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CONVERGENCE AND DUDGETARY QUESTIONS

§. INTRODUCTION

t. At its meeting on 29/30 Movember the European Council reached
certain conclusions on cenvergence and budgetary guestions. Those
gxamined in this communication are:

“The Council re—=affirmed the conclusions reached at their
meetings in Bryssels and Paris that achievement of the
cenvergence of economic performance requires measures fer
which the Member States concerned are primarily responsivile,
that Community policlies can and must play 6 supporting rele
within the framework of incrpased zolidarity and that steps
myzt be taken to ztrengthen the economic potential of the
tess prosperous countries of the Community.

Yo these ends the Euroaean Council expressed its determination
to promote the adentian of seasures to improve the working of
Community policies, to reinforce thoze policies most Likely to
favour the harmonious growth of the economies of the Member
States and to reduce the diasparities between these economies,
They further declared the need, particularly with a view to
the enlargement of the Community and necessary provigions for
Mediterrancan agriculiure to strengthen Community action in
the structural field.

The Eurcpean Council has carried out 2 thorough examination of
the problem of the British coniribution to the Community budget.
1t was agreed that the Commisszion’s proposals concerning the
adaptation of the financiol mechanism could constitute & useful
basis for a solution which would respect Community achievement
and safidarity. This sclution should not result in raising the
1 per cent VAT ceiling. In addition, the Commissicn is
requested to pursue the examination of preoposals for developing
supplementary Community measures within the United Kingdom
which will contribute to greater economic convergence; and which
will also lead to a greater participation by the United Kingdom
in Comnunity expenditure. The Commission is asked to make
proposals which will enable the Council of Ministers to pursue
the search for appropriate solutions to be reached at the next
meeting of the ELuropean Council.”



&, The abovwe ¢ongliusions of the Gublin Burepessn Cowmehl were
consbstient with the progesale which the Commission pul to the Council
o 2% per (COMCTDY 680).

Eb. STRUCTURAL QUESTIONG

3. im its Commumication to the Council of 21 Maovenber the
Commission had already drawn atteotion to the need to stremgihen
structural and gereral investiment policies within the Community,

it has submitted a variety of propoials to the Council covering such
key areas as emeray, transport and industrial develeopment, The
Commiztion mow urges the Council to reach rapid agresment on the
propetals which it made on 30 November desiqred to help balance the
aqricultural markets and stabilize expenditure. The price propesals
for the market year 1980-B1 should be examined by the Council with
the some objective in mind,

&, There are a mmher of other actions of particular relevance
te the igsues already raiged by certain Member States. The Commlssion
believes that the Council should qlve rapld consideration to them,

% Firat the Council should pursue the new policy of rural
regional investment programmes which was inaugurated by the adoption

of the Mediterranean package in 1978 and 1979. In this respect, the
Commission put to the Council in March 1979 a further series of
structurel proposals bullding on the principles developed in the
Mediterrancan package. The adoption of these proposals would virtually
complete the regulations necessary for the implementation of the new
five-year programme in the agricultural structural field based on the
expenditure of 3 600 million ECU over the period 1980-1984.

6. Second the Council needs to consider how it can give effect

to the deciared willingness of the European Council to continue to
strengthen the economic potential of the less prosperous countries.

One method would be to tske further steps designed to direct 8 greater
volune of Community resources to those Member States. In this context
the Commission has recently proposed that as regards the second tranche
of the New Community Instrument a wider interpretation of infrastructure
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showbd spoly te prierity regions or 1o 2ones affested by e
dittiautties, and that thite should eover im particuler sans carefully
sebeqisd housling prejects, The Commission believes that In considering

this propesal the Council could alse consider lngreasing the volune of
Fesuurces currently available to certalm Member States participating im
the European Monetary System for yse as interest rebates. # sp- ~ifie
regulatien to give additional resources for regional developmest in

these countries (om the {ines of the prograsmes discuised In more detail
tm Section IV B) and to improve the working of Community policies, could
be censidered az a first move 10 give more help to the less prosperous
members of the Community.

