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NOTE TO THE USERS

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 May 2001.
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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 2008, based on a certain number of
assumptions and on the statistical information available in May 2001.

This report contains three chapters. The first chapter centres on the market prospects by
the year 2008 within the EU and covers the following products: cereals, oilseeds, meat,
milk and the main dairy products. Chapter II provides a description of the likely prospects
of agricultural markets in the ten Central and Eastern European Countries, which are
canQidates for accession to the EU. Finally, a presentation of the medium and long-term
praspects of agricultural world markets, established by different international
organisations and institutes, is given in chapter III.
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Executive summary

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
2001 - 2008. The results presented are based on the statistical information available in
May 2001.

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, which, at the time of projections were judged plausible. The most
important assumptions concern the domestic agricultural policy and trade environment:

(1)  All policy instruments and measures are expected to operate under the current
rules or within the changes already decided by the end of May 2001 for the 2001-
2008 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.

(2) It is assumed that all commitments taken within the Uruguay Round
Agreement on Agriculture (URAA), regarding 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 2001-2008 period.

(3)  The trade agreements that have been concluded by the EU with the 10 CEECs
candidate countries in the course of 2000 have been taken into account in these
market projections.

Arable crops
Cereals

The medium-term projections depict an outlook for the EU cereal markets that would
appear rather favourable. In spite of a further expansion in cereal production, total cereal
stocks would remain constrained at reasonable levels for most of the projection period as
the implementation of the Agenda 2000 CAP reform would strongly improve cereal
competitiveness on both the internal and external markets. The expected recovery in
world cereal markets and a favourable currency environment would also contribute
significantly to the overall balance of EU cereal markets, with the notable exception of

Iye.

Yet, the ability of the domestic and international markets to absorb the expansion of EU
cereal production and, thus, the stability of EU cereal markets would become increasingly
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and critically dependent on the situation on the world cereal markets and on the
developments of the €/$ exchange rate.

After an estimated fall of 1 mio ha in 2001 linked to the recovery in oilseed prices (in €
terms), the second cut in cereal support prices and the climatically-induced short-term
expansion in voluntary set-aside, total cereal area would benefit in 2002 from some shift
in area from non-textile linseed and oilseed crops and reach to 37.4 mio ha. Cereal area
would also be supported by market prices above support levels for common wheat, maize
and durum wheat and by the return of voluntary set-aside to more normal levels. From
2003/04 onwards, slightly better price prospects for oilseeds would generate a decline in
total cereal area of around 0.5 mio ha over the next six years as direct payments are fully
harmonised across COP crops (i.e. cereals-oilseeds-protein). Total cereal area would
gradually decrease to 36.8 mio ha by 2008/09.

Yield trends observed since the mid-1980s are assumed to continue over the projection
period, although at a lower rate (around 1.3 % per annum). Average cereal yields would
reach 6.15 t/ha in 2008/09, with the highest increases for maize, soft wheat and rye. After
a record cereal crop estimated at 212.6 mio t in 2000, total harvested cereal production
is projected to fall to 206.8 mio t in 2001. It would then bounce back in 2002 and, driven
by increasing yields that would largely more than compensate the gradual fall in total
cereal area, expand significantly over the medium term to reach 226.5 miot in 2008.
Owing to higher area and yield projections (5 % and 12 % respectively as compared to
1999), common wheat production would rapidly expand over 100 mio t and reach a
historical high of 106 mio t in 2008. In contrast, coarse grain production would fall in
the short term from the high levels recorded in 2000, before rising slowly to around
111 mio t over the medium term as yield growth would somewhat outpace the slow
decline in area.

After a relative stagnation in 1999, the implementation of the Agenda 2000 CAP reform,
the moderate recovery in the prices of the oilseed complex and a relatively weak €/$
exchange rate are all expected to boost cereal competitiveness and to generate a
significant increase in domestic demand for cereals. Total cereal demand is projected to
increase strongly over the medium term, from 181.1 miot in 1999/00 to 199 mio t in
2008/09. Most of this 18 mio t growth in cereal demand would be driven by total cereal
feed usage, which would increase to 125.8 mio t in 2008/09 (i.e. an additional 12 mio t),
thanks to a larger demand for feed products from the livestock sector (notably from
poultry production) and an improved market share. Total cereal non-feed uses are also
projected to increase by some 6 miot, from 67.3 miot in 1999/00 to 73.2miot in
2008/09 driven mainly by industrial demand (especially soft wheat).

The implementation of the Agenda 2000 CAP reform, the recovery in world cereal prices
and a projected sustained import demand (notably from North Africa and the Middle East)
are all foreseen to improve EU cereal competitiveness and set the stage for a sustained
development in EU cereal exports over the next seven years. These favourable
perspectives 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 short-term fall in 2000/01, total cereal exports are estimated
to increase gradually and reach 32.5 mio t by 2008/09, i.e. well above the URAA limits on
subsidised exports (all durum wheat and some significant quantities of soft wheat and
barley/malt would be exported without subsidies). Total cereal imports are assumed to
increase to 7 mio t in the short run and to remain relatively stable over the medium term.

10
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Total cereal stocks would remain below or at around 35 mio t until 2004/05, as the
expansion in cereal production would be somewhat limited by the increase in voluntary
set-aside and mainly absorbed by a growing domestic feed demand. From 2004/05
onwards, the steady rise in the yields of many cereals would not be able to keep pace with
the continuous growth in domestic and international demand and cereal prices would start
rising (in particular for soft wheat and barley). In contrast, rye stocks would continue to
build up, though at a slower rate than in the initial part of the projection period as some
land would shift to more profitable cereals. Overall cereal stocks would grow steadily to
reach around 40 mio t by 2008/09, of which about 13 mio t of rye in public stores.

The markets for soft wheat, durum wheat and maize are expected to remain rather tight
throughout the whole period. Despite an increase in production levels, these cereals would
benefit from a steady growth in domestic and/or external demand, which is foreseen to
keep their market prices above support levels. Whereas the barley market would rapidly
improve and become broadly balanced around 2003/04, the market for rye is projected
to become increasingly and structurally unbalanced over the whole projection
period as the potential for adjustment in the supply and demand of this cereal
would remain largely constrained by its relatively high prices. The limited scope for
increasing rye exports, a stagnating human demand and strong competition from other
cereals on the domestic feed market (combined with nutritional limitations) are all
foreseen to make public stores an increasingly attractive market outlet for this cereal.
Total rye stocks would increase from 3.8 mio t in 1999/00 to 13.8 mio t in 2008/09, of
which 13 mio t in intervention stocks.

Oilseeds

After a marked fall estimated at 0.4 mio ha in 2000/01 (due mainly to rape seed), the total
“food” oilseed area is forecast to rebound strongly in 2001/02 thanks to an expansion in
sunflower area. It would then decline further in 2002/03, when it would bottom out at
4.4 mio ha with the full implementation of the Agenda 2000 CAP reform. Total oilseed
area would gradually and slowly recover to 4.6 mio ha as it would be supported by
improved price prospects and productivity increases.

