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INTRODUCTION 


No 10 and the Foreign O f f i c e , which w i l l be b r i e f i n g , are 

aware that you want a wide ranging, r a t h e r d i s c u r s i v e d i s c u s s i o n 

with the Prime M i n i s t e r . T h e i r b r i e f i n g w i l l cover the points 

below which were suggested by you. I have l a i d most emphasis on 

the f i r s t two items s i n c e these are the most urgent but l e s s on 

i n s t i t u t i o n a l questions, s i n c e i n the absence of the r e p o r t from 

the Wise Men, t h i s w i l l i n e v i t a b l y be a l e s s w e l l focussed 

d i s c u s s i o n . We have a l s o been Warned t h a t the Prime M i n i s t e r may 

r a i s e the question of B r i t i s h s t a f f i n g i n the Commission. This i s 

a f a m i l i a r s u b j e c t , and Mr. P r a t l e y w i l l supply b r i e f i n g on l a t e s t 

developments f o r your c a l l on Lord Soames. 


 THE REFERENCE PAPER ON BUDGETARY MATTERS 


2. This i s a good paper from the UK point of of view. I t 
brings out the f a c t s concerning the UK net d e f i c i t , i t s causes and • 
shows c l e a r l y t h at the e x i s t i n g f i n a n c i a l mechanism, though never 
designed to o f f e r a complete r e t u r n to p a r i t y , i s not, and i s not 
l i k e l y , to provide even the p a r t i a l compensation intended. I t 
points c l e a r l y towards a r e v i s e d mechanism. The study i s a good 
base f o r the next stage, the p r e s e n t a t i o n of proposals by the 
Commission, though much work w i l l have to be done between now and 
then by the UK i n whose court the b a l l now l i e s . c g X h e utmost 
importance of the s k i l f u l p r e s e n t a t i o n of the U K/should not be under­
estimated: d i s c u s s i o n of the r e f e r e n c e paper i n the Commission has 
alr e a d y shown how hard i t w i l l be to get out proposals s a t i s f a c t o r y 
from the UK point of view: t h i s i s the mere r e f l e c t i o n of an 
a t t i t u d e that w i l l be even tougher i n c a p i t a l s and i n the C o u n c i l . 

3. Timing of a s o l u t i o n and the t a c t i c s l e a d i n g up to i t 

Before g e t t i n g down to d e t a i l s of t a c t i c s i n the C o u n c i l , 
you need to go over a number of r e l e v a n t background f a c t o r s . 

4. The United Kingdom needs a s o l u t i o n u r g e n t l y and i t i s r i g h t 
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to make the Dublin Summit the t a r g e t . I t would be unwise on the 

other hand as regards timing to become impaled on a hook i n p u b l i c 

so that the p r e s s u r e of domestic p u b l i c opinion f o r c e s HMG to take 

l e s s than they might otherwise have got had they been able to 

bargain f o r somewhat lo n g e r . An agreement i n p r i n c i p l e a t Dublin, 

w i t h the d e t a i l s f i n a l l y agreed at the next European Council - the 

s o l u t i o n however back dated to 1 January 1980 -may prove a more 

r e a l i s t i c aim. The important thing i s f o r the government to r e t a i n 

some freedom of manoeuvre on timing. 


5. The p r e s s u r e s from other Member St a t e s w i l l of course be to 

s p i n matters out; and attempts w^ill be made to l i n k the s o l u t i o n of 

the UK problem to any one, or a combination of the f o l l o w i n g : 


( a )	 the exhaustion of the e x i s t i n g r esources of the 

Community and the i n t r o d u c t i o n of a new own resource; 


(b)	 c o n t r o l of the CAP; 


( c )	 the entry of Greece. 


HMG w i l l not f i n d i t d i f f i c u l t to r e s i s t f o l l o w i n g these suggestions 

though, s i n c e i t i s i n the UK i n t e r e s t to maintain a p o s i t i v e 

a t t i t u d e on a l l three t o p i c s , the t a c t i c s pursued to keep the 

s o l u t i o n of the UK budget problem separate w i l l have to be s k i l f u l . 


6. The f o l l o w i n g c o n s i d e r a t i o n s are r e l e v a n t . As regards the 

exhaustion of own r e s o u r c e s : when the c e i l i n g on e x i s t i n g f i n a n c i n g 

i s reached, as w i l l happen by the l a t e s t i n 19 81, i t seems most 

u n l i k e l y t hat the Council w i l l by then have agreed on a new one. 

