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B UDGETARY AND OTHER R E S O U R C E T R A N S F E R S W I T H I N T H E E E C 

1 . I n h i s Budget Speech the Chancellor of the Exchequer s a i d : 

"The European Coip.rounity can, and should, be a source o f 

s t a b i l i t y and s t r e n g t h f o r i t s members. I n one im p o r t a n t 

area, however, present EMC p o l i c i e s are s e r i o u s l y h i n d e r i n g 

our e f f o r t s t o he l p ourselves. At present the United 

Kingdom and I t a l y , which are among the poorer members of 

the Community, are t r a n s f e r r i n g s u b s t a n t i a l resources, 

c h i e f l y through the Community Budget, t o r i c h e r member 

s t a t e s . We have already made i t very c l e a r t o our p a r t n e r s 

t h a t t h i s s i t u a t i o n cannot be allowed t o continue. I t i s 

p l a i n l y u n f a i r . And i t i s against the i n t e r e s t s of the 

Community i t s e l f , v.'hich cannot expect t o progress on such 

an insecure f o u n d a t i o n . " 


2. This paper e x p l a i n s how the present p a t t e r n of resource t r a n s f e r 

w i t h i n the Comraunity has a r i s e n , and why the Government considers 

the r e s u l t s f o r our budgetary c o n t r i b u t i o n s t o be i n e q u i t a b l e . 


I n t r o d u c t i o n 


J. Discussion of the economic impact of the European Community 

n a t u r a l l y tends t o concentrate on p a r t i c u l a r p o l i c i e s and measures 

which have been adopted as the Community has developed. But i t 

has become i n c r e a s i n g l y c l e a r t h a t i t i s also necessary t o consider 

the impact of a l l these p o l i c i e s taken t o g e t h e r . 'This i s now 

s u f f i c i e n t l y important t o have a s i g n i f i c a n t e f f e c t on economic 

development i n some c o u n t r i e s . The United Kingdom i s one of those 

c o u n t r i e s . 


4 . The range of p o l i c i e s pursued by the European Community causes 
resources t o be t r a n s f e r r e d between Member St a t e s , As the p a t t e r n 
which emerges i s a r e f l e c t i o n of the i n d i v i d u a l p o l i c i e s , resources 
are not r e d i s t r i b u t e d according t o r e l a t i v e p r o s p e r i t y of the v a r i o u 
Member States. The UK and I t a l y t r a n s f e r resources on a s i g n i f i c a n t 
scale t o c o u n t r i e s which have a s u b s t a n t i a l l y higher l e v e l of GDP 
per head. 

^. I n the B r i t i s h case, the q u a n t i t y of resources which v/e t r a n s f e r 

t o other EEC c o u n t r i e s can t o a la r g e extent be measured by our not 
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contribution to the Community Budget. Figures published by the 

^European Commission for Die f i r s t time early t h i s year show that 

i n terms of hard cash paid across the exchanges the United Kingdom 
i s already the l a r g e s t net contributor. Moreover, the s i t u a t i o n i s 
deteriorating. I f nothing i s done to correct i t , the UK w i l l in 1900 
be paying well over £1,000 m i l l i o n a year net to the r e s t of the 
Community. We w i l l be f a r and away the largest contributor through 
the budget to European p o l i c i e s . 

6. Any community, i f i t i s to be successful, must i n i t s economic 

-relations	 as elsev.'here have regard to the p r i n c i p l e s of mutual 
concern and of equity. The o r i g i n a l s i x members of the Community 
recognised t h i s .in 1971, when they acknowledged that i f unacceptable 
si t u a t i o n s should a r i s e i n r e l a t i o n to the budget "the very s u r v i v a l 
of the Community would demand that the i n s t i t u t i o n s find equitable 
solutions." 

. 7 * A number of arguments are advanced against action to redress 
the UK budgetary s i t u a t i o n : that i t i s wrong to consider the t o t a l 
resource impact of Community p o l i c i e s ; that t o t a l t r a n s f e r s through 
the budget are too small to a f f e c t s i g n i f i c a n t l y i n d i v i d u a l economics; 
and that the published f i g u r e s for budgetary t r a n s f e r s do not provide 
an accurate guide to the resource flows i n the Community. 

Budgetary Transfers 


8. I t i s natural to begin an a n a l y s i s of resource t r a n s f e r s in the 

Community with an examination of the budgetary flows. The revenues 

that Member States contribute to the budget are the most obvious 

and most readily quantified economic costs of Community membership. 

