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EUROPEAN COMMUNITY EXPENDITURE AND THE CONTROL OF UK
PUBLIC EXPENDITURE

The Chancellor and the Secretary of State for Trade and
Industry have discussed in some detail the options set out in
E(A) (84)12, and as a result wish to table, before tomorrow's
E(A) discussion, the joint proposal set out in the attached
memorandum.

I am accordingly sending copies of this letter and the
memorandum to the Private Secretaries of all members of E(A),
the Foreign Secretary and the Secretary of S§¥ate for Education
and Science; as well as to Sir Robert Armstrong, Dr Nicholson
and David Williamson in the Cabinet Office.

J O KERR
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CONFIDENTIAL

EUROPEAN COMMUNITY EXPENDITURE AND THE CONTROL
OF UK PUBLIC EXPENDITURE

Memorandum by the Chancellor of the Exchequer and the Secretary
of State for Trade and Industry

We are to discuss the question of European Community expenditure

and the control of UK public expenditure at E(A) on Tuesday.

2 There is general agreement that we should set up a new PESC

——

Sub-Committee. This will be a useful instrument for improving
our forecasting of Community expenditure and more importantly,

determining our priorities within it.

3. The note by the Chairman of EQS (E(A) (84)12) usefully sets
out three possible options for bringing new Community expenditure
programmes properly within the ambit of our public expenditure
control procedures and for avoiding additionality. It is highly

desirable that we should settle the guestions raised in his note

—
quickly in advance of the 1984 PES round. We also need to take

urgent decisions on our approach to ESPRIT before the 28 February

Research Council.

(a) PES Procedures for EC Expenditure

A Paragraphs 9 and 10 of E(A) (84)12 describe the agreed existing

arrangements for non-additionality and attribution which have

governed the traditional areas of Community expenditure since our

accession in 1973.

e As we agreed at E(A) (83)8th meeting, we need to complement

these arrangements with effective mechanisms for ensuring that UK

public expenditure is not increased by the proliferation of new
i e, /
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spending programmes, already totalling some billions of ecus,

which have been tabled by the Commission in recent months.

_—

There are three requirements which any effective mechanism has

to meet. It must provide:

- a strong incentive to hold down the cost of

S —

Community programmes;

a procedure for assessing the priority of new
Community expenditure proposals in comparison
with each other and with domestic public

expenditure programmes;

a means of ensuring that our agreed domestic
public expenditure programme totals are not
exceeded by the addition of receipts from the

Community Budget.

6. We have examined the Cabinet Office's Option 3 with these
criteria in mind. After discussion we believe that - with some
modifications - it can provide the basis for a satisfactory system,

which will ensure that these new Community expenditures are sub-

jected to proper scrutiny as part of our normal PESAArrangements,

but with a degree of flexibility to take account of the Community

dimension.
——

7 The note at Annex A sets out our agreed proposals for a new

system modelled on Option 3. The main points in it are:-

- a mini-Euro programme will be established for

R & D, industrial and infrastructure support

e — e —

expenditures. The UK's priorities and negotiating
aims on these programmes will be discussed early

in the year as part of the PES process;

- within the new programme UK spending Departments
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will act as the sponsors for the UK financing

share of the Community expenditures which fall

in their functional areas. But there will be
opportunity for offsetting increases in
Community expenditure on one part of the pro-
gramme against genuine savings elsewhere within

the programme;

subject to what is said below on ESPRIT the
baseline for the mini-Euro programme will be
calculated from the provision for the relevant
expenditures in the 1984 Community Budget. This

—

baseline will subsequently be uprated each year

in line with the general rate of increase in UK
public expenditure;

e ——————————

e —

any proposals for increases going beyond the

baseline will be the subject of scrutiny under

_-_ﬂﬂ :
the normal PES procedures. Where Cabinet agrees

E—

that some increase in Community expenditure on

these programmes is inescapable, but that off-

setting savings cannot reasonably be found by

the sponsor Department, the increases will be

offset across public expenditure programmes as

a whole:

