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THE COMMON AGRICULTURAL POLICY OF THE EUROPEAN
COMMUNITY

Summary

When the European Community (EC) was established in 1958, it
was apparent that a single system of farm support and protection
would be necessary to create the conditions of eompetition timt, would
permit trade between the Member States (Germany, France, Italy,
Belgium, the Netherlands, and Luxembourg) to develop, and duties
and restrictions between the Member States to be removed. The sys-
tem which the EC then devised is known as the Common Agricultural
Policy (CAP). In joining the EC in 1973, the United KingcTom, Den-
mark, and Ireland agreed to implement the CAP beginning in 1973,
and to adjust their price levels and customs charges (o common levels
over 5 years ending in 1978.

The first CAP regulations were established in 1962 and covered
grains, poultry, pork, eggs, and fruits and vegetables, Regulations for
beef, nulk, and rice followed in 1964; fats and oils in 1966 and 1967;
sugar in 1967 and 1968; and more recently tobacco, wine, hops, seeds,
flax, silk, and fish.

The CAP is perhaps most casily understood in terms of three
principles: common pricing, Community preference, and common fi-
nancing of unlimited support. Conmmon pricing is the regulation of
prices, Community-wide but not necessarily at a single level, in order
to permit and promote iree trade between members, No restraint is
placed on production. Community preference is the organization of
Community markets so that domestic products will always be cheaper
than the corresponding import. The two most common devices em-
ployed to this end are minimum import prices and subsidies on do-
mestic products. Conunon finaneing is the obligation of the Community
to puy whatever is required to meet the costs of unlimited support.

For two-thirds of EC' production—grains, rice, sugar, olive oil,
and the main animal products—common pricing and Community
preference ave achieved through the variable levy svstem. As this
=yvstem operates for grains, the market for the most important ceveals
is supported by government purchasing of any amount offered at
fixed support, or “intervention™ prices. Intervention prices ave set ut
different levels aceording to the producing avea so that products of
the main producing areas can compete equally with each other in the
most deficit consuming centers—primarily Duisburg, Germany. The
price at which grains can be sold at intervention in producing areas is,
therefore, equal to the Duisburg price, minus freight from the given
producing area. 'The Duisburg intervention price is set a little below
the desired wholesale price for Duisburg—the “target’” price. Imports
are prevented from selling at less than the target price because imports
must meet a mivimum import price, or “threshold” price, which is
equal to the Duisburg target price minus transport costs from Roiter-
dam. The Communiiy observes world market price quotations for

(1)
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grains each day and adjusts these quotations to what they would be if
they were made for grains of a standard EC quality delivered to
Rotterdam. The lowest such adjusted price for each grain is then
subtracted from its threshold price. The difference is a variable levy
which is applied to all imports of the grain in question regardless of
its actual price. In this way, the EC allows third countries to supply
only those qualities and quantities of each grain that cannot be sup-
plied by domestic production. The levy on August 1, 1972 (beginnin
of the 1972/73 marketing vear), was 122 percent of the lowest aﬁjuste
price for wheat imports, 84 percent for corn, and comparably high for
other products. ‘ :

Produetion has risen rapidly under these incentives. For example,
production in 1972,73 compared to the 1962/63-1966/67 average is up
26 pereent for wheat and 128 pereent for corn. Surpluses are removed
with export subsidies.

Minimum import prices, somewhat differently constructed, are also
used to establish Community preference for the most sensitive fruits
and vegetables, wine, and fish. Subsidies are used to establish Com-
munity preference for certain other products such as tobacco, oilseeds,
and grass seeds.

Because the CAP acts mainly on prices to achieve ifs objectives,
administration of the CAP has been vastly complicated by the intro-
duetion of floating exchange rates since 1971. A change in exchange
rates means a change in export and import prices, bLut not in farm
support prices; hence, if the latter were not to be undereut, offsetting
import charges and export subsidies had to be reinfroduced in trade
between Member States and superimposed on regular levies and sub-
sidies employed in trade with third countries. The effect of this
svstem is to render the calculation of total import charges and export
subsidies extremely difficult and in some cases to raise these charges
and subsidies far above the levels that would otherwise prevail.

The EC has also found that the CAP produces burdensome sur-
pluses and fails to maintain farm income in the face of rising costs. On
this account, in 1988 the EC Commi-sion made wide-ranging recom-
mendations for the modernization of farming over 10 years. Uncer-
tainty over costs, feasibility, control, and results prevented drafting
of specific implementing measures. In April 1972, the EC directed
Member States to adopt limited measuves including small retirement
annuities. subsidized interest on loans for farm improvements, and
funds for voceational adviee and training. Currently the EC is studying
further measures for regional development and aid to hill farming.
Tdeas for a more basic reform of price and marketing policies have
been appearing with greater frequency in the last few vears, but have
so far won little support.

TFrom the viewpoint of third countries like the United States, the
cffect of the CAP is to squeeze out imports as domestic production
rises, and to disriupt markets in third countries by subsidizing exports.
U.S. exports to the EC (Six) subject to variable levies averaged $478
million during the last 3 yvears (1970-1972)—down 20 percent from
1965-67, the last 3 years before complete freedom of intra-EC trade
for most variable levy products. Total U.S. agrienltural exports to the
EC averaged $1.8 billion during 1970-72, up 22 percent over 1965-67
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and 61 percent higher than in 1960-62 (before the CAP was estab-
lished). Nearly all of this increase in U.S. agricultural exports to the
EC can be accounted for by oilseeds (especially soybeans) and oilcake
which rose from $176 million in 1960-62 to $788 million in 1970-72.
These exports are not subject to a variable levy and enter duty free.

U.S. agricultural exports to the three new EC members in 1970-72
averaged $566 million, of which $179 million corresponds to grains
and other products now under the variable lavy svstem. The direct
impact of C enlargement on U.S. agricultural e.:ports can be foresecen
fairly clearly in that the adoption of higher prices and preiection
by the new members is certain to lead to the same probiems already
experienced with the present members. It is expected, for example,
that the enlarged Community will no Jonger be a net importer of
grains within 10 years.

I. Objectives of the CAP

A, The Rome Trealy

The Common Agricultural Policy (CAP) is the unified farm policy
applied by the member governments of the European IEconomic
Comnunity, By signature of the Rome Treaty in 1957 establishing
the European Economic Community, France, Germany, Italy, the
Netherlands, Belgium and Luxembourg aegreed {o undertake the
integration of their ecconomies. In 1968, the governing instifutions of
the Eurpoecan Economic Community were merged with those of the
European Coal and Steel Community and the European Atcmic
Energy Community. Since then, it has been common to refer to the
three European Communities as a single organization, which in fact
it is: the “European Community” or EC. The Umted Kingdom,
Denmark, and Ireland joined the six original members in an 2nlarged
Community of Nine on January 1, 1973. The discussion that follows
concerns the CAP as developed by the Six prior to 1973, the effect
of EC enlargement on the CAP, and the cffect of the CAP on U.S.
exports to the EC.

A basic part of the commitment to cconomie integration was the
eradual establishment of a ¢iztoms union—the frecing of trade be-
tween the members and e o<t ublishment of a common customs tariff
on imports from third countries. This could not be done for agricul-
tural products without bringing some uniformity and centralization to
the national agricultural support programs. Nor could agriculture be
omitted from the customs unmon, since some members—notable France
and the Netherlands—expected to benefit from the export of agricul-
tural products, in part as an offset to increased competition from indus-
trial imports.

