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P R I M E M I N I S T E R 

E E C Budge t : P o s t - S t r a s b o u r g S t r a t e g y 

(OD(79) 18) 

P U R P O S E 

T o d e c i d e , on the b a s i s of the C h a n c e l l o r of the E x c h e q u e r ' s p a p e r 

OD(79) 18, how best to f o l l o w up the p r o c e d u r e a g r e e d i n S t r a s b o u r g to a c h i e v e 

o u r o b j e c t i v e of r e d u c i n g the U n i t e d K i n g d o m net c o n t r i b u t i o n to the C o m m u n i t y 

budget . The c o n c l u s i o n r e a c h e d on the p r e c e d i n g agenda i t e m on defence c o s t s 

i n G e r m a n y w i l l af fect the t a c t i c s . 

B A C K G R O U N D 

2. The p r o c e d u r e a g r e e d at the S t r a s b o u r g E u r o p e a n C o u n c i l (copy a t t ached) 

p r o v i d e s f i r s t fo r the C o m m i s s i o n to s u b m i t to the F i n a n c e C o u n c i l a r e f e r e n c e 

p a p e r d e s c r i b i n g the f i n a n c i a l c o n s e q u e n c e s for e a c h m e m b e r state of a p p l y i n g 

the e x i s t i n g b u d g e t a r y s y s t e m ; s e c o n d for the m e m b e r s ta tes to c o m m e n t on t h i s 

p a p e r at the C o u n c i l and to put f o r w a r d c o n c r e t e r e q u e s t s ; and t h i r d fo r the 

C o m m i s s i o n to p r e s e n t p r o p o s a l s to the N o v e m b e r E u r o p e a n C o u n c i l i n the l i g h t 

of t h i s debate and any g u i d e l i n e s that e m e r g e f r o m i t . 

3. Y o u have p e r s u a d e d M r . J e n k i n s to do h i s bes t to have the C o m m i s s i o n ' s 

r e f e r e n c e pape r r e a d y for the S e p t e m b e r F i n a n c e C o u n c i l . L e f t to t h e m s e l v e s 

the C o m m i s s i o n w o u l d have gone fo r the O c t o b e r C o u n c i l but t h i s l e a v e s v e r y 

l i t t l e t i m e for the C o m m i s s i o n to m a k e t h e i r p r o p o s a l s and f o r these to be 

d i s c u s s e d and p r e p a r e d fo r the D u b l i n S u m m i t . A c a l e n d a r of r e l e v a n t m e e t i n g s 

i s at A n n e x A to the C h a n c e l l o r ' s p a p e r . 

4. The C h a n c e l l o r ' s pape r a r g u e s that we now need to def ine m o r e c l o s e l y 

what we s h o u l d go fo r and how we s h o u l d set about ge t t ing i t . H i s c o n c l u s i o n s 

a r e : ­

(i)	 O n l y a new f o r m of c o r r e c t i v e m e c h a n i s m , adequate to d e a l w i t h ou r t w i n 

p r o b l e m s of an e x c e s s i v e g r o s s c o n t r i b u t i o n and l o w r e c e i p t s , i s l i k e l y to 

p r o d u c e an e f fec t ive s o l u t i o n i n the t i m e s c a l e n e e d e d . (The note by 

o f f i c i a l s at A n n e x B of the pape r sets out the s u p p o r t i n g a r g u m e n t s , w h i c h 

n e e d not be d i s c u s s e d i n d e t a i l by the C o m m i t t e e . ) 
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( i i )	 We need not at th i s s tage s p e l l out p r e c i s e l y what f o r m th i s c o r r e c t i v e 

m e c h a n i s m m i g h t t a k e , but we s h o u l d base o u r s e l v e s on the p r o p o s i t i o n 

that the effects of the budget ought at l e a s t to be n e u t r a l f o r a c o u n t r y 

l i k e the U n i t e d K i n g d o m w i t h be low a v e r a g e G N  P pe r h e a d . 

( i i i )	 A t the F i n a n c e C o u n c i l , we s h o u l d a i m to get a g r e e m e n t that an 

u n a c c e p t a b l e s i t u a t i o n e x i s t s and that the C o m m i s s i o n s h o u l d p r o d u c e 

r e m e d i a l p r o p o s a l s w h i c h w i l l be e f f ec t ive i m m e d i a t e l y . T o a c h i e v e 

t h i s the i d e a of a r a d i c a l c o r r e c t i v e m e c h a n i s m w o u l d have to be i n the 

a i r by the t i m e of the F i n a n c e C o u n c i l d i s c u s s i o n . 

