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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 competition that would 
jMjrmit try.de 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 Kingdom, Den 
mark, and Ireland agreed to implement the CAP beginning in 1973, 
and to adjust their price levels and customs charges to common levels 
over 5 years ending in 1978.

The first CAP regulations were established in !t)62 and covered 
grains, poultry, pork, eggs, and fruits and vegetables. Regulations for 
beef, milk, and rice followed in 1964; fats and oils in i960 and 1967; 
sugar in 1967 and 1968; and more recently tobacco, wine, hops, seeds, 
flax, silk, and fish.

The CAP is perhaps most easily understood in terms of three 
principles: common pricing, Community preference, and common fi 
nancing of unlimited support. Common pricing is the regulation of 
prices, Community-wide but not necessarily at a single level, in order 
to permit and promote free 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. ('ommqn financing is the obligation of the Community 
to pay 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 are achieved through the variable levy system. As this 
system operates for grains, the market for the most important cereals 
is supported by government purchasing of any amount offered at 
fixed support, or "intervention" prices, intervention prices are set at 
different levels according to the producing area so that product-; of 
tho 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. Tho 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 minimum import price, or "threshold" price, which is 
equal to the Duisburg target price minus transport costs from Rotter 
dam. The Community observes world market price quotations for

U)



grains each da}* and adjusts these quotations to what the}7" 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 (beginning 
of the 1972/73 marketing year), was 122 percent of the lowest adjusted 
price for wheat imports, 84 percent for corn, and comparably high for 
other products.

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

Minimum import prices, somev:hat 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, oilsoeds, 
and grass seeds.

Because the CAP acts mainly on prices to achieve its objectives, 
administration of the CAP has been vastly complicated by the intro 
duction of floating exchange rates since 1971. A change in exchange 
rates means a change in export and import prices, but not in farm 
support prices; hence, if the latter wore not to be undercut, offsetting 
import charges and export subMdics had to be rcin'roduced in trade 
between Member States and superimposed on regular levies and sub 
sidies employed in trade with third countries. The effect of this 
system 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 1968 the EC Commission made Mide-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 Slates to adopt limited measure* including small retirement 
annuities, subsidized interest on loans for farm improvements, and 
funds for vocational advice and training. Currently the EC is studying 
further measures for regional development and aid to lull farming. 
Ideas for a more basic reform of price and marketing policies have 
been appearing with greater frequency in the last few years, but have 
so far won little support.

From the viewpoint of third countries like the United States, the 
effect of the CAP is to squeeze out imports as domestic production 
rises, and to disrupt 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 years (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. agricultural exports to the 
EC averaged $1.8 billion during 1970-72, up'22 percent over 1965-67



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 lew and enter^duty free. 

U.S. agricultural exports to the three new EC members in 1970-72 
averaged $560 million, of which $179 million corresponds to grains 
and other products now under the variable l«vy system. The direct 
impact of EC enlargement on U.S. agricultural e.rports can be foreseen 
fairly clearly in that the adoption" of higher pi-ices and prelection 
by the ne\v members is certain to lead to the same problems already 
experienced with the present members. It is expected, for example, 
that the enlarged Community will no longer be a net importer of 
grains within 10 years.

1. Objectives of the CAP
A. The Rome Treaty

The Common Agricultural Policy (CAP) is the unified farm policy 
applied by the member governments of the European Economic 
Community. By signature of the Romo Treaty in 1957 establishing 
the European Economic Community. France, Germany, Italy, the 
Netherlands, Belgium and Luxembourg agreed to undertake the 
integration of then* economies. In 1968, the governing institutions of 
the Eurpoean Economic Community were merged with those o'f the 
European Coal and Steel Community and the European. Atomic 
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 United Kingdom, 
Denmark, and Ireland joined the Vix original members in an enlarged 
Community of Nine on January I, 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 effect of the CAP on U.S. 
exports to the EC.

A basic part of the commitment to economic integration was the 
gradual establishment of a c-i-toms union—the freeing of trade be 
tween the members and the o^Jjlishment 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 cisterns union, 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 IS percent of French exports 
in 1970, While the Netherlands has limited cropland, animal products 
are highly important. Agricultural products accounted for 28 percent 
of Dutch*exports in 1970.



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 productivity 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) to ensure reasonable prices in supplies to consumers." 

It is readily apparent, however, that tin* .statement of objectives is 
a rather poor guide to the nature of the CAP, which has often been 
accused of being perverse i.i hs impact upon technical progress and 
inadequate in its ability to maintain farm income, \\hile 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 ha* often described the Common 
Agricultural Policy in terms of three fundamental principles:

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

1. Common pricing means that, ais a minimum, price* should be so 
regulated as to permit the elimination of duties ami restrictions on 
trade between the member .states, and to promote export-, 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 tho 
main producing areas than in the more deficit areas in order to achieve 
this objective. Then-fore, common pricing doe.- not necessarily me:.n 
a single support price. I lew high pri» cs should go is a mutter of political 
bargaining between the countries \\ith the largest producing interest 
tand usually the lowest costs) and countries whose farmers need 
higher prices to stay in business.

In connection with common pricing it ma\ be pointed out that no 
restraint can be placed on production. -ince that would discourage the 
development of intra-EC trade.

2. Community preference i.- .-imply the notion that the European 
Community -hould constitute a preferred market for the product- 
of member countries. Marketing should be so regulated that imports, 
from third count rie- will ah\a\- be a little more cxpen-i\e or harder to 
obtain than dome-tic prodiH t-. A fixed tariff is generally considered 
by the EC to be in-uffiiient for thi- pmpo-e. since an imported prod 
uct, if it is cheap enough, can pay thi- tariff and -till be cheaper than 
the dome-tie product.

Coiumunitv prefcreiu-e is accomplished b\ \:;riou- te<. hnique-. of 
which the two mo,-t common are minimum import price- and stib-i- 
dic-s. Jit)port*> must meet a pri« e burlier than the* de-ired dome-tie 
level or pa\ a fee or be re-tric-ted. Alternativeh I he EC pa\- producers



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. 
European farm organizations tend to regard the existence of imports 
as evidence that European 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 basic financing regulation 
(Xo. 25) states ''the financial consequences of the CAP are tl-e re 
sponsibility of the Community." Put negatively, this means the EC 
shall not refuse- to support farm prices und income on the grounds 
that it costs too much to do so. 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

/. IJoirlh.> CAP Work* 

A. Ix TIIK Six
(i) \viio .\m: THE rnonucKus :•

Production of most grains is wide-spread throughout the Com 
munity, although over half of the production of tlus Six is in France. 
In particular Franco accounted for 51 percent of \\heat production. 
5s perceni of barley production ami 01 percent of torn production in 
1972 7-'). Eighty-.seven percent of durum \\heat production jind nu»t 
of the consumption is in Italy. Eighty-three percent of rye production 
is in Germany. The CAP, therefore, provide* a price system designed 
to promote intra-Community sale- of French soft wheat, barley and 
corn, aud to a lesser extent (Herman rye and Italian durum. The first 
grain regulation-, were adopted in 1902: "common" pricing began in 
1907.

r.ii rnieixG AND PREFERENCE
To accomplish the above marketing objectives, a "target" price is 

fixed for each of the-e grains. The target price i- the wholesale price 
level desired in the most deficit (hence highest priced) consuming 
urea- Duislmrg. Germanv. Grain from the main producing areas 
should obtain this price after bung transported to Duisburg.

Market forces. IKM ever, are permitted to operate \\ithin a limited 
range around the target price «t Duisburg. A basic "intervention" 
price for Duisburg is set a little lower than the tuiget price ami operates 
as u market floor. Government intervention agencies stand ready to 
buy any domestic grain offered to them at the intervention price. A 
market (oiling is provided by the "threshold" price, which is the 
minimum price at \\ hieh imports are permitted to enter. The threshold 
price is fixed for Rotterdam. ^Mien transport i-o^t- from Ko'terdam 
lo Duisburg are added, the eo-»t of imported grain is at or above the 
target price. The Duisburg prices for the principal grains as of Au- 
sriist 1. 1072. the beginning of the 1972 7.'5 marketing vear, were:

Si'J-73G—73——2
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[Iu dollars l per metric ton]

Wheat: 
Non-Durum. __.___..
Durum __ _________

Hvo. .................
Barlev. _---_---._____.
Corn I —— ——————— .

Threshold 
price

121.17
141.58
112.10
110.74
108.08

Target 
price

123. 55
143. 97
114.49
113. 19
110.47

Intervention 
price

113. 73
0
105. 80
103. 90(2)

1 Converted from units of account :it UAl.OO =S1.0S.~>71. The rate has since 
changed. Applicable rate* arc—from May 7, 1072: UAl.OO=§1.08371; Feb. 
13, 197?, to date: UAl.OO--=$1.2003.-).

• N'o intervention price is fixed for Duisburg. See text.

Intervention centeis are located throughout the Community. Inter 
vention price?, at these points are gnu-rally equal to the Duis.burg 
intcrveiuion price minu.s tran.sport costs from the intervention centers. 
Duisburg i> the basic intervention tenter and most other intenention 
centers are linked in this \\ay to Dui.sburg. The DuUburg price, how- 
ever, al.so applies in certain other center?- MI that in fat t there is more 
than one base point for grain.

In the case of corn ami durum \\heat there is only one intervention 
price. The Community .still import* a large part of it> requirements 
of these i\\o grains so that the market tends to be .supported indirectly 
by the threshold n ice. The intervention price therefore i* set on the 
basis of the floor prke required b\ producers in the imr'n producing 
areas Mont-de-Mars.au. Frame, for corn and Palermo for durum, 
bearing in mini the transport co>u from these points to Duisburg 
and what the intervention price there \\ould be in theory. A similar 
procedure ha* been approved for r\e, to take effect on August 1.1973. 
On August 1.1972 the uniform intervention prices for torn and durum 
were $90..">9 am! $l2t>.9» per metric ton respectively.

Durum i.«. exceptional al>o in that consumer* are not made to pay 
the full co.st of prodm ei support through higher prii e->. Instt ad. durum 
producer^ receive an additional pa\ment of :>-iO.O.*J per ton. \\hieh 
when adiled to the intervention pri«e raises their total guarantee to 
SltfO.fls per ton.

Grain threshold pritcs do not «-hange from one port to another. 
Thev are the :-ame at all poin.s tif entr\. Thu> the market ceiling is 
constant. Only the lloor is luvveicd an online to the distance from 
Dui.sburg.

The thre.slu.ld prii e -er\ es as tin- up1 i-r lm.se point fur the caiciilaiion 
of variable levies tm imports. Kvi-r.v, working day ihe Commission, 
which i.s the executive arm i-f the EC. collet ts price quotatit»n.s for 
each giaiu on ititernatioiiai markets and adjusts thosi- |U-J«-f> to what 
they would be if the grain had been of a standard EC quality ami 
IUM! b«-eii oiFeivJ for deliverv. c.i.f. Rottertlam. The lowest such 
adjusted price fur • a« h grain is tlu n deducted from tin- < onvsponding 
threshold price. The difference is the variable lev\. which is then 
collet led on all imports (if that jjraiu regartile» «if the a- tual j>rit*t» of 
the particular >hipmnit. In tiii> »VJIA. the EC eliminutes both price



and quality competition from impot _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 forfeit a surety deposit. The 
license is particularly important in controlling the advance fixing of 
levies. Normally the importer may choose to gumble on the height 
of the levy on the day of importation or hedge, against a levy increase 
by having the levy "fixed" at the time he obtains his license, which 
may be up to 4 months in advance. If l.-e elects to hedge, he will 
obtain the levy on the day he applies for the license, <uijusted to the 
month of importation in accordance with forward price quota*ions 
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 becau.-c of monetary problems 
or other difficulties.

While direct price support (intervention) applies onlv to the grains 
discussed above, the levy .system applies to all grains and grain 
product*. Mo>.t levies on the hater are calculated only monthly and 
arc derived from the corro.sponding grain levies by using conversion 
coefficients and adding a fixed amount for protection of the 'uilling or 
processing indust ry.

An anonuily like that for durum occurs in the ca>e of \vhoat, corn, 
and broken rice purchased for the manufacture of starch or for brew 
ing. Brewers ami starch manufacturers receive a subsidy for the-e 
purchases, which relieves them from paying the full price for their 
raw materials. 1 There is a parallel reduction in import levies (and 
export subsidies) on starch and beer.

Xot all outside suppliers fool the full effect of the levy system. \Yhile 
few preferences are gi\ en tin grain levies small reduction* are granted 
for Turkish r\e, Moroccan durum and East African corn- over 20 
African countries and certain territories and former colonies in other 
parts of the world are exempt from that part of the levy on grain 
products which is intended for protection of millers and proec—or*.

In certain rosp.-ets, the y\-tcin () f community preference ami com 
mon pricing has not \\orked \\ell. Tin mo-t important example arNes 
from the price unification dcci-ion of 1%4. When the CAP for grains 
was first established in Iitfi2, ii \\as not po-sil>lo to bring the range of 
national support prices immediately "ithiu the limits de-cr:hed 
above. Agreement to this end \\n- ivsu-hM only with the greatest 
difficulty in J)eceiul>er HUM \\heu it was decided that the "unified" 
price system dc-erihed alm\e \\ouln take effect July 1. 19i»7. Germany 
and Luxembourg luul to muke -ub-tantial price reduciM-ns to bring 
their support levels into line. For thiec year- after lfH»7 tlu-y were 
permit I IM to make compensation puym -nts to their farmer-. Italy did 
not \vNIi to make the full j«ric«« inrrea-e- required for :eeitgrai»<s. A 
comj»roim-e uas reached In sillouin^ hiih t«» eompenr-aii* ftir higher 
port ami handl'mir co-t- b\ i-uthu-j: levie- on feedgrains importeil by 
sea in 1907 US through 1971 72 and exten«leil through 197U 77. The

1 Tit***ml"iJ»»-smule*r^ i-^-arya furtl.. rsul. 4-i\ ii. s-^j.iiui tar.-r- c{ ].'L,i«i>starch, whi- hi<pra'tti-d on 
cc:.'liiio!i that a r.auuun. i>n--t t- |»j[.i f-r:!.- p^Ut"-.-.



amount of the reduction in 1972/73 is 7.50 units of account (U/A or 
just over S9 at current exchange rules. This reduction is to be elim 
inated beginning in 1973,74, when it will be 6.00 TJA per ton; it will 
decline 1.50 UA per ton each year, to /cro by 1977/78.

(3) PRODUCTION' AND DISPOSAL
Since production is not controlled and rises rapidly in response to 

high price incentives for unlimited quantities, surpluses are generated 
which must be disposed 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 to make the sale.

As with import levic->, export subsidies may be fixed in advance, 
and the privilege ol advance fixing may be reduced or suspended in 
times of wide changes in world market prices. Tt has also 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 condition^, intervention agencies will sell 
the stocks they have acquired whenever the market is strong enough 
to absorb the additional supply. Sales are by tender. A minimum 
price is fixed by regulation for domestic sales, but in the case of sales 
for export, the Commission determine-; the pri<.e 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 for feed the CAP also provides for a 
denaturing premium. This is a subsidy for dyeing wheat or otherwise 
rendering n unsuitable for milling into flour. The premium is intended 
to brim; the cost of wheat down to a level where it is competitive with 
other dom»stie grains—primarily barely—for feed use.

