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I have received a letter from Henry Plumb proposing that
Ministers should try, where appropriate, to work into their
Conference speeches a rcference to the forthcoming European
elections. I think this would be useful, where it can be

done without too much contrivance.

My own speech in the debate on the European Community
will, of course, include a passage on this subject. But there
are four other debales where such reference might helpfully be
made - economic policy, free enterprise and industry, food and

farming, and employment.

I am copying this letter to Cecil Parkinson, Michael

Jopling, Peter Morrison, and Michael Alison at No 10.
%/’

GEOFFREY HOWE

The Rt Hon Nigel Lawson MP
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The Rt. Hon. Sir Geoffrey Howe, QC,

Secretary of State for Foreigrn &
Commonwezalth Affairs,

Foreign & Commonwealth QOffice,

Downing Street,

London SW1a 22T i -

I was glaé of the opportunity to speak with you earlie—
thits montn @bout the committee to:consiger next year's Eurcosen
Bleoctiope. X Gnderstanicd~Trom Peter Lfopoer -that ous firer
meeting will be on 6th October; we can then discuss in more
getail the Committee's tasks a2nd methods of procedure. in
the meéantime, however, I thought 1t ' worit writinc tc you
with 2 suggestion concerninc the preparaticns for the Parts
Conference — & sugcestion prepably best implemented as soo
as possible.

n our recent discussions within fhe EDC of the Eurcoean
Elections, we have zlways been conscious of the important
role whach ‘locel perty workers williplaye i Tole VYear' g Beyrox
Conference will be the last before the elections andé, while
+he Buropean debate will obviously foeus stiention oo June 1884,
it would be helpful if a2s many Ministers as possiblie coulc
work into theiz speecnes references tc the impo—tance ¢ t=e
BEuropezn Elections £tz the Party anc 'the country.’ Wonid ywou
Woibe prepafBd. TO make lgncl @ recommendaiion Bb vorry senior
cclleagues? For oOur own DuUDiicity materialil, we wWiil be
asking the Prime MintsteritTo provide ue heftre tThe Conferemcse
with & messace ©n the elections ¢ 1984; vor may De interestedc
in' Ene sEifacHec Grafi oo ihert messaoe; wWMRilch L oHEVEe Sent. ETr
Michael Rlison.
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: In general, I think the more we can do, even at
comparatively early sta to get Party workers Iook
towards the 1984 electi . -the better.  No doupnt +
& theme to which we shall cons

n
nscantly return in the C
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ALL CABINET COLLEAGUES

Policies for the Elections to the European Parliament 14 June 1984

1. As I mentioned briefly in Czbinet, the Prime Minister has
appointed a group to co-ordinate the preparation of the Manifesto
and associated publications for the European Elections. The
Government and the European Demccratic Group are working

together in this group, which meets under my chairmanship. TkLis
is a special arrangement, designed to avoid conflict and ensure

a coherent approach. \

2. The main lines of policy are already clear; for example,

from the Government publication '"The Positive Approach', the
submission to the Council of Ministers on "Future Development

of the European Community'" and the pre-election Report of

the Thomas Study Group. I would be grateful if you could let

me have, in compact form, suggestions concerning policy proposals
arising within your area of responsibility to which we should

give prominence.

3. It has long been my feeling that we tend to approach the
Community on too short-term a basis. Moreover our energies
are being applied to too many issues over too wide a front.

I would like this Manifesto to gain public attention for

the issues to which priority should be given during the

rest of this Parliament and you should view your contribution
in this light.

4. One unusual feature of this election will be that the party
in Government is not going to be dislodged by the result. The
propositions we put forward in the campaign will therefore
commit the Government for the rest of its life and may need

to be cleared through OD(E) or in some other way.

Lyt ahils

I'ERSONAL ANC CONFIDENTIAL




PERSONAL AND CONFIDENTIAL

D's This implies the receipt of contributions from
colleagues by a reasonably early date: I have selected
my 57th birthday, 20 December 1983! I would be grateful
if colleagues could observe this deadline strictly.

6 Obviously it is desirable for this exercise to take
place on a confidential basis. I enclose a guidance note
on how we intend to deal with enquiries should the
existence of the group become public knowledge.

v I am copying this minute to the Chief Whip, the

Secretary to the Cabinet, John Selwyn Gummer and Peter
Cropper.

-~

(GEOFFREY HOWE)

Foreign and Commonwecalth Office

6 October 1983

PERSONAL AND CONFIDENTIAL



PERSONAL AND CONFIDENTIAL

Guidance Note for Enquiries Concering 'Howe Group'

No announcement is envisaged. If enquiries are made, we

intend to say only:

(a) that the Prime Minister has appointed a
group to co-ordinate manifesto preparations
for the European elections, under the

chairmanship of Sir Geoffirey Howe;

(b) the government and thec EDG are working

together in this group.

PERSONAL AND CONFIDENTIAL
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From: The Rt Hon NIGEL LAWSON MP

2,
vig
O
i
o]
trd
rri
@)
@)
L
[ 2
b
)
vy
N

r'\ v
- ‘ LONDON SWIA OAA
o 19 December 1983

The Rt Hor Sir Geoffrey Howe QC MP
Secretary of State for Foreign &
Commonwealth Affairs

Downing Street

London S W 1

b Crf—

Here is the material on European policy you asked for in your
minute of October © to all Cabinet colleagues. The issues which
concern me most departmentally are familiar ones and, at this

stage at any rate, I cannot put forward any proposals which are
either novel or likely to have a dramatic electoral impact. Most
of the ground has already been covered thoroughly in various ways:
at Williamsburg, Stuttgart and Athens; and in the various proposals
you put forward at the July, August and September Special Councils,
which are very well summarised in the October Economic Progress
Report article "Future financing and development of the European
Community: British Government ideas". As I indicate in the attach-
ment to this letter, there are a number of topies-on which-we could
do no better than quote from what that paper has to say.

In preparing my contribution, I have had to decide how to deal with
a number of areas of policy in which the Treasury shares an interest
with other Departments. What I have therefore done is to offer
you a selective collection of points which I should like to see
reflected in any draft; and to add a few observations on proposals
of which we should be very wary. These notes are, inevitably,
incomplete. In some policy areas I cannot know quite what Treasury
concerns will need bringing out until I know more precisely what
colleagues or the EDG are proposing. Athens issues and Enlargement
are zlso impossible to tackle seriously at this point, and I

assume you will not want to deal with them for some months yet.
Finally, there are one or two awkward fiscal issues which we shall
perhaps need to consider, and about which I will speak or write

to you in the New Year, some of which you will recall from your
period here.

It is always difficult to draft hypothetical Manifesto material
until one has an idea of the overall picture. This problem is
particularly acute when one is dealing with the Treasury's interests.
While I have only offered you notes, it may be worth recalling
Chapter 5 of the 1979 European Election Manifesto. Much of what is
szid there reads remarkably (indeed disturbingly) well today,
mutatis mutandis. So if your group goes for a Manifesto on the same
lines as in '79, that Chapter could be a useful model.

NIGEL LAWSON \“// ;xu/;l////r//




CHANCELLOR OF THE EXCHEQUER'S CONTRIBUTION TO SIR G HOWE'S
‘ ' EUROPEAN ELECTION GROUP

AGRICULTURE
We should underline the key principles a reformed CAP must reflect:

- We stand by the decisions at Stuttgart, which were
endorsed by the whole Community.

- A basic aim must be to eliminate costly surpluses, and
get an effective grip'on spending both through sensible E
régimes for individual products and tight controls on |
total agricultural spending.

- This will require that EC prices are aligned much more
closely with world prices; and that we must be prepared
to reduce prices not only in rezl terms but, in some
cases, in nominal terms. :

- We will not be satisfied with a phoney reform; that is
why we oppose such proposals as a tax on imported fats
and oils, which would simply provide more finance for
the CAP a2t the expense of the consumer.

- A reformed CAP must permit the EC to play a p051t1ve
part in the fight- agalnst protectlonlsm. ;

COMMERCE, INDUSTRY AND ENERGY
There is little that needs to be added at this stage to material

under the headings "European Industry, Energy and the Common
Market™ in our "Future Financing etc" paper. But we should
perhaps stress: "

- We believe there are many areas for fruitful development f

if we can get out of our present impasse.

The biggest opportunities and potentizl benefits will
come from encouraging and permitting private businesses
to trade, compete and collaborate more. Bringing that
about should be a much higher priority.

Where there is a case for collective EC policy (sectoral
programmes or whatever), this should be a substitute for
costly and less effective national policies - as was

rightly urged by Gaston Thorn's May paper for the Commission.

As regards Insurance, we might refer to the interminable

delay .in adopting the "non-Life" directive.

aclline



. - In view of recent discussions, perhaps we should underline

the need for speedingfun progress under the GATT working
programme. I

- Stress the importance of liberalising public purchasing,
. e.g. as we will be doing with BT. This could have

~

 implications for the conditions for EIB loans.

- Warn of the dangers of "fortress Europe" policies, as
opposed to a strong, united Europe..

- ' Give ourselves a pat on the back for the dozen or so
valuable directives on common standards, while stressing
we need many more.

INSTITUTIONS

- There could be value in recording that we shall have to
 consider very carefully the Commission's proposals for
adapting the Community's institutions after enlargement.

- We will want to say how importent it is to reduce EC
bureaucracy, make policies more cost-effective, and
strengthen Audit procedures. 5

ECONOMIC AND MONETARY POLICY

- Endorse the familiar general objectives of convergence
and improving economic performance, with progressively
lower inflation and attainment by all of the low price
growth of the best as the fundamental pre-condition for
exchange rate stability.

- Record the fact that there have latterly been signs of
such convergence, with other members increasingly
sharing and supporting our commitment to restraint of
public spending and borrowing, monetary discipline, and
concern with improving the supply side.

- Restate our ¥nown position on the EMS exchange rate
mechanism. We accept that eventual membership would be
a step forward. But it must be successful (both for us
and our partners); and lasting, which is difficult while
the pressures on sterling differ so much from those on
our partners' currencies. We have no immediate plans

to enter, but we continue to keep the matter under review.

v



- Express approval for the growing role. of the ECU, and
. - commend the fact that ECU transactions in the UK are
as free as in any partner country.

- Underline the scope and need for more liberazlisation

in financial services, building inter alia on the

" _progress in banking reflected in our recent Banking Act.

TAXATION AND EC BUDGET
(To be drafted nearer the time).

POINTS TO AVOID

- We must be very wary of new commitments or even vacuous
statements of apparent virtue in relation to various -aspects of
social and employment policy. I am sure that we should steer

clear of proposals for more equality between the sexes (e.g. in
pensions or other matters); for EC initiatives to promote Jjob-. '
splitting, a shorter working week and early retirement; angd,
obviously the adoption of the Vredeling scheme for employee
participation.

We will also want to steer clear of

- any crude commitments to increase spending on the
Regional or Social Funds, particularly those based
on premises of additionality and/or the supposed
net benefits to us;

- fancy proposals for '"concerted reflation", a new
Bretton Woods, or grandiose schemes for solving
the international debt problem.
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MP bitter
over EEC

heer duty

rules

BRITAIN'S 30 million beer
drinkers are in for “‘clobbering”
from “repugnant”

Common
Market rules, an MP predicted

yesterday.

Tom Torney, chairman of
Labour’s food and agriculture
committee, is to ask the Chan-
cellor, Nigel Lawson, to act over
the “unfair” European Court of
Justice ruling that the British
rate of taxation illegally discrim-
inates against wine and should
be reduced.

Mr. Torney, MP for Bradford
South, said: “All the signs are
that in his spring budget the
- Chancellor will reduce duty on
wine which could cut the price
of a bottle by 20p.

“And to match this loss of
revenue he will clobber the poor
British beer drinker yet again to
the tune, possibly, of as much as
7p more on the price of a pint.”

He added. “It is time that we
began to fight our -corner in-
stead of bowing all the time to
-;he tactics of the Common Mar-

et.” :

THE OBSERVER, SUNDAY 18 DECEM

Tax boost for
wine drinkers, |

BRITAIN’S wine drinkers are
in for some good news, but 30
million beer drinkers are likely
to wake up with a nasty shock
in the new year, writes Adam
Raphael.

The Chancellor, Mr Nigel
Lawson, is planning  to
increase beer taxes in his
March Budget and to reduce
taxes on wine because of a
European Court of Justice
ruling that British rates of
taxation discriminating
against wine are illegal. .

. No fina! decisions have been
taken by the Treasury, but the
Brewers’ Society fears that
beer could go up by as much as
7p a pint if the Chancellor
decides to raise the tax to
match the loss of revenue on
wine. ‘The price of wine may
be cut by up to 20p a bottle.

The present ratio of tax on
wine to that on beer is more
than four to ome, and the
European ' Court ruled last|

summer that this violates a
clause in the Treaty of Rome:
which forbids member coun-

_tries to over-tax imported

goods to protect those
produced domestically.

Both the beer and spirits
trade are apprehensive about
the outcome and have been
deluging the Chancellor with
pleas to phase in any changes
very slowly.

The Brewers’ Society claims
that Britain’s beer drinkers
arc among the highest taxed in
the world. The cost of an
average pint includes 23p in
VAT and duty.

|

BER 1983
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FROM: ADAM RIDLEY

D.14 20 December 1983
(] atml

CHANCELLOR ik cc MST
pecy Mr Lord

7 . el
CUSTOMS & EXCISE ISSUES AND THE EUROPEAN ELECTIONS

As you may éball, you said in your letter to Geoffrey Howe of
yesterday about the European elections that there may be

"one or two awkward fiscal issues which we shall perhaps need
to consider", and which you promised to brief him on in the
New Year. The attached note sketches out very briefly and not
very systematically the flavour of what concerned me in
suggesting that you should — write in such terms.

4% The practical point is simple. We now face a variety of
small to medium issues many of which could have an awkward
populist flavour during the run-up to the Euro elections or the
campaign itself, issues which, if not well handled, could embarrass
not only the Government in general, but Treasury Ministers in
particular. There may be little or nothing we can do about
any of them. But whatever judgement we reach and whatever plan
of campaign we may choose to follow, it is clearly important |
to think the issues through in crude political terms, pursue any
actions that we need whether with Mr Tugendhat and the Commission,
or forewarning colleagues - not least the PM . And it would be
sensible to have begun this process well before the full
Budget proceedings begin and time for full consideration and
consultation on these matters becomes very scarce.

e I would therefore strongly recommend that Customs & Excise.
should be commissioned to produce a short note isolating those.
issues in their area of responsibility which might raise potential
embarrassments, vis-a-vis the Community, describe briefly the kind
of timetable which could be involved in legal proceedings,
consultations and the rest, and indicate the extent to which it

is possible to keep matters confidential. 'Armed with that, it
would then be possible for us here (in practice I suspect the
Minister of State, Mr Lord and myself) to consider the best way
ahead. When speaking to Customs and Excise Private Office about
this, Mr Lester more or less volunteered the idea that the
preparation of a short note would be of some help. This suggests
that it should not be too difficult to get such a note done by

by the middle of January, which will provide adequate time for the

.
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subsequent thinking and internal consideration which may be

needed.

AN

A N RIDLEY
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POSSIBLE AREAS OF EC DIFFICULTY IN CUSTOMS & EXCISE MATTERS

Vat

There appears to be quite a long list of areas in which it
is thought our VAT régime is illegal in the eyes of Community law.
The complications with these could develop as follows:

(i) Zero Rates. There is a long history of exchanges on
this subject, of course. As I understand it, we have

been involved in an empty dialogue, which will be ended

by the line we take in the Budget. That will effectively
demonstrate whether or not we are interested in doing what
the Community is seeking. On present form we are unlikely
to match their expectations, which could lead to their
initiating infraction proceedings very shortly afterwards.
A particular complication here is that, even if they do not
initiate such proceedings immediately, we have an obligation
to consult the construction industry about the zero rates
régime which they currently enjoy, which would make it
very difficult to keep matters secure.

(ii) Other VAT issues. There is quite a long list of topics
such as the VAT registration threshold, tax on private

medical care, spectacles and so on. It is, again, likely
that after a Budget which does not particularly please the
Commission, there could be at the very least '"reasoned
opinions" on a number of these topics, well before the
Euro elections. Even though the reasoned opinion process
is, as I understand it, confidential in principle, there
is the very strong likelihood of leakage at the Brussels
end (perhaps to put pressure on us), and in any case the
possible need for consultation with domestic interests.

Beer and Wine

The position on this is well known, and does not need much
amplification at this stage. However, there are at least two
points of some substance which seem worth noting:

(i) Any measures introduced in the Budget could raise
delicate problems of Parliamentary procedure. In
particular given the convention that they will be
taken at a very early stage in the debates on the

-
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Finance Bill, the timing of such discussions is likely

to be just before the Euro elections. There would be
obvious possibilities of strenuous argument about whether
such measures were to be taken in Committee, or on the
floor of the House. If the latter, we would be embarrassed.

(ii) If it were decided to pursue a "phasing" option, then
there would be grave doubts about the legality of the
Government's move. It would therefore be open for
individuals to take the Government to court immediately
to require the Government to move all the way, which
could obviously cause trouble.

Made Wine

I believe that there is a decision likely in the European
court in February, While this does not affect a very major part
of the drinks industry - in practice mainly things like British
Sherry - it could be a significant factor as part of a whole bloc
of irritants containing more important components such as VAT
or the Beer and Wine issue.

Perfume Spirits: _rebated duty.

Officials are studying this urgently at the moment, and
I gather that events are likely to come to something of a head
in the New Year, While it could be that our interests cau be
protected by effective lobbying elsewhere in the Community (where
there are specific duties on perfume spirits), we could be faced
with Commission pressure if they are fed up with this more generally,
and seeking to cause trouble.
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From M E Corcoran
Date 22 December 1983

PRINCIPAL PRIVATE SECRETARY

cc Mr Ridley
Mr Lord

CUSTOMS & EXCISE ISSUES AND THE EUROPEAN ELECTIONS

The Minister of State has read Mr Ridley's minute of 20 December
to the Chancellor. He endorses Mr Ridley's advice and would be
happy to consider with Mr Ridley and Mr Lord the best way ahead
once Customs & Excise have produced the short note Mr Ridley
suggests.

\BE

M E CORCORAN
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FROM: MISS J C SIMPSON
DATE: 3 January 1984

MR RIDLEY cc PS/Minister of State
: Mr Lord

PS/Customs and Excise

G&j) Mr Knox - Customs and Excise

CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTIONS

The Chancellor looked over the holiday at your minute of

20 December and the attached papers.

2., He is content that Customs and Excise should produce a

note as you suggest, isolating those issues in their aréa of
responsibility which might raise potential embarrassment vis a
vis the Community, describé”briéfly £he kind of timetable that
could be involved in legal proceedings etc and indicate the -
extent to which it is possible to keep matters confidential.

I understand that you have already been in informal contact with
the Customs and Excise Private Office about this. I should be
grateful if they could take this note as a commission from the

Chancellor's Office to produce such a note.

75 -

MISS J C SIMPSON

PERSONAL AND CONFIDENTIAL
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CHANCELLOR OF THE EXCHEQUER

Guide for the European Elections

1. As part of the preparations for the European elections, the
Research Department and the EDG Secretariat have produced a

draft election guide. This has now been discussed by the joint
committee which I chair, and it is clear that it would be very
desirable for colleagues to let me have their views on the
relevant chapters. Peter Cropper will shortly be sending these
to your office and I would be extremely grateful if you could
arrange for them to be dealt with urgently by a Special Adviser
or, where appropriate and if possible, by a departmental Minister.
The object is to correct errors, to update, and to fill in
omissions. In some cases, I fear, this may well involve a fairly
sizeable input. Because of the time pressures for printing and
publication, specific drafting proposals would be desirable. In
some cases it could be particularly useful - and perhaps involve
less trouble at your end - if you could let me have some

background briefing documents that already exist.

2. We aim to get final texts to the printers before the end of
January, so it would be helpful if comments or other material
could be made available within one working week of its receipt.
I am sorry to trouble you with this request. I should not do so

if I did nol regard Lhe need as important.

3. I am sending this minute to all Cabinet colleagues who need to
receive chapters of the guide, and copying it to the Chief Whip,
the Lord President of the Council, John Selwyn Gummer, Michael

Spicer, Henry Plumb and Peter Cropper.

-
-

(GEOFFREY HOWE)

Foreign and Commonwealth Office
9 January 1984

PERSONAL AND CONFIDENTIAL
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LONDON
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LA/ N

Further to your memorandum of 6 October requesting departmental
comments on policies for the European manifesto there are three
areas of Community policy where there is a substantial Northern
Ireland interest: regional affairs; agriculture; and the role
of the European Parliament.

On regional policy I would hope we could strike a positive note
while calling for continued improvements in the operation of the
ERDF. These improvements should include: greater selectivity

in designating those areas of highest, and structural, unemployment
as priorities; and more awareness of the importance of tackling the
problems of urban blight. In addition the point should be made that
while the ERDF is essential in increasing the Community's economic
cohesion and, in particular, in aiding peripheral areas, the
Community should also show a greater awareness of the impact of the
operation of some of its other policies - such as the CAP - on
disadvantaged regions.

I don't imagine that I would diverge from Michael Jopling's comments
on the reform of the CAP. However, a central point to emphasise, I
believe, is the importance of restoring a more equitable balance

in the rate of return between arable and livestock farming. A
redressing of the balance away from arable farming in favour of
livestock producers is long overdue. It is also important from the
point of view of Northern Ireland farmers that access to cereal
substitutes should remain as free as possible.

As a matter of general principle our proposals on CAP reform should
be based on dealing with over production primarily through the price
mechanism. However if we eventually have to accept a quota system

for milk these should be implemented at farm level, without pooling,
and exemptions for special cases should be firmly resisted (although

'f&fA you/.
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you will be aware of my position should the Republic of Ireland gain
an exemption)! Northern Ireland farmers also feel very strongly
that the variable beef premium must be defended and sustained.

One of the more contentious actions of the European Parliament has,
of course, been its decision to commission a Report on Northern
Ireland. I think we must see how the Haagerup Report progresses
before deciding on how to approach this question in the campaign.
As long as the resolution itself continues to emphasise the social
and economic role of the Community in Northern Ireland I anticipate
few problems. While the Parliament can have no business interfering
in the Constitutional or political affairs of a member state - and
their attentions have not been welcome - in the event, the Haagerup
Report may work to our advantage in clarifying the situation in
Northern Ireland for many continental minds. While a stern note
might be appropriately struck - in general terms - in the manifesto
about the importance of the Parliament restricting itself to its
legitimate areas of activity I would not wish to make a great

issue out of their Northern Ireland intervention, nor to appear too
churlish. The European Parliament does, after all, deserve credit
for helping to promote the cause of Community aid for Belfast's
urban problems and this deserves recognition.

On the wider question of campaign themes might I make some brief
observations beyond my departmental remit? I feel there are three
themes which we should be pressing hard, summed-up in the words:
experience; achievement and commitment. As the Party that took
Britain into the Community and which has provided three quarters of
our representation in the directly elected Parliament, experience
must be one of our greatest advantages over both Labour and the
Alliance. Although much still remains to be resolved in the after-
math of Athens our record of achievement as a Party in Government
and in the European Parliament can also be portrayed as formidable -
especially when contrasted with the weak performance of the Wilson
and Callaghan Administration. Commitment to the success of the
Community, and to a vigorous defence of British interests within it is,
perhaps, the most important theme. However, both strands have to be
emphasised. I don't believe that there is any doubt in the public
mind about the Government's determination to improve Britain's
position within the Community or about the strength of our resolve.
Thus, to over-emphasise this point without balancing it by references
to our commitment to the success of the whole community idealsbegins
to cast our relationship with the Nine in a purely adverserial light
Thus we do need to re-emphasise the broader objectives and community
of interest which underpin the Treaties, otherwise we put ourselves
into a rather defensive posture viz a viz what increasingly would be
perceived as an organisation inimical to our interests. In such a
situation the public might well ask 'if the common market is only
about fighting for each country's interest why bother to have it

at all?' I am also quite certain that the Labour Party's fudge on
the question of membership is as fragile as their position in the
General Election over disarmament - and should be exposed as such.

I hope that it will also prove possible for the Prime Minister to
make some sort of joint statement or appearance with leading members
of our associated parties in Europe - such as Paul Schluter and
Helmut Kohl. The Socialists and Liberals will otherwise make great
play of isolation - real or imagined - as a political grouping

in Europe, compared with the changes of collaboration open to them
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within the Parliament. Given the current predominance in Northern
Europe of governments of the centre-right this is a ploy with
which they should not be allowed to get away.

I am copying this letter to the Prime Minister, other members

of the Cabinet, John Selwyn Gummer, Peter Cropper and Sir Robert
Armstrong.
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The Rt Hon Nigel Lawson MP Q/
Chancellor of the Exchequer \
Treasury Chambers

Parliament Street
London ' StW.il.

13th January 1984
Heme Niger ¥ o0

1 enclose the draft chapters of the European Handbook relating
f il
o the Treasury. il 3

Geoffrey Howe wrote to you on 9th January asking you to arrange
for these chapters to be dealt with urgently "by Special Adviser
or, where appropriate, and if possible, by a departmental
Minister"

Geoffrey's letter asked for specific drafting proposals within
one week of your receipt of the draft chapter. I should be
most grateful if you would send these back to me by Friday
20th January.

