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FOREWORD

This report gives a general explanation of the European Community's Common Agricultural Policy
{CAP) and it describes the impact of the CAP on U.S. agriculturat exports. The CAP for each major
commodity group is explained in economic terms and is placed in perspective with a discussion of farm
production and patterns of use in the Common Market,

This report should be helpful to U.5. Government officials and others concerned with international
trade and with the U.S. balance of payments. Also it should help private exporters and farmers appraise the
effect of the CAP on their business, In addition it should interest economists, educators, and all who have a
need to understand current events in Eurcope.

For several years economists in USDA felt the need for a straightforward explanation of the Common
Market's CAP. Until now it was difficult to prepare such a publication because many important issues were
unsettled and existing regulations were transitional. By mid-1968, however, a single Community market had
been created for most agricultural products.

Impetus was given to the preparation of this report by a request to the Economic Research Service
from the Office of the Special Representative for Trade Negatiations {(STR}. In 1968 the STR requested a
staff report for distribution to the President’s Pubiic Advisory Commities on Trade Policy. The report was
prepared and submitted, and with subsequent revisions and refinements it became the basis for this
publication,

The authors, with the help of many specialists in the Foreign Agricultural Service and the Economic
Research Service, USDA, have made a natable contribution to economiic information of vital impartance ta
American agriculture, Special credit goes to Raymond P. Christensen, Director of the Foreign Development
and Trade Division, ERS, for his strong support throughout the project; to Betty Case for her highly
efficient management of the computer processing of the trade data, and to Hans Hirsch for his competent
professional contributions to the entire publication.
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M. L. Up€hurch, Administrator
Economic Research Service

For sale by the Superintendent of Documents, V.5, Gevernment Prinling Office, Washington, D.C., 20402
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SUMMARY AND CONCLUSIONS

Implementation of the European Community’s Common Agricultural Policy has had an impact on
international trade in many agricultural commodities. The hafimark of the CAP is a system of minimum
import prices and variable levies, with modifications and exceptions where dictated by production,
marketing, and institutional conditions, For many agricultural products the Eurepean Community (EC) has
become insulated from world market price jevels. This has significant bearing on international production
and consumption incentives and, in turn, on the fevel and flow of trade,

The CAP has brought about these general changes which affect U S. exports:

1) Higher prices for farm produce in most member states under a price support system intended to
assure "adequate income” to farmers. There are no provisions for production controls except the
rather generous quotas on sugar.

2} Protection of Community farmers from import competition via a variable {evy systermn which
generally incregases prices of imported commodities above those for domestically produced goads.

3} Removal of nearly all trade barriers among member nations, making all markets equally accessibie
to all farmers within the Community,

4} Establishment of & Community-financed export subsidy system, providing subsidies at levels
required to self products in world markets,

Although there are exceptions to these points, they apply to the bulk of the Community’s agricultural

production,

High internal prices tend to encourage increases in production while dampening growth in
consumption, although significant responses to farm price increases are not generally demonstrable. For
example, higher vieids have lifted production despite @ modest reduction in Jand under cultivation. The
responsible yield-raising techniques may have been adopted more rapidly than usual under the stimulus of
high prices. Grain yields in 1967 and 1968 were much above previous levels, Favorable weather is given
major credit, but price-induced changes in production practices may have reinforced the effects of good
weather. Although the impact of higher prices on consumption is even more difficult to isclate, some
restraining effect appears to have emerged, particudarly in the last year or two.

EC policymakers are finding it impossible to assure “adequate” income to the many small producers by
a system relying primarily on high prices, Budgetary costs are mounting rapidly without realization of
producers’ income aspirations. Further strains are being placed on the system because the distribution of
expenditures amony countries differs from the pattern of contributions. Therefore, internal pressures
against higher prices are increasing, resuiting in discussions of alternative methods of raising farmers’
income, such as structural reform in agricuiture.

Freeing of the Community’s internal trade and applying variable levies to imports relegate the United
States and other sunplying nations to the role of residual suppliers because they are not permitted to
compete in price with EC produced commodities. And recent price movements tend to reduce the size of
the residual or at ieast to slow its growth. These movements not only limit U.S. export prospects ta the
Community, but Community exports alse stiffen competition faced by U.8. exports in Japan, the United
Kingdom, and other major agricultural importers, Moreover, exporters such as Canada, Argentina, and
Denmark encounter greater difficulties in exporting to the Community and turn their attention increasingly
to these other markets.

Export subsidies permit EC exports to cause disruption in third country markets. The decision to
export is based primarily on the existence of Community surpluses, with seemingly little regard to the
supply and price situation in world markets and usually despite the lack of any natural competitive
advantage due to lower production costs. Effects of the export subsidies have been demonstraterd on several
oceasions,
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For several commodities the Community’s aggressive export programs have displaced or threatened to
displace products--poultry, barley, lard, canned ham, canned tomatoes and tomato paste, and numerous
dairy products--from the United States and other traditional suppliers.

Other developments indirectly associated with the CAP within the Community have affected U.S.
exports. Rising per capita incomes have stimulated demand for meats and other high rescurce-using foods,
contributing to an increase in consumption exceeding the growth in production. As a result, import
requirements grew rapidly until the drop in 1967-brought on by the record harvest of grain. The changing
consumption patterns encouraged livestock production and stimulated demand for livestock feeds which
make up a substantial proportion of U.S. agricultural exports. The United States has shared in this growing
market mainly by increased sales of soybeans, oil meals and cakes, and feed grains.

The United States has a trade interest in a wide variety of agricultural commeodities and therefore is
affected by most developments in Community agriculture, However, because of the importance of feed
grains and cilseeds in U.S. trade with the Community, developments in these commodities are of particular
interest.

After phenomenal growth through 1866, U.S. exports of feed grains to the Community dropped
sharply in 1967 and declined further in 1968--2 reflection of the large EC grain crops in 1867 and 1968,
Future export levels for U.S. feed grains wili depend on whether the recent growth in EC grain yields is
maintained, accelerated, or dampered more in line with longer term trends. There is considerable
uncertainty about which fevel is most likely in the next few years.

Soybeans and soybean products make up the other major category for which exports have grown
significantly. This growth continued in 1867 but faltered in 1968. Many factors appear favorable to further
expansion in the oiiseed market, but recent proposals for the imposition of taxes on the consumption of
vegetable oils and oilcake and meal in the Community cast a shadow on the otherwise seemingly hright
prospects.

On August 8, 1969, the French Government devalued the French franc by 11.1 percent {in terms
of gold content of the franc}. With Community agricultural prices denominated in units of
account, the devaluation by itself would automatically increase prices of French agricultural
commedities. However, France was authorized to hold its farm prices at previous levels, in terms
of francs, for the 1968-70 marketing vear. To accomplish this the French Government will
subsidize imports and tax exports of agricultural products by amounts which compensate for the
devaluation, These arrangements temporarily suspend price unification and unrestricted trade of
agricultural products within the Community. The effectiveness of the administration of these
arrangements is to be reviewed during the fall of 1969. Also at that time decisions are to be made
on steps to be taken which will bring French prices back into line with the rest of the Community
{in terms of the unit of account} by the 1871-72 marketing vear at the latest. The devafuation and
accompanying measures do not significantly affect the discussion in this report except that when
price adjustments are made in France, prices to French farmers will be increased further and thus
accentuate the production incentives already existing.
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THE EUROPEAN COMMYUNITY'S
COMMON AGRICULTURAL POLICY

Implications for G.S. Trade

By B.L. Bernison, G.H. Goolsby, and C.0. Nohre
Foreign Development and Trade Division
Egonomic Research Service

INTRODUCTION

The Eurcpean Community {EC} is the largest foreign
market for U.S. farm products. U.S. agricuitural exports
to the Community have exceeded $1 biltion annually
since 1958, reaching a pealk of nearly $1.6 billion in
1966, These exports have contributed importantly to
the trade balance of the United States and have made
2 significant contribution to the U.S. halance of pay-
ments,

Since adoption by the Community of the first
provisions of the Common Agricultural Policy {CAP} in
1962, the United States and other trading partners have
been very apprehensive regarding the impact of this
policy on world trade in agricultural products. The
movement from national policies on production ang
trade to a common system has set in motion a complex
series of economic forces. The impact on trade is not
always immediately apparent and is frequently obscured
by other developments, making cause and effect rela-
tionships difficult tc establish. However, sufficient time
has elapsed since implementation of the CAP to permit
ohservation of some of the consequences.

Following impiementation of the first trénsitional
regulations of the CAP in 1952, EC imports of agricul-
tural products continued upward until 19267, U.S.
agricultural exports to this market followed z similar
pattern, with a decline in 1967 following significant
increases in previous years. Even during the period of
expanding aggregate U.S. exports to the EC, there were
specific instances of injury to U.S. trade, both with the
Common Market and with other countries as a resuit of
increased competition from Community exports. More-
over, the fundamental approach of the CAP appears to
be creating conditions that will lead to increased and
more general effects on world trade, and specifically, on
ULS, exports to the EC as weli as other mavkets.

To assist in evaluating the impact to date and in
detecting probable future difficulties, this report reviews
the basic features of the CAP for products of export
interest to the United States, discusses EC production,.
consumption, and trade trends during the 1960's and
examines some of the recent and probable future
problem areas.
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DEVELOPMENTS AFFECTING COMMURITY AGRICULTURE
SINCE THE ROME TREATY

DEVELOPMENT OF THE COMMON
AGRICULTURAL POLICY

Founders of the Community recognized the special
problerns of agriculture and provided for the establish-
ment of common policies to deal with them, The Rame
Treaty' lists the following agricultural policy objectives:
{1) increasing agricultural productivity, (2} maintaining a
fair standard of living for the rural population, {3}
stabilizing markets, {4) assuring regular suppfies, and {5)
maintaining reasohable consumer prices.

The first action to implement policies directed
toward the achievement of these objectives was adoption
in January 1962 of basic market regulations for grains
(except rice}, poultry and eggs, pork, fruit and vege-
tables, and one of limited scope for wine and 2
Community financial regulation. These regulations, and
cthers subseguently adopted, provided for transitional
periods to permit gradual harmonization of national
agricultural and trade policies. During the transitional
periods common trading rules became applicable and
steps were taken to move toward a unified market for
the various commodities and commodity graups.

Community regulations, however, have not had an
orderly sequence that might have made the impact on
trade become gradually apparent. Some of the provisions
have affected trade indirectly through production incen-
tives and thus becorne fully effective after considerable
time lag. Some lag can also be expected in the
redirection of intra-EC trade as adjustments are made to
exploit the implicit oppoertunities of a single Community
market. Other provisions have a discontinuous effect in
that conditions governing trade are not altered in a
uniformly progressive manner. Trading conditions mid-
way in the transition pericd cannot be considered as
being halfway between the old and the new systems.
Therefore, one cannot evaluate the impact at a midway
point and extrapolate the changas for an estimate of the
full impact of the unified system.

The CAP has evolved by the adoption of a series of

regulations establishing commen arrangements governing

1

The Reme Treaty establishing the European Economic
Community was signed by member state representatives for
France, West Germany, ltaly, Belgium, Luxembourg, and the
Metherlands, on March 25, 1957, and came into force on Jan-
uary 1, 1958,

marketing of commedities or groups of them. These
differ as dictated by conditions of production and
marketing, but most have certain common character-
istics, The most pervasive element is the reliance on a
minimum import price and some form of variable Yevy to
protect and insulate the domestic price from lower
world prices. Because the Community is an exporter as
well as an importer of many commadities, the regula-
tions provide for export subsidies to permit sales at
competitive prices on world markets. The result is a
separation of the interna! market, where trade is
relatively unrestricted, from the world market, A linkage
is provided by varizble import levies and export sub-
sidies. This is not the first historical instance of such a
method of domestic market insulation, but it is the first
time it has occurred on such a broad scate and for such
an important trading entity. Especially because of the
latter characteristic the repercussions on the warld
market are great. Community spokesmen claim that the
system has a neutral effect on world market prices
because it only maintains the differential needed to
assure its producers of the agreed prices. However, the
magnitude of EC trade in many commodities relative to
total quantities traded in warld markets is large enough
to have significant price effects.

A CAP characteristic that causes great complications
in the megotiation of trade concessions in the usua! sense
is the complete integration of price support and trade
policies, Any country must maintain a degree of
consistency between the two palicies, but the unique
feature of the Community system is that these relation-
ships are explicit and visible to all. 1t may be argued that
a variable levy is a form of duty and as such may be
negatiated downward or that some maximum level may
be agreed to. However, to institute such a change would
require a reduction in the level of support, or at least
open the way for a reduction if world market prices
dectined. This would conflict with a basic goal of the
Community's agricultural policies--assurance of a given
levet of prices without regard to the level of world
prices.

Concern for maintaining the independence of EC
prices from unrestricted changes in world prices was
demonstrated by an EC proposal for negotiations on
suppert levels (the “montant de soutien”) during the
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Kennedy Round. If agreement could be reached on
world reference prices, which were to be minimum
world prices, Community leaders expressed willingness
0 agree to placing a limit on the difference between
reference prices and the prices guaranteed to their
producers. When other participants in the Kennedy
Round negotiations refused to accept this propasal, no
meaningful concessions were offered by the EC on price
or levy reductions,

Current regulations providing for commodity organi-
2ations apply to approximately 90 percent of the
Community’s agricultural production. In terms of trade
with third countries, the share is considerably lower,
about 38 percent. Additional products for which regula-
tions are in various stages of preparation are tobacco,
non-edibie horticultural products, hops, fish and fish
products, and quality wine. Mentioned as possible
products to be covered by common market Qrganiza-
tions in the future are potatoes, textile plants (flax,
hemp}, mutton and lamb, bananas and cork.

A key element in the operation of the CAP is the
European Agricultural Guidance and Guarantee Fund
{FEOGA).% This fund was set up to provide for common
financing af programs supporting EC  agriculture,
Member state contributions are based partly on import
levy receipts and partly on a budgetary key, This results
in the major agricultural importing countries making
substantial contributions to the Fund. Fund disburse.
ments tend to accrue to countries producing the largest
volume of agricultural products, particularly those in
surplus and thus exportable, Therefare, substantial
intercountry financial transfers occur. Although an
cbvious consequence of the FEOGA provisions, these
transfers have been a continuous source of irritation for
countries such as Germany and Belgium which find their
contributions considerably exceeding their receipts,

In addition te the problem of distribution, the
magnitude of the funds invalved has become a matter of
great concern to the finance ministries of member
countries as product coverage and total costs increase,
This has led to a limitation of Community liability an
dairy products and ofive oil and may well be a farce in
bringing about program changes.

Distinct from the CAP but influencing its provisions
for several commodities are the varicus association
agreements with countries outside the EC.3 These call
for speciat relationships, including preferential trading

arrangements between the EC and associated members.

2 The inftials FEOGA are from the French name Fonds
européen d’crientation et de garantie agricole,
Three major agreements are included:

* Convention of Association (Yaounde Canvention) with

the Asscciated African and Malagasy States [AASM). This

agreement with 18 ‘independent African nations which are

ot bl b e

CHANGES IN FACTORS AFFECTING
CONSUMPTION OF AGRICULTURAL
PRODUCTS

In considering probable future growth in demand for
agricultural products, it is necessary to look at the major
demographic and economic variables that provide the
framework within which change in consumption will
occur. These variables include general population growth
and changes in per capita income.

Population

The EC population approached 185 million in 1967,
appreximately 14 million less than that of the United
States, Population growth rates in the EC during recent
years have been substantially below thase in the United
States and many other regions of the world. The EC
recorded a 1.15 percent annual increase in population
from 1960 to 1965, compared with a U.5. rate of 1.80
percent. The grawth rate has been decreasing in recent
years after a peried of acceleration which reflected, in
part, a significant leve! of immigration. But this has not
been a major factor in population change since 1962 and
is not expected to be very important in the future, The
rate of population increase will probably continue to
decline,

Income

The economy of the EC generates a gross national
product {GNP} of substantially less than 50 percent of
that in the United States, Total GNP of EC member
countries was equivalent to approximately $341 biilion
in 1987 compared to almost $804 billion for the United
States. Within the EC, GNP in 1967 at current prices
ranged from a high of approximately $121 billion ia
Germany to a low {excluding Luxembourg) of about
$20 billion in Belgium. Average per capita GNP in the
EC was about $7,850 in 1967; the U.S. average for the
same year was 54,040, Per capita GNP was highest in
France ($2,190) and Germany ($2.030) and lowest in
1taly {$1,280).

Econamic growth in the EC during the 1960's has
provided a favorable climate for expansion of consump-
tion, including that of agricultural products, Total gross

tormer colonies of individual member states, mainly France,
expired on May 31, 1959, and is in the process cf being
renegatiated,

* Agreement of Association with Greece came into force
on November 1, 1964; it is designed to bring about 2 Customs
Union and provides for the possibility of Greece acceding to the
EC at sorme future date,

* Agreement of Association with Turkey also provides for
the possibility of accession to the Community.




national product in the EC increased at a somewhat
greater rate than in the United States over the same
period. Mast rapid increases occurred in Germany,
France, and Htaly, However, each of these countries has
experienced periods of reduced expansion. The itatian
economy expanded onty moderately in 1964 and 1965
while the growth rate in Germany was much reduced in
1966 and was slightly negative in 1967, France has not
experienced as wide fluctuations in its growth rate, but
the events of May-June 1968 probably reduced its
growth in 1968. Economies of the smaller countries have
grown at a somewhat slower rate for the period since
1960.

The EC appeared t0 be entering an economically
bouyant phase in 1988 until developments in France
cbscured the picture. The impact of these developments
cannot vet be fully evaluated, but possibilities are good
for recovery in France and & continuation of favorable
growth rates in the EC. Official Community sources
estimate that the real gross Community product
increased 5 percent in 1968 and they predict the same
growth rate in 1969,

As would be expected with growing income, food
expenditures as a share of total consumption expendi-
tures have been declining, atthough they average higher
in the EC than in the United States. Variation among
ceuntries in food expenditure’s share of total consumer
expenditures reflects both the level of per capital incnme
and the general level of food prices.

Despite a declining portion of income spent for food,
the increase in food expenditures {measured in constant
prices} has been relatively rapid and for the EC as a
whole has been approximately twice the rate of increase
in the United States. The increase in Germany and Italy
has been above the EC average, and helow it in other
member countries,

Rates of increase in food consumption into the next
decade are generally expected to be somewhat lower
than in the past. A decline in the relatively high level of
potaio consumption in the four northern countries and in
the very high level of fruit and vegetable consumption in
Italy can be expected along with a substantial increase in
livestock product consumption throughout the area.

CONDITIONS FOR AGRICULTURAL
PRODUCTION IN THE EC

Agricultural production in the EC is influenced by a
variety of climatic, environmental, and economic
factors.

Although climatic conditions vary considerably, there
is much less variation than in the United States. With the
exception of a relatively few areas, annual rainfall is
within a range of 24 to 35 inches and is fairly well

distributed throughout the year. Temperatures are
generally moderate with no significant region having a
mean January temperature below 32°F nor mean Juty
temperature above 77°, Except in parts of southern
France and ftaly, the climate is favorable to agriculture,
particularly for grass and grains.,

One feature of EC agriculture important to its future
devetopment is the large number of farms for the
agricultural Jand area and the consequent small size of
most farms, Another characteristic is that much of the
agricultural land is sloping, so that it is not suitable for
cultivation and remains in permanent pasture. Even
much of the cultivated area is not suitable for mechani-
zation and would not be cultivated under U.S. condi-
tions,

These factors, together with the employment condi-
tions outside agriculture, are strong determinants of the
way farms in the EC are organized and of the rate and
direction in which they will change, Severa! studies have
found that the single most important determinant of
farm organization and profitability was the farm size
relative to the labor force. Farms tend to be organized
around the labor force available relative to the size and
terrain of the farm.

Although smati size, slope, and fragmentation make
mechanization physically difficult and economically
unsound for many farms in the EC, especially in the
mauntgincus regions, farming has been rapidly
mechanized in the past few years. Substitution of capital
for human effort has been large and is expected to
continue at a rapid pace, but the end result is likely to
be an agriculture that still requires a relatively high farm
preduct price in order to provide even iow returns to the
majority aof small farms. Thus, political pressures will
remain strong for maintaining farm prices at least at
current levels,

EC agricultural output has grown significantly in past
years. The index of total agricultural production valued
at 1958 prices reached 118 in 1966, {1959-61 = 100]
{(table 1}. Livestock production has grown somewhat

TABLE 1.--EC index of agricultural production for
1966 valued at 1955 prices

Agricuitural production
Country
Crop Livestock Total
185961 = 100

Germany.......... 85 120 113
France ., .......... 120 120 120
ltaly............, 120 21 120
Netherlands . . _, ... 119 114 116
Belgium .......... 107 112 110
ECT............. ] 1s 119 118

! Excluding Luxembourg
Source: Statistique Agricole, 1968- No. 4
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more rapidly than crop production. Some differences
also appear in the rate of expansion for individual
countries, The greatest difference is the slower growth
rate for crop production in Germany.

Production ingreases for the EC have occurred despite
significant declines in the agricultural labor force and a
modest reduction in land devoted to agriculture, Of a
total labor forge which has increased moderately over the
past decade, the agriculture share has declined markedly,
leading to substantial reductions in the agricultural labor
force. From nearly 25 percent of the total labor force in
themid-1950s, agricultural employment’s share declined
to slightly over 15 percent in 1867. For individual
countries the percentage ranged frem a high of 24.1 for
ltaly to a low of 5.8 for Belgium. The percentages in
other couniries were 16.6 in France, 10.8 in Germany,
and 8.3 in the Netherlands. The trend toward a reduced
agricuitural fabor force is expected to continue.

Data on land utilization reveal a consistent though
moderate decline in total agricultural land use since
1958. Previously in the 1950's, nearly 73 million hectares
were devoted to agricultural production. By 1967 the
total had declined to slightly under 71 million hectares
{table 2). Land taken out of agriculture went into
highways, urban developrment, and other nonfarm uses,
and some was abandoned as no longer suitable for
farming.

These data slso show that the amount of land used
for different types of crops has not changed drastically,
although there have been some significant changes.

Acreage in root and tuber crops has declined more than
1 million hectares, and total grain ares has dropped more
than one-half million. The reduction in grain area has
occurred primarily in wheat, with coarse grains and rice
holding about constant, Other categories of changes are
in pulses, where a large percentage reduction occurred,
and in permanent pasture, where the only noticeable
increase occurred,

The CAP has not been in effect jong encugh to
conclude that the changes ooourring up to 1967
significantly reflect infiuence of the common policy and
expectations of the future. Unified prices did not come
into force for any preducts until mid-1967. {n addition
one would anticipate some lag in the adjustment process,
The amount of land used for agricultural production will
likely continue to decrease and thus act as a constraint
on total agricultural cutput. However, opportunities for
shifting to more land-intensive uses and the adoption of
technology to increase yields will probably more than
compensate for any reductions in area.

THE EC MARKET FOR U.S.
AGRICULTURAL PRCBUCTS

Community Agriculture and World Trade

The European Community not only is the world's
fargest importer of agricultural products but also is an
important expoerter. EC data, including that for intra-
Community trade, show 1986 agricultural imports
valued at $14.8 billion and exports of a little over $6.3
billion {tables 3 and 4). These are increases of 61 percent

TABLE 2.--Land use patterns in the Community, 1956-67

Grains . Fruits Total
Rooi & | Indus- Hay Permanent | vegeta- | agricul-

Year . Coarse Puise tuber trial crops pasture bies & toral

Total Wheat Bice grains Crops crops other3 land

1,000 hectares*

1956 21,1671 B.B68.9 146.1 12,1521 972.0 5,849.3 510.9 9,7%9.1 26,147.0 8,407.2 72,8505
1957 1,628.3 10,853.7 1325 10,5431 1,0104 5,501.8 534.4 9,827.2 26,071.1 8,088.8 72,859.1
1a58 21,552.0 10,910.5 143.6 10,497.9 8753 55671.8 533.8 10,145.4 25961.4 B,184.7 72,8522
1859 21,5128 14,611.6 156.8 10,744.5 8874 5,548.6 436.3 10,306.5 25,9365 8,127.7 72,8550
1960 21,3478 10,492.2 1389 184.716.7 978.4 5,548.1 423.8 10,4071 25,866.2 8,180.0 72,748.3
1981 21,111.9 9,820.3 138.9 11,0517 918.1 5,302.7 429.7 10,562.5 25,943.7 B8,1421 72,408.7
1962 21,4450 10,614.0 130.3 10,700.6 865.7 65,1886 478.0 10,4011 25,9236 BO325 72,3455
1863 20,983.3 8,788.6 1281 11,0754 828.3 5,126.2 488.6 10,444.4 25,938.7 8,1754 71,0959
1964 21,084.8 1G,441.5 1308 14,493.3 767.3  4,807.7 527.3 10,239.7 26,0740 8,204.7 71,6835
1985 21,0335 10,465.6 152.9 10,423.3 703.0 45284 537.0 10,081.9 26,3144 81161 71,3203

1966 20,7615 9,868.6 157.8 10,7341 875.6 4,282.1 525.8 13,144.9 26,603.23 B,187.1 71,080

1967° 20,863.4 9,525.6 n.a. n.a. 640.1  4,286.0 518.6 9,946.6 26,668.0 8,153.4 70,866

! Potatoes, sugarbeets, forage heets, other cultivated forage crops

Rapeseed, other oilseeds, flax, hemp, tobaceo, hops, ete,
inctudes olives, grapes, nurseries, etc.

4 One hectare equals approximately 2.47 acres
Preliminary

Sourge: Statistique Agricole, 1964-No. 8, 19668-No. 1, 1967-No, 3, 1968-No. 1, 1968-No. B
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TABLE 3.--EC imports of all agricultural products and products
covered by the Common Agricultural Policy, 1958-66

Intra- From third
Year Community | countries Total

All agricultura! products Miition doflars

195860 avg.. ... .... 1,525.9 7,6656.5 9.191.3
1867, ............. 1,967.3 8,250.5 10,217.8
1962, .. ........... 2,2209 8,907.8 11,128.7
1963........... ... 2,489.8 9,438.6 11,928.4
1964, ............, 2,821.6 10,149.2 12,5970.8
1965, . ..., ..., 3,335.5 10,564.6 13,900.1
1866, . ............ 3,599.7 11,200.4 14,800.1
Products covered by the

Commen Agricul-
tural Policyl

1958-60 avg......... 785.5 2,081.6 2,867.1
1961.............. 986.0 2,240.5 3,2255
1962.............. 1,0958.7 2,650.6 3,6565,3
1963. . ............ 1,270.7 2,500.2 3,779.9
1964. . ........ e 14725 27238 4,196.3
1966.............. 1.823.4 3.025.6 4,849.0
1966.............. 1,9225 3,154.2 5,076.7

! The Product coverage is the same for all years and includes
those products covered by the CAP in 1966, This includes
products not subject to the variable levy, so the category
is broader than that designated as variable-levy commodities
in table 5.

Source: Statistique Agricele, 1967-No. 10

TABLE 4.--EC exports of zl! agricultural products and products
cavered by the Comman Agricuitural Pelicy, 1958-68

Intra- To third
Year Community | countries Total
All agricuMtural products Miltion doftars
195860 avg.. ... .... 1,504.6 19735 3,478.1
1981.............. 1,965.3 2,223 4,188.4
1962, .. ... 2,199.7 2,250.4 4,450,1
1963.............. 2,480.2 2,448.5 4,928,7
1964, ............, 2,778.7 2,627.7 5,406.4
1865, . ......,..... 3,337.5 2,806.8 §,144.3
1966.............. 3,508.6 2,839.3 6,348.9
Products covered by
the Common Agri-
cultural Policy!

1958-60avg.. ....... 7605 . 853.8 1,614.3
L1 7 P 984.1 1,008.0 1,982.1
1962..,........... 1,075.1 1,058.5 2,13386
1863.............. 1,261.7 1.215.0 2,476.7
1964, .. ........... 1,448.8 1,329.8 2,778.8
1885, ............. 1,808.2 1,475.5 3.284.7
1966.............. 1,846.9 1,485.1 3,332.0

! The product coverage is the same for all years and includes
chose products covered by the CAP in 1966. This includes
products not subject to"the variable tevy, so the category
is broader than that designated as variable-levy comemodities
in Table 5.

Source: Statistique Agricole, 1967-No. 10

in imports and about 83 percent in exports over the
1958-60 averages,

Intra-Community trade has grown at a faster rate
than trade with third countries. Imports from Com-
rrenity sources in 1966 were about 135 percent above
the average for 1958-60 while imports from outside the
area increased by 46 percent, Changes in exports
followed a similar pattern. Third countries remained the
major suppliers of agricultural products, and the value of
imports from these sources increased by a greater
absolute amount. However, the porportion of total
agricuitural imports purchased frem third countries
dectined from about five-sixths to three-fourths. The
relative impertance of member country importers as
markets for products of other member countries has
increased. In 1958-60, less than half of member state
agricultural exports went to other EC countries, but by
1966 this proportion had risen to slightly aver &5
percent,

Trade in products covered by the CAP expanded at a
moie rapid rate than trade in all agricultural products
from 1958-60 to 1966. The increase in imports of CAP
products was only moderately above the increase for all
agricultural products. Since intra-Community exparts
were approximately equal to intra-Community imports,
a similar relationship held for this trade. However,
experts of CAP products to third countries increased
significantly more than exports of alt agricultural pro-
ducts outside the area—74 percent as compared to 44
percent.

U.S. Agricuitural Exports to the EC

The European Community is the largest foreign
market for U.S, farm products and for several years has
accaunted for nearly one-fourth of total US. agri-
cultural exports, After 1958, .S, agricultural Exports to
the EC increased annually, almost without interruption,
to a peak of $1,564 million in 1966 (Tabte 5}. They
then declined to §1,367 million in 1968, or 13 percent
below the peak, to the lowest level since 1963. Products
subject to the variable levy accounted for 37 percent of
the tetal in 1968. This was down from 42 percent in
1962 and just under the range of 38 to 43 percent for
the intervening years.

The export value of praducts subject to the EC
variable levies was $504 million in 1968, down 24
percent from the recerd level in 1966 and only 4 percent
higher than in 1962, Despite the variable levies, feed
grain exports had jncreased substantially by 1966,
indirgctly reflecting increased Cemmunity demand for
meat associated with rising incomes., In 1967 they
dropped sharply, and they declined further in 1968. This
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was largely a result of the significantly higher EC grain
producticn in 1987 and 1968 due to record yields. Grain
sorghum and barley exports have declined sharply in
recent years. Corn exports declined more moderately in
1967 and recovered slightly in 1968. Exports of corn
byproducts used for feed have continued to grow during
the 1960's, reaching $28 million in 1968.

The Community imports U.5. hard wheat each vear
to mix with domestic whests for improved baking
quality. However, the amount fluctuates widely because
the United States is a residual supplier of wheat to the
EC. U.5, exports increase whenever Commiunity produc-
tion falls and other third countries, primarily Argentina,
cannot meet the import demand. After reaching a
post-CAP high of $106 million in 12686, exports have
declined but have held above the early CAP vears,

Rice exports from the United States to the EC were
up sharply in 1967 and moved up further in 1968.
During each of the past 3 years, export values have been
substantially above earlier levels,

Both poultty and dairy product shipments to the
Community have declined in recent years, Exports of
poultry and eggs were only $14 miilion in 1988, down
$39 mibion from the peak in 1962, and were at the
lowest level since 1958. Exports of broilers and fryers
declined the most. This decline was partially offset by
increasing turkey exports unti! 1966, when they also
began a deciine which has continued. In 1964, shortages
in the EC and export payments on butter and nonfat dry
milk by the United States combined to boost dairy
product sales to a record level. Now, with surpluses in
the Community and .8, export payments ended,
purchases of U.S. dairy products have been drastically
reduced.

U.S. exporis of non-wvariable-levy commodities
reached a record $912 million in 1967, then declined 5

percent in 1968. Principat commodities included in this
group are soybeans, cilcake and meal, tobaceo, cotton,
fruits, and vegetables. | ncreases for soybeans and oilcake
and mea! have been especially dramatic. Exports of
soybeans in 1968 were down moderately from the
previous year, but those of oilcake and mez! cantinued
the strong growth evident since the late 195G., Tobacco
sales were off in 1968 after setting a recard in. 1967, but
they remained considerably above the levels of previous
years. The largest decline among the major non-variable-
levy commodities occurred for cottorn. The downward
trend was reversed briefly in 1967, but it continued
again in 1968 to the lowest fevel in recent history.

Exports of fruits and preparations reached & high of
$77 million in 1965 and declined thereafter, particularly
in 1968. Orange exports were down because of a short
1967/68 crop, Canned fruit exports continued the sharp
decline started in 1966. Contributing to the fatter may
be the recently imposed variable levy on the sugar-added
content, which threatens the future of U.8. canned fruit
and vegetable exports to the EC.

Total U.S. agricultural exports to the European
Community since the imposition of the variable import
levies have beer: significantly above the levels in earlier
years, Prosperity in the Community has stimulated
demand sufficiently to more than offset the restrictive
effects of the import system, After vigorous growth
through 1968, U.S. exports declined substantially in
1967 and 1968. However, in 1968 they were still 18
percent above the 1961-63 average. Moreover, the recent
dectines are not entirely attributable to the CAP, Over
the years, however, the impact of the CAP has been
severe on some commedities, Developments in the past 2
years may suggest that the impact is spreading ta enough
commodities to jeopardize the overall value of exports,

COMMODITY ANALYSES

WHEAT AND COARSE GRAINS

The Common Agricultural Policy for Grains

The Community program for supporting prices and
regulating trade in grains is comtained in a series of
reguiations setting up a common market organization,?
Except for rice, which is covered by separate regulations,
all grains produced or imperted into the Community are
covered by these reguiations. They atso apply to fiocur
and processed products made from grains. '

4 Basic pravisions are in Council Regulation No. 120/67,
Journal Officiel No. 117, June 19, 1967,

Basic Features

The marketing year for grains extends from August 1
to the following July 31. For each marketing year a
series of prices is established which serves as the primary
mechanism Tfor influencing and regulating production
and trade. No production restriction is imposed.

The basic price for each of the important grains
produced domestically is the target price. This is the
wholesale price-level goal for the respective grains in
Duishurg, Germany, designated as the main marketing
center of the major deficit area in the EC, The target
prices and other administratively determined prices are
fixed for a standard quality for each grain. The
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TABLE 5.—U.5. agricuitural exports to the EC: Value by commodity, 1956-68

1957

1858

1958

1960

1961

1862

1963

1964

Feed grains!
Corn

Grain sorghums
Corn byproducts, feed
Rice

Wheat grain
Wheat flour

Pork, excl, variety meats . . | .

Larg?

Dairy products

Poultry and eggs
Live poultry
Broiiers and fryers
Stewing chickens
Turkeys . ... ...
Other fresh poultry
Eggs

Fresh fruits
Citrus
Orangesand tangerines
Lemens and limes ., . .
Grapeiruits
Other

Cried fruits
Raisins , |

158,997
56,530
35,227
47,227
20,013

"
2,952
10,324
177,106
1,079

8z
2,876
9,869
25,274
2,977
T

1,177
1,380
4,816
402,003

105,916
64,056
13,731
17,990
10,139

44
1,954
6,203

91,479
7,218

44
1.725
2,788

11,438
2,589
26

1,797
7685
1,826
233,233

25
358,275
59,634
24,768
21,379
13,604
5,818
1,960

1,715
29
1.645
16,180
1,227
5322
36N
6,285
3,310

157,541
48,105
37,109
60,966
11,381

223
2,953
2415

1,474
11,2i8

40
482
1,887
2,502
3,633
62
1,554
660
744
2265
387
2,301
236,670

180
197,359
58,762
22,407
18,764
4,193
14,533
2,038

5,398
13
232
9.874
1,207
5,595
3,072
9873
6,717

241,295
85,424
60,337
65,553
25941

2,144
10,773
5714
44,657
8467

13

744
5,984
10,162
19,236
212
7,852
3,247
2,184
343
5,397
3,651
361,945

1,733
104,468
44,414
15511
13,763
7.846
4,013
1.904

657
25
1,065
6,623
.38
3,534
1.1
4,183
1.316

197,148
83,308
63,545
35,931
24,361

981
6,894
3,695

45,322
7,263

3B

48
2,325
997
28,55%
231
12,437
5.247
5,275
n7
4,648
3,473
300,004

1,143
312,891
45,880
12,383
11,000
3,811
5,582
1.697

1,251
22
116
9,754
2,085
6,774
895
5,874
3,500

1,008 dofiars

186,046
113,180
48,141
17,21
7454
809
14,795
5,739
173,011
6,862

48

561
3.4M
2,084
45,835
611
24,733
8,642
8,621
835
4,493
154
443,346

1,974
232,897
56,751
20,669
19,028
8,364
7484
3,200

925
an
GEB6
7,744
1,679
4,761
1,304
7,424
4,623

317.082
166,464
63,308
59,124
18,135
3,443
14,247
18,769
50,603
5,553

&4

KLY
2,134
3,503
53,479
780
30,701
8,347
9,624
574

- G443
13,629
482,787

1,080
105,973
66,732
16,379
14,572
6,567
4,420
3,885

1,324
&

477
8,425
1,143
5874
1,408
8914
4,803

275,256
196,165
51,087
22,978
5,028
6,824
13,399
13,700
63,365
3,200

163
2,061
2,543

22,551
30,613
1,388
10,698
6,082
8,766

338

3,3
19,067
452,728

1,997
131,657
64,535
22,357
21,785
7.308
11,473
3,003

128
10
434
8,245
1,933
5244
1,068
6,683
3,500

325,972
238,898
£1,988
22,17
2,378
7,894
15,378
5,676
59,228
1,662

1,064
8,624
2,488
54,398
31,676
1.059
10,615
6,384
11,060
663
1,839
18,898
532,958

3,502
189,143
61,010
18,771
16,885
5,475
7.855
3,455

1,280
14
592
8,067
1,261
5,836
1,271
4677
1,886

41,71
341,182
86,525
23,041
13,023
15,802
10,740
1463
87674
1,207

1.511
377
1,062
30,473
30,747
1,380
6,306
210
17,497
938
1,822
9,71
642,001

3,325
70,258
77,340
23,877
20,982

9,845

1,750

3,286

1

1,842
115
938

11,428

1,685

2,608

1,164

4447

1,742

476,441
340,280
82,330
35,437
18,384
19,310
18,821
4,418
106,930
1,357

647
1.334
1,104
213

23,600
1,497
5,805

758

13,528

303
L7
7,043

661,278

2,352
65,890
66,279
24,340
21,624
10,213

7.802

3471

38

2,050
157
609

8,080

1,433

5,840
807

4,744

2,740

373631
304,308
44 434
20,815
4,278
18,839
25,718
4,321
55,058
1,398

587
395
1,558
1,234
18,533
1.735
157
2408
12,627
3ato
1,209
6,654
547,907

2,263
n,848
64,524
286,766
24,684
12,867

8,045

37N

1

1,169
ag
522

9,178

1,718

6974
486

B754

5,515

336,501
313,442
16,539
4,745
1,775
28,664
27,805
1,486
82,983
972

530
172
324
528
14,362
2,205
151
1.143
9,253
138
1,422
8,933
503,757

gM
56,471
45,233
14,531
14,036
2,685
8,589
1,747
b

ig
110
357
6,832
1,720
4,828
284
8,644
5,946




1,491 551 1,467 772 1,718 1472
Grapefruit 1007 1.281 e s e T Yoa sz 1am azm 12w 1621 1,226
18 1604 2281 1BR L7ER Ts ' . 17 27280 18971 14391
i ' & 17631  17.386 19,754 31,505 26,142 29,348 35817 . , :
Canned fruits® 12,805 18,242 1733 . : 16030 13213 11857 14618 11584 B.216  3.726
Poaches . ........| 2319 SAma  sfn BSR DT D08 ades b3S 675 7080 7006 582 4598
Fruit cocktail 1,432 2,034 2,472 2,484 2,588 2.99[2} o004 6110 9,238 8,948 7476 5,086 523
Cappies %% 20 Ya 1es2 5% Zion 4 zors s 1254 45 g6
' ' ' ' 60 1408 1212 1,47 1867 1,835 848 5
Other fruits _ 185 158 e 13e% 124 13337 24811 35048 23676 21160 20004 12536 16338
Vegetables and preparations . . gfgg B,g; 2'48? o 2’845 3251 7487 14993 8617 10456 12,335 6.505 g';:g
Dried beans 1,051 551 345 3,272 843 76 28% oS 4804 435 74ES 1235 3240
' 3280 2702 2475 4831 5066 3813 5103 4, , ,
Dried peas - ., .-.... 1134 e e "3 360 1171 2530 159 488 518 860 1.566
Fresh vegetables . 4 20 2.100
Canned vegetabiss 32 422 GA2 AIE BT MM Y i bem  saim  Tese  tems 142
psparams. . v ool MR e ess b3 yem2 1008 ez rems ‘993 686 ‘824 ‘636 672
Other vegetablesend preps .| 2,162 2,821 1815 2581 262 338 8% 413 S0 230 2e37 2460 4430
Hides and skins 14326 25254 18,21 20,114 24030 21,987 20560 16435 . 374 , 364 11777 21862
Cattle hides 6483 16713 11449 13582 18885 15146 14322 1115/ 21,195 25130 21,54 2022 15858
Calf and kip skins 6,706 6855 5171 5615 3,925 5093 3731 1941 2408 4244 4,600 S 2,
1,937 1,886 1401 g0y 1,520 1,750 2707 3,208 4,130 2127 2,244 2136 3126
Qilseeds and products . . ... 159,409 183,383 95860 183,764 155420 178879 233178 249,365 343725 383309 464,783 477407 4BB,840
Oil cake and meal o793 5988 7782 22305 18604 16274 46020 61520 76637 110736 149872 156568 175,054
4242 4889 6388 15155  14.877 14,880 41963 58117 71,146 102.288 140,583 152,312 167,982
5581 1299 1334 7150 3,727 1234 4057 3403 5491 8448 9,289 4246 7,07
Qilsseds ........... 95847 93354 71,012 118199 135464 133,946 173,998 160440 234,005 236983 209,263 312,686 300,973
Saybean 69,385 76483 62,070 98452 124,086 121,543 162,320 159,436 213,867 226,201 278673 294,189 271,735
Flaxseed 26,151 16630 8912 20736 11,357 12315 11,396 9,079 19,003  §947 17,750 14105 22462
13 251 30 11 41 5a 282 926 1,035 1,835 2840 4412 6,776
53,960 84,041 17,066 42,260 44,352 28,659 13,161 18405 33083 36500 15648 8,153 12813
31,168 41,353 5527 28480 28,194 19541  B776 12,676 18,188 23087 3,839 130 261
9,210 29145 9,061 10054 10444 2603  1.218 1547 5296 2,055 19 71 96
9,944 9,486 275 688 3449 2399 482 8OO 1443 1679 8497 4082 B7I5
5847 4057 2213 3038 2265 4,116 2,685 3383 8156 B769 3283 3920 3,741
Tallow® ............. 49952 41308 33056 44,270 37646 31084 36,375 25921 34889 37222  34.663 25272 19971
Tobacto, unmanufactured . . .| 76435 80,552  B9,500 82143 88,257 95,501 105,543 104,215 105,824 106915 116917 149,028 128484
Variety meats, fresh or
frozen 13,360 12,080 13,030 12,258 14,241 15351 16327 21,087 32280 234371 35026 34371 31,475
Muts and preparations 8.674 3,872 1,578 2439 7.602 1,438 3,024 4,339 57188 11,836 50N 6,491 25,097
Haps 1073 2285 4208 1391 1,141 968 2,480 2490 2426 2,723 3595 2049 1,308
Food for relief and charity . . .| 45,678 40,479 30,121 18206 14803 18192 14558 10184 6354 4556 4554 1388 1,182
45683 _ 45104 32093 45337 40,245 43366 47.502 53,537 46367 50,336 524588 47238  26.296
Total non-varisble . . .. .| 635,430 860,432 584,013 674,066 798,600 713705 667,044 718,685 882918 834452  §02.947 512197 8630630

Towsl EC 1,101,433 1,083,666 821,663 926,011 1.098,724 1,157,051 1,150,731 1,171,411 1415877 1,476,453 1,564,225 1,460,009 1,367,386

1 Grains, poultry, and pork were subject to variable levies beginning an July 30, 1962; rice, on Sept. 1, 1964; and beef and dairy products, on Nov. 1, 1964, The variable-levy classification is
designed 1o show overall changes in exports rather than 1o measure the impact of the variable |evies,

: Lard for food s a variable-levy commodity, while lard for Industrial use is bound in the General Agreement on Tariffs and Trade IGATT)} at 3 percent ad valorem. U.5. |ard 7s for food use.

Although canned pauftry, tallow, and variety meats are subject to variable lavies, these cannot exceed the amount of import duties bound in the GATT,
Wariable levy on sugar-added content only

Compiled from U.S. Bureau of the Censug data
Source: Foreign Agricultural Trade of the United States, April 1868




regulations provide that the target prices be set by the
Councii of Ministers at least 1 year in advance of the
marketing year beginning August 1.

Since the target prices in the EC are substantially
higher than world prices, it is necessary to protect the
domestic market {rom imports being sold at a lower
price. A threshold price, which is the minimum import
price, is established for Rotterdam at a level to assure
that imported grains may not be delivered to Duisburg at
a price lower than the target price, taking into considera-
tion quality differentials, Threshold prices are also
established for cereals such as grain sorghum that move
in international trade but are not normally produced in
the Community. They are set at levels to prevent prices
of these imported grains from undercutting competing
EC domestic grains.

A standardized c.i.f5 price for each grain is calcu-
lated for Rotterdam on the basis of the rmost favorable
purchase opportunities on the worid market. Actual
c.i.f. prices for the various classes and grades of each
grain are adjusted by applying coefficients of equiva-
lence to convert them to a basis comparable ta the EC
standard quality for which the threshold price is
applicabie. The lowest ¢.i.f. price for each grain after
adjustment is subtracted from its threshold price to
determine the tevy, This levy is appiied to all imports of
that grain without regard to quality, actual offer price,
port of entry, or final destination. in addition, threshold
and c.i.f. prices are calculated for bread grain flours, and
levies are directly determined from them. For other
grain products, levies are calcutated from the levies or
duties applicable to imports of the base grains or other
components plus a margin of protection for the
domestic processing industry,

Even with protection from imports, prices received
by farmers might fall below a minimum level consistent
with the target price. To prevent this, intervention prices
are established at the wholesale level. For each grain
there is a basic intervention price, applicable in
Duisburg, and regionally differentiated intervention
prices valid in other Community marketing centers.
These are set at levels that reffect the geographic price
spreads to be expected with naormal crops, considering
the naturat conditions of market price formation. There
is an exception for corn where a single intervention price
applies at all trading centers if the domestic corn
normally marketed is fess than 45 percent of consump-

‘tior in the Community. The regional prices cannot

exceed the basic intervention price. Intervention

5 The term c.if. is an abbreviation for cost, insurance, and
freight. It is the price of a commodity delivered at the point of
entry into the importing country.