B. IN THE XINK
In joining the EC the United Kingdom, Denmark and Irehmd 

accepted the basic structure of the CAP. and agreed to begin applying 
the CAP on February 1. 1973. It was agreed that the new members 
\\ould adjust their price levels in stages so that "common" EC' prices 
would appl*' ' 1 97S. The level of "common" intervention prices in 
each new m M* remained to be negotatied, however.

The British, for example, whose market prices were around 40 
peivent below EC pri.-os understandably \vanted to fix prices as low 
as passible to mmjmi/.e the total adjustment and its effect on food 
price-s. France, however, wanted British prices high enough not to 
preclude competition from French grain. The resulting compromise 
jixed the intervention prices for wheat and barley at the principal 
inland center of Cambridge at a 197s 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 principle, therefore 
by 1978 there should be a substantial margin of Community preference 
for French grains over third country grain, but little preference over 
British grain.

For 1973, U.K. intervention prices were set near existing market 
levels. The difference between the 1973 intervention price and the 
common (1978) intervention price for the U.K. mint be eliminated by
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?i.x successive price increase* 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 deducted from EC variable levies and export 
subsidies in trade with third countries. As i( happened, by February 
1,1973, when the price differential-^ weie fir.-,I to be applied, world grain 
prices had risen and EC levies and subsidie.- were reduced to less than 
the U.K. price differentials. New rules were therefore adopted by 
which the price differential for foreign trade \\ould be set not to exceed 
the EC levy.

New Member Intervention Prices and Price Uiijerentiak Jor the 
Princ't2)(il Grains, Feb. 1, t!J73

[In dollars ' per metric ton]

r.
DuN-
burg Kouen

L ailed
King 
dom, 
Cam 

bridge

Ireland, 
linnis-
eorthy

Den 
mark, 
Hand-
holm

Wheat (non-durum): 
Common price...... 120. 70 110. 94 110. 00 119. 39 117.48
1973 price.-.....,-. 120.70 110.94 07.95 111.25 100.08
Differential: 

Basic.........,_........ _____._.. 48.11 S. 14 10.80
Temporary....._.__._____._..,-_ 32.57 8.14 10.80

Barlev: 
Common price...... 108.52 104.07 103.01 104.97 100.27
1973 price.,-------- 1 OS. 52 104. 07 57. 05 SS. 83 90. So
Differential: 

Basic...-...-..,..,.....,..-.. .. 45.90 10.13 9.42
Temporary._.____._.__ .... ..... 15.20 10.13 9.42

Corn: 
Common price...... <•') (-": r) (a ) (*)
1973 price.-..-...-. <•) (•'» CV O f) 
Differential:

Basic.-.-,....,..-.......-.-..,. 40.07 249" 0
Temporary...-.....,---...-.-.- . 2s. 23 24.97 0

UMl from unit-* nf aoi-umu at t'Al.dO 
luucd on Mi.ni-ih'-Mnixin, Krauiv. 

cntiKU ! iiu i»r«id>H'iU<n».

For Denmark and irclami the -amc prin«-iplc> apply, except that 
Denmark >cl its initial 1973 pn«-f h»\i»ls for \\hr:it and liarli\v nearly 
as hitrh a^ the i-omm«»n prici« lovt-ls M> thut the price diii'eivntial i> 
MTV small. For ci»rn ami M)n_imn J^fiiinark IUK adopted EC prices at 
llie out-i'i: there is no price difVereniin!. Ireland aUo M-t its initial 
price le\'el> very ln«_h: moderaie p/ice dili'ereiilial- apply for all grain-.

The United Kinirdons has iln« additional privilege of continuing its 
delicieiiey payments (.-.ub.sidie-. eciual to the diuVrcnce bet\\een 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.
8. Im-vaet 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 ions. While the Six continue to import grains, they have now 
become substantial exporters as well, so that the market maintained 
in the EC is lost elsewhere. Jn addition, the market for feedgrains is 
further diminished by the substantial increase in the use of wheat 
for feed.

EC (6): Supply and distribution of grains
[Million metric tons]

Change Produe- 
in stocks tion Imports Exports

Consumption 

Feed Total

Total grains: 
19>2-63— —
1972-73-—..

Wheat: 
1962-63. ......
1972-73— ...

Other grains: 
1962-63——...
1972-73———

.... 2. 6

.... -. 3

.... 1. 8
_ O

. s

57.8
78.7

,29.5
35.2

28.3
43.5

15.1
17.0

3.5
4.0

11.6
13.0

5.4
15.4

3.8
7.7

1.6
7.6

35.1
49.2

5.1
9.3

30.0
39.9

64.9
80.6

27.4
31.7

37.5
48.9

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

Percent self-sufficiency: total grains

Belgium/

EC
Gcr-

Francc many
Nether-

Italy lands
Luxem 

bourg

Av erage : 
1956 to I960——
1967 to 1968——
1968 to 1969—.. 
1969 to 1970—— 
1970 to 1971 ——
1971 to 1972..... 
1972 to 1973——

85
91
94 
91 
86
97 
98

110
143
144 
147 
141
0 
O

77
78
82 
77 
70(')
0

87
69
68 
70 
70(') 
0)

35
39
39 
37 
29
0 
0

51
52
49 
42 
36
(') 
(')

1 Not available.
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U.S. exports of grain to the Six rose 52 percent from $386 million 

in C Y 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 CAP. 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 
the 1986 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 
occurred with the Six. Whereas 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 8135 million. Total exports to the Nine were $624 million.
B. Rice
1. flow the GAP WorJiS

A. IX THE SlX

(1) WIIO ARE THS PRODUCERS?

Only two EC countries produce rice. French production has been 
declining rather steadily due to greater profitability of other crops 
and now accounts lor less than 10 percent of EC production. Italy is 
the primary producer. While Italian production has been rising 
rapidly, Italy c,oes 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 ,1S'D 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 ton. This Duisburg target price is protected from import 
competition b}' threshold prices for brown rice and milled rice at 
Rotterdam. Intervention prices for paddy rice arc fixed for the pro 
duction centers of Aries and Vercelli at 8141.14 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 transport to [Duisburg.

The threshold price on September 1, 1972, for short grain brown 
rice, similar to the main Italian varieties was S225.39 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 Italian short 
gram rice and Italian "Ribe", which is a largo kernel variety more 
comparable to a 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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brown rice in order to reflect the higher value of nulled rice and to add 
a margin of protection for EC rice millers. For September 1, 1972, 
milled rice thre.shold prices were $293 .GS for short grain and $346.02 
for long grain.

License-* must be obtained on all imports or exports. Levies ami 
subsidies may be fixed in advance. In 1972, at Thailand's request, the 
EC began to di.>eriminale in allowing a 90 day period of validity on 
liceiws for imports from the Far Kast. compared to 30 days for 
imports from other parts of the world. On complaint by the tJnited 
States the 30 day period was extended 10 GO days.

More important preferential treatment is granted in (he form of 
reduced levies on imports from the Malagasy Republic, 1 Surinam and 
Egypt.

(3) I'KOnUCTlQX AND WSl'OSAL

Export subsidies are fixed weekly or monthly for rice and rice 
products, 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 TIIK XIXK
Under the transitional arrangements for the United Kingdom, 

x)enmark, and Ireland, price differentials are t-et like those for grains. 
However, since the new members do not produce rice (he differentials 
are based on market prices in the new members relative to EC thresh 
old prices. The differentials are deduetea l»\ new members from the 
EC levy on imports from third countries; the differentials also serve 
as the subsidy on exports of Italian rice to the new members.

The differentials were calculated 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. 
Consequently, as in t'ie grain sector, the differentials had to be ad 
justed temporarily so u-> to be approxinMtely equal to the levy:

diiTrreittitila. compared to the diiftnncc In E 
id world markit prtcat «/ /»'»//< /W«m, Fib. 1, li)7S

.V«»r number jirirt diiTrreittitila. compared to the diiftnncc In EC 
threshold ricot <nid

IHT nil-trie ton] 

I ticked rice Milled rice

Sh»rt hojjii Short 1-ong

KC-0:
Threshold price..... 230. 2s 251. 99 299. S7 353.18 
World price........, 20s. 07 199.12 225. 39 198.14

L?w_, _._.__.,... 21.01 52.87 74.4S 155.04

'ntial: 
_________ __ . 107.50
iorarv_ ________ 22. SO

124.31
55. 37

13S. 97
74.91

180. 23
153. 09

l Tlti'«-''"htwnAfnijtiu^>-ui.".-ii:uu!< -y |uth<* Ya>iun<!<*i.-oiiT<>ntio!ijkori-<tfivei>rcftrv]iUa 
owiAvr, UK Ma!a'.;a>y Ki-jiublic is \\> nly ^"iiilioattt tae t-xjiorirr.



13

Preferences granted to Egypt, arc now also granted by the ne\v 
members. Surinam and Madagascar will receive preferential treat 
ment by the ne\\ members after 1975. At that time certain Common 
wealth'suppliers uow receiving a preference in the U.K. may receive 
preferences from the Nine.
2. Im-pact on the United States

While yields have been somewhat inconsistent, total i-ice icreage 
has increased every year since 1964 when the CAP was introduced. 
Acreage increases in Italy have more than offset a decline in France, 
Production has therefore shown a significant upward trend even 
though the harvests for 1971/72 suuf 1972/73 were reduced. Con 
sumption by the Six on the other hand has shown a slight downward 
trend over the same period. Italy 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 
grain 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, 1070-72 
[Thousands tonsl

1970-........—..——
1971............ —— ...
1972_.____.......

Total

123.8
145. 2
126. 8

United 
States

61.1
54.7
47.1

Italy

0.7
35.2
19.2

Other

62.0
55.3
60.5

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

[Thousand metric tons]

•

1956-60————————,
1967-68....———————.
1968-69...... ———..——.
1969-70..———.———
1970-71...———————
1971-72...———..———.,
3972-73-.———————..

Average

France

......... ...... _ 86
—..————_ 97
..... ————— 67
..... ..... — .. 76
...... .___. 73
.... ____- 61
_____...._ 41

Italy

54G
596
51S
689
655
714
(501

The United Smte< managed to increa-e ice exports to the EC for 
several years after the introduction of (ho CAP. "Common" pricing 
did not begin until September 1967 suul until then, Germany and the 
Benelux countries were permitted to reduce levies substantially on 
imports from third countries. Sule» to France were boosted a< France 
discontinued discriminatorv import licensing:. Supplies from some Far

99-730—73——3 * "
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Eastern sources dropped. Since 1969, U.vS. exports to the Six have 
declined, due in part to the height of variable levies and in- part ,to 
more competitive 'pricing by other third country suppliers. U.S. ex 
ports (o the Six were $31 million in 1969 and $17 million in 1972.

The most important effect of EC enlargement- appears likely to be 
the further inroads of Italian rice into the important British .market. 
U.S. exports to the. U.K. Denmark, and Ireland in 1972 totaled' $12 
million, of which the ..U.K. t accounted for all but $347,000.
C. Poultry, Eggs, and Pork
L How Hie CAPS "Work* 

A. IN TIM: ,^i
(i) WHO AUB TUB PRODUCERS?

All EC countries produce poultry, eggs and pork. The CAP estab 
lishes a very high level of absolute protection which has favored -the 
expansion of infra-EC exports, especially Dutch and Belgian exports, 
at the expense of third countries. Dutch exports, in particular, to 
third countries have been expanded. Regulations for these products 
began in 1962: present regulations date from 1967.

(2) PRICING AXD PREFERENCE
Intervention on domestic markets is limited to pork. Pork prices 

follow a cyclical pattern, and the intervention price level (which is 
the *•« me throughout (he EC) generally becomes effective only at (he 
low end of the cycle. Export subsidies and protection against imports, 
however, help (o support internal market prices indirectly for pork, 
poultry, and eggs.

The le\ol of protection against imports is determined in two parts. 
The first is a l>:isic variable levy which corresponds to the levy on the 
quantity of grains assumed necessary to produce the poultry, eggs, or 
pork. plu« an additional margin of protection. The basic levy thus 
compensate?- 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^

Since the basic levy i* a function of grain prices, it does not by 
itself prn\ ide a l^olute preference for domestic pork, poultry, and eggs. 
Therefore, the EC has established a second element of protection: a 
minimum import price or "gate price." The gate price, which applies 
to all third country products, is not related to the domestic price 
level, but rather represent* the EC's calculation of the "fair" cost 
of third country product > delivered to the Community. Products 
offered to the Community at le-s than (he gate price become subject 
to an oiV<etting supplementary levy.

This <upp!<Muentary levy applies to imports only from those ooun- 
trie-. wlu>»e products do no) meet (he gale price. If a country can 
control it- export pria- and promise not to undercut the gate price, 
the EC o.ill exempt that country from any supplementary levy on 
the product- ecvu-erm'd. Apart from (his preferential levy exemption 
for eountrk- \\]>o meet the gale price, (here is a small preferential 
low nvhu-iion for poultry imports from Turkey.

Gate prices and ba^ic, levies are published every three months. 
Supplemenlan le\ies are ie\ie\\ed more often and changed as needed.

BgST COPY AVAILABLE



15

(3) PRODUCTION AND DISPOSAL POLICIES
Because of the absence of domestic "market intervention, export 

subsidies are particularly important in regulating the supply of 
products available to- the domestic market. Export subsidies are 
calculated every llire.e months and may be fixed in advance.

B. IN THE NINE
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 between old and new members. The price differential 
is io be phased out by 1978 on tho same schedule as for grains. The 
full EC gate price and supplementary* levy, however, apply from 
February 1, 1973.

In negotiating the differentials to bo applied in the trade of the 
new members, (he U.K. was successful in obtaining a revision of the 
conversion factors used in calculating the differentials. The U.K. 
contended that less grain is required than implied in the formulas 
used in calculating EC levies on imports from third countries. There 
fore, the differentials (but not the levies) arc calculated with lower 
coefficients and are about 10 percent smaller than they would other 
wise be. This means loss is deducted from EC levies by the U.K.—i.e. 
British protection is higher. Also the subsidy on Dutch and Danish 
exports to the U.K. is smaller than it would otherwise be.
,.?. fmjHicf on. the United States

Production of pork, poultry and eggs has grown rapidly in all EC 
countries since tho introduction of the CAP in 19(5*2. Consumption, 
has also grown rapidly with rising incomes. The following tnble shows 
the effect of the expansion of Dutch and Belgian production on trade 
within the EC and with third conn tries:

Percent of $e(f-$njfic!i-ncy <';i pork, podtnj and eggs

Belgium/ 
Not her- Luxom- 

KG lands bourg France
Ger 
many Italy

Pork: Average:
1956 to 1900.....
19G7 to 19CS._...
19(58 to 19G9
19G9 to 1970
1070 to 1971

Poultry: Average:
195G to I960
19G7 to 19GS
19G8 to 1909.....
19G9 lo 1970.. ..
1970 to 1971- ..