The importance of agriculture to France and the Netherlands at the
time can be seen in the facts that: France has nearly half the agricul-
tural area of the Six and 66 percent of the farms larger than 250 acres;
nearly one Frenchman in four was employed in agriculture in 1958;
and agricultural products accounted for 18 pereent of French exports
in 1970, While the Netherlands has limited cropland, animal produets
are highly imiportant. Agricultural products accounted for 28 percent
of Dutch exports in 1970.
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A single agricultural policy was therefore considered essential to the
success of the economic union. The Rome Treaty specifies that a com-
mon agricultural policy shall be established and sets forth certain
objectives to be achieved. These objectives are:

‘“(a) to increase agricultural produectivity by developing tech-
nical progress and by ensuring the rational development of
agriculture and the optimum utilization of the factors of pro-
duction, particularly labor;

‘“(b) to ensure thereby a fair standard of living for the agricul-
tural population, particularly by the increasing of the individual
earnings of persons engaged in agriculture;

“(c) to stabilize markets;

“(d) to guarantee regular supplies;

“(e) tu ensure reasonable prices in supplies to consumers.”

It is readily apparent, however, that this statement of objectives is
a rather poor guide to the nature of the CAP, which has often been
accused of being perverse ia it~ impact upon technical progress and
inadequate in its abihity to maintain farm income, while it is “rea-
sonable’ with regard to consumer prices only in a very relative sense.
These points will be taken up further in Section VII.

B. The Three Pillars of the CAP

France’s President Pompidou has often described the Common
Agricultural Policy in terms of three fundamental prineiples:

Common pricing, Community preference, and common financing,
What are these three pillars of the CAP?

1. Common pricing means that, as a minimum, prices should be o
regulated as to permit the elimination of duties and restrictions on
trade between the member states, and to promote exports from the
main producing areas of the Community to the more deficit areas. In
the case of grains in particular, support prices are set lower in the
main producing areas than in the more deficit areas in order to achieve
this objective. Therefore, commaon pricing does rot necessarily mesn
a single support price. How high prices should go is a matter of political
bargaining between the countries with the largest producing inferest
vand usually the lowest costs) and countries whose farmers need
higher prices to stay in business.

In conneetion with commeon pricing it may be pointed out that no
restraint can be placed on produciion, since that would discourage the
development of mura-EC trade.

2. Community preference i~ ~imply the notion that the European
Community <hould constitute a preferved market for the products
of member countries. Marketing s,lmul«l be so regulated that imports
from third countries will alway < be a little more expensive ve harder o
obtain than domestic products. A fixed tarifl isx generally considered
by the EC to be insufficient for this purpose, since au imported prod-
uet, il it is cheap eaough, can pay the il and <till be cheaper than
the domestie produet.

Community preference is accomplished by various technigues, of
which the two most common are minimum import prices and subsi-
dies. Imports must meet a price higher than the desired domestic
levelor pay a fee or be restricted. Alternatively the EC pay < producers
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or buyers of EC products a subsidy big enough to assure the sale of
domestic products over imported products.

The concept of Community preference is further strengthened by
some elements who have a basic philosophy of {favoring self-sufficiency-.
Buropean farm organizations tend to regard the existence of imports
as evidence that Eurcpean policy makers have failed to provide ade-
quate incentives to domestic production.

3. Common financing means that the cost of agricultural support
must be paid by all members. Or as the basie financing regulation
(No. 25) states “the financial consequences of the CAP ave tke re-
sponsibility of the Community.” Put negatively, this means the EC
shall not refuse to support farm prices and income on the grouuds
that it cosis too much to do =o. In practice there has been no limit
on the support, since limitation of support would raise the question
of which country’s producers would not be fully supported.

II. The Commodity Regulation
A. Grains
1. How the C AP Works
A Iy ik Six
(1) WHO ARE THE PRODUCERS %

Production of most grains is wide-spread throughout the Com-
munity, although over half of the production of the Six is in France.
In particular France accounted for 51 pereent of wheat production,
58 percent of harley production and 61 pereent of corn production in
1972 73. Eighty-seven pereent of durum wheat production and most
of the consumption is in Haly. Eigaty-three pereent of ryve produaction
i~ in Germany. The CAP, therefore, provides a price svstenm designed
to promote intra-Community =ales of French soft wheat, barley and
corn, and to a lesser extent German ryve and Ttalian durum, The first
arain regulations were adopted in 1962: “common” pricing began in
1067,

(2) PRICING AND PREFERENCE

To accomplish the above marketing objectives, a “tareget™ price i~
fixed fer cach of these grains. The target price i< the wholesale price
level desired in the most deficit thenee highest priced) consuming
aren—-Duisbure, Germany. Grain from the main producing areas
~hould obtain this price sfter biing transported to Duisburg,

Market forees, howeveir, are permitted to operate within a limited
range around the target price at Duisburg. A basie “intervention”
price for Dutsburg is set a little lower than the target price and operates
as a market floor. Government interyention agencies stand ready to
buy any domestie grain offered to them at the intervention price. A
market ceiling i~ provided by the “thre<hold” price, which is the
minimun price at which imports are permitted to enter. The threshold
price is fixed for Rotterdam. When transport costs from Rorterdam
to Duisburg are added, the cost of imported grain is at or above the
turget price. The Duishurg prices for the prineipal grains as of Au-
en~t 1, 1972, the beginning of the 1972 75 marketing year, were:

99-736~—~73—2
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{In dollars ! per metric ton]

Threshgld Target Interventi_on
price price price
Wheat:
Non-Duram._ . _______ 121.17 123. 55 113.75
Durumooo ... 141. 58 143. 97 >
(o 112. 10 114. 49 105. 80
Barley. .. 110. 74 113.19 103. 90
L670) ) PR 108. 08 110. 47 ®

! Converted from units of account at UAL90 =51.08571. The rate nas since
changed. Applicable rates are—from May 7, 1072: UAL00=51.08571; Febh.
13, 1972, {0 date: UAL0OO=S81.20635.

? No intervention price is fixed for Duisburg, See text.

Intervention centers are located throughout the Community. Inter-
vention prices at these points are gemerally equal to the Duisburg
interyendon price minus transport costs from the intervention centers.
Duisburg is the basie interyention center and most other interyvention
centers are linked in this way to Duisburg. The Duisburg price, how-
ever, also applies in certain other centers so that in fact there is more
than one base point for grain.

In the case of corn and durum wheat there is only one intervention
price. The Community still imports a large part of its requirements
of these two grains ~o that the market tends to be supported indireetly
by the threshold v ice. The intervention price therefore is set on the
basis of the floor price required by producers in the ma'n producing
areas- Mont-de-Maran, France, for corn and Palermo {for durum,
bearing in mird the transport costs from these points to Duisburg
and what the inwervention price there would be in theory. X similar
procedure has been approyed for rye, to take effeet on August 1, 1973.
On Angust 1, 1972 the uniform intery ention prices for corn and durim
were $80.39 and $126.95 per metrie ton respeetively. ‘

Durum is exceptional also in that consumers are not made to pay
the full cost of producet support through higher prices. In<tead, durum
praducers receive an additional puyment of $40.03 per ton, which
when added to the intervention price raises their total gnarantee to
$166.98 per ton.

Grain threshold prices do not change from one port to another.
They ure the sume at all poiu.s of entey. Thus the market ceiling is
constant. ()lll}' the floor 18 loweral acc ordine to the distanee from
Duisbure.

