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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
OD (E) (80) 14 14.3.80
OD (E) (80) 15 17.3.80
CC (80) 12" Conclusions, Minute 3 (extract) 20.3.80
OD (E) (80) 5" Meeting, Minutes 20.3.80

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

Signed Qi av (apt Date. & Mawg 0 (o
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PREM Records Team




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

1. House of Commons Hansard, 31 March 1980, columns 28 — 34
“European Community (Agriculture Ministers’ Meeting)”

2. House of Commons Hansard, 24 April 1980, columns 718 — 726
“European Community (Agriculture Ministers’ Meeting)”
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ECONOMIC AFFAIRS SECTION
HOUSE OF COMMONS LIBRARY

S LONDON SWIA OAA - ixtcibeard
o1 219 3623 01-2I9 3000

Ref. RC/PW 30th April 1980

Dear Mr. Howell,

Sheepmeat and Apples

The table below shows, for each of the last three years, and for the
first quarter of this year, details of the United Kingdom's imports of
fresh apples from France, and exports of ''meat of sheep and goats, fresh,
chilled and frozen' to France. Although this sheepmeat category

includes goatmeat the latter is insignificant in quantity.

IMPORTS OF APPLES EXPORTS OF SHEEPMEAT, etc.

Metric tons £ thousand Metric tons £ thousand
1977 193,396 52,984 19, 341 23,341
1978 191,388 53,034 1110),, 225351 13,464
11S17/S) 245,485 56,419 51511077 6,663
1980

Jan-Mar.

71,014 17,268 187 225

Source:- Overseas Trade Statistics of the U.K.

Yours sincerely, 4

Robert Clements.

Ralph Howell Esq., M.P.,
House of Commons,
London. S.W.1A. OAA.
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From the Private Secretary 28 April 1980

The Prime Minister has seen the
Foreign and Commonwealth Secretary's
minute (PM/80/35) on the New Zealand
interest in a possible concession on
sheepmeat.

I confirm that she approved the
draft telegrams enclosed with that
minute.

I am sending copies of this letter
to the Private Secretaries to the members
of OD(E), to John Chilcot (Home Office)
and to David wWright (Cabinet Office).

iﬁ
|

M. A. PATTISON

R. M. J. Lyne, Esq., -
Foreign and Commonwealth Office. A
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»ti“\‘PARTIAL RECORD OF A DISCUSSION BETWEEN THE PRIME MINISTER AND THE

PRIME MINISTER OF ITALY, SIGNOR FRANCESCO COSSIGA, AT NO. 10 DOWNING
STREET AT 1500 ON FRIDAY 25 APRIL 1980

.

Present:

Prime Minister Signor Cossiga
Foreign and Commonwealth Secretary - Signor Ruggiero
Mr. M. Franklin Signor Berlinguer

Mr. Michael Alexander

European Council: Budget

Signor Cossiga regretted that his illness had prevented him

making the trip earlier. As a result he would not be able to visit
all the Community capitals. He had spent 2 hours with President
Giscard, M. Barre and M. Francois-Poncet that morning. The meeting
had been very useful. His interlocutors had been courteous but also
very precise. The French had one particular interest: to secure
agreement on an agricultural package. Their objectives were both

to get the prices fixed and to control the overall expenditure on

the CAP. 1In Signor Cossiga's view there should be no insurmountable

difficulty in agreeing a farm price package. But there was 2
political problem in associating a solution of the agriculturaiSpriec
problem with a solution of the Budget problem. The trick was to

so manage affairs that each set of problems were resolved
simultaneously. If they were agreed simultaneously, the guestion of
the inter-relationship between the two would become purely
theoretical.

On agricultural prices, the French were seeking a settlement
based on an increase of between 5 and 6%. A settlement in this
range would have the effect of reducing German MCAs by 1 to 1.5%.
The French also envisaged a co-responsibility levy of 1.5% with
exceptions being made for small farmers. Finally, they wanted a

super levy on milk. Signor Ruggiero interjected that this should be

pwgressive and designed to penalise those farmers who put milk into

intervention on a very large scale. Signor Cossiga thought that a

super. levy on the lines envisaged by the French would primarily
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affect the phé’Federal Republic and Benelux. (Mr. Franklin commented
that it would also affect the UK.) He added that the French recognised

that to increase farm prices above certain limits made the British
budgetary problem worse because of the consequences of - such price

rises on the total size of the Budget.

Signor Cossiga said that the French wish to deal with farm prices

before the Budget was a problem. Another problem was their wish to
have a discussion about the principles underlying the Community.
They had circulated a paper on this at the last Foreign Ministers'
meeting. Signor Cossiga said that he had told the French that he
recognised the principles to which they referred were drawn from
Community documents. But there were other principles to which they
did not refer notably Article 2 in the Treaty of Rome, which referred
to the harmonious development of economic activities, and the other
Articles referring to the need for the Community to be dynamic not
static, for it to promote convergence, and for it to help members
in difficulties. He had told them that he feared the attempt to
draw up lists of principles would cause difficulties. He would not
wish the discussion of the Community's principles to become an

obstacle to progress on the Budget.

He had then discussed the problems of convergence and the
Budget. Whether the British net contribution was 1400 or 1800 meu,
the sum was enormous. The Council's point of departure was that a
solution to the British problem must be found. The method was clear:
on the one hand there was the corrective mechanism, on the other hand
the need to increase Community expenditure in the United Kingdom.
The Community's principles need not be in danger if, for instance,
it was agreed that a revised corrective mechanism would run until a
certain date; the fact that the date had been set would preserve the
‘Community's principles. The Community had to recognise the fact that
the British figure was excessively high and should not get
mesmerised by arguments about own resources. He had told the French
that it was difficult to contemplate failure when one considered
the damage this would do to the image of the Community. How cculd
the Community take decisions on major foreign policy issues if it was

unable to solve its own problems? The Prime Minister said that if

the present problem could not be resolved, the Community would break

C{‘ FID %NHAL / down.
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down. She would not agree to the fixing of new farm prices unless
the Budget problem was solved simultaneously. France's position
appeared to be the mirror image of hers. The difficulty was that
farm prices could not be negotiated at the Summit: a procedure for

resolving the two issues simultaneously was required. Signor Cossiga

said that President Giscard agreed that the European Council could
not discuss farm prices. Agreements on the Budget and on farm

prices would have to be reached in parallel discussions.

Turning to the Budget itself, Signor Cossiga said that in response
to his efforts to try to establish a band within which discussion of
figures for budgetary solutions could take place, the French proposed
a new approach. They had suggested guaranteeing for a certain period
that the British imbalance would not increase above a certain point.
They had suggested taking a figure, say that for Britain's net
contribution in 1979, comparing it with the net cost at the end of
1980 (including the new farm prices) and setting up a mechanism soO
that the latter figure should be no higher than the former; i.e.
the annual increase would be restored through the financial mechanism
and Community investment. There would be a provision for reviewing
the mechanism. This would render the British problem independent of
farm price increases, would leave the Community's principles
untouched and would give a guarantee to HMG that, however the
Community evolved, HMG's net contribution would be unaffected.

The French proposal would give Britain security. Moreover, the
Community was already engaged in a process which would give
increasing emphasis to the structural element in budgetary expenditure
at the expense of the agricultural price element. This process

would benefit the UK and would produce a permanent solution to the

British problem in due course.

When the Prime Minister, summarising what Signor Cossiga had

said, described the French position as being that Britain would pay

no increase above the 1979 contribution, Signor Ruggiero said that

the French proposal was more nuanceé. The difference between the
1979 and the 1980 figure would be covered in whole or in part.

The proportion had not been clearly defined. But Signor Ruggiero
said his own impression had been that President Giscard had in mind

a rebate amounting to the full amount of the difference. Mr. Franklin

/ pointed out
{ A |

o
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~ pointed out that this meant deferring a decision of the full benefit
that Britain would receive until it was clear what the difference
between the 1979 and the 1980 contribution would be. The Prime
Minister said that the value of the French approach would depend on

finding the right starting point.

Signor Ruggiero thought that President Giscard had had a number

of reasons for putting forward his new proposal. The Prime Minister
had said in Strasbourg that Britain's budgetary contribution in 1980
would be intolerable. This might be said to imply that the 1979
contribution had been tolerable! The new approach should be attractive
to Britain because it would give flexibility and security: if the
total size of the Budget increased, and hence if Britain's contribution
increased, the rebate would increase. Moreovef, the fixing of a
ceiling would mean that if Britain's eventual contribution for the

year was greater than the present estimate of 1683 meua - as mig@t

well be the case - Britain's rebate might easily be more than

1000 meua. It seemed clear that the French were trying to be helpful.

The Foreign and Commonwealth Secretary said that there was nothing

wrong with the French idea except that the base figure they had
chosen was too high and their present position on duration was

unacceptable. The Prime Minister said that the French still envisaged

far too large a British contribution. It would be essential to find

some way of lowering the base line. Mr. Franklin suggested proposing

that the base figure should be the average of the last 3 years rather

than the last year alone. The Foreign and Commonwealth Secretary,

agreeing with Mr. Franklin, said that we should accept the French
approach but go for a base line calculated as an average of a number

of previous years.

Signor Ruggiero said that all his contacts in recent weeks,

tincluding those with the Germans, had left him with the impression
that the breaking point for the other members of the Community
would be a rebate to Britain in the region of 900 to 950 meua.

The Prime Minister said that this was not enough. Signor Ruggiero

pointed out that such a result would amount to a rebate of 60% of
Britain's net contribution. Such a result would have been unthinkable

in November and no previous British Government would have had the

slightest chance of achieving it. The Prime Minister observed that

'a‘lij\i / nonetheless




nonetheless Britain would remain the second highest contributor.

It was no good saying that the Government would have done well.

It was still not good enough. Signor Ruggiero wondered whether

there was any possibility of achieving movement by describing

figures in gross rather than net terms. Mr. Franklin observed

that eventually one always came back to the net e R e S

Signor Cossiga said that the French had introduced a newelement

into the situation. There would be a datum line unaffected by

the evolution of the Community policies. The figure for Britain's
contribution would be fixed even if there was provision for
revision. The fact that Britain's contribution could get
no worse would relieve a great deal of uncertainty. The Prime
Minister said that duration remained very important. She could
not afford to have a major row again in three years time.

Mr. Franklin said that it must be clear that the new mechanism

would continue if the restructuringof the budget had not taken
place. The criteria should be that the mechanism should be prolonged
if this was q$cessary to avoid the re-emergence of an unacceptable
solution but/could be revised to take account of restructuring.

The Prime Minister commented that President Giscard was clearly

trying to be helpful. Nonetheless the base line proposed was too
high.

The Prime Minister said that it was necessary to decide how

the negotiations should be carried out. The Foreign and Commonwealth

Secretary said that President Giscard wished to get ahead with the
discussion on a farm price package. Therefore Agricultural
Ministers would have to meet within the next day or so. This Wbuld
not be possible for the United Kingdom unless there were parallel

financial discussions. Signor Cossiga said that the Presidency

could of course propose ways of closing the gap. But this would
risk involving the Heads of Government in bandying figures at

the European Council. There was also the problem that the
European Council had no competence to fix farm prices. Therefore
the Agricultural Council must meet separately. He did not think
it would be possible to give guidelines to Agriculture Ministers

to fix prices after the European Council. Therefore the

/ Agricultural
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Agricultural Council would have to meet and continue discussions
while the European "Council was meeting and report on progress SO
that the Presidency could formulafe proposals against that
background. The Presidency would put forward a final proposal when
all other issues had been resolved. In that_way there would be no

surprises .on one side or the other.

Signor Cossiga said that het%nderstood the British Government's
e
need for parallelism }ﬁ between /discussions on farm prices and on

the budget. But it would be too dramatic to have Ministers of

Foreign Affairs meeting on the following day in parallel with

Agriculture Ministers. The Foreign and Commonwealth Secretary

suggested that Signor Ruggiero's group should meet in parallel

with a group of senior agriculture officials. Ministers could be
brought into the negotiations at a later stage. There would then
be two meetings of officials rather than one of officials and one

of Ministers. Signor Cossiga said that where agricultural questions

were concerned the only level at which useful discussions could

be held was among Ministers. The Prime Minister stressed that

whether it was Ministers or officials, everything that might be
agreed on farm prices would be provisional until the results of

the discussions on the budget were available. Signor Cossiga

said that he understood that the Prime Minister wanted parallelism
in regard to the level as well as the timing of the discussions.

The Prime Minister agreeing, said that she must be able to see

progress in both fora. She had learned never to give anything away

in Community discussions. Signor Cossiga said that he had never

thought of allowing the Agriculture Ministers to reach agreement
without a parallel agreement on budgetary matters. He wanted to get
them working, under his overall direction, partly because he did
not want the European Council to get into figures and partly because

he did not trust the Ministers.to follow guidelines.

Signor Ruggiero said that he hoped the preparatory working

parties could identify the positions of the minority and of the
majority on both farm prices and on the budget. Their reports
could then go to the European Council to agree on a compromise

position. After some further discussion, the Prime Minister

/ said that
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said that the meeting had reached a provisional decision that two
groups of permanent officials should meet in parallel in Luxembourg
the following day to discuss farm prices and, under Signor Ruggiero's
chairmanship, the budget problem. Assuming they made progress,
Agriculture Ministers would aim to arrive early on Sunday morning.

Signor Cossiga suggested that the Agriculture Ministers might

arrive in time to dine together on the Saturday evening. The

Prime Minister said she would have no objection to this provided

it was understood that they could do nothing then. In the end no
final decision was taken about the precise timing of the Agriculture

Ministers' first meeting.

The discussion ended at 1710.

25 April 1980

4
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister

NR/Y)

Rt Hon W J Biffen MP
Chief Secretary

HM Treasury

Treasury Chambers — W
Parliament Street y
London

SW1P 3AG - 25 April 1980

CONFIDENTIAL

s

: C .
A ;5{/&\\/ |
[V T /

GREEN POUND REVALUATION

Thank you for your letter of 24 April. I must tell you that I
cannot accept the arguments you put for an immediate revaluation
of the green pound in the context of a price settlement at the
European Council.

While I have pressed in Brussels the arguments for a minimal
price increase, it would be unreasonable to expect the UK industry
to forego part of whatever increase is agreed for Community
producers. I believe this would be totally indefensible in
economic terms. Our own industry is facing at the moment a
higher rate of inflation and higher interest rates than producers
in other Member States. The German and Benelux farmers for
example, who have the highest level of support prices in national
currencies, are confronted with inflation rates of only 5 per cent
and 6 to 7 per cent respectively. As you know, the net income

of the UK industry has been severely depressed in real terms over
the last three years. It fell by 11 per cent in 1978 and a
further 17 per cent in 1979. Farmers are confronted with another:
very difficult year with farm input costs increasing by 15 per
cent including a very large wage award.

To do what you propose would imply a worsening of the relative '
position of our own industry compared with that in other Member
States. It has been our policy to remove this disadvantage. But
if we were to announce next week that the common price increase

was not to be fully applied here, this would be taken as an
indication that we were reverting to the sort of policies pursued
by our predecessors which have taken a serious toll particularly

of the livestock sector. We should be inviting producers in

other Member States to increase their share of Community production
at our expense.

Continued/




I do not accept the way in which you dismiss my argument about
sterling's volatility. We have, in fact, had only two weeks

with positive MCAs which will come into effect again next week.

If we were to accept and announce in principle a 2% per cent
revaluation next week, we could well find that the pound had

weakened again before the Agriculture Council had met to take decisions.
This would put us in a very silly and totally indefensible position.

Moreover, the Germans are indicating great reluctance to accept
even a 1 per cent revaluation of their green mark in the context
of a prices settlement. Even on next week's figures their
effective support level is some 8 per cent above ours.

Nor do I see how what you propose is either necessary or helpful

in relation to the Prime Minister's discussion in Luxembourg.
Following the decision taken at this week's Council on the franchise,
there is no reason why this should be raised at Heads of Government
level. As to the revaluation of green currencies, the Germans

and the Benelux have as much, if not more, reason to be on the
defensive than we do.

I am sending copies of this letter to the ime Minister, other
members of OD(E) and to Sir Robert Ar
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Eufopean‘CounciIr NeW‘Zéalapd Interest'in‘a'Possible'Concession

‘bn'Sheépmeﬁx_

i.v As you*know one of the pxnts on which we may have to
'show some flex1b111ty at the European Council is the
inclusion of a limited element of 1nte;vent10n'1n the
proposed sheepmeat regime. This iQ"ESEEEHIHE to which the
New Zealanders Will_be strongly opposed.

2. They fear that any form of intervention would be the thin
end of a wedge leading to the development of more elaborate
intervention agreements, which would lead in time to increased
pziggg, redugsgmgsmand and a drop in New Zealand's é§55§2s

of lamb. They also fear that the Community would be tempted
in addition to extend export restrlctlols tq?sheepmeat thus

damaging New Aealand's prospect in thlrd markets as well,

g There‘is, of éourse, no prospect of our conceding all that
the French request at the European Council. But we have to
recognise the real New Zealand concern about conceding the

principle of 1ntervent10n _even on a 11m1ted scale They have

g et et B et
e

made their views on this clear to us many tlmes and spoke
strongly on the issue to Willie Whitelaw when he paid an

official visit to Wellington last week. We therefore have

to recognise that any concession by us at the European Council

is likely to provoke a critical reaction in New Zealand.
e e e g

4, One possibility'Would be to leave the New Zealand Government

in ignorance of our position until we sece whether it does in

fact prove necessary to give some ground over intervention

at the European Council itself. I believe, however, that

events will move too fast for us to be sure of being the

first to break any unwelcome news there may be to the New

Zealanders.

B¢ I theretore favour taking the New Zealanders into our

CONFIDENTTAL /confidence
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confidence and, subject to your approval, would like te send
a message to Talboys in the terms of the attached draft. I
would instruct our High Commissioner to deliver this on the
morning of Monday 28 April (which corresponds to the evening

of Sunday 27 Apr11 European time).

61 am sendlng copies of thls m1nute to the Members of OD(e)»,,f
to W1111e Whltelaw and to Sir R Armstrong HY

@ ,

P

(CARRINGTON)

Foreign and Commonwealth Office
25 April 1980

CONFIDENTIAL
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[TEXT]
EUROPEAN COUNCIL: POSSIBLE CONCESSIONS ON SHEEPMEAT

1% Please deliver the following personal message from me
to Mr Talboys as soon as possible on the morning of Monday
28 April.

Begins:

Since I wrote to you on 2 April it has become less
1ikely that there will be any discussion of post-1980
access for New Zealand butter at the European Council.
However, as you know, the internal regime for sheepmeat

will be one of a number of issues, including, amongst
- -

other things, CAP prices(@gd the Common Fisheries Poli;;D

which some of our Community partners want to have settled
in parallel with the UK budget contribution. We of

course believe that our case for more equitable treatment

/on
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. the budget stands on its own, But)giyen the

fﬁiﬁde of ofher Member States/it would be unreal-
istic to expect to have it resolved in isolation.
ve have therefore indicated that we too are ready
to see progress made in pgrallel on the various

outstanding issues.

So far as sheepmeat is concerned we have to recognissg
the French are likely to be unyielding in their
insistence that, for there to be progress on ah
internal regulation, it must include some element

of intervention. Other Member States are prepared
to acquiesce in this. As you know, we have
consistently opposed intervention and we continue to
think it unnecessary. But it would be 1less than

frenk of me not to tell vou that we may be forced to

developments, this ¢ geems—te—ta essential in order
to secure a successful outcome to_the BEuropean - .

Council as a whole.

0 BE WRITTEN IN THIS MARGIN

I do of course avppreciate your concern tﬁéf éven.r
licht' intervention would, potentially, be

iacing for New Zealand. Willie Whitelaw tells
me vou repeated vour anxieties on this score when
vou saw him in Wellington recently. As vou know,
while we do not believe that a 'light' intervention
regime would materially damage your interests,
we too are conscious of the danger that there
might in time be pressure to develop such a regime
into something more elaborate and more expensive.
This would threaten our interests as well as yours

and we would resist it. Our objective at the

RITTEN IN THIS MARGIN
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Council will be to avoid, if at all possible, any
.concessions on interventién and only.to giﬁe ground
in the last resort and subject to strict conditions,
if we judge this essential to secure an overall

budget settlement. It is of particular importance that

knowledge of this‘possibility should be restricted‘to

as few people as possible;'ﬁ& leak in advance of any
concession being made'would be damaging to both our
interesté. v f "
After the Council I shall make sure you receive as \

soon as possible an immediate authoritative account of what

has taken place.