10

agencies purchase grain at the intervention price valid at
each designated trading center, subject to certain mini-
rmum conditions regarding quality and quantity. They
are permitted to intervene at prices ahove the inter-
vention prices if it appears that larger purchases will be
necessary later if preventive purchases are not made,

Additional price support is provided for durum wheat
by a guaranteed minimum price established for the
marketing center of the principal surplus region. If this
exceeds the intervention price for that center a subsidy
equal to the difference is paid by intervention agencies
for durum production. The subsidy is unifarm for al!
Community producing areas.

Other activities of the intervention agencies include:

1. The granting of denaturing premiums for wheat
to encourage its use for feed, and

2, The granting of transitional compensation to
kolders of yearend stocks aof soft whest, durum,
barley, rye, and corn harvested in the Community
not to exceed the difference between the target
price for the last month of the old year and the
target price Tor the first month of the new year.

Intervention agencies may sell grain acquired through
support operations either for export to third countries
or on the domestic markets. Procedures governing
disposal are established by the Council. They may sell
wheat and rye, suitable for making bread, for use as feed
at reduced prices after these grains have been rnade unfit
for human consumption through denaturing,

Annually determined target, threshold, and interven-
tion price levels are valid at the beginning of the
marketing year, The prices are increased at monthly
intervals during the marketing season to encourage
uniform marketing throughout the year. The stand-
ardized c.i.f, prices are calculated daily if changes in
offer prices warrant. Thus, levies may vary daily—and
hence the term variable levy.

Without special assistance, exports of grains and gtain
products would not be passible with domestic prices
above world prices. Such assistance is provided in the
form of export subsidies equal to the difference between
world prices and EC prices. The subsidies are uniform
for the whole Community, but are differentiated
according te country of destination. Thus, there is
provision far setting them high enough to make EC grain
competitive in any individual national iarket in the
world,

Licenses are required for all imports and exports of
grains and grain products, They are valid for a specific
period. A deposit of a surety is required from the
importer or exporter to ensure the fulfillment of the
obligation to carry out the transaction during the period
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of validity of the license. The surety is fully or partially
forefeited if the importation or exportation does not
take place within this period. The import levy or export
subsidy may be set at the time the licenses are issued
rather than being determined when the transaction
actually occurs.

The lcenses are to be freely granted upon request.
This is in accord with the stated principle that the levies
and export subsidies are the exclusive regulators of trade
with noenmember countries. Quantitative restrictions, for
example, are prohibited. However, provisions authorize
the Council to take “appropriate’ temporary measures
relative to trade with third countries if, due to imports
or exports, the Community market is seriously disturbed
or is threatened with serious disturbance.

Since the beginning of the 1967/68 marketing vear
the grain trade between member countries has been free
of levies, except for trade in the principal feed grains
between |taly and the other member states. At the time
of the cornmon grain price decision, [taly was authorized
te collect a reduced levy on imports by sea of barlay,
oats, corn, and sorghum ontil the end of the 1971/72
marketing year. To maintain the advantage for
Community suppliers ltaly must pay a subsidy equal to
the levy reduction on imports from other member states.
A charge of an equal amount is collected on exports to
its partners to prevent diversion of the lower priced
imports to other areas of the Community.

Evolution of the CAP

The regulation providing for the gradual establish-
ment of a common organization of the market for grains
came into effect on July 30, 1962. It set up common
trading rules for all Community members and envisioned
a gradual harmonization of the different national prices
during the transitional period to terminate on January 1,
1970, Member states annually set national target prices
for each grain within a range established for the
Community. Thresheld and regicnally differentiated
intervention prices consistent with the targét prices were
adopted by each country. Import levies imposed by
individual countries differed as a result of ithe separate
threshold prices.

When the first grain regufation came into effect prices
varied considerably among the individual member states.
Prices were lowest for all grains in France and highest in
Germany and [taly for wheat and in Germany for feed
grains. During the transitional period the upper and
lower limits for national target prices were to be
gradually brought together te achieve a unified price by
the end of the transitional period. Divergent nationa!
interests prevented rneaningful progress toward this
chjective during the early years of the CAP, so in

e

11

Decernber 1964 the EC decided to adopt unified prices
to become effective on July 1, 1967. The following
tabulation shows (1} the target price limits per metric
ton {Dollars per bushel in parentheses) for wheat and
barley for the first year under the CAP and for the year
that the common price decision was made, and {2) the
common prices adopted for the first 2 years of the
unified market,

1962/63 1964/65 1967/68 1968/69

Wheat
Upper limit $118.92 $118.92 - -
(3.24) {3.24)
Common price - - $108.25 $106.25
(2.89) (2.89)
Lower limit 89.42 89.42 - -
(2.43) {2.43)
Barley
Upper limit 103.07 103,07 - -
(2.24) 12.24}
Common price - -- 91.26 94.44
{1.99) {2.06)
Lower limit 71.42 7217 - -
{1.55) {1.57)

As long as prices differed among member states it was
necessary to impose levies on grain moving into a
member country with a higher price than the country of
origin. A modest preference for intra-Community trade
was build into the levy structure, giving some incentive
for trade between member states, This was in the form
of a “lump sum preference” of $1.10 per metric ton on
whole grains for most of the transitional pericd. The
levies on grain from another member country wers
calculated so that its price was brought up to the
threshold price for the importing country and then
reduced by the amount of the preference.

When the common price system began in 1967,
intra-Community levies were abolished except for the
measures needed to permit the operation of the
temporary feed grain levy reduction for Italy. Pre-
ferences enjoyed by Cormmunity producers vis-a-vis third
country producers were greatly enhanced by virtue of
their being permitted to compete in ol member states on
an equal basis. If regional intervention prices are set
appropriately, grain sold at intervention prices in
Community surplus areas should be able to move into at
least some deficit areas at the intervention prices for
those areas, whereas third country grain can only come
in at or above the target price, The rather abrupt change
in preferences with the implementation of the common
price systemn makes it hazardous to infer that the
changes in intra-Community trade during the transitional
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period are indicative of the trade flow patterns to be
expected when the common price system has been in
operation fang enough to have its full impact.

Since the Commuhity produces a surplus of wheat
and is deficit in feed grains, pressures arose to adjust the
price ratios between wheat and feed grains to give
greater incentive for feed grain production, even before
the initially approved common prices taok effect.
Although they were not changed for the 1967/68
marketing year, the price ratic was narrowed for the
T968/69 marketing year by increasing the target prices
for feed grains {table ). Corr's target price was raised
more than barfey’s.

TABL.E 6.--EC: Commuon target prices for grains,
1967/58 and 1968769

Commedity 1967/68 1968/69
Per m.t. | Per bu. [ Per m.t. | Per bu.
UL 5. dallars
SoftWheat. ..., ... 106.25 2.89 106.25 2.89
Durum Wheat. ., .. .. 126.00 3.40 125.00 3.40
"4500 395 14500 395
Barley., ............ 91.25 1.99 D4.44  2.06
Cormoovnininnnn... 90.63 2.30 94.94 2.41
Ave............... 93,75 2.3B 97.50 248

t Guaranteed minimum price
Saurce: Newsletter on the Common Agricultural Policy, No.
16, December 1967

Production and Consumption

The CAP for grains includes both trade and internal
support measures which interact te produce the total
impact on trade. |nsulation of domestic producers from
world markets resulting from the variable levy system
prevents third country suppliers from competing in price
on the domestic market. These suppliers are relegated to
a position of filiing the gap between domestic consump-
tion and production to a greater extent than in mast
other imperting countries. The high prices adopted
provide incentives for producers to expand production
vnhindered by production controls and tend to dampen
consumption increases, Thus, economic pressures exist
for narrowing the gap. Important trade effects of the
CAP may therefore come about indirectly via the effects
on domestic production and to some extent on con-
sumption,

Changes in Producer Prices

Trends in prices received by producers in the various
member states have, of course, been influenced by the
relationships betwseen the national price levels when the
Common Marker was formed. In general, where prices
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were near the top of the range in the Community, they
remained at approximately the same leve) untit being
forced downward when the common price came into
force. In countries where grain prices were near the
bottom of the range, they tended to move upward
during the early years, except for France where producer
prices did not increase substantially until 1966. After
July 1, 1867, when common prices came into force, the
national producer prices moved much closer together,

Price trends for wheat and barley, the EC’s major
grains, are illustrative of the annual price movements
during the past decade,

WHEAT PRICE CHANGES: Wheat prices in 1958-68
are shown in figure 1. The EC price shown is an average
of the country prices weighted by national production.
The highest EC price during the 10 year period was in
1958. There was a substantial drop the following year,
and an irregular upward movement in subsequent years.
Prices in the member countries exhibited no strong trend
from 1958 to 1985, except in the Netherlands where
there was a general upward movement, Since 1965, there
have been substantial price declines for whesat in
Germany and Luxembourg, a rather modest reduction in
ltaly, and a significant increase in France. Thus, in
France where the greatest potential is believed to exist
for production expansion, only in recent years have
producers had the incentive of higher prices.

The EC-wide average soft wheat producer price in
1967 was about $98.50 per metric ton, or $2.78 per
bushel, This was considerably above the estimated §1.92
per bushel average return (including Government pay-
ments} to wheat program participants in the United
States during the 1867/68 marketing year. In comparing
the two prices adjustment should be made for the higher
quality of U.S, wheat. The International Grains Arrange-
ment allews a 23 cent quality premium for U.S. Hard
Red Winter Wheat over the EC Standard. Increasing the
price differential by this quatity premium indicates that
Community prices exceed U.S. prices by mare than §1
per bushel.

BARLEY PRICE CHANGES: The EC average
producer price for barley moved gradually upward after
a slight decline in the early years of the 1958-68 period
(figure 2}, This reflects a modest upward trend until
1965 for all countries except France. Through 1967,
German barley prices dropped rather sharply and ttalian
and Netherlands prices declined modestly, French barley
prices were irregularly lower until 1964, but have since
increased substantially. As with wheat, French barley
praducers have seen their prices increase only in recent
vears. They have probably not faced a rising price
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situation tong enough to have fully adjusted their
production patterns to the added Incentives.

Producer prices for barley and other feed grains are
much higher in the Community than they are in the
United States. The average prices received by EC
producers in 1967/68 were about $80.50 per metric ton
{$1.75 per bushel) for barley and over $84.00 per metric
ton {$2.13 per bushel) for corn. The 1967/68 season
average prices for all producers in the United States were
$1.00 per bushe! for barley and $1.04 per bushel for
corn. Support payments for corn raised the average
return for program participants to $1.24 per bushel.

The decision to increase barley, rye, and corn target
prices for the 1868/69 marketing year made coarse grain
production more attractive to EC producers who have a
choice between wheat and coarse grains.

Changes in Production and Consumption of Grain

The area of grains harvested in the Community has
declined moderately over the past decade {table 7).
Production has incressed significantly, as vields per
hectare have shown sizable gains. This is due mainly to
improved varieties and tillage practices, but is also the
result of a shift from lower yielding grains such as cats
and rye to higher yielding grains such as corn and barley.
Morecver, exceilent weather conditions prevailed in the
1967 and 1968 crop years.

GRAIN AREA: The proportion of area in wheat and
coarse grains has varied over the years, with some decline

S

in wheat area and a fairly stable acreage in coarse grains
for the Community. However, there have been more
pronounced changes in individual countries, In France,
the area in grains has increased slightly: The wheat area
has declined while the corn and barley areas have
registered more than compensating increases. The reduc-
tion in wheat area has occurred mainly in marginal areas,
with the main producing areas holding about constant.
Increases in barley have taken place in France, except in
the southern part. Expansion in corn area has been
concentrated in the Paris basin. Some of the shift into
feed grains has been encouraged by an increase in barley
prices relative to wheat prices, but the increased area
devoted to corn praduction has occurred despite a lower
price relative to wheat, France’s proportion of the total
fLommunity grain area has risen modestly over the past
decade.

The area of grain harvested in Germany has remained
almost constant during the past decade, There has been a
general increase in bartey acreage with a roughly
offsetting decrease in the area in rye, Wheat acreage has
increased moderately. Grain acreage in ltaly has de-
creased markedly with aver haif of the decrease occuring
in wheat area. Some drop in the area in grains has also
occurred in the Benelux countries,

GRAIN YIELDS: High grain yields are commeon in
the Community and can be attributed to the generally
ample rainfall and to heavy applications of commercial
fortilizers, Yields have continued to advance rather
steadily during the past decade with some fluctuation

TABLE 7.--Area of grain harvested, by type of grain, EC, 185168

Coarse grains
Year Total Wheat
Total Rye Bariey Corn Qats Other
1,008 hectaresi

196165, ..., 21,390 10,545 10,845 2,181 2,318 1,672 4,051 825
1856........ 21,442 3,070 12,372 2,178 3,553 1912 3,988 723
1857, ... ... 21,9207 11,143 10,764 2,136 2,812 1,805 3,270 641
1988, ....... 21,845 11,128 10,717 2,135 3,070 1,813 3,024 665
1959........ 21,758 10,7892 10,9586 2,021 3,350 1,804 3,010 671
1980........ 21,587 10,666 10,922 1.8986 3,487 2,018 2,855 686
1981........ 21,381 10,094 11,267 1,670 3,829 2,182 2,B68 718
1962, ....... 21,713 14,809 10,804 1,638 3,762 2000 2,834 770
1863. ....... 21,279 9,975 11,304 1,673 4,129 2,088 2,701 816
1964. . ...... 21,346 10,632 10,714 1,668 3,934 1,983 2,467 762
1985, ....... 21,264 10,626 10,628 1,534 4,084 1,925 2,377 728
1986........ 20,881 10,037 10,844 1,372 4,401 1,981 2,434 756
1987........ 20,848 3,728 11,120 1,300 4,581 2,072 2,405 762
ta68%, .. ..., 21,093 1G,182 10,811 1275 4,554 2,055 2,258 n

! One hectare equals approximately 2.47 acres
Preliminary

Source: Statistique Agricole, 1866-No. 2, 1968-No. 5; Production Vegetale, 1968-No. 14
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due to weather (table 8}, The most abrupt change in
yields occurred between 1966 and 1967, Unusually good
weather in most of the Community resulted in record
yields in 1967 for all grains except corn so that
production increased substantially over the 1966 level,
Data for 1968 show substantial increases in corn yields,
with only a sltight drop in yields of other grains, to make
1968 the second successive year with yields and produe-
tien of all grains significantly above the trends of
previous years. As in 1967 favorable weather apparently

was responsible for much of the higher yields. Even
though vyieids have generally risen, there is still an
appreciable gap between regions with the more advanced
technology and other regions, suggesting that future
yields may rise censiderably in some areas of the EC.

GRAIN PRODUCTION: Total grain production
continues to increase as higher yields have been obtained
from a fairly stable acreage base (table 9). More wheat,
bariey, and corn are being produced. Rye production is

TABLE 8.--Average yield per hectare of grain, by type of grain, EC, 1951-68

Year Total Wheat “tharse gr?“_-l s_
Total Rye Barley Corn Oats Other
100 kt’!o_qmmsl

1951-B5.,.... 0.5 20.2 20.% 21.7 211 226 19.1 204
1956, ......, 22.8 20.7 24,3 23.0 27.0 7.0 21.5 23.0
1957........ 22.6 22.% 231 237 242 272 19.6 23.3
1968, ....... 228 21.8 23.7 23.1 236 29.6 20.8 23.6
19588, ....... 24,4 24.0 24.8 24.8 26.1 30.0 20.5 22.6
1960. ., ..... 24.9 22.7 270 26.2 28.4 329 21.8 26.5
1961, ....... 234 23.0 237 20.3 241 29.5 20.9 23.6
1962. ., ...... 268 27.4 28.2 25.2 29.2 25,9 229 26.7
1963........ 26.9 24.6 28.8 26.2 29.3 36.5 24.5 26.1
1964, ......, 281 278 28.6 29.2 30.2 309 23.8 28.0
1965....,... 285 28.7 28.3 23.8 29.4 355 24.4 26.1
1966. ....... 279 26.4 292 24,8 28.4 40,2 25.0 27
19{5}‘2 ....... 323 32.2 335 30.2 35.0 39.6 286 30.0
1868°....... 33.0 21,8 34.4 30.8 336 45.8 28.6 31.4

! One kilogram equals 2.2046 pounds 2 Prefirminary

Source: Same as tabie 7

TABLE 8.- -Preduction of grains, by type of grain, EC, 1951-68

Year Total Wheat Coarse Grains
Tatal Rye Bariey Corp Cats Other
1,000 metric tons’

195185, . ... 43,751 21,340 22,411 4,732 4,884 3,773 7,347 1,275
1956, ....... 48,868 18,793 30,068 5,020 9,695 5,184 8,606 1,664
1857, ....... 49,539 24 632 24,907 5,067 7,037 4,913 6,399 1,491
1968, ....... 49,796 24,379 25,417 4,928 7,258 5,363 6,301 1,667
1858........ 53,068 256,885 27,173 5,030 8,736 5,720 8,173 1,814
196G. ., ..., 53,712 24,201 29,811 4,963 9,860 6,648 6,221 7,819
1961, ....... 49,917 23176 26,741 3,382 9,227 8,433 6,004 1,685
1962........ 53,212 29,632 28,580 3,875 10,985 5,174 - 6,487 2,069
1963........ 57,164 24 582 32,682 4,117 12,116 7,613 6,608 2,128
1964, ,...... 59,911 29,289 30,622 4,582 11,869 8,127 6,907 2,137
1966........ 60,610 30,485 30,125 3,652 11,950 6,835 5,788 1,898
1966........ 58,500 26,526 31,974 3,407 12,482 7.970 6,078 2,039
1867, ....... 68,628 31,332 37,298 3,828 16,019 8,198 6,867 2,284
1968%,...... 69,708 32,185 37,523 3,926 15,310 9,406 6,460 2,421

! One metric ton equals 2204.6 pounds
Souree: Same as table 7

2 Preliminary
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declining as is that of cats. An increasing proportion of
Community grain is being produced in France as a result
of the more rapid increase in yields and the modest
growth in its share of the Common Market grain area.
During the middle and late 1850’s the French share of
total grain production was usually under 40 percent, but
it increased to about 47 percent in 1967 and 1868,
Somewhat over one-fourth of the Community’s grain is
produced in Germany and a little over one-fifth in ltaly.

Yields are highest in the northern EC. This is partially
due to differences in climate and soils, but may also be a
reflection of the progressiveness of the farmers. The
Benelux countries have consistently had higher yields,
followed by Germany, France, and ltaly. However,
during the past decade France has had the {argest yield
increases.

UTILIZATION OF GRAIN: Whife production of
wheat in the EC has been rising in recent vears, total
consumption of wheat has increased at a more moderate
rate. Consumption for food has held about even, but use
for feed and export has increased. Although wheat
production has exceeded Community consumption re-
quirements for a number of years, the wheat produced is
primarily soft wheat, leaving an import requirement for
high quality hard wheat for mixing purposes to derive
the desired type of flour. Much of the wheat fed is used
on farms where it is produced, although there has been
some denaturing of wheat under government programs.

Recent increases In denaturing premiums are
expected to encourage expanded use of wheat for feed.
Coarse grain production has also been increasing, but
unitke the situation for wheat, consumption expanded
more rapidly up through the 1866/67 marketing vear,
Most coarse grains are used for feed, where major
expansion has occurred. There has alsc been some
expansicn in industrial uses for grain,

Official supply-utilization data for 19687/68 are not
available, but from data on production and indications
on utilization, the increasing trend in the coarse grain
deficit was clearly reversed in 1967/68, and the deficit
wilt fikely decline further in 1968/68. The importance of
the higher yields in 1867 and 1968 as a factor in this
reverse feads to considerable uncertainty about future
trends. Yields for these years were substantially above
prior levels. Favorable weather was & major factor, but
other forces may also have contributed, Higher yields for
2 successive years, coinciding with the introduction of
the unified market, suggest caution in assuming that
vields will drop back and resume 3 more “normal®
growth pattern,

Because of tHe possibility for substitution between
wheat and coarse grains, it is useful to lock at the
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supply-utilization of all grains, During the past 10 years,
praduction and consumption have expanded in a parallel
fashion. The net deficit has not changed greatly, hut
total trade has increased, with both exports and imports
of the Community meving up significantly. With total
exports of nearly 10 million tons and imports of close to
20 million tons, there would appear to be considerable
possibility for diversion of grain currently exported
toward filling Community requirements and thus signifi-
cantly reducing gross imports into the EC.

Projections on Grain Production and Consumption

A study by Michigan State University concludes that
recent grain production and consumption trends witl
continue into the 1970's® The proportion of land
planted to grains is considered to be the most uncertain
factor affecting future grain production, as expressed by
the concern in same quarters that higher grain prices in
several countries would induce the plowing up of pasture
for grain, However, the researchers do not anticipate
significant increases in acreages devoted to grain if
relationships between oprices of grain and forage-
consuming livestock remain similar to those resulting
from recent price decisions. On the contrary, they
project @ modest decline in the total grain area. This is
expected to come about by contraction in the hilly areas
of southern Germany, central France, and in central and
southern [taly, Only partially offsetting will be some
expansion in areas where mechanization is more feasiple,

Acreage in wheat will probably continue to decline
slowly, although the change probably will not ocour
uniformiy. In the highest yielding regions of the EC,
wheat acreage Is expected to remain stable or expand,
but it is expected to contract in regions having tower
yields, This shift will lead to higher average vields for
wheat and reinforce the yield increases resuiting from
improved technology. Similar trends will probably occur
for cearse grains. in addition, shifts to higher yielding
grains such as barley and corn will contribute toward
higher average yields for coarse grains.

Grain yields are expected to increase throughout the
EC at a rate sufficient to increase production despite
acreage reductions. Factors working toward higher yields
are (1] continued improvements in seed varieties and
cultural practices, (2} increased fertilizer use, {3) con-
tinued expansion of farms controlled by more pro-
gressive managers, and {4) increased crop specialization
by farm and by ares as the adoption of common price

6 Sorenson, Vernon i., and Hathaway, Dale E. The
Grain-Livestock Economy and Trade Patterns of the European
Economic Comimunity with Projections to 1970 and 1975,
Institute of international Agriculture, Mich igan State University,
Research Report No. 5, August 1968.
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TABLE 10.- -Production and utilization of wheat, EC, 1956-67

Available
a:?j?r:g Production CI}f\nge Exports’ Imports’ supply Foodt_ Feed Othey
consumption] consumption uses
June 3G stocks or tota_i g
consumption
1,000 metric tons
1986.. ...... 24,328 + 750 2,423 4,651 25,806 20,128 3,350 2,328
1957........ 18,730 + 672 1,220 6915 23,753 19,661 1,936 2,157
19568........ 24,559 - B44 3,152 3,899 26,150 20,018 3,954 2,178
19589, ....... 24,316 - 268 2,117 4,164 26,621 20,045 4,455 2121
1960........ 25,814 - 660 2,286 3,377 27,565 19,835 5,472 2,258
1961........ 24,137 +1,087 1,798 5,888 27,128 20,123 4,886 2,120
1982, ....... 23,060 - 193 2,323 5,870 26,800 20,182 4,484 2,133
1963........ 29,495 +1,814 3,786 3,478 27,373 20,080 5,074 2,218
1964........ 24,445 -2,021 3,794 4,111 26,783 20,029 4,658 2,096
1965........ 29,158 - 554 5,669 3,548 27,531 19,242 5,525 2,124
1966, ,...... 20,369 +1,187 5,838 4,245 27,609 20,247 5,346 2,018
1867, . ...... 26,309 -1,308 4,479 4,280 27,418 18,902 5,540 1,9%¢
! Exctudes intra-EC trade
Includes industrial uses, seed, and waste
Source: Statistigue Agricole, 1368-MNo. 1
TABLE 11.--Production and utilization of coarse grains, EC, 1956-67
Year Change Available
ending Production in Exports’ Imports’ supply Faod Feed Oth?{
June 30 stocks or total consumption jconsumption uses
consumption
1,000 metric tons
1956..... 23,649 - 185 8g3 6,729 29,680 3,015 22,527 4,138
1967, . ...... 29,778 +1,268 1.326 6,863 34,047 2,956 26,298 4,093
1988........ 24,624 -1,056 268 6,634 32,0456 2,862 24,377 4,207
1969,....... 25,130 + 450 495 8,036 32,2 2,765 25,147 4,309
1960, . ...... 26,837 +1,378 699 9,685 34,485 2,678 27,261 4,556
1961, ....... 29,208 + 92 1,469 7,918 35,560 2,608 28,411 4,541
1862........ 26,495 - 869 1,416 11,287 37,205 2,504 29,869 4,832
1863........ 28,261 + 845 1,690 11,650 37,676 2,418 30,224 5,034
1964........ 32,258 + 5EB 3,668 12,762 40,895 2,243 33,468 5,184
1965........ 30,274 - 909 3,578 12,993 40,601 2,204 32,883 5,408
1966........ 29,837 + 209 3,736 16,214 42106 2,230 34,107 5,769
1967........ 31,675 - 180 3,502 15,683 43,946 2,145 35,872 5,929

! Excludes intra-EC trade
In¢ludes industrial uses, seed, and waste
Scurce: Statistique Agricole, 1988-No. 1

pelicies allows the principle of comparative advantage to
operate more fully over the entire area,

Wheat production is projected to increase at a slower
rate than total grain output. Among the faster growing
coarse grains, barley and corn are both expected to make
up an increasing portjon of the total with oats, rye, and
other grains expected to decline in both absclute and
relative terms,

Consumption projections indicate 2 madest decline in
the use of grains for food, but a relatively rapid increase
in their use for feed. With continued income growth in
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the Community, meat demand is also likely to continue
expanding, although at a slower rate than in recent
years. The great dependence of Community beef produc-
tion on forage, which is affected by the land constraint,
limits expansion in domestic beef output. However, the
increasing production efficiencies hbeing attained for
pork and poultry favor expansion in their output,

Pork production between 1964 and 1975 is projected
1o increase by 40 percent, pouliry meat by about 85
percent, and egg production by nearly 40 percent.
Improved feed conversion rates will tend to prevent
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TABLE 12.~Production and utilization of ail grains, EC, 1956-67

Y ear Change Available
ending Production in Exports ! lmpcn"tsl supply Faod . Feed , Other
June 20 stacks or total  [consumption fconsumption|  uses
consymption
1,000 metric tons

1886, ....... 47977 + 565 3,306 11,380 56,486 23,143 25,877 £4866
1957........ 48,508 +1,340 2,546 13,778 57,800 22,617 28,933 £,250
1958, ....... 49,183 -1,300 3,420 10,533 58,196 22,880 28,931 6,385
1958, ....... 49,446 + 182 2,812 12,200 58,842 22,810 29,602 8,430
1960........ 52,71 + 718 2,985 13,062 62,060 22,513 32,733 8,814
1961, ,.....,. 53,343 +1,189 3,268 13,803 62,688 22,73 33,287 6,661
1862, ....... 40,655 1,062 3,739 17,127 64,005 22,687 34,353 6,965
1863........ 57,756 +2,359 5478 15,128 65,049 22,498 35,298 7,253
1864, ....... 56,70 -1,466 7,362 18,873 67,678 22,272 38,128 7,280
1965, . .,.... 58,432 -1,463 9,244 16,541 £8,192 22,146 B5st4 7,532
166, ....... 80,206 +1,376 8,574 20,4%9 63,715 22,477 39,453 7,785
1967........ 57,984 -1,488 8,071 19,863 71,364 22,047 41,412 7,805

! Exciudes intra-EC trade
? Includes industrial uses, seed, and waste
Source: Statistique Agricole, 1968-No, 1

grain reqguirements for each type of praduction from
expanding at the same rate. On the other hand some
nongrain feeds such as potatoes will become less
important in hog rations, but others which can be easity
incarperated into mixed feeds may be used to a greater
extent in both hog and poultry feed. Nevertheless,
substantial increases in grain requirements are expected
for hogs and poultry.

An EC policy objective is to expand beef output
without aggravating the surplus situation in dairy
products. Achievement will be difficult because of the
joint-product nature of dairy and beef production in
much of the Community. One approach being encour-
aged is to grow out a larger proportion of calves to
heavier weights, thus obtaining more beef without
increasing cow numbers. Another approach might be the
development of specisiized cattle feeding operations
similar to those in the United States. Both involve
inereased use of grain, The latter approach would require
mere cattle to be put on feed.

Potentia! for producing feeder cattle in the Com-
munity appears limited, as farm size and growing
conditions in most areas do not make specialized beef
cow herds a profitable alternative to the present system.
Moreover there are no cbvious non-Community sources
of significant numbers of feeder cattle. There is also a
question of the economics of heavy grain feeding under
existing price relationships. Although cattle prices have
risen appreciably in recent vyears, current prices of
around $30 per 100 pounds are probabiy not high
enough to make high grain rations profitable considering
the level of EC grain prices. General consumer pre-

i

19

ference for leaner type beef in the EC appears to rule
out price premiums for grainfed cattle.

Despite these obstacles, efforts to expand beef
production will undeoubtedly continue. The alternatives
appear to be to adopt husbandry practices that involve
maximum utilization of grain, consistent with beef-grain
price relationships, or to increase pasture and forage
production, partly by diverting land from other crops,
including grains. Either action will tend to increase
import requirements for feed grains.

Existing milk-grain price ratios will probably dis-
courage greatly expanded grain feeding for dairy produc-
tion. With a mitk target price of about $4.50 per 100
pounds and farmers' feed grain prices between $3.50 and
$4,50 per 100 pounds, there does not appear to be much
incentive to use more grain to produce milk,

Foreign Trade

Barriers to |mports

Community grain producers are protected from out-
side competition by the variable levy system. Levies are
assessed on all imports from nonmember countries to
bring their prices up to or szbove the threshold price.
Other protective measures, such as quantitative restric-
tions, are prohibited, although the Council retains
authority to make exceptions.

The levy is uniform for each grain throughout the
Community except for the temporary reduction on
coarse grain imports into taly. The levy is subject to
daily variation to compensate for changes in offer prices




and maintain the levy-paid prices at or above the
threshold price level. Unlike a fixed duty, which
maintains a constant absoiute or percentage margin of
protection, the variable levy insulates the internal price
from changes in offer prices, and producers in non-
member countries are prevented from competing in the
EC on a price basis.

This insulation is one aspect of the protection
accorded to Community producers by the variable levy

TABLE 13.--Average EC levies for selected grains
July 1967-July 1968

. Ad

Commodity T':;ﬁf;?id ci:l L;:zg Levy ! ualor‘en;

equiv.

Dollars per metric ton Fercent
Wheat........ 109.13 57.24 51.89 o1
Barley. ....... 92.00 56.63 35.37 62
Corar......... a1,28 56.22 36.16 65
Grain sorghum 88.44 54,95 33.49 61

[

Threshold prices and levies are unweighted averages for
13-month marketing year. Thus, thay are anly approximata
but give an indication of thelr relative magnitude. Extra
month in marketing year results from change from July-
June period used previously to August-July period adopted
2 in regulation for unified market.
Calculated from Community data on average threshold
prices and levies
Ad valorem equivalent calculated by dividing the levy by
the adjusted c.i.f. price
Source: Marches Agricale- Prix, Produits Vegetaux, No. 13,
September 10, 1268

system. A more apparent and measurable aspect of the
systems protectiveness is the amount by which Com-
munity prices exceed those at which grains can be
nurchased on the world market, As shown in table 13,
levies during the 1967/68 marketing year averaged
approximately 80 percent of offer prices for wheat and
over 60 percent for feed grains. These are very large
margins of protection when compared with import
charges on most products important in international
trade. Despite these high barriers to grain imports, the
Community remains a very important market for the
U.S. and other grain exporters.

1J.S. Stake in the Common Market

Table 14 shows the importance of the Community as
a market for U.8, grain exports as well as the importance
of grains in EC agricultural imports from the United
States. MNearly 35 percent of U.5. commercial grain
exports in 1965-67 went to the Community, Also U.S,
grain shipmenis to the Community in these vyears
accounted for nearly 11 percent of atl U.S. commercial
agricultural exports.

Of the grains, corn is by far the most important U.S.
export to the Community, followed by wheat, then
“other” feed grains (mostly grain sorghum), and barley.
The year-to-year changes in Community imports from
the United States of these commadities over the past 8
years are indicated in figure 3.

TABLE 14.--Value of U.S. exports of selected grains and all farm commadities and the relative importance

of the EC as a market for U.S. grains, 1965-67 averags

Value of U5, Exports to: Exports ta the Community as Retative im-
. a share of exports to: partance of
Commadity Commercial I\."lﬂrkms1 P gach grain in
World European World Commercial mar U5, farm ey
- 2
Total Community [{Col, 3+Col. 1) [kets [Col, 3+Cal. 2)| PO EC
{1} 2) {3) {4} {5} {5}
Million doliars Percent FPercent
Wheat, ............... 1,193 481 a0 7.6 18.7 6.0
Wheat flour, .. ......... 116 29 3 2.6 1.7 2
Total.oovviuenaa., 1,309 520 93 7.1 179 8,2
Barley. . ..ovviiinnran B7 54 20 433 45,3 1.9
162 BD4 744 330 41.0 44.3 218
Other feed grains ,...... 208 223 B7 28.2 39.0 5.8
Total..........0vne 1,180 1,031 446 378 43.3 29.6
Altgrains® ... ..., ... 2,489 1,561 539 21,7 34.8 36,7
All farm commodities. . ., . 6,553 4,951 1,509 23.0 0.4 100.0

; Value of exports outside Government programs
Value of each grain exported to the Community {Cal, 3} as a percentage of the value of all farm commodities exported 1o the

Community
3 Excludes rice

20




EC GRAIN IMPORTS FROM UNITED STATES

$ MIL

Other

. qllll!l"llll!l‘l
- . -'-"Ji'l.urm'l'l'lm':.“m '
| LT

"ll;
iy
=78 ATy I ",
%IO'/"/‘-/’/’/I/’ A ‘?‘.k"'/'/'/'“;’.
| | ]

.-

63 64 ‘65 66 67 68
CALENDAR YEAR

.5 DEPARTMENT OF AGRICULTURE HEG. ERS 6962-69 (7)) ECONOMIC RESEARCH SERVICE

Figura 3




e i

Sources of Community Impotts

WHEAT: EC members in 1965-67 obiained 78
percent, or $283 million, of their imported wheat from
nonmember nations (see table 15), Canada, United
States, and Argentina are the primary sources supplying
over 70 percent of the imports, The USSR and Australia
were significant suppliers in the early 1960%s but
exported only a very small quantity to the Community
in 1965-67.

Halian imports from France. This trade jumped from
practically nothing in 1961-63 to an annual average of
$30 million in 1965-67, reaching $40 miltion in 1965,
During this period France replaced the United States as
Italy’s major supplier, italy obtained 34 percent of it
wheat imports from the United States in 1961-63 versus
only 7 percent in 1965-67. Itaty increased the propor-
tion coming frem France from 0.1 percent to 30
percent.

EC consumption of wheat changed very little in Loss of the Italian market to France was partly offset o
1961-67 while production increased. This resulted in a by increased U.S, wheat exports to France itself, and to
higher degree of self-sufficiency, and imports from a lesser extent, Germany. France increased its wheat
cutside the EC moved downward generally during these imports from the United States since it produces and
years, although there were some increases. Even with an exports a soft wheat yet requires hard wheat f-r milling '
increase in self-sufficiency, the value of imports from purposes, part of which it imports from the United =
. Argentina increased, although at a much lower rate than States. The £C was unified for grains on July 1, 1947,
the 144 percent increase in intra-Community trade, Changes made at that time are much more likely to
] The rate of decline in imports fram the United States affect trade than were cnanges during the transitional
was very close to the rate of decline of EC wheat period, Average trade data for 10985-67 cover only 8
X imports from ali sources, Thus, the U.S. market share in months under the unified market, so they would reflect
1965-67 was little different from that in 1961-63, Hit only to a smali degree changes occurring after unifica-
hard were the USSR and Australia and, to some extent, tion. U.S. wheat exports to the EC in 1967 were down
Canada. from 1968, but were above any other year since 1961.
The most noteworthy change in intra-Community For ather supplier nations outside the Cammunity there |
trade for whezt in the last 7 years was the increase in was no sharp change in 1967 from previous trends. Of F
TABLE 15.—Value of EC, wheat imports, by source of imports, and market share for each s0urce f
: ¥ K
3 Country Average value Change 7-year low 7-year high
1961-63 1965-67
N Vialue imported from: Mil, dof. Mil. doi. Pet. Mil, dol. Year il del, Year
. ) World. ... .............. 389.9 363.9 -8.0 300.7 1963 5025 1961
: United States. .. ..., ... 111.7 101.2 9.4 73.2 1965 184.8 1961
EC... .o, 328 B80.2 144.1 30.5 1962 84.8 1965
France............ 28.4 1.0 150.1 25.6 1962 80.6 1965
EFTA ... ..., 11.9 4.2 -65.0 1.3 1968 13.8 1963
Eastern Europe., . ..., .. 24.9 5.8 76,7 .. 1964 39,5 1961
USSR............. 24.1 3.5 -85.6 o % 1964 37.8 1961
Zamada .............. 130.3 102.9 -21.0 ,97.8 1964 155.4 1961
Australia. ............ 28.0 3.4 -87.0 .- 1966 46.9 1961
Argentina ............ 46.6 56.8 19.7 22,6 1861 81.9 1865
All Others............ 158.5 10,5 -32.7 2.8 1965 30.6 1952 E
- Share imported from Percent Year Percent Year
Wartd. .. ... . .. ... .. 100.0 100.0 ,
. United States , , ..., .., 27.9 27.8 -5 19.3 1962 36.8 1961 : j
EC ... ... ... ..... 8.2 220 168.2 6.7 1961 23.8 1965 p
» France..........., 7.4 19.5 174.8 59 19861 227 1965 ]
- EFTA............... 3.0 1.1 -61.5 3 1966 4,6 1963
Eastern Europe. ....... 6.2 1.6 -74.4 T 1964 7.9 1961
USSR............. 6.0 1.0 -B4.1 L., % 1064 7.5 1961 g
- Conada ............,, 32,6 28.3 -13.2 6.8 1967 37.2 1963 i
;} ] Australia. ... ......... 8.5 ] -85.7 ... 1966 9.3 1961 :
i Argentina........,.., 1.7 15.3 31.5 4.5 1961 231 1965
3 All Gthers, ..., ..., .. 3.9 2.9 -26.0 1.1 1965 7.7 1962

; Less than $50,000 or 0.05 percent
First of two or more years at this valus
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course, even the changes in 1967 are not sufficient to
indicate the full effects of the unification of the market
and the high prices that became effective at the time:
1968 was the first full calendar year under the unified
market, and it will take time for economic forces to
adjust to the institutional changes.

The United States can expect increased production of
wheat in the Community if past trends continue.
Production increases between 1961 and 1967 appear to
be a continuation of trends established n prior periods
and do not seem to be attributable to the EC's price
changes, Production increases, along with the unification
of the market, will reduce the Community’s need to
import wheat from nonmembers, but some factors will
be partly offsetting. For example, italy’s new pasta law,
which became effective at the beginning of 1968,
requires 100 percent durum semolina to be used in all
pasta products. [taly does not now raise enough durum
wheat to supply its requirements, and imports of US.
durum wheat probably increased in 1868, and may
remain upward for several years. In addition, ali member

CORN: imports of corn by the Community grew
rapidiy in recent years as livestock preduction increased
to satisfy the growing meat demand. Largest corn
suppliers autside the Community in recent years were
the United States and Argentina {table 18). Romania
and South Africa in 1961-63 were also significant
suppliers. Within the Community, France is the major
supplier, and its importance is growing. However, its
growth has not reduced the relative importance of the
United States. Indeed, the U.S. market share increased
moderately  between 1961-63 and 1965-67. This
improvement was due partly to Community regulations
that ended the ltalian ficensing preference on corn
imports from Argentina and South Africa. The market
share for both of these countries dropped in 1965-67,
especially for South Africa, which had poor craps in
1865 and 19686,

Cf great interest, however, were the events of 1967,
From 1961 to 1986, EC corn imports from all sources
increased very rapidly, nearly $100 millie 3 annuaily,

From a peak in 1966 these imports dropped {5 percent [
in 1967. Imports from the United States increased from
1261 through 1966 at a slightly faster rate. In 1967,

. countries, including France, need to import hard wheat,
o partiatly from the United States, for milling purposes,

TABLE 18.--Value of EC carn imporis, by source of imports, and market share for each source

' Average value
: Country Change 7-year low 7-year high
;o 1961-83 1965-67
! Value imported from: Mil, dol, Ml dol. Fot. il dadl, Year Mil. dol, Year
World, . ..., 387.3 7126 84.0 280.5 1961 7649 1966
* United States. .. ... 1759 354.2 101.4 1221 1981 4129 1966
E EC..oveivnnnn.. 19.3 g2.9 3gt.7 5.8 1987 103.1 1865
France,.,...... 16.0 66.1 314.4 5.2 1862 826 1966 |
Haly. .. ...... .. 2.8 25.4 795.8 1. 1961 59.4 1965 .
- Eastern Europe. .. .. 230 3286 12.7 8.9 1966 58,7 1967 i
b Romania . ... .., 20.2 15.1 -26.2 3.8 1966 27.1 1864 ]
; Union S. Africs. . ... 33.3 5,2 -84.5 , 18 1966 41,2 1862
; Brazil . v.vonnn.n. 6.6 236 257.9 .- 1862 39.9 1966
: Argentina ... ...... 1128 178.3 57.8 81.5 1961 189.8 1966 :
g Al Others......... 10.4 25.8 148.1 7.6 1951 43.7 1867 :
! Value imported from Percent Year Percent Year i
L 100.0 100.0
: United States .. .. .. 45.4 49.7 9.4 Mg 1967 54.0 1966
EC. ... 5.0 13.0 161.8 15 1982 14.2 1965 )
i France.,........ 4.1 8.3 125.2 1.4 1862 11.2 1867 . -
. Haly. v oennnns 7 3.6 386.9 to. 1961 8.2 1965 4
: Eastern Europe. .. .. 7.5 4.6 -35.8 1.3 1966 0.1 1961 .
o Romania . ... ... &.2 2.1 -53.4 5 1965 6.9 1961
Union S. Africa. . ... 8.6 ] 91.6 2 19686 11.0 1962
Brazil ............ 1.7 33 945 1o 1862 5.2 1966
. Argentina ......... 28.1 25.0 -14.1 24.0 1965 32.7 1962
. All Others. .. ...... 2.7 36 34.8 1.8 1966 7.7 1967 .
. ! Less than $50,000 or 0.C5 percent
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imports from the United States felf 36 percent from the
1966 peak, and the market share fell to the jowest level
in the 1961-67 period,

There are several explanations for the decline in value
and U.S. market share. In the first place, the value of
imports fell because there was a sharp decline in
international corn prices. Prices started to decline in the
spring of 1967 when the better Southern Hemisphere
crops reached the market, and they dropped sharply in
the fall of 1967 in reaction to the excellent harvests in
the United Siates and in Western Europe, the main
imparting region. Second, increased EC coarse grain
praduction, especially of barley, reduced the need for
imports, U.S. domestic and export prices for corn were
higher in early 1967, making the United States less
competitive with other suppliers. Consequently, imports
increased from Eastern Europe and a number of other
smalter exporters. The increased market share of other
nonmember countries basically was matched by a
decrease in the U.S, share, since the relative importance
of intra-Community trade did not change materially.

A third explanation is found in an analysis of Izalian
imports, For a decade before the CAP, Italy’s imports
from the United States varied from practically nothing
to $11 million and averaged roughly only $4 million.
From $& million in 1961, this trade grew steadily to
$160 million in 1966, Italian imports from other nations
outside the Community also grew very rapidly, although
not as fast as those from the United States, From 1963
through 1966, Italy imported about 300,000 tons of
corn annually from the United States and other sources
and re-exported it to Germany. This was profitable
despite transportation cost, since the variable levy an
corn imported into [taly was very low, Upon re-export
to Germany, the corn was subject only to a low
intra-Community levy. The loophale permitting this
trade has been closed.

Therefore, transshipments through italy wili no
longer be a factor supporting U.S. exports or those of
other nonmember nations. Loss of the licensing pre-
ference by South Africa and Argentina was a positive
influence on U.S. exports to the EC at the time, but no
additional impetus can be expected. geginning on
July 1, 1867, EC regulations permitted ltaly to import
feed grains at & threshold price lower than the “unified”
price for the other members (see pp. 37-38). To the
extent that the deinand function is elastic for feed grains
in [ltaly, imports from the United States and other
nonmembers will be assisted. However, this exception
will end after the 1971/72 marketing year. Thus, the
major forces left will be the indirect dermand for feed
grains as demand for meat continues to expand, pitted
against EC grain production incresses behind a2

24

protective levy and encouraged by high producer prices.
Of these two factors, more uncertainty exists with
regard to future production responses.

BARLEY: The Community is over 80 percent self-
sufficient in barley. However, Germany, Italy, and
Belgium-Luxembourg import significant quantities. In
descending order of importance, the primary suppliers
are France, the United States, and the United Kingdom.

The value of barley imported by the Community
from the United States declined 20 percent between
1961-63 and 1965-67 and the U.S. market share
declined by nearly 50 percent to 14.5 percent (tahle 17},
This decline would have been much warse had not italy
increased its imports significantly in the latter 3-year
period. In contrast to the carn situation, there has been
no evidence of barley being imparted inte Italy and
re-exported to Germany,

Approximately 37 percent of the Community’s
imports in 1951-63 were obtained from nonmembers
other than the United States, This proportion did not
change in 1965-87. Given the constant paosition for other
nonmembers, it necessarily follows that a decline for the
United States is matched by an increase in intra-
Community trade. Reflecting these changes, Germany
between 1961-63 and 1965-67 increased its imports
from France from $20 million to $55 million; imports
from the United States at the same time dropped $10
million from a level of $23 million, The area and yields
of barley in France have been increasing over the last
decade and therefore appear to have been independent
of the CAP to a considerable extent. However, the
variable levy system assures France of a preference in the
Community for its increased production.

