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CONFIDENTIAL 

'lENTARY 1. The Cabinet were in fo rmed of the bus iness to be taken i n the 
House of C o m m o n s before the E a s t e r R e c e s s . 

T H E C H A N C E L L O R O F T H E D U C H Y O F L A N C A S T E R sa id that, 
fo l lowing representat ions f r o m the Se lect Commit tee on E u r o p e a n 
L e g i s l a t i o n etc and f r o m the Oppos i t ion , it had been agreed through the 
usual channels that there should be a separate debate on the E u r o p e a n 
C o m m i s s i o n ' s paper on the United K i n g d o m ' s contr ibut ion to the 
C o m m u n i t y budget. It would start at about 10. 00 p m on Monday 
24 M a r c h and l a s t three hours . 

The Cabinet 

1. Took note. 

snts T H E C H A N C E L L O R O F T H E E X C H E Q U E R sa id that he would re fe r to 
proposed changes i n soc i a l s ecur i ty benefits i n h i s Budget Speech on 
Wednesday 26 M a r c h . It would be for the S e c r e t a r y of State for Soc i a l 
S e r v i c e s , on the bas i s of past p r a c t i c e , to make a m o r e detai led 
statement on the subject before the resumpt ion of the Budget debate the 
fol lowing day. Such an a r rangement this yea r would of cou r se , mean 
that a weekend would intervene between the statement by the S e c r e t a r y 
of State for S o c i a l S e r v i c e s and the t h i r d day of the Budget debate, which 
was c u s t o m a r i l y devoted to the soc ia l aspects of the Budget. 

T H E P R I M E M I N I S T E R , summing up.a b r i e f d i s cu s s i on , sa id that some 
of the G o v e r n m e n t ' s p roposa l s for s oc i a l s e cu r i t y benefits would be 
genera l l y we lcomed . The proposed a r rangements would, however , 
provide two opportunit ies for the Opposit ion to gain publ ic i ty for 
c r i t i c i s m of c o n t r o v e r s i a l p roposa l s . The alternat ive would be for the 
Sec re ta ry of State for Soc ia l Se rv i ce s to announce detai ls of the 
Gove rnment ' s soc i a l s ecu r i t y plans at the outset of the th i rd day ' s 
debate. The M i n i s t e r s concerned should cons ide r , i n the l ight of the 
precedents for a a r l i e r Budget debates, which a r rangements to adopt. 