Ends
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From the Private Secretary 24 April 1980

A,

Telephone conversation with President Giscard

J

President Giscard D'Estaing rang the Prime Minister at 6 pm
this evening. :

After an exchange of courtesies, President Giscard said that
he was ringing to discuss the forthcoming meeting of the European
Council in Luxembourg. He was anxious to ensure that there shouid
be no misunderstanding about it. It was out of the question that
an agreement would be reached which did not cover all.the outstanding
issues. This was a fundamental point. Britain had made a demand
which the other members of the Community were being invited to meet.
The finding of a solution would constitute a burdan for the Gtael
members. It would be impossible to explain in France that thid
problem had been resolved while the agricultural prices, which
should have been agreed in March, had not been settled. The Frencih
Government would not be able to justify a failure to find a solution
on other issues than the Budget. It followed that if there was no
agreement on those issues, there would be no agreement on the
Budget. President Giscard said that he would be making this point
to Signor Cossiga in the morning. The Prime Minister said that
she also would be seeing Signor Cossiga. She did not think it
would be possible for there to be a detailed discussion of farm
prices at the Eurorean Council. She was worried that a situation
would arise in which President Giscard was saying there could be
no agreement on Britain's problem until his problems were settled,
while she would be saying that there could be no solution toc other
problems while Britain's problem was unresolved. In the end, all
the major problems would have to be sorted out at the same time.

S

Taking up the Prime Minister's point that the. European
would not be able to discuss farm prices, President Giscias
that the Agricultural Council should have been able to prer
for the meeting. Its failure to do so was causing irritation.
The Prime Minister said that both Heads of Government h adWira B A S
The irritations would have to be resolved together. The Budget
acutely difficult for Britain: Sheepmeat was, obviously.acutely
difficult for France. They could not be traded off one against
_the other, but they had to be resolved at the same tinme.

|/ President Giscard =2:




President Giscard said that nothing seemed to have happened since
the Dublin meeting. Farm prices should have been fixed by 1 April.
They always had been in the past. But this year nothing had been
done. The Prime Minister replied that the Budgetary problem had
been under discussion since Strasbourg and recalled that last year
agricultural prices were settled while the European Council was

. meeting in Strasbourg in June. She was perfectly prepared to see
the Budgetary problem and the farm problem solved in the same time-
scale. Neither could be solved without the other. She had found
the meeting in Dublin very difficult and was anxious to avoid another
such discussion. ;

President Giscard commented that he found it difficult to
understand the perpetual postponement of serious discussion of
Britain's problem ard of other problems. Preparation for the Council
could by now have been well advanced but in the event there had been
no effective ministerial consideration of either the farm price
problem or of Britain's Budgetary problem. The Prime Minister
said that Britain's problem was not a technical one. It had been
on the table since July. The outlines of a solution were clear but
further progress was unlikely until the Heads of Government had
discussed it further. It was essential that they should get somewhere
this time. With regard to the Agricultural Council, there had een
wide differences between a number of members. President Giscard
implied in response that if the British and French delegations nad
been in agreement, the problems could have been resolved. He scid
that it was absurd that there should be an impression of an Anglo/
French rift. He was sorry that the meeting in Luxembourg seemed
likely to take place without a global compromise having been prepaved.

The two Heads of Government agreed that when they saw
Signor Cossiga tomorrow, they would not mention the fact of the
telephone call. The Prime Minister having offered to send
Sir Donald Maitland to Paris again to discuss the situation, they
agreed to review the possibility after Signor Cossiga had left
London. The Prime Minister said that she would ring President Giscard
tomorrow evening to discuss whether or not Sir Donald should go.

I am sending copies of this letter to John Wiggins (HM Treasury),
Garth Waters ( Ministry of Agriculture, Fisheries anu Food) and
David Wright (Cabinet Office).

Paul Lever, Esq.,
Foreign and Commonwealth Office
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.ECORD OF A TELEPHONE CONVERSATION BETWEEN THE PRIME MINISTER AND
PRESIDENT GISCARD D'ESTAING AT 1800 HOURS ON THURSDAY 24 APRIL

'PM:

GD:

Hello. .
PRIME MINISTER'S

Hello, how are you? g PERC

e § W N W

=

I'm well, and you? 2

Oh well, as well as one can be under these difficult circumstances.
I'm calling you just to tell you'a few things about the Luxembourg
meeting. We received Mr. Maitland who came last week and I wanted
for you personally just to be very clear and to have no misunder-
standing I mentioned to that it is absolutely
out of the question for us to reach an agreement that will not
cover all the issues and this is really fundamental for us oA
very simple reason. The question of the British contribution is
a question of wage demands- adverse to us. If we agree, we will
meet to an adequate proportion, your demand but it will be a burden
for us and an expense for the French contributors. It is
absolutely impossible at the same time to explain that something
that should be decided and would normally have been decided

% %% there is a general
solution of the problem, you can explain that, we will bring a
contribution to bear to the British the problem but
if-even the normal question it is absolutely
impossible to‘justify such support. So this is veryAvery clear
and there must be no doubt in your mind if for reasons I don't know
you think it's not possible to reach an agreement on the other
issues you must know that it will be a’ question for me
to give an agreement. I mentioned this to Helmut also and he more
or less shares my view on this so I wanted this to be very clear
for you. We will receive Mr. Cossiga tomorrow morning and I
suppose he will go and see you also and we will say this to him

tomorrow morning.

Yes, Signor Cossiga is coming here tomorrow afternoon and I shall
be seeing him. I hope he will arrive about half past three and I
will be seeing him then. Now, Mr. President, it's just not going
to be possible for us to do the negotiation on the agricultural

prices at the Summit. It's much much too complicated and my theory




is we're going to get into a position where you say that we can't

reach agreement on the British budgetary problem until we'reach

agreement on the agrﬁélhture prices and also I would expect on

Sheepmeat and also where we‘séy we can't reach agreement on those
other things until the British budgetary problem is sorted out.
And in the end we're going to have to do the three, finally agree
the three together. But I can't, I'm aot qualified to negotiate
and I doubt very much whether other Heads of Government are,
round the table at the European Council, the complexities of

agricultural prices.

Well, but there was a meeting in Bonn, two days anyhow with
Agriculture Ministers and they should have been able to prepare
the solution because I don't see why they will be more equipped to
do it in a fortnight than they were this week or the week before.
Postponement is creating irritation and and has no possible

justification.

I think, Mr. President that you have certain irritations and I
have certain irritations and somehow we have to get them resolved
together. But I am afraid that we are going to get into the
position where I say because we are, you say that we are
demanding something back and we are paying so much that it is an
accutely diffiqult problem for us and I recognise that Sheepmeat
is a difficult problem for you and I do indeed recognise that you
want a solution on that and I think the difficulty is Mr. President
that in the end we've got to get them altogether but I don't think
we can trade one off against another. .They each have to be done
on their own merits and when they're done on their own merits,

we haveto agree them altogether.

Yes, but we are now April 23rd. We met in Dublin in November.

We expected proposals and works done by the Ministers all the time
and there is nothing. So my irritation is not at all against you
as a person but the normal work of the Community cannot be stopped
forever. Every year we have discussions for the prices, the prices

should be fixed on April 1st, they always were and I don't feel
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your Agriculture Ministers are not able at least
to suggest what should be done. There was a debate in the
Parliament last month and there was two meetings of the

Agriculture Ministers and nothing comes out.

Yes, but we have been discussing too the Budget as you know since
Strasbourg and I seem to remember Mr. President that the agricultura
prices last year were not fixed until the Strasbourg time because
I well remember being telephoned from the Agricultural Ministers'

Conference while we were in session in Strasbourg so it's not

unusual for the agricultural prices to take a little bit longer to

I35

Well, the proposal by the Commission was submitted in the month
of January and we are now in April and we haven't even had a

serious discussion on this.

Mr. President, you are going to see Signor Cossiga tomorrow and
so am I. You want your problems solved. Of course I understand
that because I know that I need mine sclving too and so if I'm
restless to get mine solved then you are to get your's solved and
I'm perfectly prepared to solve them within the same time-scale,
within the same period but I doubt very much whether we're going
to get any one of those things solved now without the other and

I think therefqre 1'd better pursue this with Signor Cossiga
tomorrow because I don't want it to be another impossibly
difficult meeting. I really don't. I found the last one
extremely difficult and I would really like the meeting to go
smoothly. So if I will put our viewpoint to Signor Cossiga
tomorrow and he will have seen you, in more detail than we can
talk over the telephone. But I do repeat, I don't think we're
going to get anything solved until we solve it together. Anything
at all.

But I accept this. But what I cannot understand is the perpetual
postponement because nothing and nobody will gain by it and there
is never a serious discussion on issues and I remember well that
in the last Dublin meeting it was suggested that the European
Council could be advanced to February 8th for a final solution.

I express some scepticism.




I remember well.

-

Now we are in April and we will meet without due proper preparation.

My problem isn't a difficult one technically in any way. They've
got all the technical methods within Community rules. It's just
a question of the will. But we are going to be in acute
Community difficulty because I will say that my problem has been
on the table even longer than the agricultural problem and we

haven't got a solution to that one.

There was not I must say frankly not even a serious discussion
on this matter either. There was just generality. We instructed
our Ministers to engage in a clear discussion in the Brussels

meetings but there was never discussion.

There's no technical difficulty in solving the British budget
problem. On the formula you and I agreed in Dublin. No

technical difficulty at all. It's is only a question of how much
in the receipts. It is really only comparatively simple. I

doubt whether we're going to get very much further on that

until Heads of Government discuss it together. But I do know that
none of us are going to get anywhere until we can satisfy us all
together and I 'am very worried for the future if we can't get
somewhere = at this Community meeting. You will understand

Mr. President because you have problems. I understand your

problem and I just hope you understand mine.

But I understand yours and instead of engaging in absurd
Anglo/French which was suggested by the press.

We never went in that direction. I think that we should have
our people working seriously to find a sensible compromise.
With the others, like for instance the Germans, we have the

work done and we are practically agreeing on the solutions.

On the agricultural prices Mr. President it is not only Britain

who was different from France there are very very wide differences
of view, as I understand it yesterday, according to the statement

we have just had in the House of Commons today, very wide

differences. It didn't sean to me that there were anywhelée ncal

/a




a solution.
GD: Oh yes yes.

PM: But I know that I can't negotiate all the details on

agricultural prices.
GD: Yes, but I just wanted to mention to you is that I am sorry
that when we meet again in two days' time without the normal and

careful preparation for a proper compromise.

PM: Yes. Would you like me to send Sir Donald Maitland to Paris

again before Sunday?
Well if .. I think, we will meet Mr Cossiga tomorrow morning,
Meet Mr Cossiga, yes.
He will report to you tomorrow afternoon.
I will not mention this call because I will avoid anything
which looks like an Anglo/French dispute.
I wouldn't call it Anglc/French dispute. I just hate the idea.
It's an absurd idea.
Gy LS,
When you see Mr. Cossiga if you think there is a chance to
progress or to prepare better the meeting it is very easy to
Mr. Maitland Saturday morning or afternoon.
I will keep the possibility open Mr President.

GD: And you let me know tomorrow afternoon after Mr. Cossiga

EM: Of course. If we can get any further by detailed negotiations

then of course I will let you know. I am afraid we're giving

Mr. Cossiga a very difficult time.




LA
The poor one he has the flu.
Yes I'm so sa}ry.

I hope he will recover in time.

Well I hope so.

Well anyway it will be pleasant to see you.

PM: Thank you very much. We can at least look forward to the

dinner in the evening if not the meetings earlier in the day.

GD: Yes

PM: All right. It's very kind of you to telephone. I much
appreciate it. Goodbye Mr President.




CONFIDENTIAL

Ref A02022

PRIME MINISTER

Preparations for the Buropean Council - Sheepmeat

The penultimate paragraph of the Minister of Agriculture's Assistant Private

Secretary's letter of 23 April to Mr Alexander records the Minister's view
that you should not give Signor Cossiga any indication in advance of the
European Council that we might be ready to agree to intervention as part of

a Community regime for sheepmeat.

22 It is clear that the French are putting in a maximum bid and that we
shall not want to concede all their demands (which, as the Minister says,
appears to amount to Community-wide intervention all year round). Nor will
some other countries want to do so. But that is a different question from
what should be said to Signor Cossiga. After the meeting of Personal
Representatives on 2 April, the Italians circulated a text which might be
acceptable fo us in the context of a satisfactory settlement of our Budget

problem. It contains safeguards which I have underlined and reads as follows -

"The European Council considers that the future market organisation
for sheepmeat, based on principles of free circulation and financial
solidarity, must provide appropriate income protection for the
farmers concerned through recourse to private storage measures and

producer premiums as well as, if the need arises and on a temporary

basis, through intervention purchases for certain qualities of meat,

this measure being confined to limited periods and certain areas of

the Community."

3. When you see Signor Cossiga tomorrow, you might mention during the
discussion that, while we could not accept the text on sheepmeat circulated
at this week's Agriculture Council by the French, we might be able to accept
the Ruggiero text in the context of a satisfactory Budget.settlement. In this

i
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way you would indicate the limits of our flexibility. It could be a mi stake
to say nothing to Cossiga on this point, sheepmeat being an area where
concessions are less costly to us than in other areas where the French and

others have made a link.

ROBERT ARMSTRONG

24 April 1980

2
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COUNCIL OF AGRICULTURE MINISTERS 21-24 APRIL

The Agriculture Council which ended at 3am this morning was a very tedious affair,
but its outcome was very satisfactory from our point of view and I do not think
it has done anything to prejudice your negotiations in the European C?EEEE;’

Throughout the meeting the French pressed hard for the most precise indications
of a likely settlement - particularly on prices and™on the co-responsibility

levy on milk, and if not from the Council as a whole then from the majority of
delegations. They circulated a press release which reported Giscard's view that
the Agriculture Council had to reach a degree of agreement which would simply
require endorsement by the European Council, if that Council itself were to prove
Tfruitful. This attempt at blackmail was much resented and they got nothing of
substance from the Agriculture Council. Nor was this a question of eight against
the UK. If any country seemed isolated it was France. But on most of the points
we discussed there were as many different views as there were delegations. The
agricultural negotiations are nowhere near the point at which they can be

quickly resolved. —_—

We spent the first two days differing from one another on the size and nature

of co-responsibility levies on milk. Most of the rest of the time was then spent
on agreeing a statement for the European Council on the principles which should
govern a CAP settlement. It contains only three points of substance. On prices,
it simply records that there is a large majority in favour of price increases
larger than those proposed by the Commission. That, of course, was already
common knowledge. <

S

On co-responsibility levies it endorsed the principle that producers themselves
should bear the cost of disposing of the extra milk produced in the Community
compared with a base period. The two base periods cited as examples would give
estimates of this cost as 346 MEUA or 515 MEUA. But when it came to defining
the size and nature of the levies there was total disagreement. The Italians,
with support from the Danes, made their acceptance of the principle conditional

/on the levy being charged




on the levy being charged on products sold into intervention, which was anathema
to others. The French made theirs conditional on the levy being "progressive",
ie discriminatory against the bigger or more intensive producer, which the
Italians, Danes and Dutch joined us in rejecting. The Germans got very agitated
about the figures generally, because they seemed to be pointing to a levy of

over 3%, which Germany could not accept. Others made it clear that they would be
looking for price increases that handsomely compensated for any levy. So the
general endorsement of the principle of co-responsibility means, I fear, very
little,'though it is at least accepted that the flat rate levy should be of at
least 13%.

On the cost of a settlement, there was little disposition to endorse any particular
figure. The Commission wanted it stated that the FEOGA Guarantee Section's cost
for 1980, which would be about 11.8bn EUA if we simply went on as we are, should
be reduced by 1bn EUA. We of course supported them. But others were clearly
afraid~That any clearly defined limit would place too severe a constraint on the
eventual settlement, and in the end all they could agree on was a reference to

the ECO/FIN resolution calling for substantial savings.

With this out of the way we turned at 3am this morning to sheepmeat. The Commission
had circulated a modified version of the latest French proposals, but Mehaignerie
said they would not do and circulated his own text. I circulated a counter-paper
setting out our own views. There was no substantive discussion. We simply agreed
that both papers should be studied.

Finally, after extending the marketing years to the end of May, the Council agreed
to the Commission's temporary compromise on variable positive MCAs. The compromise
runs until 30 June and is as I outlined it in my message to you. I accepted it

only on the understanding that the whole issue will now be thoroughly studied in the
coming weeks.

I am sending copies of this letter to Peter Carrington, the other members of OD(E)
and Sir Robert Armstrong, and the Secretarie State for Scotland, Wales and
Northern Ireland.

\,\ / ,@LO

PETER WALKER
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Treasury Chambers, Parliament Street. SWIP 3AGC

Rt Hon Peter Walker MBE MP
Minister of Agriculture
Fisheries and Food
Ministry of Agriculture
Fisheries and Food
Whitehall Place
London
SW1A 2HH : o4 April 1980

GREEN POUND REVALUATION

I have seen the Lord Privy Seal's letter of 17 April and your
reply of 18 April. - ; i
It looks conceivable, though far from certain, following the
Agricultural Council, that the European Council conclu

could include some broad indication of the overall level of
CAP price increases to be agreed this year. This increase
would probably be somewhat higher than we would otherwise have
accepted. The Prime Minister would face a difficult task in
defending such an outcome to the UK public, even in the context
of a satisfactory settlement on the budget, and her position
‘would, I judge, be eased if she could at the same time announce
that the green pound was to be revalued so that only part of
the price increase would apply in the UK.

I am glad to see that you do not rule out a revaluation of the
green pound in principle. You give two reasons for opposing a
change now. The first is that the 5% devaluation which was

made in December has not yet worked through to all commodities.

I should have thought that this was, if anything, an argument
which suggested that it was better to revalue now rather than
later. It must surely be less disruptive for a price rise to

‘be countermanded than for it to be implemented and then reversecd.
The second is that sterling is volatile. This is true but this
may always be the case. What we do know now is that the exchange
rate used to calculate the MCAs which will be due to come into
force next Monday, when the broad lines of the price fixing may

be agreed by the European Council, is about 271% above the current

green rate. Thus it would be possible for a revaluation of th:
green rate of that amount to be agreed in principle at that

meeting.

1.
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Apart from the major presentational point I see a number of
arguments for such a course:

a) When we agreed the 5% devaiuation in December an
important consideration was that it would strengthen
our hand in holding out for a price freeze for CAP
commodities in structural surplus. We may now need to
relax that stand and it is therefore reasonable to
reverse in part the devaluation decision.

A willingness to revalue the green pound should help

the Prime Minister to maintain a consistent line on
common prices and thus may help to minimise any
concession that is needed to secure a budget settlement.
If we are not ready to revalue she will have the diffi-
cult task of explaining to the other heads of gofernmcnt
why we believe that common prices should be restrained
but that UK farmers should be supported at above the
common pricee.

Demonstrating our willingness to revalue should
contribute to a satisfactory final decision on the
awkward problem of the franchise. Once we have demon-
strated by our actions that we do not propose to apply
positive MCAs other than for short periods we should

find it easier to convince the other member states (and
commentators in the UK) that our position on the franchise
is not dictated by a wish to over-protect UK agriculibure
but by our view of the need to avoid trade distortions on
the odd occasions when, due to fluctuations in exchange
rates, positive MCAs are needed on a temporary basise.

Of course, if the European Council does not resolve the CAP/
Budget issue and the price fixing is further delayed we should
postpone a decision on the point. But I suggest we should now
take a decision to revalue, contingent on agreement at the
European Council which includes a general increase NS prilce S NSO
that it could be announced by the Prime Minister when she reports
- to the House on her return.

I am sending copies of this letter to the Prime Minister, other
members of OD(E) and to Sir Robert Armstrong.

\é@\m ‘}\'umgwj;
| frfine

. JOHN BIFFEN

[Approved by the Chief Secretary
and signed in his absence]
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Ministry of Agriculture, Fisheries and Food
Whitehall Place London SW1A 2HH

From the Minister’s

Private Office /ZA W
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N Sanders Esq

Prime Minister's Office

10 Downing Street

London ;
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COUNCIL OF MINISTERS (AGRICULTURE): 21-23 APRIL
1980

I attach a copy of the statement which Mr Walker
hopes to make to the House today. I would be
grateful for immediate clearance.

I am copying this letter to Ingham; Stevens
(Leader of the House's Office); Maclean (Whip's
Office, Commons) Pawnall (Whip's Office, Lords);
Wright (Cabinet Office) and to private secretaries
of the other Agricultural Ministers and members

of the OD(E).

713""»') b~ V2o

ot il

Garth Waters
Principal Private
Secretary




STATEMENT ON COUNCIL OF AGRICULTURE MINISTERS 21-24 APRIL

With permission, Mr Speaker, I should like to make a statement
about the meeting of the Council of Ministers (Agriculture) in
Brussels on 21-24 April, at which I represented the United
Kingdom and was accompanied by my Hon Friend the Minister of

State.

