


. .UROPEAN COUNCIL: OPENING SESSION: POSSIBLE ADDITIONAL POINTS

You will want to be ready to deal with the following points which

may come up at the opening session:

£:1) Danish travellers allowances Mr. Schluter will raise this.

You will want to say that this is clearly an important question
for Denmark. You understand that other countries have similar
concerns and the Commission has put forward ideas. You could
conclude that the issue will need to be on the agenda of the

Finance Council on 8 December.

(ii) ERASMUS M. Delors may raise this. (It is a programme
to enable university students to study part of their course in

another member state.)

You could say that the proposal had much merit but several member
states had difficulties over the financing costs of the student
grants element. If the Commission decide to bring forward new

proposals they will be re-examined urgently by Permanent Representatives.

(iii) Greek loan This is all too likely to be raised by Mr. Papandreou,

seeking support for release of the second instalment of the Community's

loan to Greece.

You could say that we recognise Greece's economic problems but
also the great efforts which have been made to help with these,
notably the Integrated Mediterranean Programmes. But cohesion
also implies respect for Community obligations. You understand
the Commission have been discussing with Greece concerns about
the export subsidies. The Finance Council will be discussing

the loan on 8 December.

(iv) EC/US trade issues This could be raised by anyone.

You could say that management of EC/US trade relations will continue
to require firmness in defence of our interésts. We are all
concerned by recent discriminatory trade measures passed by the

US Congress and call on the Administration to rescind these measures.
The Council reaffirms our commitment to work for agreement by

the end of the year in the current negotiations with the US over

the trade effects of enlargement. But unilateral action by the

US would meet with a response from the Community.




Council begins about 1520 - 1530
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27 November 1986

EUROPEAN COUNCIL, LONDON

5/6 DECEMBER 1986

ECONOMIC AND SOCIAL SITUATION

Objective

To get support for our initiative on employment.

- To secure a commitment on the need for progress on

the Internal Market by the end of our Presidency (the

conclusions we shall be aiming for are attached).

- To avoid attempts to settle a figure for the new

S

five year framework for R&D_gxpenditu:e, since we shall

- e

not get agreement on a figure low enough for us to

accept. This must be referred to the Research Council

on 9 December.

Others' objectives

a) Job Creation

Ireland and Italy as co-sponsors of our Employment

Resolution, together with Denmark, can be expected

[E——————
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to give strong support. Most other member states
have little difficulty with the proposals. The

Germans have been told that we do not envisage an

enlarged Social Fund. The Commission, with some

other member states (Belgium, Spain, Greece) may

stress the need for dialogue with the social

—

partners and refer to The Hague European Council

-

conclusions abut cooperative growth strategy.

M. Delors has been generally supportive.

Small businesses

All member states and the Commission are likely to

welcome the emphasis given to small business.

e —
————— e

Internal Market

Most member states and the Commission are likely to

support in principle the need for continued pressure
to reach decisions (the Commission's own report on
the Internal Market is mainly helpful). But there
will be resistance in particular sectors eg air

—

transport. Greece, with possible support from Spain

and Portugal will argue for a parallel emphasis on

LP7ACC,2




measures to promote cohesion (eg expansion of the

e —————

structural funds).

Burdens on business

This is likely to have general support. We should

allow the Commission to report on the new system

whereby new proposals have to be supported by a note

p———

("fiche") assessing the impact on business and

— > BT R0 e

want to ensure that this is fully put into affect.

Research and Development Framework Programme

The Netherlands, Italy and most other member states

may stress the need for early agreement on the new
five year framework programme for research and
development and will support the Commission's

figure of 7.7 becu. France and Germany want a

programme at 5 becu and, like us, will want to head

off any suggestion that the European Council should

decide the level of R&D finance.

Handling

Covered in attached speaking note.

LP7ACC, 3




Arguments

Specific points for use in reply to others' arguments

are attached on separate sheets.

LP7ACC, 4




Handling

Invite other Heads of Government to comment on items of

particular interest to them in Presidency report.

LP7ACK, 8




ADDENDUM TO BRIEF NO EGH(L) (86)1 - ECONOMIC AND SOCIAL SITUATION

EUROPEAN COUNCIL, LONDON: 5/6 DECEMBER 1986

Tax Approximation [If raised]

Points to make

- Have made progress during UK Presidency on eight VAT
and excise structural proposals and reached agreement
on 13th VAT Directive which covers tax exemptions for

non-EC businessmen.

- Further work awaits Commission proposals. Ecofin
asked the Commission to produce these by 1 April next

year.

- [If necessary] Member states regard VAT and excise
standstill proposals as linked to general question of
tax approximation. Discussion has shown the

difficulties this poses for member states.

LP7ADN, 1




Background

1. The Milan European Council remitted tax aspects of

the Commission's internal market White Paper to the
Ecofin Council, which in turn set up an ad hoc expert
group. The group's conclusion was that the
Commission's proposals as they stand are inadequate and
that until they are elaborated further the Council
cannot take decisions of priniciple on tax
approximation (nor on the linked Commission proposal)
for a standstill on existing tax rates and structures).
The June Ecofin Council therefore invited the
Commission to produce more detailed proposals by

1l April 1987, and in the meantime asked Coreper to deal
with the more modest VAT and excise duty proposals
already on the table (affecting tax coverage and

procedures but not rates).

2. The UK Presidency has thus fulfilled its remit, but
the Commission are still unhappy. Their report to the
European Council on the internal market complains that
their standstill proposal on VAT and excise duty
structures has not even been discussed. The fact is
that all Member States consider the principle of a

standstill to flow from acceptance of the Commission




case for tax approximation, and are not prepared to
discuss the former until there is political agreement
on the latter. Among the difficulties of the
Commission's proposals (which are based on VAT and
exise being levied in the country of origin rather
than, as happens now, in the country of destination)
are the large potential revenue losses for net
importing countries like the UK. To overcome this
problem, the Commission has proposed a clearing-house
(ie revenue balancing) system, but this suffers from a
number of technical difficulties. An origin based
indirect tax system would also require approximation of
tax rates to prevent revenue loss through cross-border
shopping and this in turn gives rise to worries about

fiscal sovereignty.

3. The Commission are proposing to announce their

target ranges for approximated VAT and excise rates

before Christmas. These are likely to be 16%% and 6%%

for VAT ( plus or minus 2%%) and a weighted average of
EC rates for excise duties. There would be no VAT zero
rates under their proposed scheme, 'and this is likely
to be a major difficulty for the UK - our standard 15%
VAT rate could stand under the Commission proposal. On

excise duties the proposals would imply changes of the

LP7ADN, 3




following orders of magnitude:

- France: to increase duty on beer by 44%. On wine by
229% and on tobacco by 87%.

