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COMMUNITY STRATEGY: RESTRUCTURING THE comypyy
vious References: 0D(80) 7th Meeting;
Pre
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TY BUDGET
CC(SO) 21st Conclusions

= Committee considered a Note by the Secretary of the Cab
overing & Beport by Officials suggesting, as basis. for e
c

cts with other member states and the Comission,

inet (0D(80) 57)
Xploratory

St the objectives and
the means for attaining them that United Kingdom might pursue in the budget

restructuring review to which the Commmnity yag Pledged as a result of the
350 May settlement. It also had before it a minute dated 10 October on the
same subject from the Secretary of State for Trade to the Prime Minister.

In discussion the following points were made —

a. Objectives 1 r“—
There was general- agreement that the United Kingdom's broad objectives d
in the restructuring review should be to achieve a lasting solution

which would bring her budget contribution permanently to a level no 8
higher and if possible lower than that resulting from the 30 May 23w
settlement, and would avoid that contribution being a recurring source w__J
of friction within the Community; and to reduce the resource costs !
of the Common Agricultural Policy (CAP).

b. Reducing the cost of the CAP Car

On the two broad approaches set out in the Note - price restraint on 25"“
Products in surplus or quantitative limitation - it was argued on the ‘3'* 7’“'
°ne hand that a price freeze would be R e e i e | __zjj
countries and should thus be ruled out as a realistic option. The e J
French haq made clear that they wanted a 10 per cent increase in e < i
SUPPOTt prices in mext years's price fixing; the Danes, whose farm- @
baseq economy was in crisis, were looking for a 13.5 per cent increase; e B |
the Plrins sl by the Free Democrats in last week's German elections L
"1eht strengthen the influence of the faruing lobby in'the Federal g ]
Republic; ang the Dutch and the Italians, as major beneficiaries 5 ]
from the Present CAP regime, would resist any serious attempt to hold =
Priceg down. Tt would also be unacceptable to depress British farm .,.___-lJ
incomeg Still further; they had fallen for three successive years fnd

Were likely in 1980 to be 15-20 per cent lower in real terms than in

7. Rigorous price restraint would thus destroy large sectors of
1
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: . within a matter of years,
the British farming industry h o :

ibilities, such a 1i 5

iv ployment possi ’ polic .

of alternative em . e : | oulg beh
the Community and would have grave p a lmpll‘l&tio .
on n

Government. The only major surplus problem was. in the i 1) Secy, the
on,

here the objective should be to negotiate a phaseqd pmg"a!nne o

production cuts over a fixed period of years. Thig coulq p, e
iEL Y g

through the proposed supplementary on-responalblllty levy . Veq
g s . E 3,

milk production which, since British milk production was fallin 8
)

could bring a budgetary benefit. Since the United Kingdom vas

: ’ stil)
less than self sufficient, in milk products, it woulq be better

if g,
restrictions bore on other member states and the Britigh dairy o
: Sy L n
were still free to expand. But given that British milk Yields ye

among the highest in the Community, it might pay to work forie fr:z,
on milk production before the others caught up, even at the cost of
accepting some control on British output. It was further argued thy,
since the CAP had never been intended to produce surpluses on the

present scale, a proposal that the cost of disposing of the surpluses
should be borne by the country which produced them, could not be saii
to compromise the principle of commnity financial solidarity. Itwl
still be for the Commission to dispose of the surpluses, but the bill
would be paid by the producing country. This idea should be further

studied.

joult?
On the other hand it was argued that the problem of surplus agr 2
. ise
production lay at the heart of the budget restructuring exertl', 3
trol P
that for the purpose of getting these surpluses under con

be
The objective ShOllld

restraint was not an option but a necessity. b 7o

o L1
to get the real prices of surplus commodities down gradus be easi
This would not be

nounting @0 °

. Franct
the CAP, all faced the 1 per cent VAT ceiling, and ever ' . pi
Germany there were voices expressing concern -about furthe:ment v
increases. The British Government should try to ge? ﬂlr: co$ {ih:
the German Government on the need to put a ceiling °% o the il
1981 CAP price settlement by holding FEOGA wepeni e

i1,
Counct
in the 1981 Budget agreed by the September Budget

until they reached market clearing levels.

but all member states were now concerned about the

2
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Non-agricultural expenditure

0 the United Kingdom's budget

proble, it would be important to look at suitable Proposals in this fielg

d. A progressive element in VAT
It was strongly urged that there should be no question of conceding any

increase in the present 1 per cent VAF ceiling even in order to gain some
possible economic advantage through the introduction of

