,COMM'SSION, OF THE EUROPEAN CO‘MMUNITWES‘ -
| COM(79) 620 final

Brussels, 31st October 1979

CONVERGENCE AND BUDGETARY QUESTIONS

(Communication from the Commission to the Council)

COMC79) 620 final



© . " CONVERGENCE AND BUDGETARY QUESTIONS -

I.” TVxRODUCTION

1. ,At the European Counc1L in Strasbourd in June 1979 Wember States were;

1nv|ted, as & result of the d1scuss1on on convergence and budgetary quest1ons,:

to c1rcutate thewr op1n1ons and requests on these wssues after .a reference ' L

pzper had been produced by the Comm1sswon. The Comm1531on s reference paper
(COP(?Q/AOZD was transm1tted to the Counc1L of M1n1sters on 12 Seotember.

The present paper takes account of the ensu1ng d1scuss1ons in the Counc1L and 5.
of Yopfnions and requests wh1ch have been recedved in"written form, and

Cspec.aLLy those fnom_the DeLegat1ons~ot IreLand taLy~and the‘Unﬂted Kwngdom;_

’ 2.‘ The Commtss1on beLteves ‘that at this stage dn “the d1scuss1on of convergence
~and buogetary 1ssues it is 1mportant that ‘Member States shouLd be able to con-
“sider the advantages and d1sadvantages attached to- a wtde range of pos>1bLe R
~approaches - " The Commwsston naturally 1ntends to exerctse 1ts prerogatwve to
make a prc)osaL ’ Th1s will be put. forward at ‘the moment it Judges the best
‘chosen in order to. contr1bute to a- resoLut1on of the ser1ous d1ff1cuLt1es wh1ch

~at present threaten the cohesion of the Communwty. . ; - --

3. In conswderwng the p031t1on of “those Menber States who have cwrcuLated
thewr v1ews, the Comm1ss1on believes that a more baLanced deveLopment of
‘poL1c1es w1LL provvde ar betten baLance of expenditure wtth1n the Commuh1ty
budget and the Long term resoLutton of ‘these matters. In the medium term 1t N
w1tL be recessary to conttnue to correct the spend1ng pr1or1t1es w1th1n the
Commun1t/ budget, ih respect of which certain 1deas have been” put forward by’
“the ItaL1an DeLegat1on. FtnaLLy there is the short term questton of the
position, of Member States 1n respect of the budget, where the issue concerns
essentwaLLy one. Member State, the Unvted K1ngdom. This paper deaLs essentvatty

with, the medtum and - short .term 1ssues whwch have been raised. T

‘44. ‘ From the outset the Commwsswon wishes to stress the fundamentaL prtncpre
that in cons1der1ng approaches to- these probLems ne1ther the :legal framework of -
the Comrun1ty nor the Communvty s ooL1c1es shouLd be called 1nto questton. In..
:th1s context. the Commission draws the. Counch’s attent1on to- the overaLL frame~f
work,’whwch was outt1ned in the Reference Document, aga1nst whvch these matters'
"need to be seen. - It does so since decisions which may. be taken by the

,Commun ty in order to deaL wuth probLems which have been ransed by Member States

will need as far as. posswae to be judged by the degree to. which they are

compat1bte w1th th1s framework The basic eLements are that-'

(j) The Commun1ty budget is onLy one aspect of Communwty membersh1p,-
Other factors such as the aovantages of ‘a s1ngLe market, of

pr1vate and pubLtc cap1taL fLows across the Communtty, and of .

~ . . i
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¢iii)
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the common -commercial policy are harder to guantify but are

basic to membersbip of the Community. Moreover it should’

“be recognised that not all policies are of equal benefit

to all Member States and that the advantages or d{sadvantages

of Community membership must necessarily be seen as a whole.

’

The budget 1is the expressién.of'certain'Community ppiicies.
It is not to be judged éssentiaLLy‘ih-tﬁe Light<of the‘
position d¥ each Member State but by the effectiveness with
which its expéndituré ensureS'thaf these policies operate

to the benefit of the Community as a whole.

'

While agricU{tyre,takes up the,major'portion of budgetary

expenditure. this is because it represents the single integrated

policy hitherto managed at Community Level. In practice the

_budgetary incidence of the policy is-Less significaht than its

wider economic consequences. Moreover budgetary expenditure
on the CAP .in Member States can give a misleading impression
of benefit. _For example.interventions and restitution pay-

i . . . » ) it
ments do not necessarily benefit a particular Mempo: ~tate hot

“the market price throughout the Community: thus the rate and

scate of budgetary support‘is.more significant than the place
where it occurs. It does hdwever"favoﬁr'thdse Member States
n wh%ch agrichhfuraL production is relatively important.

At the séme time, insofar as the policy assures the stability

of markets and the availability of food supplies to cuasumers

. at reasonable prices, it represents an economic benefit and a

degbee of Security to those Member-States whose degree of

agriculturdl self=sufficiency is relatively lou.