After two days of inconclusive discussion of the milk surpius,
the Council spent its final sessions in agreeing a statement

for the European Council on the principles which should underlic
this year's prices settlement, This statement contains no

commitment as to price levels, though it records that a large

majority of Member States is in favour of larger increases than

have been proposed by the Commission. France made a determined
attempt to secure agreement that the price increases should
average 5 per cent, but the UK and the majority of Member States
resisted this. I repeated the view of Her Majesty's Government
that there should be no price increases on those items in surplus
and that price increases elsewhere should be within the limits

proposed by the Commission.

The statement also deals with co-responsibility levies on milk,
I{ records a consensus that the cost of disposing of future
additional production should be borne by producers themselves,
by means of a flat rate levy of not less than the 1.5 per cent
level agreed last year and a further levy designed to put

additional pressure upon further increases in milk production.




There is, however, no agreement as to the form of this further
levy. Some Member States recorded the fact that their acceptance
of the principle was conditional on its being implemented by
means of a levy on products going into intervention, and others
on its incorporating an element of discrimination whereby the
rate of levy would be lower for certain classes of producers.

We were supported by Italy, Holland and Denmark in our view that
there should be no discrimination. Finally the statement refers
to the decision of the Economic and Finance Council theat

substantial savings must be made in agricultural expenditure.

There was virtually no discussion of sheepmeat, but the French
Minister and I each circulated a statement of our respective
positions, and these will be further considered by the appropriate

institutions.

The marketing years for commoditics due to end next week were
extended to the end of May. Finally, the Council adopted a
proposal by the Commission on the treatment of variable positive
monetary compensatory amounts. Under this arrangement, during
the two months that this proposal operates Britain will be on
the same basis as the other members of the Community with regard

to both positive and negative monetary compensatory amounts. I

made it clear that I accepted this only subject to thorough

consideration of the whole issue on a Community basis during the

coming weeks.
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Michael Alexander Esq
Private Secretary
" 10 Downing Street

London SWi1 23 April 1980

PREPARATIONS FOR EUROPEAN COUNCIL - MUTTON

It is not clear whether'the postponed meeting between the Prime
Minister and Signor Cossiga is likely to be set up before the
European Council.

In case ifvis, and in view of paragraph 26 of the brief, my
Minister considers that the Prime Minister should know the
outcome of discussions last Friday with French officials.

It is clear that the French zre going for a régime which includes
intervention throughout the Community all the year round. The
intervention level would be at 85% of a "guide price"” iunitially
based on the present French price level and seasonalised to

reflect the pattern of marketings-over the year. They consider

that this would provide a "safety net" at about the market
equilibrium price with free circulation. Export restitutions would
also be used as necessary. These arrangements, along with voluntary
restraint agreements with third country suppliers, would conrctitute
the permanent régime to be implemented from the outset.

In addition the French want premiums to make up the market revenues
of producers, notably in France, to pre-régime levels. These
premiums would be phased out, perhaps over two or three years, as
inflation carried market prices in the Common Market up to the
present French levels. There would be no premium payments to
British producers, the French arguing these would not be justified
because our producers would get improved prices after the opening
of the French market and would, along with all other Community
producers, benefit from the common support arrangements.

CONFIDENTIAL
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The French insisted that all parts of this régime - internal and
external - would have to be put into effect before they would
remove their present national import restrictions. They have
thus decided to take a hard line on the type of régime they want
which would go well beyond the limited use of intervention in
the Autumn which the Commission suggested. If adopted by the
Community, the French approach would ‘seriously prejudice the
prospects of successfully-negotiatihg Voluniary Restraint
Agreements with third country suppli%gf.

In my Minister's view, this reinforces the argument against
giving Signor Cossiga, in advance of the European Council, any
hint that we might be ready to move on intervention. He .
recognises, of course, that we shall need to make a move in .
the context of a firm budget settlement. But this is a card we
can only play once. Moreover, even if we eventually have to make
a concession to the French, we must do all we can to 1limit the '
role intervention would play in a mutton régime. - We are revising
the detailed briefing on mutton for the European Council.

I am copying this letter to the Private Secretaries to the
Secretaries of State for Scotland, Wales and Northerm Irelend,
members of OD(E) and Sir Robert Armstrong.

Yo sy

D E JONES
Assistant Private Secretary
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From the Private Secretary 23 April 1980

The Minister of Agriculture telephoned the Prime Minister
from Brussels at 3.30 p.m. this afternoon.

He explained that President Giscard had today put out
a statement to the effect that the Agriculture Ministers would
have to make substantial progress towards an agreement on farm
prices at their present meeting if there was to be any progress
at the next European Council on Britain's budget contribution.

Mr. Walker sought the Prime Minister's confirmation that
he should maintain a robust line on farm prices despite this
renewed threat of linkage from the French.

The Prime Minister had not seen President Giscard's state-
ment, nor was she aware of the precise form of the farm price
proposals as they are now being discussed in Brussels, but she
confirmed that she would wish Mr. Walker to maintain a robust
line and not to be blackmailed into changing his position.

I am sending copies of this letter to Paul Lever (Foreign
and Commonwealth Office), John Wiggins (HM Treasury) and
David Wright (Cabinet Office).

S LN

ke Alom

David Jones, Esq.,
Ministry of Agriculture, Fisheries and Food.
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10 DOWNING STREET

From the Private Secretary 292 April 1980

A - THE UK POSITIVE FRANCHISE

MC

You will wish to note, for the record, that
the Prime Minister has approved the compromise
solution to the problem relating toO the franchise
on the UK positive MCA that has been proposed by
the Commission and is set out in UKRep Brussels
telegram no. 2004 of 21 Apride o1 nave informed

Garth Waters on the telephone of the Prime
Minister's agreement.

I am sending copies of this letter to David
Jones (MAFF), Martin Hall (HM Treasury) and David
Wright (Cabinet Office).

Paul Lever, Esda.,
Foreign and Commonwealth effice.
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COUNCIL OF MINISTERS (AGRICULTURE) 21/92 APRIL 195¢,
MZTA = THE UK FOSITIVE FRANCHISE

FOR THE PRIME MINISTER FROM THE MIN|STER OF
AGRICULTURE.

** 1, THE COMMISSION HAVE VOLUNTEERED TO ME THAT THEY
WISH TO PROPOSE A CCMPROMISE SOLUT!ION OF OUR PROBLEM ON
PESITIVE MCAS AT THIS MEETING OF THE GGUNCIL. BUT THEY AR
NOT PREPARED TO DO SO UNLESS THEY HAVE AN INDICATION FROM
US THAT WE #ILL NCT REBUFF THEM,

o. THEIR PROPOSAL IS AS FOLLOWS:
(1) THE FOANCHISE ON YARIABLE FOSITIVE MCAS wOULD BE * PER CENT:
(%)

THE sawmg DE MINIMIS’* RULE @OULD APPLY TO VARIABLE
POSITIVE MCAS AS'TO FIXED, IE WHEN THE GALCULATED MCa4,
AFTER ALLOWING EOR THE FRANCHISE, LIES BETWEEN ZERO ANL 1
ER CENT, AND MCA OF 1 PER CENT WOULD APPLY,

(C) THE COM¥ISSION WOULD “iSH THIS COMPROMISE TO BE PERMANENT
|F POSSIBLE, BUT WOULD BE PREPARED TO SEE A DBDECISION FOR

A LIMITED PERICD ONLY.

THIS PROPOSAL AS ACCEPTABLE ON A TEMFORARY RL4SIS.
AGREE THAT WE SHOULD INDICATE TO THE COMMISSION THAT “E

“CULD ACCEPT THIS SCLUTION FOR THE REMAINDER OF THE MILX MAPKETING
YEAR (1.E. UNTIL THE 198¢ FRICE FIXING TAKES EFFECT)? THE EFFECT
WOULD RE TO PUT OUR VARIABLE FOSITIVE MCA ON THE SAME BASIS AS
THE FIYED FOSITIVE MCAS OF CTHER COUMTRIES.’'

FCO ADVANCE FLASH TO:-

FCC =  PS/LPS, HANNAY
CAR =  FRANKLIN

MO 1€ - ALEXANDER

YAFF = PS/HMINISTER

T8Y -  =OBERTS

BUTLER

FILES [COFIES SENT TO NO 10 DOWNING ST.]
ECD (I)

PS [ADVANCED AS REQUESTED]
PS/IPS

MR BULLARD

MR FERGUSSOMN

Mk HANNAY

CABINET OFFICE
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MESSAGE TO THE PRIME MINISTER FROM THE MINISTER OF AGRICULTURE

MONETARY COMPENSATORY AMOUNTS

The Commission have volunteered to me that they wish to

propose a compromise solution to our problem on positive MCAs

O T —
at this meeting of the Council. But they are not prepared to do

so unless they have an indication that we will not rebuff them.

m—

Their proposal is as follows:

(i) The franchise on variable positive MCAs would

be 1 per cent.
S —

The same de minimis rule would apply to variable
positive MCAs as for fixed, i.e. when the
calculated MCA, after allowing for the franchise,
lay between O and 1 per cent, an MCA of 1 per
cent would apply.

They would wish this compromise to be germanent
if possible, but would be prepared to see a
decision for a limited period only.

—

——

I regard this proposal as acceptable on temporary basis.
Would you agree that we should indicate to the Commission that we
will accept this solution for the remainder of the milk marketing
yela (G unitaNStive kggg_pzige fixing takes effect)? The effect
would be to put our variable positive MCAs on the same basis as the

fixed positive MCAs of other countries.

21 April 1980
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POSITIVE MCAs e M A
1e The Prime Minister has received a message from the Minister of
Agriculture seeking her agreement to a compromise solution to our

positive MCA franchise problem at the current meeting of the Agriculture

Council, Sir Robert Armstrong's minute of 14 April sets out the general

background. \&hx\‘; Ndkaios

2. Under the present franchise rules we cannot acquire a positive

MCA until the gap between the green pound and the market rate for

sterling is at least 2% per cent. The effect of the proposed compromise -
which is acceptable to the Foreign and Commonwealth Office and the

Treasury - would be to reduce this margin to 1 per cent, thus providing

the additional protection for the United Kingdom against trade

distortion that OD(E) were earlier concerned to secure.

3. If the Prime Minister is content with the substance of the

proposal, on the temporary basis suggested by the Minister of Agriculture,
she may feel that he should be authorised to accept it during the current
session of the Agriculture Council rather than leaving this complex and

detailed issue over for possible discussion in the European Council.
Poms’ Kl
4 \

D M ELLIOTT
21 April 1980
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Dear Milud v

CAP PRICES IN THE COMMUNITY BUDGET

Thank you for your letter of earlier today
about a message to Mr Marcora. I should have
mentioned when I spoke to you, prior to your
sending the letter, that Mr Walker had already
given his views on the Lord Privy Seal's two
letters of yesterday, which have been recorded
in letters to the Lord Privy Seal's office
today, and that Mr Walker had sent a message to
Mr Marcora following his talks with

Mr Mehaignerie earlier in the week. I am
circulating a copy of that message with this
letter,

I am sending copies- of this letter to the
recipients of yours.

yms s{mwe&f

C£:}>GNfJﬁ\ﬁn&$-

D E JONES
Assistant Private Secretary




. MESSAGE FOR MR MARCORA

'I had a friendly talk with M, Hehaignerie yesterday. He asked
:about my talks with you and I gave him an outline of your :
views on the main-commodities, as you had expressed them to me.

We spent most ot_the time on beef and sheepmeat. On beef, ‘
Mehaignerie said that the new beef cow subsidy was an absolute
necessity for France and I assured him of my suREort, subject . .
“to0 the condition that the subsidy must be paid at the same rate
on a11 beef herds in the Community, without any limit on the 5
_EEEBgrs in each herd. On the price, he said that France wanted
the beef price increase to be greater than that for cereals.v_f'"

I told him. as I had told you,’ihat I saw no case for an inerei..o
?1gger than the Commission'’s propossl ot__iﬁ, whlch.with the
proposed beef cow subsidy is equivalent to 3% in all,

;On sheepmeat, the French explained in more:detail thaﬁ béfore; ;; -
how they saw the definitive régime operating. It waé clearﬁlrif?
however, that they had not fully developed their proposals and
we agreed that our officials should meet to clarify French,ideas
further and also the difficul ties which they present for us, e

f%Wé briefly'diécussed milk;' Mehaignerie'argued for a'ﬁrogreséive
co-responsibility levy. I said that no British Govérhment'could‘-;’
agree to a levy unless it applied equally to all'farmefs'nat
covered by»the existing exemptions. ' : :

Finally Mehaignerie asked me whether I saw any prospect ot-a
settlement at next week's Council, at prices higher than thosec

- proposed by the Commission. I said there was no such pfospect,
as I had no asuthority to move from my existing position on pricese.
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From the Minister's

Private Office OZA w
~

Mike Richardson Esg
Private Secretary to
the Lord Privy Seal
Foreign and Commonwealth Office
Downing Street
London SW1 18 April 1980

&Qw Ml

CAP: DISCUSSIONS WITH THE FRENCH

My Minister has seen the Lord Privy Seal's
letter of 17,April about CAP discussions with
the French and has asked me to say that he
considers the Italians to be sufficiently
aware of our views on the relationship between
the budget problem and agricultural prices as
a result of his talks with Mr Marcora on

14 April. He would therefore prefer not to
take up the Lord Privy Seal's suggestion of a
message to Mr Marcora before the weekend.

I am sending copies of this letter to the
Private Secretaries to the Prime Minister,
other members of OD(E) and Sir Robert Armstrong.

D E JONES
Assistant Private
Secretary

SECRET
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Thank you for your letter of 17 April about the franchise for
positive MCAs. i

ey L T

T do not agree with the implication in your letter that it would

be a concession on the part of other member states to reduce the
franchise for variable positive MCAs from 14% to 1%. The advice

I have been given is that the Commission are on very dubious legal
ground in continuing to apply the 11% franchise after the Regulation
providing for it expired on 31 March. An alternative way of
proceeding would therefore to be bring a case against the Commission
under Article 1/3% of the Treaty. Indeed it is likely that action by
traders here to secure the payment of MCAs which they consider legally
due to them will in any case result in the issue coming before the
Court as a result of a reference under Article 177. It therefore
follows that agreement to any further Regulation on the subject would
be a concession on my part to extricate the Commission out of the
legally difficult situation into which they have got themselves with
the connivance @f the other member states.

However, subject to the Prime Minister's views, I would be prepared
to try to work towards a compromise at the next Council under which
the franchise for variable positive MCAs would be set at 1% for a
period of, say, 2 months and the rules about the application of

small fixed negative MCAs should also be made applicable to positive
MCAs. There would need to be an undertaking that the whole franchise
problem would be studied at working level meanwhile and looked at
again by the Council before the expiry of this period.

On the rest of your letter I of course agree that if sterling were
to go on rising, there could come a point where we might need to
consider a revaluation of the green pound. But I would be totally
opposed to this being done at the moment, before even the effect of
the December devaluation has worked through™to all commodllies.

e

/Sterling 1S eceees




Sterling is clearly volatile at the moment and has fallen by about
14% from the rate which justified the introduction of the positive

AMCA of 2.1% on 7 April. In fact, this has led to the removal of
the MCA from the beginning of next week. Your statement that
Community philosophy is to avoid the creation of new MCAs omits an
important word: the decision of the European Council of December
1978 was that no new permanent MCAs were to be created, and it
remains to be seen whether our MCAs will be permanent.

As for food prices, even a 5% rise in CAP common prices could add
barely 0.25% to the RPI. Against this, our farmers' incomes have
already been reduced to the lowest level in real terms for very

many years and, unless sterling should fall again to the peint where
a further green pound devaluation is possible, farmers face a severe
cost-price squeeze over the coming year.

I am copying this letter to the Prime Minister, other members of
UD(E) and to Sir Robert Armstrong.

Approved by the Minister
and signed in his absence
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10 DOWNING STREET

From the Private Secretary 18 April 1980

CAP Prices and the Community Budget

The Prime Minister has seen a copy of Mr. Walker's letter
of 16 April to the Foreign and Commonwealth Secretary on this
subject. She has also seen copies of the Lord Privy Seal's
letters to Mr. Walker of 17 April.

As I have already told you on the telephone, the Prime Minister
agrees with the Lord Privy Seal's suggestion that a message from
Mr. Walker to Mr. Marcora would be useful. However, she would
wish to approve the text ofthemessage before it is issued.

As regards the question of the franchise applied to positive
MCAs, the Prime Minister does not believe that any decision need
be taken on this before the weekend. She would prefer to see this
issue sorted out with the rest of the CAP problems but would be
willing to look at the matter again on Monday.

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

David Jones, Esg.,
Ministry of Agriculture, Fisheries and Food

y sara Sl 5 V. -
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MR ALEXANDER
CAP Prices and the Community Budget

1. Mr Walker's letter of 16 April to the Foreign and Commonwealth
Secretary suggests, following his talk with the French Agriculture
Minister, that we propose a meeting of the Agriculture Council

simultaneously with the European Council. The Lord Privy Seal

does not think that this is a good idea. He is right. It would give

At d

far too much emphasis to the question of CAP prices (which interests

the others) and put pressure on us to settle the budget issue; whereas

the pressure must be the other way round. On the other hand, as

]

the discussion at the Prime Minister's meeting on 15 April showed, it
is not going to be easy to hold our position on CAP prices while at the
same time ensuring that decisions on our budget contribution are not

blocked simply because the ground for a decision on CAP prices has

not been prepared. This is essentially the task of the Presidency:

if they want the budget issue settled and accept that the French (and

perhaps others) will not settle without a decision on CAP prices,

—————SE—— — " ——

then they must see that the European Council has a possible compromise

in front of it or at least a report on the areas of disagreement in the
.

—————————
Agriculture Council. Conversely, they must understand that movement

on our part will be conditional upon (and proportionate to! movement

—

towards us on the budget. The Lord Privy Seal's suggestion that a
message be sent in this sense to the Italian Minister of Agriculture is
probably the right one. The Prime Minister will be able to reinforce
it when she sees Signor Cossiga on Tuesday morning,

2. On the related issue, of positive MCAs, Sir R Armstrong minuted

(610 behia D
you on 14 April/about Mr Walker's letter. I understand the Lord Privy

Seal takes the same view:as the one expressed in that minute viz,

=
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that the question of the 'franchise'' to be applied to positive MCAs for
countries not fully in the EMS should if possible be settled in the Agriculture

Councilrather than held as a bargaining counter at the European

Council. Subsequent discussion in Brussels has suggested that a reasonable
compromise should be possible, the more so since the question has again
become of no immediate practical importance with the disappearance of

positive MCAs as from Monday.

Mbcﬂ

Y 4
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M D M FRANKLIN
CABINET OFFICE SW1
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Foreign and Commonwealth Office

London SW1

17 April 1980

by betr,

CAP : DISCUSSIONS WITH THE FRENCH

Thank you for your letter of 16 April to Peter Carrington
who is still in Salisbury. You clearly had a useful discussion

with Mehaignerie and this is helpful.

I do not think that other Member States really expect us to
make concessions on prices at the Agriculture Council next week,
however much some of them, particularly the French, may formally
press for progress. They should understand that we are not going
to give anything away in advance of a budget solution. I would
not therefore favour making formal demarches in Community capitals.
I do however think it is important that the Italian Presidency

should have a clear understanding of our position and I suggest

a message from you to Marcora before the weekend would be useful.

Perhaps our officials could prepare a draft.

We have all recognised the chicken and egg situation we
face about not making any concessions on the CAP in advance of the
budget, but I think that there are a number of drawbacks to your
suggestion that an Agriculture Council should be held simultaneously
with the European Council. The problems of trying to maintain
parallel progress in two separate meetings are likely to be
formidable and to have Agriculture Ministers present in Luxembourg

/would

The Rt Hon Peter Walker MBE MP

Minister of Agriculture, Fisheries and Food
Whitehall Place

London SW1

S BCRET
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would put pressure on us rather than the reverse. [t would

surely suit our book better for discussion of agricultural prices

at the European Council to be based on a report by the Presidency,
aps including their proposals or those of the Commission for

a possible compromise, with the Agricultural Council only meeting

thereafter in the light of whether the European Council are able

toragree.,
{
I welcome the development of your discussions on sheepmeat.

It is quite clear that as a major producer we need to discuss the
details with the French if an outcome satisfactory to us in the
context of a budget settlement is to be obtained. I understand
that your officials will be meeting their French counterparts

tomorrow to clear the ground without making substantive concessions.

I am sending copies of this letter to the Prime Minister,

other Members of OD(E) and to Sir Robert Armstrong.
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17 April 1980

foes Pere,

You wrote to the Prime Minister on 11 April about our position
on MCAs and the franchise. We discussed this at the Prime
Minister's meeting on 15 April, but I thought it might be useful
to let you have our thoughts in writing before next week's

Agriculture Council.

