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163 I enclose, as required, the first draft of a composite
record of discussions at the European Council. It draws on
notes made by the Secretary of State and Sir M Palliser; on

the debriefings given after dinner on 29 March by the Secretary
of State and the Prime Minister; and on information received
mainly from the Presidency in the Antici Group of the course

of discussions in the Council itself.

22 I would be grateful if you could arrange for others who
were present to comment as appropriate on the draft before you

circulate it to EC Posts.
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EUROPEAN COUNCIL RECORDS i

N As far as I could tell without detailed cross-checking the
record of the March European Council enclosed with your letter

—of 8 April to John Fretwell was unchanged from that which I sent
to you immediately after the European Council.

20 It was my understanding, when the new reporting system was
set up this time last year, that what UKRep would produce would
be very much a draft to which others in the delegation would add
their contributions. In the nature of things I cannot guarantee
to be present at all debriefings or to have picked up all the
notes that people make. In this case much of the record was
based on Sir Michael Palliser's somewhat illegible handwriting
,--(which is why I copied my letter of 31 March to John de Fonblanque
to the PUS's Private Secretary). I accept that with the Falklands
crisis circumstances on this occasion were exceptional, to put it
mildly. But I have the impression that there was little input
from members of the delegation in June last year either. I hope
therefore that in the interests of reliability and accuracy it
will be possible to obtain views and comments from senior members
of the delegation before circulating these records. An extra day
or two would not make much difference.
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Thank you for your letter of 29 Aggzz/gbout the draft

record you produced of the March European Council.

20 I can understand your exasperation on this. In addition
to the PUS's Private Secretary, we circulated the draft for
comments to the Private Office, Lord Bridges, Mr Hannay and
Mr Hancock (Cabinet Office). The problem is, as you yourself
acknowledge in your letter, the perennial one of over-riding
demands on senior officers' time.

S We do, and will continue to do, what we can to encourage
other members of the delegation to contribute to the record
of these meetings. But I fear that we are unlikely ever to
get much additional input. This is why I make it clear when
circulating the record that it is 'informal', 'not exhaustive'
and for background only.
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Foreign and Commonwecalth @ffice

London SWI1A 2AH

8 April 1982

HE Sir John Fretwell KCMG \
British Embassy C\
PARIS

e
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EUROPEAN COUNCIL ‘
OPEAN C BRiC ;

I enclose an informal récéord ©f the proceedings
of the recent European Council.

The record, which does not purport to be exhaustive,
is strictly for your own background information, and

that of your senior staff. It should not be guoted
directly.
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EUROPEAN COUNCIL, BRUSSELS, 29/3%0 MARCH 1982

Monday 29 March

INTRODUCTION

dgh The Italian Prime Minister and Foreign Minister having

lost their police escort on the way from the Italian Embassy,

the meeting did not begin until 1530.

25 After opening courtesies (in Dutch), Martens (Chairman),

switching to French, suggested the following programme:

(a) economic and social policy, internal and external
aspects;

(b) report from Presidency on 30 May Mandate;

(c) the Greek memorandum

finishing at 6.3%0 pm. At dinner topics of interest could be

discussed, including some aspects of transatlantic relations.

On Tuesday discussion would start with a Presidency text on

the economic and social situation, followed by drafts on

Political Cooperation subjects. The session should finish

before lunch.

ECONOMIC AND SOCIAL SITUATION

D u Introducing the Commission's paper Thorn said that the

Community was in a particularly difficult phase. Different

member states were experiencing different economic developments,

had different balance of payments problems; the level of
unemployment made the unions tense; investment was too low.
Common action was needed on all those problems. The Community
discussion was not sufficiently exploited. Anti-inflationary
policies were essential. National and Community measures were
needed to cope with young unemployed, particularly those aged
16 and 17,

4, Ortoli thought unemployment might stabilise by the end
of 1982. 1Inflation was improving, but not quiékly enough.
' /American
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American trends were uncertain. The drop in oil prices was
good, but it might not carry through to the final price if
the dollar strengthened. A stable dollar, reduced interest
rates and a decline in oil prices would be helpful. More
investment should be devoted to developing countries.

B The Community should add to national efforts. Policy
towards Japan was improving with action in the GATT. The
dialogue with the USA should be more organised: the exchange
rate of the dollar had varied by 45% over the last year.

