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Date From To Subject Class Secret
09/05/1997 |FA/APS FCO E |Visit By Luxembourg PM C 0
12/05/1997 Telegram/IN Luxembourg State Of The Nation Address : Fiscal Measures C 0
19/05/1997 |FCO FA/PS Brief Meeting With Luxembourg PM C 0
19/05/1997 |FA/PS PM Brief Meeting With Luxembourg PM C 0
20/05/1997 |FA/PS FCO Record With Luxembourg PM C 0
23/06/1997 |Cab Off FA/PS Meeting with Luxembourg PM C 0
05/08/1997 |FA/APS Luxembourg/Ambo |Invitation to Juncker C 0
29/08/1997 |FA/PS PM Overseas Visits - Luxembourg C 0
16/09/1997 |cos PM Juncker C 0
17/09/1997 |PPS FCO Meeting with Luxembourg Prime Minister C 0
26/09/1997 PM Luxembourg Socialist Party Leader wishing to meet U 0
06/10/1997 |FA/APS Olivier Mores - Meeting with Luxembourg Socialist Party Leader U 0
08/10/1997 |[FCO FA/PS Brief : Meeting with the Luxembourg PM V) 0
08/10/1997 |Cab Off FA/PS Brief : meeting with the Luxembourg PM C 0
09/10/1997 |FA/PS FCO (M) Dinner with Luxembourg PM C 0
13/10/1997 |PM Luxembourg/PM (H) - Thanks for dinner C 0
27/04/1998 |PM Luxembourg/PM Thank you for your letter about the Venice Appeal C 0
05/06/1998 |FCO FA/APS Brief: Cardiff preparation: Bilateral with Juncker: 1130-1300, 9 June |R 0
09/06/1998 |FA/PS FCO (M) Pre-Cardiff Tour: Meeting with Luxembourg Prime Minister, 9 Ju |C 0
10/06/1998 |FA/PS FCO Luxembourg Prime Minister C 0
12/08/1999 |FCO HMT Luxembourg: Taxation of savings U 0
16/08/1999 |FA/APS FCO Possible Visit by Luxembourg Prime Minister V) 0
26/08/1999 [FCO FA/APS Request for Call by Luxembourg Prime Minister R 0|
27/08/1999 |FCO FA/APS Message to the Luxembourg Prime Minister V) 0
03/09/1999 |FA/PS FCO Request from the Luxembourg PM to visit Britain C 0
06/09/1999 |PM Luxembourg/PM (H) Congratulations on second term as PM of Luxembourg U 0
10/09/1999  |Luxembourg/PM PM (H) Thank you V) 0
| 15/09/1999 |FA/APS FCO Letter from the Luxembourg Prime Minister V] 0
09/02/2000 |FA/APS FCO Meeting with Luxembourg PM C 0
10/02/2000 |Luxembourg/HMA |FA/APS Meeting between the Prime Minister and Juncker, 2 March R 0|
29/02/2000 |FCO FA/APS PM's Bilateral Meeting with Luxembourg Prime Minister , Jean-Claud |U 0
01/03/2000 |FA/APS PM Meeting with Juncker U 0
02/03/2000 |FA/APS FCO (M) Meeting with Luxembourg PM R 0
31/10/2000 |[FCO FA/PS Request for a call on the Prime Minister by the Prime Minister of Lux (C 0
01/11/2000 |FA/PS FCO Request for call on the Prime Minister by the Prime Minister of Luxe |C 0
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 1 November 2000

Dol

REQUEST FOR CALL ON THE PRIME MINISTER BY THE PRIME
MINISTER OF LUXEMBOURG
Thank you for your letter of 31 October. The Prime Minister’s diary is
extremely congested at present. He saw Juncker earlier this year. Juncker does

not seem to have requested a meeting this time around and, even if he had, it
would be difficult to arrange. So I think we should let sleeping dogs lie.

%MW/

JOHN SAWERS

Sherard Cowper-Coles
FCO
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10 DOWNING STREET
LONDON SW1A 2AA

2 March 2000

MEETING WITH LUXEMBOURG PRIME MINISTER:
2 MARCH

The Prime Minister had an hour’s meeting with Juncker this afternoon.
Juncker was accompanied by his Budget Minister, Luc Frieden, Michele
Eisenbarth and the Ambassador. Jeremy Heywood, John Sawers, Martin
Donnelly, William Ehrman and I were present on our side.

Lisbon Special Council

Juncker had just read the Commission paper. He welcomed the way it
correctly addressed the main challenge facing the Union, in terms similar to the
British paper. But he was concerned at the emphasis on quantified targets in
areas such as unemployment and bringing down poverty. This reflected
unhelpful French priorities. The focus should be on content, not specific targets
which would only lead to distracting debate. It was important that the Special
Council transmitted a clear message about Europe’s readiness for structural
reform, focusing on innovation, lifelong learning and a knowledge-based
economy. The importance of tackling social exclusion should also be
acknowledged. The end result should be a list of 10-12 points with proposed
completion dates, but staying clear of quantified targets. It would be important
to establish a continuing process (the Union had failed to do so on employment
following the Luxembourg Presidency).

The Prime Minister agreed that the Lisbon Council should send a clear
signal on structural economic reform. Jeremy Heywood said that there was a
balance required between establishing clear targets and avoiding an unhelpful
degree of specificity. We were opposed to the suggestion of a 3% growth target.
The Luxembourg position was probably in the mainstream.
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Euro

The Prime Minister observed that the Lisbon Council could also be
significant for the Euro. A good outcome should increase confidence in the
European economy. Juncker claimed to be unconcerned about the level of the
Euro but agreed that it needed a better image. He expected that the Euro would
start to pick up as EU and US growth perspectives moved closer. He was critical
of the decision-making process within the ECB. It was too laboured and prone to
internal debate. Duisenberg should exercise greater authority. The Prime
Minister emphasised that the British position on the Euro was unchanged, despite
all the fevered media speculation.

Austria g

Juncker expressed reservations about the position of the 14 who should
have reacted earlier - in the crucial few days when SPO/OVP negotiations broke
down. A firm message at that stage about the unacceptability of the FPO would
have been more effective. There was a danger that the current package of
measures would feed anti-European sentiments not only in Austria, but in
Germany and Scandinavia. However it was now very difficult to shift position.
At a recent Benelux meeting it had been clear that the Belgians were well dug
into their hard-line stance. Any country that tried to move things forward risked
being seen as soft on extremism. When the right moment came, 5 or 6 countries
would need to concert a position in advance. Juncker predicted that the Austrian
coalition would not last longer than 2 years - ultimately there was insufficient
common ground between the two parties.

The Prime Minister commented that the Presidency had had to balance a
range of views. The 14 had probably ended up in the right place. The important
thing was to make sure that governments convinced their public opinions both of
the danger which the FPO represented, and the rightness of the 14’s position.

Withholding Tax

Juncker talked at length about withholding tax. He acknowledged that a
UK position based on exchange of information (EOI) created difficulties for
Luxembourg, whose financial sector relied on banking secrecy. The same was
true of Germany and Austria (indeed he suspected that any German indication of
openness towards EOI was simply because they relied on Luxembourg to block).
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Luxembourg’s problem was that it was a small Member State. Santer had always
simply rejected directives in this area (although he subsequently introduced a
draft directive immediately after taking over at the Commission). Juncker
however believed that small Member States could not afford to simply rest on a
negative position. He had therefore progressed the Code of Conduct and a co-
decision-based withholding tax proposal during the Luxembourg Presidency. He
was very conscious of the fact that Luxembourg needed to move beyond a
blocking agenda, hence his proposal of a final withholding tax (although he
conceded this would not command a consensus).

Juncker said he had considered whether the UK and Luxembourg should
try and reach a common position on withholding tax. On balance, he thought
not. It made more sense to continue to express our different problems with
existing proposals, rather than to form a tactical alliance.

Juncker said he would ultimately prefer a good directive to an indefinite
sterile debate. But he would prefer no solution to a bad solution.
Approaching the issue on a wider international basis, drawing in third countries,
was a prerequisite.

The Prime Minister agreed on the importance of an approach that
encompassed non-EU financial centres. It would be absurd to agree a measure
which would lead to outflows from the EU. This was a real danger, given the
ease with which even small investors could now transfer funds. It was surprising
that this dimension was not adequately factored into Commission proposals.
Juncker commented that the Commission felt itself unable to negotiate with third
countries until the EU had reached a common position of its own.

Juncker said he was conscious of Luxembourg’s image problem over
banking. This was one of the reasons why he was ready to agree a directive on
the right terms. He reflected ruefully on the fact that every time the Germans
publicly criticised Luxembourg’s financial sector they forced him into a robust
defence. This in turn simply stimulated a fresh influx of German money. It was
all a source of concern. But the domestic background was not an easy one. The
public believed that the financial sector had been the salvation of Luxembourg
following the decline of the steel industry. It was sensitive to any suggestion that
the sector’s interests would be damaged by European legislation.

Juncker expressed concern that a continued impasse over the withholding
tax would fuel pressure in the IGC to extend QMV to taxation. The Commission
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proposal to distinguish single market-related taxation measures from the rest was
cleverly pitched to overcome the nervousness of some partners. Luxembourg
would take an uncompromising position. The Prime Minister agreed that the
Commission proposal was not a satisfactory way forward.

As he left, Juncker said he was about to catch the Eurostar to Brussels for
talks with Bolkestein. His impression was that Bolkestein was not strongly
committed to the withholding tax. It was something he had inherited from
Monti. He would not lose much sleep if it foundered.

I am copying this letter to Tom Scholar (HM Treasury), Antony Phillipson

(Department of Trade and Industry), Sir Stephen Wall (UKRep Brussels),
William Ehrman (Luxembourg) and Sebastian Wood (Cabinet Office).

VG
ey

MICHAEL TATHAM

Tim Barrow Esq
Foreign and Commonwealth Office
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From: Michael Tatham
Date: 1 March 2000

PRIME MINISTER cc: Jonathan Powell

John Sawers

Jeremy Heywood

Roger Liddle

Alastair Campbell
MEETING WITH JUNCKER

Jean-Claude Juncker is seeing you for an hour tomorrow. He is in the UK to
give a lecture at Cambridge (and has been seeking a meeting with you since his
re-election last summer). A checklist for the meeting is attached. Juncker will
major in on taxation (Jeremy and Martin Donnelly will be present in case the
discussion gets down to technicalities). Juncker will also want to cover the IGC

and Lisbon Special Council.

Taxation

Luxembourg approaches this from the opposite direction as us. We are pressing
for an approach based on two-way exchange of information on as wide an
international basis as possible. Luxembourg sees this as a threat to its own
banking sector which thrives on secrecy laws. Juncker’s own proposal of
effectively fixing a cross-border tax at 10% is unacceptable. It would reinforce

banking secrecy and encourage (legal) cross-border tax avoidance.

Our paper on exchange of information was circulated to partners last week. It

will be discussed at the next high level working group (at the end of the month).
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IGC

Not much identity of views. Luxembourg favours a double majority reweighted
voting system; keeping its Commissioner; QMYV as the rule; and further
movement on flexibility. On two issues they are useful allies: they are against
extending QMV on tax and social security; and they instinctively favour a non-
binding political Charter of Rights (but are liable to buckle under Benelux

pressure and need steeling).

Lisbon Special Council

Luxembourg is supportive on innovation and economic reform, but sensitive
about welfare issues (they are happy with their current low unemployment, high

benefit situation).

Mokt

,

MICHAEL TATHAM

g:\aps\juncker pmg.doc
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CHECKLIST FOR MEETING WITH JUNCKER

Taxation
- key principle, clearly established at Helsinki, is that all citizens resident in

EC should pay tax due on savings;

- two-way exchange of information on widest possible international basis is
the most effective way forward. Encourages compliance and allows

income to be taxed in the right country at the right amount.

- Circulated a paper on exchange of information last week. Keen to see this

discussed in high level working group.

IGC
- priority should be to keep IGC focused around immediate enlargement

requirements. Important to complete this year;

- extension of QMYV a sensitive issue for the UK. Need to consider on a
case-by-case basis. Firmly oppose extending QMV to taxation and social
security. Would value your support;

- Charter of Rights should be a political, not legal, document.

Lisbon Special Council

- Presidency has set the right goal. Vital to seize this opportunity to send a

powerful signal of our commitment to economic and social reform.

- Must result in concrete outputs promoting innovation and generating jobs.
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PRTME MINISTER’S MEETING WITH LUXEMBOURG PRIME MINISTER,
JUNCKER, 2 MARCH

POINTS TO MAKE
TAXATION

- The principle established at Helsinki - that all citizens
resident in the EU should pay the tax due on all their
savings income - has to be right. Tax evasion is
indefensible, and cracking down on it has to be part of
our work for modernising the EU economy.

= It was to help EU discussions go forward on the basis
agreed at Helsinki that we published a new paper on
exchange of information (on 25 February). The exchange
of information is the only way effectively to tackle tax
evasion, and is consistent with the Helsinki principle.
Exchange of information needs to be on as wide an
international basis as possible to ensure a level playing
field in all financial centres, and to ensure that the
efforts of the EU are not frustrated by non-cooperation
elsewhere.

- (If Juncker refers to his proposal for a 10% "final"
withholding tax) Understand why you have suggested this,
but cannot agree that this proposal is right way forward.
Risks encouraging EU citizens to invest cross-border to
avoid tax on their savings - to detriment of every Member
State.

= [If raised] the draft directive on taxation of savings
and the Commission compromise proposal from December are
based on the one-way provision of information, not
two-way exchange of information. Commission proposals do
not provide a way forward.

= On the Code of Conduct, welcome Luxembourg’s continuing
support for the work of the group. Main task now is for
Member States to start preparations to amend their
harmful measures.

IGC

= UK approach positive;

- agree on scope, timing and broad aims of IGC;

= vote re-weighting not bigs v smalls; but I need a clear
result;

= debate Commission size; but some restructuring necessary
anyway;

= QMV is important; but agree on unanimity for tax and
social security;

e
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prepared to discuss flexibility. But what is practical
case for change?

Charter of Rights must remain a political, not legal
document.

LISBON SPECIAL COUNCIL

Chance to make Lisbon a signal that Europe is committed
to reforming its economies and social model;

support the Presidency goal of building knowledge based
and inclusive economy in Europe - that’s the right path
towards full employment in Europe.

DROIT DE SUITE

Grateful for your support on Droit de Suite.

BILATERAL

Welcome rapid expansion of trade (UK exports up 100% in
past two years, Luxembourg exports up 50%).

Understand some 15% of Luxembourg students who go abroad
to university come to UK. Very welcome.
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PRIME MINISTER’S MEETING WITH LUXEMBOURG PRIME MINISTER,
JUNCKER, 2 MARCH

BACKGROUND
Taxation

The Helsinki European Council agreed that "all residents
in a Member State of the EU should pay the tax due on all
their savings income". This principle establishes that all
sources of savings (ie wherever held) are covered and also
that EU residents should pay the tax due (ie. not some of the
tax due). This undermines a solution based on a withholding
tax and reinforces exchange of information. The principle
must be taken as a package.

Helsinki mandated a high level working group to take
forward the discussions on taxation of savings. Its first
meeting was on Friday 25 February, where Dawn Primarolo
represented the UK. Just ahead of that meeting we circulated
to other Member States a new UK paper on "exchange of
information and taxation of savings". It set out the key
advantages of exchange of information over the idea of a
withholding tax, including:

- Exchange of information allows for the right amount of
tax due on the income from savings to be collected;

= Exchange of information allows savings income to be taxed
in the right country; and

= Exchange of information encourages compliance with tax
systems.

Our paper also makes clear that exchange of information
must be on as wide an international basis as possible. That
is the only effective way of tackling tax evasion. Many
international fora - such as the G7, the OECD, the Financial
Action Task Force - recognise this fact and are taking steps
to promote modernisation along these lines of systems for
cracking down on tax evasion and financial crime. The report
on reinforced tax policy cooperation that ECOFIN submitted to
Helsinki recognised the need for third country participation
before any directive is adopted (though different Member
States take different views on how firm a commitment that is).

It was agreed at the high level working group meeting
that the UK paper will be discussed at the next meeting
probably in late March/early April.

Luxembourg will see the new UK paper as a serious threat
to its banking secrecy laws. But as discussions in the OECD
have shown, the tide of opinion is firmly against those
countries who continue to resist any rollback of banking
secrecy to allow some exchange of tax information. Even
Switzerland is prepared to contemplate some movement.
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Juncker may try to raise their proposal for a 10 per cent
final withholding tax ("final" meaning no collection of tax at
marginal rates on cross-border savings income throughout EU).
This proposal, dressed up as a compromise is intended to
reinforce banking secrecy, since no Member State would need to
provide any information. This is clearly unacceptable - it
would fix the tax rate on cross-border savings at 10 per cent,
encourage UK residents to invest elsewhere in the EU to
(legally) avoid tax. This would potentially cost the UK
exchequer £millions. It would also do nothing to curb
existing tax evaders.

Luxembourg has supported us in calling for the report of
the Code of Conduct Group to be published. It sees the Code
as an important part of the tax package as a whole.
Luxembourg has 5 measures found to contravene the Code (equal
with Ireland and Belgium, only the Netherlands has a higher
figure - 10). But two of them will expire in 2001.

Luxembourg is keen to ensure that we should also crack
down on the measures in our Crown Dependencies that have also
been found to contravene the Code: it regards these as its
competition. We remain committed to address them, within the
framework of our constitutional relationship with our Crown
Dependencies. We have circulated full information about it
round other Member States.

IGC

Luxembourg is not a traditional ally on institutional
issues, but Juncker seems reasonably close on scope. They
will have noted the strong pro-European flavour of our White
Paper and the undramatic tone of its approach to the IGC
substance. At the very least we should have a better working
relationship with the Luxembourgers than at previous IGCs.
But there are differences in the substance and some old
Benelux habits die hard.

They accept vote re-weighting, but prefer a double
majority system. They insist on keeping a Commissioner, but
may accept some minor restructuring. Tactically we want to
keep the debate on size running for now. On structure, the
likely solution is to increase the number of Vice Presidents
to 6-8. They support QMV as the rule, but accept it will be a
case by case approach in the end. Though generally more
ambitious, they should be useful allies on tax and social
security.

They are pushing "more flexible flexibility" (i.e. no
emergency brake, extension to Pillar II and a reduction in the
minimum number of member states required). For them it is
about showing that the EU can still advance after enlargement.
We are prepared to discuss, but they need to make the
practical case. Where would it be used?
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Luxembourg still wants a political Charter of Rights, not
a legal text justiciable in the ECJ. but they may be
influenced by the Belgians who are now thinking about a
binding text that could be used against a future Austria. We
disagree with creating a binding text. This would
fundamentally change the exercise which must be kept separate
from the IGC.

Lisbon Special Council

When an Inter-departmental team visited Luxembourg on 31
January to exchange views on the Council, they were very
supportive on the innovation and economic reform aspects of
the agenda, but not willing to make changes to welfare policy.
With low unemployment and high benefits, they think they have
the work/welfare balance right.

We are making progress in advancing our views about the
Lisbon Special Council with other Member States, essentially
doing a lot of the groundwork for the Presidency. Our views
have been well received. There is a lot of agreement on the
need to create the best knowledge-based and inclusive economy
in the world. Prime Ministers’ sherpas agreed on 11 February
to establish a three-tiered program for achieving concrete
goals at the Council. Member States are getting more focused.
Juncker staff say he is still attached to the idea of an EU
wide minimum income (probably expressed as a proportion of
each Member States average national income) and may propose
this for Lisbon.

Droit de Suite

Luxembourg has been an ally in the discussions over Droit
de Suite and this would be a suitable opportunity for the
Prime Minister to express his thanks for their continued
support.

Bilateral

Relations are friendly but not particularly close. There
have been no major disagreements since Juncker’s mishandling
of Turkey at the Luxembourg European Council in 1997.

Trade between us has expanded rapidly in the last two
years. UK exports are up 100% whilst Luxembourg imports are
up 50%.

Britain is also an extremely attractive destination for
Luxembourg students. 15-17% of all their undergraduates study
in our universities (they have no full-scale university of
their own).
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MEETING BETWEEN THE PRIME MINISTER AND JUNCKER, 2 MARCH

Michele Eisenbarth (Juncker’s Diplomatic Adviser) has confirmed to me this morning
that Juncker is content with the time proposed for his meeting at No.10 with the Prime
Minister, ie 2.30pm on Thursday 2 March for one hour.

R

W G Ehrman

Cc: Nigel Sheinwald Esq CMG, Director EU, FCO
Jeremy Cresswell Esq CVO, EUD(B), IFCO
Mark Lyall-Grant Esq, EUD(I), FCO
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 9 February 2000

i T

MEETING WITH LUXEMBOURG PRIME MINISTER

We have been dealing with a request by Juncker’s office for a bilateral
meeting with the Prime Minister during his visit to the UK at the start of next
month. We have agreed to a one hour meeting with Juncker at 1430 on 2 March.
I have passed this news to William Ehrman who will inform the Luxembourg
Government. I would be grateful for a brief by close of play on 29 February.

V\M/\ L 2t

MICHAEL TATHAM
Tim Barrow Esq
FCO
\‘-\,/"\r
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LONDON SWiA 2AA
From the Private Secretary 15 September 1999
‘ e
TPV (SN
LETTER FROM THE LUXEMBOURG PRIME MINISTER
I attach a short letter to the Prime Minister from the Prime Minister of
Luxembourg responding to the Prime Minister’s message of congratulations to
Juncker’s on his renomination as Prime Minister. No reply is needed.
%M\ o g
MICHAEL TATHAM
Tim Barrow Esq
FCO
— = -
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September 10th, 1999

“~GRAND-DUCHE DE LUXEMBOURG

I 5 e by

—e——— e
! Y
3 |

|

LE PREMIER MINISTRE

MT
e dJdb
Phao

Dear Prime Minister,

@A»o\ XM /

I was deeply touched Ly the kind congratulations which you gave me the
honour to express at my nomination as Prime Minister of the Grancl—Ducl'ly
of Luxembourg.

Please accept my warm thanks for your message.

At the same time | express the hope and the will to strengthen the close co-

operation and deep friendship which characterize the relations between our
two countries.

Yours sincerely,

]eagcaude Juncleer

Prime Minister

The Rigl'lt Hon. Tony Blair, QC, MP

Prime Minister of the United Kingclom and Northern Ireland
10, Downing Street

GB-London SW1A 2AA

78208
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10 DOWNING STREET
LONDON SW1A 2AA

THE PRIME MINISTER

o o, Ui

¢ L{,;!Ej;"\'u" &u {’\d( er Pw"’\&..

