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Foreword

Published in conjunction with the Eighteenth General Report on the
Activities of the European Communities (1984), this Report is the tenth
Report on the Agricultural Situation in the Community published by the
Office for Official Publications of the European Communities. It was
completed on 25 October 1984 and adopted by the Commission on
16 November 1984.

It has three parts. The first covers the main events of 1984: the general
economic and political context, changes on the agricultural markets, the
economic situation for farmers and consumers, the Community’s external
relations as far as they concern agriculture, developments in policy on agri-
cultural structures, the financing of the common agricultural policy, and the
harmonization of national agricultural legislation within the Community
framework.

The second part comprises three articles on key agricultural issues; while
they do not attempt to deal with what is often a rich and complex sub-
ject-matter in any great detail, these contributions provide summary infor-
mation on subjects of current interest. The items this year concern:

— income disparities in agriculture in the Community:

— the outlook of the supply of and demand for agricultural products in the
Community to 1990;

— Community imports of food and other agricultural products.

The third part is a sizeable statistical annex providing in a single grouping
all the main statistics needed for a proper understanding of the various
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aspects of Community agriculture: the agricultural economy, the economic
situation of farms, agricultural prices, consumption of food products, the
Community’s trade in agricultural products, financial aspects of the common
agricultural policy, agricultural structures in the Community, and the market
for the Community’s agricultural products.

The three parts of the Report are designed to complement one another, since
the user reading one chapter will often at the same time be consulting the
corresponding tables in the Annex or parts of one of the articles; footnotes
provide cross-referencing.

Some of the subjects in this Report have been dealt with elsewhere in
separate studies written by the Commission’s staff. For detailed information
on one or more particular aspects of Community agriculture, the reader will
find in this Report references to the corresponding documents; the ‘COM’
documents and the studies published in the Green Europe series are
available from the Commission’s departments, and the other documents
mentioned can be obtained from the Office for Official Publications of the
European Communities.



Contents

v —

VI —

Agriculture in 1984
Main events of the last 12 months

The general environment

— The economic situation in the Community
— Development of the common policies

Reform of the CAP and the 1984/85 price review

— Introduction

— Need for reform of the common agricultural policy

— Reform of the CAP: background

— The decisions

— Prospects for agricultural policies in the industrialized countries

Agricultural production and income
— Agricultural production in 1984
— Production in the medium term
— Prices

— Incomes in agriculture

— Use of capital on European farms

Markets for agricultural products

— Introduction

— Milk

— The meat markets
— Cereals

— Wine

The consumer

— Influence of the general economic environment on the consumer
— Changing consumption patterns

— Security of supply

— Household expenditure on food consumption

Page

10

15

15
17

19

19
19
21
22

29

29
32
33
36
41

47

47
48
52
55
57

61

61
61
65
66



6  CONTENTS

Page

— Producer and consumer prices 67
— World market prices and Community supplies 68
— Special measures benefiting consumers 69
— Consultation of consumer organizations 70
VII — The Community’s external relations 73
— Overall survey 73
— Accession negotiations 73
— Relations with developing countries 75
— Relations with Mediterranean countries 75
— International organizations 76
— International agreements on agricultural commodities 77
— Food aid 78
— Bilateral relations 78
— Agreements and measures relating to specific products 80
VIll — Agricultural structures 81
— Introduction 81
— Structural aspects of the Community’s agriculture 82
— Implementation of the common agricultural structures policy 84
— Integrated development programmes 90
— Integrated Mediterranean programmes 90
— The new policy on agricultural structures 91
— Research and development 97
— Forestry schemes 99
IX — Financing of the common agricultural policy (CAP) 103
— The EAGGF and its financial resources 103
e General 108

e Financing of the CAP in 1984: problems arising -~ 104

¢ Expenditure and revenue 106

— The EAGGF Guarantee Section 108
e Main features 108

o Agricultural regulations with financial implications 108

e Expenditure trends 110

— The EAGGF Guidance Section 112
e Financing: general features 112

¢ Financing 114

e Outlook for the Guidance Section 115

X — Harmonization of laws 117
— Programme of work 117
— Public health 117
— Animal health 118

— Animal nutrition 119



CONTENTS 7

Page

— Plant health 119

— Seeds and propagating material 120

— National expenditure on agriculture 120

XI — A — Income disparities in agriculture in the Community 123
— B — The outlook of the supply of and demand for agricultural

products in the Community to 1990 139

— C — Community imports of food and other agricultural products 155

Xll — Agricultural developments: Statistical information 173






| — Agriculture in 1984

1. A start was made in 1984 on implementing the proposals which the
Commission had put forward in the latter half of 1983 (') for the adaptation
of the common agricultural policy to current economic conditions.

Firstly, when the 1984/85 agricultural prices were adopted, the Council also
adopted provisions helping to streamline the common agricultural policy:
these included a realistic policy on the prices, dismantlement of monetary
compensatory amounts, implementation of milk quotas, extension of the
guarantee threshold system, rationalization of certain aids and premiums
and a stronger Community preference: in the course of the year it adopted a
number of instruments helping to impart new life to the policy on structures;
lastly, it adopted a Resolution undertaking to complete the harmonization of
national laws in the agricultural field.

2. While the main aspect of 1984 was the importance of these political
decisions, there was also a significant increase in output of a number of
product groups.

Supported into the summer by particularly favourable weather, production
of certain crops (cereals, oilseeds) soared well beyond previous records. The
pattern of livestock production was more varied: beef/veal, which had
shown an increase of 3% in 1983, again rose sharply (by 5%), partly because
of culling due to the new milk quotas; the new milk production control
system yielded a reduction in deliveries immediately in 1984 (— 2%), and
should yield a larger reduction in 1985. Production of pigmeat, poultrymeat
and eggs is estimated at much the same as for 1983,

(") Supplement 4/83 — Buil. EC.
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3. Farmgate prices of agricultural products increased slightly (5.6%), but
by less than those of inputs (7.6%). In view of the expansion in production,
however, farm incomes will no doubt have risen in real terms, but it is likely
that trends differ very widely from one type of farming to another.

4. Disposal of those products output of which increased will certainly
raise formidable problems, particularly for those administering the budget.
1984 was a year in which difficulties with regard to the financing of the
common agricultural policy increased, because the Community’s own
resources were exhausted. A supplementary and amending budget, covered
partly by additional financing, had to be adopted to make good the shortfall
in appropriations which the Commission had foretold in the first quarter of
the year.

Main events of the past 12 months

Date Event

14.11.1983 The Council amends the basic regulation on the common organization of the
market in fruit and vegetables, under the arrangements for adjusting the current
regulations in respect of Mediterranean products.

12.12.1983 The joint research programmes and the coordination of agricultural research are
approved by the Council for 1984-88. The overall appropriation is 30 million
ECU and the Council will decide as to any increase on the basis of a
Commission report by 30 April 1986.

19.12.1983 The Council extends until 31 December 1984 the Regulation concerning the use
of the ECU in the common agricultural policy.

5.1.1984 Pending a Council decision on the renewal of the Community policy on agri-
cultural structures, the Commission submits to the Council a proposal for a regu-
lation prohibiting, for a six-month period, the payment by Member States of
investment aids in the dairy sector.

17.1.1984 The Commission lays before the Council its proposals for agricultural prices and
related measures for 1984/85; they are complemented by the programme for
rationalizing the common agricultural policy dated 29 July 1983. Average
increase in common prices, 0.8% (in ECU); substantial dismantlement of
monetary compensatory amounts, fixing of guarantee thresholds for certain
products and quotas in the dairy sector.

14.2.1984 Parliament adopts the draft treaty instituting the European Union (Spinelli
Report).
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Main events of the past 12 months

Date

Event

28.2.1984

6.3.1984

13.3.1984

19 and
20.3.1984

22.3.1984

30.3.1984

31.3.1984

The Council extends until 30 June 1984 the three 1972 socio-structural directives,
with the interest subsidy schemes deriving from these, and suspends the dairy
sector investment aid facility from 1 March 1984 until an agreement on control
of milk production is reached.

In connection with the future financing of the Community, the Commission lays
before the Council a communication on budgetary discipline, with special
provisions for agriculture, and a communication on new own resources.

The Council decides to grant Portugal a second batch of non-reimbursable pre-
accession aids totalling 50 million ECU, for the improvement of agricultural
structures.

The European Council, meeting in Brussels, makes substantial progress,
endorsing the ‘package deal’ on the reform of the common agricultural policy
accepted by the Ministers of Agriculture on 11 to 13 and 16 and 17 March 1984.
The European Council finds that there is no majority in favour of the tax on oils
and fats other than butter, but it approves the principles for financial and
budgetary discipline and an increase from a maximum of 1% to a maximum of
1.4% of the VAT rate applied to the common basis of assessment for the
purposes of VAT revenue accruing to the Community as own resources. Final
agreement is however not reached, as the Council failed to settle the United
Kingdom budget adjustment for 1984 and subsequent years.