The approach of Member States to the Coﬁmunity should not be

one, OF calculating the cost or benefit to themselves of the

Community budget. Such an approach leads directly to the

notion of “juste retour' which would make even more complex
the creation of new poLﬁcies.if they had to be judged mainly

in terms of their effect on the financial position of Member
States. ‘



If . ) N '~ ) ' | ,' ) _.. - 3 _ \1 g‘ ) ,'; ) .' )

S.’ |he Comm1sswon 1s mwndfuL of" the need both to eL1m1nate d1stort1ons 1n'
certawn estt1ng poL1c1es and to- deveLop poL1c1es wh1ch w1LL lead to
baLanced growth through the Commun1ty,,1n conform1ty wwth the objectwves of

the Treaty.. Its overaLL approach to these quest1ons 1s des1gned to ach1eve

resuLts on these L1nes. : ' e P B S .- ”‘ e

62 , Any measures which may be taken in the nght of these d1ff1cuLt1es have

. to be seen in the context of the present L1m1tatwons on own resources. The
moment- at whwch own resources w1LL be exhausted depends essent1aLLy on the
rate, of expend1ture on agr1cuLture.- This issue 1s more fuLLy d1scussed 1ng'_

\/

) Sect1on V. beLow.

II. THE BUDGETARY. PROBLEM = .

.7. The .KloeLegation,has stated its problem in.respect,of the:Community
budget 41, the toLLowing terms: ,~The size of the UKs net deficit is:such
that action by the Commun1ty in rcspect of it is reguired, Sﬁnce_the UK -
has a GNP per head below the Commun1ty average a soLution shouLd be found to-.

: ensure trat this Member State ws at least -in ”broad balance' in respect of

'1ts f1nanc1ng and receipts from thé budget The solution shouLd appLy
1mmed1ateLy - 1. €. to the 1980 budget - and shouLd Last as Long as the
probLem cont1nues to ex1st To th1s end some- form of corrective mechan1sm .
is 1nd1spensabLe._e The. mechan1sm shouLd operate on both the UKs low rece1pts~

as weLL as on her excessive: contrwbutwons

-8. 1ne Commission' s reference document. forecast a net deficit. for the UK in
1980 of some 1550 MEUA (MCAs being attr1buted to 7mport1ng Member States)..~; N
'In cowoermg the .approach proposed “by the UK to rect1fy the. deficit
the Counch needs to bear in mind that the fundamentat features affectvng the

‘ UKs pos1t1on are capabLe of 1mproyement in the ‘medium term. For exampLe ‘the
UKs 1mports from the :EC as a percentage of her totaL 7mports have risen by -
some 10% s1nce she Jo1ned the Community. It 1s reasonabte to suppose that a‘f_

,cont1nuat10n of thvs trend w1LL lead to a reduct1on in the UKs share of” customs

 duties and Levwes._ Second, 2s. the Communvty budget 1ncreases,,so will the‘
proportwonate share. wh1rh s at present nwnanced by VAT. - This witl Jn turn
br1ng the UKs share 1n f1nanc1ng the budget cLoser to her share of Communwty

GNP Th1rd, on the txpend1ture swde of the budget, a determ1ned effort by
the Community to emennate certain probtems associated with the CAP and in

':ular'redote proodrtiorate expenditure :n.dctry nroducts and sugar

. e ' ’
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. The cumulative impact of these factors will only be gradual. and it is
difficult to Judoe at what po1nt “they will become swgn1f1cant They
w1LL nowever facwlttate an 1mprovement in the budgetary s1tuat10n of the
UK as_regaros.both the fnnancung and the expendjture of the budget,
It foLLows that measures to be taken at the present time need only have

a temporary character.

9. ' Before considering ways in which.the'pdsition of the UK in respeEt of
the Community budget -might be improved through the .further application of
financial mechahisms, it is Qorth\considering<whether/a rapid‘devetopment
_of structural policies within.the Commueity financial instruments as at
present'conceived woutd have‘a significant impact on the budgetary problem
of the United Kingdom. An examination of this»poﬁnt was undertaken by the
Commission at the request of Member States during discussions of the
Reference Docement; "Calculations show that on the assumption that the
distribution of these 1nstruments'expehditure remains constant, eveﬁ'if'the
Community‘ts structurat funds were 1ncreased by a sum of SOOO MEUA in the
preliminary draft’ budget for 1980, the UKs net def1c1t wouLd onLy be reduced
-'to some 1200 MEUA, - 1 e. a reduction of 350 MCUA. on the other hand, the
net surpLus of IreLand woutd be increased by some 330 MEUA, and that of
ItaLy by about 9?0 MEUA ' o : o

10. The poss1b1L1ty of deveLop1ng as mgy be deemed appropr1ate new policies
needs to be consicered. Such policies couLd have a .particular reLevance
td,the_sitpation of the UK in respect of the Commun}ty»budget. . for
-example the fhterest,sebsidy arrangements in thefframework‘of the EMS could
' be developed to enable the. Community tb.heLp the~UK.- Qhen it joiqs‘— to
combat certain economic weaknesses hoticeable in fHer ebonomic'perfdrmance-
in recent decades, such as the tow levels of investment Linked to problems
~of industrial decline. But the greater the financial scope of such
policies, the more directly would they raise the question of the exhaustion
of the‘CommUmﬁty's‘own'resodrbes.- “ " '

Tt

I1I.- rI(\mNCTAL MECHANISM

- 11. CDescription: The starting pownt for an examination of, the act1on whwch
the Community might take in respect of the UKs Dudgetary probLem is Log1catty
the existing F1nanc1aL Mechanism. . The aim of the Mechanism, which was
egtanLished in 1976,Awaé to correct a disproportionate burden in the.f1nancing

of the Community budget. The details of this Mechanism are shown in Annex I.