The Cabinet 

2. Invited the Chance l l o r of the Excheque r , i n 
consultat ion with the Sec r e t a r y of State for Soc ia l 
S e r v i c e s and the Chance l l o r of the Duchy of L a n c a s t e r , 
to take account of the points made i n d i s cus s i on in 
cons ider ing a r rangements for the Gove rnment ' s handling 
of the Budget debate. 
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2. T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y sa id that 
the United Nations C o m m i s s i o n had come near to solving the p r o b l e m of 
the A m e r i c a n hostages i n T e h r a n , and i t was c l ea r that 
P r e s i den t B a n i - S a d r a l t o wanted a solution; but both had been f rus t ra ted 
by the attitude of Aya to l l ah Khome in i . P r e s ident C a r t e r now faced 
strong domes t i c p r e s s u r e s . He had written to the P r i m e M i n i s t e r asking 
that B r i t a i n should ma inta in the vo luntary m e a s u r e s against I ran which 
had been inst i tuted i n Janua ry . T h i s would cause no immed ia te 
p r o b l e m . The in te rna l s ituation i n Iran r ema ined confused, and the 
e lect ions had been accompan ied by m u c h v io lence and in t imidat ion . 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y sa id that the 
autonomy negotiat ions between I s r ae l and Egypt were going badly . 
P r e s i den t Sadat of E g y p t seemed now to be search ing for an a lternat ive 
way fo rward and might look for a Eu ropean init iat ive i n that context. 
The m e m b e r countr ies of the Eu ropean C o m m u n i t y were cons ider ing the 
poss i b i l i t y of p romot ing a new Secur i t y C o u n c i l r e so lu t ion , but i t would 
not be r ight to do this before the autonomy talks had been concluded, 
unless the United States Gove rnment were pos i t i ve ly to encourage an 
e a r l i e r in i t i a t ive . Meanwhi le P res ident C a r t e r had inv i ted the P r i m e 
M i n i s t e r o f I s r ae l , M r B e g i n , and P re s i den t Sadat to v i s i t h i m 
separate ly i n Washington. 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y sa id that despite 
some di f f iculty with the F r e n c h , B r i t a i n and her Eu ropean pa r tne r s 
were continuing to seek support for the proposed neutra l i ty of 
Afghanistan, p a r t i c u l a r l y among countr ies of the T h i r d W o r l d . Some 
p rog r e s s was being made , but no e a r l y r esu l t s were to be expected. 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y sa id that the House 
of C o m m o n s vote on 17 M a r c h had been sat i s factory but perhaps not 
dec is ive enough to cause the B r i t i s h O l y m p i c A s s o c i a t i o n to agree to 
boycott the M o s c o w G a m e s . The United States Nat ional O l ymp i c 
Commit tee would take a f o r m a l dec i s i on on 12 A p r i l . They were 
expected by the United States Gove rnment to accept a boycott, although 
P r e s s reports suggested that the i r attitude remained uncer ta in . 
Counc i l of E u r o p e M i n i s t e r s of Sport were meet ing at Strasbourg on 
20-21 M a r c h ; F r e n c h ins i s tence that any d i s c u s s i o n of the O l y m p i c s 
there should be techn ica l rather than po l i t i ca l had caused genera l 
i r r i t a t i o n and might not i n pract ice affect the tenor of the d i s cu s s i on . 
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T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y sa id that his recent 
v i s i t to R o m a n i a had, s igni f icant ly , taken p lace at the ins i s tence of the 
Roman ians . He had found them, despite heavy lobbying by the Soviet 
F o r e i g n M i n i s t e r , M r G r o m y k o , v e r y c r i t i c a l i n pr ivate of the R u s s i a n 
invas ion of Afghanistan and of the V i e tnamese invas ion of Kampuchea ; 
and they a l so ag reed that the Pa les t ine L i b e r a t i o n Organ i sa t ion had to 
be brought to acknowledge I s r ae l ' s r ight to exist . But they had of 
course been l e s s fo r thcoming i n pub l ic ; and Pres ident Ceaucescu ' s 
independent internat iona l stance d id not prevent h i m mainta in ing a 
p a r t i c u l a r l y unattract ive r eg ime of in te rna l r ep r e s s i on . 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y said that events 
s t r r ound ing the fa l l of the Ital ian Gove rnment were fol lowing a 
f ami l i a r pattern. The P r i m e M i n i s t e r and F o r e i g n M i n i s t e r would 
r e m a i n i n office on a ca re taker bas i s ; and the P r i m e M i n i s t e r , 
Signor C o s s i g a , was expected to manage to f o r m a new coa l i t ion with 
the Soc i a l i s t P a r t y , who were anxious to be i n Government even though 
there was l i t t le ha rmony between the i r v iews and those of 
Signor C o s s i g a ' s C h r i s t i a n D e m o c r a t supporters . 

The Cab inet -

T o o k note. 

3. T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y sa id that 
the C o u n c i l of M i n i s t e r s ( Fo re i gn A f fa i r s ) had dec ided that the 
P r e s i d e n c y and the C o m m i s s i o n should expla in to the T u r k s that there 
would be cons iderab le d i f f icu l t ies i f they were to make an e a r l y 
appl icat ion for m e m b e r s h i p of the Eu ropean Commun i ty ( EC ) . The 
T u r k i s h P r i m e M i n i s t e r had to ld h i m i n January that they would not 
apply for m e m b e r s h i p unt i l the T u r k i s h economy was on a sounder 
footing. The T u r k i s h economy was i n no fit state to support the 
obl igations of C o m m u n i t y m e m b e r s h i p . On the other hand the E C had 
to show i ts support for T u r k e y . The C o u n c i l of M i n i s t e r s hoped to 
deter them f r o m applying to j o in by offering them m o r e generous t e r m s 
under the A s s o c i a t i o n Ag reement between T u r k e y and the E C . 
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T H E M I N I S T E R O F A G R I C U L T U R E , F I S H E R I E S A N D F O O D said he 
had hea rd f r o m C o m m i s s i o n e r Gunde lach that most other m e m b e r 
states were now p re s s ing for h igher i n c r e a s e s i n ag r i cu l tu r a l p r i c e s 
for 1980-81 even than those p repa red by the C o m m i s s i o n . T h e F r e n c h 
and the G e r m a n s appeared to want i n c r e a s e s of 4 -5 per cent; there was 
much agitat ion among Dan i sh f a r m e r s xor higher p r i c e s ; and the new 
Dutch M i n i s t e r of A g r i c u l t u r e had sa id that he intended to do better for 
f a r m e r s than his p r edece s so r . The B r i t i s h Gove rnment r ema ined 
opposed to i n c r e a s e s for products i n surp lus and, i n the House of 
C o m m o n s debate l a te r that day, i t would be imposs i b l e f c r the 
Government to withhold support for an Oppos i t ion amendment urg ing 
the Gove rnment not to agree to a p r i c e sett lement which d id not include 
p rov i s i ons for the steady reduct ions of su rp luses . 

