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, THE COMMUNITY BUDGET

I attach a minute fr
I Prime Minister-which
on Monday. In view o]

01 my Secretary of State to the
is relevant to the OD meeting
T the extreme sensitivity of
the subject it should be given the same restricted
distribution ag the papers already circulated for
the meetirng, =

I am Copying this letter to the Private Secretaries
Loigald i

: “emders of OD and to David Wright (Cabinet
Office) :
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pROME MINISTER
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HE COMMUNITY BUDGET

e Wngn I9
pew issues of greater political importance or with wider internationa: o
implications can have confronted yg sj.nce' takings of

20

fice than oup
.approach to the Community Budget. I hag hoped to pe able to comment
in some detail on this subject, but the short notice of the meeting
and my commitment to a visit to the North West today allews the

2

circulation of only a short Sumnary of my views.
The considerations which T believe are inportant are;-

(a) whether we should have placed ourselves out on a
limb with regard to the net budgetary contribution is now
a discussion for historians. mhe fact is that we have
emphasised our determination to achieve 2 fair settlement,

the Britigh could see the role of Paymaster as one of
weakness. Tt is inconceivable that the French would fail
to exploit the position of strength in which we find ourselves;

(®) in economie terms I believe that we badly need a

£1,000n for the next financial year. I do not know of the
Chancellor's Budge tary plans, but if we are to arrive at a
borrowing Tequirement which is financeable on non-inflationary
terns 1 °annot see any room for a significant reduction in ‘
direct taxation, barticularly at the lower end. The combination
r_a Pending recession coupled with a Budget which will be
Painteq as being highly regressive, not least because of the
rer“’ns in capital taxation, will in my view be damaging to ‘
the GOVe'rnment - and not just in the long term. The a‘-.'ailabilltlrf

- - - . 93-§




of an additional £1,000n enabling 5

2p reduction in income
tax or comparable broadly based benefitg would make an

enormous psychological difference to the count

T¥'s mood;
(c) the British public haye a fi

gure of £1,000m
in their minds. It is around that

figure that you DPersonally
will be regarded as having achieved a vig

tory or suffered s
defeat;

fixed

(d) so far as the future of Eu

TOPe is concerned, the
combination of enlargement

with the pro
subsidy for backward agricultur,

of the CAP in providing
to be dumped outside,

short-term selr intere
Communi ty exrenditure
for Britain to take a
the Community and not

Spect of yet more
al €conomies, the Tun;

away costs
dear food for the =g

and surpluses
French bursuit of
sts; the forthcoming collision between
and the VAT ceiling, have set the stage
DPositive role. These problems are for
for Britain alone.

the intransigent

First, it would seem {0 me out
t any linkage with the Budget
roblem to influence our thinking
ision must rest solely on its

French to buy us off on sheepmeat or to

our fishing rights or eénergy supplies with our own money
depicted ag g defeat, and

seen as such in the country.

Purchage
Yould pe

Seco,:ld

Setty iR in°1ination is that if we cannot accept whatever
1 ?ment is offereqd at the March
w1umolding on our retur,

"X 4 ko 0D(80)18 seem to m

“loung Obviously the risks are very great but having nailed our
Baip ¢ © mast at Dublin we cannot afford to haul them down
e ¢ should not under-éétimate the strength or our position

sunmit we should announce plans
The proposals set out in paragraph 6
e to be well presented and thought
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Iamcopying this minut

f Arnstrong.,

Community or in the political
iz. £ d;nt upon us both to pProvidas
iSdepe?Vé‘market for its overpriced
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to consider the future of the
there is now a clear advantage

8 alcng in what the el
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a £1,000n subg
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The Community
idy angd a
Produce. The
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us to admit ney net cash benefici
Pt to protsct our
ng the clyy rules
e Conservative Party,
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f breaki
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SECRET

