CONFIDENTIAL

ii) THIS DOCUMENT 1S THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT

C t
on
CONCLUSIONS of a Meeting of the Cabinet

h

8

<§i§§§) held at 10 Downing Street on
%/ THURSDAY 2 APRIL 1987

7 at 10.00 am

i

COPY NO 13

CABINET

PRESENT

The Rt Hon Margaret Thatcher MP
Prime Minister

he Rt Hon Viscount Whitela‘@ifi) The Rt Hon Sir Geoffrey Howe QC MP
ord President of the Counci Secretary of State for Foreign and

@ Commonwealth Affairs
he Rt Hon Nigel Lawson MP cﬁZZLQ The Rt Hon Douglas Hurd MP
hancellor of the Exchequer <§Q§§> Secretary of State for the Home Department

he Rt Hon Peter Walker MP The Rt Hon George Younger MP

lecretary of State for Energy Secretary of State for Defence

he Rt Hon Nicholas Edwards MP e Rt Hon John Biffen MP

lecretary of State for Wales d Privy Seal

he Rt Hon Norman Fowler MP ;25§§3 Hon Tom King MP

lecretary of State for Social Services zégfhry of State for Northern Ireland
he Rt Hon Michael Jopling MP Thec§§;§% Nicholas Ridley MP

inister of Agriculture, Fisheries and Food Secre of State for the Environment

fhe Rt Hon Lord Young of Graffham The Rt Hon Kenneth Baker MP

lecretary of State for Employment Secretary of State for Education and Science
e Rt Hon Kenneth Clark QC MP The Rt Hon J cGregor MP

laymaster General Chief Secreta asury

he Rt Hon Malcolm Rifkind QC MP The Rt Hon Paul
lecretary of State for Scotland Secretary of Stat

The Rt Hon John Moore MP
Secretary of State for Tramsport

ALSO PRESENT

The Rt Hon John Wakeham MP gi
Parliamentary Secretary, Treasury E

1

CONFIDENTIAL




N/

@ SECRETARIAT
% Sir Robert Armstrong
@ Mr D F Williamson (Items 2-5)
Mr J B Unwin (Item 5)
<’$;> Mr A J Langdon (Item 1)
<::::> Mr N H Nicholls (Items 2-4)
Mr S S Mundy (Item 1)

3§£§§Z§> CONTENTS

Item A Subject Page
1. PARLIAQ;Q%i'Y AFFAIRS 1
)3 FORE IGN

Prime Winister's Visit to the Soviet Union, 28 March
to 1 April 1987 1

Chad (Zifi) 3

China

Visit of Mr Wali@\att to London 4

Iran/Iraq

Greece/Turkey <%§ffj> 4

3. COMMUNITY AFFAIRS

Agriculture @ 5

Republic of Ireland Proposals o

 Puy-Free Goods 5

4, STATEMENT ON THE DEFENCE ESTIMATES 19

5. OPENING THE JAPANESE MARKET i( 6

13

CONFIDENTIAL

0,
20
D
D
Y
A
%
<




CONFIDENTIAL
& CONFIDENTIAL

ARY 1. The Cabinet were informed of the business to be taken in the House
of Commons in the following week.

FFA

OREIGN §;€2%522§:HE PRIME MINISTER, reporting on her visit to the Soviet Union from
qu

FFAIRS rch to 1 April, said that the Soviet authorities had done
- ev hing possible to ensure its success. They had agreed to every
pr 1me when drawing up the programme; and throughout the visit she had
inister's be rded unfailingly courteous and generous treatment. Her
isit to the pro e had included a visit to Zagorak Monastery, a visit to a Moscow
soviet Union, housi tate, meetings with Dr Sakharov and leading Soviet
)8 March to intellddtuals and had concluded with a visit to Georgia,
| April 1987

She had had over nine hours of wide-ranging, detailed and candid
discussions wi the General Secretary of the Communist Party of the
Soviet Union,Mr WMikhail Gorbachev, culminating in a private dinner

party. She h a separate two hour meeting with Mr Ryzhkov, the
Soviet Prime Mi -

During her meetin Mr Gorbachev, she had explained the reasons for
Western apprehensio he Soviet Union (referring inter alia to
Soviet interventions choslovakia and Afghanistan). The West
welcomed Mr Gorbachev's N tment to internal reform but still awaited
signs of change in Sovié rnal policies. Mr Gorbachev had said that
the Soviet Union was not g actively to promote world communist

believed in its system and therefore
extend. This was a significant

statement,
In discussion of arms control, sife”hgd welcomed the abandonment of the
link between an agreement on inte 1%; range-long range forces (INF)

