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' to have probably been  a v i cO,  a  popu] .:r and

on  L EM  i s s <e _: .  basic  concept  of  free  trade

France end for them to Ac i.,2t .r to hear
(Vei

Oy of  o d  c...;e•  our  com ; Luent} to 4  r pe`  o al

, te3Ei.i . i`;u O:P= the Cot' 2unit has  :ieen  toro.'mcii,

V Cry  Co n::;.E... . caii  0 ._i;ixrnC't.

'v-! e c"_'.:'.', you  they  wil l undoubtedly throw tM

question at  you and ther e is th e  very  simple
k..°i  M .  .,,._. •  France n.ere: f,! with all other  .xe  -.i . o States

New C.Ft. 1_L Only eouo taco th e U ... t;iuuit y  if a 2G
tar M  J . "d !on I J.  T bat  Z 'l  a irs  the policy of TM-WOU-,
on Q o Cw ... ...  u a.. _L  is u .i. t,. ...  to  _y that Here is no p ., ez.  ..a c ii

EE'n  in fact  he  whole of the co,!
d lamb _SIL,E... against Nudiscriminates Nov, Gf;c..°,.I4.1 with a

I a N ,. e th interviewr ter .5°V1Lt°7 Ia1.l go well.  1  an 'i  not sure how you--rE'e,

briefing 1.s  l3f.`...n'_' o r J*, .l...i `.ie(„.  but it might rut be a bad titS.nA if
you had  th e i;i in . li(_.:e y or to the rocoriilnr  LnviI a  b

word on rue o_nc  to  our  ti :;,1.rEts sLuor who  will be able to un-6ate
you to tae vary last  c wa  t e as  to the  _st a be  of the dobate hat.
hn v really t o t going for the first time in France during UK;
post wi'  e1: .

PETER 1,TAI,L3-i
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French T' :Jo. Co:tro

I . Res-,)cc-L, for the EEC Treaty is essential if Community is to

develop. This creates difficulties for all Tie'T:ber States but is

the price of an ecoi,oric Union.

2. The European Court ruled unequivocally nearly  6 months

that both France's closure arrangements and her levies were i l.ler a

under the Treaty. The French  Government  must comply.

3. The UK complied  with  a parallel jud> ent  against  the potato

ban 11 days after ju:lgeisent was given and iS bearing t'r_e cost of

supporting producers affected on her national budget.

4. Nothing to stop the French Gove1=117:1 ent introducins its o.•:[1

_legal measures of support to cushion effect on producers.

5. Frenc h consumers would benefit from additi on -a.1 sun plies of

excellent  K  laumb.

6. `.le are not see=:ing to harm French ro;ucers. 3ut 'renc.,

controls have damaged  UK  producers. Prices have been depresses

and we have spent about f11 mill on (a out 11C in guarantee

yJajr"'.rn s to __L r _1:e 1_3 since last,

I
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7. Agriculture IiinisLers were close to agree gent on principles

of an interim pace. e last .^eek. But French could not accept
as

consensus against Community - financed intervention part of then-

package or give satisfactory assurances that import restrictions

would not be reiTrlposed .

X

8. nxious to seek constructive solution.  Package would have

afforded support to  French farmers and  its rejection  illustrates

depressingly unconstructive approach of French Goverment to

negotiations.

Sheenrreat Ret_ime

9. We remain ready to negotiate constructively. But this is

a separate  issue from. introduction of free trade  as required by

the Treaty.

10. We played a constructive part in securing Council approval

of a mandate for the negotiation for voluntary restraint agreements

under  which  3rd Country- suppliers of sheep_meat, notably New Zeal,=_-''

would restrict sendings to traditional levels. This is quite

adequate to meet  French  concern.

11. We have the major interest in sheepmeat production. Any

support measures must recocnise this fact  and  give the UK a fair

share of receipts. We should of course have to give up our c-.:n`

rcg .. .. _.en  a

lilt roduc ed .

2



i-:y C: ;G...CJ u lllt'i C-2:t1G .. To put _;C)Oi fresh ,_. .,12, ti>tro C..

in the  deco _rrC..ZE: or to support  .. _L  pricesin is  econc--- C:in order

c r - would be e _pcr sive and di. oo in of i`,ter ._ =0_.

otocko .;OU.LC. dior'tipl; ...ai'kets.

13.  T;__n_.o E r  y;i ni bud-Est unjustified; must be decided on its

merits.
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BACKGROUND VOTE'

Gen

1 . Fr,-, ce has nF arlg one-third of Com: 'uni J sheepaeat produc tict;

the nearly half. The French have lilted progress on shee_^_eat
budget,

with a solution to th_,problem. They continue to argue stror ;1-,'h

for market price sup-:port through intervention. French producers

are said to dismiss direct aids as "charity".