- Belgium: to increase all its main duties except for
wine (by 51% for spirits and Derv and 117% for beer).

- Germany: to increase beer duties by 223%. Introduce
duty on table wine.

- Denmark: to increase duty on Derv by 176%. Large
losses in revenue on alcohol and tobacco amounting to
over 1% of GNP.

- Greece: to increase duty on spirits by 2,578%,
tobacco by 135% and to introduce tax on wine.

- 1Ireland: to impose large reductions in all duties
(including 95% reduction on wine and 76% on beer).

Revenue losses equal to 2.7%of GNP.

- Italy: to increase duty on Derv by 886%, spirits by

384% and to introduce tax on wine.

- Luxembourg: to increase duty on spirits by 285% on
Derv by 131%, beer by 125% and to introduce tax on
local wine.

- Netherlands: to increase duty on Derv by 76%, petrol
by 24%.

- UK: reduce duty on wine by 94%, beer by 56% and
tobacco by 36%. Revenue losses equivalent to 1.37% of

GNP.

LP7ADN, 4




More detailed proposals on the Commission's "clearing

house" schemes are due to be presented by 1 April 1987.

4. Under our Presidency the Council has reached
agreement on the 13th VAT Directive covering exemptions
for foreign businessmen. There have also been
discussions of the 7th VAT Directive (second-hand
goods), the 7th Customs Directive (duty free sales),
the SME's Directive (Special Schemes for small
business), the 16th VAT Directive (imports by final

consumers), the 18th VAT Directive (abolition of

certain derogations from the 6th VAT Directive), the

19th VAT Directive (miscellaneous amending provisions
of the 6th VAT Directive), the Wine Duty Directive and
the Alcoholic drinks duty package (harmonisation of the

structure of excise duties on alcoholic drinks).

LP7ADN, S
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27 November 1986

EUROPEAN COUNCIL, LONDON

5/6 DECEMBER 1986

SAFEGUARDING THE OPEN SOCIETY

(FRONTIER CONTROLS/IMMIGRATION/TERRORISM/DRUGS)

Objective

To reach agreement on the lines of our draft

conclusions (attached).

Others' Objectives

Frontier Controls/Immigration/Terrorism

All member states and the Commission have agreed to

consider tighter controls at the Community's external
— :E
frontiers and on the need for closer cooperation on

immigration and other issues. Chancellor Kohl is

particularly concerned about the abuse of asylum.

He has asked for discussion of these subjects.‘jihe

Commission and Benelux may refer to the need for

reductions in controls at internal frontiers in
relation to the completion of the internal market by

1992.

RB2ACJ, 1




All member states, with the possible exception of

Greece, should be able to accept our draft

conclusions on terrorism which reflect the agreement
ot

on principles reached at the 10 November meeting of

Foreign Ministers on Syria.

Drugs

Member states and the Commission have already

endorsed the Seven Point Action Plan proposed by the

Cm———

UK. The Commission may argue for much of the Plan to
k'__\

be implemented by Community action. But most of the

action is for the member states. 1Italy and Belgium

may call for a permanent secretariat to coordinate

o S S ST

action by the Twelve.
dhre i B SR G R

Cancer and Aids

All Member States and the Commission should be able

to accept our draft conclusions on cancer and Aids.
i A R

Most of the action is for the Member States.




Handling
- As in attached Speaking Notes, starting with

Terrorism and frontier controls and moving onto Drugs,

Cancer and AIDS.

Arg uments

Specific points for use in reply to others' arguments

are attached to speaking note. An oral report on

People's Europe is also attached in case the subject is
_/”7

—

raised.
e
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SAFEGUARDING THE OPEN SOCIETY

(Frontier controls/immigration/terrorism/drugs)

Second main session covering

terrorism (no concessions under duress;

concerted action)

frontier controls (exclusion, expulsion, abuse of passports,
and immigration asylum seekers: the better the control

References

Handling

at the external frontier, the easier
is freer movement for bona fide
travellers within)

(seven point action plan)
If possible, start at or about 5.45 pm on afternoon
of 5 December. If not, start over dinner.
Continue on morning of 6 December.

UK Presidency paper

We recommend that you should take frontier controls,

immigration and terrorism together and invite

Chancellor Kohl to open the debate in view of

his request to discuss asylum-seekers.

Drugs would be a separate debate and could
be immediately followed by the discussion

on cancer and AIDS.

Draft conclusions below
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EUROPEAN COUNCIL

5/6 DECEMBER 1986

OWN RESOURCES AND AGRICULTURE
’_-A'\

Objectives

- To minimise discussion by inviting M Delors, over

drinks before dinner on the Friday, to set out the
i —
timetable for presentation of the Commission's ex novo

review of EC financing.

- To avoid a commitment to a spring 1987 European

——

Council to discuss this.

Others' Objectives

- The Italians, Greeks, Irish and Spaniards will talk

of the need for more resources. Kohl and Chirac will

N e

— —

want to limit discussion. They expect a lengthy

negotiation in which they want to concert closely with
P IR

us, though they probably will in the end accept an

increase in the 1.4% ceiling. The Commission will

KB4AQD, 1




cooperate in limiting discussion but will want to press

ahead next year.

Handling

- For discussion before dinner. Other heads of
government will want to speak, but the Prime Minister

N

will want to avoid prolonging the discussion.

- On the ex novo review, we should avoid any formal

conclusions. There could be no going beyond the text

of Fontainebleau. We may reflect in the Presidency

conclusions the Prime Minister's summing up, noting

that the Presidency of the Commission has given an
account of progress in bringing forward the
Commission's report and that discussion will be

scheduled once that report is available.

—_—

- On agriculture, in view of the German elections, we
e ——

should avoid detailed discussion at heads of government
’-_—'—_\——.

level. We shall be tabling a passage for the

conclusions underlining the need to reach early

decisions in the Agriculture Council on milk and beef
R T

(the French may add a reference also to vegetable
F g e iy

oils).

KB4AQD, 2




- On cohesion, if necessary, we can propose a text

which would add nothing to what was agreed in the

Single European Act.

e

- The draft conclusions which might be tabled later

are annexed to the speaking notes.

KB4AQD
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27 November 1986

EUROPEAN COUNCIL, LONDON
5/6 DECEMBER 1986
POLITICAL COOPERATION

Our Obijective

a) Heads of Government

To have an exchange of views on East/West post-Reykjavik and
present a broadly concerted public approach at the end of
the Council.

In particular, to get support for the points agreed between

the Prime Minister and President Reagan at Camp David.

To issue a short statement on Afghanistan.

To steer other political cooperation issues, so far as

possible, to Foreign Ministers, but again to be prepared to

present a concerted position in the light of the discussion.

Foreign Ministers

To discourage unnecessary criticism of the US over Iran and

promote Western solidarity at this difficult moment for the

US Administration.