As with corn, 1987 was a relatively unfavorahle year
for barley imports from the United States. The Com-
munity harvested a large crop and U.8. barley imports
totaled only $24 million. Not since 1961 had the
Community imported so little barley. The U.S. market
share dropped to less than 10 percent, the lowest in 7
years, and at the same time the French paosition
improved fairly significantly. Bartey imports, however,
have fluctuated considerably over time, and it is difficutt
to draw firm conclusions concerning hasic changes from
1-year movement,

"OTHER"” FEED GRAINS”: Between 1961 and 1967
the Community produced 75 to 85 percent of the
"other” feed grain it utilized. The remaining propartion

7 This classification includes rye, oats, grain sorghums,
buckwheat, millet, canaryseed, and other cereals. Of these, the
Common Market produces mostly rye and ocats and imports
from the United States mainly grain sorghums,

|
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TABLE 17.--Vaiue of EC barley imports, by source of imports, and rmarket share for each saurce

Average value
Country Change .
1961-63 1965-67 Tyear low 7-year high

Value imported from: il dol, Mil, def. Pct. Mil. dal, Year Mit. dod, Year
World. .............. 157.4 2379 51.1 117.8 1961 253.7 1966
United States, ... .., 43.3 34.4 -20.6 16.8 1961 79.5 1962
EC... ... 55.5 115.0 107.3 46.5 19652 135.6 1967
France...,..... 43.3 97.0 1241 371 1962 118.7 1967
Netherlands. .. .. 11.7 13.3 14.3 9.3 1962 14.9 1965
EFTA............ 185 40.0 116.5 12.1 1963 50.1 1667
Denmark ....... 3.0 11.5 2853 1.9 1961 16.0 1965
United Kingdom . 128 24,0 87.8 3.8 1964 35.1 1967
Eastern Europe. . ... 9.8 10.3 5.2 5.7 18964 15.9 19865
USSR, ......... 5.1 6.0 17.4 1.5 1964 131 1965
Canada ........... 2 12,8 vo.. A 1962 19,0 1967
Australia,......... 12,2 9.0 -26.5 5.4 1864 16.4 1962
Argentina .....,.., 6.2 11.2 79.9 1.8 1963 205 1965
SYFd. e 7.2 2.4 -67.3 T 3 1961 137 1962
Al Others. ........ 4.6 2.8 -37.7 7 18617 9.4 1962
Share imported from: Percent Year Percent Year
World. . ............. 100.0 100.0 -.- --- --- .- .-
United States . ..., . 215 14,5 -47.4 9.8 1967 371 1962
EC. ... ol 36.3 48.4 37.2 .7 1962 54.3 1967
France,........ 275 40.8 48.3 11.3 1862 46,7 1967
Netherlands. . ... 7.4 5.6 -24.4 4.4 1962 10.¢ 1963
EFTA............ 11.7 16.8 43.2 B6 1983 201 1967
Denmark . ... ... 1.9 4.8 ¥55.0 1.6 1961 7.6 1965
United Kingdom . 8.1 10.1 24.3 2.5 1964 14.1 1867
Eastern Eurcpe . .. .. 6,2 4.3 -30.4 29 1966 13.3 1981
USSR.......... 3.2 2h -22.3 8 1967 8.0 1961
Canada ........... R 5.4 . 2. 1962 7.6 1967
Australta. . ........ 7.7 3.8 -B1.3 3.2 1067 8.2 1261
Argentina . ........ 4.0 4.7 191 1.3 1963 1.3 1964
Syria............. 4.6 1.0 -78.4 2. 3 1981 6.4 1962
All Cthers. . . ...... 29 1.2 -63.8 B 1961 4.4 1962

! More than 1,000 percent change
2 | ess than $50,000 or 0.05 percent
First of two or more years at this value

was supplied by imports, mainly grain sorghurmns, and
these ranged from $120 million to $200 million annually
{table 18). On the average about 50 percent of these
were obtained from the United States, by far the largest
supplier. Argentina is the second largest supplier,
followed by Australia, In 1965-67 about 11 percent of
imports came from intra-Community trade, up from 6
percent in 1961-63.

The value of imports from all sources increased some
between 1961-63 and 1965-67. However, as with corn
and barley, but not wheat, a significant change occurred
in 1967 in the value and proportion of other feed grains
imported from the United States. Community imports
from all sources were down 14 percent from 19686, but
down 50 percent from the United States. The u.s.
market share, at 36 percent, was at the lowest level in 7
years. Increased coarse grain production caused part of
the decline, but Belgium-Luxembourg obtained $12
million, or 20 percent, of its other feed grain fmports

from Mexico in 1967. This trade pattern previously had
been nonexistent, and the increase was associated with a
decline of $20 million in imports from the United
States. There also was an increase in intra-Community
trade,

ALL COARSE GRAINS: Since corn, barley, grain
sorghum, and other coarse grains are somewhat substi-
tutable for each other, it is necessary to review these
grains as one commodity, Changes in EC coarse grain
imports from the United States between 1961-63 and
1965-67 are as follows:

1961-63 1966-67 Chan
Average Average ge
Miiitan doflars Percent
Corn...ooovinan., 176 354 101
Barley............ 43 34 -21
“Cther” feed grains . 83 80 8
Total,......... 302 478 58
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TABLE 18.--Vaiue of EC "other” feed grain imports, by source of imports, and market share for each source

Country Average value Change F-year low 7-year high
1961-63 | 1965-67

WValue imported from: Mif, dol. Mil. dal. Pot. Ml dol. Year Mil. dol. Year
World.....ovvvnnnens 161.2 172.0 8.7 122.0 1861 199.9 1962
United States ...... 83.4 90.1 8.0 §68.2 1867 113 1966
EC............... 8.9 185 107.3 7.2 1863 245 1987
France......... 1.0 9.0 F91.1 .2 1862 128 1957
Netherlands. . ... 4.0 83 i08.9 1.8 1861 108 1957
EFTA.....cvovunn 8.2 11 -23.0 25 1864 14.3 1952
Sweden ........ 4.9 8.4 303 21 1364 B2 1952
Eastern Eurcpe..... 8.0 7 -91.5 2 1866 136 1982
Canada ........... 8.2 7.4 -19.2 2.3 1867 18.1 1963
Australia. . .. ...... 135 12.9 -4.3 8.7 1864 17.% 1987
Argentina . ........ 223 239 7.3 15.8 1861 325 1984

Ail Others. ........ 8.6 114 71.6 58 1866 218 1987
Share imported from: Percent Year Parcent Year
Worid. .o ovivannn, 100.0 100.0 c-- .- .-
United States . ..... 51.8 524 1.3 35.8 1867 60.7 1966
EC. ... 5.5 10.7 a4.3 s 1862 1.6 1967
France......... 6 5,2 1355 g 1862 8.2 1957
MNetherlands. .. .. 25 4.8 94.0 1.5 1961 8.7 1967
EFTA . ........... 5.7 4.1 -27.8 1.7 1564 1.2 1962
Sweden ........ 3.1 3.7 22.1 1.4 1863 5.0 1967
Eastern Europe ., . ... 50 4 920 A 18686 6.8 1962
Canada ...... ... 5.7 4.3 -24.3 1.5 1867 8.8 1983
Australia. . ... ... .. 8.3 7.5 -13.3 5.5 1965 10.5 1987
Argenting ......... 13.8 13.9 B 11.5 1863 21.7 1964
All Others. .. ...... 4,1 6.5 609 3.4 1866 14.0 1967

Corn accounts for nearly three-fourths of US. coarse
grain exports to the Community, by value, Thus, the
pattern set by corn largely determines the pattern for al!
the coarse grains. 1.S. coarse grains in general benefited
from the increasing demand for meat which led to a
larger feed grain requirement. In addition, corn bene-
fited frem the transshiprments made through [taly and
from the loss of licensing preference in [taly by South
Africa and Argentina. Despite the increased value, the
U.S. market share remained unchanged at 43 percent
hetween 1961-63 and 1866-67 {table 19}, The value of
intra-Community trade increased significantly between
these two periods as did its market share.

The decline in imports from the United States in
1987, when coarse grains production in the Community
increased 15 percent, is as follows:

1866 1867 Change

Mitiion dollars Percent
Corn.....oivnns 413 27C -35
Barley. ........... 45 24 47
“Other feed grains™ . 11 56 -50
Total.,........ 569 350 -38
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Of course, 1966 was a peak year for EC imports of
corn and other feed grains from the United States,
increased production in 1967 obviously reduced the
need for deficit EC countries to import from any source
and, within the protection of the variable levy system, it
increased the ability of surplus members to meet any
deficit. Increased imports from Mexico appeared to be
an important factor in the reduction of imports from
the United States, but this was in no way tied to the
CAP. Of great Importance was a lower world market
price for corn. The closing of the loophoie that
permitted transshipment of corn through ltaly was of
some influence.

ALL GRAINS: This classification is obtained by
adding wheat and wheat flour to coarse grains; rice is
therefore exciuded. The major difference between EC
imports of coarse grains and all grains is that the USSR's
and Canada’s importance increased, thus reflecting the
importance of wheat and wheat flour to these two
nations {table 20). The USSR supplied virtually no
coarse grains t¢ the Community in 1961-87 and Canada
very little. Accordingly, the U.S. market share was not
altered significantly for either coarse grains or all grains
from 1961-63 to 1965-67.
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i TABLE 19.--Value of EC coarse grain imports, by source of imports, and market share for each source ;
i Average value
i Country v Change T-year low 7-year high
z 196163 | 196567
é Vaiue imparted from: Mil. dol, Mil, dal, Pt Mil. dol. Year Mil. doi. Year
j 1 World,.............. 706.0 1122.4 59.0 520.3 1961 1201.9 1968
v United States .., ... 302.7 478.7 58.1 199.6 1961 568.8 1966
r I = 83.7 226.4 170.5 60.0 1852 237.0 1867
il Canada ........,... 0.4 20.2 114,92 3.6 1961 25.7 1866
i Australia. ........, 256 21.9 -14.5 14.1 1964 291 1962
Argentina .. ....... 141.5 213.6 50.9 102.8 1961 2220 1966
i Romania.......... 2.2 15.1 -25.2 3.8 1966 27.1 1964
i Brazil ............ 6.6 23.6 257.6 1. 1961 35.9 1966
! South Africa....... 33.3 5.1 -84.7 1.6 1966 41.2 1962
: All Others., ........ 83.0 117.9 42.0 538 1964 178.0 1967
B Share imported from: Percent Year Percent Year
World............... 100.0 100.0 .- .- - .- -
United States ...... 429 42.6 0.7 33.3 1967 47,3 1966
EC. ... et 11.9 20.2 0.0 7.6 1962 225 1987
¥ Canada ........... 1.3 1.8 38.5 0.7 1961 21 1966
; Australia. .. ....... 36 2.0 -44.4 1.7 1964 4.0 1961
Argentina . ........ 20.0 19.0 -5.0 18,5 1966 22.7 1964
: Romania, ......... 2.9 1.3 -55.2 3 1966 3.2 1961
o Brazil . oovv e 9 2.1 133.3 1. 1961 3.3 1966
g' South Africa. . ..... 4.7 5 -89.4 1 1966 5.2 1862
: : All Others, ........ 11.8 10.6 -11.0 8.3 1564 17.0 14967
i L Less than $50,00G or 0.05 percent

Destination of Community Exports in 1865-67, the French exported just over $80
million of wheat to free world nations outside the
Community, Between %8 million and $15 million was
exported to Switzerland, the United Kingdom, Morocco,
Algeria and Senegal, and a lesser amount to other
destinations, Morocco, Algeria, and Senegal are not
commercial markets for the United States, Swiss imports
from the United States increased between 1961-63 and
1965-67; also, the proportion imported from the United
States increased from 10 to 16 percent. Imports in 1967

s The high producer price established by the Com-
munity may lead to increased production and thus to
greater exports. Through 1967, however, only the
French exported much grain, mostly wheat and barley,
In 1965-67, French exports of these commodities
o accounted for 81 percent of all EC grain exports to all
destinations, The Dutch were the second fargest grain
exporters, accounting for 8.5 percent, Emgphasis is given
therefore to the French exports and what their effect

has been upon U.S. exports,

Of the annual average of $375 million worth of
French wheat and barley exported in 1885-67, about
$162 million or 43 percent stayed within the Commu-
nity. Any important changes in this trade were analyzed
in “Sources of Community Imports” {see page 22} as
intra-Community trade. The follow'ry anatysis will
consider only the $213 million of French grain that left
the Community.

WHEAT: Of the $213 million in French grain exports
outside the EC in 1965-67, about 72 percent was wheat,
Half of this was exported to Eastern Europe—primarily
East Germany, Poland, and Czechoslovakia {table 21).
Wheat exports to these countries from the United States
typically depend wupon considerations other than

commercial competitiveness,

were not significantly different from prior years, This
suggests that the CAP has not vet hurt the United States
in the Swiss market, but Switzerland has not been a
major market for U.S. wheat.

On the other hand, the United States exports a fair
amount of wheat to the United Kingdom, $33 millica in
1965-67. There was no decline in either the guantity or
proportion imported from the United States, and the
1967 data were little different from prior years.

Much smalier commercial markets for U.S. wheat
include Norway, Ireland, and Portugal. There have been
increases in U.5. wheat shipments to Norway and
Ireland. Portugal was a $13 million market for the
United States in 1961-63. Over three-fourths of
Portugal's wheat imports came from the United States;
in fact, in 1962 ali wheat imports came from the United
States. In more recent years France, along with Spain,




TABLE 20.--Value of all EC grain imports, by source of imports, and market share for each sciurce.'I

Average value
Country Change 7-year low 7-year high
1861-63 1965-67
Value Tmported from: Mil. dol. Mil, dol, Fet. Mil. dol. Year AL daol, Year
World. .....oivuennn. 11222 14920 33.0 1043.4 1861 1576.2 1966
United States . ...... 418.8 581.3 38.8 380.6 1961 695.3 1966
EC. ... i, 1224 3065 152.9 100.2 1962 322.4 1967
Canada ............ 139.7 123. -11.9 1089 1964 158.0 1961
Australia. . ......... 81.6 25.2 -51.2 1.7 . . 1865 67.8 1961
Argentina ... ....... 188.1 269.3 43.2 190.9 . 1863 302.0 1965
USSR .vvvvnacnnnnn 29,2 9.5 -67.5 18 1964 47.2 1961
Remania. . ......... 20.2 15.1 -25.2 3.8 1966 27.1 1964
Brazil. ............. 6.6 23.6 257.6 10.5 1967 28,8 1968
South Africa........ 33.3 5.1 -84.7 1.6 1966 : 4.2 1962
All others ... .. _..,, 112.2 130.3 16.1 19538 1951 229.4 1867
Percent imported fram Percent Year Percent Year
World................ 100.0 100.0 seee eeees R CEE
United States, . ...... 37.3 39.0 4.6 320 © 1967 38.8 1963
EC ... 10.9 20.7 89.9 8.2 1962 20.7 1967
Canada ..........,. 124 83 -33.41 8.0 1965 15.2 1961
Australia. .......... 4.6 1.7 -63.0 1.3 1965 8.5 1961
Argentina . ......... 16.8 18.0 7.1 2.6 1963 206 1962
USSR............. 2.6 B -76.9 1.3 1962 17.1 1963
Romania........... 1.8 1.0 -44.4 4 1866 2.2 1964
Brazil.......... Vo B 1.6 166.6 7 1967 2.5 1966
South Africa. .. ..... 3.0 3 -90.0 .1 1966 3.6 1863
Allothers ....._ ..., 100 8.7 -13.0 8.7 1966 128 1862

! Includes wheat flour; excludes rice

TABLE 21.--Annus! value and export market share of wheat
exports by France 10 nonmember nations, 1966-57 average

Expart market
Courntry Value share
Million doliars Percent

Fastern Eurcpe. . ......... 72 47
East Germany ... ...... 28 i8
Poland. .............. 21 14
Czechoslovakia .., ..... 15 10
Switzerland. . ... ......... 10 7
United Kingdom. ......... 14 g
MOrOeCo., .. eve v iianns 15 10
Algeria , .. .vuianu.,, 8 5
Senegal................, 8 5
Other...........coviuunn 26 17
Total...........c0, .. 153 100

cut deeply into this market and in 1965-67 the United
States had only one-third of a larger rmarket, with
exports down 40 percent from 1961-63.

BARLEY: France exported about $60 million of
barley to nations outside the Cornmunity in 1965-67. In
contrast to wheat, exparts of barley to Eastern Europe
were small—only 9 percent of the $60 million. Major
markets were Switzerland ($24 million) and Spain ($16
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million). French exports to these 2 countries were much
above the 1961-63 level.

Switzerfand was never a large market for U.S. barley.
In the last 7 years Swiss imports from all sources grew
steadily, but imports from the United States shrunk to
practicaliy nothing. On the other hand, French exports
have grown steadily, and since there are no other
suppliers of consequence, this is a clear case of Com-
munity, or at least French, exports displacing U.S.
exports,

imports by Spain have been somewhat erratic, both
in total imports and source of imports. The United
States has lost ground in this market, with France and
the United Kingdom gaining. Imports by Spain from the
United States dropped from $8 million to $1 million
between 1961-63 and 1965-67.

Qutside the Community, Japan is the largest foreign
market for U.S, barley. The United States exported over
$12 million in 1965-67, up considerably from $2 million
in 1961-63. Through 1967 France offered no competi-
tion, but recent data show that it made very substantial
sales in 1988 that pose a serious threat to this important
U.S. market. Denmark is also a market of some
significance and U.S. exports to this destination in-
creased through 1967 without evidence of increased
competition from France.
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Indirect Effects of the Variable Levy on US. Exports

There was a decline in the volume and proportion of
some imports by the Community from some non-
members other than the United States. With a declining
EC market, these countries will naturally turn to other
nations that are significant importers of grains. Thus, the
question arises concerning whether the United States has
been hurt in its traditional markets by competitors
seeking new markets after finding their exports to the
Community impeded and declining,

WHEAT: Only two major commercial markets for
LS. wheat are outside the Community—Japan to which
the United States exported $212 million in 1965-67 and
the United Kingdom, which took $33 million. Sraller
markets and the value of imports from the United States
were:

Wheat imports by the United Kingdom have not
grown rapidly but again there was no evidence of any
detrimental effect from the CAP.

Imports by Pertugal from the United States declined
from $13 million to $8 miltion betwren 1961-63 and
1965-67. In 1967 Portugal imported $11 million from
Spain; there had been no such trade from 1961 to 15G86.
Since Spain had not been a source of wheat for the
Community, it seems unlikely that the switch from U.S.
te Spanish wheat resulted from introduction of the CAP.
No effect or other small U.S, markets was noted.

CORN: Major U.S, commercial markets outside the
Community in 1965-67 were Japan {$117 million}, the
United Kingdom {$96 million} and Spain ($73 million).
Lesser markets for U.S. corn included:

Partugal %8 million
Norway $6 million
Switzerland $5 miltion
Ireland $4 million.

Ireland $7 million
Partugal $6 million
Austria %5 million
Norway %4 million

Total wheat imports by Jagpan have been growing
rapidly as have imports from the United States. Between
1262 and 1967, Japan obtained practically no wheat
from any European country and there was no evidence
of any indirect detrimental effect of the CAP upon this
important market.

Japanese corn imports from all sources have been
growing rapidly (table 22). However, despite increased
exports to Japan, the United States faces stiff and
growing competition from South Africa, Mexico, and
Thailand. There are a number of reasons. Of cOurse,
exports by these nations to the Community may have
been impeded by the CAP, This naturally would cause

TABLE 22.--Value of corn imports by Japan, by source of Imports, and market share for each source

Country Average value Change G-year low’ 6-year highi
1962-631 1965-67
Value imported from: Mil. dol, Mit, dol. Pet, Mil. dol, Year Mil. doi. Year
World. ............ 146.1 248.6 70.2 33.7 1962 27t.0 1967
United States. . ... 62.4 1400 124.4 596 1962 156.6 1965
China Mainland. . . 2.6 10.3 296.2 2. 1962 16.0 1965
Unicn S, Africa. . . 48.3 16.7 -65.4 ... 1966 50,0 1862
Mexico . ........ 2. 18.1 I 2. * 1962 24.6 1967
Thailand . ....... 19.4 44.8 130.9 i38 1962 50.3 1866
All Others. . ... .. 13.4 18.7 39.5 6.4 1965 35.5 18967
Share imported from: Parcent Year Percent Year
Warld............. 100.0 1000 0 ----- mes e
United States. . . .. 42.7 56.3 32.0 40.7 1867 &67.7 1965
China Mainland. . . 1.8 4.1 127.8 --- 1862 6.9 1965
Union S. Africe. . . 33.1 6.7 -79.8 --- 1966 37.4 1962
Mexico ......... 2. 7.3 LA 4 1962 9.1 1857
Thailand........ 13.3 18.0 35.3 10.3 1862 216 1984
All Others....... a1 77 -16.5 2.8 1965 1341 1957

1 1981 data not available

2 | ess than %50,000 or 0.05 percent
More than 1,000 percent change
First of two or more years at this value
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them to look for new markets, But these nations are also
increasing corn production through use of better seeds
and more fertilizer.

Much of the increased output may go into export
channels, although some will be used domaestically. The
South Africans are importing large quantities of manu-
factured goods from the Japanese; to reciprocate, the
Japanese are importing more corn from South Africa,
among other things. Independent of this consideration,
the Japanese have made it national palicy to become less
dependent upon the United States for imports. As a
result they are increasingly turning to South Africa,
Thailand, and more recently even to Mexico, tradi-
tionally not a supplier to Japan,

The United States did quite well in Japan in 1965 and
1966 because of South Africa’s poor crop in these years,
In 1967, South Africa had a very good crop and
Japanese imports from the United States dropped $43
million while Tmperts from South Africa increased $48
million, 1t is noteworthy that EC imports from South
Africa were lower in 1967 than one might expect in a
year when the South Africans had a good crop. Japanese
imports from Thailand held steady, increased $2 million
from Mexico, and increased $20 million fram “all other
sources.”” Thus, the United States is facing more
competition in Japan, but only a part of this is
associated with the effects of the CAP, Despite the
growing competition, the United States remazined the
leading supplier to Japan through 1987,

The average value of US. corn exported to the
United Kingdom was mostly unchanged between
1861-63 and 1865-87. The major competitor to the
United States in this snariet is South Africa, South
Africa’s market share generally increased in this market
after the CAP was instituied, axcept in the 2 years when
South Africa bhad poor crops. Thus, there Is the
possibility that the CAP’s effects are being felt here also.

Spain's corn imports have grown rapidiy since 1961,
1ts imports from the United States also grew through
1966, but in 1867 they dropped 40 percent below the
1966 peak of $118 million. Even though the dollar value
increased throuoh 1966, the proportion from the United
States moved erratically. On the other hand, the
proportion and quantity imported from Argentina rose
at an increasing rate. |f the market share and quantity of
corn imported by the Community from Argentina had
declined significantly, a strong case could be made that
the CAP bad shifted Argentine exports from the
Community to Spain, and to the detriment of the
United States. The case is not clearcut, however.
Argentina's market share In the Community increased
slightly, but the guantity decreased $19 miliion, equiv-
alent to about half the increase in exports to Spain.
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In the smatller markets of Austria, lreland, and
MNorway, changes in imports from the United States
between 1861-683 and 1965-87 were small. Portugal
increased its imports from the United States from
practicatly nothing in 1961-63 io §5.6 million in
1965-67. No effects from the CAP were noted through
1967.

BARLEY: For this commodity Japan was also the
leading market outside the Community, U.S. exports to
Japan, however, were only $12 million in 1965-67.
Denmark was second in imports from the United States
with about $6 million, Spain in 1961-63 was a fair
market {36 million} but in 1965-67 this nation imported
cnly $1 million,

Data on barley imports by Japan in 1961 and 1982
are not availzble. Between 1963 and 1966 the value of
imports from the United States increased but the market
share moved erratically. In 1967, the value declined hy
39 million, from $18 million in 1966, and the market
share declined from B0 percent to 24 percent, This
decline was matched by increases for Australia and
Canada. There were no other suppiiers to Japan.

EC imports from Australia did decline in 1967 but
not encugh to suggest that Australiz has redirected
exports to any great extent to Japan due to difficulty in
shipping to the Community, Canada’s shipmenis to hoth
the Community and Japan have increased rather
steadily. White these imports offer competition to the
United States, they do not suggest any changes in
traditional trade patterns caused by the CAP.

Denmark was a small but growing market for U.S.
barley between 1961-63 and 1965-67. The oniy other
significant change in source of supply was an increase in
barley imports from the United Kingdom. These in-
creased from practically nothing to $13 million in 1966
but dropped to $7 million in 1967. However, Com-
munity imperts from the United Kingdom also increased
significantly between these two periods, negating any
link here concerning redirection of trade,

British bartey also moved heavily into Spain in 1966
and 1867. But again, the strongest argument that can be
made against the CAP is that in its absence more U.K,
barley would have been imported by the Community,
less would have gone from the United Xingdom to
Spain, and more from the United States to Spain. Such
possibilities, however, are most difficult to measure.

“OTHER"™ FEED GRAINS: Nearly all US. exports
under this cstegory are grain sorghums. As with wheat,
corn, and barley, Japan is the leading U.5. commercial
market outside the Community, The United States
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exported to this market an average of $9% million
annually in 1965-67. Minor markets included:

United Kingdom  $8 million
Norway $6 million
Ireland $5 million
Switzerland $4 million

The US. market share in Japan declined from 94
percent in 1982 to 85 percent in 1967, But, the dollar
volume increased each year between 1962 and 1857,
Also, the decline in U.S. market share was matched not
by a large thrust by a major producer but by increases
for many other minor sources. This gives little support
to the hypothesis that the CAP had a detrimental effect
on U.S. exports 1o Japan through 1967,

Also, there is no evidence to support this hypothesis
with regard to exports to the United Kingdom and
Switzerland. The case for Norway is similar to that for
Japan—some evidence, but not substamiial. Ireland on
the other hand was a fast growing market—not a
declining one.

ALL COARSE GRAINS: Japan is of course the
largest non-EC market for U.S. coarse grains. Not only is
it large, it is a rapidily growing market {table 23}, While
the United States faces stiffer competition from several
coarse grain producers around the world, this competi-

tion is only partly the result of decreased exports to the
Community,

The other major coarse grain importers are the United
Kingdom and Spain. Their coarse grain imports are
almost entirely corn. Pressures of the CAP may have
changed the destination of South African corn from the
Community te the United Kingdom and thereby to the
detriment of the United States, Similarly, there is some
evidence to suggest that Argentine corn exports that
would have moved into the EC moved into Spain. No
effect of the CAP on U.S. exports to a number of
smaller markets was noted except for some evidence that
“other” feed grain exports to Norway may have been
adversely affected.

ALL GRAINS: Changes in overall grain imports by
Japan and the United Kingdom, the two major U.S. mar-
kets outside the Community, are shown in tables 24 and
25. The U.S, position has improved in both cases, but
apparently more so with regard to Japen than the United
Kingdom. The United Kingdom appears to have in-
creased its imports from the Netherlands, but a propor-
tion of these imports were transshipments through
Rotterdam and neighboring ports, and some proportion
of these shipments came from the United States, This of
course weakens the analysis of U.K., imports. All
evidence indicates that other importing nations have
adjusted for transshipments through the Netheriands.

TABLE 23.--Value of coarse grain imports by Japan, by source of imports, and market share for each source’

Average value 2 L2
Country 2 Change B.year iow S-year high
1562-63 1965.67
Value imported from: Mil. dol. Mt dol. Pct. MH. dol Year ML dol, Year
World.............. 183.8 416.0 126.3 154.8 1962 4778 1967
United States. . . ... 96.7 265.0 175.3 79.7 1962 289.2 1966
Mexico ... ....... 3. 18.1 5. 3. 1682 246 1867
Canada.......... K 137 5o 1.9 1963 19.1 1967
Australia......... 2 85 5. 4 1963 11.4 1987
Thailand ......... 19.4 44.8 1308 13.8 1962 50.3 1965
South Africa...... 48.3 16.7 -65.4 3. 1966 50.0 1962
Argenting ........ 6 10.2 . A 1982 12.9 1964
Allothers ........ 17.7 38.0 1147 11.2 1982 58.9 1967
Share imported from: Percent Year Percent Year
World. . oovvnnnn.... 100.0 100.0 seees e
United States. . . .. . 52,6 63.9 (215 4518 1962 70.7 1966
T .. 4.4 caes .- 1962 5.2 1867
Canada .......... 5 3.3 560.0 3. 1962 4.0 1967
Australia. ,....... A 2.0 . 3. 1862 3.1 1985
Thailand . ........ 0.6 10.8 1.9 8.9 1962 12,3 1966
South Africa. .. ... 26.3 40 -84.8 3o 1966 21.9 1963
Argentina ........ .3 2.5 733.3 3. 1982 4.3 1964
Aliothers . .. ..... 8.6 2.1 5.2 7.2 1982 12.3 1967

1 Does not inciude rye and oats
1961 data not available
2 Less than S50,000 or 0.065 percent
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4 First of two or more years at this value
More than 1,000 percent change
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TABLE 24.-Vatue of all grain imports by Japan, by source of imports, and market share for each sourcal

3 Average value
3 Country 3 % Change G-year lowe® B-year high?‘
1962-563 1965.67
Value imported from; Mii. dol, Mil. dof, Pect. Mil. dal. Year AL dol, Year
World, . .o ieinen. ., 383.3 695.1 81.3 325.7 1962 785,1 1967
: United States .. ..., 175.3 4127 135.4 139.7 1962 438.6 1966
Camada ........... 492.3 117.0 26.8 20,0 1662 132.8 1967
Mexica ,.......... .- 18.1 o 3. 1962 24.6 1867
Australia.......... 27.1 37.7 39.1 25.1 1963 46.3 1967
Thaitand . ......... 19.4 448 130.8 13.8 1862 50.3 1966
South Africa,...... 48.3 16.7 -55.4 3. 1966 50.0 1982
Argenting ........, 5 10.1 f. A 1962 123 1364
Other............. 20,3 380 87.2 13.2 1965 58.9 1967
Share imported from: FPorcent Year Fercent Yoar
Warld. ... venur..s. 100.0 100.0
United States. ... ... 45.8 59.4 29.7 41,6 1962 63.8 1966
Canada........... 24.1 16.8 -30.3 16.5 1566 26.8 1962
Mexico ........... 3. 26 4. ... % 1982 3.1 1967
Austrafia, . ........ 7.1 5.4 -23.9 4.1 1966 8.8 1952
Thailand .. ........ 5.1 6.4 255 4.1 1862 8.0 1964
South Africa....... 12,6 2.4 -79.7 3o 19656 148 1962
) Argentina .. ....... 2 15 850.0 3. 1952 2.3 15964
- Othet,, ........... 5.3 5.5 3.8 15 1865 6.8 1967

1861 data not avaiisble
Less than $50,000 or 0.06 percent

! Does not include rice, wheat flour, rye and oats

TABLE 25.--Vaiue of all grain imports by the United

% mMore than 1,000 percent change

First of twao or more years at this levei

Kingdom, by source of imports, and market share for each source

Country Average vaiue Change T-year low 7-yesr high
1961-63 1985.67

Value imported from: Mil. doi. #il. dol. Pet, #il. doi. Year Mil doi. Year
Warld............... 597.7 550.3 -1.2 568,86 1981 B680.5 1862
United Swates ..., .., 168.0 169.6 & 141.5 1963 213.2 1862
EC. ... i 47.7 108.2 128.9 44.8 1963 118.0 1987
France......... 18.8 21.7 15.4 135 1962 27.8 1987
Netherfands. ..., 17.6 71.3 305.1 11.8 1961 78.6 1967
Eastern Eurcpe..... 435 18.0 -63.6 6.4 1966 58.6 1951
USSR.......... 28,9 7 97.5 T 1984 23.7 1962
Romania....... 0.3 7.2 -30,1 3.0 18686 10.8 1861
Canada ..,........ 204.7 178.3 -12.4 154.5 1867 2113 1984
Australia. ......... 56.5 41.4 -268.7 11.0 1964 83.4 1981
South Africa....... 26.7 22.8 -14.6 4.9 1966 45.6 1964
Argentina . ........ 316 33.0 4.4 229 1961 47.1 1962
Other ............ 18.5 18.0 2.7 16.8 1952 103.0 1867
Share imported from Percent Year Percent Year

World............... 100.¢ 100.0 --- ..
United States, .. .... 28.1 287 21 24,6 1963 255 1966
EC.....ivivennan. 8.0 i8.5 131.3 6.8 1962 20.7 1967
France.......,. 3t 3.7 18.4 2.1 1962 5.9 1864
MNetherlands. .. .. 2.8 121 317.2 2.1 1951 13.7 1867
Eastern Europe..... 7.3 2.7 -53.0 1.1 18686 14,5 19851
USSR.......... 48 R 97.8 2. 1967 74 1981
Romania ......, 1.7 1.2 -29.4 5 1966 1.9 1981
Canada ........... 34,2 30.4 -11.1 2.0 1987 3.7 1964
Australia.......... 9.5 7.0 -26.3 1.9 19584 11.2 1861
Sauth Africa. ., .... 4.5 3.8 -13.3 8 1966 7.9 1864
Argentina ... ...... 5.3 5.6 5.7 4.0 1961 7.3 1962
Other. ... ......... 3.1 3.2 3.2 2.2 1867 7.7 1984

! boes not include rice, rye and oats

2 Less than $50,000 or 9.05 percant
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Role of the European Agricultural
Guidance and Guarantee Fund

tmplementation of the CAP for grains has involved
large budgetary costs to member states and the Commu-
nity. The Community obligations are met through the
Guarantee Section of the European Agricultural Guid-
ance and Guarantee Fund (FEQGA). During the transi-
tional period, national agencies were reimbursed frem
FEOGA for only a portion of their eligibte expenditures
on grains, but are to be reimbursed for all such
expenditures since July 1, 1967.

Costs for internal market intervention cover primarily
losses on the sale of grain purchased, denaturing pre-
miums, reimbursement for losses incurred by grain
traders and intervention agencies in carrying over stocks
from one market year to the next, and special subsidies
to durum producers,

Since EC grain prices are substantially above those in
world trade, an export subsidy is necessary to move EC
grains into world markets at competitive prices. The
amount of the export subsidy is roughly equal to the
difference between the domestic price in the EC
exporting country and the price at which the grain can
be sold on third country markets. As is implied by this
definition of the subsidy, there is no upper limit to the
amount which may be granted. The minimum price
regulations of the [nternational Grains Arrangement
{tGA), however, place some constraint on the amount of
wheat export subsidy the EC may grant,

Table 26 presents a breakdown, hy type of expend-
iture, for total FECGA expenditures in the grain sector
for 19B2/63 through 1968/69. Because the EC is several

years behind in making final accounts for marketing
years and in reimbursing the member states for au-
thorized expenditures, data for 1965/66—1068/69 are
estirnates.

Throughout the first 6 years 4f FEOGA operation,
grain export subsidies represented the major type of
expenditure. The very large increase in internal market
intervention from 1966/67 to 1967/68 is accounted for
by four factors. First, all eligible expenditures became
reimbursable, Second, the subsidies to durum producers
began in 1967/68 at a rate of $34.76 per metric ton, and
were estimated to amount to approximately $90 million.
Third, intervention agencies and grain traders in
Germany, Italy, and Luxembourg were reimbursed for
losses incurred as a result of the higher national prices at
which they had purchased grains being reduced to the
common level as of July 1, 1967, Fourth, record
production  in  1967/68 required more extensive
interv:ntion in the market,

In accordance with a regulation passed in July 1968,
higher denaturing premiums are now paid for soft wheat
and rye. Indications at present are that less wheat and
rye were dermatured in 1967/68 than originally esti-
mated. This was probably because the dematuring pre-
miums did not provide adequate compensation for the
difference between the prices of food grains and feed
grains, For the 1968/69 marketing year, the denaturing
premiums for soft wheat range from $14.02 to $16.07
per metric ton, depending upen the month of the
marketing year in which the denaturation takes place.

Since movement to the commoen grain prices on July
1, 1967, meant a sudden drop in prices paid to German,
[talian, and Luxembourg grain producers, it was agreed

TABLE 2B.--FEQGA, Guarantee Section expenditures on grains, 1962/63 - 1968/69

Internal intervention
Export
Year - . Total
subsidies Denat‘urlng Other Total
premiums

Million dofiars
1862/63...... 21.495 4,091 2,372 6,463 27.958
1963/64...... 40.130 5.148 3.744 8,807 49.022
1964/65,..... 112.208 7.196 7.410 14.606 126.814
1965/66° ... .. 104,024 8.991 7.341 16.332 120.356
1966/67° .. ... 109,085 10.932 16.492 27.424 136,509
1967!581 ..... 370.000 16.000 . 149.000 165.000 535.000
1968/69" . .. .. 454,000 %) %) 212.000 666.000

! Estimates by EC Commission
No breakdown of intervention expenditures is available in 1968/89 estimates.

Sources: EC Budgets for fiscal years 1965-67 as contained in Amtsblatt der Europagischen

Gemeinschaften, No, 92, May 28, 1965; No. 110, June 22, 1966; No. 78, April 24, 1967:

No. 109, May 10, 1968

Agra-Europe, No. 245, Nov., 22, 1967
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in December 1964 that income compensation would be
paid to these producers for 3 years from FEQGA, These
payments from the Special Section, whizh are in
addition to those under the Guarantse Section, are as
follows:

1967/68 1968/69 1969/70 Total

Million dollars
Germany 140.00 93.50 46,75 280.26
Italy 65.00 44.00 22.00  131.00
Luxembourg 1.25 0.75 0.50 2.50

Total 206.25 13825 ©9.25 41375

Because of the emergence of surpluses for soft wheat
and the continuation of deficits for coarse grains, the
major portion of the expenditures far grains has been for
wheat, Unfortunately, no breakdown of costs by type of
grain is available. However, table 27 presents estimates
made in mid-1966 of total EC member state expendi-
tures for grain export subsidies with such a breakdown.
Figures for the first 3 years, but not the later 3 years, are
reasonably consistent with those of table 26. Neverthe-
less, the relative importance of individual grains in total
EC grains exports is indicated.

Export subsidy rates vary not only by type of grain,
but also by destination of the shipment. The following is

an example of how the export subsidy per metric ton of

barley is calculated:

Destination

Price f.0.b. Rouen

Freight

Miscellaneous charges
Price c.i.f.

Price of competing barley
Export subsidy needed

Table 28 presents the export subsidies announced by
the EC Commission for the week that began June 13,
1968. To illustrate the magnitude of these suhsidies,
they are calculated as a percentage of the basic target
price. While the basic target price is not the whalesale
price in effect for the week of Jurne 13, it is close enough

for illustration.

The extent to which the EC is willing to subsidize
grain to move it onto the world market isillustrated by
the sales of French wheat to Communist China in
February and March 1968, The prevailing price for soft
wheat at that time was $109.70 per metric ton, f.o.b.
French port. The export subsidy rate announced by the
EC Commission for wheat destined for Communist
China was $52.90 per metric ton. The French then
received permission from the EC Commission ta grant a

South America  Japan
$94 50 $94.50
9.50 13.00

1.00 1.00
105.00 108.50
61.50 60.50
4350 48.00

TABLE 27.--EC member expenditures on refunds far grain exports

Commodity 1962/63 1963/64 1964/65 1965/66° 19066/67' 1967/68°2
Thousand dolfar

Softwheat................. 131,523 898,628 210,014 154,21 161,985 232,000
Hard wheat. .. .............. 134 144 4 74 74 260
Barley,.................... 20,332 56,358 47,120 51,739 54,326 25,000
Rye ........ciinnnr i, 109 62 85 73 73 330
Qats o e 768 1,040 277 658 658 1,100
L= 9,211 17,134 9,442 13,288 13,288 17,000
Othergrains .. _............. 3,104 1,056 183 618 619 1,000
L= < 165,181 174,322 267,125 220,722 231,023 276,690 .
Borne by EC Agriculturat Fund® 21,496 40,279 110,184 133,200 158,600 276,680
Percentage of total expenditure 13.0 231 41.2 60.3 69.1 100

! Provisional figures
Estimate

Until 1966/67 based on net exports and lowest refund; for 1967/68 gross exports and average EC refund

Source: Agra-Europe, Na, 172, June 29, 1966
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TABLE 28..-Export subsidies for £C grains per metric ton for the week of June 13, 1968, relative to the hasic terget prices

5 Basic Subsidy; relative

Kind of grain estination Subsidy . 0

9 target price basic target price

Dotlars Doflars Percent

Softwheat' ...... ... ...... United Kingdom 51.45 106,25 a8
Austria, Liechtenstein, and Switzerland 52,50 108,25 44
Cther third countries 55.00 106,25 51
DurumWheat. ... ........... All third countries 57.50 125.00 45
ngl ............. Ve r e Ali third countrieg 36,50 g93.75 38
Barley. ...vv it Zones I B, IV C 43,80 81.26 47
Zone v C° 44.50 $1.25 48
Other third countries 41,30 91.25 45
L8 All third countries 26.00 -- --
Cormn® e Austria, Liechtenstein, and Switzerland 3775 90,63 42
Other third countries 39.00 90.63 43
MRl . i All third countries 23.75 .- -
Sorghum Bdari............. AlE third countries 35.28 -- --

! Not denatured

2 Zone |11 B Is Romania, Bulgaria, and 11.5.5.R. Black Sea ports

Zone iV Cis South America

Zone V Cis "Other countries and territeries of Asia and Oceania,” that is other than Zone V A which is the Arabian Peninsufa,
iraq, iran, Afghanistan, Pakistan, india, Nepal, Cevlon, Burma, and indian Ocean lsiands

Excluding seed

Source; Grains & Feed - Quarterly Report, January-March 1968, American Embassy, Paris, AGR - 80, June 18, 1968

special subsidy of $11.00 and a freight subsidy of $2.00
per meiric ton on offers totaling 600,000 metric tons.
Therefore, the total subsidy on this sale was $65.90 per
metric ton, or 60 percent of the f.o.b. price, and the
wheat arrived in Communist China at $43.80 per metric
ton. |f the Chinese purchase the entire amount, the total
expense to FEOGA will amount to $29.5 million.
Although such extremely low prices for wheat wouid
now be inconsistent with the |GA price range, the EC
may still apply as large a subsidy as necessary to export
feed grains,

As with all other commodity groups falling within the
CAP, except dairy products and olive oil, there is at
present no upper limit on FEOGA expenditures in the
grain sector. While projected FEQGA expenditures in
the grain sector indicate that they will not be as
burdensome as those in the dairy sector, in the process
of renegotiation of the Fund in 1969 and 1970, there
possibly may be an upper limit placed on these
commonly financed expenditures. This would then mark
a reversion to national financing of national intervention
expenditures, Such 2 move could have consequences
favorabie to U.S. grain exports,

I the EC"s major grain producer, France, is forced to
finance its own intervention to remove from the market
the surpluses which have resulted from the EC's high
grain prices, the resulting expenditures may become 50
burdensome that France will seek a change in the grains
CAP. Two directions of change are possible. First, lower
grain prices may be set s0 as to remove some of the

Lrsmer e e
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incentive for increasing production. Because of the
extreme sensitivity of agricultural producers to lower
guaranteed prices, this is the less likely direction of
change. Second, there may be a move toward limiting
production increases by the adoption of programs to
divert land to nonfarm uses. Any move to {imit
production would be in the U.S. interest, either by
maintaining a continuing grains deficit to be made up by
imports from outside the Community or by reduging
competition from EC surplus grain exports to third
country markets,

Special Policy Features Influencing Trade

Grain Price Ratios and Denaturing Premiums

Future trends in the volume of imports of feed grains
into the Community will be significantly affected hy EC
programs adopted to encourage shifts between wheat
and feed grains in both production and caonsumption. Cn
the preduction side, the primary policy variable influ-
encing substitution is the relationship between the price
objectives for wheat and for feed grains. This Is alsc an
important factor affecting substitution in consumption,
specifically regarding use of wheat for livestock feed. An
additional major consideration is the policy on denatur-
ing premiums for wheat,

Prior to price unification, the price ratic of wheat to
feed grains varied among member countries. The wheat

iy b
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%o Jet price in the first year of the transitional period
was 1186 pereent of the barley target price in Germany,
aboud 120 percent in Belgium, France, and the Nether-
lands, and a Community high of 760 percent in Italy.
Some narrowing of the price spread occurred later in the
transitional period in the countries with the greatast
differentials.

Commission proposais for common grain prices called
for setting the wheat target price at 115 percent of the
barley target price with agreement being reached at
about 116 for the 1967/68 marketing year. This was
reduced to approximately 112 percent for the 1968/60
marketing year. Thus, the wheat-barley price spread
established for the Community in the second year of
unified prices was narrower than that existing previously
in any of the member countries, although it is close to
the former relationship in Germany.

This reduction of the price spread was not an
incidental occurrence but represented an effort to
achieve a definite policy goal, Production-consumption
developroents in the current decade have resuitad in a
substantial net surplus in EC wheat and a widening
deficit for feed grains. The narrower price spreads were
selected to. encourage a shift in production from wheat
to feed grains and to encourage the increased use of
wheat for feed. While there has as vet been no significant
shift from wheat to feed grain production, there exists a
greater incentive for such a shift in most countries now
than earlier in the decade. In addition, there is some
pressure in the Community for further narrowing of the
price spreads.

During the 1960's, wheat feeding to livestock has
increased modestly, although not encugh time has
passed to fully evaluate the impact of the price-spread
reduction which accompanied the adoption of common
prices. In recent years over b million metric tons of
wheat have been used annually for livestock feed in the
Community. Much of this is wheat fed on farms where
grown. In addition, wheat not good enough to be used
for milling may be discounted sufficiently in the market
10 compete with the coarse grains as livestock feed. A
third condition under which wheat may be fed is when
denaturing premiums are paid on milling quality wheat
far the purpose of redusing its price so as to make it
competitive with coarse grains.

Feeding of home-grown wheat is largely a matter of
custom and is probably not greatly influenced by price
policy. The armount of low quality wheat available on
the market depends mainly on weather conditions
during growing and harvesting, However, price policies
may affect the quantity used for feed because a

narrower wheat-coarse grain price spread does not
require as great a quality discount to bring the wheat
price in line with feed grain prices, and a larger
propartion of the wheat can profitably be fed,

The policy on denaturing premiums has patential for
causing substantial and rapid changes in the quantity of
wheat used for feed. As denaturing premiums are
increased, wheat becomes available to feed compoinders
and livestock producers at prices more favorable relative
to those for barley, corn, sorghum, or other grains
normally used for feed. Within a fairly wide range the
amount of denatured wieat used for feed is probably
limited only by the costs the Community is willing to
incur for denaturing premiums., Recent Community
decisions on increasing denaturing premiums reflect a
desire to increase the amount of wheat utilized in this
manner,

Increased use of wheat for feed under the stimulus of
denaturing premiums is therefore an alternative to
subsidized exports for disposing of the surplus wheat in
the Community. Either alternative involves budgetary
expenditures, the foregoing of variable levy receipts, or
both.