French I`,nort Control

2. The French failure to comply with the European Court ruling of

25 September condo ing their levy/closure system of controls on

imports of all Ile epme at .i, (
which stated that France was not preclvje

from adopting legal measures of support pending the introduction c_

a  common regime  led  to the  Commi s sion  bringing  a sC  cond case  on

_y for non compliance with the ruling, particularly as =eV= _ _sJal. -uaT.J

-: r" c7̀.1. rythe import ban. The Com i s ..c 10_. also "tOG . ''-' preliminary steps for a

third action against the levies. On j ?arch they decided to e

the Court for an interim injunction against the French Governme___.

3. French prices  have  firmed up and the French market is open

at present to U_). sheen neat but  s':  ) j c t  to Di-̀irohii a tine le : `T of

(8p/_-.E)UK prices are ~•o; above the guarantee l e-;7.90  F-' 1 1

Interim "r, _ - nts

pac- of transitional moo auras which would involve the li

!'  the  - Z on Par he Cc_ _P Sudan
_ ro-

France's _ -a con L . -.-,. ,  ant  ;) provision  foe,



• -ional S';);)O_'t Ii;GC1.I:?Jv-'e3 in the UK ar1.c. France. `. he  UK  could

Wcceo - this  On,  COXLC 1 10:"1. that the r'Y'Cr1C ; 1)r0:,'i
encl. not to re-

` Ui ., t r''1  '  All  U ne ,r ̀  would not be u.se-'r =r

to fin ance intervention and that the funds were fairly allocated

The llF'rencr! in 1 sled On intervention  arc,  rejected a Presidency

conpr- 'o: i. 1c which excluded FEOGJ financed_ interve ttion..

5. As regards n+ e^n )_ arwanMe rents the two main areas of

difficulty are

wheth er t Lere should support of ma- _et

price-; t !r.ou:_,-1 inter: ention;

(ii) ho,: far Community-fir_ :need  premiums  should

compensate producers for any fall in market

returns due to free trade. The majority- of

Piea!ber countries favour full Co=:_Jet cation

in the first yea but .• ith Gradual deVres  s' on

of premiums thereafter.

6. Our position has been, fir t total- or cosrtion to CO unit=

fin _~Iced inter'. en_ti on and, second,  we  have argued that or e u_um

o -1arras e e _s s' Quid not uerpetu=te t'. e present discri° inat --1

a al_^.ti the  U-..' due  to t e i' e ch 1myport  restrictions an-,-' should

reflect our u dominant r>osition in this sector. The tine T17_u'I

proposals as they stand do not meet these UK requirements. In

lit , off' no C -_.
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•. On the side, tic Co:::::i.,:,__oII

or dc  -CU?`:..:o l at 1o t 0f this (i bou tiT_-_I f al d T ='.'o^ G

Jthat Vol 1Uuid be 7 r o i .

the l third country pn 1E 'C' , notab l ' ; i ':.  Zeal  :%i .J

Co:ni_sic.:  r.a e _:c:,  oYened I;,e-otiatio__:s on the be:sis of a ma:__da=

approved  by  the Council. i?e Zealand 1_S I'11 ]_3x_' to
-le-,04- Je

subject to not beco:1: << firmly  committed  until -- e for:: of the

common re ;i-1e as a „hole is knor-n.
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• PRIME  MINISTER'S APPEARANCE ON ANTENNE 2

General

The United Kingdom in common with most other industrialised

countries has suffered from relatively slow growth and high inflation

in recent years. But the UK is still a substantial manufacturing

country and has broadly held its 10 per cent share of world trade

in manufactures over the past five years. About 40 per cent of

UK trade is with the Community. The UK's industrial performance,

however, has for some time lagged behind that of many of its

competitors. The present Government is determined to correct this.

Present olicies

2. The Government is giving priority to the reduction of inflation

and to the improvement of the supply side of the economy. The

reduction of inflation requires a firm control of monetary growth

supported by strict limits on Government spending and borrowing.

The Government has not hesitated to act both through its fiscal

and interest rate policies to restrain the growth of the money

supply. The growth in public spending planned by the previous

administration both for this financial year and next has been

curbed. The check to public spending, however, has taken time

and meanwhile the Government has raised interest rates to rein

back monetary growth.

