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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. Agriculture in the United Kingdom 988
HMSO [ISBN 0 11 242866 5]

2. Consumers and the Common Agricultural Policy -
Report by National Consumer Council
HMSO 1988
[ Note: Report can be found in Journal of Consumer
Policy, June 1989, volume 12, issue 2]

Signed (LU (past Date F"quhjﬂra{r L0/
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Agricilture Compell

‘ Agrniculture Council

132 pm

The Minister for Agricultore, Fisherics and Food (Mr.
Johm Gummer): | represented the United Kingdom at the
mecting of the Agrculivre Council from: 25 to 27 April
with my han. Friend the Member for Skipton and Ripon
{Mlr. Corry), Parllamentary Secretary to the Ministry of
I“I.EIJ.L'\I'.I.ILI.I.II:, Fisheries aind Foomd.

Agrezment was réached on 19490 [arm |'|ri|:|5 on the
bnsts of o flurther compromuse put forward by the
Presidency and the Commisston. In genernl, it maimntuins a
price freezs, with reductions in a few aress. The common
agricultural policy reforms agreed m 1988, incloding
stahilizers, have been protocted in full, despite the attemptis
ol several countres to mosify them,

The packnge also includes a sipnificant devaluation of
the green pound, In debates, hon, Memhbers were at pains
tcr inform me that that was the most important aim of the
Linited Kingidomn because il is the means whereby we can
eliminnie, or al least reduce, the dispdvantsgss thal acerue
o Biritish Frmers in compelition wilth olber members of
the European Commumnity.

Monetary compensatory amounts will be redoced
substantially atf the begmning af the next marketing vear.
Cin the bass of the positon on 27 Apeil the changes would
be, Far cereals and other crops, 3 reduction from 19:7 per
cenl, s et cemil [or malk Trom 18K percent, o | =] per
cenl.; lor beel [rom 15 per canl. 0o 5-8 per cenl.; and [or
pipmeat from 11-4 per cent. to0 per cent. The Commission
onginally proposed a one third reduction. Looking af it in
that way, the reduction for cercals and other crops is not
33 bt 55 percent,, for milk 38 per cent,, beel 53 per cent.
pigs B8 per cent and sheep 56 per cent, The associzted
increases in supporl prices paid 1o Bribsh farmers thess
are nol increases in generel byl are, if one likes, reductions
in the disadvantape that ithey have experienced ontil now
—will be as ollows: on ceops, 10-7 per cent. ; milk, &8 per
ceitt.; boel, 3-5 per cenl.; and shecpmeat, | per cent. This
will allow our producers Ue compele on & mare equal hasis
and provide a wvital sdmolas for the United Kingdom
farming seclor

The packupe also inludes five measures known as the
rural world, mensures which nid small produwcers. | did not
suppaert these, as they are rélatively axpensive and do not
bzok forward to the vinble pnd efficient Eurcpean
agriculiure which, in my view, it is the Council's task to
promote and is in the intercsts of the United Kingdom to
achieve. Howewer, the final agreement contaims three
i',r|pq,1|'11'|||r |.||,.|u|iﬁ|,:.=|1||.'|1b|. -..,:l,llni‘mu:l,l with 1he arigimal
proposals, all of which the United Kingdom has pressed
and pained. First, the Commiscion has said that these
measiures have “limited seope”, and there s therelore every
hope that it will not propose any amilar onss, Secondly,
one of the measures is Lime limited and another is subject
to review atter two vears. Thirdly, it has been explicitly
accepied, contrary to all carlier assertions. that the aids
will be taken fully into sccount n the calculation of the
ﬂnll'l:u:'lullil_'.l‘ﬁ EI::.haI Pl fow agril_'ullun: m |.|1|.' conlexl
aof the curment round of negotmtions on the general
pgresment on s and rade

1 opposed redoctions in coresponsibility  levies,
ulthough [ am opposed o coresponsibility levels in
prnaple, because 1 could not acéept them unless thers
were offsetiing price culs, and those were strongly opposed
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by some dalegat:ona. Ag a result, there are no reductions in
coresponsibality levies, and the French Minister sxplained
that their absence meant that he wias nat able 1o suppor]
the final package.

Phe Commssion siafed thal the nel cost of (hes
getthement to the Buropean Community budget will be 334
mecy in TN and TN meco in 19940 1t confirmed that
thiz would be mel within the bedget Gor 1990 and the
agricoliural guidcline for 1991, [ estimate that the per
boost 1o United Kingdom farmers’ retums in o full vear
will be perhaps £3500 million. The efoct an the reail prices
index will be abount 0-1 per cemt. when [ully worked
th'lI'JLI.EII.

This outcome fully sustains the CAP reforms for which
the Giovernmenl have Tought so kand, while giving & major
boost @ euwr agriculfuse in preciscly the way that both
sudes of the Houss encouwrsped me to adopt in these
negotintions, It shows how effectively the Europzan
Commundty can deal with the wide range of agricultural
concerns of member states on 8 common basis. 1 commend
it b the House.

Dr. Duvid Clwck (South Shields): | am grateful to the
Minister for making & full statemsent aboul the results of
his discussions Inst week, He has announced a fairdy good
seltlement which kas been widely welcomed by farmers,
and sspecially by the Metonal Fanmers Union. Affer so
much depresang news over the past decade, | can
understand their enthosiasm. It would be maght, however,
to remind the Hozss of the other side of the equation—the
taspayer and the consumer. Obviously this prce mcrense
must e paid for from somewhere.

Will the Minister confirm that the cost of the settlement
to the Europesn faxpayver will be abouwl £700 miltion m a
full year? | onderstood him to say that the benefit to the
termers wonld be to the tune of £500 malbon per year, Is
thael @ gost-elecnve way ol running agrcellurs, EIven thad
the setilement will cost taxpayers and consumers £70)
million while the farmers will get only L5300 millionT
FI,".'rl'I.ﬂ]'!l! the Mindster will deal with that pmnl,

Dwoes the Minister realise thai there is concern in
farming circles about the long-term effect of the proposal
an the stabiliser mechanism which, as the House will
remember, was introdoced with the sopport of hon
Members on both sides of 1the Hm.mx oy iry Lo rL1:|.|.1|.:|.'
wisteful surpluses? The logic was that Eonropean farmers
worald be paid less if they produced too much, How can the
Minister justify paying cercal farmers an extra 11 per cenl,
when they are supposed to be penalised to the tane of 3 per
cent. [or producing too much? That point  reguires
explanation

The third mam group o he affected will ke the
hard-pressed consumces, who are already suffering the
effectz of food inflation much higher than general mflation.
e Minester has said that the present settlement on a 50
per cenl. devaluation of the green poand will add only 0]
per cent. to the reiail prices index, bot he and the Honse
know thai the effect on food prices will be much greater
than that, and thai will penalise poorer househalds in
particular. Diaee the Minister acoept that the seftlement
that he has brought hack Irom Earope sall put up (ood
prices by approximately | per cent., which will aded more
than &g per week to the average honschold's food bill?
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day, I am sure that, when tha hon. Gentleman's pary was
in office, Ministers took the same view. The policy remains
the same. and wll stay the saime

Trade |ninn:

7. Mir. Harry Baroes: To ask the Minister for the Civil
Service when he last mel represenlatives of the irade
unions: and what subjects were discused,

Mr. Loece: I meet the civil service unioss from time 1o
time to discoss & rangs of matiers,

Mr. Barmes: Has there been any discussion on the low
pay of support groups 1 and 2, which have been adversely
affected by the aboition af the Fair wages sesolution, by
the weakening of wage councils and by the poll pax?
Should not there be a decent munimum wage lor sacurily
guards, messengers und others withim that grade?

Mr. Luce: There are procedures (o desl with overall
wilge kevels for various categones of the civil sspace. (OF
course, under the new policies we teke into account the
specinl needs of special categories. There is now a facility
for flzxible pay arrangemenis, It s |'r|.'i|1H devised for much
of the cvil serviee, insluding the sstablishment of the new
LEEncias,

D, Marek: When the Minister next meeis the civil
servioe unions, will he discoss with them divect entry to the
higher executive afficer grade? The Minister will rememiber
that he and the Treasury got that complesly wrong.
Insteqd ol lmw'linH within the oivil Ml‘il,:ﬂl they spenl o
greal deal of money on advertising, but 31 per cent, of the

154 entrants (o Customs and Excise turned oul to be el
servants wiready, The Mimister should not waste public
money, Will he teke union adwvice next fime?

Mpr. Luce: | am not sure that the hon, Gentleman is not
enticipating the next question; he may have intervencd on
the wrong question

The policy on direct entry for recruitment is imporiant.
It is important (o ensure that there is open competition and
that employment s available to civil servants as well as o
those from outsade. It is good for the civil service—as it is
for any organisation—to  recroit fPom all  sowrces,
including the privaie sscior.

Civil Service Recrultnment

58. M. Fisher: To ask the Minister for the Civil Service
how many direct entrants at HED kevel have been accepted
inta the vl service uncer the recent recroitment scheme:
and what was the target,

Mr. Loge: The target of filling some 740 posis through
the higher executive officer open competition has boen met.
0O those Hrll;'bll::liﬁl-t‘d.. 175 are |.|irr:|.'l enlrants L I:I:u: |..1'.riI
servica At this level.

Mir. Fisher: Will the Minister answer the question put
by my hon. Frieod the Member for Wrezsham (Dr. Marck)
—on 91 per cent. of posts ia Costoms and Excise being
filled by serving civil servapts? Does not that suawest thai

T OO b -9
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tabant 35 owaikable i the givil service, as the trade urﬂnn‘
made clear o the Minister, and that his scheme is

misconceived and a waste of publie money? Will he
recognise the talent under his nose within the civil service?

Mir. Loee: | fully recognise the talent of civil servanis
and the opportunites for promoddon for telented civil
servanld. That was peoved by Lhis competition, in which
the magsrity of people promoted were from withim the civil
service. 11 is not a waste of public money becouwse it is
exceedingly imporiant for the senice 1o recruif the best
posmble prople to serve the Government and the nation.
We shall achieve (hat by ensuring (hut, where possible,
Lhers 1s open competition and that the best possable people
are recruifed from outside as well as from inside the
SETVICE,

Mr. Donald Thompson: Wikl my right bon, Friend do all
that ke can to cnsure that peopls from the regions,
especially Yorkshire, are recruited directly fo the avil
gervice, al whatever wge, 5o thil their gxpenence of other
jobs and professions cun contribute to it?

Mr. Loce: I agres with my hon. Friend that that is to be
encouraged but that is no reflection on the gquality of
people already serving in the service. We need (he best
passible range of people. It s |1.|::-||I|'|:|-' for [he service o
have the experience of these who have been it for a long
timne and of those who have served o other walkes of life
Ihal addds strength to the ol service

Mr. Winnick: On a point of onder, Mr. Speaker.
Mir. Speaber: Order. We have nod Anished yet,

Civil Service Agencies
Bl. Mr. Andrew Mitchell: To ask the Minster for the

Civil Service what progress has been made in developing
wivil service agencics in the last five weeks.

Mr. Loce: Excellent progress has besn made. Eightaen
pew executive agencics have besn sl up this month;
bringing the total to 30, employimg some 66 0 s,
More apencies will bhe established in the next few moaths,
and | would ex pect 1o see “nexd ntl..-'rlh" u.p'[:|'m.| B0 ail lest
halfl the civil service by the end of 1991

M. Mitchells Dioes my nght hon, Friend agree that the
promotion of those agences B exiremely imporiant, o
ensure that u better service is defivered to the public and
thail :mpln'_w::x deérve more ot gatgstaction?

Mr. Loee: My hoo. Friend is right, One of the main
ohjectives 15 to ensure oot only better value for money for
the taxpaver in managing the civil service but that the
qu!il:.- af 1.|I|; :h;r'-'il:l.' ;all.ll.'i-;ir:d |:'|}' 1'|pt: 1.':|r'.i|r1|.1 ,11.:1-:|14;:i|.'.~| 1%
the highest (0 henefit the public, Evidemce from the
estoblishment of the first ageocies shows that that is

bemnning to happen.
Mr. Winnick rose—o

Mr. Speaker: Chrder. T shall take points of order in thesr
proper place—after the statement.
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9 April 1990

The Rt Hon John Gummer HP
Minister of Agriculture, Fisheries
and Food

Ministry of Agriculture, Fisheries
and Food

Whitehall Place

LONDON

EW1A OAA

:D(\_- : m-'.;d.J r‘.f.r

1990 CAP PRICE FIXING

As I am sure you will understand, I am wvery concerned at the
likely EC budgetary cost of this year's CAP price fixing outcome,
and the adverse signals this may send out in the GATT contaxt.
Last week the Agriculture Council were unable to agree on a
compromise package which would probably have cost nearly 1 becu in
a full vyear. I understand that several Member States wanted
further concessions, even though the package was for 1501 some 400
mecu more expensive than the Commission's original proposals.

Officials have discussed the matter, and have agreed that it would
be desirable for Finance Ministers to have an informal discussion
of the financial implications before the next Agriculture Council
on 25/26 April. I believe that such a discussion would be
axtramely helpful in strengthening the hand of the Commission in
the subseguent Agriculture Council. Accordingly, I am asking
UKREP to tell other Member States at Coreper om 11 April that I
propose to raise the CAP price fixing at the ECOFIN lunch on
23 April. On UEREP'® advise I propose also to send the attached
letter to M Delors, explaining why I wish to do this. Tha letter
indicates the line I would wish to take in the discussion.




I am copying this letter to the Prime Minister, Douglas Hurd,
Peter Walker, Malcolm Rifkind and Peter Brooke.

|
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Mr J Delors
President of Eha European Commission

200 Rue de la Lol
BRUSSELS

AGRICULTURAL PRICE FIXING: DISCUSSION AT ECOFIN COUNCIL
ON 23 APRIL

I am writing to explain why 1 have asked [or an informal lunchtime

dizcussion at the EcoFin Councll on 23 April con the financial

aspects of this year's agricultural price negotiations. AS vyou

know the EcoFin Council is due to meet shortly before the
Agriculture Council resumes its consideration of this year's
prices package. I hope that you would agree that it would present
a good opportunity toc take a wider view of the implications of the

negotiations.

There are three agspects of the proposals which I think it would be

nseful for EcoFlin to consider, namely:

the overall budgetary implications of the wvarious

elements under discussion;

the i1mpact of the 1dsas being canvassed by some

delagations on the 1988 agreement on stabilisers:; and




.iael.ta/Int/4,5-2

the need for this year's price settlement not to cut
across or undermine the position which the Community
has adapted in the current Uruguay Round of GATT

negotiations.

On our estimates the last compromise proposal which was under
discussion in the Agriculture Council on 26-27 March would have
antailed additional budgetary costs of just under 500 mecu in 1990
and 1000 mecu in 1991 - substantially higher than the cost of the
Commission's original proposala. Moreover, I understand that the
majority of delegations in the BAgriculture Council rejected the
compromise on the grounds that it was insulliciently genercus. 1In
those circumstances I walcome the Commission decision to withdraw
its support [for the compromise if it could not be accepted as a
final settlement. I also welcome the firm line which
Ray MacSharry tock with the EBoaropean Parliament in this wesk's
discussion of the price-fixing proposals. I hope you and 1 can
work together at BcoFin to ensure that the budgetary costs of the
eventual prices settlement do not exceed those of the latest

compromise and are preferably lower,

As regards the 1impact of the package on the 1988 stabilisers
agreement I fully support the Commission's positien that the 1890

prices settlement must not in any way undermine the stabilisers

agr=ed in 1988. 1In this connection I am sure that Ray MacSharry

was right to indicate that the Commission could not support
reductions in the milk and cereals co-responsibility levies unless

the Council agreed to commensurate price reductions.
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In the context of the GATT Round negotiations the Community has
rightly committed itself to achieving substantial, progressive
reductions in " agricultural suppert and protection. Wa have made
much of the reforms whichgwe have alrsady put in place in the 1938
package and are insisting on being given duae credit for these. It

would undermine our whole negotiating position if our GATT

partners could demonstrate that this year's prices settlement had

weakened the impact of the 1988 agreements by offsetting the

stabiliser cuts with effective price increases,
I hope that you will agree that an EcoFin discussion of these
issues on 23 April will strengthen the Commission's hand in the

negotiations in the Agriculture Council later that week.

I am sending a copy of this letter to Ray MacSharry.

JOHN MAJOR
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MINISTEE OF AGRICULTURE, FISHERIES AND FOOD

1990 CAP Price Fixing

3 Thank you for sending me a copy of your lafter of
21 March to Norman Lamont setting out the line you
propose to take on the 1990 CAP price proposals at this
week’s Agriculture Council.

2. I recognise the difficulties you face, but it 1is of
course important in the context of the GATT negotiations

to keep prices down as much as possible.

3. I agree with you that the cereals coresponsibility
levy should not be reduced unless the budgetary effects
of the cut are fully offset by a matching price cut.

4, Copies of this minute go to the [Frime Minister,
other members of DD(E), the Secretary of State for Wales,

the Secretary of State for Scotland, the Secretary of
State for MNorthern Ireland and Sir Robin Butler

(Cablnat Secretary).

(DOUGLAS HURD)

Foreign and Commonwealth Office
26 March 1990
RESTRICTED




Treasury Chambers, Parliament Street SWIP 3AG

The Rt Hon John Gummer MP

Minister of Agriculture, Fisheries and Food
Whitehall Place

London |

EWlAR 2HH {
25 March 1948 f’
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Thank you for your letter of 21 March.
F

ICE FIXING

2. 'Your assessment of the likely outcome on the price fixing is
depres “say the 1easty As T 53Td in my letter of 9 February,
t!ll'!'l'miﬂ!fntn' lu Orilginal proposals were not very satisfactory,
implying as they do EC budgetary costs of some 0.5 becu a year.

You now say that the additional price cuts and other Lmprovements
ou were then seeking are not negotiable, and that indeed some

additional concessions to the Mediterranean countries are likely.

i In these circumstances, it seems to me that, to limit the
damage, there would be considerable merit in arguing at next
week's Council that, while we are far from ha with all aspects
af the Commissinn's q the proporal for

TTten podd o are w. ing to accept FE B Ehe Dooreeoai

T OCLhe amber states do likewise, in order to reach rapid and
Th any cese Aa considerable budgetary

e —

=

4. This applies particularly to co-responsibility levies. I
accept your analysis of our position on is, on the clear

understanding that by matching price cuts we mean full budgetarily
offsetting price cuts. twever, recent Council discussion has

indicated a good deal of support for removing or reducing the
cereals levy (at an annual cost to the EC budget of up to 600

uj bUt no support for any offsetting price cut whatsdEver.
Therefore on tactics surely the best way forward is to side firmly
with the Commission who have so far been very firm about leaving

the levy unchanged.

5. Losking further ahead, I would be very reluctant to agree to

an _ogutcoma on the ;Eg__jizigg which more than marginally
excopded the cost of the Commission's original package. It is

—




essential that your officials keep mine in close touch with
developments at the Council and afterwards. I may wish to write to
you again if it appears that the cost of the final package could
rise significantly above that of the original proposals.

6. You do not mention in your letter the requirement in the
February 1988 budget discipline provisions for a joint Finance/
Agriculture Council to be convened if the outcome of the price
fining discuseions looks 1likely to exceed the cost of the
Commission's original proposal. Tf this circumstance does arise,
you would no doubt consider carefully whether pressing for a joint
Council would in practice achieve a tighter settlement. But in any
case we should make clear in the Council that we maintain this
principle of the budget discipline provisions. When this situation
arose last year, we pressed the Commission to make the attached
declaration, on the cost of the settlement compared to the
original proposal, and to the effect that they would absorb the
cost of the price fixing settlement in accordance vith the budget
discipline provisions, including the budget for the current year,
if necessary by specific management action. I would ses
considerable advantage in pressing for a similar declaration this

year if &05ts escalate beyond thé original proposal. B

7. Finally, you say that you attach importance to achieving a
? devaluation of the full 40% mentioned in wmy earlier
!!m%m = - agreement to you exploring the scope
for a larger devaluation, than the one-third eclosing of the

ménetary gap proposed by the Commission was on conditicn that you
wotild not p&igﬁf_jnr this if, in order to achieve it, you would
nst

have to a ly or undesirable cencessions toc other member
stgtes. . icolar, if it proved
possible to muster a gqualified majority for the Commission's
original package in preference to more costly proposals, I would
expect you to give up your claim to more than a one-third
dismantling &f the monetary gap, in the interests of securing such
an agreemefit. As I noted in my previous letter, the one=third
propgsed by the Commission would provide a considerable boost to
UE farm incomes. 1t would also have a significant additional
pubTIT—expanditnre cost, 1 understand if anvthing slightly more
than wh e cocrrocsponded in February, and for this reason alone I
woul efer ally not to go yond it.

B. 1_ am copying this letter to the Prime Minister, to other
memberd of OD(E), to Peter Walker, Malcolm Rifkind and Peter
Brooke and td Sir Robin Butler.

O/A/mw

HORMAN LANONT




COMMISSION DECLARATION

"fhe (Commission estimates that the additional costs of the Price
Fixing settlement by comparison with its original proposals are x
mecu in 1950 and y mecu inm 1991. It undertakes to use its
management powers to ensure that these additional costs are
absorbed in accordance with the Budget Discipline Decision, and
that it will not propose a Supplementary Budget for the Guarantee
Section in 1990. It therefore takes the view that it is not
necessary to call a Joint Council as provided for in Article 5 of

Council Decision 88/377/EEC."
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FROM TEE WINISTER OF STATE LY

SCOTTISH OFFICE

WHITEHALL, LONDON SWIiA 24L

The Rt Hon John Gummer MP

Minister of Agriculture, Fisheries and Food

Ministry of Agriculture, Fisherles and Food

Whitechall Place

LONDON

SWlA ZHH M March 1830

1880 CAP PRICE-FIXING

In advance of next week's Council discussions I am writing principally to
remind you of the importance which the agricultural community in Seatland
altaches to the Government securing a substantial devaluation of the

green pound.

Earlier this month 1 addressed the Annual General Meeting of the National
Farmers’ Undon of Scotland. In the guestion and answer session following
my speech two price-fixing issues came to the fore. The first, and less
important of the two, was the cereals co-responsibility levy. The Scottish
industry left me in no doubt as to their outright opposition to this
mechanism. [ rehearsed our agreed position but [ think it essential that
we continue to be seen to be pressing hard at the Council for the levy to
be reduced, with the cost being met by a price cut.

The other issue, which aroused much greater passion, was, as you wouid
expect, the green pound. The SNFU President and members argued
forcefully that the pgreen pound system discriminates against UK
producers and blunts any competitive edge our products may enjoy.
Scottish producers are, they maintained, keen to meet the challenges of
the gingle market, but should not be expected to have to compete from a
disadvantaged position. A substantial devaluation of the green pound was
presented by speaker after speaker as bDeing an essential step towards
the removal of this disadvantage.

| adhered to the agreed line on the proposed devaluation, and made the
necessary references to the interests of the taxpayer and consumer.
Nevertheless, greater attention Is being focused on our long-standing
Manifesto commitment to the avoidance of unfair discriminaton, and
unhelpful comparisons are being made between our exhortations to farmers
to prepare for 1932 and our approach to the price-fixing negotiations.

I am well aware of the conflicting pressures which have to be balanced in
determining our approach to the negotiations on this issue. But I believe
that we run the risk of loging any eredit for whatever may be achieved In

—_—
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L. & negotiations if we are not seen to be adopting a strong line on the
» nead for steps to be taken to reduce substantially the disadvantage which
the green pound system imposes on our producers.

[ am copying this letter to the Prime Minister, Members of OD(E), Peter
Walker, Peter Brooke and fo Sir Robin Butler.
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NORTHERN IRELAND OFFICE [ |
WHITEHALL

LONDON SWILA ZAZ
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The Bt Hon John Belwyn Gummer, MP

Minister of Agriculture, Fisheries and Food

Whitehall Flace

LONDON SW1A 2HH 1% February 1990

Dean Jihm ,

1990 CAP PRICE FIXING: THE GREEN POUND

1 am happy to support the thrust of the propoeals im your lpffer
of 1 February, but there is a particular NI dimension that
colleagues should be aware of.