®e F(O
HMN &

6 September 1999

I send you my warmest congratulations on forming a new government and

on starting your second term as Prime Minister of Luxembourg.

I look forward to continuing to work with you on the many issues facing

us with the EU and in the wider world over the next few years.

hoal] Ao

L
yidis

i

His Excellency Monsieur Jean-Claude Juncker
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 3 September 1999

iy

REQUEST FROM THE LUXEMBOURG PRIME MINISTER TO VISIT
BRITAIN

My Luxembourg counterpart was in touch earlier this week about
Juncker’s wish to come to London. We reviewed this alongside other pressures
on the Prime Minister’s diary this week and reluctantly concluded that we could
not fit it in in the early part of the autumn. I spoke to Michelle Eisenbarth to let
her down gently today, explaining about the Party Conference, Northern Ireland,
etc. I suggested that the Prime Minister and Juncker might have a word in the
margins of the Tampere European Council. She latched on to this and
immediately tried to build it into a bilateral but I urged her to keep plans flexible
for now.

Juncker clearly remains keen to come to the UK. But we should not raise
Luxembourg hopes of an early call at No. 10.

lam copying this letter to Tom Scholar (H.M. Treasury) and William
Ehrman (Luxembourg).

owr CNe

JOHN SAWERS

Tim Barrow, Esq., .
Foreign and Commonwealth Office.
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August 1999

M Jean-Claude Juncker
Prime Minister of Luxembourg

I send you my warmest congratulations/on forming a new
government and on starting your second tegrm as Prime
Minister of Luxembourg.

I look forward to continuing tg@ work with you on the
many issues facing us with the EU_,And in the wider world
over the next few years.

T am hat meeti Wi not be possible in
Septempber UEIEz;goaveﬁzégﬁifime:gan be
foGnd in tHe vear ———

Tony Blair

[Gavin Scott, EUD(B): 270-3481]
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10 DOWNING STREET
LONDON SW1A 2AA

16 August 1999

'
Cei. l;a«
POSSIBLE VISIT BY LUXEMBOURG PRIME MINISTER

Michelle Eisenbarth, the Diplomatic Adviser to the Luxembourg Prime
Minister, telephoned to say that Juncker was keen to pay a working visit to
London during September. His ideal dates would be in the week of 13-17
September or at the start of the week immediately following. I explained that
we would not be able to give a firm answer until the end of the month when we
would be considering the Prime Minister’s forthcoming schedule. I warned that
the dates suggested fell into a difficult period in the run-up to the party
conference.

I am copying this letter to Sebastian Wood (Cabinet Office) and William
Ehrman (Luxembourg).
¥

wA AN~
M'M
MICHAEL TATHAM

Tim Barrow Esq
FCO
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V'@ Mickas P ot é@ag _
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| R e é bZQ, t% Foreign &
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12 August 1999 Lf“‘! W Kiee o Office

European Union Depantmant (Internal)

King Charles Street
Peter Curwen o/r it

f aad London SW1A 2AH
Team Leader

X Telaphone: 0171 270 2319
EU & International Tax Team

e‘: Facsimile: 0171 270 2320/38%96
HM Treasury &&_,\ James.Bryce@mail.fco.gov.uk
\ =

gm Pde.
/
LUXEMBOURG: TAXATION OF SAVINGS

1. 1 had a call this morning from the colleagues here who man the Luxembourg
desk. Juncker's diplomatic adviser has put in a bid for Juncker to meet the PM on

13 September. (I understand that he is also bidding — again — for a meeting in the
early autumn with the Chancellor, though we are less clear on the detail of that at this
stage.) Juncker has just been re-elected to a new six year term, and is seeking to
see all the other EU Heads of Government at the beginning of it. However he wants
to come to the UK first. | guessed that taxation of savings would be at the top of his
list, and this turned out to be right. ol ¢

2. Onthe basis of conversations | have had with you and Peter Michael in the
past, | suggested that this would be a discussion we should probably avoid for the
time being. Luxembourg knows our position as well as other Member States; the
subject is just as sensitive for us as for them; and their track record suggests that we
should presume that they want to hide behind us, rather than do some more
constructive joint working. | also noted that the proposed date was only shortly after
the Informal ECOFIN. Our position might become clearer then, though that was still

an open question; and whether it might become any less sensitive was also still
unclear.

3. On this basis, | think that we will try to agree with No 10 that Rositive noises
should be made to the Luxembourgers about the idea of a meeting, but we should

lay the date long: either later in the year, or indeed perhaps after Helsinki. There
%ﬁ'ﬁﬁ?ﬁgﬂnts that Juncker wants to raise (eg over Kosovo and
George Robertson getting the NATO top job), but tax looms larger than them by quite

a bit. And on the economic side, | see that, in the reallocation of portfolios since the
election, Juncker has given up direct responsibility for employment.
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4. Please let me know if anything above does not strike the right note. | will be out
of the office from Wednesday next week (18 August) until Thursday 9 September.
The first point of contact for tax issues in EUD(l) in my absence will be Jane Darby
(270 4059).

(w,
vy

————

European Union Department
(Internal)

GC: Peter Michael, IR
Richard Brown, CO
Jane Darby
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10 DOWNING STREET e
LONDON SW1A 2AA

From the Principal Private Secretary

10 June 1998

Q&/ QnM'V; VL‘ I
LUXEMBOURG PRIME MINISTER
Before their pre-Cardiff meeting in Luxembourg on 9 June, Juncker had a
private word with the Prime Minister to apologise for what he had said about the

Presidency after the Brussels Summit. He claimed that he had only been trying

to help Kohl, who had been in considerable difficulties at the time. He appeared
genuinely contrite.

I am copying this to Brian Bender (Cabinet Office), Sir Stephen Wall
(UKRep Brussels) and Nick Elam (Luxembourg).

i hee

JOHN HOLMES

Dominick Chilcott Esq
Foreign and Commonwealth Office
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From the Principal Private Secretary 9 June 1998

$12.0u" Domu\ic,k)

PRE-CARDIFF TOUR
MEETING WITH LUXEMBOURG PRIME MINISTER,
9 JUNE

Juncker was accompanied by Poos, Goebbels, Kasel, Schmit, Schommer,
Guill and Schuller. On our side, Nick Elam, Brian Bender, Alastair Campbell,

Emyr Jones Parry, Jurgen Trumpf and I were present.

Economic reform

The Prime Minister began by describing the content and handling of the
economic agenda at Cardiff. Juncker saw no difficulties; national action plans on
employment should be carried forward at Vienna and entrepreneurship given
particular impetus at Cardiff.

Future of Europe

The Prime Minister set out his approach. Juncker stressed that the -
ratification of the Amsterdam Treaty should not be threatened by premature
debate on new changes, although implementation of the Amsterdam Protocol
could be looked at. In principle and in due course he could agree to Delors being
asked to report on wider issues, but it was premature at this stage. He saw no
added value in the Kohl/Chirac letter. Poos recalled Dutch/Belgian criticism of
its contents at the 8 June GAC. It was hitting at the outdated shadow of a
European centralised state. Moreover the relative competences of the Institutions
had been examined during the IGC. Luxembourg, and indeed Belgium and
Netherlands, could not accept dilution of the powers of the Commission, ECJ or
European Parliament.

Responding to Brian Bender’s question, Juncker saw advantage in a quick
IGC agreeing the size of the Commission before appointments were made in
autumn 1999. But he was against premature consideration which would
jeopardise ratification. The Luxembourg Parliament would take it amiss if there
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were any suggestion of depriving individual member states of their Comm1ssmner
without some compensating deepening of the Union.

Enlargement/Agenda 2000

The Prime Minister outlined our modest aim of setting the timetable for
agreement to the package. End game issues should be tackled together, probably
at the March European Council. Juncker had no problems with this approach,
although he feared the substance would be very difficult when we came to it.

Kosovo

The Prime Minister summarised our approach. Juncker stressed the need
for a UNSCR to justify any use of force. He was worried about Russian
willingness to go along. Poos recalled the GAC conclusions which stressed
greater autonomy for Kosovo, within the FRY not Serbia. The Prime Minister
agreed on the importance of autonomy and not independence. He had earlier
today written to Milosevic, arguing that without rapid progress, pressure for
independence would increase in Kosovo.

Turkey

Responding to the Prime Minister’s approach to getting relations with
Turkey back on the rails, Juncker recalled his experiences with Yilmaz and with
other member states after the Luxembourg European Council. He was
particularly critical of French behaviour. Amending the existing language would
be difficult, not least because of the continued Greek veto (the Germans were not
the problem). Fulfilling the EU obligations on financing was crucial. He noted
that after Luxembourg he had for the first time needed police protection in the
face of Turkish death threats.

On finance, Poos wondered whether it would be feasible to unblock a first
element of what was on the table. Jones Parry set out the elements of the
Presidency approach. We would ensure that at least 14 member states could
accept any text tabled. The Prime Minister concluded that he would handle the
subject cautiously. There was no guarantee of a positive Turkish response.
Indeed there were few grounds for optimism. But the Presidency would make
the effort to get relations with Turkey into a positive phase. Kasel asked whether
we were pursuing the option of national contributions to fund the Customs Union
provision. Poos was dismissive. That would in turn require the approval of 14
national parliaments.
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EU/South Africa

The Prime Minister welcomed President Mandela’s presence at Cardiff.
We were pressing hard for quick progress on EU/South Africa.

India/Pakistan

Juncker raised this. He had found some concern about India and Pakistani
nuclear tests on his recent trip to Asia but less than there had been about the
French tests. The Prime Minister said recent statements from international
groups had struck the right note. The key was to get both countries into the
CTBT unconditionally.

MEPP

The Prime Minister said we had sought an influential EU role in the MEPP
although this was difficult while the US had the central role. Arafat was
increasingly exposed and Saddam might exploit the hiatus. Disagreeing with
Juncker, the Prime Minister thought that the Israeli Labour party would support
the US redeployment package if Netanyahu went for it.

Social dialogue

Juncker agreed that it was desirable that SMEs be associated with the
social dialogue. This should be put forward at the Troika meeting with the Social
Partners at Cardiff, and picked up in the European Council conclusions.

Tax

Poos raised Monti’s proposal on an EU withholding tax and was
encouraged that the Presidency would not be advocating early progress as the
incoming Austrian Presidency wanted. It was agreed that there should be
bilateral contacts on the tactics for handling this proposal post Cardiff. We
should avoid a Luxembourg/UK battle over which territories were in the frame.

BSE

The Prime Minister made his standard pitch on the Date Based Scheme.
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I am copying this letter to Tom Scholar (HM Treasury), Tom McKane
(Ministry of Defence), Mike Wardle (Department for Education and Employment),
John Alty (Department for Trade and Industry), David North (Ministry of
Agriculture, Fisheries and Food), Rupert Huxter (Minister without Portfolio’s
Office), Jan Polley (Cabinet Office), Sir Stephen Wall (UKRep Brussels) and Nick
Elam (Luxembourg).

k\c\m Sm@:eij

S Sam

(f JOHN HOLMES

Dominick Chilcott Esq
Foreign and Commonwealth Office
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PRIME MINISTER’S PRE-CARDIFF BILATERAL WITH JUNCKER: 8 JUNE
POINTS TO MAKE
General

Not a historic European Council in the sense of Amsterdam
or Edinburgh, in concluding major negotiations. But
important work to be done, eg to consolidate and give an
impetus to action on economic reform; and to set
direction and provide momentum on Agenda 2000. 1In
addition, want to have a wide ranging discussion on the
Future of Europe. After Council ends, Heads will have

lunch on the Tuesday with Mandela.

Economic Reform (Monday morning; after presentation by
EP President)

Over-arching aim of securing/cementing commitments to the
necessary reforms to make EMU work and to enable the EU
to create jobs and compete in the global market place.

‘This week’s ECOFIN and Social Affairs Council important
in preparing Cardiff discussion. Will hope for your
strong support.

Four elements (covered in single table round):

Broad Economic Guidelines. Want commitments to
reform of product, capital and service markets, and
a process for following them up;

Employment. Want to entrench process of peer group
review of national plans; highlight positive
aspects to emerge from first set of plans; and
agree general policy orientations for review of
Employment Guidelines in the autumn;
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Single Market. Want to develop scoreboard as a tool
for assessing the functioning of a single market;

set in hand further work for improving enforcement
of single market law; highlight Commission work on
price disparities; and invite Commission to produce

framework for action on financial services;

Entrepreneurship. Want commitments on access to
capital and on improving the re atory environment

Future of Europe (Monday lunchtime - Heads only)

Looking for wide ranging discussion on future direction
and development of EU, the challenges we face and the
poiitical vision for meeting them. One aspect of this

is how to balance the need for further integration, eg to
make EMU work and to address citizens’ concerns on
internal security issues, with the effective application
of subsidiarity. Another is how we carry forward
political reform, how to ensure that the Union is
accountable and has the confidence of the people.

Specific subset of this is when and how we resolve the

institutional issues left undecided at Amsterdam.

Interested in views on the scope of the discussion and

what outcome there might be. Should Cardiff set up a

process of any sort (cf Chirac’s suggestion of Wise Men)?

Enlargement /Agenda 2000 (Monday afternoon)

On Agenda 2000, framework will be set by report from
8 June GAC. Not trying to solve issues for
end-game, but setting orientations, generating
momentum and handing on well-prepared package to
Austrians. Looking for conclusions which:

give a sense of momentum, notably by setting a
deadline for the negotiations (key elements in
Vienna; political agreement in March; final adoption
before the EP elections in June);
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iv.

mark progress on technical issues which can be
separated from the end-game;

avoid premature negotiation on end-game issues (eg
German concerns over net contributions). The
problem on net contributions is on the expenditure
side of the budget. Essential to keep spending
down. Know you have had some ideas on reducing
agricultural expenditure. Reaction from others?

on CAP, establish sense of direction for reform
(including need for competitiveness on world markets
while safequarding the rural economy and the
environment and identify central issues for
end-game) . Agriculture Council conclusions, agreed
unanimously last week, laid a good foundation;

on Structural and Cohesion Funds, identify principles

for simplified and improved management, and note need
for fairness (for both existing and new Member
States). But again, the most difficult issues will
be for end-game.

On enlargement, will want to note progress to date.
May also want to use conclusions to try to build on
your hard work at Luxembourg on Turkey, which
established a good basis: Turkey’s eligibility for
membership, agreement to judge by the same criteria,
European Strategy. Hope you will help us to carry
this forward. Looking at a package relations with
Turkey, covering perhaps 3 elements: repackaging
Luxembourg language; giving an impetus to EU/Turkey
strategy; and release of money.

Other issues

Will want language on:
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Enviromment: following up Commission document on
integrating environmental concerns into other EU
policies;

Justice and Home Affairs: endorsing eg the EU drugs
strategy, and giving an impetus to the work on
organised crime;

Northern Ireland: expressing support for peace
agreement;

Millennium Bug: to encourage member states
tackle the problem;

External Issues: depending on developments and on
discussion over Foreign Ministers’ lunch on the
Monday, but likely to cover India/Pakistan, Kosovo,
MEPP;

CFSP High Representative/Deputy Secretary General:
suggest that we agree at Cardiff that decisions on
this pair of posts should be made at Vienna. (Will
have a British candidate - David Hannay - who would
be well qualified for either post).

harmonisation (if raised)

note your views on the Witholding Tax Directive.

we do not favour the proposal in its current form either,
in particular since it risks forcing some highly-mobile
business outside Europe. Interested to hear your views on
how to handle it.

helpful if you did not single out the Channel Islands for

attention. The point that wide international coverage is
needed is valid. But that calls for broader international
cooperation - otherwise proposals will just damage Europe.
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Cardiff Preparation: Bilateral with Juncker: 1130-1300
Tuesday 9 June

The Prime Minister will see Juncker for a light
working lunch. Juncker will be just back from a visit to
Hong Kong, China and Singapore. The Prime Minister might
thank him for his help in preventing the application of a
visa regime to HKSAR passport holders through Schengen.

Domestically, Juncker faces unrest from the public
sector unions ahead of next year’s elections. He told EU
Ambassadors last week that he welcomed the British
Presidency’s action oriented approach on economic reform,
and employment in particular. He looked forward to a
general discussion at Cardiff, with the Vienna European
Council concluding evaluation of the National Action Plans
and the Employment Guidelines.

Worth remembering, however, that on EMU issues,
Juncker (who doubles as Finance Minister) has been pretty
unhelpful. Partially at German behest, he was strongly
critical of Presidency organisation of the EMU weekend;
and has supported the French in trying to minimise British
involvement in Euro-X.

Luxembourg feels threatened by a Commission proposal
for a minimum witholding tax. We do not like the proposal
either: we favour preventing tax evasion by lifting
banking secrecy, which is anathema to Juncker. If Juncker
raises tax, the Prime Minister might explore what he has in
mind - but not allow Juncker to think he can hide behind
the UK, putting the blame on us. And Juncker’s focus on
the Channel Islands is unhelpful. Broader international
cooperation is needed; otherwise Europe (as a whole) will
be harmed.

Santer is unlikely to have difficulties with our
approach on Agenda 2000, though the Luxembourgers are on
the whole reluctant reformers. They broadly support our
approach on Turkey. But their "ownership" of the
Luxembourg II Conclusions will make Juncker sensitive to
any implied criticism of last December’s outcome. The
Prime Minister might say that our aim is to build on

RESTRICTED
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BACKGROUND

Bilateral

1. Juncker sees himself as the EU’s power-broker, straddling
ECOFIN and the European Council, and bringing France and Germany
together. He often acts as a mouthpiece for the French and
Germans. And he hates to be excluded, as his grumbles about the
handling of the EMU summit showed. (He may also have been trying
to help out Kohl by putting the blame on the Presidency.) Juncker
is unlikely to have major difficulties with any of the issues for
Cardiff. It would be well worth seeking his support on economic
reform, and his views on general issues (appointments etc).

Economic Reform

2. Juncker’s main concern is employment. He recently told EU
Ambassadors that he was pleased with the UK Presidency’s
action-oriented approach. He is an advocate of the "European
Social Model", so the Prime Minister may want to stress the theme
of social cohesion.

Future of Europe

3. While Juncker recognises that institutional reform is
necessary before enlargement, he is not sure that it should be
discussed again now, so soon after Amsterdam. On substance, his
main concern is that reform should not marginalise the smaller
states by depriving them of their Commissioner or their turn at the
Presidency.

Agenda 2000

CAP reform

4. During negotiations, Luxembourg has been a reluctant

reformer, particularly in the livestock sectors. They want maximum
and permanent compensation for price cuts. But there are few
domestic considerations.

5. However, recently Juncker suggested publicly that CAP
expenditure might be reduced (eg by 20%) with additional
agricultural support funded nationally (similar to Structural Funds
additionality). This idea has attracted considerable attention,
not least because some Germans, at least, may favour a similar
approach after their elections this autumn as a means of reducing
their net contribution.

Reform of Structural and Cohesion Funds

6. Luxembourg supports the 0.46% ceiling and reduced receipts

for the EU15. It opposes continued support for Objective 6 regions
(sparsely populated peripheral parts of Sweden and Finland) with
GDP over 75% of the EU average, but seems to accept that Cohesion
funding for EMU-ins should continue.

Future financing

7. The Luxembourgers, Europe’s richest citizens, are net
recipients. They have no interest in a generalised abatement.
Juncker’s solution to the net contributions issue appears to be to
reduce CAP spending by providing for Member States to pay their
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own farmers (see CAP, above).

Turkey

8. Juncker is broadly supportive of our objectives on
EU/Turkey, but will be sensitive to implied criticism of the
Luxembourg conclusions language on Turkey. The Prime Minister
might stress that we support the Luxembourg conclusions and
want to build on them. He should go through the main elements
we hope to achieve at Cardiff:

- reference to Turkey as a candidate
- endorsement of Commission’s paper on European Strategy

- invitation to Commission to report annually on Turkey’s
progress in harmonising with the acquis (cf screening and
reporting for the CEEs)

- confirmation that all candidates will be judged by the same
criteria, and there is no order of precedence.

- Reference to the need for EU financing to implement the
European Strategy.

9. We are in early discussions with the Commission about
ways to finance the European Strategy if the Greek block on
Customs Union funding remains. We will float language at
Cardiff, suggesting a new regulation for Turkey. This may be
attractive to the Greeks, who have painted themselves into a
corner on the Customs Union/Imia link.

Tax harmonisation

10. Juncker may well raise the Commission’s recent witholding tax
proposal, which he would like to see shelved. One of the main
reasons for the proposal is German and Belgian pressure to prevent
their nationals investing in Luxembourg, and evading tax by failing
to declare income from their savings. A witholding tax would
remove much of the attraction of investing in Luxembourg.

11. We do not like the proposal either: we would prefer to
prevent tax evasion by lifting banking secrecy, requiring banks to
give information to tax authorities, rather than by harmonised
witholding taxes. We therefore strongly support G7 and OECD moves
towards lifting banking secrecy. We are also concerned that the
Witholding Tax proposal will force the Eurobond market (currently
based in the City) outside Europe.

12. The Luxembourgers want to preserve banking secrecy, and hate
the G7 and OECD initiatives. Juncker’s line is that he will only
consider a witholding tax if there is widespread tax harmonisation:
savings should not be singled out. And he says (other) tax havens
must be covered: Juncker often refers to the Channel Islands.

13. So whilst neither the UK nor Luxembourg likes the Witholding
Tax proposal, our approaches have little in common. Juncker would
dearly love to be able to hide behind UK blocking of the Directive
(putting all the blame on us), so it would not be wise to oppose
too vociferously in front of him. Rather the Prime Minister might
listen to Juncker’s suggestions for dealing with the proposal - and
dissuade him from focusing on the Channel Islands.
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14. There has been an odd rumour that Juncker might seek to
shelve the Directive through European Council conclusions at
Cardiff. This seems unrealistic and improbable: the political
momentum behind the Directive is too great. Such a move would
almost certainly be doomed to failure. And it would let Juncker

put the blame on the UK.
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TELNO 104

OF 041746Z JUNE 98

INFO IMMEDIATE EU POSTS

SUBJECT: PRIME MINISTER’S PRE-CARDIFF MEETING WITH LUXEMBOURG PRIME
MINISTER: SCENE-SETTER

SUMMARY

1. A chance to get on closer terms with Juncker, whose help can be
valuable (as over Hong Kong visas) and who is beginning to need
friends.

DETAIL

2. The Prime Minister will see Juncker on 9 June for a working
lunch.

CONTEXT

3. Juncker returns this weekend from a visit to the Far East,
including Singapore China and Hong Kong. He has been very helpful in
preventing the application of a visa regime to HKSAR passport holders
through Schengen. The PM might refer to this and ask for Juncker’s
impressions of the Hong Kong SAR.

