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Minister of State for Foreign and Commonwealth Affairs
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VISIT OF KEY BUDGETARY MEPs

Ray Whitney wrote to me on 17 August agreeing that there would
be advantage in inviting selected MEPs from the Committees most
directly involved in our supplementary measures programmes. It may
seem odd for me to depart from the tradional Treasury role of
encouraging an economical approach to visits of this kind. But I
wonder if you would look again at your proposal that the visit
should be accorded category III status, rather than category LEythe

. effect of which is that, although HMG would provide travel in England,
escorts and meals, the MEPs would have to pay their overnight accommoda-
tion.

I fear that such an arrangement would not be well received in
Strasbourg - we are already committed to telling the MEPs that they
must finance their travel to the United Kingdom. T believe that
this could stimulate an adverse reaction among those MEPs to whom
we most wish to demonstrate the usefulness of these measures and
whom we are most seeking to influence over the UK's refunds in

the 1983 and 1984 budgets. I recognise the risk of Parliamentary
criticism to which you refer, but the amounts at stake in the two
Community Budgets are very considerable. I do hope that you will
reconsider the classification of the visit.

I shall await your response before asking UKREP to make the necessary

sounding in Strasbourg.
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ENERGY COUNCIL: SOLID FUEL INITIATIVE

|

Peter Walker sent Nigel Lawson a copy of his letter to you of
16 September 1983 about forthcoming Energy Council.

I am sure that he is right to take a careful approach. The solid
fuels package put forward by the Commission could be helpful to
budget restructuring, but there is inevitably a risk of the benefit
to the UK being watered down in negotiation. Since expenditure on
the scale envisaged would breach the own resources ceiling it could
not in any case go forward until we have found a solution to
community financing in the round. In our view, the solid fuels
package is probably worth pursuing as long as the gross benefit to
the UK looks likely to exceed 40 per cent taking account of any
association concessions that have to be made elsewhere. If prospec-
tive benefits fell below that level we should consider, as you
suggest, withdrawing to cite this as yet another example of the
Community's failure to tackle budget restructuring seriously.

I am content that the UK should not, for the time being, take any
initiative on energy demonstration projects. But given the

pressure on own resources I hope that we shall stick closely with

the Dutch, Germans and French in securing the smallest possible
provision. If we stand firm with the others it should be possible

to stay well below the 450 mecu, agreed in the February correspondence,
as a last resort for the multi-annual programme. If the negotiations
remain dead-locked nearér the end of the year, we should consider
proposing a one-year programme within the budget provision for 198%4.
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I agree that we could indicate general interest in community action
on nuclear waste and decommissioning, as long as this is confined
to small-scale pilot schemes. The rest of the five year Energy

programme looks unlikely to be at all attractive, and I was glad to
see that Peter had reserved our position on new expenditure.

A copy goes to members of OD(E) and to Sir Robert Armstrong.
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Dear Dertds

PUBLICATION OF ECONOMIC PROGRESS REPORT SUPPLEMENT ON 'FUTURE
FINANCING AND DEVELOPMENT OF THE EUROPEAN COMMUNITY: BRITISH
GOVERNMENT IDEAS'

The Chancellor and the Foreign and Commonwealth Secretary have
agreed that we should publish as a special supplement to the
Treasury's Economic Progress Report an article summarising the
three papers which the United Kingdom has contributed to the
'great negotiation' in Brussels on the future financing of the
Community. We plan, accordingly, to publish the attached article
on Thursday morning. Copies of the typescript have already been
placed in the House of Commons Library and sent to Sub-Committee
A of the House of Lords European Committee.

The journalists best equipped to understand and report on these

somewhat technical subjects are those in Brussels. It is proposed,
therefore, that Sir Michael Butler should launch the article at an
unattributable press briefing in Brussels on Thursday at 11.00am.
(Brussels time and our time). The Treasury proposes to issue the
article simultaneously in London under cover of a press notice
explaining that it is an advance copy of an article which will appear
as a special supplement to the October issue of Economic Progress

Report.