I agree generelly with your analysis of the effect of the green
rate system in relation to relative producer returns. You have
expressed this in the context of bread-making wheat, but I am
under considerable pressure here in respect of the beef and dairy
sectors where a similar analysis could be made. (As you know
from Peter Bottomley's letter of 19 January the Ulster Farmers®
Union are seeking an immediate and substantial devaluation for
beef). In one sense, and in thie particular area, it is the more
difficult for us here given the apparent advantage to the ROI
producer in selling beef into the UK market.

The particular Northern Ireland dimension to all this is the land
border. The greater the real or perceived disparities caused by
the agrimonetary regime, the greater the propensity to take




illegal advantage. The effect of varistions betwsen green rates
and market rates between Northern Ireland and the Republic is an
open invitation to fraud of the MCA system. Thiz seems to me to
be an additional point to make in any presentation to the Council
in pursuing our objectives. If the Council is in the business of
anti-fraud measures a substantisl devaluation can only assist.

I am copying this letter to the Prime Minister, members of OD(E),
Malcolm Rifkind, Peter Walker 4 Norman Lamont and to Bir Robin

Butler.
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THE PRIME MINISTER 1% February 1990
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Thank you for your letter of 19 January about the "green
pound®. John Gummer explained the Government's position on this
earlier this week at your Annual Conference, but it might be
helpful if I briefly summarise our position.

The Government fully accepts that after the end of 1992 the
continuation of charges on trade like monetary compensatory
amounts would be incompatible with the single market.
Effectively this means that "green" and market rates must be
aligned by that date at the latest. Means must be found to
prevent significant or leng-term divergences arising thereafter.

These are important objectives in our programme for the single
market.

It follows that we will seek a significant narrowing of the
gap between the "green" and market rates for the pound sterling
at this year's CAP price fiwing. The precise dismantling we
will seek will be determined nearer the time of decision in
Brussels.

I ocught te draw your attention to the negotiating realities
John Gummer will face. To be agreed, a devaluation will need in
practice to be proposed by the European Commission and to be
supported by a qualified majority in the Council of Ministers.
As you say, the Commission have already put forward a proposal




and it is not clear if they would be willing to change it. Nor
should it be assumed that other member states would support a
substantial devaluation of the "green" pound, since most of then

have no opportunity this year to make use of green currency

devaluations themselves.

5ir Simon Gourlay
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1990 CAP PRICE FIXING: THE "GREEN'" BPOUND i

We Epoke recently about Che draftt letter for the
Prime Minister to send to Sir Simon Gplrlay which was
attached to my Minister s letter of J-February to Chicf
Secretary to the Treasury. The draft fieeds to be amended to
take account of the fact that Mr Gummer has now made the
Government's position clear on this 4issue in his speech to
the NFU's AGM. The draft alsoc needs to take account of
comments made in response to his letter, notahly those of
the Chief Secretary in his letter of 9 February.

I am accordingly attaching a redraft which has been agreed
by Mr Gummer. Our view is that the Prime Minister is best
advised not to be drawn inte commenting on the specific
cactors which the Government will be taking into account in
determining its strategy on this issue.
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Thank you for your letter of 19 January about the "grean
pound”. John Gummer explained the Government's position on
this earlier this week at vour Annual Conference, but it

might be helpful if I briefly summarise our position,

The Government fully accepts that after the end of 1992 the
continuation of charges on trade like monebtary compensatory
amounts would be incompatible with the single market.
Effectively this means that "green” and market rates must be
aligned by that date at the latest. Means must be found te
prevent significant or long-term divergences arising
thereafbter. These are important obijectives in our programme

for the single markeb.

[t follows that we will seek a significanl narrowing of the
gap between the "green" and market rateg for the pound

sterling at this year's CAP price fixing. The precise




dismantling we will seek will be determined nearer the time

of decision in Brussels.

I ought to draw your attention te the negotiating realities
John Gummer will face., To be agreed, a devaluation will need
in practice to be proposed by the European Commission and ko
be supported by a gualified majority in the <Council of
Ministers. As you say, the Commission have already put
forward a proposal and it is not eclear if they would be
willing to change it. Nor should it be assumed that other

member states would support a substantial devaluation of the

"green" pound, since most of them have no opportunity this

vear to make use of green currency devaluations themselves.
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1990 CAP PRICE FIXING: THE GREEN POUND LLFL;T

I have seen a copy of vour letter of ebruary to Norman
Lamont and Norman'’s reply.

I too endorse the need to align green and market rates by the
end of 1992. The Commission proposal would keep us on target.
But T would be ready to accept the compromise Norman proposes
on the conditions he mentions: we do not want to give any
scope for others to dilute good budget discipline.

I am copying this letter to the Prime Minister, to other
memnbars of OD(E), toc Malcolm Rifkind, Peter Walker, Peter
Brock and Sir Robin Butler.

i

Francis Maude

CONFIDENTIAL







SCOTTISH OFFICE
WHITEHALL, LONDON SWIA 2AU

The Bt Hom Norman Lamont MP

Chief Secretary to the Treasury

Treasury Chambers

Parliament Streetl

LONDON

SWIP 3AG | & February 1880

1990 CAP PRICE-FIXING: THE GREEN POUND

e Wim4 il o
| have seen John Gumm&r'aﬁimtnr o yvou seaking agreoment on the
Iine to be taken on the Commission's proposals for devaluing the green
pound.

I fully support John's proposed negotiating line. Farmers in Scotland too
have for a long time taken a realistic stance on the need for reform of
the CAP and to look more to the market and less to Government for their
returns by competing as cffectively as possible both at home and within
the Community. We seek to encourage them in this approach and have
congiatently maintained that we do everything possible in negotiation to
avoid discrimination apgainst our farmers. These assurances sound
increagingly hollow when our industry continues to have to contend with
the discriminatory effects of the green pound.

Profitability of agriculture remains a distinct problem here, as in other
parts of the UK. Our attitude on green pound devaluation is being seen
more and more as the louchstone of our commitment to the industry and
to putting it on a proper footing (o compele effectively with the rest of
Europe alter 1982. | therefore very much hope you can agree to John's
proposed negotiating line for the price-fixing. An indication thal we are
soeking devaluations of the scale indicated would send a clear signal to
the Industry that our repeated Manifesto and other commitments have
substance.

I am copying this letter to the Prime Minister, Members of OD(E), Peter
Walker, Peter Brooke and to Sir RHobin Butler.
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1990 CAP PRICE FIXING: THE GREEN POUND
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Thank you for your letter of 1 Febfruary.

25 I strongly endorse your commitment to align green rates and
market rates by the end of 1992, The Commission’'s propcosals are on
target to achieve this, and I am far from convinced that there is
merit in seeking to speed up the process further. Even the one
third closing of the monetary gap proposed by the Commission would
have & significant additional public expenditure cost, and would
add, albeit modestly, to the RPI at a time when we are seaking to
maintain the downward pressure on inflation. Your aim of a one
half closing of the monetary gap would exacerbate these effects
significantly, and in seeking to achieve it you would run the risk
of antagonising other member states who would be expected to press
for amendments to the Commission's proposals to favour their own
farmers. I cannot therefore agree to it.

3. However, I do understand the extreme pressure you are under
from the farming lobby to deliver a substantial green pound
devaluation. I would therefore be willing for you toc continue to
say 4in public that you will do your best for the farmers, as long
as at the same time you stress that you must also take account of
the interests of consumers and taxpayers, and emphasise the
constraints imposed by the need to negotiate with the eleven other
momber states which will make even the Commission's propesal on
green rates difficult to achieve. You would of course be able to
say that, on current exchange rates, the Commission's proposal
would give UK farmers a substantial price increase and boost to
farming income. As far as the Council negotiations are concerned,
1 would be prepared to agree to your exploring the scope for
negotiating a slightly larger dismantlement of the monetary gap
than the one third proposed by the Commission, perhaps in the
CONFIDENTIAL
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.anga 35% to 40%. We can take a more precise view in the light of
exchange rates nearer the point at which a decision in Brussels is
necessary. But I can only agree this on the clear understanding
that you will not persist in reguesting a larger devaluation than
the Commission has proposed if it becomes clear that in order to
achieve it you would have to agree to costly or otherwise
undesirable measures in the price fixing. You will nead to keep
me closely in touch with how the negotiating position develops.

4. On other elements in the price fixing, you say in your letter
that officials are still in the process of assessing tha
Commission's proposals. In general these seem not particularly
satisfactory, largely because of the budgetary costs of the "rural
world” and other related measures which are not offset by price
reductions. Much of the Commission's package goes against the
grain of further CAP reform, and indeed may be construed as
inconsistent  with our GATT commitment to reduce overall
agricultural support. I understand that you are planning to seek
improvements in a number of areas, and I welcome this. Clearly if
wa are to end up with a green pound devaluatlon in excess of the
current Commission proposal, it will be especially important to
make progress in this direction.

5 In this context I should mention that I have serious doubts
about the merits of the Commission's proposal for an LFA ewe
premium. This would be expensive, and would not further CAP
reform. We should therefore oppose it. If it were Lo go through, I
would have to take account of this in the next review of Hill
Livestock Compensatory Allowances. I also think that it would not
ba wise for the UK to re-open the issue of the beef special
premium headage limit: apart from the cost, this could lead other
member etates to press for other changes which would favour them,
reducing our chances of achieving a price fixing settlement
consistent with CAP reform and our GATT cbligations. We need also
to to be careful about pressing for the elimination of the basic
co-responsibility levies for cereals and milk. While this would ba
walcome if eguivalent budgetary offsets could be achiaved, thers
is a clear risk, given other member states priorities, of failing
to deliver on this latter cbjective.

6. You will need to reflect the above in the draft reply for the
Prime Minister to send to Sir Simon Gourlay. In particular, it
saams to me that the draft attached to your letter makes too
littla of the likely benefits to UK farmers of the Commission's
proposals, and it does not menticn the need to take account of the
interests of taxpavers and consumers. It is wvery important to
avold raising expectations beyond the line 1 have suggested above.

T4 I am copying this letter to the Prime Minister, to other
members of OD(E), to Malcolm Rifkind, Peter Walker and Peter

Brooke and to Sir Robin Butler.

(i
ey

=1}







FRIME MINISTER

GREEN POUND

You will wish to see the attached letter from John Gummer to tha

Chief Sacretary setting out the approach he proposes to take on
-

the Green Pound in the context of this year's price fixing.

y

The Commission have proposed removing a third of the monetary
gaps. But John Gummer wants to go for a halving. He would not
gay this publiecly but would say publicly that he was pursuing a
devaluation of "as large an amount a= is negotiable™,

—

His approach would of course be good for UK farmers if it could

be achieved. But there are two major drawbacks:

e ——

i) it would add further to the RPI costs which John Gummer
estimates to total 0.1%;
it would involve public expenditure costs averaging some
£100 million more than is currently allowed for in PES.

You may feel that, since the Commission proposal is consistent
with the elimination of green rates from 1992, it would not ba
right to press for anything further given all the other
difficulties on the RPI and public expenditure fronts,

i) Do you want to see how other Minieters react before

intervening? "{ ..»-(
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Mimmistry of Agriculivure, Fishernes and Food
Whitelali Place, london 514 2HH

Fromm the Minidster

The Rt Hon Morman Lamont MP

Chief’ Secretary ko the Treasury

Treasury Chambers

Parliament Street

LONDGOH

SWIP 3AG X February 1990
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1990 CAP PRICE FIXTNG: THE CREEN POUND

The Commission have produced fairly rigorous proposals for
1990/91 prices which in particular take full account of the 1988
decigions on stabilisers. We can consider them colleclively
later, if necessary, when officials have made a detailed
assesament. T am writing now to secure agreement on the line we
should take on one aspect of those proposals namely devaluing the
green pound.

Special 'green' currencies can have no place in the Single Market
after 1992 since the resulting monefary compensatory amounts
{MCAs) acl as barriers to trade not least since they necessitate
detailed checking by customs authorities. We have therefore
advocated the abolition of green rates before the end of 1992 and
we understand the Commission have the same objective. Abolition
will inveolve aligning market and green rates,

I believe that we must make rapid progress towards this
objective, bearing in mind that any further decline in sterling's
value against the ECID between now and 1992 would widen whatever
monetary gap remains. Last week green and market rates of the
pound diverged by between 10.5% and 19.0% according to the
product. This has major effects on farmers' returns compared to
their competitors in other Member States. In the week ending 20
January for example the average market prices (converted at spot
rates) per tonne of bread-making wheat were £121 in the UK
coempared with £131 in France and £138 in Germany. Different
green rates are the largest cause of this discrepancy. Costs, of
course, do not vary 1in proportion since most inputs are not
subjeckt to green rates. Green rates are a major factor in  the
decline of farming income in the UK relative to other Member
States as isTgraphically illustrated in the Annex.

/A5 a Covernment. ...




* a Government, w& should not be prepared to tolerate
discrimination within Community policies against our oWn
producers. In our 1979 election manifesto we promised to devalue
the green pound to a point which would enable our producers to
compete on level terms. We have reiterated that undertaking at
successive elections. We must be =zeen te be a Government that
delivers on its commitments.

Against this background I judge that we need significant action
on the green pound in the present price fixing. The Commission
have proposed ™ that the green pound be devalued by an amount
sufficient to reduce the monetary gap at the time of the price
fixing by one-third, which currently would mean reducing UK gaps
by between 3.5% and 6.3% depending on the product. This is the
minimum consistent with eliminating green rates by the end of
1992. I seek colleagues' agreement to my stating publicly that I
will pursue in Brussels a devaluation of as large an amount as is
negotiable. Only in this way, I believe, can we as a Government
retain credibility in terms of our commitment to achieving a
non-discriminatory single market for agriculture.

My aim will be to secure a hﬁhggng of the monetary gaps although
this will be extremely di Co to negotiate. Thak currently

would mean reducing the gaps by between 5.3% and 9.5%. The
effect of this would be to increase producer returns Dy some £390
million, which is little more than the E3I60 million (ignoring
interest rates) by which the industry's costs rose in 1989. This
would add 0.1% to the RPI tho i out of

YEar on_year index by the late summer of 1991. Its cost would go

beyond the PES provision in programme 3.1 by some £71 million in
1990/91, by €107 million in 1991/92 and by €116 million in
1992/93 (after taking account of the small devaluation which
accurred at the time of the recent EMS realignment). Depending
on movements in CAP expenditure it could well involve a call on
the reserve for 1990/97.

However, what green rate adjustment actually means is righting an
unfairness., We are penalising our farmers through the present
differences in price levels which subsidise their foreign
competitors. This is not defensible particularly alongside the
tough stabiliser regime which we have championed. The UK
Government pressed for less and less farming support and this is
our policy tooc in the GATT negotiations. Our farmers can accept
the logic of the policy but only on the basis of fair
competition. We cannot ask them to accept the tough stabilisers
as well as discrimination of up to 19% against their enterprises.

The President of the NFU has written to the Prime Minister and
several colleagues on this subjeck. I attach a copy of his
letter to the Prime Minister and a draft reply which I propose to
recommend. My office will be in touch with No 10 about Ethe
delivery of this reply, whose timing is important in relation to
the NFO's AGM on 13 February.

/I am copying ...




'ﬂm copyling this letter to the Prime Minister, to other members
of OD(E), to Malcolm Rifkind, Peter Walker and Peter Brooke and
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19th January: 1350

The Bt Hon Margaret Thatcher MP
10 Downing Street

London

SW1
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I am writing to ask you to support a major devaluation of the
green £ which is now wital if British farmers are to compete on
fair and equal terms in Europe.

The steep fall in farm earnings over recent years, (a fall that

has been checked only temporarily by improvements for a few
commodities,) does not just mean that farmers have to tighten their
belts. It means, in particular, that the industry lacks the
resources needed for investment. With annwal investment in fixed
capital falling in volume terms by nearly a half between 1983 and
1989, the strength of the industry has been seriously undermined.
The outlook is especially worrying because investment levels have
been much better maintained in other leading EC countries,

The main financial pressures stem from inflation, the high level
of UE interest rates and the operation of the green pound. The
fFirst two factors are common to most of British industry. But UK
agriculture alone suffers the penalty of the green pound. The
asr of this artificial exchange rate means that British farmers
earn substantially less than their counterparts in other EC
countries for a range of basic products. Wheat prices, for
example, are £20 lower than they would be if EC prices were
converted to sterling at the market rate of exchange.

Parmers are willing and eager to compete. But if they are to be
successful, the terms of competition must be fair. The green
pound penalty, which provides subsidies on imports and imposes
taxes on our exports, must be removed. The Commission's proposal
to narrow the gap between green and market rates by only
one-third this yvear is totally inadeguate. If British
agriculture is to gear up to meet the challenge of the Single
Market, the trade distortions must be removed nowW.

I know that a green pound devaluation has some effect on food
prices. But the impact on consumer budgets is small.
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Eliminating the whole of the green pound gaps should add no more
than half of one per cent to the RPI and that effect would be
spread over many months.

For many years food prices have lagged behind the general rate
of inflatien and farm gate prices have increased by less than
half the RPI ower the last decade. I recognise that the concern
of Government is primarily with the future and that any increase
in the inflatieon rate is unwelcome. I hope you will accept,
however, that the cost of a green pound devaluation is a price
that has to be paid to avoid lasting camage to a major industry.
A further run-dewn in farming would be bad for both the economy
and the countryside.




‘{AFT LETTER FROM THE PRIME MINISTER TO SIR SIMON GOURLAY

Thank you for your letter of 19 January. You also wrote to
several of my Cabinet colleagues and I hope you will take this as

responding Lo those also.

understand your concern about the impact of the green rate
system on the income and the competitive position of the British
farming industry. We have, of course, sought and secured a
series of green rate devaluations over recent years, including
the one at last year's price fixing which halved the then
existing monetary gaps. S3ince then, we have sean a further
divergence between market and green rates and 1 acknowledge that
this does disadvantage our farming industry.

We are committed to the total elimination of all the monetary
gaps by the end of 1992 at the latest. The Government accepts
that this is a necessary condition for achieving the single
market for agriculture. As to this year's price fixing, you will
not expect me to define precisely our negotiating position at
thizs stage. To do 30 would be to make it more difficult to
achieve the best for our farmers. You will know that the UE is
on its own in these discussions as no other EC country has a real
interest in putting right this discrimination. In these
circunstances we shall seek to argue as effectively as possible
taking into account movements in exchange rates between now and

the final stages of the negotiations.




CONFIDENTIAL
1564065

B MOHIAN 4612

CONFIDENTIAL

FM ULREP BRUSSELS

TO DESKBY 26080012 FCO

TELND 2460

OF 260545%L JULY 89

INFO ROUTINE OECD POSTS ;;”ﬂ

FWf
FRAME AGRICULTURE

AGRICULTURE COUNCIL 24-26 JULY 1989
SUMMARY REPORT

SUMMARY

1. COUNCIL, IMPRESSIVELY CHAIRED BY NALLET, MAINLY DEVOTED TO
REFORM OF THE SHEEPMEAT REGIME ON WHICH OUTLINE AGREEMENT REACHED BY
QUALIFIED MAJORITY. CONVERSION OF THIS AGREEMENT INTO FORMAL
lDU TEH OF THE NECESSARY REGULATIONS DEPENDS, HOWEVER, ON 4 WAY
BEING FOUND T0O REMOVE GREEK AND ITALIAN ELDEHE ON THE UNANIMITY
NEETED TO ADOPT THE LINKED FROFUSAL ON NEW ZEALAND BUTTER.

DETAIL

2. AFTER ALL NIGHT SESSION, INDICATIVE QUALIFIED MAJORITY VOTE ON
COMPROMISE DOCUMENT ON THE REFORM OF THE SHEEP REGIME. THIS PROVIDES
FOR TRANSITION TO BE COMPLETED BY 1993, TOWARDS A SINGLE COMMUNITY
REGIME EUT WITH SEFARATE PREMIA FOR DAIRY EWES PRODUCIMNG LIGHT LAMES
AND EWES PRODUCING HEAVY LAMBS. THE GB VARIABLE PREMIUM AND THE
SPECIAL ARRANGEMENTS FOR EWE PREMIA IN THE MEDITERRANEAN COUNTRIES
TO BE PHASED OUT. SATISFACTORY COMPROMISE FOUND ON PROPDSED PER FARM
LIMITS CN EWE PREMIA. GREECE AND ITALY VOTED AGAINST THE LEVEL OF
THE PREMIA IN RESPECT OF LIGHT LAMBS AND NETHERLANDS REGISTERED A
PROTEST VOTE AGAINST THE SLOW TEMPO OF THE ENDING OF THE
MEDITERRAMEAMN SPECIAL ARRAHGEHEHTE.

3. QUALIFIED MAJORITY IN FAVOUR OF THE DRAFT AGREEMENT CN IMFORT
ARRANGEMENTS FOR NEW ZEALAND LAME TO BE FORMALISED WHEN REGULATIONS
ARE ADOPTED IMPLEMENTING THE OUTLIME AGREEMENT ON THE SHEEP REGIME,
WITH ITALY AND GREECE VOTING AGAIMNST.

4. GREECE AND ITALY BLOCK THE UMANIMITY MEEDED TO ADOPT THE DRAFT
AGREEMENT ON IMPCRTE OF MEW ZEALAND BUTTER. BECAUSE OF THE LINKS
WITH THE INTERNAL AND EXTERNAL SHEEP REGIME THIS BLOCKAGE NEEDS T0O
BE REMOVED BEFORE THESE RELATED ISSUES CAMN BE ADOFTED. EXISTING
BUTTER IMPORT ARRANGEMENTS ROLLED FORWARD UNTIL 30TH SEPTEMBER (Z).

FAGE 1
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5. WIDE SUPPORT FOR 1 PERCENT INCREASE IN COMMUNITY MILE QUOTA
RESERVE, BUT SEVERAL MEMBER STATES REGARD TOTAL WITHDRAWAL OF
COMPENSATION FOR SUSPEMDED QUOTA AS SOON AS THERE IS OVERPRODUCTION
AS TDO DRACONIAN, PREFERRING PROGRESSIVE REDUCTION OF COMPENSATION
A5 QUDTA BREACHED. STRONG HINTS FROM THE MEDITERRANEAN COUNTRIES
THAT THEY WILL SEEK ADDITIONAL CONCESSIONS IN EXCHANGE FOR THEIR
SUPPORT FOR THE PROPOSAL. TO SCA WITH INSTRUCTIONS TO FREFARE
DOSSIER FOR FORMAL ADOPTIONM AT SEPTEMBER AGRICULTURE COUNCIL.

6. UNAMIMOUS AGREEMENT TO FRAMEWORKE REGULATION ENABLING COMMUNITY
INTERVENTION STOCKS TO BE USED TO PROVIDE EMERGENCY AID TO POLAND.

7. QUALIFIED MAJORITY PREFPARED, WITH VARYING DEGREES OF
ENTHUSIASM, TO ACCEPT COMMISSION REVISIONS TO RULES ON SET ASIDE.
PRESIDENCY HOPE THAT FURTHER DISCUSSIONS IN SCA WILL CONVERT THIS
INTO UNANIMITY, BY THE TIME EP OPINION IS AVAILABLE.

8. PROCESSED PEACHES AND PEARS TO BUDGET COUNCIL ON 28 JULY AS
"A'" POINT,. WITH ITALY AND GREECE RECORDED AS VOTING AGAINST (Z).

9. COMMISSION READY TO COUNTEMANCE MEASURES TO HELP AREAS
PARTICULARLY AFFECTED BY THE DROUGHT BUT NOT YET READY TO CONCLUDE
THAT THIS YEAR'S CEREALS HARVEST WILL BE BELOW THE MAXIMUM
GUARANTEED QUANTITY OF 160M TONNES. STRONG HINT, HOWEVER, THAT THEY
MAY BE PREPARED TO REACH SUCH A COMCLUSION AS EARLY AS SEPTEMBER.

10. ITEMS MARKED (Z) NOT REPORTED FURTHER. INTERNAL AND NZ
SHEEPMEAT IN MIFT. MILF QUOTAS IN MY SECOND IFT. EMERGENCY AID FOR
POLAND AND SETASIDE IN MY TELNO 2452. DROUGHT /CEREALS AND
CORESPONSIBILITY LEVY IN MY THIRD IFT. C(IFTS NOT TOD ALL).

