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From the Private Secretary 21 April 1987

INCOME SUPPORT FOR FARMERS IN DISADVANTAGED AREAS

The Prime Minister has noted that the Commission have
recently published their proposal for a Community framework
for income support for farmers in disadvantaged areas. She
would be grateful if your Minister would let her have a very
early note commenting on the Commission's proposals, their
relationship to wider reform of the CAP, and the scope which
they offer (or could, if adapted, offer) for securing
savings in the CAP. She would also like to know how it is
intended that we should respond.

I should be grateful for at least a first reaction by
30 April.

I am copying this letter to Alex Allen (Treasury), Lyn
Parker (Foreign and Commonwealth office) and David
Williamson (Cabinet Office).

CHARLES POWELL

——
i

R - eE

Mrs. Shirley Stagg,
Ministry of Agriculture, Fisheries and food.
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: Your Private Secretary's letter of 21° April asked for my first
reactions to the Commission's proposals for direct income aid for
farmers.

From the Minister

2. The proposals have only just appeared. They were, however,
foreshadowed in the Commission's 1985 "green paper" on the CAP and
again by Delors during his visit to London in February. On both
occasions, we were discouraging. I have no evidence that other
Member States were particularly favourable to the idea.

35 There are three separate proposals:

(1) The first provides for EC finance towards income aids for
farmers whose incomes (including any non-farm income) are
r below the average farm income for the Member State concerned,
o or below 125% of that for the region in which they are
{ v . gsituated. The aid, which must not be larger than needed to
w'\ﬂ\ bring each farmer's income up to the level just mentioned, is
X \ to be given on a degressive basis for up to 5 years; and the
d \\ farm must be such that, on completion of an action plan over
. this period, it is capable of yielding the average income
T N,/”“\ without further aid. The EC contribution towards the cost
x}\L varies according to the prosperity of the region concerned and
\@u \ \ the importance of agriculture to it. For the UK it would be
W 0&}\ 10% except for Northern Ireland where, by special derogation,
it would be 70% to put it in line with the rate proposed for
Ireland. The cost to the EC budget would depend
entirely upon how many Member States chose to operate the aid
and at what level: the Commission put it, very speculatively,
at 1.8 billion ECU over 5 years.

(2) The second proposal would set a framework for
nationally-financed aids to farm incomes. The apparent
intention is to ensure that any national aids given by a
Member State (except those authorised by other Community
instruments) should go only to its less-prosperous farmers and
should be related strictly to income and not production.

(3) The third is a revision of an earlier proposal. It would
permit Member States to make an annual payment to farmers aged
over 55, in return for either the complete abandonment of
production on the land or the release of the land to increase
the size of other farms. There would be a contribGtion from
the budget of 50% in the former case and, in the latter case,
508, 25%8 or zero depending on the region.

/4. The proposals ...



4. The proposals need further study and inter-Departmental
discussion. But my initial comments are as follows.

S The second proposal is welcome if it would really impose some
constraints on the massive national aids which some Member States -
particularly France - have been accustomed to give their farmers.
But I suspect that, if they are really determined to do so, they
would find some way of circumventing it.

e The first element of the third proposal could help to reduce
surpluses. But I would prefer a more systematic, though still
voluntary, scheme to take out any land currently used for surplus
crops, irrespective of the farmer's age. The second element is
meant to benefit Southern Member States with poor farm structure.
It would be likely to increase production capacity: there is
nothing in it for us.

i The first proposal, which we believe to be particularly the
brain-child of Delors, is the most far-reaching. 1In theory it
could result in over half the farmers in the Community receiving
temporary income support, with consegquent substantial cost.

8% It would set two major precedents, with potentially serious
implications. First, the Community would be intervening in Member
States' social security policies. Second, it would firmly

establish the principle of radically different rates of EC
contribution to national expenditures based, at least in part, on
relative prosperity. The 70% contribution rate, for example would
apply to Portugal, Greece, and parts of Italy and Spain as well as
in Ireland and Northern Ireland. This is clearly part of Delors'
plan for "cohesion".

9. Such a proposal might be acceptable if it bought a substantial
measure of CAP reform. But I am sceptical whether it would do so.
The Commission are not linking it to their proposals for this
year's price-fixing which, as usual, most Member States consider to
go much too far. 1In the absence of a specific link with current or
future reform proposals, any beneficial impact of the measure

would have to be taken entirely on trust. I am doubtful whether,
even if other Member States welcome the proposal, it will affect
their future attitudes. There is also the question of the "farm
adjustment plans" which are an integral part of the measure and are
designed to make the farms concerned viable without aid after

5 years. It is difficult to envisage that, in many cases, these
plans will not involve increased output as well as substantial
administrative problems and costs.

10. Another point of concern is that the payment of income aids to
relatively poorer and smaller farms could in many cases delay the
natural process of the amalgamation of such farms into larger and
more efficient units. It would thus run directly counter not only
to one of the stated aims of the CAP but also to the second leg of
the third proposal. 1In fact the Community would be spending money
under two different schemes for contradictory purposes.

i L e -
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...ll. I am copying this minute to the Foreign & Commonwealth

Secretary, the Chancellor of the Exchequer and
Sir Robert Armstrong.

E

"""

‘_L,MJ
1 May 1987

(approved by the Minister
and signed in his absence)
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FROM: A W KUCZYS
DATE: 12 MAY 1987

PS/MINISTER OF STATE ce PS/Chief Secretary
Mr Burgner
Mr Bonney
Mrs Imber

COMMISSION'S PROPOSALS FOR INCOME AIDS TO FARMERS

The Chancellor has seen the Minister of Agriculture's minute of 1 May
to the Prime Minister. He has commented that we should examine the
second proposal (setting a framework for nationally-financed aids
to farm incomes) in a positive spirit as a matter of urgency. 15

could well play a useful part in an overall solution.

e ol
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PRIME MINISTER

Commission's Proposals for Income Aids to lFarmers

i3 I have seen a copy of the Minister of Agriculture's

minute of 1 May.

2 I agree that the proposals for income aids put forward by
the Commission are not acceptable as they stand. At the same
time, we have to find a way to reduce prices radically, and this
might well turn out to require some form of income aids. We

would be wise, at the least, to avoid excluding this possibility.

35 Any scheme would have to be time limited, degressive,
tightly ring-fenced and both linked to, and designed to maximise,
price cuts. I recognise the difficulty of meeting all these
criteria. But we have already had to accept that we cannot
achieve a real reduction in CAP costs by price cuts alone. Our
attitude to income aids should be governed by whether it would
be possible to secure agreement to a scheme which delivers a

net reduction in CAP support costs.

4. I am copying this minute to the Chancellor of the

Exchequer, the Minister of Agriculture and Sir Robert Armstrong.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
12 May 1987
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cc Chancellor -~
Minister of State
// Mr F E R Butler
Mr Lavelle
S Mr Monck
Mr Burgner iy
Mr Edwards
— Mr Turnbull
- Mr Mortimer =
Mrs Imber
Mr Tyrie

CAP PRICE FIXING AND GREEN POUND

This submission offers a progress report on the current negotiations
in the Agriculture Council. There may need to be Ministerial
confacts-(particularty on the size of the g}eeh podnd devaluation)
if it emerges that a settlement could be reached this week or next.
There is no more than an evens chance that a real negotiation will

develop on this timescale.

Timetable
2. The PBelgian Presidency tabled a compromise document on its
own 1initiative yesterday. This makes significant concessions to

the German position on cereals, oilseeds and agrimonetary issues
but retains the oivls and i fats @ taxa The present plan 1is for the
Council to continue 1its current meeting until Thursday (21 May);
to break over the weekend and to resume on Monday (25 May) for
an egtended session which could (if necessary) Llast all week. o
a %Egotiation develops, the Commission could be expected to table
its own compromise proposals (perhaps at the beginning of next
week) . It is accepted that if the Council fails to reach decisions
by the end of next week; it will not meet again formally until
22 June. In that case it seems very Llikely that some at any rate
of ‘the «Price Fixing Sissues “Gellg. the " oilsisand “fats =tax “against
whiich ‘there s ''stalil Ya billockimad minerity)s wi kil ssbler ‘rieferrediito: the
European Council on 29-30 June. As 1is wusual, the Commission's
final proposals on green rate changes are unlikely to emerge until

the final stages of the negotiation.
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Substance

The principal elements 1in the <current Presidency compromise

are as follows:

(1) cemeals

1-
f

- no change in common prices except a smaller reduction for

durum wheat (-2.7% instead of -4.7% proposed by the Commission);

= no increased price. discount - for <feed grains B2 5

Commission's proposal);

- dintervention period from October to May <(February to May
in Commossion proposal) but subject to trigger mechanism whereby
intervention only available if EC market price Lless than 93%

of intervention price;

- buying in price 93% of dintervention price subject to seven

monthly increments from November to May,

- maximum moisture content for 1intervention 14.5%Z (Commission:
14%)

(ii) oilseeds

- prices reductions: -6% rapeseed, -3% sunflowers, -6% soya
(Commission: @ —3%/0/=5%)

- price reduction Limits wunder maximum guaranteed quantity
(MGQ) :

198788 & N10Y
1988789 TU5%
1989/90 : 20%
1990/91 : abolition

(Commission proposed abolition in 1987/88)

- dintervention from October to May with 93% trigger as for
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cereals (Commission proposed 4 months)

= oqls apnd_ fats tax: Lower rate for fish oil and transitional
measures in Spain and Portugal.

(iii) agrimonetary

- return to pre 1984 system (i.e. end strong currency system) ;

- semiautomatic system for dismantling newly created MCAs partly

related to "cost developments” in each Member State;

= rarther ponsiﬁeration of green rate changes in current price
fixing in the Llight of what 1is agreed (for positive MCAs) on

the agrimonetary system and (for negative MCAs) on the commodity

proposals.

Financial implications

4. We have asked MAFF to obtain wurgent clarification of. the
financial dimplications of these changes and the other elements
of the compromise. Provisional calculations suggest that the
revised proposals for cereals and oil seeds could reduce the
Commission's estimated savings by several hundred mecu. There
would also be substantial reductions in any PES savings. The
agrimonetary proposals so far elaborated would not themselves
impose costs but, if (as seems Liketﬁ the Commission eventually
concedes most of what each Member State i.s sleeking (e.g. "no
revaluation for Germany and Holland and Llarger devealuations
for all the rest including the UK), the additional cost could
be of the order of 1 becu in a full year. The Commission have
of course recently published Budget documents which reveal
a potential excess over the available budgetary provision within
the T.4% VAT..ceiling of ‘some .5 becu both in 1987 and 1983 on
the assumption that their Price Fixing proposals (including

the oils and fats tax) are fully accepted.

Green pound

Sie The Commission would normally only revise 1its proposals
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’r green rate changes in the final stages of the negotiation.
a serious move towards a settlement develops this week Mr Jopling
will need to be given a more precise position than the one agreed
at the Prime Minister's meeting on 22 "April, Against this
eventuality I attach our Latest assessment of the PES costs by
percentage point cut in the MCA and by commodity. (We have copied
this attachment only to MAFF, Cabinet Office and FCO, so_ that,
if necessary;, Ministers can have a common data base -available).
We understand that Mr Jopling would st Like a 108 paovint
devaluation. It is notecworthy however that at current Llevels of
MCA (ranging from -15.1% for beef to -22. % for cereals) an average
devaluation of 5 points would have the same effect on the residual
MCAs as the 13 point devaluation proposed by Mr JopLianin February
when MCAs were -237% for beef and =-31% for cereals.

UK attitude to settlement

6% More generally, if there are signs of a genuine move towards
a settlement during the Eltection .campaign Ministers will need to
consider where the balance of advantage Llies in either promoting
or resisting the search for compromise. There 'St aise “yet 4no
indication that the Germans will be prepared to compromise on their
refusal to revalue the green DM or on their opposition to any
significant reduction - in ' support “prices for .cereals. There 1is
a serious risk therefore that a series of concessions will be made
to Germany which still fail to secure their agreement. Any
settlement which Herr Kiechle 1is content to endorse 1is Llikely to
be very unsatisfactory for the UK, not least because it will increase
the pressure for bailing out the Community Budget again with a
new 1intergovernmental agreement and/or an early 1increase 1in own
resources. Although UK farming 1interests may to some extent be
assuaged by a substantial green pound devaluation, the prospect
of increased food prices and higher contributions to the Community

may not prove universally popular.

Tik I - will ‘submit® sa'" further ireportiion Friday afi" there have
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been any significant developments.

(&

R J BONNEY

002 1152
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ANNEX

@:n rouno:  sackeround STATISTICS
1. Minister of Agriculture's proposals

(i) February (OD(E)(87)6): = RS SN TS

2 ; ~ Beef Phgs, etec  daid iy cereals,etc

Existing MCAs SRR -25 .4 29.4 I U

(week beginningi& Feb)

resultant MCAs =G =120 -16.4 - 18.4
(i) Apribt  “Cminute of 15 @April):. -~ Thipoints

existing MCAs —16n4 -18.4 —2254 = 24

(week beginning 20 _,Apr)

resultant MCAs " =64 A =124 = 14.1
(iii) May 2

existing MCAs =455 = 57tt = 2i1s S TATE

(week beginning 18 May)

resultant MCAs 2

2. Government position (Mr Powell's Lletter of 22 April)

"Summing up the discussion the Prime Minister said that it was essential
not to prejudice a firm British position on the need for reform of the
common agricultural policy and on continued respect for the 1.4 per
cent VAT ceiling. [Thel Minister could make clear, however, that we
would want to improve on the Commission's proposal for a 4 per centage
point reduction in the UK MCA; that we would certainly expect to make
a bigger change than France or the Republic of Ireland, with possibly
some special effort for beef; and that under no circumstances would we
allow these changes to lead to a breach in the 1.4 per cent VAT ceiling
or to the introduction of an oils and fats tax. [Thel Minister said
that he could stand on this position for a time but he wished to make
clear that in his view a 10 percentage point MCA change was necessary

and that he might need to come back to his colleagues."
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: f Commission proposals for:

Ex'isting Proposed Effect
MCA MCA on PricesX
France
mi Lk =~ FReH =it 3 s T IR
pigmeat 0 0 0
beef/sheep - 165 e 0=
eggs and poultry - 32 0 SR T
wine = 2.8 0 e S8
5 crops 73 8L - 3.0 e
he weighted average - 545 - 2.5 + 2.9
o Ireland
pigmeat - 2:8 =556 +40
3 SGLOPS = 9% 0 i =" s ne5 s
2 other Livestock - 453 =Bl e 1
:3 weighted average - 4.4 - 3.0 + 1.3

Pes ready reckoner

Ly The attached table gives MAFF's latest ready reckoner of the PES
costs of a 1 percentage point devaluation by commodity. The ready
reckoner distinguishes between programme 3.1 (i.e. the gross costs

to the agriculture programme) and programme 2.7 (i.e. the various

V4 P

effects including Fontainebleau rebates on the UK's net contribution
to the Community). The final two Llines show an overall PES effect

(programme 3.1 net of programme 2.7) and a PSBR effect (which extracts

j
=]
4

the impact on agricultural and sugar levies which are paid by producers

and processors not by the Government).

4. To assess the cost of any possible devaluation package it is most

practicable to use the programme 3.1 effects which add to £23 million

per percentage point. The estimate of these costs has been relatively
stable in MAFF's calculation both this year and in 1986 and it is
these costs which will have to be absorbed within the agriculture PES

programme.

- Lo, R T A 4
FEANEOSOR Y NS . 9



’The programme 2.7 figures show a substantial change (increase 1in
net receipt;; since 1986 which may be due more to an unexplained error
in the 1986 calculation than to any change in the real world. In any
event the programme 2.7 figure is very sensitive to the assumptions

made about trade flows and exchange rates which are inherently unstable.
Moreover, by considering the impact of a UK devaluation in isoLatidn

it lLeaves out of account the increased cost to the net contribution of
concessions made to other Member States which may be exacted as part

of the price for a lLarger UK devaluation.

Costs of other Member States' green rate requests

6. The costs of other Member States' known or expected requests for
enhanced green rate devaLuat{oné are set out in the second table.
These add to nearly 900 mecu additional FEOGA expenditure in a full
year or an impact on the EC Budget of some 750 mecu net of increased
own resources receipts. This compares with the Commission's estimate
of + 278 mecu (FEOGA) and + 214 mecu (EC Budget) for the cost of its
original agrimonetary proposals. A major reason for the increase in
costs relative to the Commission's proposals is the assumption that

the proposed revaluations for Germany and the Netherlands will be dropped

(thus Llosing a saving of 224 mecu to FEOGA or 199 mecu to the EC BudgeQ.
MAFF calculate that the additional 750 mecu expenditure on agrimonetary
changes in other Member States would add some £24 m a year to UK

public expenditure (programme 2.7) after taking account of increased

Fontainebleau rebates.

gu3d. <1152
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MAFF READY RECKOMER: EXCHEQUER COSTS OF |7 GREEME DEVALUATION (FULL YEAR)

FULLY FUNDED

éNTERVEﬁ’T IoN
VP
TOTAL 3.

I BAP RECE IPTS
6R0SS COM.VAT
FONTA I NEBLEAU
TRAD DR

OR REFUNDS
TOTAL 2.7

PES
PSBR

MILK

4 .95
.63

5.58

~6.19
il
-40
1.26
-3
-4.76

.82

BEEF

3.0l
76
.60
4:.37

-3.26
.19

-84
64
2.16

2.21
| .57

SUGAR
1.22

.00
] .22

~] .52
~.84
~2.00
.35

—. 04
-4.04

~2.892
-3.12

P1GS

.00

.00

.00
9
-1 .50
.03

.00

2.06
~2.06
~2.09

EG6S POULTRY CEREALS

.00
.00
.00

.00

.00
~.0l
~-.0l
.00
.00
-.02,

~02
~.02,

.00
.00
. Q0
.00

.00
—-.02
~. 06

.00

.00
-.0%

-.08
~.08

2.99
3.08

.00
6.07

-3.74

-85
2.88
| .2¢
-3
1-11

7.1
5.94

OTHERS QIiLSEEDS

1.34
.00
00

1.34

-1 .68
.98
2.69
S
~.02
2.23

3.56
3.32

1-06
-o0
-00

1 .06

-1.32
-30
.78
.00
.00

-.25

N“J|
-8

SHPMEAY

3532
00
.00

3.32

~4.14
1.16
3.01
.00
0
03

3.349
3.34

TCTAL

17.68
4 .48

.60
22.96

~dad . 36
.92
7.04
.77
-.38

-15.0}

12.95
9.18
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*From: Mrs V Imber

e

i\; &‘rj} Date: 4 February, 1987

MR KUCZYS \ W 3Yﬁﬁ L, cc: PS/Chief Secretary
K§f“ A\ i}‘¢ PS/Financial Secretary
E}V\lQiﬁfg* ; I PS/Economic Secretary
:;;Af \w} . PS/Minister of State
N D i 3 .7 sir Peter Middleton
\ 5 ol . b . Sir @ Littler
)«/j it 2y N 4\{\\35_»: Mr F E R Butler Mr Monck
' i}‘ . BN Mr Lavelle Mr Burgner
L ; R ?}w Mr Edwards Mr Turnbull
\W“}%} ‘ﬁﬁ {ﬁyy Mr Scholar Mr Bonney .
3 e e Jg';é Mr Crabbie Mr Mortimer .
xﬁ/\‘xﬁﬁx }: V' N Mr Cropper Mr Tyrie g L
GREEN POUND DEVALUATION: EFFECT ON THE R?):{[~ L i SR !\\ '\
) il O {{\,‘\, i \!

Y

Your minute of 2 February recorded the Chancellor's request that we
establish the definitive RPI effect of Mr Jopling's proposal for a

devaluation of the green pound, equivalent to a 13 per cent cut in

the UKs negative MCAs. MAFF estimate that this would increase CAP

prices by around 11.5 percent, resulting in an increase in the food
price index of just over 1.5 percent and an increase in the RPI of

just over a third of a percent.

2 Past experience suggests that a 10 percent increase in CAP
institutional prices adds between 6 and 7 percent to market prices.
CAP commodities account for only about 20 percent of the coverage of
the food price index which makes up about 20 percent of the RPI. So
a 10 percent increase in CAP institutional prices adds around from a
1.4 per cent to the food price index and about 0.3 percent to the

VALERIE IMBER

CONFIDENTIAL




‘ OD(E)(87)8: REFORM OF AGRIMONETARY SYSTEM

poINTS To MAKE(\N INT @6 BICINE YouR PRPEF, RELON)

The paper by Treasury officials attached to OD(E)(87)8 was
prepared sg close consultation with MAFF. There is no dispute
that the 1984 "strong currency" agrimonetary system has worked
against UK interests by its ratchet effect on Community
expenditure and by disguising the generosity of recent price
fixing settlements. Our objective should be to end the strong

currency link as soon as possible.

25 In my view we have nothing to lose by suggesting that the
1984 system should be scrapped and that we should revert to
the previous arrangements under which both positive and negative
MCAs could be created after an EMS realignment. The Regulation
provides that this will happen after the Price Fixing, unless
the Council decides to retain or amend the present system. In
negotiating terms we have only to find two allies to form a

blocking minority against any other proposal.

S A second best solution would be to consolidate the price

effects of the 1984 system but to end the strong currency link
for the . future. This was Andriessen's original proposal and

we may be able to mobilise some support for gt

4. The Commission's actual proposal is significantly worse
from our point of view and we sheuéd-amgﬁﬁzig;&iiy accept that

it is the best we can do. It retains the artificial split between
the agricultural and budget ecus and will allow it to gzgz_ziﬂgE”
after eaggfgealignment. In practice the Commission's proposals

\“—“““‘"‘_/ . B . 3 . 3
for automatic compensating price reductions are very likely

to be set aside, postponed or ignored by the Agriculture Council.

5 Fully understand Michael Jopling's concern that UK farmers

might be permanently disadvantaged if most other countries have




Qositive MCAs. That is why under any of the options we must

e

work for a greater inducement for Member States to revalue their
green currencies when their national farm prices are above the
Community level (i.e with positive MCAs). Some ideas are set
out in paragraph 12 of OD(E)(87)8: essentially they would mean
that reluctant revaluers would have to pay the additional cost

of maintaining higher prices.
6. I am under no illusions about the difficulties we may
encounter in seeking support for these ideas. But I strongly

believe that we should at least make the attempt.

7. For immediate purposes I suggest that Michael Jopling should

Comunnstiastake the line next week that the UK favours ending the strong
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currency system nowJﬁ%H?—tha%—%nr—are—1nﬂr~fuiiy—ﬂaxnﬂ4uxal_ihat
the proposal made by the Commission will be effective in achieving
that endd At the same time we should authorise officials to
take soundings with other Member States and the Commission to
see whether it is possible to mobilise sufficient support for

a more rational approach to solving the problem.

BACKGROUND

8. MAFF and FCO officials would not oppose taking soundings
on the lines suggested above, but neither would be very sanguine
about the prospects for success. The Germans will, as usual,
be the main obstacle: Chancellor Kohl has already written to
Delors about the alleged severity of the Price Fixing package
(especially the modest 2.5% revaluation of the green DM proposed
by the Commission) because of its effects on German farm prices.
Our solution is unlikely to be attractive to them except to
the extent thatlﬁthey' might avoid having to pay through their
EC Budget contributions for other Member States raising prices
to German levels. Other Member States (such as the French)
would in principle benefit from more competitive support prices
but are wunlikely to regard this as a top pEiority in - the

negotiations.

Guencssiny 9. We would see little point in a remit for official discussions
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.and a further report to OD(E)), unless we have the authority
to discuss the issues with other Member States. It is their
attitudes which will be crucial to the degree of progress we

can expect to make.
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FM UKREP BRUSSELS

TO PRIORITY FCO

TELNO 1716

OF 1912027 MAY 87

ANFO ROUTANE EUROPEAN COMMUNITY POSTS, WASHINGTON

FRAME AGR4CULTURE
AGRICULTURE COUNC:iHL STARTANG ON 18 MAY
HiPT

1. FOLLOWANG ARE THE MA{N POANTS OF THE PRESADENCY COMPROMISE
TABLED AT THE START OF THE COUNCAL (FULL TEXT MUFAXED TO THOMAS,
MAFF).

(A) CEREALS AND RICE

2. ANTERVENT4ON PRICE FREEZE FOR ALL VARYETHES APART FROM DURUM
WHERE THE PR4CE CUT wWOULD BE REDUCED FROM THE 4.7 PER CENT
ORMGANALLY PROPOSED TO 2.7 PER CENT (WiTH COMPENSATUON {NCREASE N
DURUM PRODUCTHON A#D REDUCED FROM 12.4 PER CENT TO 7 PER CENT).
ANTERVENTAON AVA4LABLE FROM OCTOBER TO MAY Mf THE AVERAGE EC MARKET
PRICE 4S BELOW THE WNNTERVENTAON PRICE, WITH A BUYNNG—=IN PRNCE SET AT
93 PER CENT OF THE ANTERVENTHON PRACE. MONTHLY UNCREMENTS APPLED
NOVEMBER TO MAY. RACE JANTERVENTHON TO BE CHANGED o THE SAME WAY AS
CEREALS. 1 PER CENT .ANCREASE N R4CE TARGET PRMCE CHANGED TO FREEZE.

(B) SUGAR
3. 2 PER CENT PR4CE CUT CHANGED TO FREEZE. COMM{SSHON TO PROPOSE
ALD MEASURES FOR AZORES SUGAR BEET PROCESSORS.

(C) 0ILS AND FATS _

4. OILS AND FATS TAX MODIF-ED TO ALLOW FOR LOWER RATE OF TAX ON
FASH OiL, PROVAS4ON FOR REVAEWING THE AMOUNT OF THE TAX EVERY THREE
MONTHS, USE OF A SPECIFUED RATE TO CONVERT THE TAX -#NTO NATHONAL
CURRENCY, THE TAX TO COME 4NTO OPERAT4ON ON 1 OCTOBER 1987 (RATHER
THAN 1 JULY), AND POSS4BILITY OF TRANSITAONAL MEASURES FOR SPAIN AND
PORTUGAL WHEN TAX APPLNED TO THEM Wi 1991, PHASED REMOVAL OF LT
ON PRICE CUTS POSSYBLE UNDER THE OILSEEDS GUARANTEE THRESHOLD, W:TH
MAXMUM CUT OF 10 PER CENT FOR 1987/88. ON TOP OF TH4S, A 6 PER CENT
TARGET PRACE CUT FOR OJLSEEDS (AS AGA4NST THE 2.7 PER CENT
ORIGINALLY PROPOSED). 3 PER CENT CUT FOR SUNFLOWERSEED AND 6 PER
CENT FOR SOYA (AS AGAINST EARLAER FREEZE AND 5 PER CENT CUT).
OILSEEDS ANTERVENTHON ALTERED -\N L4NE WiTH CEREALS. NEW PRODUCTAON
AiD FOR PORTUGUESE SUNFLOWERSEED. PREFERENTIAL RATE OF OLIVE 0w
PRODUCT4ON A{D EXTENDED TO ALL PRODUCERS PRODUCANG OVER 200 KG. END
OF AREA LAMIT ON EL4G4BALITY FOR OLWE OdL PRODUCTHON ALD.
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(D) MidK

5. QUOTA LEASHNG PERMITTED 4N FORMULA B COUNTRIES. INTERVENTHON
FOR SWEET CREAM BUTTER PRODUCED BY THE NIZO PROCESS. SPANISH
WHOLESALE QUOTA TO BE ANCREASED BY 100,000 TONNES (HALF TRANSFERRED
FROM THE{R DNRECT SALES QUOTA AKD HALF COMING FROM AN ANCREASE #N
THE EC RESERVE). AGREEMENT TO dMITATION PRODUCTS LABELLANG
REGULAT-MON WHTH SANCT-FONMNG UNT4i THE END OF THE QUOTA SYSEM OF

PRE-1980 NATIONAL RESTRICTIONS.

(E) AGRi~MONETARY

6. DISMANTLEMENT OF EXiST-ING POS4T4¥E MCAS TO BE D4SCUSSED N THE
LIGHT OF DECUSIONS REACHED ON THE FUTURE OF THE AGR {—=MONETARY
SYSTEM. DISMANTLEMENT OF CURRENT NEGAT{¥E MCAS TO BF DISCUSSED HN
THE L-WGHT OF DECHSIONS ON REFORM OF MARKET REGIMES. FUTURE
AGR4~MONETARY SYSTEM TO BE BASED ON PRE-1984 ARRANGEMENT WHTH
SEMI~AUTOMATHC SYSTEM FOR MCA DISMANTLEMENT: 25 PER CENT MCAS
RESULT-ING FROM CURRENCY REAL IGNMENT TO BE DASMANTLED AMMEDATELY, 25
PER CENT NO LATER THAN THE START OF THE SECOND MARKETANG YEAR
FOLLOW.ING REAL4GNMENT, REMAINDER TO BE DECADED BY COUNCIL #N THE
PR4CE FIXANG TAK4NG ACCOUNT OF TRENDS :iN PRODUCTHON COSTS AND
CONSTRAINTS -AIMPOSED BY CAP REFORMS. PROVASION FOR BAS{NG CEREALS AND
MILK MCA CALCULATHON ON MARKET PRICES. WNTRODUCTHON OF A 5 POINT
FRANCHISE FOR POULTRY AND NON—-ANNEX +:4: PRODUCTS.
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YO DESKBY 1915302 FCO

TELNO 1715 :

OF 1912002 MAY B7

INFO ROUTANE EUROPEAN COMMUNITY POSTS, WASH{NGTON

FRAME AGRICULTURE
AGRICULTURE COUNCIL STARTNG ON 18 MAY ¢ THE FIRST DAY

SUMMARY
1. PRESIDENCY PRESENT THE:{R COMPROMISE PAPER WHICH MEETS A

GENERALLY POLWMTE RECEPT4ON FROM DELEGAT.ONS, BUT NOT ONE WHACH
SUGGESTS THAT \iT HAS BROUGHT A SOLUT4ON MUCH CLOSER.

2. AMONG THE OPPONENTS OF THE OILS AND FATS TAX, THE UK AND
NETHERLANDS REMA4N OUTSPOKEN N THEUR OPPOSHTAON. GERMANY SAYS
NOTH-ING (BUT'CLAMS PRUVATELY NOT TO HAVE CHANGED TS POSAT:HON).
DENMARK, PORTUGAL AND SPAIN NABBLE AT THE BA4T HUNG OUT FOR THEM BUT

DECLANE, SO FAR, TO SWALLOW T,

3. GERMANY AND FRANCE (SUPPORTED BY MOST OTHER WEAKER CURRENCY
COUNTRIES) REMAMN POLES APART ON THE AGRI~MONETARY SYSTEM. THE
FORMER CAN ACCEPT REVERSHON TO THE PRE-1984 SYSTEM ONLY AF THERE ‘IS
NO AUTOMATAC GREEN RATE AL4GNMENT SYSTEM: THE LATTER ONLY WITH MORE
AUTOMATACHTY THAN THE PRESIDENCY PROPOSE.

&. MOST DELEGATAONS FEEL THAT THE PRESIDENCY'S WEAKENING OF THE
COMMISSION'S CEREALS AND O{L{SEED PROPOSALS ARE A STEP .IN THE RAGHT
DARECTAON BUT THAT THERE IS MUCH FURTHER TO GO. ONLY THE UK AND THE
COMMISSION, WITH SOME SUPPORT FROM THE NETHERLANDS, FEEL THAT THE
COMMISSION'S :DEA WOULD BE PREFERABLE.

5. WITH THE END EVIDENTLY A LONG WAY OFF, VARTUALLY ALL
DELEGAT.{ONS REHEARSE THE LONG L{ST OF THEIR NATHONAL PREOCCUPAT:ONS
WHICH THEY HAVE SET OUT EARLAER IN COUNCIL OR ‘& BILATERALS.

DETA4L
6. DE KEERSMAEKER (PRESIDENCY) CiRCULATED A PRESIDENCY COMPROM{SE

(DETA4LS N MIFT) AND WN{THATED A LONG TABLEROUND.

7. GUILLAUME (FRANCE) PREFERRED THE PRESIDENCY APPROACH ON
CEREALS TO THAT OF THE COMMISSION BUT wOULD '‘RATHER MAINTAIN THE
EXISTING SYSTEM WiTH A PRICE REDUCT.ION. THE PROPOSALS ON DURUM WERE
T0O GENEROUS. THE CO-RESPONSIB4LATY LEVY SHOULD APPLY TO CEREALS
SUBST-LTUTES. THE O{LSEED PRICE CUTS WERE TOO SEVERE BUT THE PROPOSAL
TO FREEZE RATHER THAN REDUCE THE SUGAR PRICE WAS TOO GENEROUS. iF
THERE WAS TO BE A SUGAF‘Q REABSORPT-ION LEVY -IT SHOULD APPLY EQUALLY T0
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A AND B QUOTAS. HE Did NOT Stk THE SULGESTIUN AL 1Al DL AneUwiEd
TO MAKNTAIN TS RESTRACTAONS ON MILK SUBSTH:UTES FOR A L4MITED
PERIOD AS ADEQUATE AMPLEMENTATAON OF THE COUNC{L DECISION TO PURSUE
A COHERENT POLACY d4¥ THE MidiK SECTOR. ON THE AGRIMONETARY SYSTEM, HE
PREFERRED TO KEEP THE STRONG CURRENCY SYSTEM AN OPERAT{ON OR, 4F THE
PRE 1984 SYSTEM WAS TO BE APPLAED, TO HAVE COMPLETE AUTOMATHCATY uW
GREEN RATE REVALUAT-{ONS. HE 4NSISTED THAT EXASTANG POSITAVE MCAS
SHOULD BE REMOVED AND ALL PAG AND POULTRY MCAS SHOULD DUSAPPEAR.