( iv )	 We s h o u l d m a i n t a i n ou r a l l i a n c e w i t h the I t a l i a n s as l o n g as p o s s i b l e , but 

b e a r i n m i n d that o u r b u d g e t a r y a i m s m a y d i v e r g e as the N o v e m b e r 

E u r o p e a n C o u n c i l a p p r o a c h e s . 

(v)	 We s h o u l d r e s i s t the l i k e l y p r e s s u r e f r o m our p a r t n e r s to l i n k a s o l u t i o n 

to o u r budget p r o b l e m w i t h c o n c e s s i o n s by the U n i t e d K i n g d o m on o the r 

m a t t e r s . B u t we need not ob jec t to d e c i s i o n s be ing t aken at the 

N o v e m b e r E u r o p e a n C o u n c i l on any o the r i s s u e w h i c h m a y be r i p e for 

s e t t l e m e n t . 

5. A s to t a c t i c s , the C h a n c e l l o r p r o p o s e s that we s h o u l d e m b a r k on an e a r l y 

p r o g r a m m e of b i l a t e r a l d i s c u s s i o n s , i n v o l v i n g both M i n i s t e r s and o f f i c i a l s , w i t h 

o u r p a r t n e r s and the C o m m i s s i o n . T h e s e d i s c u s s i o n s s h o u l d be d e s i g n e d to 

d i s a b u s e t h e m of the n o t i o n that ou r p r o b l e m c a n be s o l v e d by a n y t h i n g s h o r t of a 

r a d i c a l c o r r e c t i v e m e c h a n i s m and to c r e a t e the r i g h t c l i m a t e for the F i n a n c e 

C o u n c i l d i s c u s s i o n s and the e n s u i n g C o m m i s s i o n p r o p o s a l s . In t a l k i n g to the 

C o m m i s s i o n , we s h o u l d at the r i g h t t i m e be r e a d y to e x p l o r e w i t h t h e m the four 

p o s s i b l e c o r r e c t i v e m e c h a n i s m s i d e n t i f i e d i n A n n e x B to the C h a n c e l l o r ' s p a p e r . 

H A N D L I N G 

6. Y o u w i l l w i s h to i n v i t e the C h a n c e l l o r of the E x c h e q u e r to i n t r o d u c e h i s 

p a p e r . 

7. T h e r e a f t e r y o u m i g h t f i n d i t c o n v e n i e n t to focus the d i s c u s s i o n f i r s t on the 

g u i d i n g p r i n c i p l e s set out i n p a r a g r a p h 3 of the pape r and s u m m a r i s e d i n 

p a r a g r a p h 4 a b o v e . The F o r e i g n and C o m m o n w e a l t h S e c r e t a r y , as the C h a i r m a n 

of O D ( E ) , and the L o r d P r e s i d e n t of the C o u n c i l , m a y have g e n e r a l c o m m e n t s . 
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8. The C o m m i t t e e s h o u l d f ind l i t t l e d i f f i c u l t y i n a g r e e i n g that s o m e f o r m of 

c o r r e c t i v e m e c h a n i s m i s the o n l y a c c e p t a b l e a n s w e r to ou r p r o b l e m . M i n o r 

changes to the e x i s t i n g F i n a n c i a l M e c h a n i s m w o u l d not , by t h e m s e l v e s , be enough; 

r e d u c t i o n s i n C A  P e x p e n d i t u r e w o u l d be w e l c o m e but too s l o w ; i n c r e a s e s i n the 

C o m m u n i t y funds f r o m w h i c h we g a i n a net benef i t shou ld not be r e j e c t e d but 

cannot s o l v e ou r p r o b l e m , c e r t a i n l y w i t h i n the p r e s e n t budget l i m i t of 1 p e r cent 

V A T . 

9. The p r o p o s e d n e g o t i a t i n g b a s i s m i g h t p r o v o k e m o r e d i s c u s s i o n . Is the 

f o r m u l a i n the l a s t two sen tences of p a r a g r a p h 3(c) a r e a l i s t i c o b j e c t i v e ? It 

i m p l i e s a s a v i n g for the U n i t e d K i n g d o m of about £ 1 , 000 m i l l i o n pe r a n n u m a c r o s s 

the e x c h a n g e s , w i t h a c o r r e s p o n d i n g r e d u c t i o n i n the c u r r e n t benef i t s r e c e i v e d by 

o u r p a r t n e r s . B u t we m u s t e s t a b l i s h a s t r o n g open ing p o s i t i o n i f we a r e to have 