HANNAY

DISTRIBUTION

MAIN 180
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Primg Minister

UK FARM INCOMES RELATIVE TO EC INCOMES AND POSSIBELE ACTIONS
Wi

I have secon the minutes to wyou [rom John MacGregor (10 April),

John Major (13 April) and Geoffrey Howe (14 April), and your

Private Secretary's letter of 14 April.

| wery much share John MacGregor's concern about the level of farm
incomeg., Despite what John Major says about the volatility of the results
and the possibility of interpreting the figures in different ways, the fact
remains that we are not simply dealing with one season's weather-affected
position. No matter how the statistics are analysed, returns to very
many farmers are in long term decline. In Scotland, as in the UK as a
whole, the average full-time farmer's income is now well below £10,000 per
annum, & sum which has to cover the return on his investment as well as
the return on his labour and mansgement.

1 do not oppose structural adjustment: agriculture, like any other
Industry, must have regard to the realities of the market place and we
should not strive to keep the inefficient in business. While our policies
at home and our negotiating stances in the European Community and in
GATT are geared to making agriculture increasingly subject to the
diseipline of the market, we cannot neglect the part Government still has
to play in establishing the conditions in which efficient agriculture can
prosper. It concerns me that margins have become so tight that in a
number of important sectorse many hardworking and committed
entrepreneurial farmers are finding it diffienll to make ende mest. We
cannot afford, both on agricultural policy grounds and for wider social,
environmental and political reagons, o countenance a general rondown of
the industry, particularly in the marginal and peripheral areas where
farming iz the backbone of the whole rural community.

[ do therefore welcome your agreement that we increase the Suckler Cow
Premium to the maximum permissible. This will be wvery well received in
Scotland and I agree with John MacGregor that an announcement shortly
before wyour speech te the Party Conference at Perth would be
appropriate. [ welcome wyour agreement on the line to be taken on the
green pound in the price-fixing negotiations. For many farmers here the
green currency differential remains the major issue and Russell Sanderson
and I are regularly taken fo task about the Government's commitment to
securing "level playing fields". Your agreement to John's proposal will
help achieve good progress in that direction.

As you know, I do see considerable advantage - for both Government and
Party = in wyour meeting representatives of the Scottish farming
community. Before the details of President Gorbachev's wvisit wero
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finalised we had of course plans for you 1o attend a major reception to be
hosted by the National Farmers' Union of Scotland in Edinburgh this
month. [ do hope that that engagement may yet take place before an
Grant's Presidency comes to an end. [ know that the Undon would
welcome (L.

Cur officials will of course be in touch about the Perth speech. On
agriculiure, I think that in addition to the general message that the
well-being of the rural economy depends to a large extent on a modern,
gfficient, markei-oriented - but environmentally aware - apgricultural
industry, you should address two main current concerns:

{a) our commitment to the maintenance of livestock farming in the
legg=-favoured areas: the review of the EC beef regime caused
many hill and upland farmers concern - the decigsion on Suckler
Cow Premium will help - but of even more concern is the
Commission's proposals for the reform of the sheep regime.
The headage limits i imposed as propoged could undermine the
viability of many of our larger units in the remole areas: you
could endorse Agriculture Ministers' commitment to negotiate a
reformed sheep regime which puts our farmers on even terms
with their continental competitors - and allowe them free and
falr access 1o European markets;

a related point: there s also widespread concern about our
commitment te the long-term structural support of those areas
which suffer permanent natural handicaps. The changes to
capital prants were perceived here as a deliberate reduction of
support for the less-favoured areas. There is a very real fear
that EC proposals for changes to the Hill Livestock
Compensatory Allowance arrangements, likely to emerge shortly,
will discriminate against the larger holdings we have In the hills
and uplands of the UK in lavour of the smaller continental
farmers. Again | see a need for you to underline the
Government's commitment to securing a fair deal for those of
our farmers who farm at the margin coping with extremes of
terrain and climate.

[ am copying this letter to John MacGregor, Geoffrey Howe, Peter Walker,

Tom King, John Major and Sir Eobin Butler.

MALCOLM RIFKIND

April 1983
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MR, WHITTINGDALE cec Mr. Morris

SCOTTISHE FARMERS

¥You will wish to see the attached note from Malecolm Rifkind
which, inter alia; raises some points he would like to ses the
Prime Minister include in her Perth speech. &8s I mentioned to
vou, we have now arranged Eor tha Prime Minister to have half
an hour with John MacGregor next Thursday when the guestion of
the Parth speach may alsoc come up. Unless vou Ehink
otherwise, I do0 not propose to show the Prime Minister Malcolm
Rifkird's note at thils stage (there are no other operational

policy points in it that need to be answared).

Dominic will see that Malcolm Bifkind 13 also proposing thakt

the Prime Minister should at some point atbkend a major NFU

reception in Edinburgh. This do=sn't seem a wvery high
priorvity ko me, but maybe it ought to go on the diary meeting

agenda.

19 April 1989

DALACE
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AGRICULTURE COUNCIL: 17-18 APRIL 1989 Ty - C J;‘X'] l'—!{'({

We spoke on Friday and again briefly this morning about my Leffer
to Peter Mariel of 14 April; ‘oo our  interpreatation of what
Ministers have agreed on the green pound. I now see that
paragraph 19 of your brief on the agrimonetary proposals for this
waeek's Agriculture Council gives a different interpretation of
what has been agreed. You assured me that your Minister had been
fully briefed on the Chief Secretary's wviews on this matter and
that it was clear that, 1f Mr MacGregor wished to make use of your
interpretation of what has been agreed, he would need to contact
the Chief Sacratary {(and presumably Wo. 10). We noted that it is
not yet certain that it will be necessary to take up a definitive
position on the green pound at this week's Council.

I am sending copias as before,
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PM/89/014

PRIME MINISTER

UK Farm Incomes Relative to EC Incomes and Possible Actions

L 5 1 have seen John MacGregor's minute to you of 10 April

and. John Major's of 13 &pril.

I broadly agree with John MacGregor's conclusions.

4 On Lhe green pound, I accept that the Commiasion's
proposals for reducing monetary gaps in 1989 discriminate
against non-ERM currencies. We must clearly press for
thanges. But we must avoid stimulating counter-claims from
other member states which would weaken the overall package
and add substantially to its cost. I therefore support
Tohn Major's suggestion that we go for an average reduction
of no more than 3.2% in our monetary gap. This offers a
substantial benefit to UK farmers. Any more would be an

unreasonable additional cost for congumers.

4. John MacGregor mentions the importance of success in
the GATT Uruguay Round. I agree with the aszesament in his
minute to you of 11 ARpril that the agreement on agricul ture
at the recent TNC meeting offers a good basis for continuing
reform. We may need to remind other member states, in the
context of the price fixing, that this means no weakening

of the CAP reforms already in place.

=i I would not myself rule cut selective uzse of
"decoupled"” aids, even if primarily for small farmers, if
this cleared the way for further significant CAP reform.

/We
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We did after all accept "set azide" to secure Garman

acceptance of tha 1%87/88 reformz: I can envisage our

accepting similar future deals, provided the further reforms

secured also brought significant savings. Reducing
agriculture's immunity from market forces must remain our
central objective, in the budgetary, counter-inflationary,

and CATT contexts, and in the consumers' interest.

6. Copies of this minute go to John MacGregor, and the

other recipients of his minute.

[GEQFFREY HOWE ;

Foreign and Commonwealth Office
14 April 1989
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GREEN POUND .
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We spoke about the implications of Paul Gray's letter of 14 April
which reports the Prime Minister's views on the green pound.

I noted that No. 1l0's letter imposes two constraints:

(i) the outcome oan the green pound should not exceed the
"minimom®™ optlon outlined in your Minister's minute of
10 April; and

1k that the "minimum"™ optien has been agreed on the
understanding that the public expenditure costs can ba
accommodated within existing provision.

Having discussed thid with the Chief Secretary I can confirm that
we interpret this as meaning that the Prime Minister is content
with the minimum option as presented in the attachment to your
Minister's minute based on the monetary gaps applicable on
3 april. This gives a weighted average reduction in the monetary
gap of 3.8% and a full year cost of E66m as shown in Table A
attached to my letter of 12 April to Richard Carden, For the
avolidance of doubt we 4o not think she has agreed to the minimum
option shown in Table B to that letter based on the monetary gap
on 10 April which represents a 4,74% reduction in the monetary
gap at a full year cost of EB83Im (ie much the same as the "maximum"™
option in Mr MacGregor's minute). As you know, we calculate that
the PEE provision agreed last year to cover a 3,2% reduction in
the monetary gap was £25 million In 1989-90 apd £66 million
in 1990-%1 which means that, as the unit costs of a devaluation
have reduced somewhat, a 3.8% reduction could just be accommodated
within the existing provision and thus meet the second of
Mo. 10's conditions.

I can also confirm that the Chief Secretary would be content for
your Minister to decide how the devaluations should be allocated
to the different commodities, provided that the weighted average
reduction in the monetary gap does not exceed 31.8%., On the face
of it if you wished to follow the model of the options outlined in
your Minister's minute the new monetary gaps for dairy products,
crops and sheep would need to be harmonised at -41% rather than -3%

Switchboard 01 270 3000 Fax 01 270 363Y Telex 413704
wlsl
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if the settlement is reached while the present monatary gaps
pDargist, g

should be grateful to know as soon as possible whether your
Minister is content to proceed on this basis.
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UK FARM IRCOMES RELATIVE TO EC INCOMES AND POSSIBLE ACTIONS

The Prime Minister was grateful for wour Minister's
minute of 10 April and for the Chief Secretary's minute of
13 April.

On the suckler cow subsidy she has nated the respective
arguments, and Tesls that, as long as Agriculture Ministers
dre able to fipnance this within their exizting budgets, it
would be reasonable to increase the subsidy by some £13.50.

On the Greesn Pound,; the Prime Minister thinks that, in
view of the costs for consumers and the impact on domestic
prices, it would not ba appropriate teo press for a
devaluation in line with your Minister's maximum option.
But, on the assumption that the public expenditure costs can
be covered within existing provision, she wounld be content
for vour Minister to obtain agreement to hiz minimum option.
She recogniges that, in negotiating terms, he may naed
initially to press for a bit more, but she would not want
thizs to be reflected in tha final cutcome,

On the octher issues raised ia your Minister's minute,
the Prime Minister has noted that a number of policy reviews
ara under way. She will be giving consideraticn separately
to the proposals for a reception at Ha.l0 and speech
engagements.

1 am copying this letter to Richard Gozoey (Foreign and
Commonwealth Office), Keith Davies (Welsh Dffice), Stephen
Pope (Northern Ireland Cffice), Uriel Jamiescn (Scottish
Qffice), Carys Evans (Chief Secretary's Office) and Trevor
Woalley (Cabinet DEfice).

“‘-.’f T
A

(PAUL GRAY)
Mrs. Shirlay Stagg,
Ministry of Agriculture,; Fizheries and Pood.
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POSSTELE MEASURES TO HELP UE FARMERS Colle. o God=, 5

=5 defe .
John MacGregor's minute of 10 April (Flag A) is a follow—up to H'L{?
the brief £3lk he had with vyou a couple of weeks ago. Sl

""'-_.\_-

He proposes two immediate measures:-

increasing the rate of suckler cow subsidy in the UE
- e ]

to the maximum level permitted under EC rules by
e T —
£131.50,; rather than the £10 offered by John Major.

= o —

—

pressing for a larger Green Pound devaluation than

currently proposed by the Commission. The
ission have proposed an average 2.4%:; John
MacGraegor proposes "minimum®” and "maximum® options

v b,
= ‘averaging 3.8% and 4.6%.
—— TS

Other papers attached are:

Flag B: Response from John Majer. He continues to resist

Ehe further £3.50 ifncrease in the suckler cow
1 —
subsidy. He is content to press for a larger grean

pound devaluation than the Commission propose; but
wants to limit it to 3.2%.

——

Mote by Carclyn Sinclair. She supports John
MacGregor on the suckler cow subsidy, but urges

caution on the green pound.

Thae Foreign Secretary has yet to comment,

Farming Income Data

The latest figures clearly do point to a larger fall in the DX

than in other Community countries. As John MacGregor fairly

points put, this is not primarily because of disadvantageous

treatmant within tha BEC. But there are a mamber of other
¥ - e
points also to bear in mind;-

e ———

COHNFIDENTIAL




CONFIDENTIAL
-

although tha rate of change of UK farm incomes is

ralatively unfavourable, the level is s8till generally

highar than E{EEWHEEE in the Communitys

e —

the recent drop has been concentrated in the arable

' IR
gsector. Although this Iz the most vocal area = which
dominates the NFU leadership - it is not the most
deserving. The arable sector in general did very well
in the late 1970s and early 1980s. And by and large

they can live with the latest sgoeeze;

although the livestock sector has done guite well in

the last couple of years, this remains the precarious
— e r——

part of the industry. And it is also the most

politically sensitive, particnlarly in Wales, Scotland
and tha Nerth of England.

The Two Immediate Proposzals

On the suckler cow subsidy there is a good traditional

Treasury case for resisting the Eull increase. John

—

MacGregor's point about large other expenditure savings

lass than compalling given the massive overall level of
agricultural support. And MAFF Ministers certainly never
argued that they should reduce national support in the many

years when estimates of CAP support were increasing. But

given the amount of money involved - £3-§ million — and the

political sensitivity of the livestock areas you may feel it

right to agree to the increase, if John MacGregor absorbs the
-_==E-.-

costs in his programme’.

On the Gresn Pound, the issue iz not whether thers should be a

davaluation, but how big it should be. More help here for
producers inevitably means more costs for consamers.

—— ——r————

Carqlfn Sinclair suggests that to go for the maximam option
averaging 4.6% would add about 0.1 per cant more to the RPI
than the Commission proposal - although MAFF suggesat the

p——

gffect would be only about half that sige; and point out that




it would be phased over the pnext 3ix months. That said; it is
e ——r

touch and go whether the RPI will breach B per cenkt over the

I —
next few months. 80 aven a small further Boost from a Green

Pound devaluation is unwelcoma.

It is also necessary to consider the effect of pressing for a
bigger devaluation on our other price-fixing objectives; both

John Major and Carolyn Sinclair express worries an this
score. But John MacGregor has rung me to say he redjects John
Major's point; he argues that the Green Pound 18 the only UK

demand he wants to press in the negotiations, and he must have

some element in the package to sell to the UK farming lobby.

You will want to consider how far to go on the Gresn Pound.

But thera is eclearly not a lot of difference between John

Major's 3.2 per cent and John MacGregor's "minimam™ 3.8 per
—— —

cent. Charles thinks we cannot really accept less than John

MacGregor's minimom, indeed ought to go for anm average 4.0%
(which the Commission may anyway try to scales down). On

balance, I would go for the lower figura.
—

Other Policy Issues

Thera is no immediate decision required on the other points
John MaecGregor mentions. Bot you might want to support his
points about avoiding preference to small farmers and

—————

achieving success in the Uruguay round; while noting that the
PES round is the right place to consider hill allowances and

slaughter and compensation contributions.

N

Your Participation

John MacGregor suggests threa things:=

= a regaption at Ho. 10 in the autumn for Food and
ey

Farming Yaar 1989

C—_

sapporting your wish for a major agriculture passage
in your Scottish Cenferance speach on 12 May

CONFIDENTIAL




CONFIDENTIAL

8 major agriculture speach when you visit the Royal

Ehow in Julw.
_'_._,_n———-.

You will want to consider whether vou are content to do all

threa, or whether there are any of these vou would prefer not

Ty ; g : :
to do, Although you will be giving an opening address, it
—

might be prudent teo avold a commitment to a major speech at

the Royal Show.

Handling
John MacGregor will not be in London again before he has to go

o
ofE to the next Brussels meeting., But we can pass vour

reactions to his office tomorrow; and if need be I imagine we

—
could st up a telephone conversation.

In slower time, John MacGregor would like to have a half hour
chat with you to discuss the general handling of the UE
farming industry. TIf you are content, we might arrange that
in the run up to your Scottish speech next month.

Conclusion

{i}y ©On the suckler cow subsidy:

- content to support John MacGregor's £131.50

increase as long as he absorbs the costs?

OR

- prefer John Major's £107

the Green Pound devaluation

- do you favour John MacGregor's sticking out for &
"minimum®™ figure averaging 3.8%, with an opening bid
of say 4.0%7

OR

C—

= John Major's 3.2%, with an opening bid slightly
above that?

Content to have a No.l0 Food and Farming Year

reception in the autmn?
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Content to plan for a major expsnditure passage in
yoar Scottish Conference speech, but undertaka at
this stage only a short speech when you go to the
Boval Show?

Content to support John MacGregor's polints on

avolding preference to small farmers and the Uruguay
round; but simply note that hill allowances and
slaughter and compensation premiums will need to be

consliderad in due coursa?

Content for us to [£i1x up a time for John MacGregor

to have a general chat with youa?

Paul Gray
13 April 1989

CONFIDENTIAL
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FROM: CHIEF SECRETARY
g{ ‘a DATE: |13 April 1989
.h"'l- -
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PRIME MINISTER

UK FARM INCOMES RELATIVE TO EC INCOMES ANMD POSSIBLE ACTIONS
L) T CLAOF

I was grateful to John MaCGregor for sending me a copy of

minute to you of MI April.

2. In this minute John makes two proposals for improving the UK
farm incomes relative to EC farm incomes, namely an increase in

the suckler cow premiup and & green pound devaluation greater than

that proposed by the Commission in their CAP price fixing
proposals.

X, Bafore I turn to these specific points I would like to
comment briefly on the general issue. The farm incomes statistics

bear a wvariety of interpretations but certain things are clear.

Firstly, they are notoriously wvolatile; it is not unusual for a

year on Yyear change of 25 per cent . [For example, between 19B3
and 1984 farm incomas rosa by 34 per cent). Moreover the
aggregate statistic conceals wide variations between sectors and
parts of the country. In 1988 farm income in the dairy and
extensive livestock sectors (including livestock farmers in Less
Favourad Areas) improved significantly. The fall in income was
experienced mainly by the arable and intensive livestock sectors
{l.e. pigs and poultry). And a major factor there was the poor
weather. Additionally, & distinction needs to be drawn between

aggregate farm inrome and the incomes of individual farmers. Many
farmergs and members of their families already have significant

non-agricultural sources of income and this is a development which
is likely to continue as we encourage farmers to diversify. In
any event, if we continue our long standing policy of opening
agriculture to market forces, reductions in farm incomes are
probably a necessary stage in achieving the structural adjustment

we want.
CONFIDENTIAL
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g. Johmn and I have beaen in correspondence on the Suckler Cow
FPremium for some time and T am sorry we cannot agree about this.
%EE"EEEuE between us is whether this should be increased by E10
per cow (or about 30 per cent) as I have suggested or by about
£13.50 {40 per cent) as John proposes to the maximum permissibla.
In my view the arguments for not going to the maximum this year
ara compalling, mnot least because the beef sector saw an
improvement in income last year and cattle prices remain buoyant.
In any event the amount at stake is minimal in relation to
aggregate farm income and would not be directed to the sectors
which have experienced reductions in income.

s The more important issue is the green pound. I believe this
must be placed in its negotiating contBxt in the Agriculture
Council. As you know, we regarded the Commission's original Price
Fixing propesals this year as broadly acceptable. Even tha Green
Pound proposal was consistent with what the Council agreed last
year on progressively removing existing monetary gaps. The main
problem was that the Commission had made a more generous proposal
fDE_;GuntriEﬂ within the ERM. As I understand it the positive
aspactse of the Commission's proposals (e.g. on further weakening
the cereals intervention system and price cuts for sugar) have
been largely whittled away in tough negotiations and there is the
worrying prospect that other influential Member States such as
France and Germany are trying to unpick the stabiliser package
agreed last year. Agalinst this background I consider that our
primary objective in the Price Fixing must be a settlement which
is consistent with the 1988 agreements both on stabilisers and
budget discipline.

B . I understand that John needs flexibility to obtain what he
can present as a satisfactory green pound devaluation and I agree
that the present Commission proposals are unfair. His "maximum®
option would,; however, also strike other Member States as unfair
becauge the proporticonate devaluation achleved by the UE would be
much higher than for any cther Member State with the possible
exception of Greece. Going for the maximum cption may put at risk

our main objective of an overall settlement consistent with the
CONFIDENTIAL




CONFIDENTIAL

1988 agreement. It could certainly only be achieved by expensive
CONCess1lons oOn green rate changes tTo other Mamber Statas,
including mno doubt another deferral of the German revaluation
agreed by the European Council in 1987, with no assurance that the
costs involved would be offset by other savings. I am, however,
entirely content for John to negotiate an outcome within the
average 3.2 per cent reduction in the monetary gap for which PES
provision was made last year. This would allow John to seek an
improvement in the Commission's present proposal but would not
accommodate elither the "minimum” or the "maximum" options in his
minute which average 3.8 per cent and 4.6 per cent respectively.
By comparison I understand that the Commission's present proposals
represent on average a 2.4 per cent reduction in the monatary gap.

T I am writing to John separately on the other points raised in
his minute. However, I hope thatwanything we say, we avoid the
temptation of over reacting to ona year's disappointing income
figures by announcing new expenditure to benefit producers which
does not seem to be justified objectively and that we avoid pre-

judging the outcome of the various policy reviews which we have

Eat up.

B. I am copying this minute to John MacGregor, Geoffrey Howe,
Pater Walker, Tom King, Malcolm Rifkind and Sir Robin Butler.

ot
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FRIME MINISTER 13 April 1989

U K FARM INCOMES RELATIVE TQ E C FARM INCOMESS$

1 John MacGregor has written to vou about the unfavourable

trend in UK farm incomes relative to ather EC countries.
Lin Hae argues that against this background
| we should press in Brussels for a larger greehn

. } d —
pound devaluation than that proposaed by the Commission;

wa should pay the highest rate of suckler cow

pramium allowed by EC rulE;;

wa should move carefully on our reviews of naticonal

support policles such as the Hill Livestock Compensatory

Allowances [HLunshlcharginq for ADAS services,;
e
and cutting back on near-market R & D. Changes

these areas will be readily portrayed as another

assault on the Farmers' pockets.

He ends by referring to your forthcoming speech at the Scottish
Conservative Conference; and to the Buropean Blections.

GENERAL

John MacGregor's minute adds nothing new to what is already

known abeout the falling trend in UK farmers' incomes relative
ity
to trende 1n the EC. This 18 due ko a number of facktors,

among which thE lavel of the green pound plays a fairly

small part. In pressing for a large green pound devaluation,

John MacGregor is seizing on the one tool within his grasp
'_,_n—'_"

-

regardless of

FL) whether it is likely to do the £rick in terms

of increasing UK farmers' incomes;




e the wider consegquences for reform of the ﬂﬂEJand

agricultural subsidies worldwide,

Bt the same time he is tryving to win his battle with the

Treasury over the level of the suckler cow premium {paid
. » =

to beef producersl; and to secure your support i1n future

battles over the review of HLUAsJﬂxLanding ADAS charges

B8tc.

FARMERS " TINCOMES

Aggregate farm incomes fell in the OK by 25 per cent between
———
1887 and 1988. The following points are relevant:

Aggregate farm income is a notoriously volatile statistic.
BEwings of T 25 per cent are not uncommon. For example,
uzing the figures in Annex 1 of Mr MacGregor's minute,
there was an increase of + 34 per cant in farm Iincomes
between 1983 and 1984.

iy
—n

Volatility is natural given Factors like weather

and disesase.

Aggregate measures conceal wide differences between
different sectors and geographical areas. The sectors
which have done worst are cer=als, pigs and poultry.
(S2e Annex A). The area which has done worst is

lowland England (see Annex B).

Dairying and beef and shesp, including the less favoured
areas, have done relatively well., Aggregate farm

income in Scotland; Wales and Northern Ireland has

not fallen as steeply as it has in England.
—

e




COMEPARISONS WITH EC

Average farm size in UE larger than anywhere else
LnBC, UE farm income per labour wnit about 50
per tent above EC average in normal year. In other

words, UE [farmers. petter off to start with.