The threshald price serves as the ups er base point for the caiealation
of variable levies on imporis. Evers working day the Conmmussion,
which i~ the exeeative arin of the EC, collects price guotations for
ench grain on international market< and adjasts those priees to what
they would be if the grain had been of a standaed EC guality and
hod been offered for delivery. c.if. Rotterdam. The lowest such
adjusted price for cach geain is then dedneted from thes corresponding
threshold price. The ditference is the variable levy, which is then
collected on all impoerts of ithat erain regardless of the a- tnal prive of
the particular shipment. In this way, the EC eliminutes both price
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and quality competition from impor s. Imports are effectively limited
to those quantities and grades that cannot be supplied by domestic
production. Community preference is absolute.

“Seasonal” competition is also eliminated by raising threshold and
intervention prices monthly during the year to cover storage costs for
domestic grain.

A measure of supervision over the levy system is provided by
requiring importers to obtain licenses for each importation and to
complete the importation as proposed or forfrit a surety deposit. The
license iz particularly important in controlling the advance fixing of
levies. Normully the importer may choose to gumble on the height
of the levy on the day of importatior: or hedge against a levy increase
by having the levy “fixed” at the time he obtains his license, which
may be np to 4 months in advance. If Le elects to hedge, he will
obtain the levy on the day he applies for the license, adjusted to the
month of importation in accordance with forward price quotations
and any change in the threshold price. However, the EC can and
often has reduced or suspended this privilege just when it is most
needed——when markets are uncertain beeause of monetary problems
or other difliculties.

While direct price support tinteryention) applies only to the grains
discussed abeve, the levy svstem uapplies to all grains and grain
products. Most levies on the lutter are culeunlated only monthly and
are derived from the corresponding erain levies by using conversion
coelficients and adding a fixed amount {for protection of the milling or
processing industry.

An anomaiy like that for duram occurs in the ease of wheat, corn,
and broken riee purchased for the manufacture of starch or for brew-
ing. Brewers and starch manufacturers receive a snbsidy for these
purchases, which velieves them from paying the full price for their
raw materials! There is a parallel reduetion in import levies (and
export subsidies) on ~tareh wnd heer.

Not all aitside suppliers feel the full effect of the levy sy<tem. While
few preferences are given on grain levies  small reduetions wre granted
for Turkish rye, Morocean durum wnd East Afviean corn—over 20
African countries and eertain territories and former colonies in other
parts of the world are exempt from that part of the levy on grain
produets which is ittended for protection of millers and processors,

In certain vespoets, the sy~tein of conmmuuity preference wid com-
mon pricing ha< not worked well, The most important example arises
from the price unification deeisdon of 18964, When the CAP for grains
was first entablished in 1962, it was not po-<ible to bring the range of
mational <apport priees framediately within the limits deseribed
ahove, Agreetwent to this end wa- reached only with the greatest
difiienlty in Decetober 1964 when it was deeided that the “unified”
price system deseribed shoyve would take effeet July 1, 1967, Germany
and Luxembourg had to make <nbstantial price reduetions 1o bring
their support levels into line, For thiee years after 1967 they were
permitted to muke compensation pavi nts to their farmers, raly did
not wishi to make the full priee inereases required for teederaine, A
compromise Wa~ reached by sllowing aly to compensate for higher
port and handling costs by enttines levies an feedgrains imported by
sea in 1967 65 throngh 1971 72 and extended through 1976 77. The

1 Thete suintdies moke ye esarva furthe r subs fds to reomle ttrers of Jtato stareh, whichiisgrunted on
ccadition that a nacitin, pres i puield for (e putatees,
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amount of the reduction in 1972,73 is 7.50 units of account (U/A or
just over $9 at current exchange rates. This reduction is to be elim-
inated beginning in 1973,74, when it will be 6.00 TA. per ton; it will
decline 1.50 UA per ton each year, to zero by 1977,78.

(3) PRODTCTION AND DISPOSAL

Since production is not controlled and rises rapidly in response to
high price incentives for unlimited guantities, surpluses are generated
which must be dispesed of. In addition, provision is made for the
normal export business of firms who cannot sell high priced domestic
grains or grain products on world markets without a subsidy. Export
subsidies are fixed weekly, or more often if it serves a useful purpose.
Separate subsidies may- be fixed for each third country or area of the
world for which a market exists, and the amount of the subsidy
depends simply upon how much is needed fo make the sale.

As with impert levies, export subsidies may be fixed in advance,
and the privilege of advanee fixing may be reduced or suspended in
times of wide changes in world market prices. Tt has alko happened
that in periods of strong foreign demand as in 1972 73 the EC has cut
export subsidies in order to prevent domestic shortages.

Under normal market conditions, intervention agencies will sell
the stocks they have acquired whenever the market is strong enough
to absorb the additional ~upply. Sales are by tender. A minimum
price is fixed by regulation for domestie sales, but in the case of sales
for export, the Commission determine« the price on the basis of the
offers made and normal export market conditions. There can be,
therefore, a further element of subsidy which is not published.

To facilitate sales of wheat far feed the CAP alko provides for a
denaturing premium. ‘This is a subsidy for dyeing wheat or otherwise
rendering 1t unsuitable for milling into {lour. The premium is intended
to bring the cost of wheat down to a level where it is competitive with
other domestic grains—primarily barely—for feed use.

B. Ix rur NNk

In joining the EC the United Kingdom, Denmark and Irelund
aceepted the basie strueture of the CAP, and agreed to begin applying
the CAP on February 1. 1973, Tt wa~ agreed that the new members
would adjust their price fevels in <tages so that “common’ EC prices
would appl- 978, The level of “common” intervention prices in
cach new m v resnnined to be negotatied, however.

The British, for example, whose market prices were around 40
pereent below EC prices understandably wanted to fix prices as Jow
as pussible to minimize the total adjustment and iis effect on food
prices. France, however, wanted British prices high enough not to
preclude competition from Freneh grain. ‘The resulting compromise
fixed the intervention prices for wheat und barley at the principal
infand center of Cambridge at a 1978 level slightly below the inter-
vention price at the French port of Rouen, ‘Third countries will have
to meet the higher Rotterdam threshold price. In prineiple. therefore
by 1978 there should be o sub<tantial margin of Community preference
for French grains over third country grain, but little preference over
British grain.

For 1973, UK. intervention prices were <et near existing market
levels. The difference between the 1973 intervention price and the
commen (1973) intervention price for the UK. must be eliminated by
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siX suceessive price incereases beginning August 1, 1973 and ending
January 1, 1978.

The price differential is a key figure: It is used instead of variable
levies and export subsidies in trade between the U.K. and the original
EC members; it is deductied from EC variable levies and export
subsidies in trade with third countries. As it happened, by February
1, 1973, when the price differentials were first to be applied, world grain
prices had risen and EC levies and subsidie: were reduced to less than
the UX. price differentials. New rules were therefore adopted by
which the price differential for foreign trade would be set 1ot to exceed
the EC levy.

New Member Intervention Prices and Price Diflerentials for the
Prineipal Grains, Feb. 1, 1973

[In dollars ! per metric ton}

L nited
6 King- Den-
~— dom, TIreland, nark,
Dui~- Cam- lnnix- Band-
burg Rouen bridge corthy holm
Wheat (hon-durum):
Common price...... 120,70 116.9¢ 116,06 119.39  117.48
1973 price. ... .. 120070 116.94  67.95 111.25  106. 63
Differential:
Basie. oo 48,11 R 14 10. 80
T emporary . oo adeeaaaeea 32,57 S. 14 10. 80
Barley:
Common price. .. ... 108,52 104.67 103.01 104,97  106. 27
1973 price. ... .. 108,52 104.67  H57.05  SK.83 96. 85
Differential:
Basieo oo . 43,06 16,13 9. 42
Temporary. ... ... e e 15.20 16.13 9. 42
(forn:
Common price...... ) 41 ) *) *)
1973 price .. ... %) (1 ] ¢) *)
Differential:
Basieo ool 40,07 24 97 0
Temporary ..ol SOAN28 0 2497 0

1 Converted from miits of aeeonat at UANLOO SEONSTLL
2300584 baced on Mont=de=Marsan, Franes,
¢ Naintervention o pradaetion,

For Dentark and Ireland the <ame prineiples apply, exeept that
Denmurk set its initial 1973 price levels for wheat and barley nearly
as hich as the common price levels <o that the price ditferential is
very siall. For corn and sorghun Denmark has adopted EC prices at
the onteot: there is no price differential, Ireland also et its initial
price levels very high: moderate paice differential- apply for all grain..