The United Kingdom's ideas on the future financing and development
of the Community have already been quite widely, if briefly,
reported in the press. The purpose of the article is to set out
our detailed ideas in a handy form, for the benefit of both
domestic and overseas audiences. Since the papers which the UK has
circulated on these matters in Brussels are contributions to a

confidential negotiation, the article does not refer to them




qirectly or reproduce them in full. But it omits nothing of
lmportance, and Ministers will be able to make this point if they
are asked to publish the circulated papers themselves.

I am copying this letter and the typescript of the article to
John Coles and Bernard Ingham (NO.10), Roger Bone and Stephen
Lamport (FCO), Robert Lowson (MAFF), Michael Reidy (D/Energy),
Jonathan Spencer (DTI), John Ballard (DOE) and Richard Hatfield
(Cabinet Office).

fowrs Lnanly

E KWIECINSKI
Private Secretary




FUTURE FINANCING AND DEVELOPMENT OF TEE EUROPELN COMMUNITY :
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BRITISH GOVERNMENT IDEAS
Introduction

The European Council meeting on 18 June 1983 at Stuttgart agreed that

btroad action should be taken to ensure the relaunch of the European
Community. The Heads of Government declared that 'in the course of the
coming six mnnths a major megotiation will take place to tackle the most
pressing problems facing the Community so &s to provide a BolidAbasis for
the further dvnanic development of the Commmity over the remainder of the
present decade'. It was egreed that the negotiation ghould cover the
future financing of the Community, the development of Community policies,
the issues relating to enlargément; particular problems of certain member
sizties in the budget field and iﬁ other fields, and the need for greater
budgetery discipline. The reesults of the negotiation are to be submitted
to the European Council meeting in Athens on 6 December 1983.

2. As reported to the House of Coc=ons on 23 June, the Prime Minister
mede clex &t the Stutigart Council that the Eritish Government remzined
to be convinced that there is a case for increasing the Commmnity's revenue

resources but agreed to consider the matter provided that agreezment was

Tezched on -

& lasiing arrangement to ensure that budgetzry burdens er

ehzred eguitebly between member states, and

strict budgetary control of egricultural and other expenditure.
Augzuet
3. At Special Council meetings in July /end September, the Foreign and
Commonwezlth Secretery put forward the British Govermment's specific
ideae for the ehering of budgetary burdens in the Commmity, & sirict
finencigl guideline for egricultural expenditure and the cevelopmeni of

Commmity policies. This erticle summarises these ideas.

Burdern—ghzring : & ‘'safetv-net!
4. There i & wide measure of asreement in the Commmity thaet Commurity

policies should be developed in the longer term so as to echieve & more
The British Government

appropriate financiel belance between member states.

ghzzeg thie view. In practice, however, it will noi be poseible to solwe the

probler of budgetary imbelances totelly by this meane in th




In the Goverrment's view, therefore, some kind of 'pafety-net!

arrangement will be needed in addition to ensure that no member
state bears an unreasonzble burden, Such an arrangement should
be designed to disturb the Commmity's existing arrangements as
1ittle as possible. It should respect the principles of the own
resources system, and it should be designed to be applicable to
the enlarged Community. £ further cbjective should be to enable

thoee member stzies bearing: the heaviest budgetary burdens to look

at proposals far new Commnity policies on their merits rather than
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having to oppose them if they would aggravate an already inequiteble
budgetary situation.

