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NOTE OF A DISCUSSION OVER LUNCH AT NO. 10 DOWNING STREET, ON 


WEDNESDAY 5 SEPTEMBER 1979 


PRESENT 


Prime M i n i s t e r The Ta o i s e a c h 

F o r e i g n and Commonwealth S e c r e t a r y Mr. G. C o l l e y ( T a n a i s t e , 


M i n i s t e r f o r Finance and 
C h a n c e l l o r o f the Exchequer 
 M i n i s t e r f o r the P u b l i c S e r v i 

S e c r e t a r y o f S t a t e f o r Nort h e r n 
 Mr. M. O'Kennedy ( M i n i s t e r f o r 
I r e l a n d 
 F o r e i g n A f f a i r s ) 

Lord P r i v y S e a l 
 Mr. A. O'Rourke ( S e c r e t a r y , 

Mr. M. D. M. F r a n k l i n Department o f F o r e i g n
 A f f a i r e 

Mr. M. 0"D. B. Alexander Mr. D. N a l l y (Deputy S e c r e t a r y , 


T a o i s e a c h ' s O f f i c e ) 


The Community Budget 


The Prime M i n i s t e r , i n t r o d u c i n g t h e d i s c u s s i o n , s a i d t h a t 

the U n i t e d Kingdom was at pr e s e n t g r o s s l y o v e r - c o n t r i b u t i n g t o the 

Budget. Although the t h i r d p o o r e s t member of the Community i n 

GDP terms, the U n i t e d Kingdom was the l a r g e s t net c o n t r i b u t o r , 

c o n s i d e r a b l y ahead o f France and the F e d e r a l R e p u b l i c . T h i s 

s i t u a t i o n had to be c o r r e c t e d . HMG accepted t h a t I r e l a n d s h o u l d 

be a net g a i n e r from the Budget. But a B r i t i s h c o n t r i b u t i o n on the 

pr e s e n t s c a l e made no sense. HMG a t t a c h e d c o n s i d e r a b l e importance 

to the maintenance o f the t i m e t a b l e e s t a b l i s h e d by the European 

C o u n c i l at i t s l a s t meeting. The P r e s i d e n c y s h o u l d ensure t h a t t h i s 

t i m e t a b l e was adhered t o . 


The F o r e i g n and Commonwealth S e c r e t a r y s t r e s s e d the p o l i t i c a l 

dimension. HMG s t i l  l had a problem w i t h p u b l i c o p i n i o n i n t h i s 

c o u n t r y . S i n c e coming t o power i n May, they had demonstrated t h e i r 

European c r e d e n t i a l s , e.g. by l i f t i n g a number o f o u t s t a n d i n g 

r e s e r v a t i o n s . (Mr. C o l l e y acknowledged HMG's h e l p f u l n e s s i n t h i s 

r e g a r d ) . I f the UK r e c e i v e d no s a t i s f a c t i o n on the Budgetary 

i s s u e , the p o l i t i c a l s i t u a t i o n would become markedly more d i f f i c u l t . 


Mr. C o l l e y s a i d t h a t he wished to keep t o the European 

Council's t i m e t a b l e but p o i n t e d out t h a t any member cou n t r y o f 

the Community had the a b i l i t y t o impose d e l a y . The I r i s h 

Government accepted the e x i s t e n c e o f the imbalance d e s c r i b e d by 

the Prime M i n i s t e r b u t , l i k e o t h e r members of the Community, d i d 

not see the s i t u a t i o n s o l e l y i n Budgetary terms. The q u e s t i o n was 
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not s i m p l y one of c o n t r i b u t i o n s t o and r e c e i p t s from the Budget. 

There was the q u e s t i o n o f convergence. What v a l u e s h o u l d one p l a c e 

on the p r o v i s i o n s o f the Rome T r e a t y f o r f r e e t r a d e i n i n d u s t r i a l 

p r o d u c t s ? The Prime M i n i s t e r p o i n t e d out t h a t the pr e s e n t arrange

ments meant t h a t access was e a s i e r f o r the i n d u s t r i a l p r o d u c t s o f 

o t h e r EEC members coming i n t o the UK than f o r B r i t i s h a g r i c u l t u r a l 

p r o d u c t s moving i n the o t h e r d i r e c t i o n . Mr. O'Kennedy re p e a t e d 

t h a t i t was wrong t o loo k a t the Community s i m p l y i n terms o f the 

Budget and t o i g n o r e the o t h e r b e n e f i t s t h a t i t had brought. 

I t s impact i n the s o c i a l and economic spheres had t o be taken i n t o 

account. 