A review of factors affecting costs of the two
alternatives shows that changing the price spread be-
tween wheat and feed grain within the Community may
affect the absolute cost of each—but not their relative
costs—while changes in the price spread in world matkets
do affect relative costs.

Because the EC is expected to remain deficit in feed
grains, the denaturing of wheat will not require exports
of an equivalent amount of feed grains with consequent
export subsidy costs. The EC, however, will have to
forego receipt of feed grain levies on those imports
displaced by denatured wheat, Alternatively, wheat
exports will enable the importation of a corresponding
amount of feed grains and, therefore, the receipt of a
levy.

Feed grain levies can be takaen into account by
considering either: (1) that the denaturing involves not
only the payment of a denaturing subsidy, but also
foregoing the collection of a levy on a corresponding
amount of feed grains, or {2) that the exportation of
wheat to non-EC countries—while requiring an export
subsidy—makes possibie the collection of a levy on a
correspending amount of feed grains, The first approach
is used here, although both lead to the same conclusions.

The following tabulation is based on hypothetical
data, so it does not purport to show which alternative is
the less costly to the EC. However, it does per metric
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ton show which prices, if changed, affect the cost of the
two alternatives:

Cost of—
Exporting Denaturing
wheat wheat
Denaturing premium - £20.
Wheat export subsidy $52, -
Feed grain levy foregone - 34,
Total cost h2, 54,

An adjustment by the EC in the price of wheat will
change the budget cost of each alternative by a
corresponding amount, For example, a $5 increase in the
wheat price would require a like increase in both the
denaturing premium and the export subsidy. Adjustment
in the EC price of feed grains would not affect the
budget cost of either. An increase in the EC price would
reduce the denaturing premium, but would cause an
offsetting increase in the feed grain levy foregone. Thus,
the EC is not in a position to affect the relative costs of
the alternatives.

In contrast, grain exporters can influence the com-
parative costs through prices of grains in world markets
which, in turn, affect the magnitude of EC export
subsidies and levies. For example, an increase in the
world wheat price lowers the budget costs of the
exporting alternative by reducing the wheat export
subsidy needed, but it does not affect the costs of the
denaturing alternative. While an increase in c.i.f. feed
grain prices does not affect costs of exporting wheat, it
decreases costs of the denaturing alternative by reducing
the amount of the feed grain levy foregone.

Consequently, these relstionships suggest that an
increase in world wheat prices, such as that resulting
from the Internatiomal Grains Arrangement, may en-
courage Community wheat exports to non-EC countries,
while an increase in world feed grain prices may
encourage the EC to denature wheat and thereby
substitute this wheat for feed grain imports. Thus,
disposition of the excess wheat by feeding in the EC or
exporting to non-EC countries may be influenced by
relations between world prices of wheat and feed grains,

EC policymakers do not take an eitherfor approach
10 the selection of one of these alternatives, Some wheat
will be denatured and some will be exported. Also, the
budgetary considerations in policy decisions in this area
may be superseded by other policy goals deemed more
important, and such factors as balance of payments and
trade relations will be considered by the EC in determin-
ing which alternative to emphasize.

U.S. feed grain exports may be significantly affected
by the substitution of EC-grown wheat for imported
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feed grains. As far as overall U.5. export interests are
concerned, this problem has two possible outcomes. I
the EC makes greater use of wheat for feed, imported
feed grains—including those from the United States—will
be displaced. But at the same time, EC wheat will not
compete to the same extent with U.S, wheat on other
world markets. On the other hand, if the EC continues
to export most of its surplus wheat, the deficit in feed
grains will be greater and mere feed grains will be
imported, a large part of which could be supplied by the
United States.

ltalian Feed Grains Levy Discount

Before July 1967, the Itafian price of corn, by far the
leading feed grain, was only moderately above world
market levels. During 1968-67, Italian producer prices
were $10 10 $16 a ton higher than c.i.f. prices in the
United Kingdorn. This indicates littie protection and
reflects primarily the higher freight rates to !talian ports,
Italian port and unloading costs {known to be high), and
interior freight charges.

Total corn imports, and particularty corn imports
fram the United States, increased annually during the
decade ended in 1966, with but one exception. Italy’s
corn imports climbed from about one-third of a million
metric tons in 1957 to 2.7 miltion in 1962 and to 5.4
million in 1966. Imports from the United States climbed
from negligibie amounts before 1962 to 2.4 million tons
in 19686,

In July 1962 the transitional CAP for grains became
effective throughout the £C. But under its terms,
individual countries remained essentially free to con-
tinue past grain price levels. italy raised its low feed
grain prices only moderately by keeping variable import
levies at a low level. |talian corn producers’ average price
increased from a $67-68 per ton range during the 3 years
ended in 1962 to a $75-79 range the following 5 years.
This increase reflected in part higher world market prices
and in part the moderate variable import levy main-
tained during those & years,

This policy of moderate protection changed in July
1967 when a nearly unified CAP for grains took effect.
The variable levy on corn imports inte ltaly averaged
$24.42 a ton during July 1967-May 1968 compared with
only $5.04 during July 1966-May 1967, 2 $19.38
increase. About $8 of this increase was due to lower
world market prices, but most was reflected in signifi-
ceitiy higher ltalian corn prices. The July 19687 thres-
hoic 1:ce for corn applicable to ltaly was $77.75 a ton
compaizd with $68 a year earlier, an increase of more
than 14 percent, Data indicate that producer prices
increased by $10-11, The corn price in Bologna, a
leading and representative grain market, averaged $80.38
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a ton during September 1967-May 1968 compared with
$76.65 during September 1966-May 1967, a 17.9
percent increase.

The levy and thus the price increase would have
amounted te $10.63 a ton more if the EC had not
authorized ltaly to reduce the levy on corn and other
feed grain imports by that amount in 1967/68. Without
that discount, the Bologna price would have riser to
$101.01, a 32 percent increase over the $76.65 price of
a wvear earlier. The authorized reduction or discount in
the levy for corn and other feed grain imports into Italy
dropped to $10 a ton for the marketing year that began
on August 1, 1968, and for the year beginning on
August 1, 1969, )t will drop to $7.50 during the
marketing years 1970/71 and 1971/72. In effect, a drop
in the levy discount is the same as an increase in the
effective levy.

As now scheduled, there would be no more feed grain
fevy discount for imports into {italy as of August 1,
1972, and imports would be subject to the same levies as
those applicable to the other EC countries,

In connection with the levy discount, the EC Council
observed that |taly is to be authorized to take measures
for a few years to soften the effect of the new regulation
on the feed grain price level so that the Italian market
can more easily adjust to the new regutation,

Most of the discount is absorbed by the inadequate,
high-cost facilities at Italian ports. Thus, the corn price
level in the interior of ltaly now exceeds that in France
despite the levy discount and it is only slightly lower
than that in the other EC member countries. Without
the levy discount {i.e., if $10.63 a ton were added to the
ltalian price} the carn price level in Italy would have
been higher than that in the other EC member countries
except Luxembourg,

For the grain marketing year which began August 1,
1968, the beginning threshold price for corn in all EC
countries was raised $4.31 a ton over the beginning
threshofd price for the marketing year 1967/68. For
Italy, the increase amounted to $4.94 because the levy
discount dropped by 63 cents from $10.63. This further
increase in the threshold price will inevitably result in
corresponding increases in the italian corn price level,
While corn prices were low, [talian meat consumption
per person nearly doubled from 20 kilograms in 1954/55
to 37 kilograms in 1966/67, a 5.1 percent average annual
rate of increase. At 37 kilograms, meat consumption per
person in Italy is only about half as much as in France
and Germany. However, the steep, successive increases in
corn prices that took place in 1967/68 and 1968/69
threaten to arrest the upward trend in Italian meat
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consumption, The 1967 and 1968 increases in the talian
feed grain price level cannot help but stimulate domestic
praduction and discourage import trade. The further
substantial price increase of over 10 percent which will
occur when the levy discount is terminated will further
strengthen these uneconomic tendencies at a very high
cost to the ltalian consumer and to the outside world.

The Food Aid Convention and EC Grain Exports

Under the terms of the recently ratified Food Aid
Convention, the EC is obligated to contribute 23 percent
of the total 4.5 miilion tons, which amounts to 1.035
million tons, Calculated at the EC basic intervention
price for wheat of $98,75 per metric ton, this aid
obligation will cost around $100 million. Approximately
$50 million represents the armount which would have
been required for export subsidies to move this wheat
through commercial channels onto the warld market,
and therefore, this amount will be charged to the
Guarantee Section of FEQGA. Of the remaining approx-
imately $50 million, FEQGA will finance only the
expenditures under the joint Community portion of the
total commitment, as opposed to the individual, national
portions, The agreed-upon Cemmunity portion of
276,000 tons for 1968/69 is likely to cost FEDGA
around $15 million, for a total FEQGA expenditure
under the Food Aid Convention of $65 million.

Since barley is limited in its uses for human consump-
tion and since the supply of EC-produced corn and
sorghum is Inadequate to fulfill domestic demand, the
EC wili rety largely upon soft wheat to fulfill its food aid
cbligation.

Furthermare, for two reasons, the EC wiil rely upon
home produced soft wheat to mest this obligation, First,
the EC has estimated that annual exportable surpluses of
4-5 million tons of soft wheat will be available for the
3-year duration of the Convention. Therefore, the EC
will be abie to effectively move one-fourth to one-fifth
of its wheat surptus out of the EC under the terms of the
Convention, Second, while the passibility exists of
purchasing wheat from other wheat exporters for ship-
ment under the Convention, this would necessitate
commercial sale of the EC wheat surplus, which involves
financial disadvantages for the EC. For commercial
BXpOrt purposes, the export subsidy needed is caleulated
on the price c.if at destination. For Food Aid
Convention shipments, the price is f.0.b, at the frontiers
of the contributing country. Therefore, by making
EC-produced wheat available as food aid, the EC will not
have to hear the costs of freight necessary for subsidized
commercial exports.

Rl Lo
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Implications for U.S. Trade

Protective Effects of the Variable Levy on Grains

EC grain target prices are generally almost twice as
high as world grain prices. These high prices greatly
inflate the cost of livestock feed and thus stifle growth
of the overall market for both feedstuffs and livestock
products in the EC. The system therefore has adverse
effects upon both foreign grain suppliers and EC
livestock producers,

High grain price policies existed in the member states
long before the EC's establishment, but the CAP has
brought a sizable price increase for French farmers,
raised feed grain prices relative to wheat, and extended
the high feed grain prices to Italy. In addition to
receiving price increases, French producers benefited
from a substantial measure of long-term price assurance
and preferred access to the grain markets of other EC
countries. Furthermore the CAP removed the quantum
system in France whereby producers were required to
bear part of the financial burden for exporting surpius
grain. Now the prices are assured without limit as ta
quantity preduced. The CAP appears to have stimulated
total French grain output, although it is too early to
fully assess the CAP's production effects,

For the 1968/69 marketing year greater use of wheat
for feed is encouraged by a reduction of the spread
between feed grain and wheat prices and by larger
denaturing payments. A major diversion of wheat from
export to feed channels within the EC may have
ceeurred in 1968/69 and may expand further if large
wheat supplies on the world market make it impossible
to keep moving large quantities of wheat into export.
The third area of yet unrealized impact is in ftaly, where
fuli implementation of EC-wide target price levels,
beginning in 1972, will be a disincentive to the Italian
livestock feeding industry,

Recognizing that the full impact of the CAP upon EC
supply-disposition, prices, and trade patterns has not yet
been experienced, some tentative indications emu.cge
from recent developments.

Total EC grain acreage has not changed significantly
in recent years. Grain yields throughout the EC, partic-
ularly in France, have risen steadily for many years, but
1967 and 1968 vyields showed a sharp increase over
previous levels, Although seeming to reflect the influence
of higher grain prices, increases in Germany, where
support prices have declined, have been as large or larger
than those in France and Italy, where suppart prices
have risen. Weather appears to have heen more respon-
sible than any change in prices resulting from the CAP.,
Total EC grain output has continued upward as a
consequence of improved yields.

Although intervention prices in France rose very little
with the 1967/68 season, data on season-average prices
indicate that the changeover to unified prices through-
out the EC apparently brought an increase in market
prices. Other important price developments in the first
year of CAP operations included a substantial increase in
the average market price of corn in |taly and significant
declines in praducer and market prices of grains in West
Germany.

EC grain consumption continues trending upward due
mainly to expanding feed use, but the rate of increase
would be greater with lower price levels. Preliminary
data indicate that feed use of grains in 1967/68 rose by
about 1 million tons, somewhat less than the average
yearly growth of 1.3 million tons over the past 10 years.

Significantly, in Italy, where grain use for feed had
previously been growing rapidly, there was a decline of
nearly 600,000 tons in the year following the price and
levy increases of July 1987, Elsewhere in the EC there
has been no apparent new trend in grain usage, although
there is evidence that growth in feed usage has been
limited not only by price levels affecting livestock
production costs generally, but also by a new trend
toward greater use of nongrain ingredients for animal
feeds.

This has been demonstrated in the Netherlands,
where feed use of grains dropped about 2 percent in
1967/68 while feed use of nongrain ingredients rose by
an estimated 15 percent from the year hefore, Since
1962/63, feed use of grains has fallen by 600,000 tons,
while the use of other ingredients has risen by about 1.2
million tons. Thus, in the Netherlands alone, annual
grain  utilization (and imports} apparently is down
between one-half and 1 million tons below what it
would have been without the price increases in recent
years,

The expansion of wheat production in the EC while
consumption remained relatively stable has resulted in a
wheat surplus in recent years. Nevertheless, the volume
of imports has held up fairly well, reflecting a continued
need far foreign-produced hard types of wheat, Some of
the increased production has moved into larger exports,

The trend of member country wheat imports has
been only moderately downward during the 1960,
aithough an increasing proportion has come from cther
member states in response to the Community
preferences. The value of exports and the market share
held by the United States have fluctuated considerably,
with 1988 levels near those of previous highs, followed
by moderate dectines in 1967, Cther non-Community
suppliers have lost ground in total, although some have
gained, especiaily Argentina.

Coarse grain imports increased significantly from
both Community and non-Community sources through
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1966. As with wheat, intra-Community trade expanded
more rapidly than total trade. Mast exporters benefited
from the expanding market and the U.S. market share
remained fairly stable,

Coarse grain imports have been sharply lower since
T966. This reversal of the import trend is mainly due to
the increased Community production resulting from the
high yields in 1967 and 1968. But it is also a reflection
of the slower growth in feed grain utilization, apparently
brought on by recent price policies.

The size of the Community market for third country
grain in the next few vears will depend largely on what
happens to grain vields in the EC. If the high yields of
the past 2 years were mainly due to unusually good
weather, some retreat from these levels would be
expected and future yields would be more in line with
fonger term trends. In this event some recovery in
volume of EC imports would be anticipated. However, if
the 1967 and 1988 yields resulted from less volatile
forces affecting productivity they could represent a new
plateau from which further vield increases would take
place, with future yields mostly above the extension of
historical trends. This would require a8 more pessimistic
view on export prospects to this market.

Threat of Unlimited Export Subsidies

Heavily subsidized exports of grain and other Gom-
munity preducts are competing with U.S. products
where the United States has established markets. A
prominent example is the situation which developed
with Japanese barley imports in 1968.

In March 1968, the EC announced a special subsidy
of $44 per ton on barley sales to Japan, $3 higher than
the prevailing subsidy for other destinations. Later, the
subsidy on experts to Japan was increased to $46.
France used this subsidy, together with a special $2
transportation subsidy, to sell barley to Japan at prices
substantially undercutting those of the United States
and other traditional suppliers in the Japanese market.

As an illustration, on July 12, 1968, U.S. barley was
guoted at $63.19 per ton in Japan, while French barley
was quoted at $56.14. Japanese Food Agency purchases
of French barley from April 1 through July 10 totaled
over 236,000 tons, an amount equal to half of Japan’s
normal yearty barley import requirements. An additional
163,000 tons of French barley were purchased by the
end of December, bringing the year end total to 339,000
tons. By contrast, in the preceding 4 vears, Japan had
purchased only 15 tons of French barley.

Buring 4 Japanese fiscal years (April 1, 1964-March
31, 1968} Japanese imports of U.S. barley averaged
217,000 metric tons annually and accounted for 41
percent of all Japanese barley imports.
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In the fiscal year that began in Apri} 1968, however,
U.S. exports to Japan virtualiy ceased, although U.5,
exportable supplies were ample and unsubsidized export
prices were egual 1o or slightly below those of recent
years. From the time that French barley began entering
the Japanese market until July 10, 1968, only 51,500
tons of barley had been purchased from other sources,
including 23,000 tens from the United States, 14,500
from Australia, and 14,000 from Canada, Australian
sales recovered somewhat with an additional 87,000 tons
by the end of 1968. Except for 8,000 tons of malting
barley from the United States, no other non-French
barley was imported inte Japan, The last 1968 purchase
of French barley was at a price of $53.69 per ton, nearly
$10 below the U.S. quotation at that time.

These developments are dramatic and clearly illus-
trate the abrupt changes that can result in individual
markets when the CAP's subsidy provisions are force-

fully implemented.
Less dramatic changes have been observed in other

markets. While direct causal links to the EC policy on
export subsidies are difficult to estabiish, Portugal,
Spain, and Switzerland have increased the proportion of
their grain imports from the Community, while the U.S.
share has been stable or declining.

RICE
CAP for Rice
Basic Features

The CAP for rice® entered its final stage on Septem-
ber 1, 1967. It very closely parallels that for wheat and
coarse grains in its basic features. This holds true despite
the fact that France and Italy are the onty rice producers
in the Community,

Before August 1 each year, the EC Council establishes
a basic target price, to become effective September 1 of
the following year, for the Community’s principal rice
deficit area; namely, Duisburg, Germany. This price is
the desired wholesale price for round grain brown rice,
in bulk, delivered and unloaded in Duisburg. Based upan
the target price, a common intervention price is set
annually for paddy rice in the EC's principal producing
areas of Arles, France, and Vercelli, Italy,

The difference between the targst price and the
intervention price is essentially the cost of marketing
and transporting the rice from the producing areas to
Duisburg, Intervention agencies are obligated to pur-
chase al} rice offered to them at this price. Asin the case

3 Councit Regulation No. 359/67, Journal Officiel, No.
174, July 31, 1967,
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of other grains, intervention agencies are permitted to
make preventive intervention purchases at prices above
the intervention price if it appears that larger purchases
will be necessary later if the preventive purchases are not
made. Both the target and intervention prices are
increased by monthiy premiums from December through
July, Production subsidies may be granted for broken
rice used by the starch and brewing industries.

The key to the system which regulates trade with
third countries is the threshold prices for brown and
milied rice. The former is calculated so that imported
rice sells on the Duisburg market at the basic target
price, adjusted for quality differences. The latter is based
upon the brown rice threshold price, a conversion factor,
milling costs, and the value of byproduct;, and it is
increased by an amount which protects the EC milling
industry. The threshold prices are increased by the same
monthty premiurms set for the basic target price. There is
alse athreshold price for broken rice, set using a formula
incorperating the threshold prices for brown rice and for
corn, These two threshold prices, with various adjust-
ments, set the upper limit and lower limit, respectively,
for the broken rice threshold price.

Rice imports from third countries are subject to a
variable levy determined weekly and roughly equal to
the difference between the £EC threshold price and the
lowest adjusted c.i.f. offer price. As with wheat and
coarse grains, the lowest adjusted c.i.f. offer price is not
necessarily the actusl lowest price, but rather the lowest
price after having adjusted all offer prices by means of
quality coefficients.

The CAP for rice also provides for export subsidies.
The criteria used in fixing the armnount of the subsidy are
rather general and give the Commission considerable
teeway in its weekly decision an the subsidy, Subsidies
may be differentiated by country of destination. In
principle, the amount set is the difference between the
prices of rice in the Community's representative rice
exporting market centers and the lowest price on the
market of importing countries.

Both imports and exports of rice are subject to
licensing and sursty deposits,

Evolution of CAP

The transitional regulations for rice came into effect
on Septernber 1, 1964, Since France and ltaly are the
only rice producers in the Community, the transitional
regulations for thern differed from those applicable to
other members, although common policy elements were
incorporated in both.

For France and Italy, intervention prices and basic
target prices were fixed. These prices, which differed in

[
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France and Italy, were gradually aligned during the
transition period. While a common target price came
into effect on September 1, 1967, the Council did not
feel a need for a common intervontion price fevel until
September 1, 1988, Threshold prices were calculated
from the target prices so as to ensure that imported rice
would sell at the target price in the marketing centers of
the principal deficit areas. The c.1.i. prices, from which
the levy was calculated, were those offered in Dunkirk
{for France} and Palermo {for |taly}. On exports both to
member states and to third countries, France and [taly
were allowed to grant the subsidies necessary to move
their rice into these markets.

A common market for rice was established in the
non-producing member states on September 1, 18684, A
common threshold price, approximately & percent above
the prevailing world market price, was fixed. A single
c.i.f. price, based on the lowest adjusted offer price in
Rotterdamn, was set, and a uniform levy, amounting to
the difference between this ¢.i.f, price and the threshold
price, was charged on all imports from nonmember
countries, The levy was reduced by a standard amount
for imports from France and Italy, thereby giving
Community-produced rice a preference over rice from
third countries.

For rice-producing associated countries and terri-
tories, mainly the Malagasy Republic and Surinam, a
levy-free import quota was established. {mports over this
queta were subject to the same preferential treatrment
given to rice moving from France and Italy into the
other member states.

On September 1, 1987, the transitional regulations
were replaced by those for the completed common
market in rice,

Production and Consumption

Producer Prices

Figure 4 Illustrates producer price developments for
rice in France and ltaly for 1859-67. It also presents the
EC-established paddy intervention prices from 1964/65
through 1968/69.

The EC's common price policy for rice has closely
followed the pattern for other cereals; namely, a
substantial Increase in prices in fow-price member states
and 3 stight reduction in prices in high-price member
states. France’s rice prices have traditionally been
$20-$30 per ton above those of Italy. The French price
was reduced from its historic highs of recent years by
the common intervention price which took effect
September 1,-1968. The Italian price has been increased
consistently since the CAP came into effect in 1964,
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The corn-rice price ratio is an important factor
considered in fixing the rice price. The EC seeks to
maintain a price ratio of approximately 1:1.5. The
importance of this ratio is accounted for by the fact that
rice-producing land is convertible to corn production.
The substantial increase in the corn prige under the CAP
therefore necessitated a like increase in the rice price if
EC rice production was to Dbe maintained at its present
level,

Production Developments and Projections®

Rice production in the EC has fluctuated very
unevenly, between a high of 760,000 metric tons in
1956 and a low of 486,000 tons in 1966 {(table 29},
However, this total disguises different trends in France
and Italy. French husked rice producticn increased from
an average of 68,000 tons in 1956-58 to an average of
86,000 tons in 1965-67. This increase was due to both
higher yields and increased acreage. Between the same
periods, Halian husked rice production dropped from
581,000 to 468,000 tons. This reduction was due
primarily to decreased acreage.

EC officials have estimated annual average husked
rice production of 630,000 tons for the
1969/70-1971/72 period. While this estimate does not
exceed the volume of total preduction in several years
since 1966, it exceeds production figures since 1963.

¢ Supplement to the Bulletin of the European Economic
Community, No. 4-1866, Executive Secretarfat of the Commis-
sion of the EC, Brussets, 1966,

The EC has assumed that the producer price changes
resulting from the CAP will have no greuat impact on rice
production as long as the corn-rice price ratio is
maintained arcund the 1:1.5 level.

Supply Liilization Developments and Projections

As with rice production, consumption fiuctuated
considerably in 1956-67, without any apparent trend
{table 29). However, a slight upward trend has been
apparent in human consumption of rice, which accounts
for the bulk of total consumption. This increased from
an average of 580,000 tons in 1956-58 to 631,000 tons
in 1965-67. Although retail prices for rice may have
been shifted somewhat by the CAP, this was not
expected to noticeably affect rice consumption, EC
officials hold that personal income growth is a much
more significant factor in determining rice consumption,
since the consumer tends to shift away from potatoes
and toward superior staple foods, such as rice, as his
income grows.

The supply-demand balance for rice in the Commu-
nity is not adequately explained by a simple calculation
of the self-sufficiency ratio. This ratio indicates that the
EC was 80 percent self-sufficient in rice in 1967.
However, in that year, the EC exported 165,000 tons of
rice and imported 312,000 tons. The exportable surplus
of rige and the rather large impaorts of rice are explained
by consumer preference for long-grain rice, not exten-
sively grown in the EC, as opposed to round-grain rice,
which accounts for most of its rice production, |f rice
production remains relatively stable, as foreseen by EC

TABLE 29.--EC preduction and utilization of rice, 185667

: Change Available
N Year endin ) - 1 1 supply Food Incfustrial Other ]
: i June 30 s Production n Exports imports ar total consumption use uses !
. ; stock consumption
i 1,000 metric tons _.‘;
G 1986 .. ... 760 -19 348 301 732 586 75 7 )
: 1957.....00ovn.s 597 73 280 360 741 568 83 90 ]
' 1958, ..o venirn s 591 -101 263 273 702 587 50 65
" \ 1959, ... 0vvvnns. 698 +54 248 350 746 584 79 83 ;
‘. E 1960, .. ......... 702 +83 192 437 864 661 108 95
; i 1961............ 573 -105 265 332 745 589 ag 57
i 1962, . ... 659 -44 303 361 761 605 a3 63 - g
g 1863 .00 i 625 14 206 314 748 618 78 54 ;
! 1064, .. ......... 537 +20 137 339 719 532 88 49
LT - O 598 12 134 280 756 626 79 51
o 1966. ... vvrrnrs 486 18 81 390 811 655 96 60 P
1967, .. aniann 578 +1 165 312 724 611 74 39 :

! Excludes intra-EC trade
i Includes seed, animal feed, and waste
! Source: Statistigue Agricole, 1968-No.1 4
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officials, and if consumption grows in relation to income
growth, the EC may continue to have an exportable
surplus of round-grain rice and have a growing import
requirement for long-grain rice, although no spectacular
growth in imports should be expected.

Foreign Trade
Import Barriers

The major import barrier faced by rice entering the
EC from third countries is the variable levy, The fevy
serves to bring the price of imperted rice, adjusted for
quality differences, up to the basic target price level in
Duisburg, Germany. Community rice growers are there-
fore completely protected from the possible price-
depressing effects of rice imports entering the EC market
at the lower world market prices.

The ad valerem equivalent of the variable levy serves
to illustrate the amount of protection the variable levy
provides for EC rice growers. The following figures,
averaged over the period Septermber 1967-July 1968,
apply to EC imports of polished, long-grain rice:

Threshold price — $229 per metric ton
Adjusted c.i.f. price — $168 per metric ton
Variable levy — § 61 per metric ton
Ad valorem equiv. — 36 percent

U.S. Stake in the Common Market

The United States exported 10 percent {$14 miilion)
of its total rice exports to the Community in 1961-63;
only 7 percent {$18 million) in 1965-67. However,
about 11 percent of the rice exported on a commercial
basis went to the Community in 1965-67. Rice
represents a small proportion, 1.2 percent, of all US.
farm commodities exported to the EC,

Source of Community imports

The Community obtains roughty 30 percent of its
rice from the United States {table 30), There was a dip
in this trade in 1965, but imports were strong again in
1966 and 1967, Intra-Community trade has grown in
impeortance, suggesting that the Community preference
may have caused some trade diversion, Italy, of course,
is the major exporter within the Community. The
EC-Associated Cverseas Members as a whole comprise
the next largest supplier, with a market share of about
11 percent, with 1the Malagasy Republic and Surinam the
major sources within this group.'® The importance of

10 Group includes the Overseas Countries and Territories of
the EC and the Associated African and Malagasy States.

44

s S ek b

this group has shown no tendencies to increase in the
fast 7 years. The Community obtains about 5 percent
(b4 or $5 million) of its total rice imports from
Thailand, aiso a farge supplier. The remaining imports
came from a large number of sources.

There were three conditions that offset any negative
influence that the CAP might have had on U.S. exports
in 1266 and 1987. First, the world market price for rice
was extremely high as a result of a less than normal
harvest in the Far East in the fall of 19656 and 1966.
Second, supplies in the United States were maore than
ample for U.8. domestic needs, And third, even though
Italy is an exporter, consumers in nonproducing member
states have a marked preference for high gquality,
long-grain rice such as that produced in the United
States and elsewhere but not to any extent in Italy.

Thus, the United States was able to export to the EC
(and other destinations as well} large quantities of rice at
relatively high prices. The United States became the
world’s leading exporter of rice in 1967, surpassing
Thailand and Burma which have alternated as the
world’s leading exporter for years.

World production in 1967 increased 11 percent over
1966 and so available supplies for world trade in 1958
were higher. However, the guantity demanded for
current consumption and stock replacements was also
large, and prices remained high through the first few
months of 1968. This should assist the United States in
its trade with the Community for another vear, but if
Far East producers manage to increase their exportable
surpluses, these will compete with U.S, exports in the
EC.

Destination of Community Exports

Although the Community is an exporter of rice, its
rice is unlike that grown in the United States. It is not
highly substitutable and is therefore not highly com-
petitive, The major commercial market for 1J.S. rice is
Japan, with increasing exports going to South Africa,
Saudi Arabia, and the United Kingdom. Exports to ali of
these markets have been growing, and any adverse
effects from the CAP have been more than offset by the
world shortage of rice in recent vears.

Third Country Trade That May be Affected

Many third country exporters of rice are less de-
veloped nations, Available data are not comprehensive or
timely enough to sufficiently analyze the influence of
the CAP on their exports. However, Thaitand and Burma
were short of rice for exporting in recent vears, and U S.
exports 1o nearly all of its markets increased. Further-
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} TABLE 30.~Value of EC rice imports, by source of imports, and market share for each source
:
i Average value
3 Country Change 7-year low F-year high
5 1961-63 1965-67
!
il
?{ Value imported from: Ml ol Mit dol. Pet. Ml dol. Year Mil. dof, Year
. i World...........vun 424 55.6 31.4 36.4 1961 §3.0 1866
i3 United States ...... 12.7 18.0 41.0 849 1965 25.2 1967
1 o 4.3 2.3 189.6 3.4 1963 18.2 1967
i Italy,.......... 2.8 10.7 2821 2.3 1963 134 1967
! EC-80M.......... 7.0 6.1 -12.1 5.4 1965 8.4 1962
Malagasy Rep, 4.8 3.2 -33.7 3.0 1965 6.0 1962
: Neth. Ant/Surinam 2,1 28 37.3 1.7 1961 3.7 1987
; China Mainland. . ... 1.0 1.6 59.3 2 1965 2.4 1967
Egvpt ... cvvvv e 2.6 25 -2.4 5 1962 5.6 1964
) Brazil .o vvuesn.. 7 2.1 200.0 .. 1963 3.6 1966
. Argentina . ........ 1.0 2.8 177.6 2 1964 4.9 1966
Burma. ........... 1.7 1.8 6.0 . 1967 35 1982
Thailland . ... ...... 3.6 4.7 30.6 1.8 1961 7.6 1984
. Cambedia,......... 3.8 1.1 -70.9 2 1967 4.7 1964
i AllQthers ........... 4.0 2.7 -32.7 1.3 1965 4.5 1966
Share imported from: Percent Year Percent Year
World. . vovvennnn... 100,0 100.0
United States ...... 3041 32.3 1.3 232 1965 425 1967
EC.......oill 10,0 221 120.4 8.2 1964 29.0 1965
: Maly. .......... 8.5 19.2 190.8 5.0 1964 26,3 1965
4 EC-A0M.......... 16.4 11.0 -33.1 a5 1966 168.7 1963
i Malagasy Rep. ... 11.4 5.8 48,5 5.3 1966 1.9 1962
) Neth, Ant/Surinam 5.0 6.2 4.5 4.1 1964 6.2 1967
! China Mainland. . . , . 2.3 2.8 21.3 5 1965 4.1 1967
: Egypt .. .oenevrnnn. 6.1 4.5 -25.7 8 1962 12.2 1963
Brazil ... ...vuuns 16 3.8 134.7 L. 1963 5.7 1986
Argenting . ... ..... 2.4 51 111.2 .5 1964 7.8 1966 .
BUFMA. o eveen ... 3.9 3.2 -19.3 1. 1967 7.1 1962 )
Thailand . ......... 8.5 8.4 -6 3.5 1967 16.% 1964 i
Cambodia......... 9.3 2.1 -77.9 & 1967 10.6 1963 ;
AllQthers, . .......... 9.3 4.8 -48.8 2.8 1965 11.8 1961
' L'\ ess than $60,000 or 0.05 percent
R A
i more, Community imports from a large number of rice The folfowing are official EC estimates and projec-
producers increased—not declined—so the pressure to tion of FEOGA expenditures on rice for 1964/65-

| find new markets by these producers cannot be very 1968/69:

i— great as long as the Community is an expanding market internal

i £ h Export rmarket .

] or them. subsidies support 1 Total

FEOGA Expenditures 1964/65 $769,000 - $769,000

1985/66 47,000 - 47,000
: if . . e into effect on Seotember 1966/67 577,000 $138,000 715,000
3 ; Since the CAP for rice cam . i e: P | 1967/68 7,000,000 - 7,000,000
: 1, 1964, an increasing portion of market support an 1968/69 18,000,000 200,000 18,200,600

export subsidy expenditures on rice has become reim- —

Internal market support expenditures may be for elther
intervention purposes or subsidles for the use of broken rlce by

bursable by FEQGA. As of September 1, 1967, all of

these expenditures became reimbursable. The bulk of
the expenditures has been for export subsidies,

the starch and brewlng industrles, No breakdown of the total, by
purposa, has been found.




Implications for U.S, Trade

In the long run, the high variable levy on imported
rice will adversely affect U.S. rice exports. Although the
volume of US. exports to the EC may continue to
increase, the impact of the CAP will tend to reduce the
rate of increase, The higher prices set by the Community
on mast home-grown rice, and assured by means of the
variable levy on imported rice, discourage any dramatic
increases in per capita consumption, Therefore, import
requirements may not increase significantly, and the
US, share in the EC market will continue to fluctuate
depending on the availability of rice from Burma,
Thailand, and other traditional third country suppliers.

If increased rice production does occur in the EC
because of a higher rice price or a shift in the corn-rice
price ratio, the impact an U8, rice exports to the EC
should be minimal. Consumer preference for Iong-grain
rice, not extensively grown in the EC, will assure third
country exporters a market there.

OILBEARING MATERIALS AND PRODUCTS
CAP for Fats and Qils

Basic Features

The CAP for fats and oils'* has two major com-
medity sections. The first deals with olives and olive
products. The second deals with the principal oilseeds,
oil cakes and meals, marine fats and olls, crude and
refined vegetable oil, hydrogenated animal fats, and solid
edibie preparations of fats, incfuding margarine. The
main justification for the division along these com-
modity lines was that the EC is 70-80 percent self-
sufficient in olive oil, while it is aonly 5-10 percent
self-sufficient in other vegetable oils.

The CAP for olive oil establishes four prices which are
used to requlate the internal market and a variable levy
system for trade with third countries. The four prices are
a producer target or ‘‘norm” price, a market target price,
an intervention price, and a threshold price. The
producer target price is to be at a level which provides
“adequate” remuneration to the producer and which
calls forth the desired volume of production. The market
target price is set at a level which keeps olive oil
competitive with other high quality, edible ails. Under
normally prevailing supply and demand conditions, the
producer target price will exceed the market target price,

12 Council Regulation No. 136/66, Jaurnal Officie!, No.
172, September 30, 1956.
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To make up this difference, provision is made for direct
payments to olive cil producers, The intervention price,
which is set below the market target price, is the
minimum support price at which intervention agencies
step in to buy supplies offered at that price. The
threshold price is the minimum import price and assures
that imported olive oil sells at the market target price,
The market target, the intervention, and the threshold
prices are increased by monthiy premiums during the 10
last months of the November—Qctaber marketing year,

Imports of olives and ofive products from third
countries are subject to a variable levy. The only
exception is fresh and prepared olives not intended for
oil preduction, which are subject to the Common
External Tariff. The levy on nonrefined olive oit is equal
to the difference between the threshald price and the
lowest representative c.if. offer price. The levy an
refined olive oil is increased by the amount considered
necessary 1o protect the EC processing industry. Exports
are subsidized if the EC price is above the world market
price, and an export fevy may be imposed if the EC price
is below the world price.

Because the EC’s self-sufficiency ratio is so low in
vegetable fats other than olive oil and because of binding
commitments in the GATT on other ailbearing materials
and raw and processed oils, a different system was
applied to these commodities.

Rapeseed and sunflowerseed are the only significant
ditbearing seeds grown in the EC., A systemn of target and
intervention prices serves to regulate the internal market
for these oilseeds, These prices are increased mounthly
from the third to the eighth month of the July-June mar-
keting year. To assure competitiveness with imported
oilseeds, rapeseed and sunflowerseed processors receive a
deficiency payment equal to the difference between the
EC target price and the world market price. Producers
may also receive a premium for early sale of their
products. intervention purchases are provided if the EC
market price falls below the intervention price,

Zero duties or the Common External Tariff, both
bound in the GATT, apply to imports from third
countries of rapeseed and sunflowerseed as well as all
other oilseeds, oil cakes and meals, marine oils, hydro-
genated animal or vegetable fats and oils, and refated
products. There is therefore no variable levy charged on
these commodities. Zero duties apply on all significant
oilseeds and fruits and on oil cakes and meals, Duties
range from 3 to 8 percent on vegetable oils for technical
or industrial use and from 9 to 15 percent on those
intended for use in food. The duty on hydrogenated
arimal or vegetable fats and oils, which includes marga-
rine, is 26 percent. Exports of oilseeds and oilseed
products to third countries are eligible for a subsidy
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which, at most, is equal 1o the difference between the
Community price and the worid market price,

The fats and oils regulations also provide for anti-
dumping procedures. A countervailing duty, which the
EC also terms a compensatory levy, may be charged on
commoedities which have benefited directly or indirectly
from subsidies, premiums, or other equivalent measures
in the exporting country and which cause or threaten to
cause injury to EC production of these commodities.

A separate set of regulations applies to imports of
oils, oilseeds, and oilbearing matertals, other than olives
and olive oil, from the Overseas Countries and Terri-
tories of the EC and from the Associated African and
Malagasy States. All of these imports are exempt fram
the Common External Tariff. The regulations aiso
provide that if imports of one of these commodities
undergo "considerable modifications’” relative to the
present situation, the EC may take special measures to
remedy the situation. It is assumed such measures would
be used both in the case where imports have decreased
sharply and in the case where they have increased
sharply. This provides some degree of protection for
both exporting and importing countries.

A special regulation governs trade between Greece
and the EC in olives, olive oil, and ofive byproducts,
Imports from Greece are exempt from the variable levy
as applied to imports from other third countries.
However, a special levy is applied to compensate for
price differences between the Greek and EC markets.

An association agreement with Nigeria provides for a
small duty-free import quota on peanut oil.

Evolution of the CAP

Unlike many of the commodity CAP's, the basic CAP
for fats and cils did not require a transitional period.
The regulation for olives and olive products came into
full effect on November 10, 1966. On July 1, 1967, the
entire CAP for fats and oils was put into effect,

Production and Consumption

Producer Prices

Although the guality grades of the olive oil for which
prices are presented in figure 5 may not he perfectly
comparable, it would appear that the intervention price
for olive oil was set at a level considerably below the
prevailing producer price in Italy, However, the producer
target price was set above these prevailing producer

prices. The established olive oil prices, per metric ton,
for the first 3 years of the CAP are as foltows:

1966/67 1967/68 1968/62
Producer target price  $1,150.00 $1,152.60 $1,152.50
Market target price 800.00 80250 802,50
Intervention price 730.00 730.00 730.00
Threshold price 790.00 792.50 792.50

The common prices established for the other oilseeds
have resulted in increases in producer prices in bath
Germany and France, which are the principal producers
of rapeseed and sunflowerseed. The EC Council alse
decided to price these different types of oilseeds at the
same levels. The target and basic intervention prices were
set at $202.50 and $198.50 per metric ton, respectively,
for the first 2 years of the CAP, 1267/68 and 1968/69.

Since tand resources are rather easily shifted from
production of oilseeds to production of wheat or
sugarbeets, the oilseed-wheat and the oilseed-sugarbeet
price ratios are of considerable importance in- setting the
fevel of oilseed prices. The sugarbeet price is somewhat
iess important because of the EC production controls
under the sugar CAP. The oilseed-wheat price ratios in
Germany ranged from a high of 170:1 in
1951/62-1953/54 10 a low of 1.52:1 in 1964/65. In
France they ranged from a high of 2.02:1 in 1964/65, to
a low of 1.81:1 in 1957/58-1959/60. The increase of the
oilseed price in France has probably not been sufficient
to entirely offset the increased wheat price, which
results in a lower price ratio. The opposite situation
exists in Germzny, where an increased price ratio
resulted from a drop in the wheat price and an increase
in the oilseed price.

Production Developments and Projections

QOlive oil production, which is concentrated in south-
ern ltaly, has increased over the years since World War
Il. However, the long-term trend, which is influenced by
changes in prices, growing methods, and areas under
cultivation, is overshadowed by large year-to-year fluctu-
ations in production due primarily to weather. Produc-
tion in 1855/56-1966/87 ranged from a low of 187,000
tons in 1956/67 to a high of 606,000 tons in 1863/64
{table 31}. The average annua! production was 368,000
tons. The EC does not expect its price policy to bring
about any rapid increase in olive oil production.

The preduction of rapeseed is concentrated in
Germany and France, and sunflowerseeds are grown
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K : TABLE 31.--jtalian cfive ofi production, introduction of a higher intervention price under the fats
: 3 1955/68 - 1966/67, raw oil and oils CAP served to maintain the ratio of the
oiiseed-wheat prices at the level of recent years, the EC
¢ L Year Production Year Production Commission expected French oilseed acreage to remain
= : l near its previous levels, However, data for the two most
- 1,000 m.t. 1,060 m.t. recent years show increases in both acreage and yield of
¥ 1955/56. . ... ng_i 132;{22 ----- g‘;g oilseeds in France. In Germany, the lowering of the
L t :322;;’; e ;00 1983764, . . .. 608 wheat price and the increased oilseed price significantly
i 1958/50. . ... 286 1964/65. ... . 348 increased the oilseed—wheat price ratio. This has en-
g 1958/60.. ... 330 1965/66. . . . - 460 couraged increased oilseed acreage and production in
© 1980461..... + 431 |l 1966/67..... 352
‘ 1860/61. . ... 431 1966/67 Germany.
l Sourea: Statistique Agricole, 1865-No. 2, 1987-Ne. 5, 1968-
“ Ne.3
: Supply Utilization Developments and Projections
axclusively in central and southern France. Both acreage
and vields have increased since 1980, resulting in an The fargest and fastest growing demand in the EC for
increase in total oilseed production from 234,500 tons oilseed products is for oilseed meal to be used as feed for
. in 1980 to 625,400 tons in 1967 {table 32}. Producer cattle, poultry, and hogs. Between 1954 and 1967, total
f prices for rapeseed have been guaranteed in recent years EC consumption of oliseed meals increased from 1.9
Al by France and Germany. This factor, combined with million tons to 8.2 million tons, a 332 percent rise {table
increasing yields per hectare and a relatively stable wheat 43). This dramatic increase in oilseed meal consumption
X price {wheat and rapeseed can be alternated on the same is accounted for by three factors. The most important
fand), has provided a growing economic incentive for factor is the EC's high variabie levy on corn, which
) increased production. Under the grains CAP, the price of makes the feeding of ciiseed meal more attractive than it
wheat has been raised in France. To the extent the would otherwise be. Two other factors, identified in the
TABLE 32.--EC cilseed area, vield, and production, 1960-6?1 P2
ttem 1980 1861 1962 1963 1864 1965 1966 1967
Area 1,000 hectares
, Germany. .......... 323 36.5 48,1 46.5 50,4 53.1 47.2 48.65
France. .. ov.veurron 20.8 114.7 139.2 140.6 183.0 208.0 209.2 242.5
Btaly . .o 18.9 17.4 16.9 14.5 13.2 1.8 1.8 8.9
: Netherfands. . ....... 5.3 4.5 4.2 4.0 3.6 4.2 5.8 5.4
; Belgium o . vveeuan 0.1 0.1 Q.1 0.1 0.1 o1 - 0.5
Total .o ovaeania 147.4 173.2 208.5 204.8 230.3 274.5 273.7 306.0
Yield 100 kg/ha
; Germany. ...ooe. ... 215 20,56 24.1 21.1 21.6 0.0 20.8 5.8
£ France, .. .voeevvans 13.6 14,0 16.0 15.2 18.1 18.5 17.2 18.3
Itaby ... o iy 16.2 17.2 16.8 17.3 18.7 16.6 17.6 17.1
Netherlands. ... ... 14.8 23.2 24.6 25.0 284 25,8 24.4 284
Belgium, . ...oovun - 205 18.8 28.0 16.8 20.1 30.7 320 25.6
AVErage «.o..uis 15.9 15.9 18.1 18.8 1.0 18.8 18.0 20.4
Proeduction ’ 1,000 metric tons
GEImany . «voeneenan 69.6 74.8 1158.7 95.2 108.9 108.5 98.7 124.6
France.........ovun 123.8 160.5 222.4 214.4 2946 378.7 368.1 469.0
Maly o oee s 30.6 29.8 28.3 25.4 24.6 19.8 20.5 15.3
Netherlands. . ....... 10.4 10.5 10.4 10.1 10.3 10.9 13.7 15.4
Belgiurn, oo ovv v v v 0.1 0.1 0.2 0.1 a1 0.2 1 1.2
Total e 234.5 275.8 3771.0 346.2 438.5 516.1 4923 625.4
' vears ending June 30
. Inciudes small amounts of tinseed, mustard seed, sesame seed, castor beans, soybeans, gnd peanuts
X Source: Statistique Agricole 1368-No.%; Production Vegetaie, 1368-No.14
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TABLE 33.--EC production, imports, and consumption of
oilseed meal, 1954-67

Domestic production
Year . Meal Net imports |Consumption
Oiiseeds equivalent
Miltion metric tons

1984, ... (% %) 4] 1.869
1955....] % %) i) 1.955
1956....0 (%) % ) 2.409
1957....| .30 182 3 2,458 2.640
1958, ... .334 190 32903 3.003
1959,...] 286 146 ? 2368 3.514
1960....| .234 133 3.936 4.069
1961....] 276 157 4.000 4.157
1962....| .377 215 5.308 5,523
1963....| .348 197 5.418 5.615
1964....] .438 .250 6111 6.361
1865....| 516 204 8.477 6771
1966, ...] .492 .280 7.911 8.161
1967....| .625 356 7.844 8,200

! Meal gquivalent calculated as 57 percent of oilseed
proeduction
Domesti¢ production figures unavailable for 1954-56
Net imports figures unavailable for 19584-59, but calculated
as difference between domestic praduction and consump-
tion for 1857-59
Source: Statistique Agricole, 1868-No.,5; Foreign Agricul-
tural Circular, U.S. Dept. Agr., FFQ 10-88, July
1968; Dieter Elz, Dilseed Product Needs of the
European Economic Community, 1970, 1.8, Dept.
Agr., IPST No, 3007, May 1967

summary of a recent study done for the US. Depart-
ment of Agriculture, are first, EC livestock numbers
increased by 15 percent in the 1954-63 period, and
second, the feeding rate of oilseed meal per animal

increased 140 percent, from 43 to 103 kilograms, in the
same pericd.!? The percentage of soybean meal in this
total is projected to rise from 40 percent in 196263 to
55 percent in 1970, By 1967, this figure had reached 51
percent,

fn contrast to the rapidly growing demand for oilseed
meals, demand for vegetable oils is rising slowly {table
.34}, Per capita human consumption has remained
relatively stable since 1964, while there has been a 28
percent increase in industrial use. Human consumption
of all fats and oils, including animai fats, is expected to
reach 5.1 million metric tons by 1970, an increase of 11
percent above the 1961-63 level. Of this 1970 total, 2.6
million tons is represented by vegetable oils, an increase
of 10 percent aver the average 1961-63 tevel.!* Because
of the substitutability of vegetable ails, it is not feasible
to project demand for individual oils.