On the internal scene public demand should have a ceiling.
Private consumption could not increase if Furopean competitivity
was to be preserved. More thought should be given to

investment policy, especially in energy. We should take
advantage of the scale of the market of 250 million and
coordinate development efforts, eg in the telecommunications.
secter. The EMS could contribute, but there were divergences
on re nforcement and the ECU. A real initiative was necessary:
not stage 2, but with all pulling together. The EMS had not
been unsuccessful in imposing discipline on Belgium and avoiding
a whole series of competitive devaluations. The ECU acceptance
limit should be raised from 50% to 75%. He agreed on the need
for an active employment policy, especially for the young.

6. Jgrgensen (Denmark) said that unemployment must be

the central issue in the European Council conclusions.

What Europe did economically was inevitably linked to what the
other big economies like the USA and Japan did. The Community
must have an economic policy to present at Versailles to the
Americans and Japanese. European monetary cooperation must
continue. The EMS had been a force for stability which was
essential for dealing with monetary crises. Above all the
Community needed an expansionary employment' policy which
should not of course induce inflation. Unemployment must be
reduced. Inflation was no longer the problem it used to be:
its place had been taken by unemployment. The following were
needed to create jobs:

/(a)
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(a) public sector investment;

(b) specific employment measures including jobs for the
young: all under-25s should have the guarantee of
itraining or a job;

(¢) energy investment as the Commission proposed; eg on

increasing exploration in
Danish territory, and ©n the search for alternative
sources, but not nuclear energy;

(d) help for small advanced industries to compete with
the USA and Japan. %

All the specialised Councils should be asked to take up these

problems and to consult the unions at the European level.

7 Schmidt (FRG) claimed not to have much to say. He was
sceptical about the value of common action. He had seen
phrases’ sbout!it" in the Commission's paper and heard them
in Ortoli's remarks. The economic situation was bad on all
fronts. There was no point in pushing too hard for'common
experience§)since that would merely lead into the appalling
vicious circle in which the Americans found themselves.

The problem could not be corrected by increasing budget
deficits.

S He had been struck that none of the five speeches at the
25th Anniversary commemoration had mentioned the vast changes
in the world between 1957 and 1982. The super-powers were now
much stronger and Europe was even more dependent economically
on the huge economy of the USA. With interest rates at their
present level no change was possible. Budget deficits were
" too high; inflation rates and wages and incomes likewise.
They were all higher than was justified by GNP growth. No-one
seemed to have the courage to say that if more investment was
wanted there had to be less consumption. Different measures
were needed for different countries. Some would increase
taxes, others might persuade the unions to accept lower wage
increases,as the Federal Government had done. Incomq/wage levels
had to come down to promote fresh investment and to reduce

: /balance
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balance of payments deficits. Only the UK and Luxembourg
of the member states had avoided persistent balance of
Payments deficits over the last few Years caused by income
levels being too high sucking in too many imports. The
Council could not decree how each member state should deal
with its problem. Nor could extra people be taken on merely
to create artificial employment. He wondered how long the

proposed Danish measures were supposed to last.

9 In Schmidt's view no economic event other than the
crisis of the twenties and thirties and Hitler's war had
been of such devastating effect as the present crisis. . So
he agreed with the Commission on the need to cut incomes in
order to increase investment, but he repeafed that it was '
not possible to legislate for everyone. For example
indexation was very damaging and he was glad that the Federal
Republic had avoided it.

100 Papandreou (- speaking in English 'so as not to be
misunderstood") said that the recession was of great depth
and length. Keynesian macro-economic solutions would not
provide the solution, nor would monetarism. The crisis was
caused by the following factors: the European post-war
reconstruction had been the main force for investment but
Europe had now reached US levels of industrial strength.
There were no new markets unless the USSR and China opened
up. The third world did not offer adequate markets. Modern
technology required only modest investment (in computers,
telematics etc) not massive investment like the innovations
of the past (steel, railways). Employment prospects were
therefore poor and he shared Schmidt's pessimism. Private
and public sectors were competing for the same investment
resources, so choices had to be made. Greece had made them.
Strict measures had been taken to reduce the huge public
deficit and to allocate investment capital strictly. Luckily
Greece did not face a serious unemployment problem. Some
kinds of supra-national investment were necessary for
Community action such as energy, especially as Europe had
little oil; transport and regionally disadvantaged areas in

/the
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the Community. He agreed with Schmidt that incomes could
not rise without GNP growth. He also agreed with Jgrgensen
on the need to redistribute income in favour of the lowest
paid workers and to redistribute unemployment.(Comment: A
point he did not explain.)

