l a n d b u t t e r . In the l a t t e r c a s e , the F r e n c h had 
sought to o v e r t u r n a d e c i s i o n w h i c h h a d been t a k e n by the C o u n c i l of 
M i n i s t e r s ( A g r i c u l t u r e ) i n J u l y . C o m m i s s i o n e r Gunctelach, f o l l o w i n g 
ta lks i n P a r i s , was now o p t i m i s t i c that the outstanding quest ions on 
sheepmeat c o u l d be se t t l ed at the A g r i c u l t u r e C o u n c i l l a t e r i n the m o n t h 
and that a g r e e m e n t cou ld be r e a c h e d on a r r a n g e m e n t s f o r N e w Z e a l a n d 
butter i m p o r t s i n 1980. 

In a b r i e f d i s c u s s i o n i t was noted that these quest i ons wou ld be p u r s u e d 
at the f o r t h c o m i n g A n g l o - F r e n c h S u m m i t . It was of v i t a l i m p o r t a n c e to 
our own p r o d u c e r s that the C o m m u n i t y sheepmeat a r r a n g e m e n t s shou ld 
come into o p e r a t i o n i n O c t o b e r . 

T H E S E C R E T A R Y O F S T A T E F O R S O C I A L S E R V I C E S s a i d that we had 
been ob l iged to change our r e q u i r e m e n t s f o r the language q u a l i f i c a t i o n s 
for E u r o p e a n d o c t o r s and n u r s e s p r a c t i s i n g i n the U n i t e d K i n g d o m s ince 
the L a w O f f i c e r s had a d v i s e d that they would p r o b a b l y be found to 
contravene the p r o v i s i o n s of the T r e a t y of R o m e i f a case were taken to 
the E u r o p e a n C o u r t . We were now at tach ing the language r e q u i r e m e n t 
to the cond i t i ons of s e r v i c e f o r w o r k i n the N a t i o n a l H e a l t h S e r v i c e . 
The p r a c t i c a l consequences of the change would not be s e r i o u s , but i t was 
l i k e l y to provoke p u b l i c c r i t i c i s m of the C o m m u n i t y . 

The C a b i n e t -

T o o k note . 

CONFIDENTIAL 



3. T H E S E C R E T A R Y O F S T A T E F O R E M P L O Y M E N T sa id that i t 
now seemed probable that the T r a n s p o r t and G e n e r a l W o r k e r s Union 
( T G W U ) would w i thdraw t h e i r threat of a nat ional dock s t r i k e over 
redundancies i n the P o r t of L i v e r p o o l . The e m p l o y e r s had agreed wi th 
the T G W U that the redundant w o r k e r s should not be p laced on the 
T e m p o r a r y Unattached R e g i s t e r w h i c h would continue to be used on ly 
under the t e r m s of the 1972 A ld ington*Jones agreement . T h e y had a l so 
of fered i m p r o v e d severance a r rangements . A s a r e s u l t the M e r s e y 
Docks and H a r b o u r Company ( M D H C ) would have to take on those 
redundant w o r k e r s who d i d not accept severance t e r m s and they would 
then have up to 800 m e n surp lus to t h e i r r e q u i r e m e n t s . They had 
agreed to do t h i s i n response to a n a s s u r a n c e that the cos ts of tak ing on 
these w o r k e r s would be taken into account b y the Government i n the 
c u r r e n t r e v i e w of t h e i r financial p o s i t i o n . A t some l a t e r stage, i f a 
suitable opportunity a r o s e , he would w i s h to put f o r w a r d proposa l s for 
the r e p e a l of the D o c k w o r k e r s R e g u l a t i o n A c t 1976. 

T H E M I N I S T E R O F T R A N S P O R T s a i d that he would put f o r w a r d 
proposa ls l a t e r on the f inanc ing of the M D H C . 

The Cabinet -

1. Took note. 

T H E H O M E S E C R E T A R Y sa id that , w i th the agreement of the S e c r e t a r y 
of State f o r W a l e s , he had announced on 17 September that the G o v e r n ­
ment would w i thdraw i t s p lans to share W e l s h language p r o g r a m m e s 
between two t e l e v i s i o n channels . Instead the p r o g r a m m e s would , for 
an e x p e r i m e n t a l p e r i o d of three y e a r s , be broadcast on one channel , as 
had been proposed i n the P a r t y Mani f es to , He s t i l l thought that the 
prev ious p lans were pre f e rab le but he had agreed to change them i n 
response to r e p r e s e n t a t i o n s , put to h i m by L o r d C l e d w y n and o t h e r s , of 
the v i e w s of i n f o r m e d and respons ib l e opinion i n W a l e s . The change 
would have the advantages of avo id ing a l i k e l y defeat i n the House of 
L o r d s d u r i n g the C o m m i t t e e Stage of the B r o a d c a s t i n g B i l l and of 
persuading M r Gwynfor E v a n s , the l e a d e r of P l a i d C y m r u , to wi thdraw 
his threat to fast to death. 

