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1974 Report

on_the agricultural situatioa

Preliminary remarks

This report is presented in comjunction with the price proposals for the
1975/76 marketing year. It constitutes the annual report referred to

in the "Declaration on the system for fixing Community farm prices™
contained in the Decuments comrcerning the Accession te the European

Communities.

The report consists of three partse Part I entitled “Synthesis™ gives
a general survey of the agricultural situatien based on macro-economic
data and on the studies set out in Part Il of this report.

Part 1I, entitied "Analysis™, contaims detailed studies on %rade in
agricul tural products, on agricultural markets, structures, agricultural
incomes and the fimancial aspects of the commen agricultural policy

and of national agricultural pelicies.

Lastly, Part III (ANNEX) cemprises all the tables, with-figures, em waich

Parts I and Il are based.

This report contaims all the information which the Commission is required
to submit in accordance with Article 2 of the Council Decisien of

4 December 1962 on the coordimation of policies on the structure of
agriculture. The analysis is not concerned with the national policies
pursued in this field; the Commission consgiders it more appropriate

to analyse these aspects in the reports which it has to submit annually
to the European Parliament and to the Council, as provided for in
Article 22(1) of the Council Directive of 17 April 1972 on the
modernization of farms, in Article 15 of the Council Directive

of 17 April 1972 comcerning measures to encourage the cessation of
farming and the realleocation ef utilized agricultural area for the
purposes of structural improvement, and in Article 16 of the Council
Directive of 17 April 1972 concerning the provision of socio-ecomomic
guidance for and the acquisition of occupational skills by persons
engaged in agriculture.
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This report also includes the data from the accountancy data network of the
European Economic Community in accordance with the provisions of Article 1(3)
of Council Regulation No 79/65/EEC, as amended on 23 October 1973, which set
up the data network. It also supplies the information called for in
Article 4 of Council Regulation (EEC) No 1308/70 on the common organization

of the market in flax and hemp.

The preliminary remarks in earlier reports relating to the comparability of
available statistical data are still valid for this report. The Commission
takes this opportunity to stress the need for an acceleration of the work

on the coordination and harmonization of national statistics at Community
level, and the need to have available statistical information which is as
up~to~date as vossible. In order to fill in the gaps in official statistics,
the Commission has, in certain cases, had to have recourse to other sources

of information or to make its own estimates.

At its meeting on 2 October 1974, the Council called on the Commission to
draw up before 1 March 1975, on the basis of all available data, a
comprehensive review of the common agricultural policy, in particular on the
bagis of the objectives of Article 39 of the EEC Treaty. This review,
together with any conclusions which the Commission thinks appropriate, will
be the subject of a full discussion in the Council and the European
Parliament. This report1 containe a large proportion of the information

available to the Commission for the preparation of this review.

The drafting of this report was comrleted on 26 November 1974.

1The data given in this revort may usefully be supnlemented by that
published in nrevious renorts,
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1. DISTINGUISHING FEATURES OF AGRICULTURE IN THE COMMUNITY

DISTINGUISHEING Fh AU,y O A O e e
The agricultural sector in the enlarged Commnity comprises

‘5.4 million farms of more then one hectare cultivating 88 million

hectares (2:1% of the world UAA). The working population

engaged -in ‘agriculture mumbers some 9,6 million, persons; .this
represents approximately 9% of the working population; egriculiure accounts
for approximately 5% of the gross domestic product of the Community.

- Agriculture in the Community is exercised in a temperate zone of wide
diversity of olimate, morphology and soil fertility. The Community extends
over almost 3 000 kilometres from the hills of Scotland to Mediterranean
Sicily.

Apart from this diversity of phyeical conditions, Community agriculture is .
affeoted by very different demographic, siructural and economic factors,
such that, for example, the average area of farms in Picardy is around

40 ha whereas in Calabria it is under 6 ba. Agriculture in the Community
is not homogeneous, but varies from region to region.

In comparison with the agricultural siructures of the major world producers
(USA, Canada, Australie, New Zealand), those of the Community appear
mediocre. For example, the land/man ratio is only 9 ha per man in the
Community against 126 ha in the USA. The average farm area is only 17T hay
43% of ferms cover less than 5 ha and occupy only 7% of the UA4; in contrast,
5% of farms, accounting for 39% of the land, are farms of more than 50 ha.

Farms of more than 1 ha in the Commmnity in 1973

. Farms Land UAA
Specification : -

Fumber ('000)| % Ha f000 000 %
TOTAL 5 404 100 88.3 100
1=20 ha 4 233 78 26.2 30
of which:
part—time farms (estimated)| 1 700 31 . .
20 ha and above 1 171 22 62,1 70
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For a long time now, agriculture in the Community has been based mainly on
animal production. The beef/hutton/dairy gsector, which occupies 42 million
ha of meadow and pasture land {45% of the UAA), represents in itmelf one
third of total agricultural production. If one adds pig and poultiry
production, which are based on the processing of cereals, the value of animal
production accounts for 60% of the final agricultural production.

‘The crop sector is based mainly on cereals, cereals occupying 28% of the total
UAA,but represents only 10.6% of the value of final agriculiural production. This

is dne to the fact that a large part of the crop preduction ie intemded for forage,,
and thus 75% of the total UAA is in fact given over to animal production.

Although vegetables and fruit are produced in almost every region of the
Community, certain specialized products in this sector (for example citrus
fruit) and the production of wine and oil are localized, especially in the
southern part of the Community. These products as a whole account for 17%
of total agricultural production.

Agricultural production in the Community is not, however, sufficient to supply

a consumer market of 255 million people (6.7% of world population). Imports

of agricultural and food products amounted in 1973 to more than 19 milliard u.a.,
final internal agricultursl production: acoounting for a total of 67.6 milliardﬁu.a.h
The Community is in fact the number one world importer of foodstuffe, and these
constitute more than one quarter of its total imports (8% of ite exports).

The dependence of the Community on non-member countries is particularly great

in respect of its supplies of iropical produce, vegetable oils and fats (sqya),
durum wheat, maize and certain fruits and vegetables (citrus fruit). The

three main suppliers of the Community,each acceunting for about 15% of the total,
are the countries of the Commonwealth, Latin America and the USA.

On the other hand, the degree of selfwsufficiency of the Community is
approximately 100% in respect of a number of important products: milk and
milk products, pigmeat, eggs and poultry, common wheat, rye and barley. In
total, the velume of Community agricultural production is increasing by 1.9%
per annum, whereas the number of inhabitants in increasing annually by only
0.8%. As in all the industrialized countries, the proportion of household
expenditure accounted for by food is decreasing regularly, the figure fer
1972 being 26%.
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o. GENERAL ECONOMIC ENVIRONMENT

Since the summer of 1974, there has been a marked slowing down in the
development of demand and production in the Community. In the majority of
the Member States, this has not, up to now, had any real effect on the
rhythm of price increases, and this remains the major cause of concern. On

the labour market in the Community, unemployment is tending to increasez.

The riée in the general level of prices remains a disquieting problem in all
the countries of the Community. The implicit price increase for the gross
domestic product of the Community was of the order of 7.5% in 1973 and will
exceed 10% in 1974. Moreover, these averages hide marked differences in
inflationary trends smong the Member States. ' In fact, the annuel rates of
increase in the general, level of prices in 1974 probably range between about
6% (Germany) and 14.8% (Italy).

The wpward movement of internal prices is also illustrated Wy the very high
rete of increase of the consumer price index, reaching an annual rate of
15% during the summer months of 1974 against approximately 12% during the
second quarter. Examining the development country by country, one sees in
general a relative stability in the countries whose currencies have
appreciated in value and a higher raie of inflation in the countries whose

currencies have depreciated.