4. Juncker returns to a tricky situation domestically, with the
public sector unions implacably opposed to his proposed pension

reforms and threatening strike action (a very rare phenomenon in
Luxembourg) in the run up to the elections.

CARDIFF

5. My telnos 85, 86 and 87 reported Juncker’s briefing of EU
Ambassador’s last week. His principle concern will be to ensure that
the Commission’s paper on the taxation of savings is shelved. He
will argue that it cannot be taken in isolation from other issues of
fiscal - and indeed social - harmonisation.

6. He is worried about enlargement, believing that the citizens of
present member states will become increasingly restless as they begin
to realise what enlargement will mean for them in economic terms
(competition, employment, transfer of resources).

PERSONAL
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’ 7. Juncker has not managed to hit it off with the Prime Minister so
far. He has found it hard to relax into the relationship, partly I
suspect because although he is even younger than the Prime Minister
he feels some of the youthful limelight has been diverted, partly
because he tends to think in terms of European political families
(he said of Mr Major to me once ‘’He is my political ally’‘) and
partly because, although a ’‘Christian Socialist’, he has some
lingering, almost nostalgic ‘0Old Labour’ convictions.

8. Yet Juncker ought, given his intelligence, his wit, his
youthfulness and his basic orientation as both a Christian and a
socialist, to see the Prime Minister as a natural ally - and the
fact that he is likely to be around a long time himself (and in need
of an ally after Kohl’s departure) should help push him in the right

direction.
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TELEGRAM RETRIEVED FROM DATABASE 5 June 98
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FM LUXEMBOURG

TO PRIORITY FCO

. TELNO 86

OF 251715Z MAY 98
INFO ROUTINE UKREP BRUSSELS, EU POSTS

CARDIFF COUNCIL: LUXEMBOURG VIEWS

SUBJECT: CARDIFF COUNCIL: LUXEMBOURG VIEWS
SUMMARY

1. Juncker pays tribute to Presidency preparations for Cardiff, to
your handling of Turkey and to the Chancellor’s Presidency of ECOFIN.
He gives his views on possible subjects for discussion at Cardiff.

DETAIL

2. Juncker was the guest of honour at my Presidency lunch for EU
Ambassadors today. He expressed admiration at the professionalism of
Presidency preparations for Cardiff. He ventured the following
thoughts on possible Cardiff agenda points.

Employment

3. He was pleased with the Presidency’s action-orientated approach.
The next critical moment would be the Vienna Summit’s evaluation.

But he hoped there would be opportunity for general discussion of the
subject at Cardiff.

EMU

4. Juncker spoke of the ’’deplorable circumstances’’ of the EMU
launch thanks to the quarrel over the top job. It had been a
needlessly exhausting process and he feared a loss of momentum would
result. But he did say how well the technical aspects had been
prepared and he avoided any repetition of his off-the-cuff criticism
of the Presidency for not preparing the top-job issue effectively.
And at a later point he paid particularly warm tribute to the
Chancellor of the Exchequer’s Chairmanship of ECOFIN.

Subsidiarity

5. He saw no substantive need to add to the theological debate on
subsidiarity but acknowledged that the French and German leaders
might feel a need to highlight an area of agreement after their
recent very public disagreement.

Institutional Reform

6. In response to a question Juncker recalled that institutional
reform had been discussed exhaustively at Amsterdam and even brought
close to a solution there. 1Institutional reform would be necessary
before enlargement took place, but it might not yet be ripe for
further discussion. The Delors initiative would not necessarily be
on the Cardiff agenda.

7. On the substance, the larger Member States must understand that
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reform could not mean marginalising the smaller states by depriving
th;\of their Commissioners or their turn at the Presidency. All
t

Lu bourgers always knew who their Commissioner was - and when they
ha he Presidency. Only about three percent of Frenchmen had ever
heard of de Silguy or even noticed a French Presidency.

8. On the other hand the smaller states must be realistic about
areas in which they had no serious claim to a determinant role. It
was not realistic to suppose that Britain and France could allow
majority voting on CFSP for example. Indeed differential voting
regimes would be needed for the three different pillars.

MEPP

9. Juncker professed a great deal of understanding for Israel’s
position but acknowledged that Israel was not willing to accept a
more active European role in the MEPP at present. He thought Israel
might turn towards Europe in the future and commended the greater US
willingness to work with Europe in this area.

Turkey
10. See separate telegram.
COMMENT

11. A fistful of compliments for the British Presidency from
Juncker, who is obviously ashamed of his (characteristically)
impetuous criticism of us after the Brussels EMU Summit. (He will
have heard from those who had it from me direct how unjustified and
inappropriate we deemed his remarks to be.)

12. My French colleague, however, got it in the neck - not only over
Turkey - bearing out her predecessor’s rueful complaint to me that as
soon as the British left the dog house, the French were exposed.
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INFO ROUTINE UKREP BRUSSELS, EU POSTS

SUBJECT: CARDIFF COUNCIL: LUXEMBOURG VIEWS: TURKEY
SUMMARY

1. Praise for your handling of Turks. Juncker opposed to
renegotiation of Luxembourg conclusions.

DETAIL

2. At my Presidency lunch today Juncker praised the way in which you
dealt with the Turks during your visit to Ankara and spoke
defensively about the Luxembourg Council, expressing ’'’his disgust’’
at the way certain principals had sought to curry favour with the
Turks thereafter. Because of that he had told the Turks precisely
what had been said by each participant in the discussion leading up
to the agreement reached by all 15 members. He would be opposed to
any renegotiation of that agreement although he did not rule out
certain clarification and explanation of the arrangements proposed
for Turkey.
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i.iPIFF EUROPEAN COUNCIL : MAIN EVENTS

Sunday 14 June

PM

Monday 15 June

1000-1030 :

1030-1230 :

1300-1600

1630-1800 :

2030-2200 :

Tuesday 16 June

0930-1215 :

1300-1415 :

1430-1515 :

1515 onwards :

Heads arrive

Meeting with President of European Parliament
First Working Session : economic reform

Working lunch (Heads only) : future of Europe
(separate lunches for Foreign, Finance and
Europe Ministers)

Second Working Session : Agenda 2000/Enlargement

Dinner with The Queen (Heads,Foreign and Finance Mins)

Third Working Session: Conclusions

(also likely to cover Environment, Drugs, Turkey)
Council closes

Lunch with President Mandela (Heads only)
(separate lunch for other Ministers)

Presidency/Commission press conference
National press briefings

Departures
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10 DOWNING STREET
LONDON SWIA 2AA

THE PRIME MINISTER : 19 May 1998

M T@%M ,

In a linle under four weeks we will meet at the European Council in Cardiff.
Before then. I will be making bilateral contact with all members of the European
Council. and I will of course write round a few days before the meeung to set out

in more detail how [ plan to handle the agenda.

However. [ thought it would be useful if [ gave you and other colleagues
now an outline of the main issues | hope we can cover at Cardiff, prior to our
bilateral meetings.

The main discussion on the morning of |5 June will be on economic issues:
the economic reforms neéessary 1o make a success of EMU and to enable the EU
1o create jobs and compete in the globél market place. The draft Broad Economic
Guidelines (prepared by ECOFIN) and the national Employment Action Plans
prepared in the light of the Luxembourg Jobs Summit (and to be discussed by the
Social Affairs Council and by ECOFIN) will be important elements of this debate.

On the Monday afternoon. we should concentrate on taking stock of where
maners stand on enlargement. and on the Commission’s Agenda 2000 package of
proposals.
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We will also need to touch on 2 number of other subjects. including the

environment and crime and drugs.
|

j
I would like to use the working lunch of Heads of Government on Monday
15 June to have a first political discussion of the furure direction and development
of the European Union: the challenges we face. e.g. making a success of
enlargement, the need to be in closer touch with and thus bave the confidence of

our people. and the political vision we need to achieve this.

I look forward to discussing these issues bilaterally with vou in early June.

before we meet collectively at Cardiff.

[ am copying this letter to other colleagues in the European Council.

A L)

e i

| oy

His Excellency Monsieur Jacques Santer

TOTAL P.
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27 April 1998
THE PRIME MINISTER

i\&,ov Jea- Uandy,

Thank you for your letter of 2 April about the Venice Appeal.

It is very important that the citizens of Europe should be able to participate
actively in helping to shape the future of the Union, and I welcome " &
organisation of a forum that will enable leading Europeans from industry,
commerce and politics to discuss some of the major challenges facing the

continent in the coming years. I wish the Appeal every success.

Ry,
v

e

His Excellency Monsieur Jean-Claude Juncker
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THE PRIME MINISTER 13 October 1997

(on~ Jea- Unnde

Thank you very much once again for such an excellent dinner last
Thursday. I much enjoyed both the food and the discussion which was, in my

view, valuable in a number of key areas.

I am glad our two Presidencies look like being able to work so well
together. In particular I look forward to helping make the Jobs Summit next
month a success, and ensuring it is followed up actively. Let us keep in close

touch both about this and other issues.

Rogt= b
(/\/\AM

(o

His Excellency M. Jean-Claude Juncker
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.an MINISTER’S MEETING WITH JUNCKER, 9 OCTOBER

CHECKLIST OF POINTS TO MAKE
EMPLOYMENT SUMMIT

- Successful Employment Summit a priority. Jobs will continue
to be top of the agenda during the UK Presidency. Appreciate
your efforts to ensure Summit produces concrete results -
agenda now shaping up well.

- Much to welcome in Commission’s draft employment guidelines.
Good basis for further work.

- Key problem: targets. EU-wide macro-economic targets
proposed by the Commission are meaningless and should be
dropped. But agree that concrete policy targets are needed to
put pressure on Member States. Support your suggestion of
targeting intermediate policy goals rather than outcomes.

But these need to be realistic - eg can offer every young
person an opportunity, but can’t offer them all a job.

- Also need language on the need to modernise labour markets
to ensure they are responsive to economic change. This does

not mean deregulation but appropriate requlation.
- How do vou plan to take forward work on the guidelines?

Important that Member States have the opportunity to discuss
them in detail and to amend them before the Summit - otherwise
Heads will waste time arguing over details.

- On spending, welcome EIB’s proposals to increase lending in
support of EU’s employment objectives. Less sure about
your/EP’s proposals to fund loan guarantees to SMEs - is this
the most effective way to use Community funds? If money
available in the EC budget, may be better to use it for
demonstrator projects in individual Member States, which would
inform Community work on best practice.

- Aware of your ideas for increasing the involvement of social
partners in Community work on employment. Would welcome an
active role for them, if this provides a way of promoting
employability and restructuring labour markets. But not
convinced of merits of holding high level meetings between
the Troika and the social partners.

- Attendance - important that Ministers responsible for
employment policy domestically fully involved in preparations.
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- What do you plan to achieve on EMU at European Council in
‘ecember?

- UK Presidency: efficient and impartial in all respects; no
hidden agenda.

- UK domestic debate: wunlikely to join on 1 Jan 1999. There will
probably be a Government statement by the end of year. Government
has stimulated debate on merits of membership, and pushed forward
debate on implications for business.

AGENDA 2000

- Enlargement a priority. Look forward to December Council
focusing on early opening of enlargement negotiations.
Appreciate excellent work of the Luxembourg Presidency which
will help to make this possible.

- Important we begin accession negotiations only with those
applicants who are ready.

- At the same time enlargement must remain an all-inclusive
process. Need a pipeline to accession along which all
candidates can move at their own pace.
- That is why reinforced pre-accession strategy important.
- European Conference crucial. An important forum for all
countries with an active application for membership (including
Turkey) .
- Conference should allow practical progress on areas of common
interest. Look forward to hosting inaugural event in London
early in our Presidency.

Reform of key policies essential for successful enlargement.

Agree CAP reform particularly important. Commission’s ideas

involving significant price cuts - in right direction.

But believe more radical strategy needed if EU is to meet
coming challenges: WTO (negotiations beginning at turn of
century) and enlargement.

- Reform of Structural and Cohesion Funds also overdue:
arrangements need to be affordable, efficient, durable and
fair.
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= All existing Member States will eventually have to expect

eductions in receipts if costs are toc be contained. Future
tts should be handled fairly.

- Council needs to go beyond stating that Own Resources

ceiling should not be raised above 1.27% GNP: must stress

that actual spending should be well below this ceiling, not

least to meet long-term costs of applying the acquis in new
Member States.

- Council should stay off UK abatement. UK will be unable to
accept any prejudicial change, or any hint of it in the future.

- Luxembourg conclusions should:

= agree to open accession negotiations with those that
are ready while reinforcing pre-accession strategy.

= endorse European Conference (to include Turkey) and
invite UK Presidency to establish terms of reference.

= recognize that policy reform is essential for
enlargement to be successful.

= confirm 1.27% Own Resources ceiling and desirability
of keeping actual spending well below it, since spending
should not increase in line with GNP.

leave UK abatement unchanged.

endorse early reform of CAP to improve EU
agriculture’s competitiveness and ensure successful
enlargement.

= endorse reform of Structural and Cohesion Funds that
is efficient, affordable, durable and fair and keeps
cost well below 0.46 % of EU GNP.

- Most important task for Council is to get process right and
on track ie by calling for accession negotiations to begin and
for Commission to table policy reform proposals early in 1998.

- Recognise that some Member States’ views are very different
from UK’s. What problems do you expect before Luxembourg eg
from the Spanish? Plans for avoiding trouble?
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DINNER WITH THE LUXEMBOURG PRIME MINISTER,
THURSDAY, 9 OCTOBER

The Prime Minister had dinner with Jean-Claude Juncker this evening. He
was accompanied by Brian Bender, Nick Elam, Jonathan Powell, Alastair
Campbell and myself. Juncker was accompanied by Foreign Minister Poos, Jos
Weyland (the Luxembourg Ambassador in London), Martine Schommer, Nicolas
Schmit and Yves Mersch. The dinner was preceded by a 20 minute tete-a-tete
between the Prime Minister and Juncker which, according to the Prime Minister,
covered very much the same ground as the dinner. The atmosphere was amicable
and businesslike.

Jobs Summit

The Prime Minister said that the proposed Commission guidelines were a
good basis, apart from the macro-economic, Europe-wide targets, which posed
great difficulties. Intermediate targets had more attractions. Juncker agreed.
Grandiose targets such as creating 12 million new jobs were essentially
meaningless, and would only lead to arguments about what the right figure should
be. The approach should be to set a general European framework under which
national Governments would try to implement agreed policies. He thought there
should be only two or three specific targets, covering for example getting those out
of work for more than twelve months back to work, getting young people into
work after six months, and ensuring that twenty five per cent of people out of work
were in training, rather than ten per cent as at present. This was all part of
employability. Governments would need to come back to the next European
Council in six months time and report how they had fared against these targets.

There could then be other practical targets without numbers attached, for
example reducing the amount of overtime worked, cutting non-wage labour costs,
and reducing the cost for small businesses of taking on new staff. Each country

Rl
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would be required to have plans in these areas. There would be no extra EU or
national expenditure, but work was going on with the EIB to use their reserves to
help small businesses create more jobs. He was also in contact with the European
Parliament about how to mobilise extra funds from existing budget lines. He was
hopeful that a package on these lines could be finalised well before the Summit
itself, so there were no painful discussions on money. In general, he was anxious
that the Summit should not simply contribute yet another useless piece of paper to
the world. We should not be too ambitious, but not be too modest either.

The Prime Minister said that he was in general agreement with this
approach. It was particularly important to focus on bringing down non-wage costs
and burdens on small businesses. The basic approach should be to encourage
employability and enterprise. Welfare reform aimed at getting people into work,
rather than penalising them for taking up jobs, was also important. Brian Bender
queried Juncker’s reference to overtime. Was an EU policy appropriate here? It
was not even clear that this was appropriate for national governments to tackle,

I since it was not under their control. Juncker said that it was surely possible for

governments to make plans to work with the business community to bring down
the current excessively high levels of overtime in Europe. The Prime Minister
commented that he did not see how governments could stop overtime, and it was a
mistake to set objectives which could not be fulfilled. But there could be
objectives in areas such as training and re-skilling, the young unemployed, the
long-term unemployed, helping small businesses establish and reducing their
burdens.

Juncker said that it was important to focus on best practices. We should say
not only that things should be improved but also how. Practical examples were
needed, working with the social partners. The Prime Minister suggested that the
Summit should concentrate on four or five headings, such as employability, small
businesses, work and family life, and young and long-term unemployed.

Juncker said that one message he could not agree to was that “wild
deregulation” was the way out of Europe’s unemployment problems. He thought
this could be a big failure. But the French idea of social treatment of
unemployment was also a failure. Employability was an acceptable third way.
There were some good Danish schemes in this area. The Prime Minister said that
he and Juncker were not far away from each other in their approaches.

Brian Bender asked about the bureaucratic process of reaching agreement.
Juncker did not reply directly but referred to the planned meetings of Finance and
Employment Ministers. His general approach was to agree as much as possible
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before the Summit, to avoid Heads of Government arguing over words. They
should focus on presentation. The fact of meeting on this issue would also carry its
own message. He was keen to avoid a circus at the Summit, which was why he
had proposed Heads of Government and Foreign Ministers only. Anything else
would not work with the coalition governments of many partners. He also did not
want the social partners there. But they could not be left out entirely. His idea was
therefore that the Troika should meet them once during each Presidency at Head of
Government level, including a meeting before the Summit. The Prime Minister
agreed to this idea. He suggested that the meeting during the Luxembourg
Presidency should be on the eve of the Summit, or combined with the Summit
itself. Juncker agreed.

EMU

The Prime Minister said that he was strongly opposed to a separate Council
of the Ins. If they felt the need to discuss particular issues, this should be done
informally. If it was clear that some kind of divisive Council was going to operate,
this would be very hard to present to British public opinion, at a time when it was
moving in the right direction but remained fragile. Juncker said that he had in
mind a G7 model (he did not make clear what he meant by this.) There was no
need to make a great drama of what was a theoretical question for now. The
French term of economic government was not right. But some rules would have to
be fixed at the December Luxembourg Summit. It was better to deal with this
under the articles dealing with general coordination of economic policy, than under
those dealing with EMU. He had told the French not to raise expectations about an
explicit Council of the Ins, because they were not likely to get this, and were
setting themselves up for a diplomatic defeat. It would be helpful if the Prime
Minister could speak to Jospin in this sense. The Prime Minister said that he
would try to do so.

Juncker went on that there was a separate problem, under the French
proposals, about how to operate under the Presidency of non-Ins. This would not
apply to Britain next time, since EMU would not be in operation, but it would
apply for example to the Swedes later. The Prime Minister said that any meetings
would be easier to accept if they were under an ECOFIN aegis. It would be
possible to defend countries like Britain not taking part in such discussions if we
were saying that we would never join, but that was not the case. Others wanted us
in, and we would be affected whether we were in or out. We therefore had a locus
and should be included.

Juncker seemed to accept this. There were very few, narrow issues where
only the Ins were concerned. That was why it was better to use the economic
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policy coordination articles, not those relating to EMU. The Prime Minister said
that we would be constructive during our Presidency. He was convincing people
in Britain that it was important for us that EMU should work. He also wanted to
use the Presidency to relaunch Britain as a strong player in Europe. It would be
very bad if we started off in a rejected position over a Council of the Ins. Juncker
agreed. That was why it was important to work on the French. Vedrine had
seemed to accept the idea of a G7 formulation. He himself would try to be as
helpful as he could.

Juncker raised the timing of the EP Opinion on participants in EMU. He
proposed to suggest that the Parliament should give its view on the basis of the
Commission’s proposals, following the EMI report, in March. He was telling them
that this would ensure that they had real influence over the decisions, although he
knew that was not true. It would be uncomfortable to have the Parliament
discussing for weeks on end whether, for example, Italy qualified or not. But this
was better than the Parliament’s own idea of meeting between the sessions of
ECOFIN and the European Council over the crucial weekend. He did not see how
this could really work. It was important that the Luxembourg and British
Presidencies took the same view. Sir Nigel Wicks should get together with
Luxembourg officials to sort this out, or he could speak to Gordon Brown.

The Prime Minister said that he completely agreed with Juncker’s approach,
as long as it was legally sustainable. Juncker said that the Parliament’s legal
services said that the Treaty meant the Parliament had to meet between ECOFIN
and the European Council. His legal services and those of the Commission said
that there was no need for this.

Juncker continued that there was a separate timing problem. The European
Central Bank’s Governing Council and President were supposed to be decided
around 1 May. The EMI already took the view that the seven or eight months then
left before the beginning of EMU was desperately short, given the amount of
preparation needed. But the European Parliament were also supposed to have
hearings on these nominations, which could take up to a month. It would be good
to advance the nomination procedure, but it was hard to see how, given that the
participants would not have been agreed before the beginning of May. The Prime
Minister agreed that this was difficult. He suggested that this too should be talked
through with Sir Nigel Wicks.

Agenda 2000

Poos said that a majority of countries now backed the Commission’s
position on which countries should begin negotiations. There were strong
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arguments from the Greeks, [talians and Scandinavians against opening up
divisions between the candidates. But the Commission opinions were objective.
The annual review of candidates would be an opportunity to encourage those who
were making good progress, and possibly add a new country or two to those with
whom negotiations were being conducted. In theory, a country could also be
dropped from the list of negotiations, although this would be difficult. There was
then the question of the European Conference. As far as policies were concerned,
the Luxembourg Council would only be able to narrow the gap a bit. The same
probably applied to the British Presidency.

Juncker commented that the Commission’s opinions had been made public
prematurely, and badly marketed. Those not recommended for negotiations felt
rejected. There therefore had to be a way of making all the candidates feel
included in the enlargement process. The European Conference was the obvious
way of doing this. But before the Conference could be held, there were some
tough decisions to take. In particular the costs of enlargement had to be kept under
control. The December Summit should therefore agree to stick to the financial
ceiling of 1.27 per cent of GDP, and to the 0.46 per cent ceiling for structural
funds. These should be ceilings, not targets. The Prime Minister strongly agreed.

Turning to the European Conference, the Prime Minister said that the main
problem was Turkey. Poos agreed. Some felt strongly that Turkey should
participate. Others felt that Turkey was already well ahead in some respects, and
should be treated separately, through a “Customs union plus” approach. Moreover,
those of the eleven who were not selected for negotiations did not want to be in the
same conference as Turkey, because it implied that they might face the same
length of time as Turkey before they could expect to get in. Luxembourg favoured
a Customs union plus approach for Turkey.

