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Treasury Chambers, Parliament Street, SWIP 3AG

01-233 3000
4th February, 1980

You will wish to know that the next
issue of the Treasury's Economic Progress
Report, due out on Wednesday afternoon
this week, will contain material on the
UK's excessive net contribution to the
Community Budget. I attach a copy of the
proof version. You will see that the
article has been confined to giving
background factual information; it has
not attempted to make a more "political"
presentation of the case. Your Press
Secretary already knows about the article
from Peter Davies here.
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Private Secretary,
106, Downing Street
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The UI(s contribution to the Community

Budget

At the time of the negotiations, in 1970, about the United Kin

gdom’s entry to the European Fconomic Community, there was

concern that the Community’s way of raising revenue (the ‘own resources’system*), together with the predonunance of agn-
culture in Community spending. would result in the UK muking a very large net contnbution 1o the Community’s Budget once
the transitional period ended late in the 1970s. It was then held in the Community that such fears were exagperated. It was sad
that calculauons for a period 8 or more years ahead were theoretical and it was likely that the Community would adopt new
policies which would reduce the proportion of the Budget tuken by agiiculture to 60 per cent o1 even 40 per cent. Tlas would
reduce the UK’s prospective net contuibution, because Britain’s receipts under the new policies would be higher than those from

the Common Agncultural Policy.

However, the onginal Member States agreed that ‘should
unacceptable situations arise within the present ( omimunity or
an enlarged Community ., the very survival of the Community
would demand that the Institutions find equitable solutions’
(paragraph 96 of Cmnd 4715 July 1971).

The development of the UK net contribution

Britain joined the Community on | January 1973 In the
first year of membership it made a net contribution of Just over
£100 nullion. There followed 2 yedrs, 1974 and 1975, in which
the United Kingdom’s accounts with the Community were
roughly in balance. But by 1976 the British net contribution
had risen again 1o over £150 million. By 1978 it had reached
£800 million and in 1979 £900 million.

Between 1973 and 1979 the UK’s payments 1o the Com-
munity were governed by the so-called ‘transitional 4arrange-
menis’, which provided for the phased introduction of the full
UK gross contribution under the Own Resources system, In
1980, for the first time, the UK net contribution will reflect
the unmodified effect of the Community’s budgetary arrange-
ments on the UK's transactions with the Community.

Comparison with other Member States

Table 1 1s based on the European Commssion’s latest avail-
able esumates of the net positions of Britain and the other
Member States in 1980, These estimates were made in the early
autumn of 1979 The ditlerence between columns | and 2 and
3and drespectively liesn the ditfering stiributicn of the bene-
11t of the Moneztary Compensstory Amounts (MCAs) paid on
sgricultural exports from other Member States 1o the UK and
ltaly. The UK bLelieves that these pay e nts must be regarded as
subsidies to producers in the exporiing Member State, since
they allow their hugher cost produce 1o vompete i jower price
markets. On this busis, the presentation in colurmmns | wnd 2 is
correct. But on either treatment of MCAs the UK eMmerges as
the largest net contributor by a substantial MArgin.

The UK as the major net contributor

On present pohaes, the UK would nake about 60 per cent
of the total net contributions 16 the Community Budget in
TU8C. Bul as Tuble 2shows, the UK's GNP per headas the thard
lowest i the Comnunity

Table 1
NET BUDGET POSITIONS !N 1980

Exporier benefits
from MCAs

EUA m

Importer benefits
from MCAs

£m £m EUA M

Net contributors

UK 1.205
German Federa! Republic 639
France 13

Net beneficianies

292
283
353
436
538
871

Luxembourg
Denmark
Netheriznds
Ireland
Beigium
italy

185
189
238
291
2
581

195
247
281
342
367
489

292
370
822
513
550
734

Source: Commussion Reference Paper on Bucdgetary Questions EUA
amounts converted 10 sterling at an exchange rate of £1 = EUA 1.8

GNP per head is widely accepted as the best available
measure of a country’sability to pay. But in 1980 the UK 1s ex-
pected 1o make a net contnbution 40 per cent greater than thatr
of Germany, although German GNP per head is very nearly
twice as high.