DEVELOPMENT OF CONSUMER PRICES (General index)

(annual percentage rates of increase)

Member State 1973/1963 1972 1973 1974(1
Deutschland 3.5 5.5 6.9 7.3
Prance 4-7 6-4 7.6 140?
Italia 4.7 5.7 10.8 23.0
Nederland 5.9 8.0 8.2 10.4
Belgique/Belgi® 4.3 5.5 7.0 15.7
Luxembourg 3.7 5.0 6.0 10.5
United Kingdom 5.6 7.0 9.1 17.0
Ireland 6.7 8.7 11.3 17.9
Darmark 6.0 6.6 8.8 16.7

(1) September 1974/September 1973, except Ireland: August 1974/August 1973.

'See Tables I/2.1, I/2.2 and I/7.12 in the Annex.

2 .
Commiggion, The economic situation in the Community, December 1974

(11/550/74) (araft).
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- There has been a marked decline in economic growth from 1973 to 1974.
While the volume of gross domestic product increased by 5.64 in 1973
compared with 1972, the corresponding rate is expected to0 be less than
3% in 1974 compared with 1973. |

The combined effect of this low rate of economic growth and the continming
inflationary tendencies has been a growth rate in the value of the gross
domestic product of the Commmity of the order of 13% in 1974 {13.5% in 1973).
We must expect to see in 1975 the continuation of both the deceleration in
economic growth in real terms and of inflation which will remain acute.

Parallel to the general economic trend described above, there has been a

very appreciable increase in per capita earnings. These showed an

increase of 13.5% in 1973 compared with 1972 and the rate of increage in

1974 has been as high as 16.2%. The trends vary considerably between Member
States, the range in 1974 being between 12 to 14% (Germany and the Netherlands)
and more than 20% (Italy and Dermark).

The average wage per wage-earner in the Community was 4 852 u.a. in 1972,
and could reach some 5 592 u.a, for 1973 and 6 500 n.a. in 1974.

3« BELATIVE IMPORTANCE OF AGRICULTURE IN THE GENERAL ECONOM1

The downward tendency in the relative share of the agriculture, forestry and
fishery sector continued. In 1972, this represented only 5.3% of the grosa
domestic product of the Community at factor cost (compared with 7.6 in
1963). '

This trend has run parallel to a decline in the relative importance of
agriculture in the total labour force. In 1973, the percentage recorded was
9.2 {compared with 14.4% in 1963).

" For the Community, the annual rate of decrease in the agricultural labour
force in 1973 compared with 1972 can be estimated at 3.3%, which represents
a slowing down compared with the previous year (5.2%). This slowing down
has been particularly marked in Demmark and Italy.

1See Tables I/3.1 and I/3.2 in the Annmex.
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4. FINAL PRODUCTION, INTERMEDIATE CONSUMPTION AND VALUE ADDEDl

For 1973, the final preduction of the Community is estimated at

67.6 milliard u.a. This amount can be broken down as follows among the
Member States:

France: 28%

Italys 21%
Germany: 20%
United Kingdom:  14%
Benelux: 11%
Denmark: 4%
Ireland: 2%

It can be seen from an examination of the structure of final production

in the various couatries that in 1973 the proportion of final production
subject to common price arrangements represented 74% of the total final

production, the range being between 67% for the United Kingdom and

91% for Denmark.

The products under common market organization but not subject to common
price arrangements represented 16% of final production (with a minimum
of 5% in Ireland and a maximum of 23% in Belgium), whereas the percentage
of products not subject to a common market organization is approximately
10%, ranging between 4% (Denmark) and 15% (Netherlands). The latter
figure is accounted for mainly by potatoes and sheepmeat.

Generally speaking, the relative importance in the final production of the
products subject to common prices is inversely linked to the relative
importance of liveatock production: in fact, where the latter is high, the
former is also high (Germany, Denmark, Ireland) and vice-versa. The United
Kingdom constitutes a case apart. Although the percentage of livestock
products is high in this Member State, the percentage of products subject to
common price arrangements is relatively low; this is because the regulated
products without common prices (eggs and poultry) and the producta not subject
to a common market organization (sheepmeat) are relativély important there.

Ag regards the relative share of the various Member States in the total final
production for each product, the following data can be given:

1See Pables I/4.1 to I/4.4 in the Annex.



-8 - COoM(74)2000(4) -E

- for cereals, the figures are France 37%, Italy 20%, United Kingdom 17%,
Germany 16%, Denmark 5%, Benelux 4% and Ireland 1%;

- for beef and veal, the figures are France 28%, Germany 23%, United
Kingdom 16%, Italy 13%, Benelux 11%, Ireland 5% and Denmark 4¥;

- for milk, the figures are France 27%, Germany 25%, United Kingdom 14%,
Benelux 13%, Italy 12%, Denmark 6% and Ireland 3%.

The importance of intermediate consuaption varies considerably among the
Momber States, ranging between 56% of final prodnction (Onited Kingdom) and
25% (Italy). It follows from this that the gross value added expressed

in ¥ of final production also differs widely from country teo country. The
percentage is higher than the Community average, estimated at 60%, in Italy
(75%), France (67%), Ireland (64%) and Luxembourg 63%), but is lower in
Germany, the Netherlands, Belgium and Denmark (between 51 and 52%).

As regards working income, it can be seen from the data available that this
represents between 36 and 37% of final production in Germany and the United
Kingdom, between 40 and 45% in Benelux and 57% in France.

Compared with 1972, the final production at current prices of the Community
in 1973 increased by approximately 2% (13% in 1972 compared with 1971),
vwhereas the gross value added was 18% below the level recorded in 1972
(14.6% in 1972 compared with 1971).

For 1974, the forecasts are much less favourable. The reasons for this are
the downward tendencies in the prices of agricultural products, or a slowing
down in their rate bf increase, as is the case in Italy, the United Kingdom
and Ireland, and the very sharp increase in the prices of the means of
prodnctionl. In fact, the rate of increase in gross value added in
agriculture in money terms will probably remain below 10%. Taking into
account the increase in the general level of prices, which is of the same
order of magnitude, we can therefore expect a real increase of zero in the
gross value added in agriculture in 1974.

1See Chapter 7 of this document.
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5. PRODUCTIVITY

During the period "1968"-"1972", there was an annual increase in labour
productivity of 6.6% in the original Community. This development is due to
the combined effect of the average increase in final production (1.9%) and
the decrease in the number of persons employed in agriculture (~4.5% per
annum). Calculated on the basis of gross value added, labour productivity
increased by 5.2% per annum. Among the various Member States, these

rates are respectively 5.9% (5.7%) in Germany, 6.1% (4.1%) in France,

6.1% (5.2%) in Italy, 7.9% (6.5%) in the Netherlands, 9.5% (7.8%) in
Belgium and 5.4% (3.7%) in Luxembourg-. In the United Kingdom labour
productivity increased by 3.1% (5.0%)2.

Taking all sectors of the economy together, the rate of 6.5% is to be
compared with an annual growth rate of the gross domestic product per
person employed in the original Community at constant prices and exchange
rates for the same period of 4.7% for the original Community and &.4% for
the enlarged Community.

Over the same period, the productivity per hectare of utilized agricultural
area in the original Community has shown an annual growth rate of 3.2%

2
(1.4%)".

During the period ™"1966"-1"1972", the average yields per hectare showed
quite substantial annual rates of increase. These varied in the Community
from 3.6% for durum wheat, 4.9% for grain maize, 3.8% for common wheat,
2.1% for barley and l.2% for sugar beet. For all cereals the annual
growth rate was 3.5%. The milk yield per cow in the original Community
increased during this same period by 0.7% per annum. In general these
annual rates of increase were appreciably lower in the three new Member
States.

lgee Tables I/6.1 and I/5.2 in the Annex.

2The first figure has been calculated on the basis of final production,
the second on the basis of gross value added. No data are available
for Ireland and Deamark.
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6. PRODUCTIONl

During the period “1968"-"1972“2, the final production of the original
Community increased in volume by 1.9% per annum. This rate of increase
was greatest in the Netherlands (4.9%) and in Belgium (3.6%). In 1973,
the increase in the volume of final production in the original Community
was considerably above the annual average rate observed above, the figure
being 5.6%. This increase was greatest in the crop sector (+ 10%),
whereas livestock production only increased by 2.1% in volume during

the same year.

