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You will wish to glance at the attached OD(E) paper on ] :{r
i —_
/

proposals for a common organisation for sheepmeat in the EEC, ¢

——

and at the minutes of the meeting at which the paper was discussed.

The prose is distinctly opaque in places, and you may care
to have some background.

Sheepmeat is included in the Treaty of Rome as an agricultural
product for which there should be a common organisation of the
market. The Community has been discussing a suitable regime
for several years. The proposal now under discussion is extremely
liberal when compared with the regimes governing other CAP products.
There are no variable levizi; only the 20% duty. If New Zealand
were asked to limit her sendings voluntarily, this would be in
exchange for a tariff reduction. The French have been pressing
for some form of intervention, but are being resisted by most
other members including the UK. Instead of intervention, a
system of premia (or deficiency payments) is proposed.

The Minister of Agriculture's memorandum, attached,
suggests a system which would involve a net benefit tb the
UK under the Community budget. This is because we possess
almost half the Community sheep flock, which is of course far
more than our share of the Community budget contributions.

There would be some extra public expenditure as the result of

e . e 5. . . i o
the scheme, The Chief Secretary has accepted this as tolerable
—— e iy
in the context of our general strategy on the Community budget ,

and as an offset to our commitments under our present national

/ scheme,




OD(E) agreed on Thursday that the Minister of Agriculture
could indicate readiness to consider Community financing at the
next Agriculture Council (on 30 October) provided the French
were by then complying in every way with the judgement of the
European Court.

Since Mr. Muldoon's return to Wellington, the New Zealand
Government has agreed to continue exploratory talks with the
Commission. OD(E) also decided on Thursday that the Minister of
Agriculture should not concede any changes in the Community's

external arrangements which would be unacceptable to New Zealand.

A

26 October, 1979.
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Chief Secretary to the Treasury X
Treasury Chambers pin-,; bawd ¢

Parliament Street Megdes,
LONDON ke
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Thank you for your lxetter of 22 October about the forecasts in your public
expenditure proposals of our net contribution to the Community budget and of
expenditure under the CAP by the Intervention Board. '

p
W
'\.

I am glad to have your confirmation that these forecasts assume that the 1% VAT
cen:ng will be raised so as not to inhibit a contmum_q increase in our net

e —

contri hut ion.

I still regard this as an unrealistic and prejudicial assumption, for the 1%
limit can be raised only with our agreement and, as the Prime Minister said in
Luxembourg last week, we do not intend to see it raised. I agree of course that
the precise effect of maintaining the limit will depend on the policies the
Community _a_dlo_gt_s to ensure that expenditure does not exceed revenue. But I
cannot conceive of any realistic assumptions which, if the 1% limit were
maintained, would produce a forecast as high as the Treasury figure of £2 billion
in 1983-84 for our net contribution to the Community together with expenditure
by the Intervention Board.

If in your view there are realistic assumptions consistent with the 1% ceiling
which would produce this figure, I would suggest that you might state them

so that all our Cabinet colleagues would have an opportunity to examine them.

You mention, for example, the possibility of extra revenue being raised in the

/form of new.....




. . form of new agricultural levies. But this too could only be done with our
agreement and I see no likelihood of the sort of levy which would be acceptable
to other member countries (that is, which would discriminate in favour of their

small producers and be largely offset by a price increase) being acceptable’
to us.

If, on the other hand, you cannot find realistic assumptions which, with the
1% limit maintained, would produce the levels of Exchequer cost in the
Treasury forecast, then it seems to me to be wrong to build those figures
into our public expenditure plans. Estimates on a realistic basis would
clearly show a substantial saving. That in turn would, I hope, persuade

you to withdraw your damaging proposals to halve the incentives to investment
in wealth-producing, import-saving agricultural expansion.

I am sending copies of this letter to the Prime Minister, the Foreign Secretary
and 5ir John Hunt.

PETER WALKER
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At Cabinet on Thursday you queried the reliability of the forecasts
of the net contribution to the Community and expenditure within the
UK on the CAP in wview of the 1% VAT ceiling.

It is true that the forecasts make no assumption about the policy
effects of the lﬁ VAT ceiling. They are based on the best assess-
ment that the Treasury can make in consultation with your Department
of likely contributions to and receipts from the Community on the
basis of existing trends. I do not accept, however, that a Iower
or more rEIfEEIEETcrecasf would be made by imposing the constraint
that there would be no increase in the 1% VAT ceiling.

The effect on the total of the UK's net contribution and expenditure
within the UK on the CAP of such a constraint would depend on the
policies adopted by the Community to enable it to stay within its
provision.

One possibility is that Budget expenditure would continue to grow
unchecked since extra revenue could be raised in another form eg
through levies applied as part of specific policies. These are not
regarded as "own resources" and are not subject to a ceiling.
Alternatively, the ceiling might act as a brake on Budget expenditure,
but the effect on net UE public expenditure would be unpredictable,
since this would depend on how the constraint affected different
types of expenditure. If, for example, the cost of the CAFP were
substantially reduced and non-obligatory expenditure, particularly
the Regional and SBocial Funds, remained untouched or even continued
to grow, a reduction in net UK public expenditure would indeed be

CONFIDENTIAL
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likely beceause we do relatively well out of these funds, but very
badly out of the CAP. If, on the other hand, Agriculture Ministers
do not take the necessary policy decisions, CAP expenditure continues
to rise and, by virtue of being 'compulsory' expenditure, squeezes
out expenditure on the Regional and Social Funds, net Publlc
expenditure in the UK could be higher than if the ceiling were
raised. Another possibility is that some CAP expenditure could be
'de-budgetised' and fall to be met by member states directly. This
might reduce the total of the UK's expenditure on the CAP and its
net contribution to the the Community budget, but it would not
necessarily do so. Much would depend on the effect debudgetisation
had on trade flows in agricultural products between member states.

The above alternatives therefore have vastly different effects on
net UK public expenditure. BSince they are all quite possible out-
comes of a decision to hold to the 1% ceiling, we find it impossible
to say that any one of them produces a more realistic picture than
the forecasts which we have put forward or that it can necessarily
be assumed that such a decision would produce a measurable reduction
in public expenditure. Certainly we cannct make our other public
expenditure plans on such an assumption.

I am sending a copy of this letter to the Prime Minister, the Foreign
Becretary and Sir John Hunt.
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JOHN BIFFEN
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COVERING CONFIDENTIAL

From the Private Secretary

SIR KENNETH BERRILL

CABINET OFFICE

The Prime Minister has received, on a personal basis, the
enclosed paper from the Minister of Agriculture. She has
asked me to show it to you, alsoc on a personal basis, so that
it can be taken into account in the Agriculturzl Review which
you are undertaking. For obvious reasons, she has asked that

it should not be circulated to the Review Group.

T, P. LANKESTER

18 October 1979

COVERING CONFIDENTIAL




MR. VILE
CABINET OFFICE

Support for British Agriculture

The Prime Minister has seen and considered
Sir John Hunt's minute of 15 October, and has
decided that the composition of the inter-
departmental group under Sir Kenneth Berrill's
Chairmanship should be as she indicated #arlier.
If the Secretary of State for Scotland argues
that his Department should be represented, she
will stand by the earlier decision.

18 October 1879
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AGRICULTURAL STRATEGY

When we spoke about agriculture on 1 October I promised to send a1
vou a note, on a personal basis, outlining the situation as I bl >
see it and the strategy 1 think we should pursue, I now do so,

2. 'his note is not intended to pre-empt the review of ]1,
agriculture that has been set in hand following the Cabinet

discussion of milk prices on 4 October, But I was anxious that ITM
vou should have an account of the facts before Cabinet resumes
discussion of Treasury proposals for expenditure cuts, When you

have read the note I am sure you will understand why the cuts in ?'q"'

agricultural support that the Treasury are proposing seem to me

to be quite unacceptable, and directly contrary to our basic

strategy of improving the supply side of the economy, .
5 1= I hope you will agree that no decisions should be taken on
any reduction in aid for agriculture in advance of the review we
are now carrying out. I am confident that the review will
demonstrate the case for more, not less, support for an industry
which, unlike so0 much of our manufacturing industry, can be relied
on to respond to incentives by increasing production, exports and
import saving,

PETER WALKER







CONFIDENTIAL

AGRICULTURAL STRATEGY

NOTE BY THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD

i This note explains why 1 am so concerned about the
prospects for British agriculture, why it is essential that
we should carry out the agricultural policies promised in
our Manifesto, and why I am resisting proposals which would

mean reversing those policies,

The Potential

a. Agriculture is wvital to our economy. It contributes over
£3bn to gross domestic produect, saves L£5ibn worth of imports
{T}-F which £1bn represents the improvement in performance since
1965), gives employment directly to over 650,000 people and
indirectly to many more in its ancillary industries and food
processing and distribution, and sustains the whole economy of
the countryside,

A An expanding agriculture could contribute even more, We

still import 35% of the types of food we can produce here. If

we could reduce this to 25% - which is perfectly feasible -

the additional net import saving would be £750m, with further
benefits in GDP terms from the spin-off effects on the related
manufacturing and processing industries, Agriculture's record
of inereasing productivity (free from restrictive practices, it
has produced productivity increases of 6% per annum) and its
international competitiveness - both in dramatic contrast to
those of most manufacturing industry - show that it could and

would respond to positive policies,

4. If on the other hand we were to depress agricultural
production - and already under Labour our beef and pig herds

have fallen - then the wealth-producing capacity of the economy




would be diminished, our import bill raised, the consumer's
assurance of supply be impaired and the likelihood of sharp

consumer price increases be greatly enhanced,

Labour's Record

s Labour's agricultural policies were negative and depressive.
Labour ranked the short-term advantage of holding down food
prices through manipulation of the green £ above the longer-
term gains of expanded wealth-creating production and secure
supplies. With costs rapidly increasing through inflation,

this artificial depression of returns meant that net income

was squeezed, investment discouraged, production held back.

The index of real net farm income since 19735 - our last year of

government - shows what has happened:-

1973
1974
1975
1976
1977

1978 (provisional)

The Promise

6. The Manifesto stated very clearly the radically different
approach of our own Party: "Labour has seriously undermined
the profitability of these i_tlw agricul tural and fr:{:rlj
industries, We must ensure that these industries have the
means to keep abreast of those in other countries", Many
members of the Shadow Cabinet cogently argued the case for

stimulating agricultural production.
The Threat

i After the years of Labour depression we have a lot of

catching up to do, So far we have not done it: in fact, we




are falling further behind. Labour made a green £ devaluation
of 5% earlier this year and we added one of 5%, DBut these
devaluations, plus the recent 1% change and the common support
price increase (except for milk) of 13%, will together add

at most only £270m to farm revenue in 1979. Input costs
(partieularly feed, labour, interest, fertilisers and fuels)
on the other hand are increasing at the rate of £750-800m,.

As a result, bank borrowings have increased by over £400m
above the already astronomical level of £2000m we condemned
Labour for during the Election - and farmers are having to pay

174% interest on this much larger sum,

8. I1f we take no further measures, the index of real net farm
income for 1979 will fall to about 70. That would be 18%
lower than 1978 (the worst of the Labour years), which in turn

was 18% lower than 1977.

Q9. The prospects for 1980, if nothing is done, are far worse.
Farming costs generally will probably increase by 11% (assuming
a relatively small inerease in feed costs),* If we assume a
statiec volume of production - which in these circumstances may
be optimistic and no green £ devaluation, no change in retail
milk prices and of course no common price increases, then the
index of real net farm income would fall to around 50, It
would have been halved in our first two years of office, and
more than halved from the level (12%) at which we left it in

1975, Simply to bring it up to the level in the worst Labour

yvear (1978) would need a green £ devaluation of 12% (assuming

sterling's exchange rate against the ECU made this possible)

and and increase in the retail milk price of 24p per pint.

The Sectors

10, The profitability of most commodities is being squeezed,
but the livestock sector - representing about two-thirds of
our farm production and an even larger proportion of our
farmers - is in general being hit harder than the arable, The

worst areas of immediate difficulty are milk and hill sheep.

* For other main cost items increases of about 15% have been
assumed,




If we do not increase the retail price of milk or devalue the
green £, real net margins per dairy cow in 1979/80 will be

28% down on 1978/79, After the losses of a hard winter, hill
sheep farmers are now getting lower prices for store lambs,
even in money terms, than last year and hill farm incomes this

vear are likely to have fallen by 35-40%,

The Competition

11. Under the CAP our farmers have to get their return from
the market, in direct competition with producers in other

Community countries. Our farmers are still in general more
efficient than theirs, But theirs are improving fast, with

the aid of massive assistance from their Governments,

12, Other member countries not only pay their producers more
(the table at Annex 1 shows how prices compare) but also spend
far more than we do, relative to the size of their industries,

on national aids. The French agricultural budget this year is

£2.5bn and in 1980 will be £2,9bn, including £585m (£125m
—

more than my Department's entire budget of £460m!) on subsidised
credit alone, (The table at Annex 2 shows how our farmers are

already disadvantaged by the much higher rates of interest

obtaining here, If we were to subsidise them down to the
subsidised level in France and Germany the Exchequer cost

would be £300m). The German Federal budget for agriculture was
nearly £1650m in 1979, and the Lander Governments add large
aids of their own (over £300m each in Bavaria and Westphalia),.
The Dutch have introduced investment aids through tax
allowances, including large handouts to farmers who pay little or no
tax, Irish farmers still pay very little tax (£7m in income
tax from the entire industry in 1977). Every other member
country looks greedily at the British market and will seize any
opportunity of increased sales here that we are foolish enough

to offer.




The Treasury's Proposals

135. Against this background - declining real income, shrinking
profitability, heavy borrowing, falling investment and heavily
and inereasingly subsidised competition - what do the Treasury

propose? They propose that public expenditure on agriculture

should be reduced by 18% in 1981/2, 24% +the year after and

25% the year after that, They propose:-

(i) to cut capital investment grant rates by 50%;
(11) to cut hill farm subsidies by 20%;

(iii) to slash research programmes and advisory
services (when other countries are extending

theirs):

(iv) to withdraw all support for sheep and

potatoes; and

(v) to hold down the retail price of milk.

And all this is intended to improve the supply side of the

economy !

14, Already I have turned down the farmers' demands for an
immediate green £ devaluation., My announcement this week of

no inerease in the milk price will be very badly received, and
when I announce next month the ending of the beef premium scheme
(to save administrative costs) this will be a further shock to
confidence, IT on top of all this I were to agree to the cuts
that the Treasury want (and to the staff cuts that the Lord
President has proposed), then I believe we would produce the
biggest crisis of confidence in British agriculture since the

war,

15. Confidence in our agricultural policies has already been
shaken by the temporary rise of sterling in August to the point
where no further green £ devaluation could have been made, even

if we had wanted one, Because of sterling's oil-sustained




strength, the industry are no longer convinced that we shall
be able to give them the resources they need through green £
devaluation. To take away part of the direct assistance now
available from Government would leave us with no ecredible

poliey at all,

The Right Stratepy

16, The right strategy for agriculture is the reverse of what
the Treasury propose. I do not wish to pre-empt the review of
agricul ture which we have now agreed to carry out., But in my

view the measures we shall need to take will include:-

(i) A further devaluation of the green £. This
would help restore confidence in this, the
main instrument of our agricultural policy.
There are strong arguments for doing it
before Christmas, thus leaving us free to
take the hardest possible line on common
prices in next vear's crucial CAP price

fixing:

an increase in capital grants through the
introduction of the streamlined system

Derek Rayner is proposing, at rates of grant
higher on average than those under the present
cumbersome scheme and with provision for doing
more in fields such as marketing and sheep

housing;

substantial increases in the hill livestock

allowances (we pay Tar less than the maxima

allowed under the Community scheme, to which

Community funds contribute); and

an increase at the appropriate time in the

retail price of milk.




17. Measures on these lines would not merely show that we were

keeping faith with the policies we promised in Opposition: they
would also encourage British agriculture to make the inereasing

contribution to the nation's wealth of which it is fully

capable,

17 October 1979




BLGT
199f JAvansg
GLGT

BLET
e T

Aetaieq

GLGT

L°0F [ £ L SL6T
FELT

oLl : 2" L . . . 6LET

96" &7 L9y SL61T

(1]

L*C0T . g5 L= 6LOT
L*60T T £ " SL6T

Tasa peap
H*88 ] 3 . 6L6T

0*59 ) c*06 : [ : S8LOT
(eATT) @2T133e)

HIBmua(] *H YSTI] *F 124 "U12N ATel] BOURI Aunuian

S —— e .

Ay 00T -Iad

¥ :(Jejaend 31ST) 6L6TF pue LT UT SadTdd J20NpPOIJ 95BIDAY

XANNY




ANNEX 2

Short-Term Interest Rates in EEC Countries (Sept 1979)

United Kingdom

France

Fermany

Netherlands

Belgium

Luxembourg 8.75
Denmark 11.00
Ireland 16,40

Italy 16,50

Under the provisions for subsidising credit for agricul ture,

interest rates for the countries marked (*) are reduced to

3=-4% and for those marked (**) to 5-6%.




Ref: A0446

CONFIDENTIAL

Community Affaire

You might wish to inform the Cabinet of the main outcome of your

talks in Rome on 4th-5th October with the Italian Prime Minister.
Signor Coseiga showed himself to be sympathetic to our budgetary objectives
but anxious also to ensure that the Dublin European Council did not send Italy
away empty-handed. He wants a commitment that more of the Community
Budget should be spent on the regional and social funds and support for
Mediterranean agricultural producers, and less on price guarantees under the
CAP. On Theatre Nuciear Force modernisation he was reasonzbly
encouraging, though he was worried about the timing of NATO decisions.

2. The Chancellor oi the Exchequer might be invited to report on the
second and final round of discussions at the 15th October Finance Council of

the Commission's Reference Paper on the Budget preblam. The Germans

and others stressed the need to build on the exdeting Financlzl Mechauism;
the French were predictably negative. The Commission agreed to produce
their proposals for a solution in good time before the 19th November Finance
Council. You will be talking to Mr. Roy Jenkins on Menday; and OD will be
discussing the budget question again on Z4th October.

3. The Minigcer of Agriculture will wish to report on the sheepmeat
discussions at the 15th-16th October Agriculture Council, at which he secured
the backing of all seven other member states and the Commission for pressing
France to comply with the European Court ruling condemning her import
restrictions on British lamb and mutton, Agriculture Ministers are to hold a
special meeting in the margins of the 29th-30th October Fish Council to take
forward the long standing discussions on a possible sheepmeat regime.

OD(E) will consider later on 18th October what tactical use can be made of
the sheepmeat lever in the Budget context; and Mr. Walker plans to clear
his detailed line for the special sheepmeat meeting in OD(E) next week.




CONFIDENTIAL

Ref. AQ423

MR, ALEXANDER

Cost of the CAP

The Minister of Agriculture sent a copy to the Prime Minister of his
letter of Bth October to the Lord Privy Seal about the possible publication of a
detailed expert paper on the costs of the CAP. I understand that the Lord Privy
Seal will suggest that the publication of this article would not be helpful at this
stage when we are seeking, until the run up to the Dublin European Council, to
concentrate on the Budget. Unless Mr. Walker contests this advice, I do not
think the Prime Minister need intervene.

2. As the Prime Minister knows, the largest part of our excessive net
contribution to the Community Budgetis due to the CAP. But as she is also
aware, the CAP involves resource and balance of payments cost to the United
Kingdom in addition to those arising from the Budget transfers. The size of
these non- Budget transfers came up in connection with the Prime Minister's
visit to Signor Cossiga (letter from the Financial Secretary's office to you of
ird October), The Prime Minister may find it useful to have the attached note
by the European Secretariat of the Cabinet Office which sets out the different
elements in the overall cost of the CAP to the United Kingdom. The figures

have been agreed with MAFF and the Treasury.

e

(John Hupt

16th October, 1979
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Common Agricultural Policy: Budgetary and non-Budgetary Costs

l. The CAP is financed from the European Agricultural Guidance and
Guarantee Fund (FEOGA) which in 1978 absorbed 74 per cent of the
Community's Budget, Of the total cost of about £ 6, OO0 million in that
year, about £250 million went on reform of agricultural structure (the
Guidance Section) and the rest on price guarantees in which the main

elements were: -

£m
Milk and milk products 2, 670
Cereals 740
Sugar 580
Beef 420
Other products 740

Net cost of Monetary Compensatory 600
Amounts (MCAs)

On the other side of the Community Budget, levies on imports of food

from third countries amounted to about £1, 100 million, These levies

accrue to theCommunity Budget and represented about 19 per cent of

Community revenue in 1978.

2. The overall cost of the CAP to the UK can be split into three elements: -
(i} the net budgetary cost of the CAP;

(ii) the non-budget transfer cost from importing at higher prices
from other member states as measured by the size of the
levies;

(iii) a similar transfer cost on products subject to tariffs rather
than levies.

These three elements are discussed in paragraphs 3 to 5 below. We

estimate that for 1978 they amounted to: -

Net Budgetary contribution

Net non-Budgetary transfer (levies)

Net non-Budgetary transfer (duties)




CONFIDENTIAL
In these figures, MCAs have been treated as benefitting the exporting
country. If they are allocated to the importing country, the non-budgetary
cost in (ii) becomes bigger (£586 million) and the budgetary cost
correspondingly lower. The total for the two is unaffected but because we
are concentrating on the Budget problem we are sticking to the lower figure

for (ii) in our presentation in Brussels., Totals for later years will show

an
an increase in the GVerHll?budgata.rf transfers: the 1978 figures are

untypically low because MCAs were high in that year and agricultural
exports unusually large. Costs to the UK on non-budgetary as well as
budgetary transfers represent gains to other member states like Denmark,
France, Ireland and the Netherlands who are net exporters of food. Italy
is a large importer of milk products, cereals and beef from the rest

of the Community, has a particularly unfavourable non-budgetary transfer
for items subject to levy(£588 millionin 1978) but this was g:;tbgbly offset

by gains from her exports of fruit and vegetables subject to tariffs.

Budgetary Costs

3. The net budgetary cost of the CAP to Britain in 1978 can be reckoned
as:
im
Gross Contribution to FEOGA® 920
Gross Receipts from FEDGAb 247
Net Contribution 673

Calculated by applying each country's share in financing the total
Community Budget to total FEQOGA expenditure.

b. UK import MCA attributed to the exporting member state.

This net contribution of £673m scores in full as UK public expenditure,

Budgetary transfers (products subject to levies )

4. Additional transfers between member states take place outside the
Community Budget. This is because the CAP supports the main farm
products by managing the market within the EEC at a level well above the
world price, through variable levies on non-EEC imports and through buying

up domestic surpluses. Thus imports from other member states cost more
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because they are made at these managed prices instead of at the world
prices which would prevail in the absence of the CAP; and there is a
corre sponding gain on exports from one member state to another. The
average level of the levy on imports from outside the EEC is a convenient
measure of this difference, For 1978 the UK figures are:

ifm

extra cost of imports from EEC” 383

b
extra receipts on exports to EEC 273

net non-budgetary transfer 11O

Calculated after deducting the Monetary Compensatory Amounts on
our imports, since these are paid out in the exporting member states
and the goods therefore arrive here at an MCA -paid price,

Calculated without deducting the MCAs charged on our exports since
these are collected in the UK and transmitted to Brussels, thus forming

part of our net contribution,

This cost of £110m is not public expenditure, but it represents a drain on
our balance of payments and a benefit to our Community partners.

Non-Budgetary transfers (products subject to duties)

5. Some products (notably fruit and vegetables) are protected under the
CAP by ad valorem tariffs rather than by variable import levies., The
principle is the same but the calculation more uncertain, The balance

of payments loss on these tariffs is estimated to be of the order of £100m.

CABINET OFFICE SWl

15 October 1979
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Ref: A0419

e

Support for British Agriculture Ir!-‘. i

In your minute of 8th October you said that the Prime Minister agreed
to the proposal for an interdepartmental group under Sir Kenneth Berrill's

chairmanship with representatives from the Treasury, MAFF, FCO, Trade

and Employment = and with the other Departments affected (Scotland, Wales,

Northern Ireland and Industry) being brought in as necessary.

2. Sir William Fraser, the Permanent Secretary at the Scottish Office,
has now written to me pressing for full membership of the group for the
Department of Agriculture for Scotland and making it clear that if I turn him
down he will go to his Secretary of State. A copy of Sir William Fraser's
letter is attached., His letter has been supported by the Permanent Secretary
of the Minist ry of Agriculture who has pressed that the Welsh Office
Agriculture Department and the Department of Agriculture (Northern Ireland)
should alsc have representatives on the group throughout,

3 I am clear that it would not be right just to add the Scottish Agriculture
Department, Jt is a case of all three territorial Departments or none.

Sir Kenneth Berrill and I would prefer to resist their claims because -

(i) not only would it enlarge the group by three, but there would
be four spokesmen for the farming lobby as opposed to one for
the consumer;
on most of the group's work there will not be separate
territorial interests, Where there are (e.g. hill farming)
the territorial Departments would be invited: and in any case
the group's report would be circulated to them in draft for
comment before it was finalised,

4. On the other hand, I see little point in turning Sir William Fraser
down if the Prime Minister, on broader political grounds, would later feel
it necessary to uphold the appeal which would almost certainly be forthcoming

from his Secretary of State.
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g, I should therefore be grateful if you could let me know whether the
Prime Minister would like the group to work on the basis originally approved
or if she feels it necessary to add the territorial Departments. It would be

very helpful to have an early reply because the group needs to start work.,

’lf‘("""/

B

15th October 1979




Foreign and Commonwealth Office
London SW1

15 October 1979

Thank you for your letter of 8 9€%cber seeking agreement to
publication of the paper "The CAP and Resocurce Flows between
Member States" by K 5 Warwick and J M Rollo (mow with the FCO

Economists Department).

I have no objection in principle to publication of such a paper.
But I think that there is a risk that publication now would be

interpreted in other Member States as evidence that we were

preparing to mount a campaign over CAP resource costs as well as
over the cost of the budget. While not questioning that we should

in due course seek reforms in that quarter, I believe that to be
thought to be mounting such an attack now might have a damaging
effect on the budget negotiations. I therefore suggest that we post-
pone tublication until after the Dublin Furopean Council at the

end of November.

I am sending copies of this letter to the Prime Minister and to
Geoffrey Howe.

The Rt Hon Peter Walker MP

Minister of Agriculture, Fisheries and Food
Whitehall Flace

London SW1
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REVIEW OF BRITISH AGRICULTURE

.

- Your letter of yesterday to Brian Hayes suggests that only
the largest of the four agricultural Departments should be
represented on the new group to review British agriculture.

I know that, like the Prime Minister, you want to cut down the

8ize 05 groups, committees, working parties, ete; but I really
cannot” accept the implication that this group will be delayed or
become unmanageable unless Departments with a major interest in

the subject under review are exclided from it. I am all in favour
of saving money, time and travel by having "corresponding members" ’
of committees; but in this case that role is totally inappropriate
for the Department of Agriculture and Fisheries for Scotland.

What you propose 1is, Bo far as I can discover, without
precedent in the agricultural field. Over the years DAFS officials
have taken & leading part not only in the annual reviews but in
ad hoec exercises such as those leading to the last two White Papers
on agricultural policy. This is not simply a parochial er
presentational point: the practice, economiecs and struetupe of
farming in Scotland differ markedly from those in England.

I do not want to bother my Secretary of State with this, but
I am obviously not prepared to wait until Ministers are presented
with the group's report to tell him that we have been on the
periphery of the exercise. He will no doubt wonder, as I do,
why his Department of Agriculture has been excluded but the
Department of Employment included in a group to consider what is
"a matter of direct concern" to him (the words are from
Tim Lankester's minute of 9 July). I should be very grateful
if you would look at this again and agree that R D Cramond of
DAFS should be designated a member of the group.

I am copying this to Brian Hayes, Hywel Evans and Ken Stowe.
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The Ht Hon Bir Ian Gilmour Bt MP

Lord Privy GSeal

Civil Service lepartment

Whitehall

London EW1 £ Octcber 1979

I publiebirg

I thought I should menticor to you that we sre thiLrkirig o
next week in the Government Economic Service's series cof techrnical
working papers & peper by tweo of my economists on the resource

flows between member states thet result from the Common Agricultural
Policy. %The paper is strictly technical and concerned with the
methodology of measuring these resource flows. It does however
epply thst methodology, by way of example, to resource transfers

in 1977 and 1978, and therefore gives figures for the adverse
effects orn the UK.

My own view is that it would be helpful tc have it published but
I would like to have your sgreement.

I am sending copies of this letter to the Prime Minister and to
Geoffrey Howe.

PETER WhALEER
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"HE CAP AND RESOURCE FLOWS BETWEEN MEMEER STATES

INTRODUCTION

The impact of the Common Agricultural Policy (CAP) of the EEC on the
balance of payments of member states has been recognised for some
considerable time. In the UK,several assessments have been made,
notably those published in White Papers prior to 1973 (HMSO (1967),
(1969), (1971)). More recently a number of articles by academic
economistis,both in the UK and abroad, have examined the impact of the
CAP on different member states (Attwood (1979), Blancus (1978), Godley
et al (1977), (1978), CEPG (1979) and Koester (1978)). Work has also
been carried out in the Ministry of Agriculture, Fisheries and Food

on various aspects of this problem during the last decade. This
Working laper sets out the basic elements of that work and presents, in
some detail, calculations relating to recent years.(1} Before setting
out the methodology and results,some of the more important institutional

aspects of the CAP and the EEC Budget are described.