5. In the Government's view, it should be possible to devise an
arrangement which woulé meet the above reguirements and provide a
Community solution. A susgested arrangement on these lines-is
outlined below. It reflects the philosophy set out in Sir Geoffrey

Howe's Hzgue speech of June 1981; but it is more modest in scope

-.L__..__.T_.,..._...S_..,‘._“

and concenirates on correcting any ineguitable burdens which mey
fall on pet contributor couniries by setiing avpropriate limits,
based on relative prosperity and GDP, on the net budgetary burdens
that anv member staite would be expected to bear. The main elerents

wonld be:




- The Community would agree that member states whose relative
prosperity in the enlerged Community was below some given
level should be net beneficiaries from the budget and pot in

any circumstances net contributors;

above that level, the 1imit on a member state's net budgetary
burden would be expressed as & small percentage of the member
state's GDP, the percentage being related to the member state's
relative prosperity in the enlarged Community;

any member state beering a net budgetary burden of more than
its agreed 1imit would have ite VAT payments in the following
year modulated and reduced, accordingly, by the amount of the

+ EA

EXCeBBs

6. It would be for the Community to decide what the limits on the net
budgetary burdens of member states with any particuler level of relative
prosperity should be. The Community might agree, for example, that member
states with less than (say) 90 per cent of Commmity average prosperity in
the enlarged Community should not be net contributors in any circumstances.
At the other end of the scale, the Community might think it reesonable that
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the most prosperous countries (perhaps those with 140 percent of Community
average prosperity after enlargement) ghould be prepared if necessary to
bear & quite substantial net budgetary burden, provided that it did not
exceed some specified percentage, say 0.3 per cent or 0.4 per cent, of
their GDP, Between these two points, the limits on net budgetary burdens

28 a percentage of GDP could rise in accordance with relative prosperity.

7. ‘The accompanying dizgram, based on the illuetrative figures mentioned
zbove, may help to clarify the idea. Its purpose is purely illustrative.

It doee not represent a UK proposal as to what would constitute acceptable
levels of compensation. The Community would need to decide both the level

of relative prosperity below which member states would not be expected to

meke any net contribution at al1, end the rate at which the limits on

mesber states! net budgetary burdens should increazse with relative prosperity.
It would likewise be for decision whether there should or should not be some
absolute upper limit, in terms of the percentage of GDP, on the net coniri-
bution which zny member state would be expected to bear, regardless of its




relative prosperity — and at what level of relative prosperity any such

absolute upper 1imit (illustrated in the diagram by the horizontal
section towards the righthand side) should begin.

8. The precise method of implementation would likewise be for decision.
But there would seem edvantage in reteaining & common rate of VAT for 211 :
member states and expressing as deductions from VAT the reliefs needed to

bring the net contributions of member states with excessive net budgetary

burdens down to their agreed limits. The revenue shortfall resulting from

these reliefs could be covered by an increased call-up of normal VAT from
2ll member states. Or the extra financing could, if desired, be modulated .
to take account of existing budgetary burdens and benefits and relative

prosperity, with a view to spreading the coste as eguitably as possible.

9. An arrangement on these lines would be guaranteed to solve the
imbzlances problem on & lasting basis in a manner which was seen to be
fair to 811 and which fulfilled 211 the desiderata listed in psragraph 4.
The only member states whose net budget contribution figures would play a
critical part in the calculation of rTeliefs due would be those bearing
heavy net budgetary burdens in the enlarged Commumnity. In contrast with
the existing refund arrangements, no compeneation paymenis would be made
from the Community budget to net contributor countries. The safety-net
limite , and the consequential reliefs, would operate only so long as, and
to the extent that, the development of Commmity policies failed to solve

the imbalances problem: hence the term 'safety-net!.
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A Strict Financiel Guideline for Tommon Arricultural Policy
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10. A% itS:vShﬁtgarbmeEHng: -~ in June the Buropean Council
declared "that the CAP must be adapted o the situation
facing the Community in the foreseeable future in order thav
jt can fulfil iis aims in a more cohereny manner" and .
steted that the Pxemination of the CA4LP which is now being
underiaken should "result inter 2lia in concrete ste§5
compatible with market conditions being teken to ensure

effective conirol of agriculiural expenditure."