Soya bean and rape seed area would fall by 21 % and 17 % respectively in 2002/03
relative to 1999/00, before stabilising at around 300 000 ha and 2.3 mio ha respectively
over the medium term. In contrast, after a small short-term decrease in 2000/01 and
2002/03, the area allocated to sunflower seed is foreseen to increase slightly by the end of
the period relatively to 1999/00. Its area would stabilise between 1.9 mio ha and
2.0 mio ha over the medium term. Non-food oilseed area is estimated to adapt to the
level of the set-aside rate and to stabilise at around 0.8 mio ha over the 2000/01-2008/09
period.

Oilseed yields are expected to increase in the medium term and reach 2.8 t/ha on average
in 2008/09 (i.e. a 1.5 % annual average increase between 2001/02 and 2008/09). Oilseeds
(food) production is projected to fall from 13.3 mio t in 1999/00 to 11.0 mio t in 2002/03
as total oilseed area drops. It would then increase slightly over the medium term to reach
12.8 mio t in 2008/09 as yields resume rising and oilseed area recovers. Non-food oilseed
production would evolve together with the level of set-aside and stabilise at around 2.3-
2.4 mio t over the medium term.

11
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Uncertainties

These projections for the EU cereal and oilseed markets are based on a number of
assumptions regarding future economic and market developments. In that respect, they
are subject to some uncertainties that could have implications for the EU arable crop
markets, notably the future developments on the world cereal and oilseed markets and the
medium-term outlook for the €/$ exchange rate. Any change in any of these assumptions
could significantly alter the medium-term perspectives. A sensitivity analysis shows that if
a weaker € environment would not drastically change the overall market perspectives for
the arable crop sector, a stronger € (i.e. a €/$ exchange rate gradually falling to 0.90 from
2004 onwards) would in contrast generate some more significant outcome, with a further
increase in total stocks of around 17 mio t (equally shared between barley and rye).

Meat and livestock
Beef and veal

By the middle of 2000 the EU beef market was experiencing a situation of relative
equilibrium with consumption back to pre-BSE level, good exports, no stocks and prices
above support level. The situation changed rapidly in October, when a series of events
resulted in a new food scare across Europe, with beef consumption falling rapidly,
reaching —27 % in December 2000, compared to the same month of 1999. After a good
development in the first 10 months, the drop in November and December 2000 was
enormous and sufficient to bring total EU consumption for the year 2000 down to
7.26 mio t, -5 % compared to 1999.

Beef and veal production for the year 2001 is subject to a number of short-term
disturbances, and in particular, the large number of animals that have been retained in the
farms at the end of 2000 and are expected to be slaughtered in 2001, the “Purchase for
Destruction” scheme and the Foot and Mouth (FMD) containment culling that are
assumed to withdraw respectively around 230 000 t and 150 000 t in 2001, the estimated
impact of the “Special Purchase” scheme, which, at the end of May 2001 is still not fully
applied across the EU. In addition to this, we assume that the OTMS scheme in the UK
will be maintained until the end of 2002.

After taking into account all these factors, and under the assumption that changes in the
production level are only possible after a certain time lag, we estimated beef and veal meat
production destined for human consumption at around 7.76 mio t in 2001. Production is
then estimated to decrease in the year 2002, as the beef cycle enters the downward path,
and reach a minimum by the years 2004/2005 at around 7.67 miot. Beef production
should then slightly increase to reach 7.85 miot by 2008. Compared to last year’s
projections, which did not consider the BSE and FMD crises and therefore can be
considered as a reference scenario (what would happen without BSE/FMD crises),
production is projected to drop, over the long term (2003-2008), on average by —1 6 %.

Based on the information available for the first months of the year 2001, we assume the
reduction of beef consumption for the year 2001 to reach on average —10 % compared to
1999, but we expect beef consumption to recover gradually and return to the decreasing
long-term trend after three/four years.

EU beef imports are projected to decrease slightly in the short term after the high level
recorded in 1999 and 2000, but are likely to increase up to 400 000 t in 2002, and then

12
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stabilise in the medium term. Beef exports have been strongly influenced by the recent
BSE crisis and the outbreaks of FMD in the UK and in other Member States. With the re-
opening of some key markets, notably the Russian market, total beef exports (including
live trade) are expected to reach around 500 000 t in 2001 (which represent around 60 %
of the GATT limit on subsidised exports). Exports are then projected to recover further
and to reach 820 000 t by the year 2003 and then stabilise at this level.

Overall, the assumptions and projections outlined above suggest that the current
unbalance in the EU beef market is likely to continue and even deteriorate over the short
term, with the creation of large internal surplus (up to 740 000 t by 2003). The situation is
expected to improve over the medium term with a projected net de-stocking of around
500 000 t between 2004 and 2007. However, this is not expected to clear stocks that are
projected to stabilise at around 240 000 t by the end of the forecast period.

Pig meat

After the big increase in production recorded in 1998 and 1999 pig meat production
decreased by around -2.4 % in 2000, with a positive impact on producer prices and
margins. Production is expected to grow in 2001, and a more substantial increase is
projected for the year 2002. Over the medium and longer term, growth rates are
anticipated to be lower than in the past. Pig meat consumption is expected to increase by
around 2 % in the year 2001, partly due to the large drop in beef consumption caused by
the BSE scare. 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.

Imports are projected to slightly increase over the medium term, following the increased
market access commitments allowed under the double zero agreements. Compared to the
record level of 1999, exports decreased by around 100 000 t in 2000 and are likely to be
lower in the short term. Exports are then expected to slightly increase over the medium
term in line with higher EU production and growing international trade.

Poultry

After the slowdown recorded in 1999 due to the French cutback in production, the dioxin
crisis in Belgium and the outbreak of avian influenza in Italy, poultry production decreased by
-1.2 % in 2000, dropping to 8.6 mio t. The BSE crisis in the beef sector benefited mostly the
poultry sector, which is quicker to respond to sudden increase in demand. Production for the
year 2001 is expected to increase by around 3.4 %. In the medium and long term, the
outlook for poultry is still positive and the sector should retain its relatively strong
growth. Very competitive prices with respect to other meats and strong consumer
preference should continue to play in favour of poultry. Per capita consumption is
forecast to increase from 21.4 kg in 2000 to around 24.8 kg by the year 2008. This
evolution is comparable with the long-term growth of consumption that has been
observed in the past.

After the strong increase recorded over the last few years, imports are projected to
increase slightly over the medium term, on the assumption that the actual level of border
protection and current access will be maintained and that, in addition, imports under
GATT minimum access and other market access agreements will increase somewhat.
Exports are likely to continue to grow slightly in the medium term in line with higher EU
production and growing international trade.

13
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Sheep and goat

Production of sheep/goat meat in the EU was strongly affected by the Foot and Mouth
epidemic and is expected to drop by around 8 % in 2001. In the medium and long term,
after an expected gradual recovery, a slight downward trend both for production and per
capita consumption is expected.

Imports could increase slightly in response to shortcomings of domestic sheep meat due
to FMD and to a 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 the 10 CEECs.

Milk and dairy products
Milk

Milk deliveries decreased slightly during the year 2000 and are expected to stabilise at
around 1144 miot in the following years. For the first time in many years, milk
production and deliveries did not reach the available reference quantities for various
reasons. Partly this could be attributed to the fact that milk reference quantities for certain
member states have been increased in the year 2000 and 2001 as part of the Agenda 2000.
The low deliveries are also due to the situation in the UK, which reduced strongly its
production as a consequence of a fall in milk prices over the last three years.

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. 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.

