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'protected’ sector of the horticultura] industey,(ioe. ithe glasshouse
industry producing mainly tomatoes, cucumbers, mshrooms) and to the
fishing industry. The Prime Minister asked officials to consider the
background to the proposals, and this note by the CPRS has been prepared

after consultation with other Departments,

Background to the industries

2. The two industries together produce less than one-tenth of the total
output of the agriculture, forestry and fiahiﬁg sector (itself some 3 per
cent of GDP). In 1979 the total output of protected edible crops was
£150m., with tomatoes and mushrooms at around £50m. each the largest

single °rops.  The value of landings of fish by British vessels was £215m.
3. The United Kingdom glasshouse . industry employs about 20,000 full

» ; a
d part-time workers (out of some 349,000 workers in aznculturef::h s
vhole - excluding 293,000 farmers and owners). In 1978, 16,500
vere regularly employed and 5,700 partly employed.

& been unchanged
4, The Production area of the glasshouse industry has b

: le
for 4 number of years but output has been rising ltead:;;; ‘fo: o;:’:tp;t
the annua) output of tomatoes between 1968 and riod home
hag Tisen to 199 by 1975 and 131 by 1979. Over the '“f l’”n..,,, about 30
p"°dnction has increased as a proportion of it mm::l;slandl and Third
PeT cent o over 40 per cent; imports from the Mm (some 19 per cent of
c“'“‘"iel have fallen; imports from the rest of the
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tal supplies in 1979) also fell during the mid-seventies but
to

t) between 1978 and 1979 bay,
by 27 per cen 2
risen sharply (

The value of imports of fresh, chilled and frozen fisy
e 7

& price terms by 85 per cent since 1977,
en 1

5.
in curr y
i
e from the EC, 5 om Ty,
cam over the period 1977/79 there has been some shigg 4, irg
Wardy

e
39 per cent, f‘mn
47 per cent from EFTA, and the remajnge, r

Countries;

m by g
% it
sels have been declining through the seventies and the 1979 Valy, it
s : y :
:;‘ cent below the 1977 value, in spite of inflatiop, 5
per L L0 y
_.,6 Energy is an important input in both industries, py more 4
. Y

glasshouse industry where fuel costs ére ?st%mted now to Comstitys, %
40 per cent of operating costs, than in fishing, \There fuel cogts Tepregy,
a maximm of a quarter of the total costs of running a fishing vessl, 3
amount of fuel used in fishing depends among other things on the Veattr
the time and distance travelled to take a catch. The major fuels el i
protected crops sector are diesel and heavy fuel oil. In the 12 monthy,
mid—]’#nuary 1980 the United Kingdom price net of duties and taxeslroseb,r
'70 per cent and 65 per cent respectively. Although these industries
users of enmergy there are many other industries which are even more ecerr:

; e , i
;nteulziflation, and in particular the increase in fuel costs, has bads

major effect on the profitability of the 'protected' horticulfuﬂ,l :;z::’
in the last four years. In the period 1975 to 1978 market pn:e:lppoﬂr
are set largely by supply and demand rather than by a ﬂf“‘: °1m
offset most of the cost increases, but 1979 was substantl-l:ll 3 s
profitable, particularly for tomatoes, where there was a sli@

due to an over-supply in the high season. f 5 i
.pedeﬁtiw
its

8. There are no reliable figures for the profitabilftl}:i:‘
fleet as a whole. However, in March 1979 the British Fis
which represents mainly the deep sea fleet, forecast *
members would lose a total of almost £2m. even befoi‘ﬁow.) ,
depreciation. ' (The turnover of the fleet was some ) pave 7
Since this forecast was made, all costs including tuericu
considerably, while at the beginning of 1980 marke® P

1979 levels for species like cod and haddock. saste? P vid:;”.;
9. The problems of the United Kingdom n’hing-u,:n fi"‘i"f v
the cost of energy. Our reduced access to "’dimuomy -
@ result of the extension of the fishing limits °f

ag . sel
co:ltnncg (£14m, in 1979/80) includes grants and loans for ves

xpl,

2
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already being reflecteq jp a sup
deep sea vessels. The effect op
commercial species hag been t4 T s
their way. Depletion controlg can i er for g

and so greater emergy consumpt; o
of low value.