We are most unlikely to get agreement to the whole of what we
are proposing. Not only are the Commission opposed, but in
addition France, Germany and others of our partners are unlikely
to agree. As you say, sooner or later we are going to have to
go for a compromise. This might be on the lines suggested
informally during the last meeting of the Agriculture Council

involving the reduction of the franchise from 1.5% to 1%

(which I was encouraged to see from the record of the Special

Committee meeting on 16 April is still likely to be on offer).
I see no objection to us attempting in addition to obtain the

abolition of the de minimis rule by which an MCA has to amount

to 1% before being payable. I doubt, however, whether we will
get very far with this and we may have to settle for the reduction

in the franchise alone.

As to the timing, I do not feel that it would be a particularly
attractive or helpful issue to raise in the European Council
/itself.

The Rt Hon Peter Walker MBE MP

Minister of Agriculture, Fisheries & Food
Whitehall Place

London SW1A 2HH
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itself. Apart from MCAs being far too detailed and technical

a matter for discussion between Heads of Government, I doubt
whether our partners would see what we are proposing as a
concession at all; they may well regard it as a concession on
their part to agree to any reduction in the franchise. I feel
therefore that any deal we try to strike is best handled in the

Agriculture Council.

There is one further aspect of MCAs which we ought to consider

in connection with the European Council and that is the fact

that we now have, perhaps intermittently, a positive MCA,

which has the effect of keeping up prices to our own farmers.

It seems clear that we shall have to agree to some increases

in most agricultural prices in the context of a settlement of the
budget question. The press and popular reaction to the position
we have taken over the franchise indicates that any increase in
agricultural prices, and therefore food prices generally,

however small, will be badly received in this country. We

ought therefore to keep in mind the option of revaluing the

green pound back to parity. This would mean that our farmers
would not benefit from the whole of the Community's price
increases, but would have the effect on the other hand of ensuring
that such increases did not result in too great increases in

the shops. Such a move would also be attractive to our partners,
given that the Community orthodoxy is to avoid the creation of
new positive MCAs. It is, in my view, this consideration which
lies behind French opposition to the abolition of the franchise,
rather than any more direct consideration of trading advantage

or particular wish to be difficult to the UK.

I am copying this letter to the Prime Minister, members of OD(E)

and to Sir Robert Armstrong.
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CAP : DISCUSSIONS WITH THE FRENCH

My talks with M. Mehaignerie in Paris yesterday were friendly and, I think, quite
useful. After our commodity discussions he took the Ambassador and myself aside
and asked whether there was any prospect of a price settlement at next week's
Agriculture Council. I said that in my view there was none, since other countries
were clearly not prepared to accept our views on prices and we were not prepared
to change them. He replied that this did not augur well for the budget discussion
in the next European Council, and suggested that this might mean waiting until
June.

I am very much afraid that, if we are not very careful, next week's Agriculture
Council could greatly sour the atmosphere for the European Council. The others
have been looking for material progress on the CAP next week, as a sweetener

for the budget discussion, and when we refuse to budge over three days of
negotiation they will probably react badly. Clearly we should do all we can

to minimise the adverse effects. I think we should immediately make it clear

to all other member countries, through our Ambassadors, that there is no prospect
of a settlement next week, so that no false hopes are raised. They will not like
this, but it would be better to be frank now than to seem to act deviously or

to prevaricate. e

The critical question, however, is how we can make progress on the budget and
the CAP simultaneously, for the others will not settle the budget without being
Sure of the CAP settlement, and we will not settle CAP prices without being

sure of an acceptable outcome on the budget. Given the impracticability of
dealing with the CAP's fearsome complexities in the European Council, I am driven
to the conclusion that the only way to do this may be to hold an Agriculture
Council simultaneously with the European Council-—T wonder if it would Not be
sensible Tor us o suggest this? Next week's Agriculture Council could then be
regarded as a preparatory meeting to clear the ground, and the real negotiation
could take place simultaneously with the European Council on 27/28 April. Even
if the proposal did not commend itself to other countries, the fact of our making
it would show that we were seriously prepared to make progress simultaneously




on all the issues, on their merits. And if it were not adopted now, it might well
commend itself in June.

There will be a separate report on our commodity discussions, but you may be
interested to know at once of the trend of French thinking on sheepmeat.
Mehaignerie asked one of his officials to outline French ideas, and for the

first time we were given a fairly coherent account of their conception of a
definitive common regime. Briefly a reference price would be set at the level

of last year's French market price. Community aids for private storage would
b&=given when prices rell to 86% of this reference price. Community financed
intervention buying would take place, at least in France, at 85% of the reference
price. Export restitutions would also be available. Imports from third countries
would be limited by voluntary agreement. Since, in conditions of free intra- E
1nmmmﬂTty‘fTEHET*U?EE?FEE§U¥E§%Eiﬁ?Fﬁot hold up French market prices at the
level of the reference price, there would also be a Community-financed premium
paid to producers, dgéégggg_3g_Qglggg_1ng_ggg_gggggggégggiffgggﬁ_market price

and the reference prite. All this was fairly predic 5 the French went

on o saythat—this system could operate at once, throughout the Community, without
any transition. If there were to be a transition allowing for different price
levels in France and the UK, then there would have to be charges on UK exports

to France, despite the legal difficulties of this (which some of the Fren
seemed to think soluble; others not).

I rehearsed in strong terms our objections to intervention, and our apprehensions
about the practical effects of a system on these lines. But it was clear that

the French had not in any case fully thought through their ideas and Mehaignerie
and I agreed that our officials should meet to clarify their proposals and the
"difficulties we see in them. This is at least the beginning of a dialogue and when
we have more of the details of the French proposals we shall need to consider again
how far we should be prepared to move towards them in the context of a satisfactory
settlement on the budget.

I am sending copies of this letter to the Prime Minister, other members of OD(E)
and Sir Robert Armstrong.
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From the Private Secretary 15 April 1980
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The Prime Minister held a meeting yesterday with the Foreign
and Commonwealth Secretary, the Chancellor of the Exchequer, the
Lord Privy Seal, the Minister of Agriculture and the Secretary of
State for Trade to consider your Minister's minute of 10 April
on this subject and the Chancellor of the Exchequer's related
minute of 14 April.

The CAP and the European Summit

After some preliminary discussion of the current position on
Britain's positive MCAs, which is the subject of separate corres-
pondence, the Minister of Agriculture reported on his discussions
with Signor Marcora last night about the CAP prices and economy
package. Signor Marcora's minimum requirement for a settlement
was an increase in the milk price of 3% per cent, with a 2 per
cent co-responsibility levy; a reduction of 2 per cent in German
positive MCAs; and a price increase of 13 per cent on sugar
coupled with the retention of last year's quotas but with an
improvement for Italy. Signor Marcora had stressed that the
Italian Presidency were determined to work for a solution to our
budget problem, which in his view would be facilitated if next
week's Agriculture Council could agree a package ad referendum
to the 27/28 European Council.

The Minister of Agriculture said that he had made elear to
Signor Marcora that we could not accept price increases for surplus
products. Apart from maintaining our opposition to any price
increases for surplus products (which included wine and olive oil)
we should oppose any increase in the threshold price of maize;
and seek a refund on cereals used in the production of whisky, on
which we could hope for a gain of £20 million per annuim, the con-
tinuance of the present Northern Ireland milk aid; a reduction in
hard wheat import levies; the maintenance of the 100 per cent UK
Community financed butter subsidy; and the retention of last year's
sugar quotas, with no price increase. )

There was general agreement that we should give nothing away
on CAP prices until we were sure of securing a satisfactory
settlement on the budget issue. This would make discussions at
the 21 /22 April Aoriculturce Council difficult, since we were
likely to end up in an 8-1 position on all the major CAP price
issues. It was therefore urged that, to avoid an irretrievable
souring of the atmosphere in which the discussion of our budget
problem would take place in Luxembourg, the Minister of Agriculture

T /should be




should be empowered to indicate the prospect of some movement

on our part on CAP prices at the European Council if a satisfactory
settlement on the budget were achieved. Unless the Agriculture
Council registered some progress towards an eventual overall settle-
ment there was a risk that the ground would be inadequately
prepared for a further advance by our partners on the budget.
Against this it was strongly argued that any such move would
seriously weaken our negotiating position at the European Council,
at which the need of our partners for a settlement on CAP prices
would be our strongest bargaining card apart from the unpalatable
threat of withholding our contribution. As the Cabinet had already
agreed, we might well have to make concessions on CAP prices in

the end to get what we wanted on the budget, but it would be

wrong to do so in advance of the European Council. It would be
helpful if at the end of the Agriculture Council the Presidency or
the Commission could come forward with a compromise proposal, which
we would not accept but which would enable the question to be
discussed at the European Council along with the budget issue.

On sheepmeat the Minister of Agriculture should listen sympathetic-
ally to the French requirements at his meeting with M. Mehaignerie,
provided that we gave nothing away at this stage.

Summing up the discussion, the Prime Minister said that, while
the Minister of Agriculture should do his best within his remit in
his talks in Paris on 15 April and in the 21/22 April Agriculture
Council to avoid clouding the atmosphere for the European Council
discussions on the budget, we could not agree to any concessions
on sheepmeat or CAP prices until we had secured a satisfactory
solution to the problem of our net contribution to the Community
budget. If a Presidency compromise on the CAP prices and economy
proposals emerged at the Agriculture Council the Minister of
Agriculture need not oppose its presentation to the European
Council provided he maintained a clear United Kingdom reserve
on any price increase going beyond his present mandate.

I am copying this letter to the Private Secretaries of the
other members of OD(E) and to David Wright (Cabinet Office).

7M §'Lm‘ad~]
/ZW Mg St

Garth Waters, Esq.,
Ministry of Agriculture, Fisheries and Food.




10 DOWNING STREET
A Dl
7&/0 ,(,.KMM/S
(4 fmatllisnn Whieen é«@
g M el
(!) Wi Shat M2 W
(e b Dertucs
ﬂg ')cﬂbsé (53 70‘;4 0‘)\!&/\1/ Ag)(l /512
Ullin nl- o~ bonis fanl
i ,‘M : e
afﬁm/\/d:' lo God- gw/b :

l-ﬁmbaa{m decde 6 30‘,




Reference

@ tenensy Ateael

/L{‘; . A/(’/‘LL‘LIL /M,{A A

i
7 {M/{ Y| .ri:-/-. T

Neenihs s Wclise

CODE 18-78




SECRET

DRART LETTER FROM MR ALEXANDER TO MR WATERS {f/

THE CAP AND THE EUROPEAN SUMMIT

1« The Prime Minister held a meeting t ng with the
Foreign and Commonwealth Secretary, the Cha'cellor of the Exchequer,
the Lord Privy Seal, the Minister of Agricfﬁture, and the Secretary
of State for Trade to consider your Minis%ér's minute of 10 April

on this subject and the Chancellor of the‘Exchequer's related

minute of 14 April.

20 After some preliminary discussign of the current position on

Britain's positive MCAs, which is e subject of separate

correspondence, the Minister of Agriculture reported on his

discussions with Signor Maroora/ ast night about the CAP prices

and economy package. Signor ygrcora's minimum requirement for a

settlement was an 1lncrease in;the milk price of 3% per cent,

with a 2 per cent co—respons&bility levy; a reduction of 2 per cent
¢ ,

in German positive MCAs; ¢ & price increase of 1%—per cent on

sugar coupled with(last y;ir's quotas but with an improvement for
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—products. Signor Marcora had stressed that the Italian
Presidency were determined to work for a solution to our budget
problem, whlch(w;ll be fa0111tat%§ if next week's Agriculture
Council could agree.a package ad referendum to the 27/28 European

Council.

3 The Minister of Agriculture said that he had made clear to

Signor Marcora that we could not accept price increases for

surplus products. -~Feere—was—scneral ssreemert—that We SNOULA
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. Apart from maintaining our opposition to any price
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increases for surplus products,] ¥t—wes—eFsoagreet thert we should

seek a refund on cereals used in the production of whisky, on

which we srere—ewet—Some ﬁGO o e C/‘O'Llld hope for a gall’l

of £20 million per annum ITr—future; Eﬂé continuance of the

/
present Northern Ireland milk aid; A—refund on matme—wsed—n—the
/

mswufacture of starehy a reductioh in hard wheat import levies;
A o~ and
the maintenance of the 100 per cgént UKLPutter subsidy;( the

retention of last year's sugar/quotas, with no price increaseq
/
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since we were likely 6 end up in an 8 - 1 position on all the

ma jor CAP price issugs. It was therefore urged that, to avoid

an irretrievable soJring of the atmosphere in which the discussion
of our budget problem would take place in Luxembourg, the

Minister of Agriculture should be empowered to indicate the
prospect of some movement on our part on CAP prices at the
European Council if a satisfactory settlement on the budget were
achieved. Unless the Agriculture Council registered some progress
towards an eventual overall settlement there was a risk that the
ground would be inadequately prepared for a further advance by

our partners on the budget. Against this it was strongly argued

that any such move would seriously weaken our negotiating position
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at the European Council, at which the need of our partners for a
settlement on CAP prices would be our strongest bargaining card
apart from the unpalatable threat of withholding our contribution.
As the Cabinet had already agreed, we might well have to make
concessions on CAP prices in the end to get what we wanted on the
budget, but it would be wrong to do so in advance of the European
Council. /. ~Fhk as y the Mlnliii£%3£

n~thn

Agriculture should wed listen sympﬁtheticallﬁ%ﬁSlM Mehaigng?fékérvq :

' 4
~peedrenents on-shoepmeat, provi@éd that we gave nothing away at

this stage. /
Sie Summing up the discussion, the Prime Minister said that,
while the Minister of Agrigulture should do his best within his
remit in his talks in Pa;is on 15 April and in the 21/22 April
Agriculture Council to favoid clouding the atmosphere for the
European Council discussions on the budget, we could not agree

to any concessions oﬁ sheepmeat or CGAP prices until we had =2ecured

a satisfactory solg&ion to the problem of our net contribution

| ﬁ({oCM‘/ﬁW-WWW
to the Community qudget. If a Presidency compromise/emerged

A

at the Agriculturée Council the Minister of Agriculture need not
oppose its presentation to the European Council provided he
maintained a clear United Kingdom reserve on any price increase

going beyond his present mandate.

6. I am copying this letter to the Private Secretaries of the

other Members of OD(E), and to David Wright (Cabinet Office).




Foreign and Commonwealth Office
London SW1

15 April 1980
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DEBUDGETISATION OF CAP AND 1% CEILING

Thank you for your letter of 2424%rch. I agree that Hugh
Arbuthnott's letters of 13 and 28 February offer some useful
insights on French Ministerial and official thinking. They
also point up the apparent gap between President Giscard's
own views and those of other members of the French Government
— a gap which was further emphasised by Chancellor Schmidt's
remarks on 28 March to the Prime Minister about Giscard's
attitude. |

I recognise that the French are currently against debudgetisation
(or 'renationalisation'). That is why we have been advocating
development of a mix of policies in our own'approach to reform
rather than nailing our colours solely to the proposal for

partial debudgetisation.

I am copying this letter to the Prime Minister.
jfk_/t o b

2N

The Rt Hon Peter Walker MBE MP

Minister of Agriculture, Fisheries & Food
Whitehall Place

London SW1A 2HH
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Community Budget and the CAP: Ad Hoc Meeting
15th April - 11,00 am

You have called this meeting to consider whether any shift in our tactics
on CAP prices and sheepmeat is desirable to enhance the prospects of a
& uccessful outcome on our budget problem at the European Council now fizad
for 27th-28th April. The meeting is taking place now so that the Minister of
Agriculture can take its conclusione into account in his talks with his French
opposite number, M. Mechaignerie, later in the day, and in the discussions at
the 21st-22nd April Agriculture Council.

2. Before the European Council was postponed, the Cabinet concluded
(CC(80) 12th Conclusions, Minute 5) that the budget problem was unlikely to be
settled at the March Summit, that our objective should therefore be to make as
much progress as possible in March towards a final settlement in June, and that
"unless and until the budget problem was satisfactorily settled there was no
question of agreeing to increases in CAP prices, or indeed of resclving any
other issues that would be linked to our budget problem such as sheepmeat’.,

3. Since then:-

(2) You said in Cabinet on 27th March that the postponement of the
European Council made it even more important to come as close ag
possible to settling the budget problem a¢ the April meeting.

(b} The prospect that European Commuuity issues will figure largely at
the Labour Party Special Conference on 3lst May - before the June
meeting of the European Council - makes it even more desirable to
get as near as possible to settling the budget problem at the April
meeting. :

(e) Your discussions with Chancellor Schmidt on 28th March showed that
he wanted the budget issue settled but thought other issues would have
to be dealt with too. You expressed readiness to try to settle other
issues like CAP prices and sheepmeat within the same timescale as
the budget issue, provided that they too were dealt with on their merits.

-l-
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(d) Other evidence, including the meeting of Personal Representatives
in Paris on 3rd April, suggests that the French and others share
the desire for at least an outline settlement on the budget at the
27th-28th April European Council, even if detailed implementation
has to be left till later. But they all see agreement on CAP prices -
and for the French a resolution of the sheepmeat problem - as
essential ingredients in an overall budget scitlement. There will
accordingly be moves at the April Agriculture Council to make
sufficient progress on the Commission’s prices and economy package
to enable it to be presenied in some form to the European Council,

(e) Signor Cossiga's new Government has been formed, but it now seems
unlikely that he will be able to embark on a tour of Community capitals
until the week before the European Council.

The main tactical questions for your meeting are therefore:»

(i) Should we continue to block any price increase for surplus
commeodities until we get full satisfaction on the budget, or
should we show some signs of conditiona]l movement at the
April Agriculture Council in order to pave the way for an
acceptable budget solution at the Eupopean Council?

If somme movement is thought desirable, what form should it take:~

(2) A price setilement ad referendum to the European Council,
but with a United Kingdom reserve: this was the solution
urged at the Fersonal Representatives meeting on 3rd April,
but unless we know by 21st April that we are getting near to
a satisfactory outcome in cur budget contribution, this

would prebably give away (0o much in advance; OR

(b) Acquiescence in the Presidency/Commigsion making a

compromise proposal, subject to ratification after the
European Council: OR

(¢) A situation report on the various components of the prices
and ecoromy package, leaving the European Council to hand
down guidelines on which the Agriculture Council would

il
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subsequently act: this might not be workabie, since
the French (and perhaps others) might argue that the
European Council should not get into the necessary
degree of detail.
(iii) Likewise on sheepmeat, should we stick to sur present hard
line until the budget discussions in Luxembourg, or should
we bring into play now the limited concessions to the French
that have already been appreved by the Cabinet?
(iv)  If the latter, should Mr. Walker be authorised to make our signal
to M. Mehaignerie on 15th April, or should we hold it back as a
new tactical card for Signor Cossiga to play on our behalf in his
second round of talks?
5. The meeting will have before it the Minister of Agriculture's minute to
you of 10th April, and his paper OD(E)(80) 15. His minute suggests that at
the Agriculture Council he should do no more than tell his colleagues informally
that, if the European Council were to seitle the budget issue, he would probably
be able to accept something like the Commiseion's proposals (an average
increase of 2,4 per cent). On sheepmeat he thinks an agreement with the
French might be possible but is reluctant to go too far until we have made
irreversible progrese on the budget.
HANDLING
€. You may think it best to limit discussions at this meeting to CAP prices
and sheepmeat; a further meeting to review tactics generally on the budget
issue is provisionally scheduled for 23rd April.

7. You may wish to invite the Minister of Agriculture to introduce the

discusgsion on the basis of his minute of 10th April.
€. Thereafter you may wish to take CAP prices and sheepmeat separately,

exploring in each case the tactical questions set out in paragraph 4 above.
9. On CAP prices it will first be important to get Mr. Walker's assesement
of what a final package would look like. On the average level of price increases

most people are now talking about 4 to 5 per cent. Each 1 per cent addé, . on

o5
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the Commission's figures, about 150 MEUA to the budget and, on MAFF
calculations, 0.2 per cent to food prices. These figures are therefore less
important than -
(2) the different pattern of price changes for products in surplus,
especially milk, as compared to others;

the net effect on the budget which depends largely on what is
done about co~responsibility levies for milk; and

the effect on pur own net contribution, which depends largely
on the butter subsidy and whether the milk levies are
discriminatory or not.

10. Most countries will no doubt agree that the milk price increase should
be less than the average, and they seem anxious to preserve something of the
Commisgsion's original economy package., The Commisgsion's propoeals in
their entirety would have left us making a small net saving, but there is no
prospect of agreement on that basie. Would it be realistic to think that we
could end up with a package which would leave cur net budget contribution
unchanged? If so, this might be a pocition to move to in due course. coupled
with the lowest possible increase in prices of milk and gugar,

11. On tactics, you will want to hear the views of others, and especially
the Foreign and Commonwealth Sccretary. How do we give a signal that we

might be prepared to move on CAP prices without prejudicing our ability to
block any settlement if the budget issue is not satisfactorily vesolved?