The United Kingdom has the additional privilese of continuing its
deficieney payments Gaubsidies equal 1o the dilierence betvween a

.
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guaranteed price and actual market returns) as long as the guaranteed
price is higher than the intervention price. For 1972/73 the guaranteed
price was-$79.56 per metric ton for wheat compared to an intervention
price of $67.95; and $72.16 per ton for barley, compared to an inter-
vention price of $57.05.
2. Inwvact on the United States

From 1962 to 1972 with high price incentives and protection grain
production of the Six rose 36 percent while consumption rose only 24
percent. Net imports dropped from 10 million metric tons to less than
2 million tons. While the Six centinue to import grains, they have now
become substantial exporters as well, so that the market maintained
in the EC is lost elsewhere. In addition, the market for feedgrains is
further diminished by the substantial increase in the use of wheat

for feed. ) _
EC (8): Supply and distribution of grains

[Million metric tons)

——r—

Consumption
Change Produe- — e
in stocks tion Imports Exports Feed Total
Total grains:
1062-63...aa..-... 2.6 57.8 15.1 5.4 35.1 64.9
1972~73 o ceeeeee —.3 787 17.0 15.4 49.2 80. 6
Wheat.:
1962~63 eenee-..- 1.8 .29.5 3.5 3.8 5.1 27. 4
1972-73 - ccun.-. —.2 352 4.0 7.7 9.3 317
Other grains:
196263 - coeeecae .8 28.3 1L.6 1.6 30.0 37.5
107273 e - 43.5 13.0 7.6 39.9 48.9

The following changes in self-sufficiency show further the gains
made by France at the expense both of other EC nrembers and of
third countries:

Percent sclf-sufficiency: total grains

Belgium/
Ger- Nether- Luxem-
EC Trance many Italy lands bourg

Average:
1956 to 1960 ... 35 110 77 87 35 51
1967 1o 1963._... 91 143 78 69 39 52
1968 to 1969..... 94 144 82 68 39 49
1969 to 1970..... 91 147 77 70 37 42
1070 to 1971__... 86 141 70 70 29 36
1971 to 1972._... 97 Q) ) Q) O Q)
19720 1973 95 () ) ¢ Q! Q)

1 Not available,
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U.S. exports of grain to the Six rose 52 percent from $386 million
in CY 1962 to $587 million in 1966, the early years of the CAP before
the “unified” price system was set up. From 1966 to 1969 grain exports
dropped 52 percent to $283 million, in large part due to the operation
of the CAF. For the next few years a combination of factors, including
short crops in the EC and high world prices, has maintained the value
of U.S. grain exports to the EC although they continued to be below
th'(il'lg% peak. U.S. grain exports to the Six in 1972 totalled $489
million.

The extension of the CAP to the United Kingdom, Denmark, and
Ireland cannot help but produce the same problems as those that have
oceurred with the Six. Whercas in 1971/72 net imports of grain by the
Nine totalled 13 million tons, it can be expected that this net deficit
will rapidly disappear. U.S. grain exports to the three in 1972

amounted to $135 million. Total exports to the Nine were $624 million.

B. Rice
1. Houw the CAP Works
A Ix e Six

(1) WIIO ARE TIIE PRODUCERS?

Only two EC countries produce rice. French production has been
declining rather steadily due to greater profitability of other crops
and now accounts ror less than 10 percent of EC production. Italy is
the primary p-oducer. While Italian production has been rising
rapidly, Ttaly woes not produce long grain varieties such as those
supplied by the United States and the Far East and generally pre-
ferred by consumers in northern Europe. The CAP, therefore, has
established progressively greater protection and has provided export
subsidies to facilitate sales in third markets. The first rice regulations
were adopted in 1964 ; the present regulations date from 1967.

(2) PRICING ND PREFERENCE

A target price is established for brown rice in Duisburg. This is
the wholesale price which German rice millers would be expected to
pay for Italian rice. On September 1, 1972, the beginning of the
1972/73 marketing year, the brown rice target price was $229.63 per
metric {on. This Duisburg target price is protected from import
competition by threshold prices for brown rice and milled rice ab
Rotterdam. Intervention prices for paddy rice are fixed for the pro-
duction centers of Arles and Vercelli at $141.14 per ton. The differ-
ence between the intervention and target price provides a generous
margin to cover the cost of husking (converting paddy rice to brown
rice) and the cost of transpors to Duisburg.

The threshold price on September 1, 1972, for short grain brown
rice, similar to the main Italian varieues was $225.39 per ton. A
threshold price for “long grain” brown rice was set at $247.11 per ton.
The difference between these two prices, however, does not reflect
the difference between short grain and long grain varieties on world
markets, but rather the “normal” difference between Jtalian short
grain rice and Italian “Ribe”, which is a large kernel variety more
comparable to & medium grain standard. Thus levies on long grain
rice are generally set by price quotations for cheaper medium grain
varieties and are higher than would apply if a true long grain standard
were used. Threshold prices on milled rice are higher than those on
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hrown rice in order to refleet the higher value of milled rice and to add
a margin of protection for EC rice millers. For September 1, 1972,
milled rice threshold prices were $293.68 for short grain and $346.02
for long grain.

Licenses must be obtained on all imports or exports. Levies and
subzidies may be fixed in advance. In 1972, at Thailand's request, the
EC began to diseriminate in allowing a 90 day period of validity on
licenses for imports from the Far BEast. compared to 39 davs for
imports from other parts of the werdd, On complaint by the United
States the 30 day period was extended 1o 60 days.

More important preferential {reatment is granted in the form of
reduced levies on imports from the Malagasy Republie, ! Surinam and
Bevpt.

(3) PRODUCTION AND DISPOSAL

Export subsidies are fixed weekly ov monthly for rice and rice
produets, respectively, in the same manner as for grains and grain
products. Subsidies are also available for the domestic purchase of
broken rice for the manufacture of starch or for brewing.

B. Ix rie NINE

Under the transitional arrangements for the United Kingdom,
Denmark; and Ireiand, price differentials are set like those for grains.
However, since the new members do not produce rice the differentials
are based on market prices in the new membersrelative to EC thresh-
old prices. The differentials are deductea Ly new members from the
EC L\\;\' on imports from third countries; the differentials also serve
as the subsidy on exports of Italian rice to the new mendbers.

