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EUROPEAN COUNCIL = -
~ ROME RS g
25 MARCH 1977 . -~ - = N3 et

Nn-g c‘F‘!Trt- FIRST SESSION A5 /s:.e

Heads of State and Government and Forelgn Minieters

entered progressﬂ]ly- ‘Journalists M d'. C \7

~closed in when most delegations were seated. Lights i

 dimmed and jostling Journallsts slowly edged out of the

room. The Danish delegatlon arrlved at 1532. _The

Prime Mlnlster opened the- meeting.
o ADER o Dus)mEss

The "Prime Mlnister said he had" already spoken

T

informally to most of his colleagues about the day s

business. He suggested that they should aim to conclude
the first session at 7.30, unless there were need to

pfolong it. This was agreed.

REPOART ofF NEETING WITIA kKTudl

The Prime Minister said it was customary for the
(Vg Lf'-""“’

Pre51dent of the Coun011 to_start by giving an account

of his meeting w1th the European Trades Uhlon Congress
(ETUC). The ETUC President and delegation had called on
him that morning in Rome and given him a Memoranduﬁ,vof
which the.other members.d?)the Council.elready had copies
The ETUC were concerned at the economic situation of the
Community and in particular that the targets seﬁ at fhe
last Tripartite Conference had not been met. In fact
they considered that no progress had been made toeards;
them and thatlconcrete and tangible progress was now .

needed. - They were preparing for a new Tripartite

- Conference in June. They had emphasised that in the

" - Jeyes
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eyes of many of their members it had not'beenTEasy to

start on a path of 1nst1tut10nallsed cooperation w1th
Government and management and they must have some‘
progress to show for it. They con51dered economic =

growth to be the key. They had Sp601f18d the problem of

, unemployment among school leavers. They con51dered that

current unemployment prohlems were partly structural and

needed special’ treatment. Mr-&aé&aghan had replled that
‘Vﬁ/vk/\/\/ <

the Communlty Governments did not intend to use unemploymen

as a road out of rece331on and would not be content to

live with unemployment as a permanent featnre. This

seemed to be the main point the ETUC wanted to hear.
comnumniTy REQARESENTATIeN AT DowmniNe ST, Sone T
- The Prime- Mlnlster then referred to the Agenda,
== W
for-whloh the Preeldency had c1rcu1ated an annotated

list of suggestions. Before dlscu551ng this however,
he recognised that some members would W1sh to refer to
matters connected with the summlt conference to be held
at Downing‘étreet:in'May.. There were_questions or %
substance but also of the partifipation of the éommiSSion.
He would like to propose that the Connoil should agree
that they would take a decision aboht the Commission's
participation.before.the ehd of their meetingtin Rome;
but that, in order that they should not give—the press
oncEn b say that the whole afternoon had been spent -
on discussion and possibly disagreement aboutﬂthis,‘they
should have a brief opportunitj‘to regieterjcomments
.now and return to the question in private discnesion :
after dinner. ' ; L ety ok i ;
- /1540 Mr .
2
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Mr Den Uyl (Netherlands Prime Minister) said that

.. _the Netherlands Government among other governments
e Jregarde &s one of extreme 1mportance and the

Netherlands Parllament had expressed ‘itself in clear

terms. A solutlon mist be found at this COUDCll. He
could agree. with Mr Callaghan‘s suggestion for procedure,.
on the essumptlon that assolution would he reached which °
- would alow the'views of the Community to be properly
- expressed at the London conference. The decision taken
tonlght should be formally reglstered at the Saturday
morning session.

- 1543 Mr Tindemans (Belglan Prime Minlster) agreed to

the proposed procedure. As Mr Den Uyl had spoken of
the substance he must also say that the Belgian Governmen
attached great imﬁortanee to the representation of the
bommunity (it was the Community, not the Commission,
which was at issue) at a conference where subjects : 3
proper to the Commnity were being discussed. l

Mr. Thorn (Iuxembourg Prime and Foreign Minister)
gaid that the Community must be represented and
_subordlnately the Commission. It was 1mportant to
reacn a decision this evening and other agreements might
be called in question, depending on the nature of that
aecieion. . . : : :

lr Cosgrave (Prime Minister of Ireland) agreed with
what had size=dy been said. : ; . ,

r

Mr Joergensen (Prime Minister of Denmark) agreed %
:

with the procedure.' He would prefer both the Commlssio:

and the Presidency to be represented at the London

conference.

IR 0 fagse [ ... CONFIDENTIAL : 4215
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1

I Andreottl (Prlme Mlnlster of Italy) agreed

3= Fls o ¥-It was important for the Heads of State and Government

1_to talk informally together and thie wae not the ohly
problem they had to tackle ' s B

e N

1546 sace Phe Prime Minieter summed up that it was agreed to

‘;-., ffa&, ?

dlscuss the question.&hts evenlng and that the CounC11

i gl
Tt

would (not merely endeavour to) reach a conclusion.' Many
“of those who. had spoken wished both the Community and |
-;the Comm1331on to be represented at the London conference.
Ehe deelsion would be confirmed at tomorrow's meetlng
The Prlme Minister then asked if the Presidenoy

AN
annotated agenda was agreeable, and this was agreed

He suggested that Mr Den Uyl might 11ke to open the
‘discussion on the first item, the World Economic and

Monetary Situation.

CONFIDENTIAL
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WQRLD ECONOMIC AND MONETARY SITUATlONV

A A ~h.r :
e Mr Den le saisthe recovery from worl& rece381on

.had slowed down in the second half of 1976 and unemployment
increased: only in one country had inflation been kept 4
.w1thln healthy limits. But we should be cautious about_
calls for expaneion._ A revival of inflation would.ye.'
dangerous for all. 0il prlces were still increasing‘

and enormous 011 producer surpluses were not yet being
1nvested in the right places; His conclusions were that:_
i firstlg there enould be discussion with the o0il ° -
producers about investment; eeccndly)IMT new facilities
should be extended, especially to increase therpurchasing
A power of southern Europe and Latln Amerlca° thirdly,

thet the success of the North/South dialogue was

e e —

- essential to world economic recovery. On unemployment

P

Mr Den Ugl found the Presmdenggfgéeful. Since unemploy-
mentdwas structural, investment must be new and select1Ve13
dlrected to job creation. If there were another Tripartite
Conference, the unions would be certain to ask for a
brake on'labour—saving technology, and intensification
of 1abour creation. Commission proposale should
‘concentrate on better distribution of labour, for
example, reduction of retirement age. They ehould aleo

seek improvemente in sectors where there was over—

capacity, such as steel and shipbuilding He regretted

P Y W TR T

that President Giscard's propoaale on energy eeving had
not been followed up. Finally, he commenﬂed Mr

Duissenberg's ideas on closer economic and monetary

.‘cooperation.. L . :
' : 5 /1605 Mr -
CONFIDENTIAL S
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Mr Jenkins (President of the Commission) said he
had deliberately produced a short paper and would give
it a ghOrt iptqbducfidn;'7Unéﬁpioyment was more uniform
in Comﬁunity‘éountrieé théﬁvinfiation.or-béiaﬁce of-
payments problems and co—ordlnated effort was needed to
deal w1th 8.5, In all countries investment was 1agging
behind tﬁelnéed_for-jqbiq;éation. Confidence must be
restpféa andL?he Gotmtgnion believed the Commﬁnity could
assist through‘instrumenté‘it already possessed, |
especially by making use of its high credit rating for
raising and lending ﬁoney. At present Community 1endiné
was eitﬁer for general balance of payments reaséns,Aor
for specific but limited sectors such as those provided
by tﬁe ECSC. In future the Comm1331on hoped there could
be a middle course, comblnlng balance of payments
assistance to weaker currency countries and well thought
out investment - eg in manufacture and 1nfra—structure——
in SPElelC sectors. These would be accompanied by
the general macro—economic dlsclpllnes that go with
balance of payments loans. In this context he would
wish to suggest that *the-reference in the penultimate

paragraph of the Presidency draft igr;aéstatément should

: be widened to ask the Commission to consider how all the

Community instruments could be used. At present it
referred only to the European Investment Bank, Whicﬁ _
was limited by its 2.5 : 1 gearing ratio. he understood
that there was some opposition to G significant

increase in its capital in the near future. The 2

'Community needed ways to use its credit rating to

develop within itself somsthing like Marshall anﬂ
6 ' /financing
CONFIDENTIATL
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|
|
.with bad ones and there were signs that 1977 would be |
: - |

CONFIDENTIAL

financing. In the North/South Dialogue, the Commuhityﬁs
appreaeh should ﬁngiifind a non-inflationary.stimulating
effect on world trade: this ‘was the only way to win the‘
battle agalnst protectlonlsm.