The Prime Minister said that we favoured Turkish participation in the
Conference. Having them in would help over Cyprus, and in keeping Turkey
inclined to the West, not drifting away towards Islamic fundamentalism. Juncker
agreed that Turkey must not be pushed away from Europe. But public opinion was
not ready to regard Turkey as about to join the EU, for political and human rights
reasons. Romania and Bulgaria also did not want to be treated in the same way as
Turkey. Hence the idea of finding a structure for Turkey with the EU akin to that
of Russia with NATO, i.e. a special status of their own. But they could also be in
the European Conference for some subjects. The Turks should be able to present
this positively. They were realistic enough to know that they could not join the
EU, even in the medium term. The other eleven countries would be treated
differently from Turkey in the sense that their applications would be reviewed
every year, whereas Turkey’s would not. The aim was to treat Turkey like the
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other applicants in some respects, but give the other applicants better treatment in
other ways. The Prime Minister agreed that this was the basic requirement. He
could see a lot of sense in what Juncker had said. But the proposal needed to be
worked up.

The Prime Minister turned to policy reform. He had the impression that
there was broad agreement on how to deal with the Structural and Cohesion Funds.
But the CAP was the most important area for reform. Enlargement would not
work unless it was fundamentally reformed. Juncker said that the Luxembourg
Presidency would not be able to give a definite answer on this issue. But he
believed that such reform was a pre-condition for enlargement, not before the
negotiations started, but before the first member was admitted. This mandate
should be given to the British, Austrian and German presidencies by the December
Summit. Three sentences in the Conclusions should be sufficient. If this could be
agreed, together with the decisions on 1.27 per cent and 0.46 per cent, this would
give a clear signal about the direction in which the EU was heading.

Juncker went on that there would be Spanish and Portuguese opposition to
radical reduction of their receipts from the Cohesion funds. They had made huge
efforts to achieve the Maastricht targets, and should not now be punished for doing
s0, not least since this would call into question the sustainability of their
convergence. There was an overwhelming feeling in Spain and Portugal that
enlargement was essentially a good deal for the Germans. He had a particular
fellow feeling for Portugal, because of the large proportion of the Luxembourg
population that was Portuguese. The Portuguese understood that their receipts
were going to reduce, and that they would have to be phased out at an increasingly
fast pace. But they should be treated with some understanding. The German and
Dutch attitude was too brutal. The Prime Minister said that he understood the
point.

BSE

The Prime Minister said that the Commission would soon be putting
proposals to the Standing Veterinary Committee on certified BSE-free herds,
where individual cattle could be traced by computer. We would also be putting
forward a separate proposal on cattle born after a certain date. We were very keen
to move to a stage-by-stage lifting of the ban. Whatever mistakes had been made
in the past, a huge effort had been made in Britain to make British beef completely
safe. There was concern that other Member States would seek excuses to prevent
progress, perhaps even for commercial reasons. He hoped Luxembourg would
support our proposals, even if the Germans would find it difficult to do so because
of their own constraints.
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Poos said that the Commission had to face a very difficult time in the
European Parliament and were divided on what to submit to the SVC. But his
impression was that the SVC would propose some relaxation of the ban where
there was real and proven traceability of BSE-free cattle. He thought this made
sense. The proposals for cattle born after a certain date also sounded reasonable.
The Prime Minister said that we were working hard to improve the atmosphere in
the European Parliament on this issue. He believed that the Parliament would not
in the end censure the Commission, and that this would make things easier.

Comment

This was a useful discussion, with the Luxembourgers appearing closer to us
on nearly all issues than expected. Juncker’s attitude to Turkey and to CAP reform
was particularly encouraging.

[ am copying this to Gabs Makhlouf (H.M. Treasury), John Alty
(Department of Trade and Industry), Alun Evans (Department for Education and
Employment), David North (Ministry for Agriculture, Fisheries and Food), Jan
Polley (Cabinet Office), Sir Stephen Wall (UKREP Brussels) and Nick Elam
(Luxembourg).

Tavee

JOHN HOLMES

D. Chilcott, Esq.,
Foreign and Commonwealth Office.
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1. When I met Juncker’s Diplomatic Adviser, Martme Schommer "’ i 4\
Sunday evening, she said that she foresaw three main issues for discussion:

N
- EMU;

—  Enlargement/Agenda 2000, including Turkey; ‘Z4
—  Jobs Summit.

2. On EMU, Juncker will plainly be interested to hear about the British
position. As far as the Luxembourg Presidency is concerned, the main
outstanding bit of business is economic coordination; and, specifically, the
French wish to enshrine in a Luxembourg European Council Resolution (or
have blessed in some other way) arrangements for meetings of the “ins”. The
Prime Minister might say that:

— it would damage the climate in the UK if we were perceived as
being excluded;

—  the underlying need for economic policy co-ordination could be
met by using ECOFIN better (at 15).

3. On enlargement/Agenda 2000 and on the Jobs Summit, I attach notes
containing, in each case, (a) messages the Prime Minister might wish to get
across to Juncker and (b) background.

]

Brian Bender
European Secretariat
Room 322, 70W

270 0044
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ENLARGEMENT/AGENDA 2000:
MESSAGES TO GET ACROSS TO JUNCKER

e  Vital that Presidency secures agreement at the Luxembourg European
Council on the opening of enlargement negotiations, in particular:

agreeing those countries with whom the EU will open enlargement
negotiations in early 1998 [we support the recommendations in the
Commission’s July papers];

the establishment of inclusive arrangements that will reassure the
other CEE countries that they are not being left behind. These
arrangements should include pre-accession strategies for each
country and a European Conference;

Turkey should have a place at the European Conference.

e Luxembourg European Council should also set some directions for the
further work on Agenda 2000. While unwise to try to be too prescriptive
at this stage, encourage Presidency to try to go as far as the market will
bear in giving guidance, notably:

confirmation of the 1.27% GDP ceiling for own resources;

recognition of the need for CAP reform, giving a green light to the
Commission to come forward with detailed legislative proposals
early in the New Year;

recognition that the overall cost of the Structural and Cohesion
Funds should be contained below 0.46% of EU GDP, both before
and after enlargement.
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ENLARGEMENT/AGENDA 2000: UK OBJECTIVES FOR LUXEMBOURG

' 3

Subject Commission proposals UK views Others’ views UK objectives for
Luxembourg
EU EU should open accession Support Commission Key partners (France, Germany, | To secure
Enlargement | negotiations with Cyprus (as already | recommendation to begin Presidency) support agreement to
agreed by the European Council) and | negotiations only with those differentiation. opening
5 of the 10 Central and Eastern candidates who are ready negotiations with
European (CEE) candidates (“differentiation”). Scandinavians still hanker for | Cyprus and 5
(Poland, Hungary, Czech Republic, “regatta start” to negotiations CEEs only during
Slovenia, Estonia) whom the Support Commission (on behalf of Latvia and UK Presidency.

Commission judge will in the medium
term be able to meet the economic and
political criteria for membership laid
down by the Council.

recommendation on individual
candidates.

Lithuania), i.e. opening
negotiations with all.

“Reinforcement” of the Pre-
Accession Strategy (the programme
for helping applicants prepare for EU
membership) through increased
funding and refocusing of activity.

Support Commission’s
recommendations in principle
(though with reservations about
some of the detail).

No significant dissent on
principle

Endorsement of
strategy (subject
to resolving
detailed concerns).
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Subject Commission proposals UK views Others’ views UK objectives for
Luxembourg
Enlargement | Establishing the European Support establishment of France shares UK view on Secure agreement
(cont.) Conference as a single forum Conference as mechanism (a) to usefulness of Conference in to establishment
(annually at Head of Government make CEE candidates not in 1* | managing Turkey. of and broad aims
and/or Ministerial level) for member | wave of negotiations feel of Conference
states and all countries “aspiring” included and (b) to reassure Germany highly sceptical - with view to
to EU membership (i.e including Turkey that its readiness for wary of Turkish involvement, inaugural meeting
Turkey) to discuss 2™ and 3" pillar membership will be judged on given opposition to Turkish during UK
issues (Common Foreign and Security | same basis as other candidates, membership. Presidency.
Policy and justice and home affairs). but commitment to or specific
timescale for Turkish accession. Greece likely to oppose Turkish | Ensure Turkish
involvement. participation.
Should cover 1* pillar, and meet
at official/ Ministerial level as Luxembourg Presidency also
appropriate. sceptical about Turkish
involvement.
Future Next financing period should run Ideally, would like period to run
financing of | from 2000-2006 to cover first wave beyond 2006 to avoid pressure for
EU of enlargement. increase following the first wave
of enlargement (but unrealistic).
Current ceiling on overall budget Strongly support Commission Net contributors strongly agree | To secure

(“Own Resources Ceiling”) should recommendation. (e.g. Germany, Netherlands) agreement to
remain (1.27% of member states’ 1.27% ceiling.
GDP). Unlikely to be any real pressure
from net recipients for increase
(but may be used for leverage by
e.g. Spain to preserve receipts).
2
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Subject Commission proposals UK views Others’ views UK objectives for
Luxembourg
Future No change in current financing Agree. Germany and Netherlands under
financing arrangements (ie to calculation of domestic political pressure to
(cont.) member states’ contributions) reduce net contribution.
UK rebate mechanism (the Abatement should not be on the | Abatement may come under To avoid any
“abatement”) to be reviewed after table. attack (e.g. as part of German suggestion that
first enlargement. tactics on own net contribution). | UK abatement up
for discussion,;
Others may argue that and any language
expenditure on enlargement is not | on scope of
covered by abatement. abatement.
Reform of CAP should be reformed, most Strongly support Commission’s | Sweden and Denmark support. | To ensure process
Common immediately in arable, beef and dairy | propesals as a step in the right is not blocked and
Agricultural | sectors, to (a) prevent build-up of direction; but they do not go far | Germany strongly opposes the Commission is
Policy surpluses, (b) prepare for enough in the direction of market reform (highly sensitive | able to bring

enlargement, (c) strengthen
negotiating hand for next WTO round,
(d) meet environmental and rural
development objectives

necessary radical reform (dairy
proposals far too weak; direct aid
to farmers to compensate for price
cuts should be degressive).

in run-up to 1998 elections).

Most others oppose direction of
reforms (France undecided) but
welcome emphasis on rural
development.

forward specific
proposals on key
market regimes in
time for
discussion in UK
Presidency (and
directional
conclusions from
Cardiff).
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Subject Commission proposals UK views Others’ views UK objectives for
Luxembourg
Reform of | Maintaining the ceiling on the SCF | Strongly support Commission Budget disciplinarians To avoid any
Structural budget (within the Own Resources recommendation (0.46% should (including France) support. commitment to
and ceiling) at 0.46% of member states’ be ceiling before and after preserving
Cohesion GDP. enlargement). receipts of Spain
Funds or others.

Earmarking a proportion of the
budget for new member states (thus

Support principle that SCF
should help poorest member states

Budget disciplinarians
(including France) support

To avoid any
commitment to

reducing existing member states’ the most, and that existing principle. preserving
receipts). member states must therefore receipts of Spain
take cut in receipts on Some net recipients (notably or others.
enlargement. Spain) strongly opposed to any
cut in receipts. Others (e.g.
Ireland) resigned provided there
are transitional arrangements.
Streamlining and re-orienting the Support in principle (though Broad support from others, Green light for
objectives of the SCF, in particular to | need to ensure that UK is not with nuances to protect national detailed
focus on unemployment and growth. | unfairly discriminated against e.g. | positions. Commission
through using unemployment as proposals early in
criterion). UK Presidency.

Maintaining the Cohesion Fund (aid
for environment and transport
infrastructure for poorest: Spain,
Greece, Portugal, Ireland) in its
present form, with continued
eligibility for those taking part in
the 3" stage of EMU.

Question need for EMU-ins to
receive Cohesion Funding (but
without making this a sticking
point).

Germany and others opposed to
continued eligibility of EMU-
ins.

Spain strongly defensive of
continued eligibility despite
EMU.

Silence on this at
Luxembourg.
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EU JOBS SUMMIT: MESSAGES TO GET ACROSS TO JUNCKER

e UK objectives for the Jobs Summit:

*  to get commitments at EU level on actions to be taken at national
level on employability and labour market flexibility (eg focusing on
long term unemployment and youth unemployment);

*  to do this through early implementation of the Amsterdam Treaty
Chapter on Employment, setting up a process which we will be
able to carry forward through the UK Presidency;

e  should involve:
*  the systematic exchange of best practice between member states;

*  through the setting of objectives in the guidelines and the resulting
review process and peer group pressure, real improvements on
employability and on structural labour market issues over the
coming years;

e guidelines need to place due emphasis on structural reform of labour
markets - essential if EMU is to be successful;

e need to take care in the setting of objectives/targets in the guidelines;
must avoid over-prescriptive, inappropriate or meaningless targets;
Officials should work together to ensure the right drafting;

e process. If Jobs Summit is to be a success, and guidelines adopted by the
end of the year, must be careful preparation to ensure the drafting of the
guidelines is got right;

e money. Welcome EIB proposals. Ready to examine refocusing of
existing planned EC budget expenditure (not new money) onto more
employment related activity (but don’t like interest rate subsidies);

e  Social Partners. Would welcome encouraging the Social Partners to
cooperate as appropriate to promote employability and restructuring of
the labour market; would not welcome it if an active role by the Social
Partners led to unnecessary/regulatory EC-wide legislation, eg on the
reduction of worktime/overtime. [If raised] Not attracted by idea of
regular meetings with Social Partners and troika of Heads of
Government.

I di421
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EU JOBS SUMMIT: BACKGROUND

Essen (December 1994) European Council Process

Prior to Amsterdam, considered as the authoritative European Council
statement on employment. It identified five key areas for measures by
member states:

e improving employment opportunities by promoting investment in
vocational training;

e increasing the employment-intensiveness of growth;

e reducing non-wage labour costs;

e improving the effectiveness of labour market policy;

e  improving measures to help groups particularly hard hit by
unemployment (notably the young and the long term unemployed).

A recurrent theme from the Presidency and others is that the outcome
from the November Jobs Summit must be seen to go further than a re-
statement of these Essen priorities.

Chancellor’s Jobs Initiative

Launched in early June. Details attached.

Amsterdam Outcome

Employment Chapter. Calls for:

e  “A co-ordinated strategy for employment and particularly for
promoting a skilled, trained and adaptable workforce and labour
markets responsive to economic change ...”;

e the adoption annually of “guidelines which the member states shall
take into account in their employment policies”; and an annual
examination of the implementation of national employment policies
in the light of these guidelines.

d1420

0073.tif



Amsterdam conclusions. Contained:

the remit for the Jobs Summit, to “review progress in the
implementation of, among others, the initiative concerning job
creating potentials for small and medium sized enterprises, a new
Competitiveness Advisory Group, the study of good practices on
employment policies of the member states, and the initiatives of the
EIB in creating employment opportunities”;

a Resolution on Growth and Employment “with British ideas at the
centre of it” (PM’s post-Amsterdam Statement).

Preparations for Jobs Summit

i;

ii.

di420

Format. The Presidency envisage a standard European Council, with
participation by Heads of Government and Foreign Ministers only. To
date, no other member state has objected to this. ECOFIN and
Employment Ministers would be involved in the preparations, including
at a joint meeting on 17 November;

Content. The Luxembourgers envisage the output of the Summit to be
Presidency conclusions, covering four main areas:

a.

joint (ECOFIN/Social Affairs Council) report on employment

judging by previous such exercises, likely to be a worthy but
unexciting piece of work. Expected to be finalised by the Joint
Council on 17 November;

list of examples of good national practice

a useful exercise, based on inputs from each Government over the
summer;

money
likely to contain two elements:

e EIB proposals: to set aside 1bn ecu from the Bank’s
reserves to finance, notably, investment in small and medium
enterprises (especially in the high technology sector); lending
in the health and education sectors and greater emphasis on
environmental projects; and where necessary a higher
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proportion of funding from Trans-European Networks and
related infrastructure projects. We welcome this;

EC budget contribution. Discussions are taking place
within the European Parliament on creating headroom within
the planned budget levels for 1998 for additional expenditure
on employment related activity. The front running idea is
loan guarantees for SMEs. We have no final view on this,
but preliminary thinking is that we can welcome a
refocusing of existing planned levels of expenditure
towards employment-related activity (but not new
money). A possible use of such money could be to fund
demonstration projects in the member states on eg
employability;

Employment guidelines

the idea is that there would be early implementation of the
provisions of the Amsterdam Treaty Employment Chapter, with
guidelines adopted by the end of the year in the light of the
conclusions of the Jobs Summit. The Commission have tabled a
draft (copy attached), which contains some good news:

a structure and language heavily influenced by UK thinking,
covering four themes: entrepreneurship, in particular the role
of small firms in creating jobs; employability; adaptable
labour markets; equal opportunities;

a process of follow-up very much in tune with British
thinking: largely bottom-up, involving detailed action plans
by member states to be updated and monitored on an annual
basis, reinforced in some areas by member states identifying
their own quantified targets.

But some less welcome elements:

some numerical targets at EU level (eg member states’
efforts “could lead” to increase in employment rate to 65%,
and reduction of unemployment to 7% within five years; the
combined effect of recommended measures on long term and
youth unemployment should reduce the rates of each by half
within five years);
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e an active role for the Social Partners. We would welcome
this if it provided a way of promoting employability and
restructuring of the labour market; we would not if it
foreshadowed regulatory EC-wide legislation (eg on
reduction of working time).

Initial reactions from other member states show some hesitation about
any numerical targets (the Germans are the most reserved). Juncker’s
views are:

e he is not attracted by the Commission’s ideas on numerical
targets, but instead envisages seeking agreement on a handful
(3-5) of quantified labour market policies (eg 725% of
unemployed to be subject to active labour policy measures;
all youth unemployed to be given a start within 76 months),
with the method of implementation being left to member
states;

e  he wants the outcome of the Jobs Summit to give
encouragement to the Social Partners. One idea he has, for
discussion with the Prime Minister, is for a Troika of Heads
of Government of the present, past and next Presidency to
meet with the Social Partners every six months to take stock
of implementation of the guidelines.
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3 June 1997

.\’Is Moira Wallace Q

Private Secretary to the Prime Minister
10 Downing Street
LONDON Swi
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GETTING EUROPE TO WORK R

I_attach a note on employability, growth and inclusion in the EU which the Chancellor
circulated informally to Finance Ministers while attending today’s meeting of ECOFIN
in Luxembourg.

The note expands on the letter :e Chancellor circulated to Finance Minister colleague:
last week by focussing on the UK.’s ideas for achieving more employment.

I am copying this letter to Private Secretaries to the F oreign Secretary, the President of

the Board of Trade, the Secretary of State for Education and Employment and to
Jan Polley (Cabinet Office).

pec G e
@ Ac BGA ®£B /mj}

N I MACPHERSON
?{v ¢ / > Principal Private Secretary
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‘MPLOYABILITY, GROWTH AND INCLUSION IN THE EU

Outline of draft UK Employment Programme for submission to
ECOFIN Council.

Introduction

This note sets out initial UK ideas for the content of a UK
Employment Programme in the context of the ‘Getting Europe to
Work® initiative, and in particular point (1) of our Action plan,
aimed at focusing ECOFIN work on enhancing job creation - to
bring real jobs within the reach of all, including those now
excluded from the labour market.

It is clear that we now need to set a new agenda for employability,
growth, ;ob-creating flexibility, which means adaptability to
changes, and inclusion in Europe. Employability is the key to a
cohesive society which offers opportunity to all its citizens: to
ensure that economic change and the pursuit of sound
macroeconomic policies are consistent with providing individuals
with real and lasting jobs, and that everyone can share in the
rewards of a more dynamic and efficient economv. Both

While each of our economies faces different challenges, we need
to focus our efforts in particular on five broad areas:

2 Pramatina ecanamiec arawth and cetahilitv

s
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T Investing in human capital

. Helping people from welfare to work

- Improving the workings of markets

- Creating a fair and inclusive society

For the UK this has the following implications;

Promoting economic growth and stability

- The UK has had slower growth of outpuf over the past 18
years than many of our major competitors. As a result, the
UK has slipped down the international GDP per head league
table since 1979. The UK's GDP per head is now below our
major competitors.

- The UK's poor record of economic stability has stunted
investment and pushed up long-term unemployment. Since
1979, the UK has experienced the two deepest and longest
racessions since the war.

We therefore need to ensure macroeconomic stability through

policies for stable money, sound budgets and open markets. We
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’eed to raise the trend rate of economic growth by nurturing
investment in industry, skills, infrastructure and new technologies;
recognising that government has an important role to play in
creating the right environment in which investment grows and
business flourishes. We should promote investment and make
imaginative use of public-private partnerships across the whole
range of public sector activity. We should recognise the important
role of Small and Medium-sized Enterprises (SMEs), and remove
unnecessary red tape.

Investing in Human Capital
- The education system has failed to equip Britain adequately
to become a high-skills, high-pay economy. 20% of our

young people leave school without basic literacy and
numeracy skills.

We should improve basic skills in schools, and help people to
make the transition between school and work: by reducing the
costs of economic and social failure we can raise the proportion
of national income spent on education. We should promote
lifelong learning, and determine the appropriate roles of
employers, the individual and the state. We should balance new
opportunities with new responsibilities.

(IR S WA
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Qelping people from welfare to work

- Approaching 1 in 5 working age households have no-one in
work and the social security bill has nearly doubled, in real
terms, since 1979.

We should improve work incentives in the tax and benefit
system, and look particularly at the way they interact. We should
find opportunities for young people to work and train. We should
reduce long term unemployment, and provide opportunities for
lone parents, older workers and disabled people.

Improving the workings of markets

- The UK has not got the balance right between minimum
standards and labour market regulations. It has no minimum
wage, has not signed the Social Chapter and has failed to
promote competition by reforming competition policy.

We should introduce structural reform in product and labour
markets. We need to complete the single market, and reap the
benefits in better living standards for all our people.

Many countries are taking steps to reform labour markets and
to achieve greater job-creating flexibility, which means adaptability
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.o changes. But we need to move faster if we are to encourage
greater job creation. We should develop a framework against
which to judge labour market regulations. We need a sensible
framework of minimum standards, with the interests of those
without work reflected alongside those with work. We need a
sensible balance in industrial relations law which helps employers
to recognise their employees as partners in the enterprise. We
need to look to reduce non-wage labour costs, particularly at
the lower end of the labour market.

Creating a fair and inclusive society

- Inequality has risen faster in the UK than in any other major
industrialised country since the late 1970's. UK workers
have no guarantee of a minimum wage.

- The bottom 10% of households have suffered a 13% fall, in

real terms, in disposable income after housing costs.

