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EUROPEAN COMMUNITY: POST-STUTTGART NEGOTIATIONS

I attach, for the Prime Minister's meeting at Spm on

1 December: -

(1) a memorandum on the main questions for the

European Council; and

(2) a memorandum on contingency plans.

I am sending copies to Mr Fall (FCO), Mr Kerr (H M Treasury),
Mr McCarthy (DTI), Mr Llewelyn (MAFF) and to
Sir Robert Armstrong.
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EUROPEAN COMMUNITY: THE MAIN QUESTIONS FOR
THE EUROPEAN COUNCIL

Memorandum by the European Secretariat,
. Cabinet Office

Introduction

1. There will be one more meeting of the.Special Council on

28 November before the European Council in Athens on 4-6 December.
In addition, on 29 November the Foreign Ministers, probably in

a very restricted session, will discuss the preparations for the
European Council. The Presidency has already circulated its
conclusions on some aspects of the negotiation and we have
proposed amendments. The conclusions are almost certain to

be revised again.

?. Most member states want to:-come to a result (or, at the

least, make significant progress towards a result) at Athens.

It remains to be seen, however, whether a real basis for

agreement will be found and whether the decisions sought will

be specific or of a more general kind. It is also important

to stress that even in a successful outcome there will not be

a single set of decisions at Athens. An agreement on the main
points may be possible. If so, the United Kingdom will continue
to hold an important card, because the details and the
implementing texts will need to be thrashed out over the
following months and we shall not agree that a

revised text should be submitted to our Parliament until we
were entirely satisfied on the whole package.

5. In the light of the Prime Minister's meeting of 4 November
and the results of the Special Council of 9-11 November, this

memorandum sets out the decisions which will need to be taken

before the European Council.

/.
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The budget inequity

4. Our objectives, which are fully met by our safety net
solution, are clear. The revised budget arrangement must bhe
durable; must be implemented on the contributions side; must
properly measure the ability to pay; must properly measure the
imbalance itself (ie give relief representing a large percentage
of the net contribution); and must give the United Kingdom
enough money. Provided that these objectives are met, a
solution could also be reached:by putting together the various
"building blocks", some of which are already under discussion
separately in the negotiation 'so far. This is explained more
fully below.

5. The proposals made by the Commission and the Presidency at
the last Special Council on the correction of the budget inequity
were unacceptable. The Commission's proposal purported to reduce
the United Kingdom's net contribution by removing or adjusting
some elements of the calculation. The Presidency's ﬁroposal did
not take account of the contributions side, ie that the United

' Kingdom contributes a disproportionate share of the Community's
own resources as well as receiving too little from the Community
budget. While we rejected these proposals, there was for the

first time a wide measure of agreement that the solution must

- be implemented by adjustment of a member state's
VAT contribution;

- be durable, forming part of the revised Own Resources

Decision;

- properly measure a member state's ability to pay, as
the United Kingdom has proposed. The limit should
be expressed as a percentage of a member state's GDP

(about 0.1% for the United Kingdom under our proposal).

It is helpful that the amount of money which could be available
to the United Kingdom under these successive proposals of the
Commission, Presidency and other member states has been
steadily increasing. We have made progress in convincing

member states that the relief must adequately cover that part

2 Jof
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of the budget problem which results from the fact that the
United Kingdom receives too little from the Community budget
(the so-called "payments gap"). We have made much less progress
in seeking to cover the other part of the problem, ie the
disproportionate contribution of customs duties and levies to
the Community budget. We are working now to maximise the
chances of the inclusion in their revised proposais of as many
as possible of our requirements. This will make it difficult
for them to go back at Athens on'these elements and on the
amount of money on offer.

6. The main points which need to be examined by Ministers

immediately before the European Council are likely to be:

(i) the safety net. It is possible that we shall come

to the European Council with more than one form of safety
net on the table, in pafticular, the version set out in our
own document of 25 July and an improved version of the
Presidency proposal. It is recalled that the main

figures relating to our proposal, if applied to 1982

and using the GDP per head of an enlafged Community, are -

million ecu

UK's uncorrected net
contribution 2036

UK's actual corrected net
contribution after refunds

UK's corrected net contribution
if we received & relief
equivalent to two-thirds of our
uncorrected net contribution

UK's corrected net contribution
under the safety net scheme 457

Faced with our opposition the Presidency and other
member states may.adapt their proposals in two ways
which would move towards the United Kingdom's position.
First, they may propose that there should be relief
representing the major part of the difference between
a member state's share of payments from the Community
budget (UK, about 13%) and its share of the VAT

= /contribution
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contribution (UK, about 20 - 21%). This form of measurement
of the so-called "payments gap" is gaining ground within the
Community. It does deal directly with the insufficient
amount which we receive from the Community budget. ZEven if
we get a good form of measurement, there will still be an
argument about the extent of the correction. In order to
illustrate the order of magnitude, however, if the whole

of this gap were compensated according to the safety net
limits formula, the United Kingdom wouid have received
relief on average in 1981 and 1982 of about 1100 million ecu
and the United Kingdom's average corrected net contribution

in these two years would have been about 628 million ecu.

The relief would have been equivalent to about 63%.6% of our
uncorrected net contribution in those years. Other ways of
measuring the "payments gap" (eg the difference between the
share of payments and the share of the Community's GDP and
the difference between the share of payments and the share of
the Community's population) are still being discussed.

