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2. When we discussed our broad approach to budget restructuring, it

Price restraint as a weapon.
In deciding how we handle the approach to the 1981 price fixing
discussions, however, we have to have regard to the following: -

a) the ‘influence of the French Presidential Election;
b)

the likely attitude of other Member States;

¢) the Commission's objectives;
d)

fluence of French Election

e 20 P i i i i that, at most
;. rénch Presidential Election on 26 April means s s o

g::re i1l be time for four Agriculture Councils between the end of /

the;avl;zland the Election date. The French hallrg made gtc(lnelar that a

e ¢ looking for an increase of some 10 per ¢ on I

tglﬁultura prices? Moreover, it will clearly be very dlfflclé]:tefor 74

l’efOrreHCh Government to accept anything in the way oi; SEbStz‘.l iv &

e mms to the CAP which weaken the system before their Zlec ;ogx':si-

bili °S{ tl?ey are likely to be ready to contemplate gre gggr: mﬁller

Rotyoere. 1©S Which they will want applied so as to bene

the interests of our own agricultural industry.

it 5
3 “d: of other Member States

“In‘ i i Ministers took place in
5 el € recent meeting of Agriculture F place b
.Ths:er’-‘a' gwiagad bilateral discussions with each of the Minister:

e

heir attitude would be to the coming price fixing. —
at emerged is as follows:-
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France - in excess of 10%;5 el . g

: rned about the budget, considered it y,

Germany - whlizgag;ntc:g support the French Government in theirs
nec to the French Elections but would

i?i:czévzgtgﬁogome compensating levies;
Italy - 10% to 12%;
Holland - 7% to 8%;
Belgium - 10% to 12%;
Luxembourg - 10%,
Denmark - 13%,
Ireland - 12%,

A1l Ministers stated that inflation, combining with the price
restraints of the last few years, had resulted in falls in farm
incomes which could not be allowed to continue. In the case of
Denmark, Ireland and Italy we know that there is very considerable
political unrest from their farming sectors.

Commission objectives

S References by Mr Gundelach to a settlement in "double figures"
do not suggest that, if he remains Agriculture Commissioner, he
will stand out against the French. The Commission's price proposals
will not be finalised until January when the new Commission has
taken over. They will then have to decide their proposals on prices
and on other measures for changes in the CAP. They are committed to
producing a proposal for a supplementary levy on milk. But there is
no certainty that they will put forward any other major proposals.

UK producers

6. Although our own Annual Review arithmetic has still to be
finalised, it seems clear that the aggregate '"net income" of our
industry will decline in real terms by some 15 per cent this year.
This means that over a four year period, there will have been 2 1,"3-1115
of near}y a half. My officials are discussing with Treasury officia
the basis of the "net income" calculation but we cannot avoi
the industry as a whole (and the livestock sector in particular) Wi
have suffered severe erosion of their profitability. With the
prospect of our inflation rate remaining relatively high thr ougl_ld,ng
1981, we cannot ignore the pressures on our own industry in deci¢l
our approach to the 1981 price fixing exercise. The problems WO
be compounded if we had to accept a revaluation in the green Pou™
and hence a reduction in our positive MCAs.

Our approach

Against this background, we have to decide what line we £

take in bilateral discussi i Comml

: ons with Member States and the UOT
gver the coming months in the lead up to the 1981 price flxlgg&ards
assume that our approach should be to be seen to be working no
1l acceptable price settlement before the French Election an

d the Bot 2

rices, 1 conclude that OUT approach ghoy

e : n 1d
rice restraint’ and to reinforce tnig by avggdzggaggsnéor

D :
itment on the revaluation of the
e;treme position on prices would, %rﬁz‘l‘iﬁ:‘;ndg To take up
r than increase our influence on the fin 1e ol

o came time, this f°m§1§ would not commit us noy op gggcog?'
ettlement that we shoul e ready to settle for. e

In addition, we should emphas:.§e to the Commissi
Joser States that we shall be looking for the first :ge;:dtgtgzr
taken in sensible reforms to the CAP in the context of the price
gettlement. The problem here is to decide how far we can expect
,ealistically to get in advance of the French Election. But at least
e must press the Commission to come forward with an effective
supplementary levy proposal on milk; and we should press the
(onnission also to come forward‘m'ch proposals for the other problem
sectors which Ministers can begin to discuss even if substantive
decisions are deferred until later in the year.

