PRESS CONFERENCE: STRASBOURG : 22 JUNE, 1979

PM ...... if I refer specifically to the matters that-concern us
in Great Britain, particularly of course of which the main one 1s
the Budget. I did make it perfectly clear at the' beginning of
the meeting that we do perhaps take a rather different attitude to
Europe from that taken by our predecessors, but nevertheleas we
would of COUrs® ......... eoncern te uws, because we felt that 1If
there were particular problems which affected any nember of the
Commurity, which the Community was not prepared to consider and
satiefy, then that did affect the future and cohesiveness of the
whole Community. And the one which we've had particular
difticulty with until this Summit has been the Budget, and the
size of the British contribution, '; compared with the proportion
of her gross national product to that of other members in the
Community. And naturally we did have to make an attempt to deal
with this right at the beginning. I must make it guite clear
that the European Coumcil has in fact given us all we could
poseibly ask for at this stage. You will be aware that we did

' ask for the Commission to consider this problem, to make full

- findings on the consequences of the Budget next year and the year
after. But not only that it sheould find the facts, that it should
also pose possible solutions. That has been agreed. Those
facts will go first to the Financial Council, then in the light
of the discussions there, the.Commpission will formulate proposals
which will come to the Council in good time to_be discussed in
Dublin. 1t might just help if I resad out the precise wording,
because the precise wording is very important. "The Commisslon
will submit its study to the Council so as to enable the member
States to give their opiolons.™ May I just say that that

" particular Council - the Financial Council -~ the Comission will

submit its study to the Pinancisl Council so to enable the member
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States to give their opinions and present théir requests

in concrete form. In the light of the debate, and any guidelines
which may emerge from the Council, the Commission will present
proposals sufficiently early to enable decisions te be taken

at the ne:d': meeting of the European Council." I give you the
precise wording so tha.t there can be no doubt about 1t.7 It was

as much as we could ask for this time, a congideration of the full
facts, coupled with proposals for their solution, to go first to
the ¥inancial Council, and then to the next European Couneil in
Dublin. So as far as we are concerned we have achieved everything
We came here to achieve on the Budget. Might I just add one
point. 1 think before the change of Governmenf, although there
was a good deal of discussion in Britain about the size of the
Budget,and the particular burden of it, that was not in Tact
understood by all other members.of the European Economic
Commanity, and our first job was to try anc convince them that

we really have a good case. - I believe that we have now succeeded
in doing that, and that that cage will ‘he shown to its full
extent in the studies the Commission will n.na.ke ot the effect of
the Budget during the next 2 years. Now I think it will perhaps
be better 1f I thrgw the conference now open for your questions,
and I'1l try to answer them as they come.

Economist

It hesibeen suggested that the farm price deal which took place in
Luxembourg yesterday in which Mr. Walker appeared to have agreed
to a price rise rather higher than was expected, it might have been
part of a deal in the terms of which the other Community partners

might be more generous and more understanding on the Budget.
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No, it can't in fact physically be the case because 1 discussed the
Budget yesterday, and the fayrm price deal was not agreed until i1ast
night.

Economist

With respect, the outlines of the deal were clear before and it

did appear that Mr. Walker was prepared to accept the price kise.
Pu .
Well I'm sorry, but if you're trying to say th:at there was & linkage
I can only tell you there isn't, That's all. There just isn’t.
Observer

Can you tell us how much the farm price deal in Luxepbourg will add
to the UK's net budgetary policy?

m

No, not precisely. I'm afraid it is inherent in-the CAP at the
moment, and the Budget, that these problems occur. That was why
it was @0 absolutaly vital to get some movement on the Budget, to
get some movement +towards a solution on the Budget. There is
alsc, I agree, a problem with the CAP, but I must point out that
for the firast time since we joined the European Economic Community
there is & price freeze on milk. Milk tekes 45% of the Budget.
For the first time, 'in spite of all of the theatre that we had
wnder the last Government, for the first time Peter Walker has
achieved a freeze on the price of milk. I think he would have
also achieved a freeZze on sSugar which is another item in gtructural
‘surplue, but for the fact that this year's Sugar crop is already
growing, and the time to llmve discussed that, froem the viewpolint ol
structural surplus, was before it was planted, nemely last autumn.
So what he's done there is to make certain that whem it comes to.

sugar, the matter will be discussed, but it depends on guoias,

{ of course.



of course, But the matter will be discussed this autumn in time

to affect the result. S0 as far as the ltems in structural surplus
are concerned, he has done an extremely geod deal, a deal of the
kind so good that has not bkeen achleved before at any time.

