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EEC BUDGET: FORMS OF PRESSURE
Note by Officials

1.  The attached papers deal with the possibilities of withholding
contributions to the Community budget or obstructing Commu.ity business
if what we are able to achieve at the next European Council is so

inadequate as to justify such a shift in our negotiating strategy.
25 The four papers are -

Annex A. a note by the Official Steering Committee on European
Questions on the action which could be taken to obstruct

Community business during 1980;

Annex B. a note by the Treasury on the practicabilities and implications
of withholding some or all of the United Kingdom's gross
contribution to the Commnity Budget;

Annex C. a note by the Foreign and Commonwealth Office on the
effects which withholding or obstruction might have on our
position within the Community and the prospects for a
successful outcome of the budget qegoti,af.ions.
Annex D. the advice of the Law Officers on the legal implications of
withholding in domestic law (Mr de Winton's letter of
17 January). h‘ﬂ:l'er uﬁ‘i’ée fﬁn"ﬂw Law O!:ticerl on the
implications i  circu!
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Ministers will accordingly want to choose the course of action which
seems most likely to be effective in bringing the negotiations to a speedy

and satisfactory conclusion.

4, It is not necessary and indeed may not be desirable for Ministers

to take final decisions at this stage about which course of action they
would if necessary take. It will make a good deal of difference whether
after the next European Council we are very close to, or very far from a
satisfactory solution; and whether we are isolated, in a minority, or in
a majority. We shall need to assess whether to lower our rights or
whether our aims can be best achieved by shock tactics, or by phasing in
the cost to the rest of the Community. In all this we shall need to

take account of the economic and political prospects in the Community and
the state of expectations and political opinion in the United Kingdom.
During the course of the next few weeks we may obtain fresh evidence about
the likely reactions within the Commmunity. But the Prime Minister will
wish at this stage to discuss with her colleagues the ranges of action we
would take or threaten to take if the meeting itself proves to be unsuccessful.
These papers primarily concern the period between the next European Council

and the one scheduled for June.

5. The paper on obstruction (Annex A) rejects the policy of the empty

chair and suggests that the choice lies between —
i. a policy of generalised obstruction

ii. a poliey of blocking all Council decisions involving major
increases in Commmnity expenditure which did not reduce our net
contribution

iii. selective obstruction directed at individual member states
or individual issues judged at the time to be susceptible
to pressure.

Course iii. would be the most appropriate if only one or two member states
were holding out against a solution acceptable to us and the majority of
the rest of the Council. This is not however a very likely prospect.
Course ii. would be the easier to defend and, although it might still
bring us into confliet with the European Parliament, would in practical




terms be only slightly less effective than i, provided that our Community
partners were willing to recognise our right to invoke the Luxembourg
compromise to block the decisions in question, None of them could be
pursued without difficulty for the United Kingdom, though the risks in

i. would obviously be greater than in the others. Even blocking the 1980/81
agricultural price fixing, which is probably the most significant issue we

would be able to block, would not be painless for the United Kingdom.

6. The paper on withholding (Annex B) suggests that the point at which to
act would be in stopping transfers from the EEC No 1 Account with the
Paymaster General to the Commission's account at the Bank of England, from
which transfers across the exchanges are made. The simplest course would

be to block all such transfers. We could announce our intention to with-
hold for "the time being" without specifying how much would be withheld or

how long the policy would continue, and we could relate our policy to the
circumstances in force at the time of the Council. At the same time we could
make it clear that in our.view the United Kingdom had a strong case for
reform under the terms of the Treaty. It would be possible thereafter to
release payments as a flexible response to any signs of movement towards

our budget target. A second possibility, favoured by the FCO, would be

to calculate the amounts due in such a way as to limit the amount withheld

to our VAT contribution. A third possibility would be to make no

remittances initially but to indicate at the outset that it would not be

our intention for the year as a whole to withhold a sum in excess of our

VAT tranche. On the Commission's now rather outdated figures, this is

likely to be about 1522 million EUA in 1980, compared with a net contribution
estimated at 1814 million EUA or 1552 million EUA, depending on the attribution

of MCAs.

7. The earlier advice of the Law Officers (in OD(79)35) made it clear

that it would be impossible for us to argue successfully before the

Furopean Court that we were entitled to withhold our contribution, and

that there was a real risk of the Court making, almost immediately, an order

for interim measures which might allow the Commission to withhold payments

due to us or require us to make, on a provisional basis, the very payments we

were claiming to withhold. It follows from this advice of the Law Officers
e Winw Lo \




that in the absence of prior domestic legislation (in practice, an
amendment of S.2 of the European Communities Act 1972, a decision to
withhold could thus involve Ministers in giving directions (which would
themselves be unlawful) to officials to act in breach of their legal duties
or in formally relieving officials of responsibility for acting illegally

and assuming that responsibility themselves.

8., The Law Officers have now advised (Annex D) that the risk of the
Commission or an individual instituting successful proceedings in the
United Kingdom courts is too significant to be disregarded. Unless it

was decided to run that risk, and legislate only in the event of such
proceedings, prior legislation would be required if withholding were to

be the chosen course. In the view of the Law Officers the inevitable
effect of such legislation would be to suspend to some extent the operation
of Section 2(1) of the European Commnities Act 1972 and thus to deny the
supremacy of Community law over domestic law. The advance introduction of
legislation along these lines would be an act of the highest political
significance. It would be seen at home and abroad as calling into question
the Government's commitment to the Community, and might well produce adverse
reactions among our partners of a totally different quality from those
aroused by the act of withholding itself. It would also be bound to reopen
in Parliament and in the country at large the debate about our membership of

the Community and the sovereignty of Parliament.

9. The question whether we have a case in Community law under Article 175
(which enables a member state to bring an action against the Council or the
Commission for failing to act, in infringement of the Treaty) has already
been raised and the Attorney General is reassessing the prospects on the
basis of a further paper by the Tfeasury. In brief, the argument would be
that the effect of the budgetary arrangements and the Community's policies
is to frustrate the achievement of the Community's objectives by making it
more difficult for the United Kingdom's ic perfor to converge
with that of the other member states and more difficult for the United
Kingdom to fulfil its own treaty obligations. This is certainly a case
that could in any case be deployed politically in support of either with-

holding or obstruction, whether or not we took the issue to the European Court

ourselves., But there is no doubt that, were we to take such a case to the
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Court (which would require us first to call on the Council to act within

the two months prescribed in Article 175) effective negotiation within the
Fommunity would be suspended until the Court had ruled and our negotiating

hand would be gravely weakened if we lost.

10. Annex C on the consequences of withholding or obstruction draws

attention to a range of possible reactions by the Commission or other

member states, It is clear that, if taken, these could sooner or later

create serious difficulties for us; see paragraph 10 of Annex C, The

FCO paper takes the view that, although there would be some scope for

delaying such action, it would be likely to follow if we were either to
obstruct or to continue withholding following a ruling of the European

Court against us. It concludes that a policy of obstruction — particularly if
limited to financial obstruction - would be more effective than withholding

in bringing about a budget settlement and would be less damaging to .our

general position in the Community.

1. It has not been possible to arrive at an agreed assessment either
about the risks of the two courses of action or about their effectiveness

in achieving the objective of a satisfactory settlement. This is hardly
surprising. We would be entering largely uncharted waters. The decision
of the French Government to defy the European Court judgement on sheepmeat
has undoubtedly created a new situation but there is no agreement on whether
it is a precedent which we could exploit to negotiate a settlement even
after an adverse ruling from the Court. Whether other Member States would
be more annoyed by obstruction than by withholding can only be a matter of
conjecture, when for obvious reasons we cannot ask them. The FCO paper
argues that withholding would be regarded by our partners as a much graver
affront from obstruction. Against the analysis in the FCO paper it can be
argued that the inherent strength of our case must have affected the climate
of opinion in Europe and hence that the reaction even to withholding would
not be so violent; that a policy of obstruction would be more annoying and
obtrusive than withholding; and that, since possession is nine-tenths of
the law, withholding our contribution could be more effective in bringing
about a final settlement as well as eafinq”thginﬂgvggyltraint at home.




12, The judgement of the Community's attitude is relevant to our

decision which method to choose and how to present it. If it were the

case that the rest of the Community would take less offence at straight
withholding than the disruption of Community business, then it would be
possible to deploy the argument with them that we were resorting to
temporary withholding in the hope of minimising the disruption inside the
Communi ty. If, on the other hand, the Community would consider withholding
to be the more heinous, then it would be more sensible to try the tactic of
obstruction first and hold the possibility of withholding in reserve. We
might in any case also find it difficult to limit our pressure to with-
holding and to claim to be co-operative in all other areas, if on their
merits we found it necessary during the same period, eg to block the CAP
price fixing or the 1980 Budgets.

