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NOTE TO THE READERS

The medium-term perspectives presented in this publication consist of a set of
market projections elaborated on the basis of specific assumptions regarding
macro-economic conditions, the agricultural and trade policy environment,
weather conditions and international market developments. They 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, which at the time of projections were judged plausible. As such,
they should be seen as an analytical tool for medium-term market and policy
issues, not as a short-term forecasting tool for monitoring market developments
and addressing short-term market issues.

This report is based on the statistical information available in April 2002. The
implications of the new US Farm Bill, the Farm Security and Rural Investment
Act of 2002, have not been incorporated into the present analysis. An update of
the medium-term projections for the EU will be provided shortly in the light of
the projected impact of the US Farm Bill on the world agricultural markets.
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Foreword

Foreword

The Directorate-General for Agriculture of the European Commission has published in
recent years an overview of market trends and medium-term projections of supply and
demand for the main agricultural commodities. This publication provides a picture of the
likely developments of agricultural markets up to 2009, based on a certain number of
assumptions and on the statistical information available in April 2002.

This report contains three chapters. The first chapter centres on the market prospects by
the year 2009 within the EU and covers the following products: cereals, oilseeds, rice,
meat, milk and the main dairy products. Chapter II provides a description of the likely
prospects of agricultural markets in the ten Central and Eastern European Countries,
which are candidates for accession to the EU. Finally, a presentation of the medium and
long-term prospects of agricultural world markets, based on reports and projections
established by various international organisations and institutes, is given in chapter III.
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Summary of the projections

Chapter I Prospects for agricultural markets in the European Union

Introduction

This chapter summarises the main results and underlying assumptions of medium-term
projections for some key agricultural products in the European Union for the period
2002 - 2009. The results presented are based on the statistical information available in
April 2002.

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 assumptions concern agricultural and trade policies,
as well as the evolution of the $/€ exchange rate:

(D

)

3)

4

All policy instruments and measures are expected to operate under the current
rules or within the changes already decided by the end of April 2002 for the 2002-
2009 period. In that perspective, the implementation of the reform of the
Common Agricultural Policy adopted in the framework of Agenda 2000 is fully
taken into account from 2000 onwards. By contrast, the implications of the new
US Farm Bill, the Farm Security and Rural Investment Act of 2002, have not
been incorporated into the present analysis.

It is assumed that all commitments taken within the Uruguay Round
Agreement on Agriculture (URAA), regarding in particular market access
and subsidised exports will be fully respected. Thus, subsidised exports are
expected not to exceed the annual URAA limits, whereas imports under current
and minimum access are fully incorporated. In addition, the URAA
commitments are assumed to remain unchanged over the 2002-2009 period.

The trade agreements that have been concluded by the EU, notably with the LDCs
and with the 10 CEECs candidate countries until April 2002 have been taken into
account in these market projections. They mainly concern the EBA initiative
with duty-free and quota-free market access on all products, except arms,
originating in the LDCs and the “double-zero” agreements with the 10 CEECs
candidate countries.

After trading at low level against the US dollar in 2001, the euro is assumed to
strengthen over the medium term as the impact of the short-term factors
contributing to the current strong depreciation of the euro may be expected to
weaken. The $/€ exchange rate would rise from 0.91 in 2002 to 0.95 in 2003 and
would appreciate further towards parity by 2006.
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1999-2000. By contrast, less favourable profitability perspectives would affect barley
area that would exhibit a 9 % drop by 2009/10.

Yield trends observed since the mid-1980s are assumed to continue over the projection
period, although at a lower rate (around 1.1 % per annum). Average cereal yields would
reach 6.20 t/ha in 2009/10, with the highest increases for maize, soft wheat and rye. After
a record cereal crop at 213.7 miot in 2000, total harvested cereal production is
estimated to drop below 200 mio t in 2001/02. It would then bounce back from 2002/03,
driven by increasing yields that would largely more than compensate the gradual fall in
total cereal area and expand significantly over the medium term to reach 226.5 mio t in
2009/10.

Owing to higher area and yield projections (2 % and 12 % respectively as compared to
1999-2000), common wheat production would rapidly expand over 100 mio t and reach
a historical high of 106 mio t in 2009. In contrast, coarse grain production would fall in
the short term from the high levels recorded in 2000, before rising slowly to
approximately 111 mio t by 2009/10 as yield growth would somewhat outpace the slow
decline in area.

The reduction in the cereal support prices following the implementation of Agenda 2000
and its translation into lower market prices for feed cereals would combine with the
moderate recovery in the prices of the oilseed complex to boost cereal competitiveness
and to generate a significant increase in domestic demand for cereals. Total cereal
demand is projected to increase steadily over the medium term, from 186 miot in
2000/01 to 200 miot in 2009/10. This 14 miot growth in cereal demand would be
broadly shared between feed and non-feed uses. Total cereal feed usage would continue
to increase over the medium term to reach 124.4 mio t by 2009/10, though at a much
more moderate pace than after the 1992 CAP reform due to slower projected growth
in meat production and lower gains in the price competitiveness of cereals. Total cereal
non-feed uses are also foreseen to rise by some 7 miot, from 69 miot in 2000/01 to
76 mio t in 2009/10 driven mainly by industrial demand (especially soft wheat).

The implementation of Agenda 2000 CAP reform and the projected decline in average
cereal prices in the EU would combine with a moderate recovery in world cereal prices
and a sustained increase in world cereal import to improve EU cereal competitiveness
and set the stage for a sustained recovery in EU cereal exports over the next seven
years. These favourable perspectives for EU cereal exports would be reinforced by a
relatively favourable $/€ exchange rate that is anticipated to further enhance the ability of
the EU to export beyond its URAA limits on subsidised exports. '

After a first fall in 2000/01 to 28.7 mio t from a high of 36.9 mio t in 1999/00, total EU
cereal exports are estimated to decline dramatically in 2001/02 to 17.5 mio t. Over the
medium term, they are projected to recover substantially -driven by wheat exports-
thanks to greater availability and exceed the annual limit for subsidised exports set by the
URAA as durum wheat, some common wheat and barley/malt would be exported
without subsidies (these projections for cereal exports remain conditional upon an export
policy that ensures the full use of the URAA limits).

Total cereal imports are estimated to almost double in 2001/02 to reach 11.9 mio t, with
8.5 mio t in wheat (of which 1.5 mio t of durum wheat), turning the EU into the world’s
largest wheat importer in 2001/02. This situation results from a combination of short-
term factors, including a relatively low wheat crop in the EU, very low or even nil import
duties and very large export supplies available in Russia, Ukraine and in some Eastern
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Oilseeds

The medium-term prospects for the oilseed sector show a significant improvement in the
production potential of oilseeds in the EU over the medium term as they would benefit
from productivity increases and improved price prospects. World prices of oilseeds and
oilseed products are projected to strengthen over the medium term fuelled by an
improved demand, notably for vegetable oil that should translate into a stronger pattern
for oil-rich oilseeds. Higher demand —in particular from the livestock sector- would
generate an increase in the consumption of oilseeds and oilseed products that should
however remain rather moderate due to the greater competitiveness of EU cereals.

After a marked fall of around 0.5 mio ha in 2000, the “food” oilseed area is estimated to
have stabilised in 2001 at 4.4 mio ha. In spite of high market prices, total food oilseed
area is projected to decline further in 2002/03, when it would bottom out at 4.3 mio ha
with the full implementation of the Agenda 2000 CAP reform. Total food oilseed area
would then rebound to 4.5 mio ha in 2003/04 before gradually increasing to 4.7 mio ha in
2009/10.

Soybean and rape seed area is expected to fall by 32 % and 14 % respectively in
2002/03 relative to 1999/00, before recovering beyond 300000 ha and 2.4 mio ha
respectively over the medium term. After a short-term moderate decrease, sunflower
seed area is foreseen to slowly increase below 2.0 mio ha until the end of the period on
account of favourable prices. Non-food oilseed area is estimated to adapt to the level of
the set-aside rate and to stagnate at around 0.9 mio ha over the 2001/02-2009/10 period
(mainly rape seed).

Despite a certain decline over the last two years, oilseed yields are expected to resume
their increase in the medium term and reach 2.8 t/ha on average in 2009/10, i.e. an
average annual growth of 1.1 % between 2002/03 and 2009/10. After falling for two
consecutive years, oilseed (food) production is projected to increase slightly over the
medium term to reach 13.5 miot in 2009/10 as yields resume rising and oilseed area
recovers. Non-food oilseed production would evolve together with the level of set-aside
and stabilise around 2.6-2.7 mio t over the medium term.

Prospects of higher demand for marketable feed products from the livestock sector would
generate over the medium term an increase in the demand for oilseeds and oilseed
products in the EU. Notwithstanding the impact of the ban on the use of meat and bone
meal in animal feed, this increase in the consumption of oilseeds and oilseed products
should remain rather moderate as these protein-rich feed products would face greater
competition from EU cereals. Given the medium-term perspectives for oilseed
production in the EU, this demand should give rise to a slight increase in imports.

Rice

The combined impact of a strong increase in rice production during the most recent years
—in particular in 1996/97 and 1997/98- and a swift rise in rice imports resulted in a rapid
_ build-up in public stores which stood at more than 600 000t of paddy rice at the
beginning of the 2001/02 marketing year. In spite of a modest short-term improvement,
the current global market imbalance is forecast to weigh heavily on the medium-term

prospects of the sector which are expected to demonstrate a gradual deterioration until
2006/07.

The progressive reduction in tariff for rice imports from LDCs adopted in the EBA
initiative is then foreseen to dramatically worsen the overall outlook as EU domestic
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The lower production in 2001, the assumed prolongation of the OTMS scheme in UK,
the quick recovery in beef meat consumption and the impact of the special measures
taken in 2000 and 2001 indicate that the balance of the EU beef market is likely not to
worsen in the next few years. Intervention stocks could be cleared already in 2003 and
no buying-in is expected over the forecast period. Variations in exports would be
expected to be sufficient in order to cope with the cyclical up and down in production.

Pig meat

At the beginning of 2001, the outbreak of FMD in UK and then in Ireland, France and
the Netherlands also perturbed the pig meat sector. Animals slaughtered and destroyed
for sanitary reasons in the areas touched by the outbreaks (around 580 000 pigs were
slaughtered and destroyed in the FMD containment and Livestock Welfare Disposal
Scheme in the UK) affected pig meat production in 2001, which reached just over 17.5
mio tons. Pig meat production is expected to increase by around 2 % in 2002, following
the positive developments of producer prices and margins over the last year and taking
into account the negative impact of the recent sporadic outbreaks of swine fever in Spain,
Germany, Luxembourg and France. However, a part of the anticipated increase in
production will take place in 2003, which is foreseen to reach 18.1 mio t (+1% compared
to the previous year). Over the long term, there is a certain scope for further expansion,
but at a slower rate than in the past. Pig meat production, which is assumed to be driven
mostly by demand (internal and external) is, thus, projected to continue its growth and
reach around 18.7 mio t by the end of the forecast period.

The drop in beef per capita consumption, which has been recorded since November
2000, had a positive impact on pig meat consumption (but clearly less than on poultry).
For the year 2002 pig meat consumption is expected to increase by around 1.5 %. The
medium and long-term outlook for pig meat consumption is in general positive since pig
meat is likely to continue to be favoured by consumers, although clearly less than
poultry. Pork per capita consumption is projected to increase from 43.7 kg in 2001 to
around 45.6 kg by the year 2009.

Imports are forecast to increase over the medium term, following the increased market
access commitments allowed under the double zero agreements with 10 accession
countries. Compared to the relatively low level of 2001 due to export restrictions that
followed the outbreak of FMD in Europe, exports are likely to be higher in 2002 and
2003, due to larger domestic availabilities. Exports are projected however to adapt to the
supply situation, and therefore contract somewhat in 2004 and then to slightly increase
over the medium term in line with higher EU production and growing international trade.

Poultry

The new BSE scare in the beef sector, which, like in the 1996 crisis, was translated into a
switch in demand towards other kinds of meat, has mostly benefited the poultry sector
(consumption increased by 6.8% in 2001 compared to 2000). Poultry production was
much quicker than pig meat to respond, with an increase estimated at around +3.7 % in
2001 compared to the previous year.

In the medium and long term, the outlook for poultry production is relatively less
positive than in the past. The recent strong increase in poultry imports (+407 000 tons
between 1999 and 2001) clearly undermines the EU production potential, as most of the
consumption growth is satisfied by imported poultry meat from Brazil and Thailand.
Furthermore, more and more traditional EU export markets are being taken over by the
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Milk and dairy products
Milk

Milk deliveries mainly reflect the evolution in the milk reference quantities that are
governing the milk sector since their introduction in the year 1984. First estimates for the
year 2001 indicate an increase compared to the low level of the year 2000, and are
expected to stabilise at around 114.5 miot in the following years. Milk deliveries are
projected to increase again by the end of the forecast period in line with the quota
increase in the years 2005-2008 which forms part of the second reform step and that is
linked to the cut in support prices.

Milk production is expected to follow the developments projected for deliveries as on
farm milk use, which is not governed by quotas, is assumed to continue its decreasing
trend and direct sales are not concerned by the increase of milk quota.

The higher milk production, linked to the quota increases decided with Agenda 2000, is
likely to slow down somewhat the long-term decline of the dairy herd. Assuming a
further increase of milk yields by around 1.4 % per year on average over the forecast
period, the number of dairy cows in the EU is projected to decline from 20.2 mio animals
recorded in 2001 (December survey) to around 18.1 mio animals by the year 2009.

Dairy products

The internal and external analysis carried out in the framework of the preparation of the
Mid Term Review of the CAP has been the opportunity to cast additional light on the EU
dairy sector, also through new methodological approaches. These analyses give a
somewhat more optimistic outlook for the EU dairy sector, notably on the demand side,
than those presented in last year's projections and allowed to adapt somewhat the
cautious approach as regards long term-projections for the major dairy products.

Cheese

The medium and long-term outlook for consumption is in general positive, but with a
slowdown in the growth rate after the big increase recorded in 2000 and 2001 (+7% in
two years). Per capita consumption is projected to rise from 18.9 kg in 2001 to about
20 kg by the year 2009.

Exports are likely to slowdown somewhat after the increase recorded in 2000 and 2001.
Over the medium term, it is expected that exports could reach about 480 000 t by 2005-
2006 thanks to larger milk availabilities linked to Agenda 2000 quota increases. This
small increase should be seen against the background of the gradual implementation of
the cut in milk support price that, together with expected higher world market prices,
should contribute to increase the competitiveness of European cheese on the world
market.

However, for the period 2006-2009, the steady growth in domestic consumption is
expected to absorb most of the increase in cheese production, leaving less to be exported.
We expect cheese exports to decrease slightly and stabilise somewhat at around 440 000 t
by 2009.
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The balance sheet for butter shows that, after a certain short-term situation of over-
supply, decreasing production should ease somewhat the pressure on intervention
stocks, which are expected to be gradually reabsorbed starting in 2004.

Skimmed milk powder

In the medium and long term, the downward trend both for production and consumption
of SMP should continue after a short interruption in 1999. Over the medium term, the
projections suggest a reduction of SMP production from 980 000 t in 2001 to around
780 000 t by the year 2009 (i.e. more than 20%). While human consumption of SMP is
projected to remain more or less stable, the use of SMP in the animal feed sector, after
the sharp drop observed in 2001, is projected to recover over the short term and then to
decline slightly over time.

Imports are projected to increase slightly each year over the medium term. SMP exports
are set to increase in the short term to reach up to 220 000 t by the year 2004 and are then
expected to decrease in line with lower production.

Overall, the strong reduction in production that is projected over the long-term (in line
with that observed in the past) together with the expected stabilisation in consumption
(that will benefit of lower prices following the implementation of the Agenda 2000 price
cut) is expected to gradually reduce current intervention stocks to zero after 2004.

Chapter I  Prospects for agricultural markets in the candidate countries from
Central and Eastern Europe

This chapter provides an overview of the current and expected medium-term
developments in a number of the main agricultural commodity sectors in the 10 Central
and Eastern European Countries (CEECs) which are candidates for accession to the
European Union'. The projections are based on a status-quo policy hypothesis. No
assumptions have been made concerning the date and conditions of entry to the EU by
the candidate countries. The projections for agricultural products are based on the
assumption of a continuous trend of real appreciation of exchange rates for national
currencies against the euro and the US dollar, which has been visible in recent years.
This leads to continuous competitive pressure on CEEC agriculture and requires rapid
restructuring, especially of the labour-intensive part, in order to maintain
competitiveness. Restructuring, and in some countries rural poverty, remains the prime
political challenge in most CEECs over the medium term.

The year 2000 was a year of extremes in the CEECs. The adjustments following the
collapse of the Russian market became fully apparent in the production figures for the
animal sector. In addition, many countries were affected by the worst drought since the
start of the transition process. Prices for agricultural commodities, especially for crops,
increased corsiderably as a response to the limited supply of cereals. Relatively high
world market prices and the practice of some Candidate Countries to largely maintain
high import tariffs and to neutralise preferential imports, which marked a significant
change of policies compared to similar situations in previous years, contributed to this
price increase.

' Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland. Romania, Slovak Republic

and Slovenia.
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In many respects the year 2001 presented a change of conditions for CEEC crop
production. Good weather conditions throughout the year led to good yields and
exceptional harvests in most CEECs. The exceptionally good weather conditions of 2001
seem unlikely to be repeated in 2002.

In 2001 and 2002 the new import and market policies of some CEECs contributed to
relatively high prices for those crops where internal production has been insufficient or
where available storage capacities allowed for the removal of critical surpluses from
domestic markets. In addition, high cereal prices have contributed to further reduce the
internal competitiveness of livestock production, particularly for pork. This has been
partly compensated for by market interventions for pork in some countries.

However recent surpluses and larger stocks for a number of agricultural products, due to
tight export markets and high transport costs, have led to reductions in agricultural prices
in a number of countries, most notably in Hungary. The market and storage situation in
net importing countries such as Poland seems also to indicate emerging pressure on
prices for cereals, some milk products and pork unless stock capacities would be further
increased. The foreseen average harvest in 2002 might put further pressure on domestic
prices in the CEEC:s, if levels of stocks were maintained at current levels. Under these
conditions, agricultural prices are expected to significantly decline in the coming years
and would not reach again the extraordinary levels of 2000 and 2001 in most CEECs.

Despite these obvious pressures, which might lead to a change of market policies in a
couple of CEECs in the medium term, in the simulations policies are assumed to
remain unchanged over the projected period.

Cereals

Total cereal production in the CEECs increased from 63 miot in 1992 to around
76 miot in 1998. Due to weather-related problems the cereal harvest was reduced in
1999 to 73 mio t, and the drought in 2000 resulted in a crop of only 62 mio t, the lowest
harvest since the beginning of transition. Very favourable weather conditions and the
incentives provided by the high price levels in 2000 led to a production of 82.2 mio t in
2001, while production for 2002 is expected to be 4 mio t lower than this. The general
tendency towards a slight intensification of cereal production, supported by domestic
policies and a favourable world market price development, is expected to lead to an
expansion in production up to levels of 85 mio t by 2009. Poland, Romania and Hungary
should remain the largest producers of cereals over the projected period. Current policies
in Poland would encourage the expansion of wheat production and especially that of rye,
which appears to be a problematic crop for exports.

Internal use of cereals is expected to expand over the projected period from 71 mio t in
2001 to 76 mio t in 2009, due to rising incomes and increasing meat production. Of the
increase of 5.5 miot, food consumption would increase by 2.3 miot and feed use by
3.2 mio t.

_ In recent years, total exports and imports have fluctuated significantly due to weather-
related changes in production and varying incentives given by national agricultural
policies. The unfavourable conditions of 1999 and 2000 led to a reduction in the
exportable surplus to 0.2 mio t in 1999 and to a deficit of 8 mio t in 2000. In 2000 cereal
prices peaked in the CEECs due to the large demand for imports and the high level of
import tariffs. Prices for common wheat, barley and rye approached price levels for
cereals in the net-importing EU Member States.
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Slovenia, the Czech Republic, and Slovakia would, however, remain net exporters of
milk, though exports would follow a declining trend.

Beef and veal

The production of beef and veal in the CEECs is mainly linked to size of the dairy herd,
since only limited suckler cow herds are present in the CEECs. Due to the long
production cycle, the build up of suckler cow and specialised beef production is slow.
Specialised beef production therefore does not affect total beef production to any great
extent over the projection period. Beef production is much more linked to the
development of the dairy herd than, for example, in the EU.

The beef meat sector has been the sector that has experienced the largest decrease in
production since the beginning of transition. From 1989 to 2001 production decreased by
more than 40 %, to less than 1 mio t.

During the projection period the number of animals slaughtered would decrease in line
with the reduction in the number of dairy cows, and despite specialised beef production
being foreseen to increase, beef and veal production would decline by 0.23 mio t, from
just under 1 mio t in 2001 to 0.77 mio t in 2009,

Per capita consumption of beef continued to decline in 2001 and 2002. However,
declining domestic prices, increasing incomes and increasing prices for pork and poultry
should tend to stabilise domestic consumption at 9.3 to 9.5 kg/capita in the projected
period. Total internal use in the CEECs would be relatively stable at levels of
approximately 1 miot through to 2009. As a consequence of stable use and declining
domestic production, net imports are expected to increase to 214 000 t by 2009.

Pig meat

Pig meat is the most important meat produced and consumed in the CEECs. For the
CEECs as a whole production of pork is estimated to increase from its low level in
2001 of 3.97 mio t to 4.07 mio t in 2002. The upward swing is expected to continue and
production should reach 4.65 mio t by 2009, though somewhat dampened by relatively
high cereal prices, which affect the costs of production. The biggest producers and
consumers of pork would continue to be Poland, which would be able to dynamically
expand production through to 2009 under domestic policies.

Increasing incomes would lead to increasing consumption. Per capita consumption
would expand from 39 kg in 2001 to 45.2 kg in 2009. Consumers in Hungary, Poland,
and in Slovenia currently consume over 50 kg/capita and would increase their
consumption further through to 2009.

Total consumption in the CEECs should expand by 610 000 t from 4.15 mio t in 2002 to
4.76 mio t in 2009. During the projection period the CEECs as an aggregate would
appear to slightly increase their balance deficit from 100 000t in 2001 to 110 000 t in
2009.

Poultry meat
Compared to pork production the poultry industry is generally structured on a large scale,

and foreign direct investments play an important role, which partly explains the ability to
continuously expand production over the last decade. However, in several countries
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small-scale production is highly important. Three countries dominate poultry meat
production, namely Poland, Hungary and Romania.

In relative terms the expansion of demand for poultry meat has been the strongest for all
the meats. The projections confirm this trend, which is particularly linked to the increase
in income. Consumption would expand from 1.72 mio t in 2002 to 1.87 mio t in 2009.
Per capita consumption should increase by 8.5%, from 16.4 kg in 2002 to 17.8 kg in
2009.

Total production of poultry meat would increase to just over 2 mio t in 2009 compared
to 1.85 mio t in 2002, slightly faster than domestic use. Therefore the exportable surplus
would expand from 130 000 t in 2002 to 160 000 t in 2009. Hungary remains the most
important exporter of poultry meat in the region.

Chapter III Prospects for world agricultural markets

The prospects for world agricultural markets are mainly based on reports and projections
released by the most prominent institutions in this field, namely the FAPRI, the OECD?
and the USDA. These organisations provide for a short-term outlook marked by the
continuous, albeit slow, recovery of agricultural markets after a longer than expected
downturn. The medium-term prospects for agricultural markets would be mainly driven
by an improved macro-economic environment with more broadly based, robust and
sustainable growth. Combined with higher population, urbanisation and changes in
dietary pattern, particularly in many emerging economies, these prospects for stronger
economic growth would support a steady increase in food demand.

World trade in agricultural commodities would demonstrate strong growth, as demand
for food products would outpace production in many developing countries. The
tightening of the stock-to-use ratio would in turn sustain commodity prices over the
medium term. Most of the growth would come from the non-OECD regions, which
would constitute the main driving force behind these relatively favourable perspectives.

Notwithstanding the relative improvement in the market fundamentals of most
agricultural sectors that is projected over the medium term, a prudent interpretation of
these favourable perspectives is deemed necessary. These projections remain subject to
many uncertainties that can be expected to moderate the positive pattern forecasted for
future trade and price growth. The most important include the future course of
agricultural policy in many regions (notably the recently approved US Farm Security and
Rural Investment Act of 2002), the new round of multilateral trade negotiations, the
future macro-economic perspectives and the scope for further productivity growth in
some regions.

It should be noticed that the OECD outlook consists of the preliminary projections established by the
OECD Secretariat whose final results are scheduled to be declassified after discussion by the OECD
Working Party on Agricultural Policies and Markets at its meeting on 21 and 22 May 2002. These
final projections which should be published in the OECD Agricultural Outlook, may be sub_ject to
some modifications in the light of the discussion by the Working Party.
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forecast to contribute to the gradual restoration of market balance as supply exhibits
more moderate increases. Global demand would benefit from the recovery in world
economic growth which is projected to generate increased human consumption of
vegetable oils as well as higher use of oilseed meals for the livestock sector. Trade in
oilseeds is anticipated to increase faster over the projection period than in the 1980s, but
more slowly than in the early 1990s.

The prices of oilseeds would display a continuous recovery over the next seven years
driven by long-term demand growth. However, several factors including the sustained
yield growth, the large production potential in South America and the continuation of a
production-inducing policy in the US are expected to moderate future price trends. The
OECD projections provide for average oilseed prices (i.e. soybean, rape seed and
sunflower seed) at 237 $/t by 2007/08, whereas the FAPRI forecasts soybean prices at
229 $/t in 2009/10. Rape seed and sunflower seed would benefit from more favourable
long-term vegetable oil demand -in comparison to meal- and would accordingly exhibit a
stronger price pattern than soybean, with prices at 240 $/t and 271 $/t in 2009/10
respectively in the FAPRI projections.

Oilseed meal prices are expected to weaken in the short term on account of strong
production growth, before increasing slowly over the rest of the period supported by an
expanding consumption, and ranging between 178 $/t and 214 $/t.

Prospects of rising incomes drive the solid expansion in vegetable oil consumption. Palm
oil and soybean oil would capture the greatest share of an expanding demand for and
trade of vegetable oil. Growth in oilseed oil trade would average between 1.7 % and
2.8 % per annum, i.e. a much lower rate than in the 1990s. The strong dependence of
trade in vegetable oil from developing countries, notably China and India, makes the
outlook very sensitive to the economic prospects in these countries.