To avoid divisive discussion of import ban on South African

coal. To resist a conditional coal ban.
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To renew the commitment of the Twelve to seeking fresh
political approaches, but resist pressure for any major

policy statement/initiative on South Africa.

To underline our active Presidency role in demonstrating

European support for the Middle East peace process but avoid

any commitment to new high profile European initiatives.
To ensure the Twelve continue to exert effective pressure on
Syria to discontinue support of Abu Nidhal and other

terrorist groups.

To exchange views on recent developments in the Philippines,

and on what the Twelve can do to support democracy there.

Others' Objectives

East/West

- French, Greeks, Spanish and Irish will not wish to tie the

Twelve to support for the Reagan Administration as such.

- || Lubbers and Schluter will want to report on their recent \0

Moscow visits.

South Africa

(Dutch; Danes): discussion of coal ban at Head of

State/Government level. (Dutch; Italians): agreement on a

coal ban if no progress in stated period.

(Danes; Irish): possibly to argue for further restrictive

measures; (Italians) ban on agricultural imports.

CONFIDENTIAL
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Middle East

- The Mediterraneans will put the accent on mending fences in

the Arab world after the Twelves' action against Syria, but
are likely to hold back suggestions for a higher European

profile in the peace process till after our Presidency.

Most partners will be keen to discuss US/Iran.

Afghanistan Statement

- Partners unlikely to dissent.

Latin America

Spain will wish to give account of Felipe Gonzalez's tour of

Cuba, | Peru nd/Ecuador. Gonzalez will press for more

European attention/aid to the region.

-——

{
2 e ” |
Germany wants less aid to Nicaragua. Z:.SQ R Eff « \ \

Philippines

- General concern but no sign of pressure for further

statement.

CONFIDENTIAL
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POLITICAL COOPERATION

BACKGROUND

A. EAST/WEST.

B. SOUTH AFRICA.
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A. EAST WEST

Reference papers

A. Camp David Statement.

Background

In meetings with Danish and Dutch Prime Ministers, and his
television address of 22 October, Gorbachev spoke of difficulties
of dealing with present US Administration, and President Reagan
personally, citing the US attitude to SDI and US expulsions of
Soviet personnel. Nevertheless, Gorbachev has left open option
of doing business: on 10 November Shevardnadze said "we do not
consider that it is impossible to conduct negotiations with
President Reagan ... it is impermissible to waste time - not a

single day, let alone two years".

Danish Prime Minister's visit to Moscow

Schluter visited Moscow from 20-24 October for talks with
Gorbachev, Gromyko and Ryzhkov. Gorbachev gave him a detailed
account of Reykjavik. He and Gromyko called for a greater
"European voice" in arms control. Schluter stressed the
humanitarian side of CSCE; Gorbachev spoke of a coming Soviet

"counter-offensive" on human rights.

Dutch Prime Minister's visit to Moscow

Lubbers and van den Broek visited Moscow from 20-21 November.
They both met Gorbachev and Prime Minister Ryzhkov; van den Broek
also met Shevardnadze. Discussion covered arms control (no

surprises), bilateral relations and human rights. Lubbers'
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dinner remarks on human rights, Jewish emigration were omitted
from the Pravda report to evident Dutch displeasure

(cf. Mr Renton's interview in Pravda). EC/CMEA negotiations and
the possibility of an EC/Soviet agreement were also discussed.
Dutch businessmen participated in economic talks with Kamentsev

(Chairman of External Economic Commission) and Minister of

Foreign Trade, Aristov. Agreements were signed on industrial and ‘

agricultural cooperation and extending the existing bilateral

economic and scientific cooperation agreement.

CSCE

Vienna meeting began 4 November; Secretary of State spoke on

behalf of Twelve. No cut-off for meeting, though participants

aim to complete business by July 1987. Twelve coordination has
worked well so far. 1In opening speech Shevardnadze unexpectedly
launched idea of conference in Moscow on Basket III

(humanitarian) issues. Previously Russians had opposed a Danish

idea of a semi-permanent conference on "human dimension". The

Dutch have also proposed a consultative mechanism on human ‘

rights and contacts.

CONFIDENTIAL




PRIME MINISTER'S MEETING AT CAMP DAVID: ARMS CONTROL

The following text, agreed with the President at Camp David, was
released by the Prime Minister at her press conference 1in
washington on 15 November:

"a.

D

VJEARU

The President and 1 discussed the way forward on arms
corntrol after Reykjavik.

we agreed that priority should be given to:

an INF agreement, with restraints on shorter range
systems;:

- a 50% cut over five years in US and Soviet strategic
offensive weapons; and

- a ban on chernical wezpons.

In all three cases, effective verification would be &n
essential element.

we also agreed on the reed to press ahead with the SDI
research programnne which is permitted by the ABM
Treaty.

we confirmed that NATO's strategy of forward defenc
and flexible response would continue to reguire
effective nuclear deterrernce, based on a mix of
systems. At the same time, reductions in nuclear
weapor.s would increase the importance of eliminating

conventional dilsparities. Nuclear weapons cannot be

Gezlt with 1in isoc.ation, given the need for stabile
overall balence at all times.

we were also in agreerent that these matters should
continue to be the subject of close consultation within
the Alliarnce.

The President reaffirmed the United States' intention
to proceed with 1ts strategic modernisation programne,
including Trident. He also confirmed his full support
for the arrancerents made to modernise Britain's
independent nuclear deterrent, with Trident.”
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B. SOUTH AFRICA

Reference Papers

A. The Hague European Council text.

BACKGROUND

Groups Areas Act

On 20 November, the Steering Committee of the President's
Council referred back for further work the draft report of the
Constitutional Affairs Committee of the Council of the Group
Areas and Separate Emenities Act. The decision came as no
surprise, given signs of disquiet about the report's
recommendations within the National Party. It is, however, a

further setback for the advocates of reform, and evidence of

the South African Government's determination to give no signs

of weakness.

CONFIDENTIAL




QJROPEAN COUNCIL: THE HAGUE: 26/27 JUNE 1986

Statement on South Africa

1. The European Council is gravely concerned about the rapid
deterioration of the situation and the increasing levels of
violence in South Africa. The reimposition of the State of
Emergency and the indiscriminate arrest of thousands of South
Africans can only further delay the start of a genuine national
dialogue on South Africa's future, which is so urgently needed if
a peaceful solution of the country's problems is to be found.
Furthermore extensive censorship has been imposed on the media.
The European Council believes that the present policies of the
South African government can only lead to increasing repression,
polarisation and bloodshed.

2. Against this background, the European Council has re-examined
the Twelve's policy towards South Africa. It reaffirms that the
main goal of this policy is the total abolition of apartheid. To
support the process of non-violent change in South Africa and to
emphasise their deep concern about the recent course of events,
the Heads of State and Government have decided to take additional
action.