8. PANDOLFk (4TALY) STRESSED THAT THE WHOLE PACKAGE HUNG ON THE
DECASH1ONS ON THE AGRAMONETARY COMPLEX AND THE O4LS AND FATS TAX. ON
CEREALS HE APPROVED OF THE PRESIDENCY'S APPROACH EXCEPT ON DURUM
WHEAT WHERE THE PROPOSALS WERE TOO SEVERE. HE WANTED THE
REABSORPT4ON LEVY ON SUGAR TO APPLY ONLY TO THE B AND C QUOTAS AND
OPPOSED THE CUT N STORAGE REFUNDS. HE THOUGHT THE OILSEED PROPOSALS
wERE TOO GENEROUS TO RAPE AND TOO HARD ON SOYA AND MAINTAINED KIS
EXISTING OPPOSIHT4ON TO THE PROPOSALS ON OLAVE OlL. ON MiLK HE WANTED
YO ENJOY A SWITCH FROM DIRECT SALE TO WHOLESALE QUOTA LIKE SPAIN AND
HE REAWTERATED WIS CONCERN THAT THE MILK LABELLANG PROPOSAL SHOULD BE
EXTENDED TO PROTECT TALIAN NAT{ONAL RESTRICT4ONS ON THE USE OF
RE-CONST.ATUTED MiiK FOR CHEESE PRODUCTHON. CUTS WHICH HAD ALREADY
BEEN IMPOSED ON FRUIT AND VEGETABLE wITHDRAWAL PRACES SHOULD BE
PARTAALLY REVERSED. HE CONT4NUED TO ANSIST ON ANTERVENTHON FOR VEAL.

9. MR JOPLANG (UK) FOUND THE PRESHDENCY PAPER DISAPPOINTING
OVERALL BECAUSE T FAALED TO FACE UP TO THE PROBLEMS OF THE MARKET
AND OF THE BUDGET. ON THE AGRIMONETARY SYSTEM HE WELCOMED THE
SUGGESTHON THAT THE STRONG CURRENCY SYSTEM SHOULD BE ENDED BUT
WANTED MORE RAP:D AND AUTOMAT'lC. ADJUSTMENTS TO GREEN RATES FOLLOWING
CURRENCY CHANGES. HE COULD NOT UNDERSTAND THE PRESHDENCY'S
MAINTENANCE OF THE PROPOSED LS AND FATS TAX GIVEN THE STATEMENT
AGREED TO BY THE COMMUNITY AT THE OECD MINKSTER AL, STRONG REACT:AONS
FROM SUPPLYING COUNTRIES AND THE STRENGTH OF OPPOSTION WiITHIN THE
COUNC:iL MTSELF. HE THOUGHT THE PRESIDENCY'S PROPOSALS ON. CEREALS FAR
LESS EFFECTHWE THAN THE COMMASSAON'S PROPOSALS. THEY MIGHT ACTUALLY
ENCOURAGE INTERVENTUON. AT WAS INCONS.ISTENT TO DROP THE PROPOSED
ANCREASE W THE FEEDWHEAT/BREAD-MAKING WHEAT DIFFERENTHAL WHILST
MAINTAIN NG PREHH FOR HISH QUALKTY BREAD-MAKANG WHEAT. AID FOR
AADICA RICE COULD ONLY BE CONS/IDERED WHEN THE NEW RICE
CLASSAFICATAON SYSTEM HAD BEEN FULLY AGREED. HE COULD ACCEPT A SUGAR
PRICE FREEZE BUT NEEDED A RESOLUTION OF THE PROBLEM OF THE CANE
SUGAR REFUND MARGIN. HE COULD UNDERSTAND THE REASON FOR THE
PRES4DENCY'S SUGGESTAONS ON THE OPERATION OF THE MAXAMUM GUARANTEED
QUANTATIHES FOR OILSEEDS BUT DiD NOT SEE WHY SOME OILSEEDS WERE GINEN
BETTER PRICE TREATMENT THAN OTHERS AND THOUGHT THAT THE PROPOSAL ON
INTERVENTHON MIGHT ACTUALLY ENCOURAGE ADDHTIONAL QUANTAT{ES TO BE

ANTERVENED.

10. ON MiLK, MR JOPLMNG COULD ONLY AGREE THE PROPOSAL ON NIZ0
BUTTER 4F WNTERVENTAON FOR SALTED BUTTER WAS MAUNTAINED. HE COULD
AGREE TO THE ADOPT4ON OF A LABELL ING PROPOSAL BUT THE TEXT NEEDED
FURTHER WORK N SCA. HE DOUBTED THE LEGALATY OF ALLOWING FRANCE AND
GERMANY TO MAINTAIN THEAR EXISTANG MARKETANG RESTRACTIONS. HE FELT
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THAT THE PR4CE REDUCT4ON PROPOSED FOR PEAS AND BEANS WAS OUT OF LiNE
wiTH WHAT WAS PROPOSED FOR OTHER MORE EXPENSINE SECTORS. MORE
GENERALLY, HE NOTED THAT THE PACKAGE NE4THER MET THE UK'S MAJOR
CONCERNS NOR ANY OF OUR DETAULED POMNTS - FOR EXAMPLE ON THE GREEN
POUND AND ON OUR W&SUSTENCE ON THE REMOVAL OF THE 500 HEAD L#MIT ON
THE EWE PREM{UM. AND HE THOUGHT THAT A SETTLEMENT WAS A LONG WAY
OFF.

11. BARRETO (PORTUGAL) WELCOMED THE PRESIDENCY PAPER AND HiS
RESERVATAONS WERE MAINLY LHMLTED TO POINTS OF DETA{LED CONCERN TO
PORTUGAL, E.G. THE SHZE OF THE DEVALUATAON OF THE GREEN ESCUDO, THE
NEED FOR A SOLUT:ION TO BE REACHED ON SUGAR ‘N THE AZORES, THE
TRANSITAONAL ARRANGEMENTS FOR DURUM WHEAT, THE APPLACAT/AON OF
ACCESS |ON COMPENSATAON AMOUNTS TO TOMATOES. ON THE AGRIMONETARY
SYSTEM, HE PREFERRED TO MAINTAIN THE STRONG CURRENCY SYSTEM BUT F
4T WAS ENDED WANTED STRONGER AUTOMATACITY PARTACULARLY FOR THE
REMOVAL OF NEGAT.AVE MCAS. HE ADMITTED THAT THERE WAS NO ALTERNATVE
YO THE OILS AND FATS TAX BUT D4D NOT REGARD THE CONCESSION ON F-SH
04L AS ADEQUATE TO REMOVE PORTUGUESE RESERVAT{ONS.

12. KIECHLE (GERMANY) SAW THE PRESIDENCY PAPER AS SOME
AMPROVEMENT ON THE COMMISSHON'S PROPOSALS BUT WARNED THAT VERY
WMPORTANT NTERESTS WERE AT STAKE 4N THE AGRIMONETARY PROPOSALS. HE
COULD ACCEPT THE END{NG OF THE STRONG CURRENCY. SYSTEM BUT NOT
AUTOMATHCHTY N GREEN RATE CHANGES WHACH COULD ONLY BE CONSDERED ON
THE BASHS OF DEVELOPMENTS ‘& COSTS. THE DETAILED CHANGES PROPOSED I
PIGMEAT, POULTRY, EGE, CEREALS AND MILK MCAS AND #N THE FRANCHISES
WERE ALL UNACCEPTABLE. ANY SOLUTION NEEDED TO TAKE ACCOUNT OF THE
GENTLEMEN'S AGREEMENT. HE SAW NO NEED FOR ANY CHANGE 4N THE CEREALS
PRICE SYSTEM OR FOR FURTHER PR{CE CUTS. THE OILSEED PRICE CUTS WERE
ALSO TOO SEVERE AND THERE SHOULD BE NO CHANGE 4N THE 5 PERCENT L4#MiT
TO THE APPLMCATION OF THE MAX-AMUM GUARANTEE QUANT:TY. HE REPEATED
WELL-KNOWN GERMAN POINTS ON THE FLAT RATE AID FOR DRAED FODDER, THE
NEED FOR A4D FOR DRIED POTATOES, THE REDUCTION N THE SUGAR STORAGE
REFUND, THE APPLACATH4ON OF THE wiINE REPLANT-ING BAN TO QUAL:ATY WINES
AND ‘'THE EXTENSAON OF THE SUCKLER COW PREM4UM TO PART T:4ME FARMERS.

13. MRS HOLBERG (DENMARK) COULD ONLY ACCEPT THE ENDING OF THE
STRONG CURRENCY SYSTEM AF THERE WAS A FULLY AUTOMATAC GREEN RATE
REVALUATAON SYSTEM. THE GREEN KRONE SHOULD BE ALAGNED WITH THE
MARKET RATE. PUGMEAT, POULTRY AND EGG MCAS SHOULD BE MA'NTARNED
UNT4LL ALL GREEN AND MARKET RATES HAD BEEN AL{4GNED. THE CHANGES
PROPOSED FOR CEREALS WERE TOO COMPLEX AND {-NVOLVED FAR TOO BiG A
PRICE CUT AS DiD THE PROPOSALS FOR OILSEEDS. THE CHANGE PROPOSED FOR
FASH OIL WAS NOT SUFFICHENT TO SECURE HER AGREEMENT TO THE O4LS AND
FATS TAX. SHE HAD A LONG LiST OF MiNOR POINTS: OPPOSATION TO THE CUT
N THE SUGAR STORAGE REFUND, B{GGER MONTHLY -INCREMENTS FOR PEAS AND
BEANS, MORE A{D FOR SEEDS, AN ANCREASE N THE SCHOOL MiiK SUBSDY
AND RELAXATION AN THE RULES FOR PURCHASE OF PART QUOTAS UNDER THE
MiLK OUTGOERS SCHEME, AN ASSURANCE ON THE MANAGEMENT OF THE PIGMEAT
MARKET AND CHANGES N 'THE,ADHPN-ISTRATJON, OR PREFERABLY THE ENDING,
OF THE AID FOR SMALL CEREAL PRODUCERS.
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14. ROMERO (SPA4N) THOUGHT THAT THE CEREALS PROPOSALS WERE STILL
FAR TOO SEVERE FOR HiM TO ACCEPT, THOUGH HE HINTED THAT HE MIGHT BE
ABLE TO DO SO i SPANISH ACCESS.ION COMPENSATORY AMOUNTS WERE
REDUCED. HE COULD GENERALLY ACCEPT THE PRESHDENCY O SEED PROPOSALS
THOUGH HE WANTED MONTHLY -INCREMENTS ON 4NTERVENT4ON PRICES
MAINTA4NED. HE SOUGHT CLARIFCATION OF THE TRANSAT HONAL RELMEF
OFFERED FOR SPAIN ON THE O4LS AND FATS TAX BUT STALL THOUGHT THE
PROPOSAL PREMATURE. ON THE AGRIMONETARY SYSTEM, HE WOULD PREFER TO
KEEP THE STRONG CURKENCY SYSTEM AND COULD ONLY ACCEPT A RF VERSHON TO
THE PRE-1984 SYSTEM 4F THE AUTOMATICITY «N GREEN RATE CHANGES WAS
STRONGER THAN THE PRES|DENCY PROPOSED. HE HAD A LONG LIST OF
SPECIFIUCALLY SPAN{SH POINTS: SPECIAL A{D FOR SPAN{SH CANE SUGAR BY
ANALOGY WATH WHAT WAS PROPOSED FOR PORTUGUESE SUGAR -IN THE AZORES,
ALD FOR SPANISH SOYA TO MATCH WHAT WAS BEING OFFERED T0 '
PORTUGUESE SUNFLOWER SEED, A HIGHER CEILING FOR THE SMALL PRODUCER
AID FOR OLAVE OIL, AN NCREASE N THE COTTON MAX|MUM GUARANTEE
QUANT ITY, SPECIAL TREATMENT FOR SPANISH VARIETIES OF TOBACCO,
WIDENING OF THE SCOPE OF THE A{D FOR PEAS AND BEANS TO COVER DRIED
LENTILS.

15. BRAKS (NETHERLANDS) WAS GENERALLY POSITHVE ON THE PRESHDENCY
PAPER, THOUGH HE CONTNUED TO OPPOSE THE 0iLS AND FATS TAX AND
THOUGHT SOME OF THE DETAALS OF THE CEREALS PROPOSALS TOO GENEROUS
AND HE WANTED BIGGER PRICE CUTS FOR OILSEEDS. HE WAS ATTRACTED BY
THE PRESIDENCY'S AGRIMONETARY PROPOSALS EXCEPT FOR THE WNCREASES N
THE FRANCH.ASES AND THE REMOVAL OF PIGMEAT AND POULTRY MCAS. HE
OPPOSED THE PROPOSAL TO ALLOW MiLK QUOTA LEASING TO COUNTRIES
OPERATING SYSTEM B. DISCRIMINATHON BETWEEN SYSTEMS A AND B WAS NOT
JUST:FH1ED GIVEN THAT BOTH NOW INVOLVED A 100 PER CENT 'RATE OF
SUPERLEVY. FRESH TOMATOES SHOULD BE EXEMPT FROM THE PRICE REDUCTIONS
AMPL 1ED BY THE TOMATO WITHDRAWAL CENLiNG.

16. FA'SCHBACH (LUXEMBOURG) THOUGHT THAT THE PRESADENCY'S
CONCESSIONS ON CEREALS AND OILSEEDS Did NOT GO FAR ENOUGH. HE
THOUGHT THAT LABELLMNG WAS NOT A SUFFACHENTLY STRANGENT MEANS OF
DEAL NG WiTH MiLK SUBST.ATUTES. HE OPPOSED THE V:INE REPLANTHNG BAN
AND SOUGHT THE RIGHT TO CONTHNUE WINE ENRICHMENT. HE STRONGLY
SUPPORTED THE 0iiS AND FATS TAX AND OPPOSED THE PRESHDENCY'S
SUGGESTAON THAT TS IMPLEMENTAT:ON SHOULD BE DELAYED UNT4L OCTOBER.
HE GENERALLY SUPPORTED KIECHLE'S POSITION ON THE AGRIMONETARY
SYSTEM.

17. O'KENNEDY (IRELAND) WAS ATTRACTED TO THE PRESIDENCY'S :DEAS
ON CEREALS BUT WANTED BETTER PROTECTION FOR REGIONS WiTH ESPECIALLY
LOW PRICE LEVELS AND, LAKE KAECHLE, WANTED A HIGHER MO{STURE
CONTENT. HE COULD ACCEPT THE PRESIDENCY'S -1DEAS ON THE AGRIMONETARY
SYSTEM PROV:DED THAT A BETTER GUARANTEE WAS GIVEN OF SWiFT REMOVAL
OF ALL NEGATAVE MCAS, AND STRESSED THE -IMPORTANCE OF THE APPLACATION
OF MCAS TO NON=ANNEX ‘it AND PROCESSED FOOD PRODUCTS. HIS Li&T OF
SPECAFICALLY AR{ISH POINTS {NCLUDED EXTENSAON OF A{ID UNDER REGULAT.{ON
355/77 TO HORTHCULTURAL MARKET MACHINERY, AD FOR PRODUCER GROUPS (N o
ARELAND, A HIGHER FEOGA CONTRABUTION TO STRUCTURAL EXPENDITURE AND
AN ASSURACNE OF -ANTEREST PAYMENTS AF FEOGA GUARANTEED EXPENDITURE
WAS REAMBURSED AFTER A DELAY.
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18, POTTAK{S (GREECE) HAD NO GENERAL COMMENT ON THE AGR{MONETARY
SYSTEM BUT REFERRED TO A MEMORANDUM ON SPECIFICALLY GREEK MCA
PROBLEMS WH{CH HE HAS APPARENTLY SUBMITTED TO THE COMM|SS4ON., HE
SOUGHT AN 4NCREASE #N THE COTTON MAXIMUM GUARANTEED QUANT{TY, BETTER
TREATMENT FOR GREEK TOBACCO, GREATER TOLERANCE FOR SOFT WHEAT WWN THE
DURUM WHEAT QUALUTY RULES AND MINTED THAT HE MAGHT ACCEPT THE OL:WE
OiL MAXAMUM GUARANTEED QUANTATY PROVADED THAT PRICE REDUCTHONS WERE
BASED ON THREE YEAR AVERAGE PRODUCT:{ON AND NOT W&D{V{DUAL YEARS.

19. VAN DE MOORTEL (BELGIUM) = KEEPING A STRALGHT FACE DESPITE
HIS AUTHORSHIP OF THE PAPER CLAUMED THAT THE CEREALS PROPOSALS WERE
STILL TOO SEVERE AND NSISTED ON STRONGER AUTOMATWLCATY N GREEN RATE
CHANGES #F THE STRONGEST CURRENCY SYSTEM OF MCAS WERE TO END. THE
PROPOSED W.LTHDRAWAL THRESHOLD WOULD HAVE TOO SEVERE AN EFFECT ON
FRESH TOMATOES. THE OILSEED PROPOSALS WERE THE TOUGHEST HE COULD
CONTEMPLATE SO THE OILS AND FATS TAX WAS AN ESSENT:hAL MEANS OF
MAK-HNG ENDS MEET.

20. REACTANG TO THE DEBATE, ANDRAESSEN (COMM{I:SS{ON) CONTRASTED
THE ATT:WTUDES TAKEN BY THE MAJOR{TY OF DELEGATES WITH THE COMM|.TMENT
THE COMMUN:TY HAD JUST UNDERTAKEN WN OECD TO REDUCE AGRICULTURAL
SUPPORT. MANY DELEGAT.AONS WERE SIMPLY FAILANG TO RECOGNISE THE
SERIOUSNESS OF THE MARKET, BUDGET AND INTERNATUONAL SATUATJON. HE
THOUGHT THAT THE PRESIDENCY PROPOSALS WERE TOO WEAK ON CEREALS AND
OJLSEEDS, YET MANY M4mMSTERS FELT THEY WERE TOO SEVERE. 4N RESPONSE
TO QUEST:HONS FROM MR JOPLANG ABOUT THE COST OF THE PRES-ADENCY
PACKAGE, HE SA{D THAT «T WOULD COST 550-600 MECU MORE THAN THE
COMMISSION'S PROPOSALS uN 1987, MAINLY BECAUSE OF THE PROPOSED DELAY
AN THE AMPLEMENTATION OF THE O4LS AND FATS TAX. THE CHANGE WOULD BE
MUCH LESS SIGNIFCANT N 1988. THE BUDGET SATUATAON :IN 87 AND 88 WAS
CRITACAL, WHICH UNDERLNED THE W MPORTANCE OF THE OILS AND FATS TAX
WHICH HE CONTHNUED TO SEE AS AN ESSENTUAL PART OF THE OILS AND FATS

PACKAGE.
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- ' DATE: 20 MAY 1987

Chancellor/L
Minister of State
Mr F E R Butler

Mr Lavelle
i Mr Monck
Mr Burgner
Mr Edwards
‘ Mr Turnbugll
Mr Mortimer
Mrs Imber
Mr Tyrie

b
1
|

CAP PRICE FIXING AND GREEN POUND

The Chief Secretary was grateful for your minute of 19 May.

rRa
2= The Chief Secretary has commented that]/ concessions on
cereals are worrying - especially the move on the intervention
period (your third indent). The Chief Secretary thinks it

is a pity that this shift was made.

395 The

on Friday and will look at the Annex again over the weekend.

Chief Secretary 1looks forward to your further note

4. The Chief Secretary would be grateful if in that further

report. " you - cowild "semi-automatic

include more detail on the
created MCAs

cost developments in each Member State".

system of dismantling newly partly related to

ik

JILL RUTTER
Private Secretary
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FRAME AGRWULTURE
AGRUCULTURE COUNCi4L OF 18-20 MAY 1987 3 PRODUCT D4SCUSSIONS
MY 2 WPTS

(A) OM.S AND FATS

1. MOST DELEGATLONS REPEATED THEIR uELL KNOWN POSHT:4ONS BUT BRAKS
(NETHERLANDS) CAME UP WWTH A NEW IDEA. HE SUGGESTED RETURNAANG TO THE
1984 LEVEL OF OM.SEEDS PRODUCT-HON WHNHCH HE RECKONED wOULD SAVE 1,250
MECU. HWE CARCULATED A PAPER :LLUSTRATANG THE POINT (WITH NASH,

MAFF ).
{

2. KAECHLE (GERMANY) ACCEPTED THE COMMISSION'S ANALYSIS OF THE
SECTOR'S PROBLEMS BUT GERMANY FELT THAT A TAX WOULD CAUSE FOREIGN
POLCY PROBLEMS. (HE HINTED THAT THIS MIGHT NOT BE A FiNAL
POS kTON.) AN ALTERNATAVE WAY OF SUPPQRTNG OILSEEDS MIGHT BE BY A
PREM|UM PER HECTARE. /.,

3. MR JOPLANG (UK) WAS PREPARED Té GO AT LEAST AS FAR AS THE
PRESDENCY PROPOSED ON MARKET SUPPOR”T PROV.IDED THAT THE BURDEN WAS
DISTRIBUTED FA4RLY. HE AGAYN CR4TICHSED THE NDEA OF AN OiLS AND FATS
TAX WH4CH RBSKED A TRADE WAR, HAD BEEN STRONGLY CRATACHSED BY THE
ACP, WOULD PARTICULARLY PENALMSE PQORER CONSUMERS AND wOULD BE
TOTALLY CONTRARY TO THE COMMKTMENT/ THE COMMUNITY HAD MADE +N THE
OECD AS RECENTLY AS LAST WEEK. BRAKS HAD SUGGESTED AN ALTERMATIVE TO
THE TAX3: THE UK COULD ADD FURTHER} IDEAS FOR ECONOMIES.

4, BARRETO (PORTUGAL) SAD TH;T H1S GOVERNMENT WAS AGA’INéT THE
TAX AND HE WAS OBLAGED TO MAANTAYN THiIS POS«HTION BECAUSE OF.' THR RISK
OF US RETALJATHON (FOR EXAMPLE AGAINST PORTUGUESE TEXTILE EXPORTS)
AND BECAUSE THE LOW RATE OF PORTUGUESE SELF-SUFFICIENCY MEANT THAT
THE TAX WOULD RESULT N A NEGAT.IVE F.INANCAL BALANCE FOR PORTUGAL.

5. ANDRIESSEN (COMMISSHON) VIGOROUSLY DEFENDED THE TAX. THERE WAS
NO LEGAL PROOF THAT T WAS NOT GATT WORTHY OR CONTRARY TO THE PUNTA
DEL ESTE STANDSTALL AGREEMENT OR THE OECD COMMUNIQUE. THE REACT-ONS
OF THIRD COUNTRIES WOULD CHANGE WHEN THE MEASURE HAD BEEN FULLY
EXPLAINED TO THEM, THERE WAS NO ACCEPTABLE ALTERNATWE AND BRAKS!
\DEA WAS UNREALISTHC. THE DRAFT 1988 BUDGET ASSUMED A 1.69 PERCENT
VAT BASE. DROPPING THE OILS AND FATS TAX AND LOSING 122 MECU OF
SAVINGS AN THE O{LS AND FATS SECTOR & 1988 THROUGH THE PRESIDENCY
COMPROMISE WOULD PUSH THE VAT BASE UP TO 1.8 PERCENT. THERE COULD BE
NO AGREEMENT TO THE 1988 BUDGET WiTHOUT THE TAX. THE AGRACULTURE
COUNCIL COULD NOT IGNORE THE BUDGETARY REALWTIES. /

6

(3) CEREALS R@S'!"E'EC'!'GCJ
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6. IN ANOTHER LONG DISCUSSION THERE WERE SOME ADDITHONS T0

1NIT AL REACTIONS TO THE PRESIDENCY COMPROM{SE.

7. KIECHLE AND FLORUAN REJECTED PRICE CUTS WHICH WERE THEN OFFSET
BY GREEN RATE DEVALUAT{ONS. ANTERVENT ON SHOULD BE AVALABLE FROM
OCTOBER TO APR:L AND NOT SUBJECT OT THE CONDIT.HONS PROPOSED BY THE
PRESIDENCY. 16 PERCENT SHOULD BE THE MAX4MUM MOISTURE CONTENT FOR
INTERVENTION. THE WAY TO TACKLE THE CEREALS SURPLUS WAS THROUGH
EXTENSIF ICAT!ON EARLY RET4REMENT AND TAKANG LAND OUT OF PRODUCTION.
FLORIAN WAS CONCERNED ABOUT THE DIFFERING .AMPACT OF THE ;
CORESPONS 1B ILITY LEVY OWING TO CURRENCY DIFFERENCES. (DE KEERSMAEKER
EXPLAINED THAT THE PRESIDENCY'S INTENTION WAS FOR THE COMMISSION TO
TAKE MEASURES FOR THE 1987/88 MARKET-ING YEAR TO ADJUST THE LEVY TO
TAKE ACCOUNT OF DIFFERING EXCHANGE RATES AND TO '{RON QUT TECHNICAL
PROBLEMS.) ‘

8. ROMERO (SPAIN) WAS PART-ICULARLY CONCERNED ABOUT THE
POSSIBILATY OF NO ANTERVENTION UNT#L OCTOBER AND WANTED TO KNOW
PRECVSELY WHAT THE COMM{SS1ON WOULD DO TO AVOiD SERIOUS HAF’KET
DISTURBANCES AT THE START OF THE MARKET YEAR. i

9. GUILLAUME (FRANCE) WANTED CHANGES IN THE CORESPONS—!;N;ITY LEVY
WwhTH STORAGE AGENCIHES PAY-ING A TAX EQUIKALENT TO THE LEVY/.

10. MRS HOLBERG (DENMARK) SUPPORTED GUILLAUME'S EARLIER CASE FOR
EXTENDUNG THE CORESPONSABIL-KTY LEVY TO CEREAL SUBST-WTUTES (O'KENNEDY
DID TOO). SHE WANTED THE A4D FOR SMALL CEREAL PRODUCERS, TO BE ENDED.
THERE SHOULD BE A 15 PERCENT MAXIMUM MO{STURE REQU-MEMS'NT.

11. POTTAKIS (GREECE) WANTED A SEPARATE PROVISION q#' 2 MONTHS
I{NTERVENTON FOR SOUTHERN COUNTRIES. SMALL PRODUCERS SHOULD BE
EXEMPT FROM THE CORESPONSIBILITY LEVY. HE OPPOSED A 120:100 RATHO AS
THE LONG TERM TARGET FOR THE DURUM : SOFT WHEAT pmcf RELAT:IONSHIP.
THE EMPHAS|S MUST BE ON DURUM QUALITY TO DISCOURAGE NORTHERN
PRODUCT1-ON. :

{

12. MR JOPLING AGREED WWTH FLORIMN THAT TAKING LAND OUT OF
CEREALS WOULD MELP BUT A STRICT PRICE POLICY WAS NEEDED AT THE SAME
TIME. F THE PRESIDENCY'S APPROACH ON INTERVENT.ION WERE FOLLOWED,
THE BUYING IN PRICE SHOULD BE SET AT 90 PERCENT (RATHER THAN 93
PERCENT) OF THE INTERVENTION PRACE TO DISCOURAGE EXCESSIVE SALES
INTO INTERVENTION N ANTICAPATION OF TS BEING SPSPENDED. THERE
SHOULD ALSO BE SEPARATE MARKET PRICE CALCULATIONS FOR INDEPENDENTLY
TRIGGERING BREAD AND FEEDWHEAT INTERVENTION AT THE(R RESPECTIWE
PRICES. SELLING WHEAT OUT OF INTERVENT LON SHOULD BE AT THE PRICE
IT WAS BOUGHT «N. THERE SHOULD BE NO MAJOR CHANGES IN THE
CORESPONSHBALAITY LEVY UNTIL THE COMMESSION'S REPORT ON 4TS OPERAT-ION
HAD BEEN STUDIED. i

13. BRAKS WAS CONCERNED ABOUT THE DiSADVANTAGE SUFFERED BY STRONG
CURRENCY COUNTRHES IN THE OPERATION OF THE CORESPONSIBILATY LEVY.
ACCOUNT SHOULD BE TAKEN OF THE EFFECT ON THE SEEDS FOR SOWiNG SECTOR

OF CHANGES N THE csasu.s REGIME Res_'_rlcfed /“f



14, ANDRIESSEN SA4D THAT THIS YEAR'S WORLD CEREALS CROP LOOKED
LIKE BEING LOWER BUT THERE WOULD BE A BUMPER ' COMMUMLTY HARVEST. THE
PRICE F-4XING DECHSIONS QUST THEREFORE BE R.AGOROUS. HE COULD NOT
AGREE TO WATER DOWN THE COMM{SSION'S PROPOSALS MORE THAN HAD ALREADY
BEEN DONE IN THE PRESIDENCY COMPROM|SE. HE FdUND 4T DIFFKCULT TO
ACCEPT A 14.5 PERCENT MOKSTURE CONTENT MAXIMUM. THE CORESPONSABILATY
LEVY COULD BE EXTENDED TO CEREAL SUBSTWTUTES BUT HE FOUND T ODD
THAT THE DANES SUPPORTED TH{S WHEN THEY HAD OPPQOSED THE OM.S AND
FATS TAX BECAUSE OF THE ANTERNAT.JONAL CONSEQUENCES. HE WAS HESITANT
ABOUT THE BUDGETARY CONSEQUENCES OF FURTHER EXEMPTHONS FOR SMALL
PRODUCERS.

15. DE KEERSMAEKER (PRESIDENCY) CONCLUDPED THAT THERE WAS A
QUALAFHED MAJORWTY FOR A CEREALS PACKAGE BASED ON THE PRESIDENCY
COMPROMAKSE WHTH SOME ADJUSTMENTS.

FRUWT AND VEGETABLES

16, PANDOLF'# (-WTALY) PRESSED FOR A TEMPORARY ATTENUAT-ION OF THE
CUTS M WLTHDRAWAL PRMCES WHICH HAD BEEN MMPOSED UNDER COMMISSHON
COMPETENCE. THhS WAS A FUNDAMENTAL POO-*T FOR -4TALY. GU{LLAUME WANTED
A SMALLER PRICE CUT FOR PEACHES AND APFLCOTS. BARRETO RAMGED AGAIN
WIS CONCERN OVER ACCESSHON COMPENSATORY AMOUNTS ON TOMATOES.

17. MR GUMMER (UK) WANTED A SUBSTANTIAL PRICE CUT FOR
CAULIFLOWERS. ON TOMATOES, WE COULD ACCEPT THE PRESWENCY COMPROMISE
4F THERE WAS A LOWER THRESHOLDs SAY }oo,ooq TONNES.

18. ANDR-IESSEN S{MPLY DEFENDED THE COMMKSS.ION PROPOSALS APART
FROM SHOWKNG A WM. UINGNESS TO RECONSPDER THE TOMATO ARRANGEMENTS
NEXT YEAR AND PURSUE PORTUGAL'S POBNT BILATERALLY.

OTHER PRODUCTS
19. AN A BRIEF DISCUSSHON ON sdeAR ANDRAESSEN DEFENDED HiS
PROPOSALS BUT AGREED, UNDER PRESSURE, TO FOLLOW UP BILATERALLY THE
UK'S CONCERN OVER THE REF4MING MARGIN, PORTUGAL'S OVER AZORES

SUGARBEET AND SPAUN'S OVER 4TS CANE PRODUCTION.

20. FLOR{AN ATTACKED THE PROPOSALS ON OBL:GATORY DISTILLATION OF
WINE AND V.IWNEYARD REPLANT:NG AS BE:ING CONTRARY TO THE DUBLN
AGREEMENT. THE PROPOSALS WERE T0O HARSH-;ION ALTERNAT:AIVE CROPS L IKE
DRIED FODDER AND PEAS AND BEANS. ANDRIESSEN WAS UNMOVED.

HANNAY : {

ADVANCE :

HARR4SON FCO MORDUE MAFF

MCADAM CAB BODRELL MAFF

HADLEY MAFF HOLL IS MAFF

THOMAS MAFF BONNEY TSY

MYERS MAFF ESSORY DAFS ! 4

NASH MAFF MURRAY DANL ;

LLEWELYN MAFF | DAV{|ES WOAD )

CANN MAFF ;
Feame  Rgqoconrots O To
Eeo () 3 RAovance  fropaesseey -

VCLNAN $39)
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AGRICULTURE COUNCHL OF 18-20 MAY 1987.

SUMMARY .