8

{0, Finally, there is the question of a budget ceiling on FEOGA
expenditure. I do not believe that it is realistic to expect to hold
agricultural expenditure in 1981 at the figure in the draft 1981
budget. The 1 per cent VAT 1limit will itself begin to bite in 1981
and beyond. A separate FEOGA ceiling would be valuable if it provided
for FEOGA 'e share of the total budget to be progressively reduced.

I believe that this is the approach we should discuss with the
Germans, In doing so, however, we must leave them in no doubt that

ve should not be ready to accept increased co-responsibility levies

88 a way around the limit.

Zecomendations

M. I therefore recommend colleagues to agree that we should be
flided in our bilateral congcts witguother Member States :’.muﬁ’s
lomission by the approach outlined in this paper. In particular,
recommend that:-
2) on prices we should argue for a policy of "sev:ﬁlp;‘:ce
I‘estraintu’ thus acknowledging that some increases N ‘below the
pocessary but arguing that these should be containe

Tate of inflation;
s for the Commission to come forward

%) ong

wi AP reform s . that the
f'th prOPosalzfci’n t’;hgocgzgext of the pr1ce3dP:gk:g:tsg Ao
TSt steps towards reform can be considere

3
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tary ceiling for FEOGA expenditure, we gy
g) logg :i‘ggdgge GZrmans in the'flrst instance what sort
cgling might be imposed as an instrument for budget
restructuring.

ould
of

Ministry of Agriculture, Fisheries and Food
29 October 1980
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ANNEX

EUROPEAN BUDGET RESTRUCTURING
APPROACH TO THE AGRICULTURE PRICE Pryryg 198

Note by the Ministry of Agriculture, Fisheries and Foog

m;rodUCtion . ;
~ mis paper 1S concerned with the factics %o be followed aver the

:;‘ming nonths during the lead up to the CAP price fixing discussions
pxt SPrings Tt considers how the settlement of agriculture prices
xt year can be used to further our broader objectives on CaP reform

simetable considerations

), Under the budget settlement of last May, the Commission are

rquired to produce proposals on budget restructuring by June 1981.

Teir price proposals for 1981 are expected to be presented to “he

lomeil in January. The first ballot for the French Presidential

Nection is due to take place on 26 April. If agreement on agricultural
rices is to be reached before the French Election, there will, there-
fre, be less than 3 months for negotiations. During this period the
ltch Presidency has provided for four Agriculture Councils -

Y10 Pebruary, 2/3 March, 24/26 March and 13/15 April.

" 1t is not yet clear how the Commission intend to fulfil their

C—‘jmmitment to produce proposals by June of next year or how the package

v ?Toposals on agricultural prices will relate to the wider exercise.

fln?Sters have agreed that we must retain price restraint as a weapon.

;zt:dunlikely that we shall be able to make progress tm o:jeczv::

e wae the agriculture sector before the French Elef:tlon .:hohmce

oy thz- Moreover it would be damaging to our relations m.a %

Settl Community generally if we were seen %o ?e delaying ;; 5
ader reasons unconnected with the agricultural nege ::a 4

the Comng derations suggest that our aim should be to ensure

Sai ‘ g l
y Sion come tantive proposals 29
“regs forward with subs . , and

8¢ coni

o}
Hagy Qr Yember States understand the importence kling th
o g ing progress in the price fixing with tac

S
4 the cost of the CAP.
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ember States
n the informal Agriculture COUncil

t other Member States will be

Objectives of other M :
4. The preliminary discussion 1
on 13/14 October demonstrated tha ' ' l l
looking for a significa.nt increase 1n agricul ture ?Tlces in 198
The following paragraphs summarise the approéch which the St 3
likely to adopt to prices and to CAP reform in the price

negotiations.

