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CONFIDENTIAL 

DOCUMENT IS T H E P R O P E R T Y O F H E R BR ITANN IC M A J E S T Y ' S G O V E R N M E N T 

C(79) 59	 C O P Y N O g 1[ 

4 December 1979 

C A B I N E T 

A G R I C U L T U R E 

Note by the Secretory of the Cabinet 

1. A t its meeting on 4 October 1979 (CC(79) 16th Conc lus ions , Minute 3) 
the Cabinet considered a memorandum by the M in i s t e r of Ag r i cu l tu re , 
F i s h e r i e s and Food (C(79) 41) proposing an ea r l y increase of l^p per pint, 
f r o m 15p to Ibjrp, in the max imum reta i l p r i ce of m i l k . The Cabinet 
agreed that there should be no increase in the r e ta i l p r i c e of m i l k at that 
stage, and that the question of m i l k p r i c e s should be looked at in the broader 
context of support for agr iculture general ly and against the background of the 
Common Ag r i cu l t u r a l P o l i c y (CAP ) and the subsidies which other members 
of the European Economic Community ( E E C ) gave to their ag r i cu l tura l 
industr ies . 

2, The review has been undertaken by an Off ic ia l Group (MISC 23), 
whose report i s attached. It gives both the context and the detailed 
considerations for three decis ions which the Cabinet i s now invited to take: 

i . Whether o r not to undertake a devaluation of the green Pound 
in the immediate future. The Min i s te r of Ag r i cu l tu re , F i s h e r i e s 
and Food proposes that he should seek a devaluation of 5 per cent 
at the E E C Counc i l of M in i s t e r s (Agr iculture ) on Monday 
10 December , The case for this appears to be strong. 

i i .	 Whether or not to increase the max imum reta i l p r i c e of mi lk . 
The M in i s t e r of Ag r i cu l tu re , F i s h e r i e s and Food conf i rms his 
ea r l i e r proposa l for a l^p per pint increase as soon as poss ib le . 
If there i s no increase , the prof it ma rg in w i l l fa l l ve ry sharply 
indeed; the B r i t i s h consumer would gain f r o m having m i l k that much 
cheaper; the B r i t i s h balance of payments would lose to the extent 
that we imported more butter; the Exchequer would gain its share 
of the savings to the E E C of l e ss butter being sold into intervention. 
A t some stage, E E C m i l k output wi l l have to be cut and a step by the 
United Kingdom to reduce i ts own output by lower ing the prof itabi l i ty 
of m i l k could be presented as a move in this d i rect ion . But it i s 
questionable whether B r i t a i n should take this step alone. Apa r t f r o m 
f a r m e r s ' prof it marg ins another argument for some increase in the 
p r i ce of m i l k i s that at the next meeting of Ag r i cu l tu re M in i s t e r s of 
the E E C the United Kingdom wi l l be taking a tough l ine and our own 
f a rm ing industry wi l l be affected e. g. by an increase in the c o 
respons ib i l i ty levy . A r i s e in the re ta i l p r i c e of m i lk would help to 
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shield our own industry f r om part of the effects of the tough posit ion 
we wi l l need to take. One possible course would be to go for some 
increase in the reta i l p r i c e of mi lk , but l e ss than the l^p per pint 
which the Min i s te r proposes . 

i i i .	 What to do about f a rm capita l grants, a dec is ion on which is 
requi red in order to complete the current publ ic expenditure review. 
The Pub l i c Expenditure Survey (PES) p rov i s ion i n the inherited plans 
for 1983-84 i s £160 m i l l i o n at 1979 Survey p r i c e s . The Chie f 
Secretary , T r e a su ry , proposes that this figure should be reduced by 
£60 mi l l i on , and the M in i s t e r of Ag r i cu l tu r e , F i s h e r i e s and Food 
proposes that it should be increased by £30 m i l l i o n . E i the r change 
would be achieved by means of a change in the percentage rates of 
grant payable on applications after 1 January 1980, and an Orde r for 
this purpose would need to be l a id in Pa r l i ament before the Ch r i s tmas 
r e ce s s . There would be consequential adjustments to the P E S 
figures for 1981-82, 1982-83 and 1984-85. In the med ium t e r m a 
reduction in E E C agr icu l tura l output is necessa ry . A n increase in 
the rate of capital investment would appear to point i n the opposite 
d i rect ion . On the other hand, a decrease i n the rate of grant 
impl ied by the Chie f Sec re ta ry ' s proposa ls (55 per cent) would be 
ve ry steep. The choice appears to be between no change and a 
decrease sma l l e r than that proposed by the Chief Secretary . 

Signed R O B E R T A R M S T R O N G 

Cabinet Office 

4 December 1979 
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AGRICULTURE 

REPORT BY THE OFFICIAL GROUP (MISC 23) 

INTRODUCTION 

1. The Group was set up fol lowing the Cabinet 's discussion of l i q u i d milk 

prices on 4 October 1979. 

2. The Group consisted of representatives of the Treasury, the Foreign and 

Commonwealth Of f ice , the Department of Employment, the Min i s t ry of Agr icu l ture , 

Fisheries and Food, the Department of Trade, and the Central Po l i cy Review 

Staff under Cabinet Off ice Chairmanship. In addit ion the Scot t i sh , Welsh and 

Northern Ireland Agr iculture Departments were represented at a number of the 

Group's meetings. 

3. Ministers w i l l short ly need to take decisions on three issues concerning 

agr icultural support. 

-	 Whether to devalue the Green £ by 5 per cent as recommended by the 

Min is ter of Agriculture, F i sher ies and Food, ( i f Ministers ao decide, i t may 

be desirable t a c t i c a l l y to secure th i s decis ion at the EEC Agriculture 

Council meeting on 10 December, so as to get i  t out of the way before 

the annual p r i c e - f i x i n g begins. So i t i s desirable to have a decis ion one 

way or the other before then.) 

-	 Whether or not to increase the maximum r e t a i l p r ice of milk by 1-̂ -p per p in t 

as recommended by the Min is ter of Agr i cu l tu re , F i sher ies and Food. 

-	 Whether to reduce the l eve l of farm cap i ta l grants as recommended by 

the Chief Secretary, Treasury, or to increase them as recommended by the 

Min is ter of Agr icu l ture , F i sher ies and Food. (This decis ion i s necessary 

i n order to complete th i s year ' s publ ic expenditure review. I f the l eve l 

of grant i s to be changed from 1 January 1980, an Order to th i s ef fect w i l l 

need to be l a i d i n Parliament before the Christmas Recess.) 
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4. The purpose o f t h i s r e p o r t i s t o enab l e these i s s u e s t o he l o o k e d a t i n 

the b r oade r c o n t e x t o f s u p p o r t f o r a g r i c u l t u r e g e n e r a l l y , and a g a i n s t the 

background o f the Common A g r i c u l t u r a l P o l i c y (CAP) and the s u b s i d i e s which othei 

members o f the EEC g i v e t o t h e i r a g r i c u l t u r a l i n d u s t r i e s . 

THE UNITED KINGDOM AGEICULTURAL INDUSTRY 

5. A g r i c u l t u r e c o n s i s t s o f 250,000 i n d i v i d u a l farms r e q u i r i n g w i d e l y v a r y i n g 

i n p u t s , p r o d u c i n g a wide range o f commodi t i es and f a c i n g d i f f e r ence s o f s c a l e and 

o f k i n d i n the prob l ems and o p p o r t u n i t i e s t h e y f a c e . There i s l i t t l e resemblan] 

between cash c r o p p i n g on l a r g e , h e a v i l y mechan i sed farms i n E a s t A n g l i a , and small 

remote i s l a n d farms o r e x t e n s i v e h i l  l f a r m i n g i n the u p l a n d s o f s o u t h e r n Sco t l and , 

n o r t h e r n E n g l a n d o r Wa l es . I n t o t a L a g r i c u l t u r e , a c coun t s f o r 2.7 p e r cent of the 

U n i t e d Kingdonfs g r o s s domes t i c p r o d u c t - about £3500 m i l l i o n i n 1979 - and a s i m i l 

p e r c a t a g e o f c i v i l i a n employment. I n d u s t r i e s and s e r v i c e s c l o s e l y a s s o c i a t e d wi th 

a g r i c u l t u r e a c coun t f o r about ano the r 4 p e r c e n t i  n each c a s e . 

6. A g r i c u l t u r a l p r o d u c t i o n has f o r many y e a r s been on a r i s i n g t r e n d . The i n d u s t r y ' 

n e t p r o d u c t has been i n c r e a s i n g i n volume by 2 j p e r c e n t a y e a r , and the 

p r o p o r t i o n o f ou r t o t a l c onsumpt i on o f t emperate foods p roduced i n the 

U n i t e d K ingdom has r i s e n f rom 62 p e r c e n t i n 1970 to 70 p e r c en t t oday . A t the 1 

same t i m e , t h e i n d u s t r y ' s usage o f m a t e r i a l i n p u t s has rema ined v i r t u a l l y constant 

and b o t h i t s l a n d usage and the s i z e o f i t s l a b o u r f o r c e have d e c r eas ed . The 

volume o f o u t p u t p e r man has been r i s i n g a t an average r a t e o f 4 p e r cent a year . 

7. The growth o f p r o d u c t i o n and p r o d u c t i v i t y i s a t t r i b u t a b l e t o improvements 
tead i n t he y i e l d s o f c r ops and l i v e s t o c k , t he a d o p t i o n o f new t e c h n o l o g y , and the s 

en largement o f p r o d u c t i v e u n i t s w h i c h have g i v e n economies o f s c a l e . The i n d u s t r y 

has become i n c r e a s i n g l y c a p i t a l - i n t e n s i v e and f a rmers have been a b l e t o use c a p i t a l 

l a b o u r and o t h e r r e s o u r c e s f l e x i b l y t o a c h i e v e the most economic and p r o d u c t i v e j 

c o m b i n a t i o n . 
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F i n a n c i a l P o s i t i o n and P r o s p e c t s 

8 . Tab l e 1 be low shows t r e n d s i n farm incomes a c c o r d i n g t o two i n d i c a t o r s , 

farming n e t income w h i c h i s a p u b l i s h e d s e r i e s and farm f a m i l y cash income (a 

concept d e v i s e d f o r t h i s Group) w h i c h shows p r o f i t a b i l i t y as the fa rmer h i m s e l f 

might p e r c e i v e i t i n the s h o r t t e r m . The m a i n d i f f e r e n c e s between the two 

ser ies a r e t h a t fa rm f a m i l y c a s h income does n o t count the c o s t s o f d e p r e c i a t i o n 

or o f f a m i l y l a b o u r , bu t does i n c l u d e as a c o s t a n n u a l e x p e n d i t u r e on f i x e d a s s e t s 

net o f g r a n t B I t a l s o v a l u e s s t o c k changes a t p o t e n t i a l marke t p r i c e s r a t h e r t h a n 

at c o s t (see a l s o g raph A a t end. ) 

TABLE 1. 