The differentials were caleulated in relation to a representative
period when world prices were considerably lower than they were
on February 1. 1973, the date the differentials were to be first applied.
Con~equently, as in the grain =ector, the differentials had to be ad-
justed temporarily =0 a~ to be approximately equal to the levy:

Neawe mander price diffecentials, compared to the differcnce in EC
threshold prices and world market prices af Rotterdam, Feb. 1, 1973

tDollars per metrie ton]

Huszked riece Milled rice
Short Long Shart Long
EC-6:
Thre<hold price____. 230, 258 251. 99 2909, 87 353.18
Waorld price. ... ... 208, 67 199,12 225. 39 108, 14
| S SR 2161 5287 THAN 15504
3 differential:
BasC e oo 107. 50 124, 31 138. 07 180. 23
Temporary_ .. __ 22,50 55.37 74.91 153. 09

U Theclhteen Arcanussstatessiguste oy o the Yaonnde convention also reeeive pref rential treatment.
However, tne Malagasy Republicas the ady siznificant nce experter,
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Preferences granted to Egypt are now also granted by the new
members. Surinam and Madagascar will receive preferential treat-
ment by the new members after 1975. At that time certain Common-
wealth suppliers 10w receiving a preference in the UK. may receive
prefercnces from the Nine.

2. Impact on the United States

While yields have been somewhat incounsistent, total rice creage
has increased every vear since 1964 when the CAP was inf{roduced.
Acreage increases in [taly have more than offset a decline in France.
Production has therefore shown a significant upward trend even
though the harvests for 1971/72 and 1972/73 were reduced. Con-
sumption by the Six on the other hand has shown a slight downward
trend over the same period. Ttaly has had to look for new export
markets, one of the most important of which has been the United
Kingdom. The United Kingdom buys substantial quantities of short
erain milled rice, and Italy has increased its share of the British
market from less than one percent in 1970 to 24 percent in 1971 and
15 percent in 1972.

British imports of rice, 1970-72

[Thousands tons)

United
Total States Italy Other
1970 e e 123. 8 61.1 0.7 62.0
LY G 145. 2 54.7 35.2 55.3
1972 e 126. 8 47.1 19.2 60. 5

The following table shows the development of Italian and French
rice production under the CAP (husked basis):

[Thousand metric tons]

' Average

France Italy
195600 e ccaaecnecmcem e - 36 546
106708 e mccmacma e - a7 596
196809 e - 67 518
196970 e - 76 6S9
1070-T 1 e eemmaen 73 655
107172 e - 61 71+
B Ry - 41 601

The United States managed 1o increase ice exports to the EC for
several yvears after the introduction of the CAP. “Common” pricing
did not begin until September 1967 and until then, Germany and the
Benelux countries were permiited o reduce levies substantially on
imperts from third countries. Sules to France were boosted us France
discontinued discriminatory import licensing. Supplies from some TFar

99-736—73——3
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Kastern sources dropped. Since 1969, U.S. exports to the Six have
declined, due in pant to the height of variable levies and in- part to
nore competitive pricing by other third country suppliers. UiS. ex-
ports to the Six were $31 million in 1969 and $17 million in 1972,

The most important effect of EC enlavgement. appears likely to be
the further inroads of Italian rice into the important British market.
U.S. exports to the UK., Denmark. and Ireland in 1972 totaled $12
million, of which the U.K. accounted for all but $347,000.

C. Poultry, Eggs, and Pork
1. How the CAPS Works
A I e Six

(1) WHO ARE THE PRODUCERS ? - :
All EC countries produce poultry, eges and pork. The C'AP estuab-
lishes a very high level of absolute protection which has favored the
expansion of intra-EC exports, especially Duteh and Belgian exports,
at the expense of third countries. Duteh exports, in particulay, to
third countries have been expanded. Regulations for these products
began in 1962: present regulations dafe from 1967.

(2) PRICING AND PREFEREXNCE

Tntervention on domestic markets is limited to pork. Pork prices
follow a cvelieal pattern. and the intervention price level (which is
the ~ame throvghout the EC) generally becomes effective only at the
low end of the exele. Export subsidies and protection against imports,
however. help to support internal market prices indirectly for pork,
poultry. and eggs.

The level of proteetion against imports is determined in two parts.
The first is a basie variable levy which corresponds to the levy on the
quantity of grains assumed necessary to produce the poultry, eggs, or
pork. plus an additional margin of protection. The basie levy thus
compensates producers for using higher cost domestic grain as well as
providing additional protection. In fact, efficient producers are over-
compensated for high grain costs, since the EC assumes a greater
quantity of grain than is required by efficient producers.

Sinee the basic levy is a function of grain priees, it does not by
it=elf provide absolute preference for domestic pork, poultry, and eges.
Therefore. the EC has established a second element of protection: a
minimnm import price or “gate price.” The gate price, which applies
to all third country products, is not related to the domestic price
level, Lut rather represents the E(Vs caleulation of the “fair” cost
of third country products delivered to the Community. Products
offered to the Community at less than the gate price become subjeet
to an offsetting supplementary levy,

Thi~ <upplementary levy applies to imports only from these coun-
tries whose products do not meet the gate price. If a counlry can
contral it~ export prices and promise not to undereut the gate price,
the EC «ill exerapt that country from any supplementary levy on
the produci~ cencerned. Apart from this preferential levy exemption
for countrios who meet the gate price, there is a small preferential
levy rodietion for poultry imports from Turkey.

Gate prices and busie levies are published every three months.
Supplementary levies are 1eviewed more often and changed as needed.

e

EST COPY AVAILABLE
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(3) PRODGCTION AND DISPOSAL POLICTES
Because of the absence of domestic ‘market intervention, export
subsidies are particularly important in vegulating the supply of
products avpilable to-the domestic market. Export subsidies .are
calculated every three months and may be fixed in advance.

B. I¥ e Nive

On imports from third countries new EC members collect the reg-
ular EC levy minus a price differential corresponding to the difference
in grain costs hetween old and new members. The price differential
- 1s o be phased out by 1978 on the same schedule as for grains. The
full EC gate price and supplementary levy, however, apply from
February 1, 1973.

In negotiating the differentials to be applied in the trade of the
new members, the U.JK. was successful in obtaining a revision of the
conversion factors used in caleulating the differentials. The U.X.
contended that less grain is required than implied in the formulas
used in caloulating EC levies on imports from third countries. There-
fore, the differentials (but not the levies) are caleulated with lower
coeflicients and are about 10 percent smaller than they would other-
wise be. This means less is dedueted from EC levies by the U.X.—i.e.
British protection is higher. Also the subsidy on Dutch and Danish
exports to the UKL is smadler than it would otherwise be.

2. Tmpact on the United States

Produetion of pork, poultry and eges has grown rapidly in all EC
countries since the introduction of the CAP in 1962. Consumption
has also grown rapidly with rising incomes. The following table shows
the effect of the expansion of Duteh and Belgian production on trade
within the EC and with third countries:

Percent of self-sufficiency (v pork, poultry and cygs

Belgium/
Nether- Luxem- Ger-
EC  lands bourg France many Ttaly
Pork: Average:
1956 to 1960._... 100 146 106 101 94 04
1067 to 1968 ... 100 163 130 01 95 §9
1963 to 1969 .. a9 178 135 32 95 90
1969 to 1970..... 100 188 150 S3 95 8&
1970 to 1971 ... 101 200 174 S6 92 82
Poultry: Average:
1956 1o 1960.... a3 386 102 101 o1 01
1967 to 1968 ... a8 328 139 102 49 99
1963 to 1969 .. us 543 130 102 48 a9
1969 to 1970.. .. 100 351 132 103 51 a9
1970 to 19710 .. 10l 304 132 103 51 99
Eggs: Average:
1056 to 1960__ .. a0 222 108 96 58 S4
1967 10 1968 . 7 129 122 100 87 94
1968 to 1969 .. _. o8 139 136 Q9 S6 04
1969 to 1970 . 100 144 157 as 36 96
1970 1o 1071__.. 101 148 1s1 99 S5 97

BEST CCry AVAILABLE

i
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U.S. poultry exports to the Six reached $50 million in 1962, when
the CAP was adopted, and declined steadily thereafter to less than
$10 million in 1972. Of the $50 million in 1962 U.S. poultry exports
to the Six, Germany accounted for $41 million, including $32 million
of chicken and $8 million of turkey. In 1972 of the $10 million in
U.S. poultry exports to the EC, Germany took $6 million, nearly all
turkey. France, Italy and the Netherlands bought $1.5 million of
baby chicks.

