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THE COMMON AGRICULTURAL POLICY OF THE EUROPEAN
COMMUNITY

Summary

When the European (‘ommunity (EC)) was established in 1068, it
was apparent that a single system of farm support and protection
would be necessary to eretite the conditions of competition that would
eemit trude between the Member States (Germany, France, Italy,

elgium, the Netherlands, and Luxeinbourg) to dovelop, and duties
and restrictions between the Member States to bo rentoved. The sys-
tem which the EC then devised is known as the Contimon Agriculttral
Policy (CAP), In joining the EC in 1973, the United Kingdom, Den-
mark, and Irelumf agreed to implement tho CAP beginning in 1973,
and to adjust their price levels and customs charges to common levels
over b years ending in 1978,

The first CAP regulations were established in 1962 and covered
rdins, poultry, pork, eggs, and fruits and vegetables. Regulations for

eof, millk, and rice followed in 1964; fats and oils in 1066 and 1067;
stigar in 1967 and 1908; and more recently tobncco, wine, liops, seeds,
flax, silk, and fish.

The (‘AP ix perhaps most ensily undérstood in terms of three
prineiples: common In'lcihg, (‘ormmmunity preference, and common fi-
nancing of wilimited support. Common Yricing is the regulation of
prices, Community-wide but not necessarlly ut a single level, in order
to permit and promote free trade between members, No restraint is
pluced on production. Community preference is the organization of
(‘ommunity markets so that domestie produrts 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-
mestie products, Common financing is the obligation of the Cfommunity
to fm,\' whatever is required to meet the costs of unlimited support.

‘or two-thirds of lE(‘ production—grains, rice, sugar, olﬂ\'e ail,
and the main animal products—common pricing and Community
preference ave achieved through the variable levy system. As this
systent operates for grains, the market for the most important ceroals
is supported by government mrchasing of any amount offered at
fixed support, or “intervention” prices, ﬁnarvautiun wices are set al
different levels according to the producing area so t‘ml- produets of
- the main prodieing areas ean compete eqully with each other in the
most deficit consuming centers-—primarily Duishurg, Germany. ‘The
price at which geains can be sold at interventionin producing areas is,
therefore, equal to the Duisburg price, minus freight from the given
producing area. The Duisburg intervention price is set a little below
the desired wholesale Yrivv for Duislmrr—-lhe “target” price. Linports
iire prevented from selling nt less than the target price becguse imports
must meet a_minimum hnport price, or “threshold” th'che, which is
equal to the Duisburg target price minus transport ¢osts from Rotter-
dam. The Community observes world market price quotations for

n
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grains each day dnd adjusts these quotations to what they would be if
they were mado for grains of a standard EC quality delivered to -
Rotterdam. The lowest such adjusted price for each grain is then
subiracted from its threshold price. The differonco is a variable lovy
which is applied to all imports of tho‘ﬁmin in question regardless of
its actunl price. In this way, the EC allows third connitrles to supply
only those qualities aind quantities of oach grain that canmnot be sup-
plied by domestic lzmdumion. "The levy on August 1, 1972 (be innlng
of the 1072{73 mavketing yenr), was 122 pereent of the lowest uﬁjuste
prico for wheat imports, 84 percent for corn, and cotiparably high for
other produets, ‘

Produetion has risen rapldly undoer these incentives, For oxample,
produetion in 1972/73 comparad to tho 1062/63-1066/87 average is up
.20 percent for wheat and 128 poercent for corn, Surpluses nro removed
with export subsidios,

Minimum import. prices, somowhat, differontly constructed, are also
used to establish Community preforence for the most sonsitive fruits
and vogatables, wine, and fish, Subsidies ave used (o establish Com-
munity preference for cortain other products such as tobaoco, oilseeds,
and grass seeds,

Beeause the CAP aets mainly on prices to achiove its objectives,
administration of the CAP has hoen vastly csnn:{))inated by the intro-
duction of floating exchange rates since 1971, A dhnngo {n exchango
rates menns a change n export. and import prices, but not in furm
support, ‘n'ioos; henes, if the Intter wora not to hewidotrent, offsotting
import, charges and export subsidies had {o be reintroduced in trade
between Member States and superimposed on regular lovies and. sube
sldies employed in trade with third eountries, The offect of this -
systemdis to render the ealoulation of total import charges and export
stthsidies extramely diffienlt and in some cnses to rdise these charges
and subsidies far above the levels that would otherwise prevail,

The I8C' has also found that the C'AP produces hurdensome sur«
pluses and fails to maintain farm incomein the fuce of rising costs. On
this necount, in 1968 the EC Commission made wide-ranging recom-
mendations for the modernization of farming over 10 years. Uncer-
tainty over costs, feasibility, control, and vesults prevented 'draft,ln%
of specific implementing measures. In April 1072, the EC directec
Member States to adopt limited measures intluding small retivement
annuities, subsidized interest on loans for farm iMprovements, and
funds for vocational advire and training, Currently the EC is studying
further measures for regional development and aid to”hill farming.
Tdeas for a niore basic reform of prico and marketing policies have
been appearing with greater frequency in the last few yoars, but have
so far won little support.

From the viow m#n( of third countries like the United States, the
effect of the CAP is to squeeze out imports ns domestic production
rises, and to disrupt markets in third countries by subsidizing cx'pnrtrs.
U.S, exports to the EC (Six) snh(jcet to varinble levies averaged $478
million during the lust 3 vears (1970-1972)~—down 20 percent from
1065-67, the last 3 years hefore complete freedom of intra-EC trade
for-most varinble levy products, Total U.S. agrieultural exports to the
EC averaged $1.8 billion during 1970-72, up 22 percent over 1965-67
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and 61 percent higher than in 1980-62 (before tho CAP was estab-
lished). Nearly all of this inerease in U.S, agricultural exports to the

C can be accounted for by oilsceds (cspeci:ﬁly soybeans) and oflcake
wliith rose from $176 million in 1960-62 to $788 million in 1070-72,
Theso exports are not subject to o varinble levy and enter duty free.

U.S. agricultural exports to the three new EC members in 1970-72
averaged $5600 million, of which $179 million corresponds to grains
and other Produbts riow under tho variable levy system. The direct
impact of C enlargoment on U.S. agricultural exports can he foreseen
fairly clearly in that the 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 years.

I. Ohjectives of the CAP

A, The Rome Treaty

The Common Agrictultural Policy (CAP) is the unified farm policy
npplied by the member governments of the Kuropean Economic
Community., By signature of the Rome Troaty in 1057 establishing
the Buropean Economic Community, France, Germany, Italy, tho
Nethorlands, Belgium and Luxembomrg agreed to undertake the
integration of thelr ecconomies. In 1068, the governing institutions of
the Eurpoean Economic Community were merged with those of the
European Conl and Steel Community and the Buropean Atomic
Energy Community. Sinee then, it has been common to refer to the
three Suropean Communities as a single organization, which in fact
it is: the “European Community” or EC, The United I(inf;dom
Denmark, and Ireland joined the six original members in an en nrge(i
Community of Nine on January 1, 1973, The discussion that follows
coneerns the CAP as developed by the Six prior to 1973, the cffect
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 cconomic integration was the
gradual establishment of a customs union—the freeing ‘of trade be-
tween the thembers atid the establishinent of a common customs tariff
on imports from third countrles. This could not he done for agricul-
tural products without bringing some uniiformity and centralization to
the national agricultural support programs, Nor eould agriculture be
omitted from the customs union, since some members-——notable France
and the Netherlands—expected to benefit from the ex?orb of agricul-
turtl proddcts, in part as an offset to-dnereased competition from indus-
trinl imports. | |

The importance of agriculturo to France and the Netherlands at tho
timo can ho seen in the facts that: Franee has nearly half the agricul-
tural aren of the Six and 66 percent of the farms larger tlian 260 acres;
nearly one Frenchman in four was employed in agriculture in 1958;
and s;griniiltm'al products nceounted for 18 percent of French exports
in 1970. While tho Netherlands has limited cropland, animal produets
are highly important, Agricitltural products accourited for 28 pereent
of Diiteh exportsin 1970,

-



4

A single ngricultural policy was therefore considered essential to the
success of the economic union, The Rome T'reaty specifies that a com.
mon agriculttral policy shall be establishet! and sets forth certain
objectives to be achieved. These objertives aro:

“(n) to intromse agricititural productivity by developing tech-
nieal progress and by ensuring the ratfonal development of
agriciilture and the optimum utilization of the fuctors of pro-
duetion, particulavly labsor;

“(b) to ensure thoreby a fair stmnrd of living for the agricul-
tural populntion, particularly by the increasing of the individuil
earnings of porsons engnged in agriculture;

“(¢) to stabilize markets;

“() to guaranteo rogulnr supplies;

“(0) to ensure reasonable prices in supplies to consumers,"”

Tt is readily apparent, however, that this statement of objectives is
a rather poor guide to the nature of the CAP, whith has often been
accused of heing perverse in its imlmct. upon technical progress an
inmlmlmn‘m in its ability to maintain farm income, while it is “ren-
sonnblo” with regard to consumar prices only in a very relative sense,
These points will be taken up further-in Section VII.

B. The Three Pillars of the CAP

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

Coirmmon pricing, Community preforence, and common financing,
What are theso three pillars of the CAP?

1. Common pricing means that, as a mintmim, prices should be so
regulated as to permit the olimination of duties and restrietions on
trade botween the member states, and to promote exports from the
muin prodiieing arens of the Community to the more deficit areas. In
the case of grains in partieular, support prices are set lower ih the
main producing areas (Hmn in the more defivit arens in order to achievo
this objeetive, Thoerofore, common pricing does not necessavily mean
n single support price. How high prices should go is a matter of politieal
hargnining between the countrles with the largest produring intorest
(nnd usuglly the lowest costs) and coumtries whose farmers need
higher prices to stay in business. ,

In conmoetion with cotrimon pricing it may be poirtted otit that no
resteaffit can be plaeed oh proiduction, since that wotild discourage the
development of intra-EC trade.

2, Community preference i simply the notion that the European
Conmmuirity should constitite a preferred market for the produets
of member countries. Marketing should be so regulated that imports
from third cormrrdes will dlways be o littlemare expensive o harder to
obtain thin domestic produets, A fixed warifl is generally considored -
hy-the EC to be insuffieient far this purpose, since ‘m imported prod-
et 1 it is cheap enough, ean pay the tarifl and still be cheaper than
the domestle produrt,

Commuiiity preference is accomplistetd I),}' various tcvlmicﬂucs, of
which the two most comnton are minimum-fmport prices and subsi-
dies, Tmports must meet a price highor thun the_desired domestie
level or pay n fee or be restricted, Alternatively the BC pays producers
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or buyers of EC products a subsidy big enough to assure the sale of
domestie products over imported products,

‘The concept-of Comimunity preference is further strengthened by
sote elements wifo have a busie philosophy of favoring self-sufficiency:.
Earopean farm organizations tone - to regard the existenco of imports
as evidenee that Eurepean policy makers have fafled to provide ade-
(uato Incentives to donestic produaction,

3. Common fAnancing means that the cost of agricultural support
must be paftl by all members, Or as the basic finuneing regufation
(No, 28) states “the finmmeinl consequences of the (‘AP arve the re-
sponsibility of tho Community.” Put negatively, this memns the EC
shall not refuse to support farm prices and income on the grounds
that it costs too mueh to do so. Tn practice there has been no limit
on the support, since Himitation of support wotld raise the question
of which country’s producers woutld not he fully supported.

II. The Commodity Regulation
A, Grailns

1, How the AP Works
A Iy e Nix

(1) WII0 ARE THE PRODUCENS ?

Produrtion of most grains ix wide-spreaed thronghout the C'om-
nedty, ulthmtgh over half of the production of the Six is in France,
In partioular France acconnted for 81 percent of wheat produetion,
B8 pereent of burley production and 61 percent of corn production in
1072/73. Eighty-seven pereent of durum wheat production amd most
of tHe consumption is in Ttaly. Eighty-threo percent of rye production
is in Germany. The CAP, therefore, provides a price system designed
to promote intra-Clommunity sales of Freneh soft wheat, barley and
corn, and to u lesser extent German rve and Ttalinn durum, The first
g};:(l}i_}n regulations were adopted in 10625 “common’ pricing began in
1067,

(2) PRICING AND I'REFERENCE

To necomplish the above marketing objectives, a “target” price is
fixed for ench of these grains, The target price is the wholesale price
level desiredd In the nost defieit (heniee highest priced) consuming
area—Duisharg, Germany. Grain from the main producing areas
should obtain this price after heing transported to Ditistsrg,

Markot forces, however, are permitted to operate within a limited
range around the target price at Duisburg. A basie “intervention”
price for Daishiirg is sot w Httlelower than thet nrgol}nﬁco and oporates
ns a market floor. Government intervention agenefes stimd ready to

buy any domestie grain offered to them at the intervention price. A

tinirkot” cefling is provided by the “threshold”: price, which is the

Titindeuny price at which fnports are permitted (o enter, The threshold

price is fixed for Rotterdam, When transport costs from Rotterdam
to Daisburg are addeaid, the cost of iimported grain is at or above the
target price, The Ditishurg Pl’i‘t'('s for the principal grains as of Au-
gust -1, 1072, the begitming ol the 1972,73 marketing year, were:

010-730~7 82
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{In dollars ! per metric ton)

Threshold Targot Intervention
price price price
Wheat:
Non-Durtim. . e oo onnn. 121.17 123, 85 . 113,73
Durtime e e eeeeeeae 141. 58 143. 97 ®
Ry0. e icaaaeae 112,10 114. 49 108. 80
Barleya oo eaeo. e 110, 74 113, 19 103, 90
(01) /| D 108. 08 110.47 Q)

t Bonyerted from wunits of necount nt UA100:281,08571, The rate has since
changzed, Applieable rates are--from May 7, 1072: UALO00=$1.085671; Teb.
13, 1073, to dnte: JA1.002%1,20035,

2 No intervention price is fixed for Duisburg, Sco text.

Intervention centers are loeated throughout the Clommunity, Tnter-
vontion prices at these points are generally equal to the Duisburg
intervention price minus transport costs from the intervention csntors,
Duisburg is the basic intervention conter and most other-intervention
conters are linked in this way to Duisburg. Tho Duisburg price, how-
ever, also applies in cortain other centers so that in fact there is more
than onoe base point for grain.

In the easo of corn and durum wheat there is only one intervention
price. The Community still imports a large part of its requirements
of theso two grains so that the market tends to he stl]}portod indirectly
by the threshold prico. "The intervention price vhereforo is set on the
basis of the floor ?l’i(’(\ required by producers in_the ma'n producing
arcas—NMont-de-Marsan, France, for corn and Palermo for durum,
bearing in mind the transport costs from these points to Duishburg
and what the intervention price there would be in theory, A similar
procedure has been approved for rve, to take effect on August 1, 1973,
On August 1, 1972 the uniform intervention prices for corn and durtm
wero $00.30 and $126.96 per metric ton respecetively.

Durum is exceptibnal also-in that consumers are not made to pay
the [ifll st of producer support through higher prices. Instead, durum
producers receive an additional payment of $40.03 per ton, which
when added to the intervention price raises theiv total guarantee to
$100.98 por ton.

