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From the Minister 

COKPIDENTIAL 


PRIME MINISTER 


AGRICULTURAL STRATEGY 


When we spoke about a g r i c u l t u r e on 1 October I promised to send * 
you a not e , on a p e r s o n a l b a s i s , o u t l i n i n g the s i t u a t i o n as I <JL£U 
see i  t and the s t r a t e g y I t h i n k we should pursue. I now do so. 

2. T h i s note i s not i n t e n d e d to pre-empt the r e v i e w of 
a g r i c u l t u r e t h a t has been s e t i n hand f o l l o w i n g the C a b i n e t 
d i s c u s s i o n o f m i l k p r i c e s on h October. But I was an x i o u s t h a t 
you s h o u l d have an account o f the f a c t s b e f o r e C a b i n e t resumes 
d i s c u s s i o n of T r e a s u r y p r o p o s a l s f o r e x p e n d i t u r e c u t s . When you 
have read the note I am sure you w i l l understand why the c u t s i n 
a g r i c u l t u r a l support t h a t the T r e a s u r y are p r o p o s i n g seem to me 
to be q u i t e u n a c c e p t a b l e , and d i r e c t l y c o n t r a r y to our b a s i c 
s t r a t e g y o f i m p r o v i n g the s u p p l y s i d e o f the economy. 

3. I hope you w i l l agree t h a t no d e c i s i o n s s h o u l d be taken on 

any r e d u c t i o n i n a i d f o r a g r i c u l t u r e i n advance o f the r e v i e w we 

are now c a r r y i n g out. I am c o n f i d e n t t h a t the r e v i e w w i l l 

demonstrate the case f o r more, not l e s s , support f o r an i n d u s t r y 

which, u n l i k e so much of our man u f a c t u r i n g i n d u s t r y , can be r e l i e d 

on to respond to i n c e n t i v e s by i n c r e a s i n g p r o d u c t i o n , e x p o r t s and 

import s a v i n g . 


PETER WALKER 






CONFIDENTIAL 


AGRICULTURAL STRATEGY 


NOTE BY THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD 


1. T h i s note e x p l a i n s why I am so concerned about the 
p r o s p e c t s f o r B r i t i s h a g r i c u l t u r e , why i t i s e s s e n t i a l t h a t 
we s h o u l d c a r r y out the a g r i c u l t u r a l p o l i c i e s promised i n 
our M a n i f e s t o , and why I am r e s i s t i n g p r o p o s a l s which would 
mean r e v e r s i n g those p o l i c i e s . 

The P o t e n t i a l 


2. A g r i c u l t u r e i s v i t a l to our economy. I t c o n t r i b u t e s over 
£3bn to gross domestic p r o d u c t , saves £5|bn worth of imports 
(of which £lbn r e p r e s e n t s the improvement i n performance s i n c e 
1 0 6 5 ) , g i v e s employment d i r e c t l y to over 6 5 0 , 0 0 0 people and 
i n d i r e c t l y to many more i n i t s a n c i l l a r y i n d u s t r i e s and food 
p r o c e s s i n g and d i s t r i b u t i o n , and s u s t a i n s the whole economy o f 
the c o u n t r y s i d e . 

3 . An expanding a g r i c u l t u r e c o u l d c o n t r i b u t e even more. We 
s t i l l import 35$ of the types o f food we can produce here. I f 
we c o u l d reduce t h i s to 25% - which i s p e r f e c t l y f e a s i b l e 
the a d d i t i o n a l net import s a v i n g would be £750m, w i t h f u r t h e r 
b e n e f i t s i n GDP terms from the s p i n - o f f e f f e c t s on the r e l a t e d 
m a n u f a c t u r i n g and p r o c e s s i n g i n d u s t r i e s . A g r i c u l t u r e ' s r e c o r d 
of i n c r e a s i n g p r o d u c t i v i t y ( f r e e from r e s t r i c t i v e p r a c t i c e s , i t 
has produced p r o d u c t i v i t y i n c r e a s e s o f 6% per annum) and i t s 
i n t e r n a t i o n a l c o m p e t i t i v e n e s s - both i n d r a m a t i c c o n t r a s t to 
those o f most m a n u f a c t u r i n g i n d u s t r y - show t h a t i t c o u l d and 
would respond to p o s i t i v e p o l i c i e s . 

't. I f on the o t h e r hand we were to depress a g r i c u l t u r a l 

p r o d u c t i o n - and a l r e a d y under Labour our beef and p i g herds 

have f a l l e n - then the w e a l t h - p r o d u c i n g c a p a c i t y o f the economy 
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would be d i m i n i s h e d , our import b i l  l r a i s e d , the consumer's 

assurance of s u p p l y be i m p a i r e d and the l i k e l i h o o d of sharp 

consumer p r i c e i n c r e a s e s be g r e a t l y enhanced. 