U.S. poultry oxports to the Three totalled $2 million in 1972. This
represents a substantial increase over 1971, when (until October)
British imports from the United States were prohibited by a New-
castle disease control program. The relaxation of these controls,
while accompanied by the establishment of rather high minimura
import prices, would have permitted some market development.
Accession to the EC will give the benefits of British market growth
to the increasing exports of the Netherlands and to Denmark, which
is also & major exporter.

U.S. exports of eggs to the EC are primarily for hatching, but have
not grown significantly. Exports to the Six totalled $1.8 million in
1972; exports to the Three were another $1.0 million.

U.S. exports of pork have seldom been very large, but U.S. exports
of lard to the Six were as much as $9.9 million in 1956 and were still
$1.8 million in 1962. In 1972, U.S. exports of lard to the Six totalled
$0.3 million. U.S. exports of lard to the Three mainly the U.K.—rose
from $22.4 million in 1956 {o $53.3 million in 1964, then dropped to
$7.7 million in 1968. In 1969, the United States established an export
subsidy for lard sales to the U.XK. to regain our market from sub-
sidized EC exports. By 1970 our exports recovered to $30.6 million.
Beginning in 1971 the EC raised its export subsidy to record levels.
U.S. exports to the Three dropped to $12.6 miliion by 1972. In 1973.
the United States dropped its subsidy program altogether as the UK.
moved to the EC gate price and levy system.

The extension of the CAP on pork, poultry and eges to the United
Kingdom, Ireland and Denmark should largely eliminate outside
suppliers from those markets. Although the United Kingdom market
was opened to U.S. poultry in 1971 by the lifting of the Neweastle
digease vaccine ban, it scems clear that Danish and Dutch exporters
should gain the lion’s shave of this market. The same is true of pork
and lard. Iigh levies will apply against third country produets only,
while the Dutch and the Danes will benefit from export subsidies
(price differentials) during the transition period. The gate price
keeps outside suppliers from competing through lower prices.

D. Beef and Veal
1. How the CAPS Works
A Ix roe Six
(1) WIIO ARE THE PRODTCERS?

All of the Six produce beef snd veal, but only the French and Duteh

produce enough to have appreciable quantities for export. On the whole

the Six have a defieit in beef, and the deficit has tended to inerease.
The explanation for this situation lies in several factors: high incomes
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which have brought a strong demand for beef, use of dual purpose
animals so that the supply of beef is partly a funetion of policies aimed
to regulate milk supplies, a price structure that severely inhibits
modern grain feeding and which favors the slaughter of calves for
veal. The first beef regulations were adopted in 1964 ; the present regu-
Jations date from 1968.

(2) PRICING AND PREFERLNCE

Since none of the Six have been in a strong export position, the
regufations for the beef sector have aimed primarily at providing sup-
port and protection during periods of low prices.

An “orientation” price iz normally set annually for the year begin-
ning April 1, for cattle and for calves. For 1972/73, in order to avoid a
rise in consumer prices, orientation prices were set o inerease in two
steps—in April and September. These orientation prices were:

Cents per pound !

April September
Live cattleo oo e e mem———meme e 36.9 38. 4
Live ealves. oo oo 46. 4 47. 5

——— e ——— e~

! Converted from units of account at 81.08571= UAL00.

Member states are ewvthorized to undertake market intervention
(purchase of cattle, and purchase or storage of fresh or chilled beef)
in certain localities whenever cattle prices on EC markets average
less than 98 percent of the orientation price and ave below 93 percent
of the orientation price in the localities concerned. Intervention is
requared in all Member States whenever average cattlo prices for the
EC drop to less than 93 percent of the orientation price. Prices to be
paid for intervenfion purchases of beef are derived from the inter-
vention level for eattle by means of appropriate coelficients. There is
no intervention for calves or veal.

Imports are subject to import duties of 16 percent ad valorem on
live animals and 20 pereent ad valorem on {resk, chilled, or frozen
meat. In addition, if import prices are low relative to the orientaiion
price, there may be variable levies. Prior to EC enlargement, import
prices were caleulated in two ways. A basie import price was caleu-
lated from a weighted average of certain catile and calf prices in
the United Kingdom, Denmark, Ireland and Austria. If, however,
beef prices from another part of the world—say Argentina—were
significantly out of line with this basic import price, a special import
price could be caleulated for imports from thau country.

The EC xystem then provided that if both the (basic or special)
import price and the average of Community market prices were
below the orientation price, a variable levy would apply to all imports
offsetting the difference hetween the import price and the orientation
price. If, however, the average of Community market prices should
rise above the orientation price, any applicable levy would be phased
out as follows:



18

Percent of

applicable

dverage of EC prices as percend levy to de
of orientation price collected

100-102 . e mmemememmmmanm————- 75

102-104 . - e emcemaaan Aemr—amemcmmammamemema———= a0

0 E e 1 7R 25

Over 106 - c o coeae cemmccmmenae e emmmemmmmma———————— 0

The levy and intervention mechanism has not always worked well
since markets are still basically nationally oriented and it is possible
for one or more £C members {o experience relatively low prices while
the average of member state prices is high enough to preclude inter-
vention—and viee versa (the average may be low enough to reduee
or climinate levies).

Special provisions apply for waiving levies and redueing import
duties on importation of yYoung cattle and calves for fattening, and
for suspending part or all of the levies on frozen beel imported for
processing. The quantity of frozen processing beef that may be
imported under these provisions is strictly controlled by the issuance
of Import licenses against quarterly estimates of requirements.

The Community grants “indirect’”” preferential treatment to im-
ports from a number of countries. Lower levies are imposed on imporis
of baby beef. The applicable tarifl classification, however. max be
used only for imports from Yugoslavia. Levies, normally caleulated
weekly, may be fixed 30 days in advance for imports from “distant
suppliers” who have signed agreements to that end- ie., Argentina
and Uruguay-.

(3) PRODUCTION AND DISPOSAL

Beeause of the inability of beel praduction to keep pace with con-
sumption, the EC is seeking ways to give further enconrgement to
beef production. Cattle and eall orientation prices have been raised
relatively more than grain prices. but without a reduction in grain
prices it Is unlikely fariaers will employ grain feeding. More important,
it has been necessury to raise milk prices along with cattle prices and
to dispose of surplus milk with the aid of subsidies for use of skim
milk powder in ealf feeding, s a partial consequence of these factors
there has been little incentive to shift from dual purpose animals
to beef breeds, while they has been considerable incentive to raise
calves on milk and slaughter them for veal instead of raising them to
adult animals for beef.

In April 1973 the EC Council approved proposals by the Commis-
sion for special subsidies to convert dairy herds to beef herds.

Export subsidies are also available if needed for exports to third
countries.

B. Ix toe Nixe
Since three of the four countries previously used in caleulating the
basic import price are now members of the EC, the levy system had

to be changed. Levies ure now calculated as the difference between
the orientation price and a weighted average of import prices for meat
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(converted to live weight basis) and live animals. However, if the
price of imports from certain vountries is abnormally low a special
import price {and hence a higher levy) will be caleulated for imports
from those countries.