As far as milk production is concerned, the impact should be somewhat lower due to the
expected evolution of on farm milk use, which is not governed by quotas that tend to
decrease. In addition, direct sales are not concerned because only the quotas for deliveries
will be increased.

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 1.6 % per year on average over the forecast
period, the number of dairy cows in the EU is projected to decline from 20.6 mio animals
recorded in 2000 (December survey) to around 18.1 mio animals by the year 2008.

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. Per capita
consumption is cautiously forecast to rise from 18.3 kg in 2000 to about 19.5 kg by the
year 2008. This represents an annual growth rate of around +0.8 %. Total consumption
will increase somewhat faster, i.e. by about +1 %, due to the expected small growth of
population.

Exports are likely to slowdown somewhat after the increase recorded in 2000. Over the
medium term, it is expected that exports could reach about 430/440 000 t, with the

14
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perspective to increase somewhat at the end of the forecast period. 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 prices, should contribute to
increase the competitiveness of European cheese on the world market. Imports are
forecast to continue to increase over the medium term, reflecting improved market access
granted to third countries within the GATT Uruguay Round and some bilateral trade
agreements.

Based on the above trends for domestic use and external trade, cheese production is
forecast to keep its steady increase, but at a relatively lower rate in comparison to the
past. Due to the constraining nature of the GATT commitments for exports, the expected
average yearly growth rate for production is only slightly higher than that of total cheese
consumption. Without these constraints, cheese production would be higher and absorb
more milk, reducing production of other dairy products, in particular butter and skimmed
milk powder (which can be sold into intervention).

Butter

Butter production is forecast to decrease slightly in spite of the higher supply of milk fat
due to increased milk deliveries. 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, and in
particular cheese, is likely to absorb an important part of the additional deliveries,
following the evolution of the demand side. Butter consumption tends still to decline
despite some signs of stabilisation observed over several years. Forecasts for per capita
consumption are set at 4.4 kg by the year 2008, compared to around 4.7 kg currently.
This forecast implies an annual rate of change of around -0.8 %. The expected decrease in
total consumption is somewhat lower (-0.6 %) due to the anticipated small population
increase.

Imports of butter are projected to continue to increase in the short term before stabilising
at around 110 000 t over the medium term, following the GATT outcome (increase in
minimum access tariff quotas) and other import commitments. Butter exports are set at
around 200 000 t each year, after an anticipated recovery in the short term, mainly due to
normalisation of trade with Russia after the crisis in 1998.

The balance sheet for butter shows that, unless exports are higher than assumed, some
pressure on intervention stocks can be expected, despite continuous and sustained
support of domestic use.

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
forecast suggests a reduction of SMP production from an estimated 1.02 mio t in 2000 to
around 891 000 t by the year 2008. While human consumption of SMP is projected to
remain more or less stable, the use of SMP in the animal feed sector should continue to
decline over time.

Imports are forecast to keep increasing slightly over the medium term. SMP exports are
set at 230 000 t, a volume that is expected to be the likely maximum that can be reached
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each year on average over the forecast period, without excluding some fluctuations
around.

Overall, the forecasts show a market situation where SMP intervention stocks, after the
strong reduction that took place last year, tend to slightly increase in the long term.

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. This
implies that the projections are based on current policy, constant exchange rates and that
no assumptions have been made concerning the date and conditions of entry to the EU
by the candidate countries”.

Cereals

Following weather related difficulties in 1999, the cereal area was reduced to
22.5 mio ha. A partial recovery to 23.1 mio ha took place in 2000. A further increase to
24.1 mio ha is estimated for 2001. For the rest of the projection period, it is expected that
the total area under cereals in the CEECs will show a minor annual increase of around
130 000 ha and reach 25.1 mio ha in 2008, 6 % above the average cereal area of the
1996-2000 period. Most of this increase is projected to be common wheat. It is foreseen
that the area under cereals will remain rather stable or show small increases in most
countries from 2001 to 2008, and only Poland and Bulgaria will see significant increases
of 400 000 ha and 230 000 ha respectively. It is expected that the average cereal yield
for the CEECs will continue to increase, at around 1.2 % per annum, and reach on
average 3.51 t/ha in year 2008. Based on the above-mentioned assumptions on area and
yield an increase in total cereal production is expected, up to about 88 mio t in 2008.

Due to a slight increase in per capita consumption, total human consumption of cereals
is projected to increase by around 0.3 miot to 19.6 miot in the period from 2000 to
2008. Following the decrease in animal production and the drought conditions during the
summer of 2000, a 6 mio t reduction of cereal feed use is expected in 2000/01, most of
that in Romania. A 3.5 mio t recovery is projected for 2001 and total feed use of cereals is
projected to increase by 5.5 miot from 43.6 mio t in 2001 to 49 miot in 2008. This
development is mainly due to increasing feed demand in Poland, Hungary and Bulgaria.
These feed and food use patterns, combined with relatively stable use for other cereals,
will lead to an increase in total cereal use from 70 mio t in 2001/02 to 75.5 miot in
2008/09.

These projections on production and use will leave an increasing amount of cereals
available for export. The net balance of exportable cereals is foreseen to grow to
12 mio t in 2008, of which 10 mio t of common wheat and just 2 mio t of coarse grains.

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

(B

This is purely a working assumption and does not prejudge the effective entry date of any candidate
country or the modalities of accession.
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Oilseeds

The area grown under oilseeds decreased significantly in 2000 to 3.0 mio ha from
3.7 mio ha in 1999, due to low prices, especially for rapeseed and soya in 1999. A slight
recovery in 2001 to 3.1 mio ha is foreseen. It is projected that the total oilseed area will
only show very limited increases to 3.3 mio ha by 2008. Yield is foreseen to grow at
around 0.7 % annually, a lower rate than that of cereals. Increase is foreseen for rapeseed
while sunflower seed should stay mainly unchanged.

Due to the drought in 2000, oilseed production decreased to 3.9 miot. In 2001, a
recovery to above S miot is estimated. Based on the projections on area and yields
mentioned above, total production should reach 5.6 miot in 2008. This is below the
record crop of 6 mio t in 1999.

Internal use/crushing is expected to increase from 4.4 mio t in 1999/00 to 4.8 mio t in
2008/09. The quantities available for exports should remain stable at around 0.8-0.9 mio t
with most of this being rapeseed.

Milk

It is projected that the number of dairy cows will continue to decrease until 2008. The
total number of dairy cows decreased from 7.7 mio in 1999 to 7.3 mio in 2000. A further
reduction to just 7.1 mio cows is expected in 2001. It is projected that the dairy cow
numbers should continue to decline by around 120 000 heads per year until 2008, due to
the continued restructuring pressure in the dairy farming sector, which is not expected to
disappear in the immediate future. However, this annual reduction is lower than that
observed in the 1990s. It is projected that the average yield per cow should go up on
average by 1.3 % annually in the projection period (at the same percentage rate as in
the EU).

The increase in yield per cow coupled with the decrease in cow numbers lead to a slight
decrease in milk production by no less than 1 mio t from 28.3 mio t in 1999 to 27.3 mio t
in 2000, followed by a minor decrease to 27.2 miot in 2001. From 2002 onwards,
production is projected to show an annual decrease of little more than 100 000t and
should reach 26.3 mio t in 2008. Of this projected 1 mio t decrease from 2001 to 2008,
0.7 mio t would take place in Poland and 0.2 mio t in Romania.

