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Foreword

In 1997, the Directorate-General for Agriculture (DG VI) published a number of studies,
which examined in detail the current situation and the long-term outlook for several
agricultural markets in the EU, developments in rural areas and on world markets. These
studies were published under the common heading “CAP 2000”.

The first of these studies, published under the title “Long term Prospects — Grains, Milk and
Meat Markets”, presented an overview of market trends and long-term projections of supply
and demand for the main agricultural commodities. In view of the public interest for this
study, DG VI has updated the forecasts made in spring 1997 and presents now the results of
the update in this publication.

This publication contains three chapters. The first chapter centres on the market prospects by
the year 2005 within the EU and covers the following products: cereals, oilseeds, meat, milk
and the main dairy products. Chapter II provides a description of the likely prospects of
agricultural markets in the associated Central European Countries, which are candidates for
accession to the EU. This part is based on the more detailed individual country reports,
which have recently been published by DG VI, but the forecast horizon is now extended to
the year 2005. Finally, a presentation of the medium and long-term prospects of agricultural
world markets, established by different international organisations and institutes, is given in
chapter II1.
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Executive summary

Chapter I  Prospects for agricultural markets in the European Union

This chapter summarises the main results and underlying assumptions of long-term forecasts
for some key agricultural products (i.e. cereals, oilseeds, meat and milk products) in the
European Union for the period 1998-2005. The results presented are the final outcome of
different approaches (econometric methods, statistical analyses, specific assumptions, expert
judgements, etc.), depending on the products and variables concerned, based on the
agricultural statistics available on the 15.08.1998.

These projections are not intended to constitute a forecast of what the future will be, but
instead a description of what may happen under a specific set of assumptions and
circumstances. The most important assumption concemns agricultural policy, which is
assumed to remain unchanged over the whole forecast period. This implies that all policy
instruments and measures are expected to operate under the current rules or within the

changes foreseen (status-quo forecasts).

The second assumption relates to trade in agricultural products and, in particular, to the
commitments derived from the GATT agreement. It has been assumed that all GATT
commitments regarding imports and subsidised exports will be fully respected. Thus,
unless otherwise stated, exports are expected to amount to the annual GATT ceilings,
whereas imports under normal and minimum access are supposed to be fully fulfilled. In
addition, the GATT commitments have been assumed to remain unchanged for the
2001-2005 period.

Cereals

Total area allocated to cereals is forecast to decline from 37.9 mio ha in 1997/98 to
37.1 mio ha in 1999/00, in line with the increase in the rate of compulsory set-aside from
5% in 1997/98 to 10 % in 1999/00. From 2000/01 onwards the set-aside rate is assumed to
be set back at its base rate of 17.5 %, resulting in a total cereal area relatively stable at
around 35.9 mio ha. Yield trends observed over recent years are assumed to continue over
the forecast period.

Total harvested cereal production is forecast to rise from 203.6 miot in 1997/98 to
213.2 mio t in 2005/06. In particular, total wheat production is forecast to increase from
94.7 miot in 1997/98 to 112.3 miot in 2005/06. Coarse grain production is expected to
decline from 109 mio t in 1997/98 to 96.3 mio t in 2000/01 and then to increase slightly to
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100.9 mio t in 2005/06 due to higher yields. In 2005/06, barley will still constitute the most
important coarse grain with 45.2 mio t, followed by maize with 38.6 mio t.

Total demand for cereals is forecast to increase from an estimate of 175.3 mio t in 1997/98
to 180.6 mio t in 2005/06. Both feed (+2.2 mio t) and non-feed use (+3.1 mio t) would
generate this growth in cereal demand.

Quantities exported are assumed to stay strictly within the annual limit for subsidised
exports set by the GATT agreement (i.e. 26.4 mio t for total cereals over the 2000-2005
period). Significant unsubsidised exports are not considered in the context of these forecasts
under expected market and exchange rate conditions. Imports are projected to amount to 5
mio t from 1998/99 onwards, including imports under the GATT commitments.

The balance sheets which result from these developments show that the cereal market is
likely to be characterised by a relatively difficult situation over the next years. Total stocks
are likely to rise from around 46 mio t over the 1998/99-2001/02 period to 72.3 miot in
2005/06, of which 50.6 mio t in intervention stores.

In the short-run, most of these stocks will be coarse grains since low wheat prices should
favour wheat consumption at the expense of coarse grains. However, in the longer-run, the
stronger development in wheat area and yields is forecast to increase wheat production well
over internal consumption capacity and GATT export volumes. Wheat stocks are likely to
grow at an increasing speed to reach 47 miot in 2005/06 of which about 36 mio t in
intervention.

Oilseeds

The area allocated to “food” oilseeds is expected to decline in 1999/00 and 2000/01 in line
with the increase in the rate of set-aside. From 2000/01 onwards, it should remain relatively
stable at around 4.6 mio ha. Non-food oilseed area is estimated to adapt to the level of set-
aside rate. From 0.4 mio ha in 1998/99, it is expected to increase to 0.7 mio ha in 1999/00,
before stabilising at slightly less than 1 mio ha over the 2000/01-2005/06 period.

Oilseed yields are expected to increase in the medium-term. This should mainly concern rape
seed and soya bean, whereas sunflower seed yields are likely to stagnate.

Oilseeds (food) production is forecast to drop from 13.4 mio t in 1997/98 to 11.3 miot in
2000/01, mainly due to the reduction in the area allocated to oilseeds as a consequence of the
change in the set-aside rate. It will then increase slightly to around 11.9 mio t. Non-food
oilseed production will also evolve together with the set-aside rate and reach about 2.8 mio t
in 2005/06.

Beef

Beef/veal production is forecast to drop by —3.6 % in 1998, reaching 7.6 mio t, and by a
further —2.3 % in 1999. In the years after, beef production is expected to resume, reaching its
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next cyclical top in the year 2002, and then entering in the downward phase at the end of the
forecast period.