3. The European Council has declared itself in favour of a
concerted European programme of assistance to the victims of
apartheid, encompassing both Community and national action, in
order to maximise the effectiveness of Europe's ocntribution in
this field. In this connection the European Council has agreed
on an increase in financial and material assistance to the
victims of apartheid, in particular those affected by the
disturbances in Crossroads and to political prisoners, including
those arrested in connection with the recent reimposition of the
State of Emergency.

4. The European Council is convinced that the commencement
without delay of a national dialogue with the authentic leaders
of the black population is essential to halt a further escalation
of violence and allow negotations leading to a truly democratic
and non-racial South Africa.

This dialogue cannot take place as long as recognized leaders of
the Black community are detained and their organisations are
proscribed.

In this context the European Council calls on the South African
government:

- to unconditionally release Nelson Mandela and other political
prisoners;

- to lift the ban on the African National Congress, the Pan
Africanist Congress of Azania and other political parties.




5. 1In the meantime in the next three months the Community wiQ
enter into consultations with the other industrialised countries

on further measures which might be needed covering in particular .
a ban on new investments, the import of coal, iron, steel and

gold coins from South Africa.

6. The European Council decided to ask the future UK Presidency
Foreign Minister to visit southern Africa, in a further effort to
establish conditions in which the neccessary dialogue can
commence.
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EUROPEAN COUNCIL, LONDCN

5/6 DECEMBER 1986

EC/TURKEY
[Contingency Brief]

Introduction

Greece or FRG may raise. Two current problems:

a) Turkish right to free movement of labour. November

Foreign Affairs Council agreed common position
which defers indefinitely Turkish right of access,
but offers some improved conditions for those

already in the EC.

Possibility of Turkish application for EC

membership. Despite strong advice against from us

and others, the Turkish Government still is

considering whether to apply for membership.

German objective

- To reiterate their concern about free movement and

the possibility of a Turkish application.

Greek objective

- To make clear their opposition to further normalisation.




Presidency Response

Free Movement

- Turks will not accept EC/common position (agreed at

November Council) as final settlement of what they see
as their entitlement to free movement.

- But exchange of messages with Professor Bozer
suggests they may accept postponement, with a review
after a few years.

- Even so, will need careful handling, otherwise Turks
will conclude that free movement can only be dealt

with in membership negotiation and opt for an

application.

Normalisation

- Presidency made clear at Association Council that
continued progress on restoring democracy/human rights
an essential part of process of normalisation.

- But must be able to show that Association Council

offers realistic way forward in EC/Turkey relations.

Membership [Only if necessary]

- I advised Ozal in February that a Turkish

application for membership would be premature.

R27ABG(2)
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24 November 1986

EUROPEAN COUNCIL
LONDON, 5/6 DECEMBER 1986
TRADE ISSUES

[CONTINGENCY BRIEF]

Introduction

Either EC-US or EC-Japan may be mentioned by other

member states.

Presidency Speaking Note

- Management of EC/US trade relations will continue

to require firmness in defence of our interests. The

last Congress passed some blatantly discriminatory

measures - o0il import tax, customs user fee, tax

privileges for US aircraft. The new Congress likely to

be more protectionist. Trade legislation will be an
early priority. The EC must show that it will remain
firm and united in response to any unilateral US
action.

- Our own position will be the stronger if we can get
agreement by the end of the year in the negotiations on

the trade effects of enlargement. - We all support the

Commission's handling of these negotiations. Both

sides have an interest in avoiding a trade war. We

D42AAQ(1)




must leave the Americans in no doubt that we will
respond if the negotiations fail and they attack EC
exports. But we must work to avoid that. That means

impressing on the Americans that unreasonable demands

cannot lead to a successful outcome and being prepared

to show flexibility ourselves. We would all stand to

lose in a major conflict. (US retaliation list targets

$186 million of French brandy exports, $83 million of
Italian wine, $70 million of Irish cordials,

$42 million of German hops. There would be an
equivalent response by the Community, but both EC and

US producers would be hard hit.)

Possible conclusions

- We are all concerned by the recent discriminatory
trade measures passed by the US Congress and call on
the Administration to rescind these measures.

- We reaffirm our commitment to work for agreement by
the end of the year in the current negotiations with US
over the trade effects of enlargement, while making
clear that unilateral action by US inevitably would

meet with an equivalent response from the Community.

D42AAQ(2)




EC/JAPAN

Presidency Speaking Note

- Despite rise of the yen (nearly 50% against the
dollar since September 1985 Plaza Agreement) Japan's
global trade surplus likely to reach $80 billion this
year; over $15 billion with the EC in first nine months
of 1986, 70% increase in dollar terms over 1985, in
spite of increase in EC exports. We must increase the
pressure on Japan to correct these imbalances. EC must
speak with one voice.

- The October Foreign Affairs Council decision to
launch GATT action against Japan on alcoholic drinks
was an important signal to Japanese Government that we
are no longer prepared to tolerate blatant
discrimination. We all support the Commission in
pressing ahead vigorously with this in the GATT. We
must make clear that we will not be satisfied if, as we
suspect, the specific recommendations for reform of
Japanese tax system (now imminent) suggest that

discrimination against imports will not really be

removed. It is not just a question of removing the ad

valorem tax. Discrimination is primarily operated
through the grading system.

- We look forward to hearing from the Commission in

D42AAQ( 3)




due course which other sectors they recommend for
similar treatement, and what additional measures might
be taken. Anti-dumping actions where these are
justified (as with the recent Commission action over

photo-copiers) must be part of our response.

- The Foreign Affairs Council will review progress

next month.

Possible conclusions

- We called on Japan to take urgent and effective
steps both in restructuring the economy, and in

specific market sectors, to reduce the massive, and

still growing, trade imbalance with the Community;

endorsed the action taken by the 27 October Foreign
Affairs Council; and invited the Council to conduct a
thorough review of other actions to achieve a more

balanced trading relationship.

D42AAQ(4)




EHG(L)86(7)

25 November 1986

EUROPEAN COUNCIL

LONDON, 5/6 DECEMBER 1986

US/JAPAN ECONOMIC COOPERATION AGREEMENT

[Contingency Brief]

Introduction

There is a reference to this in the Commission's report
on the Economic and Social Situation: the French may
express concern at the US/Japanese tendency to do
bilateral deals. Text of Baker/Miyazawa statement

attached.

Presidency Speaking Note

- The US/Japan [Baker/Miyazawal] agreement was
concluded just before US mid-term elections. Intention
to damp down protectionist pressures in the US and
promote greater exchange rate stability (which our
Finance Ministers considered desirable, when they met
at Gleneagles). Mr Baker repeated Administration's

commitment to reduce US budget deficit.