In the new members, EC levies are diminished by the difference
between the EC orientation price applicable in the Six and that
applicable in the new membar concerned. in intra-EC trade the price
differentials apply in licu of levies. I practice, world prices have
been well above orientation prices sinee the beginning of 1973 so that
the levy system has been inoperative. ‘

Import duties may also be suspended if EC market prices warrant
it, and duties have been suspended through much of 1972 and 1973.

Orientation prices for 197273 for the new members are as follows:

e . .—— e

Cents per ponnd

T —— et e —— e =

United
Kingdom Ireland Denmark
Cnttlo--_--_ ............. - 29,8 29.8 38.4
Calves_oeooaoo o e mmmn 30.9 36.9 17.5

W ke g m e cma e o % e e e mme— A e s b e e e e~ et

The British in addition continue temporarily to operate their sys-
tem of guaranteed prices even though the guaranteed price for fat
cattle is below the U.K. orientation price. For 1972 73 the U.K.
cguaranteed price for fat eattle is 27.7 cents per pound ' conpared to
the orientation price of 29.8 cents per pound.!

Special trading arrangements between Ireland and the UK. con-
tinue in force.

2. Impact onthe United States

The following data illustrate that production of beef and veal in
the Six has grown apace with consumption, so that net imports have
inereased:

Pereent self-sufiiciency: beef and veal

——— o i - N ————

Ger- Nether- Belainm/
1C many  Franee ltaly  laads  Luxem-
hourg
Average:

1956 (o 1960.... 92 ST 102 ™ 106 96
1967 to 1968, S0 NS 112 AN N7 N7
1968 to 1969, . by N 107 68 104 a3
1969 to 1970.__. 89 N 107 62 117 a0
1970 1o 1971._.. R NG 104 a8 124 -4

- —— - - —— —m —— —_— - — — - -—— N e —

Converted from dataain poutels starda 2 and unsts of covmnt ot L1 UA 2 Dl - 82347

rentE AP TY

g o~ o T ‘I‘
o A
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Net tmports of beef and real

{In thou~and metrie tons]

e— PO ———— —— = m - e e~ - - D e e A e e e ————

(ier- Nether- Belgium/
EC many  France Italy  lands Luxem-
bourg
Average:

1956 to 1960, ... 267 134 —17 154 —12 S
1967 to 19680 . 534 154 —125 493 =22 BE!
1968 to 1969 ... 473 225 —145 " 309 —24 18
1969 to 1970__._. 533 169 —118 506 —48 27
1970 to 1971._.. 553 171 —141 576 —08 15

U.S. eaports to the EC iu this sector are largely ontside the levy
sistem deseribed above. Only fixed duties  zero for inedible tallow

and hide<- apply to imports of variety meats, tallow and hides. U.S.
eaports to the Six and the Three inoselected vears are shown below:

U.S. exports of bovine products

[In millions of dollars]

1960 1965 1970 1971 1972

Items » pieet 10 both duties and

leviea:
Jeef and veal:
G v mdmiemmcmmmm——ma M LS 04 0.9 1.1
S . ) .3 LT .4
Ltems <nbject to duties only:
Variety mieats (offuls):?
D 1.2 3L4 2.5 509 584
e e mmmeaecmet e .8 140 147 LT 168
Jtems diy free:
Tallow:
Breiemcmmmccaccecmmcaeaona 37.6 97,1 U354 33,3 2800
S JURUO U IRUSUIRIR 0 SRR P S | T ST W 3.6
Hides, ~kins: 3
TR P 2.0 31,6 178 33,7 444
B 20 5.2 3.8 151 212

-—— — JOVEGSRpIR SRV

! Less than S50,

2 Inedudes pork, el other yanete meeats as well as beef varieny meats,

3 Privanty cattle hades until 1971 and 1972 when fur-kins and sheepskins
bueatne T pe enportant,
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On the other hand. the restrictiseness of the CAP for fre<h. chilled
and frozen meat when world <upplies are more abundant has in the
past contributed to a diversion of warld exports to the United States,

Enlargement of the EC bring< two major beel exporter~ (lreland
and Dennarky and one of the world's lareest remaining nnrestrieted
markets (the United Kingdony within the protective framework of
the CAP. For the Three there is already a net export surplu<, It may
be expeeted that the price and other incentives under the CAP will
give a strong impetus to production in all these countries, thus tending
to reduee gradually the net defieit of tie Nine.

The United States <hould continue to have a good market for its
traditional exports. although British duties on variery meats will
rise from zero to 21 and 14 pereent by 19750 On the other hand. the
British duty on inedible tallow will be reduced from 10 pereent to zero.

E. Dairy Products
1. How the O P Works
A I orne Six

(1) WHO ARE THE PRODUCERS?

Milk i< the main ~ouvee of daily ca<h income of many theasands of
very small farms in the EC. According 1o EC agticubinral census data
for 1966 67, covering 6.4 million farms, 1.2 million or nearly oue farm
in five obtained 68 pereent or more of it~ income from the production
of hovine animals, The percentage ranges from 11 pereent and 15
pereent in Haly and Germany to over 30 pereent in Franee, Belgium
and the Netherlands, Of these 1.2 million farms, 3N pereent were fess
than 12 acres in ~ize: 59 percent were less than 25 acre-. Bovine ani-
mal production is also the leading enterprise of another 1.4 million
farms, 33 pereent of which were under 12 acres and 57 percent of
which were under 25 acres.

Most eattle in the B serve the dual purpese of milk aud meat
production. The <smaller farmers necessarily have {o rely more on milk
production, which provides a daily cash return, The CAP, therefore,
aims to meet the income needs of these small farmers as well as pro.
vide a protected market for those EC members that export -mainly
the Netherlands and France. The first regulations were adopted in
1964 : pre<ent regulations date from 1968,

(2) PRICING AND PREFERENCE

The pricing system for dairy prodocts i< extremely conzplex. The
svstem s intended. through “intervention™ purchases of butter, non-
fat drv milk and eertain cheese, through import protection by variable
levies on all products and through export <ub<dies, to achieve an
average target price for whole milk 3.7 percent butterfaty delivered
ta the dairy. Whole milk itself, however, is not divectly ~upported.
The target price for whole milk, intervention prices for hutter, nonfat
dry milk and cheese, and the threshold prices aninimum inpaort prices)
for varions dairy products are shown below a< of April 14872 «the be-

ginning of the 1972 73 marketing veari:

gty moege  _maw
L T I Py A — |
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Cents per
poundt
Turget price: Whole milk .. : U N
Intervention prices:
Butter.. L 88. 6
Nonfat devmitk ... S e 20,6
Grana padano cheese .., : ... . . N30
Parmesan cheese - e ee L - 901
Thre<hold prices:
Whey powder. . - il el 10. 6
Nonfat drymmlk. .. . e ieian 33.0
Devwhole stk .. el R YRS
Evapormtedmilk = . 0 0 L. 24, 3
Condensed milk inithsugary .. . .0 ... .. 32,6
Butter. ... - . L e 99. 1
Swiss cheese__ .. . o S 2 T |
Blue cheeseooo.. . . e e mmreeeaaen- 72.5
Parmesan cheese . . e e e 112. 0
Cheddar cheese.o.. ... . e ee e mmmeaaa 76.9
Gouda cheeseoon o oo .. . L. e e--_-. 68.9
Lactose. ... . e e e e = eema 21.2

! Prices are converted {from units of acconnt 51 NLONATE UA 10D

Prior 10 1971 the intervention prices cited were not all applied
uniformly throughout the EC, beeause one or move EKC members
insisted on prices a little higher or lover than the agreed “common’
level. This problem reappeared in 1971 whea floating exchange rates
were introduced. For 1973 74, Germany and the Benelux countries
will have a “common’™ nonfat dry milk price about 1¢ Ib lower than
the level for other member states in order to offset partly the dis-
ruption of common pricing by monetary problems (See Part 111).