As far as the housewife is concerned, he's done a very good deal

on butter, - you'll be familiar with it, I think a butter subsidy of
12 pence in the pound -~ and that of course does give - has quite

an ilmpact on the retail price index. And you know, we must not
forget that the farm and fcood processing industry alsc are entitled
to a good return for their activities. After all, the rest of us
expect to get a good return for our work and ocur efforts. It

isn't Jjust the ferming industry, important though that is, 1t is
all those industries concerned with supplying the farming industry
- your fertilisers, your tractors, a goodiodeal of your transport,

- they too depend in large measure on the prosperity of the farming
industry. At the other end, ib : ¢ is all the fcod processing,

and you know some of the problems in the food processing industry,
particularly those ohthacon and pork, Some of them are in danger
of closing down, unless in fact we'd secured more movement on

devaluation of the green pound.

Question '
1 This was your first Counecil, obviously. I wonder if you'd
give your impressions. ... & good way of doing busimess, or

would you like to see some change?
- B

Well, Judge by results. Be didn't do half badly. So that's
alright. . Of course we have to gt;_-t-c Duh‘.l.-iITHs i;; as the Budget
1s concerned, and I might say that that wasn't the acid test.

I think gveryone went out of their way to be friendly. The
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hospitality was wonderful, and certainlly one was msked to
contribute to the discussion if one came to an item where one

was not contributing - ore was positively asked to contribute to
the dicussion on many many occaslons, and because of that I think

I spoke more than I normally would . Certainly if I didn't come
into a discusslon, I was asked to contribute, and they went out of
their way to be friendly, and judge by results - you can't do more
than get 100% of what you want. So it was alright. They were -
very friendly. It was very hot.

Daily Telegraph

Prim;iu_ Hinister,.ctbuld you say what commitments, if any, you
gave on Britaim's North Sea oil reserves, and could you give us your
understanding of what commitments we are liable for vis-a-vis the
rest of the Community.

P

The answer is easy - none whatsoever. It didn't arise.
Sunday Times

Could I ask you to say something about the Emergy debate.
When we came here yesterday, it seemed -that the French and the
Germans were quite a long way apart.on such guestions as controls,
transferancy, detailed targets, and so on. ¥hat position have you
taken in this debate? How far have you tried to influence it?
Could you say something about the way it's gone.

- .

Have you 'seen the text? I thionk there are one ‘or two
paragraphs which might indicate the erucial aature of the decision.
Can I just read out one paragraph. "The decisions adopted today
bear witnesla to the fact that Europe is ready to shoulder its
responaibilities, It urges the other industrialised consumer

countries toﬁ make efforts on a similar scale, and to develop their
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natural energy resources, falling which, the Community's

contribution to the world energy balance cannct play its full part."”
The essence of the debate goes thisz way - nowever you walk around the
problem, you come pack ultimately to two factors; that the demand is
too high for supply, and therefore there are only two peints on

which to operate. One is to try to depress the demand; the other
is to hope that the supply factor will increase. Now you know, the
supply is net really far short of what is needed today for normal
uses, apart from repleniahing stock. In fact, the shortage of
supply is about 1.5 millicon barrels a day, which is actually less
than 5%. S0 as these things always are, i1t's o marginal problem,
and when you start to deal with any spot market, that's the sympton
of the problem, it's not the cause. Now the spot merket, &S

you know, is rhally three-fold. There's the product spot market,
there's a very small crude spot market, and there are spot prices
which don't go through the spot market at all, which are in fact
prices which the producers sell at. And you know that one of

the chenges after the iran problem was that whereas all of the

rast of the oil of the other producers was gold in a particular
relation to Saudi Arabian crude, which was the marker oil, after