AL Beginning a long and repetitive speech, Mitterrand
commented that Schmidt and Jgrgensen were proposing radically
different ways of coping with the present problems. The
present crisis was not just bad luck as Schmidt seemed to have
suggested, nor did he agree with Schmidt's apparent view that
a third world war was necessary to create a situation in whecih
expansion would be possiblevagain: surely Europe could do
better than that. ZEurope could not compete with regimes
which worked by sweated labour and authoritarianism. In his’
personal view too much capital was transferred by multinational
companies from Europe to such countries. So the Community :
would have to think about protecting its markets. This did
not just mean anti-dumping measures but control of capital
movements, credit etc.

E2y One cause of the crisis was technological change.
Machines were putting hundreds out of work. The period of
adaptation would be long and governments had to work out how
to manage it without crushing millions of people in the process.
There was social inequality on a massive scale, hence the need
for redistribution of income. This was very visible in France
because previous regimes had failed to remedy it, as the
technocrats who thought mainly in terms of efficiency.

He thought that redistribution of income would also help to
reduce inflation. Everyone urged the government to introduce
every kind of measure to help the young, ie to keep millions
of people unproductive at publié expense. This could be

done up to a point, but there must be a better way. He
certainly did not agree with Schmidt's "war" solution.

1M Investment under the previous regime had not been
satisfactory. The public sector would now need to be
enlarged and investment in research in particular would be
increased. (He spoke at length abéut research). Reverting

/to
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to unemployment he described the measures being taken for
16-18 year olds for whom training would be guaranteed.

He then turned to the need for protection for the agricultural
industry against imports from outside the Community. The
Community should negotiate on this with its friends and
should re-negotiate the GATT. Negotiations were also needed
with the trade unions. The social security system needed
reforming. In France the more employees a firm had the
greater the burden of contributions on it while for instance
the energy sector which employed few people paid much less.
The social budget was bigger than the national budget.

14. The third world also contributed to the current crisis.
There seemed to be more and more people but less and less
demand for what the industrialised countries produced. The
Americans were not doing anything for the third world.
Europe could not replace them but must make a greater effort
and do something on its own scale. The Versailles Summit
should be used to press the Americans to do more: what they
did in the Caribbean was not enough. Reagan had grumbled to
him about high interest rates and complained that private
investors had no confidence in his economic policy because
of theisize of the defieity

5 Summarising, Mitterrand said that the Community could
have a role in the following areas: Japan, USA, lending and
borrowing, research and technology, agriculture and the

fight against substitute imports, social matters.

16 Haughey (Ireland) concentrated on .unemployment and the
need for new measures. He described the measures the new Irish
government were proposing for the reduction of the wage bill,
the balance of payments deficit and inflation. The Community
could help by improving competitivity through more loans and
transfers to the less prosperous regions, the Social Fund

and research policy. Agriculture was vital for Ireland's

future and had to share in any increased investment.

/17.  Spadolini
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17. Spadolini (Italy) claimed that Europe could not have
survived the present crisis without the Community. But

better coordination of policies was needed. There should be a
Community investment policy, coordinated reduction of public
deficits and an industrial strategy to improve competitivity.
The NIC should be increased to 3 bn ecu, made permanent and
given interest rate subsidy facilities. The EMS should be
reinforced and progress made to the second stage. ZEurope

was too dependent on the US economy. In the fight against
unemployment it was necessary however to remember the different
situations faced by the member states: some could be more
active than others. These problems should be examined at the
Versailles Summit.

18 Werner (Luxembourg) warned against protectionism,

about which the European Council should make a declaration.

He thought that Chapter I of the Mandate conclusions should
be put into effect as soon as possible, including the
reinforcement of Community loan mechanisms and the EMS. There
should also be common rules to reduce budget deficits. He
echoed others on youth unemployment, help for small industries,
but thought that reductioﬁ of working hours, while desirable,
would be very difficult unless everyone did it together.

19. Van Agt (Netherlands) agreed with Schmidt on interest
rates and income levels. He thought the Commission report
was good and agreed with its priorities. The possibility of
holding a further "jumbo" Council should be considered. The
last one had been quite successful. It could be the ideal
forum to discuss how to share out the available employment.