T H E S E C R E T A R Y O F S T A T E F O R W A L E S sa id that he had made c l e a r 
to the P r e s s that the change had been made i n response not to v io lence 
but to moderate opinion fo l lowing v e r y wide consultat ions i n W a l e s . 
T h i s had been g e n e r a l l y w e l l r e c e i v e d . F u r t h e r work would be 
n e c e s s a r y to ensure that the a r r a n g e m e n t s f o r f inanc ing the new s e r v i c e 
were adequate. 
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The C a b i n e t -

2. Took note . 

T H E C H A N C E L L O R O F T H E E X C H E Q U E R s a i d that the i n c r e a s e s i n 
the m o n e y supply r e p o r t e d f o r J u l y and A u g u s t w e r e l a r g e l y a t t r i b u t a b l e 
to the r e m o v a l of the " c o r s e t " a r r a n g e m e n t s i n t r o d u c e d by the l a s t 
G o v e r n m e n t : T h e u n d e r l y i n g rate of m o n e t a r y g r o w t h was n e v e r t h e l e s s 
above the t a r g e t r a n g e , and i t Was c r u c i a l to the c r e d i b i l i t y of the 
G o v e r n m e n t ' s e c o n o m i c p o l i c i e s that i t should be brought back on c o u r s e . 

A t the same t i m e p r i v a t e sec tor m a n u f a c t u r i n g f i r m s were under 
f o r m i d a b l e p r e s s u r e , and were c o m p l a i n i n g of h i g h exchange and 
i n t e r e s t r a t e s and of the cont inu ing h i g h l e v e l of p u b l i c e x p e n d i t u r e . 
T h e r e w e r e however l i m i t a t i o n s to the p o s s i b i l i t i e s f o r a c t i o n to reduce 
the exchange r a t e . Its p r e s e n t l e v e l was l a r g e l y a func t i on of N o r t h Sea 
o i l r e v e n u e s , of h igh i n t e r e s t r a t e s and of conf idence i n the 
G o v e r n m e n t ' s p o l i c i e s . M o r e o v e r a s t rong pound was h e l p f u l i n 
r e d u c i n g the r a t e of i n f l a t i o n . T h e r e w e r e d i f f i c u l t i e s , t oo , i n b r i n g i n g 
down i n t e r e s t r a t e s , w h i c h i n p a r t r e f l e c t e d h i g h i n t e r e s t r a t e s w o r l d ­
wide . A n y p r e m a t u r e r e d u c t i o n , i n advance of i m p r o v e d m o n e t a r y 
p r o s p e c t s , c ou ld m a k e p r o b l e m s w o r s e and r e q u i r e m o r e p a i n f u l steps 
to get back on c o u r s e . T h e r e c e n t d e c i s i o n to s e l l m o r e i n d e x - l i n k e d 
savings c e r t i f i c a t e s ( " G r a n n y B o n d s " ) should a t t r a c t a d d i t i o n a l sav ings 
f r o m the p e r s o n a l s e c t o r and so be h e l p f u l to the p r o s p e c t s of r e d u c i n g 
i n t e r e s t r a t e s . He c o u l d not yet s a y however when i n t e r e s t r a t e s would 
come down a n d , i n the m e a n t i m e , i t was i m p o r t a n t not to encourage 
specu lat ion o v e r the t i m i n g and s i ze of any d e c r e a s e . 