Causes of the high UK net contribution

The UK’s disproportionate net contribution results fror.
the interaction of two factors: a high gross contnbution and a
low level of receipts from the Community Budget. Table 3,
which relates the UK share of gross contributions and of Comi-
munity expenditure (UK receipis) 1o its share of Community
GNP shows that rather over /3 of the UK's net COnIrbuLIon .
attributable 1o the excess of s ETOSS contributions over s
GNP share. The remaining. grester, part of the net contiibution
arises frani the low level on Community spending in the Uk

*The Camnienity s Own Restuloey onsind o8 the daties Evied ur enoets entenng the { .
Y Mom S vuabiies thder bhe G o en (aieensd Tanitl by
Uil tron uu
Comtnn Aptiutiotat Fooy Prict supjsell regy

MTiwn
Chatped of apT Ui 4K LS
IS I Lot ety 0 bRy Ut phacs sp to the fine d ievels e aiiny wadir Gie
Woend the yield ol s notional NA L rave o oup o)
PEf Xl a vttt e d G otimia ity base




* gable 2
GNI"PLR HEAD AT MARKET EXCHANGE RATES 1978

{Community = 100)

Denmark 1437
Geiman Federal Republic 136.7
Belgium S 1289
Luxembourg 1258
Netherlands 123
France 116.1
UK 726
laly 60.2

freland 49.6

Table 3
ANALYSISOF UK NET CONTRIBUTIONIN 1980*

as % of Community total

£m

1. UK gross contribution 20.5
2. UK gross contribution if in
line with UK share of

Community GNP
3. UK receipts

4 UK netcontrnibution (1-3)

2,075

16.0
8.5

1,621
866
1,209

as % of total net
contribution

Of which: Excess gross 375

contribution (1-2)

Deficient receipts
(2-3)

*E xporter benefits attribution of MCAs

Source: Commussion Reference Paper on Budgetary Questions

The level of UK payments to the Community under the
Own Resources System reflects its exceptionally open econ-
omy, heavily dependent on imported food und with world-
wide trading connecuions. The UK contnbutes almost a quarter
of the Community’s total revenue from tanits and agricultural
levies.

On the receipts side, the UK’s meagre share in Community
spending results from the conuinued dominstion of the Coni-
munity Budget by expenditure on agricultural support. The
Common Agncultursl Pobicy absorbs over 70 per cent of the
total Budget, most of this being atinbutable to the cost of
storage and disposal of agnicuitural surpluses. The UK's small
farming seclor can never atiract more than @ small share of such
expenditure  in 1980 ats share of Community spending on price
support 1s forecast to be no more than 5% per cent. In other
areas of Community expenditure, tor example the Regionul
and Souial Funds. Bntain does berter Bur since these two
funds account for only 7% per cent of Community expendi-
ture, even the UK's prospective 26 per cent share from them,
which 1s 52 per cent higher than 1ts contribution share  would
yield Britain a net gain ot 'only £45 nulhen. ‘T he Bntish net con-
tnibution to the cost of agricultural price support measures 1s
25 times this size.

The 1975 Financial Mechanism

To be effective, any measures to reduce the UK's net contri-
bution must take account ot both the factors that have brought
it about. So tar, the Community has considered only the
contributions side. In 1975 urrungements were mede which,
under certain arcumstances, would serve to reduce the UK's
gross contnibution through the so-called Finanaial Mechanism,
This states that: ‘conditions mmcompatible with the proper
tuncuioning ol the community could anse when a member
state’s economy, whilst ina special sSitustion  1s torced 10 bear o
disproportionate burden in the financang of the Community
Budget'. It provides that @ Member State with a GNF per capita
less thun 85 per cent ot the Community average and a growth
tate of per capita GNP less thun 120 per cent ot the Commun-

ity average, should, subject to certain further condinons. be en-
titled 1o a partial refund of its gross contyybutions reluted to the
difference between its share in total gross contributions and sts
share in Community GNP, The UK has met the relevant econo-
mic conditions in every year since the mechanism was dgreed.
but the other conditions have so far prevented it {rom receiving
any benefit. o