" The North-South dialogue should also be pursued.

20 The Prime 'Mingster waid’ that' the falling vrice ofionl,
with what ! flowed) fdon 1t musr on Thesliole O &Roo TEaIne
providing an opporturity for eppascioh.  IL DTOUEnt 2oociens
too, out the jedyentazes vutweished) frel, (Uoe Blad todeclle
how to make beet mage.of the f2¥liGnurri ey Heferrizie to

Haughey's czll for a&r action progranie on unenployment she
pointed out that the Commission rad proposed such a programme.
:T”;E‘
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She agreed w'th the views of Schmnidt and Spadolini =zbaub %
the problem must be solved without jeopardising

against inflation. She also agreed with Schmidt that
resources for more investment would only be available if
consumption were cut. This could only be done by fiscal
policy; on wages the government could only persuade. Mot all
investment however was automaticsl y desirable, eg steel,
shipyards, cars. It would have been better *o have spent the
money on new small businesses which employed more people.
Furthermore, large firms often paid wages at levels too high
(including the nationalised industries) which set trends
damaging for small firms.

3

20 It was necessary to have programmes and trainirg schenmes

to alleviate unemployment amongst the young. ''The UX Had put

n

H

)

forward such a programme. The Social Fund was helpful.: 2

employment-creation was of course desirabie, butinot 1T L

(3§

led to over-manning, which the British Government was trying

to eradicate. Employment opportunities of the future in Zurope
would be in the service industries which now took more than

50% of the labour force. It was therefore important to get

rid of the remaining barriers to the Common Market in services.

22t Externally the Japanese must be tackled for the way ther
ran their macro-economic policy with the yen too low and,E¢@fﬁs
export markets consequently denied. US interest rates were 2a
difficult subject. In conclusion it would be a great dis-service

if this meeting of the European Council allowed the i

L
(¢}
V)
ck
@

circulate that there was some magic formula which could solve

v

everythingz. The only way forward was by hard decisions ard

1

eachicovernzent 'had to take them for itself.

=
Z

B Responding briefly to the tourde table, Thorr endorsed
T

the importance of the North/South Dialogue. Martens then

tried to sungip onm'the followine 1ifes:

=

investnent and
Eurcpean Council could accept an abjective exzresse:
terms of a rate 1% high

orrespondingly 1% 1

& o
against putting in any figure, since no-one knew whetlhe:
)

it would be possible to achieve it.
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b) The obJectlve for investment must be back b7

=

Community industrial strategy, covering new cec?nclogy etc.

) Unemployment would only be reduced by investzent and

mastering costs, but its seriousness required immediate

action as well, such as vocational training for tie young.

d) The EMS had worked well, and a further im pulse should
(g i

be given through it to ecoromic convergence. Scrm
said tartly that the EMS had not been invented to 2llow
=

everyone to devalue competitively: that was the ezsy
way out.)

e) Investment in energy.

i) Action on US interest rates and the need to nsist

on movement from Japan.
g) Need for an active policy on the North/South Dialogue.

h) The possibility of a jumbo Council (van Azt stressed
the need for thorough preparation, 'and Ontoll reminced

fhe Council of the need to involve other Councils %oo0.)

30 MAY MANDATE

24 . Tindemans made a brief report. | After a silence tre

Prime Minister said that it was disappointing that The Zoreign

Ministers had so far been unable to complete the task wrich had
been set them last November at Lancaster House desnite the s§ries
of meetingsthey nad devoted to it. They had been unzble to
reach agreement on three key problems: a financial guidsline on’
the CAP, milk and the budeet problem. It was not in the

s interest for thig dezdlock to continue, and it was
State and Government To ensure that the necesgaer

tructions were given to enable substantive solutions o be

N

Q

254 The Presidents of the Commission and the Council zz2é now

made new sucgestions for a method to solve the budgc=et proolen.

cotiatione were MNOW Serious’ T uncer way

Mimisrers Hadlset thesige wes 2047 ot

£

ble, for agreemert both' onifhe method and on’' LTre’ gus
solution of the problen. It was Up to all Heads of Government
o melke sure: that their Foreigrn liinisters were in 2 Ddos tiozn %o
find ah acreezent both on the ‘metiod and on the figures at their
t