4. T H E S E C R E T A R Y O F S T A T E F O R N O R T H E R N I R E L A N D sa id 
that there was now genera l ag reement that the Be l fast Conference on 
the future government of N o r t h e r n I re land should be adjourned before 
E a s t e r . A s foreseen , i t had not r eached agreement ; but the P r e s s 
were wrong to write it off as a f a i lu re . T h e r e had been useful 
indicat ions of what each of the par t i es might i n p rac t i ce be wi l l ing to 
accept , though not to advocate. T h e r e would now be a pause for 
re f l ec t ion , dur ing which he would ho ld b i l a t e r a l d i s cus s i ons with each 
of the pa r t i e s and with the O f f i c i a l Un ion i s t s . The Conference might 
reconvene some t ime i n May . Meanwhi le he proposed to b r ing before 
his co l l eagues , i n i t i a l l y i n the M i n i s t e r i a l G r o u p under the Home 
S e c r e t a r y ' s cha i rmansh ip , h i s ideas for the B r i t i s h p roposa l s which 
might at that stage be put fo rward . The pos i t ion of the O f f i c i a l 
Un ion is ts , who had not so far taken part i n the Conference , was 
compl i ca ted by the ineffectual l e ade r sh ip of M r James Molyneux and by 
his d i f fe rences with M r E n o c h Powe l l , who held the unconvincing v iew 
that there should be no m o r e devolution i n N o r t h e r n Ire land than i n 
Eng l and . 

T H E P R I M E M I N I S T E R , summing up a short d i s cu s s i on , sa id that the 
somewhat unhelpful publ ic attitude of the P r i m e M i n i s t e r of the 
Repub l i c o f I re land , M r Haughey, p a r t i c u l a r l y dur ing h i s recent v i s i t 
to P a r i s , under l ined the need to ma inta in M i n i s t e r i a l contact with the 
Dub l in Gove rnment . But a meet ing between the Sec r e t a ry of State for 
Nor the rn I re land and the I r i sh F o r e i g n M i n i s t e r , M r Len ihan , as 
e a r l i e r envisaged , would be open to mi s in te rp re ta t i on g iven the present 
stage of the Be l fas t Confe rence . It might therefore be m o r e 
appropr iate for the F o r e i g n and Commonwea l th Sec r e t a r y to talk to 
M r L e n i h a n i n the m a r g i n of the fo r thcoming meet ing of the E u r o p e a n 
C o u n c i l i n B r u s s e l s . 

The Cabinet -

Took note. 
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5. The Cabinet cons ide red a m e m o r a n d u m by the Sec r e t a ry of State 
for F o r e i g n and Commonwea l th A f f a i r s and the Chance l l o r of the 
Excheque r (C(80) 23), p ropos ing how the P r i m e .Minister and the 
F o r e i g n and Commonwea l th Sec re ta ry should deal with the i s s ae of the 
United K i n g d o m contr ibut ion to the budget of the E u r o p e a n Communi ty at 
the meet ing of the E u r o p e a n C o u n c i l to be he ld i n B r u s s e l s on 31 M a r c h 
and 1 A p r i l 1980. 

The Cab inet ' s d i s c u s s i o n and conc lus ions a re r e co rded separate ly . 

Cabinet Office 

20 M a r c h 1980 

5 

CONFIDENTIAL 



S E C R E T 

MENT IS T H E P R O P E R T Y O F H E R B R I T A N N I C M A J E S T Y ' S G O V E R N M E N T 

C O P Y NO QC 
0 «J 

C A B I N E T 

L I M I T E D C I R C U L A T I O N A N N E X 

CC(80) 12th Conclus ions , Minute 5 

Thursday 20 M a r c h 1980 at 10. 30 a m 

N The Cabinet cons idered a memorandum by the Secretary of State for 
TY F o r e i g n and Commonwealth Af fa i rs and the Chance l lor of the Exchequer 