Expenditure by the Community i n any p a r t i c u l a r country i s likewise 

the c l e a r e s t pointer to the economic benefit that that country receive: 

from the Community. The pattern of net contributions (contributions 

l e s s r e c e i p t s ) summarizes the gains and klosses to i n d i v i d u a l Member 

States through the Community budget. This year the European Commissio: 

has for the f i r s t time issued figures which make i t possible to 

compare the position of member countries. 
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tBLE 1 : Wet budgetary transfers i n 1 9 V 0 , £ m i l l i o n ( 1 ) 

Absolute f i g u r e ( ^ ) As % of GDP GDP per head 

Belgium/Luxembourg + 252.6 + 0.50 • 1 2 9 

Denmark ' 
 + 411 . 9 • • + 1 . 4 4 145 • • 

Germany - 281 . 4 ' 0 . 0 9 1 3 9 
-
France 	 - 5 5 - 0 0.02 117 -I r e l a n d 	 + 3 5 6 . . 0 + 5 - 6 3 50 
I t a l y - 4 9 9 . 5 ' - 0.40 56-
Netherlands - + 146 . 4 + 0 . 2 5 124 
United Kingdom - 625-8 0.44 '-	 7 3 
T0TAL(2) 	 - 294.8 

NOTES: ( 1 ) Converted from European Units of Account (EUA) a t the 
average exchange rate f or the year. 

(2) The net t r a n s f e r s do not sum to zero because a l l Mem 

• .• ' States maintain accounts i n the name of the Commission-, the 


balances on these accounts changed during the year. 


( 3 ) A f t e r f u l l refunds under' the t r a n s i t i o n a l arran[ "."> T. t-i 

( A r t i c l e 1J1 of the Treaty of Pome). The fourth quarterly 
refund f o r 1 9 7 8 was paid' i n the f i r s t quarter of 1 9 7 9 , and co 
not appear i n the f i g u r e s f or 1 9 7 8 issued by the Commision. 

9 . Table 1 reproduces the Commissions' figures shov/ing the net 
•budgetary	 t r a n s f e r s that arose out of the 1 9 7 8 budget. These figures 

are expressed both i n absolute terms and as a proportion of Gross 
Domestic Product (GDP) for each country concerned. The f i r s t column 
provides an ind i c a t i o n of r e l a t i v e prosperity, as measured by GDP 
per head at market exchange rates (see paragraphs 3 2 - 3 5 below). 

C O N F I D E N T I A L 




o 

W 'J'ABLE 2: Net budgetary t r a n s f e r s in 1978 e x c l u d i n g the e f f e c t of 

the transitional arrangements 

£s m i l l i o n 

Belguim/Luxerabourg + 2 7 5 * 8 


Denmark . + 411*9 

Germany - 141.8 

France . + 5 1 . 5 

I r e l a n d . ' + 343-8 

I t a l y • - - 446 .7 

Netherlands . . + ' i76.2 

UK - 9 4 5 . 3 

10. The f i g u r e s f o r 1978 are not however a r e l i a b l e guide t o the 
s i t u a t i o n i n f u t u r e years. I n 1978 the UK was s t i l  l b e n e f i t t i n g from 
the t r a n s i t i o n a l arrangements n e g o t i a t e d at the time of i t s e n t r y 
i n t o the Community. These were designed t o l i m i t i t s gross c o n t r i b u t i o 
t o the Community budget i n the e a r l y years of member-ship and they 
•expire at the end of 1979• To get a b e t t e r idea of the l i k e l y p a t t e r n 
of net budgetary t r a n s f e r i n 1980, i t i s necessary t o look at the 
1978 f i g u r e s as they would have'been i n the absence of the t r a n s i t i o n s 
arrangements. These f i g u r e s are reproduced i n Table 2, which shows 
even more c l e a r l y than Table 1 the i n e q u i t a b l e e f f e c t s o f r e d i s t r i ­
b u t i o n through the budget. . -
TABLE 5 : UK ' c o n t r i b u t i o n s " t o " the Community Budget'(gross and n e t ) 

7
s i n c e accession ( l ) £ m i l l i o n  '• 


Gross 
 "Receipt: Net 

C o n t r i b u t i o n 
 C o n t r i b u t i o n 


' 1 9 7 ? 181.1 7 8 . 7 1 0 2 . 4 
1 9 7 4 180.5 149 . 9 30*6 
"<975 541.7 5 9 7 . 7 - 5 6 . 0 