Iran it was that relationship which broke, and therefore some of your
producers weré gelling not at the Government official prices, but at
very much bigger prices, ﬁut not going to the spot market. Now
thergfore we have to try-to do things on.two backgrounds . First,

to try to take every poggible step to depress demand in our
countries, and as you xnow, that was why we had the 5% reduction
which ? belleve most of us were achieving. And to make it quite
clear that we are determined to go on to do everything to keep

demand down, this year, next year, and the year after. So that

we are doing our bit to bring demand -and supply into balance. Now

‘t there
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there is an OPEC meeting next weak - we're pot only interested ip
Price per barrel, but whether the former relationship between
Saudi Arabian crude and others will once apain hold, But I think
it is fairly complicated that yay camnot have - we have shied
away from detailed impart ceilings. First, they're Practically
itmpossible to work. They depend on whether you have a cold winte
They depend on whether in fact Germany did expand her economy as
she did, in Tesponse to the requests of the European Council.
So there are all kinds of Problems. You know the extdnt to which
¥ou carn pass on some of your oil demand by where your merchant::shig
bunker, by where your alrcraft refuel. I'm only doing this becaus
this 15 the complexity of the problem, And this is why the
communique has said we will do all in our bower to keep down the
demand - and we Know the former target of 5% - and we will try to
keep the demand in about 85 to where it was in 1978, taking the
Community ag a whole, Though we then recognised - and that was
the significance of the paragraph that I read out to you - that if
we do all we can to depress demand, or to hold down demand, 1t will
be, perhaps:useleas is a strong word, but it's a word of that order,
unless the other big consuming countrées also take similar action
to keep their demand down. Because in the absence of that, one
would merely be passing on the demand on the supply ontoe other
countries, and that is the significance of the paragraph which
I read out. Bo what we've done is to prepare a position for
Tokyé. We also have_a. section in the communique_which will go in
for the longer term, that we really must look at alternative sources
of energy. And most of ug came to the conclusion - and I think
it's in the communique - without the development of nuclear energy
in the coming decades, no fconomic growth will he possible,

Nuclear pregrammes themselves will be glven strong fresh tmpetus,

- / Nuclear
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Nuclear energy must be used under conditions guaranteeing the
gafety of the population. I think most of us reallse that whatever
other sources such as sun and tides you have, we shall not be able
to keep up our advancing growth or atandard of ilving unless we
give nuclear impetus. France of course has already done 1t.

Some of the rest of us havenitt. I'm sorry - it's a long ansawer.
As you know, energy is ancomplicated question, and we must not put
in such detailed things that you know they can't possibly work
because of the way in which the spot and other ‘supply markets work..
Question

1 understand that the passage on the Budget contains a menticn of
the corrective mechanism that was introduced in 1875 ..... does
that mean that your Government believes that perhaps adjustments
to that system might provide asolution to the problem? And
secondly, I gather that there was slso mention, taking into
account this year's agricultural price settlement .... analysis of

the facts that go to make up the Budget. What exactly is meant

by that?
M
Two polnts you railse. The VAT, on the prices that have. nof

on the Council
been agreed. First, some of my colleagues/sorted out the Budget
problem 1nj:'2§;:g‘otiations, but ag they told me, the then Prime
Hinister and Foreign Secfetary trumpeted abroad in no uncertain
way the success of the corrective mechanism which they'd managed
to negotiate. Tn fact it is wvirtually useless because it
operates on}':nlanca of payments basis, and you know; you'd have to
be a pretty awful country if, having oll, you didn't at least get
your balance of payments right. So the corrective mechanism

doesn't 1in Iact work - we know that - but of course the point of

putting it 1n here is that then it has to be demonatrnted to our

} colleagues.
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colleagues. it was in fact almost there. A renegotiation doesn't
help us at all in our present day budgetary problems. Now on

prices agreed for the coming year, of course if you're doing &
projection of budgets tor next vear and the year after, of course
you have to take into account the prices that have been agreed.
That is one of the purposes - t¢ demonstrate on all known facts
how in fact the Budget affects each member of the Community.

And you will be very much aware of our case, as being one of the
thrge poorest countries; and naturally, the Government which I
represent hope to do something about that. But we being one of
the three poorest coudtries, we have the highest, or second-highest,
according to how you calculate, ‘eontribution -to the Budget.