During the period “1966“-“1972"2, the annual rates of variation in
production show marked differences from product to product. Thus, for
all cereals the growth rate in the Community was 3.5% (but 7.8% for
durum wheat and 1l.4% for maize), for rice the figure was 4.6%, for
potatoes - 2.8%, for sugar beet - 3.1%, for olives - 2.8% and for
peaches - 1.3%.

According to provisional estimates, the 1974 cereal harvest (excluding
rice) of the Community will be 108 million metric tons (1973: 105.7
ﬁillion metric tons). This new production record is the result of a
slight extension of the area under cultivation and, more especially,

of an above average unit yield.

The growth rate in production in 1974 compared with 1973 for ether
agricultural products is expected to be 1% for milk, 13.3% for

beef and veal and 6% for wine; in contrast, pig production has declined
slightly (- 0.1%).

1See Tables I/S5.1 and I/5.2 in the Annex.

aThe sign " " indicates an average three year period.
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7. m1cm1

(a) Prices of means of an’lm:'c:’u:m2

The acceleration of the marked inflationary trends, the emergy crisis and the
firmness of markets for the supply of certain feedingstuffs and chemioal
products caunsed a very sharp rise in the pricea of means of agricultural
production and in agricultural wages.

The increase in agricultural wages ranged in 1973 from 24.0%4 in Italy to 10.7%
in Germany. The acceleration of the expected increase in non—-agriculiural

wages (16.2%) in 1974 (as against 13.5% in 1973) suggests an even higher increase
in agricultural wages in this year.

There were disturbing increases in price of the means of production in the

second half of 1973 and the first half of 1974, but msince then there seems to

have been something of a lull. In the original Community, the annual rate of
increase of these prices has trebled — from an annual increase of about 5% in 1970,
1971 and 1972, to an estimated 13% in 1973 and 18% in 1974. For 1973 and 1974
together, the total increase in price of the means of production oan be

estimated at 33% for the original Community. This average hides considerable
differences between Nember States with a strong currency and those with a weak
currency, as shown in the following table:

Cumulative rate of increase in 1973 and 1974 of prices of
negus of preduction '

Countiry 7
Germany 22
France 42
Italy 47
Benelux 23
United Kingdom 61
Ireland 66
Denmark 41

See Tables 1/7.1 to 1/7.12 in the Annex.
23e0 Tables 1/7.1 to 1/7.3 in the Annex.
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The increase in price of the means of production are due mainly t0 the rise
in the prices of feedingstuffs, fertilizers, fuels, and, to a lesser extent,

to the rise in machinery prices.

(b) Prices of gggiculfural produc‘ts1

The strong upward trend in agricultufal producer prices already seen in 1972
continued in 1973, except in Germany. On 2 calendar year basis, the
increase in 1973 was 8% in Germany, 10% in France and Luxembourg, 12% in the
Netherlands, 19% in Belgium, 20% in Italy and 29 to 30% in the three new
Member States. The latter countries have mede z first approximation ‘o
Community prices, and their prices are often more markedly affected by price
increases on world markets. In the original Community, the increase was
approximately 15%, being greater for vegetable products (25%) than for
animal products (9%).

In 1974, this trend was reversed; a comparison of July 1973 with July 1974
shows a drop of 4.6% in Frence, 7.T% in Germany and 11.4% in Belgium. In
the United Kingdom and Ireland, however, the upward trend continued, although

to @ lesser extent than in the previous year.

The tendency of prices of the means of production and agricultural prices to
diverge had a very adverse effect on agricultural income in 1974.

The price movements noted above should be compared with the average rate of
inerease in common prices in u.a. of 5,1% in 1973/74 and 14.5% in 1974/752.

1See Tables 1/7.4 to I/7.9 in the Annex.

2Insofar as monetary changes occur (representative rates), the development of
common prices expressed in national currency may differ from that expressed
in u.a.
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The prices fixed for the Community determine the degree of support for prices
and markets at the wholesale stage. Since the markets develop freely within
certain limits, neither market prices nor producer prices are directly linked

in their development to the prices fixed in the Community.

The relationship between agricultural prices within the Community and on the

world merket has changed considerably since 1971/72. Since then, the latter
have on the whole greatly increased, so that Community internal prices are at
an ever decreasing level in relation to that of world prices for agricultural

products.

For the 1973/74 rmarketing year, the threshold prices for many products are
appreciably below world prices, or are approximately the same. Butter and
rilk powder are an exception to this rule.

Threshold prices as a percentage of world market prices
(&verage for 1973/74)

Product %
Common wheat T9
Durum wheat : 116
Husked rice 60
Barley 96
Maize 98
White sugar 60
Beef and veal 111
Pigmeat 131
Eggs 111
Olive oil . 98
Cilseeds 17
Butter 320
Milk powder 156

(¢) Comparison of the development of consumer prices and agricultural
producer grices1

An analysis of the development of producer and consumer prices for certain
agricultural products which have an important place in total agricultural

'See Tables I/7.10 end I/7.12. in the Annex.
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production (e.g., milk, beef and veal, pigmeat, common wheat, suger beet
and eggs) shows that consumer prioces for these products, whether as such
or processed, generally increased by a far greater amount than the -
agricultural producer prices over the period 1968—1972/73. The only
exceptions to this rule were beef and veal in France, milk in Italy, sugar
in the Netherlands and potatoes in France, the Netherlands and Belgium1.

In 1974 the strong upward trend in consumer prices for foodstuffs and
beverages continued, while the general index for agricultural producer
prices fell considerably in the Commmnity, with the exception of Italy and
the new Member Statesz.

1Figures not available for the United Kingdom.

2Figures not available for Denmark.
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8. CONSUMPTION AND CONSUMERS'

In 1973 the proportion of consumer expenditure devoted to food products
represented 26% of private household ccnsumer expenditure. This proportion
was highest in Ttaly (32.8%) and in the United Kingdom (30%) and lowest in
Belgium (22.5%) and France (25%). This proportion is falling anmally.

Overall and per capita consumption of agricultural production have not
followed the same trend in recent years. In the Commnity there has been
an increase for certain producis and a decrease for others. Among the
products for which per capita consumption has declined are potatoes, cereals
of bread-making quality, whole milk and butter. There has been an inorease
in the per capita oonsumption of fruit, vegetables, sugar, vegetable fats,
all categories of meat, eggs and cheese.

Per ocapita consumption of the main food producis
(average in kg per inhabitant. and per year in 1969-73)

National bracket
Product EEC-9
' Maxinmm Mininmmm

Cereals 85 Italy ¢ 130 Netherlands : 63
Sugar : 37 Ireland ¢ 50 Ttaly : 28
Potatoes 85 Ireland ¢ 121 Italy : 41
Vegetables 97 Italy ¢ 162 Denmark t 47
Wine (litres) 51 France : 108 Ireland : 2
Iigquid milk - 90 Ireland ¢ 212 | France : 70
Meat 80 France : 96 Italy : 61
of which beef and veal 25 France : 29 Denmark 17

pigmeat 32 Germany : 48 Italy t 15
Vegetable oils ?Egnfg;s 25 Italy : 23 | Ireland s 6
Butter 5¢3| Ireland : 10.6| Italy ; T 1.6

Netherlands

1See Tables /8.1 to I/8.3 and 1/7.10 to I/7.12 in the Annex.



- 16 - CcOM(74)2000(4 )-B

Consumer hzbits within the Comminity differ widely. It is not surprising
to learn, therefore, that the average French consumer drinks per year fifty
times more wine but three times less milk than his Irish counterpart, or
that the Italian housewife uses twice the quantity of vegetable oils and
fats, but four times less butter than the Irish housewife.

The changes seen in consumer habits are due not only to the increase in
incomes but a.iso 40 the new supply possibilities resulting from the
integration of the agricultural and food markets within the Community.

The volume of intra~Commmnity trade in agricultural and food products

is six times what it was in 1963; the range of products offered to consumers
has been greatly increased and diversified, largely as a result of the new
economic dimensions in which the food industry now operates.