r =
and the Strategic Defence Initiati I). Although, for reasons of
¢

-

]

verification, the global abolition o ould have been preferable to
an arrangement which permitted the r tion by either side of 100
systems, such an agreement was acceptab¥We provided that it included
constraints on shorter-range systems, to which the United Kingdom was
vulnerable, and provision for immediate follow-gon negotiations. It was
also important that the West should have the to match Soviet
shorter-range systems. Mr Gorbachev had dis.a. arguing for a freeze
on shorter-range systems. She had dealt robus th his attempts to
claim that NATO aircraft with dual nuclear and ional capability
the substantial
t power of

conventional imbalance, in the face of which the de
nuclear weapons was essential to the West's securit

On chemical weapons (CW), the Prime Minister had contr he United

Kingdom's destruction of its stocks 30 years previously B
enlargement and modernisation of the Soviet chemical stock >
not be

2
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easy, but the United Kingdom had put forward proposals on this aspect.
Mr Gorbachev had indicated that the Soviet Union was ready to
co-operate,

On strategic systems, the Prime Minister had expressed support for 50
r cent reductions by the Soviet Union and the United States,
Gorbachev had been adamant that no agreement was possible without
raints on the United States SDI programme. The Prime Minister had
:zgﬁis against this, pointing out that it was sensible to conduct
H;ggkh to establish whether or not a SDI system was feasible, Actual
de t in space must be a matter for negotiation,
On hu ights, on which he was clearly sensitive, Mr Gorbachev had
taken aS\tough stance, seeking to riposte by referring to Northern
Ireland Yand the unemployment situation. But he had undertaken to look
positively at the individual cases that had been brought to his
attention. The-Brime Minister had stressed that the extent of Soviet
compliance w'e Helsinki accords on human rights would be regarded

as a touchstoQe,g ikely Soviet observance of agreements on arms
control, @

A number of regio ues had also been covered, including Soviet
support for Libya a 1a. Mr Gorbachev had refused to admit that the

Soviet Union supplied -4 and training for international terrorists.

The Soviet authorities
Minister's television br
been pressed by her three
issue of nuclear weapons, a
full the key facts of the st
arguments for the retention of
continuing peace with security. (Z
been exposed to one of the fullest
it had ever experienced.,

n fully co-operative over the Prime
which had been shown in full. She had
interviewers especially hard on the

balance and to recapitulate the

3r weapons, which had ensured

esult, Soviet public opinion had
itions of the Western position

The Prime Minister said that Mr Gorbad6§§>had been confident and was
clearly in control. Her discussions wivh him had been the fullest that
she had ever conducted with a world leader, and they had provided a
unique opportunity to put over the Western position on a wide range of
issues at first hand. Discussion had been frdak\end forthright; but
despite combative episodes and tough discussi§ he atmosphere had
remained friendly throughout. It was noticeabTy the Soviet
leadership tended to be the victims of their o opaganda; and on some
issues they were seemingly ignorant of the facts.

/3. number of
occasions, Mr Gorbachev had sought to score propagafé@s: ggints, but she
n

had stuck to a patient exposition of the facts and L out full and

reasoned responses. The Soviet system had not fundame changed and
should not be expected to do so; and living standards d would
continue to be a great deal lower than in the West. The s that

Mr Gorbachev was setting in train would take time to come ffect.
But they represented a turning point; and she had made it hat she

wished Mr Gorbachev well.
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THE FOREIGN AND COMMONWEALTH SECRETARY said that he had had separate and
extensive discussions with the Soviet Foreign Minister, Mr Eduard
Shevardnadze. These had covered similar ground to the Prime Minister's
discussions with Mr Gorbachev, including in particular human rights. A
emorandum had been signed on culture, information and education,

gether with agreements on space co-operation; on upgrading the hot
P

e between London and Moscow; and on sites for new Embassies in both
als. There had also been encouraging progress over trade,
i§;§§ﬁing the success of John Brown Engineers and Constructors Limited
i\ (rhiing a contract to construct a £100 million polypropylene plant,
ov h the Soviet authorities had shown themselves especially
help ‘ r Shevardnadze had invited him to revisit Moscow,

In dis sion, there was agreement that the visit had afforded an
invaluable opportunity to convey an authoritative account of the Western
position direct to the Soviet leadership. This process should be
further devel It was clear that the Prime Minister's television
broadcast hanggsé a deep public impression; she had been seen as
someone who ¢ 2 passionately for peace. Her public appearances had
ern leader in the Soviet Union, and had drawn huge
The visit had clearly been a great success,