And in fact the position seems to g_et. worse as the years go on.
Partly because of VAT and partly because of the Budget structure.
Question .

++... corrective mechanism ...
Are there any discussions about the change in the hegubationd

from which budgetary contributions are based, largely the import

of food which does put Britain im ....... .7 Regulations would be
changed if in Dublin ...... .7
3t

No, 1 think there‘ are two problems. In one way you can separate
them, in another way I accept that they are inter-related.

First, whatever the Budget, whatever the size of the Budget,

there is the way you finance that Budget. And the resulis of that
method on the Community countries. Now that 1s the particular
aspect 1've gone for at the moment. But whatever the method,

if you look at the results, the results are inequitwble, and

the Community is not an inequitable body. Therefore it will seek
to restore ths ipnequity to an equitable position, That is the

angle we've taken.on the Budget. Now there is another factor

/ which
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which you will say to me, aand is in thel question that you've
given to me, that is not their problem if the Budget were very
small. And the size of it goes really to the size of the
@mmon Agricultural Policy, and that goes straight to the policy
itself. We would accept, and I think a number of other countries
would accept that we do try and segk to reform the Common
Agricultural Policy, and as you know, the H":r’ns ate gradually being
phased out, and I think I would agree that the Common
Agricultural Policy was never really intended to work. under the
varlations in currency that we've had, and therefore the extent
of the .M%As, and they. hazve been strained really almost beyond the
utmogt limit, and we would have fractured part of our job, is to
try to reform the Common Agricultural Policy as well. .Now none
of that can be done overnight. But again I say to you the first
step was achieved by Peter Walker by having a freeze on milk, and

, the support of milk,

milk/forme 45% of the average houschold budget. rrrasas and you're
asking me :[tnj::negotiate the Treaty. ¥We really didnat discuss
the Treaty, but the view I would take is that 1f you have provisions
which work out inequitably as events h.appen, then you must adapt.
This is the rulé of nature, it's the rule of politics. You evolve
and you advancg if you are to survive, I wouldn't call it
renegotiation, I would call it adaptation. - ...... ’ everything we do
- so does every poli.tiCll body. . 1t adapts to reality. And if
i.t doesn't, it doesn't survive. 8o of course it will adapt to
reality. '
Peter Jenkins
When you made your ¢ a's e o mbout the Budget, you presumebly took
the opportﬁﬁity to press upon your colleagues how Britain under the
new Government ...... Can you give us some idea of how you

prédict tﬁe future of Britain in Europe?

/™
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PM
One obviously first pointed out that we:ohad an excellent home
Budget . But .it was a courageous one. But it was intended as
an incentive Budget, really to givej:;Ll businesses a chance to
grow, and to give people some incentive to work harder. And it is
no part of my case to be the 7th out of the Nine as far as GDP is
concerned, but in the meantime the fact that we im Britain have
such a large contribution to the European Budget means that we
can't do 88 much on tax relief as we would have yished. You've
heard me say in Britain, I wish we had some mre.ojjﬁguii:et, the
contributions to the -European Budget, for our Budget at home
which would ensble me to cut 1ﬁcnme tax rathey more than we were
able to this time. S0 there's a lot of linkage between our
performance at home and our contribution te the Budget. Indeed,
that is what i= meant by this curious term convergence. A
thoroughly misleading term ...... this jargon .... although the
effective heading convergence is really about the Budget,with the
aim that the prosperity of the several menbers of the Community shall
gradually come closer together. To some extent, that depends
on the action we Individuwally take, but we hope that that will
not be frustrated by the height of ocur contribution to the EEC
B‘Ildget‘, the net contribution‘ that is.
Guardian
Should wé take from what you've sald about the Budget and the
Common Agricultural Policy that you wouldn't accept - indeed you
‘didn't i acecept - what hns[rgggrted that Mr. Jenkins said yesterday

- and I qudte -

that the effect of the farm price review was/absolutely disastrous
for the Comu‘xunity‘Budget.
PX

