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BUDGET IMBALANCES

You will recall that at the Brussels European Council
we had a long discussion of the need for a system which
would ensure that Britain in future was bearing a fairer
share of the budgetary burden; and that we did not have
to negotiate each year for ad hoc refunds to correct that

burden.

The achievement of a systematic correction of our
budgetary contribution and of a fairer sharing of the
burden between all Member States has been a prime objective
of the British Government since we first took office. It
has required more than a year of negotiation to get to the
point now reached.

You will recall that at the Brussels European Council
we were offered a flat rate refund at 1000 mecus for five
years, with the operation of a system based on a 1000 mecu
notional figure thereafter.

I rejected that proposal because it would have left
Britain exposed to a much greater budgetary burden as our
contribution increased over the years. I insisted that
the system must come into operation to correct the
payments we shall be making to the Community from next
year = 1985 = and that the correction must increase as our

contribution grows.

At the outset of this European Council I was offered
a further flat rate refund of 1080 mecu in 1985 with the
system to operate on the basis of an inadequate compensation
for the increase in our budgetary contribution thereafter. I

rejected that proposal.

After long discussions last night and again this
morning the French Presidency put forward a proposal for
a systematic correction of our budgetary burden on a basis
which would ensure
/ that we received




that we received back two=-thirds of the contribution we make

on the basis of the difference between the VAT share of payments
we make to the Community and the receipts we receive. This
will come intc operation from 1985.

This correction will increase propoéortionately with any
increase in our contribution and is worth far more than the
offer made at the Brussels European Council. The correction
is on a basis which preserves all the elements agreed in
previous negotiation which we regard as essential. These are

(i) that the correction should be embodied in the
own resources decision;

(ii) that it should last as long as the increase in
own resources we have agreed;

(iii) +that the correction should be related to our
relative prosperity and ensure

a fairer ~ sharing of the financial burden and

(iv) +that the correction should operate on the revenue
side.

On the basis of this agreement, and subject to satisfactory
completion by Finance Ministers of the agreement on effective
budgetary discipline, we shall agree that the own resources
ceiling may be increased progressively from 1% to 1.4% of VAT.
There can be no further increase beyond that without our
agreement. We have therefore succeeded in securing at last
after years of very difficult negotiation a systematic
correction of our budgetary contribution. This will secure
also the release of the 750 mecus of refunds we are due from
1983 and in due course the payment of the 1000 mecus refunds
which have been agreed for 1984.

This outcome is good for Britain and good for the
Community. It will enable the enlargement negotiations to be
completed, helping to strengthen democracy in Spain and
Portugal; and remove what has been a constant source of




friction in Britain's relations with the Community ever
since we joined it. It has mever before been possible to

achieve a budgetary system which provided for an automatic

correction of this type and that is a great prize for us all.




[As necessary: Those who say that we should agree to no
increase in the VAT ceiling should do their sums. With

the increase still in place our contribution would continue
at about 2 billion ecus ie at least £1200 millions per annum.
We should have been obliged to continue arguing each year

for ad hoc refunds which were increasingly difficult to

get agreed at a satisfactory rate: and the results would

have been much less satisfactory than the agreement now
reached, which furthermore provides for a systematic

correction of our contribution applied automatically each

year].




ESSENTIAT, POINTS FROM THE PRIME MINISTER'S STATEMENT ON 21 MARCH

I made clear at the meeting in Stuttgart last year that the
UK would be prepared to consider an increase in the Community's
financial resources but only on condition that there was
effective control of agricultural and other spending and that
there was a fair sharing of the budget burden ...

We made progress towards securing control of spending by
first an annual limit of overall expenditure and second a
strict financial guideline on agricultural expenditure. The
French Presidency also proposed a lasting system for a fair
sharing of the budget burden. We would-have been able to
accept this system but some other Member States, despite the
long discussbns over the last 9 months, were still unable to
do so. Nor were we able to reach agreement on the level of
the UK's net contribution which would result from the
application of the system ...

At the end of the discussion the proposition which the UK
was invited to accept was first that instead of a lasting
equitable system for Community financing, there should be a
five year ad hoc arrangement which would have left us receiving
less than the average refund which we received in the years
1980 - 8%; second, that we should endorse the unsatisfactory
and discriminatory arrangements for milk; third that we should

accept an increase in the Community's VAT resources of 1.4%

in 1986, having the prospect of a possible further increase
two years later to 1.6%.

I made it plain that neither the Government nor the
British Parliament could accept such a package. Therefore I
did not agree to any increase in the Community's resources.
The 1% VAT ceiling remains.




[On budgetary discipline - in answer to a question from
Mr Kinnock]

we want strict financial restraints on the total
European budget and in particular on the agricultural

budget; this should be embodied in the budgetary procedure

so that they can bite. Therefore we made it clear that if
there were strict financial constraints plus a fairer
sharing of the burden we would consider an increase in

own resources. As the Rt Hon Gent will be aware such

an increase in own resources has to be ratified by each
and every Parliament in the Community.

[In reply to a question from Mr Douglas]

The Hon Gent will remember that we have had refunds
for 4 years which have averaged 1100 mecu a year. That
has meant that the refund - in Community Jjargon - has
been about two-thirds of our net contribution, leaving
us with only one-third to pay. That was a reasonable
deal, but it was only an ad hoc arrangement. The
Community will not extend it since, if we obtain
agreement, we are going into a period of increase in
own resources, it is vital that we should obtain a fair
distribution of the burden




FOR USE AS NECESSARY
THE VAT SHARE, EXPENDITURE SHARE GAP

Does this mean that you have agreed that the levies
and duties we pay on imports from outside the Community
should not be counted against our budget correction?

Not at all. Other lMember States have strongly held
positions on that score. But the basis of correction which
has been agreed covers the great bulk of our payments to
the Community since what this definition means is that our

levies and duties are counted as if they were paid at the

VAT rate, ie just over 21% of the Community budget. On

1983 figures our "excess" levies and duties on this
definition amounted to 291 mecu on a total gap of 1913 mecu.

Over the last few years the figure has fallen in real terms.
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