Mready in 1973, and more 8o in 1974, Community consumers had proteotion from
the ups and downs of the world market. By introducing export 1evies for
certain vital basio products (cereals, rice, sugar), the Community not only
ensured security of supply but also a certain degree of stability in consumer
prices. In a period of galloping infla'tion and temporary hold-ups in energy
supplies, these and other measures to help the consumer (subsidies for
butter, the subsidizing of the purchase of sugar on the world market) assume
particular importance.

The effectiveness of these measures is illustrated by the fact that the
internal Community price for many products is appreciably lower than world
market prices., In mid-November 1974, for example, the highest world prices
for cereals were 30 to 40% higher than the intervention prices, and 70% in
the case of olive oil, while the price of white sugar on the world market is

almost five times the Commnity intervention price.

Thus, if Community consumers had had to obtain their supplies of crop produots
on the world market, they would have paid far more than under the present
Community arrangements.

In general, comparing 1974 with 1973, consumer prices for foodstuffs increased

t0 a2 lesser extent than the general index of consumer prices.
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Consumer prices
September 1974 percentage increase over September 1973

Country ' General index Fogde‘sr:gfa:::nd |
Deutschland Te3 5.2
France ' 14.7 11.6
"Italia 23.0 22,8
Nederland 10.4 5.8
Belgique -~ Belgi® 15.7 11.0
Luxembourg 10.5 10.0
United Kingdom 170 16.5
Ireland 17.91 16,01
Danemark 16.7 1.4

august 1974 - mgust 1973
With the exception of Italy, where the prices for foodstuffs have been
affected by the successive devaluations of the agricultural lira and also hy
the fairly considerable dependence of the Italian market upon non-member
countries, food prices are more stable in the countries of the original
Community and in Demmark than in the United Kingdom and in Treland. The
case of the United Kingdom deserves particular attention, since the British
market, which represents almost 22% of the Community*s consumption potential,
is the most dependent on non-member countries, but it is also the market
which has received the most Community help for consumers (a consumer subsidy
of 330 million u.a. for butter sold at a price 56% less than the common
price, measures in support of beef and veal and pigmeat).

Owing to the special measures and monetary compensatory amounts, and also to
the measures taken by the Community to ensure security of supply and the
stability of consumer prices, the increase in these prices in the United
Kingdom wag less than it would have been if the full impact of world prices
had been borne by the consumer goods markets.
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9. TRADE AND DEGREE OF SELF-SUFFICIENCY

One third of the world's agricultural trade passes through the Community
(against 27% of industrial trade). Fruit and vegetables, meat and live
animals are the main products imported. The Community undertakes 81.7%

of international irade in fruit and vegetables and feedingstuffs,

. Approximately 40% of the original Community's agriocultural products come

from the developing countries, approximately 50% from industrialized countries
and 10% from state—trading countries. '

There were frequent instances of scarcity on the world market in 1972 and
these recurred in 1973 and 19743 the result was a sharp rise in prices
and a rednction in stocks (sugar, cereals, soya, fish meal and rice).
Weather factors alone do not explain this complex situation, and the
general inflaticnary situation has even put a brake on world production
by inciting some producers to caution and others to gpeculation, and by
preventing many producers in the developing countries from achieving any
sizable incresse in productivity.

In 1974 many negotiations were conducted and brought to a sucoessful
conolusion, particularly those involving acoepiance by the enlarged
Community of the obligations of the original Community and the itransference
to the enlarged Community of the obligations of the new Member States (GATT -
Art. XXIV - 6). The system of generalized preferences likewise became
applicable by the enlarged Commnity from 1 Jamary 1974 with considerable
advantages for the developing countries. With regard to preferential
treatment, the Community began negotiations with all the couniries covered
by the Yaoundé and Arusha Agreements and with the developing couniries of
the Commonwealth in Africa and the Caribbean (ACP countries). Agreement

has already been reached to saf up a system to stabilize the export earnings
from certain basic products exported by the ASP countries to the Community.
Following the enlargement of the Community, it has also been

necessary to review the agreements signed by the original Community

'with certain Mediterranean countries and to make them part of an

TSee Tables I/9.1 and IT Af1.1 toII'A/2.2 in the Annex.
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overall appreach te the Mediterranean countries, whick is at present
under negetiatiemn. However, the associatien with Greece has resulted

in the introduction en 1 November of a Customs Union, applicable enly

to the countries of the original Community, for a number of agricultural
products. Following the entry imto force of the second stage provided
for under the Association Agreement with Turkey, some major comcessiens

"have been granted to Turkey by the enlarged Community.

With regird to bilateral relatioms with the coumtries of Eastera
'Eurbpe, national agreements will not be remewed on 3L December 1974
and a common pelicy will them be implemented. The Community is also
participating in the general measures adopted in the coatext of the
World Fobd Conference and the GATT multilatersal negotiations. With
regard to foed aid, the Community undertoek in 1973 to supply
agricultural products and funds to a total value of 173 millioa u.a.,
as against 54 milliom u.a. in 1972; it actually delivered, ameng
other products, 463 647 metric tons of cereals, 46 136 metric tons
of milk powder and 15 000 metric tons of buttercil. The Community
has also undertakea to supply 1 287 000 metric tons of wheat (and
some rice) to the developing countries in 1974/75. The Commission
has also presented a memoerandum conitaining a general outline of the

Community foed aid poelicy for the next three years.

With regard to trade, the value of the total imports of agricultural '
and food products comtinued to imcrease and reose in 1973 to 19 milliard
u.a. (up 36% om 1972); this increase was largely the result ef the rise
in world prices. The industrialized and state-trading countries derived
the greatest advantage from the 1973 imcrease, whereas the developing
countries had benefitted most from the inmcrease in trade from 1968 to
1972. As in the past, of all these countries, it was the United States
which in 1973 benefitted most from the increase in Community imports.
Community exports amounted te 6 703 million units of account in 1973

(up 44% on 1972). Although around 60% of the Community's exports

went to the industrialized countries, it was the developing countries
and state-trading countries which, propértionally, showed the greatest

increase in imports from the Community.
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In addition, trade between the original Commmity and the three new Member
States greatly increased in 1973 in relation to 1972 (exports from the

original Community:

+ 71%; dimports: + 62%),

. With regard to the Commmity's degree of self-sufficiency in 1972/73 or
1973, there were no major changes in the rates of self-supply, except in
respect of rice, sugar, and beef and veal, for which the rates were lower

than the average for the previocus four years,

Classification of the main a icultural

oducts

in the Community accord t0 the rate of
' self-sufficien& in 1ﬁ2223

Rate exceeding

Rate of around 100%

Rate below 100%

100%
Barley (107%) Common wheat (100%) Durum wheat (76%)
Butter (103%) Rye (100%) Wize (54%)
Oats (96%) Rice (67%)
Potatoes (101%) Sugar (92%)

Cheese (101%)
Eggs {99%)
Pigmeat (101%)
Poultrymeat (101%)

Fresh vegetables (94%)
Fresh fruit (76%)
Citrus fruit (34%)
Wine (89%)

Beef and veal (86%)
Sheep and matton (55%)
Oilcake (4%)

1

"Po this list should be added products for which figures are not available,

but for which there is a ooms
tropical products (fats,

iderable need in the Community, particularly
oile and exotic fruits).

The rates of self-sufficiency are obviously strongly affected by the state
of the markets from one Year to the next, but, with the exception of a few
products (barley, rice and sugar), the table given above is a fairly
accurate reflection of the medium~term supply situation in the Commumity,



10. PRESENT SITUATION ON THE MAIN AGRICULTURAL nmcmsl

Since the profound changes on the international agriculiural markeis in
recent years seem 10 have become the rule rather than the exception, greater
importance should be attached to a brief analysis of the receni development
of the various markets, particularly the livesiock sector and the basic
products on which it is dependent, and certain other sectors which have

seen major changes.

In ihe meat secior (veef, pigmeat and poultry), the world market is of some
importance for the Community. Although the Community bhas always had to
import fairly large quantities of beef to meet internal demand, its supplies
of pigmeat and pouliry were such that only limited quantities had to be
imported or exported.