The Foreign Secretary has pointed to the need for some or more
material on zero-rating of VAT, on beer and wine duty/the ECJ

XL decision and consequences, on the 1983 refunds, on the 1982
risk-sharing refund and on any possible increase in own
resources.

I would be particularly grateful if you could assist us in
these areas.

R
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Peler Cropper
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11. ECONOMIC AND MONETARY POLICY

THE COMMUNITY

Economic Policy

The commitment to align national economic policy-making is set out clearly in
the Treaty of Rome. Article 3 provides for the establishment of procedures to
coordinate the economic policies of Member States and to remedy balance-of-
payments difficulties. Articles 103-109 require the Member States to consider
theilr economic policies as 'a matter of common concern', and to consult each
other and the Commission on joint or national action. Similarly, Member
States are required to cooperate with regard to their exchange rates. There
are safeguard measures which can be adopted by Member States in the event of

balance-ocf-payments crisis.

To further this aim, the Commission began issuing annual economic policy
recommendations to Member States in the 1960s. As from July 1969, a Member
State contemplating important short-term economic policy measures likely to
havé a substantial impact on the economies of other member countries has been

required, under a decision of the Council of Ministers, to hold prior consultations.

Since 1971, the Council has carried out a twice-yearly examination of the
economic situation in the Community, based on communications from the Commission,
and has drawn up short-term economic policy guidelines. Each year, the

Commission presents a report on the economic situation in the Community, which



is then adopted by the Council and is intended as a guide for Member States'
economic and budgetary decisions. From 1964 onwards, the Community has also
formulated medium-long-term economic objectives in the form of Economic Policy

Programmes, modelled on the French system of indicative planning.

These initiatives have not so far had very much impact on national economic
decision-making. The economic crisis of the 1970s, precipitated by the five
fold increase of oil prices in 1973-4, undermined attempts at coordination.
Govermments have resorted to national remedies with renewed vigour, and the
consequent divergence in policy has been marked. The United Kingdom and
France, for examplé, have pursued diametrically opposed economic policies
twice in the course of the last decade, with fiscal laxity in the United Kingdom
matched by restraint in France during 1974-6, and the reverse mix of policies
prevailing in the years 1981-2. 1In so far as European governments have exercised
fiscal restraint in the early 1980's, this owes less to Community institutions
than to the moderating effect of the recession. However, regular meetings of
the Council of Finance Ministers have contributed to mutual understanding of
problems and prescriptions. Although the annual economic report of the
Commission tends to reflect rather than determine prevailing opinion, it can
give useful psychological support to policy priorities in individual Member
States, as it is doing at present to monetary and fiscal restraint throughout

the Community.



(ii)

Monetary Policy

Background. The Treaty of Rome does not explicitly mention Economic and
Monetary Union as an objective, nor does it define what is meant by the term.
The concept of an economic and monetary union (EMU) was formally launched by
the Six, after the completion of their customs union, at the European Summit
held in The Hague in December 1969. After reports from a Committee under Mr.
Pierre Werner (then Luxembourg Prime Minister and Minister of Finance) and
from the Commission in the name of its then Vice-President, Mr. Raymond Barre,
the Council of Ministers formally decided on a three-stage plan for complete

economic and monetary union by 3lst December 1980.

The plan called first for a narrowing of the margins of fluctuation of
exchange rates within the Community, and the establishment of a European
Monetary Cooperation Fund (EMCF), movement towards coordination of national
economic and budgetary policies, with concurrent progress towards harmonisation
in the fields of VAT, excise duties and company taxation, all leading to
fixed exchange rates within the Community, a central banking system, free
capital movement and the removal of tax frontiers in 1980. The only element
of the plan to come into operation was the so-called 'Snake', an attempt to
limit the fluctuation of exchange rates. This linked the value of certain
European currencies, allowing them to fluctuate only within narrow margins.
Very short-term Community credit was made available to help countries remain
within these limits. Inaugurated in April 1972, the Snake's original members
comprised the six founding members of the Community, joined very soon after
by the applicant countries - the United Kingdom, Ireland, Demmark and Norway.
However, Sterling was withdrawn in June 1972 and the Italian Lira in February 1973,
The French Franc left in January 1974, rejoined in July 1975 and left again
in March 1976. By 1979, the Snake contained only five currencies, those of

West Germany, Demmark, The Netherlands, Belgium and Luxembourg.



In response to the disintegration of the Snake, the failure of the plan for
economic and monetary union, the fluctuation in exchange rates and the widening
divergence of economic policies and rates of inflation after the o0il shock of
1973-4, the then Commission President, Mr. Roy Jenkins, launched the idea of a new
European Monetary System in a speech in Florence in October 1977. Spurred on by
French President Valery Giscard d'Estaing and the West German Chancellor Helmut Schmidt,
subsequent negotiations gave concrete form to this proposition. The present EMS began

operating in March 1979.

The EMS, the objective of which is to creaﬁe a 'zone of monetary stability in
Europe', has the followinz components:

(1) The EW. The European Currency Unit (EQJ), the principal building-block
of the EMS, is a monetary unit created from a basket of currencies. (The basket is
composed according to the relative size of national economies, and the weight of
each currency varies with the exchange rate.) The EQ is provisionally backed by
deposits, recycled every three months, from the participating central'banks'which'
transfer 20 per cent of their gold and dollar reserves to the European Monetary

Cooperation Fund. The ECQJ was, at 3lst December 1983, worth approximately £0.6.

The EMCF's resources operate as a credit reserve for the central banks.
Currently, the use of the EQU for settling debts is restricted to paying off short—term
loans agreed between banks for exchange rate management purposes. The ECJ is
also used in the exchange rate, intervention, and credit mechanisms described
below. It is used as a2 unit of account by the Community institutions and increasingly
by the private sector for borrowing and lending. Privately-held EQU denominated
deposits and loans are growing rapidly each year (the formér were tentatively
estimated at 3 billion EQJ or £1.75 billion at the end of 1982). Although holding
only 4 per cent of the market, the ECJ now occupies third place in the Eurocurrency

and Eurobond markets.



(2) The Exchange Rate Mechanism. A central ECJ exchange rate is fixed for each

currency in the system. These central rates are then used to establish a 'grid' of
bilateral exchange rates, expressed and published in national currencies. With the
exception of Sterling and the Greek Drachma, the grid determines the central rate

for each Community currency vis—a-vis all other Community currencies. The grid

also establishes intervention limits known as 'floors' and 'ceilings', with the
margin of fluctuation above and below the central rates limited to 2.25 per cent

(6 per cent for the Italian Lira). Central banks are obliged to keep their currencies
within these limits. A so—-called ‘'divergence indicator' measures the degree of
divergence of each currency from its EQ central rate. When a 'threshold of divergence!
is reached, the Member State concerned is expected to take corrective measures,

which might include either changes in domestic economic and monetary policy or a
proposal to realign the central rate. The central rates can be revised by mutual

agreement between all countries in the EMS together with the Commiscion.

(3) The Credit Mechanism. Three credit mechanisms, carried forward from the

Snake, have been expanded and liberalised in the EMS. First, a very short—term
financing facility (VSTF) exists by which central banks participating in the exchange
rate mechanism allow each other unlimited credit in their own currencies for up to

75 days, extendable for up to three months under certain conditions. Second, tﬁere
is a short—term'monetary support system (STMS) of mutual credit for all the central
banks of the Community, with the aim of providing balance of payments financing

under certain circumstances. Funds total 14 billion ECQJ; support has a (renewable)
duration of three months, and the facility is funded by quota subscriptions.

Finally, medium—term mutual financial assistance can be granted bv Member Srates

for between two and five years. The credit available now stands at 11 billion EQJ

and it is available on a conditional basis with- funding by way of country commitments

up to agreed ceilings.



As originally emvisaged, the European Monetary System was to be established in
two phases, the first already in effect, and a second 'institutional' phase, having
implications for a wider move towards economic and monetary union. In the event,
however, the first phase has been prolonged, and there has been no new institutional
development since the inception of the system. With the exception of Greece, all
the Community countries were, and are, members of the EMS. However, the United
Kingdom is not a full member. Although it deposits 20 per cent of gold and dollar
reserves with the European Monetary Cooperation Fund, and participates fully in
EMS negotiations, the United Kingdom has so far chosen not to participate in the

Exchange Rate Mechanism.

There are considerable technical differences in identifying and assessing the
impact of the EMS at a time of economic instability. From the frequency of the parity
éhanges which have already taken place, it is clear that the EMS cannot gu;rantee_the
kind of fixed exchange rates which existed under the old Bretton Woods system and which
would be needed if & gradual comwvergence of economic performance were to be ensured.
However, there’ is some evidence that the EMS has acted as a constraint against
irrespogsible policies on the part of some Member States. For example, the public
humiliation of aevaluing three times in the EMS system almost certainly forced an
earlier end to the Mitterand economic experiment of 1981-83 in France than would
otherwise been the case. To this degree the EMS may well have encouraged financial
discipline among participating states, and the regular meetings of finance ministers
which determine‘adjustments in the parity rates probably encourage better understanding

of common problems.



THE CONSERVATIVE APPROACH

Conservatives have recognised the political importance of the EMS and the

potential economic benefits to be obtained from membership of the Exchange Rate
Mechanism. However, the Govermment has had three practical reservations about

joining the ERM: (1) the System has not been wholly successful in achieving
comwergence between the economic policies of Member States; (2) sterling as a
petro—-currency tends to be subject to forces, different from the IG which affect

those currencies of countries which are primarily oil consumers; and (3) the

pound, as one of the major international currencies, is sensitive to a variety of\
external factors not experienced by most of the EMS currencies. The Goverment is
keeping the possibility of membership of the ERM under regular review, since it accepts
that our full participation in the EMS would be a major step forward. However, the
Go&ernment is concerned to ensure that such participation would be of lasting

benefit both to the United Kingdom and to the EMS itself. The Govermment also acéepts
that, outside the EMS, a measure of economic coordination is essential between
countries whosg economies are as interdependent as those of the Member States and

which face so many common problems.



g o Ber-t e
. (2%
= g

7. THE COMMUNITY BUDGET

Background. The Treaty of Paris 1951 provided the ECSC with its own budget, financed
by a levy on coal and steel production (determined by the High Authority - now the
Commission) and by borrowing. Subsequently, Euratom also had its own budget,
financed by national contributions. The EEC Budget originally consisted of an
operational budget, followed by a Social Fund and then an Agricultural Fund, reflecting
the terms of the EEC Treaty. In 1967, the three budgets were brought together in
a single general Budget, but excluding expenditure covered by the ECSC levy and

1

the European Development Fund. It is this general, or Community, Budget with

which this chapter is concerned.

The distribution of budgetary powers between the Parliament, Council and
Commission is laid down in Article 203 of the Treaty. This has bcen changed twice
in recent years, in 1970, and in 1975, when Parliament and Council acting together
became the 'Budgetary Authority', with the Commission responsible for executing the
Budget. 1o help resolve any disputes, two inter-institutional agreements between

the Parliament, Council and Commission have been signed, in March 1975 and June 1982.

The Community Budget is not a budget in the traditional British sense, but is
more akin to the public expenditure estimates. The Community Budget is small when

measured against a number of yardsticks. If all ten national budgets are added up,

>

the Community Budget is equivalent to about 2.5 per cent of their total. That part
of United Kingdom public expenditure accounted for by the net contribution to the

Community comes to about 0.3 per cent.

The EDF is financed by national scales laid down in the Conventions. Borrowing
and lending operations (now growing rapidly with the introduction of the New
Community Instrument) are also excluded. The European Parliament and Commission
want to see all these cperations included in the Budget, but so far the Council
has only agreed in principle.
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Nevertheless, the Community Budget has resulted in transfers of resources
between the Member States which follow no justifiable pattern. In particular, the
United Kingdom, which is one of the less prosperous Member States, finds itself
making excessive and unfair transfers to the others, including several of its more

prosperous partners.

Drawing up the Budget. The Community Budget is denominated in ECU; revenue and
expenditure ﬁust balance i.e. no deficit financing; and there is a Budget for each
calendar year (with the possibility of supplementary budgets, which are subject to
the same procedures as the annual Budget). Ir an increasing number of budgetary
items, a distinction is drawn between payment appropriations (amounts which can be
paid out in the year) and commitment appropriations (amounts which can be legally

committed for payment over a number of years ahead).

For each budgetary year, the five Institutions draw up their estimates in the
fdrm of a preliminary draft Budget which the Council and Parliament each consider
in two readings. The first reading takes place in the Council, when it eetablishes
the draft Budget (usually in July), and Fhe final reading takes place in the Parliament
in December. These readings concentrate on the Commission budget because it contains
over 98 per cent of the Budget, and also because of the gentlemen's agreement
between the Parliament and Council not to amend each other's administrative estimates.
In the Council, the meetings are chaired by the Member State holding the Presidency.
In the Parliament, the draft Budget is steered through its stages by the Budget
Committee's Rapporteur. Mr Robert Jackson MP MEP was the Rapporteur for the 1983
Budget. The only two occasions on which the annual Budget has been adopted by
Parliament without dispute has been under Conservative Rappérteurs in 1983 and in

1978 (Sir Michael Shaw MP and MEP).

The respective powers of the Parliament and the Council over a particular budget
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line depends on whether the expenditure is classified as compulsory or non-compulsory.

3

In the words of Article 203, compulsory expenditure is 'expenditure necessarily
resulting from the Treaty or from acts adopted in accordance therewith'. To try
and stop the frequent disputes which were resulting from different interpretations
of this Article, the Parliament, Council and Commission agreed on a classification
in a Joint Declaration of 30th June 1982 (0J No.C 194 of 28th July 1982). The main
examples of compulsory expenditure are CAP expenditure, and some of the refunds to

the United Kingdom.

The Treaty lays down the majorities which are needed for the Council to establish
the draft Budget, for the Parliament to make changes at its first reading, for the
Council to overturn these changes at its second reading, and for the Parliament to
have the last word on non-compulsory expenditure at the final reading. Where any
Institution proposes to go beyond the predetermined 'maximum rate' of increaée in
non—-compulsory expenditure, the new rate needs to be agreed hetween the Parliament
and the Council. Alternatively, the Parliament may reject the draft budget as a
whole, if there are important reasons, and call for a new draft. Otherwise
when all the stages have been completed, the President of the Parliament declares

the Budget adopted.

Revenue - Own ResSources. National contributions according to a variety of scales

were gradually replaced from 1971 by the 'own resources' system under which Member
States hand over to the Community:

- customs duties on imports subject to the Common External Tariff

- agricultural levies on imports

— sugar levies on the production and storage of sugar

— VAT as required up to a rate of 1 per cent on a standardised basis of assessment

(not a percentage of VAT actually collected).



The United Kingdom, Ireland and Denmark gradually moved on to the own resources

IS
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svstem between 1973 and 1979. The transitional period for Greece runs from 1981 to

1985

The VAT rate was brought up to 0.9980 per cent in October 1983 by a supplementary
budget, containing extra agricultural appropriations and additional rebates for the
United Kingdom and Germany. For 1984 a VAT rate of 0.99 ... is required, just
£000m short of the ceiling. If and when claims on the Community Budget cannot be
met, the Commission may have to choose between competing claims. In particular a
situation could be created where national governments might feel the need to meet
obligations to farmers and others out of their own exchequers. Any change to the
basic own resources system, including the 1 per cent VAT ceiling, would require
Treaty amendment and hence ratification in each Member State (i.e., approval by

the House of Commons in the case of the United Kingdom).

Expenditure.. Agricultural spending has always dominated the Budget. The increases
in the Social Fund, and the introduction of the Regional Fund in 1975, have not
been nearly large enough to redress the balance, while spending on energy, industry,

research, transport, and development aid has remained low.

Each Member State collects the Community's own resources, and pays them into a
bank account kept by the Commission in each country. The Commission uses this
money to make payments to farmers, agricultural traders, nationalised industries,
local authorities and other recipients of Community spending in that country. In
eight Member States, Community expenditure exceeds the resources collected, and the
accounts have to be topped up by transfers from the other two, West Germany and the
United Kingdom. The'combination of a2 high gross contribution with a low level of

receipts from a Budget dominated by agricultural support is at the heart of the
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British budget problem, which has also been a problem for West Germany and hence

for the Community as a whole.
THE BUDGET PROBLEM

During negotiations for the United Kingdom's accession it was agreed that 'should
an unacceptable situation arise within the present Community or an enlarged Community,
the very survival of the Community would demand that the Institutions find equitable

solutions' (The United Kingdom and the European Community, Cmnd 4715, July 1971).

Before the 1975 Referendum the Labour Government argued that the British net
contribution was too high and as part of its 'renegotiations' an agreement was
reached on a Financial Mechanism. The renegotiation was a demonstration of
the incompetence and myopia of the Labour Govermnment. No money has been paid out,
since the mechanism would have come into operation only in the event of an overall
deficit in the UK's balance of payments, an increasingly unlikely occurence given the
balance of payments benefits of North Sea o0il, major discoveries of which had already

been made.

Immediately on taking office, the Prime Minister, Mrs Thatcher, raised the
issue of the British budget problem at her first European Council in June 1979 in
Strésbourg. As requested by the meeting, the Commission then made calculations of
net contributions which showed that in 1980 Britain's net contribution would be
more than £1,000 million, far more than that of any other Member State. West Germany
would be the other main contributor, while France's account would be broadly in

balance; the other six would be net beneficiaries.

When the European Council next discussed the British contribution in November
1979, the Prime Minister rejected an offer to revise the 1975 Financial Mechanism
which would have reduced the net contribution by a third. In the same month, the

European Parliament adopted a Resolution which showed a greater awareness of the

problem than either the Council or the Commission then appeared to show.



The resolution, put forward by the Chairman of the Budgets Committee, Mr Erwin

6.

Lange, stated that: 'the financial imbalances which characterise the present

situation and the burdens which they place on certain Member States are a serious
problem which calls for an immediate solution'. It went on to propose a 'nmew and
lasting system of financial equalisation based on the concept of per capita gross

domestic product' (0J C 309 of 10th December 1979).

In December 1979 the Parliament rejected the 1980 draft Budget, by 288 votes to
64, principally because the Council had rejected out of hand the Parliament's
attempts both to begin controlling agricultural expenditure through the budget, and
to shift spending to non-agricultural activities. British Conservatives voted for
rejection. This vote added weight to the British Government's case about the budgét

problem.

The next year, after another round of tough bargaining in the European Council
in April, the Council of Ministers agreed on 30th May 1980 to ceilings on the United
Kingdom's net contribution in 1980 and 198l involving refunds of at least £710m and
£860m respectively. In the event of the net contribution being higher than estimated,
the United Kingdom would get an additionél refund. (No provision was made for a
lower refund in the event of a lower actual net contribution, which was part of the
reason for difficulties in the payment of an extra refund relating to 1982, which

was finally paid in October 1983).

The second element of the 30th May 1980 Agreement was to give the Commission a
'"Mandate' to produce proposals on the restructuring of the Community's expenditure
policies. The Mandate expressly excluded any questioning of the own resources
system or the principles of -the CAP, and had the objective of preventing the

recurrence of an 'unacceptable situation' for any Member State.



When the deadline for agreement on a longer term solution was not met, a refund
for 1982 had to be settled, on the lines of 1980 and 198l. A new element was the
West German Government's refusal to pay more than 50 per cent of its share of this
refund. In October 1982 it was agreed to pay an initial rebate of £490m to the
United Kingdom and a smaller rebate to West Germany, but payable in 1982 itself, rather

than in the subsequent year (as had been the case for 1980 and 1981).

Hence a late supplementary budget was required. The draft supplementary Budget
was rejected by the European Parliament in December 1982. The vote to reject was 258 to
79; Conservatives and the other British members all voted against. The decision to
reject was taken principally because the Council had 'not shown any clear political
will to find a definitive solution to the problem of the financial imbalances in
the Community Budget' (0J C67 of 17th January 1983). Another reason was that the
Council had rejected the Parliament's attempts to spend more on non—agricultdral
common policies. Conservatives voted for a complementary resolution which called
for ﬁew proposals to put an end to the ‘'unacceptable situation’. Although Sir

Geoffrey Howe warned that alternative steps might have to be taken if the refund

was not fully paid by 3lst March, he added that the vote 'might actually turn out
to provide an improvement in the way forward' (The Times, 18th December 1982), since
the UK too, had long been insisting on the importance of a long-term solution,

rather than annual as hoc arrangements.

A new supplementary Budget was passed in February 1983, with some of the
expenditure in the United Kingdom being charged to 'Specific Community Measures

relating to energy strategy'.

During the debate, Mr Neil Balfour, speaking on behalf of the European Democratic
Group declared: :
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8.
Let this Parliament not forget that though our own resources are raised from
European taxpayers and not from Member States, taxpayers will invariably ask for
equity, and fiscal equity can mean the opposite of 'juste retour'. Thus if we
are ever to increase or diversify our own resources we must show an absolute
readiness to be fair in how our monies are raised and how they are spent, both

in the long term and in the short' (European Parliament Debates, 10th February 1983).

Partly in response to the vote to reject, the Commission produced a 'Green Paper'

entitled The Future Financing of the Community, which included a proposal to increase

the VAT ceiling to 1 per cent, with provision for any subsequent increases to be
decided by the budgetary authorities, Parliament and the Council. In introducing
this range of proposals, the Commission made it clear that they did not believe
that any increase in the Community's resources should automatically involve an

additional burden on the European taxpayer.

In June 1953, the European Council in Stuttgart agreed that it was essential to
consider the long-term future of the European Community and to tackle fhe fundamental
problems of agricultural surpluses, effective control of Community spending, and a
fairer distribution of the burden of financing the Community. It was also agreed
that this package had to be taken as a whole and that decisions on each item depended
on agreement on the rest. The Stuttgart meeting went on to agree a net refund to the

United Kingdom of about £437m for 1983 which was entered in the 1984 draft budget.

Athens European Council. TIn the event, this meeting, on 4th—-6th December 1983,

arrived at no decisions. In regretting the absence of the necessary progress for
the next stage of the Community's development, Mrs Thatcher said:
'I had made it clear that I could not consider an increase in own resources

unless there was agreement on a fair sharing of the budgetary burden and an
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ef fective control of agriculture and other expenditure. There was no such
agreement and therefore for the United Kingdom the question of an increase of

the Community's own resources did not arise.

'With regard to the unfair budgetary burden, there was some recognition that a
lasting solution must be found which would put limits on the net contributions to
the Member States - limits which are related to ability to pay. This would be

implemented by correcting the VAT contribution of the Member State concerned in

the following year.

'The majority of countries wished to establish a lasting system on the above
lines which would be part -and parcel of any decision on new resources.
Unfortunately, although preparatory negotiations on this matter had made

considerable progress, not all Member States agreed to this approach and,

~accordingly, no decision could be tzken' (Hansard, 7th December 1983, Col.000).

The following week, the UK and West German refunds relating to 1983 were frozen
by the Parliament. This was intended as a means of putting pressure on the
Council to take decisions on reforming the CAP and the Budget which it had failed
to take at Athens. In protest against the Parliament choosing a course of action
which discrimin;ted against the United Kingdom, the EDG put to the vote a motion
to reject the Budget as a whole. This was defeated by 111 to 24l votes with one

abstention.

After the Parliament's vote the Prime Minister told the House of Commons that
if the refund was not paid by the end of March 1984, 'we would have to take steps to
safeguard our position' (Hansard, 7th December 1983, Co0l.330). At the Foreign

Affairs Council of 19th/20th December 1983 no further progress was made and
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accordingly the President of the European Parliament declared the Budget adopted on

20th December 1983.

BUDGETARY CONTROL

Actions in the Parliament. From 1973, Conservatives in the European Parliament have

sought full accountability in the expenditure of Community funds. In the Parliament,
a full Control Committee was set up in 1979, which has built on the work of the
previous sub—-Committee of the Budgets Committee. Conservatives were instrumental

in pressing for the establishment of these Committees, and for the Court of Auditors.

Court of Auditors. The Court of Auditors was established, in Luxembourg, by the

amendment to the Treaties of 1975, which provides for an Auditor to be appointed
from each Member State. Under the Treaty, Parliament is consulted before appointments
are made to the Court. This has involved the candidates proposed by the Council

appearing before the Control Committee. The Court of Auditors has been ef fective

in scrutinizing Community expenditure and identifying waste.

The results of the audits carried out by the Court of Auditors are published in
the form of an annual report, and in special reports. The annual report is published

in the Official Journal, as are most of the special reports.

Parliamentary Discharge. In the 1975 Treaty Amendment, the Parliament was given the

exclusive right of discharge. The grant of discharge means that the Commission has
had its management of Community funds during the relevant financial year approved

by the Parliament to be sound and regular. Discharge is granted after the Parliament
has examined the accounts, has deliberated on the report of the Court of Auditors

and has considered the recommendation of the Council. The importance of the decision



has been highlighted by Mr Tugendhat, speaking on behalf of the Commission on 7th

July B9

'Logically, it is a general sanction which the Treaties confer upon Parliament;
that is, a political sanction which would be the normal consequence of a refusal
to give discharge. Such refusal would hence be extremely serious; the Commission
thus censured would, I think, have to be replaced' (European Parliament Debates,

July 1977).