TY BUDGET
grms Reference: 0D(80) 2nd Meeting

The Committee considered memoranda by the Forei

gn and Commonweal th Secretary
(on(80) 20)

and the Chancellor of the Exchequer (0D(80) 19) setting out their
views on the next stage of the negotiations on the Unite

d Kingdom net contri-
bution problem at the

31 March/1 April European Council ang beyond;
of 7 March on the same subject from the Secret
Prime Minister;

a minute
ary of State for Trade to the

a note by the Secretaries (OD(SO) 18) covering Notes by
0fficials on contingency Planning for withholding and obstruction; and a
Note by the Secretaries (OD(SO) 21) covering advice from the Law Officers on

the question of the possible recourse by the United Kingdom to proceedings
tnder Article 175 of the Treaty of Rome.

THE FORETGN AND COMMONWEALTH SE
C

CRETARY said that since the Dublin European
ad put forward useful proposals for increasing Community
in the Uniteq Kingdom. Only the French questioned that the 520 MEUA
30 willion) on oppes at Dublin through amending the 1975 Financial Mechanism
able as part of an overall solution. In bilateral con-
he target area for a total refund had crept up to
for a number of our partners, but these figures still fell short
compromise, ' Qur first task at the Brussels European Council

t be to get that figure up, in line with the revised o?jective
29.3;“; "0 the giy Points the Prime Minister had given to Signor Cosu:a :n
1550 s 14Ty, with an agreed fallback position if the total adjustmen t:ainable
In the iy which that formula might now produce proved to be un.a :

o Tesort, we should continue to argue for a receipts mechanism which

ouncil the Commission h
ex}M!mi;itu.re
(
stil] Temaineq op the t

s‘«lltatim:s since then ¢
900 to 959

" W aceepianye
Shoy1 g therefore

1

:
{_




X in the United Kingdom up to 4 st
- ity expenditure in ate
would bring Communi

tage of the Communit

it there, but we shoulq b
y average and keep 1 = fut © Teagy
tive ways of adjusting our refund in future yegpg if
na

consider alter alle :
. E eptable to our part
receipts mechanism proved unaccep Partners o

likely, the o interest lav
On general budget restructuring, our interes lay rathep in

grounds. : e precisely ; !
: e it to be precisely quantjy;
ar commitment than in pressing for e, A

a cle

related issues, R
3 i essions 0 us
partners needed a package deal to justify conce on the }mdm.

With the exception of fish, which should be kept separate from the budge;

we had not ourselves sought any linkages but alpgg al]
0

discussions, we should therefore be ready to make modest concessjopg alop,
the lines set out in Annexes A and B to his paper on sheepmeat, energy gy
agricultural prices. We should also reappraise our approach to Participm,‘:
in the exchange rate mechanism of the European Monetary System (s), At |
the French seemed to be working for decisions at the June rather thay the iy,
European Council, we should work vigorously for a settlement at the March
European Council, block the Common Agricultural Policy (CAP) price fixing
between then and the June Council if no agreement were reached, and keep th

withholding and systematic obstruction options in reserve at this stage,

THE CHANCELLOR OF THE EXCHEQUER said that he largely concurred with the Foreig
and Commonwealth Secretary. Our minimum requirement at Brussels must bea |

advance on the Dublin 520 MEUA which could lead to a final settlement at it

June European Council. We should thus need some specific commitment on th ’

size of the special fund proposed by the Commission for extra spending i1
United Kingdom, and some means must be found of ensuring that our contribif®
could not in the future exceed a given amount, If we could get a minim®
advance of this kind, with the prospect of more to come in June, We sbelf?
need to break off the negotiations but should use the CAP price fixing as;);
lever in the meantime. If we could not, we should have to consider witw‘:,
explaining our position fully at home and in the Communi ty. Meanvhile -
avoid any direct threat of withholding.