5. The French will be concerned to secure a price settlement which
will reinforce their President's chances of re-election. They haye
let it be known that they are looking for an overall price settlement
of about 10 per cent. They are likely to want larger increases op
their livestock products (including milk) than on cereals. As to
reform, they must be expected in advance of their Election to resist
any changes which would be seen as a weakening the CAP. Indeed,
their declared policy is to expand their own agricultural production.
They are concerned to strengthen Community preference and develop
export markets in third countries on the basis of Community funding.
The French are worried, however, about the prospect of a budgetary
They will therefore be
looking for economies in FEOGA expenditure (where their interests are
not affected). They will also favour increased use of co-responsibility
levies differentiated to favour the medium and small producers.

crisis when own resources are exhausted.

6. The new German Government's policy towards the 1981 price fixing
will be of critical importance and this will be substantially
influenced by whether Herr Ertl continues as Agriculture Minister.
They are less concerned about surpluses and price restraint than
with the budgetary cost of the system. Indeed, a relatively hieh
price settlement would give them the headroom to accept some
revaluation of the green mark (for which the Commission, the Fre
and the Danes will press) and increased co-responsibility levies:
This would tie in with the German concern to find ways of reducing
the budgetary cost of FEOGA. We cammot rely on them to support ¢
sort of CAP reform which we should want to see. Nor are they 13kel]

. 3 i he
to take a line which would bring them into direct conflict with *
French before their Election.

nch
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the Dutch and the Irish wil) be main]

paness _
, e mtments which would weaken the CAP ang

¥ concerned to
threaten the

id
oL 4
' The Irign and the Danes will

) penefits they derive from it,
rs00C with the French demands on the

level of pps ;
Price increases arg
0 : sl
i o the putch may be content with g rather lower i ’

they are unlikely to be 0o Worried if the Prency get

oreases s .
,mr say. ALl three will support increased Co-responsibility
-';nes 45 & means of deferring the budgetary crisis, By while the

pich and 1rish seem likely to accept increases in general co-

responsibiliw levies, the Danes will want the supplementary levy
o milk charged on those responsible for the continuing expansion
gile the Irish (and possibly the Dutch) will strongly resist the

applenentary levy.

i, The Belgians and Luxembourgers tend to favour relatively high
rice increases and they will tend to line up with the French in
favouring differentiated co-responsibility levies.

j, Finally, the Italians and Greeks will be mainly concerned to

#owre relatively high price increases on the Mediterranean products

md to resist proposals for changes in the regimes for these

“modities which would weaken the level of support to their producers.

“mission proposals
10, .
Although the price proposals package will have to be d

% tew Comnission, Gundelach has been saying that he expects a

Tuble 4 guren The Commission will clearly be under
the political needs
ome requirements of

ecided by

Tessure + Price increase. o

Mg 0 reflect in their price proposals bo.

Moy arly of the French Government, end the :}nc et
TS, On the basis of their present thinking it seems likely

that ¢ t) in
Yoy 1V nay Propose an increase (perhaps of 7 oF § per cent)
N price [ tions of green rates.
S to be off-get in part by revalud

¥ 3 .
aa"ings &n;eglmes in order to identify ﬂ.;a.scop o i 4he open-
Maq to develop proposals for 1imiting oF

Char
3°ter of the guarantees to producers:
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UK agri cul ture

12. Our own approach :
finally decided in the light ©

i betwee
which will be taking place i _
Figures are still being calculated but the indications are - s
me of the UK jndustry will decline in real teval

to the 1981 price fixing will need to pe
the outcome of the Annual Review
n now and the end of December

aggregate incol

by some 15 per cent in 1980.

_/Thus, over the last 4 years, aggregate net income has declined by
nearly a half. The industry has met this pressure on its liquidity
by cutting back on investment in fixed assets and by increasing
substantially its bank borrowing. In the first half of this year,
the volume of investment in plant, machinery and vehicles was doyp
by a quarter. Bank borrowing increased by some 30 per cent in
1979 and information for 1980 shows a similar increase. The
severest erosion of income has taken place in the milk and beef
sectors and in pigs, eggs and poultry, while the arable sector
has been least affected.