So far, discharge has always been granted, but sometimes after a delay pending

satisfactory replies from the Commission.

Over the past few years the Control Committee has covered a great deal of
ground. Matters which have been dealt with include the export ban on the sale ‘of
agricultural products to the USSR and state-—trading countries, the management of
food-aid, 'Euro—quangos', the operation of the research centre at Ispra (Italy),
agricultural sectors such as olive o0il, and the cost of the Parliament working in three
different places. The Committee has had discussions with national departments
responsible for collecting own resources (for example, H M Customs and Excise), and
with bodies responsible for control in the Member States such as the British Public

Accounts Committee, and the Court of Auditors in France and Germany.

Conservatives attach the greatest priority to the work of the Court of Auditors
and of the Control Committee. For the latter, Conservatives would like to see the
Parliament introducing into its Rules of Procedure an explicit provision concerning

confidentiality of information given to the Committee. In this way the important
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work of discussion with, and questioning of, Commissioners and other officials

would be developed further.

CONSERVATIVE APPROACH

Conservatives recognise that the Community Budget, originally designed to promote
the success of the CAP and other policies within the Six, now no longer

works to the advantage of either the United Kingdom (and West Germany) or the
Community as a whole, and that the situation will deteriorate with enlargement .
Conservatives regret that the unfairness of the present budgetary arrangements

leads to debilitating arguments both between governments in the Council, and between
the Council and the Parliament. The result is that the Community is concentrating
its energies on unnecessary disputes, instead of developing new policies and

following through existing cnes.

In June 1981, the Chancellor of the Exchequer, then Sir Geoffrey Howe, outlined

the British Government's philosophical approach:

'Contributions are made to the Budget under the own resources system. In itself
that need raise no problem. Expenditure takes place from the Budget in accordance
with'Communitf policies. In itself, again, that need raise no problems. The
problems arise because the Community's arrangements made no provision for the

relationship between the contributions and receipts of individual Member States,

... the conclusion which seems to me to emerge is that the Community will need to

take conscious decisions on how the Budget should affect individual Member States'

In emphasising that he was not advocating 'juste retour' Sir Geoffrey went on to

show how Member States:
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'Would be able to concentrate, instead, on the inherent value of individual

policies to the Community as a whole - and on the distribution of resources between

policies, rather than between Member States' (The Hague, 3rd June 1981).

In the run-up to the Athens European Council of December 1983, the British Government
advocated a three-pronged approach. First, strict budgetary limits should control
CAP and other expenditure. Second, a 'safety net' would be introduced whereby any
Member State which would otherwise bear a net budgetary burden of more than its
agreed limit would have its VAT payments modulated and reduced accordingly by the
amount cf the excess in the following year. Third, new policies should be developed
on the principal criterion of whether action on a Community basis rather than

nationally would be more economical. (See Chapter 000 on the Negotiations).
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TAXATION

The Community lacks the kind of extensive taxation policies which characterise Member
States. First, although the Community is financed by 'own resources' (made up
essentially of customs duties, agricultural levies and a portion, at present not more
than 1 per cent, of VAT assessed on a uniform basis), the Community Budget is still very
modest when compared with the Member States' budgets taken together (2.5 per cent in
1983). This means that taxation at Community level can play only a very limited role
as an instrument of policy. Second, economic policies remain primarily a matter for
decision by Member States, and even the measures to be taken to achieve Community
objectives (including those in the tax field) are generally left to the discretion
of individual governmments. Third, tax policy, in so far as it is important, is used
specifically to help secure the free flow of persons, goods, services and capital
within a 'common market' in order to promote the benefits of undistorted competition
and the progressive alignment of the economic performance of the Member States; Tax
policies do not relate, as a result, to more general social objectives such as the
redistribution of income or wealth, or the encouragement or discouragement of consumption
of certain products. Instead, the sensible and limited objective of Community tax
policy is no more.than to promote the harmonisation of tax regimes in the Member

States in order to facilitate cross—national competition and economic convergence.

This is not an easy task. Tax sovereignty is one of the basic components of
national sovereignty, and domestic parliaments are accordingly anxious to preserve
the right to vote taxes. Differences in tax systems take their origin from historical
and social factors and particular systems have their own client groups of beneficiaries
who fight hard to defend existing privileges. When added to the general and well-
founded fear of higher taxation, Community initiatives on the tax front are frequently

regarded with suspicion.
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So far, the Community has limited its activities to indirect taxes where the
obstacles to freer trade are generally evident. Article 99 of the Treaty of Rome
refers explicitly to the harmonisation of indirect taxes, including turnover taxes
and excise duties. Harmonisation of direct taxes is not mentioned in the Treaty,
but the authority for action in this field can be found in Article 100, which gives
a general mandate to the Commission to propose Directives to the Council of Ministers
for the 'approximation of such provisions laid down by law, regulation or administrative
action in Member States as directly affect the establishment or functioning of the
common market'. In practice, the Community has taken no action in the direct taxation

sphere.

In the field of indirect taxation, progress towards harmonisation can be assessed
under two headings: Value Added Tax (VAT) and excise duties. In both virtually all
measures so far adopted or proposed are confined to structures and bases of assessment.
As long as they are at liberty to determine tax rates, Member States can avoid‘jeopar—
dising the balance that has been struck between different taxes, while at the same
time remaining free to use the taxes to be harmonised for their own budgetary or
macro-economic purposes. As a result, it has been easier to avoid conflict between -

tax harmonisation and Member States' domestic policy priorities.

Value Added Tax. The Six agreed in 1967 to change some of their sales taxes to a

system of VAT, based on a partial scheme already operational in France. The tax was
chosen because it could be non—discriminatory as between various kinds of economic
activity, and because it enables goods to be exported free of tax and then to be

taxed at the applicable rate in the importing country. The original decision involved
a basic system which was to be introduced in the Member States of the original
Community by 1! January 1970. France, Germany, the Netherlands and Luxembourg met

this deadline; Belgium introduced VAT on January 1 1971; Italy on 1 January 1973.
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Of the new Member States, Denmark had introduced VAT in 1968, and Ireland in
1972, 1In the United Kingdom Mr. Anthony (now Lord) Barber announced in his 1971
Budget Statement the decision to replace both Selective Employment Tax and Purchase
Tax by VAT, because of the merits of VAT, and before it was known whether there would
be a successful outcome to the accession negotiations. VAT was introduced on schedule

In Aprdl 19735

The harmonisation of most elements of the VAT system is effected by the Sixth
VAT Directive, approved by the Council in May 1977 (0J L145, 13 June 1977), for
introduction in January 1978. This harmonisation does not involve actual VAT rates,
but uniformity is sought in matters such as coverage, exemptions, thresholds and
definitions. The harmonisation is also designed to establish a common basis for the

levy of the Community's 'own resources' from VAT.

Since then, a series of VAT Directives have been introduced to help standardise
various points left in abeyance by the Sixth Directive. The Seventh Directive, for
example, deals with the tax treatment of second-hand and used goods such as works of
art, antiques, collectors' items, motor cars, etc. The Eighth Directive harmonises
the treatment of VAT refunds to traders operating across frontiers. The recent
controversial Twélfth Directive attempts to standardise and limit the deductibility

of VAT by firms in relation to travel, entertainment and company cars.

Excise Duties. The Commission brought forward as long ago as 1972 a framework to confine

excise duties throughout the Community to those on beer, wine, spirits, tobacco, and

mineral oils. It has yet to be adopted by the Council of Ministers.
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The Commission launched a specific attempt to harmonise tobacco taxation and
limited progress towards this objective has been achieved. Since 1978, the Commission
has stipulated that 'specific tax' (a fixed sum per cigarette, irrespective of price)
should not constitute more than 55 per cent of the total tax taken on cigarettes, the
remainder being tax on a cigarette's retail price.. This second stage of harmonisation
was due to expire at the end of 1980, and then be superseded by a further reduction
of 'specific taxes' to a band of between 10 and 35 per cent of total cigarette taxation.
In fact this third stage has never been adopted, as a result of objections in the
Councii of Ministers and the European Parliament. A number of countries, including
the United Kingdom, levy very low taxes on value and high specific taxes. Others
including France and Italy, do the opposite. Critics of the Commission's proposals
argue that high value-based tax rates have a 'multiplier' effect in exaggerating
price increases and so progressively discouraging purchase of high—quality ciga?ettes.
The multi-national tobacco firms echo this view, claiming also that the high value-based
rates imposed by France and Italy discriminate in favour of these countries' own
cheaper brands, so constituting an important barrier to entry to their domestic

markets.

Nor have Commission proposals to harmonise taxation on alcoholic beverages have
been no more successful. States have persisted in using their tax systems to discri-
minate against foreign beverages, including, it is alleged, the United Kingdom,
which levies higher excise duties on wine in comparison with beer, although the
difference has been reduced in recent years. All countries discriminate against
spirits per unit of alcoholic content, but the variation in this dicrimination is
great. Commiésion proposals to help standardise tax in this sector met with strong
opposition from national and trade interests: they were rejected in the European

Parliament and have had little positive response from the Council of Ministers.
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Exemptions and Other Taxes. With a view to the free movement of both goods and

individuals, the Community embarked some time ago on a policy of introducing tax
exemptions for goods (including luggage and other small items) being carried by
persons travelling within the Community. The Council has adopted a whole series of
Directives in this field. Recent Commission proposals have sought to formalise the
position of tax-free shops at points of departure in the Community, and to increase

personal tax—paid exports (without attracting further duty on importation).

In order to promote tax neutrality in the location of investments, the Commission
has sought to harmonise corporation tax and introduce a common system of withholding
tax on dividends. The Commission has also brought forward a proposal to help harmonise
indirect taxes on transactions in securities (like 'stamp duties'), with a view to
their progressive abolition in the longer run. Neither proposal has yet resulted in

significant action.

Structure and Burden on Taxation. Despite Community efforts to harmonise taxation -

first of structures, with a view subsequently to the alignment of rates - the divergences
of both tax structures and tax burdens within the Community remain great. Taking
either the whole Community or the four larger economies (with Sweden, United States

and Japan as international comparisons), the figures are as follows:



Table 1

L1

Contribution of Broad Categories of Taxation
and Social Security Contributions to Total Taxation

in 1981
Taxes Employers' Employers' Taxes on Taxes on Taxes on
on Social SSC and Corporate Property Goods and
Personal Security Payroll Income Services
Income
Community Four:
United Kingdom 29.4 6.7 12.9 9.2 2.9 28.4
France 13 548 109 312 bl 35 2827
West Germany 29 6l 1559 1951 5.0 26 291
Italy 2654 Dhe 21159 9500 4 24,7
Aléo:
Sweden 4.9 0 Jks 3 259 0.9 239
United States STl 10.3 il i 8.6 9.6 AR
Ay 0.7 15.4 1559 8.6 1559

Japan

(Source: OECD Revenue Statistics 1965-82)



Table 2
Income Tax
(married couple, without children)
Income Tax Starting Top Income Percentage
Threshold Income Tax Rates of Income
taken in
Tax Rates Income Tax
at £9000
Community Four: £ 7% 7e 7
United Kingdom 257,95 30 60 21
France 45290 29 70 7
West Germany 3,340 18 56 1:2
Ttaly 25590 18 65 16
Also
Sweden 15235 3% 83 -
United States 3,480 11 56 -
Japan 3,340 14 88 =

(Source: Inland Revenue 1983)



FROM: MISS F P BOGAN
DATE: 16 January 1984

MR RIDLEY cc PS/Chancellor
PS/Chief Secretary
PS/Minister of State
PS/Economic Secretary
Mr Fitchew
Mr Lord
Mr Portillo

A @ PS/C&E

The Financial Secretary has seen the draft chapters of the

THE EUROPEAN HANDBOOK

European Handbook attached to Mr Cropper's letter of 13 January
to the Chancellor. On EMS he has queried the statement 'since it
accepts that our full participation in the ENS would be a major
step forward' on lines 10-11 of page 7(@hich is headed 'The
Conservative Approach'.) He has'asked whether we have gone as
far as this publicly?



CONFIDENTIAL

FROM: A M ELLIS
DATE: 18 January 1984

MR RIDLEY j T GePS/Chancellor

‘“‘“————~_‘\\£§/Chief Secretary

/Financial Secretary
PS/Minister of State
Mr Fitchew

' Mr Lord

@. Mr Portillo

EUROPEAN HANDBOOK

The Economic Secretary has read the draft chapters of the European

Handbook covered by Mr Cropper's letter to the Chancellor of 13

January.

He has commented that the draft is in his view quite satisfactory

that he : X
but/has one or two comments on points of detail.

These are attached.

{

el :
'5; \\A YIS <\L«

A M ELLIS



CONFIDENTIAL

Introduction to Chapter 7

1. Line 1 change "importance'" to "significance!" and end sentence
after "EMS",

2. Line 4 delete '"not been wholly successful; insert "had limited
success'".

3. Line 5 insert after "member states" a new point "(2) The
development of a pattern of relatively frequent realignments
has somewhat undermined the original concept!.

4. Line 5 delete "the IG" insert "those'".

S5e i Line 7 delete "those': insert the'l.

6. Line 9-10: delete "is keeping'" insert "keeps'"; delete regular;
delete "since it accepts" insert 'recognising".

7.+ Line. 11 delete Y"forward's:

8. Line 12: delete " is concerned to ensure' insert '"would need
to be satisfied".

9. Line 15: insert a comma after States.

Chapter 7

10. Page 1: what is the basis of the figure quoted in the last

sentence of paragraph 37
11. Page 2: is it correct that the annual budget was adopted by
the Parliament without dispute in 19832

12. Page 8: line 10: is the statement that the proposal was to

increase the VAT ceiling to 1 per cent . correct?

13. Page 12: line 6: delete "will" insert "would"; insert at end

of sentence ''unless changes are made'.

14. Page 18: paragraph 2: lines 1-2: delete "have been no'" insert

"been any'.
15. Page 20: should be heading of table 1 columm 2 be employers'

social security or employee social security?



.“)(

COMMISSION

OF THE Brussels, 19 January 1984
ECKOPEAN COMMUNITIES 3

Tosk Force for the Coordination

of the Financial Instruments TFC/ 1\08 /81 rev. 3

Over the period 1973 to November 1983 -East Anglia has
received grants (commitments) from the European Community
through the following financial instruments

g European Agricultural Guarantee and Guidance Fund -
Guidance (direct measures) - EAGGF

2: European Coal and Steel Community Grants - ECSC
3 Specific Energy Measures
4. European Investment Bank - EIB

Grants totalling £ 8 249 000 have been committed for
investment in East Anglia between 1973 and November 1983. 1In
addition the region has shared in a multiregional Lloan of
£ 25 900 000 and a multiregional grant of £ 92 599,

EAGGF_Guidance - Direct measures

A total of £ 6 511 000 was granted for investment in 57
projects in East Anglia under the EAGGF-Guidance measures
between 1973 and November 1983. 60X of this total was
allocated under Regulation 17764, under which projects

S

Provisional address: Rue de Ia Loi 200, B- 1049 Brussels — Telephone 735 00 40/73580 40 - Telegraphic address: “COMEUR Brussels’ —
Telex: “21877 COMEU B"*



aiming to improve the conditions of agricultural
production and the markeiing of agricultural products
could be financed. This regulation was applied in East
Anglia over the period 1973 to 1979, and 36 projects were
aided (see Annex 1 for a full Llist).

Twenty-one of these projects representing 39X of the total
grants under thisg regulation were concerned with drainage
schemes in the region.

0f particular importance was a grant of £ 824 151 in 1977
for Lland drainage and improvement works near March in
Cambridgeshire. Other important grants dincluded f 444 300
for the modernization and expansion of 3 pig processing
factory at Bury St. Edmunds, Suffolk, and £ 717 661 which
were granted between 1973 and 1979 for help finance the
construction of five fishing boats to be based at
Lowestoft. In 1975 the modernization of the landing
facilities at Lowestoft fish docks was also financed under
Regulation 17/64.

Between 1978 and November 1983 2 Projects in East Anglia
have received grants totalling £.2 625 650 under
Regulation 355/77 (improvement of the processing and
marketing of agricultural products). Among the grants
awarded were £ 100 088 for the construction of g potato
and onion store at Chatteris, Cambridgeshire and £ 103 333
in 1980 for the improvement of potato processing
facilities at Chatteris and Littleport, Cambridgeshire
(see Annex 1 for full Llist of projects financed). 1n 1981
£ 214 470 were granted for the construction of g3 milk
processing plant at Great Yarmouth, Norfolk. A grant of
£ 271 139 was made in 1982 for the improvement of another
milk processing plant in Peterborough.

In addition, East Anglia shared with the South East region
a nmultiregional grant of £ 92 599 pade in 1978 for the
improvement of poultry processing factorijes in Norfolk and
Essex.



COMMUNITY GRANTS (COMMITMENTS) AND LOANS IN FAVOUR OF EAST ANGLIA

£ 000

________________________ l-l?ZQ--l-l?Zé-l_1?Z§-l_1229-1_1222_1_122.8._l-l?Z?-l-l2§Q-1-1_9§l-l-12§§-112§§31
| EAGGF - TOTAL(Dir.meas.) | 2761418 | 79| 533 | 2008 276 | 767 | 103 526 672| 853]
|Reg. n® 17/64 (1) | 276 | 418 | 79 | 533 | 2008 | = | S70. | = | o= - - |
|Reg. n® 355/77 (2) | | | | | | 276 | 197 | 103 526 | 672 | 851|
IRegy no: 31783 -¢%) . - ' O e Y d St ) sl i e sl iboame i e B s Lok e ) P
|ECSC Grants - TOTAL | | | 295 3] 265 | -~ | == 356 201 - |
IResogeey o o o oo  Feolia = nk N LR i - | N R df s o Nl - S | [ l
|Special Energy measures | | | | | | | | | | | |
| TOTAL(4) | | | | | L. 223 ) - I 850 47| - | - |
|Hydrocarbons | | | | | . 223 | | C 47| | |
lEnergy=-saving __________ { e e Jetg b 11 AR b e !k 0 S B0 <o~ b f e l
ITOTAL GRANTS ] 276 | 418 | 791828 1. 72871 764 | 767 9531 608 6921 853]

* : to 30th November



Most of the United Kingdom Social .Fund allocation goes
towards financing national schemes. In particular, many
of the grants are allocated to programmes run by the
Manpower Services Commission, such as the Youth
Opportunities Programme and the Youth Training Scheme.
For the most part, allocations from the Social Fund for
these programmes are made on a global basis and
comprehensive data for individual British regions are not

available.

Between 1973 and 1982 commitments from the Social Fund to
England, Scotland and Wales have been of the order of
£ 816 million, most of which has gone to the assisted
areas. Examples of ESF aid that can be identified as
having gone specifically to East Anglia include four
grants totalling £ 101 630 made to Norfolk County Council
and Norwich City College in 1982 and 1983 for training 56
women as engineering technicians and building maintenance

workers.

Together with the South West region East Anglia benefitted
in 1976 from an EIB loan of £ 25 900 000 to the British
Gas Corporation. This Lloan helped finance the extension
of the gasline network transporting natural gas from
fields 1in the North Sea to East Anglia and South West
England.
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1 Regulation 17/64 - Iﬁprovement of conditions for
agricultural production and marketing of agricultural
products. |

(2) Regulation 355/77 - Improvement of processing and
marketing of agricultural products

(3) Regulation 31/83 - Interim measure for the restructuring
of the inshore fishing industry and aquaculture.

(4) Before 1981 - contracts signed. 1981 and after -
decisions. (As there is a delay between the adoption of

the decision and the signature of the contract, there

may be some double counting.)

Except where data were given in pounds sterling, the average

yearly rate for ECU/U.A. to £ was used for exchange purposes.
Data were given in pounds for the following instruments
- EIB 1973 - 1983 (except global Lloan allocations)

- EAGGF : 1980 to 1983



1973

1974

1975

ANNEX_1I

- Reorganisation of drainage of Upwell Fen
Cambridgeshire

- Construction of a new pumping station on
the Ten Mile River, Cambridgeshire

- Implementation of Middleton Stop and
Pierrepoint drain scheme on East Bank of
River Great Ouse, Norfolk

= Construction of a central grain drying,
cleaning and storage centre at Wimblington,
Cambridgeshire

- Modernization and extension of a pig
processing factory at Elmswell, Suffolk

- Reorganization of Fenton Lode drainage
scheme in the counties of Cambridgeshire and

Huntingdonshire

- Construction of a pumping station for
drainage on the River Great Ouse in Norfolk
= Construction of two fishing boats (stern
trawlers) to be based at Lowestoft, Suffolk
- Construction of a stern fishing trawler to
be based at Lowestoft, Suffolk

= Modernization of works and landing facilities
at fish docks at Lowestoft, Suffolk
- Construction of a pumping station and other

drainage improvements near March, Cambridgeshire

18

22

43

63

59

68

26

259

131

49

9

333

421

678

400

884

552

922

625

250

858

235



1976

1977

- Improvement of hygiene standards at a poultry
processing plant at Eye, Suffolk

- Construction of a pumping station and
enlargement of drainage channels near Wisbech,
Cambridgeshire.

- Modernization and expansion of an abattoir at
Peterborough, Cambridgeshire

- Improvement of a poultry processing plant at
Bury St. Edmunds, Suffolk

- Construction of a pumping station and other
drainage works near Caister, Norfolk

- Construction of a pumping station and other
drainage works near Acle, Norfolk

- Construction of a packhouse for carrots at
Chatteris, Cambridgeshire

- Construction of pumping stations and impro-
vement of drainage channels near Wisbech,
Cambridgeshire

- Land drainage improvement works near March,
Cambridgeshire

- Construction of a pumping station and other
drainage works near March, Cambridgeshire

- Construction of a poultry processing factory
at Bury St. Edmunds, Suffolk

- Construction of two pumping stations near
Ely, Cambridgeshire

- Construction of pumping station and improve-
ment of drainage channels near Stoke Ferry,
Norfolk

- Improvement and expansion of a slaughter
house at Watton, Norfolk

- Improvement of a poultry processing factory
at Banham, Norfolk

- Modernization and expansion of a pig proces-
sing factory at Bury St. Edmunds, Suffolk

- Construction of a slaughter house for pigs

at Linton, Cambridgeshire

217

22

269

24

32

48

3

52

824

2t

214

33

28

106

49

444

72

622

554

212

170

053

232

684

792

11

117

010

072

148

702

258

330

725



1979

= Improvement of drainage in the river Wissey
area, Norfolk

- Construction of a pumping ;}ation and impro-
vement of drainage near Chatteris, Cambridgeshire
- Construction of a Pumping station and
improvement of drainage near Doddington,
Cambridgeshire

= Construction of two fishing vessels to be
based at Lowestoft, Suffolk

= Construction of a Pumping station and drainage
improvement works near King's Lynn, Norfolk

= Construction of a Pumping station near
Wisbech, Cambridgeshire

- Improvement of drainage near Whittlesey,
Cambridgeshire

- Improvement of drainage near Somersham,
Cambridgeshire

Begulation 355/77

1978

- Installation of freezing equipment in 3
fruit and vegetable processing factory at
King's Lynn, Norfolk

- Extension and improvement of a vegetable
grading and prepacking plant at March,
Cambridgeshire

- Expansion of a grain store at Wimblington
Cambridgeshire

= Modernisation and expansion of a slaughtering
and meat processing plant at Haverhill,
Suffolk

= Improvement of two poultry processing
factories at Witham, Essex and Harleston,
Norfolk (multiregional project)

15

23

21

326

62

48

33

37

62

35

20

156

92

626

851

212

786

614

889

961

457

723

565

771

560

599



1979

1980

1981

1982

1983

= Improvement of a grain store at Wimblingdon,

Cambridgeshire
-~ Expansion of a pig meat processing plant at
Linton, Cambridgeshire R

= Construction of a potato and onion store at
Chatteris, Cambridgeshire

= Improvement of potato processing facilities at
Chatteris and Littleport, Cambridgeshire

= Improvement of a pig meat.brocessing plant at
Linton, Cambridgeshire

= Construction of a milk processing plant at
Great Yarmouth, Norfolk '
-.Construction of a potato shore at March,
Cambridgeshire o5

- Expansion of a grain store at Diss, Norfolk

- Construction of 3 gra{n store at Aylsham,
Norfolk

= Construction of a potato store at Marsham,
Norfolk

- Construction of =a grain store at Eye, Norfolk
- Improvement of a milk‘processing plant in

Peterborough

- Construction of a potato store at Chalteris,
Cambridgeshire

= Provision of oniﬁn storage and grading
facilities at Southery, Norfolk

= Provision of grain export facilities at
Ipswich, Suffolk

= Improvement of a Pig meat processing plant at
Haverhill, Suffolk-

46

50

100

103

165

214

1%6

80

173.

54
92

el

52

140

362

295

417

990

088

233

102

470

21%

129

548

591
732

139

479

547

500

747
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EAST ANGLIA REGION

~

‘East Anglia has the smallest population of all the regions except
Northern Ireland; but the growth in population between 1961 and 1979,
at 252, was the fastest of all the regions. Between mid-1978 and mid-
1979, there was a net civilian migration into the region of 18,300,
the second highest inflow of any region.