If the m o n e y supp ly t a r g e t s w e r e to be m e t , and i n t e r e s t r a t e s brought 
down, i t w o u l d be e s s e n t i a l to keep c o n t r o l of the C e n t r a l G o v e r n m e n t 
B o r r o w i n g R e q u i r e m e n t ( C G B R ) and the P u b l i c S e c t o r B o r r o w i n g 
R e q u i r e m e n t ( P S B R ) , and f o r the m a r k e t s to be c o n v i n c e d that t h i s was 
happening. In p a r t the p r e s e n t u n d e r l y i n g rate of the m o n e t a r y g r o w t h 
r e f l e c t e d the h igh l e v e l of G o v e r n m e n t b o r r o w i n g i n the f i r s t p a r t of the 
year - i n the f i r s t f i v e months the C G B R had been £7 b i l l i o n c o m p a r e d 
with £9. 3 b i l l i o n f o r e c a s t f o r the whole y e a r ; and i n the f i r s t three 
months the P S B R had been £4 . 5 b i l l i o n aga ins t £8 . 5 b i l l i o n f o r e c a s t f o r 
the y e a r . T o an extent the f i g u r e s r e p r e s e n t e d a s e a s o n a l e l e m e n t i n 
the p a t t e r n of b o r r o w i n g and a n u m b e r of m a j o r r e c e i p t s of revenue 
were due i n the second h a l f of the y e a r . It n e v e r t h e l e s s r e m a i n e d 
e s s e n t i a l to l ook f o r a l l p o s s i b l e sav ings i n the c u r r e n t y e a r where 
prospec t ive o v e r r u n s of expend i ture b y the n a t i o n a l i s e d i n d u s t r i e s 
r e p r e s e n t e d a p a r t i c u l a r p r o b l e m . F o r 1981-82 to 1983-84 i t was 
e s s e n t i a l to ach ieve the ob jec t ive of conta in ing p u b l i c expend i ture 
w i th in the net to ta l s i n the l a s t P u b l i c E x p e n d i t u r e Whi te P a p e r , 
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C m n d 7841, as reduced by the E u r o p e a n C o m m u n i t y sett lement . The 
Cabinet would be cons ider ing these m a t t e r s i n the fo l lowing month . 
Reach ing the object ive and accommodat ing any add i t i ona l b ids wh i ch 
might be put f o r w a r d would necess i tate m a k i n g at l eas t the net cuts 
proposed by the C h i e f S e c r e t a r y , T r e a s u r y , i n the s u m m e r and he could 
not exclude the p o s s i b i l i t y of a need to a s k co l leagues to go fur ther than 
t h i s . It was a l so c r u c i a l to c o n t r o l pub l i c sector pay and to b r i n g i t 
into l ine with the much m o r e modest expectations now apparent i n the 
pr ivate sec tor . Otherwise pa infu l cuts i n publ ic expenditure 
p r o g r a m m e s would i n effect be f inanc ing excess ive publ i c sector pay. 

In d i s c u s s i o n the f o l l owing points were made -

a . Whi l e the present h igh i n t e r e s t r a t e s were undoubtedly one 
of the fac tors c o n s t r a i n i n g the pr iva te se c to r , f o r m a n y 
companies i n c r e a s e s i n t h e i r i n t e r e s t costs were i n s i g n i f i c a n t by 
c o m p a r i s o n with i n c r e a s e s i n t h e i r wage cos ts . 

b . The a d m i n i s t r a t i v e and c l e r i c a l staff of the N a t i o n a l 
H e a l t h S e r v i c e had t r a d i t i o n a l l y based t h e i r pay c l a i m s on 
c o m p a r i s o n s w i th analogous C i v i l S e r v i c e g rades . F o r th i s 
year however they had now accepted a sett lement be low that f o r 
those analogues and w i t h i n the cash l i m i t apply ing to the 
Nat i ona l Hea l th S e r v i c e . T h i s was a s ign i f i cant development 
whi ch should serve as a good precedent f o r other publ i c sector 
set t lements . It showed that the G o v e r n m e n t ' s d e t e r m i n e d 
ef forts to reduce expectat ions i n the publ i c sector were 
beginning to bear f r u i t . 

The Cabinet -

3. Took note. 

T H E S E C R E T A R Y O F S T A T E F O R T H E E N V I R O N M E N T sa id that he 
would announce l a t e r i n the day h is p roposa l s for dea l ing with o v e r -

e spending i n 1980-81 by l o c a l author i t i e s i n E n g l a n d and W a l e s . In the 
l ight of the r e v i s e d budgets submitted to h i m , and with a l lowance f o r 
probable s h o r t f a l l , he had a s s u m e d that they might be overspent by 
around £200 m i l l i o n by the end of 1980-81. He proposed to adjust the 
sums payable under the f i r s t Increase O r d e r i n respec t of the 1980-81 