(a) Basic Operating Arrangements of the CAP

;]

The system of support and most of the operational details of the CAP
vere firmly established before the three new member states joined in
1973 and the system of agricultural protection and support now extends
.across the nine member states. In practice thé actual levels of price
support, at market rates of exchange, vary between member states as a
result of measures introduced to cope with exchange rate fluctuations

(ie because of the "green currency" system, brief details of which are

(1) This work has developed in consultation with colleagues in MAFF
and elsewhere. Particulor thanks are due to Charles Capstick, Aidan
Power, David Roberts, David Hadley and Peter Muriel. Any errors remain
the responsibility of the authors, to whom communications relating to
this note should be addressed. J M C Rollo is now with FCO,




.given in Section II (b]{E}) but the method of support is uniform or

"common™ throughout the Community,

The support arrangements differ for all agricultural commodities but
they include at least some of the following basic features: (i) the
maintenance of a minimum price for imports of food from the rest of
the world through the imposition of wvariable levies to bridge the gap
between the offer or "world" price and the prescribed minimum import
cr "threshold" price; (ii) the granting of export subsidies to enable
Community supplies to be sold on the lower priced markets of the world;
(iii) the provisionlcf "intervention" arrangements to buy-in Community-
produced foods at prescribed prices and (iv) the granting of subsidies
on domestic markets. Support arrangements along these general lines
exist fer cereals, sugar, butter, skimmed milk powder and beef. For
some products, however, such as poultry and eggs, there are no
"intervention" arrangements whilst for others, such as oilseeds, olive
o0il and tobacco, the producer is aided either by the grantihg of
deficiency payments to Fridge the gap between the market

price and a prescribed producer price or by production subsidies. In
the case of some products such as skimmed milk powder, butter and also
wine, export outlets are limited and subsidies are granted to
encourage their greater use within the Community either for human
consumption, incorporation in animal feeds or for industrial purposes.
For some products, notably potatoes and mutton and lamb, common support
arrangements have not yet been devised, but some protection is given

by the common external tariff,

(b) The Cost of CAP Suoport Arrangements

Substantial sums of money flow through the Community budget each year

(2) For a fuller description of the operation and development of
green currencies, see Fearn (1978).
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.m order to finance the storage and disposal of surplus produce and

the direct payments made to producers. In 1978, for example, about
£6000 m is estimated to have been spent on the CAP. This represents
nearly 74% of total expenditure from the Community Budget on all
policies of the EEC. Table I shows the composition and development
of expenditure by the European Agricultural Guidance and Guarantee
Fund (known as FEOGA, the French acronym) on price support and
structural measures under the CAP. To finance Community expenditure,
member states contribute . (i) the money they collect from agricultural
import levies and the common external tariff (10 per cent of wvhich is

" returned to them at a later date) and, to the extent that this revenue
is insufficient, (ii) a sum no greater than the equivalent of the yield
of a notional 1 per cent harmonised value added tax. These sources of
revenue are known as the Community's "own resources"., The precise
contribution arrangements for member states have changed over the years,
particularly in the case of the new member states. It will; for
example, not be until the end of 1979 that the United Kingdom completes
the transition arrangements, negotiated in 1971, for its financial

contributions. f

The application of the CAP generates a flow of funds between member
states through the Community budget in Brussels., Some member states
who contribute large sums receive back even more by way rof Community
expenditure‘udthin their frontiers, whilst others receive relatively
little in return. In addition, the fact that consumer prices for many
foodstuffs are'ﬂn:?;;:laéiined above those of foodstuffs traded on world markets brin-:
bout a transfer of resources from consumers to agricultural producers. In the
context of an international policy, such as the CAP, this transfer

involves flows across the exchanges from consumers in importing countries

to agricultural exporters. Given the importance of trade in food for




.11 member states, the impact on export and import bills can be

considerable, and together with the flow of funds to and from the
Community budget, involves a significant redistribution of resources
between the member states of the Community. This redistribution follows
from the particular support and financial arrangements devised over the
years for the purposes of managing the CAP and is influenced by the
varying levels of "self-sufficiency" in food-stuffs of member states.
This paper provides some assessments of the scale of these resource

flows between member states.

-Section II presents a theoretical framework which demonstrates how
resource flows between member states arise and suggests how they might
be measured; in Section III, some of the aésumptions underlying
the calculations are made more explicit; Sections IV and V discuss the
measurement of the budgetary transfers and food trade effects
respectively; and finally, calculations of resource flows arising from

the CAP are presented and discussed in Section VI.




JI THE NATURE OF THE RESOURCE FLOVS

‘The CAP has two main features which distinguish it from a national
agricultural policy and give rise to international resource flows.
The first is common financing of support measures and the second,

the preferential prices afforded to Community producers in trade
between member states. Common financing entails collective responsibilit;
for expenditure incurred under common measures and met from agreed
sources of revenue or direct contributions. Offsetting their
contribution to this expenditure, member states receive various
payments such as direct export subsidies to enable exports to compete
on world markets. Clearly the pattern of receipts is unlikely

to coincide with the pattern of contributions and the international

redistribution of resources implied is well recognised and documented

in eg Commission figures for net contributions and receipts from the

EEC budget (Commission 1979b).

Less well recognised is the fact that resource flows over and above
those shown by the budget, arise through the operation of the second
feature of the CﬁPg:E;;ELnity preferential pricing. By Community
preferential pricing we mean the ‘principle whereby importing member

i
states pay {hglkqme price to producers in other rarts of the Community

as to domestic producers, and exporting member states obtﬂinf{;?ngéﬁé
price Qhether they sell at home or in any other Community market.
Equivalently, the preference represents the value to . Community
exporters of being able to sell on the market of another member state
without having to face the levy charged on third country supplies
Conversely, the importing country bears the cost of granting that

preference, because it represents potential levy revenue foregone.

The conditions under which Community preferential pricing cnu:'id be <aih

to opetaxe’ T ~could in theory and practice be fulfilled in a Community
wih free movement of goods and a uniform N T Ty

1




level of support prices. Even in the current situation where the

.operatinn of green currencies has resulted in different price levels

in each member state, the principle of Community preferential pricing
as here defined has been preserved by a complex system of border

taxes and subsidies known as monetary compensatory amounts (MCAs),

The implications of differing national support levels will be
considered in Sect%on II(b). For ease of exposition we shall consider
first the case where a uniform level of prices prevails throughout the

Community.

(a) Community Preferential Pricing with Common Price Levels

cehtrn n.r:r.:
. Diagram I presents a|representation of the Community market for a

typical CAP commodity with support given by means of intervention

buying together with import levies and export rbstituticns.")

- - . e w o e : = . ____-—"""-l

Under an intervention system, pricze suppcrt is given by removing from
the domestic market the excess of supply over demand at the given
support price. Surplus disposal is assumed to be by means of export
subsidy, though in practice other means such as subsidised sale as
animal feed are also used, In order to prevent intervention being
undermined by imports, a variable levy is imposed to cover the gap

between world prices and internal prices,

The diagram is divided into three parts showing two representative
member states the first a net importer, with demand and supply curves
D;D; and S;S;, the second a net exporter (D,D, and S.S ) and finally
the Community as a whole with D.D. and S.S. the horizontal summation

oi demand and supply curves of all nine member states. World supply

is taken to be infinitely elastic at the price P and the common support
price prevailing throughout the Community @ Pé. The effect of inter-
vention buying is to produce a kink in the domestic demand curve which

becomes infinitely elastic at P {DchJ' Export restitutions and

2




import levies are both assumed equal to the gap between the intervention
.price and the world price {PS - Pw} (3).

.

d
c

Thus the Community faces an export subsidy bill of {Ps - Pw] (02 - ﬁg}

At P, ag - Q. is surplus to EEC needs and is available for export.
ie the shaded rectangle A. This represents a cost to the budget and

the burden of it is borne according to the rules for common financing.

For the importer at PI the import requirement is Qd If this is met

I*
from third country sources then a levy is charged to bring the world

~price P up to P, giving rise to the revenue (P, = Pw) (Q? - Q?}
(rectangle B). If there were no EEC, this revenue would accrue directly
to the importing country's exchequer. However, under Community common

financing rules it belongs to the EEC budget and foerms part of the

importer's gross contribution to the budget {&].

(3) 1In practice, minimum import prices used in calculating the import
levy are generally above intervention prices., For this and other reasons
import levies are enerally higher than export restitutions (see
¢Section V(a) below%.

- —_— o —_— b it d . T iy |

(

!
) In reality, less a rebate of 10% to cover costs of collection,




If the goods are imported from another member state, then the importer

.pays the price Ps to the exporter, rather than P, as would have been the

case without Community preferential pricing. The potential levy
revenue B is foregone by the importer and transferred across the

exchanges to producers in exporting member states.

Thus, whether the importer buys from third countries or from other member
states, the whole area B is a cost across the exchanges. It is not tﬁe
full loss to national income implied by the adoptiﬁn of the price level
Ps rather than Pw: there are also the efficiency losses measured by the_
triangles D and C. But these are not a necessary corollary to EEC

- membership since the country in question could have chosen to support
tarm prices at Ps in any case. At that price level, rectangle B
represents the additional cost which arises from adopting the provisions

of common financing and Community preferential pricing.

The exporter's position is the converse of the importer's. The
rectangle (E + F + G) represents a balance of payments benefit of
membership brought about by export subsidies on sales to third countries
paid by the EEC budget or from selling at P, on the market of other
member states. Once more there are efficiency losses but these are not

a necessary‘part of the common policy.

Diagram I relates only to those products supported by the classical
CAP mechanisms of intervention buying, import levies and export
subsidies. It does not cover those CAP commoditizs (e.g. olive oil,
tobacco) which, as menticned earlier, benefit from a different method

of support, namely direct production subsidies._ Howevef,'sinﬂe trade




prices for such products are not greatly affected by the support
.gystem, the recorded budget costs provide a reasonable indication
of the resource flows involved. Trade costs and benefits derive
from those products whose prices are maintained as in diagram I. In
those cases the import levies foregone on intra-Community trade by
importers and the higher export revenue gained by exporters from

trading with other member states form an important part of the

resource transfers and must be added to the budget costs or benefits.

(b) Community Preferentisl Pricing without Common Price lLevels

In diagram 1 equal support prices were assumed for importer,
exporter and the Commmity as a whole. In'reality different prices
rule in different member states because of the green currency systen
which allows the exchange rates used to convert common agricultural
support prices from units of account into nationsl currencies to
diverge from market rates of exchange. Thus prices in national
'::::ngurrcncies differ when cnnvertedi?t market exchange rates and to prevent
distortions in trade (eg to prevent all surplus produce in the Commimity
being consigned to intcrven?ion stores in the country with the most
undervalued green exchange rate and heﬁce the highest support prices)
there are compensatory border texes and subsidies designed to adjust
gach country's export prices to_the common level end import prices to
the national price level. These so called monetary compensatory
amounts (MCAs) are thus subsidies or taxes on trade but since they zlss
appear as budgetary transactions it is important todefine the trade and

budget effects very carefully to avoid the danger of double-counting.

Diagram II' attempts to show an example of how the MCA system works.

Once more the example takes an importing country, an exﬁorting country

and the whole Community. The world price is P

w? the common support price
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at market exchange rates is Pe' the average support price in the
Community is P,, the support price in the importing country, which
runs .an overvalued green rate, is PI and Px in the exporting country
with an undervalued green exchange rate. It is essential to view the
different prices in a common currency converted at the approprizte
rates of exchange. Thus PI and Px are converted into their respective
domestic currencies at the relevent green rates and then into sterling
at market rates and P, would be the weighted average of support prices
in all member states similarly converted. Pc would be converted at the

market rate between the agricultural unit of account and sterling.

In trade with third countries, the common levy and the common

.

restitution (PIc - Pw} are reduced by Pc - PI in the case of the

importer with the overvalued green rate, and inﬁreascd by Fx - Pc

in the case of the exporter with the undervalued rate. This ensures

the appropriate degree of protection for internal price levels, In
intra-Community trade, an export from the country with the undervalued
green rate to the country with the overvalued green rate would attract

a subsidy of Pk - Pc on .export and a further subsidy of Pc - PI on

import so that a total subsidy of Px - PI is paid to allow the high

L)
rrice exporter supported at Px to compete on the market of the low price

importer. On the reverse transaction the export from the country with
the overvalued green rate would bear a charge on export and another

on import to close the gap Ex —'PI. Thus the exporter obtains Px

whether he sells at home or in another member state and the importer

Fays PI whether he buys at home or from an EEC exporter and the condition

for Community preferential pricing are fulfilled.

Since the support prices in each country are not P& but Ex and PI

the amount of levy revenue foregone in the case of the importer is

PI - Pw and the balance of payments gain to the-expurter on trade is

Px - P, rather than PE - P as in diagrams I and II. A problem of
6




accounting arises however since the taxes and subsidies which allow

.the maintenance of these support price differentials are budget

transactions. S5ince the 'trade effects' are intended to be a measure
of the costs and benefits of the CAP over and above those shovm by
budgetary trensfers, it is important to exclude from the trade effect
any payments or receipts already included in the budgetary flows.

In general, a member state imports and exports at the common price

and pays or receives the relevant MCA directly to or from the budget.
The effect of Community preferential pricing skould then be measured

by Pc - Ew to avoid doublz-counting the MCA. As an exception to the
general rule, MNCAs on imports by the UK and Italy are paid, not to the
. UK and Italy, but to the exporting member state - the system known in
Community jargon as "exporter pays". . Under this system, UK and

Italian importers buy at PI rather than Pc and conversely exporters

to these countries only carn PI irom trade, claiming the importer's MCA
EPc - P;) from the budget in addition to any payment or receipt of their
own MCA. Thus, on trade flows into the UK and Italy from other member
states, the effect of Community preferential pricing should be measured

by PI - Pw .




III THE UNDERLYING HYPOTHESIS

.Eefcre proceeding to the measurement of the bu'dge'taxjr and trade
effects, it is important to emphasise the hypothesiz that underlies
the diagrams and analysis in the preceding section. It is that at
a point in time and at a given support price level the essential differ-
ence between the CAP and a national support policy operated on a similar basis
4o the CAP lies in the common financing and preferential pricing provisien, not in

the price level or the nature of the support mechanism.

The particular effects oi the CAF which this paper seeks to measure can

be isolated by assuming that member states continue to apply all CAP

gupport mechanisms and price levels but withoutlyrinciples of common

iinancing and Community preferential pricing. By assuming no change in
thi&t in respect of :
support mechanisms ‘it fellewtrade with third countries, import levies
would continue to be collected and export restitutions peid, but by
national exchequers rather than by the EEC budgetl This effect is
incorporated in the budget transfers. In addition, assuming the
suspension of Community preference, intra-Community trade would no
longer take place at preferential prices, exporters would have to
subsidise their exports to ?ther member states close to world prices
and importers would have toblevy charges on 2ll imports to bring the
pricelup to their internalf?ﬁfz;tacvelL 1Thg same trade flows would
take place but at prices close / ;;t}:z;lihé;l“z;t preferential intra-Communig
prices, This partiéular hypothetical arrangement is not intended as a
necessarily realistic policy alternative butis assumed simply to provide =
costs/benefits of the
means of measuring tne food trade / Communify s preferential pricing arrangesents.
reiterate, it is not sufficient to consider the suspension of common
financing alone. As the Commission themselves have pointed out
(Commission (1979b) ), the net budgetary flows on their own may be

misleading.

As has been mentioned,the measurement of the preferential pricing effect

1




requires an estimate of the gap Pﬁ - Pw. Objections are often
.raised to the use of world prices. It is argued that quantities
traded on world markets are small relative to world consumption and
in any case result from decisions of government policy rather thzn
market forces. Many products are traded in a series of bilater =1,
governmental transactions, and world market prices are determined in
a volatile residual market, ' World prices for
agricultural products, it is argued, are not an indicator of the
resources employed in their production, or of their value in
consumption, and hence do not offer a realistic opportunity cost of
alternative supplies. Often tied to this argument is the proposition

that even if continuous world supply and demand functions were to exist,

they would not be infinitely elastic with feference to EEC production

and consumption (as assumed above) and hence any change in Community
support prices and trade would have significant effects on world

market prices, so invalidating any static measure of the gap between
world and Community prices. But in the context of this study these
argunents are not relevant. Since it has been assumed that there will
be no changes in domestic price levels for either producers or consuners,
there can be no impact on world supply and demand or on world prices.

In addition, it is assumed ;hat the same mechanisms would be used to
suppoft internal price levels under a national policy as under the CAP,
The levies and refunds which-would become payable on intra-EEC trade
would therefore oe fixed under the same kind of administrative
procedures and the same set of world prices as currant levies and
refunds. In these circumstances, there is no reason to expect that the
degree of subsidy/levy required on EEC trade would be different from
current rates of restitution/levy on third country trade. Current rates

of levy and restitution can therefore be used to measure Pﬁ - Pﬁ .

regardless of whether world prices are 'representative' or not.




Several advantages therefore derive, for the purposes of this study,

.frum focussing attention on common financing and Community

preferential pricing as the essential features of the CAP rather than
the price level or the methods of support. This approach (i) enzbles
current levy or restitution rates to be used as a measure of the

trade cost or benefit; (ii) abstracfs from the impact of CAP price
levels on domestic structural efficiency and inflation; and (iii)
facilitates the calculation of the trade costs and benefits consistent

vith and complementary to the published budgetary flows.




IV NET BUDGETARY TRANSFERS

.(a) Measurement

The net position of a country with the EEC budget as a whole is
relatively easy to determine. It is the difference between Eross
payments by the budget authorities to the country concerned and the
country's gross contribution via 'owmn resources' (the sum of zgriculturzl
levy receipts, common external tariff revenue and a VAT or GNP determinzd
contribution). As part of the transition to the full 'own resources!
system of financing, the UK, Irelend and Denmark paid a fixed percentaze
contribution in 197,while in 1978 the UK and Ireland's contributions
were limited by the financial transition mechanism under Article 131

- of the Treaty of Accession. Net budget transfers for 1976, 1977 and 1973
relating to the whole of the Community budgét have recently been
published by the Commission (1979b).
The agricultural, or FEOGA, component of expenditure by the Community
budget in each member state is also readily available from Financizal
Reports of the European Agricultural Guidance and Guerantee Fund
(Commission 1978). The bulk of FEOGA expenditure is made from the
Cuarantee Section (mainly price support) with less than 5. from the
Guidance Section (mainly st;uctural and marketing measures). Figures
are usually published one year in arrears but preliminary estimates are
available to member states fairly soon after the end of the budget

year (Commission 1979d).

Contributions to FEOGA are, however, rather more difficult to estimate.
As with most, if not all, budgetarﬁ authorities, the EEC Commission
does not generally attribute any specific source of funds to any-
specific expenditure. For instance, import levies collected on cereals
are not earmarked to meet expenditure on cereal export feétitupipns,
There is no way of assessing what part of each country's gross
contributions goes to meet a particular part of EEC budget expenditure

1




in an individual country. Common financing ensures that all member

_ states are re;pnnsible collectively for each and every item of |
expenditure and their shares are determined by own resources or Enﬁa
other agreed formula. One way to assess notional contributions to
FEOGA however is to attribute to each country a share in the funding
of FEOGA according to its share in the funding of the total budget.
The method chosen in the cdculations summarised in tables II and III
is to apply each Géuntry's percentage share of total EEC budget
contributions in the relevant vear to the total recorded expenditure

by FEOGA in that year.

(b) Results

Tables II and III are set out for 1977 and.1978 gross expenditure by

FEOGA (Guarantee and Guidance) in each member étate, the average

percentage contributions to the budget and the implied contributions

of each country to the cost of FEOGA. From these, the net budgetary

contributions (positive or negative) to the cost of maintaining the

CAP are calculated. It should be stressed that these flows to and

from national exchequers represent transfers across the exchanges

and are therefore quite unlike the exchequer costs of funding domestic
" pelicies which involve a rédistribution of resources from taxpayers to

producers within the one economy, The CAP on the other hand generates

a rediétribution between countries.

The full significance of the net budgetary transfers cannot be assessed
until they are combined with the trade effects for the reasons given in
Section II(a). Moreover, the net contributions to FEOGA are not even

a true indication of the direct economic costs or benefits arising from
the budget because they do not allow for budget expenditure or receipts

which result from production or consumption in one member state but aris

in another. For example, maize imported from third ﬂountries-intn the
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UK via Rotterdam generates levy revenue, which arises from UK demand

.bu'l:. is collected in Holland and recorded as part of their contribution

to the budget. Similarly CGerman exports destined to a third country
may be sent by road to Rotterdam for shipment. The receipt of export
subsidy is attributed to Holland but the economic effect is in Germany.
Distortions such as these can be avoided if the intra-Commmity trade
effects are included. The apparent gain of the export restitution by the
Dutch would then be cancelled by the cost of paying preferentizl Prices
on the import from Germany and the Germans would be seen to be the true

beneficiaries.

Another potentially misleading feature of the budgetary flows lies in
the treatment of MCAs. The figures in tablﬁs IT and III are in the form
presented in FEOGA Financial Reports ie with UK and Italian import MCAs
attributed to tle exporting country. It has been argued in some quartiers
that these MCAs should be attributed as a benefit to the importing
country and the Commission have responded by presenting alternative
budget figures with MCAs so attributed. In fact, these MCAs can be
regarded as either reducing the UK's and Italy's trade costs (and
exporters' trade benefits) or as budgetary receipts to the importing
country. " We have adopted hére the former method, but as long as trade
costs and budgetary costs are defined consistently and considered
together, the overall balance of payments effect will not be affected

by the treatment of MCAs,




¥V INTRA-COMMUNITY TRADE TRANSFERS
‘) ~ Measurement

The measurement of the net trade effects presents several difficult

problems. From diagram I +the relevant cost or benefit per unit of goods
traded is the difference between world prices and Community prices. We
have seen from diagram II and the subsequent discussion that in the
absence of common pricing either the gap between national prices and world
prices or the gap between common prices and world prices is the measure of
the trade effect depending on the accounting framework. In section III,

" it was argued that current rates of levy or restitution can be used as a
measure of the gap, but in practice, the symmetry between export
réstitutinns and import levies so faf assumed deoes not exist. To explain
how they differ, a digression on the administrative detail of certain

elements of the CAP is required.

For those products for which levies and export restitutions aire relevant
there is normally not one but three related support prices. Céntral is

the concept of the target price. This is the price which the Council has
agreed producers ought to receive at a given representative market. The
target price is protected by the internal interventicn price which is some
10% lower and is the price at which national intervention authorities are
obliged to purchase from producers. Theoretically market prices should not
fall below intervention levels, but the use of gquality standards and
minimum lot sizes an- fhe cost of transport to intervention centres mean
that, in times of glut, market prices can and do move lower. The third
price is the frontier or threshold price which is brcadly the target price
less the costs of transport to inland markets. The threshold price is
defended by the use of a variable import levy which bridges the gap between
the lowest offer price at Community frontiers and the threshold price.

Hence there is a spread of support prices and the one that determines

market prices will depend on the degree of self sufficiency. If the market
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is dependent on third country imports then the threshold price is likely
Oeter‘mine the price of marginal supplies. If the market is more than
self sufficient then the intervention price is the probable determinant of

the market price.

The levy is strictly the difference between the minimum offer price at
.Cummunity frontiers and the threshold price but the export restitution is
set in a much less mecﬁaniﬂal manner. It is the difference between the
intervention price (or more correctly the market price) and the disposal
" price on third country markets. Sometimes this is set by the Commission
and exporters take it or leave it. In other cases there is a tender
Efstem under which traders coffer to export given quantities at given resti-
tutions and the Commission allocates a subsidy to the lowest tenders.
Not only are restitutions likely to be lower than the equivalent import
levies but there is considerably more discretion built into the system of

setting them.

In practice, neither the levy nor the restitution is the ideal measure of
(Ez“EJ- Levies may be uvef-protective or unrepresentative if based on an
unr<alistic offer price and average export restitutions may be of doubtful
validity, given the amount of discretion in setting them. We have chosen
to present a range of results with the trade effects walued either at
restitution rates or levy rates. In certain cases, the levy has been
adjusted to take account of specific factors tending to overstate the
trade effects. For the UK, account has been taken of the preferences
granted to New Zealand dairy exporters and African, Caribbean and Pacific
(ACP) sugar exporters. Under preferential arrangements, about 125000
tonnes of New Zealand butter (and 5000 tonnes of cheese in 1977), are
imported at a guaranteed entry price considerably above the price implied

by the common import levy. For sugar an annual quoia of séme 1.2 million

tonnes enters the UK from the ACP countries free of levy. The view has
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‘b!n taken that the price of these preferential imports represents the

relevant opportunity cost of UK supplies and is thus a better indicator

of the levy revenue foregone.

-

Community-wide difficulties arise on beef and bacon. On beef, the vast

. majority of trade in 1977 and 1978 took place at concessional rates of

levy thus the full levy is probably unrepresentative. The problem has been
dealt with by arbitrarily assuming that half the UK net levy represents

the lievel of protection afforded. Levies for ﬁther member states have been
adjusted correspondingly. The EEC bacon market represents almost the
entire world trade in the product (apart from some between Canada and the
USA). Thus, it is difficult to assess how far the levies in operation

have any relevance for a calculation of this kind. Once more, as an
arbitrary adjustment, half of the UK net levy has been taken as an
indicator of the relevant level of protection with Danish, Irish and Dutch
exports valued accordingly. It should be added that no such adjustments
were made to export restitutinn; since these were the subsidies required

to dispose of the relevant quantities in world markets.

The annual average levy and restitution rates used, including appropriate
adjustments, are detailed in appendices I and II. Because of lack of
data on export restilutions for durum wheat, maize and bacon, the levy
rate was used in both sets of calculations for those products. Otherwise,
export restitutions tend to be some 20-30% below levv rates, the main
exceptions being beef where the levy adjustments brought the two rates
close together, and pigmeat where much lower restitution rates in fact

resulted in negative entries for the UK after deduction of the UK MCA.
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The trade data, summarised in appendices ITI and IV, Eomes mainly from
‘ostat balance sheets and includes trade in processed products expressed
in raw material equivalent. For the UK, the figures come from the Overseas
Trade Statistics and relate to 1977 and 1978, The'commodity coverage is
restricted to the major CAP products (cereals, sugar, carcase meats and
milk products) protected by import levy arrﬂnﬁﬁ?i?ﬁi&tiEPquEﬁﬁvgf support
for commodities covered by deficiency payments / is included in the net
budget contributions. Thus the main exclusions are fruit and vegetables
and wine. The amount of protection offered by Community support arrange-
"ments for these products is taken to be small but it has to be conceded
that it is extremely difficult to assess. These exclusions may affect the
us;cﬂﬁntnt of Italian trade costs In particular since Italy is = major trader of these

products.

Appendices I-IV provide the raw data for the calculation of the effects of

Community preferential pricing. It was argued in Section II(b) that all
trade should be valued at the common levy/restitution, with the exception
of trade flowing into UK and Italy which should be measured at the
appropriate national rate. While it is relatively easy to value all UK
and Italian imports at the levy or restitution net of MCA, it would be
tedious in the extreme to try to identify the element in each exporting
country's trade which goes to UK and Italy and wvalue %t differently.
Fortunately the Commission publish estimates of thefiliﬁe of’exporter pays‘
MCAs for each country and it is simple to reduce the total benefit of
exports valued at common levies or restituticas by these amounts and thus
avoid double counting. Accession compensatory amounis which bridged the
gap between prices in the new member states and common prices during the
transition period (which ended in 1977) were also paid on an exporter pays '
basis and these too have been deducted in 1977. These adjustments are

shown in tables IV and V which also summarise the aggregate trade results.
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(b) Qualifications relating to the Results

The relevance of the results is discussed in the next section. At this

Juncture certain technical points are worth making. The totals do not sum
to zero, as might be expected, for two reasons. The first is common to
both levy and restitution totals and is that intra community trade does not
sum to zero in all cases. Mostly this is minor but in the case of maize

it seems to amount to a difference of 2% million tonnes which is important
given that common levies or restitutions amount to £40 to £50 per tonne.
The gap is too large to be a recording problem and a probable

explanation is that imports of third country maize via Rotterdam or Antwerp
are counted by the final importer as extra-Community imports and by
Benelux as intra-Community exports. The second problem is restricted to
the levy based calculation and arises because the UK imports of butter,
cheese and sugar from other member states are valued at lower levies than
the corresponding exports and therefore do not cancel. The benefits
obtained from the UK market by EEC exporters of butter, cheese and sugar
is in part matched by losses by third country suppliers from the trade
diversion effect of the CAP — losses which lie outside the scope of the

present study. Y

Secondly, while the trade estimates valued at export restitutions do tend
to be lower than those valued using levies, the degree of divergence varies
considerably between countries, reflecting varying patterns of trade. The
appropriate point of comparison is before deduction of 'exporter - pays'
MCAs and ACAs. Here we see that the divergence is greater for countries
with important trade in pigmeat (Germany, Netherlands) and least for
councries with significant trade in beef (Ireiand). For the UK in 1978

the irade losses valued at restitutions actually exceed the levy valuaiions.

This reflects the fact that the special levies assumed on butter, cheese

and sugar were well below the restitutions for these products.
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* Finally it is worth pointing out that in 1978, UK exports of butter and

b¥ley were well above normal. Butter exports in particular, at 50,000
tonnes were certainly exceptional,possibly reflecting re-exports of
butter sent over in 1977 by EEC exporters who misjudged the UK market,
Similarly for barley, although, with new h;gh yielding varieties, the
. trend may be for more exports, it . is fmiﬁ;ir; %eye% of one million
sustained.

tonnes each year to the EEC alone will not be / . If exports to the EEC

were to return to more normal levels, then net trade costs for the UK

coulid be some £50m higher,




VI RESULTS AND CONCLUSIONS

.a) Agprepate Resource Flows

The estimated aggregate resource flows between member states
attributable to the CAP in 1977 and 1978 are summarised in tables
VI and VII. The first set of estimates, with trade effects measured
by import levies is in general slightly above the second set using
export restitutions but the broad conclusions are the same under both
methods, First, the CAP is shown to generate a sipnificant transfer
of resources from West Germany, the UK and Italy to Ireland, Denmark,
Netherlands and France with Belgium/Luxembourg in a broadly neutral
position. Second, although the budget costs alonejgghé;;ff;riﬁgfggg;

.ccrrectly the directions ¢f the flows involved, the true magnitude of

the resource flows is in fact much greater,

The net effect on the balance of payments per head of populaticn
is shown in table VIII together with, for comparison, agricultural
self-sufficiency ratios and national income per head. The ranking
of gainers and losers corresponds closely to the ranking of agricultural
self-sufficiency ratios. The coefficient of rank correlation between
the two is 0.952 in 1977 and 0.905 in 1978 using ithe levies-based
figures. The high correlations cannot be unexpected given that an
effect of the CAP, even if not an explicit aim, is to redistribute

income from consurers and taxpayers to agricultural producers.

Viewed against broader criteria, the resource flows show a less
coherent pattern. There is no identifiable correlation between the
ranking of resource flows and income per head. In some cases, the
resource flows are perverse in the sense of worsening present inequali-
ties. Italy and the UK, two of the lowest-income countries,

_ feature amongst the top three losers in

-




both years. Among the gainers are Denmark, which.has the highﬁst
.ncume per head in the EEC, and France and the Netherlands, in both

of which incomes are above the EEC average. On the other hand,

another high-income country, Germany, was the main loser from the

CAP in 1977, although the Germans fared less badly in 1978. - "
;

e At the other end of the scale, Ireland, the poorest

country in the Community, gains more from the CAP per head of popula-

tion than any other country.

Another indication of the importance of the resource flows to
each member state is given in table IX. The 'central' estimateg
(expressed here in European Units of Accounts) are roughly the mid-
points between the levy-based and restitution-based estimates and these
are compared with GDP at market prices in each country. For the major
economies, the resource effects rePreseﬁt around %% or less of GDP, but
for the Netherlands and Penmark. the effect is more substantial and for
Ireland the balance of payments gain represents 7-8% of GDP. But these
percentages represent only the direct effects. To the extent that
either the trade balance or a target value for the exchange rate is
an effective constraint on macroeconomic policy, then the full effect

on national income may be * greater than the direct effect.