13. The UK industry has had to contend with a higher rate of inflation
and higher interest rates than producers in other parts of the
Community. Compared with an average inflation rate of some 11 to
12 per cent for the Community as a whole, inflation in the UK is
expected to be some 18 per cent over the current year, second only
to Ttaly with 20 per cent. Looking ahead to 1981, it is expected
that the UK rate will be some 14 per cent compared with an average
of 10 per cent for the Community as a whole. UK farmers are also
paying substantially more for their overdraft facilities than
producers in any other Member State except Italy. However imflatiol
and interest rates develop over the next year, it seems likely that

UK producers will be relatively badly placed compared with producer®
in other Member States.,

14. Against this background, the UK agriculture industry will Pe
looking for some increase in support prices in 1981, net of e
green rate revaluation. Unless by the time of the price fiXiné
the market rate for sterling has weakened to bring it close % ﬂ'len
green rate, the Commission are very likely to propose & e
of the green pound. However, no Member State has been expect®® 3
revalue a green rate without an adjustment in common prices o
enables the level of Support in

national currency to be
increased.

We shall have 10

ot the time of the price fixing whether so
aniderv son Tate can be made. This will peeq A
27 g of the negotiations on commen: prices and ion tne Market -rat
g rling @t that pime: Howsvex, (ws increase in the level if ;
for ste port for our own industry is necessary, 5 o
rice S‘fzg gonths should therefore be to-avoid a
% jon in the green pound so-as
common price increases,

me -adjustment
‘depend on the

“Our-tactic over
0y commitment to

the :
to maintain Pressure for

' pevalua¥
wstrain® ok

potiating line on rices it

¢, At the 1979 price fixing, the UK pressed for a reduction in
;;e effective level of support for CAP commodities; particularly
ioge in surpluse The outcome was an average increase of 13 per cent, -
\th a freeze on the milk price.  This year, we argued for a-price

imeeze for commodities in surplus. The-final:-settlement - arrived-

it in the context of the May budget: deal - was'an increase ‘of

48 per cent, with an increase-(net of-increased co-responsibility -

ley) of 2.5 per cent on milk. Ower the last two-years, however;-

tiere had been scope for devaluationscof sthe green pounds This .-

ubled us to compengate partially our own industry-for theoadverse .
Hfect on their incc;mes of the High!lewel of cost increasessin the n.:

T due to our relatively high inflation pates il wlou =i i
b The outcome of ‘next year's price-fixing -discussions is likely
" “e2end heavily on the line taken byothe new German Govermmenbs
7€ 1s increasing concern about ‘the heavy net-budgetary.cost:

1,

;an%ng on the German Exchequer. Much of the-pressure:for change
;:::ected Dore towards reducing this cost: (paricularly t::::gh
chaugegombnity levies on producers) than i"“"’°"‘m§:§2a NCA'S-
Nogpy, © The Germans have ‘alwaysrresistqdﬂ'di“’“lin:;m o
increas:hue common prices were sufficient 0 enable Tné-:eemnex
% a1 the level of support to theiriown f’mqra.a“ which. would make
Utgy, g .be inhibited from pursuing-a line ot s - Whatever
Htes for tne French in advance of their Electior:

: 244
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y do decide to take on Prices, the
mber States suggests that they will a1) y,
increases above last year's figure and close tq what

line the Germans eventuall
attitude of other Me!

pressing for
the French are understood to want.

17. Against this background, if we take up an extreme Position e
argue for a freeze on common prices, we are.likely to find OuTselye
quickly isolated in an 8 to 1 situation. Ministers have agreeq hat
it is important to avoid this. It would, moreover,.be impossible o
justify to our own industTy a policy which would leave them witp e
price increase to mitigate the erosion of their real incomes by our

high rate of inflation.

18. We should be likely to gain more credibility, and hence leverage,
with other Member States if we avoid a position which is recognised

as tactical; and argue instead for a, policy of '"severe price
restraint".
increases in support prices would be necessary.
press for the settlement to continue the reduction in the real level

We should argue strongly this year for a.minimal incpease

In doing so, we should acknowledge that some modest
However, we should

of support.
in cereal prices because of their important influence on the resource
costs of the CAP and because this would have a beneficial effect on
input costs in the livestock sectors, thus making restraint on prices
more acceptable. However, we have to recognise that the Germans have
always resisted restraint on cereal prices because these determine
the income level of their livestock producers.