(C(80) 23) recommending the l ines on which a solution to the p rob l em of 
the United K ingdom's excess ive net contribution to the Communi ty Budget 
should be sought at the meeting of the European Counc i l on 31 M a r c h and 
1 A p r i l 1980. A l s o relevant was a minute on the same subject dated 
7 M a r c h f r o m the Secre ta ry of State for T rade to the P r i m e Min i s t e r , 

s, c i rculated under cover of a letter of 19 M a r c h f r o m the Pr ivate 
Secretary to the Secretary of State for T rade to the P r i v a t e Secretary to 
the Secretary of State for Employment . 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y said that s ince 
the Dubl in European Counc i l , at which i t was v i r tua l ly agreed that an 
amended F inanc i a l Mechan i sm could contribute some 520 M E U A to the 
re l ie f of the p rob lem, the C o m m i s s i o n had proposed that the other part 
of the solution should be a regulation based on A r t i c l e 235 of the T r ea ty 
providing for extra spending in the United Kingdom for purposes 
consistent with Communi ty po l i c i e s . Meanwhile r ev i sed est imates of 
the net United Kingdom contribution for 1980 suggested that i t might now 
be about 1750 M E U A , instead of the 1552 M E U A on which the Dubl in 
d iscuss ions had been based. Informal d i scuss ions with other member 
countries over the l as t few weeks suggested that the total refund on 
offer at the next European Counc i l was inching up, but the highest figure 
which had been mentioned was 1000 to 1100 M E U A . In addition to 
securing a sat i s factory f igure, it would be necessary to deal with the 
p rob lem of duration and the p rob lem of " d y n a m i s m " : the protection of 
the net contribution f r o m unacceptable increases i n future years because 
of inflation o r charges in the structure and size of the Community budget. 
The United Kingdom had therefore suggested a formula - namely 
agreement that i n each subsequent year after 1980 B r i t i s h receipts per 
head f r om the Community budget should bear the same relationship to 
average Communi ty receipts pe r head as i n 1980, though i t would be 
difficult to get this accepted. F o r the med ium and longer t e r m we 
should look to a res t ructur ing of the budget a imed at reducing the 
proport ion of Communi ty expenditure spent on the C o m m o n Ag r i cu l t u r a l 
Po l i cy (CAP ) . Th i s would not be easy to implement because of vested 
agr icu l tura l interests , but some measure of res t ructur ing was l i ke l y 
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to be f o rced on the Commun i t y by the imminent approach of the 
1 pe r cent Va lue A d d e d T a x ce i l ing .on own r e s o u r c e s . If i t was not 
poss ib le to settle the p r o b l e m at the next C o u n c i l , the objective must 
be to secure the m a x i m u m poss ib le degree of p r o g r e s s towards essent ia l 
B r i t i s h r equ i r ements on the amount of the to t r l refund, the durat ion of 
the F i n a n c i a l M e c h a n i s m and the A r t i c l e 235 Regulat ion, an e lement of 
d y n a m i s m to ensure that the net contr ibut ion d id not r i s e again to an 
unacceptable l e v e l i n future y e a r s , and some c o m m i t m e n t on r e s t ruc tu r i ng 
the budget. 

Although we had r e s i s t ed any l i n k between our budget p r o b l e m and other 
cur rent i s sue s , i t was c l e a r that the other m e m b e r states would not be 
able to just i fy a substantia l concess ion on the B r i t i s h contr ibut ion to the 
budget un less they were able to take something home themse l ve s . In 
addition, the F r e n c h had pub l i c l y l inked the budget quest ion to C A P 
p r i c e s , sheepmeat, f i sh and energy . In the case of f i sh any l inkage 
beyond a genera l undertaking to make p r o g r e s s would be unehlpful to an 
eventual sett lement on the C o m m o n F i s h e r i e s P o l i c y ( C F P ) and we 
should seek to avo id i t . On a g r i cu l t u r a l p r i c e s , the F r e n c h attitude 
had put a useful c a r d i n our hand, by stating that a sett lement of the 
B r i t i s h contr ibut ion to the budget would be dependent upon a s a t i s f a c to ry 
settlement on a g r i c u l t u r a l p r i c e s . We should therefore ma inta in our 
basic oppos i t ion to p r i c e i n c r e a s e s for surp lus products at the 
26-27 M a r c h A g r i c u l t u r e C o u n c i l , but should be ready to make some 
l imi ted conces s i on at the E u r o p e a n C o u n c i l i f i t were n e c e s s a r y to secure 
a solution to our budget p r o b l e m . S i m i l a r l y on sheepmeat, we might, i f 
necessa ry , concede l i m i t e d intervent ion and a C o m m u n i t y f inanced 
p r e m i u m to sat is fy the F r e n c h on the i n t e r i m r eg ime , so long as the 
permanent r eg ime gave the United K ingdom a net r e sou r ce benefit. 
And , i f i t would help to secure a sett lement, the P r i m e M i n i s t e r could 
make a p u r e l y presentat iona l statement about our energy po l i c i e s , as a 
gesture of r e a s su r ance to our pa r tne r s invo lv ing no substantive 
concess ions . The response to Chance l l o r Schmid t ' s recent re fe rences 
to the de s i r a b i l i t y of our pa r t i c ipa t ing i n the exchange rate m e c h a n i s m of 
the European Mone ta ry S y s t e m (EMS ) was being cons ide red separate ly . 