Grain threshold prices do not change from one port to dnother.
They are the same at all points of entry. Thus the market cetling is
constant. Only the floor 1s lowered according to the distance from
Duisburg: :

The threshold price serves as the upper base point for the caleulation
of variable levies on imports. Every working day the Commission,
wlhileh is tho exeeutive arm of the EC, collects price quotations for
ench grain on international markets and adjusts those ?rices to whit
they would be if the grain hiad been of a standard EC quality and
had” been offored for delivery, cif. Rotterdam. The lowest such
adjusted prico for eaeh grain is then dedueted from the corresponding
threshold price. The difference is the variable levy, which is then

collected-on all imports of that grain regardless of tho actual price of
the particular shipment. In this way, the EC climinates both price
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and quality competition from imrorts. Tmports aro effectively limited
to those quantities and grades that caninot be supplied by domestic
produetion. Comm‘unit?r proferenco is absolute, ‘

“Sonsonnl” competitlon is also eliminated by raising threshold and
intorvention prices monthly during the year to cover storago costs for
domestic grain,

A moeasure of suporvision over the levy system is provided by
requiring importers to obtain licenses for ench importation and to
completo tho importation us proposed or forfeit o surety deposit. The
iconso is particularly important in controlling the advance {ixing of
levies, Normally tho lm‘pm'lm' may choose to gamble on the height
of tho'lovy on the day of importation or hedgo aguinst a lovy intrenso
by having the levy “fixed” at the timo he obtaing his license, which
may be 1p to 4 months in advance. If he clects to hedge, he will
obtain the levy on the day he applies for the license, adjusted to the
month of importation in accordance with forward |In-ico (uotations
and any chango in tho threshold price, Howover, the EC can and
ofton has rednced or suspended this privilege just whon it is most
needed—when markets are uncertein beenuse of monetary problems

‘or other dificulties,

While direet price support (intervention) applies only to the grains
discussed above, the lovy system applies to all grains and grain
produets, Most fovies on the lutter are ealeulated only monthly and
are derived from the corresponding grain levies by using conversion
coeflicients and adding o fixed minount for protection of tﬁo milling or
processing industry,

An anomaly like that for durmm oceurs in the case of wheat, corn,
andd broken rice purclmsed for the manufacture of starch or for brew-
ing, Browers and starch manufacturers receive a subsidy for these
purchases, which velioves them from paying the full price for their
raw matorfals.! Thero is o parallel reduetion in import levies (and
export subsidios) on stareh and beer,

Not all otitside suppliers feel the full effect of the lavy system. Wlile
fow preferences are given on grain levies—small reductions are granted
for Turkish rve, Morocean durum snd East Afriean corn—over 20
African countries and certain territories and former colonies in other
parts of tho world are exempt from that part of tho lovy on grain
produets whiclhi is intended for proteetion of millers and processors,

In certain respeets, the system of community preference and com-
mon pricing has not worked well, The most important examyle arvises
from tho price unification decision of 1964, When the CAP for grains
was first establisheil ih 1962, 1t was ot possible to bring the range of
national support prices immedintely within the limits ~deseribed
aliove, Agrooment to this end was renched only with the greatest.
difficalty in Deconther 1904 when it was decided that the “Unified”
price system deseribed above would take effect July 1, 1067, Germany
and Luxembourg had to make substantial price reductions to hring
thelr support levels fiito line, For three years after 1967 they were
permitted to make compensation payments to their farmers, Ttaly did

“not wish to make the full price inereases required for feedgrains, A

compromise was renched by nllowinf ltaly to compensate for higher
port andl handling costs by outting levies on feedgrains imported by
sea in 1067/68 through 1971/72 and extended through 1976/77. The

—————

1 Theso subsidies make necessary a further subsidy to manufacturers of potato starch, which is granted on
condition that a minfmum price {2 paid for the potatoes.
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amount of the reduction in 1972/73 is 7.50 units of account (U/A or
f‘ust over 80 at current exchange rafes, This roeduetion is to be elim-
nated Beginning in 107:3;74, when it will be 6.00 UA per ton; it will
decline 1.50 UA per ton ench yesr, (o zero by 197778,

(3) PRODUCTION AND DIRPOSAL

Sinee produetion is not eontrolled and rises rapldly,in response to
high prico fncentives for unlimitad- quantities, surpluses are generatetd
which must be disposed of. Tn addition, provision is matle for the
normal export. business of firms who eannot sell high pitead domestic
grains or grain produets on worldl markets withont a subsidy, Export
subsftlios arve fixed woekly, or more often if it serves a useful purposoe,
Soparate subsidies may be fixed for ench thivd conntry or aren of the
world for which n market exists, and the gmount of the subsidy
depotids simply apon how mueh is needed to make the sale.

As with import levies, export subsidies may be fixed in advanes,:
and the privilege of ndvance fixing may be vedueed or suspended in
times of wide changes in world ‘market prices, Tt has also happenoed
that-n periods of strong foreign demand as in 1072/73 the TC has eut
oxport subsidies in ordor to prevent domestic shortages,

nder normal market conditions, interverition agenvies will sell
the stocks they have aequired whenever the market s strong enotigh
to absorb ¢ho ml(lil»ionn‘l supply, Sales are by tendor, A miniftium
Pvlm' is fixed by regulation for domestie sales, but in the cuse of snles
or export, the Commission determines the price on the basis of the
offors made and normal export. market conditions. There can be,
therefore, a further element of subsidy which is not published,

T'o factitthte snles of whont for foed the CAP ulso provides for a
dennturiig promium, This is w subsidy for dycing wheat or otheywise
rendering it unsuitable for mitling into flone, The prominm is intenided
to hring tho cost of wheat down to u lovel where it is competitive with
other domestic grains—primarily barely—for feed use,

B, Ix 1ue NINE

In joining the EC the United Kingdom, Denmark and Ireland
m-c'cl)tod tho basic struceture of the CAP, ond agroed 1o begin applying
the CAP on February 1, 1973, Tt was agrecd that the new members
woulil mtljust their priee levels In stages so that “common” EC prices
would apply in 1978. The lovel of “common” intervefition prices in
enth new nrombur remained to be nogotatied, howover,

ho British, for example, whose murket priees wore around 40

~percont, below EC prices understandubly wanted: to fis prices as Jow
ns possible to minimize the total ntl”‘]qstmm\l, and its effect on foorl
prices. France, however, wanted British prices Mpih enough not to

reclude competition from” Fronehi gidin, Thio resultihg compromise
ixed tho intervention prices for wheat and harley at the Princlpul
inlund conter of Cambridge at a 1978 lovel slightly below the inter-
vention price at the French port of Rouen, I'hird countreles will have
to meot tho highor Rotterdum threshold price. In principle, therefore
by 1978 there should be u substantial margin of Community proforence
for French grains over third country grain, but little preference over
British grain.

~For 1973, UK, intervention prices were set near exisling market
lovels, The difforence between the 1073 intervention price and the
comimon (1978) intorvention price for the U.K. must be eliminated by



Y

six successive price increases beginning Angust 1, 1973 and ending
Jiunuary 1, 1078,

The price differentinl is a key figire: Tt is used instead of varinble
lovies and export subsidies in trade between the UK, and the-originnl
EC mombers; it is deducted from EC variable lovies and export
subsidies in trade with thind countries, As it happened, by Febraary
1, 1973, when the prico differontials were flrst to be applied, world grain
prices had risen wid EC lovies aned subsidies were reduced to less than
the UK, price differontinls. Now rules were tliorefore adopted by
which the price difforentinl for foreign trade would he set not. to excend
the IC lovy,

New Member Intervention. I'vices aml Price Diflerentials for the
Principal Grains, Ieb, 1, 1973

{In dollars ! per metrle ton]

United
6 King- Doene
- dom, Treland, mark,
Duin- Came lintilse Band-
burg  Rouen  bridge  corthy holm

Wheat (non-durum):

Common price...... 120,70 116.94 116,06 119.39 117.48
1973 prive. . ... .. 120,70 116.94  67.95 111,25 100. 068
Differential;
Basie. o ome e e 48,11 814  10.80
Temporary .o oo 32,67 S.14  10.80
Barley:
Cottmon price. ... . 108. 52 104,07 103,01 104,97 106,27
1973 price. . ae. ... 108,62 104.067 57.05 88,83 00, 85
Differentinl:
Busice e oo 45,06 10,13 0.42
Tomporary . oo oo 15,20 16,13 0.42
C'orn:
(;;i7mm(>i|\ price. ... E:) {); 8 (:; ®
1973 priee. .o .. %) ' ’ ¢ ®)
Diﬂ'm!entiul :
Basle. oo e 40.07 24,97 0
Tomporary. .o oooooomoana . 28.23 24,97 0

- R - o

I Converted from wilts of account at GA1D0==%1.08571,
800,39 hased on Mont-de-Marsan, Frimee,
3 No intervention o production),

For Denmark and Ireland the same principles apply, except that
Denmirk set its indtinl 1973 price levels for wheat and barley nearly
as high as the common price levels so that the price differential 1s
very small. For corn and sorghum Denmark has mtoplod EC prices at
the outset; there is no price differentinl.” freland also set its fiitinl
price levels very high; moderate price differentials apply for all grains,

The United Kingdom has the additional privilego of continuing its
deficiency payments (subsidies equal to the difference bitween o
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guarantead prico and actual market returns) as long as the guaranteed
price is higher than the intervention price. For 1972/73 the guarariteed
Price was $79.56 per metrie ton for wheat compared to an intervention
price of $67.95; and $72.16 per ton for barley, compared to an intor-
vetition prico of $567.06.

8. /moact on the United States ,

From 1962 to 1072 with high prico incentives and ‘)rotoct.ion rain
production of the Six rose 80 percent while consumption roso onfy 24
percent. Net imports dropped from 10 million metrie tons to less {lan
2 million tons, While the Six continne to import grains, thoy have now
become substantinl exporters as well, so that the market inaintained
in the KC' is lost clsewhere. In addition, tho market for feedgrains is
furtlwrl diminished by the substantial increase in the use of whoat
or feed,

IC (6): Supply and distribution of grains

[Million metrie tons)

[ -

Consumption
Change Produce . - —
in stocks tion Imports LExports  Feed  Total

Total grains:

1062-63. .......... 2.6 b57.8 15,1 6,4 36.1 64,9

1072-78........... -3 787 17.0 1564 490.2 80. 0
Whent:

1062-03. .......... 1.8 20.5 3.6 3.8 6.1 27.4

1072-73........... -, 2 45,2 4.0 7.7 9.3 31.7
Othor grains:

1002-063........... .8 28,0 11.0 1.6 30.0 37.5

1072-78 e - 43.6 13.0 7.6 39,9 48.9

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

Percent self-sufficiency: total graing

Belgium/
Cier Nother Luxem-
EC France many Ttaly lands  bourg

Average: :
1950 to 1960..... 85 110 77 87 36 61
1067 to 1068..... 01 143 78 G9 39 62
1968 to 1969..... 04 144 = 82 . 08 39 49
19000 to 1970..... 01 147 M 70 37 42
1970 to 1071..... 80 141 70 70 20 30
1071 to 1972...... 90 2‘) MO él)
1972 Lo 1973..... 08 " DI O " 0

1 Not availuble,
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U.S. oxports of rahi to the Six rose 52 percent from $386 million
in CY 1962 to $687 mifllion in 1066, the curly years of the CAP before
the “unified” prico systom was sot up. From 1006 to 1000 grain exports
dropped 52 poreent to $283 million, in lm'g)o part due to the operation
of tho CAP. For tho next few years a combination of factors, including
short erops in the EC and high world prices, has maintained the value
of US, gmin oxports to tho EC although they continued to be below
(hiollil% penk, U.S, graln exports to the Six in 1972 totulled $489
million,

The oxtension of the CAP to the United Kingdom, Denmark, and
Ireland cannot holp buw}roduce the snme probloms as those thet have
occurred with the Six, Whoreas in 1971/72 net imports of grain by the
Nine totalledd 13 million tons, it ean bo expected that this net deficit
will vapidly disappear, U.S, grain oxports to the threo in 1972
amounted to $135 million. "Total exports to the Nine were $624 million,

B. Rice
1, How the CAP Works
A IN e Six

(1) WITO ARE THE PRODUCERS ?

Only (wo EC countries produce rice. French production has been
declining rather stendily due to greater profitability of other crops
and now accounts for less than 10 percent of EC production. Italy is
the primary producer. While Italinn production hias been rising
rapi(hy, Ttaly--does not produce long grain varietics such ns those
supplied by the United States and the Far East and generally pro-
ferred by consumers in northern Europe. The CAP, therofore, has
established progressively greater protection and has provided export
subsidies to facilitato sales in ihil'({ markets, The first rice l'egulntions
were adopted in 1964 ; the present regulations date from 1067,

(2) PRICING AND PREFERENCE

A target price is established for brown rice in Duisburg, This is
the wholesale price which German rico millers would be expected to
pay for Italian riee. 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 by threshold prices for brown rice mnd milled rice at
. Rotterdam. Intervention prices for paddy rice are fixed for the pro-
.. duetion centers of Arles and V crccﬂl" b $141.14 per ton. Tho differ-
ence between the intervention and target prico provides a gencrous
margin to ¢over the cost of husking (converting paddy rice to brown
rice) and the cost of transport to Duisburg,

The threshiold price on Septenber 1, 1972, for short grain brown
rice, similar to the main Ttalian varieties was $226.39 per ton, A
threshold price for “long grain’” browigrice was set at $247.11 per ton.
Tho difference between these two pricoes, however, does not reflect
the difference between short grain and long grain varieties on world
markets, but rather the “normal” difference between Italian short
- grain rice and Italian “Ribe”, which is a large 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 millc(l rice are higher than those on
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"""" “ - broww riee in order-to refleet the higher value of milled rice and to add _
a margin of protection for EC rice millers. For September 1, 1972,
milled rice threshold prices were $293.68 for short grain an:d $346.02
for long erain.

Licenses must be obtained on all imports or exports, Levies and
stih=idies may be fixed in advanee, In 1972, at Thailand’s request, the
EC began to diseriminate in alowing a 90 day period of validity on
liconses for imports from the Far Kast, compared to 39 davs for
imports from other parts of the world. On compiaint by the United
States the 30 duy period was extended to 60 days.

More important preferential treatment is granted in the form of
reduced levies on imports from the Malagasy 1 epublie,! Surinam and

"‘ | ahe il P
LYt LR T Ty .
=

(3) PRODUCTION AND DISPOSAL
Export subsidies are fixed weekly or monthly for rvice and rice
products, respeetively, in the same manner as for grains and grain
woducts. Subsidies are also availuble for the domestic purchase of
yroken rice for the mannfueture of stareh or for brewing.
B In e NiNe

Under the transitional arrangements for the United Kingdom,
Denmark, and Treland, price differentials are =et like those for grains.
However, since the new members do not produce rice the differentials
are based on market prices in the new members relutive to EC! thresh-
old prices. The differentials are deducted by new members from the
EC levy on imports from third countries: the differentinls also serve
as the subsidy on exports of Ttalian rice to the new members,

The differentinls were ealenlated in relation to a representative
period when world prices were considerably lower than they were
on February i, 1973, the date the differentinls were to be first applied.
Conseguently, as in the grain <ector, the differentials had to be ad-
justed temporarily <o as to be approximately equal to the levy:

New member price differentials, comparal to the differonec in EC
threshold prices and world wmarket priecs at Rotterdam, Feb. 1, 1973

(Dollars per mettie ton]

Hu-ked riee Mitled rice
shory Long Short L omg
FC-6:
Thre<hold priee 240, 28 251. 99 200, N7 KER B
World price_. .. cee 208067 199,12 225.39 108, 14
Levyo ... .. 21,61 HDNT 7448 155, 04
3 differential:
Basieo. ... ... 107. 50 124. 31 138,07 180, 2
Temporary ... ... 22,80 55,37 74.91 153. 09

et e e o v o sm e em < e smmanms e i o o s e+ e S S e s s

8 Theonghteen Aot aswe Lles sizaatory to the Yoonede cohvention also teeerve preferentias freataient,
However, the Malag o8 Repubbie s the ondy stosalinant nee exporter,
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ereeme-tpeRth-over-the - sume- period ~Ltaly. has .had to.look for new export ...
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Preferences granted to Egvpt are now also granted by the new

. flﬁcmbﬂi‘s. Surinam. and Madagasear will receive preferential -treat-
ment by the new members after 1975. At that time certain’ Common<"

wealth suppliers now receiving a preference in the UK., may reecive

preferences from the Nine,
2. Impact on the United States

While yields have been somewhat inconsistent, total rice acreage

has increased everv vear sinee 1964 when the CAP was introduced.