The Commission amends its original proposals for the 1984/85 prices to take
account of the agreements reached in the Council.

The Commission refers to the Council a report, with proposals, on the
exploratory conversations it held in 1983 and early 1984 with the prospective
member countries and non-member Mediterranean countries with a view to the
future relations of the latter with the enlarged Community.

The Council adopts the agricultural prices for 1984/85 and the CAP rationali-
zation measures:

average change in prices in ECU: -0.5%, but the effect of the agrimonetary
measures is to yield an average increase of 3.3% in the prices when expressed in
national currencies; extension to new products of the guarantee thresholds
principle (sunflower, durum wheat, dried grapes); rationalization of aids and
premiums for various products; introduction of a milk quota system. Also, the
Council adopts or undertakes to adopt decisions strengthening Community
preference with regard to several products.

The Commission is authorized to start consultations with the GATT countries
enjoying exemption from customs duties — bound in GATT — on certain grain
substitutes, with a view to partial and temporary suspension of this concession:
the items concerned are maize starch residues (mainly ‘corn gluten feed’), spent
grains from brewing and distilling and maize cake. The Council also adopts a
mechanism to prevent any changes in central rates leading to the creation of
positive MCAs. The existing positive MCAs will be dismantled in three stages:
beginning of 1984/85, on 1 January 1985, at latest beginning of 1987/88.
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Main events of the past 12 months

Date

Event

13.4.1984

18.4.1984

7.5.1984

10.5.1984

19.6.1984

25 and
26.6.1984

6.7.1984

9.7.1984

9.7.1984

12.7.1984

16.7.1984

25.7.1984

15.9.1984

Community funds totalling 700 million ECU are approved for a Portuguese agri-
culture development programme to last six years from the date Portugal joins.

The Commission lays before the Council a proposal to use additional financing
to cover 1984 requirements. These would be reimbursable advance payments
from the Member States, earning interest at the market rate.

The Council adopts the overall 1984 food aid quantities: cereals, 927 663 tonnes,
then 200 000 tonnes; milk powder 122 500 tonnes; butteroil, 32 760 tonnes; sugar
13 500 tonnes: seed and olive oil, 20 000 tonnes; other products, a maximum
equivalent to 147 000 tonnes.

The Council establishes a working programme for the harmonization of national
legislation on veterinary medicine, plant health and animal feed.

The Council adopts, for a 10-year period from 1 January 1985 onwards, an
amendment of the Regulation on ‘common measures’ to improve the conditions
under which agricultural products are processed and marketed.

The European Council, meeting at Fontainebleau, reached overall agreement on
unresolved issues; the guidelines for the future financing of the Community are
approved. It also endorsed the objective of early conclusion of the accession
negotiations with Spain and Portugal; in this context, it laid down guidelines
with regard to fisheries and wine and with regard to the equilibrium between
agriculture and industry. The European Council also approved national aid by
Germany to its farmers to offset income losses which might arise from the
accelerated dismantlement of the positive MCAs.

The Commission sends to the budget authority (Council and Parliament) pre-
liminary draft amending and supplementary budget No 1 for 1984.

The Commission sends to the Council and Parliament an amendment to the
proposal for a decision of May 1983 on the Community’s own resources system,
further to the agreement obtained in the European Council held in Fontaine-
bleau on 25 and 26 June 1984.

The Commission sends to the Council and Parliament an amendment of its April
1984 proposal for covering the 1984 budget deficit. The idea of interest-bearing
loans is replaced by advance payments against new own resources, interest free.
The same device of advance payments against own resources is proposed for the
1985 budget.

The Council adopts the new arrangements for imports of New Zealand butter
into the United Kingdom for 1984-85. For the first three years, the annual
quantities are set at 83 000 and 79 000 tonnes respectively.

The Council adopts three regulations strengthening supervision machinery for
olive oil, in particular with regard to production aid.

The Commission sends to the Council a Communication concerning the
improvement of the operation of the common organization of the wine market; it
also adopts immediate and medium-term measures for wine and measures for the
support of the beef/veal market and a reduction in stocks of milk products.

The Council revises, in accordance with the relevant legislation, the ‘basket’ of
currencies making up the ECU, at the end of five years of operation. The
weighting of each currency is adjusted; the drachma, like sterling, is given a
theoretical central rate.
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Main events of the past 12 months

Date

Event

2.10.1984

10.10.1984

22 and
23.10.1984

25.10.1984

The Council adopts draft supplementary and amending budget No 1/84 (1 833
million ECU); it also submits to Parliament a draft 1985 budget within the limits
of the present own resources and undertakes to meet by 1 October 1985, by
means of a supplementary budget, the additional budget requirements which wiil
arise in 1985.

The Commission adopts the broad outlines of a declaration on action which will
be undertaken to reduce stocks of milk products: operation ‘Christmas butter’,
reinforcement of efforts in favour of exports to third countries (very old butter).
In addition, the Commission adopts measures to make more flexible the first
part of the supplementary levy on milk deliveries which was decided in March.

The Council amplifies the Community’s position in respect of several major
aspects of the negotiations for the accession of Spain and Portugal: vegetable oils
and fats, social affairs; sugar (Portugal), tariff disarmament for manufactures
(Spain).

Parliament adopts amending and supplementary budget No 1/84.
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Il — The general environment

The economic situation in the Community

5. Information available in the autumn confirmed the recovery in world
economic activity in 1984 predicted in the last Report. In the United States
the economy expanded at a faster rate than originally forecast, but the third
quarter of 1984 saw the first signs of a downturn in the rate of growth.

6. The revival of economic activity, which spread to a growing number
of industrialized countries in 1984, should spread further in 1985, but actual
growth rates may not be as high: for the OECD area without the
Community, GDP growth rates, running at about 6% in 1984, can be put at
3% for 1985. World trade increased sharply in 1984, in the wake of the rise
in demand in North America and the increase in imports by other
developed countries. The developing countries’ prospects for trade and
economic growth improved as a result.

Because of the mounting deficit on the United States’ external account, the
dollar may well come under pressure and the movement against this
currency is unlikely to be fully offset by a further increase in interest rates.

7. A number of developing countries which had run into difficulties with
regard to external indebtedness seem to have started making the appropriate
adjustments to their economies. The process inevitably entails a period
during which their economic activity will slow down and domestic demand
will decline.

Until the end of 1985 at least, the price of crude oil will, it is felt, remain
more or less constant in dollar terms. Likewise, the price in dollars of raw
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materials excluding energy could be almost unchanged in 1984, followed by
a rise of slightly more than 2% in 1985. Barring major political upheavals, a
sharp rise in the price of raw materials is unlikely to occur in the coming
months.

8. Developments in the international economic environment have proved
beneficial to the Community economy. The outlook has shown a definite
improvement since 1983. However, economic performance in the
Community is still, generally speaking, modest when compared with that of
the other OECD countries. Real GDP growth, which spurted towards the
end of 1983, reached an estimated annual rate of about 2.2% for 1984. The
gross domestic product could show an increase of 2.3% in real terms in 1985;
this increase is, however, partly the result of a technical reaction to the
strikes which occurred in 1984 and does not point to an underlying increase
in economic activity. According to the Commission’s estimates, the increase
in the GDP may essentially be accounted for by a slight increase in private
‘consumption and fixed investments and a greater contribution in real terms
by the goods and services account.

9. With economic activity in the Community showing a modest
improvement, the rate of inflation dropped sharply, and the economies of
the Member States tended to converge more closely, both as regards growth
and as regards inflation. The implicit price index of private consumer’s
expenditure declined from 6.3% in 1983 to an estimated 5.1% in 1984, with
4.3% predicted for 1985. This general trend reflects improved control of
price movements in all the Member States except the United Kingdom,
where the inflation rate is already relatively low and is unlikely to show any
substantial change. In 1985 Greece should be the only Member State with
two-digit inflation.

70. In contrast with these achievements, the outlook on the Community’s
labour market is substantially less satisfactory. Despite the predicted labour
productivity gains of 2.2% in 1984 and 2.1% in 1985, economic growth would
probably just suffice in 1985 to stop the contraction of employment, but as
the labour force will expand, unemployment is in fact bound to increase, to
rates averaging 11.4% in 1985. In 1985, unemployment is likely to be higher
than in 1983 in all Member States except Denmark.
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Development of the common policies

/1. In 1984 decisions of major importance were taken in many fields of
Community activity.

There were developments of particular interest in three areas — the budget,
regional policy, and research and innovation.

The Community’s budget problems

I2. Meeting in Brussels and Fontainebleau, the European Council
reached an agreement on the future financing of the Community. The
maxiumum VAT rate for accruals of Community resources was raised from
1% to 1.4% as at 1 January 1986, and may be increased to 1.6% as of
1 January 1988, subject to a Council decision adopted unanimously and
ratified by the national parliaments; the agreement also covers principles of
budgetary and financial discipline, in particular with regard to agricultural
expenditure, and establishes a mechanism, which will operate for the same
duration as the new scheme for the Community’s own resources, for the
calculation of the budgetary compensation to be paid to the United
Kingdom.