The outcome of the B r u s s e l s Eu ropean C o u n c i l might be tota l ly 
inadeauate, but i t was m o r e probable that, without getting a l l we wanted, 
it would show some advance with the p rospec t of a f ina l solution at the 
June E u r o p e a n C o u n c i l . Our r eac t i on would have to be modulated to the 
degree of p r o g r e s s made and the need to keep the p r e s s u r e up. In h i s 
judgment, only those p resent at the C o u n c i l could decide p r e c i s e l y what 
the situation r e q u i r e d . He therefore inv i ted the Cabinet to give the 
P r i m e M i n i s t e r and h i m s e l f the d i s c r e t i o n to act as they thought r ight , 
subject to the object ives set out i n the jo int paper and any supplementary 
guidelines the Cabinet wished to l a y down. 

T H E C H A N C E L L O R O F T H E E X C H E Q U E R , agree ing with the F o r e i g n 
and Commonwea l th Sec r e t a ry , sa id that the quest ion of d y n a m i s m was 
important. T h i s l ay behind our attempt to shift the bas i r of the 
d iscuss ion away f r o m the concept of a refund for the United K ingdom 
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and towards the idea of an acceptable net contr ibut ion . He agreed that 
only the P r i m e M i n i s t e r and the F o r e i g n and Commonwea l th S e c r e t a r y 
would be i n a pos i t ion to make an on the spot judgment of what was 
needed* T h e y should therefore be a r m e d by the Cab inet with the fu l lest 
authority, inc lud ing the d i s c r e t i o n to threaten to withhold our con t r i bu 
t ions i f a so lut ion were not found by the June Counc i l -

In d i s c u s s i o n of the budget i s sue there was genera l support for the 
objectives and r ecommendat ions p roposed i n the m e m o r a n d u m by the 
F o r e i g n and Commonwea l th S e c r e t a r y and the C h a n c e l l o r of the 
Excheque r . T h e objective should be to obtain a solution which would 
l a s t as long as the p r o b l e m p e r s i s t e d . 

A s to the tact ics to be fol lowed i f i t was not poss ib le to r e so lve the 
p r o b l e m at the M a r c h C o u n c i l , there was genera l agreement that, i f 
there was no solut ion of the p r o b l e m of the B r i t i s h budget contr ibut ion, 
we should have to see to i t th.it no p r o g r e s s was made on a g r i cu l tu r a l 
p r i c e s - on wh ich other m e m b e r countr ies were keen to secure e a r l y 
and s igni f icant i n c r e a s e s , l a r g e r than those p roposed by the C o m m i s s i o n -
or on other i s s u e s which other m e m b e r countr ies were seeking to l i nk 
with the p r o b l e m of our budget contr ibut ion . 

The fact that the s ize of our net contr ibut ion to the budget made us by 
far the l a r g e s t s ingle p aymas t e r of the C o m m u n i t y a lso gave us a 
negotiating strength which we should be ready to exploit . T o withhold 
our contr ibut ion would be c o n t r a r y to C o m m u n i t y law and our T r e a t y 
obl igations; i t would be p resented as incompat ib le with the Gove rnment ' s 
dec l a red c o m m i t m e n t to the C o m m u n i t y , as ca l l i ng i n quest ion our 
continuing m e m b e r s h i p of the C o m m u n i t y , and as therefore incons is tent 
with our nat ional in te res t i n seeking sat i s factory t e r m s for continuing 
membe r sh ip . A c t u a l l y to withhold the contr ibut ion would be a weapon 
of l a s t r e s o r t , and a d e c i s i o n to that effect should not be taken without 
further cons ide ra t ion by the Cabinet and the fu l lest d i s c u s s i o n of i t s 
imp l i c a t i ons . Nonethe less , even i f no l i k e l y outcome of the M a r c h 
Counc i l was expected to just i fy an immed ia te announcement of withholding 
act ion, i t would be impor tant to b r i n g fu l ly home, both to our pa r tners 
and to pub l i c opin ion at home , the se r iousness of the i s sue and the 
determinat ion of the Gove rnment to obtain a sa t i s f ac tory sett lement. 
T h e r e was genera l ag reement that at the meet ing of the E u r o p e a n 
Counc i l i n B r u s s e l s the P r i m e M i n i s t e r and the F o r e i g n and 
Commonwea l th Sec re ta ry should be a r m e d with the authority of the 
Cabinet to make i t c l e a r , i f they felt i t n e c e s s a r y to do so, that the 
Government would have to cons ide r withholding i f a sa t i s factory 
settlement was not reached by the meet ing of the Eu ropean C o u n c i l i n 
June. N o r should there be any quest ion but that they would have the 
unanimous support of the Cab inet i n doing so. No doubt they would 
continue to say that the Gove rnment would p roceed to such act ion on ly 
re luctant ly , m o r e i n so r row than i n anger , and i n fu l l awareness of the 
signif icance of such a step. Equa l l y , i f the threat was to be c red ib le 
and ef fective, i t m u s t be c l e a r that i t was one which , i n the l a s t r e s o r t , 
the Gove rnment would not sh r ink f r o m putting into effect. 
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In d i s c u s s i o n of r e l a t e d i s s u e s the fo l lowing po ints we re made -