11. The Zuropean Commission has recommended the Council of
Hinisters to adopt a guideline that the rate of growth of
agricultural .exafnﬁiture (2s an average calculated over &
number of years)?;;main; below that of the Community's own
resources. The Suropean Parliament, in the Arndi Resolution, has
said tha: the annual increase in a2gric tural expenditure

[+ S
must be held a2t a lower level the v ncrease 2 evenve.

2
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the rate of growth of CAP

than the rate of growth of

for eppropriete adjustments to
ipdividual commodity regimes but would provide -& fremework within which the

necessary adjusimente to those regimes wourld be m=de yezr by yeeT.




between those two years. The size of the 'given fraction' would be

for negotiation.

13, The strict financial guideline would be intended to constrain the
two, related major annual decisions which the Community takes in
respect of agricultural expenditure: the price fixing and the budget.

14. Simltaneously with its annual price fixing proposals the
Commiseion would propose, and the Council would decide on, a permitted
rate of increase in the amount available for FEOGA guarantee enij)end.i‘ture
in the year following the price fixing, as compared with the zmount
provided in the original budget for the year of the price fixing.

permitted rate of increase, both in the Commission's proposal and in

The

the Council's decision, could be less than, but would not exceed, the
The Commission's

rate of increase implied by the 'given fraction'.
proposals. and the Council'es and Commission's decisions about agricultural

prices both at that and the following year's price fixing, es well as
other decisiors during the year, would have to be coneistent With the
permitted rate of increase. What would in practice be needed would
be 2 sustained policy of restraint on common prices, rigoroue application
of guzrantee thresholds to limit the guantity of production to which the
Commmity's gueranteed prices apply and other measuree in individual

commodity sectors to make the CAP more cost-effective.

15. The Commission's proposals for FEOGA guaraniee expenditure in
the Preliminary Draft Budget for the year following the price fixing
would bave to be consistent with the permitted rate of increase; so
would. the Draft Fudget establiehed by the Council of Ministers. The
“uropean Ferliament's present power to propose modificetions to
agricultural expenditure would also have to be exercised under a

special procedure which took account of the strict financial guideline.

i
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16. If the trend of FEOGA guarantee expenditure in any year were to turn
out to be higher than expected at the time of the annual price fixing and allowed

for in the Community budget, for example because of unforeseen market
developments, it would be for the Commission to use ite market management

powers to reduce expenditure to the extent possible. If such action

eppeared unlikely to keep expenditure within the permitted rate of increaaé
it would be for the Commission to make proposals to the Council, which might
include a review of decisions taken at the price fixing. If, despite such
action, an increase in expenﬂituré appeared unavoidable, the Commission could
under an exceptional procedure submit & supplementary budget increasing

FEOGA expenditure.

17, If in eny year the budget provieion for FEOGA guarantee expenditure
exceeded the amount epecified by the 'given fraction' as the result of such

a supplementary budget, the excess would be deducted from the amount available
under the %iven fraction rule in the following year. Conversely, the Council
might 2dd any shortfall in FEOGA guarantee expenditure below that permitted
by the given fraction rule to the amount zvaileble umnder the given fraction

for the following year. The effect of these procedures would be to ensure

that the trend rate of increase laid down in the financial guideline would

not be exceeded over a period of years.

Future development of the Commmity
18, Heads of Governmeni st the Stutitgert BEuropean Council expressed their
determination "to develop and meke more effective Commmity sction in

research, innovation and the new technologies with 2 view to facilitating

cooperation between enmterprises", while emphasising that policies in these

ereas must be developed within the boumds of fipancial feasibility.