1970 1973 1975 1976 1977 1978 1979 1980 
f o r e c a s t p r o j e c t i o n 

l a r 

Net fa rm income £m 479 871 923 1137 1300 1120 1047 [835] 
F c i m f a m i l y cash 750 1190 1470 1840 1550 1800 1870 [1710] 
income £m 

Ni l i n r e a l terms 96 136 100 106 104 83 68 C V ]
1975 = 100 

FF-T i n r e a l t e rms 94 116 100 107 78 84 77 [ 61 ] 

1975 - 100 


Beth s e r i e s show a d e c l i n e i n r e a l income f rom t h e m i d 1970s t o 1978 w i t h a 

further d e c l i n e f rom 1978 t o 1979 

j9. The p r o j e c t i o n s f o r 1980 assume no change i n EEC common p r i c e s , no change 

^,jy in the g r e en pound , and no i n c r e a s e i n the r e t a i l p r i c e o f l i q u i d m i l k , b u t t h e y 

include t h e r e c e n t l y announced i n c r e a s e s i  n a i d s t o h i l  l f a r m e r s . C o s t s a r e 

asiumed t o r i s e b r o a d l y i n l i n e w i t h i n f l a t i o n and the fa rm wage b i l l t o i n c r e a s e 

I V 19 p e r c e n t f o l l o w i n g the r e c e n t award announced by the A g r i c u l t u r a l Wages B o a r d . 

Output p r i c e s have been t a k e n t o r i s e , r e f l e c t i n g marke t t r e n d s and i n c r e a s e s i n 

I tha p i p e l i n e f o l l o w i n g e a r l i e r g r e en pound changes . The p r o j e c t i o n s show t h a t 

there w i l l be a s i g n i f i c a n t d e c l i n e i n r e a l incomes f rom 1979 t o 1980 u n l e s s a c t i o n 

is t a k e n to a v e r t i t  * 

*The measures o f f i n a n c i a l pe r f o rmance i n c l u d e d i n the r e p o r t a r e m o s t l y those w h i c h 
nave been c o n v e n t i o n a l l y adopted i n r e c e n t y e a r s t o a s s e s s f a r m e r s ' income p o s i t i o n . 
However, d i s c u s s i o n s i n the Group have i n d i c a t e d the d e s i r a b i l i t y o f a f u r t h e r a n a l y s i s 
Q f the e x i s t i n g measures o f income ,and an e x e r c i s e i s t o be conduc t ed by the 
A g r i c u l t u r a l Depar tments and the T r e a s u r y ove r the coming months . I t i s n o t sugges t ed , 
however, t h a t any new i n d e x w i l l m a t e r i a l l y a l t e r the p r o j e c t i o n o f a f a l l i n income 
next y e a r i f no a c t i o n i s t a k e n . 
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10 . Tab l e 2 be low shows t r e n d s i n n e t marg ins f o r i n d i v i d u a l commodit ies 

f o r 1975/6 to 1980/1 ( e xcep t f o r h o r t i c u l t u r e and h i l l l i v e s t o c k f o r which 

comparable d a t a are n o t a v a i l a b l e ) . The assumpt i ons f o r 1980 are the same 

as f o r the p r e v i o u s t a b l e . 

TABLE 2 

TRENDS IN NET MARGINS (1975/76 = 100) 

1973/ 1974/ 1975/ 1976/ 1977/ 1978/ 1979/80 1980/81 
74 75 76 77 78 79 f o r e c a s t [ p r o j e c t i o n ] 

Money v a l u e s 

C e r e a l s , p o t a t o e s , 75 73 100 127 66 106 100 [76] 1 
sugar bee t 

Be e f , p i g s , sheep, 58 L o s s 110 89 100 110 98 [108] 
p o u l t r y m e a t 

M i l k , eggs 73 25 100 73 129 94 89 [35] I 
T o t a l 70 43 100 105 89 104 97 [76] 1 

IR e a l t e rms 

C e r e a l s , p o t a t o e s , 110 90 100 110 50 75 61 [40] 
sugar bee t 

B e e f , p i g s , sheep, 85 Los s 100 77 76 77 60 [58] I
p o u l t r y m e a t 

M i l k , eggs 107 31 100 64 98 66 54 [18] 1 

T o t a l 102 54 100 ' 91 67 73 59 [40 ] 

The n e t m a r g i n e s t i m a t e s are based on U n i v e r s i t y Surveys i n Eng l and and Wales 

o f the ma in e n t e r p r i s e s . They p r o v i d e i n d i c a t o r s o f changes i n the r e t u r n to 

the f a rmer f o r h i s management and i n v e s t m e n t devo ted t o t h e i r p r o d u c t i o n . 

11. The squeeze on incomes i n t h e c u r r e n t y e a r has been bo rne m a i n l y by the 

l i v e s t o c k s e c t o r s , e s p e c i a l l y t he h i l l and u p l a n d farms wh i ch are no t i n c l u d e 

i n the t a b l e , and w h i c h account f o r 20 p e r cent o f the t o t a l U n i t e d Kingdom 

c a t t l e b r e e d i n g h e r d and 57 p e r c en t o f the sheep b r e e d i n g f l o c k . I n t h i s 

s e c t o r incomes i  n 1979/80 have been e s t i m a t e d t o be between 15 p e r cent and 

60 p e r cent l owe r t h a n i n 1978/79, w i t h the l a r g e s t f a l l s o c c u r r i n g i n 

S c o t l a n d and N o r t h e r n I r e l a n d . These d e c l i n e s r e f l e c t t he consequences of 

the h a r d w i n t e r i n 1979 and l ow p r i c e s , p a r t i c u l a r l y f o r sheep, a t the present 
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t i m e . The p r o s p e c t s f o r 1980 are an improvement i  n marg ins f o r b e e f , p i g s 

and sheep, bu t a severe d e c l i n e i n the c rops s e c t o r and i n m i l k , where . 

i n c r e a s e s i n w o r k e r s ' wages w i l l have a p a r t i c u l a r l y marked e f f e c t . 

A s s e t p o s i t i o n o f a g r i c u l t u r e 

12. F a r m e r s ' b o r r o w i n g f rom b a n k s , t he g r e a t e r p a r t o f t h e i r l i a b i l i t i e s , 

have i n c r e a s e d r e p i d l y i n 1979 and are c u r r e n t l y 33 p e r cent h i g h e r t h a n a t 

the same t ime i n 1978. The i n c r e a s e d b o r r o w i n g s a re a consequence o f d e c l i n i n g 

r e a l income, and t h u s the f a l l i n g r e t e n t i o n s o f p r o f i t s f o r i n v e s t m e n t p u r p o s e s , 

but l i a b i l i t i e s are o n l y 7 p e r cen t o f n e t w o r t h compared w i t h 14 p e r cen t i n 

1970 (see Tab l e A at end ) . 80 p e r cen t o f the i n d u s t r y ' s a s s e t s are l a n d and 

b u i l d i n g s . As a r e s u l t o f the r a p i d r i s e i n l a n d v a l u e s , f rom £1200 a h e c t a r e 

i n 1976 to £2200 i n 1978 and £3100 i n 1979, t o t a l a s s e t s have r i s e n s h a r p l y 

and the v a l u e o f an average f u l l - t i m e fa rm i s now £340,000. W h i l e l a n d v a l u e s 

remain buoyant the c r e d i t w o r t h i n e s s o f owner o c c u p i e r s , who account f o r 

60 p e r cen t o f the l a n d , s h o u l d t h e r e f o r e r e m a i n sound . Bu t o n l y j u s t over 

1 p e r cent o f l a n d a r e a i s marke t ed each y e a r , and t h u s an i n c r e a s e i n s a l e s 

a r i s i n g f rom an income squeeze c o u l d g ene ra t e a p r i c e f a l l . A f u r t h e r i n c r e a s e 

i n b o r r o w i n g , u s i n g l a n d as c o l l a t e r a l , wou ld be p o s s i b l e and c o u l d p r o v i d e a 

ueasure o f income s u p p o r t t o owner o c c u p i e r s , b u t w o u l d c a r r y a l o n g - t e r m c o s t , 

[t i s a l s o q u e s t i o n a b l e whether f a rme r s w i l l c o n t i n u e t o i n v e s t i n f a r m i n g , i f 

t h e i r incomes f rom f a r m i n g , as d i s t i n c t f rom t h e i r r i s i n g a s s e t s i n l a n d and 

b u i l d i n g s , c o n t i n u e t o d e c l i n e . 

13. Inves tment i n a g r i c u l t u r e grew i n r e a l t e rms b y 14 p e r cent between 1970 

md 1973. T h e r e a f t e r i t f e l l b a c k , b u t b y 1979 i t i s f o r e c a s t t o have r e c o v e r e d 

dmost t o t h e l e v e l o f 1973 (Tab l e B a t end ) . B o t h the i n i t i a l r i s e and the subsequent 

a l l were g r e a t e r t h a n the changes i n i n v e s t m e n t i n the economy as a whole over 

;he same p e r i o d . Most o f the f l u c t u a t i o n i n a g r i c u l t u r a l i n v e s t m e n t has been 

i n i n v e s t m e n t i n b u i l d i n g s and w o r k s . Inves tment i n p l a n t and m a c h i n e r y grew 

r a p i d l y between 1970 and 1972 and has t h e r e a f t e r r ema ined a t r o u g h l y the same 

1eve l . 

SUPPORT SYSTEMS 

Ope ra t i on o f the CAP 

14. F o r most a g r i c u l t u r a l commodi t i es p r oduced i n the U n i t e d K ingdom, the 

support arrangements are now l a i d down by CAP market r e g u l a t i o n s . (The main 

excep t i ons are sheepmeat and p o t a t o e s . ) Most CAP reg imes ope ra t e on the 
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p r i n c i p l e o f managing commodity marke t s so t h a t p r i c e s are h i g h enough to give 

the p r o d u c e r what i s judged t o he the a p p r o p r i a t e l e v e l o f r e t u r n . The' s tandard 

model i s one i n w h i c h market p r i c e s are r a i s e d t o the d e s i r e d l e v e l by r a i s i n g 

the p r i c e o f t h i r d c o u n t r y i m p o r t s t h r o u g h v a r i a b l e l e v i e s ( impor t l e v i e s ) , bj 

r emov ing home p r o d u c t i o n f rom the market ( i n t e r v e n t i o n ) , and by encourag ing 

e x p o r t s , b y r e p a y i n g the d i f f e r e n c e between Community p r i c e s and w o r l d p r i c e s I 

( e xpo r t r e s t i t u t i o n s ) . 

15. There i s some scope w i t h i n the r e g u l a t i o n s , and s u b j e c t t o Community law, 

f o r member s t a t e s t o f o l l o w n a t i o n a l p o l i c i e s . The U n i t e d Kingdom, f o r example, 

has m a i n t a i n e d arrangements f o r m i l k w h i c h depend h e a v i l y on c o n t r o l s over 

l i q u i d p r i c e s and h e a l t h r e g u l a t i o n s wh i ch r e s t r i c t i m p o r t s . 