a* F i s h 

It was e s s e n t i a l that the i n t e r e s t s o f ou r f i sh ing i n d u s t r y should 
not be s a c r i f i c e d as p a r t o f the budget se t t l ement . E v e n a 
c o m m i t m e n t to make p r o g r e s s on quotas be fore June would 
c a r r y r i s k s , g iven that the C o m m i s s i o n w e r e l i k e l y to r e v i v e 
t h e i r e a r l i e r p r o p o s a l s on w h i c h the Un i t ed K i n g d o m had been 
i s o l a t e d . T h e wo rd ing of any statement would there fo re need 
c a r e f u l c o n s i d e r a t i o n . We cou ld m a k e p l a y with the fact that 
the p r o g r e s s so far r e g i s t e r e d towards a C F P set t lement owed 
m u c h to c l o se A n g l o - F r e n c h c o - o p e r a t i o n . 

b . A g r i c u l t u r a l P r i c s 

Some c o n c e s s i o n would p r o b a b l y be n e c e s s a r y i n the p r o c e s s 
o f s e c u r i n g a budget se t t l ement , but, i f we had to concede any 
i n c r e a s e on m i l k and sugar , the m a i n p roduc t s i n s u r p l u s , i t 
shou ld be as s m a l l a s p o s s i b l e . T h e effect of i n c r e a s e s i n C A P 
p r i c e s on food p r i c e s i n the shops shou ld not be exaggera ted : 
m a n y of the i n c r e a s e s p r o p o s e d would be i n i n t e rven t i on p r i c e s 
wh ich would not be r e f l e c t ed i n m a r k e t p r i c e s . T h e c u r r e n t 
C o m m i s s i o n p r o p o s a l s for an ave rage p r i c e i n c r e a s e of 
2. 4 p e r cent would , for e x a m p l e , r a i s e the food index by on ly 
0 . 3 p e r cent and the r e t a i l p r i c e index by on ly about 0 . 1 5 p e r cent . 

c . Sheepmeat 

Desp i t e ou r b a s i c p r e f e r e n c e for a l i gh t sheepmeat r e g i m e , we 
cou ld i f n e c e s s a r y to s e cu r e a s a t i s f a c to ry budget set t lement 
concede some l i m i t e d i n t e r ven t i on and C o m m u n i t y f inanc ing for 
a t r a n s i t i o n a l p e r i o d , p r o v i d e d mat the p e r m a n e n t r e g i m e 
y i e l d e d a net r e s o u r c e benef i t for the Uni ted K i n g d o m . 

d. E n e r g y 

It was suggested that any statement on N o r t h Sea o i l m igh t r a i s e 
fa l se hopes* Noth ing m u s t be sa id wh ich i m p l i e d a t r ans f e r o f 
competence to the C o m m u n i t y . O n the o the r hand , m a n y o f e u r 
p a r t n e r s had made i t c l e a r that they would w e l c o m e and be content 
w i th a c o s m e t i c s tatement wh ich gave nothing substant ive away, 
and i t was p o l i t i c a l l y i m p o r t a n t f o r u s to be r e a d y to say s o m e 
thing po s i t i v e i n the context of an eventua l budget se t t l ement . A 
text a long the l i n e s p r e p a r e d by the Defence and O v e r s e a P o l i c y 
C o m m i t t e e ' s S u b - C o m m i t t e e on E u r o p e a n Ques t i ons should thus 
be ava i l ab le fo r the use of the P r i m e M i n i s t e r at h e r d i s c r e t i o n ; 
but c a r e should be taken about any r e f e r ence to l e n g - t e r m 
c o n t r a c t s . It was a l so suggested that an i nd i c a t i on that we were 
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ready to cons ider extending the Seventh L i c e n s i n g Round 
beyond the 70 blocks now proposed might be helpful i n the budget 
context, though it was noted that the substantive issue had yet to 
be cons idered i n the M i n i s t e r i a l Committee on Economic Strategy, 