Labour's Record 


5. Labour's a g r i c u l t u r a l p o l i c i e s were n e g a t i v e and d e p r e s s i v e . 
Labour ranked the s h o r t - t e r m advantage of h o l d i n g down food 
p r i c e s through m a n i p u l a t i o n of the green £ above the l o n g e r 
term g a i n s of expanded w e a l t h - c r e a t i n g p r o d u c t i o n and secure 
s u p p l i e s . With c o s t s r a p i d l y i n c r e a s i n g through i n f l a t i o n , 
t h i s a r t i f i c i a l d e p r e s s i o n of r e t u r n s meant t h a t n e t income 
was squeezed, investment d i s c o u r a g e d , p r o d u c t i o n h e l d back. 
The i n d e x of r e a l net farm income s i n c e 1973 - our l a s t y e a r of 
government - shows what has happened:

1973 123 

197** 100 

1975 100 

1976 106 

1977 ±0k 
1978 85 ( p r o v i s i o n a l ) 

The Promise 


(>. The M a n i f e s t o s t a t e d v e r y c l e a r l y the r a d i c a l l y d i f f e r e n t 

approach of our own P a r t y : "Labour has s e r i o u s l y undermined 

the p r o f i t a b i l i t y of these £~the a g r i c u l t u r a l and food_7 

i n d u s t r i e s . We must ensure t h a t these i n d u s t r i e s have the 

means to keep a b r e a s t of those i n o t h e r c o u n t r i e s " . Many 

members of the Shadow Ca b i n e t c o g e n t l y argued the case f o r 

s t i m u l a t i n g a g r i c u l t u r a l p r o d u c t i o n . 


The Threat 


7 . A f t e r the y e a r s o f Labour d e p r e s s i o n we have a l o t of 
c a t c h i n g up to do. So f a r we have not done i t : i n f a c t , we 
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a r e f a l l i n g f u r t h e r b e h i n d . Labour made a green £ d e v a l u a t i o n 
of 5% e a r l i e r t h i s y e a r and we added one of 5$. Out these 
d e v a l u a t i o n s , p l u s the r e c e n t 1% change and the common support 
p r i c e i n c r e a s e (except f o r m i l k ) o f 1%%, w i l l t o g e t h e r add 
a t most o n l y £270m to farm revenue i n 1979. Input c o s t s 
( p a r t i c u l a r l y f e e d , l a b o u r , i n t e r e s t , f e r t i l i s e r s and f u e l s ) 

on the o t h e r hand are i n c r e a s i n g a t the r a t e of £750-800m. 

As a r e s u l t , bank borrowings have i n c r e a s e d by over £400m 

above the a l r e a d y a s t r o n o m i c a l l e v e l o f £2000m we condemned 

Labour f o r d u r i n g the E l e c t i o n - and farmers are h a v i n g to pay 

172% i n t e r e s t on t h i s much l a r g e r sum. 

8. I f we take no f u r t h e r measures, the i n d e x of r e a l net farm 
income f o r 1979 w i l l f a l l to about 7 0 . That would be 18% 
lower than 1978 (the worst of the Labour y e a r s ) , which i n t u r n 
was 18% lower than 1977. 

9 . The p r o s p e c t s f o r 1980, i f n o t h i n g i s done, are f a r worse. 
Farming c o s t s g e n e r a l l y w i l l p r o b a b l y i n c r e a s e by 11$ (assuming 
a r e l a t i v e l y s m a l l i n c r e a s e i n feed c o s t s ) . * I f we assume a 
s t a t i c volume of p r o d u c t i o n - which i n these c i r c u m s t a n c e s may 
be o p t i m i s t i c and no green £ d e v a l u a t i o n , no change i n r e t a i l 
m i l k p r i c e s and of course no common p r i c e i n c r e a s e s , then the 
index o f r e a l net farm income would f a l l to around 5 0 . I t 
would have been h a l v e d i n our f i r s t two yea r s o f o f f i c e , and 
more than h a l v e d from the l e v e l ( 1 2 3 ) a t which we l e f t i t i n 
1 9 7 3 . Simply to b r i n g i t up to the l e v e l i n the worst Labour 
yea r (1978) would need a green £ d e v a l u a t i o n of 12$ (assuming 
s t e r l i n g ' s exchange r a t e a g a i n s t the ECU made t h i s p o s s i b l e ) 
and and i n c r e a s e i n the r e t a i l m i l k p r i c e o f per p i n t . 