VAT contributions,

Progressivity into
The ceiling was a most effective negotiating lever for

getting the cost of the CAP down. It should be maintained not only for the

Commnity as a whole but also for individual national contributions.

e. A Commnity oil levy
It was suggested that the idea of a Community levy on imports of 0il, which
was already in play as a result of an earlier Commission communication, was
worth pursuing in the restructuring context as a new Community policy from
which the United Kingdom could expect to be the principal beneficiary, Just
as the CAP brought advantage to the main agricultural producers, so might
the United Kingdom hope to gain from a Community tax on oil if the proceeds
were spent on support for energy investment or other programmes in which the
United Kingdom could claim a substantial share. On the other hand it was
argued that the production tax which would have to accompany the oil levy
would complicate the domestic fiscal regime for North Sea o0il and represent
3 totally unacceptable new burden for British industry in general and the -
SUergy intensive industries in particular. It was unlikely to be possible
to negotiate a Community oil levy scheme that brought the United Kingdom
significant budgetary advantage to set against the many other difficulties
%o which it woulq give rise. Given the practical difficulties and the
likely reaction of other member countries' partmers; the idea might in any
8% not get very far.
. Corrective systems a A
It vag agreed that the United Kingdom should seek to keep open dxscn.ssmn
of 5 direct budget adjustment mechanism along tl?e lines illustrt.ated m tl:e
Repoyy by Officials, following the ideas already floated on this subjec
President, Giscard and Chancellor Schmidt.

3
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ating style and tactics
though the United Kingdom shoulq copy

g. Negoti

reed that, vy Y
It was ag the 1 per cent VAT ceiling, no option for Testiyy My,
breach in the

x urj
xcluded from consideration ang dis the,

LT to

should at this stage be e

4 Cuggj
o avoid getting into an 8-1 confr"ntati 0

i t t K.
ould be importan : B
; itish Government should take advantage of the lmprovement .. ¥ :
riti - s
ith the French Government to explore with them, as vell qq o thnk
wi :
Ge Government and other Community partners, where interesta ik 3
rman

Te o
. Y
and where they conflicted.

THE PRIME MINISTER, swmning up the discussion, said that the Commi 5 =
the general approach proposed in 0D(80)57 and the Report by 0fficia), -

the points made in discussion and agreed that it should form the basis el

0 t

contacts at official level with the other member states and the Comnissig;
explox;e and influence their thinking on the restructuring exercise, Itw
be important to stand firm on the 1 per cent VAT ceiling as an absolute lu‘
on member states' contributions throughout these discussions, The Britis
Government should not advocate an oil levy but internmal studies of its fus
should continue on a restricted and confidential basis. In seeking tonrd
the cost of the CAP British negotiators should retain price restrainta:

weapon and seek to secure agreement that those who produced surpluses :1:::
bear the financial responsibility for their disposal; to this end 'I‘:‘:hem
limits on production could be accepted if necessary. The support :he A
Government should be sought for keeping FEOGA expenditure down to g
in the 1981 draft Budget. Before the Anglo-German Summit the °°“"“ S
need to consider the problem presented by the 1981 CAP price fixink

objectives for CAP reform,

The Committee - u],ﬂfa
Mg 1g 8 i
1. Took note, with approval, of the Prime Minister's : y
discussion, 4 ,plof‘f’mw
. i e i
2. Instructed officials to be guided ac.:cordlngn;nlltlheir oost”
contacts on the budget restructuring review, a v
of the options available to the United Kingdom. Fo
j sheries 924 o6
3. Invited the Minister of Agriculture, Fis fore the AMge |
a paper for consideration by the Committee bebe adopte,d ¢ be o
on 16/17 November suggesting what tactics to e ;.
Common Agriculture Policy price fixing and how refo

foy
the wider objectives for Common Agriculture Poli
Cabinet 0ffice i
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FUTURE COMMUNITY STRATEGY: ESTRUCTURING THE COMMUNITY BUDGET

hs I shall be abroad when OD meets on Monday to discuss the
report by officials on Restruct;urmg of

the Community Budget,
I am writing to give you a few Personal

observations.
2. I liked the report by officials: I found the careful
examination of our objectives and options valuabl
But the remit given to officials was a narrow one
sensibly decide our negotiating tactics without d
want the Community to develop as a political orga

e and interesting.
» and we cannot

eciding how we
- —
nism.