- On holding the yen down and interest rates, the

Japanese appear to have agreed to do little more than

implement policies that they had already announced.

D43AAA(1)




- Agreement refers to the dollar/yen exchange rate but
simply states that the rate is 'about right'. No
commitment to intervene to maintain it or suggestion
that agreement represents a first step towards a systenm

of exchange rate target zones. Central banks (who

would carry out any intervention) not explicitly

involved.

- Discount rate cut not large (3.5% to 3%). Cuts in

Japanese interest rates reduce pressure on the yen

while scale of domestic expansionary impact uncertain -

net effect on current account surplus may be

negligible. We should continue to urge the Japanese to

allow domestic demand to grow sufficiently to reduce

the surplus.

- Agreement refers to supplementary budget
implementing the 3.6 trillion yen package which had
already been announced on 19 September. But effect on
growth generally expected to be small and draft budget

for 1987-88 looks unlikely to help.

- Suggestions that the agreement is a rebuff for

Europe seem exaggerated. But certainly we must watch

any trend towards bilateralism in US/Japan economic and
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trade relations at our expense (e.g US/Japan

semi-conductor agreement: aimed at opening up the

Japanese market, but may lead to a global cartel in

semi-conductor prices, and Japanese exports being
diverted at increased prices from the US to the EC:

hence our consultations with both the US and Japan in

the GATT.)




US SECRETARY OF THE TREASURY, JAMES A, BAKER 111,
AND JAPANESE FiNANCE MINISTER K1ICHI MIYAZAWA TODAY ANNOUNCED
THAT, AS PART OF THE ONGOING DIALOGUE BETWEEN THE UNITED
STATES AND JAPAN QN ECONOMIC, TRADE AND FINANCIAL ISSUES, THEY
HAD REACHED AGREEMENT ON COOPERATIVE ACTION AND UNDERSTANDINGS
REGARDING A NUMBER OF ECONOMIC ISSUES OF MUTUAL CONCERN,

30TH MINISTERS STRESSED THE IMPORTANCE OF CONTINUING
COOPERATIVE ACTION BY JAPAN AND THE UNITED STATES TO ADDRESS
GLOBAL ECONOMIC PROBLEMS. THEY AGREE THAT ACTION 3Y THE KEY
INDUSTRIAL COUNTRIES 1S CRITICAL AT THIS TIME TO PROMOTING
WORLD ECONOMIC GROWTH, REDUCING IMBALANCES, AND RESOLVING
INTERNATIONAL DEBT PROBLEMS.

IN THIS CONNECTION, MINISTER MIYAZAWA CUTLINED THE
FOLLOWING ACTIONS BEING TAKEN BY JAPAN TO HELP FULFIL ITS
RESPONSIBILITIES IN THE WORLD ECONOMY:

- THE GOVERNMENT OF JAPAN (GOJ) HAS DECIDED TQDAY TO
SUBMIT TO THE DIET A SUPPLEMENTARY BUDGET IN ORDER
TO IMPLEMENT THE 3.6 TRILLION YEN PACKAGE
ANNOUNCED IN SEPTEMBER, DESIGWED TO PROVIDE A
SUBSTANTIAL STIMULUS TO THE JAPANESE ECONOMY,

THIS STUMULUS WiLL BE ACHIEVED THROUGH ADDITIONAL

SECRETARY BAKER WELCOMEZD THE ACTIONS AND PLANS OF
JAPAN TO STUMULATE GROWTH AND TO REDUCE IMBALANCES. HE STATED

THAT, FOR ITS PART, THE UNITED STATES:

- REMAINS FULLY COMMITTED TO SIGNIFICANT AND STEADY
REDUCTIONS IN THE US BUDGET DEFICIT, CONSISTENT
WITH THE GRAMM=RUDMAN-HOLLINGS ACT,

HAS JUST ENACTED AN HISTORIC TAX REFORM WHICH WwiLL
PROVIDE ADDITIONAL INCENTIVES TO INVEST AND TO
WORK AND W!ILL PROMOTE GROWTH IN THE US ECONOMY,
AND

HAS CONTINUED TO RESIST PROTECTIONIST PRESSURES
AND WORK TOWARDS FREE AND FAIR TRADE.

MINISTER MIYAZAWA AND SECRETARY BAKER AGREED THAT
THESE ACTIONS WiLL CCNTRIBUTE SIGNIFICANTLY TO PROMOTING
GROWTH IN JAPAN, THE UNITED STATES, AND THE REST OF THE WORLD,




INVESTMENTS IN KEY AREAS SUCH AS PUBLIC WORKS,
HOUSING, AND CONSTRUCTION, THE GOJ wlILL HMONITOR
PROGRESS IN IMPLEMENTING EXPEDITIQUSLY THE
STIMULUS PACKAGE TO ASSURE THAT ITS EXPECTED
IMPACT ON GROWTH IS REALISED,

THE GOJ INTENDS TO PUT IN PLACE, AS SOON AS
POSSIBLE AFTER DIET APPROVAL, A TAX REFORM PLAN,
INCLUDING REDUCTIONS IN THE MARGINAL TAX RATES FOR
BOTH PERSONAL AND CORPQRATE INCOME. I[N THIS
CONNECTION IT wAS NOTED THAT ON OCTOBER 28 THE
GOVERNMENT TAX COUNCIL RECOMMENDED, FOLLOWING ITS
INTERIM REPORT, REDUCING THE EFFECTIVE TAX RATE
FOR CORPORATIONS TO BILOW 50 PER CENT AND

REDUCING THE HIGHEST MARGINAL TAX RATE ON PERSONAL
INCOME., SUCH CUTS IN TAX RATES WILL INCREASE
INVESTMENT AND GIVE INCENTIVE FOR MORE BUSINESS
ACTIVITIES., MORE GENERALLY, THE TAX REFORM WiILL
PROVIDE A SYSTEM WHICH BETTER REFLECTS TAXPAYERS'
CHOICE, UNLEASHING THE GROWTH POTENTIAL OF THE
JAPANESE ECONOMY, THE STRUCTURAL AND
IMPLEMENTATION OF TAX REFORM wOQULD PROVIDE
ADDITIONAL STUMULUS TO THE JAPANESE ECONOMY WHILE
PROYIDING FOR NEEDED FINANCING TO CONTINUE THE
PROCESS OF FISCAL CONSOLIDATION,

THE BANK OF JAPAN HAS DECIDED TODAY TQ REDUCE 1ITS
DISCOUNT RATE FROM 3.3 PER CENT TO 3 PER CENT,
EFFECTIVE NOVEMBER 1, 1986.