Mr. Walker!s proposed line with his colleagues at the Agriculture Couneil

could be combined with the aliwzaative in paragraph 4(ii) (b) above, i.e. allowing
the Presidency or the Commigsion to put forward- a compromise package at the
end of the Agricuiture Council to which no one was formally committed. But
before deciding to go that far, it would be desirable for there to be further
bilateral contacts, above all with the French, to discuse figures. We should

make it clear that how far we were prepared to meet their requirements on

CAP prices would depend on how much they were willing to meet us on the budget.

I understand that you have already discussed possible approaches with the
Foreign Secretary,

.4.
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12, Sheepmeat is more straightforward, because Cabinet has already agreed
on the substance. On tactics, is it agreed that the Minister of Agriculture
should use his meeting with M. Mechaignerie to explore the outlines of an
agreement on premia and strictly limited form of intervention which we might
be willing to concede provided that the budget issueiis satisfactorily resolved?
CONCLUSIONS

13. You may be able to conclude that -

(a) Mr. Walker should use his meeting with M., Mehaignerie to explore

the basis for a possible agreement on sheepmeat provided that the
French subscribe to an acceptable settlement on the budget, making
it clear that no regulation couid be adopted until after the European
Council;

(b) for the 21st-22nd Agriculture Cuuncil, Mr. Walker should not

oppcee any procedural measures designed to enzble the prices and
economy package to be put to the European Council in some form,

though he should maintain a United Kingdom reserve on any price

increase beyond the average of 25 per cent proposed by the Commission.

(Robert Armstrong)

SECRET
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Positive MCAs

The Minister of Agriculture has now re sponded, in his letter and
enclosures of 11lth Ap;;'i;,{((é‘é,lt)he Prime Minister's request for a note on the
various factors involved in the decision to introduce positive MCAs for
Britain,

2% Under Community Regulations, positive MCAs (which act as a subsidy
on exports and a tax on imports) are applied when the market rate for a

currency rises above its ECU parity. This is now the position for sterling,

with a current gap of about 33 per cent. But MCAs do not cover the whole

e

gap. There is a franchise (or ''nmeutral zone'') which is deducted before
SRR
MCAs are calculated. Mr., Walker's letter principally deals with the

relatively narrow question of the franchise, explained in more detail in
Annex B to his letter.

3k In the March Agriculture Council Mr, Walker sought the elimination
of the franchise on our positive MCAs, rather than merely its reduction to the
1 per cent level applicable to the German positive MCAs, intending to block the
extension of the relevant regulation to get his way. This line was agreed in
OD(E) (OD(E)(80) 5th Meeting, Item 1), but has since been frustrated by the
Commission's insistence on acting as though the regulation was still in force.
In the fourth paragraph of his letter he accordingly suggests that we might
accept a compromise, either at the European Council or at the April
Agriculture Council., The Prime Minister may feel that it would be unwise

S s ST PO,
to inject this technical point into the European Council's discussions, and that

~—“the Minister of Agriculture should accordingly seek to remove this point of
conflict before those discussions begin,

4, There is however the wider question as to the appropriate level for

————

the Green Pound in present circumstances, When the appreciation of
sterling eliminated our erstwhile negative MCA the Government theoretically

had (and still has) two choices: to accept a positive MCA at the level dictated

-nl-
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by sterling's relationship to other Community currencies, or to revalue the
Green Pound to bring it nearer or up to the market rate for sterling.

Mr, Walker prefers the former because a revaluation of the Green Pound
would reduce United Kingdom farm incomes at a time when they are already
being squeezed, and because he regards the introduction of a positive MCA
as consistent with the Government's Manifesto commitment to allow United
Kingdom farmers to compete on equal terms. On the other hand, positive

MCAs involve public expenditure and an increase in our net budget contribution

R

of about £20 million for each percentage point. This is because we are net

Wt T

importers of food and have to hand over to the Community the higher levies

on our imports, The Prime Minister may feel that the Green Pound rate

(which was not considered as such by OD(E)) should at least be kept under

review, If, for example, we are forced to agree to higher price increases

B—

than we would like in order to secure a satisfactory budget deal,it would be

—

possible to offset a small part of its effect on food prices at home by a small
R S D T A T T R ony

TS YR
revaluation (as the Germans will be doing) if it appears that the higher level
T ——

of sterling is likely to be maintained (though the latest movement of sterling

suggests that positive MCAs may disappear again soon).

4, I attach a draft letter in this sense.

L

(Robert Armstrong)

( /(I!m\'/ S 4 4»«
Z:d( s,yf?/.z L‘s ‘-J.(ent.:z)

14th April 1980
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DRAFT LETTER FROM MR, ALEXANDER TO
MR, WALKER'S PRIVATE SECRETARY. MAFF

United Kingdom Positive MCAs

The Prime Minister has seen your Minister's letter of
11th April about the level of the United Kingdom's positive
Monetary Compensatory Amounts and is grateful for the background
information provided with it. She would prefer if possible that
the dispute between ourselves and other member states on the
question of the neutral zone be resolved before the 27th-28th April
European Council, if necessary by means of the United Kingdom
concession mentioned in the fourth paragraph of your Minister's
letter,

2l The Prime Minister also feels that OD(E) will need to
keep the level of the Green Pound under review in the light of
movements in sterling and the forthgoming negotiations on

common prices., l{ g b

S I am sending copies of this letter toLmembers of OD(E)&
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From the Minister

The Rt Hon Margaret Thatcher MP

10 Downing Street

London

Swi 11 April 1980

The decision as to our position on MCAs was taken in the
appropriate Cabinet Committee under the chairmanship of the
Foreign Secretary and was, of course, discussed.

The fact is that the French and the Germans, and indeed most of
the other countries, are opposed to the reduction of the neutral
zone for changing from negative to positive MCAs.

The reason why they are opposed is, of course, that any such
reduction gives us a trading advantage over them for the first
time since we joined the Community.

It is therefore a useful negotiating point for you at the Summit
and you can, for example, as a concession, agree to move to a
situation where the neutral zone is at least reduced for us to the
same size as it is for them.

If, however, at Tuesday's meetings it is judged that we should

show some sign of movement before the Summit, we could do it at

the meeting of Agriculture Ministers on 21 and 22 April, but I
would personally advise that you keep this as a further negotiating
position for your meeting,

There has been a great deal of nonsense written and spoken this
week, I enclose a Press handout that I have issued today that
summarises the position. The Economist took up the lead given

by John Palmer of the Guardian (a person with known International
Socialist background). The fact is that what we are doing in no
way increases the cost of food and gives us a trading advantage

in a sphere where over the last six years Europe's exports to us,
due to the MCA system working against us, have increased by nearly
£1.7 billion. There is no doubt in my judgement that in economic




l terms we are wise to try to reverse this trend.

As for the nonsense spoken about the return to farmers, it is only
the green pound devaluations that directly benefit their incomes
and they do not receive the same direct benefit from appreciations
in sterling, which is the reason for us going into positive MCAs.

As for the nonsense spoken about taxes on food, with Sam Brittan
and the Guardian saying it is the first tax on food since the
Corn Laws, the reality is, as you well know, that we have had
enormous taxes on food over the last seven years in the form of
the import levies that the CAP requires.

On this occasion there is a Community levy that helps our exports
and handicaps their exports and that is why the French and the
Germans do not like it.

I enclose also a factual note on MCAs which you might find
useful.

I am sending copies of this letter to members of OD(E).

CDE mas

PETER WALKER
Dictetet ~ by the Minister
and signed in his absence
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April 11, 1980

PETER WALKER SPEAKS ABOUT EEC PRICES

The Rt. Hon. Peter Walker, M.P., Minister of Agriculture, Fisheries and
Food, speaking in Worcestershire today, Friday, said:

"Over seven years, including the entire period of the last

Government, a system operated for food transactions between Community
nations which protected them against changes in the currency rates.

Now, due to the strength of sterling, Britain has a positiwe monetary
compensatory amount (MCA), which means that exporters obtain a form

of benefit enjoyed by countries like Germany, Holland and Belgium for many
years past, and EEC. exporters to Britain will during this period have a
disadvantage, be it a small one, similar in nature to that which

British food exporters have had when sterling was weak.

"Some commentators have said in recent days that I am supposed
personally to have introduced new taxes on food. They say these will
put up the price of food in the shops and that the Government has
changed its E.E.C policy.

"I have done no such thing, and prices will not rise in the shops
as a result of what has happened. The change that has taken place this
week has been brought about by the strength of the British pound - a
good thing in itself because it brings confidence and trade to our
country. The commentators fail to explain that the Common Agricultural
Policy of the E.E.C,works by taxing imports which stabilises prices
within the Community and - whether we like it or not - we have been
operating this system for over seven years.

"The Regulation which has been introduced this week for MCAs

No. 153
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was a Regulatlon agreed by my predecessor. Under the last Governme.
farm prices were ‘held down far below the average level in the rest of
the E.E.C. ,and British agriculture suffered seriously as a result.

The present Government undertook to remove this disadvantage, and. has
done so, and prices are now about on a level with the E.E.C, on average
and, because the pound has strengthened, there is a small Communlty
tax on some imports from some other B Fis G cCOURGEIEST ThlS is because’
the Common Agricultural Policy system operates so as to stabilise .
prices in each member country irrespective of the movements in its
currency. But it does not put up the price of food in the shops. On
the contrary, the prices of a number of our food imports will be cheaper
because of the stronger pound. Even where it does apply, the present
level of the tax is very small indeed - representing less than half of
1p in the £, on a limited range of food.

"If the pound were to fall again the tax would disappear. ©So let
us keep this in perspective, and not talk about disasters where there

are none.

"In the wider context the Governmment firmly believes it desirable

+o hold down common farm prices to reduce the cost of the Common
Agricultural Policy and to benefit consumers. At the last E.E.C. farm
price fixing, in stark contrast to all previous‘price fixings, I
obtained a freeze on the price of milk, which is Europe's biggest
surplus, and it was the first price fixing out of which Britain
obtained a net benefit and gained British consumers their blggest ‘
ever benefit. The Government is also committed to ensuring that
United Kingdom food exporters and food producers can compete on fair
terms with those in other countries who at present have captured so
much of our market. With the removal of the massive disadvantages
which they suffered under the previous Government our food exporters
are in a far better position.

"Between 1973 and 1979 Britaims food égports from Europe increased
by nearly £1.7 billion, twice as much as the increase in our food
exports to Europe. This is a trend we need to reverse." ot
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LINE TO TAKE

Positive MCAs
In accordance with its Manifesto commitment, the Government has

devalued the green pound so that our farmers can compete on

level terms with those in the rest of the Community. Because
sterling has risen nearly 9% against the other Community currencies
since December a small positive MCA of 2.1% has had to be
introduced for some commodities. This compares with the huge
negative MCAs of anything up to 45% which obtained under the

last Covernment and which put our farmers at a severe disadvantage.

Effect of positive MCA on food prices

Positive MCAs have been introduced due to the strengthening of
sterling against other Community currencies. They will not
put up UK food prices. The whole purpose of the MCA system is
to stablilise prices in national currency terms.

Effect of positive MCAs on budget contribution

A11l changes in MCAs, whether resulting from green rate changes or

merely from currency movements, affect our budget contribution.
There is no need to single out positive MCAs in this respect.

Revaluation of green pound to eliminate positive MCA

The Government will of course keep the level of the green pound
under review, just as it has done up to now. But a revaluation
in response to what might be only a temporary movement in the
exchange rate would hardly be appropriate.




MONETARY COMPENSATORY AMOUNTS

Green Rates

1 Support prices under the CAP - which also determine the
market prices for the commodities concerned - are set in
European Currency Units (ECU), the unit used as the basis of
EMS. For the practical operation of the CAP, they have to be
converted into national currencies. Properly speaking, they
should be converted at each currency's market rate of exchange
against the ECU. But this would mean that they would fluctuate
with each change in that rate. They are therefore converted

at special fixed rates of exchange (called "green rates"),
which are set by decision of the Council of Ministers.

2 The price level which would result if CAP prices were converted
at market exchange rates is termed the "common price level". If

a country's currency appreciates and no corresponding change is
made in its green rate, its prices will obviously rise above the
common price level: and vice versa if its currency depreciates.
Thus countries with historically strong currencies (Germany

and Benelux) have acquired high prices and countries with weaker
currencies (France, Italy, Ireland and - in the past - the UK)

have had lower prices.

3 Countries may, of course, negotiate changes in their green
rates. But the convention has been that these changes may

only move their prices in the direction of the common price level,
never away from it.

4 The table at Annex A shows the present spread of prices.
Except for Germany (who has not been prepared to move her green
rate by nearly asxmgihégkher currency has appreciated over

the last 10 years),/ all prices are within a band of 6-7%. This
is unusually small: at times in the past the spread has

been as much as 50% or even more. It has narrowed for two
reasons: first, the annual rises in CAP prices expressed in
ECU have been very low recently (3.9%, 2.1% and 1.3% in 1977,
1978 and 1979 respectively) so that countries operating prices




below the common level have had an incentive to raise them by
devaluing their green rates; and second, the relationship
between most Community currencies has been more stable than in
the past so that, once narrowed, the gaps have not tended
immediately to widen again.

5) Both these factors have also operated in the case of the UK,
with the added points that: the Election Manifesto promised

to move UK pr%ﬁﬁ? up to the common price level; and sterling

has not only/fallen against other Community currencies, as
it mostly did from 1973 to 1978, but has risen appreciably
against themn.

Monetary Compensatory Amounts (MCAs)

6 As soon as farm prices in different Member States first
diverged in 1969, it was necessary to introduce levies and
payments on farm products crossing Member States' boundaries.
Otherwise products from a low-price country would have been
sent to a high-price country to be bought into intervention
there. These levies and payments are called MCAs. They are
broadly equal to the difference between the common price ,level
and the national price level of the country concerned. For a
country operating prices above the common price level, they act
as levies on imports and subsidies on exports: and vice versa
for a country operating prices below the common price level.
Levies on imports from, and subsidies on exports to, third
countries have to be similarly differentiated.

7 MCAs are expressed as the approximate percentage difference
(plus or minus) between each country's green rate and the

market rate of its currency against the ECU. They are calculated
automatically each week by the Commission according to currency
movements. Applying the percentage to the support price of the
commodity concerned produces the actual amount to be levied or
granted on trade. Current MCA rates are also shown at Annex A.




Recent Developments

8 Ever since accession the UK had operated the lowest farm prices
in the Community through not having devalued the green pound by

as much as sterling had fallen. Large MCAswere payable on our
imports of agricultural goods from other Member States and
charged on our exports to them. At its highest (November 1976)
our MCA was minus 45%. At the time of the 1979 Election it was
minus 13%.

9 Since the Election there have been two 5% devaluations of the
green pound in June and December 1979 (and an extra small
devaluation of 1.1% for technical reasons in October). The
December devaluation applies to most products, but will not

take effect for cereals eggs and poultrymeat until 1 August.

10 As a result of the December devaluation, the MCA fell to
minus 3.5%. Since then sterling has appreciated by almost

9 % against the other Community currencies. Accordingly
the MCA fell to zero on 28 January and a positive MCA of

2.1% was introduced on 7 April. (These are the rates for those
products for which the December green pound change already

applies; for cereals, eggs and poultry, the current rate of
MCA is nil).

Effect of positive MCA on food prices

11 It has been claimed in the press that the introduction of
a positive MCA will put up food prices in the shops. This is
totally untrue. It will be clear from the above that the
whole purpose of the MCA system is to keep farm (and therefore
food) prices stable in national currency terms. Because
sterling has risen, prices in other Member States have fallen
relative to UK prices: hence, where they have become lower,

a levy has to be imposed on imports from them to protect the
price level here.




12 In fact the strengthening of sterling will tend to reduce
farm and food prices: partly because there are some commodities
to which the MCA system does not apply (notably lamb, potatoes,
fruit and vegetables); and partly because, even where they do
apply, MCA changes tend to under-compensate for currency changes.

MCAs and the Budget

1% MCAs are financed from, or accrue to, the Budget. Thus
every time the MCA rate changes - whether due to a green pound
change or the movement of sterling - our budget contribution

is affected. However since MCAs are applied to trade between
Member States, they can be paid or collected at either end of
the transaction: and to which Member State they should be
attributed for budgetary purposes is a question for debate.

14 When MCAs were paid as subsidies on our imports, the
Commission claimed they should be treated as our budget receipts

(even though they were in practice paid out in the exporting

Member State); they thus claimed that our net budget contribution
was much lower than it really was. We claimed that, on the
contrary, they should be regarded as a subsidy enabling the
exporting Member State to compete in our market, and therefore

as that Member State's receipts.

15 Now that we have positive MCAs acting as levies on imports
from other Member States, they will be collected in the UK
and will thus increase the sums handed over to Brussels (the
corresponding payments on our exports will, of course, be a
partial offset). Using the same argument as above, we could
logically claim that these levies should properly be regarded
as falling on the exporting Member State and therefore as part
of its contribution. But, in present circumstances, it is

not to our advantage to minimise our net budget contribution.

The Future

16  The level of support for UK farmers is of course a proper
matter for public debate. But there is no reason why this
debate should be triggered by the mere fact that, after being

easily the lowest for 7 years, UK prices have, owing to the
unexpected strength of sterling, moved up to around the EEC
4




average and marginally above the common price level. Nor is
there any reason why this should impel the Government, having
weighed up the respective claims of farmers and consumers as
recently as December and decided on a green pound devaluation,

to reverse that decision at this stage by revaluing the green
pound again and thus reducing farmers support prices in sterling
terms. Although the strength of sterling may marginally curb
the rate of inflation of farm costs, nothing has happened since
December which materially affects the outlook: given the accepted
need to keep CAP prices down to the maximum extent, farmers

face a severe cost-price squeeze -unless sterling should fall

to the point where a further green pound devaluation is possible.

17 In fact, although nothing can be based on short term
movements in the exchange rate, sterling has fallen over the

last two days to a level which, if sustained, would automatically
result in the removal of the positive MCA from 21 April.

Method of Calculating Positive MCAs

18. The precise method of calculating positive MCAs - about
which the Prime Minister was questioned in the House before

Easter - was discussed at the Agricul ture Council on

26-27 March. This is a technical matter, concerned with

whether the MCA system entirely achieves the intended effect
of compensating for price differences between Member States.

The point at issue is explained in Annex B.




MCAs AND RELATIVE PRICE LEVELS, WEEK ENDING 12 APRIL 1980

Relative price level
(common price 1eve1(1)
= 100)

milk - 113.4
other products .

milk
other products

UK most products
cereals eggs and(z)
poultry

Denmark
Ireland

France pigs, milk, beef(B)
other products

Italy milk, beef (3)
other products

PO N O O N

Notes

(1) The price spread is somewhat different from the spread of MCAs,
largely due to an abitrary deduction (termed a "franchise") made
from the percentage gap between the market rate and the green
rate for the purpose of calculating the MCA.

(2) The rate for cereals, eggs and poultry will be aligned with that
for other products on 1 August 1980.

The French and Italian rates for "other products" will be aligned
with the rates for milk and beef at the start of the various
marketing years.




ANNEX B

The "Franchise" Rules

In principle the MCA applied to trade between two Member States
bridges the gap between the different price levels in the Member

States concerned. In practice, however, the Community regulations

provide for a percentage deduction (called a "franchise"). So

long as UK prices were lower than those elsewhere, so that MCAs
applied as subsidies on our imports and levies on our exports,
this deduction meant that imports were not quite as cheap as
they would otherwise have been. There was thus less danger of
market prices here being pushed down to intervention level;

and exports to other Member States were facilitated.

However, now that we have positive MCAs, the deduction has the
opposite effect. It makes imports more competitive and exports
less so; and it increases the danger that market prices will fall
to intervention level with the risk of big purchases into

intervention and a consequent addition to public expenditure.

The regulation providing for a deduction from a positive MCA was

due to expire on 31 March. At the time of the Agriculture Council

of 26-27 March the dedud¢ion was preventing the immediate introduction
of positive MCAs. There was a danger of increased intervention

and also of distortion of trade - for example, an Irish exporter

of butter to a non-Community country would have made a profit of
about £50 per ton through exporting via the UK instead of direct

from Ireland.

Mr Walker accordingly requested the deletion of the provision for
the deduction and, when this was not forthcoming, blocked the
extension of the Regulation. So far, however, the Commission -
illegally, in our view - have continued to act as if the Regulation
still existed.
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CONFIDENTIAL

MR, ALEXANDER

Posgitive MCAs
The Minister of Agricuiture has now responded, in his letter and

enclosures of lld/y“Aprll. to the Prime Minister's request for a note on the
various factors iavolved in the decision to introduce positive MCAs for
Britain,

2. Under Community Regulations, positive MCAs (which act as a subsidy
on exports and a tax on imports) are applied when the market rate for a
currency rises above its ECU parity. This is now the position for sterling,
with a current gap of about 3} per cent. But MCAs do not cover the whole
gap. There is a franchise (or "neutral zone") which is deducted before
MCAs are calculated. Mr. Walker's letter principally deals with the
relatively narrow question of the franchise, explained in more detail in
Annex B to his letter.