13. As regards the internal political considerations, the crucial issue
in the light of the Law Officers advice would seem to be the point at which
it might be necessary to resort to domestic legislation to avoid the risk
of action in the United Kingdom courts, It would be highly embarrassing
for the Government to have to back down if, following a Government decision
that legislation affecting Section 2 of the European Communities Act would
be politically unwise, a United Kingdom court were to find against them in
an action resulting from withholding. There could be no guarantee that
such a situation would not arise before we reached a settlement; yet the
considerations set out in paragraph 8 above suggest that it would be even
more embarrassing if the Government felt obliged to legislate before
withholding., :

14,  On timing, we are publicly committed to a solution which is

effective as from 1980, although the Prime Minister has noted that

the United Kingdom's financial year 1980/81 runs into the Community's

budget year 1981. Both the papers on withholding and obstruction effectively
assume that, in the first instance, we are dealing with the period between

the next Furopean Council and the one scheduled for June. Ministers will
need to judge the effect on domestic political opinion and attitudes towards
the Commnity of shock tactics on the one hand and a long drawn out argument
on the other. Different considerations might in any case apply,




particularly in the agricultural field, if cbstruction were to be

continued beyond June; for example, if we were to block a decision to

extend the sugar quotas after they expire on 30 June the result would be

that France would gain and we would lose. These considerations would need

to be examined in detail, once Ministers had taken a decision between with-

holding and obstruction.

15,

The conclusions which emerge from ihese papers are -

i. Withholding would have the great merit of enabling us

to reduce our net contribution to Vthe budget ourselves. But it
would be illegal. It could also have politically serious
implications if we were obliged to amend the European Communities
Act, either in advance or as a result of developments, as a pro-
tection against or a response to action in the United Kingdom

courts.

ii. A campaign of obstruction as described in these papers would
be legal and might be capable of more flexible appli:cltion than
withholding, but its effectiveness wnﬂ.&«i!pemi @tﬁm willingness
of other member states to mﬁ;@eh dﬁiﬁmﬁn@ the Luxembourg
compromise to block in Miﬂlﬁ! . m&m%mw :

Budgets and the CAPpni
Gy WA ARD

iii. Both courses of .e




v. If it is decided to obstruct, the best course would probably
be to block all proposals for major new Community expenditure which

did not improve our budget position.

We are not able to offer an agreed assessment as to how quickly

or vigorously the rest of the Community would react to a decision by HMG

to withhold or to obstruct (and therefore how damaging that would be to

our long-term position within the Community); nor whether withholding

would be more or less likely than a policy of obstruction to shift the

negotiating position of our Commnity partners in our favour.

The questions remaining for consideration in the light of the

assessments in these papers and the advice of the Attorney General are

therefore -

i. Which course of action is more likely to be effective in bringing
about a satisfactory negotiated settlement of our net contribution

problem? -

ii. If withholding is thought to be the more effective, do its
merits in this respect, plus the fact that it would give us cortrol
over our own contributions (ie enable us to keep the money), outweigh
the political and legal consequences that it would entail both at

home and in the Community?

iii, If these political and legal consequences tilt the balance
against withholding, should contingency planning continue on the

basis that obstruction of expenditure decisions which do not

improve our Budget position should be tried first and that withholding
should be kept in reserve?

Cabinet Office
22 January 1980
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FOLLO¥ UP TO DUELIN EUROPEAN COUNCIL CONTINGENCY PLANNING
OBSTRUCTION WITHIN THE COMMUIIITY

Note by Officials

PURPOSE OF THIS PAPER

1. This paper suggests how, in the event that the next European Council
fails to solve the Budget problem and in the event of a Ministerial decision
so to do, we could obstruct Commnity business in a wey which would hurt or
inconvenience other Member States more than ourselves. The aim would be to
bring home the gravity of the problem and the strength of our resolve, and to
put effective pressure on other lMember States to agree to a satisfactory
solution on the Budget. The paper assumes that the period of obstruction
would begin at the end of February 1980.

HOW VE VOULD OBSTRUCT

2. The power of a single Member State to block is extensive but not absolute.
There is no difficulty in blocking Commmity adoption of insiruments which
require unanimity. It is usually possible also to uock progress on instruments
which can under the Treaties be adopted by a qua.liﬁed majority vote. In the
last resort, if other lember States are determined to take a decision and to
apply a voting procedure, we can invoke the Luxm'bmiz Conproniu (essentially
en agreement to disagree) in orﬁd% 4‘0'?’, “-é ‘hhb tthng of' a vote, It is not
certain vhat would happen if o ’mn_e}-’gme sﬂe@iﬂ 4o use the Compromise
repeatedly in order to br:lng iar’ﬁm of Co y iv}ty to a stand-still.

The Compromise has -nedét&?j 3 '. L . ¢ other llember

States and the Commiss: _ -r : The
French have hitherto 7 upheld the princ 2 vote camnot be taken
if one lember Sta: ~ national
interest is a‘é‘i’t -

to protect na s
on another (the budget), or : (£c le) the contimued
operation of t?g practi e of the
formila, Tt sho -
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3. The Annex to this paper summarises and analyses the main Community
business likely to ccme up for decision in the period ilarch to August 1980,
inile obstruction on some of these issues would cause real proolems for other
Hember States, and there are some where retaliatory action by others would
cause real problems for us, there is a number of subjects on which our
obstruction, at least for a period of a few months, would cause real damage
to neither the UK nor other llember States: but would irritate and delay
Community business. The effect would be cumulative. The sense of frustration
and the need to find ways round each new obstacle would create and deepen a
real feeling of crisis within the Community without actually bringing it to 2
: halt,

4. The analysis shows where there could be a budgetary cost to the UK if we agreed
to the proposals coming up for decision in the period, and it seeks to identify
those proposals wnich would increase our budgetary deficit, as candidates for
obstruction.

eduissdim OPTIONS vigmeixe i X%

B R e i b M o béaube

. There are uunti.a.ll thre tions:
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(a) need 1o avoid damage to ourselves or the Commmnity as a whole
on a scale such as to prejudice solution of the budget problem

and the resumption of full co—operation;

(v) desirability of achieving some flexibility of response, to take
account of the developing situation;

(c) possibility of escelation of obstruction.

7. As regards general oﬁstmction, we could in theory imitate the policy

of the empty chair which the French adopted between July 1965 and January 1963.
3ut this is not an attractive option and the Prime lMinister has already come
out against it in Parliament, General obstruction therefore means oursuing
legel and procedural devices to secure delay as a deliberate act of policy

on all Community business., A variant of this is obstruction on 21l matters
other than those where there was a clear UK interest. The practical effect
would however be the same as general obstruction. Other cowntries would not
let us have the decision which suited us if we were being generally obstructive.
A policy of general obstruction, slowing dnln or even pa.ra.lysing a2 large number
of activities could do a great du.l of da.mge to tho Commity, and other
Member States would be inmuingly disuwud by the effectl. These options
would risk producing early and vlgorcu r-mu-uun. Hc would have to depend
on the effects of our actions sufficiently da to reduce the other

L inEY, giated intaption
states to submission in a ro?f’ ﬂv’h almrtati;c prospoe'ts for this are
get oomid Srate onr detemminetio

not good.
~e guneiforing; bt effective sotion woul:l

8. Option 5(b) (blockins 2n additional net
budzetary contrib ion

Our public pos » \‘#
budget solutianywﬁﬁ
in our net 1
and the 1980 I!&
no wish to dis:



9. Option 5(c), limited obstruction on soecific orooosals where other
Member States' interests.would clearly be hurt, would put pressure on
individual lember Staies,possibly those who had been least helpful on the
budget. It would not hold up Community business as a whole.

10, The degree to which these policies would be likely to attract retaliation
is an important consideration. It is discussed in a separate paper.
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A. INDIVIDUAL MEASURES WHICH COULD EE BLOCKED: BUDGET AND CAP

1. The two most important activities which could be blocked are the Community
Budget itself and CAP price increases, The third area is the whole range of
other current Commmnity business.