The S e c t o r s 


10. The p r o f i t a b i l i t y o f most commodities i s b e i n g squeezed, 

hut the l i v e s t o c k s e c t o r - r e p r e s e n t i n g about t w o - t h i r d s o f 

our farm p r o d u c t i o n and an even l a r g e r p r o p o r t i o n o f our 

farmers - i s i n g e n e r a l b e i n g h i t h a r d e r than the a r a b l e . The 

worst areas of immediate d i f f i c u l t y are m i l k and h i l  l sheep. 


* For o t h e r main c o s t items i n c r e a s e s o f about 1 5 ^ have been 
assumed. 
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I f we do not i n c r e a s e the r e t a i l p r i c e o f m i l k or devalue the 
green £ f r e a l net margins per d a i r y cow i n 1979/80 w i l l he 
28% down on 1978/79. A f t e r the l o s s e s of a hard w i n t e r , h i l  l 
sheep farmers are now g e t t i n g lower p r i c e s f o r s t o r e lambs, 
even i n money terms, than l a s t y e a r and h i l  l farm incomes t h i s 
y ear are l i k e l y to have f a l l e n by 35-^0$. 

The C o m p e t i t i o n 


11. Under the CAP our farmers have to get t h e i r r e t u r n from 

the market, i n d i r e c t c o m p e t i t i o n w i t h producers i n o t h e r 

Community c o u n t r i e s . Our farmers are s t i l  l i n g e n e r a l more 

e f f i c i e n t than t h e i r s . But t h e i r s are i m p r o v i n g f a s t , w i t h 

the a i d of massive a s s i s t a n c e from t h e i r Governments. 


1 2 . Other member c o u n t r i e s not o n l y pay t h e i r producers more 
(the t a b l e a t Annex 1 shows how p r i c e s compare) but a l s o spend 
f a r more than we do, r e l a t i v e to the s i z e of t h e i r i n d u s t r i e s , 
on n a t i o n a l a i d s . The French a g r i c u l t u r a l budget t h i s y e a r i s 
£2.3bn_^and i n 1980 w i l l be £2.9bn, i n c l u d i n g £585m (£125m 
more than my Department's e n t i r e budget of £'i60ml) on s u b s i d i s e d 
c r e d i t a l o n e . (The t a b l e a t Annex 2 shows how our farmers are 
a l r e a d y d i s a d v a n t a g e d by the much h i g h e r r a t e s of i n t e r e s t 
o b t a i n i n g here. I f we were to s u b s i d i s e them down to the 
s u b s i d i s e d l e v e l i n France and Germany the Exchequer c o s t 
would be £300m). The German F e d e r a l budget f o r a g r i c u l t u r e was 
n e a r l y £lb50m i n 1979, and the Lander Governments add l a r g e 
a i d s of t h e i r own ( o v e r £300m each i n B a v a r i a and W e s t p h a l i a ) . 
The Dutch have i n t r o d u c e d investment a i d s through t a x 
a l l o w a n c e s , i n c l u d i n g l a r g e handouts to farmers who pay l i t t l e o r no 
t a x . I r i s h farmers s t i l l pay v e r y l i t t l e t a x (£7m i n income 
tax from the e n t i r e i n d u s t r y i n 1977). Every o t h e r member 
cou n t r y l o o k s g r e e d i l y a t the B r i t i s h market and w i l l s e i z e any 
o p p o r t u n i t y of i n c r e a s e d s a l e s here t h a t we are f o o l i s h enough 
to o f f e r . 



The T r e a s u r y ' s P r o p o s a l s 


13. A g a i n s t t h i s background - d e c l i n i n g r e a l income, s h r i n k i n g 
p r o f i t a b i l i t y , heavy b o r r o w i n g , f a l l i n g investment and h e a v i l y 
and i n c r e a s i n g l y s u b s i d i s e d c o m p e t i t i o n - what do the T r e a s u r y 
propose? They propose t h a t p u b l i c e x p e n d i t u r e on a g r i c u l t u r e 
s h o u l d be reduced by 18$ i n 1981/2, 2kf the y e a r a f t e r and 
25% the y e a r a f t e r t h a t . They propose:

( i )	 to c u t c a p i t a l investment g r a n t r a t e s by 5 0 $ ; 

( i i )	 to cut h i l  l farm s u b s i d i e s by 20$; 


( i i i )	 to s l a s h r e s e a r c h programmes and a d v i s o r y 

s e r v i c e s (when o t h e r c o u n t r i e s are e x t e n d i n g 

t h e i r s ) ; 


( i v )	 to withdraw a l  l support f o r sheep and 

p o t a t o e s ; and 


(v)	 to h o l d down the r e t a i l p r i c e of m i l k . 