any i m p a c t . T h e C o m m i t t e e ' s d e c i s i o n on A n g l o - G e r m a n offset c o s t s w i l l a l s o be 

r e l e v a n t to how h a r d we push ou r budget c a s e . T h e C h a n c e l l o r ' s p a p e r 

d e l i b e r a t e l y focuse s on what o u r open ing p o s i t i o n s h o u l d be . It w o u l d be p r e m a t u r e 

to d e c i d e now what m i g h t u l t i m a t e l y be a c c e p t a b l e to the G o v e r n m e n t and i n any 

c a s e u n w i s e to put i t i n p a p e r s w h i c h a r e w i d e l y c i r c u l a t e d . 

10. On the a l l i a n c e w i t h the I t a l i a n s , you a g r e e d w i t h S i g n o r A n d r e o t t i at 

S t r a s b o u r g to keep i n t o u c h , but we m u s t be c a r e f u l that the C o m m i s s i o n ' s 

p r o p o s a l s a r e not d i s t o r t e d u n a c c e p t a b l y for us by the need to ca t e r f o r d i f f e r en t 

I t a l i a n i n t e r e s t s . 

11. A s to p o s s i b l e l i n k a g e s , t he r e i s a c l e a r r i s k that i f ou r p a r t n e r s a r e 

e v e n t u a l l y p e r s u a d e d of the need to ac t on ou r budge t a ry p r o b l e m s they w i l l want 

s o m e c o m p e n s a t i n g c o n c e s s i o n s to enab le t h e m to j u s t i f y the o u t c o m e 

d o m e s t i c a l l y as a b a l a n c e d p a c k a g e . The C o m m i t t e e i s n e v e r t h e l e s s l i k e l y to 

a g r e e w i t h the C h a n c e l l o r that we s h o u l d r e s i s t any a t t empt s at l i n k a g e s . T h i s 

need not p r e c l u d e o the r d e c i s i o n s be ing t aken at the N o v e m b e r E u r o p e a n C o u n c i l 

w h i c h w o u l d h e l p p r e s e n t a t i o n a l l y . T h e s e a r e m a t t e r s w h i c h c o u l d be 

c o n s i d e r e d by O D ( E ) . 

12. On t a c t i c s , the F o r e i g n and C o m m o n w e a l t h S e c r e t a r y and the L o r d 

P r e s i d e n t of the C o u n c i l m a y have c o m m e n t s but y o u w i l l not want to get in to too 

m u c h d e t a i l . T h a t can be le f t to the C h a n c e l l o r and the F o r e i g n and 

C o m m o n w e a l t h S e c r e t a r y o r to O D ( E ) . 
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C O N C L U S I O N 

13. Sub jec t to the d i s c u s s i o n , y o u m a y be ab le to s u m up that the 

r e c o m m e n d a t i o n s i n p a r a g r a p h 3 of OD(79) 18 a r e a p p r o v e d and that the t a c t i c a l 

f o l l o w - u p s h o u l d be le f t to the F o r e i g n and C o m m o n w e a l t h S e c r e t a r y and the 

C h a n c e l l o r of the E x c h e q u e r . 

J O H N H U N T 


9th J u l y , 1979 



.\r— • 
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The European Council noted the report submitted to i t by 

V the Council (Economic and F i n a n c i a l A f f a i r s ) on the convergence 


of Member States* economic performances. 


Following comments from a number of delegations, i  t asked 

the Commission to submit to the Council a reference paper 

describing the f i n a n c i a l consequences of applying xhe budgetary 

system on the situation in each t'ember State, e s p e c i a l l y i n 1979 

end 1980. The study w i l l have to take into account the economic, 

f i n a n c i a l and s o c i a l effects of each Kember State's p a r t i c i p a t i o n 

i n the Community and the Community nature of the components 

contributing to the formation of own resources. For 1980, i t 

Tr i l l take account of the a g r i c u l t u r a l prices f o r the 

1979/1980 marketing year. 


The Commission w i l l at the same time examine the conditions 

under which the corrective mechanism.decided on i n 1975 can play 

i t s part i n 198O and the extent to which i t f u l f i l s the objectives 

assigned to i t  . 


The Commission w i l l submit i t s study to the Council so 

as to enable the Kember States to give t h e i r opinions and 

present their requests i n concrete form. In the l i g h t of the 

debate and of any guidelines which may emerge from the Council 

the Commission w i l l present proposals s u f f i c i e n t l y early to 

enable decisions to be taken at the next meeting of the ' 

European_ Council. 