10. It can be argued that the Unit
the deep sea part, is still to big,
fleets of other Member States,

(CFP) settlement.

11. To summarise: hoth these industrieg tu;e increasing import
tration from Europe, though the effect op -

the Uniteq Kingdom industry has

Profitability

it by high energy costs, though
this is not a problem peculiar to these industries.

interest and exchange rates have also been felt in oth
industry,

of both industries hag clearly been affected

The effects of high

er parts of British
The particular problem identified by the Minister of Agriculture

tition the two industries face from competitors in some other
EC countries who can obtain either cheap or subsidised energy. Again, it

is plainly not the case that these fvo industries are the only ones facing
fuch competition,

\H'"“’“ of assistance
12

*  In the United Kingdom lpeci..l Government assistance is already
ailable for botn industries. For horticulture these measures include
‘apita] grants (for both building and plant), tax allowances on invuh.lex.xty
ad fy)q Tepayment of excise duty on oil used for heating or soil sterili-
“Hon, yyp does not apply to fuel oil used on famms. For fishing the

is the compe

tl‘nction and improvement and to the processing industry, aid for

lowances on

"tion Voyages, grants to producer organisations, tax :1 :

term a

**Went, ang the rebate of fuel duty. The shor® £:hin¢ industry
Wceq o 13 March will put an extra £3m. into the

Otw‘
*% Bow ang the end of September.
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The fishing industry is also assisted by systen, ,,
e R g
5 th by the EC and by producer organisations. my, EC
run bo

£ fish for the industrial market, (2
o for pm-chase o 1
provides

Prigg -
Scheme

Shmgq)

' Pet i
n autg, U

llppon

the producer organisations are empowered to Maintaj
ereas ;
o ined withdraval prices for any species.
determl.

g
In Practjce Reithe, gy
great benefit to the industry since

the priceq A

et teng
11 below those which would provide an economic return, o
be we

% The United Kingdom's existing support for Protecteq hortj
cr;p! and fishing is closely paralleled by the measures taken BY othey
EC members. All Member States have systems of aid for investmepy
R combination of tax allowances, capital grants ang credit
subsidies which, though differing widely in form, have broadly Similer
effects. They also apply favourable regimes with respect to excise

aka on fuel and, with the exception of Denmark, in relation to VAT,
uties

Cultury

In addition, however, as pointed out by the Minister of Agriculture, s
2l

£ this country's EC competitors operate regimes which temper fuel costs
o
for horticulture and fisheries.

15 In Holland the glasshouse industry, like the rest of Dutch indusiy,

obtains supplies of natural gas at well below the eqlli‘.mle'-‘*t'Pl‘ice ot

i United Kingdom
gallon of fuel oil, i.e. 24p. compared with the 37p.. i
growers pay for fuel oil and the 60p. they pay for d1es? :K;ngdl)ﬂ o ol
cent of the fuel used for glasshouse heating in the Um“the competiti®
This is not a specific subsidy, but it does act to worstiandi“tim1 "
position of the United Kingdom growers. There is some utlhe o o
the Dutch Government is itself becoming concerned about. - their P
natural gas, and they are committed in principle to br:“:::r" the 7
prices into line with oil prices. Indeed, they worked‘nc“m o
between 1977 and early 1979. However, with the sharp lscepticiﬂ“ 100
of 0il last year, the gap has reopened. There is some ir attemp® il
Member States whether the Dutch are wholehearted in thel

i rl
establish parity, D o d

11 epre e
16.  Demmark, Germany and the United Kingdom bave 2

he DV 14
in the Agricultural Council of Ministers the ﬁew.ﬂ.mt :nfi"° n“;:!P"
have introduced considerable biu into the °°mpet1t1;:verm‘°nt i
Hember States' horticulture industries. The Germad :
to complaints from their growers about the effe appr?
introducing & tone-off adaptation aid' for 1980 of °P

4 .
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(a) the purpose of any geq,

regional level; and

(¢c) the aid is granted for ope

Year only angd jtg level does not
exceed 30 per cent of the increa

se i,

D pre-tax prices for the heating
0ils in question between Jammry 19

78 and January 1980,

The Commission have also promised the Counci] a Teport on Member. States!

sts. This is not, however,
expected to affect their attitude to new adaptation

consistent with their criteria,

18.

aids to horticulture and comparative energy co

measures which are

Since the circulation of the Commission'

s guidelines the French
Government have announced the allocation of abol

ut £4,75m. to assist invest-
Dent in energy saving equ.ipnenf by their glasshouse industry.