Main reasons for steep fall in UK farmers' incomes

relative to thode in EC in 1988 are:=

(i) higher input costs, especially wagses, UK
- ] : e —
farmers employ more hired labour -

17 per cent compared with 15 per cent for

BC a8 ‘& whola,

higher interest rates.

—

poor 1988 harvest - this alone accounts
for arocund half of 25 per cent fall in

ilncome 1 L5B8H.,

GREEEN FOUND DEVALUATION

Monetary gap between green pound and market rate

much narrower than two years' ago. Issue now of

leas importance to farmers' incomes.

Green pound devaluation proposed by Commission would

add about 0.l per cent to the RPI. Maximum level

proposed by John MacGregor would add 0.2 per cent
—_‘—-—-_-
to the RPI.

important for UK to secure revaluation of green DM.
Little chance of negotiating successfully for thls

e

1f UK presses for EuhatuntLal;;‘hiqher green pound

e ———

devaluation. Depate would desgscend intoe national

hnrse—traﬂjnq.

e




= Tagtics on green pound need to be Been as part of
general campaign to hring sconomie sense into the

CAP, and reduce agricultural subsidies worldwide.

Immediate issue is this year's price—-fixing. Commission
proposals; which are reasonable,; are under attack

from warious member states on narrow grounds. ot

in UK¥interest to encourage such an approach by

joining in special pleading - puts the 1983 agreements

on stabilizers ami budget discipline at risk.

CONCLEUS1ON

Fall in UK farmers' incomees relative to trends in

BEC largely explained by factors unigue to O {(weather,
wage costs and interest rates), not to workings of
CAP.

Substantial green pound devaluation advecated by

John MacGregor would put relatively little extra

- ._-___-_|_h
money in farmers' pockets. The effect could easily

i

be wiped uuﬁ-h? ancth&r poor harvest or further wage

drift.

But a large devaluation would Jjecpardize important

wider intarests such as this year's price fixing

and the 1288 system of budget discipline and stabilisers.
It would send the wrong signal in Brussels and elsewhere
if UK agricultural policy appeared based -on the esasy
option in terms of domestic politics.

SUCEKELER COW PREMIUM

The suckler cow premium scheme costs arocund £40m & year.

Fayments are made to (mainly) hill beef farmers who produce

calves. It is part of the UR's traditienal Tattern of
support for hill farmers.




The suckler cow premium is currently £33.40 per beast.

Jdohn MacGregor {(and the other agriculture ministers) wants

to increase it to E46.18; the maximum allowed under EC rules.
John Major has already agreed £43.40, but does not want

to go Iurther. Socme £3m per ennum is at stake.

The issue is whether the Government wants ©o be seen as
uglng the maximum avallable flexibility to benefit one sector

[not the hardest hit) of UK farmers.

It will do no great harm if it does. An increase will
beneafit some small hill beef producers whose incomes area

not high by any definition.

The main argument for giving less than the maximum increase
is to underline the Government's commitment to reducing

the level of support for agriculture.

Bot since that commitment c¢an' hardly be in doubt; and little

15 at stake, it is not worth guibbling over £3m. Hill
| -

farmers - of whom tnere are a lot in Scotland - would be
pleased by the maximum increase. Scottish hill farmers®

incomes are running below those of their English counterparts.

—— - —

— o . — —

CONCLUSION

Agree with John MacGregor on the level of the suckler cow

premiam.

OTHER MATTERS, INCLUDING THE REVIEW OF THE HILL LIVESTOCK
COMFENSATORY ALLOWANCES (HLCAS)

John MacGregor would like your support imn his various battles
with the Treasury over the structure and level of national
gupport for British agriculture. The Treasury would like




to save some mMOmey. But above all, they want to see batter
value for the money spant on B & D, support for hill farmers,

ADAR, etc. MAPF are very resistant to uhanqu.

Special support for hill-farming currently costs around

E150m a year.

The real motive for the high level of government support

to hill farmers (typically around 60 per cent of tThear income

comes from HLCAS) is to preserve communities in remote areas

of upland Britain. Duite a lot of people in these areas
'_-_'_ ¥ b B " ]

are not farmers, and arguably subsidies to one group is

not the best way of sustaining wiable communities. This

iz the kind of guestion the Treasury propose to ask during

the review of HLCAE.

Any substantial reduction in the level of support for hill
farmers would be wvery contentious. It would only be worth
going down this route if we could demonstrate that the overall
benefits to upland communities would make such & course

worthwhile,

CONCLIOSTON

Each farming issue neads to be judged on its merits.
The search for value for money must continue, notwithstanding

falling farm incomes.

ﬂ,ﬂj;— gﬁj;;f‘
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CAROLYN SINCLAIR




Average net farm income per farm ™+
by farm type
Constant prices (1982-83=100)
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INDICES OF REAL FARHING THCOME BY ‘COUNTRY *(1985100) :4teo -
3 : iy T I

1984 1985 © 1986 . - 1987 - <~ 1988

Walesi cs o WAL Tangh 100 i e
Scotland 02 100 375 EAE
Northern Ireland : 189 100 £ Jia 1422

United Kingdom 208 100 1358 134
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JUHR MACGREGOR. CALLS PR ATTTION O CAFP FRAID

R F, R T L R T R e B
MacGregor MY, AN1ISESY O 'L?__ULILLL.’.';_-

Ehe EC Ayriculture Council €0 tdentif

oo combat GAF fraud and to o sst som

- Lo G

for returning

e S PR L
BEWELAL DECASIONE

raud there are no firm figures.
large indeed - not a&s large perhaps
sudgested, but lasge enoudh to be of the most serigus concern

sirply cannot be right 1n any way that large amounts of Comminity money

Eelng wWasted. I s -Eor us — the Council and the (ommiszion = to tackle

b

problem and to show that we are doing sa.

"I welcome the emphasis wnich the Commission has now put on this =5 we in the
dnited Eangaom have been wurging, and the fact that it is in the price packase
as a key objective. The Commission have also made certain suggestions on how

toocombabt 1t and this foo 18 walocomes.

"The Buropean Court of Auditors have produced two important reports which
orovide fresh evidence of frawd but which also propose some specific remedies.
W= should ensure that this work of the Court i= followed up with practical
agtion.

"The Council should identify parti lines of action to be taken and set

some Eirm cbiectives.

& noted to strangthen tha syastems of checks

o prevent fraud, and o strengthen the systems of




penalties applied when fraud is detected. 1 believe it is essential to have
clear rules and uniform standards so that Member States all understand what is
reguired and apply the rules consistently. I shall support any aporepriate
and cost-effective changes that the Commission propase in this area.

"Tha Court of Auditors have highlighted specific weaknasses both in present
rules and in the way they are being applied.

"I weloome the Commission's initiative in setting up & Working Party to study
the Court of Awditors' report in intervention. ‘There is a clear need to

improve the controls over intervention stocks. In response to my reduest,
your predecessor, Mr President, promised a substantive discussion in the
Council. This discussion should be based on a report from the Commission
including any necessary proposals to amend Council regulations.

"Ihe Court of Auditors' findings on export refunds are also deeply worrying.

It is unfortunate that there has been no discussion for a year now on a
Commission proposal to set a minimum level of checks on exports. Discussions
should be taken up again as soon as possible. The Court has put forward ideas
that must be looked at - For setting the minimm level of checks on the basis
of walue rather than number of consignments; for a proper risk analysis to
ensure some concentration on problem areas; and For Community rmules on taking
samples. The Court has cast doubt on the reliability of proofs of arrival.
Here is, it seems, a strong case for considering a change in our control
procedures.

"I have emphasised the importance of follewing up two reports by the Court of
Aunditors. However, at present there is no guarantee that any action will be
taken on Special Reports although there is a procedure inveolving our
colleagues in the BCOFIN Council which examines Annual Reports. It is
essential that a procedure can be agreed for the future - mot rigid because
reports will require different types of consideration and action - but we need
mare certainty that they will be properly followed up by the Council and/or
Commission. Perhaps an automatic procedural examinaticn to determine which
working group or groups should be asked to study the Court's recommendations
would be the best way forward.




"Sa, the cabijectives we should seb ourselves are:

to put into practical form the suggestions made by the Commission in

their price proposals;
to folloew up vigorously the work done by the Court of Auditors;

on intervention to call en the Working Party kto speed up its work and
mzke operational proposals, as a basis for Council decisions.

on export refunds, the Commission should bring forward proposals;

for the futurps, the Council should sdopt firm procadures For dealin
with the Court's special reports, to match those that exist for its

Ermual Beports.

*Mhere is oné final point. As I have stressed on various occasions before,
such as when we have been considering proposals on extensification; one
consideration we must always have in mind in examining any new proposals or
.chemes is whether they are susceptible to fraud; and if they are we should

not accept them until the risk of Eraud has been thoroughly dealt wikh."




MINISTRY OF AGRICULTURE FISHERIES AND FOOD
WHITEHALL PLACE LONDON SW1A 2HH
BIRECT LINE 01-270
OF SWTTCHBOARD 01.270 3040

Mr Andrew Turnbull
Mo 10 Downing Street ;
London SWL r”ﬁl

£2 January 1989

Deav Aundo

As you know it has been agreed that my Minister, the
Parliamentary Secretary {Mr Thompson), will make a statement
te the House of Commons at 3:30pm this afternoon. The
statement will deal with the outcome of the Agriculture
Councll in Brussa els that was held on the 23rd and Z4th of
January. T now enclose a final copy of the statement.

I am copying this to Bernard Ingham {(No 10), Murdo MacLean
{Chief Whip's Office), Rhodri Walters (Chief Whip (Lords)
Office), Trevor Woolley {(Cabinet Office), Alison Smith (Lord
President's Office), Nick Gibbons (Lord Privy Seal's
Office), Stephen Williams (Welsh Office), David Crawley
({Ecottish Office), Mike Maxwell (Morthern Ireland Office),
Stephen Wall (Foriegn and Commonwealth office) and Carys
Evans [(Treasury).

CATHERINE BOWLES (MIES)
Frivate Secretary




DRAFT PARLIAMENTARY STATEMENT

With permission, I will make a statement about the meeting of the

Council of Agricultural Ministers of the Buropean Community on 23

and 24 January, which I attended aleng with my Rt. Hon. Friend
the Minister.

The main decision was the adoption by the Council, subject to the
opinion of the Buropean Parliament, of a package of six measures,
most of which had been under discussion for some considerable
time. These measures were: first, further changes in the beef
support arrangements, building en the temporary measures agreed
in December 1986; second, a scheme to give effect to the
judgement of the European Court that certain farmers who had gone
out of milk preoduction under Community incentive schemes before
milk guotas were introduced in 1984 were entitled to a gquota:
third, a scheme permitting member States to grant direct income
aids to less prosperous farmers, with partial financing from the
Community; fourth, a degree of financial assistance to producers
of nuts mainly of interest to the Southern member States; fifth,
a4 change in the arrangements for compensating small cereals
producers for the effects of the coresponsibility levy: sixth,
changes to green rates for certain member atates, mainly in the
beef sector.

This package of measures was adopted by majority vote. The UK
was one of three member atates voting against, mainly because of
resarvations about certain aspects of the outcome on beef. There
are nevertheless a number of attractive features of the package
and a number of improvements were made in the course of
negotiation. Por example, we had serious doubts as to whether it
was appropriate for the Community to finance direct aids to low
income farmers: but the scheme finally adopted by the Council was
considerably more restricted in its scope than that oeriginally
proposed by the Commission.




The most important aim on the milk guota part of the package was
that the extra gquota now to be made available should not be at
the expense of existing producers' quotas. This was fully
achievad.

The aim of the new beef arrangements is to restrict intervention
buying further, and to harmonise the premium payments to
producers. The intention is that the new system should come into
force on 3 April,

We have always believed that heavy intervention buying is an
expensive and inefficient way of supporting beef producers.
Although somewhat less constrained than the Commission originally
proposed, intervention will in future be much more restricted
than at present.

For the reasons explained by my Rt. Hon. Friend in last week's
debate, it was not realistic to negotiate any further extension
of the UK's variable premium. It will be replaced by the so-
called "special premium®” on male animals, already operated by
most other member states since 1987,

The rate of special premium will be 40 ecu per animal compared
with 25 eecu at present. It will be limited to 90 animals per
producer per year compared with 50 at present and 75 proposed by

the Commission. Although we did not secure the complete removal

of the limit, the increase to 90 ig obviously a considerable
improvement.

There will also be an increase from 25 +o 40 ecu in the
Community-funded element of the suckler cow premium and part-time
farmers will in future be eligible for the premium,




I thought it right to vote against the package because of our
strong ebjections to the concessions on beef intervention and to
the continued provision of a headage limit on the special
premium. Even 80, the outcome repraesents a considerable

improvement in existing arrangements. There should be no
difficulty in absorbing the costs of the package within the

provision for agricultural market support in the 1989 Community
budget and within the financial guideline limits set by the
European Council for future years. Community consumers will

benefit from reduced intervention for beef; UK producers will
compete on level terms with producers in other member states in
terms of intervention support and the premium regimes; and the
budgetary cost of the regime will be under much better control.
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A 1 told you on the teélephons, the Minsiter will nnt be able to
attend Cabinet tommorow. If he had been present, he would have wished
to report on the outcome of Lthis weeks meeting of the Agriculture
Councils He hac asked me ko forward to you -a briefing note of the
polints that he would have wished toc make on Lhe package.

I am sending a copy of this letter to Sir Robin Butler,

DEREE ANDREWS




AGRICULTURE COUNCIL - 23-24 JANUARY

The Council adopled a package of measures, wWithothe 0X, Nethaclands
apd Ireland woting against. The main items in the package which

concecned the UK were beef, milk guotas and a8id to low=income farmers,

an_beef:-
1. Further retorm of the bé&ef support Arrangements will reduce

reliance on intervenbtian tlL]Elu'lr]g.

Zs The “variable premium®™, long operated a8 an eXception in
Ehe: UK will' ernd. It would have been unrealistic to try to
negotiate its retention. And there were strong arguments for
endtng- ik, ancluding its impact on bur exports, the nesd to pay
on CIEiEh imports, and the scope for fraod In Ireland.

3. The new premium, operated uniformly throughout the Community,
s subject to a4 1limit per farm. Limits of this sort discciminate
against UK farmers. It was possible to negotiakte the limit up

ol headbut mot remove 1L entirely.

Thege beef arrangements with the headage limit, and a weakening of the
oraginal proposals from the Commission for restricting intervention,

were the main reason fer voting against the package.

on milk guotas;-

L. A.- decilslon was necessary to implementk & European Court
Judgement that farmers who had entered EC-financed schemes to
go ocut of milk production, and who were not producing milk when
production guotas were introduced, arse neverthelesszs entikled to

an allceation of guota.

2. UK aims were; (a) to ensure that guotas of existing producers
are unaffected - this was achieved; (b} LoV¥eEsErick the 1ssue
of new gquota as tightly as possible - theConmission's propesals
were unfortunately weakened, but not by as much ss some member

States, notably the Germans, wahted.




Low=Inocome Farmercs

L Buropean Council conclusions envisaged alds of this sort,

with partial financing from the EC budget,

2. The scheme as adopted was more restrictive than the Commisaion

had initially proposed.,

3 The scheme is opticnal for member states: theresseems 1o

gage For applying it In the UK, though we are likely to come

under pressure to deo so, particularly in Horthern Ilreland,

MINISTRY OF AGRICULTURE, FISHERIES AND FOOD

25 January 1989




Ministry of Agriculture, Fisheries and Food
Whitehall Place, London 5914 XHH

From the Minister

PEIME MINISTER:

FARM INCOME

I' mentioned to you the other day that | would be sending you &
ghormnobesomnsiacmpincomnesy 48 wWwe are obliged to publish the

Annual Review of Agriculture at the end of Yhis month and the

topic is ddkely- to feature gt the Richmond by=election wnenever

19

held (the farming proportion of the electorate at

=

irularly high: although there 15 a spread of farming
iad SRk

board, livestock farmers are the biggest sector).
R —
The ncrome akatig@esic-which 18 iikedy to capbuce the heddllines 15
thesaggregatestarming ificome. This measures the return o farmers
{and their GpoOUSEE] TOF Their labour, management and own capital
’ : 1 . - 1 i —15-" I — —
inveated. In” 1988 farming income declined by 25 per cent 1iIn
maney terms and 28 per cent in real terms. gPhe real rarming

—

i poomes index 8 now arocund half what it was in 147%.. The lony

Lerm Erends are shown in figure 1 attached.

An alternative income neasupey namely the income from farming of
faemo o nouseholde™ (which includes as well as that of farmers and
their 5p¢iﬁ§%, the income of partners,; directors and family workers)
is also shown in Ligure 1. This jnddcstesiasnybler bntnonetheless
supstanptial real decline for 1988 of 20 per cent. On the Gosls

p——
S this measure +the Tall since 1979 has been 35 per-cent.

Whichever index of farm income ls used, ENENpOOITrEsulCE Tk
Favesxncerhated a2 Tang “tarm frends Already at farming meetings

arcund the country (and I am sure at the NFU AGM on 13/14 February)

Hl- conktrast 1= being drawn between the general improvement 17

|
| PPVTRgSetandardt ac shown by the 20 per cent increase since 13/3




in real *take home pay by an average family, SR thessubstantiatd
fall-for agricultural incomes. Even allowing for benefits from

tax reductions, the conbtrasht remains substantisl.

Tentative figurez just made available from the Commission {(Lhey
will not be published until March) indicate that GRSSEmEincomes
we have fared much less well than other Member States., [arming

net income per family work unit increased in real terms by over

1 per cent. in 1988 in the EC as a whole. Within this overaglil

e = e i

figure real fncomes in West Germany and Ireland rose by over 20
& st | mm——

re— e

per cent and in Epain by L'; pELr cenkt. In the Onited Eingdom

real incomes Eell by over one fifth.
—

=
Figure 1I shows the real farming income trends for the nited
Kingdem, three other countries and ECll. Since 1980 real farming
income in the United Kingdom has in fact fallen by more than

& e
that of any other Member S5tate other than Italy.

—

I tried in my speech at the Oxford Parming Conference to anticipate
S EEEne ErtEn T Eeag ety rhE Tdebate ' which will follow +the

publication of the Annual Review figures by making two points.
First, *mersingle aggregate figure does not give the full and
poundsaEgieEuTeNef what is happening teo farming incomes, and it

tells us little about policy implications.

Some sectors of agriculture such aspﬂqiry'ﬂarming [about one=-sixth

of farm holdings are classified as malnL? du1ty1uq3 hawve seen,
incomes improve in 1988 as will many livestock farms located in
Sl EEEfEvoured areas’ (these account also for about one=sixth

of farm holdings). Lowland livestock farms bhave saen some
improvement 1in incomes but the recovery 1s from & very low
level. Horticulture generally has seen some income improvement.
But cereals and cropping farms have undoubtedly had another poor
year fellowing upon hlﬁ?.r-The woather affected yields and prices

—

of crops generally were lower, in the case of cereals reflecting

Community measures egsential to bring surpluses under control.
Pig, poultry and egg farms also experienced lower 1incomes as
1988 was 2 low point in the income Ccycle. Details of the income

results by type of farm around the country are shown in Table 1.




.-f15~r."i?1-:r the patternm of fTarming in different parts of the
Tnited Kingdom, incomes-have improved in 1988 in Scotland, NMorthern

Ireland and also Wales. (Conseguently the bruent of the incoms

S —
decline has been borne in -England and especially in the east,;

gsoutpzand west.. It is therefore from this particularly-articuiate

section of thé Farming industery that we shall face particular

criticisme.

I shall meet these criticiems on the domestic front by reference
to the fact that recorded land prices over much of the countcy
have neld up, that poor weather and low yvields have undoubtedly
exacerbated the situation and o the strength of demand for milk
guoktas. I-ahall algg stress that the necesgarcy measures at the
Community level %o control the costs of the CRAP inevitably mean

a periocd of difficulty and adjustment for the industry.

Second, i iz @lear that income EFrom farming is not the sole

Bolrce of Income for many, indeed most, of our farmers. Analysis

af Inland Reverme statistics for the year 1984/85 indicates that
income from farming tends to account for gbout 56 per cent of
total taxable income of fFarmers and spouses [later figures show
that: for 15ESIE the proportion Was near el per . eent). Sams 20
per cent comes from alternative business or employment income.
At a time when my whole approach igs to argue *hat because of
surpluses and continuing increased productivity more land needs
o come out of agricultuoral prndur-inn and farmers who can shoulad
divergify and make more of their assets and skills in other ways
Eo mee: consumer Jdemand,; it 1is right that this type of income
should alszsc be taken 1nto account. [FaEmecslare din effecterural
entreprensuras". gmaltach a- Annex 1 sone . of Lthe extracts [rom

my Oxiford Farming Conference spesch on these 1ssues.

As far as the position in relation to other Member States is
concerned, our poor yields in 19HH were not I’.—":-:|'_I-"E']"'i.l."‘r'la:“l'_"l.‘luE in other
Member Sta'es to the game degree. Ln;aha-natherlauﬂuwmuharﬂ
incomes have been busyant, ‘ne nigavy dependence onmilk and
herticul®ir: have undoubtedly hESRINSIOTEacEDrs. Another factor
may be that UE agriculture; with the bulk of itz productlion

coming from large: farms; depends much more heavily on hired




..d:.::_i: +han is the rcase elsewhere. HiSaTabour earnings” nave
gigen much more EHan prodickE pPrices, czusing the remaining farm
income, after labour and interest charges have been deducted, to

be more highly geared than in other Member States.

£ shall of course be continuing to take a strong line on the
forthcoming price negotiations and on maintaining the momentum
an. stabilisers,; CAP reform and budgetary disciplimes 1 suspect
I shall 'be seen and portrayed as the toughesi of the Ministers.
Bar the income figures 4o, [ think, make 1t necessary Lo ensure
rhat the oubcoms in the new reform regimes for beei ano BheeD
and in the price negotiations does not dliscriminate against our

ggriculture.

I am copying this minute to the Foreign and Commonw=alth Secretary,
the Chanceller, the Secretaries of State for Northern lreland,

Waleg and Bcotland and Sir Robin Butler.

R e g

| N\
| ':I ',-H'lfﬁ \\ (o -Ul.l 1'

||I ;
f

L/

{ JOHN MacGREGOR

{Approved by the Minister
and signed in his absence)




Figure |
MEASURES OF AGGREGATE FARM INCOMES -

IN REAL TERMS 1985 = 100
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Income from farming *— Farming Income
of "Farm Households”®




FIGUORE 1II

Indices of real net farming income per fami]&iﬂurk %?it ﬂ?ﬁﬁ to 1988 (forecast).
ource Eurostat) .

Average 1979-1981 = 100.




)
BY FARM TYPE (E£'"000 PER FARM)

|
NET FARM INCOMES

1584 /85 1985786 1986,/87 L9BY /8E 1968 /89
(foarecast )
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Livestock Farms in
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England
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Lowland Livestock Farms

England
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Mainly Cereals Farms

England
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other Cropping Farms

England
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B and Poultry Farms
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HOTES

Met farm income i3 the return to the farmer and his spouse for their manual and mapagerial

labour and the assets of the farm businese other than land and buildings. This measure

agsgumes all land iz tenanted.

These figures are derived from the Farm Business Survey which covers 3,800 farms in the

United Kingdom. The information is collected by Universities and Celleges on behalf of

Agricultural Department.




EXTRACT I ANNEX T

ir—: recent, well attended meebing ' armera. I ‘addressed sticks in

MLl . We had very livelw esti time, mainly about farm

Inccmes [ar nerE O that short and demands from some for mora

Government support for this or that sector. No one from the floor
mentioned the wcustomer at all (tl  in falrness I suspect that
not speak cut were simg etting on with rtunning their

iness more and more oriented towards the customer; we must all be
impressed by the efforts that are being made by so many farmers to
Jecoms more marketing oriented, and 1 certainly pay & warm tribute
to all the work that the HFUD and others are doing in this raspect) .
The mood of tne rebellious was summed up by one gquesticner at the
end who spokxe along these lines - "Mr MacGregor, 1 took over my farm
BCme twenty-five vears ago. It's been a good way of life and I°ve
been getting a reasonable income from it but now 1 see it under
Chreat. All 1 want to do is to go er farming exactlv as I always
nave done, without my standard of living going down while everyone
15 ooin And 1'we got children coming along to whom I

eventua passing it opn and I want them to share in that

sentiment very weall, 1 want to see
ing & yood living from a competitive,
agriculture in the 199%0's and beyond. But it cannot be at the cost
of high levels of taxpayers' subsidies disposing of surpluses that

cannot £ind a realistic niche in the marketplace.