Gross domestic product (GDP) per head in East Anglia grew above

average between 1975 and 1979, in contrast to the below average growth:
in the early seventies. The growth component indicates that this
improvement occurred particularly in manufacturing and in other services,
including public servies. In the earlier period 1971 to 1975, growth

in these services had been particularly low in East Anglia. Because the
population of the region grew so fast in the seventies, growth in GDP in
absolute terms was higher than when expressed on a per head basis.
Between 1975 and 1979 there was a higher percentage growth in GDP in i
East Anglia than in most other regions; the overall rise was over 3%
above the national average.

The unemployment rate in East Anglia increased by less than the national
average between August 1979 and August 1980 to 6.32. This was the
lowest rate in the United Kingdom except for the® South East.'

(Regional Trends, 1981)

GDP per head (1979) : 94.0 (U.K. = 100.0)

Ay
S

The changes in this region that have produced the high growth of
population and prosperity have also been such as to enable it to obtain
dynamic economic benefits from memhership of the Comwunity. A new
industrial structure, with high-technology industries well represented,
and easy access through the rapidly expanding ports of Felixstowe,
Harwich and Ipswich (plus the emergence of Great Yarmouth as a North Sea
oil operating centre) have been a good foundation for expansion of
Community trade and industrial links. N :

Grants and Loans: 1973 - June 18, 1981

Regional Fund: =
Social Fund: =
Agricultural Fund: £4,528,922
ﬁﬁiopean Investment Bank Loans: -
ECSC Loans: -
ECSC Readaptation Grants: -
Supplementary Measures: -
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= U
ACRICULTURE - EAST ANGLIA
Employment in agriculture etc. (1980): 45,000
=  11.8% of Gt. Britain total
= 6.6% of total employment in region

l. This region is a predominantly cereal producing area. In recent years
cereal producers in contrast to other sectors, managed to maintain or
improve their profitability and income; consequently they are among
the strongest supporters of the CAP. Cereal farmers are, moreover,
satisfied with the operation of the EEC cereals regime and would not
wish to see changes to it.

2. Over the last decade the tendency has been for rig and poultry production
to move towards the greatest source of food and hence to the cereal
producing areas. Thus intensive livestock production is being e
concentrated in the Eastern Counties of England - East Anglia, the
East Midlands and Yorkshire. Pig producers have in fact not fared
particularly well since our entry into the EEC, -although the weakness
appears to exist in the UK processing and marketing sectors rather than
on the production side. There are therefore some pig producers who
feel that they are ill-served by being insidé a common market, but this
is not a general view. There is however, a clear danger posed by
FNational Aids in this sector. The characteristic of both pig and poultry
production is the ease with which production can be increased in the
short-term and the fact that, since there is only a weak system of price
support, market prices fall sharply in response to over—supply. There
is a risk of strong producer reaction if other governments are seen to
be giving special aids to their intensive livestock producers,

St. Edmunds Bacon Ltd., at Bury St. Edmunds, Suffolk

This is a very old factory, built in 1911, which is gradually being replaced,
and will then be used for storage. The extension was started in 1976 and
is to be completed in 1981. The products include sausages, cooked meats,
gammon joints, pork chops, etc.

EEC aid has been given from the Farm Fund: £59,884

Poultry Processing Plant at Eye, Suffolk

A large investment in new equipment for the improvement in hygiene at
this plant.

EEC Farn Rmd aid:  £217,000

Grain Centre at Wimblington, Cambridgeshire

The construction of a cereal grain drying, cleaning and storage centre
comprising several buildings and replacing old ones.

EEC Farm Fund aid: £63,400



y 2.

FISHERIES e
Employment in Fisheries (1976): 900 .

= 10.T% of Ct. Britain total

= *2 of total employment in region

1. The exclusion of Soviet and other East European vessels from the waters
of Britain and other EEC countries has provided new fishing opportunities
in stocks like mackerel. It would have been difficult for the United
Kingdom to extend its own limits to the median line or 200 miles without
Community support.

2. The revised common fisheries policy is still under negotiation. When
agreed, it will provide an effective conservation system which will
ensure the future well-being of the British fishing industry. Conservation
has to be done on a Community basis, not for legalistic reasons, but
because fish travels. It is of little use introducing tough restrictions ._
on herring fishing in UK waters if no such restrictions apply in Danish
or Dutch waters, for it is there that fish mature before returning to
British waters. The same is true of several species of fish, including
cod.

TRANSPORT

Activity at ports such as Harwich, Felixstowe and Ipswich has increased by 33%
over the last few years, especially in container traffic, and the ports

are now looking for the capital to permit another 30% expansion. This
increase has been directly caused by their position as ports exporting to the
European market. They would also qualify for loans from the EIB to improve
intra-Community communications.

OTHER ASPECTS

Research at University of East Anglia, Norwich

This was a study into the mobility of white collar workers as opposed to
workers on the factory floor if a factory is forced to move its location.

EEC Social Fund aid: £76,000.
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Improvement of potato processing facilities at
Chatteris and Littleport, Cambridgeshire

Improvement of a grain store at Wimblingdon,
Cambridgeshire

Expansion of a rPigmeat bProcessing plant at Linton,
Cambridgeshire

Construction of a rotato and onion sBtore at
Chatteria, Cambridgeshire

Improvement of drainage in the river Wissey area,
Norfolk .

Construction of a bumping station ang improvement
of drainage near Chatteris, Cambridgeshire :

Construction of a pumping station ang improvemént
of drainage near Doddington, Cambridgeshire

Construction of two fishing vessels to be based
at Lowestoft, Suffolk ‘

Construction of a pumping station ang drainage
improvement works near King'sg Lynn, Norfolk

Construction of a punping station near Wisbech,
Cambridgeshire

Improvement of drainage near Whittlesey, Cambridgeshire

Improvement of drainage near Somersham, Cambridgeshire

¢

£103,333
£46,417
'S
£50,990
£100,088
£15,626
£23,851
£21,212
£326,786

£62,614

£48,889
£33,961
£37,457
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Grants and Loans to the United Kingdom: -

EAST ANGLIA

(July 1982 to December 1982)



. ‘AST ANGLIA

Social Fund

Training of unemployed women over 25 in building maintenance
Norfolk County Council £25,919

Training of unemployed women over 25 as engineering technicians
Norfolk County Council £25,429



EAST ANGLIA

’ .FEOGA

Construction of a potato store at
Marsham, Norfolk ) £54,591

Construction of a grain store at
Eye, Suffolk £92,732

Improvement of a milk processing plant at
Peterborough, Cambs. £27),139

Expansion of a grain store at
Diss, Norfolk ’ £80,129

31
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GRANTS AND LOANS TO EAST ANGLIA FROM JULY 1ST, 1982 -
A

~
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Construction of a milk pProcessing plant at
Great Yarmouth, Norfolx

Construction of a potato store at March,
Cambridgeshire ;

Improvement of a Pigmeat processing Plant at
Linton, Cambridgeshire

Construction of a grain store at Alysham, Norfolk

214, 470
146, 219

165, 102
173, 548



H.M. CUSTOMS AND EXCISE @;@
KING’S BEAM HOUSE, MARK LANE
LONIDON, EC3R THE
01-026 1515

From: P G WILMOTT
Date: 20 January 1984

PS/MINISTER OF STATE cc PS/Chancellor/
PS/CST
PS/FST
PS/EST
Mr Fitchew
Mr Ridley
Mr Lord
Mr Portillo

THE EUROPEAN HANDBOOK

We have seen a copy of Mr Cropper's letter to the Chancellor of
13 January enclosing draft chapters of the Eurcpean Handbook,
and note that the Foreign Secretary pointed to the nced for some
more material for the paragraphs on VAT and the excise dutles.

eee I attach some suggestions which could replace pages 17 (excep"c
the first paragraph) and 18 of the Handbock's smection on

taxation.

=

P G WILMOTT

Internal circulation: Mr Knox, Ms Chapmen



The harmonisation of many elements of the VAT system is
effected by the Sixth VAT Directive, adopted by the Council in
May 1977 (0J 1145, 13 June 1977), and implemented by the United
Kingdom, Belgium and Denmark in 1978. (France, Ireland, Italy
and the Netherlands implemented it in i979 and Imxembourg and
Germany in 1980.) This harmonisation does not involve actual
VAT rates, but uniformity is sought in matters such as coverage,
exemptions, thresholds and definitions. The harmonisation is
also designed to establish a common basis for the levy of the
Community's ‘own resources' from VAT. The Directive contains
a number of transitional measures, including one permitting the
continuation of extensive zero-rating by the United Kingdom and
Ireland. The Commission reviewed these derogations in 1983, as
they were required to by the Directive, but without the unan-
imous agreement of Member States no action can be taken to end
them. The Commission has, however, challenged some of the UK's
zero rates on the grounds that they do not conform with the

Directive's requirements.

The Commission has put forward a number cf proposals for
Directives to help standardise varicus points left in abeyance
by the Sixth Directive. However, only one, the Eighth, has so
far been adopted and implemented. This deals with the arrangement
for the refund of VAT in one Member State to taxable pérsons
established in another. The others are still under discussion.
The main ones are the Seventh which deale with the harmonisation
of the treatment of second-hand goods such as cars, works of art,
antiques and collectors' items; the Tenth which deals with the

treatment of hired goods; and the Twelfth, which seeks to

’

AR



standardise and limit the deduction by firms of VAT on travel,

entertainment and company cars.

Excigse Duties. The Commission brought forward as long ago as

1972 proposals for a framework to confine excise duties throughout
the Community to those on beer, wine, spirits, tobacco and
mineral oils and for structural harmonisation of those duties.
Only Directives on tobacco have so far been adopted by the Council

of Ministers.

The structure of excise duties on cigarettes has been governed
by Community law since 1972. Since 1978 it has stipulated that the
specific duty (a fixed sum per cigarette irrespective of price) must
not be less than 5% or more than 55% of the total tax burden on
cigarettes, the remainder being an ad valorem tax based on the
retail price, and VAT, This second stage of harmonisation wes
originally due to expire at the end of 1980, when the limits for
the specific element were to be narrowed to a band of 10 to 35%.
However in-the continued absence of agreement the Commission
recently proposed a further extension of the second stage for
two more years. DMost countries have tax structures that tend
towards one extreme or the other of the specific duty band. The
United Kingdom, Ireland and Denmark all have high specific elements,
whilst France, Belgium, Luxembourg and Italy have maihly ad
valorem duties (indeed, Italy's specific element is currently
below the 5% minimum). The Commission argues that a move towards
a higher ad valorem element in the total tax burden would increase
retail price differentials and encourage stronger competition and

greater consumer choice. Critics of its proposals argue that high



value-based tax rates have a 'multiplier' effect in exaggerating
price increases and so progressively discouraging purchase of
high-quality cigarettes. The multi-national tobacco firms echo
this view, claiming also that the high wvalue-~based rates imposed
by France and Ital& digcriminate in favour of these countries'
own cheaper brands, so constituting an important barrier to

entry to their domestic markets.

Nor have the Commission's proposals to harmonise the structures
of the excise duties on alcoholic drinks been any more successful.
The aim was to remove barriers to trade erected by the different
taxes. But the political and technical problems were felt to be
too great to permit the necessary compromises to bte made, and
negotiations ground to a halt in 1981. The Commission considers
that many Member States use their tax systems to discriminate
against imports, and has therefore taken a number of cases to
the European Court of Justice. The Commission hopes, too, that
continued prosecution of offending States will persuade them to
return to the negotiating table. The Court judged last year that
the United Kingdom's taxation of wine afforded indirect protection
to beer, and other cases, including the alleged protection of

British 'made-wine', are pending.

The proposal to harmonise the excise duties on mineral oils has
made no progress since its introduction in 1973, and there are no

immediate signs of movement.



FROM: ADAM RIDLEY
20 January 1984

D.14 /
CHANUEU@/ @ cc MST

EST

DRAFT EUROPEAN HANDBOOK

Peter Cropper sent you some draft chapters relating to Treasury
matters under cover of his letter of January 1%, and you
commented - not unreasonably - that you took it that I have

the necessary work well in hand! In the event I have been
absent due to illness and unable to do any work on this;

and cannot be at all sure that I will be back anything like
full-time for some days yet. So I would like to suggest that
the MST and EST pick up the requests for extra material
mentioned in the penultimate paragraph of Peter Cropper's
letter. In particular, could the MST's office provide some
compact material on the tax issues such as the zero rating of
VAT, beer and wine duty; and the EST's office pick up any
points about the 1983 refunds, the 1982 risk -sharing refund
and any possible increase in own resources? All that is needed
at this stage is the briefest possible factual material; but

it is needed very quickly indeed, preferably by the evening of
Tuesday the 24th. I must apologise for this extremely short
notice, which is due entirely to my being out of action for

so long.

R

A N RIDLEY
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We understand that there is some suggestion being put about that the
Government is about to announce that this year's European Parliament
elections will be fought on the existing boundaries. As no such announce-
ment is in fact being considered the Home Secretary thought his colleagues
might find it useful to know what the present progress of the three
Boundary Commissions is.

All three Commissions say that they still hope to.report by the end of
March. As Mr Mellor said in reply to Mr Michael Colvin's Question about
the election (OR Vol 47, Col 224), this should leave sufficient time to
complete the remaining procedures so that those elections can be fought on
new boundaries.

In Scotland there are eight European Parliament constituencies. The
Scottish Commission has decided to adhere to its provisional recommendations
for five of them. It published revised recommendations for the remaining
three constituencies on 15 December.

Wales has four constituencies. The Welsh Commission has received and
considered the Assistant Commissioner's report on the local inquiry into
its provisional recommendations and has not so far decided to issue any
revised recommendations.

England has 66 constituencies. The English Commission intends to publish
revised recommendations for 16 of these constituencies on 26 January.

I am copying this letter to the Private Secretary to the Prime Minister
and the Private Secretaries to other members of the Cabinet.

o oW Ever

M

M. J. GILLESPIE

Murdo Maclean, Esq.

Ay,

VNI
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Chairman: Sir Henry Plumb, DL, MEP

LONDON

2 Queen Anne’s Gate
London, SW1H 9AA
Tel. (01)222 1720
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As you perhaps know, there will be in early March a
Conference for Conservative candidates in the next V\k C//Aﬁvk

European Elections. It will take place from 7th to
9th March in the Tara Hotel, Kensington.

As you will see from the attached draft programme, we
intend to hold a session on the European budget on })f~
Thursday, 8th March in the morning. The purpose of this

letter is to ask whether you or one of your colleagues could

find time to come and speak to us during that session. I

fully appreciate that you will have in March many other

calls on your time. I am sure, however, that an address from

a Treasury Minister (ideally yourself if possible) would do

much to encourage our candidates, particularly those who are

not yet sitting MEPs.

If you or one of your colleagues can come, could your office
please let mine know at the above address? I should be
grateful for as early a reply as is convenient to you, and

I hope very much to see you at the Conference in March.

7M»W'
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The Rt. Hon. Nigel Lawson, MP, i R -
Chancellor of the Exchequer, ‘ el B 2l Lsauuﬁf,
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Parliament Street,

LONDON, SW1P 3AG My E—]GFAM&V\
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PROPOSED

GROUP MEETING/CANDIDATES CONFERENCE

6th-9th March 1984

The Candidates? Conference has the following aims:
é) To introduce candidates to the Group and make
them feel part of a winning team..

b) To brief candidates on the principal political
issues that they will have to face during the
Campaign and éxplain the Group's view/track
record,

¢c) To explain the administrative structure of the
Campaign and deal with candidates' questions/
worries/requests for Support and assistance,

&) :To éncourage candidates and Group Members to
think constructively about the problems the
Group will confront immediately after the
election:
- Relations with other Groups
- Presidential Election
- Committee Chairmenships etec,
N.B. There will be further opportunities for "workshop"
type revision when candidates visit Strasbourg in

March and the main Campaign "hype" will come during
the April Group Meeting/Study Days.

Timetable

- - - ———

——__-——————-————-——_———

15.00-15.45 nrs Welcome from Chairman
Introduction
Description of Programme

Outline of situation in Un up-to
Brussels Summit



SR e
15.30-18.00 hrs Agriculture
18.30:20,00 hrs Reception for candidates (and wives).

Chairman of the Party to be invited
and to make short key-note speech

09.00-10.00 hrs The Manifesto and Campaign Strategy

10.00-12-30 hrs The Budget: history, procedure, the
British problem

13.00 hrs Lunch

15.00~18 .30 Hrs'. The European Parliament after the
Elections

20.00 hrs Group dinner for candidates. Key-

note speaker from Government, short
speech from senior Dane

Friday 9th

09.00-12.30 hrs Election tactics and organisation,
and organised by Conservative Central

14.30-16.00 hrs. Office with Edward Kellett-Bowman.

Note on Sessions

Sessions are intended to be as participative as possible
with candidates asking questions and making comments on the
same basis as Members. The session on election tactics will
be organised by Sir Anthony Garner and CCO staff. Edward
Kellett-Bowman will cover the Information Campaign and the
Group's point of view.

24.1.84
BD/sgc



SECRET

Board Room

H M Customs and Excise
King’s Beam House

Mark Lane London EC3R 7HE

From: B H KNOX
24 January 1984

CHANCELLOR OF THE EXCHEQUELR

cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State
Sir P Middleton
Mr Battishill
Mr Monger
Mr Ridley
Mr Lord
Mr Portillo

CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTIONS

- Miss Simpson's note of 3 January to Mr Ridley asked
for a note on any EC issues that might prove potentially
embarrassing in the run-up to the European elections.

P The attached note describes the issues over which we are
currently in dispute with the Commission. Part I of the note
deals with those where, in our judgment, there is a risk of
publicity before the European elections and of some consequent
embarrassment. Part II lists those items which are either
unlikely to come into the public domain by the elections or too
technical to excite public interest.

5. The potential embarrassment of some of the more sensitive
items may be heightened by action taken (or not) in the Budget.
The following paragraphs indicate where the Budget may have a
bearing on the issues.

4. VAT Of the three main issues - zero rates, spectacles
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and the registration threshold - the first is potentially the
most awkward. The VAT package currently under consideration
would remove only one item from the Commission's list of alleged
infractions - newspaper advertising and news services. But by
taxing other currently zero-rated items it would show that our
reliefs were not immutable and the Commission might thereby be
encouraged to redouble its efforts. A decision to raise the
registration threshold in the face o the Commission's claim

that it should be frozen could also lead to early infraction
proceedings.

5 Another candidate for embarrassment in the field of VAT
is the possible abolition of the PAS. Although there are no
legal obstacles to its removal, the Commission would view such a
move as a serious blow to the Narjes initiative and, to its
harmonisation plans and would be quick to say so. They have
already expressed concern privately at the newspaper reports.

6. Excise duties Much attention will be focussed on the
Budget to see how it deals with the wine/beer judgment. Whatever
the duty levels set in the Budget, criticism can be expected of
measures that - at the EC's behest - reduce the price of imported
wine at the expense of home-produced beer.

£7. The Commission may decide to proceed with infraction

proceedings on made-wine before the Budget. Although action in
the Budget could remove the grounds for the complaint against

our rates of made-wine duty, it is possible that the Commission
might pursue cider, regarding it as undertaxed in comparison with
wine.

(B"*’\ Ce V\Lo)(

B H KNOX
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CUSTOMS & EXCISE ISSUES AND THE EUROPEAN ELECTIONS

Mr Knox's minute of January 24 is extremely helpful. All that

is needed to complete the picture is a little more precise
information about the likely or possible timing of Reasoned Opinions
or Infraction proceedings, which is outlined in the attachment to
this minute. May I suggest that:

)( (1) Customs & Excise be invited to offer the best answers
they can to these questions about dates;

(2) in the light of that I should consult the Minister of
State before submitting to you a draft letter to send
to Sir G Howe, to which one would attach something on
the lines of the material in the present attachment to
Mr Knox's minute.

e There remains the question of the extent to which the risk of
embarrassment in the European Election Campaign should be
considered in your Budget preparations. My initial response is
that the only undoubted danger to note is the timing of the
Committee stage of the Finance Bill to which Mr Knox refers in

his discussion of wine/beer duty on page 4. It is clear that a
contentious series of debates on that aspect of the Finance Bill
Jjust before the campaign began could be an embarrassment. However
even if that judgement is correct, it is not easy to suggest a

way of minimising it.

5 If other risks emerge - for example in the light of more
precise details about dates - it should be possible to draw

A

A N RIDLEY

attention to them in good time.
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{ CUSTOMS & EXCISE ISSUES AND THE EUROPEN ELECTIONS: QUESTTONS ABOUT
‘ POSSIBLE COMMISSION ACTIONS e

VAT Zero Rates

When might there be a reasoned opinion, and infraction
proceeding initiated?

VAT and Spectacles

Roughly when do or might we expect the Commission's reasoned
opinions; and how long could we delay in replying?

VAT Registration Threshold

When would one expect a formal warning letter from the
Commission if they felt inclined to initiate infraction
proceedings after the Budget?

Wine/Made Wine/Cider Duty

If the Commission decided to initiate infraction proceedings
after the Budget, how soon might that be?
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FROM: MISS J C SIMPSON
DATE: 30 January 1984

cc  Chief Secretary
Financial Secretary
Economic Secretary
Minister of State
Mr Lord

Mr Knox C&E

MR RIDLEY

CUSTOMS & EXCISE ISSUES AND THE EUROPEAN ELECTIONS

The Chancellor has seen your minute of 27 January, commenting on Mr Knox's of

24 January.

23 He proposes that asking Customs and Excise to answer the questions you propose about
exact dating can wait until we know the Commission's reaction to the Budget. He has,
however, no objection to sending the Customs & Excise useful minute to the Foreign
Secretary on a personal basis now. He would be grateful if you could consult the Minister of

State about this, and let him have a draft covering letter.

&

MISS J C SIMPSON
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FROM: ADAM RIDLEY
DATE: 30 January, 1984

MR BATTISHILL

cetraRepy =~
MroElillss
Mr Fitchew
Mr Makeham
Mr Portillo

EUROPEAN ELECTIONS: CONSERVATIVE CANDIDATES CONFERENCE
SPEECH BY A TREASURY MINISTER

I gather that the Chancellor has suggested'that, as he will not
be able to accept Sir Henry Plumb's invitation to speak on
March 8 candidates conference, ° the EST might
speak in his place. And Mr Makeham has asked whether I have any
views on this proposal. As I an involving myself fairly closely
in the preparations to the European Election, I anm delighted to

tﬂi:m,

2. 'There is no doubt that this will be an extremely important
occasion in preparing the Conservative candidates for the campaign,
and that it would be an exceptionally good opportunity to instruct
them in both the key details and the fundamental principlqs of the
line we are taking on the EC Budget. The length of the descission
will also permit the candidates to ask a large number of questions,
which will be both valuable for them and informative for us. Added
reasons for accepting this invitation are that it will give us

as good an opportunity as any for putting over the Treasury's line

on these issues, not least on very important topics liﬁﬁnyhether

or not we are in favour of more own resources; and alsoLit will

help establish in the candidates minds thc importance of this
department in determining the Government's policies on the

central EC issues. If the EST is able to accept this invitation, it
nmight be worth considering one or two presentational devices to
underline the importance of what he says to them. The most obvious
would be either to say that the Chancellor had hoped to come, and



had asked him to present his speech instead (though that would
perhaps unreasonably diminish the EST's own important role in
this area of policy); or for the speech to include in some way
a special 'message from the Chancellor' - something which could
be accommodated by a variety of different drafting devices.

3. One other point to bear in mind is that this lengthy session -
10.00 - 12.30 - could well provide us with a useful opportunity

to make a few points in passing about matters other than the

Budget itself. The only other policy area beiné?treat dgis
agriculture, on the previous afternoon. With a bit of judicious
gathering of intelligence, it might be possible even to add a
useful gloss or two to anything which will be said then, presumably
by Mr Jopling or one of his Junior Ministers.

X

A N RIDLEY
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PS/CHANCELLOR

FROM:
DATE:

cc

P MAKEHAM
31 JANUARY 1984

PS/Chief Secretary
PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State
Mr Battishill

Mr Fitchew

Ms Goodman

Mr Ridley

Mr Lord

Mr Portillo

EUROPEAN DEMOCRATIC GROUP: CONFERENCE FOR CONSERVATIVE CANDIDATES

The Economic Secretary has indicated that he would be prepared to address the

Conference on 8 March. It would be a good opportunity to put over the Treasury's

views on the EC Budget and will come at a crucial time in voting on UK refunds. Our

advice is in favour of acceptance and a draft letter to Sir Henry Plumb is attached.

P MAKEHAM
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DRAFT LETTER

Write to:

Sir Henry Plumb

European Democractic Group

2 Queen Anne's Gate
LONDON SW1

You asked whether I or one of my colleagues coul

1k on the EC}wdge{ to the

ately the conference-is too close to the

candidates in the European election. Unfo

nd.

