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The Cabinet considered a memorandum by the Secretary of State for 
F o r e i g n and Commonwealth A f f a i r s (C(80) 29) assess ing the results 
of the negotiations at the meeting on 29 and 30 May of the Counc i l of 
M in i s t e r s of the European Communi ty on the United Kingdom's 
contribution to the Community Budget and related questions and at a 
pa ra l l e l meeting of the Counc i l of Ag r i cu l tu re M in i s t e r s , to which was 
attached a factual note descr ib ing the outcome of those negotiations 
and showing how matters had p rog res sed since the Dubl in and 
Luxembourg European Counc i l Meet ings . 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y said that the 
proposa ls set out i n h is memorandum were the resul t of a long and 
labor ious negotiation* The meeting, i n which the L o r d P r i v y Seal 
had a lso part ic ipated, had started with the F r e n c h and Germans 
asser t ing that the f igures on offer for our budget contribution at the 
Luxembourg European Counc i l were no longer on the table. The 
Ge rmans were under instruct ions not to agree to a refund for 1980 as 
high as the one on offer i n Luxembourg . The F r e n c h had also opened 
with a set of unacceptable conditions. A diff icult negotiation had led 
to the outcome set out i n the annex to h is paper . What was now i n 
prospect was a solution to our budgetary p rob l em cover ing three yea r s . 
F o r 1980 the new proposa l would resu l t i n a h igher net contribution than 
the 538 meua offered at Luxembourg , but the figure for 1981 was within 
our target a rea and represented an improvement on what was available 
at L u x e m b o u r g , while the refund for the two years taken together came 
out higher than was offered then. Ove r a l l i t amounted to a refund of 
two-thirds of the net B r i t i s h contribution. It was accompanied by a 
r i sk shar ing formula which would set c lear l im i t s to our additional 
f inancia l obligations i f the unadjusted net contribution proved to be 
higher than allowed for i n the C o m m i s s i o n ' s est imates . T h e r e was also 
a sat is factory undertaking that should safeguard the posit ion for 1982. 
In addition the proposa ls provided for a major review of the Community ' s 
f inances, i n which the Community was pledged to reso lve the p rob l em by 
means of s t ructura l changes within the 1 per cent Value Added T a x (VAT ) 
ce i l ing a imed at preventing the r ecu r r ence of unacceptable situations 
for any member state. He had rese rved the United Kingdom's posit ion 
on the entire package. While the proposa l s did not give us a l l we 
should have l iked to achieve, he and the L o r d P r i v y Seal were satisfied 
that they were the max imum we could get short of provoking a major 
c r i s i s that would weaken st i l l further the Communi ty ' s capacity to cope 
with wor ld events as wel l as its own internal p rob l ems . 

T H E MIN ISTER O F A G R I C U L T U R E , F I S H E R I E S A N D F O O D said that 
i n the pa ra l l e l negotiations i n the Ag r i cu l tu re Counc i l i t had been possible 
to secure further improvements in the ag r icu l tura l p r i c e s package, which 
now offered substantial benefits for the United Kingdom including the 
continuation of the butter subsidy, a satisfactory suckler cow p r e m i u m 
and refunds on whisky exports . The average 5 per cent p r i c e increase 
was higher than we would l ike , though i t would produce an increase of 
only 0. 7 per cent on the food p r i ce index and 0. 15 per cent on the re ta i l 
p r i c e index. On sheepmeat, we had been able to secure changes i n 
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the C o m m i s s i o n ' s proposa ls which would be advantageous to B r i t i s h 
f a rmer s while provid ing protect ion for the interests of New Zealand, 
T h e r e would be no intervention buying in the United K ingdom. 
Instead there would be p rov i s ion for def ic iency payments to B r i t i s h 
producers f r o m Community funds. Under this scheme the guaranteed 
r e tu rn to United Kingdom producers would be inc reased by 17 pe r cent 
i n 1980-81, and would r i s e steadily thereafter as reference p r i c e s were 
aligned over a four year pe r i od . Consumers here would benefit 
because the def ic iency payments, and their r ecove ry on l amb exports, 
would keep United Kingdom market p r i c e s down; while the prov i s ions 
for New Zealand gave her i n effect a veto over the introduction of the 
scheme and an opportunity to negotiate on the volume c f he r impor t s 
intc the Communi ty i n exchange for a reduction i n the existing tari f f . 
T h e r e was p rov i s i on for export refunds, but C o m m i s s i o n e r Gundelach 
had apsured h i m and the Deputy P r i m e M in i s t e r of New Zealand that 
they would only be used with the agreement of New Zealand* 