And a l l t h i s i s i n t e n d e d to improve the s u p p l y s i d e of the 

economy! 


A l r e a d y I have turned down the fa r m e r s ' demands f o r an 

immediate green £ d e v a l u a t i o n . My announcement t h i s week of 

no i n c r e a s e i n the m i l k p r i c e w i l l be v e r y b a d l y r e c e i v e d , and 

when I announce next month the ending of the beef premium scheme 

( t o save a d m i n i s t r a t i v e c o s t s ) t h i s w i l l be a f u r t h e r shock to 

c o n f i d e n c e . I f on top of a l l t h i s I were to agree to the c u t s 

t h a t the T r e a s u r y want (and to the s t a f f c u t s t h a t the L o r d 

P r e s i d e n t has proposed), then I b e l i e v e we would produce the 

b i g g e s t c r i s i s o f c o n f i d e n c e i n B r i t i s h a g r i c u l t u r e s i n c e the 

war. 


15. C onfidence i n our a g r i c u l t u r a l p o l i c i e s has a l r e a d y been 

shaken by the temporary r i s e of s t e r l i n g i n August to the p o i n t 

where no f u r t h e r green £ d e v a l u a t i o n c o u l d have been made, even 

i f we had wanted one. Because of s t e r l i n g ' s o i l - s u s t a i n e d 
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s t r e n g t h , the i n d u s t r y are no l o n g e r convinced t h a t we s h a l l 

be a b l e to g i v e them the r e s o u r c e s they need through green £ 

d e v a l u a t i o n . To take away p a r t of the d i r e c t a s s i s t a n c e now 

a v a i l a b l e from Government would l e a v e us w i t h no c r e d i b l e 

p o l i c y a t a l l . 


The R i g h t S t r a t e g y 


16. The r i g h t s t r a t e g y f o r a g r i c u l t u r e i s the r e v e r s e of what 

the T r e a s u r y propose. I do not w i s h to pre-empt the r e v i e w of 

a g r i c u l t u r e which we have now agreed to c a r r y out. But i n my 

view the measures we s h a l l need to take w i l l i n c l u d e : 

( i )	 A f u r t h e r d e v a l u a t i o n of the green £. T h i s 

would h e l p r e s t o r e c o n f i d e n c e i n t h i s , the 

main i n s t r u m e n t of our a g r i c u l t u r a l p o l i c y . 

There are s t r o n g arguments f o r doing i  t 

b e f o r e C h r i s t m a s , thus l e a v i n g us f r e e to 

take the h a r d e s t p o s s i b l e l i n e on common 

p r i c e s i n next y e a r ' s c r u c i a l CAP p r i c e 

f i x i n g ; 


( i i )	 an i n c r e a s e i n c a p i t a l g r a n t s through the 

i n t r o d u c t i o n o f the s t r e a m l i n e d system 

Derek Rayner i s p r o p o s i n g , a t r a t e s o f g r a n t 

h i g h e r on average than those under the p r e s e n t 

cumbersome scheme and w i t h p r o v i s i o n f o r d o i n g 

more i n f i e l d s such as m a r k e t i n g and sheep 

hous i n g ; 


( i i i )	 s u b s t a n t i a l i n c r e a s e s i n the h i l l l i v e s t o c k 

a l l o w a n c e s (we pay f a r l e s s than the maxima 

a l l o w e d under the Community scheme, to which 

Community funds c o n t r i b u t e ) ; and 


( i v )	 an i n c r e a s e a t the a p p r o p r i a t e time i n the 

r e t a i l p r i c e o f m i l k . 


6. 




17. Measures on these l i n e s would not merely show t h a t we were 

keeping f a i t h w i t h the p o l i c i e s we promised i n O p p o s i t i o n : they 

would a l s o encourage B r i t i s h a g r i c u l t u r e to make the i n c r e a s i n g 

c o n t r i b u t i o n to the n a t i o n ' s w e a l t h of which i t i s f u l l y 

c a p a b l e . 


17 October 1979 
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10 D O W N I N G S T R E E T 

\
From the Private Secretary 

SIR KENNETH BERRILL 


CABINET OFFICE 


The Prime M i n i s t e r has r e c e i v e d , on a p e r s o n a l b a s i s , t h e 

e n c l o s e d paper from the M i n i s t e r o f A g r i c u l t u r e . She has 

asked me t o show i t t o you, a l s o on a p e r s o n a l b a s i s , so t h a t 

i t can be t a k e n i n t o account i n the A g r i c u l t u r a l Review which 

you are u n d e r t a k i n g . F o r o b v i o u s r e a s o n s , she has asked t h a t 

i t s h o u l d not be c i r c u l a t e d t o the Review Group. 


18 October 1979 
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