(b) Comparisons with other Estimates

The extent of the intra-Community trade effects of the CAP has
been recognised and quantified by Godley et al (1977 and 1978),
Blancus (1978), Koester (1978), Attwood (1979) and Godley again in
CEPG (1979). It is not possible to make precise comparisons because
of the use of different reference periods, valuation methods and con-

cepts of cost or benefit, In particular, none of the studies so far




has fully integrated the trade effect estimates with the notional
budgetary transfers associated with the CAP. Nonetheless, the same

basic conclusions are common to several studies.

The estimates given by Koester and Blancus are not really com-
parable with those of the present study. Both relate to the early
1970s and to costs and benefits on total trade ie including levy
revenue and export subsidies on third-country trade as part of the
trade transfer rather than as part of the budgetary transfer. Other
budgetary contributions and receipts are not considered. Blancus
considers the whole range of agricultural commodities subject to the
CAP (including fruit and vegetables, fish, wine and tobacco) and
measures the gap F. - P, by the difference in average unit values
on intra-Community and third-country trade. Obviously, quality or
valuation differences distort his results and this together with his
vider commodity coverage may explain why his estimates are at variance
with Koester's. Whereas Blancus found the UK, Italy and Germany to
be substantial losers (mainly to the advantage of France and Nether-
lands) in each year from 19?0 to 1976, Koester found that Germany and
Italy in 1974 and the UK in 1975 were in fact net beneficiaries and
France was a net loser in both years, reflecting high prices for
cereals and sugar on world markets in those years. In 1973 however,
Koester's results show the same direction of resource flows as in

the present study.

Attwood's work is more readily comparable, but he deals only

with Ireland and apparently only considers gross receipts from FEOGA.
On this basis, he estimates Ireland to gain by £285m in 1977 and £575m
in 1978, the corresponding figures presented hers being about £400m
(from table VI) and £550m (from table V). The.differenca in 1977
stems mainly from differing assessments of the extent of the benefit

deriving from beef exports.




P Finally, CEPG (1979) is the only study to present a set of
.co'm'bined budget and trade estimates for all countries. Diffex-encés
are immediately apparent however. CEPG consider the total budget
position rather than those effects arising directly from the CAP

and the budget transfers included are those which would have taken
place in 1977 if contributions by the new member states had not been
limited by transitiﬁnal arrangements, Moreover,
in the calculation of the agricultural trade effects,there are dif-
ferences in the valuation of trade and differences in commodity coverage,
notably the exclusion of pigmeat, poultry meat and eggs by CEPG. There
also appears to be an element of double counting cince the net budget
receipts used include MCAs but, apparently, the trade effects have
been valued using the difference between “warld“ Prices and national
suppert prices. We have argued above that the gap between world
prices and common prices should be used (for all countries except UK
and Italy) when MCAs are included in the budgetary flows. Nonetheless,
the same basic story emerges from both the CEPG study and the estimates
presented here. The gainers and losers are the same (with the excep—
tion of Belgium whose budget receipts increase sharply with the
inclusion of non-agricultural expenditure) but the ranking of the
losers is different because of the use of 'unrestricted contributions!'

to the budget.

&) The Future Outlook

It is extremely difficult to make reliablc forecasts of the trade
costs and benefits arising from the CAP over the next few years.
These will depend on the size of import levies/export restitutions.
which in turn are a function of developments on world markets.
Forecasts by the EEC Commission are available for EEC budget éxpen-
diture up to 1982 (Commission 1979 a) and for member states' n?t
contributions and receipts from the EEC budget in 1979 and 1980.
(Commission 1979 e) . These suggest that FEOGA expenditure is on

e e T — — e . =
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a rising trend from 9 billion EUA in 1978 to 11.3 billion EUA in
1980 and possibly as high as 15.6 billion EUA by 1982 on pessimistic
assumptions. Added to this the UK as indicated in the introduction
Z"para 3_? will not be contributing fully to thé EEC budget until

1980. The combination of increasing expenditure and higher contrib-

utions leads us to expect that tEf total resource cost of the CAP to

Sadls lad

the UK could rise by between 1978 and 1980,

assuming trade costs remaiﬁ constant. The outlook to 1982 is for

even greater resource costs unless UK receipts from FEOGA expand at

a much faster rate than total expenditure. The sensitivity of forecasts
of resource flows to changes in receipts from FEOGA is highlighted by
the Ccmmissing forecast (Commission 1979 e) of net budget positions

in 1980 which shows Italy to be a substantial net recipient rather

than, as in 1978, a large net contributor. Whea—combined—withthe
1978_1talian trade eests—thetotal burden—on—Tttaly—falls by about
BHOGH.

It should be menti oned that for an individual member state, the balance of payoénis
consequences in the future will be determined by decisions on common prices (2nd Hhus
commuedty {rfbch-f-’*b.i!n "~ and expenditure on disposal schemes) and also by changes

in its own green rate. But the effect on the resource flows as calculated abeve
will not be the only factor which will guide a country in considering the

= . . : - e [ e
desiranbility of a change in common prices or a change in its green rate For

example,

(5) For a discussion of the economic effects of a devaluation of the
green pound see Dickinson and Wildgoose (1979),




der plausible assumptions about supply and demand elasticities
for foodstuffs and levels of self-sufficiency, the/4834e effects
arising from a price increase could prove to be beneficial since
reductions in import volume will outweigh the effect of higher
prices for importers and both volume and price effects will work
positively for exporters. In the case of a common price increase,
the benefit may be offset by increased budgetary contributions but
- for a green rate devaluation, the overall effect may be
positive, In considering a change in the real level of agricultural
support, the domestic efficiency losses (which may show up in the non-
food trade balance) would also be relevant ° The resource effects
calculated in this paper are additional to any internal efficiency
costs but it is the sum of all the economic impiications that is

relevant when decisions are taken on green rates and common prices.

(d) Summary

Almost without exception, agricultural support policies involve
some redistribution of resources in favour of agricultural producers,
An 'intervention' policy involves transfers from both taxpayers (to
finance the disposal of surplus produce) and consumers (through higher
food prices). An international 'intervention' policy such as the CAP
causes a proportion of these transfers to be made across the exchanges
from food importers to food exporters either in the form of net fiows
of expenditu}e through the Community budget or as preferential prices

paid and received on intra-Community trade.

In this paper assessments of these resource flows have been
presented for each EEC Member State in 1977 and 1978. The detailed

methodology and estimation have been outlined and although nnf all

estimation problems have been resolved, the assessments provide a




broad
.reasonably reliable indication of the/magnitude of the resource

transfers generated by the CAP. The main beneficiaries relative
to the size of their economies were shown to be Ireland and Denmark,
mainly at the expense of Germany, Italy and the UK. As well as
presenting estimates, the purpose of this paper is to stimulate
further discussion and study of the issues, including possible

economic implications over the next few years.
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FEOGA Exnondituroe b
’ FEOGA Expenditure by

Cereals - Total

of which: Refunds (3)

Rice

Milk & Milk Products - Total

of which: Refunds
storage & Special
Disposal of Butter

:Dilﬂ & Fats - Total
of which: Producer aids

Sugar - Total
of which: Refunds

Beef & Yeal - Total

of which: Refunds
Public and Private
atorage

Pigmeat - Total
of which: Refunds

Eggs & Poultry - Total all Refunds

Fruit & Vegetables - Total

of which: Refunds
Wine
Tobacco

Fish

Miscellancous

Accession Compensatory Amounts

Monetary Compensatory Amounts

binarantee Section

Cuidance Section 173 18¢ 204 292

[CTAL FEOGA 1122

lijrgourcc: Commiseion (1979d). OCuarantee {ipures are based on expenditure declared
Member Satea.

Guidance ligures are paymenis made in each ¥Year in respect of individual projects

and common and special measures

Prior to 1978, the Community budpel was eounted in budpetary units of account baswd

on national exchange rates deelarce to the 1M he T8 budget wae accounted in

European Units of Account Mis) The in this table are all expressed 1n

EUAs to make them compara

(3) The term 'Refunds' covero




! 1 | |

of which: Refunds (3) [ 3350 | 403 266 832

Rice 1 3% 18 1 18

Milk & Milk Products - Total 1258 | 1194 2278 2924 4015

of which: Refunds 362 1 331 T66 117 1565

Storage & Special
Disposal of Butter 259 190 246 356 619

Oils & Fats - Total 120 188 247 268 325

of which: Producer aids 119 189 23y 267 275

Sugar - Total 106 271 224 598 878

of which: Refunds 98 i 28 62 409 640

Beef & Yeal - Total tee 923 616 LG8 629

of which: Refunds 5l 146 144 132 145

Public and Private
Storage 251 Lo7 2ha 290 4135

Pigmeat - Total 70 87 29 37 45

of which: Refunds 60 | 1 25 29 52

Eggs B Poultry - Total all Refunds 18 +] ' 15 26 28 I

Fruit & Vegetables - Total 58 73 185 178 101

of which: Refunds 15 29 Lty &1 L8

Wine 41 141 134 90 6%

Tobacco 166 200 | 185 205 216

— ‘ |

Fish 1 1 10 ! 11 9 "|__;

1

Miscellaneous | 50 83 ] 3 19% 300

|
|
Accession Compensatory Amounts l b L5 Loz 201 27
Honetary Compensatory Amounts [ 154 336 438 989 880
| [
iuarantee Scction E 4095 | Ls2e I 5587 6830 BE73
| |
1 |
iuidance Section 173 | 185 209 292 324
POTAL FEOGA 1268 | 4 |35
- i TRGROATRRN [ 7122 8997
|
e — — : == : S
(1) Source: Commission (1979d). OCuarantee fipgures are bascd on expenditure declared by
Fember Satcs.
Guidance figures are payments made in each year in regspect of individual projects
and common and special measures.

{2) Prior to 1978, the Communit; was ascounted in budpetary units of account basad
on natismnal exchanpe rates d &l to the 1MV, The 1978 budpet was accountied in
Buropean Units of Account (1A The fipures given in this table are all expresced 1k

i

EUAs to make them co

(3) The term 'Refunds' covers subnidics

peid on sales to world marketis.
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TABLE II
TRAISACTIONS OF MEMBER STATES WITH FEOGA IN 1977

Units Belgium/ : Netherlands UK
Luxembourg

Total Receipts from FEOGA

= (Quarantee mao.ﬁaun; m ua
(udgetary)

= Guidance manﬁoﬂfu

« Total "

- exchange rate EUA budgetary ua
TOTAL J m EUA

- nmnnn*nm_mpm received on ACP
sugar

Gross Contributions to FEOGA

= percentage mmwﬁwwwﬁwos rates to
EEC Budget

% 2.6 35.6 20.0 10.3

0.4
- notional gross contributions t0¢ m EUA 185.2 2535.8 1424.6 28.5 T33.T
FEOGA
Net receipt (+) from or conmtribution ;
(=) to FEOGA m EUA -18 +514 =117 +192 +355 =113
Em -12 +334 =469 +126 +234 = T4

1) Commission (1978)
W HCAs on ACP suger imports are paid over to the exporte
Taken from MAFF (1978) and converted at exchange rate be

r and not retained by the UK. Source: IBAP (1979)
?anaunm_.rmhmwpm.no.nwﬂ.ﬁw.
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TABLE III
TRANSACTIONS OF MEMBER STATES WITH FEOGA IN 1978

+ Belgium/ Germany  France Italy Netherlands

Joiks Luxembourg

.

Totel Receipts from FEOGA

- Guarantee mmnwwonﬂdu i 625.7 1739.4
- Cuidance munﬂnoﬂndu 171 60.5

]

TOTAL | e 642.8 1799.9

= deduct MCAs received on

ACP suger(2)

Crose Contributions +o FEOGA

= percentage contribution
rates to EEC Budget

= notional gross contributions
to FEOGA m EUA

Net Receipt (+) from or
Contribution (=) to FEOGA

(1) Commission (1979 4)

(2) MCAs on ACP sugar imports are paid over to the exporter and not retained by the UK. Source: IBAP (1979)




TABLE 1Y
ESTINATED TRADE TRANSFERS 1977

b : £million

— T

m .
Belglun/ ' Dennass : d It lands
Luxexbourg unuenwhnmﬁswswﬂdmanm .Hﬂmwms Hﬂpwﬁﬂﬁraumu :ﬂ

- =
(]

Egtimeted Traode ._.u.ﬁuwuu.uﬂ.:

Benefit of Higher Export prices (e] import levies 536
b) export restitutions 425
Cost of Higher Import prices . (a) import levies 758
(b) export restitutioms 533

Adjustments to put export benefit on exporter pays basis

Add KCA charges levied on UK exporis (@)
Subract hnbﬂﬁuu 10 32 18 318
Subract Haﬁouﬁmwm.znpm paid in exporting member

(4)

Adjusted Trade Trensfers (exporter pays basis)

states 32 148 115 128 130

Benefits of Higher Export prices (a) import levies 364 223 " 403 221 45 °  Bos 121
(b) export restitutions 261 i54. -« 2g2 168 a7 565 109
Cost of Higher Import prices (a) import levies 376 14 758 53 533 263 280
(b) export restitutions = 202 10 . 539 42 355 204 251

h;ummwaﬁawﬂmmummuﬂow»mnun.HﬁnHunmH:vcu"mqﬂuﬂnﬂm&5&uwouphsm& Hnduknnmﬁuw:ﬂmn.“.oﬁWnH&wmnmﬁmhgamm&noﬁuuu levy/
restitution,
Source IBAP (1979) :
Source Commission (1978)conver ted into EUAs at rate implied for MCAs.
Source Commission (1979b)




TABLE ¥V
ESTIMATED TRADE TRANSFERS 1978

fmillion

L

Belgium/ . N
Luxembourg Denmark 'fiermany France Ireland Itely !Netherlands UK

Benefits of Higher Export Prices ww import levies
b) export restitutions

Cost of higher import prices ° (2) import levies
(b) export restitutions

tments to put expo o xporter peyshasis

Add HMCA charges levied on UK E_ﬂounmﬁmu
Subiract Importers' MCAs paidin exporting member

states

Adjusted Trade Transfers (exporter pays heais)

Benefit of Higher Export prices (a) import levies 408 287 . 458 997 238 54 926 273
(b) export restitutions 287 222 366 Bo1 211 45 653 283

Cost of higher import prices Mww import levies 452 12 8g2 422 ) 54 642 321 83
. (b) export restitutions = 382 g - 648 321 48 487 | 266 428

UK imports and exports and Italian imports velued at naticnalnet levy/restitutions: gll other trade valued at common levy/
restitution.

Source: IBAP (1979)

Source: Commission (1979%)




TAELE VI

EFFECT OF THE CAP ON THE BALANCE OF PAYMENTS OF MEMEBER STATES 1977

£million

Belgium/
Luxembourg

Denmari

- q

Germany France

Ireland Italy

Netherlands 1K

Gross Contribution to FEOGA _ 368

GCross Receipts from FEOGA 356

Net Receipt (+) from ercontribution (=) to FECGA - 12

Benefit of Higher Export prices
es measured by (a) import levies
(b) export restitutions

Cost of Higher Import prices
as measured by (a) import levies
{b) export restitutions

Yet Effect on trade account
(a) et import levies

{(t) at export restitutions

Net Effect on balance of payments
(a) at impert levies

(b) at export restitutions

120
454
+ 334

1657 931
1188 1057
- 469 + 128

819
582

356
264

463
318

589

18 480
252 406
234 = T4

45
37

512
T67
+ 285

568

98
- 470




TABLE VIT
EfTECT OF THE CAP CN THE BALANCE OF PAYMENTS OF MEMBER STATES 1978

Belgium/

Luxembours Denmark  Germany

fmillion

France Ireland Italy ' Netherlands K

Crose Contribution to FEOQGA : 94 137 1858

Cross Receipts from FECGA 427 545 1736
Net Receipt (+) from a contribution (=) to FEOGA + 33 + 408 122

Benefit of Higher Export prices
as measured by (&) import levies / 408 287 458

(b) export restitutions 287 366

Cost of Higher import prices
as measured by (a) import levies 462 892
(v) export restitutions 382 648

Net Effect on trade account
(a) at import levies
(b) et export restitutions

Net Effect on balance of payments
(a) et import levies

(b) at export restitutions

1153 15 860 £15
1194 w 856
+ 41 + 241

926
653

+ 605
+ 387

+ 346
+ 628




TABLE VIII

(£) Agricultural Self- Income per rmunﬂmu
Net Effect on Balance of Payments per head mcmeanzqqﬁmUAAV (EEC Average = 100)
1977 1978 1976 1977
Import Export Import” Export At Market At Purchasing
Levies Restitutions Levies Restitulions Exchange Rates Power Parities

Ireland + 126 + 113 165 159 54 68
Denmarik + 107 + 94 134 121 123
Netherlands G TRT e g 61 - 46 _ 110
France + 11 + 12 10 ; , 113
Belgium/Luxembourg - 2 2 6 114
Italy - 10 16 14 13
UK - i 14 15 91

Cermany - 13 9 T

2) Source: Commission (1979¢)

Méw Source: MAFF (1978)




Mwwwwhnw of Payments Effect 1)
Central Estimate GIP (Market Prices) Balance of Payments
wilion EUA billion EUA Effects as percentage of GDP

1977 1978 1977 1978 1977 1978

mmu.mﬁ_..;?iifﬁm -50 -50 71.9 78.3 ~0.1 0.1
Der.mark . +£20 40.3 2.8 +2.2
Germany 452.%  497.9 0.2
France 333.6  366.3 +0.2
Ireland 8.2 9.k
Italy 171.8°  185.2
Netherlands 95.2 101.2

UK . 950 : 214.1  241.0

oecd (1339)




APFENDIX I

AVERAGE IMPORT LEVIES AND EXPORT RESTITUTIONS 1977

(1) (1) UK Net Export

Refund

Italian Ne
Export Re

Common
Restitution

Common Levy Italian Net Levy’

Common Wheat 69 44 12 52 27
Durum Wheat - 85 -
Barley 49 44 14 : 34

Maize 53 - - 33

Rice &0 . 20 49

Sugar . . 47

Butter

Cheese

Pigmeat

Poultrymeat
. Beef — full rate

-~ reduced rate’
Eggs
Bacon = full rate

- reduced rate

(1) Converted from units of account at the market rate between sterling and the
unit of account: 1.285 ua/f in 1977. :




IH
AFPENDIX II

AVERAGE IMPORT LEVIES AND EXPORT RESTITUTIONS 1978

h&auﬂum

UK Net Export
Refund

Italian Net

; (1) "
Common UK Net Levy Export Refun

Restitution

Italian NHet Levy

Common Wheat 51 i 28 50
Iurum Wheat - = T3
Barley . 23 : 29 50
laize - - 46
Rice 30 T 46
Sugar . 78
Butter
Cheese | 813
Figmeat : 207
Foultrymeat
Beef - full rate

= reduced rate
Eggs
Bacon = full raie

= reduced rate

AHV Converted from units of sccount at ihe market rate beiween sterling and the unit of
account: 1.246 ua/€ in 1978. 5

(2) No New Zealand cheese was imported in 1978 iherefore no special levy was set.
The figure ehown ascumes that the relationship between butter and cheese levies in
1977 would have been maintained in 1978.




APPENDIX IIT
INTRA-COMMUNITY TRADE 197701

West
Germany France
Im— o Im— Ex—
ports ports ports ports

mmpmwﬁa\ :
Luxembourg Denmark
Im— Eoxx— Im— Ex—
ports ports ‘ports ports

Ireland
Im— Ex—
ports ports

taly = Netherlands
Im=— L= Im= Eox—
porte ports ports ports

Common kheat
Durum Wheat
Barley

Maize

597

53
919
233

331
17
595
1020

16

)

17

193

424
1

1095
205
1422
366

594

26
216
483

71 4679
17 243

2160
86 1547

150
2
57

19 1594 13
2 95
478
51

824

13
385
488

627
37
232
2156

125 =3 8 - 5 83 58 4 47 7
Sugar 108 155 39 238 275 455 124 173
Butter B8 BT 70 23 114 45 54 a8 147
Cheese 63 11 64 184 102 132 19 256
Pigmeat 40 99 91 44 37 44, 542
Poulirymeat 34 23 20 231 5 3z - 17 220
Beer() 60 44 144 213 204 73 164
Eggs T -k 1 248 13 18 19 182
. 254 - - - 1 26

Rice

Bacon = -

UK figures are taken from EMSO (1978) and relate to calendar years. Data for other member

states comes from SOEC (1978).

(2) UK trade effects were in fact calculated on a slightly broader commedity coverage including lard,
slkimméd milk powder, and other cereals.

Notes (1)

(3) Live and carcase in carcase weight eguivalent.




10 DOWNING STREET

From the Private Secretary
S1IR JOHN HUNT

CABINET OFFICE

SUPPORT FOR BRITISH AGRICULTURE
The Prime Minister was grateful for your minute of 5 October.

She agrees to your proposals for interdepartmental
review, except that she would like the Department of Employment
to be represented on the Group - along with the Treasury, MAFF,
FCO and the Department of Trade. She is happy for the Group to b
chaired by Sir Kenneth Berrill.

The Prime Minister however concerned about the timetable

=2 F

which you have set,. She believes that the study cannot be done
guickly as you have suggested if it is to be done properly. She
would much prefer to have a really thorough paper for Cabinet to
consider even if this means putting off consideration of

Mr. Walker's paper. She has noted your poinl about discussions
with Schmidt, but again she would prefer not to have the review

rushed simply in order to meet this deadline,
o

TP IANKESTER

8 October 1979
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. RECORD OF A DISCUSSION IN PLENARY SESSION BETWEEN THE PRIME MINISTER
AND SIGNOR COSSIGA, THE PRESIDENT OF THE ITALIAN COUNCIL OF MINISTERS,
AT THE PALAZZO CHIGI AT 1120 ON FRIDAY 5 OCTOBER 1979

Present'

Prime Minister Signor Cossiga

Foreign and Commonwealth Secretary Signor Malfatti

HE 81y Ronald Arculas Minister of Foreign Affairs

R CE SR Minister of the Treasury

Mr. M. Butler Ambassador Malfatti
Mr. M. Franklin Secretary-General, Ministry of
Mr. C.A. Whitmore Foreign Alfairs

Mr. H. James

Mr. dJ. Adams Minister Ruggiero
Mr. M.O'D.B. Alexander Head of Private Office, Minister
Mr. G.G.H. Walden of Forelgn Affalrs

Signor Pandolfi

Ambassador Ducci
Italian Ambassador in London

Minister Alessi
Assistant Under Secretary
supervising EEC matters

Counsellor Squillante
Signor Cossiga's Private Office

Minister Berlinguer
Diplomatic Adviser

Signor Zanda
Press Attache

Signor Santini
Economic Adviser

Bilateral Talks

i e M b A
Having outlined the agenda and referred to his tete-a-tete
with the Prime Minister the previous evening, Signor Cossipa said

that he hoped it would be possible to institutionalise talks

between the Italian and British Governments at Head of Government
level, The Italian Government already had talks on a regular

basis with other members of the Community. It would be appropriate
for the talks to take place twice a year. The Prime Minister said

that bilateral talks were often more productive than summit meetings.
She agreed that the bilateral talks at Head of Government level
should be institutionalised on the basis proposed by Signor Cossiga.

/(The Prime Minister
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. (The Prime Minister said initially that the talks should be held
on an annual basis. But in the subsequent discussion she agreed
that the talks should be held bi-annually.) She looked forward
to seeing Signor Cossiga in London next year.

EEC

Signor Cossiga said that while there might be some differences

in the short-term objectives of the two Governments, their long
term interests in the EEC were identical. It should be possible
to develop a. line of common action. The basis of this would

be that the Community could not count on a full contribution

from Italy and the United Kingdom if they were not getting
satisfaction from the partnership. The Prime Minister said

that she was absolutely committed to making Europe function as

effectively as possible, However, the grievances of individual

members would have to be resolved if it were to work as well as
it could.

The Community Budget

Signor Malfatti said that the Italian Government were very

critical of the reference document produced by the Commission in
response to the directive from the European Council at Strasbourg.
The document failed to stress the deterioration in the balance of
trade between Italy and the rest of the Community. As compared
with 1978, the balance of trade had moved against Italy to the
tune of 1,000 MUA, The erosion of the external tariff was also
causing major difficulties for the Italian Government. It had a
particularly damaging impact on the poorer section of the population.
As regards the figures on the budget, the Italian Government did
not accept the Commission's forecast. They expected that their
net balance would be no more than 150-200 MUA, i.e. much less than
the Commission had anticipated.

In explanation of this point, Signor Ruggiero said that the
Commission had shown the MCAs as benefitting Italy. The Italians
did not accept this. Moreover, the Commission's calculation was

based on a pavments forecast that was quite unrealistic. In
addition, the Commission had failed to produce solutions to the
problems created for Italy by the in1dequacies of the present

CC YKDE{{ h‘"l.L Jregional




. regional policy; by the CAP; and by the erosion of the external

tariff against the import of Mediterranean produce from non-members
of the Community. Signor Malfatti said that the Italian

Government would await the production of a further document by
the Commission before they would be prepared to refine their
demands any further. They were looking for a general shift
in the balance of CAP expenditure. They wanted action on a

number of headings:

(a) the operation of the guarantee section of the FEOGA fund
should be changed so that the impact on the Italian balance
of payments of the import of agricultural products,

e.g. beef, from other members of the Community, was

reduced;

the present discrimination against Mediterranean products
within the CAP removed,;

the present wasteful surpluses in the CAP, particularly
dairy products, reduced, perhaps through the use ol
co-responsibility levies;

aid given to improve the marketing of Mediterranean
products within the Community; and

an assurance that if trade concessions had to be made to
non-Community producers of Mediterranean products, the
European producers, notably Italy, should be compensated.

More generally, Signor Malfatti said that they wanted to see
the relationship within FEOGA between the guidance and guarantee
sections changed; and to see the relationship between the CAP
and other elerents in the budget changed. At present 72% of
the budget was taken up by the guarantee fund; 12% by structural,
regional and social policies; and only 2% by energy, industry
and transport. The Italians would like agreement to be reached
in Dublin on a three-year programme by the end of which, e.z., 25% of
the budget would be being spent on structural policies. There
should be specific structural mechanisms to meet the particular
situations of member countries.

(: q‘T'!*tI B N | /The Prime Minister
i}hi‘. I; L"-
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The Prime Minister sald that as she understood it there were
three principal Italian complaints. These were that:

fa) too much of the total Community budget was spent on
agriculture as opposed to regional, structural and other
policies. The British Government agreed on this but
considered that the total size of the budget should not
go over the 1% VAT ceiling. Any changes in budgetary
allocations would have to take place beneath that ceiling:

within the CAP, the balance of expenditure should be
changed. Less should be spent on surpluses and more on

dealing with otheragricultural problems; and

Italy was having to bear too much of the cost of concessions
made in the negotiation of trade agreements from which the
EEC as a whole was the beneficiary.

Signor Cossiga said that the Prime Minister's summary was accurate.
The Prime Minister repeated that the British Government had much
sympathy with the Italian Government's complaints. They agreed

that less should be spent on surpluses and more on aid to the
regions. They accepted that this meant the re-structuring of
the CAP. But it was essential that these changes should take
place within the 1% VAT ceiling. They would like to see a
start made with the reform of the CAP but considered that this
would take time to bring to fruition. Signor Malfatti said

that while the Italian Government wanted a re-allocation of
expenditure, they were less concerned about the total size
of the budget. The Prime Minister said that if Governments
showed flexibility on the ceiling, the CAP would never be

re-structured. The celling gave those who favoured reform a
lever which had to be used.

Signor Pandolfi said that the broad objective of the Italian

and British Govermnments seemed to him to be similar, Basically
both Governments were asking that the requirements of convergence
should be given a higher priority in EEC policies, However,

in the short term there was a possible conflict in the positions

of the Italian and British Governments. The British Government

fhad a

ﬁﬂ.!f‘i"\ ['r ITE R
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. had a specific short-term problem, viz that their contributions
and receipts were grossly out of balance. The Italian Government
understood the necessity for the British Government to secure
change in this situation. The Italian Governemnt were less
concerned about the budget. Even if the Commission figures
were wrong, the Italian position had improved substantially.
Their concerns were more general, viz the disproportion between
the CAP and the rest of the budget and the imbalance between the
guidance and guarantee sections of FEOGA, Given this difference
of interest, the Italian and British Governments needed to work
out guidelines for common action in ECOFIN and elsewhere. The
Italian Government were ready to support the UK but in doing so
they would rely on the UK to support them.

Signor Pandolfi said that he had talked to the Germans in
Belgrade about these problems. He sensed a disposition on the
part of the Germans to be helpful on both the British and Italian
requests. But there would be limits on German helpfulness.

They were not prepared to go through the 1% VAT ceiling.

Signor Pandolfi said that he personally agreed that in present
circumstances that ceiling should be maintained. There was

in any case a 13% margin in hand. (Signor Pandolfi noted the
potential complications of enlargement in this context.)

The Germans, secondly, would not be prepared to accept either

the British or the Italian position in full. They would propose
gradual implementation of any sclution in either area.

The Prime Minister said that the British Government were

suffering from the operation of the budget in two ways.

Britain was contributing more than their GNP share and receiving
less. The third poorest member of the Community was the largest
contributor. The Prime Minister said that much as she would like
to play Lady Bountiful to the Community she couid not afford it
at a time when the British Government was having to cut back

its expenditure on health, education, local government and
numerous other areas of great electoral sensitivity. The
present situation was grossly unjust. Failing a move on the
budget, there would be a serious and hostile reaction in the
United Kingdom. The British Government were not asking that

/they should
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@ ey should be net beneficiaries from the budget. They did not

want money from their partners. They sought instead a broad
and reasonable balance. The Community should not underestimate
the determination of the British Government.

As regards the longer term, the Prime Minister said that it
was of course ridiculous to create and support agricultural
surpluses, The CAP would have to be changed. The Italian
Government would encounter no difficulties with HMG in its
efforts to secure such a change. But perhaps some of the
other members would see more difficulties. Perhaps it would
suffice for the European Council to declare its intention

to seek reform in the CAP. Signor Cossiga questioned the use

of the word "intention". The Italian Government would need a
commitment, not a statement of intention, The Prime Minister

said that the problems identified by the Italian Government were
even more complicated than that faced by the British Government.
Perhaps the Dublin Council should aim to define the Italian
difficulties more clearly: to declare its intention to deal

with them; and to commission papers for the following Council.

The British Government would support such a programme very strongly.
It seemed doubtful whether the Italian Government could get all

they were seeking at the Dublin meeting. Signor Pandolfi said

said that the Prime Minister's remarks suggested there was some
difference of position between the two governments. The

Foreign and Commonwealth Secretary said that the British Government

sympathised with and would support the general approach put forward
by the Italians. They had no wish to ignore the difficulties
faced by the Italian Government. However, we needed more details
of what the Italians had in mind. It might be that the

difficul t ies of securing movement would not be as great as

appeared. The Prime Minister agreed with the Foreign and

Commonwealth Secretary's remarks and asked whether the Italians
had worked out their ideas in detail and whether a paper could
be made available so that it could be discussed in further
bilaterals at official level and with other Governments.