We need to manage the human consequences of change and
reduce inequality . To this end, we must recognise that by
promoting job creation, greater investment in skills and welfare

which wages cannot fall, set at sensible levels. We need fair
taxes, which encourage work and opportunity for all and promote

a fair society. We need to address the problem of social
exclusron-

;

+

0082.tif



0310 "97 17:23 FAX 0171 9235 6995 Dept for EAJ&En D171 925 6995 @002:009

1 October 1997 .
Commission Cammumeation

Proposal for Guidelines for Memper Statas Employment Palicies 1998

1 The European Council in Amsterdam was a watershed for employment policies in the
Unian. With the adoption af the employment Title, the Heads of State and
Govemment agraed that employment should be considered as a matter of cammon
cancam. Building on the existing pracedure launched at Essen. the new Trasty
rainforces the coordination of national employment policies and farsseas the
establishment of common guidelines which can in dua course lead to
racommendations to Member States.

Following the Amsterdam 3agreement to anticipate the application af the new
employment Tide, the Commission now presents these guidefines as a framawork
for diacussion at the extraordinary European Couricd on 20/21 Novembar. The
Commission will, on tha basis of the Presidency's Conclusions from the Jobs
Summit. present a final proposal for adoptian by the Council.

It is important to understand tha assence of this exercise. The new Treaty has
launched a process which enables the Member States to consider the empioymant
situgtion each year and adopt guidelines for their natienal employment policies. The
latter must, of course, be parc of an overall integrated approach which 3igo involves
sound macroeconomic poficies. 8 functioning Single Market and the taking of
emplgyment into eccount in all Community poticies.

A window of opgortunity

After a period of slow growth. the underlying conditiona necessary for sustained
growth in output and employment in the €U are now in place: inflation s at an
historie low: public finances are in a much sounder position; business profitability
has recovered strongly; axports are rising sharply and confidenca lavals ae much
iinproved. Cortinued macrosconomic stability and the realisaton of EMU, a3 well as
the completion of the Single Market in accordance with the Action Plan adopted by
the Amsterdam Euwropean Council. will underpin and sustain this process.

The current cyclical uprurn and these improved Prospects must not, howaver, lead to
comotacency. Tackling the oresent levels of unemploymant in the EU requires a
nrotracted oeriod of swong arowth, but growth alone cannot solve Europe’s

snough news jcbs. inadequate werkicree sidlls, failure 19 adapt to now pattems ot
work and nequality of opportumities. Thare (s, thersfore, a need for continued
medium and lung-tenn. siructural refunus. Experence shwows that such reforms we
best impiemented mn a ciimawe of growin ang nsmgy demand. Govemments shoukd.

therefore. consider the improved Qrowin Prospects as a wmndow of opportunity tor
bald structural refarms of their empoloyment systems.

The present Cuidelines do not =a! for increased expenditure but rather a
restructuring of expenditure. a retorm of banefit and taxation systems and a move
from passive income SUPPOrt measures 10 aroactive policias ¢o as to mIximisa the
ratura on existng budget outlays. In particuiar, palicy changes are needéd o
gohance the capacity and swillingress of erterprisas to icvast and to giva individuals
thae apportunity to meet tha evsr-growing damand for new skilla and versatility in the
face of increasing technalogical change.
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These quidelines are. therefcre, aimed at ensuring thar the economic recovery is
accompanied both Ly 3 high levet of job creguon and 3 ctable macroeconomic
anvironment. and that this favourable combination is sustained. To achigve this
objective the Commission believes that iMember States will have 10 strengthan their
focus on four main lines of action in their smployment policies:

¢ Entreprensursiip:
o _Empigyability;

¢ Adaarabifity, snd
» Egual opportunities

These actions must form part of an integrated approach snd be drawn together into
a comprehensive strategy. This integrated approach offers the best conditions for
achieving both the flexibility needed to adjust to changing market conditions and the
security of goed jobs needed by waorkars.

mmpmnmammkmwmmmmwm
S Ststos that refiect their own circumstances but wmech are drswn up and
impiemented within a common European framework of objectives snd guidolines.
This process must be interactive. involving both the Meamber States and the Undon.
The action pians will need to be updated and monftored on an anmual basis.

The main challengs

The EU's longer term objective must be to move progressively towards an
emplovmant rate of over 70% in line wrth those of its man trading partiers. in
crder to achieve this. Member States must in the medium tarm commit themseives
to ambitious employment targets and policies whila seizing the opportunities
atforded by growth and macreecanomic stabifity. Considering the current favourable
cutiook for economic growth, the combined efforts of the Member States based on
these guidalines, with EU support wiere appropriate, could result in an increase of
the current employment rate of €0.4% ta 65% within § years and a reduction of the
unemployment 7ate to 7%. This will imply the creation of at least 12 million new
jobs. N o

in this paper, the Commission has sougnt to focus on actions which, drawing on
Member States’ experiences and best practicas, can be expected to hava a real
impact and added-value.. Mereaver, while racognising that the employment and
labour market situation differs bctwveen Memhber States, these guidslines sat out
some ambitious Targets in order to focus the attention of golicy-makars ar all levals.

Stimulating entrepreneurship means creaung a climate where companies can thrive

and individuals are encouraged to explort therr creative energies and naw ideas to the

full, theraby creating new jobs. One third of the jobs in the private sector are in =
micro-entarorices of less than 10 pzoovie, whils another third are in enterprises of

less than 250 peapte. Most new 10Ds are created in these emaerprises. I Europs is to
cucceed 1n meeting the icbs chailenge, it has to create mare iobs by stimulating tha
groveth of these enterprises, peruciuarly in the servicas sactor. This requires a new
enTepranaurial culture. L

The preconditions for this are aireagy in piace. Europe is not short af innovative
ideas or talented individuals and it is more than capable of competing on the world
stage. But Europe has yet to realise its full porential. There is an urgent need for co-
ordinated and sustained afforts by ail Member States to create 2 better businass
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envirgnment and a new cntrepreneunal cuiture capable of transforming this potential i
inta jobs. There is clear evidence thar policies which t3ke 3 comprehensive
approach towards anrreprensurship are most successful.

However. the naed for enuepreneurship and job creation extands further and
axperience has shown the significamt potential for job crestion st local level and
within the social economy. These new sources of employmant nesd to be expioited
much more decisively, particularly &s regerdgs sefvicas to people and to local
commumities, and the not-for-profit sactor. Local emplayment initistives and
Tearritorial Pacts bringing together all involved at local. regionsal and nationad feveix, in
a broad partnershio approach hava proved particularly effactive. The lessons drawry
from these successful experiences need to be promoted as part of 3 wider local
development drive throughout Europe.

Moteover. Europa must harness new technoiogy and innovation far the creation and
development of enterprisas and the promotion of environmentally sustsinsbie
production and consumpton pattemns. Member States shouid develop strategies to
promote access to tha Information Society at all levels, thereby stimulsting the use
of new technology end the creation of jobs in naw and axpanding sectors. The
Member States must also significantly Seast RTD expenditure as g percentage of
GDP, thereby raising the Europesn average from 1.9% 1o 2.5%, $0 as o match its
global competitors, while st the same time encoursging more effective sharing of
inngvation and new technologies through reinforced caoperation between large,
maedium and small enterprises.

Eurthar afforts are required, however, to promate a new culture of entreprensurship
in Europe:

up and by ptoviding a clear, stable and
predictable set of rulex. Membar States should raview and simplify the
administrative burdens on SMEs, taking into account the new proposals to be
¢aveloped by the Business Environment Simplification Task Forcs.

< particular attention shouid be grven to reducing significandy the overheaad
costs for enterprises of hiring an additional warker.

<  the gbstacies, especially thage within existing so0cigl security regimes, to
peopls mowing from empioyment to seif-employment and setting up micro-
emerprises need to be tackled ang axsting regulations must be adapted to
facilitate sasier Cransivon 1o s&if-employment.

Deyelop the markars for vemture capital, thereby mabilising Europe’s wealth
behind entrepreneurs end innovators. Member States should examine the specific
needs of SMEs as regards financing, principally in the form of equity or guarantes
capital, building on EIB initigtives in thkis area.

< 3 pan-European secondary capital markat should be establishsd by the year
2000.

Make the taxation system mare ampioyment friendly., In order to encourage
enterprises to create new iobs, Member States must exploit the curresnt
favaurable macrogconomic climate to finally reverse the average long-rerm trend
towards higher taxes and charges on labour {which have increased from 33% in
1980 to over 42% in 1985). Each Member State should

3 set a target for reducing the tax burden on labour. while maintaining udget
neutrality, with a view tg achieving substantiel progress by the year 2000.
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The Commisgion will support Membar States 10 theic aefforts to give mare attention Y0
amreprensurship in aducanon and training systams, idemify current obstacies and
disseminate information on good prectice and new initistives. and will {sunch an

Egtregreneyrship in Europe Initistive to drive this process ferward.

- ; of R
in its werkforce. Europs has great potential tor economic growth and prospenty.
There-are ahout 18 million unemplayed and a further 8-9 million peopla who would
like to work if thay thought they could get a job. To turn this potertial into reality. a
new culturs of smployability has te be developed. Employability means the capacity
for psooio to bs employed : it relates not.only to the adequacy of their skilis but also
incentives and opportunities offered to individuals te seek employment.

The ageing of the Union's warkforce snd the !ast pacc of new technoiogy means
that Eurapa is {acing an svar-ncraasing skills gap. Enterprises are looking for naw
and sdequate skills, but most of the unemployed have .old skills or no skills.
Morsover, many young peopie isave school early, or without any quaification, whila
large parts of the tabour farce have very little access o adult education ard trainirg,
in particular those with lower skills and non-standard work contracts. Less than 10
per cent of the unemploved are offered traiming. G

Byt training alone is nnt enough. There is 3 clear need to maks bermfit and taxaton
eystems more amployment-triendly by promoting active measures that favour
emplayment or cncourage people of warking age to acquire new skills arxd update
axisting skills. Member States are spending abowt ECU 2C0.000 million on their
labour market policies but only ove third of this is spent on active measures. Al
social transfers should be examined (o see whether thay could be used more
etfectivelyin promoting renabilitation. reintegration, training or work axpensnca.

The capacity of Member States’ empioyment sarvicas 1o hslp jobssakars should te
rafarmed and strengthened in iine with best Giaciuca, in particular by explaiting new
information end communication tecnnoiogies. Employment offices should also
strengthan therr role vis-a-vis employers by improving the level of marker penstrstion
in order ta enable them to fulfill their double mission of providing empioyers with
adequately skilled jobseekers and the iob seekers with job gpportunitigs. Passiva
unemployment support should be reqarded as a last resort

= ment. Membar States should adept
praventive anu emuluyabilily-orisniad swatgeges built on early identification of
individual neeas and eariy action and ensure that

< avery unemploved adull is offeced 2 new start - in the form of a job,
traiming. reraining, work practice or cther employability measure - bafore E
faachirg twelve monihs u! unempioymant.

< avarv unambloved vouno corson is given such 8 new start before reaching
six months of unempinyment.

The combined effect af praventive and reintegranion measures can be expectad to
reduce the rates of long-term ana youth unamployment in the Member States by
haif within 5 vears. This will aiso improve the employment situation of the
dizahlad, many af whom are long-term unemoioyed.

0086.tif



0810 97 47:26 FAX 0171 925 6995 Dept for EJ&En 9171 S25 6995 @006/ 009
83-0CT-1997 17:33 FROM 2735986 TO 730606995 P.os 2
. 5

- 'Ease the transition from school to_ work, Employment Lraspects are paor for the

10% af young pe3gle who crap aut of the school systam early and many of the
45% wha do not complete upper sccondary education. Membar States must
soek to .

< raduce the numbers dronping aut of the sducation system earty by haif
within five years and reduce prograssively the share wha do not compiets
upper secondary level.

> soprenticeship provides a particularly effective way of equipping younyg
people with relevant skills and Member States should, where necessary,
| significantly increase participation in apprenticaship training in line with the
| best performing Member States and improve their systems accordingly.

« Mgve from passive to active megsutes Benefit and training systems should be

revicwed and adaoted to ensure that they actively support smployability and
provida clesar incantivas for the unemployed to ssok and takes up work or traimng
opportunities. Each Mamber State should

- set a target for the number of people to be transferred from passive
income support to active emalovability-related measures,

¥ seek to incre3ase the numbers of ynemployed who are offsred training
from tha current EU average of 10% towards tha average of the three bext
performing Member States i.g. above 25%, within 5 years.

< consider how reducing the cost of hiting luss skilled workerg through
messures sucCh as Targeted recUCTONS in non-wage labour costi, can be
betrer tinked o mesasures designed tu boost skil levels.

* Develop 3 DArgTship approgch. Soth enterprises and the social partners .should
be invalved in joint efforts to invest Europe’s wealth in its future by offering the
necassary work experiencs/training positions. The Sacial Partners are urged to

<* conclude az soon as possible 3 frameweark agresmant to open warkpiaees
across Europe for training, work practice, trgineeships and other forms of
employability measurés and 1o sgree an the terms snd conditiona.

=» continue the impressive contributisn which thay have made over the past
five years tv the waga moderauon which has comributed 0 mueh to the
impraved economic autlcsk sad tha improved prospects for now r job craation.

I In so far as the Structural Funds are concerned. a significant leval of investmant

dlready goes towards underpinming Member States’ efforts 1o promote higher skills,
the actvation of labour market noiicies through targeted measures aimed ar
prevertung long-term unemploymant. snd at tha promotion of entreprensurship and
adaptability. In the next pregramming period, Member Statas should sesk to further
increase the level of structural furding stlocated to  their human resource
development policies and activities. in the shart term, Member States should avail
of the current mid-term review 10 reinforce the employment contant of their
Srructural Fund pragrammes.

The Commission will support the Member States inl developing their employment
services by orgamising the exchange of knowledge and experiance as well os
developing benchmarks for the improvement of their performance. It is essential to
remove the remaining obstacles 0 !abour mobiity while impraving the flow of
miformation on job opportunities and incentives to mobility, and the Commission will
shortly prasent 2 package af rmaasures 1 heip achiave this objactive.

L e B T e T R ] h
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IV, Promgre and encourage adaotability

i1 Cufope., as eiSewnere, entororises are undemoing a period of jundamenta
restructuring brought on by new technologies and new merket conditions. This is
visible in the form of margers and acQuisitions. naw products 8nd services and
greater competition, all of which are affecting individual entarprisss end lsading to
new work pattems. °“Through this procsss a nNew aconomy iS emerging with
technolagically mora advanced enterprises and with a growing services sactor, oftan
in the_form of new small firms.

The cspacity to adapt is decisive for the viability of enterprises, and thew abdity to
coize new cppontunities. @s well 2s for emplayment end job sacurity. Howavar,
warkars oftan faal that thay have not bean adaqusataly informed and consulted, and
may seo little prospect for a good jobd and a Jatent income after restructuring or
downsizing. Member States snouid, therefore, make the adaptability of emterprines.
anmd of those empioyea In emerpnses. one of the main objactives of their
asmploymare palicies. Tha Social Psrmars have a kay rols to play in this regard.

= Modermise work orgamsatien  in order !9 promote the medernisation of work

crganisation and working patterns:
" Socisl Partners should

= negoudte, at the aJppropriate |eveis, parmicuiarly in €CONOMIC SACtOrs

_ undergomg rajor structural change. agreememnts on work organigaton and
flaxible working arrangements, including where appropriste reductions in

i working time, with the aim of making enterprises productive and competitive,

~—and achieving the required balance batween flexibility and sequrity.
Member States shouid

= put in placs 3 framewerk for more edeptabls forms of contract, taking
into account that forms of employment are increasingly diverss. Thasa in
. non-sidmlard work shouid be given graater security and occupational atatus
and thoss wno opt 10 work reduced hours should not be penalised in terms of
career progression or in tarms of maintaining social =acurity protection-—

« S e 4 in_samsrprizes, In grder 89 renew skill lavels within
starprises, Member States should

= remove fiscal and other cbstaclas to the promemian of investment in
human resources and ofter tax incsntuves for the develapment of in-house
r3ining. ncentives iz workers o 2wail of fraining opportunities should. also
= iEoancoursgad:

\f ~ = refocus their Stata Aid colicies on upgrading the lsbour force, the
creation of sustainable {cbs and efficiently functioning labour markets, while
respecting Communnity state aid sravisions.,

Tre Commission will aszist thie procsee by praomoting its policies for a new
szganisaticn of work, snd infarmaton and consuitatien cf workars in rospect of
decisions allecling e as weil as Gangowy forward clear guidelines concarning
training aid.

g A
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There are sound economic and social reasons far a reinforcement of tha efforts of
Member Ststes 10 PFOmMOteé equal OPPOrTUNITIES in the labour market. Whila the
smployment Situation of women has improvad over recant decades, unen}pioymem
i higher for wamen thn for men (12.6% as against 9.7_9&:) and their rate of
garticipation in work is iower (60.2% zs Jgainat 70.4%). Within work, women are
averrepragentad in some sectors and professions and undar-representsd in others.
Thess iabour market rigidities. witich impeds Ewopd’s Copacity f0C growth and 10b
crestion, must be tackied.

Ae the Commissiom's Demography Repores have outined. the working age
copulation is now growing much slawss than it gid during the last 20 years and ovsr
the next decade it will start to dacine. in the longor term, tharafora, the growth in
empioyment necessary to Susisn ouf living standards and tha Europaan social model
is critically dependent on an increass in the participation of womean n the (abowr
force.

« Tackle qender gaps: Member States should translate their commitment to equality
sf cpportuny into increased emplayment rates for women z2rd breaking down
gendsr segregation, snd

< moke consisternt efforts to reduce the gap in unemployment rates

hatween woman and man hy actively supportimg the incraased employment
of women.

« Reconcile work and famity fife: Policies on career breaks, parertal leave and part-
tme wark ars of particular impartance 1o women. Implementacon of the various
Dirsetivas and social parmer agreaments in this area should be accelerated and
monftored. There must be an adequate provision of oood quality care for childran
and other dependsnts in oTrder 9 suppert women's entry and continued
samicipazicn in the lsbour marker. Mambear States sheuld

> seek to raise lavels of care provision. using the standerds of the best
! performing Member States as 2 benchmark.

» Eagiliggte retyrm to work:  Specitic attantion should be given to women
considening a fetun to the paid workforca after an apsence. They may face
prablems of poor employability due to outmoded skills and may have difficulty in
aceessing training gpoortunities if they have not besn registerad as “jobseekers”.
Maoraover, taxation and benefit systems may interact ta reduce finamal

incentives to seek work. Member States should address these and other
ohetacies. j

Abovs 3ll. Mamber States should, :» developing, implementing and reporting on
these guidelinas, take int2 2ccount the particuler labour market sruation of woman,
Spacific stratggies o promete enrerreneurship 2mong women, (o imprave their
smployability and adaptability shouid Se caveloped.

Vi, implementatign of the Guigetines

Membar States should, from 1998 onwards, report on the implementauan ot these
guidelines; they should highlight cheir best practicas and their impact on
employment for examination by the Commission and the Council. The Commissian
will present o proposal ta ensure 2n agresd comoarahble database in Member States,
and sareed indicators, in arder 19 montor tive implemantation gt these guidelines.

In preparing the 222 guidelines. vmg Commicsian will axaming how gech Membe_r
Staie has laken the cuifent guidainss into  3ccount in implamanting their

—~— mmr G AF Am. e
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PRIME MINISTER’S MEETING WITH JUNCKER, 9 OCTOBER
CHECKLIST OF POINTS TO MAKE

EMPLOYMENT SUMMIT

- Successful Employment Summit a priority. Jobs will continue
to be top of the agenda during the UK Presidency. Appreciate
your efforts to ensure Summit produces concrete results -
agenda now shaping up well.

- Much to welcome in Commission’s draft employment guidelines.
Good basis for further work. :

- Key problem: targets. EU-wide macro-economic targets
proposed by the Commission are meaningless and should be
dropped. But agree that concrete policy targets are needed to
put pressure on Member States. Support your suggestion of
targeting intermediate policy goals rather than outcomes.

But these need to be realistic - eg can offer every young
person an opportunity, but can’t offer them all a job.

- Also need language on the need to modernise labour markets
to ensure they are responsive to economic change. This does

not mean deregulation but appropriate regulation.

- How do you plan to take forward work on the guidelines?

Important that Member States have the opportunity to discuss
them in detail and to amend them before the Summit - otherwise
Heads will waste time arguing over details.

-~ On spending, welcome EIB’s proposals to increase lending in
support of EU’s employment objectives. Less sure about
your/EP’s proposals to fund loan quarantees to SMEs - is this
the most effective way to use Community funds? If money
available in the EC budget, may be better to use it for
demonstrator projects in individual Member States, which would
inform Community work on best practice.

- Aware of your ideas for increasing the involvement of social
partners in Community work on employment. Would welcome an
active role for them, if this provides a way of promoting
employability and restructuring labour markets. But not
convinced of merits of holding high level meetings between
the Troika and the social partners.

- Attendance - important that Ministers responsible for
employment policy domestically fully involved in preparations.
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EMU

- What do you plan to achieve on EMU at European Council in
December?

- UK Presidency: efficient and impartial in all respects; no
hidden agenda.

- UK domestic debate: unlikely to join on 1 Jan 1999. There will
probably be a Government statement by the end of year. Government
has stimulated debate on merits of membership, and pushed forward
debate on implications for business.

AGENDA 2000

- Enlargement a priority. Look forward to December Council
focusing on early opening of enlargement negotiations.
Appreciate excellent work of the Luxembourg Presidency which
will help to make this possible.

= Important we begin accession negotiations only with those
applicants who are ready.

- At the same time enlargement must remain an all-inclusive
process. Need a pipeline to accession along which all
candidates can move at their own pace.

- That is why reinforced pre-accession strategy important.

- European Conference crucial. An important forum for all
countries with an active application for membership (including
Turkey) .

- Conference should allow practical progress on areas of common
interest. Look forward to hosting inaugural event in London
early in our Presidency.

Reform of key policies essential for successful enlargement.

Agree CAP reform particularly important. Commission’s ideas

= involving significant price cuts - in right direction.

But believe more radical strategy needed if EU is to meet
coming challenges: WTO (negotiations beginning at turn of
century) and enlargement.

- Reform of Structural and Cohesion Funds also overdue:
arrangements need to be affordable, efficient, durable and
fair.
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- All existing Member States will eventually have to expect
reductions in receipts if costs are to be contained. Future
cuts should be handled fairly.

- Council needs to go beyond stating that Own Resources
ceiling should not be raised above 1.27% GNP: must stress
that actual spending should be well below this ceiling, not
least to meet long-term costs of applying the acquis in new
Member States.