2 Z A 3 + AT A ~ Y sy - 3 Lo " L
ine on 3 Apridiiso as g enalls ganlldec i sions U0 bel take




on the three chapters of the Marndate in »marallel as asraad
last wear .

el As Foreign Ministers were to meet soon, the Prime Minister
] '
did not want to press then for a discussion about the detail

m

of a solution. She wanted, however, to make a few general

points which she hoped Foreign Ministers would bear in mind.

i) First, we should try to give the Community a period of
stability by taking this problem out of the arena of polticicall
discussion for a substantial period. A budget solution waich
involved sither negotiations about fisures every year, or
anothemimd jor negotiation like this one in Lwo or Lhree' vears
time, would not give the Community the breathing spacs that it

neededvat it were to respond  effenmvmelsmitol thefaraldonscs

b
%

NeS e

te

-

g

by its internal economic problems and an increasingly

dangerous world environment.

231 Second, the method of correction should deal with the -
problem in its entirety and should be sufficiently flexible
to ensure a fair outcome if circumstances changed.

25 Trhrrd, the scale of compensation should be fair., As a

less prosperous:Menber State, the UKicould measonably expect to

e a net beneficiary of the Community'!s financial arran

€3]

]

v

i

b
especially in-view of the conmon commitment to the conversene
o} nomies of the Member States. Jie realised that such

=
P oM
]
D
4]
(@)
2

a big change imfthe preseat finspoislinalenginuldieraats
0

being nmore than g yery moedestinet cOnsnrBULOD,

S0 Mitterraadidereed thagvdiscussion eronld be' Pesursd.  Frar
was rot refusing ite examine leny aspect i BULign the basisinl

the Thorn/Tindemans non-paver it would bte difficult, without
directiveg for the,Europear Cotncil, nHevcould not sccest bile
basis of the Thorn/Tindenans pronocal.

21w concluded that Poreizn Ministers would

52 Discussion continued at the Foreign Ministers' dirner.
B

e

nderans told Cheysson he had been distressed by Mitterrand's




~r L
A b

statement. Cheysson made a long, involved 2nd uncanvErei e

TenimEiRnaiein thrust of which wag that

b

mance \conld’ 1ot
agree ‘aisettlement the outcome of which would be as ill-defined
as the Thorn/Tindemans formula. Precise fizures were neeced
(Comment: 'the main French worry seems to de that treir
calculations show the formula would yield progressive resul
forthe WKL)

B The Secretary of State had been puzzled by Mitterrand's
emzrks. Foreign Ministers had been rescued from failure oy
he Thorn/Tindemans formula, and the meeting on 3 =pril

was to beiheld on the basis of it. The Becretary offSuste
did not likethis, but it was a basis for discussion. EHis
other colleagues agreed: many expressed concern to Cheysson.

Genccher intervened strongly, warning that if the aifair

dragzed on German demands for action on their probler would
ETO0W .

DITZER DISCUSSIONS

24, Mitterrand was invited to report on his visits to Isrzel

and the US. He started by claiming to have elearec his lines
witkh the Lbabs Before he went to Israeliy iibelliEining Gdd Deerl

ult when he had first wanted to go tre Israelis had

}.l
-
=
H
(@]

d

bomted the Iragis' nuclear reactor. The 'next wime they nad
cone into South Lebanon. Then they had annexed Golan. Ee nig
o quickly before they didangbasnalialiise

Ll

o
process could not offer more tnan fhe witndreyal fren Binals
u

it could not solve the Palestinian question, " He wanted 1o

cee Terzel 1ive within secure DOrierc, wnich ighe inged FUne

adijuctment, but something would alen hHave T0/be dbrne o Toe
juskment i 25

Palecsinians.  Ispdal e Dorders ot CUIEWOIEE I0e EMEC St s
e 2 ~ Y =1 -~ -
by the U8k, lthe Sovies Union 2nd tre Furopean Lommuniwty. .i0°”€

he —nousht he was working for God zo7% Pera el NS Tho 5 CEiE
ve nunmbered. In the meantime he would. nor fegobiate. S€
had not been asked during his ¥igi. 220UT &S EWDR L afviagese
bis we zad been aeked to sunply tucYenn moyer Etac i ons a0 s

On --e “Jest Bank he cormented Tn2T Terselle aclilons wene SO OB
uriustified Papandreou intervened +to say that he doudbted 1Z
£he Israelis, were they to mgke a . further 4nCUrsior 1AL

Scu-~ Lebanon, would gO intaithe Syrianscelfl BeCTOre, Sifce
Eyrians were not freelg@gents bue Welg bound in every nore they.



made by thre USSR, and involvirg them would 3usemasically involwze

S

the Soviet Union.