(a) The Commnity Budget
With the European Parliament's rejection of the 1980 Budget there
could now be opportunities to block or delay agreement. Our partners,
other than perhaps the Italians, are likely to want early adoption
since the Commission will probably not be able to meet its commitments
on CAP spending, at least after April., This mey be a useful point
of pressure; it is now clear the new 1980 Budge;t will not be established
until after the next European Council, On the 1981 Budget it would
be theoretically possible (provided our resort to the Luxembourg
Compromise was accepted) to veto all of it or substantial parts of
it. Vetoing provisions on the milk sector for example could well
attract Italian and Parliamentary support. This might be more
effective than blocking the Budget as a whole since, if the Council
were ready to ostl.bligl;,,ﬂ; Mm without "lnmntzy for the milk
sector, it would not lqulgto;w wmmﬁh’ regime".
But decisions on the 1981 wm the Member States
wtil July at tlp _g,sﬁ:l sagpmunmvmon all or parts
of the 1981 Budget wwmmﬁa within the
periodwe n; ) fecti action would fall outside

;w-

(v)
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(i1) the Italians support us in preventing 2 qualified
majority for any increase in any of the major products;
OF,

(1ii) we successfully invoke the Luxembourg Compromise to block
agreement even though the Commission and all other
Member States are united against us. It should be
remembered that the text of the Luxembourg Compromise
specifically provides that common prices for milk, beef
and veal, rice, sugar, olive oil and oil seeds shall be

adopted by tet Alsu ful blockage would
o i have the same effect as a freeze ie. current prices would
continue.

There is little doubt that blocking action on CAP prices will cause
FE> - bitterness and there is a grave danger that other United Kingdom
- ‘interests, particularly in agriculture, will suffer. The most
- . difficult prooblem will be to secure access for New Zealand butter
- after 1980; it will be very hard to get this issue settled before the
Lomel o5t % M Failure to obtain a satisfactory settlement will be
b wld < ging to the New Zealand economy and failure is very likely
b on a price freeze. (We might want a green pound devaluation
‘less likely in 1980.) As long as we refuse to agree to
e will be greater difficulty in obtaining
ore than a price freeze will be needed to
» But the Commission's proposals for
unsatisfactory for United Kingdom
basis of CAP reform must be 2 sustained
s also the most powerful lever we
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(c) CAP Proecrammes

We could also block progress on any new CAP programmes likely to

be under discussion, These are: sheepmeat, potatoes, alcohol,
structure. Sheepmeat and alcohol could give us a net resource

benefit. But we will get no net financial benefit from st ructures
(budget contributions circa £65m over five years) and we have other
reservations about alcohol (despite a resource gain, £m per annum).
Negotiations on the potato regime are at too early a stage to determine
whether a regime of benefit to the UK can be achieved, but we have

lost the ability to control imports of main crop potatoes.

(d) The routine operation of the CAP involves a large number of routine
decisions which are made by the Commission on the advice of the
Management Committees. We need the good will of the Commission
and Member States on these decisions to prevent damage to our
agricultural industry. We need to maintain a reascnably amicable
day-to-day relationship on the detailed working of the CAP,

B. MISCELLANEZOUS MEASURES WHICH THE UK COULD CBSTRUCT

2, This section of the paper summarises areas of Commmity business where
decisions are expected in the period after March 15960 ‘and where obstruction by
the UK seems feasible, The items at the top of the list tppoir to be better
candidates for UK obstruction than those at the bottom.

t %o weivey it oo fagzdede oels

(2) Implementation of Three W : i v &

I m faiocd ad?

!unld be done

{ % ‘Likely to
ng up to next
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(e)

(a)
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Research Council

There will probably be a Research Council on 12 May 1980,

will resume discussion of the Joint Research Centre and the Fusion

Programme, both of which were blocked largely through French intransigence
at the 20 December Research Council. Other Member States are on the

whole keener on these projects than the UK. Blocking them would

cause us no real damage. The Italians would be the most affected

and would resent UK obstruction. We have a stirong interest in

continuance of the JET programme,

Social Affairs

There will probably be a Social Affairs Council on 3 June. 3Belzium
and other Member States will probably continue to want extended
Commnity measures on work-—sharing and to alleviate unemployment.

We are not convinced that such measures will make a practical difference
to unemployment problems and our interests would not therefore be
damaged if no progress were made on them. Though clearly our opposition
would not seem clearly to arise from the budgetary issue. The
Italians are likely to revive the illegal immigration directive
(which makes employment of illegal immigrants a criminal offence):
this is strongly opposed by the UK and delay would be welcome. The
Council could also consider health and safety measures, the UK
supports this programme but no damage would come from delay. We
could also obstruct on the review of family benefit principles
requested by the Germans. This could backfire on the extension of
the Social security regulations to the self-and non-employed, which
is a UK initiative, Taking an obstructive line at this stage could
undo some of the progress made towards consensus on the proposals.
More generally obstruction in the social area will lay us open to
retaliation by the Commission through management of the Social Fund.
There are no assured national quotas and the Commission will be able,
within the rules, to give preference if it wishes to applications
from other Member States over our own. They could also make
difficulties by delaying payments when they are due,

CONFIDENTIAL
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(e) Eurovean Court Steff

Wle could go on blocking the increase in the number of Advocates—
General, This would offend all but the French. It would adversely
affect our standing with the Court and cause delays in litigation.
"/Je could also obstruct an increase in the number of Judges. This
would please most other Member States, particularly if blame could
be put on us.

(£) Commmity Staff Pay
Decisions will be required in June 1980 for the interim pey awards
expected by Council regulation with effect from 1 January 1980 and
mey provide some scope for UK blocking, But the Council acts on
qualified majority and pay is non-obligetory expenditure.

(g) Qbstructing Selection of 2 successor fo lir Jenkins as President
of the Commission
Unanimity will be required by the nine Governmenis for the appointment
of Mr Jenkins' successor., Discussions on this are likely to start
in mid-1980. Denmark and the Netherlands are likely to be among the
countries hoping to nominate one of their nationals as his successor.
If we blocked disucussions there could be increasing concern from
about May 1980, particularly on the part of Governments who went their
nominee accepted. *.IM‘!? O ekt ‘""!i?ﬂ"’f‘j"d‘:ﬁt' ¥
oL P R B T I S I e 1M B A NeE e
(b) Consumer Policlesm™piff.o% @9 ol SUslms ey e sia. +1 100
co %qa:ﬁs,' have
rolomﬂ.aﬁ on 1 0 be foéaﬂve
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and UK on air services, Lack of progress on shipping issues would
have little effect. If we adopt 2 policy of selective obstructi
on these Councils the UX would suffer some damage. Most proposals

offer the prospect of some UK benefit. Delay on air services could
seriously damage the longer term UK interest. A suitable Regulation

on Transport Infrastructure could possibly provide a net ben

+t
to the UK but progress on it is in any case unlikely to be rapid,
given our own reservations and those of other Member States.

Since we have an interest in the longer term progress of Commmnity
decisions on transport this is not an attractive field for obstruction

and it offers little scope for inflicting damage on other liember States.

Caseous emissions from vehicles could be ripe for decision a2t 2
Council in May or June. !e are under considerable pressure to agree
out have no particular interest in doing so, so this would be 2
suitable proposal to block.

(j) =nvironment

An Environment Council is planned for the end of May. Issues which
the Italians hope to have ripe for decision include major industrial
hazards ("Seveso"), and the directive on discharges of mercury and
'drins into water. On balance other liember States are likely to
attach greater importance to reaching 2 decision than the UK, so
there is prima facie scope for delaying tactics and UK interests
would not be dameged by a few months delay on any of the issues,

The Italians would also like to make progress on lead in air and

on Environmental Impact Assessment, but they know that we have
reservations on both these items that meke decisions by lay wunlikely.

The Commission's proposal for a2 ban on the import of primary whale
products (on which it is hoped to reach agreement before May) could
be imperiled, In view of the UX initiative on this at the December
Council it would be difficult for us to obstruct progress.,

The Ttalians would 2lso like to hold an informal Council in late
March, mainly to discuss EEC coordination on environmental issues

" in OECD, ECE, etc. He are not yet convificed of the need for such a
meeting and UK interests would not be affected if it were not held.
Arrangements are to be finalised at a Working Group meeting on
24/25 January. .



(k)

(1)
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Znlargement

Wie could put a brake on the enlargement negotiations with Pertugzl
and Spain, But this, far from bringing pressure on our Community
partners, would probably be welcome to France, and perhaps also
Italy, while likely to cause considerable problems in our bilateral
relations with Portugal and Spain., Pre-accession aid to Portugal is,
meanwhile, an issue where blocking could save us money.