Signor Pandolfi said that the Italian Government would be

putting specific proposals to the Commission in the following week.

cnh &..J...I‘T!'ﬁ !,
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. The proposal would seek action under three headings:

(a) that a decision should be taken to reduce gradually but in
a definite period (3-5 years) on a year-by-year basis the
percentage of the total expenditure of the budget devoted
to the CAP. The reduction might be of the order of one
or two percentage points per year;

that the same process should take place within FEOGA, re-
directing expenditure from the guarantee toc the guidance
fund; and

that action be taken to diminish the cost to Italy of the
import of agricultural products from other members of the
Community and to encourage the increased production of
some agricultural products, particularly meat, in Italy.

The Prime Minister asked whether Italy would be seeking fixed

percentages and timescales in Dublin. Signor Pandolfi said that

if precise decisions were not taken in Dublin there would be
further delay. It was essential that the Italian and British
Governments should not be divided. Both the Prime Minister and

the Foreign and Commonwealth Secretary said that it would be

easier to get a decision in principle than a decision with
figures. Signor Pandolfi said that figures were essential,

although he was not dogmatic about what those figures should be.
The Prime Minister said that it was essential to have the details

of the Italian proposals as soon as possible. The British
Government would look at them carefully and sympathetically
with the intention of being constructive. The interests of
the two Governments were the same. British representatives in
forthcoming bilaterals would say that they were studying the
Italian proposals sympathetically. The Prime Minister hoped
that Italian representatives would say the same about their
approach to the British problem.

Signor Cossiga said that Italv's experience had been that

the decisions at Strasbourg had not been translated into a paper
satisfactory to his Government. The Italians did not want to
find themselves after Dublin in the same position as they were

now after Strasbourg. 1t was essential that the problem should

COMEINCUTIAY
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be quantified. General political indieations would not
suffice. Signor Pandolfi said that Monsieur Ortoli would be in

Rome the following week and would be given precise details of

the Italian proposal. (Offiecials in subsequent discussions
cast some doubt on whether the Italians would in fact hand a
paper to the Commissioner.) It was agreed that the discussion
would be continued at the forthcoming meeting between Signor
Malfatti and the Foreign and Commonwealth Secretary and that in
the interim talks at official level would continue.

JEuropean Monetary System .
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Ref. AD373

PRIME MINISTER

Support for British Agriculture

In your summing up of the discussion at Cabinet on Thursday on the
Minister of Agriculture's proposal for an increase in liquid milk prices
(cc(79) 16th Conclusions, minute 3) you said that there was a need for an
interdepartmental review in which the question of milk prices would be looked
at in the broader context of support for British agriculture generally and against
the background of the CAP. This is very much what Sir Kenneth Berrill
suggested in his minute to Mr, Lankester of 3rd October.

2. There is obviously urgency in all this. Mr. Walker is anxious to be able
to tell the farming community as soon as possible what is likely to happen to the
price of milk: and weé know that Mr., Walker and the Chief Secretary are at
loggerheads over agricultural support in the years to 1983-84. But more than
this, you are likely to discuss the future of the CAP with e. g. Helmut Schmidt
on 3lst October and you will need to be clear about the implications of our current
decisions on British agriculture in relation to our stance on the CAP,

3. We have therefore to work fast. This suggests that the interdepartmental
group should consist of a small inner core of main Departments who would call
in other Departments as necessary, rather than one large group covering the
whole, 1 think the core of the group should be the Treasury, MAFF, FCO and

Comel Cpgih o mtr it
Trade (for the cunsumer_f._%'ﬁ{er Departments (Scotland, Wales, Northern
Ireland, Industry and Emplasssmant) would be brought in as necessary. Iam
sure that the chairmanship of this group should be in the hands of the Cabinet
Office and that Sir Kenneth Berrill would be the best person. The only
alternative is the Treasury and, given the fierce constraints on public expenditure,

they would hardly be regarded as neutral.
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4. Finally, there is the question of the paper which Mr. Walker is himself
preparing for Cabinet. I get the impression that this paper, which he is writing
himself, is a very political one and would not form a suitable basis on which to
conduct this review by officials. I think the right course is to let Mr. Walker's
paper go ahead independently and to put it on the agenda of the Cabinet later this
month when at least an interim report from the official group is available.

By If you agree with these proposals, which are consistent with the Cabinet's

conclusions, I will set the operation in train forthwith,

T
(John Hf{n/}

5th October, 1979




The Chancellor said that, in relation to the CAP,

the UK should try to ensure that in future Apricultural
Ministers were to be accompanied at crucial Agricultural
Council meetings either by Finance Ministers or by

Treasury officials. At present, Agricultural Ministers

had it too much their own way, without considering the

implications of their proposals for the non-agricultural

community,
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l. I read with very great interest your note of the Prime Minister's ﬂ.

To: MEB LANKESTER
From: SIR KENNETH BERRILL

meeting last Monday with the Minister of Agriculture. If Il may say 3,!-:-

80, I think the points which the Prime Minister made and which you
list in paragraph 4 are all very well taken. I note that it was left that
Mr Walker would put in a position paper on British agriculture to the

l—'-w-‘_l-

Prime Minister,.

2. The problem with such a paper coming from MAFF is that I fear
that it will be a very partial analysis in that it will present the picture
very much from the point of view of the United Kingdom producer. The
only way around this would be to have an interdepartmental lock at the
whole problem under either Treasury or Cabinet Office chairmanship so

that a more balanced presentation can be achieved,

3. The CPRS had a go at doing this on its own over five years ago in the
————
early part of 1974, It proved a difficult task even though we had in our
—
team at that time a couple of people who were particularly useful in this
area. By contrast we unfortunately lost a week or two ago our
economist who came to us from MAFF and who has now gone on to the

IMF /IBRD desk in Washington.

4. To repeat, when the Prime Minister received a paper from Mr Walker
she would need detailed independent briefing to be able to evaluate it. I

do not think the CPRS could offer to do this in the time available and I
suggest that consideration should be given to a rapid interdepartmental

study.

l
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5. It is not clear from your note whether Mr Walker had withdrawn
his suggestion for an increase in the price of milk pending consideration
of his paper on the position of British farming generally, but I would

hope that that is indeed the case.

6. There is no tearing hurry for this decision and we could give

ourselves a month or even two to work on the facts.

7. Iam sending a copy of this minute to Sir John Hunt.

1 October 1979
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Treasury Chambers, Parliament Street, SWIP 3AG

2 October 1979

MO de B Alexander
Private Secretary
10 Downing Street
LONDON
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NON BUDGETARY TRANSFERS UNDER CAP

I understand that at this morning's meeting the Prime Minister asked
why the non-budgetary transfers made under the CAP by the UK were

so much lower than thos made by Italy. The Financial Secretary
explained the reasons in general terms but thought that further
details might be helpful.

The most recent year for which estimates are arailable is 1978.

These show an adverse non-budgetary transfer of £110 million for the
UK and £588 million for Italy. There are two main reasons why the
UK's adverse resource costs were much smaller than the Italians.
Firstly, UK import prices under the CAP were lower than Italian
import prices. This is because although both the UK and Italy
operated their green currencies in a way which held their import
prices below the common EEC price, the UK did so to a greater extent
than Italy. Secondly, in the main temperate agricultural commodities
on which the calculation is based, the UK was a smaller importer

from and a bigger exporter to the rest of the Community than was
Italy. This partly reflects differences in UK and Italian agricultural
production and partly a greater propensity for UK import to be drawn
from third countries. Imports from third countries do not show

up in the analysis of non-budgetary transfers because they give

rise to levies which form part of budgetary transfers.

The resource costs suffered by the UK as a result of EEC membership
could be inflated by attributing the benefit of MCA's on imports

to the importing countries: on this basis our non-budgetary resource
costs for 1978 amount to £586 million., However, this attribution
of MCA's leads to an equivalent reduction in our net budgetary
contribution to the EEC. 5o long as the discussions were based
solely on budgetary transfers we have argued against this treatment
aof HCﬁb because by refusing to regard them as budgetary benefits to




us we kept the budgetary transfer figure as close as possible to
the total of the budgetary and non budgetary figureft The
Financial Secretary has asked me to point out, if it needs any
emphasis, that it is clearly in our interest to present the figures
in the way that maximises the UK's net budgetary contribution.

I regret that no later figure of resource costs is available.

Given the considerable reduction in MCA's because of green pound
devaluations and the strengthening of sterling, the current
non-budgetary element in the UK's total resource costs is likely

to be bigger.

Towa BeR AR
Ry
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Private Secretary







10 DOWNING STREET

From the Private Secretary 1 October 1979

Your Minister called on the Prime Minister at 1430
hours today to discuss the state of British agriculture.
They were later joined by Mr. Buchanan Smith to discuss
fisheries probler will be writing to you separately
about that.

* ¥

Mr. Walker said that he was extremely concerned about
the general state of the agricultural industry, and he wan-
ted to be sur that the Prime Min ter fully appreciated

the seriousness of the position. The Conservative Party had
severely criticised Labour during the Election campaign

for having undermined the industry - by allowing investment
and profitability to decline. In spite of the two Green
Pound devaluations this year, and the increase in farm
prices, farmers were now faced with the prospect of lower
incomes than at any time since 1973, The index of farm
incomes was forecast to be down to 76 for 1979, compared with
90 in 1978 and 105 in 1977 - and higher still in the preced-
ing years. As a consequence, bank borrowings by agriculture
had risen wvery considerably; and unless steps were taken

to improve the position, there was likely to be a substan-
tial downturn in investment and cutback in production. 'The
political reaction of the farmi: community, which had been
led to believe that the Government would bring about an
improvement in its position, would be immense. The reason
for the deteriorating position was that costs had risen by
more than twice the amount that could be attributed to the
Green Pouid devaluations and the price increases,

Xr. Welker went on to say that other Governments in the
E.E.C. were increasing their budgetary support for agricul-
ture. This was particularly the case with the French. By
contrast, it was being proposed by the Treasury that MAFF's
budget should be cut - for example, with a reduction in
capital grants and hill farm subsidies. If the policy of
cutting back U.K. agricultural support were pursued, while
other countries' support measures increased, this would almost
certainly lead to less production in the UK and larger imports
from Europe.

/ The Prime Minister




The Prime Minister noted what Mr. Walker had said. But
she expressed serious doubts about his analysis. In the first
place, she questioned the realism of the MAFF forecast for
farmers' incomes in the current year - especially given that
the harvest was likely to be at least as good as the previous
year's. Secondly, she pointed out that, whereas the Conservative
Manifesto had indicated that the Government would "devalue the
Green Pound within the normal lifetime of a Parliament to a
point which would enable our producers to compete on level
terms with those in the rest of the Community", the Government
had in fact achieved this within months of the Election. It
could not therefore be said that the Government were neglecting
the farmers' interests. Thirdly, she could not accept that
prices should be increased for products which were in surplus,
Thus, she would find it very hard to go along with Mr. Walker's
proposal to increase the price of milk at a time when a very
substantial part of the UK's milk production was going into
intervention. Fourthly, she could not accept the argument
that, because other countries were inereasing their apricultural
subsidies, the UK should do the same. Efforts should be made
through the Commission to put a halt to the escalation of
such subsidies rather than try to match them. Morecver, the
argument that MAFF expenditure should be increased ignored the
overall budgetary constraints within which the Chancellor was
operating. Fifthly, she did not feel that Mr. Walker was
giving sufficient weight to the interests of consumers. A major
priority for the Government must be to get the rate of'inflation
down, and policy in respect of agriculture must contribute to

this,

Mr. Walker said that he was equally determined to avoid
unnecessary price increases or expenditure. At the same time,
however, he did not believe that the Prime Minister's strictures
were justified, and he remained very concerned about the prospects
for the industry. It was clearly essential that the CAP be
reformed; but for this he needed the co-operation of other
agricultural Ministers. He proposed to submit to the Prime
Minister a position paper on the state of British agriculture
which he hoped the Prime Minister would be willing to discuss
with him. This would include fipures on farm incomes, and a
commodity-by-commodity analysis. The Prime Minister said that
She would be glad to see such a paper, and to have a further
discussion with Mr. Walker in due course.

1 am sending a copy of this letter to Martin Vile (Cabinet
Office).

T. P. LANKESTER

G‘HT Waters, Esq.,
Ministrv of ngricu¥ru?%1ﬂ? ?Pt}ﬁq'r?q Rood.
UMMV CIN L IAL
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Ref. AD0306

/,
MR. ALEXANRER
i

Export of Sheepmeat to France: European Court Judgment

You may wish to let the Prime Minister know that, as expected, the
European Court ruled on 25th September that France was in breach of the EEC
Treaty in applying national rules to restrict imports of sheepmeat from the
United Kingdom.

A The Court say that it is for the competent authorities to take Community
measures relating to the market in sheepmeat but that the absence of such
measures does not excuse infractions of the Treaty by a member state, They

also point out that, if the lifting of restrictions causes difficulties for French

sheepfarmers, it is open to France to grant them any form of aid compatible with

the Treaty. This accords with our own view,
3. It is now for the French to decide what to do. When the Court ruled
against our restrictions on potato imports in March the previous Government

announced within 10 days the lifting of the restrictions: the Minister of
—

Agriculture has made clear that he expects a similar response from the French
Government on sheepmeat. The National Farmers Union are planning to send a

test consignment to France very soon unless an end to restrictions is announced,

26th September, 1979




10 DOWNING STREET

From the Private Secretary 26 September 1979

Af¢1 éﬁﬂfﬁn

Green Pound Devaluation

The Prime Minister has seen a copy of
the Minister of Agriculture's letter of
25 September to the Toreign and Commonwealth
Secretary in which your Minister said that
he intended to accept a green pound
devaluation of 1.1% if this were proposed
by the Commission in Dublin today. The
prime Minister is content that Mr. Walker

should accept such a devaluatlion,

I am sending copies of this letter
to the Private Secretaries to the members
of OD(E) and to Martin Vile (Cabinet Office).

G.R. Waters, Esq.,
Ministry of Agriculture, Fisheries and Food.

CAVITITYCR A
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MR. LANKESTEEAJ

(s

EXPECTED COMMISSION PROPOSAL FOR A DEVALUATION OF
THE GREEN POUND

The Minister of Agriculture's minute sent today to the
Foreign and Commonwealth Secretary seeks the agreement of his
colleagues that he should accept a 1.1 per cent devaluation of
the Green Pound if as expected the Commission propose it at

tomorrow's meeting of EEC Agriculture Ministers in Dublin.

This is part of the fall-out from last weekend's realignment
of EMS central rates. As the D-Mark has a heavy weight in the
European Currency Units (ECU) "basket", and the Danish krone a
light one, the net effect of the realignment is to raise the value
of the ECU. If nothing were done to compensate fo;_EEEET_TTE?-
MoreTary Compensatory Amounts (MCAs) payable in the positive MCA
countries (except Germany) would fall and those payable in the

negative MCA countries, including the UK, would increase. The

—
Commission are proposing green rate devaluations so as to prevent

any changes in negative MCAs. This is consistent with the general
desire to prevent the EMS leading to a further growth of MCAs.

The effect of a 1.1 per cent Green Pound devaluation would be

to raise by that amount the support prices payable to farmers:

raise similarly the levies paid on our imports of food from third
cauntries and the prices of our imporfs from the Community. As the

Minister points out, the effect on the Retail Price Index is

negligible. The public expenditure effect of the Green Pound
devaluation alone is slight and possibly (like the devaluation of
the Italian lira) favourable. For Denmark, Ireland and France,
however, the Commission's proposals are liable to raise Community
expenditure and hence, overall, our contribution to the Community
Budget; but the amounts are relatively small.

In its Manifesto the Government pledged that it would devalue
the Green Pound within the lifetime of a normal Parliament to a
point which would enable our producers to compete on level terms

/ with




CONFIDENTIAL

e

with those in the rest of the Community. Acceptance of the

1% adjustment would be consistent with this. The recent fall in
sterling has meant that our MCA, which operates as a subsidy on
imports and a levy on exports, has begun to grow again (from

J per cent) to 9 per cent. Without this adjustment, it would

go above 10 per cent,

25 September 1979

CONFIDENTIAL




MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Munuter
CONFIDENTIAL

The Rt Hon The Lord Carrington KCMG MC

Foreign and Commonwealth Office

Downing Street

London 25 September 1979
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EXPECTED COMMISSION PROPOSAL FOR GREEN POUND DEVALUATION

At the meeting of EEC Agriculture Ministers in Dublin tomorrow
afternoon, the Commission is expected to propose devaluations

in the green rates of several Member States, including the UK,
as a result of the recent re-alignment of EMS currencies.

Each Member State's MCA is broadly the difference between its
national , green-rate-determined price level and the common price
level, which is tied to the ECU, The revaluation of the D-Mark
has increased the value of the ECU, and this would automatically
result in the introduction of, or inecrease in, MCAs for Denmark,
Ireland, France, Italy and the UK. In accordance with the
resolution of the European Council last December, which "stressed
the importance of avoiding the creation of new MCAs", the
Commission are likely to propose devaluations in the green rates
of these five Member States sufficient to avoid any change in
their MCAs. For the UK this would mean a green pound devaluation
of 1,1%. Since we claim the right to devalue the green pound
when we consider it appropriate, we cannot stand out against the
proposals relating to the other four countries,

The National Farmers' Union have asked me to negotiate an immediate
green pound devaluation of 5%. 1 do not propose to accede to this
request, But I would find it very difficult to defend a situation
in which I agreed to devaluations of between 1% and 3.8% for four
other Member States, yet refused to accept a devaluation of 1,1%

in the green pound. Farm income fell by 11% in real terms in 1978,
and the two 5% devaluations since then, together with the average
increase of just over 1% in "common prices" agreed in June, add up
to significantly less than our estimates of the current increase in




agricultural costs, It is my present view that farm incomes
will be lower this year than last in real terms, and probably
in actual money terms, This has to be seen against the
background of our Election Manifesto in which we criticised
the previous Government for the pressure that they had
applied to farm incomes.

Taken on its own, a green pound devaluation can be expected
to produce a slight reduction in UK public expenditure since
the saving on our contribution to the budget (due to lower
expenditure on UK MCAs) more than outweighs any contrary
effects. The effect on food prices, which would in any case
take time to work through, is negligible - theoretically
one-twentieth of 1% on the RPI,

For these reasons, assuming the Commission put forward this
proposition, I propose to accept it unless you or any of our
colleagues sees objection, I must warn colleagues that, in
the current state of British agriculture, to be the one
country in the Community to decline the Commission's
proposals would have a most serious impact on confidence and

would, in my judgement, be very damaging politically to the
Government,

I am copying this letter to other members of OD(E) and to

Sir John Hunt,

PETER WALKER







. RECORD OF THE PRIME MINISTER'S TALK WITd THE PRIME MINISTER OF NEW
@::ALAND AT A WORKING LUNCH AT 10 DOWNING STREET ON 21 SEPTEMBER 1979

AT 1300 2 wro (V1

Present: Prime Minister The Rt. Hon. R.D. Muldoon
The Foreign and Commonwealth H.E. The Hon. L.W. Gandar

Secretary Mr. B.J. Lynch
The Minister of Agriculture

Mr. Timothy Raison, M.P.
Minister of State, Home Office

Sir Michael Palliser
Mr. Michael Franklin
Mr. Clive Whitmore

Mr. Michael Alexander

Sheep Meat Hegime

Mr. Mudoon said that New Zealand did not want a sheep meat regime.
They wanted total access to the EEC market and did not see why they
should accept regressivity in the trade at which they were best,
The problem should in any case be regarded as a bilateral one between
the United Kingdom and New Zealand. New Zealand lamb was produced
for the UK market. To adapt their product to a different market would
involve changing breeding and agricultural practices in New Zealand.
It would take New Zealand up to thirty years to adapt. If New
Zealand were to lose the lamb trade, it would take the heart out
of the New Zealand sheep raising industry. The industry was the
largest single element in New Zealand's export trade. The British

market for lamb was, literally, vital,

The Prime Minister asked why New Zealand could not sell lamb to

the UK without a sheep meat regime. The issue was of real concern

to only three members of the Community. The Minister of Apriculture

said that there would have to be a sheep meat regime. The terms of
the Treaty of Rome made it impossible to argue that there should not
be such-'a regime. Its introduction might be delayed but it would
come . But it would of course ‘be possible to call a non-regime a
regime. There was already a 20% tariff on sheep meat imports =as

a result of the GATT agreement to which New Zealand was a party.

This would have to be retained. But for the rest, the UK requirement
was for free movement of sheep meat within the EEC. Since demand

far exceeded supply there was no need for intervention to

take place. The Frnnc?_nnﬁ_;rishktqdi
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a transitional problem: the United Kingdom position was that
producers in those countries could be paid a premium for three
years at the expense of their own Governments. Since this approach
was totally unacceptable to those Governments, there would be no

agreement on the question.

Mr. Muldoon said that what was required was an amendment to

the Treaty of Rome in the light of intelligent reconsideration.
Treaties were not written on tablets of stone. They could be
changed if the signatories of the Treaty had the will to do so.
The Community would not necessarily last for ever. If it were to
break down it might well be over the Common Agricultural Policy

(CAP). Economie lunacy could not go on indefinitely.

The Foreign and Commonwealth Secretary said that the CAP was

being used to finance the solution to the social problems of some

Member States. Sir Michael Palliser pointed out that while it

had in the past been used for essentially social purposes, this
was no longer the case. But the CAP was politically very popular
in a number of countries. It had become part of the political
mythology in France and other Member countries. It would have to
be retained. But of course a less extravagant way of financing

it would have to be found. Mr. Muldoon asked what price the

British public was paying for the CAP. The reasoning underlying
it was untenable. Sir Michael Palliser suggested that this was

not the right way to put the question. The basic prcblem was to
ensure that we extracted the maximum benefit from our membership
of the EEC. . The other members of the EEC had to be brought to
realise the need to take more notice of British concerns. It had
been very difficult for the last Government because they were
suspected of trying to undermine the Treaty. The present British
Government were much better placed to ensure that their interests

-

were taken into account.

The Prime Minister said that member countries should pay for

their own social problems. She agpreed with Mr. Muldoon that the
reasoning underlying the CAP was untenable. Food prices were an
important element in inflation and had to be contained. Moreover,
the CAP was having a damaging effect on agriculture in non-member

COMEIDENTIAL comtrtes.
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Ref. A09908

PRIME MINISTER

Cabinet: Community Affairs

Since the Cabinet last met on 20th June the main Community events have
been: the Commeon Agricultural Policy (CAP) price settlement agreed at the end of
the 18th June Agriculture Council; the 2lst-22nd June European Council; the
25th June Fisheries Council; and the 25th June final negotiating Conference with
the African, Caribbean, Pacific (ACP) countries on the renewal of the Lome
Convention, (The Community aspects of the Tokyo Summit, notably the national
oil import limits to be specified by each Community member state, will
presumably be discussed under the preceding agenda item. )

z. The Minister of Agriculture might be invited to report on the outcome of the
18th June Agriculture Council, which = as he acknowledged in his letter of 7§
25th Juhe « departed in dome respects from the line endorsed by Cabinet on
l4th June, notably in providing for a price increase in sugar.

3. No Minister has so far challenged the justification for accepting the
Luxembourg package set out in Mr, Walker's letter of 25th June., Nevertheless I

suggest that you ought to take the opportunity of this Cabinet to put on record one
point, thought without overtly seeming to criticise Mr. Walker. This is that
Ministers negotiating in the Community must stay within the limits of what has
been collectively agreed or refer back to the Chairman of the relevant
Committee or to you before departing from these limits. Everyone knows that
some time some departure may be necessary in order to secure a satisfactory
settlement. DBut a Minister ought not to do this on his own initiative and without
clearing his lines,

4. The Foreign and Commonwealth Secrstary might report on the outcome of
the final EEC/ACP negotiating Conference on 25th-26th June on the new Lome
Coavention. So far as the Community is concerned the Conference marks the end
of the negotiations. The ACP countries will however mest in July before deciding
fisally on the signature of the new Convention. Except for human rights, on whict
no agreement was reached and the Community will therefors make a unilateral
pronouncement later, the United Kingdom's interests were satisfactorily safe-
guarded.
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5. Unless you wish to enlarge on your statement to the House on 26th June
there should be no need for discussion of the E ropean Council., The Defence
and Oversea Policy Committee (OD) will take a paper from the Chancellor of the
Exchequer on our tactics on the Community budget on 10th July.

JOHN HUNT
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Foreign and Commonwealth Office
London SW1A 2AH

=SJuly 1979

Dee v Phrs,

CAF PRICES

Thank you for your letter of 25 June to Peter Carrington
-
b

who is abroad. I certainly agree that you achieved a wvery
satisfactory settlement. It was highly regrettable that

the initial press comment should have been based on partial
accounts by © ; : had been

vrapped up. This inevitably meant that the

British press
accounts were inaccurately and unfairly ecritical, with the
result that criticism in Parliament, too, has been similarly
distorted. While we shall never avoid all criticism it

seems to me that the settlement is increasingly being -
recognised for what it was (Peter Shore was noticeably subdued
in the House last week); we shall certainly continue to do

all we can to support you and make sure the message gets home,

Meanwhile, I wonder if we might have a further look at the
possibility of subscribing to the "Gentlemen's Agreement" on
phasing out new MCAs, I am not sure that it will be to our
advantage to hold this up until we take a decision on full part-
icipation in the EMS. The arguments in your letter of 14 June
to Peter Carrington suggested that there could be advantages in
subsceribing to the agreement and embodying it in a regulation.
If there are such advantages, particularly over increased free-
dom to dismentle existing MCAs, it would appear preferable to

/secure
The Rt Hon P Walker MEE MP
Minister of Agriculture, Fisheries and Food
Whitehall Flace
London SW1
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secure them now than to link them to a decision to partici-
pate in the EMS. This would be consistent with our general
wish to avoid positions of isolation against the other eight
when they serve no clear national interest. It could also be
seen, like our decision to deposit reserves in exchange for
ECUs, as a positive gesture towards the EMS, although without
any commitment on participation in the exchange rate mechanism.

I am copying this letter to the Frime Minister, the other

Members of OD(E) and to Sir John Hunt.

Jren XL
(o
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countries. There was no overall view of its consequences. The

Minister of Agriculturc said that the burden of the CAP was

excessive. The British contribution was monstrous. But it was
important that we should not, in doing a deal to reduce our net
contribution to the Budget, commit ourselves to the continuation of

the CAP in its present form. The Foreign and Commonwealth Secretary

said that one reason why the UK imported food from outside the EEC,
thereby pushing up our contribution to the Budget, was that the
British consumer wented products eg hardwheat, not produced within

the Community. The Prime Minister said that the CAP had come to

such a pass that changes would have to be made. Agreeing with

Sir Michael Palliser that the 1% VAT ceiling would in any case
precipitate a crunch, the Prime Minister said that there was a risk
that because of our requirement for change on the Budget, we should
be blamed. It would be wise, therefore, for us to clear our minds

about reform of the CAP before the 1% VAT ceiling was reached.

Reverting to the sheep meat question, Mr. Muldoon asked why
the French were always able to call the tune. They seemed to have
the other members perpetually on the wrong foot. They invariably
got their way despite being in a minority of one. The Minister

of Agriculture said that this was an over-simplified view. On many

occasions the Community did line up against the French. But
frequently the French were not in a minority of one. It was not
realistic to suppose that the sheep meat regime could be avoided.

The Foreign and Commonwealth Secretary said that the previous

British Government had frequently been the one that was out of

step but that the policy had not paid many dividends. Mr. Muldoon

repeated his view that the sheep meat issue should be a bilateral
one. Every round in the argument that was lost was a further nail
in New Zealand's coffin. If a regime was agreed - and even if it
was a non-regime - someone else would built on it at a later stage.
The Minister of Agriculture said that the.realities of the

situation were that there was no problem about New Zealand lamb
coming in. The only barrier was the GATT tariff. This would not
be deconsolidated. The EEC would not go to GATT and ask for a
lower tariff. The only possibility was that the Commission would
propose the offer of a fixed volume of imports of New Zealand lamb
in exchange for a lowering of the tariff. Mr. Muldoon said that

ﬁaiq;‘HE\T::lE this approach




this approach was not acceptable. The Minister of Agriculture

said that this was for Mr. Muldoon to decide. But it was important
to remember that New Zealand's bargaining position was not strong.

The UK would get the best quotas it could in 1981 but New Zealand

had- no other allies within the EEC.

Rhodesia

On Rhodesia, Mr. Muldoon asked whether there was anything he

could do to help with the Rhodesia Constitutional Conference. He
would be very happy to tell Mr. Smith that the end of the road

had been reached. The TForeign and Commonwealth Secretary tocok note

of Mr. Muldoon's offer.

The discussion ended at. 1430.

1L

1.

21 September 1979
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RECORD OF THE PRIME MINISTER'S TALK WITH MR. CHRISTOFHER TUGENDHAT
AT 10 DOWNING STREET ON 13 SEPTEMBER 1979 AT 1500 HOURS

é)b%y;mci S
PRESEN Sl P
. Ll -

Prime Minister Mr. Christopher Tugendhat
Chancellor of the Exchequer Miss P. Neville-Jones
Lord President

Sir Couzens

Mr. M. Franklin

Mr. M. 0'D. B, Alexander

Mr. P, Lankester

Agriculture

Mr. Tugendhat said that there was some suspicion among other
members about British intentions on agricultural prices. In the
past we had been able to argue for limitations in price rises in
the Community while giving our own farmers price rises through
the devaluation of the Green Pound. But this escape route was no
longer open: a Community price freeze now meant a price freeze in
the UK. Since it seemed that HMG wished to expand domestic
production, it was being asked in Europe whether we would not in the
end follow the Germans in accepting price rises. This suspicion
could make for difficulties in Dublin since it would not be under-
stood if we appeared to be attempting to push up overall Budget
expenditure in defence of sectoral interests while reducing our

own net contribution.

The Prime Minister said that she was ready to tell British

farmers that food prices would not be allcwed to rise in the next
two years. The farmers had done very well in the last twe years
and her concern was now less for them than for the housewife.

Mr. Tugendhat welcomed what the Prime Minister said and

expressed the hope that arrangements would be made to ensure that
her views became known. He referred to his intention to tTy to
get the Finance Ministers more involved in the fixing of

agrlcultur 11 prices. He hoped that it would be possible to arrange

/ a "guidance debate"

Llf“,?. )k




a "gpuidance debate" in which the Finance Ministers could examine
the consequences for the Budget as a whole of any given set of
agricultural price proposals, and set a global financial limit

within which the Agriculture Cduncil would have to operate. (The

Prime Minister commented that this was a very good idea). The

proximity of the Budget to the 1 per cent VAT ceiling - which
would certainly be reached in 1981 and might on some assumptions
be 1980 - provided a good reason for pressing for the involvement
0f Finance Ministers. While he would not do so before the Dublin
meeting, the Commission would have to bring forward proposals for

raising the 1 per cent VAT ceiling before the New Year.