CONFIDENTIAL

In the final stage of the price negotiationg
’

19, We may be

9Cnoi°e petween settl:-mg On a price increage which the Fien hfaced b
atheI‘S gemand, or holding up a settlement until after the p : :nd
0 renc

eotions 1f, as in previous YearS, We were to fing
pisters would be presented with & difficult politice sudgens

- our relations with the French o
atfecting and the Community as a whole
jjoreover's AE e, were PeApcnsiliesies b1°°kin8 & price settlement b f.

éne french Election, this issue would almost inevitably become dir:c:;e
;molved with the budget restructuring issue. It is not evident that Y
this would necessarily improve the prospects of satisfactory outcome to
the budget negotiations. We should therefore work over the coming months
for & prices deal by April which we could accept. This means that we
should use the leverage to be derived from "severe price restraint! to
secure a package of decisions at the time of the price fixing which can
be presented as the first steps towards our wider objectives on CAP

ourselves isolated,

reform,

Steps_towards CAP reform

0. In deciding what we can realistically aim to achieve in terms of
CAP reform at the 1981 price fixing, we are again faced with the
tining of the French Election., The French will be resistant to any
Gevelopment of the CAP which could be presented to their farmers as a
‘eakening in the system. Our aim, however, must be to get the
‘omiission to come forward with a credible package of reform measures
designeq to begin tackling the over production and related surplus
froblems, e should, therefore, over the coming weeks, impress on
e Comnission the need for substantive progress on CAP reform in the
:::;e:;eoi the prices package and seek to ensure that they come i
ollowing -

cheme for

a) ap e lementary levy 8
ffective and acceptable supp milk surplus

s th
:ilk’ and a medium term plan designed t0 WedBptes
Ver the next few years;
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+andard quantity scheme for ceveals based on varyy
as : mechanism 0 reflect the level of production;
ention duce the level and cost of beef interVenti
ify the Mediterranean regimes to Teduce

b) € the

interv
¢) proposals to re
d) proposals to mod
surpluses and costs;

on;

In addition, the Commission have already made proposals op Sugay
But these are wnsatisfactory from our point of view. Given the;u
level of world sugar prices from which the Community are Denesiy; &
in budgetary terms, there seems little prospect of early agreémen:g

on a new regime.

21. We shall not be able to reach agreement in detail on eacp of the
sectors in the timescale of the price discussions next spring, We

should, however, aim to secure agreement on arrangements to tackle

the milk surplus; and we should want firm commitments by the Counei]
on the need for decisions in the other sectors within the timescale
of the Budget restructuring exercise.

Economies measures

22, The Commission's price proposals will almost certainly be linked
with measures designed to reduce FEOGA expenditure. They may include
some which would further reduce our receipts from FEOGA, including
reduction or abolition of the UK butter subsidy and reduction in the
suckler cow subsidy. We can expect pressure from other Member
States to reduce the cost of these schemes to help reduce the cost
of the CAP. It is important that we should defend all the
arrangements from which we derive a net FEOGA benefit at present,
including the butter subsidy and our benefits from the sheep regif®
The removal of the butter subsidy would alone add 0.4 per cent

to the FPI and 0.1 per cent to the RPI.

1981 Budget

23. Mn important influence on the discussions at the 1981 P :
will be the outcome of the present negotiations on the 1981 bud™
The Commission's draft budget left headroom of only some 550 mﬂw
between the estimated expenditure and the own resources ceiling;n
took credit for receipts of 175 MEUA from a suppl ementary 148

rice fix%
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gy pressing for reductions in non-ggnjqy)y,

al ;
d Germans have succeeded in the Budget expendlture,

Council in

1.35 MEUAs.
ore the cuts
1 have made.

ch an '
the pudget to increase the headroop £6 some

ﬁ;eﬂalms likely that the Parliament will geeg to. vest
g6 ¢ .