The EC will remain a large importer of oilseeds,
oilseed meal, and vegetable oils. The EC depends
increasingly upon imports to fulfill its demand for
oilseed meal. In 1955, imports met 84 percent of this
demand. By 1963, this figure had risen to 97 percent,
where it remained through 1967. While the EC wili
provide between 76 and 80 percent of the increase in its
ailseed meal requirements through imports of soybean
meal, an increasing share of the soybean mea! will be
imported in the form of soyheans. EC vegetable oil

13 Elz, Dieter, European Economic Community !mport

Demand for Oilseeds and Oilseed Products—A Summary, ERS
Far, 170, Novemher 1866,
14 See page 11 of publication cited in footnote 13,

TABLE 34.--EC production and utilization of vegeteble fats and oils, 1956-67

Year Production ] Changes Aualla:;:!e .
ending Ffoﬂj . From in Exparts Imports w‘:gtv[ I:uma? Industrial
June 30 Total dOmE.Sth Jmpo.rtEd stock m:srum a' cansumption uses

grains grains ption
& fruits & fruits
1,000 metrie tons
1956, ... 1,392 358 1,034 -65 231 923 2,149 1,759 389
1957.... 1,517 329 1,188 +5 225 1,012 2,299 1,913 387
1988, ..., 1,788 547 1,242 +102 22 838 2,304 1,826 379
1959, ... 1,683 430 1,153 55 237 206 2,307 1,934 372
1860, ... 1,742 441 1,3M +81 272 1,105 2,494 2,087 403
1961, ... 1,966 533 1,333 +85 261 1,037 2,557 2,143 415
19562, ... 1,937 571 1,366 -7 2569 89¢ 2,584 2,187 398
1963, ... 1.919 485 1,434 -B1 290 957 2,687 2,273 394
1964, ... 2,175 760 1,416 +172 21 1,074 2,868 2,454 405
1985, ... 1,972 562 1411 -222 226 955 2,924 2,456 470
1966, ... 2,316 897 1,619 +81 285 1,057 2997 2,515 482
1967. ... 2,221 565 1,656 -27 282 1,063 3,029 2,513 519

Source: Statistique Agricole, 1865-No. 2, T967-No. 1%, 1968-No.3
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imports are likely to remain at a level of approximately
1 million tons,

Foreign Trade

i} Import Barriers

No significant barrier exists at present to imports of
oilseeds and oilseed products. Zero duties, bound in the
GATT, apply on all significant ollseeds and on oilseed
cakes and meals. The Common External Tariff duty
rates, also bound in the GATT, are applied on raw and
refined vegetable ofls. The compensatory levy or coun-
tervailing duty provided for in the CAP has been used so
far mainly against imports of sunflower oil from Eastern
Europe and the Soviet Union. In this case, evidence
i strongly suggests that the production and export of this
_ i oil have benefited directly or indirectly from subsidies,
; which therefore justifies the application of the levy,
: i according to the CAP,

4 In December 1868, the EC Commission proposed to

i the Council of Ministers relatively high internal taxes on
vegetable oils and on oil cakes and fish meal. While such
_ taxes aveid the appearance of an import barrier, the
m : increased prices and the decreased consumption resulting
: from the taxes certainly amount to an import barrier.

Discrimination against imports resulting from such
taxes is quite obvious if one recalls that the EC is only
5-10 pergent self-sufficient in vegetable oils other than
olive oil and only 3 percent self-sufficient in oil cakes.
J Mast vegetable ofls would be subject to a tax of $60 per
ton. Such a tax on soybean oil, which sold at around
$180 per metric ton in March 1969, would raise its price

by 33 percent. The proposed $30 per ton tax on oil cake
and fish meal would raise the price of soybean meal by
30 percent from its 1968 average wholesale price in
Hamburg of around $100 per ton. If the EC Council of
Ministers approves the tax proposal, an extremely
significant import barrier will have been created.

U.S. Stake in the Common Market

The great impartance of the EC as an export outlet
for U.S. oilseeds is shown in table 35, Nearty 42 percent
of U.S. oilseed and oiiseed product exports on a
commercial basis went to the Community in the
1966-67 period, Furthermore, ocilseeds and their by-
products represented over 28 percent of all U.S. farm
commadities exported to the community,

Source of Community lmports

OILSEEDS: Community imports of oiiseeds from the
United States increased 67 percent between 1961-63 and
1865-67 to a level of $319 million {table 38). Over 90
percent of these were soybeans. There was also g 25
percent increase in the U.S. market share (from 33.2 to
41.5 percent}. The EC provides itself with a very smali
propoertion of its oilseed needs, but the proportion has
grown. Notwithstanding the Community’s growing re-
quirements for oilseed and the preferential treatment
given the Associated Overseas Members of the Commu-
nity, the dollar volume and market share for these
countries as a group declined, Most of the decline was
atiributable to reduced peanut imports from Seneqal.
One contributing factor to this decline was Senegal's

: TABLE 35.--Annuat value of U.S. exports of cilseeds and oilseed byproducts, and all farm commadities and the relative importance of
. the Community as 2 market for oijseeds, 1565-67 average

Value of U.S. exports to: Exports to the Community as Relative
§ K 1 a share of exports to:r importance of
: Commadity Commercial markets each commodity
World Total European World Commercial markets| U5, farm 2
o8 Community {Col. 3+Col. 1) | {Col. 3+ Col. 2} exports to EC
: {1} {2i {3 {4) {5} {5}
! Million dolfars Psrcent Percent
: Oifseeds ... ..o iu.n.. 784 782 288 36.7 368 18.1
{Soybeans)................. {727} {726} {266} {36.5) {356.6} {17.6}
. Oifseed cake & meal .. ........ 222 222 133 62.6 G2.6 9.2
X : Vegetableoils............... 139 63 18 2.0 286 1.2
- Total. oot 1205 1,067 445 36.9 417 T 295
y All farm commodities, ... ... .. 6553 4951 1,508 23.3 308 100.0

! Value of exports outside Government pragrams

Value of each commodity exported to the Community {Col. 3) as a share of the value of all farm commadities exported to the

Community
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TABLE 236.--Value of EC oiiseed imports, by source of imports, and market share for each source

Average valug
Country Change F-year low 7-year high
1861-63 1966-67
Value imported from: Mil dol, Mil. dol. Pce Mit. dof. Year Mil. dal. Year
World, ............... 574.4 768.8 33.9 549.7 1861 833.0 1966
United States ... ..., 190.8 319.3 87.3 161.1 1961 346.0 1966
EC. ... 8.7 176 101.7 6.0 1961 185 1967
EC-ACM........... 100.4 89.7 -10.7 859 1865 104.5 1962
Senegal ........, 52.3 395 -24.5 323 1967 61.4 1862
MNiger . .......... 14,2 231 62,4 12.3 1961 326 1867
Eastern Eurcpe...... 14.3 28,7 100.7 10.5 1962 43,2 1967
Camada ............ 16.4 251 529 9.9 1863 328 1966
China Mainland. . .... 7.8 20.0 154.6 7.0 1963 21.3 1865
Sudan............. 12.7 20,6 62.2 8.0 1961 22.2 1965
Nigeria .. .......... 78.7 85,7 9.0 65.9 1967 105.4 1966
Indonesia ,......... 6.9 23.2 237.4 a8 1963 24,2 1965
Philippines... ..,.... 68.0 726 8.9 57.1 1967 85.0 1966
Al Others.._....... 69.8 66.5 -4.6 56.1 1964 74.2 1962
Share imported from: Percent Year Percent Year
World................ 100.2 100.0 ---
United States. .., .. .. 33.2 41.5 25.0 28.3 1961 44.3 1967
EC.... ... .. 1.5 2.3 50.7 1.1 1961 2.6 1964
EC-AQOM........... 17.5 3.7 -33,2 11.2 1966 18.3 1962
Sepegal. .......,. 9.1 5.1 -43.6 4.2 1967 0.8 1962
Niger ........... 25 3.0 214 22 1361 4.2 1967
Eastern Europe...... 25 3.7 50,0 1.6 1964 5.6 1967
Canada............ 2.9 3.3 14,2 1.6 1963 3.9 1966
China Mainland. . ..,. 1.4 2.6 90.2 1.2 1863 3.0 1965
Sudan............. 2.2 2.7 21.2 1.4 1931 3.3 1965
Nigeria. ............ 13.7 11.2 -18.6 8.6 1967 5.3 1961
Indonesia ........., 1.2 3.0 152.1 B 1863 3.4 1965
Philippines, ... ...... 11.8 9.4 =201 7.4 18967 13.2 1961
ANCthers,......... 12.1 8.7 -28.8 7.8 1966 13.0 1962

increased crushing of peanuts and their shipment in the
form of oil and cake. Another factor is the slow growth
in Community imports of peanuts, Imports increased
snly 7 percent from 1961-83 to 1965-67 on 3 base of
$157 mitlion. This slow growth and the rapid growth in
ioybean imports, amounting to 68 percent from
1961-63 to 1965-67 on a base of $191 million, are
ronsistent with the Community's need to import oil-
ieeds with a high meal content. Soybeans have a meal
sontent of over 80 percent in cantrast to peanuts, which
vave a 43 percent meal content. Nevertheless, even with
1 slow overall growth rate.the Community is importing
ignificantly more peanuts from some preducers; namely
Viger, Mainland China, Sudan, and Nigeria.

There were also ".significant increases in imports
retween 18961-63 and' 1965-67 from Indonesia {copra}
ind Eastern Europe {sunflowerseeds).

In mid-1967 the CAP for fats and oils became
:ffective and the changes between 1966 and 1967 do
10t paraliel the changes between 1961-63 and 1965-67.
he value of oilseed imports declined $65 million or B
xercent in 1967, partly because of 3 drop in the world
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price for oilseeds and partly because Community pro-
duction increased 110,000 metric tons, or 22 percent,
which thereby reduced the need to import. The redug-
tien in irmport requirements was of course one factor
leading to the decline in the world market price,
increased EC production resulted from both increased
yields and acreage, which were encouraged in part by the
higher prices incorporated in the CAP, Imports from the
United States were practically unchanged, which re-
sulted in a slightly higher U.S. market share. Imports
were down from Nigeria due to its civil war and from the
Philippines due to bad weather, Intra-Community trade
was up, but only slightly,

OILSEED CAKE AND MEAL: As with oilseeds,
imparts of these commodities increased greatly—from
$222 million in 1961-63 to $408 million in 1965-67
(table 37).

The rate of increase of imports from the United
States was even faster, and thus the US. market share
increased from 22 to 38 percent. Intra-Community trade
has been increasing but at a slower rate than for total
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TABLE 37.~Value of EC oilseed cake and meal imports, by source of imports, and markat share for each source

Average value

1961-63 {

Gountry 1965-67

Change

7-vear low 7-year high

Mil. dol. Mil. dol.
2218 408.5
47.8 156.1
35.8 45.1
5.8 6.6
16.7 221
8.1 9.0
14.1 20.8
Senegal 9.0 14.3
Eastern Europe 8.3 8.8
7.6 12.7
Brazil 11.0 25.3
Argentina 54.7 63.2
Philippines 6.3 14.0
All Others 32.0 49.5

Value imparted from:

Percent

Senegal
Eastern Europs

Argentina
Phiiippines.
All Others

! First of two or more years at this value

imports; its market share declined from 16 to 11 percent
between 1961-83 and 1965-67. Argentina is the only
other major supplier; as with intra-Comrmunity trade, its
value of trade increased but its market share declined,

Total imports declined in 1967 when the CAP was
instituted and oilseed production was relatively high.
However, imports from the United States increased $18
millien from $167 million in 1986, and the U.S. market
share increased from 37 to 43 percent. The resulting loss
in market share for other countries was spread rather
evenly over a large number of countries, including
intra-Community trade, This evidence suggests that the
CAP through 1967 did not have any significant influence
on trade patterns,

VEGETABLE OQILS: These commodities are not a
major U.S. export to the Community. Most imports
from nonmember nations came from Senegal, the Congo
{Kinshasa}, Eastern Europe, and Argentina. By 1965-67
intra-Community trade had become important. There
were no significant changes in 1967 from 1966 that

would suggest an influence of the CAP upon trade
patterns,

Destination of Community Exports

OILSEEDS: The Community is not a major producer
of oilseeds and is therefore not an exporter,

OILSEED CAKE AND MEAL: Because the Commu-
nity processes oilseeds it exports oliseed cake and meal.
About 80 percent of this is intra-Community trade.
About 30 percent of EC exports go inte EFTA nations,
8 percent each into Austria and Switzerland, Movement
into these two markets has been underway for several
yvears and the exports in 1967 were about on trend.
There is nothing to suggest changes in trade patternsasa
result of the CAP.

VEGETABLE OILS: The Community is a net im-
parter of vegetable oil but does export significant and
growing quantities, However, there is nothing to suggest
that the CAP has changed trade patterns,




Third Country Trade That May be Affected

OILSEEDS: Major foreign markets other than the
Community for U.S. oilseeds and the average value of
U.S. exports to them in 1965-67 were:

Japan $194 millian
Spain 80 million
Denmark 41 million
Israel 25 rillion
Talwan 23 million
United Kingdom 18 miltion

The total value of oilseed exports to these six markets
is $361 million; of this, soybeans account for $345
million or 96 percent. In addition the United States
exported $8%2 million of oilseeds to Canada, most of
which was soybeans, but approximately 46 percent of
this was re-exported. Consequently, Canada is a market
of final destination of a size zbout equal to that of
Denmark, $41 million.

Although EC imports of ocilseeds from Nigeria and the
Phitippines were down in 1967, there is no indication
that their oilseed exports were redirected to any major
U.S. market to the detriment of the United States. Nor
did there appear to be an redirecting of exports from
any other Community suppliers of oilseeds to any
traditional U.S, market,

OILSEED CAKE AND MEAL: Nearly 63 percent of
US. oiiseed cake and meal exports went to the
Community in 1965-67. The major markets for the
remaining share, and the average vaiue of U.S. exports in
1965-67, were:

Canada
Denmark

$20 million

12 million
United Kingdom 9 million
Yugosiavia 9 million
Spain 5 miliion

There is very little indicaticn that oilseed cake and
meal exports have been redirected by exporting nations
from the Community to major U.S. markets, although
pertinent import data for Y ugoslavia are not available.

VEGETABLE OILS: Most US, exports of vegetable
vils ars on a non-commercial basis 10 less developed
nations. Changes in these exports are only rermotely
associated with the CAP., As nations that import
commercially develop their own crushing plants, they
will increase their imports of oilseeds and decrease
imports of vegetable oils, Thus, while there have been
some declines in exports to commercial markets, the
influence of the CAP seems only secondary,

FEOGA Expenditures

Since November 10, 1966, all expenditures by EC
members on olive oil, whether for internal market
support, producer subsidies, or export subsidies, have
been reimbursed by FEGGA. All other cilseeds and oil
products became eligible for FEOGA-financed support
on July 1, 1967. However, ttaly was given a special
allacation of $8 million i 1964/65 for olive oil subsidies
a5 compensation for the delay in estabtishing the ofive
all CAP. All of the 579 million expended in the olive ail
sector in 1966/67 was also to the benefit of Italy. Qlive
oil expenditures reached an estimated $145 million in
1967/68. This amount will ffkely increase to $170
million in 1968/69. This rapid growth in ofive oil
expenditures, the bulk of which is paid out as producer
subsidies, caused the EC Councii in November 1968 to
place an upper fimit of $165.5 million on FEQGA.-
financed olive oil expendityres for 1968/68. If expendi-
tures exceed this amoum, the Council will determine
how to finance the excess. This is similar to the $630
rnillion limit placed on expenditures in the dairy sector.

Total FEQGA expenditures on vegetable fats and oils
for 1964/65-1968/69 are as follows:

1964/65 $ 8,000,000
1965/66 -

1966/67 79,250,000
1967/68 192,910,000
1968/69 260,800,000

Through 1967/68, available data indicate that, with
the exception of $1 million of processing aid to Italy in
1967/68, producer subsidies accounted for the tatal
amount spent. In 1368/69, for the first time, export
subsidy expenditures appeared in the budget, and these
were estimated at $7.8 million,

Implications for U.S. Trade

Oiiseed and OQil Substitutability

Of major importance in any discussion of the impact
of the fats and cils CAP on U S. exports to the EC is the
substitutability of the major oilseeds and oils in both
edible and industrial uses, Olive oil, because of strong
consumer preference and despite a much higher price,
competes effectively with other high aquality oils for
edible purposes, although its share in the EC vegetable
oil market is relatively smail. The lower priced oils--such
a5 soybean, peanut, cottonseed, sunflowerseed, and
rapeseed oils, as well as most of the tropical oils—are
largely substitutable for each other, although processors
are reluctant to make drastic changes which might meet
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resistance from consumers. Therefore, the EC is ex-
pected to turn to the lowest price sources to meet its
basic oil needs for most processed foods, cocking oits,
and especially for industrial uses. Although appearing to
have a secure position in the EC market for oilseeds, the
United States is faced with competition from other
oilseed producers, such as the East European countries
and the tropical oil producers of Africa,

Except for use in poultry and swine production,
substitutability alsc applies to the selection of cilseed
cakes and meals for animal feed purposes. The livestock
producer’s primary concern in purchasing oilseeds is
the cost of protein and other nutritional ingredients in
the feed. The variation in nutritional composition of
cilseed cakes and meals is reflected in market prices.
Livestock producers can easily substitute one cake or
meal for another in the feeding of ruminants, but they
are severely iimited in substituting cakes or meals in
poultry and swine feeding, where soybean meal possesses
the most desirable nutrient composition.

Within limits, the relative prices of oils and oilseed
cake or meal are consequently very important in
determining the substitutability of oilseeds. Also, the
different types of vilseeds vary in their yields of ¢il and
cake or meal. If oils are in surplus supply and the price
of oil is relatively low, the oilseed with the highest vield
of cake or meal will have a competitive advantage,
Recently there has been a surplus of vegetable oils
throughout the world. Therefore, the increasing demand
for cake and meal has strengthened the demand for
soyheans, which have a meal content of around 80
percent, compared with 43 percent for peanuts, which
are also important in world oilseed trade,

Although oil consumption in the EC is expected to
increase in line mainty with population growth, and to a
lesser extent with income growth, over the next few
years, demand for oifseed cake or meatl for livestock feed
is expected to increase considerably more rapidly. Thus,
the EC's import demand will strengthen the market for
cilseeds with a high yield of cake or meal. This should
allow the United States to maintain its position as the
major exporter of soyheans to the EC,

GATT Bindings

The bindings on oilseed and oil products which the
United States received from the EC in the Dillon Round
of trade negotiations have been very significant in
assuring the United States a large and growing market
for these products in the EC, Without such bindings, the
CAP for fats and oii would have prebably included some
type of variable levy system 1o protect EC oilseed
producers from foreign competition.

However, two potentially troublesome trade-regulat-
ing devices remain, in addition to the proposed tax
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discussed below. The first is the countervailing duty
provided for in the CAP. This has so far been applied
mainly to imports of sunflower oil from the Soviet
Union and other East European countries, a case in
which the relatively low ratio of the oil price to the seed
price appears to have justified the imposition of the
duty, The second device is already being applied by
Italy. This involves the use of import certificates and
surety deposits on imports of ocilseeds and oils, This
device impedes the movement of U.S. exports intc the
EC, and for that reason, it has been of increasing
cencern to U.S, authorities.

The Dairy Surplus Problem

The growing surplus of butterfat in the EC has
brought about policy proposals which, if approved, may
be expected to have great impact on oilseed and oilseed
product consumption and import demand. These pro-
posals indicate the willingness of the £EC to tax competi-
tive products in attempts to solve its dairy problem.

The most serious threat to U.S, export interests is
contained in the December 1968 Commission proposal
for an internal tax of $20-$60 per metric ton on
oiibearing materials of vegetable and marine origin and
on oil cakes and fish mealt. With this proposal, the
Commission is attempting to increase the consumption
of animal fats, especially butterfat, by increasing the
price of vegetable and maring cils while subsidizing the
consumption of butter, The tax on oil cakes and fish
meal would encourage the EC livestock producer to
feed more surplus EC-grown grains to his animals by
raising the price of oil cakes and fish meal. If this
proposal is approved, the effect could be a drastic
reduction in US. exports of cilseeds and oiiseed
products to the EC.

Association Agreements

As indicated by the trade data for oilseeds, the
Associated African and Malagasy States and the Overseas
Countries and Territories have not shared in the expan-
sion of the EC oilseed and cilseed product market. This
may be accounted for by the EC preference for
soybeans, not presently grown in the other supplying
countries. The price guaranteed to these associates may
provide some incentive for increased oilseed production,
but it will not be in sufficient quantity nor of the right
type to fulfill EC import requirements. In the process of
renegotiating the Yaounde Convention in 1968, it will
be possible for the EC to grant further aid for oifseeds to
associated countries.
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Trade with East European Countries

Most trade in oilseeds and oil products between the
EC and Eastern Europe has been in sunfiower oil. After
taking into account normal processing costs and the
average yield of oil from EC-grown sunflowerseeds, the
Commission concluded that oil exports from the
U.S.S.R. and several other East European countries were
priced too low and therefore must have benefited from
export subsidies or measures of equivalent effact. Since
September 1967, the EC has therefore levied a compen-
satory tax on sunflower ol imports from these coun-
tries. This'tax may serve to dampen the rate of increase
in these imports and tend to restore normal competition
among oifs in the EC,

tt should be stressed again that although these oil
imports do compete with oils pressed from oilfseeds
imported from the United States, the value of oiseed
meal or cake is increasing relative to that of oil,
Soybeans, with their high yield of meal, therefore have a
distinct advantage over other oilseeds.

POULTRY AND EGGS
CAP for Poultry and Eggs

Basic Features

The unified EC market for poultry and eqgs came
into effect on July 1, 1867.2% The CAP's for poultry
and eggs are based solely upon an import levy and
export subsidy. There is no provision for internzal market
intervention, guaranteed producer prices, or production
or marketing qguotas. Since the EC was a net deficit area
in these commodities, it was decided that a sluice-gate
price plus levy, at or above which imports would enter,
would provide sufficient price guarantees to the EC
producer. The Community has approached self-
sufficiency in chicken meat, which accounts for the bulk
of poultry production, and in eggs, and there is growing
concern that a CAP which relies solely upon trade
controls will not be adequate to insure acceptable prices
to poultry and egg produgers.

A sluice-gate price and levy system protects EC
producers against competition from fower priced im-
ports. This applies to all poultry and egg products. Duty
rates on poultry livers, pressed or melted poultry fat,
and poultry meat and offals which are not fresh, chilled,
frozen, salted or in brine are bound in the GATT, and

15 council Regulations Nos, 123/67 {poultry} and 122157
{egas, Journal Offictel, Na. 117, June 18, 1867,
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therefore total import charges may not exceed the level
of the GATT bindings on these commodities,

The sluice-gate price, which is set quarterly, consists
of two elements. The first element is an amount equal to
the world market price of the quantity of feed grains
assumed to be negessary to produce 1 kilogram of the
imported commadity in a third country. As world feed
grain prices fluctuate, the sluice-gate price is also
changed from quarter to quarter. The second element is
a lump sum representing other feed costs as well as
general costs of production and marketing for the
individual commeodity.

The levy on poultry and egy imports also consists of
two elements, The first element, the so-called feed grain
differential, is equal to the difference between prices in
the Community and on the world market for the feed
grain ration reguired in the Community to produce 1
kilogram of slaughtered poultry or eggs. There have been
complaints by third country exporters to the £C in
recent years that this feed ration has not been reduced
to take into account the growing feeding efficiency in
the EC poultry industry, and that EC producers there-
fore enjoy an added margin of preference. The poultry
and egg levy's second element, aimed specifically at
giving the EC producer a margin of preference, is equal
to 7 percent of the average sluice-gate prices applicable
during the 4 quarters prior to May 1 of each year,

A supplementary levy is also provided for in the
pouitry and egg CAP’s. This levy is applied if an offer
price is below the sfuice-gate price, and it is in principle
equal 10 the difference between these two prices, 1t may
be adjusted as often as considered necessary by EC
authorities. If a single offer is made to the EC below the
sluice-gate price, the supplementary fevy is generally
applied not just against that single offer, but against all
shipments from ail third countries of the same product.

The sluice-gate price system differs substantially from
the thresheld price system for grains and rice. The
threshold price is a minimum import price (adjusted
c.i.f. price plus variable levy}, but the sluice-gate price
merely represents that price which the EC feels is a fair
price, taking into account the costs of production in the
most efficient third countries using feed grains pur-
chased at world market prices. For poultry and egys, the
minimum import price consists of the siuice-gatz price
plus the levy. If the offer price is below the slujce-gate
price tevel, the supplementary levy serves to bring it up
to that level,

Provision for the establishment of marketing norms
offers the possibility for further protective measures,
The marketing norms apply to quality, weight, packag-
ing, storage, transport, appearance, and labeling.

L . U
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To make possible exports of EC-produced eggs and
poultry at world market prices, export subsidies may be
granted to make up the difference between these prices
and Community prices. The export subsidies are uniform
for the Community but may be differentiated by
country of destination,

An escape clause provision atlows the EC to take
measures it imports or exports seriously disturb or
threaten to disturb the Community market for eggs or
poultry,

Evclution of the CAP

The CAP's for poultry and eggs came into effect on
July 30, 1962. From that date, trade with third coun-
tries was governed by provisions essentially the same as
those described ahove, except that the levy element,
which is currently 7 percent of the previous year's gate
price, started at 2 percent and moved progressively
through the transition period to the 7 percent level,
while national customs duties were being progressively
reduced. Intra-Community trade was governed by a levy
systern which incorporated a feed grains differential to
account for the different feed grain prices in the member
states and an element egual to the national customs
duties in force in 1862, The latter eicment was gradually
reduced through the trarsition period, When the market
was unified on July 1, 1887, all levies in intra-
Community trade were abolished.

Production and Consumption

Producer Prices

The CAP's for poultry and eggs do not provide for
adrministered domestic prices or any system of internal
market intervention, Therefore, producer prices are
determined in a relatively free market environment
under the infiuence, howsver, of artificially high-priced
imports. Figures 6 and 7 itlustrate the development of
producer prices for poultry and eggs in 1957-67.

Production and Consumption Developments

Poultry and egg production increased rapidly in the
EC in 1950-67, with poultry showing the greatest
increase, as seen in tables 38 and 38. France remains the
largest poultry producer, and Germany has become the
largest egg producer. The MNetherlands has become the
principal surplus producer in the EC and therefore is
impartant as a supplier for Germany, which has the
lowest fevel of self-sufficiency.

These increases in poultry and egg production have
been on such a scale and have involved such significant

structural shifts that they may justly be termed a
poultry revolution. One of the major structural changes
in EC agriculture has been the growth of iarge commer-
cial poultry and egg production at the expense of the
traditional farm flock. Through the use of American
technology and primarily imported feeds, these cormmer-
cial units have been expanding rapidly. While egg
production has also become increasingly speciélized on
farge farms, this change has not progressed as far as in
poultry production. Poultry production has bhecome
geographically concentrated in the south and east in the
Netherlands, the Rubr Valtey of Germany, and northern
Italy because of ready access to feed grains from imports
or domestic production. The concentration in north-
western France has largely been influenced by vertical
integration and labor avaitability.}¢

Per capita consumption of poultry and eggs in the EC
also rose in 1954/55-1966/67, with the greatest increase
accurring for poultry {1able 40}, in Germany, [taly, and
the Netherlands, where poultry was not previously a
significant item in the sverage diet, consumption in-
creased 300, 335, and 650 percent, respectively, in this
pericd, Less dramatic but very significant increases
occuired also in Belgium-Luxembourg and France. The
greatest increase in egg consumption was measured in
Germany at 42 percent, while changes in the other
member states ranged from a decrease of 4 percent in
Belgium-lLuxembourg to an increase of 25 percent in
Itaty,

Figures on total consumption of poultry and eggs in
the EC in 1854/65-1966/67 are presented in table 41,

Production and Utilization Projections

Based upon assumptions of increased income in all
member states and decreased real producer and retail
prices for poultry and eggs in most member states, the
Michigan State University study on the EC grain-
livestock economy projected continued rapid increases
in poultry and egg preduction and consumption through
1875.17 A 48 percent increase was projected for poultry
production between 1964 and 1970. This increase
appears reasonable in light of the 24 pergent increase
from 1864 through 1967. A further 31 percent increase
was projected for the 1870-76 period. Germany is
expected to show the largest and France and {taly the
smallest gains. Egg production was projected to increase
22 percent and 13 percent in the 1864-70 and 1970-75
periods, respectively. The 8 percent increase between
1964 and 1967 would seemn to indicate that the 1864-70

6 gSee pages 88 and 90 of pubiicstion cited in footnote &

{page 17).
17 See pages 106 and 107 of publication cited in footnote &
{page 17}.
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TABLE 38.--EC sroduction of poultry meat, by country, 1950-67

Year Total EC Germany France laly MNetherlands Bel-Lux
1,000 metric tons’
1960, . .......... 394 52 250 58 7 27
1854, ., .......... 480 64 230 69 24 33
1957, ... n.L Y| 82 330 76 42 41
1968............ 650 a0 350 119 a9 42
1969. ...... 704 96 370 133 59 a6
1260 . ..ol 805 100 399 173 77 &1
1961............ 882 109 42D 198 83 72
1962, . .......... 982 113 460 227 as 84
1963............ 1,074 121 500 263 105 85
1964, ........... 1,219 142 560 310 128 89
1965............ 1,353 152 587 368 181 a5
1966............ 1,443 176 610 338 176 a3
T967. ... et 1,517 204 640 375 196 102
! Slaughter weight basis
Source: Etatistique Agricole, 1967-No. 8, 1968-No,7
TABLE 39.--EC egg production, by country, 1950-67
Year EC Germany France Italy Metherlands Bel-Lux
1,000 metric tons
{950, . ......... 1,200.6 244.8 427.0 286.0 1244 187
1954, .......... 1,418 345.7 400.0 319.0 219.7 1315
18988, .......... 1,631.6 390.7 4530 347.6 294.9 145.4
1963, .......... 1,726.8 409.8 490.0 3353 334.8 156.8
1960........... 1,791.9 450.0 490.0 358.¢ 3349 159.0
1961..,........ 1,886.2 477.2 5155 368.0 3449 180.6
1862........... 1,936.6 507.0 532.0 377.9 3485 171.2
1963.. ......... 2,005.2 569.8 538.0 415.6 307.1 174.7
1864........... 21425 638.1 560.0 465.9 283.0 185.5
1966........... 2,102,7 6800 530.0 421.8 242.2 168.7
19686........... 2,210 735.4 558.0 505.3 238.3 1731
67........... 2,265.0 786.7 591.0 4953 2102 i81.8

Source: Statistique Agricole, 1967-No.11, 1968-No. 10

projection was 100 high. Germany was expected to have
the largest increase, while the Benelux countries showed
the smallest increase.

Consumpticn was also projected to increase rapidly
through 1975. EC poultry consumption was expecied to
increase 41 and 22 percent in the 1964-70 and 1970-75
periods, respectively. The 2D percent consumption in-
crease actually measured in 1963/64-1966/67 makes the
41 percent projection appear reasonable, The largest
1964-75 increase was projected for the Netherlands and
the smallest for France. Increases of 23 and 14 percent
in egg consumption were projected for 1964-70 and
1970-75, respectively. The largest increase was projected
for the Netherlands and the smallest for Belgium-
Luxembourg. .Actual consumption developments since
1963/64 seem to indicate that hoth the EC total

60

projection and the individual member state projections
may have been too high.

The net resuit of the projected production and
consumption was a decrease in the EC’s poultry deficit
and an increase in its egg deficit, However, these deficits
are of such a small order of magnitude that, for all
practical purposes, the EC may be expected to be
self-sufficient in these commodities.

Foreign Trade

import Barriers

Imports of poultry and eqgs into the EC are regulated
by the sluice-gate price and variable levy system incorpo-
rated in the CAP's for these commodities. Protection fut
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H TABLE 40.--Annual EC consumption of poultry and eggs, per capits, 1954/55-1966/67
. ¥
B l Year Total Germany France Italy Netherlands Bel-Lux
{ ] Poultry . 2 Kilagrams 2
I 1954485, . .... 31 1.7 8.7 1.7 0.6 4.0
2:', 1955/56...... 3.2 1.7 7.0 1.7 0.5 4.3
! 1956/57...... 3.5 2.0 7.2 2.0 0.7 4.6
! 1957/58...... 38 2.4 15 2.3 0.8 5.0
i 1958/59. . . ... 43 3.0 7.8 2.8 1.2 5.3
L : 1958/60...... 4.9 3.8 8.4 3.3 1.6 6.0
B 1980/61,..... 5.4 4.4 88 3.9 2.0 7.4
1981/62...... 8.1 5.6 8.0 4.4 2.1 8.5
1962/63...... 6.1 5.1 8.8 5.0 2.8 8.1
1963/64...... 7.1 5.6 10,8 8.0 3.2 8.2
1964/65...... 7.6 8.0 10.8 7.3 3.8 7.8
1968/66...... 8.1 5.3 12.0 7.4 4.4 7.6
1966/67...... 8.3 5.8 12.3 7.4 4.9 8.8
Eggs
854/55. .. ... los 10.0 2100 7.5 9.8 14.0
1866/56...... 9.6 10.0 10.0 7.8 9.9 13.0
; 1868/57...... 10.2 11.3 a8 7.8 11.2 13.1
! 1857/58...... 108 11.6 10.6 8.3 10.4 14,0
{ 1958/69...... 9.1 125 10.7 8.4 111 14.4
i 1859/80...... 11.4 131 11.1 2.7 1i.8 14.3
i 1860481, ..... 116 13.1 11.2 9.1 16.8 14.7
1861/62...... 11.7 13.6 11.4 9.4 12.3 139
1862/83.,.... 1.4 12.7 11.4 2.6 11.9 12.8
i 1863/64...... 11.8 13.4 11.4 8.8 13.6 14,1
1964/65...... 11.7 13.4 11.0 8.7 12.4 13.3
1965/66... ... SR} 137 eeeae- 8.7 12.0 138
1966/67......¢F ----- 142  eeea-- 2.4 11.6 13.5

! Based upon data partially estimated 2 Estimated
Source: Food Consumption Statistics, 1954-1966, OECD, 1968; Statistique Agricole, 19683-No. 1, 1964-No. 5, 1866-
No. 7, 1967-No. 11, 186B-No, 7, 1968-No. 10

TABLE 41.--EC consumption of poultry and eggs, by country, 1954/55-1966/67

Year Total Germany France Italy Netherlands Bel-Lux "j
1,000 metric tons ;
: PSS, ... .. 504 85 ! 206 80 6 '3z y
g 1965/56...... 525 89 310 81 5 40 ;
. 1956/57...... 578 106 326 98 8 43
v 1957/88...... 635 130 338 11 g 47
1958/58. .. ... 720 164 357 136 13 50
1959/60.. .. .. 834 217 380 162 18 57
1960/6t...... 934 245 402 184 23 70 {
1861/62...... 1,058 315 417 220 25 81
1952/63...... 1,075 293 421 250 33 78
1963/64. ... .. 1,272 325 528 304 38 79 /
. 1964/65. ... .. 1,378 350 527 3 48 76 :
g 1965/66...... 1,474 372 590 3Bz 54 75
v : 1968/87...... 1,532 409 811 388 57 67
3 Eggs . ;
: i 1954/88...... 1,549 513 442 361 105 128 ;
: 1956/66...... 1,583 517 444 376 107 120
: B 1986457 .. .. .. 1,692 592 446 395 123 121
: 1957/68...... 1,759 618 482 405 115 131 _:;
‘ 1958/59...... 1,543 671 493 411 128 135
: : 1959/50. .. ... 1,942 724 504 428 135 135
1 ‘ 1960/81...... 1,977 735 513 453 125 140
: : 1961/62. ..... 2,082 769 531 471 144 133
Y 1962/63. ..... 2,013 726 543 481 142 123
: ,‘ 1963/64...... 2,104 777 543 496 162 136 ki
: ; 1964/G5... ... 2,105 785 , 534 497 151 130
1965/66. .. ... 2,146 816 534 504 148 133
3 1966/67......  ----- 848 e 438 146 134
'_.3 ! estirmated Source: Same as table 40 ;




the EC poultry and egg producer is provided first of afl
by the hasic levy on imports, The sluice-gate price is
established as the official EC estimate of what the offer
price should be in the EC for poultry and eggs produced
in the most efficient third countries. The fact that a
supplementary levy, equal to the difference between the
sluice-gate price and the offer price, has so often been
applied on imported poultry and eggs, even in the
absence of the use of export subsidies by third countries,
would seem to indicate that the sluice-gate price is an
unreatisticatly high estimate of what offer prices from
efficient third country producers should be.

Two other features of the poultry and egg CAP's
constitute further barriers to imports. First, the sluice-
gate prices and basic fevies on poultry parts are arrived at
by multiplying the prices and levies on whole birds bya
series of coefficients. Because some of these coefficients
are set unrealistically high, the calculated sluice-gate
prices for peultry parts are also unrealistically high,
Therefore, supplementary levies are often applied on
parts where they are not justified by the level of the
offer prices. Second, the CAP’s allow the EC authorities
to establish and change the supplementary levies when-
ever this appears necessary, This results in a high degree
of uncertainty for third country exporters as to the final
price at which their produce will move into the EC
market,

The protective effect of the total levies on paultry
and eggs may be illustrated by calculating the ad valarem
eguivalent of the levies. tn December 1988, the foilow-
ing applied to EC imports of LU.S. chicken legs and
thighs:

Offer price, Hamburg ......... 39.00¢/1L.
Basiclewy . _............, 10.304/1h.
Supplementary tevy . .. ... ... 7.94¢/ib,

Totallevy .. ... .........., 18.24¢/1b.

Advaleremequiv. ,.......... 47 percent

in January 1968, the situation with regard to EC
impaorts of fresh eggs fram Denmark was as follows:

Offer price, German border ... .. 37.25¢/kg.
Basiclevy ............... 12.12¢/kq.
Supplementary levy . ... .. ... 7.50d/kg.

Total levy ... ... ....... ... 19.62¢/kg.

Advaloremequiv., . .......... 53 percent

U.5. Stake in the Common Market

The value of U.S. poultry exports to the Community
was onty $21 million in 1965-87, down 45 percent from
1961-63 and down $28 million from $49 miliion in
1962, a peak year for this trade. While the value of these
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exports is not great relative to some other commadities,
the United States had a rapidly expanding market in the
Community between 1958 and 1962. The rate of
increase in these years indicated that poultry expaorts to
the Community could become one of the United States’
most significant agricultural exports. About 63 percent
of US. poultry exports went to the Community in
1961-63 but only 46 percent in 1965-67.

The United States exported $13 million of aggs to ali
destinations in 1965-67; only $1.6 million or 12 percent
went to the Community, This represents a sharp decline
from $3.8 million in 1961-63.

Sources of Community Imports

POULTRY: Community members imported nearly
$150- »~i'lion of poultry in 1965-67 (table 42}, Germany
accounted for almost ail of this, and the Netherlands was
by far the largest supplier. In descending order the next
largest suppliers were the United States, Belgium-
Luxembeurg, and Poland.

While imports of poultry by Germany have been
growing, there have been fundamental changes in the
source of supply. In 1961-63 the United States rivaled
the Netherlands as the leading source. By 1865-67
imports from the United States were only a fifth of
those from the Netheriands, and imports from Denmark
were reduced considerably also. Denmark in 1961-83
had been the third largest supplier.

The CAP's for grains and poultry were both instituted
on July 30, 1962. As nated in the analysis of grain trade,
there were no sharp changes in the trade patterns for
grains at the beginning of the transitional period, but the
opposite was true for poultry. Imports of poultry fram
the United States were down sharply in 1963 from the
1962 level, Imports from Denmark did not immediately
decline, but fell sharply by 1965,

There is evidence that the Common Market was
becoming self-sufficient in poultry, specifically in
chicken meat, and would have become s¢ whether or not
the CAP went into effect. The sharp decline in imports
from the United States and Denmark, and the very
significant increases in intra-Community trade suggest,
however, that as a result of the CAP the day was
hastened when the Community would become self-
sufficient in poultry. In any case, by 1967 the United
States supplied only 105 percent of the market com-
pared with a peak of 36 percent in 1962, and Denmark
supplied only 1.4 percent, also a substantial decline from
a peak of 24 percent in 1961. Meanwhile, intra-
Community trade had moved from 31 percent of the
total in 1961 to 76 percent in 1967,
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TABLE 42.--Value of EC poultry imports, by source of imports, and market share for each source
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y Average value
v | Country Change 7-year low 7-year high
’ 1961-63 1965-67
e - Valuz irnported from: Mil, dof. Mil. dol. Percent Mif. dol Year Mil. dol, Year
) 4 Werld. ol 128.9 149.1 15.6 117.8 1951 154.2 1985
s Ly United States . ...... 37.6 20.6 45,3 14.7 1967 52.4 1962
/f EC. ... il 48.1 104.9 118.0 36.8 1967 107.6 1866
B Beigium-Luxem-
y G i bourg. .. v i, 3.9 16.1 31141 2.0 1861 17.2 1968
] France.......... 5.4 7.9 46,1 1.9 1961 11.7 1964
i Metherlands. ... .. 385 79.6 106.5 334 1961 82.4 1967
B EFTA.......... ... 26.5 5.0 -80.8 20 1967 27.8 1961
f Denmark .. ...... 26.4 5.0 -81.0 2.0 1967 27.8 1981
o Eastern Europe...... 18.2 18.2 12.4 15,9 1963 19.2 1966
Poland.......,.. 1.2 9.4 311 6.7 1952 i0.0 1966 -
. Hungary. . ....... 5.7 5.6 -2.2 4.6 1957 6.2 1965 k|
¥ Al Orhers. . ........ 8 A -28.7 1 1964 .8 1962 N
i Share imported from: Percent Year Parcent Year
i World, v iuvnnenenn. 100.0 00,0 a-- ae - e R i
United States. . ...... 29.2 13.8 -52.7 0.5 1867 6.0 1962
EC o i 373 70.4 88.5 313 1861 75.7 1967
Belgium-Luxem-
bourg. .......... 3.0 10.8 2568.5 1.7 1961 12.1 1967
Franee, ......... 4.2 5.3 25,5 Rel 1961 8.9 1964
Netherlands...... 28.9 53.4 78.6 26.4 1962 59.1 1987
EFTA............. 20.5 3.4 -83.5 1.5 1967 23.7 1961 ]
Denmark . ...... 205 34 -83.6 1.4 1967 23.8 1961 .
Eastern Europe...... 12.6 12.2 -2.8 1.2 1962 139 1861 L
. Paland.......... 5.8 5.3 13.4 4.6 1962 7.1 1964 ;
‘ i Hungary. . ... ... 4.4 3.7 -15.6 3.3 1857 4.7 1961 '
AHOthers.......... A 3 -38.4 1 1964 .8 1962 :I

states; exports frem the Netherlands to Germany alone
account for two-thirds of the total. Between 1987 and

EGGS: Nearly all EC egg imports are by Germany
and 1taly. The major sources of supply are other member

nations, Denmark, Eastern Europe, and israel. Few eggs
are imparted from the United Sratas,

Total egy imports declined between 1961-63 and
1965-67, including intra-Community trade, as each
member nation increased its self sufficiency in this
commodity. In fact, intra-Community trade declined
more than trade with any other source in terms of
dollars (table 43). With one or two minor exceptions,
imports from every source declined.