3. The improvement of the supply side of the economy requires

a climate in which enterprise can flourish and market forces can

work freely and flexibly. The Chancellor in his first Budget

reduced the UK's high marginal income tax rates and brought them

more into line with those of other countries. This will allow

people to keep more of the extra earnings that their efforts bring

them. The Government has also allowed price and dividend controls

to lapse and has abolished exchange controls.



i
Inflation

4. The Government believes that a slowdown in monetary growth

is vital to reduce inflation, but there must also be realism in

pay bargaining. The Government itself will not interfere in

wage bargaining. It believes that this is b st left to negotiators

in industry and should be based on what individual companies can

afford. Slower monetary growth will take time to have its full

effect on inflation and the present wage round is not a test of

the Government's policies. After four years of incomes policy, there

is bound to be a period of adjustment as distortions are corrected.

There have, however, been a wide range of settlements and there

are signs of realism.

5. The underlying rate of increase in prices in the UK, after

allowing for the once-for-all.effect of the Government's increase

in VAT last year, has shown little increase. The UK in spite of

North Sea oil suffers from the effect of higher oil prices like

other countries.

Prospects

6. The outlook for economic growth in the UK, as in many other

industrial countries, in the coming year is poor. The recent rise

in oil prices, engineered by OPEC, has harmed the prospects for

world trade. The UK as a relatively small oil producer cannot

influence the world oil price. The UK, however, is particularly

dependent as an open economy on the growth of world trade and we

are harmed by any slowdown in world activity.

7. The forecast published by the Government last November was

for some decline in output this year. Developments since then

have confirmed the likelihood of this. The Government, however, is

convinced that its policies offer the best prospects in the medium-

term for achieving sustainable economic growth without inflation.



AIDE MEMOIRE ON THE UK ECONOMY  6 March 1980

PRESENT SITUATION

GDP output estimate level in 04 1979 from 03 GDP in 1979 same as 1978 H2. Industrial

production down 0.5% in latest 3 months to December; manufacturin roduction up 0.7% in

latest 3 months to December. Underlying level unchanged during 1979.

Consumers' ex enditure  rose  1.7% in 04 1979. Retail  sales  (volume) up 2.3% in latest

3 months (to December) on previous 3 months. Ex ort nods volume up. 1.1% in November.

Latest 3 months 0.3% higher than previous 3 months. Im ort oods volume down 6.0% in

November. Latest 3 months 0.4% lower than previous 3 months. Private sector investment

in manufacturing and distribution in 1979 rose 5% over 1978. 1979 04 on 03 rose 12%.

Latest DI investment intentions surve suggests fall of 6 - 10% in manufacturing in 1980

(revised downwards on previous survey); distributive and service industries (excluding

shipping) investment to increase not more than 5% in 1980 (held from previous survey).

Stockbuilding in 1979 rose 1.1% over 1978.
419004

February unem lo ent (UK, seasonally adjusted excluding school-leavers) was 1,383,100

(5.7%) up 46,400 on January. Vacancies fell for 8th month running to 191,400.

January RPI (all items) up 2.5% on December. Change over 12 months to January 18.4%.

Change in TPI over 12 months to January 16.1%

Wholesale in ut prices (fuel and materials) rose 3.1% in January. Wholesale out ut prices

("factory gate") rose 2.5%. In last 6 months input prices have risen 32.2% (annual rate);

wholesale output prices have risen 15.6% (annual rate). Avera e earnin s index for

December up 19.6% compared with the same month 1978. RPDI little changed in 03 1979

and up 2.6% on 03 1978.

PSBR in first 30s' of financial year 1979/80 £9.97 billion compared with full year Budget

forecast of £8.3 billi on. CGBR for April to January £7.7 billion. 1979/80 HI figures  swollen

by GPO strike and VAT delays.

Sterling M3 rose 1.1% in banking January, bringing cumulative growth since mid-June to

12*% p.a compared to target 7-11% growth p.a over period to October 1980. Banks' eligible,

liabilities rose 22% in January. MLR raised to 17% on 15 November.

Balance of a ments current account recorded a deficit of £296m in January; total deficit
w

for 1979 of £2437m. Reserves at end-February $23.935 billion. Exchange rate closed at

owwom*$2.2445 on 5 March with effective exchan e rate index standing at 72.3.



Q. Recent economic forecasts (eg by the OECD) have painted a

gloomy outlook for the British economy ....

A. Our own domestic Budget forecast last June showed the same

thing, and the recent oil price increases have not made things

any easier either for our own domestic economy or for our

overseas markets on whom we depend so much.

But this Government has never sought to disguise the

difficulties facing our economy over the next year or two,

and we have always warned that the task of making the British

economy really strong again will take several years.

In the same Budget last June we made a very positive start:

we began the tough monetary and fiscal regime which is

absolutely essential to curb inflation - and which

incidentally the OECD regard as essential for Britain - and

we began the sweeping liberalisation of personal incentives

and business controls which is equally essential to the

recovery of the British economy.