) ; made ©
In discussion on the budget issue itself the following points were

a.  Amount

It was suggesteq that, pending receipt of revised figure

Commission, ye should not at this stage move away from the ¢

conveyed to Signor Cossiga, under which we would be ready *° '
2

g fro® e
porm®
8

ey ' o 2
(pall net contribution of 200 to 250 Mpyy (£170 million),

ecessary at this stage to decide what figure might ultimate] b

n e sl 1y Y be

acceptable as a basis of a settlement, Discussions at the Counci]

were likely to be based on the amount of our refund rathep than th
. : e

amount of our net contribution,

B Duration

Although before Pts mechani sy
which would reduce our nét contributjon without involviug additional

Dublin we had argued for anp automatic recej

Community involvement in public éxpenditure in the Uni ted Kingdom ang
ensure that the solution lasted ag long as our Problem, this concept

vas unlikely to be acceptable to our partmers, ye had agreed at Dublin
to pursue the alternative idea of supplementary receipts measures, But
a supplementary expenditure solution alone Provided only a fragile foun-
dation for the future, and counld be Politically objectionable if we had
to identify certain Govermnment Programmes as being funded by the Communi ty,
Against this, it was argued that the idea of a special fund was no more
than a device for boosting our receipts and thus reducing our net contri-
bution; it would in Practice (though we should seek not to overemphasise
this point in public) involve no additionality and would leave the
Government free to decide how the money should be spent, It should
hevertheless now be our aim to build an adapted receipts mechanism into
the framework Proposed by the Commission, if only as a yardstick, in such
a way that our future contributions were effectively indexed. This might
be done by eXpressing whatever figure was arrived at for extra spending
in the Unjteq Kingdom in 1980 as a percentage of Community receipts per
head for that year and then applying the same percentage to future

b T would be essential to get some element of dynamism into the

s
Sttlement op the receipts side.

* Restructuring
I

t
» fW&s Suggested that it would be wrong to place much reliance on
e :
°Ting the CAP as a means of reducing the proportion of the budget
We were alone in having any serious desire to

most of our partners would much prefer to find other

wa;
78 of Solvip The Commission's present

€con, € our net contribution problem.
" Proposals demonstrated in any case that a reduction in the CAP

dge
o Yould not necessarily work to our interests if for example the

3




: sibility ie
e achieved through higher coresponsibility levies o leq ¢
ings wer / s ey
P f xtra taxes on vegetable oils to encourage saleg ,p Surp)
essure for e e b R : U
pr S e et VAT ceiling would inevitably constrajp CAp
butter. e

but we could not expect restructuring to solve oy Proy,
na

|

4 gd
expendi ture, ; inue to press fo n,
At the next European Council we might continue p or a Cu'nmitmem

: > the t wo :
1 prepare o concede At 1
to restructuring, but be pr ared t uld

quantified one.

In di ssion of related issues the following points were made -
scu

d. Fish
It was agreed that linkage in this case (beyond any general commi tmept ¢,

make progress) would be unhelpful to an eventual settlement on the G
Fisheries Policy and that we should therefore seek to keep it out of the

budget negotiations.

e. Sheepmeat

It was agreed that we could if necessary concede some limited interventis
and Community financed premia to meet the French so long as the permanent

regime gave the United Kingdom a resource benefit,

f. Energy ,
It was suggested that the draft statement at Annex B to OD(80) 20 voul

either be exposed by our partners as hollow or would involve substanti®
concessions, and that the passage in paragraph F of Annex B was in &y

case unacceptable as it stood. The passage at paragraph E could als "
read as running counter to impending Government decisions on depletiond
policy. On the other hand it was argued that no budget settlement 'Oujg
be possible without some gesture of reassurance to our partners of en;
supply and that a purely Presentational statement of the kind WhiChl: i
been worked out by the Sub-Committee on European Questions would mee

need,

g. _Agz;icultnral Prices 4
It was noted that the Commission's Price proposals were unlikely de g
agreed in their present form, since all other member states re,‘;ar 10
as inadequate to meet their farmers' needs; and that our it