This means that compulsory expenditure, notably FEOGA Guarantee, 

w i l l have to take precedence over non compulsory expenditure 

( r e g i o n a l , s o c i a l funds) and f o r a period at l e a s t , the UK Imbalance 

would be l i k e l y to get even worse. Reaching the c e i l i n g on own 

resources and s t i c k i n g there does not t h e r e f o r e o f f e r ready 

f i n a n c i a l r e l i e f to the UK. When a new resource i s agreed, even i f 

i t does i n v o l v e p r o g r e s s i v i t y i . e . a c r i t e r i o n a s s e s s i n g a b i l i t y to 

pay, the degree of p r o g r e s s i v i t y l i k e l y to be agreed would only 

o f f e r marginal r e l i e f to the UK. S o l u t i o n s are not to be looked f o r 

here. You are r e s p o n s i b l e f o r making the proposal on a new own 

resource and w i l l not do t h i s u n t i l a f t e r the Dublin Summit, p r e c i s e l y 

to reduce the chances of the two i s s u e s being confused. Delay beyond 

the end of t h i s year w i l l however be i m p o s s i b l e . 


7. As regards c o n t r o l of the CAP» there are a l r e a d y s i g n s that 

attempts w i l l be made to l i n k s o l u t i o n of the UK budget problems to 

t h i s . The UK must r e s i s t t h i s , on timing grounds al o n e . E q u a l l y , 

HMG must continue to work a c t i v e l y f o r changes i n the CAP ( s e e below 

paragraphs 17 -20 ) . Since however there i s an undeniable l i n k 

between e x c e s s i v e FEOGA guarantee expenditure and the s i z e of the UK 

d e f i c i t , the best t a c t i c would be to occupy the enemy t e r r i t o r y by 

arguing that the UK wishes to see major changes i n the CAP, that 

these are i n the i n t e r e s t s of the whole Community and are a matter 

of urgency. The UK r e c o g n i s e s that w i t h the best w i l l i n the world 

they w i l l however take a b i t of time to bring about, and r a t h e r 

longer f o r the budgetary savings to be f e l t . U n t i l such time t h e r e ­

fore as these budgetary e f f e c t s begin to have a s i g n i f i c a n t impact, 
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and u n t i l there i s a b e t t e r balance i n Community expenditure, the 

UK needs a s p e c i a l budgetary arrangement t h a t d e a l s w i t h i t s 

p a r t i c u l a r problem. I f the UK can present i t s s p e c i a l needs as 

being of temporary, i f i n d e f i n i t e , duration, i t has a correspondingly 

g r e a t e r chance of o b t a i n i n g more generous terms. A three or f i v e 

year review c l a u s e would be a p r i c e worth paying f o r a s o l u t i o n 

which made a s i g n i f i c a n t immediate dent i n the d e f i c i t . 


8. As regards enlargement, i t i s u n l i k e l y t h at an e x p l i c i t l i n k 

w i l l be made between the UK budget problem and the entry of Greece 

i n 19 81 and subsequent enlargement. I t i s n e v e r t h e l e s s a 

c o n s i d e r a t i o n that w i l l be i n the f o r e f r o n t of M i n i s t e r s ' minds 

s i n c e what i s now conceded to the UK w i l l i n e v i t a b l y be a precedent* 

There i s no guarantee, on the b a s i s of present Community expenditure 

(or indeed l i k e l y f u t u r e p a t t e r n s ) t h a t Greece,and more p a r t i c u l a r l y 

Spain, can be a b s o l u t e l y sure of always being a net b e n e f i c i a r y from 

the Community budget or even i n balance. I t i s f o r t h i s 

reason, among oth e r s , t h a t you are s t r o n g l y a g a i n s t the UK t r y i n g to 

get her p a r t n e r s to accept, e i t h e r i n p u b l i c or i n p r i v a t e , the 

p r i n c i p l e t h a t member s t a t e s with below average GNP per caput income 

should not be net c o n t r i b u t o r s to the Community budget. While t h i s 

i s e n t i r e l y l o g i c a l , i t i s not p o l i t i c . A b i d f o r a s p e c i a l , 

temporary arrangement (from which I t a l y can a l s o be l e g i t i m a t e l y 

excluded; w i l l i n v o l v e fewer p r e s e n t a t i o n a l d i f f i c u l t i e s f o r the 

UK's p a r t n e r s . ' I t a l s o has European Parliamentary advantages (see 

paragraph 26 below). as w e l l as advantages i n r e l a t i o n to Greece 

which now has the r i g h t of c o n s u l t a t i o n and has a l r e a d y , i  f un­

s u c c e s s f u l l y , t r i e d to e x t r a c t assurances about f u t u r e r i g h t s i n 

r e l a t i o n to EMS r e l a t e d i n t e r e s t s u b s i d i e s . 


