STATEMENT BY MR. TUGENDHAT TO FINANCE MINISTERS

MONDAY, 14 FEBRUARY

The Commission has asked that I should come here this
afternoon so that I can explain some of the thinking that lies
behind the proposals for agricultural prices for the coming

year, which we adopted last Friday.

In the past you and your Budget colleagues have often
expressed a strong desire for the establishment pf more far
reaching budgetary control over the Community's decision making
procedures. The new Commission is determined to develop
further its budgetary controls, and has made a start with the

sgricultural prices package which is one of the major budgetary

decisions of the year.

We therefore felt that it would be appropriate for me
as the Commissioner responsible for the Budget to make this

presentation to you at the same time as my colleague,

Mr. Gundelach, is presenting the proposals to your Agriculture

colleagues. This is the first time such a procedure has ever
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been followed.
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As you know our proposals involve an average increase in

farm prices of about 3 per cent. In some sectors the increase
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is greater, but in others, where there are structural imbalances,
lower increases are proposed. There are also a small number of

related proposals, mainly concerning MCA's and milk.

The probosals for a Milk Action programme,
which is already before the Council, are designed to curb the
massive increase in stocks that would otherwise take place in this
sector. Certain modifications and improvements are now proposed
by the Commission in the light of the discussions which have taken

place.

My colleagues and I know that the farming industry regards
this as a harsh package. Even so it will, of course, lead to

price increases for the consumer.

We decided that this year our principal task must be to

keep those increases to a minimum.

We are deeply conscious of the importance of maintaining a
strong farming industry, and we are dedicated tc upholding the
Common Agricultural Policy. But in view of the economic problems
at present facing the Community, especially inflation, we felt it
right to ask the farmers to make a major contribution to the

battle against rising prices.

Those of us responsible for formulating policy, and those
groups in society who will benefit from that contribution must

now ensure that it will not be in vain.

But economic and budgetray pressures point in the same
direction. In present economic circumstances, »ublic
expenditure as a whole, and the Community budget in particular,
have to be adapted to economic realities. The present package

is coherent from a budget point of view.



The annual review of agricultural prices is from the
budgetary point of view one of the major decisions which the
Community takes each year. Agricultural expenditure is nearly

70% of the budget .,

Most of this spending is open-ended

and affected by factors which are totally outside the control

of the Commission and the Council (e.g. the state of world

dualead, The

|
markets and monetary developments)g M@%\ramework within which

this spending occurs is determined by the annual prices decision.

This is much the most important point at which to exert budgetary

and economic control of agricultural expenditure. It is no use
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complalnlpg that the CAP is too expensive unless we show now our
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determlnatlon to do what we can to control that expendlture.
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I turn now to the paper itself. I do not intend to enter
into the details of it, which are self-explanatory, but I would
like briefly to outline the main policy points with budgetary

consequences .

Firstly, I would lixe to stress that it is not common

orgenisation of agrlcultural markets as such that are inherently
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expensive, as some imagine. Where there is a proper balance

between supply and demand, costs are relatively low. The large

costs arise when there are surpluses. It is only when we have

to export large quantities onto a lower-priced world market or
take into stock surpluses which can subsequently be sold at only
a fraction of their buying-in price that the costs of market

organisations begin to escalate. Thus it is that the milk sector,

which accounts for under ZOA of the value of agricultural
B e e .
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production in the Community, represents more than 40% of total
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ggyicultural_expendicure_(excluding agri-monetary expenditure)

from the Community budget, that is to say that more than a quarter
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of the whole Budget is spent on milk. It also follows from these

considerations that price Increases for products such as milk are
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vastly more expensive than for products with a proper market

balance. This is a crucial point to be borne in mind in the

prices debate,

The second point to bear in mind is that: the true financial

incidence of the prices decision must not be assessed purely in

terms of the cost for the 1977 budget, This is in fact very low

(at under 40 million u.a.) The full year effect has to cover

the impact for all the marketing years, which start at very
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different dates and w111 give rise to an extra cost of about
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250 million u.a. But even then, there is still something missing,

namely the built-in cost of ex15t1ng and future surpluses, the
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bill which is waiting like a sword of Damocles to be paid to
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reduce these stocks whenever we can dispose of them, It is cheap
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to build up surplus stocks, the only costs are storage and interest,
and these are in part offset by the increase in book value which
occurs every time the intervention price increases, The full cost
is only felt when the stocks are run down and have to be sold by

various means at a fraction of their notional book wvalue., Take

the example of milk powder alcne. We have about a million tonres

s

in stock. If we keep them in stock it costs us a little under

100 million wea. a vear minus whatever increase there is in book
y

value (e.g. 100 - 30 million = 70 million in the case of a 3%

price rise). To reduce these alreadv existing stocks to the level
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of 3 months consumption, however, would cost nc less than 500
Wede
mllllon/at today 'S prices. Much of this is rnot yet a cost for
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today, since alas it is unrealistic to think of reducing stocks

on this scale. But it is a warning of the extra hidden cost of
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prices decisions whlch allow further stocks to accumulate. It
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is in this light that the Comm1ss10n is propo,Lng only a modest
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increase in milk and not before 16 September., Furthermore even
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this modest increase is only proposed in the overall context of
the milk Action Programme, without which any price increase for

milk would have serious medium term repercussions.

The third point is the need to take further action on

MCA's. These have been the means of maintaining a common market

in a period of monetary disturbance., But thev allcw economic

distortion, both in the form of extensive subsidies which cost
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the budget a great deal, and in the form of concegled protection

at the frontier which do not affect the budget directly but which
a

have/major economic impact. The Commission is determined that

this situation should be corrected, although c¢learly a long term

solution is nceded. Meanwhile it has proposed balanced adjust-

ments in MCAs as an essential step in this direction. On this

aspect also budgetary and economic factors must be carefully

borne in mind in reaching decisions on the prices package.

In conclusion, may I ‘stress that the Commission has made
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a spec1a1 effort to present the budgetary aspects of its prices
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package thlS _year. In d01ng so,ﬂ;t has responded to CrlthlsmS

v o ame e o P < TR © D
Ty SN S — NG AT s T ¥ YT a0 PR T A T % RE TRt ARE I ) T ey B v«

from the CounCLl in the past.‘ We very much hope that the Council

L g e, e
———a s < o o et ST TRIETE =i =R A e = S sy ettt Y

in its dellberatlons on the prices package will take advantage

of the Commission's efforts and for its part also ensure that
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this year the budgetary andvecohomlcraspects of this maJor
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decision are as fully welghed as the agrlcultural.
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