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AT 10 DOWNING STREET ON 13 SEPTEMBER 1979 AT 1500 HOURS 


PRESENT 


Prime M i n i s t e r Mr. Christopher Tugendhat 

Chancellor of the Exchequer Miss P. N e v i l l e - J o n e s 

Lord P r e s i d e n t 

S i r K. Couzens 

Mr. M. F r a n k l i n 

Mr. M. O'D. B. Alexander 

Mr. T. P. Lankester 


Community Budget: I t a l i a n A t t i t u d e s 


In reply to a question from the Prime M i n i s t e r , Mr. Tugendhat 

s a i d that the h o s t i l e I t a l i a n r e a c t i o n to the Commission's reference 

paper on the Community Budget had been motivated by disappointment on 

two counts. Despite warnings to the contrary, the I t a l i a n s had 

assumed that t h e i r budgetary d e f i c i t , l i k e that of the United Kingdom, 

would continue. They had been shocked to le a r n from the reference 

paper how s e r i o u s l y they had m i s c a l c u l a t e d . The improved I t a l i a n 

performance r e s u l t e d both from a reduction i n t h e i r c o n t r i b u t i o n to 

the Budget following the switch from a GNP-based assessment to 

a VAT-based assessment and from an i n c r e a s e i n t h e i r r e c e i p t s as a r e s u l t 

of Community a c t i o n , e.g. on the Regional Fund. The I t a l i a n s a l s o 

considered that the second h a l f of the mandate from the European 

Council i n Strasbourg had not been implemented. 


Mr. Tugendhat s a i d that he sympathised with the second I t a l i a n 

complaint but that i t was not easy to see what could be done about i t . 

They claimed with some j u s t i c e that the Community tended to operate 

i n a way that b e n e f i t e d the weaker p a r t s of the strong c o u n t r i e s at 

the expense of the stronger p a r t s of the weaker c o u n t r i e s . 
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^ \ i l r . F r a n k l i n s a i d the I t a l i a n s a l s o complained that the CAP 

favoured a g r i c u l t u r a l products produced in Northern Europe as 

opposed to those produced i n Southern Europe). The B r i t i s h 

budgetary problem was r e l a t i v e l y c l e a r cut. But i t was d i f f i c u l t 

to envisage a s o l u t i o n to the I t a l i a n s ' d i f f i c u l t i e s . Moreover, 

there was l i t t l e sympathy for the I t a l i a n s i n the Commission at 

present. The Commission considered that, as the budgetary f i g u r e s 

showed, the I t a l i a n s had done very w e l l i n the l a s t couple of 

years and should not now be asking f o r more. 


Mr. Tugendhat s a i d i t would be important f o r the UK to handle 

the I t a l i a n s c a r e f u l l y . There was a r i s k that i n t h e i r general 

i r r i t a t i o n they would t r y to d i s c r e d i t the ref e r e n c e paper and th e r e ­

by s e r i o u s l y damage B r i t i s h chances of g e t t i n g a d e c i s i o n i n Dublin. 

There was already a tendency on t h e i r p a r t to regard the refe r e n c e 

paper as a B r i t i s h paper. The recent s t o r y in the F i n a n c i a l Times 

might w e l l have been the r e s u l t of a leak by the I t a l i a n s . I t 

would be important to assure them that HMG recognised t h e i r problem 

and were not seeking to i s o l a t e them, but on the contrary, wished 

to cooperate with them. Bridges needed to be b u i l t . Otherwise 

the I t a l i a n s , even i f they did not succeed i n stopping d i s c u s s i o n 

of the reference paper, would c e r t a i n l y sour the atmosphere. 


Community Budget: B r i t i s h T a c t i c s 


The Prime M i n i s t e r s a i d that despite any d i f f i c u l t i e s the 

I t a l i a n s might make, i t was e s s e n t i a l that the Strasbourg timetable 

should be honoured. HMG were not prepared to put up with the 

present i n e q u i t i e s of the Community Budget any longer. Mr. Tugendhat 

s a i d that most r e p r e s e n t a t i v e s of the Presidency seemed determined 

to push ahead with d i s c u s s i o n of the reference paper and to t r y to 

complete i t on 17 September. But there was a l s o some f e e l i n g that 

two meetings might be required. P r o v i s i o n had been made, he thought, 

for a f u r t h e r ECOFIN meeting on 8 October. As regards the presenta­

t i o n of the B r i t i s h case, Mr. Tugendhat s a i d that i t was important 

to present the B r i t i s h problem as a unique anomaly r e q u i r i n g a s u i 

generis s o l u t i o n . S o l u t i o n s which appeared to open the door to a 

general r e d i s t r i b u t i o n or to question the underlying philosophy of 

the Community should be avoided. Arguments which e i t h e r focussed 
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^^pn the f a c t that B r i t a i n was l e s s prosperous or which suggested 

that c o n t r i b u t i o n s and r e c e i p t s had to be in balance should be 

avoided. Arguments in the f i r s t category would be r e s i s t e d 

because they might s e t precedents which would be used again by 

new and l e s s prosperous members of the Community such as Spain. 