Acreage inereases in Ttaly have more than offset a «

leeline in France.

Production has therefore shown a signifieant upward trend even
though the harvests for 1971/72 and 1972,73 were redueed. Con-
sumption by the Six on the other hand has shown a slicht downward

markets, one of the most important of which has
Kingdom. ‘The United Kingdom buys substantial ¢

been the United
uantities 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

16 percent in 1972,
British imports of rice, 197072

[Thousands tons)

B . e et e e o i oo e ——

United

Total States

1970 e e 123.8 61.1
1971 e . 145. 2 M7
1972 e 126. 8 47.1

RS

Italy Other

0.7 62,0
35.2 a5, 3
19.2 60. 5

The following table shows the development of Tt
rice production under the CAP (husked busis):

[Thousand metrie tons}

alinn and French

Average

France Lialy

1956-60.... ... e et - 86 546
1067-068 ... . - 97 506
1968-69. . .. o e - 67 518
1969-70. o e 706 639
1970-T e e 73 655
197172 e e eeeen - 61 T4
601

1072-73.. . e al

P S P

The United States mamaged to ineregse rice exports to the EC for
several years after the introduction of the CAP. “Common’™ pricing
did not begin until September 1967 snd until then, Gernany and the

Benelux countries were permitted to reduce Jovies
|

substantially on

imports from third countrics. Sules 1o Franee were boosted s~ France
discontinued discriminatory import licensing., Supplies from some Far

09-736~~73~—3

wrnne
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e Kustern sources dropped. Since 1969, U.S, exports to the Six have
deelined, due in part to the height of variable levies and in part to
more competitive pricing by other third country suppliers. U.S. ox-
ports to the Six were $31 million in 1969 and $17 million in 1972,
The most importaut effect of KO enlargement.appears likely to be
the further inrouds of Ttalinn rice into the important British mayket.
U.N. exports to the UK., Denmark, and Ireland in 1972 totaled $12
million, of which the U.K. accounted for ull but $347,000. -

C. Poultry, Eggs, and Pork
1. How the (' AP Works

! +
SR IVP R W SNSBY TY oH.Y § O DS .

(1) WHO ARE THE PRODUCERR? ‘

All EC countries produee poultry, eggs and pork, The ('AP estab-
lishes a very high level of absolute protection which has favored the
expansion of intra-EC exportzespeciully Duteh md=Belgian exports,
at the expense of third countries. Duteh exports, in”purticular, to
third countries have been expanded. Regulations for these produets
beaan in 19625 present regulations date from 1067,

{2y PRICING AND PREFERENCH

[ntervention on domestie market< i< limited to pork. Pork prices
follow a evelical puttern, and the intervention price level (which is
the ~ame throvghont the EC) generally beeomes effeetive only at the
low end of the exele. Export subsidies and proteetion against imports,
however, help to support internal inarket prices indirecty for pork,
poultry, and eggs. «

The level of protection against imports is determined in two parts.
The fiest iz a basie variable levy which corresponds to the levy on the
guantity of erains assnmed necessary to produce the poultry, eggs, or
pork. plus an additonal margin of proteetion. The hasie Jovy thus
compensates producers for using higher cost domestie grain as well as
providing additional protection. In {act. efficient producers are over-
compensated for high grain costs, since the EC assumes a greater
quuntity of grain than is required by efficient producers,

Sinee the basie levy is o funetion of grain prices, it does not by
it~ell provide absolute preference for domestie pork, poultry, and eggs.
Therefore, the EC has established a second element of protection: a
minimim import price or “aate price.” The gate price, which applies
to all third country products, is not related to the domestic price
level, but rather represent: the K< ealenlation of the “fair” cost
of third comtry. products delivered to the Community. Products
offered to the Community at less than the gate price become subject
to an offsetting supplementary levy.

This ~supplementary levy applies to imports only from those coun-
tites whose nroduets do not meet the gate price. I a country can
control its export prives and promise not to undercut the gate price,
the EC will exenipt that country from any supplementary levy on
te producis coneerned, Apart from this preferential levy exemption
for countii, < who meet the gate price, there is o smull preferential
lev v reduetion for poultry imports from Turkey,

Gate prices mnd bisie levies are published every three months.
Suppleientary levies are reviewed more often and changed as needegl.

BEST COPY AVAILABLE
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(3) PRODUCTION AND DISPOSAL POLICIES = ~ =~ - -
Because of the absence of domestic market intervention, export
subsidies are particularly important in regulating the supply of
products availuble to- the domestic market, Export subsidies are
calculated every three months atd may be fixed in advance.

B. Ix 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 to be phased out by 1978 on the same schedule as for grains. The

gt s s

full EC.gate price_and supplementary levy, however, apply from

February 1, 1973.

In negotiating the differentials to be applied in the trade of the
new members, the U.K. was successful in obtaining a revision of the
conversion factors used in enleulating the differentinls, The U.K.
contended that less grain is required than implied in the formulas
used in caloulating EC levies on imports from third countries, There-
fore, the differentials (but not the levies) are calculated with lower
coefficients and are about 10 percent smaller than they would other-
wise be, This means less is (lor}m-tml from KEC levies by the U.K.—i.e.
British peotection is higher. Also the subsidy on Duteh and Danish
exports to the UK, is smaller than it would otherwise be.

2o Tupmict o the United States

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

Percent of self-sufficiency in pork, poultry and eyys

Belgiumn/
Nether-  Luxeni- Ger-

EC  lands  bourg France many Italy

Pork: Average:
1936 to 1960_. .. 100 146 106 101 94 04
1967 to 1968.._.. 100 168 130 91 95 S9
1968 to 1969 _.. 09 178 135 82 95 90
1969 to 1970.._.. 100 188 150 83 05 85
1970 10 1971.. .. 101 200 174 86 92 82

Poultry: Average:

1956 to 1960 .. .. a3 386 102 101 5 94
1967 to 1968._ .. 0% 228 139 102 49 929
196N to 1969 __ . 9N a3 130 102 48 09
1969 w0 1970 . 100 3581 By 103 2l a9
1970 to 19781, . 1ol 304 142 103 51 99

Eggs: Average:
1956 to 1960__ . 90 - 222 108 96 58 S4
1967 to 1968 . a7 129 122 100 87 04
14968 (o 1969 .. . s 139 136 99 Wil 04
1969 10 1970_. . 100 144 157 98 86 96
1970w 1071 . 101 148 131 99 85 97

BEST CCrY Avaj LABLE



16

US. Bo“my exports to the Six reached $50 million in 1962, when -
the CAP was adopted, and declined steddily thereafter to less than
$10 million in 1972. Of the $50 million in 1962 U.S. (f)oultry e.\'rorts
to the Six, Germany accounted for $41 million, including $32 million
of chicken and $8 million of turkey. In 1972 of the $10 million in
U.S. poultry exports to the EC, Germany took $6 million, nearly all
turkey. France, Italy and the Netherlands bought $1.5 million of
baby chicks.

S. poultry exports to the Three totalled $2 million in 1972. This
represents a substantinl increase over 1971, when (until October)
British imports from the United States were prohibited by a New-

e CStC. isease_control program. The relaxation of theso controls,
while accompanied by the establishment of rather fgirmmmmomm
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 exporter.

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

U.S. exports of pork have seldom been very large, but U.S, exports
of lard to the Six were as much as $9.9 million in 1966 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 Threo 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-
sidized EC exports. By 1970 our exports recovered to $30.6 million.
Boginning in 1971 the EC raised its export subsidy to record levels.
U.S. exports to the Three dropped to $12.6 million 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, Ircland and Denmark should largely eliminate outside
suppliers from those markets. Although the United Kingdom market
was opened to U.S. poultry in 1971 by the lifting of the Neweastle
disease vaceine ban, 1t scems clear that Danish and Dutch exporters
should gain the lion’s share of this market. The same is true of pork
and lard, High levies will apply against third country products only,
while the Dutch and the {))nncs will benefit from export subsidies
(price differentials) during the transition period. The gate price
keeps outside suppliers from competing through lower prices.

D. Beef and Veal
1. How the (CAPS Works
A In tHE Six

(1) WIHO ARE THE PRODUCERS?

All of the Six produce beef and veal, but only the French and Duteh
produce enough to have appreciable quantities for export. On the whole
the Six have a deficit in beef, and the deficit has tended to increase.
The explanation for this situation lies in several factors: high incomes
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whicli rave-brought o stronﬁ demsind for beef, use of dunl purpose
animals so that the Stpply of beef is partly a funétion:of policies aimed -
to regulate milk supplies, a’ price structure that severely inhibits
modern grain feeding and which favors-the slaughter of calves for
veal. The first beef regulations were adopted in 1964 ; the present regu-
lutions date from 1968.

(2) PRICING AND PREFERENCE

Since none of the Six have beon in a strong export posiion, the
regulations for the beef sector have aimed primarily at providing sup-

port and protection tharing-periods-of-low-prices.—- ...
An “orlentation” price is normally set annually for the year begin-
ning April 1, for eattle and for calves. For 1972/73, in order to-avoid a
rise in consumer prices, orientation prices were set to-iherease in two
steps—in April and September. These orientation prices were:

o o ot s it R 1 o B a—-s

Cents per pound !

April September
Liveeattleo .o oo . o a... 36.9 38.4
Liveealves. oo .. 46. 4 47.5

—— © et s o 4 W+ At o e . . A 44 St o it A1 i, A 12 8 b ot st

1 Converted from units of account at $1.08571 == UA1.00.

Member states are anthorized to undertake market intervention
(purchase of cattle, and purchase or storage of fresh or chilled beof)
in certain localities whenever cattle prices on EC markets average
less than 98 pereent of the orientation price and are below 93 percent
of the orientation price in the localitics concerned. Intervention is
required in all Nember States whenever average cattlo 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 coeflicients. There is
no intervention for ecalves or veal.

Imports are subject to import duties of 16 percent ad valorem on
live animals and 20 percent 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, imllmrt,
prices were caleulated in two ways. A basic import price was ealcu-
lated from a weighted average of certain cattle and ealf prices in
the United Kingdom, Denmark, Ireland and Austria. 1f, lmwovor,
beef prices from another part of the world—say Argentina—were
significantly ont of line with this basic import price, a special import
price conld be caleulated for imports from that country.,

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



Percent of

) applicdble
Average of EO prices as percent levptode
of orientation price ¢ollected
100-102 - - e e e memmacan—- e 75
102-104 .. oL e emmemeeeeeeiemeoeea——n mean 50
104100 - - e e e - 25
Over 100. - - oo Aemmmm————. 0

The levy and intervention mechanism has not always worked wdll
sinee_markots are still basically nationally oriented and it is possible

for one or more EC members 1o expetience relatively Tow prices while
thie average of meniber state prices is high enough to pisclude inter-
vention—and viee versa (the average may be low enotigh to retluee
or eliminate levies). ‘

Special provisions apply for waiving levies arid redueing import -
duties on importation of young cattle and ealves for fattening, and
for suspending part or all of the levies on frozen beef imported for
wocessing. The quantity of frozen proeessing heef that may be
mportad under these provisions is strietly controlled by the issuance
of import licenses ngﬂ]nst quarterly estimates of requiremoents,

The Community grants “indirect” preferential (reatment to im-
ports from a number of countries. Lower levies areimposed on finports
of baby beef, The applicable tariff classifieation, however, may be
used only for imports from Yugoslavia. Levies, normally caleulated
weekly, may be fixed 30 days in advance for imports from *distant
suppliers” who have signed agreements to that end—i.e., Argentina
amd Urtiguay.

(3) PRODUCTION AND DISPOSATL

Beeause of the inability of beel production to keep pace with con-
sumption, the EC is seeking ways to give further encotirgement to
beef production. Cattle and eall orientation prices have been raised
relatively more than grain prices, bat withoitt a reduction in grain
wices it is unlikely farmers will employ grain feeding. More important,
t has been neeessary to raise milk prices along with cattle prices and
to dispose of surplus milk with the aid of subsidies for use of skim
milk powder in ealf feeding. As a partinl ¢onsequence of these factors
thete has been little incentive to shift from dual purpose affimals
to beof breeds, while they has been considorable inceritive to raise
calves on miilk and slaughter them for veal instend of raising tliem to
adult animals for beef. ~

In April 1973 the EC Couneil approved proposals by the Cotnmis-
sion for special subsidies to convert dairy hierds to beef herds.

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

B. INn ™ie NINE

Sinee three of (he four countries previously used in caleulating the
basie import price are now members of the EC, the lovy systom had
to bo chinged. Levies aro now calculated as the difference between
the orientation price and a weightet average of import prices forment



(converted to live walght basis) and live snitittls, However, if the
Price of imports from :certain voilfitries is abtidriitally low a special
fitport price (ahd Henee a ligher levy) will be culeulated for imports
from those couritfes. = =~ !

In the new members, BC lovies are diminished by the differenco
botween - the: EC orletitation price dapplicablo in the Six and that
applivible ih the tiow menther concerned. In hitra-EC trade the prive
différetitinls apply in lieu of lovies. In practico, worll prices liave
been woll above ortentation prices sihce the beginting of 1973 so that

the lovy system hns been inoperative, , y
THpoTE ’Elmmmlmlmmw{mmled-:f»EG-mmrkat,.gpmces.,;ymmb
dec

it, ad duties have heon suspended: through’mueh of 1972 and 1973.
Otientation prices for 1972/73 for the now. membors are as follows:

Cents per pound

United
Kingdom Treland Denmark
Catllea e e 20. 8 29. 8 38.4
Calves...__.. . emmmmmman 36. 9 36.9 . 476

The British in addition continuo temporarily to operate their sys-
tem of guaranteed prices even though the guaranteed price for Tat
eattle is bolow the U.K. orientation price. IPor 197273 the UK.
guaranteed price for fat cattle is 27.7 conts per pound ' compared to
{he orientation price of 29.8 cents por pound.!

Specinl trading arrangoments between Ireland and the UK. con-
timue in force.