Beef/veal consumption in 1997 recovered by 2.7 % (per capita: +2.4 %) from the extremely
low level experienced in 1996, where under the influence of the BSE scare consumption
dropped by —7.4 % (per capita: -7.7 %). This evolution confirms the working assumption
made by the Commission services in the context of the Long Term Prospects of 1997; i.e.
that per capita beef consumption will gradually recover to its long-term trend. It is assumed
that this will be the case by the year 2001. From 2002 onwards, per capita beef consumption
is expected to once again follow its long-term declining trend and reach about 18.9 kg by
2005. Thus, total beef/veal consumption is forecast to increase from 6.9 mio t in 1996 to 7.3
mio t in 2001 and then to decline to 7.2 mio t in 2005.

Trade development is assumed to respect the GATT commitments, with imports more or
less stable at 0.4 mio t over the forecast period. Exports are assumed running at their
maximum level under the GATT limits for subsidised exports, excluding non-subsidised
exports given the current and the expected prices on internal and world markets for the next
years.

Based on the assumptions and forecasts outlined above, the beef balance sheet shows that
beef stocks, reaching 630 000 t at the end of 1997, are expected to decline between 1998 and
2000. From 2001 onwards, higher levels of production combined with lower internal and
external demand (due to the GATT constraints) are forecast to affect the beef market balance
and lead to an accumulation of stocks in the second half of the forecast period (about 1.5 mio
t by the year 2005).

Pig meat

Pig meat consumption in 1997 has been negatively affected (-0.2 %) by reduced supply and
relatively high prices, due to the outbreak of classical swine fever in several Member States,
in particular in the Netherlands. In the medium and long-term, pig meat consumption should
continue to grow moderately by around 0.5 % per year.

Imports are likely to rise due to increasing quantities imported under the GATT minimum
access and other market access agreements. Total exports should increase from about
0.9 mio t in 1997 to 1.1 mio t in 1998 and are expected to stay at around 1.042 mio t from
2001 onwards, including exports without subsidies.

Based on the above-presented assumptions, pig meat production is forecast to increase by
around 0.7 % annually over the period 2000-2005, reaching around 17.9 mio t by the year
2005.

Poultry

Poultry demand strongly increased in 1996 (by 4.1 %) in the wake of the BSE crisis and the
switch of consumers away from beef to other meats. A 2.9 % increase occurred in 1997, and
the short-term forecasts for 1998 suggest a further increase of 1.8 %. In the medium and
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long-term, poultry consumption is forecast to retain its strong growth by around 1.9 % on
average per year.

Poultry imports are forecast at around 330 000 t by the end of the forecast period. Exports
are forecast to decrease slightly from an estimated 960 000 t in 1998 to around 890 000 t at
the end of the forecast period, reflecting the reduced GATT limits for subsidised exports.

Under the above-presented assumptions, poultry production is expected to increase by
between 1.7 % and 2.1 % per annum from 1998 onwards, reaching around 9.9 mio t in the
year 2005.

Sheep and Goat

Reduced availability and relatively high prices characterised consumption of sheep and goat
meat in 1997, which declined by 3.0 %. However, production and also consumption is
expected to recover in 1998.

In the medium and long-term, a slight downward trend for both production and consumption
is expected. Imports could slightly increase in response to somewhat better use of market
access commitments granted to some third countries.

Milk and dairy products

Total cow’s milk production is forecast to decline from an estimated 120.8 mio t in 1997 to
around 120.4 mio t in 1998. In the future, based on the assumption that milk quotas in the
EU will remain unchanged, production is expected to decline slightly each year to reach
about 119.7 mio t by 2001 and 118.6 mio t by 2005. Around 94 % of this quantity will be
delivered to dairies, the remainder being used on farms and for direct sales.

It is expected that the downward trend in the number of dairy cows will continue. This is
the consequence of the slightly decreasing milk production and an expected further increase
in milk yields. Thus, the dairy cow herd is forecast to drop from 21.7 mio head in 1997
(result of the December survey) to around 20.1 mio head in 2001 and 18.6 mio head in 2005.

Cheese

Domestic use of cheese is expected to continue its increase, but more modestly than in the
past. Total consumption of cheese is expected to increase by around 1.1 % annually until
2001 and by around 1 % per year subsequently.

For cheese exports, it is assumed that, in the context of a status-quo-policy, the reduction in
subsidised exports due to the GATT commitments can only be partly compensated by an
increase in non-subsidised exports. The forecasts on imports of cheese are based on the
assumption that the actual level under current access will be maintained and that, in addition,
imports of cheese under GATT minimum access and other market access agreements will

increase.

Based on the above trends in domestic use and external trade, it is expected that cheese

production will continue to rise, but at a lower rate than internal consumption. Scope for

further growth in the cheese production is limited especially by the constraining nature of the
13



GATT commitments for exports. Cheese production will continue to absorb increasing
quantities of milk, but less than compared to a situation without these constraints. These
quantities of milk, which would normally be allocated to cheese production, are likely to be
used by dairies for the manufacture of other dairy products, in particular butter and skimmed
milk powder (which can be sold into intervention).

Butter

A further decrease in domestic consumption of butter is expected by the year 2005, but at a
lower rate than in the past (-0.8 % per year). Butter production is expected to decrease
slightly over the 1998-2005 period, reflecting not only the reduced milk deliveries to dairies
but also the fact that more milk is used in the manufacturing of other dairy products.
Imports of butter should remain more or less stable around the current level. On the export
side, the margin with respect to GATT commitments on subsidised exports appears more
than sufficient. However, relatively high level of exports (around 250 000 t at the end of the
forecast period, compared to 200-230 000 t actually) would be necessary in order to keep
intervention stocks down (assuming a minimum stock level of around 40 000 t). At least in
most recent years, demand on world markets was not sufficient to absorb such large
quantities.

Skimmed milk powder

For skimmed milk powder (SMP), forecasts indicate a further drop in consumption, mainly
in animal feed use, while human consumption is prospected to increase slightly. Due to
lower availability of milk and increasing use of skimmed milk in the manufacture of other
dairy products (fresh products, cheese), SMP production is likely to decline also, but to a
lesser extent than consumption.