/3. On 2 October, the Council adopted a draft amending the sup-
plementary budget for 1984, to be financed partly from advance payments
from the member countries, to cope with expenditure until the end of the
year. It also laid before Parliament a draft 1985 budget kept within the
present own resources, and adopted a statement undertaking to meet, by
I October 1985, the supplementary budgetary requirements arising.

Reform of the European Regional Development Fund (ERDF)

/4. The new ERDF Regulation, (') which enters into force on 1 January
1985, brings major improvements over the present Regulation. It stresses
explicitly the need for strengthened coordination of the Community policies
among themselves and between Community regional policy and the national
regional policies. It introduces greater operating flexibility, replacing the
quota system by a system of ‘indicative ranges’.

(") OJ L 169, 28. 6. 1984.
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It also provides for increased use of financing by programme, instead of
financing by project, and steps up sharply the rates of Community co-
financing, while simplifying their application. It broadens the scope for
ERDF intervention to assist small and medium-sized undertakings, with a
view to promoting fuller exploitation of the ‘endogenous’ development
potential of the regions. It also takes a first step towards the definition of a
legal framework for integrated operations.

Research, development and innovation

/5. Since 1983, the Community has had a new facility for the
implementation of its research and development strategy: the framework
programmes. These programmes established Community priorities for
specified periods, identifying specific targets, weighting the relative
importance of the operations, organizing an operational management
structure and providing for independent assessment. The first framework
programme has been established for 1984-87. Q)

16. On 28 February, the Council adopted the Esprit programme. This
programme, scheduled to last 10 years, should enable Europe to make good
the ground it has lost in a sector of strategic importance, that of information
technologies. It involves close cooperation between the Community’s
industry, universities, and research institutes and laboratories. For the first
five years, Esprit represents a financial commitment of 1500 million ECU,
half from the Community budget and half from the industries concerned.
During this first stage, research will concentrate on the generic information
technologies and on two areas of implementation (office automation and
computer-integrated manufacture).

(") The objectives of the first framework programme are the following: promotion of agri-
cultural and industrial competitiveness, better management of raw materials and energy
resources, strengthening development aid, and an improvement in living and working
conditions and in the effective exploitation of the Community’s scientific and technical
potential.



Il — Reform of the CAP and the 1984/85
price review (')

Introduction

17. The decisions taken by the Council (Ministers for Agriculture) on
30 and 31 March marked an important turning point in the history of the
CAP and came as the culmination of three years of effort by the
Commission to adapt the common agricultural policy to the new economic
circumstances. However, not all the reforms proposed by the Commission
were adopted by the Council. For that reason, and because of the delay in
the Council’s decisions and the deterioration in the market situation, extra
resources were needed to finance the CAP in 1984. On 25 October the
Parliament adopted a supplementary budget for 1984.

/8. The EEC agricultural policy has not been the only agricultural policy
to undergo reform. In recent years most of the developed countries have
been confronted with a need to control production by reshaping their agri-
cultural policies in a manner which allows for both technical progress and
changes in consumer habits while avoiding damage to the agricultural
economy and penalization of farmers and farm workers.

Need for reform of the common agricultural policy

19.  The CAP must be reformed mainly because of the past development
of the agricultural sector. European agriculture has entered a critical phase

(") For more details, see ‘Agricultural prices 1984/85 and rationalization of the CAP — Council
Decisions’, Green Europe, Newsflash, No 27, April 1984.
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owing to the changes which have taken place over the past 20 years. The
imbalance between supply and demand is becoming more pronounced on a
number of markets. This phenomenon, which had long been masked by the
growth in demand, became apparent with the economic crisis of the 1970s
and the decline of world trade in 1982. Within a period of 10 years, i.e.
between 1973 and 1982, the value of the Community’s agricultural output
rose by 18% in real terms whereas agricultural labour declined by 31%. Such
productivity gains far exceed those achieved in other sectors of the
economy: in the same period, industrial output rose by only 9% in real terms
and the industrial labour force contracted by only 9%. During the same 10
years, overall self-sufficiency in agricultural products rose from 79% to 87%.
The Community, which in the 1970s was gradually approaching self-
sufficiency in wheat, beef/veal and sugar, has now become a net exporter of
all these products. Moreover, its production surpluses in terms of internal
demand are now structural, not incidental. In 1982/83, the self-sufficiency
rates for sugar, wine, cereals, milk products and all meats were 147%, 125%,
117%, 118% and 100% respectively. This situation is all the more disturbing
when one considers that agricultural productivity is expected to continue to
rise whereas overall demand for food products in the Community will not
increase as rapidly as in the past. Between 1973 and 1982, the proportion of
household expenditure accounted for by food fell from 22% to 18%.
However, when Spain and Portugal join, the Community will have 50
million new consumers.

20. The rising quantities of agricultural products available for export were
the second argument in the case for a reform of the CAP, since if trade slows
down, stocks increase, as the following table of stocks shows:

(tonnes)

End 1982 End 1983
Wheat 6 300 000 6 800 000
Butter 306 000 853 000
Milk powder 576 000 983 000
Beef 230 000 407 000

On the world agricultural markets there is a wide gap between the in-
creasing needs of the world population (4 500 million in 1980, more than
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6 000 million in the year 2000) and actual commercial demand. The world
economic recession is reflected in an increasing food shortage in the
developing countries, a stagnation in world trade in agricultural products
and, therefore, increased competition between exporters. Developing
countries and the Eastern European countries, which currently account for
more than 60% of our agricultural and food exports compared with only 43%
in 1973, face mounting public and private debt and payment difficulties
caused by the rise in interest rates.

21.  The very steep rise in EAGGF expenditure is the third factor
explaining the need to reform the CAP. The Community can no longer
afford to allow EAGGF expenditure to rise unchecked as it has done in the
past (by nearly 25% a year between 1975 and 1979 and by nearly 30% in
1980, whereas in those same years the Community’s own resources increased
by only somewhere between 8% and 13%). The ceiling of the Community’s
own resources was reached in 1984 and, simultaneously with the decision to
increase its own resources, the Community decided to prevent agricultural
expenditure from rising faster than general revenue. No one questions the
right of farmers and food processors and distributors, who account for
roughly 18% of the working population, to obtain their fair share of public
finance, which, so far, they have always received, but the Community budget
must also serve the development of new common policies, the lack of which
is often harmful to European agriculture.

Reform of the CAP: Background

22.  The original guidelines for the reform of the common agricultural
policy were set out in the Commission’s report (COM(81)300 of 24 June
1981) on the mandate of 30 May 1980. They were defined in greater detail in
the memorandum entitled ‘Guidelines for European agriculture’ submitted
on 23 October 1981 by the Commission in COM(81)608 final, which served
as the basis for the Commission’s proposals for agricultural prices and
related measures in 1982/83 and 1983/84.

23. At its meeting in Stuttgart of 17 to 19 June 1983, the European
Council held an overall discussion on interrelated questions: the future
financing of the Community, the development of the new Community
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policies, the enlargement of the Community, the need for greater budgetary
discipline and the problems experienced by certain Member States with
regard to the Community budget. In its final declaration, the European
Council confirmed the fundamental principles of the CAP while urging that
it be adapted in such a way that its objectives could be achieved in a more
coherent manner. The Commission responded in its communication
‘Common agricultural policy: Commission proposals’ (COM(83)500 final),
sent to the Council on 28 July 1983.

24. In the following four months an exceptional structure was set up
within the Council to undertake negotiations, the results of which were to be
submitted to the European Council in Athens on 6 December 1983. Unfortu-
nately, the December meeting of the European Council did not yield any
compromise: there was neither a decision nor a declaration. It was in this
very uncertain atmosphere that the Commission presented to the Council its
proposals for agricultural prices for 1984/85 (COM(84)20 final of 17
January 1984). In that document it pointed out that the Council had to take
decisions within an overall context (i.e. not only in the matter of prices but
with regard to all the problems dealt with in its memorandum of 28 July
1983) and within a very tight schedule (i.e. by March 1984 at the latest).