External Relations

At the Foreign Affairs Councils on 10/11 March, 1 April, 5/6 Mey anc
16/17 June there are likely to be several items under discussicn on
the external side, eg ZEC agreements with Yugoslavia, Romenia, Cyprus,
Turkey and India. We have worked hard for progress cn, for example,
Cyprus. Zxperience shows that UX bilateral interests in each of the
third countries concerned would suffer since their governments often
attach great importance to the successful conclusion of <heir
negotiations with the Commmnity. Froposals for new Community spending
on 2id to such countries, which would affect the size of the budget,
will be made early in 1980, The Mediterranean financial protocols
expire over a period from Octobu' 1981, and the Commission's ideas

for successor arrangements will probably be expensive (Malta has
already asked for 68 ma new ua). We shall have to react to these
fairly early, dthm@ decisions will nog be taken at the earliesi
till the second half of the year. Other mr States will have
(differing) interests in mmmnwm
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Energy Councils are provisiocnally arranged for 19 February and

24 June. Energy is a field in which we are very vulnerable to
retaliation by the Commission against UK interests (notably on

North Seal oil landing requirements etc., ), if we adopt a policy of
obstruction in the Commnity and challenges would be 1ega. istic and
could bring Buropean Court judgements against existing practices,

Of measures likely to come up for decision after February 1980, few
would be blocked without causing equal or greater harm to the

It does not prima facie therefore seem a good candidate for inclusion
in a programme of partial blocking., e have already made
we would only support an extension of the present cok
unchanged. We are already blocking 2 Community Eydrocarbon Zxploration
Scheme, which particularly upsets the Irish. e are going slow on a
Commmity regulation on the siting of power stations on which there

is a French general reserve which we could join, We could dlock new
tranches of expenditure on energy conservation and aliermative energy

demenstration projects, but this could be inconsistent ith th

aim of reducing dependence cn oil which we share with other Community
and IEA countries., It would suit us to block the proposed register
of oil products imports: but this would involve difficulties in the

IEA as well as the Comminity and we would provably be isolated in both
organisations,

Fisheries

Fish is another area in which we could expect retaliation by the
Commission if we obstructed Commmnity policies, 3Broadly we are seeking
concessions from other Member States in our efforts to achzeve a2 CIP
wnich is fairer to Britain than present arrangements or n-ouosals.
There will be plenty of scope for obstruction at Fisheries Councils in
the period (provisionally plammed for 29 January, 3 March and 16 June).
Barly in the year there will also be Council discussions on reciprocal
fishing arrangements with Third Countries. ‘e may wish to reserv

on some of these on their intrinsic merits. But our position on the
individual aspects of the CFP, including the externmal agreements is
part of our negotiating strategy on the CFP as a package, on which it
is in our interest <o secure progress. Adding an element of ovstruction
for budget reasons would almost certainly act against that interest.

8
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(o) Insurence

We could block work on insurance harmonisation., This would annoy
others, but damage our own interests (ihrough delay of services
directive). Work on the EEC/Swiss 2greement could be delayed without
damaging UK interests, but this would have 1ittle impact on other
Member States either.

(p) Industrial and Regional

Proposals for the use of the non=quota section of the ERDF are
currently under discussion. We are seeking a substantial increase

in the share proposed for the UK (26.5% of 220 mEUA over 5 years).

To block the proposals would damage the French but, in the a2bsence

of agreement to increase our share, we would benefit marginally if

the sums involved were transferred to the quota section where we get
27.03%, 3But blockage would have undesirable political repercussions
vis-a~vis the Irish, in so far as it could affect a cross—border
tourism project, due to be financed from the non=quota section.
Political friction of this sort would be undesirable during present
discussions on the political future of Northern Ireland. The Fund
Regulation should be reviewed before 1981; if blocked the Regulation
continues in its present form. The Comuncil should make provisiom for
Greece after her Accession to be aided through the Fund. To block that
would mean our existing share would be ll.fogurdcdhrt we could expect
retaliation and perhaps a reduced total ll"und ‘appropriation which would
harm us. The Regulation on Industries in crisis failed io 2chieve
agreement. New propollll are expected in 1980 and we should receive
a net benefit. The %ﬁm&. are not yet kmown

and would depend o




(q) Soierenburz Report
The main proposals affecting the Commission, the few which will have
to be discussed and decided in the Council particularly on the number
of Commissioners, will be subsumed in dzscusaxon of the Three 'ise
Men's Report (see (2) above).

(r) The Unforeseen

~ Other matters will come up- in this period we are considering, often
- problems over which other lMembers will need our co-operation, Scme
- of these may provide targets of opportunity in 2 very selective
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il CORTRIBUTICR: VI1THNOLDING

(¥iote by 1 Treasnry)

7S In hev ctatement to the House on % Decemper 1979, ike Prime
linister made clear that if there was no progress at the next
Eurcpean Covncil on the issue of the UK net contritution to the
budget:, one possible course, wnich had no* so. far been seriously
concidered, would be to witlinold contribvtions.

2y This would be the only way in Which"tljé. Government could secure
the reduction in the Public Sector Borrowing Requirement (PSBR)
towards which our campaigﬁ on the budget is directed, in spite of
the rcsistance of our main EC partners. It could also cortribute
towards eventually bringing about a sat:.sfactory settlement of the

;
i
|
]
i

issue.

Mechanics

5
Jevies and VAT (the three ‘compo i
resources") are coilected in ﬁe"ﬁxq@ﬁ& ‘t%’rané@i&féﬂ to tbe Gommun*t;
411 but a small part of ‘the ‘the C
financed out of these ‘sums j a
substsntial part of them
renitted out of the UK to fine e : rece mHe] & i
stetes. The four sta@?m B S T Y
T ovoD Sk 3 2 - R
i “establisiﬁx?&
vestablishuent”.
to the payer, 2
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the case of the Commu..iy's V

first working day of each month which represent

estimate made by the Commission at the beginning C
on the basis of the Community budget for that year.
adjustment is made after the end of the year. Failure <o

make these transfers on the due dates attracis an interest
penalty which is at present 17%, increased in respect of the
whole period by %% for each month's delay. From this EEC
Account, the Commission makes payments in sterling within

the UK (eg payments under the Reglonal Fund and payments to finance

purchases into intervention from UK farmers),

iv. at intérvals tlie Commission irstruct the Treasury to make
transfers from. the EEC Account with the Paymaster General to
their account with the Bank of England. It is from that Bank

of England account that the Commission make remittances overseas.

4. “If we are to resort to withholding, there seem to be overwhelming
advantases in achieving it by stopplng transfers from the EEC Account
with the Psymaster General to the account at the Bank of England (th:
first part of stage iv above). A stop on establishment could oaly
apply to customs duties and agriculfural levies, not to VAT. Even so,
this would be a very drastic course: a dismantling of the external

tariff of the Community. It would look like a permanent breach with the

Communlty. + It would also stop the flow of duties and levis into
the EEC Account with the Paymaster General which is used to pay
our own farmers and other EEC beneficiaries. The Governmert would
have to make good part or all of that to them out of -public
expenditure, unless statutory rights were set aside. Moreover the
normal worklng of customs staff would be dlsrupted. :

S5: Stopping payﬁents of dnties and levies once "estéblished"
into the EEC Account with the Paymaster General would attract the
interest rate penalty. It would not of itself immediately stop

the flow of money overseas, to the extent that balances remained in
the EEC Account. And it would endanger the flow of funds to our
own EEC beneficiaries. =~

|
|
|




i hnterfcring with flowstiont: vfsthesESC . Lecount at the

mland would so be unattractive: | The Bank might well fear the
orecedent of interference with a customer account. Use of the
2Uutory power of direction to the Bank to block this Account would
appear to be ultra vires the mower of direction.
s The Treasury is requirzsd by Community regulation to comply "as
soon as possibie" with instructions to transfer money from the EEC
Account with the Paymaster General to the EEC Account at the Bank of
England. There is no prescribed interest rate penalty for delay,
though the European Court might award such ‘a penalty if it were sought.-
By stopping transfers at that point we would effectively ston trans-
fers abroad; we would leave untouched the bulk of the funds out of

which UK bepeficiaries are paid. Provided normal arrangements con-—
tinued to apply, we would ourselves retain the use of the money,
since the whole balance of the EEC Account with the Paymaster General
is re-lent without interest charge to the UK Government. And any k
problem of "unscrambling" 1f a settleme.® is reached is kept to 2

minimum.

Scale and Snope or W1thhold;ﬁg n

B &8 : i ¢ K
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8. This would need to be dqqaéed

ii. To withhold up
tribution §9r‘_,'

iidepedihels




exporter pays basis, it might be

+he extent required to reduce our net contribution to nil (e

pays basis) in a full year. This can most siwmply be achiev

J

stopping a1l rcmittances out of the UK, as sug

gicsted above.

this would not be sufficient to achieve a il ncC contrib

a ucion 1n

1980 if the action did not start before March of that year.

