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CcO UNITY BUDGET: THE NEXT STEPS

As requested in your letter of 2 George Walden at the
Foreign and Commonwealth Officey”] submit two new papers, approved
by my Minister, one on fish and the other on mutton, for consideration

by the Prime Minister.

There have of course been interdepartmental official discussions of the
issues, and I understand that some reservations were expressed about

the desirability of the Community-financed variable premium for UK
sheepmeat which the sheepmeat paper proposes as the best means of
reducing the volume of intervention buying, if we fail to get intervention
sufficiently limited or the proposed intervention price sufficiently reduced.
My Minister however regards this as the most promising means of solving
the intervention problem, and to the benefit of the British producer and

consumer.,

I am copying my letter and its enclosures to George Walden and
Michael Richardson at the FCO, John Wiggins (HM Treasury),

John Craig (Welsh Office), Godfrey Robson (Scottish Office) and
David Wright (Cabinet Office).

L[ e Cuna
Ca {Lr,/,éj

G R WATERS
Principal Private Secretary
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SECRET
FISHERIES AND THE EC BUDGET

Memorandum by the Minister of Agriculture, Fisheries and Food

BACKGROUND

1, As we expected, fisheries proved to be one of the contentious
points at the 27/28 April European Council, especially in relation
to the so-called principle of "equal access", and this is
recognised in the conclusions (Annex A). It is not yet clear
whether the budget will be settled at the June meeting of the
European Council or elsewhere, but in either event it seems that a
statement on fisheries will be adopted at the same time and this
was confirmed at this week's Foreign Affairs Council. We therefore

—

need to consider what our objectives and tactics on fish should be

in the budget context.

2. The starting point for renewed discussions will probably be
the text produced by the "Ruggiero Group" which was discussed at
Luxembourg (Annex B). The square brackets in the first paragraph
reflect a reservation by the French, who were seeking to insert a
settlement date earlier than the end of the year. Those round the
whole of the indents in the second paragraph relate to our
reservations concerning the detailed references to particular
"principles". But our main reservation related to the specific
references to access in sub-paragraph (e).

UK OBJECTIVES

3. The most explicit commitments we have given on access were
those in the statement issued by the Prime Minister in her tour

of North East Scotland on 26 April 1979. This stated that a —

Conservative Government's negotiating aims would include:-
"an adequate exclusive zone"; and
"a further considerable area of preferential access".
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There is no doubt that the fishing industry and public opinion
attach much importance to our achieving a satisfactory revision
of the CFP and that access is a vital component in our demands.

e il
'ATTITUDE OF THE OTHER MEMBER STATES
4, Article 100 of the Treaty of Accession provided for derogations
from the common fisheries policy until end-1982 in respect inter
alia of access, and Article 103 provided for the Council to consider
provisions to follow these dz;zzétions. Other Member States will
be seeking to minimise the departures from free access that may be
agreed. Whilst the Irish and the Danes might be expected at least
to some extent to have similar views to ours on this question, they
expect to have their needs met in ways which are unlikely to help

us.

TACTICS

s The conclusions of the European Council were that discussion
should be resumed by Fisheries Ministers, though it is not clear
whether this relates to fisheries generally or to the unresolved
text on access. It is generally in our interests to make progress
towards a settlement and we would not be opposed to an early
Fisheries Council provided it is held to discuss new proposals from
the Commission put forward after a proper round of bilaterals and
covering all the essential elements of a common fisheries policy.
This would effectively rule out a Council in May, since it is
highly unlikely that, given his other current preoccupations,
Gundelach would be able to undertake the necessarily extensive
bilateral contacts in the time available. It would clearly be very
much against our interests to have an ill-prepared Council at this
stage.

6. We may, of course, given the conclusions of the European Council,

have to discuss a text on access in the Fisheries Council, but the
above analysis suggests that, unless Gundelach undertakes the
consultations and makes new proposals, we should aim to keep any
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contacts between Fisheries Ministers in a low key until the budget
is settled. A text on fisheries to be adopted with the budget
decision can probably best be settled in the same forum as the
budget.

POSSIBLE TEXT ON ACCESS

7 In whatever forum discussions on the fisheries text are renewed,
we will need to have ready a text on access which stands a chance

of being negotiable while protecting our position. Although our
preference would have been to avoid a list of principles to be
observed, it is not now realistic to expect to avoid a statement
which goes into some detail. The Ruggiero text at Annex B includes
points which we would have preferred to avoid, but we can live with
all the elements in it other than access provided no attempt is

. —
made to introduce any more specific commitments. We should therefore

use our readiness to move on the inclusion of general principles
as a means to obtain a more acceptable version of sub-paragraph (e).
The sort of phrase which might be acceptable is:-

"(c)conditions of access, subject to the need to
take account of the vital needs of local communities
specially dependent upon fishing and the industries
allied thereto, and of the necessity of adopting
without delay provisions to solve the problems of

coastal fishing activity, in particular in economically
disadvantaged regions, and to regulate fishing activity
within a coastal belt."