.Secondly, they may include the Commission's original
proposal of 6 May or some other form of modulated VAT. Since
there is strong opposition from some member states to the
basis on which the Commission constructed its original
proposal, they may put forward another version. This approach
does not deal directly with the disproportionate amount of
own resources which we pay into the Community budget but its
financial effect could be significant (the original proposal
would have given the United Kingdom average relief in 1981
and 1982 of about 428 million ecu).

Thus, on the same basis as the figures in paragraph 5(i)
and on the conditions set out above, a Presidency proposal
amended in one or more of these ways would give the

following results:-
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million ecu, average of
1981 and 1982
(the figure in brackets
is the % of the UK's
uncorrected net
UK's corrected net contribution)
contribution under Presidency
proposal amended so that it
relates to

(a) the gap between payments
share and VAT share (the
payments share/VAT share
formula with full
compensation) (36.4%)

the Commission's original

proposal for modulated VAT

and the relief at point (a)

‘(modulated VAT and the

payments share/VAT share

formula with full

compensation) . (11.6%

(note: for 1982 this is more
favourable than our safety
net proposal)

It will be necessary to decide in principle before the European
Council whether and with what amendments solutions based on
these elements would be acceptable if all other conditions were
met. The schemes are capable of adaptation so that at the
outset the UK and French contributions are broadly the same.

own resources. The question of the Community's requirements

in terms of own resources does not arise unless the United
Kingdom is satisfied on the conditions laid down by the
Prime Minister at Stuttgart. If we were satisfied, we would
need to be able to take a position on the size of the
Community's own resources. The elements of this judgement
are the effect on the VAT ceiling of the financing by other
member states of the budget relief for the United Kingdom;
the costs of enlargement; some possible growth in new policies;
and the potential savings, particularly from agriculture. An
increase in the ceiling requires ratification by the Parliaments
of all member states of amendment of the 1970 Owvm Resources
Decision - the same Decision which will need to be amended in
order to include the arrangements for the budget relief.
| 2 . /The
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The financing of reliefs can be done in three ways and
the effects on the own resources ceiling would be slightly
different -

(a) outside the VAT ceiling.

financed net within the This would require ‘a VAT

at

VAT ceiling (ie the total ceiling of about 1.1%.
payments made to finance '

the reliefs equals the

cost of the reliefs).

financed gross within the This would require a VAT
VAT ceiling (ie as under ceiling of about 1.2%.
the current refund

arrangements - member

states contribute towards

the costs of their own

reliefs).

Any increase in the ceiling requiring ratification by
national Parliaments should not be a short term decision. The
technical judgement of officials is that, allowing for
enlargement, a diminishing proportion of Community expenditure
on agriculture and growth in real terms of other Community
expenditure, an increase in the VAT ceiling to 1.2% should
be sufficient to finance the Community budget at least into
the 1990s. This does not take account of the possible 0.1%
or 0.2% which might be needed to permit the financing of the
United Kingdom's budget relief by other member states.

Within the Communi me member states are thin'iing in
terms of unrealistic fig 1 as a 2% VAT limit (Commission
proposal 1.8% by two V. The Germans - and
probably most member states in the end - are likely to opt for
a single increase of 0.4%. This would be a once-for-all
increase in the total own resources of the enlarged Commnunity
of about 2%%. There has been some suggestion that, within

any new maximum approved by Parliaments, any increase in the
6 /VAT
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VAT ceiling should be released in tranches. This would have
advantages for expenditure control. It would be difficult to
obtain agreement to this within a ceiling of 1.2% but it might
be possible within a ceiling of 1.4%.

The United Kingdom's corrected net contribution will of
course be equivalent to a VAT rate suhstantially helow the
Community maximum. If we assume, first, that the correction
of the budget inequity would’ be made by reducing the VAT
contribution of those member states receiving relief and
passing the cost on to other member states according to a
~normal VAT key and, secondly, that the United Kingdom receives
the amount of relief under our own safety net proposal, the
situation on the same basis as the figures in paragraph 5(i)
would be that the UK's corrected net contribution would be
equivalent to a VAT rate for the United Kingdom of about
. 0.4%. Even if the increase in the ceiling were to 1.4%

the United Kingdom's VAT contribution after reliefs would be

equivalent to less than 1% provided that the relief gave more
than about 950 million ecu net.

The timing of any increase in the limit on own
resources is very important for the United Kingdom. In a
final package we must ensure that the new system comes into
effect (after ratification) in 1985, so that the relief for
the budget inequity in 1984 can be included in aﬁ amended
1985 budget. Failing this, we must have a cast iron undertaking
that relief equivalent to that available to us under the
revised system will be given in respect of 1984 and later years.

control of agricultural and other expenditure. The French

have now floated ideas for. a more rigorous control of all
expenditure, which could be helpful to us. It is doubtful
whether they will be fuliy developed by Athens but we would
like to see some reference to these ideas in the communique,
as a basis on which we could build in the period immediatély
following the European Council. They are additional to, and
not a substitute for, obtaining at Athens the best possible
result on control of agricultural spending.