13

The Prime Minister said the Presidency draft

statement had been primarily intended to stimulate

comment, though he personally felt public oplnlon would
expect the Council to say something about 1nf1ation and
unemployment.r He would be grateful Ak each of those who
sﬁoke-could comment on this point. Officials might

. al

then consider the draftthge—evea&néa so that the CouncLl

could look at it agalnzﬁgmeraeﬁa ' : z

M. Giscard d'Estaing (Pre31dent of France) Sald

that on the last point he agreed ‘that experts should
examine the‘draft'this evening so that the Council could |
decide tomorrow whether to adopt it. He welcomed the
first appearance at the Council of Mr Jenkiﬁs, who,

with Community tact, had been placed next to the French

-delegation. On the economic situation he qhéred the

views expressed by ¥$ Den U¥1,and Mr Jenkins and
could therefore be brief. Since their last meeting, it
had become even.clearer that the 1976 grbwth-rate had

.been 1ower than predicted, and unemployment was still

h1ghi° in monetary terms, good years seemed to alternate"

better than 1976. However, economic forecasts were as
.du et it

fragile aseqpinianﬂpollsz;h-pre&ie*ingu*ho-reéu&isnbf

-—

ﬂiLactinns% Uncertainties still hung over the scene-.

particularly over energy, and the rise in raw material

prlces - especially tropical products, which together ]
CONFIDENTIAT,  Venounieg
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amounted to a qua;ﬁer of the o0il bill. 'Entire'sectors,

_such as steel and shipbuilding, were threatened: in

__France a one per cent drop in the steel prlce 1nvolved

e 1ay1ng off af 6, 000 workers. What conc1u31ons A ;' 
should be drawn for Commmunity actlon9 Flrstly, although

surplus countries, such as the. FRG, should not be

.pushed into arbltrary exgan31on, the Communlty needed

growth. Secondly, the Communmy should: reduce its

dependence on out31de sources of energy. He had written

at length on this subject to President Carter,_who Lad

replled agreeing that this was essentlal to the =3
stablllsatlon of the world economy. (In a dlgre531on
President Giscard said it was not a gquestion of the
form of participation of the Community in iﬁternéfional
conferences that mattered, but what they should say.) .’
Thirdly, the Community required a policy 6n‘emp}oymenﬁ,
particularly affecting the young and women. He had
taken note of the Presidency document and agreed that

& we should sfudy carefully action that could be taken at

the Community level: for example, by use of the Social
Fund. Fourthly, confidence must be restored and to this
end we should :es:st the target of Economic and Ebnetary

- Union (EMU). This could not e the immed te target

but should be taken up again at a suitable moment in the

‘not too distant future. Beyond this President Giscard -
g
- suggested the Community should study the re-cycling of

balance of payments surpluses; and should consider how
the Commission's power to regulate competition could be
ensured: there was an increasing risk of 1nterna1 7
. /protectionism -

CONFIDENTIAL
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protectionism as individual Community countries took

’
L

their own measures in the absence of Communlty policies.
-In energy questlons, the Communlty should be more
responsive to the moderate OPEC countries the Sauei
Arabians had t01d him of thelr dlsappointment at
consumer country reactlons, partlcularly the fact that- f
“the western 011 companles ﬁéﬁi%ggfﬁF%ﬁgf} nrlces on the
highest producer prices. He underlined the dangerous
consequences of fallure in the North/South dlalogue,
p§¥¥i3§i2§;y the probable hardening of the OPEC
‘position in July. In conclusion he tnonght the—euggeggéei
4n 1977 would be more like 1975 than 1976, with a
prospect of oil price rises and balance of payments

defiecits in consumer countries. We should not make

S T

thlngs worse by speculatlng aloud, but the Communlty

might have to be ready to take decisions at short notice.

1635 Mr Joergensen (Prime Minister of Denmark) supported
the Presidency draft statement. Deficits on oil account
could only be overcome by common action, of which :
conservation and development of alternatlve.sources
were the most important Projects-like JET should be '
pressed ahead. Some countries (eg UK and France) had
made good jrogress'in reducing inflation: in Denmark -
'thej had just concluded wage/pziee agreements ccvering
the next two years. Agreement between the social
partners was'important but the real danger was that
unemployment was giving rise to a new mercantilist : Y
policy and protectionism. Intermediate steps, such as
the increase in IMF quotas, were needed to return to
/stable
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stable exchange rates. Expansion should ﬁot be too

'rapld but growth was essential and the stronger countrle.

3

| could afford some stlmulus to thelr economies.A Fortunate

there were 31gns that they were beglnnlng to realise
this.'

: riméiminiéter7s,-l //xt7/t£ée§??qud§yZ\Zig\
d{Pee odgﬁég hig/ey 5= bt htYto Vhavel the! ne

Herr Schmidt (Chancellor of the. FRG), beglnning in

Engllsh, said he had little comment on_the papers that
had been circulated; but with regard to what had been 1
sald we must beware of eelf—deception, Our economles .
were in a "chameleon situation", rith_a balance et_:
high unemployment level: it was different from tné
1930's because it resulted from 1nflat10n, not deflation.

Continuing in German, Chagcellor Schm}dt said there were

four basic causes that must be understood. Firstly,
the Americen inflation genereted by the Vietnam war,
which had spread throughout the world and was still

affectlng many economies. Secondly, the collapse of
the s&stem,fgr’fixed parities, whlch had bankrupted

many trading companies and contributed to recession.
Thirdly, the politically-induced oil price explosion, g
which shifted the terms of trade and relative monetary |
parities.'and further deepenéd recession. -It was no ; §
coincidence that countries with the highest inflation
rates had major balance of_payments problems. Fourthly, y
democratic societies had expectarions which exceeded m

economic possibilities. Electorates were not told that |

the world had changed and the resultant disappointment ;

- /and lack
10 : oS, 8 k]
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-and lack of" confidence affected 1nvestment workers and

' pollti01ans allke. These social and political effects

o+
ef the IOeS(confldence 1n the future were the most

‘ualarmlng symptom in all Communlty countries except

e

‘fperhaps Luxembourg.e The answer ‘was that &f “effectlve

demand" (1n Keynesian terms) mst be revived: not t& be

an 1nf1ationary spiral, but by dlrectlon to investment:
Jha g N
espe01a11y 1n490nstructnd industry 5

C&encellor Schmidt brlefly recounted the measures

taken in the FRG includlng the 16, OOO mllllon DM .
investment programme;.reduction in pensions and socialf

benefits; expected increase in GDP of 5% and the fact
that the FRG was the only country which had increased

its imports in real terms. _The success of the North/

South dlélogue was essential to the 1mprovement of Jha

world economy, which in turn would only recover if

protectionist trends were reversed. In a footnote to

this, however, Chancellor Schmidt said that the Community

should not reproach'Jepan for offeriné COmpetition_and
lower prices because its industrial plant was more modern
and its wages and social costs had not risen so fast as
in Europe. We mlght reproach some of their practlces,
but primarily we must adjust ourselves. In the FRG .

the eﬁipbuilding uniecns wefe beginning to understand

The Prime Ministeg.saidZthé Chancellor had not

quite finished the-point. It was not Just a question'

.of adjusting social and wage costs. The problem ﬁas;of

too much productive capacity and not enough demand.

/Chancellor

i 1
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Chancellor Schmldt, in English, said he had not

meant to concentrate on shlpbulldlng, though it was a -

;major interest 1n hlS constltuency of Hamburg.. The :5f
reason for the fall in demand Was that less - 011 was belng

_traneported by sea than ant1c1pated in the early 1970'8' :

it would be several yeare ‘before tanker capaclty was

fully utlllsed let alone-lncreaeed Orders for other T

7eh1ps mlght come sooner as world trade rev1ved but moet

s these would go to Japan.'

- The Prime Minister said that shlpbuildlng was -

only an example¢of the main problem of ad;ustlng

capacity to declining demand, which they ought to examine

~

in greater detall.

Pre31dent Giscard intervened to eay that he -
thoroughly disagreed with Chancellor Schmidt about Japan.
In several fields (nuclear, computers,.aviation)
European firms were more competitive than Japanese
but were unable to overcome protectionist tarriers
erected in Japan. Moreover thefe was no reason why we
should accept an over-capacity in Jepan which gave them
a virtual monopoly of shipbuilding. Ve did not accept

other monopolies in the world or in the Community, where

‘we had the Comm1581on to enforce anti-monopoly rules;

there was no reason why we should accept one derivang fro

Japanese over-capacity.

Mr Cosgrave said that a basic problem in managing

Community economies was that the'younger age groups
had high expectations which exceeded the realisable
prospects. Short term job creation schemes would only be
S : s ./successful

; CONFIDENTIAT
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successful if steady long-term growth were essureﬁ{:‘::rff

It was possible to exaggerate the reasons;;}’inflation:_

there was plenty of spare capacity in western industrlall<

fcountries, and non—inflatlonary growth should be poss;ble

at a- higher 1eve1 than s0 far achleved. We should fFff'

distlngulsh carefully between 1nf1ation and re—flation,

,whlch was desirable. He agreed about the importance of g

the North/South dialogue "in restorlng world confidence.'