2. Impact on the United States
The following data illastrate that production of beef and veal in
the Six has grown apace with consumption, so that net imports have
increased:
Percent self-sufficiency: beef and veal

(ier- Nether- Belgium/
15C many  France ltaly  lands  Luxeme
bouryg
Average:

1056 to 1960. ... 92 8T 102 75 100 90
1067 to 1068.. .. 80 S8 112 h8 107 87
10068 to 1969 _. S9 NS4 107 68 104 03
1069 to 1970.... R9 b 107 62 17 00
1970 to 1971.. .. 89 S9 109 58 124 04

B s S TR ) R — e b aa oy mn mves o g o e ma— 10

Converted from data in pounds sterding and units of account at L1.00=UA 21614 =823 5,

prgT T AUALADLE
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Net-imports of-beef-and veal

[In thousarid metric tons)

Ger- Neather- Belgium/
EC  mdny France Italy lands Luxem-
bourg
Avernger—-—
1066 to 10680.... 267 13¢ —17 164 —12 8
1967 to 196S.... 534 1564 —125 403 —22 34
1068 to 1969_... 473 225 —145 399 —24 18

1969 to 1970.... 533 160 —118 500 —48 27
1970 to 1971._... 553 171 —141 576 —68 16

M metman e e e ke = e s = e e 4 e amme e s

U.S. exports to the EC in this sector are largely outside the lovy
systom described nbove, Only fixed duties—azero for inedible tallow
il hides—apply to imports of variety meats, tallow and hides. U.S.
exports to the Six and the Threein selected years are shown below:

L’.S. exports of bovine products

[In millions of dollars)

1960 1965 1970 1971 1072

Items subject to both duties and

lovies:
Beef and veal:
e ¢ 1.5 0.4 09 1.1
R U 1 b} .3 T .4
Items subject to duties only:
Variety meants (0ffals):?
I 14.2 34.4 42.56 50.9 58.4
B 7.8 14.0 14.7 14.7 16.8
Ttems duty free:
Tallow:
(I 37.6 3871 33.4 33.3 28.3
B S e e 2.1 7.9 6.1 5.2 3.6
Hides, skin~:? ,
| DI 24.0 81,6 17.8 33.7 54.4
D e e eea———- 2.6 6.2 3.8 1561 21.2

! Less than $50,000,

2 Includes pork, and other variety meats as well as beef variety meats,

# Primarily cattle hides until 1978 and 1072 when furskins and sheepskins
became mare important,
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On the other hand, the restrietiveness of the CAP for fresh, chilled
and frozen meat whon -world suppilies are more alsttndant has in the
past contrilsiited to n diversion of world exports to the United States,

Enlargement of the EC* brings two major beef exporters (Ireland
atel Dortmark) wnid one of tlie world’s largest romniﬁ\ng unrestricted
murkets (the United Kingdom) within the protective framework of
the CAP. For the Three there is already a net export mw{;lus. It may
be expeeted that the price and other ineentives under the (‘AP will
give a strong impetus to protlaction in all these countries, thus tending

o reanregrminnlly-thenetdeficit-of-the- Nine.-

The United States should contintre to have a good market for its
teaditionnl exports, although British duties on variety meats will
rise from zero to 21 and 14 pereent by 1978, On the other hand, the
British duty on inedible tallow will be redueed from 10 pereent to zero.

E. Datry Products
1. How the CAP Works
A I omme Six

(1) ‘'WIIO ARE THE PRODTCERS?

Milk is the muin souree of daily ensh income of many thousamils of
very smitll farms in the BC, Aceording to EC agrieultural consus data
for 1006667, covering 6.4 niillion furms, 1.2 million or nearly one farm
in five obtained 68 pereent or more of its income from the production
of hovine animals, "Phe pereentage ranges frém 11 pereent antl 16
pereent in Haly and Germany to over 30 pereent in France. Belgium
and the Netherlands, Of these 1.2 million farme, 38 poreent were less
(han 12 aeres in size; 59 poreent wore less tham 26 aeres, Bovihe ani-

mal produetion is also the leading enterprise of another 1.4 million

farms, 33 percent of which were undvr 12 acres and 57 pereent of
whith wore umder 25 acres,

Most cattle i the EC' serve the dual purpose of milk and meat
production. The smaller farmers neces<arily liave to rely more on milk

“praduetion, whivh provides a dailv eash retarn, The CAP, therefore,

aims to meet the incanie needs of these small farmers as woll us pro-
vide a proteeted market for those EC members thint export---mainly
the Nethvrlands and Franee. The first regulations were aiddpied in
1904 ; present regalations date from 1968.

(2) PRICING AND PREFERENCE

The pricing svstem for dairy products is extremely complex. The
system is intended, through “intervention” puithases of birttor, non-
fat dry milk amd certain elitese, through import protection by varinhle
levies on all products and through export subsidies, to aclieve an
avornge (arget price for whole niilk (3.7 pereent hutterfat) delivered
o the dairy., Whole milk itself, however, is not directly supported,
The target price for whole milk, intorvention prices for hatter, nonfut
dry milk and eheese, und the threshold prices (minttum inport prices)
for various dairy products are shown bhelow as of April 1972 (the he-
gintfing of the 1972/73 inarketing yeat): ‘

00700 § et



Cents per
( pound!?

Target price: Wholemitk._. .. .~ ... _....__......_.... b8
Intervention prices:

Butter. ... .. ... e e $8. 6

Nemfatdeymilk_ . oo L] S 26. 6

Girana padano cheese ... e i 83.0

Parmesaneheese. ..o ... .. ... .. .. ......._. 900.1

i Threshold prices:

R ) 1 TAC 1Y L1 L Lo — —mnnsns o 10: 0
Nolatdry milk_ ... .. 33,0
Drywholewmilk. . .. ... 57. 5
Evapornted mitk_ _.___. .. e emme e 24,4
Condensed milk (with sugar) ... . ... S 32.6
Bt o e e e 99. 1
Swiss cheese_ oo .. .. e e 83. 7
Blue choese oo e .. 72.6
Parmesan cheese.. .. ... . e e s 112.0
Chetddar elivese __ . _ ... .. . ... 76.9
Gonduweheese oo oo oL Ll e e 68.9
Lactose. o o e 21,2

1 Prices are converted from units of aceonnt at SLOSHTE- CA 100

Prior to 1971 the intervention prices citad were not all applied
uniformly throughout the EC, because one or more EC members
insisted on prices a little Kigher or lower 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 “commmon’ nonfat dry milk price about 1¢1h lower than
the level for other mentber states in order to offset partly the dis-
ruption of common pricing by monetary problems (Sce Part 111).

Also in setting iimtervention prices for 1973,74, the EC Council
made a major shiift. in emphsis, away from butter toward nonfat
dry mailk. Insteud of raising both butter and nonfat dvy milk prices
as in past years, the Cotinedl reduced the common butter intervention

rice 2 percent in relation o April 1972 and increased  the common
ntervention price for tionfat dry milk 22 percent. This shift was
mide beenuse surpluses were rising foster for butter than for other
products,

Varinbde import levies are ealeulated for all produets monthly, and
are revised more frequently for particular produets if necessary. In
the case of so-called “pilot” produets, for which threshold prices are
fixed (above), the levies equal the differenco between the threshold

rice afid Jowest correspontling c.i.f. price. For other dairy products
evies are derived by makitig adjustments in the levies for the-heirest
corresporitling’pilot proditet, For fresh milk, which became subject to
the CAP only in 1972, the levy is derived from the levies on bilter
and nonfat dry milk,

In order to mitigate tlie effect of thie levy system on imports of
Swiss cheeses from certiin countries, the EC has agreed to charge a
fixedl duty, insténd of a levy, on these cheeses when special conditiohs
(especially minimum prices) are met and the imports are from certdin
cotiimtries ‘(mdinly Europein).
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o (3) PRODUCTION AND DISPOSAL POLICIES
Surpluses—especially of butter—have been a major problem for
the Community. The Community has found it especially difficult to
avold price-increases for dairy products because of the importance of
milk in the income.of millions of EC farmers.
Instend 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
e IO st 20N ed). L4 Dng iz paid subsidies for exports of butter and

other dairy products, and has made Hitter wvailabls At ow-prives-ont
of intervention stocks for processing, export, feed use, for the armed
forces aml general consumption (if several months old). Intervention
stocks have been donated to charitable institutions and to foreign
countries as food afil,

In considering prices for 1973:74 the Commission reported that
butter stocks in the Six inereased by 157.000 tons in 1972, and that
milk prodnetion in the Nine was currently exceeding consumption by
7 to 8 million tons. For 1973,74 the Council approved a small rednetion
in the butter intervention price —off<et by a much larger increase in
the price of nonfat dry milk-—and for the fir<t time npproved a general
consumer subsidy for fresh butter of abont 5.5 cents per pound.

Another important subsidy is paid to dairies to reduce the price of
nonfat dry milk used in call feed. In 1968 69, the first year n(! “eom-
mon” prices for milk, the subsidy was 20 percent of the intervention
price for nonfat dey milk. In 1972 73 the subsidy was 33 percent of
the nonfat dry milk price, and in 1973 74 ix 39 percent. Thus the net
cost of nonfat dry milk for feed in 1973 74 is 21 percent ubove the
1968769 level compared to a 60 percent inerease in cost {intervention
priee) for other uses. “This subsidy has helped the BC avoid sueh Inrge
surpluses of nonfat dry milk, but has enconraged the production of
milk fed veal to the detriment of beel.

B. Ix ™ NINE
As with other price supported produets, price differentinls operate in
trade between the Three and the Six and as adjustments in levies and
<ubsidies applicable between the ‘Three and third countries. The price
differentinls nre based on theoretical threshold price differences, how-
ever, rather than intervention prices:
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Price differential Feb, 1, 1978
[Cents per pound 1)

United
Kingdom Ireland Denmark

Whevpowder. ... __...__.____._. . 0 1] ]

Nonfalt drymulk_ .o . ___ ... 0 0 0

Dry wholemilk. ... . ... ..... 17.17 4,82 2.73
Evaporated milk. .. _________.__. 4. 05 1.39 . 08
Condensed milk (with sugar)..__. 25.94 21,67 209
Butter. .. 514 15. 21 8. 60
Swiss cheese. .- ... 18. 82 5.29 2.99
Bluecheese. ..o oo 1N, 82 5.29 2.99
Parmesan cheese. ... ... ... 14. 13 3.97 2,25
Cheddar cheese. oo ..o . ... IN. N2 5. 29 2,09
Gouda cheese. oo oo oo ... IN. 82 5.29 2,99
Lactose. oo oo 0 0 0

! Converted from units of aecount to $LONKTL- = U7AL00,
2 Phes adifferential for sngar eontent,

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

Cents per pound

United

6 Kingdom Ireland Denmark
Butter. ... .___...._ 91. 60 37,46 76. 39 8$3.00
Nonfut dry milk______. 26. 60 26. G0 26. 60 26. 60
Cheese. - oo e e e eeae e ') ") ")

! Nvu intervention in 3.

Perhaps the two most important consequences of the application
of the CAP to the Three are the relatively greater encouragement to
production of butter and other munufactured dairy produets com-
sared 1o dircet consumption of fluid milk, und the substantial price
inereases that must be made by the Three, in particular the UK.
The<e two factors ean only ageravate the Community's dairy surplus
problems,

2. Lmpnet on the United States

The CAP has affected the United States primarily because the
<arpluses generated have been exported with a disruptive effect on
world markets, ineluding the American market. The following data
on changes in the percentage of self-siifficiency for the most important
dairy products suggests that the production and disposul policies
earlier de~cribed were having some suecess, particularly in increasing
consumption. Production had ~owed <omewhat in 1970 and 1971
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but began to rise againin 1972, Butter storks, which had been reduced
fromrover 300,000 tons at the end of 1969 to ¥06,000 tohs at the end
of 1971 were back up Lo 400,000 tons at the end of 1972,

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

Bels
o gium/
i - ”' Nothers—buxeme— —-Ger -
IIC France lands  bourg  many [taly
Nonfat dry milk:
Average:
19566-60.. ... . 97 131 76 100 093 100
1067-68... .. ... 161 234 57 153 165 46
1068-69. .. ... 140 226 38 164 160 61
1969-70... ... 121 143 42 166 145 69
1970-71....._... 132 145 47 176 182 65
Butter:
Average:
1956-60. .. ... _. 101 106 180 96 04 Sl
1967-68. ... __.. 1y 131 523 100 105 .70
1968-69_.._.... 113 119 3450 109 104 63
1969-70. .. _.._. 107 106 367 12 98 64
1970-71........ 105 107 340 95 06 65
(‘heese:
Average:
1956-60. .. .. 100 104 210 35 77 93
1967-68 ... ... 104 100 259 54 83 94
1968-69_.___ ... 102 109 226 48 85 91
1969-70. ... ... 102 11 218 49 86 88
197071 ... ... 102 112 230 51 84 86

EC dairy policies have contributed (o inerensed imports into the
United States, both directly in EC exports to the United Stetes and
indirectly by diverting to the United States produets kept out of the
EC by the levy system. US. imports of daivy 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 proteet domestic programs,

U.3. exports of dairy products to the Six in 1972 totalled $2 million.

The exten<ion of the CAP on dairy produets to the United King-

dom, Ireland and Denmark will, us mentioned nbove, aggravate the
surplus problems of the Six by encournging greater produetion of
manufactured dairy products. The pattern of world trade will be
further distorted as traditional suppliers to the U.K. market are
displaced by internal EC' produetion,
The most important of the traditional suppliers to the UK, is
New Zealand, \\"\irh hus u temporary gnarantee. The UK. is author-
ized to import butter und cheese from Now Zealand at special prices
in the following quantities for 1973-1977:
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[In metrie tons]

b e i i et &t b it e am b Mt dew e e e e e e e o e ek e e s e o ——

Butter ‘ (heese

L ce s 165, 811 65, HN0
1974, ... ... B 158, 902 60, 960
W0Wes. . o o L. ce e e e 151, 994 45, 720
1976 4 . .. 144, 085 30, 480
07y .. .. L e e e ©O188.178 © 15, 240

- - e . PR RRU .- O e e e % ek ek s ueawn e e s e 4 e e o R o o v

After 1977 <ome further provision may be made for butter, but not
for cheese,

F. Sugar
Lo e 20 O AP Worls
A IN e Six

(1) Wi ARE THE PRODUCERS ¥

Sagar beets are grown in all EC conntries, In addition, the CAP
makes provision for the eane <ugnr production of the French Overseus
Departmentst Franee und  Belgium are the principal  exporting
tmembers,

The number of sugar millers and veliners, however, is quite timited,
Sugar marketing is dominated by three firms in Germany, two firms
in the Netherinnds, one in Belzinm, one group of firms in Ttaly, and
one group in Feanee, There are less than two dozen major refining
compunics in the Six, The CAP therefore also inchides a system of
roduction guotas designed to preserve their interests. A levy system
}(w sngar was introdueed in 1967; the present system took effeet
in 196N,

(20 PRICING AND PREFERENCE

I the cuse of sugar, hoth target and intervention prices are pegged
to the main production area~ of northern France. Threshold prices,
however, are fixed for the mo<t distunt point, Palermo, Sieily, at o
level that will assure o preference for French sugar there. Higher
intervention prices are permitted in Laly, by way of exception,

Tutervention prices are fised for refined sugar, raw eane sugar from
the Freneh Overseas Departunents, and raw beet sugar. Refiners must
meet o mininm beet price in thelr contrsets with beet growers,

Sugar priecs (972 73 (beqinuing July 1)

(In dollars t per metrie ton)
Refined suaar;

Threeshold prive. . _ . 0 L 208,08
Taveet price.... L. e e e .. 266, 54
Intervention price . ... . .. 2538, 40
Halv.... .. S RSO 11 D 1!