\ 7 _ /The
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The negotiations on the strict; financial guideline for
agricultural expenditure have not disclosed any willingness
among eight member states to support the British/Dutch demand
for a legally binding arrangement. Two conclusions can be
drawn: first, we must carry our proposal unchanged into -the
European Council since the issue will in any event be a major
component of the discussions there. Secondly, a strict and
legally binding guideline does not appear to be negotiable
at Athens; the only arrangement on which agreement could be
obtained is a guideline embodied in political commitments by
the European Council and the. Commission and based broadly on
the Commission's ideas (though perhaps strengfhened by
suggestions from the Germans and Dutch). We shall have to
judge whether our requirement of effective control of
agricultural and other expenditure can be met by the European
Council's endorsement of the French ideas for a guideline for
all Community expenditure; by specific adoption of the
Commission's revised proposal (as strengthened by the Germans
and Dutch) for the guideline on agricultural Spending; and
a commitment by the Commission that it will not make proposals

in breach of the guideline.

acriculture. The revised Presidency text takes partial
4

account of the amendments which we have been pressing. On a
cautious and, where necessary, restrictive price policy and
on the application to more products of limits on the guarantees
"euarantee thresholds") the text is broadly on the right lines
but needs to be tightened up. There remain a number of lesser
questions which we are trying, probably successfully, to keep
out of the discussion in the European Council and three
principal points - milk, cereals (including cereal substitutes)

and monetary compensatory amounts.

On milk, we need to set out more clearly the amount of
milk which would receive the full guarantee in the Community
and the methods to be taken to bring production back within
those limits. Our favoured solution is to do this through
price alone or, failing this, through price combined with a
quota/super levy system. In the second case we should accept

8 /the
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the quota/super levy proposal, provided that the.reference
year is satisfactory (it should not be based on 1981 but on
1982 production less an agreed percentage) and that we are
satisfied that the scheme will be effective, non-discrininatory
and capable of satisfactory administration. We should aim

for a price freeze, since it would be absurd to offset the
effects of a quota/super levy system by a lax price policy.

It would not be appropriate for decisions to be talken at
Athens on other specific milk proposals in the Presidency
paper, in particular the application of a tax on so-called
intensive holdings (which we oppose); the suspension of inter-
vention for skimmed milk poﬁder (which needs further consider-
ation); and the suspension of the butter subsidy (which is of
benefit to the United Kingdom and is an aid to consumption
which it would be quite wrong to abolish while the Community
has excessive stocks of butter).

. On cereals we need the strongest possible reference to
our intention to bring Community support prices more nearly
in liné with those in other major producing countries,
principally the United States. On imports of cereal substitutes
There will be disagreement: we should not accept any
commitment to deconsolidate the tariffs but should aim for
further discussions between the Commission and the United States
at which the Commission should seek to malke the most of the
Community's restrictive intentions on its own support prices
for cereals.

Monetary compensatory amounts are a Franco/German
battleground. We must be satisfied on the arrangements
applicable to variable mcas such as we have in the United
Kingdom. We should continue to oppose the German suggestion
that in future currency realignments agricultural prices
should be set in terms of the strongest currency. If at Athens

in an otherwise satisfactory package it were thought right to

accept this suggestion, we would need strict arrangements
restraining the phasing out of the negative mcas.

The oils and fats tax must be rejected.
9
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. (v) other policies. Our principal objectives are to direct

attention to, and to obtain progress on, those areas of policy
vhich will be beneficial to the United Kingdom and do not add
significantly to expenditure. For this reason we are pressing
for progress on the completion of the common market both in
good and services (single administrative document, lorrj
quotas, air services, insurance, standards) and other action
of particular benefit to us (solid fuels policy, lead in
petrol). It is clear that, for a balanced package as seen

by other member states, the Athens communique will need also
to refer to improving the environment for cooperation between
industrial enterprises in the Community (insofar as this
relates to the removal of obstructions to such cooperation
while leaving the commercial decisions to the enterprises
themselves, we can support it ); to new technologies in areas
such as telecommunications; and to certain specific decisions
on proposals already made.

We should oppose the proposed doubling of finance for the
structural funds (Regional Fund, Social Fund etc) and will be
supported on this. We should refuse to take decisions on the
very costly integrated Mediterranean programmes. We should be
able to avoid a decision on the financing of the research and
development programme, There will be a need to decide what
financing we can accept for the information technology programme
ESPRIT.

The Presidency's revised text includes most of the points
on our short list, although we have proposed further
strengthening and correction. The French are unlikely to be
éatisfied with the references to industrial cooperation and
will have to fight for any text which they may put forward.
There will probably, however, be common ground which will make
it possible for us to establish sensible references to
improving the environment for cooperation between industrial

enterprises.

10
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Contingency plans for a deadlock at Athens

7. Before the Athéns European Council we need to be clear
what line the Prime Minister should take at the conclusion of
the Council if there is a deadlock and, in particular, vhether
ve should move sfraightaway to block the transfer of the

Community's own resources. An updated separate paper on- the

options and contingency plans is being circulated.