It is assumed that the internal use of milk and milk products should remain stable at 25.6
to 25.3 miot. Whereas milk used for feed should decrease, the human consumption
should stay mostly unchanged at around 23.5 mio t. An increased demand for fresh milk
products and cheese will be offset by a decrease in drinking milk use, mostly resulting
from declining direct sales and on farm consumption.

Based on these projections on production and consumption, the CEECs are projected to
have a net exportable balance of 1.5 mio t in 2001, down from 2.7 mio t in 1998, and
projected to decrease gradually to 0.85 mio t in 2008.

Beef and veal

The production of beef and veal in the CEECs is mainly linked to the dairy herd, as only
limited numbers of herds with suckler cows are present in the CEECs. During the
projection period it is expected that the number of animals slaughtered will decrease in
line with the decrease in the dairy herd. The increase in suckler cow production will not
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compensate for this decrease in beef production from the dairy herd. Total beef and veal
production is projected at 0.9 mio t in 2008 down from 1.11 mio t in 1998. '

Internal consumption decreased in the CEECs during the second half of the 1990s as
production declined. It is projected that total internal use should decrease to 0.96 mio t
during the forecast period. This development together with the reduced production would
lead to most of the CEECs becoming net importers of small amounts of beef and veal.

Pig meat

Pig meat is the most important meat produced and consumed in the CEECs, and is
expected to continue to be so. After a reduction in production following the Russian
crisis, total pig meat production is projected to increase from 4.1 miot in 2001 to
4.6 mio t in 2008. A significant part of this supplementary production is estimated to be
consumed in the CEECs. Per capita consumption in the CEECs is projected to go up from
39.1 kg in 2000 to 42.1 kg in 2008. Higher consumption is expected in all CEECs.

It is expected that the CEECs will be able to continue to be net exporters of pig meat,
with the net exportable surplus decreasing from 200 000 t in 1999 to 80 000 t in 2000. A
further reduction is estimated for 2001. It should then return back to around 200 000 t in
2008. These net exports should mostly come from Poland and Hungary. These projections
are based on the assumption that the producers and processors in the CEECs can
overcome most cost pressures and ensure market share domestically and on export
markets.

Poultry meat

Since transition, consumption and production have constantly set new highs nearly every
year. It is projected to continue so, and production should go beyond 2 mio t in 2006
compared to 1.7 mio t in 2000. This increase is the result of a yearly growth of more than
2.0 %, and the most significant increases are projected to take place in Romania, Hungary
and Poland.

The increase in production is mostly demand driven by the internal market in the CEECs.
Per capita consumption, which in 1996, 1997 and 1998 grew by 1 kg annually, is assumed
to grow by 3.1 kg from 2000 to 2008 - or by more than 2 % annually, and reach
19 kg/capita in 2008. During the projection period it is foreseen that the CEECs should
have a net exportable balance increasing to 120 000 t in 2008. Hungary is projected to
continue to be the main net exporter.

Chapter IIl  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,
the USDA and the FAO. These organisations foresee that, in the initial years of the
outlook period, agricultural-markets would gradually recover from the marked and
prolonged downturn that resulted in weak agricultural commodity prices. Longer-term
developments in the agricultural markets would reflect an improved macro-economic
environment with more broadly based, robust and sustainable growth. Combined with
higher population and changes in dietary pattern, notably in many emerging economies,
these prospects for stronger economic growth would support a steady increase in food
demand.
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World trade in agricultural commodities would exhibit a sustained expansion as demand
for food products would outpace production, especially in many developing countries.
The tightening of the stock-to-use ratio would in turn strengthen world 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 favourable perspectives.

However, if the main trends in market fundamentals may all reasonably be expected to be
positive, it is important to stress that these projections remain subject to many
uncertainties that should moderate the strong pattern forecasted for future trade and price
growth. The most important include the future course of agricultural policy reforms, the
new round of multilateral trade negotiations, the future macro-economic perspectives
(especially in view of the short-term concerns about a steeper-than-expected downturn in
world growth led by a marked slowdown in the US and a stalling recovery in Japan) and
the scope for further productivity growth in some regions. Some recent market
developments, such as the crises in the animal sector of the EU, could also have a
significant impact on the outlook of agricultural markets. In view of these uncertainties, a
cautious assessment of these relatively favourable prospects is deemed necessary.

Cereals

World cereal markets would gradually emerge from a short-term situation marked by
large supply, ample stocks and relatively weak demand. Over the medium term, higher
cereal demand, fuelled by an improved economic environment, population growth as well
as changes in the dietary pattern in some major importing countries, would generate a
tightening of stock-to-use ratios. As domestic supply is not projected to meet the pace of
a rapidly expanding demand in many developing countries, including China, North Africa
and Latin America, the growth in cereal consumption would set the stage for a solid
increase in global cereal trade. After 15 years of relative stagnation, total cereal trade is
foreseen to increase by 17 % by 2008/09, with coarse grains exhibiting a stronger pattern
driven by increasing meat consumption in many developing countries and the ensuing
expansion of their livestock sector.

Global trade in coarse grains would strengthen with annual growth averaging about
2.2 %-2.6 %, whereas wheat trade would demonstrate a more modest pattern with an
annual average ranging between 1.3 % and 1.8 % over the 2000/01-2008/09 period.

After bottoming out in 1999/00, world prices would exhibit a modest and gradual
recovery over the medium term as supply adjusts and global demand strengthens. HRW
wheat prices would reach 152 $/t by 2008/09 in the FAPRI projections (the SRW wheat,
which broadly corresponds to EU wheat quality, generally quotes around 10 % below the
HRW wheat reference), whereas maize and barley prices would exhibit a similar trend at
112 $/t and 102 $/t* respectively by the end of the projection period. A similar price
outlook is projected by the OECD, with wheat and maize prices strengthening over the
medium term to 148 $/t and 108 $/t respectively in 2006/07. Durum wheat prices would
follow a similar trend, rising from around 150 $/t in 2000/01 (for EU durum wheat
quality) to 180 $/t by 2008/09.

> OECD projections: St Lawrence reference.
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Oilseeds

The oilseed sector is still foreseen to demonstrate a slow and modest recovery from a
current situation characterised by very weak prices, stemming from excess supplies,
relatively weak demand and a combination of policy and macro-economic factors (notably
the support system in the US). In the longer run, the robust expansion in the demand for
oilseed and oilseed products that is anticipated by most agencies would contribute to
gradually restore market balance as supply exhibits only moderate increases. Global
demand would benefit from the consolidation of the recovery in world economic growth
that would stimulate increased human consumption of vegetable oils as well as the 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 and oilseed products would remain at depressed levels in the short
term, before strengthening over the rest of the period thanks to an improved demand. By
2008/09, soybean prices would reach 236 $/t in the FAPRI projections (the OECD
anticipates a similar, though more positive, pattern with soybean prices at 256 $/t by
2006/07). Soybean meal prices would broadly stagnate over the medium term, ranging
between 199 $/t and 208 $/t in 2008/09.

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 be stronger than that of oilseeds and
oilseed meals, though lower than in the 1990s. The strong dependence of trade in
vegetable oil from developing countries, notably China, India and Pakistan, makes the
outlook very sensitive to the economic prospects in these countries.