3. In the March Agriculture Council Mr. Walker sought the elimination
of the franchise on our positive MCAs, rather than merely its reduction to the
1 per cent level applicable to the German positive MCAg, intending to block the
extension of the relevant regulation to get his way. This line was agreed in
OD(E) (OD(E)(80) 5th Meeting, Item 1), but has since been frustrated by the
Commission's insistence on acting as though the regulation was still in force.
In the fourth paragraph of his letter he accordingly suggests that we might
accept a compromise, either at the European Council or at the April
Agriculture Council. The Prime Minister may feel that it would be uawise
to inject this technical point into the European Council's discussions, and that
the Minister of Agriculture should accordingly seek to remove this point of
conflict before those discussions begin.

4. There is however the wider question as to the appropriate level for
the Green Pound in present circumstances. When the appreciation of
sterling eliminated our erstwhile negative MCA the Government theoretically
had (and still has) two choicea: to accept a positive MCA at the level dictated

-l-
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by sterling's relationship to other Community currencies, or to revalue the
Green Pound to bring it nearer or up to the market rate for sterling.

Mr. Walker prefers the former because a revaluation of the Green Pound
would reduce United Kingdom farm incomes at 2 time when they are already
being squeezed, and because he regards the intreduction of a positive MCA
as consistent with the Government's Manifesto commitment to allow United
Kingdom farmers to compete on equal terms. On the other hand, positive
MCAs involve public expenditure and an increase in our net budget contribution
of about £20 million for each percentage point. This is because we are net
importers of food and have to hand over to the Community the higher levies
on our imports,. The Prime Minister may feel that the Green Pound rate
(which was not considered as such by OD(E))should at least be kept under
review. If, for example, we are forced to agree to higher price increases
than we would like in order to secure a satisfactory budget deal it would be
possible to offset a small part of its effect on food prices at home by a small

revaluation (as the Germans will be doing) if it appears that the higher level
of sterling is likely to be maintained (though the latest movement of sterling
suggests that positive MCAs may disappear again soon).

4. Iattach a draft letter in this sense.

(Robert Armstrong)

14th April 1980

‘z'
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DRAFT LETTER FROM MR, ALEXANDER TO
MR, WALKER'S PRIVATE SECRETARY. MAFF

United Kingdom Pogitive MCAs
The Prime Minister has seen your Minister's letter of

11th April about the level of the United Kingdom's positive
Monetary Compensatory Amounts and is grateful for the backgre
information provided with it. She would prefer if possible that
the dispute between ourselves and other member states on the
question of the neutral zone be resolved before tiie 27th-28th April
European Council, if necessary by means of the United Kingdom
concession mentioned in the fourth paragraph of your Minister's
letter.

2. The Prime Minister also feels that OD(E) will need to
keep the level of the Green Pound under review in the light of
movements in sterling and the forthcoming negotiations on
common prices.

3. I am sending copies of this letter to members of OD(E).
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The Rt Hon Marpgareet Thatohor MNP
10 Downing

tondun
Sh1 1 April 1980

Fhe decision as 1o our position on MCAS was taken in the
appropriate Cabinpel Committee uader the chairmanshiy of the
Furcien Secretary and was, ol caurse, disgussed,

e s——

fhe faet i that the French und the fiersans, and indeed most of
the wither countries, are oppusod to ihe reduction of 1he nautrel
#ane Jaor chanain® from tesxtive o nosilive MCAs,

Sm—

The reason why they are opposed s, of course, that any such
raduction cives us a trading advanmiare over them for the first
itme Ssince we joined the Communi iy,

It 1s therefore & useful negolratieuy point 1or vou at the suuwit
and you cean, for exaaplie, 85 8 canncssion, agres 10 nove 1o a
Frtuation vhere the neatral 2000 18 gt least reduced for us teo the
sane si12e a3 it is Iar thew,

11, however, at luesday's meetinugs it js judeed that we shauld

Show some si1gn ol movemen! bhofore the Summit, we could do it ar

thic meetin® o1 agriculture Ministers on 21 and 22 April, bur 1}
would persanally advise thar you Keep this as a further nevatiating
posttion far vour meetine,

There haes been a areat deal of nonsense written and spoken this
weok, { enclose 2 Press handou! that T have issued todavy that
sup@arises the position, The Econopist tuuk np the lead civen

by JJehn Falmer of the Guardisn (8 persoh with known International
Socialist hacksround). The fact 15 that what we are doins in no
way increases the cost of fooed and vives us & tradine advantaee

in a sphere where over the lasi §ix yecars Europe’s exports te us,
due 1o the MCA systes working against us, bave increased by neariy
£1.7 billien, There is pro doubt in av judecment that ip ecnnomse

——




Q‘Av-:“i‘-‘.w‘ : ' 4-‘ e

Lerms we are wise to Lev to reverse this trend,

S

As Tor the nonsense spoken shout the refurn to faraers, 1t 2§ enly
the 2reen pound devaluations that divectly benefit their incowmes

and they do not receive the same direct benefit frem appreeialions
in sterling, whaiel 15 the reason Tor s @oinag inte pasitive MUAs,
A il

As Tar the nonsense spoken ahoul taXxet on food, with Seam Brittan
and the Guardian saving 11 15 the first tax on fuvod since the
Corn faws, the reallity 15, ax vou well know, that we have had
enormous taxes an fuod over thie tAsST seven years in the forne ¢F

the luport tevies that the CAP requives,

On this creasion there 15 = Compunity levy that helps our exports
sud handicaps thely exporis amd that s why the Prenrh aund the

. e : — =

Germans do not lrke fv, .

I enciose also a Facrual seffe on MCAs whick yow o fiwd

useful.

I anm scudiuy cepres of s tetter 10 wewbers of ORLE},

~i

R

PETER WALKER
Dhvetatad by the Hinrster
and signed 1n his ahsenra
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April 11, 1860
PETER WALKER SPEAKS ABOUT EEC PRICES

The Rt. Hon, Peter Walker, M.F,, Minister of Agriculture, Fisheries and
Food, speaking in Worcestershire today, Friday, =aid:

RQver seven years, including the entire period of the last
Covernment, gystem operated for food transactions between Community
nations which protected theu &Salust changes in the currency rates.
Now,due to the strength of ste‘ling, Fritain has a positiwe mconetary
compensatory amount (MCA), which means thal exporters obtain a form

of benefit enjoyed by countries like Germeny, Holland and Belgium for nany

years past, and EEC eXpOYtPTb to Britein will during this period have 2
disadvantaze, be 11 a small one, ipilar in nature to that which
= —

British food exporters have had when Sterling was weak .

“sope commentators have said in recent days that 1 am supposed
personally to have introduced new texes on food. They say these will
put up the price of food in the shops and that the Governmenl has
changed its E.E,C policy.

"I have done no such thing, and prices will not rise in the shops
a8 a result of what has happened. The change that has taken place this

week has been brought about by the strength of the British pound - a
good thing in itself because it dbrings confidence and trade to our
country. The commentators fail to explaln that the Common Agricultural
Policy of the E,B.C,works by taxing 1mpoxts which stabilises prices
within the Community and -~ whether we Jike it or not - we have been
cperating this syStem for over seven years,
__________;—
"The ﬂcgulatlen.;hich has been introduced this week for MCAs

No. 153




was a Regulation agreed by my predecessar. Under the last Government,
farm prices were held down fer below The aversge level in the rest of
the E,E.C., #and British agriculture suffered seriously as a result.

The present Government undericok to renove this disadvantage, and has
done 80, and prices are now about on a level with the B.E.C on average
and, because the pound has strengthensd, there is a small Community
tax on some imports {rom gome oiher E.E.C countries. This is because
the Common Agricultural Policy system operates so as to stabilise
prices in each member country irrespective of the movements in iis
srency. But it does not put up the price of fuvod in the shops. On

the contrary, the prices of a number of our food ieports will be cheaper
R .
because ¢ the Stronger pound. Even where it does apply, the present

Tevel of the tax is very small indeed - representing less than half of
tp in the £, on a limited range of foed.

*I7 the pound were 1o fall again the tax would disappear. 5o let
us keep this in perspective, ana not talk zbout disasters where there
are none.

2In the wider context the Govermment Iirmly believes it desiratle

te hold down commen ferm prices to reduce the ceost of the Comzon
Agricultural Policy and to benelit consuzers. At the last E.E.CC. farm
price fixing, in stark contrast to 2)) previous price fixings, T

btained a frgeze on the price of ndl*. which is Burope's biggest
surplus, and 1t was the first price leiﬂg out of which Britain
obtained a net benefit and gained British consumers their piggest
ever bepefit. The Government is alsc committed to ensuring that
iinited Kingdom food exporters and road producers can compaie on fair

terms with those in ut&g{ couQEries who &t present have captured se
much of ocur market., With the removal of the massive disadvantages
which they suffesred under the previcus Gevernaent our food exporters
are in a far better position.

m
wgetween 1973 and 1979 Britairs Jood 4spowts from Burope incresssel
by nearly £1.7 billlon, twice as much as the increase in our food

“
sxgg::i_zg_ggggpf Tnis is a trend we reed to reverse."
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LINE TO TAKE

Positive MCAs
In accordance with its Manifesto commitment, the Government has
devalued the green pound so thatl cur farmers can competle on
Jevel terms with those in the rest uf the Community., Because
sterling bas risen nearly 9% agdns* ‘the other Community currencies
since December a small poaitlve MCA of w&_ has had to be
introduced f.or some commodities, Thnis compares with the huge
negative MCAs of enything up to 45% which obtained under the
last Governmen’c and uhich p..n. oeur adIMIb at a severe disadvantege.
phass’ -W‘t ’
Bffect of positive HCA Qﬂ fcoc' prifes
Foaitive MCAs have been intreoduced due to the strengthening of
sterlinx agaimst other Comzmmit) currencies, They will not
put _up UK food ‘prices. The whole purpose of the MCA sy%tem is
to stablillse prices in nstior.al curm.m,y terns

o

S

Effect of positive MCAs on budget: contribution
Al)} changes in MCAs, whether resulting from green rate changes or

merely Irﬁm currency movéments affect our budget contribution,
\Thex'e is no need to slnglc om, pcei‘(’"a MCAs m this reapect.

-
>~ . .~ .

Revaiuatimﬁ of rieen "muﬁd 1o @) imiagte positive MCA

The Goverrn=ont will of covrse keep lhe level of the pgreen peund
under review, ;)u.;t as i‘t‘ ‘i’id‘- dane Ul o now.  But a revalvation
in response to what mignu be only @ tepporary movemeni in the

exchange rate would hardl& e approprisate,




MONETARY COMPENZATORY AMOUNIS

Green Rates

1 Support prices under the CAP - which also determine the
market prices for the commodities concerned - are set in
Eurcpean Currency Units (ECU), the unit used as the basis of
EMS. For the practical ;;zzzkion of the CAP, they have to be
:;%verted into natignal currencies. Properly spesking, they
should be converted at each currency's market rate of exchange
agalnst the ECU. But this would cean that they would fluctuate
with each chEEEE in that rate. They arve therefore ccnverted

at special fixed rates of exchange {called “green rates®),
whizh are set by cdecision of the Council of Ministers.

2 The price level which would resul4 if CAP prices were converted
at market exchange rates is termed the "common price level®. If

a country's currency apprecilates and no corresponding change is
made in its green rate, its prices will obviously rise above the
common price level:; and vice versa if jts currency deprecirates,
Thus countries with historically strong currencies {Germany

and Benelux) have acquired high prices and countrics with wealker
currencies {Prance, Italy, lrelandl and - in the past - the UK)

have had lower prices.

— 00—

3 Countries may, of course, negotlate chenges in their green
rates. But the convention has beeg that these changes may
only move their prices in the direction of the comnnn price level,

3 e ————
never awiy f{rom it,

& The table at Annex A shows the pregent spresd of jrices,
Except for Germany (Who has not been prepared o foveflier’ gréen

rate by nearly as m%f&mﬁﬁcher currency ‘has appreciaited @yver
the last 10 yeurs),/ ®ll prices are within & band of 6-7¥. TThis
y . ! e s,
is unesualily small; at times in the pagt lhe spread has
S
been as ruck as SO% or even rore, It has narrowed €pr Two
a < ——
reasons: first, the epmuel rises in CAD gricer expessed v
ECU have been Very low Fecently (3:9%, 2.1% %nd 1-.3% 4n 1977,
1973 anet \q7G vesyecfively) so that countries operatimg prices




below the common level have had an (ncentive to raise them by
devaluing their green rates; and sccond, the relationship
petween most Community currencies has been wore stable than in
the past so that, once narrowed, the gaps have not tended
fenediastely to widen again.

5 Bath these factors have also cperated in the case of the UK,
with the added points that: the Electlon Hanlfesto promised

to move UK pric%§ up to the common price level; and sterling
has not only/fallen against other Compunity currencies, as

it mostly did from 1973 to 1978, but has risen appreciably
against them. . e ——
T S AN &

Honetary Cmnpansatory Amounts (MCAs)

6 ‘As soon as farm prices in differeat Member States first
diverged in 19_&‘2 it was necessary to introduce levies and
payments on farm products crossing Keaber States' boundaries.
Otherwise products from a lew-price couniry would have been
sent to a high-price country te be hought into intervenijon
there. These levies and payments e celled MCis, They are
broadly equal to the difference heitwesn the common price ,level

and the national price level of the couniry concerncdd. For &
country oprroting prices aWove “he commen price leveél they act
as levies on ixporis and subsidies on exports: and wice versa
for a country operating prices below the common price Jevel,
Levies on imperts from, and subsidies gpn exports to, third
countries have to be similarly aifferentiated.

7 MCAs ere expressed s the qypye&wbla percentage aifierence
{plos cr nivvs) Letuwgew !q‘fouwﬁ\(‘f green vate quet Yhe
market rete of its curreney ezainsT Tye ECU. They ~rc calenls ol
autoaa;l( ally sach week b the Compissicn according o currency

mvg‘a..e:'"' doplying the percentage to the support price of ihe
cormodity concerned produces the ecfual amcunt to be levied or
granted en Avade. Currcn: MOE VATES ave alse shown &l Arvix A,




Recent Developzments

8 Bver sincqzaccesslon the UK had operated the lgggst farm prices
in the Community through not having cevalued the green pound by
as much as sterling had fallen, Llarge MCAswere payable on our
imports of agrlcultural gooda frow other Member States and
charged ;;~;ur exports to y them. At its highest (November 1376)
our MCA was minus 45X. At the tiwe of the 1979 Election 1t was

pinus 13, 3.
———

\'*

g9 Since tha Election there have been two 5% devalustions of the
green po..md ‘in June and Dau_egbex 197% {and an extra small
dmluation of 1-7 for technical reasons in October). Thoe
December devaluauon appnes to most products, but will not

take effect tor cereals egsgs and p\)u‘tr}’me‘&t until 1 August.

L N ) B
"‘, Q.—m& a s - . o )
s 5 M“' ]

10 .ls & result of the December devaluation, the HCA fell 1o
ainus 3. 59& Since then sterling hag sppreciated by almosi

= 2;& against the other Community currencies. Accordingly
the MCA fell to zera on 28 January and a positive MCA of

2.1% was. J.ntroduced on Agrll {Tnese are the rates for thosc
pmducts for which t.he Decenber green pound chenge already

applies, for cereals, eggs and pcsxu'ttv_,:, the current rate of
o w——
MCA is nll)

ey , -

Effect of positive HCE ou jood paicesd

1:. Jt has been claimed in the press that the introduction of
a positive MCA will pul up food prices in ithe shops. This i=
totally ltme. It will be cleas Fvom the above thai ihe
whole pur-pose of the MCA systes (g fo keep farm (and therciore
food) prices gtable in ratienal cyypency feras. Bocause
sterling hay r u.c 1, prices in other Merber States hove fallen
relat;ve to UK pru,as:  hence, ginwes they have become lpver,

a levy has to be lmposed on impots irom them lo protect ihe
price level here, TR

oy
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42 Ip Iact the strengthening of sterling will tend to reduce
fam and food prices: partly because there are soue comaodities
to which the MCA systen does not zoply {notahly lamb, potatloes,
e i
Ir.ait and vege E es), and partly because, &ven where they do

apply. MCA changes tend to under-t ompensate for currency changes,

s

b

MCAs and the Budget

13 MCAs are financed from, or accrue to, the.Budget. Thus
every ‘time the MCA rate changes - whether due to a green pound
change or the movement of sterling - our budget contribution
18 affected. However since MCAs rr: applied to trade lbetween
Member States, they can be paid or collected at either end of
the trensaction: and to which Mewuer State they should be
attribm;ed 1‘.01‘ budgetary purpases is a guestion for debate.

a

v gy S Cmeglegs dﬂ&
. el

1!4 h‘hem m&.'s wvere paid as suhsldies on our lmports, the _
Commission claimed they should be treated as gur budget receipts
{even though they were in practice paid out in the exporting
Member State); they thus claimed that cur net budget contribution
was mucb‘l.cf_e‘:‘than it really was, ¥e claimed that, on the
coptrary, they should be regarded @s @ subsldy enadling the
exporting Member State to compete in our market, and therefore

as that Mesber State's receipts. i

15 Now thatl we have positive MCEs asting as levies or imporis
from other Member States, they will be collected in the UK
and will thus increase the sums handed over to Brussels (the
correspording payeents on cur exgorts will, of course, ke &
part'ml o“f«a@t) Usirng the u:e_?(quas above, ve coulsf
loelr;a\l) c&a‘ic. that tnere Jevies sicoUla properly bLe grfarded
as falling on the exportiny Membev State and therefore as part
of 1ts contribut.en, 6:2’(;, in pvegseNTIircumstances, e
not to our advantage to minimise o gef hudgel cemiriovtion,

The Puture

16 ine level of support for UK farmers jg ¢f course a:pr'oper
matter far public debste. DBut there i's no reason why this
debate should be triggered by the mere fact that, after heing

[ s : 3
easily the lowesl for 7 years s prices have, owinhg to the
wpexpccted strength of sterling, moved wp te around the EEC

&




GVaraéé'and marginally adove the common prige level. Nor is
there any reason why this should iapel the Government, having
weighed up the respective claims of farmers and consumers as
recently as December and decided on a green pound devaluatlion,

to reverse that declsion at this stage by revaluing the green
pound sgain and thus reducing farmers support prices in sterling
terms. Although the streagtnh of sterling may marginally curd
the rate of inflation of farm costs, nothing has happer.ed since
December which materially affects the outlook: given the accepted
need to Keep CAP prices down to the maximum extent, farmers

face & severe cost-price sguesze -unless sterling should fall

to the point where a further green pound devaluation is possible.

"~

& wee
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17 In fact, although nothing can b2 based on short lerm
movements in the exchange rate, sterling has fallen over the
last two days to & laével which, if sustained, would auvtomaticelly

result in the removal of the positive MCA from 21 April.

ey

Method of Calculating Positive MCAs -

18. The preciss method of calcunlating positive MCAsS - about

which the Prime Minister was gquestiuned in the Housc bLeforce

Easter - was discussed st the Agvicultare Council ou

26.27 March, This is a technieal patter, conecerned with
——————————

whnether the MCA system entively acfhieves (bie intendcd effecy

of compensating for price differences bcetween Member States.

The peint at issue 15 explained In Annex B,

e —




MCAs AND RELATIVE PRICE LEVELS, WERK ENDINC 12 APRIL 1980

Rate of Relative price level
MCA (common price level,,
% - 100)

0.8 113.4
A 112.1

Gerpany - milk +
L b
Eenelux - milk + A 102.6
- 3 3
+

other products
pther products 102.0

103.7
cereals egegs and, .,
iy (2) 98.6

Denmark 100.0
Ireland ; 98.7

France pigs, milk, beef(,) 98.7
other products - 95,2

Italy milk, beef {(3) : 7.3
gther producis - ' 2. 4

UK -~ @most products

The price spread is somewhal different from the spread of MCAs,
largely due to an abitrary deduction {termed a “franchise™) made
from the percentage gap betwesn the nerket rate and the green
rate for the purpose¢ of calculatir,; ikhe NCA,

The rate for cereals, ezggs and pouitr¥ will be aligned with Llheat
i3

for other products on 1 apgust 1530

Tne Franch and Itz)liam rafcs oy "other produects® wif) be @igne
with the rates for mwilk and beet zb ihe gtert of the vearjous
markelting ycars.