Ta Actions of this kind on the part of the Council would be in
Line with the Commisulon proposal to the European Council that the rate
of increasze in structural end general investment policies sheuld in
future be signiflcantly greater than the rate of increase in the size of
the Community budget overall., The conclusions of the European founcil,
which are aleo conaistent with the Resolution of the Eurcpean Pariiament
en the drafr 1980 budget, lead the Comaizsion to re-affirm this propasitien.
¢ during the tudgetary process this principle s apt respected, the
Comnizsion urdertakes to draw the attention of the Institutions to the
shiuation without delay. The Commission will bear these aspeets fully

tn mine in bringing forward fts budgetary proposal for 1980 and will seek
te go further in zubiequent years,

EfE. THE FINANCIAL MECHANISH

8. as regards the United Kingdom's share of fipancing the (omeunity
budget, the Commission in its proposals of 21 November invited the Council
te consider certaln adaptations to the existing Fimancial Mechanism. iIn
particutar the Commission recommended the removal of the balance of
paynents timitation and suggested that the Eurcpean Council in Dublin
should define the conditions under which two further restrictions on the
aperation of the Mechanism could be Lifted, i.e. the tranche systems of
repayment and the ceiling of 3% of the budget. The European Couna%i
agreed that these proposals "could constitute a useful busis for a
sotlution”. Since under the present Regulation the operation of the
Financial Mechanism 18 due to be reviowed in 1981, the Commission procoses

in the Light of the European Council's conclusions, that an adapted Hechanisn



thauld be @ part of the selution to the problems of the United Bingdon
aver the Community pet, on the basis that its peried of eperstion
should cover the same perfed as that of such supplementary messures
for espenditure as may be agreed,

B,  SUPPLEMENTARY COMMUMNITY WEASURES FOR THE UNITED KIMGLOM

2. in its prepesals of 21 Moveaber, the Commission also staved

that any measures on the expenditure side of the budget relating to

the United Kingdom should be "special temporary and ad hoe™., The

Conmission reaffirms the views and indicaticns set out in part LII of its Moves
ber communication. It points out that the scope of the measures proposed,

ang therefore the ssead of the solution, will depend very largely on the

velune of reseurcesz which the European Council agrees should be devoted

to them, Az regards the basis of supplementary measures, different

approaches are possible,

(A Use of existing Lommunity instrumenta

10, Gne possibility would be to enlarge certain Commmity funds
by suttributing extra resources to the United Kingdom over a defined
period,

1t. The two instruments which come to mind are the Social Fund

and the Regional Dovelopment Fund. As regards the Social Fund, expendi-
ture on projects in the Member States under the Fund regulations i3 not
governed by Juite arrangements and the actual shares in expenditure have
been very variable. This has in the past arisen partly as a result of

the internal economic policies followed by Member States. The Coamission
hopes that the United Kingdom will be able to drav the maximum benefig

from the Fund in future years; it also draws attention to the possibilities
open to the steel sector within the framework of the European Coal and
Steel Community.



LT in the case of the Regional Fund, 3 distingtion must be
grawn belween the ‘quote’ and ‘mon~qupta’® secticons. Asy changes

in the shares laid down in the Dasle Fund regulalion would require
fermal modification by the Council on @ Commission propssatl. Susia
shares could be changed either within the existing Reglonal Fumd,

or by an ingrease in the total resources available te v, umils:

an addition of reseurces to the Regional Fund would enable the
ebselute anounts to other Member $tates to be maintained, it woule
@af course glve rise to 3 reduction in their percentage shares. As
in the case of the Social Fund, even relatively modest increases

tn the Regiomal Fund, if devoted wholly to the United Kingdom, would
give rize to a disproportionate percentage share, This could remave
mych of the balance within the Fund achieved only after lomng and
ardueus negotiations with the Rember States.

3. The non-guota section of the Regional Fund was set @p by the
Counc it at 5% of the full Fund., An increase in the resources available
te the non-auota section would also reaquire a formal modification te
the regulation concernsd, Whilst some increase in the total size of
the acen=quota section could certsinly be envisaged, 1t is clear that

it would only be possible to make very Limited adjustnents within the
existing endoument.

th, For these reasons, the Commission believes that to increase

expenditure on an ad hoc basis from either the Regional or Social fund
within 2 single Menber State would have o seriously distorting effect

on policies of major importance to the Community as a whole.

(8 A Council Regulation based on Article 235

15. In the lighz of these considerations, the Commission bhelieves
that o Councilt Regulation governing expenditure within the United
Eingdom and based on Article 235 of the Treaty, is 2 preferable option.
Howsver, the Commission stresses that o aveoid wasteful ugte of (ommunity
resources any system of additional ewpenditure on this basis would nesd
Ro be placed within a coherant framework and in line with existing ang

mnu Eocendty anbicdag T unyld he nerepteany Po andyee that e
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salution adogied nede 3 positive quntribution, rat anly te the
inmediate prablem of budgetary febalance, but alsn to the pe

were the C(ommissieon recalls the ewphasis glven by the
eam Cownc il at Dublin te the need for complementarity between
the role of the Weaber %tates themselves in adopting policies designes
te bring about comvergence of economic performance, and the role ef
the Cemmumity in supporting such policies.