Meat

The general perspectives for the global meat markets would be rather favourable over the
medium term with growing production, consumption and trade. The increase in meat
consumption would be supported by a favourable macro-economic environment of
sustained income growth, in particular in the emerging economies of Asia and Latin
America. As higher meat demand would take place in net importing countries, world trade
would rise and world prices strengthen over the medium and long term. The FAPRI and
USDA projections exhibit an expansion in beef trade ranging between 0.8 miot and
0.95 mio t over the 2000-2008 period (i.e. by 18 % and 30 % respectively), with most of
the growth from Russian, Asian and Mexican imports. Pig meat trade is projected to rise
by around 0.6 mio t over the same period (i.e. 25-30 %), driven by strong import demand
from China, Japan, Russia and Mexico.

Poultry meat would capture the largest proportion of the increased global meat demand
thanks to low production costs and consumer and social preferences. Trade in poultry
meat is also projected to trend upwards, with increases in the range of 0.6 to 1.1 mio t
(i.e. between 15 % and 22 %). Much would depend on the prospects for import demand
from China and Russia, with Russian import demand closely linked to the pace of
recovery of the production sector and to the economic and political outlook.

Beef prices would strengthen over the medium term supported by a strong demand and
limited growth in production. The magnitude of the recovery would nevertheless remain
dependent on the strength of the economic rebound in some key importing countries of
the non-OECD area. Furthermore, the changing structure of the world beef market, the

20



Executive summary

emergence of new exporting countries and the increasing competition from other meats
should restrain upward beef price tendencies. Poultry and pig meat prices are generally
expected to rise over the projection horizon. However, structural changes and
technological improvement in the meat sector should support production growth and thus
moderate future price trends. The increasing number of export suppliers and greater
competition between meats should also contribute to maintain world prices under
pressure.

Milk and dairy products

The OECD and FAPRI projections suggest a rather favourable medium-term outlook for
the milk and dairy markets. Stimulated by higher demand and stronger producer prices,
milk production is set to expand in a number of countries, mainly outside the OECD area.
According to the OECD, world cow milk production is projected to increase by 67 mio t
from 2000 to 2006 (i.e. 12 %), with strong gains in China, India, Brazil, Argentina and
Mexico.

Higher demand for dairy products would mainly originate from developing countries
where growing population, rising disposable income, urbanisation and changing dietary
pattern would set the stage for a strong and sustained rise in the consumption of dairy
products, in particular of cheese and butter. In contrast, global demand for dairy products
in the OECD area is not projected to show major changes over the medium term (even if
cheese and whole milk powder are expected to experience some significant gains). As
domestic production would not keep pace with the overall demand for dairy products in
some regions of the non-OECD area (mainly China, South East Asia, Middle East and the
FSU), scope for additional, though increasingly regionalised, trade is foreseen. The OECD
anticipates that the gradual shift in world trade from supply-led bulk dairy products (i.e.
SMP and butter) towards higher value added products (such as cheese) that has been
observed since the mid-1980s, would continue over the medium term. Yet, this trend
towards more differentiated products and markets should make trade projections for dairy
products more complex as they would become more dependent on dairy firms’ cost
structure, production and marketing strategy.

After the sharp decline recorded in 1999 for cheese and milk powder and in 2000 for
butter, world market prices of dairy products are predicted to increase over the medium
term, supported by the return of economic growth and a strengthening demand. The
prices of most dairy products would stand at levels above those experienced in the early
and late 1990s. Cheese prices would demonstrate the strongest rise, thanks to very
favourable developments on the demand side. Butter prices would experience a more
modest pattern, as they would remain strongly linked to the uncertain Russian market.
After peaking in 2000, milk powder prices should fall a little in 2001 and resume
increasing from 2003 onwards. These perspectives would remain dependent on the future
developments in some key emerging markets and on the potential impact of the changes in
national dairy policies that have been adopted or scheduled in a certain number of
countries.

Key issues

If the outlook for agricultural markets over the next seven years appears rather positive as
agricultural markets would emerge from a prolonged downturn marked by very weak
agricultural commodity prices, it clearly remains subject to some uncertainties. In this
respect, three main areas of uncertainty can be identified:
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o The economic prospects: Strong and sustainable economic expansion in many
emerging economies would constitute the main driving force behind the recovery in
most agricultural markets as it would lift global food demand and stimulate solid
growth in world trade. However, since the publication of these favourable macro-
economic projections, short-term prospects for global growth have weakened
significantly and concerns remain about a steeper-than-expected downturn in world
growth, led by a marked slowdown in the US, a stalling recovery in Japan and
moderate growth in the EU and in a number of emerging economies (notably those
with a close link with the US economy). If a number of factors, including falling
interest rates in the US, receding inflationary risks and reduced external and financial
vulnerability of many emerging economies, may suggest a relatively moderate and
short-lived slowdown, risks of a less favourable outcome are still significant.

o The scope for production growth: the projected increase in trade and prices over the
medium term, one of the major outcomes of the projections, is strongly conditioned by
the slow adjustment of agricultural supply to the expansion of food demand in some
regions of the world. Yet, the extent to which production would become increasingly
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. Policy management and
development in some major importing countries —such as China- 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.

o The policy and trade environment: Future changes in agricultural policies as well as
the new round of multilateral trade negotiations may have important implications for
the medium-term outlook of agricultural products. The possible emergence of new
issues related to food safety, food quality and the environment may also be foreseen to
impact future developments in agricultural production, consumption and trade as well
as the functioning of agricultural markets.
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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 - 2008. 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 in May 2001.

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, which, at the time of projections were judged plausible. The most
important assumptions concern the domestic agricultural policy and trade environment:

(1)  As regards agricultural policy, all policy instruments and measures are expected to
operate under the current rules or within the changes aiready decided by the end of
May 2001 for the 2001-2008 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.

(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 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 2001-2008 period.

(3)  The trade agreements that have been concluded by the EU with the 10 CEECs
candidate countries in the course of 2000 have been taken into account in these
market projections.

1.2 The macro-economic environment

The economic situation in the EU in 2000 was one of the best in the last decade as GDP
growth reached 3.4 %, 2.8 mio jobs were created and inflation remained relatively
subdued thanks to wage moderation (in spite of the upsurge in oil prices and the weakness
of the euro). However, the hike in oil prices eroded the purchasing power of households
and private consumption decelerated towards the end of 2000.

According to the short-term economic forecasts from the Commission® released in Spring
2001, the sharper than expected deceleration of the US economy at the end of last year is
now foreseen to cloud the EU economic outlook. However, the consequences of the
abrupt economic slowdown in the US are expected to remain limited thanks to resilient
domestic demand and because the weakness of US economic activity is foreseen to be
short-lived. As a result, growth in the EU has been revised down to 2.8 % on average in
2001. In the second half of this year, growth would rise again underpinned by sustained

4

European Commission, Directorate-General for Economic and Financial Affairs (March/April 2001).
Spring 2001 Forecasts for 2001-2002. Supplement A Economic Trends No.3/4.
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job creation. Inflation will still stand above 2 % in 2001, but on a declining path. Public
finance consolidation is expected to continue in 2001 in most Member States, although
budgetary policy would be mildly expansionary due to large tax cuts in a few countries.