AS WELL AS TO REDUCING GLOBAL TRADE IMBALANCES. |IN THIS
CONNECTION, THEY SHARED THE VIEW THAT EXCTHANGE RATE
INSTABILITY CAN JEOPARDISE STABLE =CONOMIC GROwTH, THEY
EXPRESSED THEIR MUTUAL UNDERSTANDING THAT WITH THE ACTIONS AND
COMM!TMENTS MENTIONED ABOVE, THE EXCHANGE RATE REALIGNMENT
ACHIEVED BETWEEN THE YEN AND THE DOLLAR SINCE THE PLAZA
AGREEMENT 1S NOW BROADLY CONSISTENT WITH THE PRESENT
UNDERLYING FUNDAMENTALS, AND REAFFIRMED THEIR WILLINGNESS TO
COOPERATE ON EXCHANGE MARKET ISSUES.

SECRETARY BAKER AND MINISTER MIYAZAWA EXPRESED THEIR
COMMON VIEW THAT THESE COOPERATIVE ACTIONS REPRESENT IMPORTANT
STEPS IN FULFILLING THEIR COMMITMENTS FROM THE TOKYO SUMMIT,
AND THE SEPTEMBER MEETING OF THE GRQUP OF SEVEN FiINANCE
MINISTERS IN WASHINGTON, TO PURSUE CLOSE AND CONTINUQUS
COORDINATION OF ECONOMIC POLICY, THEY AGREED TO STAY IN CLOSE
TOUCH ON THESE MATTERS, AND CALLED ON OTHER MAJOR INDUSTRIAL
COUNTRIES TO JOIN IN THESE EFFORTS TO PROMOTE GLOBAL GROWTH,
REDUCE IMBALANCES AND PROMOTE QPEN MARKETS.,
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RHINE POLLUTION

[Contingency Brief]

Arguments

Welcome resolution agreed by Environment Council.

Commission has been invited:

to review present Community preventivé -and

remedial measures and

to examine the possibility of negotiating
bilateral or multilateral agreements with

European third countries.

[If necessaryl: Agree we should reflect this in our

conclusions.




BACKGROUND

1 The severe pollution of the Rhine last month
resulted from a fire on 1 November at the Sandoz
chemical plant in Basle, Switzerland. Toxic chemicals
were discharged into the Rhine for about 12 hours.
Immediately prior to the accident another Swiss firm
(Ciba-Geigy) released 8% gallons of weedkiller into the

Rhine.

2 Stretches of the Rhine in Germany have been
severely damaged. The consequences further downstream
in the Netherlands, and in the coastal waters of the

North Sea have so far been negligible.

3% Following the accident, the Commission made a
number of proposals for improving the existing alarm
and notification systems in the EC and for closer

harmonisation of legislation with neighbouring

countries. The 24 November Environment Council agreed

a Resolution (attached) which invites the Commission to
review current measures and to examine the possiblity
of extending the Seveso Directive to countries

bordering the EC.

4. The Seveso directive provides for immediate

notification of accidents to other member states.
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Draft Conclusions

The European Council expressed its concern at the
accident which had led to recent pollution of the
Rhine. It welcomed the rapid response of the
Governments concerned and the resolution adopted by the
Environment Council on 24 November. It asked the
Environment Council to consider, on the basis of the
review being conducted by the Commission, the
possibility of negotiating with European third
countries agreements covering the rapid exchange of

information on the control and reduction of pollution

caused by major industrial accidents.
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COUNCIL RESOLUTION ON THE POLLUTION OF THE RHINE.

THE COUNCIL WELCOMES THE SPEED WITH WHICH THE GOVERNMENTS CONCERNED
HAVE REACTED TO COMBAT THE EFFECTS OF POLLUTION OF THE RHINE DUE TO
RECENT INDUSTRIAL ACCIDENTS AND TO IMPROVE THE PROTECTION OF THE
RHINE AGAINST SUCH POLLUTION IN THE FUTURE,

THE COUNCIL UNDERLINES THAT THE KEY ELEMENTS IN ACHIEVING BETTER
ENVIRONMENTAL PROTECTION OF THE RHINE AND OTHER MAJOR WATERWAYS
AFFECTING THE COMMUNITY, IN A BILATERAL COMMUNITY, OR MULTILATERAL
FRAMEWORK , SHOULD BE THE FOLLOWING 3

= IMPROVEMENT OF THE SYSTEM FOR ALARM AND INFORMATION IN CASE OF
ACCIDENTAL DISCHARGEs

= CLOSER HARMONISATION OF LEGISLATION GOVERNING THE HANDLING OF
DANGEROUS CHEMICALS 1

= PROMPT CLEAN-UP AND RESTORATION, AND AN EQUITABLE LIABILITY OR
COMPENSATION ARRANGEMENT FOR POLLUTION DAMAGE BY THOSE WHO
ORIGINATED IT,

THE COUNCIL RECALLS, IN THIS CONNECTION, THAT THE COMMUNITY 1S
LEADING THE WAY IN THE PREVENTION AND LIMITATION OF THE CONSEQUENCES
OF ACCIDENTS, NOTABLY HAVING REGARD TO THE DIRECTIVE ON MAJOR
INDUSTRIAL ACCIDENT HAZARDS (DIRECTIVE 82/501/EEC).

THE COUNCIL INVITES THE COMMISSION 3

1) TO REVIEW PRESENT COMMUNITY PREVENTIVE AND REMEDIAL MEASURES
INCLUDING THE EXTENT OF THEIR IMPLEMENTATION AND IF NECESSARY
PRESENY APPROPRIATE PROPOSALS:
TO EXAMINE THE POSSIBILITY OF NEGOTIATING BILATERAL OR
MULTILATERAL AGREEMENTS WITH EUROPEAN THIRD COUNTRIES EXTENDING
THE PROVISIONS OF DIRECTIVE 82/501/EEC AND OF DECISION 81/971/EEC

(1). /?7)
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DANISH TRAVELLERS' ALLOWANCES [MAY BE RAISED BY

MR SCHLUTER]

Objective

To refer the Danish request for a continued derogation
from the rules on travellers' allowances to the Ecofin
Council on 8 December, for consideration as part of a
compromise package on duty-free (including duty-free

shops for the Channel Fixed Link).

Others' objectives

Denmark wants a firm promise of a Commission proposal

before the end of the year extending their present

derogation which permits a lower level of travellers'

allowances than elsewhere in the Community. The
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Commission are resisting, but may give way under

pressure.
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Speaking note [if Mr Schluter raises the matter]

- Clearly this is an important question for Denmark
and I am sure that M Delors has noted carefully what Mr

Schluter has said.

- I understand that when Finance Ministers looked at
this on 17 November there was a general disposition to
work towards a compromise covering this and all the
other problems needing resolution in the 7th Directive

on travellers' allowances.