100
100
99
100
101

93
98
98
100
101

14G
108
17S
188
200

380
328
343
381
394

10G
130
135
150
174

102
139
130
132
132

101
91
82
S3
86

101
102
102
103
103

94
95
95
95
92

51
49
48
51
51

94
89
90
So
82

94
99
99
99
99

Eggs: A \crage:
1950 to 19GO__.._
1967 to 196.8.....
1968 lo 1909.. ...
1969 to 1970,. ..
1970 to 1971 — ..

90
97
9S
100
101

222
129
139
144
148

108
122
136
157
181

96
100
99
98
99

58
87
SO
86
85

84
94
94
96
97

BEST COPY AVAILABLE
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U.S. poultry exports to the Six reached S50 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 mijlion 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.

IJ.S. poultry exports to the Three totalled S2 million in 1972. This 
represents a substantial increase over 1971, when (until October) 
British imports from the United States were, prohibited b}- a New 
castle disease control program. The relaxation of these controls, 
while accompanied by the establishment 0:1 rather high minimum 
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 a major exporfci'.

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 to $53.8 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.K. to regain our market from sub 
sidised EC exports. By 1970 our exports recovered to $30.6 million. 
Beginning in 1971 (he 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 U.K. 
moved to the EC gate price and levy system.

The extension of the CAP on pork, poultry and eggs 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 Newcastle 
disease vaccine ban, it seems clear that Danish and Dutch exporters 
should gain the lion's shave of this market. The same is true of pork 
and laru. High levies will apply against third country products on!}-, 
while the Dutch and the Danes will benefit from export subsidies 
(price differential.-;) during the transition period. The gate price 
keeps outside suppliers from competing through lower prices.
D. Beef and Veal 
L How the CAPS Worts 

A. IN THE Six
(1) WIIO ARE THE PRODUCERS?

All of the Six produce beef and veal, but only the French and Dutch 
produce enough to have appreciable quantities for export. On the whole 
the Six have a deficit in beef, and the deficit has tended to iiu-rease. 
The explanation fur 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 function 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 1904; the present regu 
lations date from 1968.

(2) PRICING AND PREFERENCE
Since none of the Six have been in a strong export position, the 

regulations for the beef sector have aimed primarily at providing sup 
port and protection during periods of low prices.

An "orientation" price is 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 to increase in two 
steps—in April and September. These orientation prices were:

Cents per pound l

April September

Live cattle..____,.._.___,________ 36.9 38.4
Live calves.__._,,,____,..._.... 46.4 47.5

1 Converted from units of account at sl.Q8.~>7I= l'Al.00.

Member states are authorized to undertake market intervention 
("purchase of cattle, ami purchase or storage of fresh or chilled beef) 
in certain localities whenever cattle prices on EU markets average 
less than 9S percent of the orientation price and arc below 93 percent 
of the orientation price in the localities concerned. Intervention is 
required in all Member States whenever average cattle prices for the 
EC drop to less than 93 percent of the orientation price. Prices to be 
paid for intervention purchases of beef are derived from the inter 
vention level for cattle by means of appropriate coefficients. There is 
no intervention for calves or veal.

Imports are subject to import duties of 16 percent ad valorem on 
live animals and 20 peroent ad valorem on fresh, chilled, or frozen, 
meat. In addition, if import prices are low relative to the orientation 
price, there may be variable levies. Prior to EC enlargement, import 
prices were calculated in two ways. A basic import price was calcu 
lated from a weighted average of certain cattle 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 calculated for imports from thai country.

The EC system then provided that if both the (bWic 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 between the import price and the orientation 
price. Jf, ho\\ever. the average of Community market prices should 
rise above (he orientation price, any applicable levy would be phased 
out as follows:
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Percent of 
applicable-

Average of EC prices nit pcrct-nt lev)/ to 6C 
of orientation price collected

100-102________. ___._.___..______,_._.__.______.____.,. 75
102-104................................................ 50
104-106..., -------_,..---,..--._-_-._._,..__.__.__._... 25
Over 106... ...... ........._......_._...... __ ._..._.. 0

The levy ami intervention mechanism has not always worked well 
.since markets are .-.till basically nationally oriented and it is possible 
for one or more T£C member?, to experience relatively low prices while 
the average of member state price.s is high enough to preclude inler- 
\cntion — and vice versa (the average may be lo\v enough to reduce 
or eliminate levies).

Special provisions apply for waiving le\ies and reducing import 
duties on importation of young cattle and calve* for fattening, and 
for suspending part or all of the hnics on froxen beef imported for 
processing. The quantity of froxen processing beef that may be 
imported under these pnnisions i.s 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. Lo\\er lev ies are imposed on imports 
of bal>y beef. The applicable tarifT classification, however, may be 
used only for imports from Yugoslavia. Levies, normally calculated 
\\eekly. may be fixed 30 days in. advance for imports from "distant 
suppliers" \\ho bave signed agreements to that end- i.e., Argentina 
and Uruguay.

(3) PRODUCTION AND DISPOSAL
Because of the inability of beef production to keep pace with con 

sumption, the EC is seeking ways to give further encourgement to 
beef production. Cattle and calf orientation prices have been raised 
relatively more than grain prices, but without a reduction in grain 
prices it is unlikely farmers \\ ill einplox grain feeding. More important, 
it has been necessary to raise milk prices' along with cattle prices and 
to dispose of surplus milk \\ith the aid of subsidies for use of skim 
milk powder in calf feeding. As a partial consequence of these factors: 
there has been little incentive to shift from dual purpose animals 
to beef breeds, \vhile they has been considerable incentive to raise 
calves on milk and slaughter them for veal instead of raising them to 
adult animals for beef.

hi April 1973 the EC Council approved proposals bv 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 THE
Since three of the. four countries previously Used in calculating the 

basic import price are now members of the EC, the levy system had 
to be changed. Levies arc now calculated as the deference between 
the orientation price ami 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 countries is abnormally low a special 
import price (and hence, a higher levy) will be calculated 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 
applieabje in the i\e\r member concerned, in intra-EC trade the price 
differentials apply in lieu of levies. In practice, world prices have 
been well above orientation prices since the beginning of 1973 so that 
the levy system has been inoperative.

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

Orientation prices for 1972 73 for the now members are as follows:

Cent* per pound

Denmark

3S.4 
47.5

The British in addition continue temporarily lo operate their sys 
tem of guaranteed prices even though the guaranteed price for fat 
cattle is below the U.K. orientation price, For 197'2 73 the U.K. 
guaranteed price for fat cattle is 27.7 cents per pound l compared to 
the orientation price of 29.N cents per pound. 1

Special trading arrangements between Ireland and the U.K. ron- 
tinue in force.

.?. Impact o'nthe United States
The following data illustrate that production of beef and veal in 

the Six luw grown apace, with consumption, so that net imports have 
increased:

Percent selj-$ujiic!ency: betj and veal

Cattle.............
Calves............

United 
Kingdom

........ 29.8

........ 30.9

Ireland 1

29. S
30.9

Average:
1950 to I960. _
1907 to 1908....
1908 to 1909.. .
1969 to 1970....
1970 to 1971..,.

KG

92
SO
S9
S9
SO

(Jur- 
nuuiy

S7
SS
s4
S9
s9

France

102
112
1U7
107
109

Nether- litf 
Italy l:\nds Luxoiu-

7;") 100 90
5S 1117 H7
OS 104 93
02 117 90
5S 124 94

Cuuvi-n«U fium data in ]x.'Ui.'l.-. >t-rl.i y .uij UI,,KI>J,I. .i.ui.t at i'l-ini- V'A ."
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,\ct importa of beef and nal 
[In thiiu-aiid metric tons]

(JcT- Xi-ihcr- Belgium/ 
EC many France Italy lands Luxem 

bourg

Average:
1950 to 1900,... 207 134 — 17 154 -12 S 
1%7 to IOCS.... 534 154 -125 493 -22 34 
19681019(59.... 47.5 225 —145' 399 —24 IS 
1909 lo 1970.... 533 109 —US 500 -4S 27 
1970 to 1971..-. 55:5 171 —141 57G -6S 15

U.S. export to the KC in this sector are largely outside tho levy 
M-tem de-cribed above. Onl\ fixed dutio> zero for inedible, tallow 
and hido-- apph to import > of variety meal*, tallow and hides. U.S. 
export^ to the Six and the Three in -selected yours are .shown below:

r..S'. exports oj bovine products 
[In millions of dollars]

1000 19Go 1970 1971 1972

Items >> oie<-i 10 both dulio-s and
levie-: 

liei'f and veal:
(!.-.........-.._--.._..... f 1 ) 1.5 0.4 0.9 1.1
:!..._,..-..._..........--., .1 .5 .3 .7 .4

lU'iu> >-nl»je<-t to duties only: 
Varietv meat.- (olFals):-'

li._"-_...-..__.__---._ .... 14.2 34.4 42.5 50.9 58.4 
:J.-.-.---.................. 7.S 14.0 14.7 14.7 10.8

lli i m-« dntv fnu-:
rt\ kl *1 allow: 

t»,......................_.. 37.0 37.1 :53.4 33.3 2S.3
:{.........-.-....-.......... 2.3 7.3 0.1 5.2 3.0

I fide-, .-kin-: 3 
ti.......................... 24.0 31.0 17.S 33.7 54.4
:t..._..................... 2.5 5.2 3.S 15.1 21.2

. -..
r Ini-iu'!'^ \> 'fk. aittl «>!hor \ara-tv m«-ais a« v\<-H a* h«'<-f vartfiy na-uts. 
1 1'riiu.irih i-uUli' hiilt- until I'l71 ami l'»72 \vhi.-n fur-kiu< atul shccpskii 

became iu> r<- i!!i|»«»rtunt.
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On the other hand, the rc-trieti \ene- of the CAP for frc-h. 
and fro/en meat when world snpplie- are more abundant ha* in the 
pa-t contributed to a diver-ion of world ««\poru to the United States.

Enlargement of the EC bring- two major beef exporter-" (IreliMid 
;ind Denmark' am! one of the world'- large- I remaining mirc-tricled 
market- (the I'nited Kingdom > within the protective framework of 
the CAP. For the Three there i> already a net export -urplu-. It may 
be expected that the price and oilier incentive-* under tin- CAP will 
give a -trong impetu- to production in al! thc-e countrie-. thu- tending 
to reduce gradually the net deficit of the Nine.

The railed State- should continue to have a good market for its 
traditional exporK although Briti-h dutie- on variety meat- will 
rise from xero In 21 and 14 percent by 1117s. On the other hand, the 
British <luty on inedible tallow will be reduced from H) percent to xero.
E. Dairy /

A. Ix TIIK Six
(3) WHO .\RK THE

Milk i- the main -outre of daily ea-h income of many »h«.i-and- «;l 
very -mall farms in the EC. According to EC agiicuhmal «"ii-u< data 
for JlHili 1)7. covering (5.4 million farm-. 1.2 million or nearly otic farm 
in five obtained OS percent or more of it- income from th" production 
of bovine animals. The percentage ranges from 11 p«-n-nt and 10 
percent in Italy ami Germany to over :>() percent in France. Belgium 
and the Netherlands. Of the-e 1.2 million farm<. :>s percent \\ere le-s 
than 12 acres in >i/.e: 50 percent \\ere le-s than 2") acre-. Bovine ani 
mal production i- also the leading enterpri-e of another 1.4 million 
farms, :->3 percent of \\hich \\ere inuler 12 acres and 57 percent of 
which were under 25 acres.

Most eattle in the EC >erve the dual purpose of milk and meat 
production. The smaller Tanners nece— arily have to rely more on milk 
production, which provides a daily cash return. The CAP. therefore, 
aims to moeJ the income needs of the-e -mall farmers a- well as pro 
vide a protected market for tho-e EC members that export mainly 
the Netherlands and Franco. The (ir-t reirulalions \\eiv adopted in 
1904: present regulations date from Ifltis.

(2) PRICING AND PREFERENCE
Tin* pricing system for dairy products is extremely complex. The 

xy-.tom is intended, through "intervention" purchase- of butter, non 
fat drv milk and certain chee-o, through import protection by variable 
levie- on all products and through export -nb-5dies, to achieve an 
average target price for whole milk OJ.7 percent Imlterfat* delivered 
to the dairy. Whole milk itself, however, is not directly -upported. 
The target price for whole milk, intervention price- for butter, nonfat 
dry milk ami e.hee-c. ami the thre-hold price- 1 minimum import price-) 
for various dairy products are >ho\\n below a- of April 1U72 «the be 
ginning of the 1072 73 marketing yearl:
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T.'iiget price: Whole milk. __ . ....._._.._. 5. 8
Jn? erven lion prices:

Butter- ............. S8. 6
Nonfat dry milk . _ . . - _..._.._„. 20. 6 
(irnna padano cheese ... ...... S3. 0
Parmesan choose. __._.,. _, _ _ _ 90.1

Threshold prices:
\Vhey powder. . , . ...._.._„_.__.. 10.6
Nonfat dry milk. ... . . . . .._.-..._...._ 33.0
Dry whole milk- - ,. ...... . -...___ . ... i)7. it
Evaporated milk . . - ........ ..„.., 24. i
Condensed milk (\\ilh sugar; .... ... .. .... .. 32.6
Butter, .,- . ... ....... .,,...,..,.. 99.1
S\\i<s rhee>e ... . . . - . ..,_,.,. .-,,.... 83. 7
Blue chee-e. _...---.----. .... -..--__.._____„_. 72.5
Parmesan cheese,. . ..... , .,.......,._.- 112. i)
Cheddar cheese..,. ....... . .. . .......... 76.9
Ciouda cheese..,.. ............. ..,._ ... ...... 68. 9
Lsu-to-e. ........ .............. ........... . ..... 21.2

1 Prices arc ronveru-d from units? nf a«v<i'int ;;i si.ijs.\7| l"A 1.00

Prior to 1971 the intervemion prices cited wore not all applied 
uniformly throughout the EC, because one or more EC members 
insisted on prices a little higher or lov.er than the agreed "common" 
level. This problem reappeared in 1971 when floating exchange rates 
were introduced. For 1973 74, Germany and the Benelux countries 
will have a "common" nonfat dry milk price about Ic Ib lower thnn 
the level for other member states in order to offset partly the dis 
ruption of common pricing by monetary problems (See Part III).

AKo 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 raiding both butter and nonfat dry milk prices 
as in past years, the Council reduced the common butter intervention 
price 2 percent in relation to April 1972 and inci eased the common 
intervention price for nonfat dry milk 22 percent. This shift was 
made becau-e .surpluses were rising faster for butter than for other 
products.

Variable import levies are calculated for all product* monthly, and 
are revised more frequently for particular products if necc^iry. In 
the case of so-called "pilot" products, for which threshold prices are 
fixed (above), the levies equal the difference- between the threshold 
price and ln\\est corresponding c.i.f. price. For other dairy products 
levies are derived by making adjustments 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.