1 9 7 6 " '462.0 * • 2 9 5 . 5 
 . 167.3 
1 9 7 7 756.8 5 6 8 . 4 368 .4 
1 9 7 8 1348.3 . 5 4 4 . 5 682.2 


NOTE: ( 1 ) These f i g u r e s i n c o r p o r a t e P u b l i c Sector r e c e i p t s o n l y 
and the 1 9 7 8 f i g u r e t h e r e f o r e d i f f e r s from t h a t sh cvn i n Table 
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Table 3 shows t h a t the UK's gross and net c o n t r i b u t i o n s have 
r i s e n r a p i d l y s i n c e e n t r y . There are t h r e e r e a s o n s f o r the i n c r e a s e 
i n i t s gross c o n t r i b u t i o n . The f i r s t i s the growth i n the s i z e of 
the Community budget: t h i s has i n c r e a s e d from £ 2 . 5 b i l l i o n i n 1973 

to an estimated £ 1 0 . 8 b i l l i o n i n 1980, The second i s the phasing-out 
of the t r a n s i t i o n a l arrangements. The t h i r d i s the nature of the 
Community' s r e v e n u e - r a i s i n g system. The Community r e c e i v e s the y i e l d 
of the l e v i e s on a g r i c u l t u r a l produce e n t e r i n g the EEC and of customs 
dues paid on other goods under the Common E x t e r n a l T a r i f f . T h i s 
system b e a r s more h e a v i l y on economies which have a l a r g e share of 
GDP i n e x t e r n a l t r a d e and which, f o r reasons of geography and h i s t o r y , 
have e x t e n s i v e t r a d e outside the EEC. The y i e l d of t a r i f f s and d u t i e s 
l e v i e d i n the UK i n f a c t exceeds by over 25% i t s share i n the 
Community's Gross R a t i o n a l Product. 

12 . B r i t a i n ' s unfavourable net p o s i t i o n r e s u l t s a l s o from the 
dominant p a r t p l a y e d i n Community expenditure by the p r i c e support 
mechanisms of the Common A g r i c u l t u r a l P o l i c y (CAP). The CAP r e g u l a r l y 
absorbs 70-75A' of the Community's t o t a l expenditure. As a major food 
importer, c o n t r i b u t i n g only m a r g i n a l l y to the Community's a g r i c u l t u r a l 
s u r p l u s e s , the UK can only recoup a sma l l p r o p o r t i o n of i t s c o n t r i b u t e 
to the CAP. The more than proportionate share of expenditure i t 
s e c u r e s from the Reg i o n a l and S o c i a l Funds a t p r e s e n t does l i t t l e 
t o o f f s e t t h i s burden; the two combined make up l e s s than 10% of 
t o t a l Community expenditure (see Table 4 ) . 

TABLE 4: Breakdown of Community Budget by spending a r e a 
• . EUA 

1 9 7 8 As p/­
of t o t a l 

1979 As % 
of t o t a l 

Research and Investment 1 9 4 - 0 1 . 6 1 9 6 . 4 1 . 4 

S o c i a l Fund 5 5 8 . 8 4 . 4 5 0 2 . 5 3 . 7 
Regional Development Fund 5 2 5 . 0 4 9 9 . 0 5 . 6 
CAP Expenditure 
 • 


Guarantee S e c t i o n 8 6 9 5 - 0 7 0 . ' 5 9 5 8 2 . 1 6 9 . 9 
Guidance Section 4 2 5 . 5 3 . 4 . 5 9 6 . 3 2 . 9 

Other expenditure 1 9 9 6 . 1 ' 1 6 . 1 2 5 5 9 . 5 1 8 . 5 

TOTAL ' ' 1 2 5 7 2 . 6 1 0 0 . 0 1 3 7 1 5 - 7 1 0 0 , 0 

•

NOTE: Expenditure t o t a l s do not sum due to rounding. 
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jpie Trade Costs of the CAP 
1 3 - The f i g u r e s f o r net t r a n s f e r s through the Community budget do 
not provide a complete p i c t u r e of the resource t r a n s f e r s caused by 
Community p o l i c i e s ; e s p e c i a l l y those generated by the CAP. The 
o b j e c t i v e s and o p e r a t i o n of the CAP are d i s c u s s e d i n a companion 

paper and are t h e r e f o r e not s e t out i n d e t a i l here. I t i s enough to 

note here t h a t the CAP pursues i t s o b j e c t i v e s by e s t a b l i s h i n g 

guaranteed p r i c e s f o r the main Community crops. I n order to r a i s e 

farm incomes and to s t i m u l a t e production, these guaranteed p r i c e s 

have g e n e r a l l y been f i x e d a t l e v e l s h igher than those p r e v a i l i n g 

on world markets - hence the need f o r l e v i e s on a g r i c u l t u r a l produce 

e n t e r i n g the Community to b r i n g i t s p r i c e up the CAP l e v e l . 