e. E M S 

C o m m i s s i o n e r Tugendhat had suggested that we were under 
est imating the value of the E M S card i n the budget negotiations, 
given espec ia l l y the importance attached to our part ic ipat ion by 
Chance l lo r Schmidt . Aga inst m i s it was suggested that 
Chance l lo r Schmidt ' s des i re to see us jo in was not shared by the 
major i ty of Communi ty F inance M i n i s t e r s . They understood 
that s ter l ing was s t i l l exposed to the volati l i ty inseparable f r o m 
its status as a p e t r o - c u r r e n c y and that, i f we joined now, the 
consequent need to qualify the absolute p r i o r i t y of keeping within 
our money supply objectives by re ference to exchange rate 
considerat ions would c a l l into question our determination to 
reduce the rate of inf lation. T h i s argument might wel l weigh 
l e s s heav i ly i n the balance, once the effectiveness of the 
Government ' s monetary strategy i n reducing the rate of inflation 
was secure ly established, and i t d id not therefore rule out an 
indicat ion of our wi l l ingness to participate i n the exchange rate 
mechan i sm at the right t ime and on the right conditions. 

T H E P R I M E MIN ISTER , summing up the d i scuss ion , said that the 
Cabinet endorsed the recommendations of the F o r e i g n and Commonwealth 
Secretary and the Chance l lor of the Exchequer i n C(80) 23. She and the 
Fo re i gn and Commonwealth Secre ta ry would go to the meeting of the 
European Counc i l on 31 M a r c h and 1 A p r i l with the objective of secur ing 
a satisfactory settlement of the p rob l em of the net United Kingdom 
contribution of the Community budget. They had the authority of the 
Cabinet to decide, i n the l ight of this d i scuss ion , whether what was on 
offer constituted a satisfactory settlement. G iven the course of events 
so far, and the ins istence of other countries i n l inking to that problerr 
other i s sues which would not be r ipe for settlement so soon, i t seemed 
very unl ike ly that the p rob l em would be settled at that meeting. In mat 
event the objective would be to make as much p rogress as possib le 
towards a settlement to be achieved at the meeting of the European 
Counci l in June. The Cabinet agreed that, unless and unti l the budget 
prob lem was sat is factor i ly settled, there was no question of agreeing 
to inc reases i n C A P p r i c e s , or indeed of reso lv ing other i ssues that 
were being l inked to our budget p rob l em, such as sheepmeat. If a 
settlement of the budget p rob l em was not reached at the meeting in 
B rus se l s , she and the F o r e i g n and Commonwealth Secretary would have 
the authority of the Cabinet to use their d i scret ion , depending on the 
degree of p rog re s s towards a settlement, and taking account of the views 
expressed in the d i scuss ion at this meeting of the Cabinet, to decide 
whether and i n what t e rms to make it c lear that the Government would be 
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obliged to consider withholding some part of our net contribution, i f a 
satisfactory settlement was not reached at the European Counci l in June, 
They would al so make i t c lear that the Government was and would 
remain ful ly committed to membership of the European Community 
and had no intention whatever of coming out of i t . 

The Cabinet -

1. Took note, with approval, of the P r i m e Min i s te r ' s 
summing up of their d iscuss ion. 

2. Agreed that the P r i m e Min is ter and the Secretary 
of State for Fo re i gn and Commonwealth Af fa i rs should be 
guided accordingly at the meeting of the European Counci l 
on 31 M a r c h and 1 A p r i l . 

Cabinet Office 

24 Ma rch 1980 
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OKHUI'JITY BUDGET 

ssues of greater p o l i t i c a l importance or with wider international 
cat ions can have confronted us since, t a k i r r ; o f f i c e than our 
ach to the Commun i t y Budget. I had hoped t o he able t o c o n s e n t 

jine detail on thfis subject, but the short notice of the m e e t i n g 

|y commitment to a v i s i t to the Korth Wes t today a l l o w s the 
l a t i o n of only a short summary of my viev:s. 