Mr. C o l l e y s a i d t h a t t h e r e was a f u r t h e r problem. The Budget 

was approaching the c e i l i n g imposed by the 1 per cent VAT l i m i t a t i o n , 

I t was important to take i n t o account how the d i f f i c u l t i e s t o 

which t h i s would g i v e r i s e would be fac e d . The problem c o u l d not 

be i g n o r e d i n c o n s i d e r i n g adjustments t o the Budget of the k i n d 

sought by HMG. The C h a n c e l l o r o f the Exchequer s a i d t h a t the 

own r e s o u r c e s problem was a r e a l but s e p a r a t e i s s u e . I t needed t o 

be l o o k e d a t . The UK p o s i t i o n was t h a t the 1 per cent c e i l i n g 

s h o u l d not be r a i s e d . But f o r t h e moment i t was important to 

c o n c e n t r a t e on ref o r m o f the Budget. With 16 per cent o f the GDP 

of the Community, the UK was p a y i n g 20 per cent of the c o n t r i b u t i o n s 

to the Budget and o n l y r e c e i v i n g 10 per cent of the r e c e i p t s . 


Mr. O'Kennedy s a i d t h a t the I r i s h Government had i n h e r i t e d 

w i t h the P r e s i d e n c y a s e t o f themes and p r i o r i t i e s . They wished 

t o s t i c k t o those p r i o r i t i e s and t o take d e c i s i o n s wherever 

p o s s i b l e . They d i d not know the views o f a l l t h e i r p a r t n e r s but 

so f a r t h i n g s were goi n g a c c o r d i n g to p l a n . Mr. C o l l e y r e p e a t e d 

t h a t any one member co u n t r y c o u l d p r e v e n t p r o g r e s s but t h a t i t was 

h i s i n t e n t i o n t o do e v e r y t h i n g p o s s i b l e to get the Budgetary i s s u e 

t o the Summit i n a shape where d e c i s i o n s would be p o s s i b l e . 

Mr. Lynch, c o n c l u d i n g t h i s p a r t o f the d i s c u s s i o n , s a i d t h a t the 

I r i s h Government r e c o g n i s e d the problem and wished t o adhere t o 

the European C o u n c i l ' s t i m e t a b l e . 
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The EMS 


Mr. Lynch asked whether HMG had a t i m e t a b l e i n mind f o r 

f u l l adherence t o the European Monetary System. The p r e s e n t 

s i t u a t i o n was p s y c h o l o g i c a l l y damaging i n I r e l a n d . People tended 

to t h i n k t h a t the punt was d o i n g b a d l y . The Prime M i n i s t e r s a i d 

t h a t she was not o p t i m i s t i c about the chances of an e a r l y d e c i s i o n 

on e n t r y by HMG. The s i t u a t i o n was at p r e s e n t u n p r e d i c t a b l e . 

D e s p i t e the e a s i n g of exchange c o n t r o l s , the v a l u e o f the pound 

remained s u r p r i s i n g l y h i g h . Money had not flowed out of the c o u n t r y 

i n the way t h a t some had expected. 


The C h a n c e l l o r o f the Exchequer s a i d t h a t the i n t e r n a t i o n a l 

c u r r e n c y w o r l d was markedly l e s s s t a b l e than 12 months ago. 

Owing t o the c u r r e n t problems o f the d o l l a r , t o the OPEC p r i c e 

r i s e , and t o s t e r l i n g ' s p e t r o - c u r r e n c y s t a t u s , t h i s would be a 

p a r t i c u l a r l y d i f f i c u l t time f o r the UK t o e n t e r the EMS. HMG were 

not i n any sense h o s t i l e t o the EMS but were very c o n s c i o u s of the 

c o m p l e x i t i e s o f the p r e s e n t s i t u a t i o n . 


Mr. C o l l e y s a i d t h a t i  t was c l e a r t h a t the s o r t of problem 

d e s c r i b e d by the C h a n c e l l o r was l i k e l y t o c o n t i n u e f o r some y e a r s . 

Would i t pre v e n t HMG j o i n i n g the EMS throughout t h a t time? Would 

HMG i n s i s t on a s t a b l e pound b e f o r e t a k i n g a d e c i s i o n ? The 

Prime M i n i s t e r s a i d thatVwould depend on our energy p o l i c y . I f 

the UK became l e s s o i  l dependent, i  t would be e a s i e r to c o n t r o l 

f l u c t u a t i o n s i n the c u r r e n c y . But t h i s would be a l o n g p r o c e s s . 

In g e n e r a l i  t was re a s o n a b l e t o say t h a t a more s t a b l e pound would 

make i t e a s i e r t o j o i n the EMS. The C h a n c e l l o r o f the Exchequer 

s a i d t h a t t h i s was not s i m p l y a B r i t i s h i n t e r e s t . A l l the o t h e r 

members of the EMS had an e q u a l i n t e r e s t i n s t a b i l i t y . To o f f e r to 

j o i n on the assumption t h a t s t a b i l i t y had been a c h i e v e d and then 

to f i n d t h a t the assumption was f a l s e would be the worst outcome. 


The lunch broke up at 1440 hours. 
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