1. FOLLOWING THE GENERAL DEBATE ON THE PRESHDENCY PAPER (MY TELNO
1715), THE COUNCdL DEVOTED. kTS REMAINING TWO DAYS TO DETAILED
DISCUSSIONS, ALMOST ALL OF THEM CONDUCTED ‘¥ SESSIONS RESTR4CTED TO
MINKSTERS PLUS 1, CONCENTRATING MAINLY ON AGRIMONETARY MSSUES,
CEREALS, O4LS AND FATS AND Mi{K SUBSTITUTES. ‘+T WKL RESUME ON
SUNDAY 24 MAY. § ;

{
|

2. ON THE Asmnouennv SYSTEM, THE DISCUSSHON TENDED TOWARDS A
SOLUTAON -MNVOLVMNG SOME DEGREE OF AUTOMATACATY N GREEN RATE CHANGES
WITH COMPENSATION FOR COUNTRIES WHO WERE FORCED TO REVALUE, BUT THE
DETAILS OF SUCH A SYSTEM ARE STLL VERY UNCLEAR. AS REGARDS THIS
YEAR'S GREEN RATE CHANGES, GERMANY &S CONTANUING TO RESIST ANY
CHANGE 4N HER RATE AND THE COMMISSION #S CONTNUING TO OPPOSE
DEVALUATIONS WHICH OFFSET THE EFFECT FOR THE COUNTRHES CONCERNED OF
REFORMS 4N THE CEREALS/ SECTOR.

3. FOR CEREALS, $T£NOH SEEMS L IKELY THAT A SOLUTHON BASED ON THE
PRESHDENCY SUGGEST:HONS HAS A BETTER CHANCE OF BE4NG ADOPTED THAN ONE
BASED ON THE COMMUSSHON'S PROPOSALS.

4, THE WAY FORWARD ON OtLS AND FATS REMAINS UNCLEAR. THE
ALTERNAT:¥ES AS SEEN BY THE PRESIDENCY 'ARE ADOPTHON OF THE TAX OR
STHL DEEPER CUTS ‘#N SUPPORT FOR COMMUNATY PRODUCT4ON, WiITH STRONG
OPPOSH T-HON WITHAN THE COUNCHL TO EATHER SOLUTION.

5. TECHNCAL PROBLEMS STHLL REMAIN ‘tN THE PROPOSAL ON MiiK
SUBSTHTUTE LABELLANG, BUT THE MAJOR POLITHCAL DIFFICULTY 4S ONE OF
DEALING WiTH GERMAN AND FRENCH :#NSHSTENCE ON THE MAWNTENANCE OF
THE IR NATIONAL MARKETANG RESTRICTHONS IN THE FACE OF ADVCE FROM THE
COUNC:H. LEGAL SERWCES THAT THE ONLY JURIDACALLY SOUND MEANS OF
ACHIEVHNG THIS WOULD BE A REGULAT }ON WH{CH ENWISAGED TRANSHTION TO
COMMUNATY WiDE RESTRICTHONS — SOMETHING WE AND OTHERS WOULD F.iND
UNACCEPTABLE. f

6. AGRlHONETARﬁ D4SCUSSION -kN MIFT. DISCUSSION OF DIFFERENT
PRODUCTS N MY SECOND ifT. ALL OTHER DETAIL BELOW.

R@ﬁ%?‘; ‘!.Q';J | pzTan
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DETAIL.
MILK SUBSTTUTES.

7. FOLLOWING ON SCA HELD 4N THE MARGINS OF THE COUNCHL (REPORT BY
HAND OF TAPL#¥N, MAFF), THE COUNCIL DISCUSSED A SLIGHTLY REVISED TEXT
OF THE DRAFT MILK SUBSTHTUTES TEXT. C

8. PANDOLF4: (+TALY), SUPPORTED BY GREECE AND SPAiIN, ARGUED FOR
THE REGULATHON TO SANCTAON NAT{ONAL RULES FORB+DDING THE PRODUCT.{ON
OF CHEESE FROM RECONSTHWTUTED M#LK AND WAS OPPOSED BY KIECHLE
(GERMANY), BRAKS (NETHERLADNS) AND OTTOSEN (DENMARK).

9. GUWLLAUME (FRANCE) BNSASTED THAT NATHONAL RESTRUCTAONS ON MBLK
SUBST-TUTES BE MAUNTANED UNT:IL THE END OF THE MiILK QUOTA SYSTEM
AND THAT THE COMMISSION'S COURT CASES BE WITHDRAWN. HE WANTED A
LESS GENEROUS EXEMPT:ION FOR NON CONFUS(NG ''DAIRY TYPE'' NAMES. HE
COULD NOT AGREE TO DA4RY PRODUCTS BE{ING REFERTRED TO N THE
DESCRIPT.WON OF MIXED-PRODUCTS. CONSUMERS SHOULD READ THE kNGREDIENT
LIST.

10. MR GUMMER (UK) ARGUED FOR THE EXCLUSION OF EXPORTS, EXCEPT
PERHAPS TO CERTA4N DESTUNATAONS SPECHF €D UNDER THE MANAGEMENT
COMMHTTEE PROCEDURE. HE SAW NO CASE FOR <NCLUDNG ANiMAL FEED,
EXCEPT PERHAPS PET FOOD. HE COULD AGREE TO THE DRAFTHNG OF THE
EXEMPTHON FOR NON CONFUS®NG TRAD-+TUONAL TERMS BUT SOUGHT AN
ASSURANCE THAT THE WORDS COVERED {CE CREAM. HE “NSHSTED THAT DAYRY
PRODUCTS WH4CH FORMED PART OF MIXED PRODUCTS SHOULD BE ALLOWED TO BE
MENTHONED AS PART OF THE#R DESCRAPTHON, NOT JUST :bN INGREDHENT
Li8TS. F THERE WERE TO BE A STANDSTHLL ON NAT:HONAL RESTRICTJONS ON
SUBSHTHTUES, :HT MUST BE T:MME LAMITED AND APPLY ONLY TO EXIST:ANG
RESTRHCT{ONS. THERE SHOULD BE NO {MPLICAT:4ON THAT FURTHER COMMUNETY
RULES WERE NEEDED.

11. KIECHLE SUPPORTED GUA:LLAUME ON EXISTNG NATHONAL REGULATHONS
AND PRESSED FOR THE #NTRODUCTHON OF A DEF.{NATION OF SUBSTATUTE
PRODUCTS AND FOR THE REMOVAL OF THE EXEMPTHON FOR DIETARY PRODUCTS.
FODDER AND EXPORTS SHOULD BE EXEMPT.

12. O'KENNEDY (4RELAND) AGREED W.ITH THE UK ON THE EXCLUSION OF
FODDER AND EXPORTS AND ON THE DESCR+PTH#ON OF MiXED PRODUCTS, AS DD
DE ZEEUW (NETHERLANDS).

13. F.ISCHBACH (LUXEMBOURG) SUPPORTED GUALLAUME ON EXHSTING
NATHONAL RESTRICTIONS, WANTED THE EXEMPTHON OF DAET PRODUCTS REMOVED
AND PRESSED FOR A LESS GENEROUS EXEMPT{ON FOR NON CONFUSING
TRAD#THONAL NAMES. ;

14, ANDRIESSEN (COMMSS4ON) SAD THAT THE COMM{SSION'S POS:TION
WAS OPEN ON FODDER AND D4ETARY PRODUCTS, AND COULD COMPROMISE ON

—a’
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EXPORTS. HE FELT THAT THE FACT THAT THE EXEMPT#HON FOR NON CONFUSING
PRODUCTS WAS TO BE SUBJECT TO A MANAGEMENT COMM{TTEE PROCEDURE WAS A
SAFEGUARD AGA#NST ABUSE. +#CE CREAM WOULD NOT BE AFFECTED. HTALIAN
NATHONAL RULES WERE REASONABLE #f THEY RESTED ON THE RESTRICTHON OF
NAMES L4KE PARMESAN CHEESE MADE FROM LOCALLY PRODUCED MhLK:
OTHERWHSE NOT. THE COMMISSHON WAS MAK NG NO PROPOSAL ON FRENCH AND
.GERMAN NATHONAL RESTRH4CTHONS SO THIS WAS A MATTER FOR THE COUNCiL,
BUT HE PERSONALLY AGREED WiTH THE UK THAT ANY DEROGAT-{{ON SHOULD HAVE
A TERMINAL DATE. THE COMM{SSI{ON HAD NOT DECADED TO Wi THDRAW TS
CASES AGA{NST THESE RESTRACTHONS.

15, AT THE ANV:ETAT:HON OF THE CHAR, SACCHETTANR (COUNCHL LEGAL
SERVHCES) SAID THAT A REGULATHON ALLOWENG RESTRHCTHONS ON MARKET:NG
WHACH ACTED TO RESTRACT .WNTRA-COMMUN:ATY TRADE WOULD BE AT R¥SK OF
BE:ING OVERTHROWN kN THE COURT. ALTERNATAWE POSSIBM HT.IES WOULD BE A
REGULAT-ON (NVOLV:tNG TRANS:TAON TOWARDS COMMUN4TY—WH-DE RESTRACT:IONS
ON MiLK SUBSTHTUTES OR A COUNCHL RESOLUTHON GiViNG POLATHCAL, NOT
LEGAL, SUPPORT FOR THE CONT4MNUANCE OF FRENCH AND GERMAN
RESTRACT:JONS.

16. GUALLAUME PRETENDED TO BE AMAZED BY THkS .INFORMAT:LON AND
APPEARED TO THWNK THAT THE WAY FORWARD WAS FOR ANDRHESSEN TO
CONYV.NCE H#S COLLEAGUES THAT HE SHOULD MAKE A COMMISS:ON PROPOSAL TO
PROTECT FRENCH AND GERMAN RULES NOW THAT HE HAD ''UNWTED'* BACK NG
FROM THE COUNCHL.

17. DE KéERSHAEKER, HOWEVER, CONCLUDED THAT THE COUNC{L SHOULD
REFLECT ON THE ALTERNAT-KVES SUGGESTED BY SACCHETT:iMi«.

CONCLUD#NG SESSHON.

18. DE KEERSMAEKER SA4D THAT THE PRESADENCY HAD ADENTHFIED WHERE
POSSHBLE SOLUTHONS M4GHT L€ FOR ALL SECTORS EXCEPT OILS AND FATS.
ON THiS AN ALTERNATUNE HAD BEEN SUGGESTED BUT 1T WOULD HAVE TO BE
POL¥TACALLY ACCEPTABLE. THE COUNCIL MUST WEIGH THE CONSEQUENCES AND
ASSUME TS RESPONS#BHLATES. THERE WERE, HOWEVER, FACTORS OUTS:DE
AGRICULTURE: -&NDUSTRFAL AND TRADE POLICY. WHAT THE AGRICULTURE
COUNC:W. WAS DOMNG COULD NOT BE SEPARATED FROM THESE OR THE FAC'S
D4SCUSS:ION OF THE DELORS' PACKAGE.

19. THE PRESADENCY WOULD NOW PREPARE A SECOND COMPROMUSE DOCUMENT
ON THE PACKAGE AS A WHOLE, TO BE MADE AVA{LABLE AT LUNCHT:tME ON
#

-3
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SUNDAY 24 MAY SO THAT SERIOUS NEGOTHAT:IONS COULD START ON THE SAME
DAY (AGAIN 4N RESTRICTED SESSION OF MINISTERS PLUS ONE). THERE MAY
BE BILATERAL CONTACTS BEFORE THEN. REPLY:ING TO MR GUMMER'S REQUEST
FOR A FINANCHAL STATEMENT TO ACCOMPANY THE NEw COMPROM{SE PROPOSAL,
DE KEERSMAEKER SA#D THAT THE F.NANCIAL {MPLICAT{ONS WOULD NOT BE
OVERLOOKED AND HE WOULD BEAR THE REQUEST N MiND.

HANNAY

YYYY

ADVANCE

HARRHSON FCO

MCADAM CAB 5

HADLEY MAFF
THOMAS  MAFF
MURPHY MAFF
LOWSON MAFF
ATTRADGE MAFF
COCKBILL MAFF
MYERS MAFF
WENTWORTH MAFF
NASH MAFF

HOLL4S MAFF
LLEWELYN MAFF
BONNEY TSY.-
ESSORY DAFS
MURRAY DAMNi {ADVANCED AS REQUESTED)
J DAVIES WOAD
MA N
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UCLNAN 8393

FRAME AGR)ICOLTURE
cco(y)



e RESTRICTED

RESTRICTED

FM UKREP BRUSSELS

TO DESKBY 210800Z FCO

TELNO 1747

OF 2017311 MAY 87 -
WNFO ROUTINE EUROPEAN COMMUNKTY POSTS, WwASHINGTON

FRAME AGR4CULTURE
AGRICULTURE COUNCIL OF 18-20 MAY 1987 1 AGRIMONETARY DISCUSSION.
MPT

(A) AGRIMONETARY REV:IEW

1. THERE WAS MUCH RENTERAT KON OF PREV-IQUS COMMFNTS ON THE
PRES IDENCY COMPROMISE (MY TELNO 1715) BUT THE FOLLOWING ADDHT-IONAL
POINTS WERE ALSO MADE.

2. GUKLLAUME (FRANCE) WOULD WANT MORE THAN 50 PERCENT OF MCA
D-L.SMANTLEMENT UNDER THE PRESADENCY PROPOSAL TO BE AUTOMATIC. ANOTHER
OPT.LON WOULD BE TO KEEP THE STRONG CURRENCY SYSTEM BUT WiTH
APPL{CATION OF THE PRES-HDENCY'S IDEAS TO NEGAT:HVE MCA DISMANTLEMENT.
F4SCHBACH (LUXEMBOURG) SUPPORTED TH#S APPROACH.

3. KIECHLE (GERMANY) REMAMNED READY TO RETURN TO THE PRE-1984
ARRANGEMENTS SO LONG AS THE GENTLEMEN'S AGREEMENT WAS RETAWNED BUT
HE WAS NOW READY TO BRING AN OBJECT.LVE MEASURE OF COST ADVANTAGE
ANTO CONSUDERAT-EON SO LONG AS THIS DiD NOT LEAD TO AUTOMATHC
DISMANTLEMENT. COMPENSATH4ON WOULD BE NECESSARY FOR ANY FUTURE
DLSMANTLEMENT OF GERMANY'S POSATIWE MCA SINCE A COMMON PRICE
INCREASE WAS NOT POSSHBLE. THERE MUST BE EQUAL TREATMENT UNDER THE
AGRIMONETARY SYSTEM BETWEEN POSIHTINE AND NEGATHWE MCA COUNTRMES.

-4, MRS HOLBERG (DENMARK) OBJECTED TO THE SUGGEST4ON OF
COMPENSAT:HON BUT NO-ONE ELSE SUPPORTED HER.

5. PANDOLF+4+ (:bTALY) SUPPORTED THE APPROACH kN THE PRESHDENCY
COMPROMISE AND WAS ALSO W4LL#NG TO LOOK SYMPATHETHCALLY AT KIECHLE'S
POINTS ON CRITERFA AND COMPENSAT{ON.

6. POTTAKIS (GREECE) @AS READY TO SUPPORT THE PRESADENCY APPROACH
SO LONG AS THERE WAS AUTOMATIC DISMANTLEMENT OF NEGATILVE MCAS.

7. ROMERO (SPAIN) THOUGHT THAT, If THE PRESIDENCY APPROACH WERE
PURSUED, ACCOUNT SHOULD BE TAKEN OF COST DIFFERENCES, TRADE BALANCES
AND INTEREST RATES.

8. BARRETO (PORTUGAL) COULD NOw FOLLOW THE PRESI-DENCY APPROACH
FOR NEGATIVE MCAS.

9. VAN DER MOORTEL (BELGIUM) THOUGHT THAT THE NON-AUTOMATIC PART
OF THE PRESADENCY APPROACH SHOULD HAVE A TIME LIMIT OF TWwO YEARS,

RESTRICTED



10. ANDRIESSEN (COMMISS:ION) RULED OUT AUTOMATIC ELIMINATION OF
ALL NEGATIVE MCAS BECAUSE OF THE INFLAT-IONARY EFFECT. THE DETAILS OF
THE NON-AUTOMATAC PARTS OF THE PRESIDENCY APPROACH NEEDED THINKING
ABOUT, INCLUDING THE -1DEA OF A DEADLINE. CHANGING THE MCA
CALCULAT }ON BASE WOULD EFFECT THE SIZE OF NEW MCAS. RESPONDING TO
THE FRENCH \DEA, HE WONDERED WHETHER AN ALTERNAT.VE OPTION wOuLD BE
TO OPERATE THE PRES.IDENCY COMPROMISE ON THE UNDERSTANDING THAT, If
THIS DD NOT RESULT -IN COMPLETE MCA DISMANTLEMENT WiTHIN A F IXED
DEADLINE, A SWiITCHOVER CO-EFF:CIENT WOULD APPLY.

11, DE KEERSMAEKER (PRESIDENCY) CONCLUDED THAT HE AND THE
COMMISSION WOULD REFLECT FURTHER. THE MAJORITY FAVOURED SOME DEGREE
OF AUTOMAT-LC:TY AND HAD NOT RULED OUT SOME FORM OF COMPENSAT.{ON AS
SUGGESTED BY GERMANY.

(B) GREEN RATE CHANGES
12. THE FOLLOWLNG POINTS WERE ADDED TO THOSE MADE ON THE

COUNC.IL'S FIRST DAY.

13. KIECHLE MAINTAMNED THAT ANY DM SMANTLEMENT OF GERMANY'S MCAS
THIS YEAR WAS POLATHCALLY UNTH:INKABLE. ELECT-IONS WERE COMING UP AND
FARMERS WERE BEING ALIENATED. THIS WAS A MATTER OF VITAL INTEREST T0
GERMANY. N FUTURE YEARS THE ISSUE COULD BE TACKLED, WiTH ASSOC/PATED
COMPENSAT {ON.

14. O'KENNEDY (ARELAND) PRESSED STRONGLY FOR COMPLETE
DiSMANTLEMENT OF HiS MCAS TH4S YEAR. W, HOWEVER, THIS CAUSED
DIFFICULTHES FOR GERMANY, HE WOULD NOT OBJECT TO DISMANTLEMENT OF
H&S MCAS BEING DONE OVER A PERIOD WLTH SOME COMPENSATION FOR THE
DELAY, EG THROUGH THE CORESPONSBALNTY LEVY.

15. MR GUMMER (UK) QUEST-WONED O'KENNEDY'S LAST POINT. SO FAR AS
THE UK WAS CONCERNED, THERE SHOULD BE A LARGER DEVALUATION THAN
PROPOSED BY THE COMMISS.HON -IN ORDER TO DIMINMISH THE UK'S COMPETPT.VE
D{SADVANTAGE AND TO OFFSET IWNCOME DECLINE. THE DEVALUATION SHOULD BE
ACROSS THE BOARD. ALTHOUGH PROBLEMS WERE MOST ACUTE #N THE L WWESTOCK
SECTOR, THEY WOULD BE AMPROVED BY BASING THE BEEF MCA ON 70 PERCENT
OF THE -INTERVENT{ON PRICE. REFLECTING THEIR GREATER S1ZE, THE UK'S
MCAS SHOULD BE DISMANTLED BY MORE POINTS THAN THOSE OF FRANCE AND
IRELAND. THHS WOULD NOT UNDERMINE THE -IMPACT OF CHANGES N THE
CEREALS REGIME WHERE (T WAS UNACCEPTABLE THAN THE BURDEN OF
ADJUSTMENT SHOULD FALL ON WEAKER CURRENCIES AND WHERE THE SOLUT-ION
LAY N REDUCING COMMON (UNDERLINED) PRICES.

16. GAUTIER SAUVAGNAC (FRANCE) COULD BY AND LARGE ACCEPT THE
COMMI-SS.1ON PROPOSALS FOR FRANCE'S MCA BUT wOULD HAVE TO REVISE WIS
POSITHON ¥ OTHERS GOT A LARGER DEVALUAT.ON. GUl}.LAUME ADDED THAT
POSATIVE MCAS MUST BE DISMANTLED AND, TO OVERCOME THE POLITICAL
DIFFACULTIES, SUGGESTED THAT THiS COULD BE DONE WILTHOUT INVOLVING A
PRICE REDUCTION dN POSITIVE MCA COUNTR!ES AND W-i:-THOUT AFFECTING

NEGATINE MCAS. RESTR!CT:D /‘.7
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17. BARRETO WANTED TOTAL DISMANTLEMENT OF HIS MCA. POTTAKIS
WANTED A LARGER DEVALUAT KON OF THE GREEN DRACHMA THAN PROPOSED.
PANDOLF.\ WANTED A LARGER DEVALUATION TO 'INCLUDE PART OF THE NEW MCAS
CREATED N THE JANUARY EMS REALIGNMENT,

18. RESPONDWNG, ANDRIESSEN RAN THROUGH THE VARIOUS ANGLES N
FAMIL AR FASHION BEFORE CONCLUDMNG THAT THE {iSSUE OF BOTH POSITIVE
AND NEGAT-WVE MCAS WAS EXTREMELY DIFFICULT AND NEEDED FURTHER
DISCUSSION.
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CAP PRICE FIXING AND GREEN POUND

I undertook to submit a further report on this week's Agriculture

Counichjls

¥ 2 UKREP telegrams Nos 1746-1748 attached (not to all) report

the outcome: the details of the first day's discussions and
the text of the current Presidency compromise are 1in telegrams
Nos 1715 and 1716; the agrimonetary discussion is 1in telegram
No.1747. The Council 4is due to resume on Sunday afternoon and
to begin another marathon session which may Llast at Least until
Wednesday 27 May (Thursday is Ascehsion Piay. amdistasEhioilidaytin
many Member States). There seems to have been Little movement
on the substance of the proposals this week. The Commission
are due to table a further compromise on Sunday. This is unlikely

to be a significant improvement from the UK standpoint.

EC Budget implications

5 The attached costings (table 1) based on material supplied
by MAFF suggest that in EC Budget terms the present compromise
would reduce the estimated savings from the Commission's original
proposals by some 600 mecu in 1987 (mostly because of the delayed
introduction of the oils and fats tax) and 100-200 mecu in 1988.
However, if all Member States' green rate demands are conceded
and the oils and fats tax is rejected, the net savings proposed
by the Commission of 1.1 becu in 1987 and 3.6 becu TR 19885 watlil

be virtually eliminated in both years leaving potential overspends
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(gn FEOGA alone of 3.7 becu in 1987 and 7.0 becu in 1988 (16 %
and 31% of the financial guideline provision respectively). I
a settlement on these Llines 1is reached, the pressure on Member
States to provide additional contributions whether through an
intergovernmental agreement or a substantial dincrease in own

resources is likely to become intense.

PES implications

4. The second table shows our current assessment of wthet iPES
posa tioni The first part shows the effects on the agriculture
programme E5ade) ¢ although the Presidency compromise would

substantially reduce the forecast savings from . thie Commission's
original proposals (mainly because of the weaker arrangements
for cereals intervention) this still shows a net neduction &in
expenditure because of estimating savings in IBAP's Latest “RPES
forecast. It should, however, be noted that these calculations
assume only a &4 point green pound devaluation (which remains
the current proposal): each additional point will cost about
£16 ‘m- . in 1987-88 . and £23 m in a full years Moreover, the IBAP
estimating savings could easily be reversed Llater in  the Yyear
if, for example, :there is a good harvest and a Llarge volume of
intervention purchases. In any event as the second part of the
table reveals any saving on programme z o Siie L atk el Ly o ibles Smio-re
than offset by an increase in expenditure on the net contribution
(programme 2.7). In 1987-88 it is now more or Lless certain that
IBAP will Lose some £250 million receipts either because the
Council decides on a regular move from advance funding to
reimbursement or simply as a result of the Community running
out of fundss. The £250 million additions 1in 1988-89 and 1989-
90 make the rather conservative assumption that on current trends
the Community will spend at Lleast 4L becu a year above the current
financial guideline provision for agriculture. (As stated above
the Commission's present forecast for 1988 4is for an excess of

5 becu with the oils and fats tax receipts or 7 becu Wit ot ).

Assessment

i You “will Wish :to “consider 1in the Llight of these somewhat
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(_depressing statistics whether you should advise Mr Jopling to
distance himself from any move towards a genuine negotiation
when the Council resources on Sunday. Arguments 1in favour of

such a course would be:

(i) any settlement reached next week 1is Likely to be very

unsatisfactory from a financial point of view;

(ii) a settlement which included the oils and fats tax 1in
particular would be extremely difficult to defend i ap ottt cal

terms;

(iii) that there is perhaps a slightly better chance of shaming
the Germans into a more acceptable outcome if the key 1dissues
were referred to Heads of Government at the European Council

at the end of June.

On the other hand Cabinet Office and UKREP take the view that
other Member States would make every effort to avoid a reference
to the European Council even if the Council fails to reach
agreement next week; that the negotiating position of any UK
Minister in the <immediate aftermath of the Election would be
particutarly difficult Cespeciattly® if = there Wereit:a changé‘ of
Minister at MAFF); and that the outcome of a European Council
discussion would in any case be uncertain and (unless confined,

say,  to the .otlsand: fats tax) not necessarily favourable.

(o}n Should you nevertheless decide that it would be desirable to
write to colleagues warning of the risks involved in acquiescing
in a compromise settlement, I attach a draft letter to Mr Jopling.
This would need to issue this evening if it is to have any effect.

il {-,N-Cf\:ﬂ

Green pound

e 1f on the other hand you are content to Let the negotiation
take dits course, Mr Jopling may velly wish to discuss with. .ygu
a more definitive position on the green pound. Given ‘thet:taght

PES position described above, we would not recommend you to agree
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( to any very significant increase in the 4 point devaluation offered

uﬁy the Commission. As my submission of 19 May indicated, a 5
point devaluation across the board would be sufficient to reduce
the UK MCAs to the Level which Mr Jopling envisaged when he
proposed a 13 .-point devaluation in February. It would also be
comfortably higher than the average devaluations proposed for
Erance. . (2.9%) ‘apd. Ireland. - CEi5%)% The Commission have clearly
indicated that they would be more receptive to a higher devaluation
for beef than for crops (a high devaluation for the latter would
largely negate the proposed common price cuts). Each percentage
point oft the beef MCA is reckoned to cost £4.37 million in a
Fatit yYears On this basis a 10 point devaluation for beef together
with 4 points for all other products would <cost £118 million
some £3 million more than an across the board 5 point devaluation.
The possible permutations are obviously virtually Llimitless and
probably ‘best ‘left ‘to ‘the ' ingenuity of Mr Jopling's officials.
But, if you were minded to agree to an average 6 point devaluation
(cost £137.8 million), it would be possible to reduce the beef

MCA by 10 points and the MCAs for other products by 5. We would
not advise you to go further than this.

LR'J BONNEY

B2 iS5 2
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FOREIGN SECRETARY

MEMBERS OF ODC(E)

SECRETARIES OF STATE FOR SCOTLAND, WALES AND NORTHERN
IRELAND

CAP PRICE FIXING

I have seen the telegrams reporting the outcome of
this week's Agriculture Council which, I see, is
to resume on Sunday afternoon with a view to reaching

an overall settlement during the course of next week.

Z The details of the revised package which is now
emerging seem to me to be seriously weaker than the
Commission's original proposals and experience suggests
that they will only get worse, if a genuine negotiation
begins when the Council resumes next week. officials
calculate that by comparison with the Commission's
original proposals the additional “fcost -« to ithes EC
Budget of the Presidency's present compromise would
be 600 mecu in 1987 and 200 mecu in 1988. HaM=iPE'S
terms excluding the oils and fats tax receipts the
effect will be to reduce the original estimate of
savings '~ from . £212m. 9n 1987-88 and £77m. in 1988-
89 by £191ms and £32m. respectively thus Leaving
very Little room from any increase in the proposed
green pound devaluation. Moreover, the oils and
fats tax remains part of the proposals and the
telegrams suggest that the German opposition ‘to ‘the
tax (which 4s . essential Af it’ is, to..be defeated)

may be wavering.

i 1 think that we ought to consider very carefully
at this stage whether we should be prepared to
cooperate in any move towards a compromise settlement
next week. In my view any settlement which Kiechle

would be willing to endorse 1is Fhtlce Ly st oF lib e ==\eiry



unattractive to wus. The British press will almost
certainly report that any settlement 1is Likely to
increase pressure Tor additional EC Budget
contributions this year and for an early and
substantial 1increase in the own resources ceiling.
Any good publicity we receive about the Level of
green pound devaluation we may achieve will be offset
by comments on its impact on food prices - particularly
if we have been unable to prevent the adoption of
the' Soits ahd . fats ~tax;. which: would:dtseltfs have wa

sH gnifc ant=effiect “on- the RPL.

4. In the <circumstances I believe that it would
be right for you to state at the outset when the
Council resumes on Sunday that the UK will not be
prepared to cooperate in the usual bargaining process
if this seems Llikely to result in a compromise which
is significantly weaker than the Commission's original
proposals and that our opposition to the o lisi and
fats tax remains unequivocal. If other Member States
are not prepared to negotiate responsibly within
the general parameters set by the Commission's
proposals, it would be preferable to put off decisions
until after the British and Italian general elections.
1645 Tt proves unavoidable, substantive areas of
disagreement such as the oils and fats tax will have
to be referred to the European Council at the end
of June. Although I am sure that Heads of Government
would not wish to get too deeply embroiled in the
details of the Price Fixing, they would be able to
set some general parameters within which the
Agriculture Council should take decisions. And a
reference of this sort to the next European Council
would provide a graphic jllustration of the need
to make substantial progress on CAP reform and the
effective control of agricultural expenditure in

the context of the discussions on future financing.

S I am sending copies of this letter to......

JM
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FEOGA
becu

1987 1988
Expenditure
Preliminary Draft Budget/Financial Guideline 23.0 220
Latest Forecast of Spending 26..9 SOLLT
Commissions Price Fixirng Proposals 258 a2l
Presidency Compromise 26.4 G2
Overspend
1. Before Price Fixing 329 79
2. After Commission Proposals 2.8 4.3
3. After Presidency Compromise 3.4 4.4
plus
4. Likely additional Agrimonetary changes 2 . 5
5. Presidency compromise after 3. % 4-9

Agrimonetary Changes

6 If oils and fats tax rejected 3T G50
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! ‘S COSTS

A Programme 3.1 (Agriculture)

£m
1987-88 1988-89 1989-90

1. IBAP baseline 1621 1756 I8 S5P

Changes from baseline:

25 lLatest forecast = 20 =44 el
5. suckler cow premium

increasec +A10 5 e + 10
4. offsets to ALURE = 20 NS5
5. Commission proposals =22 =ISRePT = 17272
6. 1st Presidency compromise

(compared to Line 5) +191 B P + 66
7 net change to baseline =] -159 =102i0)

(programme 3.1)

B Programme 2.7 (Net Contribution)

8. Price Eixing proposals =25 =0 SHl67
9. 1st Presidency compromise 0 0 0
(compared to Line 8) (not significant)

10. Llikely further concessions
on green rates to other + 4955 20 + 24
Member States

11. advance to reimbursement
switch £250 = —

12. increased contribution to
higher FEOGA expenditure = +2 50 +25:0

13. net change in baseline
(programme 2.7) +140 S TAL =2

14. net change in baseline
(total PES) +129 7 kBT

Memo item
15. Cost per extra point green

£ devaluation 16 =24 s
(programme 3.1)

013" 3952

TABLE:. 2
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OF 2619307 MAY 87

ANFO ROUTH-NE EUROPFAN COMMUN{TY POSTS, WASHINGTON

FRAME AGRICULTURE
AGR{CULTURE COUNCIL 24-26 MAY 1987 : THE F4NAL TWO DAYS.

SUMMARY.

1. COUNCY44L BROKE UP WATHOUT AGREEMENT AND WiiL RESUME ON 15 JUNE,
WHECH WiALL ENABLE T TO HAVE A JOINT SESS{ON W{TH ECOF4N, WHICH HAS
ALREADY PLANNED A MEETH{:NG ON THAT DAY.

2. THE MA{N REASONS FOR THE FA{LURE TO AGREE WERE THE STRONGLY
DIVERGENT FRENCH AND GERMAN POS:IT{ONS ON THE PHAS{NG OUT OF EX{STANG
POS{ITAVE MCAS AND THE FUTURE OF THE AGRIMONETARY SYSTEM AND THE
CONTANUED EXISTENCE OF A BLOCK{ING M{NORITY (UK, NETHERLANDS, GERMANY
AND PERHAPS DENMARK) ON THE O4LS AND FATS TAX. THERE WERE PERSHSTENT
RUMOURS THAT GERMANY WOULD HAVE DESERTED THiS M{NOR{TY HAD SHE
OBTA{NED A SAT4SFACTORY SOLUT:HON ON MCAS BUT N THE END THUS WAS NOT
PUT UFOTHE ETEST,

3. AN THE ABSENCE OF AGREEMENT THE MARKET:{NG YEARS FOR MI|iK,
BEEF. DR4£D FODDER, CERTA4AN HORTHCULTURAL PRODUCTS AND EGG AND
POULTRY MCAS WERE, :'N EFFECT, EXTENDED FOR A MONTH, ON THE SAME
BAS:S AS LAST THME.

4, EARLIER SESS{ONS REPORTED N MY TELNOS 1827 AND 1845.