- The Ecofin Council will return to this subject on

8 December.

- Hope we can agree to invite them to find a global

solution as a matter of urgency.
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Background

1. Mr Schluter wrote to the Prime Minister on

13 November explaining the background to the Danish
problem and warning her that he may raise this question
at the European Council. The Prime Minister's reply
urged him not to do so on the grounds that Ecofin was
still considering a package in which the Danish
derogation was one element. The attached draft Council

conclusions remit the question back to the Ecofin

Council for urgent consideration.
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DRAFT EUROPEAN COUNCIL CONCLUSIONS

The European Council noted the Danish request for an

extension of their existing derogation in respect of
the level of travellers' allowances. It invited the
Council of Economic and Finance Ministers to give this
question urgent consideration in the context of the

draft 7th Travellers' Allowances Directive.




Copenhagen, November 13th, 1986

Dear Prime Minister Thatcher,

I look forward to meeting you in London during the forthcom-

ing meeting of the European Council.

As usual the Britisk presidancy has managed the business of

the Community in a very able and target-oriented way. I am

certain that the same will be the case for the forthcoming

meeting of the European Council so that we all can look for-
ward to a fruitful meeting pointing the way ahead for the

Community.

Denmark has a special problem which I may be forced to raise
though I hope that combined efforts by the Commission and the

presidency will make it unnecessary.

Since 1973 Denmark has maintained a derogation from EEC pro-
visions of travellers' allowances. This derogation is neces-
sary because of the difference in taxation structure between
the Federal Republic of Germany and Denmark. The Federal Re-
public finances social benefits by way of contributions from
employers and employees. Denmark does it by way of indirect

taxation.




Without this derogation Denmark would have to bring the tax
rates on indirect taxation into line with the rates applied

in the Federal Republic of Germany.

This would mean two things. Firstly that the Community would
force us to change the Danish tax system thus imposing another
policy on distribution of incomes than the Danish Parlia-

ment has decided. Secondly that the Danish national treasury
would lose a revenue corresponding to approximately 1% of the

Danish gross domestic product.

I am certain that you agree with me that this is intolerable

for a member state. No member state can be expected to accept
such a change in its tax system and policy of incomes distri-
bution. No member state can be expected to forgo a revenue
of 1% of its gross domestic product. May I remind you that
the British net contribution to the Community amounted to

approximately 0,4% of the British gross domestic product.

We have asked the Commission to forward a proposal for a fur-
ther three-year unchanged prolongation. Until now the Commis-
sion has listened to our request, but no specific proposal

has been put forward.

However much I regret it I will have to raise this issue in
the European Council unless the atter seems to be in pro-

gress before our meeting.




For your information I enclose some material which illustra-
tes the importance of this problem. I find it intolerable
that it is so difficult to obtain a derogation which only en-
compasses citizens living in Denmark and has no bearing what-
soever on citizens living in other Community countries. Bri-
tain has helped to find a solution to this problem on pre-
vious occasions, and I hope that the British presidency and
you yourself will lend support to a solution of the problem

as it now stands.

Yours sincgrely

oy o

The Honourable Margaret Thatcher
Prime Minister,

Downing Street 10
LONDON
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Thank you for your letter of 13 November about an

extension of Denmark's derogation from the Community
provisions on travellers' allowances.

There was a general willingness at the Economic and
Financial Council meeting on 17 November to work towards a
solution covering all the problems of particular concern to
individual member states which need to be resolved in the
context of the 7th Directive on travellers' allowances.
COREPER has been instructed to produce a package for further
consideration at the next ECOFIN Council on 8 December, and
this package would clearly have to include a further 3 year
prolongation of Denmark's derogation.

In the light of the ECOFIN Council discussion, and the
further work to be done by COREPER on 25 November, I hope you
will agree that matters are now developing on the right lines
and that it is not after all necessary for you to raise the
issue at the European Council. But that must, of course, be
for you to decide.

I look forward to seeing you next week.
wal 4«‘%

His Excellency Mr. Poul Schliiter (:;\2, j
P,




OPENING SESSION

For the opening session, in addition to brief No 1, which includes

contingency notes on research and cohesion, the Prime Minister and

Secretary of State will need to have available the contingency

briefs on:

a) Danish travellers allowances
(brief No 9 - will be raised by Schluter)

ERASMUS
(brief No 10 - may be raised by Delors)

Greek Loan

(brief No 13 - might be raised by Papandreou)

d) EC/US trade issues (No 6) )

) just in case
e) US/Japan Economic Cooperation Agreement (No 7))

Most of these points for use as necessary could be made by the

Secretary of State.

The Secretary of State should have available the attached text of
the draft resolution we have tabled for adoption by Employment

Ministers on 11 December. This makes clear that points others may

raise about the continuing need for social and employment
protection and to take account of the views of the social partners

are dealt with in that resolution.

The Prime Minister will also need to have available the frontier

controls/terrorism/immigration brief No 2, with particular

reference to the speaking note and draft conclusions on cancer and

AIDS, which should be used before the end of the first session.




DISCUSSION OF HEADS OF GOVERNMENT OVER DINNER

In addition to the political cooperation brief No 3 and possibly

also the frontier controls/terrorism/immigration brief No 2, the

Prime Minister will need to have available the contingency briefs

Turkey (likely to be raised by Kohl and/or Papandreou).

EC/Hungary (may be raised by Kohl).

Food aid for Lebanon (will be raised by Chirac).

Mitterrand's ideas on a "Marshall Plan" for the Third World
(new brief - No 14).

EC/CXErus (may be raised by Papandreou - brief No 15).
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OWN RESOURCES/AGRICULTURE (TO BE DISCUSSED OVER DRINKS/DINNER)

In his presentation, M. Delors may say that rather than
tabling papers on Community financing/the ex novo review at the
end of the year, he will first undertake a tour of capitals, then
bring forward papers in February. The Prime Minister will wish to

welcome this.

The Prime Minister will want to draw attention to the
messages from MM. Pflimin and Cot (Chairman of the Parliament's
Budget Committee) about the need to deal with the problem of
agricultural expenditure. The briefs have been adjusted
accordingly. We have circulated an additional note in case it is
suggested that imports are the cause of CAP problems. We might
try for firmer conclusions (attached) on agriculture. We should
avoid these being negotiated over drinks/dinner. We would table
them with the other conclusions - on the second day. The final
sentence of the draft conclusions is important to the French and
accceptable to us: following Spanish accession we also want to
prevent over-production in this sector. But we should not go
beyond this formulation, for the reasons given in the attached

note.

In addition to brief No 3, the Prime Minister will need also to

have available brief No 6, in case the discussion veers onto EC/US

trade relations; and the attached notes on cohesion.