The decisions

25. The negotiations entered their decisive phase at the beginning of
March 1984. By its meeting of 31 March 1984, the Council had hammered
out an overall agreement on the rationalization of the CAP and the agri-
cultural prices for 1984/85. The agreement can be summed up in six main
points:

(i) the principle of the guarantee thresholds is confirmed and extended to
other products;
(ii) control of milk production through quotas;

(iii) restoration of a single market by dismantling the monetary compensa-
tory amounts;

(iv) a realistic policy on prices;
(v) rationalization of the aids and premiums for various products;

(vi) compliance with Community preference.
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Guarantee thresholds

26. Three years ago the Commission concluded, in its report on the May
1980 mandate, that ‘it is neither economically sensible nor financially
possible to give producers a full guarantee for products in structural surplus’.
Since then, the Council has approved the Commission’s proposals for
guarantee thresholds for various products (milk, cereals, rape, processed
tomatoes) in addition to those already being operated (sugar and cotton).
Beyond the thresholds, the farmers cannot expect the Community to provide
the same guarantees for their output. In its decision of 31 March the Council
not only extended the guarantee threshold system to certain other products
(sunflower, durum wheat, dried grapes) but also stressed the need to apply it
to the market organizations for surplus products or products liable to boost
expenditure. The products affected by the application of the guarantee
thresholds account for roughly 35% of the value of output and about 60% of
expenditure on the common organizations of the markets.

Guarantee thresholds for 1984/85

Milk 99.024 million tonnes Sunflower 1.0 million tonnes

Cereals (except Products processed

durum wheat) 121.32 million tonnes from tomatoes 4.7 million tonnes

Durum wheat 4.6 million tonnes Dried grapes 65 000 tonnes (currants)

Rape 2.41 million tonnes Processed grapes 93 000 tonnes (sultanas)
Wine () 100 million hl

(") Commission proposal contained in COM(84) 539 final, 28 September 1984.

Milk

27.  Reluctant to impose further linear reductions in the intervention price,
which would have had to be particularly drastic to be effective, the
Commission proposed new rules for the application of the guarantee
threshold, which the Council adopted. They consist in the introduction, for a
five-year period, of a system of quotas corresponding to the 1981 deliveries
plus 1% (except in the case of Ireland and Italy, for which the quantities
guaranteed are equal to the 1983 deliveries) and a levy on deliveries
exceeding the quotas. The levy is 75% or 100% of the target price for milk
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depending on whether the Member State has opted for quota management at
farm or dairy level. The final overall quantity guaranteed is 98 152000
tonnes. However, for 1984/85 and to facilitate transition to the new system,
the quantity guaranteed is 99 024 000 tonnes plus a Community reserve of
335000 tonnes allocated to Ireland, Luxembourg and the UK (Northern
Ireland).

Monetary compensatory amounts

28. The Commission proposed that existing MCAs be phased out
altogether in two stages. The Council decided to dismantle the positive
MCAs in three stages. By the end of the first two stages (conversion of
positive MCAs into negative MCAs at the beginning of 1984/85 and
dismantlement by five points of the German MCAs on 1 January 1985), four
fifths of the positive MCAs will have been dismantled in less than one year;
they will have disappeared completely by the beginning of 1987/88 at the
latest. In addition, the negative MCAs for Italy and Greece will be
eliminated at the beginning of 1984/85, with a small negative MCA being
retained for France.

In addition, technical changes in the method of calculation will have the
effect of reducing the MCAs on many products, in particular pigmeat.

The Ministers also adopted new arrangements whereby parity changes in the
European Monetary System can no longer entail the creation of positive
MCAs.

These decisions constitute an important step towards the restoration of
single prices on the Community agricultural markets.

Agricultural prices in 1984/85 (Table 23) (')

29.  The Council’s decisions endorse the Commission’s view that the market
situation requires a very cautious policy on prices. In fact, for the first time
ever, the average level of prices in ECU adopted by the Council (-0.5%)
actually falls short of the level proposed by the Commission (+ 0.8%).

(") The tables mentioned in this Report will be found in Part XII (Agricultural developments).
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However, if the effect of the agri-monetary measures is included
(dismantlement of the positive and negative MCAs), the average increase in
agricultural support prices when expressed in national currencies will be
3.3% for the Community as a whole. The general inflation rate in the
Community having been estimated at 5.1% for 1984, these decisions leave no
doubt as to the Council’s determination to implement a restrictive prices
policy. As for the impact on retail food prices, the decisions will add just
over 1% to food prices for the Community as a whole.

Average increase in common agricultural prices over previous year

1982/83 1983/84 1984/85
Common prices in: | jnfjaqjon | Common prices in: | [yfaiion | Common prices in: | nfiation
ECU | national '?};2 ECU | national 1?13)3 ECU Lnalionalz '(,)
) currency(?) ") urrency(?) ") urrency(?)
BR Deutschland 10.3 6.9 4.7 4.1 2.0 32 |- 06 - 06 1.9
France 10.1 13.8 12.5 4.0 9.4 100 |- 06 + 5.0 7.5
Italia 10.5 16.1 17.5 4.5 8.7 150 |- 04 + 64 102
Nederland 10.5 8.2 5.7 4.0 2.6 19 |- 05 - 05 25
Belgique/Belgié 10.4 16.3 7.0 4.4 7.7 59 |- 06 + 39 55
Luxembourg 10.6 16.5 7.9 39 7.2 76 |- 05 + 4.0 6.8
United Kingdom 10.1 10.1 7.2 4.1 4.1 51 |- 06 - 06 4.1
Ireland 10.5 10.5 16.0 42 9.0 104 |- 06 + 39 7.6
Danmark 10.2 13.7 10.5 4.0 4.7 76 |- 07 + 1.5 55
Ellas (%) 13.4 19.7 23.8 5.6 25.8 198 |+ 04 + 17.6 183
EUR 10 10.4 12.2 9.0 4.2 6.9 64 (- 05 + 33 4.7

(') Common prices in ECU (intervention price or equivalent prices) weighted by national agricultural production.

() Common prices in ECU converted into national currency at the green rate with all adjustments of green rates included in
the price decisions or adopted since the price decisions of the preceding marketing year.

(*) Rate of inflation for the whole economy (GDP deflator) for the relevant calendar year.
(%) Includes alignment of the Greek prices on the common prices following accession agreements.

30.  With regard to the relativities between the prices, as expressed in
ECU, for the various products, the Council broadly endorsed the ‘modu-
lated’ approach proposed by the Commission. For some Mediterranean
products, it approved increases exceeding the Community average.
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Incidence on prices expressed in ECU and in national currencies
for the main products
(%)

Change of prices Change of prices in national
Products . currencies resulting from the
in E 1984/85 price decisions

Common wheat - 1.0 + 34

Durum wheat 0 + 7.8

Barley - 1.0 + 1.6

Maize - 1.0 + 54

Beet 0 + 35

Olive oil - 1.0 + 8.8

Table wine - 1.0 + 54

Apples + 0.5 + 49

Tomatoes - 1.0 + 6.6

Milk 0 + 29

Beef/veal - 1.0 + 23

Pigmeat - 1.0 + 1.2

Sheepmeat - 1.0 + 5.0
Average all products - 05 + 32

The effect on farm incomes cannot be assessed without taking account of the
longer-term outlook and productivity gains. If this year’s decisions are seen
together with those for the three preceding years, the increase in agricultural
support prices as expressed in their own currencies has, for most Member
States, actually either exceeded the general level of inflation or has not fallen
short of general inflation more than by a margin offset by productivity gains
normally achieved in farming. In only two Member States (Italy and
Ireland) have high inflation rates run well ahead of the improvements in
agricultural support prices.

Aids and premiums

31.  Another aspect of the Commission’s plan consisted in a thorough
review of aids and premiums financed under the CAP. In certain cases this
expenditure was no longer fully justified, and given the serious shortage of
funds a careful review was called for. Consequently, the Commission
proposed that some aids be modified or discontinued altogether. While not
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accepting all the proposals, the Council adopted major decisions concerning
the following products:

(i) Milk: a 75% reduction in the aid to butter consumption, which does not
in fact affect consumer prices because of the parallel reduction in the
butter intervention price; extension of other aids to the disposal of
butter and concentrated milk.

(i) Beef/veal: retention of the suckler cow premium, the only Community
scheme specifically designed to encourage beef/veal production; adap-
tation of the variable premium paid in the United Kingdom and the calf
premium.

(iii) Sheepmeat: new rules relating to the payment of the ewe premium.

(iv) Cereals: adaptation of the compensatory allowances, which will yield
substantial savings.

(v) Proteins: decisions concerning aids to peas and field beans, soya and
lupin seeds.

(vi) Fruit and vegetables: reduction in the aids to fruit preserved in syrup;
limitation of aids for processed tomatoes.

Community preference

32. It has always been the Commission’s concern to ensure a fair distri-
bution of the sacrifices adjustment entails. This means that all those involved
(farmers, consumers, processors, taxpayers, Member States and non-member
countries) must accept the discipline entailed by the efforts to safeguard the
agricultural policy. In this context it is important to remember that, at
the proposal of the Commission, the Council has made a number of
commitments concerning compliance with the principle of Community
preference. The products concerned are the following:

(i) Cereals: adoption of a mandate for negotiation with non-member
countries on the stabilization of imports of cereals substitutes.

(i) Milk: reduction in the quantity of butter imported from New Zealand.

(iii) Beef/veal: revision downwards of the ‘balance sheets’ for imports from
non-member countries for 1984.