5. THE COUNC44L ON 25 MAY WAS MA4NLY CONDUCTED 4N BALATERALS THE
RESULTS OF WH:ACH WERE REPORTED TO A MEETANG RESTR{CTED TO MiN{STERS
ONLY LATE -IN THE EVENANG. DE KEERSMAEKER'S (PRESHDENCY) GENERAL
MESSAGE WAS THAT THE NEGOTHATIONS WERE VERY DiFF{CULT BECAUSE THE
MAJOR:{-TY OF DELEGAT{ONS WERE STHCKANG TO OR EVEN #NCREAS:{NG THE.R
L4STS OF DEMANDS. N PRACT{CE THERE WAS LITTLE ROOM FOR MANOEUVRE.
ONLY MINOR TECHN{CAL CHANGES WERE POSSIBLE -iN THE PRESY{DENCY'S
COMPROMISE ON MARKET SUPPORT REGIMES. FLEXABALATY WAS NEEDED TO FAND
A SOLUTHON ON MCAS. THE OILS AND FATS TAX WAS AN ESSENT.{AL PART OF
THE PACKAGE.

6. ANDRHESSEN (COMM{:SS{ON) CONFARMED TH{S ASSESSMENT. ECOF:uN'S
DEMAND FOR A 4 BECU SAVING WAS HOPELESSLY UNREALASTAC BUT THE BUDGET
PROBLEM WAS VERY REAL AND SUGGESTONS THAT #T COULD BE RESOLVED BY
REMOV:{NG THE PROV{S{ONS FOR DESTOCKING AND STOCK DEPREC{AT{ON SHOWED
THAT CERTAYN DELEGATHONS WERE NOT TAKING THE PROBLEM SER4QUSLY.

CONFIDENTIAL
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7. THE ENSUING DEBATE WAS DOM{NATED BY CONFLICT{NG EXCHANGES
BETWEEN KAECHLE (GERMANY) AND GUILLAUME (FRANCE) ON THE AGRIMONETARY
SYSTEM AND SOME REPET{TION OF EARL{ER POS{TI{ONS ON THE PRESIDENCY
PACKAGE FROM OTHERS. EVENTUALLY AT ABOUT 2 AM DE DEERSMAEKER
CONCLUDED THAT ALTHOUGH EFFORTS SHOULD CONTINUE TO REACH DEC:{S{ONS,
FURTHER PROGRESS N THAT SESS{ION WAS NO POSS{BLE. THERE SHOULD BE
FURTHER EXCHANGES THE FOLLOWING MORNING BETWEEN THE PRESIDENCY,
COMMISSION AND THE MOST {iNTERESTED DELEGAT:{ONS ON THE AGR{MONETARY
PROBLEMS AND A WORK{NG GROUP COULD CONS{4DER PURELY TECHN{CAL
ADAPTATAONS OF THE PRES{DENCY COMPROM{SE ON MARKET SUPPORT REGIMES.
MR JOPLING (UK) MADE CLEAR THAT WE WOULD WiSH TO BE NCLUDED N THE
CONTACTS ON AGR{MONETARY {SSUES AND THAT SOME OF OUR RESERVAT:HONS ON
THE PRES{DENCY PROPOSALS ON MARKET SUPPORT REGIMES WERE NOT S{MPLY
TECHNACAL.

8. OVERNAGHT, HOWEVER, THE PRESUDENCY CHANGED 4TS PLANS. THE
PROPOSED MEET:NG OF OFF{C{ALS RESOLVED :'TSELF {NTO A NUMBER OF
B{L{ATERAL CONTACTS AND THE DISCUSSIONS ON AGRIMONETARY QUEST:{ONS
BETWEEN THE FRENCH AND GERMANS WERE SO UNPRODUCTHVE THAT OTHER
DELEGAT{ONS WERE NOT «NVOLVED.

9. WHEN THE COUNCI{L RESUMED, TROJAN (CHEF DU CAB{NET TO
ANDR{ESSEN) GAVE A REPORT ON H:#S UNPRODUCT{VE D4SCUSSH{ONS W{TH
CERTAWN DELEGAT{ONS. THESE HAD SHOWN SOME S{GNS OF PROGRESS ON THE
PRINCAPLE OF SOME AUTOMATC D{SMANTLEMENT ON MCAS, BUT THERE WERE
DAFFERENCES OVER THE PERAOD, THE AMOUNT AND COMPENSAT4ON AND A
STRONG D{SAGREEMENT OVER THE QUEST{ON OF WHETHER THERE SHOULD BE ANY
DISMANTLEMENT OF POSATHVE MCAS TH:S YEAR.

10. GUALLAUME OUTULHNED A VARLANT OF THE SYSTEM PROPOSED BY THE
PRESADENCY AND SA4D THAT HE COULD RELUCTANTLY ACCEPT COMPENSAT{ON
PROVADED +«:T WAS NOT L+iNKED TO PRODUCT-iON. HE WAS SUPPORTED BY BRAKS
(NETHERLANDS), AND ON COMPENSATJ4ON BY MR JOPL:{NG, THOUGH HE
PREFERRED THE PRES{DENCY'S MODEL FOR MCA D{SMANTLEMENT. FLOR4AN
(GERMANY) AND KHECHLE (GERMANY) OPPOSED. THEY M4GHT BE ABLE TO
ACCEPT AUTOMATMHC D{SMANTLEMENT OF 20 PERCENT (COMPARED WiiTH THE
PRESADENCY'S 30 PERCENT) OF FUTURE MCAS BUT COULD NOT MOVE
ON EXASTANG MCAS THiS YEAR AND NEEDED A GUARANTEE OF COMPENSATHON.

11. ANDRIESSEN CR{TACHSED BOTH THE FRENCH AND GERMAN POS4T+ONS
AND MADE CLEAR THAT FOR THE COMMISSION THE CHO{CE WAS BETWEEN
MAUNTA4NANG THE STRONG CURRENTY SYSTEM WATH THE WNFLATAONERY EFFECTS
OFFSET BY PR4CE REDUCT{ONS OR THE PRESHDENCY'S PROPOSAL. THE S{MPLE
MAYNTENANCE OF THE STRONG CURRENCY SYSTEM AS T EXASTED AT PRESENT
WAS NOT ON OFFER. T WAS ALSO ESSENT{AL TO HAVE A TARGET DATE FOR
GETTING RID OF MCAS. THE COMMISSHON COULD TOLERATE SOME FORM OF
COMPENSAT.I:ON,

12. AFTER A BREAK, DE KEERSMAEKER CONCLUDED THAT BOTH BECAUSE OF
THE AGRIMONETARY :IMPASSE AND BECAUSE OF THE MAJOR PROBLEM OF THE
0iLS AND FATS TAX FURTHER PROGRESS WAS {MPOSS#BLE. THE {MMINENCE OF
ELECT{ONS 4N SOME MEMBER STATES WAS ALSO A FACTOR. ON THE REST OF
THE PACKAGE A QUALAFAED MAJORATY WAS IN SIGHT ALTHOUGH MiNOR CHANGES

o
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AN THE PRES{DENCY'S SUGGEST-IONS M{GHT BE MADE. ALTHOUGH :{NFORMAL
CONTACTS, #AN PART4CULAR N THE MARG{NS OF NEXT WEEK'S :{{NFORMAL
COUNCiL, SHOULD CONTINUE N AN EFFORT TO PAVE THE WAY FOR A FiNAL
SOLUTAON, TH{S COULD NOT NOW BE ACH{EVED UNTI{L THE JUNE AGR{CULTURE
COUNC{L, WH{CH HE PROPOSED SHOULD BE POSTPONED FOR TWO DAYS UNT:{L 17
JUNE.

13. ANDRIESSEN SA{D THAT THE COMM{SS:{ON HAD DEC4DED TO REQUEST A
JOINT MEETHNG OF AGRICULTURE AND F4NANCE M{NISTERS BECAUSE OF THE
CONFLICT BETWEEN ECUFAN'S DECISIONS ON THE 1988 GU4DEL{NE WHICH WAS
4 BECU BELOW THE COMM{SS{ON'S M{N{MUM ESTAMATE AND THE PRES{DENCY
COMPROM{'SE WH{CH WOULD REDUCE THE SAVINGS PLANNED BY THE COMM{SSION.

14, ON THE BASHS OF PREV{QOUS EXPER{ENCE OF JOIANT COUNCHLS
GU{L{LAUME, BRAKS, KAECHLE, O'KENNEDY (4RELAND) AND ROMERO (SPA{N)
WERE ALL SCFPTACAL., COORDINATAON WAS A MATTER FOR CAP4TALS. FANANCE
MIN{STERS PROBABLY WOULD NOT TURN UP. #T WAS NOT NECESSARY TO LASTEN
4N THE COUNC:HL TO AMBASSADORS REPEATW'NG WHAT THEY COULD SAY N
COREPER.

15. DE KEERSMAEKER WAS SYMPATHET4C BUT SUGGESTED THAT THE
AGRICULTURE COUNCHL SHOULD REVERT TO TS PREV#QUS PLANNED DATE OF 15
JUNE WHEN ECOF#:N WAS MEET:NG ANYWAY. THERE COULD THEN BE A COUPLE OF
HOURS OF JO:WNT SESS{ON.

16. ANDRJ4ESSEN THEN MADE AN ANNOUNCEMENT ABOUT THE PRODUCTS WHOSE
MARKET:ING YEARS WOULD END BEFORE THE NEXT MEETHNG, MiLK, BEEF,
DR{ED FODDER, CAUL{#LOWERS, LEMONS, PEACHES AND APR4COTS AND POULTRY
AND EGG MCAS. FOR MILK AND BEEF HE PROPOSED A FURTHER MONTH'S
EXTENSHON OF THE 1986/87 MARKETANG YEARS. FOR DR{€ED FODDER HE SA{D
THAT THE COMM{SS{ON WOULD TAKE MEASURES TO ALLOW THE CONTH.NUED
CALCULAT{ON OF THE VAR4ABLE A{D ON THE CURRENT BAS:{S. FLAT RATE A4D
WOULD CONT{NUE TO BE SUSPENDED BUT WOULD BE PAID RETROSPECTHVELY H#F
THE COUNCH{ FAYLED TO ADOPT THE COMM{:SS{4ON'S PROPOSAL TO END #T. FOR
FRUAKT AND VEGETABLES EX{ST4NG PRACES WOULD BE MAINTA{NED SUBJECT TO
RETROSPECT-WE ADJUSTMENT #F THE PRES4:DENCY'S PROPOSALS TO ADJUST
COEFF{C4ENTS WAS ADOPTED. FOR POULTRY AND EGG MCAS HE TABLED A DRAFT
REGULATHON EXTEND{NG PARTHAL SUSPENS{ONS FOR ONE MONTH. O'KENNEDY
AND MRS HOLBERG (DENMARK) VOTED AGA4NST THE POULTRY MCA REGULAT{ON
AND THE CHA4R CONCLUDED THAT THE COMMI:SSHON'S PROPOSALS HAD BEEN

ADOPTED.
HAan NAY
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CAP PRICE FIXING

UKREP telegram No. 1864 of 26 May below reports the inconclusive
outcome of this week's Agriculture Council which broke up on
Wednesday. The Presidency concluded that the Council should
resume its discussions 1in joint session with ECOFIN on Monday
155 =une . Despite the obvious inconvenience of this date we
would advise the ChanceLLoF*to attend if at all possible. |8 D

briefing will be submitted nearer the time.
XA A"} ‘\!\ Telic - frw f" p Lm,.xf .IC..A,{/ N & /"“ O L\f‘:{
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2nd Presidency compromise

P The text of the second Presidency compfomise tabled on 24
May is at Annex A. Significant changes to the previous proposals

f | (my minute of 19 May) include:
(i) a concession on allowing access to cereals intervention

from August in Italy, Greece, Spain and Portugal;

(ii) a commitment to seek a solution to the problem of

the cane sugar refining margin (UK interest);

(iii) special production aid for sunflowers in Portugal;

(iv) Commission to prepare comprehensive study of various

forms of non-utilisation of agricultural land (UK interest);

(v) continuation of milk quota transfer arrangements (UK

interest);



(vi) net 50,000 tonne increase in Spanish milk quota;

(vii) authorisation for Member States to retain Llimitations

on imitation milk products wuntil 1990 (French and German

interest);

(viii) various detailed changes on particular fruits and

vegetables (costed by MAFF at +5 mecu in 1987 and +10 mecu

in 1988) (Mediterranean interest);

(ix) one point reduction in German and Dutch positive MCAs

by increasing agricultural co-efficient (and thereby

increasing all negative MCAs);

(x) 1increase 1in UK green devaluation to -6.5 points for

bele ™ apde = 5" goqnts " hor ., all sother  productss. Compensating
increased devaluations for France, Ireland and Italy for

beef and for Belgium, Denmark and Spain for all products;

(xi) revised compromise on '"ending'" strong currency system

with semi—automatic dismantlement of newly <created MCAs
including in some circumstances an increase in agricultural
co-efficient (referred HO . asur Lswiitchover « semechiansssmi = on

page 9 of compromise); and

(xii) special aid for Greece to counter effects ot “cold

weather in March 1987.

As can be seen from this (not exhaustive) Llist the usual process
of buying off individual Member States by particular concessions

to their special interests is already well underway.

EC Budget Implications

55 At Annex B 1is a note tabled by Commissioner Andriessen on
the budgetary implications of the present compromise. The gist

of this 4is that by comparison with the Commission's original
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.oposals (which were forecast to reduce expenditure by 1.1
becu in 1987 and 3.5 becu in 1988) the Llatest compromise would
increase costs by some 760 mecu and 840 mecu in 1987 and 1988
respectively. Taking account of the current conjunctural
forecasts the Cbmmission now estimates that the potential excess
on agricultural expenditure only above the 1987 Budget provision
is some 3.8 becu and the potential overspend above the financial
guideline provision  for .1988 is 5.1 becu  (assuming. .that: ‘the
ahilssinein di SFaEISER LI NS RS b Inoieid) TR e 7 bleleld T G s T ROt The
Commission propose to use these estimates to justify calling
a2 Jjernt " Councyl with "EGOELN —on.. 15. June i in Jacicoedance . witthsSithie
terms of the 1984 Budget Discipline agreement. Iote s " fay  from
certainl, thowever ~that S a " JoTnt  “Counci L =l IS turn ottt  tolebelian
effective forum foe taking responsible decisions on the

expenditure consequences.

PES implications

4, MAFF's Llatest estimate of the PES consequences of the Llatest
Presidency compromise excluding the oils and fats tax compared

with the Commission's original proposals is as follows:

£m
programme 3.1 (Agriculture) 1987-88 1988-89 = 1989-90

1. Commission proposals =02 L ATATE =22

2. 1st Presidency compromise + 5186 el S + 46
(compared with Lline 1)

3. 2nd Presidency compromise s ] = 515 SO
(compared with Line 1)

B programme 2.7 (net contribution)

1. Commission proposals - 125 =103 = bl

2. 1st Presidency compromise =50 = 9 = 4
(compared with B1)

3. 2nd Presidency compromise 20 28 = 6

(compared with B1)



.aLLowance has been made in these calculations for any increase
in the green pound devaluation proposed by the Presidency or

any further concessions to other Member States.

Main outstanding issues

5. Ministers will need to consider immediately after the Election
the tactical position they should adopt at the joint Council
oR ST tne s There will clearly be substantial pressure from
many Member States to reach a settlement before the European
Clotmc 'ty son 29=30"Jtne. But any settlcment which the Agriculture
Council is Llikely to reach will be bound to increase the pressure
on the Government to concede some form of supplementary finance
in 1987 and an early and substantial increase in own resources
next yea.r One possible option would be for the. . Uk ‘FHo difssociate
itself from the Council's decision by allowing itself to be
outvoted. MAFF are Llikely to be very wary of this Hactiic), ERais
Jit “might risk ~losvng” "some ‘of "the special concessions to the
UK's farming interests (eg continued intervention for salted
butter and dropping the proposed headage Llimit on the annual
ewe premium) which they might otherwise tollect -~ in ithe final
stages of the negotiations. There would clearly be no question
of further concessions on the green pound, if we seemed Likely
to vote against the package. There is no realistic prospect
that other Member States would allow the UK to delay decisions
by invoking the Luxembourg compromise on any of the issues
currently under discussion. There is an unfortunate precedent
for the UK's veto being ignored when in 1982 Mr Walker tried
to delay the adoption of the Price Fixing settlement for financial
reasons. I&. 4s "just .possiblte “that, if the present blocking
minority holds, the oils and fats tax might be separated from
the rest of the package and submitted to the European Council

for a political decision.

6. We will submit detailed briefing to the Chancellor immediately

after the Election.

R J BONNEY
007 1153
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FM LUXEMBOURG

TO (MMEDVATE FCO

TELNO 93

- OF 1611307 JUNE 87

ANFO A\MMED.AATE UKREP BRUSSELS

&NFO ROUTWNE WASHANGTON, OTHER EUROPEAN COMMUNTY POSTS

FRAME AGRICULTURE
FROM UKREP BRUSSELS

COUNCH#L OF AGRACULTURE MINLSTERS STARTUNG ON 15 JUNE 1987: THE FiURST
DAY. ®

SUMMARY

1. CONCHL LATAON PROCEDURE UlTH EUROPEAN PARL/WAMENT ON THE
SO0C4H0-STRUCTURAL PACKAGE COMPLETED AND THE REGULAT:4ONS, AMENDED BY
THE ADDATHON OF #&MPRO\(J?NG EFFACAENCY TO THE OBJECT4VES, FORMALLY
ADOPTED.

2. ANDRAESSEN ANNOUNCES THAT, FOLLOWING DASCUSSHON WITH THE
COMMASSHON TH:S MORNANG, ME Witl TABLE A COMMISSHON COMPROMISE ON™
THE PRICE F:4X4NG PACKAGE TH4S AFTERNOON. NO OTHER D4SCUSS{4ON OF
PRACE F4X4NG ON FURST DAY.

3. JOUNT SESSHON WATH ECOF:4N REPORTED SEPARATELY.

DETAL
SOCH0 STRUCTURES: CONCHLHATHON WETH EUROPEAN PARLHAMENT

4, FOR THE PARLMAMENT CLUNTON AND THAREAU WANTED THE
SOCO-STRUCTURES PACKAGE AGREED BY THE COUNCHL N MARCH TO BE
AMENDED TO MAKE #MPROV-WNG EFF4CAENCY THE FRST OBJECTAVE 4N ARTUCLE
1 OF REG 797/85. THEY ALSO SOUGHT A JOINT DECLARATUON WITH THE
COUNC-AL AND COMMASSION (DOC SN 1902/87) UNDERLANING THE NEED FOR
STRUCTURES POL#CY TO SUPPLEMENT PRICE POLACY, FOR OUTPUT TO BE
REDUCED BY CONTROLL'#NG #NPUTS DETRAMENTAL TO HEALTH AND THE
ENVMRONMENT, FOR AN OVERALL WWEW OF RURAL PROBLEMS, FOR
REVATALASATHON OF RURAL AREAS WATH AN AGEHNG POPULATAON AND FOR
MA4NTA4NING FAMILY FARMS. ONCE THE PARLHAMENTARY DELEGATHON HAD
WATHDRAWN, DE KEERSMAEKER (PRES4DENCY) SOUGHT AGREEMENT TO THE4R
DEMANDS.

5. MR MACGREGOR (UK), K&TTEL {GERMANY) AND BRAKS (NETHERLANDS)
OPPOSED THE AMENDMENT TO ARTACLE 1-BECAUSE #T D4D NOT TAKE
SUFFCAENT ACCOUNT OF THE NEED TO AVOLD (WNCREASING SURPLUSES. ROMERO
(SPAN), PHETROMARCHE (ATALY), KOLIR4S (GREECE) AND GAUTIER
SAUVAGNAC (FRANCE) SUPPORTED THE PARLAAMENT'S REQUEST, WHILE
ANDRAESSEN DD NOT M4ND EXNTHER WAY. EVENTUALLY A COMPROMLSE WAS
REACHED BY ADDANG THE PARLAAMENT'S POINT ON {IMPROVNG EFFACLENCY AS
THE SECOND OBJECTAVE 4N THE REGULAT:AON AFTER THE F4RST OBJECT4VE OF
RESTORING EQUL4BRAUM BETWEEN PRODUCTHON AND MARKET CAPACHTY.
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6. MR MACGREGOR OPPOSED THE PART OF THE DRAFT JOINT DECLARAT4ON
WHICH STATED, WATHOUT QUALAFACATAON, THAT SOME AGRCULTURAL 4NPUTS
WERE DETRAMENTAL TO HEALTH AND THE ENVRONMENT, PROPOSING ‘NSTEAD A
TEXT STATNG THE NEED TO 'REDUCE SURPLUS OUTPUT BY ‘‘MPROVED CONTROL
OF ANY FACTORS OF PRODUCTAON WHICH ARE DETRAMENTAL TO HEALTH AND THE
ENV:RONMENT, NCLUDING CHEMLCAL INPUTS'. DE KEERSMAEKER MADE AT
'EXCESSIVE USE OF CHEMICAL #NPUTS' AND, ON GAUTER SAUVAGNAC'S
SUGGEST+ON, ADDED A FURTHER REFERENCE TO REDUCANG SURPLUS OUTPUT BY
ENCOURAGANG EXTENSIFACATAON AND ALTERNATAVE CROPS. THLS WAS THE FORM
FANALLY AGREED.

7. MR MACGREGOR ALSO OBJECTED TO SINGL'KNG OUT AREAS WLTH AN
AGE:ANG POPULATLON FOR SPECJAL TREATMENT. THS WENT WELL BEYOND WHAT
THE COUNC:kL HAD AGREED. BRAKS SUPPORTED WHILE KOLARES AND GAUTIER
SAUVAGNAC OPPOSED, WANTANG SOME FORM OF COMMITMENT TO HELPANG YOUNG
FARMERS SET UP BUSINESS. N THE END AGREEMENT WAS REACHED ON A
COMMLSS KON COMPROMASE WHICH DROPPED THE REFERENCE TO AGE STRUCTURE
AND S4MPLY REFERRED TO REVHTALASANG ECONOMAC AND SOCHAL ACTHVATY N
SENS4TAWVE AGR4CULTURAL REGLONS BY #MPROV4NG STRUCTURES AND
ENCOURAGING THE DEVELOPMENT OF JOB CREATUMNG ACTAVLTAHES.

8. WHEN THE PARL:VAMENTARY DELEGATHON WAS CALLED BACK N, CLANTON
ACCEPTED THE COUNCML'S AMENDMENTS TO #TS DEMANDS. HE PARTHCULARLY
REGRETTED THE LACK OF ANY REFERENCE TO HELP:4NG YOUNG FARMERS BUT ON
THE WHOLE SAW THE REV:SED AMENDMENT TO ART4CLE 1 AND THE REVWSED
JOGNT DECLARATHON AS REPRESENTNG A CONSTRUCTAVE RESPONSE BY THE
COUNCAL AND AN AMPORTANT CONTRIBUTHON TO GREATER CO—OPERATHON
BETWEEN THE COMMUNLTY sNSTHTUTAONS.

9. THE FULL CONCHLWATAON PRdCEDU‘BE TOOK 3 AND A HALF HOURS.
SMMEDIATELY AFTERWARDS THE COUNCIL FORMALLY ADOPTED THE
SOCH0-STRUCTURE REGULATAONS AS AMENDED.

MILES
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RT4.45 CONFTIDENTIAL

FROM: A W KUCZYS
DATE: 16 June 1987

PS/CHIEF SECRETARY cc PS/Paymaster General
Mr Lavelle
Mr Monck
Mr A Edwards
Mr Burgner
Mr Crabbie
Mr Mortimer
Mr Bonney
Mr Cropper

GREEN POUND

The Chancellor spoke privately to the new Agriculture Minister in
Luxembourg yesterday. Mr MacGregor fully accepted that the 10 per
cent or greater devaluation in the green pound for which Mr Jopling
had been pressing was not Government policy, and he would not be
pursuing this. He would rest on what had been agreed at the Prime

Minister's meeting before the Election, viz:

(i) a green pound devaluation greater than 4 per cent;
(ii) skewed in favour of'beéf; and
(iii) better than the deal on offer for the French and the
Lrishs
2 The Chancellor argued that the latest Presidency compromise (a

5 per cent devaluation generally, with 63 per cent for beef) fitted
the requirements. Mr MacGregor was not clear whether in fact the
third requirement (that the deal should be better than those for
France and Ireland) was met. He later consulted his officials, and
told the Chancellor he was "virtually satisfied". On this basis,
he expected to accept the Presidency compromise on the strict
understanding that the other countries did not then receive a
better offer. The Chancellor suggested that the sooner we
accepted, on this basis, the better.

A

A W KUCZYS
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FM LUXEMBOURG

TO AMMEDFATE FCO

TELNO 94

OF 1711157 JUNE 87

'\WNFO 4MMEDAATE UKREP BRUSSELS, WASHANGTON

‘"NFO ROUT:NE OTHER EUROPEAN COMMUNITY POSTS

FRAME AGR:AMCULTURE
FROM UKREP BRUSSELS
COUNC4L OF AGR4ACULTURE MINISTERS STARTANG ON 15 JUNE: SECOND DAY

SUMMARY ,

1. COMMASSION TABLE A COMPROMASE (DETAALS N M4FT) BROADLY
FOLLOWANG THE LWNES OF THE PRESIDENCY COMPROMLSE TABLED AT THE LAST
COUNCAL WITH SOME DETA4LED AMENDMENTS, SOME HELPFUL FROM THE UK
PONT OF VAEW (POSTPONEMENT OF THE DECASAON ON THE EWE PREMUM
CEMING AND AN EXTRA YEAR FOR SALTED BUTTER) SOME UNHELPFUL (A WORSE
TEXT ON MALK SUBSTATUTES). THE MOST S4GMIFCANT CHANGE WAS A
PROPOSAL ON THE AGRAMONETARY SYSTEM CLOSER TO THE COMMASION'S
OR4GANAL «DEAS (RETENTHON OF THE STRONG CURRENCY SYSTEM BUT W4TH THE-
‘WNFLATAT:LONARY EFFECTS OFFSET BY ECU PRACE REDUCTHONS).

2. A BLOCKANG MINORATY (UK, -GERMANY, NETHERLANDS, DENMARK)
AGAINST THE OILS AND FATS TAX AS PROPOSED BUT DANES WAVERANG AND
DUTCH THANKENG CAREFULLY ABOUT A VARLANT SUGGESTED BY ANDR:MESSEN
UNDER WHICH THE TAX WOULD BE APPLAED ON A TEMPORARY BAS4S AND THHRD
COUNTR:AES WOULD BE OFFERED COMPENSAT:WON 4 THEAR TRADE SUFFERED.

3. SOME PROGRESS ON THE REST OF THE PACKAGE BUT THREATS OF GERMAN
VETOES ON THE AGRIMONETARY AND CEREALS AND O4LSEED PR4CE PROPOSALS.

4, DASCUSSHONS RESUMING AT 3 PM TODAY.

5. 4§ THE AFTERNOON OF 16 JUNE ANDRIMESSEN (COMMISSHON) TABLED A
COMPROMISE, HAV:NG OBTAHNED A MANDATE AT THE COMMISSION'S MEET:ANG
4N STRASBOURE THAT MORNANG (DETALS AN MIFT), HE SA4D THAT THE
PROPOSAL WAS CLOSELY BASED ON THE skDEAS OF THE PRESADENCY AND WOULD
COST ROUGHLY THE SAME :IN 1988 AND ABOUT 20 MECU MORE <N 1987. TH4S
WAS THE VERY L4MKT OF THE BUDGETARY POSSHBMATIES. TECHNICAL
CLARAFICATAONS OR MPROVEMENTS MIGHT BE POSSBLE BUT NO CHANGES OF

UBSTANCE COULD BE MADE. -#N PARTHCULAR THE O4LS AND FATS TAX WAS
CRUC’K‘IL‘. HEL AT WAS. OMlTTED BOTH 'THE .BEVENUE OF 2 BECU AN 1988 AND

SOME 700 MECU #N SAVANGS WOULD BE LOST. THE STAND STHLL ON GERMAN

AND FRENCH RESTR:CT-LONS ON AM4TATHON PRODUCTS COULD NOT BE PROPOSED

BY THE COMMiSS#ON BUT MIGHT BE ADDED BY THE COUNCHL. Ig
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6. AFTER A BRIEF SESS4ON FOR FACTUAL QUESTLONS kN THE COURSE OF
WHACH S4R MICHAEL FRANKLN (UK) EL4CHTED THE CLAR4FICATION THAT THE
RULES FOR THE ELAMINATLON OF NEW MCAS OF FLOATANG CURRENCIES WOULD
BE BASED BY ANALOGY ON THOSE APPL4ED TO FAXED CURRENCHES, DE
KEERSMAEKER ASKED FOR DELEGATAONS TO GIWE THEWR OVERALL REACTLONS ON
THE LATEST «ADEAS SO THAT HE COULD REACH CONCLUS-KONS ON WHETHER T
WOULD FORM THE BAS1S FOR A SETTLEMENT. VA4NLY HE ASKED DELEGAT{ONS
TO REFRAAN FROM REPEAT:KNG THEWR WELL KNOW SHOPP{NG LASTS.

7. MRS HOLBERG (DENMARK) WARNED THAT THE #MMEDIATE ELAMINATILON OF
ALL NEW P.AGMEAT MCAS :¥N ADYANCE OF THE MCAS kN OTHER SECTORS WAS NOT
ACCEPTABLE AND AFFECTED A VERY ‘WMPORTANT DAN#SH ‘WNTEREST.

THE CEREALS AND OALSEED PRICE CUTS WERE TOO SEVERE. SHE WANTED BOTH
THLS YEAR AND 4N FUTURE TO BE ALLOWED TO KEEP THE DANISH GREEN AND
CENTRAL RATES ALAGNED. SHE OPPOSED AUTOMATAC REDUCT:LONS N ECU
PRACES TO OFFSET THE ELAMINATAON OF ARTAFACHLAL NEGATAVE MCAS THOUGH
SHE COULD ACCEPT THAT MONETARY FACTORS BE TAKEN 4NTO ACCOUNT BY THE
COMMASSAON IN MAKING 4TS PRICE PROPOSALS. HER OPPOSETHON TO THE OMS
AND FATS TAX WAS UNCHANGED.

8. KAECHLE (GERMANY) FOUND THE CEREALS, O'WLSEED AND FRU4T AND
VEGETABLE PRACE CUTS EXCESS:#VE, OPPOSED THE O4LS AND FATS TAX AND
COULD NOT ACCEPT THE AGR4—MONETARY PROPOSALS. MCA D#SMANTLEMENT
COULD BEGIN N 1988 BUT ONLY ON THE BAS4S THAT NO NATONAL PRACES
WOULD BE REDUCED. THE CHANGES #N THE CALCULATON OF CERTA4N MCAS
WERE UNACCEPTABLE AS WAS THE 4NCREASED FRANCHISE FOR POULTRY AND
PROTE4N CROPS. HE DAD NOT WANT TO GAVE A COMMLTMENT ON THE SUGAR
REFANING MARGIN AND REPEATED HIS WELL KNOWN POINTS ON THE FLAT RATE
ALD FOR DRLED FODDER, INWARD PROCESSING FOR WHEY, V:NE REPLANTANG
RAGHTS AND PROTECT-#ON OF THE MILK MARKET FROM SUBSTHTUTES.

9. POTTAKAS (GREECE) WANTED CONCESS4ONS ON THE COTTON GUARANTEE
THRESHOLD, TOBACCO PREMIA AND DURUM WHEAT QUAL'ATY STANDARDS, A
BAGGER GREEN RATE DEVALUATHON FOR SHEEP AND STRUCTURES AND A BIGGER
FRANCHISE FOR OLAVE OML MCAS. HE COULD ONLY ACCEPT THE MCA
SWATCHOVER SYSTEM :\Ff ART:F:+4CAAL NEGATAVE MCAS WERE ELAMANATED
AMMED-VATELY. OTHERWISE THE PACKAGE WAS ACCEPTABLE PROV:DED THE OWLS
AND FATS TAX WAS RETALNED.

10. ROMERO (SPA4N) OPPOSED THE LAMITANG OF V:NE REPLANTING RAGHTS
AND THE (INTRODUCT:}ON OF OLWE OAL MCAS UNLESS THE FRANCHLSE WAS
RALSED TO 10 PER CENT. HE SOUGHT SENSITAVE AREA STATUS FOR SHEEP AND

CONCESSKONS ON TOBACCO, FRULT AND VEGETABLE AND LENT:LS. \
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11. GULLLAME (FRANCE) MOUNTED A PASSIONATE DEFENCE OF THE OWS
AND FATS TAX. ON THE AGRI=MONETARY SYSTEM HE WANTED QUICKER
ELKMINATION OF NEW MCAS AND SOME MOVE THIS YEAR ON EXASTING POSHTIVE
MCAS. HE SOUGHT THE REDUCTLON OF CEREALS MONTHLY ‘#NCREMENTS, A
SUBS'LDY ON THE USE OF CEREALS FOR ANWMAL FEED, THE RETENTON OF VINE
REPLANT:WNG R4GHTS, A DECASLON BY THE COUNCAL (NOT THE COMMISSLON) ON
THE PERCENTAGE USED FOR DASTRAMBUTANG WINE OBLAGATORY DISTHLLATLON,
ACTAON ON MiLK SUBSTATUTES AND THE APPLICATMON OF THE SUGAR
ELMMINATAON LEVY EQUALLY TO A AND B QUOTAS.