On the other hand, imports of SMP are expected to increase (due to GATT minimum access
and other market access commitments), while subsidised exports are limited. It is not
expected that EU exports of SMP will exceed 250 000 t in coming years. In this case, the
forecasts envisage a situation where EU intervention stocks of SMP tend to increase until
2002 and to ease somewhat at the end of the forecast period.

Chapter I  Prospects for agricultural markets in the associated Central European
Countries

This chapter provides an overview of the current situation and the expected long-term
developments by the year 2005 for a number of the main agricultural commodity sectors of
the ten associated Central European Countries (CECs), which are candidates for
accession to the European Union. While in the 1997 Publication Long Term Prospects, the
adoption of the CAP was assumed to take place from 2003 onwards, the following
projections are based on the hypothesis of the status-quo policy in the CECs. This could
explain some discrepancies between this year’s and last year’s forecasts.
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Cereals

Area grown with cereals is expected to continue to increase and reach 25.4 mio ha by
2005/06. This increase is expected to take place in all the CECs, and in particular in Poland,
while Romania is projected to remain the only country to exhibit a minor decrease.

A continued increase in the cereal yield is expected due to better use of inputs. Annual yield
increases are foreseen to be between 1 and 3 % in most countries. Based on these area and
yield assumptions, the total cereal production in the CECs could reach 92 mio t in 2005/06
compared to about 82 mio t in 1997/98. Poland, Romania and Hungary will account for
66 mio t hereof, or 31.5, 20 and 14.5 mio t each respectively.

On the consumption side a slight increase in the human per capita consumption is foreseen.
On the other hand, the use of cereals in animal feed is expected to increase from 45 mio t in
1997/98 to over 52 mio t in 2005/06. Total internal use of cereals in the CECs is foreseen to
reach nearly 83 mio t by the end of the forecast period, compared to 74 mio t in 1997/98.

The above-mentioned figures for production and consumption indicate that the CECs in
2005/06 will have a positive balance of 9 mio t. The countries with an expected exportable
surplus are Hungary (4.5 mio t), Romania (2 mio t) and Poland (1.5 mio t).

Oilseeds

Oilseed area is expected to increase from 2.6 mio ha in 1997/98 to 3.2 mio ha in 2005/06.
This increase should occur particularly in Romania (sunflower seed) and Poland (rapeseed).
Average yields are expected to show annual growth of more than 2 % and attain 1.83 t/ha in
2005/06. Based on these area and yield forecasts, the total oilseed production is projected to
reach 5.8 mio t in 2005/06, compared to the drought/frost affected 1997/98 crop of 3.5 mio t
and 4.0 mio t in 1996/97.

A relatively large increase in the use of oilseeds in the CECs is expected from a current
figure of around 4 mio t to 5 mio t in 2005/06. During the forecast period the CECs are
forecast to increase their exportable quantities of oilseeds from a few 100 000 t to just
below 1 mio t in 2005/06. Main exporters are expected to be Hungary and Poland, each with
around 300 000 t in annual export.

Milk

The total production of cow milk is expected to increase from 28 mio tin 1997 to 31.5 mio t
in 2005 due to the increase in yield (around 1.8 % per year). Poland is the largest producer
country with a production around 14 mio t in 2005.

It is expected that the human consumption of fresh milk will recover some of the losses
observed in the previous years, and the per capita use of fresh milk is projected to increase
from 164 kg in 1997 to 172 kg in 2005. The total fresh milk consumption is therefore
expected to increase from 17 mio t in 1997 to 18 mio t in 2005. An increase in the use of
milk for processing is also expected. Thus the total use of milk is foreseen to increase from
26.2 mio t in 1997 to 30.0 mio t in 2005. This leaves the CECs with a positive balance of
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2.2 mio t in 2005 compared to 2.0 mio t in 1997. The quantities available for export will in
particular rise in Poland and Lithuania.

Beef

Total beef and veal production is expected to increase from 1.25 mio t in 1997 to 1.4 mio t
in 2005. Most of this increase is projected to take place in Poland, Romania and Hungary.

The demand is only expected to show a modest growth during the forecast period after the
significant decrease during the years 1989 to 1997. Total use in the CECs is seen to increase
from 1.24 mio t to 1.34 mio t. This leaves the CECs with a small exportable quantity,
mainly in Poland.

Pig meat

Total pig meat production is expected to increase by 0.7 mio t from 4.5 mio t in 1997 to
5.2miot in 2005. The increase in production is mainly demand driven, since the total
demand of pig meat in the CECs is expected to increase from 4.1 mio t in 1997 to 4.8 mio t
in 2005. The increase will be particular strong in Poland and Romania.

The development in production and internal use leaves the CECs with a balance of around
400 000 t available for export in 2005 compared to 250 000t in 1997. Due to the CECs
WTO export commitments, most of these quantities would have to find an export market
without export subsidies. Most of these exportable quantities are of Polish and Hungarian
origin.

Poultry

Total poultry meat production is expected to increase by 30 % from 1.6 mio t in 1997 to
2.1 mio t in 2005. Poland is the most important producer, with production projected to reach
750 000 t in 2005, followed by Romania and Hungary which are forecast to produce around
400 000 t each in 2005.

Total domestic use is expected to increase slightly less, thereby increasing the quantities
available for export by the end of the period. Hungary is the main exporter of poultry meat
with around 100 000 t annually. However, by the end of the period, it is expected that also
Poland and Romania should be able to develop a significant export.

Chapter III Prospects for world markets

There is a broad consensus among analysts that the medium-term outlook for agricultural
products will be characterised by a strong growth in demand that will generate a sustained
expansion in trade. Prospects for an increased consumption of food products, mainly in the
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developing countries, combined with the limited possibilities to proportionally increase
domestic production, are expected to boost world trade and strengthen world prices above
their long-term declining trends. The expansion of demand from the non-OECD regions, in
particular in Asia and Latin America, will constitute the main driving force behind these
favourable prospects.

Although the situation of agricultural markets is expected to improve significantly as
compared to the late 1980s and the early 1990s, it is important to stress that it remains
subject to some uncertainties, notably in view of growing concerns about future economic
perspectives at world level. These uncertainties should moderate the strong pattern
forecasted by most analysts for future trade and prices growth.