Since intra-Community trade declined along with
imports from other sources, the growth in self-
sufficiency in each nation was apparently more impor-
tant in reducing imports from third countiies than a
shift to imports from other member nations behind a
protective levy. The levy cbviously offers protection tc
production in each member state, and the distinction
made here is not to minimize the levy's protective
nature,

Destination of Community Exports

POULTRY: Between 75 and 20 percent of the
poultry exported by FZC members goes to other member

1967 intra-Community trade increased, very much to
the detriment of the United States,

Thretigh 1967 the only major nen-EC market for
Commiunity exports was Switzerland, U.S. exports to
Switzerland declined from nearly $7 million in 1981 to
practically nothing in 1967, There were several reasons,
First, total poultry imports by the Swiss showed a slight
but steady decline; second, Community exports to this
market fncreased sharply between 1962 and 1964; and
third, Swiss imports from Eastern Eurcpe (primarily
Poland and Hungary), although smali, grew steadily from
1963 to 1967, To regain a fair share of the Swiss market
the USDA Export Payment Program was reactivated in
1968. This program enables U.S, exporters to compete
in European markets where other countries have
undersold U.S. chicken through subsidy programs,

EGGS: About 90 percent of the egos expurted by EC
members remain within the Community. Of the total
eqgs exported, between 70 and 80 percent go from the
Nethertands to Germany. The only other destinations of
any significance for Community eggs are Austria with
$2-3 million, and Switzerland with $3-5 million. The
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TABLE 43.--Value of EC egg imports, by source of imports, and market share for each source

Country Average valus Change F-year low 7-year high
1961-63 1966-67
Value imported from; Mil. dol. Mil. doi, Pet. Mil. dol. Year Mil, dol. Year
World. . .............. 1899 09.3 47,7 86.5 1967 214.0 1961
United States, , .. .... 3.7 1.7 -B5.5 1.2 1967 4.1 1961
EC. ... 108.3 66.8 -39.2 §325 1967 113.5 1961
Belgium/Luxem-
bourg.......... . 14,2 16.6 16.7 10.1 1961 20.2 1967
Franee........,, 1.7 45 162.2 K 1962 5.7 1967
Metherlands.. ..., 91.8 43.7 -52.4 35.6 1967 100,56 1961
EFTA ............. 20.0 6.4 -68.2 5.0 1967 271 196%
Denmark........ 17.4 2.5 -85.7 1.2 1967 25.1 1961
Eastern Europe. ... .. 369 13.2 -64.3 8.2 1867 45,3 1981
Poland.......... 20.0 4,1 -79.6 2.3 1966 24.8 1961
Bulgaria......... 6.2 2,0 -658.1 B 1967 8.4 1963
China Mainland. ... .. 3.7 56 §2.0 2.4 1961 7.3 1966
Israel,............. 6.6 2.8 -67.8 2.0 1966 8.6 1961
AllDthers...,...... 17 3.8 -63.9 1.8 1967 13.0 1961
Share imported from: Percent Year Percent Year
World................ 100.0 1060.0 ---
United States. ... ,... 20 1.7 -14.8 1.3 1865 2.4 1966
EC .. i 57.0 86.3 16,3 530 1961 73.6 1964
Belgium/Luxem-
bourg. .......... 7.5 16.7 1231 4.7 1981 23.2 1967
France.,.....,,. 5 4.6 401.6 2 1962 6.5 1967
Netherlands...... 48.3 44.0 9.0 41.2 1867 552 1964
EFTA . ... . vt 105 6.4 -39.2 5.8 1967 12,6 1961
Benmark . ......, 9.1 2.5 -72.7 1.3 1967 1.7 1961
Eastern Europe. ... ., 9.4 13.2 -31.8 9.2 1964 21.2 19861
Poland ......... 10.5 4.1 -61.0 2.3 1966 11.6 1961
Bulgaria.......,, 3.3 2.0 -38.1 9 1867 3.7 1963
China Mainiand. ... .. 1.9 5.7 190.8 1.3 1961 7.6 1966
Israg). .. ........ .., 3.5 2.8 -19.2 21 1966 4.0 1861
All Others., . ... ... 5.7 39 -30.9 2.0 1967 8.1 1961

importance of these exports to the Community appears
to be declining, not increasing. U.S. exports to these
countries have been negligible.

Indirect Effects of the Variable Levy on U.S. Exports

POULTRY: US. poultry exports to forgign markets
other than the Community fiuctuated closely around
$25 million between 1961 and 1967. Most of these
exports went 1o Switzerland, Canada, Japan, and Hong
Kong. Exports from FEastern Europe, primarily from
Poland and Hungary, to Switzerland appear to have
partially displaced U.S. exports there, although East
European exports were still relatively small. Further-
more, East European exports to the Community through
1967 had not been hurt to any great extent, which
suggests that there was no great pressure on them to
look for new markets, Danish exports on the other hand
have been redirected to Switzerland after being impeded
from entering the EC.

U.S. exports to Canada and Hong Kong have flucty-
ated but have shown no downward trend; exports to
Japan have been increasing. However, dat indicate that
the U.S. market shares in Japan and Hong Kong have
decreased due to subsidized competition for the whole
broiier market primarily from Denmark, but to a |{esser
degree from the EC. Therefore, the EC variable levy has
adversely affected the United States in these markets,
also,

EGGS: Major markets outside the Cammunity for
U.S. eggs are Canada and Venezuela. Because of the high
cost of transporting eggs and the proximity of Canada to
the United States, it has been difficult for other eqg
exporters to compete with the United States in this
market. U.S. exports to Canada between 1961 and 1967
increased, although not at a steady pace. In the future
Denmark, Poland, and Bulgaria might compete there
since their exports to the EC have declined. No such
competition has developed yet,




W

US. exports to Venezuela were down from $8
million to practically nothing in the time periocd under
study. The decline was gradual and resulted from
increased production in Venezuela. It was in no way
related 1o the CAP,

FEOGA. Expenditures

Mernber state expenditures on poultry and eggs
became eligible for partial reimbursement from FEQGA
when the CAP's came into effect on July 30, 1962, An
increasing share of the expenditures was financed by
FEQGA from that date, and as of July 1, 1967, all
expenditures were reimbursed. Since there is no provi-
sion for internal markst intervention in poultry and eggs
in the CAP, all expenditures have been for export
subsidies,

Actual expenditures for 1962/63-1966/67 and esti-
mated expenditures for 1967/68-1968/69 are as follows:

Poultry Eggs
Thousand dolfars
1962/83 164 581
1863/64 700 368
1864/65 1,250 1,210
1965/66 o105 1,150
1866/67 2,092 711
1967/68 5,000 2,000
1968/89 5,700 1,800

implications for U.S. Trade

Protective Effects of the Levy System

There is no question but that the Community’s CAP's
for poultry and eggs have provided a protective umbrella
under which EC producers have been assured profitable
application of American poultry technology to poultry
and egg production. The sluice-gate price and levy
system provided absolute protection from lower priced
imports when it became effective in mid-1862. The
sharp drop in U.S. exports to the Community dramat-
ically illustrates this fact.

However, EC poultry production figures {table 38}
for the late 1950's and early 1860’s point out the rapid
development of the domestic poultry industry through
the application of the new technology. Germany, which
was the major market for U.S. poultry, lagged somewhat
behind in this production race as consumer demand
rapidly grew. However, cnce a price advantage was
created for EC-produced poultry by the CAP, it was
inevitable that this market wouid be jost for the United
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States and the supply source would shift to surplus
production member countries.

Therefore,, it was a combination of the EC's poultry
revolution and the EC '1euy system which so drastically

_ reduced U8, poultry exports. Without the devy system,

the increase in production would have been greatly
siowed, but probably not halted,

An EC member with liberal import policies, such as
Germany, would probably have turned to closer Euro-
pean sources of supply, and these sources would have
probably found it profitable, if necessary to compete
with U.S. exports, to subsidize exports to Germany, as
the EC is doing today to Austria and Switzerland.

However, a compensating advantage for the United
States has resulted from the EC poultry revolution.
Along with the imports of American poultry technology
came increased imports of U.S. feed grains and other
feedstuffs for use in poultry production, Therefore, even
though the Community market for the finished product
has been greatly diminished, the United States may
continue to benefit by supplying a2 major input to
poultry production as long as the EC remains a feedstuff
deficit area.

If the EC would adjust the sluice-gate price, feed
conversion ratios, and dressing-out coefficients to levels
which meore realistically reflect actual poultry produe-
tion and marketing costs and conditions in efficient
third country producers, the United States could oxpect
to increase its poultry exports to the EC. These exports
would most likely consist of large turkays, parts from
large turkeys, certain chicken parts, and further proc-
essed turkey and chicken items, such as rolls and roasts,
U.S. poultry processors have demonstrated great ingenu-
ity in developing new further precessed and convenience
poultry items for which there is growing consumer
demand in the EC. However, present tevels of sluice-gate
prices and levies preclude expanding development of this
market by the United States.

Subsidized EC Poultry Exports m Third

Country Markets

The EC's willingness to grant unlimited subsidies on
poultry exports to third countries, where they compete
with U.8. exports, is an issue of growing concern. The
EC perhaps views these subsidized exports mainly as a
boost to poultry producers’ incomes, which have lagged
at times as poultry prices dropped. Demand is created in
third country markets by the cheap offering prices, and
the EC thus gains a foothold in these markets,

This feotheld will be of even greater irnportance as
EC production continues its rapid increase and a larger
supply pouring onto the domestic market threstens
producer incomes even further as prices drop. The EC




then may rely more extensively on exports to relieve this
dovmward pressure.

The U.5. market in Switzerland has been noticeably
affected by the EC's export offensive. The U.S. market
share dropped and exports declined in absolute terms
through 1967. Only through resort to poultry export
subsidies in 1968 was the United States able to increase
its share of the Swiss market from a low of 3 percent in
1987 to 13 percent in 1968, As EC poultry production
continues to grow, the United States may expect to face
increasing competition from subsidized EC pouitry
exports, which may force a continuation of expart
payments on U.S, shipments.

In the long run, the rapidly mounting expenditures
froam FEOGA may force the EC to reconsider its
granting of unlimited export subsidies, including those
for poultry, even though the poultry subsidies have not
so far represented a major expenditure from FEQGA.,
This reassessment may, in fact, come in the near future.
The EC is then likely to retreat somewhat from its
subsidized expart offensive, at least in commodities such
as poultry in which the Community is not yet self-
sufficient.

LIVESTOCK AND MEAT

CAP for Beef and Veal

Basic Features

As of July 20, 1968, the common market for beef
and veal and their products toak effect, although it was
legally unified on Juiy 1, 1968, The CAP provides for
intervention and orientation prices domestically with
trade regulated by duties plus a levy system tied to the
arientation price,'®

The key to the CAP's domestic palicy for beef and
veal is the orientation or guide price set. The orientation
price is not # guaranteed producer price, hut an average
price considered desirable far producers to receive for all
their output under normat supply and demand condi-
tions. The CAP is therefore aimed at preventing market
prices from varying toc much from the orientation price.
The crientation price serves as a benchmark to which the
intervention prices and the import levies are fixed.

There are actually two intervention prices for mature
cattle in the CAP. The first price is at a level equal to 98
percent of the orientation price, |f the cattle price on
representative markets of the Community fails below
this level, and if simultaneously, the price of specified
meat products falls below a leve} caleulated as normal in

8 Council Regulation No. 805/68, Journal Officiel, Na, L
148, June 28, 1568.
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relation to the orientation price, intervention may take
place in those markets.

If the price for mature cattle falls to below 93
percent of the orientation price, intervention must take
place. The allowable intervention consists of either aids
to private storage or purchases by intervention agencies,
There are no provisions far intervention in the calf
market,

Trade with third countries is subject to duties as
specified in the Common Externat Tariff. Trade in calves
and cattle is also subject to an import levy. If the
Community market price is below the orientation price,
the EC producer is given a price advantage in the
domestic market over imported meat. The import price
used in calculating the levies is not the actual c.i.f. price,
but a calculated price based on the weighted average of
representative prices in the United Kingdom, Ireland,
Denmark, and Austria. The levy is calculated as follows:

The levy shall be equal to
the following percentages
of the difference betwesn
the calculated import
price plus duty, and

the erigntation price:

[f the EC representative
market price is:

100% equal to or below the
orientation price
75% higher than the orientation

price and less than ar
equal to 102% of the
crientation price

50% higher than 102% af the
orientation price, and less
than or equal to 104% of
the orientation price

26% higher than 104% of the
orientation prics and less
than or equal to 106% of
the orientation price

0% higher than 106% of the
orientation price

In an effort to encourage more meat production and
fess milk production, the system for calves and young
fattening cattle is somewhat different, If the EC market
price for calves exceeds the orientation price, the levy on
young fattening cattle and on calves will be suspended,
Furthermore, the Common External Tariff for calves
will be reduced by 50 percent.

' a fevy is imposed on cattle and calves, a levy shall
also be imposed on fresh, chilled, and smoked beef and
veal. This levy shall be equal to that on cattle and calves
but modified by coefficients expressing the value rela-
tion between the live animals and the meats. If imports
are offered at a price substantially below the calculated




import price, a supplementary levy will be applied to
close the gap.

Twe somewhat different systermns apply to imports of
frozen beef and veal for direct human consumption, on
the one hand, and for processing, on the other. The EC
thus recognized that prices on the livestock markets of
the United Kingdom, Ireland, Denmark, and Austria
have little or no bearing on the prices of frozen meats
from different, usually more distant, parts of the world.
import licenses and surety deposits are required on all
imports of frozen beef and veal. Under the GATT, the
EC has agreed to a 22,000 ton levy-free import quota for
frozen beef on which the Common External Tariff rate
may not exceed 20 percent. However, this amount
represents a very small portion of total EC beef and veal
imports, which reached a level of 420,000 tons in
1966/67, The levy on frozen meat for direct human
consumption is equal to the difference between:

{a) A price squal to the orientation price of the
corresponding product multiplied by a factor which
expresses the value relation existing in the EC between
fresh meat of competitive quality and the average price
for mature cattle, and

(b} A world market price determined by the most
favorable and representative purchase opportunities for
the EC, plus the customs duty and a standard amount
which includes the speciat cost incurred when importing
frozen meat.

Frozen mesat destined for use by the processing
industry may be allowed to enter in specified quantities
without the levy defined above or with a partial levy
suspension if the Council deems it necessary to assure
adequate supplies to the industry. The EC has had to
reduce the levy to attract imports. A 25 percent lewy
reduction went into effect on July 29, 1968, and was
increased to 30 percent beginning Cctober 7, 1968,

The EC duty rates on variety meats and inedible
tallow are bound in the GATT, and therefore the import
levy provisions of the CAP do not apply to these
commodities.

Export subsidies may be provided in the amount
necessary to bring the Community price down to the
world market price. The export subsidy is the same
throughout the EC but may be differentiated by
destination. Afso, as in other CAP's, escape clause action
may be taken if the market is disturbed or threatened by
either exports or imports.

Evolution of the CAP

The beef and veal CAP took effect on November 1,
1864. 1t provided for orientation and intervention prices
for cattle and calves. To gradually align the pre-existing
prices in the member states, upper and lower limits were
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set for these prices annually through the transition
period.

The system regulating trade with nonmember coun-
tries was essentially the same as that under the regula-
tions for the completed common market except that
there were only three levels of the EC market price
specified for determination of the import levy. I the
market price exceeded 105 percent of the orientation
price, noc levy was charged, If it fall below the
orientation price, 100 percent of the levy was applicable.
At any level between 100 and 105 percent of the
orientation price, only half the levy was charged. All
quantitative restrictions on intra-Community trade were
abolished, and under normal conditions, only the cus-
toms duties were applied, The level of the duties was
reduced gradually during the transition period, However,
provisionr was made for the use of a levy on imports
from member states. The levy could not raise the price
of the imported goods to more than 96 percent of the
orientation price in member states intervening in their
domestic markets, or to more than 80 percent of the
orientation price in those not intervening. No such tevies
were provided for calf imports.

Production and Consumption
Producer Prices

Figures 8 and 9 illustrate the average prices for
staughter cattle and calves in the EC member states since
1958/52 and the EC orientation prices in effect since
1964/65. Quality grades may not be perfectly compara-
ble among the member states and between their grades
and the EC standard quality. Nevertheless, the price
trends are cbvious.

Both cattie and calf prices have risen substantially in
the EC since 1958/59. Since introduction of the CAP's
for beef and veal, the orientation prices apparently have
not significantly altered the trend. Perhaps of far greater
importance has been the influence of the beef produc-
tion cycle on the price trend. When the cycle once again
reaches its production peak, the intervention measures
provided in the CAP should serve to prevent the
price-depressing effects of the peak, The opposite wili
hiold true for the troughs in the production cycle, when
prices normally rise more rapidly. The market prices will
likely exceed the orientation price, and the levy on
imports will begin to fali or disappear, thereby allowing
imports to play the role of price stabilizers.

A discussion of the major importance of the milk-
beef price ratic is necessary in an explanation of the
EC’s beef price policy. Because EC production centers
around the dual purpose milk-beef animal, any effort to

B -
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increase beef production through price incentives will
also tend to cause increased milk production,

Through 1864/65, prices for slaughter cattle showed
a more favorable trend than milk prices in most member
states. The French milk-beef price ratic improved from a
level of 1:5 in the early 1850's to 1:8.6 by 1964/65,
while the Netherlands’ ratic moved in the opposite
direction from a high of 1:7.7.*° The EC Commission,
in its price proposals, sought to maintain the ratio at
around 1:7.3. However, political pressures from dairy
producers forced an increase in the milk price, upsetting
the intended ratio. The result has been a tremendous
surplus of milk production with inadequate increases in
beef production.

In the face of the meunting dairy surplus and the
enormous costs invelved in financing it, the Commission
has sought revision of the mitk-beef price ratic. While
the beef orientation prices have been raised, the in-
creases have not been sufficient to offset the effects of
the increased milk price. The future will most likely see
a more sizable adjustment in the price ratio, and it will
probably be achieved by further increases in the beef
price while hoiding the milk price constant. Such action
will of course be taken at the expense of the consumer
and will further increase the gap between EC beef prices
and world market prices. One way a higher beef price
may serve to increase beef production without increasing
milk preduction is by providing an incentive to feed

!9 Supplement to Bulietin No, 4-1986 of the EEC, 1966, p.
33,

calves to heavier weights before slaughter. The only
rational solution to the EC’s dairy surplus and beef
shortage preblems would ultimately appear to be move-
ment toward a single purpose beef animal. Competition
for land inhikits much more extensive grazing of beef
animals. Feedlot operations may be feasible, but would
require developing jarger supply sources of fesder cattle.
This would also require much more production or larger
imports of feed grains and feedstuifs, some of which the
United States would certainly supply. However, such a
shift 1o 2 single purpose beef animal would require major
structural reform of traditional European agricutture,
and therefore it will not be a rapid shift nor will it be
accomplished without large expenditures,

Developments and Projections

The EC as a whole has had 2 sizable deficit in beef
and veal in recent years. Total beef and veal production
increased steadity from 1956/57 through 1962/63, when
it reached a peak of 3.8 million tons {table 44). it
dropped off in the 3 following vears, but in 1966/67 it
recovered somewhat. Total consumption followed &
similar pattern of development, although it reached a
record high in 1966/67. However, per capita consump-
tion had not returned to its 1963/84 peak of 23.1
kilograms. Beginning in 1863/64, EC self-sufficiency
dropped below 99 percent, reaching a low of 84 percent
in 1965/68, The major deficit areas have been taly and
Germany. Production in the Netherlands and France has
<lightly exceeded domestic consumption. The trend

Table 44.—EC domestic production, trade, and consumption of beef and veal, 1955/56-1966/67

1 . Per capita
Year Praduction Exports’ Impaorts Consumption consumztion

1,000 metric tons Kilograms
1965/56 ... .. ... . ..... 2,838 &6 207 2,992 18.2
1986/57 ... .. ... 2,788 5C 363 3,108 187
1957/58 ... .. .. ... ... 2,804 57 319 3,167 18,9
1858/59 . ... ... ... ... 2,959 65 308 3,188 18,9
1858/60 . ............. 3,136 72 328 3,368 19.7
198G/81 ... .. ... . ... . 3,362 ac 208 3,530 20.5
1961/62 ..... e e e e 3,660 162 299 3,729 214
1962/63 .. ... P 3,777 124 416 4,039 225
1863/64 ... ... ........ 3,587 B89 586 4,117 23.1
1964/65 .. ............ 3,357 48 589 3,885 21.5
1965/66 ... ........ . 3,294 43 677 3,943 21.6
1966/67 ... ........... 3,076 67 613 4,119 224

! Exciudes intra-Community trade

Source: Statistique Agricole, 1963-No. 1, 1964-No, 5, 1966-Na. 7, 1968-No., 7
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toward an increasing deficit in beef and veal in the EC
appears likely to continue through 19785, as projected in
the Michigan State University study.2® Despite marked
increases in production projected for every country for
1y 1975, the deficit was expected to double between 1870
.1 and 1975. The deficits in Italy, Germany, and Belgium
r were likely to continue to increase, The current surplus
; production in the Netherlands was projected to turn to a
slight deficit by 1975. Therefore, France was expected
: to be the only surplus praducer in the EC by 1975,
: However, even the French surplus was expected to fall
increasingly short of consumer demand for beef and veal
in the EC. The total beef-veal deficit was expected to
grow to about 1 miltion tons in 1975.
- These projections of growing import needs are in
§ sharp contrast to the optimism of some EC offigials that
i the EC may approach self-sufficiency in beef and veal by
4 the mid-1970's. I the price and income assumptions
upen which the projections were based hotd true
= through this period, imports not only will grow rapidly
"« in absolute terms, but they will also provide an
increasing percentage of the EC's total beef and veal
consumption. On the production side, unless major
changes occur in farm size and structure, enabling the
EC to develop a significant specialized beef-cow herd,
beef preduction will remain closely tied to milk produc-
tion. To the extent that the milk surplus continues to
plague the EC, beef production will necessarily be
limited unless the tie-in to milk production can be
reduced.,

S e g TR AN

~

CAP for Pork

Basic Features

R The regulation establishing a uniform EC market for
live hogs, pork, and pork products, including lard, came
into effect on July 1, 1967.2 Although the main
features of this CAP parallel those of the poultry and egg
CAP2? the pork regulations provide for mandatory
internal market intervention, This intervention may take
the form of either purchases by intervention agencies or
subsidies for private storage of pork. A base price is
fixed annually by the Council. This is not a guaranteed
price, but serves rather as a trigger point for the
: :  consideration of intervention measures in the pork
: market. The base price is set at a level which takes into

aceount the level of the sluice-gate price and import levy

0 20 gee pages 101-103 of publication cited in footnote &
{page 17).

21 Council Regulation No. 127/67, Journal Officiel, No,
117, June 19, 1967,

22 See pages 56 and 57.

i Ve e

1

and the need to assure stable market prices without
entailing a surplus buildup in the Community, |nterven-
tion must take place if market prices fall below the base
price, and if it appears likely that they wiil remain below
it. The prices offered by the intervention agencies must
rot be greater than 92 percent er less than 85 percent of
the base price,

Trade within the EC is free of levies or duties. Trade
with third countries is reguiated by sluice-gate prices,
import levies, supplementary levies, and export subsi-
dies. As with poultry and eggs, the import levy consists
of a feed grain differential and 7 percent of the previous
year's sluice-gate price. Supplementary tevies are charged
if the c.i.f. offer price is below the sluice-gate price.
Some products, such as pork offals and lard, have duty
rates bound in the GATT, which limits the total levies
the EC may apply.

Imports of live hogs and pork require impart certifi-
cates and surety deposits.

Evolution of the CAP

The first pork regulations came into effect along with
those for grains, poultry, and eggs on Juiy 30, 1962,
Regulations for pork cuts and preserved meats first came
into effect on September 2, 1963. These regulations
established the sluice-gate price and provided for import
levies and export subsidies, Trade with third countries
was subject to the levy system based on the sluice-gate
price. Trade within the Community was also subjectto a
levy calculated on the basis of a feed grain differential as
well as customs duties in existence when the CAP came
into effect. The systern was devised to provide a
gradually increasing preference for EC pork within the
Community during the transition period.

The transitional regulations also provided for special
authorization for internal market intervention measures,
Germany and France, in the face of temporarily de-
pressed markets for pork, availed themselves of this
opportunity and made intervention purchases at various
times during the transition period,

Production and Consumption

Producer Prices

Figure 10 illustrates the average prices for slaughter
hogs in the £C from 1858/59 through 1966/67 and the
EC base and intervention prices for 1967/68 and
1968/69. The relationship between the member state
prices, as a group, and the EC base and intervention
prices may not be exactly as it appears in the chart due
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to differences in quality grades and weight classes, but it
should be approximately correct.

Average prices for slaughter hogs rose throughout the
EC over this 3-year period. Whiie some market interven-
tion measures were necessary in Germany and France in
the most recent years to maintain the price at an
acceptable level, this practice was not widespread.
However, under the rules of the unified market which
came into effect in mid-1967, intervention measures are
specifically called for when the market price drops
below the base price and it appears likely to remain
there. Figure 10 masks the substantial seasonal variation
in hog prices which will tend to bring the market price
below the base price during periods of heavy marketings,
It is primarily for such instances that the intervention
measures are intended.

The increased base price from 1967/68 to 1968/69
was due mainly 1o the increased feed grains prices which
cume into effect on August 1, 1968. Because of the
extensive use of feed grains in hog production, the EC
Council felt it was necessary to increase the hase price to
keep the producer price in line with the increased
production costs,

Developments and Projections

Park production has increased steadily in the EC
since 1955/66, with the exception of slight declines in
1963/64, 1965/66, and 1966/67 {table 45), Per capita
consumption increased 27 percent aver the 12-vear
period. The Community’s self-sufficiency never dropped

below 98 percent in this period, and for 9 aut of the 12
years the rate ranged from 100 to 104 percent.
Therefore, in most years the EC was a net expaorter of
pork. Germany continues to have a pork deficit, while
the Netherlands is a major producer for export and has
been a major supplier ta the German market.

This situation is expected to change by 197022
Germany is expected to become nearly self-sufficient,
ltaly may shift to a slight deficit position, and the
exportable surplus production in France and the Nether-
lands is expected to remain or increase. The surplus in
Belgium-Luxermbourg may increase slightly. Therefare,
by 1970, the import requirements of Germany should be
markedly lower, and in the face of increased total EC
production, there wili be a sizable surplus available for
export, especially from the Netheriands.

The intervention measures which came into effect for
pork in mid-1967 may siguificantly alter the magnitude,
but not the direction, of the above projections, which
are based on the assumption that pork prices would
decline in the years ahead to a point that only efficient
producers would remain in business. A floor has now
been placed under pork prices by the intervention prices.
This is likely to encourage even greater output while jt
dampens Increases in consumption. The result will be an
even larger exportable surplus, and third countries are
likely to face increased competition from EC pork in
both their domestic and traditicnal export markets.

22 gee page 106 of publication cited in footnote & {page
17).

TABLE 45.--EC domestic production, trade, and consumption of pork, 1855/86 - 1966{67

1 Excludes intra-Community trade
Source: Same as teble 44
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Year Prodiiction Exports Irnportsl Consumption cE;:Lf:qpp::iaon .

1000 metric tons Kitagrams |

1955/66. .. .t 2,951 123 43 2,842 17.3 y
1958/67 . 0o 3,025 115 74 2,987 18.0
1987/58. . e 3,129 111 101 3,125 18.7
1958/59. ... .ooei il 3,158 94 1iz2 3,160 18.7
1969/60............c.. ... 3,288 117 113 3,285 19.3
1960/B1. .........ialll 3,402 129 102 3,394 19.7
T1961/62. . ... ..o iiinan ... 3,560 130 99 3,625 20.3 _
1962/63. . ... .cvuvin 3,675 120 S0 3,651 20,7 ]
1963/64. . ... i, 3,618 a1 179 3,703 20.7 ;
1964/65. . ......... ... 4,028 120 101 4,005 22.2
1965/66., ... . e 3,910 124 224 4,002 2t.9
1866/67............. PR 3,960 132 214 4,053 22.0

g
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Foreign Trade

Import Barriers for Beef and Veal

All imports of live animals for siaughter, and imports
of beef and veal meat and related products are subject to
duties as set down in the Cormmon External Tariff. The
rate on live animals for slaughter is 18 percent. The rate
for fresh, frozen, and chilled beef and veal is 20 percent.
Rates on edible offals of bovine animals and cn inedible
tallow are bound in the GATT at 20 percent and 2
percent, respectively.

Under the CAP, the import levy may be applied on alt
the above products except edible offals, inedible tallow,
and the 22,000 ton frozen heef import guota under the
GATT. The amount of the import levy and its protective
effect vary with changes in the relationships between the
EC orientation price and the calculated import price and
between the EC market and orientation prices. If the
calculated import price drops and the EC orientation
price remains constant, the size and protective effect of
the maximum chargesbie {evy increases. As EC market
prices drop between levels equal to 106 to 100 percent
of the orientation price, the import lavy also increases in
size and protective effect.

A calculation of the ad valorem equivalent of the
total charges placed on imponts itlustrates their protec-
tive effect. In December 1968, the EC market price for
inature cattle was $63.756 per 100 kilograms. The
orientation price was $58.00. Since the market price was
below the orientation price, this meant that 100 percent
of the import levy was being charged. The following
situation resulted:

Calculated import price . . . ... $32.962/100kg.
Import duty {18 percent} . .. 6.394
Importievy . ... ........ 21.644

Total importcharges . . ... ... 238.038

Ad valoremeqguiv. .. ........ 70 percent

If the EC market price had heen $72.50 per 100
kilograms {i.e. more than 108 percent of the orientation
pricej the following situation would have resulted:

Calculated import price . .. ... $39.952/100kg.
Import duty {16 percent} ... 6.384
tmportlevy ... .........

Total importcharges .. ...,... $£.384

Ad valorem equiv, . . . . a+s ... 18 percent

Therefore, with the calculated import price and the
EC orientation price at the levels illustrated above, the
ad valorem equivalent of the total import charges may
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vary from 18 to 70 percent depending upon develop-
ments in the EC market prica.

Since November 1, 1964, when the beef and veal CAP
came into effect, price developments and relationships
have required almost continuous application of the full
or partial fevy on beef and veal imports. [t is unifkely
that the EC market price will exceed 108 percent of the
orientation price; therefore, full or partial application of
the levy may be expected to continue.

Import Barriers for Pork

The main barrier faced by EC imports of live swine,
pork, and pork products is the sluice-gate price and levy
systern. This system for pork is an exact paralle} of the
system used for poultry and egg imports.>® The only
pork products not completely subject to the levy system
are fresh, frozen and chilled pork offals, and lard
intended for industrial use. Levies on these commodities
are limited by GATT bindings to effective duty rates of
20 percent for offals and 3 pergent for industrial lard.

" Since the CAP came into effect in mid-1962, the
supplementary tevy has been applied frequently on
imports, although not as frequently as on poultry
imports.

A calculation of the ad valorem equivalent of the
combined basic and supplementary levies iliustrates the
protecilve effect of the levies. Ou November 1, 1968,
fresh, chilled, or frozen pork carcasses or half carcasses
from all third countries were subject to the foliowing:

Sluice-gate and offer price . .. .. $53.50/100kq.
Basiclevy . ............. 20.73
Supplementary levy . .. ... ..

Totaltevies . . ... .......... 20.73

Advaloremeguiv. . . ...... ... 38 percent

In this case, because of the absence of a supplemen-
@ry levy, it may be assumed that the offer price is equal
to the siuice-gate price. However, on the same date,
hams which were fresh, chilled, frozen, salted, or in
brine from Sweden, Buigaria, and Romania were subject
to the following:

Siuice-gateprice . ... ... .. ... $82.93/100kg.

Offerprice ............... 7043
Basiclevy .. ............ 32.13
Supplementary fevy. .. ..... 1250

Totallevies .. ............. 44.63

Ad valoremeguiv. . . ... ...... 63 percent

24 See pages 56 and 57.
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Cammadity Focus of Trade Analysis

Qver 80 percent of US. meat exports to the
Community consist of edible offals {poultry by defini-
tion is excluded here from meat). Data used for this
report do not separate beef and veal offals from pork
oftals, and it Is therefore impossible to analyze U.S. beef
and veal offal exports separate from pork offal exports,

l.ard, a pork byproduct, is included under the CAP
for pork. Since H is an important U.S. export to the
United Kingdom and is affected by the CAP, an analysis
of lard accompanies that for edible offals.

Small exports of other livestock and meat products
are net analyzed.

Edible Offals

US. STAKE N THE COMMON MARKET: In
1665-67 exports of these commodities to the Commu-
nity equaled $35 million, up 93 percent from 1961-63,
Although 2 small proportion of U.S. agricultural exports
to the Community, these exports are growing rapidly.
Over 80 percent of US. exports of these commodities
are destined for the Community.

SOURCE OF COMMUNITY IMPORTS: The United
States is the major supplier to the Community, followed
by Denmark, the Netherlands, and Argentina {table 46),

The Community is a rapidly growing market for these
commedities. Total imports nearly doubled between

1961-63 and 1965-67. The value of imports from each
source increased. Those from the United States and
Argentina increased faster than the total, whije imports
from Denmark and intra-Community trade, mainly
imports from the Netherlands, increased at a slower rate.
Since the duty rates on edible offal imports into the EC
are bound in the GATT, the CAP has had no direct
effect on import valume.

The Community may continue to be an expanding
raarket for edible offals because of the duty rates bound
in the GATT and because of the increasing deficit in
beef and veal in the EC projected through 1875,

DESTINATION OF COMMUNITY EXPORTS: Ex-
cept in intra-Community trade, the EC is not a signifi-
cant exporter of these commodities. Intra-Community
trade expansion between 1961-63 and 1865-67 was not
as rapid as total imports.

INDIRECT EFFECTS QF THE CAP ON US.
EXPORTS: The ondy significant U.S, market for edible
offals outside the Community is the United Kingdom,
While Denmark has increased the proportion of its
exports destined for this market, there is no indication
that U.S. exports have suffered from this. The value of
United Kingdom imports from the United States in-
creased from $1C million in 1961-63 to $16 million in
1965-67, The U.S. market share increased modestly. As
long as the EC is an expanding market, pressure witl not
be too great on U.5. competitors to increase their
market share in traditional U.S, markets.

TABLE 46.--Value of EC edible offal imports, by source of imports, and market share for each source

Average value
Country Change Feyear low 7-year high
1961-83 1965-67

~ Value imported from: il dol. Mil. dol. Fct. Mil. dof. Year Mil. doi, Year
S World. oL 37.8 74.5 96.8 32.1 1981 771 1866
! Uniteg States . ....... 17.9 374 108.8 16.4 1962 38.8 1866
) = 5 8.0 10.2 70.7 4.9 1981 11.2 1967
. Metherlands. . ..... 49 7.6 66.3 3.9 1961 8.0 19685
1 EFTA . ....iivvivn-. 8.7 10.7 22.3 7.0 1861 119 1966
Denmark ... ... .- 83 9.8 18.3 8.7 1961 11.0 1966
i Castern EUTOPR . .. vu v s 1.1 2.7 148.7 8 1961 3.0 1966
4 Argentina........ . 2.9 7.1 148.4 3.7 1961 8.2 1967
: AN Others........ . 1.3 8.3 405.2 B 1961 8.7 1965
Share imported from: FPercent Year Percent Year

GoWorld, L. 1006 100.0 aae
f United States. . ..., . PN 47.3 50.2 6.1 44.7 1962 52.6 1986
9 EC o iiaiannrains 16.8 13.7 -13.2 11.2 1966 16.6 1963
B ! Metherlands. ... ... 12.8 10.2 -20.6 8.0 1566 13.4 1963
. EFTA ... .cciviians 231 4.3 -37.8 13.1 18965 6.2 1962
: Denmark .. ....... 21.8 13,2 -39.9 12,2 1965 23.7 1962
4 i Eastern Europg. ... ... 2.5 3.7 6.4 2.4 1961 39 1964
: Argenting . ..uvannes 7.5 2.5 26.2 5.4 1961 12.4 1967
: AllOthers. .. ........ 33 8.5 166.7 2.5 1981 9.3 1865
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DESTINATION OF COMMUNITY EXPORTS
(LARD): The United States has a small stake in the
Commaon Market for this commoedity, and the Common
Market is not a significant importer from any source.
Also, few nonmember nations are exporters of lard, and
therefore competitors with the United States. The most
damaging effect the CAP could have on U5, BXports
would be through increased Community exports to the
United States’ largest market, the United Kingdom.

After 1964, lard surpluses developed in the Common
Market and Community exports to the United Kingdom
increased rapidly as a consequence, The average size of
this trade in 1961-83 was $5 million; in 1965-67 it was
$15 miflion. At the same time, US, exports to the
United Kingdom dropped from %33 million to $16
million and the trend seems to be downward. Obviously,
subsidized fard exports under the pork CAP have
reduced U.S. exports to the United Kingdom and may
do so in the future in other markets.

FEOGA Expenditures

Beef and Veal

The first expenditures on heef and veal which were
eligible for FEODGA reimbursement were made in
1967/68 and consisted of $2 million for export sub-
sidies. Official EC estimates place 1568/69 expenditures
at $9 million for export subsidies and $13 million for
internal market intervention, for a total of $22 million,

Park

Although export subsidies for pork were reimbursable
from FEOGA since mid-1962, expenditures on internal
market support became eligible only upon the establish-
ment of the unified market in mid-1967. EEOGA
expenditures on internal market intervention for pork
were estimated to begin in 1968/69 in the small amount
of $200,000.

Since 1962/63, export subsidy expenditures by
FEQGA on pork have been as follows, including the
official estimates for 1967/68 and 1968/69:

1962/83 $ 0.08 miltion
1963/64 -

1964/65 7.67 mitlion
1965/66 14,43 million
1966/67 15.29 million
1967/68 40.00 million
1968/69 42.00 miltion
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Implications for U.S. Trade

Protective Effects of the Levy System

Since the EC has not traditionally been a major U.S,
heef or pork market, present direct interests of the
United States have not been adversely affected by the
CAP. The only commodities of any significance to the
United States have been edible offals or variety rmeats,
which are subject only to an import duty as specified in
the Common External Tariff.

The EC market for top-quality U.S. beef is small at
present, and purchases are made primarily by fine
restaurants. It is widely felt, however, that the European
consurmers’ tastes could be educated to accept tenderer,
fatter grainfed becf. If this were possible, the growing
beef deficit in the EC could provide a lucrative U.S.
market.

However, present trade policies and sanitary regula-
tions in the EC are a rmajor impediment to the
development of this market. U.S. beef cannot compete
on the basis of price with £C-preduced beef or with beef
imports fram the EC’s traditional suppliers. The United
States promotes its beef rather on the basis of quality
competition, The high levies and duties under the CAP
only add to the price disadvantage and make quality
competition more difficult. Furthermore, Germany and
!taly have sanitary regulations which are impediments to
imports of U.S. beef. Germany requires beef imports to
be in the form of the whole carcass and thus prohibits
imports of the best cuts of beef, Italy forbids the
importation of beaf in which hormanes have been used
during the growth process. Since U.S. exporters cannot
guarantee that hormones have not been used, this serves
to prohibit all imports. Only when the total impart
charges are reduced and the sanitary regulations are
eased can the United States hope to develop a beef
export market of any size in the EC,

EC Subsidized Lard Exports

Subsidized lard exports from the EC into traditional
U.S. export markets are a problem of growing concern,
As lard surpluses built up in the EC from 1964 to 1967,
the individual member states stepped up their subsidy
rates from 1.20 cents to as high as 2.78 cents per pound.
The common subsidy rate under the pork CAP came
into effect on July 1, 1967, at a level of 2.72 cents per
peund and was increased to 3.35 cents by May 27, 1968,
Accordingly, the EC's share of world lard trade grew
from 2B to 37 percent from 1961-63 to 1965-G7 while
the U.S. share declined from b5 to 29 percent,

Although the export subsidies were primarily respon-
sible for this shift in market shares, a short supply
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situation in the United States in 1964/65-1966/67 also
had an important influence, Especiaily in the important
U.K. market, the EC was able 1o establish a market
foothold during this short supply situation., When U.S.
supplies recovered and the United States sought to
regain its traditionai share of the U.K. market, the EC
counered with increased export subsidies. Asa result, the
EC’s share of the U.K, market grew from 15 percent in
1960/61-1962/63 to 42 percent in 1965/66-1UB6/67.
The 4.5, share dropped from 78 percent in
1960/61-1962/63 to 30 percent in 1966/67. On January

13, 1969, the United States introdused an export -

subsidy en lard exports to the United Kingdom, and this
should serve to increase 1.5, exports in 1989,

Diversion of Third Country Exports to the United_gtates

Another threat to U.S. interests which arises from the
beef and pork CAP's is the possibility of diversion of
third country exports from the EC market to the U.S.
market. As iraditional exporters to the EC find that the
CAP has blocked or diminished their market access, they
will turn to other third country markets as outlets for
their exportable supplies. This may aiready have oc-
curred for meat exporters such as Denrark, Argentina,
Austratia, and New Zealand. They then seek access to
the rich LS. market, thereby arousing the fears of U.S,
producers and raising calls for protective measures. |f
barriers te imports were to he erected as a result, third
country exporters would be foreed to resume their
searcl: for markets and to probably subsidize their
exports, thereby adding to the troubled conditions
already existing in world agricultural trade.

DAIRY PRODUCTS
CAP for Dairy Products

Basic Features

The EC dairy market was unified on July 1, 1968.25
In practice, however, the new reguiations did not go into
full operation until July 29, 1968. While the EC dairy
market is termed “unified,’" it is in fact less unified than
the single markets for other commodity groups subjecr
to CAP’s, So-called cormmon EC target and intervention
wrices do exist, but explicit provision is made for
variation from these among the member states. There are
as yet no common regulations for fresh milk and craam.
Consumer and producer subsidies in Germany and
Luxembourg, respectively, are provided for in the new

25 council F?.Egufatlb.‘- No, §04/68, Journal Officiel, No. L
148, June 28, 1368,
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regulations. Furthermore, a limit has been placed on the
commonly shared burden of financing FEQGA expendi-
tures in the dairy sector, All these factors preciude the
existence of a truly unified dairy market,

The market for dairy products is governed by three
different prices: a target price for milk; intervention
prices for butter, skim milk powder, and certain cheeses;
and, threshold prices for the pilot products of each of
the twelve dairy product groups.?® The target price for
milk is fixed annually prior to August 1 of the year
preceding the marketing year in which it is to be
effective. The marketing year for dairy products runs
from April 1-March 31. The target price for milk is
defined as the milk price which it is desired to achieve
for all milk sold by producers in the marketing year in
accordance with demand prospects on the market of the
EC and in third courtry markets. it is not a guaranteed
price, The price is fixed for milk with a fat content of
3.7 percent delivered to a dairy plant.

Intervention prices for butter, skim milk powder, and
the cheese varieties Grana Padano and Parmighano-
Reggiano, which are also established annualiy, define the
price at which intervention agencies must purchase these
commaodities when and if they are offered for sale to the
agencies. The reason for the cheese intervention prizes is
1o give the same orice assurances o milk producers in
the regions where these cheeses are produced as those
given to producers in regions where butter and skim rilk
arz the most significant milk praducts.

Threshold prices for the pilot products are fixed
annually at a level which ensures that the prices of
imported dairy products will reach a level corresponding
to the target price for milk, taking into account aiso the
protection deemed necessary for the Community's prog-
essing industry, The regulations define twelve dairy
progiuct groups and a pilat product which is most
representative ot each group.

The EC's intenveittion system for dairy products is
rather clearcui an the surplus acquisition side, but
coraplex on the surplus disposal or ¢ - ;imption subsidy
side. Intervention may take the fornt of purchases by
official intervention agencies or grants of aid for private
storage, and it is limited to butter, skim milk powder,
and the Italian cheeses named above. in exceptional
circumstances, authorization may also be granted for
intervention in other types of cheese. The intervention
agencies and private traders who are storing surplus

26 The pilot products are the most representative products

within each group of dairy products. It was ariginalty intended
that the levy on the pilat product would apply equally to all
other products in the group. However, special lavy calculation
rules apply te many praducts, especiavy those containing other
than milk ingredivnts.
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commoedities are obliged to attempt to sell these
commodities in the course of the marketing vear
without disturbing the market equilibrium,

To facilitate disposal of surplus supplies if normai
marketing proves impossible, several different measures
are provided for. Export subsidies may be paid on all
dairy products and processed products which incorpo-
rate dairy products. The export subsidy iate is uniform
for the entire Communrity, but it may ke differentiated
by destinaticn. Subsidies are also provided for the use of
skim milk and skim milk powder in calf feeding at the
rates of $1.50 and $8.25 per 100 kilograms, respectively.
A subsidy may also be granted for the use of skim milk
in the production of casein.

Several possible measures for the disposal of surplus
butter have been proposed in the Communi.->7 One
measure, which has already been used by some member
states, is the sale of butter from cold stores at a price
below fresh butter during certain specified times of the
year. The drawback to this measure is that sales of fresh
butter are hurt by sales of cold store butter. Another
measure is the subsidized sale of butterfat for cooking
purpases. The butterfat would be sold at a price to
compete with other edible fats and oils, and its
consistency and packaging would ke such as to make it
obviously distinguishable from butter. The subsidized
substitution of butterfat for other edible fats and ails by
food processing industries is another measure under
consideration, Subsidized sale of butter to institutions,
such as schools, hospitals, and the military, is another
possibility. Finally, the Community is considering the
subsidized use of butterfat in milk powder in the
manufacture of compound animal feedstuffs. Compound
feedstuffs are enjoying increasing demand in the Ef, and
it butterfat could be substituted for other energy sources
in these feedstuffs, it could become a significant outlet
for butterfat. It s suggested that 6 percent fat be
included in the powdered milk, in which case the $8.25
per 100 kilograms subsidy for the feeding of skim milk
powder would be inrreased to take into account the
additionai cost of the Lutterfat,

Trade with third countrigs in all dairy products
except fresh milk and cream is governed by the
threshold price system, expbort subsidies, and import and
export certificates with a deposit of surety, Trade in
fresh milk and cream is to be regulated by individual
member state rules until, at the latest, January 1, 1970,
The variable levy applied to dairy products is equal to
the difference between the threshold price and the entry
price, which is based on the lowest quotation in the

27 Newstetter on the Common Agricultural Policy, No. 7,
May 1968, pp. 12-13.
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world market. The levy may be adjusted daily. Duty
rates for Emmenthal, Gruyere, Sbrinz, Schabzieger, and
Cheddar cheeses are bound in the GATT. Therefore, the
levy rate on these cheeses may not exceed the level of
this binding, Export subsidies are granted in a uniferm
amount for the entire EC at a fevel equal to the
difference between the EC market price and the world
market price, and may be differentiated by destination,
Escape clause action is also provided for in case the
Community market is distrupted or threatened with
disruption.

Intra-EC trade in dairy products, again excluding
fresh milk and cream, is free, with one major exception.
Because of the different prices for butter and skim miik
powder in the member states, trade is subject to export
or import levies, or export or import subsidies. Previ-
ously existing regulations of the member states apply to
fresh mitk and cream trade until the common market is
established for these commodities.

Three futher exceptions essentially compilete the
picture of the dairy products CAP. First, until the end of
1969, Germany and ltaly are allowed to retain their
national controls over the collection and marketing of
milk by zones. Second, Germany is allowed to retain,
unttil the end of 1969, on a declining scate, its consumer
subsidies on butter and on Gouda, Edam, and Tilsit
cheeszs. Finally, Luxemhourg is aliowed to retain its
system of milk producer subsidies until the 1973/74
marketing vear on a declining scale.