I have reluctantly concluded that agreement is unlikely to be

possible without a reference to equal access. Overall, however,
although the text might be held to weaken somewhat our case for
preferential access outside 12 miles we could claim that it went
no further in this respect than the Hague Agreement itself which

was of course accepted by our predecessors. Naturally we would not
wish to produce any text until it was clear that the time was ripe.
We will need to judge that nearer the time.
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CONCLUSION
8. I propose, therefore, if we cannot prevent fish from being
linked with the settlement of the Budget, that we should aim:-

i) to concede at maximum a statement of general
principles, according to which the Fisheries
Council should approach the renegotiation of
the common fisheries policy;

to insist that, to be acceptable for this
purpose, the Ruggiero text should be amended
to include satisfactory wording omn access
(as in paragraph 7);

to see this text settled in the same forum
as the Budget issue is settled; but if
necessary we would have to deal with the
matter in a properly prepared Fisheries
Council;

more generally, to ensure that the Commission

presents revised proposals 6n1y after full
consultation, that these céver‘all the elements

of a common fisheries policy and that they are
made before any further meeting of the Fisheries
Council.
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The European Council - while noting that an agreement existed
on the need for adoption as swiftly as possible of the decisions
necessary for the introduction of a common fisheries policy
together with a number of basic features of such a policy -
found that there was still disagreement on the questions
concerning the principle of equal access.

It agreed that the examination of this matter would be
resumed by the Cquncil composed of Ministers for Fishéries.
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" FISHERIES

The European Council invites the Community Institutions to
adopt as swiftly as possible the decisions necessary to
ensure that [before the end of the year] a common overall
fisheries pollcy is 1ntroduced.

The European Council considers that, in compliance with the
Treaties and with the agreement reached in The Hague on

3 November 1976, this policy should be based [on the following
principles:

(a) rational and ‘non-discriminatory management of resources
and conservation and reconstitution of stocks;

(b) fair distribution of catches having regard, inter alia,
to the special needs of certain regions in which economic
activity is largely dependent on fishing, to traditional
fishing activities and to the loss of catch potential in
third country waters;

respect for the principles'of equal access taking
- account of special needs of coastal flshermen and'of
regions particularly dependent on fishing;] i

effective controls on the conditions applying to fisheries;

adoption of structural measures which include a financial
contribution by the Community;

~ establishment of securely-based fisheries relations
with third countries and implementation.bf agreements
already negotiated. In addition, endeavours should be
made to conclude further agreements, in which the Community
could also offer trade counter-concessions. ] A
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A COMMON ORGANISATION OF THE MARKET FOR SHEEPMEAT

NOTE BY THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD

At this week's meeting of the Council of Agriculture lMinisters

we put a series of questions to the Commission directed to
exposing the serious short-comings of the sheepmeat proposals
they tabled during the European Council in Iuxembourg. Following
an unconvincing response from Vice-President Gundelach, other
Member States offered no comments and at our insistence the
Commission's proposals were remitted for detailed examination

by the Special Committee. We now need to consider what approach
we should adopt in further discussion of these proposals.

5. The Commission has now moved to a position of recommending
unlimited intervention throughout the Community from mid-July

to mid-December, the main marketing season, with the possibility

of further intervention at other times of the year. They have
further suggested an initial basic price at the high French price
level and an intervention price above the forecast average
Community market price with free trade. Although export refunds
are not specifically included in the Commission's latest proposals,
Gundelach has confirmed at the Council of Ministers that he saw

a role for them in the scheme he has put forward which implies
that provision for the use of export refunds would be included

in the Council regulation we would be expected to accept. There
would also be large premiums for French producers, but little or
no such aid for ours, and no firm timetable for phasing out such
compensatory payments and establishing a common reference price
and common premium.

Attitude of other Member States

3. The French are determined to have intervention to put a floor
in the Community market above the current weighted average
Community market price, to be supplemented by compensatory

premiums to maintain French producers' revenues at their present




level. Until recently other Member States, except Ireland, have
fully supported us in opposing an interventionist regime but they
will now find it difficult to pull back from their acceptance in
Iuxembourg of the Commission's proposals which they saw as a

means of allowing them Farm Price increases they desperately

need. It will now be very difficult for us to secure any signifi-
cant modification to these proposals despite theilr obvious short-
comings.