12. O'KENNEDY («kRELAND) WANTED A B4GGER GREEN RATE DEVALUAT:KON
AND QUACKER ELWMINAT:HON OF FUTURE MCAS. HE WANTED MCAS FOR SOFT
DRINKS, (MPROVEMENTS N THE RULES FOR NON ANNEX t: MCAS AND NO
CHANGE ‘¢N THE CALCULATLON OF BEEF MCAS. THE CONCESSON ON N&ZO
BUTTER SHOULD APPLY TO OTHER SiMILAR PROCESSES. NATAONAL CEREAL
MARKETS SHOULD BE BETTER PROTECTED AND THE STUDY ON SET AS:DE SHOULD
COVER OTHER MEANS OF SUPPLY CONTROL. THE OLLS AND FATS TAX WAS
ESSENTAAL AND DELORS' CLAIM THAT HE HAD ANSWERED U S CRAT:#CASM WAS
SKGNIFACANT .

-

13. PANDOLF:# (‘4TALY) ECHOED TH4S PONT BUT SUGGESTED THAT THE
COMM4SS:ON TABLE AN ALTERNAT:WE VERSKON OF THE TEXT TO PACKY TS
FEW OPPONENTS. OTHERWLSE HE AGREED WATH GULLLAME. HE HAD HLS OWN
LkST OF DEMANDS (EG THE RETENTHON OF VANE REPLANT4NG RAGHTS) BUT
WOULD PUT THEM TO THE COMMISS1ON BLILATERALLY).

i4, FMSCHBACH (LUXEMBOURG) WANTED TO RETA'MN VANE REPLANTHNG
RIGHTS AND EXIST:NG RULES ON WINE ENRMCHMENT. THE CEREALS AND
OM.SEED PR4CE CUTS WERE TOO SEVERE. THE PROPOSED MECHANISM ON MCAS
WAS GENERALLY ACCEPTABLE EXCEPT THAT THE 30 PER CENT AUTOMAT:HC
ADJUSTMENT WAS TOO HKGH AND THERE SHOULD BE NO REDUCT:ON #N ECU
PRACES TO OFFSET THE ELAMINAT-LON OF NEGATWVE MCAS. NOR SHOULD THE
MCA CALCULATHON BASE BE REDUCED.

15. BRAKS (NETHERLANDS) CONTHNUED TO OPPOSE THE 04LS AND FATS
TAX. A MORE HONEST APPROACH WOULD BE TO NEGOT#ATE THE APPLACATHON OF
AN #MPORT LEVY ‘&N GATT. THE PROPOSAL FOR THE MCA SYSTEM WAS
GENERALLY ATUCEPTABLE BUT HE WOULD HAVE LYKED QUACKER ADJUSTMENTS.
THE SUGAR ELWMINATAON LEVY SHOULD APPLY EQUALLY TO A AND B QUOTAS.

16. BARRETO (PORTUGAL) WANTED NO CHANGE 4N V.iNE REPLANTANG
RAGHTS, ASSASTANCE TO SUGAR REF:ANERS ON A COMMUNLTY=W-DE BASKS AND A
10 PER CENT FRANCHASE FOR OLWE O4L MCAS. HE COULD NOW ACCEPT THE
O4LS AND FATS TAX DESPLTE U S PRESSSSURE AND COULD AGREE THE
PROPOSED AGR4~MONETARY SYSTEM. i /1-1
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17. MR MACGREGOR (UK) STRESSED OUR CONTANUED OPPOSLTAON TO THE
OW.S AND FATS TAX AND GAVE A NUMBER OF ALTERNATIVE WAYS OF MAKANG
GENUINE SAVINGS. HE OPPOSED EVEN PERMISSIVE CHANGES ‘WN THE CEREALS
CO-RESPONS #B.AL:ATY LEVY, AND SOUGHT A COMMATMENT TO A DEC4SION ON THE
SUGAR REF:LN:ANG MARGIN AT THE SAME THME AS THE ADOPT:HON OF THE
MANDATE FOR NEGOT}AT:AONS WITH THE ACP. HE OPPOSED THE PROPOSAL TO
KNCREASE THE SPANAISH MALK QUOTA AND FOUND THE EXTENSON OF ONE YEAR
N THE AVA4ALABALATY OF ANTERVENT-WON FOR SALTED BUTTER “WNSUFFACLENT.
HE HAD TECHNICAL PROBLEMS WATH PART OF THE TEXT ON MALK SUBST4TUTES
AND NEEDED CONF{RMATLON ABOUT THE CONT4NUED ACCEPTABIATY OF THE
DES'WGNATAON '«CE CREAM', HE WELCOMED THE PROPOSAL TO POSTPONE A
DECHSHION ON THE CEdi#NG ON EWE PREMMA AND WARNED THAT OUR OPPOS:{T:HON
WOULD REMAIN. ON EXISTANG MCAS, HE THOUGH THE PROPOSAL TOO GENEROUS
TO GERMANY AND NOT GENEROUS ENOUGH TO THE UK. HE SOUGHT AN
ASSURANCE THAT THE UK DEVALUATWON WOULD APPLY TO SHEEPMEAT. ON THE
SYSTEM FOR FUTURE MCAS, HE DASLAKED THE :WDEA OF CONT4NUING THE
SWLTCHOVER BUT SAD THAT, F kT DD REMA4N, THEN THE SYSTEM OF
OFFSETTNG ECU PRICE REDUCT:#ONS WOULD BE NECESSARY. THERE SHOULD BE
A MLNUTES ENTRY NOT#NG THAT ANY SUCH REDUCTHONS WOULD HAVE TO BE
CARRAED THROUGH 4NTO THE PRICES GUARANTEED TO THE ACP SUGAR
PRODUCERS. HE DISL4KED THE EXTENSH4ON OF MCAS TO CERTAWN PROCESSED
PRODUCTS AND COULD ACCEPT MDAS FOR PEAS AND BEANS ONLY W4TH A 10 PER
CENT FRANCHISE AND AFTER THE REMOVAL OF QUALATY PREMJA.

18. VAN DE MOORTEL (BELGWUM) FOUND THE CEREALS AND O4LSEED PR4CE
REDUCT:ON TOO B4G AND STRESSED THAT THE O4LS AND FATS TAX STd4LL HAD
THE FULL SUPPORT OF THE BELGHMAN GOVERNMENT.

19. ANDRAESSEN DiD NOT ATTEMPT TO DEAL WATH THE DETALED POANTS
WHACH HAD BEEN RAKSED. HE COMPLAANED THAT REPEATANG FAMILHAR POANTS
WAS NOT NEGOTHATHON. THE 1ST OF JULY AND THE NEW CEREALS CROP YEAR
WERE CLOSE. #F THE COUNC4L FA4LED TO REACH A DEC4SHION THE COMMESSION
WOULD RELUCTANTLY ASSUME #TS RESPONSABILATY TO FiiL A LEGAL VACUUM.

20. AFTER A BREAK THE COUNCHi RESUMED D4SCUSSHON AN A HAGHLY
RESTRACTED SESSLON AND ESTABL-WSHED THROUGH AN kNDICATAVE VOTE,
" THAT A BLOCK-MNG MINORAKTY (UK, GERMANY, NETHERLANDS AND DENMARK,
WETH SPALN WAVERING) OPPOSED THE OILS AND FATS TAX.

21, ANDR4ESSEN THEN SOUGHT V4EWS ON THE #DEA OF TEMPORARY TAX,
WITH AN OFFER OF COMPENSAT:MON FOR ANY LOSS OF TRADE. BRAKS D4D NOT
THINK THAT CHANGES OF DETA4L WOULD HELP, BUT WAS READY TO CONT4NUE
TALKNG THOUGH HE COULD NOT CHANGE H1S POSHT:AON NOW. MR MACGREGOR
SALD THAT THE PRNCAPLE OF THE TAX HAD TO BE CONSADERED «#N A
FUNANCLAL AND NOT AN AGR4CULTURAL CONTEXT. MRS HOLBERG HINTED THAT

S S
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SHE MAGHT BE ABLE TO CHANGE HER POS4TAON #F SHE WAS CONVNCED THAT
THE TAX WOULD NOT CREATE TRADE PROBLEMS AND «F SHE GOT SAT:kSFACT:LON
ON SOME TECHN-ACAL POINTS. KAECHLE THOUGHT THAT THE TAX WOULD BREAK
SUCCESSAVE UNDERTAKANGS BY THE COMMUNATY 4N PUNTA DEL ESTE, OECD AND
VENLCE. ( HE LATER ADDED THAT THE CONCEPT OF GUARANTEE THRESHOLDS
WAS FLAWED. OTHER MEANS OF SUPPLY CONTROLéWERE NEEDED). PANDOLF#
SUGGESTED THAT THE COMMISS KON TABLE A DRAFT NEGOTAT:NG MANDATE FOR
DISCUSSLONS WITH THIRD COUNTRHES.

22. DE KEERSMAEKER CONCLUDED THAT PROGRESS HAD BEEN MADE AND THAT
THE SUBJECT SHOULD BE RECONSHDERED WHEN THE PAPER SUGEESTED BY
PANDOLF. HAD BEEN PREPARED AND ONE DELEGATHON HAD REFLECTED. HE
THEN SOUGHT TO ESTABLASH WHETHER THERE WAS A QUAL4FAED MAJORETY FOR
THE PROPOSAL ON THE FUTURE OF THE AGRAMONETARY SYSTEM.

23. WETH GREATER OR LESER RELUCTANCE, ALL COULD ACCEPT EXCEPT
KAECHLE (WHO GAVE A CLEAR WARNANG THAT HE WOULD VETO THE PROPOSAL),
FASCHBACH AND MRS HOLBERG (WHO OPPOSED AUTOMATHC REDUCTHONS #N ECU
PRICES) AND POTTAKAS AND O'KENNEDY (WHO WANTED QUACKER DSMANTLEMENT
OF NEGATWVE MCAS) &

24. DE KEERSMAEKER NOTED THAT, ALTHOUGH THERE HAD BEEN NO VOTE,
THE V-AEWS EXPRESSED SUGGESTED THAT THIS WOULD BE A QUALWFED
MAJORATY stf GREECE AND :MRELAND COULD BE SATWSF4ED ON THE PACE OF MCA
DISMANTLEMENT. HE THEN SOUGHT VAEWS ON THE PROPOSAL ON THE
DASMANTLEMENT OF EXAST4NG POSKTAWVE MCAS.

25. MR MACGREGOR RESERVED HiS POS&TAON UNT4L THE OVERALL
AGRIMONETARY DECAKSHON WAS CLEARER AND KECHLE WANTED CLEARER WORD4NG
‘ON COMPENSAT:HON BUT ONLY GUHLLAUME WAS FARMLY OPPOSED.

26. DE KEERSMAEKER CONCLUDED THAT AGREEMENT SEEMED POSSUBLE AND
SOUGHT V:WEWS ON THE PROPOSAL ON NEGATHNE MCAS.

27. O'KENNEDY, GULLAUME, POTTAKWS, MRS HOLBERG AND MR MACGREGOR
ALL WANTED B4GGER DEVALUAT#ONS, AND MRS HOLBERG AND VAN DER MOORTEL
HAD SPECAAL DIFFACULTAES WATH THE PROPOSAL FOR EXTRA DEVALUATHONS
FOR P:{GMEAT.

— =S o
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28, DE KEERSMAEKER CONCLUDED THAT THERE WERE ST:ALL MANY PROBLEMS
TO BE RESOLVED AND ASKED F4NALLY FOR AN ‘WNDACAT:HON OF WHETHER THE
REMAANING ELEMENTS OF THE PRUCES PACKAGE WERE A BAS4S FOR A
SETTLEMENT. ONLY K4ECHLE SUGGESTED THAT THE PROPOSAL ON PRICES COULD
NOT FORM A BASHS FOR A SETTLEMENT AND AGA#N HANTED STRONGLY THAT HE
WOULD VETO. SEVERAL OTHER DELEGATKONS MADE CLEAR THAT THE#R DETALED
RESERVATAONS STALL STOOD. D4SCUSSHON WAS THEN ADJOURNED UNTL 3 PM
TODAY (TO FOLLOW DLSCUSSAON ON THE 4NTERNAL MARKET 4TEMS ON THE
AGENDA).
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A C S ALLAN
17 June 1987

MR BONNEY cc PS/Chief Secretary
PS/Paymaster General
Mr Burgner
Mr Edwards
Mr Crabbie
Mr Mortimer

AGRICULTURE COUNCIL

The Minister of Agriculture rang the Chancellor this morning to

report on progress at the Agriculture Council.

0il and Fats Tax

2% The Minister of Agriculture reported that the Portuguese had
now gone over to accepting an oils and fats tax; the Spanish were
ambivalent, but likely to support if the rest of the package was
acceptable. Ministers had been asked to consult capitals about two

rather vague propositions:

(1) from the Commission, that an oils and fats tax should be

introduced for two years only; and that they should
consult with trading partners and offer compensation if
they suffered damage;

(11) from the Dutch, that Ministers should take a decision in

principle to introduce a tax, but should only go ahead if
agreement was reached with trading partners (there is
apparently some cereals precedent for this approach).

MAFF officials would be consulting officials in the Cabinet Office
and other Departments this morning.

3 The Minister of Agriculture said that while others had
emphasised the dangers of a trade war, he had also brought out our
other concerns about the cost to poorer families and the effects on
the RPI. But he felt we needed to consider what our position should

be if we were isolated; the Commission's legal advice seemed to be
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that we could not sustain a veto. It was clearly critical to keep
the Dutch on side; they, with the Germans and ourselves,
constituted a blocking minority. If we were isolated, he thought
there were three options:

(1) vote against the proposal but be outvoted;
(ii) try to put it off to the European Council;
(iii) use our veto.

He had reservations about using our veto and felt that the best

option would be to push the proposal off to the European Council.

4, The Chancellor said that in his view our top priority must be
to block the proposal if we possibly could. If we were isolated,
his instinctive reaction was that we should not at the end of the
day use our veto. But it was very important not to let others know
that we would not: we must use their fear of our veto to extract as
many concessions as possible. He agreed with the Minister of
Agriculture that he should aim to push this off to the European
Council, on the grounds that the issues went far wider than

agriculture alone.
B The Chancellor would be grateful if you could consult with
other Departments and the Cabinet Office on developments, and keep

him in close touch.

Green pound

6. The Minister of Agriculture reported that new Commission
proposals benefited the Irish more than the UK on one commodity
(cereals) ; the Irish had said the whole package was unacceptable
and were asking for more. Under questioning from the Chancellor,
the Minister of Agriculture admitted that the Commission proposals
were better for the UK than the Irish in aggregate, and on the most
sensitive commodity, beef. The Chancellor said that the proposals
therefore satisfied the remit at the Prime Minister's last meeting.



We should stiffen the Commission to refuse to give any ground to
the Irish.

7/ The Minister of Agriculture said he took the Chancellor's
point; but there were various other complications, which he would
enlarge on later,
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CABINET : 18 JUNE

Monday's meeting was not an exhilarating start to the new session.
However, given the likelihood of some discussion of subsequent
developments in the Agriculture Council, especially on oils

and fats, it might be appropriate to recall how the week began:

s Commission had called for joint meeting of ECOFIN

and Agriculture Council under the 1984 Budget Discipline

. agreement;

ii. own statement set out UK views on amount of savings
needed; agrimonetary reform; 1987 problems, notably

the switch from advances to reimbursement of guarantee

expenditure; and the oils and fats tax ("regulatory
amounts") ;
11 subsequent country statements (two each), largely

dispiriting recapitulation of known national positions;

iv. strong attack on German position on MCAs by Dutch

and French;

V. at subsequent ECOFIN, secured final adoption of 1988

Reference Framework;

. Vi, in EMS discussion, main development was link alleged
by French, for negotiating reasons, between further

capital liberalisation and technical improvements

in EMS.

R G LAVELLE
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From: Mrs V Imber

Date: 17 June, 1987

1 MR EY %x; cc: Chancellor z

2 CHIEF SECRETARY ; /é Minister of State
Mr F E R Butler
Mr Lavelle Mr Monck
Mr Burgner Mr Edwards

Mr Turnbull Mr Mortiner

Mr Tyrie

CAP PRICE FIXING: COMMISSION COMPROMISE

At yesterday’s session of the Agriculture Council, the Commission
tabled a compromise on the Price Fixing Package. With the
exception of changes to the oils and fats tax which was covered by
Mr Bonney’s submissioﬂkearlier today, the package is broadly
similar to the second Presidency compromise outlined in Mr Bonney’s
minute of 15 June, and would have approximately the same financial

effects on both UK public expenditure and the Community Budget.

2. The most significant changes occur in the agrimonetary
propcsals, which are on the whole slightly better than those in the
Presidency compromise. The existing Dutch and German positive MCAs
are to be dismantled over a three year period but only 0.5 of a
percentage point is to be removed by an increase in the
agricultural coefficient, which is implicitly less costly than the
Presidency proposal for a 1 percentage point increase in the
coefficient. Most of the green rate devaluations proposed in the
Presidency compromise remain unchanged except for small increases
for Spain and Portugal.

3 On the agrimonetary system, the Commission have reverted to a
variant of their original proposal, under which the strong currency

( switchover) system is retained but its inflationary effect on
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national prices in countries with negative MCAs is to be offset by
automatic reductions in common prices. Although not fully

satisfactory, this is an improvement on the existing system and the
Presidency proposal.

4 Agriculture officials are inclined to settle on the package
excluding the oils and fats tax, now that their problem over the
proposed headage 1limit has been met by wrapping the final decision
up with the review of the sheepmeat regime scheduled for July.
They holdz;o prospect of achieving our objective of restoring the
level of savings originally proposed by the Commission. If it
proves possible to isolate the oils and fats tax, we doubt whether
it would be advantageous to attempt to block the rest of the
package. The Minister of Agriculture should, however, make a
statement registering the view ( as expressed by the Chancellor to

the joint Council) that the budgetary savings proposed are
inadequate.
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AGRICULTURE COUNCIL: OILS AND FATS TAX \QV

The questions on the oils and fats tax

minute of today were discussed by officials
FGO

chairmanship this morning. The Treasury,

Solicitor and the Law Officers'

@W J~

referred to

R J BONNEY
17 JUNE 2987

Chief Secretary -
Paymaster General
Mr Lavelle .

Mr Burgner

Mr Edwards .o.r:
Mr Crabbie

Mr Mortimer
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in=Mr “Altltan's
Cabinet Office
MAFF,

under

Dl Treasury

Department were represented.

2% The chairman drew the following conclusions as representing
the consensus at official Llevel:
(i) the Government has repeatedly made clear its fundamental
objections to the tax on a number of grounds and our main
objective should be to find some way of killing it;
(ii) the preferred course would be to seek to delay any
decision at Lleast until the European Council had had the
opportunity to discuss the issues (the <chances of killing

it there seem marginally better);

(iii) our tactics in the Agriculture Council should be guided
by these considerations and not overly influenced by our
views on the rest of the package (which MAFF now regard as
acceptable).
3. There are three possible situations in the Council:
either (i) we could take advantage of other Member States'
gbfections 'to other “parts —of “the “Priyce “Fiwing package
to ensure that none of it is adopted. (This would have
Pheviadvantage of ‘not. Jiselating "the UK. in opposing the
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tax, though we could end up with some strange bedfellows);

O (ii) we <could press for the individual elements of the

package (including the oils and fats tax) to be considered

separately. In this case (subject to the Foreign
Secretary's views) we might begin using Luxembourg
compromise Llanguage on '"very important 1issues" being at

stake and arguing for delaying a decision until the European

Counca:l;

Tolle (iii) 1if Presidency refuse to split the package and 1t
was acceptable to most other Member States, the UK would
be obliged to oppose the whole compromise regardless of
ol .attitudel to ‘the: rest iof« the.proposals It would be
for Ministerial consideration whether to invoke the
Luxembourg compromise (and risk the veto being 1ignored
by the others) or to vote against (and risk being outvoted
by qualified majority). But the Minister of Agriculture
would need to use all available procedural devices to
avoid such a situation: for example insisting on returning
to London to consult Cabinet colleagues before participating

in a vote.

4. If the Council. fails to tke any decisions on. the:-Price  Fixing
proposals, the Llikelihood is that the Commission (as in 1985)
would. act on its owWwn -initiative to fix. price Llevels for the main
commodities on the basis of their current proposals. GhEi's hiats
to be done before the start of the cereals marketing year on
o B They would not however be able to put into effect the
oils and fats tax without a Council decision or (probably) change

the existing agrimonetary arrangements.

Luxembourg compromise

Dl It is popssible that the Minister of Agriculture and/or the
Foreign Secretary will wish to speak to you Llater today about

whether to 1invoke the Luxembourg compromise either to block a



CONFIDENTIAL

decision on the oils and fats tax alone (the scenario in paragraph
3(id) above) oor to block decisions en’ the -whale -of  the / ‘Price
Fixing package as 1in paragraph 3(iii). This 1is essentially a
matter for political judgement but, as we see it, the principal

consideralions are as follows:

for invoking compromise

-the Government has made known 1its fundamental objections to
the tax on grounds of the Likely damage to external trade
relations, the regressive effect on consumers and the principle .
of introducing a new tax not subject to ratification by national

Parliaments;

=" given  this. public positionit will .besvery difftcutt to defend
. not to use : :
subsequently a decision /all possible means to prevent adoption

of Sthe “tiax:
= failure to invoke the Luxembourg compromise in these
circumstances will expose the ineffectiveness of the UK right

of veto when major issues are at stake;

- the Opposition will no doubt make great play of the Government's

Election pledges not to increase taxes on food.

against invoking compromise

- FCO take the view that there is a serious risk that the UK
veto would 'be: ignored =@ it wasein -1982) hafiwel .sought  to. use
It on - thil s-i'siste . In practice we would only need to invoke the
compromise if German opposition to the tax had been bought off
and in those circumstances we could only rely on the Danes (and
possibfy the wGreeks) .‘to. refuse “to . participate in votings Glihass

would not form a blocking minority);

- the Foreign Secretary's view is that it would be more difficult

to defend a decision to invoke the compromise which failed than
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a decision to allow ourselves to be outvoted;

- other Member States would no doubt claim that the very important
issues raised by the tax do not affect the UK more than other

Member States;

= 4t might help presentationally to'be in a -position to 'say '‘that
we are prepared to challenge the 1introduction of the tax 1in the
European Court. Official Llawyers take the view that there 4s
a reasonable prime facie case for a <challenge on the grounds
that the Regulation should be based on Article 201 of the Treary
(which requires unanimity). However, this is only a provisional.

view which would need to be confirmed by a Law Officers' opinion;

- alternatively we could take the Line that the question of the
tax will in practice need to be resolved in the inevitable GATT

negotiations with external trading partners.

6. I understand that the Foreign Secretary has now spoken to
thie e Mnnn.siter .. rof eiAgriictiltures Mr MacGregor is fully persuaded
of the need to get the tax referred to the European Council.
Given that German opposition 1is still apparently firm, there
seems a reasonable chance that this will be achieved. Mr MacGregor
apparently volunteered that he 1is anxious not to 1invoke the

Luxembourg compromise in case his veto is ignored.

\

R J BONNEY

034 1152
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MR LAVELLE FROM R J BONNEY ~\
DATE 18 JUNE 1987 \/
e
cc PPS
/ PS/Chief Secretary
e PS/Paymaster General

Mr Edwards O.r.

L/ Mr Burgner .

Mr Crabbie
Mr Mortimer
Mrs Imber

AGRICULTURE COUNCIL: CAP PRICE FIXING

i} have heard conflicting reports about the outcome of the
Agriculture Council which has now broken wup without taking any
decisions. No reporting telegram has yet arrived and it may
be pretty sketchy when it does, as the final exchanges were
apparently conducted in superrestrictive session. lhe next steps
Wwill be for discussion at the Williamson/Hannay meeting tomorrow.
But you may want to suggest that a separate meeting on tactics
in any resumed Agriculture Council and at the European Council

would be desirable.

2l Both my informants told me that the Presidency attempted
to take an indicative vote on the Commission's revised proposals
Last night and tried to conclude that, leaving aside the oils
and fats tax (which would need to be referred to the European
Council because of continued opposition from the UK, Germany
and the Netherlands), there seemed Likely to be a quaﬁyified
majority in favour of the rest of the package. The Germans are,
however, reported as having begun to wuse Luxembourg compromise
Language about "very important national interests" both in relation
to the agrimonetary proposals and on the price cuts proposed

for cereals and oilseeds.

S One of my sources suggested that in the 1indicative voting
on the specific green rate changes both the UK and Ireland said
that they were not content with the current proposal. ¢

understand that the Commission have proposed an additional 7%

‘0off the MCAs of all devaluing countries to compensate for the
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' proposed %% increase in the switchover co-efficient. This gives
a green pound devaluation of -7% for beef and =-5.5% tor other
products. It remains unclear what devaluation is proposed for
sheepmeat). My other source did not confirm this: UK opposition
to the green rate changes proposed would seem inconsistent with
the reported exchanges between the Chancellor and the Minister
of Agriculture, unless the Latter was registering that he

considered that the additional %% was unnecessary.

4re The Presidency drew no specific conclusions about further
meetings of the Agriculture Council to resolve the outstanding
issues. It seems clear that the oils and fats tax and agrimonetary
reform will be referred to the European Council. But the Germans
may insist on raising other matters there too (including cereals
and oilseeds). The Presidency may decide to reconvene the
Agriculture Council to try to make further progress on some of
the 4dissues before, during or immediately after the European
Counic 1l 1f cereals and oilseeds prices have not been fixed
before 1 July, the Commission may (as in 1985) act to give effect

to the Latest compromise through management decisions.

Tactical:choices

5. On the oils and fats tax our objective for the European Council

i fairly “clear: we should either get the proposal definitively
rejected because of its wider . poticy implications  or - (more
realistically) argue that it should be treated on Its . merits
as a revenue raising device in the context of the future financing
review. We should no doubt suggest further contacts with external
trading partners to demonstrate that even the Commission's revised

proposal would be unacceptable to them.

(072 On agrimonetary reform our position. in -principte s calso
clear: we should continue to oppose any prolongation of the
strong currency/switchover system and advocate automatic
dismantlement of any future positive MCAs. This outcome is,

however, unlikely to be negotiable and the risk is that the Germans
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and French will cook wup a mutually acceptable deal (possibly
involving withdrawal of German opposition to the oils and fats
tax). We may need to be prepared to accept some rather
unsatisfactory compromise on the Lines of the Commission's
proposal, if the alternative seems Likely to be continuation
of the present even more unsatisfactory system. Ideally we would
want to 1introduce the principle that any Member State (such as
Germany) which insisted on keeping an undervalued green currency
more than, say, one year after an EMS Realignment should be obliged
to contribute to the additional cost to the EC Budget. (We are
pursuing how this idea might work with MAFF).

e On commodity issues the view in MAFF 1is that the Llonger the

negotiation drags on the worse the package will get from a
FRancial. point ot Views If the current proposals were put to
the vote and the UK's vote was necessary to ensure their adoption,
the sensible course might be to vote 1in favour (because of the
operational need to set prices before 1 July) but to make an
explanatory statement on the need for the Council and the
Commission to find further savings this year. If the package
gets significantly worse because the Commission make more
concessions to the Germans, it would be preferable to vote against,
eveniatie thet ‘npiisk ilofi=blocking ¥ deeisiionsiz Commission action to
implement the current compromise would be a preferable outcome,

even though it would offend some in MAFF.

8. On the green pound it would be pointless to continue to press

tor a higher devaluation as this wWwill only encourage others to
do the same and remove any credibility from our position on the

need for further budgetary savings.

9 0f course, if the Germans actually invoke the Luxembourg

compromise on any of these issues (as distinct from threatening

to do so), current UK policy would prevent us from participating
in a vote, even if we were ourselves prepared to accept the

proposals and even if (as 1is clear) the Germans would not feel
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similarly obliged to prevent a vote if we were to invoke it (say,
on the oils and fats tax). As suggested above, the {implication
of failing to reach decisions on the commodity issues would
probably be that the Commission would effectively enact the Llatest
compromise through management action. On agrimonetary reform
the situation 1is Less clear: strictly the <current Regulation
provides that the '"switchover system'" will end this year unless
thier Coupncil® “talkes = a..posittiive “decision tore sremew. 1t bt wtihe
Commission would almost certainly act to prevent any changes

Jin {MCASi.

U105 on rocedure, although the Germans cannot be prevented from
raising issues such as agrimonetary reform and commodity prices
at the European Council, I presume that the Prime Minister would
not. wish to "engage 1n a 'detailed negotiation there. The best
outcome would be to remit all the detailed points (except the
oils and fats tax) back to the Agriculture Council, preferably
with a message that they should not take decisions which add

to the Community's existing budgetary problems.
)
V(

L%

R J BONNEY
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Mr John MacGregor, the Minister of L Adr iclilture, Fisheries and Food,
made the following statement today in London on the outcome of this

week's Council of Agriculture Ministers:-

"I regret that it was not possible to reach agreement this week
on the prices and related measures for 1987/88; but it would not
have been right to agree to a package which included the oils
and fats tax to which the UK Government is opposed on a number
of important grounds. My opﬁosition to this measure was supported

by sufficient other Member States to prevent its adoption.

It was clear, however, that agreement could not have been reached
for a further reason: the German Government made it clear that
they regarded the proposed mechanism for ach1ev1ng a staged
removal of MCAs created by future currency movements PI?F"belng a;h

issues of vital importance to which it would apply the ve2to.

I would have been prepared to accept the price proposals themselves
gégzbfggnimprovements which the UK ha%MgbpglneedwkThe proposals
carry forward the procegg o reformlng the Common Agricultural
Policy. At the same time they would improve the competitive
position of UK farmers and traders in relation to their main
competitors in the Community. The package included for the UK
reductions in monetary compensatory amounts of=] points «for-beekt
and 5.5 points for other commodities. In addition, our farmers
and traders would benefit from changes in the method of calculating
MCAs on beef, cereals and dairy products, for which we have
pressed in the negotiations. I made clearcthat my acceptance of
the green rate proposals for this year was dependent on there
not being further changes in the devaluations proposed for other

Member States.



In the negotiations I also secured a number of important changes
of benefit to the UK. Ini particular I 'have fought Joff any
decision to place a limit on the number of ewes per farm which

can receive annual premium.

The package now includes an undertaking by the Commission to
make a proposal which will provide for a system of milk quota
leasing. I also secured an additional year up to April 1989 fon

intervention on salted butter.

The Council would accept the need to take rapid measures to
ensure an adequate refining margin for raw cane sugar in the UK.
The overall effect of the package on consumers (without the oils
and fats tax) would be very small, less than %% on the Food

Price Index.

No date was fixed for a further meeting of the Agriculture
Council. But the Commission stated that it would take necessary
measures to avoid market difficulties from 1 July when the new

cereal, oilseed and sugar marketing years begin.

The outstanding issues are likely to come up at the end of this
month when the European Council 1is due to discuss ‘the. future

financing of the Community."

18 June 1987
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COUNCHL OF AGRICULTURE HMBTERS l 15-18 JUNE 1987
FNAL DAY

SUMMARY

1. COUNCiHL ENDED WTHOUT AGREEHEIT BEGAUSE THERE WAS A BLOCK:#NG
MINORATY OPPOSED TO THE O:4S AND FATS TAX AND BECAUSE GERMANY
'WNDECATED THAT SHE WOULD YSE THE VETO TO PREVENT FORMAL VOTES, 4N

WHACH QUALAFILED MAJORWTUHES WOULD HAVE EXWSTED, ON THE FUTURE 1\ W £
AGRIMONETARY SYSTEM AND ON THE PRICES PACKAGE. ANV,
v A EAL v . Y.
2. OPPOSUTAON TO THE OWS AND FATS TAX CAME FROM UK, GERMANY AND { R 4
THE NETHERLANDS, WATH DENMARK NOT PREPARED TO SUPPORT THES OR ANY S Rl Y
PART OF THE TOTAL PACKAGE & msounou FROM OTHERS. r ‘\ " t @'
\ : ,@;‘1}'\‘
3. THE PRESUDENT CONCLUDED mn-n FURTHER COUNCHL WOULD BE thy ¥
COMVENED TO TAKE FORMAL VOTES AND THAT HE WOULD REPORT TO THE Va
EUROPEAN COUNCHL, LEAWING T AMBIGUOUS WHETHER THE FURTHER COunewt . (
WOULD PRECEDE OR FOLLOW THE EUROPEAN COUNGHA. \’ii e
; : R
A, THE COMMISSION, WHO WAD ANTACLPATED THIS KIND OF OUTCOME FROM f i
THE OUTSET, ANNOUNCED THAT THEY WOULD ASSUME THEAR RESPONSuBatATY TO [V
FilL THE LEGAL VACUUM WHICH WiLL EXAST WHEN NEW MARKET4NG YEARS (| o
BEGIN ON 1 JULY /4K A DYNAMAC MANNER SO AS TO ACHIEVE SOUND MARKET 0
MANAGEMENT - \IMPLYWNG THAT THEY WILL NOT SIMPLY EXTEND THIS YEAR'S v GO ¢
PRYCES. ‘ Log = B

5. SEPARATE CONFIRMATON OF AGREEMENT ON ARRANGEMENTS FOR &MPORT !/
OF US CEREALS (INTO SPALN kN MIFT WLTH OB 4TEMS. PREWIOUS DAYS ON
COUNCHL AND INTERNAL MARKET *ATEMS REPORTED SEPARATELY. ALL OTHER
DETAW.S BELOW,

DETAM.