—-“""-—'_—J-.-

in the case of multi-annual Community spending
programmes which are subject to a fixed ceiling
any underspending in one year can be carried
forward and added to the baseline in the later
years, provided the total size of the programme
remains the same. Where expenditure on an agreed
multi-annual programme runs above the profile in
a particular year, offsetting savings within the
year would not be required, but corresponding
reductions would be made in the baseline in the

later years of the programme.
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8. So far as ESPRIT is concerned we are now agreed that we should
seek to ensure that it is given special priority within the funds
available within the Community Budget. Paragraph 10 and Annex B
below set out the line we believe we should now take at the 28
February Research Council. In these circumstances it is considered

reasonable that ESPRIT should be accorded the same priority within

the new PES control programme. A special addition will accordingly

be made to the EURO-PES baseline to cover our full contribution to

ESPRIT throughout the PES period.

9., We believe that, if E(A) can endorse these proposals, they will
provide a satisfactory framework for deciding on our priorities
among Community expenditure programmes and controlling the con-

sequences for our own public expenditure totals.

(b) ESPRIT

10. On ESPRIT itself, the next step must, we believe, be to build

on the German proposal made at the last Foreign Affairs Council - that
the money for ESPRIT must be financed from within an overall

"financial envelope" for payment credits on Community R & D of 600 mecu
a year at least for the next two years. In order to establish the
implications of this the Commission must now be pressed hard to bring
forward their estimates both of the payments needed to meet R & D
commitments already entered into in 1984 and 1985 and of the amounts
left available within the 600 mecu figure for new expenditures. We
will need convincing assurances that the lower priority R & D pro-
grammes will be scaled down in size in order to make room for ESPRIT
and other high priority commitments such as the Joint Research Centre.
Annex B sets out in more detail the form we believe these assurances
should take. Provided we can get satisfactory answers from the
Commission, we should be in a position to agree to the ESPRIT programme
going ahead, preferably at a level of 700 mecu, but, in the last

resort at 750 mecu.

NL
HM Treasury

20 February 1984




EC EXPENDITURE PROGRAMMES AND
UK PUBLIC EXPENDITURE CONTROLS

(a) THE "FORWARD LOOK"

(1) A Sub-Committee of PESC (PESC(EC)) will be set up to carry out the
"Forward Look" at Community expenditure, as proposed in paragraphs
4-8 of E(A)(84)12. 1Its tasks will include, as part of the "Foward
Look", the collective discussion of, and where possible agreement

on, the UK's priorities across all Community expenditur? programmes
v-'—-_"—-__h‘_"-—"'-_____

for use in substantive discussions in Brussels. In addition, PESC(EC)
would also be the forum for discussion of any questions on the proposed
new PES control procedures set out in paragraphs2-11 below.

(b) PESC TREATMENT OF COMMUNITY EXPENDITURE

(2) The existing arrangements for non-additionality and attribution
e

set out in paragraph 2 of E(A)(84)12 will continue to apply. The

arrangements for the non-quota section of the ERDF are discussed

———

in paragraph 12 btelow.

(3) A separate mini-EURO-PESC programme would be established as an

P oo

internal control total for the UK's financing share in all new
‘-—-'-—_\

: : o _ : | —
Community expenditure on R & D, and industri and infrastructure

support, as proposed in Cabinet Office Option 3. Within this

) DT
programme each spending Department will follow the procedures set
out below for the UK financing share of any Community spending

proposals for which it had functional resvonsibility.

(¢) CALCULATION AND UPRATING OF

(4) The 1984-85 baseline figure for the mini-EURO progrsmme should
_.___.—‘

be based on the level of payments appropriations in the 7984

——

Community Budget. For later years the 7"984/85 baseline would be

—

- rres

increased in line with the general rate of increase in total UK

planned public expenditure. iy special supplementary additiga to

the baseline will also be made throughout the PESPES®8ver the full

costs of the ESPRIT programme to the extent that these exceed the
!.._.______

o o =P
provision for ESPRIT. in the baseline.