Arguments in the second category tended to undermine the theology 

of the Community which saw the Budget as no more than a r e f l e c t i o n 

of an agreed range of Community p o l i c i e s . 


Mr. Tugendhat b e l i e v e d that the UK should concentrate on the 

c l a i m that the present s i t u a t i o n was i n e q u i t a b l e and that a 

temporary arrangement was r e q u i r e d to secure a flow-back of funds. 

There was no need to define how long "temporary" might be. I t s 

e f f e c t might be the same as a permanent s o l u t i o n . The Prime 

M i n i s t e r and the Chancellor of the Exchequer pointed out that i f 

there was to be a flow-back i n t o the United Kingdom there would 

i n e v i t a b l y e i t h e r have to be a cut in Community programmes or the 

other members would have to pay more. Mr. Tugendhat accepted t h i s 

but s a i d that the other members f e l t now - as they had not f e l t 

s i x months ago - that i t was worthwhile to make an e f f o r t . They 

might be prepared to go along with a s u i generis s o l u t i o n which 

would of course need to be clothed in Community language. But they 

would wish to know soon what s o r t of s o l u t i o n we envisaged. We 

should s t a r t , e.g. i n b i l a t e r a l s to give some idea of what we had 

in mind. We should a l s o begin to give an i n d i c a t i o n of the f i g u r e 

we had in mind, i . e . that we wanted to secure a "broad balance". 


At t h i s point the Prime M i n i s t e r l e f t the meeting to meet the 

delegates to the C o n s t i t u t i o n a l Conference at Lancaster House. 


Mr. Tugendhat r e i t e r a t e d t h at we should do our best to 

sympathise with the I t a l i a n s without g i v i n g them any opportunity 

to hold us up. In h i s view, the Cbnniission would not be able to 

b r i n g forward i t s second paper on s o l u t i o n s while the Council was 

s t i l  l d i s c u s s i n g the a n a l y s i s . The Commission had been t o l d to 

produce i t s proposals " i n the l i g h t of the debate". I f ideas had 

not been mentioned by us during the debate i t would be very 

d i f f i c u l t for the Commission to include them in t h e i r proposals. 
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This second paper would be extremely d i f f i c u l t to get through 

the Commission. This time the I t a l i a n members would be a c t i v e 

and probably more e f f e c t i v e . 


The Chancellor s a i d that the B r i t i s h budgetary problem was 

now e s t a b l i s h e d both as a f a c t and as to i t s s c a l e . But the French 

s t i l  l did not seem to understand the p o s i t i o n . He wondered what 

would be h i s best t a c t i c s at the forthcoming ECOFIN meeting. He 

understood from what Mr. Tugendhat had s a i d that i t would be 

d e s i r a b l e to s e t out r a t h e r p r e c i s e l y the UK o b j e c t i v e s . But would 

i t a l s o be h e l p f u l to deal with the " q u a l i t a t i v e " arguments which 

the French tended to introduce against the B r i t i s h p o s i t i o n ? He 

a l s o wondered when i t would be best for him to speak. 


Mr. Tugendhat r e p l i e d that i t would be very d e s i r a b l e i f the 

Chancellor were to shoot down the French arguments i n h i s statement. 

I t was important that the B r i t i s h p o s i t i o n was made ab s o l u t e l y 

c l e a r , and that we could not be accused of not answering the 

arguments which the French put forward. I t would probably be best 

fo r the Chancellor to speak e a r l y , and d e f i n i t e l y before the 

I t a l i a n s . Lord Soames added that i t would be worth c o n s u l t i n g 

with Mr. C o l l e y before the meeting on t h i s . 