9^ T a c t i c s i n the Council and w i t h member s t a t e s 


T h i s i s the background a g a i n s t which the Council d i s c u s s i o n 

w i l l take p l a c e . We can be c e r t a i n t h a t other member s t a t e s w i l l 

s e i z e a l l o p p o r t u n i t i e s a v a i l a b l e e i t h e r to undermine the v a l i d i t y 

of the paper by querying i t s methodology or i t s c a l c u l a t i o n or to 

obfuscate the s u b j e c t by i n t r o d u c i n g extraneous c o n s i d e r a t i o n s . Or 

both. The UK must make c e r t a i n t h e r e f o r e t h a t i t s s i d e of the case 

i s c l e a r l y heard. The UK has been asked to "present ( t h e i r ) 

requests i n concrete form". While the UK does not have to present 

every d e t a i l of i t s request on 17 September i n the ECOFIN C o u n c i l , 

i t cannot and should not t r y to postpone any longer a t l e a s t g i v i n g 

an o u t l i n e . 


10. There are two aspects to the r e q u e s t : the method of the 

s o l u t i o n and the amount i n v o l v e d . I n your view at the next ECOFIN 

Council the C h a n c e l l o r should s t a t e the type of s o l u t i o n the UK 

wants (see annex attached) but should not name a f i g u r e . The 

f i g u r e which w i l l obviously be more ambitious than the UK i s l i k e l y 

to achieve should be r e v e a l e d subsequently i n c o n f i d e n t i a l b i l a t e r a l 

meetings which i t i s e s s e n t i a l take p l a c e a t M i n i s t e r i a l l e v e l i n 

a l l c a p i t a l s before the ECOFIN Council 15 October when the matter 

i s bound to come up again. (Given the e a r l y appearance of the study, 

two b i t e s a t the c h e r r y i n Council i s v i r t u a l l y i n e s c a p a b l e . ) 


11. The UK should bear i n mind that other member s t a t e s , w h i l e 

begimiing to accept t h a t the UK budgetary d e f i c i t cannot be allowed 

to continue i n i t s present proportions, are s t i l l t h i n k i n g i n terms 

of r e c t i f i c a t i o n s whose extent i s much s m a l l e r than anything HMG i s 


/ l i k e l y 




- 4 ­

l i k e l y to regard as adequate. I n your view, the UK has a l r e a d y 

l e f t i t dangerously l a t e to do an education job i n c a p i t a l s (you 

would have l i k e d to have seen lobbying i n J u l y ) . Now t h a t the 

Commission study i s out however you cannot s t r e s s too much the 

urgency and importance of i n t e n s i v e high l e v e l c o n t a c t s between 

KMC and her Community p a r t n e r s . They are not go.ing to make 

concessions without a great deal of p e r s u a s i o n and without some 

counterpart (see paragraph 29 below). HMG must prepare t h i s as 

w e l l for Dublin. 


12 . Types of mechanism 


Because of the system of own r e s o u r c e s whereby customs 

d u t i e s , a g r i c u l t u r a l l e v e l s and up to 1% of VAT l e v i e d on a uniform 

base belong to the Community as of r i g h t , with the member s t a t e s 

a c t i n g only as agents i n t h e i r c o l l e c t i o n , i t i s not p o s s i b l e f o r 

the UK simply to decide e i t h e r u n i l a t e r a l l y or i n c o n j u n c t i o n with 

i t s p a r t n e r s to pay l e s s . I t s share i n Community f i n a n c i n g being a 

f i g u r e a u t o m a t i c a l l y a r r i v e d a t , the only way i n which the UK can 

achieve a lower net c o n t r i b u t i o n i s by g e t t i n g money back. 


13. This i s what happens i n the case of the e x i s t i n g f i n a n c i a l 

mechanism. The c h i e f drawback of t h i s mechanism from the UK point 

of view, apart from i t s i n t e r n a l l i m i t a t i o n s , which are s e t at 

l e v e l s which have e f f e c t i v e l y prevented i  t from operating i n the 

past and are l i k e l y to continue to do i n the f u t u r e , i s t h a t i t 

works s o l e l y i n r e l a t i o n to the gross c o n t r i b u t i o n , thus i n no way 

touching the problem of an inadequate r e t u r n on Community 

expenditure. Since t h i s i s a good h a l f of the problem, and s i n c e 

no e a r l y s o l u t i o n to an improved UK 'take' i s i n s i g h t the new 

s o l u t i o n should i d e a l l y operate d i r e c t l y on the net d e f i c i t i . e . 

the gap between c o n t r i b u t i o n s and expenditure. This should be the 

UK's aim but i t w i l l not be achieved without a s t r u g g l e . The 

e x i s t i n g f i n a n c i a l mechanism broke new ground i n so f a r as i  t was 

an e x p l i c i t r e c o g n i t i o n t h a t a member s t a t e ' s c o n t r i b u t i o n to the 

f i n a n c i n g of the Community could be d i s p r o p o r t i o n a t e l y g r e a t e r (the 

language of the r e g u l a t i o n ) than i t s a b i l i t y to pay as measured i n 

GNP terms. I t did not however c o n s t i t u t e any r e c o g n i t i o n , e x p l i c i t 

or i m p l i c i t , of the i d e a t h a t f i n a n c i a l b e n e f i t s r e c e i v e d could 

l e g i t i m a t e l y be a s s e s s e d a g a i n s t f i n a n c i a l c o n t r i b u t i o n s made, i  t 

always being a s s e r t e d t h a t Community p o l i c i e s are f o r s p e c i f i c 

purposes and that the concept therefoi'e of the j u s t e r e t o u r i s 

n e i t h e r l e g i t i m a t e nor indeed r e l e v a n t . The UK i s bound to encounter 

tough r e s i s t a n c e on a long standing and deeply hel d d o c t r i n a l p o i n t . 