Budget for me to be able to a However, the onomic Secretary, who is

responsible in the Treas for European Community business’ would be pleased to

come and address the candidates. a
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Covering SECRET

A
” ﬂﬂ FROM: A N RIDLEY

@ DATE: 1 February 1984
s

1. MINISTER OF TE
2e CHANCELLOR

CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTIONS

A
Miss Simpson's minute of Juyfie 30th responding to mine of this
topic of January 27th asked me to prepare a draft letter to
send to Sir G Howe, covering the attachment to Mr Knox's
ninute of January 24th. As the Chancellor is seeing Sir G Howe
for a pre-Budget chat at 6.30pm next Tuesday February 7th, this
letter ought to be sent across before the week ends. And as the
Chancellor will be out of London from tomorrow evening till the
weekend, the draft ought to get to his office by, say, shortly
after lunch tomorrow in comfortable time for it to be retyped for
his signature. I spoke to Mr Corcoran earlier today to see if
time could be found for us to have a few quick words before I
drafted, but we did not succeed. So I am submitting my draft
letter to you now in the hope it raises no awkward issues which
we ought to discuss and that it can get to the Chancellor's office
in good time.

<3 My own feeli at this point is that there is nothing we
needﬁfo imperat%zs}zyto discuss in depth for inclusion in the
letter. There would, however, be a case for one having a quick
word in a day or two so that we can brief the Chancellor on

any further - and probably political - points which he needs

to bear in mind or raise orally when he meets the Foreign Secretary
on Tuesday evening.

BDe The four areas of concern seem to be action by the Commission
in the period April to early June on

- VAT zero rates, if they are not satisfied with the
Budget;

Covering SECRET
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- VAT exemption of Spectacles, on which we expect a
"reagsoned opinion" shortly. This would not be an ideal
move at a time when NHS issues are so sensitive.

- VAT Registration thresholds. Where we are not likely

tqﬁlease the Commission by a reduction of the kind they
seek,

- Wine/made wine/cider, though my hunch is that it would
probably need a pretty churlish mind in the Commission
to initiate proceedings on this.

4. I am assuming that this letter is not the vehicle for
v/’ any discussion of PAS and that the Chancellor's office will have
arranged for the transmission of any material to Sir G Howe
should that be needed.

M

A N RIDLEY

Covering SECRET
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QBA%T LETTER FOR THE CHANCELLOR TO SEND TO SIR G HOWE

[The annex of Mr Knox's minute of January 24th to be
attached.]

When I sent you my thoughts on the manifesto for the
European Elections last December, I promised I would

get in touch in the New Year about one or two awkward
tax issues. As we are due to meet on Tuesday, I thought
you might like to look in advance at a useful note which
Customs and Excise have Jjust prepared. There may be

points it touches on which you want to discuss on Tuesday.

My own judgement is that there are only four areas of
potential interest to a wider public which might become
controversial by June if the Commission initiates action
on them: VAT zero rates, VAT and Spectacles, the VAT
registrations threshold and Excise Duty on Wine/made wine/
cider. In no case, I fear, do we have much freedom to
alter our plans in order to minimise controversy. But it
could be that there are better and worse ways to present
our decisions, or even some scope for productive informal
contacts with the Commission to minimise the risk of legal
proceedingse.

Vi U
I look forward to hearing your weseson Tuesday.

Encl.
SECRET



FROM: A M ELLIS
DATE: 1 February 1984

PRINCIPAL PRIVATE SECRETARY __- cc PS/Chief Secretary
222___\‘_ PS/Financial Secretary
' PS/Minister of State
Mr Battishill
Ms Goodman
Mr Ridley
Mr Lord
Mr Portillo

EUROPEAN ELECTIONS: CONSERVATIVE CANDIDATES CONFERENCE SPEECH

The Economic Secretary has read Sir Henry Plumb's letter to the
Chancellor of 24 January and is willing to attend the session on
the morning of Thursday, 8 March. He has noted Mr Ridley's
suggestions in paragraph 3 of his minute to Mr Battishill of 30
January - that he either present his speech as that of the
Chancellor in absentia or include a special '"message fiorm the
Chancellor". He suggests that the latter option would be prefer-
able.

A M ELLIS



APS/Minister of State
2 February 1984

PS/CHANCELLOR OF THE EXCHEQUER cc Mr Ridley

CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTIONS

I am forwarding Mr Ridley's minute of 1 February which the Minister

of State has seen. He has commented that he is content with the
attached draft reply.

DNeldole MECantondd 0=

MISS D C McCAMBRIDGE

SECRET



cc PS/CST
PS/FST
y / 71}.\1 PS/MST ' .
{ 4 Mr Battishill
oo e Mr Goodman
Mr Ridley
Mr ILord
Mr Portillo
Mr A M Ellis

Treasury Chambers. Parliament Street, SWIP 3AG
O1-233 3000

2 February 1984

Sir Henry Plumb

European Democratic Group
2 Queen Anne's Gate
LONDON Swl

JZ§Z7L“‘ 7 P\_\\
Thank you for your letter of 24 January asking whether
I or one of my colleagues could attend a session of

your Conference for European Conservative candidates
in early March, to talk about the European budget.

As you say, that is a particularly busy time of year
for me, and I am afraid that it will not be possible
for me to attend. However, Ian Stewart, who is
responsible here for European Community business, and
is in fact the UK member of the Budget Council, has
kindly agreed to come in my place. Perhaps you could
ask your ottice to make the final arrangements direct
with his: their telephone number is 233 3608.

e

NIGEL LAWSON






SECRET AND PERSONAL

Treasury Chambers, Parliament Street, SWIP 3AG
0O1-233 3000

FOREIGN AND COMMONWEALTH SECRETARY

When I sent you my thoughts on the manifesto for the

European Elections last December, I promised I would

get in touch in the New Year about one or two awkward

tax issues. ;%5—we—axe_due_ic»ﬁeet—on_mnesdayr—i—theught

At \}l L

yQu_m;ght_l;ke_ta_look_;n—advaﬂce_aﬁ a useful noté which
Customs and Excise have just prepared -@hereriueLJaa

2. My own judgement is thay there are only four areas of

potential interest to a widér public which might become
e Commission initiates action
VAT and spectacles, the VAL

registrations threshold /and Excise Duty on wine/made wine/

controversial by June if
on them: VAT zero rates,

cider. In no case, I /fear, do we have much freedom to

alter our plans in order to minimise controversy. But it
could be that there
our decisions, or cpfen some scope for productive informal

re better and worse ways to present

contacts with the Lfommission to minimise the risk of legal

proceedings.

N.L.
2 February 1984



Covering SECRET

{ .
FROM: J O KERR :

DATE: 3 February 1984

Mr Ridley cc PS/Minister of State

CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTION

The Chancellor has seen your minute of 1 February, but
does not wish to write to the Foreign Secretary in the terms
proposed, nor to discuss the Customs memorandum with him next
week. He would prefer to forward the memorandum under a
revised minute along the attached lines, and would be grateful
for the Minister of State's comments on the suggestion in its

paragraph 2.

J O KERR

Covering SECRET



CC. MAST

M ‘E/\QL\_%

SECRET AND PERSONAL

Treasury Chambers. Parliament Street, SWIP 3AG

O1-233 3000

FOREIGN AND COMMONWEALTH SECRETARY

When I wrote to you in December about the European Election
Manifesto, I undertook to be in touch again in the New Year about
some tax issues. I now attach a useful note on them by Customs

and Excise.

2 It occurs to me that it might be useful if you and I were
to find opportunities to suggest to Christopher Tugendhat that
if the Commission really has to initiate proceedings on any of
the issues discussed, it would be unfortunate if they did so
before the June Elections. The obvious point, which should be
well taken in Brussels, is that for them to start proceedings
before June would be a godsend to those who will wish to use the

Campaign to argue an anti-European case.

\

(N.L.)
H~February 1984

SECRET AND PERSONAL



CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTIONS

PART I:

RISK OF PUBLICITY BEFORE EUROPEAN ELECTIONS

VAT

A. Zero Rates

The Commission alleges that certain of the UK's zero
rates infringe Article 28.2 of the Sixth VAT Directive.
The zero rates concerned are those relating to animal
feeding stuffs; seeds and live animals; books (other
than for schools); some water and sewerage services;

newspaper advertising and news services; fuel and power
supplied to business; non-domestic construction;
residential caravans; and safety boots and helmets.

The UK does not accept the Commission's view and
discussions have been held with them at both official
and political levels.

The zero rates under threat are concerned, in the main,
with supplies to business and industry and do not involve
private consumers. There has been some limited publicity
in the area of non-domestic construction in the technical
and financial press but there has been little exposure

in the popular press.

The Commission have already sent the UK a formal letter
threatening Infraction Proceedings under Article 169

of The Treaty of Rome. They are likely now to wait
and see what action is taken in the Budget. If there
is none, or it does not go far enough, infraction
proceedings must be regarded as inevitable. Their
next formal move would be to issue a Reasoned Opinion;



the matter will then become public and other Member
States may intervene. If a Reasoned Opinion is issued
the UK will have two months in which to reply. b€ 4

the Commission are still not satisfied they will
institute proceedings before the European Court. This
sequence of events will take not less than 12-18 months.

B. VAT and Spectacles

The UK exempts from VAT the supply of spectacles by
registered opticians. The Commission take the view
that our exemption is contrary to Article 13A(1)(c) of
the Sixth VAT Directive and they have written formally
warning of potential Infraction Proceedings against

the UK under Article 169 of The Treaty of Rome. The
proposals put forward by the Secretary of State for
Social Services to allow non-opticians to sell glasses
under prescribed conditions will change the situation since
supplies by non-opticians are liable to VAT as our law
stands. The UK would have two alternatives; to
continue with the present exemption for all supplies by
qualified opticians or to remove the exemption for
private spectacles from whatever source. On the latter
basis only NHS spectacles would be exempted and it is
our opinion that the Commission would be unlikely to
proceed with Infraction Proceedings.

A Reasoned Opinion on our existing practice is expected
shortly. If our reply to this fails to satsify the
Commission, they will institute proceedings before the
European Court. This will probably take 12-18 months.
Potentially this could prove embarrassing for DHSS,

since any attempt to impose VAT on the supply of spectacles
by qualified opticians could be seen as a double blow
coming on top of the removal of their monopoly.



C. Registration Threshold

The Commission have alleged that the UK's practice

of revalorising the VAT registration threshold by
applying the percentage rise in the RPI to our 1973
threshold of £5,000 is contrary to the provisions of
the Sixth Directive. The Commission claim that the

UK was only entitled to take account of increases in

the RPI since the date the Directive entered into

force, though they have now offered a compromise date

of 1 January 1979. We have been asked to freeze our
threshold at its present level until inflation catches
up. Assuming 5% inflation this might take three years.
Moreover, the Commission have this month submitted to
the Council a report on the harmonisation of schemes for
small traders in which they suggest an even longer
freezing of the UK's registration threshold.

A freeze, or the commencement of Infraction Proceedings
would evoke an immediate clamour from the vociferous
small business lobby, which is in favour of regular
revalorisation and an even higher limit. However

as the UK has not yet received a formal warning letter
from the Commission there is little prospect of
Infraction Proceedings commencing before the end of the
year.



2. WINE/BEER DUTY

The European Court ruled, on 12 July 1983, that the UK had failed
to fulfil its obligations under Article 95 of the Treaty of

Rome by taxing imported wine more heavily, in relative terms,
than UK-produced beer. The lengthy and complex judgment did

not specify, however, the amount by which it considered the
excise duty on wine toohigh, nor did it indicate what action was
required to remedy the situation. The line taken so far in
answer to enquiries has been that the judgment will be taken into
account as the rates of excise duty on wine and beer are reviewed
in the context of the Budget. Compliance with the judgment
would involve an increase in the beer duty, or a decrease in the
duty on table wine, or a combination of both. Such action would
be likely to be seen by the same people as an example of an EC
ruling penalising a traditional UK drink in favour of imports.
The Committee Stage of the Finance Bill might bring wine/beer
into prominence in the run up to the elections.

Bia WINE/MADE-WINE/CIDER DUTY

The Commission issued a Reasoned Opinion to the UK on 1 August
1983, alleging that the structure of the UK's excise duties
contravenes Article 95 of the Treaty of Rome by discriminating
against imported wine in favour of UK-produced made-wine and
cider. The UK responded to the Reasoned Opinion in November 1983
and the Commission's reaction is now awaited. If the Commission
takes the case to the Court, this too is likely to be construed
as an attempt to force us to consume more imported wine, to the
detriment of UK-produced cider and made-wine. The made-wine,
and particularly, the cider industries have vociferous political
lobbies. The timing of any such Court action is not clear,

and may well depend upon the Budget decisions on wine etc duty
rates.



PART II: PUBLICITY UNLIKELY

4 28 VAT

A. Private Hospitals

The UK exempts from VAT the provision of medical care
and, in connection with it, the supply of any goods by
NHS hospitals and by other approved bodies eg private
hospitals. The Commission however have expressed

the view that Article 13A1(b) of the Sixth VAT Directive
does not give cover for our present exemption of all
licensed private hospitals. We now know that the
Commission are reconsidering their position on whether
or not all hospitals can be considered to fall under
Article 13A1(b).

In any event the UK has not yet received a formal
warning letter from the Commission and there is little
prospect of Infraction Proceedings commencing in 1984.



B. Secondhand schemes

In October last year the Commission wrote to the UK
requesting that we withdraw two schemes introduced
since 1 January 1978 for secondhand firearms and
secondhand horses. The Commission hold the view

that the introduction of these schemes was contrary
to Article 32 of the Sixth VAT Directive. This
Article provides that Member States applying a special
system may retain it until a Community system is
adopted; the Commission clearly understand this as
being an absolute standstill. The UK however holds
the view that while a Member State may not introduce

a new system Article 32 does not prevent the extension
of an existing system, which is what we have done.

The UK has ndot as yet received a formal warning letter
from the Commission threatening Infraction Proceedings.
Any proceedings, if instituted, are unlikely until the
latter part of this year. In any event the Commission
would appear to be using this threat as a way of
obtaining further progress on the draft Seventh VAT
Directive which deals with the taxation of secondhand
goods. If the UK were forced to withdraw the schemes
it would cause embarrassment for the Government and
protests would come from the trade associations whose
interests were damaged.



C. Trade Fairs and Exhibitions

The UK practice of taxing the supply of exhibition
services under Article 9.2(e) of the Sixth VAT
Directive and thus relieving supplies to overseas
exhibitors is clearly contrary to the Sixth VAT
Directive. The Commission have said that such
services are taxable under Article 9.2(a) and

9.2(c) and the UK, in principle, agree. We have now
asked for a period of grace in which to change our
treatment of these services.

Germany currently applies the same incorrect treatment

as ourselves and they have received a formal warning
letter from the Commission. Unless we comply a similar
letter may be expected. Infraction Proceedings are
unlikely to commence before the latter part of this year.
As this is a very technical point, with no impact on the
general public, we do not think that it will prove very
embarrassing for the Government.



D. Credit Cards

For VAT purposes the UK treats the supplies between

credit and charge card companies and retailers as

taxable supplies of business promotion by the card
companies. The Commission have written to the UK
stating that in their view, these services are exempt.
The UK has asked for a six months period of grace in
which to reconsider our position but we have, in
principle, accepted that the Commission's view is

correct. Discussions have been held with trade interests
and the outcome reported to Ministers.

The period of grace expires in March and if we do not

fall into line with the Commission a formal warning
letter will probably follow soon afterwards. Infraction
Proceedings would be unlikely to commence until the latter
part of this year. In any event we do not think that
this will cause any great embarrassment to the Government.



2 PERFUMED SPIRITS

The Commission issued a Reasoned Opinion on 9 November 1983
alleging that the UK's taxation of alcohol used in the
manufacture of perfumes and toilet preparations was in breach
of Article 95 of the Treaty of Rome. A response to the
Reasoned Opinion is being prepared.

The UK exempts such alcohol from excise duty provided that it
has heen denatured and chemically marked - processes which
are designed to prevent the diversion of alcohol to taxable
use. The relief is available both to domestic and imported
products but the Commission claim that our system is
discriminatory since we require specific chemicals to be used
and therefore impose production constraints on non-UK
manufacturers.

This is a technical subject and is unlikely to excite public
interest.



e BEER DUTY LOSS ALLOWANCE

The Commission are currently querying the justification of
the UK's system of allowing a 6 per cent deduction from the
gross beer duty charge on account of production losses.
Several other Member States have received warning letters on
the same subject.

Any reduction in the allowance could be misrepresented as an
enforced increase in the duty on beer and would actually bring
about a reduction in the competitiveness of British exports,
with serious employment consequences.

We believe that, in alleging that the UK's allowance is
discriminatory, the Commission have been misled over the true
level of production losses in the UK brewing industry. A
rebuttal of the Commission's charge is being prepared. If the
Commission do not accept our rebuttal, we would not expect
formal Infraction proceedings before the end of the year.

e PEDY



4. END-USE CUSTOMS DUTY RELIEF

We are in dispute with the Commission over the interpretation
of Community rules for end-use duty relief. Five Tri-Star
aircraft were imported by British Airways in 1980/81 under the
duty-free end-use provisions for civil aircraft. 2-% years
later these aircraft were sold to MoD and converted to military
use in connection with the Falklands operations. We hold that
if goods are brought into the Community under duty-free end-use
provisions and are then put to the prescribed end-use, all
liability to pay duty is discharged in full. The Commission's
view is that, notwithstanding initial use for the stipulated
purpose, any subsequent diversion of the goods to a non-
qualifying use renders the goods liable to duty.

The Commission has pressed us to collect the duty which could
amount to some £2m-4m depending on value at the time of
diversion, but we have so far refused. We have heard informally
from an internal source that a recommendation for infraction
proceedings to be initiated against us is moving up the chain of
command within the Commission. A formal warning letter from

the Commission may not issue, if at all, for some time. Court
proceedings would be unlikely before the Elections.



CONFIDENTIAL

M E Corcoran
7 February 1984

MR KERR CeE Mr Ridley

CUSTOMS AND EXCISE ISSUES AND THE EUROPEAN ELECTION

You asked for the Minister of State's comments on the suggestion

in paragraph 2 of the draft minute which would cover the memorandum.
The Minister of State agrees with it and thinks it seems well worth
putting this idea to Mr Tugendhat.

2.

M E CORCORAN
Private Secretary

CONFIDENTTIAL
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%waﬁYHﬂ° 10 February 1984
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EUROPEAN ELECTIONS

There will be a discussion of the
European Elections before Cabinet on Thursday,
16 February. The Prime Minister would be
grateful if all Cabinet Ministers, plus the
Chief Whip and the Chairman of the Party.
could attend at 0945 in the Cabinet Room.
Officials will not be present for this
discussion, which will be followed by a
meeting of the Cabinet,

I am sending a copy of this letter to
the Private Secretaries to all Cabinet
Ministers, to Murdo Maclean (Chief Whip's
Office) and to Emma Oxford in the Chairmaa's
Office. A copy also goes for information
to Richard Hatfield (Cabinet Office).

QG

STEPHEN SHERBOURNE

Miss Janet Lewis-Jones,
Lord President's Office.
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T e
‘ B 14 FROM: ADAM RIDLEY
. ' 14 February 1984
CHANCELLOR
Before Cabinet of Thursday, there is to be a discussion

-9 with the Prime Minister and colleagues about the European
Elections. Officials will not be present, but the Chairman
of the Party and one or two others will.

-1 5 T do not think that you need to take a very active part
‘ " in this meeting, but it may be helpful if I put on the record
one or two background points which may be of interest.

(a) Adequacy of organisation for the campaign.

" While the mechanics - organising postal votes,
candidates selection etc. - are reasonably well
ahead, the serious strategic thinking and arrange-
ments for the campaign have sc¢ far been inadequate
and very delayed. Any opportunity you may have to
put more pressure on Central Office to get on with
it would certainly be worthwhile, not only from the
Government's point of view generally, but also from
a selfish one. It is inevitable that the more dis-
organised they are, the more likely the campaign
organisers will be to call upon you or colleagues
here (or Advisers) to fill gaps, deal with alarms
and excursions, etc. at the last minute.

® (b)

One point which may come up explicitly is the

preparation of background material to suppo
Manifesto itself. This compriges in practice

early drafts of questions of policy; an assessment
of any proposals emerging from the opposition; and
briefing on contentious or valuable issues which
can be provided to candidates. With the experience
of the last election behind us, this Department

[ will certainly be able to play its part effectively.
However it is important that colleagues pass to us

< A

(and often the FCO) interesting material from the
opposition parties as they formulate their policies
"'w virmi /[ more preciselgl. We can then analyse its feasibility,
rklﬂ LJL*\/:[ \  cost it and prepare advice to candidates without
getting into the contentious area of doing such
e




CONFIDENTIAT,

work during the campaign itself - which in any case
tends to be too late, sketchy, and difficult to
communicate to people in the field.

(e) When last heard of, Central Office still seemed
not to have made up their mind what were the critical
areas or seats. This is clearly something which you
and your colleagues need to be informed about soon.
It affects not only your speech and other election
engagements such as they may be, but also, if only
to a lesser extent initially, the kind of themes
which we may wish to give attention to during the
campaign.

e One other thought relates to the state of negotiations with
our Community partners in late May and early June. Assuming,
as seems likely, that the Community is still in crisis and
crucial negotiations are still in the offing, we and the ICO
have a very special interest in making sure that colleagues in
the Cabinet, Members of Parliament on the stump or candidates
themselves, are sticking carefully to the right line on matters
to do with negotiations. This is something you might wish to
underline; and to reinforce by recalling that Ian Stewart will
have been keeping a very close interest on such matters at all
times, and should be approached for clearance of difficult
issues at such periods during your campaign (fairly numerous)
as you may be absent. [Were it not to be the Finance Bill
season, I would have also suggested that a Treasury Minister
should be one of the members of the standard "Questions of
Policy" Committee, which will be meeting regularly during the
campaign. You may still think this a possibility worth raising

A

A N RIDLEY

at some point!]
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ALL CABINET COLLEAGUES

I RN 1) T

European Elections

1. At our meeting on 23 February we agreed that Ministers
should look at Departmental work with a view to identifying
policy initiatives which could be timed for announcement
during the European elections campaign, or incorporated in

" the manifesto. I would be grateful if all colleagues could
follow thisup and let me have by 19 March a list of such
initiativeé, whether domestic or European, indicating timing

and including an assessment of the impact of the announcement.

2. In the period between now and the European elections,
issues of policy will arise in the European Parliament which
could offer scope to the opposition to exaggerate differences
between the EDG and the Government. It will, therefore, bc
important to take steps to be aware in advance of any
potential problems, and to engage in closer and deeper
consultation with the relevant EDG Spokesmen than would be
necessary at other times. I would be grateful if colleagues
would alert Ministers, Special Advisers and, where
appropriate, officials, to the need to follow this up. The
Party Chairman and I have already stressed to EDG leaders

the importance of their Spokesmen taking the initiative to
contact Departments, but we should not rely on this alone.
Quite often, I fear, an initiativc may well be necessary from

the Government side.

/3.

PERSONAL AND CONFIDENTIAL



s DA

PERSONAL AND CONFIDENTIAL

3. I am sending copies of this letter to all Cabinet
colleagues, the Party Chairman, the Chief Whip, and to
Peter Cropper.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
27 February 1984

S

PERSONAL AND CONFIDENTIAL



From: The Rt. Hon. Sir Geoffrey Howe, QC MP @
Xty

9 March 1984

HOUSE OF COMMONS

LONDON SWIA OAA J/ ce Ecomunt S0om

PERSONAL AND CONFIDENTIAL W’. Q’ul‘ﬂ NG
.-/ /

2. C’(A.V\Lbuw.\/r/

A wae 2.

Drafting of the Manifesto for the European
elections has now reached the stage where it
seems desirable to have the initial reactions
of Ministers whose departmental responsibilities
are most closely concerned. T have asked
Malcolm Rifkind to get in touch with Ian Stewart
in the first instance to show him the draft and
discuss any problems arising, subject to your
agreement. We will need a response during the
course of next week, so I would be grateful if

you could ensure that arrangcments are established

j/‘ b SET
GEOFFREY HOWE é/I/M\,\

The Rt Hon Nigel Lawson MP

to ensure rapid action.
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Foreign and Commonwealth Office

London SWI1A 2AH

! ] Fad *1 =
From The Minister of State ECONO'V'!C SE°R:TAHY 13 March 1984
REC'D 14 MAR 1924
CTioN e H"o tM 'L‘k A L\NAJ 5
Ian Stewart Esq MP ATIO% | MR- Ripiey e
Economic Secretary ped | CHAVCELER 8{"
HM Treasury T:
Parliament Street . 3037’ :
LONDON SW1 BEg o0
MST ‘
e

- // ——
\

Geoffrey Howe wrote to Nigel Lawson on 9 March informing
him that I would be contacting you shortly about the Manifesto
for the European elections. Drafting has reached the stage
where it seems useful to have preliminary reactions from
Ministers in a few of the key Departments.

v I attach the first draft of the Manifesto. As you can see,
significant redrafting and polishing are required. I would be
grateful if you could let me have your comments, in particular on
the sections affecting your departmental responsibilities, by
6.00 p.m. on Thursday 15 March. If any major problems ariS®, we

fMy=—me?€d to meet quickly and discuss them.

I am writing in similar terms to John MacGregor, Paul Channon,
Norman Lamont, Lynda Chalker and John Selwyn Gummer.