nsiderations which I believe are important are:-

(a) whether v;e should have placed ourselves out on a 
iuib with regard to the net budgetary contribution i s now 
discussion f o r h i s t o r i a n s . The fact i s that we have" 
raphasised our determination to achieve a f a i r settlement, 
nd each time we defer the use of a firm sanction we 
ontribute further s t i l l to what I regard as our p r i n c i p a l 
ational t r a i t - a lack of national self-confidence. Only 
he British could see the role of paymaster as one of 
eakness. It i s inconceivable that the French would f a i l 
) exploit the pos i t i o n of strength i h which we f i n d ourselvesj 

)) in economic terms I believe that we badly need a 
LOOOa for the next f i n a n c i a l year. I do not know of the 
lancellor's Budgetary plans, but i f we are to arri v e at a 
>rrowing requirement which i s financeable on non-inflationary 

Inns I cannot see any room for a s i g n i f i c a n t reduction i n 
Irect taxation, p a r t i c u l a r l y at the lower end. The combination 
I a pending recession coupled with a Budget which w i l l be 
lintcd as being highly regressive, not least because of the 
•forras in c a p i t a l taxation, w i l l i n my view be damaging to 
f Government - and not ju£t ir: the long term. The a v a i l a b i l i v y 



of an a d d i t i o n a l £1,000m enabling a 2p reduction i n incone 
tax or comparable broadly based benefits would make an 
enormous psychological difference to the country's mood; 

(c) the B r i t i s h public have a figure of £1,000m fixed 
in t h e i r minds. It i s around that figure that you personally 
will be regarded as having achieved a v i c t o r y or suffered ^ 
defeat; 

(d) so f a r as "the future of Europe i s concerned, the 
combination of enlargement with the prospect of yet more 
subsidy f o r backward a g r i c u l t u r a l economies, the runaway costs 
of the CAP i n providing dear food f o r the EC and surpluses 
to be dumped outside, the intransigent French pursuit of 
short-term s e l f interests, the forthcoming c o l l i s i o n between 
Community expenditure and the VAT c e i l i n g , have set the stage 
for B r i t a i n to take a positive r o l e . These problems are f o r 
the Community and not for B r i t a i n alone. 

herefore draw two conclusions. F i r s t , i t would seem to ne out 
the question that we could accept any linkage with the Budget 
stion. To allow the Budgetary problem to influe nee our thinkincr 
EMS would be f o l l y ; the EMS decision must rest solely on i t s 
its. To allow the French to buy us o f f on sheepmeat or to 
chase our f i s h i n g r i g hts or energy supplies with our own money 
Id be depicted as a defeat, and seen as such i n the country* 

ondly, ray i n c l i n a t i o n i s that i f v/e cannot accept whatever 
tlement i s offered at the March summit v/e should announce plans 
withholding on our return. The proposals set out i n paragraph 6 
Annex A to 0D(80)18 seem to me to be well presented and thought 
ough. Obviously the r i s k s are very great but having nailed our 
purs to the mast at Dublin we cannot afford to haul then covin 
in now. YJe should not under-estimate the strength or our p o s i t i o 
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in the Community o r i n t h e p o l i t i c a l f i e l d a t home . The Community 

is dependent u p o n u s b o t h t o p r o v i d e a £1,000a . s u b s i d y and a 

protective m a r k e t f o r i t s o v e r p r i c e d a g r i c u l t u r a l p r o d u c e . The 

(Cooaunity i s o n t h e v e r g e o f a d m i t t i n g P o r t u g a l , S p a i n and G r e e c e ; 

the n o t i o n t h a t i t n i g h t e x p e l u s t o a d m i t new n e t c a s h b e n e f i c i a r 

s r i d i c u l o u s . C r i t i c i s m o f a d e t e r m i n e d a t t e m p t t o p r o t e c t o u r 

ational i n t e r e s t e v e n a t t h e expense o f b r e a k i n g t h e c l u b r u l e s 

jouli be r e g a r d e d b y t h e p u b l i c , and i n t h e C o n s e r v a t i v e P a r t y , 

s u n p a t r i o t i c . Our c r i t i c s w o u l d be p o r t r a y e d a s f i g h t i n g u n d e r 

he French f l a g . 

[e would o f c o u r s e b e h i g h l y u n p o p u l a r i n p r o v o k i n g a m a j o r summit 

o consider t h e f u t u r e o f t h e Communi ty , b u t I do b e l i e v e t h a t 

here i s now a c l e a r a d v a n t a g e i n f o r c i n g a more p o s i t i v e a p p r o a c h 

ather than t a g g i n g a l o n g i n what the e l e c t o r s see t o be a shambles 

am copy ing t h i s m i n u t e t o a l l members o f OD and S i r R o b e r t 

rastrong. ijp 
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