10. Our action need not necessarily be related to a period of one
full year, or any other precise period. If in the search for the
"genuine compromise" to w.l.ch the Prime Mihistcr has referrcd, we
were to modify our overall demand, it would still be consistent with
that to bleock all remittances leaving the UK. In taking this action,
Ministers could say that they were confident:an early settlement
would be reached; but if it were not, our intention would be,
scme months, to adjust the amounts withheld so that (if the pro
continued that long) in a full year we would not withhold more
than the amount recuired to reduce our net contribution to our latest
declared objective.

after
ce

ess

11; It has been'suggesfed that our partners might find it less
offensive if we were to withhold only the VAT tranche and not the

. duties and levies which are "own resources" par excellence.

This distinction is made, for example, in the existing Financial
Mechanism. But a simply withholding of the VAT tranche month by
month would not by itself block all remittances out of the UK, since
the VAT tranche is an equal amount each month fixed at the beginning

of the year, and requests for remittances are often greater than this
in any particular month.

12. It would ‘e p0551ble for Mlnlsters to say that if the with-

holding had to g0 on for as ‘much as a full year, it would.be our

intention that ‘it would not exceed ‘the total VAT tranche for that
'year. This would be likely o@er a ' full year'to result in withholding

" somewhat lese than our full net contributiva, but several months would
pass before our withholdings egualled our total VAT tranche for a

: year. On the other hand, Ministers may consider it undesirable
appear implicitly to reinforce the Commission dcctrine that the duvies

and levies are a more sacrosanct form of "own resources" than the

VAT tranche. .

To
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anatutony
1% Senrs vithliolding can be started by linisters ot any time by in-
structing the Treasury to ignore Commission instructions to transier
sums from their Account with the Paymaster General to their Account
at the Bank of England. These instructions are received at irregular
intervals, but on average about once a month. So the process could
be started on receipt of the first Commission instruction following
the rext European Council.

4. The Government's public posture would be that our action in
withholding.pending a settlement of our problem was justified because
the situation is fundamentally inequitable and inconsistent with the
Treaty of Rome (see paragraph 31 below).

Reaction of the Commission and other llember States

158 Faced with a potential crisis in the Community, the Commission
is likely to try to work for a negotiated settlement arnd to avcid
actions which could lead to the UK being driven to withdraw from the
Community. But the Commission will need to take the minimum action
required to keep the Community'going financially (see paragraphs

16-22 below). It would also be open to the Comwission to take
proceedings against the UK in the Europeagiﬂbhrt anc tbey might come
under pressure to do so (but see paragraph/below). Proceedings against
the Uk might also be taken by another Member State, though the positicn
of the French, who wouldﬁbeﬂmﬁﬁtﬂﬁﬁkbinﬂ#o{ﬁhﬁﬁiﬁz@ these terms, would
be mterestms,(see mm m%&%um posmo@

16 geiihe Gom@%ﬁ@@@@>
expenditure (though
purpcses). Nor,

within the g

their bankx@.;.”

Account
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all the budget stages including consultation with the Parliament(
Since qualified majority voting would apply, the UK would have

to rely on the "Luvembourg compromise" to block the Commission's
proposals. It is not certain that the compromise could be success-
fully invoked 1a the Budget context, expecially in these circumstances.
However, if a reduction were agreed, the revenue sidc of the Budget
would also have to be adjusted at the same time and there would be 2
consequential reduction in the VAT tranches of member states, including
the UK. So the Commission would still be left with a financing gap.

18. liowever, there are a number of other measures the Community
could take to deal with the financial shortfall created by the
withholding of remittances by the UK:-

ds The Commission maintains balances in its Acccunt in each
of the other member states, on which it could draw. These
balances fluctuate sharply and it is difficult to estimate how
- long it would be before they were exhausted. Our best guess is
that the balances could amount to at least 1 billion eua at
- the beginning of 1980. Our best guess is that, even without
. any other action by the Commission to meet the situation (see
~ below) they would enable the Community to continue to finance
~ budgeted ; in full for up to 8 months before serious

ssion would probably not rely wholly
at an early stage begin to take .
for example, engineer an underspend

n reducing the budget itself) by
ed recipients. This might increase
"get by" but could not be

ight propose a supplementary
s would be to raise
‘including the UK. We would
ommunity, but the higner



VAT payments of the other member states would be available
towards financing the original level of budgeted expenditure
(though there would be a shortfall compared with the sup-
pPlewentary budget). There would appear to be room for such
a device within the 1% VAT ceiling for 1980 (though probably
not for subsequent years). It would require the voluntary
cooperation of other memher states and the Parliament, which
might be difficult to obtain, though it would no doubt be
presented to them as a temporary measure. Since qualified
majority voting would apply, the UK could only prevent it if
the Luxembourg compromise could be successfully invoked.

19. The Commission- could be expected to propose some combination
of these measures to overcome the financial problem caused¢ by loss
of the British net contribution. They might not be wholly successiul,
and they would need in some cases to get the support of other member
states and the Parliament, which might be a problem. Eut it would be
difficult to stop them being sufficiently successful to extend

. the period cduring which the rest of the Community could "get ty"

. financially to up “to a yearss

iy

20. The rejection by the thliaﬁént‘of'¥%e 1980 budget will also

affect the position. The pro%lsléns fbr-cdﬁ%tra:nzﬁg the Community's
expenditure and revenu ina Ei%ustigdswheihﬁ%ﬁere*1s no legally
adopted budget will hﬁ#&?ﬁﬂ? %e‘lr’effq.g &Jf‘ﬁ?@rﬂiﬁg the balances
available to the Co i by > n 65 : =‘ﬁ’hoﬁfh (about

budget can be adop
closed to the C
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very fact that the rest of the.Comm

financial pressure might make it.less likely
would be taken against us, and more likely that

return to the ncgotiating table. Ministers could
reasonably maintain that our action was not designed to p
under duress, but rather to enable further negotiations to take
piace within an appropriate timetable to achieve a satisi 0
settlement. In the meaniime, the objective of reducing the PSBER
would have been achieved (see paragraph 25).

Payments to UK Beneficiaries

223 i the Coﬁmission.could not make ends meet by the above methods
(and possibly only if, but this is uncertain) they might consider stop-
ping payments to UK beneficiaries. Financially, this would not
significantly help their problem,

since the bulk of these payments are financed out of their Account

" with the Paymaster General in the UK. (They might nevertheless

take such actlon, which could cause certain domestic problems for

us - see;%ef%w) _There are. certaln mlnor payments to UK beneficiaries )
whlch are not flnonced ‘out’ of the Account with the Paymaster General,

and they mlght try to_cut *hese off (howevur, these are mainly in

respect of seryices‘renderedﬁto the Commission, and contractual
- difficulties cogld_arise):iﬁBqt in-general cutting off payments to
UK beneficiaries would 'not help the Commission's financial dif-
ficulties 1f we contlnued to 1gnore all requests to remit money out
of the UK 1

Other Retaiiatéry Action? bl ,' gits SV

25. Our partners mlght comblne to ensure that uo-dec151ons
advantageous to _the UK were taken by the Council of Ministers. 1In
the ultlmate, they cculd seek effectively to exclude the UK from
the Communzty declslon-maklng process by reaching "gentleman's
agreements" on 1ssues outs:Lde the formal CO\l!.\Cll procedure. There
-are. precedents for such agreements. 3 3

24, it s unllkely that the Commlss1os or our partners would want
to go to the extreme lez; ;hs of trylng to raise the Common External

"7




SECRET

Tariff againct the U e

£ UK, or of taking steps to restrict Uk imports

3 = ph b A .
~' into the Community. Such steps would clearly be contrary to the
Ireaty of home and would amount to an attempt to force the UK out

of the Community.