19. A number of EC countries, including the United Kingdom, give

°Perational subsidies to the fishing industry. But in two cases only are
they based on fuel costs. Thus France pays an aid ostensibly to maintain
“@ployment in the fishing industry, but ties the aid to fuel consumption,
"8k 1t 15 argued is an effective index of a vessel's activity. Actaal
Tetes vary but the effect_on average is a subsidy equivalent to 10/15 per
faatiog fuel costs. The Italians ﬁay an operating subsidy based on h‘“l
“%%8 0 all Sicilian fishermen; informstion on the G st asbe, I:he
" available, addition, the Germans are imown to be co::::::::n ]
Xtengjon to their fishing industry of their horh.cultur‘l:.h TR
Uan £1shermen are also said to receive a subsidy :h
" by fue) at approximately half the world market price.
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0 foregoing it can be seen that in two EC county
20, Fr

e (g

. ; 1
Germany) horticulutre receives some energy <.:OS“c Telief, ¢ Presep, g ¥
ignificant emergy subsidy to the fishing industry, ¥ e 0
giVES as 2

e e of Agriculture's preferred proposal woylg bring th:eamm’ Ry
peavy fuel oil mainly used by UK glasshouse growers it Line yiyy thc
price of gas to Dutch growers and effect an equi\‘ialent “’-ducticn - : %
of gas diesel oil, for as long as the presexlut ?r1c? imbalange Telajngy g:"“
proposes to extend the same relief to the fishing industry, p4 Wwoulg me:_q
reduction of about 125% in the costs of the protected CTOPS sectqy % ur;
paximum of T3% in those of the fishing industry. The Ministex-vs altermm
proposal would meet 15% of the cost of operators' 1979 fye1 usage for g,

financial year 1980-81. It would reduce the costs of the Protecteq o
by about 6% and those of the fishing industry by a maximum of 4, The

of the two schemes are outlined in the Annex.

Om8 gif
Dechy;

21. Both proposals would have to be notified to. the EC Commission and, g fy
as their application %o horticulture is concerned, justified aginst the
Commission's criteria. The preferred proposal could be presented as compatil
with the first criterion since its purpose would be to enable operators
remain in business and to give them time to adapt to the char'1ged errxergj:j
MAFF: suggest that it would also conform to the second criterion, s:.:::nl B
not conflict with existing UK measures to encourage energy 'oonserv:ith ;hm
view is open to some doubt. ' It would not, however, be cons1st::: gl
criterion if prices to these sectors were held down for m?re . e
the rate would exceed the specified 30% of the 1978-80 przc:e: &
oils in question. The Minister's alternative proposal has

Comnist
with the
the guidelines, and should therefore encounter no problems

Implications of the proposals for the rest of industry the

and

. tural indust?y ol

22. 1If the emergy costs of the protected horticul tatives of ozh‘;e'
fishing industry were to bs subsidised, then rePI'Qs’:ikaly to st dazad*
users of oil within mamifacturing industry would be own 0il ‘g
asking the Covernment for similar assistance for th:izl from % the W
a o

even though the arguments will of course vary in de o possivt® ¥ )
is clear from the limited consultations that have b°:y po 2
ve ;

available that the most vulnerable oil users Bh°"imp°rt9; o
and that they also face increasing pressure from oy