S i r Kenneth Couzehs suggested that the Chancellor might 

i n d i c a t e what the UK wanted and how i t might be achieved. But he 

might go on to say that the Commission had been ent r u s t e d to f i n d 

a s o l u t i o n . They should now come up with a s o l u t i o n , and they 

should put a p r i c e on the v a r i o u s options. He wondered i f t h i s 

would be a h e l p f u l approach. Mr. Tugendhat responded that the 

Chancellor should c e r t a i n l y r e f e r to the F i n a n c i a l Mechanism and 

i n d i c a t e ways i n which i t can be improved. The Commission had been 

considering the p o s s i b i l i t y of weighting the amount of the refund 

according to r e l a t i v e GNP per c a p i t a , and the Chancellor might r e f e r 

to t h i s . He might a l s o propose the removal of the balance of 

payments c o n s t r a i n t . But he should a l s o make i t c l e a r that i t was 

extremely doubtful whether improvements i n the Mechanism alone 

would s a t i s f y our o b j e c t i v e s ; these could only be a s t a r t and more 

was needed. I t was c r u c i a l to get t h i s point across. As regards the 
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^^.dea of the Commission p u t t i n g forward costed options, t h i s was 

u n l i k e l y to be a h e l p f u l suggestion from the UK's point of view. 


Lord Soames s a i d that i f the UK succeeded i n achieving i t s 

budgetary o b j e c t i v e s , the French and the Germans would of course 

be paying more. They would presumably need to be able to show 

that they had obtained something in r e t u r n . He asked whether 

there were any p a r t i c u l a r quid pro quos which they might be look­

ing f o r . 


Mr. Tugendhat s a i d that a concession on f i s h would c e r t a i n l y 

be looked for. In a d d i t i o n , they would f i n d some p o s i t i v e s t a t e ­

ments on energy h e l p f u l ; but these should be gestures r a t h e r than 

s p e c i f i c concessions. The French would welcome some p o s i t i v e 

remarks about nuclear energy. 


The Chancellor then asked whether the UK was doing enough to 

persuade and educate our p a r t n e r s . Mr. Tugendhat r e p l i e d that 

we should be doing more, but t h i s needed to be at the highest 

p o l i t i c a l l e v e l . In p a r t i c u l a r i t was e s s e n t i a l that G i s c a r d and 

Schmidt should be f u l l y s e i z e d of the importance that we a t t a c h 

to the budgetary problem. The UK's a t t i t u d e with our partners 

should be - "regret at a common danger"; we should not make t h r e a t s 

nor t a l k about " r e n e g o t i a t i o n " . In t h i s context, the B r i t i s h P ress 

with t h e i r r a t h e r h o s t i l e approach on the budgetary i s s u e were not 

at a l l h e l p f u l . He understood that there was not much that 

M i n i s t e r s could do about t h i s ; on the other hand, i t would be 

worth taking great care in b r i e f i n g the Press a f t e r Monday's meet­

ing. The more the B r i t i s h P r e s s c a r r i e d s t o r i e s l i k e the s a l e of 

b u t t e r to the Russians, the more the French P r e s s would be provoked 

to run s t o r i e s about the cost to the Community of importing New 

Zealand butter. 


The Prime M i n i s t e r r e j o i n e d the meeting at t h i s point. 


Common F i s h e r i e s P o l i c y 


Mr. Tugendhat s a i d that the argument over the CFP presented 

major dangers. I t could s e r i o u s l y impede B r i t i s h chances of 

s e c u r i n g a s a t i s f a c t o r y s o l u t i o n on the budgetary problem. In h i s 
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view a f i s h e r i e s settlement was a necessary but not a s u f f i c i e n t 

condition f o r s o l v i n g the budget problem. He warned that the 

French might simply be l u l l i n g us i f they gave the impression 

t h a t they were not in a hurry on f i s h . The Prime M i n i s t e r s a i d 

she was not prepared to make any concessions on the CFP. The 

f i s h e r i e s s i t u a t i o n was already s u f f i c i e n t l y u n s a t i s f a c t o r y with­

out our making f u r t h e r concessions. The s o - c a l l e d r e c i p r o c i t y of 

h i s t o r i c s i g h t s was meaningless s i n c e the French had f i s h e d out 

t h e i r own waters and B r i t i s h access to those waters was w o r t h l e s s . 

She was i n any case not prepared to pay a p r i c e i n order to c o r r e c t 

the demonstrably i n e q u i t a b l e s i t u a t i o n on the Budget. 


A g r i c u l t u r e 

Mr. Tugendhat s a i d that there was some s u s p i c i o n among other 


members about B r i t i s h i n t e n t i o n s on a g r i c u l t u r a l p r i c e s . In the 

past we had been a b l e to argue for l i m i t a t i o n s i n p r i c e r i s e s i n 

the Community while g i v i n g our own farmers p r i c e r i s e s through 

the devaluation of the Green Pound. But t h i s escape route was no 

longer open: a Community p r i c e f r e e z e now meant a p r i c e f r e e z e i n 

the UK. Since i t seemed that HMG wished to expand domestic 

production, i t was being asked in Europe whether we would not i n the 

end follow the Germans in accepting p r i c e r i s e s . T h is s u s p i c i o n 

could make for d i f f i c u l t i e s i n Dublin s i n c e i t would not be under­

stood i f we appeared to be attempting to push up o v e r a l l Budget 

expenditure i n defence of s e c t o r a l i n t e r e s t s while reducing our 

own net c o n t r i b u t i o n . 