Effects of loss of Commission Co-opberation

2o More time is needed to assess the administrative .problems

that could arise, and the cost involved. It is unlikely, at least

in the early stages, that the Commission would tzke action which,
pressed to the ultimate, could result in the UK for practical pur-
poses ceasing to function as an effective member state of the
Community. However, after seven yearé of operating as an integrzsl
part of the Brussels machinery, there could be admiristrative dif-
ficulties in taking over the calculation of payments due under
Community instruments in the UK ourselves. There could, for example,
be significant difficulties in running an agricultural price support
policy ourselves if the Commission cut off the daily flow of infcr-
zation from Brussels, and any errors made in payments becausc c¢f these
difficulties could lead to the expenditure being regarded by Community
auditors as ineligible for Community financing. This could involve
the Exchequer in financial losses if the final settlement was mzde

on the basis that payments we had mgae durlng this period were to be
regarded as Community paymenrs sﬁ?dect to Commun*tx aud*t..ﬁ

.b--- 0 {3 O8N ﬁiamc.ha )_ﬂliﬂ ."i.

cpe d1 ,ﬁm )1 ca"ons‘dff

PSBR and Government

charge. Paymen
they are made |

27. If the O
ing to send
with the Paymast
step in to f ; t T :
farm pricesi: ) statutory
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reduced by the amourt of the net contribution to the EEC budget /,{
the UK would otkherwise have made. However, the Government could come
under pressure also to make good those payments to UK beneficiaries
which are not made out of the Account with the Paymaster General (see
paragraph 22 avove) if the Commission cut them off. If this were

done, these payments would add to the FSER.

© 29. The Government expenditure position is that contributions to
the European budget are "scored" as Government expenditure when they
are paid from the Consolidated Fund into the Commission's Account
with the Paymaster General. So if in addition to these payments
the Government had to make payments to British beneficiaries,
Government expenditure would technically be increased, although the
balance in the Commission's Account would at the same time rise. It
would be necessary to explain this in any Public Expenditure White

- Paper or other public presentation of Government expenditure figures.

The Legal Position

n effect, that Ministers should be
e 7
any further judgments the
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1o 1Nl v, .. £ 3 S
Our public Posture would be that our scticm in witilicléing

vending a settlement of our problem was justified because in our
view lhe institutions of the Commurity had failed in a cuty to
redress o situation inconsisteant with cerbain basic plOVl‘luno of
the Trcaty. We could also use such arguments in any proceeclngs
before the European Court ( a detailed p:>2sentation of this line

of argument is being worked up separately). The Attorney General
hes expressed~the firm view that we stand no chance of the European
Court accepting that the budgetary provisions are no longer binding
in the United Kingdom and that the United Kingdom can therefore
legitimately withhold all or part of the ‘contributions required.
Wor is there any possibility of advancing an argument in law that
the relevant sums are our . money which we are entitled to retain
until the Community establishes its entitlement to them.

55 There is a separate gquestion whether the UK should itself
initiate an action in the Court against thc European institutiocns

(the Council and/or the Commission), under Article 175 of the Treaty

on the grounds that they have 1nIr1nged the Treavy by alloving the
‘budgetaly arrangements to develop in 2 manner 1ncon51stenu witn 1its
basic provisions. In such ‘an action we would clalm that the

Community institutions are under a duty to amend the financial
arrangements in recognltlon of thl§*iﬁbbh$istencyz ‘The Attorney
General's nrov1s1onal view 1’ thnt'quﬁﬁ én‘gciion~wduld be likely

to fall, although he w111 be studying the more detailed presentatlon o
our basic case now being prepare@“ﬁaﬁéﬁeﬁe&éﬁﬁi@,@-fiﬁéi view.

Even if “it i‘alled, such an ﬁeﬁﬁgﬁ’@mm)am ﬁétﬁerm

for deploying our case, .alt! oul 5 ]

in withholding contrzbutlog§w
other hand, if audgment went
selves initiated, @ﬂi!. :
It would be more di
Court ruling agair
had previously been
Judgment AL NN,




Cozrupicies Act 1972 in sol far as it bites
o

of the

withholding of contributions by the

the legality of the Government's action could be t

sted in

courts, and the Attorney General has alrcady advised that it is

chat

unaccepvavle to contemplate putting ourselves in the position of
n

refusing to implement a judgment given by a UK court.

35. Such an action cculd arise in a number of ways:
or an aggrieved trader of another member state
i) The Commission/riight take action in a UK. court to enforce
a judgment obtained in the European Court. In thé case of
the Coumission, at least, such action may be unlikely. They
might fear®that it would provoke the Government into natiomnal
legislation.

ii) Even if the Government makes good the shortfall of Community
funds to UK beneficiaries, there might well be individuals who,
relying on directly enforeceable Community rights in various
circumstances, sought to enforce them in our courts or sought
a declaration as to the legality of the Government's actions.

36. In certain of such actions the plaintiff (including the
Commission) would be relying on Community rights directly applicable in
the UK by virtue of section 2(1). of the 1972 Act.

27. . Possibly other sections of the Act might also need amendment.
However such amendments (including amendments to section 2(4)) would
amount to a violation of a basic element of the Treaties and a
negation of the supremacy of Community law. ) ;

582 The risks of such'aptiop'béing taken are .presently being assessed
by the Attorbey Genéral, whoiislalsq ad#ising on the'legislative
~amendments needed if it is decided that legislation needs to be taken
at £he onEEEESNR NS B SRes Gis. ki ni - S

208 It might in addition be thought desirable to legislate in broad
terms creating a gemeral authority to "make good" payments o British
beneficiaries previously made by the Commission. However, unless such
payments had to continue for a comsiderable period, the Government
might pe‘gﬁlg'?y_gely on the authority granted by Approﬁfiation Acts

T




~‘ n making them. This is essCntially a matter cf conmstitutional

propriety. On the other hand, the Appropriation icts would not
provide authority to ervect the enforcement macninery which would
normally be required if the Government took over these paymenis,
and specific legislation might be needed for this. The Attorney
General will be examining these issues.

Summcry: Points for Decision

40. If Ministers wished to consider withholding all or part of the
Uk's net contribution, the mzin points to be decided would be:

i) At what stage iu the budget:ry process the withholding
should operate (paragraphs 3-7 above).

ii) The scale and scope of the amount to be withheld and, in
particular, whether the amount withheld should be limited to
the Uk's VAT tranche (paragraphs 8-12).

iii) When the withholding should start (paragz‘aph 47

- FOEL S a

iv) The Government's mMzm@am@nrqggan .‘partne,rs, anc.
publicly (paragrapbs%, @m 220 Sl

vii) Whe
before

AV
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s This I'ote considers the political consecuences within the

Cor=nattys offlie
(a) withholding all or part of our contribution to the
Community budget and,
G s o policy of pamal or total obstruction.

In particular it assesses the effects of each on our position in
che Community and on the prosnects for a successful outcome of the

== oudget negn tiations. It also considers the ‘measures which our
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A7)

. We are alread

the notion of "o

contribution would
importance to all the other members
political level with arguments Justifying our action (s
Treasury paper) particularly in the period before the Court had
reached a decision. But once the Court had ruled agzinst us, even
if we made it clear we intended to comply s

Co

Jjudgement as
soon as a satisfactory budget solution had been reac

eached, we should
be regarded as having deliberately broker one of t

he central provisions
of the Community legal order and thus to have attacked the fabric of
the Community itself. It would conflict with the Prime Minister's
comment in the House on 23 October that we will observe Community law
on our budget contributicn and cannot go outside it. It is hard to

see how we could reconci!e defiance of the Court with the Government's
policy of commitment tc the Communiy. These reactions would be all
the more certain if, in order to underpin a decision to withhold,

felt obliged to amend the Burnpean Communities Act.

we

4, French defiance of the Court's recent judgement against their

obstruction of British lamb imports might be helpful to us on a
political level. But it would not be an adequate precedent. The
two cases would not be regarded as comparable by other Member States.
The French action in Prolonging an absence of free trade in this
narrow sector is seen as objectionable and selfish in principle but
in the eyes of our partners would be less serious in political terms
than British defiance of the Court on a question affecting the
Community's very foundation. In any case, the French might decide -
Particularly if the UK defied the Court - to settle for some form

of sheepmeat regime acceptable to the Commission and other Member
States. That would leave uUs even more in isolation. DMoreover, it
would seem to many in Europe that, in adopting such an illegal

measure, we were abandoning our traditional high standards of respect
for Treaties and the rule of law.

‘SECEZT
-2 - /5. A further
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> ~ further assumption is that it is rot the Government's
idcention that the United Xingdom should leave or be excluded
from the Community. It is, however, difficult to foresse exactly
where withnolding might eventually lead. If such pressure failed

T0 Produce a solution to the budget problem, there would be a risk
jor change in UK public attitudes to the Community. Under

(\)
13

nces, the Government's commitment to the Conmnunity

m1st, bewds 1t to sustain. Lefiance of the Court would reverse
the stand tsken by the Government in accepting judgements on issues
such as tachographs and open the door ir Britain to disréspect for
Community law. ZEqually, there is a risk that our partners might
eventually conclude that their own interests were better served by
our atserce fron the Community. They might take the view that a
partner capable of acting with so little regard (as they see it)
for principle and the acquis communautaire calls into question the
value of his ovn membership of the Community. Ve would give much
additional strength to those who have always regarded us as unfitted
for membership, and basically unconverted to Commnity principles.