-

13
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M. Andreotti wenbiencd economic and monet@ary union

JEVEVT i el [
12d taken 633&2@&L&5§Ea

and the energy crisis. Italy
to.deal with the.situation,the gravity of which was not
generally admitted.

He =it was i@ favour of joint Cowmunity initiatives
and Community investment projects. But Comﬁunity ;
action must go beyond_the limited numbef of sectors a%
present covered. A joint policy was necessary across the
board. Above all, it should cover energy; A
Community energy policy should be a fundamental point of
reference for the Community's activity in the North/Souta
Dialogue and in relations with the Easte=n Europeans. SEL
in the field of energy)the'campaign against nuclear -
bower programmes was a new and worrying feature. Italy's
programme was being held up by ecolosical and other brotest

Different /community policies needed to be harmonised.
It was a step forward that a single Commissioner had been
given the task of coordinating intervention in several %
different fields, although these did not amount to a big
.share of Community expenditure. The balance of Cozmunity

ER A i
expenditure should be shifted away fromé?rices support.
Ifipertiowlor Lt was wrong thab northern agricultural
products should be so coumpletely protected and Mediterranes

neglacted
products %e@%—eusﬂ Enlargement would aggravate the

effects ol present policies which would have to be chongad.

The net effect on Italiean agriculture, the poorest in the

Community, was negative. .

&s.-’lﬂ"—'—t"ﬁ
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erAdeeqt?i\favoured the greatest possiﬁle efforts to
reach agréement between goveénmen?jemployers and the unions
on the economic crisis. If it took hundreds of hours b&f
discussion,k as Chancellor Schmidt had said,tbey vere
well worthwhile. It was right to bring in.the 5&14}0\
eskrent?ial partners to discuss the econonic models
cénside;ed in the Coumunity. Such discuséion might help
solve the problem of unemplojmént.among the'young,.which was
particulariy grave in Italy and a dangerous cause of
instability. He cemelu VA e T L &gﬁ”e;,‘ggee%mmwf*‘m T

=72 economic and monetary union was an attainable goal.

Mr Callaghan summed up the discussion so far. There
was general agreement on the pfoblems and the neea to take
action on inflation and unemployment. -Thé aim should be
to work for tﬁe growth of effective demaﬁd.r The
Communityﬁh_egéggg%al fund and the EIB were promising
iﬁstruments for this purpose. Further studies as proposed
by the Commission would be most véluable. ‘TPhere had been
some discussion of energy saving. Here one haé to
wait fof the US Government statement due on 20 April. But
there was a role for the Community which had not yet
begun to play its full part.

On the world economy generally, the mgin'emphasis
had been on the need to avert any increase in protcctionisﬁ,
and promote a!steady growth. Bor many countries such
growth depéﬁded on the growth of world tradé, on
increasing efficiéncy and the avoidance of new restrictions.

Mr Callaghan then sugzested that offiéials éhould.
look at the draft statement in order to finalise it,1if

e
possible, by this evening. President Giscard suggested i

Ve /_
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it would be better to look at it again tomerrow morning,
together with the texts on Japan and on Steel.

It was so agreed. )
NOATIH [ Sc0T 4 DLALsgUL

The Prime Minister then suggested that discussion

should turn to the CIEC and the Common Fund.

Mr Jenkins eaid that it-was a good moment for the-
European Council to provide guidance for a Community
posifion for the CIEC Ministerial lMeeting te—tzke—plece
ixParig and on _the specific question of the Gommon Fun%
where difficulties had already arisen in Geneva and wher:
there was a risk bhat the position of the Nine would
Fall: épart; He then outlined the Cormission's
proposale+e;ﬂehe CIEC deted—a47March on thgrzg;§E§CL
transfers and on commodltles. He then paid tribute
to the German paper on 8tabilising Export . Barnings
(Stabex). It might well produce solutions for the
specific problems of raw materials but it would need to
be complemented by othzr action, particularl& in the |

resoa~ce
field ofc,aunee transfers.

T e ol Commw et ecnhesy

Q{}Qgggieald that the Communlty had spent much time .
and energy on discussing the Common Fund, and a split
nmust be preeented now. A real break-down in the
Common Fund negotiations woulé have a most dawaging
effect on the CIEC itself. He believed that it should,
be possible-to reach agreem ent on some kind of a Coummon
Fund. The Common Fund Conference would probably have ¢

meet again in order to reach agreement. It was most

/important



important that the Community itself should cling to a
Coumon position éo as to permit Group B to méintain one.
The Community's position was not too far from that of th
Uniéed State;jand the Community were'keeping on good |

terms with the developing countries. The prospects for

the CIEC itself were reasonably good and the high level

group were in a position to tackle the other main issues

But a failure over the Common Fund could ruin the whole

enterprise. -
T_LL Pb:-—&- /'L.c_YL.' ? ;
Mz ZLel Laxpan then callifon Chancellor Schmidt to
speak. Chancellor Schmidt asked jokinglj'if'the Prime

Minister was changing the rules of the European Council

80 that he could force people to speak. 7

"replied that, of course, he was not. bt

President Giscard then said that perhaps he could
provoke Chancellor Schmidt to take the floor bj saying
something hiwmself. It was indeed true that a

positive result from the CIEC was important both for

political and economic reasons for the commodity produci

countries as much as for the others. Time was short.

e

ng

The 6IEC would zomé to an end with a Ministerial Meeting

planned for the end of May. The impression was that the

United States was taking a positive attitude but that
Europe was drégging its feet. It was therefore highly
desirable that the European Council should demonstrate

a positive move forward.
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On commodities the new German document was an
important step forward. But the Stabex system proposed
might well be extremnely expensive. Moreover Stabex

: (5 e
alone was not enough. After Nairobi and fag;;éfigﬁﬁmr

Al
declarations, the developng countrles witl con31der a
Common Fund e essential. The German and indeed

the British governments should understand the passionate

feelings which this issue aroused. The modalities and

- the method of financing the Common Fund could take s

variety of forms. It might, for instance, be financed |
by the wﬁrld Bank; But the Community must reach a
p031tlon to support such a Idnd which would be an
essentlal for the sau1o¢actory conclusion of the CIEC.

On debt and resource’ transfer, President Giscaid said

that it would be dangerous to mention too many figures.
The Commission's proposals for a figure of g 3 billion
over several years was eXcessive. A figure of

£ 1,000 million mighﬁ be acceptable. We should
oL Jibeatuma B arue o n./la.\_:;l)‘;

avoid allowing(member states,to bid up against each other
gt e rew

Mr den Uyl said that a successiul conclusion

to the CIEC was vital and that failure after so many

years would be quite unacceptable. Special action to

" help the poorest countries would be an effective means of

" contributing towards success. The oil price

increase had highlighted their plight. It was right
to Fmx link such special action with a reduction of their
indebtedness. It was difficult to hit on the right

figure but g 2,000 million might be about right.
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On the Common Fund, the situation in Geneva
was worrying. Most nembers of the Community had

C\,.S_Sv\_t\\ e\ oL CLV‘\-V\‘\L fb“—t_ v\.‘

Sed—suemsed ,g;at Naircbi. The

Community must now accept the principle of the Fund.

It would be quite right, as Dr 0 wen had suggested to
establish a link between the size of the Fund and the
use to whlcq it was to -be put Failure to accept the
principle pf’Cenﬂva would cause a clash +ne_re and then
block progress in the CIEC context too.

The German document on Stabex was useful,
particularly in pointing ouf the danéers of blanket
support for commodities &hich woﬁld favour r%ch
producers as well as poor. - Selection ﬁas essential.
It was also right fo avoid upsetting theiﬁalance'of
supply and demand, as bitter experience in the CAP
had shown. He undérstcod German reservations about
using a Common PFund to bolster up commédity agreemeﬁts
with possibly unsatisfactory results. But Sfabex
by itself would not ensure that necessary cohmodiﬁy
agreements would be established. Stabex should be
carefully studied and included in the general programﬁe.
But it could not relieve us of the duty to approve the
principle of a Common Fund.

