
( 

Frorr.. the Principal Pril'ate Seu('lary 

.. 

l \ ( " . ! . ' 
I I " 
'-. . : 1\ " ; " 

fl. , 

' . " ' !,,::, 
I I 

, r ~ (' f .. ' ....... i 

f " , ,-
Cr-

EUROPE.\~~ CO:,L.!Uf.T ITY: V1SIT OF SIGNOR COLO:.!BO 

The Prime Minister gave a dinner last night for Signor Emilio 
Colombo, the Italian Foreign ~1iniste:;, The Forej gil and CO r:"_::Ol1'.l"eal th 
Secretary, tl18 Ch::wcc] lor of the Excl!cquel' and ~Ir. Franklin \':ere 
also present. Signor Colombo was accompanied by Signor Cagja~i, ~he 

Itali an Ambassador ill L011don, and Sj,gnor Huggiero . 

Th e Prime Minister said that the problem of the British 
contribution to the Commullity budget had Got bigger rather tl~D:l 
smaller s1,nce the meeting of the European Council in Luxerr.;,):)u':~b. S;~'" 

hoped t:;Llt progress towards its solution \,,'ouJd be made at the f:108'ci,,;:-; 
of the Yo]'c.'ign Affairs Copnr;il the follc',d ,n g day, If the issue \','~~-:; 

still substantially unreso:?ed by the tim R the European Council Tet 0= 
J2/13 June, ~hure would be a crisis of unprecedented proportions at 
Venice, She wO;l(Jered whethf'r the otho:,: m8iTlber states \vere genuin:-.!l:: 
seeking a solution or not , 

Signor Colombo sa i d that he hoped very much that the quest~o~ 
woulcl nut have to be r eferred again -::'0 the European Conneil . lIe 
agreed that th o situ~ticll had gOl: worse n.o~ better since Luxer.1c,ol..:rg, 
but he be] iC'\'.-.::d nonetbeless lh~t a11 the !;'C'rJ:bel'S of tt-:e CO!':c;~uni~y 

wanted a. solu~ion . The fact \\"as, hO'.;'C'Ic'!1' , tl:a~ every COU:1t.::! flad i"_s 
o wn problerns, <1.'1.d to all of them their di fficul tics had secr.led 1:.0 .... " 

COl!~plicat ed ;~.ftor 1.:heir return to ~hej!" capi~als fr-om Luxe:r"cJours;. 
Ch ancGllor SC;i:riic~t, for exampll~ , had had se~cious trouble ',',i:.:ll ilis 
Finance \Linistel' , Eerr ;;btthofer, and there was something 0: a C2.bi:E:-: 
crisis on tlns issue j 11 13onn , Simil::.rJ y, President Giscart.i Iud be-.=:', 
at t a C ked 0 n ~1 i s ret urn 1.: 0 Par i s by s up p 0 r t e r s 0 f ~.1, C 11 ira c . :; f 
progress on t he ~ro b12m 0 i t118 S1' i Li sh budget CO,1t r i but io:: ',\"<1S to b'2 
made, aCCOU!H h ad ~o b. take r: oi 2\'ecyboci~" s cl iff icul ties, inc.l ud i r,; 
the UK's, ".Del. of each me:n!)er COUnT-I','." s at)pl'oach to the matt er . 

The Prime Hinist er commented tlHtt sOrle of the other heads of 
government :lad dr<.t!Cntised their iJroblems . In fact tileir dj fficul -: j.e.::; 
were s;:i::'cll i:l l'21,~tion to the liZ's, E\'en if a sett.leme:-n [,::lel '00"'-:-: 
agreed in Luxe;-:!bo~JrG on the basis of a British cO!1trii)u-Lior: of S'::S ':2',: :: 
for 1980, thr. '.iK ,"'cHild s~~ll ba,:e been the second bigges~ net 
c.o n t !' i b~! tor ,, ' 

""." 
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Gtgnor Co 10mlJo s a i d th~ t ) I e be 1 ieved that support wa s g ro" : j. n f:; 
~or the icle8.. that Lli s r e ~~ l1()u] d b e a :(unda!nental r e vj ew of tile 
"C();r~;l~ unjty's fin a n c j~ll ar r ;lnf~'(;l r. ' ; n t , while a "truce " was call e d in 

the short term, UJl cl ' r ti, Ls ~ I l-,p roach a precise mandrt te, wi th a f iJT,) 
timetable, wou] d ];;..: ':, i \' ';, t o tlle Commission to study the r e structl'.r in; 
of the Communi t y ' s f." ; :: ncl..'S , This mj,ght include a provision tha t 
when agricultural ~ , u - ; .:::es a ccumulated b e yond defined limi ts, tl1 c ~' 

would be fj.nanced o n ly pal ·(. i u. lly by the Community budget and f or -Ll1C 
rest by national funds. 