T H E C H A N C E L L O R O F T H E E X C H E Q U E R said that, although the 
proposa ls did not measure up to the ful l scale of the United Kingdom's 
f inancia l gr ievance, we should accept them and use the commitment to 
budgetary res t ructur ing to achieve nece s sa ry changes i n the Common 
A g r i c u l t u r a l P o l i c y (CAP ) . A s to the publ ic expenditure impl icat ions 
of the proposed settlement, unless we were successful i n negotiating 
advance payments, we should get the f i r s t refund back in the f i r s t 
quarter of 1981, before the c lose of our own f inancia l year . In this 
way, the publ ic expenditure savings i n the White Paper would be 
inc reased . It would be important to make c lear that the additional 
community spending in the United Kingdom would be in substitution for 
planned domest ic public expenditure. 

In d i scuss ion the following points were made : -

a. F i s h 
Although our partners had p r e s sed for an undertaking to 
reach decis ions on the C o m m o n F i s h e r i e s P o l i c y by the end 
of die year as the p r i c e for giving up any mention of equal 
access , it was in fact i n our interests to make ea r ly p rogress 
and avoid being pushed up against a deadline when the present 
T r e a t y arrangements expired, 

b . A g r i c u l t u r a l P r i c e s 
It was argued that, while the ove ra l l package could be seen 
as a substantial v i c t o r y i n negotiating t e rms , i t did not 
tackle the fundamental question of the increased resource 
cost of the Communi ty to the United Kingdom, nor would i t 

i
do more than push the p rob l em of the r e f o rm of the C A P 
forward by one or two years to the time when the V A T ce i l ing 
would force a reappra i sa l anyway. It would then coincide | 
with growing concern about the costs of enlargement, with 
the r i s k that the Government would enter the next Gene r a l 
E l e c t i on under the shadow of continuing controversy over 
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membersh ip of the Communi ty . Although B r i t i s h f a rmers 
might gain about £200 mi l l i on f r o m the 5 per cent p r i c e 
inc rease , consumers would pay about £300 mi l l i on i n 1980 
i n higher p r i c e s . Moreove r , given that the text of the 
Counc i l conclusions requi red mat budget rest ructur ing take 
p lace without ca l l ing into question the bas ic p r inc ip l e s of 
the C A P , i t was questionable whether any substantial 
p rog re s s could be made in this a rea . Aga inst this it was 
argued that the propo sed C A P package produced benefits 
for the United K ingdom both i n budgetary and resource te rms ; 
that the United Kingdom had never ca l led i n question the bas ic 
p r inc ip l e s , as dist inct f r o m the modal i t ies and distort ions, of 
the C A P ; and that ample scope existed for negotiating reform 
within the present f ramework of the C A P . In addition, i t 
was argued that with a budget settlement behind us and the 
commitment to budget res t ructur ing , with i ts re ference to 
unacceptable situations, the United Kingdom should be i n a 
stronger posit ion to defend her interests when the V A T cei l ing 
began to bite . 