Meat

The medium-term perspectives for the meat markets would exhibit higher production,
consumption and trade. The increase in meat consumption would be mainly supported by
a favourable macro-economic environment of sustained income growth, in particular in
the emerging economies of Asia and Latin America, and by changes in dietary pattern in
many regions. As higher meat demand would take place in many net importing countries,
world trade would rise and world prices would show moderate strength. The FAPRI and
USDA projections exhibit a sustained rise in beef trade ranging between 1.2 mio t and
1.5 mio t over the 2001-2009 period (i.e. some 30 %), with most of the growth from
Asia, Russia and Mexico. After a short-term fall due to lower availability, weaker
economies and animal health crises, the medium-term outlook for pig meat trade is
projected to display a renewed and marked expansion over the same period (by between
0.75 to 1.15 mio t), driven by strong import demand from Japan, China, Mexico and
Russia.

Poultry meat would capture the largest proportion of the increased global meat demand
thanks to low production costs (relative to beef and pig meat) and consumer preferences
in many parts of the world. Trade in poultry meat is also projected to trend upwards, with
increases in the range of 1.3 to 1.8 mio t. Much would depend on the prospects for import
demand from China and Russia. On the export side, a weak currency, large availability of
cheap feed grains and strong investments in the meat sector are all anticipated to enhance
Brazil’s market share over the medium term.

Graphx  OQOutlook for world meat prices, 1991 — 2009 ($/t lw)
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products from bulk dairy products (SMP and butter) towards higher value-added
products (such as cheese and whey powder) that has been observed since the mid 1980s
would consolidate over the next seven years according to the OECD outlook (although
trade in butter and SMP would still remain substantial). Technological advances are also
projected to stimulate a rapid development in milk components.

The perspectives of stronger economic growth and a strengthening demand for dairy
products are projected to generate a sustained recovery in world market prices of dairy
products over the medium term. However, the rapid expansion of milk production in
low-cost producing regions (such as Oceania) is expected to moderate this price pattern.
In spite of a short-term weakening, cheese prices should display the strongest pattern
among the prices of dairy products. In contrast, the pace of price increase is forecast to be
more moderate for milk powder, notably for SMP, which should face greater competition
from WMP and whey powder. Butter prices would recover modestly and gradually,
benefiting also from the expected rise in vegetable oil prices.

These medium-term perspectives remain strongly dependent on the future development
in some key (existing or emerging) markets such as Russia and East Asia as the world
dairy market is foreseen to remain relatively thin. Furthermore, the trend towards further
concentration and globalisation of the dairy industry, and greater differentiation of dairy
products is expected to make trade projections for dairy products increasingly complex
and dependent on dairy firms’ cost structure, production and marketing strategy.

Key issues

If the outlook for agricultural markets over the next seven years appears relatively
favourable, as agricultural markets would gradually emerge from a prolonged downturn,
it clearly remains subject to some uncertainties. In this respect, three main areas of
uncertainty can be identified:

e The economic prospects: the medium-term projections from the FAPRI, OECD and
USDA depend heavily and critically on the robust and sustainable economic growth
which is expected over the medium term in many developing regions (in particular
China, South East Asia, Latin America, North Africa and the Middle East). Strong and
sustainable economic expansion, population growth, urbanisation and dietary changes
in these regions constitute the main driving force behind the projected recovery in
most agricultural markets as they are all foreseen to lift global food demand and
stimulate solid growth in world trade.

However, significant sources of risks to the sustainability and durability of the
economic recovery remain. They concern notably the imbalances that developed in
the late 1990s in the US and the global economy, in particular the large US current
account deficit, the apparent overvaluation of the US dollar and undervaluation of the
euro, the outlook for the Japanese economy and the situation of financial markets that
may still embody relatively optimistic expectations for corporate profitability and the
pace of recovery. Moreover, the volatility of oil prices may become a potential risk to
the recovery, especially if the security situation in the Middle East were to deteriorate
further. Recent developments in Argentina show that considerable downside risks still
exist in this country, with possible contagion to other emerging countries of Asia and
Latin America. Significant changes in relative exchange rates could still significantly
affect agricultural trade and markets.

e The scope for production growth. the projected moderate increase in trade and prices
over the medium term, one of the major outcomes of the projections, remains strongly
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conditioned by the slow adjustment of agricultural supply to the rapid expansion of
food demand in seme regions of the world. Yet, the extent to which production would
become outpaced by a rising domestic consumption remains unclear as the scope for
further production increase in some major importing regions constitutes a key
uncertainty for the medium-term outlook, notably for crop products. If total cereal
productivity growth is forecast to be broadly comparable over the next seven years to
that of the 1990s, it should remain significantly lower than in the previous decades. In
this context, policy management and development in some major producing countries
-such as China, Russia and India- and exporting countries -such as the EU and the US
with the land set-aside instrument- could have significant implications for the future
level of world agricultural supply.

The policy and trade environment: future changes in agricultural and trade policies as
well as the new round of multilateral trade negotiations may have important
implications for the medium-term outlook for agricultural production, consumption,
trade and prices as well as the functioning of agricultural markets. They include
notably:

e the recently approved US Farm Security and Rural Investment Act of 2002:
although preliminary analysis tends to indicate moderate downwards impact on
US prices, further in-depth economic and trade analysis is needed, notably with
respect to its repercussions for international trade and prices. The economic
(mainly price-depressing) impact of the new counter-cyclical payments are of
specific interest —as the main thrust of the subsidy regime- since they have the
effect of reducing market signals, thus leading farmers to over-produce in times
of surplus.

e the EU Mid-term review of the Agenda 2000 CAP reform planned in 2002 and
2003 and the enlargement of the EU to the candidate countries of Central and
Eastern Europe;

e as regards trade policy, the outcome of the new trade round at the WTO, the
recent accession of China and Chinese Taipei to the WTO, the adoption of the
so-called “double-profit” agreements with the CEECs candidate countries and
the EBA initiative of the European Union;

e the emergence of new issues related to food safety, food quality and the
environment.

32



Chapter I Prospects for agricultural markets in the EU

PROSPECTS FOR AGRICULTURAL MARKETS

IN THE EUROPEAN UNION

33







Chapter 1 ‘ ' - Prospects for agricultural markets in the EU

1. Introduction and macro-economic environment
1.1 Introduction

This chapter summarises the main results and underlying assumptions of medium-term
projections for some key agricultural products (i.e. cereals, oilseeds, meat and milk
products) in the European Union for the period 2001 - 2009. 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. They are based on the statistical information available at the end of April
2002.

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 assumptions concern agricultural and trade policies,
as well as the evolution of the $/€ exchange rate The most important assumptions
concern agricultural and trade policies:

(1) As regards agricultural policy, all policy instruments and measures are expected
to operate under the current rules or within the changes already decided by the
end of April 2002 for the 2002-2009 period. In that perspective, the
implementation of the reform of the Common Agricultural Policy adopted in
the framework of Agenda 2000 is fully taken into account from 2000 onwards.
By contrast, the implications of the new US Farm Bill, the Farm Security and
Rural Investment Act of 2002, have not been incorporated into the present
analysis (cf. Chapter III, section 4.3).

2) The second important assumption relates to trade in agricultural products and, in
particular, to the commitments derived from the Uruguay Round Agreement on
Agriculture. It is assumed that all URAA commitments regarding in
particular market access and subsidised exports will be fully respected. Thus,
subsidised exports are expected not to exceed the annual URAA limits, whereas
imports under current and minimum access schemes are fully incorporated. In

addition, the URAA commitments are assumed to remain unchanged over
the 2002-2009 period.

€)) The trade agreements that have been concluded by the EU, notably with the LDCs
and with the 10 CEECs candidate countries until April 2002 have been taken into
account in these market projections. They mainly concern the EBA initiative
with duty-free and quota-free market access on all products, except arms,
originating in the LDCs and the “double-zero” agreements of 2000 and 2001
with the 10 CEECs candidate countries®.

1.2 The macro-economic environment

From 2000 to 2001 average economic growth in the EU halved to 1.7 %. In spite of a
temporary rebound at the end of 2000, growth slowed down from mid-2000 until the end
of 2001. This was mainly the consequence of a combination of shocks, including oil

*  The potential impact of the so-called “double profit” agreements of 2002 has not been accounted for in

these medium-term prospects as none of the agreements already concluded had been adopted by the
Council at the time of preparation of these projections, i.e. by the end of April 2002.
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price rises, the repricing of global equity markets and the financial and corporate linkage
with the rest of the world (IMF, 2002). Consequently, the nature of the downturn became
increasingly similar to that of the US, albeit less steep. Although the depth of the
downturn differed quite substantially across countries, most Member States exhibited a
weakening in investment and inventories as well as declining export growth.

According to the short-term economic forecasts from the Commission’ released in April
2002, a gradual recovery is taking shape in the EU as business and -to a lower extent-
consumer confidence start increasing, although industrial production and retail sales have
failed so far to peak up decisively. The international environment should also be
supportive as there have been increasing signs that the global slowdown has bottomed
out in some regions, notably the US. The initial pick-up should be based on the
rebuilding of inventories and a net export contribution as other factors —in particular
domestic demand and investment- are not expected to strengthen before the second half
of 2002. The slowing increasing external demand, uncertainty and risks of
unemployment and price rises would all contribute to moderate the strength of the
recovery in the first half of 2002.

Growth would gain momentum in the second half of 2002 underpinned by the past
interest rates reduction against the background of an improved international environment.
However, average GDP growth should only reach 1.5 %, somewhat below the level
achieved in 2001. A synchronised recovery in domestic and external demand is then
projected to boost economic expansion in 2003, when consumption and trade would spur
future investment. Brighter employment prospects, healthy savings rate of households
and low inflation would provide the basis for a sustainable expansion of the EU
economy. In spite of a temporary interruption at the beginning of 2002 owing mainly to a
surge in food prices and changes to indirect taxes in several Member States, the decline
in inflation should resume its downwards trend. The growth in GDP price index would
reach 2.1 % in 2002 before falling below 2 % by 2003.

Table 1.1 Assumptions on macro-economic variables in the European Union, 1999 — 2009

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Population (in %) 0.3 0.4 0.3 0.3 0.3 0.3 0.3 0.2 0.2 0.2 0.2
GDP growth (in %) 2.6 3.3 1.7 1.5 29 29 2.9 29 2.9 29 29
Inflation (in %) 1.5 1.5 23 21 1.9 1.9 1.9 1.9 1.9 1.9 1.9
$/€ exchange rate 1.07 0.92 090 091 0.95 0.97 0.99 1.00 1.00 1.00 1.00

On account of the cyclical downturn, the budget deficit increased substantially in 2001
and 2002 in many EU economies. However, this deterioration of public finance is
expected to come to an end in 2003 as fiscal consolidation would resume in most
Member States and government accounts would stand close to balance or in surplus.

If the strength of private consumption, wage pressures and the state of public finances
may still add some domestic uncertainty to this outlook, oil prices and the persistence of
imbalances iia the US economy (regarding the low saving ratio and the government
budget and current account deficits) remain a source of concerns on the external side.
However, if it is still difficult to precisely assess the pace and the strength of the recovery
in the EU, the Commission foresees that risks should be rather limited and better
balanced by virtue of EU sound economic fundamentals. In this framework, economic

> European Commission, Directorate-General for Economic and Financial Affairs. Economic Forecasts

Spring 2002. European Economy No.2/2002.
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¢ an increase in cereal area at the expense of oilseeds, especially in the early years of
the decade as the general recovery in oilseed prices would later erode the relative
profitability of cereals;

e an expansion in voluntary set-aside in regions where farming profitability is low;

e a greater sensitivity of the distribution of arable land to the development in world
market prices and in the $/€ exchange rate on account of the reduction in cereal
support prices and the shift in agricultural support further away from direct price
support towards direct payments under Agenda 2000.

Table 1.2 Distribution of the total area under arable crops and set-aside, 2000/01 — 2009/10 (mio ha)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Cereals 375 363 372 36.9 36.7 368 36,6 366 365 365
Oilseeds 4.5 4.4 4.3 4.5 46 4.6 4.6 4.6 47 47
Protein crops 1.1 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2 1.2
Linseed 03 02 03 02 02 02 02 02 02 02
Silage ® 4.3 4.3 43 - 43 4.2 4.2 4.2 4.2 4.2 4.2
Total arable crops (a) 476 463 473 471 469 470 469 469 469 46.8
Compulsory set-aside 3.9 3.9 3.9 4.0 4.0 4.0 4.0 4.0 4.1 4.1
Voluntary set-aside 1.7 2.5 1.9 2.1 2.2 2.2 2.2 2.2 2.2 2.2
Total set-aside  (b) 5.6 6.4 5.8 6.1 6.2 6.2 6.3 6.3 6.3 6.3
TOTAL COP (a+b) 53.2 52.8 53.1 532 53.2 53.2 532 532 53.2 53.2

{1} : Including flax and hemp from 2001/02; (2) : Excluding grass silage for Finland and Sweden

After a short-term fall in 2001, the aggregate total COP area —which includes the total
land allocated to arable crops and to set-aside programmes- is projected to recover to
53.2 mio ha over the medium term. Owing to the stabilisation in total linseed area below
200 000 ha and the gradual decline in the area devoted to grain silage (in line with the
fall in the total EU herd size), the total area allocated to the production of cereals,
oilseeds and protein crops and to the set-aside programmes is expected to increase from
48.6 mio ha in 2000 to 48.8 mio ha over the medium term.

In spite of a base rate for mandatory set-aside maintained constant at 10 % throughout
the whole period, total land set-aside is projected to rise from 5.6 mio ha in 2000 to a
projected 6.3 mio ha in 2009. After a 200 000 ha drop in 2000 associated with the
implementation of the new arrangements governing the general and simplified schemes
in the new CAP reform®, total land under compulsory set-aside resumed growing in
2001 at 39.1 mio ha. Land under mandatory set-aside would continue rising from 2002
onwards to reach 4.1 mio ha by 2009 as area grown under the general scheme expands
(owing mainly to structural adjustments).

Land under voluntary set-aside rose remarkably in 2001 to 2.5 mioha due to
unfavourable sowing conditions in the EU’. Under the assumption of normal climatic
conditions from 2002 onwards the development of voluntary set-aside is expected to be
reduced. However, total area removed from production on a voluntary basis would

This concerns notably the level of direct payments granted for arable crops and the new eligibility
criteria for the voluntary set-aside scheme.

In autumn 2000, excessive rain hindered winter cereals sowing operations in the UK, Ireland, France
and the Benelux. Abundant rain was also recorded in winter and early spring in the central and
northern countries, which made the field farming operations very difficult in these countries. By
contrast, southern Member States suffered from very high temperatures at the end of spring which
affected both winter cereals and spring crops.
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payments which would on average partially outweigh the cut in cereal support prices''.
However, the projected recovery in world oilseed prices foreseen for the rest of the
decade (cf. section 2.2) should entail a gradual decline in total cereal share which would
slowly fall below 86.0 %.

Whereas the total cereal area had dropped to 36.3 mio ha in 2001 owing to the difficult
climatic conditions at sowing times and, to a lower extent, to the recovery in oilseed
prices, the return to a normal climatic situation, the third adaptation in direct payments
and the end of the transitional period in the oilseed sector are all foreseen to generate a
swift rebound in total cereal area in 2002 to 37.2 mio ha and the return of voluntary set-
aside to more normal levels. Cereal area would also benefit from market prices in
2001/02 above support levels for common wheat, maize and durum wheat.

From 2003 onwards, the overall decline in average cereal prices —concerning especially
feed cereals- and improved price prospects for oil-rich oilseed prices (i.e. sunflower and
rape seed) would entail a slow decline in total cereal area of around 0.7 mio ha over the
next seven years as direct payments are fully harmonised across COP arable crops. Total
cereal area would gradually decrease to 36.5 mio ha by 2009.

These overall developments would not be uniform across cereals as total wheat area
would mainly gain with an increase estimated in 2009 at 3.5 % relative to the average
1999-2000. A sustained demand on the domestic and world markets is projected to
maintain common wheat prices above support levels and common wheat area around
14.]1 mio ha over the medium term, i.e. a 2 % increase relative to the 1999-2000 period.
High market prices throughout the outlook period would also boost durum wheat area
that would stand slightly below 3.9 mio ha by 2009, a 9 % increase relative to the 1999-
2000 period.

Table 1.3 Cereal area allocation in the European Union, 2000 — 2009 (mio ha)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Total wheat 17.9 16.6 17.8 17.8 17.7 17.9 17.9 18.0 18.0 18.1
Soft wheat 14.3 13.1 14.2 141 13.9 14.2 14.1 14.2 14.2 14.2
Durum wheat 3.6 3.6 3.6 3.6 3.8 3.7 3.8 3.8 3.9 3.9

Total coarse grains 19.6 19.6 194 191 18.9 18.9 18.7 18.6 18.5 18.5
Barley 10.7 10.7 10.6 10.5 10.4 10.2 101 9.9 9.9 9.8
Maize 4.3 4.5 4.4 4.2 42 4.3 4.3 4.3 43 44
Rye 1.2 1.2 1.1 1.3 1.3 1.3 1.3 1.3 1.2 1.2
Other cereals 3.3 3.2 3.2 3.1 3.1 3.1 3.1 3.1 31 3.1

Total cereals 37.5 36.3 37.2 36.9 36.7 36.8 36.6 36.6 36.5 36.5

Set-aside rate 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%

By contrast, total coarse grain area would bear the overall decline in cereal area and
would display a continuous fall over the medium term to reach 18.5 mio ha by 2009, a
decrease of approximately 5 % as compared to the 1999-2000 average. Developments in
coarse grain production would be affected by less favourable perspectives on the demand
side (both internal and external) and the persistence over the whole projection period of
large public stocks. As a result, the market prices of coarse grains would remain under
strong pressure fluctuating at or below support levels (with the exception of maize and
barley at the end of the period).

The projected development in internal prices and productivity growth would sustain the general level
of total cereal receipts (i.e. market receipts and direct payments) as the latter would range by 2009/10
between —11 % for “other cereals” (i.e. oats and triticale) and approximately +1 % for soft wheat,
barley and rye as compared to the pre-Agenda 2000 reform period.
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decline in area. Lower profitability prospects and less favourable perspectives for
productivity growth would affect barley production which is projected to stagnate at
around 47 mio t over the next seven years.

Table 1.5 Cereal harvested production projections in the EU, 2000 - 2009 (mio t)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Total wheat 104.7 921 1064 106.2 106.5 1101 1109 113.0 114.0 1157
Soft wheat ) 95.8 84.4 97.2 97.0 96.9 100.7 1011 103.2 104.0 1056
Durum wheat 8.9 7.7 9.2 9.2 9.6 9.4 9.8 9.7 10.0 101

Total coarse grains ) 1091 107.3 108.0 106.2 1059 108.0 1078 109.1 109.7 110.8
Barley 516 48.3 48.5 47.9 47.7 47 .1 46.9 46.4 46.8 46.7
Maize - 38.6 40.1 40.7 39.1 38.9 413 41.0 42.5 42.8 43.8
Rye 5.4 6.3 54 6.2 6.3 6.3 6.4 6.6 6.6 6.6
Other cereals 13.5 12.7 13.4 12.9 13.1 13.2 13.4 13.6 13.6 13.7

Total cereals 213.7 1994 2144 2123 2125 2181 2187 2221 2237 226.5

2.1.2 Internal demand

The reduction in the cereal support prices following the implementation of the CAP
reform and its translation into lower market prices for feed cereals would combine with
the moderate recovery in the prices of the oilseed complex to boost cereal
competitiveness and to generate a significant increase in domestic demand for cereals.

Total cereal demand is projected to increase steadily over the medium term, from
186 mio t in 2000/01 to 200 mio t in 2009/10. This 14 mio t growth in cereal demand
would be broadly shared between feed and non-feed uses.

Table 1.6 Cereal demand projections in the EU, 2000 - 2009 (mio t)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Feed demand 116.7 1181 119.3 1202 1196 1214 1220 1230 1234 1244

Food demand 447 454 459 46.3 46.1 46.5 46.5 46.8 47.0 47.3

Seed demand 6.1 6.1 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0

Other demand 18.1 19.3 19.8 20.4 20.5 21.0 21.3 21.6 22.0 22.5
Total cereals demand 185.7 188.8 191.1 1929 1921 194.8 1957 197.4 198.3 200.2
Feed demand

The 1992/93-1999/00 period was marked by a very sharp rise in cereal feed use. The
rapid development in white meat production and the dramatic improvement in EU cereals
competitiveness -following the implementation of the 1992 CAP reform- generated a
6 percentage point increase in the cereal market share in the feed product market and a
global gain of some 30 mio t. The implementation of the Agenda 2000 CAP reform is
projected to generate a further increase in cereal feed use over the 2002/03-2009/10
period, though at a much more moderate pace than after the 1992 CAP reform due to
slower growth in meat production and lower gains in the price competitiveness of
cereals'’. o

The medium-term prospects of a marked slowdown in the growth of white meat
production and the declining trend in the size of the total EU cattle herd are expected to
limit the average annual growth in the total demand for marketable feed products to
around 0.3 %, i.e. only a fifth of the growth observed between 1993/94 and 1999/00.
Short-term developments in total feed demand would remain dominated by the recent
crisis in the animal sector, the beef cycle (which enters its downward path in 2002), the

¥ Furthermore, nutritional constraints in the feed formulations for further cereal incorporation could also

limit somewhat future growth prospects for cereal feed use.
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As a result of this improved price competitiveness, EU cereals are projected to capture a
growing share of the total demand for marketable feed products. The total share of EU
cereals would strongly increase from a 54.9 % average over the 1999/00-2000/01 period
to 58.4 % in 2009/10. Most of these gains would be achieved over the first years of the
projection period, when the cut in support prices translates into a fall in average feed
cereal market prices. This growth in cereal market share would take place at the expense
of the “protein-rich” and “energy-rich” products whose market share would drop by 0.7
and 2.8 percentage points respectively'”.

The total feed use of cereals would grow by 7.7 mio t to reach 124.4 mio t by 2009/10 on
account of an increased demand for marketable feed products and an improved market
share. However, the corresponding annual average growth rate in cereal feed demand of
0.7 % from 2000/01 to 2009/10 would constitute a considerable slowdown relatively to
~the 1992/93-1999/00 period (4 %). It would also represent a downwards revision from
last year’s prospects owing to less favourable medium-term developments projected for
the animal sector which would in turn generate lesser growth in total demand for
marketable feed products'®.

The distribution of this increased global feed demand for cereals would mainly depend
on the development of their relative market prices, although specific patterns can be
identified such as the increasing use of wheat for feed purposes and the continuous
decline in feed barley usage. Since barley and other cereals appear less price responsive,
much should depend from the price relationship between soft wheat and maize.

Table 1.7 Total wheat demand projections in the EU, 2000/01 — 2009/10 (mio t)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Feed demand 422 420 438 448 432 445 445 455 457 464
Food demand 39.2 39.8 403 407 404 408 408 411 41.2 415
Seed demand 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3 3.3
Other demand 6.1 6.7 7.0 7.4 7.4 7.8 8.0 8.3 8.6 9.0
Wheat demand 90.7 918 944 962 943 964 96.6 98.2 98.8 1003

Soft wheat is projected to confirm its predominance as the main feed cereal in the EU
over the medium term. Despite relatively firm prices, its share in the total cereal feed use
would rise from an average 34.7% in 1999/00-2000/01 to 36.3 % in 2009/10.
Accordingly, soft wheat feed usage would grow from 39.8 mio t in 1999/00-2000/01 to
452 miot in 2009/10, i.e. an increase of 5.4 miot over the whole period. High
productivity growth would enable feed wheat to restrain price increases and to maintain
its price competitiveness with other feed grains over the medium term. In comparison
with last year’s projections, soft wheat feed usage would be slightly affected by lower
availability on the supply side and favourable prospects from external demand that
should somewhat limit its gains.

The ban on the use of processed animal proteins in farmed livestock feed has been assumed to apply
over the whole outlook period.

Conversely, feed cereal usage would benefit from a greater price competitiveness which would
partially compensate the impact of lower demand from the animal sector.
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By contrast, the other types of demand, mainly industrial demand, would be stimulated
by the fall in cereal prices. They are foreseen to grow by 24 % from 2000/01 to 2009/10
to reach 4.4 mio t. Most of the growth in “other demand” would be generated by soft
wheat -predominantly for starch production- as barley and maize would only exhibit
modest increases at 0.8 miot and 0.6 mio t respectively. Therefore, the fall in cereal
prices generated by the implementation of Agenda 2000 is also anticipated to favour soft
wheat usage at the expense of coarse grains. Yet, the overall projected growth rates in
non-feed usage of cereals (with the exception of industrial demand) would also display a
marked reduction as compared to the post 1992 CAP reform period.

2.1.3 External trade

The implementation of Agenda 2000 CAP reform and the decline in average cereal
prices in the EU would combine with moderate developments in world cereal prices to
improve EU cereal competitiveness and set the stage for a sustained recovery in EU
cereal exports over the next seven years. These favourable perspectives for EU cereal
exports would be reinforced by a relatively favourable $/€ exchange rate —in comparison
with historical trends- that is anticipated to further enhance the ability of the EU to export
beyond its URAA limits on subsidised exports.

In the near term, the cereal sector would only display modest improvements from the
trough of the late 1990s when cereal markets were characterised by large supply, ample
stocks and weak demand. Over the medium term, most prominent forecasting
organisations tend to depict a more favourable situation. Market fundamentals are
foreseen to slowly improve with global demand fuelled by improved economic
perspectives and a gradual adjustment of supply. Limited production potential in some
countries and supply adjustments should generate a broad expansion of cereal trade,
driven by rising income, diet diversification and higher demand for livestock products
and feeds in some developing countries. Total growth in cereal trade would approximate
40 mio t with Asia, North Africa, the Middle East and Latin America the main importing
regions.