3n order to mitigate the effect of the levy system on imports of 
Swiss rheescs from certain countries, the EC has agreed to charge a 
iixed duty, instead of a levy, on these chee-es when special conditions 
(especially minimum prices) are met and the imports are from certain 
countries" » mainly European).
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(3) PRODUCTION' AN'D DISPOSAL JPOUCIES
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 not delivering milk to the dairy (it must be used on the 
farm or destroyed). It 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 preceding. export, feed use, for the armed 
forces and general consumption (if several months old). Intervention 
stocks have been donated to charitable institutions and to foreign 
countries as food aid.

In considering prices for 1973 74 the Commi-vion reported that 
butter stocks in" the Six increased by 157,000 tons in 1072, and that 
milk production in the Nine was c.urrentiy exceeding consumption by 
7 to S million tons For 1973 74 the Council approved a small reduction 
in the butter intervention price -off-ci by a much larger increase in 
the price of nonfat dry milk—and for the HIM time approved a general 
consumer Mibsidy for fresh butter of about o.o cents poi pound.

Another important subsidy is paid to dairies to reduce the pri«-e of 
nonfat dry miik used in calf feed. In 19l5s G9. the first year of "com 
mon" prices for milk, the subsidy was 20 percent of the intervention 
price for nonfat dry milk. In 1972 73 the subsidy was 33 percent of 
the nonlal dry milk price, and in 1973 74 5>- 39 percent. Thus the net 
c.o<t of nonfat dry milk for feed in 1973 74 is 21 perc»Mit above the 
190S 159 level compared to a CO percent increase in cost (intervention 
price) for other uses. This subsidy has helped the EC avoid Mich large 
surpluses of nonfat dry milk, but has encouraged the production of 
milk fed \eal to the ile'triment of heel.

B. IN THE NINE
AS with other price supported products, price differentials operate in 

trade between the Three and the Six and as adjustments iu levies and 
subsidies applicable between the Three and third countries The price 
differentials are ba^ed on theoretical threshold price dillVsvnees, how 
ever, rather than intervention pric.c»:
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Price inferential Feb. 1, 1978- 
[Cents per pound')

Whev powder. ..__.__...__.___.
Nonfat dry niilk____. .___..___.
Dry whole milk___. ...___.._._.
Evaporated milk. __.__--_.__._
Condensed milk (with sugar)---.
Butter...... _....._.. .1 ______
Swiss cheese _--._________.____,
Blue cheese. ...___._.._.____...
Parmesan chee.se. _____.__,____,
Cheddar cheese. ___.__._______.
Gouda cheese.. _ _....-,„.....
Lactose. _.__....__.._.___.._..

United 
Kingdom

0
0

17.17
4.95

2 5. 94
.54.14
1S.S2
18.82
14.13
1S.S2
18.82
0

Ireland

0
0
4.82
1.39

= 1.67
15.21
5.29
5.29
3.97
5.29
5.29
0

Denmark

0
0
2.73
.082.09

8.60
2.99
2.99
2.25
2.99
2.99
0

1 Converted from units <>f account t«> *1.0,V<71~ ['Al.OO. 
1 Plu< a different in 1 for >uaar content.

Intervention prices compared to the •>ommou" Wel were set as 
follow* for February 1, 1973:

Ci-m< per pound

Butter..............
Nonfat dry milk. __ _
Cheese.. .I...........

0

91.60
26. 60

I'nited 
Kinsuiom -

37.4(5
20. (50

( l )

Ireland

76. 39
26. 60

0

Denmark

83. 00
26.60

I1 )

1 Xo intervention in 3.

Perhaps the two nuM important t oii-eqiiences of the application 
of the CAP to the Three are the relutheiy greater encouragement to 
production of butt-.T and other manufactured dairy products coin- 
pared lo direct consumption of fluid milk, and the Mib>lantial price 
increa>(s that must be made by the Three, in particular the U.K. 
The.-e two fnctois can onh nggra\ate the CommuniU '> daily surplus 
problems.

2. Impact on the United States
The CAP has affected the United State* primarily because the 

>urpluse> ireneratcd have been e.xportcd \\ith a di>ruptive effect on 
world market^, including the American market. The following data 
i in change.s in the percentage of >elf-.-ufiiciency for the ino>t important 
dairy proiluct^. >uirge>tb that the production and disposal policies 
earlier de.-cribed -\\ere ha\ing some ^u<ie>-, particul-irh in increa^ng 
eon-umption. Proiiuction had ^lowed -oniewhat 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

Nonfat dry milk: 
Average : , 

1956-60.-. .... .
1967-68.. ._-._.
1968-69........
1969-70. -._-...
1970-71........

Butter: 
Average: 

1956-60........
1967-68----.---
1968-69-....,..
1969-70.---.-..
1970-71........

Cheese : 
Average : 

1956-60.........
1967-68----.---
1968-69-------
1969-70-.--.-..
1970-71........

EC

97
161
149
121
1.T2

101
117
113
107
105

100
104
102
102
102

France

131
234
226
143
145

106
131
119
106
107

104
109
109
111
L12

Ncxher- 
hinds

76
57
38
42
47

180
323
350
367
345

210
259
226
218
230

Bel 
gium/ 

Luxem 
bourg

100
153
164
166
176

96
100
109
102
95

35
54
48
49
51

Ger 
many

93
165
160
145
182

94
105
304
98
96

77
S3
85
86
84

Italy

100
46
61
69
65

81
.70

63
64
65

98
94
91
88
86

EC dairy policies have contributed to increased imports into the 
United States, both directly in EC exports to the United Stales and 
indirectly by diverting to the United Stales products kept out of the 
EC by the levy system. U.S. imports of dairy products from the EC- 
rose from $37.6 million in 1967 to §49.0 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 products to the Six in 1972 totalled $2 million.
The extension of the CAP on dairy products to the United King 

dom, Ireland and Denmark will, as mentioned above, aggravate ihe 
surplus problems of the Six by encouraging greater production of 
manufactured dairy products. The pal tern 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 tnulitional suppliers to the U.K. is 
New Zealand, which has a temporary guarantee. The U.K. is author 
ized to import butter and cheese from New Zealand at special prices 
in the following quantities for 1973-1977:



[In metric toiv*J

1073, . ...._...___... ...... ...
1074. ..._.._,_..
107o. ..... .... ... .. . .,_
10711 .......... ..........
1077. . .

Butter

105, SI 1
1 58,002
151,904
145, 085
138. 17(5

Cheese

GS, 580
60, 900
45. 720
30, 4SO
1 T 'Xlfl

After 1077 some further provision may bo made for bullcr, but not 
for cheese.
F. Sugar

I. II <»'<>!„ CAP \Vorlx 
A. Ix TIIK Six

fl» 1V1IU ARE TUB rUODCCKIIS?
Sugar beets are grown in all EC countries. In addition, the CAP 

make-; provision for the cane sugar produc.tion of (he French Oversea* 
Depart ment-J France and Belgium are the principal exporting 
member*.

The numlier of sugar miller*. and refiners, however, is quite limited. 
Sugar marketinir is dominated by three firms in Germany, two firms 
in the Netherlands, one in Belgium, one group of firms in Italy, and 
one group in France. Then' an le«o, than two dozen major refining 
companies in the Six. The CAP therefore also includes a system of 
produ"ti<>n (|itnia*> designed to piv-erve their interests. A levy system 
for >u<rar wa- introduced in 1907; the pre.-eul system took effect 
in lOC.s.

«-'• n:i< ixc AXI» n:i:n:i:i.xn:
In the ea-e of ^ugar. both target aii'i intervention price>- are jjegged 

to the main production area- of northern France. Threshold prices. 
however. :ire fixed for the mo-t distant point. Palermo. Sicily, at u 
level that will as-sure a preference for French sugar there. Higher 
intervention prices are permitted in Italy, by way of exception.

luterv.'utiun prices are fixed for refined sugar, raw cane sugar from 
the French OvtM'-ean Department, and raw beet susrar. Refiners must 
meet a minimum bei.-t price in their contract- with beet growers.

iijnmiHij July 1\ 
( fn ilntlitra * jitr ni(tr!c tun)

price,. •. , . . . . .... . . ,. 2Uo. IKS
Tar^'i price,, . . ... ........... .. ... .. ....... . 2ljG. 54
Intervention price . .... . .. , ... .... ... . .... . ........ 253.40

Italy.... -. .... - . . ....... .-- .. - ... .. .... 2K9.U9
French 0\er-i-a- Departments, _ ....... .... 249.82

Ra\\ beet Miirar intervention. ... . . ... ..... . .. .. . 215.51
Italy.... ........ ......... ..... ........ . . . ...... .. 2:!U. 50

l (,"i'ii\'vru<l from units »f aiv.'f.hi ill l"A I.iu»=si.0sn71.
Uu.i !i -1 -^IH , M;i:iiiii<)U<*. U«-u 4«^ . F»*.. -*. ' »ai t .1.



27

price* A*//.,//'./ (bcf/iinihir/ JtiJ// 1)—Continued

TCaw cane sugar intervention (French overseas departments). 217. 25 
Minimum beet price:

Within quota....._....,... .... , .......................... 19.20
Italv............................ ............................. 21.31

Over quota............... ........ ..... ............................ 11.29
Italy........................................................... . 13.41

Sugar levies arc calculated daily in a manner similar to that for 
grains. The Six have not extended preferential treatment to any third 
countries. This policy, however, may be reassessed in ihe light ul the 
accession of the United Kingdom which has had special! arrangements 
with its Commonwealth suppliers.

CD I'KOnUCTIOX AND DISl'OSAL 1'OUCIKS
A? indicated above, a system of production quotas allocated to each 

Migar factory or manufacturer was established in 1968. Initially, the 
total of the quotas was well in exuA* of levels indicated by previous 
production history.

(Iu thousand metric ton-*]

»f Human
sje Produc- con<ump-
is timi linii Balance

Average:
1902-03—1900-07.. ___»,..._ 5. S97 5.521 376
1907-6S...._._-_..,.___._.- 0. COO 5.820 780
1908-09- ........ 6,480 0,810 5.931 885
1909-70.-,.^..-. 0,480 7.434 0.065 1,369
1970- 71.......... G. 480 7,052 0,493 559
1971-72.,.-...... 0.480 8.095 0.280 1.815

XUTI..— Data include French «»vor»ca< department".

AS the quota system is presently operated in nuM EC countries-, 
th»> refiner becomes liable to a tax or assessment on any production in 
exivss. of hi> base quoin. In principle the amount of the tax should 
equal the cost per ton of export subsidies and other measures em 
ployed to tlispo-0 of •sugar surpluses. (Surpluses are presently defined 
a> quantities- in excess of estimated human consumption or ba>e 
quo!a-, whichever figure is larger. Small quantities are also u>e(l for 
feed and industrial use). In fact, the EC Council has placed a ceiling 
on the tax rate well below the actual disposal cos-t. Moreover, 00 
percent of the tax may be pa^ed on to the beet grower. The refiner 
may also cm the minimum price to beet growers .some 40 percent for 
bocK u<ed to produce sugar in exce« of his base quota. If a refiner 
produce-; more than 135 percent of his base quota, the exce<^ mu<t be 
exported without benefit of subsidy. Los<e> on this account, however, 
may again be at least partly pa^ed on to beet grower.- since the mini 
mum beet price is also eliminated.

Premiums are available for denattiring sugar for use as animal feed.
Chemical manufacturers who UM> sugar as a raw material receive a 

subsidy to offset the higher cosis imposed by the Community sup 
port system.
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Export subsidies arc paid on .sugar and u olasses and on the sugar 
content of products containing sugar.

Subsidy rates, available on request, are published regularly. How 
ever subsidy rates may also be and often are established by tender 
and are not published. Subsidized .sales may be authorized even when 
the published subsidy rate is zero. (This has been of particular impor 
tance in (he case of molas-es.)

B. Ix THE XIXE
Sugar prices fixed for the ne\v Member Slates for 1972,73 are as 

follows:

Intervention prices: 
Refined sugar _ ,
Raw beet sugar _.____.

Minimum beet price: 
Within quota., _._-...
Over quota.-..----...

{Dollar-;

United 
Kingdom

....... 205.85

....... 100. 58

....... 15. 51

....... 11.29

1 per metric

Ireland

228. Go
194.34

17.32
11.29

ton

Denmark

253. 40
230. 50

19.20
11.29

1 Converted from unil> of iictnuut at §1.08571 equnN L'A 1.00.

U.K. import commitments to Commonwealth Sugar Agreement 
countries are to continue unchanged to February 25, 197-r>, except that 
the price paid for raw cane .sugar, c.i.f. U.K. peris under the agreement 
is to be:

i>tr 
metric ton

Feb. 1, 1973 to June 3D, 107:j._. ......................... 101.55
Julv 1, 1973 io.Imu>30. 1974...-. . ... ................. 171.33
July], 1974 to Feb. 2s, 197-1, ......... ................. 181.10

In order to provide some compai ability of aid during this period, 
any KC refiner may receive u subsidy to buy raw cane sugar from the 
French Oveiveas Department^ as follows:

ptr metric 
ton

Feb. 1. 1973 to June 30,1973... - ... .................. 10. 10
Julv 1, 1973 to June 30, 1U74. .. .. . ................. 7. 38
July 1. 1974to Feb. 28, 1975. .. ... ...................... 4. G7

Xew arrangements for le-s developed ('tunmonwealth count rie- are 
to be negotiated by 1975.

Price dilferentiaU us«-d in trad" between the Three and the Six and 
a- adjustments in E(' levie< and s:ib~idies on trade by the Thtee with 
third countries are— for -Hirar or »ug:ir products:
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Dollars per metric ton 
Refined Raw

United Kingdom. .... _ . __ .
Ireland ___ _.._._..__ __ .
Denmark __ ..__.._._ ___ .

..._. 4.76

..... 2.48

..... 0

5.49
2.12

0

Basic quotas for the Nine are set at:
Mdriclons

Germany.............______._______ 1.750,000
Franco.I_...................................... 2,400,000
Italv........_____.__..____.__.__.,___..___-.-__-- 1. 230, 000
Netherlands...............................__ 550,000
Belsiu m/T .uxembourg...___,_____.-__.____..-_... 550,000
United Kingdom...".-......_.._...--....-..-._ 900, 000
Ireland. ...1................................... 150,000
Denmark....................................... 290, 000

Total.................................... 7.820,000
2. Impact on the Unitc-d States
While the United States doe* not export sugar, the United States 

has been alTccled by EC sugar regulations in several ways. The 
emergence of the EC of Six as an important sugar exporter has added 
to the prepares on other import market-? in years when world sugar 
supplies are abundant-. The depressing effect of EC exports on free 
world market prices has been reflected also in the levies imposed 
by the EC on the sugar syrup added to fanned fruit. EC regulations 
have led to the sale of subsidized molasses and other products to 
the United States, and have established import license-- for sugar 
beet pulp, which the- United State-, has exported to the EC for feed.

The accession of the United Kingdom, Denmark and Ireland is 
important to the United Slates especially in terms of the restructuring 
of world trade as some of the Commonwealth suppliers are displaced 
by other EC members in the British market.
G. Olive Oil

L JJow the CAP Works
A. IX THE SlX

<1) WHO ARK TIIK PRODUCERS?
Olive oil is produced and consumed uhno-t exclusively in Italy. 