(iv) Sheepmeat: postponement of a decision on the variable premium,
pending the outcome of negotiations with non-member countries on a
minimum import price.
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With regard to exports of agricultural products, the Commission takes the
view that guarantee thresholds and, in particular, involvement of producers
in disposal costs would enable exports to be developed on a sound basis. It
maintains its proposal concerning long-term contracts for the supply of
agricultural products to non-member countries.

Prospects for agricultural policies
in the industrialized countries

33.  Agricultural surpluses are no longer incidental in nature as they were
in the past, when they were chiefly the result of unpredictable weather
conditions, and in recent years all industrialized countries have had to
restrain agricultural output. Policies relating to the control of market supply
are also hampered by difficulties unknown in the past, which are the result
of the general proliferation of surpluses. Measures to limit production can
no longer be devised purely in terms of the product group concerned. The
measures taken have therefore to be planned far more in terms of
agricultural policy as a whole.

34. The years to come are a challenge for the agricultural sector both in
the Community and in the other industrialized countries. Economic
recovery, if it continues, will, admittedly, tend to spur on the demand for
certain food products, but only to a limited extent. Production will still have
to be curbed. The Member States will still be committed to tight budgetary
policies which will restrict their ability to increase support for agriculture
although in their determination to combat inflation the authorities will resist
price increases which would ultimately have to be borne by the consumer.
Lastly, the worsening employment situation will continue to limit oppor-
tunities for redeployment of labour outside the agricultural sector.



IV — Agricultural production and income

Agricultural production in 1984

35. For agriculture, 1984 was dominated by a new record for cereals and
oilseed crop production. Growing conditions were very good, except for a
prolonged dry spell in the north-west of the Community, and a wet autumn.

Total production, especially of crops, is up significantly on 1983, although
this was a relatively poor year for agriculture. For wheat and oilseeds
production is over 20% up on 1983. Milk production, despite the quotas, is
expected to show only a small decline, so still remaining above the 1982
production level.

36.  The structure of output in terms of value of production is given for
1982 in Figure 2. The medium-term overview of production of the main
product groups appears in Table A.

37. For cereals, following the poor harvest in 1983, an increase of 22% has
been achieved. This is a record crop of about 150 million tonnes for EUR 10
and for all Member States (except Germany), being 13% above the previous
record harvest in 1982. Amongst the different crops, wheat production is up
by 28%, barley 21%. Most of the increase in production is due to yield. An
average yield of 7.6 tonnes of wheat/ha was reached in the United Kingdom.
Indeed, the area of barley sown was less in 1984 than in 1983, although the
total area sown increased slightly for the second year in succession. The
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most dramatic rise was in durum wheat production (+59%) and the highest
increase in cereal output occurred in Italy. The shifts from barley to wheat,
and from spring to winter barley, continued. Italy was an exception with
more barley grown at the expense of common wheat.

38. There was a significant rise also in sugar beet production (+13%)
together with a small increase in the sown area (+3%). All producing
countries except Greece increased the area sown, and most of the production
increase came from France, the Netherlands and Germany.

Potato production too went up significantly (4 19%) compared to 1983, with
a small (+ 1%) increase in area. Italy increased the area planted by 14%,
whilst there were fewer plantings in the United Kingdom and the
Netherlands.

39.  For the oilseed crops, production increased by 34% on average. Both
increased yields and area sown (up 10%) contributed to the extra production.
Oilseed rape showed a 39% increase in output. The area sown continued to
increase rapidly in the United Kingdom. The switch from rape to sunflower
production has been evident again in 1984, especially in France. Sunflower
seed now accounts for 25% of oilseed production. Greek cotton output rose
by 11%.

40. Amongst top-fruit crops a large, 7 million tonne, apple crop has been
recorded; this is just above the average of the last 5 years. Only the United
Kingdom and Ireland had production falls, but increases of over 20%
occurred in Luxembourg, France, Denmark and Germany. Pear production
dropped by 10%, mostly due to a fall in Italian output (-14%).

41.  Overall, the stone fruits showed a slight increase in production over
1983 (+ 1%). There was a record peach harvest (especially high in Italy), but
a fall in apricot production, particularly in Greece.

42. A fall of about 9% occurred in wine production, which was below
average. The largest decrease was in Germany (-30%), but Greek production
— though not a large proportion of total production — rose by 9%.
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43.  After a continuing increase during the first quarter of 1984, milk
production fell during the rest of the year, and is expected to show a drop of
1% for the Community, following a drop of 3% in cow numbers. The
Netherlands and United Kingdom alone are expected to have a significant
drop in output, the latter due to very dry summer grazing conditions. Only
Ireland will show an important increase in production.

44.  Beef production increased for the second year running in 1984, by 5%,
almost reaching the 1975 level. The slaughter of cow and heifer beef as a
result of the introduction of milk quotas has accounted for an important part
of the increase. Cow slaughterings were especially high in Germany, France
and the United Kingdom (up by as much as 17% in Germany).

45.  Sheepmeat production rose by 3%, continuing the trend of 1983. An
important influence was the continued increase in sheep numbers in the
United Kingdom (+3% in 1984).

46.  Pig production remained unchanged in the Community (+ 0.5%).
However, the breeding herd has been contracting in 1984, and is expected to
decrease to below the 1982 size (except in the Netherlands, where it has been
expanding) so that a fall in production is anticipated after the end of 1984.

47.  Egg production showed a recovery in the second half of 1984 after a
slump during the first half, and overall production was unchanged relative
to 1983 (+0.4%). However, the Netherlands showed a significant upturn in
output.

48. Poultrymeat production too was almost unchanged compared to 1983
(-0.6%). However, more turkeys were produced again in 1984, but the
increase in output was less than in 1983.
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STRUCTURE OF AGRICULTURAL PRODUCTION
IN THE COMMUNITY (EUR 10) 1982

LIVESTOCK PRODUCTS 56.9 %

Beef/veal 14.6
% Milk 19.2
Pigmeat 11.9
Other 12.8
Other 11.5
Wine and must 5.8
Cereals 12.9

Fruit and vegetables 12.1

CROP PRODUCTS 43.6 %

CEE DG VI A2 - 8410.37 MO

Source: Eurostat.

Figure 2

Production in the medium term

49. Total volume of production dropped slightly in 1983 after rising
almost 20% between 1975 and 1982 (Table A). Volume output should show a
further upturn in 1984. Cereals and milk, the two major products of the EC,
took the lead up to 1983, with production increases of 29% and 22%
respectively since 1975. With the bumper 1984 harvest cereals will show an
average 4.7% increase in volume per annum.
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Table A: Output by volume of the major agricultural products — EUR 10

Volume index at constant prices (base 100 = average 1974-76)

Annual rate of change
1983
1979 | 1980 | 1981 | 1982
(prov.) 198(11)/83 1983/82 ?;g;z}%‘;
Milk 111 | 114 | 114 | 118 | 122 -1 34 2.5
Beef and veal 106 | 106 | 106 | 105 | 109 5 3.8 1.1
Pigmeat 117 | 120 | 120 | 122 | 125 0 2.0 2.8
Cereals 123 | 133 | 128 | 143 | 129 22 -10.8 3.2
Fruit and vegetables 106 | 105 | 105 | 112 | 107 : - 44 0.8
All products 112 | 114 | 114 | 119 | 117 : - 1.7 2.0

Source: Eurostat, Economic accounts for agriculture.
(") DG VI estimates.

Prices

Producer prices

50. In 1984, farmgate prices are estimated to have increased by 5.6% in
nominal terms in the Community; the prices of crop products improved by
7.0%, those of livestock products by 4.3%; the price increases fell short of
those for 1983.

Changes from one Member State to another partly reflect differences in
inflation rates. In real terms, prices declined in all Member States except
Denmark, Greece (increases) and the Netherlands (stable) (Table B).
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Table B: Product and input prices and inflation in 1983 and 1984

Change 1984/83 Change Average annual
(estimates) 1983/82 change 1979-83
output input mﬂ(alt)lon output input mﬂ(alt)lon output input mﬂ(a:t)lon

D - 14 3.6 1.9 - 1.2 0.5 3.2 23 5.1 4.1
F S.1 9.5 7.5 8.9 9.7 10.0 9.4 12.4 11.7
I 6.8 10.7 10.3 9.6 12.1 15.0 12.8 14.5 17.7
NL 2.5 3.1 2.5 1.9 3.5 1.9 43 5.9 4.6
B 2.7 6.2 5.5 8.0 8.5 59 79 9.0 5.8
L 0.4 7.1 6.8 8.0 9.2 7.6 8.2 9.2 7.8
UK 1.6 4.8 4.1 5.6 6.4 5.1 7.2 9.0 10,9
IRL 3.5 6.4 7.6 6.5 10.1 10.4 7.4 12.3 14.9
DK 7.0 8.1 5.5 49 5.8 7.6 9.8 12.7 9.3
GR 19.3 14.5 18.3 17.2 22.2 19.8 21.5 229 21.0
EUR 10 5.6 7.6 4.7 7.6 7.9 6.4 9.6 10.7 8.8

Source: Eurostat.
(') Index of implicit price of gross domestic product.