-?13,i The most 1mportant restr1ct1on is the one whwch provvdes that 1f there 1s"

\

“The Commnss1on s Reference Document has shown that under present cond1t1ons, pﬁ
the ret payment  to the UK from the Mechan1sm in respect of 1980 would be. :no

more than 250 MEUA if there were to be a baLance of payments def1c1t, and
. i

o

noth1ng i f there were a baLance of payments surpLus.

-

12. One possibility wouLd‘be to'removejsomerr aLL of the restrictions.{ T

ijitﬁng'the.payments which~wouLd otherwise be madeundertﬁeFinancﬁaL Mechanﬁsm{

-

a’ baLance of payments surpLus the caLcuLat1on of the excess contr1but1on must. .
be related soLeLy to the- VAT payments. A caLcuLat1on on this basis. wouLd not
give the UK a payment in reSpect of 1980, nor probabLy for severaL years after
1980 ' ' ’

A

14 If tt s restr1ct1on_were to be removed the Mechan1sm wouLd operate in. f“ -

favour of . Lhe UK whether or not- 9t had a baLance of. payments surpLus.u ~The”

payment wcuLd cont1nue to. be restr1cted however, by two other L1m1tations:1»

-

" (a) the tranche system whiegh prov1des that onLy a part of the excess

contr1but1on is re1mbursed ' o ' A S -

(b)“ the ce1L1ng of BA of“the budget

Iu the tranche system were to be mod1f1ed or’ aboL1shed the:net payment wouLd
rwse from ZSO MEUA = SZO MEUA depend1ng on ‘the degree of mod1f1cat10n 1nvoLved
Payment wouLd however be- restr1cted to 405 MEUA net unLess the 3/ ce1L1ng were
also removed - The max1mum which the UK could therefore rece1ve in respect of
1980 wouLd be 520 MEUA net (630 MEUA gross)..

15. The’ Mechan1sm is aLso governed by the foLLow1n9 cr1ter1a for quaL1f1cat1on' :

‘ (é} The _per cap1ta GNP of the Member State must be Less “than. 85/ of the

. ,bas1s..‘ : .

Communvty average. ) _ \ )
(b}»'Tne growth rate’ of per capwta GNP of the Member State must be Less

than 120/ of the Commun1ty average.. BN

(¢) " The Member State' s totaL contr1but1on to the budget must be 110% of

what "it would have been 1f the budget had been f1nanced on a GNP ‘e

The UK has suggested that these cr1ter1a too. shouLd be made Less r1gorous.,"In
present c1rcumstances, however it is unL1keLy that they wouLd d1squaL1fy the

United Kwngdom from a repayment, at Least before the enLargenent of the

Conntn1ty.

N



-4 -

16. Appreciation:  The. Financial Mechanism was developed to deal with a

particular Singtion; A Ease could be made out for the removal of the
consfraints in paragraphs 13 - 14 above on the grounds that the UKs
budgetary imbetance has become. considerably greater than that foreseen when

the Mechanism was first .set up.

V. NEW MECHANISMS

17. It is possible to enVisage a number of new mechanisms which could
operate either separately, or together with a FanancvaL Mechanism. where

some or all of the constraints had been removed

~(a) A Mechanism to compensate for increases in contributions

'18- Description: * It could be hetd - thet the problem .of the UKs excessive-
share in financing the budget is due to tne*sharp increase which will take
pLace in this share from 1979 to 1980 (from 17. 584 to 20. 49/) © An increase
of thusvmnnd imposes an zbnormal burden on_the Un1ted Kwngdom,.giVen that
as.is.indiCEted in Sectioo II to this note the retative share of the United
Kingoom in financing the,budgetwshoutd over a period stabilise at a level

:beLow that forecast for 1980.

19. - It would be possible to correct the-burden by taking into account

the qu1te spec1aL s1tuat1on of  the UK through-a new ad hoc mechan1sm

which would compensate for any UK contributign of full own resources -
these remaining payable 1in fuLL - which went beyond a pre-determined

percentage increéase in a guven year.. As an order of magnitude as to its
financial effecLs, such a system would reduce the UK share in. financing )
the budget by some *390 MEUA .net (around SOO MEUA gross) 1n 1980 if no

percentage increase over 1979 were aLLowed

Z0. Appreciation: The“advantage'of-such a Mechaoism would be that it

would be addressing itself to what can be held to be a- temporary situation
while - Leaving a Member State in the s1tuat10n of the UK-a sirong 1ncent1ve

to help deveLop Commun1ty poL1c1es. o



- ) ) . . o -7 -
< . : N - - ‘
! ) ,
T

(b) 'A’“weighted?”Financiat Mechanism

]

21. Description. At present the - F1nanc1aL Mechan1sm compares a- Member

. State' 's share 1n f1nanc1ng the budget w1th 1ts share in. Community GNP.