Also in setting intervention prices for 1973 74, the EC Council
made a major shift in emphasis, away from butter toward nonfat
dry milk. Instead of raising both butter and nonfat dev milk prices
as in past years, the Couneil redueed the common butter intervention
price 2 pereent in relation to April 1972 and ereased the common
miervention price for nonfat dry milk 22 percent. This shift was
made beeanse surplises were rising faster for butier than for other
pmdm'ts‘.

Variable import levies are eajculated for all produets monthly, and
are revised more frequently for particular products if necessnry, In
the case of zo-called “pilot” produets, for which threshold prices are
fixed tabove), the levies equal the difference between the threshold
price and lowest corresponding cilf. price. For other dairy products
levies are derived by making adjusimenss in the levies for the nearest
corresponding pilot product. For fresh milk, which became subject to
the ‘AP only in 1972, the levy is derived from the levies on butter
and nonfat dry milk.

In order to mitigate the effect of the levy <ystem on imports of
Suwiss cheeses from certain countries, the EC has agreed to charge a
fixed duty. instead of a levy, on these cheeses when spectal conditions
te<pecially minimum prices) are met and the imports< are from certain
conntries anainly European).
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{3) PRODUCTION AND DISPOSAL POLICIFS

Surpluses-—especially of butter—have been a major problem for
the Community. The Community has found it especially difficult to
avoid price increases for dairy products because of the importance of
milk in the income of millions of EC farmers.

Instead the EC has paid premiums for the slaughter of very small
herds and for net delivering milk to the dairy (it must be used on the
farm or destroyed). Tt has also paid subsidies for exports of butter and
other dairy products, and has made butter available at low prices out
of intervention stocks for processing. e.port, feed use, for the armed
forces and general consumption (if several months old). Intervention
stocks have been donated to charitable institutions and to foreien
countries as< food aid.

In considering prices for 1973 74 the Commivsion reported that
butter stocks in the Six inereased by 157,000 tons in 1972, and that
milk production in the Nine was currentiy exceeding consumption by
7 to S million tons, For 1973 74 the Council approved a small reduetion
in the butter intervention price —off<et by a much larger inerease in
the price of noniat dry milk—and for the first time approved a general
consunier subsidy for fresh butier of abant 5.5 cents per pound.

Another important subsidy is paid to dairies to reduee the price of
nonfat dry mitk used in ealf feed. In 1965 69, the first yeur of “com-
mon” prices for milk, the subsidy was 20 percent of the intervention
price Tor nonfat dry milk. In 1972 73 the sebsidy was 33 pereent of
the nonfat dry milk price, and in 1973 74 i< 39 percent. Thus the net
cost of nonfat dry milk for feed in 1973 74 is 21 pereent above the
1968 69 level compared to a 60 percent inerease in cost tintervention
price) for other uses. This subsidy has helped the EC avold <uch farge
<urpluses of nonfat dry milk, but has encouraged the produetion of
milk fed veal to the detriment of beet,

B. Iz Tne NINE
Aswith other price supported praduets, price differentials operate in
trade between the Three and the Six and as adjustments in fevies and
<ubsidies applicable between the Three and third countries, The price
differentials are based on theoretical threshold price differences, how-
ever, rather than intervention prices:
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Price differential Feb. 1, 1973

[Cents per pound 1]
United

Kingdom Ireland Denmark
Whey powder.. .. _________ 0 0 0
Nonfat drymilk. _______________ 0 0 0
Dry wholemilk__________.__._.. 17.17 4. 82 2.7
Evaporated milk______________._ 4. 95 1. 39 .08
Condensed milk (with sugar).._.. 5. 94 *1.67 209
Butter. ... 54. 14 15. 21 S. 60
Swiss cheese. ... 18,82 5.29 2.99
Blue cheese... . o_.___ 18,82 5.29 2.99
Parmesan cheese_ . ______._ 14.13 3.97 2.25
Cheddar cheese. oo 18,82 5. 26 2.99
Gouda cheese. . _________._____.. 18,82 5.29 2. 99
Lactose. oo oo .. i 0 0

e M e s s R i o ¢ ke — ————— e s by e

! Converied from units of aceotnt to 3108371 = UA1.00.
? Plus a differential for ~ugar content.

Intervention prices compared to the “conunon’ level were set as
follows for February 1, 1973:

Cents per pound

United
6 Kingdom - Ireland Denmark
B_mtor _______________ 91.60 37.40 76. 39 83. 30
Nonfat dry milk.....__ 26. 60 26. 60 26. 60 26. 60
Cheeseo oo e ') ¢ ")

! No interventicn in 3.

Perhaps the two most important con<equences of the application
of the CAP to the Three are the relatively greater encouragement to
production of butter and other manufactured dairy products com-
pared to direct consumption of fluid wilk, and the substantial price
mereases that must be made by the Three. in particular the UK.
These two factors can only aggravate the Community '~ dairy surplus
problems.

2. [mpuct on the United States

The CAP has affected the United States primarily because the
surpluse~ generated have been eaported with a distuptive effect on
world markets, including the American market. The following data
on changes in the pereentage of self-sufiiciency for the most, important
dairy products suggests that the production and disposal policies
arlier described were having some <uctess, particulurly in increasing
con~umption. Production had <Jowed -omewhat in 1970 and 1971
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but began to rise again in 1972. Butter stocks, which had been reduced
from over 300,000 tons at the end of 1969 to 106,000 tons at the end
of 1971 were back up to 400,000 tons at the end of 1972.

Percent of self-sufficiency in nonfat dry milk, butter and cheese

Bel-
gium/
Nedher- Luxem- Ger-
EC France lands bourg many Italy
Nonfat dry milk:
Average: \
1956-60_.__.__- 97 151 70 100 93 100
1967-68_ . ... _. 161 234 57 153 165 46
1968-69._ .. ..__. 149 224 38 164 160 61
1960-70____.__. 121 143 42 166 145 69
1970-71_ ... 132 145 47 176 182 63
Butter:
Average:
1956-60_ ... _. 101 106 180 96 94 8t
1967-68. . __. 117 131 323 100 105 .70
1968-69_ . ... 113 119 350 109 104 63
1969—-70_. .. ._.. 107 106 367 102 98 64
1970-71 ... 105 107 345 95 G6 65
Cheese:
Average:
1956-60._ .. _.._. 100 104 210 35 77 98
1967-68 ... - 104 109 259 54 83 4
196869 ... __ 102 109 226 48 85 91
1969-70. .. 02 111 218 49 36 88
1970-71 ... 102 112 230 51 84 36

EC dairy policies have contributed io increased imports into the
United States, both directly in EC exports to the United States wnd
indirectly by diverting to the United States produets kept out of the
EC by the levy system. U.S. imports of daivy products {rom the EC
ro=e from $37.6 million in 1967 to $19.0 million in 1972, notwithstand-
ing the tightening of U.S. import quotas during that period as neces-
sary to protect domestic programs.

U.S. exports of dairy produets to the Six in 1972 totalled $2 million.

The extension of the CAP on dairy products to the United King-
dom, Treland and Denmark will, as mentioned above, aggravate the
surplus problems of the Six by encouraging greater production of
manufactured dairy productz. The pattern of world trade will be
further distorted as traditional suppliers to the U.K. market are
displaced by internal EC' production.

The most important of the tiaditional suppliers to the UK. is
New Zealand, which has a tempor