FFrench Overseas Departments_ oo .0 .. ... 249, 82

Raw heet suenr inteevention.. .. . .. ... ... ... 21561
“IIL\',.-. e e e e i e e e 230060

PConverted from uhits of aeconadt ot U LOO=81L08571,

tGaadelanpe, Mattinique, Reuuton, Freadh Guing a,
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Nugar prices 197203 (heginning July 1) Continned

Riw cune sugar intervention (French overseas departments). 217, 25
Minimum beet price:

Within quota_.. . . . . e .1 20

Inlvoo.o .0 00 o < P 1 |

Over quota.... . .. . U § At

Taly. ... o o0 o0 L oo L. 14l

Sugar levies are ealeulnted daily in o manner <imilar to that fof
grains, The Six have not extended preferential treatment to any third
countries, This poliey; however, may be reassessed in the light of the
aceession of the United Kingdom which hus had <peciad arrungements
with its Commonwealth suppliers,

(1) PRODUCTION AND DISPOSAL POLICILS

A~ indicated above, n system of production gnotas allocated to each
sugar fuctory or manufactinrer was estnblished in 1968, Initially, the
total of the quotas was well in exeess of levels indicated by previous

production history.
i thovsand metrie tons}

ek et o en v e e b e = % e e e e s e [T - o orbnin A e oo cp—

Sum of [Tuman

hasie Prodnes  con-ump-
(GHotas Loy tion Balunee
Avernge:

1962-63 -1966 67. ... ..... 5, SOT H. 021 376
1O67-68. ... e e 6, 600 5. 820 T80
1968-69 ... . 450 6, 816 5,931 885
1969 70 .- . 6. 480 e B! 6, OBS 1. 369
1070-71... .. _. 6, 480 7. 052 6, 493 H59

171-7200 - ... G, 480 N, 005 . 250 1. 815

- PR - - b

Nori~~ Data inelude Freneh overseas departinents,

As the guota spstem s pre<ently operated in most KC conntries,
the vefiner becomes lable to w tax or assessment ot any production in
Cexeess of his buse quota. In principle the amount of the tax should
equal the cost per ton of export subsidies and other meastres eim-
ployed to dispose of sugar surpluses. (Surphises are presently defined
as uintities in exeess of estimated human consamption or base
quotas, whithever fignre is larger. Simall quantities are also u-ed for
Meed and industrinl usey. In faet, the KC Council has placed a eeiling
on the tax rate wall below the aetual disposal cost. Morcover, 60
pereent of the tax may be passed on to the bevt grower, The refiner
may also ent the nfinimum price to beet growers some 40 pereent for
beets nsed to produce sugar in excess of his hase quota. h‘ n refiner
produces more than 135 pereent of his base (nota, the excess must be
exported witltout benefit of subsidy. Losses on this account, however,
may again be at least partly passed on to beet growers sinee the inini-
it beet price is also climinated, .
Premiums are available for dennturing stgar for use as unimal foed.
(hemical manufactrers who use sugar ns a raw material receive a
<iibsidy to offset the higher costs imposed by the Community sup-
port systim, '
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Export <ubsidies are puid on <ugar and molusses und on the sugar
content of products containing sugar. ‘

Subsidy rates, availuble on request, are published regulurly. How-
ever subsidy rates may ulso be und often are established hy tender
and ave not published. Subsidized sales iy be suthorized even when
the published subsidy rate is zevo. ('This has heen of particulur impor-
tanice in the ease of molasses)

B, Ix tir NiNg
Sugar prices fixed for the new Member States for 1972 73 are as
follows:

A O SR - e 2 b A A bt kg W B o o e iy 74 o

-

Baollars 1 per metrie ton

S B

[Inited
Kingdom [reland Denmark

[ntervention price-:

Refined sugar .. .. . .. 205. 85 228, 65 258,40

Raw beet suegnr_ ... . 16058 194, 34 230. 50
Minimum beet price:

Within quota. ... e 15, 51 17,82 19. 20

Over quota, ... oy 11,29 1.2

ECmsorted from ntis of geconnt at SEONHTE cqals A Lo,

UK. import conmitment~ 1o Commonwealth Sugar Agrecment
countries are to continue nnecbanged to Febraaey 25, 1975, exeept that
the price paid for taw cane snear, el f UKL ports ander the agreement
s 1o he:

lrdinrs per
il ton

Feb, 1, 1973 10 June 30, 1975 . L. .. - ILAS
Julv 1, 197 o JJune 30, 1974 . A I A R
July 1, 1974 1o Febo2n 1075 T A A 1

In order to provide <ome copparability of wid during this period,
any B refiner may receive a snhsidy to buy raw eane sugar from the
Froneh Overseas Departments as follows:

Dllara
pir metric
fon
Feb, 1, 1973 to June 30, 1973 . e e e 10. 10
July 1, 1973 1o June 30, 1974 “ [ O 1
July 1, 1974 10 Feb, 25,1975 . Y 114

New arrangements for less developed Commonwealth countries ure
to he negotiated by 1975,

Price differentials used in trade bhetween the Three and the Six and
< adjustments in KO lovies and <ubsidies on trade by the Thiee with
third countries are ~for sugnr or sugar produets:
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Dollars per metri¢ ton
Refined Raw
United Kingdom. _.____. emmeanen 4.76 5.49
Ireland . ... ... _._. R e 2. 48 2. 12
Denmark_.........._.... emeemnee 0 0
Basic quotas for the Nine are set at:
Metric tuns
Germany .. ... .. eeo. LLTH0, 000
France. . .. e eee 22300, 000
by ... e 1, 2:30. 000
Netherlunds. oo e Dot D)
Beletum, Luxembonre. .0 0 oo oL, L. ao0), 000
United Ringdom.. .. . ..o 0 ... ..., OO0, 1)
Ieelund . ... L ... 130,000
Denmark.... ... . ..., .. 200, 000
Totad .. ... . . L L Tos20,000

2o S pmet on the Uniled Ntatos

While the Upited Stutes does not export sugar, the United States
hus been affected by BC wnear regnintions in several ways. The
emerzence of the KO of Six as an importain sugar exporter has added
to the pressures on other import markeis in yenrs when world sugar
supplies are abundant, The depressing effeet of FEC exports on free
world market prices has been reflected also in the levies imposed
by the EC on the <ngar svrap added 1o canned froit, EC regulations
have led to the sale of ~ubsidized molisses und other products 1o
the United States, and have established import licenses for <ugar
beet pulp, which the United States hus exported 1o the KO for feed.

The aceession of the United Kingdom, Denmark and Treland is
important to the United States espeeindly in terms of the restructuring
of worlidl tende us some of the Comnionwealth suppliers ave displaced
by other EC members in the Brivish market,

. Olive 0il
A Tow the C AP Waorks
N In e Six

11) WIIO ARE THE PRODUCERS?

Olive oil is produced and consumed ahnost exelnsively in Tialy,
Beeanse of its high price it is not strictly competitive with other oils.
The CAP therefore is intended muinly to preserve the market in
Italy. The <upport <x<tem for olive oil was introdneed in 1966,

12) PRICING AND PREFERENCE
A market target price is fixed at o level intended to muke olive oil

available to consumers at “vensouable” ‘thongh higher than world
tharket) prices. This market target price i~ achieved 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 1872;73 these prices are:

Dollars! yer
welrie tun
Producer target price_. . ... . .. ... ... L asd
Market target priee . _ . . L. ... S X
Intervention price . . .. 0 . . cee ..M

Converted from unit< of avcount at XLONTL - UA 1,00,

Preferentinl reductions in the levy we granted to several Mediter-
ranean countries that are important suppliers of olive oil, In the cuse
of Greeee this is done by establishing a <epurate levy based on Greek
prices. For other countries n token reduction in the regular levy is
ceanted, plus o somew hat larger reduetion if the exporting country
raises its price by an equivalent smount,

!

3 PRODUCTION AND DISPosAL
subsidies ure provided to camers of fishand other produets 1o allow
them to nse olive oil at world market prices,
Faport subsidies are wlso available as nesessary,

K. Ix e Nise

Falargement of the Commnuity requited no transitional mensures
for olive oil, The full levy <v<tem was adopted by the new members
ont February 1, 1973,

The new members have delayved, for the tine being, adoption of
preferences for Mediterranean countiies pending renecotintion of ~cime
of the agreements involved.

Z. /m/nnl e the United Ntatex

While the direct impaet of the CAP for olive oil on the United
States is marginal, EC etfforts 1o sepport the olive oil market are
~sometinies raised ws gronnds for taing or otherwise restricting -
ports of other vegetable oils and ol hearing materials.

H. Oilseeds and Oilseed Products
1 How the C A4 Works
A I orag Nix

(1) WHO ARE THE PRODUCERS?
Oilseed produetion in 1972.73 i< reported at- 1.1 million tons. Net
ailseed imports, however, have been on the order of 6 1o 7 million tons,
In 1972 73 rapeseed aecounted for 91 pereent of KC produetion
of nilseeds; most of the renmminder i< sunflower<eed. Seventy pereent
ol the rapeseed production is in France, and another 24 pereent in
Germany. Vietually all of the imports enter the EC duty free ander
GAT'T concessions. In <hort, the CAP for oilseeds did not and cannot
provide the kind of protection afforded to other produets, <ueh as
arains, KC oilsecd regulations took effect in 1967,
(2) PRICING AND PREFFRENCE
Community preference i< established by paying a subsidy to EC
oilseed erushers for the purehase of domestic rapeseed and sunflower-
seed - EC market prices for domestic rapeseed and sunflowerseed huve
been mutintained at levels well above world market prices by govern-
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ment purchasing at intervention prices and hy the payment of the
subsidy mentioned above, which bridges the gap between the higher
domestie price and the world market price at which imported oilseeds
are availuble, The gap is measured by the target price in Genon
minux the e.if. price of imports at Rotterdam and is thevefore exag-
rerated for the main producing avcas where domestie prives are
huwr than at Genoa.
The pricing stracture is illustrated below:

Poars ¥ per metrie ton

. o -

Rupreseed Suntlewerseed

1. Target price (Genony .. A 226, 37 228, 54

2. Intervention price «Genond. .. . 219. 86 222.03

3. Intervention price (Bourgesy . 202, 81 203. 68
4. World price (Rotterdam)  July :

1972, . . 121.2] 152.70

5. Subsidy (1-4y .. .. . 109, 16 75. 84

VCopverted from umits of aeconnt ot SLONTEoquads U Lo

In Ty there is a further <mall puyiment to erushers 1o offset
alleged higher costs there,

Community preference has been effective in terms of encouraging
EC production of oilseeds, as many he seen from the followive data:

I5C' production of oilseeds

Area 1,000 Yiebed 100 Prodyetion

heetares) ke b HO00 tons)
1967 to 1968, . . 306 20 620
1968 tog 1969 . 456 ) 397
1969 to 1070 . ... . 409 18 737
1970 10 197V .. . . 478 18 806
1971 to 1972, 496 21 918
1972 to 1973_. .. 517 22 1, 025

g e o & e s om— .y Sm e 4 he x wswnim ke, s s [ O b e b wm e st e

Since imports of oilseeds and oilenke ave admitted duty free, tarift
preferences are not possible. The EC lins under consideration, however,
a scheme whereby certain prefered suppliers --notably associated
Afriean countries—would be “guaranteed” a speeified price for o
given quantity of their oilseed (peanut) exports to the EC.If world
prices should “fall below the agreed price, the EC would indivectly
miuke up the difference with respeet 1o its imports by financial aid in
some form.

(3) PRODUCTION AND DISPOSAL YOLICIES
Export subsidies are availithle as needed.
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“exports are important: §
to the Three in 1972,
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B. IN Te NiNE '
_ Oilseed producetion in the Three-is minimal, but support is available;
in partienlnr the <ubsidies to erushers ave available for the purchase of
rapeseed and sunflowerseed on the continent.

2o Ampact on the United Stutes

The United States is the major supplier to the EC' of soybeans,
which comprise about two-thirds of BC oilseed imports. U.S, exports
of soybenns and soybean enke to the EC' have grown fouwrfoll from
$204 million in 1962 to $8I8 million in 1972 and necounted for most
of the inevense in U.S, agrieultural exports to the BC over that period,
‘This unnsnal growth reflects the strong KC demand for inexpensive
feeds andd the free aeeess to the EC market afforded by the 1<
GA'T'T commitments,

On the other hand, ~ome Conmnmity interests have remmined
coneerned that free necess of inexpensive oilseeds and oilseed produets
wonthl somehow undermine ather parts of the CAP, espeeinlly nnderent
the market for high cost [C feedgenins, The EC s therefore con-
sidered o number of way < to enetail oilseed imports, notwithstanding
GA'T'T commitments;

1. [mposition of o tx on both domestie and imported produet<. The
tax rate might differ, for example, o< hetween soybean produets and
rapeseed products,

2. Negotintion of an international commodity agreement wherehy all
importing countries would apply varinble levies to enforee a nego-
tinted world price level,

3. Applieation of countervailing dutics on imported produets found
to he, or presumed 1o he, subsidized diveetly or indireedy. (Sueh
duties have in faet been imposed on rapeseed oil from East Europe
und enstor oil from Bruzil when the price of the oil was deemed to
he ahnormally low in relution to the price of the oilseed.)

Anothor proposal sdvaneed by the French in 1975 when world
market prices rose to unusnally high levels was to provide subsidies
for <oy heans similur to those now granted to 15 erushers of mpeseed
and sunflowerseed. Sovheans are now grown only experimentally in
Euvope, but conld be grown commercinlly if subsidized siifliciently.
Some Fretweh estimates are that up 1o 300,000 tdns could be produeced
within three yvears,

I. Cottonseed

1. How the AP Works
EC produetion of cotton  all in Taly- i< ~o stall that cotton was

~not defined s an oagricultureal produet in the Treaty of Rome. In

order to provide some assistance, therefore, it was heeessary (o pro-
vide aitl to cottonseed rathor than cotton. ‘The aid ronsists of a dirert
paxmiont of about $35 an aere.! The aid was initinted in 1971,

2 Ampact on the United States
About 9,000 acres were tdevoted 1o llgulinn cotton production in
1972,78. Totiil cottan praduction-was estimated at 900 niotric tons,
I'he Unitedd States vxym-[s_linh- cottonseed, but cottonseed ol
million to the Nix and another $7 million

1 %0 units of neconut per hiectare for 195233 a1 UA Lo $1anE71,
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"The United States exported $70 million of cotion to the Nine in
1972. The EC is considering a scheme for cotton, like that mentioned
for peanuts, whereby preferred (African) suppliers woiild be éuarhu-
teed a specific price on a certain quantity of exports to the EC,

J. Flax and Hemp

1. Howthe CAP Works

Flax and hemip are minor crops grown for fiber, although support
obviously also benefits flaxseed and hempseed oil. I'lax production in
1972 is estimated at 60,400 metric tons, 80 percent of which is in
France, Smaller amounts are grown elsewlhere in the Community,
primarily in Belgium and the Netherlunds, Belgium is the leadin
pru[oossor. EC homp production in 1972 totalled 5,400 tons, nearly a
i France, *

Support. has been provided since 1970/in the formy of direct payments
equivalent, in 1972/73, to $59 lwr nere of flax and $51 per acre of hemp,
These subsidies were inereased 11 percont for 1973/74.

2. Impact on the United States

The CAP for flax and hemp has had little impact on U.S. exports so
far, particularly in view of the small quantities produced.

U.N. exports to the Six of flaxseed and linseed oil totalled $25.9 mil-
lion and $2.5 million, respectively, in 1972, Another $2.0 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
I, Howthe CAP Works
A I orae Six

(1) WII0 ARE THE PRODUCERS?

Tobaceo s grown in [taly, France, Germany, and Belgium, In 1972
production totalled 142,000 metric tons, 59 percent in Ttaly and 33
percent in France, In these latter countries, production, trade and
‘manufacture of tobacco has beenin the hands of governmert monop-
olics. As a condition to the establishiment of a CAP for tobaceco in 1970
these governments agreed to relinquish their legal control over leaf
tobuceo production aued wholesalo trade by 1976. The CAP for tobaceo
was adopted mainly to meet Italinn interest in Community support
for this product,

(2) PRICING AND PREFERENCE

Over 60 pereent of EC tobaceo consumption is imported, subject to
fixed import duties bound in GA'I'T. Comniunity preference is there-
fore established by subsidies rather than by vm'iuhllc lovy import pro-
tection. The EC fixes u “standard” or *“norm’’ price, which is a pro-
ducer tarzot price, for cach of 20 types or groups of tobaceo 1ypes. An
intervention price is fixed for each of these types at 90 percent of the
standard price. Intervention prices, when first established in 1970, wero
gome 15 pereent above the prices received in 1069 by growers. In-
tervention prices, however, are considerably above the prices of com-
- parable imported tobacco, : . o

Therefore, in order to assure the ptirchase of domestic tobaccos,
a preffifum is paid to EC' buyers of domestic leaf. The buyer’s promium
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ranges from 60 to 80 percent of the intervention price for most types.
Herfes 1t tiot -unly - assutes: thiit :lomestic tolsweeo is edmpetitiva ‘in
price -with' impiorted tobacco, ' but 4t-makes -domestig tobaédo far’
chenper to the'EC Buyer than' it used to be befors the CAP entered
into force: AT ‘ e t P

Phe import duty is divided into two classifications. The rate ig,
15 percent subjeet to a maximum of 70 units of ackount per 100 kg,
(38¢/1b.)! on tobaceo valued at more thmi 280 a. ‘per 100 kg.
(81.68/1h.). "I'his clarsification was originally intended. to' dover oy
cigar wrapper loaf; but. now includes inerensing amounts. of -highly
tocesséd cigarette lonf, Tho rate for the' romaining: clussifiention is
3 pereent subject to a” maximum ‘of 33 wia./100 kg, (18¢/1:)! and n
mifiimum of 28 u.a./100 kg, (15¢/1b.) The majority of U.8. tobuceo
enters at the maximam rato of .33 U.A./100 ke, »

Twenty-one pereent (in 1971 of EC' tobacco imports by vohune,
howevur, ave subject. totto ditties or restrictions bocause they originate
in eountries with whiehi the O has proferential teading areangentotts.
The principal préferential suppliers are Greeve, Qurkey and the
[5(Ys African associutes.