These factors would generate a moderate price recovery over the medium term. Based
on the most recent FAPRI medium-term projections and the provisional OECD outlook
(cf. Chapter I, Methodological annex, section II.5 and Chapter III, section 1), cereal
prices are assumed to reach around 150 $/t for common wheat (US Fob Gulf, HRW'"),
110 $/t for maize (US Fob Gulf) and 104 $/t for barley (St Lawrence) by 2009/10. After
some weakening in the short-term, durum wheat are also projected to trend upwards,
rising to about 180 $/t by the end of the projection period. After a long period of relative
stagnation, global cereal trade would rise substantially, with total wheat trade exhibiting
a 20 miot increase and an overall growth in coarse grain trade of around 20 miot.
Among coarse grains, barley trade would also demonstrate a significant expansion with
an increase of about 3 mio t, mainly from the Middle East and China.

A relatively favourable $/€ exchange rate would further strengthen the impact of this
expected moderate recovery in world market prices on the competitiveness of EU
cereals. If world market prices of common wheat, durum wheat and barley would
develop at sustained levels in € terms over the near term, they would only display a

""" The SRW wheat, which broadly corresponds to EU wheat quality, generally quotes around 10 %

below the HRW wheat reference.
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grains would remain broadly stagnant’' with an overall volume of 3.8 miot, barley
exports would slowly increase over the medium term as world import demand for barley
strengthens and prices rise (from around 8 miot in the near term to 9 miot over the
medium term). Durum wheat exports would remain sustained at rather high levels (at or
slightly below | mio t). o

Total cereal imports are estimated to almost double in 2001/02 to reach 11.9 mio t, with
8.5 miot in wheat (of which 1.5 miot of durum wheat). This situation, that makes the
EU the world largest wheat importer in 2001/02, results from a combination of short-
term factors including very low or even nil import duties, a relatively low wheat crop in
the EU and very large export supplies available in Russia, Ukraine and in some Eastern
European countries at extremely competitive prices.

Over the medium term, the combination of all these factors are not expected to continue,
notably the existence of large exportable surplus from the Black Sea region22 (although
annual variations may not be excluded). Total cereal imports are assumed to fall to
approximately 8.0 mio t in the near term, i.e. still above the most recent averages. They
would remain relatively stable over the medium term with imports of -mainly high
quality- wheat at 3.5 mio t and maize at 3.0 mio t.

2.1.4 Balance sheet

If short-term developments are expected to remain affected by the existence of large
cereal stocks, the medium-term outlook -in the framework of a status quo policy- would
tend to display a rather favourable situation for most EU cereals, with the noticeable
exception of rye and —to a lesser extent- barley. In spite of a further expansion in
cereal production, total cereal stocks would broadly remain constrained at reasonable
levels for most of the projection period.

Table 1.9 Total cereals balance sheet in the EU, 2000/01 — 2009/10 (mio t)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Usable production 2133 1988 213.7 211.7 2118 2175 218.0 2214 223.0 2258
Consumption 185.7 188.8 1911 1929 1921 1948 1957 1974 198.3 200.2
Imports 5.8 11.9 8.0 8.0 8.0 8.0 8.0 8.0 8.0 8.0
Exports 287 175 28.7 291 30.0 30.3 31.1 31.7 322 323
Beginning stocks 31.7 364 408 428 405 382 38.6 378 382 387
Ending stocks 36.4 40.8 428 405 38.2 38.6 37.8 38.2 387 400

of which intervention 6.7 9.5 13.7 121 11.9 12.0 10.3 112 118 128

The markets of most cereals would benefit from the reduction in support prices that
should improve their price competitiveness on both the internal and external markets and
from the expected moderate recovery in world cereal markets. These factors would
significantly contribute to the overall balance of EU cereal markets. However, the
balance and stability of EU cereal markets would become increasingly and critically
dependent on the situation on the world cereal markets -for both price and trade volumes-
and on the developments of the $/€ exchange rate.

2! The possibility of taking advantage of unsubsidised barley exports to increase subsidised exports of

other coarse grains has been cautiously kept at a minimum.

If cereal output in the Former Soviet Union may be foreseen to increase substantially above the
average produced in the 1990s, it is not expected to structurally reach the high level recorded in 2001.
Furthermore, increased domestic demand for human consumption and for the livestock sector is
foreseen to contribute to limit export supply.
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Table 1.13 Oilseed (food) yields in the EU, 2000/01 — 2009/10 (t/ha)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Rape seed 3.0 3.0 3.3 3.2 3.3 34 34 34 3.5 3.6
Sunflower seed 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.8 1.8
Soya beans 3.3 3.2 3.4 3.4 3.5 3.5 3.6 3.7 3.7 3.8

Total oilseeds 25 25 2.6 26 2.7 27 27 27 2.8 2.8

Oilseeds (food) production dropped from 13.3 mio t in 1999/00 to 11.2 mio t in 2000/01
and 10.9 mio t in 2001/02 as total oilseed area declined. It is then projected to increase
slightly over the medium term to reach 13.5 mio t in 2009/10 as yields resume rising and
oilseed area recovers. Non-food oilseed production would evolve together with the level
of set-aside and stabilise around 2.6-2.7 mio t over the medium term.

" Table 1.14 Oilseed harvested production in the EU, 2000/01 — 2009/10 (mio t)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Rape seed 9.0 88 100 100 103 10.3 10.5 106 110 111
of which food 6.9 6.8 7.6 7.7 8.0 8.0 8.1 8.2 8.5 8.7
Sunflower seed 3.3 3.2 3.2 3.4 3.4 3.5 3.5 3.6 3.6 3.6
of which food 3.2 2.9 3.0 3.2 3.2 3.3 3.3 3.4 3.4 3.4
Soya beans 1.2 1.2 0.9 0.9 1.0 1.0 1.1 1.1 1.3 1.4
Total oilseeds 135 132 140 143 148 148 151 154 158 16.2
Food 1.2 109 114 118 123 122 125 127 132 135
Non food 2.3 2.4 2.6 2.5 2.5 2.6 2.6 2.6 2.7 2.7
Set-aside rate 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%

Prospects of higher demand for marketable feed products from the livestock sector would
generate over the medium term an increase in the demand for oilseeds and oilseed
products in the EU. Notwithstanding the impact of the ban on the use of meat and bone
meal in animal feed, this increase in the consumption of oilseeds and oilseed products
should remain rather moderate as these protein-rich feed products would face greater
competition from cereals. Given the medium-term perspectives for oilseed production in
the EU, this demand should give rise to a slight increase in imports.

23 Rice
Domestic supply

After a sharp rise in 1996/97, total land allocated to rice slowly declined until the turn of
the century when it stabilised slightly below 400 000 ha, i.e. some 30 000 ha higher than
in the early 1990s. This development in harvested area mainly reflects the strong
development in indica area which, in addition to the special aid program between
1987/88 and 1993/94, appears to have been supported by better productivity prospects
and a sustained demand. By contrast, japonica area declined by more than 40 000 ha over
the last ten years.

Modest price perspectives over the medium term combined with the limitations imposed
by the base area on the granting of direct aids —notably for Spain- are foreseen to
constrain the expansion of the total rice area that would grow by some 25 000 ha over the
whole decade. Most of the growth in area would concern indica that would display a
renewed increase —albeit at a lower pace- whereas japonica area would broadly stagnate.

Rice yields are projected to grow by 0.3 % on annual average over the 2001-2009 period,
owing to a rise in indica yields of 0.6% per year, whereas japonica yields would merely
stagnate. The more favourable productivity prospects for indica rice seem to reflect better
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On the contrary, japonica rice would follow its long-term downward trend, falling from
2.29 to 2.12 kg per year over the 2001/02-2009/10 period. This negative trend is forecast
to outweigh population growth so that total japonica consumption in the EU would
slightly decrease to 0.8 mio t in 2009/10.

External trade

Rice imports —currently composed almost exclusively of indica varieties- would continue
rising over the medium term, fuelled by the sustained growth in indica consumption.
They would grow from an estimated level of 554000t in 2001/02 to 593 000t in
2005/06.

The share of imports at reduced tariff rates —which currently stands at approximately
60 % in 2000/01- would also steadily increase, albeit at a lower pace than in the most
recent years. These imports, mainly composed of basmati rice from India and Pakistan
and preferential trade regimes with the ACP, OCT and LDCs and GATT TRQs would
rise from 349 000 t in 2001/02 to 388 000 t in 2005/06 driven by the continuous growth
in basmati rice imports.

From 2006/07 onwards, the significant reduction in tariff for LDCs imports would boost
EU imports which would surge to 1.7 mio t in 2009/10. By the end of the decade, some
80 % of the rice consumption in the EU —including the totality of indica varieties- are
foreseen to be satisfied by imports from LDCs (and India and Pakistan for basmati rice).
These imports would not only displace almost all imports under normal tariff and
preferential trade regimes, but would also replace a very large part of EU rice production.

Rice exports would remain constrained by the WTO limits on subsidised exports of
133 400 t. Total exports would stabilise over the medium term at about 215 000 t thanks
to food aid and some unsubsidised exports, with approximately 170 000 t of japonica
rice. ‘

Market balance and stocks

These medium-term perspectives for the EU rice market are projected to display a rather
difficult situation characterised by the persistence of the current structural imbalance. If
short-term developments are expected to exhibit some reduction in the stock situation, no
significant improvement is foreseen in the framework of the current rice regime as total
rice stocks would increase from 561 000t in 2001/02 to 642 000t in 2005/06. This
gradual deterioration of the rice market situation over the medium term would largely
constrain price developments in the EU below support price levels.

The expected rise in indica consumption is anticipated to be insufficient to significantly
reduce current stock levels owing to the projected expansion of production and the
continuous rise in imports. Hence, total stocks of indica rice would rise from 365 000 t in
2001/02 to 479 000 t in 2005/06, of which 340 000 t in public stocks.

On the contrary, the japonica rice market would gradually recover from a long and
prolonged downturn -that resulted in weak japonica prices and high public stock levels-
as domestic production should broadly adjust to domestic consumption and external
demand. Total japonica stocks would then decline from 196 000 t in 2001/02 to 162 000 t
in 2005/06, with limited quantities in public stocks.
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2

(3)

(4)

higher levels of cereal exports and some shift in the domestic feed demand from
soft wheat to other feed cereals in surplus. Conversely, less favourable
developments on the world markets would lower cereals exports and exert
additional pressure on EU cereal prices and public stocks. In this context, it
should be noted that the implications of the new US Farm Bill, the Farm Security
and Rural Investment Act of 2002, have not been incorporated into the present
analysis (cf. Chapter Il1, section 4.3);

Developments on the world oilseed markets could also have strong implications
for the EU cereal markets by modifying the competitiveness of EU cereals in
terms of area allocation and domestic consumption. Were future prospects for
world market prices of oilseeds and oilseed products more favourable, some EU
cereal production surplus could be reduced by shifting more area into oilseeds and
increasing domestic demand for cereals. In contrast, any significant downward
revision in the medium-term perspectives of the oilseed complex would add
pressure on internal cereal market by shifting additional area into other arable
crops (the largest part into cereal production) and by lowering the cereal uptake in
the feed market;

Prospects for productivity growth for japonica varieties and the consumption of
indica rice constitute key uncertainties for the rice sector. The consequences of
the tariff reduction for LDCs imports from 2006/07 onwards are also still difficult
to assess precisely at this stage. However, if these uncertainties could somewhat
alter their order of magnitude, they should not significantly change the key
underlying trends and developments that emerge from these projections;

Changes in the €/$ exchange rate could have pronounced effects on the future
prospects for the EU cereal markets. A weaker €, as currently observed on the
currency markets, would provide further boost to EU cereal competitiveness on
the demand side (both domestically and externally). It could also alleviate supply-
side pressure on the cereal market by favouring the development of EU oilseed
production. A stronger €, as observed over the 1990s, would in turn reduce the
competitiveness of EU cereals on its internal markets vis-a-vis imported feed
substitute products and on the world markets. Furthermore, it could reduce the EU
ability to export some cereals without export refunds and render the WTO limits
on subsidised exports increasingly binding in certain cereal sectors (notably in the
barley sector and, to a lesser extent, the soft wheat sector). A stronger € would
also undermine the attractiveness of oilseed production by reducing the
profitability of these crops;

A sensitivity analysis has been carried out to illustrate the impact of alternative
$/€ exchange rates on the arable crop sector. In a weaker € scenario (i.e. a $/€
exchange rate stagnating at around 0.9 from 2002 onwards), oilseed area would
rise by some 0.2 mio ha on average. If feed demand would increase slightly, the
projected increase in internal prices (as domestic markets would become
increasingly tight) would affect other types of cereal demand. The largest impact
would be found in cereal export demand as EU cereals would become more
competitive. Furthermore, the resulting decline in the use of export subsidies for
cereal exports (mainly for barley) could in turn allow to increase subsidised
exports of other coarse grains up to the URAA limits, albeit in the limits of import
demand. As a result, total cereal stocks would drop by more than 6 miot by
2009/10.
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linked to the appearance of outbreaks of Foot and Mouth disease (FMD) in the UK, the
Netherlands, France and Ireland concerned around 850 000 cattle, essentially in the
UK.

However, even with those measures in place, the dramatic drop in beef consumption
between November 2000 and February 2001 put strong pressure on prices, which fell
below intervention level and even below the safety net (for a short period and only in
Germany and the Netherlands). At first, intervention stocks grew rapidly, also due to the
more flexible criteria that were decided for buying into intervention. The situation has
showed signs of recovery since March 2001, with growing consumption, a slowdown in
the sales into intervention and a lower use of the destruction scheme. This trend has
continued for the rest of the year; first estimates indicate beef consumption in 2001 at
around 6.7 mio t, -7.6% compared to 2000. However, this figure is the result of a very
low consumption level in the first part of the year and a marked recovery in the second
semester. As a result, beef prices continued to improve and reached around 90% of
intervention level by the end of the year (except for cow meat, where prices remained
low throughout the year 2001).

Beef and veal production for the year 2001 was subject to a number of short-term
disturbances. First of all, meat was withdrawn and destroyed in the framework of the
BSE and FMD related destruction schemes (Purchase for Destruction, Special Purchase
Scheme™, Over-Thirty Months Scheme (OTMS) in UK, Foot and Mouth Disease
containment measures and Livestock Welfare Disposal Measures in UK), which totalled
around 760 000 t of beef meat. Furthermore, in the wake of the BSE crisis, producers,
operators and most Member States reported the presence of a large number of animals
that were retained in the farms at the end of 2000, following the fall in prices and the
strong reduction in demand. This backlog of animals was initially estimated, on the basis
of the available information from Member States, to have reached up to 1 million
animals. However, as the year 2001 went by, it was evident that the number of animals
retained in the farm due to BSE was lower than expected (according to the most recent
estimates, the real size of the backlog was less than 250 000 heads, almost entirely
slaughtered in the second half of 2001). At the December 2001 cattle census there was

over 30 months animals put on the food chain was tested against BSE, and at the same time, withdrew
a large amount of beef from the market. Furthermore, it allowed for a transitory period of 6 months to
give the possibility to all the Member States to equip for the testing of all over-thirty-months animals.
The scheme concerned around 730 000 over-thirty-months animals, mainly in Ireland and France,
which correspond to about 240 000 t of beef meat. This scheme has been fully replaced by a “Special
Purchase" scheme that entered into force in April 2001 and ran until the end of March 2002. This
scheme allowed Member States to buy up and stock beef from over-thirty-months female animals and
to decide later whether to destroy it or to put it back on the market, once the crisis is over. Around
205 000 t of beef meat entered this scheme (i.e. meat from around 680 000 animals, mainly cows). It is
estimated that just over a third of this quantity is still stored, the rest having been destroyed
immediately after slaughter (around 15 000 t have been donated to North Korea as food aid).
3 Between February and September 2001 a total of 2030 FMD cases were recorded in UK, compared to
26 in the Netherlands, 2 in France and | in Ireland. The impact of FMD on beef and veal market was
relatively less severe when compared to other livestock (e.g. around 5 mio sheep were killed and
destroyed in the wake of the FMD epidemics).

3% For the part already destroyed, estimated at around 100 000 t in 2001.
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improvement in consumption and therefore does not take into account the risk of any
other food scare over the medium term. On the supply side, apart from the big impact of
destruction schemes and FMD containment measures, the end of the OTMS in UK by
March 2004 has been assumed, with around 200 000 t of beef meat per year to be put in
the food chain from 2004 onwards. On the export side, exports are assumed to be able to
clear the market from the cyclical up and downs in production. However, recent
experience has shown that unilateral, and often unjustified, bans are sufficient to reduce
drastically EU exports. Furthermore, EU dependence on the Russian market exposes beef
exports to the risk associated with the Russian economic situation.

3.2 Pig meat

The pig meat market, like the entire EU livestock sector, has been affected by some
extraordinary circumstances that are having major consequences for the short term and
are expected to influence the medium-term evolution of the sector.

The new BSE scare in the beef sector, which has created a switch in demand towards
other kinds of meat (mainly poultry), has partly benefited the pig meat sector and has
contributed to further increases in prices. After the decrease in production recorded in
2000 (-2.4 % compared to 1999), which followed the period of oversupply and very low
prices of 1998 and 1999, the pig meat sector benefited from a period of good prices and
reasonable margins and, at least in some Member States, there were first signs of
investments and increase of the breeding herd. The recent BSE crisis, like in 1996, had a
positive impact on pig meat consumption and has therefore further sustained the high
level of prices. However, among the measures that were immediately put in place against
the BSE, the temporary ban on the use of animal proteins in pig and poultry feed has
slightly affected prices of feedstuff and producers” margins.

At the beginning of 2001, the outbreak of FMD in UK and then in Ireland, France and
the Netherlands also perturbed the pig meat sector. Animals killed and destroyed for
sanitary reasons in the areas touched by the outbreaks affected production in 2001, which
was more or less stable at 17.5 mio tons. Around 580 000 pigs were killed and destroyed
in the FMD containment and Livestock Welfare Disposal Scheme in the UK.

Following the FMD outbreak, livestock movement restrictions, together with a large
number of export bans imposed by third countries, created major disruptions in
slaughterings and sales. The important role of exports for the European pig sector makes
it extremely sensible to this kind of epidemics. However, the limited spread of the
disease outside the UK prevented major problems and a part of the export ban on EU pig
meat was removed after few months. However, the Japanese market remained closed for
pig meat from the Netherlands, Ireland and France for more than 12 months. Pig meat
exports have recovered after the difficulties linked to FMD and to the triggering of the
safeguard clause in Japan. They are now estimated at 1.093 mio t in the year 2001 (just 19%
lower than in 2000).

Since December 2001*', new outbreaks of Classical Swine Fever (CSF) have been
recorded in Spain and, to a lesser extent, in Germany, Luxembourg and France. The
situation is still not under control mainly in Spain, where a major production area is
concerned. However a major impact on total EU pigmeat production is not foreseen.

' And during summer 2001 for few months in Spain.
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Overall, the last pig census that was carried out across the EU between November and
December 2001 showed, with few exceptions®, an increase of the total pig herd. The
number of mated sows was again increasing almost everywhere. The relatively high price
level recorded until September 2001 is expected to lead to a major upward adjustment by
pork producers and almost all Member States recorded increasing production by the last
quarter of 2001.

Pig meat production is therefore expected to increase by around 2 % in 2002, following
the positive developments of producer prices and margins over the last year. However, a
part of the anticipated increase in production will take place in 2003, where it is foreseen
to reach 18.1 mio t (+1% compared to the previous year). Over the long term, there is a
certain scope for further expansion, but at a slower rate than in the past. Pig meat
production, which is assumed to be driven mostly by demand (internal and external) is,
thus, projected to resume its growth and reach around 18.7 miot by the end of the
forecast period.

The drop in beef per capita consumption, which has been recorded since
November 2000, had a positive impact on pig meat consumption (but clearly less than on
poultry meat consumption). For the year 2002 pig meat consumption is expected to
increase by around 1.5 %. The medium and long-term outlook for pig meat consumption
is in general positive since pig meat is likely to continue to be favoured by consumers,
although clearly less than poultry. After the increase in 2001 and 2002 in connection with
the BSE crisis, the growth rates for per capita consumption are anticipated to slowdown
somewhat in coming years, given the expected recovery of beef meat consumption and
despite the moderate prices that are expected following the strong increase in production.
Pork per capita consumption is projected to increase from 43.7 kg in 2001 to around
45.6 kg by the year 20009.

Table 1.17 Pig meat projections in the EU, 2000 — 2009 (‘000 t cwe)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Production (gross) 17563 17573 17930 18110 18117 18274 18564 18642 18690 18717
Import of live animals 1 1 1 1 1 1 1 1 1 1
Export of live animals 1 1 1 1 1 1 1 1 1 1
Production (net) 17563 17573 17930 18110 18116 18274 18563 18641 18689 18716
Imports 49 53 55 64 69 72 76 80 83 89
Exports 1346 1093 1200 1300 1150 1170 1203 1223 1243 1263
Stock changes -100 0 0 0 0 0 0 0 0 0
Consumption 16367 16533 16785 16874 17036 17177 17437 17493 17530 17543
p.c. cons. (kg) 4342 4374 4428 4439 4469 4499 4558 4566 4565 4560

Imports are forecast to increase over the medium term, following the increased market
access commitments allowed under the double zero agreements with 10 accession
countries. Compared to the relatively low level of 2001 due to export restrictions that
followed the outbreak of FMD in Europe, exports are likely to be higher in 2002 and
2003, due to the larger domestic availabilities. Exports are projected however to adapt to
the supply situation, and therefore contract somewhat in 2004 and then to slightly
increase over the medium term in line with higher EU production and growing
international trade.

Graph 1.20 Pig meat projections in the EU, 1991 — 2009 (mio t)

2 Total pig herd was lower only in UK (-4.4%), the Netherlands (-10.2%), Belgium (-6.6%) and
Luxembourg (-7.7%).
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34 Sheep and goat

The outbreak of FMD in the UK and in some other European countries has severely
disrupted the sheep sector in 2001 with large losses and obstacles to trade. It is estimated
that around 3.5 million sheep have been killed and destroyed, almost entirely in the UK, in
the framework of FMD containment and another 1.5 million animals have been destroyed
within the Livestock Welfare Disposal Scheme in the UK. Sheep and goat meat production
dropped by -9.6 % compared to 2000 (over -25% in the UK), to around 1.015 mio t. This
drop is also due to the movement restrictions that have been decided to stop the spread of
the disease and that have created enormous difficulties in the throughput for UK, the largest
EU producer and exporter.

The absence of the substantial supply of UK sheep meat has translated into record high
prices in those Member States that traditionally rely on British sheep meat. This is true in
particular for France who is the main intra-EU importer of sheep meat, where prices rose to
more than 6 EUR/kg for the first time ever. Third countries were not able (or did not have
the import quota) to increase their exports to the EU to counter-balance this deficit and, as a
result, consumption of sheep/goat meat has dropped by 7.8% in the year 2001 (by more than
20% in France).

Production is expected to recover in the year 2002 thanks to some carry over of lambs
from 2001. This should compensate for the lower breeding herd that has been severely
reduced by the FMD crisis (market experts estimate that 3/4 of the destruction concerned
breeding sheep) and that will limit the increase in production, which is foreseen to
continue its slight increase until 2004 and to slightly decline thereafter.

Table 1.19 Sheep/goat projections in the EU, 2000 — 2009 (‘000 ¢)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Production (gross) 1109 1005 1060 1092 1106 1094 1090 1082 1080 1072
Import of live animals 15 12 15 15 12 13 13 14 14 17
Export of live animals 1 1 1 1 1 1 1 1 1 1
Production (net) 1123 1015 1074 1106 1118 1106 1102 1095 1093 1088
Imports 252 252 255 260 268 273 277 281 285 290
Exports 4 4 4 3 3 3 3 3 3 3
Stock changes 0 0 0 0 0 0 0 0 0 0
Consumption 1371 1264 1325 1363 1383 1376 1376 1373 1375 1375

p.c. cons. (kg) 3.64 3.34 3.50 3.59 3.63 3.60 3.60 3.58 3.58 3.57

Since the beginning of 2002 the sheep and goat sector is governed by new rules in which the
premium is granted at a flat-rate level, i.e. it is no longer linked to market price fluctuations.
First impact assessment of this reform indicate that, with the current high price level and a
predictable direct payment there would be an incentive to re-stock the sheep flock after the
FMD epidemic. However, especially in the UK, the need to prevent further epidemic to
spread like in the case of FMD, has encouraged the Government to try to link those
payments to density factors.

In the medium and long term, a slight downward trend both for production and per
capita consumption is expected. Due to the small population increase, total consumption
is expected to remain more or less at the same level.

Sheep and goat imports could increase slightly in response to somewhat better use of
market access commitments granted to some third countries as well as the possible
impact of increased quotas under the double zero agreement with 10 CEECs.

Graph 1.22 Sheep/goat projections in the EU, 1991 — 2009 (mio t)
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disease (FMD) in UK"’ was expected to reduce UK milk production in 2001. However,
according to most recent estimates is seems that UK deliveries should be very close to
the quota level, due to higher yields.

Table 1.21 Milk production, deliveries and dairy herd in the EU, 2000 - 2009
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Production (mio t) 1209 1213 1212 1211 1208 1213 1217 1221 1220 1219
Deliveries (mio t) 1141 1149 1145 1145 1144 1149 1153 1157 1157 1157
Delivery ratio (in %) 9441 0468 9446 09454 0462 9468 0474 9480 9485 9489
Fat content (in %) 407 408 409 410 410 411 412 412 412 413
Milk yield (kgidairy cow) 5829 5988 6082 6168 6267 6383 6485 6576 6641 6705
Number of dairy cows (000) 20371 20153 19779 19463 19152 18884 18661 18463 18273 18123

Note: Dairy cow numbers refer to the end of the year (historical figures from the December cattle survey)

The long-term evolution of milk production in the EU has to be seen against the
evolution of the number of dairy cows and the evolution of the milk yield per dairy cow.
In 1984, around 29 mio dairy cows produced around 136.2 miot of milk. The
corresponding figures for 2001 are 20.2 mio dairy cows and a milk production of around
121.3 mio t**. Obviously, there was a big increase in milk yield over the same period, i.e.
from 4387 kg/dairy cow in 1984 to 5988 kg estimated for 2001. On a yearly basis, this
represents an average yield growth rate of around +1.8 % that, after the relative slow
down during most of the 90s, has somewhat increased in most recent years, probably due
to the specific quota increases in some Members States in 2000 and 2001.