Thus ,the excess contr1but10n of a Member State is the - d1fference
‘tctween the totaL contr1but1on actuaLLy made to the budget (dut1es; Lev1es
nd VAT) and the contr1but1on wh1ch wouLd have been made, had .it. been.
mwted to f Member State [ share of totaL Commun1ty GNP. In th1s way
“-reLatwve GNP _ shares are taken to 1mpLy reLat1ve ab1L1ty to bear Commun1ty
taxation. But in the case. where 'two Member States have the same .share .
of total Community GNP but one has El Lower per cap1ta GNP 1t couLd be:
held that the Latter has the Lower ab1L1ty to. bear Commun1ty taxat1on.:
Account could be taken of this. pr1nc1pLe by we1ght1ng the relat1ve GNP’ of.
- a Member State eL1gwae “for the F1nanc1aL Mechan?sm by its reLat1ve GNP
A per heac ; (with GNP. measured e1ther by current exchange rates or by ‘ i
purchas'ng ‘power parities) . For exampLe, if a Member State has a,GNPi o
per- heac equaL ‘to 75% of the Commun1ty average Cits “excess'contribution”
rootd be caLcuLated as the excess of its. reLat1ve revenue share going beyond
' _75/ of its GNP share, thereby swgn1f1cantty 1mprov1ng the extent of any
refund under the Fwnanc1aL Mechan1sm, aLthough 1t wouLd be 1mportant that
as in the case of the ex1st1ng F1nanc1aL Mechan1sm, the payment should not
.exceed .the .amount of a Member State s VAT contr1but1on.f At present exchange
rates<1? a mechan1sm of this kind wouLd produce a payment to the - UK of B
around 1100 sEUA net (1300 MEUA gross) 1f ‘the Lvmwtatvons referred to in
paragraphs 13 and 14 were removed

22.‘ _Eprecvat1on As“regards the posswae ad;cstment to the bas1s of the

mechan1sm outhned in paragraph 21 it could ‘be argukd that it wouLd be
prefe.abLe to adapt however radvcaLLy the ex1st1ng Mechanism, as Opposed to
creating a- new one, in & context where ‘the Commun1ty was poL1t1caLLy ready

to adJust the s1tuat1on’of a Member State 1n respect of the budget

23. On the other hand certa1n d?sadvantages as regaros wetght1ng the !
F1nanr1aL Mechan1sm need to be borne in: m1nd " The f1rst concerns the.

,p0331bLe 1mpt1cat1ons for the Qommun1ty of 1ntroduc1ng a mechan1sm based

.

~

<;‘> - -1‘. PR .
At present exchange rates the UKs reLat1ve GNP per head is 76/ of

"~ the Community average. At purchasing power parities it is 90%.
. A payment to-the UK based on purchasing power par1t1es wouLd S
- amount to some 750 MEUA net (900 NEUA gross) . g

3 . . . M ) \
. Co- L o A



5ﬂ GiP ber fead to deal with. the net probLeﬁ of a Member State, at a time
when the Community ig proceeding towards an entargement through the 1ncLuswon.
of tnfeb states with a GNP per head. considerably below the Communwty average.'
For example the scope o; such arrangements could become w1de in other cases
where net coﬁiributors to. the budget had below average GNP The second
jesue is thne impticatiqn toi financing the " budget- of’ 1ntroducing the concept
of contributions related to GNP per-head in order to solve a problem of net
deficit. | '

-

(c) Mechanisms to reduce possible dispari%ﬁes»in budgetary expenditure

24. Descrjgtion: As described in‘paragraph 7'above, the.UK has‘proposed that
the Commuhiti should adopt a Mechanism which will act effectively on the,UKs
net position in respect of the Commuhity budget. -'ThelBritish Government .state
that the removal of restrictions on the-FinaqciaL,Mechanism»aLdne does not
meet the greater part of the problem of the UKs net deffcit,,and that any
soLufidn'restricted to the existing Financial Mechanism would have to_involve
amendment to compensa»e for the Low level-of Community expenditure w1th1n the”
" UK. . One approach put forward by ‘thé UK and based on the pr1nc1ote of com=
pensating for a low share in Community expenditure i5 that of a Mechanism
“designed to remedy ‘the fact that the UKs receipts from Commuiii:iy nvnone:*~rg_/
are Llow in‘reLatﬁon to the Commun1ty average and in reLat1on to the UKs share
" of Community. GNP”V It is suggested that a: new Mechan1sm‘couLd’1n pr)nyjpie.
ke dev1sed o br1ng the . UKs rece1pts per head into line. with the'Cemmunity
‘ average. receipts per head 4rom the Community budget;. or that the UKs share

of receipts could be brought into Line with her share.of Community GNP.
' 25. ‘The Reference Document identified the shortfall. in UK receipts in com—

parisoh with tHe UKs GNP -share at around 850 MEUA. Mechanisms of the kind

" advocated by the UK can be dev1sed to make up all or'part of the deficiency.

26. An aLternauive approach suggested by the - UK. wouLd be to fix a Limit to
her total net contribution.  There are. various ways in which thus couLd be

expressed.’ Fdr‘ekampte-as'regards a Member State with below average GNP:

(i) the net co“trwbutwon mwght not exceed a fvxed proportnon of

’

.the gross contrnbutwon, or - ‘ .