8. On the basis of the Special Council discussions we believe
that, although an agreement may not be reached in the European
Council, it is unlikely that-the discussion will breaz down
‘through a complete failure of other member states to comprehend
our requirements. It is probable that their proposals will be
substantial, although it remains to be seen whether they are
sufficient. It is unlikely that an inconclusive or disagreed
result of the European Council will lead other member states to
-try to block the United Kingdom's 1983 refunds agreed at
Stuttgart. '

9. In these circumstances it is more likely‘that a problem
will arise with the European Parliament later in December. The
European Parliament might put the United Kingdom's 198% refunds
in the reserve chapter with specific conditions restraining
transfer to budget lines.

10. It is recommended that our line should be -

(i) in the event of a successful conclusion at Athens,
we would'expect that our 1983 refunds in the 1984
draft budget will run through and that the new
agreement itself covers the situation in relation
to 1984 and later years;

if, contrary to our expectations, other member states
were to make clear that they intended to blocX on

a continuing basis the regulations necessary for

the payment of our 1987 refunds, the United Kingdom
Cabinet would be invited to agree that we should block
the transfer of the Community's own resources;

14 Zlaii)
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if the European Parliament were to blockt the
paynent of our 1987 refunds, we should demand that
the Commission and the Council of Ministers

honour the Stuttgart declaration by tali

necessary budgetary action in time to enable the
bulk of the refunds to be paid by 31 March 1984,
We would set a deadline, eg the end of the United
Kingdom's financial year, with a more or less
explicit threat to'block the transfer of Comnunity

funds if the deadline were not met. .

" Conclusions

11. Before the European Council of 4-6 December it will be

necessary for Ministers to decide:-

(i) whether and under what conditions the possible
approaches to the solution of the problenm of
budget- inequity set.out in paragraph 5(i) could

meet our requirements;

to take stock of the latest situation on the strict
financial guideline for agriculture (and other)
spending; and to decide whether the combined
elements could represent the effective control of

spending vhich is required (para 5(iii)

to endorse the main negotiating objectives for

agriculture set out in para 5(iv)

to endorse the United Kingdom's existing approach

on other policies, as set out in para 5(v);

their approach to the question of own resources,

.

s
if all other conditions were met (para 5(ii));

to decide in principle whether the response to an
unsuccessful conclusion at Athens should be as in .

para 10.

Cabinet Office
12
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+ROPEAN COMMUNITY BUDGET NEGOTIATIONS: CONTINGENCY PLANS

Memorandum by the European Secretariat

Cabinet Office

1. It is not possible now to know whether the European Council in Athens on

4-6 December will come to a successful conclusion, a partial sﬁccess or a deadlock.
It is necessary, therefore, not only to conduct our strategy with a view to a
success at Athens but also to be prepared for a worse result and in that event

to be prepared to protect our position on our 1983 refund (750 million ecu net)

and on the amount which we insist that we are owed under the 1982 risk sharing

arrangement (75 million ecu net).

The 1983 Refund

2. The conclusions of the European Council at Stuttgart provide that a refund of
750 million ecu net should be incorporated in the 1984 draft budget. The Budget
Council in July respected this decision: it made full provision in the 1984

draft budget and allocated the amount to budget lines, not to the reserve chapter.
Implicitly, therefore, the Council rejected, as we do, any argument that these

refunds were conditional on decisions on future financing.

3. The Stuttgart conclusions do not specify when during 1984 the refunds are to
be paid. As in the case of previous refunds, we want the payment to be made

before 31 March 1984. Before the refunds can be paid, two further stages are
_ required: g

(i) the European Parliament must adopt the 1984 budget, including
provision for these payments. If provision is made on budget lines,
there is no problem. If provision is made in the reserve Chapter 100,
a further step is requi}ad to transfer the provision to budget lines;
the Council must adopt the necessary implementing regulations which

provide the legal basis for making payments out of the Community
budget.

Budgetary Provision

4. At its plenary session on 24-28 October the European Parliament put the
: United Kingdom's 1983 refunds (and 825 million ecu of agricultural guarantee
money) into the reserve Chapter 100 of the draft budget, adding that payment of
/the refunds
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.' refunds was conditional on "the opinion it forms of the outcome of the
European Council in Athens". On 22 November the Budget Council decided to reject
the proposals made by the European Parliament and reinserted the original provision
on budget lines. The Council has the last word on the part of our refunds
classified as obligatory (?36 million ecu gross) but the European Parliament at its
second plenary session on 12-16 December has the last word on the part classified
as non-obligatory (255 million ecu gross). If the Parliament respects the
Council's classification between obligatory and non-obligatory expenditure, they
would only legally be able to ﬁlace the non-obligatory.expenditure in Chapter 100.
The Parliament, however, may dispute the ‘classification and declare the budget
adopted with all our refunds in Chapter 100. If all or some of the .refunds remain
in Chapter 100, a further decision by the Council and the European Parliament will

be required before the money can be paid.

5. The European Parliament also has the right at its December plenary session to
reject the draft budget in its entirety. This would create, however, an entirely

new situation going well beyond the payment of our 1983 refund.

Regglations

6. The regulations have to be adopted unanimously by the Council of Ministers.
An Opinion from the European Parliament is also required. If the European
Parliament's Opinion differs from the Council's, it may demand conciliation with
the Council before the regulations are adopted. The Commission is about to table
the regulations. They hayve yet to be considered either by the Council or by the

_-European Parliament.