G Mitterrand, having mentioned in an aside +

a seventh nuclear deterrent submarine, went on to ra~ort
talxs with Reagan. During discussions of disarmamen=
Reagan had asked about the position of Germany and Mit<errand

— L v T

R

had answered that the Germans were bound to be closer to the
Soviet Union than the rest of the Allies for geograprical

Teasons and because they were divided. He encouraged Reagan
to reach zcreement in Geneva quickly but got the impression

that Reagan did not want to make rapid progress until the cruice

re in place in 1983. Mitterrand reckoned +hat th

fiio Turning to his conversations on Central Amerdca. Mithenmes

said that in 'his view the leader of Tha rebellior in El ' Salvador

was fairly moderate. The Prime Minister argued that no-one
esorted to violence deserved support. Mu

Nkomo had zgreed to, exchange the bullet for th
0

De necessary, with reference t9 the Colone

b
and Hitler respectiwely.! Mittervand sugeested  that Cestro had
i e

not ori communist 'but had been pushed, irnto it ang

()
]
)

i o
Thoughtbhe vy the (eag

e could happen elsewhere in Certrzl imerics.

32, Var &=t thea @iised Ghe uuession inf (Comeyng o TenResen s
RN

at the VMergzilles! Bumnipland waai spnoantadi e Hedda o7 0 derbunyg - oy

of trneg otler sralliifienben @todesilii Mg s aits vslos Lol 2l 4 s i e

she wouid. el obJeniisio Dok s o GBI e irs s saicaad

at the Burriv, bub Taer would fovewlokeast ol betvas: ti-om

wno zgtenced whien of tne mestrictec mesbings.  Scroics 2Odrjeq
e

out thaht the fnervideme and Canadiafis wonldithsaig tass i

Community wae overepcing thinen S 8L inzigded on ol sy

reprerented o both Thorn apd Tinde=are 2t the restvictagd
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40. Schmidt turned to the question of Hungary's detts. The
Federal Government was prepared to help if at least two other
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41. Apart from discussion of the 30 May Mandate (paras 24-33
above) Foreign Ministers discussed the Political Cooperztion
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Tuesday 30 March

COMMEﬁORATION OF DR HALLSTEIN

42. The morning session opened with a minute's silence in
memory of Dr Hallstein, whose death had just been announced.

GREECE AND THE COMMUNITY

43. Papandreou was invited to introduce the Greek memorandum.

With the exception of Ireland, which was in many other ways
different, Greece was the first country to join the Community
with so low a GDP per head and so big a dependence on
agriculture. The accession treaty was based on the Treaty of
Rome, whose rules and mechanisms were appropriate to developed
countries. They were not suitable for peripheral developing .
countries far behind the rest of the Community. Before Greek
accession the Community had in any case experienced a widening
gap between rich and poor regions. Average GDP per head in
Italy for instance was much lower even than the average in
North Italy. ZFull membership for Greece would make its problems
worse. They had much imbalance in income between classes and
regions. This was why at the November European Council he had
stressed the need to find solutions and arrangements within
the Community context to enable Greece to surmount its
difficulties and develop faster, thus reducing the gap between
Greece and the other member states. Special arrangements were
indeed consistent with the economic guidelines laid down for
the Greek economy. Some form of differentiation was required

-if only for a limited period: provisions taking account of

Greece's specific economic problems. He warned that Portugal
and Spain might well have the same problems.

44, In the Greek economy the tertiary sector was overdeveloped
and parasitical. There was a whole parallel economy of which
little was known, in which tax evasion was rampant, representing
lost revenue of some 150-200 billion drachmas (compared with a
budget of 900 million)*.

/The
* Figures as'in Siw MiPalliser'!s . notes
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The distribution system was undeveloped and in the hands of

a very few. The agricultural population was 30% of the whole
and production 17% of GDP. Processing and manufacturing were
‘only 19.6% of GDP. 85% of all companies employed fewer than
five people. Greece imported 80% of its capital equipment.
Investment in manufacturing industry was only 4% of GDP. 1In
agriculture there was massive under-employment. It was highly
seasonal. Holdings were very small. All this produced great
disparities in incomes. The richest were the middle men
exploiting the black economy. The average life-style in Athens
was much like that in an Italian city, but in the country,
especially in the mountains, it was more like that of Asia
than Europe.