'

" the Qross payments should not exceed a fixed percentage of,

(g

(i1

dts share in Community expenditure; or
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f(i%t? ‘the net defzcwt m1ght be L1m1ted to a certa1n proport1on of

the GNP Gf a Member State. C o S e

R Vi

“2?:. 'ﬁpu.ecwztwon' The Larger part of the current UK probLem is refLected

'1n a detwrnen\ starexoT tne expend1ture s1de of the, budget ‘A Mechan1sm
wnwcr deals’ dwrectLy wwth thws probLem nas the advantage_of s1mpL1c1ty. i

'Moreover if it compLements Mechan1sms deswgned*to reduee the burden of an

p'excessive snare'1n f1nanc1ng the- Communvty budhet the 1nterpLay of. the i:t‘.”A {

¥

Luo ‘n"be aoaptedto a w“de range of svtuatwons.'b The Comm1s¢1on beL1eveshowever

"that tbﬂ .oLLow1no cons woerat1ons have conswderaole force'f T f.
} o 3 a P - \\ , 4 ; - - . .
L R nechanwsms on the expenthure svde of the budget rawse even more

'%‘ﬁ R a1rectty than do- other mechan1sms the probLem of Juste retour '"~'wfl:(.t
_ to whnch tne Commun1ty has aLways resoLuteLy been opposed It‘uliﬁ}n:@:;

ame i o issﬁ‘ear Lhat no.- fvnanc1aL soLut1on adopted by the Conmun1ty h
0 sl sho Ud. put -a Member State in-a pos1tron where it feeLs compLeteLy

e L RN Y

R S sa‘a uardec from Lﬂe f1nanCﬂaL corsequences ofx oan1es whwch it
. ., T g p

taxen part in creatvng, or wnere 1t 1s 1nd1fferent towards ,
RN .,~the deveLopment of new Communwty poL*c1es. These cons1derat1ons RS

_appLy wwth partwcuLar force"- to -any net Mechan1sm. B .uf"

FEE -

o {ﬁi} “There are probLems wvth1n the Commun1ty over the def1n1t10n of

jeommun1ty expend1ture and 1ts attr1but1on.

-

'Mechanwsms on- the expend1tare s1de 1nvoLve a-more rad1caL

~
Cads
T
-t
~

v
\

K denarture tran Mechan1sms des1gned to- correct Jbudgetary - - T4 . e
Txfancwng. They. wouLd ‘need to contr1bute to the Commun1ty s Ff"' 4
Jv“raLL aim of convergenbe by be7n9 L1n&ed d1rectLy to- certa1n s

| 'vtebmmbnwty obJect1ves. . If. not. they. wouLd in eTfect amount to .
- = ﬁ. <_oavments des1gned to. compensate for apparent shortcom1ngs in o« f : ;‘
| SO tu» operatvon of Commun1ty poL1c1es, rather than as paft of . - e

ot he pOL’C?GS tnemseLves., . a -

- :
.

- . i
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n'28;_ bOLJt70ﬂS to the probLems posed 1n th1s paper have to be seen aga1nst ) h

the p sswb1L1t1es for the Communnty budget to f1nance them.

- Tne_pcﬁ@untty is aLready approachwng the ce1L1ng of 1% of VAT and, as -

)

‘:atreaey<state' \tne Conm1ss1on w1LL shortty be mak1ng a proposaL for an

11ncrease.an the Conmun1ty s own resources to meet th1s s1tuat1on.‘, But 91ven

jtre procs jures of both the Counch and +he paeraments of Member States 1t 15

- -
~ . N ! N .. . ..
.
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veﬁv ﬁcssibie that such new own resources will not be available for the.
:.zAt Vo years. In the near future; therefore, the tgsk'of;attainihg a
belter salance ot expenditure wiLL'have to be uhdertaken within the existing
timits ¢f the Fommun1ty s financial re%ou”ces.l How mucn can ‘be ach1eved

depends crucs aLLy on Lhe evoLut1on of agr1cuaturat expendzture.

30. 1f the aroposuLs whicn the Commission- will make in the, near. future

in order to establish a betLer baLance n mar&ets in structurah-surptus are
“acce?fed, the rate oT\grqwth of agrwcuLturaL expend:ture will be sgbstantzatty
Lowed cown. Even so apart from-fhe shift in emphasis indicated in Segtion‘
VIII betlow, in 1981 tHe rescurces avaaLaoLe within-the 1% ce1L1ng for

struct u‘aL and 1nVLstment poL1c1es are Likely only to meet payments that will
'be Ne< essar/ to cover commitments already entered 1nto. Any further sub-
..etan 1i§i expansion of structural policies-will be cond1u1oned by :the t?m

at which additional dwn'resources-are made. ava1LabLe. _'.g; ..

37. ANy sotutiéw which invotved é.payment'from‘the Cdmmuhity'budget to. the
Uhfted Kingdem under one or more of thg Mechahisms déscnjbeq above would
“dﬁncpe;se-oudgetary expend1ture. The payment woutd normatby be financed by
all ™ féer States Cwncnud1ng the Un?ted K1ngdom) at the marngaL - i7e.'VAT -
rate of Lhe1r buoget contributions: uniess the present 1% ce1L1ng of VAT had

- been-.passed and add1t1onaL re;ources, other than an increase 1n the VAT
cetling, had been introduced. On an assumptwon that VAT key forecast for
1§8D ig aL:o the key for tbe year-in. wh1ch the payment is made, th1s wouLd
“meantrhat the payment.wouLd be financed, whatever.its size, in the- foLLow1ng‘-
proportions: . . N L '

Belgium - 4.54% - Italy _ . 10.90%

~.Denmérk - 2.62% - - . Luxembourg - 0.20% -
Germany ~ 32.80% - . Nethertands -+ 6.05% . -
‘France 24t67% ' ’ United Kingdom 47.36%

ireland . ~0.86% . .

