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On the 190th anniversary of Waterloo, Britain and France are fighting again. But this time the bitterness following the collapsed EU summit runs deeper even than in Margaret Thatcher's era.



At Chequers, the Prime Minister's country residence, Tony Blair was more optimistic on Saturday than anyone could remember. He was, said a Downing Street source, enthusiastic about using Britain's forthcoming presidency of the European Union to start a far-reaching debate on its future. 

The Prime Minister's view is that the time is right for talks about the future of Europe in which priorities must be shifted from huge farm subsidies to hi-tech research. 'He's determined to use the British presidency to give the lead that's needed. He's also convinced a majority of the European countries and their leaders largely agree with him,' the source said.

In Brussels however, most diplomats are deeply shocked and worried. Two long days of talks behind closed-door on a new EU budget collapsed in failure. It was, one veteran participant of European summits told The Observer, 'the worst I have ever witnessed'. 

On one side stood Britain, with the open support of Sweden, the Netherlands and – in the final round of talks - Spain and Finland. There was quiet sympathy, too, from several others, notably the Italians. On the other side was an angry Franco-German alliance that has for decades defined European politics chiefly supported by Luxembourg Prime Minister Jean-Claude Juncker. 

At the centre of the dispute - rejected by France, Germany and summit chair Luxembourg – was the British demand to reform the system of agricultural subsidies which accounts for some 40 per cent of the EU budget, most of it for French farmers. 'Our view,' said a source close to Blair, 'was that in future, EU agricultural subsidies should go only to poorer regions.' Blair tried to persuade the summit to recognise the need to redirect funds to research and development and the promotion of an economy built around knowledge and technology. 

By late Friday, word had come from the British delegation to waiting crowds of journalists that the summit had collapsed. Minutes later, however, there was a dramatic last effort by Juncker to see if a deal could be salvaged. When that, too, failed, the pale-faced summiteers emerged, and the recriminations began. Asked what advice he would give Britain as the next holder of the European presidency, the angry Luxembourg President said he would pass things on 'without comment and without advice.' He was 'ashamed' on hearing new member countries 'each poorer than the other' say that for the common good they might accept less money. In the course of the dramatic failure of the Brussels talks, there were shifting alliances, diplomats said. But the core battle remained between Blair and Jacques Chirac. 

Enraged by Chirac's tactic of diverting attention away from his own political difficulties by campaigning against the British rebate, Blair was giving no ground. Britain, after all, even with the rebate, is the second highest contributor to the European Union. Within minutes of the end of the summit, Blair and Chirac made successive appearances which - depending whether you were a British or French diplomat - signalled the end of the dream of 'ever-closer union' in Europe, the French version or, in the more optimistic British view, at last gave Europeans an opportunity to open a long overdue debate on how to form a 21st-century EU. 

Blair, in a clear reply to French accusations, said that Britain would not be accused of a lack of European 'solidarity' - and that the real message of the defeat of the European constitution in the recent French and Dutch referendums was that the people of Europe wanted their evidently out-of-touch leaders to take the EU in a dramatically new direction. 

Moments after watching Blair's performance on television, the fluent English-speaking Chirac came on stage to condemn what he called Britain's 'pathetic performance'. In a phrase that provoked loud laughter in the British delegation room, but revealed the depth of differences over Europe's future, Chirac described farm subsidies - which still total 40 per cent of the overall EU budget for a sector that accounts for 1.6 per cent of output- were described as 'modern'. 

But if France, and to a slightly lesser extent Germany and Luxembourg, led the attack on Blair's refusal of the budget deal, other nations seemed to share a sense of alarm at the extent, and bitterness, of the summit failure. 'This has been one of the toughest meetings in EU history,' said Swedish Prime Minister Göran Persson, who stood with Blair in the final showdown. 

In the cold light of yesterday morning, shocked diplomats were speculating how the union could be healed. Blair's optimistic view of prospects for his presidency were treated, especially by the French, as some strange British fantasy. The diplomats broadly acknowledge that Europe's leaders must eventually agree to a budget, probably at the eleventh hour, as they did last time. Optimists hoped the atmosphere would calm down once Chirac has moved on from the earthquake of his country's rejection of the constitution. 

But Blair continues to warn his European partners in the final two weeks before the crucial Gleneagles G8 summit that unless they dismantle the £30 billion Common Agricultural Policy, Africa will never free itself from poverty. 

After G8 finance ministers promised £30 billion worth of debt relief to Africa last weekend, and European countries agreed to double overseas aid, Britain now hopes to persuade rich countries to open their markets to Africa's farmers. 

Last night, Downing Street said the CAP 'has a detrimental effect on the capacity of developing countries to export their own products through world markets, and this is why we are arguing that it should be reformed as part of a global agreement on export subsidies, which should be ended by 2010'. 

'Trade is vital to empowering developing countries to stand on their own feet,' said a spokesman. Britain wants the EU to abolish export subsidies within five years, without demanding similar concessions from poor countries, at this year's critical World Trade Organisation talks. 

Many NGOs are also backing the British government's drive for reform of European  subsidies. Africa needs more money, they claim, but if it's not linked to ending European agricultural subsidies, it's blatant hypocrisy. The way to build lasting economic growth, healthcare and education in Africa is for Europe to end the CAP. Putting an end to trade-distorting subsidies will allow African products to be exported and stop European goods being sold more cheaply in Africa.' 

As well as pushing for progress on trade reform at the Gleneagles summit, Britain will use its presidency of the European Union, which begins next month, to argue that the CAP is a wasteful anachronism. 'It does not reflect the economic priorities of the European Union in the 21st century,' said Blair's spokesman. 'We have made it clear that the Commission's budget should be fundamentally reviewed with a view to removing these distortions.' 