Milk deliveries are projected to decrease slightly until 2004 and then resume somewhat
following the second part of the Agenda 2000 quota increase starting in 2005/2006.
Assuming that Member States will fully adjust to the available reference quantities for
deliveries and direct sales, it is expected that milk deliveries will stabilise at around
114.5 mio t by the year 2002. In the following years, it is expected that milk deliveries
will decline slightly each year, reflecting the continuing slight increase in the milk fat
content that reduces the margin for milk deliveries to dairies if the historical reference
fat content is exceeded. The milk fat content is assumed to continue to increase, but at a
much slower rate than in the past. The same is true for the evolution of the milk delivery
ratio. Furthermore, the general trend for further rising milk yields is not expected to
change over the next few years, apart from the positive impact of the quota increase in
the period 2005-2007. Milk deliveries are forecast to increase again in line with the quota
increase in the years 2005-2007 that forms part of the second reform step and that is
linked to the cut in support prices.

Milk production is expected to follow the developments projected for deliveries as on
farm milk use, which is not governed by quotas, is assumed to continue its decreasing
trend and direct sales are not concerned by the increase of milk quota. So far, milk
production is expected to decrease slightly from 121.3 miot estimated for 2001 to
121.2 mio t by the year 2002 and then decline somewhat until 2004. In the years 2005,
2006 and 2007, production is projected to be higher due to the increase in milk quotas in
these years.

47 Estimates from market experts indicate that nearly half a million dairy cows might have been

concerned by the Foot and Mouth containment and Livestock Welfare Disposal Scheme measures.

*  All figures refer to EU 15, even before the EU enlargement in 1995. The number of dairy cows is the

figure for December of each year.
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4.2.2 Butter

After the sharp drop in the period 1986-1994, butter production stabilised and since 1995
has been only slightly declining. However, higher milk deliveries led to a small increase
of butter production in 1999, which has been reabsorbed in 2000 and 2001. It appears
that the increase in milk deliveries recorded in 1999, which anticipated the 2000/2002
quota increase, was only partly used in the manufacturing of butter and SMP. The
production of other dairy products absorbed an important part of these additional
deliveries, following the evolution of the demand side.

On average over the period 1995-2001, total butter consumption fluctuated at around
1.76 mio t, with a trend to increase in the last two years. Current exports are running at
relatively low levels. After the drop in 1998 and 1999, EU butter exports recovered
slightly in 2000 and stabilised somewhat at 177 000 t in 2001. '

A certain slowdown in cheese consumption growth since the second half of 2001 has
resulted in more milk being channelled in butter production, creating a situation of weak
prices. Intervention stocks, which were reduced by sales in spring 2001, have started to
grow again in the autumn. By the end of April 2002, around 85 000 tons of butter had
been accepted into intervention.

Butter production is projected to decrease slightly over the medium term. The Agenda
2000 quota increases foreseen for the period 2005/06-2007/08 are not expected to change
this downward trend as the production of other dairy products is expected to absorb most
of the additional deliveries. Furthermore, the lower intervention prices decided w1th
Agenda 2000 will make it less attractive to sell butter and SMP into intervention.

Table 1.23 Butter projections in the EU, 2000 — 2009 (‘000 t)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

Production 1843 1829 1818 1787 1761 1746 1741 1729 1718 1706
Imports 106 118 120 143 146 149 151 153 154 154
Exports 185 177 160 195 200 200 190 180 170 165
Consumption 1753 1765 1731 1720 1715 1718 1718 1722 1722 1714
Stock changes 10 5 46 15 -8 -23 -16 -21 -20 -20
p.c. consumption (kg) 4.65 4.67 4.57 4.52 4.50 4.50 4.49 449 4.49 4.47
Public stocks (intervention and private aided stocks)

Beginning stocks 116 119 112 158 173 166 143 127 106 86
Ending stocks 119 112 158 173 - 166 143 127 106 86 66
Stock changes 3 -7 46 15 -8 -23 -16 -21 -20 -20

Note: The figures on imports and exports are referring to total trade, i.e. including inward processing.

Imports of butter are projected to continue to increase somewhat over the forecast period
to reach up to 150 000 t over the medium term, following the increased market access
commitments allowed under the double-zero agreement with 10 candidate countries.
Butter exports are set to reach around 200 000 t by 2005, and then to decrease over the
medium term, following the decrease in production. World market forecasts for butter
trade show some increase in the medium term. But the biggest part of the anticipated
increase, mostly by developing countries, is likely to be supplied by New Zealand and
Australia, which are continuously expanding their milk production and exports of dairy
products, while the EU share on world butter markets is on the decline.

Graph 1.26 Butter projections in the EU, 1991 — 2009 (000 t)
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Overall, the assumptions and projections presented above show a market situation where
SMP intervention stocks, after the strong reduction that took place in the most recent
years, tend to slightly increase in the short-term, due to the situation of low domestic and
world market prices. However, the strong reduction in production that is projected over
the long-term (in line with that observed in the past) together with the expected
stabilisation in consumption (that will benefit for lower prices following the
implementation of the Agenda 2000 price cut) is expected to gradually reduce current
intervention stocks to zero after 2004.
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From 1995 to 2000, the net impact of these two phenomena displayed a net under-use of
the total base area of some 300 to 500 000 ha and an overall decline in total land farmed
in arable crops or set-aside within the framework of a support regime.

The net under-use of the total base area would have reached slightly more than
300 000 ha in 2000 in the European Union as a whole (cf. graph A.l), whereas estimates
for the 2001 production year seem to show a larger increase in the net under-use to nearly
800 000 ha.

It has been assumed that these phenomena would prevail over the outlook period at a
level close to the average observed level of net under-utilisation over the most recent
years. The net under-use would fall to approximately 500 000 ha in 2003 and to some
400 000 ha in 2004 and would then stabilise at that level over the rest of the forecast
period.

Set-aside of land

Compulsory set-aside is set at 10 % from 2002 onwards, its base rate in the context of
the Agenda 2000 CAP reform. Total land under compulsory set-aside is calculated on the
basis of the total area under the general scheme. This area has been steadily increasing
over the 1993-1999 period: from 30 mio ha in 1993 (EU-12) to 40 mio ha in 1997 and
then 40.6 mio ha in 1999. This evolution reflected a combination of structural and policy
factors. On the one hand, there is the on-going process of structural adjustment in the
agricultural sector, which leads to an increase in the average size of farms and in the total
land subject to the set-aside obligations. On the other hand, the incentive for arable
producers to remain under the simplified regime declined following the regular decrease
in the rate of compulsory set-aside.

The total area under the general scheme dropped in 2000 by some 2 mio ha. This shift in
the level of the area subject to the compulsory set-aside seems to have been associated
with the changes in the arrangements governing the application of the set-aside
instruments implemented in the Agenda 2000 CAP reform framework (notably the
harmonisation of direct payments between the simplified and general scheme as well the
possibility for “small producers” to set aside land on a voluntary basis). In 2001, total
land under the general scheme resumed increasing and reached 39.1 mio ha.

Over the projection period, it is assumed that the structural adjustment will continue,
though at a slower pace than in the past. Total area under the general scheme will expand
from 39.1 mioha in 2001 to reach 40.9 mioha in 2009. Therefore, land under
compulsory set-aside is estimated to increase from 3.9 mio ha in 2001 to 4.1 mio ha in
2009.

Voluntary set-aside is assumed to adapt to changes in the rate of compulsory set-aside
and in market prices. It is expected to increase from 1.7 mio ha in 2000 to 2.5 mio ha in
2001 due, to a large extent, to difficult sowing conditions resulting from unfavourable
climatic situations. The voluntary set-aside area has been modelled, desaggregating Spain
from the rest of the EU, taking into account the evolution of the rate of compulsory set-
aside and the relative profitability of arable crop farming. Voluntary set-aside area is
estimated to increase from 1.9 mio ha in 2002 to around 2.2 mio ha over the medium
term. The rise in voluntary set-aside would mainly result from the projected decline in
the relative profitability of arable crops, especially in the first part of the projection
period.

Linseed, flax & hemp and silage crops
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1.2 Yields

Yields are projected on the basis of non-linear functions with respect to trends™ and
market prices. Yield functions have been estimated for each type of cereals on the basis
of the most representative period, generally over the 1985-2000 period (in terms of
forecasting ability over the historical period and plausibility of projections). Oilseed yield
trends are computed over a more recent period in order to take account of the more
positive developments observed over the last few years, i.e. after their decline in the
wake of the reform of the sector in the late 1980s.

2. Cereal domestic demand

Domestic demand for cereals has been econometrically estimated for each type of cereals
(as mentioned above) and by uses (feed, food, seed and other uses), based on the
consumer price changes of cereals and of their substitute products, projections of animal
production and herd size, forecasts for population as well as historical trends.

The feed forecasting module operates in three stages: the estimation of the total demand
for marketable feed products (including their direct use on farm), its allocation between
the main feed products (cereals, “energy-rich” products such as corn gluten feed and
manioc, “protein-rich” products and other feed products) and the distribution among the
cereals. '

3. External trade

The level of cereal imports has been projected exogenously on the basis of expert
judgement. Cereal exports are estimated using the projected world market prices for
cereals, taking into account the limits on the level of subsidised cereal exports set in the
Uruguay Round Agreement.

4, Balance sheet

The cereal balance sheets summarise the projection results for production, consumption
and external trade. The disposable surplus that balances these items is attributed either to
private or to public (intervention) stocks, with private stockholding set at between 13 %
and 15 % of domestic consumption depending on the cereal, which corresponds to
around five to seven weeks of consumption (except for durum wheat for which private
stocks are assumed to remain stable at around 0.6mio t).

S. Cereals and oilseeds prices

Domestic cereal prices are computed on the basis of the balance between supply and
demand for each type of cereals, taking into account the system of intervention prices.

Assumptions for world cereal and oilseeds prices are based on the most recent FAPRI
medium-term projections published early Spring 2002 and the provisional OECD outlook
for the 2002-2007 period (cf. graphs A.3 and A .4).

> Under these functional forms, estimated trends exhibit a decline over the long term in the annual

growth rate in yields.
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Per capita domestic demand for rice has been econometrically estimated for japonica and
indica on the basis of their own price changes, the demand for the other rice variety as
well as historical trends. The level of rice imports and exports is forecast on the basis of
the projected level of domestic and world prices, taking into account our WTO trade
commitments in terms of subsidised exports, food aid and market access as well as
preferential import regimes (notably with the ACP, OCT and LDCs).

v Meat and livestock
1. Beef supply and demand

The long-term prospects for beef and veal have been obtained on the basis of the results
from several approaches. Econometric and statistical models on cyclical production and
the long-term evolution of consumption form the basis of the projections. However, since
the BSE crises affected the short-term evolution of production and consumption patterns,
some additional simulations and estimates have been carried out. They mainly concern
the evolution of consumption (with and without the impact of BSE) and the impact of the
measures (slaughtering for sanitary reason, supply side measures, and destruction
schemes) on production adopted in 1996 and 2000-2001.

Beef supply

Projections on beef supply are based on different models of the beef production cycle, of
which the statistical one follows the traditional approach of analysing separately the
different components in beef production, i.e. the seasonal pattern, the cyclical movement
and the long term trend. A more sophisticated econometric approach takes account of
additional elements from the beef market, such as market prices and premium, feeding
costs and assumptions on the evolution of the cow’s herd. The combination of these
models form the “first projections”, which are then used as a reference for adjustments in
order to incorporate the potential impact of the BSE crises and the different support
measures that have been adopted. These adjustments cover in particular:

e The effect of the different slaughter programs in different member states, in particular
the “Over-Thirty-Months-Scheme” (OTMS) in the UK, which is assumed to be
applied until March 2004. In addition, the selective cull programs in several member
states are taken into account. The estimates of the potential impact on production are
mainly based on administrative data on the number of animals entering in the
different schemes and rough assumptions for the average slaughter weight, according
to the categories of animals (based on historical figures).

e The estimated impact of the measures the Council decided in October 1996 in order
to limit beef production in the short-term. They concern in particular the calf
processing scheme (for beef and dairy calves) and the early marketing scheme for
veal calves. The early marketing scheme ended in 1998, but the processing scheme
continued in a few member states during 1999. Processed or diverted calves (from
beef to veal production, in order to compensate for the reduced slaughter weight of
veal calves) are assumed to have an impact on beef production over the two
following years. Like for the OTMS, the potential impact is estimated on the basis of
administrative data on the number of animals concerned by both schemes and
assumptions on average slaughter weight.

e The estimated impact of the destruction schemes introduced after the recent BSE
crisis. The meat withdrawn from the food chain in the framework of the “Purchase
for Destruction” scheme is estimated on the basis of administrative data on the
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number of thirty-months animals entering the scheme and average slaughter weight.
For the “Special Purchase” scheme, like for intervention stocks, information is
directly available in tons carcass weight equivalent.

e The estimated impact of the FMD containment measures. In the absence of detailed
information on the age/categories distribution of animals concerned by the culling,
assumptions have been made on the basis of herd structure at the December 2000,
May June 2001 and December 2001 surveys.

e The estimated impact of the special measures decided in June 2001 as part of the 7-
point plan (Council Regulation (CE) N°® 1512/2001 of 23/07/2001), notably the
reduction of the stocking density rate (from 2 to 1.8 livestock units per hectare) and
other temporary measures (like a small reduction of the special premium ceilings and
some limitations in the suckler cow premium in 2002 and 2003).

The net impact of these types of measures has been deducted from the potential beef
production obtained from the “first projections”.

Beef demand

The projections for beef and veal consumption are based on an econometric model
covering also the other types of meat (mainly pig meat and poultry). It takes account not
only of the evolution of prices for beef, pig meat and poultry but also that of other
variables, such as the disposable consumer income. The obtained results, which show a
long term declining trend for beef meat per capita consumption, are then adjusted to take
into account the observed and further expected impact of both BSE crises. Beef
consumption is assumed to drop in the short term and recover in few years following the
same pattern shown after the 1996 crisis.

2. Pig meat, poultry and sheep/goat meat

Projections for pig meat and poultry production were obtained on the basis of demand
forecasts and assumptions on net external trade, taking into account the GATT
constraints on subsidised exports and expert judgements on the level of non-subsidised
exports that can be realised. The estimated impact of FMD, mainly on sheep, has been
taken into account. :

The forecasts for internal demand are coming from the same econometric model that has
been used for the beef consumption projections. However, as for beef, results from this
model have been adjusted in order to take account of the impact of the BSE crises.

v Milk and dairy products
1. Milk supply and dairy herd

The projections for milk productions and deliveries are to a large extent determined by
the milk quota system, which fixes the reference quantities for deliveries to dairies and
direct sales from farms. In addition, a reference fat content for delivered milk has to be
taken into account. The long-term projections are based on the assumption that actual
deliveries will adapt to the fixed milk reference quantities, according to the volumes
fixed by the Agenda 2000 decisions. The fat content in the delivered milk is assumed to
continue to increase slightly, thus, reducing the physical quantities of milk that can be
delivered to dairies without penalty in the form of “additional levy”. Furthermore, the
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delivery ratio (the share of delivered milk with respect to total production) is expected to
continue its slight increase, but less than in the past.

The projections on dairy cow numbers are derived from the forecast results for milk
production, assuming a further increase in milk yields at about 1.4 % per year on
average. This assumption is based on the past evolution of milk yields and takes into
account a certain slow down observed in recent years.

2. Dairy product balance sheets

The balance sheets for the three most important dairy products (cheese, butter and
skimmed milk powder) take into account import and export commitments under the
GATT agreement and granted improved market access under other agreements, i.e. the
“double zero” agreements recently concluded with 10 accession countries.

It is assumed that production of dairy products is essentially demand-driven (domestic
use and exports), but some adjustments have been made in order to incorporate likely
responses within dairy manufacture due to the GATT constraints, which are considered
to limit a further expansion of some dairy products, such as cheese for example.
Therefore, butter and skimmed milk powder production projections incorporate some
residual elements. The adjustments made are checked against a calculated global balance
of milk used in dairies. The projections on internal demand (domestic use) for the
different dairy products are mostly based on historical trends, adjusted if necessary in
order to take into account of changed short-term consumption patterns.

The internal and external analysis carried out in the framework of the preparation of the
Mid Term Review of the CAP has been the opportunity to deepen and update the
analysis of the EU dairy sector and invest in new methodological approaches. These
analyses give a somewhat more optimistic outlook for the EU dairy sector, notably on
the demand side, than those presented in last year's projections and allowed to adapt
somewhat the cautious approach as regards the long term-projections for the major dairy
products.
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1. Introduction

This chapter provides an overview of the current and projected medium-term
development for a number of the main agricultural commodity sectors in the 10 Central
and Eastern European Countries (CEECs) which are candidates for accession to the
European Union™*. :

As is the case for the EU, projections for production and use are presented for some of
the main crop and livestock products in the CEECs for the period up to 2009 (marketing
year 2009/10 in the case of cereals and oilseeds). The projections combine a short-term
forecast for 2001 and 2002 with a medium-term forecast up to 2009.

The short-term forecast is based on a combination of different approaches (statistical
analyses, expert judgement, and agro-meteorological models), on different statistical
sources (Eurostat, national statistics, international organisations, private information,
etc.) and on the most likely development in 2002 according to current knowledge of
weather conditions, prices, and the market situation.

As for the EU-15, an economic model has been used for the projections presented in this
report, instead of the purely statistical approach reported in the previous ones. This
economic model includes a specific module for each of the 10 CEECs to obtain the
expected medium-term developments in the main agricultural markets. Agricultural
market and trade policies, the development of the population and income and the
development of real exchange rates, capital and labour costs all enter as country-specific
and explicit variables in the projections for each of the Candidate Countries. In these
projections current agricultural policies are assumed to be maintained unchanged
over the medium term. Therefore, no assumption on the date or the conditions of entry
into the EU has been made™.

The projections for the agricultural markets are based on the European Commission’s
latest macroeconomic projections for the CEECs and on the assumption of a continuation
of past trends, as far as the main macroeconomic parameters are concermed (GDP, real
exchange rate, etc.).

The results for the 10 CEECs as a whole are summarised below. Considerable efforts
have been made to establish a coherent, reliable and up-to-date set of data on agricultural
statistics for all CEECs. Historical data have in some cases changed since last year’®,
leading to modifications in this year’s projections compared to those published last year.
Some of the differences are also due to the change in methodology and in particular to
the impact of certain macroeconomic assumptions on market prospects.

The results presented below are aggregated for all 10 CEECs together. However, it is
important to emphasise the relevance from an economic and political point of view of the
specific situation for each country. We have therefore added in annex a set of tables
showing simplified balance sheets per country and per product for the period 1999 - 2002

>4 Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, Romania, Slovak Republic

and Slovenia.

> This is purely a working assumption and does not prejudge the effective entry date of any candidate

country or the modalities of accession.

36 “Prospects for agricultural markets 2001-2008" - July 2001, European Commission, Brussels.
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and projections up to the year. The estimations for the year 2002 and the projections up
to 2009 are based on information available at the end of April 2002.

2. Economic Outlook, Market and Weather Conditions

Since the-mid 1990s Central and Eastern European Countries have on average shown
higher economic growth than the EU-15. The global slowdown of economic growth also
affected the CEECs at the end of 2001. Robust internal consumption, however, is
projected to help the economies return to an average GDP growth of 2.9% in 2002. The
CEEC:s are then projected to return to the path of strong economic growth, mainly due to
further strengthening internal demand.

In the medium term, the recovery to sustained high economic growth should stabilise
unemployment, especially in urban regions. High unemployment in rural areas, though,
is likely to continue to create strong economic pressure and to remain an important policy
challenge. It would also have negative repercussions on achieving necessary structural
change in the agricultural sector.

However, the return to dynamic economic performance would, as in the past, contribute
to rising consumer incomes in the CEECs, a trend which has been assumed to continue
over the forecast period. This development should positively affect the demand for
agricultural food products, especially of quality products. On the other hand, the
population in the CEEC-10 is expected to remain relatively unchanged and thus not
affect food consumption.

The projections for agricultural products are based on the assumption of a
continuous trend of real appreciation of exchange rates for national currencies
against the euro and US-dollar, which has been visible in recent years. This leads to
continuous competitive pressure on CEEC agriculture and requires rapid restructuring
especially of the labour-intensive part in order to maintain competitiveness. Any
significant movement in exchange rates as well as in the costs of production factors could
influence the production levels and the consumption patterns in the CEECs, and
consequently trade.

The Russian crisis in 1998 led to a decline in an important export market for the CEECs
and also to a remarkable reorientation of agricultural trade to other geographical
destinations, in the subsequent years. In particular, the trade among the CEECs
themselves has gained in importance. However, export markets outside of the EU and the
CEECs have remained tight, a feature that would, in certain sectors, be felt much more
than at present should production regularly begin to exceed domestic consumption.

In continuation of the European agreements from the beginning of the 1990s, the so-
called “double zero-agreements” between the EU and the CEECs, concluded in 2000,
deepened the process of bilateral trade liberalisation between the Candidate Countries
and the EU. The “double profit” agreements, which represent a further step in liberalising
bilateral trade, are expected to be adopted for the majority of CEECs in the second half
of this year. These agreements aim at a mutual liberalisation of agro-food trade also for
more sensitive products and represent an important step in market integration prior to
enlargement. The “double profit” agreements have not been included in the projections.

The EU-15 is the most important trading partner for the CEECs. A successful process of
bilateral trade liberalisation and eventual integration into the Single Market requires both
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primary production and food processing industries in the CEECs to improve their
production standards and cost structures, in order to be able to comply with consumer
expectations on food safety and quality in the wider European markets. Successful
developments have been observed in most CEECs. The SAPARD’’ programme, which
has been adopted for all the CEECs, helps to address this problem and has contributed to
the focussing of national policies. However, quickening the pace of restructuring of
agriculture and food processing will need considerable additional efforts in the CEECs,
which among other measures would require additional domestic investments, further
foreign direct investments and additional national programmes.

Market and Weather Conditions

The year 2000 was a year of extremes in the CEECs. The adjustments following the
collapse of the Russian market became fully apparent in the production figures for the
animal sector. In addition, many countries were affected by the worst drought since the
start of the transition process. Prices for agricultural commodities, especially for crops,
increased considerably as a response to the limited supply of cereals. Relatively high
world market prices and the practice of some Candidate Countries to largely maintain
high import tariffs and to neutralise preferential imports, which marked a significant
change of policies compared to similar situations in previous years contributed to this
price increase.

In many respects the year 2001 presented a change of conditions for CEEC crop
production. Good weather conditions throughout the year led to good yields and
exceptional harvests in most CEECs.

The exceptional good weather conditions of 2001 seem unlikely to be repeated in 2002.
Conditions in early autumn were too wet, which delayed sowing of winter crops.
Temperatures in winter were colder than in 2001 and the rather limited amount of snow
coverage could not prevent frost kill. Bulgaria, Central Romania, and the Baltic States
were specially affected. In the following months, however, weather conditions improved,
in terms of temperature and water balance. This had positive effects upon Poland, the
Baltics, and north and central Romania in particular. Slightly less favourable conditions
appeared in Hungary and the Czech and Slovak Republics. The development of weather
conditions in the CEECs seems to indicate so far a quite normal crop year with average
yields.

In 2001 and 2002 the new import and market policies of some CEECs contributed to
relatively high prices for those crops, where internal production has been insufficient. In
addition, high cereal prices have contributed to further deteriorate the internal
competitiveness of livestock production, particularly for pork. This has been partly
compensated by market interventions for pork in some countries.

However recent surpluses and larger stocks, due to tight export markets and high
transport costs, have led to reductions in agricultural prices in a number of countries,
most notably in Hungary. Nevertheless, the market and storage situation in net importing
countries such as Poland, seem to indicate emerging pressure on cereal prices unless

7 SAPARD: Special Accession Programme for Agricultural and Rural Development.
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storage levels would be further extended. The foreseen average harvest in 2002 might put
further pressure on domestic prices in the CEECs, if levels of stocks were maintained at
current levels.

Despite these obvious pressures, which might lead to a change of market policies in a
couple of CEECs in the medium term, policies in the simulations are assumed to
remain unchanged over the projected period.

3. Cereals and Oilseeds
3.1 Area

During the second half of the 1990s the harvested area for cereals in the CEECs was
relatively stable at just above 24 mio ha. However, lower world market prices and wet
conditions, which hampered sowing, reduced the area to 22.5 mioha in 1999. The
year 2000 saw an expansion of more than 1 mio ha, which did not however result in
higher production due to the drought experienced that year. In 2001 area increased to
24.5 mio ha, with the most significant increases being in Romania and Hungary. For
2002 the total harvested area is forecast to decline by 0.6 mio ha compared to the
previous year. The more favourable market conditions for oilseeds and the stagnant
prices for cereals in the CEECs are expected to lead to a slight reduction in cereals area
down to a level of 23.3 mio ha by 2009. '

The previously favourable market conditions for cereals led to a decline in oilseed area in
2000 and 2001. However, oilseed area is forecast to recover and reach 3.1 mio ha in
2002, and then gradually increase to 3.6 mio ha by 2009, with the most notable increases
being in Bulgaria, Hungary and Slovakia.

With the exception of 1999, the total area for oilseeds and cereals has been quite stable at
around 27 mio ha. In the medium term the total area for cereals and oilseeds is expected
to decline slightly until 2009, if current policies in the CEECs remain unchanged.

Table 2.1 Total cereal and oilseed area in the CEECs, 1999 — 2009

1999 2000 2001 2002 2003 2004 2009
Cereals (mio ha) 22.5 23.6 24.5 23.9 23.5 234 23.3
Qilseeds (mio ha) 3.8 3.1 2.9 3.1 3.4 3.5 3.6
Total cereals and oilseeds (mio ha) 26.3 26.6 27.4 27.0 27.0 26.9 26.8
3.2 Cereals

Since the beginning of the 1990s, the average cereal yield in the CEECs has increased
by more than 15 % from around 2.7 t/ha in 1992 to 3.36 t/ha in 2001. However, the
CEECs seem to be more exposed to droughts, such as in 2000, than the EU-15 (since the
transition, droughts have affected the CEECs every 4-5 years). Average yields are
projected to expand further, to levels of 3.6 t/ha in 2009, which is still below the
projected average cereal yields of 6.2 t/ha in the EU-15. Future development to more
intensive cereal farming clearly depends on the possibility for farms to improve their use
of inputs and on their ability to afford the use of these. The revaluation of exchange rates
against major currencies would lower the prices of imported inputs such as pesticides and
some fertilisers, which would provide incentives for cereal production.