16. CAP s u p p o r t l e v e l s w i t h i n each reg ime a re s e t b y means o f "common" 

i n s t i t u t i o n a l p r i c e s w h i c h a p p l y w i t h i n the d i f f e r e n t mechanisms. These p r i c e s 

and amounts a re f i x e d f o r the Community as a whole i n u n i t s o f account and are 

c o n v e r t e d i n t o n a t i o n a l c u r r e n c i e s a t f i x e d exchange r a t e s known as "green r a t e s " 

By r e f u s i n g t o change t h e i r g r een r a t e s by as much as the market r a t e s of t h e i r 

c u r r e n c i e s change, member s t a t e s are a b l e t o m a n i p u l a t e t h e i r n a t i o n a l p r i c e s ! 

t o s u i t t h e i r own economic and p o l i t i c a l n e eds . I n 1978, f o r example, the 

common p r i c e l e v e l was on average 33 p e r c en t above the U n i t e d Kingdom support 

p r i c e l e v e l . I t i s now about 10 p e r c en t above . 

Suppor t t o A g r i c u l t u r e i n EEC Member S t a t e s 

17. I n a d d i t i o n t o CAP mechanisms, a l  l member s t a t e s pay n a t i o n a l a i d s to 

a g r i c u l t u r e . I t i s o n l y p o s s i b l e t o make rough compar i sons o f the v a l u e of 

th e s e a i d s , and the r e s u l t s o f a compar i son b y MAFF a re shown a t Tab le C at 

the end of the r e p o r t . They g i v e o n l y a b r oad i n d i c a t i o n o f the p o s i t i o n , 

b u t t h e y show the U n i t e d Kingdom w e l l down towards the bo t tom o f the l i s t  . 

A g r i c u l t u r a l Incomes 

18 . One o f the r easons f o r t h i s i s t h a t the s o c i a l prob lems of farmers and 

a g r i c u l t u r a l wo rke r s are g r e a t e r i n the r e s t o f the EEC. A s imp l e compariso 

o f incomes p e r head i n a g r i c u l t u r e i n the U n i t e d Kingdom and i n o t h e r EEC 

c o u n t r i e s shows t h a t o n l y i n the U n i t e d Kingdom are a g r i c u l t u r a l incomes 

r o u g h l y e q u i v a l e n t t o the n a t i o n a l ave rage . However i  n p a r t the r eason f o r 

t h i s i s t h a t a h i g h e r p r o p o r t i o n o f f a rmers e l sewhere are p a r t - t i m e and so 
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have o t h e r s ources o f income. Hence i t i s more s e n s i b l e t o compare incomes 

on f u l l - t i m e farms o n l y . Bu t even i n t h i s case the average income p e r head 

of a l l those w o r k i n g on farms i s s i g n i f i c a n t l y h i g h e r , r e l a t i v e t o n o n 

a g r i c u l t u r a l e a r n i n g s , i n the U n i t e d Kingdom t h a n i n any o t h e r c o u n t r y 

(eg, on 57 p e r cent o f farms income p e r head i s more t h a n 120 p e r cent o f 

average n o n - a g r i c u l t u r a l e a r n i n g s , compared w i t h the EEC f i g u r e o f 31 p e r c e n t ) . 

Compar ison o f suppo r t t o a g r i c u l t u r e w i t h s u p p o r t t o m a n u f a c t u r i n g i n d u s t r y 
i n the U n i t e d Kingdom 

19. The b a s i c d i f f e r e n c e between s u p p o r t t o a g r i c u l t u r e and t o o t h e r i n d u s t r i e s 

i n the U n i t e d Kingdom i s t h a t f a rmers have a gua ran t e ed o u t l e t f o r t h e i r ma in 

p r o d u c t s a t a s s u r e d p r i c e s . M a n u f a c t u r i n g i n d u s t r y does n o t have such s e c u r i t y 

i n the m a r k e t . On the o t h e r hand a g r i c u l t u r e i s s u b j e c t t o some u n c e r t a i n t i e s 

such as the weather and the i n c i d e n c e o f d i s e a s e , w h i c h do n o t a f f e c t manu

f a c t u r i n g i n d u s t r y . Moreove r Government s u p p o r t t o m a n u f a c t u r i n g i n d u s t r y has 

been g i v e n i n a more s p o r a d i c way t h a n has been t h e case w i t h a g r i c u l t u r a l 

s u p p o r t . 

2 0 . As r e g a r d s i m p o r t p r o t e c t i o n , U n i t e d Kingdom a g r i c u l t u r e has f a r more 

o r o t e c t i o n a g a i n s t i m p o r t s f rom t h i r d c o u n t r i e s t h a n does U n i t e d Kingdom 

a a n u f a c t u r i n g i n d u s t r y . B u t m a n u f a c t u r i n g i n d u s t r y does , a t l e a s t , en j oy the 

same measure o f p r o t e c t i o n as i t  s c o u n t e r p a r t s i  n the o t h e r EEC c o u n t r i e s . 

5o f a r as a g r i c u l t u r e i s c once rned , because o f the g r een c u r r e n c y a r rangements , 

ohe l e v e l o f i m p o r t p r o t e c t i o n v a r i e s f rom one c o u n t r y t o a n o t h e r . The s i z e s 

)f t h e s e d i f f e r e n c e s are e x p r e s s e d i  n the monetary compensatory amounts w h i c h 

i r e used t o a d j u s t the l e v e l o f i m p o r t l e v i e s each member s t a t e a p p l i e s a g a i n s t 

b i r d c o u n t r i e s . They a l s o a p p l y , as a p p r o p r i a t e , as l e v i e s o r s u b s i d i e s i n 


n t r a - c o m m u n i t y t r a d e . 


21. I t f o l l o w s t h a t t h e compar i son between U n i t e d Kingdom a g r i c u l t u r e and 

U n i t e d Kingdom m a n u f a c t u r i n g i n d u s t r y d i f f e r s depend ing on whether one i s 

l o o k i n g a t t h i r d c o u n t r y t r a d e o r i n t r a - c o m m u n i t y t r a d e . As r e g a r d s t h i r d 

oountry t r a d e the average l e v e l o f t a r i f f on manu fac tu red goods i s e q u i v a l e n t 

t o about 8 p e r c en t o f v a l u e added by U n i t e d Kingdom m a n u f a c t u r i n g i n d u s t r y 

w h i l s t a g r i c u l t u r a l l e v i e s are e q u i v a l e n t t o about 42 p e r cent o f v a l u e added 

by U n i t e d Kingdom a g r i c u l t u r e . As r e g a r d s i n t r a - c o m m u n i t y t r a d e , t h e r e i s no 

p r o t e c t i o n f o r m a n u f a c t u r i n g i n d u s t r y and a g r i c u l t u r e f a c e s i m p o r t s w h i c h are 

s u b s i d i s e d t h r o u g h the MCA sys t em. The s i z e o f t h i s s u b s i d y v a r i e s i n accordance 
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w i t h the o r i g i n o f the i m p o r t s . A t c u r r e n t g reen and market r a t e s o f exchangi 

the range i s f rom 2 .3 p e r cent f o r i m p o r t s f rom I t a l y t o 22 pe r cent f o r 

i m p o r t s f rom Germany. The i n t e n t i o n o f the MCAs i s t o b r i d g e the d i f f e r e n c e 

between suppo r t p r i c e s i n the v a r i o u s member s t a t e s a l t h o u g h i n p r a c t i c e they 

do sometimes ove r o r under compensate f o r t h i s . There are no p r i c e support 

arrangements f o r m a n u f a c t u r i n g p r o d u c t s ( though f o r some p r o d u c t s , eg t e x t i l e s 

c a r , TV t u b e s , t h e r e are a n t i - d u m p i n g and t r a d e r e s t r i c t i n g agreements ) . 

22 . There are d i f f e r e n t U n i t e d Kingdom reg imes o f i n v e s t m e n t suppor t f o r 

a g r i c u l t u r e and f o r m a n u f a c t u r i n g i n d u s t r y . I n 1978 g r a n t s r e p r e s e n t e d some 

13 p e r c en t o f g r o s s c a p i t a l f o r m a t i o n i n a g r i c u l t u r e b u t o n l y 9 p e r cent i n 

m a n u f a c t u r i n g i n d u s t r y . (The p u b l i c e x p e n d i t u r e f i g u r e s were £129 m and £534 

r e s p e c t i v e l y . ) F o l l o w i n g t h e r e c e n t changes the f i g u r e f o r m a n u f a c t u r i n g 

i n d u s t r y w i l l be about o n e - t h i r d l e s s i n coming y e a r s . I n a g r i c u l t u r e c a p i t a l 

g r a n t s are a v a i l a b l e on i n v e s t m e n t i n b u i l d i n g s and works bu t n o t g e n e r a l l y o 

i n v e s t m e n t i  n p l a n t and m a c h i n e r y . The r a t e s d i f f e r as between the t ypes of 

e x p e n d i t u r e and g e o g r a p h i c a l a r e a s , b u t t h e average r a t e i  n l e s s f a voured area] 

i s o v e r 40 p e r cent and 22 p e r cent e l s e w h e r e . I n m a n u f a c t u r i n g i n d u s t r y 

c a p i t a l g r a n t s m a i n l y t a k e the form of r e g i o n a l deve lopment g r a n t s on i h v e s t 

ment i n p l a n t and m a c h i n e r y , though t h e r e i s a l s o some e x p e n d i t u r e under the 

I n d u s t r y A c t . RDGs have h i t h e r t o been p a i d a t r a t e s o f 20-22 p e r cent but 

have r e c e n t l y been r educed t o 15 p e r cent i  n the development areas w h i l e at 

t h e same t ime t h e coverage o f the t o t a l a s s i s t e d a reas has been r educed . 

2 3 . Some d i f f e r e n c e o f t r e a t m e n t m igh t be j u s t i f i e d b e cause , w i t h a g r ea t e r 

p r o p o r t i o n o f i n v e s t m e n t i  n b u i l d i n g s and w o r k s , t he average l i f e t i m e of 

a g r i c u l t u r a l i n v e s t m e n t i s l o n g e r t h a n t h a t o f m a n u f a c t u r i n g i nves tmen t - the 

l o n g e r l i v e d the a s s e t the l a r g e r the p r o p o r t i o n a t e g r a n t needed to produce 

the same change i n the p o s t - g r a n t r a t e o f r e t u r n . B u t i n any case , investmen 

i s a l s o s u p p o r t e d by i n v e s t m e n t t a x a l l o w a n c e s . I f we d e a l w i t h b u i l d i n g s andl 

works o n l y t h e n m a n u f a c t u r i n g i s t r e a t e d s l i g h t l y more f a v o u r a b l y t han a g r i 

c u l t u r e ; p a r t l y because o f h i g h e r i n i t i a l d e p r e c i a t i o n a l l o w a n c e s and p a r t l y 

because RDGs are n o t n e t t e d o f f i n c a l c u l a t i n g t a x a l l o w a n c e s . The two toget 

i m p l y t h a t t o p u t a g r i c u l t u r e and m a n u f a c t u r i n g on the same f o o t i n g ( i n areas 

where RDGs are payab l e ) c a p i t a l g r a n t s f o r a g r i c u l t u r a l b u i l d i n g s and works 

s h o u l d be about f o u r pe r c en tage p o i n t s h i g h e r . B u t the a c t u a l d i f f e r e n c e i n 

l e v e l s o f g r a n t i s much b i g g e r t h a n t h i s . I n the case o f p l a n t and machinery 
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however, RDG g r a n t s p a i d t o m a n u f a c t u r i n g i n d u s t r y are a l s o no t n e t t e d o f f 

i n c a l c u l a t i n g t a x a l l o w a n c e s w h i c h i s a f u r t h e r b e n e f i t t o t h a t s e c t o r . 