8 ' Rate Support G r a n t a c c o r d i n g l y on the understanding that the sums 
deducted might be r e i n s t a t e d at the second Increase O r d e r i n the l i gh t of 
actual expenditure p e r f o r m a n c e . T h i s ac t i on was i n d i s c r i m i n a t e 
between author i t i es but i t had the advantage of g iv ing them e v e r y 
incentive to meet t h e i r targe t s . He was a l s o taking ac t i on to reduce the 
grants a v a i l a b l e to a number of h i g h - r a t i n g a u t h o r i t i e s . In addit ion to 
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these m e a s u r e s , which had b t o n approved by the M i n i s t e r i a l 
Commit tee on E c o n o m i c Strategy , he proposed to p u b l i s h the f i gures f o r 
each author i ty r a t h e r than, as p r e v i o u s l y , to give nat ional t o t a l s . 
T h i s would undoubtedly cause a s t o r m but would have the advantage of 
showing c l e a r l y wh i ch a u t h o r i t i e s were overspending . In g e n e r a l the 
per formance of the C o n s e r v a t i v e - c o n t r o l l e d author i t i es c ompared w e l l 
with others and he was confident that the m a j o r i t y of them would end the 
year on target , though some of them would be shown to be overspending 
cons iderab ly . The la tes t r e t u r n s of manpower reduct ions i n the l o c a l 
author i t ies were h igh ly encouraging The reduct ion of 29, 000 i n the 
las t year was the highest annual drop ever and a reduct i on of 12, 000 i n 
the l a s t q u a r t e r would be probab ly exceeded i n the coming q u a r t e r . 

The Cabinet -

4. Took note. 

4. The Cabinet c ons idered a m e m o r a n d u m by the L o r d P r e s i d e n t of 
the C o u n c i l (C(80) 53) seeking a d e c i s i o n on whether the Uni ted K i n g d o m 
should chal lenge i n the E u r o p e a n C o u r t of J u s t i c e a C o m m i s s i o n 
D i r e c t i v e , adopted under A r t i c l e 90(3) of the T r e a t y of R o m e , a i m e d at 
br inging greater t r a n s p a r e n c y into the f i n a n c i a l r e l a t i o n s between the 
member states and t h e i r publ i c undertak ings . 

T H E L O R D P R E S I D E N T O F T H E C O U N C I L sa id that a d e c i s i o n was 
urgent because , i f we wanted to chal lenge the D i r e c t i v e , we would have 
to inst i tute proceedings no l a t e r than 22 September to meet the t w o -
month deadl ine p r e s c r i b e d i n A r t i c l e 173 of the T r e a t y . D r a f t 
pleadings had been p r e p a r e d on a contingency b a s i s . The D i r e c t i v e 
enabled the C o m m i s s i o n to examine the f i n a n c i a l r e l a t i o n s between 
member states and t h e i r publ i c sector undertakings i n o r d e r to a s s e s s 
whether any nat ional a ids or subs id ies had been granted c o n t r a r y to the 
prov is ions of the T r e a t y . Its adoption had created a con f l i c t , which the 
Sub -Commit tee on E u r o p e a n Quest ions of the Defence and O v e r s e a P o l i c y 
Committee had been unable to r e s o l v e , between our i n d u s t r i a l and 
c o m m e r c i a l i n t e r e s t i n support ing a m e a s u r e which could he lp to 
improve our i n d u s t r i e s ' compet i t iveness and our const i tut ional and l e g a l 
interest i n seeing that the C o m m i s s i o n d i d not gain power at the expense 
of the C o u n c i l of M i n i s t e r s . The case against a challenge centred on 
the fact that, s ince the G o v e r n m e n t ' s r e l a t i o n s with the publ i c sector 
were a l r e a d y m u c h m o r e t ransparent than was the case i n other m e m b e r 
state 8, we had nothing to l ose and m u c h to ga in f r o m l e t t ing the 
C o m m i s s i o n probe into the hidden subs id ies prov ided b y F r a n c e and 
Italy i n p a r t i c u l a r . T h e r e was no prospec t of the C o u n c i l tak ing 
s i m i l a r act ion i t s e l f because F r a n c e and I ta ly would veto i t . The case 
for a challenge turned e s s e n t i a l l y on the argument that i t was c o n t r a r y 
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to our b r o a d e r i n t e r e s t to acquiesce i n an extens ion of the C o m m i s s i o n ' s 
powers at the expense of the C o u n c i l . The S o l i c i t o r G e n e r a l had 
adv ised that we had a substant ia l and respectable case to put before the 
C o u r t and that we had a good f ighting chance of succeeding. Since the 
d i s c u s s i o n i n the M i n i s t e r i a l S u b - C o m m i t t e e on E u r o p e a n Quest ions i t 
had become c l e a r that both F r a n c e and I ta ly intended to chal lenge the 
D i r e c t i v e t h e m s e l v e s . It was therefore open to us to take no a c t i o n , 
l eav ing the I ta l ians and F r e n c h to b r i n g the i s sue to the C o u r t ; to 
intervene l a t e r i n t h e i r a c t i ons , i n which event the t e r m s of our i n t e r ­
vention would to a l a r g e extent be dictated by the pleadings of the p a r t i e s 
to the c a s e ; o r to mount a d i r e c t chal lenge o u r s e l v e s before 
22 September . He i n v i t e d the Cab inet to decide which of these c o u r s e s 
best a c corded wi th our nat iona l i n t e r e s t . 