We don't expect that of other buzinesses, small cobblers,

village garages, small shops have not been guaranteed a continued
exlgtence in our rurzl communities if there are no longer the customers
For Enem. St 1 Orts Of new Dusingsses and new ocpportunities

Sprardg  ug

[ well recall, as many o
speech just after me at this Conferencs
He described Lhe measures I had had to take
Ehe end of the seventies and rly ei ies to adapt to sarpl
that industry and & changes th iere taking place
for their products. 2 beal painful process. Many
were mads redundant. But as a result of making the changes
ig now in a much healthier state agzin. He was making
tne point ths agricual ] gc arough the sane process of
change and adaptation. he CAP 2] in that senso above

ricultnre . has T




“RAC'T 11

X —
SO W 25K

1]

strongly for

consider 1t |

managed wWith

whaet

United Eingdom

DU et A

who bhenaefi

e

value far mone

Another
fal=0=J
hawve

Deen Fes

Prosporing.
ol T2

benefits

galfs MWUBET nNot

P R o
I-_-_-\_l-\.l-\.l\.-\. tron ot

TR ]

WoOEQSs .

away

h o rnevitably

therefors

Eedsm0ll 15

transiarmed.

I_

i Unltad

fend )

Cthese 4 relorns

Wiy Lhal Eingadom has pressed

ore

o

others? one
that
the

other

o o undesirasble agricultural policy
reaarg f[or financial and economic

L1mieedq

must f£all on parts of the economy.

remaing’ a large net contributor to Ehe Community

rthe CaP - 1n contrast to most Mémber States

= =
=1 5]

Clraries. Zaymasters naturally take a stricter wiew of

v FHan

“sapds —

T
o e L

s =k

it h.-..

ot only nave atkd

5 duri lagt nine ecanomy has

Years
tudes changed but older industries

Fruckured whils+t the new ones hawve EMErged ;) and:. are

A essential that the gchilevad

this

- economic growth 4l
the

rthe

g -
ER .

eriving from be sustained. Thiz means that

be diszipated misuse aof in

& Ehrough the resources

roocdatutts whaich heave pe egconomic oubtlet. I al g

¥y ang British agricultural policy should move towards

from the that are sdcceeding in the rest of

policies




EXTRACT IIX

pernaps the point for me Lo
cnly too well that incomes from
ander pressure, In response  to
"feather-bedded" and living on hign subsidised incomes, I have mysel
the fact that farming Incomes have heen declining
terms and 1in. comparison with most other

I o think that we nead

o

sophietidates analysis of what is actually happening - 1 g
Lncomes than ‘has tended to be the case in recent debates. I maan bv
that that there is a tendency to describe the well-baing or otherwise
of our fermers purely by reference to the eingle simple statistic of

agoregate i ming Income.

matters when aggregate farming income falls as it

Fhe resulte of the Annual Beview will be published in
2 few weoks bime and I propose to leavs datailed discussish of them
till then. But that statistic is based on a global caleulstion and

dosd not ao Justice to the varliations around the country and amongst

farms and also takes no acoount of the efforts of farmers to diversitwy

their income sources - somelbiing Lhal has been pursued very successful ly

Y many .

That is why I have been encouraging the wider publication of additi
information, describing much more fully the incoma p

1t has attractea only llmited attentian. [ hope ths

will encourage & much-more Jetziled debata.

For example, it iE important to keep in mind the anormous wvariability
that exista. The Less Favoured Areas, which account for half the
agriculfural area, one-third n holdings and some 15% of
redelve Bubstantisal assi & and have benefitted
m the sheespmeat ragim: The dairy =ector; comprising
20,008 noldings, has Tust 2ll to guotas and 1 have
¢ the petition ta get hold of gootas

!

cn the marcket. the I1ntensive livestock

Foultey and. eggs,; 188t prome to production and




'r..—'f cycles whilat the arable side has had = botn the weather
afd lower prices. picture therefore - S - Lo g uniform,

whether across types of farms or gszographically, as a single statistic

might suggest. So references to "

farming incomes down by x3" as we
ghall no doubt see 1n the heaclines when the annua review is
published this year do not give us a complete picture, will overlook
the fact that some sectors of agriculture have been doing well, and
tall us 1ittle about policy implicaticn.
It ig alsoc the case that at a time Wwhen there are obvious limits on
increased agricultural production but big efforts going dnte
diversification, one needs to look net just at income from farming
as such but income coming into farming households as a whole. Lt
clear that income from farming is not the only source of income for
the majority of farmers. Inland Reveniuse analyses indicate that
income fFrom farming tends to account for about 56% of tobal taxable
income. The rest comes mainly from other jobs or businesses ana
from investments. The farming community has therefore already bsen
vigorous over the years in diversifying ite sources of Income.
The position is even more dramatic if one considers smaller, part-time
farms. Faor these, and there are over 100,000 cf them, farm output
gefinition Iimited and  the profit from the farming-enterprise
ll¥ewlse tends o be small. But other sources of income whether
from other 3jobs, businesses oOr investments can add up Lo several
times that from farming. So- the trend towards diversifled income
gources 1s well advanced. The new schemes Introduced will support

yat further options and uptake is increasing.

The point I wish to emphasige is that as farmers develop non-farming

i neome sources, and several of cur schemes are designed to do Just

that, taking into account arming income will

pieture of the £3 - those employed

int=nd therefore to issue more information of

results of the Annual Revisw are published.







Foreign and Commonwealth Office

London SWI1A 2AH

7 HNovember 1988

e
Fg{ﬂ?hﬂ

Bece
i

F

National Consumer Council Report on the CAP

1 have seen Jonathan Taylor's letter to you of 3 November.

The Foreign Secretary strongly agrees with the Chancellor's
suggestion that the proposed statement should include substantive
comments cn the NCC's main recommendations and an acknowledgement
of the report's contribution to the debate on CAP reform.

sheuld 1t not prove possible to have this Teady for issue
immediately after Mr MacGreger and Mr Forth have met the NCC
gn 8 November, we would advocate a brief statement of welcome

for the report and a promise of a more detailed written response
to follow.

A full written commentary should be helpful in pressing
the case in the Community for agricultural reform.

I am copying this letter to Paunl Gray (No 10),
Jonathan Taylor (HMT), Peter Smith (DTI), Deborah Lamb {DOE),
Stephen Williams (Wales), David Crawley (Scotland]),
Mike Maxwell (NIO) and Trevor Woolley (Cabinet Office).

(INMA

(J 5 Wall)
Private Secretary

Mrs 8 Stagg
PE/Minister of Agriculture
MAFF
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10 DOWNING STREET
LONDON SWIA 144

dibdbll BLEs il LU 7 November 1988

HATIONAL CONSUMER COOMCIL REPORT ON THE CAP

The Prime Minister has seen Jonathan
Taylor's letter te vou dated 3 November.
The Prime Minister agrees on the importance
of providing a substantive written Government
rasponse to the NCC reporrt.

[ am copying this letter to Jonathan
Taylor (Treasury), Lyn Parker (Foreign and
Commonwealth Office), Peter Smith (Department
of Trade and Industry), Deborah Lamb (Department
of the Environment), Stephen Williams (Welsh
Office), David Crawley (Scottish Office),
Mike Maxwell (Horthern Ireland Office)} and

Iravor Woolley (Cabinet Office].

PAUL GRAY

Mrs Shirley Stagg,
Ministry of Agriculture,
Fisherles and Food
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Treasury Chambers, Parliament Street, SWIF AAG

DI=270 3000
3 Hovember 1988

Shirley S5tagg

PS/Minister of Agriculture
whitehall Place

London Swla 2HH

fre i

NATIOMAL CONSUMER COUNCIL REPORT ON THE CAP

o £6C =5 F G
Your Minister & to the Chancellor of the Excheguer about * his
letter of 11 October about the handling of this report. The

Chancellor was persuaded that it was not necessary to publish the
Government's formal response to the HCC's report in advance of
your Minister's meeting with Mrs Oppenheim Barnes on B8 November.
Instead it was agreed that a statement should be issued gi&fr the

mesting.

The Chancellor has asked me to confirm that the terms of the
proposed statement will be cleared in draft with his officials and
those of other interested Departments. He ghopesyothat the
statement will include substantiye comments on the NCC's main
_fecommendations, and an acknowledgement that the report a whola

“ represents a valuable contribution to the continuing debate on CAP

reform. To do less than this would seem a strange way of treating
wh

a ﬂuhstantjgg report on an issue of the first importance ch had
originally been commissioned by a Government Department.

I am copying this to Paul Gray (No.10), Lyn Parker (FCO),
Peter Smith (DTI), Deborah Lamb (DoE), Stephens Williame (Wales),
pavid Crawley (Scotland), Mike Maxwell (NIO)}) and Trevor Woolley
(Cabinet QOffice).

J M G TAYLOR
Private Secretary
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MDHIAN 6431

FM UKREP BRUSSELS

TO DESKBY 051300 FCO

TELNO 2851

OF 0512107 SEPTEMBER B3

INFO DESKBY 0522002 WELLINGTON

INFO PRIGRITY DUBLIN, PARIS, UKMIS GENEVA

INFO ROUTINE BRUSSELS, COPENHAGEN, THE HAGUE, ROME, BONN,
INFO ROUTINE LUXEMBOURG, ATHENS, LISBON, MADRID, WASHINGTON
INFO SAVING BUEMOS ARIRES, CANBERRA

FRAME EXTERMAL/FRAME AGRICULTURE g,f
UKREP TELNOD 2B&41: ' s
EC/NEW ZEALAND : BUTTER AND SHEEPMEAT

SUMMARY

1. AGREEMENT REACHED BETWEEN MNEW ZEALAND AND COMMISSION ON BUTTER
AND SHEEPMEAT, MOORE AMD ANDRIESSEN TO COMMENED TO COLLEAGUES RS
PACEKAGE, i

DETAIL
2. ACCORDING TO THE NEW ZEALAND MISSION HERE MOORE (TRADE
MINISTER) COMCLUBDED HIS TALKS WITH ANDRIESSEN (AGRICULTURE
COMMISSIONER) JUST BEFORE MIDMNIGHT YESTERDAY WITH AGREEMENT ON A
PACKAGE COVERING BOTH BUTTER AND SHEEPMEAT. THE DETAILS ARE AS
FOLLOWS:
1) A) THE AGREEMENT WOULD LAST FOR FOUR YEARS I.E. 198%/%92.
B) FOR BUTTER THERE WOULD BE A PROGRESSIVE CUT TO 55,000 TONMNES
(WITH A CUT TO 44,500 FOR 198%) AND A REDUCTION IN THE BUTTER
LEVY FROM 25 PER CENT TO 15 PER CENT.
C) THE VRA CEILING FOR SHEEPMEAT WOULD BE REDUCED TO 205,000
TONMES, WITH A ZERC TARIFF, OF THIS, THERE WOULD BE A CEILING
OF 6,000 TONNES FOR CHILLED LAMB IN THE FIRST YEAR, RISING BY

L it
3 INCREMENTS OF 1,500 TONNES IN SUCCESSIVE YEARS TO 10,500

IN 1592, <

ILY TWD SEPARATE BENCHMARK PRICES FOR WNODORTHERN (55 PER CENT) AND
SOUTHERN (&5 PER CENT) MARKETS WOULD BE OPERATED, TO REFLECT
REALITIES ON THE GROUND. THESE BEWNCHMARK PRICES WOULD BE
GRADUALLY INCREASED 50 A5 TO REACH 560 PER CENT AND >3 PER CENT
BY 1992, AND CLODSE THE GAP BETWEEN THEM.

11II) A NEW LEVEL FOR CONSULTATION HAD BEEN AGREED, IN ADDITION TO
THE EXISTING TECHMICAL LEVEL GROUPS AND THE SHEEPMEAT
CONSULTATIVE COMMITTEE (ESTABLISHED AS PART OF THE WRA), THERE

COULD NOW BE RECOURSE TO CONSULTATIONS BETWEEN THE NEW ZEALAND

PAGE 1
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MODHIAN &6&37

MINISTER AND THE EC COMMISSIONER IF THE SERIOUSHNESS OF THE
SITUATION WARRRANTEDR. IMN ADBITIONM, THE MNEW AGREEMENT MNOTED
THAT THE COMMISSION COULD INITIATE PROCEDURES TO TAKE REMEDRIAL
ACTION, WHILE NEW ZEALAND COULD HAVE RECOURSE TO CLAUSE 1% OF
THE VYRA WHICH ALLOWED THE AGREEMENT TOD BE REVOKEBR AT OMNE
YEAR'S NOTICE.

I. FURTHERMORE, ACCORDING TO THE MWEW IEALAND MISSION, THERE WAS A
CLEAR UNDERSTANDING OMN BOTH SIDES THAT:
I) IF THIS PACKAGE DEAL BEGAN TO FALL APART, DR BECAME ELOCKED 1IN
ITS PROGRESS THROUGH THE COMMISSIOMN ANDJ/OR COUNCIL, THEN IT WOULD
BE NECESSARY TO START AGAIN FROM SCRATCH: AND
I1Y THE COMMUNITY WOULD SEEK SIMILAR AGREEMENTS (IN TERM3 OF
TONMAGE, CHILLED INPDRTS AND PRICE ARRAMGEMENTS)} FROM OTHER
THIRD COUNTRY SUPPLIERS.

4. THE MISSION HAVE COMMENTED TO US THAT WHILE MOORE WAS BY NO
MEANS SATISFIED WITH THE OVERALL PACKAGE HIS AGREEMENT TO IT s
REFLECTED WIS JUDGEMENT THAT NEW ZEALAND WOULD NOT GET ANY MORE BY
HOLDING OUT FURTHER, HE IS TO COMMEND IT TD HIS COLLEAGUES IN
CABINET AS THE BEST POSSIBLE IN ALL THE CIRCUMSTANCES, OM HIS RETURN
TODAY VIA LONDON (WHERE WE UNDERSTAND HE MAY HAVE SPOKEN TO THE
MEDIA ALREADY). MEANWHILE, THE COMMISSION MAY HEAR FROM ANDRIESSEN

LATER TODAY ON THE AGREEMENT.

HANNAY

DISTRIBUTION

MATM 316
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PRIME MINISTER

HATIONAL CONSUMER COUNCIL HEPORT ON THE CAP

_— e ————

John MacGregor is trving to bury this report by avoiding a full
e e ——
Government rasponse.

ODfficials have wvirtually agreed a full text setting out the
Government's views on the recommendations in the report. But
John MacGregor has sought to prn*unég_ blication of such a
gtatemént by persuading Migel Lawson and David Young that it is
not necessary to do more tﬁEﬁ“fE?ﬁZ g short statgmﬂn;_ﬂzipr_ﬁis

i 5
méebing with Mra Oppenheim-Barnes on B NMovember.

i —
There was probably some confusion as to what was meant by a

statement. MAFF have in mind a very short press notice, which is
unsatizfactory.

The Treasury are trying to retrieve the situation. WNigesl
Lawson's Private Secretary has written stressing the importance
of the Government giving a substantive response to a substantial
report on an issue of first importance.

It is prnhdhlygh;i now feasible to publish a full draft statement
on B November. But it is important that any press notice after
tha mesting between John MacGregor and Mra Oppenheim-Barnes says
tTISt the Government will be writing to the Hq}iunﬂl Consumer
Codncil recording in full the wiews which ;ﬁ_p_ut. at the
measting. It would ba helpful if this could be expressed as your

——
wiew. e

ff’JHJ




Recommandation

Do you agree that your Private Secretary should write to John
MacGregor's office recording the need to provide a substantive

— T
written Government response to the NCC Report on the CAP?

e —
—————

P

CAROLYN SINCLAIR




CONFIBENTIAL
160103
MDHIAN &7134

COMFIBDENTIAL

FM UKREP BRUSSELS

TO DE3KBY 0&40B0DZ FCO

TELHND 2834

OF 03716307 OCTOBER B3

INFO DESKBY U32c(07 WELLINGTON

INFO ROUTIMNE DUBRLIN, PARIEZ, UKEMIS GENEVA

FRAME EXTERMAL
EC/MEW ZEALAND : BUTTER AND SHEEPMEAT

SUMMARY

1. NEW IEALAND READY TO ACCEPT PROPOSED COMMISSION DEAL ON
BUTTER,. BUT STILL GREAT COMCERM ON PROPOSALS ON SHEEPMEAT INCLUDING
TIGHT CEILING ON CHILLED LAMBE AND UNILATERAL ACTION AGALNST DROP IN
IMPORT PRICES. MOORE TO TRY TO CLINCH BEAL TOMORROW WITH
ANDRIESSEN, FOR PRESENTATION TO FULL COMMISSION PROBABLY NEXT WEEK
AND THEREAFTER TO COUNCIL. MEW ZEALAND DETERMINED TO PURSUE TALKS TO
AGREEMENT, EVEN IF UNSUCCESSFUL TOMORROW. NO REQUEST FOR FURTHER UK
ACTION AT THIS STAGE.

GETAIL

2. THE NEW TEALAMD AMBASSADOR TO THE COMMUNITY CALLED ON ME TODAY
AT HIS REQUEST, TO UP-BATE ME ON THE LATEET MOVEE. MOCRE'E CTRADE
MINISTER) MEETIHGES WITH ANBDRIESSEN AND DBDE CLERCG LAST WEEK HAD GOME
REASONABLY MWELL, AND THE COMMISSION PROPDSALS ON BUTTER WERE BETTER
THAN BEFORE. NEW ZEALAND WOULD PROBABLY BE ABLE TO LIVE WITH THE
PROGRESSIVE {HT OYER FOUR, NOT THREE YEARS TO 55,000 TOMNES FOR 1992
LWETH & CUT &4 . 500 FOR 1989} AND B REDUCTION IN THE BUTTER LEWY
FROM 25 PERCENT TG 15 PERCENT, EVEN IF THEY COULD NDT PUBLICLY
WELCOME THEM.

3. SHEEPMEAT REMAINED THE REAL PROBLEM, INCLUDING THE DIRECT ALIF
INFORMAL)} LINKAGE ANDRIESSEN WAS MAKING WITH BUTTER. THE PROPOSED 20
PERCENT CUT IN VRA TO 205,000 TONNES (EVEM IF THIS LEFT THE CEILING
ABOVE FRESENT SENDINGS) WAS STILL UNACEPTABLE. ANDRIESSEN MIGHT HAVE
PROBLEMS IN SELLING A 10 PERCENT CUT TO THE COUNCIL BUT THAT WAS THE
NEW IZEALAND BID. THE PROPOSED MARGINAL INCREASE IN CHILLED LAMB
EXPORTS WAS ALSD TOOD SMALL.

4. THIRDLY, NEW ZEALAND CQOULD NOT ACCEPT THE COMMISSION PRUFPOSAL
TO IMPOSE SANCTIONS UNLATERALLY AS THE RESULT OF MOMITORINE THE

PAGE 1
CONFIDENTIAL




CONFIDENTIAL
160103
MODHIAN 6134

IMPORT PRICE,; BY REISTORING THE T0 PERCENT TARIFF IF THE PRICE FELL
BELOW A CERTAIN LEVEL. MNEW ZEALAND WANTED TO SEE PROVISION FOR
LEILATERAL CONSULTATIONS, WHICH WOULD ALLOW FOR THE VRA CEILING TO
RISE AGAIN TO 245,000 TONNES IF THE 10 PERCENT TARIFF WERE
REIMPOSED.

5. THOMPSON ACKENOWLEDGED THAT THIS SORT OF DEAL WOULD BE FAR
FEOM ATTRACTIVE TO THE COMMISSTON, WHO WOULD ARGUE THAT THIS ENABLED
MEW ZTEALAMND TO EXPORT MORE AT THE LOWER PRICE. HE THOUGHT THAT THERE
SHOULD BE SOME TECHWICAL MEANZ OF REZQLVING THIS PRICE PROBLEM,
CAUSED BY THE DIFFERENT PRICE LEVELS EXISTING IN VARIOGUS PARTS OF
THE EC MARKET. MOORE WOULD FURSUE THIS POINT WITH ANDRIESSEN WHEHN
THEY MET HERE TOMORROW, WITH A VMIEW TO PROVIBING THE TECHNICAL
NEGOTIATIDRS WITH AGAREED GUIDELINES.

6. THOMPSON SAID THAT IF THE SHEEPMENT PROBLEMS WERE RESOLVED MNEW
ZEALAND WOULD BE CONTENT FOR ANDRIESSEN TO PROPOSE THE OVERALL
PACKAGE TO THE COMMISSION THIS WEEK, BUT IF A DEAL COULD NOT BE
STRUCK TOMORROW, THEN THEY WERE KEEN TO HAVE CONSIDERATION BY THE
FULL COMMISSION DEFERRED UNTIL AT LEAST NEXT WEEK WHEN DE CLERCQ
WOULD BE THERE. HE EMPHASISED THAT MNEW ZEALAND HAR NO INTEREST IN
PRESENTING A FAILURE TO AGREE TOMOREOW AS A BREAKDOWMN IN THE TALKS,
WHICH THEY WOULD BE READRY TD PURSUE UNTIL AGREEMENT COULE BE REACHED
LATER THIES YEAR.

f. THOMPSON ACKNOWLEDGED THE NEED ON ANDRIESSEN'S PART TO
DEMONSTRATE TO THE REST OF THE COMMISSION AND MEMBER STATES THAT HE
WAS BEING SUFFICIENTLY TOUGH IN THE NEGOTIATION. BUT MOORE ALSO HAD
TO SELL A DEAL TO HIS DOMESTIC COMNMSTITWENCY, A POINT THE COMEISSION
SHOULD NOT IGMORE. HE HDPED THAT ANDRIESSEN WOULD RECOGNISE THE
POLITICAL CONSIGCERATIOMNS IM ANY PROPOSAL WHICH APPEARED TO GIWVE THE
COMMISSION UNILATERAL POWERS TO BLOCK NEW IZEALAND IMPFORTS. IF THE
COMMISSION SHOWED PROPOER UNDERSTANDIWNG, AGREEMENT SHOULEP BE
POSEIBLE THIS WEEK. THOMPSORN REFEATEDLY UNDERLINED THE DIFFICULTIES
OF HAVING TO NEGOTIATE THE SHEEPMEAT ISSUE WITH ONE EYE ON THE
BUTTER DEAL, BUT RECOGNISED THAT THIS WAS INEVITABLE. FOLLOWING
MARSHALL'S TALK WITH YOU EARLIER TODAY, HE DID NOT BELIEVE THERE WAS
ANY FURTHER CALL FOR ACTIOMN BY HMGE PRIDRE TOD THE MODORE/ANDRIESSEN
MEETING, ON WHICH WE WOULD BE BRIEFED A5 SOON AS IT CONCLUDED.

8. 1 WELCOMED THIS UP~DATE. WE HOPED IT WOULD BE POSSIBLE TO
REACH AM AGREEMENT ON SHEEPRMEAT WHICH THCLUGER A TECHNICAL SOLUTION
TO THE PRICE PROBLEM, AND MET THE POLITICAL REQUIREMENTS OF BOTH
SIDES. 1F THIS DID NOT PROVE POSSIBLE TOMORROW, WE WOULD NEED: TO

PAGE a
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CONSIDER AMNY FURTHER STEPS WE COULD TAKE WITH THE COMMISSION, IN
ADDITION TO THE DBDISCUSSIONS WE HAD ALREADY HAD. QUR PRESENT
INFORMATION SUGGESTED THAT ANDBRIESSEN WOULD HNOT TAKE THE
BUTTER/SHEEPMEAT PACKAGE TO THE FULL COMMISSION UNTIL 12 OCTOBER.