24. MAFF b e l i e v e t h a t a c o n s i d e r a b l e d i f f e r e n c e i n t r e a t m e n t between i n d u s t r y 

and a g r i c u l t u r e can be j u s t i f i e d because a g r i c u l t u r e w i t h i t s g r e a t e r p r o p o r t i o n 

of i n v e s tmen t i n b u i l d i n g s and works i s a b l e t o make l e s s use t h a n m a n u f a c t u r i n g 

of the more generous t a x a l l o w a n c e s (and t a x l e a s i n g ar rangements ) on p l a n t and 

mach ine ry . A l s o a g r i c u l t u r e , b e i n g composed o f u n i n c o r p o r a t e d b u s i n e s s e s i s 

o f t e n u n a b l e t o t a k e f u l l advantage o f the a l l o w a n c e s . Thus i t i s n o t c l e a r 

t h a t , w i t h i n the deve lopment a r eas a t l e a s t , t he t o t a l v a l u e o f a l l g r a n t s and 

tax a l l o w a n c e s on a l l a g r i c u l t u r a l i n v e s t m e n t i s more t h a n the t o t a l v a l u e o f 

a l l g r a n t s and t a x a l l o w a n c e s on m a n u f a c t u r i n g i n v e s t m e n t , even though a g r i 

c u l t u r a l i n v e s t m e n t programmes w i t h the same m i x o f b u i l d i n g s and m a c h i n e r y 

as a g i v e n m a n u f a c t u r i n g p r o j e c t m igh t r e c e i v e more a s s i s t a n c e . 

25. The T r e a s u r y do n o t a c c ep t t h a t t h i s i s a r e l e v a n t c o n s i d e r a t i o n . They 

b e l i e v e t h a t i t i s r e a s o n a b l e t h a t s e c t o r s w i t h d i f f e r e n t w e i g h t i n g s between 

the t y p e s o f i n v e s t m e n t s h o u l d have d i f f e r e n t w e i g h t e d t a x t r e a t m e n t , and t h a t 

farmers are as capab l e as o t h e r s e c t o r s o f a r r a n g i n g t h e i r a f f a i r s t o make t 

laximum use o f t a x a l l o w a n c e s , and i n d e e d t h e y have been h e l p e d t o do so by 

:he s p e c i a l t a x a v e r a g i n g arrangements i n t r o d u c e d by t h e 1978 F i n a n c e A c t . 

lence t h e y b e l i e v e t h a t d i f f e r e n c e s i  n t a x t r e a t m e n t o n l y m a r g i n a l l y o f f s e t 

she s u b s t a n t i a l l y more p r e f e r e n t i a l l e v e l s o f c a p i t a l g r a n t g i v e n t o a g r i c u l t u r e , 

and t h a t t o g i v e the same r a t e o f g r a n t t o a g r i c u l t u r e as i s g i v e n t o i n d u s t r y , 

making account o f the d i f f e r e n c e s i n t a x a r rangements , wou ld i m p l y an average 

ate o f 19 p e r c en t i  n l e s s f a v o u r e d a reas and 4 p e r c en t i  n the r e s t o f the 

c o u n t r y . These f i g u r e s may be compared w i t h t h e r a t e s o f 40-50 p e r cent i n 

ess f a v o u r e d a reas and 30-40 p e r c en t i  n the r e s t o f the c o u n t r y w h i c h have 

been p roposed b y the M i n i s t e r o f A g r i c u l t u r e , F i s h e r i e s and F o o d . 

BE CASE FOE DIFFERENTIAL SUPPORT TO AGRICULTURE 

2 6 . B e f o r e d e a l i n g w i t h the immediate i s s u e s we address o u r s e l v e s t o the 

fundamental r e a sons f o r s u p p o r t i n g B r i t i s h a g r i c u l t u r e . The c l a s s i c argument 

f o r p r i c e s t a b i l i s a t i o n i s t h a t o t h e r w i s e t h e u n c e r t a i n t y p r oduced b y f l u c 

t u a t i o n s i n r e t u r n s , as a r e s u l t o f the weather combined w i t h t h e i n e l a s t i c i t y 

of demand, wou ld l e a d t o a l ower l e v e l o f ou tpu t a t a g i v e n average p r i c e . 
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T h i s argument  i s g e n e r a l l y a c c ep t ed as are c o n s i d e r a t i o n s  o f r u r a l p o v e r t y a n J 

s e c u r i t y  o f s u p p l y .  I n p r a c t i c e a l l deve l oped c o u n t r i e s g i v e n t h e i r a g r i c u l t u r a l 

i n d u s t r i e s some measure  o f s u p p o r t . 

2 7 . As members  o f the EEC , we have  t o ope ra t e w i t h i n the framework of the CAEl 

w h i c h commits  us  t o suppo r t ou r a g r i c u l t u r e (see pa rag raphs 14-16 above ) . But 

t h a t framework l e a v e s the U n i t e d Kingdom some scope f o r n a t i o n a l d e c i s i o n s 

on the g reen £, r e t a i l m i l k p r i c e s , h e l p f o r i n v e s t m e n t , h i l  l s u b s i d i e s , and 

the r e m a i n i n g n a t i o n a l commodity g u a r a n t e e s . The p r a c t i c a l q u e s t i o n there forree 

i s n o t whether a g r i c u l t u r e s h o u l d be s u p p o r t e d  a t a l l , bu t how f a r the nat ionsla l 

measures s h o u l d be u s e d  t o add  t o  o r s u b t r a c t f rom t h e suppo r t i n h e r e n t  i n the CAP, 

2 8 . Some Depar tments b e l i e v e t h a t the s i z e  o f B r i t i s h a g r i c u l t u r e shou ld be 

m a i n l y d e t e rm ined  b y c o m p e t i t i o n w i t h i m p o r t s  a t the p r i c e s  a t wh i ch the CAP 

p e r m i t s them  t o e n t e r . These p r i c e s ( though e x c e s s i v e l y h i g h and the cause oJ 

s u r p l u s EEC p r o d u c t i o n ) a re the ones w h i c h de t e rmine whether  o r no t  i t  i s 

e c o n o m i c a l l y w o r t h w h i l e  t o devote e x t r a U n i t e d Kingdom r e s o u r c e s  t o o b t a i n i n g 

e x t r a o u t p u t . They t h e r e f o r e c o n s i d e r t h a t when the g reen £  i s a l i g n e d to 

the market r a t e , t he Government s h o u l d w i t h d r a w f rom s u b s i d i s i n g  o r suppor t ing 

a g r i c u l t u r e ( e x c ep t f o r r e g i o n a l a i d ) o t h e r t h a n t h r o u g h the CAP.  I t shou ld 

t h e n be r e a d y  t o l o o k upon f l u c t u a t i o n s  i n a g r i c u l t u r a l p r o f i t a b i l i t y as s i gna l s 

w h i c h enab l e a g r i c u l t u r e  t o a d j u s t to . i t s market (as  i n o t h e r i n d u s t r i e s ) r a t l 

t h a n as d e v i a t i o n s r e q u i r i n g o f f s e t t i n g o f f i c i a l a c t i o n . 

2 9 . The A g r i c u l t u r e Depar tments b e l i e v e t h a t B r i t i s h a g r i c u l t u r e shou ld as 

f a r as p o s s i b l e be e n a b l e d  t o compete on l e v e l terms w i t h i t s c ompe t i t o r s  i n 

o t h e r member c o u n t r i e s , w h i c h  a t p r e s e n t en joy h i g h e r l e v e l s b o t h  o f p r i c e 

suppo r t and o f n a t i o n a l a i d s ; and t h a t t h e B r i t i s h economy g e n e r a l l y w i l l 

b e n e f i t f r om g i v i n g more s u p p o r t  t o a g r i c u l t u r e , whose r e l a t i v e e f f i c i e n c y anc^ 

r e s p o n s i v e n e s s  t o i n c e n t i v e a s s u r e a l a r g e r c o n s e q u e n t i a l i n c r e a s e  i n gross 

n a t i o n a l p r o d u c t . They draw a t t e n t i o n  t o the s ta tement  i n the Conse r va t i v e 

M a n i f e s t o t h a t " L a b o u r have s e r i o u s l y undermined the p r o f i t a b i l i t y  o f these 

[ o u r a g r i c u l t u r a l and food ] i n d u s t r i e s " and t h a t "we must ensure t h a t these 

i n d u s t r i e s have the means  t o keep a b r e a s t  o f those  i n o t h e r c o u n t r i e s " . 

3 0 . The Government has h e l p e d one r e l a t i v e l y s m a l l b u t ,  i n s o c i a l and regions 

t e rms , i m p o r t a n t p a r t  o f t h e i n d u s t r y  b y i t s d e c i s i o n  to i n c r e a s e the h i l l 

l i v e s t o c k a l l o w a n c e s f o r 1980  by about o n e - t h i r d  a t a c o s t  o f £21 m i l l i o n . 
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The t h r e e d e c i s i o n s w h i c h need t o he t a k e n n e x t ( s e t out i  n p a r a g r a p h 3 above) 

a l l a f f e c t e i t h e r major s e c t i o n s o r t he whole o f t he i n d u s t r y . 

31. Any o f t he measures recommended i  n p a r a g r a p h 3 w o u l d r e p r e s e n t a t r a n s f e r 

of r e s o u r c e s to a g r i c u l t u r e f rom the r e s t o f the economy. The A g r i c u l t u r e 

Departments c o n s i d e r t h a t t he whole o f the t r a n s f e r w o u l d be j u s t i f i e d . 

Imp lemen ta t i on o f t h e se measures w o u l d s t i l  l l e a v e n e t f a r m income i  n 1980 

below t h a t i  n 1979 i n r e a l t e r m s . Othe r Depar tments have e x p r e s s e d doubts 

whether a l l t h e se measures are j u s t i f i e d . 

32. I t i s common ground t h a t : i  f EEC suppo r t p r i c e s are f r o z e n and no 

a c t i o n i s t a k e n d o m e s t i c a l l y , f a r m i n g n e t income i n 1980, l i k e p r o f i t a b i l i t y 

i n B r i t i s h i n d u s t r y at l a r g e , w i l l he s i g n i f i c a n t l y down on the 1979 l e v e l , 

tfhich i t s e l f i s down i n r e a l te rms f rom t h e l e v e l s o f t he mid-1970s. The 

A g r i c u l t u r e Depar tments argue t h a t some th ing ought t o be done t o l e s s e n the 

d e c l i n e . They f u r t h e r argue t h a t a d e c l i n e i n incomes must e v e n t u a l l y l e a d , 

through l a c k o f i n v e s t m e n t , t o a l o s s o f f u t u r e p r o d u c t i o n and employment. 