The Foreign and Commonwealth Secretary said that the problem 
n eeded a more fund a me ntal attack than that. The Chancellor of th e 
Excheque r comment e d that what Signor Colombo had describe d was onl y 
one element of a mid-term solution which did not, in any c ase , remo ve 

'the urgent need to deal with the immediate probl e m of the UK 
contribution. 

Signor Colombo said that when he had referred to a " truce" for 
the period prior to a compreh e nsive reshaping of the Community's 
financi8..1 arran gements, he had in mind a provisional solution which 
dealt with the probl e m over the next two years . At Luxembourg the r e 
h ad been a propo s al on the table for 1980: this had envisaged a UK ne~ 
contribution of 538 me ua for that year, and this meant tha! a burden 
of 12 40 mc ua would have been transferred to the Eight. But becaus e of 
ChanceJ.lor Schmjdt ' s domestic difficulties since Luxembour g , this 
proposal no longer existed, His soundings over the last few we ek~ h a d 
shown, howover, that it mig'ht b e possi ble to bring forward another 
proposal for 1980 which entailed transferring a smaller burde n to the 
other membe r countri e s. As regards 1981, Ml'~ . Thatcher h a d proposed 
at Luxembourg tll~t the Bri ~ ish ne t contribution should incr e ase in 
proportion to the growth of the budget as whole. Another approach 
might be to distribute the increase in the UK's contribution by fix e d 
proportion s round the member countries: for example, if the UK's net 
con tr i but ion went up by 100 !oeua i n 1981 X% mi gIll be pa,id by the 1.' 1<: c,~ _ :: 
Y% by the other countr i es , i';e virtually had a firm figure for 1980, 
even though some sliB.ll ch:lnge would be needed to accommodat e 
Ch a ncellor Schmidt ' s difficulties, and it should be possible to ge t"'·, 
agreed figure for 1981 without too much difficulty. 1982, ho~e v2 £, 
was much more of a problem . It was very difficult to see ~hat the 
UK's contriiJution in thQt year would be. , If the fllndame '-:~ : 
review of the whole system which 11e had earlie r suggested was 
Completed ill the next two years, the problem would disappear. But ~e 
could not be sure that the system would have been fundamentally 
refor~ed by 1982. If it had not been restructured and we 
were still using the existing system , it r emai ned very di fficult to 
for ecast what the figures would be for that year. All this pointed + ~ 

the need to build on what was done for the first andseconcl y e ars to , 
"open a window" for the third year which would allow the Corrsnunity LO 

deal with the situation if the system had not been reformed in the 
meantime. An approach on these lines might offer the way . ahead, (ut 
he had to admit that. it was not at present accepted by ei'ther the 
French or th e Ge r~Qns. He had already mentioned the Germans' 
dif ficul ti e s over the figure for the first year. The French, on t ::c; 
other band, s a w problems about the second year: they felt that tlle ~' 

we ]' ,-:' be i ;~ a s.'eel to cC'c j c:e nc)\': \,:l}:tt the L'~' s net c on trib '.l:~ 01 
be but \i·itho~..lt ali :': ;:; u a ralnee on a g ricul t ural pr i c e s for 1 9S 1, 
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~ccdcd - tllou g l! he had no formulation to off<=r yet - was an arra~ g8 '
(.:8n t \'ill idl bCtlanc.;cd the cer L~Lil1ty of the budget solut ion for the 
second year wi "t-11 SOIne measure of securj. ty for the French on farm 
prices. 