The discussion ended at 1645.

17 September 1978




10 DOWNING STREET

PRIME MINISTER Lﬂd N/

Peter Walker has

requested an hour with vou
before the Party Conference.
Apparently you agreed to

this in Cabinet one day.

The two points he wishes

to discuss are:-

(1) Assessment of
European agriculture;
and

(ii) Fisheries.

Mr. Walker would be most
grateful if you would agree
to Alick Buchanan-Smith
attending the latter half of

.

this meeting?

11l September 1979
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Cost of the 1979 CAP Price Settlemnent

A

The minute of 24th August from Bryan Cartledge to Barry Hilton recorded
the Prime Minister's question whether the "existing public expenditure provision"
within which the price settlement can now be accommodated means the provision
after the Government's reductions; or whether it is the case that public
expenditure has not been reduced pro rata.

o The price settlement will affect public expenditure in 1979=80 and 1980=81.
i For 1979-80 the Minister of Agriculture is saying that the consequences of

the price settlement can be accommodated within the provision made in the public

expenditure White Paper published by the previous Government last January

(Cmnd, 7439). prie = o

4, For 1980-8l, the Minister is saying that the consequences of the price
settlement can be accommodated within the estimate for public expenditure arising
out of the CAP which was incorporated in the proposals for public expenditure
agreed by the Cabinet in July. This estimate was drawn up on the basis of

existing expenditure trends before the price=-fixing. It was not subject to pro

rata reduction, principally because the cost of the CAP depends on world price
e
levels, how much Community farmers produce and decisions of the Council of

—
Ministers (Agriculture) in Brussels = none directly controllable through the
United Kingdom Public Expenditure Survey,

5. The reduction of £102 million in our net contribution to the Community

which resulted from the price-fixing does not reduce the total of United Kingdom

public expenditure because it was mainly achieved by increasing our receipts from

the Community. An increase in receipts reduces our net contribution but if it

takes the form of Community reimbursement of additional United Kingdom public
expenditure (as for example with the butter subsidy) it leaves the net total of

United Kingdom public expenditure unchanged,

MOV
M.J. VILE

5th September, 1979




10 DOWNING STREET

From the Private Secretary

MR. HILTON
CABINET OFFICE

David Ellictt sent me, under cover of
his minute of 17 August, the "translation
for which the Prime Minister had asked of
the Minister of Agriculture's minute to her
of 2 August about the effect of the CAF pri
settlement on the UK contribution to the
Community budget.

The Prime Minister was grateful for
clarification and found it helpful.

On paragraph 2 of David Elliott's
minute, the Prime Minister has asked whether
"the existing public expenditure provision"
within which the price settlement can now be
accommodated means the provision after the
Government's reductions; or whether it is
the case that the public expenditure provision
has not been reduced pro rata. I should be
grateful for advice on this point.

24 August 1979
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CONFIDENTIAL

0f THE CAP PRICE SETTLEMENT O THE UK CONTRIBUTION TO THE

1. In Cabinet on 5 July the Minister of Agriculture said that the
Common Agricultural Policy (CAP) price settlement agresd in the June
Agriculture Council would leave the UK with a net benefit in terms of
our contribution to the Community budget of some £34 M, and undertook
to eirculate the details to the Cabinet. This note seeks to clarify

his subsequent minute of 2 August to the Prime Minister.

24 The essential message of that migute ia first, that because of

better information and changed accounting conventions the net gain to
the UK is now put at £102 M and second, that the price settlement can
be accommodated within the existing public expenditure provision for
1979/80 and 1980/81. = ' ¢ & edud

'LJJda*ndl Atslanne, A -
3. Mr Walker's original remit was to produce a note on the effact
the price fixing on the UK's EEL contribution. But if he had left
net contribution effect to stand on its own, it would have given the
misleading impression that the price settlement had produced a public
expenditure saving. His minute accordingly seeks to place the price
settlement in the context of the current public expenditure discussions.
For this purpose he needs to relate the net contribution figure to the
public expenditure position rather than to the Commission's original
proposale, and to take into account all the decisions ralevant to the
public expenditure baseline including those (like the March green pound

devaluation) which were agreed before the final package was adopted.

4 Much of his mimute is taken up with a justification of this
methodology. Thue hie para, 2 explains that the calculations in the
table accompanying his mimute take no account of the higher co-
responsibility levy and reduced sugar production quotas that weres
proposed by the Commission and included in the draft 1980 budget but
rejected by the Council. His figures likewise include the full cost
to the Community of the butter subsidy agreed for the UK, instead of
only the difference between the level of subsidy proposed by the
Commiseion and the higher figure agreed by the Council. In a similar

vein his para. 3 explains that, to keep the figures on a consistent
full year basis, the table assumes that the UK butter subsidy will

1




CONFIDENTIAL
continue for 12 months from its introduction on 1 July although a new
Council decision will be needed to extend it beyond 31 March 1930; and
that account has been taken of the expenditure reductions stemming from

the March green rate devaluations by the UK, France and Italy.

He Against this background the figures in Mr Walker's table (in which
ravenue increases are denoted by a minus ﬂiqn} may be summarised as
follows:—
MEUA
(i) In a full year the CAP price settle-
ment will produce a net increase in
agricultural (FEOCA) expenditure from

the Community budget of

BPut this will be partially offset by
a net increase in EEC revenue from

agricultural levies of

Leaving a net budgetary increase of

The UK share of this increase, of

which we pay 16.5%, will be

BPut the green pound devwaluations
associated with the price settle-
ment will increase the amount we
have to pay over to the Community
in respect of import levies
collected by our Customs. This

increase will amount to

The total increase in the UK's gross
contribution to the Community btudget

w L4

ie thus

Against this, we shall get enhanced

recaipts from A amounting to

(viii) Leaving the UK with a net gain of

2
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[ The difference between thie new figure of £102 M and the earlier
estimate of £34 M is attributable partly to improved data, partly to the
use of full year figures for the butter subaidy, but predominantly to

a big upward revision of the eatimated gmin from increased subsidies
paid by the Community to the UK on our agricultural exports. These
subsidies are abated by the UK's monetary compensatory amounts (MCAs},
which were reduced as a consequence of the successive green pound
devaluations agreed in March and June of this year. (These are the
"net savings in export levies" mentioned at the end of paragraph 3 of

Mr Walker's minute.)

T. These receipte, like others mentioned in the table, arise from

the reimbursement by the Community of expenditure initially incurred

by the UK. As such, their public expenditure effects would not have

been fully reflected in a calculation confined to the UK's net
contribution to the Community budget. Paragraph 4 of Mr Walker's

minute accordingly seeks to compare the effects of the price settlement
and related decisions on our net contributiocon and on CAP schemes cperating
within the UK with the total provision for the relevant public

expenditure programmes agreed for i)??fﬂ& and 1?i}f?1. The satisfactory
conclusion, with which the Treasury agree, is that no increase is needed

(though, equally, no savings can be claimed).

E. This is not of course the whole story, for the minute makes no
attempt to deal with the wider economic implications of the price
settlement, including its overall balance of payments effects. The
green pound devaluation and the increase in CAP prices will put up the

costs of our EEC food imports and will thus represent a significant loss

to the balance of payments. BPut acceptance of this balance of payments
LTI i e o we

cost wae implicit in the Cabinet's decision to seek a devaluation of
the green pound; and in the paper (0D(E)(79)12) he put to the meeting
of the Ministerial Sub-Committee on BEuropean Questions which preceded
the Cabinet discussion, the Minister of Agriculture argued that the
long term benefits to the balance of payments of a competitive, export-

orientated farming industry would greatly outweigh the immediate cost.

CABINET OFFICE SH1
17 August 1379
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2 August 1979

PRIME MINISTER

-
AW, b | ; "‘f'\--ﬂ—‘,-.‘/{.. — 1
WP Tt

At Cabinet on 5 July I undertook to circulate details of the
effect of the CAP price settlement on the UK contribution to
the Community budget.

2. The revised estimate by the European Commission is that the
CAP decisions this vear have increased the provision needed for
FEOGA expenditure in 1980 by 1511 MEUA (about £880 million) as
compared with the figure in the preliminary draft Budget. But
this is because of the assumptions they used in drawing up the
draft Budget, in particular that ahigh rate of milk
co-responsibility levy would apply and that their proposals on
"B" quota sugar would be adopted. The Commission's estimate
also includes only the difference between the cost of the butter
subsidy agreed by the Council and the increase already provided
for in the draft Budget. A fairer estimate would include the
full cost of the inecrease in the butter subsidy but exclude the
effect of the decisions on the milk co-responsibility levy and
the "B" quota sugar, Figures on this basis are shown in the
attached table for a full year together with the effect on
Community revenue and on the UK net contribution to the 1980
budget,

i The figures for UK receipts in the table assume, as do the
Commission's estimates, that there is no change in the uptake of
the school milk subsidy and that the UK butter subsidy continues
on the present basis after the end of the current milk year on
31 March 1980, But the Council decision on 100% Community
financing of our butter subsidy was in respect of the current
milk yvear and we shall have to negotiate subsequent arrangements
at the 1980 price settlement., When answering Parliamentary
Questions on the financial effect of this year's price settlement
I have therefore used butter subsidy figures for 9 months only,
ie 1 July 1979 to 31 March 1980, We do not want to imply
commitment to continue the subsidy if the 100% Community
financing expires on 31 March., This is one of the reasons why
the figure for the UK net gain which has been used in answer to
Parliamentary Questions (£34 million) is lower than the net gain
of about £102 million shown in the table, But the main reasons




for the new higher estimate are that figures are now available
for our receipts arising from changes in UK MCA's stemming from
the price settlement (primarily the net savings on export
levies) and that figures for the effect of the devaluations in
March have also been included,

L, The figure for the change in the UK net contribution allows
for additional receipis arising by way of reimbursement from the
Community of payments made within the UK, To assess the full
effects on public expenditure as a whole it is necessary, therefore,
to take account of these payments, as well as of the reduction
in our net contribution to the Community, and to compare the
outcome with our existing public expenditure provisions. I am
satisfied that as a result of the price settlement and certain
other changes arising from discussions on the 1980 Community
Budget there is no need to increase the provisions we have made
for 1979/80 and 1980/81,

5 I am sending copies of this minute to other Cabinet colleagues
and to Sir John Hunt,

PETER WALKER
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PULL YEAR EPFECT ON UK OF CAP PRICE SETTLEMENT

PEOGA EXPENDITURE CHANGES
(full year effect)

Beef & Veal:Itallian Calf premium
Suspenaion of
Intervention
Milk: Butter Bubsidy
Non-marketing
14% common price increase & German
and Benelux Green rate changes
Skizmed milk powder subsidy
Purther changes in milk ssctor
Othar decisiona
Graun rate changes:
= 5% dsvaluation agreed March
- 5% dsvaluation -.s:‘tl'd June
Prance - 1,49 " March
- 1,5 " " Juna
Italy - 9% . N March

EEC REVENUE CHANGES

Agricultural import lavies

Sugar: production levias
atorage leviea

Isoglucose production lavy

Lass 10% refund

Net effect of expenditurs
and levy change (a)-(b) . +14,5.16

CHANGE TN UK GROS3 CONTRIBUTICN PROM:

Expenditure and revenus change +35.69
(216.3 x ,165)

UK levy revenue change
(share of =201.3) less 10%
ELGi? x .9}

Ur RECEIPTS FPROM FEOGA

School milk Subsidy
Butter subsidy
Other (mainly green &)

CHANGE IN UK NET CONTRIBUTION

CONFIDENTIAL
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Ref. AU4T

PRIME MINIST ER

Cabinet: Community Affairs

The Foreign and Commonwealth Secretary might be invited to report on

the outcome of the £4th July Foreign Affairs Council, the first to take place
under the newly installed Irish Presidency, The Council disposed ot a long
agenda ahead of the summer break in Brussels, in the course of which
Mr. Jenkins accepted that the Commission's reference paper on the Budget
should be ready in time for the L/th September Finance Council; but nothing
arose which 1s likely to call for substantive discussion by the Cabinet.

i The Minister of Agriculture might be invited to report on the £4th July

Agriculture Council, at which the resumed debate on a sheepmeat regime made
little progress in the face of divergent national positions, including insistence by
the United Kingdom that any compensation for disadvantaged producers should be
limited to France and Ireland, should be degressive, and should be paid from

national funds.

-

LS
I:J'Dhﬂ%;n/t}

£5th July, 1949
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FRG AWD TIIE CAP

1 In a deliberately controversial speech ‘I biennial confercnch
of the German Farmers Union on 7 July, the Federal Minister of the
Economy turned the searchlight of free market economics on to the CAP
—— - = 5 e
and the German ajrncu]turul lobby. *

)

2. Lambsdorff said that prices were ‘only one factor determining
- ——
the livelihood of farmers. A drop in the one did not autonatically

imply losses in the other. Taking other advantzges of rural life into

i

the position of German farmers was not that bad. But he ;
with concern developments which could in the long run undermine
rosition of German agriculture,

et

1as talking about structural surpluses - milk, butter, milk

i

ine and wheat: with over rsupply, nol necessarily
in a number of other products. The situation on the milk

parvicularly critical; it was tending to deteriorate in
other areas, ;nlurgement would bring the danger of further surpluses.

If supply and demand remained out of balance permanently, then the CAP

regices in their present form, and hence farmers' incomes,

«threatened. Alrost 405 of FECGA was going on milk suoport, ¢

the Zuropean texpayer over Dii1 million per hour. 707 of the Comzunity

LY A=
"

.budget was going on the CAP, in the face of growing demands from othe
sectors: regionsl and sectoral eﬁplnymuvt problens, energy, enlargement
and aid. For the Federal Government "an increase in ccmaunity
resources eg. thrcough a higher share of national VAT is out

question”: this would mean hicher taxes and more inflation.
in the Coomunity zust be couered in the first place by savinsgs

re-structurine of the budsetd n tids tha

- neral covernsant

ko
gl ok ot

3 Bl

el Ny i e S A I A e Y P Rl e, e SIS S
sd wls sewde Q. LT3 A e . H Lt T T T .._n.....].,..vp vuataLlE

econonically strong mezbe ates was "not understood" in the
ecenonliecally ueazer couniries pnd ncdonoted, Freaucably,: a no-

attitude to thea Soppunity. These countriea thus demanded "wvahe:




-

and with considerable political pressure a restructuring of the budret.

In the face of the facts the German ling of arpument was increasingly

hard to sustain.

I, The burdens resulting from surplus asricultural production were
pélitinaliy explosive. lo one thought of applying the laws of supply

and demand to agriculture in their pure form bubt it was in the interest

of the farmers themselves to exercise moderation over prices, particularly

in surplus products.

by As regards the external agricultural policy of the Commnunity,

Lambsdorff said that suppliers like Australia and New Zealand had lost

their traditional markets. Iit.was not enouzh to export surplus producbion
m—

as zZid Lo Lhe developing countries, at the expense of their own production

and with aisCorvion ol incernational trade. HNor were artificially high

prices for imported cereal substitutes a remedy. Seexing to close the
traditional European market to the Community's trade partners or (as the
Commission inecreasingly did) subsidising the dumping of uncompetitive
Community products on the world market only exacerbated problems of the
Comnunity's external relations. Retaliation could not be ruled outj !
it 'could be directed against both the Cormrunity's industyial exports

its access (and in particular the access of the Federal Republic) to

izportant raw materials.

E. Cuotas, often suggesteﬁ as a. remedy, gave rise to serious political
and adninistrative difficulties. They increzsed bureaucracy, distorted the
market, reduced managerial options and cssified structures. Imbalances in
the market resulted not from the regimes themselves but from the way they
“were manazed. The original intention of the CAP was to avoid fluctutations
in prices and incomes. In the course of time the goal of assuring inconme '
by means of fixed prices ard unlinited guarantees h=d gained increasing
ienificance. If vrices policy was primarily used as incomes policy the
danser existed that production was encouraszad, which often led to surpluser
The other function of prices, to balunce supply and demand was thus
ne;luv:ei or forgotten. The CAP regimes woulé not function in the long

am=.4F itiugs mova pivyantasapiio rodu for intsrrention thzn for the

/7




._. Lanbsdorf['s solulion was td loosen the connection between income-

i

oriented prices and unlimited guarantees. Tore rein must be civen Lo

markxel forces. The Comaission had put forward a series of progesals.

-

sost werc indigestible fare for German farmers but they ought
discussoed openly This year's price round had not diminished
‘problemn, or ?ﬂwﬂhtdovff’aztuﬂanrrﬂ. No onc had grocped the nettle. It
:as doubtful whether, in a £urope of 12 the CAP could be administered
gnder the vrinciple of unanimity. Hajority voting should surely be
considered (though not by disrezarding gquestions of true national

interest). The “uropean Farliament should look at this question.

8. How in such circumstances could farmers keep pace with the general
of incomes? Lambsdorff ‘had no patent remedy. If prices were
part from their functlon of sustaining farm inconmes supplemen-
.5 would naturally be neceded, particularly for the worse off,

14 i

although it would be wrong to put up new barriers to structural chanza.
It was no service Lo fermers to promise them the unobtainable. Spoaking
Minister of the Economy, he thoughi at serious consideration should
the question of whether direct income subsidies shoulcd not be
step in areas of serious surplus: global instrumsnis
¢ nn_inappre;:iate answer to regicnal problems. The Commission was
Yooking at measures to .regionalise azricultural su-ucuur'l policy. liore
money should go into infrestructure. The farmers themselves should be
looking at new areas of ¢ activity such as tourism and rural energy
production. The flizht from the land had earlier opened the way for
larger holdings. The prcéess had slowed in the mid-70s but must be
continued. He wes coafident that employrent opportunities outside

agriculture were growing. ;

9. In conclusion Leambhsdorff saié that no respontible politician had ik
A

in mind to destroy the Ci®. 3But the policy was threatensd by developitns

in the sgricultural sector itself. Under thne nreﬁsure of acute problen
the Cornission nizht see 1tsell compelled to propose a radical change of

course with far worse repercussions for farmers than solutions cf the
riddle way. Far-ers should adapt in the many ways open to them.

Lanhsdorff got ite raception, btult no more,
His remarks o hly unpopular as was clear fr

Prosidant gf £=a3 Faprors Ontior 2 “he annleouse it

dor{l's riuniatry have lonc wri heir hands over




sonse in the CAP but this is the first sustainoed

a Germr.. Minis ster (FDP at that) on its failings;
—— = e

assault on the sacred cow of Gorman {arm incowes., TG

er

throw and an encourazing dcvelopment, we understand that

1. Lambsdor I I e

ind has ngw retreated for his sumnmer
"

ireet challen=e to Ertl's traditional championship of the

t all costs, exempt from the normal rules of the economy.

1. “hancellor Schnidt's own wviews on the CADP are well known bub

has sto-ped short of cenflict vith Brtl. E:ch::zirlt 5 Office tell
that Lambsdorff's speech was not cleared with them. Be that as
may the political front has been opened up on CAP in &

.

Schimidt; and Lambsdorff

cannot be unwelcome ¢ spoke for

!

in spelling out their refuss 1]l to contemplate an increast

solution to the CAP headache

'.-.-'HIG.'-E'JI'

FRAME Ecopomic
FRAME AGRICULTIURE

= 3D

ne) saw the speech in draft. He has not reacted substontively

balz]
ne
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WHITEHALL PLACE, LONDON SWI1A 2HH

From the Minister

CONFIDENTIAL

Rt Hon Sir Ian Gilmour Bt MP NI;M "V/ i

Lord Privy Seal W
Foreign and Commonwealth Office

Downing Btreet :

London  SW1 b July 1979 bh

1 S |

. Thank you for your letter of %/Ezly and for what you say sbout
the CAP price settlement.

S0 far as the "Gentleman's Agreement" is concerned, it is true
that I said in my earlier letter that turning it. into a regulation
might increase our freedom to devalue the green pound. This was
on the assumption that the regulation would embody not only the
arrangements agreed between the Eight in March for dealing with
new positive MCAs, but alsc the resolution adopted by the Couneil
at the same time to the effect that the dismantling of existing
MCAs could be accelerated at the initiative .of the member state
concerned. My thought was that putting that resolution in the
form of a regulation would give it extra status and make it more
binding.

However two things happened at the Council which lead me now

to look at the matter rather differently. First, the Germans
and the Commission spoke very strongly against including the
substance of the resolution in a regulation:” second, the other
members of the Council readily accepted my proposal for a green
pound devaluation, thus showing that they regarded themselves as
fully bound by the resolution. Further, the continued rise in
sterling makes it not altogether impossible that we might
ourselves acquire a positive MCA in the foregeeable future. If
80, accepting the Gentleman's Agreement could result in our
being obliged to revalue our green rate even though a subsequent
fall in sterling would correct the positiomn. This would result
in protests from our farmers. For these reasons I now @oubt
whether, from my point of view, there are any advantages to be
gained. :

/Hevertheless I take the ....




Nevertheless I take the point that we do not want to be isolated’
unnecessarily, and if we are pressed to Jjoin, I agree we should -
reconsider the matter. But I doubt whether, particularly now that
the French no longer have the Presidency, the others will raise
the subject again until' either we take a decision on EMS or the
regulation adopting the ECU for the CAP comes up for renewal on

31 March next year. I was certainly not put under any pressure

at the last Council, from which I conclude that the others do not
attach as much importance to the point as we thought they might do.

I am copying this letter to the Prime Minister, other members of
OD (E) and Sir John Hunt. :

)
ot

PETEE WALKER
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MR CARTLEDGE
1979-80 CAP PRICE SETTLEMENT /
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In his letter to the Prime Minister of 26 June the Minister of Agriculture gives
some figures (paragraph 6) which differ slightly from those which we supplied
for the Prime Minister before her Statement to the House. Mr Walker quotes
£75m as the cost to the Community Budget of the 1 per cent increase compared
with £ 64m in the table attached to my minute of 26 June, The difference

is the net effect on the Budget of the German and Benelux revaluations of their
green currencies, Mr Walker's figure for the butter subsidy (£ 65million)
includes £5m for the effect of a reduction in levies on imports of butter from
New Zealand which was not included in the figures I gave you. Strictly speaking,
the £5m is a reduction in our contribution rather than an enhanced receipt,

but the point is not of great importance,

2. Meanwhile, the Commission have been revising their own figures and
their estimate of the cost as compared with their original proposal is now

1350 muas instead of 1500 muas,

3. [ see no need to trouble the Prime Minister further with these figures.
Despite the adjustments, she can still maintain that the settlement will give

ug a net reduction in our contribution of about £30 million,

lr'

VA ¢
MD M. FRANKLIN
CABINET OFFICE 5Wl1

29 June 1979







MINISTRY OF AGRICULTURE,. FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minuster
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PRIME MINISTER 26 June 1979

i. Mr Gundelach confirmed yesterday that he has never stated
to any journalist, or to anybody else, that Britain let him
down in the negotiations.

2. Mr Gundelach confirmed yvesterday that Britain was the country
that remained insistent on a price freeze on milk, whilst the maj-
ority of other member countries wanted to have a price increase on
mili{-

3. Mr Gundelach confirmed yesterday that Britain alone had remained
firm on the need for sugar quotas but he had decided that his pro-
posals for sugar quotas this year would not succeed because other
member countries had informed him that they would not agree to

quota reductions on this year's crop. It was his decision that it
would be impossible this year but he was grateful for the British
persistence that was a desirable thing.

4., As far as the Statement that this year's price fixing will cost
£1000 million, Mr Gundelach confirmed toc me yesterday that the two
dominant items in this calculation were his failure to obtain a
high co-responsibility levy on milk and the sugar quotas,

s The final proposal put to the Council for a co-responsibility
levy suggested a high rate of 3% for producers producing more than
20,000 litres of production, Under this proposal 48,9% of the pro-
duction of Germany, 51.5% of the production of France and 67.4% of
the production of Italy would have been excluded from the higher
levy whilst only 9.3% of the production of the United Kingdom would
have obtained such an exemption. This was obviously totally unfair
and as far as our payment to the Community were concerned the accep-
tance of this formula would have resulted in Britain paying to the
Community through the co-responsibility levy a sum very much out

of proportion to our own dairy production and that of other Member
States,

6., Our calculation/




6. Our calculation as to the cost of the 1}% price increase on
products other than milk is that this would add to the Community
budget by £75 million which, of course, we would pay our share of
16.5% which we calculate would be £12.4 million at our marginal
rate of contribution., The butter subsidy will provide a contribu-

tion from the Community of about £65 million over the next 9 months.

/W

!
In'
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PETER WALKER
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MR CARTLEDGE
CAP COSTS
I attach -
(a) a summary table showing the possible effects on the
Comrmunity's budget;
(b) a note on the effects on the retail price of butter
(c) a longer note by MAFF which in paragraph 7 gives a figure
of £50 million which you can use as our estimate of the lower
UK contribution arising from the price settlement. All these
fipures are agreed with Treasury and MAFF. They are not the
game ag the UK public expenditure figures which will have to

allow for additional expenditure arising in the UK.

H 6' L-r_..?-_J"J\_
L+ MDM FRANKLIN
26 June 1979




CAP PRICES

A BEffects on the Community Budrel

£ MILLICW
14+ per cent price increase
(less German + Benelux revaluations) + 64

Butter Subsidy {* Eﬁgj
+12

UK 5 per cent devaluation —

(- 90)
French franc devaluation + 51

Miscellaneous changes + 64

Therefore total net effect +, 306
as comnared with to-day {+215}

Failure to reduce sugar quotas
(as proposed by Commission) + 95

Faulure t0 increase co-responsibility levy
on milk
{as proposed by Commis:ianj

Therefore total net effect
ao compared with original Commission
propogal and the draft 1980 budret -+ 1500

(+1370)

* ) : : - ig v o~
These figures are all Commission figures. NAFP estimates where different
are in brackets.




BUTTER
Effect on retail prices. Prices in shops now typically (with benefit

of existing subsidy of 53p lb) 68-76 p/lb., Increased subsidy

should bring prices down by b6p/lb almost immediately (ie shortly
after new rate takes effect on | July). By August-September, prices
may start to rise again gradually as effects of devaluations start

to work through - but throughout the vear prices will be 12 p/lb less

than they would have been without the benefit of the subsidy now

secured, ie by the Mew Year, prices would have been as high as
B5 p/lb, now likely only to be about 73p/lb - roughly the same
as their present level.

Retail Indices. A subsidy of 38 ua/lOO kg will reduce the Fcod

Index by O, 56 per cent and the Retail Prices Index by O. 14 per cent.
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_.CDST CF TIE CAP FRICE SETTLEMENT

1 The Commission have publicised a figure for the cost of the
settlement of about 1500 MEUA (£950m at current exchange rates).
Thiz represents their tentative estimate of the increase which
they will have to make in the FEOGA section of their preliminary
draft budget for the calendar year 1980. The preliminary draft
budget was based on decisions up to the time it appeared (ie the
French, UK, Irish and Italian green rate changes made in March;
and the Commnission's proposals for all other elements in *he
price fixing. Their estimate of the co-responsivility levy was
that it would apniy at an average rate of about 5% during 1980
(starting at about 62#% and falling, due to lower output in the
autumn, to about 223%) bringing in 880 MEUA (about £560m).

2 The breakdo'm of the 1500 MEUA is as follows:
loss of co-responsibility levy
no cut in maximum sugar quotas
butter subsidy 300

13% price increase, plus changes in
German and Benelux green rates 100

22% preen franc devaluation 80
5% green pound devaluation =115
Other (includineg inecreased subsidy ~n

skimmed milk powder in pig and poultry feed 100

1495

3 The figure for the butter subsidy looks excessive, and Mr llay<s
(Mr Tugendhat's Cabinet) was not able to explain it., He has promised
to look into it.

i At first sight it seems wrong to include the full 880 MEUA for
the co-responsibility levy, given that it is to continue at 0.5%,
yielding about 100 MEUA in a full year. The Commission's rationa-
lisation of this is that, under existing arrangements, the revenue
from the levy has to be spent on variocus new schemes (advertising,
promotion etc) for the disposal of milk products, whereas the
Commission's proposal would have broken this link and simply =pplied
the revenue to offset the cost of the milk regime as a whole.




, It is, of course, improper accounting practice to treat the yield
of the levy as if it were a reduction in expenditura: this is done
simply because treating it as revenue would have involved amending
the "own resources" decision, a process which takes 2 zcnsiderable
time. It means that a reduction in FEOGA due to an increased levy
would not have produced a reduction in our net contribution to the
budget.

6 A more valid figure is the cost of the settlement compared with

no change in prices etc. The Commission will apparently produce such
a figure (together with a refinement of their 1500 MEUA) later

this week. But, based on the figures in para 2 above, it can be

put at about 470 MEUA or some £300m (ie 1500 MEUA less the milk

levy and sugar quota items). The UK contribution to this, taking

the marginal 1980 contribution rate of 162%, would be £49m.

7 UK receipts resulting from the price settlement can be put at
about:
£m

Butter subsidy (9 months) 82
School milk 4
green pound devaluation 14

———

100
This indicates a reduction in our net contribution of some £0m.

8 In practice there will be other effects on our net contribution
resulting from changes in import levies ®llected (both here and

in the rest of the EEC) due to the 13% price increase and green rate
changes. But the main change - lower levies on imports of New
7ealand butter from 1 January 1980 - will be favourable, so that

our net contribution will probably fall by more than the £50m
mentioned above. -

g All the above figures are necessarily calculated on 2 static
basis, ie assuming no change in production and consumptiocn. Nor do
they include the effect of the green rate changes agreed in March.
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CAP Prices_

In his letter of 25th June, the Minister of Agriculture set out the
reasons why he agreed to the final package in Luxembourg last week. He
rightly ernphasises the freeze on the milk price, an average common price
increase which is much the lowest since we joined the Community and no
discrimination against British farmers in the co-responsibility levy for
milk. Moreover, his arguments against allowing the negotiations to be
prolonged into the autumn, and especially the difficulties of then securing a
gatisfactory settlerment for New Zealand's continued entitlernent to send butter,
are also strong ones. And we do not know what might have been the effect on
the discussions about the Community Budget in Strasbourg had the United
Kingdom been held responsible for a breakdown of negotiations last Thursday
morning.

2. ©On the cother band, Mr. Walker had to concede small price increases
on sugar, beef and other commodities in surplus which as he acknowledges in
the case of sugar went beyond what the Cabinet had endorsed
(CC(79) 6th Conclusions, Minute 4). The Germans whose sticking point was
ne reduction in pricee in DM terms, actually secured an increase in prices to
German [armers, albeit of only ¢ per cent (the increase in common prices

being greater than reduction in German MCAgs). More important stll, by

leaving the co-responsibility levy on milk unchanged at | per cent, the Council

abandoned any attempt on top of the price {reeze to get the milk surplus under
control.