Implications of the Commission's Proposals

4. Our estimates of the intervention and financial consequences
of the Commission's proposals are in Appendix I. These show
that in the first year of the regime some 18,000 tonnes could go
into intervention, mainly in the UK. The UK would secure no
premium benefits while contributing to the cost of premiums for
France and other Member States. This contribution would be more
than offset by receipts from the Community for the cost of
intervention incurred in the UK. Thereafter if in subsequent
years the initial intervention level were maintained in real
terms we could see the quantities purchased rising over several
years up to about 100,000 tonnes (two-thirds in the UK) due to a

combination of rising production but declining consumption caused

by the level of intervention price. The regime would become
increasingly costly, but our net receipts from the Community
budget would rise because the larger part of the increasing
intervention would occur in the UK. Were intervention confined
to France the effect would be to attract a large, and increasing,
quantity of British lamb away from the domestic market into
France over and above our increased exports resulting from free
circulation.

5. The disposal of stocks of frozen sheepmeat on this increasing
scale would not only be extremely expensive but could disrupt

the markets on which they were sold. New Zealand is currently
sending the Community as a whole around 250,000 tonnes of frozen
lamb, mainly to the UK. She will benefit from the strengthening
of UK prices under a common market with free circulation. But
any disposal of intervention stocks at the increasing levels

foreseen in our estimate on the Community market would be very
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damaging to New Zealand's sales and returns. Similarly to dispose
of stocks on this increasing scale with the aid of export refunds
in North Africa and the Middle East could seriously disrupt these
markets which in the case of the Middle East are becoming very
important to New Zealand.

6. These implications of the Commission's proposals are only too
evident to New Zealand as Mr Muldoon's recent message to the
Prime Minister shows. The negotiation of a voluntary restraint
agreement would be seriously prejudiced. In the absence of a
sufficient moderation of the Commission's proposals to satisfy
New Zealand that the consequences discussed above would be
avoided, she would presumably refuse to sign up to a voluntary
agreement. The French would then seek a deconsolidation of the
GATT binding.

UK Approach in Further Negotiations

7. Our main objectives should be to secure arrangements which
would give us a resource gain and to avoid heavy intervention
with all the adverse consequences this would carry with it. In
the note on the Commission's proposals submitted in lLuxembourg
by the Agricultural Council to the last European Council, UK
objections were recorded to -
i) the principle of public intervention
ii) +the method of calculating premiums and in particular
reference prices
iii) +the principle of export refunds (French request
for their inclusion)
iv) the level of the basic price (the Commission having
proposed 345 ECU/100 kg).

8. Ensuring a resource gain for the UK and eliminating the
present discrimination against our sheepmeat sector requires
securing premium arrangements which will give a proportionate

benefit to our producers. We should in particular seek a firm

timetable for phasing out discriminatory premiums, in not more

than 2/3% years, and for establishing a common reference price
and common premium.




9. As regards export refunds, we should press for complete

exclusion from the Council regulation. Otherwise decisions on
their use would rest with the Commission under the Management
Committee procedure. If we are unable to secure agreement to
exclusion permanently the only acceptable fall back would be to
accept initial exclusion but with a review after a period.

10. As regards intervention, we should of course seek all means

of restricting its scope and minimising the likely disruption

of markets which would result from the disposal of large stocks
of frozen sheepmeat. The idea of providing for the re-sale at
subsidised prices of stocks purchased, still in fresh or chilled
form, to areas of the Community where little sheepmeat is now
consumed might be tested out in discussion. What would be
essentially a commercial operation by intervention agencies
would however present formidable administrative problems. And
even if means could be found for preventing such subsidised
meat being sold back into the French market, other Member States

would not welcome the sale of cheap mutton and lamb in their

meat markets.

f

11. Measures to restrict the scope of intervention will not
however in themselves remove the risk of intervention buying on
the increasing scale foreseen in our estimates unless we can
secure a significant reduction in the proposed basic price of
345 ECU/100 kg, and the derived intervention price which would
be above the current weighted average of the Community market

price. To remove the likelihood of heavy intervention the basic
price needs to be reduced to not more than 315 ECU which would
bring the derived intervention prices down to 268 ECU (Continent)
and, say, 263 ECU (UK and Eire). The estimates in Appendix I
indicate that with prices at these levels intervention would be
initially minimal and subsequently should be held to moderate
levels.

12. We could go for the options of not operating intervention
in the UK at all or of setting the intervention price in the UK
much lower than in France. Neither however would overcome the
problem posed by an over-high intervention price in France
which would draw large quantities of lamb from the UK to France
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over and above the requirements of free trade unless there was
some counter-balancing support in the UK. There would still be
very large quantities in intervention and the fact that it was
concentrated in France would make it no less objectionable to
New Zealand.