Total cereal production in the CEECs increased from 63 miot in 1992 to around
76 mio t in 1998. Due to weather-related problems the cereal harvest was reduced in
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Hungary and in Poland. The good harvest forecast for 2002 might place further pressure
on market prices.

The projected slight expansion of production and the development in domestic use
increase the amount of cereals available for exports until 2009. Even under the
assumption that cereal storage would be extended where necessary, domestic prices
would become less dependent on import prices and could be expected to fall.
Consequently the exportable annual surplus stagnates at around 8 to 8.5 mio t until 2009.

Under average weather conditions Hungary, Romania, Bulgaria, Poland, and the Slovak
Republic should have a net export balance, while Slovenia, the Czech Republic, and the
Baltic States should remain net importers.

Table 2.3 Situation and perspectives of wheat markets in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009

Area {mio ha) 7.7 8.7 9.7 9.3 9.0 9.0 8.9
Yield (tha) 3.33 3.13 3.57 3.43 3.58 3.62 3.82
Production (mio t) 256 27.3 34.6 31.8 32.3 32.5 34.1
Total internal use (miot) 25.9 26.3 26.7 26.7 27.7 28.0 29.8
Food (mio t) 12.9 12.9 13.0 13.0 141 143 15.5
Feed (mio t) 9.6 9.7 9.9 10.0 10.8 10.9 11.3
Balance (mio t) -0.3 1.0 8.0 5.1 4.6 4.5 4.3

Common wheat is the most important cereal in the CEECs and would remain so over the
projected period. The area allocated to wheat production would be approximately
9 mio ha. Coarse grain area would decline slightly from 14.6 mioha in 2002 to
14.3 mio ha in 2009, since prices for coarse grains would develop less favourably than
those for wheat.

Wheat production would increase from 31.8 mio t in 2002 to 34.1 mio t in 2009. The
increase in production would be slightly less than that in domestic use. The foreseen

exportable surpluses of around 5.1 mio t in 2002 would, therefore, decline over time to
4.3 mio t in 2009.

Table 2.4 Situation and perspectives of coarse grains markets in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009

Area (mio ha) 14.8 14.8 14.8 14.6 14.5 144 14.3
Yield (Yha) 3.20 2.31 3.22 3.18 3.31 3.35 3.53
Production (mio t) 47.3 34.3 47.6 46.4 48.0 48.4 50.6
Total internal use (mio t) 46.8 43.4 441 43.6 44 1 44 .4 46.5
Food (mio t) 6.6 6.4 6.5 6.4 5.9 6.0 6.3
Feed (mio 1) 36.8 33.7 34.4 34.0 34.3 346 36.2
Balance (mio t) 0.5 -9.1 3.5 2.8 3.9 3.9 4.0

The production of coarse grains is projected to increase by approximately 4 mio t from
46.4 mio t in 2002 to 50.6 mio t in 2009. Maize, mainly produced in Hungary, Romania,
and Bulgaria, is the most important coarse grain with 22.1 mio t produced, followed by
barley with 11.1 mio t, mainly produced in Poland and the Czech Republic, and by rye
with 7 mio t, mainly produced by Poland and the Baltic states.

By 2009 internal use of coarse grains would increase to 46.5 mio t leaving a balance of
4 mio t available for export, of which 3.2 mio t would be maize (Hungary and Romania)
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and 0.8 miot would be rye (almost entirely from Poland). For the latter it would be
difficult to find export outlets.

33 Oilseeds

The area in the CEECs under oilseeds reached a peak in 1999 of around 3.8 mio ha. This
was the result of the relatively attractive oilseed prices in 1998, as well as weather-
related problems during cereals sowing (for instance in Hungary and the Slovak
Republic). The oilseed area then fell sharply in 2000 to only 3.1 mio ha, and the high
prices for cereals in 2000 led to a further decrease of harvested area in 2001 compared to
2000. In 2002 this downward trend is expected to reverse due to a favourable
development in oilseed prices particularly in Hungary, Romania, and Bulgaria. This
would lead to an increase of area, but, due to the drop in yields, oilseed production is
expected to increase only slightly.

The area under oilseeds would increase from 3.1 mio ha in 2002 to 3.6 mio ha in 2009.
Production would increase by 1 miot from 5.1 miot in 2002 to 6.1 mio t in 2009. The
main expansion in production is projected as being for the relatively low yielding
sunflower seed in Hungary, Bulgaria, and Romania.

Table 2.5 Situation and perspectives of oilseed markets in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009
Area (mio ha) 3.8 3.1 2.9 3.1 3.4 3.5 3.6
Yield . (tha) 1.56 1.42 1.72 1.63 1.64 1.65 1.70
Production (mio t) 59 4.3 5.0 5.1 5.6 5.7 6.1
Total internal use {mio t) 41 37 39 4.3 4.3 4.3 4.3
Balance (mio t) 1.9 0.6 1.0 0.9 1.3 14 1.7

Since 2000 internal use/crushing has been increasing again to levels of 4 mio t and is
expected to further increase in 2002 to 4.3 mio t. In the medium term internal crushing
might stabilise at that level, if demand for protein-rich oilmeals remains limited in the
CEECs. However, increasing quality and lean meat content might add to an expansion of
the use of protein-rich feeds, which might trigger additional investments for expanding
crushing capacities in the CEECs. These structural changes have not been taken into
account. With existing crushing capacities exportable oilseed surpluses might increase
from the present 1 mio t to 1.7 mio t in 2009.

Table 2.6 Situation and perspectives of rape seed markets in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009
Area _ (mio ha) 14 1.1 1.2 1.3 1.3 1.3 1.3
Yield (tha) 2.09 2.06 2.36 2.18 2.24 2.27 2.43
Production (mio t) 2.9 2.3 2.7 27 3.0 3.0 31
Total internal use (mio t) 1.8 1.9 21 2.2 2.2 22 2.2
Balance {mio t) 1.1 0.4 0.6 0.5 0.8 0.8 0.9

The rape seed crop has traditionally only been of importance in Poland. However in
recent years production has been expanding significantly in the Czech Republic, the
Slovak Republic and Hungary. It is projected that rape seed area will remain stable at
around 1.3 mio ha from 2002 onwards. By 2009 production should reach a level of
3.1 miot, with total use being stable at around 2.2 miot. With unchanged internal
crushing capacities around | mio t would be available for export in 2009.
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Table 2.7 Situation and perspectives of sunflower sced markets in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009
Area (mio ha) 2.3 1.8 1.7 1.7 2.0 2.0 2.2
Yield (t/ha) 1.27 1.01 1.27 1.24 1.21 1.22 1.25
Production (mio t) 29 1.8 2.1 2.2 2.4 2.5 2.7
Total internal use (mio t) 2.1 1.6 1.7 1.8 1.8 1.8 1.8
Balance (mio t) 0.8 0.2 0.4 0.3 0.6 0.6 0.9

Sunflower accounts for more than 60 % of the oilseed area in the CEECs, but for only
40 % of total oilseed production, due to the significantly lower yield of sunflower
compared to other oilseeds. Sunflower is only grown in Romania, Bulgaria and Hungary.
In 2000 a significant decrease in the sunflower area was observed in Hungary due to the
drought. Price pressure on cereals, particularly for maize in Hungary, would encourage a
gradual increase in sunflower production to 2.7 mio t by 2009.

Despite favourable price developments on world markets and the suitable climate, the
area of soya bean production mostly on irrigated land would be stable at around
100 000 ha (mostly in Romania), producing 200 000t, and no significant change is
foreseen during the projection period.

4. Milk and dairy products

The milk sector is of major importance for most of the CEECs and the single most
important commodity contributing to agricultural income. Combined with the beef
sector, milk is an area where the CEECs have seen the most significant reductions during
the 1990s.

This labour-intensive part of agriculture in particular might suffer from appreciating real
exchange rates, which would lead to a deterioration in domestic prices for dairy products
in national terms while costs for domestic factors such as labour and land would gain
more weight. Significant efforts have been undertaken in the CEECs to foster
restructuring. With the introduction of EU quality norms in most countries, the dairy
industry demands increasingly higher standards of milk, which forces market production
to restructure. The share of high quality milk in deliveries has increased in most
countries.

In several countries subsistence milk production of small holdings is an important
element of production and the domestic use of milk. In the past subsistence and semi-
subsistence production contributed to the stabilisation of milk production. Production has
therefore been maintained at a certain level, but income levels have deteriorated
significantly. Subsistence production, especially of milk, has gained importance in some
countries, because economic and social conditions in rural areas have worsened. A
development of this nature indicates a mounting rural poverty problem in the medium
term under the domestic policies in some CEECs, which alongside rural unemployment
would be a major policy challenge.

Much of the future direction of structural change is less dependent on milk market
policies than rather on the economic and social developments in rural areas. Continuous
high unemployment and poverty would certainly hamper structural change in milk
production, even if agricultural policies in the CEECs provide incentives to market
production.
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2009. At the same time feed use of milk declines alongside the reduction of the dairy
herd and declining beef production. As a result total domestic use increases only by
0.7 mio t from 25.8 mio t in 2002 to 26.5 mio t in 2009.

Feed use has decreased from 3 miot in 1992 to 2.6 miot in 2001 in line with the
declining dairy cow herd size. The projections would suggest a further decrease of dairy
and beef herds, which would further decrease the use of milk in feed to 0.8 miot by
2009.

For countries where statistics are available, quantities delivered to dairies were on
average 65 % of the total production in 2000. However large differences exist between
countries. Deliveries are at around 92 % of the total production in the Czech Republic,
85 % in the Slovak Republic, 80 % in Hungary, 70 % in Slovenia, 60 % in Estonia, 65 %
in Lithuania, 58 % in Poland, 48 % in Latvia, 37 % in Bulgaria, and about 20% in
Romania. The future shares of market-oriented milk production in total production will
crucially depend on the direction of structural change.

The CEECs as a group were net exporters of milk and milk products in the 1990s,
especially of milk powder and butter. It is expected that under present national policies
the CEECs would become net importers of milk in the medium term. The Baltic states,
Slovenia, the Czech Republic, and Slovakia would however remain net exporters of milk,
though exports would follow a declining trend. ‘

Butter

The production of butter decreased from over 425 000 t in 1992 to 323 000 t in 2001.
Production is expected to continue to decline over the projected period down to a level
of 263 000 t by 2009. Deteriorating butter prices, due to revaluating exchange rates and a
higher profitability for other products (mainly of the fresh milk type), should divert milk
away to production of more profitable dairy products.

Butter consumption has been relatively stable over recent years at around 2.7 kg/capita
and is expected to increase slightly to 2.9 kg/capita by 2009 (compared to 4.6 kg/capita
in the EU). As a consequence of declining production and slightly increasing
consumption, the exportable surplus should decrease from around 45 000t in 2002 to
9 000t in 2004. After 2004 the CEECs would become net importers of butter, with the
balance reaching a deficit of 41 000t by 2009. Poland produces more than half of the
butter in the CEECs followed by Lithuania and Estonia.

Table 2.9 Situation and perspectives of the butter market in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009
Production 000 t 328 317 323 322 302 293 263
Total internal use 000 t 286 272 272 276 281 284 303
Balance 000 t 42 46 51 45 21 9 -41
Per cap. consumption kg/pc 2.72 2.60 2.60 2.64 2.68 2.71 2.89

Cheese

Whereas butter production has been on the decline, cheese has been on an upward trend
since 1992 both in terms of production and consumption. In 2001 cheese production in
the CEEC:s increased to 946 000 t. The expected decline in milk production in the CEECs
as well as the competition on the internal markets would not allow a significant
additional expansion in cheese production, unless investments in the dairy sector were to
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8. Sheep and goat meat

The production of sheep and goat meat has nearly halved since 1992 from 227 000 t to
120 000t in 2002. Flocks are expected to continue this downward trend, though less
steeply than in the 1990s. One of the main factors for the decline is the limited market for
sheep meat in the CEECs.

Table 2.14 Situation and perspectives of the sheep and goat meat market in the CEECs, 1999 - 2009

1999 2000 2001 2002 2003 2004 2009
Production mio t 0.13 0.13 0.13 0.12 0.12 0.12 0.11
Total internal use mio t 0.11 0.12 0.11 0.11 0.11 0.1 0.10
Balance mio t 0.01 0.01 0.01 0.01 0.01 0.01 0.01
Per cap. consumption kg/pc 1.09 112 1.09 1.06 1.04 1.02 0.94

It is expected that through to 2009 production would reduce further to a level of 110 000
t. The two biggest producers, Romania and Bulgaria, account each for more than 40 % of
the total sheep and goat meat production. Beyond the two main producers, the production
and consumption of sheep and goat meat are very limited in the CEECs. In total the
CEECs have a minor exportable surplus.

9. Total meat consumption

During the projection period total meat consumption is projected to increase from
66.4 kg/capita in 2002 to 73.3 kg/capita in 2009, still well below the level of the early
nineties (80 kg/capita). The entire increase comes from the rise in pig meat and poultry
meat consumption, which would increase by 5.5 and 1.4 kg/capita respectively.

Table 2.15 Total meat consumption per capita in the CEECs, 1999 — 2009

1999 2000 2001 2002 2003 2004 2009
Beef and veal kg/pc 9.5 9.4 9.3 9.2 9.4 9.5 9.3
Pigs kg/pc 40.4 39.1 38.9 397 415 421 452
Poultry kg/pc 15.3 16.8 16.2 16.4 16.8 17.0 17.8
Sheeps and goats kg/pc 1.1 1.1 1.1 1.1 1.0 1.0 0.9
Per cap. consumption kg/pc 66.3 65.3 65.5 66.4 68.7 69.6 73.3

10. Conclusion

General economic conditions are foreseen to improve and the CEECs are expected to
return to the path of strong economic growth. Rising consumer incomes might provide
opportunities for CEEC agriculture and food processing as well as challenges. The
opportunities are related to increasing demand for processed agricultural commodities as
well as some expansion in consumed quantities of certain highly preferred agricultural
commaodities, such as fresh milk products, cheese, pig and poultry products.

Challenges will in particular be the ongoing restructuring of the primary and processing
sectors in agriculture and the increasing integration of the CEEC and EU food markets.
Confronted with a stagnating demand for bulk products and increasing competition on
domestic and international markets, CEEC agriculture and food processing will need to
restructure in order to move towards more competitive use of the significant agricultural
potential which exists. This holds especially true for milk and beef production, where the
restructuring is foreseen to continue.
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During 1999 and 2000 deficits on many commodity markets, particularly for cereals,
raised internal prices of some key commodities substantially above previous price levels.
The good harvest of 2001 was used in many CEECs to replenish stocks, which helped to
keep price level high during that year. The good harvest of 2002 might lead to additional
pressure to increase stocks, if current policies and price levels were to be maintained.
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Statistical annex

Table A.1 Situation and perspectives of cereal markets in the CEECs, 1999 - 2009

AREA (1000 ha) YIELD (tha) PRODUCTION (mio t) DOMESTIC USE_(mio t) BALANCE (miot)

1999 2000 2001 2002 | 2003 2004 | 2009 ] 1999 2000 2001 2002 [ 2003 2004 | 2009 | 1999 2000 2001 2002 ] 2003 2004 | 2009 | 1999 2000 2001 2002] 2003 2004 | 2009 § 1999 2000 2001 2002 § 2003 2004 ] 2009

ICZECH REPUBLIC 1591 1650 1627 1598 1589 1591] 1599) 435 391 453 4.19] 432 436 456] 693 645 738 669 686 693 7.29] 633 638 649 646 682 693 746] 059 008 083 023 004 000] -0.97

ESTONIA 324 333 21 315 315 315 M7 125 241 209 2.06f 217 220| 2.35] 041 070 057 065] 069 069] 074 080 081 080 082 076 0.76] 078] -040 -0.11 -023 -0.17] 0.08 -0.07| -0.03
HUNGARY 2402 2743 3071 2924] 2893 2885 2848] 473 365 481 4.70| 498 506 552| 11.37 10.02 14.78 13.74] 14.40 14.61] 15.73] 944 925 0928 942| 346 949| 9.69] 193 077 550 4.32| 493 512] 604
LATVIA 416 420 444 442 450 441 442] 188 220 209 218] 227 227 230] 078 092 093 096] 102 100 102 095 099 093 099 1.02 104 141} 017 -007 -001 -002| 000 -0.03] -0.09
LITHUANIA 1013 980 915 935 959 929 931] 2.02 271 257 260 279 282 297] 205 266 235 243] 268 262| 277] 207 247 236 237 252 259} 2973 -003 019 -001 006] 016 0.03] -0.20
POLAND 8742 8850 8873 8721 8723 8726| 8739 296 253 309 3.07| 321 3.26| 3.47] 2586 2242 27.38 26.74| 28.04 28.45| 30.31] 27.73 26.53 27.72 27.46] 27.98 28.25{ 2962] -187 -4.11 034 071 006 021 O.BBT

ELOVAKREPUBLIC 733 812 826 836 815 807 792] 386 271 423 426 446 451 4.80] 283 220 349 356] 3.63 364 380] 292 271 302 286 266 269] 285] -009 -0.51 048 070 097 095 095
LOVENIA 91 103 103 104 104 105 108) 514 481 476 507] 538 549 6.05] 047 049 049 053] 056 0.57] 065] 097 099 098 099 114 1.16] 1.29] -0.50 -049 -049 -0.46] -0.58 -0.59] -0.64

ICEEC-8 TOTAL 15312 15892 16131 15874] 15849 15798 15775' 3.31 289 3.56 3.48| 3.65 3.70[ 3.95] 50.69 45.88 57.37 55.31] 57.87 5§8.53( 62.31] §1.21 50.12 51.58 51.36| 52.37 52.90§ 55.78] -0.52 -4.24 579 394 550 563 6.5

BULGARIA 1810 2021 2049 2077| 1976 1937] 1875 2.87 261 291 296 305 306 3.12] 520 528 596 6.15| 603 593 585F 413 346 386 396 4.07 411 436] 107 182 210 219 196 1.82 150

ROMANIA 5371 5654 6294 5939 5704 5690 56141 317 185 3.00 283 289 2.90[ 294f 17.03 1047 18.88 16.79] 1647 16.47| 16.49) 17.41 16.18 1533 1502] 1538 1549] 16.19] -038 -571 355 177{ 1.09 0.98( 030

ICEEC-10 TOTAL 22493 23567 24474 23890] 23530 23425| 23265] 324 262 336 3.28| 342 345 3.64] 7293 61.63 8221 78.25] 80.37 80.93| 84.65] 7276 69.75 70.77 70.34f 71.82 7250 76.33' 017 812 1144 790 854 843 837

Table A.2 Situation and perspectives of oilseed markets in the CEECs, 1999 — 2009

AREA {1000 ha) YIELD (tha} PRODUCTION {1000 t) DOMESTIC USE (1000¢) BALANCE ({1000t)

1990 2000 2001 2002 | 2003 2004 | 2009 ] 1993 2000 2001 2002 ] 2003 2004 | 2009 ] 1899 2000 2001 2002 | 2003 2004 | 2009 ] 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 2003 2004 | 2009

ICZECH REPUBLIC 3 354 373 369 379 378 369) 263 257 282 272 289 283 3.12] 994 911 1052 1005| 1095 1105| 1152 534 624 688 677| 691 692] 692] 460 287 365 328] 404 413] 4608

ESTONIA 24 29 28 27 27 26 25] 123 134 164 149] 157 158 166] 30 39 45 40] 42 42| 4 33 42 45 40| 42 421 42 -9 -3 0 0 o -1 -1
HUNGARY 734 437 470 549 581 588 624] 163 159 195 174 183 186 19911198 694 915 956] 1064 1094| 1242] 1009 819 951 992 998 998] 999] 189 -124 -36 -36] 66 95 243
LATVIA 7 7 8 10 13 13 12 180 145 155 1501 171 172| 1.78 12 10 13 1Bl 22 21 2 12 10 13 15 29 29] 29 0 0 0 o -6 -7 -8
LITHUANIA 84 56 36 50 66 62 571 137 146 178 150} 171 171) 175§ 115 81 65 75| 112 107] 100 29 33 0N 321 AN 31 3 86 51 34 431 8 76| 69
POLAND 545 437 443 450 445 443 433] 208 219 242 2.23| 235 238 257] 1132 958 1073 1004] 1044 1036 1115 909 917 915 9151 929 929] 929] 223 41 158 89| 115 127] 18§

ELOVAKREPUBLIC 213 167 17 179 230 228 224] 125 218 228 208] 224 224 2,25| 265 364 390 373] 513 509| 505] 202 186 225 27| 237 237| 237 63 178 166 102 276 27| 267]

LOVENIA 0 0 0 0 0 0 0] 000 000 000 000] 213 215} 2.29 0 0 0 0 1 1 1 0 0 0 0 3 3 3 0 0 0 0 -2 -2} -2
ICEEC-8 TOTAL 1983 1486 1529 1635 1740 1738) 1744] 189 206 232 2.12] 224 226 2.39| 3746 3057 3554 3468] 3894 3935 4177 2733 2628 2867 2941) 2961 2961) 2963 1012 429 687 527] 933 974 1214
BULGARIA 597 515 427 4an 584 586 635] 1.02 08t 094 094 083 082 0.78| 611 420 401 442] 482 478 492 320 215 243 268| 269 269] 270] 29t 205 158 174] 212 208| 223
ROMANIA 1227 1062 927 1048 1121 1131 1184] 130 082 108 147 113 193] 1.18) 1592 866 999 1190] 1268 1275] 1389) 1024 858 807 1041] 1095 1095] 1096] 568 8 192 149 172 180] 293

ICEEC-10 TOTAL 3808 3063 2883 3124| 3445 3454] 3561] 1.56 142 172 163 164 165 1]0'5949 4342 4953 5101| 5643 5688] 6058] 4078 3701 3916 4250{ 4325 4326] 4328] 1871 642 1037 850] 1318 1362] 1730
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Table A.3 Situation and perspectives of the milk markets in the CEECs, 1999 - 2009

DAIRY COWS (1000) YIELD {kg/cow) PRODUCTION (1000 t) DOMESTIC USE (1000 t) NET BALANCE {1000 t)
1999 2000 2001 2002 ) 2003 2004 | 2009 ] 1999 2000 2001 2002 | 2003 2004 | 2009 ] 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 [ 2003 2004 | 2009

ICZECH REPUBLIC 583 548 520 508| 460 448| 404] 5163 5345 5360 5450| 5785 5871| 6325] 2736 2929 2765 2688 2660 2632| 2558] 2196 2469 2456 2456| 2468 2463| 2485 540 460 310 231} 192 169 73
ESTONIA 159 138 132 130] 119 115 99] 4221 4558 4598 4638 5304 5384| 5800] 626 629 606 603] 634 620] 571] 368 369 382 382) 456 455 448] 258 240 223 221] 178 165 123
HUNGARY 407 399 380 368] 334 323] 283] 5023 5214 5747 5566| 5791 5866] 6257] 2045 2081 2184 2048 1933 1896| 1768] 2047 2094 2107 2120f 2143 2149] 2186} -2 -13 7 -1] -210 -253] -418
LATVIA 242 206 207 212| 192 185] 156] 3400 4010 4093 4150| 4342 4407| 4747] 823 824 846 878] 835 815 740] 800 765 710 740) 748 742] 722 23 59 136 138 87 73 14
LITHUANIA 494 438 442 437] 2398 382| 323] 3322 3697 3747 3797| 3970 4030| 4341) 1714 1724 1649 1658 1579 1541| 1404] 1100 1064 1068 1070) 1062 1068| 1106] 614 660 581 589 517 473] 298
[POLAND 3471 3296 3047 2991| 2747 2665| 2350] 3433 3488 3823 3862| 4240 4303| 4636]11 915 11494 11650 11551]11 648 11 468[10 896]11 329 11150 11127 11 135[11201 11 340[11 943} 586 344 523 416] 447  128|-1048

LOVAK REPUBLIC 265 251 243 237 218 216] 208] 4224 4467 4650 4800] 5020 5096| 5489 1119 1121 1102 1135| 1097 1100| 1143] 965 958 940 943 974 985| 1056] 154 163 162 192 123 114 86
ELOVENIA 181 186 194 189| 188 188| 187] 3271 3391 3491 3591| 3766 3822| 4118] 615 629 677 677) 706 719 771] 489 493 497 497 496 503 534] 126 137 180 180] 210 216] 237
ICEEC-8 TOTAL 5802 5461 5173 5068] 4656 4523 4011] 3722 3924 4152 4191] 4530 4597] 4 950'21 593 21 432 21 479 21 23821 092 20 791|19 852]19 293 19 381 19 288 19 34319 547 19 705]20 481] 2300 2051 2191 1895| 1545 1086/ - 629
[BULGARIA * 424 43¢ 415 409] 388 370] 303] 3257 3198 3205 3225| 3426 3477 3746| 1484 1488 1420 1410| 1328 1288| 1135] 1484 1489 1423 1413] 1394 1420 1559 0 -2 -3 -3 -66 -132] -424
ROMANIA 1656 1633 1649 1619] 1328 1294} 1174] 2981 3063 3113 3144| 3270 3312| 3533] 4937 5002 5134 5091] 4344 4285] 4147] 5188 5037 5021 5002| 4833 4725[4427] -252 -35 113 89| -490 -440| -279
ICEEC-10 TOTAL 7882 7528 7237 7096| 6372 6187| 5487] 3554 3709 3874 3909] 4200 4261| 4580426 014 27 921 28 033 27 73926 763 26 364]25 134 [R5 965 25 907 25732 25 75825 774 25 851]26 467] 2048 2014 2301 1981] 983 513]-1 333
*) Production and domestic use includes sheep and goat milk, around 100 000 t annually
Table A.4 Situation and perspectives of the beef and veal market in the CEECs, 1999 - 2009

PRODUCTION (1000t DOMESTIC USE (1000 t BALANCE (1000 4) PER CAPITA CONSUMPTION (ka)
1999 2000 2001 2002 | 2003 2004 | 2009 ] 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 | 2009

