
 I 

CONFIDENTIAL 


Treasury Chambers, Pari lament Street. S W 1 P 3 A  G
01-233 3000 


PRIME MINISTER 


You w i l l have seen t he telegrams r e p o r t i n g the outcome 

of t h e Finance C o u n c i l on Monday. x'ou may care t o have, 

i n a d d i t i o n , my own r e f l e c t i o n s about the next stage i n our 

p u r s u i t o f a s e n s i b l e s o l u t i o n o f our budget problem. 


2 . The meeting was s u c c e s s f u l - from our p o i n t o f view, 
more s u c c e s s f u l t h a n a t one time seemed p o s s i b l e . D e s p i t e 
a l a s t - m i n u t e t h r e a t by t h e I t a l i a n s t o b l o c k t h e whole debate 
u n t i l t h e i r own case had been more f u l l y p r e s e n t e d (which I 
managed t o head o f f i n p r i o r t a l k s w i t h P a n d o l f i and t h e 
Pre s i d e n c y ) and d e s p i t e d e l a y i n g t a c t i c s by o t h e r s , we have 
managed t o m a i n t a i n t he momentum o f the S t r a s b o u r g r e m i t , and 
we have b o t h t he Presidency and the Commission f i r m l y committed 
t o t h e p r e p a r a t i o n o f s o l u t i o n s i n good t i m e f o r d e c i s i o n s a t 
D u b l i n . With the h e l p o f the Commission's r e f e r e n c e paper, I 
have been a b l e t o s t a t e t h e UK case f o r e q u i t a b l e t r e a t m e n t ­
i t s n a t u r e , s c a l e and urgency - i n terms which cannot r e a s o n a b l y 
be r e f u t e d o r brushed a s i d e . And I have f u l f i l l e d our p a r t o f 
the European C o u n c i l r e m i t by i n d i c a t i n g b o t h those s o l u t i o n s 
which would be i n a d e q u a t e , and those which c o u l d g i v e us 
what e q u i t y demands. 

3. T h i s , I c o n s i d e r , i s good p r o g r e s s and b e t t e r than 
par f o r t h e course. But the most d i f f i c u l t work i s s t i l l ahead. 
Indeed, we can expect t he g o i n g t o get tougher from now on 
p r e c i s e l y because our problem and our p o s i t i o n , and i t s 
i m p l i c a t i o n s f o r t he o t h e r s , are now so c l e a r . 
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k. We must now f o l l o w up v i g o r o u s l y on what we have g a i n e d . 
By t h e end o f t h i s week, we s h a l l be sending supplementary f a c t u a l 
m a t e r i a l t o t h e Commission ( f o l l o w i n g O r t o l i ' s g e n e r a l i n v i t a t i o n ) 
t o r e f u t e the argument t h a t the budgetary p i c t u r e f a i l s t o t a k e 
account o f non-budgetary f a c t o r s : we can show t h a t t h e 
non-budgetary f a c t o r s make our own p o s i t i o n even worse t h a n 
the b u d g e t a r y p i c t u r e alone i n d i c a t e s . We are a l s o i n v i t i n g 
I t a l i a n o f f i c i a l s t o London t o h e l p them w i t h t h e p r e s e n t a t i o n 
o f t h e i r non-budgetary problem. 

5. Next, t he r e m i t from OD t o prepa r e more d e t a i l e d work on 
p o s s i b l e s o l u t i o n s i s b e i n g d i s c h a r g e d . T h i s w i l l p r o v i d e us 
w i t h t h e necessary b a s i s f o r f u r t h e r d i s c u s s i o n w i t h t h e Commission 
i n t h e course o f t h e p r e p a r a t i o n o f t h e i r paper on s o l u t i o n s . 
I n the p r o c e d u r a l c o n c l u s i o n s o f Monday's Finance C o u n c i l , t h i s 
work by t h e Commission i s supposed t o a w a i t t h e f u r t h e r d i s c u s s i o n 
o f t he r e f e r e n c e paper a t t h e October Finance C o u n c i l , b u t t h e 
Commission are under no i l l u s i o n s t h a t , i n p r a c t i c e , t h e y w i l l 
have t o s t a r t work s t r a i g h t away i  f t h e y are t o meet the S t r a s b o u r g 
d e a d l i n e . And (as w i t h t h e r e f e r e n c e paper) we s h a l l be i n c l o s e 
i n f o r m a l c o n t a c t w i t h t h e i r work t o make sure t h a t t h e i r t h i n k i n g 
i s on the r i g h t l i n e s and t h a t t h e i r i d e as f o r s o l u t i o n s are 
commensurate w i t h t h e problem. 