I'm sorry I heirdno word to that effect at all. Obviously, if

J/ the
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the main component of your Budget comes from the CAP - aad it
does - then whatever agreement i1s come to, I'm afraid, kept up the
amount of the Budget, and it was for that reason that it was
absolutely vital that we got a freeze on milk, 45% of the

Budget - absolutely vital. It's a very great phty that our
predecessors didn't take action on sugar at the time when they
could bave done, when action on the guota which was the method
whigh had been used for that commodity im structural surplus
woulfl have been effeciive. But 1t was 'lag.e to take action on
the guota when all the crops were growing, and that's why action
on the sugar quots had to be delayed until next year. But our
whole gtance hed been products im structural surplus should not
bave an increase in price. We've achieved that:.in so far es
we've been able to this year, and achieved it for the first time.
The only place where we haven't achleved it on sugar :’Ls where we
weren't able to because the previous Agriculture Uinister didn't
take the steps in time.

Guardian?

May I just follow with a upplementary; Mrs. Thatcher? Have you
calculated the increase in the met contribution that we will make?
M

No, it would be impossible to get the tigures vet. None of us have.
Also, may I say that after all we do hope to have some revisionm ...
that,. after all is the - this meeting has heen the first stage.

But of course the waynin which it is doune. That would of course
depend on what comes out of Dublin. And I'm very much aware that
that 1s the othér end of the action which has been atarted today.
Question .

I gather Prime Minister that there were some discussions of

mone tary questioi:s, and we have agreed to go into the funding of

/ th-a
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the EMS. i wonder, are you concerncd about the present stance
of sterling?
PM
Concerned about it. T would rather have a strong exchange rate,
bearing in mind that one is having increases in oil prices at the
moment. It'is I think important to have a strong exchange rate
for the effect on inflation of your imports. vivv.. that may
have something to do with the 14% interest rate. As you know.
i was important to pui that on becaisc the money sSupply was getting
badly out of hand, and we really have a problem initially of
trying to hold the money supply, and that's absolutely vital to
tackle inflation. Absclutely vital. Now there's a secondary
problem that arises, It is because this year, while on our
Budget, our British Budget, introducdd a2 few days ago, our British
Budget, we had to have tax relief for the full,year, the Value
Added Tax ....... 3 months after it's impwsied. And that's in
September. So it means tbat you've not got sufficient liquidity
coming to our system which is ._.._. manufacturers etc.
But it does pose » money supply problem. So part of the strength
of the exchange rate at the moment is the 14% interest. We'll have
to hold that until the money supply problem is dealt with. !
BEC Televisbn e \‘
If I could just fire on inflatien for a moment, Prime Minister.
Would you agree that what happened in Luxembourg may bring the
-prospect of 20% domestic inflation rather closer?
EM
No, I understand ...... happened in Luxembcurg is that certainly
the butter subsidy being supplied to help is positive on the retail
price index, and that the total UK butter subsidy paid for by the

Community is up to 12 pence from 5% pence, and that is .5% off the

/ food
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food index. And that the total change in retail price index ig
Possibly a quarter of 1%.
Question
As a result of Luxembourg?
Py
Well, mainly as tke result of the devaluation of the green pound.

Question

...w--l-. «- Japan and the EEC...Do. you think the:EEQ :should take som
action on these matters in the Tokyo Summit?

PM

It reflects the view which many of us have always token, thatwwe
seek fair nccess 'to' Japanese markets e2nd to Third warkets on the

sae basis as Japan has access to our markets. We seek fair

competition and falr access. and we shall continue to seek it
vigorously.,

Question

se+tvev.. Tirm decision on Britain Joining the EMS in September,

Would you give some indiecation .,..,...

Py ' |

Oh no, We can't possibly do that. A1l we have agreed to is to
deposit the reguisite amount with the European Fund, really as an
earnest of our intentions to be more co-operative in Eurape.