Because of its high price it is not strictly competitive with other oils. 
The CAP therefore is intended mainly to preserve the market in 
Italy. The support ^y-tem for olive oil -,\ns introduced in 19015.

<2i nuox<: AXI> PRKFERKXO:
A market target price is fixed ai a level intended to make olive oil 

available to consumers at "reasonable" uhouch higher than world 
market; price*. This market target prii-e is ui-hieved with the aid of
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market intervention and variable import levies. Since the market 
target price is considered an inadequate income guarantee, the CAP 
further provides for a direct payment to bring the total return up to a 
producer target price. For 1972/73 these prices are:

Dollar^ ptf 
nietrictoii

Producer target price._.___._....__.__....___.______..... 1, 354
Market target price__,.,....._....,......._.-.._-.._.-.. S64
Intervention price.....____.--...-.-..-_,.-._.---.-. 786

1 Converted from units of account at $1.0S571 = VA 1.00.

Preferential reductions in the levy aie granted to several Mediter 
ranean countries that are important suppliers of olive oil. In the case 
of Greece this is done by establishing a separate levy based on Greek 
prices. For other countries a token reduction in the regular levy is 
granted, plus a somewhat larger reduction if the exporting country 
raises its price by an equivalent amount.

(31 rUOnVCTIOX AND PISl'OSAT.
Subsidies are provided to canners of fish and other products to allo\\ 

them to use olive oil at \voild market prices. 
Export subsidies are also available as necessary.

B. Ix THE XIXE
Enlargement of the Community required 710 transitional measures 

for olive oil. The full levy system wa- adopted by the new members 
on February 1, 1973.

The new members have delayed, for the time being, adoption of 
preferences for Mediterranean countries pending renegotiation of some 
of the agreements involved.
.L fin/iiirt on the T'nitctJ Clitics

While the direct impact of the CAP for olive oil on the United 
State< is marginal, EC efforts to >upport the olive oil market are 
sometimes raised as grounds for taxing or otheiwise restricting im 
ports of other vegetable oils and oil bearing materials.
H. Oilseeds and Oilseed Products
]. lion* the CAP Works 

A. IN Tin: Six
(1) WHO ARE THE PRODUCERS?

Oil-ced production in 1972 7:? is reported at 1.1 million tons. Xet 
oil-t-ed imports, however, have been on the order of G to 7 million tons.

In 1972 7."i rapesood accounted for 91 percent of EC production 
of oil-eed>-; HUM of the remainder i- -uuflowcr-eed. Seventy percent 
of the rape-eed production is in France, and another 24 percent in 
Germany. Virtually ail of the import- enter the EC duty free under 
GATT ronee—ion-. In -hort. the CAP for oil-eeds did not and cannot 
provide the kind of protection afforded to other product-. -uch :t- 
trrain-. EC oil-ced regulation- took effect in 19<57.

m IT.iriXC AX1> VUEKRHEXCr.
Community preference i- esfabli-heil by paying a sub-idy to EC 

oil-ecd eru-her- for the puivha-e of dame-tic rape-seed and >unflo\\ei- 
-eed. EC market pr'iec- for dome-tit- rape-eed ami sunflo\\er-eed have 
been maintained at level- \\ell above world market pri«'c- by govern-
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ment purchasing at intervention prices ami by the payment of the 
subsidy mentioned above, which bridges the gap between the higher 
domestic price and the \vprld market price at which imported oilseeds 
are available. The gap is measured by the target price in Genoa 
minus the c.i.f. price, of import* at Rotterdam and is therefore exag 
gerated for the main producing areas where domestic prices are 
lower than at Genoa. 

The pricing structure is illustrated below:

Dollars ' per metric inn

U:\pe-wd Sunfli >\vciwed

1. Target price (Genoa). _._..„.. ......
2. Intervention price (Genoa) __ ....
3. Intervention price (Bourges) ___...
4. World price (Rotterdam) Jp.lv 

1972...............................*..
5. Subsidy (l-4)___.........._..........._

220. 37
219.86
202. 81

121.21
105. 10

22S. 54
222 03
203. OS

152.70
75.84

1 Converted from unit-* of account at ••$1.0S.")~1 equals ("A 1.00.

In Italy there is a further small payment to crushers to offset 
alleged higher costs there.

Community preference has been effective in terms of encouraging 
EC production of oilseeds, as may be seen from the following data:

EC production oj

1967 to 19GS-. ........
1968 to 1969...-. ..... 
1969 to 1970.... ......
1970 to 1971..... .....
1971 to 1972...........
1972 to 1973...........

Area (1,001) 
hectare^)

306
356 
409
478
496
517

Yield (100 Production 
ka-ha) U.OOO ton*)

20 C2G
20 697
IS 737
18 806
21 91S
22 1,025

Since imports of oilseeds and oilcake are admitted duly free, tariff 
preferences are not possible. The KC has under consideration, however, 
a scheme whereby certain preferred supplier* notably associated 
African countries—would be "guaranteed" a -specified price for a 
given quantity of their oilseed (peanut) exports to the EC. If world 
prices should fall below the agreed price, the EC would indirectly 
make up the difference with respect to its imports by financial aid in 
some form.

i:n riionucTiox AND nisrosu. I'ouriKs 
Export subsidies are available as needed.
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B. Ix THE NIXE
Oiheed production in the Three i* minimal, but support is available: 

in particular the subsidies to crushers arc available for the puvcha>e of 
rapeseed and sunflowersecd on the continent.

J. Impact on the 1'nited Mates
The United Stales is tlio major supplier to the EC 1 of soybeans, 

which comprise about two-thirds of EC oilseed imports. U.S. exports 
of soybeans and soybean cake to the EC have grown fourfold from 
$204 million in 1962 to $818 million in 1972 and accounted for most 
of the increase in U.S. agricultural exports to the EC over that period. 
This unusual growth reflects the sirong EC demand for inexpensive 
feeds and the free access to the EC market afforded by the EC's 
GATT commitments.

On the other hand, some Community interests have remained 
concerned that free access of inexpensive oikeeds and oilseed products 
would somehow undermine other parts of (he CAP. especially undercut 
the market for high cost EC fcedgrains. The EC' has therefore con 
sidered a number of \va\s to curtail oiiseed imports, notwithstanding 
GATT commit men ts:

1. Imposition of a tax on both domestic and imported product?. The 
tax rate might differ, for example, as between soybean products and 
rapeseed products.

2. Negotiation of an international commodity agreement whereby all 
importing countries would apply variable levies to enforce a nego 
tiated world price level.

'4. Application of countervailing dutie* on imported products found 
to be, or presumed to be, subsidized directly or indirectly. (Such 
duties have in fact been imposed on rapeseed oil from East Europe 
and castor oil from Brazil when the price of the oil was deemed to 
he abnormally low in relation i-> the price of the oilseed.)

Another proposal advanced by the French in 1973 when \\orld 
market prices rose to unusually high levels was to provide subsidies 
for soybeans similar to those now granted to EC crushers of rape<eed 
and sunflowersccd. Soybeans are now grown only experimentally in 
Europe, but could he grown commercially if subsidized sufiieiently. 
Some French estimates are that up to 300.000 t<5ns could be produced 
within three years.
/. Cottonseed

/. Jloir the CAP Work*
EC production of cotton— all in Italy— is x> - that cotton was 

not defined as an agricultural product in the . aty of Home, hi 
order to provide <ome assistance, therefore, it "as necessary to pro 
vide aid to cottonseed rather than cotton. Tlu id consists of a direct 
payment of about $3o an acre. 1 The aid was initiated in 1971.

J. I ini»at't on i/tf United States
About 9,000 acres were devoted to Italian cotton production in 

1972 73. Total cotu.n production wa» estimated at 900 metric ton*.
The United State* exports little cottonseed, but cottonseed oil 

exports are important. $7 million to the Six and another $7 million 
to the Three in 1972.

• >u units ol m-foilul pn !>«•« tare lot 1'CJ 73 ai X"A !.»»-- II «
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The United States exported S70 million of cotton to the Nine in 
1972. The EC is considering a scheme for cotton, like that mentioned 
for peanuts, whereby preferred (African) suppliers would be guaran 
teed a specific price on a certain quar ity of exports to the EC/.
J. Flax and Hemp

L How the CAP Worts
Flax and hemp are minor crops grown for fiber, although support 

obviously also benefits flaxbced and hempseed oil. Flax production in 
1972 is estimated at 66,400 metric tons, 80 percent of which is in 
France. Smaller amounts are grown elsewhere in the Community, 
primarily in Belgium and the Xcthoilands. Belgium is the leading 
processor. EC hemp production in 1972 totalled 5,400 tons, nearly all 
in France.

Support has been provided since 1970 in the form of direct payments 
equivalent, in 1972/73, to 859 per acre of flax and Sol per acre of hemp. 
These subsidies were increased 11 percent for 1973/74.

.2. Impact on the United States
The CAP for flax and hem]) has had little impact on U.S. exports so 

far, particularly in view of the small quantities produced.
U.S. export?? to the Six of flaxseed and linseed oil totalled S25.9 mil 

lion and $2.5 million, respectively, in 1972. Another S2.0 million of 
linseed oil was exported to the Three in 1972. The level of these ex 
ports, however, has depended more on the quantities available for ex 
port than on EC policies.
K. Tobacco

J. How the CAP Works
A. IN THE SlX

(1) WHO ARE THE PRODUCERS?
Tobacco i^ grown in Italy, France. Germany, and Belgium. In 1972 

production totalled 142,000 metric tons, 59 percent in Italy and 33 
percent in France. In these latter countries, production, trade and 
manufacture of tobacco has been in the hands of government monop 
olies. As a condition to the establishment of a CAP for tobacco in 1970, 
these governments agreed to relinquish their legal control over leaf 
tobacco production ami wholesale trade by 1976. The CAP for tobacco 
was adopted mainly to meet Italian interest in Community support 
for this product.

(21 PRICING AND PREFERENCE
Over GO percent of EC tobacco consumption i>? imported, subject to 

fixed import duties bound in GATT. Community preference is there 
fore established by subsidies rather than by variable levy import pro 
tection. The EC fixes a ".standard" or "norm" price, which is a pro 
ducer target price, for each of 20 types or groups of tobacco type*. An 
intervention price is fixed for each of these types at 90 percent of the 
standard price. Intervention price>, when first established in 1970, were 
some 15 percent above the prices received in 1969 by growers. In 
tervention price-*, however, are considerably above the prices of com 
parable imported tobacco.

Therefore, in order to assure the purchase of domestic tobaccos, 
a premium is paid to EC buyers of domestic leaf. The buyer's premium
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ranges from GO to 80 percent of the intervention price for most type*. 
Hence it not only assures that domestic tobacco is competitive in 
price with imported tobacco, but it makes domestic tobacco far 
cheaper to the EC buyer than it used to be before the CAP entered 
into force.-

The import duty is divided into t\vo classifications. Tho rate is. 
15 percent Mibject to a maximum of 70 units of account per 100 kg. 
(SSff/lb.) 1 on tobacco valued at more than 2SO u\a. per 100 kg. 
(S1.53/lb.). This classification was originally intended to cover only 
cigar wrapper loaf, but now inc! tide's increasing amounts of highly 
processed cigarette loaf. Tho rate for the remaining classification fs 
23 percent s'tibject to a maximum of 33 u.a./lOO kg. (18£'"lb.V nnd a 
minimum of 28 u.a./lOO kg. (loftylb.l' The majority of U.S. tobacco 
enters at the maximum into of -33 U.A./lOO kg.

Twenty-one percent (in 1971) of EC tobacco imports by volume, 
however, are subject to no duties or restrictions because -they originate 
in countries with \\hich the EC has preferential trading1 arrangements. 
Tho principal preferential suppliers are Greece, Turkey ?md the 
EC's African associates.

o) rnoDUcnoN AND DISPOSAL
The abandonment of monopoly controls over production in France 

and Italy and the replacement of the monopolies' administratively 
guaranteed market by high premiums to buyers led the EC to adopt 
provisions to prevent an excessive increase in support costs, The 
tobacco CAP provides that if quantities purchased by intervention 
agencies exceed a specified percentage of production, the- EC Council 
may decide, for the varieties in question, such measures as a cut in. 
the intervention price or a limit on intervention purchases, and in an 
extreme case a cut in the buyer's premium.

Provision is also made for export subsidies. Export subsidies 
announced for the first time in 1973, for two types.

Another factor affecting the consumption of tobacco is the excise 
tax policy applicable to cigarettes and other hianufactured tobacco 
products." In Germany, which bought 58 percent of U.S. tobacco 
exports to the Six in 1972, the excise tax has been based on the quantity 
of cigarettes produced, whereas in other EC countries the tax has 
li ;en based on value — a procedure which discourages the use of high 
priced raw materials such as the United States supplies. The EC is 
now trying to standardi/c the tax system and has agreed so far that 
excise taxes must be at least 25 percent on ft value basis.

B. Ix THE NINE
Since none of the ne\\ EC member?. produces tobacco. EC regula 

tion* were adopted in full on February 1. 1973. Transitional a.range- 
mcnts exist only in respect of the tariff. In the U.K., however, the 
principal charge-, applied t<> tobacco import 4, are fi.-eal charge* rat her 
than custom* duties -per st. Tin* ACCC**MUU Treaty requires no adjust 
ment in tho^e charge-, until 1976 or later Mittil agreement is reached 
on standardization of c\\ri-i» tax -.ystt'ii^. The U.K. fiscal charge 
must then be converted to an internal tux. No agreement has been 
attempted, however. e\on within the Six. on standardization, of tax 
rates.

* Cuavtrtedat UA 1.00-y.20G33.
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Preferences extended by the U.K. to UN-, developed Common 
wealth suppliers also remain unchanged for the moment ̂  The EC' is 

now preparing, however, for negotiation** with the les> developed 
countries previously associated either with the -Six or with the U.K. 
with a view to combining these preferential \\Mems. Preference*, by 
the Three for Mediterranean supplier.-* are also to be negotiated.

2. Impact on the United States
The United States ha* been concerned that EC tobacco policies 

wjll lead to an expansion of EC production ami \\\\\ induce manu 
facturers to shift to cheaper types of tobacco and to -hift to tobacco 
from preferred suppliers. The. expansion of EC production i> uheudv 
evident.

Production, which had been declining, is now ri-iug a<rain:

Average: 
1950-00..., ......... 
1907-08__, ...........
1908-09. _..........._
1909-70..............
1970-71.. ...........
1971-72..............
1972-73... ........ _

SS. 4
7-7. 0
70. :>
70.1
00. 0 
07. 5
71.7

17. 5 
IS. 0
17.7
10 0
20. 5 
19 X
10 is

Ar«-a( 1,000 Yield t Kill l'r*>iUifiii>ii 
> k!ih:i> -l.OOd imi*.)

ir>5. 1 
144.0

i:$:i. 9
141. S

U.S. exports of tobacco to the Six have **hown >i^niii«;ant growth — 
to SlOX.5 million in 1972, compared to $149.0 million in 1907. ami 
$105.5 million in 1902. However, the increase .-ineo 1907 i-, K5 percent 
compared to a 44 percent increase in U.S. tobacco export.*. t«> the ro-t- 
of the world.