World beef production rose slightly in 1973, while the production of pigmeat
decreased very slightly. The high prices of pigmeat at the end of 1973
induced additional production in 1974, and a fairly substantial rise in

beef production may also be expected for 1974. World beef prices had been
rising regularly and fairly steeply for years until the beginning of 1973,

but they have fallen considerably since then (by approximately 25%). This
drop in prices has in particular had a resiraining influence upon the increase
in pigmeat prices. There have also been very abundant offerings (from the
USA) of chickens and turkeys on the world market, and this has helped to
produce a drop, which is still appreciable, in world meat prices.,

The meal sector has not always developed in the same way in the Community

and on the world market. DBeef production, stimulated by a period of

relatively higher prices (1972/73), has risen sharply by about 13% since

autuam 1973, thus precipitating a drop in producer prices. Since the Community
also imported in 1973 a very large quantity of beef which was only partially
absorbed by consumption, it found itself with a surplus. The production

of pigmeat, in which the Community is more or less self-sufficient, is

on the upswing and the prices, particularly as a result of the difficulties

on the market in beef and veal, have dropped considerably since December 1973, the
month in which they reached their highest level, The consumption of pigmeat has

18ee Tables II B/1.1 te II B/23.11 in the Amnex.
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greatly inoreased in recemt years. The stagnation in sales of poultry, however, and
the large increase in production in 1974 were the cause of a eharp drop in

prices on the internal market. The development of the market in eggs, both

on the world market and in the Community, has not been encouraging for

producerss The surplus of a few major producers having been disposed of

on the world market, the increase of 3 to 4% in Community production in

1974 ceused a sharp drop in prices in the EEC,

The gituation in the milk products sector was better than in the meat sector.
The difficulties affecting protein supplies in 1973 stimulated the market

in skimmed milk powder; the drop in the world consumption of butter was
checked (in particular as a result of the increase in margarine prices);
finally, the expensiveness of meat in 1972/73 greatly stimulated the
consumption of cheese. The demand for drinking milk is decreasing slightly
in the Community, and although the consumption of butter has increased a
little, this is mainly due to the drop in price, the national consumer
subsidies and the increase in margarine prices just mentioned. There has
been only a very slight rise in the Community production of milk products,
the main reason for this being the considerable rige in the cost of feeding-
stuffs.

Unlike consumers, producers are hardly likely to be pleased with the present
situation in the livestock sector: furthermore, as users of various basic
products such as cereals and proteins essential for animal production, they

are experiencing supply difficulties. The large—scale purchases of

cereals by the Soviet Union in the summer of 1972 resulted in a very rapid
reduction in world stocks and at the same time in a sharp rise in prices.

The disappointing werld cereal harvests ef 1973 and 1974 have alse helped te
keep [xices at a high level. The main effect of this state of shortage is a
substantial decline in international trade.

As a result of iis sizeable production of cereals, the Community, while
remaining a net importer, has hitherto had almost no difficulties in obtaining
supplies, even at prices which are generally lower than those on the worid
market. It should be added that the cultivation of maize is asgsuming
ever~increasing importance and the production of fodder wheat is rising fast.
This fodder wheat, which gives a high yield per hectare and is richer in
proteins than other cereals, although it is lacking in lysin, brings ue
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1o the second sector of basic products, i.e., proteins.

Since 1973, difficulties have arisen on the world market in proteins, which
for years had heen in coné'l;ant and abundant supply. These difficulties are
caused by an exceptional demand for soya beans from the USSR and China and
by the low production of fish meal in Peru and of groundruts in Africa; in
addition, for several years in succession, the production of soya in the
United States remained lower than consumption and exports, resulting in
almost total re-~szbsorption of stocks. This combination of factors not
‘only led some Member States to take protective neasures, but also produced
a significant rise in the price of proteins on the world market. Since the
last few months of 1973, however, this situation has improved owing to the
exceptionally large soya bean harvest in the United States, which was 22%
up on 1972. The result was an easing of the market in proteins, and a
fairly substantial drop in prices, which did not however return to the
pre-shortage levels. TFinally, over the same period, Commmity production
of proteins decreased for the firast time.

There is also a world sliorta.ge of olive oil; since the EEC has a shortfall
in this preoduct, and since it is also the largest net importer, the 'high
level of prices on the world market has directly affected Community prices,
which have risen sharply since the 1973/ T4 marketing year.

Sugar is no exception in the crop production sector: in this case also,

world production has been lower than consumption for several years, the

large stocks have been drawn down, bult it has no longer been possible, as it
was in the past in similar circumstances, simply fo adjust production to
demand, for the very low level of world prices over succegsive years had
severely restrained the necessary new investmenis. Since Community production
fell short of consumption, the long~standing Commonwealth sugar agreement

made it possible to import such quantities that the EEC as a whole has always
had to export large amounte of sugar. In 1973 and 1974, however, it became
evident that, alongside the disappointing Community production, the increase
in consumption far exceeded the forecasts, and deliveries from the Commonwealth

countries were far lower than the commitments. All these factors created a
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difficult supply situation in 197‘3/74 and special import measures had to be
taken for 1974/75 in order to guarantee Commnity supplies. The Commmnity
price for sugar, which only a few years ago was four or five times the world
price, is now only a third of that price.

The countries which produce large quantities of wine are usually also the
major consumers of wine, so that the volume of international irsde remains
very low; only France and Italy conduct a large amount of external trade,
While surpluses and deficits alternated previously in the space of a few
Yyears, over the last ten years there has tended to be a surplus, particularly
in the Community, the United States and the Mediterranean countries. The
unsatisfactory level of prices on the world market has resulted in large-scale
Vvine grubbings in the Mediterranean countries. In the Community, consumption
has progressed slowly 'in the deficit countries, and has remained relatively
stable in the producer countries. The increase in wine production in the EFC,
combined since 1970 with a drop of 1 to 2% in demand in France and Italy,
countries which represent 85% of total Community consumption, and with a
slight- increase in consumption in the other Member States, has resulted in
some major surpluses which have on several occasions necessitated distillation

measures,

The prices of apples and pears produced in the 1973/74 marketing year and for
peaches from the 1974 harvest have been relatively low and fairly large
quantities have had to be withdrawn from the market; for the other products
in the fruit and vegetables sector, the situation was on the whole fairly

favourable this year.

The total volume of the worlﬁ production of fish has remained relatively
stable for several years, having been deliberately reduced in the case of
certain species and increased in the case of others. In this connection, an
effort is being made to obtain species which were not previously used for
human consumption. In 1973, the general level of prices for fish increased
by an average of 20%. In the Comminity, the volume of the catch increased
in 1973, but the production of quality fish decreased; the rise in prices
slowed down to a certain extent in 1974.
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11. SOCIO-STRUCTURAL SITUATIGH1

The utilized agricultural area (93,5 million heotares UAA in 1972) shows a
slight but steady tendency ib decrease as land is put to nom-agricultural

use. There have been changes in the structure of land use, taking varying
forms and ocourring at different paces between Member States. In the
Community as a whole the area of arable land has diminished, that of permanent
c¢rops slightly inoreased and grassland and permanent pasture has remained
more or less unchanged. k

The total number of farms (5.4 million in 1973) is falling steadily. This
is a result of the deorease in the number of farms of less than 20 hectares.
On the other hand there is a slight increase in the number of farms of

20 hectares and over,

In the original Community almost three quarters of all farms grew cereal
orops. There is a slight decrease in the proportion of this kind of farm.

The proportion of farms keeping dairy cows decreased comsiderably during
the period from 1967 to 1970. In 1970 they represented 46% of all farms.
The total number of farms keeping pigs shows a similar movement.

Although insufficiently representative for the whole of Community agriculture,
the data of the "EEC Farm Accountancy Data Network" shows that in 1972 almost
half the total number of farms in the "Data Network™ achieved an earned
income per MWU amounting to at least 90% of the comparable income. In
addition these available data show a direct connection between the level of
inoome and the size of the farm, except in the case of certain intensive
types of production on relatively limited areas (horticulture, concentrated
livestock farming). The type of farming practised is also an important
factor affecx}ng the economic success of the farm.