—_—

3. I realise that there are deep but genuine differences of
opinion about the Community among colleagues: an excellent
demonstration of that division of views arose in Cabinet when two
weeks ago we discussed a minor issue relating to Commission
Powers under Article 90. But it is clear from the whole tenor

of the officials' report that, had its authors participated in
that interesting debate, they would have come to an opposite
‘oiclusion to that reached by Cabinet. Nothing wrong with that -
but it ig Televant to our approach to budget restructuring which
st be wholly political - and not economic.

For: W part I believe that far too much power already resides

‘(:th ¥hs institutions of the Community (particularly the unelected |
pemmlssion) and not enough with the elected tribunes of the ‘,
Ople,

whiep The Council often meets too late to influence decisions
Ch hay

e o oh
of have already been pre-empted by officials. The onwardlm::
s : o
ecessary bureaucracy and harmonisation proceeds regard

-
24
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of Ministerial misgivings. fThis ig a centr

al criticisnp of the
Community by the British Parliament,

and it is ip my view the

nchantment with the EC in
this country. The Commission, which people confuse in their

minds with the Community, seems to the majority of British
people to be a fundamentally anti-democratic body (beside the
British Parliament) because the adninistrative machine proceeds
remorselessly for;vard, often unchecked.

intuitive reason for the growing dise

5. Thus at this very early stage (and I agree it is much too
early to decide on our tactics) I would make the following
comments.

6. It would be quite contrary to the instincts and views of
the British electorate - and therefore damaging to our place

in the Community in the longer term - if we were to modify

OUr approach to the VAT ceiling even in order to gain some
Possible economie advantage as through progressive VAT contri-
Sutiong, v would involve a greater volume of own resources and
therefope of "taxation without representation” and prove
counter‘Productive with United Kingdom electoral opinion. The
S?me arguments apply (quite apart from the legal dangers) to

e 19"183, Co-responsibility levies and all the other devices

ior increasme Community resources whether they bring net
*Relits to yg or not.

Similarly Proposals to increase °"P°nditm,in non-(-;AP

tOe Sy even if they proved to be of minor economic l:«=.»x:1ef.1::1
United Kingdom, diminish our capacity to & t'et i bu-
°f publie expenditure and involve a c'ontim‘uns re-d::.n
Drovi:F Tesourceg by taxation from private ,s'pendlns t: P:at::
:on‘ This is in complete doneradiotion te gux com

s. ' ’ ‘




g, . My own view therefore is that we should hold absolutely
¢irm as 8 matter of principle (we need not say this publicly)
against any increase 1n OwWn resources by whatever device even

if an increase had some ephemeral Treasury benefit in the short
term. It follows that, by whatever tactics are thought
appropriate, we should reduce CAP expenditure by every means -
price, standard quantities, etc - with the aim of achieving a
return to a major degree of national financing (see my minute

of 14 November 1979). Only in this way will a proper discipline
ever be exerted on the present net beneficiaries of the CAP.

One of the misfortunes for me of the Budget negotiations was that
ve had very nearly achieved this objective as a result of French
threats, but we lost the opportunity when we accepted a
temporary settlement.

9. Furthermore, it follows that I favour slowing down the
move towards enlargement until such time as this objective is
achieved: otherwise we will be assuring for ourselves either

intolerable friction with Spain and Portugal or intolerable
burdens.

0. I realise that some colleagues will profoundly disagree
“ith this approach which is of course "anti-Communautarie” as
that phrase is sometimes defined. But I strongly favour our
?lace in the Community; it is inconceivable that we could leave
e colleagues the

YW fear is that under pressure from some
Gonse 1f from electoral

o “fVative Government will so distance itse 3
Plnion on COmmunity issues that we will create a real anti- |
mmunautaire spirit in the country as a whole. In the ‘

Tef B 3
0 THOf the Budget structure we have a unique opportunit

Zeform ty :  domestic imags. If we throw
eI the Compunity in our own domestic 1RSES: © T
0

Y that op ; ic gains or
ance either for narrow economi ;
theaome €asy consensus with our partners it will be the Com::nr;ry.
UK ang the Conservative Party that loses in the longeT .




1. I em copying this minute to other members of 0D, to Keith

Joseph, Jim Prior, Peter Walker, David Howell, John Biffen ang
to Sir Robert Armstrong. :

/

J. N.
(dictated by the Secretary of
State and signed in his absence)
Department of Trade
10 October 1980

g —— e s