Growth in 2002 is foreseen to accelerate to 2.9 % thanks to an improved international
environment. Growth would mainly rely on a steady domestic demand that would benefit
from an increase in real wages, robust job creation and tax cuts. The external contribution
to GDP growth would be neutral as the pick-up in world demand would be broadly offset
by the assumed strengthening of the euro and rising imports fuelled by the strong domestic
demand. In spite of continuing wage moderation, some lagged pass-through effects of
imported inflation and a rebounding economy would prevent inflation from falling much
below 2 % in 2002. Total employment is foreseen to grow further, though at a slower
pace than in 1999 and 2000.

Table 1.1 Assumptions on macro-economic variables in the European Union, 1999 — 2008
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Population (in mio) 3759 377.0 3779 3789 3799 3808 3818 3825 3832 3839
GDP growth (in %) 25 3.4 2.8 29 29 29 29 29 29 29
Inflation {in %) 12 21 2.1 1.8 1.8 1.8 1.8 1.8 1.8 1.8
€/$ exchange rate 094 108 109 105 103 102 101 100 100 100

If short-term downside risks have increased, economic fundamentals remain positive. The
medium-term prospects for economic growth in the EU should continue to rely on a
relatively strong domestic demand. As EU economic growth becomes more balanced, they
should also benefit from the sharp rebound towards a strong and sustainable growth that
is projected for many emerging economies, from the adjustment of the economic and
financial imbalances that persist in the global economy —notably the differentiated growth
pattern and currency misalignment between the US and the EU- and moderate oil prices.
In this framework, economic growth as well as inflation figures in the EU would remain
broadly stable over the medium term at 2.9 % and 1.8 % respectively.

The euro has depreciated by over 25 % against the US dollar since its launch in January
1999. Many factors have been put forward to explain this pronounced weakness of the
euro against the US dollar. They include the growth differentials between the two zones,
the interest rate differentials, the relative economic and financial prospects, developments
in current transactions and bilateral portfolio equity flows.

Graph 1.1 Medium-term development in the €/$ exchange rate, 1980 — 2008
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If the short-term developments in the €/$ exchange rate may be expected to display a
continued weakness with a trading range well below estimates of the value consistent with
medium-term economic fundamentals, it can reasonably be assumed that the euro should
strengthen vis-a-vis the US dollar over the medium term as the impact of the short-term
factors contributing to the current strong depreciation of the euro weakens. The €/$
exchange rate is assumed to drop from 1.09 in 2001 (1.09 € =1 $, estimated on the basis
of the four months) to 1.06 in 2002, before slowly decreasing towards parity by 2006.

2 Arable crops
2.1  Cereals

2.1.1 Supply

Area allocation

The implementation of the Agenda 2000 CAP reform is expected to shape the
distribution of arable land over the medium term in the EU. Three measures are foreseen
in particular to have a significant impact on the supply of land for the main arable crops
(cereals, oilseeds and protein crops) and for the set-aside programmes: the cut in cereal
support prices, the alignment of direct payments for all the various uses of the base area
on the cereal payments from 2002/03 onwards and the base rate for compulsory set-aside
at 10 %. As compared to the pre-CAP reform 1999 production year (with a similar rate of
mandatory set-aside), the Agenda 2000 reform is projected to generate some shift among
arable crops over the medium term, with notably a relative increase in cereal area at the
expense of oilseeds (including linseed), and an expanmsion in voluntary set-aside in
regions where farming profitability is low. The implementation of this new regulatory
framework would also tend to make the distribution of arable land increasingly dependent
on the development in world market prices and particularly sensitive to the €/$ exchange
rate.

Table 1.2 Distribution of the total area under arable crops and set-aside, 1999/00 — 2008/09 (mio ha)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Cereals 363 376 366 374 372 371 371 370 370 368
Oilseeds 50 45 48 44 44 44 A5 A5 46 46
Protein crops 12 11 12 13 13 13 13 13 13 1.3
Linseed + silage‘? 49 46 46 45 45 45 45 45 45 45

Total arable crops (a) 475 477 472 475 474 473 473 473 473 472
Compulsory set-aside 41 39 39 39 39 39 4.0 40 40 40

Other set-aside 1.7 1.7 2.3 20 2.1 22 21 2.1 2.1 22
Total set-aside (b) 5.7 5.6 6.1 5.9 6.0 6.1 6.1 6.1 6.1 6.2
TOTAL (a+b) 532 533 533 534 534 534 534 634 534 534

(*) : including flax & hemp from 2001/02.

The area allocated to COP production (cereals, oilseeds and protein crops) and land set-
aside is expected to increase in the short term from 48.3 mio ha in 1999/00 to 48.9 mio ha
in 2003/04 owing to a sharp drop in total linseed area. It would then display a rather
stable pattern over the medium term at around 48.9 mio ha as the area devoted to silage
and linseed would relatively stagnate over the rest of the projection period.

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 5.7 mio ha in 1999 to an
estimated 6.2 mio ha in 2008. Total land under compulsory set-aside fell in 2000 to
3.9 mio ha as the new arrangements governing the general and simplified schemes in the
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Agenda 2000 CAP reform (notably in terms of level of direct payments granted for arable
crops and eligibility for voluntary set-aside) generated a drop in the total area under the
general scheme for the first time since 1993 to 38.5 mio ha. Land under mandatory set-
aside would resume rising from 2001 onwards to reach 4.0 mio ha by 2008 as area grown
under the general scheme expands (mainly due to structural adjustments).

In contrast, land under voluntary set-aside would have increased from 1.7 mio ha in
1999 to 2.3 mio ha in 2001 owing to unfavourable climatic conditions (with a significant
share from producers under the simplified scheme). Under the assumption of normal
climatic conditions from 2002 onwards, voluntary set-aside would fall but remain at
relatively high level in response to the decline in cereal prices and the cut in the direct
payments for oilseed and non-textile linseed production. After a rapid development over
the near term, voluntary set-aside is projected to stabilise between 2.1 and 2.2 mio ha over
the medium term depending on market price developments (which may shift land into or
out of production). Any change in the rate of compulsory set-aside could significantly
alter these projected developments.

The slow rise in total set-aside land would generate a gradual decline in the total COP
area in production. The latter would gradually fall from around 43 miot in 2002 to
42.7 mio ha in 2008 owing to the stagnation in total cereal prices, notably in relation to
oilseed prices. The distribution of the total COP area between cereals, oilseeds and protein
crops over the medium term is expected to be directly influenced by changes in the
relative profitability of these crops once direct payments are equalised across arable
crops’. Owing to a lower fall in average receipts, the share of cereals in the total COP area
would rise steadily over the short term from 85.4 % in 1999/00 to 87 % in 2002/03°.
Higher direct payments, increasing yields and prices above support levels for some cereals
(such as wheat and maize’) would on average partially outweigh the cut in cereal support
prices’. Over the medium term, the recovery in world oilseed prices would generate some
gradual, though moderate, decline in total cereal share that would slowly decrease
to 86.2 %.

Direct payment per crop is calculated on a per Member State basis, taking into account the national
reference yields. This allows to identify specific changes in direct payments for crops which are not
produced evenly across the EU (such as sunflower, soya bean and durum wheat) and to take full
account of the possibility left to Member States to use oilseed regional reference yields over the
transitional period (2000/01 and 2001/02).