A : ;
Mygndreottl saldth was necessary for the Nine to

establish a common position for the conclusion of the

CIEC. It was politically right to de something more

to help the pcorest countries, par tlcu;arly in Afr;ca.
A ME CY MUY

He was against a genaral deb?LﬁPt in favour of

selecteeF3051otance. On commodlules)ne buggested that
the meeting should avoid technical discussion of the

/German
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German proposals. The aim should be to give
» w VA Levels QF
producers & secure market dj:?-reaSOﬂable prlcgiput also
to secure steady supplies to consumers without
today's enormous fluctuation in prices.. The recent
rise in the coffee price)for examplg)was diséstﬂ%ous' for
Italy. He hoped that Italians would stop drinking
wi e fee wapnls

coffee,Btherwise in six Eonths they would spendlzhe

entire year's snare of the IMF loan currently belng

‘ negotlated. Price dlSClpllne was essentlal

Chancellor Schmidt said that his aim in seeking

~

a successful conclusion to the CIEC was to promote
general confldence in the world economy and to produce
conditions for 1ts stable and contlnued growth. All
this was equally important for the developlng
countries. It was Feretone essen,1a1 that in GI C'
and UNCTAD due account be-taken of ﬂhat the
industrial countriqg'had already done to help. He then
gave figures contrasting the absolufe size and growth in
Western aid zbro:d w1thi‘buolute paucity and reduction
L e 4

1nra1d from Comfcon countries for,1974 and 1975533&-k&,
instanced help givéﬁ by the West under GATG the Lomé
Convention,'the IMF exfra credit schene agd the
establishment of IFAD. All this needed to be.
spelt out publicly. The Soviet Union, not the West,
should be in the dock. He was against a{géneral

Pebﬁg X !
moxatorium-on debf
opposed the UNCTAD Secretarzhig proposal which wald bring

n the Common Fund ,he

great windfall profits to rich producers 1like the USA,
: - /the

@ : : rie DSR [
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' crisis.which was world wide, and for which OPEC should

‘for the OPEC countries to saﬁ that we had caused this

the Soviet Union and 'Soﬁth Africa. Only a small
nunber of developing‘countries would benefit; Thé'
German scheme on the other hand would)firsq)
direct aid to the mgst needXy, secondly, there would be a
ceiling on expenditure; thirdly, it would not

interfere with the price mechanism. G woﬁld

consist of a Stabex scheue, agreem;nts for single
commédities where appropriate, and a Comm§n Fund as a
clearing house for'éertain commodity agreements where these
included provision for buffer stocks. It might cost

more than thejproposeé UNCTAD integrated programme but

it would -increase sfability;and the sacrifices made by the
industrialised countries would produce some return. S
would aﬁply to all developing countries and not to the i
devé}oped. If coﬁld cover the 25 core commodities.

It would take account of developing countries'exports

to all markets and not just to the industrialised

|
|

countries. It proposed that all industrialiéed ;
countries and all OPEC countries would contribute. There|
would be a ceiling on expenditure - for médel L, BB
billion; for model B, ¥ 10 billion. :

Chancellor Schmidt then repeated his plea to put
pressure on the ﬁ%vn%tugvgb increase thei; aid and for

Plog; i :

OPEC TO EE%%ya greater part in solying the econouic

)

indeed accept the main responsibility. It was ridiculous

crisis. It was particularly ridiculous to say that

/Holland
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Holland had started it. We should ask for a formal
V\Ju'\AM

piedge froﬁ therePEC countries that they Ht%% never
impése another oil embargo. . There should be an
investment guarantee as a binding obl1gat10n for
investment—in developﬂno coun*rles,«L

I e e

Chancellor Schmidt then made the point which he

repeated many times in the course of the discussion,that

it was wronb for hesuern governmen*s to demand sacrifices

] Qq(‘,kﬁv\.'\ £ JGWuu\.P
from their own Doovle without any exsharzf of

aNny
maintaining improvement in world economic stability.
L WO LV PSS Vos W08 heek

He—GCallashan said he was gladiﬁe had provoked
this'speéch by Chancellor Schmidt.

Mr Joergensen echoed what others had said about

the importance of a successful conclusion.to the CIEC.
The degree of consensus reached by the Community

on the Common Hund was a valuable start but xss not
b 3 lc-["‘b« Co~trviried

i

enough. Such a fund wmust “be tﬁ%ﬁi so as to

avoid giving windfall profits to the rich. On debt

relief, the Danish position was flexible. He

pointed out thatton-aidlthe 0.7% target was gf great
importance. Danish aid had already reached 0.€%.
Denmark waé also in favour of special action for the
poorest countrles andthought the Commurnity should make
a proposal on this in G8. A joint Ghmmunlty position
in the CIEC was of the greatest impertance.

attempted
President Giscafd then&&@wﬁm@ zRxEEFER o

sum up the discussion so far. He said that in the
/course




course of it the British had taken a step forward. He

detected : definite progress in ¥wux developing a common

Ca

attitude. All had agreed that there should be

certain commodity agreements. He shared ‘

Chancellor Schwidt's view that their benefits should be
directed to the developing countries. Even if it |
were decided not to set up a Common Fund as such, there
)k? siwould be communication betweeﬁ the funds %§;££:Ejunder
separate comumodity agreements. The whole question needed
further study by the Coﬁmunity,-particularly of the |
establishment of a Stabex scheme as a complementary
measure. 7 - ;

He was most interested in Chancellor Schumidt's ;
suggestion that the Eastern countries should be pressed o :

J Gan -( =7
help with financing such schemes. Might this form

i Eurzfeaillnlbwatlve° Lﬁe“alqufz\vgiQu/é\JP\ﬁédJfkﬁixéé%gj

He(eggeadjthat it would be dangerous to agree any

figures for use in the discussion of the Common Fund and

related measures until the final meeting at Foreign

Ministerg level.

i : ~ Mr Cosgrave ém/&a@mpﬁ@ﬂﬁmz\rgpékV?n@QQnasald that

he hoped agreeument could be reached on a Common Fund.

Mr Jenkins said that he agreed generally with

’ f“ e A
% Chancellor Schuidt's remarks. Perhaps'ﬁﬁaﬁSﬁIﬁ/accept

“a it én

Ftd&LL' thfﬁu@ Common Fund rather than the Common Fund. At

first sight the German Stabex proposals were well worth

studying. They might, however, turn out to be extremely
exnensive. Some of the figures seemed %o be in prices
of the 1960s rather than of the 1970s. He agreed, however

Az :
that it was important thatLpenefit should be restricted

/Lo
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o the developing countries snd not g0 to rich countries

which happened to be exporters of basic commodities. de

e agreed that it was right to wmount a propaganda

" campaign against the Easteen European countries but not tc
make their contrlbutlon a prior conditicn to that of the

. " nadas s W(}.A.

8 West. That would only make the North/South £latinder.

ey S fon g o3
Chancellor Schmidt l:gpeatﬂd €Xéﬂbﬁ ¥ ﬂ%thf the

German proposal. Decisions about a Common Fund should
only be taken after those on protection for individual

~commodities. ‘Mr Jenkins observed that this meant that

you should not put the roof on before you built the walls;

but that when you built the walls, you should make it

clear that there was going to be a roof. Chancellor <
Schwidt said that the roof should also constitute a
ceiling.

Mr den Uyl made a long intervention in reaction to

Chancellor Schuidt. He began by conceydingAmany.of

5w m——

his points. General approval of Stabex, exclusion

T

of rich beneficiaries from any scheme, need for

E it ;
- contributions by Eastern : and OPEE. But a
i 1.'.(.'3 e fit. Tl
oy - Stabex system would operate only ex post -facto, and was nc

./

alternative to an integraéed.commodity policy as proposed
by UNCTAD, including the Commoh Eund. . The integrated

policy should contrlbute to the stabilisation of *he whole]

ek '
economy. It was not enough to hEE? the market system
prevail and then to couwpensate those who lost through
alone

that systemn. A Stabex schemei_ould not face
consumers and producers with their responsibilities for

maintaining an orderly market. The possibility'of




o

B ek Yl
abusés did not “%Slazﬁ;the idea on}ntegrated policy.

Could not Chancellor Schmidt agree that a Stabex scheme

would constitute the most important instrument

' s 30 &
of such a policy - The developing countEes wanted
agreement in principle for a Common Fund as a catalyst te &

produce coummodity agreeuents.

Chancellor Schmidt repeated his point atout the

need to get some return for sacrifices made by the West.

wrald hemcfr
A Stabex scheume could include pre-finance and wﬁf~not

nec e frans oA o 4_.:,\ e Lieade

3ﬂsi\operated oR f} post féctp. The integvated

programme Dronosed by UNCTAD woald lneVLtaHly have its
decisions taken by a majority vote. This‘would
certainly lead to surpluses and increasing cost for the
West. One fine day it would break down and the >
PedS P unAmxbwdgaﬁ_umm~hﬂv

developing world would beg=t ——t again to 1rcrease their

direct aid. Chancellor Schmldt ‘then repeated %fLZ’hgfh,

T

his argument about windfall profits for six rich
producer countries (UBA,USSR, South Afrlca Canada,
Sweden and Australia). He said he would agree to
commodlty agreements in a limited number of cases with
perhaps a Coummon Fund on top. AW Those arotna the table
were interested in stab*lising the economy-of the West

in order to get over ﬂﬁf grave unemployment problen, not
é‘,olm;:j
Jjust in ds;%t?g out a little bakkhish. A
. f— 0 — E 3
M;—Galfaghan said that he believed the Dutch

and German positions were closer than at Iirst appeared.
Surely Mr den Uyl would not want a scheme which would
bring widfall benefits to the United States and Cahada?