(3) PRODTCIION AND DISPOSAL POLICIES

The abandonment of monopoly controls over production in ¥rance
and Ftaly and the replacement of the itionopolies’ aclitinistratively
guaratiteed market by ligh premiums to buyers led the B to adopt
provicions {o prevent an excossive inerease in sipport costs. The
tobneeo CAP provides that if quantities 1iurchnao<; by intervention
agencies exceed a specified pereentage of produetion, the EC' Connwil
may decide, for the varieties in question, such measures as a cut in
the intervention price or a limit on intervention purchuses, and in an
extreme ense a cut in the buyer's premium. ;

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

Another factor affecting the consumption of tobaceo is the exeise
tax policy applienble (o cigarettes and other manufactured tobacco
products, In Cerinany, which hought 58 pereent of U.S. tobacea
exports to the Sixin 1972, the excise tax has been based on the quantity

~of dgdrettes pradieed, whereas in ‘ather BC -coutitries the tax has
been ‘based on value—n procedtire whieh discourages the use of high
priced raw materinls such as the Uttited States supplies. The E(C! is
now trying to standardize the tax system and has agreed so far that
excise taxes must be al least 25 percent on a value basis.

B. In ™z NiNe

Sinee none of the new EC members produces tobaceo, (' regula-
tions were adopted in full on February 1. 1973, Transitional arrange-
orits exist «ml‘y in respeet of the tarill. In the LK., however, the
printipal charges applied to tobacceo imports are fiseal chmges rather
than customs duties per ¢, The Aceession ‘Treaty reqiires no adjust-
‘ment-in these charges until 1976 or later-—until agreement is renched
on standiirdization of excise tnx systems, The UK. fiseal cluirge
must then be converted to an internal tax. No agreement has-been
attempted, however, even within the Six, on stantlardization of ‘tax
rates, i :

} Converted ot UA 1,00=$1.20035,

- -~ - oo v ,},‘p«‘v';q
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Profererices extended by the UK. to less developed Common-
wenlth suppliers alko remain unchmiged for the monicnt! The EC is
now Prapaving, however, for negotiatiohs with the less developel
cotintries: previously assoehited either with the Six or with the UK,
with a view to combining these proferentinl systems, Proferences by
‘the Three for Meditorranean suppliors ave also to be negotiated.

2. Impact on the United States :

The United States has heen concerned that EC' tobaceo policies
will Iead to- an expansion of BC production amd will induee manun-
fucturers to shift (o cheaper types of tobaeeo and (o <hift to tobageo
from prefervad suppliers, The expansion of KO production is alrengy
evident, ,

Produetion, which had been deelining, is now rising again:

e 44 e e e S T gV v S oy UGG SR DS S R P PO

Aren (1,000 Yield (100 Production

heot:(red) kg hit) 1,000 1ons)
Avernga:

WwoG-60... . ... NS4 tv. 5 135, 1
1007-68__ . oo 77.0 IN. 6 144. 6
0Ne8-60. .. ..., 70,3 17.7 145, 1
1969-70.. . ..._. ... 0.1 19. 0 133, 3
1970-71.. . .. ...... (6. 0 2.5 136, 5
1971-52.. ... ... .. 67. 5 19.8 133.9
197275, ... ... 7.7 19. 5 141. 8
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U.S. exports of tobneeo to the Six huve shown significant grow th -
to $16%.5 million in 1972, compared to $140.0 million in 1967, and
$1056.5 million in 1962. However, the increuse sinee 1967 is 13 pereent.
compared to u 44 percent inerense in U3, tobaceo exporis to the vest
of the world,

U.S. exports of tobuceo to the Three totalled $160.2 million in 1972,
of which $132.6 million weut to the UK, In considering the impacet

ol EC tobaceo policies on ULS. expbrts to the enlyrged Conmunity,
several faetors stand ont: (1) the market in the Three, which is as
large as the market in the Six, will puy buyers premiums for the use
of lower cost tobaeeos: (2) the number of preferential suppliers will
be inereased within a few years by the combining of U.}i. and B
preferentinl systems; and (3) an excise tax system based to some ex-
tent on vidue will be upplied to the new members as woll as the Sis.

L. Fruits and Vegetables
1. How the CAP Works
A IN e Six
(1) WITO ARL THE PRODUCERR?

Obviotsly all EC meinbers have an intérest in the fruit and vege-
table seetor, The specific products in which they have an interest,
however, vary from country to country. The relationship of produc-
“tionto consuinption in ench member state is indieated below. for-the
sector as a whole and for some particular produets:
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Production as percent of consumplion 1970-71

Balglum/
Gier-  Nether Luxem-

EC Ttaly France many lands. .bourg..... . ..

All vegetables...... 99 111 06 47 88 117
Fruit, excluding
citrug.._...... S8 120 101 b4 82 067
Apples_ - g9 113 141 61 90 82
Pears_ ... ... 102 126 103 52 113 04
Peaches. ... 102 135 108 9 0 8
Citrus frait........ 52 125 1 0 0 0

-~

(2) PRICING AND PREFERENCB

Fruits and vegetables have clearly not been %iven the priority for

protection that has been allotted to grains and livestock products,

‘his situation is owing to the fewer number of farmors involved, the
diversity of specinlized interests and other factors, However, while
the first regulations governing fruits and vegetables were adopted
in 1962, major new provisions have been added every few years after
that in order to strengthen the support and ‘proloction afforded.

Import duties apply to ull produets, and for many the rates are
hound in GA'T'I.

Since 1062 the most important products have heen further protected
from import competition by “reference prices,” which in effect serve
as minintam fmport prices, When, after certain adjustinents, the price
of an imported product from a partivilar conntry is {ound 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 heen ul)]‘tlied relatively infre-
guently and never yet against American protluets because the Intter
have been relatively high priced. Sinee this systemwas first implemnotit-
ed, however, it has been made more automatic in its applieation;
referonce prices have been extended to tnore products and have been
raised {0 higher levels. These changes comibined with two devaluations
of the dollar greatly incrense the likelihoatl that American products
will be affected in t‘fw futire,

An interesting feature of this system since 1972 is that compensatory
taxes may be assessed on the basis of prices for domestic prodiets
rather than imports if the latter are sold on wholesale markets other
than those on which prive quotations are normally collected.

In 1067 the EC introduced a support system which funetiohs in
the first instanee through producer organizations, Member States
were to give aid for the estu{)lishment: of producer groups that wotld
- be uble to hold their members produce off the mm&{ct at price levols

not to exceed coflings set by the Member States. In addition, for the
‘most important procduets (a?ipmximatelv the same products for-which
which reference prices are fixed), the EC Council fixes “base prices”
-and “purchase prices” edch year—the former an average of recent
‘market prices, the Intter a considerably lower figure dt which urfder
certnin conditions Member States would begin to buy up proditce
withheld from the market by the productér groups. In effect, the system
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secks Lo provide more even marketing of fraits and vegetables with
governmatt intervention, if necessary, at distress prices, This system,
too, has heon strohgthdned by easing tho contlitions for governmeit
intervention, by inereasing the ntiiiber of produsts covered by
base prices antl purchaso prices, and by inereasing these prices.

Processed fruits and vegotableshave yey to be bronght completely
within the Commiton Agricultural’ Poliey, The common external tarif¥

applies i)n all cases, and is often fairly high (20 percent or more ad
valorem).
In addition, for products piacked with added sugar or syrup, thore is
o variable levy on the enleulated ddded sugar content, This levy is
now changed avery threo months and is relatively low during periods
when world sugar |Iwicos are-high, as at present, On the other fiand, the
method used ih cnleulating the quaiitity of added sugar does not per-
mit the importer to know in advance what the total levy will be.
Hefieo the system tends to be far more restrictive thaw it appears,
Agreomnent was renched only in June 1973 on a Cotmmunitywide
system of protection to replace national quantitative restrictions that
have been npplied to o greater or lesser extent by ench Member State
to processed fruits and vegetables, The commhon system will establish
minimum import prices which will be used to trigger compensatory
taxes for the most sensitive produets including citrus juice, canned
peaches, antl tomatoes aid tomato products, The EC Council has also
adopted atd imiplomented “escitpe clauses’ under which, if the EC has
difficulty marketing n produet, imports may be restricted by licenses,
Licensing has been applied to restrict imports of apples when'domestic
produetion was in surplus and (o restrict imports of tomato eoncen-
trates which were said to eause diffieulty for the marketing of domestic
tomatoes.
Preferontinl tarifls apply to many fruits and vegetables. Duty re-
duetions vary depending -on the produet amd the country of origin, In
tho case of citrus fruit, most of the Community’s imports enter from
Mediterranean countries at proferential rates ranging from 20 to 60
“pereeiit-of the most-favored-nation rates. In June 1973 the EC Coungil
‘voted to reduce the preferentin rate further for Spain and Israel to 40
porcent of the MFN rate. The reduetions have been gratited on the
cohdition that dm'ln% the thmin season of Commnnity marketing (when
reforenco prices n&) ly), the prices are maititained by the exporting
cotfiitrics at specified lovels somewhat above n{)pli‘nnble referetice

nices, This provision was to be simplified in 1iid-1973 by an increase
n beél'ﬂl\(:ﬁ“l)l'ices in propordon to the inerease in the margin of prefer-
atfee, The cffert of this arrangement is to guaraniee a high uiiv profit
to the proferred supplier during seasons when reference prices apply
and to assure a prive proference on the EC' market in other seasons, In
cither ease the arrangement affords a commiercial advantage to the
preferved suppliers,

(3) PRODUCTION AND DISPOSAL POLICIES

EC fruit antl vegetable marketing is intended (o fufietion insofar as
possible through prodireer ézmups. Aid to their formation and opera-
tion is a basic part of the CAP. At present, prodiicer groups acconit
for grtly about 30 percent of EC produetion of fruits aivtd vegetables,
~When surpluses are withdrawn from the market, they may be
donated to charity or<provided to institutional feeding. They mny also
be made available to the processig industry at low cost. As a result,
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EC processed fruits and vegetables are occasionally offered on yorld
markets at \’el‘l)’ low’ prices. In the caso of Italian granges, for, which
marketing thethods are said to boe inadequnte, the EC has au'thorized
the Eﬂymént of special subsidies, hot only for processirig but also for
‘marketing fresh oranges within the EC. = ‘ o

Sitice 1970, cxl;’)ort subsidies have heen made availablo for fre,sh
fruits and vegetables, Export subsidies have been available for certain
srocessed_prodiets sinco 1906 on a national basis at the request, of a
Member State government. Since 1970 processed products have been
dligible for export subsidies on a Community-wide basis,

B, In 1B NIvp L
Th ndopting the CAP for fruits and vegetalbles, the Threo will elimi-
nate inport dittics between thetnselves wiid the Six and will ddtps, the
cohiinon egternal tariff in five annual stéps, generally beginning
January 1, 1974, ' : *
All-other eloinents of the CAP went info foree in the Tliree with no
transition-on Februarvy 1, 1973, o
Quantitative restrictions maintained b{v the Three on fresh fraits and
vegetables-had to be eliminated on (hat date, The Tréaty of Accession
rovided (hat whien these restrietions were removed, if prodticer prices
in the new member were higher than the 'base prices i the EC, the
now membors' catld replace the quantitative restriétions with'a str-
chatge on imports équal-in principle 1o the price diffeterice. The sur-
charge is to be phased out in eqial stuges by 1978, Tt is prescittly
apphied on fresh apples uttd pears at very high inifial levels, furtlier
adjusted in a discriminatory mannuy with ragard to’the eustbms dity.
For example, for the Augus(-Decombtr season when most U.S. (rade
enters, 1973 UK. charges on fresh pears are:

{Tn percent]

Ad valorem equivalent

< =On-Unlted "On Italian

States poars pears

Custom duty. ... 2.5 2.5
Surcharge. ... ... ... . 23.0 .- 2.0
Adjustment ... ... ... . 10.5 =25
Total . .o 36.0 23,0

2. Impuact on the United States 4
U.S. exports of fritits and vegetables fluctuate to some extorit' with
available supplies. In geeral exports have increased:
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Average U.S. exporis to the I£C
{Tn millions of dollars).

1001-03  1084-66  1067-60 - 1970-72

-

FFresh froits. cme e e . 19. 8 22.4 22,0 21.2
OB e e 18,5 19.8 20,7 20, 3
Dried fraits. ;ne ... 8.1 9.2 8.2 110
I'ruit joices oo ooo .. 0.4 4.3 86 %1. 7
Cunned froit.......... 25. 8 30. 8 18,7 2.2
Othep frdt. o ooaeo o 1.3 Lb 1.1 1.0
Vegetables..oocooaee.. . 2501 24.4 16, 2 23, 4
NUSceancmcncacanns - 2.4 3.3 5.5 27.0
Total ._........ . 88,9 95. 9 80, 2 117. 6

‘T'he five main problems raised for United States exports by EC
policies on fruits and vegetables are: o

(1) Reforence prices apply to fresh fruits, invluding among others
orangos, lemons, apples, pears, grapes. U.S. prices have heen above
referenco pricos so far, but referonce prices are rising and U.S: prices
Trave dropped with dollir devaluation so that the possibility that U.S.
produets will be affteted is greatly iricrensed. : :

-(2) Rocently enacted ininimim import prices on certain processed
fraits and vegetablos may lead to taxes or restrictions on U.8, pro-
duets, Implementing regalations have not yet heen adopted.

(3) Bxport subsidies have resulted in tmusual offers of EC .apples at
low prices in Latin America and Scatidinavia, Subsidios on protessed
tomato prodticts have inereased competition for U8, products in
Canada, our prineipnl export market, Coticern has been expressed by |
U.S. exporters at the high level of FC export subsidics on almonds.