And a.nythiné else is whally still for conaideration, As somsone
did peint out, we have a high exchange x'ate we can always consider -
what we have to comsider is the effect - what would be the effect on
us of jolning the EMS, and there are ways in which one can look

at that as things davelop over the next few weeks, But we have
glven neo undertaking of any kind. ¥e consider ~ we keep our minds
open ot whether or not we Join the EMS, and we certainly consider

in the light of day to day what would be the effect on the exchange

T rate if we were to be in the EMS which we are not. 4And also we

/ have
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nave to comnsider, if we were to go in, which tolerance we would have.
The 6% or the narrower one. :

Question

Mrs. Thatcher, the Commission areimaking known this morning, that |
in their view the date when thé Community has to face the exhaustion
of its own resources is liﬁely to be brought forward by about a
year as a result of the latest increases in the Agricultural g
Budget. They're suggesting that at Dublin in November they may
have to start laying down guidelines as to how' the: Communi ty adapté
to the exhaustion of their own resources. Do you think the
coincidence of that review and your demands on the reform of the
Budget system, that you'll be strengthened by this coincidence,

or that it has complications, seeklng a fairer Budget equillbrlum?
PM

This is the 1% Value Added Tax-ceﬂing. The question is when is
that reached. I doubt very much whether it will be reached

that soon. But yod're quite right in your premise that the

fact that the 1% ceiling on VAT when that is reached, can 1n fact
.act as a catalyst, on reconsideration of the Common Agricultural
Policy. Hitherto we have taken the view that that catalytic effect

is too far away, and that we must certainly .try to*take action on

the Budget. I aoubt whether ...... . that far.
Question
sources ' instead

The Comm1ss1on/themse1ves are saying that/of 1982, when VAT is
exhausted, that it's now likely to be reached in 1981,
Because of'that +es... mMay have to.come forward with preliminary
pProposals-as early as November of this year.
M

and : "
Well, /if they do. The 1% VAT is a ceiling which should in fact

make them look and revise the CAP. And it's very good to have

/ that
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that sqrt of deadline. (You've got a deadline too - you've
got two more questions.) |
Times
Has the exchange reserve swop in the context of the EMS any
ﬁfactical;implications fbi;Biitain?

PM
This exchange of one kind of reserve for another is an earnest
of cooperation towards Europe. . ... If you ask me for the
implications beyond that; no. -
Question
Prime Minister, did you'havg any bilateral talks with any of your
6011eagues;“and if so, can you say‘With whém and what about?
o R o R , N, ,
We were bilateral talking‘the whole time. Over luncﬁ,'over

- dinner, it_was all very pleasant,. No; I never reveai”fhe subject
of private conversations. I think I had bilateral talks with
pretty nearly most people there. If you mean, did you have a
'teteea—tete wifh everyone, no, you don't, but you do have
tete-a-tetes round the table. Do you méan, did I literally have
a tete-a-tete with everyone? No. Only 24 hours in a day.

(Two more then. Probably the last two.)
Question
Is there any kind of decision or communiquei .y for this
Conference on Vietnam refugees, and for ... ?
PM
Yes, there is a small communique on that. Do you want me to read it
ouf? "Ministers for Foreign Afairs reported that they had a
discussion about ... on the initiative which they'd taken propoSing
an international conference meet under the auspices of the

United Nations.to discuss tbe problem of refugees from Indo China)

/ stressing



find ~an effective and humane solution. The European Council
requested the Ministers to eénsure the success of their initiative."
I thlnk 2 number of states are feeling that Some of the aid

they have given, or the Community have given to Vietnam in the

form of aid for food could in fact be used as aid to treat Some

of the "refugees. Apart from that, they welcomed the prospect -
of a conference on the refugees, They recognised that there are
two aspects of this problem. One is help for the refugees themselve<

The:- other is the policy which is be1ng bursued by Vietnam.

So there are two different aspects, but thep you have to try and
operate on both. (Last question;)

Question o

Ih theibudget you embarked on proposals for Exchange control
relaxation. Since then the bound's gone up quite sharp1y.

And is set to g0 up fufther. Has this ig any‘way affected

your consideration of that programme?

Py
No, the beund I think is up, for three reasons. First, we are
a'petro—currency. Second, the 14%.iﬁterest because of the money
supply problem. And third, curiously enough, when you relax

exchange controls, it can be an eéven extra degree of confidence
in the future of the currency. We took a first Step in the

relaxation of exchange control. I think it right on this matter

to go cautiously.

Thank you very much indeed-s