Cereals

The medium-term outlook for cereal markets is expected to demonstrate a tight situation
derived from a strong rise in demand from developing countries. Higher cereal consumption,
fuelled by economic and population growth as well as dietary changes, is forecasted to boost
cereal imports in a large number of non-OECD countries, including China, North Africa and
Latin America.

After 15 years of relative stagnation, cereal trade is expected to increase by more than 20 %,
with coarse grains exhibiting a stronger pattern driven by increasing meat consumption in
many developing countries and the ensuing expansion of their livestock sector. Global trade
in coarse grain will strengthen with annual growth averaging around 4 %, whereas wheat
trade is projected to grow by an annual average of about 2.5 % over the 1997-2005 period.

After bottoming out in 1997/98 and 1998/99, world prices will follow an upward trend up to
2005. According to FAPRI and USDA forecasts, wheat prices should range in 2005/06
between 166 $/t and 187 $/1, whereas maize and barley prices should develop to between
119 $/t and 143 $/t.

Oilseeds

The oilseed sector is expected to exhibit strong demand for vegetable oils and oilseed meals,
benefiting from the expansion of the feed-livestock sector, that should generate further
expansion of trade in oilseeds and oilseed products and support prices over the outlook
horizon. The prices of oilseeds and oilseed products are expected to decline in the short-term
from the high levels reached in recent years, before strengthening over the rest of the period.
The strong dependence of the trade in vegetable oil from developing countries makes the
outlook very sensitive to the economic prospects in these countries.

Meat

The prospects for an increase in the consumption of meat in response to income growth, in
particular in transition economies and rapidly industrialising economies, are expected to
stimulate world trade and strengthen world prices for meat over the medium and long-term.
Beef trade is forecasted to increase by approximately 1 mio t (i.e. more than 20 %) over the
1997-2005 period. Pig meat trade is projected to climb to between 0.4 to 0.7 mio t over the
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same period. Global trade in poultry meat is also projected to trend upward, with rises
ranging from 0.8 to 2.4 mio t according to different analyses. Beef and poultry prices should
strengthen over the medium-term, supported by strong demand, whereas pig meat prices are
projected to stagnate or decline slightly in line with their long-term trend.

Milk and dairy products

Stimulated by increasing consumption and higher producer prices, milk production is set to
expand in a number of countries, mainly outside the OECD area and in those OECD
countries that do not use production quotas. According to the FAO, world cow milk
production is likely to increase by more than 60 mio t (+11.4 %) from 1997 to 2005, of
which the bulk in India, some other Asian countries (China, Pakistan) and several countries
in South and Latin America (Brazil, Argentina, Uruguay, Mexico).

International trade should be stimulated from increasing demand for most dairy products,
with the exception of SMP. In general, those countries for which an increase in milk
production is predicted will mostly benefit from this evolution. Dairy prices on world
markets are predicted to be somewhat lower compared to the year 1995, but should remain
above the level experienced in the early 1990s. Price prospects for cheese are more
optimistic than for the other dairy products.

Key issues

The outlook for agricultural markets over the next decade is fairly positive when compared
to the situation in the 1980s and early 1990s. However, it must be stressed that these trade
and price projections are particularly sensitive to critical assumptions regarding economic
growth, as well as future supply, demand and policy developments not only in the main
importing countries but also in exporting countries.

In this regard, two main areas of uncertainties can be identified:

e Economic perspectives: growing concerns over economic prospects throughout the world
and the sustainability of the strong economic growth exhibited in some regions over the
past decade (in particular in China and South East Asia) should moderate the medium-
term outlook even though they are expected to mainly affect short-term development.

e Scope for production growth: future production growth in the main importing countries
is forecasted to be outpaced by the rise in consumption. If availability of additional land
is expected to be limited in most regions, potential for further improvement in
productivity clearly remains a source of uncertainty.

In view of these uncertainties, a cautious assessment of the favourable prospects of
agricultural markets is deemed necessary. Even if the main trends in market fundamentals
can be expected to be positive over the medium and long-term, they remain subject to some
uncertainties, both on the supply side (potential for a more rapid adjustment in production)
and on the demand side (slower economic growth in major importing countries).
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These uncertainties may be expected to moderate the strong pattern for future growth
in trade and prices as forecasted by almost all analysts, although the situation of
agricultural markets should remain significantly better than in the late 1980s and the
early 1990s.
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1. Introduction and macro-economic environment
1.1 Introduction

This chapter summarises the main results and underlying assumptions of long-term forecasts
for some key agricultural products (i.e. cereals, oilseeds, meat and milk products) in the
European Union for the period 1998-2005. The results presented are the final outcome of
different approaches (econometric methods, statistical analyses, specific assumptions, expert
judgements, etc.), depending on the products and variables concerned, based on the
agricultural statistics available on the 15.08.1998.

These projections are not intended to constitute a forecast of what the future will be,
but instead a description of what may happen under a specific set of assumptions and
circumstances. The most important assumption concerns agricultural policy, which is
assumed to remain unchanged over the whole forecast period. This implies that all policy
instruments and measures are expected to operate under the current rules or within the

changes foreseen (status-quo forecasts).

The second assumption relates to trade in agricultural products and, in particular, to the
commitments derived from the GATT agreement. It has been assumed that all GATT
commitments regarding imports and subsidised exports will be fully respected. Thus,
unless otherwise stated, exports are expected to amount to the annual GATT limits, whereas
imports under normal and minimum access are supposed be fully fulfilled. In addition, the
GATT commitments have been assumed to remain unchanged for the 2001-2005
period.

1.2 The macro-economic environment

Latest Commission (DG II) short-term estimates from spring 1998 confirm the expected
recovery in the economic situation of the European Union, despite an international
environment that turned out to be less favourable due to turbulence on Asian financial
markets. Prospects for a continuation of the recovery were considered quite positive as the
driving force for growth has gradually shifted from exports to domestic demand. The
continued absence of inflationary pressure, the rapid budgetary consolidation, a policy-mix
supportive to growth and sound demand and supply-side fundamentals were all expected to
strengthen the economic recovery.