(\_/4
.‘l ~ ;-J
[ > 2] ;

7
/

(A9]
U
| L >

Malcolm Rifkind

/
/
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INTRODUCTION

‘The Conservative Cammitment

These elections are about who can best represent your

interests in the European Commnity.

>

Five years ago, in the first European elections, we called
foranendtothecorifusedanéhalf—heartedappmachto
the Cammunity which was the best a deeply—divided Labour Party 5

could offer.

This approach was doi.ﬁg immense damage to British interests.
Not only had it failegd to ‘secure any of the Teforms we wanted
to see, it had hardened our Commmity partners' attitudes to
such an extent that any prospect of reftgnn had receded still 10

further into the ‘uture M:)re serlorL.sly stJ.ll the attltuce of

- -a-

the Labour chexnmeni: was w::akenmg the COJHEII.\J.ty-S'attEIptS to Sl 24

o S —
¥ e -r"-s-'-._'-'f’-._» FREZL LS .z-\_\-— %._’“ Lo

get ‘I:o gi'lps w1th unawloynent encxgy sﬁortage., and the

deteriorating world econcmic sﬁ‘uatlon

In both the general election and the BJropean eléctims of

1973, the Conservatives won a massive victory. We argued then 15

" that by being more camitted to the Comm;mty - and more :

cancerned with what we céuld.contw:ibuté, ot jGSt -m.th what we
could get out of it - we could secure both a be*ter deal far

Brltaln and a Cammunity better ecmmpec to meet the po]_:t,c:al and

econamic challenges of the 1980s. i - 20
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This was the spirit in which the new Conservative Government,

backed by strong Conservative representation in the Eurcpean

Parliament, got down to work: fILI‘St to mend our relatams

—— g— ot . e

ke wrth the other Member States, second to assert the major

role whlch we felt that Britain should be playmg in the 25

,cmnunlty, third, to win agreement on a numbe.r of key refonns

and fourth to shape the policies of the Cammmnity in ways
which would help it to fulfil the original Treaty cbjectives of
maintaining peace and prosperity in Europe, at a time when

both were seriously threatened. A 30

Our double victory in 1979 was greeted with widespread :
relief in the rest of the Ccmmm'uty Had Labour wan, they
would certainly have attempted to put into effect their ruinocus
policy of leaving the Ccmrm_mity, thus d%'.ng still further
damage to employment , to our internaticnal reputation, and to the 35
climate of political and econamic stability which British mcmstr:y

in particular, so desperately needed. - r R _‘a L

By contrast, the Canservatives were soon able to dispel any
doubts about our determination to remain in the Canmmnity. . Cnce
again, British Ministers were listened to with respect by our i

Cawmnity partners, and in a series of speeches by the Prime Minister,

3 " s ;
the Foreign Secretary and others, our 'positive approach® wes

set out across every field of Cammnity activity.
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The greater degree of cammitment was matched by greater
cansistency. In 1979, we said 'Conservatives here at hame,
in Government-and Parliament, and in Europe will be part
of the same team’. Conservative Ministers in the Council

have gained authority not only fram the strong Conservative

majority in the House of Cammons - a majority still further

increased in June 1983 - but fram the very strong
Conservative representatioh amongst British Members of the
European Parliament. Conservative Members hewe spoken up an
behalf of the reforms and new policies the Commmity needs,

whereas the Labour Members have been representative of
nothing but the narrowly sectarian interests still at odds

within the Labour Party itself. = AR

=

=
Now, in the second round of European elections on 14th June 1984,

Conservatives are seeking a J.resh endorsement of thelr ‘DO__J_CJ.ES

on behalf of Brltaln S mteresr_s in the Ca*rmunlq, ~and r_-resh A

_~,.\ =

baf‘ king ‘or the br;_*sh Gove*n’“em. in thc fom oF 2 St!:tmg

Conservative team in the European Parliament.

45

50

55

60



. PERSONAL AND CONFIDENTIAL
~

DRAFT 1I/REV I1I

PART I1: A COMMUNITY WITH A WORLD ROLE

1. A Force for Democracy and Stability

The European Community has a key role to play in
j:::i;:j:1~_f—~?miﬂtgining world peace, promoting the-principles of
e democracy and liberty, and advancing the economic
and trading interests of its members. Conservatives
e -believe that Community membership increases the S5
influence of the United Kingdom and strengthens our

capacity to direct our own destiny in the world at

large.

The need for an independent and concerted
e FEuropean voice has been repeatedly demonstrated 10
during recent years. Individual European states are
foday less able to infiueuce the policies of the
other major powers on matters ogxforeign policy,
%

= economic policy or trade than the Ten can do working

together. 15

- — - - - 0.2 = - -~

o

== ~ 5 - - —

TR 5 We‘rééognizé.tﬁe iﬁpbrtaﬁce 6f preéerving and
strengthening our friendship with our major ally,

the United States, which has contributed so much to
secure liberty and prosperity in Europe in the

aftermath of World War II. We share Lhe objectives 20
of maintaining peace and protecting our freedoms.

But we also recognize that specific US and European

interests are not always identical. ‘e believe that

” IR * - A - 5 - = = = =

3
R =
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a stronger and more united Europe is in the

interests of the Western Alliance as a whole. 25

The Community is theworld's largest trading
-"block. It has numerous trading agreements With =
developed and developing countries. Its
potential influence in the world is therefore

very great. 30

2. Improving Political Co-operation

The Conservative Government and Conservatives

in the European Parliament have played a leading
role in strengthening co-operation among the Ten

on foreign policy matters. The Londoﬁ Report, 35
which improved thevmachinery, widened. the |

scope and strengthened the commitment of our

member states to Political Coibperation, was

agreed under the British Presidency in October

1981. And the Ten recently agreed on-a set of 40

British prbposa]s'Tor'strengthenéﬁ1cd§opérafidn

among Community Embassies around the world.

There ig still much to.beidone 41 the Tenh
are to exert the influence which should be
theirs. We will work 'to build on the 45
foundations laid by the London Report,
esﬁeéially as regards the commitmént toconsult
before taking national decisions of importance

to the Ten as a whole. We will seek io ensure
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50

flexibility and lack of

that the economy,
bureaucracy which characterize the

activities of Political Co-operation are

maintained.
We take the view that NATO is the right
55

e e e

forum for co-ordination on matters concerxrning
But we would also like to

" Western defence.
see even greater co-operation among Europeans
on matters of defence‘and security. We
welcomed those passages of the London Report
and the Solemn Declaration on European Union 60

which extended the scope of Political
Co-operation to include discussion of poiitical
Closer

and economic aspects-of security.
65

co-operation in arms procurement policy is

also in Britain's interest an#& in Europe*s,
and can provide a stimulus to European industrial

‘development.

3. Enlargement
Enlargement of the Community to include Spain
and Portugal will strengthen democracy and 70

security in Western Europe by bringing these
We wish

new democracies into the mainstream of

European political and economic affairs.
to see the negotiations brought to a conclusion
as soon as possible, so that the desirzfof both.."'75
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countries to accede on 1 January 1986 can be

met.

The trading strength of the Ten combined
is unrivalled, with a share of world trade half
as large again as that of the United States and
nearly one-quarter of the gross world product.
The Community therefére has both great

influence and great responsibility in trade.

We believe it should use its strength to
maintain and extend the open world trading
system, which has prqduced them}a{g?st ingfggse
in trade and wealth in history. We reject the
protectionist policies of thq%Labour Party zas

bad for our successful industries, bad for

- _consumers and bad for Britain as a-nation which

d;pégds:bn;fride.~ We &illAwérﬁ tdiéﬁéﬁfb thatqif,

the Community resists the temptation to solve its

internal problems by adopting protectionist

measures. The Community should speak with a

collective voice,both in defence of its interests

where necessary and in tackling the problems of

2
protectionism and indebtedness.

80

85

90
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Conservatives therefore support:

The implementation of the work programme 100

agreed at the GATT (General Agreement on

T?gde and~ﬁa:iffs)-ministgpiﬁsz?gting,~in‘—~“' e e
particular the opening up of markets of

newly industrialized countries to other

developing as well as developed countries, 105

and liberalization of trade in services.

A full and constructivé Community role

in the GATT Committees on Trade and

Agriculture, so that Community policies

on agricultural trade do not add to 110

trading tensions.

P - B sl e -

Action to ensure that Japan opens up more
rapidly to imports and ifvestment and
moves away from the persistent

accumulation of large current account

— B i S — x s - . e -

- ” e . eS =~ o R e T = —
TR, g 3 ey e TR — e S e o S e - -

surplusess. 5o o e gt B b LSt

Measures to deal effectively with unfair
practices by other countries and-to

provide breathing space for Community

induslries in transition. Conservatives 120
in the European Pariiament have taken a

léading rple in strengthéning.thé anti-

dumping unit of the Commission through

more speedy procedures and improved Tesources.
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125

* Action to resolve trading tensions with

the United States, notably on steel,
agriculture and trade with the Soviet
bloc, in a manner which defends our
AN R s e i Jepitimate interests and 1s fair- 1O bokhi =
sides. $ 130

* A Community approach to the protectionist

shipping policies of state trading
countries and some developing countries.

* Action to promote greater exchange rate
135

stability and economic co-ordination as
We recognize that

agreed at Williamsburg.
heavy fluctuations in major currencies
and-

Lot

ki e ot increase protectionist pressures,
need to be reduced.
4&-‘
140

Helping the Third World to Help Itself

It

~. -- Trade-and aid with_less.developediboun;riesﬁf 3
should be designed to meet humanitarizn needs, ;

to stimulate self-reliance and to further our

trading and political interests.
145

The European Community and its Member States

provide more than a third of all aid given by
. 5

aid to

developed countries to the deﬁeloping7w0r1d
and almosthalf -of the total the least
The Lome Convention, now

developed countries.
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being renegotiated, providés 63 African, 150

Caribbean and Pacific states (34 of them

Commonwealth members) with the most

e

comprehensive trade and aid arrangements

“between the developed and developing worlds. -
57155

3 In addition, the Commuﬁify programme of

financial and technical aid for Non-
Associated States (including the Indian

sub-continent) has been growing steadily.

Developing countries also benefit from
the Community's Generalized Preferences 160

Resources have to be limited, but

Scheme.
we will work to maintain an open trading

to eliminate waste and to

Z environment,

promote private investment indeveloping o

countries. We believe that we can use cur _ 165
-

long experience in overseas development to

help bring about a real increase in

- effectiveness in the use of aid.:

We also want to see our own industry and
commerce increasingly able to take advantage 170
of the opportunities oifered by the Community's

We will build on the progress

aid programme.
we have already achieved in improving the

B U 55

gquality of Community aig so that it contributes
In

to self-reliance in food production.

particular we believe that food aid, ;Pough_it
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can still play an important role, should not
be used as an outlet for the disposal of

Community surpluses.

1]
o
¥
e - T - =
s 2 pos e - = — —— ~ - T e - - e s S -
— S e = = ~ ! % g s == R e
= = & - o - . - . W = ol — = ~
— -
- -~



e B e e e ——

. PERSONAL AND CONFIDENTIAL

&

IITI RECOVERY IN EUROPE DRAFT 1/REV III

Redoubling our efforts to relaunch and revive

Europe has now become essential. Our countries

et - et e &l - — e i s e et . | . St it -l

R -~———gre far more closely linked and dépendent'on'one
another than they have ever been. So we each have

a vital interest in our collective success. 5

Conservatives alone have the policies, the
authority and the commitment to the Comminity

= which the task of securing recovery calls for.

* We are firmly committed to setting industry

free in a real Common Market with much 10
= : -greater freedom of trade in goods and
Bnfert v E st g CES. S e i , ; T

* Our policies for the control of state
S o ¢ : spending and borrowing, lower taxes and

reviving enterprise have reduced inflation, 15

-restored.confidence and are-enablingaus —— - -

- -

g

= - A ST - e Sy . - - S - v -
2 z - > 4 = = = - a =

"to lead the Community out of. recession.
Regardless of party or ideology, our
partners are following similar policics

i with positive results. 20

* We recognise the urgent need to sustain
V_ 4 { » = =
and encourage employment by making our -

2

industry more competitive.

> = I ¥-* Ve stand by the Community’s policies.to — 5

help relieve the economic costsrand socigal 25

RS Ao i pains of change.
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* Conservatives have put forward specific and

practical proposals.

* We look at Community policies on their

LS e . . ~— i . . s 3 et . St <t i —— e et . A ————r e i e

o : “merits. We support Community action when it 30
is clear that it will' be more effective than

national action alone.

Our policies for recovery in Europe'are
different from those of our opponents who
* seek to repeat on a Euronean scale ° SO
the same policieé which have failed

at national level; %

*-would destroy jobs across Europei
___through massive state intervention,
wasteful subsidies, planning and 40

controls: §

= &~

* make empty promises rather than put

-

e soo wtc forward specific proposals.iE s eon e S i

Internal Market

The most important step which the Community can take
towards growth and recovery involves no budgetary cost 45
at all. "It ds teo make -a réality of wharis still a
far from Common Market. Though trade barriers have gone,

too many other obstacles remain, as the lorry drivers

protest in Franch has vividly illustrated. Their

1S
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removal will boost competitivity, reduce the
costs on industry, and provide better prospects

for employment.

We attach the highest priority to achieving

PR LR G S S AL M o SR ot L s s o Lo P S PSP S O SV et o Al Sty Sl s i S,

- - a-Community-wide- market where-those with goods

and services to sell ¢an do so With 2 minimum

of restrictions and burdens imposed on them by

national protectionist measures.

In particular we shall seek to:

* eliminate delays and bureaucracy at
frontiers within the Community which

are alone estlmated to add ifeZ 1" billion

> e

a year to costs andthus to prices;

* make public purchasing more open and

competitive. It is estimated that

present restrictions cbuld;cost the

FEuropean consumer and taxpaver as much

as £30 bllllon a-year —;nearly,tw1ce. s

. 5 ..‘_""’21:4--':_:‘? ‘V_‘ —

: vhat we 5pend on Lhe NHS

* create a common market for financial
and other services. At present the
Community only accounts for 3% of the
business of Lhe London insurance market,
while taking oveér 40% of our exports in

goods. We shall seek to ensure that

our 1nsurance, banklng and hou51ng

L3 e s

e L

flnance services have a better opportunlty

50

S5

60

65

70
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to exploit a Community-wide market;

* build on existing progress towards

mutual recognition of professional

—— — e e— e . e g s - b . V— g i i - i -

qualifications; e 80

* agree a definite and detailed
programme for removal of non-tariff
barriers to trade, including a time-

table for their removal.

* support the harmonization of VAT and 85
exciserdufies where thé diiérgenées
between countries are a significant
barrier to British producers ahd

consumers as much as to any.

AT e sl - = T ST AR T e R

= Pl s ST

These changes will help businesses. But they 90
will also help the individua%ias"cogsumer, as

traveller, as an earner, or as someone searching

R SRS

Freeing the internal market requires much
hard, detailed work because of the domplexities 95
of national legislation. We shall resist
harmonization for its own sake, but we recognize

that simplifying laws has a role a play in reduc-

_ % iR s .
ing barriers to trade. Conservatives in the -

European Parliament have played a leéding role in 100

creating a cllmate of oplnlon where the'urgency

= AT i

of progress in this field is recognlzed and=>n

-~ - -
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for«our partners.
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seeking to establish real priorities for action.
They have also supported the Government's

campaign to have the Community Trade Mark Office

: 51ted in. London.~~1*~ i Rt Rty :

Uncertalnty about 1nterest rates and exchange

rates can constitute another important obstacle

to simpler, more secure ways of financing invest-

ment in or trade with,our partners' economies,

particularly for small busihésse;..&wensbare with
our“partners*the oejectives of more“stable
exchange rates which requires above all a common
commitment to mastering inflation and the
implementation of -the policies thgtﬂgemands.

The gquestion of sterling part{éigg%igﬁéii&{be
exchange rate mechanism of the EMS remains under

2

regular review. We should only take that step

both for us and

when the conditions are right

-l e S ~ -«.-_-»-r .-..,7-- v

commerc1a1 use of the BCU in Communlty trade and
finance. We have already removed all serious

obstacles to its use.in this country,and will

urge our partners to do the same.

Jobs: hoi yiiaEs 2 - B

(n

Securing recovery and making a reahtv of the

1nternal market can. ‘make a ma551ve contrxbutlon

- = — <»__,.-‘ ;,_.-.”"',,;-,
F = =

They are the

to the rellef of unemployment.

3

We support tbe 1ncre381ﬂg L.

105

110

115

125
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foundation of a policy for jobs; but alome they
are.not enough. ''In the EC as in’'the UK,
Conservatives will support policies which 130

favour competitiveness and expand the ilex1b111ty :

S — - B U A . o e et S v i o — i s s+ — ——— - —_—" b —

~ of our economic and social system. ! -

)

Experience shows that it is small
businesses which can generate the bulk of new
job opportunities. [Section on policy for 135

small businesses]

We have strongly supported the Community's
efforts to promote health and safety at work.
ARy L el - Recent progress on common standards will

provide better protection for employees';hile 140

— __-., =

i e e e aid- ot S e o Xl e - e TTER - ~— e
ensurlng no unfalr dlstortlon of competltlon Wlth—

dnvthel FC:

2

The Community's role should, however, be

questloned when 1t seeks to 1mpose detalled and ;; .

‘.,_,_-._A e —.--_._‘.. % T AL T e s - »__'&c—-'?-.‘z—,nv q'l_.‘rx,— Rt s =y '-:‘»

= TR T - E —— 2 = -——

L
i3
b
{

il T

e é;'J s blndlng Tilés in areas- Whlch are‘prrmarily the ”*‘“ﬁ145""’;
proper concern of employers and employees{ which

pay little regard to the differences between

member states' practices; or which afe likely to

achieve the reverse of their declared purpose.

c Mo Teios ; We do not support the Commissien‘s Trecent 150

1n1t1at1ves on parb tlme and temporary*morklng,

and the shorter Worklng ueek nor. do we favour

s
o = - - = . - > —i."’_. - 3 -
P U e - ¢ - = .,_-.A Y 2 ~
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These schemes would both damage competitiveness,
undermine jobs and intrude into matters which 5.0

should be dealt with at indugtry, plant or firm

e

—_— ; : —devel-within—each member~country~-*? = - T T S R

gt ot Al e . | i | Bt et it e : i

~

Good employers need no urglng to consult

-~ their employees and inform them properly. We

'shall continue to press that the practices of 160
the'best firms become the norm. But the emphasis
must be on Voluntary natiénal afrahgements. We
S e 2 shall therefore résist attempts to impose rigid
. systems on industrial relations and the management
Seey 3 : in.Britain, such as the Commission's proposed 165

"Vredeling and Fifth Directives". ’These would

B s s oo % s & L2 ez T e R e S - -

increase costs, dlsturb existing good practlces,
damage job prospects and invesment both at home
E : . and from outside firms, and contribute nothing
to a2 more effective common market.. [We. are, 170

f~r*”rather,cons1der1ng the more;prudent approach of R

. - e = S = - = s

estdbllbbLng a Code of Good Practice with

W 3
[

statutory backing in order to create the

flexible pressure for change which is really needed.

Transport
P % : - -‘, : : e .
s We .shall scontinne to 'dtlach:a-high>priority T

3 = to liberalizing transport by continuing pressure

4

.=for action for the benefit.of producers and-= -zi--: __

consumers alike, such as: =

- — s 3 =, o = > o — AT o 3
~ R TR e
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* reform of the restrictive road haulage
quotas;

[sectlon on lorry welghts to be added] : Al 8D

e P e i — — e~ ——— e ———— . el bl g -1 e i S

. TEEa

* eliminating protection in World shlpplng,
and unfair and deliberately disruptive

competition from eastern bloc countries;

* cutting out the restrictions,:inefficiency
and relative high prices in passenger air 185

transport between member countries

Regional and Social Funds, 'European“’lnt»res‘tme‘nt’ Bank

Consistent with .our.commitment. to increase the
share of non-agricultural spending in the Community's

budget, we shall continue to.‘;’?support the Community's 190

- -~ - -

Regional and Social Funds. A551stance can be more

effectlvely targe‘tted by these Funds than- through s

ol i B e o s g e

theé'CAP. The TK has en1oved substantra:i Bngs s =T - sl

growing assistance from them, in excess of £1 blllion
from each since their foundation. This has both eased 195
our public spending burden and supported numerous
projects of value to particular regions, communities,

firms and industries and groups such as the young

~>
-

- and handicapped. We shall continue to ensurc their

resources are used effectively and where they are 200

most nceded. The réview of -the _Funds"‘"prlorl‘ty i

areas" which will follow the accession of Spzin and

e WSl oy o e R
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Portugal, must not deprive our problem regions
or most deserving groups of their fair share
of Community support. #

- —— . s A B s | i < r———

SAEID; RCITT T g ety Sl TOATIE TRy

Industry and Energy

Conservatives recognize that in some areas
carefully targetted assistance at the national

or the Community level has a role to play.

This is true both in older decllnlng industries 210
and in the new technologies. Within the frame-—

work of a Tealistic-and properly controlled

Communlty Budget Conservatlves W111

T s e o — T e o B LS T sl e A

* give continued support to the Community's
efforts to rationalizefhe steel industry; 215
[shipbuilding/textiles?]

‘_* press our partners to examlne crltlcally

- = L

AT i, " e S AT D e R T AR .—-—,‘3 e ~——

‘the obstacles to Jo1nt European ventures
and investment, and encourage industrial
coopeation, especially in the new technol- 220

ogies.

* promote common efforts on research and
innovation “where 'the costs are too great for

individual countries or companies;
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* encourage training programmes foxr the 225
new technology industries, possibly

under the Social Fund;

.

—— sk sppk~tO ensure: that nationgl-ajds are -~ ——<t——wa-

e e s e i b .

transparent and fair;
* [Airbus, space, telecoms}] 230

On energy, the Community needs to identify and act
on concrete priorities. These.should include

measures to

* continue to reduce dependence o

imports, encourage realistic energy 235

prices and conservation, and develop

energy resources Wlthln the

s oS ‘ e S s B s B e e

e~ s i S e — - e

Community;

* assure sensible contﬁ%gency measures
for mznaging the oil market in 240

ey i B R T gnother oil crisis; -
o TR iR — ok e e s ST S O —; - = ey o

e ."’

Lo T e T Yrem s T

encourage a viable 9011d Auéls”"

* [nuclear - ?refer to recent successful
agreement on joint fast-breeder co-

operative research] i 2

W
wm

* |any scope for EDG ideas on Euro-—grids

in electricity and gas, or less-

dependent on eastern bloc imports?].
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Environment and Conservation

Policies for improving the environment and

R e S

~...4 ox-
e SR

firms as well as 1ncrea31ng the quality of 1ife.
Striking the right balance is as important and
as difficult within a Community as it is within
a single country. Much pollutiod crosses
frontiers, in water or by air. And differences
in nat%onal policies and standar@s can create
non-tariff barriers by distorting competition.

So policies for the environment are a proper

concern for the Community if they are_to be

effective and .if European industry is to compete .

on a fair and equal basis.
-.‘m'\
The UK has long been a pioneer in fighting

pollutlon Our present prlorltles for actlon

vnthln the Communrty ATE T =t “*{fi"g

- - e e e

R B e s

* the elimination of lead in petroi {by

1990 in the UK]

* Community action to control cross—frontier

movements of hazardous wastes:

* Tinding answers to the problem of acid

TadT;

.

iy -'***reducang—poilution-often*mmpose—major*costs"on—*‘—~**’ g

i 2t e A e i - e
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* proper assessment of the environmental

effects of major industrial develop-

ment projects before approval;
Dg D,

* Community assistance in cleani
the Mersey and other polluted rivers.

Y

Equally we are determined to build on our success

in persuading our partners to follow the
philosophy of "environmental quality objectives",

which has long been established here at the proper
This principle

e

basis for regulating industry.
strikes a fair balance between the needs of industry

and the protection of the environment. Its

implementation should lead to progressive
-elimination~oiwpollutants and -substances-in cities

throughout the Community.
[Endangered~8p?cigs,‘Fildlife,'Countrysige?]
[Consumers?] : X %
:
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IV  TRUE TO BRITAIN, TRUE ‘TO EUROPE

[This chapter will deal with Budget Burdens

Financial .Control

= Agriculture
e S - —-=Fisheries:—
ST 35 A SE

All sections except Fisheries depend hea§ily

on the outcome of Brussels. Drgfting has been
done but it would serve little purpose at

this stage to discuss it. The Fisheries section

— g e ot

is attached.]

P et T - — -
- R 2 oy T . =
i~ - -~
- — - — = —— C——- - —cc
=1 = e -
= <
ey -
- - N e o R 3
~ o - e R e e e —
- — B i T S S i -



. S gt SO SRS e i mmieer e

‘ERSONAL AND CONFIDENTIAL S

isheries

The Conservative Government has succeeded in negcoti=zting =2
Common Fisheries Policy, concluded in Janpuary 12883, whicx

provides Briiish Iishermen with the greatest aévantzges In

—

J|

our waters in the industry's history. This policy »rovides

'J

the stability the industry needs for long -term mvestmer_‘,

= e e w-‘sc‘*fu—if - >

and with effectlve conservation measures, §hou1d sSecure

'expandlng rather than aecllnlng stocks of flsh-

Our achievements contrast with the zbject f=3lure of

~the last Lazbour Government to make zny progres§ 3n deferding

the interestis of British fis hermen OT %10 negotlz:tlnv = f

satisfactory policy. The lost opportunl‘tles unc=xr Lzbour m=de-

|-

7

our negotiating task more difficult and prolonged <Than
need otherwise have been.