(A) OWS AND FATS TAX * By
6. ANDRAESSEN (COMMISSAON) WNTRODUCED A NON-PAPER ON THE OM.S AND Pt

FATS TAX. THES #NVOLVED: ‘ /T

(1) THE TAX APPLY'ING FROM 1 OCTOBER 1987 TO 31 DECEMBER 1989 WHTH  f¥1 SR
COUNCIL DECHDING ON (WTS CONTHNUAT:HON OR ALTERATAON BEFORE 1 JULY \'{‘;51‘“" g
1989. (L -

(2) kN THE EVENT OF DLSTORTHON BETVEEN DIFFERENT PRODUCTS, THE

R@ﬁ %5’ I ﬂ'ed | councic \“’M_ \/6\ e



COUNCHL TO MOD:FY THE L4ST OF PRODUCTS COVERED OR ibITROBUCE
ABATEMENT :IN THE RATE OF LEVY FOR PARTikCULAR PRODUCTS.

(3) «F 4T HAD BEEN ESTABLASHED BY 1 OCTOBER 1988 THAT THE TAX HAD
LED TO A REDUCT:LON :LN MPORTS FROM TH&RD COUNTR:ES, THE
COMMUNTY WOULD FMMEDVATELY NEGOTHATE WTH THESE COUNTRIES TO
DETERMINE ANY APPROPRIATE COMPENSATHON FOR THE LOSSES AND WOULD
TAKE THE MEASURES NECESSARY TO PREVENT RECURRENCE OF SUCH
LOSSES.

ANDR:LESSEN SAD THAT THES WAS NOT A PROPOSAL BUT AN “iLLUSTRAT:ON OF

COMMALSSHON THLNKENG. LT WOULD REMOVE ANY EXCUSE FOR RETALFATION

AGAMNST THE TAX BY THURD COUNTRHES AND REPRESENTED A MAJOR

CONCESS#ON. THE SECOND POANT WOULD MEET DAN:ESH CONCERNS ABOUT THE

EXCLUS:ON OF COCOA BUTTER FROM THE TAX. OPPONENTS OF THE TAX SHOULD

BE ASKED TO CONSULT THEiR GOVERNMENTS ABOUT THE NON-PAPER.

T. MR MACGREGOR (UK) SALD THAT H4S POSHTHON WAS UNCHANGED. HiS
OBJECT:LONS WERE WWDER THAN TRADE POL:CY AND THE PAPER DiD NOT 'kl ANY
CASE OVERCOME THOSE TRADE CONCERNS. THE :#8SUE NEEDED TO BE DISCUSSED
#N A WIDER CONTEXT.

8. DE ZEEUW (NETHERLANDS) SAAD THAT H4S CONCERNS ALSO WENT WEDER
THAN TRADE POLACY. A CONSUMPTION TAX WAS NOT AN APPROPRBATE WAY TO
RALSE REVENUE. THE DUTCH POSATLON HAD BEEN DEC:LDED BY CAB{NET AND
COULD NOT BE CHANGED AT THIS STAGE.

9. K4ECHLE (GERMANY) WAS READY TO DUSCUSS THE COMMISSHON'S ‘WDEAS
AT THE NEXT CABMIET MEETUNG. BUT THERE WAS NO UHMEDMATE CHANGE 4N
BONN'S ATTWTUDE. ; -

10. MRS HOLBERG (DENMARK) WAS STLL AGAINST THE TAX BUT THE
NON—-PAPER DD 60 SOME WAY TO MEET HER CONCERNS (EVEN THOUGH T DD
NOT SATASFY HER ON COCOA BUTTER). HER FiNAL POSLTIHON ON THE TAX
WOULD DEPEND ON THE REST OF THE PACKAGE.

i1i. ROMERO (SPAN) STLL HAD RESERVATHONS ABOUT THE TAX,
ESPECHALLY THE POSSIBALAETY OF A TRADE D4SPUTE WATH THE US AND
CONCERNS OVER THE {#MPACT ON ARGENT:INA. ON THE OTHER HAND, THE
NON—-PAPER COULD PROVE A BASIS FOR AGREEMENT. HE COULD NOT TAKE A
DEF:MUT-WVE POS:ET:MON YET.

12. GUMLLAUME (FRANCE), PANDOLF:k (‘WTALY) AND O'KENNEDY (:lRELAND)
PRESSED STRONGLY FOR ADOPTION OF THE TAX AS AN ESSENTWAL PART OF THE
PACKAGE . s

13. ANDRIESSEN STRESSED THAT THE TAX FORMED PART OF THE
COMMUSSON®S PLAN FOR FUTURE F4NANCkNG. 4TS NON—-ADOPTHON WOULD CAUSE
PROBLEMS FOR OTHER SECTORS OF THE BUDGET AND :kMPLEMENTATION OF THE
SANGLE EUROPEAN ACT AS WELL AS THE CAP. MINLSTERS SHOULD EXPLAAN THE
COMMESSION'S POSLT-AON TO THE:HR GOVERNMENTS AND THERE SHOULD BE AN
ikN-DEPTH DASCUSS:HON AT THE APPROPRIATE LEVEL WKTH GOVERNMENTS WHCH
REMA:KNED UNCONVHNCED OF THE NEED FOR THE TAX.
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14, DE KEERSMAEKER (PRESWDENCY) CONCLUDED THAT THERE WAS NO
AGREEMENT AS YET BUT THE COUNCIL HAD NO CHOLCE ON TH:#S ELEMENT OF
THE PACKAGE. DLSCUSSKON OF :4T SHOULD BE PUT ON ''HOLD'* FOR THE TikME
BEiNG.

(B) FUTURE AGRMMONETARY SYSTEM

15. ANDRIESSEN TRIED TO APPEASE CRWLCS OF ®WiS COMPROMLSE BY
STATING THAT THE COMMESSILON HAD NO NTENTHON OF MAKENG EXCESSWVE USE
OF THE DELAY:tNG ELEMENTS ‘b MCA DISMANTLEMENT. THE PRINGIPLE SHOULD
BE THAT MCAS WERE DLSMANTLED AS SOON AS POSS:LBLE.

16. GULLLAUME SOUGHT AUTOMATLC D:SMANTLEMENT OF 30 PERCENT OF
NON—=ART:.F:4C:kAL NEGAT:WE MCAS (IMMEDLATELY AFTER CURRENCY
REALWGNMENTS. POTTAKES (GREECE) AND O'KENNEDY ST:MLL WANTED QUMCKER
D:SMANTLEMENT OF NEGAT:MWE MCAS AND FLSCHBACH (LUXEMBOURG) ST:HiLL
OPPOSED AUTOMATHC ECU PRICE REDUCTUONS. THE STRONGEST CRETHC,
HOWEVER, WAS KIECHLE. HE ARGUED AT LENGTH THAT THE ONLY OPTHON WAS
TO EXTEND THE PRESENT SYSTEM AND TO USE THE COMING YEAR TO WORK OUT
A NEW SYSTEM WHICH DD NOT UNDERMENE GERMAN FARM ‘#NCOMES. HE wourn:

| FikGHT WHTH ALL THE MEANS AT HES COMMAND. #F AN UNACCEPTABLE ™ '

DEC.LSMON WAS TAKEN, GERMANY HOULD HAVE TO F:MND kTS OWN FENANCAEAL

| SOLUT:LON,

(C) EXUSTNG POSHTIVE MCAS ;

17. DE KEERSMAEKER FELT THAT AGREEMENT ON THE FUTURE SYSTEM MAGHT
BE EASMER kF AGREEMENT COULD BE REACHED ON EXbST:ING MCAS BUT THERE
WERE CONTUNOING DIFFICULTIES OVER POSUTIVE MCAS. APART FROM GAUTHER
SAUVAGNAC'S (FRANCE) TOTAL REJECTWON OF THIS PART OF THE COMPROMASE,
BRAKS (NETHERLANDS) AND DE KERSMAEXKER QUESTLONED ANY CONT:ANUATIHON OF
GERMANY'S VAT SUBSDY AS A FORM OF COMPENSAT:4ON BECAUSE «T COVERED
MORE PRODUCTS THAN THE MCA SYSTEM. O*KENNEDY COULD ONLY AGREE THE
0.5 POINT POSHTKVE MCA MHANTLEMENT BY THE SWiTCHOVER MECHANISM F
4T WAS ACCOMPANMED BY A 0.5 PERCENT GREEN RATE DEVALUAT:ON. MR
MACGREGOR OPPOSED THiAS BUT SUPPORTED BRAK'S POUINT ON VAT.

18. KAECHLE PRESSED FOR AN AGREEMENT TO CONTNUE THE PRESENT VAT
SUBS:HDY N 1988/89 AND 1989/90. HOWEVER, RESPOND:{NG TO ANDRHESSEN'S
EXPLANAT-HONS OF THE COMPROMISE, HE EVENTUALLY SA4D THAT HE MKGHT BE
ABLE TO ACCEPT A DECHSHON NOW PERMETTHNG VAT AND STRUCTURAL AdD
COMPENSATHLON FOR 1988 WiTH COMPENSATLON FOR 1989 DECGHDED LATER
DEPENDRG ON THE DALSMANTLEMENT DECHS:ON TAKEN THEN. DE KEERSMAEKER
CONCLUDED THAT AGREEMENT WAS CLOSE.

(D) NEGAT:VE MCA'S AND OTHER AGREMONETARY POINTS

19. ANDRMESSEN OUTLANED A SERAKES OF FRESH CONCESS:KONS : A GREEN
RATE DEVALUATMON OF 0.5 PERCENT FOR ALL SECTORS WLTH MCAS AS A
RESULT OF THE 0.5 PERCENT DLSMANTLEMENT OF POSHTHME MCAS USING THE
SWETCHOVER MECHANASM 3 ROUNDING UP +4TALY'S DEVALUAT:ON TO THE
NEAREST WHOLE NUMBER : -KNCREASKNG GREECE'S DEVALUAT:RON TO 15 PERCENT
FOR CROPS, 10 PERCENT FOR PROCESSED PRODUCTS, 7 PERCENT FOR MiLK AND
THE POSSIBILATY OF SOMETHANG HLGHER THAN THE 15 PERCENT ALREADY ON
OFFER FOR STRUCTURES s CONSIDERAT'LON OF OUTSTANDING REQUESTS FOR

Rm@‘?*}::m&@d |sneeermenTt
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SHEEPMEAT GREEN RATE DEVALUATAONS DURENG THE REVHEW OF THE REGIME 31
.MNCREASING OLWVE Ol MCA FRANCHEKSE FROM 5 TO 10 PERCENT 1 (LNCREAS{NG
THRESHOLD FOR DETERMLNANG WHACH NON-ANNEX :Wk PRODUCTS SHOULD BE
SUBJECT TO MCAS FROM 1 TO 2 OR 3 ECU/100 KG.

20. OTTOSEN (DENMARK) REMAWNED STRONGLY OPPOSED TO THE COMPROMISE
ON PLGMEAT MCAS AND QUEST:LONED THE APPLWCATKON OF MCAS TO JAM. BRAKS
SUPPORTED HiM AND ALSO OPPOSED THE PROPOSAL TO DUSMANTLE THE APPLAED
FRANCHISE ON POSWTIWVE MCAS AT THE START OF 1989. GAUTHER SAUVAGNAC
WANTED AT LEAST A 2 POMNT SHEEPMEAT MCA DASMANTLEMENT. ROMERO ALSO
WANTED A CONCESSkON ON SHEEPMEAT NOW RATHER THAN LATER. O°KENNEDY
WANTED A BAGGER DEVALUAT#ON OF THE GREEN (R'‘LSH POUND ACROSS THE
BOARD. MR MACGREGOR REGRETTED THAT OTHERS HAD BEEN OFFERED LARGER
DEVALUATHONS THAN THE UK WHERE SUPPORT PRMCES WERE LOWER THAN N
EVERY OTHER MEMBER STATE BAR ONE. HE WAS D:USAPPOANTED THAT SHEEPMEAT
WAS TO BE EXCLUDED FROM THE GREEN POUND DEVALUAT:HONS. THE UK WOULD
PURSUE AT A TECHMACAL LEVEL -WTS POMNTS ON EXTENSHON OF MCAS TO NEW
PROCESSED PRODUCTS AND RAUS:ANG THE NON—ANNEX :Mk PRODUCTS THRESHOLD.

(E) REST OF THE PRMCES PACKAGE = -

21. ANDRGESSEN OFFERED FURTHER DETAMLED CONCESSBONS s A
COMMESS:HON DECLARATION THAT 4T WOULD TAKE APPROPRMATE ACT:AON OF
PROBLEMS AROSE k¥ THE BURLEY TOBACCO SECTOR 3z PROPOSAL ON WINEYARD
REPLANTHNG LAMETATIHONS TO STAY ON TABLE FOR DEGLSLON AS SOON AS
POSSUBLE OUTSADE THE PACKAGE 3 A COMMISSHON UNDERTAKING TO CONSUDER
GREEK REQUEST THAT FOR 1987/88 DURUM WHEAT BE ACCEPTED FOR
WHTERVENTEON CONTALNLNG 1k PERCENT OF ELEMENTS NOT OF THE REQUGRED
QUALWTY, OF WHACH OVER 5 PERCENT WERE OTMER CEREALS AND OVER 6
PERCENT BROKEN GRALNS 3 EXTENSLON OF CLAWBACK EXEMPTHON FOR
SHEEPMEAT EXPORTS TO THIRD COUNTRIES TO BE CONSWDERED :&N REVLEW OF
REGIME : A DRAFTANG AMENDMENT TO MEET AN 4R4SH POMMT ON THE
COMPROMISE PROPOSAL TO PERMLT RESELLAMNG OF MILK QUOTA s (TO MEET THE
HWRHSH POINT ABOUT N&ZO TYPE BUTTER) PH OF BUTTER ELAGWBLE FOR
WNTERVENT:HON TO BE DEFAMNED WM MANAGEMENT COMMATTEE s COMMISSION TO
CONSIADER SPAMKSH REQUEST OM DANRY RESTRUCTURMNG PROGRAMME UNDER REG
355/77 3 POSSUBALLTY OF A FURTHER CONCESS#OM ON CEREALS MOLSTURE
CONTENT :F 4T SECURED AN OVERALL AGREEMENT.

PART 2 OF 2
FROM UKREP BRUSSELS
FRAME AGRWCULTURE

COUNGCHL. OF AGRACULTURE HMSTERS 1 15-18 JUNE 1987
FiWNAL DAY

22, THE COUNCEL DULSCUSSED THES F4NAL EFFORT AT COMPROMISE THROUGH

THE EARLY HOURS OF 18 JUNE WWTH DE KEERSMAEKER PRESSING FOR MOVEMENT
TOWARDS A DECASAON.

23, FOR THE MOST PART WELL ESTABLASHED SHOPPING L:STS WERE
REPEATED, WiTH KIECHLE ADDING COLOUR BY FURAIOUSLY DENOUNCING THE
PRES-LDENCY®S PROCEDURE AND THE CONTENT OF THE COMMASSION'S PROPOSAL .
WETHOUT CLEAR GUKDANCE FROM HEADS OF GOVERNMENT, HE SAW NO
POSSHBALATY OF THE PACKAGE BE NG AGREED.
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24. MR MACGREGOR OPPOSED THIS PART OF THE PACKAGE T 4TS PRESENT
FORM. AS WELL AS BE:‘XNG CONCERNED ABOUT THE BUDGETARY AMPLACATEONS,
HE SOUGHT SikX FURTHER POANTS t :WNTERVENTION FOR SALTED BUTTER TO
CONTIMNUE FOR THREE YEARS WKTH A REV:EW TO DECDE ARRANGEMENTS
THEREAFTER, COMMISS:HON CONFARMATION THAT MILK QUOTA LEASING COULD
CONTANUE AS NOW, SOME TECHMACAL AMENDMENTS TO THE 4MLTATHION DA4RY
PRODUCTS PROPOSAL, AN ASSURANCE kN THE MINUTES THAT THE TERM 4CE
CREAM COULD CONT{MNUE TO BE USED, A DECHSHON ON THE SUGAR REFHLNANG
MARGHIN BEFORE DEGHD:NG THE HANDITE FOR NEGOTBATNG 1987/88 ACP
GUARANTEED PRICES AND ABOLATRON OF QUALSETY PREMIA FOR PEAS AND BEANS
(SO SAVNG 20 MECU PER YEAR).

25. ALTHOUGH WLLLANG TO CONSUDER FURTHER SOME OF THE POANTS
RAVSED, ANDRMESSEN CONCEDED NONE APART FROM THE UK'S DRAFT:HNG POWNT
ON \MLTAT:¥ON PRODUCTS.

(F) CONCLUSHION

26. AFTER FURTHER HCONCLU&WE DELWERATMN, DE KEERSMAEKER
DEC:KDED THAT NO MORE CHANGES COULD BE MADE AND CALLED -WNDICATAVE
VOTES ON THE F:WE DIFFERENT ELEMENTS OF THE PACKAGE 3 O#LS AND FATS
TAX, FUTURE AGRMONETARY SYSTEM, EX:ESTANG POSATINE MCAS, EX#STING
NEGAT:EVE MCAS AND THE REST OF THE PRICE PROPOSALS. MRS HOLBERG SAD
THAT SHE WAS NOT ABLE TG GWWE AN :WNDLCATHON ON 4NDMIDUAL ELEMENTS.
THE REST PARTHCAPATED. ON THE O4LS AND FATS TAX, UK, NETHERLANDS AND
GERMANY WERE AGAMNST, WiTH KIECHLE SAY:ING HOWEVER THAT HE WOULD PUT
THE COMPROMESE TO W8 GOVERKMENT. ON THE FUTURE AGRAMONETARY SYSTEM,
GERMANY AND LUXEMBOURG WERE AGA:NST, THE FORMER CALTHNG V:ETAL

ZNATM)IAL MNTEREST. ON POSWTIWE MCAS ONLY FRANCE WAS AGANST. ON

NEGATKVE MCAS, GERMANY ARD 4RELAND WERE AGA4NST. MR MACGREGOR SA%D
THAT HE COULD ACCEPT THE LATEST PROPOSALS &F OTHERS DiD. ON THE REST
OF THE PACKAGE GERMANY WAS OPPOSED AND CATED WETAL NATRONAL
‘WMNTEREST. MR MACGREGOR COULD AGREE :tF HiS MILK POINTS WERE MET.

27. AFTER TAKANG THE OTHER BUSINESS ‘¥TEMS, DE KEERMAEKER
CONCLUDED THAT A COMPREHENSLVE DECASHON WAS NOT POSS#BLE BECAUSE
THERE HAD BEEN NO Q.M. ON THE OLS AND FATS TAX (ALTHOUGH SOME
OPPOS:itNG DELEGAT:LONS HAD ‘WNDECATED A WILLANGNESS TO PASS ON THE
LATEST 'MDEAS TO THEAR GOVERNMENTS). A DECLSHION HAD ALSO BEEN
HAMPERED BECAUSE WHTAL NATHONAL 'WNTEREST HAD BEEN :WNVOKED ON TWO
OTHER ELEMENTS OF THE PACKAGE. THE PRES(DENCY WOULD NOW WORK WATH
THE COMM4SSION TO FORMALASE DECASIONS AND A COUNC:HAL WOULD BE CALLED
AT AN UNSPECIF:LED DATE TO TAKE A FORMAL VOTE. THE FALURE OF THE
COUNCL TO ACT CAUSED DAFFACULTAES BUT SOME TAME WAS LEFT AND THE
PRESADENCY WOULD REPORT TO THE EUROPEAN SUMM4T,

28. ANDRAESSEN SALD THAT THERE WERE VERY SERMOUS PROBLEMS FOR
PRODUCTS WHOSE MARKET YEARS BEGAN kN A WEEK'S TiME. THERE WAS ALSO
AN UNPRECEDENTED BUDGETARY CR4SiAS. THE CAP COULD BE THREATENED. THE
COUNC:. WAS RESPONS‘BLE. THE COMMISSEON MAD ATTEMPTED TO REACH A
REASONABLE COMPROMMSE BUT HAD FALLED. 4T WOULD NOW SHOULDER 4TS
RESPONSABILULTIHES TO ENSURE SOUND MARKET MAIAGEHENT, ACTIING ON THE
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BASES OF A VERY DYNAMAC APPROACH TO '¥TS RESPONSABALKTAES. 4T WOULD
NOTHFY MEASURES TO APPLY FROM 1 JULY. THE AGRUCULTURAL CRiSES WOULD
NOW PUT A STRAN ON WADER EFFORTS TO ACHLEVE POLATWCAL REFORMS. T
WAS ESSENT'KAL THAT AN AGREEMENT BE REACHED WLTH OR WWTHOUT THE

SUMMET .
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DRAFT EUROPEAN LEGISLATION TO LAY DOWN THE LEVEL OF THE FEES TO BE
CHARGED FOR HEALTH INSPECTIONS AND CONTROLS FOR RED MEAT AND
POULTRY MEAT. (EC 8006/86)

/

DRAFT EUROPEAN LEGISLATION TO LAY DOWN HEALTH RULES FOR FRESH MEAT
IN THE DOMESTIC MARKET AND THE LEVEL OF FEES TO BE CHARGED IN
RESPECT OF SUCH MEATS PURSUANT TO DIRECTIVE 85/73 EEC.

(EC 10530/86)

At its meeting on 10 December 1986, the House of Commons Committee
on European Legislation recommended EC proposal 10530/86 for
Debate. The Committee considered this proposal suitable for Debate
in Standing Committee with document 8006/86. The Ministry's
memorandum on the latter proposal was considered by L Committee on
9 December 1986 and I am writing to request that the Debate should
deal with both proposals. Negotiations have moved forward quickly
over the last few weeks and I hope it will be possible to arrange
the Debate before the summer recess.

Document 8006/86 contains the Commission's proposals for minimum
levels of charges for the health inspections and controls required
in respect of red meat for intra-Community trade and for poultry
meat. Document 10530/86 proposes that the health inspections and
controls required in respect of red meat for intra-Community trade
and the charges proposed by draft instrument 8006/86 also be
applied to red meat produced for national markets.

/I propose that...

N
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I propose that the Motion for Debate should be on the following
lines:-

"That this House takes note of European Community
documents 8006/86 and 10530/86 and supports the
Government's intention to argue for arrangements which
take full account of the UK position and for charges
which do no more‘than,rgcover actual costs incurred".

Subject to:your views and those of colleagues I propose that
Donald Thompson should take the Debate for the Government.

The Government's line in the Debate should be to argue that the GB
system needs to be recognised and that the resulting wide range of
costs which occur needs to be taken into account. We should argue
that it would be preferable if no figures were included in the
proposal but that if figures were included they should do no more
than reflect actual costs incurred.

It would be unwise to accept any commitments as to how far we can
achieve what we are attempting as there is an apparent majority
among other Member States who would wish to see the charges set at
a level substantially higher than the lowest costs in UK.

I am copying this letter to members of L Committee: to

Geoffrey Howe and members of OD(E); to the Secretary of State for
the Environment; to the Chief Whip and to Sir Robert Armstrong.

Z,M}

JOHN MacGREGOR
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FROM: A W KUCZYS
DATE: 24 June 1987

MR BONNEY cc PS/Chief Secretary
PS/Paymaster General
Mr Lavelle
Mr ‘Burgner
Mr A Edwards
Mr Crabbie
Mr Mortimer
Mrs Imber
Mr Cropper

COUNCIL OF AGRICULTURE MINISTERS: 15-18 JUNE 1987

The Chancellor has now seen Luxembourg Telegram No.1l02 of 18 June
(not originally copied to us). He has commented that, while the
Germans certainly threatened the veto on the future agrimonetary
system, as at paragraph 26 of the telegram, this was clearly not
the German view on agrimonetary matters earlier on (final sentence
of paragraph 16). It may well be desirable to put it to the test

next time round.
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CONCLAVE DINNER DISCUSSION : 27 JUNE : AGRICULTURE

1. ELLEMANN-JENSEN (DENMARK) SA%D ALL WOULD AGREE THAT F WE
WERE STARTING FROM SCRATCH WE WOULD BUMW.D A DMFFERENT CAP. PROBLEM
WAS HOW TO GET THERE FROM WHERE WE NOW WERE. PRICES HAD TO BE CUT,
BUT THEY WERE ONLY ONE ELEMENT: OTHER :hNSTRUMENTS WERE NEEDED TO EG
SET AS:#DE. THE COMMUN:TY HAD TO MOVE AT A PACE WHiCH AVOIDED ANY
COUNTRY RESORT:ING TO NAT:HONAL MEASURES. HE UMDERL.NED DENMARK'S
OPPOSWT:HON TO THE OddS AND FATS TAX, PART:CULARLY BECAUSE OF kTS
‘tMPACT ON THE US. WE SHOULD DO NOTHNG TO UNDERMi-NE"‘I;HE us
PRESHDENT'S VETO ON PROTECTIHONNST LEGHSLAT/ION.

2. ANDREOTT:h (:LTALY) SAID THAT S.ENCE LT WAS CLEAR WE WERE NOT
GOING TO HAVE AN QLS AND FATS TAX, WE SHOULD EXTRACT SOME BENEF:LT
FROM THE US FOR DROPPING :iT.

#—'-,:Q'.

3. - FERNANDEZ-ORDONEZ (SPAIN) AGREED, AND CONF{RMED SPAIN'S

OPPOSHTIHON TO THE OKLS AND FATS TAX.

4. GENSCHER (GERMANY) SAdD WE MUST DISTINGUHSH TWO PROBLEMS:—

— HOW TO CUT SURPLUSES? BEYOND ACT.ION ON PRICES AND QUOTAS, WE
NEEDED OTHER POLACIES, EG SET AS:{-DE AND EXTENS:HHFECATION. GERMANY
WOULD HAVE kTS OWN CONTRHBUT-ON TO MAKE ON ALL THIS.

~ THE COMMUNETY HAD AN EMS BUT NO EMU. UNTIL EMU WAS ACH4EVED,
PROBLEMS OVER AGRICULTURE WERE -YNESCAPABLE. TH«#S HAD BEEN
UNDERSTOOD WHEN THE EMS~WAS FOUNDED. THE CLOSER MEMBER STATES
STUCK TO THE RULES, THE LESS PROBLEM THERE WOULD BE OVER MCAS. AS
LONG AS MCA'S CONTINUED, WE NEEDED A SYSTEM THAT F.INANCE MINISTERS
COULD WORK wkTH. |F THAT COULD BE ACHMEVED, T WOULD ALLOW FRG TO
TAKE PART N PRICE ADJUSTMENTS. THE GERMANS WERE HAPPY WITH THE
PRESENT POS T |ON.

5. ANDRIESSEN (COMM|SS:ON) IDENTIFIED TWO PROBLEMS TO OCCUPY THE
EUROPEAN COUNC:Li:
= WHAT TO DO W{ITH THE OHLS AND FATS TAX
= WHAT TO DO WITH MCAS. 5t
WHAT WAS NEEDED WERE GLOBAL GSUTDELINES, NOT DETAJLED DKSCUSSION. HE
WENT ON TO ARGUE AT LENGTH THE CASE FOR THE OILS AND FATS TAX, BASED.
ON THE DIFFICULTY OF |NSTALLENG A GUARANTEE THRESHOLD FOR SOYA, AND
PLAYENG UP THE TAX'S STABJLASING ROLE. ON MCA'S HE SAlD THE SYSTEM

- (-
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HAD BEEN DESJGNED ._FOR AN ‘ANFLAT:JONARY ECONOMY. :I'N A DEFLAT:FONARY
WORLD, T COULD NOT BE FOLLOWED :kN THE SAME WAY.

6. YOU SPOKE BN FAMIL.FAR TERMS ABOUT THE NEED FOR PR:CE AND
NON—-PR.ICE MEASURES, STABILISERS ETC. YOU RELTERATED OUR ARGUMENTS
AGA:BNST THE OLLS AND FATS TAX, AND ARGUED FOR A GUARANTEE THRESHOLD
FOR SOYA.

T. ELLEMANN—JENSEN (DENMARK) USED AN ELABORATE ANALOGY ABOUT A
SHOE MAKER N BADEN-BADEN SELLING SHOES TO STRASBORUG TO QUEST:ION
WHY THE FARM SECTOR SHOULD HAVE AN MCA SYSTEM WHEN OTHER :KNDUSTRHES
DiD NOT (TOO FEwW SHOE MAKERS : TOO MANY FARMERS).

8. VAN DEN BROEK (NETHERLANDS) SA/D THAT «# WE AGREED THE QECD
GUIDELIWNES, THEN SOC:AL CONSEQUENCES WERE UNAVOUMDABLE. THE
COMMUN:KTY WAS LBVENG EN AN ARTIFECHAL SikTUATHON. 1F PRODUCT:HON WAS
NO LONGER REQUHRED, THEN A SOCAL MECHAMNISM WAS NEEDED. THE
COMMESSHON'S PROPOSALS DD NOT GO FAR ENOUGH. GiLVEN THE MEANS,
FARMERS WOULD ALWAYS PRODUCE AT COMMUNWTY EXPENSE AND THE COMMUMNKTY
COULD NOT ESCAPE PAY:IiNG. BUT BETTER TO DO SO ON THE BAS:kS OF LOWER
PRICES, FEWER SURPLUSES AND. SOC:HAL COMPENSATHON TO FARMERS.

9. T:LNDEMANS (PRES:HDENCY) SPOKE AT LENGTH ON THE LIENES OF YOUR
FOOD SPEECH LAST YEAR.

10. LENIHAN (‘WRELAND) SABD PREDICTABLY THAT AGRIMCULTURAL
ADJUSTMENT HAD TO BE TACKLED SLOWLY.

11. DELORS (COMMISS{ON) SAdD THAT THE EUROPEAN COUNCGHL SHOULD
DECIHDE ON A TWO STAGE APPROACH, TACKLING THE 87/88 AGRICULTURE/
F BNANCE PROBLEMS F:IRST AND LEAV:ENG THE LATER :BSSUES FOR THE LONGER
TERM FUTURE. YOU PROTESTED, ARGUHKNG THAT SUCH A TWO STAGE APPROACH
WOULD REMOVE THE SENSE OF URGENCY NEEDED TO RESOLVE THE LONGER TERM
ISSUES OF F\LNANC.FAL CONTROL AND AGRHCULTURAL REFORM.

12, DURYNG THE SECOND DAY OF THE CONCLAVE, DELORS TOLD ME THAT
THE GERMANS HAD ACCEPTED HIS "hDEA THAT THE D:iSPOSAL OF EX(HST:ING
AGRICULTURAL STOCKS SHOULD BE FUNDED :BN 1988 BY MEANS OF A LOAN.
TH:4S MPLIHED THAT THE GERMAN POSITLON WAS BASED ON FOUR ELEMENTS:
= 1.6 PERCENT VAT FROM 1 JANUARY 1988,

- MORE OWN RESOURCES LATER
= LOANS FROM MEMBER STATES TO COVER STOCK DISPOSAL
= A WEAKEN:NG OF THE CEREALS PACKAGE :kN THE 1987/88 PRICE F:liXiNG.
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Ministry of Agriculture, Fisheries and Food
Whitehall Place London SW1A 2HH

From the Minister’s Private Office

Mr Lyn Parker

Private Secretary to the
Secretary of State

Foreign and Commonwealth Office

Downing Street

London SW1
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AGRICULTURE COUNCIL 30 JUNE - 1 JULY

I enclose a final version of the statement which my Minister is

aklng today on the Agriculture Council which finished early this
morning. I also enclose some supplementary speaking notes which you
may find helpful to see.

I am copying this letter and enclosures to Charles Powell (No 10),
Private Secretaries to other Cabinet Ministers, to Murdo - MacLean
(Chief Whip's Office) and to Trevor Woolley (Cabinet Office)-.

Ow&

SHIRLEY S (MRS)
Private Secretary
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STATEMENT

With permission, I will make a statement about the meeting of
the Council of Agriculture Ministers of the European Community,

which took place during last night.

After four months of negotiations, the Council finally took

decisions on support prices and other measures *for 1987/88.

The compromise agreement marks é further significant step towards
achieving a reformed common agricultural policy which 1is more
market orientated, with reduced price support and with intervention
systems operating to provide a safety net and not an alternative
market outlet. The changes in the cereals and oilseeds regimes
complement the substantial reforms which were achieved last
December in the milk and beef sectors. The Agreement will
produce savings for the Community budget in 1987 and 1988; and
it is a relatively favourable settlement for the United Kingdom
improving the position of our farmers and traders relative to

their main competitors in the Community.

