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Community Budget 


In your l e t t e r o f 3J^Way^"you r e c o r d e d the Prime M i n i s t e r ' s 

w i s h t o see a more cogent p r e s e n t a t i o n o f the f a c t s about our net 

c o n t r i b u t i o n t o the Community Budget. I now a t t a c h a r e v i s e d 

n o t e , which has been agreed w i t h the T r e a s u r y , the FCO and the 

Ca b i n e t O f f i c e . I t combines the two annexes a t t a c h e d t o L o r d 

C a r r i n g t o n ' s minute of 29 May, i n c o r p o r a t e s the t a b l e o f budget 

c o s t s but omi t s the paragraphs i n the o r i g i n a l two annexes 

d e a l i n g w i t h r e s o u r c e c o s t s o f membership. 


The f i g u r e s used however d i f f e r somewhat from those which 

the Prime M i n i s t e r has p r e v i o u s l y seen. The b r i e f i n g m a t e r i a l 

p r e p a r e d f o r her m e e t i n g on 21 May w i t h Mr J e n k i n s (and the 

o r i g i n a l b r i e f i n g m a t e r i a l p r e p a r e d f o r her meeting w i t h P r e s i d e n t 

G i s c a r d ) was based on e a r l i e r Commission e s t i m a t e s which showed 

the UK as the second l a r g e s t net c o n t r i b u t o r i n 1978 i f monetary 

compensation amounts (MCAs) were a t t r i b u t e d t o the i m p o r t i n g 

c o u n t r y . These f i g u r e s d i d " n o t a l l o w f o r the f i n a l payment i n 

r e s p e c t o f 1978 o f the r e f u n d s which accrue to the UK from the 

t r a n s i t i o n a T budget arrangements e s t a b l i s h e d under Art-j r i p 1 31 

of the T r e a t y o f Accession. T h i s f i n a l r e f u n d has o n l y r e c e n t l y 

been p a i d . I t a p p l i e s , however, t o the y e a r 1978. and the 

Commission has a c c o r d i n g l y r e v i s e d i t s budgetary f i g u r e s f o r 1978 

t o t a k e i t i n t o account: as a r e s u l t the UK now appears as the 

-fourth . r a t h e r than the second l a r g e s t net c o n t r i b u t o r , f a l l i n g 

b e h i n d France and I t a l y as w e l l as Germany, i f MCAs are a t t r i b u t e d 

i n t h i s way. —• 


The new t a b l e o f budget c o s t s t h e r e f o r e shows the p o s i t i o n 

i n 1978 both b e f o r e and a f t e r the f u l l A r t i c l e 131 adjustments as 

w e l l as the p o s i t i o n w i t h and w i t h o u t the i n c l u s i o n o f MCAs. A r t i c l e 

131 adjustments w i l l c o n t i n u e o n l y u n t i l the end of 1979. T h e r e a f t e r 

the o n l y m i t i g a t i n g f a c t o r on the B r i t i s h budget c o n t r i b u t i o n t o 

the Community w i l l be the f i n a n c i a l c o r r e c t i v e mechanism, i n so 

f a r as i t s p r o v i s i o n s a p p l y . 


I s h o u l d be g r a t e f u l t o know whether the Prime M i n i s t e r now 

c o n s i d e r s t he a t t a c h e d note s u i t a b l e f o r g e n e r a l use by M i n i s t e r s , 

i n which case the C a b i n e t O f f i c e w i l l a r r ange f o r i t s c i r c u l a t i o n . 


B G C a r t l e d g e Esq 

10 Downing S t r e e t 
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C O N F I D E N T I A L 

L I N E T O T A K E O N O U R B U D G E T A R Y P O S I T I O N 

1. The a t t a ched table con t a in s the C o m m i s s i o n ' s own f i g u r e s f o r 1978. The 

U n i t e d K i n g d o m i s seven th i n the l i s t of m e m b e r s ta tes in t e r m s of G r o s s 

D o m e s t i c P r o d u c t p e r head but these f i g u r e s show ( c o l u m n l) that i n 1978 

we w e r e a l r e a d y the l a r g e s t net c o n t r i b u t o r to the C o m m u n i t y budget at 

9 4 3 m E U A , o r £ 6 2 5 m i l l i o n . 

2. The f i g u r e s in c o l u m n 3 have been ad ju s t ed to a t t r i b u t e M C A s to the 

i m p o r t i n g c o u n t r y and on th i s b a s i s we b e c o m e f o u r t h l a r g e s t c o n t r i b u t o r . 