U.S. exports of tobacco to the Three totalled $109.2 millioi in 1972, 
of which $132.0 million went to tho U.K. lu considering tin- impact 
of EC tobacco policies on U.-S. exports to the enlarged Conuaunity, 
several faclots stand out: tlj the market in the Three, which i> as 
large as tho market in the Six, \\5ll pay buyers premium-, for the u->e 
of lower cost tobaccos; (2) the number of preferential supplier- will 
be increased within a few year.*, by the combining of U.K. and EC 
preferential systems-; and «:}) art exci-e tax -\-4em ba-ed to some ex 
tent on value will be applied to the new member* a- vu'll u-, ihe Six.
L. Fruits and Vegetables 

L Iloirt?te CAP Works 
A. IN Tin: Six

(i> wno Aia: THE 
Obviously all EC' member*, have an intere-t in tin- fruit and vege 

table sector. The specific products in \vliith lliey have an ini»-re-t. 
however, vary from country to country. The relation-hip uf produc 
tion to consumption in each member -\ate i- indicated below fur the 
sector as a whole and for some particular products:
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Production us percent of consumption 1U7Q-71

Belgium/
(•IT- Nether- Luxcin- 

EC Italy France many lands bourg

All vegetable-; _ ...
Fruit, excluding 

citrus. ___._.«,
Apples. _,______.
Pears. . _._....,.
Peaches. _.......

Citrus fruit ___ ..

on
ss
99

. 102
102
52

111

120
113
125
loo
125

95

101
141
103
10S

1

47

54
61
52

9
0

88

82
90

113
0
0

117

G7
82
94

8
0

(2) TRICING AND PREFERENCE
Fruits and vegetables have clearly not been given the priority for 

protection that lias been allotted to grains anil livestock products. 
This situation is owing to the fewer number of farmers involved, the 
diversity of speciali/ed interests and other facloix. However, while 
the first regulation* governing fruits and vegetables were adopted 
in 1902, major new provisions have been added every few years after 
that in order to .strengthen the support and protection afforded.

Import duties applv to all products, anil for many the rates are 
bound in GATT.

Since 1902 the mo-t important product.-have been further protected 
from import competition by "reference prices," which in effect serve 
a> minimum import prices. When, after certain adjustments, the price 
of an imported product from a particular country is found to be 
selling below the reference price, the EC imposes an offsetting "com 
pensatory tax" on that product when imported from the country in 
question. Compensatory taxes have been applied relatively infre 
quently and never yet against American products because the latter 
have IK-PIi relatively high priced. Since this system was first implement 
ed, however, it has been made more automatic in its application; 
reference price-, U- ve boon extended to more products and have been 
raided to higher lex !s. The-e changes combined with two devaluations 
of the dollar greatly increase the likelihood that American products 
will he atl'ee.ted in the future.

An interesting feature of this system since 1972 is that compensatory 
lavs may be asse-<tnl on the basis of prices for domestic products 
rather than import* if tin- latter are sold on wholesale markets other 
than ih«»-e un which price quotations are normally collected.

In ll'iiT thi« EC introduced a support system winch functions in 
tlu« Ur-» iii-tanee through producer organisation*. Member States 
were !'• trivi* aid for th" establishment of producer groups, that would 
bo uhU- to h»ihl their mombers produce off the market at price levels 
nu! to .-wed ceilings set by tin* Member State-, in addition, for the 
mo-t impori.ait product-* (approximately the same products for which 
which reference jiruv- an* lixi-d), tlu- EC Council fixes "base prices" 
and ""purchase* pritW* each year—the former an average of recent 
market prices, the latter u con-siderably lower figure at which under 
certsiin conditions Member States would begin to buy up produce 
withheld from the market by the producer groups. In effect, the system
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seeks to provide more even marketing; of fruits and vegetable-^ with 
government intervention, if necessary, at distress prices. This system, 
too, has been strengthened by easing the conditions for government 
intervention, by increasing the number of products covered by 
base prices and purchase prices, and by increasing these prices.

Processed fruits and vegetables, have yet to be brought completely 
within the Common Agricultural Policy. The common external tariff 
applies in all cases, and is often fairl}- high (20 percent or more ad 
valorem).

Jn addition, for products packed with added sugar or ^yrup, there is 
a variable levy on the calculated added sugar content. This levy is 
now changed every three months and is relatively low during periods 
when world sugar prices arc high, as at present. On the other hand, the 
method used in calculating the quantity of added sugar doe* not per 
mit, the importer to know in advance what the total levy will be. 
Hence the system lends to be far more restrictive than it appears.

Agreement was reached only in June 1973 on a Community wide 
system of protection to replace national quantitative restrictions that 
have been applied to a greater or lesser extent by each Member State 
to processed fruits and vegetables. The common system will establish 
minimum import prices \yhich will be used to trigger compensatory 
taxes for the most sensitive products including citrus juice, canned 
peaches, and tomatoes and tomato r.i nlucts. The EC Council has also 
adopted and implemented "escape ^ lauses" under which, if the EC has 
difficulty marketing a product, imports may be restricted by licenses. 
Licencing has been applied to restrict imports of apples when domestic- 
production was in surplus and to restrict imports of tomato concen 
trates which were said to cause difficulty for the marketing of domestic 
tomatoes.

Preferential tariffs apply to many fruits and vegetables. Duty re 
ductions vary depending o'n the product and the country of origin. In 
the case of citrus fruit, most of the Community's imports enter from 
Mediterranean countries at preferential rates ranging from 20 to GO 
percent of the most-favorcd-nation rates. In June 1973 the EC Council 
voted to reduce the preferential rate further for Spain and Israel to 40 
percent of the MFN rate. The reductions have been granted on the 
condition that during the main season of Community marketing (when 
reference prices apply), the prices are maintained by the exporting 
eounirie< nt specified levels somewhat above applicable reference 
prices. This provision was to be simplified in niid-197'i by an increase 
iu reference price* in nroponion to the increase in the margin of prefer 
ence. The effect of this arrangement is to guarantee a high unit profit 
to the preferred >uppHer during season-- when reference price.- apply 
and to assure a price preference on the EC market in other seasons. Jn 
either case the arrangement affords a commercial advantage io the 
preferred suppliers.

(3) rnonrcnox AND DISPOSAL rorjciKS
EC fruit and vegetable marketing is intended to function insofar a.- 

po-siblr through producer Jirtnips. Aid to their formation and opera 
tion is a ba-ie part <>f the CAP. At piwut, jirodm «-r group* juvount 
for only about til) percent of EC production of fruits «:ul veget-ibles.

When surphiM'x are withdrawn from the market, tiu-y may be 
donated to charity or provided to institutional feeding. They may also 
be made available to the proee-^iug industry at low cost. As a result,
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EC processed fruits and vegetables are occasionally offered on world 
markets at very Jp.\v prices. In the case of Italian oranges, for which 
marketing methods are said to ,be inadequate, the EC has authorized 
the payment of special subsidies, not only for processing but also for 
marketing fresh oranges within the EC.

Since 1970, export subsidies have been made available for fresh 
fruits and vegetables. Export subsidies.have been.available for certain 
processed products since 1966 on a national basis at the request, of a 
Member. State govenunent. Since 1970 processed, products have been 
eligible for export subsidies on a Community-wide basis.

B. IN THE NINE
In adopting the CAP for fruits and vegetables, the Three will elimi 

nate import duties between themselves vaid the Six and will adopt the 
common external tariff in five annual steps, generally beginning 
January 1, 1974. :

All other elements of the CAP went into force in the Three with no 
transition on February 1, 1973.

Quantitative restrictions maintained by the Three on fresh fruits and 
vegetables had to be eliminated on that dale. The Treaty of Accession 
provided that when these restrictions were removed, if producer prices 
in the new member were higher than the base prices in the EC, the 
new members could replace the quantitative restrictions with'a s>ur- 
chai'go on imports oqual in principle to the price difference. The;sur 
charge is to be phased out in equal stages by 1978. It is presently 
applied on fre^h apples and poars at very high initial levels, further 
adjusted in a discriminatory manner with regard to the customs duty. 
For example, for the August-December season when most U.S. trade 
enters, 1973 tT.fv. charges on fresh pears are:

lln percent]

Ad valorem equivalent

Custom dutv_ __........_.
Surcharge. _ ........_--,..
Adjustment __ . .._..._._.

On Uni.tcd 
States pears

,.-.-----. 2.5
._-„---_- 23.0
..-._.-.. 10.5

On Italian 
pears

2.5
23.0

-2.5

Total................_._._. 36.0 23.0

./. hnjHicf on the U-nited States
V.S. exports of fruits anil vegetables fluctuate to some extent with 

available Mipplie<. In general exports have increased:



39

Average U.S. exports to the EC 
[In millions of dollars]

1961-63 1964-66 1967-69 1970-72

Fresh iruils __ _____
.Citrus. ________

Dried fruits __ __.-
Fruit j uiees. __.____-
Canned fruit _ _._..
Other fruit. __„ _ .
Vegetables __ ._._..
Xuts-,... ___________

19.8
18.5
8.1
6.4

25.8
1.3

25.1
2.4

22.4
19.8
9.2
4.. 3

30.8
1. 5

24.4
3.3

22.0
20.7
8.2
8.5

18.7
1.1

16,2
5.5

21.2
20,3

. 11.; 0
11.7
22.2
1.0

23.4
27.0

Total_______-__ 88.9 95.9 80.2 117.5

The five main problems raised for United States exports by EC 
policies on fruits and vegetables are: :

(1) Reference prices npply to fresh fruits, including umong others 
oranges, lemons, apples, peni-s, grapes. U.S. prices have been above 
reference prices so far, but reference prices are rising and U.S. prices 
have dropped with dollar devaluation so that the possibility that U.S 
products \vill be affected is greatly increased.

(2) Recently enacted minimum import prices on certain processed 
fruits and vegetables may lead to taxes or restrictions on U.S. pro 
ducts. Implementing regulations have not yet been, adopted.

(3) Export subsidies have resulted in unusual offers of EC apples at 
low prices in Latin America and Scandinavia. Subsidies on processed 
tomato products have increased competition for U.S. products in 
Canada, our principal export market. Concern has been expressed by 
U.S. exporters at the high level of EC export subsidies on almonds.

(4) Preferential import duties on oranges have contributed to a 50- 
percent drop in U.S. sales to the EC of Six from 1969 to 1972. U.S. 
sales to the rest of the world increased over this period.

(5) Levies on the sugar added to canned fruit have 'made it impos 
sible for traders to determine in advance the amount of import charges 
to be imposed on canned fruit sales to the EC.
M. Hops

Eighty five percent of Community production is in Germany. 
Imports are subject to fixed duties. In December 1972 the EC author 
ized the first payment, for the 1971 crop, at 250 u.u. per hectare 
($110 per acre). If surpluses arises, the regulations provide that the 
EC could limit this aid to a specified area. Quality standards and 
certification are also required for both domestic and imported products.

Hops production in 1972 was estimated at 34,000 tons for the Six, 
of which 30,300 tons was grown in Germany. Another 10,200 tons 
was produced in the U.K. in 1972. U.S. exports of hops to -,the Six 
amounted to S4.6 million in 1972, and S2.2 million to the Three. The 
United States also imports hops from the EC: S9.2 million in 1972, 
of which $8.6 million came from Germany.
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JV. Seeds, Bulbs, Plants, Flowers
Protection for domestic seed producers is provided primarily through 

the registration and quality certification of desired varieties. In prin 
ciple, no seeds can bo marketed in the EC without prior growth liials 
and acceptance on EC varietal lists. Import duties are zero or low.

Imports of seed com may be subject to a compensatory tax if 
priced below a reference price. Third countries that guarantee to 
respect this price may be exempted from the tax.

For certain grass seeds and liaxseed the EC provides a direct 
payment to producers. The payment is large: from 6 to 82 percent of 
U.S. prices as of July 1972 whe.n the first subsidies took effect.

U.S. exports of field and garden secd> in 1972 totalled $15.4 million 
to the Six and S3.3 million to the Three.

The Xeth?rlands, Italy and France are major exporters of cut 
flowers. The Dutch are the largest producers and exporters of flower 
blubs. Quality standards apply, as well as minimum export prices 
for flower bulbs.

Flower bulbs are an important EC export to the United States. 
U.S. imports in 1972 of flower bulbs totalled $17.9 million frrun Ibe 
Six and minor amounts from the U.K.
0. Wine

France and Italy are the major producers, accounting for 48 percent 
and 45 percent, respectively, of the production of the Six in 1970 71. 
Important production area>, however, are also found in Germany and 
Luxembourg. France in particular is a major importer a< well as 
exporter of wine. Imports are mainly le>s expensive wine> imported 
in large containers. Exports are more largely bottled quality wines.

Wine production has always been highly protected in the EC. and 
it was therefore difficult to divi>e a common policy that would facilitate 
intra-Community trade. Regulations requiring the collection of 
statistics date from 1962. Production and marketing regulation were 
initiated in 1970.

To facilitate removal of intra-EC trade barrieis the Community was 
divided into five regions. Different production 4amlards apply in each 
region. Government intervention, primarily in the form of aid to 
storage, may be granted in any region when average producer prices 
for any of six types of wine fall below n specified level.

Protection against imports from third coi.nirios is piovMod by a 
host of measures, including certilicntion as to production methods, 
reference prices and compensatory taxes and die common external 
tariff. In practice, the compensatory taxes have an effect comparable 
to variable levies. Certain countrie*. lu>\\ ever, are exempt for particular 
types of wine for which the>e countries have agreed to respect the 
reference price. In addition, import:* from u number of countries 
receive a preferential duly rate.

The now members of the EC do not produce wine.
Wine is a major export of the ICC to the United Stale-*. l".S. imports 

of \vino from the EC totalled S14S million in 1972. up from $44 million 
in 19(52. EC restrictions dncludinsr national restriction- before 1070) 
have large1 y excluded L'.S. wines from the EC market.
P. Silk

On behalf of Italian silk production, the EC instituted a subsidy in 
1972: §32.57 per box of silkworm eggs.
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Q. Fish
Fishing and 'Uh marketing fall under tin* p trview of the Co 

Agricultural Policy.
One basic area of regulation concerns equal access of Member Stales 

ID each other's li-lung trounds excvpt for on-tain areas reserved for 
coastal fishing. The EC Council may also regulate fishing seasons and 
ihe type of equipment used. Provision is made for financial assistance 
to fleet modernization, research and development, etc.

The second basic area of regulation concerns marketing and market 
support. Aid may be provided to producer groups that undertake 
market support or stabilisation by withholding fish from the inarket.

Government market support is limited to the principal varieties of 
fresh, chilled and fro/en fish. Government support is based on the

establishment each year of an orientation price (which may have 
.seasonal variations) at the wholesale level, or for luna an average 
producer price. Government support may then take various forms— 
reimbursement of producer groups for withdra\vnl of certain fresh fish 
from the market, purchase of sardines and anchovies, aid to private 
storage of certain fro/en varieties, and deficiency payments for tuna.