14. T h i s system means t h a t the main burden of s u p p o r t i n g farm incomes 

i n the Community f a l l s d i r e c t l y on the consumer r a t h e r than on the 

budget. The budgetary c o s t s of the CAP a r i s e only to the extent t h a t 

the p r i c e s i t m a i n t a i n s s t i m u l a t e a d d i t i o n a l production and discourage 

consumption to the p o i n t where i t generates s u r p l u s e s i n the Community. 

Through the p r i c e guarantee p r o v i s i o n s of the CAP, the Community 

s u b s i d i s e s the s a l e of t h i s s u r p l u s production on the world markets 

and compensates Member S t a t e s f o r any storage c o s t s they may i n c u r 

before d i s p o s a l . These s u b s i d i e s and the storage c o s t s together make 

up the budgetary c o s t of the p o l i c y . 


15* The budget t h e r e f o r e b e a r s the co s t only of t h a t a d d i t i o n to 
farmers' incomes which stems from production they cannot s e l l w i t h i n 
the Community at guaranteed p r i c e s . The bulk of t h e i r production i s 
s o l d w i t h i n the Community at guaranteed p r i c e s . 

16. Under t h i s system c o u n t r i e s which consume more f o o d s t u f f s than 

they produce ( t h e net i m p o r t e r s ) t r a n s f e r income to those which produce 

more than they consume ( t h e net e x p o r t e r s ) . The p a t t e r n of gains 

and l o s s e s between s o c i a l groups i s everywhere the same as i t i s bound 

to be i n a system of a g r i c u l t u r a l support-; consumers t r a n s f e r income 

to farmers. But the t o t a l gain exceeds the t o t a l l o s s f o r the • 

c o u n t r i e s which are net e x p o r t e r s ; the r e v e r s e i s t r u e f o r the net 

importers. 
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The non-budgotary t r a n s f e r s 1;)jat r e s u l t from the CAP have been 
discussed i n the companion paper mentioned above. Table 5> which i s 
taken from t h a t paper sets out the estimated non-budgetary t r a n s f e r s 
i n 1977 and 1978. The Netherlands, Denmark and I r e l a n d emerge as 
major b e n e f i c i a r i e s . France, whose budgetary p o s i t i o n was a p p r o x i ­
mately n e u t r a l , also gains. The p r i n c i p a l l o s e r s are I t a l y (which 
i s a heavy impo r t e r o f the n o r t h e r n a g r i c u l t u r a l products covered by 
the p r i c e guarantee mechanism), Germany and the UK. The e f f e c t i s t o 
t r a n s f e r income from'two of the l e s s prosperous c o u n t r i e s - I t a l y 
and the UK - t o others which have a hig h e r GNP per head. — 

:
TABLE J? Summary of the food t r a d e e f f e c t s of the CAP 

£millicn 


Higher cost o f Higher value of Ret food t r a d e : 

i m p o r t s from r e s t export 5 t o r e s t cost (-) 

of LEG of EEC or b e n e f i t ( + ) 

1977 1978 1977 1978 1977 1978 

33 e 1 gium/Luxe mb our g 375 460 365 440 + 10 - 50 

Denmark 10 225 285 + 210 - 2 7 5 ' 
3?rance 360 420 820 995 +460 +575 
Germany 760 890 405 460 -355 - 4 5 0 

I r e l a n d 55 55 220 240 + 165 +1S5 

I t a l y 530 6'+0 45 55 -485 r.pr. 
Netherlands •265 320 815 925 +550 +605 

U n i t e d Kingdom 290 400 120 275 - 1 6 5 - 1 1 0 

Note: f o r a d e t a i l e d account of the d e r i v a t i o n of these 

f i g u r e s see.[the companion Green Paper]. 