'see Tables II C/1.1 to II C/3.3 in the Annex.
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During the period 1963/73 the beef cattle count steadily increased., However,
the increase was less pronounced during the last five years. During this
period the headage of dairy cows increased at a slightly slower rate. Taking
into account the decrease in the mumber of farms keeping beef cattile and
dairy cows this increase in the total headage must indicate an increase,
although fairly limited, in individual headages. Since 1963 the total pig
count has shown a sharp increase while the rmumber of farms keeping pigs has

. decreased, also fairly sharply.

Th the Community the land market is characterized by a tendency towards owner—
farming, to the particular detriment of share-cropping and other forms. The
proportion of rented farms decreased slighltly during the period from 1963/73.
On the other hand, the rising trend of land prices and in some countries the
increase in the rent paid by tenants, is more pronounced. In several cases
the rise in land prices are probably the result of speculation, particularly
in heavily populated regions.

Resulting from the general inflation on the capital market there has bheen a
considerable increase in the interest rates for medium and long-term loans.
Since the amount of capital invested in agriculture per work unit is on the
increase and an increasing proportion of such investments are financed by

loans, the situation poses major problems for the modernization of farms.

Until 1972 more and more farmers were leaving the land each year. Since then
the rate of departure has slowed down probably as a result of the favourable
economic results in the agricultural sector in 1972 and 1973 and the general
increase in unemployment outside agriculture. A second characteristic of the
agricultural working population is that it is growing older by comparison
with the total working population. The proportion of workers aged 50 or over
is greater in agriculture than in the working population as a whole while the

proportion of workers aged between 14 and 35 is considerably less.
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A Peature of forest land (31.7 million hectares of forest in 1972) is the

marked fragmentation of private forests, which accownt for 60% of the toial
forest area in the Community: sanother is the very great variation in the average
area of State foresis from one Member State to another. Although there has

been a slight but steady increase in the area under foresi since 1963, timber

' production has decreased by 10% between 1960/62 and 1969/71. However, this
decrease in production does not signify a fall in productivity, but reflects
rather a reduction of forestry activity.

The steady decrease in North Sea fishing during recent years continued in 1973.
However, it was possible for some NMember States to compensate for this loss
by increased fishing in the Barenis Sea, the Kaiiegat and the Skagerrak.

The total number of fishing orews, as also the Community fishing fleet itself,
increased in 1973 compared with 1972. But the increase in the total number of
orews is due primarily to an extension of part-time working among inshore
fishing crews.
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12.  AGRICULTURAL INCOMES'

The sample of ten thousand farms of the EEC Farm Accountancy Data Network
(& sample which does not represent the whole agricul tural sector) also indicates
a oonsiderable inorease in net farm income per AU in n1972" (31%).

However the development of agricultural income wag different according to production
sector. Working income in "1972" made a considerable Jjump forward for beef cattle
farmers (41.1%), for wine-growers (35.8%) and for farmers combining beef cattle and
arable crop production (34.9%). On the other hang bixed farming showed only a small
increase (10%), while the rate of inorease on other kinds of farm was between

20 and 30%. These divergent trends, due mainly to different income bage levels
should not be allowed to obscure the income disparities existing between different
types of farming. Taking farms of equal size {30 hectares for example) the
difference in working income between farms devoted to beef production

(5 589 w.a./ALU in 1972) and mixed farming (8 756 w.a./ALU in 1972) increased
congiderably from "1971" to "1972", moving from 2 209 u.a./ALU to 3 167 u.a./ALD.

From region to region agricultural incomes remain unduly divergent, the range
being widest in France where it ig between 1 and 5,

Although during past years this divergence had tended to narrow somevwhat to the
advantage of the least favoured regions, it seems that the gaps between these
incomes expressed in real terms and in money terms have widened.

On the basis of a preliminary analysis of available data for "1973" from returning
holciings it appears that in that year agricultural incomes as a whole were equal
to and in certain cases even superior to those of the previous year. However
"1973" was characterized by disruption in the relative levels of income between
various kinde of farm and various regions.

Generally speaking farms devoted to arable crop production, with the exception of
those concentrating on growing potatoes, succeeded in maintaining, or even improving
their position. On the other hand farms devoted to livestock farming suffered

'See Tables 11/D/1.1 to II/D/15
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considerable falls in the income arising from the standstill, oi even fall in
prices of livestock products combined with the initial increases in the price
of animal feedingstuffs. These reductions in income were also indirectly
affected by the very favourable results of the previous year. The progressive
improvement of agricultural structures also helped to mitigate downward trends
and strengthen upward ones.

The macro-economic anslysis of agriculiure by broad categories shows a generally
favourable development in agricultural incomes in 1973. In fact, the net value
added per agricultural labour unit (ALU) of ihe original Community increased in
1973 compared with 1972 by 24.4% in money terms or 14.9% in real ierms, i.e. in
terms of purchasing power. The extent of this improvement, however, was very
different according to Member State.

To judge from the first information available for the current year, it appears
that the agricultural income situation has deteriorated sharply in 1974. The
first estimate of the gross value added of the Commmunity in 1974 shows that in
real terms it is the same as in 1973 and that farmers in general have thus been

unable to improve their purchasing power during the year.

Forecasts of agricultural incomes "1974" (1974/ 75) are very problematioal since
considerable doubtis still surround price movements, particularly the movement
of the prices ofA production factors. However those forecasts which can be
attempted all show a sharp fall in agricultiural incomes, particularly because
the adverse effect on income of increases in input prices will apply this time
t0 the whole twelve months of the farm year and not to only one or iwo quarters
as in the previous year. The farms most affected are bound to be those with
the highest production per hectare, including the smallest farms which are

foroed to farm intensively because of their size.

Besides horticultural undertakings whioh represent a special case and which

mst be differentiated according to whether or not they depend on energy,

the farms most affected will be primarily those devoted to pigmeat and poulirymeat
producﬁon. Farms combining mixed crop farming and beef production will also
suffer a very oonsiderable fall in income. Only those farms devoted to mixed
farming and to a lesser degree grassland farme will be less seriously affected.
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Some details are available concerning the situation in the Member States.

Germany

~Forecasts for 1973/74 (1July to 30 June) as indicated for Germany in the
Agricultural Report (Agrarbericht) published at the beginning of 1974, give:
some hope of an increase in farm incomes of between 6 and 10% compared with
1972/73. | However, new and more recent estimates have shown that the results
actually achieved are far less favourable than those originally forecast,
due to the fact that during this year the prices of agricultural products
have developed unfavourably in comparison with the prices of the means of
production which have increased in comparison with the 1972/73 marketing
year. According to a provisional survey based on 5 200 returning holdings
the Ministry of Agriculture forecasts an increase in the value added per
manpower unit of the order of 4% for the 1973/74 marketing year ending on
30 June 1974.

France

A preliminary summary analysis of the findings of the French Farm Accountancy
Data Network for 1973 (calendar year) shows that farm incomes have fallen
in comparison with 1972 particularly on mixed crop/livestock farms and farms
devoted to beef production. On the whole mixed farms have suffered a slight
decrease in income, while wine growers have had a considerable increase.

The main causes of these variations lie firstly in the recession

in beef cattle prices and the considerable increase in costs, particularly of
animal feedingstuffs and chemical fertilizers,and secondly in the record wine

harvest.

Forecasts for 1974 in France (calendar year) suggestan inorease in production
of about 7%. Since the price of inputs will have risen by an average of 27%

(forecast) compared with 1973 a fall of between 5 and 7% in the gross income

of farms is expected in comparison with 1973.
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Italy

According to an INEA report the overall results in Italy for 1973 (calendar
year) are not likely to be very satisfactory. The very considerable increase
in the prices of the means of production in 1974, which is put at 30.9%,
leads to pessimistic forecasts concerning the results for 1974.