(5) The UK public expenditure consequences of any increase in

Community expenditure above the baseline will be measured in terms

of the UK financing share of the Commuﬁity expenditure in question

(currently 22%) lessthosepublic sector receiptswhich are required to

be surrendered to the Consolidated Fund under the Eurovean Communities Ac

(6) There will need to be safeguards to prevent invididual projects
receiving like support from a Community and a domestic programme.

”

R P - = - e ol
CERDY trigger expenditure apart).

(7) Where the Community agrees a multi-annual commitments programme,

the best possible forecast of the payments profile would be made
in order to assess whether it could be contained within the baseline.
The foreczst will however be uncertain. In order to deal with that

uncertainty there should be provision, where Community expenditure

on a multi-annual programme falls below the expected profile provided

—

~° for within the baseline, for any undersvend to be carried forward
'—-—-_'_-‘——_‘—'——_.__

and added to the baseline for the next year. Where expenditure on an

agreed multi-annual programme runs above the profile in a particular
year, offsetting savings within the year (see paragraph 10 below)

would not be required, but corresponding reductions w

jould be made in
i et

- - - = e ———
the baseline over the later years of tne programme.

T ——— ————

—

(d) OPERATION OF THE PROGRAMME IN THE PE SURVEY

(8) As early as possible in each year's PE Survey PESC(EC) would
establish agreed baseline figures for the programme for the years
covered by the PES Survey in accordance with the ground rules above and
would collectively seek to agree on the UK's priorities within the

baseline as a guide to determining the UK line in Brussels.




(9) Where Community expenditure was expected to rise above
the baseline level, the UK public exnenditure consequences of
this excess would bg%‘&g%? ¥oa eitsi%%%sloﬁi%%)%ﬂﬁ:%%rht t?lse
normal rules of the PE Survey. Where it is proposed that such
an additional bid should be accepted within the agreed totals
for public expenditure, offsetting savings would need to be

made as follows:

(a) offsetting savings would be sought from elsewhere
within the total available for the mini-Euro

programme to the extent that genuine and continuing
reductions in other elements within the baseline could
be identified with certainty. The scope for and use

of such offsetting savings would need to be

determined collectively in PESC(EC).

(b) where no savings within the Euro-programme

p— e

were available, the domestic expenditure programmes

—— e ——

ST the sponsor Department (where there is one) would
be scrutinised for offsetting savings as part of

the normal PES procedures.

(c) when as a result of the PES scrutiny it is
proposed to Cabinet that the offsetting savings
cannot fully be made from within the Departmental
programme, any excess would have to be found by

savings within the public expenditure programme.

(e) CONTROL OF THE PROGRAMME DURING THE YEAR

(10) Where the level of Community expenditure increased
ey

during the year (eg as a result of new decisions or a
Supplementary Budget) beyond the level allowed for in
the PES, offsetting savings would be looked for within

—

T TR :
the total available for the mini-Euro programme. Where
\"-'——_

no savings within the Euro-programme are available,

the domestic expenditure programmes of $he sponser

Departments would be scrutinised for offsetting savings.




Where such savings cannot be made, access to
the Reserve would be considered in accordance with normal
rules. Any continuing increase in later years would have to

be put forward as an additional bid in the next year's Survey.

(f) SAFETY NET

(11) This mechanism will need to be reviewed once the
corrective budgetary mechanism within the Community has

been established.

(g) ERDF NON-QUOTA SECTION

(12) The non-quota section of the ERDF would, as at present,

be subject to the non-additionality rule. Receipts going to
the private sector would be disregarded. The "trigger payments"”
which the Government will have to make to enable the private

sector to claim these receipts will continue to be financed

s st "

on the DTI's programme. The PES treatagﬁf of these
trigger payments will be reviewed when any new non-gquota

section programmes for the UK are proposed.