19. The Government has drawn attention to e number of key areas, mentioned

below, in which the member siates can benefii by concerted actions on a Saded
place

Commmity basis. In the Government's view, empheaeis will need to be/on

cost-effectiveness and economy. In many czses resulis can be achieved,
without additionsl Commmity spending, by greeter cooperation between member
gtates to cut out waste and duplication. The availability of resources within
the Commmity budget fof new policies will depend on keeping the rate of

growth of agricultural spending below that of the Commmity's own resources.,

8




i. European industry
20. In the Government's view, the Commnity needs to apply itself over the

next decade to the development of a vigorous, efficient and cost-effective”
industrial sector able to compete with the US, Japan and the newly industrielised
countries, and capable of creating the wealth on which the future economic,

social and political well-being of the Commmity depends. To ~achieve this,

the Community must:
- give priority to the development of more effective Commmity action in
research, innovation and the new technologies with & view to facilitating

cooperation between enterprises;

— exemine critically the sdministrative and legislative impedimente to

joint European ventures, risk taking and investment;

- develop & competition policy which has the positive dimension of industrial
development in mind and not solely the poseible distortion of competition;

to
- building on idems put forward by the Commission and France/examine further

the possibility of industrial cooperation between undertakings from a mumber

of member states within the Commmity framework;

- encourzge trzining progremmes for the new technology industries, poseibly

wnder the Social Fund.

ii. Enersy
21, The Commiesion kas put forward a proposal Jfor 2 malti-znnual ensrgy

programe. In the Government's view, the Cozmunity needs mow to identify its

priorities. In particulex:

- The Commmity needs to implemént policies which reduce dependence on

imported sources of energy, in perticular to develop energy resources in

the Cormmity;

— there shoeld be a polid fuels policy for the Commmity. It should support
the developzeni of & vieble industry by measures to encourssge econormic

production and use of coel.




iii. The environment
22. This is an important area for future Community activity. For example:

— the elimination of lead in petrol;
- Commmity action to control cross frontier trans-shipment of hazardous waste;

— research to solve probleme caused by acid rain.

iv. The Common Market
23, The creation of a true Common Market for goods and services is a foundation

stone of the Treaty of Rome, but practice still falls well below the reasonable
expectations of Community businessmen, who are daily confronted by & range of
non-tariff barriers and sdministrative measures. In the Government's view,

a top priority for the Commmity's development over the decade should be to
bring about a genuine Commmity-wide internal market: this would consiitute

& drive wheel for Commmity industry and a powerful measure for weelth creation
which wuld bring ebout important financial and economic benefits for all member

gtates. The Community should work for: L

SR
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S .

liberalisation of transport (particularly air services and lorry traffic);

— & common merket for services, particulerly insurance;
gimplification of frontier controls;
elimina ion of non-tariff barriers to trade (eg through the adoption of

% l

European standards);

further hermonisztion of prcfessional gualifications to facilitate free

movenent of lzbour.
v. External economic vpolicy
24. The Commmity needs to make a full contribution towarde sirengibeni
developed &nd developing

ng the

world trading sveiem and increasing trade with other

countries. It needs to spe2k with & ccherent voice and to work collectiively

both in defence of ite intereste where necessary andé in tackling the problems
of protectionism and indebitedness. It zust avoid the temptation to solve ite

internz] problems by increased protectionism. Specifically, the Commmity needs

to:

- implement the work prograzme agreed at the GATT Minieterial meeting, in
particular by opening up the markets of pewly indusirizlised countriee to
other developing as well as developed commtries, liberzlising trade in
services, and pleying a full and constructive part in the Commitiees on
Trede in Lgriculture;

- gecure sctiorn by Jepen to cpen up more repidly to imporis ené invesizent

ccount surpluses;

and to preveht +he exmerrence of large current a2




deal effectively with the unfair practices of other countries and to
defend Commmity industries in transition (eg steel, textiles and shipbuilding);

promote greater exchange rate stability and economic convergence to follow

up the Williamsburg Declaration;

develop & Community approach to the protectionist shipping policies of

stete trading countries and some developing countries;

ensure that aid to developing countries ie used effectively, including a
ghift in emphasis towards the poorest and away from direct food aid towards
the promotion of greater self reliance in agricul ture.
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