Protection against imports is provided by the common external 
tariff and for certain varieties by reference prices. Imports \vhose prices 
are calculated to be belo\v their reference price may be suspended, 
limited, or subject to a compensatory tax. In a few instances, the EC 
has authorized Member Slates to retain national quantitative 
restrictions.

Export subsidies are available.
U.S. exports of fresh and processed fish in 1972 totalled $2:> million 

to the Six and 828 million to the Three. The most important varieties 
were salmon and shrimp.
R. Other Agricultural Products

L Subject to the CAP
In 1068 the EC Council agreed thai mo>t of the remaining products 

defined in the Rome Treaty as agricultural require no particular 
support or protection beyond that afforded by the common external 
tariff. Accordingly, a regulation was drawn up which provided that 
henceforth these products would be subject to common policy (no 
national restrictions or supports co.ilil apply) and only the common 
external tariff would apply. The EC now proposes to amend this 
policy bv providing export subsidies for breeding animals. Some other 
commodities subject to this regulation but not eligible for export 
subsidies are: dry peas, beans and lentiU. dates, tropical nuts, cocoa, 
colfee, tea, spice.*, inedible tallow, meatmeal. and feeds and feeding 
materials not containing grains or milk.

.2. .Vot Yet fubjfct to the CAP
A few agricultural products still remain subject to national regula 

tion. Generally they are considered sensitive enough by one or two 
member .stale* that the EC could not provide foV free trade with 
tariff protection only. Yet the EC members as a whole have so far 
been unwilling to provide for Community-wide support or protection. 
However, market regulations are being planned For several of these 
products.
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The most important agricultural products not yet covered by the 
CAP are sheep, mutton and lamb, horsemeat. potatoes, dehydrated 
alfalfa, chicon, honey, banana--, and alcohol. Of these products, the 
EC Council ha* agreed, lo establish a regulation for alcohol by Au 
gust 1, 1073.
S. Non-agricultural Products

The EC has also provided that a wide range of processed foods 
and industrial products, such as starches and chemicals, are also 
subject to variable import levies and export subsidies corresponding 
to the le\ies and subsidies that would apply to the agricultural 
ingredient*. That is, to offset the higher cost of EC supported grains, 
milk, sugar, and eggs, EC manufacturers of many products (e.g. 
candy and chocolate, biscuits, noodles, cake mixes, cereal or milk" 
based baby food, breakfast food, other processed foods, starches 
and glazings) are protected not only by a fixed tariff but also by a 
variable levy on the grain, milk or sugar contained in these products. 
The manufacturer may also obtain an export subsidy on the grain, 
milk, sugar or eggs contained in the manufactured product.

III. Exchange Rate Changes and the CAP
Just as the elimination of trade barriers between the Member States 

requires agreement on the price support levels to be applied in each 
Member State, so the maintenance of these price relationships re 
quires stable exchange rates. Otherwise, intra-Communit}1 customs 
charges must be reintroduced.

For example, in 19G9 France devalued the franc 12.5 percent. A 
product- supported at an intervention price of 100 francs in France 
could upon devaluation be shipped to an intervention agency in 
another Member State and sold for the equivalent of 112.5 francs. Or 
it could be exported with a Mibsid.y to a third country and reimported 
into another Member State with a levy and still be sold more profitably 
than in France. Similarly a Frenchman would have had to pay 112.5 
francs for all imported product that should cost only 100 francs. 
Therefore rather than change French support prices abruptly, for 
products subject to intervention prices France applied offsetting 
export taxes and import subsidies for two years both in trade with 
other Member States and in trade with third countries. Support levels 
were raised in stages over this period to restore the relationships 
required by common pricing.

In 1909, Germany revalued the mark upward by 8.5 percent. A 
product supported in Germany at an intervention price of 100 marks 
could be imported from other Member Slates and third countries 
who could sell it to Germany after revaluation for the equivalent of 
91.50 marks (levy paid, in the case of third countries). Germany, 
however, in contract with France, agreed to reduce support prices 
almost immediately to the "common" level. Geriuany was authorized 
to compensate farmers for the lower prices by means of special pay 
ment? for structural and social as^sianeo for four years.

In May 1971 Germany and the Netherlands found it neee^ary to 
allow their currencies to float (up\\ard in valued. This lime, since 
international numoUiry uncertainties seemi-.l likely to continue for a 
\\hile, it \\as not eoiiMilfivd possible to adjust support prices. Con-
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soquently Germany ami the Netherlands instituted a system of 
import surcharges and supplementary export subsidies on*products 
affected by the price support system.

Common prices, as well as import levies, export subsidies and other 
payments are denominated in "units of account," then officially equal 
to the United Slates dollar. Hence the amount of monetary surcharge 
or subsidy needed to offset the floating of the mark or the D'.itch 
guilder in relation to the unit of account was calculated weekly from 
the percentage change in these currencies in relation to the dollar.

In the Smithsonian Agreement of December 1971 new exchange 
rates wore fixed for the dollar; however it was not until May 1972 
that the parity between the dollar und the unit of account was changed 
to SI.0857 = UA 1.00. As a consequence, variable levies, calculated 
in units of account, were automatically increased on products priced 
in dollars ami the monetary .surcharge cut. For example, a shipment 
valued at S100 before devaluation might pay a levy of §80 "and a 
surcharge in Germany of $13.57. After devaluation the same shipment 
would pay a levy of S88.57 and a surcharge of So.

Since with floating exchange rales no two Member Stale currencies 
necessarily float up or down by the same percentage, different sur 
charges and subsidies may be necessary between each Member State 
and each other Member Slate and third countries for the same product. 
At one point, in February 1973 following the second dollar devaluation, 
the EC Commission was calculating 56 different surcharges for each 
product. This system brake down because the Commission"found itself 
unable to publish the changes on a timely basis. Two revisions were 
made by June 1973 to reduce the number of calculations necessary and 
to transfer the responsibility for calculation to the Member States as 
far as possible.

Nevertheless the system is highly vulnerable to further monetary 
pressures and the Member States are largely unwilling or unable to 
consider price adjustments to restore common pricing. A small move 
ment in this direction was made at the end of April 1973, when 
Germany agreed to forego part of the 1973/74 price increases agreed 
for the milk sector and Italy agreed to raise prices by 1 percent.

On June 29,1973, Germany announced a 5.5 percent revaluation of 
the mark, so that yet another adjustment in the system was necessary 
in order to leave German price levels unaffected.

A permanent solution may await, as Germany insists, an EC agree 
ment on monetary union, in which there is either a single currency 
or all currencies are interchangeable at fixed rates. Monetary union, 
however, implies that no EC member can devalue or revalue to fight 
a depression or to curb inflation or for any other reason. So far, no 
EC country has been willing to renounce this right.

In the meantime, the surcharge system and changes in the dollar— 
unit of account rclalifnship imply an automatic increase in variable 
levies to offset any benefits the United States might expect to gain 
from devaluation. For example, on Marc!.), 1973, a German importer 
of U.S. corn would have paid a levy per ion of DM 139.81, adjusted 
for monetary changes to DM 143*94. At 1970 exchange rates, the 
German imjiorter \\ould have paid a lower levy, with no adjustments, 
of DM 89.03. Monetary adjustments correspond to a 01-percent 
increase in levies in this case.
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IV. Consumer Protection
CoiiMimer jm>U»<-iioM legislation remains on a national ba-is 

although the Community i- waking an effort to standardize national 
law- in a wide variety of area-.

In ilit* Held of animal health the Community lias so far adopted 
directive- to xtaudardi/e national la\\- governing intru-Community 
trade and trade \\ith third counlrie- in cattle, pigs and meat from the-e 
animals, and poult n and poultry moat. The directives concern health 
Mandards for trade in live animal-, ^laughter and meat cutting, and 
inspection of animals and meat.

In the Held of plant health there is little Community legislation to 
date except for a directhe specifying residue levels in the u*e of 
dipheiu 1 as a pre-cr\alive on citrus fruit. The Commission has been 
working for many yeaix however, to reach agreement on the use of 
pesticides and other agricultural chemicals.

In the field of food health the Community has agreed on recognized 
lists of food colors, preservatives and antioxidants. Directives are 
understudy concerning einul>itier>,.stabili/.er>, and many other chemi 
cal additives. In addition, there are a great many proposals to set 
Community standards for the manufacture and packaging of specific- 
products such as chocolate and confectionery, fruit" juices, soups, 
jams and jellies, butter, margarine, bread, noodles and macaroni, 
honey, and beer.

The Community has also adopted directives regulntine: or restrict 
ing the use of additives in animal feeds.

V. Reform of the CAP
In designing the CAP the Member States had in mind the primary 

need to eliminate trade barrier* in-side the Community. Consequently, 
the CAP aims above all to regulate prices. However, it became ap 
parent within a few years that a price policy alone could not at the 
same time promote efficiency and maintain the income of very small 
farms, or increase prices of farm products at a pace with rising costs 
without adding to inflation and surpluses.

In December 19GS, the Conuui.—ion published a memorandum to the 
Council recommending large and expensive programs to reform the 
structure of farming in the EC'. The memorandum—known as the 
"Mansholt Plan" after Sicco Mansholl, EC Commission Vice Presi 
dent and from I9of> to 1972 Commissioner with responsibility for 
agriculture—called for the expenditure of some §2.5 billion per year 
over 10 years in programs to withdraw from production about 5 mil 
lion hecfares (equivalent to one-third of the farm land in Germany), 
reduce the number of farmers by half, and restructure the remaining 
farms into larger and more efUcient units. After an initial period of 
debate the objective- of the memorandum were generally accepted, 
but the recommendations were not adopted because the Member 
States were not in agreement over the co.-t. ho\v the authority and 
benefit- should be distributed, whether the specific proposals would 
meet the objectives ami, finally, whether the improvement in pro 
ductivity contemplated \\ould in fact permit a reduction in s 
and -support co-ts.
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In May 1971, the EC ( ouiicil agreed on guideline* for a more limited 
structural policy. Specific directives ID implcnient those guideline* 
\\ere finally adopted in April 1972.

The first of tluse directive concern* -.elective aid to full-time far 
mers who present a plan for the modernization of their farm over a 
period of six years and \\lio can demonstrate that they have the pro 
fessional ability, including the keeping of adequate accounts, id 
achieve it. Jn fact relatively f«'\\ farmers meet the standards of eligi 
bility.

Another directive calls for grants to farmers between 55 and 05 years 
of age who agree to stop farmimr. The grant is limited to §724 per 
year 1 for single farmers and S1.()S(5 per year 1 for married farmers to 
a<re (55 only. Jn theory, farmers over (55 yeaix are to be covered by na 
tional insurance programs. Fn addition NI ember Stales are authorixed 
to pa} a grant for the farm land released.

Member States have the option further to limit the aid provided 
under these first two directives to certain regions most in need.

A third directive provide.-, funds for vocational advisers and techni 
cal training, including aid in the keeping of accounts. In principle some 
further assistance in retraining should be available from the European 
Social Fund.

Still to be worked out are proposed programs for regional develop 
ment aimed at subsidizing the development of industry in low income 
ureas, and aid to hill farming.

In the meantime, other studies have appeared in Europe, which 
parallel or even go beyond the recommendations in the Mansholt Plan.

In August 19(59. the French Government published the report of 
theVedel Commission, \\hich had been appointed in 19(57 to study the 
problems facing French agriculture. The Commission's recommen 
dations—not accented by the French government—were that by J9S5 
the number of F'ench farms should be reduced hv 75 percent and the 
French agricultural area cut by more than one-third. Grants .should 
be given to modernize the farm structure and for social assistance 
including pensions ami retraining. Moreover, prices should b" reduced, 
in particular for grains and sugar.

In May 1972. the EC Commission released a report on the com 
petitive ability of the European Community. The report was prepared 
in 1971 at the request of the EC Commission by a group of experts 
headed by Pierre Uri of the Atlantic Institite. The "lrri Report's" 
recommendations—not accepted by the European Commission— 
\\ere to reduce prices of products in surplus and eompen.sate farmers 
by direct income subsidies graduated by size of farm. Th» cost of 
such a policy \\as estimate:! at less than $••> billion per year.

The EC Commission ha* itself suggested certain revisions in EC 
price policies, particularlv in < onneetion with 1970 71 price proj;o<:iU- - 
e.g. maintaining the level of protection against third countries but 
making modest cuts (1 to 2 percent' in intervention prices for grains, 
allowing intervention onlv in the last four months of the marketing 
\ear. replacing the present intervention price structure for grains, by a 
>ingle price based on export port-. These idea* were aimed mainly at 
shilling the burden of surplus disposal to the export market.

• 1011xviml fioiu mill:- t-f account at il.Jm'itt -- I'A l.m».
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Finally, when the Commie-ion was preparing price proposals for 
1972*73 ami 197.'} 74, Alticro Spinelli, one of the Italian Commissioners 
suggested that support price- be raided only for livestock products and 
that direct payments of about SS per acre be granted to farmers for 
about the first 50 acres planted to grains.

Certain other limited proposal* put forward by the Commission in 
recent years have been adopted -especially in the milk sector: premi 
ums for the slaughter of dairy cattle or non-delivery of milk to the 
dairy, premiums for converting dairy heard* to beef herds, an increase 
in the support price for nonfat dry milk relative to that for butter.

VI. Financing
The cost of agricultural Mipport is met through the European Agri 

cultural Guidance and Guarantee Fund, established in 1962. The 
expenditures of the Fund account for the lion's share— 76 percept in 
1973 — of the total Community budget. The Fund was budgeted to 
spend an estimated 83.7 billion1 in 1973 out of total budgeted Com 
munity expenditures of S4.9 billion. 1

The most essential feature of the Fund is that there is no limit on 
expenditures. The annual budget figure is no more than a gtiess as to 
what may be required in the" light of estimates of Community sur 
pluses and trends in world prices. AY hen, for example, the EC seizes 
the opportunity to sell large stocks of butter on world markets, there 
is a corresponding unanticipated drain on Community resources. On 
the other hand, if there is an unexpected rise in world prices, there is a 
corresponding unexpected drop both in receipts from variable import 
levies and in expenses for export subsidies.

Variable levies accounted for only 16 percent of estimated total 
Community revenues for 1973. The breakdown of estimated Com 
munity revenues for 1973 was as follows:
Communi ty revenues : 

From the Six:
Levies on agricultural imports. ___...___....-_..-- 829
Taxes on over-quota sugar _ .,,...-._.....__-_-„. 179
Custom duties. ____ .____.._.--__,-_--._-._--_--- 1, 373

From the Three.. ._....._....._......._... _......— 501
Coal and M.ecl levies. .........,......,...._...-.......-.- 22
Employee contribution. _,..,.-.... .....,..,..-...--...... 21
Direct contributions of member state-.. __._.....-.....-.-- 1, 987
Miscellaneous __ _.__....,,._..„.---..------ — ------ 11

"olal. ...... ........... „__...._...,.-...----..- 5,121
from units «>f account at si.2iui:',.*i ^ I" A 1.00.

