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C O N F I D E N T I A L 

P R I M E M I N I S T E R 

C A P P r i c e s and G r e e n P o u n d D e v a l u a t i o n 
(C(79) 20) 

B A C K G R O U N D 

In h i s p a p e r C ( 7 ^ / 2 0 the M i n i s t e r of A g r i c u l t u r e s e e k s the C a b i n e t ' s 

e n d o r s e m e n t of the l i n e he p r o p o s e s to take i n the 18th June A g r i c u l t u r e 

C o u n c i l on C o m m o n A g r i c u l t u r a l P o l i c y ( C A P ) p r i c e s and on the G r e e n P o u n d . 

2. The H o u s e of C o m m o n s w i l l be deba t ing the p r i c e - f i x i n g and o the r 

a g r i c u l t u r a l m a t t e r s on 15th J u n e . 

3. A l t h o u g h the M i n i s t e r of A g r i c u l t u r e e n v i s a g e s even tua l c o n c e s s i o n s on 

some p r o d u c t s e . g . c e r e a l s , w i n e , o l i v e o i l , and i s p r e p a r e d to t r ade a p r i c e 

i n c r e a s e fo r s u g a r fo r a cut i n t^e p r o d u c t i o n quota , h i s g e n e r a l a p p r o a c h 

( p a r a g r a p h 3 of h i s p a p e r ) i s i n l i n e w i t h the M a n i f e s t o c o m m i t m e n t to i n s i s t 

on a f r e e z e i n C A  P p r i c e s f o r p r o d u c t s i n s t r u c t u r a l s u r p l u s and to oppose a 

d i s c r i m i n a t o r y m i l k l e v y . It i s a l s o i n tune w i t h the v i e w s e x p r e s s e d i n 

C a b i n e t on 17th M a y , when the p o l i t i c a l i m p o r t a n c e to the G o v e r n m e n t of 

s t i c k i n g to i t s p o s i t i o n on a p r i c e f r e e z e was s t r e s s e d ( C C ( 7 9 ) 2nd C o n c l u s i o n s ) . 

4. T h i s a p p r o a c h was a g r e e d by the S u b - C o m m i t t e e on E u r o p e a n Q u e s t i o n s 

( O D ( E ) ) on 11th June and i s put to C a b i n e t now because of i t s t a c t i c a l l i n k a g e 

w i t h the G r e e n P o u n d and B u d g e t i s s u e s r a t h e r than f o r subs t an t ive d i s c u s s i o n . 

5. The F r e n c h a r e l i k e l y to m a k e a d e t e r m i n e d p u s h fo r a g e n e r a l 

2 p e r cent p r i c e i n c r e a s e i n o r d e r to l e ave r o o m f o r a r e d u c t i o n i n G e r m a n 

m c a s . If, as M r . W a l k e r p r o p o s e s , we s tand f i r m w i t h the C o m m i s s i o n i n 

re s i s t i ng th i s p r e s s u r e , we c a n w i t h I t a l i a n suppo r t - o r i n the l a s t r e s o r t on 

o u r own - b l o c k any i n c r e a s e s on produc ts i n s u r p l u s e s p e c i a l l y m i l k . B u t 

t he re c o u l d be d a n g e r s fo r o u r B u d g e t o b j e c t i v e s at the E u r o p e a n C o u n c i l i f 

P r e s i d e n t G i s c a r d d i g s h i s h e e l s i n on a C A P p r i c e i n c r e a s e and we s tand out 

a g a i n s t i t . W h e t h e r any s u c h th rea t w o u l d be r e a l o r b lu f f c a n on ly be 

a s s e s s e d n e a r e r the t i m e . Y o u m i g h t th ink i t p ruden t , a s s u m i n g that the 
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C a b i n e t e n d o r s e s M r . W a l k e r ' s p r o p o s a l s , to i n v i t e h i m to c o n s u l t the F o r e i g n 

and C o m m o n w e a l t h S e c r e t a r y and y o u r s e l f i f t he re i s a r i s k of h i s b e i n g a 

i s o l a t e d , so that o u r p o s i t i o n c a n be r e v i e w e d i f n e c e s s a r y d u r i n g y o u r 

E u r o p e a n C o u n c i l b r i e f i n g s e s s i o n on the a f t e rnoon of T u e s d a y 19th June . 