CZECH REPUBLIC 121 119 117 16| 102 100 91| 121 119 17 el 17 rf 13l o o o of 5 7] 21] 118 116 114 113] 113 114 110
ESTONIA 2 17 17 18 16 15| 13 20 8 8 19| 8 w8l ] 1 a4 4 4l 3 3 4] 145 127 126 130{ 129 129} 126
HUNGARY 63 62 58 6| 51 49| 44| e1 3 65 e6| o6 el e 2 4 7 0 15 6l -19] 60 62 64 66 65 65 62
LATVIA %5 25 2 25| 2 2| 18] 3 3 32 [ 32 3@ 3] a0 9 10 8 -0 11| -12] 140 140 135 140| 135 135 134
LITHUANIA 77 711 69 65| 57 55| 4711 e6 66 58 57} 55 s6| se] 11 6 11 of 2 o | 178 175 155 152| 150 151| 154
POLAND 423 404 368 353| 318 07| 270 358 350 351 48| 351 352) 347] s 54 17 5| 33 45| 78] 92 90 90 89 90 89| 87
ISLOVAK REPUBLIC 54 48 43 55| s0 49| 48] s5 a9 41 46| 46 46| 45 4 4 2 o 3 3 1102 91 75 84 85 85 83
SLOVENIA 50 50 55 53 53 54| se] 48 47 48 48] 54 saf 48] 2 2 7 sl o 1| 8] 239 239 241 243] 270 266] 239
CEEC-8 TOTAL 833 796 749 742] 668 60| s87] 763 746 729 73] 739 730[ 718 70 s0 20 of .71 g9 31| 103 104 98 98] 99 99 96
BULGARIA 61 50 75 67| 55 s3] 45| 78 o e 78| 79 vl | 47 1 a2 2| 24 28| -32] 95 88 110 99| 100 100] 98
ROMANIA 153 162 156 153 135 13| 13s) 158 163 161 157| 166 178 186] 5 1 5 3] 31 44] sl 70 73 72 70l 74 80| 84
CEEC-10 TOTAL 1047 1017 980 962| @858 s3s| 7e8| 999 o979 978 968 984 go7| e8] 49 38 2 6| 126 -159) -214] 95 94 93 92 94 95 93
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Table A.S Situation and perspectives of the pig meat markets in the CEECs, 1999 — 2009

PRODUCTION {1000 4) DOMESTIC USE (1000 1 BALANCE (10008 PER CAPITA CONSUMPTION (kg)

1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 2003 2004 | 2009
(CZECH REPUBLIC 452 408 403 399| 418 424 44l 448 424 426 43| 452 aso| 491] 4 16 -23 .33 -34 -35] -38| 436 412 415 420| 440 47| 478
ESTONIA 3 o3¢ 3 32 3 3 3] 3 3w . 3. 39 3¢ 4f -7 7 -7 -ef -6 -6 -6 267 260 263 266 274 277 291
HUNGARY 706 701 638 63| o46 o48| 657] se4 574 585 91| 600 e03| 612 142 126 53 46| 46 46| 45| s57 s67 577 583f 592 595| 604
LATVIA 0 39 35 38 41 41| 43| e5 64 63 64| 67 67| e9] -25 -25 -28 -26| -26 -26| -26| 266 265 265 27.0] 283 286| 300
LITHUANIA of & 78 8| 91 93 101] o8 e ot 9| 9 98 107 -7 -4 -13 -7} -5 -5 -5| 252 235 240 243 261 265 200
POLAND 2010 1918 1872 1916| 2049 2095| 2330| 1854 1841 1824 1853| 1994 2042{ 2285) 156 77 48 63| 55 54| 45| 478 474 468 474] 5086 519| 572
SLOVAKREPUBLIC | 176 164 157 198| 201 205 222] 194 176 167 191| 196 199| 214 -18 -12 10 6| 6 6 117] 359 325 308 353 361 367| 396
SLOVENIA 72 62 72 72| 80 81| e8] 8 &5 &7 89| 96 98| 104] -10 -2 -15 -17| -17 17| -17] 416 436 436 46| 485 49| 524
(CEEC-8 TOTAL 3578 3407 3285 3375| 3550 3620] 3928] 3344 3290 3280 33d9| 3541 3604| 3922] 234 117 5 26| 18 16| 5| 451 443 441 450| 475 483 522
BULGARIA 267 243 237 22| 259 261 23| 2m1 2e4 253 257 263 265 27] -4 -1 -6 5| -5 -s| -s| 330 307 309 323 333 335 354
ROMANIA 595 502 449 4d0| 437 438 as8] 620 551 540 546] 543 544{ s6] -25 49 -92 -107| -106 -108) -108] 228 205 230 233 243 24.4] 251
CEEC-10_ TOTAL aa40 4152 3011 doe6| 4255 ano| acds] 4235 4086 4074 a1so| a34r ast3] avse] 205 66 103 .6 92 94| -t07] 404 391 389 397] 415 421| a2
Table A.6 Situation and perspectives of the poultry meat market in the CEECs, 1999 - 2009

PRODUCTION (1000 1) DOMESTIC USE (1000 1 BALANCE (10001) PER CAPITA CONSUMPTION (k)

1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 [ 2009 § 1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 | 2003 2004 | 2009
(CZECH REPUBLIC 205 200 212 215 216 218| 226] 209 212 214 216 218 219 2271 -4 .3 .2 | -1 .4l 1) 203 206 208 210| 212 213 224
ESTONIA 8 7 71 8 8 8 7 19 19 19 20 20 2 9| -11 -12 -12 -12[ -12 -12] -12] 130 133 136 139 140 140 143
HUNGARY 438 366 422 430| 436 438| 4s0] 255 260 265 270 275 277| 200] 183 105 157 60| 161 16| 16| 252 257 262 267| 2.1 27.3| 286
LATVIA 6 7 8 8 9 8 8 220 2 23 25 26 26 2| -13 -13 .15 -7[ -47 -17p -17] 80 85 95 105 110 110[ 110
LITHUANIA 23 25 20 2| 2 24 2| 3 3 35 3| 3 4 @ -7 -9 14 .15[ 15 -15) -15) 82 92 96 100] 107 108 111
POLAND 568 581 600 616 634 642 687} 531 552 585 587 605 613 €57} 37 29 15 3 20 29 30| 137 142 150 150| 154 158 165
SLOVAK REPUBLIC 9 85 100 102| 103 104] 109] 94 92 93 95| o5 6| 100l -4 -8 8 8 8 8 5| 174 171 171 75| 175 176 185
SLOVENIA 5§ 54 54 54l 57 so| eo] 47 48 49 50 54 s4f s4) 11 6 5 4] 4 6| 15| 238 244 249 254 270 27.0] 272
CEEC-8 TOTAL 1396 1334 1425 1455| 1486 1502) 1582] 1205 1239 1284 1300) 1331 1344 1414] 191 96 141 156] 155 158 e8] 162 167 17.3 17.5| 179 180 188
BULGARIA 106 107 106 13| 126 127 138 115 125 118 124] 120 12| 132] -9 -18 -12 11| 5 5 3| 140 157 149 158 152 154| 167
ROMANIA 262 253 213 219] 206 298| 313] 285 284 200 207] 311 313) s27f -23 .31 .17 .18 15 -5] -13] 127 127 130 133] 139 140[ 147
[CEEC-10 TOTAL 1764 1694 1804 1847| 1908 1927) 2031) 1604 1648 1693 1720( 1763 1780 1873] 160 47 112 127] 145 147] 158] 153 158 162 164) 168 17.0] 179
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Table A.7 Situation and perspectives of the sheep and goat meat markets in the CEECs, 1999 — 2009

PRODUCTION (1000 t) DOMESTIC USE (1000 t} BALANCE (1000 t) PER CAPITA CONSUMPTION (kg)

1999 2000 2001 2002 | 2003 2004 | 2009 | 1999 2000 2001 2002 [ 2003 2004 | 2009 } 1999 2000 2001 2002 | 2003 2004 | 2009 ] 1993 2000 2001 2002 | 2003 2004 | 2009
CZECH REPUBLIC 1 1 1 1 1 1 2 1 1 1 1 1 1 2 Q 0 0 0 0 0 02 01 01 01 01 01 02
ESTONIA 0 ¢ 0 0 0 0 Y | 0 Q 0 0 0 0 0 0 0 0 0 0 0 o] 02 02 02 02 02 02| 02
HUNGARY 9 8 10 10 10 10 11 6 5 7 7 7 7 8 3 3 3 3 3 3 31 05 05 07 o071 07 07 07
LATVIA 0 0 0 0 0 0 0 0 0 0 0 0 0 0 Q 0 0 0 0 0 0] 00 00 00 00 00 00 00
LITHUANIA 0 0 0 0 0 0 0 0 0 0 0 Q 0 0 Q 0 0 0 0 0 0] 00 00 00 00 00 00] 00
POLAND 3 3 3 3 3 3 4 0 1 1 1 1 1 2 2 2 2 2 2 2 2] o0 00 00 0O0] 00 00] 04
SLOVAK REPUBLIC 3 3 3 3 3 3 3 1 1 1 1 1 1 1 2 2 2 2 2 2 2] 02 02 04 021 02 02 02
SLOVENIA 0 0 0 0 0 0 Y | 0 0 0 0 0 0 0 0 0 0 0 0 0 of 00 00 00 00f 00 00] 00
CEEC-8 TOTAL 16 15 17 17 18 18 20' 8 8 10 10 11 11 13 7 7 7 7 7 7 71 014 01 01 041 01 04] 02
BULGARIA 58 60 62 56 56 55| o4 52 56 o4 92| 52 51 50 6 4 8 4 4 4 4 64 71 66 66| 65 65 63
ROMANIA 54 53 49 471 45 43 36 53 53 50 48] 46 45 37 1 0 -1 -1 -1 -1 -1 24 24 22 22 21 20 17
CEEC-10 TOTAL 128 129 128 121 119 1MM7] 10f 1414 117 114 111] 109 107) 99 14 11 14 10 10 10 11 11 11 11 4] 10 1.0 O.Qi
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Methodological Annex

The projections presented in this chapter are based on results of a partial equilibrium
model. This European Simulation Model (ESIM) was initially developed by the
USDAV/ERS in co-operation with Josling and Tangermann and first used in Tangermann
and Josling (1994). Thereafter, the development of ESIM followed different paths: the
USDAV/ERS developed ESIM further for the purpose of pursuing forecasts and policy
analysis for numerous countries covered in their Production, Supply and Demand
Database. Co '

On the European side, ESIM had been further expanded in country coverage, and
adaptation in structure to run with key variables produced by CGEs (Miinch, 2000),
mainly in the framework of EU funded research projects, as well as projects financed by
several Candidate Countries. For the present analysis the model has been further
developed within DG Agriculture with respect to the commodity structure, modelling of
policies, the ability to carry out short and long-term forecasting and with respect to the
phenomenon of subsistence production and consumption of milk in the CEECs.

Table A.8 Commodities Products and Factors in ESIM

Agricultural commodities

Crops Wheat, barley, maize, rye, other grains, r'ape seed,
sunflower seed, soybeans, sugar

Livestock Milk, beef and veal, pork, poultry, eggs

Forage area Silage maize

Feeds Manioc, corn gluten feed

Processed commodities
Oils and cakes Rape seed oil and cake
Sunflower seed oil and cake

Soybean oil and cake

Dairy products Fresh milk products and liquid milk, butter, skimmed
milk powder, cheese

Others

Production factors and inputs laBour, capital, non-agricultural intermediates, feeds

Residual tradable feeds other energy rich feeds, other protein rich feeds

Residual consumer goods other commodities

ESIM is a price and policy driven comparative static agricultural world model with rich
cross-commodity relations and the possibility to model price and trade policy instruments
in great detail. It is a partial equilibrium model, 1.e. macroeconomic variables (income,
exchange rates) are exogenous. As a world model it includes all countries, though in
greatly varying degrees of disaggregation. Typically one chooses between countries
which are explicitly modelled and others which are combined in an aggregate: the
so-called rest of the world (ROW). The model used for the analyses presented in this
study includes ten CEEC (Bulgaria, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Poland, Romania, Slovakia, Slovenia) and the EU-15. The agricultural sector
is modelled with 17 agricultural commodities, 11 processed goods and 6 other
commodities and production factors (see Table A.8).
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Supply activities in ESIM are modelled for agricultural commodities as well as for
selected processed goods. Crop and livestock supply functions are separated into two
parts: a capacity (area, herd) and a yield part. This basically assumes separable supply
activities. Crop supply depends on prices, costs, policies and technical progress. A
similar system exists for livestock supply.

Apart from effective producer prices and shadow prices for products subject to
production quotas, costs are a major determinant for supply. Costs are separated into
components related to capital and labour as well as non-agricultural intermediates. Feed
costs are an endogenous cost component of the model. These factors and inputs represent
tradable (feed and capital costs) and non-tradable (labour) components. The effects of
changes of relative prices between tradable and non-tradable factors and inputs on
agricultural supply can be analysed, as they may happen with shifts in the real exchange
rate. This is an especially important issue in transition economies (see Macours and
Swinnen, 1997).

Total domestic use consists of human demand, feed demand, processing demand, and
seed demand. While the latter is a transformation of the effective area (EA), the other
domestic use components are directly modelled.

Processing involves oilseeds and milk as raw materials. Purchase and distribution of raw
material among the processing activities, which depend on prices of raw materials and
processed commodities.

Price and trade policies influence the price transmission from world to domestic markets.
Individual country policies in the CEECs and in the EU-15 are reflected in the model. To
better incorporate price and trade policies three different prices are defined for two price
levels: world market and domestic market prices are wholesale prices. This price level is
relevant for domestic use and processing. Moreover, the CAP trade and price policy
instruments actually apply at this level. The producer or farm-gate price is derived from
wholesale prices by deducting the marketing and processing margin. The farm-gate price,
therefore, depends on the transaction costs of the downstream sector.

The activities in the fully modelled countries are formulated in detail especially for
agricultural products. In ROW, however, activities are simplified. While this part is also
price driven, supply is modelled through direct functions, consequently neglecting area,
herds and yields. Moreover, policies are of limited specificity. The model, therefore, has
only restricted abilities to project agricultural activities on a global scale, though it is
capable of identifying the effects of European agricultural policies on world markets.

Foreign trade is the residual of domestic supply and total domestic use, i.e. trade flows
are net figures.”® Following a common approach well established in literature, the model
is solved numerically for the equilibrium prices on world markets (e.g. Roningen and
Dixit, 1929). The equilibrium condition for tradables is world market clearing, i.e. the
sum of all net exports over the countries has to be very close to zero. For non-tradables,
domestic markets require to clear. The vector of equilibrium world market prices,
therefore, simultaneously clears aggregated supply and demand.

% Gross trade models, such as most CGEs, relax this assumption by distinguishing between domestic and

exportable goods via the Armington approach (see Banse, 1997a).
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Changes of domestic policies alter world market prices to different degrees, which
depend on the share of a particular country in world net exports. Therefore, a policy
change in a small country in agricultural terms such as Slovenia alters world market
prices less than a new policy in large countries like the EU-15. Nevertheless, even
policies in small countries like Slovenia affect world market prices, though on a very
limited scale.
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Chapter III Prospects for world agricultural markets

1. Introduction

This chapter is aimed at giving an overall picture of the long-term prospects of world
markets for some key agricultural products. While the Commission has developed its
own set of market projections for the EU and the CEECs countries, the outlook of world
markets is mainly assessed on the basis of reports and projections released by different
international organisations, experts and foreign institutions, and in particular on the basis
of three main sets of medium-term projections for international agricultural markets.

The first comes from the US Department of Agriculture through its interagency World
Agricultural Outlook Board (USDA Baseline), the second from the Food and
Agricultural Policy Research Institute (FAPRI), with units at the University of Missouri-
Columbia and Iowa State University, which provides analysis and economic forecasts to
the US Congress (FAPRI Outlook). The third set of projections consists of the medium-
term outlook from the Organisation for Economic Co-operation and Development
(OECD) which reflects information provided by its members as well as independent
analysis by the OECD Secretariat. It should be noticed that the latter set of information
consists of the preliminary projections established by the OECD Secretariat whose final
results were scheduled to be declassified after discussion by the OECD Working Party on
Agricultural Policies and Markets at its meeting on 21 and 22 May 2002. These final
projections which should be published in the OECD Agricultural Outlook, may have
been subject to some modifications in the light of the discussion by the Working Party.

These forecasts constitute the most recent and comprehensive set of long-term
agricultural projections available to date. However, it should be stressed that these
forecasts were carried out at the end of 2001 and/or at the beginning of 2002 on the basis
of information available at the end of 2001. Therefore, they do not all take full account of
the most recent developments in the general economic situation and on agricultural
markets, notably the devaluation and float of the Argentinean peso and the accession of
China to the WTO. Furthermore, they assume the mere continuation of the FAIR Act in
the US (cf. Chapter III, section 4.3). In this perspective, some issues related to key
underlying assumptions and forecast results will be briefly addressed in the light of the
latest information available and our own assessment.

2. Overview of main trends

The FAPRI, OECD and USDA provide for a short-term outlook marked by the
continuous, albeit slow, recovery of agricultural markets after a longer than expected
downturn. The medium-term prospects for agricultural markets would be mainly driven
by an improved macro-economic environment with more broadly based, robust and
sustainable growth. Combined with higher population, urbanisation and changes in
dietary pattern, particularly in many emerging economies, these prospects for stronger
economic growth would support a steady increase in food demand.

World trade in agricultural commodities would demonstrate strong growth, as demand
for food products would outpace production in many developing countries. The
tightening of the stock-to-use ratio would in turn sustain commodity prices over the
medium term. Most of the growth would come from the non-OECD regions, which
would constitute the main driving force behind these relatively favourable perspectives.

Notwithstanding the relative improvement in the market fundamentals of most
agricultural sectors that is projected over the medium term, a prudent interpretation of
these favourable perspectives is deemed necessary. These projections remain subject to
many uncertainties that can be expected to moderate the positive pattern forecasted for
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This environment of steady medium-term growth is foreseen to take place without
significant inflationary pressures thanks to moderate oil prices over the medium term -
combined with a lower dependence of the economy on energy- and to a significant
productivity growth.

Exchange rate fluctuations have constituted a major factor affecting agricultural trade
flows and prices over the recent past, notably the depreciation of the Euro and the
Brazilian Real. The three sets of baseline projections differ significantly regarding their
assumptions on currency prospects over the next seven years. The USDA baseline
assumes no major change in relative exchange rates, with nevertheless a short-term
appreciation of the euro in real terms up to 2004 before a slow depreciation over the
longer run. The OECD baseline also assumes stable exchange rates in real terms.
Accordingly, the US dollar would remain stable against the euro and weaken against the
yen. Some depreciation of the Chinese and Russian currencies would also be projected.
In contrast, the FAPRI baseline anticipates an appreciation of the Japanese yen, a short-
term increase and a subsequent stabilisation of the euro at parity from 2004 onwards, and
a drastic fall in the value of the Brazilian and Argentinean currencies over the whole
outlook period. The Chinese and Russian currencies would also deteriorate somewhat
over the short term before stabilising at a later stage.

3) Change in dietary pattern

Higher per capita income is foreseen to have profound repercussions on the nature and
the composition of global food demand on account of the direct correlation between per
capita growth in income and diet diversification. Demand for meat products, processed
food and beverages is expected to rise in developing countries in line with wealth. A
higher degree of urbanisation and openness to trade would also translate into a shift in
demand for wheat-based products and meat (with the ensuing increase in demand for
coarse grains and other feedingstuffs as it takes more cereals and oilseeds to produce a
unit of calories from meat than through the direct human consumption of these crops).

@ A differentiated pattern of food production and consumption should lead to
some regional imbalance and increase trade

The prospects for trade over the medium term depend heavily on the differentiated
pattern in domestic production and consumption at regional level. Although agricultural
production is expected to increase in developing countries, the annual rate of increase of
production in these countries is still projected to be lower than the increase in domestic
consumption. This would result from the combined impact of the limited potential of
available land and water (due to urbanisation and pressure on agricultural resources and
environment) and under-investment in agriculture (as compared to the more profitable
manufacturing sector), despite the scope for further productivity gains. This would lead
to the emergence of some large countries and regions (such as China, South Korea,
Indonesia and Middle East) as important and increasingly significant importers of
agricultural products.
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5) Continuing trends towards market-oriented policy reform and trade
liberalisation

The implementation of the Uruguay Round Agreement on Agriculture (completed in
2000 by OECD countries and due by 2004 for developing countries) and further trade
liberalisation in the framework of the new multilateral trade negotiations launched in
Doha in 2001 may be expected to lower barriers and boost the demand for food imports
over the medium term. The pace of economic reform towards greater liberalisation of
markets and integration into the global economy (in terms of trade, investment flows and
currency convertibility) in many regions, such as the transition economies, the FSU and
China should also have a significant impact on international trade over the medium term.

3. Prospects per sector

This section is based on the projections®' of some prominent forecasting organisations
(OECD®?, FAPRI, USDA) and the Commission’s internal assessment of possible
development in world agricultural markets over the medium term. Its main objective is
not to compare these different estimates or to give the most realistic levels of global
supply, demand and trade of the different commodities at a given time, but only to assess
the possible development of world markets over the next seven years. As a consequence,
the absolute levels of the different variables considered must be interpreted with caution,
and should be seen as providing an order of magnitude instead of a precise estimate of
the level of these variables®. -

3.1 Cereals

The OECD, USDA and FAPRI foresee that the cereal sector will continue to recover
after its prolonged weakness characterised by large availability, ample stocks and weak
demand. Widespread economic growth, the expansion of the livestock sector and the
gradual adjustment of supply to low prices are projected to combine to set the stage for a
strengthening of world demand and a tightening of stock-to-use ratios. Limited
production potential should generate a broad based expansion of cereal trade, particularly
in developing economies, driven by rising income, diet diversification and higher
demand for livestock products and feeds. These factors would fuel a gradual, albeit
moderate, price recovery over the medium term. :

' It is important to mention that these projections are not always directly comparable. They sometimes

differ as regards their geographical coverage, the precise nature of the commodity concerned, the price
variables used and the historical reference period. Despite these divergences, it is possible to point out
some main trends that are presented hereafter.

In drafting this market analysis, the Commission had access to preliminary projections established by
the OECD Secretariat in the context of its medium term outlook for the period 2002 to 2007. The final
results were scheduled to be declassified after discussion by the OECD Working Party on Agricultural
Policies and Markets at its meeting on 21 and 22 May 2002 and to be published in the OECD
Agricultural Outlook. The discussion by the Working Party may have lead to modifications in the
preliminary projections used in this report.

8 These projections are not intended to forecast what the future will be, but instead describe what may
happen under a specific set of assumptions and circumstances. The projections represent one plausible
long-run scenario that presumes a continuation of the current agriculture and trade policies, with no
major weather or political shocks, and with specific assumptions regarding the global macro-economy,
international developments, productivity growth and other factors affecting food production,
consumption and trade. It is obviously impossible to give a comprehensive view of all macroeconomic
and policy assumptions adopted by each analyst. These can be found in the documents mentioned in
references.
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Short-term developments

The short-term estimates from the International Grains Council (IGC“) for the 2001/02
marketing year indicate a wheat crop at 580 miot. The 2001 harvest would thus
constitute the fourth consecutive fall in world wheat production from the 1997 record of
610 mio t. Significantly lower supply is found in the EU, India, China and North
America. In contrast, wheat production increased mainly in the CEECs and the FSU
(mainly Russia and Ukraine). By contrast, coarse grain production rose sharply to
891 mio t, i.e. some 23 mio t higher than the 2000 harvest®. Large crops were harvested
in the CEECs, the FSU and China. First estimates for 2002/03 show a sharp rebound in
world wheat production at 596 mio t, driven by large increases in the EU and India,
whereas lower crops are foreseen in the CEECs and the FSU.

World demand for wheat in 2001/02 resumed increasing after three years of relative
stagnation. Driven by food use in developing countries and feed usage in industrialised
economies, total wheat consumption would reach 596 mio t in 2001/02, i.e. an increase
of around 5 miot as compared to 2000/01. As consumption is forecast to exceed
production for the fourth year running, wheat stocks would fall further to 136 mio t in
2001/02 (i.e. a stock-to-use ratio of 15.6 %). Moreover, wheat stocks in the five major
exporting countries would drop by 8 mio t to 44 mio t, their lowest level since 1996/97.
Total wheat trade is set to rise in 2001/02 to 107 mio t, with the bulk of this increase
taking place in the EU. Coarse grain consumption is estimated to increase by 14 mio t in
2001/02, leading to a renewed decline in total ending stocks of 160 mio t (69 mio t in the
five major exporters). Total coarse grain trade would slightly fall to 107 mio t*.

Supply

World wheat production is forecast to increase substantially faster over the medium term
than in the 1990s, albeit at a significantly lower rate than during the two decades before.
Wheat availability would grow at a sustained pace that ranges from 1.5 % on annual
average in the FAPRI forecasts (i.e. 75 mio t over the 2001-2009 period) to 2.0-2.1 % in
the USDA and OECD projections (i.e. around a 100 miot increase by 2009/10).
Transition economies and developing countries are foreseen by all major organisations to
account for most of the increase in production. Total wheat production would thus reach
between 653 and 680 miot in 2009 as compared to 609 miot in 1997 (an historical
high).

As in recent decades, most of the growth in production would be generated from higher
yields as wheat area would only expand moderately. The FAPRI and the USDA estimate
that wheat yields would rise by an anticipated 1.4 % on annual average. These wheat
productivity growth rates represent a marked slowdown as compared to the previous
decades®’ but an improvement in comparison with the 1990s. On the contrary, the OECD

% The short-term estimates from the 1GC allow to throw some light on the most recent developments in

the world cereal markets. In that context, they may display some differences with the medium and
long-term projections available in the first quarter of 2002 from the OECD, FAPRI and USDA.

% Higher coarse grain production would mainly result from a sharp recovery in barley and maize

production that reached around 141 mio t and 595 mio t respectively.

% Short-term forecasts from the IGC for the 2002/03 marketing year were only available for wheat

production.

7 The slowdown in yield growth is attributed by some analysts to the lower quality of soils being

brought into production and reduced budgets for research and development. The OECD (2001) argues
that the combination of stricter environmental restrictions on the use of inputs, higher costs of
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2001/02 to 2009/10), whereas barley consumption would rise by 1.0% and 1.6 %
respectively on annual average (i.e. 12-19 mio t over the whole period).

This strong development in demand for cereals would be mainly derived from non-
OECD (importing) countries, in relation to rising real incomes (and the associated gain in
per capita meat consumption), population growth and continued urbanisation (changes in
diet with increased meat demand and further diversification towards more wheat-based
food). Developing countries —notably China, Latin America, North Africa and Middle
East- and transition economies would exhibit significant growth in total cereal demand
(for feed, food and industrial purposes) over the medium term as the consequences of the
recent economic slowdown fade and their economies recover towards a more stable and
sustainable path.