Netherlands

In the Netherlands, according to provisional data for 1973/74 (1 May to 30 April),
farmers' working income was maintained on the whole for farms devoted to mixed
farming, and for mixed farms with some specialization in pigmeat and poultry-
meat. However there was a fall in working income of about 20% compared with
1972/73 in the case of grassland farms and in mixed farms specializing in

beef production.

Forecasts for 1974/75 show that farmerd working incomes on mixed farms and
grassland farms are likely to decrease by about 12% compared with 1973/74.
An even greater fall is forecast for mixed farms.

Belgium

A breakdown of data from a uniform sample of about 350 returning holdings
shows a fall in working income per ALU of almost 8% for 1973/74 (1 May to
30 April) compared with 1972/73. This reduction is mainly due to fall in
the profitability of beef production.

Forecasts for the 1974/75 marketing year, indicate that agricultural incomes
will be considerably affected by the fall in the price of products and the

increase in the price of the means of production.
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Luxenbourg

According to the latest forecasts concerning agriculture in Luxembourg, the
agricultural income per holding, which in 1973 experienced a remarkable increase
of 19.2% in money terms is likely to increase in 1974 by 4.1% over the previous
year.

United Kingom

Forecasts for 1973/74 (1 April to 31 March) in the United Kingdom, confirmed
by examination of the first returns, show a. general increase in incomes
over 1972/73. The development is likely to vary greatly according to the type
of farming practised. Cereal farms are likely to practically double their
income in 1973/74. .In contrast the income of dairy farms is likely to fall.
Satisfactory results are expected for other kinds of farms although the rate of
increase will be less than in 1972/73.

In 1974/75 agricultural incomes are expected to vary greatly according to the
type of farm,with an increase in income for cereal farms, no change for dairy
farms and a fall in income for farms concentrating on beef production and on

farms growing root and tuber crops on a certain scale.
Ireland

1973/74 returns for Ireland (1 April to 31 March) show a general increase in
agricultural income which can be put at about 30% compared with the previous
year. Forecasts for 1974 (calendar year) indicate, however, a fall in agricultural
incomes - compared with the rreceding year.

Denmark

After the excellent results of 1973 for most kinds of farm, a general reduction in
agricultural income of about 15% is forecast for 1974. This reduction which will
affect most types of farm will be largely the result of the increase in the prices of the
means of production, while the prices of agricultural products have remained
practically unéhanged, even decreasing slightly.
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13. FINANCIAL ASPECTS'

Total public, national and community expenditure in 1973 and in 1974 in the

Community in support of the agricultural sector is put at about 11.5 milliard u.a.,

corresponding to about 4.6% of total State expenditure of the 9 Member States
and representing about 17% of the value of the end-=product of agriculture.

" In 1974 about 70% of total expenditure on agricultiure still came from national

gources. Grants from Member States for structural measures amounted to 3.2
milliard n.a. and for social measures 3.3 milliard.

In 1974 the EAGGF provided about 32% of total expenditure oh agriculiure,
compared with 35% in 1973.

Development of EAGGF expenditure (in millions of Uede)

Year Guarantee Section - Guidance Section
EEC-6 EEC~9
1970 2 602.9 201.5
19M 1 571.3 242.4
1972 2 339.2 167.2
1973 3 814.6 182.8
1974 (estimates) 3 402.0 285.4
1975 (budget) 3 980.4 325.0

Gross expenditure from the Guarantee Section of the EAGGF amounted in 1973 to

about 3.8 milliard u.a. Expenditure in 1974 is estimated at 3.4 milliard u.a.
and for 1975 at almost 4 milliarde In 1973 this expenditure represenis

about 0.4% of the gross domestic product, 2.6% of expenditure on food and 5.6%
of the final agricultural production of the Community.

In 1973 three sectors shared about 76% of expenditure: the milk products
sector (about 1.5 milliard u.a.) with 39%, the cereals sector with 26% and the
oils and fats sector with about 10%. The accession compensatory amounts

(264 million u.a.) and the monetary compensatory amounts (140 million u.a.)
make up 10.6% of total expenditure.

1

See tables II-E/1 .1 to II-E/ 3¢3 in the Annexe
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The division of expenditure according to its economic character shows the
particular importance in 1973 of price subsidies (50%) and of export refunds

(40%).

Although the high level of prices on the world market brought about a decrease
in refunds in 1974, intervention expénditure increased comsiderably in the
beef and veal sector (239 million w.a. in 1974 against 13 million in 1973)

as a result of the special situation in this sector.

One of the principal reasons for this variation in expenditure is the change
in the economic situation in the world market and the Community intermal
market. The development of production, particularly of well-subsidized
products is another major reason.

Loans from the Guidance Section of the EAGGF in 1973 and 1974 amounted to
325 million u.as., of which 170 million u.a. went to finance projects for the
improvement of agricultural structures. Between 1964 and 1973 more than
4 000 projects received aid from the Fund in a iotal amount of 1.03 milliard

Ne e

For the first time in 1974 the Fund participated in the financing of common
action relating to socio-siructural policy decided by the Council.

While the common agricultural policy genmerates expenditure it is equally a
source of budgetary revenue. In 1973 agricultural levies and contributions
amounted to 556 million u.a. against 800 million w.a. in the preceeding year;
they are estimated at about 370 million uw.a. for 1974 and at 564 million u.a.
for 1975. The decrease in levies is primarily due to the high level of cereals
prices and an increase in the degree of self-sufficiency in respect of certain
products.
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Support of markets (31.2%)

Nonstary compensatory
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Storage and withdrawal from the market (7.6%)

Export, refunds (40.4%)

Price subsidies (50.5%)
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14. MONETARY ASPRCTS®

1974 has been another year of monetary instability which was inevitably
reflected in the administration of the common agricultural policy.

Indeed, in practice the system of common prices which is the basis of the
common agricultural policy is gravely affected, since the agricultural

prices expressed in uniis of acoount are converted into national currencies
at rates of exchange, employed for the purposes of the agricultural policy,
which do not correspond to economic reality. Thus are created six zones with
different price levels; for, since the beginning of Jamary 1974, the French
franc has left the "snake" and given rise to a sixth zone. However, since
the prices expressed in units of account are the same for the whole Communi ty,
the range of prioces remains the same in the Community.

The monetary compensatory amounts which offset price differences in trade

and which were temporary in origin, have thus become part of the mechanism
of the oommon agricultural policy, in spite of the attempts made to reduce
their incidence.

However, developments in 1973/74 have shown the limitations of this
mechanism, since economic factors themselves argue in favour of the
reestablishment of a single market.

There are certain signs which suggest that the general stabilization of

the economy whioh results from a revaluation and at the same time is a
reflection of it, is accompanied in a country which has revalued by a smaller
increase in production costs than in the other countries. The development
during 1974 of the prices of the means of production in Germany and in the
Netherlands in comparison with other countries illustrates the point (see
chapter 7, above).

The interplay of these mechanisms tends therefore to reestablish agricultural
incomes despite the fall in prices. This phenomenon does not mean that temporary
aid i8 not needed in order to prevent a short-terh drop in income - it appears
that the stabilizing effect takes time to operate - btut it tends

to obviate the need to contime such aid.

Isee Table 1/14.1,
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The economic situation in those countries whose currencies are floating down-
wards has similarly shown that the development of production costs made it
difficult to maintain agricultural prices at their former level in these
countries. In this respect available data are also revealing concerning the
development of the prices of the means of production for France, Italy, the
United Kingdom and Ireland in 1974; +his development should be correspondingly

reflected in 1974 incomes.

. There have been sharp criticisms of the monetary compensatory amounts during

19743 ‘it has been frequently stressed that they cause distortion of competition.
From the outset the Commission considered that this might be the case. It is

a fact that the higher the monetary compensétory amount becomes the greater are

the problems arising from its arbitrary nature. Though the incidence of such
distortion cannot be expressed in figures, the high rates of the monetary
compensatory amounts at the end of 1973 and the beginning of 1974 in the beef

and veal sector, together with the arbitrary method of calculation of these amounts
on the basis of intervention prices and with the aid of coefficiente which at

the time were too high for certain cuts of meat, partly explains the pressure

on the beef and veal market in the countries with depreciating currencies.