53. T a k i n g the economy as a w h o l e , a l o s s o f a g r i c u l t u r a l p r o d u c t i o n w o u l d 

l o t m a t t e r i  f t he r e s o u r c e s d i s p l a c e d f rom a g r i c u l t u r e were pu t t o a t l e a s t 

j q u a l l y v a l u a b l e use e l sewhere i n the economy. B u t t he A g r i c u l t u r e Department 

argue t h a t t h i s w i l  l n o t happen , f o r t h r e e r ea sons 

i  . t h e y argue t h a t a g r i c u l t u r a l r e s o u r c e s are r e l a t i v e l y d i f f i c u l t t o 

t r a n s f e r t o o t h e r u s e s . T h i s i s o b v i o u s l y t r u e o f l a n d , bu t l e s s 

o b v i o u s as r e g a r d s l a b o u r where t h e r e has a l r e a d y been a s t e a d y d r i f t 

away f rom the l a n d o v e r many decades . On the o t h e r hand , an i n t e n 

s i f i c a t i o n o f t h i s d r i f t c o u l d be s e v e r e l y damaging t o r u r a l c o m m u n i t i e s . 

i i  . t h e y argue t h a t a g r i c u l t u r e i s r e l a t i v e l y e f f i c i e n t a t 

u s i n g i n v e s t m e n t . The k e y f i g u r e s a re t h a t i  n 

a g r i c u l t u r e , s i n c e 1970, t he v a l u e o f t h e c a p i t a l goods u s e d b y the 

i n d u s t r y has i n c r e a s e d b y 29 p e r cen t i n r e a l t e r m s , t h e l a b o u r f o r c e 

has d e c l i n e d b y 10 p e r c e n t , and n e t p r o d u c t has i n c r e a s e d b y 21 p e r 

c e n t . The f i g u r e s f o r m a n u f a c t u r i n g i n d u s t r y f rom 1970 t o 1978 are 

an i n c r e a s e i n c a p i t a l s t o c k o f 23 p e r c e n t , a d e c l i n e i  n t he l a b o u r 

f o r c e o f 12 p e r c e n t , and an i n c r e a s e i  n volume o f g r o s s p r o d u c t 
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e ro f 52"  P  c e n t . On the o t h e r hand , i  t has been argued t h a t the 1970s 

were no t a t y p i c a l p e r i o d g i v e n t h a t p r o d u c t i o n was s t i m u l a t e d by 

t r a n s i t i o n t o EEC p r i c e l e v e l s . F i g u r e s f o r the p e r i o d 1958-78 suggest 

t h a t the r e l a t i o n s h i p between i n v e s tmen t and ou tpu t i s b r o a d l y the same 

f o r a g r i c u l t u r a l and f o r m a n u f a c t u r i n g i n d u s t r y even though the f i g u r e s 

f o r m a n u f a c t u r i n g i n d u s t r y i n c l u d e the e f f e c t o f the d e c l i n e o f s e v e r a l 

t r a d i t i o n a l i n d u s t r i e s . 

i i i  . A g r i c u l t u r e i m p o r t s a r e l a t i v e l y s m a l l p r o p o r t i o n o f i t s i n p u t s . 

L o s s o f f o od p r o d u c t i o n w i l l be r e p l a c e d b y i m p o r t s o f f o o d . The 

A g r i c u l t u r e Depar tments argue t h a t m a n u f a c t u r i n g i n d u s t r y i s no t l i k e l y 

t o compete as s u c c e s s f u l l y as a g r i c u l t u r e , w i t h i m p o r t s , so t h a t the net 

e f f e c t i s l i k e l y t o be a l o s s o f p r o d u c t i o n and a c o n t i n u i n g c o s t t o the 

b a l a n c e o f payments . Other Departments d i s p u t e whether t h i s i s an 

o v e r r i d i n g c o n s i d e r a t i o n d u r i n g a decade i n w h i c h N o r t h Sea o i l w i l l be 

r e d u c i n g our i m p o r t b i l  l t o such an e x t e n t t h a t s t e r l i n g i s l i k e l y t o 

r ema in s t r o n g d e s p i t e the r e c e n t a b o l i t i o n o f exchange c o n t r o l . 

BACKGROUND TO THE IMMEDIATE ISSUES 

P o s s i b l e deve lopments i n the CAP 

3 4 . T h i s r e p o r t i s n o t conce rned w i t h the need t o r e f o r m t h e CAP t o cu t 

s u r p l u s e s and reduce the burden wh i ch f a l l s on the U n i t e d K ingdom. The 

p o s s i b l e p a t t e r n o f deve lopments h a s , however , t o be t a k e n i n t o account 

because o f the i m p l i c a t i o n s f o r our f a r m e r s . 

35. The U n i t e d K ingdom ' s f i r s t a im w i l l c o n t i n u e t o be t o h o l d down the r e a l 

l e v e l o f EEC p r i c e s u p p o r t . There i s no q u e s t i o n t h a t t h i s i s the r i g h t 

o b j e c t i v e f o r t he U n i t e d Kingdom b u t i n a s s e s s i n g the i m p l i c a t i o n s f o r our 

domes t i c a g r i c u l t u r a l p o l i c y we have t o b ea r i n mind t h a t most o f the scope 

f o r g r een £ d e v a l u a t i o n s has a l r e a d y been u s e d up and we can no l o n g e r assume 

t h a t r e s t r a i n t o f common p r i c e s w i l l l e a v e our p r o d u c e r s u n a f f e c t e d . 

36. However, w h i l e a p ruden t p r i c e p o l i c y f o r a l l CAP commodi t i es shou ld be 

our o b j e c t i v e over the n e x t few y e a r s , i t might n o t , even i f agreed i n the 

A g r i c u l t u r e C o u n c i l , be s u f f i c i e n t b y i t s e l f t o c o n t a i n t h e c o s t o f the CAP. 

F o r example an assessment o f the p o s i t i o n on m i l k , w h i c h accoun t s f o r 40 per 

cent o f the c o s t o f the CAP, sugges t s t h a t a f t e r a f o u r - y e a r p r i c e f r e e z e 
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f o l l o w e d by a p e r i o d i n w h i c h the p r i c e i s h e l d s t e a d y i n r e a l t e r m s , m i l k 

p r o d u c t i o n i n the EEC as a whole m igh t n o t , b y the m i d d l e o f the n e x t decade , 

be s i g n i f i c a n t l y d i f f e r e n t f rom p r o d u c t i o n i n 1979. A c c o r d i n g l y i t i s t o be 

expec ted t h a t n o n - p r i c e measures t o reduce the c o s t o f the CAP, such as t h e 

i n c r e a s e i n the c o - r e s p o n s i b i l i t y l e v y on m i l k and the r e d u c t i o n s i n t h e quotas 

f o r sugar w h i c h the Commiss ion have r e c e n t l y p r o p o s e d , w i l l become more 

i m p o r t a n t . I t i s n o t p o s s i b l e t o f o r e c a s t a t t h i s s tage what may emerge b u t 

any measures t h a t are agreed w i l l have i m p l i c a t i o n s f o r U n i t e d Kingdom p r o d u c e r s 

37 . I t may be argued t h a t , i f t h e CAP produces uneconomic s u r p l u s e s , r e s t r a i n t 

i n p r o d u c t i o n i s e s s e n t i a l i n a l l member s t a t e s . The v i e w o f the A g r i c u l t u r e 

Departments i s  , however , t h a t as t h e U n i t e d K ingdom. rema ins a l a r g e n e t i m p o r t e r 

of t empera te f o o d , i t i s i n ou r g e n e r a l i n t e r e s t t o i n c r e a s e home p r o d u c t i o n i n 

the c o n t e x t o f g e n e r a l Community r e s t r a i n t . I t i s a l s o , t h e y a r gue , i n the 

Community i n t e r e s t t o i n c r e a s e p r o d u c t i o n i n areas o f g r e a t e s t r e l a t i v e 

e f f i c i e n c y w h i c h f o r many commodi t i es a re i  n the U n i t e d K ingdom. O t h e r 

Departments doubt whether a p o l i c y o f a i m i n g a t s e l f - s u f f i c i e n c y i n f o o d , 

which may have made sense i  n t h e 1940s o r i  n p e r i o d s when we were a t t e m p t i n g 

to p rop up s t e r l i n g a t an a r t i f i c i a l l y h i g h l e v e l , i s a p p r o p r i a t e i n p r e s e n t 

c i r c u m s t a n c e s . N o r , t h e y b e l i e v e , wou ld i t be p r a c t i c a l p o l i t i c s t o expec t 

o ther EEC c o u n t r i e s t o make a p r o p o r t i o n a t e l y g r e a t e r - r e d u c t i o n i n t h e i r 

p r o d u c t i o n so as t o accommodate b o t h U n i t e d Kingdom e x p a n s i o n and t h e d i m i n u t i o n 

)f s u r p l u s e s . 

)EVALUATION OF THE GREEN £ 

; 8 . The C o n s e r v a t i v e M a n i f e s t o says t h a t the Government w i l l " a i m t o deva lue 

;he g reen £ w i t h i n the norma l l i f e t i m e o f a P a r l i a m e n t t o a p o i n t w h i c h wou ld 

enable ou r p r o d u c e r s t o compete on l e v e l t e rms w i t h t h o s e i n the r e s t o f the 

Community" . Much has a l r e a d y been a c h i e v e d , p a r t l y b y two d e v a l u a t i o n s o f 

the g reen £ s i n c e the Government came t o o f f i c e , and p a r t l y t h r o u g h the r e c e n t 

s t r e n g t h o f the £ i t s e l f . The gap between g r e en r a t e s and marke t r a t e s i s 

c u r r e n t l y some 10 p e r c e n t . 

39. I f t he g reen £ i s t o be d e v a l u e d f u r t h e r i n t h e n e a r f u t u r e , i t w i l l 

p r o b a b l y be d e s i r a b l e on t a c t i c a l grounds t o propose the d e v a l u a t i o n a t t h e 

meet ing o f the A g r i c u l t u r e C o u n c i l on 10 December. Any l a t e r p r o p o s a l f o r a 

d e v a l u a t i o n i s l i k e l y t o become e n t a n g l e d i n the 1980 p r i c e - f i x i n g n e g o t i a t i o n s . 
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4 0 . The ma in o p t i o n s f o r a December d e v a l u a t i o n are n i  l and 5 pe r c en t . A 

s i g n i f i c a n t l y h i g h e r d e v a l u a t i o n i s u n l i k e l y t o be n e g o t i a b l e because of the 

r i s k o f c r e a t i n g p o s i t i v e MCAs. 

4 1 . The e f f e c t o f a g r een £ d e v a l u a t i o n o f 5 p e r cent on 1980 ca l enda r year 

income a l l o w i n g f o r the Lagged e f f e c t on p r o d u c e r p r i c e s w i l l be about £120m. 

B y the end o f 1980 r e t a i l f o od p r i c e s wou ld on average be h i g h e r by almost 

1 p e r cent and the RPI b y \ p e r c e n t . The f u l l e f f e c t s o f the d e v a l u a t i o n wo 

n o t however be f e l t u n t i l 1981 . The f u l l y e a r b e n e f i t t o f a rm incomes would Tj 

about £175m ( e q u i v a l e n t t o o n l y 2 j p e r cent on the v a l u e o f a g r i c u l t u r a l outp 

because l e s s t h a n h a l f t h i s o u t p u t b e n e f i t s f rom a g reen £ change) and the ot 

ma in consequences wou ld be as f o l l o w s -

TABLE 3 

FULL YEAR EFFECTS OF 5 PER CENT DEVALUATION OF THE GREEN £ 

P r o d u c e r s Change i  n PSER F o r e i g n P u b l i c 
r e t u r n s consumers 1 e f f e c t exchange 
(ne t o f e x p e n d i t u r e £m c o s t s 
f e ed ) e f f e c t 

£m £m £m F P I RP I 
M 

% Green £ 
change 

* 177 *253 +.95/0 +. 25$ - 2 8 H-86 -2 
( i e 4-5. h on 
suppo r t 
p r i c e s ) 

(a ) Net e f f e c t o f a r e d u c t i o n i  n e x p e n d i t u r e and i n c r e a s e i  n r e c e i p t s . 