The Fore if~n and Cc rn:nom'/(; al th Se cretary said that Si gnor Co 10:-000 
appeared to be s'..~g scs t::'ng a trade-off in the second year bet\':een 
the budge t soJution a~'! agricult~ral prices. But this would only 
compo und tile fo1Ji o s 01 the CAP of the last 10 years and would make 
the })roblem of reforming the Community's finances eve n more difficul~ 
than it was now . The Chancellor of the Exchequer added that every
body had been agreed in 1972 on the need for radical reform of the 
CAP. Dut tllis had not been achieved eight years later and nobodv 
knew when it vDuld be . In the me antime the UK was paying an unfair 
share of th e cost of the unreformed policies. Britain neede d a 

,solut ion that de alt with the problem ~nTil a fundamental reform took 
effect . An acce ptable .1.pproach wo uld be to agree upon the UK's llet 
cont ~'jbution in terms of a proportion of its un adjuste d conLribution 
to the budge t for 1980 and then to apply this principle to al l 
subse qu e nt years until s uch time as there was a permanent solution 
resulting from the kind of fundamental r eview which Signor Colombo 
had b e en advocaTing. 

The Prime Minister said that just as Chancellor Sc~nid t now 
thou ght that he had been too generous with his offer at Luxembourg, 
so she believed that she had been too forthcoming in agreeing on a 
figure of 538 meua for 1980. A net contribution of this s ize wo~ld 
still maJ?;e the Ul{ the second largest contributor by a lon g way, 
despit e the fact that our income per head was well below the average 
of the Comr:'luni t y as a whole . Nonethe less, she had agreed to thj_s 
f~~ure i n Luxembourg and she stood by it now. 

Signor Colombo sajd that it was essential to oblige the 
institutions of The Community to find solutions to the problems 
i~t( 'ng t:18 memb8I' countries : oth8rwise empj.rical solutions would have 
to ue adopted and these were likely to be d amag ing in one \ ... ·ay or 
another. This was why it was important TO fix a timetable for 
financi al refornl. If a radical solution was not found, there was no 
doubt that the Eight would have to make larger contributions to Th e 
budget in order to reduce the burden on the UK. He had no doubt th a:: 
all nin e member countries wanted a fundams~tal solution. 
Signor Hug-giero added that the truce whicil Signor Colombo had 
mentioned earlie r would app l y to the short te rm. It would be a 
compromise which sought to alleviate the prciblem of the budget bu': ~o~ 
to solve it. Part of the truce would have to be hi ghe r agricultu~ a i 

prices . An appruach of t hi s ki.nd was in keeping with the natural 
logi~ and habit of the Commun it y . Did the UK accept the idea. of a 
truce? 

The Prime 'Iinister said that she had no difficulty in agreeing 
to the c oncept , but everything depended on the terms of the truce.· 

Signor Ruggiero said that the terms of the truce had to be negotiated. 
Once that was done , the UK would have all the weapons in its hands IO 
negotiate the peace - the permanent reform of the Community's 
fin8.!1ciaJ ar l · cuI Gc n~C' nt s . SUl.· o l~' t.!w C( d id not \,; a nt to tr~' t o tl e~J:: :' .~' _ 
the peace while s"lill figiHing . Tilj. s was the case for ti1 e truce, ' .. ,.:::'_ .'. 

r:("\fl ' ~r-"'~ ' '' '' '' -l '''-L 1\ '1\: (- 11 ) : - !\ ~ I JI 
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:)uld e mbody firm arr a ll r.: erlJ (~ nt s f or the fir s t two yea r s and a 
wi.ndow on tli e third yea r. He pJ y j.n g t o a ques ti o n b y Lo rd Ca rri ngton, 

e sctid th a t b e c o u l d not a t pre::: se nt put a fi gur e; on the; £j :,~c d 

. c8il i n g for t h e UK c o n r H; ll L;j o n in the first year. Si g nor Colombo 
int e r c~ ec t e d, ho '.v(;ver, th ? t i t "vould have to b e "a little more" than 
538 me u a . 

Th e Fo Y'e: i Gl1 and C(j.,!:]oi1 \re altt! Se cret a ry said that 538 me lla for 
1980 a nd indexe d thercaite:::T was as far a s we could go. We h a d aft e r 
all. ar g ue d. fo r bro a d b a lance at Dublin and th e n in the Ne w Year had 
told Si gnor Cossi ga tbat we wer e IH'C pa'red to go up to a net 
contribut ion o f 400 meua. We had mo ve d a ver y lon g way and could go 
no fur t he r. Th e Frime ~ini s t e r added that we had been trying to 
find a so lu t ion t o the UK 's p robl e m for ove r a year . Wh~~ hope Ras 
the re th at the Communi ty could tack l e s uccess fully the mu ch bi gge r 
issue of fundam e ntal refor!fl of its fii1 a ilces in a s little a s two years? 