45. The world economic structural crisis made it even more
difficult for Greece to adapt to the Community. Nonetheless
the economy had still been growing at an average of 5% per
annum. But there had been no structural reforms so the crisis
had hit the Greek economy very hard. Inflation was about 25%.
The goverrment had introduced severe anti-inflationary measures,
aiming to reduce the inflation rate to below 20% in 1982. But
GDP had fallen in 1981 and the balance of payments deficit was
$2.% billion. The public sector deficit in 1981 was 17% of
GDP. Since the October elections the government had been
trying to stahblise the currency and bring in some elements of
social justice. They hoped for a 2-23% increase in GDP in 1982
with the talance of payments deficit falling to $2 billion and
the public sector deficit down to 12% of GDP.

“46. In spite of its economic difficulties Greece was spending
more per head on defence than any member of the alligggetggher
than the USA. They had 18 months military service,/imported
weapons systems which were costly in balance of payments terms.
Greece's territorial integrity was threatened by Turkey, which
had 120,0C0 troops on its Aegean coast. Yet the Alliance was
not prepared to guarantee that territorial integrity, so Greece

had to be prepared to do it itself.

£ /As
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47. As a socialist government it had to redistribute income.
Pensions and wages had been increased and indexation introduced
for the first time, fully for the lowest paid, partially in the
middle and not at all for those earning over $1,000 per month.
-Many firms faced bankruptcy, crippled by interest rates of
20-21%. Mrs Thatcher had said it was not possible to prop up
non-viable firms. But if the alternative was massive redundancy
he did not see how that could be avoided.

48. Decentralisation of economic management was one of the
government's main objectives. ILocal authorities had Virtually
now powers and no role in economic development, so powers had
been transferred to them and they had been given 15 billion
drachmas to enable them to manage their own budgets this year.
The first five year programme would be ready by the autumn.

(He gave details.)

49. Greece also suffered from a lack of scientists and
technicians, who were all abroad. The government was trying

to attract them back to the decentralised regions. Agricultural
productivity was very low. The new co-operatives would take

a long time to become really competitive with others in the
Community, so special measures were needed. A substantial
increase in agricultural prices in the Community was required.

- With an inflation rate of 20% Greece could not accept an increase
of only 10%,which would be explosive in the agricultural labour
force.

50. The arrangements being made by the Community must enable
Greece to carry out its economic programme and not strangle it
at birth. Exceptions to the rules in the Treaty of Rome and
the accession treaty would be needed. In addition resources
would have to be found to bridge the large gap between Greece
and the other member states. If the Community was unwilling
to transfer resources through the Regional Fund or FEOGA
guidance for the restructuring of agriculture the gap would
simply grow. That would be in no-one's interest. The reforms
needed would not be as great as those in the 320 May Mandate.
But at present resources were mainly used to support prices of
northern products like milk,while Mediterrznean products got
very little. The problem was political. The Community was

/getting
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getting bigger. With the negotiations with Spain and Portugal
the Community was beginning to have its own north-south problem.

‘In his report on European union Tindemans had made clear that

if the Community did not solve the problems of its Mediterranean
members there would be a two-speed Europe which would shake the
Community to the core.

51. The Commission was studying the Greek proposals and would
present its own in May. There would then have to be a full
discussion in the Council. A new political decision in the
Community to solve Greece's problems was needed. Otherwise the
Greek government would have to look at other approaches. This
was not a threat. But Greece and the Community were on a '
slippery slope if solutions could not be found.

52. Thorn said that the Commission were studying the Greek
memorandum within the Treaty framework. Some points were
relatively easy, but others were much more difficult. He was
glad that Papandreou had recognised that Greece had problems
in common with other Mediterranean countries. He pointed out
that already in 1982 there would be substantial transfers to
Greece. The Commission would give a first reaction next month
with a view to discussion in the Council in June. Martens ‘
summed up that the European Council took note that the Council
would discuss the problem as soon as possible. i

DISCUSSION OF TEXTS

5%, The remainder of the session, which did not finish until

shortly after 1400, was devoted to discussion of the draft
Presidency conclusions on Community and political co-operation
subjects, the final texts of which are attached.
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