32. - Aalthough the Commission takes the,vnew that all the pot1c1 s of the

Commurity shouLo be financed by aLt Member States, certa1n deLLgations, in

w i

States 5hpuid noL nave o bear the ex;ra f1nanc1aL bqrden of correcting the

GET G;ﬁgét&“v situats ion of a member of the Communwty. i% this were -to.be the
éasa<l§‘rf spect of Ireland and Italy, and if any agreed~péymentvto the UK was-
Boton %e rxuvced by the UK itself conur1but1ng to the cost, the remaining six’

itaw:g‘dc@gu contribute to %he sayment in the fcllowing propertions:
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BeLgium} - 6. 41/ L ”France . 34,.8;1%T
. " Denmark L3 704 e Luxembourg‘drg 0;2321-
Germany .- :46.26% '  Netherlands . 8.54%

~

" VI. . LEGAL ASPECTS J e

33;-“ Tne estt1ng F1nanc1aL Mechan1sm 1s'based’on a-Council Regutation
L ,QPOUnCedTnArtjcle 235. This’ 1ncorporated the agreement reached at- the

,European_CounciL'and,invotved consuLtatwon w1th,the,Eur9pean PanL1ament.

34." Certann LegaL consvderat1ons need to be~taken 1nto account when it
-comes- to. proposats e1ther to amend the ex1st1ng F1nanc1aL Mechan1sm OF. to
set»upynew mechanwsmst : Art1cLe 235 couLd rema1n the. basis of such act1ons.
aarmcghowewer: S ' o ’ ’
.'.(i) Th™ ‘use .of- Art1cLe 235 must contr1bute ”to the reaL1sat1on of the
: . oc,ect1ves of the- Commun1ty -and’ not the contrary. ) Furthermore

.can onLy be: apptwed where the: Treaty has not " eLsewhere prov1ded

the necessary powers for the actwon proposed K Certa1nty, convergence‘ co

';of the economies-of Member States can be consvdered one! of the
ob3ect1ves of the freaty part1cuLarLy ifits bas1c d1spos1t1ons are. "
considered’ generaLLy and in- the L?ght of the preambLe to ‘the Treaty.

v:cndeed the ex1st1ng F1nanc1aL Mechan1sm was set . up w1th1n th1s

context. - The lack of necessary powers was aLso taken into account Z
\ when ArtwcLe “235. was chosen as 1ts basis in .an attempt to deaL with:

+

'a s1tuat1on 1ncompat1bLe w1th the correct functioning of. the

Commun1ty - o ’ o -

2’

p{iji As was the case w1th the F1nanc1aL Mechan1sm, care needs to be
taken that any new measures do not conthct with the "acquis -
- _communautawre .  New. measures need to accompany 1nstruments
. fwoeswgned to promote convergence or to conduct common poL1c1es,
" not to-underm1ne them. , The aLternat1ve wouLd be to r1sk o
‘.ntroducwng d1storted procedures or’ even, 1ncoherence in RN .
Qommunvty poL1cy—mak1ng. For thi's reason the ReguLatvon
Jsett%ng up theé F7nanc1aL Mechan1sm takes care not to treat own’
’~resources collected on the terrttory of Member States .as
AT ' \nat1onaL contr1but1onsﬂ and- makes a distinction: between
. customs dut1es and Lev1es on the one hand, and. VAT on the
ther in order to measure the degree to-which a Member State

is ent1tLed to benefwts under the Mechanwsm.
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(ii4)  As regards the system of own resounces, this has been Eneated by an
Lactfon wnich amounts to an extension of the Treaty. The own resources
are therefofe’a fundamentaL-eﬁement of the “acquﬁs"communautaife“

Thus any mechan1sm created with the object of. mod1|y1ng, even temporarvLy,
the finmancigl incidence on the ‘e conomy of a Member State of the own
resources system must, in.correcting an} gnforeseen effects of the system,
‘nof have the result of qndernﬁning'Tts_objeetives, If this were not the
;casé, there would be a nisk of infringing the‘Decisionlof 1970. In the
same way Commun1gy oreference, and part1cuLarLy the system of agr1-
cueturaL Levies and restnuut1ons forms anoLher part oi the Commun1ty

acquws and helps to develop trade within the Commun1ty.

35. . in *he LTght ‘of these conswderat1ons, it may be concLuded that in

" principle the correcticn of any abnormal effects_ftowmng from the appﬁication
of intruments of Community Law_(e.g; onn resources or rules fqr the ogebation.
of common policigs) should take the form of mak%ng_the appronriate adjustments
to the instruments concerned. It follows that any corrective mechanisms should
be envisaged as temporary pending the necessary-adjustments to the Community

instruments. . o

6. - It wight be asked whether, in view of the present budgetary constraints
fating tne COmmunity, mechanisms operating outsidé the budget by means of |
‘Twna nel aL transfers between Member' States, on the anaLogy of the Fnitial
stages of the‘wmpLemenratnon‘OI the Decision of 1970 and of the Accession
Treaty, could be emptoyed The Commission's view is against. inis
possibility. ST The main objection is that any unforeseen effects
arising fnom.péxterns of receipts and expendmture:by the Community,arethe
responsibility of the Community in the same way as the poticies which give
rise to them.. - Nor shoutd the difficulties be ignored which would arise from
any financial mechanism that was outside the control of the budgetary
autherity (the Council and-the European Par[iament) and ?ntendéd to compensate

for & net situation produced by the operations‘ef the budéet.