The Treatment of Monetary Compensatory Amounts (MCAs) 

18. I t i s f r e q u e n t l y argued t h a t the f i g u r e s f o r net budgetary 
c o n t r i b u t i o n s reproduced i n Table 1 do not provide a good i n d i c a t i o n 
o f the d i r e c t i o n and extent of resource t r a n s f e r s through the 
Community budget. One argument concerns .the a t t r i b u t i o n of Monetary 
Compensatory Amounts (MCAs) i n the budgetary f i g u r e s . 

19 . MCAs have t h e i r o r i g i n s i n the exchange r a t e events of the l a t e 
1960s . I t i s a key f e a t u r e of the CAP t h a t Community A g r i c u l t u r e 
M i n i s t e r s agree a n n u a l l y on a common- p r i c e l e v e l f o r the p r i n c i p a l " , 
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p'ops grown i n the Community. These p r i c e s are expressed not i n any 
s i n g l e n a t i o n a l currency, h ut i n a n e u t r a l accounting u n i t , the U n i t 
of Account (now the ECU). I n the f i r s t decade of the Community1s 
e x i s t e n c e , these p r i c e s were'converted i n t o n a t i o n a l currencies at 
the f i x e d market exchange r a t e s p r e v a i l i n g at the time. 

20. This system worked s a t i s f a c t o r i l y as lo n g as exchange r a t e s 

remained broadly s t a b l e . But when the f r a n c was devalued and the 


 i  t v ; a s
D-mark revalued i n 1969,  regarded as 'undesirable t h a t these 

events, which l a r g e l y r e f l e c t e d t he r e l a t i v e performance of the two 

economies i n sectors other than a g r i c u l t u r e , should a f f e c t the agreed 

l e v e l o f common p r i c e s as expressed, i n f r a n c s or D-marks. I t was 

t h e r e f o r e agreed t h a t f o r a l i m i t e d p e r i o d conversions from U n i t s of 

Account i n t o these c u r r e n c i e s should be made at the o l d conversion 

r a t e s . As the exchange r a t e movements continued, t h i s system of 

"green r a t e s " became more per v a s i v e . I  t p e r m i t t e d a g r i c u l t u r a l 

p r i c e s i n the d i f f e r e n t s t a t e s t o d r i f t apart so t h a t at one p o i n t 

d u r i n g 1978 German p r i c e s ( t h e h i g h e s t ) were more than 40% above 

UK p r i c e s ( t h e l o w e s t ) . 


21. To al l o w the CAP t o f u n c t i o n i n these circumstances, measures 

were needed t o keep the markets i n d i f f e r e n t c o u n t r i e s separate 

and thus t o prevent produce from l o w - p r i c e c o u n t r i e s from t r a v e l l i n g 

around the Community i n search of the h i g h e s t support p r i c e s . The 

mechanism invented took the form of l e v i e s and subsidies on 

a g r i c u l t "oral produce traded w i t h i n the Community; the l e v i e s r a i s e 

the p r i c e of low-price produce e n t e r i n g a h i g h e r p r i c e country; the 

su b s i d i e s lower the p r i c e of produce moving i n the opposite d i r e c t i o n . 

These l e v i e s and subsidies are known as MCAs. 


22. I n d i s c u s s i n g the p a t t e r n of budgetary t r a n s f e r s a r i s i n g from 

CAP p o l i c i e s , i t i s sometimes argued t h a t the MCA subsidies p a i d t o 

cover the d i f f e r e n c e between the p r i c e l e v e l operated i n a r e l a t i v e l y 

low p r i c e country and the common p r i c e are i n e f f e c t a subsidy t o 

consumers i n t h a t country. This argument leads t o the conclusion 

t h a t these MCAs should be counted as r e c e i p t s t o the i m p o r t i n g c o u n t r y 

when c a l c u l a t i n g i t s net c o n t r i b u t i o n to' the Community budget. 
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The two net i m p o r t i n g c o u n t r i e s whose p r i c e s are below the 

Community average, though s t i l l above world p r i c e s , are the UK. and 

I t a l y * I f MCAs were a t t r i b u t e d i n t h i s way the net c o n t r i b u t i o n s , 

they make t o the Community budget as a whole would be reduced. 


24. As the MCAs on UK and I t a l i a n imports have since 1976 been p a i d 
i n the e x p o r t i n g Member States t h i s a t t r i b u t i o n would not conform t o 
the Community's general accounting convention, which i s t o t r e a t as 
r e c e i p t s t o a country a l l Community expenditure which arises' t h e r e . 