From July 1902 through 1U7U. expenditure- by Community institu 
tions were co\ered b\ coutnbutiou- from the Member State- according 
to different formula-. The Fu'id wu- financed separately, in part by 
U-vy receipt-. A transition begc-u in 1U71 with the development of an 
independent revenue -\*iem f«»r tin1 Community, under which the 
Fund is no longer financed -epaiuteh. Community revenue- consi-t of

SI -<«*a-, fA l.«JO.



The Guidance Scctinn ha- al-o been u-ed for special expenditure*
-uch as livestock cen-u-c-. di-ra-e control, aid to the formation of 
producer group.-, and "cniupen-alion" lo one o\ -nother Member State 
for delays in extending the CAP to a product of interest to that 
country.

The level of expenditure- of the Guidance Section, in contract with 
with th" Guarantee Section, has been limited. The present ceiling is 
2s5 million units of account- CN544 million l ). However, from 1969 to 
1972 the EC lulii part of the-e fund- in reserve with a view to using 
them to finance Community programs for structural reform. The latter 
were not drawn up until April 1972 (-ec Part V). At the end of 1972. 
the reserve totalled 4:>s million unit- of account (S52S million ').

EC Member States also continue to spend large sums on a national 
basis on behalf of agriculture, although they are prohibited from engag 
ing in price support and other commodity oriented programs that have 
a direct impact on competition. Spending by national governments is 
on the order of $5 billion annually, ami cover-; capital investments such 
as irrigation, roads, electrification, and water supply, and covers other 
areas such as pensions and insurance, information and extension serv 
ices, research, inspection, ,-tatistieal and economic ,-erviees, forest 
management, etc.

VII. Evalua^on
Any common agricultural policy must meet at least two objectives: 

it must make possible the elimination of barriers to trade in agricul 
tural products between the Member Stales and it must be able to 
assure farmers of an adequate income. The Home Treaty adds several 
other objective,- for tne CAP: to ensure the rational development of 
agriculture and optimum u-e of resources (especially labor), to stabili/.e 
market,-, to guarantee regular supplies, and to assure reasonable 
prices to consumers. The Rome Treaty does not consider the relation 
ship between these objectives and the objective of harmonious develop 
ment of world trade referred to in the1 section of the Treaty on 
commercial policy.

Each of the foregoing CAP objectives raises certain problems how 
ever, either for the EC 5t>elf or for third countries or both. These 
problem- are discussed belo\\.

Elimination of dutie- and re-trieiions on trade bet\\een the Member 
State< i- by definition e—eniial to the economic integration of the<e 
conn trie-. The i—ue i* ihe extent to which competition mu.-t be regu 
lated in thi- process. On the one hand, it i- economically disruptive for 
one Member State to provide relatively more as-i-tance to its farmer- 
than another Member >tatc. On the other band, it 5- difficult to cut
-upport \\ithout reducing income. Tim.- the objective lends to become 
the e-tabli-hment of a common level of assistance at the bighest level 
previously exi-tini: in any one Member State.

Under the Common Agricultural Policx. regulation of the price 
levtl was adopted a- almo-t t!ie u/i/i/ form of a—i-tance. Hence agri 
cultural -upport price- tended to be fixed at tin* highest levels pre 
viously prevailing * Direct payment- are u.-ed only for product- for 
\\hich EC output i- relatively -mall: oil-ecd-, dmum, etc.) One 
important con-equence i- that the average level of protection again-t 
agriculimal import- ul-o tend- to be hiirher than that previously

M..?*5i". -VA 1,00.
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all levies received by the Member State* fless a small percentage to 
cover the cost of administration) and a -share of the customs duties 
received by the ^felnber States, which will rise to 100 percent in 1975. 
Until 1975, if levies and customs duties received by the Community 
are not sufficient to meet expenditures, the Community will assess 
additional fund* from Member State-; according to a highly complex 
burden-sharing formula. The formula lakes account, among other 
things, of the size of the country and the extent to which customs 
receipts reflect imports from tnnis-1 ipnient to other Member States. 
Beginning in 1975 this assessment, if required, will be met by allocat 
ing to the Community up to 1 percent of the value-added tax collected 
in the Member States.

Expenditures for agriculture are handled by the Fund under two 
sections: the Guarantee Section and the Guidance Section

The Guarantee Section pay* for export .subsidies and prio support 
operations such a* market intervention, denaturing premiums, buyers 
premiums for tobacco, aid to oil>eed eru-heis, processing, storage and 
disposal operations, etc. Expenses under the Guarantee Section in 
1971 are reported as follows:

(In million-; «.f dollar.-] 1

Kxport
' •" Other Total

514
54

015
123
120
21
515
13
59

NO 
(*)

20

1, 70G

- L<-< than s.'i

The Guidsiuro Section pays for «--i-tan'-»' t<» iiupr«»vi'iin»ut*i to the 
structure of production. st«iia«ro niul murki'ting. Such a-si-tmico has 
been givc-n in the ff»nu »«f grants to jirnjocM- tiraxvu uj) by tin* Member 
States and linumvd in j>art by the bonc-ili i.iry. in part by the national 
government, and 2.1 pen-ent ti»xri*piimmlly 45 pen-cult by th»« Guid- 
ancp .Section of the Fund. In I'm 'ire years priority will be given in the 
Guidance Spc«uui to linaucing ihe -truitural reform m-jt-'irt1- de- 
>»-ribed in Pii ri V above.

Grains... ____.__.__
Rice...............
Dairv products,.. .„_.
Oilseeds, olive oil., _ _ ,
Sugar... ...„-__.._-.
Beef, veal. __._._._..
Pork................

Fruit, vegetables.....
Wine. _„_........_..
Tobacco ._,._.._,,- .
Fish................
Flax, hemp...-...- . .
Processed foods.

Total........

1 Converted from units

............ :nO
•JOO

.>
09

..-.,.....„_. 19

............ 5:1

...„...._. . X

........,._. r")

............ 20 ......

.__..-_.--.- S7U

of iu'coiint at .sl.Msr.71 -- l"A 1.00.

204
1

292
121
51

o
;j

51
ol
-SO
, »

1

;sHi)



30

Finally, according to the Rome Treaty, the CAP should provide 
for reasonable price.- to consumers. In the past the EC has tended to 
define reasonableness in relation to income. For example, from 1960 
to 1070 tho proportion of private domestic consumption in the EC 
spent on food, bevei iges and tobacco notwithstanding high and 
rising farm -upport prices—declined from 41 percent in I960 to 34 
percent in 1070.

At the ^aine time, however, EC consumers have had to pay prices 
for farm products far above those in other countries. The excess cost 
has in the past been variously estimated at up to §8 billion per year. 
(The figure would, of course, be lower in 1073 in view of the unusual 
world market conditions.) In 1973 inflation became a major factor in 
many countries and appear-* to have led the EC to take more account 
than usual of consumer interests when support prices were fixed for 
1973 74. On the other hand, except for minor crops, the EC has not 
seriously considered the use of direct payments as an alternative to 
high prices. Reasons often advanced by the EC arc the administrative 
difficulty of establishing direct payments for a large number of small 
farmers, and the political difficulty of shifting the cost from an indirect 
burden on consumers to a direct budgetary expenditure.

Finally the CAP may be assessed in terms of the principles of. 
common pricing, Community preference, and common financine. Com 
mon pricing, in fact, has ftrokcn down under the impact of inter 
national monetary conditions that have forced changes in exchange 
rates and li^nco [he mini-EC price relationships. How common pricing 
is implemented in ihe future in relation to assistance to farmers out 
side of direct- price support will largely determine whether EC farm 
income objectives will be met. Community preference has to do mainly 
with the form and margin of protection against imports from third 
countries. At present the forms of protection and the level are often 
tied closely to the inleuiai price system in spite of the problems this 
procedure raises both i'or the EC and for third countries. U.S. spokes 
men have consistently maintained that to meet the basic objectives 
of the CAP and the EC' does not need some of the forms of protection 
nor as high a level of protection as it has chosen. Common financing 
has been viewed by the EC mainly in terms of funding joint expenses, 
whatever they may turn out to be. The benefits consequently tend to 
be distributed largely to iho<e countries which are the largest pro 
ducers, rather than. sa\, to the countries who*e farmers are poorest or 
most numerous. Much* of the debate over reform of the CAP in fact 
reflects this situation, and any substantial change in the CAP involves 
a thorough a-^t^sment not only of the costs, but of the distribution of 
benefits.

A> far as U.S. export* an- runeornc'd, the impact of the CAP can 
be -ITU in part from the following data:
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existing. Thus the fixing of common prices for the agricultural pro luets 
tends to overcompensate for unequal prior support level-? aa I ten Is to 
make the cost .structure more, rigid. The latter result is particularly 
important in relation to the objective of maintaining an I raising farm 
income. As an economy grows, and income in general rises, more of the 
increase is usually *pent"on nonagricultural pro.lucts. The deiuau I for 
resources to produce nonagricultural products helps push up the prices 
of farm inputs a* wel', and farm costs usually rise faster than farm 
prices

If farm income is not to decline, the cost-price squeeze must be 
offsst by higher productivity. However, unless resources (laud, 
farmers) arc then removed from agriculture, farm output will rise with 
higher productivity and will tend to depress prices. If, in addition, 
prices are maintained or increased by government regulation, produc 
tion \\ill rapidly outpace consumption, surpluses will appear, and 
support costs will mount. These criticisms in fact underlie the recom 
mendations in the Mimsholt Plan and other studies mentioned in 
Part V. The EC, however, has been rather slow to respond to these 
recommendations, particularly those calling for lower prices and lower 
protection.

High prices for farm products also tend to raise prices for farm 
land and capital so that cost reduction is prevented. Trying to main 
tain farm income by raising prices tends therefore to be selfdefealing 
and to lead to demands for further juice incrca.-es, in particular from 
small farms \\lio cannot easily find financing for capi'al improve 
ments and who must otherwise dig into existing capital in order to 
live. Similarly, farmer* are discouraged from livestock production 
because of the relatively greater investment required.

A further objective of the CAP stipulated in the Rome Treaty is 
the rational development of agriculture and optimum use of labor and 
other resources. The EC' has considered this objective, for example, 
in trying to raise prices relatively more for livestock products than 
for grains, since demand for the former appeal's the stronger. Little 
thought has been given to reducing grain prices and other costs for the 
benefit of livestock producers and other consumers. However, as 
described above, if per capita hi-ome in the agricultural sector is to 
be maintained, productivity must be raised in a manner that permits 
resources to ilo\\ out of agriculture and that permits the structure 
of the remaining agricultural prodsution to change markedly.

This problem cannot be resolved by minor price adjustments, nor 
even bv action solely within the agricultural sector. Jobs must be 
available outside agriculture for farmers to move to. To a large extent 
these jobs must be available in the areas where the farmers now live, 
in part in order to provide a supplement to farm income rather than 
requiring farmer* to abandon entirely their homes and livelihood. The 
KC is well aware of this aspect of the problem, but has only begun to 
consider way* to deal with it on a common •'Community" basis.

Two other objective* specified in the Rome Treaty are market 
•stability and the guarantee of regular supplies. Both of these objectives 
raise questions of interpretation. In the extreme, market stability can 
mean total insulation of the market fr<nn the effects of changes in 
supply and demand, while a guarantee of regular supplier could be 
interpreted as a policy of -.elf-suflieiency. To the extent that the CAP 
5* developed to tin*, extreme the inJere-ts of third countries are 
clearlv excluded.
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Commercial U.S. Agricultural Exports 
[Df-llar amounts in million^]

To the six...-....--.....
To others.-..-- _ ....,,

1062

....... SI. 125

....... 2.4:jO

1072

§2. 108
G. 2:jn

Incrca«c 
(percent)

87
156

If food aid exports are added, the picture is obscured somewhat, 
especially for wheat. Xi«verthele>s, the following table also showb 
that for most categories of exports U.S. trade increased faster with 
the rest of the world than with the EC. The major exception is oilseeds 
and oilcake, for which (he EC market expanded more rapidly in large 
part because of the high eo>t of grains under the variable levy system.



<N»O

889ST
QZS8898 1
L\89 r
O

H0»^L
>tl)

osntojnuj

i 'yes
I 'IS9
8 '\tt
Cj 'ff()
o '{;()</
9 '9

il
9 'Li',
Z ' I Li'.
o "sr.i
8 '09 it

7.UM

'L 
L '088 'S

'T 
S

T
S

i
6 'ZIV
L "$W

.
G "Z9?

' r 
8 •() i f-
ff 'SS

' i 
«3 -bz^

'I* 
0

'6
9

0
'I$

-—
 —

 
™

«89ZS
^~

r.f1099n:
G

Z~
GIw,LV() 11. ),).!, )(|)

.)
-
1
!
f
)
.l

€
>

l
l
]

S'SO
I '5 

Z'O
SI 'I 

• 
' ' 

"" 
I'JI«\L

s-nu: 
frsii 

------ 
- 

--J'>M»O
O

'lO
 

O
'O

O
I 

••"' 
"u

o
jio

j
G '\',\\\ 

i7 '{'() 
'"

"
"
 

S,)|<H
!),)H

.)A
 

'<
llll.U

]
(J '891 

L'"(.;()l 
o.j.jiujoj^

</•(/!(; 
| '()£?, 

" 
.)>|i!.)|io 's|>''«'^|i()

9 '01 
f: '()<_• 

A
.ii|no(]

G
'!)l 

T. '{-I 
_•>•'!}!

r.iiH 
r.ix; i

<) .)i|) oj^ 

x.) |\:aut|M
.)i.irii: 'S

'.l 
l';l«'.J,in s-)iininin: Ji:||



53

The effect of variable levies can be judged from the following com 
parison :

[Dollar amounts in millions]

U.S. Agricultural exports to the EC-6

Variable levy items -------
Xonlevy items. _.-._-_.--

1962

....... 'V$4SO
\671*

1972

$539
1,570

Increase 
(percent)

12
134

Total......-.-...-...,.-. 1,151 2,109 S3

From the viewpoint of third countries like the United States, the 
effect of the CAP is to squeeze out imports as domestic production 
rises, and to disrupt markets in third countries by subsidi/Aug exports. 
U.S. exports to the EC (Six) subject to variable levies averaged 
$478 million during the last 3 years (1970-7,2)—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. agricultural exports 
to the EC averaged $1.8 billion during 1970-//2, up 22 percent'over 
1965-67 and 61 percent higher than in 1960-ft2 (before the CAP was 
established). Nearly all of this increase in U.p. agricultural exports to 
the EC can be accounted for by oilseeds/especially soybeans) and 
oilcake which rose from $176 million in 2960-62 to $788 million in 
1970-72. These products are not subjectXo a variable levy and enter 
the EC 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 levy system. The direct 
impact of EC enlargement on -U.S. agricultural exports can be fore 
seen fairly clearly in that th.0'adoption of higher prices and protection 
by the new members is certain to lead to the same problems already 
experienced with the present members. It is expected, for example, 
that the enlarged Community will no longer be a net importer of grains 
within 10 veara.

O