After an estimated fall to 1.1 mio ha in 2000/01, protein crops area would rapidly recover in 2001/02
to slightly less than 1.3 mio ha. It would then stabilise at around 1.3 mio ha over the medium-term
thanks to more favourable price developments. Protein crops would maintain their share in the total
COP area to around 3 %.

EU domestic prices for cereals are foreseen to benefit from improved medium-term perspectives for
world markets and a relatively weak €/$ exchange rate which should allow to keep domestic prices
above support levels by 2001/02 for some cereals (notably common wheat, but also barley in the
second half of the projection period). After bottoming out by the turn of the century, world prices are
expected to exhibit a slow recovery over the medium term as supply adjusts and global demand
strengthens. By 2008/09, world cereal prices would reach around 152 €/t for common wheat (HRW,
US fob Gulf), 112 €/t for maize (US fob Gulf) and 102 €/t for barley (fob, St Lawrence).

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 2008/09
between -5 % for “other cereals” (i.e. oats and triticale) and +3 % for soft wheat, barley and rye as
compared to the 1998/99-1999/00 average (i.e. before the Agenda 2000 reform).
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Graph 1.2 Medium-term development in cereal receipts, 1991/92 — 2008/09 (€/ha)
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The weakness of the euro against the US dollar during the 2000/01 marketing year
contributed to the recovery of oilseed prices which, combined with the second reduction
in cereal support prices in 2001/02 and the climatically-induced short-term expansion in
voluntary set-aside, are foreseen to generate an estimated 1.0 mio ha fall in total cereal
area to 36.6 mio ha. In 2002/03, the reform of the arable crop sector would be fully
implemented with the third cut in direct payments and the end of the transitional period in
the oilseed sector. This is foreseen to lead to some shift in area from non-textile linseed
and oilseed crops towards cereal area that would rebound to 37.4 mio ha. Cereal area
would also be supported by market prices above support levels for common wheat, maize
and durum wheat and by the return of voluntary set-aside to more normal levels. From
2003/04 onwards, slightly better price prospects for oilseeds would generate a decline in
total cereal area of around 0.5 mio ha over the next six years as direct payments are fully
harmonised across COP arable crops. Total cereal area would gradually decrease to
36.8 mio ha by 2008/09.

These developments would not be uniform across cereals as wheat area would mainly
gain with an increase estimated in 2008/09 at around 6% relative to 1999/00. Soft wheat
area would stabilise between 14.3 and 14.4 mio ha over the medium term, a 5 % increase
relative to 1999/00, thanks to a sustained increase in domestic use and export demand that
would maintain its prices above support levels. The implementation of the new common
market organisation and relatively high prices throughout the period would in turn boost
durum wheat area that would reach 3.8 mio ha by 2008/09, a 9 % increase relative to
1999/00.

Table 1.3 Cereal area allocation in the European Union, 1999 — 2008 (mio ha)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Total wheat 71 180 169 180 180 180 181 181 182 181
Soft wheat 136 144 134 143 144 143 144 144 144 143
Durum wheat 35 3.6 35 3.6 3.6 3.7 3.7 3.7 37 38

Total coarse grains 193 195 196 194 182 191 190 189 188 187
Barley 109 108 107 107 105 104 103 102 101 10.0
Maize 42 43 45 42 43 42 43 43 43 43
Rye 12 13 1.2 1.4 1.4 1.4 1.3 1.3 1.3 1.3
Other cereals 3.0 3.2 32 3.1 3.1 3.1 3.1 3.1 31 31

Total cereals 363 376 366 374 32 371 371 370 370 368

Set-aside rate 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0% 10.0%
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In contrast, total coarse grain area would continuously fall over the medium term to™
reach 18.7 mio ha by 2008/09, a decrease of around 3 % as compared to 1999/00. Lower
growth prospects on the demand side (both internal and external) are expected to generate
stock increases and keep coarse grain market prices below support levels (with the
exception of maize and barley in the second half of the projection period) which should in
turn constrain their development on the supply side.

Graph 1.3 Cereal area allocation in the European Union, 1980/81 — 2008/09 (mio ha)
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The development in coarse grain area would be mainly affected by the fall in barley area
of 8 % between 1999/00 and 2008/09 due mostly to projected lower receipts. The maize
area would increase by 3 % relatively to its 1999/00 level. Yet, most of the gains would
take place in the short term as maize area would stabilise between 4.2 and 4.3 mio ha
from 2003/04 onwards thanks to high productivity growth that would outweigh slowly
declining prices. The latter would remain under pressure from prices of other feed grains,
notably feed wheat.

Rye would benefit from the domestic support price and would maintain its share within
the total COP area at slightly above 3 %, i.e. an area ranging between 1.3 and 1.4 mio ha.
In spite of the significant projected fall in the average prices of the “other cereals”, mainly
oats and triticale, as they are not —for most of them- supported by any intervention price
system, the total area allocated to these cereals would stagnate at around 3.1 mio ha over
the whole projection period.

Yields

Yield trends observed since the mid-1980s are assumed to continue over the projection
period, although at a lower rate. In comparison to the yield projections published over the
most recent years, these medium-term trends have been revised upwards for most types of
cereals, in particular for barley.

However, the general decline in market prices that is expected to take place in the wake of
the cut in support prices is foreseen to curb somewhat the increasing trend in cereal yields,
notably in the near term. However, its negative impact on productivity growth could be
partially offset by the projected increase in the level of (voluntary) land set-aside (that
should remove the least productive land from production).
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Table 1.4 Cereal yield projections in the European Union, 1999 — 2008 (t/ha)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Total wheat 57 5.8 58 59 6.0 6.1 6.2 6.2 6.3 6.4
Soft wheat 6.6 6.6 6.7 6.8 6.9 7.0 7.1 72 7.3 7.4
Durum wheat 21 25 25 25 25 25 26 286 26 26

Total coarse grains 53 55 55 55 5.6 56 57 58 59 5.9
Barley 45 47 46 46 46 46 47 47 48 438
Maize 9.0 9.0 8.0 9.1 93 94 96 9.7 9.8 10.0
Rye 4.8 43 47 48 48 49 50 51 52 53
Other cereals 3.6 4.1 4.1 4.1 4.2 4.2 4.3 4.3 4.3 4.4

Total cereals 55 57 5.7 57 5.8 5.8 5.9 6.0 6.1 6.1

Over the medium term, cereal yields are foreseen to continue to expand to reach 6.15 t/ha
in 2008, i.e. an annual average productivity growth of 1.3 %. This would constitute a
marked slowdown as compared to the annual growth rates observed between 1993 and
1999 (+2.2 % on average). Maize, soft wheat and rye would exhibit the strongest gains,
with an average annual increase estimated at around 0.12 t/ha, 0.08 t/ha and 0.08 t/ha
respectively (i.e. more than 1.4% per annum). Conversely, durum wheat and barley would
record the lowest yield increases.

Graph 1.4 Cereal yields in the European Union, 1980 — 2008 (t/ha)
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Production

After a record cereal crop estimated at 212.6 mio t in 2000 (associated with a yield and
area increase), total harvested cereal production is projected to fall to 206.8 mio t in 2001
owing to the foreseen short-term fall in cereal area and to the stagnation in cereal yields to
their long-term trends. It should then bounce back in 2002 and, driven by increasing yields
that would largely more than compensate the gradual fall in total cereal area, expand
significantly over the medium term to reach 226.5 mio t in 2008. As compared to 1999,
the cumulated increase in yields of 12 % up to 2008 would outweigh the very slight
increase in total cereal area (+1 %) in the total production growth (13 %).