Mr den Uyl said that Chancellor Schmidt's




interpremtion of the Nairobi resolution was wrong.
There would be provisions ar rainst windfall profits and
no commodity agreement for certain products, such as

w v v e be PMM-A-L ‘-v\-/ b B F.ﬁ—v%f WoNA N TWJ_U
uranlum f Integratlon was ilmportant because

agreements on single commodities did not take account of

the fact that one commodity could be substituted for
i Gy e f
another. Unless a3l commodities where substitution
oM
could occur were covered, a scheme would fall down.- But

he feared that neither Chancellor Schmidt nor he could

A S LT
convince the otherz‘agn%ﬁf the table. The German

proposal should be seen as no more than a valuable
instrument of the wider pelicy agreed at Nairobi to

which the Dutch Government was firmly committed.

President Giscam»d said that he believed that

it would now be'right to pass this question over to
Foréign Ministers. There was a fiék that discussion
would.ggt lost in technical details and different
interpretations of words.

The =N —
Mea Gelteehen said that he believed that they

had taken a definite step forward in this discussion.

It was most important to consolidate and maintain a
Carar on f\i“'u’(um

Gemmon_Euii on these gquestions. The developing
N

‘countries at the CIEC would have a very dlfferent

7 ase
perception of whgt problems, eﬁﬁeerﬁeé—tham but that

did not mean that there was any harm in fermaily

Aaploying .
_sfﬁ&%iﬁﬁ the position of the West. ‘The various

views expressed about the Common Fund were not

perhaps irreconcilable. President Giscard had said



| &

that the system must be realistic. Mr den Uyl

had wade the ppint that the system must cover the
problem of substitution. All concerned were

most interested in the German Stabex idea,

- Which he believed the Germans had first put forward
two years ago. It would,.nevgﬁtheleés, be a

very expensive exercise. It was besf, as lMr Jenkins

L "

had suggestegl to refer to a Common Fund which would
L — o

il
have to be set up and not the "the™ Common Fund.

o e

T :
%355%%%?@2@% noted that there was general

agreement that the Eastern countries should be asked
to contribute. But the difficulties which they would

. certainly raise over this should not be used as an

——

excuse to nold Up progres He believed that there
was general agreecment that it was righﬁ to avoid f
specifyihg figures at this stage, as President Giscard
had suggested. All in all, he belinved‘+hat we were
much closer to a common DOSltlon and that Forelgn
Ministers should now carry onﬁhere the present meeting
had left off. It was of the utmost importance to

:

maintain a common Cowmmunity position. If that

failed, the Community uould be seen flrst to be
v Fevneclly,

unable to agree aﬁeﬁﬁtAk#swmegggzs and secondly to be

the cause of wider disagreement. But he himself

was optimistic.

Mr Den Uyl did not express diaagfeement with
this proposal but said that seven out of the Nime-
members of the Community represented around the table
had voted for the Comwon Fund in Nairobi.

‘Mr Joergensen asked if there was time to pub




off a decision with the Ccnmon Fund Conference already

3 Fhete CaFV -
under way in Genea. Mo Callachan said that the

- Foreign Ministers would meet on 5 Aprilland that he

did not think even another 11 hours of discussion

‘around the table would result in final agreenent.
B e, ST o
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BS = - e
External Relations goyve X
T R e Yy pmi
Mr?%ﬁ?%aphsni account of his visit to
gk B 8
Washington, Pre81dent Cartar[:

x -
e‘; avh.k.

confidentj in some ways he still seemed to be

W

electioneering. He was appealin £6 the American

people over the heads of Congres"{/though it was
fti}l E? Pijfeen how well this method worked;as

AL 9,
yesterday the Democrats and Republlcans had uogether
voted down a Bill in which the President was ‘

interested.  He was well prepared: he said he had

spent B 2 millio; before the electicn on hiring the

best staff ta/prepare position papers on the

policies would follow when elected. His religion

did not/obtrude in conversation but it was obvious
]

‘ that”on someissues his asction would be based on

( - Serfe—r— e, .
onalﬂ—conside;ationgé] Mr—Ga&%ﬁﬁheaLFontlnued on

the lines of the brler[ﬁEHG(R)(7 )4 - omitting only
the reference to Cyprus, and the last two sentences

[0
on Portugal,  He concluded that President Carterr

E?%9R;ﬁme¥e—ﬂccasiﬂﬂa%%y—unpsedictabla-but-h&é]bas1c
attitude towards Europe was Sound,zad 1} sﬁodld
be possible to work with him.

End of Session. 19 A5
The first session adjourned at-PZ5-pwwm.
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CONFIDENTIAL

EUROPEAN COUNCIL
ROME
25 MARCH 1977
NOTE OF THE FIRST SESSION AT 1520

Heads of State and Government and Foreign Ministers entered
progressively. Journalists closed in when most delegations
were seated. Lights dimmed and jostling journalists slowly
edged out of the room. The Danish delegation arrived at
1532, The Prime Minister opened the meeting.

ORDER OF BUSINESS

The Prime Minister said he had already spoken informally to
most of his colleagues about the day's business. He suggested
that they should aim to conclude the first session at 7.30,
unless there were need to prolong it. This was agreed.

REPORT OF MEETING WITH ETUC

The Prime Minister said it was customary for the President of
the Council to start by giving an account of his meeting with
the European Trades Union Congress (ETUC). The ETUC President
and delegation had called on him that morning in Rome and given
him a Memorandum, of which the other members of the Council
already had copies. The ETUC were concerned at the economic
situation of the Community and in particular that the targets set
at the last Tripartite Conference had not been met. In fact
they considered that no progress had been made towards them

and that concrete and tangible progress was now needed. They
were preparing for a new Tripartite Conference in June. They
had emphasised that in the eyes of many of their members it had
not been easy to start on a path of institutionalised cooperation
with Government and management and they must have some progress

/to
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to show for it. They considered economic growth to be the
key. They had specified the problem of unemployment among
school leavers. They considered that current unemployment
problems were partly structural and needed special treatment.
The Prime Minister had replied that the Community Governments
did not intend to use unemployment as a road out of recession
and would not be content to live with unemployment as a

permanent feature. This seemed to be the main point the ETUC
wanted to hear.

COMMUNITY REPRESENTATION AT DOWNING STREET SUMMIT

The Prime Minister then referred to the Agenda, for which the
Presidency had circulated an annotated list of suggestions.

Before discussing this, however, he recognised that some members
would wish to refer to matters connected with the summit conference
to be held at Downing Street in May. There were questions of
substance but also of the participation of the Commission. He
would like to propose that the Council should agree that they would
take a decision about the Commission's participation before the

end of their meeting in Rome; but that, in order that they should
not give the press occasion to say that the whole afternoon

had been spent on discussion and possibly disagreement about

this, they should have a brief opportunity to register comments

now and return to the question in private discussion after dinner.

Mr Den Uyl (Netherlands Prime Minister) said that the Netherlands
Government among other governments regarded the question of the
Commission's participation as one of extreme importance and the
Netherlands Parliament had expressed itself in clear terms.

A solution must be found at this Council. He could agree

with Mr Callaghan's suggestion for procedure, on the assumption
that a solution would be reached which would allow the views

of the Community to be properly expressed at the London conference.

/The
CONFIDENTIAL



CONFIDENTIAL

The decision taken tonight should be formally registered at the
Saturday morning session.

Mr Tindemans (Belgian Prime Minister) agreed to the proposed
procedure. As Mr Den Uyl had spoken of the substance he
must also say that the Belgian Government attached great
importance to the representation of the Community (it was the
Community, not the Commission, which was at issue) at a

conference where subjects proper to the Community were being
discussed.

Mr Thorn (Iuxembourg Prime and Foreign Minister) said that the
Community must be represented and subordinately the Commission.
It was important to reach a decision this evening and other
agreements might be called in question, depending on the nature
of that decision.

Mr Cosgrave (Prime Minister of Ireland) agreed with what had
been said.

Mr Joergensen (Prime Minister of Denmark) agreed with the procedure.
He would prefer both the Commission and the Presidency to be
represented at the London conference.

Mr Andreotti (Prime Minister of Italy) agreed. It was important
for the Heads of State and Government to talk informally
together and this was not the only problem they had to tackle.

The Prime Minister summed up that it was agreed to discuss the

question in the evening and that the Council would (not merely
endeavour to) reach a conclusion. Many of those who had spoken
wished both the Community and the Commission to be represented
at the London conference. The decision would be confirmed at
tomorrow's meeting.

/The
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The Prime Minister then asked if the Presidency annotated
agenda was agreeable, and this was agreed. He suggested
that Mr Den Uyl might like to open the discussion on the
first item, the World Economic and Monetary Situation.