G r e e n P o u n d 

6. The M a n i f e s t o c o m m i t m e n t (page 17) was to " d e v a l u e the G r e e n P o u n d 

w i t h i n the n o r m a l l i f e t i m e of P a r l i a m e n t to a po in t w h i c h w o u l d enable o u r 

p r o d u c e r s to c o m p e t e on l e v e l t e r m s w i t h those i n the r e s t of the C o m m u n i t y " . 

7. The M i n i s t e r of A g r i c u l t u r e ' s p r o p o s a l s ( p a r a g r a p h s 6 and 9 of h i s 

p a p e r ) a r e f o r a l\ p e r cent d e v a l u a t i o n of the G r e e n P o u n d f o r a l l 

c o m m o d i t i e s f r o m 2nd J u l y , p l u s a t a c t i c a l b i d f o r an a d d i t i o n a l 5 p e r cent 

f o r p i g m e a t a l o n e . T h e s e p r o p o s a l s a r e on top of the 5 p e r cent d e v a l u a t i o n 

p r o p o s e d by the l a s t G o v e r n m e n t and a g r e e d i n the C o u n c i l i n M a r c h . O D ( E ) 

w a s unab le to r e a c h a g r e e m e n t on M r . W a l k e r ' s p r o p o s a l s , w h i c h thus c a l l 

f o r a d e c i s i o n by the C a b i n e t . 

8. M r  . W a l k e r j u s t i f i e s the p r o p o s e d l\ p e r cent g e n e r a l d e v a l u a t i o n as 

n e c e s s a r y to r e s t o r e conf idence and p r o f i t a b i l i t y to B r i t i s h a g r i c u l t u r e , a s a n 

a p p r o p r i a t e r e s p o n s e to the f a r m e r s ' d e m a n d f o r 10 p e r cent , and as the 

amoun t r e q u i r e d to d e a l w i t h the c r i s i s i n the p i g i n d u s t r y . ( p a r a g r a p h 7). 

9.	 D i s c u s s i o n i s l i k e l y to focus o n : 

(a)	 the a g r i c u l t u r a l c a s e f o r a 7j p e r cen t d e v a l u a t i o n . A l t h o u g h 

M r . W a l k e r ' s p a p e r ( p a r a g r a p h 5) po in t s out that f a r m i n c o m e s f e l l 

by 13 p e r cent i n r e a l t e r m s i n 1978, t h i s was p a r t l y due to an 

e x c e p t i o n a l f a l l i n potato p r i c e s - w h i c h a r e not c o v e r e d by the G r e e n 

P o u n d a r r a n g e m e n t s . T a k e n toge ther w i t h the e a r l i e r 5 p e r cen t 

d e v a l u a t i o n h i s p r o p o s a l s w o u l d i m p l y an i n c r e a s e of a l m o s t 14 p e r cent 

i n f a r m s u p p o r t p r i c e s i n the U n i t e d K i n g d o m , even wi thou t any 

i n c r e a s e i n c o m m o n E E C p r i c e s . 

(b)	 the 0. 5 pe r cen t a d d i t i o n to the r e t a i l p r i c e i n d e x (2. 0 p e r cent on the 

food p r i c e i ndex ) c o m i n g on top of the r e c e n t i n c r e a s e i n r e t a i l m i l k 

p r i c e s and the B u d g e t V A T i n c r e a s e s . 
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(c)	 a l\ p e r cen t g e n e r a l d e v a l u a t i o n now m i g h t l e ave v e r y l i t t l e scope f o r 

f u r t h e r G r e e n P o u n d d e v a l u a t i o n s i n l a t e r y e a r s to c o m p e n s a t e f a r m e r s 

fo r r i s i n g c o s t s , e s p e c i a l l y i f the P o u n d r e m a i n s s t r o n g . We m i g h t then 

f ind that we w e r e f o r c e d to p r e s s for i n c r e a s e s i n the c o m m o n p r i c e s 

even of c o m m o d i t i e s i n s u r p l u s i n o r d e r to s a t i s f y the needs of o u r 

f a r m e r s . T h i s toge ther w i t h the r e t a i l p r i c e ef fec t i s the m a i n 

a r g u m e n t a g a i n s t p r o c e e d i n g to an e a r l y a b o l i t i o n of m c a s . We c o u l d 

h o w e v e r d e c l a r e o u r r e a d i n e s s to phase t h e m out and the F o r e i g n and 

C o m m o n w e a l t h S e c r e t a r y m a y a rgue that such a d e c l a r a t i o n w o u l d be 

h e l p f u l i n the con tex t of o u r B u d g e t c o n t r i b u t i o n . The d i spu te o v e r the 

s i z e of o u r budget c o n t r i b u t i o n because of m c a s w i l l then r a p i d l y d i s a p p e a 

(d)	 w h e t h e r by p r e s s i n g fo r a G r e e n P o u n d d e v a l u a t i o n we w e a k e n o u r 

p o s i t i o n i n the p r i c e f i x i n g . M r . W a l k e r does not b e l i e v e that we w i l l , 

but i t m a y be e a s i e r to s e c u r e the C o m m i s s i o n ' s he lp f o r , s ay , 

5 p e r cent than l\ p e r cen t . 