(b) An i n c r e a s e i n f o r e i g n exchange c o s t s due m a i n l y t o a r i s e i n food 
i m p o r t p r i c e s . A f t e r p r o d u c t i o n and consumpt i on r e sponses th e s e l o s s e s 
s h o u l d be e l i m i n a t e d . 

( c ) A s a v i n g i n p u b l i c e x p e n d i t u r e . 
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L IQUID M I L K D I S T R I B U T I O N AND THE R E T A I L P R I C E OF M I L K 

4 2 . The U n i t e d K i n g d o m ' s s y s t e m o f l i q u i d m i l k d i s t r i b u t i o n i s u n i q u e i n 

E u r o p e . I t s m a i n f e a t u r e s a r e a s f o l l o w s 

i  . F a r m e r s s e l l a l l t h e i r m i l k t o t h e i r l o c a l M i l k M a r k e t i n g B o a r d ( M M B ) . 

T h e y r e c e i v e a " p o o l " p r i c e r e f l e c t i n g t h e B o a r d ' s t o t a l r e t u r n f r o m 

t h e l i q u i d a n d m a n u f a c t u r i n g m a r k e t s . 

i i  . The B o a r d s s e l l m i l k f o r m a n u f a c t u r i n g ( i n t o b u t t e r , c h e e s e , e t c ) 

a n d f o r l i q u i d c o n s u m p t i o n . The p r i c e o f m i l k f o r l i q u i d c o n s u m p t i o n 

i s 25 p e r c e n t - l ^ p p e r p i n t - h i g h e r t h a n t h a t f o r m i l k f o r 

m a n u f a c t u r i n g . T h i s d i f f e r e n c e i s t h e " l i q u i d m i l k p r e m i u m " . 

i i i  . The G o v e r n m e n t s e t s b o t h t h e max imum r e t a i l p r i c e o f m i l k a n d 

t h e v a r i o u s w h o l e s a l e p r i c e s p a y a b l e t o t h e MMBs f o r l i q u i d m i l k , t h e 

d i f f e r e n c e b e t w e e n t h e t w o b e i n g t h e d i s t r i b u t o r s ' m a r g i n . 

i v . The w h o l e s a l e p u r c h a s e r s o f m i l k f o r l i q u i d c o n s u m p t i o n a r e t h e 

l a r g e d a i r i e s w h i c h o p e r a t e t h e U n i t e d K i n g d o m ' s s y s t e m o f d o o r - t o - d o o r 

m i l k d e l i v e r i e s . T h e s e ' d a i r i e s a l s o s e l l t o r e t a i l o u t l e t s i n c l u d i n g 

s u p e r m a r k e t s , b u t t h e p r i c e o f m i l k i n s u p e r m a r k e t s i s g e n e r a l l y t h e 

same a s t h a t o f m i l k d e l i v e r e d t o t h e d o o r . 

43 . I t h a s b e e n s u g g e s t e d t h a t t h e r e t a i l p r i c e o f m i l k c o u l d b e r e d u c e d 

i a two w a y s . 

44. F i r s t , i t i s a r g u e d t h a t t h e w h o l e s a l e p r i c e s h o u l d b e s e t s o a s t o 

r e d u c e o r e l i m i n a t e t h e l i q u i d m i l k p r e m i u m . T h i s w o u l d b e i n . a c c o r d a n c e 

with t h e c r i t e r i o n f o r a g r i c u l t u r a l s u p p o r t s u g g e s t e d i n p a r a g r a p h 2 8 a b o v e . 

Whether t h e p r e m i u m c o u l d h e c o m p l e t e l y e l i m i n a t e d i s n o t c l e a r : o n t h e 

C o n t i n e n t , t h e p r o d u c e r t y p i c a l l y s e l l s t o a p r o d u c e r c o - o p e r a t i v e , w h i c h 

i n t u r n s e l l s m i l k i n t o m a n u f a c t u r i n g a n d l i q u i d c o n s u m p t i o n a t d i f f e r e n t 

p r i c e s , b u t t h e p r e m i u m i s n o t a s g r e a t a s i n t h e U n i t e d K i n g d o m . 
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45. S e c o n d l y , i t i s a rgued t h a t the r e t a i l p r i c e o f m i l k i s kep t a r t i f i c i a l l y ! 

h i g h by the d a i r i e s i n the i n t e r e s t s o f p r o t e c t i n g t h e i r d o o r - t o - d o o r 

d e l i v e r i e s . One e s t i m a t e i s t h a t o f the c u r r e n t p r i c e o f 15p p e r p i n t , 5p i s I 

a c c o u n t e d f o r by d i s t r i b u t i o n c o s t s . The Depar tment o f Trade e s t i m a t e s t h a t 

i n c o n d i t i o n s o f f r e e c o m p e t i t i o n the supermarke t s migh t save 3p o f t h i s , 

bu t t he A g r i c u l t u r e Depar tments c o n s i d e r t h i s e s t i m a t e h i g h l y o p t i m i s t i c . 

The supermarke t c h a i n s c e r t a i n l y c l a i m t h a t the d a i r i e s charge them h i g h e r 

p r i c e s t h a n t h e y wou ld i n a f u l l y c o m p e t i t i v e s i t u a t i o n . I t i s a rgued t h a t 

f r e e r c o m p e t i t i o n between shop and d o o r s t e p s a l e s i n E n g l a n d and Wales , as 

a l r e a d y o c c u r s i n S c o t l a n d and the I r i s h R e p u b l i c , w o u l d p r o v i d e a b e n e f i c i a l 

spur t o b o t h , and c o u l d make i t u n n e c e s s a r y f o r the Government t o se t (and i n l 

t i m e s o f i n f l a t i o n c o n t i n u a l l y i n c r e a s e ) the maximum r e t a i l p r i c e . The 

d a i r i e s " p r e s e n t t r a d i n g p r a c t i c e s a r e b e i n g examined by the O f f i c e o f F a i r 

T r a d i n g . 

46. A g a i n s t t h i s , t he A g r i c u l t u r a l Depar tments argue t h a t the supermarkets 

a r e f r e e t o n e g o t i a t e w i t h t he d a i r i e s , a n d , i  f t h e y d i s l i k e the d a i r i e s ' 

p r i c e s , a r e a l s o f r e e t o s e t up t h e i r own b o t t l i n g p l a n t s w h i c h would enable 

them t o buy m i l k d i r e c t f rom the MMBs. I t w o u l d t h e r e f o r e be p o s s i b l e f o r 

c o m p e t i t i o n t o e x i s t a t any l e v e l o f i n t e n s i t y be tween r e t a i l shops and 

d a i r i e s unde r t h e p r e s e n t s y s t e m . I t m igh t w e l l be t h a t Government c o n t r o l 

o f t he r e t a i l p r i c e has- p r e v e n t e d the d a i r i e s from a b u s i n g the p r e s e n t 

p o s i t i o n and has d e p r e s s e d p r i c e s ; t h i s may i n d e e d have r educed the s t i m u l u s to 

p o t e n t i a l c o m p e t i t o r s t o e n t e r the m a r k e t . 

47. The m a i n argument a g a i n s t change i s t he b e l i e f t h a t l o w e r shop p r i c e s 

w o u l d k i l  l o f f t he d o o r s t e p d e l i v e r y , w i t h u n a c c e p t a b l e s o c i a l and economic 

consequences . The r e a s o n f o r t h i s b e l i e f i s t h a t o n l y a m i n o r i t y o f 

consumers w o u l d need t o s w i t c h f rom d e l i v e r e d m i l k t o shop bought m i l k i n 

o r d e r f o r d e l i v e r y r o u n d s , w i t h t h e i r h i g h f i x e d c o s t s , t o become uneconomic. 

The e v i d e n c e as t o t he v i a b i l i t y o f d e l i v e r y rounds i n t hese c i r c u m s t a n c e s 

i s n o t c o n c l u s i v e . The e x p e r i e n c e o f C o n t i n e n t a l E u r o p e , and o f b read 

d e l i v e r i e s i n t he U n i t e d Kingdom, sugges t s t h a t t h e y w o u l d l a r g e l y i f no t 

e n t i r e l y d i s a p p e a r , bu t t h e y have s u r v i v e d i n S c o t l a n d d e s p i t e a measure o f 
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c o m p e t i t i o n from m i l k i n the shops . S u c c e s s i v e Governments have a c c e p t e d 

the r e s u l t s o f consumer c h o i c e i n o t h e r f i e l d s , n o t a b l y i n the a b o l i t i o n o f 

r e s a l e p r i c e ma in tenance and t h e c o n s e q u e n t i a l g rowth i n supermarke ts a t 

the expense o f s m a l l s h o p s . B u t i t i s a rgued t h a t m i l k d i s t r i b u t i o n i s 

d i f f e r e n t because the d i s t r i b u t i o n sys tem a f f e c t s the volume o f m i l k p u r c h a s e d 

as w e l l as the p l a c e o f p u r c h a s e ; and t h a t b e c a u s e , u n l i k e most f o o d s t u f f s , 

m i l k i s b o t h b u l k y and h i g h l y p e r i s h a b l e , a r e d u c t i o n i n d o o r s t e p d e l i v e r y 

would a lmos t c e r t a i n l y l e a d t o a s i g n i f i c a n t d e c l i n e i n t h e U n i t e d K ingdom ' s 

consumpt ion o f l i q u i d m i l k , t o the d e t r i m e n t o f U n i t e d Kingdom a g r i c u l t u r e . 

4 8 . A n o t h e r p o t e n t i a l cause o f change i s the impo r t o f l i q u i d m i l k . There 

are a t p r e s e n t no common EEC r e g u l a t i o n s g o v e r n i n g the h e a l t h and hyg i ene 

of t he p r o d u c t i o n , p r o c e s s i n g and p a c k a g i n g o f m i l k so t h a t Member S t a t e s 

are f r e e t o m a i n t a i n t h e i r own n a t i o n a l measures . The U n i t e d Kingdom 

- e g u l a t i o n s e f f e c t i v e l y p r e v e n t t h e impor t o f p r e - p a c k e d l i q u i d m i l k i n t o 

t h i s c o u n t r y . The Commiss ion has c h a l l e n g e d ou r l e g i s l a t i o n on the grounds 

h a t i t i s a n u n f a i r r e s t r i c t i o n on i n t r a - C o m m u n i t y t r a d e . I t i s l i k e l y 

ha t the i s s u e w i l l be r e f e r r e d t o t h e European C o u r t i n t h e f i r s t h a l f o f 

9 8 0 , b u t i t i s by no means c e r t a i n t h a t the U n i t e d Kingdom w i l l l o s e t h e 

i a s e . I f we were t o l o s e i t , we wou ld p r o b a b l y be f o r c e d t o p e r m i t i m p o r t s 

of l i q u i d m i l k by the end o f 1980 . I f we won i t , t he e v e n t u a l 

K a r m o n i s a t i o n o f n a t i o n a l h e a l t h and hyg i ene r e g u l a t i o n s by t h e EEC 

v/ould p r o b a b l y r e s u l t i n i m p o r t s t a k i n g p l a c e e a r l y i n 1982 . 