37. -4 further'considenation is whether a settlenent'by Member States
‘could e reacned on the besis cof &n agreemenf outside the freaty.

The Commission’s'view'is also agzinst this ' . _
consideration. . The reason is that if the conditions for the use of

' 4Articté 235 of the Treaty can be satisfied, then the Treaty itself 1mposes

an coiigation on Nember States to make use of it.
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VII. WIDER CONVERGENCE QUESTIONS -

i ) N N . ’ N o ’ N .‘ - ” . .. 7 .
. 38. In the. document containing its opinions and concrete requests, ‘the -

:ItaLian‘DeLegation has put forwardAtWO proposttions. )

39. ‘The first propos1t1on 1s that a new baLance shouLd be struck in
agr1cuLturaL expend1ture, in order to reduce the 1mbaLance percewved by
the Italian Government between pr1or1t1es ‘accorded. to northern and

soutnern products within the CAP To th1s end it ds proposed that

‘ :sUJport for the dairy sector shoutd ‘be- reduced in countr1es produc1ng

'.surs.uses, the market1ng and process1ng of ItaL1an fru1t and vegetabLes

N~

sroutu be encouraged and that there shouLd be approprtate compensat1on

for the impact of tariff concess1ons on Med1terranean agr1cuLturaL products.]

AHﬁﬂfiLne same twme measures shouLd be. taken ‘to "encourage the deveLopment in

. itaLX>O corarutturat products of whwch she is a net 1mporter; in the

interes of reduc1ng the 1mport burden on her baLance of payments.‘~

/ B

40. Thc second propos1t1on 1s that expend1ture in respect of structuraL

~

and 1nvestment poL1c1es shouLd be- 1ncreased w1th quant1f1ed obJect1ves .

_over a given per1od It is suggested by way of exampLe that 25% of . i.

budget mvght be\deVOted to structuraL polvcves and. 5% to generaL 1nvestment
poL1c1es by 1982 .- ‘ )

VIII. COMMON AGRICULTURAL POLICY .- o s

- : : . \

'41 The Conmxss1on has exam1ned carefutty the, po1nts put forward by the

] L1an Government _ As regards a new 1nternaL baLance of agr1cuLturaL
expeﬂdtture, the Comm1ss1on stresses that a. recogn1t1on of .the 1mportance
of Mediterranean product1on ‘has Led the Community to. adopt in recent years
uscfuL measures for the d1rect or 1nd1rect support of the 1ncomes of.the _
pruucters concerned Dur1ng the - years 1975~ 80 FEOGA guarantee expend1ture
“witld have deveLOped for these products to a comparabLe degree with - :

-expenditure relative to other products. ) Indeed in certawn cases, for
exanpte, processed fruit ano vegetabLes the evoLut1on w1LL be even greater
In this context the Commwss1on would undeerne ‘the changes and adaptat1ons

- which have been made to the market organ1sat1ons of Medtterranean products

“such .as olive oﬁt fresh fruits and ve getabtes, and,other-products.

42, .he comm1ss1on recaLLs that the Common AgrwcuLturaL PoLwcy 1s based

on the concept of Commun1ty preference. : NonetheLess, as regards products’

-
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an respect .of which Italy is a net importer the Commission recalls the
assistance which is given by the market organisafion‘for cereals and
particularly for maize ano ‘har d wheat of which Italy 1s a major producer.
Furthermore:

(i) As regards meat, speciaL aids are in.force.for'beef in ordef to
assvst prooucL1on in the 1taL1an regwons. Moreover as'regards-
sneep"—garo beef the Comm1ss1on presented in March this year

" new proposaLs en agr1cuLturaL structures wh1ch included spec1aL
easures for. deveLop1ng beef cattLe and sheep product1on in
italy. The Commission will make a major effort to ensure the

‘rapid adoption of these measuresﬁby the Couﬁbit

(i1} In respect of other products of spec7aL interest to ItaLy,
the Commission is intensively study1ng ‘the need. for formutat1ng
new measures for merket1ng and transformatwon. © It should be
borne in mihd that any measures would need particularly to take

account of the forthcoming enLargement of the Community.

43. - At the same twme the Comm1ss1on L1ke the Italian government, takes
the vView that a new balance within the FEOGA .cannot be brought about

excLuswveLy by "increasing expend1ture in favour &f Mediterranean nroducts,
‘Expenditure in a tertain“numberéof other sechrg now needs to be controlled.
" For examble; '

\

i) The -Commission considers that the Commun1ty must -take drast1c
measures to reestablish é structuraL oaLance in the da1ry
market, and that it .must take care that jmbalances which

'_are currentty ‘ - .appearing in other markets do not assume the
d{meﬂsions of that. of the dairy market. If the present
swtuauwon contwnues tne Commun1ty will: rap1dLy have to face

oudgetary probLems which will be insurmountable.