In line with higher area and yield projections (5 % and 12 % respectively as compared to
1999), soft wheat production would rapidly expand over 100 mio t and reach a historical
high of 106 mio t in 2008. In contrast, coarse grain production would fall in the short term
from the high levels recorded in 2000, before rising slowly to around 111 mio t over the
medium term as yield growth would somewhat outpace the slow decline in area. Barley
production is projected to stagnate at around 48 mio t over the next seven years owing to
lower profitability prospects and less favourable perspectives for productivity growth.
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Table 1.5 Cereal harvested production projections in the EU, 1999 — 2008 (mio t)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Total wheat 968 1045 986 1064 1083 1094 1114 1127 1145 1154
Soft wheat 894 956 897 972 992 1000 1020 103.1 1048 1055
Durum wheat 75 8.9 89 9.2 9.1 94 9.4 9.6 9.7 9.9

Total coarse grains 1029 108.1 1082 1064 1074 1076 1089 109.7 1107 1111
Barley 490 511 490 490 483 482 481 483 481 478
Maize 374 385 403 380 395 395 408 413 423 426
Rye 56 55 58 6.7 6.8 6.8 6.8 6.8 6.9 71
Other cereals 109 130 131 127 128 130 132 133 134 135

Total cereals 199.7 2126 2068 2128 2157 217.0 2204 2224 2251 2265

2.1.2 Internal demand

After a relative stagnation in 1999, the implementation of the Agenda 2000 CAP reform,
the moderate recovery in the prices of the oilseed complex and a relatively weak €/$
exchange rate are all expected 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
181.1 mio t in 1999/00 to 199 mio t in 2008/09. Most of this 18 mio t growth in cereal
demand would be driven by feed usage, which would increase by some 12 miot by
2008/09.

Table 1.6 Cereal demand projections in the EU, 1999/00 — 2008/09 (mio t)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Feed demand 113.8 1182 1196 1199 1209 1214 1227 1237 1249 1258
Food demand 433 437 442 444 447 448 450 451 454 455
Seed demand 6.1 59 6.0 6.0 6.0 6.0 6.0 6.0 6.0 6.0
Other demand 180 182 192 196 201 203 207 210 214 217

Total cereals demand 1811 1859 189.0 190.0 191.7 1925 1944 1957 197.7 199.0

Feed demand

Cereal use in animal feed exhibited a sustained increase since 1992/93, rising from
84 miot to 113.8 mio t in 1999/00. This expansion, predominantly driven by soft wheat,
has mainly resulted from the rapid development in white meat production and from the
sharp improvement in EU cereals competitiveness following the implementation of the
1992 CAP reform. As a result, the cereal market share in the total demand for marketable
feed products rose from around 48 % in 1992/93 to 54.0 % in 1999/00.

The implementation of the Agenda 2000 CAP reform is projected to generate a further
increase in cereal feed use over the 1999/00-2008/09 period, though at a 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’.

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, reinforced by the
series of measures adopted in the wake of the BSE and FMD crises in the EU animal

°  Furthermore, nutritional constraints in the feed formulations for further cereal incorporation should

also limit somewhat future growth prospects for cereal feed use.
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sector'®, are expected to limit the average annual growth in the total demand for
marketable feed products to around 0.5 %, i.e. only a third of the growth observed
between 1993/94 and 1999/00. Short-term developments in total feed demand would be
dominated by the crisis in the animal sector, the beef cycle (which enters its downward
path in 2002) and the upwards adjustment in the white meat sector (which should benefit
from high prices). After some strong increase in 2001 and a relative stagnation in 2002
and 2003, global growth in feed demand would later stabilise at around 0.5 % per year,
the slowdown in the expansion of the poultry and pig sectors being offset by the relative
stabilisation of the cattle sector.

The general fall in EU cereal prices in the wake of the implementation of the Agenda
2000 CAP reform should boost their price competitiveness vis-a-vis their main substitutes.
After falling sharply in 1997/98 and 1998/99 from a high level of 278 $/t in 1996/97,
soybean meal prices recovered over the last two years to reach an estimated 200 $/t in
2000/01. They are foreseen to fall again over the next marketing years before
strengthening from 2003/04 onwards to reach 208 $/t in 2008/09. Conversely, the prices
of corn gluten feed would stagnate over the medium term at around 83 $/t, whereas
manioc prices would decline broadly in line with EU domestic cereal prices in order to
remain competitive in the EU (after a short-term fall, they would stabilise around 75 $/t).

Graph 1.5 Development in cereal feed demand, 1980/81 — 2008/09 (mio t)
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The cut in cereal support prices in 2000/01 and 2001/02 is projected to lower the general
price level of feed cereals over the medium term. In spite of the recovery on world
markets, both in terms of prices and trade opportunities, and its impact on EU domestic
prices, most feed cereal prices in the EU would trade at or below support price levels
throughout the whole period. The existence of excess supply for some coarse grains
(notably rye), the absence of price support for some cereals (feed wheat, oats and triticale)
and the delicately balanced EU cereal markets are expected to exert pressure on the EU

feed grain market and restrain significant price increases'".

It should be mentioned that the measures adopted on June, 19 2001 for the beef market are not taken
into account in these projections.

Furthermore, most additional cereal exports generated by the recovery in world import demand
should concern grains of higher quality.
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A relatively weak €/$ exchange rate would reinforce the improved price competitiveness
of EU cereals, notably in the short term. Even if the euro is assumed to appreciate
substantially over the medium term -as compared to the situation as of May 2001- this
relatively favourable currency environment should put some further strain on the
competitiveness of the major imported feed substitute products.

Therefore, more competitive EU cereals are projected to capture a growing share of the
total demand for marketable feed products. The total share of EU cereals would increase
strongly and reach 57.3 % in 2008/09, from 54.2 % over the 1997/98-1999/00 period.
Most of these gains would be achieved over the first years of implementation of the
Agenda 2000, when the cut in support prices translates into a fall in average cereal market
prices. This growth in cereal use would take place at the expense of the “protein-rich” and
“energy-rich” products whose market share would drop by 0.7 and 2.4 percentage points
respectively'”.

An improved market share for cereals and a larger total demand for marketable feed
products would lead to a sustained rise in total feed use of cereals that would reach
125.8 mio t by 2008/09, a 12 mio t increase as compared to 1999/00. The corresponding
annual average growth rate in cereal feed demand of 1 % from 1999/00 to 2008/09 would
however constitute a marked slowdown relatively to the 1992/93-1999/00 period (4 %).

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, 1999/00 — 2008/09 (mio t)
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Feed demand 391 415 430 433 441 439 450 450 460 466
Food demand 379 383 388 390 393 394 396 396 399 401
Seed demand 32 3.1 33 33 33 33 33 33 33 33
Other demand 5.9 6.1 6.9 7.2 7.6 7.7 8.0 8.2 8.6 8.9
Wheat demand 862 889 919 928 943 943 959 962 97.8 98.8

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 33.1 % in 1999/00 to 36.1 % in 2008/09. Soft wheat feed usage would
grow from 38.1 mio t in 1999/00 to 45.4 mio t in 2008/09, i.e. an increase of 7.3 mio t
over the whole period. High productivity growth w<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>