9. As a l r e a d y i n d i c a t e d i n p a r a g r a p h 4 5 , t h e d a i r i e s ' t r a d i n g p r a c t i c e s 

t r e b e i n g examined by the O f f i c e o f F a i r T r a d i n g . I n a d d i t i o n the M i n i s t r y 

cf A g r i c u l t u r e , F i s h e r i e s and Food has commiss ioned a s t u d y by a c c o u n t a n t s 

of d i s t r i b u t o r s 1 m a r g i n s . The r e s u l t o f b o t h t h e s e i n v e s t i g a t i o n s w i l l be 

c v a i l a b l e i n t h e New Y e a r and w i l l p r o v i d e m a t e r i a l f o r f u r t h e r c o n s i d e r a t i o n 

of t he l o n g e r - t e r m i s s u e s o f m i l k d i s t r i b u t i o n . Bu t t h e y do no t r e q u i r e 

immediate d e c i s i o n s . The q u e s t i o n now i s whether t h e r e t a i l p r i c e o f m i l k 

should be r a i s e d by l ^ p a p i n t , as p roposed by the M i n i s t e r o f A g r i c u l t u r e , 

F i s h e r i e s and F o o d , S i n c e the m a i n purpose o f t h i s i n c r e a s e wou ld be t o 

help p r o d u c e r s r a t h e r t h a n d i s t r i b u t o r s , t he p roceeds wou ld be devo t ed l a r g e l y 

to an i n c r e a s e i n the w h o l e s a l e p r i c e o f l i q u i d m i l k . I t wou ld thus have the 

e f f e c t o f i n c r e a s i n g the l i q u i d premium. 
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50. M i l k p r i c e s a r e n o r m a l l y r e v i ewed each Oc tober and A p r i l . The prev i ous 

Government pos tponed a d e c i s i o n i n March 1979? and M i n i s t e r s agreed to a 

1-Jp p e r p i n t i n c r e a s e i n May. A l m o s t the whole o f t h i s i n c r e a s e went to 

m a i n t a i n d i s t r i b u t o r s ' m a r g i n s . I t was t h e n hoped t h a t the w h o l e s a l e 

p r i c e c o u l d be i n c r e a s e d i n Oc tobe r s u f f i c i e n t l y t o g i v e d a i r y farmers a 

r e a s o n a b l e r e t u r n f o r the Autumn w i t h o u t a f u r t h e r r e t a i l p r i c e i n c r e a s e 

u n t i l t h e New Y e a r . 

5 1 . I n the e v e n t , t he measured c o s t s o f the d i s t r i b u t o r s i n c r e a s e d more 

t h a n had been expec t ed and t h e w h o l e s a l e p r i c e i n c r e a s e i n O c t o b e r was on ly 

h a l f o f what had been expec t ed i n May. The M i n i s t e r o f A g r i c u l t u r e , 

F i s h e r i e s and Food a c c o r d i n g l y p roposed an i n c r e a s e o f l ^ p p e r p i n t on the 

maximum r e t a i l p r i c e o f m i l k f rom 18 November i n E n g l a n d , Wales and 

N o r t h e r n I r e l a n d , and f rom 21 Oc tobe r i n S c o t l a n d . The C a b i n e t d e c i d ed on 

4 Oc tobe r no t t o make any immediate i n c r e a s e i n the r e t a i l p r i c e o f m i l k . 

52. The p r e s e n t p o s i t i o n i s t h a t m i l k p r o d u c e r s ' n e t income i n 1980 w i l l 

be be low the 1979 l e v e l i n r e a l t e rms u n l e s s two changes a r e made w i t h 

e f f e c t f rom 1 J a n u a r y 1980 - a 5 p e r c en t d e v a l u a t i o n o f the g r e en £, and 

a l^rp p e r p i n t i n c r e a s e on the maximum r e t a i l p r i c e o f m i l k . 

53. W i t h i n t h e Community we s h a l l be p r e s s i n g f o r a p r i c e f r e e z e on m i l k 

amd m i l k p r o d u c t s and hence f o r a d e c l i n e i n t h e r e a l incomes o f m i l k 

p r o d u c e r s . The q u e s t i o n a r i s e s whether i t i s s e n s i b l e a t the same t ime t o 

m a i n t a i n t h e r e a l incomes o f m i l k p r o d u c e r s a t home. The A g r i c u l t u r e 

Depar tments argue t h a t i t i s , because our p o l i c y a i m w i t h i n the Community 

i s t o c u t m i l k p r o d u c t i o n by s q u e e z i n g out the l e a s t e f f i c i e n t p r o d u c e r s . 

T h i s wou ld no t be a c h i e v e d by a p p l y i n g t h e f u l l r i g o u r s o f t h e p r i c e f reeze 

t o t h e U n i t e d K ingdom, s i n c e , u n t i l i n f l a t i o n i s b r ough t under c o n t r o l , a 

p r i c e f r e e z e w i t h o u t o t h e r measures wou ld have a d i s p r o p o r t i o n a t e e f f e c t on 

U n i t e d Kingdom m i l k p r o d u c e r s who a r e more e f f i c i e n t t h a n many o t h e r s i n 

the Community. O the r s argue t h a t i n c r e a s i n g the l i q u i d premium runs the r i s k 

a f s t i m u l a t i n g i n ves tmen t i n the d a i r y i n d u s t r y w h i c h w i l l p rove t o be 

uneconomic when, as i s bound t o be t h e case sooner o r l a t e r , l i q u i d m i l k import 

can no l o n g e r be p r e v e n t e d and a h i g h l i q u i d premium no l o n g e r s u s t a i n e d . T h u s 

s e t t i n g the premium a t an e x c e s s i v e l e v e l r e p r e s e n t s an u n n e c e s s a r y burden on 

consumers and a w a s t e f u l use o f r e s o u r c e s . They a l s o argue t h a t i n c r e a s e d milk] 

p r o d u c t i o n wou ld l e a d t o i n c r e a s e d s a l e s i n t o i n t e r v e n t i o n i  n the U n i t e d Kingdoi 
18 

CONFIDENTIAL 



CONFIDENTIAL 


FARM CAPITAL GRANTS 

54. I n o r d e r t o comple te t h i s y e a r ' s p u b l i c e x p e n d i t u r e r e v i e w M i n i s t e r s 

have now t o d e c i d e the l e v e l o f e x p e n d i t u r e on farm c a p i t a l g r a n t s i n 1981-82 

and t h e r e a f t e r . A r e s u l t o f t he l a g s be tween a p p l i c a t i o n and payment i s 

t h a t changes i  n e x p e n d i t u r e i  n 1982-83 r e q u i r e r a t e s o f g r a n t t o be changed 

from 1 J a n u a r y 1980 . The " b a s e - l i n e " f o r c a p i t a l g r a n t s i s £160 m i l l i o n 

i n 1 9 8 2 - 8 3 . The T r e a s u r y p ropose t h a t , as a c o n t r i b u t i o n t o the w i d e r 

p u b l i c e x p e n d i t u r e s a v i n g s e x e r c i s e , t h i s f i g u r e s h o u l d he r educed by 

£60 m i l l i o n . S i n c e some £50 m i l l i o n o f t he £160 m i l l i o n i s a l r e a d y commi t ted 

a c u t o f 55 p e r cen t i n t he r a t e s o f g r a n t s w o u l d be needed . A l t e r n a t i v e l y 

the c u t i n r a t e s migh t be somewhat r educed e i t h e r by p r o g r e s s i v e l y d e l a y i n g 

payments a l r e a d y c o n t r a c t e d , o r by t a k i n g some i t ems ou t o f g r a n t a l t o g e t h e r . 

In c o n t r a s t t o t he T r e a s u r y p r o p o s a l t he MAFF p ropose t h a t t he g r a n t s h o u l d 

oe i n c r e a s e d by £30 m i l l i o n i n 1 9 8 2 - 8 3 , a l l o w i n g an i n c r e a s e i n coverage and 

a somewhat h i g h e r average l e v e l o f g r a n t . T h i s change w o u l d be accompanied 

by t he s t r e a m l i n i n g o f t he g r a n t s sys tem recommended by S i r Derek R a y n e r . 

The gap between the MAFF and the T r e a s u r y i s  , t h e r e f o r e , £90 m i l l i o n . T h i s 

i s e q u i v a l e n t t o some 10 p e r cen t o f a n n u a l g r o s s c a p i t a l e x p e n d i t u r e i n 

a g r i c u l t u r e . 

)5. MAFF say t h a t p a s t e x p e r i e n c e i n d i c a t e s t h a t Government suppo r t i s needed 

o s t i m u l a t e i n v e s t m e n t s i n c e f a r m e r s , l i k e o t h e r s m a l l b u s i n e s s e s , a r e 

: e l u c t a n t t o i n c u r l o n g t e r m d e b t s . They sugges t t h a t t he f i g u r e s showing 

he r e l a t i o n s h i p between p a s t i n v e s t m e n t and i n c r e a s e s i n o u t p u t ( p a r a g r a p h 58) 

(emons t ra te t h a t such a s s i s t a n c e i s w e l l w o r t h w h i l e f rom t h e n a t i o n a l p o i n t 

of v i e w . They b e l i w e t h a t i n c r e a s e d s u p p o r t i s now n e c e s s a r y because 

nvestment i n b u i l d i n g s and works i s l o w e r t h a n i t was i n 1970 , and i s 

p robab ly b a r e l y adequate t o m a i n t a i n the e x i s t i n g s t o c k . Indeed a r e c e n t 

t e c l i n e i n a p p l i c a t i o n s f o r c a p i t a l g r a n t s , r e f l e c t i n g wan ing a g r i c u l t u r a l 

c o n f i d e n c e , sugges t s t h a t t h e r e w i l  l be a sha rp f a l l i  n i n v e s t m e n t i  f no 

f u r t h e r measures a r e t a k e n . A f u r t h e r r e a s o n t o i n c r e a s e the l e v e l o f 

expend i tu re i s t o f u l f i l , a t l e a s t i n p a r t , t h e G o v e r n m e n f s commitment t o 

keep our a g r i c u l t u r e a b r e a s t o f i t s much more h e a v i l y s u b s i d i s e d and p r i c e 

advantaged c o m p e t i t i r s i n o t h e r EEC member c o u n t r i e s . MAFF c a l c u l a t e t h a t 

i f e x p e n d i t u r e on a g r i c u l t u r a l i nves tmen t he re was s u b s i d i s e d down t o the 

same l e v e l , t he Exchequer c o s t w o u l d be doub le t h a t o f t h e c u r r e n t c a p i t a l 

g r a n t s . 
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56 . The T r e a s u r y v i ew i s t h a t the MAFF p r o p o s a l s a r e i n c o n s i s t e n t w i t h the 

agreement a l r e a d y r eached i  n C a b i n e t on the l e v e l s o f p u b l i c e xpend i tu r e 

f o r 1 9 8 0 - 8 1 . Moreover t h e y do no t c o n s i d e r t h a t t h e y p r o v i d e a b a s i s f o r 

exempt ing a g r i c u l t u r e f rom c o n t r i b u t i n g t o the o v e r a l l r e d u c t i o n s i n expend i tu i 

t o w h i c h the Government i s commit ted i n l a t e r y e a r s . The C a b i n e t h a s , f o r 

example , a l r e a d y ag reed t o r e d u c t i o n s i n the i n h e r i t e d i n d u s t r i a l suppor t 

programme r i s i n g by 1983 t o more t h a n £400 m i l l i o n ( o ve r 40 p e r c en t ) o f 

w h i c h about h a l f r e f l e c t s the announced r e d u c t i o n i n the coverage and r a t e s 

o f r e g i o n a l deve lopment g r a n t . 