51.  In the medium term producer prices (Tables B and C) went up in all
countries. The highest rates of increase were in the high inflation countries.
However, in real terms prices fell in all countries except Belgium, Luxem-
bourg and Greece. For the other countries, the margin at which producer
prices lagged behind the general price level was greatest in Ireland, Italy, the
United Kingdom and France.

Table C: Index of agricultural producer prices (')

Implicit price index
All agricultural output (base 100 = average EUR 9 for 1974-76)

1979 1980 1981 1982 (gfﬁl)

BR Deutschland 106 108 114 117 116
France 137 146 162 181 197
Italia 177 201 225 261 294
Nederland 109 113 123 126 129
Belgique/Belgié 109 113 123 137 149
Luxembourg 113 118 124 146 156
United Kingdom 152 161 178 190 196
Ireland 182 178 211 228 247
Danmark 127 141 157 175 183
Ellas 183 227 279 345 407
EUR 10 140 151 168 187 200

Source: Eurostat — Agricultural economic accounts; 1983 = sectoral income index.
(') Net of VAT.
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Input prices

52. In 1984, prices of agricultural inputs (intermediate consumption) went
up at similar rates to 1983 (see Table B). This meant a small increase (2.8%)
in real terms. Only in Denmark was there a significant real increase in input
prices (2.5%); and only in Greece was there a significant fall (-3.2%) in real
terms. The opposing, although slight, changes in real input and output prices
mean that the input/output price ratio for agriculture will have worsened
slightly during 1984.

Table D: Index of agricultural input prices (*) (3)

Implicit price index
(base 100 = average EUR 9 for 1974-76)

1979 1980 1981 1982 (;353‘)

BR Deutschland 114 122 134 139 116
France 135 155 175 196 197
Italia 166 191 223 255 294
Nederland 119 128 139 144 129
Belgique/Belgié 117 126 137 152 149
Luxembourg 116 127 139 152 156
United Kingdom 165 185 204 219 196
Ireland 165 189 219 239 247
Danmark 123 142 168 187 183
Ellas 160 216 266 304 407
EUR 10 137 154 174 191 204

Source: Eurostat — Agricultural economic accounts; 1983 = sectoral income index.
(") Net of VAT.

() Intermediate consumption inputs — feedingstuffs, seeds, fertilizers, sprays and farm overheads; but excluding paid wages
and depreciation.

In the medium term, the price of intermediate consumption inputs (Tables B
and D) increased in real terms in all Member States, with the exception of
Italy, the United Kingdom and Ireland.

33.  Prices of investment goods — principally agricultural machinery and
buildings — have generally risen faster than those for intermediate
consumption. They have also gone up in real terms. Between 1979 and 1983
the average annual increase was 11.2%, compared to 10.7% for intermediate
consumption.
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Incomes in agriculture (')
1983 and 1984

54. The significant fall in farm incomes (*) in 1983 probably came to a
halt in 1984. A slight increase in real terms is expected. A major influence on
incomes in 1984 was the very large crop harvest, which despite lower prices
boosted producer returns. For livestock producers the disincentive to
continue to increase the volume of milk produced, reductions in inputs, and
small increases in milk prices lessened the fall in dairy incomes. However,
incomes from fat cattle are probably down despite a significant increase in
slaughterings.

55 In 1983 (Figure 4) large falls in average real income occurred in
Germany (-22%), Luxembourg (-20%) and Denmark (-18%), particularly
caused by poor crop harvests and exacerbated by a fall in prices. Only in
Ireland (+4.5%) and Italy (+1.4%) did average incomes rise. In Ireland this
was due principally to increased livestock output; in Italy a rise in crop
output was the main factor. However, it is certain that variations of income
within countries have been greater than those between the averages of
Member States. (3)

(') On the same subject, see also ‘Income disparities in agriculture in the Community’
(pp. 123-137).

(%) Net value-added per person employed in agriculture.

(*) For more details on changes in 1983 and their causes, see ‘Agricultural incomes in the
European Community in 1983°, Green Europe, Newsflash No 26, 1984.
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Medium-term trends

56. Between 1979 and 1983 average agricultural income (') in the
Community had fallen a little below the general price level (Table E), with
the exception of 1982. The indices in the table indicate the main cause to be
the increase in the value of inputs (+ 145%) exceeding those for production
(+121%) between »1974« (?) and 1983. This is true for both quantity and
price, though the higher price of inputs relative to products has been the
more important factor.

Figure 3 shows the increasing share of inputs (intermediate consumption) in
the value of agricultural output since 1975.

FINAL PRODUCTION, INTERMEDIATE CONSUMPTION AND VALUE-ADDED
IN AGRICULTURE
EUR 10

1000 million ECU at current prices and exchange rates
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Source: Eurostat - Agricultural Economic Accounts.

CEE DG VI A2 - 8410.38 MO

Figure 3

(') Net value-added per person employed in agriculture.
(®>) The average result for 1973-75.
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Table E: Indices of incomes, production and inputs in agriculture

(base 100 = average 1973-75)

1979 1980 1981 1982 1983

Production:

Price 140.2 147.4 161.9 174.4 189.1
Quantity 111.1 113.5 113.8 118.6 116.8
Inputs (intermediate consumption):

Price 142.4 155.1 178.8 190.0 198.5
Quantity 120.5 121.4 119.1 121.0 1234
Income (') — Nominal 159.4 165.4 184.1 221.9 219.2
Price level (?) 163.1 180.9 197.6 215.5 229.3

Source: Eurostat — Agricultural economic accounts; 1983 = sectoral income index.
(') Net value-added per person engaged in agriculture.
(?) Index of implicit price of gross domestic product.

57.  The change in real incomes for 1974-83 is given in Figure 4. Although
the picture for EUR 10 is very even, there have been considerable variations
from this trend in Member States. Relative to the average income in 1973-75,
Greece, Denmark and Italy have been most consistently above this level.
Greece experienced the largest increase (+35% up to 1983), but only joined
the Community in 1981; however, Denmark and Luxembourg suffered large
drops in income in 1983. The Netherlands and Belgium showed a fall in the
first half, followed by a recovery from 1981 to above »1974« levels;
Germany and Ireland showed the opposite behaviour. Only in France and
the United Kingdom was there a persistent, though slow, fall in incomes,
those for 1983 being respectively 83% and 86% of the » 1974« results.



AGRICULTURAL PRODUCTION AND INCOME 39

NET VALUE-ADDED(') PER PERSON EMPLOYED(?) IN AGRICULTURE
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Figure 4.1
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Incomes and type of farming

58.  Absolute incomes (') for the most important types of farming in each
Member State are shown in Figure 5. Incomes are generally higher for all
types in 1981 and 1982 than for the average of 1976-78, though there was a
decline for the main farm types in Germany in 1981.

The changes in income are influenced by the different inflation rates in
Member States. Very noticeable are the big differences in absolute levels
between Member States, irrespective of the type of farming. France, Italy
and Greece have very low absolute average incomes per person compared to
Denmark, the Netherlands, the United Kingdom and Belgium. The highest
incomes are for persons working on specialist ‘field crops’ farms (code 12).
Detailed results from the FADN for 1981/82 and 1982/83 are given in
Chapter XII (Tables 13.1 and 13.2).

Use of capital on European farms

59.  Average capital intensity of farming varies considerably amongst
Member States. In Figure 6, average capital use, indebtedness and interest
for each country, per hectare of agricultural land, is presented.(?) The
criterion used is operating capital, that is, the total of livestock, deadstock,
permanent crops and capital necessary for current production (the value of
land and buildings is excluded). (?)

The Netherlands is shown as having the highest capital intensity (approxi-
mately 4 500 ECU/ha in 1981), over four times the lowest-intensity country,
Ireland. These are not surprising results for these two countries. The
Netherlands have an intensive agriculture characterized by intensive

(") Farm net value-added per annual work unit.

() The same ECU exchange rates are used throughout, so that national trends are not distorted
by the change in national/ECU exchange rates.

() For the United Kingdom information is presented for England and Wales only.
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AGRICULTURAL INCOME(‘) FOR THE THREE MAIN TYPES OF FARMING
N EACH MEMBER STATE
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dairying, pig farming and horticulture, all with high capital requirements per
hectare. Amongst the other capital intensive farming countries are Germany
and Italy. In Germany there is a concentration of pig farms, and there was
heavy investment in machinery in the late 1970s. In Italy the widespread
occurrence of permanent crops (especially top fruit, vines and olives) and
irrigation accounts for the relatively high level of capital investment. The
two countries with the lowest capital intensity are the United Kingdom (%)
and Ireland. In both countries extensive livestock farming (especially beef,
cattle and sheep) would bring down the level. In addition the large average
size of farm in the United Kingdom can mean a lower capital use per
hectare, as farms’ fixed costs are normally spread over a larger area of
production.