The best way of countering i t i s not to meet i t head on, but to 

d e f l e c t i t by the f i r m statement t h a t the UK i s only looking f o r an 

arrangement of temporary duration - "arrangement", or a word a k i n to 

i t , would be p r e f e r a b l e to the use of the words " s o l u t i o n " - (though 

the mechanism i t s e l f must be capable of being permanent, as w e l l as 

automatic i n i t s o p e r a t i o n ) . 


14. P o s s i b l e mechanisms are d e a l t w i t h i n more d e t a i l i n the 

Annex. 

15. The I t a l i a n angle 

The. r e f e r e n c e paper shows c l e a r l y t h a t u n l i k e the UK, 

/ I t a l y ' s 



- 5 ­

I t a l y ' s budget d e f i c i t of 1978 was not the r e s u l t of s t r u c t u r a l 

f a c t o r s but r a t h e r was anomalous and u n l i k e l y to be repeated i n 

the f o r e s e e a b l e f u t u r e when I t a l y can expect to be i n growing 

s u r p l u s . The I t a l i a n Government i s n e v e r t h e l e s s reported to be 

very d i s s a t i s f i e d w i t h the paper as i t has emerged l a r g e l y because 

of the f e e b l e e f f o r t made by the Commission to f u l f i l t h a t p a r t of 

the C o u n c i l ' s mandate of p a r t i c u l a r i n t e r e s t to I t a l y i . e . that 

concerning the economic and s o c i a l impact on the country of Community 

membership. There appears to be some d i s p o s i t i o n to a t t r i b u t e t h i s 

outcome, which has made the I t a l i a n s f e e l very i s o l a t e d , to a 

B r i t i s h p l o t . (The r e a l reasons f o r t h i s f a i l u r e on the p a r t of the 

Commission, which you can go i n t o i f n e c e s s a r y , are p a r t l y p o l i t i c a l 

and p a r t l y d e r i v e from the i n h e r e n t d i f f i c u l t y of such a study made 

v i r t u a l l y impossible by the speed at which the paper has had to be 

pi-oduced;. Whether such a study, i f done, would produce the r e s u l t 

expected by the I t a l i a n s i . e . that I t a l y does l e s s w e l l out of the 

Community than say France or Germany, i s an open q u e s t i o n . I t might 

w e l l . The I t a l i a n s do however have a l e g i t i m a t e complaint i n so f a r 

as the Commission has not proved able to f u l f i l the mandate 

adequately. 


16. As a r e s u l t the I t a l i a n Government appears to be i n a mood 

where i t could w e l l seek to undermine the c r e d i b i l i t y of the paper 

when i t i s d i s c u s s e d i n C o u n c i l on 17 September. HMG would be w e l l 

advised t h e r e f o r e to t a l k to the I t a l i a n s beforehand to seek to : 


(a)	 r e a s s u r e them of a continued d e s i r e to work together 

i n the whole area of convergence ( r e d i s t r i b u t i o n e t c ) ; 


(b)	 o f f e r them help i n g e t t i n g the s o r t of study they want 

done properly; 


( c )	 get them, i n r e t u r n , to be h e l p f u l to the UK over the 

budget c o n t r i b u t i o n and, i n p a r t i c u l a r , not j o i n i n a 

general d e s t r u c t i o n of the r e f e r e n c e paper. 


I t i s u n l i k e l y t hat with the best w i l l i n the world the Commission 

coxild do a r e a l l y adequate study of the s o r t demanded by the Council 

i n the time a v a i l a b l e - j u s t over a month (such a paper would have 

to be out by the beginning of November) and i  t might be worth t r y i n g 

to persuade the I t a l i a n s to take such a l a r g e s u b j e c t i n slower 

time. I f however they are i n s i s t e n t t h a t an adequate study be 

produced i n time f o r the European C o u n c i l , the UK should o f f e r 

support. 