The more quickly Britain can regain her economic strength

the better for the economic health of the European Community

as a whole.

However, I am sure you will appreciate that the task of

British recovery is not helped by the penal contribution that

Britain is currently having to make to the Community:

for the third poorest member to be paying by far the

largest contribution is totally indefensible and totally

illogical.



Q. Strikes, industrial relations problems - will Britain

ever escape?

A. Of course we have a problem, but may I point you to two

things:

- first, the British Government is introducing legislation

to help redress the balance between the strength of unions

and employers, partly to discourage early industrial action

in pursuit of pay claims;

- secondly, I believe that there is a growing sense of

realism breaking out in Britain. The most spectacular

example - and your viewers may recall this - was the

overwhelming vote by workers at British Leyland not to take

industrial action in support of a militant shop steward

who had been dismissed for urging non co-operation with the

management's recovery programme.  /-There  was also the

clear vote by Welsh miners against industrial action in

support of the current strike in the nationalised steel

industry, and the return to work by private sector

steelworkers.-7

But you should beware of expecting overnight transformations

in our national attitudes: the process of adjustment in

Britain by employers and unions alike may take months -

even years - rather than days or weeks. For myself, I am

constantly reminding our people that the world does not

owe us a living.



UNITED KINGDOM TRADE WITH FRANCE

1979

£ million

UK Exports

of which

Agricultural Produce

 L a - Beef

149.0
88.1

•

Manufactured Goods 2321.2

Road Vehicles

Passenger Motor Cars

191.7

53.6

UK Imports 4064.2

of which

Agricultural Produce 304.8

Wheat 39.5
Maize 73.7
Apples 56.4

Manufactured Goods 3047.0

Road Vehicles 691.9

Passenger Motor Cars 519.7

l 03!
Voby
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. ANNEX D

FRANCE: FACTS AND  FIGURES'

1.  Population Land Area

53 million 551,000 sq km

2. GDP Growth: 3.3% 1978 )
3.7% 1979 )  official French forecast
2.5% 1980 )

3. Rate of Inflation

4. Exchan e Rate

5. Unemployment

10.7% 1979
12.9% 1980 (January 1980 on January 1979)

F9.375 = all (3 March 1980)

1,l+23,900 ( January 1980)

% of total working
population 6.7% approx (January 1980)

Growth in unemployment 9.5% (January 1980 on January 1979)

6. Gross Fixed  Investment  2.5% in  volume 1979
1.0% 1980

7. Bud et Deficit

1978 £1+.04 bn (forecast £1.03 bn)

1979  £1+.21  bn (January 1980  Estimate)

1980• £3.43 bn (Projected)

8. Balance of P ments

Current Account

Trade Balance

1978 1979

+ £1.94 bn + £1.1 bn

+ £0.29 bn - £1.1 bn (forecast)

9. French E  orts  (1979) £38.49 billion

West  Germany 17.2%
Italy 11.4%
Belgium/Luxembourg 9.8%
UK 7.7%

USA 4.9%

10. French  Im orts (1979) £+1.98 billion

West Germany 18.0%
Italy 10.1%
Belgium/Luxembourg 9.0%
USA 7.6%
Netherlands 6.1%
UK 5.6% •
Saudi Arabia 5.4%

CONFIDENTIAL



S BRITISH AND FRENCH FORCES STATIONED IN WEST GERMANY

British Forces in West German includi Berlin:

British Army of the Rhine:

Army personnel in Berlin:

RAF personnel stationed in West Germany:

RAF personnel in Berlin

Total (exclusive of the 3,000 service
personnel always serving in
Northern Ireland)

ich  3,000  are
serving in Northern
Ireland at any one
time)

39000

99000

500

64, 500

French Forces in West German  ,  includi Berlin:

The important point here is that there is a big difference
between the published figure and what we know confidentially.

The Institute for Strategic Studies says in its annual survey
'Military Balance' that the French  Army  has  '3 armoured divisions
in West Germany (34,000 men). In addition there are about 2,000
French personnel in Berlin.

Confidentially  the French military authorities have always said
that French strength in West German including Berlin,  is about 49,000
and our Ministry of Defence accept this figure asreing accurate. -mam -

Conclusion:

If the Prime Minister chooses to make a comparison between the
published figure of French Forces and our own, it would irritate the
French who know that they have more Forces than publicly admitted in
West Germany. If, on the other hand, she, quoted the higher figure of
49,000 French personnel in West Germany, including Berlin, we run  an
equal risk of irritating the French because it is confidential.

We believe that there is not a sufficient difference between the
level of British and French service personnel in West Germany to be
able to make a political point of it.

CVANSON
7 March 1980.