HEMNHAY

DISTRIBUTION

238

EXTERNAL ECH (EY [=1

L=

ADDITIONAL

FRAME

PAGE 3
CONFIDENTIAL




CONFIDENTIAL

FCS/88/134

MINISTER OF AGRICULTURE, FISHERIES AND FOOD

Hew Zealand PButter

i Thank you for your letter of 11 July about UK pelicy
on future access to the Community market for New Zealand
butter.

o I am gontent with the approach you outline, which,
as you say, has been discussed by officialas. I agree in
particular that we must aim for an arrangement acceptable
te the Community and the New Zealanders, as the Prime
Minister told the House. As well as the interests of the
British consumers - and indeed British firms involved in

the freight trade - we have broader reasons for wishing to
I

maintain our close relationship with New Zealand, despite
difficulties over their nuclear policy. I also attach
importance to your point that the Community's position on
New Zealand butter must not undermine our position in the
Uruguay Round. We do not want a row with the New Zealandars
over access in the lead-up to the Mid Term Review. Others
would not be slow to exploit the Community's inconsistency.
Your suggestion of eliminating the import levy and MCaA

might be valuable in reducing the risk of a high profile

New Zealand response to reduced acecess. I also agree with

your proposals on period and degressivity.

3. I appreciate the danger of focussing too closely at
thias stage on any target figure for access, and share your
view that specifying even a range of figures to the
Commission could be counter-productive. However, I believe

fit will

CONFIDENTIAL
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it will be useful as negotiations proceed to keep in mihd
the target range of 55 - 63,000 tonnes identified by
officials, as the central element of a package including

elimination of levies etc.

4. As you will know, UKRep Brussels have now briefed key

commlssion cabinets, and will continue to be active as

discussions proceed. But I fully agree that we must
continue to encourage the New Zealanders to lobby the
Commission and othar member states directly.

= I am copying this minute to the Prime Minister,
membars of OD(E), other Agricultural Ministers, and
Eir Robin Butler.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
15 July 1988

CONFIDENTIAL




PRIME MINISTER

NEW EZEALAND BUTTER

I attach a note by John MacGreger on the negotiations which
are about to commence on the arrangements for the import of

Mew Tealand bukbter.

Tha main polint3a are:

the UK dairy industry wants to cut the guota to
40,000 tonnes next year and elimipate it completely
by 1992;

thare aAra =ome indications that Commission officials
are likely to proposa a figure as low as {(or indeed
lower than) 40,000 tonnes and most membar states will

favour a restrictive approach;

Mr. MacGragor notes that some reduction in the guota
i3 expected by all concearned but suggests that we
sHould not ourselves propose a figure at tbhis stage.
He inctends bto take some soundings of the Agricultural

Commissionsr on Monday;

but he thinks wa must accept that any new
arrangements will be for a limited period only (as in

the past) and the guantity will decline szach year.

Ha seaks agreement to this approach.

You will want to baar in mind your comments in the House of
Commons on 19 May (attached). You spoke of a naw agreament
which you hoped would be 'satisfactory te all concerned', and
of 'doing everything that we can to see that they (Hew
Zealanders) have a thoroughly satisfactory arrangement for the

continuing sale of butter to the Common Market'. While I




think it is wise not to show our hand on guantity in the
Commonity at this stage, I do think you are entitled to know
what Mr. Mac3regor has in mind, or at least to give him an
indication, of what yon think will be reasonable. The present
figure is 74,000 tonnas a year. Tt would be a great blow to

the New Zealanders to comes down as low as 40,000. T wounld

have thought we should aim for a final oantturn in the region

betwaan 50,000 and 60,000 tonnes.

C. D. POMELL

15 July 1988

SLHAYW




The Prime Minister: [ have nothing further to add. [

commend to the nght hon. Gentleman the references thal
| made. He will learm a great deal [rom them.

Mr. William Powell : Mow that we have seen yel another
substantial fall in wnemployment as & result of the
Government’s polices will my right hon. Friend reflect on
the lact that it was in March 1979 that the closure of Corby
steel works was announced and 3,000 people lost their jobs
in my constituency? Today. the number of peopla out of
waork and claiming benefit in Corby town has failen below
2000 for the first fme,

The Prime Minister: | agree with my hon, Frieond.
Corby is an exceilent sxample of a town undergoing the
necessary reconstruction of a major industry and having
the enterprise to find new jobs for the people there, and
g new prospenty. | congratulate my hon, Friznd.

Q2. Mr. Fisher: To ask the Prime Minister if she will
hist her official engagements for Thursday 19 May.

The Prime Minister: | refer the hon. Gentlzman to the
reply that | gave some momenis ago.

M, Fisher: [n reply to my hon. Friend the Member for
Ogmore (Mr. Powell) the Prime Minister referred to
income tax being very mach iower. How does she justify
the fact that as a direct resulr of the tax loopholes amd tax
pdvantages that her Government have created, a 5l-year-
old man earmng £1 million a year can apparently pay no
imcome tax? How i3 that a fair ax system, and what will
she do to close those loophales?

Chral Ariswers

The Prime Minister: Under the new tat aysiem those at

the top of the scale pay a higger proportion of the tomal
amount than they did previously. I commend to the hon
Gentleman the speech of the New Zealand Socalist
Minlster for Finance, who has now made the top rate of
tax 33p in the pound. One of the reasons for that is that
he believes it is good for the people al the bettom of the
piie to have o higher standard of hiving

Mew Fealand Butter

033, My, Teddy Taybor: Toask the Prime Mimster if the
next meeling of the European Council will discuss the
special arrangements for the import of New Zealand
butter; and if she will make a stateenent.

The Prime Minister: [ am not aware of any plans (o do
50

Mr. Taylor: Will my oght hon. Friend fight hard 1o
prevenl the EEC further cutting Mew Zesland butier
imports and depriving British housewives of freedom of
choice, particulacly as New Zzaland has never [zt Britain
down when we have been in trouble? Will she bear in mind
the mazaive damage being done to New Fealund, Australia
and the Third world by the Common Marker spending
over E£MH) mullion of tazpayers’ money every wesk
dumping butter on the world market at 6p a pound?

The Prime Minister: As my hon, Friend is aware, we
have done more tkan any other Government to get the
surpluses under control in the Common Market, in
particular al the last meeting that we had, because we were
wvery much aware of the truth of what my han. Friend said.
The surpluses allect other countries, which depond 1o a
considerable exient upen the export of agneultural
products. The New Zealand butter agreement will come up

i
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sgain shortly for examisation asd we expect the
Commission to make proposalz. New Zealand exports far
less butter to Britain than it used to do, but it i an
important part of it coonomy and many people in this
country wish tp continue 1o be able to buy that butter, and
I assume that they will be able to do so.

Mr. Rees: Will the Pome Manister recall the speed with
which the Mew Fealanders came (0 our support in 19397
Will she consider visiting the airfields in Lingolnshire and
the war graves all the way Mrom El Alamein o the Austnan
border and reflect on the price that New Zealanders pasd
while supporting us, and support the New Jealanders in
the EEC?

The Prime Mimister : [ thought that I was doing just that
in my reply, because batter exports are very much a part
of 1he Mew Fealand cconomy. People here stll wish to
purchase thit country's butter—and lamb—and [ am
very much aware that the impori gquotas have been
reduced steadily from 165,000 tonoes im 1973 to 74,004
tonnes this year. A new agreement will be negotiaied,
which | hope will be satisfactory to all concerned,

Dame Elaine Kellet-Bowman: Will my nght hon
Friend reflect on the faet that, although many people agres
that the older generations of New Zealanders, m the firg
and second world wars, supported us superbly, as they did
in the Falklands, the present New Zealind Government,
under Labour, kave reneged on their duty o coniribute o
the defence of the free world and the position bas radically
changed?

The Prime Minister: 1 am very much aware that our
ships are not able 0 go to New Zealand at the moment

which [ think is a great tragedy both for our Mavy
and for many people in Mew Zealand—becauss the New
Zealand Government insists on the ships not having any
puclear weapons or on asking questions abowt that, and
of course we cannot say whether they have because of our
obligatdons to NATO. Nevertheless, | do not think tha
that would warrant taking it out of the MNew Fealand
peopbe by not doing everything that we can to see Lthat Lhey
have a thoroughly satisfactory arrangement for the
continusd sale of butter to the Common Market.

Ar, Wilson: Having used the un-word “unwisdom™
and having called in aid the good exampie of the New
Zealand Sociplist Government, will the Prnime Minister
now give an assurance that there will be no cruise missiles
on the Clyde?

The Prima Minister: | skall give the hon. Gentleman the
segurance thal we shall take whatever messures are
neceisary o keep a continued efTective nuclear dererrent
and 1o carry out our obligations to NATO.

Mr. Dykes: Will my right hon. Friend accept though,
that fairminded New Zealanders agree that the
arrangement for New Zealand which 14 very welcome o
all parts of the House, has been a very good one o7 that
country, but thal that does not gainsay the need for Mew
Zealand to find other markets, including the Soviet Union,
because New Zealanders sell more butter there than the
EEC does?

The Prime Minister: Yes, but [ hope my hon. Friend
will appreciate that when they have a drop in quota from
165,000 tonnes in 1973 to 74,000 tonnes this year they have
had 10 be very active in finding other markets, particularly
those in the Picific basin.
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HEW ZEEALAND BUTTER

Thea present arrangements for the import of MNew Zealand butter
expire at the end of this year. The Council of Ministera needs to
decide by 1 August (at least in theory) what should succeed themn.
We nead to decide what line we should take with the Commission to
influence the proposals that they will soon have to make. This
letter sets out my proposals, which have already been discussed at
official level between interested Departments.

Under successive gquota arrangements, offered autonomously by the
Community, the guantity of Hew Zealand butter permitted to enter
the UK ‘at reduced levy has fallen from 165,800 tonnes: in 1973 to
74,500 tonnes in 1988. But because of a dacline in consumption New
Pealand still supplies about one=-third of the total UK butter
market and i1ts share of the packet market has risen from abaut one
third in 1974 to about 40% now. We are under pressure from tha UK
dairy industry (which is united on this issue as it is on few
others) to press for a cut in the Mew Fealand ouota to 40,000
Eonnes in 1989 and 1its5 complete salimination by 1992, on the
grodnds that New Zealand should bear its share of the burden that
nas baen imposed on the Community industry by milk guotas.

Such a radical reduction, as well as meeting the demands of the
industry, would lead to modest fipnancial savinga for the UK (which
could however be offset by higher social security payments if there
were any significant inecrease in butter prices and in turn in the
retail prices index) and larger savings for the Community as a
whole, But wider issues are raised which argue for the maintenance
of a reasonable market share for New Zealand. These include the
protection of the interests of UK consumers and food manufacturers,
and the need for a cfedible international trade posture in the
run-up Lo the Mid-term Ministerial Review of the Uruguay Round.

fSome reduction in ...




Pinally, as part of tha UK approach to the access issue, it will be
impertant to encourage the Commission to continue to reduce rates
of EC subsidy on disposals of butter, both internally and, where
possible, on world markets. Aside from the obvious benefits this
will have on the EC budget and hence for taxpayers, such reductions
are Justified in themselves as a rcesponse to the tighter markets
resulting from the success of milk guotas, and as an earnest of EC
intentions 1in GATT discussions with players such as New Zealand,
who have dismantled their own subzidies and rely on market prices
alane.

Sir David Hannay has already usefully raised this issue in general
terms with the Commission, and I propose to seek an early
opportunity to follow this up. I would therafore be grateful for
your apdorsement of the approach outlined in this leattar. We now
onderstand that the Commission are likely to discuss the issue on
19 July. I shall be able to discugs it with Prans Andriessen in
the margins of the next Agriculture Council on 18 July. Mo doubt
the NHew Zealand authorities will continue to make their own
approaches to the Commission and to other Member States. We should
encourage them in these efforts, and not lead them to rely on what
we can do on their behalf in lobbying and in negotiations.

I am sending copies to the Prime Minister, the Members of OD(E),
the other Agricultural Ministers, and Sir Robin Butler.

7:-'1-&.-!'¥ -t..l"l'.-l"III
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EURDPEAN PARLIAMENT PLEMARY, STRASBOURG, 5 JULY 1988:
GREEK PRESIDENCY PROGRAMME SPEECH

SUMMARY

1. A SAFE, CAUTIOUS SPEECH. PAPOULIAS SAYS THAT THE PRESIDENCY
WILL SEEK PROGRESS SIMULTANEOUSLY ON THE SINGLE MARKET AND THE
SINGLE S50CIAL AREA. NO EC ENLARGEMENT IN THE IMMERIATE FUTURE.
EXTERNALLY, EC/CMEA RELATIONS A PRIORITY, VIA AGREEMENTS WITH
INIVIDUAL CMEA STATES., ON EPC, IMPLICIT PLEDGE OF GREEK GOCD
BEHAVIOQUR: STRESS ON EAST/WEST, DIALOGUE OMN ARMS CONTROL/DISARMAMENT
AND CSCE. EC ROLE ON SECURITY/DISARMAMENT TO BE "REDEFINEDR". NOTHING
ON IRANIAN AIRBUS. A LOT ON CYFRUS UNDER EPC, INCLUDING REFETITION

AS THE COUNCIL'S POSITION OF THE FAIEFUL SENTENCE (ON EFFECT OF
CYPRUS ON EC/TURKEY RELATIONS)? WHICH WRECKED THE APRIL ECF/TURKEY
ASSOCIATION COUNCIL.

DETAIL

£« THE GREEK FORELGN MINLSTER PELIVERED THE PRESIDENCY FROGRAMME
SPEECH TO THEEP ON 5 JULY. AFTER PRAISING THE GERMAN PRESIDENCY,
PAPOULIAS REMARKED THAT THE TASK OF STRENGTHENING ECONOMIC/SOCIAL
COHESION RULED OUT DISCUSSION OF ACTION ON ENLARGEMENT OF THE EC IN
THE IMMED®ATE FUTURE. FORMING A SINGLE EUROPEAN SOCIAL AREA WAS A
PREREGUISITE FOR COMPLETION OF THE SINGLE MARKET AND FOR COHESION.
INTERNALLY, THE MAIN GREEK AIM WAS TO ENSURE THAT THE IMPLEMENTING
REGULATIONS FOR THE STRUCTURAL FUNDS WERE IN PLACE BY 1 JANUARY
128%. THE 1%8% BUDGET MUST BE AGREED IN "CONSTANT,. OFPEN AND SMOOTH
COOPERATION' WITH THE EP.

SINGLE MARKET

3. GREEK FOCUS ON TECHNICAL BARRIERS (SAFETY OF MACHIMNERY):
DIRECTIVES ON FOODSTUFFS AND PLANT/ANIMAL HEALTH: PUBLIC PURCHASING:
CREDIT INSTITUTIONS C(INCLUDING THE SECOND BANKING DIRECTIVE):
COMSUMER SAFETY: AND RIGHT&OF RESIDEMCE. AFTER A PELIBERATE PAUSE,
PAPQULIAS MENTIONED TAX HARMONISATION, RECOGNISING DIFFICULTIES WITH
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THE COMMISSION'S FROPOSALS BUT PROMISING TO NEGOTIATE TO IDENTIFY
THE BASIC FPROBLEMS AND THUS PERNIT PROGRESS IN THIS '"VITAL AREA'.
ON TRANSPORT, THE MENWU INCLUDED HARMONISTION OF TAXATION AMD SOCIAL
RULES, TRANSIT AND A TRANSFORT INFRASTRUCTURE PROGRAMME. R AND D
PLUS MEDITERRANEAN ENVIRDNMENTAL PROBLEMS WOULD FIGURE, AS WOULD
PROPOSALS ON NUCLEAR MATTERS, EG. REACTORS AMND WASTE.

SINGLE SOCIAL AREA

4. THE SECOND MAIN AREA OF THE GREEK PRESIDENCY FROGRAMME.
PAPOULIAS CITEDP A RECENT GREEK MEMORANDUM TO THE COMMISSION AND
EP, AND SINGLED OUT MEASURES UNDER ARTICLES T18A AND B. ON THE
LATTER, GREECE SOUGHT PROGRESS ON PROPCSALS TO INFORM/CONSULT
WORKERS 1IN COMPAMIES, PLUS EMPLOYMENT CONTRACTS WITH MINIMUE SO0CIAL
SECURITY PROVISIONS FOR WORKERS. IN THE HEALTH FIELD, WORK WOULD
CENTRE OM LABELLING OF TABOCCO PRODUCTS AND MAXIMUM TAR COWNTENT OF
CIGARETTES. OVERALL, GREECE WOULD WORK FOR S50CIAL JUSTICE AND
MORE JOBS, THE AIM MWAS NOT TO CREATE MNEW DBSTACLES TO THE EFFICIENT
OFERATION OF COMPANIES.

EXTERNAL

5« A CANTER THROUGH EC EXTERNAL RELATIONS BEGAN MITH THE EC/CHMEA
DECLARATION: FOLLOWN=UP WOULD ENTAIL NEGOTIATIONS FOR AGREEMEMNTS
WITH INDIVIDUAL CMEA STATES (CF HUNGARY AND CIECHOSLOVAKIAD.
PISCUSSIONS WOULD SOON START FOR AN AGREEMENT WITH THE USSR. GATT,
THE US, JAPAN AND THE GULF WERE GIVEN SHORT S5HRIFT. ASSOCIATION/
COQPERATION COUNCILS TO BE HELD WITH ALGERIA, YUGOSLAVIA AND CYPRUS.

EURODPEAN POLITICAL COOPERATION

6. EARLY ON, PAPOULIAS (WITHOUT MENTIONING WEU) PROMISED A
GREEK ATTEMPT TO REDEFINE EUROFPE'5S INTERMATIOMNAL ROLE, FARTICULARLY
ON SECURITY/DISARMAMENT. SUBSEGUENTLY, HE GAVE A PLEDGE OF
GREEK GOOD BEHAVIOUR IM EPC = COMMCMN POSITIOMS AND MUTUAL AGREEMENT
TC BE THE ORDER OF THE DAY. THEN A FURTHER PASSAGE ON
EASTSfWEST AND THE WEED FOR THE 12 TO STREWNGTHEN DIALOGUE DN ARMS
CONTROL/DISARMAMENT , PLUS A CHUNK OCMN CSCE. OM COMBATTING TERRORISM,
SREECE WOULD CONTINUE THE WORE IN HAND TO FURTHER COOPERATION WITHIN
THE TWELVE AND IN THE UN, COUNCIL OF EUROPE, CSCE, ICAO AND IMO.
VIA AFGHANISTAMN, IRAN/IRAG AND LEBANOMN, PAPOULIAS CAMNE TO
ARABFfISRAEL, WHERE THE STATUS QUG COULE NOT BE MAINTAINED. ISRAEL
HAD THE RIGHT TO SECURITY, THE PALESTINIAN PEOPLE THE RIGHT TO
SELF-DETERMINATION 'WITH ALL THAT THAT IMPLIES'. HE HOPED FOR THE
BEST FROM THE REVIWED EURD/ARAE DIALOGUE. NOTHING MEW ON SOUTH
AFRICA, BEYOND AN UNDERTAKING TO KEEP AN EYE ON IMPLEMENTATION
OF NEGATIVE MEASURES ADOPTED IN 1985/86, AND A WARNING TO THE SAG
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NCT TO TAMPER WITH EC POSITIVE MEAEURES.

CYPRUS

7. PAPOQULIAS SPOKE UNDER THE EPC UMBRELLA. NO CHANGE IN THE
PROBLEM OVER THE LAST 14 YEARS. IN APRIL 1988 THE COUNCIL OF
MINESTERS ABDOFTED THE FOLLOWING AS THE COMMUNITY'S FPOSITION:
YTHE PROBLERM OF CYPRUS AFFECTS ALSO THE RELATIONS BETWEEN THE
COMMUNITY AMD TURKEY'.
ELC FOREIbN MINISTERS DID NDT RECOGNISE DENKTASH'S PSEUDD=STATE.
THE GREEK PRESIDENCY WOULD WORK CEASELESSLY FOR A SOLUTION TQ THE
CYPRUS PROBLEM BASED ON THE UNWNITY, INDEPEMDEMNCE AND TERRITORIAL
INTEGRITY OF THE ISLAND.

THE DEBATE

8. DELORS LISTENED CAREFULLY, BUT DID NOT INTERVENE. MEPS
GENERALLY APPRECIATED THE PRESIDENCY MENMU, BUT SEVERAL GREEK MEPS
EXPRESSED SCEPTICISM ABOUT GREEK PRESIDENCY AMBITIONS, AND A
COMMUNIST ACCUSER PASOK OF SUPPRESSING TRADE UNIOM RIGHTS. CHMANTERIE
(BELGIUM, CD, CHAIRMAN OF THE EP PETITIONS COMMITTEE) AGAIN
SOUGHT A JOINT DPECLARATION BY THE THREE INSTITUTIONS ON THE RIGHT
OF PETITION. TOKSVIG (DENMARK, EDG) WANTED THE EC/TURKEY ASSOCIATION
AGREEMENT TO BE REVITALISED: THE ISSUES OF CYPRUS AND TURKEY MUST BE

KEPT SEPARATE. PAPOULIAS RESPONDED TO THE DEBATE WITH GENERALITIES.

HANNAY
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10 DOWNING STREET

From the Private Secretary 24 June 1988

Thank you for your letter of 24 June covering the draft
of the Minister of Agriculture's proposed statement on the
agqricultural price fixing. I think that the Prime Minister
would ba content with the text. But she would hope that an
oral statement could be avoided in the early part of next week
and would prefer to see the report made as a writtean answer.

I am copying this letter to Murdo Maclean (Chief Whip's
Office).

{CHARLES FOWELL)

Mrs. Shirley Stagg,
Ministry of Agriculture, Fisheries and Food.




Miniztry of Agneulture, Fisheries and Food

Wihitahall Placa London SWIA 2K

Fom ks Mnisiacs Privaie Offce E EQ .
Mr Awdrg Ol :""Lt' {{9"

Ho 10 Downing Street
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I enclose a copy of the drafc statement that my Minlster hopes
to make in the House on Monday afternoon. I should be grateful
for elearance by l0.UUam Monday.

I am copying this te Bernard Ingham (Ko 10J), Murdo MacLean
{(Chief Whip's Office), Rhodri Walters (Chief Whip (Lords)
Office), Trewvor Woolley (Cabinet Office), Alison Smith (Lord
President's Office), Nick Gibbons (Lord Privy Seal's Office),
Jon Shortridge (Welsh Office), David Crawley (Scottish Office),
David Watkins (Northern Ireland Office), Jill Rutter (Treasury)
anid Lyn Parker (FCO).
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SHIRLEY STAGG (MRS)
Principsl Private Secretary




OUTCOME OF CAP PRICE REVIEW
FURTHER PARLIAMENTARY STATEMENT

With permission I will make a statement about the conclusion
of negotiations on the European Community's review of prices
and other support arrangements for sagricultural commodities
for 1988/8%9.

As 1 reported in a written reply to my Rt Hon Friend the
member for Derbyshire West on 20 June, these negotiations
almost reached a conclusion at th end of & meeting of the
Council of Agricultural Ministers which finished on 17 June,
but were biocked by the need for further discussion on one

issue of particular importance to Greece. At that point eleven

Member States were prepared to vote for the package and agread

that there should be no further changes to it with the exception
of the one Greek point. This was further confirmed st an

3

informal Council in Germany frem 19-21 June.

I am glad to report not that further discussions lastr week
resolved that diffieulty. Final agreement was reached on this
issue by the Presidency Commission and Ministers concerned
towards the end of last week which enabled the whole package
to be formally endorsed at & Commercial meeting in Luxembourg

on 23 4 June.

My major objectives during these negoliations were to ensure
that & settlement was reached within the limits for CAP
expenditure set by the meeting Heads of Govermment in Februsry:
and to ensure a fair outcome for UK farmers which would improwve

their competicive position. Both these objectives were achieved.

The Commission confirmed that cost savings in the management
of the CAP, including lower use of skimmed milk powder in
animal feed, will enable expenditure to be kept within the
1988 Budpet and the Preliminary Draft Budget for 1989.




So far as our own farmers are concerned, I secured a devaluation

L]

of the “"greem rate" at which support prices fixed in ECU are
converted into sterling greater than that agreed for sny other
Member State except Greece and Portugal, it will thereiore

lmprove our farmers’ position relative to these in all the

remaining nine Member States. This develuation will reduce
9
- w

monetary compensatory amounts by Z percentage points, more
than double those for France and Holland. It will take effeet
on 1 January 198Y for all commodities except beef, for which

decisions on pgreen rates are to be taken later,

The sgreement included a declaration of the intention of the
Council the Commission to dismantle remaining monetary
gaps in stages between now and 1992, At first it was
proposed tl this should apply only te countries which belong
ta the ZMS exchange rate pmechanism. At my Ilnsistence, it was
gccepted Chat parallel measures must apply to other Member

Btates ag well.