(4) Proferential intporet-dutics ot ormmges have contribited to a 50-
percent drop i U.S, sales to the EC of Six from. 1960 to 1972. U.S,
sdles to the rest of the world increased over thig petiod,

35) Levies on the sugar added to eanhed friit-have inade it impos-
sible for traders to determing in advance the atonnt of import charges

©

to be itfrosed on-canned fruit sales to the EC,

M. Hops. o -
Righty five percent of Comithunity pratluction 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 w.u. per hectare
$110 per acre). If surpluses arises, tlie regulations provide that the
5C could limit this u&'d to o sré‘ciﬁdﬂ ‘area. Quality standards atid
certification are also required for both domestic anddtported prodirets.
Hops production ih- 1972 was estimated al 34,000 tons for the Six,
of wliich 30,300 tons was §mwn in Germany. Another 10,200 tohs
was produced in the UK. in 1972. U.S. exports of hops to the Six
affiotinted to $4.6 million i 1972, and $2.2 millfon-to the Thide. The
Uniited States also imports hops from the EC: $9.2 niillion in 1672,
of wlidch $8.6 million camte from Gétmany. ° ‘ :

P g g ammnn g Ay
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N. Seeds, Bulbs, Plants, Flowers

Protection for domestic seed producers is provided primarily through
the registration and quality certification op desired varieties. In prin-
ciple, no seeds ean be merketed in the EC without prior growth trials
and acceptance on EC varietal lists, Import duties are zero or low.

lm‘)orts of seed corn may be subject to a compensatory tax if
priced below n reference ptice. Third countries that guarantee to
respect this price may be exempted {rom the tax.
IFor certnin grass seeds and flaxseed the EC provides a direet
- ]Gn_ymonp to producers. The payment is large: from 6 to 82 percent of
CTTTUSS. prices as of July 1972 when the first subsidies took effect.
U.S. exports of field and gorden seeds-in 1972 totalled $15.4 million
to the Six and $3.3 million to the Three.
The Netherlands, Italy and Franee are major exporters of cut
== ~flowoers, The Duteh are the largest prodicers and exporters of flower
blubs., Quality standards apply, as well as minimum export prices
for {lower bulbs,
Flower bulbs are an important EC export to the United States.
U.S. imports in 1972 of flower bulbs totalled $17.9 million ferm the
Six and minor amounts from the U.K.

0. Wine

I'runce and Ttaly are the major producers, accounting for 48 percenit
and 45 percent, respectively, of the production of the Six in 1970/71,
Important production areas, however, are also foundin Germany and
Luxembourg. France in particular is a major importer as well as
exporter of wine. Imports are mainly less expensive wines importetl
in large containers. Kxports are more largely bottled quality wines,

Wine production has always been highly protected in the EC, and
it was therefore difficult to divise a common policy that would facilitate
intra-Community trade. Regulations requiring the collection of
statisties date from 1962, Production and marketing regulations were
‘initiated in 1970,

"T'o facilitate removal of intra-EC trade barriers the Community was
divided into five regions. Diflerent production standards 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 [all below a specified level.

Protection against imports from third countries is provided by a
host of measures, including certification as to i)rmlnction methods,
reference prices and compensatory taxes, and the common external
tariff. In practice, the compensatory taxes have an effeet comparable
to varinble levies, Certain cotintries, however, are exempt for particular
tvpes of wine for which these countries have agreed to respeet the
reference price. In addition, imports from a number of countries
receive a preferential duty rate.

The new members of the EC do not produce wine.

Wine is a major export of the I16C to t})o United States. U.S. imports
of wine from the EC* totalled $148 million in 1972, up from $44 million
in 1562, EC restrictions (ineluding national restrietions before 1970)
have largely exeluded LS. wines from the EC market.

P. Silk

On hehalf of Ltalian sitk production, the EC instituted a subsidy in
1972: $32.57 per box of silkworm egys.
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Q. Fish

Fishinig and fish marketing {all under the prrview of the Common
Agricultural Poliey. |

One basie area of reenlation concerns eqgual aveess of Membar States
to each other's fisling grounds exespt for cortain areas reserved for
constal fishine, The EC Conneil may also regulate fishing seasons and
the type of equipment used. Provision is magde for finaneial assistanee
to fleet modernization, researeh and development, ete.

The secomtl basie aren of rezulation coneerns marketing and market
support. Aid may be provided (o prodicsr maups tnet -undertake
market support or stabilization by withholding fish from the market.

Governmoent market support is limited to the principal varieties of
fresh, chilled and frozen fish. Government support is based on the

establishment each yvear of an orientation price (which may have
seasonal varintions) at the wholesule level, or for funa an average
producer price. Government support may then take various forms—
reimbursement of producer groups for withdrawal of certain fresh fish
fiom the market, purchase of sardines and anchovies, aid to private
stornge of cortain frozen varieties, and deficiency payments for tuna,

Protection against imports is provided by the contmon external
tarifl and for certain varieties by refereniee prices. Imports whose prices
are caleulated to be below their reference price may be suspenided,
litmiteil, or subject to a conmpensatory tax. In a few instances, the K¢
has  authorizéd Member States to retain national  quantitative
restrietions.

Export subsidies are available, |

U.S. exports of fresh and processed fish in 1972 totalled $23 million
to the Six and $28 million to the Three, The most importaiit varieties
were salifion and shrinip.

R. Other Agricultural Products

1. Subject to the CAP

Tn 1968 the EC Counieil agreed that most of the remaining products
‘defined in the Rome Treaty as agricultural require no particular
support or protection beyond that afforded by the common external
tarill. Accordingly, n regulation was drawn up which provided tliat
heneeforth these products would he subjeet o common poliey (no
national restrictions or snl ports coiilid apply) and only the conmon
external tarifil would apply. The EC now proposes to amend this
policy by providing export subsidies for breeding animals. Some other
commstlities subject to this regulation but not eligible for export
subsidies are: dry peas, beans and lentils, dates, tropieal nuts, cocon,
coffee, tea, spices, inedible tallow, meatmeal, and feeds and fegding

materials not containing grains or milk.

2. Not Yet Subject to the CAP

A few agricultural produets still vemain subjeet to national regula-
tion. Generally they are considered <ensitive enough by one or two
member states that the EC could not provide for free trade with
tarift protection only. Yot the EC nrembers as a whole have so fur
been unwilling to provide for Community-wide support or protection.
Howaever, murket regulations are being planned }m- several of these
produvets,
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The most important agricultural products not yet covered by the
CAP are sheep, mutton and lanth, horsemeat, potatoes, dehydrated
alfalfa, chicory, honey, bananas, and alenhol. Of these products, the
EC Council has agreed to establish a regulation for aleohol by Au-
gust 1, 1973,

S. Non-agricultural Products

The EC has also provided that a wide range of processed foods
and industrial ‘products, such as starches and chenifeals, are also
suljject to variable import levies and export subsidies corresponding
to the lovies and subsidies that would apply to the agricultural
ingredients. That is, to offset the higher cost of EC supported grains,
milk, sugar, and cggs, EC manufacturers of many products (e.g,
eandy and chocolate, biseuits, noodles, cake mixes, cereal or milk
based baby food, breakfast food, other processed foods, starches
and glazinuzs) are protected not only by a fixed tariff but also by a
variable levy on the geain, milk or sugar contained in these produets.
The manufacturer may also obtain an export subxidy on the grain,
milk, sugar or czgs contained in the nmmn}ncmrod product.

III. Exchange Rate Changes and the CAP

Just ag the elimination of trade barriers between the Member States
requires agreement on the price support levels to be applied in each
Moember State, so the maintenance of these priee relationships re-
quires stable exchange rates. Otherwise, intra-Community customs
charges must be reintroduced. ‘

For example, in 1969 France devalued the frane 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 subsidy to o third country and reimported
into another NMember 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 an 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 Ilm' {wo vears ])Oﬂll in trade with
other Member States and in trade with third countries, Support lovels
were raised in stages over this period to restore tho relationships
required by common pricing.

]ln 1969, 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 States and third countries
who could sell it to Germany after revaluation for the equivalent of
01.50 marks (levy paid, in the ease of third countries). Germany,
however, in contrast with France, agréed to reduce support prices
almost immediately to the “common’ level. Germany was authorized
to compensate farmers for the lower prices by means of special pay-
ments for struetural and social assistance for four years.

In May 1971 Germany and the Netherlands found it necessary to
allow their currencies to float (upward in value). This time, since
international monetary uncertainties seemed likely to continue for a
while, it was not considered possible to adjust support prices. Con-

s
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seqtiently Germany and the Netherlands instituted a system of
impott 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 States dollar. Hence the amotint of monetary surcharge
or subsidy needed to offset the floating of the mark or the Dutch
auilder in relation to the unit of account was caleulated weekly from
the percentage change in these currencies in relation to the dollar,

In the Smithsonian Agreement of December 1971 new exchange
rates were fixed for the dollar; however it was not until May 1972
that the parity between tho dollar and the unit of account was changed
to $1.0857 = UA 1.00. As a consequence, varinble levies, calculated
in units of account, were antomatically increased on produets priced
in dollars and the monetary surcharge cut. For example, a shipment
valued at $100 befora devaluation might pay a levy of $80 and a
surcharee in Germany of $13.57. Aflter (lovnllmnion the same =hipment
would pay a levy of $88.57 and a surcharge of $5.

sinee with floating exchange rates no two Member State currencies
necessarily float up or down by the samne percentage, different sur-
charges and subsidies may be necessary between each Member State
and euch other Member State and third countries for the same product,
At one point, in February 1973 following the second dollar devaluation,
the EC Clommission was ealealating 56 different surcharees for each
product. This system broke down hecause the Commission found itself
unable to publish the changes on a timely basis. T'wo revisions were
made by June 1973 to reduce the number of caleulutions neeessary and
to transfer the responsibility for calculation to the Member States us
far as possible.

Nevertheless the svstem 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 iereases agreed
for the milk sector and Italy ngreed to raise prices by 1 pereent.

On June 29, 1973, Germany announced a 5.5 percent revaluation of
the mark, so that vet 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 agreo-
ment on monetary union, in which there is either n single currency
or all currencies nre interchangeable at fixed rates. Monetary union,
however, implies that no 1XC member can devalue or revalue to fight
a_dopreszion 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 cnm\ges in the dollar——
it of account relationship imply an automatic inerease in variable
levies to offset any benefits the United States might expeet to gain
from devaluation. FFor example, on March 1, 1973, o German importer
of U.S. corn would have paid alevy per ton of DM 139.81, adjusted
for monetary changes to DN 143.04, At 1970 exchange rates, the

- German importer would have paid a lower levy, with no adjustinents,

of DM 89.63, Monetary adjusunents correspond to a 61-percent
increase in levies in this case.
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IV. Consumer Protection

Consumer  proteetion  legislation remains on a national  basis,
although the Conmnunity is making an effort to standardize national
lnws in n wide variety of areus,
In the field of animal health the Community has so far adopted
directives to standardize national laws governing intra-Community
trade anel trade with tird countries in eattle, pies and meat from these
animals, and pouttey and poultey meat. The directives coneern health
<tandards for trade in live animals, slaughter and meat cutting, and
inspection of animals and menat.
In the field of plant health there i< littde Community legislation to
date except for u directive speeifying residue levels in the use of
diphenyl us o preservative on eitrus fruit. The Commission has heen
working for many vears, however, to reach agreement on the use of
pesticides und other agricultural chemiceals.
I the field of food health the Community has agreed on recognized
lists of food colors, preservatives and untioxidants. Directives are
under study coneerning emulsifiers, stabilizers, and many other chemi-
cal additives. In addition. there are a great many proposals to set
Comnunity standards for the manufacture and packaging of specitic
products such as chocolate und confectionery, fruit. juices, soups,
ams and jellies, butter, margarine, bread. noodles and macaroni,
{mm\\'. and beer,

The Community has also adopted divectives regulating ar restriet-
itig the use of ndditives in animal feeds,

V. Reform of the CAP

In designing the CAP the Member States had in mind the primary
need to v‘iminuu- trade barriers inside the Community. Conseqiently,
the CAP nims above all to regulnte prices, However, it beeame ap-
purent within a few years that a price poliey alone could not ut the
~tme time promote efficieney and maintain the income of very small
farizs, or inerense prices of furm produets at a paee with rising costs
without adding to inflation and sarplise~,

In December 1968, the Commission published a memorandifin to the
Couneil recommending lnrge and expensive programs to reform the
stractare of fariing g the KC-The memorandinn-~known as the
“Mansholt Plan” after Siceo Mansholt, EC Commission Viee Presi-
dent and from 1958 th 1972 Commissioner with responsibility for
agriculiire  ealled for the expenditure of some $2.5 billion per year
over 10 years in programs to withdraw from produetion about & mil-
lion heetares coquivalent to onesthird of the farm land in Germany),
reduce the number of farmers by half, and re<trueture the remaining
furins into larger and more eflicient it~ After aninitinl period of
debate the objectives of the memorandum were generally aceopted,
but the reecommendations were not adopted because the Member
Sttes wore not in ngreenent over the cost, how the authority and
benefits <hould be disteibuted, whether the specifie proposals would
meet the objertives and, finally, whether the improvement in pro-
duetivity contemplated would in fuet permit a redaetion in surpluses
and support costs,
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In May 1971, the EC' Couneil agreed on guidelines for a rivore Himited
structural poliey. Speeifie direetives to implement those guitlelines
were finally adopted in April 1972,

The lirst of these directives eonrerns seleetive aid to full-time far-
mers who present a plan for the modernization of their farin over a
period of six vears and who ean demonstrate that they have the pro-
fessional ability. including the keeping of adequate accounts. to
wehiove it In fact relatively few farmers meet the standards of oligi-
bility. ‘

Another divertive ealls for grants to furniers hetween 55 and 65 yvears
of age who agree to stop farming. The geant is limited to $724 per
venr ! for single furmers and $1.086 per vear' for marvied farmers to
uge 65 only, In theory, furmers over 6 years are to be covered by na-
tionml insuranee progeams. In addition Member States ave authorvized
to pay a grant for the farm land released.

Member Statex have the option further to limit the aid provided
under these first two direetives to certnin regions most innewd.

A third direetive provides Tunds for voeational advisers and teehni-
cal training, including aid in the keeping of necounts, In prineiple some
further assistanee in retraining <hankd be availuble from the European
Social Fand.

Sl to be worked ot aee proposed progrums for regional develop-
ment aimed at subsidizing the development of industey in low income
urens, and nid to hill furming.

In fhe meantine, other <tidies have appeared in Furope. « hich
parallel or even go bevond the recommendations in the Mansholt Pian.

In Augnst 1969, the Froneh Government priblished the report of
the Vedel Commission, which had heen appointed in 1967 to study the
problems facing Frenel agrienltnes, The Conunission’s recomnni-
da lons not accepted by the Freneh government  were that by 1085
the mumber of Freneh furms <shondd be veduead by 76 percont amd the
Freneh ngrienltneal area ent by more than one-third. Grants shouhd
he given to modemize the furm <tmietre ad for soeial assistanee
ineluding pensions and vetenining. Moreover, prices bl be reduced,
i particular for grains and <ugar,

Fn May 19720 the EC Commission veloased w report on the com-
petitive ability of the European Community. The report was prepared
in (971 ut the request of the 15C Commission hy o group of experts
hended by Pierre Uri of the Atlantie fnstitite. Mhe Ui Keport's™
recotmmendations - not accepted by the Ewropean Comumission -
were to reduee prices of prodaets in <arplus atd compensate furmers
by direct income subsidies graduated by size of furm, The eost of
stieh a poliey was estimate E at Tess than 84 billion per year.

The KC Commission has itsell suegested certain revisions in ¢
price policies; pneticutarly in connection with 1970 71 price proposals
e miintaining the level of protection against third countries bt
miking modest euts (1 to 2 pereents in intervention prices for grains,
ullowing intervention only in the last four months of the marketing
year, raplucing the present intervention price steaeture for grains, by a
single price based on export port<. These ideas were wited mainly at
shilting the burden of surplis disposal 1o the export market.

——————

» Converted fiom units of accont af $1,20380 - VA Lo,
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Finally, when the Commission was preparing price proposals for
1072/73 and 1973/74, Altiero Spinelli, one of the Ttalian Commissioners
suggested that support prices be raised only for livestork products and
that direct payments of about $8 per aere be granted to farmers for
about the first 50 acres planted to grains.