The decisions include substantial changes in the support
arrangements for a number of commodities. There will be cuts in
the prices at which cereals, oilseeds, rice and olive oil are
bought into intervention. The periods of the year during which
intervention is available for these products will be shortened.
Guarantee threshold arrangements are introduced for olive oil,

soyabeans and tomatoes, and the existing threshold arrangements



for oilseeds will operate more effectively. The Council also
cut support for wine, protein crops and for those fruit crops

which place the biggest burden on the budget.

Following the discussion in the European Council earlier in the
day, there was no question of the oils and fats tax beihg
adopted. The Commission has not withdrawn its proposal and
intends to hold discussions with overseas supéiié}é. But our
position of strong opposition to the tax was re-emphasised and I

made clear that our attitude is unchanged.

The package includes a number of decisions in the agrimonetary
area. These include a devaluation of the green pound so as to
reduce UK monetary compensatory amounts by 7 points for beef and
5% points for other commodities with the exception of sheep.
Green rate changes for sheep will be considered as part of the
review of the sheep regime later this year. Besides the
devaluations, our farmers and traders will benefit from changes
in the method of calculating MCAs for beef, cereals and dairy

products, for which we pressed during the negotiations.

Following discussion by Heads of Government, the Council adopted
new arrangements for phasing out existing positive MCAs and
continued the present system that prevents new positive MCAs
from arising but with some adaptations which should be of some
assistance in reducing the inflationary effects and which provide

for the more automatic removal of new negative MCAs. This new



system will be reviewed after one year.

I estimate that, taking the prices and.the green rate changes
together, this package will itself leave UK farm incomes unchanged.

The effect on consumers will be very small.

In the negotiations I secured a number of welcome changes to the
Commission's original proposals. I fought off ‘arty®decision on
the proposal to 1limit the number of ewes per farm which can
receive annual premium. The Commission promised to make a proposal
for a system of milk quota leasing; this is now being discussed
in Brussels. I negotiated an additional year, up to April 1989,
for the acceptance of salted butter into intervention. The
Commission has agreed to present an overall study of alternative
land use for consideration by the Council in the Autumn. And
the Council has accepted the need to take rapid measures to
ensure an adequate margin for the refining of raw cane sugar in

the UK.

This Agreement is a further important step in the direction of
reform. But the problems of surplus production remain, and with
them the heavy budgetary burdens that result. There is no doubt
that further decisions will be needed later in the year to

correct the unacceptable budgetary situation.
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1987 PRICE FIXING

QTCOME : GENERAL

EFFECT ON UK FARMERS

’FECT ON CONSUMERS

KEY POINTS FOR UK

P

A significant move towards a more realistic, market
oriented CAP: &
Produces savings for the Community Budget in 1987
and 1988, although further action will be needed to
deal with budgetary problems for these years:

Most important, however, the outcome means an im-
provement in the competitive position of UK farmers
and traders relative to our main Community competi-
tors.

Have always said burden of CAP reform must be shared.
But UK farmers have emerged in a better position
than the Community average, in particular better
than producers in France, Germany and Italy.

Our successful resistance of the oils and fats tax
is particularly good news for consumers. Overall
the package will add less than 3% to average retail
food prices.

No oils and fats tax.
Continuing CAP reform ,major improvements in cereals
and oilseeds regimes.

Green rate devaluation of 7 points for beef and 5.5
points for other commodities. -

I fought off any decision to place a limit on the
number of ewes .per farm which can receive annual

premium.

The Commission have agreed to propose a system of
milk quota leasing.

I secured an additional year up to April 1989 for
intervention on salted .butter.



OILS AND FATS TAX

‘ND DIVERSION

The Council agreed to take urgent measures to ensure
an adequate refining margin for raw cane sugar in
the UK. ol
European Council earlier this week agreed this should
set aside now and reconsidered at the end of the
year. Entirely appropriate to deal with this when
we discuss future financing. It is a tax;rnot an
agricultural measure, and we fought hard to have it
extracted from discussion on the agricultural price
fixing. We will continue to resist it.

I welcome the Commission's promise to present a
study of the wvarious options for alternative land
use for consideration by the Council in the autumn.
This 1is an important wmechanism of CAP reform.



NOTES FOR SUPPLEMENTARIES

FINANCIAL EFFECTS OF PACKAGE

The package will produce substantial savings in the
Cost of the CAP - a saving of some 800 mecu (£560 m) over
the two years 1987 and 1988. 1In addition there will be extra
revenue of some 200 mecu of the Community's own resources,
giving a net saving to the budget in these Years of about
1 billion ecus (£700 m). s 2l

FINANCIAL GUIDELINE

The 1987 budget for EAGGF gaurantee expenditure is at
the financial guideline level. The Eurcepan Council agreed
that 1987 expenditure would have to be kept within this amount.
For future years the level of the financial guideline will
be considered further as part of the wider review of Commui ty

tinancing

1987 BUDGET

The Commission forecast that expenditure requirements
for the CAP this year exceed the budget provision by some
4 billion ecus. The prices scttlement will reduce the overrun
but a substantial gap will remain. The Eurcpean Council
agreed that the agricultural overrun should be dealt with
by changing the rpesent system of advance funding of national
expenditure on the CAPp. Discussion will continue on the

- precise form which these changes should take.

- There should‘be no interruption in

-

payment to farmérs and traders.



= 1988 BUDGET

Discussions will continue in the Budget Council on
the level of provision for agriculture next year, taking
account of the price fixing decisiont
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.AP PRICE SETTLEMENT : BRIEFING ON PRODUCER AND CONSUMER EFFECTS

tstimated impact on UK producer returns

The * Lmpact of ‘‘the package as a whole on UK producer returns
ls estimated to be broadly neutral. [The green ¢ cevaluation_
1S estlmated” to increase producer returns in a full year by
around £250m: the effect of the remainder of the package 1is
d& reduction in returns of a similar amount]. The green pound
devaluation and lower cereal feed Prices will benefit 1jivestock

Producers.

Farm 1ncomes in 1987. It is too early to predict aggregate

farm 1income for 1987. The outcome will depend> on the size
and quality of the coming harvest; the way 1in which farmers
adjust to reductions in milk quotas: changes in producer prices
during the rest of the year, and the development of production

Costs, including interest rates.

Estimated effect on UK consumers

The package is estimated to add under one half-penny in the
pound to retail food prices on average. The lmpact will be
spread over several months. The effect on the Retail Price
Index 1is 1likely to be less than one-tenth of one percent.



Estimated impact on retail prices of ,specific foodstuffs

Estimates of the effect on retail food prices implied by the
proposed changes in support price levels are:-
Sugar + under 2pp kg
Bread negligible
Butter + around 2pp 250*gram pack
Cheese (Cheddar) + about 4pp 1b
Pork, bacon, poultry ) + - downward pressure on prices
Eggs ) reflecting cheaper cereal feedingstuffs
Beef - depends on market conditions:
supplies are currently plentiful:
possible increase averaging 2pp lb.

r

hy is the impact on retail food prices on average relatively small?

- not all food raw materials are affected by the CAP.

- some commodities covered by the CAP are only "lightly" supported

(pigs, eggs, poultrymeat and eggs) and others (eg oilseeds,
sheepmeat and beef) receive deficiency payments: changes in

support prices for these commodities are not fully reflected
in higher market prices

= over one half of consumers' expenditure on food at retail

relates to the cost of processing, packaging, distribution and

retailing: these costs are not directly affected by
changes in CAP support prices.



Estimated change in average support price levels

The estimated effects of the package, including green

rate changes on average support prices are shown below. These

must remain approximate until full detdils of new green rates &dre

available.

Estimated changes in average support prices

Germany — 24 %>

Netherlands = 18 %A o

France ; QD

Italy A A s

Belg/Lux + 0.8%

Ireland 527008

Denmark + 1003

Greece [ + 9% or more]

UK + 02 Sdia, :
ECL0 about+ %% (abcut - 2%% in real terms)

* including 1% point revaluations with effect from 1988/89.



Effect of package on cereal and Oilseed support : 1987/388

Cereals

.
.

The reduction in support price in ECU terms is raround "10% (6% "

cut 1n intervention price and modification of seasonal scale).

After allowing for the green ¢ devaluation, the effect in the
UK could be a reduction of about 6%.

Oilseed rape

N o

The reduction in the support price in ECU terms is approximately
14% (price cut, seasonal scale, 10% Maximum Guarantee Threshold
effect).

After allowing for the green ¢ devaluation, the effect in the

UK would be a reduction of about 10%.



CEREALS

PRICE FIXING

5
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3.

CONTENT OF AGREEMENT?

EFFECT OF AGREEMENT?

GOVERNMENT ATTITUDE?

Key elements are:

(1)

& 5o

(iii)

(iv)

(1)

Gid)

City)

intervention price freeze;

interventionos be open between
October and May only if average
Community prices fall below

the intervention price;

when intervention is open, gfain
can only be bought in at 94%
of the intervention price;

no change in the rate of corres-

ponsibility levy.

It reduces EC common support

levels for cereals by 10%.

In the UK it means a support
level reduction of 6% because of
the devaluation of the green

pound.

The effect on market prices
depends on the influence of other
factors as well, such as the

siZze of the harvest.

Agreement is very welcome.
Vindication by the Agriculture
Council of our long-held view
that lower levels of support

are necessary if cereals sector



4.

B

6.

DELAY IN SETTLEMENT

CORESPONSIBILITY LEVY TO
MOVE TO FIRST SALE BASIS ?

LOWER SUPPORT PRICES DID NOT
LEAD TO LOWER MARKET PRICES
LAST YEAR

LOWER SUPPORT PRICES AND
UNCERTAINTY OVER TRIGGERING
OF INTERVENTION WILL LEAD
TO MARKET COLLAPSE

Is Lu bLe bLroughl inLo beller balance.
10% cut in common support levels is a.
majof step towards realism in the

EC cereals sector.

Regrettable. Appreciate difficulties
thisst hasiicaused for ‘the itrade. . Bt
it makes sense to get tough
decisions taken‘'and not pushed off
Tor aifurther year: if weiiare to
avoid a disorderly descent into
chaos.

Welcome no change in levy ra£é;. :
Method of application is for careful
consideration with all the trade
interests. concerned i thecontext
of "theireview 'of “the slevy system
during the forthcoming marketing

year.

Pg

Accept that market prices did not
fall as expected but this was due
to the special circumstances of

a drought in Southern Europe

and consequent strong export demand.
Feed grain prices were low in
historic. terms: *‘real-price for
feed wheat in April (latest figures
available) was 36% lower than

in 1977

No. Mechanism will ensure at if .

market price falls below intervention
price, intervention will be open.
No question of there not being

a floerto the market.4fawz Sraxau
nesch‘c\ﬁ& Sepm(:e, briasef e chaaissn
‘Qf @mA.LALaat. ;



‘ 8. WILL UK MOVE TO MOISTURE

gggggﬁgDIggEﬁggQEION no grounds for changing

from current practice of
145%.

At present I am aware of



NOTES FOR SUPPLEMENTARIES: PRICE FIXING DECISIONS

SUGAR

Why no price reduction for this surplus crop?

3. The decision to freeze sugar prices, rather than reduce

them, takes account of the fact that - I ' #
-7 export refund expenditure is funded by levies

on production. Nevertheless Community sugar beet. prices have

now been frozen for four successive marketing years, which

is a considerable achievement.

Sugar elimination levy

2, The new sugar elimination levy will claw back from
Community sugar producers the deficit of nearly 200 MECU
which has arisen on the production levy/export refund esccount

in 1986/87. It is intended =
té réestore the self-financing nature of the sugar regime.

Because of the way the levy is shared between producers the
UK industry will contribute only 5.8% of the total cost.

The refin;gg margin

3 The Council has recognised for the first time "the
need to take measures rapidly in order to solve the problem
of the refining margin for cane sugar in the United Kingdom".
I now look to the Commission to abide by its undertaking

to submit proposals in good time to deal with this problem.

OILSEEDS

Oils and fats tax

4. I am delighted to say that, due to the firm opposition

of the United Kingdom and some other Member States the Commig-

sion's oils and fats tax has not been adopted. The Commission's
3



LI .
e Y Taste

proposal will now be further studied, and a report made to
the European Council meeting at the end of the year. I very
much hope-that the tax will be formally abandoned as soon -~
as possible. 1In any case the UK's stout opposition to it
will remain,

Oilseeds economy measures

S. Several significant, genuine economy mcasures were achieved
in the oils and fats sector. Guarantee thresheold systems

will be introduced for the first time in the olive oil and

soya beans sectors thereby helping to control c¢osts in those
sectors. The guarantee threshold arrangements for rapeseed

and sunflowerseed have been strengthened. The intervention
arrangements for olive oil and ocilseeds have been substantially

weakened.

Cumulative price cut for rapeseed

6. The cumulative price reduction for rapeseed as a result 2
of the 3% direct price reductions, strengthening of the guaran-
.tee threshold system and reductions in monthly increments

-1s about 14%. It should be remembered howaever that this will

be partly offset by the green pound devaluation and that rapeseead
is one of our most profitable crops. It will remain an attractive

crop.
PEAS AND BEANS

Why reduce prices by 10% for this valuable deficit crop?

15 Expenditure in the peas and beans sector is increasing
rapidly with rising production and low world prices. This
sector must therefore make its contribution te the necessary
CAP economies. Nevertheless, I recognise the ¢rop'svalue

'as an alternative to surplus cereals and would expect a ... . -
rather modest growth in UK production, after the dramatic

increases in recent years.
:
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Why did we accept the introducitons of monetary differential
amounts (MDAs) in the peas and beansg?

.....

8. We had to accept that trade distortions were being caused
by the lack of monetary correctives in this sector. The intro-
duction of MDAs will help stabilise this market to the long-
term benefit of all in the industry.



MILK POINTS

The provision for a system of quota leasing is a signifi~ant

advance. I €xpect it to permit leasing system to
operate in the UK during the 1987/88 milk year.

Intervention for salted butter

-,

Intervention for salted butter will remain available until 1 April
1989 - a year longer than originally proposed by the Commission.
In addition, intervention will be generally available for unsalted

butter produced from sweet cream.

Naming of milk and dairy products

The regulation which was adopted on the designation of milk and
dairy products will provide useful additional protection for the
consumer against the use of misleading descriptions in this
sensitive area. But at the same time we have been successful in
securing the exclusion of provisions which would have unreasonably
restricted the marketing of competing products. We have also
secured satisfactory assurances about the continued use of the
description "ice cream" for products containing non-dairy

ingredients.



Beef

Producers will gain the
rate devaluation which raises

variable premium.

MCAs for beef will fall
ation. In addition they will

be reducing the percentage of

calculate MCAs from 85% to 80%

the direction we were seeking.

advantage of the 7 point green

support levels and increases the

because of the green rate devalu-
fall because the Commission will
the intervention price used to

which is a significant move in

The reduction in our beef MCAs will improve our trading

position in relation to Irish

imports. It will also help our

exports and so improve the tone of our market.



Sheepmeat

We have ensured that the proposed limits on the ewe premium were

not adopted. The Commission intends to maintain this proposal but_

I have made it clear that I shall continue to resist such discriminatory

limits.



. NOTES FOR SUPPLEMENTARIES

fRIMONETARY ISSUES
: GREEN POUND

SETTLEMENT?

WHY NOT SHEEP?

NOT ENOUGH?

LESS THAN IRELAND?

MORE NEEDED?

EFFECT ON FARMERS?

Green pound devaluations reduce UK MCAs by 7 points
for beef, 5.5 points for other commodities with no
change in the green rate for sheep.

Green rale changes for sheep will be taken up in
the Review this Autumn.

The Commission withdrew their p;obosal for devalua-
tions in the green rate for sheep for Ireland and
Italy. However devaluations were agreed for Greece
and Portugal.

Taken with the strengthening of sterling in recent
months this represents a very significant improvement
in the UK position. Since February cereals MCAs
will have fallen 143% points and beef MCAs have
fallen almost 16 points.

In the sectors, which matter for our trade with
Ireland, the UK has achieved bigger devaluations
especially in the hard pressed beef sector. For
crops, Ireland gets a 6.5 point Cdevaluation.

Green rate devaluations raise support prices and
directly benefit most farmers. However they also
raise consumer prices and increase the burden on UK
public expenditure and on the Community budget.

A balance has to be struck and the reduction in
MCAs caused by the strengthening of sterling has to
be taken into account. I believe the settlement is
a very fair one.

juwﬂ e selfs ek g hhukoi
Support pricesAwill rise by about 2.4%: producer
returns will increase by about £250 m in a full
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"B : AGRIMONETARY REVIEW

COUNCIL DECISION

INFLATIONARY EFFECT

@:-REASED FRANCHISES

CHANGES IN THE
CALCULATION OF MCAs

The Council has adopted rules for the phased removal
of existing Dutch and German positive MCAs.™ This
removal is overdue. ‘It also agreed, subject to
review after a year, to continue the existing system
under which common farm prices are tied to the
strongest currency. But changes have been incorpo-
rated to reduce the inflationary effect. In addition,
a system has been set up for dismantling the new
MCAs created by future currency realignemnts.

This arises because countries with weaker currencies
have been able to press for green rate devaluations
so as to move their prices towards the rising German
level. Such moves should in future be offset by
cuts in the common prices themselves.

The Council agreed increased franchises to apply
in the poultry and olive oil sectors. These help
to reduce MCAs and increase market influence. This
will help our poultry exports.

The Council agreed that the calculation of MCAs
should be¢ based on a lower percentage of the interven-

tion price in the dairy, beef and cereals sectors,
so as to reflect market price levels more closely.
The percentages will be 95% for milk, 923% for
cereals and 807 for beef, instead of 100%, 100% and
85% at present. We welcome the change which will
increase the competitivéness of our exports of these
products: the benefit should feed back to farmers
themselves.



EFFECT ON CONSUMERS?

COST TO BUDGET/PE:

year because of the devaluation. Taken with the
commodity price settlement the effect on farm incomes

will be broadly neutral.
o€ Yo SAWe Seiaashetlo
Effect on Food Price Index/{will be0:7 % when all
the changes have worked through. The effect on the
RPI will be too small to be calculated accurately.

(Eu3dm)

In a full year the cost is estimated at bob meculon
the Community budget and about,£70m in UK public
expenditure.



‘ ¢ EUROPEAN MONETARY SYSTEM
s The Government has always recognised that joining
the ERM would have advantages and disadvantages.
We will not join until we are satisfied that the
balance is clearly and sustainably in tavour of
doing so.

ERM membership has no automatic effect on green
rates. These would still be reviewed at each price
fixing, and exceptionally at other times.
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I enclose a copy of the draft statement that my Minister
intends to make in the House this afternoon. I should be
grateful for immediate clearance.

I am copying this to Bernard Ingham (No 10), Steven Wood
(Lord Privy Seal's Office), Murdo MacLean (Chief Whip's

Of fice), Rhodri Walters (Chief Whip (Lords) Office),

Trevor Woolley (Cabinet Office), Andrew Lansley (Chancellor
of the Duchy of Lancaster's Office), Joan MacNaughton (Lord
President's Office) and to Private Secretaries to other

Agriculture Ministers and to the Treasury.
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With permission, I will make a statement about the meeting of

the Council of Agriculture Ministers of the European Community,

which took place during last night.

After four months of negotiations, the Council finally took
decisions on support prices and other measuEQS;_ﬁor 1987/88.
Thé compromise agreement marks a ‘further significant step towards
achieving a reformed common agricultural policy with reduced
price support and which is more market orientated, with intervention
systems operating to provide a safety net and not an alternative
market outlet. It complements the substantial reforms which
were achieved last December in the milk and beef sectors. The
Agreement will produce savings for the Community budget in 1987
and 1988; and it is a relatively favourable settlement for the
United Kingdom'improving the position of our farmers and traders

relative to their main competitors in the Community.

The decisions include substantial changes in the support
arrangements for a number of commodities. There will be cuts in
the prices at which cereals, oilseeds, rice and olive oil are
bought into intervention. The periods of the year during which
intervention is available for these products will be shortened.
Guarantee threshold arrangements are introduced for olive oil,
soyabeans and tomatoes, and the existing threshold arrangements
for oilseeds will operate more effectively. The Council also

cut support for wine, protein crops and for those fruit crops

which place the biggest burden on the budget.




Following the discussion in the European Council earlier in the
day, there was no question of Lhe o0ils and fats tax being
adopted. The Commission has not withdrawn its proposal and

intends to hold discussions with overseas suppliers. But our

position of strong opposition to the tax was re-emphasised and I

made clear that our attitude is unchanged.

The package includes a number of decisions inhéhg Egrimonetary
area. These include a devaluation of the green pound so as to
reduce UK monetary compensatory amounts by 7 points for beef and
5% points for other commodities with the exception of sheep.
Green rate changes for sheep will be considered as part of the
review of the sheep regime later this year. Besides the
devaluations, our farmers and traders will benefit from changes
in the method of calculating MCAs for beef, cereals and dairy

products, for which we pressed during the negotiations.

Following discussion by Heads of Government, the Council adopted
new arrangements for phasing out existing positive MCAs and
continued the present system that prevents new positive MCAs
from arising but with some adaptations which should be of some
assistance in reducing the inflationary effects and which provide

for the more automatic removal of new negative MCAs. This new
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I estimate that, taking the prices and the green rate changes
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together, this package will itself leave UK farm incomes unchanged.
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The effect on consumers will be very small.

In the negotiations I secured a number of welcome changes tu Lhe
Commission's original proposals. I fouéht off any decision on
the proposal to 1limit the number of ewes per farm which can
receive annual premium. The Commission promised to make a proposal-
for a system of milk quota leasing. This is now being discussed
in Brussels. I negotiated an additional year, up Eo April 1989,
for the acceptance of salted butter into intervention. And the
Council has accepted the need to take rapid measures to ensure

an adequate margin for the refining of raw cane sugar in the UK.

This Agreement is a step forward in the direction of reform.
But the problems of surplus production remain, and with them the

heavy budgetary burdens that result. There is no doubt that
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AGRICULTURE
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Why av@ we allowing ourselves to be upstaged by Americans — see
today“s cuttings below?

2 At pretty well every recent international meeting, you have

ade a major speech about the need to get some discipline 1into
agricultures You have made it a priority, taken pride in taking
the lead, and sald that 1t Is a Ne:l 1sBue for the GATT. Yet
here is the GATT meeting, and it 1looks from today's papers as
if you are leaving the practical running to Americans and
Australlans. The British are nowhere to be seen.

S I know the GATT negotiations are a matter of Community
competence. And I know the Community is hobbled by its own crazy
policies. But shouldn't you be seen urging the Europeans either

to welcome the initiative on offer or, if that's not realistic,

to propose something better?

4. I don't pretend that the world waits on the answer. But
\//’it may come to look hypocritical if you only bang on about the

lunacy of subsidies at meetings where they are not being negotiated,

and keep quiet when they are.
i Is it worth asking the GATT experts for a note on where we
are and what you might say when?

ROBER'T' CULPLN



FINANCIALTIMES

" TUESDAY, JULY 7, 1987

US seeks sweeping reform
of farm trade pollc1es4

BY WILLIAM DULLFORCE IN GENEVA

THE US yesterday put on the
table a sweeping proposal for
phasing out in 10 years all sub-
sidies  affecting  agricultural
trade and for doing away with
all import barriers during the
same period.

Marketing of farm produce
with the aid of export subsidies
would be frozen at its present
levels and then phased out over
the sare period.

Washington’s proposal was
submitted to the group negotiat-
ing farm trade under the
Uruguay round of the General
agreement on tariffs and Trade

It would eliminate all kinds
of farm support except for
direct income payments not
linked to production and market-
ing or bona fide aid programmes.
It would cover not enly farm
produce but also foods, bever-
ages, forest products, fish and
fish products.

In addition, the US called for
the harmonisation of health and

sanitary regulations. Domestic
regulations should be based
on internationally agreed
standards.

Gatt negotiators would tackle
a two-tier programme under
the US proposal. First, they
would agree on ways of measur-
ing farm support to zero over
10 years.

Second, each country would
be expected to indicate the
policy changes it would intro-
duce to meet its commitment
under the schedule and these
changes would have to bhe
accepted by the other countries.

The measure of support for
agriculture proposed by the US
is the producer subsidy equiva-
lent (PSE) introduced last
May in a study by the Organisa-
tion for Economic Co-operation
and Development (OECD). A

PSE is essentially a measure
of the income benefit to pro-
ducers derived from the
policies in operation in each
country.

PSEs are calculated by
measuring government budget
outlavs and other financial
benefits to farmers. They

. payments

include the benefit to farmers’
incomes of restrictive border
measures, calculated as-. the
difference hetween domestic
and external prices.

These components are com-
bined to give a PSE for each
country’s overall support to
agriculture,

The list of price supports that
the US wants negotiators to
take into account is extremely
comprehensive. It includes all
market price supports such as
the variable levies used by the
European Community, export
subsidies and credits, import
quotas and government pay-
ments to marketing boards.

Government contributions to
stabilisation funds and inven-
tory costs and interest subsidies
would be covered.

Deficiency payments to
farmers would alsp be included

-choite of means,

However, the US proposes
that each countty’'s 10-year plan
would be “bound ” under Gatt,
no exceptions or second
thoughts being allowed. But,
each year the specific commit-
ments would be examined to
determine whether modifica-
tions were needed in the light

"of the overall progress being

made by the country towards
the overall schedule.

Some mechanism would have
to be established for monitor-
ing progress, deciding on
enforcement and settling dis-
putes during the 10-year period.

When they are negotiating
their implementing schedules,
governments would be able to
claim credit for measures they
had introduced to reduce the
imbalance between production
and demand since the declara-

Washington’s proposal would eliminate all kinds of

farm support except direct income payments not

linked to production and marketing or bhena fide

aid programmes. It would cover not only farm

produce but also foods, beverages, forest products,
fish and fish products.

in the measure as would other
forms of income support such
as payments for storage, head-
age or acreage and negative
such as producer
levies.

In determining the level of
farm support the US paper also
lists for inclusion subsidies to
crop insurance, concessional
farm credits, fuel and fertiliser
subsidies and some capital
grants.

Marketing programmes, re-
search and advisory services
would come within the net to
be covered by the PSE measure.

In the second phase of the
negotiations under the Uruguay
Round, when each country
would indicate the policy
changes it would introduce to
meet the overall schedule of
reductions, governments would
retain some flexibility in their

tion with which trade ministers
launched Gatt’s Uruguay Round
at Punta del Este last Sep-
‘tember.

Conversely, countries would
be charged with “debits” for
measures taken since Punta del
Este which had worsened the
situation. They would have to
remove those measures before
receiving credit for reductions.

When governments are ready
to present their implementing
plans, the group should also
begin negotiating changes to
GATT rules to conform with
the “trading environment”
that would exist after the
10-year phase-out of subsidies.

Finally, the US suggests that
the rules and procedures
governing technical barriers to
trade should be expanded, to
apply more explicitly to pro-
cesses and production methods. |
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tke many a White House initia-
I tive, the United States

Administration’s plan to wipe
out farm subsidies deals in distinctly
round numbers. Maybe in 10 years,
maybe by the year 2000, President
Reagan proposes that all farm subsi-
dies affecting world trade should be
climinated.

At the headquarters of General
Agreement on Tariffs and Trade in
Geneva, where a special two-day
meeting on agriculture was just begin-
ning, the plan was expounded — and
duly given a welcome by Gatt’s Secre-
tary-Genceral, Arthur Dunkel. It was
also welcomed by the Australian dele-
gation — chief mover, with the US, in
the effort to speed up negotiations on
farm trade within the latest Gatt
round.

A thousand ages is but an evening
gonc, in Gatt negotiations as much as
in the sight of God; so the timetable
of the US plan matters little. It is,
however, further evidence of Ameri.
can determination to turn up the heat
on agriculture. The European
Community’s reaction was predict-
able, if still disappointing: commis-
sion officials described the US planas
er, not fully realistic.

Europe’s position on the question
of farm subsidies is becoming increas-
ingly unattractive. It is not, of course,
the only spefidthrift; studies pub-
lished by the Organisation for Eco-
nomic Co-operation and Develop-
ment in the spring (a major break-
through) demonstrated the
spectacular scale of Japanese pro-
ducer subsidies. The United States is
not frece of farm protection, as the
OECD studics made clear; indeed it
was the OECD estimates of the scale
of US subsidies that encouraged oth-
crs to hope they would not lose from
agricultural disarmament,

Nor docs the US plan proposc the

‘

removal of all farm support. With de-
tails still unclear, its aim is discern-
ible: to “decouple” support for farm-
ers from encouragement to them to
over-produce. This is the essential
first step; maybe a sufficient one. But
it has to be taken in consort,

For all industrial governments still
remain sensitive to their farming mi-
norities (though none perhaps as sen-
sitive as the German political estab-
lishment). In a speech that could have
bcen made almost anywhere in the
developed world, Britain’s new farm-
ing minister, John MacGregor, illus-
trated the dilemma yesterday. In his
speech at the opening of British
agriculture’s biggest annual cvent, the
Royal Show, he argued that he would
protect Britain’s farmers from “unfair
competition” and that it was no part
of his purpose to contain British, or
even European agriculture if others
did not do the same. And he, as an cx-
Chief Secretary to the Treasury, is
more than aware than most of his
kind of just how much it all costs,

Sowing the seed of farm refop

UTL;O§OK
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Economic Policy Committee

REFLECTIONS ON THE COMMON AGRICULTURAL POLICY OF THE COMMUNITY
FROM A GENERAL ECONOMIC POINT OF VIEW

Chairman's Report to the Council (Economic and Financial Affairs)

Introduction:

The Economic Policy Committee sees it as one of its tasks to take a
position on pressing questions of economic¢ policy in order to assist
and orient policy-makers in their decisions. It therefore considers
it appropriate to comment on agricultural policy from a general
economic point of view. It is clearly not the business of the
Committee to present detailed specific proposals for the reform of
the Common Agricultural Policy.

The Committee has asked me to report to the Council (Economic and
Financial Affairs) on the outcome of its dicussions on agricultural
policy. This could be useful in view of the deliberations on this
matter which will follow the European Council of the end of June
1987.

The current situation and fundamental problems

i. The Common Agricultural Policy (CAP) has certainly achieved most
of the aims listed in the Treaty of Rome. But in recent years it
has 4tself resulted in serious imbalances. As long as the
Community had a shortage of most of the main agricultural
products, supporting for farm incomes via prices - the salient
feature of the CAP = meant that the ocost was paid for
essentially Dby the c¢onsumer. This helped to disquise
budgetary and other problems. As the Community became
increasingly self-sufficient in £food, however, substantial
production surpluses also came into existence since year by year
supply was on average increasing far more sharply than demand.
This led to the build-up of huge stocks, placing an ever-heavier
burden on the Community budget. The CAP also led to a distorted
allocation of economic resources and intensified certain trade

conflicts. At the same time it still failed to prevent large
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sections of the agricultural population from regarding their
incomes as unsatisfactory. Besides the Community, almost all the
other industrialized nations share responsibility for the
present situation on the agricultural markets. World-wide
protectionism in agricultural policy led to a ccllapse of world

market prices and to distortions in international agricultural
trade.

Budgetary and macroeconomic aspects
2. It is true that reform of the CAP has become a pressing need

as a result of the high costs and the financing difficulties
besetting the Community budget. However, reform should not be
confined to this one aspect of the situation, however important
it may be. It should be geared to reducing progressively the
present distortions without at the same time creating new ones.

3. Prolonged maintenance of support or guarantee prices above their
equilibrium level has the effect of retaining too many workers
and too much capital in agriculture and produces excessive costs
for the other sectorse of the economy. This results in
distortions between agriculture and these other sectors.
Moreover, if some products are afforded greater protection than
others, it alsc results in distortions even within agriculture.

4. When agricultural prices are held above equilibrium levels, they
also directly impair the competitiveness of the industries
processing agricultural products. High prices and support costs
place a burden on other sectors, reducing the competitiveness of -
the economy as a whole. As a result of the wider effects of
agricultural protection on internaticnal trade, agricultural
policy has also had an adverse effect on producers of other
tradeable (especially manufactured) goods.
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Guidelines for reform

5.

The

The main pillar of the reform of the CAP must be to make
agriculture once more subject to the rules of the market
economy. Prices which do not reflect the market situation give
rise to the misallocation of resources. This is why genuine
market signals must again, and to an increasing degree,
determine farmers' decisions, and the conditions £for this must
be established. Price policy should not be the only tool of
ensuring proper incomes for those engaged in agriculture. A more
market-oriented policy is needed to bring about a balanced
relationship on a lasting basis between the supply of and demand
for agricultural products and the more efficient allocation of
resources. Such a policy requires certain transitional
arrangements and should be accompanised by appropriate
socio-structural measures.

adjustment process

6.

The existing imbalances have built up over a long period. They -
are 80 great that they cannot be corrected in the short term.
Because prices on world agricultural markets have been distorted
by manifold interventions, internationally concerted action is
necessary 8¢ that the conditions for market equilibrium can
gradually be restored. The distorting elements of the policy of
agricultural intervention must be eliminated step by step. Thise
applies to the Community but also to other countries which
determine world trade in agricultural products.