Si gnor Colombo said that if a formula for the Briti s h contributio= 
was ag r ee d for the first and second y ea rs, it was inconce iv a ble that 
it wo uld not b e u s ed for the third year if there had b ee n no reform 
in the meantime. The history of the Communi ty showe d that once 
some thing of this kind was establishe d, it was very difficult not to 
carryon with it. 

The Chancellor of the Exche qu e r said tha t the conditions of the 
truce must endure until the peace tre aty had been negotiat e d, and we 
IJad no ide a how long this would be. The Prime Minister s~id that s he 
was not convince d by what Signo r Colombo had s a id about the third 
year. It was like ly that at the end of the second year, the 
Cr.!TImunity would c o m8 up a Ga inst the 1. % VAT ceiljng, and thj s wa s 
] ';':~ely t<:' lead t11 e otber h e ads 01 g o vernme nt to say tbat the UK coul d 
have a solu t ion for the third year, pro~ide d the i% VAT ceiling was 
bre a che d. Dut the mome nt we went abov e the c e ilin g , we Re re abandoni ~ ~ 
2ny pro s p e ct of reformin g the CAP. We must h a ve a solution for tte 
tn~rd year which prevent e d tbis happ e ning . 

Signor Colombo said that one Ray of dealing with the Prime 
Minist e r's conce rn would be for the ma nda t e to the Commission to say 
that in stud y ing bow the Comm'-lni LY' s fin a nce s might be re·formed, t h ,=~\ 

should exclude th e possibility of goin g above the 1% VAT c e iling . 
Signor Cagiati adde d that the Prime ~Iini s~ er's 'point about the 1 ~ ' ~ 7 
coiling could be r e vcr s r:d : the ui\: could a .:: gue that unless the 
Communi ty accommodated them on ~he budget, they would not ugre;e 'LO 

go above the 1% VAT ceiling . . 

The Chancellor of the Exchequer said that Signor Colombo's 
suggestion about the Commission's mandate was part of the peac e tre ~: ~ . 
We had to h:lv e a truce th a t las te d thre e years. If it was agree d L:. 2.--:: 
the formula for the first year worked in the second year as well, Rhy 
should it not govern the third ye ar rather than some much v a ;ue r 
al'rangemen t? The Fore ign a :ld Commonwea 1 th Se cret ary sai cl t hat pu bl i c 
opinion in the UK was such that we had to have a settlemen~ tilat ~as 
cast iron for three years: the Briti s h Go vernme nt could not s e ].l 
anythin g less nt home. He beli e v e d that o ur partners were relu c t ~ n t 
to a g r ee to a 1i 1''T! arr a nge me nt f o r the t h j_rd ye ar b e cause t h e bud S-t:'t 
f i g u r l..:' s flJr 1 ·[) 8~: · .. ·e r e so ()i:: ;l :~(i s o c-·L 2 cL~1L.L ~ i 't,- - 0 L 1 1:~ t. t.hcy d~_ct 1': 0 :' -.'- .. :. . ~
to ac ci..:pt t he ri sk - si1 ar in g ~i1i C:1 :l l 'e Cl UC t io n j.n Lhl.) VI\: ' s ne t 
contriiJut ion required. ~lr. Franklin a dde d tha'e the UK did not b e lie-.-c= 



e. 
Lhat Cl. radj.cal reform could be ar;1'C~ed and i mple loented in two years . 
.,Jut if we were wrong, the new system could be j.nt.roduced in time to 
take c are of thc~ third year . Wh(lt was needed now therefore W:1S an 
nrrangem2 nt for the third year on the same lines as that for the 
firfie and secane! years but on a contingency basis . 