B. OBSTRUCTION

55 4 policy of total obstruction would similarly have very
damaging consequences on the UK's position ﬁ the Commum.ty and it
too would risk a major change in UX 11c'att1tudes to the Community.
But it is open to questiou*%ﬁsﬁﬁb"”ﬁie effect would be as serious as
the reaction of our mﬂﬁ&#w iaufg ven if th:Ls was

T f%' o

B

. accompanied by a will
escential difference 1
Community legal order !ﬁ ] 0t ﬁ’% ero,f a
judgement by the Eu ; Jus ' [ 2
that, where there
would need to the Luxen o o £
customary not a V¢ f on St _ if‘gn_the
grounds tha ) 3 . re is
of course no ision - : o the
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7 Zotal obstruction weould be significantly m
the UK's position in the Community than selective obstruction,
ZOost realisitically the blocking of all measures which would
involve an zdditionzl net budgetary contribution by the UK
("financial obstruction"); see separate paper on obstruction.
This too would rest on the extensive use by us of the Luzembourg
Compromise and that in fields where a tradition of effective

- majority voting is firmly established. The practical effect of
this latter course would be to cause annoyance, frustration and
possible actual damage to the interests of others at every level
of Community discussion where it is applied. There is clearly a
Possibility that it would be misrepresented as a policy of
deliderate wrecking. It could create an atmosphere of bitterness
in our relations with the Community which would complicate the
hardling of Community business in other areas. But it would be,
and te seen to be, directly related to the cause of our complaint.
Thers would be risk of our partners combining to brush aside our

: . Vveto. But this might be less if they believed tha% to do so would

i precipitate withholding.

FRENCH IDEAS ON UK ASSOCIATE MEMBERSHIP

nship do not seem to have been
*'ve may be partly to prepare his

: the Community in the event
to HMG on the need for
meant seriously, it would
use we could not be forced
status; second because we
the event put rorward an
to the UK or to the other
h would in any case have
» of the Community to

AT A Gk sk o o3 i s
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in their plan, particularly if they were isolated, oT
minority, in refusing to accept a budget ttlement

depend on the exact circumstances in which the French
launched R 3
launched their idea. But we believe that they would be more

7 to attract suppcrt if we were in breach of a Court judgement

we were being obstructive, particularly if such obstruction
was not across the whole range of Community business.

FROSPECTS FOR A SUCCESSFUL OUZCOHME OF THE BUDGET NEGOTIATIONS

9% ™he following factors are relevant in deciding whether a
policy of withholding would be more likely to lead to a
satisfzctory settlemsnt of the budget issue than a policy of
obstruction. Withholding would make substantial savings in

pudlic expenditure in 1930-1. Our objective, however, is a
settlement acceptable to all, which is a separate question.

(i) how much would each policy actually hurt our
Community partners and how soon?

The Treasury's broad conclu31on on withholding is
that it might be up to 8 months or so before our
withholding created actual flnanclal stringency
for the Conmnwiﬁy PLG ﬂduId not therefore bite
before a Gourt ~&gqmén ‘st of an interim




SECRET

(ii) what effect would Aach policy have on our partners'

willingness to compromise?

Withholding would relate to the cause of the problem.
Provided we made clear that we were intending to
continue to co-operate "holehearteclj in Community
business while we were withholding, it might not
thersefore generate the same degree of bitterness as

a policy of total obstruction. OCn the other hand
limiting obstruction to the blocking of measures which
added to the UK net budgetary contribution would also
relate to the cause of the prcblem. It would not have
side effects in unaffected areas of Community business.
If we withheld, our partners would probably seek to
prolong the budget negotiations until the Court had
ruled against us. They would then find further
compromise particularly difficult. On this view
financial obstruction is to be preferred.

”nwb'have considered wnether our partners would react
o dlfferently if we w1thheld only our VAT contribution
or at least 1ndlcated that we would not, for the year

regarded in the Community as
"own resources" than the VAT

L sistent with our policy
to the COmmunity, and would

If withholding
ns prefer limiting
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11i)which policy is the more flexible?

W/e believe that a policy of obstruction, whether total
or partial, could be applied more flexibly than
withholding. The exact degree of obstruction could be
adjusted gradually. HMG would remain more fully in
control of the situation. Once a decision to withhold
had been taiten, the only choice left, on the assumption
that only the VAT tranche was withheld at first, would

be between withholding levies/duties as well and climbing
dovn. Furthermore obstruction would still leave intact
the option of withholding as a last resort. The converse
may not be true, because, once we had begun to withhold,
there would be less disposition in the Community to meet
our needs on other issues and we might thus be driven to
oostruct them.

FOBSIBLE NZASURES OF REACTION AGAINST THE UK AND THEIR CONSEQUEhcds

aQs Annex A sets out the\most_lgke;yvpptions'whigh the Commission
and our partners would have in taking action against us and their
consequences. The most sgzzousnan'géimunlty‘bu31ness are as follows:

l"“

(i)Bsthe CommmSéiGn
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(ii) The Commission could cause a reduced level of
payments to the UK under EEC schemes, notably the
Social Fund and the RDF non-quota section.

(iii) The Commission could obsiruct or simply take an
inflexible line on céecisions on UX requests for
epproval of state aids, regional development schemes,

| etc. -

(iv) They could also obstruct proposals for new schemes

| which would benefit the UK.

(v) The Commission could obstruct the effective
implementation of measures of protection zgzinst
low cost or disruptive imports from third countries.

; : (vi) Our partmers could withhold asreement to the continued
i k 1mport of New Zealand butter when the present
iy i aniien o ‘ariangements £ out at the end of 1930.

lers would be likely to
‘had found against us.
er that both would seek

7 chose would probably
ty business but could
s listed in paragraph 10
ur action lasted and

/vihether
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whether it was indeed confined to our VAT contribution. The
longer our acticn the worse and the longer-lasting the

adverse rezctions. Similarly if we suspended levies and duties
the rezction would be sharper.

2. Tnere might also be repercussions in our bilateral
relations with our Community partners. An earlier widespread
eeling in all Community countries that the Community would be
petter off without Britain - a feeling considerably allayed

by the positive attitude of the present Government — would
return in strength. This popular reaction would powerfully
reinforce the inclination of linisters in individual

Community countries to be as unhelpful as possible to British
interests across the board. The effect would be most

striking in France, but would also be palpable in the FRG

and the other Member States. The Franco/German relationship
would be further strengtheneq at our expense. It would be
more difficult to get ouffpértners to take sympathetic account
of our political interests outside the Commumity, eg. over
“outhern Africa and Gibraltar Pressures on the Government

of the Republic of Ireland i vour of close co-operation -
vis-h-vis Northern I 14 be weakened. lore generally
withholding would s col
important Commnun:
essential f;:?:é.g :
Summits{_ﬂﬂfﬁﬁg-
znd Afghgg&sﬁ?ﬁ :
L
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to 2 block on measures which would add to the UK net budgetary
contribution would be likely to attract a significantly
lower level of reaction. The risk might be limited to
Commission obstruction of proposals for new Schemes which
would benefit the UX and the continued arrangements for imports
of New Zealand butter (10(iv) and (vi).

14, \le believe that a policy of generz2l obstruction could
also affect bilateral relations with our Community pariners
(paragraph 12 above) but the risk of reaction in the bilateral
field would be greatly diminished if we obstructed in the
financial field only.

YORE EXTREME REACTION

15. As a more extreme measure, the Commission or our partners
might seek the authority of the Court for interim defensive
measures whlch might include raising the Common External Tariff
against us_or even restriction of UK imports into the

e excluded). Ve doubt, however, whether
t}— ‘3 s ns’ﬂsueh action at least until virtually
e ttlement has disappeared and there
mmunity life. The Commission
tant to take such a step which
meny in the UK ceasinz to be an

raph 2(ii)) that we
‘withholding until a

would be little advantage
case) in incurring
before a Court

/CONCLUSIONS
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(iv)

(v)

(vi)

(vii)

[SEAVF
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w the following main conclusions:

Both withholding and obstruction risk serious damage to UK
interests and to the Community. There would be a wide
international effect diminishing the influerce of this country

L

in VWestern counsels.

Withholding might damage our general position in the
Cormunity more seriously than would obstruction. Damage by
the latter would be significantly less if it was limited to
blocking measures which would involve an additional net
budgetary ccontribution bty the UK (financial obstruction).