; can »
A tTy P
23, h’” users of oil within manufacturing mdu? on an gt”l.;,cl of i
two sections; hose who are high energy users eg ir tit

or OF

large
pottery mamuifacturers etc: and those who also use
6

CONFIDENTIAL

feedstocks OT TaW materialg, Rame]y
plestics, and petrochemicals map,,
gome time or another sought t0 make

reedstock costs; and in the case of

turerg,

manufaCturem ar As

i 8ued ¢

of a change in American energy Policy North Sea 041 shoulq e it
prices to compensate for the artificia) a4 e Driced peloyw world

Since then the problem hag become more ta’::: °nJ°?e“1 ot ol
steel industry Sought
hat theip use of fuel oi] in blast |
T than a fye) and this shoyld be

as a conservation ang

acute,
Excige ¢
nt rathe
fuel oi1

unsuccessfully to Persuade Custong i
furnaces was as a chemical redncing age
exempt from the excise duty impoged o
competitive measure.

Implications of the Proposals f

Or ener Llicy in genera)

24, The proposed fuel subsidjeg would direct]
the Covernment's energy policy. g

days of cheap energy are over,

future costs of supply so as to ensure the best allocation of scarce energy

resources and to encourage the develomment of new methods of utilis

ing and saving
energy,

4s was fully realized when the decisions were taken they will inevitably
3d to industrial cogts and will almost certainly give rise to pleas for subsidies |'
from a qumber of industries affected.

Ioplications for public expenditure

3. No PESC provision for the cost has been made, and no scope exists for
m’"ttins savings elsewhere in the Agricultural Departments' Votes. Pina:c:ml .
"ould theres, ded from the Contingency Reserve. The cos |
efore have to be provid _ ; N e |
% t12n gor horticulture and £13m for fishing on the Minister's pre (

5 ha)p these for his alternative scheme.

\klm liﬁtions for current EC negotiations
!

jculture's proposals ‘
& Ir 44 were decided to adopt either of the Minister °ft::' with EC partners
thepg %ould be pe obviously adverse effects on our negotia FP). The Minister's
tout 44 Budget, the CAP, or the Common Fisheries Policy (cFP).

. Commission's guidelines,
o o Proposal ig however, not consistent with : i
’

he Commission pre=
toggp, ~ "T® adopted it would be desirable t0 &ive would improve the
uiCa.tion. A fuel subsidy for the fishing industry

7 - 202
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jve position of the UK fleet but it would pe 3 mattey ot g

competxhveh.‘:h the EC would not object if we chose furthey e 0
s 1 : :

policy to : try during the course of negotiations about e & t

fishing indus 3

d
POSSlble alte!‘IBtIVES to a subsi Y

: native courses of actio .

o poss]hle alter n, Fl!‘s‘Q
ere are tw

2‘7. There

1) 2
UK to press the Dutch Government to move more Tuickyy oy
o the

to k'

; ; . ok,
open & d objective of achieving approximate parity i o1l apg ey
stated O

i < &s P,
their ame time pressing the Commission not to extend fop furthe, |
at the s

i ar iding ener ;
- ther countries e provi 24 Subsig
2 : under which o
guidelines

ol : n $ : 4
t at all clear that gas prices are in any way "unfajrm i, terng op
is not & e

les, (5;

Treaty of Rome.) |
there is in principle the alternative of PrOtecting -
28. Secondly, tem of import quotas. But international obligation, "
industries by a sYsh: UK to introduce quotas against either EC counris, "
it i.HIPOssib]..e for ¢ we have special trading arrangements. These 40 i
countries wlfh ":::e protection against foreign competition (eg fron s
receive
:::yin the case of horticulture).

8 r——
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of Agriculture's Proposal;-
i he G ' .
(1) The it basic €Conomj ¢ Policy jq that
d f ; i -

should, as far ag Possible, fae it i n:u:tnes

by favourabl A and be sheltereq
¢ Interventiong 4 e

and then only whep the effoct on the indnstrial X uch ag Subsidjes,
consequences of not intervening Would be yp,, t:” s
Cceptable,

as little as Possible

(iii) The Government's eqergx policy int':lndes moving towards fully
ng for all fyels based on the long term cost

of providing additional supplies. As in (
should only breached if the social or i

doing 'so are unacceptable,

economic energy prici

i) above, this principle

ndustrial consequences of not

(iv) The prime test therefore of whether to introduce some additional
subsidy towards the energy costs of either horticulture or fishing

lies in assessing the consequences of failing to do so. The
relevant questions are:

(a) will the absence of an additional subsidy permanently
damage the industry and, if so, to what extent?

i will
(b) If there is likely to be significant permanent dnmlgzn';
that be of a size and nature that matters in terms of Bri
total social ‘and industrial situation?
In determining (b), it is necessary to comsider: e
. i t of a fixe
(¢) the cost of the subsidy, and within the °:n::t :ill Ll
total of public expenditure the sort of projec :
te
to be sacrificed to make way for i

: ch this may be
(d) The nature and extent of other clains for :hiriorify compared
regarded as a precedent, and its jmportance and p:

with such other claims.

203
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(v) Horticulture and fishing probably need t, be ¢

inst the above criteri . °°°ide,
separately agains 18, SIfin eithep ed
o

instances an emergy cost subsidy appears justigjyy itr Yoty
- pecessary to consider whether it should be on the 1l Wil be
» Minister of Agriculture's preferred option (effective S of the
(. . with the Dutch on energy costs) which may cause proble: ftitinn
- il EC Commission, or his alternative proposal (costin, aho:t Aty
mich) which would follow the EC Commission Euidelingg, Ithm"
. also be relevant to consider whether the scale of assi;tmc:n,
— the second alternative would be sufficient si@ificantly n am,h
R the problems and to justify an exception to basic pali 88yt
‘l
— CPS, VIEW
30. The view of the CPRS is that in the present instances, althog
l is clear evidence that the horticulture and fishing industries vill ke )
iR meeting stiff competition from their opposite numbers in some other i
L countries, the extent and cohsequences of any disadvantage (e.g. redutiy
“ & in long term capacity, additional numbers unemployed and other ;ocm,,;g
industrial effects) has not yet been demonstrated sufficently to justif

an exception to the fundamental economic and energy policies. (Both
If this vie

r countries

industries are, of course, already extensively subsidised.)
is correct, Govermment emphasis should be on persuading othe i
and the EC Commission not to extend their subsidies but to elnmllllte
Realistic costing if

and cheap emergy prices as soon as possible.
. jonal industrys

harm to an internmat
gy costs and produc?

e long term st

and
universally applied need do no

is less inflationary than apparently lower ener
prices achieved through subsidies. (However, tb 2 the
problems of the fishing industry which are not the result ©

of energy, might still remain.)

P;ice

Cabinet 0ffice
14 April 1980
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e aTTangenents
0 eli
2 pence PeT gallon of their certified fuey
i purchase of fuels and redeemeq from the
get prefer to improve their cagp flow more
siher operstorsy and this would not be incomgjypens With the
be i : b jecti
Tokens would be 1s.sued‘ to all horhc“hmlhh W e Objectives of
nbate of fuel excise duty from Customg a5 Ercige; aps shermen who claip the
. e ; o :

be devised to identify those fishermen wno o PNB;nt 1'::‘t:.ve means would need to

purchase theip fuel duty free

st take the form of issuing tokens 1 fo

) T the pref,
e vrelerred scheme
Perators equivalent iy value to

bi,
.lls for 1979 which coylg be used j
oil Companjeg by the Ministry. g

Some
Quickly by trading the tokens wi

th

2 The Ministry of Agriculture see the alternative schepe as bei .
sape way as the previous fuel oil subsidy to the eing paid in the

A " protected .
wrticulturists and fishermen reclaiming fusl excige dnt: “::;:Srsector in 1974;
: > orward a second
clain form to Customs and Excisge supplied by local Eiatotey orttos. st e:ud 5
] we e

ertified by Customs and passed to the Ministry for payment
first proposal, special arrangements might be necessary for fis
# present apply for duty repayment.

As in the case of the
hermen who do not

industry exist in section 49 of the
but since no parallel powers exist in relation to agriculture
» Payments to the protected crops sector would have to be made
Tity of the Appropriation Act. :

3 Powers to Py a subsidy to the fisheries
% Rshing Act 1970,
d horticul ture
Wer the awtho
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