The Cabinet - <§§;>

| Warmly welcomed
and the Foreign and C{g#
4 positive and construct
' relations with the Sovi
Soviet Government and peo

1sit by the Prime Minister
jealth Secretary as a
ep in furthering

"ﬂ?' , and wished the
u‘zigﬁé;y success 1in the
process of political, econofdic social development

which the new leadership had% train,

<

Chad THE FOREIGN AND COMMONWEALTH SECRETARY reported that, although the
recent Chadian successes against Libyan forces xepresented a blow for
Previous Colonel Qadhafi, the President of Libya, his

(ec) ity apparatus was
reference: effective and his imminent overthrow was unlike France was taking
[C(87) 12.3 seriously Colonel Qadhafi's threats of terroris (;'on against her,

Minister, Mr Wu Xueqian, in Berne the previous week, lar} discuss
Hong Kong issues. He had sought to dispel Chinese suspici the

issue of direct elections in Hong Kong. There had also bee
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Cizg;§§§%> discussion of internal developments in China, and bilateral and

international issues. Such meetings helped to add to the United
Kingdom's authority in Soviet eyes.

Visit of @ REIGN AND COMMONWEALTH SECRETARY said that the leader of the

Mr Walid andse Druze Community, Mr Walid Jumblatt, had visited London the
Jumblatt to pr week, when he had met the Minister of State, Foreign and
London Com lth Office, Mr Renton, and the Archbishop of Canterbury,

Dr Ru Mr Jumblatt, who had been responsible for the security in

Beirut<&f the Archbishop's Special Representative, Mr Terry Waite, had
no frestPinformation on his whereabouts nor any suggestion for securing

his release.

Iran/Iraq THE FOREIGN AND
the Gulf. Followi

EALTH SECRETARY said that tension had eased in

United States protest to Iran, there were no

|Previous signs that she cont d immediate military action. He had had a

Reference: constructive discuss the situation with the Soviet Foreign

cc(87) 5.4 Minister, Mr Eduard Shev dze; and the Chinese Foreign Minister,

: Mr Wu Xueqian, had deni his Government had supplied SILKWORM

missles direct to Iran. ration was being given to further action
in the United Nations Secura uncil.

2

Greece/Turkey THE FOREIGN AND COMMONWEALTH SECR said that a potential crisis had
arisen in the Aegean Sea the previ k, following the Greek
Government's nationalisation of an oi} i in waters disputed between
Greece and Turkey. Turkey, which had erpreted the decision as
designed to extend Greek influence wit these waters, had authorised
petroleum licences within them and despatched an exploration vessel to
the scene. Fortuitously, the Turkish Prime Minister, Mr Turgut Ozal,

had been in London and the Foreign and Common h Secretary had spoken
to him twice on the subject.: Mr Ozal's decisfion ¢o hold back the vessel
had defused the situation. A way would have und to seek a

solution to the problem of the Aegean continent
The Cabinet -

2 Took note.
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. THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD said that the
\FFA Agriculture Council on 30-31 March had opened the discussion on the

R
- Commission's proposals for agricultural prices and related measures in

ygricul § 1987-88. This had indicated that the negotiations were likely to be

oth long and difficult., The Germans had taken a harsh line in
position to the proposals., It was possible that a settlement would
the end be reached only by voting the Germans down, which would be

<’;2§§ontentious.

Republic of THE ARY OF STATE FOR NORTHERN IRELAND said that the new Government
Ireland in the\Republic of Ireland had presented a budget which, although
Proposals on  otherwise containing the expected cuts in public expenditure, also
Duty-Free contained a new provision changing the rules on duty-free allowances.
oods The effect wo be to make it no longer possible for people from the
dand who crossed the border for a day's shopping trip in
: Northern Irelamj/ EQ\benefit from the present duty-free allowances on
importing their‘) ases into the Republic of Ireland. This would
seriously damage penefits which the Northern Ireland economy and the
United Kingdom ExMeg/gx
understood that the

Community Directive
interest was clearly t

e4. gained from the present arrangements. He
'ﬁqaﬁ‘ic of Ireland would need a derogation from the
N ar to make this change. The United Kingdom's

The Cabinet -

R
2

STATEMENT ON 4, The Cabinet considered a memofégézg y the Secretary of State for
[HE DEFENCE Defence (C(87) 5) on the Statement o Defence Estimates 1987.
STIMATES 1987 .