In d i s c u s s i o n i t was argued that we should find i t h a r d to e x p l a i n to our 
i n d u s t r i e s , who were m u c h concerned about the un fa i r compet i t i on they 
suffered as a r e s u l t of concealed subs id ies granted by other m e m b e r 
states, why we were seeking to prevent the C o m m i s s i o n inves t igat ing 
the v e r y p r a c t i c e s wh i ch h a r m e d t h e i r c o m m e r c i a l p r o s p e c t s . It would 
be a l l the m o r e qu ixo t i c for the Uni ted K i n g d o m to take i s s u e with the 
C o m m i s s i o n on a D i r e c t i v e w h i c h helped us now that i t was c l e a r that i t 
would be chal lenged anyway by I ta ly and F r a n c e . We could have the 
best of both w o r l d s i n a l l ow ing them to m a k e the r u n n i n g , which would 
ensure that the l e g a l case was tested , while at the same t i m e ga in ing 
p o l i t i c a l advantage wi th our i n d u s t r y and a g r i c u l t u r e . The substance 
of the D i r e c t i v e as i t stood would benefit our i n d u s t r y , whi le the 
re la t ive openness of our s y s t e m meant that we would have m u c h l e s s to 
fear than other m e m b e r states f r o m any future extens ion of i t s scope. 
It was i n any event d i f f i cu l t to envisage any a r e a s i n which the 
implementat ion of the D i r e c t i v e or any l i k e l y extens ion of i t would affect 
us a d v e r s e l y i n p r a c t i c e . 

On the other hand , i t was argued that the D i r e c t i v e r a i s e d l o n g - t e r m 
const i tut ional and p o l i t i c a l i s s u e s which should outweigh any s h o r t - t e r m 
advantage the D i r e c t i v e might b r i n g to our i n d u s t r y . The i m p l i c a t i o n s 
of the D i r e c t i v e went f a r wider than i t s questionable v i r e s , f or i f i t went 
unchecked i t would mean that the C o m m i s s i o n would have the power to 
make l a w , not j u s t to po l i ce i t , without being subject to a C o u n c i l veto 
or the need to consult the E u r o p e a n P a r l i a m e n t , i n a l l a r e a s affecting 
public under tak ings . M o r e o v e r A r t i c l e 90, on whi ch the D i r e c t i v e was 
based, d i d not r e f e r to state a ids a lone : i t a p p l i e d to a l l the r u l e s of the 
Treaty . The D i r e c t i v e would thus s e r i o u s l y pre jud ice the e x i s t i n g 
ins t i tut i ona l balance i n the C o m m u n i t y , whi le the extens ion of the 
C o m m i s s i o n ' s powers i n th is field would be seen i n th i s country as a 
further e r o s i o n of the author i ty of P a r l i a m e n t and the G o v e r n m e n t . 
There would be c r i t i c i s m i f we le t the m a t t e r pass unchal lenged whi le 
P a r l i a m e n t was i n R e c e s s . M o r e o v e r , we could not be sure e i ther 
that the F r e n c h and I ta l ians would mount an effective case against the 
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D i r e c t i v e o r that i t would not be amended o r extended i n future i n ways 
that would be i n i m i c a l to our i n t e r e s t s . It should not be too d i f f i cu l t to 
convince our i n d u s t r y that i t was i n t h e i r l o n g - t e r m i n t e r e s t s as w e l l as 
the G o v e r n m e n t ' s f o r the C o m m i s s i o n ' s powers to be tested i n the C o u r t . 

T H E P R I M E M I N I S T E R , summing up the d i s c u s s i o n , s a i d that the 
preponderant op in ion i n the Cab inet was that we should not l e t the 
D i r e c t i v e go unchal lenged and that i t would be unwise to leave the F r e n c h 
and I ta l ians to take the i s s u e to the C o u r t on grounds of t h e i r choos ing . 

The Cabinet -

Invited the S o l i c i t o r G e n e r a l , i n consul tat ion w i th the 
L o r d P r i v y S e a l , to a r r a n g e f o r the United K i n g d o m 
to ins t i tute proceedings aga inst the D i r e c t i v e i n the 
E u r o p e a n C o u r t of J u s t i c e under A r t i c l e 173 of the 
T r e a t y of R o m e before 22 September . 

Cabinet Office 

18 September 1980 
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