Table 1.1 Assumptions on macro-economic variables in the European Union, 1996 — 2005

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005
Population (in mio) 3726 3737 3748 3759 377.0 3780 379.1 380.1 3812 381.8
Inflation (in %) 26 2.1 1.9 2.0 2.0 2.0 2.0 2.0 2.0 2.0
GDP growth (in %) 1.8 2.7 2.8 3.0 3.0 3.0 3.0 3.0 3.0 3.0
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2. Cereals
2.1 Supply
Area allocation

Total area allocated to cereals is forecast to decline from 37.9 mio ha in 1997/98 to
37.1 mio ha in 1999/00, in line with the increase in the rate of compulsory set-aside from
5 % in 1997/98 to 10 % in 1999/00. From 2000/01 onwards the set-aside rate is assumed to
be set back at its base rate of 17.5 %, resulting in a total cereal area relatively stable at
around 35.9 mio ha. In comparison with the Commission’s 1997 Long Term Prospects, this
represents a drop of about 0.4 mio ha due to a higher level of land set-aside than previously
projected. Obligatory set-aside is now forecast to have a stronger impact on the level of land
available for production as the area grown within the general scheme is expected to be higher
than originally forecast. Yet, voluntary set-aside is estimated to remain at around 0.5 mio ha.
This decline in cereal area will mainly affect coarse grains, in particular barley and other
cereals (of which mainly oats and rye).

Table 1.2 Cereal area allocation in the European Union, 1996 — 2005 (mio ha)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Total wheat 169 172 172 172 169 171 172 173 174 175
Soft wheat 138 140 140 141 137 139 140 141 142 143
Durum wheat 34 31 32 32 32 32 32 32 32 32

Total coarse grains 198 207 203 199 188 188 187 186 185 184
Barley 114 119 116 114 108 107 106 106 105 105
Maize 41 43 42 41 39 40 40 40 41 41
Other cereals 43 45 46 43 41 41 40 40 39 39

Total cereals 368 379 375 371 357 359 359 359 359 359

‘Set-aside rate 70.0% 5.0% 50% 10.0% 17.5% 17.5% 17.5% 17.5% 17.5% 17.5%

Soft wheat area is expected to remain stable at around 14.1 mio ha in 1998/99 and 1999/00.
Then, it should drop to 13.7 mio ha in 2000/01 reflecting the higher rate of set-aside, before
expanding regularly afterwards to reach 14.3 mio ha in 2005/06. The projected expansion in
soft wheat area is expected to be slower than originally expected'. This is due to observed
modifications in producer’s response to price changes since the 1992 reform and the recent
slow down in the upwards long-term trend in soft wheat area. Area with durum wheat is
forecast to increase slightly from 3.1 mio ha in 1997/98 to 3.2 mio ha in 2005/06 in the wake
of the new common market organisation.

On the opposite, barley area is forecast to drop from 11.9 mio ha in 1997/98 to 10.8 mio ha
in 2000/01 following the increase in the set-aside rate. From 2000/01 onwards, the high level
of compulsory set-aside should affect barley more than other cereals (as was observed over
the 1993-1998 period), mostly for agronomic and economic reasons. Maize area is forecast

' In its 1997 Long Term Prospects, the Commission forecasted an increase in soft wheat area from
14.4 mio ha in 2000/01 to 14.8 mio ha in 2005/06.

24



to remain broadly stable at around 4 mio ha, thanks to steadier maize prices than those of
other coarse grains.

Graph 1.1 Cereal area allocation in the European Union, 1980 — 2005 (mio ha)
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Yields

Yield trends observed over recent years are assumed to continue over the forecast period.
The upsurge in yields in the most recent years as well as the return to a higher set-aside rate,
which should remove the least productive land from production, should contribute to
reinforce this trend.

Table 1.3 Cereal yield forecasts in the European Union, 1996 — 2005 (t/ha)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Soft wheat 66 62 67 65 67 68 69 70 74 72
Durum wheat 26 23 28 28 28 28 29 29 29 29
Barley 46 44 45 42 42 42 42 43 43 43
Maize 84 89 84 86 87 89 90 92 94 95
Other cereal 41 42 41 40 41 42 42 43 43 44
Total cereals 55 54 56 54 55 56 57 58 59 59

The average cereal yield is forecast to increase from 5.28 t/ha for the 1995/96-1997/98
period to 5.94 t/ha in 2005/06. Maize and soft wheat would gain most with an annual
increase estimated at around 0.15 t/ha and 0.11 t/ha respectively. Durum wheat and barley
will record the lowest yield increases.

Graph 1.2 Cereal yields in the European Union, 1980 — 2005 (t/ha)
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Production

Total harvested cereal production is forecast to rise from 203.6miot in 1997/98 to
213.2 mio t in 2005/06. This production level is strongly influenced by the yield forecasts.
Achieved in the context of a 17.5 % set-aside rate, these projections may be considered as
relatively high compared to the 1996/97-1997/98 average of about 203 mio t, which has been
reached with lower obligatory set-aside. However, slower growth in soft wheat area will lead
to a downward shift in the total wheat production. Total wheat production is forecast to
increase from 94.7 miot in 1997/98 to 112.3 mio t in 2005/06. Coarse grain production is
expected to decline from 109 mio t in 1997/98 to 96.3 mio t in 2000/01 and then to increase
slightly to 100.9 mio t in 2005/06 due to higher yields. In 2005/06, barley will still constitute
the most important coarse grain with 45.2 mio t, followed by maize with 38.6 mio t.