2^. However, the r e a l arguments against a t t r i b u t i o n t o the i m p o r t i n g 

country are economic. The f i r s t of these i s t h a t the e f f e c t of the 

MCAs i s merely t o allow e x p o r t e r s i n hi g h e r cost c o u n t r i e s t o coapcte 

w i t h indigenous producers on the lower p r i c e markets i n I t a l y and the 

UK. They are an export subsidy. The consumer i s s t i l  l p aying above 

the world p r i c e . 


26. Secondly, the two forms of a t t r i b u t i o n make no d i f f e r e n c e t o 

the t r a n s f e r s between the c o u n t r i e s . For the i m p o r t i n g country the 

d i f f e r e n c e i s simply t h a t fewer t r a n s f e r s are scored through the 

budget and more outside i t . As the previous s e c t i o n has shown, the 

economic e f f e c t of the CAP i s t o t r a n s f e r resources from c o u n t r i e s 

which are net im p o r t e r s of products covered by i t s p r i c e support 

mechanisms t o those which are net e x p o r t e r s . The balance of payments 

loss t o the net im p o r t e r s i s the same i r r e s p e c t i v e of the treatment 

of MCAs. The increase t o t h e i r import b i l l remains the same regard­

l e s s o f whether they import a t the h i g h e r Community p r i c e and then 

receive an i n f l o w of Community funds which p a r t l y o f f s e t the cost 

of the i m p o r t s , or whether a l t e r n a t i v e l y , they buy i n i t i a l l y at the 

lower, MCA-inclusive, p r i c e and do not r e c e i v e the budgetary i n f l o v ; . 

I n the f i r s t case, the accounts show a h i g h e r non-budgetary cost 

and a lower net c o n t r i b u t i o n t o the Community budget, i n the second, 

the reverse, but the t o t a l i s the same i n e i t h e r case. 


27. I n any f u l  l a n a l y s i s of resource t r a n s f e r s i n the Community, 

t h e r e f o r e , the p r e s e n t a t i o n of MCAs adopted e f f e c t s only the breakdown 

of the t o t a l resource cost of the CAP t o the net im p o r t e r between 

the budgetary and non-budgetary elements. The "e x p o r t e r pays" 

p r e s e n t a t i o n now used i n the Community accounts for-MCAs pa i d on • 




UK and I t a l i a n imports means t h a t the .figures f o r budgetary transfers 

^^.pture a l a r g e r p r o p o r t i o n of the o v e r a l l resource e f f e c t s . 


20. With the recent r i s e i n s t e r l i n g the question of the treatment 

of MCAs has become l e s s important f o r the UK i n the d i s c u s s i o n about 

the budget. I t i s however s t i l l the view of the UK Government t h a t 

MCAs should not be t r e a t e d as budgetary r e c e i p t s of the i m p o r t i n g 

c o u n t r i e s and t h a t the j j r e s e n t a t i o n now used i n the Community accounts 

f o r MCAs pa i d on UK and I t a l i a n imports i s t h e r e f o r e r i g h t . 


Other Kon-budgetary T r a n s f e r s • 


• 29 . A h i g h l y i n d u s t r i a l i s e d country l i k e the UK might expect t o 
recoup some of the resource looses r e s u l t i n g from the o p e r a t i o n of 
the CAP i n i t s trade i n manufactures. The years since the UK j o i n e d 
the EEC have indeed witnessed, a r a p i d r e o r i e n t a t i o n of i t s p a t t e r n 
of t r a d e towards V.'estern Europe, a process t h a t had already begun 
before membership. As a r e s u l t the p r o p o r t i o n of UK exports going 
t o the o r i g i n a l EEC 6 increased by 50% between 19&7 and 1977- I n 
the same p e r i o d UK imports from the EEC 6 as a p r o p o r t i o n of i t s t o t a l 
imports have r i s e n from 28% t o 41%. This i s the most dramatic change 
i n t r a d e p a t t e r n towards the Community of any of the present nine 
members i n t h i s p e r i o d . 