Evolution of the CAP

The first commaen rules for dairy products came into
effect on November 1, 1964, along with those for beef
and veal. |t covered all dairy products except fresh milk
and cream anct consisted of three main elements--import
levies, target prices for milk, and market intervention,
primarity for butter. As with beef and veal, the EC
Council fixed annually the upper and lower limits of the
national target prices, and these were gradually aligned
during the course of the transition peried. Also, con-
sumer or producer subsidies whigh, in effect, allowed
dairy products to be soid below the equivalent lower
limit of the milk price were gradually eliminated during
the transition period. Int:a-EC trade and trade with third
coumries were regulated by a national threshold price
system and import levies, with a standard deduction
from the levy to provide a preference for intra-EC
trade. The threshold prices were also aligned toward the
comiion prices fixed by the Councit, Export subsidies to
third countries were provided for, Specific regulations
were set up for intervention on the butter market, and
other interventions by mernber states were authorized
provided the Commission was given notice of them.
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Production and Consumption
Proeducer Prices

Figure 11 illustrates developments in the member
state target prices for miik during 1963-1968/69. The
common target price established for 1968/69 is $10.30
per 100 kilograms {$4.67 per 100 poundsj ex-dairy,
Because of varied collection costs among the membar
states, the actual returns to farmers differ under this
common target price, Producers in member states with
the most efficient collection systems, such as the
Nethertands, Germany, and Belgium, will enjoy the
highest producer prices under this scheme,

1t ie obvious from the graph that al} producers except
those in ltaly have received higher prices through the
yzars since the introduction of the dairy CAP, Increases
have been greatest in the Netherlands, France, and
Belgium. Such large price increases have certainly pro-
vided an incentive for producers to utilize inpuis in ever
greater quantities to increase milk production and also
10 market a greater share of their production rather than
consume it on the farm as food or feed.

Intervention prices for butter and skim milk powder
have been set at levels which guarantee to the producer a
price for milk as close as possible to the target price, The
common intervention price for butter for 1968/69 is
$173.50 per 100 kilograms {79 cents per pound].
However, this price applies only in the Netherlands and
{taly. In France, Belgium, and Luxembourg, the price is
$176.25, and in Germany it is $167.560. A similar
situation exists in the intervenmtion price for skim milk
powder. The common intervention price of $41.25 per
100 kilograms {19 cents per pound) applies only in
Germany, the iletherlands, and Italy. The price for
France, Belgium, and Luxembouryg is $44.00.

Depending upon the season of the year in which they
are marketed and the amount of aging, the intervention
prices for Grana Padano and Parmigiano-Reggiano
cheeses are $124.50 to $148.00 per 100 kilograms {56
cents to 67 cents per pound) for the former and $163.20
per 100 kilograms (74 cents per pound} for the latter.
These intervention prices are at 2 level expected to yield
a milk producer price of $11.26 per 100 kilograms
ex-farm {$5.10 per hundredweight), considerably above
the weighted average ex-farm target price of $9.75
($4.42 per bundredweight}. There is a concern that this
very attractive price will lead to even larger dairy
surpluses and possibly to the manufacture of these
cheeses by piants other than those located in Italy.

Willingness of the EC to so rapidly increase mitk
prices and maintain them at such a high level relative to
past prices can only be understood by realizing the
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importance of income from milk preduction 1o Com-
mon Market agriculture. Each year the proceeds from
milk production account for between one-fourth and
ane-third of total EC farm income., More significant,
over 45 percent of EC farms rely upon dairy production
for at least part of their income, and 25 percent or over
600,000 of these dairy operations involve 5 cows or
less.2® Therefore, milk production is widespread, and
many producers rely heavily upon the regular income
provided by milk checks. Their numbers are significant
enough that their political loyalties are of great concern,
and hence the wiilingness to assurg them adequate
incomes through higher milk prices,

Developments and Projections

The increase in milk production in the EC is
accounted for almost entirely by increased yields per
cow in 1960-87. The dairy cow population only
increased from 21.4 million in 1960 to 22,0 mitlien in
1967 (table 47). However, during the same period, milk
production rose from 63.1 million to 72.5 million tons.
Even maoare remarkable was the increase in deliveries to
dairies, from 41.2 million to 53.5 million tons. Thus,
while the number of milk cows increased 3 percent, milk
production increased 15 percent, and deliveries to dairies
increased 30 percent. Due to progress in herd improve-
ment and the growing use of feed concentrates, the
average yield per cow per vear grew from 2,951 to 3,289
kilograms. The increased deliveries to dairies were
accounted for by the reduction in human consumption
on the farm, hy the decline in milk being processed on
the farm, and by the considerable decrease in whole milk
being fed to calves.>®

in the face of the rapidly increasing production and
deliveries to dairies, per capita consumption in the EC
has remained relatively stable in recent years (table 48},
Any increase n overall consumption has been due
largely to population growth. The EC was virtually
self-sufficient in milk products by the end of 1964.
Since 1965, the EC has been a net exporter of both fat
and nonfat milk products,

The EC’s growing dairy surplus has been most in
evidence in the butter market, Butter is a rather easily
stored commodity and has therefore been the primary
dairy product subject to internal market intervention.
The butter intervention measures have encouraged in-
creased manufacture of butter, and it is in the form of a
Butterberg (butter mountain}, as the Germans term it,

28 MNewstetter on the Common Agricultural Policy, No. 10,
July 1868, p. 17

% Newsletter on the Comman Agricuftural Policy, No. 7,
May 1868, p. 4.
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TABLE 47.--EC mil% cows and mitk production?, by country, 1850-67

European Community 3
Year T Broduction Total Germany France italy Netherlands Bel-Lux
Per caw output
FUG0 head Kilograms 1,000 metric tons

1950, . ........ 18,846 2,406 45,358 13,827 15,450 6,864 5,766 3,342
1954, . ........ 20,697 2,568 583,176 17,160 18,540 FEa 5,882 3,823
1888.......... 21,088 2,774 58,625 17,977 21,115 9,282 8,240 3911
1858, . ........ 21,343 2,760 58,916 18,497 20,300 8,782 8,411 3,928
1960.......... 21,367 2,851 63,053 19,250 22,872 8,806 6,838 4,087
1961, .. ..., 22,008 2,842 64,745 18,872 23,783 10,028 6,853 4,088
1962, . ........ 22,257 2,948 £5,607 20,2595 24,308 9,591 7,269 4,144
1983.......... 21,809 3,016 65,640 20,703 25,338 8,578 7.011 4,010
1864, ......... 21,488 3,064 65,848 20,830 25,235 8,963 6,856 3,864
1865.......... 21,691 3,160 £8,.641 21,183 26,780 8,586 7,143 3,849
1966.......... 21,720 3,256 73,720 21,357 28,016 10,158 7,236 3,852
1987, ......... 22,0385 3,289 72,478 21,717 29,355 2 9,800 7,536 4,069

! cow's milk only
Estimated
Source: Statistique Agriccle, 1967-No. 11, 1968-No. 10

TABLE 48.--EC per capita consumption of dairy products, by
type of product, 1965/56 - 1966/67

. Condensed &
Y ear Wﬁiﬁ:f r?:: :} evapqrated Cheese | Butter’
mitk
Kilograrms
1955/56 85.7 12.2 2.3 6.5 45
1956/67 g4.5 12.4 25 6.7 4.8
195785 84.6 12.3 2.8 1.2 4.8
1958/59 84.9 12,0 2.9 7.4 4.8
1958/60 86.4 t2.e 3.4 1.6 4.6
1860/61 86.7 11.3 3.3 7.9 5.1
1861/62 85.6 11.3 3.7 8.2 8.1
1962/63 85.2 1.5 38 8.1 5.3
1963/64 B3g 11.5 4.0 8.4 5.4
1964/65 823 11.2 4.1 890 5.3
1965/66 B1.2 11.8 4.0 8.3 5.4
1966/67 B1.8 114 4.G 9.9 5.4

! Itatian consumption not included in caleulation
Weight on purg butterfat basis
Source: Statistiqgue Agricole, 1962-No. 1, 1984-Ne. 5, 1867-
No. 2, 1968-No, 10

that the EC's butterfat surplus has been removed from
the market and stored.

As with the overall dairy product situation, butter
supply and demand were substantially in balance
through 1964. Stocks at the end of each marketing year
were between 50,000 and 80,000 tons and did not
present any great disposal problem. However, from 1965
on, the stocks carried forward at the end of each year
grew steadily, This was due to stationary per capita
consumptien and to production increases totaling
160,000 tons between 1864 and 1967. Praduction grew
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from 1.075 miilion tons in 1960 to 1.318 million tons
by 1867 {table 48}. The total accumulation of butter
stocks increased to 150,000 tons by April 1, 1968, of
which 70,000 tons represented surplus production for
1967/68.

Production of skim milk powder alse increased
sharply in the EC in the 1860-67 peried from 365,000
to 1,268,000 tons. EC preduction capacity grew during
this period as new plants came into production, and
demand for skim milk powder as a feed ingredient
increased {table H0). Export markets were also devel-
oped by the EC. Therefore, skim milk powder was ot a
problem commodity for the EC in the past, However,
stocks have recently begun to accumulate in large

TABLE 48.--EC production of dairy products, by type of
product, 1950-67

Con-
Year Milk? Sutter | Cheese densed Po:?;{red
miik
1,000 metric tons

1950, ... 14,414 728 888 314 78
1954, .., 15,945 884 1,038 466 135
1868. ... 18,713 979 1,187 704 234
1859, ... 15,779 97¢ 1,250 802 256
1960, ... 16,126 1,075 1,349 836 365
1981, ... 15,986 1,123 1,457 837 402
18862.... 15,976 1,151 1,468 110 482
1883, ... 16,068 1,156 1,426 1,074 583
1864, ... 15,938 1,163 1,679 1,113 652
1865. ... 15,822 1,236 1,659 1,118 845
1868, ... 16,304 1,255 1,752 1,093 1,026
1967, ... 16,368 1,315 1,872 1,143 1.268

! Consumed directly by humans
Source: Statistique Agricole, 1867-Ne. 11, 1968-No.10




TABLE 50.--EC dairy products used for animal feed, 1955/568-

1866/67
Whole Skim Nonfat dried
Year milk mitk milk
1,000 metric tons

1966/56, ..... 8,613 13,849 51
1956/57...... 8,652 13,113 70
1957/68...... 9,009 14,222 Ba
1958/59...... 9,163 14,492 a8
1968/60. ..... 9,539 14,074 11 b7
1960/61 .. .... 10,075 15,082 ; 92
1961/62,..... 9,980 14,562 s 119
1962/63...... 10,165 13,938 170
1863/64...... 10,434 13,629 217
1964/65,..... 10,060 12,239 | 328
1965/66. ..... 10,287 11,544 N 384
1966/67...... 10,174 9,933 487

! Deliveries to the feed industry in the Netheriands not
included
Source: Same as table 48

guantities, reaching a level of 500 miliion pounds at the
beginning of 1969, This indicates that a smpius_ problem
now exists in the EC for skim milk powder as well as
butter,

The EC has estimated that the dairy cow population,
milk yield per cow, and therefore total production, will
continue to develop along the lines of the first years
under the CAP. The recent Michigan State University
study projected EC milk preduction of 75.4 million tons
in 1970 and 85.2 million tons in 1975.2° |f production
increases at the 1964-67 rate, the 1970 projection would
fall several million tons short of actual production,
These figures imply a growing surplus to be exported or
consumed domestically, both being alternatives which
involve heavy subsidization. Member state officials,
especially finance ministers, are increasingly concerned
about the cost involved in this disposal.

Once again the problem is focused on the butter
market.*! The additional milk production is expected to
increase the size of the annual hutter surpluses by
approximately 40,000 tons each marketing year, starting
with an annual surplus base of 70,000 tons in 1967/68.
EC officials hope that this will be reduced to 20,000
tons, for a total surplus of 90,000 instead of 110,000
tons, for the 1868/89 marketing year by measures
adopted relative to the liquid milk market. They also
hope to dispose of the 150,000 tons in stock as of April
1, 1968, within 3 years {1968/69-1970/71). In this case

30 geq page 103 of publfication cited in footnote 6 {page
17h
31 Newsletter on the CAP, No. 7, May 1968, pp. 9-16.
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the butter stocks at the end of 1971/72 would stand at
600,000 tons. These plans seem overly optimistic, If the
measures for the liquid mitk market and for butter
disposal prove ineffective, the EC’s butter stocks an
April 1, 1972, could approach 770,000 tons.?2

Costs involved in the intervention and storage of
butter in this volume are staggering. At an EC interven-
tion price of $173.60 per 100 kilograms, the cost of
removing 770,000 tons from the market will be over
$1.3 billion. The cost of storing a ton of butter for ane
year ranges from $425 to $450. Stocks at the end of the
1970/71 marketing year would be 560,000 tons, and the
costs of storage for that amount for that year alone
would be $238-$252 million. The cumulative storage
costs through the 1971/72 marketing vear would reach
$612-$648 million. Therefore, if no disposal of surplus
butter stocks were possibie, the EC could spend approxi-
mately $2 billion on the butter problem alone in
1967/68-1971/72, The EC will of course make every
effort to dispose of these stocks with the aid of expart
and consumption subsidies. The proceeds from subsi-
dized sales will reduce the costs of the intervention
purchases and of storage. Official estimates place the net
cost of butter intervention and storage at $250 and $300
million for the years 1968/69 and 1968/70, respectively,
These amounts are expected to be exceeded by those
starting with the 1970/71 marketing year.

EC officials see the prospects for skim milk powder
disposal as brighter, Production capacity expanded by
50,000 tons per year up to 1964 and has been increasing
by 150,000 tons per year since then. Production has
outstripped growing domestic censumption, and export
markets must be developed. However, the world market
is now in a surplus sitvation, and prices have been
falling. Thus, the EC will have ta pay even larger export
subsidies to move its skim milk powder onto the world
market.

Therefore, prospects for the EC dairy market are
rather dark, Surplus production probably can be dis-
pased of, but at enormous costs to the Community,
Drastic measures are needed to correct this situation, but
sa far the Community has heen unable to make the
extremely difficult political decisions required to deal
with the probiem in economically rational terms.

82 The most recent developments in the EC hutter market

indicate that the above estimates are much too low, Butter
stocks on hand as of Aprii 1, 1969, are estimated at 300,000
tons, and the 1969/70 dairy marketing year is expected to add
210,000 tons to this amount. The resulting accumulation of
510,000 tons by April 1, 1970, would exceed the EC's cold
storage capacity by 60,000 tons,
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Foreign Trade

Import Barriers

The major barrier faced by dairy product imports
into the EC Js a variable levy which is equal to the
difference between the threshold price and the c.i.f.
price, the latter being the lowest representative quota-
tion in the world market. The only exception to this rule
concerns Emmenthal, Gruyere, Sbrinz, Schabzieger, and
Cheddar cheeses. The duty rates for these cheeses are
bound in the GATT at levels ranging reughly from 12 to
23 percent, and therefore the variable levy applied to
these cheeses may not exceed the effective bound duty
rates.

The protectiveness of the variable levy may be
illustrated by calculating the ad valorem equivalent of
the levy on two pilot products which in the past were
exported to the Community by the United States. These
products are nonfat dried milk and butter. In the period
January 1-15, 1969, the following particufars applied to
nonfat dried milk and butter:

Nonfat dried milk Butier
-------- S/100Kg. --------
Threshoid price 54,00 191.25
C.i.f, price 12.00 30.00
Variable levy 42,00 161.25
Ad valorem equiv. 350 percent 538 percant

Although the c.i.f. prices above may be unrealistically
low due to export subsidies and thus exaggerate the ad
valorem equivalents, it is still obvious from the ex-
tremely high ad valorem equivalents of the levies that
price competition by imports in the EC market is
impossible and that if the EC js self-sufficiant in a dairy
product, there will be little or no imports of that
product fram third countries.

LS. Stake in the Common Market

Approximately 80 percent of the milk and cream
exported by the United States to all destinations is dried
milk and cream, primarily nonfat dried milk. Almost all
that is exported to the Community is dried. Therefore,
the foliowing analysis of U.S. exports is zased upon the
dried commodity. Since the Common Market couniries
export a considerable amount of fresh milk, especially to
other member states, the analysis of their exports is
hased on milk in whatever form.

The following tabulation shows that U.5, exports of
dried milk and cream and butter to the Commuinity were
very high in 1963, 1964, and 1965, relative to the other
years between 1961 and 1967. Also shown is the

percentage of total U.S. exports of these commodities
which was exported to the Community:

1961-62 1963-66 1965-67
average average average

-« -- Million dollars - - - - -
Value:
Dried milk and cream , | 4.5 20.7 0
Butter.............. 2 5.1 |
Share exported to
Community:  -c----.. Percent-------
Dried milk and cream. . 6 15 4]
Butter.............. 27 49 i

Except for 1963-65, the Community has not heen a
major destination for U.S. exparts of milk and butter.
U.§. exports of cheese to the Community or any other
destination were insignificant between 1961 and 1967.

Source of Community Imports

DRIED MILK AND CREAM: In 1966-67 nearly 70
percent of the imports of these commodities by member
states was accounted for by intra-Community trade,
with France as the largest supplier (table 51}, The
United States was the second largest with 12 percent and
the European Free Trade Association {EFTA)} countries
collectively were third with nearly @ percent.

Year-to-year increases in imports from all sources
averaged about 36 percemt with the value of trade
starting at about $17 million in 1961 and moving to $96
million by 1967,

The primary source in the early 1960's was intra-
Community trade and that with the EFTA countries,
primarily Switzerfand and Austria {figure 12}, The
EFTA countries have maintained a fairly constant level
of exports intc an expanding market and as a conse-
quence thair market share declined substantially, L1.5,
exports, significant in 1963, 1964, and 1265, were
relatively small in prior and subsequent years. On the
other hand, intra-Community trade has always ac-
counted for more than 30 percent of the trade and has
climbed substantially since 1964, the year in which the
CAP was introduced for dairy products.

The rise and fall for the United States is explained by
several factors, First, the United States had stocks
available for exporting in the early and mid-1260's. At
the same time, the world market price for dairy products
was depressed and the farmers in dairy producing
naticns of Western Europe reduced their herds. On the
other hand, the low prices unexpectedly increased
consumption. The downward adjustment in production
was too great and by late 1963, Western Europe was in a
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TABLE 51.-Value of EC dry milk imports, by source of imports, and market share for each source

Average value
Country Change T-year low 7-year high
1961-63 1965-67
Value imported from:; Mil. dol. Mit. dof. Pect. Mil. dol, Year Mil, dol. Year
World............... 224 88.1 293.8 16.8 1961 95.5 1967
United States ,..... 31 0.9 2641 3 1981 324 1964
EC..........evut, 104 61.0 485.1 8.7 1962 75.3 1967
Belgium-Luxem-
bourg, ......... 2.5 10.7 3211 2.0 1963 12.8 1966
France.....,.,, 5.6 24,8 3457 3.7 1961 326 1966
Germany ..., ... oo 14.7 2. ... 1062 319 1967
Netherlands..... 2.2 10.6 374.1 1.8 1961 16.4 1965
EFTA ... ......... 7.8 7.8 -2 6.4 1964 8.4 1882
Austria ........ 1.8 1.7 -7.1 1.3 1966 2.2 1962
Cenmark ,...... 11 1.0 -3.7 B 1866 1.5 1964
Switzerland . .., . 3.2 26 -18.8 2.1 1967 3.2 1963
United Kingdoem 1.3 1.9 50,1 ... 1964 3.0 1966
Canada ........ - B 4.0 597.5 4 1961 4,2 1967
All Others. .. ....,. .8 4.5 780.1 .2 1961 7.4 1967
Share imported from: Percent Year Fereent Year
Werld............... 100,0 1000 .- .. --- .- .-
United States. . ... .. 13.8 12.4 -10.1 5 1967 65,2 1964
EC. ....oiinin, 46.6 69.2 48.6 314 1964 78.8 1987
Belgium-Luxem-
bourg. ......... 11.4 12.1 6.9 6.3 1963 18,5 1961
France......... 24.8 28.1 13.2 10.4 1964 36.3 1966
Germany ....... 2 16.7 2., v 1962 33.4 1967
Netherlands, . ... 10.0 12.0 20.4 6.0 1967 20.8 1866
EFTA............ 348 8.8 =747 8.6 1967 441 1962
Austria ........ 8.0 1.9 -76.4 1.4 1966 11.3 1962
Cenmark ....... 4.8 1.2 -76.8 7 1986 6.4 1862
Switzerland , . ... 14.1 2.9 -79.4 2.2 1867 18.8 1961
United Kingdom . 5.7 2.2 -61.9 A 1964 8.1 1962
Capada .........,, 2.5 4.5 7.1 9 1964 4.9 1965
AllOthers. . ....... 2.4 5.1 118.4 1.3 1661 7.7 1967

!} ess than $50,000 or 0,05 percent
More than 1,000 percent change

deficit position. Compounding this position was a
drought in Western Europe in the summer of 1964, the
time of year when milk production is seasonally high
and usuatly a surplus condition exists, Export payments
by the United States also helped in exporting dairy
products to the EC market. By 1965 the entire situation
had reversed itself and subsequently dairy production in
the Community was protected by the CAP. The United
States in 1967 had a very small share of the market and
there is no likelihood of any improvement in light of the
EC milk surplus today. This outlook holds true for the
EFTA countries as well,

BUTTER: In 1965-67 about 73 percent of the
imports of butter by the member states was accounted
for by intra-Community trade, and, as with dried milk,
France with 40 percent of the market was the largest
supplier within the Community (table 52). The United
States and the USSR were the next largest suppliers, but
far below the level for intra-Community trade.

egwan o
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For the same reasons as with dried milk, the source of
supply has varied considerably {figure 13}, Shortly after
the CAP was introduced butter stocks began to grow and
by 1968 a huge butter surplus had developed. The
surplus has become a major problem: not only is the
Community a closed market for butter, it now looms as
a major exporter,

Destination of Community Exports

MILK AND CREAM: In 1965-87 ahout a third of
the Community’s expaorts were to other member states
and the other two-thirds went to a large number of
countries. The most shipped to any non-EC natian was
$16 mitlion to Algeria, anly & percent of total exports.
Algeria and a number of the other nations to which the
Community exported milk were not commercial markets
for the United States. Commercial markets for the
United States were very small markets with the excep-
tion of Japan. U.5. exports to Japan were displaced by’




A"

SOURCES OF EC IMPORTS OF BUTTER

)

AR

NN

Sm ey
=

LrlrS
FLERy
SIS
FEPII
PPLRIIAE
AL

a
Ry ey Yy .
LA ARE

AALLIIIESS S
AL IS
SIS LSRRI
LA
(A AL
(PSSR
/I/IIIIII/////
/AT
LIPS
///////’//////f
J/II//////I///t
///f/l////////f
A LRSS
|/ # Aty

I rr s arrrrsd
L rr s tAS LA
////IIIm’I///l
b 2 RPNy

rrr rrrry
Lt s, A rA

V' rrt s s A
/I//II.‘////I///

INTRA-COMMUNITY

40

20

67

62 '63 ‘64 65 66
CALENDAR YEAR

1961

ECONOMIC RESEARCH SERVICE

NEG. ERS 696969 (7))

U.S, DEPARTMENT OF AGRICULTURE

Figure 13

T

g




e
e Ny L

I

e A e sy

TABLE 52.--Value of EC butier imports, by source of imperts, and rmarket share for each source

: i Avarage value
~ S Country Change F-year law 7-year high
1961-63 1965-67
H
it Value impoerted from: Mil. dol Mil. dol, Pot. Mil. dol, Yesr Mil, dol, Year
Ml World. ... 84.7 70,9 29,7 36.5 1961 B0.5 1965
: United States. . .. . .... 2.5 4.8 92.3 too 1967 16,9 1964
]' EC ... .. i, 27.0 51.6 90.7 20.4 1961 55,5 1967
i Belgiunmt-Luxem-
. bourg. ........... 27 i 90.0 .B 1564 10.1 1965
af France,........., 14.7 281 00,8 10,8 1961 36.9 1967
Germany . ........ A 13,2 o oo 1962 20.4 1965
N Netherlands,. ... .. 9.6 4.3 -55.8 3.0 1966 11.3 1962
i! EFTA ... ...cvovunu. 13.6 4.4 -67.8 3.2 1964 18.1 1962
o Austria. . ..., .h.s 1.5 1.4 -5.5 B 1964 2.0 1965
. Denmark ., ........ 6.2 2.4 -61.1 .8 1964 7.2 1862
’ Sweden .......... 5.1 2 -85.1 Ja 1965 7.1 1962
! Eastern Europe....... 1 6.3 7.8 2 23.0 L 2.0 3 1965 12.1 1967
USSRH............ - 4.0 .- - 1961 5.7 1967
i Poland........... 2.7 7 -72.0 ] 1968 3.7 1963
Remania........, 1.6 1.4 -13.8 .6 1961 3.0 1963
Canada ............. i 19 2. 1. 3 1961 6.9 1964
i. All Others, .. ........ 5.1 5 -90.1 2 1967 7.6 1962
! Share imported from: Percent Year Percent Year
o World.. ... . 0L, 100.0 100.0 --- --- .- .- ---
: United States ........ 45 6.8 48.3 oo 1967 24.8 1964
EC e 49.4 727 43.0 44,2 1964 7.3 1867
Betgium-Luxem
. - bourg. ........... 4.9 7.1 46.5 1.2 1964 12.6 1985
A : France._.......... 26.9 39.6 47.2 21.4 1965 51,7 19867
- ; Germany ... ...... A 18.7 2. A 1962 25.4 1966
Netherlands. .. .. .. 17.5 4.0 86,7 4.8 1966 19.4 1861
EFTA ... viii i 249 6.2 -7b.2 4.7 1964 336 1961
B Austria. ... ... 2.7 1.8 =271 1.2 1964 3.2 1962
Oenmark ......... 11.3 3.4 -70.0 1.2 1864 16.1 1961
Sweaden ,......... 9.3 A -85.2 1 1965 12.8 1961
Eastern Eurgpe. . ... .. 11.6 11.0 5.1 25 1965 16.9 1967
USSR......onnn.. 1o 5.6 2. o % 1981 9.4 1957
Poland........... 1.8 1.0 -78.4 4 1966 5.5 1963
Romania . ........ 3.0 2.0 -33.5 1.0 1965 4.4 1963
: Canada ............, .2 2.7 2. ... % 1061 10.1 1964
i AllOthers........... 9.3 i 92.4 2 1967 12,6 1962

| ess than $50,000 or 0,06 percent
More than 1,000 percent change
First of two or more years at this value

' EC subsidized exports, and therefore, the CAP has had
i some effect here.

: BUTTER: About 50 percent of the butter exported

. i by the Cemmunity in 1965-87 was to other member

" + states and the only major market outside the Commu-
i nity was the United Kingdem, a $28 million market.
" Except in 1963-65 when the European supply of butter
1 was unusually low, the United States exported little
butter on a commercial basis. Therefare, there is little in

't the way of traditional markets for EC exports to
i disptace.

Indirect effects of the CAP on U.S. exports

Since the United States has few traditional commer-
cial markets for milk or butter, displacement is generally
not a factor,

FEOGA Expenditures

FEOGA-financed expenditures on the dairy market
began with the 1964/85 marketing year, when the dairy
CAP becanwe effective. Expenditures have increased
dramatically since then due to both the increasing share




of member state expenditures which are eligible for
FEOGA reimbursement and to the rapidly expanding
production of milk in the EC. As of July 1, 1988, all
member state expenditures in the dairy market were
reimbursable from FEQGA.

Actual and estimated FEOGA expenditures for dairy
products for 1964/65-1968/69 are as follows:

Internal
Market Export
Intervention  Subsidies Total
Thousand dolfars

1964/55 7,350 17,867 25,217
1865/66 28,000 70,027 88,027
1966/67 35,000 96,664 131,664
1967/68 160,000 220,000 370,000
1268/68 304,000 320,000 624 000

The EC Council of Ministers decided in May 1868 to
seek to limit the shared burden of expenditures in the
dairy sector. Therefore, it was decided that total
expenditures in the dairy sector in 1968/69 eligible for
FEOQGA reimbursement should be reduced by $170
mitlion, and that this amount should be financed by the
member states in proportion to the butter stocks thay
held on Aprit 1, 1968. Butter disposal expenditures are
estimated at $250 million for 1888/69, and therefore
this reduction of the common expenditure burden wil}
cover a substantial portion of that amount. Adding the
$170 million to the total in the sbove tabulation results
in estimated total FEOGA and member state expendi-
tures of $794 million in 1968/69. Furthermore, the
Council agreed that if total FEOGA expenditures in the
dairy sector exceed $630 million in 1968/68, appro-
priate EC-wide economic and financial measures will be
adopted to aim at correcting the situation. Also,
expenditures in excess of this amount will be financed
by FEQGA but with a different set of criteria used in
determining the financial burden d@ach member state
should bear in financing the excess.

Implications for U.S. Trade

Subsidized EC Exports in the U.S. Market

With the help of unlimited export subsidies, the EC
has sought to move part of its enormous dairy surplus
into the United States in the forms of cheese, condensed
milk, chocolate crumb mixturss, and mixtures contain-
ing sugar and dairy produkts. The periodic invasions of
the U.S, market by the EC have been of growing concern
to U.S. dairy producers and officials. it has been
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necessary to impose quotas on a commodity-by-
commodity basis. However, after a quota is applied by
the United States, the EC seeks another commodity in
which dairy products can be incorporated or with which
they can be mixed. Then the offensive begins again with
that commeodity and lasts unti! the loophole is plugged.

There is aisc a danger that the United States may lose
its skim milk powder markets in third countries because
of subsidized sales by the EC, although sales on
concessional terms make up a sizeable proportion of
LS. sates, As already pointed out, the EC's praduction
capacity has exceeded domestic demand, and the EC will
certainly seek export outlets.

Subsidized Dairy Preducts in Animal Feed

By subsidizing skim milk, skim milk powder, mili
powder with butterfat added, and whole milk used on
the farm as animal feed or incorporated in concentrated
feeds, the EC hopes t0 reduce its dairy surplus. To the
extent that these feeds and feed supplements replage
U8, exports to the EC of feed grains and other
feedstuffs, such as soybeans, the United States will be
adversely affected, However, it is questionable that the
EC can afford to make the feeding of dairy products an
econcmic alternative for the livestock producer, at least
in the volume necessary to seriously affect U.S. grain
and feedstuff exports.

FEOGA Expenditure Limit in the Dairy Sector

Willingness of the EC Councll of Ministers to place an
upper limit on FECGA expenditures in the dairy sector
may indicate the pattern of future regulations on the
financing of the CAP. Political pressure has been
building from member states such as Germany and Italy
for g different set of financial regulations. The rapidly
mounting expenditures by FEOGA in most commaodity
groups is an issue of increasing concern to these member
states. To the extent that they do not contribute to the
problems which demand such expensive solutions, they
feet they should not have to bear the financial burden. It
was therefore at their insistence that a limit was placed
on the common burden,

The current set of financial requlations for FEQGA
runs out at the end of 1969. Before that date, the EC
must undertake the difficuit task of negotiating and
concluding a new set of regulations. These crucial
negotiations will come as large surpluses of certain
commodities are accumulating and when FEQGA ex-
penditures are thersfore increasing commensurately.
With the recent dairy products financial agreement still
vivid in their memories, the Council of Ministers may
well pattern an overall settlement along these lines. If
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member states become responsibie once again for a good
share of the costs of their own surplus production,
pressures may be exerted on the Council for significant
changes in the high-price, highly protectionist CAP
compiex,

The financial burden of the dairy surplus is the first
te fall so heavily upon the EC. To the extent that its
weight proves unacceptable, present policies will have to
be changed. It is difficult to envision a solution in a
policy movement towards a more highly protectionist
systerm unless striet production controls are adopted.
Therefore, the direction of change could be one of some
advantage to U.S. interests.

FRUITS AND VEGETABLES

CAP for Fruits and Vegetabtes

Unique features of the production and marketing of
fruits and vegetables, mainly due to the perishability of
these produets, fed the Community to establish market
regulations which differ considerably from those on
other agricultural products. Because there had been no
national price support programs in any of the member
countries, there were no existing institutions upon which
to build, Moreover, in five member countries this sector
was not as important as ethers. However, since in Italy
the fruit and vegetable sector is the primary source of
agricuftural income, l1alian representatives have pressed
for a more comprehensive policy to assure Italian
farmers benefits from the CAP in line with those
enjoyed by other EC farmers. A common policy is now
in force, but the peried up to January 1, 1970, is
regarded as transitional, with the experience gained to be
used as a basis for permanent regulations regarding
intervention and export subsidy programs and Commu-
nity financing responsibilities. The provisions cover most
fruits and vegetables produced in or imported into the
EC, except potatoes and tropical fruits.

Basic Features

The policy on fresh fruit and vegetables adopted by
the Community covers quality standards for produce,
provisions for market intervention, an import system
based on duties supplemented by 3 schedule of reference
prices, and provisions for export subsidies. Common
quatity standards now apply toc the major fruits and
vegetables marketed in the Community. They were
developed to facilitate merketing throughout the Com-
munity, to eliminate low-quality produce from the
market, and to facilitate the communication of con-
sumer requirements to producers to guide in orienting
production.

Producers are encouraged to set up associations to
give them a stronger position in the market by jointly
providing facilities for packaging and marketing, provid-
ing for the centralization of sales, and giving some
measure of price regulation at the producer stage. The
member states are authorized to give limited financial
support to the associations during the first 3 years of
their existence. This support may not exceed 3 percent
of the value of products marketed via an associaticen in
the first year, 2 percent in the second year, and 1
percent in the third year. Member producers are required
to market their entire output of the relevant product
through their association. The associations, individually
or in groups, may estaklish a reserve price {subject to a
ceiling determined by the national governments} below
which their products wili not be sold, and members are
paid for any unsold quantities. An intervention fund, to
which the members contribute in proportion to quan-
tities offered for sale, is established to finance these
measires.

The Community policy on fruit and vegetables also
provides for market intervention by the member states
for cauliflower, tomatoes, apples, pears, peaches, dessert
grapes, oranges, lemons, and tangerines.

Member states participate in two ways, depending
upon the seriousness of the price situation. The criterion
for determining the seriousness of the price situation is
the relationship between the existing sales prices and
announced base and purchase prices. These prices are
fixed for each marketing vear or for periods within the
marketing year and are valid for the whole Community.
The base price is equal to the average prices reported
during the preceding 3 vears on the representative
market or markets of the Community situated in surplus
production areas and having the lowest prices, excluding
prices considered as being abnormal. The purchase prices
established by the Community are fixed at levels
between 40 and 70 percent of the base prices depending
upon the product. Until 1870 member states may set the
purchase prices at different levels than those fixed for
the Community, but these may not exceed 70 percent of
the respective base prices.

During periods for which base and purchase prices
have been established producer prices are observed daily
on representative markets, {f the producer prices for a
particular product on a representative market remain
below the purchase price increased by 15 percent of the
basz price for 3 consecutive market days, a3 crisis
situation is considered to exist. The member states may
then grant financial compensation to the producer
associations for the value of products withdrawn from
the market, When prices remain equal to or above the
purchase price plus 15 percent of the base price for 3




consecutive market days, member state compensation to
producer associations is to be discontinued.

If producer prices dron below the purchase price and
remain below for 3 consecutive days the market for that
product is considered to be in a serious crisis situation,
The member states are then authorized to purchase
through intervention agencies all produce grown in the
Community offered at the purchase price, with adjust-
ments for quality. Under both situations the member
states are authorized but are not required to take these
actions.

While intra-EC trade in fresh fruits and vegrtabies is
essentially free for those products meeting the Commu-
nity’s minimum quality standards, trade with nonmem-
ber states is governed by the Common External Tariff, a
system of reference prices and export subsidies, As of
July 1, 1868, duties of from 7 te 25 percent for fruit
and from 10 to 20 percent for vegetables applied to
imports from third countries, However, potentially more
significant are the reference prices which serve as
minimum import prices and are intended to prevent
producer prices in the Community from being threatened
by lower priced imports. A countervailing levy may be
applied on imports if they are offered at prices below
the reference price to bring them up to the fevel of the
reference prices. Export subsidies are authorized for a
number of products ingluding citrus fruits, grapes,
peaches, certain nuts, and some processed products such
as processed tomatoes and cherries and fruit juices. tn
principle the subsidy is not to exceed the incidence of

the Common External Tariff duties plus the counter-

vailing import levies insofar as they are applied.

These pravisions concern only fresh fruits and vege- *

tables except for provisions on expart subsidies which
apply also to selected processed products, Separate
requlations cover processed fruits and vegetables. The
common market organization provides for duties as
specified in the Common External Tariff to apply to
imports from third countries. In addition, it provides for
a tevy based on the added sugar content to be assessed
on imports and an equivalent subsidy to be granted on
exports.

The Cormmunity policy on sugar maintains domestic
sugar prices substantially above world prices by a
variable levy system similar to that for grains. Because of
high sugar prices and the resulting impact on. costs of
domestic production, EC policymakers reason that the
trade system must be constructed so that these added
costs are compensated for to assure the ability of
Community processors to compete with imports and to
export to third countries. Levies are applied also to the
glucose and glucose syrup content of processed fruits
and vegetables,

90

Recently the EC has agreed to grant preferential
treatment 1o imports of citrus fruit from Moroceo,
Tunisia, Turkey, Israel, and Spain. In addition to the
import systems set up by the Community, some member
states still retain national restrictions such as impart
calendars and quantitative restrictions on imports of
fresh, dried, and canned produce from third countries,

Rules regarding preservatives, coloring, and other
additives and pesticide residues also affect trade in fruits
and vegetables, The Community issued a directive on the
rmaximum tolerances for dipheny! use on citrus fruit,
Adoption by all member states was required by Jduly 1,
1968. Rules on other additives and residue tolerances are
being considered,

Evolution of the CAP

The first Community regulations concerning fresh
fruits and vegetables came into force on July 30Q,
196233 They included provisions for the establishment
of comman quality standards, progressive reduction of
duties on intra-Community trade, harmonization of
duties on imports from third countries, and setting
reference prices with countervailing levies on imports
priced below the reference prices.

Reference prices during the first 2 vears were very
low relative to prices of imports, and countervailing
ievies were applied only a few times and never on US,
produce. Italian representatives maintained that the
existing rules did not give fruit and vegetable growers the
same protection from imports that wes being accorded
grain producers, for example, They succeeded in getting
an agreement by the Community to revise the reference
price-countervailing levy provisions as part of the com-
mon price package decision in December 1564, Regula-
tions adopted in early 1985 led to higher reference
prices nearer to normal offer prices. This increased the
probabflity of the imposition of countervailing levies.*
Although the levies have been appiied infrequently and
have not as yet been applied to US. produce, the higher
reference prices have causad greater uncertainty for fruit
and vegetable exports to the Community.

The next major regulation in this commodity area
was adopted in mid-1966.>* It provides for encouraging
the establishment of producer associations, precedures
far market intervention, and export subsidies including
subsidies for selected processed products, This was

3 counil Regulation No. 23, Journal QOfficiel No, 30,
Apr. 20, 1962,
Council Regulation Na. 65/65, Journal Official No. 86,
May 20, 1965.
Council Regulatinn No. 159/66, Journal Official No. 192,
Oct, 27, 1966. '
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followed in mid-1968 by a regulation for a common mar-
ket organization for processed fruits and vegetables ¢
The principal features of this regulation are the common
rules for assessing levies and granting subsidies on the
added sugar in canned and other processed fruit and
vegetable imports and exports, respectively, )

Despite the general tightening up of the rules an
imports and price supports, fruit and vegetahle pro-
ducers do not have the same assurances against price
variability as do producers of many other commodities.
There are no target prices with automatic procedures for
maintairing producer prices at or near desired levels.
Interveiition measures are intended mainly to prevent
severe price drops, with producer associations assigned a
refe in regulating supplies placed on the market and in
maintaining prices. Producers must bear part of the
burden of financing price support activities.

% council Regufation No. B65/68, Journal Official No. L
153, July 1, 1968.

Production and Consumption

All member gountries produce a variety of fruits and
vegetables, but ltaly is the principal producer in both
categories, accounting for well over half the total
Community output of fruit and a little over half of the
guantity of vegetables placed on the market. Table 53
shows the annuai average production of the 10 major
fruits and 10 major vegetables in each member country
for the last 3 years for which data are availabte. The
listing accounts for approximately 90 percent of the
Community fruit production and over 60 percent of the
vegetables marketed.

Apples are produced in greatest volume. Qutput is
welt distributed throughout the Community. Other
deciduous fruits are also grown in all the member states,
but except for plums and cherries, [taly is the leading
producer. The concentration in italy is greatest for
dessert or table grapes and particularly for citrus fruit.
Many other fruit species are also grown, but except for

TABLE 53.--EC production of selected f: uits and vegetables, by country, 1965-67 annual average

Germany France Italy Netherlands’ Belgiuml Luxembourg Toral®
Fruits 1,000 matric tons
AppleS, .o e e 1,691 1,240 2,135 397 217 14 5,754
Pears. . ..., 347 327 1,290 ate] 42 1 2,095
Cherrfes. .. .............. 213 m 212 3 6 1 546
Plums .. ..ocvniiinneenn 451 130 140 7 4 3 734
Peaches.........ovuu.no.. 2 402 1,281 1 2 - 1,707
Strawberries .. ........... 24 60 66 33 20 -- 213
Dessert grapes. ........... .- 311 987 [ 12 - 1,326
Granges” ... . ..o iiiaas - 2 1,132 - .- .- 1,141
Tangerines™. ............. - 1 184 -- .- .. 185
Lemons. . covnrvivnanrens “a -- 611 -- -- .- an
Allfruite...oo oo oL, 2,918 2,899 8,140 551 317 18 15,838
WVagetabies 1,3

Cauliflower.............. 88 339 695 53 56 -- 1,23
Carrots o voveeeinenann 161 573 180 118 87 1 1,100
Leeks .......ovuvnns . 33 443 15 26 69 .. 587
(07,51, H 18 21 452 212 25 .- gta
Lettuce ... ....o.uvinnnnn B8 m 337 110 42 - 858
GFEEN PBAS . ou v nvu v v .n- a1 3 247 58 79 -- 786
Greenbeans ............. B4 257 258 43 46 -- 6ER
Artichokes ........c0ee0s -- 127 584 -- -- .- 1
Tomatoes . ......oovuven, . 37 581 3,369 319 a3 -- 4,388
Melons . ..o iiiriinrennn -- 148 014 8 .- .- 1,067
All vegetables . ........... 1,403 5,207 10,301 1,636 787 4 16,338

! Data on fruit for the Netherlands and Belgium and on atl vegetables include pnly produce marketed. Other data on fruit are total

proguction.
Calcutated from unrounded data

Data for France are 2-year averages (1965-66}, except for tamatoss which are 3-year averages [1965-67).
MNote: No entry indicates no praduction, or less than 500 metric tons.

Source: Statistique Agricale, 1968-No, 8
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almonds in Naly {about 235,000 metric tans annually),
the volume of each is considerably bzlow that of listed
species,

A large number of vegetable species are grown in the
Community. Tomatoes sccount for nearly 23 percent of
the vegetables marketed, with Maly again in the lead. OFf
the listed vegetahles, production is fairly well distributed
among the member states except for artichokes and
melons, France leads in carrot and leek praduction while
Italy is shead in rmarketing of other major vegetables.
Other species not listed are of considerable importance
in some member states. For example, the Metherlands
markets about 250,000 tons of cucumbers annually,
accounting for about half of the volume of sales in the
Community,

Fruit and vegetable production has been expanding in
recent years although some fluctuations are evident, due
primarily to weather variability. Most of the principat
fruits and vegetables have contributed to this expansion
(table 54), Fruits are produced mainly on trees, 5o there
is & considerable lag between planting and the first
harvest. Thus, the reaction of producers to the CAP
would not yet be apparent in the production data.

e S e i 1 < B,

Among the trends shown in table 54, one of the more
significant is the pronounced expansion in citrus produg-
tion, Although this has occurred in both {taly and
France, almost all of the absolute increase has taken
place in Italy. Italy also has accounted for the bulk of
the growth in output of cther important fruits. It shared
with France the bulk of the increase in cutput of apples.
Praduction in other member countries showed weaker
trends with some downward movement apparent in
Germany. However, along with the Benelux countries,
Germany had a bumper crop in 1967, Pear production
has moved strongly upward in italy, more moderately
upward in ¥rance, but generally declined in the other
mernber states, Simitar trends have occurred for peaches.
Production of table grapes was sharply higher in 1967 in
Italy, but the longer term changes have been more
modest,

Production of several vegetables shown in table 54 s
characterized mare by variability than by distinet trends.
Lettuce and green pea marketings appear to have moved
downward somewhat, while sales of others have fluctu-
ated erratically or varied with some indication of
expansion. The most pronounced growth has accurred

TABLE 54.--EC preduction of selected fruits and vegetahles, 1960-67

1960 1961 19562 1863 1964 1965 1866 1967
Fruitl 1.000 metric tons
Apples.. .......... 5,588 4,000 5,104 §,702 5,241 5,139 5,701 6,422
Pears............. 1,733 1,576 1,789 1,887 2,112 1,687 2,419 2,180
Cherries. .......... 566 541 565 628 648 500 &1 536
Plums ., .......... 708 1,083 810 a3s 566 739 868 596
Peaches. _......,.. 1,154 1,382 1,394 1,752 1,803 1,803 1,766 1,652
Strawberries . ., .... 140 176 164 158 203 200 215 225
Dessert grapes. . ., , . 1,003 1,083 1,230 1,032 1,148 1,21 1,2B0 1,428
Cranges, .......... 742 801 714 924 1,022 899 1,180 n.a,
Tangerines. .., ..... 122 128 116 145 165 178 195 n.a,
Lemons. ......,... 337 485 359 487 560 560 804 n.a.
Allfruit. . .., ...... 13,531 13,039 13,324 15,353 15,180 14,658 16,408 2 16,640
\.I"eget-ablesl'3
Cauliflower, ,....., 1,082 1,252 1,488 1,121 1,267 1,233 1,183 n.a,
Carmots v ovvunyvn. . 2N 975 1,024 t,149 1,075 1,040 1,085 n.a,
Leeks . .,......... a1 507 513 591 525 571 580 n.a.
Onions ., ,,.....,, 783 287 873 893 893 852 879 n.a,
Lettuce........... 462 918 939 948 834 853 840 n.a.
Greanpeas ........ 554 715 763 844 775 709 158 n.a,
Green beans ,...... 480 597 581 678 695 620 707 na.
Artichokes .....,.. 540 577 489 288 1513 682 693 r.a.
Tomatoges ......... 3,074 3,634 3,684 3,588 3,835 4,190 4,495 4,510
Melens ........... 756 865 850 1,075 1,044 1,018 1,063 M.
All vegetables . .., ., . 16,822 17.015 16,418 17,776 18,384 18,427 18,398 n.a,
! Data on fruit for the Netherlands and Belgium and on all vegetabiles include only produce marketed. Qther data on fruit are total
production.
Estimated

1960 data for France excludes production from truck gardens. Therefars, they are not comparable to data for later years,
Source: Statistique Agricole, 1968-No. 8
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for artichokes, tomatoes, and melons - - vegetables for
which Italy is the principal producer, As with fruit, ltaly
accounts for a major share of the increase in vegetabie
production, followed by Franee. Output in the northern
members of the EC has been less variable,

While production of fruits and vegetables has been
expanding in the EC, consumption has also grown. Table
b5 shows supply-utilization data for broad aggregates.
Production of deciduous and other noncitrus fruits has
grown moderately in the 1960‘s but has not kept pace
with the slightly greater increase in consumption. As a
result, net imports have trended upward and the
percentage of self-sufficiency has declined. Nevertheless,
the Commission has expressed concern that for certain
fruits such as apples and pears, and to some extent,
peaches, the difference in the rate of growth of
production, compared with internal consumption, is
likely to lead shortly to a market situation in which
larger quantities of products will not find buyers at
prices satisfactory to producers.