Own Resources

Despite the existence of this Financial Mechanism, which
specifically acknowledges that high Own Resources payments
may impose an undue cconomic burden on a Member State. 1t
is sometimes argued within the Community that the UK’s case
rests on a nusrepresentation of the true nature of these reve-
nues. According to this view the imiposts which make up Own
Resources are the Community’s legal property and cannot
properly be regarded as ‘a contribution’ by the individual
Meinber State in which they happen to be collected.

The legal status of Own Resources is not in dispute. They do
belong to the Community. But as the Finapcial Mechanisin
recognizes, they can be the Community’s property and snll
represent a burden. They are an economic burden on the UK
because they remove resources which could otherwise hive
been employed in the UK, for the direct benefit of its people
And the fact that they are the Comimunity’s own resources
does not rule out deploying them in a balanced and equitable
way.

Trade patterns

It is also sometimes argued that the UK could solve its prob-
lem if it avoided levies and duties by importing less from out-
side the Community. For its part, the UK scrupulously ob-
serves the system of Community preference which the
Common External Tunff embodies; this gives exporters in
other Member States an advantage in the UK markets over
producers elsewhere.

The Treaty of Rome did not set out to make the Commun-
ity into a closed trading zone. But the UK has already re-
oriented its trade 1owards the Community. The share of total
imports coming from the Communiy rose from 31.6 per cent
in 1972 1o 38 per cent in 1978 The increase for manufactures,
excluding transport and machinery. was even sharper. from
28.3 percentin 19721039 .6 per cent in 1978 Comparable nig-
ures for food and drink show a rise from 32.4 percent1042.9
per cent. Such a reonientation is not reflected in the experience
of other Member States in these years.

In any case. the trade pattern affects only the contnibu-
tions: the argument isirrelevant 1o the low level of UK receipts
from the Community.

Nortih S2a otl

Another argument often heard is that UK energy resources
enable us 1o sustain without difficulty a net Budget contribu-
ton of the size torecast for 1980. There 15 a second argumeni
that every imie the oll price nses, there s 2 very large additional
benefit to the UK. Both arguments ignore the fact that ai-
though North Sea oil is of great benefit 1o our economy . the
UK remuins primarily a trading and manufactunng nation and
4 major consumer of oil and other forms of energy. In 1979
1otal North Sea oil output represented only 2 per cent of UK
GNP, or less thun hall the growth of the German and two-thirds
the growth of the French economy in that single year. The UK
remains a net un porter of o3l and s hkely 10 be in that postuci
throughout 1980. So o1l price increases continue 10 harm our
economy directly teven if they harm us less than others). and
they cause major daemage indirectly because they add tointis-
nonary pressures and reduce world growth and trade. As o
nation with 30 per cent of GNP in exports, we sufler substan:
tally fromreduced world gmowih

North Sea 01l 1n no way removes the case for reducing the
UK’s present inequitable net contnibution to the Comuanity
GNP and GNP per head renwnn the valid tests of ability 1o pay
and are recognised as such in the present Finanaial Mechisnisn
The benefit o1 North Ses otls tully reflected in both GNP apd
GNP per head Bven takhing account of North Sea ol the UK
rankang an the Community GNP per head 1able is unchianged




1 /ﬁc discussion in Europe
: ¢ meening of the Luropean Council in Dubhin in

Nove®er 1979 the Counctl agreed, as regards the contribu-

tions element, that the ‘adaptation of the Financial Mechanism
could constitute a useful basis for a solution’. As for the re-
ceipts element, the Council requested the Luropean Comimis-

sion 1o put forward proposals for developing ‘supplementary
Commumity measures within the United Kingdom which will
also lead to greater participstion by the UK in Community ex-
penditure’. These aspects will be followed up at the next Coun-
cil meeting the date for which is to be suggested by the Itaban
Presidency.