THE SECRETARY OF STATE FOR DEFENCE said”that the underlying theme of the

Previous Statement was one of continuity of policy. It reflected developments in

Reference: arms control negotiations and the domestic debate on North Atlantic

C(86) 14.3 Treaty Organisation strategy and Trident. TKg SYptement repeated the
previous year's warning that difficult decisipsms ahead in

reconciling aspirations with the money availabl e proposed to issue
the Statement on 6 May, with a popular version, would be available
free of charge. 1If this was criticised, attentio be drawn to a
recommendation made by the Select Committee on Def at a low-cost
popular version of the Statement should be issued,
Committee's welcome for the issue of a previous popula
charge.

In discussion, it was noted that the draft Statement woul re
further amendment, in particular to reflect the Prime Minis visit

to Moscow.

2
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THE PRIME MINISTER, summing up the discussion, said that the Cabinet
approved the draft Statement on the Defence Estimates 1987, subject to
any further detailed drafting amendments which should be forwarded to
the Secretary of State for Defence by 6 April,

The Cabinet -

Invited the Secretary of State for Defence to arrange
or the issue of the Statement on the Defence
btimates 1987, together with a popular version
exeof, as he proposed.

S The Cabinet considered a memorandum by the Secretary of State for
Trade and Indus (C(87) 6) on Opening the Japanese Market,.

THE SECRETAR TE FOR TRADE AND INDUSTRY recalled that his

memor andum was ated in response to a request by the Cabinet
following discus 3 their previous meeting. The United Kingdom's
general aim was to up the Japanese market to British goods and
services. There weyed 4430 two specific aims: to gain early access to
Japan for British fi1";‘5 institutions and services and to ensure that
Cable and Wireless plc ;"' got a fair deal in the current negotiations
on Japanese telecommuni s. The three aims might call for different

means of action. &

On general issues of trade
member of the European Commu
Services Act provided powers t
United Kingdom if reciprocal acc
United Kingdom firms. British com es had had some success 1in
establishing a presence in banking securities in Japan, but major
obstacles had been put up against ac o the Tokyo Stock Exchange.
The Parliamentary Under Secretary of te, Department of Trade and
Industry (Mr Howard) would be in Tokyo \Dhe following week and would be
energetically pressing the case for such access. He now proposed to
make forthwith the Orders necessary to bring into effect the powers of
the Financial Services Act in relation to ba and insurance. The
powers in relation to investment could not bd(brdasght into effect
immediately. If the Japanese did not produce, time of the
further official talks scheduled for May, a sat ry timetable for

pan, it was necessary to proceed as a
n financial services the Financial
e or revoke authorisation in the
foreign markets were denied to

access for United Kingdom firms to the Tokyo Stoc hange, the
Government would then have to decide whether to use owers on
reciprocity in the Financial Services Act. <§§§§5

On C&W, the situation was changing. Clearly the Japan istry of
Posts was opposed to a separate consortium with C&W par ton which
would have the use of a new trans-Pacific cable. The Japa

Ambassador had informed him that a new proposal was being d in

Tokyo, under which the two consortia competing for the Japan
telecommunications business would be merged. 1In the new conso

i
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about 60 per cent would be allocated to a large number of small
companies and 40 per cent would be divided equally between eight major
companies including C&W which would also have a seat - whether executive
or not was not clear - on the board. It seemed likely that C&W would
ot consider this good enough but in the absence of the Chairman abroad
considered that the Government should not prejudge their decision,
he result was unsatisfactory for C&W, the Government would have to
§§der possible courses of action. He had set out possibilities in

aph 10 of his paper. He recommended in favour of a. 1in relation
communications, although the effect might not be great, Points

our them.

<£§;§) were the responsibility of other colleagues. He did not
se

On ope g up the Japanese market more generally, he had set out in

paragraphs 14 and 15 of C(87) 6 the action which might be taken by the

European Community. Some changes in the Commission's present proposals

and some car;gizséhe choice of products would be necessary but, subject
v

to this, he ouwged tougher measures against the dumping of components,
unbinding Com 2

Community, and d
acted against Japet exports. He also favoured reactivating the
complaint against Y&z
Tariffs and Trade (
fully supported by othe¥ countries. He had also referred in
paragraph 15 of C(87)
That would be a drastic
the United Kingdom attemp
of support.

ariffs as justified by the enlargement of the
able action to avoid diversion i1f the United States

nder Article XXIII of the General Agreement on
but he could not be sure that this would be

In discussion the following poj ere made -

a. The case for making fotthwa the Commencement Orders to bring
into effect the reciprocity ere~in the Financial Services Act 1in
relation to banking and insura strong. It was also
desirable that action on reques &g authorisation for Japanese
companies in the financial servi field should not be brought to
a conclusion at least until it was¥clear whether the visit of the
Parliamentary Under Secretary of State, Department of Trade and