For citrus fruit, both production and consumption
have grown substantially with a greater absolute increase
for the latter and a greater percentage increase for the

former. Thus, net imporis have grown moderately while
the percentage of self-sufficiency has also maved higher.

Supply-utilization data on dried fruit show no secular
trend, The Community is dependent on imports for a
substantial portion of its consumption and the situation
has not changed materially during the 1860's,

Ths Community is a net exporter of vegelables, In
recent years both production and consumption have in-
creased in approximately parallel fashion. Net exports
and the ratio of self-sufficiency have fluctuated only
moderately.

Foreign Trade

fmpaort Barriers

Duties as specified in the Common External Tariff
apply to all fresh and processed fruits and vegetables
imported from outside the Community. There also are
provisions for assessing countervailing levies on selected
fresh fruits and vegetables offered at prices below the
reference prices, Canned produce is subject to a levy
based on the added sugar ceontent. In addition to

TABLE 55.--EC supply and utilization for selected fruit and vegetable aggregates, 1960/61-1966/67

1960/61 1961/62 1962/83 1963/64 1964/65 1965/66 1966/67

Fruit! (Fresh & cannad,

including juice}? 1,000 metric tons

! Praduction ......... 11,563 10,596 11,364 12,856 12,527 12,084 13,546
Met trade™, .. ....... 7 an 1,226 1,094 1,270 1,652 1,654
i Utilization, ......... 12,334 11,517 12,580 13,950 13,797 13,736 15,140

Percent self-sufficient . 94 92 g0 92 91 88 89

Citrus fruit {Fresh &
: canned, incl. juica)®
E Production ......... 1,205 1,428 1,214 1,620 1,808 1,780 2,035

; Net trade®.......... 1,623 1,677 1,785 1,826 2,006 2,060 1,288 .
Utilization. ... ...... 2,828 3,105 2,999 3,446 3,814 3,840 4,023 .
i Fercent self-sufficient . 43 [ T:9 40 47 47 46 B1
. Dried fruit?

y . Productian ,........ 54 53 47 54 42 4z 45

. ]* Net trade®. ... ...... 174 183 204 182 176 210 155
§ Utitization. ... ...... 228 236 251 236 218 252 200
; FPercent self-sufficient | 24 22 13 23 19 17 23

Veyetables (Fresh &

i canned)

1 Production ......... 21,102 21,431 20,808 22,252 22,768 22,817 23,830

B MNettrade™. ......... -712 -1,079 -729 -350 -467 -366 -704
Utilization. . ........ 20,380 20,402 20,079 21,902 22,301 22,451 23126

i Percent self-sufficient . 103 105 104 102 102 102 103

Al fruit not listed separately below
Weight in terms of fresh produce .
Net imports {+}, net exports (-}, including intra-Cammunity trade
Weight in terms of dried fruit

Source: Statistique Agricole, 1968-No, 2
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Cormmunity rules affecting imports, several member
states retain national restrictions such as quotas or
import calendars.

ULS. Btake in the Common Market

U.S. exports of fruits and vegetables to the EC have
averaged close to $80 million annually in recent years.
They were somewhat below this level in 1967 and
considerably lower in 1968. Sales to the Community
account for roughly 25 percent of total U.S. exports of
these commodities {table 56).

Sources of Community Imports

ORANGES AND TANGERINES, FRESH: Spain,
Morocco, and Algeria were the Community’s primary
source for these commodities (table 57}, Algeria’s
market share declined due to political disturbances and
the nationatization of French-owned farms in the falt.of
19€3. Spain, and to some extent Israel, moved in to fill
the vacuum created. The U.S, market share has been
only 2 or 3 percent,

Through 1867, import prices in the Comrmunity did
not fall below the reference prices and so zom pensatory
levies were not applied, However, it is not entirely
correct to concfude that the CAP has had no influence
an exports of supplier nations. Because of the possibility
of these lavies, Spain, the largest supplier, placed a quota
on its exports to the Community in 1986, For a while it
appeared that exporting nations would not be able to

i Ly r e

control exports in 1967 because of increased produc-
tion, and that levies would be applied. Such was not the
case that year. However, future increases in preduction
resulting primarily from increased vields in Mediter-
ranean countries may increase exports and trigger the
levy. To reduce their dependence on the Community as
a market, Mediterranean suppliers have increased their
sales efforts in Eastern Europe, Future exports from the
United States could be reduced by the leviss, but
through 1867, the CAP had little effect.

LEMONS, LIMES, GRAPEFRUIT, AND OTHER
CITRUS FRUIT, FRESH: Member states obtain most of
these imports from Haly; other major suppliers are the
United States, lsrael, and Spain (table 58). Israels
market share increased somewhat whiie that for the
United States and intra-Community trade declined.
Israeli production has increased significantly for a
number of years and to dispose of their increased
preductian, they have undertaken an aggressive export
sales program in Europe. This, rather than any effect of
the CAP, primarily accounts for the changes.

APPLES, FRESH: The EC traditionally has not been
a market for apple exports from the linited States.
Apples are included because of the effects of the CAP on
U.S. exports to the United Kingdom, analyzed below,

DRIED FRUIT: By far the most important suppliers
are Greece and Turkey followed by the United States,
Iran, and Australia (tabie 59}, There were few changes of

TABLE 56.--Annual valug of 1.8, exports of selected fruits and vegetables and all farm commodities and the refative importance of
the EC as a market for these commadities, 1965-67 average

Vaiu S, :
glue of US, exparts to c E"WT“ to the Relative impeortance
. Smmunity as a share of each commodit
Commadity European of exports to . ¥
X in LLS, farm exports
Worid Community the warid tc ECI
{Col. 2+ Coi. 1)
{1} {2 {3 {4}
Milfion doltars Percent
Oranges and tangerines,
fresh, .., 48 11 229 7
Qther citrus fruit,
fresh L 34 1 32.4 7
Apples, fresh .. ... .............. 21 2 a5 1
Driedfruit .. .. ..oou oo, 50 10 200 7
Preserved fruit ,............ b 113 358 31.0 2.3
Preserved vegetabies,........... P 2% 5 20,0 .3
Total, selected fruits and vegetables., ., . 281 74 25.4 4.5
All farm commadities, .. ........... £,553 1,508 23.0 108.0

! Valug of each commuodity exported to the Community {Col. 2} as a share of the value of ail farm commuodities exportad to the

Community
Mostly grapefruit, lemons, and iimss

94

By




v

o bt e Y e . e et ———— e+ = . e e e
; 14
: TABLE §7.--Value of EC orange and tangerine imports, by source of imporis, and market share for each source
I Average vaiue
Country Change F-year low 7-year high
[ 1961-63 1965-67
E.
if
A Value imported from: Mil. dof. Mil. dol. Pet. Mil. dot, Year Mil. dol. Year
¥ World. ..o 269.9 318.3 17.9 256.6 1961 327.2 1966
United States ....... 7.0 0.3 46,7 4.8 1864 12.6 1967
EC. ... iiiiiian . 14.7 142 -3.3 11.9 1962 16.8 19656
Haly. ... ........ 12.2 11.3 1.2 94 1966 14.1 1965
v SPAIN. .. .iveeriians 96.8 134.6 39,1 825 1963 150.4 1966
; Union 8. Africa. ..... 16.0 21.3 328 15.2 1961 23.3 1864
Morocco . ..., 53.1 65.3 228 48.2 1961 69.5 1965
Algeria ..........-. 49,5 279 -43.6 221 1967 52,2 1863
% Brazil. . ,........... 8.1 5.4 =244 5.0 18966 9.4 1963
' Israel, ... .covevnnn. 16.6 258 65.3 10.3 1961 229 1967
3 AllOthers. . ........ 9.0 125 38.4 6.9 1964 13.0 1967
* I Share imparted from: Percent Year Percent Year
! World, . ...o oo 100.0 100.0 e .-
it United States. .. ..... 2.6 3.2 24.4 1.7 1964 4.1 1967
¢ EC.......iiiuinnns 5.4 4.5 -18.1 3.8 1966 6.4 1861
! taly. ooovenunn. 4,5 3.6 -21.3 2.9 1966 5.2 1961
i Spain............, ol 35.9 42,3 17.9 293 1963 48.0 1966
Union 8. Africa. ... .. 5.9 6.7 12,6 5.8 1963 8.1 1964
N Morocco .. .. ,....., i9.7 20.5 4.1 17.8 1962 22.3 1963 e
3 Algeria . .........0. 183 8.8 -52.1 1.2 1967 t8.5 1963
5 Brazil. . ... iiua. 3.0 2.0 -32.6 1.5 1936 3.4 1963
| ISrael, oL 5.8 8.1 40.2 4.0 1961 9.8 1967
s AllOthers.......... 3.3 39 17.3 2.4 1364 4.2 1967
E
2 . 1 1
z TABLE 58.--value of EC "other” citrus fruit imports”, by source of imports, and market share for each source
. Ayerage value
. § Cauntry Change T-year low F-year high
- 1961-63 1965-67
: Value imported from:- Mif. dol. Mil, dol. Pct. Mil dof. Year fl. dol. Year
; Werld. . ............. 50.5 68.8 36.2 43.3 1961 75.8 1967
i United States ...... 1.4 1.2 7.0 8.4 1962 14,7 1963
EC...voiiviiinnnn 205 254 239 17.6 1962 26.2 1967
Maly. ..., 20,0 25.0 24.9 17.2 1962 257 1967
; EC Assoc. .....,... 1.5 2.3 49.1 1.0 1961 3.3 1967
i Spain ..o 5.8 8.9 52.3 3.4 1963 10.1 1967
S e Unian §. Africa. .. .. 8 3.7 365.0 .5 1961 4.8 1967 ]
el T Moracco . .. .. ... .. 1.4 1.4 4.0 i1 1966 2.1 1965
L '_r, Israet. . ...... heean 4.3 10.8 162.0 2.5 1961 12.7 1967 T
. i Al Others. .. ..., 5,1 4.3 -14.6 3.9 1961 7. 1963
i Share imparted from: Percent Year Percont Yaar
: World. .............. 100.0 100.0 v -
p United States . ..... 219 17.2 -21.4 17.0 1965 23,6 1963
: EC. ... verinnnns 40,6 37.0 -9.0 34.6 1967 42.6 1961
' o laly, ....... ves 39.7 36.4 -8.2 3.9 1967 41,0 1261
,; ECAssoc.......... 34 34 9.5 23 1961 4.4 1867
i 1212711 VO 11.6 129 1.9 5.4 1963 18.5 1962
i, Union §, Africa, ... 1.6 5.4 244.4 1.1 1961 6.3 1967
il MOraceo . .o.uuuuns 27 2.1 -23.6 1.5 1967 3.3 1965
. : (1171 [N 8.5 16,7 85,1 5.8 1961 16.9 19686
; Al Others, ........ 10.0 6.3 -37.3 5.8 1967 1.5 1963
§ f' ! Includes mostly lemans, fimes and grapefruit
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TABLE 59.-Value of EC dried fruit imports, by source of imports, and market share for each seurce

Average value
Cauntry Change 7-year low 7-year high
1861-83 1965-57

Value imported from: Ml dol, Mil, dol, Pet. R~ dol. Year AL dol. Year
Warld. . ............ 48.1 56.8 18.2 45,2 1963 60,2 1865
United States ... .., 85 10.3 220 7.6 1963 10.8 1965
EC ...l 21 2.7 27.1 2.0 1961 2.8 1966
Italy.......... 1.1 1.2 8.2 i 1964 1.2 1966
ECAssoc......... 244 30.7 26,1 23.5 1961 328 1865
Greece.,....., 11.0 5.7 42.4 a.7 1861 17.3 1865
Turkey. . ...... 13.3 15.0 12.6 1.9 1963 15.5 1965
Eastern Europe, ... 20 1.8 38 1.7 1863 2.2 1961
Yugoslavia. ..., 1.4 7 -48.3 B 1866 1.7 1961
Austrafia......... 18 4.0 147.3 1.6 1863 5.3 1865
framn. ... oL 8.0 3.8 -36.4 38 1965 6.8 1362
AllOthers. .. ..... 3.5 34 -1.8 2.8 1983 4.1 1961
Share imported from: Percent Year Percent Year

World.............. 100.0 100.0
United States. . .. .. 17.8 18.2 3.2 16.2 1964 19.4 1962
EC . i, 4.4 48 7.6 4.2 1581 5.1 1966
ftaly. . ........ 2.3 2.1 8.5 1.8 1964 2.5 1263
ECAssoc, ........ 50.6 4.0 6.7 49.4 1962 54.4 1865
Greeee,,....,, 2249 27.6 0.6 205 1961 29.3 1864
Turkey ....... 27.7 264 -4,7 24.4 19684 28.3 1961
Eastern Europe, ... 4.2 3z -23.7 3.1 1966 4.7 1961
Yugoslavia. . ... 25 1.3 -56.2 1.0 1866 3.8 1981
Australia, ........ 3.4 7.1 109.3 3.1 1862 8.5 1985
Iran. . ... .. aa. . 12.5 6.7 -48.2 5.8 1865 v 131 1962

Alt Others. . ...... 7.2 6.0 -18.9 5.5 1965 8.7 1961

any significance between 1961 and 1967, Imports frem
Greece did increase a little faster than total imports, and
imports from Iran declined, Greece and Turkey have
received preferential treatment not extended to other
countries, but through 1967 this had little effect on U.S,
exports,

PRESERVED FRUIT: Intra-Community trade in
1965-67 accounted for 25 percent of imports, with [taly
and the Netherlands as the largest suppliers. The United
States was the next largest followed at some distance by
Spain, which in turn was followed closely by s large
number of small supptiers {table 0}, Between 1861-63
and 1965-67 the U.S. market share declined 11 percent-
age points. Since more than half of this deciine was
matched by increases for other nonmembers there is
little reason to believe that the CAP had much net effect
through 1967,

PRESERVED VEGETABLES: Intra-Community
trade accounts for most of the imports, roughly 45

96

percent (table 61}, China {Taiwan) has become a major
supptier, The United States was a significant supplier in
the early 1950°s but its position has been reduced
considerably, By 1867 the EC imported enly $2.4
iltion frem the United States-down from $105
million in 1863. Intra-Community trade has grown in
value but not 4s a proportion of total trade.

The importance ot Taiwan has increased and that of
the United States has declined because of a shift in
Germany's imports of white asparagus, The production
of this crop is labor intensive. In the United States there
was a sharp decline in production and in canned exports
after 1964, caused by a lack of workers skilled in the
cutting of asparagus spears, This resufted from the
expiration of the special legislation under which seasonal
agricultural workers from Mexico had been admitted
intc the United States. In addition, EC imports of
mushrooms from Taiwan have been increasing. These
changes of course are in no way tied to the CAP.

Lo
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T L] TABLE 60.--Value of EC preserved fruit imports, by source of imports, and markat share for each source
3 Average value
i Country Change F-year low F-year high
: y 1961-63 1965-67
¥ Value imported from: Mil. dol, Mil. dof. Pct, Mil. dol. Year Mil. dof. Year
World.,............. 130.2 201.3 54.6 107.6 1281 2138 1867
! United States ..... 378 36.6 -3.4 30.3 1967 44.0 1965
; EG ....... ..., : 26.0 50.1 92.8 22.2 1961 60.7 1967
] France........ 5.4 6.4 27.8 4.8 1961 7.4 1966
; Italy, ......... 114 20.4 78.4 10.6 1961 239 1967
: Netherlands, . .. 6.5 13.2 102.6 49 1981 16.9 1967
i EFTA . ... ....... 341 38 224 27 1961 4,2 1967
; EC-AOM......... 7.B 12.3 62.2 6.8 1961 1358 1967
3 tvory Coast ..., 3B B.2 116.0 2.9 1961 9.9 1967
: Fr. Antiiles , . .. 3.7 39 5.2 3.3 1967 4.3 1966
f Eastern Europe . ... 13.3 221 66.2 8.1 1961 246 1867
: Poland........ 3.1 6.9 124.3 1.8 1961 8.5 1967
: Yuguslavia. ..., 5.2 6.0 15.9 3.8 1961 6.3 1967
: dapan ........... 4.6 7.6 63.1 4,2 1961 7.9 1965
; Spain............ 8.4 14.1 88.0 6.1 1961 15.7 1965
: Union 5. Africa. . .. 4.3 78 80.3 3.7 1961 8.9 1866
: Morocco . ........ 5.7 8.9 55.3 5.5 1263 10.3 1966
- China Formosa . . .. 4.0 6.7 68.9 3.7 1962 7.5 1965
“t Istael. ..., ....... 3.0 6.1 104.8 2.2 1961 7.1 1967
I All Others. ., ..... 12.3 25.1 104.6 101 1961 28.0 1967
af Share imported from: Percent Year Percent Year
B World. ............. 100.0 100.0 .- ---
" United States. ... .. 281 18.2 -37.5 14,2 1967 30.8 1962
1 EC. ... 20.0 24.9 24.7 19.3 1962 284 1967
France.....,,, 4.2 3.4 -17.3 33 1965 4.5 1961
! Maly.......... 8.8 10.1 15.4 83 1983 11,2 1967
i Netherlands, . .. 5.0 8.6 31.0 4.5 1861 7.9 1967
i EFTA ........... 2.4 1.9 -20.8 1.8 1966 2.5 1961 ;
EC-AOM, . ....... 5.8 6.1 449 4.9 1962 6.4 1964 ]
lvary Coast .. .. 29 1.1 39.8 2.8 1982 4.6 1967 |
4 Fr. Antilles. .. .. 29 1.9 -32.0 1.6 1967 3.7 1961
i Eastern Europe. . .. 10.2 11.0 7.8 7.5 1861 120 1963
Poland........ 2.4 3.4 45.1 1.7 1861 4.0 1967
4 Yugostavia. .. .. 4.0 3.0 -25.0 2.8 1966 4,2 1962
! dapan ........... 3.6 38 5.5 3.1 1983 4.1 1965
3 SPain. ... 6.5 7.0 8.7 5.7 1961 8.2 1965
; Union 8. Africa, . .. 3.3 3.9 16.6 3.2 1962 4.5 1966
: i Moreceo .. ....... 4.4 4.4 5 3.8 1963 5.2 1966
: 4 China Formosa . . . 3.1 3.3 9.3 2.7 1962 3.9 1265
! 5 israel. .. ..., 2.3 3.1 325 2.0 1962 3.3 1967
I All Others, , . ..... 9.4 12.5 324 0.2 1963 13.1 1967
N
: i
S
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TABLE 61.--Value of EC praserved vegetable impuorts, by source af imports, and market share for each source

Average value
Country Change 7-year low 7-year high
19861-63 1965-67
Yalue imported from: Ml dol. Mit. dof. Fet. Mil. doi. Year Mil. dol. Year
World, ............. 67.4 124.4 84.6 439 1961 134.1 18967
United States .. ... 8.7 5.0 -42.3 2.4 1957 1056 1963
EC....ivviiinns 33 56.7 80.9 24.1 1961 80.0 1967
Belgium-Luxem-

bourg. ........ 9.4 11.2 275 6.5 1961 12.3 1865
France........ 7.3 17.8 1441 6.3 1951 19.9 1966
taly, ......... 105 15.3 457 8.6 1961 16.5 1967
Netherlands. .. 4.0 11.2 1819 2.6 1961 129 . 1867
EFTA .......vv.. 1.2 2.9 148.5 9 1962 3.8 1965
Eastern Europe. .. 6.2 8.6 385 44 1961 10.0 1966
Bulgaria....... 21 3.4 45,5 1.4 1961 3.7 1866
Spain. . ........ .. 3.8 7.0 821 28 1961 1.4 1965
MorOcee ... ouvun s 3.0 5.7 81.3 1.9 1961 6.5 1867
Algeria .......... 4.6 4.2 29 38 1967 5.1 1963
China Formosa . ... 4.3 2689 524.8 5 1261 36.8 1867
All Others, ....... 4.1 7.4 79.9 2,5 1961 84 1967
Share imported from;: Percent Year Parcent Year

World.............. 100.0 1060.0 - .- .-
United States. ... .. 13.0 4.0 -68.8 1.8 1967 13.6 1962
EC....chviiinnn 46.5 45.6 -2.0 41,0 1864 50.2 1961

Belgium-Luxem-

bourg....... i39 9.6 -30.9 8.7 1967 14.8 1962
France........ 10.8 14.3 322 1.7 1963 16.0 1966
Maly.......... 15.6 12,3 21,1 12,2 1966 17.9 1961
MNetherlands. . .. 5.9 9.0 52,7 5.3 1981 9.6 1967
EFTA ... ........ 1.7 23 4.6 1.3 1962 2.3 1966
Eastern Turope, . . 8.2 8.9 -25.0 5.4 1967 10.2 1963
Bularia. .. .... 3.1 2.5 -21.2 19 1967 33 1962
Spain,...iiieas 5.7 5.8 -1.4 5.0 1967 7.3 1964
Morocco . ... vu. . 4.5 4.8 1.5 36 1962 6.3 1964
Adgeria .. ....0uuun 6.9 3.4 -51.2 2.8 1967 8.8 1961
China Formosa. ... 6.4 21.6 238.4 2.0 1961 274 1967
All Gthers, . ...... 6.1 6.0 -256 5.1 1961 7.4 1964

Destination of Community Exporis

Common Market exports of a number of fruits and
vegetables either do not compete with U.S. exports, or
else U.S. exports are insignificant, Fruits and vegetables
not amalyzed here fall into one or both of these
categories,

LEMONS, LIMES, AND OTHER CITRUS FRUIT,
FARESH: The Common Market is both an importer and
an exporter with Italy the chief exporter. ltalian exports
to Eastern Europe are guite significant, totaling nearly
$17 miltion in 1265-67, and there are also some exports
to Austria, Switzerland, and the United Kingdom. Of
these markets only the United Kingdom is of any
sighificance 1o the United States and even it is a very
small one. U.S, exports to the United Kingdom have
declined as has the 1J.S. market share. Both the value of
ltalian exports and Italy's market share have increased
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suggesting the possibility of some displacement of
imports from the United States.

FRESH APPLES: The Community exparted apples
to the United Kingdom, Auwustria, and Switzerland in
1965-67. The United Kingdom was a very important
market for the United States. There was not much
change for the United States in this market between
1861-63 and 1965-67, but in 1967 U.K. imports from
France increased sharply (over a 100 percent increase
from a base of $7.5 million in 1966). At the same time
imports from the United States declined by tmore than
20 percent,

PRESERVED FRUITS: As with other commodities
the Community is both an importer and exporter,
Exports to nonmembers averaged roughly $40 million a
year. The primary market was the ! Jited Kingdom,
which purchased $17 million in 1965-67, with the
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remainder scattered in small amounts to a numbey of
markets. Although U.S. exports to the United Kingdom
declined, U.K, imports from the EC did not increase
either in value or as a proportion of total imports.

Indirect Effects of the CAP on U S, Exports

No significant declines were noted in any U.5.
exports to any markets which reasonaldy could be
attributed to indirect effects of the CAP,

FEOGA Expenditures

Member states receive reimbursement for half of their
expenditures for financial support to producer associa-
tions during the first 3 vyears of aperation and fult
reimbursement from FEOGA for authorized expendi-
tures for market intervention and export subsidies.
However, until 1970 the annual reimbursement of
expenditures on market intervention is limited to $40
miltien for Italy and $20 million for all the other
member states. Eligibie expenditures on export subsidies
are reimbursed without limit,

Official estimates of FEOGA expenditures of
1966/67-1968/69 are as follows:

Internal
Market Export
Intervention  Subsidies Total
1986/67 % 60,000 3 60,000

1967/68 27,000,000 $2,000,000 29,000,000
1968/69 45,000,000 2,000,000 47,000,000

Implications for U.S. Trade

U.S. exports of fruits and vegetables have held up
fairly well in recent vears. The lower levels in 1967 and
1968 were due in part to reduced supplies in the United
States.

Fresh Produce

Apples and citrus fruit are the major U.S. expart
items in this category. Duties apply to all Community
imports and in many cases the maximum levels are
bound in the GATT, The major exception for products
of current interest te the United States is lemons for
which the EC has made no commitment on the duty
level. Duties ta not appear presently to represent a
serious restraint to trade although there is considerable
room for further reductions.

D e P . e ma e e man e

The reference price-countervailing levy provisions
have a potentially serious trade-deterring effect. To date
the reference prices have been set at levels belaw usual
offer prices of non-EC produce and particutarty those of
U.S. exports. However they have been increased in
recent years, and there have been tirmes when US.
praduct prices were close to the reference prices. |f the
reference prices are increased further, the probability of
countervailing duties being assessed on U S, exports
would be correspondingly increased. 1t remains to he
seen how the Community will apply these provisions on
products for which there are GATT bindings. The main
effect of these pravisions currently is the added uncer-
tainty that they introduce into trade in fresh fruits and
vegetables.

A potentially desirable feature of the common policy
is the intended eventual etimination of national restrie-
tion on imports of both fresh and processed fruits and
vegetables. Present restrictions inciude import quotas for
some commodities and the granting of import licenses
for certain fresh fruits only after domestic produce has
been absarbed by the market. Their removal would
benefit third country exporters including the United
States if they were nat replaced by other equally
restrictive measures,

Tolerances for pesticide residues and provisions re-
garding coloring and other additives are still being
discussed in the Community. Establishment of uniform
criteria for the EC could benefit trade by removing
inconsistencies among present national regulaticns, How-
ever, the net effect could be unfavorabie if the adopted
rules were to be excessively strict,

The basic conditions that will determine the size of
the market available to third country exporters are the
future relationships between production and comsump-
tien in the Community, Trends noted earlier give some
reason for optimism. However, the output of many
fruis can be changed only after considerable time lag,
and nat enough time has elapsed to permit evalustion of
the production impact of the limited intervention
measures and other provisions implemented in 1957,

Processed Produce

The variable levy on the sugar added content of
canned fruits aird vegetables is of great concern to U.S.
and other exporters. More than one-fifth of the annual
$90 million US. export trade to the EC (1962.67
average) in fruits and vegetables has recently heen
subjected to a variable fevy on its supar added content,
The principal U.S. products affected by this charge are
canned peaches and canned fruit cocktail.

In 1957 imports of canned peaches and canned fruit
cocktail into the EC countries were dutiable at ad
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valorem percentages ranging from 16 to 35 and avaraging
286.5. Benelux alone among the EC member countries, in

addition to an ad valorem duty, levied a small additional -

duty on the sugar added content of canned fruijt
imports, As the EC developed its Common External
Tariff, an ad valorem rate of 27 percent was adopted for
Tariff No. 20.06 B 11b under which canned peaches and
canned fruit cocktail in containers of 1 kilogram or less,
the impertant US. export items, are classified. In
addition to that ad valorem rate, a somewhat cryptic
provision was made to subject the sugar added content
of these products t¢ an additional charge. During the
1260-61 {Dillen Round) Tariff Conference the United
States was granted a concession by which the ad valorem
rate was reduced to 25 percent. Under the Kennecy
Round this rate is to be further reduced to 24 percent.
The transitional current rate is 24.6 percent.

The lowering of the original Common External Tariff
rate from 27 to 24 percent ad valorem is much more
than offset by the introduction on July 1, 1967, of a
variable levy on the sugar added content. The sugar levy
originally ranged from a low of 15.12 cents per kilogram
in the northern countries to a high of 20.84 cents in
ftaly. It was fixed at 20,22 cents on July 1, 1968, and
has subsequently been raised severai times. Effective
Sdptember 10, 1968, it was set at 21.13 cents per
kilogram. At normal average trade tevels, &t least 17
million and more likely 23 million pounds of sugar
added to U.S. canned fruit products are subject to that
levy. In round numbers, 10 million kilograms would be
subject to a levy somewhat in excess of 20 cents, a total
annual charge socmewhat over $2 million.

Three considerations make the levy on sugar added to
canned fruits imported into the EC painful: (1) The
unrealistically high levy rate, (2} the raising of import
charges on canned fruit implicit in the levy—a direct
inversion of the duty rate reductiors granted in the
Dillon and Kennedy Rounds, and (3) the increased
trading risk and cost inherent in the levy.

(1} The theory behind the levy is that the duty
accords Community processors insufficient protection
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and that they must he compensated for the higher price
they must pay for sugar, The computations are based on
the threshold price for refined sugar of 24.94 cents per
kitogram and the Paris Terminal Market Guotation for
white sugar, which in mid-1968 was approximately 4
cents per kifogram. The difference between the two
price levels, approximately 21 cents, is the levy. How-
ever, U.S. fruit canners must pay about 9 cents—more
than twice as much as the Paris Terminal Market
quotation for the sugar they use in products to be
exported. More equitable would be a variable fevy on
sugar added amounting to about 5 cents Jess than that

actually charged. The levy also overcompensates for the
sugar price differential in that EC sugar prices in the
canning areas are considerably below the threshold price.

(2} The levy as now collected completely offsets the
Dillon and Kennedy Round concessions and typically
subjects canned fruits to a higher import charge than the
32 percent ad valorem duty on such imports into
Germany, the principal EC importer, as of 1957. This is
shown by the following data: Case of 24 No. 2% cans of
peaches in heavy syrup, 19.726 kilograms net weight,
¢.i.f, value Rotterdam $6, A 32-percent duty would be
$1.92.

The 24.¢ prreent Kennedy Round duty is $1.48. To
this must be added a 54-cent variabie levy on sugar,
making the total import charge $2.02,

The variable levy is calculated as foilows:
Assumed total sugar content

tby refractometer reading} 23.7%
multiplied by factor 0.93 22.0%
minus natural sugar content 8.0%
sugar added content, subject to levy 13.0%

13.0% x 19.725 kg equals 2.564 kg
2.564 kg x 21,13cent variable levy equals 54 cents

{(3) The possibility of changes in the variable levy on
sugar, the need for and the unpredictahle result of the
refractometer reading on imported canned fruit, and the
delay in final customs liquidation increase trading risks,
Also, the refractometer reading requires the destruction
of merchandise.
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FEOGA - THE EUROPEAN AGRICULTURAL GUIDANCE AND
GUARANTEE FUND

FEOGA FINANCIAL OPERATIONS
Expenditures

The flow of funds through the Guarantee Section of
FEOGA, which finances internal market intervention

- and export subsidies, has mounted rapidly since it first

. began in 1862/63. Through 1966/67 increases.were due
. primarily to tweo factors. First, as more commodities and

commodity groups were organized under CAP reguls-

i tions, FEOGA became responsile for financing internal
_ market intervention and export subsidies for these
" commodities. During “962/63 and 1963/64, only cereals

. and cereal products, pork, and poultry and eggs were

. eligible for FEOGA financing. Milk and milk products,

rice, and fats and oils were added in 1864/65, Fruits and

. vegetables were added in 1968/67. in 1967/68, beef and
. veal, sugar, certain processed agricuftural products, and
~ graps seed oil became eligible. This completes the list of
. products presently subject to CAP's,

The second factor causing increasing FEQGA expen-
ditures was the increasing FEQGA-reimbursabie percent-

" age of member state expenditures on these eligible
. commodities. The reimbursable portion of these expen-

ditures increased as follows:

1962/63 one-sixth
1963/64 one-third
1964/65 one-half
1965/66 six-tenths
1966/67 sever-tenths
1967/68 all

As each commodity group was organized under a

CAP, expenditures on that CAP were reimbursable in the
" propertion applicable as of that date. This held true
©until 1967/68, when only commodities in the unified
; market stage were eligible for complete fipancing, Until

a commodity CAP enters the final stage, only seven-

" tenths of eligible expenditures are reimbursed. For
~ example, only seven-tenths of eligible expenditures in

the dairy sector were reimbursed in 1867/68 because the

* dairy CAP was not completed until Juty 1, 1968,

Expenditures from the Guidance Seciion of FEOGA,

" which are intended as aids to structural improvement in

agriculture, also increased rapidly through 1967/68.

" During 1982/63-1966/67, altocations could not exceed
. an amount equal to one-third of total Guarantee Section
" expenditures. However, since the latter were expected to
. triple from 1966/67 to 1967/68 and since this would

have strained the budgets of member states {reguired to

provide, as matching aid, an amount egual to 25-40

percent of the total cost of improvement projects), a

imit of $285 miilion was placed on Guidance Section

aflocations beginning in 1967/68.
Expenditures from the Special Section during

1967/68-1969/70 are intended to compensate the wheat

producers of Germany, [taly, and Luxembourg for losses

of income due to the reduction in wheat prices which

toock place in those countries when the common target

price came into effect in mid-18€7. :
Table 62 presents a summary of FECGA expendi- =

tures by commedity and purpose for 1962/63-1968/69.

. Contributions

Three systems have been used to determine member
state contributions to FEQGA since 1962/63. Assess
ments are made after evidence of eligible expenditures
has been submitted to and cleared by EC officials after
the end of each marketing year, The first system was
applied in 1962/63-1964/65 and.consisted of two parts,
The first part was assessed according to the percentage
scale laid down in Asticle 200:1 of the Rome Treaty, as

follows: )
Belgium 7.8% |
Luxembourg 0.2
France 28.0
Germany 28.0
Italy 28.0
MNetherlands 7.9

This part provided 103, 90, and 80 percent of the
contribution in 1862/63, 1963/64, and 1864/65, respec-
tively. The second part, which provided zero, 10, and 20
percent in 1962/63, 1963/64, and 1964/65, was in
proportion to each membe: state’s net imports from
third countries of commodities organized under the
CAP, This part therefore took into account the proceeds
from agricultural import levies which would accrue to
national treasuries until 1870, A ceiling was also placed
on the percentage which any member state would be
required to contribute, as follows:

Belgium-Luxembourg

o

Economic Union 10.5%
France 28.0
Germany 31.0 B
Italy 28.0
Netherlands 13.0 ;
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TABLE 82.--FEQGA expenditures, by section, commodity, and purpose, 1962/63-1968/601,2

1962/63 1963/64 1964/65 1965/66 1866/67 1967/68 1068/69
Guarantee section: Million doffars
Grains, total ... ... ... ..., 280 49.0 126.8 120.4 136.& 535.C 666.0
Market intervention, .. ....... 6.5 B9 14.6 16.3 274 1656.0 212.0
Export subsidies . .. ......... 215 40,1 12,2 104.0 109.1 370.0 454.0
Rice, total.........covvveneen.. can .- 0.8 %) 0.7 7.0 18.2
Market intervention. . ......., .- 0.1 _-- 0.2
Exportsubsidies . ........... .-- .- 0.8 i) 0.6 7.0 18.0
Vegetable fats and oils, total. . .., . .- .- 8.0 --- 79.3 194.8 260.8
Producer subsidies. . ......... .- .. 8.0 --- 79.3 1¢4.9 253.0
Export subsidies ., ,......... --- --- --- am- --- .- 7.8
Paultry, totsi®, ... .. ... ... ... 0.2 0.7 1.3 2.1 239 5.0 8.7
Eggs, total*.. .. ... ... ...l 0.6 1.0 1.2 1.2 0.7 2.0 1.8
Beef and veal, total . . ........... e --- .- --- .- 2.0 220
Market intervention. . ..,..... CRE --- .- .- e .- 13.¢
Expertsubsidies . ........... ... --- --- 2.0 9.0
Pigmeat, total . ..., ........... Q.1 .- 7.7 14.4 15.3 40.0 42.2
Market intervention. . ........ - --- 0.2
Export subsidies ............ 0.1 R 1.7 14.4 16.3 40.0 42.0
Dairy products, total. . ... ....... --- --- 25,2 98.0 131.7 370.0 6524,0
Market intervention, .. ....... -- “-- 7.4 280 35.0 150.0 304.0
Expart subsidies. .., ......... - - .. 17.9 70,0 96,7 220.0 320.0
Fruits and vegetables, total....... -a- - B mee 0.1 29.0 47.0
Market intervention, . ........ --- - --- an- 0.1 27,0 45.0
Export subsidies ............ .- .- --- .- ... 2.0 2.0
SUgAr, 10Tal. e . .- .an Sa4.0 534 110.0 302.0
Market intervention, , . ....... --- -.- .- 4.0 3.4 50.0 132.0
Export subsidies, .. .......... ... --- a-- .-a P 60.0 170.0
Processed products, total. ..., .... - --- --- - R 18.0 20,0
TJotal..........0ovvun. .. 28.7 50.7 170.9 2401 370,56 31,3129 2,009,7
Guidance section:
Total ... vieiieieinnay, a.r 171 54.6 80.0 123.5 285.0 285.0
Special zaction;
Total., .ovniiii e, -- e 206.3 138.3
Grandtotal, . ............ 37.8 67.8 2265 320.2 494,0 1,804.2 2,433.0

! 19B87/68-1968/69 figures are official EC estimates.

Figures may not add ta totals due to rounding.

Less than $50,000

CAP regulations provide anly for the payment of export subsidies.
Special pre-CAP compensation to Belgium

Sources: 1962/63-1967/68 - Amtsblatt der europaeischen Gemeinschaften, No. 92, May 28, 1985; No. 110, June 22,1966; No, 78,
April 24, 1967; No. 109, May 10, 1868

1968/69 - Department of State Airgram A-B52, Brussels, Navernber 7, 1868
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The second system used to determine contributions

was a return to straight percentage shares in 1965/66
and 1966/67. The shares were as follows:

1865/66 1866/87
Belgium 7.95% 7.95%
Luxembourg 0.22 0.2
France 32,58 28.26
Germany 31.87 30.83
ltaly 18.00 22.G0
Netherlands 9.58 8.74

The third system was applied from July 1867 and will
be in effect until Decemier 1968, Under this system, to
finance only the Guarantee Section, member states are
required to pay inte FEOGA an amount equal to 90
percent of their agricultural import levy receipts. The
remainder needed to finance total Guarantee Section
expenditures will be assessed as follows:

Belgium 8.1%
Luxembourg 0.2
France 32.0
Germany 31.2
[taly 20.3
Netherlands 8.2

The Guidance Section will be financed in its entirety
through the above percentage contributions, while con-
tributions to the Special Section will be based on the
scale of Article 200:1, 1t is estimated that 90 percent of
the levy receipts will finance approximately only 45
percent of the 1967/68 Guarantee Section expenditures
and an even lower percentage in the following 2 years, as
expenditures increase sharply and levy receipts remain
relatively stable or possibly decline.

Table 63 gives estimates by the German Ministry of
Finance of contributions to the Guarantee Secticn of
FEOQGA for 1867/68 by source,

TABLE 63.--Estimated contributions to the Guarantee Section,
by country, 1867/68

Country mport levies Fixed scale Total

Million  Per- Million  Per- Million Per-

doflars  cent doflars cent dollars cent

Belgium 67.30 t1.4 58.63 8.1 12593 496
Luxemaourg! 2,20 0.4 145 0.2 365 0.3
France 55.53 84 23183 320 28715 218
Germany 18283 31.0 22585 31.2 408868 311
Italy 171.75 202 14695 20,3 31888 243
MNetherlands [109.55 18.6 58.360 8.2 16893 129

Totals [588.15 100.0 723:85 100.0 1,313.00 100.0

Source: Department of State Airgram, A-1803, Bann, July
22,1988
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The shift to this third system obviously has been at
the further expense of countries which are large im-
porters, of variable levy items. The financial advantages
or disadvantages, however, may not be as clearcut as the
table would indicate. Member states such as the Nether-
tands and: "-Ie!gium mzy be enjoying higher levy receipts
merely by .urtue of their having relatively efficient port
and transpoitation facilities. These attract the shipping
trade, even though the wuitimate destination of the
imports may be another member state. For this reason,
they collect levies which would have accrued to the
treasury of the ultimate importer in the absence of a
common market, and in a sense, they should therefore
be required to bear a somewhat greater portion of the
total burden. Howsver, this factor certainiy does not
compensate 1o any great extent the financial disadvan-
tages for these member states,

Balance of Member State Contributions
and Receipts

The balance between the contributions to and the
receipts fram FEQGA for each member state developed
into one of the EC's most difficult political problems
soon after FEOGA began operations. Table 64 presents a
summary of contributions and receipts by member states
fram the heginning of FEQGA in 1862/63 through the
end of calendar year 1968, These figures differ fram the
allocations from and contributions assessed by FEOGA
because they represent actual settlement transactions
made by the end of 1968. Only 75 percent of both the
1866/67 allocation and the 1967/68 estimated alloca-
tion are included in these figures. Otherwise they are
complete through 1965/66.

This table shows the glaring disparity between contri-
butions and receipts, especially in the Metherlands,
France, Belgium, and Germany, with the first two
benefiting from the large net contributions of the latter
two. Italy was very critical of the burden-sharing
arrangements until it began receiving special allocations
for structural measures from the Guidance Section,
which served to bring [taly close to an equilibrium
position.

REMSGOTIATION OF FEOGA

“ve present set of FEOGA regulations will apply
througi: December 1968, Before that deadiine, the EC
must go through the difficult process of negotiating and
concluding a new set of regulations.

There are indications in recent information from the
EC that at least some officials in membei state govern-
ments are coming to agree with EC Commission Vice
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TABLE 84.--Total FEOGA income and expenditures, by country, 1962/63-1988

Contributions Receipts Balance
Guarantee section Mitlion dollars
Balgium. .o .. i 155.8 95.5 -80,3
Luxembourg. ... ..oiveiiniiinnnn o, 4.4 0.8 -3.6
France. . ... it ittt i, 435.7 B75.0 +439.3
GEIMANY. . ot r ittt ittt et rs s 538.3 163.3 -375.0
Y e e s 411.2 306.7 -104.5
MNetherlands, . . ... .o noin i irnnes 199.6 303.9 +104.3
EC . e e 1,745.0 1,745.0 .-
Guidance section
Balgium. ... o i i e e 229 14.4 8.5
Luxembourg. ... vnivnre i siasnaran 0.8 2.8 +2.2
Frange. ..o .ot it ia e 825 44.1 -38.4
L LT O BG.8 56.4 -30.4
aly . e e 64.2 160.8 +86.6
Netherlands. . .. ..., e 27.3 15.9 -11.4
B i e 284.3 284.3 .-
Special section
Belgium. .. ... e i i 16.5 --- -16.5
LuXembBoUrg. v v s vt it iy 0.4 3.3 +2.9
3 13 58.3 --- -58.3
GOIMANY. - o it v vt it r s iesecase e 58.3 140.0 +81.7
= 1 58.3 65,0 +6.7
MNetherlands .. ... ... 0.t iininiensns 16,8 .- -16.5
B e e 208.3 208.3 .-
fittion fdiltian Miflion
Total FEQGA dollars Percent datlars Percent doliars
Belgium, .. oo vie i e e 195.2 B.7 108.9 49 -86.3
Luxembourg. . ...t ii i e 8.5 0.2 6.8 0.3 +1.3
France. . ... i it i s 576.5 25.8 919.0 411 +342.5
GBImRaNY. . it e i e 683.3 305 359.7 15.1 -323.6
= 1 AN 533.7 239 522.4 23.3 -11.3
Nethertands. . .. ....0vvevuninvrnneanny 243.4 10.9 319.8 14.3 +76.4
EC 2,237.5 100.0 2,237.5 100.0 .-

! Figures may not add to totals due to rounding.
Sources: Same as table 62

President Sicco Mansholt that a rethinking of the CAP
structure is in order. The growing dairy surplus, recent
fruit and vegetable surpluses, mounting expenditures by
FEOGA, and growing dissatisfaction with the inequities
in the financial regulations are all coming together to
produce a criticat situation, politically and economically,
within the EC, Commissioner Mansholt has advocated a
major shift in emphasis from sole relfance upon price
and marketing policies and toward a raticnal policy of
structural reform. Recent production developments
under the present price policies are evidence of the
validity of Manshclt’s statements.

in the fall of 1968, Vice President Manshoit pre-
sented to the Commission & plan for massive structurat
reforms in EC agriculture over a 10-year period., He
estimates that the plan wouid cost in the neighborhood
of $30 biliion. While no explicit proposals have been
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made for how the plan would be financed, FEQGA's
Guidance Section will certainly be considered as a
possible channel through which the funds could flow if
the plan or parts of it are adopted.

‘The Guarantee Section will of course continue to
play a major role in financing the CAP, Determination of
member state contributions may, however, undergo
major revision to bring the contributions from and
atloccations to each member state more into balance,

The decision to limit the responsioility of FEQOGA for
financing the dairy surplus may prove to be the pattern
of future regulations. The convinced European integra-
tionist may see such a pattern as having a disintegrative
effect since he tends to view net gains or losses in the
agricultural sector as offset by net gains or losses in the
induserial sector. However, it is perhaps better viewed as
a politically pragmatic step backward which will save the
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EC from a viclent political conflict. For this reason, it
may prove to be the most acceptable method of moving
agricultural integration forward while temporarily limit
ing the common financial liabilities of the present
policy, If a rational structures policy is implemented,
cosis of the CAF will become relatively Jess in the
feng-term, and reversion to full common responsibility
for CAP costs can be effected. :

FEOGA's problems wil not be solved by a decision
to turn over 1o the EC all customs duties receipts aswell
as all agricultural import levy receipts. The member
states here again will certainly calculate the cast in terms
of revenues ordinarily accruing to thelr national treas-
uries and will oppose such a measure unless they are
assured of a greater equilibrium between the contribu-
ticrs to and receipts from the EC budget.

A UL 8, GOVEILNMENT BRINUING OFFICE @ 1% =337 RG34
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As with other important problems in the EC, the
problem of financing the CAP is exacerbated by the lack
of real political integration. Such palitical integration
implies a willingness to overlook short-term disparities
between gains and losses among individual parts of the
integrated unit. The EC is not integrated ta this extent,
and when disparities exist in an economic sector like
agriculture, laden with social, political, and econcmic
problems, they assume added importance to member
state governments,

For these reasons, the upcoming renegotiation of
FEOGA will involve compromises which may or may not
be in the hest short-term interests of the £EC. However, if
FEOGA issues are settled within the larger framework of
a rational solution to the prablems of European agricul-
ture, the seeds will have been sown for the growth of a
truly integrated Eurcpean agriculture.
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