Cash Flow Problems

7. Even if the regulations have been passed and the necessary provision has been
made within the 1984 Budget, there will still be an additional obstacle to be
cleared to ensure that the bulk of our refunds reach us, as in previous years, by
31 March. In previous years the Commission has been able to meet this deadline
without any difficulty, because it has had surplus cash in its bank accounts
carried over from the previous year. At the beginning of 1984, however, it will
be very short of cash, One way round this difficulty would be for the Commission
to have recourse to advances of own resources and, if necessary, their overdraft
facility. There will, however, be pressure from both the Commission and other

- member states that our refunds should be paid over a longer period of 1984,

/The Political

IRy
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.'-,_' Political Obstacles

8. Despite the results of the European Council in Stuttgart and the decisions
of the Budget Council in July, there is a risk that, if there is little or no
progress at the Athens European Council, France or some other member states would
block the implementing regulations under which the 1983 refunds would be prid to
us in 1984, The conclusions of the Stuttgart European Council bear out our
interpretation that no conditions were attached to the 1983 refund. The.Prime
Minister has since set out our understanding in a leitgr to Chancellor Kohl, copied
to President Mitterrand, on which there has been no come-back. Chancellor Kohl's
statement to the European Parliament on ihe outcome of the Stuttgart European
Council made no mention of any conditionality. Nonetheless, the question of our
1983 refunds is a lever which some member states may yet try to use in the present

negotiations.

9. Thus if in the opinion either of the European Parliament or of one or more
member state there is insufficient progress at the Athens European Council in
resolving the main issues including new own resources raised in the post-Stuttgart
negotiation, the payment of our 1983 refunds could be blocked. The situation
would almost certainly not be clearcut. We could find that ﬁrovision for our
refund was incorporated in the 1984 budget but that all or part of it had been
transferred to Chapter 100. Equally, there could be
delay over the adoption of implementing regulations caused either by other member
states' desire to continue to exercise leverage over us in the context of the
wider negotiations or by the need for conciliation with the Parliament. The

- situation might be sufficiently confused to make it difficult for us to point

clearly to a single, politically motivated cause for delay.

10. If payment of both our 1983 refunds and the outstanding risk-sharing element
of 1982 refunds were made in line with the timetable followed in recent years, we
would expect the bulk (£510 million gross) to be paid by the end of our 1983/84
financial year, with the balance (£115 million gross) paid in the Summer of 1984.
In 1984 our net contributions to the Community are estimated to be about

£100 million a month. If, therefore, we were to begin blocking from 1 January 1984
the transfer across the exchanges of the Community's own resources, we could expect
by 31 March to have withheld about three fifths of the amounts which we should have
been paid by then.

5
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. *iong on the 1983 Refunds

11. It is not very probable that a direct threat to our 1983 refunds will appear
at the conclusion of the European Council on 4-6 December. It is more likely that
there will be difficulties when the European Parliament decides on the 1984 budget
on or about 16 December. If following the European Council in Athens and the
December plenary session of the European Parliament the obstacles to the payment
of our 1983 refunds have not been overcome, the following are the principal

options: -~

Option 1. In the event of an overt challenge by member states (eg a deliberate

and continuing refusal to agree to the implementing regulations) we could block

the transfer of an equivalent amount of the Community's own resources. Contingency
plans have been updated. This would require a formal decision of United Kingdom
Ministers. Ministers would also need to decide a number of'important issues, as
set out in OD(83)9, such as the form and extent of the blocking of Community funds,
whether legislation were required and, if so, its timing and content, and whether
to publish a White Paper (the draft circulated as OD(83)8 is being updated).

Action would create a new crisis in the Community and would have a major impact on

the course of the post-Stuttgart negotiations.

| Option 2. If the European Parliament, and not a member stafe, was the cause of
the difficulty, we could seek a unanimous declaration By the Council of Ministers
of its determination to honour the Stuttgart agreement on 1983 refunds. We would
follow this up by demanding that the Commission and the Council honour this
declaration by taking the necessary budgetary action in time

.to enable refunds to be paid by 31 March 1984. The European Parliament's
agreement to this - their March Plenary Session 12/16 March - would depend on
progress in the post-Stuttgart negotiation up to and at the March European Council
(19/20 March). We could set a deadline for payment of the refund, eg the end of
the United Kingdom's financial year which would be after the March European
Council. We éould couple this with a more or less explicit threat to block the

transfer of Community funds if the deadline was not met.

Options on the Risk-Sharing element of the 1982 Refunds

12, Although the United Kingdom has drawn attention to the failure of the
Community to honour its obligations under the risk-sharing arrangements at
. Buccessive meetings of the Foreign Affairs Council and the Special Council and

" has asked for action to put the matter right, we have received no support from

/other
ol
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‘ her member states who have refused to admit any further liability. It is

necessary to decide how to handle the issue at Athens. If we do not waive or
trade off our claim in the course of the discussions at Athens, the following

appear to be the principal options:-

Option 1: We might seek to make the early payment of the 75 million ecu net an
extra condition to our final agreement to an otherwise satisfactory

package on the Community's future financing arrangements.

Option 2: We could continue to press our claim, if necessary by taking our
: case_fo the European Court. The advice of the Law Officers will be
available by 1 December. Departmental legal advisers consider that
the prospects of success are slight. Nevertheless, we should prubably be
following a fully defensible line of action and could try this course

if other ways were blocked.