1&. Thus an aporoach based on Artiele 23%, rather than one

whehin the esfsting structural funds, needs to be placed firmly within
the framework of Community structural policies. Additional empenditure
should be ¢leariy fdentified as being consistent with the poliey
girections already adopted by the Community in respect of the structural
Furgs, and therefore with two basic principles.

17. First there needs to be an approach to expenditures based on
specific programmes. The concept of indicative programmes within
whitch specific prefect enpenditures are undertaken, has played an
tmportant rolke ia the aquoto section of the Regional Fund, leading to
the adoption of programmes for cach Member State in May 1979. It has
heen taken further in the non-guota section of the Regional Fund and
was akso established in the Regulation for the interest reb3ite subsidy
scheme tn respect of the European Monstary System. It would therefore
be appropriate that in a solution based on Article 235, Community
expenditure be clearly established as 2 contribution to clearly defined
pEOGrANNeS .

8. Second there should be & component related to specific regions
or problem areas. The Community has developed such an approsch in all
of its major structural expenditure. This i3 evident in the case of the
Regional Fund, but iz of major importance also in the Social Fund where
ratf of expendilures are based on a specifically regionalized approach.

within the structural part of the Common Agricultural Policy, the

dovelopment of & strong regional basis has been the main new policy
glenent of recent proposals and decisions in this {ield.



thede developments shauld be seen in the Light of the Community’s
pwer=riding fnterest in @t@%@aiﬁ@ the eawergence ef is egconpmies,
and it would therefore be consistent with this interest that additional
enpenditures should be terrfitorially defined.

9. The (ommission thersfore sugoests an aporoach based wpan

a munber of specific pregranmes in which the Conmmity could partici~
pate, and from which it could as a whole draw benefit. These should

in the first instance be directed to specially disadvantaged regions

ar problem areas. Prograsmes for regions of Community-wide interest
suech a3 Nerthern treland, or for those suffering from special induystrial
problems ar from remoteness, could provide an appropriate framework for

a acheme of expenditures bSased on Article 235. These programmes could
in certain cases cover expenditure on such sectors as those mentioned
in the Commizssion's cemmynication of 21 November 1979 (exploitatien

of coal resources, measures to promote transport infrastructure), a3
well as those designed to limk the United Kingdom more closely to the
reat of the Community and to facilitate intra Community trade. The
commissfion believes that theze programmes could be further broadened to
cover certain problems such as urban decay which, while constituting

a major factor of regional disadvantage, occur in parts of the United
Kingdom., Thiz additional contribution should help the United Kingdom
in the efforts it is already moking in some of these fields.

2. within this approach the basic Regulation could:

- gspecify the amount and duration of assistance

- define the regions or problem areas to be assisted

- zot oul the procedure for agreement to the programmes between the
tommission and the Member State concerned

- define the rate of Community participation and the kinds of
infrastructure and other investment eligible for assistance within
the regions or problem arezs

- contain provision for a review before the expiry of the assistance

{see paragraph 21).



2t. the Cemmission belfeves that 1 will be neeessary to agree
en & review precedure well before the ewpiry of the measures for
supglentrtary ewendilure within the United Kingdom. The purpose of
this review would be te examine the effectivensss of the actions

taken in respect of the Unfted Kingdom as regards hoth the Financial
Mechaniem and the special measures, in the framework of progress
tewards 2 better balance between Community policies and ef expenditure
within the Community budget.

V. GoncLusion

22. in this paper the Commission has suggested a frameverk for

the Community measures regueslted by the European Council in the fields
ef canvergence and the budget. The Council will now wish to comnsider
these ideas. Real pregress will anyway need to be made towards @ better
batance within Community policiesy in terms of stabilizing expenditure
en surpluses under the agricultural policy, stremgthening the existimg
structural policies, and eatablishing policies whose need fz not
auestioned but on which the Council have not yet succeeded in reaching
agreement.

In the meantime the Coemission proposes to work ocut with the
Rember 3tates concerned the details of poszible pregrasmes which might
it into the fr ork of the kind suggested. Formal proposals for
regulations under Article 23% will come forward as and when appropriate.