CONTROL OF THE CAP 


17. C o n t r o l l i n g and then reducing s u r p l u s production has been an 

urgent t a s k f o r the Community f o r some time. Other member s t a t e s 

are a t l a s t beginning to recognise t h i s though, as l a s t year's p r i c e 

settlement showed, they are not yet s u f f i c i e n t l y w i l l i n g to accept 

the consequences to r e i n i n the a g r i c u l t u r a l m i n i s t e r s . Control of 

CAP i s a p o l i c y p r i o r i t y w ith which the UK i s c l o s e l y a s s o c i a t e d 

and, d e s p i t e the changed s i t u a t i o n of UK a g r i c u l t u r e (green pound 

now much the same va l u e as s t e r l i n g ) , HMG must continue to push 

a c t i v e l y f o r i t i f they are to r e t a i n c r e d i b i l i t y - not l e a s t i n 

r e l a t i o n to the i s s u e of the budget c o n t r i b u t i o n . 


18. Does Mrs Thatcher's government intend to pursue the previous 

government's p o l i c y of expanding UK a g r i c u l t u r a l production? I f so, 

some of the i n c r e a s e i s bound to take p l a c e i n products I n s u r p l u s 
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i n the Community. Despite UK comparative advantage i n a g r i c u l t u r e 

and the small s i z e of the UK a g r i c u l t u r a l s e c t o r , i t s expansion, 

i n s u r p l u s products at l e a s t , w i l l not be regarded by other member 

s t a t e s - or the Commission - as compatible w i t h a p o l i c y of b r i n g ­

ing s u r p l u s e s under c o n t r o l . I t a l s o needs to be remembered th a t 

B r i t i s h farmers can now only be awarded s i g n i f i c a n t l y higher p r i c e s 

to compensate f o r more i n t e n s i v e farming, i n c r e a s e d c o s t s e t c , by 

i n c r e a s e s i n the common p r i c e . I n other words the time when g r e a t e r 

f i n a n c i a l rewards to encourage expansion of UK a g r i c u l t u r a l 

production could be given without a f f e c t i n g common p r i c e l e v e l s i s 

now over. As regards p r i c e s t h e r e f o r e the B r i t i s h farmer now f i n d s 

h i m s e l f i n more or- l e s s the s i t u a t i o n i n which the German farmer has 

been f o r some time, but without the l a t t e r ' s low c o s t i n f l a t i o n r a t e 

Indeed m a i n t a i n i n g common p r i c e l e v e l s w i l l almost c e r t a i n l y h i t the 

UK farmer d i r e c t l y and harder than h i s l e s s i n t e n s i v e c o n t i n e n t a l or 

I r i s h c o u n t e r p a r t . There may be some hard choices i n s t o r e . 


19. Much the same c o n s i d e r a t i o n s apply i n r e l a t i o n to continued 

access f o r New Zealand d a i r y products. Support f o r t h i s a c c e s s , 

which d i s p l a c e s Community production and c o s t s the Community budget so 

250 meua, w i l l be viewed as incompatible with expansion of UK 

production i n sur-plus products. 


20. B r i n g i n g the CAP under c o n t r o l w i l l not be easy and some 

s o l u t i o n s more r a d i c a l than a p r i c e f r e e z e w i l l almost c e r t a i n l y 

have to be sought ( s e p a r a t i o n of production and s o c i a l c o s t s and . 

the i n t r o d u c t i o n of income maintenance payments). A f i r s t step i n 

i n s t i t u t i o n a l terms however w i l l be to br i n g the a g r i c u l t u r e 

M i n i s t e r s i n t o some more coherent r e l a t i o n s h i p w i t h other C o u n c i l s , 

notably the Finance and Budget M i n i s t e r s . I f HMG i s s e r i o u s about 

b r i n g i n g Community expenditure not only under c o n t r o l but a l s o i n to 

b e t t e r r e l a t i o n s h i p w i t h Community p r i o r i t i e s , they, as w e l l as 

other governments need to devote a l o t more a t t e n t i o n to and a t t a c h 

more importance to, the Budget C o u n c i l . The budget process a t 

present conducted, w i t h a g r i c u l t u r a l p r i c e s being f i x e d q u i t e 

s e p a r a t e l y and without regard to other expenditure, does not 

properly r e f l e c t or c o n t r i b u t e to the ord e r i n g of the Community's 

p r i o r i t i e s . 


I l  l INSTITUTIONAL MATTERS (see a l s o preceding paragraph 20) 


21. Immediately before the p u b l i c a t i o n of the re p o r t of the 

Three Wise Men (and the Spierenburg r e p o r t ) i s not a p a r t i c u l a r l y 

good moment Lo attempt a s u s t a i n e d d i s c u s s i o n of i n s t i t u t i o n a l 

m a t t e r s . You might o f f e r to w r i t e to the Prime M i n i s t e r s on t h i s 

s u b j e c t a f t e r the re p o r t s have appeared. 


22. I n a d d i t i o n to the point about g r e a t e r coherence between the 

work of the d i f f e r e n t Councils (not a new point, though p o s s i b l y 

not one the Prime M i n i s t e r has focussed on p r e v i o u s l y ) you might 

mention : 


(a) s i z e of the Commission; 
(b) a t t i t u d e to a r o l e of the P a r l i a m e n t . 