If, as a result of failure either at Athens or later, we were
blocking transfers of own resources to the Community in order to
secure our 1983 refunds, the 75 million ecu net could be added to the

amounts withheld.

Conclusion

1%2. Our strategy is to achieve a successful result at the Athens European
Council. Contingency plans in the event of a deadlock are prepared. The options
in relation to the 1983 refunds are set out in paragraph 11 and those in relation

to the risk-sharing element of the 1982 refunds in paragraph 12,

European Secretariat
Cabinet Office
25 November 1983
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DEBATE ON COMMUNITY

Future Financing

In this document fti 11 €3 - orward a draft decision
on 'own resources' to f } yrigina 'own resources' decision
of 21st April 1970. i ¢ ¢ i aty amendment and
constitutes a very maj cl e in Con y funding.

The main features of

an increase in the ing from 1% to 1.4%. This

1
would be worth about lion ecus.

the introduction of a corrective VAT mechanism for part

of the revenue derived from VAT. Part of VAT would be
raised according to a special key reflecting shares in

the Community's agricultural production and 'net operating
surplus', modified to take account of relative prosperity.
See paragraphs 8 and 14 of Commission document for
detailed explanation. It is estimated by the Treasury
that this would reduce the UK's net contribution by about
25% .

other: - the Commission would retain any surplus of
revenue over expenditure at the end of each
year rather than return it to member states.

the Commission proposes that the Council (acting
unanimously) and Parliament (by three fifths
majority) should have the power to reduce the
reimbursement . of the cost of collection of

'own resources'. This is at present 10% of
total levies and duties. This proposal would

be worth about 1 billion ecus.

the Commission propcses to include customs
duties on products under the ECSC Treaty as
part of general budget revenues. This would
be worth about 60 million ecus.

the Commission is considering the introduction
of a tax on non-industrial consumption of energy
as part of 'own resources'.

a controversial proposal
aper. They urge consideration
in 1973. Under this the
would be empowered to create
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parliaments. Following con-
liament the Council would consider
manner, new revenue should be
i European Parliament
proposal, and after
assent, amend fthe
) proposal obtained




a sixty per cent majority. .

The overall impact of these proposals would be to increase
resources' for the Community by about 25-30%.

Report by the Court of Auditors on Financial Management

Community activities

These detailed reports have been effective in uncovering
of financial resources and are useful as an independent
of support for the Government in its demands for more

tiny of Community finances

EAGGF Guarantee Expenditure and recommends that
producers assume responsibility for costs incurred
as a result of over-production. The Court also
recommends that MCAs (Monetary Compensatory Amounts)
be reformed so as to limit their budgetary effect and
to encourage a return to economic balance by means
of competition. The Court would undoubtedly prefer
tc see. the aboclition of MCAs.
the absence learly defined QbJEC ives for the
Structural Funds ancd the Commission's failure tTo
evaluate tically policies according to
ijectives. : th ourt recommends that 'the
Commission 11¢ in conjunction with Member

! ion-making stage to that of
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to verify the implementation
form the UK refunds. Together
amended financial mechanism,
Kingdom's entitiement to

of 30th May 1980. The

with their implementation.
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ii) rebates to the UK of 307.5 million ecus and to West
Germany of 62.5 million ecus Ffor 1982,

The difficulfies encountered i [ Ln Supplementary
budget reflect the urgent need f term solution to the
budget problem as a whole. veral Groups in the European
Parliament attempted Council to produce a
long term solution the Supplementary budget
be blocked (by 100). The European
Democratic lobbying,was successful in
preventing ing the required 218 votes.
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h. Community Structural Funds

asized the need to make the
ater budgetary discipline and
duce a report with proposals.

The Stuttgart Council em
ructural Funds subject g
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The Commission advocates that the Funds make a more affective
contribution to economic convergence and suggests that the
Commission should have more influence over the allocation of
funds to ensure this. The Commission also advocates that these
funds should be more distinct from national funding programmes
and that they be geographically targeted to ensure a higher
proportion of Community finance in approved projects than at
present.

i

The report concentr
for Community funding shou
adjustments for less. dev
industrial areas, the
those areas where prob
(for example rationali
initially programmes
and Member States tl
eventually satisfy

0
o]

the Regiocnal Fund. The priority
the development of structural
regions and_declining

being to direct funds more toward
been created by Community polis

the steel industry). Although

be agreed jointly between the Commission
ission feels that ERDF operations should
ically Community objectives'. The
Commission also anti abolishing the distinction between
'quota' and 'non quo tions of the Fund, after a transitional
phase. The Commission points to the problems of co-ordination
of Funds, their complementarity, and the danger of overlapping
assistance. The Commission also pecints to the benefits to be
derived from improvements in monitoring and assessing projects
as they proceed.
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The British Government's

the Government's
Howe's speech
s by the UK




delegation to Special
year, and other recent
Speech

a) The Hague

Shortly before the Commi
in June 1981 the Chancellor
outlined the British Governm
Budget problem speech
the Chancellor's speech was
rational and deliberate in
stressing that he was not
Sir Geoffrey said:
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'Within nation states,
principle that resource
less prosperous regions,
is no comparable princip
Member States. The net
is largely fortuitous.
multitude of separa:e,
and the Community':
which seems to me