3. It wap clearly the Council's action on the co-responsibility levy for milk
which led the Commission to dissoclate itself (for the first time ever) from the
final package., The co-responeibility levy was devised in 1977 ag a less brutal
way (and‘so far the only politically acceptable way) of reducing the profitability
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of milk production other than a straight cut in the price. The levy is charged
on milk deliveries so reducing the return to the farmer, and the proceeds of
the levy are used to meet part of the cost of disposing of the milk surplus,

The Commission proposed that the levy should be increased substantially and
should subsequently vary with the size of the surplus; this was sensible. But
they also proposed that it should discriminate in favour of the small producers
and this was unacceptable to us (and the Dutch). Cabinet therefore endorsed

the Minister of Agriculture's suggestion that he ehould ' reject a milk levy that
discriminates unacceptably against United Kingdom producers'’. Most other
EEC Ministera wanted at least the first 20, 000 litres deliveried to be exempt
from the levy. This would have excluded only 9 per cent of United Kingdom
production but 38 per cent in the res: of the Community. The Dutch comprome
ise referred to in Mr. Walker's letter would have involved a fiat rate co=
responsibility double the present level i.e, of | per cent, This was unacceptable
to the Belglans,

4. The disagiecement over the effects of the settlement on the cost of the
CAP has arisen primarily because Mr, Gundelach was compar ug the sutcome
with his original propo-als and Mr. Walker has been estimating the extra cost
as compared with present price levels, The Prime Minister has been given
separate briefing on this. The short point is that, on Mr. Walker's figuring,

. the increase iu the budget is only about £300-£350 million compared with what
it would have been without the settlement; but since the Commissica's recent
drait budget for 1980 will have been bzsed on their original proposals
Mr, Gundelach is entitled to say that the Commiasion will have to put up their
estimate for 19680 by the full effect of the failure to increase the co-responsibiliy
levy., His estniate for this (880 mua's) is large because ths levy both produces
income for the agricultural fund and, by reducing production, lowers the cost
of the surplus.

5.  The settlement can certainly be defended on the terms set out in
Mr. Walker's letter. United Kingdom farmers will be well content. Dairy
farmers, besides the gain from: the increase in the retail price and the two

devaluations of the Green Pound have escapad an increase in the co-responsibiliy

fu
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levy which they must have been expecting. Other farmere will benefit from
the increase In common prices as well as the devaluations. On the other hand,
a gettlement i.nvnlving a significant increase in the co-responsibility levy would
undoubtedly have been better. Only the Belgians, notoriously scnsitive to the
pressure from their view but politically powerful small dairy farmers,
prevented that happening,

6. The Conunission will now argue that this brings nearer the day when
the Community Budget will reach the 1 per cent VAT ceiling. This in itself
is no bad thing for us since it will provide a powerful lever for us to ensure
either the cost of the CAP is cut, or that our net contribution to the Budget is
reduced before ~e agree to any increase to the 1 per cent. The Commission
is also bound to come up with new proposals to deal with the milk problem,
We miust see that, this time, they do not discrimninate against the larger dairy
farmer so that we can give them our full support. But experience suggests
that it will be difficult to get anything done before the next price package

i.e. ln a year's time.

(John Hunt)

26th June, 1979
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You and our colleagues may be interested to haveé a brief account of
the CAP price negotiations, which ended in what I regard as a very
satisfactory settlement - by any objective measurement the best since
we joined the Community.

The first two days of discussion established a number of fixed points
which were certain to determine the outcome. First, the Germans and
Benelux were not prepared to settle for any solution that reduced
prices in terms of their own currencies: 1in other words, any
reduction they made in their MCAs would have to be offset by a
corresponding or larger increase in common prices expressed in ECUs.
The Belgian Minister went further and insisted that there must be no
reduction in the return to Belgian milk producers from a combination
of common price, MCA reduction and milk co-responsibility levy.
Secondly, the French would not accept any settlement for the marketing
year that did not include a reduction in German MCAs. Thirdly, as

we had agreed, 1 was not prepared to see any increase in the common
price of milk or any co-responsibility levy on milk that discriminated
against British producers.

Given these fixed positions - and it became quite clear that they
were fixed - there were only two possible scolutions: another
postponement of negotiations, with prices frozen temporarily; or a
settlement for the year that took account of the fixed positions of
the main negotiators. 1 was prepared for a postponement, and until
Thursday morning this seemed the likeliest outcome. But it would not
have been a good one: it would have caused a good deal of tension
and friction in the Community during the coming months; and it would
have made for a much more difficult negotiation in the autumn, when
the big increase in production costs would have made other countries
more anxious for price increases and the negotiation would have been
complicated by the need to deal also with New Zealand butter, the
future sugar regime, the Commission's costly structure proposals and
sheepmeat. A settlement on satisfactory terms would clearly be better;

and fortunately it proved possible to achieve this.

q /0n Wednesday ...
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Un Wednesday the Chairman, Mehaignerie, tried to adjourn for a few

days, no doubt so as to allow for pressures to be put on us in the
European Council. But most of the others were keen to carry on, and

on Thursday morning the negotiations came to their real crunch. Van
der Stee, the Dutch Minister, had put forward a compromise which looked
the only possible basis for further negotiation, if a settlement was

to be made for the whole marketing year: it included a price freeze

for milk; a 2% price increase for everything else; reductions of 1%

and 1% in the MCAs of Germany and Benelux respectively, but with their
MCAs on milk excepted from this and frozen; and a co-responsibility

levy at a flat rate of 1.06. We spent all Thursday morning om this,

and eventually, in a session limited to Ministers, I was able to get

a result that I thought acceptable and uatlsfactory. The price increase
was reduced from 2% to 1.5%; and the co-responsibility levy, was reduced
to its existing level of 0.5%.

The unsatisfactory feature of thiswas sugar, where it would clearly have
been better to have the same price freeze as for milk. But this was

not possible: Ertl made it absclutely clear that 1.5% on sugar was a
sine qua non for him. This was the only feature of the compromise that
did not conform with the requirements I set out in my Cabinet paper

and which the Cabinet endorsed. But I did not think it would be right
to break the whole negotiation on this one point. A 1.5% increase is
still a massive reduction in real terms, and effectively only 3% in
Germany itself. And the compromise secured all our other major
objectives: a freeze on the milk price, for the first time since we
Jjoined; and averagk common price increase of around 1.2%, which is also
much the lowest since we joined; and a wholly non-discriminatory
co-responsibility levy. Given the pressures for price increases on all
commodities and for a grossly discriminatory levy, this seemed to me to
be too good a settlement to throw away.

In fact the small price increase for sugar was far less important than
the Commission's proposal to reduce the B sugar quotas - equivalent to

a price reduction of 10 per cent. Gundelach gave this away on the very
first day. 1 got the Council to agree to consider next year's guotas
this autumn, and I shall press for strong action then; but his surrender
of the guota cut at the outset made any progress at this meeting
impossible.

Gundelach's conduct throughout left a lot to be desired. Apart from
giving up the gquota cut, he was very wobbly on prices generally, and
seemed quite ready, er French pressﬂfﬁfzfﬁ'ﬂTETTFa compromise
including price increases on all commodities including milk. At one
time 7 out of 9 Ministers wmmﬁcreasaa in

milk prices and I had to put strong pressure in private on Gundelach
50 as to retain his support of a price freeze. He would have settled

1l am sure for a 2% price increcase with a bigger co-responsibility levy.
His one aim seemed to be to get a big co-responsibility levy on a
discriminatory basis. When my opposition to the discriminatory basis,
and others' opposition to the size, removed this from the package
agreed on Thursday he took offence, and told the Press that he washed
his hands of the settlement, that it was a disaster and that it would
cost the budget a billion units of account (a nonsensical figure that

| seems to be made up mainly of the loss of the big discriminatory levy

/he did not ...




he did not get). Unfortunately this story got round the world before
any one could correct it, and most of the Fress coverage on Friday was '
gquite unjustifiably bad as a result.

The agreement on the main issues still left a lot to be settled, and
here 1 think we did quite well. We secured a UK subsidy of “12p per

1b on Community butter (much the biggest ever), paid for entirely by
Community funds, with an equivalent subsidy on New Zealand butter
covered by a reduction in the New Zealand Ievy - a very valuable
precedent for the future. Altogether this will mean direct or indirect
contributions from the Community to our subsidy of sbout X¥65m cver the
next nine months, and it reduces the food price index by 0.56%. We

got continued authority for a special subsidy to our Northern Ireland
milk producers. We got the 5% devaluation of the green pcound, without
having to pay anything for it in negotiating terms. I could not get

a special 5% devaluation for pigmeat: that pass, as I warned, had been
sold by our predecessors; but the general devaluation means that our
pigmeat MCA is now only 6.5%, compared with 28.2% only four months ago.
We got an increase in the Community contribution to our school milk
subsidy to the full level of the target price of 7p per pint. Finally,
we avoided having to subscribe to the Gentlemen's Agreement on phasing
out new MCAs, thus leaving our hands free for the future, while
securing the application of the ECU to the CAF for the whole of the
marketing year.

Despite the tough line I took throughout I am glad to say that relations
with the other Ministers are good. 1 think they recognise that we are
absolutely determined to get the milk surplus, which accounts for over
40% of the Community's agricultural budget, under control and respect

us for this determination, even if they dc not share it. They also
welcome our willingness to approach Community problems on a co-operative
and constructive basis. The test will come next year, when a similarly
tough settlement would begin to bite hard on farmers' incomes
throughout the rest of the Community, and really begin to get production
and the cost of the CAP under control.

I am sending copies of this letter to the Prime Minister, other
members of the Cabinet and Sir John Hunt.

Y{l.q J:ﬁwﬂ'—-]

F@w /i')w_fﬂh.

ﬂ PETER WALKER

Avproved by the Minister
and signed in his absence
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Mr. Walker's Statement on the Agriculture Council Meeting

Mr. Walker scored a modest Parliamentary success this morning.
lHis statement emphasised the successes of the price freeze for milk,
the overall level of price increase of 1.2%, the rejection of the
milk co-responsibility levy proposals, the 5% devaluation of the
Green Pound and - above all - the butter subsidy of 12p per pound.

He summed up his achievement as the price review with the
least increase in average prices and the biggest increase in
consumer subsidy since we joined the Community.

Mr. Mason, in his maiden appearance as Shadow spokesman,
described Mr. Walker as "the weak man in Europe' and said he had
betrayed the Commission and the British housewife and had failed
on pig meat, sugar and the proposal for a general price freeze.

Mr. Walker pointed out that under Labour the average price increase
had been 7.6% per year, while the mountains grew. The effect of

the butter subsidy on prices would be twice as great as the effect

of the overall 1.2% price increase. Bread would not be significantly
affected, sugar would go up by lp per kilo and the price of butter
would immediately go down by 6p per pound.

His statement was generally welcomed by Government backbenchers.
Labour backbenchers allowed themselves to degenerate into cheap
Jibes, which Mr. Walker dealt with in a dignified way.

Mr. W. Hamilton called him a "professional con trickster'" and was
sharply rebuked by the Speaker. Mr. Walker emphasised over and
over again the size of the butter subsidy and the generally low

level of the price increases.

fIn answer




In answer to questions about the net effect on our budgetary
contributions, he said that the details had not yet been worked
out but that he believed that in total we would be better off.

In response to complaints that he had promised more in the
House a week ago than he had been able to deliver, Mr. Walker
said that he had achieved a freeze on the major item in structural
surplus. He was sorry that it had not been possible to make
more progress on sugar, but the sugar in question was already
in the ground. He added that last yvear, when there had been
a substantial sugar surplus, the Commission had proposed an
inecrease of 1.16% and the Labour Government had in the end agreed
to a rise of 2%.

The overall impression was of a better deal for Britain than

Labour had managed to achieve on any single occasion; and the

House was, I think, impressed.

22 June 1979
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With permission Mr Speaker I would like to make a Statement about
a meeting I attended of the Council of Agriculture Ministers in

Luxembourg from 18 to 22 June to discuss CAP prices for 1979/80.

The surplus in dairy products has over recent years become by far

the heaviest burden on the common agricultural budget and now takes
more than 40 per cent of the total expenditure. I was determined

to see that this increasing burden was tackled by obtaining a price
Tfreeze for milk for the coming vear in spite of increasing costs

to producers that are taking place throughout Europe. After prolonged
discussions I am pleased to say that a price freeze for milk was

agreed for the first time since we Joined the Community.

-

The other commodity in substantial structural surplus is sugar,

and whilst the cost of financing this surplus is not of the pro-

portions of the cost of the dairy surplus it is neverth:less a sig-

nificant burden on the budget,

I supported whole-heartedly the proposals of the Commission to

reduce the "B" quotas for I believe that this is the most effec-

tive way of making significant progress in reducing Europe's sugar
surpluses, The Commission decided not to press these proposals for
the current year in view of the fact that this year's crop was
already being grown. 1 therefore urged that the Council of Ministers
should this autumn consider the quotas for the next growing yvear

and certainly T will be advocating proposals that will make a

significant step towards reducing these surpluses.




On prices the Council therefore agreed to a freeze on milk and a

1} per cent increase in price on other commodities but in the case
of Germany the 1} per cent increase would be reduced to a % per cent
because the Germans agreed at the Council meeting to reduce their
positive MCAs by 1 per cent. In the case of the Benelux countries

the increases will be reduced to 1 per cent as a result of } per

cent reduction in their positive MCAs.

The Commission, with support from some member states, pressed for
the introduction of-an increased milk co-responsibility levy with
a reduced rate for production below a certain level, which would
have discriminated heavily against the UK, I was not prepared to
accept this proposal and the Council eventually agreed that the
co-responsibility levy should remain unchanged on its present

flat rate basis of 0.5 per cent tous preventing any discrimination

against British farmers,

At my request the Commission put forward a proposal for a 5 per cent

devaluation of the green pound. This will take eflect on 2 July for

milk, beef, pigs and sugar and at the start of the next marketing
years for all other commodities. The effect of the devaluation will
be to make British agriculture more competitive both at home and

abroad.

I argued strongly the case for an additional 5 per cent green pound
devaluation in pigmeat MCAs but as 1 warned the House when we debated
the CAP price nepgotiations last Friday, the Council refused to give

a special green currency devaluation again for a specific commodity.
However the devaluation that 1 was able to secure will assist our
pigmeat producers and processors in competing with subsidised imports
because the devaluation obtained will mean that the remaining monet-

ary compensatory amount is only 6.5 per cent, compared with 25.2 per




cent four months ago,

The Council also agreed on small devaluations of the green French
franc and the Italian lira. The Council agreed to a regulation

confirming the use of the ECU under the CAP,

The FEOGA budget is currently running at £6,650million . The 14
per cent increase in prices will add £75million to expenditure,
But Britain's green pound devaluation will reduce Community expen-

diture by £90 million.

One of my main objeetives at this meeting was to lighten the burden
of the CAP on the UK and to bring some substantial benefit to con-
sumers, The Council agreed to a special UK butter subsidy with 100

per cent Community finance at a rate of 38 ua per 100kg. This

subsidy which will take effect immediately is equivalent to 12 pence

per 1b at the retail stage. The Council also agreed with my promsal
that the cost of reducing the price of New Zealand butter by the
equivalent amount should be brought about by a reduction in the
special levy rather than a direet UK Exchequer subsidv. The Council
also agreed to an inecrease in the Community subsidy on school milk

to 100 per cent of the full target price of 7 pence a pint.

The butter subsidy is by far the highest one that the United Kingdom
has ever received from the Community and more than double the subsidy
that ends in June. It will not only more than offset the effect on
butter prices of the 5 per cent green pound devaluation but will also
meet the increase in butter prices resulting from the devaluation
obtained by the last Government in March. A subsidy of 12 pence per

Ib on butter reduces the food price index by 0.56%.




"The Council agreed to authorise for a further year the payment of

‘ special subsidy to Northern Ireland milk producers.

The average price increases of 1.2% are by far the lowest we have
ever achieved. The freeze on the milk price is an important first
step towards reducing the surplus production which has grown out

of hand in recent years. We succeeded in the negotiations in pre-
venting discriminatory arrangements proposed by the Commission as
far as the milk co-responsibility levy was concerned. The negotia-
tions produced substantial benefits for our agricultural industry
through the green pound devaluation and substantial improvements for

the consumers through the doubled butter subsidy.




PRIME MINISTER

i According to preliminary reports an agreement has been

reached at the Agricultural Council involving:-

(a) An increase of 1% on all prices except
milk.
(b) Reduction of German mcas of 1% and Benelux

1% (except on milk).

Non-discriminatory co-responsibility levy
on milk of ¥
Devaluation of Green Pound of 5% as we

requested.

2a The Commission are not happy because of the likely
effect on the Community budget. (An extra 1 billion ua
according to Gundelach.) But it means that the question

is unlikely to come up at the European Council.

5« We are seeking urgent confirmation and will let you

know.

iy 3

21 June 1979

cec: Lord Carrington
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COUNCIL OF MINISTERS (AGRICULTURE) - 18/23 JUNE 1979

CAP PRICES,
SUMMARY,

1. SERIOUS NEGOTIATION BEGAN IN THE EVENING IN RESTRICTED
SESSION. AFTER TwWO HOURS OF DISCUSSION MEHAIGNERIE
(FRENCH CHAIRMAH) ASKED WHICH DELEGATIONS COULD ACCEPT A
PACKAGE INCLUDING A PRICE INCREASE FOR MILK OF 1 OR 1.25
PERCENT: A LIMITED REDUCTION OF POSITIVE MCAS LINKED WITH
THIS: AND A MODERATE CO-RESCPINSIBILITY LEVY. ALL DELEGATIONS
EXCEPT THE UK AND ITALY ACCEPTED THIS IN PRINCIPLE, AND
GUNDELACH SEEMED READY TO DRAFT A COMPROMISE O THIS BASIS.
ATALY AVOIDED ANSWERING THE GQUESTION. MR WALKER SAID THAT UNDER
NO CONDITIONS COULD WE ACCEPT AN INCREASE IN THE MILKX PRICE
AND ASKED HOW MANY DELEGATIONS COULD ACCEPT AN ALTERNAT|VE
APPROACH, WITH MO INCREASE I THE MILKX PRICE AND NO
ADJUSTMINT OF POSITIVE MCAS. VAN DER STEE (METHERLANDS) SAID HE AND
HE TEQUGHT, GERMANY, BELGIuUM AND LUXEMEQURG CGULﬁ ACCEPT THIS, WHICHT
HE REGARLDED AS A MORE ELEGANT SOLUTION. MEHAIGHERIE THEH HASTILY
ADUOURNED THE COUNCIL. MOST GF WEDNESDAY WILL BE
LEFT FOR BILATERAL CONSULTATIONS, WHILE MEHAIGNERIE
AND ERTL RETURN TEMPORARILY TO THEIR CAPITALS.
NECOTIATIGNS WILL RESUME IN THE COUNCIL AT TeM,” WITH
THE PRCSPECT OF AN ALL~NI1GHT SESSION,

/D Ern I

RESTHRICMED
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o, [N RESTRICTED SESSION MEHAIGNERIE SUGGESTED

ADJOURIIHG FOR TWO DAYS OR UNTIL NEXT WEEK, DOUBTLESS

TO ALLOW FOR PRESSURES TO BE EXERTED AT THE EUROPEAN

COUNCIL. 1MOST DELEGATIONS WISHED 10 CONTINUE NECO-

TIATION, HOWEVER, SO0 AS TO ESTABLISH WHETHER AGREEMENT

WAS POSSIBLE OR WHETHER 1T WAS NECESSARY TO

PROVIDE SIMPLY FOR A CONTINUING STANDSTILL OH PRICES

RID OTHER ARRANGEMENTS OM A TEMPORARY BAIS. ERTL (GERMANY)
FLOATED THE IDEA OF A COMTINUING STANDSTILL LINKED

WITH AN UNDERTAKING TO BEGIN PRICE DISCUSSIONS FOR 1983

IN NOVEMBER, BUT OTHERS OBJECTED. GUNDELACH REJECTED THE IDEA
OF FURTHER BILATERAL COMSULTATIONS SINCE POSITIONS WERE NOW
CLEAR : THE FUNDAMENTAL QUESTICHN WAS WHETHER THE COUNCIL Wil SHED
To INCREASE PRICES ACROSS THE ZOARD SO AS TO BE ABLE T0
REDUCE POSITIVE MCAS WITHOUT REDUCING PRICES IN NATIONAL .-
CURRENCI ES.

3, ERTL THEN SUGGESTED A GEMERAL PRICE INCREASE OF 1 PER CENT,
WITH CORRESPONDING REDUCTIONS IH POSITIVE MCAS AND A 4 PER

CENT DEVALUATION OF THE GREEW POUND. MR WALKER SAID THE HE «
COULD ROT ACCEPT ANMY INCREASE IN THE PRICE GF MILK AND THAT
IN CONFORMITY WITH THE COUNCIL RESOLUTION OF MARCH HE WAS
'El‘viTITLE]::'J LIKE ANY QOTHER COUHNTRY WITH A DEPRECITATED
CURRENCY, TO DEVALUE HIS GREEN CURRENCY AT HiS DISCRETION.
HE WISHED TO DO SO BY 5 PER CENT. ERTL CHALLENGED THE RIGHT
OF MEMEER COUNTRIES TO DEVALUE GREEN CURRENCIES AT WILL,
AND GAUTHIER SAUVAGNAC (MPRESIDENCY) INTERPRETED THE MARCH
RESOLUTICH AS MEAWING ONLY THAT MEMBER STATES COULD REQUEST
DEVALUATIONS, WHICH THE COUNCIL WAS FREE TO ACCEPT OR REJECT.
GUNDELACH LENT SCME SUPPORT TO THIS INTERPRETATION; AND
IMPLIED THAT HE WOULD PROPOSE A 5 PER CENT GREEN POUND
DEVALUATION ONLY BECAUSE THE MARCH RESOLUTION REQUIRED
THE COMMISSION TO PUT FORWARD SUCH PROPOSALS |F MEMBER STATES
REQUESTED THEM . HE WOULD NOT, HOWEVER, PROPOSE A 5 PER
CENT ADDITIONAL DEVALUATION FOR PIGMEAT SINCE IT HAD BEEN
WIDELY AGREED THAT THE FRENCH PRECEDENTS FOR DOING SO SHOULD
BE COMFINED TO FRAUCE. VAN DER STEE AND ERTL AGAIN EMPHASISED
| / YAE
RESHRIL.CIHED
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.f': IMPOSSIBILITY OF ANY REDUCTION IN PRICES IN TERMS OF
NATIONAL CURRENCIES, AND MR WALKER MADE IT CLEAR THAT HE_HAS
NoT SUGGESTING THIS BUT OHNLY A PRICES STANDSTILL FOR THE
STRONG~CURRENCY COUNTRIES,

4, MARCORA (1TALY) THEN SUGGESTED THAT PRICES FOR ALL
COMMODITIES EXCEPT MILK SHOULD BE INCREASED BY 2 PER CENT,
WITH A 2 PER CENT REDUCTION IH POSITIVE MCAS. FOR MILK
THERE SHOULD BE NO PRICE IHCREASE AND MO CHAMGE IN POSITIVE
MCAS., VAN DER STEE AND ERTL SAID THAT DIFFERENT

MCAS FOR DIFFERENT COMMODITIES COULD MOT BE ACCEPTED,

SINCE THIS YWOULD STRIKE AT THE CONCEPT OF COMMON PRICES.

2. ERTL THEN SUGCESTED A PRICE FREEZE FOR EVERY COUNTRY.

MR WALKER POINTED OUT THAT THIS WOULD.HIT COUNTRIES

WITH HIGH RATES OF INFLATION MUCH HARDER THAN THOSE WITH

LOW RATES, ERTL THEMl WITHDREW THIS AND HIS EARLIER PROPOSALS
AID LATER EXPLAINED PRIVATELY TO MR WALKER THAT HE HAD NOT .
INTENDED THE GENERAL PREEZE TO PREVENT THE 5 PER CENT

GREEN POUND DEVALUATION THAT WE SOUGHT,

6. AFTER FURTHER REPETITION OF KNOWN POSITIONS, MAHAIGNERIE
SAID IT WAS CLEAR THAT ALL DELEGATIONS WANTED TO COMCLUDE A
SETTLEMENT IF POSSIBLE, HE THEN ASKED EACH DELEGATION IN TURN
IF IT COULD ACCEPT A PACKAGE INCLUDING A PRICE I1NCREASE

FOR MILK OF 1 OR 1.25 PER CENT. A LIMITED REDUCTION

OF POSITIVE MCAS LINKED WITH THIS: AND A MODERATE CO-
RESPONSIBILITY LEVY., ALL EXCEPT MARCORA AND MR WALKER

SAID THAT IN PRINCIPLE THEY COULD. SUBJECT TO SATISFACTORY
RESSLUTION OF THE DETAILS. MARCORA %AVOIDED ANSWERING BY ASKING
HOW BIG THE CUT IN POSITIVE MCAS WOULD BE, HOW THIS PACKAGE
COULD BC RECONCILED WITH THE COMMISSION?S STRONG STATEMENTS
ON THE NEED TO AVOID A MILK PRICE INCREASE, AND WHAT THE
LEVEL AND ARRANGEMENTS FOR CO-RESPONSIBILITY LEVY 'WOULD BE.
MR WALKER SAID THAT ANY INCREASE IN THE PRICE OF MILK WAS
WAOLLY UNACCEPTAELE. HOWEVCR, ITS PRACTICAL EFFECT

MIGHT BE MITIGATED BY CHANGES IN POSITIVE MCAS AND CO-
RESPONSIBILITY LEVY, THE PSYCHOLOGICAL EFFECT OF SUCH AN
INCREASE WOULD BE TO SIGNAL TO PRODUCERS AND CONSUMERS THAT
THE COUHCIL LACKED THE WILL TC GET THE MILK SURPLUS UNDER
CONTROL. THIS \QULD THREATEN THE ENTIRE FUTURE OF THE CAP.

3 /7. MEARIGNERIE
RESM O




HEHAI CHERIE THEN ASKED GUNDELACH TO DRAFT A COMPROMISE
PROPOSAL Of THE BASIS OF HIS SUGGESTION AND GUHDELACH

SEEMED PREPARED TO DO SO. MR WALKER HOWEVER SAID THAT

HIS OWN COMSULTATIONS HAD MADE IT CLEAR THAT AN ALTERNATIVE
PROPOSITION WOULD COMMAND EQUAL SUPPORT. THIS WOULD FREEZE
COMMON PRICES AND MAKE 10 REDUCTION IN POSITIVE MCAS. HE
ASKED THAT DELEGATIONG BE ASKED TO SAY WHETHER THIS ALTERNATIVE
WAS ACCEPTABLE, VAN DER STEE SAID THAT HE COULD ACCEPT IT

AID HE THOUGHT THE OTHER BENELUX COUNTRIES AND GERMANY COULD
T00. HE REGARDED IT INDEED AS A MORE ELEGANT SOLUTION.

MEHAI GHERI E THEN HASTILY ADJOURNCD THE DISCUSSION UNTIL

LATER I}l THE EVENING. SUBSEQUENTLY HE INFORMED

DELEGATIONS THAT DISCUSSION WOULD RESUME AT 7PM ON WEDMESDAY,
TO ALLOW FURTHER TIME FOR BILATERAL CONSULTATIONS., |T EMERGED
THAT HE IWTENDED TO RETURN TO PARIS (AND THAT ERTL WOULD
RETURN TO BONH) ON WEDHESDAY BEFORE DISCUSSIONS WERE

RESUMED,

8. IN SUBSEQUENT BILATERAL DISCUSSION MR WALKER SECURED
A PROM| SE FROM MARCORA TO STAND FIRM IN OPPOSING ANY
PRICE INCREASE FOR MILK,

FCO PASS ADVANCE COPIES TOi~

FCO PS/SOFS, PS/LPS, PS/MR HURD, PS/PUS, HAZLE, POSTAN
CAB FRANKLIN, WALSH

MAFF PS/MINISTER, PS/MINISTER OF STATE (LORDS)

TSY ROBERTS ./

DAFS nﬂlﬁ, GORDAN

DANI JA
v RICH-T

FRAME AER! CULFrURE

comrES O
=D (T)

ADVANCE AAHRSESE E£38

ADVANC&EL AS {
REQUESHTD

s

RESIM CIED




A
@i [‘;’-.HTLM p
L V1) j,./p,-a, Z‘l&
The Prime Minister spoke with Peter Walker

in Luxembourg at 1045 tonight about Community
negotiations on milk prices.

Peter Walker said that he would not give
way on the price of milk, and that the Benelux
countries stood with the UE. The Italians
were sympathetie but could go either way.

The Germans might also deal either way.

The French delegation left the meeting
after lunch. Ameetingscheduled for the
afternoon was cancelled. Peter Walker
said the French had presumably gone to
brief Giscard for the meeting in Strasbourg.

The Prime Minister agreed that it was not
possible to go on compromising, and told
Peter Walker to stand firm, stressing that
we were utterly committed to change milk
policies even if a few other points were
surrendered.

Peter Walker agreed he would not budge,

and confirmed he would not be returning to
London tomorrow.

19 June 1979




Foreign and Commonwealth Office
London SWI1A 2AH

19 June 1979 \\#P

I understand that in discussion with FCO and Cabinet foiceLh
officials after the lunch for Signor Andreotti on 15 June the
Prime Minister asked how many days consumption the existing
Community surpluses of butter and beef represented.

We have consulted the MAFF. The answer in March 1972 for
butter is 10 weeks and for beef 1gdg§x§. The figure for butter

does not include stocks already in the process of disposal by
subsidy (eg UK butter subsidy, Christmas butter) or by export
refunds or food aid: these stocks were equivalent in March to
a further 10 weeks consumption. The Prime Minister may like to
know the corresponding figures for other commodities which are:

Skimmed Milk Powder 2 years {1)

Sugar 19 weeks

Wheat 1} weeks

Barley 2 days

Rye 9% weeks

Durum Wheat 21 weeks

Bread-making Wheat 24 weeks

Olive 0il 10 weeks

Wine 8 weeks
Notes

(1) Skimmed Milk Powder

Fa

If included food aid, subsidised use in animal feed, Expﬂrtﬁ?
refunds, surplus is equivalent to around 10 years.
(2) Olive 0il .