Withholding is the only course sure of achieving an acceptable
level of UK financial contribution; but this would not
‘amount to a settlement of the problem.

A policy of obstruction (particularly if limited to financial
obstruction) would be more likely to lead to a satisfactory
settlement of the budget issue than would withholding. It
would be less likely to pzuvoke our partners into refu51ng

to negotiate at a11. :

decision, or
But a pqllcx

are to be

lgf measureé
. the

uld provok
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PCSSIBLE MEASURES AGAINST THE UK AND THEIR CONSEQUENCES

FINVANCE

1. Here the most likely action that our partners and the Commission

wou'd first take wou'd be in the financial field. The main pnssib-

ilities are:

(4

(i1)

the nbvious first move would be to cut off psyments
to the UK. [The Treasury paper considers the
implications in further detail.] Since, however,
we are a net contributor it will always be possible
for us to withhold a greater sum than wou'd be
spent by the Commission in the United Kingdcm and
to make good payments to beneficiaries in the UK;

in the altermative our partners could try, by using.
a qualified majority. to devise a Commwity Budget
for 1981 invol7ing even less expenditure in the UK
than the preseai Budget. But other Member States,
eg the Italians, have an interest in items in the
Budget from whith we also benefit. And the
Parliament too might object to such action.




(iv)

arie
tewiha_g age ‘kept in the Bank of England and remain legally

Pt m-aiQ UK hands.
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although this would be a limitation on UK resource
management, it would not be one of great consequence.
Equally, denying us benefit under the Crtoli
facility would have no significant economic effect.
There are no other significant possibi’ities.

European lonetary System: Any decision by the
Eight to change exchange rates without reference
to the UK would have ittle monetary effect. We
could block any attempts to alter the make-up of
the BECU (which requires unaminmity). This might
be necessary since the ECU is the Unit of
Account for the CAP, The Community would not
be able to get its hands on the UK gold and

.dolla.r reserves swapped for EUC's since they

<

L by them., The two main issues post-

/FISH

@d decisions on the Commission's
“most overal‘l_ by b ocking

s: Toutcome. The other
to pursue court cases
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FISH AND CONTININTAL SHELF

3. Here there is broad scope for obstruction particularly oy the
French, Germens, Danes and Irish. The UK has an interest in

negntiating ressonadly soon - and certainly befnre the deadline
nf 1982 - a revised Common FisheXes Policy which gives the UK
improved fishing opportunities at the expense of other Member
States. To that extent we are the demandeurs and other Member
States can block changes which would be to our advantage. These
nsgntiations are likely to be active post-iarch 1980. Key elements
»f the CFP negotiation on which we would ke vu'nerable to
retaliatsry action are quotas (on which we want an increase for
the UK) and our demands for preferential access for UK fishermen
in waters off the UK. Other Mémber States might also decide to
ignore UK naticnal conservation measures _a.nd simply overfish the
oxisting stocks, the majority of which are to be found in UK
waters. They might contemplate discriminatory measures against
UX fishing in their waters, but we could challenge this before
the European Court. We depend on Commission co-operation to get
“ne Cozuon TFisheries Ps 11cy in‘ho ‘an aceep‘l?ab"e sha:oe.

;;!

ir hitherto half-

energy (includ-
~ other Members
1d have to
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that foreigners were after "our oil" might contribute substantially
v

3 A7l d v -+ oot iy
to anti-Community feeling in this country, and provide an attractl

=

on to those who would like to get us out. At best, it would be

vea

d that we could compete successfully for North Sea oil througa
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price mechanism (tax and royalty arrangements ensure tha
204 bit of the increment returns to HiG) and that the elaborate

o9

arrangements were not really necessary. There would, however, te
upward pressure on oil prices generally, which might encourage the
less moderate members of OPEC and do no good to Western ecor
in gsneral,

CTHER INTRA-COMMUNITY BUSINESS

7. There is considerable scope for action by our partners and the
Commission in a number of other fields:

(2) the Commission could refuse to be fleitle or could
delay decisions on UK requests for appraval for state
aids, regional development schemes, e*tc, There ara
likely to be a number of politically sensitive proposals
of the kind (shipbuilding, steel, entermrise zunes,
fiscal incentives for small firms, etc) on which we will
need Commission goodwill. On shipbuilding there are
likely to be a number of occasions when we shall need
Commission approval for subsidy levels in excess of 25%
for individual orders. Follcwing their review of UK
regional policy which is outstanding the Commission could,
if they wished, require substantive changes in the
Regional Development Grant Scheme, as well as refusing
to approve the upgrading or designation of Assisted Areas:
The Commission will be examining our request for approval
of additional Govermment aid for British Leyland and could

delay approval and attempt to obstruct the Layland/Honda
agreement.

(b) The Commission or our partners could obstruct proposals
~ for new schemes which would benefit the UK - and which
~  we oursehes would presumably not wish to obstruct.

& B . Examples are the coal subsidy scheme, support for
transport infrastructure, agriculture investment aids
4

O _____Swrpom /ot




of benefit to Britain, aid for Northern Ireland,
etc. Our partners could of course block new measures
requested by the UK in these areas.

(¢c) The Commission cou'd, by use of administrative devices,
delay payment under the regional and social funds in
respect of UK projects. This would not affect industral
projects when the receipts are retained by the Treasury
but infrastructure projects may be affected (but see
paragraph (i) above).

(d) There are no significant opportunities for action by our
partners against the UK on environmment questions or on
transport matters other than infrastructure projects
(see (b) above).

COIMTIUNITY EXTERNAL RELATIONS

8. The main risk in this field is over access for New Zealand butter.
The present arrangement runs out at the end of 1980 and the Community's
commitnent to arrangements thereafter is of a weak and general kind.
Specific arrangements for the continued import or ew Zealand butter
post=1980 will therefore require the agreement of our Community
partners. It seems un}ihs}ykthigfu@ugﬁqag,gﬁwan if we were still
in breachof a Court judgment on the Budget.

3uwu«éﬂ‘vam aasuzsam
"9, We could also find oursel 3 diRSie kﬁ&ﬁgg&£<$he Commission
were systematically obstm .ve @ he effective implementation of
measures of protection against W oC i tive imports from
third countries when such - Jver textile imports,
in particular, we depend c Com _ ely to police the
quotas agreed under the I ‘ ﬁatake safeguard
action when ‘neces: L 'To ;
either around
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in the external field. For example, it is not likely that any
other lMember States wou'd now hold up ratification of the Second
Lomé& Convention which has the effect of contractually protecting
until 1985 (with the partial exception of sugar) the special UK
interest in the Community's relations with the 29 Commonwealth
members of the ACP. And, although the sugar arrangements under
the First Lomé Convention fall to be re-examined in about a year's
time, we could probably block any unwelcome changes.

POSSIBL= BILATERAL ACTION AGAINST TEE UK AND ITS EFFECTS

11. (i) All Whitehall Department would notice an immediate
effect on their bilateral exchanges at a political
as well as official level, both in number and in
their frankness/intimacy. The Anglo/German Summit
in March and the KBnigswinter Conference could be

5 frosty occasions and the proposed Franco-British
~ Conference to be attended by the President and
8 ane Minister in the autumn might ke a casualty.

sbtdy (‘I‘l) mﬂ; ‘attempts to develop our links with France

he FRG as an essential counterpoise to the

, in Europe would be frustrated.
relationship would, as the direct
action, be further strengthened at
h France and the FRG would probably
tics would not succeed and
ently have less to lose by
.ving way. But the FRG,
bilateral relations

do, would probably try

get our partners to
ur political interests
thern Africa,

S
“Ireland (see below).

/(iv)



" no sesrious effect

[VRVITEErY

(iv) The readiness of contineatial firms (at least inside
the public sector) to do business with us could be
adversely affected. Governments could fimdit harder
to justify to their own pudblic opinion ma jor
collaborative ventures involving Britain., Inward
investment by our partners in the UK would also te

affected.

(v) The French in particular might be reluctant to enter
into serious negotiations on collaboration in the
nuclear field with the UK, eg on fast breeder reactor
development. But they do not seem to have made up
their minds on whether they want to collaborate with
us; nor is it clear that lack of collaboration with
French would have a serious effect on our fast
breesder programmes.

Any direct action against UK defence interests as*m"t:.kely. Action
affecting eg British Forces Ge:ma.’ay would almost ecrﬁamly harm the
interests of our other Allies as much as our o,

12, We have conside ‘ . es in the banking
field which would. bB qw& B0 Comhined EEC

sterling balanc,?\,sl k 0 million) and _
their withdrawal

measures in t]
situztion envis
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