in future to take
affect individual
to go on producil
perverse' (3rd June

Among

the 1 per cent VAT ceilin
as long as the Ccmn'ni:y'*
He expressed consider
then, Member States would
larger funds 1
stringency at
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to show that the United Kingdom's inte i ity atffairs

is not restricted to the problem of Briti contribution

to the Budget. These proposals for ir ¢ co-operation
(quotations from which have been « lec Be T t called 'The
Positive Approach') included i 124 ti ;

a and
aces;

increased Community support for the devliopement of

0]
greater energy pricing transparency between Member St

o
C
E
Is]

an expansion of the European Regional Development Fund and
a concentration of Community aid on unemployment blackspots;

liberalisation of the Community market in services, particularly
air transport, road transport and insurance;

increased exchange of information about, and co-operation to

~

overcome, the problems of urban decay;

improvements to the Common Agricultural Policy to reduce and
ultimately eliminate structural surpluses, and action to achieve
a better balance between livestock and cereal prices;

in relation to the new technology industries the

Government would like to see a liberalisation of

(particularly in relation to public procurement)

to secure the full advantages of the Community's ‘home’ market
of 270 million consumers;

an expansion of the resources available to the Social Fund and
greater concentration on combating unemployment amongst the
young .

CO

The Government's position in Stuttgart and negotiating stance
for Athens remains that any increase in 'own rescurces' can only
be considered if a lasting and equitable solution to the sharing
of the budgetary burdens between Member States and the strict
budgetary control of agriculturzl..other expenditure is found.

The UK delegation have suggested the creation of 'a safety
net! whereby:

Member States whose relative
was below a given level
the budget and not in any

the Community would
prosperity (after er
would be net benef
circumstances net
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ish Government has con- .
growth of CAP expenditure
growth of the Community's
finanJ.a1 guideline

ument 'Future Financing

On agricultural spendingJ
sistently taken the view
should be markedly lower
town resources'. To ensur
for the CAP is proposed.
and the Develoomed, of ti cish Government ideas'!
published in October 1983 he rate of increase in
Guarantee expenditure D] e Eur Agricultural Guarantee and
Guidance Fund (FEOGA) i ] compared with the corresponding
provision in the or bud - the preceeding year,
cannot exceed a proport ( given fraction) of the rate of
increase in the Communi 'ow es0 s'! base between those two
years. The size of ti i £ tion' would be for nego:ia**on.
Complementary to the i . al and the suggestion for
a strict financial gui r CAP exgc,dl,ure, is a paper on
the Future Development mmunity. This proposes other
areas where the Community y d fe;oo and ia an elaboration to some
extent of the ideas outlin in 'The Positive Approach' described
above.
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On the question eof raising the 'own resources' threshold
the Foreign Secretary stated in the House on l4th November 1983:

'we would be pr to consider this (an increase in

own resour”es) that two very important conditions
were met: 1Y hat agreemert was reached on an effective
control of ' increase of agricultural and other
expenditur - ndl; that it was accompanied by an
arrangement { - ir sharing of the financial
burden.' |
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History and Bac!

>{
a) General Charas istics of the Budget

The European Budget amounts to about 0.9% of the Community'
Domestic Product, or 2.6 total public expenditure in the
Ifs revenues are derived i the Community's 'own resources’
certain revenues, although collected by national authorities
to the Community from the time of their collection, The main
components of 'own resources', and their approximate contribution
to total revenue, are: customs duties (31%), levies on agricultural
imports and sugar levies (10%) and revenue from notional rate of VAT
calculated on a harmonised base up to a ceiling of 1% (59%).

The Budget is determined each yeaﬁ +“h*‘oucr}‘ a lengthy process of
negotiations between the Council (who have the final
word on 'obligatory' expenditure - uﬂlef;j agriculture) and the
European Parliament (which within an overall ceiling has the final
say on most non-agricultural spending). :

(b) The Cause of the Budget Problem

Britain's budgetary problems arise first because of the United
Kingdom's -low level of receipts from the Community Budget. Britain
only receives about 11% of the disbursements made under the Common
Agricultural Policy Guarantee Fund (which accounts for almost two-
thirds of ‘total COmﬂLﬂ+tf spending), while funding about 20% of
the gross expenditure.

Secondly, Britain' ' 'own resources' system is
higher than our sha zom.d.;'y GDP because our level of trade
with non-Community Cries is pvoporflona ely higher than for
other Member States, making Britain liable to pay more in custcms
duties. Also, due to our consumption patterns and low level of
self-sufficiency, Britain has to pay 27% of the total levies collected
on agricultural imports into the Community. A root cause of the
problem is, however, that whereas nations ensure that their fiscal
systems achieve a redistribution of resources from prosperous areas
to disadvantaged ones the Community pays little regard to the distri-
butive impact of its policies.