5o far as the rest of the packsge is concerned all hasic
support prices ficed in ECU will remain unchanged for 1985/80,
except those for some varieties of tabaceco, which will be
reduced . But the bDasle support prices are inseversl cases
liable to be cut sutomatically, under the budgetary stabiliser
arrangements agreed earlier this year, 1f output exceeds a
given level. In addition there will be indirect reductions in
support for certain commodities, through lower monthly price
increases for cereals and oilseeds, and through changes in the
intervention arrangements for beef, where sales into intervention
have remained at a high level depsite the reforms agreed in
1966. There are also to be reductions in the prices ar which
some surplus wine is taken off the market, to complement the
stebiliser system for wine previously agread.




The package includes the extension of stabiliser mechanisnms
to three further horticultural crops, namely oranges, lemons
and peaches, as well as the detailed arrangements for

operating the stabiliser for tobacco.

A golution was agreed he longstanding problem of the
inadequate margin for the refining of raw cane sugar. The
margin will be supplemented by direct payments to refiners,
This will ensure our ability to continue to fulfil the Community's

commitment to import and refine sugar from the ACF countries.

A proposal from the Commisslon [ur sharp increase in the le
on imports of Dirdseed, which would have led to a cons
5

increase in the price of birdseed, was dropped tollowing s

United Kingdom criticism.

Overall, ' good serrlement for UK interests. It keeps

within the bud ng limits. It will maintain pressure on the

prices of surplus commodities in the line with the stabiliser

mecnanisms already agreed. And it does st the same time

further improve the competitive position of U¥ farmers.
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Dear MNigel,

Following our conversation at Milleroft Inn, please find
herewlth the note on "Agricultural gstocks Im the Community™.

Looking forward to sasing you in Toronto Sunday
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Migal Wicks

Frincipal Private Secretary to
tha Prime Ministar
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June, 16, 1988

AGRICULTURAL STOCKS IN THE COMMUNITY = EVOLUTION

Stnce 1983, & major effort has been pursued in order to reduce
agricultural stocks, +trhough 3 combination of measures aiming at =
better balance between supply and demand and stock disposal
programs. For some of the mest impartant (and most cestly in budget
terms) sectors We can now See a very clear improvement, especially
for the milk sector.

Improved sectors : ¢ sectors (milk products, cereals) accounting
approximately for 1/3 X of Community agricultural cutpus
FUBLIC INTERVENTION STOCKS
1985 stocks June 1788

Cerpals i 14,3 MT .7 MY

Butter - 260,000 71 510,000 71

Milk powder: 20,000 T (*} 40,000 7
The guota system for milk production and the decisions taken 4n

February on cereals by the European Council will heln further
improvement s,

Difficult sectors : 3 sectors accounting for 1/4 % of agricultural
output .

1985 1988

Beef : 310,000 T 760,000 T
ODlLive a3l : 152000 T S0 000
& Lcahal ! 2,7 Mhl 5.5 Mhl

For beef, production has been boosted due to the slaughter of dairy
cows in the wake of milk quatas. Modification of the intervenrtion
measures have not, till now, proved te be sufficient.

For olive oil, much of the increase is due to enlargment (Spanish
and Portuguess taken over for 160,000 T and 11,000 T respectivelyl.
But the prospects are not bettar,

For wine, it is hoped that measures introduced follawing the
decisions of the latest European Council will make a cOrEr TRt ion
towards rebalancing the market.

v} average B4-B5-84&
1985 figure exceptionnaly lLower (390,000 T)




E(“Fl gectors : no oor Little stocks

o0n the fimancial side, the cost of storage and stock disposal,
approximately 3.750 Mecus in 1988, should be down to 1.400 in 1989.

The new arrangesents decided in the European Council in February
1988 will have a clear effect in later years because we are already
depreciating the stocks 4in the 7988 budget and in the proposed
biget for 1987.
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FRAME AGRICULTURE
FROM UKREFP BRUSSELS

COUNCIL OF AGRICULTURE MIMISTERS : 13/17 JUNE 1988
sUMMARY REFPORT OF CONCLUDIMNG SESSION

SUMMARY

1. PRICES PACKAGE BLOCKED BY GREEK INVOCATION OF LUXEMBOURG
COMPROMISE. GERMAN NATIONAL AID AGREED SUBJECT TO THE COMPLETION OF
THE FHTCLS PACKRGE., T =

e —

DETALL
PRICES PACKAGE

£. AFTER A FOUR DAY MEETING, CULMINATING IMN A SESSION RUNNING
FROM 10 AM THURSDAY TO 10 AM FRIDAY, THE COUNCIL CAME CLOSE TO
AGREEING PRICES PACKAGE BUT WAS BLOCKED BY GREECE WHO INVOKED THE
LUXEMBOURG COMPROMISE IN AN ATTEMPT TO OBTAIN A BIGGER DEVALUATLON
OF THE GREEN DRACHMA. vk e 30

Lo S

I, THE COMMISSION 15 TO REFLECT ON THE GREEK CASE AND THE COUMCIL
WILL CONSIDER ITS CONCLUSIONS AT A LATER DATE. IN THE MEANTIME THE
REST OF THE PACKAGE AS AGREED BY 11 MEMBER STATES IS TO BE CAST INTOD
LEGAL FORM BY THE SCA FOR ADOPTION ONCE THE GREEK PROBLEM 1S SOLVED.

4. THE CENTREPIECE OF THE DRAFT SETTLEMENT WAS A PACKAGE OF GREEN
CURRENCY CHMANGES INVOLVING THE FOLLOWING REDUCTIONS IN MONETARY
GAPS™: 0.5 POINTS (TO PARITY) FOR BELGIUM/LUXEMBOURG: 1 POINT FOR
DENMARK: 1 POINT FOR SPAIN (FOR SHEEP AND GOATS ONLY THERE BEING NO
noNETARY GAPS FOR OTHER COMMODITIES): 1.5 FOR FRANCE: 1.55 FOR
IRELAND: 2.5 FOR ITALY CWITH MORE FOR SHEEPY: 3.2 FOR THE UK. GREEC
REJECTED AN OFFER OF 14.5 POINTS. —_

-

S. ANDRIESSEN STATED THE COST OF THE PACKAGE WAS OFFSET BY
SAVINGS AND THAT THE COMMISSION WAS NOT, THEREFORE, GOING TO CALL
FOR B JOINT MEETING OF AGRICULTURE AND FINAMCE MINISTERS.

g ik
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GERMAN MATIOMAL AID

6. COUNCIL ALSO AGREED THE GERMAN NATIONAL AID WHICH HAD BEEN
AGREED IN PRINCIFPLE BY THE JUNE 1987 EUROPEAN COUNCIL, BUT THE UK'S
AGREEMENT WAS SUBSEQUENTLY QUALIFIED BY THE IMPASSE ON THE PRICE
FIKING.

IMPLEMENTATION OF EUROPEAN COUNCIL CONCLUSIONS

¥« DURING THE NIGHT OF 16-17 JUNE THE COUNCIL AGREED (SUBJECT TO
A FRENCH WAITING RESERVE) AN A POINT NOTE UNDER WHICH THE FOLLOWING
DECISIONS OF PRINCIPLE TAKEW AT THE FOREIGHN AFFALRS COUNCIL ON 13-14
JUNE WERE ADOPTER A5 COMMON FOSITIONS FOR FPURPOSES OF THE
CO-OFERATION PROCEDURE WITH THE EUROPEAN PARLIAMENT: OWN RESOURCES
DECISION (6984/88), BUDGETARY DISCIPLINE DECISION (698B/88),
DIRECTIVE DN HARRONIZATION OF GNP STATISTICS (700%/8383, FINANCIAL
REGULATICN ON THE BUDGET (&YEBT/BE), AMENDMENT TO REGULATION F292/70
0N FUNDING THE CAP (5980/88), AMENDMENT TO REGULATION 1883/78 ON
FINANCING OF INTERVENTION (53981/88). THE NOTE STATED THAT, ONCE THE
CO-OPERATION PROCEDURE WAS COMPLETED, THE TEXTS WOULD BE ADOPTED AS
A POINTS,. GPAIN AND GREECE MADE A DECLARATION THAT THEY AGREED TO
THE COMMON POSITIONS BUT THEIR FINAL AGREEMENT_TO THE TEXTS WOULD
ONLY BE GIVEN IMN THE CONTEXT OF AN OVERALL FUTURE FINANCING PACKAGE.

8. DISCUSSION OF JOINT PRESIDENCY/COMMISSION COMPROMISE PRICE
FACKAGE TABLED ON 16 JUNE IN MIFT,. SUMMARY OF THIS COMPROMISE IN MY
SECOND IFT,. RISCUSSION OF GERMAN NATIONAL ALD IN MY THIRD IFT. 17
JUNE AMENDMENTS TO THE COMPROMISE AND CONCLUDING DISCUSSICN IN MY
FOURTH IFT.

2. FIRST TO THIRD DAYS OF COUNCIL REPORTED PREVIOQUSLY,

CAMPBELL
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Treasury Chambers. Parliament Street, SWIP 3AG

The Rt Hon John MacGregor OBE MP

Minister of Agriculture, Fisheries and Food
Ministry of Agriculture, Fisheries and Food
Whitehall Place

London

SWla ZHH

/% June 1988

CAP PRICE FIXING, AGRIMONETARY PEGPDSHL?

Thank you for your letter of 14 June about the possibility of
a joint Council.

As you know, we agreed in Cabinet last week that our PrEime
gbjective in this year's Price Fixing would be to achieve a
settlement which was fully compatible with the European Council's
conclusions. one of thess conclusions (paragraph A10) =soon
to be embodied in the legally binding decision on budget
discipline provides that "if the Commission considers that the
outcome of the Council's discussions on these price proposals
is 1likely to exceed the costs put forward in its original
proposal, the final decision ghall be referred to a special
meeting of the Council attended by the Ministers of Pinance
and the Ministers of Agriculture which shall have the scles power
toc adopt a decision®. As I see it, therefore, it is not a matter
of disecretion for the Commission to decide whether to refer
the price propesals to a Jjoint Council but a legal ocbligation
on them te do so 1if the circumstances foreseen in paragraph
BR10 arise.

In the circumstances I am very concerned that you appear
te envisage that in the current price fixing negotiation the
Commission may decide to turn a blind eye on their wvery clear
obligation under the European Council conclusions. I de not
se& how we would be able to defend our position in Parliament
if we stood by and allowed this to happen without protest. I
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trust that you will take an early opportunity during the present
Council sSession to remind Commissioner Andriessen of the
importance which the Govermnment attaches to striet compliance
with all of the EBEuropean Council conclusions in this area. You
will no doubt be able to point out that there is no need for
the Commission to be unduly concerned that a joint Council might
take less satisfactory decisions than the Agriculture Council
sitting by itself. PFor as long as the Commission stand firmly
by their proposals, the Council can only amend them i1f it acts
by unanimity and you will be able to assure him that the UK
Government for ons would not join in an agreement in the Council
which we regarded as inconsistent with the Buropean Council
conclusions.

Having said that, I am sure that we should do all in our
power to try to resolve the price fixing without having to invoke
the joint Council procedurse. I have seen the telegrams reporting
your reactions to the wery unsatisfactory compromise circulated
by the German FPresidency on Monday but I have seen little
indication that other Member States (with the exception of the
Dutch) are prepared to rally to the sort of proposals for savings
which are necessary to finance the current Presidency proposals.
I understand that a further compromise is likely te be circulated
shortly including someé additional proposals on the green rate
devaluations which we& and others are seeking, I hope that as
goon &5 this new compromisze has been costed we shall be in a
position +to table specific and practicable suggestions for
offsetting savings to stay within the costs of the Commission's
eriginal proposals. If all else fails, a pro rata reduction
in all prices sufficient to offset the increased costs involved
would seem to be ‘an attractive soluticn; which I understand
has already been floated by the Dutch. In my wview it will not
be pufficient to rely on the prospect of savings unrelated to
gepecific decisions taken in the Price Fixing.

I guite understand that it will be extremely difficult
for the Agriculture Council t¢ reach an overall settlement on
these lines which we would regard as fully satisfactory. In
the end we will need to make a judgement on whether to accept
the proposals on offer or whether to let the negotiations drag
Ol « In making this judgement our main criterion must be that
any settlement to which we are a party must fully respect all
the relevant European Council conclusions. I remaln of the
view that, if such a settlement 15 not achievable this month,
it would be preferable to leave matters unsettled and, if
necessary, allow the Commission to take management action ta
continue the support arrangements as they did in 1985.

b am copying this letter to the Prime Minister,
Geoffrey Howe, PFeter Walker, Malcolm Rifkind, Tom King and to
=1r Robin Butler.
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CAP PRICE FIXING: AGRIMONETARY PROPOSALS
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Thank you for your letter of - 1§ June. I will certainly ensure
that as far as possible, your fofficials are kept fully 1n touch
with the progress of discussions.

I should, however, like to be clear on yvour thinking on the
possibility of a joint Council. I have to say that on the basis
of yesterdayv's discussion, I see little realistic prospect of a
settlement which is within the cost of the Commission's original
proposals. The Commission have, as usual, left themselves with
some margin of negoetiation which they will have to decide whether
ke use in arder to reach a settblement. If they see the prospect
of a reasonable settlement and one which is within the guideline
they may not wish to invoke the jJoint Council procedure. In
judging this, the Commission will no doubt consider the savings
that have been made (including those on skimmed milk powder which
I mentioned to youl and others that they may be able to foresees.

Moreover, we could move to a situation where there is a gualified
majority against those who are seeking costly additiens to the
package. The Commission could judge that a joint Council in these
circumstances might invelve reopening the package or leaving matters
unsettled to the Greek Presidency. This would hardly serve our
best interests any more than it would the Commission's.

I note toa that you think that a Jjoint Council would be best
avoided, Under the FBEuropean Council text, the initiative rests
with the Commission. I take it from what you have said that you
would not want me to try to precipitate a joint Counclil unless
there is a clear threat to the guideline.

I am copying this to the Prime Minister, Geoffrey Howe, Feter
Walker, Malcolm Rifkind, Tom Eing and to Sir BRobin Butler.
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I enclose a copy of the draft statement that my Minister
intends to make in the House on Wednasday gaiternoon. 1
should be grateful [or ClﬂﬂIdﬁﬁQ_E?_iﬂﬂuzﬂﬂﬁﬂﬂy.

T am ¢copy¥ing this bto Bernard Ingham (Mo 10}, Murdoe Maclean
(Chief Whip's Office), Rhodri Walters (Chief Whip (Locds)
Office), Trevor Woolley (Cabinet Office), Alison B8mith {Lord
President's Officel), NWic¢ck Gibbons (Lozd Privy Seal's
0ffice), Jon Shortridge (Welsh Office), David Crawley
(Scattish OFfice), David Watkins (Northern Ireland Office),
Deborah Lamb {Dept of the Envirconment) and Jill Rutter

{Treasury) £70) PAfcss (FLO)
Ile A
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MES 5 A STAGG
Private Secretary
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CRAFT OF MINISTER OF AGRICULTURE'S ORAL STATEMENT IN COMMONS, 15 JUNE
1988

s L With permissicn, Mr Speaker, I wish to make a2 statement about

set aslde of agricultural [andg.

2 A new European Community scheme to reduce surelnﬁ agricultural

(-

roduction by set aside of agricultural land was agreed in principle
Y I :

=

at ‘the urapean’ Codncil in February,; 3 ! with the stabilisers
package. It ig compulsory for member states to introduce the scheme
. s
for the 1%88/9 crop production year = but participation is wvoluntary
- | ————— —
for farmers. Under the scheme, farmers prepared to take 20% or more

: : ; : — ;
of their arable land out of production for five vyears will receive
L,
compensation payments, part of which will be Ffunded by FEOGA.

L5 In view of the wvery tight timetable we face, I am announcing
the breoad ocutlines of the United Eingdom scheme now so that farmers
]

can start taking it inte account in drawing up their plans for the

next cropping year. The details of the scheme must however undéer the

Community legislation be scrutinised by Lhe European Commissiocn, who

may ask for some changes; and I will then put before both Houses a

Statutcry Instrument for its implementation.
4. The main components of the scheme will be as follows.

T Firat, premia will be available to farmers prepared to reduce

T e
thelr area of supported arable crops by 20% or more. The farmer must

take on an obligation for five years, but will be able to opt out

after three. Farmers satting aside at least 30% of their arable land
1 e —— et L Ty L
will be exempted from co=respongibility levy on a maximum of 20 tonnes

of grain sold.




.. second,; land set aside will have to be maintained as fallow

with a green cover crop, put to woodland or used for non-agricultural

purposes. The Community rules provide that land put to fallow must be

kept in good agricultural condition, whether the fallow is permanent

; ; A ——

o raotated round the farm. Ad Far as non—agricultural use is concerhed,
R re———

land developed for residential, industrial, retail or similar pUrposes

e
Will not be eligible; but the scheme will not include sther limitations

on non agricultural use, though of course planning controls will continue

e

to apply.
——

J Third, the rates of payment will vary according to the different

uses and according to whether the land is in the lowlands or in a Less

Favoured Area. For land which is managed as permanent fallow with a

e B i -
grecn cover crop, the rate will be £200 per hectare per year except in

the LFPAs, whers the rate will be £1B0, to take account aof the lower
average yields there. hera will be a reduction of £20 in either case
if the fallow area is rotated round the farm. These payments take
account of the cost of maintaining a green cover and the benefit of

retaticn.

8. Farmers adepting the woodland option may plant trees under the

Forestry Commission's Woodland Grant Scheme, in which casa they will

recelve a set aside payment of E200 per hectare per yvear or £1B0 in
T 1
the LFAs. Alternatively, they may enter the Farm Woodland Scheme
——
which is due to come inte effect later this year under the Farm Land

and Rural Development Act which hae just received the Royal Assent.

q. For non=agricultural use, bearing in mind the fact that the

land could be expscted to yield some form of income to offset the
costs of maintenance, the set aside payment will be reduced by £50 per
hectare.

10, ourth, there is an GELiGﬁ under the Community rules to permit

¥
land set aside from arable crops to be grazed by livestock subject to
ﬂ

iimits on numbers. I have decided not to take up this option in the
[ —  ——

United Kingdom, because of the difficulties of ensuring proper controls

and the adverse effects which such an option could have on existing




-
|

W vestock producers, especial

v in the upland areas. In reaching thig
I —

dofreion I'ITDe taken lnto account the many representations I have
recaived on this matter, including in particular the views expressed

HROuSe.

' #ifth, set aside payments in this and future years wWill be

based on farmers' arable crop pattern in 1987/8., Farpers entering the

acheme will be reagoired to provide ewvidenoe of this pattern. That
will ereate mo difficulty for those entering this Year, Eut many
farmers may not wish toc enter the set aside scheme at once, and 1 want
to safeguard their ability to enter the scheme in later years when Lthe
evidence of the crop pattern in 1987/8 may otherwise have disappearad.
1 am therefore providing for farmers who do net wish to enter set
aside this year, but wish to keep their options open, Lo register

their 1987/8 crop pattern with the Agriculture Departments this summbar.

L2 Some have put forward suggestions for additional payments for
particularly environmentally friendly practices on tne farm. We have
ot heen able to establish whether a scheme on these lines is viable,

but will be undertaking a careful study of 1t.

I am placing im the library a document giving fuller details of

scheme .

A= | hava emphasised in the House before, the Government regards
at aside as an important new instrument of CAP reform, complementary
to action on prica. lts aime are to assist in getting more arable
land out of producticn, to provide an altermative source of income for
farmera most affected by reductions in CAP support, and tagive reasonable
payments to farmers in recognition of the environmental services they
are providing to the community at large 1n keeping such land in
attractive condition and capable, if necessary, of returning to
agricultural use. I Hope that many farmers will now lock positively
at the possibilities it offers to them, both in the coming and future

cropping VeEars.
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MINISTER OF AGRICULTURE

1988 CAP Price Fixing: Agrimonetary proposals
.I_Jll i

I have seen the Chief Secretacy's mLﬁﬂte to you of 14

une. I am glad that you were able to agree a negotiating
posliticon consistent with the agreeement we reached on 2 March.

2a Our first priority must be to ensure that the Guideline

i85 not threatenesd. Like the CThief Secretary, 1 believe we
mist not allow our request For a green pound devaluation to
lead to a situation in which the Commission come under pressure
to make proposals which would exceed the Guideline. Moreower,
in any joint Council we could not count on being able to block
unacceptable proposals. We must alsec avoid simply pushing

the cogts into 1989: that would take us straight back to the

old problems we have fought to avoid.

3 I am sure that we must support the Commlizsion's rigorous
approach even if this were in the end to entail scaling down
our own bid. Such an outcome would be easier to present now
than at the time of our esarly March meebing, since gur MCA

gap 15 now 50 much smaller.

4. I am copying this minute to the Prime Minister, the Chief
Secretary, the Secretaries of State for Wales; Scotland and
Northern Ireland and to the Cabinet Secretary.

?ﬁ?_ {GEQOFFREY HOWE)

{approved by the Secretary of State
and signad in his absance)

Foreign and Commonwealth Office

1l June 198A

CONFIDENTIAL
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CAFP PRICE FIXTHG: AGETMONETARY PROPOSALS

We had a4 word before Cabinet yesterday morning about your line
in the final stages of this year's Price Fixing negotiation.
I have now sSeen the progress report on your Private Secretary's
latter of B June for which I am grateful.

We are agreed that our primary objective 1n the negotiation
must be to achieve a settlement which is fully consistent with
the Buropean Council's decisions on budget discipline and related
matters. We also agree that, if the Agriculture Council seems
likely to take decisions which exceed the cost of the Commissicn's
original preposals, it will be important for the Commission
to hencur its undertaking to submit the matter to a joint Council
including Finapnce Ministers, although capndidly we would wish
to aveoid such a reference if at all possible as experience
suggests that a joint Council may be no more effective at taking
unpalatable decisions.

Against that background I confirmed that I was content
for you to continue to take the line on the green pound which
we agreed at Gecffrey Howe's meefting on 2 March including a
3 per cent across the board ‘devaluation as well as a full
devaluation for pigmeat, although in my wview it would now be
possible to defend a somewhat lower devaluation as compatible
with the objective of eliminating the UE MCA by 19%%2 if this
was the best we could achieve consistent with budget limits
set by the European Council. Nonetheless I do see the
difficultiaes you face with this.
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For your part you recognised that if, as seems inevitabhl®,
other Member States with pegative MCAs also continue to press
for devaluations, it will be necessary for ths Council teo identify
substantial offsetting savings in order to stay within the costs
of the Ceommission's original proposals. I notice that there
have been few signs so far that other Member States would be
prepared to agree to the suggestions for price reductions which
you have already made and some are even reluctant to accept
the effective 2 per cent cut in cereals prices envisaged by
the European Council. But you said that you had some additional
ideas (for example on skim milk subsidies) which might be moere
acceptable to them.

I am sure that you would agree that any offsetting savings
identified for this purpose must result from genuine palicy
decisions in the Price Fixing. It weuld be guite wrong, for
example, to encourage the Commission to reduce the ameunts which
have now been provided for stock depreciation under the European
Council ceonclusiens or to draw down the wvery small margin which
it has prudently left itself below the financial guideline limit
in 198%. I should be grateful if my officials could be kept
in close touch with any package of devaluations and offsetting
savings as it emerges, so that I can be assured that there are
no problems of this sort.

Fipnally, your Private Secretary's letter does not consider
the consequences if the Council fails to reach any agreement,
My preliminary feeling is that, if it turns out to be impossihle
for a qualified majority of Member States to agree on a price
fixing settlement which is consistent with the European Couneil
conclusions, it would be preferable to encourage the Commission
toc stand by its original proposals rather than to participate
in an unsatisfactory compromise. [ am sure that we all hope
that it does not come te this but I should be glad to know whether
vou share that view.