Table 1.4 Cereal harvested production forecasts in the EU, 1996 — 2005 (mio t)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Total wheat 99.0 947 103.2 101.0 100.1 103.4 1056 108.0 1102 1123
Soft wheat 90.8 875 944 922 911 943 964 98.7 1008 102.9
Durum wheat 8.2 7.2 8.8 8.8 9.0 9.0 9.1 9.2 9.3 9.4

Total coarse grains  104.1 109.0 106.0 1003 963 974 985 992 100.0 100.9
Barley 519 52,1 524 476 453 452 451 450 451 452
Maize 345 383 350 352 341 352 365 372 379 386
Other cereals 177 186 186 175 169 170 170 17.0 171 17.1

Total cereals 203.1 203.6 209.2 201.3 196.4 200.8 2041 2072 2102 2132

2.2 Internal demand

Total demand for cereals is forecast to increase from an estimate of 175.3 mio t in 1997/98 to
180.6 mio t in 2005/06. This growth in cereal demand would be generated by both feed (+2.2
mio t) and non-feed use (+3.1 mio t).

Table 1.5 Cereal demand forecasts in the EU, 1996 — 2005 (mio t)
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1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Total wheat demand 80.8 82.6 81.7 84.4 855 865 87.3 88.2 89.0 89.4
Feed demand 3.3 365 360 371 377 382 386 391 396 396
Non-feed demand 445 46.1 457 47.2 47.8 48.3 48.7 49.1 49.5 49.7

Total coarse grains demand 920 927 933 923 919 915 913 912 912 913
Feed demand 707 716 720 715 711 708 706 705 705 707
Non-feed demand 213 211 213 208 208 208 207 207 207 206

Total cereals demand 172.8 175.3 1750 1767 1774 1781 1786 1794 180.2 180.6
Feed demand 107.0 108.1 108.0 108.7 108.8 109.0 109.2 1096 110.1 110.3
Non-feed demand 658 672 670 680 686 691 69.4 698 702 703

Feed demand

Cereal use in animal feed has steadily increased since 1993/94, from 92.7miot to
108.1 mio t in 1997/98. This increase, which is predominantly due to wheat, results from a
strong development in the total feed demand, higher price competitiveness of internal cereals
and lower imports of manioc and corn gluten feed. This growth in feed demand for cereals
has been revised upwards compared to last year’s forecasts. The revision mainly concerns
coarse grains and may be explained by the change observed in the feed demand structure
since the 1992 reform, with a significant increase in on-farm use (which is often difficult to
predict due to the indirect price impact on cereals used on-farm).

Further increase in feed use of cereals is forecast over the 1998-2005 period, though at a
lower rate than in recent years due to nutritional limits in the feed formulations. Despite
improved feed conversion rates, the steady development in pig and poultry production will
be the main driving force behind this upward trend, together with lower cereal prices. Total
feed use of cereals will reach 110.3 mio t in 2005/06, i.e. an increase of 2.2 mio t compared
to 1997/98. Wheat is expected to dominate this development with a likely increase of around
3.1 mio t over the whole period, from an estimate of 36.5 mio t in 1997/98 to 39.6 mio t in
2005/06. Conversely, feed use of coarse grains will stagnate around 71 mio t.

The market share of individual cereals in total demand for feed is mainly dependent on the
development in its relative market price. Although soft wheat consumption should mostly
benefit from parallel price evolution, a different pattern of price changes could give rise to a
different situation. Since barley and other cereals appear to be less price-responsive and
oilseed prices are expected to remain firm over the period, much should depend from the soft
wheat/maize price relationship. High cereal production and stock figures will lead to prices
close to or even slightly below intervention levels, favouring soft wheat consumption.
Furthermore, maize prices are expected to show a stronger pattern in line with sustained
demand and relatively lower availability.

Food and other uses

Food and other uses of total cereals are forecast to increase from estimated 67.2 miot in
1997/98 to 70.3 mio t in 2005/06. Similar to the increase in feed demand, this growth is
expected to benefit mostly wheat with a rise of 3.6 mio t, in particular for industrial uses
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such as starch. Use of coarse grains is forecast to stagnate over the same period, continuing
its long-term trend.

2.3 External trade

Quantities exported are assumed to stay strictly within the annual limit for subsidised exports
set by the GATT agreement (i.e. 26.4 mio t for total cereals over the 2000-2005 period).
Significant unsubsidised exports are not considered in the context of these forecasts under
expected market and exchange rate conditions.

The export volume includes an additional 1.5 mio t for food aid (even if this level of food aid
has not been reached recently), but excludes 0.4 mio t of exported potato starch. In the
context of these forecasts, it is assumed that no use will be made of the possibility to carry-
over unused rights for subsidised quantities from one period to the next.

Imports are projected to amount to 5 mio t from 1998/99 onwards, including imports under
the GATT commitments.

2.4 Balance sheet

The balance sheets presented below show that the cereal market in the EU is likely to be
characterised by a relatively difficult situation. Total stocks are likely to rise from around
46 mio t over the 1998/99-2001/02 period to 72.3 mio t in 2005/06, of which 50.6 mio t in
intervention stores. The increase in the set-aside rate from 5 % in 1998/99 and 10 % in
1999/2000 to 17.5 % in 2000/01 will merely contain the development of total cereal stocks at
around 45 mio t up to 2001/02.

Table 1.6 Total cereals balance sheet in the EU, 1996 — 2005 (mio t)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Usable production 202.1 2023 208.3 200.6 1957 200.1 2034 206.5 2095 2125
Consumption 172.8 1753 1750 176.7 177.4 1781 1786 179.4 180.2 1806
Imports 48 49 5.3 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Exports 283 232 290 281 264 264 264 264 264 264
Beginning stocks 224 281 368 464 472 441 448 482 539 618
Ending stocks 281 368 464 472 441 448 482 539 618 723
o.w. intervention stocks 24 142 244 260 229 234 268 324 402 506

Graph 1.3 Total cereals balance sheet in the EU, 1996 — 2005 (mio t)
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In the short-run, most of these stocks will be coarse grains since low wheat prices should
favour wheat consumption at the expense of coarse grains. However, in the longer-run, the
stronger development in wheat area and yields is forecast to increase wheat production well
over internal consumption capacity and GATT export volumes. Wheat stocks are likely to
grow at an increasing speed to reach 47 miot in 2005/06, of which about 36 miot in
intervention.