(c) The Conservative Government and the May 30th Agreement

In October 197¢ \ rime Minister gave notice of her determination
to achieve 2 s tial reduction in Britain's net contribution.
Delivering ¢t "; ' Churchill Memorial Lecture she declared:

'Britain cannot a Tt I nt situation. It is demonstrably
nnjust. It is i Ti i nsible ... the imbalance is not
compatible with pi ' '. Community. Its continuation
would undermine f n darity and common obligation
which lies at uhe munity endeavour' (Luxembourg,

18th October 19?9).
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There followed seven months
culminated in the May 30th 198
agreed to pay compensation for B
respect of 1980 and 1981, with a
year should a long term solution
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The 'refunds' paid for the first two years amonted 7
and were used to help finance inf tructure project
although not exclusively, i =-" Kingdom's A d B
i the Commission

he Community's
T

billio
marily, i.'
Area

=

The second element of the Maj th J empnt was to

a 'Mandate' to produce propos - 1e restructuring of
expenditure priorities without 11 inf guestion the
principles of the 'own resources' ystem the Common Agric
Policy but with the objective of venti the recurrence
'unacceptable situation' £ ' ! tal

or any
in June 1981 which
tural expenditure, reducing
ment of new Community policies
51 In addition the Commission
to CAP reform together with
icies would be unlikely to solve
example if all other factors
0ean Regional Development Fund
to be increased by 50
over twice the size of the
present Community Budget, T receipts equivalent to
our basic refund of 850m ecus for 19 Accordingly, as the Mandate
Report reccgnised that the root of the 'British problem' lay with the
operation of the CAP, it suggested the initiation of 'a new mechanism
to compare the United Kingdom's share of Community GNP with its share
of agricultural receipts, with funds being made available to finance
new projects of Community interest in Britain to make up part of any
discrepancy. '
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U“*nc the second half of the
ndate Repcrt. A breakthrough

EL Opean Council when disagree-
of production in the milk
Mediterranean agriculture;
expenditure within the

and the initiation of a
having to make an inequi-
Unfortunately, however,
ing the early months of
the deadlock which was
i and Commission,
1, tabled various proposals which
ived budgetary compensation over
tiations inevitably became entangled
1982-3. An interim settlement
nal extension provided for by

‘hp Presidency. Discussions
on this were Ly was thrown intoc turmoil
following the veto on the Farm Price
package. This iat the fundamental link
b'etween agrf“PW*ural ) i ' budget problem which had been
unanimously ment at the European Council
meeting in Joncon.

Concentr
British Pr
was made at the London mee
ment was narrowed to faur
sector; improved support a:
the target for the growth
total resources
mechanism
tably large net
the momentum of
the Belgian Presi
beginning to develon !
Mr. Leo Tindemans and M.
would have ensured that
a 3-5 year pericod.
with the Annual Farm 3
for 1982, in accordance
the May 30th '
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The crisis w tem i1y ed the following week (May 24t
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Net Contributions to (—) and Receipts from (+) the allocated
- Budget, by Member States
million ecu

1978 1979 1980 1981 | 1982
| . ' |(provisional)

I. Net positions
before UK refunds

Belgium/Luxembourg

Denmark

Germany

France

Ireland

Italy

Netherlands

United Kingdom

I1. Net positions
before UK refunds
per head |

Belgium/Luxembourg

Denmark

Germany

Greece

France

Ireland

Italy

Netherlands

United Kingdom

[II. Net positions after
UK refunds '

Belgium/Luxembourg

Denmark

Germany

Greece

France

Ireland

[taly

Netherlands

United Kingdom

!

A
/A
/ ‘,3‘
A
A
A
A
A
A

N
N
N/
N
N/
N
N/
N/
N

source : House of Commo
on European islation 2ssion 1¢ 84. I ing
of the Europ i




Summary Table of Principal Components in UK Payments &
= Receipts from EEC 1978-82

| 1978 | 1979 | 1980 | 1981
Community VAT Rate wo ww | — | 7889 | 7322
PAYMENTS | ' '

‘8667

(£m) | |

VAT own resources/GNP-based | [+ |
financial contributions* | 596 | - | 741 1,095 1,554
Sugar and isoglucose leviest el 15 6] 26 | 40
Agricultural leviest ... | 227 241 | 1922 267
Customs dutiest [ 714 | | 86l 861 | 1,002
" Article 131 compensationt e | =204 —95 -— —
Total Gross payments ... w1 1,348 | 1,767 | 2,174 | 2,863

RECEIPTS

EAGGE.- o LA 3297 550 683 | 791
Regional Development Fund ... 35 | 173 | 145 111
Social Fund ... = 62 95 107 132
Other receipts ... 100 | 145 | 149 184
Total receipts P | i | 963 1,084 | 1,238
Net payments before United Kingdom ' '

refunds§
Refunds§ .
Net payments after refunds§ ...

822 | | 804 | 1,000 | 1,625
A 98 693 | 1.019
822 | 947 706 397 606

ssis

*VAT own resources were first paid by the United Kingdom in 1979. In 1978 the United
Kingdom made a GNP-based financial contribution.

tUnited Kingdom made payments on the basis of pre-determined financing shares during
1973-77. Therefore no accurate breakdown between categories of own resources is available.

tCompensation to United Kingdom for contributing on basis of full resources system under
Article 131 of Accession Treaty.

EAGGF = European Agriculture Guidance and Guarantee Fund.

§Refunds to United Kingdom payable under agreements of 30 May 1980, 25 May and
26 Octoper 1982,

Sources: Official Report, 11 July 1983, cols 255-6 and 29 July 1983, cols 637-8.

Scurce: House of Commons Sixth Report from the Sele
on European Legis 1 Session 1983-84.
Financing of the Eu € Community.
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