23 . S i z e of the Commission 


I do not suggest you spend much time on t h i s p oint i  f you 

/ are 
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are going to w r i t e l a t e r . Your views have not changed s i n c e the 

Spring, when you took the l i n e : 


' The Commission i s the o b j e c t of p a r t i c u l a r a t t a c k i n the 

United Kingdom and i t i s widely claimed to be i n the UK 

i n t e r e s t to see the number of Commissioners reduced to one 

per country, thus d e p r i v i n g the l a r g e r member s t a t e s of t h e i r 

second Commissioner. This a n a l y s i s of UK i n t e r e s t s appears 

to s p r i n g from two hypotheses: an exaggerated view of the 

power of the Commission to encroach upon the sovereignty of 

the UK on the one hand and an overestimate of the c a p a c i t y of 

the UK to take c a r e of i t s i n t e r e s t s by i t s e l f on the o t h e r . 

Whatever the i n t e n t i o n s of the Founding F a t h e r s , i t i s now 

the case t h a t the balance of power between Community 

i n s t i t u t i o n s has s h i f t e d d e c i s i v e l y i n favour of the Council 

of M i n i s t e r s away from the Commission which, these days, f a r 

from having too much power has b a r e l y enough to discharge i t s 

r o l e as guardian of the T r e a t i e s and i n i t i a t e proposals w i t h 

the n e c e s s a r y i n t e g r i t y . A r e a l l y weak Commission, defence­

l e s s a g a i n s t p r e s s u r e from the s t r o n g e r member s t a t e s w i l l be 

a p o l i t i c a l l y b i a s s e d Commission. T h i s i s no more i n the UK 

i n t e r e s t than i n t h a t of any other member s t a t e . Indeed i  t 

i s l e s s i n the UK's i n t e r e s t t h a n ' i n that of some. The UK i s 

not among the s t r o n g e s t member s t a t e s economically and she 

needs the Commission, the only i n s t i t u t i o n whose avowed 

purpose i t i s to embody the Community r a t h e r than the n a t i o n a l 

i n t e r e s t , to hold the r i n g a g a i n s t p r e s s u r e a g a i n s t some of 

the s t r o n g e r member s t a t e s . I n a d d i t i o n , she i s demandeur on 

a number of i s s u e s where important changes i n the conduct of 

Community p o l i c y are r e q u i r e d i f the UK i n t e r e s t i s to be 

s a t i s f i e d . The n e c e s s a r y proposals w i l l have to come from 

the Commission. None of these c o n s i d e r a t i o n s t h e r e f o r e are 

ones which l e a d to the c o n c l u s i o n t h a t i t i s s e n s i b l e f o r the 

UK at t h i s j u n c t u r e e i t h e r to weaken the Commission as a 

whole or to give up the advantage which she possesses w i t h i n 

i t of having two Commissioners i n s t e a d of one.' 


24. Despite the f a c t t h a t our preview of the Spierenburg r e p o r t 

shows t h a t he c h a l l e n g e s these views ( r a t h e r e f f e c t i v e l y ) your 

a n a l y s i s remains v a l i d so f a r as the UK i n t e r e s t i n r e l a t i o n to the 

Commission i s concerned. The point you need to get a c r o s s to HMG 

i s : 


( a )	 t h a t i  t r e q u i r e s unanimity i n the Council to change 

the s i z e of the Commission; 


(b)	 the UK i n t e r e s t i n r e l a t i o n to the Commission i s not 

the same as t h a t of e i t h e r France or Germany and the 

UK should not be beguiled i n t o t h i n k i n g so. 


25. A t t i t u d e to the European Parliament 


I t would be a p i t y i  f the UK were to j o i n those member s t a t e s , 

notably France, which pursues a p o l i c y of d e l i b e r a t e l y and 

continuously snubbing the European P a r l i a m e n t . This i s not consonant 

with B r i t i s h t r a d i t i o n s or behaviour and the UK i s u n l i k e l y t h e r e f o r e 

to do i  t with c o n v i c t i o n or w e l l . I n any c a s e , i n the next few 

months HMG needs the help, or at a minimum, the n e u t r a l i t y of the 

Parliament over the budget i s s u e . 


26. Any settlement of the UK budget problem i s l i k e l y to have 
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f i n a n c i a l i m p l i c a t i o n s of a kind that the Parliament i s e n t i t l e d 

by law to be c o n s u l t e d over. The old Parliament was not c o n s u l t e d 

u n t i l a f t e r the event concerning the e x i s t i n g f i n a n c i a l mechanism 

and they p r o t e s t e d . The new Parliament i s a l r e a d y on the look out. 