/WORLD
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WORLD ECONOMIC AND MONETARY SITUATION

Mr Den Uyl said that the recovery from world recession had
slowed down in the second half of 1976 and unemployment increased:
only in one country had inflation been kept within healthy
limits. But we should be cautious about calls for expansion.

A revival of inflation would be dangerous for all. 0il prices
were still increasing and enormous oil producer surpluses were
not yet being invested in the right places. His conclusions
were that: firstly, there should be discussion with the oil
producers about investment; secondly, IMF new facilities should
be extended, especially to increase the purchasing power of
southern Europe and Latin America; thirdly, the success of the
North/South dialogue was essential to world economic recovery.
On unemployment, Mr Den Uyl found the Presidency paper useful.
Since unemployment was structural, investment must be new and
selectively directed to job creation. If there were another
Pripartite Conference, the unions would be:certain to ask for

a brake on labour-saving technology, and intensification of
labour creation. Commission proposals should concentrate on
better distribution of labour: for example, reduction of
retirement age. They should also seek improvements in

sectors where there was over-capacity, such as steel and ship-
building. He regretted that President Giscard's proposals on
energy saving had not been followed up. Finally, he commended
Mr Duisenberg's ideas on closer economic and monetary cooperation.

Mr Jenkins (President of the Commission) said he had deliberately
produced a short paper and would give it a short introduction.
Unemployment was more uniform in Community countries than
inflation or balance of payments problems and co-ordinated effort
was needed to deal with its In all countries investment was
lagging behind the need for job creation. Confidence must be

/restored
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restored and the Commission believed the Community could assist
through instruments it already possessed, especially by making
use of its high credit rating for raising and lending money. At
present Community lending was either for general balance of
payments reasons, or for specific but limited sectors such as
those provided by the ECSC. In future the Commission hoped
there could be a middle course, combining balance of payments
agssistance to wesker currency countries and well thought out
investment - eg in manufacture and infra-structure - in specific
sectors. These would be accompanied by the general macro-
economic disciplines that go with balance of payments loans. In
this context he would wish to suggest that the reference in the
penultimate paragraph of the Presidency draft statement should
be widened to ask the Commission to consider how all the
Community instruments could be used. At present it referred
only to the Buropean Investment Bank, which was limited by its
2.5 : 1 gearing ratio: he understood that there was some
opposition to any significant increase in its capital in the
near future. The Community needed ways to use its credit
rating to develop within itself something like Marshall Fund
financing. In the North/South Dialogue, the Community should
seek a non-inflationary stimulating effect on world trade:

this was the only way to win the battle against protectionism.

The Prime Minister said the Presidency draft statement has been
primarily intended to stimulate comment, though he personally
felt public opinion would expect the Council to say something
about inflation and unemployment. He would be grateful if
each of those who spoke could comment on this point. Officials
might then consider the draft, so that the Council could look

at it again later.

M. Giscard d'Estaing

CONFIDENTIAL
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M. Giscard d'Estaing (President of France) said that on the

last point he agreed that experts should exsmine the draft

this evening so that the Council could decide tomorrow whether
to adopt it. He welcomed the first appearance at the Council
of Mr Jenkins, who with Community tact, had been placed next

to the French delegation. On the economic situation he shared
the views expressed by Mr Den Uyl and Mr Jenkins and could
therefore be brief. Since their last meeting, it had become
even clearer that the 1976 growth rate had been lower than
predicted, and unemployment was still high: in monetary terms,
good years seemed to alternate with bad ones and there were signs
that 1977 would be better than 1976. However, economic forecasts
were as fragile as election polls. Uncertainties still hung
over the scene: particularly over energy, and the rise in raw
material prices - especially tropical products, which together
amounted to a quarter of the oil bill. Entire sectors, such

as steel and shipbuilding, were threatenéd: in France a one

per cent drop in the steel prices involved laying off 6,000
workers. What conclusions should be drawn for Community action?
Firstly, although surplus countries such as the FRG should not

be pushed into arbitrary expansion, the Community needed growth.
Secondly, the Community should reduce its dependence on outside
sources of energy. He had written at length on this subject

to President Carter, who had replied agreeing that this was
essential to the stabilisation of the world economy. (In a
digression, President Giscard said it was not a question of

the form of participation of the Community in intermational
conferences that mattered, but what they should say.) Thirdly,
the Community required a policy on employment, particularly
affecting the young and women. He had taken note of the Presidency
document and agreed that we should study carefully action that
could be taken at the Community level: for example, by use of
the Social Fund. Fourthly, confidence must be restored and

to this end we should revive the target of Economic and

Monetary Union (EMU). This could not be the immediate target
but should be taken up again at a suitable moment in the not

too distant future. Beyond this President Giscard suggested

/the
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the Community should study the re-cycling of balance of payments
surpluses; and should consider how the Commission's power to
regulate competition could be ensured: there was an increasing’
risk of internal protectionism as individual Community countries
took their own measures in the absence of Community policies.

In energy questions, the Community should be more responsive to
the moderate OPEC countries: the Saudi Arabians had told him

of their disappointment at consumer country reactions, particularly
the fact that the western oil companies had been allowed to base
their prices on the highest producer prices. He underlined the
dangerous consequences of failure in the North/South dialogue,
including the probable hardening of the OPEC position in July.

In conclusion he thought 1977 would be more like 1975 than 1976,
with a prospect of oil price rises and balance of payments
deficits in consumer countries. We should not make things

worse by speculating aloud, but the Community might have to be
ready to take decisions at short notice.

Mr Joergensen (Prime Minister of Denmark) supported the Presidency
draft statement. Deficits on oil account could only be overcome
by common action, of which conservation and development of
alternative sources were the most important. Projects like

JET should be pressed ahead. Some countries (eg UK and France)
had made good progress in reducing inflation: in Denmark they
had just concluded wage agreements covering the next two years.
Agreement between the social partners was important, but the

real danger was that unemployment was giving rise to a new
mercantilist policy and protectionism. Intermediate steps,

such as the increase in IMF quotas, were needed to return to
stable exchange rates. Expansion should not be too rapid,

but growth was essential and the stronger countries could afford
some stimulus to their economies. Fortunately there were signs
that they were beginning to realise this.

/Herr Schmidt
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Herr Schmidt (Chancellor of the FRG), beginning in English,

said he had little comment on the papers that had been circulated;
but with regard to what had been said we must beware of self-
deception. Our economies were in a "chameleon situation", with
a balance at high unemployment level: it was different from

the 1930's because it resulted from inflation, not deflation.
Continuing in German, Chancellor Schmidt said there were four
basic causes that must be understood. Firstly, the American
inflation generated by the Vietnam war, which had spread
throughout the world and was still affecting many econonmies.
Secondly, the collapse of the system of fixed parities,which had
bankrupted many trading companies and contributed to recession.
Thirdly, the politically-induced oil price explosion, which
shifted the terms of trade and relative monetary parities, and
further deepened recession. It was no coincidence that
countries with the highest inflation rates had major balance of
payments problems. Fourthly, democratic societies had
expectations which exceeded economic possibilities. Electorates
were not told that the world had changed and the resultant
disappointment and lack of confidence affected investment, workers
and politicians alike. These social and political effects

and the loss of confidence in the future were the most alarming
symptom in all Community countries except perhaps Luxembourg.

The answer was that "effective demand" (in Keynesian terms) must
be revived: not as an.inflationary spiral, but by direction to
investment, especially in the . constructioa industry.

Chancellor Schmidt briefly recounted the measures taken in

the FRG, including the 16,000 million DM investment programme,
reduction in pensions and social benefits; expected increase in
GDP of 5% and the fact that the FRG was the only country which
had increased its imports in real terms. The success of the
North/South dialogue was essential to the improvement of the
world economy, which in turn would only recover if protectionist

/trends

CONFIDENTTIAL



CONFIDENTIAL

trends were reversed. In a footnote to this, however,
Chancellor Schmidt said that the Community should not reproach
Japan for offering competition and lower prices because its
industrial plant was more modern and its wages and social costs
had not risen so fast as in Europe. We might reproach some

of their practices, but primarily we must adjust ourselves.

In the FRG the shipbuilding unions were beginning to understand
this.

The Prime Minister said that the Chancellor had not quite finished
the point. It was not just a question of adjusting social and

wage costs. The problem was of too much productive capacity and
not enough demand.

Chancellor Schmidt, in English said he had not meant to

concentrate on shipbuilding, though it was a major interest in
his constituency of Hamburg. The reason for the fall in demand
was that less oil was being transported by sea than anticipated
in the early 1970's: it would be several years before tanker
capacity was fully utilised, let alone increased. Orders for
other ships might come sooner as world trade revived, but most
of these would go to Japan.

The Prime Minister said that shipbuilding was only an example
of the main problem of adjusting capacity to declining demand,
which they ought to examine in greater detail.