Si g noT" nu rg i- e ro said that j. f the · UK stuck out fo r arrangemen t s 
wh ich appljed uniformly to al l three years, the Ei gh t would argue 
that th e; IJCl.;..;e line should be less. favo urab le to the UK than what had 
been proposed in Luxembourg for t 'he first year. They would say that y;:-...:::.
Britain gainud on duration they should lose on t he amount . If he 
were in the UI~ ' s place, he wo ul d prefer to create in the first and 
second yeal' s a better precedent for the third year . Si gnor Cagiati 
sa j.cl tlJa t if the ag r eement extended expl ici t l y to the thir d year, thi s: 
would redu c(; tbe pressure on the Community to go for fundamenta l 

,reform. What was required was a solu~ion that formally covered the 
~irst two years but j.n practice extended to the third, fourth,' fifth 
years and so on . It might be possible to say in the mandate for the 
Commission that the prob l e m had to be so lved in two years but if it 
was not, the interim solution wo uld cont inue : this would avoi d 
mentioning the third year . Signor Colombo said that he had sugges~ed 
hi s approach because everybody was un ce r tain about the third year : in 
l Ooking a head to 1982 we were entering the un known , though it was 
worth bearing in mind the corrective mec h an i sm would still exist in 
that year . 

Th e Prime ~1inis ter said that s he could not accept an arran ge'ment 
which l eft the tllird year un c l ear . She could not contemplate havin g 
a wrangle year after year . It wo uld be better to have one big row 
early on and r eac h ~ l asting solution . She wo uld be prepared to 
C: ~ 2.ept 2 formulu which p r ovided that , in the absence of a permanent 
sol. ut ion be ing in troduced in th e th ird year , the T}K net con t r i bn t ion 
for th at year would be no bigger as a proportion of the Communit y 
budget than it had been j.n the second year . The Ch ance llor of "the 
i'x , ~ heq UE:' r sai d that we should not forget t ha t of the first two years 
fi \'e mon t hs had already gone . For the purpo se of the UK' s domestic 
financ ial plaffihe wo uld have to take account in l ess than 12 months' 
time of what our net contribution in 1 982 would be. This meant that 
if 1 982 was left undecided no w, we shou ld h ave to r eopen the budgeL 
issue again in less than a year . If the formula being su~gested for 
years one and two was a device which sharp d equit ably the r isks a;!d 
burdens , how could it be unreasonable to ;:.pp l y it to the third ye sr' 
when we were a ll faced wit h un certainty ? 

Signor Colombo sai d that h e was making a big effort to see t:l at 
everybody understood everyone else's prob l em . He was tryin g to ensure 
that there were no victors a nd no vanquished. But he also had to 
consider v:hat wo uld happen if th e re was no agreement on tl!e budge": . 
It would mean that there wo uld be no agricultural price increases 011 

1 Jun e : on the other h a nd, nat i ona l a ids would l ead to th e breah- u~ o~ 
the Communit y . It would mean also that t here wa s no budget for 1 980; 
nOr could the 198 1 budget be dr af t ed . Failure to r each interna l . 
agreement would sel'ious l y reduce the abi li ty of the Comrn uni ty to 2:t.ct · 
cohes ively on the int e rnational scene . He was therefore trying to 
find a solution acceptable to everybody a nd he believed that wha~ he 
h a d in mind was a step forward from Llxembo ur ~ . 

/Th e Prime lini.ster 
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Th e Pr ime l,lj, l1 ls t cr sa id th a t :i f the Fre nch in t roduce d n a t i on al 
aid s , i t \'!ouJd be t he c r~ d o f th e: CAP. If the Fre nch act ed in thi s 
wa y, it would be very d i f ficult for the Briti s h Governme nt t o s tand 
idly by a nd do nothi ng . J'\ation a l ,dds would produce yet bi gge r 
surpluse s, I')ut the Ul~ ,',ere not prepared to finance them. Sh e hop e d 
th at the r e wo u l d be a :;e r i ous n egotiation in the Foreign Aff a irs 
Counc i l the f o llow in g r:iy and that subs tantial pro gress to~ard s a 
solution would b e made , But if that did not happe n, she was read y 
for the Europea n Counc i l to resume their discussion of the probl e m 
at Ve nice . 

I am s e ndin g copies of thi s letter to Martin Hall (Tr e asury), 
~rth Waters (hljnjstry of Agriculture) and David Wright (Cabinet 

.office ). 

Paul Le ~e r, Esq., 
Foreign and Con~onwe alth Office. 