ANNEX B

The "Frapchise" Rules

In principle the MCA applied to trade hetween two Member States
bridges the gap between the differeul price levels in the Mcober
States concerned. In practice, however, the Cammunity rogulations
provide for a percentage deduction {called a "franchise"), 8o

long as UK prices were lewer than those elsewhere, so that MCAs

mmnTgy
applied as sulajdies on cur imports and levies on our cxperts,

this deduclion meant that imporis were not guite as cheap as
they would otherwise have been, There was thus less danger of
markel prices here heing pushed down 10 intarvention level;

and exports to other Member States were facilitated.

However, now that we have pesitive MCAs, the deduction has the

apposite effect. It makes imporils ooure coopetitive and eXxportey

less so; and it increases the dangzer that market prices will fall

ST A p———
to interventjion level with the risk of big purchases inte

intervention and a consegquent additien to public expendituare,

R E—

The regulation providing for a deduction from a positive MCA was

due to expire on 31 March. At the time of the Agricul ture Coumeil

of 26-27 March the dedugion was preventing ihe immediate introguction
of positive MCAs, There was a danger of increased interventian

and alsoc of distortion of trade - for example, an Irish exportor

af butter to & non-Cupmunity counTry would have made & proii of
m——

shout £50 per ton through exporting via the UK instead of dirvect

fram Ireland,

Mr Walker accordinsly reguested Ahe Ae) efeom of the provinion Aav
the deductlion awmd, when this vias not Foutheonming, hleocked the
extension of the Reputegtion, Sa far, hosvever, the Commission -
iltepudfy, im our view - have cOoptinued o sct as il the Reaviation
still existed,




CONFIDENTIAL

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

From the Minister

\WE

PRIME MINISTER

THE CAP AND THE EUROPEAN SUMMIT

It may be helpful to you and our colleagues if, before our
meeting on Tuesday, I set out the current position on the
agricultural price-fixing and on sheepmeat, as I see it.

My general conclusion from the last meeting of agricultural
Ministers was that there was little prospect of settling the
agricultural prices before the European Council, but since then
the French and the Germans appear to be requesting that we make
some move towards higher prices before the European Council takes
place. I do not see any good reason for moving from the position

L//Ion which we have agreed until we have made positive progress in

N

solving our budget problems. IIf I make concessions at the April
Council of Agricultural Ministers and the European Council is not
as helpful as we hope, it will be very difficult indeed to recall
them. I do not think I should go beyond making it clear to my
colleagues unofficially that if the European Council is successful,
I could probably accept something like the Commission's proposals.
I do not, however, believe that this will satisfy any of the other
Member States, all of whom are now committed to increases of the
order of 4-5%. At the present time there is no sign of any
agreement on the question of milk levies.

On sheepmeat, I might in the last resort be prepared to agree to
Community-financed premiums on the basis of the Commission's
proposals provided they were aligned to a common market-related
level within two years. I would also agree, on certain conditions,
to the introduction of limited intervention, preferably in the form
of storage aids to public IntTervention agencies. It is possible
that, after a certain amount of negotiation, we might get the
French to agree to something on these lines. But again I am
reluctant to go too far until we have made irreversible progress

on the budget. T ) a

I
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I suggest that is minute is read in conjunction with my
paper OD(E)(892)15. \an%@

I am sending copies of this minute to the members of OD(E)
and to Sir Robert Armstrong.

CDE Uswas

PETER WALKER
Approved by the Minister
and signed in his absence

CONFIDENTIAL
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9 April 1980

POSITIVE MCAs

As I told you on the telephone this morning, the Prime
Minister has asked for a restatement of the factors which
led your Minister to agree to the introduction of positive
MCAs for Britain. 8She would like a short note golng back to
first principles and explaining the alternative courses of
action which were open to the Government, together with a
suggested line for her to take in defending the decision
next week in the House of Commons and elsewhere.

I think it would be helpful if your reply could also
discuss what is likely to happen next. The Prime Minister
has also asked to be reminded briefly of how the decision was
reached and whether there was any collective discussion before-
hand.

It would be helpful if it could arrive here by 1600 on Friday.
. < ——

[ 1 asked you to let us have a submission by Friday afternooca.

I am copying this letter to David Wright (Cabinet Office).

-

NEU.SANDERS

Miss Ros.Bratley,
Ministry of Agriculture, Fisheries and Food.

CONFIDENTIAL
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SECRET
MR, ALEXANDER

Community Budget: Proposed Ad Hoc Meeting on 15th
It is clear from the meeting of Personal Representatives which
Mr, Franklin attended in Paris yesterday that agriculture prices and
sheepmeat will play a crucial role in the prospects for a successful cutcome
of the European Council at the end of April.

2. There may accordingly be moves at the 21st-22nd Agriculture Council
to make sufficient progress on the Commissien's prices and economy
package to enable it to be presented in some form - if necessary, ad
referendum - to the European Council. Whether or not this happens, CAP
prices are bound to figure prominently among the issues related to gur
Budget problem at the European Council. For the French, a resolution of
the sheepmeat problem will also be important and the French Minister of
Agriculture has asked for a meeting with Mr., Walker,

3. The Minister of Agriculture's present mandate from the Cabinet and
OD(E) is to block any price increase for surplus commodities until we get
satisfaction on the Budget, carrying this policy right up to the next European
Council and beyond if necessary. The Prime Minister's discussions with
Chancellor Schmidt about the handling of related ‘<sues and yesterday's
discussions in Paris suggest that we may need to review our tactics. If
there are signs e.g. from a tour by Signor Cossiga that movement is
poseible on the Budget provided that we move on agricultural prices, then it
may be necessary to ve Mr. Walker 2 greater measure of negotiating

flexibility at the next Agriculture Council, subject to a satisfactory outcome

of the European Council (and perhaps to corresponding progress cn the

Budget contribution at the meeting of Foreign and Finance Ministers in the
week beginning 21st April). Similarly it might be desirable to send a signal
to the French, either through Signor Cossiga or in the course of Mr. Walker's
meeting with Monsieur Mehaignerie, indicating our willingness to

contemplate some limited intervention on sheepmeat if they subscribe to an
acceptable Budget solution.

-1‘

SECRET




4. Mr. Walker is expected to put round the usual pre-Council letter to

his OD(E) colleagues setting out the line he proposes to take on 2lst-

22nd April. Instead of considering it in OD(E), the Prime Minister might
prefer to call an ad hoc meeting of the Ministers directly concerned to
consider tactics both for the agriculture Council and the meeting with
Monsieur Mehaignerie scheduled for the late afternoon of 15th April. To
cover this latter point the ad hoc meeting would need to take place some time
during the morning of 15th April. It would need to include the Foreign and
Commonwealth Secretary, the Chancellor of the Exchequer, the Lord Privy
Seal, the Minister of Agriculture and the Secretary of State for Trade.

(Robert Armstrong)

3rd April 1980
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From the Private Secretary 2 April 1980
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Call by Mr. Jim Scott-Hopkins

As you know, Mr. Scott-Hopkins called on the Prime Minister
this morning. The Lord Privy Seal was also present.

After Mr. Scott-Hopkins had described the debate in the
European Parliament on the next round of agricultural price fixing,
the Prime Minister said that she was not prepared to contemplate
unwarrantedly high increases in agricultural prices in order to
strike a deal on Britain's budgetary problem. Mr. Scott-Hopkins
said that he thought that the European Parliament might well try to
block any price increase over about 3.5%. After the Lord Privy
Seal had pointed out that the Minister of agriculture would block
all price rises until the budgetary problem was settled, the Prime -
Minister said that even after a budget solution had been found, the
UK would not be able to afford too large a price rise. To do so
would be to cancel out much of what might have been gained in the
budgetary settlement.

In discussion of ways of mitigating the rise of the CAP,
Mr. Scott-Hopkins said that the idea of a super-levy was dead.
But he hoped that the idea of a tax on those who benefited directly
from intervention, e.g. the owners of freezer factories and those
who were selling directly out of intervention, could be pursued
vigorously. It was a far better approach than the attempt to tax
agricultural producers.

The Prime Minister asked about the position on the Community's
overall budget. Mr. Scott-Hopkins said that consideration of the
problem was in abeyance until the CAP prices could be fixed and
therefore, in effect, until the UK's budgetary problem was solved.
Onec consequence of this would be that the Parliament would probably
have to apply for a derogation in July. He did not think they
would be able to keep going beyond mid-summer without additional
money. Even if the UK problem was solved in June, it would not be
possible to agree the new budget as a whole by July.

Mr. Scott-Hopkins said that the atmosphere in Strasbourg at
the moment was not good. The French were excessively hostile and
there was a general air of confrontation. Monsieurs Chirac and
Debre were actively engaged in stirring things up.




Mr. Scott-Hopkins told the Prime Minister that a debate was
under way in the Parliament about the institutions of the
Community. A specific point on which he would be grateful for
guidance related to ENG's position on the number of Commissioners
after enlargement. The Prime Minister said that she thought that
one Commissioner per member state would be sufficient. However,
shé did not wish to pursue this line in public at present.

Mr. Scott-Hopkins should therefore avoid taking a line at present.
Mr. Scott-Hopkins indicated that he had already argued in favour of
a continuation of the status quo.

Mr. Scott-Hopkins told the Prime Minister that he thought the
Parliament would wish to debate in the autumn the programme proposed
by the next President of the Commission. If they were denied the
opportunity to hold such a debate, they might well try to reject
the new Commission in its entirety. It was also, of course, possible
that they would try to reject the new President's programme if they
did not like it. The Prime Minister said that this would be
intolerable. If there had to be a debate, surely it could be on
the basis of a '"take note'" motion.

Finally, Mr. Scott-Hopkins told the Prime Minister that
pressure was growing for the selection of a single seat for the
European Parliament. Its members were fed up with commuting between
the present seats. The Lord Privy Seal said that if, as he under-
stood, the objective of the EMPswas to get to Brussels, they had
made a mistake in deciding not to go to Luxembourg this year. The
Prime Minister said that she regarded Strasbourg as the seat of the
Council of Europe and not as the seat of the European Parliament.

The Prime Minister told Mr. Scott-Hopkins that Madame Veil
would shortly be receiving an invitation to visit this country after
the summer holidays.

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

7%/: e

(Do Rossine

Michael Richardson, Esq.,
Lord Privy Seal's Office.
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Ministry of Agriculture, Fisheries and Food
Whitehall Place London SW1A 2HH

From the Minister’s Private Office

N Sanders Esq

Prime Minister's Office

10 Downing Street

London SW1 3/ March 1980

< Dear . Nfiok
COUNCIL OF MINISTERS (AGRICULTURE): 26-27 MARCH 1980

I attach a copy of the statement which Mr Walker hopes to make to
the House today. I would be grateful for immediate clearance.

I am copying this letter to Ingham: Stevens (Leader of the House's
Office): MacClean (Whip's Office, Commons); Cumming-Bruce (Whip's
Office, Lords); Wright (Cabinet Office) and to private secretaries
of the other Agricultural Ministers and members of OD(E).

\/C'Wt s Sfﬂw{&g
Q)cwid dormu

fov  Garth Waters
Principal Private Secretary




STATEMENT ON AGRICULTURE COUNCIL 26/27 MARCH 1980

With permission, Mr Speaker, I wish to make a statement
about the Council of Agriculture Ministers meeting in
Brussels on 26 and 27 March, at which I represented the

United Kingdom with my hon. Friend the Minister of State.

After a brief discussion on some of the Commission's prices
and economies proposals the Presidency engaged in a series
of bilateral meetings with each Minister. I gave our view
that there should be no price increases for the commodities
in structural surplus - milk, sugar and wine. I recorded
our demand for the continuance of the Consumer Butter
Subsidy, the need to retain the Beef Premium Scheme until

a better system could be agreed and the need in the Price
Fixing to prcvide the whisky industry with the export

refunds to which it is entitled.

When the Council reassembled, the President reported that
there was no prospect of progresé being made at this week's

. expressed the hope that it would be possible to
move towards a solution at the next Agriculture Council which

is due to take place on 21 and 22 April.

Because of the delay in reaching a settlement on agricultural

prices for 1980/81, the Council had to consider extensions

to a number of regulations which would otherwise have expired.




The Commission also proposed the extension of one of the
égri—monetary regulations which deals among other things

with the calculation of monetary compensatory amounts.

The regulation agreed to a year ago now gives an unreasonable
advantage ~ ~ to foreign food exporters to Britain
and puts Britain's food exporters at an unfair disadvantage.
As some other Member States were unwilling to amend the

regulation so as to decrease our disadvantage by 114, I

refused to extend the regulation beyond 51 March.

At a previous meeting of the Council, agreement had been
reached to devalue the green franc on 31 March for those
items whose marketing year ended on that date. When the
Council was asked to confirm that this applied to the
thecretical end of the marketing year rather than the
extended marketing year 1 demanded and obtained from the
Council a statement approved. of by all Ministers that

"any Member State may ask for a reduction iﬁ negative

MCAS and that agreement to such a decision should be
independent of agreements on matters of another nature".
This clear statement should therefore prevent the reduction
of negative MCAS hecoming a matter for negotiating positions

in the future.
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ECORD OF A MELETING BETWEEN THE PRIME MINISTER AND CHANCELLOR SCHMIDT
HELD AT CHEQUERS AT 0945 ON FRIDAY 28 MARCH 1980

Present: Prime Minister Chancellor Helmut Schmidt
Mr. C.A. Whitniore Herr Otto von der Gablentz

* % %k % % X% % % X

Reform of the CAP

o
The Prime Minister said that the problem of the UK's net

contribution to the Community budget had grown worse since Dublin.
The more the total of Community expenditure rose, the greater was
the disproportionate increase in the Brifish net contribution. For
this reason the UK would stand absolutely firmly on the 1% VAT
ceiling. It was in our own national self-interest that we should

do so, but it was also in the interest of the Community as a whole
that we should take this line, since some elements of the CAP were
absurd. There was no hope that the Community would develop the

will to reform the CAP until it was brought up against the necessity
for change; and that would happen when the 1% VAT ceiling was

reached. Chancellor Schmidt said that he agreed completely.

The Prime Minister continued that she knew that Chancellor
Schmidt would like the UK to take the lead on CAP reform. But she
was very concerned that if we were to do so, the UK would be

accused of being non-communautaire and other members of the Community
‘might attempt to use such action on our part against us. She was
therefore reluctant to see the UK take the lead on this. Rather,

she hoped that it would be possible for all members of the Community
to agree upon the need to change a policy which was so outdated

and out-of-tune with reality.

J Chancellor Schmidt said that he hesitated to agree with what

the Prime Minister hady88Yd. Much would depend on the way in which
the reform of the CAP was brought up in the Community. He had had
it in mind for years that reform would be brought about only on

the initiative of the UK. He took this view because the British
agricultural system was such that the UK was better placed than

any other member of the Community to give a lead. ilost continental

members
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members have much stronger vested interests which were opposed to
the reform of the CAP. Nonetheless, he did not believe that

those countries would criticise the UK for raising the issue of
reform. He had mentioned this when talking to President Giscard
two days previously. He had put it to the President that the
question of medium-term reform of the CAP would need to be included
in any package designed to solve the problem of the UK's net
budgetary contribution. President Giscard had said that he thought
that procedural reform of the CAP would havé to be included in any
package, though he had gone on to pcint out that it would net-be
possible to say very much about the substancer of reform in a deal
that had to be struck this Spring. He had said that to give the
issue of reform concrete substance would take much more time.
President Giscard had suggested that it might be possible to ask
Agriculture Ministers or the Commission to come forward with firm
proposals on how to proceed, perhaps in time for the meeting of

the European Council in Venice.

Chancellor Schmidt continued that he had mentioned his convers-
ation with President Giscard to show the Prime Minister that there
was not a general reluctance within the Community to consider reform
of the CAP. He was sure that, as well as Germany and the UK, France,
Denmark, Holland and perhaps Italy would all agree at the level of
Heads of Government ' that reform was necessary, in particular
in order to be able to reduce expenditure on the CAP. He believed
that President Giscard would stick to the 1% VAT ceiling and ilie President
had implied tohim that he accepted the need to limit agricultural '

expenditure.

The Prime Minister said that she was encouraged to hear what

Chancellor Schmidt had said. She had been concerned by some

French statements which suggested a rather different attittuder:
Nonetheless, she remained concerned that if the UK took the lead on
CAP reform we should be charged with being non-communautaire and

we would then have to retreat very quickly. She would prefer to

see the UK, France and Germany taking the iﬁitiative together.

/ Community Budget




N\ﬁ PW\/ Ckmmcq,é(wgdwmdf' CJ\QT/\!LV) ‘R\dow) 2.8 Moseh
A4S hovs. ;

L\D\/’ e Q/r/\«cuvv\‘
Sheepmeat Vwa: 1} o PP’ o

In response to a questlon by Chancellor Schmidt, the

Prime Minister said that the issue of sheepmeat was of considerable

domestic importance in the UK. Just as it would be unconstitutional
to'interfere with the transfer of levies to the Community, so the
interruption of the free movement of goods within the Community -
which was what the action being taken by the French on sheepmeat
amounted to - was also illegal. 1In the UK's view the French were

in clear breach of the Treaty. Britain was the biggest producer -

of mutton in the Community, and if there were to be any benefits
available, we should receive them. We did not want an intervention
regime for sheepmeat. We could not see why the French could not

provide financial assistance natioﬁally for their sheep farmers.

Chancellor Schmidt said that he did not pretend to understand

the details of the sheepmeat problem. He agreed with wheat the

Prime Minister had said about the unconstitutional nature of the
action taken by tue French, though he understcod President Giscard
to claim that there was a provision in the Treaty which allowed 2
country to apply to the European Court twice on any particular

issue and that the Court's first ruling was therefore not yet final.
But he agreed that it was dangerous if any country defied a ruling
of the Court, even though the problem of sheepmeat was in itself a
small one. He'did not believe that the rest of the Community under-
stood what the argument about sheepmeat was all about and he thought
that if the UK and France could reach an agreement between them,

the other members would accept it (though he added that he did not
wish this to be quoted in Community circleé). It would be psycho-
logically very good for the Community if France and the UK could
pull an agreement out of their pockets and say the problem of sheep-

meat was solved.

Chancellor Schmidt continued that one way of dealing with the
disposal of the present surpluses might be to make food from them
available to Third World countries and to use the Community's
Development Aid Budget to meet the cost. This might sound absurd
but it made political sense and he thought the possibility should be

explcred. The Prime Minister agreed.
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

- From the Minister

Neoy)

' The Rt Hon Sir Ian Gilmour Bt MP - %/
Foreign and Commonwealth Office 3
Dowvning Street

London SWi1 24 March 1980

 DEBUDGETISATION OF THE CAP AND THE 1% CEILING

. In case you have not seen it, I am sending you a copy of the
~ Chancery letter that Hugh Arbuthnott at our Paris Embassy sent
. to Nick Spreckley in your Department. It sheds an interesting
~ light on the attitude of the French to the questions of the
1% ceiling and of the debudgetisation of the CAP.

I think it is clear from Hugh Arbuthnott's report of his
discussion with M. Cardon that any hopes of assistance from
France are unfounded.

I am copying my letter to the Prime Minister and to the
Foreign Secretary.

e )

PETER WALKER
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RBUDGELISATION OF THE Cir AND THE 1% CRILING

e In my letter of 13 February to David [lannay,. I said we would continue to
French  officials about debudgetisaticn. In fact I have not.had a chance to
speak to Bochec, but I did talk to Cardon in M. Méhaignerie's cabinet about it
on 25 Iebruary. I enclose a copy of my minute recording this conversation,

2 I should s:ay that, while I was talking to Carden, Appleyard was
hearing from Schrameck in the SGCT that the nrincipal reason why the Freach
jovernment was against raising the 1% ceiling was political. A change in the
ceiling would require ratification by member Parli i The French
Government was reluctant to submit a proposal on these lines to Parlian ant,
and, indeed, reluctant to be seen contemplating putting such a proposal.

''he Covernment Jdid not want an extensive debate in Parliament which would open
U a whole seriss of Tunopeaz: issuas in a ore-elestion yaar Ha zagd s

there had beer no official discussion of debudgetis

=) e Yoy

£ Cardon's spa Sthrameck's vieus on the 1% celling are perhaps evertually
|

reconcilable since Schrameck's argument, Which is perhavs 2lso Yresident
Giscard's, one of timing rather than substance since it would presumably

MEE
v.0 longer ¢ p 7 oafter next year's Prwsidentiul electionsa
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'WHCM T had Lunch with M. Gardony M. Méhaignevie's D outy Divectour as Cabinzt,

¥4
Webruary, I sald that I did not understend what France's interast
'PWLUE*VIHV @ iz ceiling. Tt ‘seemed likely that even if Prance did noft iz
et gains from the Comaunity budget, it was unlikely %o be a very large ne
POHt"LbquT, fn this?case, it would in po7inlrdl ters 2 wop thsae How
Tmanch to-accspt a breach of thea 1% ceiling in order fo allow higher
a“ﬁLMl1 tural spending (even if wot on the surnlus 1_:Cmv partioulariy ¥n
quior\l e »riod.
Cardon sat , :
GA in 1979, and u;01i1|0nwl uuﬁmdt were that she had mads
WQbillionn He and other officials, 1nc1 dapg i ther Ministries, agresd
the reasoninz I had put forward. They believed it was i Prance's
that the 1% ceiling should be breached. > reclise lh_S vould
g Parliamsntary ratification, and certainly ncve yected that it would
g »t trroumh a nuiber of Parliaments, Uarticulur]y th i: But he did not
0Nuld°f there wonld he any difficulty with the Frenc 2
th¢o was in fact all the more reuson wwy he balieved uhg ';wncn

Tohould argus forthe breach of the 1¢ ceiling; it would be-popul'

farners, yet hold-ups cowld he blamed on the men shates
T 2l ; B , ghat French pol. J(‘j on
ne R A meen wcdeclai on ik an i RnE Pron i At T Latialet L ) O

“witth Chancellor Schmidt.