Trade

As domestic supply is not projected to meet the pace of a rapidly expanding demand in
many regions of the world, this growth in world cereal consumption is foreseen to boost
global trade. World cereal trade is projected to grow sharply higher than in the 1980s and
1990s. Unlike previous sets of baseline projections, the FAPRI and the USDA foresee
that wheat trade would exhibit the strongest increase in grain trade over the medium
term.

Table 3.1 QOutlook for total imports in cereals, 2001 — 2009 (mio t)

2001 2009 Change in trade

USDA FAPRI USDA FAPRI USDA FAPRI
Wheat 106.7 85.1 128.1 108.9 214 23.8
Coarse grains 101.9 84.0 120.1 107.3 18.2 23.4
Maize 74.2 60.8 87.0 80.3 12.8 19.5
Barley 16.8 15.2 20.5 18.2 3.7 29
Total cereals 208.6 169.1 248.2 216.2 39.6 471

USDA figures include intra-FSU trade. FAPRI: net trade

Both FAPRI and USDA foresee a steady expansion in cereal trade from 2001/02 to
2009/10 ranging between 20 and 28 % for wheat (i.e. 21-24 mio t) and between 18 and
28 % for coarse grains (i.e. 18-23 miot). The OECD outlook expects net exports from
the OECD area to rise by 22 % for wheat and to decline by -9.9 % for coarse grains by
2007, as compared to the 1996-2000 average.

When looking at the regional breakdown of cereal net imports, most analysts expect that
developments in cereal imports would be mainly driven by income growth and its
associated impact on per capita meat consumption, and urbanisation with its effect on
dietary pattern in some lower and middle-income regions, including China and South
East Asia, Latin America, North Africa and Middle East. In contrast, the role of the FSU,
one of the world’s largest grain importers during the 1980s, is expected to remain limited
over the medium term, with import demand at low levels over the projection period.
However, if all organisations agree on the level and the driving forces underlying global
trade growth, some significant differences exist on the distribution of medium-term
import demand and export supply.

Table 3.2  Outlook for wheat net imports for major importing countries, 2001 — 2009 (mio ¢t)

131




Chapter III Prospects for world agricultural markets

2001 2009 Change in trade

USDA FAPRI USDA FAPRI USDA FAPRI
Total Asia 15.8 22.2 259 36.1 10.1 13.9
China 1.0 0.5 8.0 5.1 7.0 4.6

Indonesia 4.2 - 5.2 - 1.0 -

Japan 5.8 5.2 5.8 5.3 0.0 0.1
Africa & M. East 42.9 412 447 46.9 1.8 5.7
North Africa* 13.8 14.6 13.8 17.6 0.0 3.0

* Morocco, Algeria, Tunisia, Egypt

Net cereal imports from China are forecast to increase over the next seven years: Chinese
wheat net imports would grow between around 5 mio t (FAPRI and OECD) and 7 mio t
(USDA) from 2001/02 to 2009/10. In spite of further yield increases, China’s wheat
production is not expected to keep pace with domestic demand. FAPRI —that takes
account of China’s accession to the WTO- projects that in-quota imports should boost
total wheat imports and exert pressure- on domestic production, while stimulating
domestic consumption. China would also turn from being a net exporter of coarse grains
to become a net importer over the medium term. The FAPRI expects net coarse grain
imports to reach 11 mio t by 2009/10. In their outlook, growth in coarse grain imports
(mainly maize) would be gradually driven by the rapid expansion of China’s livestock
sector in response to sustained meat demand and by a feed demand that would outpace
domestic production by the end of the projection period. The USDA foresees a similar,
though slightly more modest pattern for Chinese cereal imports, with net wheat and
coarse grain imports standing at some 6 to 7 mio t by 2009/10. Rising imports to meet an
expanding livestock and higher feed demand are also projected by the OECD, although
China would only exhibit a net coarse grain deficit of less than 1 mio t by 2007/08.

Besides China, other Asian countries that are expected to exhibit some increases in wheat
import include the South East Asian countries, Pakistan and India. The latter, that has
been a wild card player over the last few years alternating as an importer or an exporter
of wheat depending on domestic availability, is foreseen to become a steady net wheat
exporter by the USDA, whereas the FAPRI anticipates a declining export surplus over
the whole projection period.

Cereal imports in Africa and the Middle East are expected to rise in response to sustained
GDP expansion, high population growth and limited production potential. The FAPRI
and the USDA projections show a 9 mio t increase in net cereal imports from 2001/02 to
2009/10, although with inverse trends between wheat and coarse grains. Mexico and
other Latin American countries are also expected to be a source of import growth
throughout the whole period as rising income boosts meat demand. Finally, growth in
world barley trade of around 3 to 4 mio t is foreseen to take place mainly in China for
malting barley and North Africa-Middle East (mainly Saudi Arabia) for feed barley.
However, malting barley markets are anticipated to exhibit higher growth potential, as
feed barley would face strong competition from other feed grains.

Table 3.3 Outlook for coarse grains net imports for major importers, 2001 — 2009 (mio t)
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oilseed meals and oil). However, lower tariffs on soybean oil —following China’s WTO
accession- are projected by FAPRI to favour oil imports, thus exerting pressure on
domestic crush margins and hindering the development of the crushing industry. Driven
by strong oil consumption and increased demand for oilseed meals from the livestock
industry (mainly for pig and poultry), China is foreseen by the FAPRI and the USDA to
account for 46 % and 80 % respectively of the world’s growth in soybean imports over
the next seven years.

Whereas the USDA expects China to double its current level of soybean imports by
2009/10 (from 13.8 miot in 2001/02 to 27.1 mio t in 2009/10), the FAPRI projections
indicate a more moderate pattern with an additional 5.9 mio t of soybeans imported by
2009/10"®. China’s soybean meal imports are also projected much higher in the USDA
baseline than in FAPRI’s. The OECD projections are rather similar to FAPRI’s with total
oilseed and oilseed meal imports rising by 4.6 miot and 1.8 miot respectively by
2007/08".

Table 3.5  Outlook for soybean net imports for major importing countries, 2001-2009 (mio t)

2001 2009 Change in trade
USDA FAPRI USDA FAPRI USDA FAPRI
European Union* 18.3 18.5 17.9 19.0 -0.4 0.5
Japan* 4.9 5.0 4.7 5.1 -0.2 0.1
China 13.8 13.8 271 19.7 - 13.3 5.9
South Korea* 1.5 1.5 1.5 1.5 0.0 0.0
Mexico* . 4.6 - 6.0 - 1.4 )
Taiwan* 2.4 2.3 2.6 2.3 0.2 0.0

*'USDA: gross trade figures; include intra-EU trade.

The USDA, FAPRI and OECD baselines exhibit modest developments for EU imports.
The USDA expects a very slight decline in EU soybean and soybean meal imports as
lower prices of domestic feed grain due to the implementation of Agenda 2000 and
abundant supplies would combine to reduce the level of import demand for oilseeds and
oilseed products. By contrast, the OECD and FAPRI baselines project a small increase of
less than 1 miot for both oilseeds and oilseed meals. Besides the EU and China, the
medium-term outlook for global oilseed import demand is projected to remain dominated
by Japan, Mexico and South East Asia.

On the export side, Brazil, Argentina and the US are forecast to benefit from this growth
in soybean and soybean meal trade, while Canada would maintain its predominance in
the rape seed market. If the US are expected to capture a large share of the additional
import demand in the short term as a favourable oilseed policy maintains US domestic
production at high levels relative to other major exporters, firmer prices in ensuing years
should help Brazil and, to a lesser extent, Argentina to increase supply and restore their
export competitiveness. Brazil is projected in the FAPRI baseline to continue to expand
its soybean production by more than 30 % by 2009/10 through both higher yields (8 %)
and increased area (22 %). As this fast output expansion would outpace Brazil’s
processing infrastructure, most of exported oilseed products would be unprocessed
(following also some major importer’s preference for oilseeds over meals). By the end of

" These USDA projections constitute a major upwards revision from last year’s baseline.

" 1t should be acknowledged that China’s recent accession to the WTO —that could significantly impact

these global perspectives- has only been accounted for in the FAPRI baseline.
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the decade, Brazil is forecast to account for the largest share of the projected oilseed
trade expansion and would almost catch up with the US on the export market.

If global import demand in soybean meal trade is forecast in the long run to be mainly
driven by the EU, China and South East Asia (notably South Korea), a growing share of
this demand would emerge widespread across many developing countries (from Africa
and Latin America) and transition countries. According to the FAPRI and USDA
outlook, Brazil and Argentina would capture 80 % of the expansion in world soybean
meal trade between 2001/02 to 2009/10.

Table 3.6 Outlook for soybean meal net imports for major importing countries, 2001-2009 (mio t)

2001 2009 Change in trade

USDA FAPRI USDA FAPRI USDA FAPRI
European Union 151 14.7 14.6 15.4 -0.5 0.7
Eastern Europe* 2.9 2.9 3.6 3.3 0.7 04
China* 0.3 0.2 4.5 1.0 4.2 0.8
South Korea* - 1.1 - 1.6 - 0.5

* USDA: Gross trade
Prices

Oilseed prices are foreseen to display a continuous recovery over the next seven years
driven by long-term demand growth. However, this rise in oilseed prices would only be
moderate owing to several factors, including sustained yield growth, a strong production
potential in South America, the continuation of a policy favouring oilseed production in
the US and uncertainties regarding world economic prospects. Oilseed meal prices are
expected to weaken in the short term on account of strong production growth, before
increasing slowly over the rest of the period supported by an expanding consumption.

The FAPRI foresees that prices of soybean and soybean products would bottom out
around 2002/03 and recover slowly over the rest of the outlook period, with soybean and
soybean meal prices reaching 229 $/t and 214 $/t respectively by 2009/10. The OECD
outlook displays relatively similar price trends, although they relate to average oilseed
prices (i.e. including rape seed and sunflower seed prices), with oilseed and oilseed meal
prices at 237 $/t and 178 $/t respectively by 2007/08. However, the different price levels
may also reflect the underlying assumption concerning the soybean loan rates in the US:
the FAPRI assumes a continuation of the 2001/02 loan rate at 193 $/t throughout the
whole projection period whereas the latter is set at 181 $/t in the OECD baseline from
2002/03 onwards.

According to the FAPRI and OECD projections, rape seed and sunflower seed prices are
foreseen to benefit from more favourable long-term vegetable oil demand -in comparison
to meal- and would accordingly exhibit a stronger pattern than soybean prices. After a
short-term drop associated with high world production stimulated by the recent price
increases, rape seed and sunflower prices would trend upwards and reach 240 $/t and
271 $/t respectively in the FAPRI projections.

3.2.2 Vegetable oils

Vegetable oil has been the agricultural commodity with one of the most significant and
continued growth rates over the last thirty years. Increasing income prospects are
expected to maintain vegetable oil on its expansionary path, albeit at a more modest pace.
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2001 2009 Change in trade

USDA FAPRI USDA FAPRI USDA FAPRI
Russia * 600 592 904 768 304 176
Japan a 940 940 1132 1082 192 142
South Korea 230 230 417 349 187 119
Philippines* 70 70 187 148 117 78
USA 381 440 -34 -239 -415 -679
Mexico * 430 422 730 546 300 124

USDA: * Gross trade

The USDA and FAPRI predict that total trade in beef should increase by between
1.2 mio t to 1.5 mio t (i.e. some 30 %) respectively over the 2001-2009 period. Much of
the growth in imports is expected to come from Asia, Russia and Mexico. After their
recent fall in the wake of the economic downturn, beef imports from Asia (in particular
Japan, South Korea, Taiwan and the Philippines) are expected to resume growing over
the next decade. Beef imports in Japan are projected to weaken in the short-term in the
wake of the BSE scare in 2001. They would increase more substantially over the medium
term when the recovery in consumption outpaces domestic production growth. Growth in
South Korean beef imports would be supported by the liberalisation of the beef import
market in 2001 and possible changes in its beef retail distribution system, which the
WTO found discriminated in favour of domestic beef.

Beef imports are forecast to grow substantially in Mexico over the 2001-2009 period
fuelled by economic, population growth and tariffs elimination under NAFTA. The
USDA and OECD projections show that the lack of efficiency and competitiveness of
Russia’s livestock sector would not enable domestic production to respond to the overall
increase in domestic consumption, thus generating additional imports. FAPRI foresees in
turn that the gradual increase in Russian beef imports would be linked to the slow and
modest recovery in beef consumption over the medium term and to the declining
domestic production.

Rising import demand is expected to mainly benefit the US according to the USDA and
FAPRI projections®. According to the FAPRI projections, other low-cost producers such
as Australia, New Zealand and Canada would also exhibit export gains in the short run
thanks to substantial and timely herd rebuilding, whereas Argentina, Brazil and the EU
would lose some market share owing to sanitary problems. Over the medium term,
Argentina and Brazil would resume increasing their beef exports thanks to improved
productivity and currency devaluation. In contrast, the USDA forecasts a more moderate
pattern for Argentina and Brazil with beef exports largely constrained by sanitary
problems and for Australian exports affected by the country’s important herd rebuilding.

As in last year’s baseline, the OECD outlook displays a different picture with Canada,
Argentina, Australia and Brazil projected to become the main beneficiaries of the
expansion in the world beef market. The OECD is also far less optimistic about US
export prospects —in the face of greater competitiveness and favourable exchange rates
from other exporters- and foresees that US beef imports would remain at high levels over
the next seven years.

¥ With a 50 % rise in US exports by 2008, FAPRI expects the US to become the world’s largest exporter

and net exporter. The USDA foresees similar developments for US exports, with the US becoming net
exporter by 2009.
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The mature pig meat markets in the EU, US, Canada and Japan are expected to record
moderate demand growth in line with income prospects and population. Slow
consumption growth in these countries would be partially compensated by a stronger
increase in Asia and Latin America (notably in China, Brazil and Mexico where per
capita pig meat consumption is set to rise by 14 %, 16 % and 22 % respectively between
2001 and 2009 in the FAPRI prQ]CCthIlS) driven by population growth, low price
expectations and the improvement in the general economic conditions.

Table 3.9 Outlook for pig meat net imports for major importing countries, 2001-2009

(‘000 t cwe)

2001 2009 Change in trade

USDA FAPRI USDA FAPRI USDA FAPRI
Japan 920 920 1099 1181 179 261
Russia * 600 599 775 612 175 13
South Korea * 120 65 1565 105 . 35 40
Mexico 240 240 311 485 71 245
China Mainland 10 10 111 209 101 199
Hong Kong * 335 270 428 332 93 62

USDA: * Gross trade

Global trade in pig meat is forecast to increase further over the medium term with
average annual growth rates ranging from 2.9 % in the USDA outlook to 5.3 % in the
FAPRI projections (i.e. by 750 000 t and 1 150 000 t of additional imports from 2001 to
2009). Over the forecasting horizon, growth in pig meat trade would be mainly driven by
strong demand from the major importing countries of Asia (notably Japan, China, Hong-
Kong), Mexico and Russia.

Prospects for the pig meat sector in Russia are difficult to assess both on the supply side,
where the pace of production recovery is foreseen to be closely linked to economic
reforms, and on the demand side, with consumption growth associated with a still
uncertain economic outlook and income distribution issues. Notwithstanding greater
availability of cheap feed grains, the OECD and USDA foresee an expansion in Russia’s
import demand for pig meat as domestic production would remain hindered by
inefficiencies associated with structural problems, insufficient capital investment and low
infrastructure and management. In contrast domestic demand would continue growing as
economic prospects improve. According to the USDA baseline, pig meat net imports
would rise over the whole projection period to reach 775 000 t by 2009, i.e. a 175 000 t
increase. The OECD similarly projects net imports to stand at 840 000t in 2007, i.e.
360 000 t above their 2001 level. On the contrary, FAPRI expects that a recovery in
domestic production will reduce total pig meat imports at approximately 600 000 t by the
end of the period

Japan would remain the largest pig meat importer over the outlook horizon, with net
imports amounting to more than 1.1 mio t. In spite of a strong short-term increase in the
wake of the BSE scare, import growth should significantly decline as compared to the
previous decade owing to the slowdown in the contraction of domestic output. Income
and population growth should boost Mexico’s import demand according to the FAPRI
outlook as domestic production would be constrained by infrastructure and distribution
problems. Conversely, the USDA and OECD projections suggest that the pig meat sector
in Mexico should provide for stronger production growth, reducing the development in
net imports to 71 000 t and -60 000 t respectively.
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The USDA and FAPRI foresee that the increasingly export-oriented and low-cost
producing pig meat industry of Brazil and Canada should capture most of the sustained
rise in world pig meat trade. Brazil competitiveness is foreseen by FAPRI to benefit from
further improvement in productivity (breeding and feeding programmes), domestic fiscal
policies, favourable conditions for credit and investment in infrastructure, and a
weakening currency. Significant restructuring, through concentration and vertical
integration, and improved productivity in the production, marketing and processing
sectors of the pork industry is expected to continue to boost Canadian competitiveness.
Prospects are more mixed for the EU (the world’s largest pig meat exporter that is
expected to show moderate export growth) and the US which are foreseen to exhibit
some market share loss due to increased competition from Brazil, Canada and emerging
exporters such as Poland and Hungary.

Continued efficiency and productivity gains in feeding practices, stiffer competition from
other meats and the swift emergence of low-cost exporting countries supported by weak
currency should prevent pig meat prices to rise substantially over the medium term.

3.3.3 Poultry

Over the 2001-2009 period, the outlook for poultry meat is projected to remain
favourable, as all market fundamentals would demonstrate solid growth. If short-term
developments have been marked by a series of disease crises in a number of regions,
poultry meat has generally benefited from the BSE and FMD outbreaks. World
production and consumption are forecast to continue to expand over the medium term at
rates above those for beef and pig meat, albeit somewhat lower than during the 1990s.
This expansion of the poultry meat sector would remain mainly driven by its low
production cost (relative to beef and pig meat) and consumer preferences in many parts
of the world (in line with changing diets towards western lifestyle and health
considerations).

Poultry meat production and consumption are predicted by the OECD and FAPRI to
increase sharply over the next seven years by slightly less than 20 %, i.e. an average
annual growth of approximately 2.0 %. Production in the large producer countries (such
as the US, China, EU, Brazil and Mexico) should continue to expand as domestic and
global demand increase. Overall, most of the growth in production and consumption is to
be found in the developing countries.

In most countries, poultry meat is foreseen to increase its share of meat consumption
over the medium term driven by its price advantage relative to beef and pig meat, rising
incomes and changing food demand pattern in many countries. Therefore, in many
countries with a relatively low per capita consumption (China, Mexico, Russia and
Eastern Europe), the expected improvement of the economic situation is anticipated to
favour first the poultry sector. In addition, consumption should also increase, though
more moderately, in countries with a relatively high per capita consumption due to a
continuing shift in consumer preferences“.

Graph 3.23 Outlook for world poultry meat consumption, 1991 — 2009 (mio t cwe)

% A strong rise in US per capita consumption of poultry meat ranging between 3 % and 8 % is projected

by the OECD, FAPRI and the USDA for the next seven years. Chicken consumption would approach
and sometimes exceed consumption of the traditional meat product, such as beef in the American
continent.
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Table 3.10 Outlook for poultry meat net imports for major importing countries, 2001-2009

(“000 t)
2001 2009 Change in trade
USDA FAPRI USDA FAPRI USDA FAPRI
Russia * 1300 1073 1764 1192 464 119
China mainland 430 429 569 1041 139 612
Hong Kong . 262 240 299 271 37 31
Mexico * | 375 230 573 327 198 97
Japan 684 663 850 803 166 140
Saudi Arabia 400 380 482 549 82 169
South Korea 100 78 132 117 32 39

USDA: * Gross trade

Russia constitutes another large export market. A renewed increase in poultry meat
consumption is projected to be met by increased imports as domestic production would
only display slow growth due to a lack of investment and remaining inefficiencies. The
USDA and OECD foresee higher imports of some 500000t whereas the FAPRI
projections suggest a more modest pattern for poultry meat consumption, resulting in net
imports increasing by less than 120 000 t by 2009. The economic and political prospects
over the medium term in this region constitute a source of uncertainty since they should
impact not only the size of poultry meat imports in Russia but also global poultry trade.

All organisations foresee that Brazil and —to a lesser extent- the US and Thailand would
strongly benefit from this projected rise in poultry meat trade. FAPRI expects Brazil
exports to be supported by new large investments in broiler production in the Center-
West region encouraged by fiscal and subsidies incentives as well as by the availability
of large source of cheap feed grains. Brazil would also gain from currency depreciation
which is anticipated to enhance Brazil’s share of the world market. US exports would
continue to benefit from a competitive production structure through vertical integration,
high technology levels, access to low-cost feed products and efficient transport and
storage infrastructure. Competition from these countries is anticipated to reduce export
growth prospects for the other major exporters, such as the EU.

Poultry prices are expected to rise slightly over the medium term, supported by a strong
demand. However, the emergence of low-cost exporters combined with the rapid growth
in poultry meat production supported by moderate feed prices, continuous structural
changes of the poultry sector and further productivity gains should combine to alleviate
pressure on world prices and moderate future price trends over the next seven years.

34 Milk and dairy products

This outlook for the world milk and dairy products market focuses on milk production in
some selected countries and on some dairy products, notably butter, cheese and milk
powder, since only limited quantities of fresh milk are traded. Compared to other
agricultural products, projections for the dairy sector are more limited as only few
organisations establish long-term prospects for this sector® .

87 The USDA for example focuses only on the US dairy market in its most recent publication on long-

term projections.
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According to the FAPRI and OECD projections, the medium-term outlook for the dairy
sector is expected to remain dominated by a strong expansion in global demand for dairy
products. The latter would reflect not only income growth in many regions of the world,
but also changes in consumer preferences towards dairy products (as meat substitutes).
Demand growth is projected to be strongest in the non-OECD zone, notably in Asia,
Latin America and the Middle East. Stronger demand would trigger further price rises for
dairy products over the medium term. In many developed countries dairy products
constitute a fundamental component of the diet with relatively high consumption levels.
Accordingly, no major changes in the demand for dairy products (with the noticeable
exception of cheese) are foreseen in these regions. In contrast, population growth,
changing diet towards more “western” style, urbanisation and rising disposable income
are forecast to stimulate the consumption of dairy products in many developing
countries, in particular in Asia and Latin America.

A significant part of the increased demand in developing countries is forecast to be met
by domestic production. If some countries of the non-OECD zone (in particular from
South America) may become net exporter, most developing countries would however
remain net importers of dairy products with most imports originating from developed
countries. , :

The OECD and FAPRI projections depict a medium-term situation in which traditional
major exporters, such as the EU, New Zealand and Australia will keep dominating the
world market for dairy products thanks to technology-driven improved efficiency,
geographical proximity to growing import markets as well as domestic policy changes
(notably in the EU from 2005 onwards).

As increased demand for dairy products would be mainly driven by improved income
levels, these medium-term projections appear highly dependent on the future economic
and financial situation of many developing countries. In particular, any economic,
financial or policy developments that would alter the pace of recovery in Russia could
have major implications for future developments in world trade volume and prices given
Russian share in the world dairy market.

3.4.1 Milk production

World milk production is foreseen by the FAPRI and the OECD to grow at the sustained
pace of 1.2 % and 1.9 % on annual average respectively over the 2001-2007 period. After
a relative slow down in 2001 estimated by the OECD and FAPRI in some major
producing countries (EU, US and some Eastern European countries), milk production
would resume expanding supported by increasing demand and price rises in a number of
countries, mainly outside the OECD area and in those OECD countries not subject to
production quotas.

The OECD baseline shows an increase in world milk production of 61 miot (+12 %)
from 2001 to 2007. Most of additional milk production would originate from the non-
OECD area where milk output would grow by more than 18 % over the medium term.
The greatest increase in milk output is forecast in China, India, Brazil and Argentina. As
a consequence, the share of developing countries in world milk production is expected to
rise significantly®,

8 The OECD predicts that the non-OECD share of world milk production would reach around 51 % by

the end of the projection period. One consequence is that the share of milk from animals other than
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demand in the OECD area®. If the future growth perspectives for milk powder trade are
broadly consistent in showing a steady rise in milk powder trade, their magnitude and
pace differ significantly across the FAPRI and OECD projections. Furthermore, they
significantly contrast from last year’s projections where SMP trade was foreseen to
decline over the medium term.

FAPRI expects that, after a short-term steep increase in 1999, SMP imports from Russia
would drop back to low levels as production is foreseen to recover. Developing countries
of Asia, Latin America and Africa would demonstrate a sharp reduction in their overall
growth in import demand as total SMP imports from these countries would only increase
by some 50 000 t by 2009/10. After several years of continuous decline, SMP imports
from Japan and Mexico would increase slightly. EU SMP exports would rise rather
slowly and modestly over the medium term, whereas the US —after an initial releasing of
public stocks- would exhibit a declining trend in SMP exports. Greater profitability in
other dairy markets (cheese and WMP) is foreseen to constrain the development in
export supply from other traditional exporters (such as New Zealand and Australia).
FAPRI foresees the overall growth in WMP trade to reach 13 % over the 2001-2009
period (as compared to a 7 % rise for SMP). Additional WMP import demand would be
broadly spread over the non-OECD area and mainly draw on additional exports from
New Zealand (70 % of the total growth), Argentina and Australia. By contrast, EU
exports would stagnate at 480 000 t over the medium term.

After a significant drop in 2001, SMP exports from the OECD zone are foreseen to
rebound and display a 26 % increase for the 2001-2007 period, with New Zealand and -to
a much lower extent- Poland capturing the lion’s share of this additional trade. Total
WMP exports from the OECD area are expected to continue growing over the medium
term, after a sharp increase observed in 2001. The growing demand in Latin America,
North Africa and Asia is projected to outpace domestic production potential and to
generate a significant expansion in trade between the OECD area and the rest of the
world of some 23 % from 2001 to 2007. Like in the FAPRI projections, New Zealand
and Australia would capture the bulk of the additional trade to the detriment of the EU.

3.4.3 Dairy prices

The perspectives of stronger economic growth and a strengthening demand for dairy
products are projected by the OECD and FAPRI to generate a sustained recovery in
world market prices of dairy products over the medium term. However, the rapid
expansion of milk production in low-cost producing regions (such as Oceania) is
expected to moderate this price pattern.