- Council should stay off UK abatement. UK will be unable to
accept any prejudicial change, or any hint of it in the future.

- Luxembourg conclusions should:

= agree to open accession negotiations with those that
are ready while reinforcing pre-accession strategy.

= endorse European Conference (to include Turkey) and
invite UK Presidency to establish terms of reference.

= recognize that policy reform is essential for
enlargement to be successful.

= confirm 1.27% Own Resources ceiling and desirability
of keeping actual spending well below it, since spending
should not increase in line with GNP.

leave UK abatement unchanged.

endorse early reform of CAP to improve EU
agriculture’s competitiveness and ensure successful
enlargement.

= endorse reform of Structural and Cohesion Funds that
is efficient, affordable, durable and fair and keeps
cost well below 0.46 % of EU GNP.

- Most important task for Council is to get process right and
on track ie by calling for accession negotiations to begin and
for Commission to table policy reform proposals early in 1998.

- Récognise that some Member States’ views are very different
from UK’s. What problems do you expect before Luxembourg eg
from the Spanish? Plans for avoiding trouble?
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Foreign &
Commonwealth

Office

8 October 1997
London SWIA 2AH

Vezr I :

Meeting with the Luxembourg Prime Minister

The Prime Minister will visit Luxembourg on Thursday
9 October for a working dinner with Juncker, before going on
the following morning to Strasbourg for the Council of Europe.

Juncker is likely to be focusing on how to achieve
sufficient consensus for a productive outcome at, most
immediately, the Job Summit on 21 November and thereafter the
mid-December European Council. We suggest that the Prime
Minister might therefore concentrate on what the UK would like
to see from both events; and that the discussion be
restricted as far as possible to the three key issues of
employment, EMU and Agenda 2000.

We suggest starting with employment. The brief reflects
discussion this morning between senior Cabinet Office,
Treasury and DfEE officials (Bender/Sedgwick/ Tucker). We
suggest concentrating on the two main decisions: the
Commission’s guidelines and money.

We agree with Juncker on the need for concrete results,
and that the Commission’s draft guidelines are a good basis
for further work. The Prime Minister might explain why we
think the notion of EU-wide targets misconceived, but agree
that intermediate policy goals may be a better way of
committing Member States to concrete policy targets, provided
these are realistic.

We also need to stress the need to modernise labour
markets (the guidelines’ most important omission), taking into
account the sensitivity of this for Juncker. Handling will
also be important: the Presidency need to give Member States
an opportunity to amend these before the Summit, so that all
detailed points do not have to be raised at the Summit itself.

The Prime Minister might set out our views on the other
big issue of spending, explore the Presidency’s plans for
involving the Social Partners, and finally touch on attendance
(Juncker himself covers all three portfolios in the Luxembourg
Government) .

Qe
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What is the broader underlying message? Juncker seems to
have concluded in May that the new Government’s policies,
particularly on employment, were not much different from its
predecessor’s. The Prime Minister might want to show clearly
and unambiguously why that is wrong, and underline his
determination to work for a positive outcome that is both
realistic and deliverable. It will be a question of
convincing Juncker psychologically, as well as on the
substance. It would be useful here for the Prime Minister
also to explain again his vision for Britain in Europe.

On EMU, the Prime Minister might check Juncker’s plans
for the December European Council (not clear that it can in
fact do more than reaffirm the existing timetable); and
underscore our determination to fulfil our Presidency
responsibilities scrupulously (some lingering Luxembourg
suspicion here).

Finally, on Agenda 2000, the Prime Minister might set out
our view that the December European Council should agree
conclusions on enlargement which allow the early start of
accession negotiations with those applicants who are ready
("differentiation"), while approving the reinforced
pre-accession strategy and the European Conference.

On policy reform and future financing, the Prime Minister

could offer some ideas for the December Conclusions, and
stress the need to get the principles right, while recognising
that these are lengthy negotiations and Member States will
continue to disagree on the detail for some time yet.

I enclose a copy of Nick Elam’s scene-setting telegram,
and briefs on these three issues, plus a copy of the
Commission guidelines on employment and a short summary of the
Agenda 2000 proposals.

I am copying this letter to Gabs Makhlouf (HM Treasury),

Alun Evans (DfEE), Jan Polley (Cabinet Office) and to
Stephen Wall (UKRep Brussels) and Nick Elam (Luxembourg).

o
Dovminsue

(Dominick Chilcott)
Private Secretary

John Holmes Esq
10 Downing Street
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BACKGROUND
)

EMPLOYMENT

1. The Presidency’s plans for the 21 November Jobs Summit
are now fairly clear. Four dossiers will go to the Summit.

(i) a proposal for increased EIB lending;

(ii) a Jjoint ECOFIN and Social Affairs Council
report on employment;

(iii) draft guidelines on employment (as foreseen in
the Amsterdam Treaty;

(iv) a summary of employment good practice in the
Member States.

The two main decisions for the Summit will be on the
guidelines and on money.

2. The Commission published its draft guidelines last week

‘. (copy attached). They focus on four themes - employability,
adaptability, entrepreneurship and equal opportunities - which
fit well with UK priorities and show the Commission have taken
on board much of our agenda. The language on follow-up is
also good - Member States should produce detailed action plans
on employment which will be updated and monitored on an annual
basis.

3. Not everything in the Commission draft guidelines is
welcome, however. In particular they contain EU-wide
quantitative targets for unemployment and employment rates, as
well as various lower level objectives. Such targets are
head-line grabbing. But they ignore differences in employment
situations in different Member States (the unemployment
target, for example, is above the current UK rate); and will
be hard for the EU to deliver on. UK scepticism about the
value of EU-wide targets is shared by most other Member
States, though most also see a need for some sort of targets
" to give the guidelines teeth.

4. One solution would be for individual Member States to

set national targets appropriate to their circumstances,
within the overall objectives set out in the guidelines.
Juncker is reported to prefer intermediate targets, focussing
on means rather than ends. At the SAC on Tuesday he
suggested:

- an offer of a job or training to anyone who has been
unemployed for a year;

- a job for every under 25 year old;

- cuts to overtime working.

The first two of these could fit well with our domestic
agenda, but they would need to be carefully worded to get
all 15 Member States to agree them.

5. The guidelines’ most important omission is anything on
flexible labour markets. This is a sensitive point for many
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other Member States (and for Juncker), who regard "better

regulation" as another name for deregulation. We would
ideally like a section in the guidelines setting out the tests

which should be applied to new regulations at both EU and
national level - effect on jobs, on labour market flexibility,
on competitiveness, etc. But the Prime Minister may need to
feel his way in how hard he presses these ideas with Juncker.

6. It might also be worth raising handling. The Commission
have said that the guidelines will go to the Summit unamended
and be finalised afterwards. The danger here is that Member
States’ detailed comments will be ignored unless we raise them
at the Summit itself.

7. The other big issue will be money. The EIB have already
made proposals to increase their lending, which ECOFIN have
endorsed. But the Presidency and the European Parliament also
want the Summit to agree to spend Community money on a new
employment initiative (possibly funding loan guarantees for
SMEs). It seems likely that we will have to agree to at least
some EU spending not least because the EP has the power to
spend the money in other ways if we don’t. But officials
believe it would be better if this were spent on demonstrator
projects which fitted with the UK’s wider employment agenda
than on loan guarantees (which have not proved effective in
the past). The Chancellor is considering.

8. Juncker also wants to use the Summit to give fresh

impetus to the European Social Dialogue. He has mentioned the
possibility of regular meetings between the Troika (at Head of
Government level) and the Social Partners. This would be
unwelcome. But some language on the Social Partners in the
employment guidelines is inevitable and could be useful: for
most Member States, labour market reforms are unthinkable
without agreement at national level between employers and
trade unions.

9. Finally, the Prime Minister may want to raise

attendance. Juncker has said that only Heads of Government
and Foreign Ministers will be invited to the Summit itself
(although Member States would be free to replace their Foreign
Minister with another Minister). Finance and Employment
Ministers will be invited to a joint ECOFIN/Social Affairs
Council the week before. No other Member State has so far
objected to these plans, although official-level soundings
suggest that a number would support inviting other Ministers
to the Summit itself if we took the lead in proposing this.

EMU

10. Juncker would like to achieve as much as possible on EMU
preparation during the Luxembourg Presidency, both to reflect
well on him, and to minimise scope for UK interference. There
were indications that Juncker wanted to agree membership of
the first wave of EMU during the Luxembourg Presidency
(possibly at the Jobs Summit), so pre-empting the EMU Council
under the UK Presidency. But the decision must be based on
outturn figures for 1997, and the Council cannot pre-empt the
EMI and national central banks, which are to report in the
spring. (The German government in particular would not want
to incur the wrath of the Bundesbank). But it is hard to see
that very much can be achieved before 1998, and we expect
December’s European Council to do little more than reaffirm
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the EMU timetable.

11. Following a mandate agreed at Amsterdam, ECOFIN is
discussing economic coordination, and will report to the
December European Council. Discussions cover:

- general coordination of economic policy within EMU (Luxembourgers
are sympathetic to French desire for an informal Council of the EMU
Ins, from which EMU Outs would be excluded)

- dialogue between the Council and European Central Bank (what
degree of political influence over exchange rate policy is
desirable?)

- representation of the Euro-zone internationally (the European
System of Central Banks will represent the zone on monetary policy;
the Commission would like to have a greater role in representing it
on economic policy, but this is resisted by most Member States).

AGENDA 2000

12. On enlargement, Luxembourg broadly shares our views.
Their Presidency is geared towards the December Council taking
the necessary decisions on enlargement, i.e. opening
negotiations with those that are ready in early 1998 plus
language on the reinforced pre-accession strategy and the
European Conference.

13. Luxembourg is cautious about the Agenda 2000 proposals

for policy reform, but recognises the need for CAP reform. The
Prime Minister could encourage the Presidency to take UK views
into account when preparing the draft Council conclusions. But
we should not expect too much, given the political
sensitivities in other Member States eg Spain.

14. Future financing: from discussion so far it seems that
almost all can accept that the ceiling for Member States’
contributions to the Community budget should stay at 1.27% of
GNP for 2000-2006, and that the first wave of enlargement
should be financed within that ceiling. But the ceiling is not
as tight as it seems: defined in terms of GNP, it rises faster
than inflation, so permits real growth in Community spending.

15. Costs of applying the acquis to the 6 new Member States
will continue to rise after 2006, and we shall probably want to
finance all post-2006 costs (including those from expansion to
more than 6 new members) within the 1.27% ceiling. This will
require headroom within the 1.27% ceiling in 2006, and we
therefore support wording in the European Council conclusions
on keeping actual spending below the 1.27% ceiling.

16. Some Member States would like to increase the ceiling in
2003 or 2004, not wait until 2006. If this is raised, the
Prime Minister might emphasise that we want the 1.27% ceiling
to run at least until 2006.
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SUMMARY OF COMMISSION PROPOSALS

1. The key elements in the Commission’s Agenda 2000
Communication are:

- Enlargement: Opinions measuring candidates against the
objective criteria for membership agreed by the Copenhagen and
Madrid European Councils in 1993 and 1995; recommendation to
open accession negotiations with Poland, Hungary, the Czech
Republic, Slovenia and Estonia; (Council has already decided
to open negotiations with Cyprus); reinforcement of the
pre-accession strategy to ensure the less advanced applicants
remain fully involved in the enlargement process; and
establishment of a European Conference within which the EU
would discuss CFSP and Justice and Home Affairs issues with
all countries who have an active application for membership
(ie. including Turkey). The Opinions will now be considered
by Member States, with a view to the Luxembourg European
Council in December taking the necessary decisions to allow
the opening of accession negotiations early in 1998, during
the UK Presidency.

- Future Financing: the Own Resources Ceiling (the overall
ceiling on the EC budget) to remain at 1.27% of Community GNP
(1999 level) throughout the next financing period (2000-2006).

- CAP reform: significant cuts in support prices for beef and
cereals leading to an end to public intervention buying and
compulsory set-aside compensated via direct payments; milk
quotas to be extended to 2006 with only minimal price cuts;
and bringing together existing agri-environmental and
structural measures as a new rural policy.

- Structural and Cohesion Funds: Kkeeping spending within the
existing ceiling of 0.46% of EC GNP (which it will reach in
1999); reducing the seven funding categories (’Objectives’)
to three; concentrating Funds on fewer people with the
greatest need; new member states to receive 30% of the Funds
by 2006 but with receipts capped at 4% of GDP; and
transitional arrangements to cushion the loss of receipts to
existing recipients.
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‘. Commission Communitation

Proposal for Guidelines for Member States Employment Policies 1998

The European Council in Amsterdam was a watershed for empioyment policies in the
Union. With the adoption of the employment Titls, the Heads of Ststs and
Government agreed that empioyment should be considered as a matter of common
concem. Building on the existing procedure launched at Essen. the new Traaty
reinforces the coordination of national employment policies and foresses the
establishment of common guidelines which can in due course lead to
racommendations to Member States.

Following the Amstsrdam agreement 1o anticipate the application of the new
employment Tite. the Commission now presents these guidelines as a framework
for discussion at the extrsordinary European Council on 20/21 November. The
Commission will, on the basis of the Presidency’s Conclusions from the Jobs
Summit. presant a finsi proposal for adoption by the Council.

. It is important to understand the essence of this exercise. The new Treaty has
launched a process which enables the Member States to consider the employment
situation each year and adopt guidelines for their natianal employment policies. The
Iatter must.. of course, be part of an gverall integrated approach which 8iso tnvoives
sound macroeconomic poficies. a functioning Single Market and the taking of
employment into account in all Community potficies.

A window of cpportunity

After a period of slow growth, the underlying conditions necessary for sustained
growth in output and employment in the EU are now in place: inflation is at an
historic low: public finances are in a much sounder position; business profitability
has recovered strongly; exports are rising sharpiy and confidence lavels are much
impruved. Continued macrosconomic stability and the realisation of EMU, as well as
the completion of the Single Market in accordance with the Action Plan adopted by
the Amsterdam European Council. will underpin and sustain this process.

The current cyclical upturn and these improved prospects must not, however, isad to
complacency. Tackling the oresent levels of unemployment in the EU requires a

. protracted period of strong gZrowth, but growth alone cannot solve Europe’s
unemployment problems. These problems result from a continuing ingbility to creats
snough new jobs. inadeguate werkicree skills, failure to adapt to ncw pattems of
work and neguality of opportunities. Thare 1s. therefore, a need for continued
medium and lung-iern. structural refonns. Experience shows that such reforms are
best impiemented in a cimate oi growtn ang nsing demand. Govemnments shouid,
therefore, consider the improved Qrowtn prospects as a window ot opportunity tor
bold structural refarms of their employment systems.

The present Guidelines do not =a!l for incressed expenditure but rather 2a
restructuring of expendrture. a retorm of banefit and taxstion systems and a move
from passive income support measures to nroactive policias o 3s 10 m3ximise the
return on existing budget outlays. in parucuiar, policy changes are needed to 1
anhance the capacity and willingncss of crerprisas to invest and to give individuals
the opportunity to meet tha ever-growing Jemand for new skills and versatility in the
face of increasing technological change.
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These guidelines are. therefcre, aimed at ensuring ther the economic recovery is
accompznied both by 3 high level of job crestion and a3 <table macroeconomic
cnvironment. and that this favourable combination is sustained. To achieve this
objective the Commission believes that Member States will have to strengthan their
focus on four main lines of action in their employment policies: '

¢ Entreprensurship:
. .

¢ Adszpmbilty, =nd
» Equai opportunities

Thess actions must torm part of an integrated approach snd be drawn together into
a comprehensive strategy. This integrated approach offers the best conditions for
achieving both the flexibility needcd to adjust to changing market conditions and the
security of good jobs needed by workers.

mmmawmkmwmmmmww
States that reffect their own circumstsnces but which are corawn up and
wmacammmﬁmmfranewﬂafommwm
m-mmbem,inWthMeWSMswmm
mmymﬂnmmmmmwmmmmm

The main challengs

The EU's longer term objective must be to move progressively towards an
employmant rate of over 70% in line with those of its main trading partners. In
order to achieve this. Member States must in the medium term commit thamseives
10 ambitious employment targets and policies while seizing the opportunities
afforded by growth and macrceconomic stability. Considering the current favourable
outlook for economic growth, the comtined efforts of the Member States based on
these guidslines, with EU support where appropriate, could result in an increase of
the current employment rate of €0.4% to 65% within § years and 3 rcduction of the
unemployment 7ate to 7%. This will imply the creation of at least 12 million new
jobs. 7

in this paper, the Commission has sought to focus on actions which, drawing on
Member States’ experiences and best practices, can be expected to have a8 rsal
impact and added-value.. Moreover, while racognising that the employment and
labour market situation differs bctween Member States, these guidelines sst out
zome ambitious targets in order to jacus the attention of policy-makars at all levais.

H o weurshs

Stimulatng entrepreneurship means creaung a climste where companies can thrive
and individusis are encouraged to expioit their creative energies and new ideas to the
full, thereby creating new jobs. One third of the jobs in the private sector are in
micro-enterprices of less than 10 p=opie, while enother third are in enterprises of
lass than 250 people. Most new 10DS are created in these enterprises. If Europe is 10
cucceed in meeting the iobs chailenge, it has to create mare jobs by stimulating the
growth of these enterprisss, perucuiarly in the servicas sector. This requires a new
enepranaurial culture.

The preconditions for this are aireagy n piace. Europe is not short of innovative
ideas or talented individuals and it is more than  capable of competing on the world
stage. But Europe has yet to realise its full porential. There is an urgent need for co-
ordinated and sustsined efforts by ail Member States to create 3 beter business
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. enviropnment and a new entrepreneurnial cuiture capable of transforming this potsntial
; . into jobs. There is clear evidence that policies which take 3 comprehensive
approach towards antreprensurship are most successhyl.

However. the nsed for entrepreneurship and job creation extends further and
experience has shown the significam potential for job creation at local ievel and
within the social economy. These new sources of employment need to be expioited
much more decisively, psrticularly as regaras services to people and to local
commumities, and the not-for-profit sector. Local semploymant initiatives and
Territorisl Pacts bringing together all invoived at local. regional and national levels, in
a broad partnershio approach have proved particuiarly effective. The lessons drawry
from these successful experiences need to be promoted as part of 3 wider local
development drive throughout Europe.

Moreover. Europe must harness new technology and innovation for the creation and
development of enterprises and the promotion of environmentally sustanabie
production and consumption pattems. Member States should develop strategies 10
promote access to the Information Society at all levels, thereby stimulsting the use
of new technology end the creation of jobs in new and expanding sectors. The
Member States must also significantly Soast RTD expenditure as a percentage of

. GDP, thereby raising the European average from 1.9% to 2.5%, $0 as (v match its
global competitors, while at the samse time encouraging more effecuve sharing of
innovation and new technologies through reinforced cooperation between large,
medium and small enterpnises.

Furthsr efforts are required, however, to promote a new culture of entrepreneurship
in Europe:

-up and fu 3 by providing a clear, stable and
predictable set of rules. Membsr States should review and simplify the
administrative burdens on SMEs, taking into account the ncw propos3als to be
ceveloped by the Business Environment Simplification Task Forcs.

< parucular attention should be given to reducing significantdy the overhead
costs for enterprises of hiring an additional worker. ~

< the obstacies, especially those within existing social security regimes. to
people moving from employment to self-employment and setung up micro-
emerprises need to Se tackled snd axisting regulations must be adapted to
. facilitate easier transition 1o seif-empioyment.

Develop the markars for venturs capital, thereby mabilising Europe’s wealth
behind entrepreneurs and innovators. Member States should examine the specific
needs of SMEs as regards financing, principally in the form of equity or guarantee
capital, building on EIB initiatives in this area.

9 2 pan-European secondary capital market should be established by the year

2000.
Mske the taxation system mors ampioyment friendly. In order to encourage

enterprises to create new iobs, Member States must exploit the current
favourable macroeconomic climats to finally reverse the average long-term trend
towards higher taxes and charges on fabour (which have increased from 33% in
1980 to over 42% in 1985). Each Member State should

3 set a target for reducing the tax burden on labour. while maintaining budget
neutrality, with a view to achieving substentiel progress by the year 2000.
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The Commission will support Membaer States in their efforts to give more attention to
antreprenaurship in aducanon and Training systams, identify current obstacles and

disseminate information on goed practice and new initiavves. and will launch an
Eqtrepreneyrship in Eurogs Initistive to drive this process ferward.

iii. W _CUi of

in its workforce. Europe has great potential tor economic growth and prospenty.
There are about 18 million unempioyed and a further 8-9 million peopie who would
liks to ‘work if they thought they could get a job. To turn this potential into reality, a
new culturs of amployability has to be developed. Emplovability means the capacity
for peopio to be employed : it relates not.only to the adegquacy of their skills but also
incentives and opportunities offered to individuals to seek employment.

The ageing of the Union's workforce and the fast pacc of new technology means
that Europe is iacing an sver-incraasing skills gap. Enterprises are looking for new
and adequate skilis, bur most of the unemployed have .oid skills or no skilis.
Moreover, many young peopie ieave school early, or without sny quaiification, while

’ large parts of the labour force have very little access to adult educaton and traing,
in particular those with lower skills and non-standard work contracts. Less than 10
per cent of the unemployed are offered training.

But training alone is not enough. There is 2 clear need to make bensfit and taxation
eystems more empioyment-friendly by promoting active measures that favour
cmplayment or cncourage peopls of working age to a2cguire new skills and update
axisting skills. Member States ate spending atout ECU 200.000 million on their
lsbour market policies but only one third of this is spent on active measures. All
socisl transfers should be examined to see whether they could be used more
ertectively in promoting renabilitation, reintegraucn, training or work experience.

The capacity of Member States’ employment sarvices 0 halp jobssakars should b2

caformed and strengthened in iine with bast gisctica. in particular by exploiting new

information end communicauon technoiogies. mployment offices should «iso

strengthen their role vis-a-vis employers by improving the level of market penstration

in order to enable them to fulfill their double mission of providing employers with

adequately skilled jobseekers and the iob seekers with job opportunities. Passive
. unemployment support should bs regarded as a last resort

ackle long-tesm_amd sguth _uh ment. Membar States should adopt
praventive anu emnployabilily-uiientsG Stratgegies built on early identification of
individual neeas and eariy action and snsure that

2 gvery unemploved adull is offered 2 new start - in the form of a job,
training, rewsining, work practicc or cther employability measure - before
reachirg twelve months ¢! unempioymsnt.

< avarv unamploved vouna gerson is given such a new start before reaching
six months of unemplavmeanr.