Industry, to Tokyo had led to a timetable £Qr improved access for
British firms to the Tokyo Stock Exchange”

b On C&W the Government should not pree e views of the
company 1in respect of the expected announc n Tokyo of revised
proposals. It was not yet clear what the co ' management role

in a new consortium might be or whether any as afde about the

next trans-Pacific cable could be relied on. 1 esult was not
satisfactory, it would be right to decide to take ocity into
account in deciding whether to grant telecommunica icences to
foreign companies and in the telecommunications app
procedure. The remaining suggestions in paragraph 1(
intellectual property, air services, work permits and

purchases should not be pursued. %2
7 ?(
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| iéi‘3§§> ¢c. A recent negotiation on airline services with Japan had given

good results for the United Kingdom. From 31 May there would be

<§"> ten flights a week on each side, of which six would be non-stop.
For the first time British Caledonian Airways would be operating to
Japan, A large part of the traffic between London and Japan

<3§3Sb' originated in Japan. The new arrangements would substantially
increase the revenue of the two British airlines., It would be
extremely damaging to suggest that any flights should be
<;£S§;ransferred from Heathrow to Gatwick or otherwise to call in

ngﬁhestion the recent agreement,
l ig

On opening the Japanese market the Foreign and Commonwealth
etary would follow up with European Community Foreign Ministers
tRat weekend the scope for action on dumping of components,
unBinding of tariffs, measures to avoid trade diversion and the
i implementation of Article XXIII of GATT.

be useful also to follow up the suggestion made by HM

Ambas sadQm o, that there were certain new products such as
digital au o ape players on which the Japanese industry was

i staking a gxraf” deal and to which some special scrutiny might be

hLI applied, ¢

| - £ Probably t test pressure on Japanese business so far had

| come from the rise e value of the yen. The present stance was
broadly to maintai current relationships between the major

currencies., It cou orthwhile, however, to sound out quite
informally some Commu lleagues and also the United States
about the possibility certed action to bring about a further

rise in the yen.
g. The press was still t ngAain terms of a trade war. It was
important to avoid a mismatc tween the tone of press and public

comment and the more limited ives and actions which the

Government had in mind. <§§;>
3 % There was substantial extern investment by Japanese

institutions and companies in prospect. They would, for example,
be major investors in Eurotunnel. It was _important that nothing
should be done to deter or divert elsew he potential benefits
from such investment in the United Kingtom.

THE PRIME MINISTER, summing up the discussion, @ at the Cabinet
agreed that -

a. Orders to bring into effect the reciproci rs in the
Financial Services Act in relation to banking and ance should
be made immediately. The Parliamentary Under Sec of State,
Department of Trade and Industry (Mr Howard) shoul in Tokyo
for a clear timetable for access for United Kingdom

Tokyo Stock Exchange. In the light of that, the Gove
decide whether to take action under the Financial Servi . In

2>
o}
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gpromising, but the Government should await the views of C&W. If

Cabinet Office

2 April 1987
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the meantime applications from Japanese financial service companies
for authorisation to trade in the United Kingdom should not be
brought to a conclusion.

b. The case of C&W was a test of Japanese willingness to open up
their market. The latest Japanese proposals did not seem

he result were judged unacceptable, the Secretary of State for
ade and Industry should take reciprocity into account in deciding
elecommunications licences to Japanese companies and in the
epommunications apparatus approvals procedure. The remaining
in paragraph 10 of C(87) 6 should not be pursued.

o On opening up the Japanese market the options on dumping of
components, unbinding Community tariffs and measures to avoid trade
diversio out in paragraph 14 a. to c. of C(87) 6 should be
pursued.@addition, the Foreign and Commonwealth Secretary
should s g t other Community Ministers about the possibility of
react ivati |

other retal
followed up.

ion under Article XXIII of GATT. The suggestion of
action without recourse to GATT should not be

special scrutiny of other administrative
products of particular interest to
be further examined by officials under

d. The possib
action on imports
Japanese 1ndustry
Cabinet Office chai

The Cabinet - @
1§ Invited the Foreign ¢J/‘!éSngnwealth Secretary,

the Chancellor of the Exche r d the Secretary of

State for Trade and Industry eﬁ’g? cuided by the Prime
Minister's summing up of theission.

2 Invited the Secretary of th&<Cabinet to arrange
for the further official discussio¥ referred to in the
summing up.

|
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