H A N D L I N G 

10. The M i n i s t e r of A g r i c u l t u r e m i g h t be i n v i t e d to i n t r o d u c e h i s 

m e m o r a n d u m , and the F o r e i g n and C o m m o n w e a l t h S e c r e t a r y to r e p o r t on the 

O D ( E ) d i s c u s s i o n . T h e r e a f t e r you m i g h t f ind i t c o n v e n i e n t to take f i r s t the 

p r o p o s e d a p p r o a c h to the C A  P p r i c e f i x i n g n e g o t i a t i o n s , t a k i n g accoun t of the 

po in t i n p a r a g r a p h 5 a b o v e . 

11. Y o u m i g h t then m o v e on to the G r e e n P o u n d . The C h a n c e l l o r of the 

E x c h e q u e r m i g h t be i n v i t e d to say w h e t h e r the R P I effects of a 7^ p e r cent 

d e v a l u a t i o n a r e t o l e r a b l e i n r e l a t i o n to h i s g e n e r a l e c o n o m i c s t r a t e g y . He 

m a y a l s o want to p r o b e the extent to w h i c h o u r p a r t n e r s m i g h t put p r e s s u r e on 

us to a c c e p t u n d e s i r a b l e c o m m o n p r i c e i n c r e a s e s i n exchange f o r o u r 

d e v a l u a t i o n . T h e S e c r e t a r y of State f o r T r a d e m a y q u e s t i o n the need fo r so 

l a r g e a d e v a l u a t i o n th is y e a r , a r g u i n g that m o r e shou ld be kept i n hand fo r l a t e r 

y e a r s . The S e c r e t a r i e s of State fo r N o r t h e r n I r e l a n d and Scotland^ w i l l w i s h to 

s u p p o r t a l\ p e r cen t d e v a l u a t i o n , though the S e c r e t a r y of State fo r W a l e s m a y 

be content w i t h s o m e t h i n g l e s s . The L o r d P r e s i d e n t m i g h t sugges t a c o m p r o m i s e 
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to seek a 5 p e r cent g e n e r a l d e v a l u a t i o n p l u s a t a c t i c a l b i d f o r a f u r t h e r 

5 p e r cent on p i g m e a t , but to f a l l b a c k on a 6 p e r cen t g e n e r a l d e v a l u a t i o n i f 

the p i g m e a t p r o p o s a l i s b l o c k e d by the D a n e s and the D u t c h . The C h a n c e l l o r 

of the D u c h y m i g h t be i n v i t e d to c o m m e n t on the P a r l i a m e n t a r y h a n d l i n g of the 

debate on 15th June . 

C O N C L U S I O N S 

12.	 Subjec t to the d i s c u s s i o n , you m a y be ab le to c o n c l u d e that the C a b i n e t 

(a)	 e n d o r s e s the p r o p o s e d a p p r o a c h to the C A  P p r i c e f i x i n g n e g o t i a t i o n s , 

sub jec t to the M i n i s t e r of A g r i c u l t u r e r e p o r t i n g to you and the F o r e i g n 

and C o m m o n w e a l t h S e c r e t a r y on 19th June on the p o s i t i o n then r e a c h e d 

(b)	 d e c i d e s that we s h o u l d go for a 5 p e r cent g e n e r a l d e v a l u a t i o n toge ther 

w i t h a t a c t i c a l b i d f o r a f u r t h e r 5 p e r cent on p i g m e a t , but s h o u l d l e ave 

the M i n i s t e r of A g r i c u l t u r e f r e e d o m to go up to 6 p e r cent i f the 

p i g m e a t b i d p r o v e s to be unnego t i ab le and i f i t c an be a c h i e v e d wi thou t 

p r e j u d i c e to o u r n e g o t i a t i n g p o s i t i o n on C A  P p r i c e s . 

re 

J o h n	 Hun t 

13th	 June 1979 