Only a short time series is presented in Figure 6, as this information has only
recently been available in the FADN. However, there has been a nominal
increase in operating capital intensity in all countries up to 1981/82, and in
real terms in Germany, France, Denmark and the United Kingdom.

(') For the United Kingdom information is presented for England and Wales only.
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OPERATING CAPITAL, INDEBTEDNESS AND INTEREST PAID
IN AGRICULTURE
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(%) As interest subsidies are paid in a single sum for the total duration of the loan, the amount can exceed that of
annual interest payments.

Source: FADN.
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Indebtedness

60.  Absolute debts per hectare are highest in the Netherlands (see Figure
6), standing at almost twice those of the next Member State, Denmark, and
ten times that of the lowest, Ireland. Member States divide into a high debts
group — the Netherlands, Denmark and Germany — and the remaining
seven countries. From an economic point of view it is the proportion of
debts to capital which is the important criterion, this indicating how much of
a farm’s operating capital is owed by the farmer to banks or other lending
institutions. This ratio is very high for two countries, the Netherlands and
Denmark, where debts represent respectively 81% and 89% of operating
capital. With still higher ratios, although a long way behind, are Germany
and France with 45% and 48% respectively. Irish and Italian farmers are
relatively debt-free, with ratios of 4% and 15% respectively.

6/. Farmers with a high level of borrowing are usually making high
interest payments. A look at Figure 6 shows that this relationship holds, with
Dutch and Danish farmers subject to very high interest payments per
hectare. Relative to farm incomes, the situation was rather different for the
two countries: in 1981 Dutch farmers were paying 19% of their income (farm
net value-added) as interest, and Danish farmers a massive 58% of income.
Italian farmers had low interest costs per hectare, and in Luxembourg there
was a special situation of negative interest paid balance (see footnote to
Figure 6). Irish farmers had noticeably high interest charges considering
their low level of debts. This is probably because most of the debts were
accumulated just before the 1979-81 period, when the proportion of interest
in the repayment charges would be highest.

62.  In this brief consideration of capital use in farming it is very
important to remember that all the figures used in Figure 6 are national
averages, and that the situation for individual farms may differ widely
within any Member State, depending on the investment decisions and
personal situation of individual farmers.






V — Markets for agricultural products

Introduction

63.  Detailed figures on developments in the markets for the individual
agricultural products of the Community are presented in ‘The situation of
the agricultural markets — 1984 Report’ (1) and in the tables labelled ‘M’ of
this Report and in a previous chapter (Agricultural production and income)
of this Report.

64.  This chapter reviews the main developments in agriculture and the
agricultural markets since the Commission published its proposal for the
‘Adjustment of the common agricultural policy’ in July 1984 (COM(83)500
final, 28 July 1983). This review confirms the necessity to complete the adap-
tation of the common agricultural policy which the Council began on
31 March 1984.

65.  Adaptation of the CAP became necessary because the incentives
offered to producers were no longer consistent with the present and the
foreseeable needs of the markets. Demand for many agricultural products is
either stagnant or declining while the productive potential of European agri-
culture continues to increase. The three main approaches used to effect
adaptation of common market organization are:

(') Published as a ‘COM’ document at the end of 1984. The long-term outlook of supply and
demand for agricultural products of the Community is presented in a separate article in this
report (pp. 139-155).
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(i) the extension of guarantee thresholds to agricultural products where
market imbalances exist, are likely to exist and/or where expenditure is
growing rapidly;

(ii) the pursuit of a restrictive price policy with particular attention being
paid to the development of a more realistic hierarchy of prices;

(iii) the improvement of market management through the development of
more flexible instruments available at short notice.

The following review shows the extent to which these three lines of policy
are now being implemented, but also the extent to which they need to be
pressed further.

Milk (Tables M.13)

General

66. Four major factors have influenced the milk market. For a decade the
productive potential of the dairy herd has grown by some 2.5 % per annum,
the demand for milk and milk products has shifted from modest growth to
stagnation or decline. During the 1980s, the world market for dairy products
has contracted and the resulting build-up of stocks has further depressed
prices. In addition, for a number of years the change in the relative value of
the fat and protein components of milk has not been reflected in support
prices.

67. The size of the dairy herd (about 25 million cows) has not altered
significantly since the 1960s. However, improvements in farm structure, the
genetic characteristics of cows, the greater availability of cheap feedingstuffs
and improved farm management pushed deliveries of milk to dairies up
from 81 million tonnes in 1973 to 104 million tonnes in 1983. During this
period consumption rose from 76 million tonnes in 1973 to a peak of
85 million tonnes in 1981, followed by a fall to 82 million tonnes in 1983.

The decline in net exports from a peak of 16 million tonnes milk equivalent
in 1980 to 10 million tonnes in 1983 has resulted in increased stocks held in
the form of butter and skimmed-milk powder.
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68.  Experience has shown that the restrictive price policy, far from
slowing the rate of increase in milk production, acted as a further stimulus
to increase production as producers struggled to maintain their incomes by
expanding their output. The increases in dairy support prices were below the
rate of inflation in 1981, 1982 and 1983, yet deliveries of milk continued to
rise.

Before quotas

69. During 1983, milk deliveries continued to increase to total 104 million
tonnes in 1983 (105 million tonnes during the 1983/84 marketing year).
Without the introduction of quotas, deliveries were expected to increase by a
further 3% in 1984 (an increase of 3% was recorded for the first quarter of
1984 compared with the first quarter of 1983).

70.  Production of butter and skimmed-milk powder rose by 10% in 1983
(that is to say, at three times the rate of increase of milk deliveries), while
production of whole-milk powder and condensed milk declined. The
production of cheese and fresh milk products rose slightly. Consumption of
almost all dairy products fell slightly in 1983. The world market for dairy
products contracted sharply in 1983. Both the quantities sold and the prices
obtained fell. The net loss to the Community (despite increased sales of
cheese) represented a loss of some two million tonnes in milk equivalent
with the brunt being borne by exports of skimmed-milk powder (down by
45%) where the expansion of non-commercial transactions mainly influenced
by the USA has become the dominant market characteristic. The result was a
dramatic build-up of stocks. Community stocks of butter (including those in
private storage for which an aid is paid) rose from less than 400 000 tonnes
in January 1983 to 850 000 tonnes on 1 January 1984 and 900 000 tonnes on
31 March. Stocks of skimmed-milk powder also increased from less than
600 000 tonnes in January 1983 to nearly 1 million by January 1984 before
falling to 900 000 tonnes at 31 March.

Quotas

71. The substantial imbalance in the dairy sector finally convinced the
Council that price policy alone (unless carried to politically unacceptable
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extremes) could not cope with the ever-increasing gap between supply and
demand. After some delay and some adjustments, the Council adopted the
Commission’s proposals for a super-levy system. The operation of this
system, which is administered by national authorities within the framework
of Community rules, is described in detail in Regulation (EEC) No 1371/84
of the Commission. The objective is to cut back deliveries of milk to 99
million tonnes in the 1984/85 marketing year and 98 million tonnes in sub-
sequent years. Sales direct from the farm are governed by analogous
legislation.

After quotas

72.  Because of the delay in introducing the super-levy system and the
stagnation or decline in demand both at home and abroad, it is clear that the
Council’s decisions in isolation are insufficient to bring about a return to a
balanced market. Moreover, the costs of stocks (storage costs, depreciation)
as well as the downward pressure that such stock levels exert on prices
required a significant effort to halt the rise in stock levels and if possible to
reduce them to more reasonable levels. The Council adopted a new scheme
for the subsidized disposal of semi-skimmed milk for animal feed on 17 July.
Since this measure alone was insufficient, the Commission decided in July
1984 to increase its own efforts to dispose of dairy produce. The additional
measures envisaged by the Commission are:

(i) the sale of old butter for processing into ‘ghee’ at a discount, followed
by sales to what until recently had been traditional markets in the
Middle East;

(ii) the sale out of intervention of older butter (at least six months old) for
export;

(iii) the extension to other food industries of the possibility of purchases of
reduced-price butter;

(iv) a further effort to make butter available at lower prices to consumers.

73. As the graph below illustrates, the implementation of the super-levy
system together with the additional disposal schemes proposed by the
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Commission offer the prospect of improving the balance on the Community
dairy market. These projections take account of the increased demand in
certain Member States which can be expected due on the one hand to the
standardization of the rules of payment for purchases into intervention and,
on the other hand, the adjustment of the relative values of the protein and
butter fat components of milk.