B u t M C A s cannot be t r e a t e d as budget r e c e i p t s by i m p o r t i n g c o u n t r i e s l i k e 

the U K and I t a ly . T h e y a r e not c o n s u m e r s u b s i d i e s b e c a u s e they s e r v e on ly 

as a p a r t i a l offse t to the cos t to us of b u y i n g food at C A  P p r i c e s and not 

w o r l d p r i c e s . T h e y a l l o w p r o d u c e r s i n h i g h cos t c o u n t r i e s to s e l l to l o w 

cos t c o u n t r i e s w h i l e ge t t ing the s ame h i g h r e t u r n as i n t h e i r d o m e s t i c m a r k e t . 

3. A s the tab le s h o w s , we bene f i t ed in 1978 f r o m the t r a n s i t i o n a l 

a r r a n g e m e n t s ( A r t i c l e 131). W i t h o u t t h e m we s h o u l d have been the l a r g e s t 

net c o n t r i b u t o r h o w e v e r M C A s a r e t r e a t e d ( c o l u m n 6). 

4 . In 1980, when the t r a n s i t i o n a l p e r i o d has ended , o u r ne t c o n t r i b u t i o n 

w i l l be w e l l o v e r £ 1 0 0 0 ( 1 5 0 0 m E U A s ) and we s h a l l be f a r and a w a y the 

b i g g e s t net c o n t r i b u t o r . 

5. The p r o b l e m i s t w o - f o l d . F i r s t , we p r o v i d e 17^ per cent of the 

C o m m u n i t y ' s i n c o m e th is y e a r , and expec t to p r o v i d e 2 0 p e r cent next , w h e r e a s 

our s h a r e of the C o m m u n i t y ' s G N P i s o n l y about 15^ p e r cen t . S e c o n d , we 

get b a c k in r e c e i p t s on ly about l\ p e r cent of the B u d g e t . 

6. The m a i n r e a s o n fo r o u r l o w r e c e i p t s is the C A P  . It p e r s i s t e n t l y t akes 

m o r e than 7 0 p e r cent of a g r o w i n g B u d g e t . B e c a u s e o u r a g r i c u l t u r e i s 

s m a l l and e f f i c i e n t , l e s s than 5 p e r cent of th i s e x p e n d i t u r e t akes p l a c e i n 

the U n i t e d K i n g d o m . We do r a t h e r be t t e r out of the R e g i o n a l and S o c i a l 

F u n d s , but toge ther they a c c o u n t fo r on ly l O p e r cent of the B u d g e t . 

7. A s a r e s u l t the budget b e a r s no r e l a t i o n to a b i l i t y to pay . We and I t a ly 

a r e l a r g e c o n t r i b u t o r s , w h e r e a s r i c h e r c o u n t r i e s l i k e D e n m a r k and B e l g i u m 

a r e s u b s t a n t i a l b e n e f i c i a r i e s . 
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C O N F I D E N T I A L 


8. The U n i t e d K i n g d o m a c c e p t s that g r e a t e r c o n v e r g e n c e in e c o n o m i c 

p e r f o r m a n c e i s p r i m a r i l y a m a t t e r of the r i g h t n a t i o n a l p o l i c i e s . The new 

G o v e r n m e n t i s d e t e r m i n e d to r e s t o r e the U n i t e d K i n g d o m e c o n o m y . B u t 

C o m m u n i t y p o l i c i e s shou ld he lp those e f for t s r a t h e r than h inde r t h e m . A t 

p r e s e n t they d o n o t . 

9. T h e s e i n e q u i t i e s a r e a p r o b l e m fo r the w h o l e C o m m u n i t y , as w e l l as 

fo r the U n i t e d K i n g d o m ; u n t i l they a r e r e m o v e d , the C o m m u n i t y w i l l 

r e m a i n u n b a l a n c e d , and the c o m m i t m e n t s of G o v e r n m e n t s to E u r o p e w i l l be 

h a m p e r e d by the effects on p u b l i c o p i n i o n i n the c o u n t r i e s m o s t a d v e r s e l y 

a f f ec t ed . In 1971 the o r i g i n a l S i x r e c o g n i s e d that i f u n a c c e p t a b l e s i t u a t i o n s 

/ . o v e r the B u d g e t ^ shou ld a r i s e , 'the v e r y s u r v i v a l of the C o m m u n i t y 

w o u l d d e m a n d that the i n s t i t u t i o n s f ind equ i t ab l e s o l u t i o n s ' ( C m n d 4715). 