12. The only possible means of offsetting these effects of a
high intervention price in France would be to operate a FEOGA
financed variable premium in the UK linked to seasonalised target
prices at a level comparable with the seasonalised intervention
price in France. Under this alternative in any week when the
average market price is below the seasonalised target price a
premium equal to the gap between the two prices is paid on
eligible sheep marketed for slaughter. The return to the
producer is maintained; there is no adverse impact on consumption;
and, if the premium is recouped on export there is no risk of
heavy exports into French intervention. Provision for such an
alternative was included in working proposals circulated by the
Commission last year. It will be difficult to secure, but some
other Member States would like to avoid heavy intervention and
they are all committed to 100% FEOGA funding of whatever measures
are agreed.

Conclusion

13. Public intervention is both unnecessary and inappropriate
for the Community sheepmeat sector; but France is insisting on
an intervention-based sheepmeat regime as part of her price for
a settlement of the budget issue. If she sticks to this, we
shall have to negotiate the best arrangements for sheepmeat
that we can, reducing as far as we can the adverse effects for
ourselves and for New Zealand. Our main objectives, reflecting
the reservations on the Commission's proposals we have already
lodged, should be the following -

1) we should seek a substantial reduction in the

proposed basic price and derived intervention
price to avoid the risk of heavy intervention
particularly in the UK;




we should also seek maximum limitations on the
scope of intervention and explore whether there
is any possibility of avoiding the freezing

of meat bought into intervention;

if we are unable to secure a sufficient reduction
in the basic price we should seek a variable
premium for the UK to avoid the over-high
intervention price leading either to heavy
intervention in the UK or to exports of our
sheepmeat into French intervention;

we should seek the exclusion of export refunds

from the regime;

we should seek a basis for calculating the
premiums proposed by the Commission which will

give proportionate benefits to the UK: and in

particular a firm timetable for the early
achievement of a common reference price and

premium.




APPENDIX I

PRELIMINARY ESTIMATE OF COST OF SHEEPMEAT REGIME
A COMMISSION'S PROPOSALS IN ANNEX 2 TO AGRICULTURAL PRICES DOCUMENT

Year 1 MECU £m
Premiums 94 61
Intervention 29 a9
Total EC Expenditure 86
UK Gross Contribution 24 15
UK Receipts 29 a9

Longer Term

Premiums - expenditure would depend on movement of market prices and
alignment of reference prices

Intervention costs: MECU £m

Total EC Expenditure 217 140

UK Gross Contribution 39 a5

UK Receipts 132 85

.~ ASSUMING INTERVENTION PRICE BELOW CURRENT WEIGHTED AVERAGE MARKET
B PRICE

Year 1 MECU £n
Premiums a2 72
Intervention 1 1
Total EC Expenditure 113 ¥
UK Gross Contribution 21 14
UK Receipts 0 0

Longer Term

Premiums - expenditure dependent on market price and reference price
changes

Intervention: MECU £m

Total EC Expenditure 32 21

UK Gross Contribution 6 4

UK Receipts 19 12

NOTES:

3¢ Commission indicated at Council that they envisaged basic price
of 345 ECU/100kg. Costs at A are based on intervention price of 293
ECU/100kg for Member States except UK and Eire where 288 ECU/100kg is
assumed to take account of transport costs. Costs at B are based on




basic.price of 315 ECU/100kg; intervéntion prices of 268 ECU/100kg
on the Continent and 263 ECU/100kg in UK and Eire.

~ii. Estimated quantities taken into intervention (tonnes);

A First Year Long-term
UK 1%,500 Total 100,000

Eire 2,500 (UK about 65,000)
Others 2,500

First Year Long-term

Total less than Total 17,000
500 (all (10,000 in UK)
. in Eire)

iii. Assumes intervention all the year round as French are insisting.
Commission propose that intervention would operate from 15 July to 15
December with intervention at other periods of year on a temporary
basis if necessary. Limiting intervention in this way could reduce
the quantities bought in somewhat, but would tend to encourage pro-
duction in the intervention period.

iv. Year 1 market price assumption as in 6448/80.

L Cost of intervention 1720 ECU (£110) tonne (Commission estimate).
Cost of export refunds equals difference between the intervention
price in each Member State, minus the loss of wvalue in intervention,
and the world price. This varies between 450 ECU (£290) per tonne

and 94 ECU (£61) per tonne.
vi. Private storage is unlikely to be made use of as currently

proposed and no estimate is therefore included.

vii. A tariff cut as envisaged under VRAs of say 10%, could save
the UK some £20m a year in gross payments to Brussels and some £15m
~a year in public expenditure. '