President Giscard intervened to say that he thoroughly disagreed

with Chancellor Schmidt about Japan. In several fields (nuclear,
computers, aviation) European firms were more competitive than
Japanese but were unable to overcome protectionist barriers
erected in Japan. Moreover there was no reason why we should
accept an over-capacity in Japan which gave them a virtual
monopoly of shipbuilding. We did not accept other monopolies

in the world or in the Community, where we had the Commission

to enforce anti-monopoly rules; there was no reason why we

/should
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should accept one deriving from Japanese over-capacity.

Mr Cosgrave said that a basic problem in managing Community
economies was that the younger age groups had high expectations
which exceeded the realisable prospects. Short term job creation
schemes would only be successful if steady long-term growth were
assured. It was possible to exaggerate the reasons for
inflation: there was plenty of spare capacity in western
industrialised countries, and non-inflationary growth should be
possible at a higher level than so far achieved. We should
distinguish carefully between inflation and re-flation,

which was desirable. He agreed about the importance of the
North/South dialogue in restoring world confidence.

Mr Andreotti referred to economic and monetary union and the
energy crisis. Italy had taken severe measures to deal with
the situation, the gravity of which was not generally admitted.

He was in favour of joint Community initiatives and Community
investment projects. But Community action must go beyond the
limited number of sectors at present covered. A joint policy

was necessary across the board. Above all, it should cover energy.
A Community energy policy should be a fundamental point of
reference for the Community's activity in the North/South Dialogue
and in relations with the East Europeans. Still in the field

of energy, the campaign against nuclear power programmes was

a new and worrying feature. Italy's programme was being held

up by ecological and other protests.

Different Community policies needed to be harmonised. It was a
step forward that a single Commissioner had been given the

task of coordinating intervention in several different fields,
although these did not amount to a big share of Community
expenditure. The balance of Community expenditure should be

/shifted
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shifted away from agricultural price support. It was wrong
that northern agricultural products should be so completely
protected and Mediterranean products neglected. Enlargement
would aggravate the effects of present policies which would
have to be changed. The net effect on Italian agriculture,
The poorest in the Community, was negative.

Mr Andreotti favoured the greatest possible efforts to reach
agreement between government, employers and the unions on the
economic crisis. It if took hundreds of hours of discussion,
as Chancellor Schmidt had said, they were well worthwhile.

It was right to bring in the social partners to discuss the
economic models considered in the Community. Such discussion
might help solve the problem of unemployment among the young,
which was particularly grave in Italy and a dangerous cause of
instability. He ended with an affirmation that economic

and monetary union was an attainable goal.

Mr Callaghan summed up the discussion so far. There was general

agreement on the problems and the need to take action on
inflation and unemployment. The aim should be to work for

the growth of effective demand. The Community Social fund

and the EIB were promising instruments for this purpose. Further
studies as proposed by the Gommission would be most valuable.
There had been some discussion of energy saving. Here one had

to wait for the US Government statement due on 20 April. But
there was a role for the Community which had not yet begun to

play its full part.

On the world economy generally, the main emphasis had been on

the need to avert any increase in protectionism, and promote steady
growth. For many countries such growth depended on the growth

of world trade, on increasing efficiency and the avoidance of

new restrictions.

Mr Callaghan then suggested that officials should look at the draft
statement in order to finalise it, if possible, by the evening.

/President
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President Giscard suggested that it would be better to look

at it again the following morning, together with the texts
on Japan and on Steel. It was so agreed.

/NORTH/SQUTH
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NORTH/SOUTH DIAIOGUE

The Prime Minister then suggested that discussion should turn
to the CIEC and the Common Fund.

Mr Jenkins said that it was a good moment for the European Council
to provide guidance for a Community position for the CIEC
Ministerial Meeting and on the specific question of the Common
Fund, where difficulties had already arisen in Geneva and where
there was a risk that the position of the Nine would fall apart.
He then outlined the Commission's proposals for the CIEC on
resource transfers and on commodities. He paid tribute to the
German paper on Stabilising Export Earnings (Stabex). It might
well produce solutions for the specific problems of raw materials
but it would need to be complemented by other action, particularly
in the field of resource transfers.

The Foreign and Commonwealth Secretary said that the Community
had spent much time and energy on discussing the Common Fund, and
a split must be prevented now. A real break-down in the Common
Fund negotiations would have a most damaging effect on the CIEC
itself. He believed that it should be possible to reach agreement
on some kind of a Common Fund. The Common Fund Conference would
probably have to. meet again in order to reach agreement. It was
most important that the Community itself should cling to a Common
position so as to permit Group B to maintain one. The Community's
position was not too far from that of the United States, and the
Community were keeping on good terms with the developing countries.
The prospects for the CIEC itself were reasonably good and the
high level group were in a position to tackle the other main
issues. But a failure over the Common Fund could ruin the whole
enterprise.

The Prime Minister then called on Chancellor Schmidt to speak.

Chancellor Schmidt asked jokingly if the Prime Minister was

changing the rules of the European Council so that he could force
/people
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people to speak. The Prime Minister replied that, of course,
he was not.

President Giscard then said that perhaps he could provoke
Chancellor Schmidt to take the floor by saying something himself.
It was indeed true that a positive result from the CIEC was
important both for political and economic reasons for the
commodity producing countries as much as for the others. Time
was short. The CIEC would come to an end with a Ministerial
Meeting planned for the end of May. The impression was that the
United States was taking a positive attitude but that Europe

was dragging its feet. It was therefore highly desirable that
the European Council should demonstrate a positive move forward.

On commodities the new German document was an important step
forward. But the Stabex system proposed might well be extemely
expensive. Moreover Stabex alone was not enough. After Nairobi
and subsequent declarations, the developing countries would
consider a Common Fund essential. The German and indeed the
British governments should understand the passionate feelings which
this issue aroused. The modalities and the method of financing
the Common Fund could take a variety of forms. It might, for
instance, be financed by the World Bank. But the Community must
reach a position to support such a fund which would be an
essential for the satisfactory conclusion of the CIEC. On debt
and resource transfer, President Giscard said that it would be
dangerous to mention too many figures. The Commission's
proposals for a figure of § 3 billion over several years was
excessive. A figure of 2 1,000 million might be acceptable.

We should avoid allowing a situation to arise in which member
states might be tempted to bid up against each other.

Mr den Uyl said that a successful conclusion to the CIEC was
vital and that failure after so many years would be quite unaccept-
able. Special action to help the poorest countries would be an

/effective
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effective means of contributing towards success. The oil price
increase had highlighted their plight. It was right to link
such special action with a reduction of their indebtedness. It

was difficult to hit on the right figure but @ 2,000 million
might be about right.

On the Common Fund, the situation in Geneva was worrying. lost
members of the Community had assumed a commitment at Nairobi. The
Community must now accept the principle of the Fund. It would be
quite right, as Dr Owen had suggested, to establish a link between
the size of the Fund and the use to which it was to be put.
Failure to accept the principle in Geneva would cause a clash
there and then block progress in the CIEC context too.

The German document on Stabex was useful, particularly in pointing
out the dangers of blanket support for commodities which would
favour rich producers as well as poor. Selection was essential.
Tt was also right to avoid upsetting the balance of supply and
demand, as bitter experience in the CAP had shown. He understood
German reservations about using a Common Fund to bolster up
commodity agreements with possibly unsatisfactory result. But
Stabex by itself would not ensure that necessary commodity
agreements would be established. Stabex should be carefully
studied and included in the general programme. But it could not

relieve us of the duty to approve the principle of a Common
Fund.

Mr Andreotti said that it was necessary for the Nine to establish
a common position for the conclusion of the CIEC. It was
politically right to do something more to help the poorest
countries, particularly in Africa. He was against a general

debt moratorium but in favour of selective assistance. On
commodities, he suggested that the meeting should avoid technical
discussion of the German proposals. The aim should be to give

/producers
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producers a secure market with reasonable price levels but also
to secure steady supplies to consumers without today's enormous
fluctuation in prices. The recent rise in the coffee price, for
example was disastrous for Italy. He hoped that Italians would
stop drinking coffee. Otherwise in six months they would spend
in coffee imports the entire year's share of the IMF loan
currently being negotiated. Price discipline was essential.