We will continue to ensure that our ;1shemen get 2 T=23x

share of the resources zvzailzable to the Communz.g,, 2nd TDn=2T

S e e

the pollcy 1s en;orced even hc.noealv and managea efificieniliy.

We will continue helping our industry_ pt to e new

ﬂf
 circumstances that face it with the los

,opportunities.
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CHAPTER V

THE EUROPEAN PARLIAMENT AND COMMUNITY DECISION-MAKING

Smce—aeag: :ﬂ:xe ‘d:rectly—electe'a‘f:z“]rope“ ‘a%:p‘ﬁ* ;**anmti“ S jj_—“"
establlel‘{e,é Nfor “itself a ‘pos:t—.lon of wreal mflue}mezzﬂe centre
i = of the Cammnity's dec:.s:.on—maklng. It has used thlS pos:Ltlcm to
"_’—“:"’“ ~ scrutinise and “Wwhere necessa.ry, to amend proposals for .néi& leg:slatlcn
““W 5 from the Catm1551er;;~tc; ;:ontrol acpendlture:to check bu:eaucracy,
* e and to act as the forum within which the problems aga;cmg the ~
ér;'-: . Camunity can be debated and solutions worked out. . - e w -
4 Sl o It is oW unth_'l_rﬂcable that any major decision can e tc_ken
,:i:* ~ affecting the Commmity’s future without the CltJ.ZGnS of 'Ezmope e
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They have been involved in a wide range of cases in ordexr

to safeguard the rights of individuals and firms threatened by
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Strasbourg on behalf of many local and national interest groups.
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Parliament's formal powers. We believe ﬂlat.aJ:l:_boqgh’_the Sty
Parllament‘s powers must keep pace w1th the grom.ng authorlty and

" influence of the Ccnmum.ty s institutions within Burope and of
S e Cammmty in world affalrs 5, ﬂqere 1s no case =& because there i

= o0 ds no.meed — for the Parllament s powers to be J.ncreasec’i at the G TECRT e
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and thls is why in the discussions on a umform electoral
procedure Conservatives will continue to attach great importance
to the retention of single-Member constituehc'iesjﬁ} Great Britain 40
The hexﬂiy—eTected Parliement must, also give hlgh priority to
eveloa_ng a more consistent and responsible stan\,e on the key

issues, notably those relat_mg to the Camrunlty budget
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Over the years, the Parliament's say in how Camunity furds are

R spent.has mcreased but it has llttle direct responsibility : . 45
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et ~ So‘far, the Parliament has shown itself unwilling to make S0

“ 777" cuts in same areas of Commumnity expenditure so that other areas ,

7’ might benefit, w1th_1n thelimits of available resources. Until
,1 i s shows :Ltself capable of mak:mg polltlcal choz.ces of tb:Ls k_md

- e thc Parl_l_ament S overall stance -on—the chmnm_lty budget will =
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2 it Conservatlves w:Lll cont_lnue to suppor.t thg Eu.ropean Parllanent s

involvement in human rights ‘questions. matever :Lts :Ecu::nal POWETS . 7 o
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: \*‘egarded as ‘the vuléé of Europe’ on a whole Yange of po_lt.cal
issues. This involves a responsibility which the l?arhament s =60
cannot easily shirk and which Conservative Members have socught to

' ] .disc.har.ge in an oféerly, coherent, and pragmtié fashlon, in the

TR belief that the European Parliament has a contributiaon to make S ok
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These three criteria - effectiveness, consistency, responsibility -

% " allied to a concern to keep the Parllament closely in touch w1th .
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to the ParlJ.ament Thls approach has helped us to woﬂc very

; closely on spec1f1c 1ssues with Mambers from many other lﬂce—m:.rned 70

_partles across the Ccmmunity The success of this co—mticn £an

be seen in the way these part:.es have held the mltaatlve on
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REFORM ' OF ’I'I-IECOMI"EJI\’I'I’YBQSTITUTIOI\IS
“The problems facing the Cammnity cannot be .resolved by -

b "":i_nstltutional“‘means Howeve:': t;e st;eafc‘;}.for solitions is ”'Mw_u E -.._:”'(— >
: xr:a:ie*;nere d.‘LfflClllt b_y the fact that _u;.th; —C;cm;nmlty decz_sn.ons e
can be taken w:.thout adequate scrutlny or consultat_].cm or &
:;: :-.-' : * blockedﬂ as. a result c;f the failure to reooncﬂe d:xfferent 5
: interests. : > o :
*"“ ~ The basic need is for institutions andprocedure's which
B provide not only effective democratic control over Commmity
dec1510ns, leglslatlve or othermse, but also theprqaer : i
* . balantaheteen chrmunlty and natlonal mterests ":‘“’" h - sttt
< Conservatives have consistently argueg in favour of the
i need to safeguard national interests and for greater T
: ..r eff_lc1ency in the collaboratlon between the an;_uent ‘ TLoRimaia £ IT ey

pid Hp g

mst.tu’uonsJ _anluda_ng natlonal govenments_anﬁ
= parliaments. At the same time, we have been W';;ung to sumrt g 157
concerted action at Cammmity level whenever it can be shown

that thls is more likely to yield results - or reoresents 3

tter value for money - than Member States dct_ng 1nd1v1dually.

: : & B e e
Conservatives have insisted that Member States should be
able to protect their wvital national interests in the ‘ 20

Counca_l of erusters b_y :anokmg the rlght of veto I—}owever, e o :

mze that if the Councz_l is to be an effect_.ve éecz.s_cm—

mak_mg body, this right should be used only BS@ ]_ast resort.
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It is not in ocur interest that other Member States should

@e able:}without proper 'justification; [to]veto agreanaat on 25

: measures Wh_'LCh ‘would beneflt the Um.ted KJngdan, e

e

Conservatlves w111 cont:.nue to press for practlcal re:Eorms

-~ in the wor}u_ngs of the chrmunlty :Lnstltutlons In partlqua.r

‘5._\_ = ;.: 4 they w:lll play a constructlve and real:LstJ_c part over the P -
next flve years i J.mnlanentmg the undertak_mg glvan by 30
Member States Governments i Stuttgart in June 1983 to | - 5
L 'deepen and broaden’ the scope of their European act_:_v1t1-e‘s”.
S However, we will remain critical of any attanpt'to foroe the
R pace of institutional Teform : espec1ally in ways whlc:h mght
e | jeoparﬂlse ’che defence of genu.mely v1tal nat:_onal interests or : 35 7_ <
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i o agreement and public support. &
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CONCLUSION

Conservatives have a practical view of

S the future of the European Community.. Ve '
Eopes i e J_na;- .

2N pin it - securing peace, stablllty_and
i . 5 deH;Z)cracsv in Europe, recogniéing our common
... .m0l Buropean: destiny,; .and pooling ou?__r:asoﬁrces
‘ to secure the prosperity of our cifizens.
s We have made, and W111 contlnue to m&ke, a
:, __., £ ».'poéiti've and .constrixctive’. conti‘ib&ilon to
* turn those ideals into reality.' This reguires
% & __ bractical proposals '~ and 2 resollupte’ anproach
=t to Vne?otlatrldo-n-sr _rather—than empt‘y Tié;:orlc.
;— 'T. = S S = i o B AN R e SR s -';:-:_r".l,_-.-— e S o -
— : : §
T Conservatives have been in the vanguard
—, _;-, 5 of those seek;Lng modernlzatlon and —change :_ __;,‘;:;
TR mlrn %he Cow;rhlfn;ty. '“In ﬁEurEJi:)e‘#;sﬁl" ﬂ'ilf-::‘am;v%? TR
are the party looking to the future.. Our
policies in Britain and our policies in the
e 3 European Community are complementary and
s mutually reinforcing. Stict control of
~,f* . TR . finance and eliminatiqr of v:asté; growth
-:‘ 5 '} ; ; and employment ‘created through enterl;rise and
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iniative; a commitment to the Western Alliance
and to working with our friends abroad to
safeguard our interests. These are our policies

Ry % 7 ‘4n-Burope as in the United Kingdom. =%
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We have restored the standing of Britain in
the world. Our resolution in defence of

Gt : democratic'principles and of Britishfiﬁterests
is unquestioned. Our willingnessnto.take the.
difficult decisions in order to restore the
1ong¥tero eoonomio>he;1th of Britain(has won
widespread respect. Where we led, others are
now following. Together with the Federal

Republlc we are leadlng Europe out of recession.
R - o, a - B T o e i

This is not the time to ca%l for Bennite
" policies across Europe, as Labour propose, and to

put our recovery at rlsk Or to plunge 1nto LB

Bl it ia iederal Europe Aanihe leerals propose.»wArr_gg
protectionist Europe is no more 11ke1y to
secure our interests than a protectionist

Britain. A non-aligned Europe is no more
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likely to safeguard our liberties than
unilateral disarmament in Britain.
Withdrawal from the Community, whether

_plainly advocated or disguised. as'a -

o - i & s S Sriilinrnusih et Sl AT ——. = SR— e e - e

o e e s s et ) e

i . e e et e e . ot el

call for a new Me551na, is stlll damaglng
to the pursuit of British interests in
_Europe. ey e ; : =
A strong Conservatiye_Goyergment,
supported by a strong Conservative team
in_the Europeén Parliament, is the best
protection of British 1nterests in the

gy ~~ Community. The electorate knows our

e ."“Fﬁ

e R : pollcles and unders?ands ou: cons1iient
approach. We do nét change our péi1c1es
every time there is an el§gtion. That is
"why people trust.us. And it“isﬁwhy‘wé

b : j < .~ _are confident. of support on June;14.
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116 Pall Mall
London
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Telephone I have great pleasure in enclosing the Business Leaders' Manifesto for the

01-839 1233 European elections. It will be released tomorrow.
Telegrams

Egﬁgﬁg‘&fl We very much hope that it will be a helpful contribution to this year's discussions:

Telex 21614 first in the context of next week's Summit by taking a firm line on the Community
Budget and secondly, in the context of the election campaign, by dismissing
interventionist regulation and, our top priority, by taking a thoroughly positive stand
on the internal market and external free trade. We hope also that our observations
on the Community's Institutions will be welcome.

I might perhaps usefully mention that, while in our third Taylor Nelson Survey of our
members, only 24% of those surveyed said that Britain's membership of the European
Communities had resulted in any tangible benefits for their company, 84% thought
the Government should support proposals to extend competition and to remove non-
tariff barriers in the Community's internal market. This supports the view put
forward by the Institute to the effect that British business is willing to take full
advantage of the opportunities presented by membership of the Community, but its
ability to do so is still inhibited by a wide range of obstacles to trade within the
Community.

We are most grateful to the Foreign Secretary for his positive response to the

Manifesto, and very much hope that you will also consider it to be a helpful
contribution.

/%\w &kwu?, W

; i 2 1MAR1984
DIRK HAZELL }VL H"Z,K” i B

Secretary, European Advisory Council ACTION

CH/EXCHEQUER

REC. 22 MAR1984

ACTION | Me Ripe ey

O LOLAL M GT
Mr LoA.

| M Lot
M" M\W\LV/




- @
INSTITUTE OF DIRECTORS {xS¥(.

' THE BUSINESS
LEADERY
MANIFESTO




EURO-ELECTION 1984

THE BUSINESS
LEADERS’
MANIFESTO

Published by
The Institute of Directors
116 Pall Mall, London SW1Y SED

March 1984
£2.00




““OECD statistics indicate that in the past ten years the USA
has provided 144 million net new jobs. These statistics also
show that in the same period the European Community
(excluding Greece), which has a larger population and a larger
economy than the USA, has created no net new jobs. To my
mind nothing speaks more clearly for the need to question the
performance of the Community than this simple and
devastating contrast with the USA.”

Extract from a speeéh given by Walter Goldsmith, Director
General of the Institute of Directors, in the Grand Committee
Room, House of Commons, December 1983.

CONTENTS

page

A. Introduction and Community Institutions 1

B. The Internal Market of the Community 5

C. The Community and the Rest of the World 15

D. The Legal Business Environment in the Community 18
E. The Community Budget and Common Agricultural

Policy. 21

F. Conclusion 24

APPENDIX Key Facts on the Community. 25

A. INTRODUCTION AND COMMUNITY INSTITUTIONS

1. On 14th June, the British people will vote for the second time to elect
Members of the European Parliament to represent them for the following
five years.

These will be important elections, both for Britain and for the rest of the
European Community, because the policies adopted by the Community in
this period will have an enormous impact on our economic future. The
European Parliament, as the democratically elected forum for debate,
amendment and, increasingly, promotion of Community policy, and with
widening powers over the Community Budget, will play an essential part in
determining the direction taken by the Community.

2. Since the European Coal and Steel Community was created by the
Treaty of Paris in 1951 by the original six Member States, which then in
1957 formed both the European Economic Community in the Treaty of
Rome and Euratom, the Community has come a very long way. It now has
10 Member States (Belgium, Denmark, France, the Federal Republic of
Germany, Greece, the Irish Republic, Italy, Luxembourg, the Netherlands
and the United Kingdom), with Spain and Portugal both anxious to join as
soon as possible.

However, the Community is now at a crossroad, and we hope the voters in
the Community will have the opportunity of voting for a Community in
which the Member States can work together for sustained economic
recovery and soundly based jobs and enterprise. The policies set out in this
document have this objective and they are commended both to electors and
to election candidates alike as worthy of their support.

3. The Institute of Directors represents 34,000 company directors and
business leaders worldwide. Our members in the UK are responsible,
through the enterprises with which they are involved, for the livelihood of
more than ten million working people.

4. The Institute of Directors is a professional and independent body the
aims of which are to provide an effective voice for business leaders, to
bring their experience to bear on the conduct of public affairs for the
common good, and to help directors to improve their own professional
competence.



5. The Institute maintains a strictly independent political stance, the better
to be able to pursue its aims.

6. The Institute believes that the competitive free enterprise system is the
only sound basis for achieving the greatest progress towards economic
prosperity, and for underpinning personal and political freedom.

7. We believe in customer sovereignty, and that the enterprise of
individuals is best channelled into providing goods and services which
customers will choose to buy of their own free will. Both quality and
quantity will be maximised only within an economic system where
entrepreneurs can compete for customers’ favour, and where individuals
will reap rewards commensurate both with the risks they have taken and the
degree to which their enterprise and efforts satisfy customers. In the
modern world, entrepreneurs are best able to compete where they enjoy a
large domestic market: new technology generally performs most profitably
where there is a large domestic market giving rise to greater specialisation
and longer production runs. This was in large part why British business
supported Britain’s accession to the Community. Yet obstacles remain
which break up the internal market of the Community so that there are
expensive real barriers to trade between the Member States. This puts at
risk not only our economic future but also the future of the Community
itself.

8. The proposals which we make in this Manifesto are, therefore, aimed at
creating and then sustaining an economic, social, legislative and political
climate in which European industry and commerce can flourish, expand and
compete effectively in world markets, real job opportunities can be created
and the standards of living of all people in the Community can be
significantly raised. The great bulk of our proposals can be quickly
implemented without additional public expenditure. Indeed, we believe they
will result in lower levels of public spending. We are certain they are
urgently needed.

The Institutions of the Community

9. In many respects, we share the general feeling of disappointment about
the performance cf institutions of the Community. We do not, however,

necessarily accept that this means that there is an immediate need t”:vise
the Treaties establishing the Community and defining the powers of the
institutions. We believe the institutions of the Community are judged by the
results of the policies they produce and that confidence in the institutions
will rise when they are clearly seen to be promoting policies which will help
to develop a climate of opportunity and economic success based on free
enterprise. While it is essential that the institutions become more effective,
we believe that to amend the legislative framework within which the
institutions operate would delay the most urgent priorities for the
Community set out below.

10. We cannot envisage supporting proposals to give Community
institutions more power if those institutions advocate interventionist policies
which undermine economic performance or if those institutions are
paralysed by indecision. We will continue to judge the institutions on their
record in the coming years and in the meantime we believe that the Treaty
of Rome provides adequate scope for the European Parliament to exercise
its democratic function and for the Commission to propose policy and to
manage the Community. We believe the reputation of the European
Parliament amongst voters will improve if it consistently supports proposals
to raise business confidence and economic opportunity in Europe. We
believe the reputation of the Commission will improve if the Commissioners
more readily accept that they must abandon Commission proposals which
turn out to be misguided: we expect the consultative process to allow for
the abandonment of proposed legislation and not merely for cosmetic
reworking of inherently damaging proposals.

11. The Institute of Directors deplores the bureaucracy and indecision that
is still the hallmark of the Council of Ministers. The European Parliament
should not hestitate to use its influence to persuade the Council to agree to
Community measures which are vital for economic recovery.

12. We note that the Commission has over the years put forward a wide
range of interventionist proposals, and that its executive powers are very
wide. We note also that officials at the Commission come from countries
with a varicty of legal and historical approaches to administration. We
would welcome objective discussion by the European Parliament as to how
human rights could effectively be protected without amending the founding
Treaties.



Enlargement

13. The Institute of Directors welcomes the proposed accession of Spain
and Portugal to the Community. We welcome the enlargement of the
Community market that this will represent, we welcome the special
knowledge of overseas mar-kets these countries will bring and of course we
hope that membership of the Community will underwrite democracy in
these countries. We urge the newly elected European Parliament to call for
the rapid accession of Spain and Portugal but, as an essential pre-condition,
this accession should not take place before the Council of Ministers has
formally undertaken to consolidate the internal market of the Community
and to restructure the Community Budget.

1. The development of the internal market of the Community is the top
priority facing the Community. The cost of the present fragmentation and
limited scope of the internal market is overwhelming and is directly
reflected in lower levels of employment and standards of living throughout
the Community than we could otherwise enjoy. The Institute of Directors
seeks complete internal free trade in the Community.

B. THE INTERNAL MARKET

We call on the newly elected European Parliament to give a clear political
lead, and to raise the level of awareness about the crucial role of a large
internal market. The European Parliament should cooperate with the new
Commission taking office in January 1985 to persuade the Council to give
top priority to the consolidation of the internal market. Should the
Commission itself fail to give effect to this priority, the European
Parliament should be prepared to consider using its power to dismiss the
Commission. As part of this process, the European Parliament should seek
to establish what steps the Commissioners will take to reorganise the
structure of the Commission to enable it to give priority to the internal
market. It should also insist that the Commissioners withdraw irrelevant
and counter-productive proposals (such as the draft Directive on
commercial agents), which absorb manpower resources in the Community
institutions and in national administrations of the Members States but
which do not promote, and indeed frequently inhibit, the development of
the internal market and, therefore, the creation of soundly-based new jobs.

State aids and public procurement

2. State aids to industry, direct or otherwise, can often be protectionist
measures which break up the internal market. State aids have also been
used to disguise the damaging effects of inefficient industries rather than to
assist necessary restructuring. State aids to prop up inefficient industries, or
state aids to industries capable of managing without support from public
funds, are as protectionist and ill conceived as any other measures which
fragment and distort the internal market of the Community. The Institute
has welcomed the growing awareness of the Commission of the problems
caused by these state aids, and has noted with approval the strict



interpretation of the Treaty of Rome applied by the Court of the European
Communities regarding the circumstances in which state aids are
permissible.

3. This is not to say, however, that there is no role in this area for the
European Parliament. Indeed, we call upon the European Parliament to
give the political support that is needed to underpin firm control by the
Commission of state aids, first by drawing attention to specific cases and
secondly by demanding that Member States do in fact notify the
Commission in advance of proposed aids so that the Commission can
decide as to their acceptability and publish its decisions.

It is particularly vital that the relationship between state-owned industries
and their governments can be monitored, especially in the international
Community where the direct competitor of a private company in one
Member State may be an inefficient but highly subsidised industry in
another Member State. We therefore call on the European Parliament to
insist that the scope of the Directive on the transparency of financial
relations between Member States and their public undertakings is extended
to cover all sectors of the economy.

4. Public procurement contracts account for about 15% of GNP
throughout the Community. Unfortunately, there is still no genuinely
effective common policy opening up these contracts to competitive tender
on a Community basis. As a result, the efficiency of the European
productive base is reduced. A report commissioned by the European
Parliament recently estimated that the annual cost of this uncompetitive
practice is about 10% of the £300 billion annual value of public
procurement contracts in the Community. These costs of about £30 billion
a year, added to the cost of unnecessary delays and bureaucracy at internal
Community frontiers (see below), amount to twice the cost of the whole
Community Budget or to taking away from every household in the
Community one week’s income every year.

We therefore call on the European Parliament to demand that the
Commission ensures that public procurement contracts are in practice put
up for tender and then accepted on a genuinely competitive Community
basis. More generally, the European Parliament should ensure that the
Community pursues the spirit and letter of the GATT initiative which seeks
a greater element of competition in public procurement policies.

We believe that practice in the USA provides a model to follow. Th.eak
up programme, which divides large tenders into a number of smaller
tenders, improves the capacity of Small and Medium Enterprises to bid for
public contracts on an equal basis with larger corporations. In addition, we
believe the Community’s computer capacity should be improved so that
registered suppliers are automatically contacted whenever relevant public
procurement contracts are on offer.

5. The telecommunications industry provides one example of the change in
attitude which we call upon the European Parliament to promote. In 1981
the Commission put forward proposals which would open the purchase of
10% of telecommunications equipment to full competition within the
Community and which would promote convergence of standards in
telecommunications equipment throughout the Community. While in the
USA, business has been able to anticipate a vast expansion of
telecommunications in its home market in this decade, in the Community
there has not yet been agreement on the Commission’s proposal even
though over the Community as a whole investment in telecommunications
in the next decade may amount to more than £100 billion. The Institute
deplores the failure of the Community to achieve the unity of the internal
market that is so vital for sustained economic recovery.

Although we believe the figure is far too low, we welcome the
Commission’s proposal to expose 10% of the purchase of
telecommunications equipment to competition. We regret that, the UK
having already chosen a US cellular radio system, there was a subsequent
Franco-German bilateral agreement (envisaged as a prelude to further
bilateral cooperation in telecommunications) on an incompatible cellular
radio system. Fragmentation of the European telecommunications industry
is merely one example of the way in which European producers are unable
to realise the benefits of being as competitive as possible. We call on the
European Parliament to use their potential as a public forum to promote
awareness of the new jobs and higher standards of living that can be
achieved if the internal market is developed.



Standards

6. If producers are to be able to benefit all those who live in the
Community by taking advantage of the opportunities presented by a large
home market, then in principle goods manufactured in one part of the
Community must be permitted to be sold in the rest of the Community.
The Institute is anxious that customers throughout the Community should
be able to purchase goods in the knowlege that they satisfy acceptable
standards of safety and reliability and that, in normal conditions of use,
goods and services should present no unreasonable risk to customers.
However, there are cases in which Member States refuse to permit the sale
in their territory of goods manufactured in another Member State because
the importing State’s product standards are not satisfied. Often, for
example, what purport to be health regulations are merely in fact a
protectionist device. The Community’s Court has, in the Cassis de Dijon
and other cases, sought to promote the integration of the internal market,
but the Institute has come to the conclusion that only a major new initiative
in this area will achieve the necessary results. We therefore call on the
European Parliament to give its full support to the urgent creation of a

European Standards Institute so that the convergence of technical standards .

can be rapidly implemented in the Community. Wherever possible, these
standards should conform to standards that are acceptable in the rest of the
world so that goods manufactured for the Community market can also be
exported. Top priority should go to harmonising those requirements which
are most readily used as protectionist devices.

In view of the lead taken by the British Government in promoting the
cohesion of the internal market and in view of the fact that there is no
major Community institution based in the UK, the Institute of Directors
believe that a European Standards Institute, as well as the proposed
European Trade Marks Office, should be based in the UK. The
establishment of such institutions in the UK would help to develop British
awareness of membership of the Community.

We also broadly welcome the Community Patent Convention which would
give business the opportunity of applying for a single European Patent to

cover the whole of the Community. This is a good example of the type of
Community initiative that can reduce the bureaucratic burden on business

of intra-Community trade.

Administrative Obstacles .

7. The Institute of Directors calls upon the European Parliament to
demand that unnecessary bureaucratic obstacles — frequently a tool of
protectionism — to trade within the Community are removed as a matter of
urgency. For example the Commission have estimated that the annual cost
associated with the delay and bureaucracy of crossing national frontiers
within the Community is about £7 billion. We call on the European
Parliament to demand immediate further simplification and standardisation
of formalities associated with intra-Community trade — for example, the
Community’s adoption of the Single Administrative Document, and
computerisation of customs clearance would be helpful. We welcome a
recent Directive coordinating opening hours at frontier posts, but this
Directive is only a long overdue and incomplete start to the process of
reducing bureaucracy and delay at internal frontiers and of simplifying and
reducing requirements for documentation.