(i1 In the above contexu, the Comm1ss1on w1LL shortLy be making
certain proposaLs partwcuLarLy in respect of daary products A
and sugar Within the L1m1ts of ma1nta1n1ng a toLerabLe soc1aL

.situation in the egr.cutturaL sector. : ’

(113> The Comm1ssxon will aLso be tak1ng .certain actions which Lwe
u?thvn its own competence in the direction. of reducang

agricultural expenditure. ‘ T o .

To the extent that the Council is ready to go along with the Commission's



compar1son Q1th the former ce1L1ng of 325 MEUA'“
'ewnforce the prdgramme of common act1ons deswgned:t'z

IS

,{,n'favour 1n-part1cu&ar'of ItaLy,A- It 1ntedds to study'a
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47.'The Comm1sswoh s, overat4?

N




19@0 proposed svgn1f1cant 1ncreases 1n resourCes for SOC1aL and reg1onat

poL1cy° The Comm1ss1on hopes that the budgetary authorvty w1Ll ma1nta1n




.Generat descrﬁption othhé financial mechantsm'

N
“a

A:. On a reasoned application from ‘a Member State, subm1tted not Later
than 30 June,” the Commission assesses the facts of the situation, - hav1ng
estaat1shed that the foLLownng cond1t1ons are met s1muLtaneousLy.

'(a) the per cap1ta gross nat1onaL product (GNP) .of the Member State is
_ 7 Less than 85% of the average.per capita GNP for:the Community
©© {moving average--of the three 'years preceding the current f1nanc1aL
- year at current market ‘exchange rates); : R
i(b) the growth rate of the per cap1ta GNP in-real terms of the Member.
: State is less. than 120% &f the average rate for. the Commur1ty_ o
: (mov1ng average of the prevwous three years) - '
'(c) the total payments made- by the Member State to the Budget of the
-~ Communities for the financial year in progress, pursuant .to’ the

'czf:e?"Dec1swon of 21- Apr1L 1970, exceed by more than 10% the amount it

" would ‘have had to pay. if the part of the Budget. covered by the —

AT JemeAtioned Decision’ (1. e. customs dutieés, agr1cuLturat Lev1es,

."\A - or GNP-based: contrwbut1ons) were f1nanced by the Member States
‘or. the basis of the proportion of their GNP to- the total- GNP -of the
-Mumber States.. The. figures relating to the GNP refer to the-
ftwanc1at year 1n progress and are thus est1mates.

2. However, where the balance of current oayments of the Member State,,\
. as. caLcuLated ‘at current market.exchange.rates from. ‘a.moving average of
the three years preceding the finaricial. year ifi progress,jshows a surptus,
~the total payments by the. Member State (total customs duties, agricultural
’Levves and resources- from VAT or GNP-based contributions) ‘are .not taken -
"1nto consideration, but.only. its VAT or ‘GNP payments. The condition,
,set out -at point . 1(c) is thus met where these payments exceed by more than
10% the -amount the Membér State- wouLd have-had to pay" (to finance the - _
-Axpendwture not covered by customs duties-and agricultural Levies) on the
basis of the proportion-of 1ts GNP to the total GNP of thé Member States,.
these f1gures be1ng est1mates reLat1ng to the f1nanc1at year in progress.‘

”

. ;sf The excess amount- referred to at po1nt*1(c) (or at po1nt 2) s
_divided into tranches equal to 5% of ‘the amount which the.Member- State

would:have had to pay on the bas1s of 1ts GNP, ~The. payment -is" determ1ned‘
as foLLows. : S :

Tranches o~ . . . Payment
- i from 1% to 5% 7f- A T
:' from 5, 0001% to. 10% - . - 50%
, 777 from 10,0001% to 15% - 0%
. - - N 3_ from 15AOOO17 to 20% o 70%
. .~ _ - .from 20,0001%- to 25% - 80% -
. from 25,0001% to 304 . . 90%

above 30% . . o100
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The payment, as calcutated under point 3, may not

exceed the smaller of the following two amounts:

( )

BNQ <P

the amount of the deficit for the Member State in question
between its payments to the Community Budget and the payments
to it from the Budget(1), This balance is determined without
taking account o: payments made through th7s mechan1°m.

Payments received by the Member State 1nctude payments made on

its behalf by other Member States in the form of monetary com=
pensatory amoonts

AlLL the payments referred to above relate to the f?nanc1aL year
in. progvess ‘and are therefore estvmatesn

the.amount of the VAT or GNP-based contributions made by the-
Member State to the Budget:for the financial year in progress.

"The total amount of the payment (or- payments, if several Member
States receijve them) may not exceed the greater of the foLLow1ng
,.two amounts. ' .

250 m EUA' or 37 of the expend1ture chargecbte to the f1nanc1aL_
yearlin progress. .

- Should the total amount of the payments exceed that ceiling, the

. S-‘ .‘l

mayments. are reduced proportionally for the Member State(s) concerned.

LAt the request of the: Member State-ceconcerned,. an advance

~equal to 75% of the provisional' amount is paid.at the beginning .of
. the following year. When the Commission has-the. final data at. its
" disposals, it caLcuLates the. final- amount of the payment. .

’

a1y

(22

Wwhere the- Member State concerned - ‘registers a surpLus, th1s
mechanism is .not applicable. :

Article 2a of Regutatiom No 974]?1,