c . Sheepmeat 
It was suggested that the proposed sheepmeat reg ime would 
encourage the over -p roduct ion of l amb and so increase 
budgetary costs i n which the United Kingdom would eventually 
have to share. Taken along with the increase i n agr iculture 
p r i c e s , i t would also give an additional boost to the C A P itself , 
both in extending i ts scope and i n promoting further surp luses . 
On the other hand i t was suggested that the new reg ime would 
have considerable advantages for upland and marg ina l sheep 
f a r m e r s i n the United Kingdom, given espec ia l ly the decline in 
beef product ion. If the New Zealand Government were in fact 
to veto the scheme - which they were in fact unl ike ly to do -
they would r i s k adding to the growing divergence of interests 
between their f a r m e r s and B r i t i s h f a r m e r s . The New 
Zea landers had succeeded in d i ve r s i f y ing both their production 
and their markets i n recent years , and there was a feeling 
among B r i t i s h f a rmer s that they had overplayed their hand in the 
Communi ty . The r e would be no intervention i n the Community 
dur ing the season i n which New Zealand exported the bulk of 
h e r l amb, so that present markets should be assured ; and 
with the sheepmeat p rob l em settled she would stand a better 
chance to get a satisfactory deal on her da i ry exports . 
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In further d i scuss ion there was general agreement that the t e rms 
proposed were the best that was l i ke l y to be achieved, and should be 
accepted. The outcome was the resul t of long and robust negotiation 
by the P r i m e M in i s t e r and the F o r e i g n and Commonwealth Secretary . 
It should be presented i n publ ic posit ive ly , as the substantial ach ieve ­
ment it was. The alternative would lead us into a new and dangerous 
situation whose consequences could not be foreseen but were l ike ly to 
have profound impl icat ions at least for our membersh ip of the Communit 
and perhaps for the future of the Communi ty i tse l f . Although there 
were interna l po l i t i ca l di f f icult ies i n the F e d e r a l Republ ic of Ge rmany , 
and the G e r m a n government would not take a dec is ion unti l 4 June, 
other Governments had a l ready accepted the proposa ls and i t was 
l i ke l y that a l l the partners would accept the deal i f the B r i t i s h 
Government d id so, some of m e m had a l ready indicated their assent. 

T H E P R I M E MIN ISTER, summing up the d i scuss ion , said that the 
Cabinet endorsed 'he F o r e i g n and Commonwealth Sec re ta ry ' s view 
that the proposa l emerg ing f r o m the meeting of the Counc i l of M in i s t e r s 
on 29 and 30 May , though giving the United Kingdom l e s s than would 
have been idea l ly des i rab le , brought about a marked improvement in 
the United K ingdom's budgetary posit ion without damaging concessions 
elsewhere and should thus be accepted. T h i s dec is ion should be 
conveyed immediate ly to the Italian P r e s i dency and announced i n 
Pa r l i ament that afternoon. The F o r e i g n and Commonwealth Secretary 
and the M in i s t e r of State, M i n i s t r y of Ag r i cu l tu r e , F i s h e r i e s and F o o d 
( L o r d F e r r e r s ) would make statements i n the L o r d s and the L o r d P r i v y 
Seal and the M in i s t e r of Ag r i cu l tu re , F i s h e r i e s and F o o d i n the 
C o m m o n s . F u r t h e r considerat ion should be given to the question of a 
debate. Meanwhile i t would be helpful i f the Chance l lo r of the Excheque 
provided colleagues with a note setting out the detai ls of the budget 
settlement and its effect on the Government ' s economic po l i c i e s . 

The Cabinet -

1. Took note, with approva l , of the P r i m e Min i s te r ' s 
summing up of their d i scuss ion , 

2. Invited the Secretary of State for F o r e i g n and 
Commonwealth A f f a i r s to in fo rm the Italian P r e s i d ency 
accord ing ly . 

3. Invited the Chance l lor of the Exchequer to arrange 
for an explanatory note on the content and mode of 
operation of the budgetary settlement to be c i rcu lated to 
the Cabinet, 

Cabinet Office 

2 June 1980 
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