Chancellor Schmidt said that his aim in seeking a successful
conclusion to the CIEC was topromote general confidence in the
world economy and to produce conditions for its stable and
continued growth. All this was equally important for the
developing countries. It was essential that in CIEC and UNCTAD
due account be taken of what the industrial countries had already
done to help. He then gave figures contrasting the absolute size
and growth in Western aid with the absolute paucity and reduction
in aid from Comecon countries for the years 1974 and 1975, he
instanced help given by the West under GATT, the ILomé Convention,
the IMF extra credit scheme and the establishment of IFAD. All
this needed to be spelt out publicly. The Soviet Union, not the
West, should be in the dock. He was against general debt relief.
On the Common Fund, he opposed the UNCTAD proposal which would
bring great windfall profits to rich producers like the USA,
the Soviet Union and South Africa. Only a small number of
developing countries would benefit. The German scheme on the
other hand would, first, direct aid to the most needy; secondly,
there would be a ceiling on expenditure; thirdly, it would not
interfere with the price mechanism. It would consist of a Stabex
scheme, agreements for single commodities where appropriate, and
a Common Fund as a clearing house for certain commodity agreements
where these included provision for buffer stocks. It might cost
more than the proposed UNCTAD integrated programme but it would
increase stability, and the sacrifices made by the industrialised
countries would produce some return. It would apply to all
developing countries and not to the developed. It could cover the
25 core commodities. It would take account of developing
countries' exports to all markets and not just to the industrialised
/countries
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countries. It proposed that all industrialised countries and all

OPEC countries would contribute. There would be a ceiling on
expenditure - for model A, £ 5 billion; for model B, ® 10 billion.

Chancellor Schmidt then repeated his plea to put pressure on the
Soviet Union to increase their aid and for OPEC to play a greater
part in solving the economic crisis, which was world wide, and

for which OPEC should indeed accept the main responsibility. It

was ridiculous for the OPEC countries to say that we had caused this
crisis. It was particularly ridiculous to say that Holland had
started it. We should ask for a formal pledge from the OPEC
countries that they would never impose another oil embargo.

There should be an investment guarantee as a binding obligation

for developing countries; without such a guarantee they would

anyway fail to receive new investment. Even Portugal was a case
in point.

Chancellor Schmidt then made the point which he repeated many
times in the course of the discussion, that it was wrong for
Western governments to demand sacrifices from their own people

without in exchange securing an improvement in world economic
stability.

The Prime Minister said he was glad that he had provoked this
speech by Chancellor Schmidt.

Mr Joergensen echoed what others had said about the importance of
a successful conclusion to the CIEC. The degree of consensus
reached by the Community on the Common Fund was a valuable start
but not enough. Such a fund must be tightly controlled so

as to avoid giving windfall profits to the rich. On debt relief,
the Danish position was flexible. He pointed out that, on aid,
the 0.7% target was of great importance. Danish aid had already

reached 0.6%. Denmark was also in favour of special action for
the poorest countries and thought the Community should make a
proposal on this in G8. A Jjoint Community position in the

CIEC was of the greatest importance.

/President Giscard
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President Giscard then attempted to sum up the discussion so far.

He said that in the course of it the British had taken a step
forward.

He detected definite progress in developing a common
attitude. All had agreed that there should be certain commodity
agreements. He shared Chancellor Schmidt's view that their
benefits should be directed to the developing countries. Even
if it were decided not to set up a Common Fund as such, there
should be communication between the fundscreated under separate
commodity agreements. The whole question needed further study
by the Community, particularly of the establishment of a Stabex
scheme as a complementary measure.

He was most interested in Chancellor Schmidt's suggestion that

the Eastern countries should be pressed to help with financing
such schemes. Might this form an all-European initiative?

He thought that it would be dangerous to agree any figures for use
in the discussion of the Common Fund and related measures until the
final meeting at Foreign Minister level.

Mr Cosgrave said that he hoped agreement could be reached on a
Common Fund.

Mr Jenkins said that he agreed generally with Chancellor Schmidt's
remarks. Perhaps the Chancellor would accept the phrase .. "a
Common Fund" rather than "the Common Fund". At first sight the
German Stabex proposals were well worth studying. They might,
however, turn out to be extremely expensive. Some of the figures
seemed to be in prices of the 1960s rather than of the 1970s. He
agreed, however that it was important that the benefit should be
restricted to the developing countries and not go to rich countries
which happened to be exporters of basic commodities. He agreed
that it was right to mount a propaganda campaign against the

East Buropean countries, but not to make their contribution a
prior condition to that of the West. That would only make the
North/South dialogue founder.

/Chancellor Schmidt
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Chancellor Schmidt (speaking in English from now on, on this
subject) repeated the outline of the German proposal. Decisions
about a Common Fund should only be taken after those on protection
for individual commodities. Mr Jenkins observed that this meant
that you should not put the roof on before you built the walls,
but that when you built the walls, you should make it clear that
there was going to be a roof. Chancellor Schmidt said that the
roof should also constitute a ceiling.

Mr den Uyl made a long intervention in reaction to Chancellor
Schmidt. He began by conceding many of his points. General
approval of Stabex; exclusion of rich beneficiaries from any
scheme; need for contributions by Eastern Europe and OPEC. But

a Stabex system would operate only after the event, and was no
alternative to an integrated commodity policy as proposed by
UNCTAD, including the Common Fund. The integrated policy should
contribute to the stabilisation of the whole economy. It was not
enough to let the market system prevail and then to compensate those
who lost through that system. A Stabex scheme alone would not
face consumers and producers with their responsibilities for
maintaining an orderly market. The possibility of abuses did

not vitiate the idea of an integrated policy. Could not
Chancellor Schmidt agree that a Stabex scheme would constitute
the most important instrument of such a policy? The developing
countries wanted agreement in principle for a Common Fund as a
catalyst to produce commodity agreements.

Chancellor Schmidt repeated his point about the need to get some
return for sacrifices made by the West. A Stabex scheme could
include pre-finance and would therefore not necessarily operate

only after the event. The integrated programme proposed by

UNCTAD would inevitably have its decisions taken by a majority vote.
This would certainly lead to surpluses and increasing cost for the
West. One fine day it would break down and the developing world
would press the industrialised countries again to increase their
direct aid. Chancellor Schmidt then repeated his argument about

/windfall
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windfall profits for six rich producer countries (USA, USSR,
South Africa, Canada, Sweden and Australia). He said he would
agree to commodity agreements in a limited number of cases with
perhaps a Common Fund on top. All those around the fable were
interested in stabilising the economy of the West in order to

get over the grave unemployment problem, not just in doling out
a little bakhshish.

The Prime Minister said that he believed the Dutch and German
positions were closer than at first appeared. Surely Mr den Uyl
would not want a scheme which would bring windfall benefits to the
United States and Canada?

Mr den Uyl said that Chancellor Schmidt's interpretation ¢I. the
Nairobi resolution was wrong. There would be provisions against
windfall profits and no commodity agreement for certain products
such as uranium, where it would be particularly hard to prevent such
profits. Integration was important because agreements on single
commodities did not take account of the fact that one commodity
could be substituted for another. Unless groups of commodities
where substitution could occur were all covered, a scheme would
fall down. But he feared that neither Chancellor Schmidt nor he
could convince the other across the table. The German proposal
should be seen as no more than a valuable instrument of the wider
policy agreed at Nairobi to which the Dutch Government was firmly
committed.

President Giscard said that he believed that it would now be
right to pass this question over to Foreign Ministers. There
was a risk that discussion would get lost in technical details
and different interpretations of words.

The Prime Minister said that he believed that they had taken a
definite step forward in this discussion. It was most important

to consolidate and maintain a common position on these questions.

The developing countries at the CIEC would have a very different
/perception
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perception of these problems, but that did not mean that there was
any harm in deploying the position of the West. The various

views expressed about the Common Fund were not perhaps
irreconcilable. President Giscard had said that the system must

be realistic. Mr den Uyl had made the point that the system must
cover the moblem of substitution. All concerned were most
interested in the German Stabex idea, which he believed the

Germans had first put forward two years ago. It would, nevertheless,
be a very expensive exercise. It was best, (as Mr Jenkins had

suggested), to refer to "a Common Fund" which would have to be set
up and not the "the Common Fund".

The Prime Minister noted that there was general agreement that the
Eastern countries should be asked to contribute. But the
difficulties which they would certainly raise over this should not
be used as an excuse to hold up progress. He believed that there
was general agreement that it was right to avoid specifying
figures at this stage, as President Giscard had suggested. All

in all, he believed that we were much closer to a common position
and that Foreign Ministers should now carry onwhere the present
meeting had left off. It was of the utmost importance to maintain
a common Community position. If that failed, the Community would
be seen first to be unable to agree internally and secondly to

be the cause of wider disagreement. But he himself was
optimistic.

Mr den Uyl did not express disagreement with this proposal but
said that seven out of the Nine members of the Community represented

around the table had voted for the Common Fund in Nairobi.

Mr Joergensen asked if there was time to put off a decision with

the Common Fund Conference already under way in Geneva. The

Prime Minister said that the Foreign Ministers would meet on

5 April and that he did not think even another 11 hours of discussion
around the table would result in final agreement.

External
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EXTERNAL RELATIONS

The Prime Minister then gave a personal account of his visit to
Washington and his impressions of President Carter. He
continued on the lines of the brief [(EHG (R)(77)4 attached
omitting only the reference to Cyprus, and the last two sentences
on Portugall, and he concluded that President Carter's basic

attitude towards Europe was sound. It should be possible to
work with him.

END OF SESSION

The first session adjourned at 19.25.
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