The combined effect of preventive and reintegration measures cen be expected to
reduce the rates of long-term ana youth unemployment in the Member States by
half within 5 years. This will also improve the employment situation of the
disahlad, many of whom sre long-term unemployed.
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‘. « Ease the transition from school to work, Employment prospects are poor for the
10% of young pesgle who ¢rap out of the school system early and many of the
45% who do not complete upper sccondary education. Member States must
seek to -

< reduce the numbers drooping out of the education system early by haif :
within five years and reduce prograssively the share who do not complete
upper secondary level.

| < apprenticeship provides a particularly effective way of equipping young
people with relevant skills and Member States should, where necessary,
significantly increase participation in apprenticaship training in line with the
pest performing Member States and improve their systems accordingly.

« Move from passive to active megsures Benefit and training systems should be
rovicwed and adspted to ensure that they actively support smployability and
provide clear incentives for the unemployed to seek and taka up work or training
opportunities. Each Member State should

9 set a target for the number of people to be transferred from passive
income support to active emolovability-related measures.

‘ < seek to increase the numbers of unemployed wno 8re offered training
from the current EU average of 10% towerds the average of the three best
performing Member States i.8. above 25%, within 5 years.

< consider how reducing the cost of hiring less skilled workets through
messures such as targeted 'raguctions in non-wage labour costs, can be
baetter linked to measures designed to boost skil levels. '

+ Develop 3 Darnership approach. Soth enterprises and the social partners should
be involved in joint efforts to invest Europe’s wealth in its future by offering the
necessary work experisnce/training positions. The Social Partmers are urged to

< conclude as soon as possible a framework agresment to open workplaces
across Europe for training, work practice, traineeships and other forms of
employability measures and 1c sgree on the terms and conditions.

= continue the impressive rontribution which they have made over the past
five years to the wags moderstion which has contributed so much to the
improved economic cutlcck and tha improved prospects for new job creation.

In so far as the Structural Funas are concerned. 8 significant level of investment
already goes towards underpinmng Member States’ efforts 1o promote higher skills,
the activation of labour market poiicies through targeted measures aimed 3t
prevenung long-term unemploymant. snd at the promotion of entreprensurship and
adaprability. In the nexx programming penod. Member States should sesk to further
increase the level of structurzl funding sliocsted to their human resource
development policies and activities. in the short tarm, Member States should avail
of the current mid-term review (0 reinforce the employment content of their
Structural Fund programmes.

The Commission will support the Member States in deveioping their empioyment
services by orgamsing the exchange nf knowledge and experience 83 well as
developing benchmarks for the improvement of their performance. It is essentisl to
remove the remaining obstacles to !abour mobility while improving the flow of
information on job opportunities and incentives 10 mobility, and the Commission will
shortly present a package of maasures Ic neip achisve this objective.
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i1 Eufops., 8S eisewnere, enterprises are undergoing a period of fundamerrtal
restructuring breught on by new technologies and new merkst condimions. This is
visible in the form of mergers and acgquisitions. new products and services and
greater competition, all of which are affecting individual enterprises and leading to
new work pattems. “Through this process a new ecohomy is emerging with
technolagically more advanced enterprises and with a8 growing services sector, often
in the form of new small firms.

The cepacity to adapt is decisive for the viability of enterprises, and thair ability to
coize new cgoormities. 2s wel! =s for employment send job sacurty. However,
worksrs often feal that they have not been adequatsly informed and consuited, and
may see little prospect for a good b and a decent income after restructuring or
downsizing. Member States snouid, therefore. make the adaptability of enterpriaes.
and of those employed In emterpnses, one Of the main objactives of their
employment policies. The Social Parmers have a key.role to play in this regard.

= Modemnise work orgamisaion  ‘n order !9 promote the modernisation of work
‘ crganusation and working patterns:

Social Partners should

<> negouate, at the appropriate leveis, particularly in 6CONOMIC sectors
undergomng major structural change, agreements on work organisaton and
fiexible working arrangements, including where appropriate feductions in
working time, with the aim of making enterprises productive and competitive,
and achieving the required balance between flexibility and security.

Member States shouid

< out in place 3 ‘remewerk for mcore =deptable forms of centract, taking
into account that forms of emgployment are increasingly diverse. Thosa in
non-standard work shouid be given gigater security and occupational dtatus
and those wno opt to work reduced hours should not be penalised in terms of
career progression or in tarms ot maintaining social security protection

o Support sdappabifity in omsorprhses.  In order 0 renew Skill levels within
anterprises, Member States should

2 remove fiscal and other chbstacies to the promotion of invesument in
. human resources and ofter tax incentives for the development of in-house
training. Incentives o workers 1o =2vail of training cpportunities should. also
So snccuraged.
< re-focus their State Aid nolicies on upgrading the labour force, the

creation of sustainable icbs and eficiently functionina labour markets, while
respecting Communry state aid srovisions.

The Commicsion will assist this prccese by promoting its policies for a new
srganisation of work, and informsucn end consultaticn cf workers in rcspect of
Qeuisions allecting them as well as brngung forward ciear guidslines concerning
uaining 3aid.
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There are sound economic and social reasons far a reinforcement of the sfforts of
Member States to prompte equal apportunities in the labour market. While the
smployment situation of women has improvad over recant decades, unemployment
i higher for women than for men (12.6% as against 9.7%) and their rate of
participation in work is lower {50.2% ss Jgainst 70.4%). Within work, women are
aver-repregentad in some sectors and professions and under-representad in others.
These iabour market rigigities, wiich impede Europe’s cepacily for growth and yob
crestion, must be tackiead.

Ae the Commiesien’s Demograghy Repor:s have outlined, the working age
copulation is Now Growing much slewsr than it ¢id duning the last 2C ysars and ovsr
the next decade it will start to decline. in the longer term, therefors, the growth in
employment necessary to sustain ouf iiving standaids and thae European social imodel
is critically dependent on an increass in the participation of women n the (abour
force.

« Tackle gender gaps: Member States should transiate their commitment to equality
- of cpportunty into incressed employment rates for women 2nd breaking down
. gender segregation, and

< moke consistent efforts to reduce the gap in unemployment rates
hatwaen wnoman and man hv actively supoorting the increased employment
of women.

o Reconcile work and famity fife: Policies on career breaks, parental leave and part-
time work ara of particular impartance 1o women. implementstion of the various
Directivas and social parmer agreements in this area should be accelerated- and
monitored. There must be an adequate provision of nood quality care for childran
and other dependents in order to support women’s entry and continued
sorticipaticn in the lsbour markest. Mambser States sheuld

< seek to raise levels of care provision. using the standards of the best
performing Member States as a benchmark.

« Fagilitate _retyrn_to _work:  Specinc attention should be given to women
considening a return to the paid workforce after an absence. They may tace
problems of poor employability due to outmoded skills and may have difficulty in
accessing training opportunities if they have not besn registered as “jobseekers”.
Moreover, taxation and benefit systems may interact to reduce f{inancial

. incentives to seek work. ~ember States should address these and other

obetacies.

Above all, Member States should. in developing, implementing and reporting on
these guidelines, take into account the particuler labour market situation of womean.
Specific stratsgies to promots enrsoreneurship emong women, (o improve their
employability and adaptability shouid Se ceveloped.

VL. ) jgn of the Guidelnes

Meombser States should, from 1998 onwards. report on the impiementation ot these
guidelines;  they should highlight their best practicas and their impact on
employment for examination by the Commission and the Council. The Commission
will presert a proposal to ensure an agreed comparable database in Member States.
and agreed indicators, in order t0 mamTor the implementation of these guidelines.

'n preparing the 229 guidelines. s Cammiséion will sxegming how sach Membgr
Staie has taken the cuitent guicelinss imto account in implamaenting their
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. employment policies and present its assessment in Autumn 1998 for adoption by the
> . European Council at the end of 1998.
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FM LUXEMBOURG
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INFO PRIORITY EU POSTS

SUBJECT: PRIME MINISTER’S DINNER WITH JUNCKER: SCENE SETTER
SUMMARY

1. Luxembourg Presidency beginning to take a more positive view of

British intentions in Europe. Juncker might seek a closer longer

I term relationship. Not a great deal separates them from us on the
Jobs Summit except for lingering suspicions. They want EMU on time
and with maximum qualifying membership. They are more ambivalent

"Ebout enlargement and in practical terms see difficulty about
including the Turks in a Conference.

LUXEMBOURG POLITICAL BACKGROUND AND ATTITUDES TO THE NEW BRITISH
GOVERNMENT

2. After he saw the Prime Minister in May, Juncker said the
elections in Britain had brought no change so far as Europe was
concerned. His Socialist coalition partner initially took the same
line. But Poos returned from his dinner with you in September
convinced of the new approach and enthusiastic about it.

3. Juncker’s scepticism was partly judicious - useful to be able to
blame the Brits for any perceived failure of the Luxembourg
Presidency. He may have lingering suspicions but he will find it
hard to resist vying with Poos in claiming affinity with a new
Government that has an overwhelming popular mandate and the authority
to play a leading role in Europe.

‘l. Juncker is more socialist than the mainstream of his Christian
Socialist Party, who are really Christian Democrats (members of the
EPP). Except as a practising Christian, he is barely distinguishable
ideologically from Poos. He sounds ‘0Old Labour’ in public but in
private both he and Poos would identify their views with New Labour.

5. Poos is unlikely to serve beyond the next elections (June 1999)
but he may yet have to lead his party into them. And they might not
do well enough to stay in the coalition. Juncker’s needs are longer
term. He dominates the local scene as leader of the party that will
remain the largest - and is by far its most able and experienced
politician. With more than two decades of active political life
ahead of him, he is beginning to look for a future substitute for his
patron and protector, Kohl, which he may not find in Germany or
France.

6. The rivalry between Juncker and his Foreign Minister is reflected
in the preparations for Thursday’s dinner. At first we were told
Poos would attend ’for coalition reasons’, then that he would not be
there. Now his attendance has been confirmed.
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‘E JOBS SUMMIT

7. Juncker has publicly rejected the idea of a ’‘Deregulation
Summit’/. He is convinced of the need to preserve certain minimum
standards. And he faces serious problems with his unions over
pension reform, so does not want needlessly to antagonise them. But
Poos has confirmed to me that Juncker is not against all deregulation
- rather against having it as a banner headline. Last week indeed he
publicly acknowledged the need for flexibility - ’’properly
understood’’. But in the wealthiest country in Europe, with the
lowest unemployment, deregulation is not a pressing issue. The
over-generous and unfunded public sector pensions are a more urgent
matter. And although the social consensus may well be, today, the
product rather than the cause of Luxembourg’s prosperity, it is still
an article of faith for most Luxembourgers and very much part of
Juncker’s personal ideological baggage.

8. But ideological preference will not override Juncker’s prime
objective, to make an acknowledged success of his Presidency in order
to preserve Luxembourg’s privileged position of influence in the EU.
He wants a Jobs Summit that will be deemed a success. He is
determined its conclusions must have more bite than a simple
.reiteration of Essen. But he recognises the impracticality of global

employment targets and is looking instead for benchmarks to apply to
the policy instruments - active labour market measures to provide
occupation for young people unemployed for more than six months, to
train the longer term unemployed, and so on. He regards the
Commission paper on guidelines as a discussion paper and is not
wedded to every detail. His ideas on financing are probably not
dangerously different from ours. He is looking for what is realistic
and what is achievable.

9. The closeness of understanding between Santer and Juncker is
invaluable to both for the Luxembourg Presidency. Their views and
approach may not coincide publicly at every point. At particular
moments Juncker will pursue the Presidency objective of consensus
while the Commission still need to be seen to promote longer term
political convergence. But in truth Santer and Juncker are seeking
the same outcome on the Jobs Summit (as on most things) - a workable
consensus.

‘.FMU
10. Juncker counts the ECOFIN decision to fix currency parities at

the moment when participation in EMU is decided as a success for his
Presidency and himself personally.

11. He wants EMU to begin on time and with the largest possible
number of participants. He will not be worried by minor variations
over the 3 percent deficit criterion (though he is included to regard
3.5 percent as too high) and he is ready to accept a permissive
interpretation of the debt criterion. He is not bothered by the
prospect of the Club Med being in, except for Greece. He does not
expect us to join in the first wave but hopes we will make it soon
thereafter.

12. Juncker’s tax harmonisation plan is essentially a tactical move
designed to delay the imposition of withholding tax by insisting it
must be accompanied by general tax harmonisation.

ENLARGEMENT /AGENDA 2000

13. The Luxembourgers are ambivalent about enlargement. They fear
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e may threaten their prosperity. They would be happy to play it

g and they deplore unrealistic rhetorical targets for its

complishment. Poos says if the citizens understood the

Wonsequences they would not accept it. But he and Juncker both
believe the price is worth paying, for security and longer-term
prosperity. Both agree on the need for substantial CAP reform.
Juncker was enraged by Dutch allegations about Luxembourg’s net
advantage from Community financing. But ‘unfair’ competition from
lower, social-cost countries is probably of more real concern to them
than budgetary adjustments.

14. Neither Juncker nor Poos is yet ready to espouse our idea of a

Conference that would include Turkey. But their visceral dislike of
Turkey on human rights grounds is not the predominant issue. It is

rather a matter of how to achieve consensus, ie of what the Germans

will accept.
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10 DOWNING STREET
LONDON SW1A 2AA

From the Private Secretary 6 October 1997

Pear M. Mocts,

The Prime Minister was grateful for Mr Asselborn’s letter of
26 September inviting him to a meeting while he is in Luxembourg on 9 October.
Unfortunately, the Prime Minister will only be visiting for a few hours and there
will not therefore be time for a meeting. The Prime Minister will, of course, see
Mr Poos at his meeting with Mr Juncker.

Yowss ;ivxw-blj ‘

beAJA;D E;NPb"A
PHILIP BARTON

M Olivier Mores
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Private Secretary 6 October 1997

PDeor M. Moees,

The Prime Minister was grateful for Mr Asselborn’s letter of
26 September inviting him to a meeting while he is in Luxembourg on 9 October.
Unfortunately, the Prime Minister will only be visiting for a few hours and there
will not therefore be time for a meeting. The Prime Minister will, of course, see
Mr Poos at his meeting with Mr Juncker.
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Dear comrade,

Hearing that you’ll be in Luxembourg on october 9%, I would be very
honoured and glad to meet you shortly -together with our Foreign
Minister Jacques POOS- at any time just before or after your meeting |
with Mr Juncker.

Indeed, we think as Socialists that we can't leave all the field to our
Prime Minister.

In case such a meeting is still possible within your time table, please do
contact Olivier MORES at our office.

> Tel : (352) 4565 T3
-> Fax : (382) 4565 78
‘ Yours sincerely, 00
5 s. Jean ASSELBORN Vé\‘ o

President of the Luxembourg Socialist Party
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Dear comrade,

Hearing that you’ll be in Luxembourg on october 9%, I would be very
honoured and glad to meet you shortly -together with our Foreign
Minister Jacques POOS- at any time just before or after your meecting
with Mr Juncker.

Indeed, we think as Socialists that we can’t leave all the field to our
Prime Minister.

In case such a meeting is sti) possible within your time table, please do
contact Olivier MORES at our office.
' > Tel : (352)4565 73
-> Fax ; (352) 45 65 75
| Yours sincerely,
i s. Jean ASSELBORN
President of the Luxembourg Socialist Party
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10 DOWNING STREET
LONDON SWI1A 2AA

From the Principal Private Secretary 17 September 1997

Do Danta,

MEETING WITH LUXEMBOURG PRIME MINISTER

I have now agreed with my Luxembourg opposite number, Martine
Schommer, that the Prime Minister will go to Luxembourg on Thursday
9 October for a working dinner with Juncker, before going on the following
morning to Strasbourg for the Earopean Council. We will be in touch separately
about exact timings and attendance, but our intention would be to keep the
occasion as small as possible, to allow frank discussion.

This will be an important opportunity to discuss the European agenda,
notably EMU, the Jobs Summit and Agenda 2000. We will need to think
carefully about our objectives for the meeting.

I am copying this to Gabs Makhlouf (HM Treasury), Alun Evans
(Department for Education and Employment), Jan Polley (Cabinet Office) and

Nick Elam in Luxembourg.

JOHN HOLME

Dominick Chilcott Esq
Foreign and Commonwealth Office

-

0117.tif




—

RESTRICTED ( N

From: John Holmes
Date: 16 September 1997

PRIME MINISTER cc: Jonathan Powell

Alastair Campbell
Kate Garvey

JUNCKER

As you know, we have been trying to arrange a meeting between you and
Juncker, to discuss EMU and the Jobs Summit in particular. After a lot of
difficulty, we have hit on a date which works for both of you, namely 9 October.
The idea is that you would fly over in the early evening for a small working
dinner, and go on the following morning to the Council of Europe meeting in
Strasbourg. I think this would work quite well. It is of course Tory Party
Conference week. You will have been in Moscow at the beginning of the week,

but Parliament is not back.

OK?

JOHN HOLMES

q:\docs\foreign\juncker jd.doc
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From: John Holmes
Date: 29 August 1997

PRIME MINISTER Ve Jonathan Powell
Alastair Campbell
Anji Hunter
Kate Garvey
OVERSEAS VISITS

Can I return to the charge on two outstanding issues, and raise a third?

Moscow

You were unwilling to accept the suggestion in the attached minute from Philip
that you should go to Moscow on 5/6 October, shortly after the Party
Conference. We had a further word about this, but can I ask you to consider
once more whether this might not be possible. . The Russians are very keen to see
you in Moscow in the early autumn, as you agreed with Yeltsin. A lot of work
has also been done by both ourselves and the Russians on the proposed bilateral
agreement on crime and on a number of other specific moves, including trade

and investment, export credit, air services, defence co-operation, more education

co-operation, helping train Russian managers etc.

We have been talking to the Russians about possible dates for some time now,
and have been unable to accept their other proposals. My fear is that if we let
slip 5/6 October, the visit may in practice not happen until after our EU
presidency (although there may still be a possible opening towards the end of
November). This would not just be a pity, it would also reinforce the existing
impression that we are not serious players on the Moscow scene, compared with

the US, France and Germany, and even Italy. You have established a good
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relationship with Yeltsin, and I think it is important to build on that relatively
soon. It should be a good news story. And we will otherwise be short of any

significant foreign travel all through the autumn.

Luxembourg

You may remember that you agreed to invite Juncker to visit London for lunch in
September. We have been pressing hard for him to accept 10 September. But
Juncker’s office have now made clear that this is impossible, and that Juncker’s
programme in September, given that he is not only Prime Minister but also
Finance Minister, with meetings of the IMF and ASEM Finance Ministers in
addition to all his presidency demands, makes it difficult for him to find time to

visit London in September at all.

I think all this is more or less genuine, although there may also be a feeling on
the Luxembourg side that, since Juncker has visited you in London already, it
may be your turn to go to him. In any case, what the Luxembourgers have
suggested is that you might go for a quick working dinner in Luxembourg if we
could find a free evening. This would involve leaving No. 10 at say 1730 or so,
having dinner with Juncker very é:lose to the airport for two or three hours, and
returning to London that evening (not too late, given the time difference). Could
you contemplate this on, say, 17 or 18 September, which look like the only
possible dates? I think it would be worthwhile if you could bear it, since there is
a lot to talk about to Juncker on the jobs summit, on EMU, and on how our two
Presidencies should fit together on other major issues such as enlargement and

future financing.
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If you cannot contemplate this, I will go on trying to persuade Juncker to find
another date to come to London, but chances look slim in September and

probably October too.

Kohl

When you spoke to Kohl just before you went on holiday, you agreed to ring him
again on return to discuss again getting together for a private talk. We have
provisionally identified Saturday 13 September as a day when you could offer
him a quiet lunch at Chequers. Are you happy to ring Kohl on Monday or
Tuesday next week, if I can set it up, to pursue this (or another date if this will

not work)?

JOHN HOLMES

floverseas visits kk
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10 DOWNING STREET
LONDON SW1A 2AA
From the Private Secretary 5 August 1997
D ear Nicx,
INVITATION TO JUNCKER

As you may have heard, the Prime Minister would like to invite Juncker to
London for a working lunch some time in September. The idea is for them to
have a chance to discuss Luxembourg Presidency priorities, notably the Special
European Council in November, EMU and enlargement/agenda 2000; and
co-ordination of our back-to-back Presidencies.

We have had a look at the Prime Minister’s diary. He would be able to
host a lunch for Juncker on either 3 or 10 September. I would be grateful if you
could put this invitation and the dates to the Luxembourgers. If it would be
helpful for me to talk in parallel to Juncker’s office, please let me know.

I am copying this letter to Dominick Chilcott (Foreign and Commonwealth
Office) and Jan Polley (Cabinet Office).

Yows ewes,
Platy

PHILIP BARTON
J N Elam Esq CMG
British Embassy
Luxembourg
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MEETING WITH LUXEMBOURG PRIME MINISTER (5 / Y

1. At Friday’s regular meeting with Stephen Wall, we set in train a work
programme to identify the main UK objectives for the autumn EU “Jobs
Summit” and how to achieve them, in the light of the Amsterdam conclusions
and the point made by the Chancellor in Cabinet on Thursday about the need
for an input from a number of Departments.

2. A crucial part of this exercise will be influencing M Juncker (who will
also be chairing ECOFIN and the Social Affairs Council). Initial contacts
with Luxembourg officials suggest that he does not have clear views of his
own at this stage about the “Jobs Summit”. And it was evident from his

20 May Chatham House speech that he hankers after a “new dynamic” in the
European social model, and wants to encourage the Commission to bring
forward new proposals under the Social Chapter. Mr Blunkett will be able to
use lunch-time discussion at the Social Affairs Council on 27 June, and
discussion at the Informal Labour and Social Affairs Council on 4/5 July, to
inject UK thinking. The Chancellor will also be able to seek to influence
Juncker on the ECOFIN net. But there is much to be said for the Prime
Minister having a substantive session with Juncker.

3. How about inviting Juncker to a lunch in No 10 in September, covering
Luxembourg Presidency priorities, notably the “Jobs Summit”, EMU and
enlargement/Agenda 2000; and coordination with the UK Presidency?

- Q/\.<———ﬁ
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From the Private Secretary 20 May 1997

Q&J Oﬂw'h’o& ;

CALL BY THE LUXEMBOURG PRIME MINISTER, 20 MAY

Juncker called on the Prime Minister for half an hour this morning. He
was accompanied by the Luxembourg Ambassador, his Diplomatic Adviser, his
press attaché and one other. Nick Elam and Emyr Jones-Parry were present on
our side.