JO. There are problems i n t r y i n g t o e s t a b l i s h the p a t t e r n of 

resource gains t h a t lias r e s u l t e d from the growth of t r a d e between 

the UK and the r e s t of the Community. I n general i t i s l i k e l y t h a t 

the promotion of tr a d e by the average r e d u c t i o n i n t a r i f f and non­
t a r i f f b a r r i e r s has r a i s e d e f f i c i e n c y . That there has been a gain 

f o r Europe as a whole seems h i g h l y probable, though very hard t o 

e s t a b l i s h c o n c l u s i v e l y . But th e r e i s no evidence t h a t the UK has 

gained a marked advantage i n t h i s f i e l d , beyond t h a t d e r i v e d by 

other Community p a r t n e r s , which ought t o be set against the t r a n s f e r s 

i t makes through the Budget. The b e n e f i t s of increased t r a d e have 

been mutual. B r i t i s h manufacturers have b e n e f i t t e d from the UK's 

membership of the EEC, but so have t h e i r c o u n t e r p a r t s elsewhere i n 

the Community., • • 


Other Areas 
1 1 

31. I  t is.sometimes argued t h a t the UK secures other' u n q u a n t i f i a b l e 
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s i g n i f i c a n t b e n e f i t s from Community membership. I t i s suggested, 

f o r example, t h a t i n r e l a t i o n t o i n t e r n a t i o n a l t r a d e n e g o t i a t i o n s , 

the UK enjoys the- advantage of b e l o n g i n g t o one of the l a r g e s t economic 

bl o c s i n the world. I t may w e l l be t h a t there are resource gains of 

t h i s broad, k i n d associated w i t h Community membership. But these gains 

are i n p r i n c i p l e common t o a l l members. They are not something which 

j u s t i f i e s a d i s p r o p o r t i o n a t e net budget c o n t r i b i t i o n from the UK. 


R e l a t i v e P r o s p e r i t y 

32 . This paper shows t h a t the UK i s a s u b s t a n t i a l net c o n t r i b u t o r 
of resources t o the r e s t of the EEC, both through the Community 

budget	 and more w i d e l y . I  t has a l s o been suggested t h a t these 


are 

resources tend t o go t o c o u n t r i e s which/more prosperous than B r i t a i n . 


33- No measurement of r e l a t i v e p r o s p e r i t y can be a b s o l u t e l y p r e c i s e . 
But i t i s g e n e r a l l y accepted t h a t GUP per head provides the best 
a v a i l a b l e y a r d s t i c k . I t i s a y a r d s t i c k w idely used by i n t e r n a t i o n a l 
o r g a n i s a t i o n s , among oth e r t h i n g s , f o r the d e t e r m i n a t i o n of n a t i o n a l 
c o n t r i b u t i o n s t o the United Nations and i t s agencies. I t i s a l s o 
used as a y a r d s t i c k i n the CommuJiity's s p e c i a l f i n a n c i a l mechanism 
agreed i n D u b l i n i n 1975 under which, i n c e r t a i n very r e s t r i c t e d 
circumstances, the UK can o b t a i n a r e f u n d of p a r t of i t s gross 
c o n t r i b u t i o n t o the budget. 

34. The normal approach f o r making i n t e r n a t i o n a l comparisons of GD? 
per head i s t o use market r a t e s o f exchange t o convert domestic GBP 
per head t o a common i n t e r n a t i o n a l base. I t i s sometimes argued 
t h a t a c l o s e r approximation t o r e l a t i v e standard of l i v i n g i s o b t a i n e d 
by u s i n g "purchasing power p a r i t i e s " , on the ground t h a t these take 
more account of the p r i c e s of goods and services_which do not e n t e r 
i n t o i n t e r n a t i o n a l t r a d e . 

35* Cn e i t h e r bases the UK emerges as l e s s prosperous than most 
other members of the Community which are r e c e i v i n g net t r a n s f e r s 

through the budget. Using data from the EEC S t a t i s t i c a l O f f i c e , 

Table 6 ranks Member States i n order of	 r e l a t i o n of p r o s p e r i t y on 

b o t h bases.	 \ , i 
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TABLE 6. GDP per head as a percentage' o.f the EEC 9 average, using 

^ J ^ r k e t exchange r a t e s and purchasing power p a r i t i e s i n 1978. 