Table 1.7 Wheat balance sheet in the European Union, 1996 — 2005 (mio t)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Usable production 987 94.0 1029 100.7 99.8 103.1 1053 107.7 109.9 112.0
Consumption 80.8 826 817 844 855 865 873 882 89.0 894
Imports 20 3.0 1.6 1.9 1.9 1.9 1.9 1.9 1.9 1.9
Exports 166 142 174 174 159 159 159 158 159 159
Beginning stocks 95 128 130 184 195 197 222 261 316 384
Ending stocks 128 130 184 195 197 222 261 316 384 470
o.w. intervention stocks 0.5 2.6 8.0 94 9.5 11.8 157 21.0 277 363
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Graph 1.4 Wheat market in the European Union, 1996 — 2005 (mio t)
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The coarse grain market is not forecast to deteriorate further since the increase in the rate of
compulsory set-aside in 1999/00 and 2000/01 is expected to reduce significantly the
development of coarse grain production. This limited increase in production, combined with
a stagnating consumption and the GATT constraints on subsidised exports, will have little
impact on the market balance. Ending stocks will be contained between 22 and 28 mio t over

the whole forecast period, with 14.4 mio t in public stocks at the end of 2005/06.

Table 1.8 Coarse grains balance sheet in the EU, 1996 — 2005 (mio t)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Usable production 103.4 1083 1054 999 959 970 981 988 99.6 1005
Consumption 920 927 933 923 919 915 913 912 912 913
Imports 28 1.9 3.7 3.1 3.1 31 31 31 3.1 3.4
Exports 11.7 90 16 11.0 104 104 104 104 104 104
Beginning stocks 129 153 238 280 277 244 226 221 223 234
Ending stocks 153 238 280 277 244 226 221 223 234 253
o.w. intervention stocks 19 116 164 166 134 16 111 114 125 144

This rather gloomy outlook for the EU cereal market is conditional on the development of
the world cereal markets, both in volume and relative prices, and the ability of the European

Union to export significant quantities onto the world market (with or without subsidies).

Graph 1.5 Coarse grains market in the EU, 1996 — 2005 (mio t)
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However, given the current level of support prices, only a strong and steady pattern of cereal
prices and trade on the world market would enable the EU to avoid growing imbalances on
its markets and rapidly accumulating cereal stocks.

Even if the perspectives for the world cereal markets over the next seven years are more
positive, their ability to secure a stable and sustained market outlet for the balance of the EU
internal markets remains very questionable due to the expected high level of economic,
policy and market uncertainties’.

Finally, it should be mentioned that this market situation is also dependent on the
development of oilseed prices on the world market. In view of the expected favourable
prospects for oilseed prices over the medium-term, a situation where EU arable crop
producers would shift land from cereal to oilseed production should not be totally excluded.

3. Oilseeds

Most market analysts foresee a decline in world oilseed prices in the short-term following
the high levels achieved in recent years. Yet, over the medium-term, oilseed prices are
expected to display a stronger pattern and will likely return to levels of around 250-270 $/t.
These favourable prospects on world markets should sustain oilseed production in the
European Union. However, it is assumed that the limitations imposed by the Blair House
agreement will limit the development of oilseed area allocated to “food” oilseeds (that
includes the area grown with oilseeds whether with crop specific or small producer

payments)’.

Consequently, after an estimated overshoot of the separate base area of around 3 % in
1998/99, the area allocated to “food” oilseeds is expected to decline in 1999/00 and 2000/01

2 In that perspective, even the plausibility of a 17.5 % set-aside rate assumption may be questionable.

> The “non food” oilseeds area corresponds to the oilseeds grown on set-aside land, but for which the output
is not primarily intended for human or animal consumption. (Additionally, the Blair House agreement
foresees that the EU should take appropriate action if the by-products exceed 1 mio t, expressed in soya
bean meal equivalent).
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in line with the increase in the rate of set-aside. From 2000/01 onwards, it should remain
relatively stable at around 4.6 mio ha. However, this does not preclude that the short-term
development in the market price relationship between oilseeds and cereals may favour
oilseeds and lead to an overshoot of the separate base area.

Table 1.9 Qilseed area allocation in the EU, 1996 — 2005 (mio ha)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Rape seed 27 28 31 32 32 31 31 31 31 31
Sunflower seed 25 24 24 21 20 21 21 21 21 21
Soya beans 0.3 0.5 0.5 0.4 0.4 0.4 0.4 0.4 0.3 0.3
Total oilseeds 55 57 59 57 56 56 56 56 56 56
~Food 28 53 55 50 46 46 46 46 46 46

Non food 07 04 04 07 10 10 10 10 10 10
Set-aside rate 70.0%  5.0%  50% 10.0% 17.5% 17.5% 17.5% 17.6% 17.6% 17.5%

Non-food oilseed area is estimated to adapt to the level of set-aside rate. From 0.4 mio ha in
1998/99, it is expected to 0.7 mio ha in 1999/00, before stabilising at around 0.95 mio ha
over the 2000-2005 period.

Among the three main types of oilseeds grown in the European Union, rape seed is expected
to confirm its position as the most important oilseed with around 3.1 mio ha over the forecast
period.

Graph 1.6 Oilseed (food) area allocation in the EU, 1980 — 2005 (mio ha)
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Despite a certain decline in the late eighties and early nineties, oilseed yields are expected to
increase in the medium-term. This should mainly concern rape seed and soya bean, whereas
sunflower seed yields are likely to stagnate.

Table 1.10 Oilseed yields in the EU, 1996 — 2005 (t/ha)
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1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Rape seed 2.7 3.0 3.1 29 3.0 3.0 3.1 3.1 3.2 3.2
Sunflower seed 1.6 1.8 1.6 1.7 1.7 1.7 1.7 1.7 1.7 1.7
Soya beans 3.1 3.5 3.2 3.3 3.3 3.3 3.4 3.4 3.4 3.5
Total oilseeds 22 2.5 2.5 2.4 25 25 25 25 25 2.6

Oilseeds (food) production is forecast to drop from 13.4 mio t in 1997/98 to 11.3 mio t in
2000/01, mainly due to the reduction in the area allocated to oilseeds as a consequence of the
change in the set-aside rate. It should then increase slightly to around 11.9 mio t. Non-food
oilseed production is also expected to evolve together with the set-aside rate and reach about

2.8 mio t in 2005/06.