Cheese prices would display the strongest pattern among the prices of dairy products.
After a short-term weakening, they would recover rapidly supported by the steady rise in
global consumption”. In contrast, the pace of price increase is forecast to be more
modest for milk powder, notably for SMP, which should face greater competition from
WMP and whey powder. Having reached high levels in 2000 and 2001, milk powder
prices would fall in 2002 before recovering from 2003 onwards. Butter prices would

2 Additional WMP consumption would be used for milk reconstitution, displacing SMP and condensed

milk. In turn, SMP would also face competition from whey powder in animal feed and food
processing.

% World market prices for cheddar should remain below EU domestic prices over the medium term, even

if the gap is forecast to diminish somewhat. However, cheddar cheese is not fully representative of EU
cheese production.
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it clearly remains subject to some uncertainties. In this respect, three main areas of
uncertainty can be identified:

e the economic prospects
o the scope for production growth

¢ the policy and trade environment
4.1 Economic prospects

The medium-term projections from the FAPRI, OECD and USDA presented in this
chapter depend heavily and critically on the robust and sustainable economic growth
which is expected over the medium term in many developing regions (in particular
China, South East Asia, Latin America, North Africa and the Middle East). Strong and
sustainable economic expansion, population growth, urbanisation and dietary changes in
these regions seem to constitute the main driving force behind the projected recovery in
most agricultural markets as they are all foreseen to lift global food demand and
stimulate solid growth in world trade. An outlook of strong and broadly based growth in
developed countries would combine with a rapid recovery in many emerging economies
towards sustained expansion to set the stage for a prolonged high-growth period in
almost all regions of the world without significant inflationary pressures (cf. table 3.12).

Table 3.12 USDA assumptions in real GDP annual growth, 2000 — 2011 (%)

2000 2001 2002 2003 2004 2005 Average
1991-2000 2001-2005 2006-2011

World 3.9 1.6 2.0 3.3 3.3 3.3 2.7 2.7 3.3
Developed economies 3.4 1.2 15 2.7 2.6 2.6 2.3 2.1 2.6
Transition economies 5.1 3.4 3.5 3.9 3.9 3.8 -2.9 3.7 3.7
Eastern Europe 3.7 3.1 3.7 4.7 4.6 4.5 1.3 4.1 4.4
FSU 59 35 35 35 35 35 -4.4 35 3.4
Developing countries 56 2.6 3.5 4.9 5.1 51 49 4.2 5.2
East and Southeast Asia 7.4 4.2 4.9 6.2 6.3 6.3 7.3 5.6 6.4
China 8.0 7.5 7.3 7.8 7.8 7.8 10.1 76 7.8
Korea 8.8 2.5 3.5 54 52 5.0 6.3 4.3 5.0
Indonesia 48 2.0 25 4.0 5.0 5.0 4.4 37 5.0
Thailand 43 1.2 3.0 4.0 49 53 4.6 3.7 5.6
Latin America 3.9 0.7 1.4 3.6 4.3 4.3 3.3 29 4.3
Mexico 6.9 0.0 1.5 4.7 4.7 4.7 3.6 3.1 4.7
Brazil 4.5 1.2 2.0 3.8 4.4 4.5 27 3.2 4.5
Middle East 6.0 1.0 2.6 3.7 3.9 4.0 4.1 3.0 4.0
North Africa 34 35 3.7 5.2 5.1 5.0 3.0 4.5 4.7

Source: USDA.

However, significant sources of risks to the sustainability and durability of the economic
recovery remain. They concern notably the imbalances that developed in the late 1990s
in the US and the global economy, with the large US current account deficit and the
surpluses in other countries, the low US personal savings rate, the apparent overvaluation
of the US dollar and undervaluation of the euro, and relatively high levels of corporate
and household indebtedness in a number of countries (IMF, 2002). These imbalances
have been fuelled to a large extent by the relatively rapid growth in the US relative to
other countries. There also remains concerns about the financial markets, that may still
embody relatively optimistic expectations for corporate profitability and the pace of
recovery, and about Japan where the economic situation continues to represent a source
of serious concern.

Moreover, specific risks still exist for the medium-term outlook. The volatility of oil
prices may become a potential risk to the recovery, especially if the security situation in
the Middle East were to deteriorate further. Recent developments in Argentina show that
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considerable downside risks still exist in this country, with possible contagion to other
emerging countries of Asia and Latin America. Moreover, significant changes in relative
exchange rates could still significantly affect agricultural trade and markets. The orderly
reduction in the global imbalances and a supportive macro-economic policy framework
would thus appear necessary to ensure investor confidence and the maintenance of a
steady and sustainable growth over the coming years.

A slower pace and strength in the emerging economic recovery could lead in the short
term to weaker demand and lower food trade and consequently lower world price
prospects. The largest adverse impact would likely concern higher value-added
agricultural products, such as meat, dairy products and processed food that are directly
and indirectly sensitive to changes in income. Lower demand for these products could in
turn put downward pressure on feed grain prices.

4.2 Growth potential in agricultural supply

The projected moderate increase in trade and prices over the medium term, one of the
major outcomes of the projections, remains strongly conditioned by the slow adjustment
of agricultural supply to the rapid expansion of food demand in some regions of the
world. Yet, the extent to which production would become outpaced by a rising domestic
consumption remains unclear as the scope for further production increase in some major
importing regions constitutes a key uncertainty for the medium-term outlook, notably for
crop products. '

Like in the most recent decades, much of the growth in grain production is projected to
be driven by productivity increase as the potential for additional land is foreseen to be
limited in most regions -with the noticeable exception of Argentina, Australia, Hungary,
Mexico and Russia- due to the expansion of urban areas, pressure on agricultural
resources and environment, and climatic limitations. The projected price increases would
not appear sufficient to reverse this trend.

If total cereal productivity growth is forecast to be broadly comparable over the next
seven years to that of the 1990s, it should remain significantly lower than in the previous
decades™. However, prospects for more favourable price levels and increased reliance on
food imports in some regions may be expected to generate further research for renewed
gains in productivity (in terms of wider adoption of improved varieties and farming
methods, increased investment in agricultural structure, storage, transport and marketing
systems).

In this context, policy management and development in some major producing countries
-such as China™, Russia and India- and exporting countries -such as the EU and the US
with the land set-aside instrument- could also have far reaching implications for the
future level of world agricultural supply.

4.3 Policy and trade environment

** " The extent to which future prospects for yield trends will be influenced by the development and

diffusion of genetically modified organisms is still an open question.

% Uncertainties still exist also regarding the current level of grain stocks (as well as their marketability)

in China and India. Recent information about a substantial upward revision of grain stocks in these
countries tends to indicate higher than expected domestic availability and could hinder future trade
prospects.
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Future changes in agricultural and trade policies as well as the new round of multilateral
trade negotiations may have important implications for the medium-term outlook for
agricultural production, consumption, trade and prices as well as the functioning of
agricultural markets. They include:

the recently approved US Farm Security and Rural Investment Act of 2002: although
preliminary analysis tends to indicate moderate downwards impact on US prices,
further in-depth economic and trade analysis is needed, notably with respect to its
repercussions for international trade and prices. The economic (mainly price-
depressing) impact of the new counter-cyclical payments are of specific interest —as
the main thrust of the subsidy regime- since they have the effect of reducing market
signals, thus leading farmers to over-produce in times of surplus.

the EU Mid-term review of the Agenda 2000 CAP reform planned in 2002 and 2003;
the enlargement of the EU to the candidate countries of Central and Eastern Europe;
as regards trade policy, the outcome of the new trade round at the WTO, the recent
accession of China and Chinese Taipei to the WTO, the adoption of the so-called
“double-profit” agreements with the CEECs candidate countries and the EBA

initiative of the European Union;

the emergence of new issues related to food safety, food quality and the environment.
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Impact of the new US farm bill on world market outlook
A preliminary qualitative assessment

1. Introduction

The new US farm bill, the Farm Security and Rural Investment Act of 2002 (FSRIA),
was approved in May 2002. This six-year farm bill (covering 2002-2007 crops) replaces
the FAIR Act of 1996 and continues or modifies various agricultural programmes under
10 titles regarding notably farm income and commodity price support (title I),
conservation and environment (title I) and foreign trade and food aid (title III).

According to the US Congress, the FSRIA is estimated to represent a total budgetary cost
of some 296.5 bio § over six years (the term of the new law). This constitutes an
additional spending of 51.7 bio §. Most of the new spending is concentrated on the Title I
commodity programmes and, to a lesser extent, on Title Il (conservation). The average
increase in commodity spending in the 2003-07 period above that foreseen at the end of
the Fair Act is 79%, an increase from $9.3 billion per year to $16.9 billion. By 2007,
Title II conservation programmes are expected to have increased by 100% from § 2
billion foreseen under Fair to $ 4 billion.

However, since a significant part of the aid is linked to market price developments and
given the price-depressing effect of the FSRIA, these budgetary estimates may
underestimate the real budget cost of the new US farm bill.

2. The major characteristics of FSRIA

The commodity title of FSRIA marks a reversal of policy under the FAIR Act of 1996,
which to an extent sought to decouple farm subsidies from market prices and yields.
However, from 1998 the US introduced successive ad hoc supplementary payments
designed to counteract low prices on crop commodity markets. In addition, the US relied
increasingly on deficiency payments (under the loan programme) as market prices fell
below the loan rate.

With the passing of FSRIA, the US has consolidated its abandonment of FAIR Act
policy for farm support. Subsidies are to be based on current cropping patterns and/or
current prices and yields, via the three basic mechanisms of support (marketing loans,
direct payments, counter-cyclical).

The most important provisions can be summarised as follows:

e In the arable crop sector (cereals, oilseeds, protein crops and cotton), three basic
programmes apply:

—  Marketing Assistance Loans (and Loan Deficiency Payments) are continued at
rates fixed for the whole 2002-2007 period and set higher than in the FAIR Act,
except for rice where they remain constant and soybean for which they drop by
5 %. For soybeans, the newly introduced fixed payment exceeds the drop in loan
rate. Crop coverage benefits from these loans has been extended to grazing
cereals and pulse crops (chickpeas, dry peas and lentils);
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—  Fixed payments, which replace the FAIR Act’s PFC payments, are extended
to soybeans and granted for each eligible crop in a reference period, irrespective
of the current price and area planted. Unlike PFC payments which were reduced
in annual steps, the new fixed payments remain constant over the whole 2002-
2007 period at a higher rate than under the FAIR Act. They are paid on 85 % of
the base area (this base area can be updated) and for the reference yields used in
the FAIR Act;

—  Counter-cyclical payments are a new price-linked payment made to producers
on the basis of yields and crops grown in a base period. In detail, they are granted
to producers when the “effective price” (the sum of the fixed payment and the
official average market price or loan rate if the average market price is below the
loan rate) is below a “target price”. This payment is made on the basis of what the
producer had grown in the reference period, irrespective of what he currently
produces. These payments are calculated for the same base area as for the fixed
payments. Producers can update their base area and can also update their
reference yields for counter-cyclical payments.

Loan rates, fixed payments and target prices (3/t)

Loan rate Fixed payment Counter-cyclical payment
Target price

2001 2002-2003 2004-2007 2001 2002-2007 2002-2003 2004-2007

Wheat 94.8 102.9 1011 16.9 19.1 141.8 144.0
Maize 74.4 78.0 76.8 10.2 11.0 102.4 103.5
Barley 75.8 86.4 85.0 9.2 11.0 101.5 102.9
Oats 83.4 93.0 91.6 1.4 1.7 96.5 99.2
Sorghum 67.3 78.0 76.8 12.2 13.8 100.0 101.2
Rice 143.3 143.3 143.3 45.2 51.8 231.5 231.5
Soybean 193.3 183.7 183.7 NA 16.2 2131 2131
Minor oilseeds 205.0 2116 205.0 NA 17.6 216.1 2227

In italics : levels under FAIR Act; NA = not aplicable

e A new peanut program is implemented, similar to arable crops with fixed payments,
marketing loan assistance, a target price and counter-cyclical payments. In addition,
transitional payments for the phasing-out of the quota are provided.

e Support to the sugar sector continues largely unchanged with the no-net-cost rule re-
established, the marketing assessment and loan forfeiture penalty eliminated, and
sales of domestic sugar subject to marketing allotments;

o The dairy sector continues to be supported through the dairy price support
programme with intervention buying of butter, skimmed milk powder and cheese in
order to support farm milk prices at 218 $/t (for 3.67 % fat content). A new counter-
cyclical payment is introduced under a 3 '2 year National Dairy Market Loss
Payment programme to make up 45 % of the difference between the market price in
Boston for Class I milk and a target price set at 373 $/t. All producers are allowed to
receive this payment on up to 1 089t per producer and per year (corresponding
approximately to a dairy herd of 140 animals).

Conservation and environment programs are reinforced with increased funding,
expansion of existing programs and new incentive programs. Areas under the
Conservation Reserve Program, the Wetland Reserve Program are increased. Annual
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funding for the Environmental Quality Incentives Program is raised from 200 mio § to
1.3 bio $ (with 60 % for livestock producers). New Conservation Security Program and
Grassland Reserve Program are introduced with funding over the 6-year period totalling
2 bio § and 254 mio $ respectively.

As regards foreign trade and food aid, the FSRIA maintains the major foreign food aid
and agricultural export programs, notably the Export Enhancement Program and the
Export Credit Guarantees. The funding for promotion programs designed to aid in the
creation, expansion and maintenance of foreign markets for US agricultural products is
increased (the Market Access Program and the Foreign Market Development Program
from 90 mio $ and 27 mio $ in 2001 to 200 mio $ and 34.5 mio $ in 2007 respectively).
Two new programs are introduced: the Technical Assistance for Speciality Crops and a
Biotechnology and Agricultural Trade Program. Funding and programme flexibility for
food aid under the Food for Progress, Food for Peace and Bill Emerson Humanitarian
Trust is also increased.

3. The potential impact of FSRIA on world markets

The impact of FSRIA on world markets is expected mainly to come through the
implemented changes in US commodity programmes. Thus the focus of this preliminary
assessment of the potential impact of FSRIA on world markets will be exclusively on
commodity programmes (title I of FSRIA).

A first quantitative assessment will follow once more information on the impact of the
new US farm bill becomes available (FAPRI is currently finalising such an analysis).
Without prejudging the results of an in-depth quantitative analysis of the medium-term
impact of the FSRIA, some qualitative assessment can already be put forward:

e The increased level of support under the FSRIA with respect to the FAIR Act implies
higher production levels than what market prices would generate and should thus
exert further downward pressure on market prices. This could enhance the
competitiveness of the US farm sector in the short term, and stimulate internal and
external demand, while reducing imports of agricultural products. However, in the
long-term, the capitalisation of support in land prices should increase production
costs, and could lead to a deterioration of the financial situation of the US farm
sector, thus generating an ever increasing need for additional support;

e The downward pressure on world market prices should be expected to affect
agricultural producers around the world, with the noticeable exemption of US
farmers. The latter, by remaining cushioned by deficiency payments (including the
counter cyclical payments), would keep their level of production higher than what
market prices would normally imply. The greatest impact would be felt in the cereal
sector where the FSRIA is expected to increase the competitiveness of US products
and entail higher production levels than what the continuation of the FAIR Act would
generate. In contrast, oilseed production may be foreseen to decrease somewhat, thus
releasing some pressure from market prices;

e For the European Union, the largest impact is to be expected on the wheat sector,
and, to a lower extent, on coarse grains and meat production;

In analysing the real impact the FSRIA on world markets, special consideration should
be given to the following factors:
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e The precise degree of de-coupling of the counter-cyclical payments and their
influence on land allocation (with strong incentives for producers to follow their
historical pattern) both in order to minimise financial risk and because production
conditions which favoured crop selection in the reference years are unlikely to alter
significantly);

o The full extent of the adjustment of the base area and the reference yield;

e The lack of potential adjustment in the setting of loan rates;

o The full extent of the extension of the loan and LDP programmes to other crops;

e The relationship between target prices and projected medium-term price levels.
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Statistical annex

1. Medium-term outlook for cereals

1.1 Wheat

Table A.1  Outlook for world wheat production, 2001 — 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 573,7 ©600,9 6112 6199 6312 6418 6518
FAPRI 578,56 597,7 6056 6138 6242 630,56 6395 6458 6535

Table A.2  Outlook for world wheat consumption, 2001 — 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 591,1 600,1 6113 620,2 6316 6419 6538
FAPRI 588,9 6053 6117 6168 6246 6304 6384 6453 6532

Table A.3  Outlook for world wheat stocks, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 175,7 176,56 1763 1760 1756 1755 173,56
FAPRI 1534 1459 1398 1368 1364 136,5 137,7 138,2 1384

Table A.4  Outlook for world wheat market prices, 2001 - 2009 ($/t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 129,3 129,2 130,3 133,2 1366 136,8 139,56
FAPRI 126,56 131,0 1331 1374 13841 142,7 144,8 148,1 1501

US FOB Gulf, HRW

1.2 Coarse grains

Table A.5  Outlook for world coarse grain production, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 879,2 9159 9314 950,2 967,5 988,8 1004,3
FAPRI 780,8 8054 8221 834,7 848,0 8596 871,2 884,3 894,0

Table A.6  Outlook for world coarse grain consumption, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 9054 9144 932,7 9525 968,8 987,3 1004,6
FAPRI 8054 8149 8265 8375 8483 859,7 870,6 8829 8939
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Table A.7  Outlook for world coarse grain stocks, 2001 - 2009 (mio t)
2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 1771 178,7 177,5 1751 173,8 1753 1750
FAPRI 154,7 1452 1409 1381 1378 137,7 138,3 139,7 1398
Table A.8  Outlook for world coarse grain market prices, 2001 - 2009 ($/t)
2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 94,4 99,7 995 100,7 103,17 106,1 1085
FAPRI 92,3 989 1015 1025 103,8 1054 107,3 1081 1099
US yellow maize, fob Guif
2. Medium-term outlook for oilseeds e
2.1 Oilseed beans
Table A.9  Outlook for world oilseed production, 2001 - 2009 (mio ¢t)
2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 2356 2441 2486 2548 2599 2646 271,1
FAPRI (world) 2405 2515 2543 2582 2626 2672 2716 2762 2810
Oilseeds = rape seed, soya bean and sunflower seed.
Table A.10 Outlook for world oilseed consumption, 2001 - 2009 (mio t)
2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 2355 2428 248,7 2548 2601 2653 2715
FAPRI (world) 2415 2505 254,44 2586 2630 2675 2720 2765 2812
Oilseeds = rape seed, soya bean and sunflower seed.
Table A.11 Outlook for world oilseed stocks, 2001 - 2009 (mio t)
2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 174 18,7 18,7 18,7 18,4 17,7 17,3
FAPRI (world) 175 185 184 180 17,7 173 17,0 166 164
Oilseeds = rape seed, soya bean and sunflower seed.
Table A.12 Outlook for world oilseed market prices, 2001 - 2009 ($/t)
2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 2141 213,2 2179 2194 2203 228,55 237,2
FAPRI 188,0 186,0 1889 1959 2021 209,0 216,8 223,5 2295

OECD: average oilseeds, cif Rotterdam; FAPRI: US soyabeans, cif Rotterdam
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2.2 Oilseed meals

Table A.13 Outlook for world oilseed meal production, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 1494 153,7 1573 1613 1647 1684 1728
FAPRI (worid) 1546 160,4 163,0 1656 1683 1711 1740 1769 1800

Oilseeds = soya bean, sunflower and rapeseed

Table A.14 Outlook for world oilseed meal consumption, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 149,5 153,7 1673 161,3 164,77 1684 172,77
FAPRI (world) 1539 159,5 1623 1649 1676 170,5 173,3 176,2 1793

Oilseeds = soya bean, sunflower and rapeseed

Table A.15 Outlook for world oilseed meal market prices, 2001 - 2009 ($/t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 168,6 167,2 169,4 1689 1711 1745 1775
FAPRI 17,0 176,0 181,3 1868 191,9 1982 204,8 210,06 214,2

OECD: average oilseed meals, cif Rotterdam; FAPRI: US soybean meals, cif Rotterdam

2.3 Oilseed oil

Table A.16 Outlook for world oilseed oil production, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 731 753 772 795 827 845 866
FAPRI (world) 735 757 765 777 791 806 820 835 849

Oilseed oil = soya bean oil, sunflower oil, rapeseed oil and palm oil

Table A.17 Outlook for world oilseed oil consumption, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 735 751 772 794 825 845 86,5
FAPRI 73,7 754 76,1 77,3 786 801 81,5 830 84,5

Oilseed oil = soya bean oil, sunflower oil, rapeseed oil and palm oil

Table A.18 Outlook for world oilseed oil market prices, 2001 - 2009 ($/t)

2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 386,7 401,1 4244 4489 4475 467,7 4977
FAPRI 389,0 3953 3955 4048 4136 4226 4346 447,77 461,6
OECD: average oilseed oil, fob Rotterdam; FAPRI: soybean oil, fob Rotterdam.
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3. Medium-term outlook for meat

3.1 Beef

Table A.19 Outlook for world beef production, 2001 - 2009 (mio t, cwe)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD (0OECD zone) 26,2 26,2 26,4 26,3 26,6 27,0 27,4
FAPRI (selected countries) 464 470 47,7 483 491 50,2 51,3 524 535

Table A.20 Outlook for world beef consumption, 2001 - 2009 (mio t, cwe)

2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD (0ECD zone) 248 253 254 253 256 259 263
FAPRI (selected countries) 46,1 46,7 473 480 488 496 50,7 51,8 529

Table A.21 Qutlook for world beef prices, 2001 - 2009 ($/t Iw)

2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 1624,6 1556,3 1693,0 17301 17424 1730,7 17274
FAPRI 1596,6 1640,7 1683,6 1729,9 1680,6 1613,5 15452 1506,0 1481,2

Nebraska Direct Fed Steer price.

3.2  Pig meat

Table A.22 Outlook for world pig meat production, 2001 - 2009 (mio t, cwe)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD (OECD zone) 34,2 34,7 35,0 354 35,6 36,0 36,2
FAPRI (selected countries) 73,4 74.8 76,2 77,4 78,6 79,9 81,4 82,9 84,3

Table A.23 Outlook for world pig meat consumption, 2001 - 2009 (mio t, cwe)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD (OECD zone) 33.1 33,6 33,8 34,2 34,4 34,8 35,0
FAPRI (selected countries) 736 749 763 774 786 79,9 81,3 82,8 84,2

Table A.24 Outlook for world pig meat prices, 2001 - 2009 ($/t 1w)

2001 2002 2003 2004 2005 2006 2007 2008 2009
OECD 1039,1 913,3 1021,1 986,0 9757 964,17 9559
FAPRI 1009,9 983,7 8923 950,0 9870 1011,8 956,7 9151 879,5

US price lowa-Souther Minnesota, barrow and gilt price.
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3.3  Poultry meat

Table A.25 Outlook for world poultry meat production, 2001 - 2009 (mio t, cwe)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD (0OECD zone) 32,3 32,3 335 341 34,8 354 359
FAPRI (selected countries) 45,3 461 47,2 48,3 493 50,4 51,4 52,5 53,6

Table A.26 Outlook for world poultry meat consumption, 2001 - 2009 (mio t, cwe)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD (OECD zone) 297 29,6 308 314 321 326 330
FAPRI (selected countries) 434 442 452 462 471 482 492 502 513

Table A.27 Outlook for world poultry meat prices, 2001 - 2009 ($/t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

OECD 1304,0 1335,8 1343,3 1357,4 1362,4 1358,4 1360,3
FAPRI 1304,0 1306,1 1314,8 1323,1 1324,5 1320,3 1317,2 1329,5 1339,0

Wholesale weighted average broiler price US 12 cities

4, Medium-term outlook for milk and dairy products

Table A.28 Outlook for world production of dairy products, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

Milk OECD 502,1 510,7 519,3 5289 540,1 551,56 5627

FAPRI 401,3 407,0 4112 4159 4210 4264 4316 4362 4411
Butter OECD 6,7 6,8 6,9 7.1 7,3 7,5 7.7

FAPRI 6,3 6,4 6,5 6,6 6,7 6,8 7,0 71 7,2
SMP OECD 3,4 3,3 3,3 3,3 3.3 3.3 3,4

FAPRI 3,3 3,3 3,3 3,3 3,3 3.3 3,3 3,4 3,4
WMP OECD 2,6 2,6 2,6 2,7 2,8 2,8 29

FAPRI 3,0 3,1 3,1 3.2 3.2 3.3 3,3 3.3 3.4
Cheese OECD 15,7 16,1 16,3 16,7 17,0 17,4 17.8

FAPRI 13,7 14,0 14,3 14,5 14,8 15,0 15,3 15,5 15,7

FAPRI: data for selected countries
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Table A.29 Outlook for world consumption of dairy products, 2001 - 2009 (mio t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

Butter OECD 6.8 6,9 7,0 7,2 7,4 7,6 7.8

FAPRI 6,0 6,1 6,1 6,2 6,3 6,5 6,6 6.8 6.9
SMP OECD 3,2 3.4 3.4 3.3 3.3 3.4 3.4

FAPRI 2,7 2,8 2,8 2,9 2,9 2,9 3,0 3,0 3,0
WMP OECD 25 25 2,6 2,6 27 2,8 2,9

FAPRI 2,0 2,0 2.1 21 21 2,2 22 23 23
Cheese OECD 15,8 161 164 16,7 17,1 17,5 179

FAPRI 135 138 140 143 145 148 150 153 155
FAPRI: data for major countries
Table A.30 Outlook for world dairy products prices, 2001 - 2009 ($/t)

2001 2002 2003 2004 2005 2006 2007 2008 2009

Butter OECD 1397 1400 1478 1524 1550 1570 1583

FAPRI 1334 1393 1456 1498 1559 1585 1629 1690 1765
Cheese OECD 2200 2138 2170 2215 2231 2247 2256

FAPRI 2178 2057 2108 2165 2202 2221 2266 2334 2392
SMP OECD 2004 1833 1858 1891 1878 1884 1854

FAPRI 2017 1739 1772 1788 1813 1843 1880 1932 1963
WMP OECD 1975 1881 1945 1979 1987 1992 1994

FAPRI 1973 1788 1826 1847 1870 1892 1924 1964 1998

Ref: Cheese: FOB export price cheddar cheese 40lb blocks, Northern Europe; others: FOB export price Northern Europe
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