The Prime M i n i s t e r s a i d that she was ready to t e l l B r i t i s h 

farmers that food p r i c e s would not be allowed to r i s e i n the next 

two y e a r s . The farmers had done very w e l l i n the l a s t two years 

and her concern was now l e s s f o r them than f o r the housewife. 


Mr. Tugendhat welcomed what the Prime M i n i s t e r s a i d and 

expressed the hope that arrangements would be made to ensure that 

her views became known. He r e f e r r e d to h i s i n t e n t i o n to t r y to 

get the Finance M i n i s t e r s more involved i n the f i x i n g of 

a g r i c u l t u r a l p r i c e s . He hoped that i t would be p o s s i b l e to arrange 
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a "guidance debate" i n which the Finance M i n i s t e r s could examine 

the consequences for the Budget as a whole of any given s e t of 

a g r i c u l t u r a l p r i c e proposals, and s e t a global f i n a n c i a l l i m i t 

w i t h i n which the A g r i c u l t u r e Council would have to operate. (The 

Prime M i n i s t e r commented that t h i s was a very good i d e a ) . The 

proximity of the Budget to the 1 per cent VAT c e i l i n g - which 

would c e r t a i n l y be reached i n 1981 and might on some assumptions 

be 1980 - provided a good reason f o r p r e s s i n g for the involvement 

of Finance M i n i s t e r s . While he would not do so before the Dublin 

meeting, the Commission would have to b r i n g forward proposals f o r 

r a i s i n g the 1 per cent VAT c e i l i n g before the New Year. 


The d i s c u s s i o n ended at 1645. 


17 September 1979 
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M R A L E S A J ^ R 

M E E T I N G W I T H M R T U G E N D H A T 

1. I have suggested a few a d d i t i o n s . 

2. You m a y fee l that the note should i n d i c a t e that the P r i m e M i n i s t e r was 

absent f r o m the d i s c u s s i o n r e c o r d e d f r o m the m i d d l e of page 3 to the end of 

page 5. 

3. I have added a second a d d i t i o n a l p a r a g r a p h on page 5 about wha t M r Tugendha t 

( in the P r i m e M i n i s t e r ' s absence) a c t u a l l y sa id about the even tua l o u t c o m e . 

Wha t the annex to M  r Tugendha t ' s b r i e f r e v e a l s i s tha t he t h inks tha t " i  f the 

UK c o u l d cut he r d e f i c i t in h a l f ( in 1980 f r o m 1 5 0 0 M U C E to , say, 8 0 0 M U C E ) 

she w o u l d be do ing v e r y w e l l " . The P r i m e M i n i s t e r w i l l not have seen 

t h i s d o c u m e n t but I t h i n k you shou ld d r a w h e r a t t e n t i o n to th i s a s s e s s m e n t . 

I t i s c e r t a i n l y no t good enough and I hope to have the o p p o r t u n i t y d u r i n g m y 

v i s i t to B r u s s e l s today and t o m o r r o w to t e l l M r Tugendha t so. B u t you w i l l 

w i s h to c o n s i d e r w h e t h e r t h i s exchange shou ld be i n c l u d e d i n the c i r c u l a t e d 

r e c o r d o r no t . In v i e w of i ts s e n s i t i v i t y y o u m a y p r e f e r to exc lude i t . 

M D M F R A N K L I N 


17 Sep tember 1979 




10 DOWNING STREET 

From the Private Secretary 17 September 1979 

CALL BY MR. CHRISTOPHER TUGENDHAT 


As you know, Mr. C h r i s t o p h e r Tugendhat, the EEC Budget 

Commissioner, c a l l e d on the Prime M i n i s t e r on Thursday, 

13 September. I e n c l o s e a record of t h e i r c o n v e r s a t i o n . 


I apologise f o r the delay i n the appearance of the 

r e c o r d . My absence for the middle p a r t of the d i s c u s s i o n 

somewhat complicated the n o t e - t a k i n g arrangements! 


I am sending copies of t h i s l e t t e r and i t s e n c l o s u r e 

to Tony B a t t i s h i l l (HM T r e a s u r y ) , Garth Waters ( M i n i s t r y of 

A g r i c u l t u r e , F i s h e r i e s and Food) and Martin V i l e (Cabinet 

O f f i c e ) . 


M . O'D. a ALEXANDER 

G. G. H. Walden, Esq., 

Foreign and Commonwealth O f f i c e . 