6. Above a l l , we must m a i n t a i n the i n i t i a t i v e t h r o u g h b i l a t e r a l 
t a l k s a t M i n i s t e r i a l and o f f i c i a l l e v e l . Your own meetings w i t h 
Schmidt, G i s c a r d and Cossiga w i l l have a v i t a l p a r t t o p l a y . 
I have i n mind a programme o f v i s i t s which I might make t o key 
Finance M i n i s t e r c o l l e a g u e s as soon as I can arrange them a f t e r 
M a l t a , Belgrade and the P a r t y Conference. I n f l u e n c i n g t h e French 
w i l l be v i t a l and I s h a l l t r y t o see Monory and perhaps B a r r e : 
i n d e e d , our. s t r a t e g y s h o u l d be t o l o s e no o p p o r t u n i t y t o convince 
French M i n i s t e r s and o f f i c i a l s o f the s e r i o u s n e s s o f our concern 
over t h e Budgetary i s s u e . The Germans seem l i k e l y t o be 

- 2 -
CONFIDENTIAL 




CONFIDENTIAL 


c o n s i d e r a b l y more h e l p f u l t h a n the French. Also i m p o r t a n t w i l l 

be t he s m a l l e r c o u n t r i e s - the Dutch, t h e B e l g i a n s and t h e Danes: 

they may not be ready or able t o h e l p much, but t h e i r p o t e n t i a l 

f o r o b s t r u c t i o n i s c o n s i d e r a b l e . As f o r the I t a l i a n s , we must 

c o n t i n u e t o be as sym p a t h e t i c as p o s s i b l e f o r as l o n g as p o s s i b l e , 

i f o n l y t o reduce the r i s k o f t h e i r h o l d i n g up our own p r o g r e s s ; 

but i n the l o n g r u n we must beware o f too c l o s e i n v o l v e m e n t i n 

s o l u t i o n s f o r I t a l y which c o u l d be expensive f o r us. 


7. A f i n a l note on the d e c i s i o n o f the C o u n c i l t o conclude 
the EMS r e v i e w . This was a t German i n s t a n c e , s a i d t o be t o calm 
s p e c u l a t i o n t h a t major changes, e i t h e r i n the mechanisms or i n 
the p i v o t r a t e s t h emselves, were i n p r o s p e c t . I expressed some 
doubts about t he j u s t i f i c a t i o n f o r or wisdom o f such an unexpected 
s t a t e m e n t , but the p a r t i c i p a n t s were unanimous i n s u p p o r t i n g 
the German p r o p o s a l . I  t c o u l d be s a i d t h a t t h e c o n c l u s i o n 
of t h e r e v i e w removes one answer t o those who may wish t o press 
us f o r a d e c i s i o n whether or not t o e n t e r . But t h e f a c t t h a t 
the p a r t i c i p a n t s , a f t e r a r e v i e w o f some elements o f the system, 
have decided t h a t , i n the l i g h t o f e x p e r i e n c e so f a r , t h e r e 
seems t o be no need t o a l t e r t h e machinery a t p r e s e n t has very 
l i t t l  e t o do w i t h t he fundamental c o n s i d e r a t i o n s which w i l l 

u n d e r l i e	 our own c h o i c e , and Monday's statem e n t should not s u b j e c t 

us t o any s e r i o u s new p r e s s u r e . 


(G.H) 


"L \ September 1979 
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