Competition policy

8. The administration of Community competition policy is generally a
matter for the Commission and the Court of the Community. We believe
that, in some respects, the application of Community competition policy
has been more satisfactory than the application of national merger policy in
the UK, and we welcome the way in which the Commission and Court have
developed competition policy to open up the internal market. We regret
however the support given by the outgoing European Parliament for the
Commission’s proposals on merger control, since we believe these
incorporate some of the worst aspects of British policy. We call on the
newly elected European Parliament to insist that the articles in the Treaty
of Rome setting out the principles of competition policy are fully applied to
all sectors of economic activity.

Competition policy should also be used to take a tough line against
improper pricing policies by nationalised industries.



Transport policy

9. Transport provides some of the most obvious gaps in the application of
competition policy. Regarding air transport, we recognise the progress that
has been made on the liberalisation of inter-regional air services, and the
key role played by the European Parliament, as a result of British efforts,
in achieving this progress. The newly elected European Parliament,
returning to the approach it adopted on inter-regional air services (and
bearing in mind that in the USA deregulated aviation provides cheap mass
transport) should demand the full application of the Community’s
competition rules to civil aviation. Bilateral agreements between Member
States which carve up the air transport and road haulage markets in the
Community, and lead to absurd and expensive distortion of the market, are
completely contrary to the general principles of the Treaty of Rome, and

the European Parliament should use its influence to obtain their abolition
forthwith.

10. Transport is obviously a vital sector of the economy. In the Community
it provides six million jobs and produces 6.5% of GDP. Business in all the
Member States needs flexible and ready access at competitive prices to the
rest of the Community market. We believe that one of the European
Parliament’s most effective means of helping to achieve the Community’s
aim of complete internal free movement of people, goods and services is to
insist that there is a Community transport policy offering genuine
competition at a Community level between the various forms of transport
and insisting that any discrimination that does occur, for example in state
aids to railways and to state-owned airlines, should become the exception
rather than, as has been the case, the rule. In any event there should be
transparency of financial relations between Member States and the
transport undertakings they own.

Services

11. One of the most unsatisfactory elements of the present state of
development of the internal market is that there is still not a genuine
internal market in the service sector. We call on the European Parliament
to imsist that the Commission and Council of Ministers immediately
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implement a programme to achieve a genuine single Community market in
services.

12. We believe that the Council of Ministers should be capable of
agreement before the European elections on the freedom to provide non-life
insurance services throughout the Community. We will expect the European
Parliament to give its full support to subsquent proposals which extend the
freedom to provide banking, insurance and other services throughout the
Community. We deplore the exchange restrictions which have recently been
introduced in some Member States and which curtail the freedom of
movement of capital in the Community. We call on the European
Parliament to encourage the freedom of movement of capital and to
demand that the Commission in the meantime publishes full details of all
Exchange Control measures adopted by Member States.

13. The economy of the Community will achieve its full potential only
when there is close integration of the financial markets, including venture
capital markets in the Community. A Community-scale financial market
will help market forces to direct European capital and savings towards
profitable and productive activities. The development of a Community
venture capital market will help promising small and medium sized
enterprises throughout the Community.

We recognise the importance to the Community’s economy of the British
financial sector and we support market led progress towards a common

f §nancial policy.

14. We welcome the growing use of the ECU since this arises in part from
the operation of market forces. We have no objection to the market
developing the ECU as a means of payment as well as, at present, a store
of value. We have welcomed also the creation of the European Monetary
System, and the partial participation of the UK in it, since we believe that
EMS has helped to create an area of greater financial stability in the
Community. We believe that the UK’s caution in committing Sterling to
participation in the Exchange Rate Mechanism of EMS has been justified
by the facts. The variables that have influenced the movement of Sterling,
such as conditions on the oil markets and fluctuations of the US dollar,
have not influenced other Member States’ currencies in the same way. In
these circumstances, any British Government that had the best interests of
the UK and the Community at heart would have found it difficult to

.
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undermine such stability as there has been by committing Sterling to the
Exchange Rate Mechanism.

We believe that the British Government has been right to adopt a policy of
allowing Sterling to find its market value. Indeed, we believe the lifting of
exchange controls is one of the most significant policies of recent years.
However, we recognise also the merits of stable relationships between
European currencies. We believe that consolidation of the internal market
and market-led use of the ECU will in the longer run underwrite currency
stability more effectively than formal attachment to the Exchange Rate
Mechanism.

Professional Qualifications

15. We call upon the European Parliament to use its influence to speed up
the pace of agreement on mutual recognition of profesional qualifications
throughout the Community. Progress has been limited and slow in this area
and, for the professions, freedom of establishment in another Member State
still affects only a marginal number of people.

Research and Development

16. We call on the European Parliament to improve public knowledge of
the need to increase cooperation, especially at the pre-competitive stage, in
research and development on a Community scale. We welcome agreement
that has been reached before the Election on the implementation of the
ESPRIT programme, which encourages cooperation in research into the
practical application of information technology. We hope it will be
followed by similar programmes, including cooperation in R & D in the
area of bio-technclogy. One characteristic of such programmes must be that
small and medium sized enterprises with a capacity for rapid and
substantial expansion should have access on favourable terms to the results
of such cooperation.

We believe the Community has a great deal to learn from MITI in Japan,
so far as the planning of future investment is concerned. We call on the
European Parliament also to demand closer cooperation at a Community
level between the academic and business sectors.

Taxation ’

17. We do not believe that different rates of taxation in the Member States
constitute a major restriction on the development of the Community at this
stage. There are some aspects of taxation though, such as excise taxes,
which discriminate in favour of goods produced in a particular Member
State and therefore distort the market. These are primarily the concern of
the Commission and the Court of the Community. However, given that
there have been instances of Member States defying the rulings of the Court
over a sustained period, we believe the European Parliament should not
hesitate to condemn Member States which deliberately and illegally use
taxation as a means of distorting the internal market.

18. Our approach to Commission proposals to harmonise taxation in the
Community is that they should reduce business costs and distortions in the
market but that at the same time they should not be unnecessarily
interventionist. We therefore oppose, for example, the proposed 12th VAT
Directive since this would result in a direct additional cost being imposed on
business for legitimate and reasonable business expenses. On the other hand
we welcome the intention to promote free trade which lies behind the
proposed 14th VAT Directive. This would extend use of the British
Postponed Accounting System (whereby importers pay VAT on imports not
at the point of entry into the country but in their normal VAT returns) to
other Member States, resulting in a reduction of annual purchasing costs of
up to 3% . However, it would not be reasonable to expect the UK to
continue to use this system if other Member States do not rapidly adopt it,
and in these circumstances the British Government would be fully justified
in reviewing the position as to its own practice. We urge the European
Parliament, when it considers proposals from the Commission relating to
taxation, to adopt a practical approach, in the interest of all those the
European Parliament represents.

Comment

19. We hope that public concern at the costs associated with the failure so
far to improve the cohesion of the internal market will now prove sufficient
for unnecessary obstacles to job and wealth creation rapidly to be removed.
Proposals to improve the internal market, which we believe the European
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Parliament must support, would soon result in lower public expendi.ture as
new jobs were created. The cost of the failure to act is equally langlple and
has been illustrated by declining levels of investment in the Commuqny and
of intra-Community trade, contributing to failure to create net new jobs.
We believe that the USA provides a number of examples for the
Community to follow. Since, unlike the USA, the Community has t_he lgrge
internal barrier of different languages, it is likely that the Community will
need even more consolidation of the internal market than the USA already
enjoys. We are sure that the European Parliament and the other .
Community Institutions must make the improvement of the function of the
internal market the top priority, and to achieve this we will need to see
tangible deeds quickly implemented rather than the bureaucratic wrangling
of recent years. To this end, we believe that the Member States should as a
general principle not invoke essential national interest in order l'o veto
particular proposals to develop the internal market, but should instead have
regard (o their own and the Community’s wider interest.

N

14

1. The Community is the largest single economy in the world and produces
i of the world’s GDP. It is also easily the largest trading bloc in the world.
It is vital both to the Community and to the rest of the world that the
Community uses its influence actively to promote free trade.

C. THE COMMUNITY AND THE REST OF THE WORLD

The Institute of Directors calls on the newly elected European Parliament to
support fully the maintenance and strengthening of the open world trading
system.

2. The European Parliament should insist that the Community’s common
commercial policy is used as a tool of free trade. More than one eighth of
Britain’s GDP still depends on foreign trade outside the Community (a
higher proportion of GDP than all of Japan’s external trade) and it is vital
that we continue to have access to these world markets.

3. The European Parliament should insist that within GATT the
Community should press for future initiatives towards free trade and should
fully implement all GATT initiatives to open up markets. The European
Parliament should demand the immediate liberalisation of international
trade in services, the accelerated implementation of the mutual tariff
reductions agreed in the Tokyo Round and further mutual tariff reductions.

4. EFTA (Austria, Finland, Iceland, Norway, Sweden, Switzerland and
Portugal) is the Community’s major industrial trading partner and there are
no customs duties on industrial goods traded between the Community and
EFTA. The European Parliament, in its delegations to EFTA, the Member
states of EFTA, and the Nordic Council, should support proposals further
to liberalise trade and strengthen cooperation between the Community and
EFTA, and insist that the Commission and Council of Ministers continue to
do the same.

5. The Institute of Directors attaches the greatest importance to the
maintenance and development of the closest trade and business links with
the USA and believes that the Community has much to learn from the state
of integratior of the US economy. We believe also that the Community and
the USA should cooperate in formulating a policy of increasing free trade
with the rest of the world.



However, the recession has given rise in the USA as elsewhere to some
protectionist sentiment, including even the possible raising of the spectre of
controls on capital movements, and these dangerous tendencies need to be
closely observed and opposed. We call on the European Parliament in its
delegation to the US Congress to contribute to the preservation of a climate
of mutual trust and confidence where the Community and USA jointly
support free trade in the world. The European Parliament should ensure
also that the Commission and Council of Ministers use the position of the
Community as the principal trading partner of the USA to this end.

6. International trade must not only be free, it must also be fair. In
principle, where countries enjoy access to the Community market for their
exports, they must also expect that the Community’s exports should have
access to their home markets. Various aspects of Community policy — for
example the Community rules governing the dumping of foreign products
on the Community market — are primarily the responsibility of the
Commission, but the European Parliament should nonetheless always
satisfy itself that the Commission is discharging its duties.

The Institute notes the success of Japan in penetrating the Community
market. It calls on the European Parliament in its delegation to Japan to
urge that Japan takes further steps to open her domestic market to imports
by, for example, allowing more quality testing in Europe of European
exports to Japan. It further calls on the European Parliament to condemn
the agreements negotiated by the Commission whereby Japan voluntarily
restricts exports to the Community of about a dozen ‘sensitive’ products
(about 30% of Japan's total exports to the Community) since such
protectionist agreements encourage inefficiency and lower productivity in
Europe, and can too easily become long-term arrangements which intensify
the problem of poor competitiveness in Europe which gave rise to the
agreements in the first place. In any event, where there are restrictive
agreements, there should be clear cut-off dates.

7. Indeed, as a general principle, the European Parliament should demand
that the Commission does not use the muscle of the Community to deny
other countries access to the Community’s market, but rather uses its
influence to ensure that foreign markets are opened to European producers.

8. The Community has negotiated a Generalised System of Taniff
Preferences which was designed to help poor and undeveloped countries to
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establish their own productive base. The Institute of Directors calls on the
newly elected European Parliament to urge the Commission to revise the
Generalised System of Tariff Preferences so that those countries which are
no longer poor (including some oil-exporting countries) should continue to
have tariff free access to the Community market only on a reciprocal basis
and with the acceptance of the obligations imposed by the GATT.

9. The Institute of Directors welcomes the process of European political
coo_perqlion. The Community, partly because of its common commercial
policy, is increasingly perceived in the rest of the world as a unit and, if it
is to proceed smoothly, the process of economic integration in the
Community must entail a degree of convergence in foreign policy. We call
on the European Parliament, when it does consider international issues, to

use its influence in the most practical way by strengthening the foundations
upon which international trade is based.
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D THE LEGAL BUSINESS ENVIRONMENT IN THE COMMUNITY

1. We have unambiguously indicated above that we believe the Community
has a key part to play in giving momentum to sustained economic recovery

by consolidating the internal market and by cutting the costs of production
which business has to face. We have also put forward a radical and positive
set of proposals by way of illustration for the constructive development of

the Community.

2. It is a source of grave concern to the Institute, however, that the
Commission and other Community institutions have put so much time and
effort into a number of proposals which would raise the costs faced by
business and which would undermine the vital need of business to respond
with necessary speed to changing economic and secial conditions. It is all
the more astonishing to us that these proposals should have been pursued al
a time of great economic difficulty when, above all, business needs to have
the lowest possible costs and the greatest possible capacity to respond
flexibly if it is to survive at all in the fiercely competitive world markets
which are also vital to its existence. It is vital that the newly elected
European Parliament opposes rather than encourages such proposals.

3. The Institute of Directors firmly believes that voluntary systems of
involvement by employees in developing and sharing the fortunes of the
enterprises that employ them should be encouraged and we continue
actively to promote progress in this area. Equally, we are in no doubt that
such schemes must be voluntary. The proposed Vredeling Directive would
impose a straight-jacket, designed to fit only some, upon all companies over
a certain size and the Directive would seriously undermine the competitive
position of British business. We oppose compulsion and harmonisation of
laws on employee participation, in part because we know that such schemes
are contrary to the best interests of employees. Similarly we oppose the
Fifth Company Law Directive since this would seriously undermine the
ability of those responsible for the performance of business to take
necessary decisions with necessary speed, and this would greatly impair the
capacity of companies to adjust their operations at a time when the
maximum flexibility in response to changing conditions 1s an essential
prerequisite of economic recovery.

Similar considerations apply to other proposals advanced by lhg
Commission. The proposals on work-sharing would add to business costs
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by raising unit costs and would undermine the prospects of economic
recovery. Proposals of this nature are certainly a matter for free discussion
between employees and employers on the basis of their practical experience.
It is not for bureaucrats to impose their will from their well protected ivory
towers. Similarly the proposed Part-Time Work and Temporary Work
Directives would add to the costs of business and at the same time damage
the interests of the very people the proposals are supposedly designed to
protect. Where the UK already has appropriate mechanisms, we do not
want to see inappropriate forms of protection becoming enacted.

4. We call on the European Parliament as part of the priority we believe it
should attach to the internal market, to have more regard in future for the
economic costs of interventionist Commission proposals of this type and the
Commission, when putting forward such proposals, should be obliged to
declare its bona fide estimate of their estimated financial burden on
business. The European Parliament should insist that the Commission
improves its resource allocation so that its policy output is more relevant to
the promotion of sustained economic recovery.

5. In effect, we call upon the European Parliament to demand that the
Commission complies with the Treaty of Rome. While so many of the key
provisions of the Treaty have yet to be given full effect, it is difficult to
justify a situation where so much of the Community institutions’ time is
devoted to activities which at best stretch the meaning of the Treaty and in
some cases, in our view, go beyond its provisions.

6. Some aspects of the Community’s programme of harmonisation of
company law do have objectives which we can support and which, if
sensibly implemented, would be of service to business and to employees.
When a formal proposal for a Ninth Company Law Directive is proposed,
it may be that it could helpfully facilitate the organisation and
administration of groups of companies, a topic which has been neglected by
most Member States. It could offer a helpful link between the management
structure and the corporate structure of companies. Similarly, the European
Economic Interest Grouping could offer business a simple and effective
means of administering joint ventures across internal frontiers within the
Community. However, we call on the European Parliament to condemn the
undermining of these potentially useful measures to liberalise company law,
which is a body of laws designed to enable companies to exist, by
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continuing irrelevant but damaging attempts to use this liberalisglion as an
opportunity to impose compulsory schemes of social engineering.

7. In any event, the support of the Institute for such proposals to
harmonise company law would have to be qualified. Over the past 25 years
no new transnational group has been successfully set up in the Community.
The Ariane and Airbus projects provide the exceptions and indicate not !
only that cooperation is possible between European undertaking on specific
projects but also that it is not impossible for European companies in states
outside the Community to participate in such ventures. However, the fact
that the big three transnational groups in Europe were set up before the
Treaty of Rome came into being suggests to us that the real obstacle to the
success of such undertakings is not inadequate harmonisation of company
law, but inadequate consolidation of the internal market. It is instructive in
this context to look at the example of the United States of America where
there is undoubtedly a common market but where the structural aspecls of
company law, with which the proposed Fifth Company Law Direcuye fgr
example is concerned, are not generally the subject of Federal legislation.

We would therefore urge the European Parliament to consider proposals of
this type on the basis of the criteria we have set out, but at the same time
to make it clear that the first priority must always go to proposals to
integrate the internal market.

In summary, business needs to operate in a liberalised climate of :
opportunity, and it is the failure to develop the internal ma.rkel ralhe'r than
questions of company law which currently provides the main constraint on
the ability of business to generate employment and profit.
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E. THE COMMUNITY BUDGET AND THE COMMON
AGRICULTURAL POLICY

1. The regressive nature of some Member States’ net contributions to the
Community Budget and the large percentage of the Budget’s expenditure
taken up by the CAP are a source of continuing concern to the Institute of
Directors. We are concerned about the injustice to the UK caused by
current arrangements and about the amounts of money in issue, although
these are much smaller sums than those at stake because of the
unsatisfactory state of the internal market. (For example, the cost referred
to above of uncompetitive practice in public procurement policies and of
bureaucracy at internal frontiers in the Community has in recent years
been more than one hundred times greater than the net annual British
contribution to the Community Budget. We also believe that British GDP is

increased by membership of the Community by a much greater sum than
the net contribution to the Budget.)

2. We are deeply concerned that the failure to secure a satisfactorily sound
and enduring restructuring of the Budget has been an obstacle in the way of
consolidating the internal market. We oppose any increase in the 1%
revenue base from VAT until there is a commitment steadily to reduce
expenditure on the guarantee section of CAP and until contributions to
Budget revenue are put on a rational and equitable footing. The
Community’s income must determine its expenditure, and its expenditure
must not determine its income. In any event any possible future increase in
Community taxation must at least be matched by a reduction of national
taxation and result in an overall reduction of public expenditure. We call on
the newly elected European Parliament, as part of the priority it should
attach to the internal market, to use the full weight of its influence to
secure immediate satisfactory resolution of outstanding structural disputes

over the Budget many of which we hope will have been resolved before the
Election.

3. We call on the newly elected European Parliament to recognise that, as a
general principle, the Budget is too small to support large scale welfare
payments, which must remain the responsibility of the Member States, and
that in general Community expenditure should primarily assist vocational
training or retraining and the restructuring of infrastructure in the light of
the needs of the Community or the consequences of the Community’s
operation.
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4. We further call on the European Parliament to recognise that any
reduction of CAP expenditure achieved must not simply be

transferred to other Community funds. We do not want to see one wasteful
subsidy substituted for another. We believe that Community expenditure
should not perpetuate existing inefficiencies but should instead help to
improve the mobility of labour and the economic infrastructure so that
enterprise in Europe is better able to stand on its own feet and satisfy
customers in a competitive and profitable free market climate.

5. We hope the newly elected Parliament will accept that in the longer run
nothing could be worse for agriculture, or indeed any other productive
activity, than to become dependent on increasing levels of subsidy for its
very existence.

6. We believe the time is overdue for adjusting the CAP so that it more
closely corresponds to the reality of the market, with effective use of the
price mechanism. Indeed, this is an essential part of the free market and
free trade strategy for the Community we have outlined.

The CAP regularly takes more than two thirds of the Community’s Budge.
The great bulk of expenditure on the CAP (95% in 1983) goes to
maintaining high support prices for agricultural commodities rather than to
financing agricultural investment. Of CAP expenditure on price guarantees,
about half is spent on export refunds. We therefore call on the European
Parliament consistently to support the progressive reduction of guarantee
prices (so that European agricultural prices, particularly of commodities in
surplus, are reduced to levels nearer to world market prices), to welcome
guarantee thresholds and to put its full support behind proposals to
negotiate with the USA mutual reductions of export subsidies on agricutural
products. This will, we believe, go a long way to improving the
international trading climate throughout the world. It would help the
economies of developing countries as well as avoid misunderstanding with
the USA.

7. We further call on the European Parliament to support the removal of
the system of green exchange rates and Monetary Compensatory Amounts
(which create artificial exchange rates in agricultural trade) as a major step
towards achieving a genuine common market in agriculture. It should also
insist that the Commission publishes lists of ail aids from public funds to
support agriculture.
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8. Support of agricultural prices in many cases amounts to a welfare
payment. We believe that the market will be less disrupted, and certainly
that the consumer would benefit, if help is given to the producer to enable
him to stand up in the market, competitively producing goods customers
want to buy rather than if his products are supported at artificially high
prices. This would also, we believe, not penalise efficient producers as do
some other proposals currently being considered. We therefore call on the
European Parliament to insist that expenditure associated with the CAP is
not only reduced, but that expenditure is transferred from supporting
?gricullural prices (and the associated expensive disposal of the surpluses) to
investment to improve the structure of farming.

9. We call on the European Parliament to monitor more closely the
gxpendi(ure and resource allocation of Community institutions, and to use
its influence to help to ensure that appropriate action is taken following
reports by the Court of Auditors.
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F. CONCLUSION

1. Five years ago, the Institute’s Business Leaders’ Manifesto for the first
Euro-elections concentrazed on the need for the directly elected European
Parliament to establish for itself a stronger position relative to other
Community institutions.

We believe this process is under way, although it is a source of considerable
surprise to us that, in a period of five years, only limited progress has been
made towards rationalising the geographical location of the European
Parliament’s various activities. It is also a matter of some concern that,
despite the generous resources at its disposal, the European Parliament has
not been able to achieve greater public interest in its activities.

2. We hope that British MEPs who are elected will work in close
cooperation with, and have the same approach to policy as, the present
British Government, in order effectively to achieve the ends we seek.

3.This year, we have outlined a strategy to create a second generation
Community based on the Treaties and on a genuine single home market.
We believe the internal market should be fully extended to all present
Member States, excepting in some instances Greece, within the lifetime of
the newly elected European Parliament.

4. We have deliberately refrained from comment on the political aspects of
the Community. We believe that the strategy we have outlined is not
political but a factual analysis of the opportunities within reach, and of
how they can be reached. We therefore have no hesitation in recommending
our proposals to all candidates in the European elections as a programme
they should seek to implement if elected. In our judgment, the Community
will win the hearts and minds of the people of its Member States only if it
is perceived not as a source of intervention, but as a source of opportunity
and material well being. The European Parliament is now strong enough to
decide which of these directions the Community should follow.
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APPENDIX '

1. THE MAJOR COMMUNITY INSTITUTIONS

a. Commission
This is the Community’s executive Civil Service, based in Brussels. It
puts forward proposals for new Community laws and administers
existing Community policies. It is headed by 14 Commissioners
coming from all Members States and two of whom are British.
Commissioners swear on taking office to act in the interest of the
Community as a whole.

b. The Parliament
The Parliament performs democratic supervision over the
Community’s activities. Its influence has increased and it now puts
questions to the Commission (which is accountable to the
Parliament) and the Council of Ministers. It also investigates the
Commission’s activities in Committee. The Parliament has made a
number of proposals for action on its own initiative and the
Commission has acted on most of these. In addition, the Parliament
has taken the Council of Ministers before the Court of Justice for its
failure to implement a common transport policy as required by the
Treaty of Rome. The Parliament has the power to dismiss the
Commission and to throw out the Community Budget. There are 434
MEPs, of whom 81 are British. The Parliament sits in Plenary
Session in Strasbourg, its Committees generally sit in Brussels, its
Secretariat is in Luxembourg and its political groups meet in a
variety of locations.

c. The Council of Ministers
The Council of Ministers, based in Brussels, is made up of Ministers
from each Member State. The subject under discussion determines
which Ministers sit — for example, if agriculture is under discussion
then the Member States’ agricultural ministers will form the Council.
The Ministers take final decisions on new Community laws, and non-
contentious decisions are delegated to their officials. Member States
take the Presidency of the Council on a rota with a transfer every six
months.
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d. The Court of Justice
Based in Luxembourg, and with judges from all Member States, it
interprets Community law. It is an extremely important institution
and exists to ensure that Community law is applied on a consistent
basis throughout the Community.

e. The Court of Auditors

Based in Luxembourg, this checks the management of the
Community’s finances.

B. The Community Budget (1982)

Expenditure.

CAP (price support): 61%
CAP (investment) 3%
Regional policy: 15%
Social policy: 5%
Repayments to Member States: 5%
Administration: 5%
Overeas aid: 4%
Research & energy, etc. 2%
(Fisheries 0%)

Percentages rounded to nearest unit.

Revenue.

VAT: 57%
Customs duties on goods imported from outside the Community: 32%
Agricutural levies (on agricultural imports to the Community, and

some surplus production): 11%

Note: Member States’ payments of VAT to the Community are calculated
on an agreed uniform range of goods and services. At the time of writing,
the Community has virtually reached the present maximum permitted
assessment rate of VAT of 1%. This figure of 1% does not refer to the
percentage of VAT collected in a Member State: in 1982, the equivalent of
11.2% of VAT collected in the UK was paid to the Community to meet the
British contribution under this heading.
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