Certain other limited proposals put forward by the Commission in
recent vears have been adopted-—especially in the milk sector: premi-
ums for the slanghter of duiry cattle or non-delivery of milk to the
dairy, premiumsfor converting dairy heards to beef herds, an inerease
in the <upport price for nonfat dry milk relative to that for butter.

V1. Financing

The cost of agricultural support is met through the European Aeri-
eultural Guidanee and Guarantee Fuud, established in 1962, The
expenditures of the Fund aceotnt for the lion’s share =76 percent in
1973 -of the total Community budeet. The Fund was budgeted to
spend an estimated $3.7 billion® in 1973 out of total budgeted Com-
munity expenditures of $4.9 billion.!

The mo<t essential feature of the Fand is that there is no limit on
expenditnres, The annual budget figure is no more than a guess as 1o
what may be required in the light of e<timates of Community sur-
pluses and trend< in world prices. When, for example, the B seizes
the opportunity to sell laree <tocks of butter on world markets, there
is 0 corresponding unanticipated drain on Community resourees. On
the other hand, if there is an unexpeeted rise in world prices, there is a
corresponding unexpeeted drop hoth in receipts from variable import
levies und in expenszes for export subsidices,

Variuble levies wecounted for only 16 pereent of estimated total
Community revenues for 1973, The breakdown of estimated Com-
munity revennes for 1973 was a< follows:

Community revenues: Mdton of
From the Six: dollars )
Levies on agricultaeal import ... 0 . _o. ... 829

Taxes on over-quotu sugar... .. .. .. o L L 179

Custom duties_ . TR POF Y23

From the Three. . ... e . 1 )
Conl and steel levies . ... 0 . ... .. ) 22
Emplovee conteibution - .o e e 21
Diveet contributions of member <twtes . L. oL . 1,087
Mizeellancons. ... e e e i 1
Total, ... . L .o .. b

PConverted from umits of aeeount at SE206380 U8 L00,

From Julv 1962 through 1970, expenditires by Community institn-
tions were covered by contributions from the Member Stufes according
to different formulus, The Fund wa~ financed separately, in purt by
levy receipt=, A transition began in 1971 with the development of an
independent revenue system for the Connnunity, under which the

Fand is no longer finunced separately. Community revenies consist of |

PALSLLO, UA Lo,

'
)
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The Guidanee Seetion has also been used for special exponditures

siuch as livestock eensnses, disease control, aid to the formation of
rodueer groups, and “compensation” to one or another Member State

or deluys in extending the CAP to a produet of interest to that
cotmtry,

The level of expenditures of the Guidanee Seetion, in contrast with
with the Guarantee Seetion, has been Jimited, The present eciling is
285 million nnits of acconnts ($344 million '), However, from 1969 to
1972 the EC held part of these funds in reserve with a view to using
them to finanee Cominuity programs for struetural reform. ‘f'he Intter
were not deswn up antl April 1972 (see Part V). At the end of 1972,
the reserve totalled 438 mihinn units of account ($528 million 1,

EC Member States also eontiniie to spend large sums on a national
basis on behall of agrieulture, ulthongh they are prohibited from engag-
ing in price support and other commadity oriented programs that have
n diveet impaet on competition. Spending by nntional governments is
on the order of $5 billion annnally, and covers eapital investiments such
as irrigation, rouds, electrification, and water supply, and covers other
areas such ns pensions and insuranee, information and extension serv-
ices, tesearch, inspection, statistieal and cconomie ervices, forest
management, ete.

YII. Evaluation

Any common ngrienltaral policy must meet at least two objectives:
it must make possible the eliminntion of barviers to trude in agricul-
tural product< between the Member States and it muost be able to
assire farmers of an adeguate income. The Rome Treaty adds several
other objectives for the CAP: to ensure the rational development of
agrrieniture and optimun nse of resonrees tespecially lnbor, to stabilize
mnrkets, to cuarantee pegular supplies, and 10 assure rensonable
prices to consumer~, The Rome Treaty does not consider the relation-
ship between these objectives mud the shiretive of harmonions develop-
ment of world teade voferred 1o in the seetion of the Treaty on
comtiereinl poliey. ‘

aeh of the foregoing CAT objectives raises cettain problems, how-
ever, either for the KC jself or for thied conntiies, or both, ‘These
problems are disenssed below.

Eliminution of dutic< und restrictions on tinde between the Member
States is by dedinition essentinl to the economic integration of these
conntries, The issue is the extent 1o which competition must be regu-
tnted in this process. On the one hand, it is economically disraptive for
one Member State to provide relatively more assistanee to its farniers
than another Member State, On the other hand, it is diflicult 10 em
stipport without reducing income. Thus the objective temds to hecome
the establishiment of u common level of assistanee at the highest level

Cpreviously existing inany one NMember State,

Under the Common Agriealumal Poliey, regnlation of the price
level was adopted ns almost the oaly form of assistunce, Hence agri-
eultural support prices tended to be tixed at the highest levels pre-
viously prevailing. (Diveet payments are used only for products for
which ¢ output s relatively smalf: oilseeds, duram, ete)) One
importnit consequenee is that the avefage level of protection against
ngricnltornl mports also tends< 10 be ﬁiglwr than that previously

8R035 U N 100, s -
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all levies received by the Member States (less a small percentage to
cover the cost of administration) and a share of the eustoms duties
received by the Member States, which will rise to 100 pereent in 1975,
Until 1975, if levies and customs duties received by the Community
are not sufficient to meet expenditures, the Community will assess
additional funds from Member States aceovding to a highly complex
burden-sharing formula, The formula takes account, among other
things, of the size of the country and the extent to which customs
receipts refleet imports from trans<shipment to other Member States.
Beginning in 1975 this assessment, if required, will be met by allocat-
ing to the Community up to 1 pereent of the value-added tax collected
in the Member States.

Expenditures for agriculiure are handled by the Fund under two
seetions: the Guarantee Seetion and the Guidanee Seetion

The Guarantee Seetion paxs for export subsidics and price support
operations sueh as market intervention, denaturing premuims, buyers
premiums for tobaeco, nid to oilseed ernshers, processing, storagze and
disposal operations, ete. Expenszes under the Guarantee Seetion in
1971 are reported as follows: :

[Tn millions of dollags}?

- - me . e [ PR - . e S N S

xpont

~ulwidies Other Total
Grains... .. ... G310 204 514
Rice.... ... .. . e e a3 | o
Dairy produets. . ... R 209 613
Oilsceds, olive oil. .. .. . .. . 2 121 12:
Swear ... ... .. ... H9 51 120
Beof, veal ... ... . .. . 19 2 2]
Pork ... - ) .. o 3 51
Poultey, eges . . 1 o 13
Froit, vegetables _ N 51 50
Wine. . ... ... o ) ] 31
Tobacen o A . S0 80
Fish_.. ... . ) 4 )

Flax, hemp. .. .. .. .. . . . ]
Processid foods. . .. 200 . L. )
Towl... .. ... . .. N0 N6 1, 706

P Converted from units of aeconpt 2t S1LONT] U Lon,
2 Lot than X500,000.

The Guidanee Section pays for as<istance to improvements to the
straeture of production. stotage and marketing, Such assistanee has
been given in the form of grants to projects drawn up by the Member
States and finaneed in part by the beneficiary, in part by the national
government. and 25 pereent exeeptionadly 45 pereent) by the Guid-
anee Section of the Fund. Tn futare veurs priovty will be given in the
Guidanee Seetion to finaneing the <truetural reform measures de-
sevibed in Pavt Voabove,
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Pinally, according to the Rome Treaty, the CAP should provide
for reasonable prices to consumers. In the past the EC has tended to
define reasonableness in relation to income. For example, from 1960
to 1970 the proportion of private domestic consumption in the EC
spent on food, bevernges and tobacto—notwithstanding high and
rising farm support prices—declined from 41 percent in 1960 to 34
percent in 1970. -

At the same 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 hillion per year.
('Phe figure would, of course, be lower in 1973 in view of the unusual”
world market conditions.) In 1973 inflation became a major factor in
many countries and appears to have led the KC to take more account
than usual of consumer interests when support prices were fixed for
1973/74. On the other hand, except for minor erops, the EC has not
seriously considered the use of direct payients as an alternative to
high prices. Reasons often advanced by the EC are the administrative
diﬁ\cul(y of establishing direct payments for a largé number of small

farmers, and the political (Iiﬂi(‘ufty of sliifting the cost from an indirect
burden on consumers to a direet budgetary expenditure.

Finally the CAP nny be assessed in terms of the principles of
common pricing, Community preference, and-common financing. Com-
mon pricing. in faet, has Im»k«mdm\:nhuudor...thc»hupuchuoimtm.w' '
national monetary conditions that have forced changes in exchange
rites and henee the intra-FC price relationships. How common pricing
is implemented in the future in relation to assistance to farmers out-
side of direet price support will largely determine whether EC farm
income ohjectives will l)o 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 Jevel are often
tied closely to the internal price system in spite of the problems this
procedure raises hoth for the K€ and for third countries. U.S. spokes-
men have consistently maintained that to meet the hasic 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. Conumon financing

“has been viewed by the EC mainly in terms of funding joint expenses,
whatever they may turn ont to be. The benefits consequently tend to
be distributed largely to these countries which are t*m largest pro-
ducers. rather than, <ay, to the countries whose furmers are poorest or
most numerons. Much of the debate over veform of the CAP in fact
refleets this situation, und any substantinl chunge in the CAP involves
a thorough assessment not only of the costs, but of the distribution of
benefits,

As far as UL, export< are concerned, the impact of the CAP ean
be ~een in part from the following data:
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existing. "Thus the fixing of cotimon prices for the azridtiltural pro lucts
tends to-overcompoisate for unequa pvior support levels an 1 ten s to
make the cost structiire more rigid. The latter result is particalarly
irftportant in relation to the objective of mahitaifiing an: raising farm
ificome. As an econommy grows, and income-in gofieral rises, iitore of the
itierense is usually spent on nonagricultural products. The deman | for
resources to produce notgrictleiral products helps push up the prices
of farm ifiptits us well, and farm costs usually rise fastor than farm
prices,

If farm income is riot to decline, the cost-price squeeie must be
offset by higher productivity. However, unless resources (land,
farmers) are then removetl from agriculture, farm output will rise with
higher prodactivity and will tend to depress prices. 1f, in addition,
prices are maintained or increased by government regulation, produc-
tion will rapidly outpace consumption. surpluses will appear, and
support costs will mount. These eriticisms in fact underlie Iﬁe recom-
mendations in the Mansholt Plan and other studies mentioned in
Part V, The EC, however, has been rather slow to respond to these

“recommendations, particularly those enlling for lower prices and lower
- protection,

High prices for furm produrts also tend to raise prices for farm
land and capital so that cost reduction is prevented. ryinﬁ to mdin-
defenting

and to lead to demands for farther price increnses, in particular from
small farms who cannot easily find financing for capital improve-

‘ments and who must: otherwise dig into existing cupital in ovder to

live. Similurly, farmers are discournged from livestork production
beeduse of the relatively greater investment regnired. o

A’ further objective of the (‘AP stipulated in the Rome Treaty is
the rational development of agriculture and optimum use of kibor and
other resources, The EC' has considered this objective, for example,
in trying o raise prices relatively more for livestock prodaets than
for grains, sinee demand for the forner appears the stronger. Little
thought has been given to reducing grain prices and other costs for e
benefit of livestork producers and other consumers, However, as
deseribed wbove, if per capita income in the agricultural sector is to
be maititained, productivity must be raisedd in 8 manner that permits
resonrces to flow ot of agriculture and that permits the straeture
of the remaining agricultural produetion to chunge markedly.

This problem eannot be resolved by minor price adjustments, nor
even by action solely within the agrienltural ~eetor. Jobs must ‘be
avuiluble outdide agriculture for furmers 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 sipplement to farm income rather than
requiving farmers to abandon entirely their homes and livelihood, The
E(J"i;“‘i‘\'fﬁll aWHFE a6l s agporr ol -the problemy:buthms only-began-to
eonsider ways to deal with it on a common “Community”" basis.

T'wo other objectives specified in the Rome ‘Treaty are murket
stability and the guarantec of regular supplies, Both of these objectives
riise questions of interpretation. In the extreme, market stability ean
mean total insulation of the market from the effeets of changes in
supply and demand, while a guarantee of regular supplies could be
interpreted us u poliey of self-suflicieney, "To the extent that the CAP
i3 developed to this extreme the interests of thitd cotmtries are
clearly exeluded.
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Commercial U.S. Agricultural Exports
{Dollar amounts in millions)

Increase

1962 1972 (percent)

Mo the sixe o oo $1,125 $2, 108 87
Toothers_ ... ... _. 2,430 6, 230 156

If food aid exports are added. the picture is obséured somewhat,
espeeially for wheat. Nevertheless, the following table also shows
that for most categorics of exports U, trade increased faster with
the rest of the world than with the EC. The major exception is oilseeds
and oileake, for which the EC market expanded more rapidly in large
part beéause of the liigh cost of grains under the variable levy system.
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. {Dollar amounts in millions]
: Total U.S, agricultural exports
To the 6 To others
Increase Increase
1962 1972 (pereent) 1962 1972 (percent)

$94. 8 47 $1, 069. 6 $1, 360. 8 27
394. 1 24 470.5 1,128, 0 140
16.9 B £ 138. 5 371.2 168
10. 6 —79 25.5 37.6 47

Wheat and lour. . o : $64. :
Feedgrains - . L 317,
Rice : . 14.
Poultry. . . S L 50.

Oilseeds, oileake. . 220 915. 5 316 410.8 1,176.6 186
Tobacco .. L 105, 168. ! 60 267.9 503.5 88

Fruits, \'(‘golal)h-;-, . e 94.
Cotton . .- . ... . .. ... 106.
Other__________. e eeas 178.

Total . .__._.. . . L 1. 150. 7 2.108. 5 S: 3.880.7 7,295.1 88

61, —42 412.9 441. 8 5

5
133. 9 12 354.7 644. 5 82
0
313.2 76 721.3 1,631. 1 126
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The eéfféet of variable levies can be judged from the fullowitig com-

pavison:
{Dollar amouiits in millions]

U.S, Agricultural exports to the EC-0

Incrense

1062 1072 (pereent)

Variable levy items_ ... _. Caeeaa $480 $539 12
Notilevyitems. .. ... ___.. 671 1, 570 124
Total ... ... 1,151 2,109 83

Irom the viewpoint of third countries like the United States, the
-offeet of the CAP s to squdbze out imports as domestic production
rises, anid to disrupt markets in third countries by subsidizing exports,
U.S. exports to the EC (Six) subject to variable levies avernged
$478 ‘million duting the last 3 years (1970-72)—down 20 percent
from 1965-67, the last 3 vears before com]lﬂ(*‘t freedom of intra-EC
trade for most variable levy products, Total UJS. agricultural exports
to the EC averaged $1.8 billion during 1970-/2, "F 22 percent over
1965-67 tnd 61 percent higher than in 1960-$2 (before the CAP was
established). Nearly all of this inerease in U.b. agricultural exports to
“the EC ciin be accotnted for by oilseeds fespecinlly sovbeans) and
oileiike which rose from $176 million in Y960-62 to $788 ‘million in
1970-72, These products are not subject£o a variable levy and efiter
the EC duty free. ,

U.S. agricultural exports to the three new EC merfibers in 1970-72
averaged $666 tifllion, of which $179 million corresponds to grains
and other products now untler the variiible levy system. The direct
impact of EC ehlargoient on-U.S, agricultural exports can be fore-
_seeh fairly clearly in that the adoption of higher prices and protection
by the fiew maétibers is cettain to lead to the same probleins already
expericticed with the present members. It is expected, for example,
that the efilarged Coniiritinity will no'longer be anetimporter of grains
within 10 years,
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