The reform of the agricultural policy will regquire an adjustment
process stretching over several Yyears. During this phase it
will very probably be difficult to avoid measures working
in the same direction as the necessary shift of official prices
such as a limitation of intervention obligations and the
introduction of co-responsibility levies. In cases where supply
takes too long to respond to the gradual adjustment of prices,
and surpluses build up, temporary recourse to instruments of
administrative control may be justified, such as measures
restricting the output of products gqualifying for price
guarantees (quotas), or the use of certain factors of production
(setting aside of land). In doing so, special situations in

Member States should be taken into account.

el wiOS" Al I
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When products are subjected to gquotas, & gradual alignment of
producer prices on equilibrium prices is also necessary. Views
differ on the most appropriate way to relate the process of
price adaptation to the phasing out of guotas.

The policy of setting farmland aside reguires the utmoet caution
because it distorts factor prices. It boosts the value of the
agricultural land which is allowed to be used and prevents land
from being used for alternative purpcses (agricultural or
otherwise). It can also lead to more intensive use of the land
remaining in production, and partly frustrate the objective of
reducling production.

As regards the adjustment of prices, two further considerations
should be taken into account:

On the one side, it would be desirable gradually to harmonize
the degree of protection enjoyed by ths various agricultural
products, g0 as to reduce the distorticons within the
agricultural sector. This would mean that, as far ae possible,
the most heavily protected products should be dealt with first.

On the other side, price differences resulting from monetary
compensatory amounts should be gradually reduced and disappear
altogether with the completicn of the internal market. The
Furopean Council has introduced a system which goes in this
direction.

Social and structural policy

10. The reform of the CAP by a gradual transition to a policy more

reliant on market forces must be accompanied by measures,
dealing with the following in particular 3

- greater mobility of the factors of agricultural production:
- gocial welfare measures to support this reorientations

- an appropriate policy on agricultural structures.

The Comittee is aware that structural adjustment in agriculture,
as in other sectors of the economy, is easier to undertake in an
environment of economic growth and high employment.

- 0
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Factor mobility

Labour mobility could be encouraged by an improved training
policy, backed up by appropriate aid for conversion and
restructuring. These aids should not, wherever possible, be
linked to the quantities produced, or to farm inputs., They need
not depend on whether or not the farmer leaves the sector.
Non—agricultural jobs should Dbe created by encouraging the
expansion of other industries or services.

Moreover, care should be taken to ensure that there is no
further distortion of relative factor costs in the agricultural
gsector and that there are no artificial and short-sighted
incentives favouring the use of capital rather than labour, such
as aids to investment or for the more intensive use of land
following set-asides.

Aids of a social nature

The Committee acknowledged the value in principle of such aids
for an appropriate transitional period. Aids should be
person-related. The basis for determining aid should be the
total income of persons employed in agriculture (including
gsubsidiary earnings) and not only their income from agricultural
activity. The Committee felt that it is not part of its remit to
express a detailed view on the manner in which, or the level at
which, such aide c¢ould be granted. Given the diversity of
farmers' situations in the Community, implementation by national
authorities within a Community £framework would be most
appropriate. This should not be seen as a step towards the

LE

renationalisation of the CAP. These measures should not be such

as to increase agricultural output.

Policy on agricultural structures

Policy on agricultural structures should, as a general rule, be
designed to be consistent with a policy directed towarda
reducing distortione and surpluses. Above all it should not
encourage investments designed to increase production when this
is inappropriate. This basic stance should not rule out social
or other policy measures insofar as these seem necessary for
reasons to do with the structure of soclety, the environment and
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regional development. In this context, the Comittee pointed to
the need to take account of the problems of regions which would
be particularly affected by the adjustments in agriculture.

Incorporation of new objectives

14.

15.

In recent years, increasing importance has been attached to
concerns such as the protection and improvement o©f the
environment and of landscapes. In these respects farmers may
perform a service to soclety without receiving payment via
producer prices. New tasks could properly be defined for them
for which they would be paid = insofar as this is not already
the cease. Compensation could be envisaged in cases where the
permanent abandonment of farmland or its conversion to other
uses is entailed. If, for ecological reasone or for the purposes
of landscape improvement, it seems desirable to preserve
agricultural activities in specific areas, provision should be
made for the appropriate measures.

In order to prevent over-intenasive wuse ©of the soil,
ecologicially undesiderable production methods, the inadequate
rotation of crope or high-density stockfarming £rom entailing
risks and costs to the environment, the same principles should
as far as possible be applied to agriculture as are applied in
environmental policy generally, among which the principle that
"the polluter pays" plays a Key role.

summary

l6.

The main considerations are the following:

- It is essential to obtain a better adjustment of supply to de-
mand through measures enabling the market to play a greater
role.

- A more strongly market-related pricing policy should be the
central pillar of the reform of the CAP., In particular,
pricing policy must gradually be detached £from the objective
of income support; cther instruments should be used to ensure
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proper incomes for those engaged in agriculture. Prices should
again be more etrongly determined by the aim of balancing
supply and demand than they are in the present system. This
would help to ensure the better allcocation of resources whilst
reducing the overall budgetary burden. It can only be brought
about by an adjustment process stretching over several years.

Since the reorientation of agricultural policy requires
radical adjustments on the part of farmers, it requires
corresponding bacK-up measures. These could in particular
comprise aids for restructuring and conversion as well as
social measures, the overall budgetary costes of which should
be lower than the savings obtained by the price reductions.

New or broader tasks in the field of environmental and land-
scape protection and improvement might provide employment and
reduce the extent of the necessary structural adjustment.

- World agricultural markets are at present characterized Dby

distortions caused by various interventions in most
countries. The progressive removal of interventions which work
against a more balanced relationship between supply and demand
is thus also a matter for international negotiations and will
call for contributions from all participating in them.

10: 52
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ECONOMIC POLICY COMMITTEE

The Chairman

ECONOMIC REFLECTIONS
ON THE COMMUNITY'S AGRICULTURAL POLICY

REPORT TO THE COUNCIL

The Economic Policy Committee sees it as one of its
tasks to take a position on pressing questions of economic
policy in order to assist and orient policy-makers in their
decisions. It therefore considers it appropriate to comment on
agricultural policy from a general economic point of view. It
is clearly not the business of the Committee to present
detailed specific proposals for the reform of the Common
Agricultural Policy.

The Committee has asked me to report to the Council
(Economic and Financial Affairs) on the outcome of its
dicussions on agricultural policy. This could be useful in
view of the deliberations on this matter which will follow the
European Council of the end of June 1987.

The current situation and fundamental problems

1. The Common Agricultural Policy (CAP) has certainly
achieved most of the aims listed in the Treaty of Rome. But in
recent years it has itself resulted in serious imbalances. As
long as the Community had a shortage of most of the main
agricultural products, supporting farm incomes via prices -
the salient feature of the CAP - meant that the cost was paid
for essentially by the consumer. This helped to disguise
budgetary and other problems. As the Community became
increasingly self-sufficient in food, however, substantial

production surpluses also came into existence since year



by year supply was on average increasing far more sharply than
demand. This led to the build-up of huge stocks, placing an
ever-heavier burden on the Community budget. The CAP also led
to a distorted allocation of economic resources and
intensified certain trade conflicts. At the same time it still
failed to prevent large sections of the agricultural
population from regarding their incomes as unsatisfactory.
Besides the Community, almost all the other industrialized
nations share responsibility for the present situation on the
agricultural markets. World-wide protectionism in agricultural
policy led to a collapse of world market prices and to

distortions in international agricultural trade.

Budgetary and macroeconomic aspects

2. It is true that reform of the CAP has become a
pressing need as a result of the high costs and the financing
difficulties besetting the Community budget. However, reform
should not be confined to this one aspect of the situation,
however important it may be. It should be geared to reducing
progressively the present distortions without at the same time

creating new ones.

3. Prolonged maintenance of support or guarantee prices
above their equilibrium level has the effect of retaining too
many workers and too much capital in agriculture and produces
excessive costs for the other sectors of the economy. This
results in distortions between agriculture and these other
sectors. Moreover, if some products are afforded greater
protection than others, it also results in distortions even

within agriculture.

4. When agricultural prices are held above equilibrium
levels, they also directly impair the competitiveness of the
industries processing agricultural products. High prices and
support costs place a burden on other sectors, reducing the

competitiveness of the economy as a whole. As a result of the



wider effects of agricultural protection on international
trade, agricultural policy has also had an adverse effect on

producers of other tradeable (especially manufactured) goods.

Guidelines for reform

5. The main pillar of the reform of the CAP must be to
make agriculture once more subject to the rules of the market
economy. Prices which do not reflect the market situation give
rise to the misallocation of resources. This is why genuine
market signals must again, and to an increasing degree,
determine farmers' decisions, and the conditions for this must
be established. Price policy should not be the only tool of
ensuring proper incomes for those engaged in agriculture. A
more market-oriented policy 1is needed to bring about a
balanced relationship on a lasting basis between the supply of
and demand for agricultural products and the more efficient
allocation of rescurces. Such a rpolicy requires certain
transitional arrangements and should be accompanied by

appropriate socio-structural measures.

The adjustment process

6. The existing imbalances have built up over a long
period. They are so great that they cannot be corrected in the
short term. Because prices on world agricuitural markets have
been distorted by manifold interventions, internationally
concerted action is necessary so that the conditions for
market equilibrium can gradually be restored. The distorting
elements of the policy of agricultural intervention must be
eliminated step by step. This applies to the Community but
also to other countries which determine world trade in

agricultural products.

7. 'The reform of the agricultural policy will require an
adjustment process stretching over several years. During this

phase it will very probably be difficult to avoid measures

working in the same direction as the necessary shift of



official prices such as a limitation of intervention
obligations and the introduction of co-responsibility levies.
In cases where supply takes too long to respond to the gradual
adjustment of prices, and surpluses build up, temporary
recourse to instruments of administrative control may be
justified, such as measures restricting the output of products
gqualifying for price guarantees (quotas), or the use of
certain factors of production (setting aside of land). In
doing so, special situations in Member States should be taken

into account.

8. When products are subjected to quotas, a gradual
alignment of producer prices on equilibrium prices is also
necessary. Views differ on the most appropriate way to relate

the process of price adaptation to the phasing out of quotas.

The policy of setting farmland aside requires the
utmost caution because it distorts factor prices. It boosts
the value of the agricultural land which is allowed to be used
and prevents land from being used for alternative purposes
(agricultural or otherwise). It can also lead to more
intensive use of the land remaining in production, and partly

frustrate the objective of reducing production.

9. As regards the adjustment of prices, two further

considerations should be taken into account:

On the one side, it would be desirable gradually to
harmonize the degree of protection enjoyed by the various
agricultural products, so as to reduce the distortions within
the agricultural sector. This would mean that, as far as

possible, the most heavily protected products should be dealt
with first.

On the other side, price differences resulting from
monetary compensatory amounts should be gradually reduced and
disappear altogether with the completion of the internal
market. The European Council has introduced a system which

goes in this direction.



Social and structural policy

10. The reform of the CAP by a gradual transition to a
policy more reliant on market forces must be accompanied by

measures, dealing with the following in particular :

- greater mobility of the factors of agricultural production;
- social welfare measures to support this reorientation:;

- an appropriate policy on agricultural structures.

The Comittee is aware that structural adjustment in
agriculture, as in other sectors of the economy, is easier to
undertake in an environment of economic growth and high

employment .

a) Factor mobility

11. Labour mobility could be encouraged by an improved
training policy, backed up by appropriate aid for conversion
and restructuring. These aids should not, wherever possible,
be linked to the quantities produced, or to farm inputs. They
need not depend on whether or not the farmer leaves the
sector . Non-agricultural jobs should be created by encouraging

the expansion of other industries or services.

Moreover, care should be taken to ensure that there is
no further distortion of relative factor costs in the
agricultural sector and that there are no artificial and
short-sighted incentives favouring the use of capital rather
than labour, such as aids to investment or for the more

intensive use of land following set-asides.

b) Aids of a social nature

12 The Committee acknowledged the value in principle of
such aids for an appropriate transitional period. Aids should
be person-related. The basis for determining aid should be the
total income of persons employed in agriculture (including

subsidiary earnings) and not only their income from

agricultural activity. The Committee felt that it is not part



of its remit to express a detailed view on the manner in
which, or the level at which, such aids could be granted.
Given the diversity of farmers' situations in the Community,
implementation by national authorities within a Community
framework would be most appropriate. This should not be seen
as a step towards the renationalisation of the CAP. These
measures should not be such as to increase agricultural

output.

c) Policy on agricultural structures

13. Policy on agricultural structures should, as a
general rule, be designed to be consistent with a policy
directed towards reducing distortions and surpluses. Above all
it should not encourage investments designed to increase
production when this is inappropriate. This basic stance
should not rule out social or other policy measures insofar as
these seem necessary for reasons to do with the structure of
society, the environment and regional development. In this
context, the Comittee pointed to the need to take account of
the problems of regions which would be particularly affected
by the adjustments in agriculture.

Incorporation of new objectives

14. In recent years, increasing importance has been
attached to concerns such as the protection and improvement of
the environment and of landscapes. In these respects farmers
may perform a service to society without receiving payment via
producer prices. New tasks could properly be defined for them
for which they would be paid - insofar as this is not already
the case. Compensation could be envisaged in cases where the
permanent abandonment of farmland or its conversion to other
uses is. entailed. If, for ecological reasons oOr for the
purposes of landscape improvement, it seems desirable to
preserve agricultural activities in specific areas, provision

should be made for the appropriate measures.



15. In order to prevent over-intensive use of the soil,
ecologicially undesiderable production methods, the inadequate
rotation of crops or high-density stockfarming from entailing
risks and costs to the environment, the same principles should
as far as possible be applied to agriculture as are applied in
environmental policy generally, among which the principle that

"the polluter pays" plays a key role.

Summary

16. The main considerations are the following:

'~ It is essential to obtain a better adjustment of supply to
demand through measures enabling the market to play a

greater role.

- A more strongly market-related pricing policy should be the
central pillar of the reform of the CAP. In particular,
pricing policy must gradually be detached from the objective
of income support; other instruments should be used to
ensure proper incomes for those engaged in agriculture.
Prices should again be more strongly determined by the aim
of balancing supply and demand than they are in the present
system. This would help to ensure the better allocation of
resources whilst reducing the overall budgetary burden. It
can only be brought about by an adjustment process

stretching over several years.

- Since the reorientation of agricultural policy requires
radical adjustments on the part of farmers, it requires
corresponding back-up measures. These could in particular
comprise aids for restructuring and conversion as well as
social measures, the overall budgetary costs of which should

be lower than the savings obtained by the price reductions.



- New or broader tasks in the field of environmental and
landscape protection and improvement might provide
employment and reduce the extent of the necessary structural

adjustment.

- World agricultural markets are at present characterized by
distortions caused by various interventions in most
countries. The progressive removal of interventions which
work against a more balanced relationship between supply and
demand is thus also a matter for international negotiations
and will call for contributions from all participating in
them.
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AGRICULTURE

The Chancellor has seen Mr Culpin's minute of 7 July.

25 The Chancellor agrees with Mr Culpin, and in particular the
point in his paragraph 4. He would indeed be grateful for a note on
the current state of play and what public comments he should make.

(I understand that IF are in the lead on this aspect of the GATT

negotiations.)

A P HUDSON

\ )
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CAP REFORM : MEETING ON 28 JULY

There are three papers for this discussion, with an annotated

agenda on top.

2is The first paper, prepared largely by Mr Edwards and
Mr Bonney, sets out the main agricultural issues that we will
be grappling with in the run-up to the Copenhagen European

Council,

3 Improved budget discipline and the bid for effective
commodity stabilisers are central to our strategy. But this

paper seeks for the first time to look at the nexus of agricultural
issues - including in some detail the guideline problem and

the safety valve idea: plus also income aids and setaside.

We circulated a draft to the Hannay/Williamson mafia and will
report more fully on others' views (still pretty divergent)

at the meeting. Until the Commission produce their stabiliser
proposals, we can scarcely go firm on a strategy. But we would

find it helpful to talk over this complex of questions, not

least how best, later on, to play the safety valve idea.

4. The second paper, which Mr Byatt and EI have prepared,
and was discussed in PCC a couple of weeks ago, is concerned
not so much with immediate negotiating issues as the long
term framework for CAP reform: and in particular the case

for a policy based more overtly on market prices. The EPC




CONFIDENTIAL

has recently agreed a reflective piece, the third paper attached,
containing a number of notably similar themes: with only
occasional traces of foreign accent. It would be useful to
consider how far the underlying analysis in the Byatt and
EPC papers should inform what we say and do. Specifically,
should we encourage, for example, ECOFIN discussion of the

EPC paper?

LY

R G LAVELLE
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CAP REFORM

1. The EC paper outlines a possible negotiating strategy

in the run-up to the Copenhagen European Council:

- Would it be realistic to look for more radical (market

oriented) objectives over the next few months?

- Is a deal on the lines of paragraph 43(b) the most

promising in vicw?

- How important do we rate income aids in the adjustment

process? What approach would suit us best?

- What are the principal tactical considerations? How

and when should we introduce our ideas on safety valves?

2. Looking further ahead, the EI paper sets out a long-
term framework for CAP reform. How far should we be prepared
to deploy these arguments? In particular is it useful:
M
- To argue that agriculture should be treateé}like other

} sectors of the economy?

- To emphasise the resource costs as well as the budgetary

/ costs of the CAP in judging proposals for reform?

- To stress the importance of getting progressive reductions
in agricultural prices to get closer to world market
prices and to try to ensure that other ways of restricting
output (eg quotas and compulsory setaside) have only

a transitional-*function?

A number of these points are contained in the EPC paper. Should

we encourage this paper to be tabled and discussed at ECOFIN?

3. How does all this fit with other domestic/international
preoccupations? Are there some general themes to which we

need to give greater weight?
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BUDGET DISCIPLINE AND CAP REFORM: TOWARDS A NEGOTIATING STRATEGY

This note considers what the UK's strategy on budget discipline
for agriculture and CAP reform should be in the remaining

stages of the future financing negotiation. The strategy

for the negotiation needs to have regard to the very large
economic and financial losses which the UK is making as a

result of current CAP policies (see Annex A), the past history

of attempts to reform the CAP (Annex B) and the realities

of what is likely to be achievable given the attitudes of

other Member States in the negotiation (Annex C). The UK

has already tabled a paper in Brussels on agricultural stabiliser

mechanisms (Annex D).

2% The UK's main leverage on agricultural policy and budget
discipline is the need for unanimous agreement for any increase
in the Community's own resources. The note focuses accordingly
on changes which might most fruitfully be sought in that
context. In the medium term the focus of agricultural policy
reform may shift to the GATT round. But substantive negotiations
in GATT could take four or five years, and we cannot afford

to wait that long before seeking improvements in the Community's

policies.

Obijectives
3. The UK's economic and financial objectives with regard

to the CAP can be summarised as follows:

(1) reduction or limitation of the UK's economic and
financial burdens from the CAP, including budgetary,

trading and resource allocation losses;

{(11) to that end, greater market orientation in the
CAP through lowcr support prices, further dilution
of open-ended guarantees and restoring intervention
buying to a safety-net role (all this subject to
preserving a healthy farming sector in the UK and
avoiding unnecessary discrimination against our

industry); and
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(did) substitution of national for Community financing lCMAﬂTJ
to the greatest extent possible, not least for

income support and other supplementary measures,

%?;%ﬁ%réi but stopping short of open advocacy of "renationalisation"

which would be counterproductive.

There are some unresolved differences between Departments

on how best to achieve these goals in the current negotiation.
Further Ministerial discussion will be necessary in the autumn,

by which time the Commission will have tabled its detailed
proposals following the June European Council and their implications

will have been assessed.

Basic problems

4. There are two basic problems which have tended to bedevil
our efforts to make progress: the negotiating problem of

how to persuade other Member States to accept unpalatable
changes and the expenditure problem of how to cash limit

a programme which is largely demand-led.

5. The only solution to the negotiating problem will be

to come to some kind of a deal with the other Member States

under which they will reluctantly agree to some of our requirements
in return for our reluctantly agreeing to some of theirs.

Although our agreement will be required before the own resources
ceiling can be raised, the number of quids pro quo which

we can secure in return will inevitably be limited, and it

will be important to select carefully what we go for. We

shall also need to distinguish carefully between changes

in the CAP which we wish to see ourselves and those which

we might be willing to concede in return for our own desiderata.

6. The expenditure problem of how to contain a largely
demand-led programme is also exceptionally difficult. Essential
elements in a solution will be establishing an appropriate
financial limit, together with provisions whereby price fixing
and other decisions must be consistent with that limit, and
introducing stabiliser mechanisms into the individual regimes

to improve the prospects for respecting the limit. It has
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however to be recognised that even these measures may not
suffice to ensure that the prescribed limits are respected.
The only way of clinching this would seem to be through some
provision whereby any unavoidable excess expenditure would
be financed nationally and not by the Community budget. In
the absence of agreement on this, an alternative approach
which might be considered (if it did not get in the way of
any other objectives we might have for the UK abatement)
would be to insist that the UK should receive 100 per cent
compensation for any increase in its net contribution caused
by an overrun in agricultural expenditure. The difficulties

of achieving such outcomes should not be underestimated,

especially given the statement in the European Council conclusions

that "any risk of movement towards renationalisation" should

be avoided.

Elements in a possible deal

e Against the above background the best deal we could
hope to achieve at the end of the negotiation might include

the following elements. We would trade

(a) some increase in the financial guideline limit
(preferably with an agreement on how to cover inter
alia the costs of depreciating old stocks) in the
context of an agreed increase in the own resources

ceiling, and

(b) something on income aids, so long as these are
production neutral and as far as possible nationally

financed,

in return for

(c) the introduction of satisfactory stabiliser mechanisms,
regime by regime, and
(d) a safety-valve provision whereby any[;navoidablél

excess of expenditure over the guideline limit

would be borne nationally (or at least not be permitted

to increase the UK's net contribution).

The following paragraphs discuss each of these items in turn.
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Financial guideline limit

8. It is clear that some increase in the financial guideline
limit on agricultural guarantee expenditure will be an unavoidable

element in the final outcome of the future financing negotiatiomn.

2 I The case on merits for raising the guideline limit may
be less than compelling from a UK standpoint. If other Member
States were prepared to take the kind of decisions which

we would like to see on support prices, other subsidies,
intervention practices, stabiliser mechanisms and means of
financing, then the existing guideline limit, based on the
average level of actual market support expenditure in 1984-85
uprated annually in line with the increase in total available
own resources, might in principle suffice for future years

as well. But we would need to be ready to accept across the
board price cuts of 20 per cent now to respect the current

guideline in 1988.

10. In practice no other Member State will be willing to

leave the guideline limit at its present level. They will

all insist that containing expenditure within the present

limit would require drastic decisions on prices or quantitative
restrictions which they would find totally unacceptable and
that the limit must be raised to a 'realistic' level. It

is precisely the shortage of resources available for agricultural
support that has persuaded France, Germany and others of

the need for an increase in the own resources ceiling. They
will be determined to ensure that agriculture receives a

good share of such an increase. The southern Member States

and Ireland will be no less concerned to ensure that other
kinds of expenditure receive a good share; but they too will

see a raising of the agricultural guideline limit as essential.

11. In keeping with this, the June European Council conclusions,
not accepted by the UK, already provide that "the starting

base of the agricultural norm must be redefined to take account
of the current situation". The text continues with an obscure

reference to "exceptional circumstances" and the influence
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of exchange rates: "The effect of exceptional circumstances
will have to be better defined and in particular the monetary

factor will have to be neutralised in both directions." More

reassuringly, the conclusions also provide for effective

and binding budgetary discipline, including continuation

<.“‘ mm—
v\ of the existing budget discipline provision whereby agricultural

expenditure must not progress at a rate exceeding that of

the own resources base.

12. As a general rule, agriculture is the area of Community
spending which disadvantages the UK most. Our receipts share
of around 8 per cent is far below our share of contributions
to the budget of around 18 per cent, leaving us as heavy

net contributors even after allowing for the Fontainebleau

abatement, which reduces the gap from about 10 to about 3% percentage

points (see Annex A). Our marginal contribution to extra
agricultural spending may fall slightly if the Commission's
'fourth resource' proposal is adopted but is virtually certain
in practice to remain substantial. The agriculture programme
is also extremely costly in terms of UK public expenditure

(see Annex A again).

13. Against the above background, it will be an important
UK objective to contain the once-for-all increase in the
agricultural guideline limit, and the annual growth of the
limit thereafter, as far as possible. The main issues in
this connection, on which MAFF and Treasury officials are

now working intensively, are as follows:

(i) New base-level. The Commission's proposals earlier

in the year envisaged a once-for-all increase of

15-20 per cent in the level of the guideline, raising
the 1988 figure from some 23 billion ecu to some

27 billion ecu. This proposal was based on amounts
needed in 1987 as then perceived. The Commission

may well aryue, however, that the Council's failure

to adopt the oils and fats tax and other measures
proposed in the price fixing will require a substantial
upward revision of this figure. Officials are in

the process of evaluating the Commission's figures



(ii)

it

CONFIDENTIAL

and projecting future needs, which will continue
to be affected by movements in the exchange rate

and by policy on stock depreciation.

Annual growth of guideline limit. If we accepted

the Commission's proposals, endorsed by the other
eleven Member States at the June European Council,
that (a) the own resources ceiling should in future
be expressed as a percentage of Community GNP and
(b) the guideline limit should continue to grow

in line with total available own resources, then
the agriculture guideline limit (as well as the
total of available own resources) would grow over
time faster than at present, in line with Community
GNP. The UK will need to reach a view on whether

it could accept expressing the own resources limit
as a percentage of GNP and, if so, whether we would
be content to let market support expenditure grow
at this rate, too: the alternative would be to
provide that the limit on market support expenditure
should grow at some fraction (say two-thirds) of
the rate of growth of available own resources.

Relationship between guideline and own resources

limits. The relationship between the new agricultural

guideline limit and the new limit on total own
resources is likely in practice to be a key determinant
of the future distribution of the Community budget

as between agriculture and other policies. For

that reason among others, the final decision on

the guideline limit will need to be taken simultaneously
with that on the own resources limit. The effect

of the present guideline, if it had been observed,
would have been to limit market support expenditure,

as defined for guideline purposes, to 56.7 per

cent of the own resources base (again as defined

for this purpose). After allowing for other elements

of agricultural expenditure, this ratio rises to

60.4 per cent, and the actual underlying level

of expenditure has in practice been about 65 per
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N cent. We may wish at a later stage in the negotiation
= ’ to oppose any increase in the guideline limit which
\\/fif 1 would involve a higher ratio of agricultural expenditure

to available own resources, provided that the ratio

;7_ \ is improved by keeping down the agricultural guideline

limit rather than increasing other elements in

expenditure.

l4. As implied above, three important technical issues which

will also affect the level of the guideline are (a) the arrangements
for depreciating stocks, both past and present, (b) the provisions
for exceptional circumstances (where the Commission have

proposed a monetary reserve to deal with the consequences

of currency fluctuations) and (c) the definition of expenditure
covered by the guideline, which at present nets out the proceeds

of co-responsibility levies. Officials are working on these

aspects as well.

15. In addition we shall need to consider the scope for
building on the European Council conclusions to make the
current budget discipline conclusions on agriculture more
binding and effective. Possibilities include turning the
current Council "conclusions" and supplementary Commission
statement into legally binding Regulations; improving and
clarifying the drafting as far as possible and incoporating
the procedural changes (ie the Commission's undertaking to
make its price fixing proposals within the guideline and

the need for prior agreement of ECOFIN to exceed it) proposed

in the paper circulated by the UK in Brussels.

N oS

16. Although production-neutral income support could have

a part to play in the final settlement, as the European Council
conclusions note, the UK has in general no interest in such
measures except as a quid pro quo for changes which we do

want to see such as price cuts and the introduction of stabiliser

mechanisms.“(( @A\ ()A\n\ﬁ\) wiv la(r 3(’%\(“\4 /\qf AL~ - aNs .

17. The Commission's rather incoherent proposal for part-EC
funded aids has been generally attacked and it is quite possible

that a new and simpler proposal from the Commission would
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be necessary if income aids were to make progress in the

autumn.

18. While we have welcomed the framework proposal to control
nationally paid aids and prevent distortions of competition
between member states, we have opposed the part-EC funded
proposals. The latter seem likely, in practice, to lead to
increased production and expenditure. There are also serious
problems about introducing a preferential social security

scheme for one sector of the population only. All three schemes
are optional on member states. Even if a scheme were implemented
in the UK, it is inevitable that our net contribution position
would deteriorate in consequence of the introduction of measures
of this kind elsewhere in the Community. The trend would

be particularly acute if there was significant take-up in

the southern member states where there are serious . problems

over proper control of expenditure.

Other measures
19. The European Council conclusions also refer tothe possibility

of "other measures, such as, for example, encouragement of
the setaside of land or more extensive farming”". The UK

has taken a more advanced position on ideas of this kind,

because it is clearly better to secure cost-effective, production-

reducing measures which are of interest to the UK than expensive,
at best production-neutral income aids, which are not. The
recent socio-structures measures adopted by the Agriculture
Council provide that member states should introduce incentive

schemes for farmers willing to "extensify" their production

e e e e oo IR
SO e D

now undertaken to produce a further study on such schemes

in the autumn partly at the British request. It is obviously
essential that they should be cost-effective in the sense

of reducing production and expenditure, and facilitating
reduction in the level of support. From the UK's point of

view, it is important that such schemes should be substantially
nationally financed, as with the "extensification" scheme.
Subject to this, we should not rule out the possibility of
making progress with such measures in the context of the

future financing negotiations.
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20. Other Departments have differing views on the merits
of supplementary measures. The FCO in particular seem anxious
to launch some sort of UK initiative on income support while
MAFF (who regard income support as anathema) spend much
time plugging the merits of setaside. This is one of the

issues on which Ministers may need to focus in September.

CAP stabiliseré

21. The UK has already made clear that we regard the introduction
of effective CAP stabilising mechanisms, regime by regime,

as a sine qua non for agreeing to raise the own resources

ceiling. This ought clearly to remain our position.

22. The June European Council conclusions contain helpful
language in this connection. The section on budget discipline
invites the Council, "acting on a Commission proposal, to

adopt the additional regulations which will enable the Commission,
in the context of the management of the market, to keep the

level of expenditure within the budget framework". The agricultural
section of the conclusions states: "The Commission and the
Council will have to draw up an inventory of the various
adjustments made to the common agricultural policy and on

that basis the Council will adopt the requisite supplementary
measures, including measures to ensure that the budgetary '
discipline is fully observed." Since the European Council,

UKREP has tabled the UK's own ideas on stabilisers (see Annex D),

which include some guiding principles as well as specific

options.

23. The UK's main immediate aim should be to insist that
the Agriculture Council must take decisions on at least the
major problem commodities, including cereals and oil-seeds,

in November before the Copenhagen European Council.

24. On substance, we shall wish to press the Commission
hard to put forward proposals which conform with our own

guiding principles. We shall also wish to ensure if we can
that any inventory of existing measures includes a commentary
on their effectiveness in curbing surplus production and

controlling expenditure.
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25. Although we have mostly based the UK's suggestions for
stabilisers on existing mechanisms, other Member States and

some parts of the Commission are unlikely to have much enthusiasm
for them. The Commission claim that their proposals will

be less "timid" than the UK's ideas. But in practice they

are likely to include devices which UK agricultural interests

will find unattractive such a the wider use of co-responsibility
levies on producers and a significant extension of the Commission's
management powers. Given the usual tempo of negotiations

in the Agriculture Counciﬁgnd the reforms made to a number

of key regimes over the lést years, it will be difficult

in practice to achieve substantive decisions before December.
Nearer the time we shall need to consider whether sufficient
progress has been made to justify movement elsewhere in the
negotiation. But we should certainly not appear to relax

the momentum on stabilisers at least until the Agriculture

Council on 19-20 October which, according to the Danish Presidency,

is scheduled to take decisions on the Commission's proposals.

A "safety-valve"
26. It is perhaps unlikely in practice that the Community
will be able to reach agreement on CAP stabiliser mechanisms

which are adequate in themselves to ensure that any future
guideline limit will be respected. There must be a high risk

that the Council will not have the collective will to take

the necessary measures to ensure this. The UK would then

be faced once again with a substantial increase in our net
contribution, reflecting our low share of agricultural expenditure
relative to our contribution share. This has happened once.

It could all too easily happen again.

27. Against this background, the UK would seem amply justified
in seeking agreement that the Community budget should no
longer have to bear the cost of any expenditure by national
intervention agencies in excess of the guideline limit. We

could describe this, quite reasonably, as a kind of safety-valve.

If good agreements on stabilisers were in prospect, we could
point out that the safety-valve would be unlikely to be much
used in practice. If on the other hand the agreements in
prospect on stabilisers were less than adequate, we could
argue with some force that this reinforced the case for having

a safety-valve.

10
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28. The mechanics of the safety-valve would be relatively
simple. If the guideline limit were X becu and actual expenditure
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