5 7 . The T r e a s u r y b e l i e v e t h a t , w h i l e i n c e r t a i n d i s a d v a n t a g e d a reas a i d s 

f o r a g r i c u l t u r e can be j u s t i f i e d i n s o c i a l t e r m s , g e n e r a l a i d s shou ld be 

c o n s i d e r e d on t h e i r economic m e r i t s . They do no t b e l i e v e t h a t MAFF have 

demons t ra t ed t h a t i n ves tmen t i n a g r i c u l t u r e i s more l i k e l y t o promote 

o u t p u t t h a n wou ld r e d u c t i o n s i n t a x a t i o n . They argue t h a t inves tment which 

needs the a s s i s t a n c e o f h i g h e r l e v e l s o f g r a n t i s by d e f i n i t i o n m a r g i n a l 

and t h a t m a r g i n a l i n v e s tmen t c o u l d no t be j u s t i f i e d even i f on average 

a g r i c u l t u r a l i n v es tmen t were more p r o d u c t i v e t h a n inves tment e lsewhere i n the 

economy. N e i t h e r do t h e y b e l i e v e t h a t e x p e n d i t u r e can be j u s t i f i e d by 

compar i sons w i t h t h e i n c e n t i v e s a v a i l a b l e i n o t h e r , m o s t l y r i c h e r , EEC 

member s t a t e s . Such a i d s a r e g i v e n f o r a v a r i e t y o f r e a s o n s , i n c l u d i n g 

s o c i a l r e a s o n s , w h i c h a r e no t a p p l i c a b l e t o the U n i t e d K ingdom. I n any case , 

a s r e g a r d s new i n v e s t m e n t , each member s t a t e ' s a g r i c u l t u r a l i n d u s t r y i s 

compet ing f o r r e s o u r c e s p r i m a r i l y a g a i n s t o t h e r s e c t o r s o f i t s own economy 

r a t h e r t h a n a g a i n s t a g r i c u l t u r e i n o t h e r member s t a t e s . 

i s a5 8 . One r e a s o n f o r t h e d i f f e r e n c e i n approach between the T r e a s u r y and MAPF i s a 

d i f f e r e n t v i e w o f the e f f e c t t h a t changes i n e x p e n d i t u r e on inves tment grants might 

h a v e . I f we t a k e the case o f a £60 m i l l i o n c u t , t h e n MAFF b e l i e v e t h a t investment 

wou ld f a l  l by a t l e a s t the f u l l volume o f the c u t ; the ne t s t o c k o f c a p i t a l 

wou ld t h e r e f o r e be l ower by n e a r l y £300 m i l l i o n a f t e r f i v e y e a r s . Th i s 

wou ld p r o b a b l y r e s u l t i n a r e d u c t i o n o f £100 m i l l i o n i n g r oss p r o d u c t , a 

£150 m i l l i o n r e d u c t i o n i n u t p u t , and an i n c r e a s e i n impor t s o f food 

(ne t o f s a v i n g s on impo r t ed i n p u t s ) o f about £140 m i l l i o n p e r annum. They 
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suggest t h a t the e f f e c t i v e n e s s o f i n v e s t m e n t g r a n t s i  n s t i m u l a t i n g i n v e s t m e n t 

i s demons t ra ted hy the ( t i m e - l a g g e d ) changes i  n i n v e s t m e n t volume f o l l o w i n g 

r e c e n t changes i n the r a t e s o f g r a n t . Inves tment r o s e by 22 p e r cent between 

1969 and 1973? f o l l o w i n g a 15 -po in t i n c r e a s e i n g r a n t r a t e s i n 1970; f e l l 

by 36 pe r cent t o 1976 a f t e r a r e d u c t i o n i n r a t e s i n 1972-73; and r e c o v e r e d 

by 33 p e r cent i  n 1979 f o l l o w i n g i n c r e a s e s i  n r a t e s i  n 1976. 

59. The T r e a s u r y on the o t h e r hand b e l i e v e t h a t f l u c t u a t i o n s i  n i n v e s t m e n t 

have been due t o changes i n f a r m e r s 1 p r o f i t s and p r o s p e c t s , and to s h o r t r u n 

changes i n i n v e s t m e n t p l a n s due t o a n t i c i p a t i o n o f changes i n r a t e s , and t h a t 

the l o n g r u n a s s o c i a t i o n between g r a n t r a t e s and i n v e s t m e n t i s weak. They a l s o 

doubt the s i m p l e c a u s a l r e l a t i o n s h i p w h i c h i s assumed between the l e v e l o f 

c a p i t a l s t o c k and the l e v e l o f o u t p u t . F i n a l l y , t h e y p o i n t out t h a t , a l t h o u g h 

food i m p o r t s m igh t be r educed i f e x p e n d i t u r e on f a rm c a p i t a l g r a n t s l e d t o 

e x t r a a g r i c u l t u r a l p r o d u c t i o n much o f t h e e x p e n d i t u r e wou ld i n f a c t l e a d t o 

a d d i t i o n a l p u r c h a s i n g power b y f a rmer s and c o n t r a c t o r s , some o f w h i c h wou ld 

s t i m u l a t e o t h e r i m p o r t s . I n the s e cases the g r a n t r e p r e s e n t s a bonus w h i c h 

i s a v a i l a b l e t o the f a rmer f o r o t h e r s p e n d i n g . MAFF ' s answer t o t h e s e p o i n t s 

i s t h a t , whatever t h e ^ p o s s i b i l i t i e s f o r i n d i v i d u a l f a r m e r s , t h e y expec t the 

o v e r a l l e f f e c t on e x p e n d i t u r e on i n v e s t m e n t t o be a t l e a s t equa l t o the change 

in e x p e n d i t u r e on g r a n t . 

)0. Changes i n e x p e n d i t u r e i n 1982-83 wou ld be a c h i e v e d b y changes i n t h e r a t e 

)f g r a n t . Because commitments t o pay g r a n t u n d e r t a k e n i n any one y e a r i n f l u e n c e 

the p a t t e r n o f e x p e n d i t u r e on fa rm c a p i t a l g r a n t s f o r s e v e r a l y e a r s ahead, i t 

rould be n e c e s s a r y t o reduce g r a n t r a t e s f rom 1 J a n u a r y 1980 i  n o r d e r t o a ch i e v e 

a l owe r t a r g e t l e v e l o f e x p e n d i t u r e i n 1982 -83 . We g i v e be low some examples 

*f p o s s i b l e r e d u c t i o n s . 

TABLE 4 

1980-81 1981-82 1982-83 1983-84 

Saving o f £60m i  n 1982-83 

d e d u c t i o n i  n r a t e o f g r a n t needed t o a ch i e v e s a v i n g - 55 p e r cent 
sav ings £m 25 47 60 72 
50fo R e d u c t i o n i n G r a n t Ra t e s 
Sav ings £m 21 42 55 65 
k0% R e d u c t i o n i  n G r a n t Ra t e s 
Sav ings £m Jtg" 34 44 52 
30% R e d u c t i o n i n G r a n t R a t e s 

Sav ings £m 13 25 33 39 
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POINTS FOR DECISION 

61. M i n i s t e r s a re i n v i t e d t o t ake d e c i s i o n s on t h r e e i s s u e s - the green £, 

r e t a i l m i l k p r i c e s , and f a rm c a p i t a l g r a n t s . The e f f e c t o f the v a r i o u s 

p r o p o s a l s on f a rm n e t income and on the r e t a i l p r i c e i n d e x i s s e t out below 

£ m i l l i o n Index o f Ne t 
o u t t u r n p r i c e s Farm Income RPI E f f e c t 

1975 = 100 

Income 1979 1,047 68 

Income 1980 w i t h no changes 835 47 

Green £ - 5% d e v a l u a t i o n 120 * 0.2? 

955 54 

l ^ p on m i l k p r i c e 195 + 0.2$ 

1,150 65 

iXf.di Q^ofrtsvby^d-S H^t. o-d^Cho*c,l c o ^ j H 

U T^oU 3 Of-' - - . ' ' ' 
62 Changes i n c a p i t a l g r a n t s w i l l o b v i o u s l y a f f e c t the i n d u s t r y , h u t do no t 

count as changes i n n e t income and have no d i r e c t e f f e c t on the r . p . i . 

C a b i n e t O f f i c e 

30 November 1979 
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AGGREGATE BALANCE SHEET OF UK AGRICULTURE 


£mill ion 

1970 1974 1978 1979 

Assets 

Land and 5800 14530 28842 40282 
bu i ld ings 

Other 3165 6050 11000 12125 

T o t a l 8965 20580 39842 52407 

L i a b i l i t i e s 

Bank advances 500 910 1530 2030 
Other 821 961 1382 1687 

To ta l 1321 1871 2912 3717 

Net worth 7644 18709 36930 48690 

Net worth 400 984 1958 2582 £ per ha 



TABLE B 

t COHFlDgMfliT) 
J 


GROSS FIXED CAPITAL FORMATION AT CONSTANT 1975 PRICES 

£million 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 
forecast 

P l a n t , 
iiachinery 269 275 377 322 363 351 368 351 361 358 
and veh ic l e s 

2 9 8 3 0 6 3 0 8  3 2 3 2 8 6 2 4 0 2 0 9 2 1 3 2 5 6 2 8 0md^Wbrks

Tota l 567 581 585 645 649 591 577 564 617 638 
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TABLE C 

I n d i c a t o r s o f Suppor t t o EEC A g r i c u l t u r e t h r o u g h P r i c e s and N a t i o n a l S u b s i d i e s 

UK W Germany F r a n c e Denmark I r e l a n d N e t h e r l a n d s 

r a g e l e v e l o f s u p p o r t p r i c e s 
E E C i n 1979 r e l a t i v e t o 100 128 108 115 114 118 
(UKrrlOO) 

i ona l exchequer s u b s i d i e s 
pressed i n r e l a t i o n (fo) t o 134 21 18 % 14 
volume o f g r o s s v a l u e 

ed.* 

These p e r c e n t a g e s r e l a t e the v a l u e o f the s u b s i d i e s p a i d o u t i n each member 

te on a g r i c u l t u r a l s u p p o r t ( e x c l u d i n g s o c i a l s e c u r i t y , f o r e s t r y deve lopment e t c ) 

ad e s t i m a t e o f the volume o f g r o s s p r o d u c t . The l a t t e r p r o v i d e s a b r o a d i n d i c a t o r 

tha r e l a t i v e s i z e i n volume terms o f each a g r i c u l t u r a l s e c t o r r e l a t i v e t o 
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