Much of this is likely to be sold at normal market prices next
year when Community production is expected to be considerably
lower; and therefore expect surplus around 5 weeks consumption.

bt

pi

(G G H Walden)

Bryan Cartledge Esq
10 Downing Street
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CONFIDENTIAL

PRIME MINISTER

CAP Prices and Green Pound Devaluation
(C(79) 20)

BACKGROUND
In his paper C{?g}/zu the Minister of Agriculture seeks the Cabinet's

endorsement of the line he proposes to take in the 18th June Agriculture

Council on Common Agricultaral Policy (CAP) prices and on the Green Pound,

Pt The House of Commons will be debating the price-fixing and other

agricultural matters on 15th June,
e e —r—

o Although the Minister of Agriculture envisages eventual concessions on
some products e. g. cereals, wine, olive oil, and is prepared to trade a price
increase for sugar for a cut in the production quota, his general approach
(paragraph 3 of his paper) is in line with the Manifesto commitment to insist
on a freeze in CAP prices for products in structural surplus and to oppose a

—
discriminatory milk levy. Itis also in tune with the views expressed in

——

Cabinet on 17th May, when the political importance to the Government of

sticking to its position on a price freeze was stressed (CC(79) 2nd Conclusions).
4, This approach was agreed by the Sub-Committee on European Questions

(OD(E)) on 11th June and is put to Cabinet now because of its tactical linkage

with the Green Pound and Budget issues rather than for substantive discussion.
5. The French are likely to make a determined push for a general

2 per cent price increase in order to leave room for a reduction in German

mcas. If, as Mr. Walker proposes, we stand firm with the Commission in
resisting this pressure, we can with Italian support - or in the last resort on

our own - block any increases on productsin surplus especially milk. But

there could be dangers for our BudEet objectives at the European Council if

President Giscard digs his heels in on a CAP price increase and we stand out

against it. Whether any such threat would be real or bluff can only be

assessed nearer the time. You might think it prudent, assuming that the
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Cabinet endorses Mr. Walker's proposals, to invite him to consult the Foreign

and Commonwealth Secretary and yourself if there is a risk of hig being

isolated, so that our position can be reviewed if necessary during your
European Council briefing session on the afternoon of Tuesday 19th June,
Green Pound
6, The Manifesto commitment (page 17) was to "devalue the Green Pound
within the normal lifetime of Parliament to a point which would enable our
e

producers to compete on level terms with those in the rest of the Community".

Te The Minister of Agriculture's proposals (paragraphs 6 and 9 of his

paper) are for a 71 per cent devaluation of the Green Pound for all
—

commodities from 2nd July, plus a tactical bid for an additional 5 per cent
e —

for pigmeat alone. These proposals are on top of the 5 per cent devaluation

proposed by the last Government and agreed in the Council in March, OD(E)

was unable to reach agreement on Mr, Walker's proposals, which thus call

—_—

for a decision by the Cabinet.

8. Mr, Walker justifies the proposed 74 per cent general devaluation as
necessary to restore confidence and profitability to British agriculture, as an
appropriate response to the farmers' demand for 10 per cent, and as the
amount required to deal with the crisis in the pig industry. (paragraph 7).

9. Discussion is likely to focus on:-

(a) the agricultural case for a 74 per cent devaluation. Although

Mr. Walker's paper (paragraph 5) points out that farm incomes fell
by 13 per cent in real termsin 1978, this was partly due to an

exceptional fall in potato prices = which are not covered by the Green

Pound arrangements, Taken together with the earlier 5 per cent

devaluation his proposals would imply an increase of almost 14 per cent

in farm support prices in the United Kingdom, even without any

increase in common EEC prices.

the 0.5 per cent addition to the retail price index (2.0 per cent on the

food price index) coming on top of the recent increase in retail milk

prices and the Budget VAT increases,
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(c) a 74 per cent general devaluation now might leave very little scope for

further Green Pound devaluations in later years to compensate farmers

for rising costs, especially if the Pound remains strong, We might then
—

find that we were forced to press for increases in the common prices

even of commodities in surplus in order to satisfy the needs of our

farmers. This together with the retail price effect is the main

argument against proceeding to an early abolition of mcas, We could

however declare our readiness to phase them out and the Foreign and

Commonwealth Secretary may argue that such a declaration would be
helpful in the context of our Budget contribution. The dispute over the

size of our budget contribution because of mcas will then rapidly disappea

whether by pressing for a Green Pound devaluation we weaken our
position in the price fixing, Mr. Walker does not believe that we will,
but it may be easier to secure the Commission's help for, say,
5 per cent than 74 per cent.
—

HANDLING

10. The Minister of Agriculture might be invited to introduce his

memorandum, and the Foreign and Commonwealth Secretary to report on the

OD(E) discussion, Thereafter you might find it convenient to take first the

proposed approach to the CAP price fixing negotiations, taking account of the

point in paragraph 5 above.

11. You might then move on to the Green Pound, The Chancellor of the

Exchequer might be invited to say whether the RPI effects of a 73 per cent

deviluation are tolerable in relation to his general economic strategy. He
may also want to probe the extent to which our partners might put pressure on
us to accept undesirable common price increases in exchange for our

devaluation, The Secretary of State for Trade may question the need for so

large a devaluation this year, arguing that more should be kept in hand for later

years. The Secretaries of State for Northern Ireland and Scotland will wish to

support a 73 per cent devaluation, though the Secretary of State for Wales may

be content with something less. The Lord President might suggest a compromise
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to seek a 5 per cent general devaluation plus a tactical bid for a further
5 per cent on pigmeat, but to fall back on a 6 per cent general devaluation if
the pigmeat proposal is blocked by the Danes and the Dutch. The Chancellor
of the Duchy might be invited to comment on the Parliamentary handling of the
debate on 15th June,
CONCLUSIONS
12. Subject to the discussion, you may be able to conclude that the Cabinet -
(a) endorses the proposed approach to the CAP price fixing negotiations,
subject to the Minister of Agriculture reporting to you and the Foreign
and Commonwealth Secretary on 19th June on the position then reached;
decides that we should go for a 5 per cent general devaluation together
with a tactical bid for a further 5 per cent on pigmeat, but should leave
the Minister of Agriculture freedom to go up to b6 per cent if the
pigmeat bid proves to be unnegotiable and if it can be achieved without

prejudice to our negotiating position on CAP prices,

MV

H

John Hunt

el

13th June 1979
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SUMMARY RECORD OF DISCUSSION DURING A LUNCH GIVEN BY THE PRIME MINISTER
FOR THE PRIME MINISTER OF NEW ZEALAND, THE RT. HON. ROBERT MULDOON,
AT 10 DOWNING STREET on 11 JUNE 1979 AT 1315 HOURS

Present: -

Prime Minister Rt. Hon. R.D. Muldoon, CH, MP
Rt. Hon. William Whitelaw, MP HE the New Zealand High
Rt. Hon. Lord Carrington Commissioner

. Mr. Alistair Bisley (Foreign
ht. Hon. Peter Walker, ME Affairs Adviser to the
Sir Harold Smedley (High Commssioner, Prime Minister)

Wellington) Mr. B.J. Lynch (Deputy High
Mr. B.G. Cartledge Commissioner

Butter

When the conversation turned to political matters, the Prime

Minister asked Mr. Muldoon how he saw the prospects for New Zealand
butter. Mr. Muldoon said that the Prime Minister had only to
remember one figure: 100,000 tonnes. This was the quota figure
which New Zealand wished to ﬂgreﬂ with the EEC. The proposals

put forward by Commissioner Gundelach were in general satisfactory,
subject to the insertion in them of the right basic quota figure.
The Commissioner's proposals met New Zealand's requirement for a
long term agreement with the Community, instead of annual aryuments.
Mr. Muldoon said that Commissioner Gundelach had told him that he
spent more time on the affairs of New Zealand than on those of any
other country outside the Community. Mr. Muldoon went on to explain
that unless New Zealand could achieve economic growth, she would
never be able to overcome the problems created by the world increase
in o0il prices.

Mr. Walker said that, when he had himself met Commissioner
Gundelach a few days before, the Commissioner had mentioned the
figure of 90,000 tonnes as a possible target. Mr. Muldoon
expressed considerable interest in this and commented that if a
compromise were eventually to be reached on a figure of 90,000 tonnes,
New Zealand could probably live with this: but in order to achieve
it, they would have to put in an opening bid of 100,000 tonnes.

CONFIDENTIAL
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Mr. Walker said that Mr. Gundelach's wvisit to New Zealand had produced
a very good and positive effect. There was, however, a problem
in the proposal that supplies of New Zealand butter should be limited
to a specified percentage of the British market. Mr. Muldoon con-

firmed that this would not be acceptable to New Zealand. The
Prime Minister said that she could well understand this, since the

UK market depended on the fluctuating price relationship between
butter and margarine. Mr. Walker pointed out that the other Members
of the Community believed that the market for butter would decline;
they consequently preferred to establish the New Zealand quota on a
percentage basis rather than commit themselves to a fixed quantity.

He thought that the Community might be prepared to offer, for example,
a figure of 110,000 tonnes, tied to a percentage of the UK market,

or alternatively a quota of 80,000 tonnes with no percentage link.

The British Government would need advice from the New Zealand Government
on the optimum figure between these extremes for which New Zealand
could settle. Mr. Muldoon said that New Zealand definitely wished

to avoid a percentage link but might be able to settle for a guota
of 90,000 tonnes with no such link.

Mr. Walker said that he thought that the New Zealand Government
had achieved considerable success in their careful cultivation of
EEC Members; they had created an atmosphere in which the Community
would feel acutely guilty about any measures which could be
represented as ill-treatment of New Zealand. New Zealanders should
maintain their diplomatic efforts. Mr. Muldoon commented that he
was trying to moderate his public comment on the EEC. Mr. Walker
added that the UK would have to work very hard on the Irish.

SheeE Meat

Mr. Walker said that the sheep meat problem would come before
the Council of Ministers in July. The kind of sheep meat regime
on which the UK was at present insisting would, he was sure, prove

unacceptable to the French. The Prime Minister made it clear that

/she had
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she had strong reservations about a sheep meat regime in any form.

Mr. Walker said that he thought that the UK should be prepared to

accept a regime provided that New Zealand's interests were adequately
safeguarded and that the regime allowed for the free export of UK

lamb to France, If the French were prepared to accept these conditions

E
well and good; if not, there would be no regime,

Mr. Muldoon said that sheep were New Zealand's single most

important product and an integrated industry, for wool as well as
meat, had been built around it. If New Zealand could not secure
a growth area in her exports, her economy would inevitably go down-
hill. In answer to a question from Lord Carrington, Mr. Muldoon
confirmed that New Zealand had developed a breed of lamb for the
UK market and that this type of lamb was unsaleable elsewhere.

Mr. Walker said that the UK should be able to make more room in
our domestic market for New Zealand lamb if we could export more

to the Continent. Lord Carrington said that the French would
either have to disregard the European Court's latest ruling or
agree to take in UK lamb; he thought that they would, in the end,
accept a regime of the sort we had in mind. The Prime Minister

said that the trouble with any regime was that its terms might

ve acceptable initially, but that these could subsequently be
modified., Mr. Walker pointed ont that this could only be done with
the agreement of all concerned, including the UK.

Mr. Muldoon told the Prime Minister that New Zealand had at
present a deficit of $250 million on her invisibles account with
the UK, although New Zealand had an overall trade surplus. 1If

New Zealand was pledged to accept a sheep meat regime, this would
amount to a loss of ground since, as the Prime Minister had said,
the terms of a regime could always be tightened. A Bill on beef
imports, which would allow the import of beef into the United
States only when this was necessary to make up for a domestic
shortfall, was currently under consideration by the US Congress
and, although modifications might be made to it, the "counter-
cyclical" formula had evidently been accepted. Mr, Muldoon went

/jon to say
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on to say that, in his view, the entire Common Agriculture Policy
was a nonsense so far as the UK was concerned: not only did it
have the effect of raising prices for the UK consumer but it

pledged the British Government to pay for this as well. The
Prime Minister agreed and mentioned a possible French proposal

under which the countries which produced agricultural surpluses
would become responsible for paying for them. Mr. Walker said
that he thought the French were talking only about future surpluses:
their purpose was to freeze British agriculture at its present
level of production, while safeguarding French agriculture which
had reached its ceiling. France was using the CAP to defend her
social structure. Unfortunately, it was not in the UK's power

to achieve a substantial reform of the structure of the CAP.

Mr. Muldoon said that he was inclined to question this, in view

of the fact that the CAP had already been subjected to significant
amendment .

Mr. Muldoon went on to say that he regarded the OECD trade
pledge as an exercise in diplomatic hypocrisy. Every vear one
of the nations which had signed the trade pledge tightened up
its restrictions against New Zealand's agricultural exports.

He thought there was so wide an understanding of the basic
weaknesses of the CAP that change slould surely be possible, The
Prime Minister commented that Chancellor Schmidt had a clear

understanding of these weaknesses but was unable to do anything
about it because his Agriculture Minister, Herr Ertl, belonged to
the other coalition party. Mr., Walker suggested that the UK

and New Zealand should keep in close touch on the tactics to be
pursued with the EEC; they clearly shared the same objectives.

Lord Carrington asked Mr. Muldoon whether Australia was
holding back from New Zealand's markets. Mr. Muldoon said that
there were informal agreements which had this effect; Australia
and New Zealand were co-operating in third markets. Negotiations
were in train which could result in a run down of Australia's

dairy industry. Mr. Muldoon repeated that the 15 per cent gap

/in New Zealand's
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in New Zealand's terms of trade could only be made up by achieving
growth, The New Zealand fruit industry, for example, was Erowing
fast but not sufficiently fast to pay for increased oil costs;

New Zealand's oil imports had cost $193 million in 1973, had risen
to $630 million in 1979 and would amount to $730 million in 1980.
The New Zealand Government were making slow progress with the
Japanese on fish. The Japanese hated to give ground but they had
agreed to use New Zealand's agricultural products for their food
aid programme, in return for some access to New Zealand's fishing
grounds. He had been advised not to embarrass the Japanese in
public but he had alsoc been told that he would not make progress
unless he did so; in his experience, the second line of advice
was the right one. Japan's access to New Zealand's waters would
be strictly controlled; New Zealand had already arrested two
Japanese fishing vessels, as well as ships from Korea and the
Soviet Union. So far as New Zealand's wool industry was concerned,
exports were increasing satisfactorily, especially to the West
Coast of the United States,.

LThe discussion concluded with some exchanges on the forthcoming
Commonwealth Heads of Government Meeting in Lusaka, which have been

(.

L]
.

recorded separately./

11 June 1979

COMFIDENTIAL
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PM/79/53

PRIME MINISTER

1. At their meeting this morning the Sub-Committee on European

Questions (OD(E)) considered two papers by the Minister of Agriculture.
——
2. The first outlined his approach to the forthcoming Common Agri-

cultural Policy price negotiations, which are due to begin at the
18 June Agriculture Council, and was endorsed by the Sub-Committee on
the basis of paragraph 4 of his memorandum OD(E)(79)13. (copy attached).

3. The second paper OD(E)(79)12 proposed a 7% Green Pound devaluation

—
from 1 July together with a further devaluation of 5% on pigmeat.

The Sub-Committee were unable to reach agreement oﬁis proposal.
This was mainly because such a devaluation would increase the retail
price index by G.Ei which would be in addition to any increases
attributable to tomorrow's budget; a devaluation of this order would

also leave little room for further Green Pound devaluation to offset

agricultural cost increases in future years.

4. This issue needs to be settled before the Agriculture Council
— T T

on 18 June. I therefore suggest that the proposed devaluation of

the Green Pound be discussed at this Thursday's Cabinet on the basis
——————

of a memorandum by the Minister of Agriculture (already commissioned

by the Sub-Committee) coq?ring both CAP prices and the Green Pound.

-

5. I am copyving this minute to all members of OD(E) and to Sir
John Hunt.

(CARRINGTON)

Foreign and Commonwealth Office

11 June 1979
CONFIDENTIAL







NOTE O0F A MEETING BETWEEN THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD
AND COMMISSIONER GUNDELACH: 7 JUNE 1979

Present.:
Minister of Agriculture, Commissioner Gundelach
Fisheries and Food Mr Villain(hirector-General DGVI)
Minister of State(C) Mr Bauman(Commissioner's Cabinet )
Permanent Secretary
Prinecipal Private Secretary € a
- -

NEW ZEALAND

1) b
The Commissioner reported that his visits to New Zealand and Australi
had both pone well, He had negotiated a satisfactory agreement with the
Australians which he hoped would survive official scrutiny.

The Commissioner said that it was clear that New Zealand would collapse
without EEC support. It needed the EEC market for its lamb and for a
reasonable share of its dairy products. The New Zealand Prime Minister
had been in a tough mood when he had arrived, being even more scared of
what the EEC would propose for lamb than for bulier. The Commissioner
had undertaken to continue to import substantial quantities of butter and
agreed that it would be best to submit a report to the Council before

the Summer Recess on the concept of the arrangements, leaving the figures
and other details to be discussed in a restricted Council after the summer.
Speaking entirely without a mandate the Commissioner had proposed that
New Zealand and ithe EEC should discuss permanent arrangements for the
import of New Zealand butter on a Community basis, rather than, as at
present, under a special transitional measure for the United Kingdom,
That suggestion had transformed the atmosphere. It had enabled dis-
cussion to take pleace about the modalities. It was clear that New
Zealand would now be more co-operative with the Community, having been
assured that permanent arrangements werec envisaged,

The New Zealanders had indicated that they were prepared to settle on
the lines of the Commission proposal for a sheepmeat regime, but that
their position would be different if anything further was proposed.

The Commissioner had replied that the days of heavy market support
arrangements were over. He had emphasised that he was not proposing
formal GATT consultations on the reduction of the 20% tariff, but a
Iree deal involving a ecut in the tariff in return for restraint on the
sendings. The Commissioner thought that New Zealand would be unable to
increase its production of lamb because ihey lacked the financial res-
ources for highly intensive pgriculturse

Reverting to butter, the Commissioner said that he had suggested estab-
lishing a fixed relationship between the New Zealanders cif price and
the EEC intervention price, to avoid anrual haggles anbout price levels,
lle had warned them that the relationship must be set at the right level
at the outset so that New Zealand did not add to other pressures for
higher EEC intervention prices. As for the levy, he had proposed that
New Zadand should debond regularly during the yvear so as to avoid squab-
bles about the amount of the levy. Ihe Commissioner proposed that all
these elements should feature in & report to be submitted before July.
It would not contain figures, but he was thinkine of a cut of 10 j_JU‘{}‘
tonnes in the quotas for 1979 and 1980 with a further degression to
90,000 tonnes, He had warned the New Zealanders that less benevolent
EEC Ministlers were envisaging annual quotas no higher than 80,000 tonnes.
The Minister took note and said that he was plecased that the trip had
proved so constructiive,

In & short discussion of Australian attitudes towards Ewrope, the Minister
mht}"l'.l.-::-;nlﬁ;-.iun;-r agreed that Ausiralia now realised that it needed to
maintain its European links and could not rely solely on the USA and dJapan.




The Commissioner thought that there would be little difficulty with the
Australian component of the Multilateral Trade deal and that most EEC
wnisters, particularly the French and German, would be more anxious

Wui the US ratification of the outcome of the MTINs.

PROSPECTS FOR PRICE FIXING COUNCIL - JUNE 18

The Commissioner said that his main task at the price fixing would be
to tackle the public scandal of the milk and sugar surpluses. He would
have to make it clear that he was not prepared to consider other matters
until these issues had been settled. The Minister interjected that he
was anxious to avoid the development of an atmosphere in the Council whi ch
would allow increases elsewhere in return for freezing the price of milk
and sugar., The Commissioner agreed and added that he was anxious to avoid
the sort of manoeuvring between Ministers which had lead to the unsatis-
factory prices settlement last year. The French wanted increases in
prices to allow the positive MCAs to be dismantled. They had already
made two mistakes in thinking:

(1) that the Germans had agreed to the abolition of their

positive MCAs in return for a price increase; and

(2) that the Germans wonld press for a price increase,
The German attitude was that they would accept a price increase if it
was of fered, but they would not press for one, Now the French were
making a third mistake in thinking that the Germans would cut all their
positive MCAs if increases could be negotiated in the prices of some but
not all commodities. The Germans would not wear this. Despite being told
repeatedly that no increase was possible in the prices of milk and sugar
the French would press for one on these commodities and for cereals.
Their attempt would founder because the Germans would not agree to
abelish all their positive MCAs on this basis.

The Commissioner sensed that the Germans and the Dutch would prefer

to leave matters as they were, except that they acknowledged that some
action must be taken to reduce the surplus of butier. The French, on
the other hand, thought the credibility of the EEC would be damaged if
it took no action whatsoever. The Commissioner agreed with the French,
and therefore proposed to deal effectively with milk. However, he felt
bound, in view of his responsibility to aim at a settlement, to test
the atmosphere on cereals,

The Commissioner continued that he did not intend to change his price
proposals, He would table figures, in a working paper, on the develop-
ment/costs since the presentation of the price proposals, but he would
not change the proposals themselves. There would then be considerable
discussion revealing great differences between the attitudes of dele-
gations towards price increases. The attempt at a Presidential compro-
mise would then ensue, to be met with the usual rejection, The Commis-
sion would then propose the usual compromise which would have to cover
monetary matters, sheepmeat and the wine package [(where he needed EEC
agreement on the structural part so as to be able to confront Spain with
a fail accompli, forcing her to reduce production), He would have liked
to solve the potatoes issue, but the Community had so far failed and -
the Cyprus potato season was now over, It could, therefore, wait until
the autumn., There could be no discussion of alcohol or structural policy
and he wished to aveoid a major discussion on' fruit and vegetables. He
indicated that he would not move on sheepmeat,

The Minister replied that he saw a basis for settlement on sheepmeat as
prices had begun to converge. The verdict of the Eurcpean court case
was expected in July. The UK was perfectly willing to attempt progress
on the lines of the Commission proposal.
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summing up his view of the prospects of the price fixing, the Commissioner
. ard that it must cover effective action on milk, an attempt at resolution
“ the issue of Monetary Compensatory Amounts, and that this ldter would
turn create pressure for an increase in cereal prices from Belgium,
France and Holland (though Dutch officials seemed to be more intent on
one than the Dutch Minister).

The Minister said that he was opposed to'an increase in the price of
cercals. As for milk he would prefer a cut in the intervention price,.
The co=-responsibility levy was very unpopular in the United Kingdom

and he could not accept exemptions for smaller farmers, The UK was

in deficit 1n dairy products; its

liquid milk consumption was higher than elsewhere, fits industry was more
efficient, despite operating at lower price levels., It was therefore
politically impossible for him to agree with the Commission proposals.
The Commissioner replied that the Community would not now face such a
disastrous situation in the milk market if his proposals for the sus-
pension of intervention had been accepted last year. PBut the faet of
the matter was that they had not been accepted and that 8 Member States
would prefer action through the co-responsibility levy. 1In his view
smaller producers were a dying breed and were producing comparatively
little milk, The big inerease in production had taken place elsewhere,
for example in the United Kingdom, Holand and Ireland. France and Italy
had not significantly inereased their production and elsewhere it was
static or in decline. The big increases had come from soya based pro-
duction in the Netherlands. France was not seeking to hit the UK in its
proposals for wider exemptions for the smaller farmer.

The Minister observed that the French proposals nevertheless would hit

the United Kingdom. The new British Government faced a great task in
keeping the county pro-EEC, The cost of the CAP was the big issue in

the European Election, He could not, therefore, agree to a new device
which was loaded acainst the UK. He had said publiecly that the inter-
vention price should be cut. Despite this, he was prepared to consider
an increase in the levy which would be unpopular. UK producers' incomes
would fall anyway this year and he could not expect producers to accept
the Commission levy proposals on top of that., He warned that he would have
to dig/his heels over it.

The Commissioner said that he could understand the pschology but not
the substance of the Minister's argument against exempting smaller pro-
ducers. Other Member States would not agree to the French proposal
that production under 100,000 kg per year should be exempt. jut they
would accept a lower level of exemption, The question was whetither the
levy should be at a flat rate or progressive, accelerating with increases
in production. He thought that the Council should have the courage to
provide for an automatic increase in the levy so as to guard against a
temporary increase in production as producers took evasive action. The
Minister thought that the Council would find it hard to agree to an
automatiec progressive levy. His own position was that he would be pre-
pared to examine the case for further measures if the market imbalance
deteriorated next year. But it would be difficult to defend an auto-
malic progressive levy when other options, like price reductions, could
be used, It would be better to indicate that a tough policy against
surpluses would be pursued over several years, that Lhe range of
methods for tackling surpluses was limited,but that Ministers would use
one or more of them in lhelr resolve to achieve their objective,

The Commissioner agreed that an automatic progressive levy was not the
only mechanism. [e did however set his face against quotas, He
had argued often with Halph Howell MP in the European Parliament, who
seemed attached to such a solution., He would rather quit the Commission
than agree to quotas. Nor would he agree to the removal of the cost of
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surpluses from the EEC budget, as Commissioner Tugendhat had reported
theai the French were proposing.Such a move, which could signal the
e tual re-nationalisation of the common milk policy and eventually

the¥entire CAP, Besides, the limit on budgetary expenditure was the
only weapon that he could use in forecing the Council to act respons-
ibly before the decisions were taken out of its hands,.

OTHER POINTS

During and after lunch the following points were discussed, The Commis-
sioner promised to accelerate the finalisation of the regulation govering
the activities of the Milk Marketing Board. The Commissioner re-emphasised
his determination to tackle surpluses of foodstuffs this year before the
limit on expenditure intervened to take the mattier our of the hands of
the Arricultural Council. He said that he would resign if he did not
succeed, The Minister mentioned that the Government would be considering
the position of the green pound next week. He realised that the UK pig
industry, which was in a very bad state, could not expect relief from

the further recalculation of the pigmeat MCAs. The industry faced a
growing threat from Dutch imports based on manicc. The Commissioner
reporied that he had visited Thailand where manioc production was ruin-
ing the land and that he had promised assistance to Thailand to diversify
its agriculture. On his return his report had been well received except
by the Dutch. His coming report on the development of costs would upset
them even more, because it would conclude that northern Europe was
wasting energy in heating hot houses. Ample free supplies of solar
energy were available in the southern parts of the Community. He indi-
cated considerable personal aversion to the production of milk from cheap
imported American soya which he regarded as an unnatural, unreliable

and "monstrous" process.

FISHERIES

The Commissioner raised the issue of Britain's reserve on the Senegal
Agreement. The Minister replied that he had now decided to Lift 1t

as a gesture of goodwill and would be informing the Italians straight
away. The Commissioner agreed with the Minister that it would be quite
counter-productive to hold a Council in June devoted to discussion of the
UK national /measures and promised to makeevery effort to persuade the
Germans, Dutch and Danes to appeal to the French to call it off. He
proposed, however, and the Minister agreed, that the UK representative
at COREPER should be prepared to allow discussion of the measures for
fornls sake., MHe noted the political imperatives that forced the Minister
to proceed with the national measures on July 1 and promised that the
Commission would agree with the substance of them, though it would
have to reserve its position on the timing, He hoped that the Council
could agree to move to 90mm mesh sizes by 1981,

Finally, he recommended that the Minister should meet the Danish Fisheries
Minister as soon as possible and the Minister informed him that a meeting
was planned for 21 June.
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‘:}t for facts, but for ideas on how the position could be

Forrected. President Giscard said that he could agree to this.

The Council could conclude that a problem existed and ask the
Commission to suggest ways of correcting distortions in the situation.
1t would be necessary to work closely with the Germans and to

have discussions with them behind the scenes.

CAP

President Giscard said that France had earned a bad reputation
so far as the CAP was concerned and he wished to change it.
France was the larpest producer of agricultural products in
the Community, although in some areas such as meat and dairy
products she was not the most competitive. France wished to
compete on fair terms. The French Government would, he
repeated, be glad to sec the MCAs eliminated but any such move
was blocked by the UK's attitude on the question of a price freeze.
It was difficult for any Government to reduce the prices payable
to their farmers: Chancellor Schmidt had agreed to reduce the
MCAs provided that there was a nominal increase in prices at the
same time. An increase of 2%, for example, would reduce
positive MCAs to zero. It would be possible for the UK to
share this position while opposing any increase in the prices
of products which were in surplus. President Giscard said he
hoped the British Government could reconsider their attitude on
this matter. France, for her part, had no desire to increase
the surpluses still further and was, indeed, prepared to
contribute to their reduction. France was nevertheless
profoundly attached to the principle of a single market in
agriculture and to the maintenance of 2 barrier around the
Community against the rest of the world. Although the proposal
was still confidential and he did not wish the press to learn of
it, the French Government was thinking of suggesting that a
system should be devised in which those countries which were
responsible for ereating the agricultural surpluses should also

be responsible for financing them.

/The Prime Minister




g
Gl Latnn 5 e

(e L e ILI "
B g T o 11’6—&.#1,

Bt~ K be hed
l’.l..w.‘:_'-":_.l-—u.-f_'a-rf. ) I

H' ih-(h A f

I_""‘“--v\.u._

)




The Prime Minister pointed out that the UK was quite capable

.‘ engaging in fair competition but could not be expected to
compete amainst subsidised produce. She expected heavy competition
from France and Germany in manufactures, an area in which the
UK was herself less efficient, but the UK's efficiency in

agriculture did not bring a fair reward. President Giscard

commented that the UK would encounter problems in endeavouring

to chanpge the situation - not from France, but from countries
such as the Netherlands, Denmark and Ireland. If the UK were

to concentrate her efforts at reform on the problem of
apricultural surpluses, she would encounter no adverse reaction
from France; there would, however, be a French reaction if the
concept c¢f the single market for agriculture were to come under
attack. The organisation of the CAP and the method of financing
it were different gquestions.

EMS

Turning to the EMS, the Prime Minister noted that the review

of the exchange rate system would be taking place in three months'
time. The UK had, at present, a high exchange rate for sterling,
not because of the UK's economic performance but because of North
sea oil. The Government needed to keep the rate high for the
time being and this would make it difficult to enter the EMS
straight away. It might, however, prove possible at the time

of the exchange rate review to swap some of the UK's reserves

for ECUs. In the longer term, the UK was keen to join the
European Monetary System if this was feasible. President Giscard

commented that it was not necessary for the UK to reach a
‘final decision on joining the EMS guickly. It would, however,
be significant if the UK were to create the conditions for
Jjoining; he recommended a progressive approach to entry, which

would be better than to attempt to move too fast.

JAt 1215
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CAP PRICE PROPOSALS 1979/80

Thank you for sending me a copy of your letter of 16 May
to Peter Carrington about the need for a debate in the
House on CAP price proposals before the Agricultural
Council meeting on 18 June. :

1 entirely agree that we should have a debate. Apart
from the Parliamentary proprieties of the situation, a
debate in the House a few days before the Agricultural
Council meeting is likely to provide a timely reminder

to our partners of the concern felt on all sides about
the present CAP and, particularly, its cost to the United
Kingdom.

In the meantime, as you know, we are having a Welsh Affairs
debate in the House tomorrow. I shall, of course, be making
some reference to Welsh agriculture and, in that context, will
have to make at least a passing reference to the CAP.

However, I shall simply say that we share the Commissiocn's
anxiety to attack the Community's structural surplus through
the price freeze but will also seek to ensure that the
elimination of surpluses and waste is not achieved at the
expense of this country's efficient producers, especially,

of course, our milk producers.