Table 1.11 Oilseed harvested production in the EU, 1996 — 2005 (mio t)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Rape seed 73 86 94 92 93 94 95 096 98 99
Sunflower seed 4.1 4.2 3.8 3.5 34 3.5 3.5 35 35 3.6
Soya beans 10 16 17 14 12 12 12 12 12 1.2
Total oilseeds 12.4 145 149 141 139 141 142 144 145 14.7
™ Food 10.7 134 13.7 122 11.3 114 115 116 118 11.9
Non food 1.7 11 12 19 26 27 27 27 28 28
"Set-aside rate 10.0%  5.0%  5.0% 10.0% 17.6% 17.56% 17.5% 17.5% 17.56% 17.5%
4. Meat and livestock
4.1 Beef

Beef/veal production has been strongly influenced by the BSE scare, in particular by the
crisis in 1996. The slaughtering policy immediately adopted in the UK and the emergency
measures, decided in autumn of 1996 in the wake of the crisis, had a profound impact on the
beef cycle, which has been in an upward phase since 1995. The peak of production in this
cycle had been expected for the end of 1996/beginning 1997. The fact that production figures
for 1996 (7.950 mio t) and 1997 (7.890 mio t) are lower than those for 1995 (7.970 mio t) is
due to the exclusion of slaughtering of all animals eliminated from the food chain (animals
over 30 months, calves entering into the processing scheme). If these animals had been
included (around 1.4 mio processed calves and nearly 2 mio other cattle, the two years 1996
and 1997 taken together), overall production would have been estimated at around 8.280 mio
tin 1996 and 8.150 mio t in 1997.

Monthly slaughtering figures for the end of 1997 show the first impact of the emergency
measures decided in October 1996 (calf processing and early marketing). However, the main
impact is expected for 1998 and 1999. Consequently, beef production is forecast to drop by —
3.6 % in 1998, reaching 7.6 mio t, and by a further —2.3 % in 1999. In the years after, beef
production is expected to resume, reaching its next cyclical top in the year 2002, and then
entering in the downward phase at the end of the forecast period. Compared to the 1997
Commission’s publication Long Term Prospects, the below presented forecasts are
somewhat different. This is mainly due to the incorporation of the real figures on slaughtered
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animals under the different BSE schemes, instead of rough estimates at that time.
Furthermore, the analytical work on the theoretical beef cycle has been updated and includes
now also the most recent cycle.

Beef/veal consumption in 1997 recovered by 2.7 % (per capita: +2.4 %) from the extremely
low level experienced in 1996, where under the influence of the BSE scare consumption
dropped by —7.4 % (per capita: -7.7 %). At least until now, this evolution confirms the
working assumption made by the Commission services in the context of the Long Term
Prospects of 1997, i.e. that per capita beef consumption will gradually recover to its long-
term trend. It is assumed that this will be the case by the year 2001. From 2002 onwards, per
capita beef consumption is expected to once again follow its long-term declining trend and
reach about 18.9 kg by 2005. This long-term declining trend can be explained by the fact
that, even before the BSE crisis in 1996, beef consumption was expected to fall, and even
though demand for beef would normally benefit more than other meat from favourable
economic prospects in the medium-term. The main explanatory factor behind this evolution
is the lower price-competitiveness vis-a-vis other types of meat. Thus, total beef/veal
consumption is forecast to increase from 6.9 mio t in 1996 to 7.3 mio t in 2001 and then to
decline to 7.2 mio t in 2005.

Trade development is assumed to respect the GATT commitments, with imports more or
less stable at 0.4 mio t over the forecast period. Exports are assumed running at their
maximum level under the GATT limits for subsidised exports®, excluding non-subsidised
exports given the current and the expected prices on internal and world markets for the next
years.

Table 1.12 Beef/veal balance sheet in the EU, 1996 - 2005 (‘000 t cwe)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

Production (gross) 8068 7934 7625 7445 7545 8030 8301 8001 7678 7556
Import of live animals 36 4 50 50 50 50 50 50 50 50
Export of live animals 154 89 75 70 70 70 70 70 70 70
Production (net) 7950 7886 7600 7425 7525 8010 8281 7981 7658 7536
Consumption 6924 7109 7220 7275 7308 7319 7291 7263 7235 7198
Imports 358 384 400 400 400 400 400 400 400 400
Exports 961 965 900 835 783 752 752 752 752 752
Beginning stocks 18 434 630 510 226 60 400 1038 1405 1477
Ending stocks 434 630 510 226 60 400 1038 1405 1477 1464
p.c. cons. (kg) 18.58 19.02 19.26 19.35 1939 19.36 19.23 19.11 1898 1885

Based on the assumptions and forecasts outlined above, the beef balance sheet shows that
beef stocks, reaching 630 000 t at the end of 1997, are expected to decline between 1998 and
2000. From 2001 onwards, higher levels of production combined with lower internal and
external demand (due to the GATT constraints) are forecast to affect the beef market balance
and lead to an accumulation of stocks in the second half of the forecast period.

4 In fact, this assumption depends strongly from the further evolution of the economic situation in Russia. In

1997, Russia accounted for around 40 % of all EU beef meat exports.
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Graph 1.7 Beef/veal market in the EU, 1996 - 2005 (mio t)
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4.2  Pig meat

In 1996, per capita consumption of pig meat increased by 1.7 %, partly reflecting a
consumer shift from beef/veal to other meats in the wake of the BSE crisis. In the context of
the publication Long Term Prospects, a further increase in consumption was forecast for
1997 but the outbreak of classical swine fever in several Member States, in particular in the
Netherlands, changed completely the short-term situation in the sector. In fact, consumption
in 1997 decreased slightly by —0.2 % due to reduced supply and relatively high prices.
However, the situation is now under control and pig production is recovering. Pig meat
consumption is expected to resume its upward tendency. Especially in 1998, consumption
should be favoured by low prices due to significantly h