The budgetary powers of the Parliament and the p o l i t i c a l a p p e t i t e 

of the d i r e c t l y e l e c t e d assembly have grown apace s i n c e then and a 

f a i l u r e to c o n s u l t could be counterproductive from the UK's point 

of view. The Commission w i l l t h e r e f o r e l e t the Parliament have a l l 

the r e l e v a n t documents. Even those P a r l i a m e n t a r i a n s f r i e n d l y on 

the substance would be a l i e n a t e d by a f a i l u r e to r e s p e c t the 

i n s t i t u t i o n ' s r i g h t s . A h o s t i l e r e s o l u t i o n i n plenary could i n 

t u r n be e x p l o i t e d i n c a p i t a l s a g a i n s t the UK i n t e r e s t . The most 

h e l p f u l r o l e to be played by HMG would be to ensure t h a t the 

Conservative d e l e g a t i o n i n the European Parliament does i t s best 

to keep the atmosphere sweet and does not a i d and abet an a g g r e s s i v e 

a s s e r t i o n of P a r l i a m e n t a r y r i g h t s . 


IV THE UK'S FUTURE IN THE COrlMUNITY 


27. You w i l l want to draw out the Prime M i n i s t e r ' s t h i n k i n g on 
t h i s . Since entry i n t o the Community, the UK has remained on the 
f r i n g e . This i s p a r t l y the r e s u l t of the legacy of p a i n f u l yeax-s 
of n e g o t i a t i o n ; p a r t l y the f a c t t h a t the'UK's economic performance 
has not equipped her f o r a l e a d e r s h i p ^rol^? The r e s t has been 
p o l i t i c a l l y s e l f i n f l i c t e d ; s i n c e entry/has been at best n e u t r a l 
and at worst h o s t i l e to Community i n i t i a t i v e s . The UK's p a r t n e r s 
have come to expect the UK merely to r e a c t and seldom, i f ever, to 
propose. The UK's geographical p o s i t i o n a l s o means t h a t u n l i k e 
France or Germany, i t i s p o s s i b l e f o r the r e s t of the Nine to a 
great extent to ignore the UK i  f i  t chooses not to play a 
c o n s t r u c t i v e r o l e . 

28. The present government i s thus faced w i t h a c o n s i d e r a b l e 

leeway to be made up. A good s t a r t has been made and a t e s t i n g 

p e r i od i s now ahead. The UK expects a p o s i t i v e response from her 

p a r t n e r s over her budget c o n t r i b u t i o n ; the UK i n t u r n must expect 

to have to o f f e r some counterpart - something t h a t the r e s t of the 

Nine can take back to s e l l to t h e i r r e s p e c t i v e domestic opinion as 

p a r t of a worthwhile b a r g a i n . The time i s a l s o coming when i t 

would be opportune f o r the UK to begin to take bigger i n i t i a t i v e s 

u n r e l a t e d to her immediate requirements so as to j u s t i f y her c l a i m 

to be one of the " b i g " c o u n t r i e s c f the Community. 


29 . The Counterpart 


There are a number of p o s s i b i l i t i e s of which the most 

obvious i s a f i s h e r i e s s e t t l e m e n t . T h i s i s l i k e l y to be high on 

the French l i s t "of requirements - P r e s i d e n t G i s c a r d has more or 

l e s s s a i d as much. I n your view the UK w i l l not get a b e t t e r deal 

through f u r t h e r s i g n i f i c a n t delay - r a t h e r the opposite. W i l l i n g ­

ness on the p a r t of the UK to s e t t l e over f i s h thus enabling a 

common f i s h e r i e s p o l i c y a t l a s t to be put i n p l a c e would be a 

u s e f u l weapon i n c l i n c h i n g the budget d e a l . 


30. EMS 


The s i t u a t i o n as regards EMS has changed somewhat s i n c e 

the government came to power and f o r reasons unconnected w i t h any 
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f e e l i n g of a l t r u i s m towards the UK there i s f o r the time being 

l i k e l y to be l i t t l e p r e s s u r e i n e i t h e r France or Germany on HMG 

to e n t e r the system i n f u l l . I t n e v e r t h e l e s s remains an aim of 

the Community that the EMS should become a c e n t r a l instrument of 

Community p o l i c y to which a l l member s t a t e s should belong. I t i s 

not t h e r e f o r e i n the UK's p a r t n e r s ' minds, a question of whether 

the UK should enter but only when. The UK should continue to 

adopt a f r i e n d l y stance towards the system and, i n the context of 

the budget settlement, i  t would do no harm and some good e x p l i c i t l y 

to u n d e r l i n e B r i t i s h w i l l i n g n e s s to enter the system as soon as 

p o s s i b l e . I f the UK were able to enter the system a t the time of 

the Dublin European C o u n c i l , t h i s would be an o f f e r the r e s t could 

not r e f u s e . 


31. Energy 


There i s probably l i t t l e scope f o r major i n i t i a t i v e s here 

e i t h e r i n the context of the budget question or more g e n e r a l l y . 