I am copying this lattar to the Prima Minister,
Geoffrey Howe, Peter Walker, Malcolm Rifkind, Tom King and to
21ir Bobin Butler.
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L strongly support the arguments of the Minister of Agriculture, which are
set ot in his Private Secretary's letter to your office of 8 Juﬂe, an how
essential it is to obtain a Green Pound devaluation.

Like the Minister I have consistently repeated the undertakings that we
would not allow the UK farmers bo be discriminated against. To fail to
obtain a Green Pound devaluation would mean that all four Agriculture
Ministers would be going back on undertakings that they have given on this
principle. It would alse lead ko a very substantial backbench revolt.

1 am copying this letter to the Prime Minister, John MacGregor, Geoffrey
Howe, Malcolm Rifkind, Tom King, and to Sir Robin Butler.

The Rt Hon John Major Esq MP
Chief Secretary to the Treasury
AM Treasury

Great George Street

LONDOeN

=
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From the Mingiers Private Office
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Jil1l Rutter
Private Secretary to
Chief Secretary to the Treasury
HM Treasury
Parliament Street
London EW1 - 8 June 1988
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1988 CAP PRICE FIXING: ACRIMOMNETARY FROPOSALS

You asked in your letter of 7 June for a brief progress report on
these negotiations. They began slowly because the Commission and
Presidency wanted - quite rightly - to asee the Agriculture
Council reach decisions on stabilisers first. Progress has since
been held up by electiona in Germany and PFrance. The Council
meeting starting on 13 June may be the decisive one: though
probably it will take more than one meeting to produce a
settlement.

Meanwhile the German Presidency has held a round of bilaterals in
Brussels on 6 - 7 June. We circulated in advance to interested
Departments the note which my Minister handed over at this
meeting, and the discussions are fully recorded in UKREP telno
1800, In brief, the Minister told the Presidency and the
Commission that the UK was generally supportive of the Commission
but felt that stricter action was needed on prices and that there
had to be some movement on the grean pound.

S0 far as discussions in Council on the warious commodities are
concerned, I set out the main pointe in the annex to this letter.




Your letter is principally concerned with agrimonetary matters.
The Minister has asked me to point out that, in pursuing the case
for a green pound devaluation, he has kept strictly to the
conclusions reached at the meeting with the Foreign Secretary and
Chief Secretary on 4 March. It is true that the movement of
sterling has reduced our MCAs. But the situation is, 1in
substance, no different from what it was when Miniasters met. Our
MCAs are still larger than those of any cther member State except
Greece (for whom the Commission has propeosed a substantial
devaluation). They will increase again _next week, by up to 1.6
points, and the future pattern caminot, ﬁ} course, be predicted.

All other Wember States with scope for devaluing are pressing to
do so. Seven countries are in this position apart from
ourselves: France, Ireland, Denmark, Belgium, Luxembourg, Italy
and Portugal. <All have indicated that a green rate change is a
high priority for them. Indeed it is not we who introduced this
issue into the negotiations: France and Ireland did that. So it
would be a central issue even without us. Morsover, the
necessity of green currency devaluationa is also accepted by the
Dutch. It ias therefore not the case that continuing to press our
damand will entail conceding devaluations to others: but that,
even if we wWere to withdraw our demand, they would still press

theirs.

Such an outcome would put the Government in a completely
indefensible position, and make nonsense of undertakings not to
allow the UK farming industry to be discriminated against. It
would alsco involve going back on undertakings on several
occa nsg in the House in the last two months and my Minister
feels rwould lead to wery substantial political problems with
backbenchers. Moreover, the industry argues, with justification,
that it is intolerable for them to be expected to cope with a
stricter price policy and to operate on lower prices than their
neighbours and principal competitors. Their case is all the
stronger since our farmers' 1incomes have demonstrably Dbeen
falling behind those of farmers elsewhere in the Community. The
attached table, which the Minister handed over in Brussels
yesterday and which is based entirely on EC data, clearly
demonstrates this. Our own figures show that UK net farm income
has halved in real terms over the past decade. I enclose a table
setting out the present gaps in support prices, also handed over
vesterday, from which it will be seen that other Member States'
prices are up to 17X higher than ours.

In Council discussions, and in his talks with the Presidency and
Commission yesterday, the Minister has emphasised the injustice
of thie price gap and the need to do something this year to close
L % He has made clear that he is not asking for full removal of
the competitive disadvantage at this stage, and that we would be
content with a meodesat step. Put in these terms, our case has
been well understood. It has not undermined our other
objectives.




Mr MacGregor has stressed throughout the paramount need to keep
expenditure within the guideline. Accommodating the cost of
green rTate changes will be &8 central ilIssue 1n neit wWeek's
negotiations. [+ i an issue which the Council will have to face
because of others apart from us (a devaluation for France is much
more costly than one for the UE). Bearing in mind that the cost
of devaluations agreed now will fall predominantly on the 1985
rather than the 1988 Budget, we believe it will be possible to
accommodate some measure of devaluation, taking intoe account
savings already made and proposed. My Minister has repeatedly
pointed out where, in his view, further economies can be made.

As for reference to a Joint Council, this is mandatory 1f tha
Commission consider that the Settlement ias likely to exceed the
costs of their proposal. There iz no reascn at present to expect
that we shall reach that peint but, if we do, it is clear from
what was said in Brussels vesterday that the Commission will have
no hesitation in carrying our their responsibilities.

Coples of this letter go to recipients of yours; Charles Powell
(Mo 10), Tony Galsworthy (F@, David Crawley (Scottish Office),
John Shortridge (Welsh Office) and David Watkins {Northern
Ireland Office) and Trever Wgoley (Cabinet Office).

VAN

Sy md,(y ]

SHIRLEY STAGG (Mrs)
Principal Private Secretary
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COUNCIL DISCUOSSIONS ON PRICE FIXING PROPOSALS

1. On prices, nearly all member States have accepted as
appropriate the freeze proposed by the Commission for moat
commodities: though some have linked their final agreement to
obtaining satisfactien on other issues. The proposed related
measures have proved much more controversial, particularly those
for the cereals gsector. A majority oppose the Commission's
proposal to halve monthly increments (equivalent to a 2% price
out). The UK ha=z ipsisted that we must secure & cut of at least
2%, but said that we could accept alternative ways of making it -

for example a straight cut in intervention prices.

2 Another major issue in this sector was the proposal for a
premium on the incorporation of cereals in animal feed. The UK
has argued strongly that, despite the advantage in theory of
steps to increase uptake of grain, the scheme proposed is most
unlikely to ke cost-effective; would be very expensiva to
administer: and is bound to arouse the hostility of the US and
other third countries, adding to the Community's long list of
preblems in GATT. We have made good headway on this. The
Presidency and the Commission have accepted that the proposal
will not be adopted in the price fixing. Discussion now is
limited to agreeing on a formula. We are prepared to see the
guestion of cereals uptake studied further, but without
commitment to any particular type of scheme. The study would
need to take account of cost-effectiveness, the avoidance of
abuse or fraud and the GATT implications.

i i On sugar we continue to press for adoption of the
Commission's propeosal for an aid on the cane refiping margin.

This propesal fulfils a longstanding commitment by the Council.
Most other member States are objecting to aspects of the proposal
no doubt largely for tactical reasons.




is

4_. on beef, most member States are opposed to the weakening of

intervention, eguivalent to a price cut of about 5%, that the
Commission propose. It is being argued that changes in advanca
af the review of the beef regime later this year would be at odds
with what the Council decided in December 1986. The UK aim is to
secure the adoption of the Commission propesal or measures of

equivalent effect, preferably through a straight cut in prices.

- The UK has argued for downward pressure on support levels
to bring supply and demand into better balance, making the case
in relation to milk, wine, tobacce, and fruit and vegetables.
The Dutch have given full support but our arguments find little

favour elsewheré in the Council.

6. On oilseeds, the Commission proposed an effective price cut
by way of reducing monthly increments but the savings they
project are illusory. WNith & comparatively tough stabiliser
already agreed for this sector, further cuts would shift
production into cereals, where support costs would be higher. We
are continuing to resist this proposal unless the cereals prices
are cut by 4% rather than the 2X proposed to counterbalance this

risk.

e The Commission's propesal for a huge increase in import
levies on birdseed (by aligning them with levies on barley) is
the subject of adverse public comment and would cause yet another
row with supplying countries. Though obviously a second order
issue, we intend to continue to oppose it. The Commission has
hinted at a modification of thelr proposal.

B. The UK Minister has made clear in the Council, as agreed,
that we want to see MCAs removed in the pigmeat sector and he has
prassed the Commission to make a proposal for a reduction in our
monetary gaps and MCAs for other commodities, taking account of
the fact +that these negative gaps are +the largest im the
Community after Creece.
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FELATIVE FRICE LEVELS [AS AT 13/6/88)
UK = 100
MEMBER STATE CEREALE PTGMEAT MILE

GERMANY ] s 115
NETHERLANDS 116 . 114
BELGIUM 114 10 112
DENMARK

SBPARTR

FRANCE

IRELAND

TTALY

PORTUCAL

GREECE

# Tndices for other member states show the value of EC support prices
in patisnal curreancy terms (converted from ecu at their green rates)

compared with the walue of EC suppart prices in sterling (converted frem
ecil at our preen rates) where the UK value for sach commodity = 100.

Sautes: MAFE on basis of publiighed exchange and green rate data.
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I understand that this year's CAP Price Fixing negotiation may
be reaching a critical phase and that the German Presidency
18 expected to press Efor decisions at the Agriculture Council
beginning on 13 June and at any rate before the Hanover
European Council at the end of the month.

doa Ehxrqﬁf

CAP PRICE FIXING: AGRIMONETARY PROPOSALS

The Chief BSecretary has asked me to say that it would in
his wview be highly desirable if vyour Minister was able to
circulate a brief progress report on the current state of the
negotiation in good time for any necessary discussion between
Ministers on the UEK's tactics in the final stages. He considers
that., in particular, Ministers ought to reassess the position
provisionally agreed at the Foreign Secretary's meeting on 2 March
on the scope for a green pound devaluation. Such a reassessment
shonld +take account of the reduction in the UK's MCAs since
that date, the prospects of achieving a general green pound
devaluation without having to concede devaluations for other
Mempber States sSuch as France and Ireland; and the ascope for
identifying savings (which are both genuine and realistic) to
offset the substantial additional costs te the EC Budget if
guch devaluations cannot ha avoided. In the Chief Sacretary's
view 1t may now be desirable—to consider the option of withdrawing
our regquest for a general green devaluation, in return for a
satisfactory selution to the particular problems in the pigmeat
sector.

The Chief Secrstary assumes that the UK's principal objective
in the negotiation will continue to be €& achieve an outcome
which is fully c¢onsistent with the recent Eurcpean Couneil
conclusions on budget discipline. In this connection it would
be helpful to have ¥our Minister's assessment of the consequences
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if the Agriculture Council £failz to reach agreement on the
timescale currently envisaged. We should in any case hold the
Commission to 1ts undertaking in the Buropean Council conclusions
to refer the price proposals to a joint council if the outcome
of the Agriculture Council's discussions seems likely to exceed
the costs put forward in its original proposal.

I am copying this letter +o Charles Powell (No.l0),
Tany Galsworthy {FCOD] , David Crawley {(Scottish Office),

Jon Shortridge (Welsh Office) and David Watkins (Morthern Ireland
Office) and Trevor Woolley(Cabinet Office)
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JILL RUTTER
Private Secretary
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FRAME AGRICULTURE
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AFRICHLTURE COUNCIE 3 78=-1% APRIL 1988
SUMMARY TELEGRAM

SUMMARY

1. & LOW XEY COUNCIL MAINLY DEVOTED TO A SERIES OF TABLE ROUNDS
ON. PARTS ©OF THE PRICE FIXING PACKAGE, WITH LITTLE DEVELOPMENT OF
POSITIONS ALREADY ESTABLISHED IN SCA. CONCILIATION WITH THE EUROPEAN
PARLZIAMENT ON THE STABILISERS PACKAGE C(EXCLUDING WINE)
SATISFACTORILY CONCLUDED. TEXTS TO BE FORMALLY ADOPTED AS 'A' POINT
MEXT WEEK SUBJECT TO THE RESOLUTION OF AN QUTSTANDING STATISTICAL
PROBLEM ABOUT THE BASE FIGURES FOR THE APPLICATION OF THE SHMEEP
STABILISER, WITH WINE TO FOLLOW LATER ONWN AS SOON AS THE EP QPINION
IS AVAILABLE. NO FROGRESS ON VETERINARY HARMONISATION PROPOSALS, BUT
Q.M. FOUND FORE NON COMITOLOGY PARTS OF FOOD HARMONISATIONM PROFPOSALS.

DETAIL

LAY POLINTS
ALL ADCPTED, INCLUDING DOM RUM EXCISE DEROGATIOW FOLLOWING
SIOMN IN ECOFIN cCOUNCIL ON 18 APRIL.

WERE THAT THERE 9 WIDESPREAD OPPOSITION T0 HALVING MOMNTHLY
INCREMENTS, THAT IT Ih INCREASIMNGLY LIKELY THAT TRHE EXISTING aTasiEM
BF AID FOR SMALL PRODUCERS WILL HAVE 70 BE EXTENMDED FOR A YEAR ToO
ALLOW FURTHER REFLECTION ON A DEFINITION OF SMALL PRODUCERS AND THAT
MUsT DELEGATIONS SEE DIFFICULTIES IM DESIGNING A SENSIBLE SCHEME TO
EMCOURAGE THE INCORPORATION OF CEREALS IN ANIMAL FEEDSTUFFS.

THE MAZN POINTS TO EMERGE FROM A VERY LENG DEBATE OGN CEREALS

FRULT AND VEGETABLES
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4. RITUAL EXCHANGE ON FRUIT AND VEGETABLES, ITH NORTHERN
COUNTRIES SEEING THE COMMISSION'S PROPOSALS ON MITHDRAWAL THRESHOL
AS THE MINIMUM OR TOO LITTLE AND THE SOQUTHERN COUNTRIES SEERIMNG
WEAKER DR NO ACTION IN THIS SECTOR WHERE, THEY CLAIMED, EXPENDITURE
IS O THE DECLINING TREHND.

SUGAR
5. MOST CAMN ACCEPT A PRICE FREEZE BUT CONTROVERSY OVER THE

CONTINUANCE OF REGIONALISED PRICES AND THE PROPOSAL AID FOR UK
REFINERS OF ACP SUGAR.

BEEF

. STRONG DEFENCE 8Y THE COMMISSION OF THEIR PROPOEAL FURTHER TOD
WEAKER INTERVENTION SYSTEM FOR BEEF BUT ONLY UK AND NETHERLANDS
PREFARED TO CONTEMPLATE ANY CHANGE IN ADVANCE OF THE FOURTHCOMING
REVIEW OF THE REGIME.,

TABACCH
Vo STOMNG CRITICISM BY ALL PRODUCERS, IN PARTICULAR FROM GREECE,

BM THE COMMISSION'S PROPOSAL ON THE SUBRIVISIONS OF THE TABACCD
GUARANTEE THRESHOLD INTO GROUPS OF WARIETIES.

AGRIMONETARY _
8. ALL COUNTRIES WITH SCOPE 7O pQ S0 (EXCEPT BELGIUM WHD 15

AMBIVALENT)Y WANT GREEN CURRENCY DEVALUATIONS, BUT SPAIN JOINS
GERMANY AND THE NETHERLANDS IN OPPOZING SUCH MOVES THIS YEAR.

CONMCILIATION WITH EP

9. YERY PROTRACTED COMCILIATION WITH THE EUROPEAN PARLIAMENT. ON
THE STABILISER FACKAGE, REFLECTING PARLIAMENT'S FRUSTRATION AT 175
IMABILITY TO INFLUENCE COUMCIL DECISIOMS EVENTUALLY BROUGHT TO A
CONCLUSTON BY ARGREEMENT ON AN ANODYNWE JOINT STATEMEWNT OF GOOUD
INTENTIONS FOR THE FUTURE.

ETERINARY ITEMS
10. HORMONES (THERAPEUTIC USES) FROPOSAL BLOCKED BY ITALY, GRE

AND SPAIN. BAD TEMPERED AND IMCONCLUSIVE DEBATE OVER

LFTER PRESIDENCY SQUBGHT TQ :H"li.ifl-:T BISCUSSION BY PREMATURELY

CONCLUDING THAT THE PROPOSAL WAS AGREED. ND DISCUSSION ON FRESH

(SLICED LIVERS AND PET FOOD PROPQOSALS) AS PRESIDENCY GAVE UP IN

FRUSTRATION.

QGUICK FROZEN FOODS AND FOOD ADDITIVES
17. QUALIFIED MAJORITY ACHIEVED ON MON-COMITOLOGY ASPECTS OF
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QUICK FROZEN FOODS, WITH THE COMPROMISE ON RETAIL TEMPERATURE
THTACT . QUALIFIED MAJORITY OM TECHMICAL ASFECTE OF ADDITIMES
PROPOSAL CONFIRMED, WITHOUT TEXTUAL CHANGES. BOTH DOSSIERS BARLCE 10
COREPER FOR RESOLUTION OF COMITOLOGY.

1Z. CEREALS IN RIFT. FRULIT AND VEGITABLES IN MY SECOND IFT. SUGRR
IN MY THIRD IFT. BEEF IN MY FOURTH IFT. TOBACCO IN MY FIFIH i T8 1
AGRIMONETARY IN MY SIXTH IFT. CONCILIATION WITH EP IN RMAY EVENTH
1FT. VETERINARY ITEMS IN MY EIGTH IFT. FOOD HARMONISATION IN MY
NINTH IFT. AOB AND REMAINING POLNTS IN MY TENTH iFY i HOT TO

i :
ALL)

CANMPBELL

DLISTRIBLY LN

MAIN 197
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The Rt Hon John MacGragor OBE MP

Minfister of Agriculture, Fisheries and Food
Whitehall Place

London
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AGRICULTURAL STABILISERS

Thank you for your letter of ﬁL&’ﬁpril to Geoffrey Howe about
the stance you intend to take at the Agriculture Council this
week, if the Presidency press for the adoption of the stabiliser
texts excluding winc.

I gather that it is far from definite that they will do
g0, but if the need arises, I agree that you should press for
the adoption of the set-aside text at this week's Council leaving
the complete stabilisers package over until May. That would
certainly be the best outcome.

But 1f most Member States prefer to proceed with the adoption
of set-aside and the stabilisers except wine, 1 agree with
Geoffray Howe, There would not only be the presantational
difficulty of our appearing to be defeated on the general issue
of stabilisers, but others might feel free to unpick other aspects
of the package.

I am copying this letter to the Prime Minister, Peter Walker,
Malcolm Rifkind, Tom Eing and Sir Rabin Butler.
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Aqricultural Stabiliseors
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1. Thank you for your lgfter of 15 April about the
position you plan to take at the Agriculture Council next
week if the Presidency press for the adoption of all the

-

stabiliser texts except for wine.

2. I understand that it is not certain that the
Presidency will try to split the package. However, if
they do, I agree that you should argue for the immediate
adoption of the set-aside proposals only, keeping the
stabilisers for adoption together in May.

3. But I also agree that most member states may prefer
to proceed with the adoption of set-aside and the
stabilisers except wine. That would be very much a
second-best ocutcome. But I suspect that there might be a
greater risk of the package unravelling (or of prejudice
to our interests in the price-fixing) if all of it were
left over until May. I certainly do not think we should
get ourselves outvoted on the issue. That would look
like a defeat: moreover it might actually increase the
risk of further amendment to the wine stabiliser.

4. I am copying this minute to the Prime Minister, the
Secretaries of State for Wales, Scotland and Northern
Ireland and the Secretary of the Cabinet.

7

Foreign and Commonwealth Office
18 April 1988

[ GEOFFREY HONE )
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The Rt Hon Sir Geoffrey Hows OC MP

Foreign and Commonwealth Qffice

Cowning Strest

SWiA 2AL J5 April 1988

bewr Sorttunn 5} Stak,

1 referred briefly at Cabinet yesterday morning to an issus an
the stabilisers package which has just arisen OWing to the delay
that may be caused by the European Parliament in formal adoplLian
af 1t. 1 am writing to explain the issues and the possible
lines to takeé atl the ARgriculture Council on 18 = 19 April.

The problem is this. The Agriculture Council reached 8O ee mant
on legal texts giving effect to the European Courcil's-decisions
on stabllisers for all commodities by the end of March, Thess
texts were not, however, formally adopted then becanse Ehe Council
had to wait for the European Parliamant's opinion. it wae
expacted that formal adoption could take place 3l he Council
Meeting next - waek, Lt now transpires that there will he a3
difficulty because the European Parliament has not yvet glven an
gpinion on the wine stabiliser though 1t has given opinicns on
Lhe rest of the package.

The Presidency explained to the Special Committes For Agricultbure
edarlier this week that, in the face af this, they ars’ inciined
Le propose that the Council should now formally adopt the stablliser
package apart from wine, leaving wine to be adopted later, possibly
but not definitely in May. The Council is scheduled to have a
conciliation session with the Parliament on the morning of 19 April
and formal adoption could take place immediatsly after that,

The issue for us is whether to accept some splitting of the
package or to insist, as we have done very firmly up till now,
that it must be adopted as a whale. There are riskes elther way.

The reasons for our holding back from giving final agreemsnt to
some stabllisers while others were stilil subject to negotiation
are clear. It would have been much too easy for others to drag
out the argument and defer the unpalatable decisions for instance

CONFIDENT
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on wine. We now have firm agreement at the level of the Aqriculture
council bat the Eurdpean Parliament is able to exert some infFluence .
They could ardd Well may press for changes on the wine stabiliser,
Jhe producer Member States are very likely to use this possibility.
50" ,1F wine 18 hived off now for later adoption, there are
undmitted risks of changes for the worse,

j

If on the other hand we stand firm on unity of the package there
are two disadvantages, FPirst, there is & risk that one Member
state or another may reopen the Council stabiliser in the light
of the discussions on the Commission regulations. This danger
has already surfaced over set-aside. Or links may bz made with
the price fixing. In thlis way +the stabiliser package could
start to anravel. Second; on set-aside again, if the Council
delays formal adoption of the basic text by a month, that will
delay adoption of the Commission rules which are due to be
settled on 22 April. That in turn will make it igppossible for
us, and no doubt for other Member States, to bring schemes into
effect by the due date of 1 July. But’ 1f set-aside did not
start then the Cermans might possibly point to the commitment of
the European Council to bring stabilisers and set-aside into
effect together; and make this an argument for delaying the
cperation of stabilisers generally. That would of courees be g
very bad outcome indesad.

Wwe fare a choice of two evils, One course would he to go for
immediate adoption of the set-aside proposals, arguing that this
needs b6 9o ahead for practical reasens and is not itself a
stabiliser; but that the stabiliser package should be kept intact
and await the European Parliament's opinion on wine. I do not
know what support we would have from other Member States for
this proposition; possibly not much. If others all preferred
the Presidency's idea of adopting all the package except wine I
think it would be consistent with olr previous strong stance to
resist the Presidency proposal, make clear that our position on
Own Resources continues to depend on completion of all stabilisers
as they now stand and let ourselves be cutvoted. 1 would make
it clear both in the Council and to the press that had wine been
included we would of course have wvoted f£for the package. We
would not be gquite alone. We know the Danes have a parliamentary
mandate kc keep the package together. They are reckoning with
being outvoted.

There are obvious risks in this. The greatest would be if 1t
'y

looked as though sufficlent votes would join us to make it a
blocking minority. In that case perhaps we would have to vote
for, but with the caveat on Own Resources as above.

For these reasons my order of preference would he:

(a) adopt set-aside; leave stabilisers for adeption in May:

FlD] adopt ...
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and explanation a&s above;

adopt 1 ] the art from wine, leaving
wine for adoption : rit the cavest on own
resouryées.

I would be grateful for colleagues' wurgent views. The situation
is complex and I shall therefore wish to take a finmal view at the
Council ditself. If developments there make me think that we
should do other than suggested above, 1 should wish to contact you
from Luxembourg to discuss the way forward.

Copies go to the. Prime Minister, members of OD(E), Lo Peter Walker,
Maloolm Rifkind and Tom King and te Sir Robin Butler.
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