] n_obligatory expenditure which the Budget Counci
g 00 are successful, the Agriculture Councij would

o FreP

i they : : be faced with
..ms to contain the cost of the prices settlement in 1981 +o
pgV1E

20 550 MEUAs unless it could agree savings elsewhere in the budget
50

oyision for Agriculture.

t ceiling on FEOGA cost

%, Ministers have agreed that we should seek the support of the
wernans to keep the FEOGA expenditure in 1981 down to the limits
sgreed in the 1981 draft budget. The figure for guarantee
apenditure in the Commission draft budget makes no allowance,

wwever, for any increase in costs arising from the 1981 price fixing.

If ve argue for a ceiling at this figure, it implies that we are
tontemplating an overall price settlement which would be neutral in
tidgetary terms. Thus, price increases would have to be financed
% compensating savings, increased co-responsibility levies or some

forn of national financing.

% The Germans have themsleves given serious thought to some form
"budget ceiling on FEOGA expenditure. In June their Cabinet
_:Dich“ded that they should seek to contain increases in FEOGA to
S8 than the percentage increase in our resources. If this were
Mlied ip 1981, it would appear to allow virtually no increase in

th .
* FR0G4 Provision in the Commission's draft budget. But, while

Honing 4 so0 conc
8 interest in g ceiling on FEOGA, the Germans are al. ;
jonal financing

oyt :

ey th? implications of an enforced system of 1181_71_ L

gy, LB they could find themselves on the receiving € h?ft
Useg Tesulting from action in other Member States to shi

ost
&¥ay from their national exchequerse

erned

the e
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26.

which would hold agricultural expenditure in 1981 at tp, £ i
e

in the draft budget.
1981 and beyond begin to bite. A separate ceiling for FEOG4A

The 1 per cent VAT limit will itge)s in

from that imposed by their own resources limit would be valuab),
only if it is possible to negotiate an arrangement for Teducing
progressively the proportion of the total Budget allocated

to agriculture.

27. We should explore with the Germans possible methods of
introducing a ceiling on FEOGA expenditure. At the same time
it would be important to make it clear to them that we would
not find it acceptable to finance expenditure in excess of

the ceiling by increases in co-responsibility levies.

10

It would not seem realistic to expect agreement on 4 ceily
ing

bugges,

CONFIDENTIAL

gion®
.oucl“
'l/-ppel‘ points to the following conclusions apoyt

This

the ta
' over the comi month ctics
i snould follow ng 8 on the 198 Price ¢

ixing:-
We should show our readiness tq Wwork for an agr
eement

pefore the French Election in which We use the Weapon of ppi
r
restraint to secure a package of decisions whicn will mar: tse
e
pirst steps towards tackling the surpluses apg costs of the CAP;
’

p) our final objective on prices will neeg to be decided in the
light of the outcome of our own Annual Review, But the industry
will be looking for some increases in prices to offset the
further substantial erosion in the real incomes of the industry;

¢) although the German Government's position is unclear, all
other Member States are indicating that they will be looking for
a substantial average increase and most seem unlikely to object
to the French figure of about 10 per cent;

d) against this background we would be likely to find ourselves
quickly isolated if we press for a freeze. Instead, our leverage
and credibility may be maximised by pressing for "severe price
restraint", thus acknowledging that some small increases in support
prices will be necessary, though well below the rate of inflation;

e) we should press the Commission to come forward with substan-
tive proposals for reform along the lines outlined in paragraphs
%0 and 21 emphasising in particular our concern to see detailed
Gecisions on milk and beef in the price fixing discussions;

f) a ceiling on the budgetary cost of FEOGA in 1981 at the

'Vel of the provision in the draft budget is slmost certainly
unne3°tiab].e because it would imply a price settlement which
"8 neutpay 4 The 1 per cent VAT limit
°e111ng jte in 1981, We should
Xplogt on and
1°euea

n budgetary terms.
will, in any case, begin to b
the Germans' conecern about ‘the budgetary positi
Yith them possible formulse for imposing 8 ceilin: 1
"ould progressively reduce the proportion of the ot
devoted to FEOGA.

0
ctobex. 1980
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