74.  Nevertheless, the Commission decided that exceptional measures were
needed to reduce the level of stocks in the shorter term. Two specific
measures have been engaged, the so-called ‘Christmas butter’ scheme and
particular disposal measures for very old butter to non-traditional outlets.
Despite the substantial cost, the subsidized sale to European consumers of
some 200000 tonnes of butter at half the intervention price is being
undertaken; 84% of this butter will be provided from intervention stocks.
The cost-effectiveness of this measure should be higher than for similar
operations carried out in the past, due to the 10% decrease in butter prices at
the beginning of the 1984/85 marketing year. The disposal of very old butter
held in intervention provides particular marketing difficulties. The
Commission has reason to believe that opportunities exist to create a market
for such very old butter (produced before April 1983), notably in the USSR,
provided the price is competitive with other oils and fats. The Commission
has set as a precondition for such sales that significant quantities of butter
(at least 50 000 tonnes) should have been exported at a normal price, in
which case a similar quantity of very old butter may be exported at a special
price to the same destination. The Commission has reported these measures
bilaterally to its trading partners and to the GATT according to the normal
procedure.
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Figure 7

75.  The improved outlook for the dairy sector reflects the implementation
of the three main approaches set out in the introduction to this chapter
required for the adaptation of the CAP. However, the graph highlights the
continued dependence of the Community on the existence of substantial
export outlets in order to maintain a balanced market for milk and milk
products.

The meat markets (Tables M.14 to M.20)

76.  The Community meat markets are dominated by beef and pigmeat
with significant consumption of sheepmeat and poultrymeat. While the
patterns of livestock supply are specific to each meat, demand is integrated
and there is increasing substitution between meats.
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The beef market (Tables M.14)

77. Beef supply is characterized by a pluriannual cycle whose last trough
occurred in 1982. Production in 1983 increased from 6.7 million tonnes in
1982 to 6.9 million tonnes and is expected to be at least 7.2 million tonnes in
1984. Increased availabilities in 1984 are primarily due to the cyclic pattern,
with a modest increase attributable to increased cow culling taking place
from the autumn onwards.

78.  Market prices for beef have not increased significantly over the last
year. While calf prices have remained firm, cattle prices have been
depressed. The low prices for beef have reflected the high level of self-
sufficiency. There has been a steady build-up of stocks (255 000 tonnes in
January 1983, 432 000 tonnes in January 1984 and 603 000 tonnes in October
1984), which has also depressed market prices.

79. The year 1984 was characterized by limited availability of beef in the
other main exporting countries. In consequence, gross exports of
Community beef were expected to reach a record level (probably more than
800 000 tonnes) despite reduced levels of export refunds. In response to the
persistent depressed state of the market, in August the Commission
introduced greater flexibility into the operation of intervention and a
specially attractive private storage scheme to relieve the pressure on a
depressed market. The result was that in spite of adverse market conditions,
the fall in market prices was arrested.

80. An important related measure was adopted by the Council on
31 March. For an experimental period of three years, the Community
will progressively apply a common classification scale for beef bought in.
After a few months of operation, the result has been a significant step
towards common price levels in the various regional markets.

81.  The Council insisted on the renewal of the variable beef premium for
the British beef market, which the Commission had proposed should lapse.
In order to reduce the potentially distorting effect of this system on the
Community and export markets, a ‘clawback’ system was introduced in May



54 MARKETS FOR AGRICULTURAL PRODUCTS

1984. The Commission will report to the Council on the operation of the
revised system in time for the 1985/86 price review.

The sheepmeat market (Tables M.19)

82. In October 1983, the Commission completed a review of the
sheepmeat market. (') As a result the Commission proposed a number of
changes in the market organization. In the event, the Council failed to
follow the majority of these recommendations, notably the proposal to fix
the regime on a calendar year basis a year ahead, in order that producers
would be better able to plan production and the introduction of a ceiling on
the variable premium in the UK together with a minimum import price
system.

83. The Council did adopt a revised seasonal scale designed to provide an
incentive to market lambs in Great Britain outside the period of glut in the
summer months. This adaptation is designed to encourage more orderly
marketing of sheepmeat throughout the year and is intended to benefit
producers in all Member States. It is too early to say that the scheme has
been an unqualified success. However, from the information available to
date, total British producers’ returns since the new scale was installed have
certainly not declined. At the time of writing this Report, it is premature to
say precisely what seasonal scale will be proposed for the next marketing
year. It would seem prudent to study the results of the autumn marketing
before arriving at conclusions. However, due consideration will be given to
the argument that the drop in the seasonal scale at the beginning of the
summer is unnecessarily abrupt.

The pigmeat market (Tables M.15)

84. Pigmeat supply is characterized by a shorter cycle than that which
prevails in the beef sector. At the end of 1983, market prices on an over-
supplied market were reaching a disturbingly low level in some areas. In

(') COM(83)58S final.
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response, the Commission introduced a private storage scheme in January
1984 which successfully absorbed the temporary glut and ensured that
adequate supplies were available later in the year when the downturn in the
production cycle was expected. Over an 18-month period, pig producers’
incomes had therefore been squeezed by relatively low market returns and
input costs which had risen due to the steady increase in the value of the US
dollar; however, they benefited in the last half of 1984 from the beneficial
effects and from the decreasing costs of Community-produced feedstuffs.

85. A notable improvement in the integration of the European market has
taken place over the period covered by this Report, with the progressive
demobilization of the monetary compensatory amounts applicable in this
market organization. The maximum net MCA payable on an intra-
Community shipment has fallen from 17.4 points in March 1983 to 9.8
points in November 1983, to 6.8 points in November 1984 and will fall to
4.4 points in January 1985.

Cereals (Tables M.1)

General

86. The bulk of cereals produced and consumed in the Community are
wheat and barley where the Community has a net export balance. Significant
quantities of maize are produced although substantial imports are required
in order to meet domestic demand. Since 1973, the area devoted to grain
production has increased modestly while yields have risen significantly with
a greater proportion of wheat being produced for animal feed. Since the late
1970s there has been a substantial increase in the use made of imported
cereal substitutes, notably manioc and corn gluten feed. Given the modest
increase in demand for animal feed, the cereals market has been depressed.

87.  The imports of manioc and brans and molasses have recently been
stabilized or contained. However, the increase in imports of corn gluten feed
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is at present uncontrolled and the Community has initiated discussions with
the main supplier (the USA) with a view to setting a more orderly
framework for imports in order to avoid intolerable pressure on the
Community feed market.

&§8. 1t has long been a tenet of Commission policy that the gap between
Community prices and those applied by its main competitors should be
reduced. The Commission proposed the rapid establishment of a more
appropriate price relationship between different qualities of wheat and that
higher quality standards should be established for both wheat and barley.
Substantial progress was made in 1984.

The 1983/84 marketing year

89. Disposal of the substantial wheat harvest of 1983 was assisted by an
improved market for animal feed. The improvement came in part from the
strong dollar, lower US maize and soya harvests which raised the price of
competing supplies, and in the Community a smaller barley crop and lower
prices for feed wheat. This favourable combination allowed the record carry-
over of commercial stocks of over 10 million tonnes. Exports were limited to
13 million tonnes, representing a cautious interpretation of our GATT
obligations, with the innovation that a modest quantity of denatured wheat
(for animal feed) was exported.

The 1984/85 marketing year

90. The guarantee threshold which operates — retroactively — in the
cereals sector was not triggered during the 1984 price review. Support prices
were reduced by 1% in ECU terms but they increased significantly in
national currency and the Council failed to adopt the proposed
improvements in quality standards proposed by the Commission. The
Commission’s own powers have since been used to define standards, if not
to improve them.
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1984 saw ideal growing conditions for high-yielding varieties of wheat in the
Community. As a result this year’s harvest produced a record crop and
average market prices were significantly below the nominal intervention
price. Fortunately a significant improvement in export markets, attributable
to another poor harvest in the USSR, provided an outlet for some of the
surplus production, while the high value of the dollar rendered Community
grain more competitive than ever before. The outlook for the remainder of
the marketing year is therefore one where low prices offset by buoyant
demand should enable the Community to dispose of most of this year’s
harvest, while stocks return to a higher level than is desirable in terms of
market management for 1985/86: high carryover stocks combined with
further increases in plantings could bring severe problems if combined with
a high-yielding harvest and a lower dollar.

Wine (Tables M.9)

91.  The market organization for wine was under stress during the 1983/84
marketing year. Despite very high expenditure for the distillation of surplus
table wines, market prices remained at low levels (around 70%) in relation to
the guide price. During the 1983/84 marketing year, approximately one-third
of table wine production was withdrawn from the market.

92. At the time of the 1984/85 price review the Council of Ministers was
not convinced that the wine sector was facing major difficulties and
contented itself with freezing the guide prices (and thereby the distillation
prices) for table wines. One proposal to reduce the financial burden for the
EAGGF (estimated to exceed 1 000 million ECU in 1984) in the wine sector
was adopted — the abolition of short-term storage aids for wine. However,
the economic effect of this measure was attenuated by the authorization
granted to producer Member States to operate a comparable nationally-
financed scheme for one year.

93.  These decisions were taken against the background of forecast supply
balance sheets for the wine sector based on Member States’ returns which






































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