The UK could s t i l  l however assume a higher p r o f i l e and more a c t i v e 

r o l e and seek to l e a d the debate more than i t does. Without 

hu r r y i n g a f t e r the French on the question of the r e v i s i o n of the 

Euratom Treaty (given German s e n s i t i v i t i e s , the French should be 

l e f t to make t h e i r own running) the UK could come down more f i r m l y 

than i n the past i n favour of the development of n u c l e a r energy. 

This would p l e a s e the French and help t i l  t the balance away some­

what from the strong a n t i - n u c l e a r l o b b i e s i n Germany and the 

Netherlands i n p a r t i c u l a r . 


P. - i w . l U (.. 
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to make the Dublin Summit the t a r g e t . I t would be unwise on the 

other hand as regards timing to become impaled on a hook i n p u b l i c 

so that the p r e s s u r e of domestic p u b l i c opinion f o r c e s HMG to take 

l e s s than they might otherwise have got had they been able to 

bargain f o r somewhat lo n g e r . An agreement i n p r i n c i p l e a t Dublin, 

w i t h the d e t a i l s f i n a l l y agreed at the next European Council - the 

s o l u t i o n however back dated to 1 January 1980 -may prove a more 

r e a l i s t i c aim. The important thing i s f o r the government to r e t a i n 

some freedom of manoeuvre on timing. 


5. The p r e s s u r e s from other Member St a t e s w i l l of course be to 

s p i n matters out; and attempts w^ill be made to l i n k the s o l u t i o n of 

the UK problem to any one, or a combination of the f o l l o w i n g : 


( a )	 the exhaustion of the e x i s t i n g r esources of the 

Community and the i n t r o d u c t i o n of a new own resource; 


(b)	 c o n t r o l of the CAP; 


( c )	 the entry of Greece. 


HMG w i l l not f i n d i t d i f f i c u l t to r e s i s t f o l l o w i n g these suggestions 

though, s i n c e i t i s i n the UK i n t e r e s t to maintain a p o s i t i v e 

a t t i t u d e on a l l three t o p i c s , the t a c t i c s pursued to keep the 

s o l u t i o n of the UK budget problem separate w i l l have to be s k i l f u l . 


6. The f o l l o w i n g c o n s i d e r a t i o n s are r e l e v a n t . As regards the 

exhaustion of own r e s o u r c e s : when the c e i l i n g on e x i s t i n g f i n a n c i n g 

i s reached, as w i l l happen by the l a t e s t i n 19 81, i t seems most 

u n l i k e l y t hat the Council w i l l by then have agreed on a new one. 

This means that compulsory expenditure, notably FEOGA Guarantee, 

w i l l have to take precedence over non compulsory expenditure 

( r e g i o n a l , s o c i a l funds) and f o r a period at l e a s t , the UK Imbalance 

would be l i k e l y to get even worse. Reaching the c e i l i n g on own 

resources and s t i c k i n g there does not t h e r e f o r e o f f e r ready 

f i n a n c i a l r e l i e f to the UK. When a new resource i s agreed, even i f 

i t does i n v o l v e p r o g r e s s i v i t y i . e . a c r i t e r i o n a s s e s s i n g a b i l i t y to 

pay, the degree of p r o g r e s s i v i t y l i k e l y to be agreed would only 

o f f e r marginal r e l i e f to the UK. S o l u t i o n s are not to be looked f o r 

here. You are r e s p o n s i b l e f o r making the proposal on a new own 

resource and w i l l not do t h i s u n t i l a f t e r the Dublin Summit, p r e c i s e l y 

to reduce the chances of the two i s s u e s being confused. Delay beyond 

the end of t h i s year w i l l however be i m p o s s i b l e . 


7. As regards c o n t r o l of the CAP» there are a l r e a d y s i g n s that 

attempts w i l l be made to l i n k s o l u t i o n of the UK budget problems to 

t h i s . The UK must r e s i s t t h i s , on timing grounds al o n e . E q u a l l y , 

HMG must continue to work a c t i v e l y f o r changes i n the CAP ( s e e below 

paragraphs 17 -20 ) . Since however there i s an undeniable l i n k 

between e x c e s s i v e FEOGA guarantee expenditure and the s i z e of the UK 

d e f i c i t , the best t a c t i c would be to occupy the enemy t e r r i t o r y by 

arguing that the UK wishes to see major changes i n the CAP, that 

these are i n the i n t e r e s t s of the whole Community and are a matter 

of urgency. The UK r e c o g n i s e s that w i t h the best w i l l i n the world 

they w i l l however take a b i t of time to bring about, and r a t h e r 

longer f o r the budgetary savings to be f e l t . U n t i l such time t h e r e ­

fore as these budgetary e f f e c t s begin to have a s i g n i f i c a n t impact, 
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