n¢é
ui es
block the price fixing depended in the last resort on the 8¢4
4

¢ the other member states in our invoking ¢y, Luxembourg compromi
o se,

ite the rising pressure from Britjgh farmers fop
DesP:

sho
hat we wanted on the budget,
wha

1d nevertheless be ready
u

h, IS

It was noted that separate

consideration would be given to the

exchange rate mechani sm,

Possibility
of our participating in the

In discussion of action in the event of failure to get our way at the March
Buropean Council, it was suggested that it might be prudent to Prepare a

contingent case for proceeding against the Council or the Commission under
Article 175 of the Treaty of Rome., We were unlikely to win such a case but
it would have the merit of enabling us to present the arguments on our side
in full before withholding led to

under Article 169,

our being taken to the Court by the Commission
An action under Article 175 was not however admissible until
the Council or the Commission had first been called upon to act;
toncerned was then required to
vould be no neeq to withhold if

the institution
"define its position" within two months., There
our problem were solved in March, or if we made
sufficient Progress then to offer a firm prospect of a solution in June, using
the gricul tura] Price settlement as a lever meanwhile, If the results were
totally Unsatisfactory, the Cabinet would need to consider the possibility of
mhb"lding. If this discussion took Place before the European Council and it

b i : .
M.ecamg kmown that We were not prepared to withhold our contribution, the Prime
’-nist,erl

% 8 and Foreign Secretary's hands would be weakened in the negotiations,
the ot

her hang, any move towards withholding would raise fundamental questions

abo
ut the-GOVernment'g Furopean policy which would call for the most careful

considergtion by
We my
W ght neeq ¢,

llEgotiat
ed
o gt Settle

the Cabinet. The introduction of the primary legislation that
Put in hand to safeguard ourselves at home might make a

ment on the budget still more difficult; and if we then went
isolationhhom We might expose ourselves to an irreversible proces‘s of gf-adunl
In the Conlmmity and in Europe at large. All these considerations

1 thay the time for the Cabinet to consider whether or not to withhold
e uter

suﬂleste

unld
b

the meeting of the European Council.

5




said that the COmmitt
ee

THE PRIME MINISTER, summing up the discus.sion, ‘ = -
endorsed the line recommended by the Foreign and L"”m."m"“']“l th Secretary an:dly
the Chancellor of the Exchequer in their papers, sub,.l.-ct to the pointsmEd
in discussion. It was not necessary to decide at this meeting ywhay might;
| — an acceptable outcome for the reduction in our notvuont,mbuti()n t4 the .. e
budget; she would consider further with the Foreign and Cummonweﬂth 3 iy
e Exchequer the question of our possible particip&t:,
0

and the Chancellor of th

in the BMS exchange rate mechanism. It would be important to builq sop,
()

elim

:
of dynamism into whatever mraggi?fnts were agreed 101"Sllpplementary Teceiy,
measures for the United Kingdom,to ensure that these did not involye "ﬂddim !

“A— The Ministerial Sub-Committee on European Questions should revise the i 4

presentational statement on energy, taking account of the points made i, s
The Committee had not reached a decision on whether or at what point ye igh

-— withhold part of our contribution, but noted that the Attorney General, i, o
tation with the Lord Advocate, would put in hand the preparation of a Unjte

_ Kingdom case under Article 175 of the Treaty of Rome against the Possibility
that we might wish to initiate such proceedings.

|

b— The Committee —

1. Took note, with approval, of the Prime Minister's summing up of
their discussion.

2. Invited the Foreign and Commonwealth Secretary and the Chancellor
of the.Exchequer to be guided accordingly in continuing bilateral and
Community discussions of our net contribution problem.

5. Invited the Ministerial Sub-Committee on Furopean Questions %
prepare a revised draft of the presentational statement on energy
policies,

4, Invited the Attorney General, in consultation with the Lord o
Advos:ate, to prepare a case under Article 175 of the Treaty °f,mm
calling on the Commission or the Council to define their positi®™
for possible use after the March European Council.

Cabinet 0ffice
12 March 1980