Juncker said that he had been keen to make contact with the Prime
Minister because of the imminent Luxembourg Presidency. Even if Amsterdam
was a success, which he profoundly hoped, there would be a heavy agenda for
Luxembourg not least enlargement. One of his major priorities would be the
Social Chapter, and he was happy to welcome Britain on board. Luxembourg
and Britain should combine efforts to implement the Chapter. It would be better
to keep the issues away from the lawyers, and agree on informal cooperation and
close association. In particular, an informal decision was needed that the British
Government should be fully involved in Social Chapter negotiations, even if we
would not be formally involved until after the IGC ratification process was
complete.

The Prime Minister said that this would be very helpful. It was important
to approach further legislation in this field on the basis of improving the labour
market. As far as Britain was concerned, there was already a significant
domestic agenda, for example the minimum wage legislation and changes to
union rights, and he was not keen to overload the system with more European
legislation. British employers were already nervous. The main criterion should
be what was actually helpful in the workplace.

Juncker asked whether Britain would want to amend the Social Chapter.
The Prime Minister said not, and repeated that our own approach would be
cautious.

CONFIDENTIAL
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Enlargement

The Prime Minister said that the key was to identify the steps necessary to
make enlargement work in practice. For us, reform of the CAP, tackled in a
careful way, and reform of the Structural Funds would be very important. We
hoped the Luxembourg Presidency would be able to move this forward.
Enlargement was a top priority for us - for its own sake, not because we wanted
to stop integration. We would be ready to help Luxembourg in any way we
could.

Juncker said that the Commission should have its Opinions ready by the
end of July, assuming Amsterdam was a success. It would then be for the
Foreign Ministers to look at them. Decisions would be needed by the end of the
year. In the view of Luxembourg, it would be best not to start negotiating with
everyone on the same day on the same line. It was better to decide on those who
should start negotiation immediately, and in parallel decide how those not in this
first wave should be handled. Future financing was another important issue. He
believed that the 1.27 per cent of GDP financing limit should be adhered to.
This would mean talking to the southern states and the Irish, to persuade them to
phase out their structural fund benefits as enlargement proceeded. It would be
hard to take enlargement forward without this, but it would be a critical moment
in the process.

Juncker added that EMU, future financing and enlargement made a very
big package, but it would have to be dealt with as a package at the end of the
day. Everyone would have to get something out of the deal.

EMU

Juncker said that he was concerned that the financial markets would
become nervous towards the end of the year. We would in any case have the
1997 figures by then (?). The two Presidencies would need to co-operate closely
over how to phase the decisions. Our efforts should be complementary: we
needed a common agenda and a common timetable. He would want to talk to
Gordon Brown about this too.

The Prime Minister agreed that there should be close co-operation between
Presidencies. His Government’s attitude to EMU was different from that of the
previous Government. The British option would remain open. Meanwhile it was

CONFIDENTIAL
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important for Europe that EMU worked, whether we were in or out, and we
would do our best to make it successful.

Juncker said that decisions on how the so-called Stability Council would
work would also be needed before the end of the year. Again, he hoped Britain
and Luxembourg would work together. Part of this would be agreement on the
broad economic guidelines. This was not just a Franco-German argument, but
was relevant to the economic government of Europe in future. It would be
important to ensure labour market policy was part of this debate. It was
important that the guidelines should be adopted before the end of the year. He
suggested that British and Luxembourg officials should meet to discuss this.

The Prime Minister asked how the Stability Council might work in
practice. Juncker said that a key problem was external representation. If there
was a crisis in EMU, who should the US Treasury Secretary call? Could the
Presidency be in the hands of a country which was actually an out? The
Luxembourg view was that the key was in the informal nature of discussion. For
the ins to meet formally would be divisive within Europe. So an informal system
was needed where the outs could be included in some way. He hoped that the
Monetary Committee, under Sir Nigel Wicks, and then ECOFIN, could sort this
out during the Luxembourg presidency. He did not want a situation where only
the ins fixed the rules. His priority was to avoid divisive steps.

IGC

The Prime Minister said that we were keen to reach an agreement in
Amsterdam if possible. There were many areas where the arrival of a new
government in Britain had eased the situation, for example on employment, the
Social Chapter and the environment. But there were other areas of difficulty, for
example justice and home affairs, and defence and foreign policy. We favoured
continuing intergovernmental co-operation in these areas. It would also be
important to get the institutional questions right.

Juncker said that the institutional issues were vital for the small countries.
Each Member State had to be allowed to have a full member of the Commission.
There might be an obvious compromise between this and a change in voting
weights. He was open-minded on this, although the French were trying to push
things too far. It would also be difficult for Luxembourg to accept changes in the
institutional arrangements if there was no further deepening of Europe. In
particular, Luxembourg wanted to see more progress in the third pillar, as well

CONFIDENTIAL
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as change in the second pillar. His preference would be to see at least some of
the third pillar move to the first pillar. But if at the end of the day there was no
choice but to leave all the third pillar on an intergovernmental basis, there should
at least be a review of the possibility of moving some of it to the first pillar after
a period of years.

The Prime Minister said that he would consider this. Border controls were
a very sensitive issue for us as an island nation. It was not that we did not want
to co-operate more in justice and home affairs. Rather we thought that we could
achieve much better co-operation if it remained intergovernmental. However, he
understood the point that Juncker was making. Emyr Jones-Parry wondered how
Luxembourg would react to the creation of a new kind of third pillar to deal with
some issues, rather than moving them to the first pillar. Juncker said that, from
a national point of view, he wanted all the third pillar moved to the first pillar.
But as the presidency came nearer, he could envisage sticking to
intergovernmental co-operation, while making more use of the Community
institutions. There was also a need to look at the roles of the ECJ and the
European Parliament. Freedom of movement was essentially a first pillar issue,
and it was difficult to see how they could be excluded from this area.

Emyr Jones Parry suggested that use of the Court might contaminate the
pillared structure. Another possibility would be a review in some years of the
whole third pillar structure. Juncker said that this sounded to him as if it would
need another IGC, on which he would not be keen.

Juncker also raised briefly the issue of simplification of the treaty. This
would be helpful in explaining Europe to the public.

The Prime Minister concluded that he wanted to make sure the European
Union worked for ordinary people. The British people were not actually hostile
to Europe - the election result demonstrated that. But they did not understand it,
and this made them anxious.

Comment

This was a friendly first meeting. Juncker’s remarks on the Stability
Council and third pillar were not always entirely clear, but he suggested a
considerable degree of flexibility in the endgame about the latter. His diplomatic
adviser was worried enough to make a point of telling me afterwards that Juncker
would not be saying anything like this in Noordwijk on Friday!

CONFIDENTIAL
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I am copying this to Alex Gibbs (HM Treasury), Ken Sutton (Home
Office), Alun Evans (Department for Education and Employment), John Alty
(Department of Trade and Industry), Jan Polley (Cabinet Office) and by fax to
Sir Stephen Wall.

i

JOHN HOL

Dominick Chilcott, Esq.,
Foreign and Commonwealth Office.

CONFIDENTIAL
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From: John Holmes
Date: 19 May 1997

PRIME MINISTER cc: Jonathan Powell
Philip Barton

CALL BY JUNCKER

I attach an FCO brief for this 30 minute call. You should meet him at the door,
and there will be the usual photocall. A couple of officials will attend on either
side. Are you content to do this in the Cabinet Room, or would you prefer the
White Room?

You are seeing Juncker because he is in London anyway, and because
Luxembourg have the Presidency next. One of the main points will be to say
how closely you want to work with the Luxembourgers in the run-up to our own

Presidency.

Juncker is generally a good thing. He is young, businesslike and speaks good

English. He is also incidentally Minister of Finance as well as Prime Minister.

In addition to your usual dual EU message of “fresh, positive start but some
difficult areas for the IGC”, and our own wider European priorities, you could
usefully sound a warning note about your lack of enthusiasm for further EU

social legislation.

Juncker will probably want to talk about the so-called “Agenda 2000 (see the
FCO brief), as well as about EMU. He suggested recently that the parities for
those going into a single currency should be fixed sooner rather than later, to

avoid market speculation.
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At some point after the various meetings with foreigners tomorrow, we might

have a word about what you do and do not find useful in the way of briefing.

JOHN HOLMES

q:\docs\foreign\juncker pmg.doc

0130.tif




CALL ON THE PRIME MINISTER BY THE LUXEMBOURG PRIME MINISTER,
JUNCKER, 20 MAY.

POINTS TO MAKE
GENERAL
- My approach. Fresh start. National interest but

constructive approach. Your and our consecutive Presidencies.
Opportunities to give firm lead. Want to work together.

- My priorities: completing single market; enlargement; CAP

reform; flexible labour markets; making CFSP more effective.

Yours?

AGENDA 2000 ENLARGEMENT

- Enlargement EU’s key challenge over next decade. Want IGC

to end successfully in Amsterdam so Commission can submit its

Opinions on each applicant before summer break.

- UK will work for decision at December Luxembourg European
Council on opening of negotiations. Important timetable does
not slip.

- EU policies, specifically CAP and Structural Funds, need
reform. Vital if enlargement is to be sustainable and
affordable. Need to make progress on all these fronts.
Instinctively favour taking them in parallel to reduce risk of
cross linkages, which tend to be counter-productive.

- We seek policy reform to ensure more effective distribution
of EC Budget; also to remove major distortions in EU economy,
including restrictions on European agriculture and its

excessive costs to tax-payers and consumers.

- Goal of CAP reform should be an efficient, prosperous and

SHAW/Notes Luxembourg PM
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outward looking European agriculture industry, able to operate
in increasingly open world markets.

- Progress on policy reform essential to achieve suitable
outcome on future financing. Understand Commission want to
hold own Resources ceiling at 1.27 percent. We agree.
Community should be subject to same financial discipline as
member states domestically.

- Expect these issues to be addressed in the Council’s

consideration of the Commission’s "Agenda 2000" Communication.

(If raised: UK abatement]

- Abatement is part of EC law, and can only be changed

unanimity. No question of change.

EMU

- Will keep our options open until time for decisions.
then decide on basis of hard-headed assessment of UK’s
economic interests, subject to ‘triple-lock’.

- Have not ruled out entry in first wave. And whatever our
decision, we shall play a constructive role in preparations.
No hostility to EMU going ahead on basis and timetable set out
in Treaty.

- As much in our interest as yours that EMU built on firm
basis and succeeds. Over half British exports go to EU.

- Will of course play our Presidency role constructively and
fairly. Indeed, will want to work together closely to ensure
full continuity in preparations for EMU.

[If raised]

SHAW/Notes Luxembourg PM
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Hold Special EMU Council in Luxembourg?

- Not planning to hold it in UK, since a meeting of the
Council. Not yet clear whether location should be Brussels or

Luxembourg.

EMU issues at Amsterdam (eq Stability Pact)?

- We want to play a constructive role at Amsterdam.

EMU and tax harmonisation

- Direct taxation a matter for national governments. Would
not agree to any changes in this area.

Stability Council?

- Understand this will be discussed at Luxembourg Informal
ECOFIN. Do not rule out such an arrangement, but will expect
it to be inclusive not exclusive, and in particular to be
consistent with ECOFIN responsibilities. Accept that certain
matters are for discussion by Ins under the Treaty. But must
avoid any arrangement which would divide the Community, and
look for solutions within current structures.

SOCIAL POLICY

- Intend to play full part in shaping EU’s future social and

employment policy. Hope we can look for your Presidency’s

help in this while our ratification process still underway.
Have made clear our intention to end UK’s self-imposed
exclusion from Social Chapter and to accept an Employment

Chapter.

SHAW/Notes Luxembourg PM
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- EU needs to recognise economic realities. If tackling
unemployment seriously, must promote employability and
flexibility, not damage competitiveness by imposing higher

costs on business.

- Understand Luxembourg Presidency might want to give new
impetus to EU social policy. Agree new impetus required. But
this should focus on supporting Member States’ efforts to
foster job creation, not on new legislation.

Social policy at IGC

- Believe Social Agreement as presently drafted represents
good balance between need for efficient decision-making and
need for Member States to be able to protect their interests.

- Therefore reluctant to agree to any extension of QMV. In
particular, have made clear we will not agree to QMV for
social security or for codetermination in the boardroom.

IGC (if raised)

- Committed to concluding IGC at Amsterdam to make way for the

other important challenges facing the EU, like enlargement.

- UK has a positive IGC agenda in many areas: human rights;

employment; environment; public health; Social Agreement;

subsidiarity; quality of Community legislation: fraud;
transparency.

- But difficult areas too: JHA; OQMV in CFSP; EU/WEU
relationship; flexibility.

SHAW/Notes Luxembourg PM

0134.tif



0135.tif




0136.tif




0137.tif




BACKGROUND
EU Enlargement/Agenda 2000

1. Conclusion of the IGC will trigger the submission
(probably in July) of the Commission’s Opinions on the
readiness of each Central European applicant. The EU will
need to decide during the Luxembourg Presidency whether to
start negotiations with only those candidates which the
Opinions show to be the most advanced (the approach we
favour), or with all the applicants together (the "regatta
approach"), on the basis that the negotiations will go faster
with those most fitted and allow a natural running order to to
emerge. Ideally the EU’s negotiating mandate will be agreed
under the Luxembourg Presidency, so that we can launch the
negotiations under ours.

2. The prospect of enlargement heightens the need for

reform of the CAP (already subject to pressure from tightening
GATT limits on subsidised exports, and likely to face more
pressure in the next round of the WTO negotiations) and the
Structural and Cohesion Funds. Both would be unsustainable in
their present form in an enlarged EU. The Commission will
address these issues in its "Agenda 2000" Communication, also
expected in July.

3. The Agenda 2000 package will include papers on the EU’s
future financing up to and possibly beyond enlargement.

The indications are that the Commission shares the wish of the
UK and other net contributors not to allow Community
expenditure to rise above the current Financial Perspective
ceiling of 1.27% of Community GDP. This will only be possible
after enlargement if there is suitable policy reform and (in
practice) if current net recipients see some reduction in
their level of receipts from the Budget. As in previous
financing negotiations, there is likely to be pressure to give
up or change the UK abatement. However, it is enshrined in EC
law, and can only be changed by unanimity.

EMU

4. Juncker will be interested in the Government’s

intentions on Stage III, but will be working on the assumption
that we do not expect to join the first wave in 1999 (he may
be interested in whether we will join the new ERM and link
sterling to the euro).

5. He will welcome any reassurances that we will

participate constructively in preparations for EMU, beginning
at Amsterdam (where other member states hope we will 1lift our
Parliamentary scrutiny reserves and agree to the Stability
Pact, ERM II and legal framework for the euro), through to the
EMU Special Council during the UK Presidency.

SHAW/Notes Luxembourg PM
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6. The Luxembourg Presidency is likely to see increasing
certainty about which countries will qualify for the first
wave (although the formal decision must await the EMU Special
Council). Press reports suggest Juncker may try to reach
agreement on arrangements to prevent speculative attacks
against the currencies of prospective first waves.

7. Juncker may conceivably try to secure the Prime
Minister’s support for holding the Special EMU Council in
Luxembourg (in line with the practice for all Council meetings
in April). We want to avoid this. Only Brussels will be able
to cope with the huge logistical operation that the Council
will involve. That implies holding the Council in (probably)
early May. But there are too many uncertainties to be clear
about this yet. The key point is to avoid commitment to

Luxembourqg.

EMU and tax harmonisation

8. A Luxembourg priority. Juncker’s declared intention is
to use their Presidency to bring forward ideas on EU tax
harmonisation. He has said publicly that EMU will require
closer coordination of tax systems within the EU. EMU looks
in fact only a pretext. Luxembourg’s real purpose is to slow
progress on an EU withholding tax (which is strongly opposed
by its banks). Juncker probably considers that the most
effective way to do this is to wrap it up with proposals for
much wider tax reform, thereby ensuring widespread opposition
from other member states.

Stability Council

9. French proposals for a ’Stability Council’, as a forum
for discussions and coordination among single currency
members, will have to be discussed further during the
Luxembourg and UK Presidencies. Plans for the Council remain
vague, although the French and Germans favour an Ins-only
structure, with Commission involvement.

Social Policy

10. Giving new impetus to EU social policy will be one of

the priorities for the Luxembourg Presidency. Juncker is also
meeting h Mr Blunkett. For the Luxembourgers "new impetus"
means new legislation. We might prefer the Community to focus
on complementing Member States’ efforts to tackle unemployment
eg by organising exchanges of experiences and promoting best
practice. On this latter basis, it might be possible to
coordinate action over our two Presidencies. Within the IGC
Juncker may also raise IGC discussion of social issues.
Luxembourg has supported the extension of QMV in the social
field and Juncker may ask the Prime Minister’s views.

SHAW/Notes Luxembourg PM
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CONFIDENTIAL
Sy JUNCKER, JEAN-CLAUDE

' Prime Minister, Minister of State, Minister of Labour, Minister of Finance and The Treasury.

Born 1954 in Redingen/Attert. A lawyer by training, educated at the University of
Strasbourg. In 1979 he became Secretary of the Christian-Social parliamentary group and
National President of the Christian-Social Youth Organisation. 1982 appointed State
Secretary for Labour and Social Security, the youngest ever member of a Luxembourg
government. Appointed a full Minister in 1984. Was Minister of the Budget, Finance and
Labour from 1989; took over from Jacques Santer as Prime Minister in 1995.

COI visit in 1988. Married with no children. His English is now good. Wife speaks some
English but prefers French or German.

A capable and impressive man with a very professional style. The 1985 and 1991 EC
Presidencies confirmed him as a star performer, in 1991 chairing the EMU Inter-Government
Conference, when he worked well with UK Ministers. Has a reputation for arrogance perhaps
not entirely deserved; he is quick, witty and direct, with a sardonic sense of humour. He was
badly hurt in a road accident in 1989 and long recovery deepened his religious convictions.
He is very much on the left of his party and has close links with the Christian Trade Unions.

42
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20th May 1997

08.30

Approx 08.45

11.00 - 11.30

12-60—=1245

13.00

15.00

[16.00]

17.00
17.30 - 18.00
18.00

18.30

Approx 19.15

Programme for the visit of Mr. Jean-Claude Juncker

Luxembourg Prime Minister

Departure from Luxembourg

Arrival Northolt - greeting by FCO and Ambassador Weyland
Drive to Embassy

Meeting with the Prime Minister Mr. Tony Blair

Mest - Fhe-€t Hor-of-the_Excl
Mr—GordonBrown

Lunch with British journalists

Interview by the BBC World Service, Mr. Fergus Nichol in
Ambassador’s office

Possible meeting with David Blunkett, Secretary of State for
Education and Employment

Reception at Chatham House followed by:
Speech \
Questions

Drive to airport

Departure from Northolt
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INFO PRIORITY BRUSSELS, UKREP BRUSSELS, UKDEL OECD, BEB/DTI
INFO PRIORITY HM TREASURY, BANK OF ENGLAND, BONN, PARIS,
INFO PRIORITY THE HAGUE

SUBJECT: LUXEMBOURG STATE OF THE NATION ADDRESS: FISCAL MEASURES

SUMMARY

1. In the annual State of the Nation address the Prime Minister
announces wide-ranging tax measures, legislation on insurance for
attendance allowance, pension reform, debate on EMU and on
unemployment.

DETAIL

2. As expected, Juncker used the occasion of his annual State of the
Nation address on 7 May to announce a package of fiscal measures to
relieve the tax burden on individuals to take effect in 1998. The
minimum tax rate will be reduced from 10% to 6% while the threshold
will be increased to 270,000 Flux (4,700 pounds). The maximum tax
rate will be reduced from 50% to 46%Z. Tax allowance for children
will be reduced from 60,000 to 48,000 FLux (1,050 to 840 pounds) per
child but there will be a compensating increase in child benefit.

3. He also announced tax relief for businesses. The effective date
for the corporate tax rate reduction to 30% announced lLast year
(Luxembourg telno 56) will be brought forward to 1 January 1998.
Other fiscal measures include a capital grant or tax credit for tax
payers investing in trainee programmes, an updated incentive scheme
for audio-visual investment and tougher action on tax evaders.
Companies may benefit from tax relief on wealth tax on condition that
at Lleast 5 times the amount of tax that would have been payable is
reinvested. The tax package is expected to cost the Government 7
billion Flux (123 million pounds).

4. Juncker announced that the Government would introduce an
insurance scheme to provide attendance allowance for persons in need
of Long term nursing care. The scheme would take effect from 1
January 1998 and would cost 6.4 billion Flux per annum (112 million
pounds) , 45% of which would be financed by the State and the
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remainder by contributions from individuals salaries.

5. Juncker said that reform of public sector pensions was vital.
Since they had failed to reach agreement with the unions the
Government would proceed with Legislation to be completed by 1
January 1998.

6. Juncker was confident that EMU would be introduced on 1 January
1999. There would be a special debate in Parliament before the
introduction of the Euro. He announced financial measures to help
businesses offset up to 2% of their costs of introducing the Euro to
take effect from 1996. It would cost the State about 2.5

billion Flux (44 million pounds) over 3 years. He said EMU would
require closer coordination of tax systems within the EU. He
advocated overall harmonisation of unsound tax systems but Luxembourg
would resist efforts to Limit reforms to capital gains tax. He said
Luxembourg would take an initiative in this area during its
Presidency. He spoke also of the importance of wider social
harmonisation.

7. On employment, Juncker recalled measures taken to combat
unemployment. He said the Government would continue to work for the
creation of new jobs but he rejected the suggestions contained in the
OECD report (Luxembourg telno 40 to the FCO refers). Dismantling the
social system in place was not an answer to unemployment in Europe:
Luxembourg was not England nor the United States nor Asia. It had
its own system.

8. Juncker rejected recent accusations in the Belgian press and by
some Belgian politicians of money lLaundering in Luxembourg (reported
separately). He said further legislation was in hand to strengthen
Luxembourg's already tough legislation and uphold its good reputation
as a financial centre.

9. Further details and comment follow by bag.

HARPER
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10 DOWNING STREET
LONDON SWi1A 2AA

From the Private Secretary . 9 May 1997

Deﬁar DO“-N‘\M C-K’

VISIT BY LUXEMBOURG PRIME MINISTER

My letter of 10 April refers. We have now had a chance to look at the
Prime Minister’s diary for 20 May. As you can imagine, the pressures on his
time in this period are enormous. He will therefore only be able to see Juncker
for 30 minutes from 1100-1130 on 20 May. I would be grateful if you would
pass this on to the Luxembourg Embassy.

Please would you let us have a short brief beforehand.

I am copying this letter to Jan Polley (Cabinet Office) and to Nicholas
Elam in Luxembourg by fax.

Houos v /
Puat,
PHILIP BARTON
Dominick Chilcott Esq
Foreign and Commonwealth Office
RESTRICTED Frs
—
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