[DRAFT CONCLUSIONS - TO BE TABLED ON SATURDAY]

The Prime Minister drew the attention of the European Council to

the message received from the President of the European Parliament

about agricultural expenditure. The heads of government
reaffirmed the conclusions they reached at the European Council in
The Hague on necessary adaptations of the CAP. They underlined

the need to reach early decisions on the matters before the

Agriculture Council, in particular on milk and beef. The European

Council called also on the Commission to come forward with
proposals for revision of the regime for vegetable oils and fats

”
and on the Council to reach early decisions on this.

[As necessary]

Agriculture Ministers are committed to reach decisions on

revision of the beef regime by the end of the year.

The Commission has emphasized the urgency of decisions in the

milk sector.

We agree on the need for reform of the vegetable oils regime,
in particular through the introduction of guarantee thresholds
as envisaged in the Accession Treaty. Otherwise there will be

massive over-production in this sector as well.

We could not agree to language which appeared to imply action
against imports or agreement to a tax on certain vegetable

oils.




EUROPEAN COUNCIL: OWN RESOURCES AND AGRICULTURE '

SPEAKING NOTE

- The Fontainebleau agreement requires the Commission

to bring forward to the Council a report on:

- the results of budgetary discipline;

- the Community's financial needs;

- the breakdown of the budgetary costs between the

member states.

- This is not the right moment for substantive
discussion: that must await the Commission's report.
But I welcome the opportunity to ask Jacques Delors to

tell us how the Commission are getting on with their

report and about the time-table for discussion.

[ PRESIDENT OF THE COMMISSION TO SPEAK: OTHERS WILL THEN

INTERVENE]

!
\
/

- As soon as we have the Commission's report, the

Presidency will be arranging for discussion in COREPER
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and the Council.

- I have received a message, which is being
circulated, from the President of the European
Parliament about the need to take decisions on

agricultural expenditure.

- Not appropriate to deal with detailed decisions on
agriculture among Heads of Government. Agriculture
Ministers are meeting again in Brussels on 8/9

December. Should agree that they must take the

necessary decisions, particularly on milk and beefi//

[IF NECESSARY]

- We must now await the Commission's report. It is
important that the budgetary control arrangements

should operate satisfactorily. We shall be glad to
hear how the Commission suggest that they should be

improved and made more effective.

- As M. Pflimlin's message makes clear, a central
question which will have to be addressed is the use
are making of the resources at present available to

Community. We are all committed to supporting our

KB4AQT,2




agriculture. But at present over fifty per cent of the
total Community budget and two-thirds of the
agricultural budget is devoted to funding the storage

and disposal of agricultural surpluses.

- We all accept the need to preserve the fundamental

principles of the Common Agricultural Policy. But the
intervention system was intended as a safety net and
not as the normal outlet for production. And it is not
helping farmers as it should: while the financial costs
of marginal over-production are rising, farm incomes

have been falling.

- The necessary changes have to be made progressively.
A good deal has been done in the last three years. It
is obvious that there will have to be further

adaptations if the policy is to be preserved and we are

to avoid annual budget crises. It is important that
the Commission's report should include proposals for
mechanisms which would ensure that the very large
amounts of money we devote to agricultural support do
not have the effect of encouraging production beyond
what the Community can consume and what we can export.
We shall look forward to seeing the Commission's

proposals on this point.
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- Two commodities, milk and beef, cause special

concern. Despite the introduction of quotas on milk
production in 1984, output remains far in excess of
requirements. Stocks of butter in intervention have

increased dramatically since the spring to a total of

1% million tonnes - plus 1 million tonnes of skimmed

milk powder. We have to decide on the mix of measures
to bring production back into line with demand. The
Commission have made proposals and it is urgent that

they should be acted upon.

- For beef, we also have large stocks in intervention.

Farmers must be encouraged to produce for the market,
not for intervention. The Commission made proposals
nearly a year ago and have recently elaborated them.

The Agriculture Council must reach decisions.

[AS NECESSARY]

- Agree that decisions must also be taken to prevent

similar problems of over-production of vegetable oils.

[If it is suggested that there should be two European

Councils to discuss these matters in the first half of
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19871

- That will be a matter for the Belgian Presidency to
decide. Once the Commission's report is available,
there will need to be discussion in the Council.

M. Martens will need to decide when the matter is right

to be referred back to the heads of government. 1In my

view, a great deal of preparation will be necessary.

[If there is general support for an earlier meeting to

deal inter alia with agriculture]l

- That will be for M Martens to decide. Clear that

urgent decisions are necessary on agriculture. We are
looking for them to be taken in the Agriculture Council

next week.
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EXTRACT FROM OWN RESOQURCES DECISION 1985 AND

FONTAINEBLEAU AGREEMENT 1984

"Whereas, by the terms of those conclusions, the
maximum rate of mobilisation of value added tax own
resources will be 1.4% on 1 January 1986; whereas this
maximum rate applies to every member state and will
enter into force as soon as the ratification procedures
are completed and by 1 January 1986 at the latest;

whereas the maximum rate may be increased to 1.6% on

1l January 1988 by unanimous decision of the Council and

after agreement has been given in accordance with

national procedures".

EXTRACT FROM FONTAINEBLEAU AGREEMENT

"One year before the new ceiling is reached, the
Commission will present to the Council a report setting
out the state of play on:
- the result of the budgetary discipline;
the Community's financial needs;
the breakdown of the budgetary costs among member
states, having regard to their relative prosperity,
and the consequences to be drawn from this for the
application of the budgetary corrections.

The Council will re-examine the question as a whole and

will take the appropriate decisions ex novo."
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LETTER OF 4 DECEMBER FROM PRESIDENT PFLIMLIN TO THE

SECRETARY OF STATE

"During its discussion on the second reading of the
draft 1987 Budget of the European Communities, the
Committee on budgets of the European Parliament
expressed the wish that a solemn message be conveyed to
the European Council and to the Council of Ministers on

the problem of agricultural expenditure.

I am therefore forwarding to you this message and wish
at the same time to underline the gravity of the
problem which I hope will receive the full attention of

the European Council and the Council of Ministers."

LETTER OF 3 DECEMBER FROM M. COT, CHAIRMAN OF THE

EUROPEAN PARLIAMENT BUDGETS COMMITTEE, TO PRESIDENT

PFLIMLIN

"On behalf of the Committee on Budgets, may I request
you to draw to the attention of the European Council
and of the Council of Ministers the importance that the
European Parliament attaches to the proposed
modifications which it adopted at its first reading of

the draft 1987 Budget and which concern a supplementary
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reduction of agricultural production, the creation of

the necessary compensations and the reduction of the

agricultural stocks which have built up over the past

few years.

At its second reading, the Budgets Council made a token
entry and referred the question to the Agriculture
Council, which is due to meet next week. Both the
budgetary perspectives for 1987 and the possibility of
releasing th<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>