ESPRIT

s The UK should be prepared to agree to the launching of the

Un,
ESPRIT programme only if there is also agreement onLgnnual total

payments ceiling for all Community R & D programmes and on the

necessary decisions to cut back commitments on other R & D

programmes (see 3 below). The Germans have proposed that this
payments ceiling should be fixed at 600 mecus. We should support
this figure, but in the last resort be prepared to move to 670
mecu (which is the maximum available within Chapter 70-73 of the

1984 Budget, including some provision within Chapter 100).

ZAL Within the agreed payments ceiling priority would be given,
as proposed by Germany, to ESPRIT, the agreed JRC programme and
fusion programme. Expenditure on other R & D programmes would

have to be contained within what was left.

s To ensure that the payments ceiling is observed the size
of the Community's other multi-annual R & D programmes may have
to be cut back or deferred. Specifically the Commission would

have to undertake to hold down commitments on other R & D pro-

grammes in 1984 and 1985 to a level which ensured that the
600-670 mecu payments ceiling was respected. The level of the
R & D payments ceiling for 1986 and onwards could be reviewed
before the end of 1985.

4, No decision to go ahead with the ESPRIT programme until the
Commission had produced forward profiles for expenditure on ESPRIT
and the other R & D programme for at least 1984 and 1985 showing
that they could be accommodated within the 600-670 mecu payments

ceiling in those years.
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Notes in connection with a motion
in the House of Commons on

Monday 20th February 1984
to take note of the European Community

documents on the Draft General Budget
for 1984

Conservative Research Department, Enquiries on this brief to:
32 Smith Square,
London SW1

Peter Cropper

Tel. 222 9000




Five items are before the House:

The Preliminary Draft Budget of the European Communities for 1984.
(Presented 10th June 1983).

2) The Draft budget of the European Communities for 1984.

3) The European Parliament's modifications and amendments to the Draft
General Budget of the European Communities for 1984.

4) The Annual Report of the European Court of Auditors for the financial
year 1982.

5) Sixth Report from the House of Commons Select Committee on European
Legislation.

The Draft General Budget for 1984 consisted of seven volumes, including individual
budgets relating to the Community institutions. The Budgets of the Council, the
European Parliament, the Court of Justice and the Court of Auditors are almost
entirely for their administrative and running expenses. The main Community
policies (e.g. the Common Agricultural Policy, the Social Fund, Regional
Development Fund, Aid etc) are financed out of the Commission's budget, which
accounts for some 987 of the expenditure in the Draft Budget as amended and
modified by the Parliament.

The Parliament considered the draft Budget as decided by the Council of Ministers
on 20-22 July 1983, and made various proposals for increased expenditure. These
proposals were in turn amended by the Council; the Budget was declared adopted
on 20 December 1983. The principal proposals were:

Parliament's proposals Council's decisions
Payments Commi tments Payments Commitments

Social Fund £74m £136m £74m £68m

Regional Development Fund £69m £216m £69m £62m

Aid £72m £132m £43m £56m
Energy £50m £69m £30m £34m
Research and Investment £18.5m £129m £3m £46m
Transport £1lm £28m £0.7m £10m
European Court of Auditors for 1982 represents, in the view of the British

Government, an important step in the development of financial control within
the European Communities.




.

Sixth Report for the House of Commons Select Committee (23 November 1983)
considered problems of the future financing of the European Community viz:

i) Various proposals to increase the revenue of the Community;

ii) a fairer sharing of the burden of funding Community expenditure;

iii) control of CAP expenditure.

The Select Committee noted the British Government's position, that the
United Ringdom would be prepared to consider an increase in own resources
provided:

'First, that agreement was reached on an effective control of the rate

of increase of agricultural and other expenditure; and secondly, that

it was accompanied by an arrangement to ensure a fair sharing of the
financial burden' (Sir Geoffrey Howe, Hansard, l4th November 1983, Col. 611).