Other criticisms concern the lack of advance fixing which because of. the

resultant uncertainties tends to increase the cost of intra~Community trade and trade.
with non-member scountries. The Commission has sought an answer to this

problem, which is a real ohe, in measures of equity and by the suspension of

Article 4a, one of the main causes of uncertainty. It is still considering

the introduction of advance fixing.

However, it should not be concluded from the developments described above that
the mechanism of monetary compensatory amounts itself is unsuitable and can
be completely abandoned.

Indeed, aside from the efforts which might be made tc restore the unity of : .

the market, there remains a technical obstacle to the abolition of the

compensatory amounts, mainly that in the case of a currency which floats in : -

igsolation the gueranteed producer price cannot vary with every short—term
fluctuation of the currency. Thus where the price of products for which the
market is closely integrated is at intervention level, differences in the level
at which intervention effectively takes place can bring about abnormal movements.
This is shown by the irade in cereals during the spring of 1974. Indeed, 2=

a result of application of Article 4a of Regulation 974/71 the monetary

compensatory amount had been abolished in trade between France and the other
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Member States. Because of this, cereals in France tended to move towards

neighbouring Member States where these imports, combining with the market

situation existing in these Member States, effectively brought the market

to intervention level, and made intervention buying or preveniive measures
~ (storage) necessary in order io support the market.

Finally, some increase in prices occurred in France, partly accountable to
other factors affeoting the cereals market, but if the Community market
had been in a surplus situation abnormal movements of a much more serious

character could have been the result,

This situation together with other problems resulting from uncertainty
on the Commnity market brought about by the existenceof Article 4(a)
have led the Council to provide for its suspension.

In this situation and in view of menetary developments the following measures
have been taken concerning the restoration of a single markets
(i) following the 5% revaluation of the Dutch Guilder, a corresponding lowering
of prices on.15 September 1973. This reduction was accompanied by temporary
aid measures (2% +to the selling price) o which the EAGGF contributed for a
maximum period of 7 months. The Commission recently submiited to the Council
& proposal prolonging this aid for a short period.
(ii) At the end of 1973 the Commission proposed to the Courcil that aid granted
to German agrioculiure following the revaluation of the Dentschmark on
24 October 1969 and the fall in prices of 1 Jammary 1970 should be
prolonged for another year up to the end of 1974. The Counoil extended
this authorization into 1974 without fixing a final date, but with
provision for a review at the end of 1974.

(1ii) Successive devaluations of the Italian green lira totalling 33.28% during
the period from 1 November 1973 to 28 October 1974 brought with them a
corresponding increase in prices and a related reduction in the monetary
compensatory amounts.

(iv) Devalunation of the United Kingdom green pount by 7.93% and the Irish
green pound by 11.08% brought about a corresponding increase in prices
and a related decrease in the monetary compensatory amounis.
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15. SHORT AND MEDIUM~TERM OUTLOCK

In view of the rapid developments on the various agricultural markets, the
Commisaion is of the opinion that it must now intensify its work on short
and medium~term forecasts, i.e., covering periods of between 18 and 24 '
montha, The Commiasion attaches great importance to the continuation and
improvement of these forecasts as aids to the Community administration of
agricultural markets and to the closer definition of the common
agricultural policy. To this end the Commisgion intends to bring up to
date the forecasts listed below within six months and to put out new fore-
cagts by way of supplement to the present annual report.

To sum up, the evaluations which follow show that at present no major
changes can be expected in the present situetion during the next 12 to 18
monthe. In general the high prioces of crop products and the low prices

of livestock products will persist both on the world and Commmity markets.
Milk products will probably lie somewhere between the two extremes. Beef
and pigmeat prices will not reach the levels of 1973. World pricea for
butter and skimmed milk powder will remein relatively low and export
difficulties for Community cheeses might possibly bring about an increase
in the stocks of milk products in the Community. World cereal and sugar
markets will remein tight, and for suger special measures will be necessary
to safeguard Community supplies. Not many internal or external changes
are expected as regards olive oil and other oilseeds. In the wine sector a
protracted surplus situstion is to be expected.

In the meat sector, at world level, the fall in production of pigmeat and
poultry meat will be met against a new increase in the production of beef
and veal, A fall in consumption.due to the general economic situation
will certainly not favour exports of beef and veal. In the Community the
production of beef and veal will increase, and, taking into account the
present headage, prices will not increase appreciably, even if Community
consumption goes on increasing. Increased production of pigmeat in the

original Community will largely offset the fall in production in the new
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Member States, with the result that, taking into account the situation in the
beef and veal sector, the additional supplies of pigmeat will make for
relatively low prices for this product. On the other hand, in the
poultrymeat sector the fall in production over 1974 will. be such that

prices should be able to settle at a reasonable level. In the eggs

sector, also, an increase in prices is to be expected taking into account

"the present cyclical pattern of production and the effect of the increase

in feed prices.

In the milk products sector the increase in world production of butter

and skimmed milk powder will largely meet the increased demand; in

addition increases in internal prices and general inflation will certainly
limit any increase in consumption. Several importing countries have planned
to introduce measures for limiting cheese imports in order to encourage local
production. This will affect Community production and sales of btutter and
skimmed milk powder. It can be expected that during the next few years
Community production will outstrip internal consumption and exports, and
thus lead to an increase in internal stocks. The

increase in the price of feed concentrates will have the effect of slowing
down the increase in production. Any subsidies in this sector will contime

to have a very considerable influence on the future balance of the Community.

As regards the cereals sector the tight situation on the world market will
probably not disappear in the near future. Indeed, although it is impossible

to make exact forecasts concerning the level of the 1975/76 harvest, present
stocks are now at such a low level that even an abundant harvest conld not
bring them fully back to their normal level; besides this a good harvest
would be necessary to meet the growing demand. In the protein sector, world
supplies will depend to a great extent on the production of soya in the
United States. Although soya production in Brazil and fish meal production in
Peru are both now increasing, any significant easing of the

situation on the world market and therefore on the Community market is not
to be expected in the immediate future. Community production of oilseeds
shows a slight decrease in 1974/75 in comparison with the figure recorded in
1973/74. Apart from other traditional products {dehydrated forage, etc.)
the increase in production and use of fodder wheat combined with

synthetic amino acids could have considerable importance for Commnity

supplies of primary produce during the next few years.
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The Community plive oil harvest in 1974/75 will be more or less normal,
the quality being above that of the previous year. World production will
remain rather low, particularly in those countries which traditionally
export to the EEC. The forecasts for world sugar production in 1974/75
suggest only a slight increase in production; therefore - taking into
account the steady increase in consumption — it cannot be ruled out that
the present very low stocks will decrease yet further, Thus it is

most unlikely that a very good harvest in 1975/76 would replemish stocks
sufficiently to change the situation on the world market appreciably.

In order to meet its requirements in 1974/75 the Community will have to
resort to additional imports from the world market. However, for the
following years the Community will no longer depend upon imports to cover
its internal supplies to the same extent.

The world market outlook for the wine sector is one of increased production,
due fo higher yields, particularly in areas with a very low yield at present,
and to increased areas under vine in the USA and the USSR. In the
Community the surplus situation will probably continue, in view of the
certainty of higher yields and the stagnation or even falling off of demand.

Future fish supplies will depend {o a certain extent on any decisions which

are taken at the International Conference on the Law of the Sea; at all

events it will be necessary to take into account the introduction of a quota
system for fishing certain species which are of interest to the EEC, in

order to guard against the danger of exhausting fish stocks. The diminishing
supplies of these disappearing species which remain in steady demand will make
for slight price increases in the near future.

Finally, in the fruit and vegetable sectors no important changes are expected
in the short term.  However, as regards apples and pears, the 1974/75
production will be considerably below that of previous years and thus adequate

prices can be expected. In the medium term it is possible that increased
energy costs will cause a reduction in heated glass house crops, which are
particularly important for vegetables in certain Member States.