10. We a r e not a r g u i n g fo r a j u s t e r e t o u r : ie that we shou ld get out of the 

E E  C p r e c i s e l y what we put i n . N o r that m e m b e r s t a t e s ' net c o n t r i b u t i o n s 

o r r e c e i p t s shou ld p r e c i s e l y r e f l e c t t h e i r p o s i t i o n in r e l a t i o n to a v e r a g e 

C o m m u n i t y G D P p e r head . B u t we do not c o n s i d e r that i t i s r i g h t f o r 

c o u n t r i e s w i t h b e l o w a v e r a g e G D P p e r head to be net c o n t r i b u t o r s to the 

B u d g e t . 

11. We want an e a r l y s o l u t i o n . It i s fo r the C o m m i s s i o n to sugges t w a y s 

in w h i c h the i m b a l a n c e can be c o r r e c t e d . The i m p e t u s w i l l have to c o m e 

f r o m the E u r o p e a n C o u n c i l in S t r a s b o u r g on 21/22 June . 
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TABLE 1 


NET TRANSFERS BY (TO) MEMBER STATES IN 1978 
m i l l i o n eua 

1978 - Actual position 1978 - Without A r t i c l e 131 adjustments 
1 2 4 ! 5MCAs Adjusted Recorded 	 ^ Adjusted
Recorded 	 MCAs
transfers 	 transfers transfers transfers 


Belgium/Luxembourg + 380.4 - 43.1 + 337.3 + 415.4 - 43.1 + 372.3 

Denmark + 620.4 - 239.1 + 381.3 + 620.4 - 239.1 + 381.3 

Federal Republic of - 423.8 - 173.C? - 596.8 - 213.6 - 173.0 - 386.6 
Germany 


- 370. 6France - 82.9 - 287.7 + 47.4 - 287.7 - 240.3 

Ireland + 536.2 - 210.4 + 325.8 + 517.8 - 210.4 + 307.4 

I t a l y - 752.3 + 418.5 - 333.8 - 672.9 + 418.5 - 254.4 

Netherlands + 220.5 - 179.8 + 40.7 + 265.4 - 179.8 + 85.6 

United Kingdom 	 - 942.5 + 714.6 - 227.9 -1423.9 + 714.6 - 709.3 

Direct aid to + 39.0 + 39.0 + 39.0 + 39.0 
Third Countries 
Change  i n Commiss­
ion's balances with + 393-9 + 393-9 + 393.9 + 393-9 
national treasuries 
(2) 

Differences	 on /„\ ++ 11.11.11 + 11.1 + 11.1 + 11.1 
exchange rates I 

0 	 0 0 0 0 
0 


(1)	 At the average exchange rates for the years  i n question \ 

(2)	 The national treasuries maintain accounts  i n thename of the Commission. Although the 1976 and 1977 budgets were 
i n balance and executed, the balances on these accounts changed during the year. These balances do not earn interest 
and can be used by the Commission only to meet approved budgetary expenditure. 

(3)	 These are accounting differences which arise because of theuse of average exchange rates. 
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M R LEVER (Vco) 
Community Budget 

In his letter of 31 May, Mr Cartledge said the Prime Minist^r^wbuld like a 
more cogent presentation of the facts about our net contributions, making use of 
the table which she had when she saw Mr Roy Jenkins. I now attach a revised 
note which has been discussed with Treasury and FCO. You will see it conflates 
the two annexes attached to the Foreign and Commonwealth Secretary's minute 
of 29 May, usefl the table of budget costs and omits the paragraphs dealing 
with the resource costs of membership. 
2. One other word of explanation is, however, necessary. In her briefing 
for Mr Jenkins (and for President Giscard) the Prime Minister had earlier 
Commission estimates which showed the UK as .second largest net contributor 
in 1978 if MCAs were attributed to the importing country. However, these 
figures did not allow for the final Article 131 adjustment which benefits us and 
which has only recently been paid. The Commission has revised its figures 
to take this into account, which we think reas onable enough, and this has the 
result of putting us behind France and Italy as well as Germany, as the fourth 
largest net contributor. The brief for President Giscard is being amended. 
3, The Prime Minister has asked to see the note in draft before it is 
< Lrcuiated to Cabinet Ministers. If the Foreign and Commonwealth Secretary 
is content you will wish to submit it to No IO. In doing so, you will wish to 
draw attention to the changes which have now been made, and the correction 
to the figures. In this form, the note should be suitable for general use. But 
the Foreign and Commonwealth Secretary and other Ministers who get involved 
in discussion with their Community opposite numbers will inevitably have to go 
into more detail. It is therefore important that, in addition to approving the 
note for general circulation, the Prime Minister should be asked to say whether 
lie is generally content with the line in Annex A to the Foreign and Commoiiwe.lt 


Secretary's minute, which was the line suggested by the Chancellor and 

endorsed by OD(E). 


M D M FRANKLIN 

CABINET OFFICE SW1 

4 June 1979 
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