Market Exchange Rates PUT 1 chasing Power P a r i t i e s 

Denmark: 145 Germany: 120 
Germany: 139 Prance: 113 
Belgium/Luxembourg: 129 Denmark: 111 
Netherlands: 124 Belgium/Luxembourg: 108 
Prance: 117 Netherlands: 106 
UK: 73 UK: . 94 
I t a l y : 56 I t a l y : . 72 
I r e l a n d : 50 I r e l a n d : 62 

The Nature of the Community Budget 


36. I t i s sometimes argued t h a t i t i s wrong t o lo o k at net c o n t r i ­
b u t i o n s t o the Community budget and ask how these r e l a t e t o Member 
St a t e s ' r e l a t i v e p r o s p e r i t y . Those who put t h i s case maintain t h a t 
the Community budget i s simply the means of f i n a n c i n g , through the 
Community's own agreed sources of revenue, the p o l i c i e s adopted from 
time t o time by the Community's le a d e r s . They h o l d t h a t i t i s wrong 
t o consider the o v e r a l l economic impact of the budget, when each 
p o l i c y must be j u s t i f i e d on i t s own m e r i t s and when Community 
competence,is so much more extensive i n some areas, e s p e c i a l l y i n 
a g r i c u l t u r e , than i n o t h e r s . I n t h e i r view, a budget as narrowly­
focussed'as t h a t of the Community cannot r i g h t l y be compared w i t h 
n a t i o n a l budgets and should not be judged by i t s r e d i s t r i b u t i v e 
e f f e c t s . 

37' I t i s t r u e 'that the present p a t t e r n of Community expenditure 
i s very l o p - s i d e d and t h a t t h i s lop-sidedness i n p a r t r e f l e c t s the 
v a r y i n g degree of Community involvement i n d i f f e r e n t f i e l d s . But 
the preamble t o the Treaty of Rome l i s t s amongst the Community's 
prim a r y o b j e c t i v e s the s t r e n g t h e n i n g of "the u n i t y of t h e i r /"Member 
Sta t e s ' _ 7 economies" and ensuring " t h e i r harmonious development 
by r e d u c i n g the d i f f e r e n c e s e x i s t i n g between the v a r i o u s regions 
and. the backwardness of the l e s s favoured r e g i o n s " . I t i s hard 
t o see how the present p a t t e r n of t r a n s f e r s  i n the Community can 
be squared w i t h t h i s wider o b j e c t i v e of the T r e a t y , however success­
f u l t he Community's i n d i v i d u a l p o l i c i e s . Indeed, i  t must impede 
the e f f o r t s of many n a t i o n a l governments t o achieve through t h e i r 
p o l i c i e s the improvement i n t h e i r economic performance t h a t both 
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^|p?y and the founders of the Community regarded as necessary. 

JB. Some who acknowledge t h a t the present p o s i t i o n of t r a n s f e r s 

i n the Community i s i n e q u i t a b l e see the s o l u t i o n i n an extension 

of Community a c t i v i t y and an expansion of the Community budget, 

so as t o increase expenditure on the Community's n o n - a g r i c u l t u r a l 

p o l i c i e s . 


59« There may be scope f o r the UK t o secure' h i g h e r net b e n e f i t s from 
the Regional and S o c i a l Funds, or from Community involvement i n f i e l d s 
of a c t i v i t y such as urban renewal and t r a n s p o r t i n f r a s t r u c t u r e where 
i  t has not p r e v i o u s l y operated. 

40. But plans t o increase Community expenditure have t o be seen also 

i n r e l a t i o n t o the o b j e c t i v e of n a t i o n a l governments i n c o n t a i n i n g 

p u b l i c expenditure. The "own resources" a v a i l a b l e t o the Community 

are not l i m i t l e s s . There i s a s t r o n g case f o r the Community t o 

consider s t r i n g e n t l y the appropriateness of a l l i t s p o l i c i e s and t o 

r e d i s t r i b u t e e x j j e n d i t u r e . But t h i s would at best be a gradual process 
I  t could not meet the UK's need f o r an e a r l y a m e l i o r a t i o n of the 
net budgetary p o s i t i o n . 

The UK and the Community Budget 


41. The United Kingdom wishes t o p a r t i c i p a t e f u l l y i n the task of 

making the Community a success i n the 1980's. The i n e q u i t a b l e 

p o s i t i o n i n which the United Kingdom f i n d s i t s e l f on the budget i s 

an obstacle t o t h a t and i s indeed an unintended impediment t o the 

w e l l - b e i n g of the Community. The United Kingdom i s c o n f i d e n t t h a t 

t h i s s i t u a t i o n can be remedied i n the near f u t u r e w i t h the under­
'standing and c o o p e r a t i o n of i t s p a r t n e r s . 
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