I am copying this letter to the recipients of yours.
I L e
Nel
Sy

The Rt Hon Peter Walker MP

Minister of Agriculture, Fisheries and Food
Whitehall Place

LONDON SW1A 2HH
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CAP PRICE PROPOSALS FOR 1979-80

Peter Walker wrote to you on 16 May about
the timing of a debate in the Commons on
the 1979/80 CAP price proposals.

I recognise the desirability of fitting in
the debate on CAP prices before the Council
of Agriculture Ministers on 18 June. fe

have planned for a debate on 15 June and I

will do my best to keep to this date.

I am copying this to the recipients of
Peter Walker's letter.

o

The Rt Hon Lord Carrington KCMG MC

Secretary of State for Foreign & Commonwealth
Affairs

Foreign & Commonwealth Office

Whitehall

Downing Street

LONDON SW1
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Note of the Prime Minister's Conversation with the President of
the European Commission, Mr. Roy Jenkins, at 10 Downing Street,
on 21 May, 1979, at 12 noon

Present:

The Prime Minister The Rt. Hon. Roy Jenkins
Mr. Michael Franklin Mr. Crispin Tickell

Mr. B.G Cartledge

After welcoming the President of the Commission, the
Prime Minister said that it would not be necessary to repeat to

him the Government's general approach to Europe, which was

that inherited by the Conservative Party from Mr. Macmillan and
Mr. Heath. There could be no question of the UK ever again
standing outside Europe, and the Government was fully aware of
the great advantages which accrued to the UK through her member-
ship of a larpger group of nations. The UK would continue to
fight her corner in the Community vigorously, but this would

be done against an overall background of cooperation with her
partners. The Prime Minister said that the EMS posed problems
for the UK since the Government wished to retain a high exchange
rate for the pound fa the time being: the outlook on inflation
was not good, and it was doubtful that the UK would be able to
enter the EMS in September, although she would probably be able
to give a demonstration of her good intentions by swopping some
of our gold and dollar reserves for ECUs. The Prime Minister
said that she was not persuaded that the EMS could in itself
bring about the convergence of the EEC economies; this could
only be done by the adoption of convergent policies by the member

governments.

Mr. Jenkins said that he thought that the argument in favour

of UK entry into the EMS in the autumn was that late joiners
were apt to suffer disadvantages, just as the UK had done in
relation to the EEC as a whole. The Prime Minister agreed, but

/ pointed
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pointed out that no one could have foreseen that the CAP would

have to operate in circumstances of such wide currency differentials,
and of such high levels of MCAs. The structure of the CAP made no
sense in current circumstances. The Prime Minister said that she
did not complain about the fact that, as a result of the UK's lack
of competitiveness in the industrial field, Europe enjoyed
unchallenged access to the UK market for manufactured goods. She
did, however, complain about the fact that in agriculture, where the
UK was so much more efficient than her continental partners, the UK
was denied an equivalent market for her agricultural produce. At
the moment we were losing all ways round, and on fish as well.

The present structure of the CAP could not last, and something

had to be done about it. Mr. Jenkins said that the budgetary

allocation to the CAP was immense: but this problem should not
be confused with that of the structure of the CAP itself. It was
not possible to solve the problems of the Community budget by way
of reforming the CAP, although a further escalation of the cost
of the CAP could and should be prevented.

Mr. Jenkins went on to say that the Commission completely
stood by its commitment to a price freeze for agricultural
products which were in surplus, and wished in addition to do
something about milk by means of the co-responsibility levy.
If the cost of the CAP were allowed to escalate further, any

effort to solve the problem of the Community budget would be

neutralised. The Prime Minister told Mr. Jenkins that the UK

would stick firmly to the VAT 1% ceiling. Mr. Jenkins expressed

some doubt as to whether this could in itself contain the cost
of the CAP.

Mr. Jenkins said that everying he had heard from German
sources indicated that Chancellor Schmidt's wvisit to London had
gone very well: but he gathered that the Prime Minister had found
the Chancellor very hard on the subject of the budget. The
Prime Minister said that she had been astonished to find a

Jdisposition
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disposition on Chancellor Schmidt's part to argue about the
facts. Mr. Jenkins said that there was good reason to believe
that what the Prime Minister had told Chancellor Schmidt about
the budget had sunk in, and that the Chancellor was now much
more disposed to recognise that there was a problem. The
Prime Minister said that she, for her part, was deeply alarmed

by the budget situation: partnership implied a just and
reasonable deal for everybody, and the UK was not getting one
from her EEC partners. Against this background, it was
difficult to sell Europe to the British people. The Community
approach to fisheries policy also hit the UK very hard: without
some give on this issue, as well, it would be difficult to rally
the British people to Europe.

Mr. Jenkins said that it had to be borne in mind that the
UK was operating against the background of the renegotiation
which had produced the present financial terms: there was a
disposition to argue that the UK had made her bed, and should
lie on it. It would be difficult to achieve the necessary
adjustments unless the UK was seen to be co-operative in other

fields. The Prime Minister said that it was important that

Commissioner Gundelach should stand firm on farm prices.

Mr. Jenkins replied that the Commissioner would do so so far

as products in surplus were concerned, and also on the co-
responsibility levy for milk. The Commissioner's concern was

that the UK might destroy his efforts by its attitude to the
co-responsibility levy. It would be a mistake to assume thatz

all British agriculture was efficient and all continental

agriculture inefficient; in some areas, the difference in sf{ficiency

was in fact very small. The Prime Minister said she could znot

have British dairy farmers paying the co-responsibility levy
when less efficient farmers were exempt.

Turning again to the budget, Mr. Jenkins said that it would
be important for the UK to aveid giving the impression that zhe
budget was the only focus of interest. The first essential,
however, would be to ensure that the budget would be accordss
full and serious discussion at Strasbourg. President Giscar3,
whom the Prime Minister was shortly to meet, would not be ke=12 to
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give ground on budgetary matters, and he, as President of the
Council, would havg a major say in the Strasbourg agenda.

Mr. Jenkins said that he did not think that it would be

realistic for the BritishGovernment to aim at a solution

to the budget problem in June: the right strategy might

be to aim at achieving a solution by the time of the December
European Council, under the Irish Presidency. The Prime Minister

commented that the first essential would be to secure an agreed
statement of the facts of the budgetary situation. Mr. Jenkins

said that there was no dispute about the broad essentials

of the position; t was perfectly possible to demonstrate what
had happened in 1978, and also what would have happened

in that year under the 1980 rules. The difficult guestion

was to arrive at an agreed assessment of the impact of the

MCAs ., In the UK, the MCAs benefited the consumer and the
Treasury, but worked to the disadvantage of the farmers,

whereas in the FRG the situation was reversed. The Prime Minister

said that, even on the basis of the method of payment agreed
in 1976, ie. that MCAs were paid to the exportirg country, the
UK remained the second largest net contributor to the Community
budget. Mr. Franklin interjected that the UK would, on the same

basis, be the largest contributor if it were not for the

transitional arrangements. The Prime Minister quoted the figures

in her brief for the net transfers by and to EEC Member States
in 1978 and Mr. Jenkins confirmed that they agreed with his own.

Mr. Jenkins went on to point out that, although it was possible

to be clear about the position in 1978, there were a number of
uncertainties surrounding the outlook for 1980. It neverthe-

less looked as if the UK would remain in net deficit, to the
order of 1,440 million ecus if MCAs were attributed to exporters and
1,040 million ecus if they were attributed to importers. In 19280, the UK would
probably be paying approximately 20 per cent of the Community
budget while accounting for only 15 per cent of the Community's
total GNP.

/ Mr. Jenkins
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Mr. Jenkins said that the collective mind of the Community

had been shifted so far as the issue of agricultural prices was
concerned but was only just beginning to focus on the problem
of the budget. He was bound to say that the approach adopted
by the UK to other Community issues in recent years had not
helped her case on the budget. Mr. Jenkins said that he would
like to offer a word of advice about the position of Italy.
Italy, like the UK, was in deficit sc far as the budget was
concerned - although to a lesser extent than the UK - but

the Italian deficit seemed to be more ecyclical than structural
and could cure itself within the next two or three years as

a result of otaer factors. This meant that the
same remeédies might not apply to both countries and that it
might be more advantageous to the UK to seek a separate solu-
tion rather than a joint UK/Italian remedy. The Prime Minister

commented that to ask for a separate solution seemed to her
to be a bad negotiating position.

Mr. Jenkins said that the other members of the

Community were antipathetic to the consideration of the UK
as a permanently less prosperous country. They were inclined

to take the view that the UK's lack of prosperity was largely
her own fault; and the argument that the payment of money
across the exchanges, as a result of the budget structure,
actually held back the UK's rate of growth was on the whole
unpersuasive in the Community. It would be better to argue
that the effect of Community policies on the UK should be
looked at overall and for a significant period in the future,
from which it would be evident that the UK was not being given

a fair deal.

The Prime Minister said that she fully accepted that the

UK could and should be wealthier: but the new Government would
not be able to turn the economy round if they were saddled

/ with a drain
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with a drain of public expenditure resulting from the Community budget.
She was still a little shocked that the basic facts should not
be generally admitted.

The Prime Minister then referred briefly to the dispute
between the Commission and the British Government over the
order given to Harland and Wolff for a British Rail Ferry.
The Prime Minister said that whatever excuses the UK was
obliged to offer, Harland and Wolff would certainly get the
order. Mr. Franklin asked Mr, Jenkins whether he would be

willing to loock into the matter with Commissioner Vouel or
whether he thought it better that a British Minister should
pursue it with the Commissioner. Mr. Jenkins said that he
would certainly take the problem up himself but that the
British Government could pursue it with Commissioner Vouel
in parallel.

The Prime Minister then mentioned the Interest Relief

Grant Scheme for offshore supplies. Mr. Jenkins said that he

regretted that this matter had been taken up with the Government
immediately after the Election: but the Commission had been
reluctant to raise it during the Election campaign and Commissioner
Vouel had been determined to put the problems on the desks

of the last Government before it left office. The Prime Minister

said that the Government was watching Mr. Davignon's activities
over steel with some circumspection: they were apprehensive

lest protectionism should enter the industrial sector as

it had the agricultural. Mr. Jenkins assured the Prime Minister

that Mr. Davignon did not have a protectionist attitude.

The Prime Minister asked Mr..Jenkins what the UK could

do to give the Community evidence of its good intentions,

Mr. Jenkins replied that much, but not everything, could be

done by using the right words, as the Foreign and Commonwealth

/ Secretary had done
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Secretary had done during his first meeting with his European
colleagues. More practically, energy was a field in which the
UK had both the resources and the experience to make a posi-
tive and constructive contribution instead of dragging her
feet as she had done in recent years. Secondly, he was con-
vinced that the UK should agree to a settlement on fish;

the last Government had been very close to one. The Prime
Minister said that she toock a very hard line on the fisheries
issue. Fish had been declared a common resource just before
the UK's entry into the Community despite, or because of, the
fact that the UK had the lion's share of the Community's fish-
ing waters and of the Community's fish. When Mr. Jenkins

referred to the possibility that a 12-mile exclusive =zone
combined with a quota system up to a 50-mile limit might pro-
vide the basis for a settlement, the Prime Minister said that

she was opposed to quotas which were difficult to mounitor.
There could be no question of allowing Spain to enter the
Community unless a settlement had been reached on fish in
advance.

Reverting to the subject of energy, Mr. Jenkins said

that it was clear that the Economic Summit in Tokyo would be
dominated by energy issues. The Prime Minister said that she

found it hard to see what specific agreements on energy the
Tokyo Summit could reach. She was concerned that the EEC, and
the West as a whole, had never played all the cards which they
held in order to exert pressure on OPEC. Co-ordinated research
needed to be done on this so that the West was in possession

of all the facts which could form a basis of her bargaining
position. Europe's agricultural surpluses, which were a bur-
den in someée respects, could turn out to be an asset in the con-
text of negotiations with OPEC. Mr. Tickell commented that

the CIA had produced a study of this subject in 1976.

Mr. Jenkins said that this whole subject would be very

suitable for discussion after dinner in Strasbourg.

/ The Prime Minister
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The Prime Minister told Mr. Jenkins that the UK would

need the help of her partners over Rhodesia. Mr. Jenkins

said that the reaction to what Lord Carrington had said on

this subject at his first meeting with the EEC Foreign
Ministers had not been as negative as might have been expected.
The other Governments of the Nine would inevitably take some
time to adjust to the UK's change of policy but the initial
reactions of the French, the Danes and the Luxembourgers had

been mildly encouraging. In response to Mr. Jenkins' question,

the Prime Minister confirmed that the British Government

would not take this issue at a gallop: but the African
attitudes were hardening and this caused her concern. Unless
Bishop Muzorewa and Mr. Sithole were given some encouragement
to make the internal settlement work, the consegquences for
Southern Africa could be very serious. The UK no longer had
any basis for maintaining the illegality of Rhodesia's situa-
tion and would need constructive help from others. The Prime
Minister said that she was very firmly of the view that it
was for the people inside Rhodesia to decide on the Government
they wanted and not for those outside the country who wished
to settle the issue with guns.

Concluding the discussion, Mr. Jenkins expressed the

hope that the Prime Minister would find time to pay another
visit to Brussels; the Prime Minister said that she would cer-

tainly hope to do so.

The discussion ended at 1315. E 1 !

21 May 1979
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Extract from a speech by Christopher Tugendhat, Commissioner of the Buropean
Communities, speaking to Humberaide Buropean Conservative Committee at Howden,
Yorkshire, on Friday, 18th MAY, 1979,

COMMISSION APPEAL TO EURO MP's ON SUPPORT FOR COMMON PRICES FREEZE

A freeze in common prices this year is an essential first step towards restoring a

proper balance to the Common Agricultural Policy. On purely budgetary grounds there

18 a case for even stronger action. The Community is rapidly approaching the limits

L i i_' o

o 8 financial resources and it is absolutely vital that agricultural expenditure,

which accounts for the gren?zr part of the Community budget, should be curbed.

The Commission and the British Government are in agreement on the need to curbk coats

ind to take the consumer as well as the producer into account., There is also mounting
support for this approach in other member states. I am therefore hopeful that a freeze
n surplus products will be achieved.

—

In the

past the Council of Agricultural Ministers has too often approved higher prices
—

than the Commission proposed. Attempts have then been made to offset their effects on

the consumer by subsidies ahd other palliatives. This approach however serves both to

rease the production of surplus products and budgetary costs. It must not be

to oocour this year.
Treaty of Rome the Buropean Community has a duty to promote a reasonable
of living for those living on the land., It takes this duty very seriously.

But it should be remembered that in recent years real incomes in agriculture have

grown more quickly than those in the rest of the econcemy. It is against this back-

ground that the Commission's proposals this year for a price freeze deserve the

gupport of all who believe in a common agricultural policy that can enjoy support

from consumers as well as producers.

The Direct Elections t«

o0 the European Parliament provide an opportunity for voters to

make their wishes clear. The Commission in its battle to hold down pricea and to

maintain a fair balance between consumers and producers hopes that it will receive

strong support from members of the Buropean Parliament, including those elected in the

United Kingdom.

Issued by Publicity Department, Conservative Central Office, 32 Smith Square, London SW1 01 222 POD0
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COMMON AGRICULTURAL POLICY: PRICE FIXING NEGOTIATIONS 1L4f

I refer to Peter Walker's letter nflfszf:

In general I go along with his suggested preliminary negotiating line,
and would offer only the following comments.

Our major preoccupation is going to be with the budgetary cost of the
CAP: ie the cost to the taxpayer and the burden on our economy. Short
of reducing our share of the Community budget, which can only be a
longer term aim, the immediate way of containing the budgetary cost
is, as Peter says, to discourage surplus production. Our initial line
must therefore be to insist on a price freeze for products in
structural surplus, especially milk,

Further devaluation of the green pound will certainly be needed,
especially on livestock products, which are particularly important for
Scottish agriculture. However, our precise line must of course be the
subject of consultation with colleagues.

The proposed co-responsibility levy on milk producers is quite
unacceptable to us in its present form, because it discriminates against
the large and efficient milk producer. We in Scotland would be
particularly badly hit because of our large average herd size. If levy
there must be then, as Peter says, we can accept it only if it applies
equally to all producers in all countries.

Copies of this letter go to other members of the Cabinet and to
Bir John Hunt. :
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

wﬁpn Lord Carrington, KCMG MC
¥ of Btete for Foreign and
wealth Affairs

'and Commonwealth Office

AP méz PROPOSALS FOR 1979/80

1a5 I gm writing to you about the date for a debate in the Commons
on the“ﬁ9?9f80 CAP price proposals which were recommended for debate

bx the last Berutiny Committee. I understand that, until the new

: t adopts new scrutiny arrangements for EEC proposals, we

ed to work within the spirit of the arrangements adopted

evious Parlisment. CAF prices are on the agenda for the

al Council to be held on 18 June. Had the previous
pt contioued they would certainly have been debated in the
 before then. So I should like to have them debated before

Commons
'~1E Jun#,in ,prime Parliamentary time.

I& asming that the House will go into recess on 25 May and
\ 11 Jume, that there will be insufficient time for a CAP
)ate before 25 May and that the dates after 11 June could
equired for budget debates. On these assumptions I hope
olleagues could agree that a CAP price fixing debate should
rity over other potential business for the Commons on
ay 91 June. A possible slternative might be Friday 15 June,
but T’ ]EEfer the earlier date.

Je If this date could be agreed Legislation Committee could discuss
the general handling of the debate next week. Before then I will
write about the form of motion and the general line to be taken
in the debate.

4. I am copying this letter to the Prime Minister, to other members
of the Cabinet, to the Chief Whip and to-Shr John Hunt.

- 5 \{(Q*“’”

PETER WAIKER
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Ref: A09572
CONFIDENTIAL

PRIME MINISTER

romunity Affairs

You may wish to refer briefly to the useful talks with Chancellor Schmidt
and his cclleagues on 11th-12th May.

2. The Foreign and Commeonwealth Secretary has already reported to OD
on the informal Foreign Ministers Meeting in Cahors on 12th-13th May but, in
his absence, the Lord Privy Seal may wish to inform the Cabinet. The
Minister of Agriculture might report similarly on the informal Agriculture
Ministers Meeting on l4th-15th May,

3., The Chanceller of the Excheguer should be invited to report on the
outcome of the 14th May Finance Council, with particular reference to the

discussion on convergence and budget transfers.
4, Neither the 15th May Social Affairs Council nor the 17th May Energy
Council would seem to call for discussion in Cabinet.
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COMMON AGRICULTURAL POLICY

Vs
PRICE FIXING NEGOTIATIONS

informal Council proposed in your letter of §th May to the
Foreign and Commonwealth Secretary. I am sure that you are
right at this stage to give no hint that we might be prepared
to consider increases for any of the major CAP commodities.

I think we shall need to consider very carefully whether it
would be wise to move from this position in subsequent
discussions, The distinction between a commodity like beef
which may be in temporary surplus, and milk, which is in
structural surplus, may be a difficult one to maintain and
taking a more relaxed attitude to one may make it less rather
than more easy to maintain a firm peosition on the other.

I agree with the line on CAF prices fcrﬁphe forthecoming

I agree too that on the non-price issues you should
reserve your position until we have had an opportunity to
discuss the detailed papers you have promised. These will
need to take account of our determination to restriet publie
expenditure. As you suggest, this may well affect ocur line
on investment aids for milk producers and on the butter
subsidy. But it also calls into question the assumption
that the beef premium should continue even if we ecannot obtain
full Community financing. I recognise that ending the
scheme would be unpopular with the UK farmers but, quite apart
from savings on the premium itself, it would appear to offer
substantial savings in administration costs.

So far as the green pound is concerned, we shall, of
course, have to consider whether the Manifesto commitment to
make devaluations within the normal lifetime of a Parlicment
requires a further devaluation this year. This issue is
clearly related to the question of whether savings can be
made on direct aids to the UK farmers and I agree that you
should not raise it in the Community until we have considered
it further here.

/I am sending
The Rt. Hon. Peter Walker, MP.
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I am sending copies of this letter to other members
of the Cabinet and to Sir John Hunt.

&

4%

(GEOFFREY HOWE)
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MINISTER OF AGRICULTURE, FISHERIES AND FOOD

Common Agricultural Policy: Price Fixing
Negotiations

1 Thank vou for your letter of S!uﬂ? about the line you intend

to take at the informal meeting of Agriculture Ministers in

Perpignan next week.

2, I agree that, given our need to cut the cost of the CAP, we
should aim for a freeze on products in structural surplus. I
therefore think it right that, at your first meeting with your
colleagues, you should give no indication of any readiness to
concede minor price increases in non-surplus commodities; and that
you should stand firm on the line that, as the Commission suggested,

there should be a freeze on virtually all commodities.

3. There will be time for us to consider all these guestions,
including the shape of the overall package which we should ultimately
like to see emerge and our main non-price objectives, at greater
length before vou come to substantive discussion at the Agriculture
Council schednled for 18/19 June.

4. I am copying this minute to the recipients of your letter.

/J

et/

(CARRINGTON)

Foreign and Commonwealth Office

11 May 1979
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COMMON AGRICULTURAL POLICY: PRICE FIXING NEGOTIATION 6{L‘
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Thank you for sending me a copy of your letter of & May to Peter Carringtuj in
which you outline the position you propese to adopt at Perpignon.

My comment is on your proposals for milk, which are tremendously important for
farming incomes in Wales, where nearly half the total agriculture output comes from
the deiry industry in one way or another. The Commission's proposals for a co-
responsibility levy have therefore caused great anxiety in the Principality. BEven
a two per cent minimum levy would impose a charge on the average Welsh milk producer
of about £355 per annum. If there has to be a levy at all, it will as you say be
eggsential that it should be applied across the board, and at a level we can accept.

There is particular concern about the exemption provision in the Commission's
proposals. These would apply to five per cent of Welsh producers and two per cent
of Welsh production, compared with nearly 30 per cent of community producers and
12 per cent of Community production. This is severely discriminatory against our
interests, and the Commission's proposals would help keep in business the small
and inefficient Continental farmers who are the very cnes who should cease
production. So it is important to eliminate the exemptions so far as possible and
thus bring pressure on our partners to accept a rate of levy which their own
producers can tolerate, as well as ours.

I hope, therefore, that you will feel able to argue very strongly on these lines at
Perpigon.

I am sending a copy of thisletter to other members of the Cabinet and to
Sir John Hunt.

Evra

Nea
Vel

The Rt. Hon. Peter Walker MP

Minister of Agriculture, Fisheries and Food
Whitehall Place

LONDON SW1
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Government was determined that the UK should be a faithful and

good ally: the

turn-round in economic strategy would be the

Government's major task in achieving this.

Chancellor Schmidt said that, on the financial aspects of

the CAP, it would be helpful if the UK were to prepare a first

draft of her desiderata in three or four weeks time so that

bilateral talks could take place before the UK's proposals were

tabled in Strasbourg. Herr Schmidt expressed the view that the

importance of these matters went beyond the competence of Minister

of Agriculture

or even of Finance Ministers; they were of general

political importance. Chancellor Schmidt said that he was on the

UK's side so far as agricultural surpluses were concerned; there

was, for example 5 kilogrammes of milk powder in store

for every European. The sales of cheap butter to the Soviet Union

spoke for themselves and the Community's sugar policies were not

right either.

The Chancellor of the Exchequer said that he had

not discussed CAP finances in detail with Herr Maffh8fer; but

he had to point out that even if the changes in the CAP which the

ace

togk
UK wished to seg? aR evén if the one per cent ceiling on the VAT

tranche were; adhered to, the UK would still feel strongly that her

net contribution to the total Budget of the Community was too large.

I1f Member States were looking to the EEC to achieve greater con-

vergence in the economies of its Members, it was quite wrong that

the system of budgetary contributions should actively obstruct

this process,
was at present
poorest Member

contributor to

Recalling
Prime Minister
EMS would help

The Prime Minister said that the cost of the CAP

financed in such a way that the UK, as the seventh
of the Community, had become the largest net

the Community Budget.

an earlier remark of Chancellor Schmidt's, the
askxed him to what extent the UK's attitude towards the

on other Community issues. Chancellor Schmidt

said that he had first to point out that, according to the FRG's

figures, the UK was not the largest contributor to the Community's

Budget. He suggested that the Prime Minister might check her

figures with Mr. Roy Jenkins. On the EMS, he did not wish to ask

/the UK to
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Turning to the CAPI the Prime Minister said that it had never
been intended to bear the weight of current price levels or of
present currency differentials. Chancellor Schmidt said that there
was more wrong with the CAP than that: the whole idea of

enforcing price levels from above was misguided. It was impossible
to guarantee both a steady growth of production from the farmers
and, at the same time, the maintenance of a proper supply and demand
mechanism. This error was built into the CAP. Herr Irtl, however,
would find it wvery difficult to accept any reducticn in Deutschmark
prices. The Prime Minister said that she understcod the FRG's
problems. But food prices in the UK had increased by 150 per cent

over the last five vears and it was difficult to get the Green
currency issue right. It was essential that the Government should
be able to point to some progress on the CAP very quickly.

On the Community Budget, the Prime Minister said that it made
no sense that the third poorest country in the Community should pay

the largest, or according to another calculation, the second largest,

Budgetary contribution. Chancellor Schmidt said that the Prime
Minister should not be tooc quick to believe her briefs. The Prime

Minister replied that she was quoting, not from her briefs, but from
those of the Bundesbank. Chancellor Schmidt said that only a very
few people in the FRG really understcocod the finances of the CAP and
the Bundesbank was not among them. The Chancellor suggested that the

Prime Minister should ask the President of the Commission for his

views on the Budgetary problem, since he took an objective approach
to this issue.

The Prime Minister said that despite the three problems of
fish, agricultural policy and the Budget, she still believed that
she could go before any audience in the UK and win their assent to

the view that Britain's membership of the Community was worthwhile.

The basic issue was that the free countries of Europe should live
together and cooperate. If a fresh referendum were to be held on
the UK's membership, the result would still be positive.

/ Covering
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Thank you for copying your letter of & May to Peter Carrington
to me.

In general agree with the line which you propose to adopt at
nexi: week's in meeting of Agricultural Ministers at

Perpignan. There will be a further cpportunity to consider

specific proposals, including those for our own domestic milk
arrangements, after the meeting. There is, however, one aspec

of the price fixing where a different line seems required. I

do not see the economic Jjustification for opposing the Commission's
proposals to prohibit investment aids: any improvement in efficier
is likely to be matched by the certainty of increased output (and
hence surplus). For this reason I hope you will do no more than
reserve your position on the Commission's proposed prohibition.

l am copying this to other Members of Cabinet and to Sir John Hunt.

Ll
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COMMON AGRICULTURAL POLICY: PRICE FIXING NEGOTIATIONS

1. The Commission's price proposals for 1979/80 are for a frecze
on virtually all commodities and a substantially increased
co-responsibility levy on milk producers. The Council was unabl e
to reach agrnﬁmunt and decided to extend the 1975/79 marketing
years until 1 July with a view to reaching a price settlement
during June. We do not need to settle a final line at this
stage. But my colleagues may like to be aware of the line which
1 intend to take when the subject is discussed at the informal
Council meeting in Perpignan next week.

2, The greatest problem arising from the CAP is its cosi, of
which an excessive burden falls on the UK. The best way to reduce
the cost is to eut surplus production. We therefore want a freeze
for products in structural surplus., Milk and sugar are certainly
in this category, though there is room for arsument about cereals,
wine and olive oil. Beef, pigmeat, most fruit and vegetables, mosl
tobaccos and other CAP commodities are not in structural surplus.

3. Other member states hope that the UK will be prepared to accepl
small price increases, In particular, the French Presidency wi I 1
press hard for general increases in order Lo give Germany room Lo
make a green mark revaluation without decreasing her prices,

We shall need to give ecarly consideration to our line lor the
price fixing negotiations, begipning on 15 June, and in particular
whether we should be prepared to concede minor price increases

on non-surplus commodities in order to get a general scitlement.
For the present, however, 1 propose to give no indication of any
willingness to see increases in common prices. We shall also need
to decide what further devaluation we want for the green pound, in
fulfilment of the policy we declared in the manifesto. [ would not
however propose to raise this question in the Community until we
have considered it further here, and 1 shall be consulting
colleagues on this shortly,

Jh., We shall need to .. ..




Milk

4, We shall need to take cavly aclion al home to sustain returns
to our own milk producers, which would otherwise fall sharply. Our
producer price would remain far below the EEC common price for
milk: it is this price which has led to the production ol
surpluses whose disposal cost 1s Lhe biggesld single elementl of
CAP expenditure, to which we contbt ibute so heavily. I thereflore
propose to support the Commissions proposal for a lreeze on the
common milk price; and [ shall support in principle their idea
of an increased co-responsibilily levy on milk producers, though
with important gualifications about its operation, At present

it would apply to a far higher proportion ol milk in this country
than in any other, and we must ensure that it applies equally to
all - and at levels we can tolerate,

5. Two other areas we shall need to consider carefully are the
Commission's proposals on the general bulter subsidy and ow
attitude to the EEC subsidy on school milk. The butter subsidy

is a complicated issue in which we will need Lo weizht the public
expenditure implications against the potent ial benelits to onr
FEOGA balance and the effecl on consumer prices and butten
consumption. The same goes lor the school milk subsidy and [ would
propose to put in more debailed papers in due course on hoth these
issues. In the meantime I propose merely Lo Keep our opliohls opell,

i, Finally, the Commission have (with certain limited exceptions)
proposed a ban on both national and FEOGA-Financed investment aids

to dairy farmers and to the milk processing industries. Gul altitude
to this will obviously depend on any wider view we decide to take on
investment aids to industry generally, but I would propose at this
stage to resist the Commission proposals on the grounds that suach

a restriction would inhihit more elfficient production, which the
Community ought to be encouraging.

Sugar

7. Although a price lrecze is the tirst priority 1 also attach
very great importance to the proposal by the Commission to eul

the maximum quota, which apart from its longer-term value in
restraining surpluses will immediately cut the cost of surplus
disposals., 1 propose that despite strong French opposition, we
should firmly support the Commission. On isoglucose 1 shall insist
on a scheme which is fair lor our production.

Other Commodities

5. At this stage 1 intend Lo argue strongly lor a general freeze
on cercals prices as the only realistic wi ol dealing with sarplus
||rut!ur.'E1nr1. [ want to continue the dunl support syvstem tor beel

in the UK which works well, | shall also press for full financing
from the EEC budget instead ol 25% linancing, l'his is the kKimdl ol
issue on which we might make progress later as part ol oa general by
agreed package. For pigmealt, the Key 1s a devaluation of the
Green Pound and 1 will he putting forward my proposals shortly.,

9. 1 would be grateful for your agrecment Lo this preliminary
negotiating line, I am sending copies of my letter Lo other
members of the Cabinet and to Sir John Hunt. Sy’

'

o

Peter Walker
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