J '.'. L‘ C)\
French

: =T ithe en asked:about dﬂbudwetLuauJon. Tipeferrad to fr Walker!'s sf
"1d “to the explanation given by M. Q'Cornesse about th diw‘inction th
=

A7

&
made between debudgetisation dnJ re —quLOUAANthJUI (= ny letter Qf {3 Pebruary

to Mr Hannay - copy attached). Cardon agreed with this di? inetion, He went
on to say there was only one person in the French adminigtration who

supported Mr Walker's idea of lepudgetisation, and this was the Presideat

Bone of the three Ministers most conce: ‘ned (Agriculture, Economy, Fo?elgn
Affairs) agrs=d with 1t. The first that Frznch of ficials hkad heard about

was from the Germans, who said that they had learned from 2 British that
President Giscard had mentioned itito Mrs Thatcher. le knew pf no siu i:'

b done of the idea - unless ong counbed vacious

a-nationalisation was eatirely againsi

the Trench pught srould hoopen wihan
rdon thought that in thg = the 130 should be
otem would be forged townrds AE i ons i ates.
ease, = thoug wkekhi s would toke the form pf gi ceh odds to fermer:
trcomes had suffered The alasernal :
malce: undekhe diffemence betpeen a A paid by Frla and the S
for eaczh DIOAC S, Bumist hisigas L sG] ey Biriebds ag iy chat well=-0o0
would eonbinue to geli hi rewards &E nuLV o s e SR }053 wall-
tom o of naticnid
16
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26 February 1280 i J Arbuthnott
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MR. ALEXANDER |

e NN\ \_ ~— K whez
Preszident Giscard and Chancellor BEchmidt met at
Hemburg, President Giscard told Chascellor Schenidt
that, on the question of the British budgst contributien,
the French Government was ready to accept a package
which should also imclude sheepmeat,

President Glscard ssemes $9 have argued that the French
position on sheepmeat was not a violation of Community
law: we do mot know the basis of that argument.
President Giscard also said thet the French were against
the British entry into the exchange rate arrangsments of
the EMS at this time,

ROBERT ARMSTRONG
24th March, 1988

SECRET PERSONAL

N~ PM@Q A2lafeh ank re el
wder Sechn- Sler).

KOs i
(o Mg sLoce




CODE 18-77

CONFIDENTIAL

NOTE OF A MEETING BETWEEN THE MINISTER OF AGRICULTURE, FISHERIES
AND FOOD AND SIR HENRY PLUMB MEP, CHAIRMAN OF THE AGRICULTURE
COMMITTEE OF THE EUROPEAN PARLIAMENT: 20 MARCH 1980

1 1 was present when Sir Henry Plumb called on the Minister
in his room at the House of Commons yesterday. The Minister
had asked him to come to be briefed for his forthcoming meeting
with the French Prime Minister.

2 The Minister said that he was concerned at a report that
he had received from the British Ambassador to Italy about

Mr Mehaignerie's view of Sir Henry Plumb. Mr Mehaignerie had
said to the British Ambassador at the Verona Fair that he
found it impossible to negotiate with the Minister and that
he thought he could easily settle the lamb dispute with

Sir Henry Plumb. The Minister said that he -had heard too
that the French Prime Minister had asked to see Sir Henry.
There could be but one reason for this invitation - to line
up Sir Henry on the French side.

Sy The Minister explained that France had all other eight
Member States against her over her refusal to accept the
compromise tabled at the last Agriculture Ministers Council.
That would have allowed Community financed premiums and French
financed intervention, but France had refused it. Her only
friend was the journalist Cherrington of the Financial Times
on whom French hospitality had been lavished. It would be
disastrous if the French Prime Minister were to succeed in
putting Sir Henry in a position where he could be quoted as
having said that the United Kingdom was in the wrong.

L, Sir Henry said that the implication that he had talked

to Mr Mehaignerie was absolutely false. He had met the junior
French Foreign Minister (M. Reymond) in Strasbourg and had
been asked for his views, as a British farmer, on the CAF,
sheepmeat and milk, Sir Henry had said that there was a wide
difference of view on sheepmeat and had promised him a report
from the Scottish rapporteur of the European Parliament which
concluded that there was no room for intervention in a
sheepmeat régime, though it conceded a place for private
storage as well as premiums. Sir Henr said that he had warned
the French Minister that the French insistence on intervention
would attract British lamb to the French market in masses. He
had also said that British farmers could not tolerate the
French behaviour.

5 Sir Henry said that he had subsequently asked the Scottish
rapporteur, Mr Provan, to withdraw the report, despite

Mr Scott-Hopkins' displeasure, because he feared that it would
get lost in the European Parliamant and attract only counter-
productive publicity.
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6. The Minister said that the implication that Mr Mehaignerie
and Mr Plumb had met was obviously wrong. Nevertheless he
repeated that it would be disastrous if the French were able
to nail Sir Henry to a statement that the British position was
wrong. Clearly the British Prime Minister might wish to
extract an advantage from France by some concession on
sheepmeat, but her position would be undermined if the French
Prime Minister was able to say that Sir Henry had admitted

to him that the British were in the wrong. It was clear that
Sir Henry's conversation with the junior French Foreign
Minister had been reported to the French Government and to

Mr Mehaignerie, and that there was one object only in the
invitation to Sir Henry to see the French Prime Minister.

TS Turning to the allegation that Mr Mehaignerie had made
of Mr Walker's refusal to negotiate, the Minister pointed

out that it was Mr Mehaignerie who had consistently refused
to negotiate and he recalled the bizarre series of moves
which led to the meeting of the two Ministers in the British
Embassy in Paris-at which Mr Mehaignerie had dumbly insisted on
intervention.

8. The Minister advised Sir Henry to say to the French
Prime Minister that he saw no need for intervention in the
sheepmeat sector: that a reasonable deal could be done

and that a compromise had been available at the last Council.
It was important to keep the position eight to one against

France. On present form, the interim Court measures would be taken

against France on the day before the Summit meeting.

9. Sir Henry Plumb again insisted that he had not spoken to
Mr Mehaignerie. He said that the meeting with the French
Prime Minister would be attended by others. Mr Mehaignerie's
view that he could do a deal with Sir Henry probably stemmed
from conversations that had taken place between French and
British members of the European Parliament. The Minister
suggested that it would be helpful if Sir Henry could say
bvefore the Summit, perhaps in his constituency or in his
meeting with the French Prime Minister, that it was tragic
that France would not act reasonably. He warned that the
French Government might make play of the fact that Sir Henry
had withdrawn the rapporteur's report on sheepmeat.

10. Turning to prospects for the price settlement, Sir Henry
said that he expected the European Parliament to go for a

5% increase in common prices. He confirmed that one of the
Conservative MEPs, Mr Paul Howell, had voted in favour of the
7.9% price increase demanded by COPA. Sir Henry did not dissent
from the Minister's description of Mr Gundelach as one of the
most dishonest and unreliable persons that he had met.

11, Sir Henry asked how British farmers were to be helped if
common prices were frozen. The Minister replied that the
freeze would be maintained only if no deal were struck over
the budget. He thought that returns from the lamb market
would be better this year, that producers' returns from milk
would be better and that farmers would save on fodder because
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the winter had been good. There were thus several factors
operating to the advantage of farmers as well as ones adverse

to them. However, the position was very uncertain at the
moment, If all went well, he would not need to ask for
assistance for farmers from his Cabinet colleagues. If it

did not he would. However, the position might be changed if
Britain were offered, say, £600 million across the exchanges.

In that case a 4% or 5% common price increase might be possible.

Finally, the Minister told Sir Henry that he would be
announcing an increase in the fat sheep guarantee of 155p
per kilo., Sir Henry reported that many people had said to
him that the Minister had done extraordinarily well for the
hill farmers to increase the hill livestock compensatory
allowances at a time when public expenditure was being cut
back.

&,&w@,
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On the CAP, the Prime Minister was critical of the Commission's

latest package. Mr. Jenkins said that it did not constitute at all

a bad deal for the United Kingdom.  Any attempt to control the

CAP would involve discomfort for all members of the Community.

The Commission's proposal certainly bore harder on the Federal
Republic, on Denmark and on the Netherlands than on the United
Kingdom. The Commission's concern was that, thanks to the'
criticism of Britain and other members, the super co-responsibility
levy would be lost, that the surpluses would rise and would have to be
financed in some other way. The French were pressing hard for

higher prices. In the absence of the super co-responsibility levy,
the only way to contain the cost of the CAP would be through a
negative price fixing. This would not be obtainable. There was a
real possibility that the United Kingdom would be faced with the need to
agree to a 5% price rise in return for agreement to a solution on

the Budget. The Prime Minister said that she would not be prepared to

accept a substantial price rise because of the effect it would have

on the retail price index in this country. Mr. Jenkins said that

the Prime Minister should seek to avoid a crunch in Brussels on
CAP prices. The end of Marcp was in any case too soon in the
CAP price negotiations to try to bring matters to a head. The
Prime Minister might, however, be asked to agree to, e.g.,

"a flexible approach' to the price fixing.

The Prime Minister commented on the fact that Chancellor Schmidt

wanted the United Kingdom to take the lead on CAP reform. This

was a ''poisoned chalice'. Mr. Jenkins said that Chancellor Schmidt

seemed to be schizophrenic on this subject. He was inclined to

argue:-

(a) that the United Kingdom should actively pursue CAP reform;
but that




(b) the United Kingdom should seek to create a conciliatory
atmosphere in which the Budget negotiations might be

pursued with France.

These two objectives were mutually contradictory.

Mr. Jenkins asked about the Government's attitude towards full

entry into the EMS. The Prime Minister said that she would be

reluctant to enter the EMS unless she could be sure that it would
leave her freedom to manage the currency unimpaired. She was
concerned lest the effort to hold a rising pound within EMS
prescribed margins should affect the money supply in this country.

Mr. Jenkins expressed some doubt as to whether the pound was likely

to go on rising. He was less sure than the Prime Minister that
the fact that Britain's exchange rate was determined by sterling's
role as a petro-currency rather than by the country's industrial
performance was relevant to the issue of entry into the EMS.
Differential exchange rates were what counted. The problems

of the DM were at least as difficult to cope with as those of

the pound. The political fact which mattered was that

Chancellor Schmidt was violently in favour of British membership
of the EMS. A British decision in favour of full membership

of the EMS would greatly improve the atmosphere in which the

budgetary discussions would take pilace. Mr. Franklin pointed out

that the French were unenthusiastic about British membership.

Mr. Jenkins said that in so far as the tactical objective in the

present negotiations was to isolate the French, French hostility
to British membership of the EMS was a very good reason for joining.

The Prime Minister said that the question of British membership

of the EMS was being looked at again. The final decision would
depend on a judgement as to how far our freedom to manage the
currency would be limited. She did not wish to have to spend

money holding the exchange rate down. Mr. Jenkins said it was

arguable that membership of the EMS would in itself help to hold the

exchange rate down.

/ Mr. Jenkins
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Treasury Chambers, Darliament Strect, SWIP 3AG
01-233 3000 (
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INSTITUTE FOR FISCAL STUDIES: PAPER ON THE COST OF THE CAP

You replied on-3 March to my letter of,27 February, in
which I had suggested that it would be worthwhile developing
the IFS approach on measuring the cost of the CAP.

I+ is by no means my intention to try to find means of
exaggerating the economic cost of EEC membership. Indeed,
at this stage the use of any estimates that may emerge

from this approach is something we would need to consider

in terms of negotiating tactics, and it will be some time
before it becomes a live issue. My main purpose was to

pick up the suggestion in the IFS paper that the work

which the Government has done so far does not fully measure
the costs and benefits associated with the use of a major
fiscal instrument like the CAP. It seems to me that this

is a criticism of some substance given that the CAP has a
major impact on the allocation of resources, the distribution
of incomes, and food prices. In impcrtant areas of

domestic fiscal policy we do our best to try to assess the
full economic implications of fiscal changes along the lines
suggested by the IFS. I cannot see that there is any case
for exempting expenditure on agriculture from this kind of
analysis.

My officials would, of course, be happy to co-operate with
yours in an exercise on a long term objective for EEC food
output which you mention in your letter. Since the surpluses
resulting from the CAP are evidence of a major waste of
productive resources I can see that some idea of long term
production goals would be a helpful contribution to the
debate. But I would have thought that this kind of work
would also need to incorporate some assessment of costs and
benefits in terms of trade transfers between countries as
well as the effect on the flow of rescurces within each
country, and that, therefore, it would fit into the broader

/exercise I

The Rt Hon Peter Walker
Minister of Agriculture, Fisheries and Food
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exercise I have in mind. Perhaps the best way to proceed
would be if our economists could get together to produce

a short feasibility study which would examine the usefulness
of the techniques already to hand and the availability of
the relevant data. This should not be time consuming and
it would help to sort out not only the possibilities but
the value and use of developing this kind of capacity. As
this would be a job for professional economists, I suggest,
if you agree, that we should ask the Deputy Chief Economic
Adviser heres to take charge of this. He could report
Jointly to us.

I accept what you say about needing to be cautious regarding
Chancellor Schmidt's recent remarks to the Prime Minister.

I understand that officials are preparing a response for
consideration by OD(E).

I am copying this letter to the Prime Minister, other
members of the Cabinet and Sir Robert Armstrong.

TR

GEOFFREY HOWE
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NATIONAL AIDS FOR SHEEPMEAT AND PIGMEAT

il During the briefing for the Prime Minister's French TV interview, the
question of maintaining the income of French sheepmeat producers came up.
This is just to confirm that the Prime Minister was right (and I was wrong )
about the reason why we could accept national financing of aids to French
sheepmeat producers when an earlier Buropean Court decision had quashed our

nationally-financed aid for pigmeat.

2% The pigmeat aid introduced by the previous Government was a temporary
headage payment on pigs marketed for slaughter, introduced to meet a market
crisis. Since there was a common organisation of the Community pigmeat market
at the time, the aid was subject to the full rigour of the competition rules as
set out in Articles 92-94 of the Treaty of Rome. We introduced it before the
Commission gave its approval; they took us to Court and got an interim injunction
to stop it. Since there is not yet a common organisation in the market for
sheepmeat, Articles 92-9% do not apply in their full rigour (by virtue of
Article 42 of the Treaty) and therefore there is scope for national aids
(including our own Fat Sheep Guarantee ), although the Commission would still
have to give its approval. But the essential difference is that a common
organisation of the market already existed for pigmeat but does not yet exist

for mutton and lamb,

ot

Cabinet Office, SW1

12 March 1980
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»{ L1 STERL AL COUKCIL O CAP

1, FOLLOVWINKG VS TEXT OF COMMUNI QUE 1 SSUED BY ELYSEE LAST NI GHTe

O MARCH 11, 108@, THE PRESIDEWT OF THE REPUBLIC HELD A

NESTRICTED, M1NI STERL AL COURCIL ON THE SUBJECT OF THE COMMON

LG CULTURIL POLICY. THOSE TAKING PART WERE: THE PRINE MINISTER,
THE M1 STER OF AGRICULTURE, THE MIKISTER FOR FORELGN AFFAIRS, THE

CLLSTER OF THE ECOHOMY, THE MINISTER FOR THE SUDGET, THE MIMISTER
FOR FOREIGN TRADS, THE STATE SECRETARY FOR AGRICULTURAL AND FCOD
VLUISTRIES, THE STATE SCCRETARY 7O THE MINJSTER OF AGRICULTURE, THE
CECRETARY GENERAL OF THE SGCI AND THE LIRECTCR OF THE NATIONAL
BUDGET,

~THE COUNCIL NOTED THAT THE RAPID DEVELCPHMENT OF FRENCH
AGRICULTURE IN THE LAST &3 YEARS AND THE SHFRUVEMENT IH THE (NCOME
OF FRENCH FARMERS TDERIVE FROM THE APPLICATION OF THE CAP.

[T 1S CONSIDERED ESSENTIAL THAT THIS SXPANSION SHOULD CONTIKUE,
PTH FOR ECOOMIC REASONS, GIVEN THE CONTRIBUTION MADE BY AGRICUL=-
TURE TO THE BALANCE OF PAYMENTS, AT FOR S0CLAL REASUNS, SINCE THE
PRESENCE OF K TANGE NUNDER OF COMPETITIVE FAMILY FARAING UKITS 1S
DI SPENSI 2L E TO THE FRCSERVATION OF A FABRIC OF SOCIO ~ECONQM) €
ACTIVITY THROUGHOUT THE COUNTRY, :

THE MITESTER OF AGRICULTURE HAS BEZN ) VEN THE TASK OF ENSUFING
“uE MA)ATCUACE AND STRENGTRENING OF THE THRZE MAIM PRINCIPLES OF
T4 CAP (UMITY OF PRICING, FINANCIAL SOLIDARITY, AND COMMUN]TY
nrsenENCtY  WEOSE AbptGATION 16 CHE OF THE CCRDITIONS OF THE




© THE MINISTER OF AGRICULTURE HAS BEEW 6ivsn THE TASK OF ENSURING
= n) ATENARCE AND STRENGTHENING CF THE THRZE MAIN PRINCIPLES OF
P12 CAP (UMITY OF PRICING, FINANCIAL SDL!DARITY, AND COMMUINY TY
PREFERENCE), WHOSE APPLICATION |8 CHE GF THE CCKDITJONS OF THE
CONTIHUATION OF THE PrOGAZSS VN AGRICULTURE MADE SO FAR LN £lL _THE
cSULTRIES OF THE COMMUNITY. HOWEVER, THE COMMUKYTY 1§ FACED WITH
A REAL BUDGETARY PROLLEM WHICH MUST BE ECLVED, '

ERANCE HAS ALREADY PRESENTED A PROGRAMME OF SAVINGS AND PROPO«
/.8 FOR THE REDUCTION OF THE NET BURDEN ON FEOGA OF SUPPORT FOR
IILK PRODUCTS. THESE PEOPOSALS ARE BASED ON THE DRAWING OF A

STINCTION BETWEEN THE CONRTIEUTIONS EXFECTED FROM SMALLER AND
LﬁRG[R UNITS OF PRODUCTION, THEY ALSO DRAW A DI STINCTION BETWEEN
UXITS THAT CONSUME PRODUCTS FROM THE COMHUNITY AND THOSE THAT IMPORT
MIMAL FEED FEOM OUTS) DE, -

AS REGARDS THE PRICE |NCREASES FOR THE NEXT AGRICULTURAL YEAR,
FEOFOSALS ARE INADZGUATE, LOTH N TERYS OF MAGNITUDE AND OF
CUEFERENTIALS: N PARTICULAR, BEEF PRICES OUCHT TO ENCOURAGE BEEF
PRODUCTION. THE OBJECTIVE CSTATLISHED IS TO ARRIVE AT AN | NCREASE
1% FRENCH FRANGS THAT WILL PROVIDE A GUARANTEE FOR THE SPE(D) NG
FOYSR'OF FARMERS iN 192¢, TAKING ACCCUHT IN PARTICULAR OF THE
RISING COST OF PRODUCTS REQUIRED BY AGRICULTURE.,

FINALLY, AS RECARDS THE QUESTION OF SHEEP-MEAT, FRAKCE'S
POSITION REMAINS UNCHANGED: SHEEP FARMERS ARE ERXTITLED TO THE SAME
PROTECTION AS OTHER L1VESTOCK PROTUCERS, AND FRANCE WILL MAKE O
SNCESSION TO GREAT BRITAIN SO LONG AS BRI T4 REAATRG OPPOSED 10
AT £QUI TABLE AND EFFECTIVE SOLUTION 1M THIS MATTERS

5. FCO PLEASS PASS ADVANCE COPIES TO MAFF (FOR PRIVATE SECRETARY/
MR WALKER AND PS/PERWAKENT SECRETARY) AND CABINET OFF)CE (FOR
FRANKL!M). - 7 -

FCO PLEASE PASS TO SAVING ADDRESSCES

HIBBERT =~ W e e
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