Euvropean Communities — Directorate General Press and Information

PO

;:/4:),‘ (=

WNHEWWSLIZIEE RO RIS oy AGRICUILIRUIR AL roiLie

No 2

INSTRUMENTS OF THL EEC ORGANIZ\TICY OF THE

VARKET IN CEREALS

ADJUSTMENT WOEQUIRED AS A ABESULT OF DEFICIT SITUATION

Febrvary 1975

Published by the Division for Agricultural Information in collaboration with the Directorate-General
for Agriculture of the European Communities Commission — 200, rue de la Loi, 1040 Bruxclles



Customer
Text Box

Customer
Note
Completed set by Customer


X/42/15-E

CONTERTS

REGULA.TIODT O]}] IJRICES $ 0204000000000 0000 000000000 s0

1’

2.

60

Te
8.

Fixing of prices by the Council ceieesesssccessese
Objectives of price fiXiNg eeececssecccsasssscacne
Bxtraordinery price policy measure seeseesccvesoes
Decisions on prices since 1967/68 eeeveeeecenvenss

Guaranteed prices to ProducersS civeececesssssscsee

‘(a) Single intervention price replaces

regionalization DN N WA A A I W AN I I SN
(b) State intervention PUrchasSes veeeesiosscececs
(C) Disposal from intervehtion l.l.‘.t‘...t!ﬂl3\‘

(d) Preventive intervention sceeecsssescessessoss

Carry—over payments 4090900000000 0O0COOCRIIVAILOIGOIOIOOITE
Denaturing premium © 008009805000 0000 0000 0REN0SERGEDLS

Production refund for starch ccesocesssssosscessss

Page

NGRS ~

Oy

II. RIEGULATION Ol‘ 'IlR[‘DE 8 8 0050000060680 0809 8000DSINSGSPOSLOEBBIEPSOEIES 10
1« Protection at the external frontier .eeceesescesss 10
() By means of import 1eVies eevececescecssesecs 11
(b) By means of export 1eVIES eesecessscosssccoas 12
2. (a) Exports by mcans of refund seeeeeecevecccooss 13
(b) Now also by means of invitations to tender .. 13
3. LICENCCH cescesscsssacsesoansvsonssvsscsssnaasnsnss 14
ITI. COMPEUSATION AT THD IRONTIFER eecesccsscsccsscssssnacce 15
1e Monetary Compensation 00 0000 0E0EP00CGOOSIOCNEOIBSOEBRDO 15
(2) The unit of account as a basSisS seesecsssceses 15
No 2 INFORMATION ON THE COMMON AGRICULTURAL POLICY FEBRUARY 1975

T



1I. X/42/75~1

(b) Simplification of the system in 1573 steeecsssences

(c) Still some fluctuations in independently

floa‘ting CUTTENICIBS sevsavsvccessvnsososavnscovenhs

(d) Gradual abolition indispensable ceeessssscossssses

2. Accession compenfatory amounts sesscesssssscsasssscsasne
(8-) Adjustment in five JEATS sscevevsasssconcrssesvnse

(b) Link between accession compensation and levies

on exports to non-member countricS.seseccscscessas

Iv. THE MANAGEMENT COMMITTEL PROCEDURE csseecoscsassssscsseene

V- MITAIICIAL EF‘F‘ECT $e800000000sINB LI ONLRIIOENILIEINRCIOITRINIOIDTITTS

17
17

18
18
19

19
20



¥/42/15-E

IVETRULENTS, OF TIE FI2C _ORGANIZATLON OF THE VARKET. IN
0 DEFICTT STTUATION

LoBal s EDIL AN TRICROS ANY, BECAUSE OF 1

The inetruments of the ELC cercals markot organization vere originally
desigmed for the ruin purposc of dealing with a surplus situation, and

wer:? irdividually defined for this purpose. Since 1972/73 the tendency
hes been towards a deficit cituntion znd these instruments have therefore
had to be adjusted in crder to be better able to manage aveilable supplies
and thus control quantities., The ground for a solution of the problem
was already preparced in Regulation No 120/67 of 13 June 1967 on the comron
orcanization of the market in cereals. Thic Regulation is baced on two
main premices, guearanteed prices to the Coummity producer and protection at th=
frontier, agein only through price. As a rcoult all measures of quantity
control in force in the Member States up to that time, for example quotas

and obligatory milling, had to be aboliched.

I. REGULATION O PRICLS

1. Iixing off prices by the Council

The common ccreals market organization inclvrdes not only all basic varieties
of cercal, but also, flour, semolina, other procecssing producis and in
addition products which competc with cercals, such as tapioca. Lccording
to Regulation Mo 120/67 tiie Council, in accordance with the procedure laid
dovm in Article 42(2) of the Treaty of Rome (i.c., by a qualified majority),
fixes a recoumeuded price for common wheat, durum wheat, barley, maize and
ryc, a basic intervention price for common wheat and a guaranteed minimum
price for durum wheat each year before 1 August for the cercal marketing
yeer begimning the following year i.o., from i August to 31 July. These
rrices arc fixed with rcference to a standard quality which was laid dowm
for each of the above~mentioned varicties of cercal in Regulation (BRC) No 768/6:
of 22 April 1569. The recomuended price and tpo basic intervention price
arc fixed for Duishurg as the arsa of the Comnmunity with the largest whole-

sale deficit, the goods being dclivercd to warchouse but not unloaded, while
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the gucrantecd minimum price for durum wheat is fixed for the trading -
centre of the region with the largest curplus on the sarme lavel wnd

at the same conditions as the recormended price. In the past the
Council has never sveccceded in reaching this decision by the prescribed
date. = The Commission in its memorandum of 31 October 1973 on the
reorganization of the common agriculturcl policy therefore proposed that
the final date should be moved to the 1 January preceding the marketing
vear in cquestion. This change of date would give 1t the opportunity
to include new information in the annual renort on the agricultural
sifuation, which forms part of its proposal, and to adherc cloéely to
the declaration on the system for fizing Commmity farm prices appended
to the Act of Accession. However, no decision has yet been taken on
this matter.

2. Objectivas of price Tixing

R T T

Then fixing the prices for cercals the Council of Ministers must take

into account the objeciives of the common agricultural policy and the
contribution whicih the Community wishes to make to the haraonious development
of world trade. The rrimary ain of the common'agriculturai policy is to
ensurc a Tair standard of living for the agricultural commmity and a flow
of supplies at rcasonable prices to the consumer. In addition the
importance of ccreal cultivation for community agriculture and the cfiect
of cereals prices on the prices of many agricultural products and
consequently on the income of farm workers rust be talien into account.

The target prices for the most important varicties of cereal - prices are
not fixed for ocats or millet beccause of their secondary importance on the
EEC market = must take into account the production level, the nccessary

organization of production, its usc and the improvement of agricultural incomes,



-3- X/42/75~E

3, Extraordinary price policy measures

Departing from the principle of annual price fixing laid dowm in the basic
regulations on the common organization of the various EEC markets, including
Regulation No 120/67, for the first time since the establishment of the
common organization of markets during the 1974/75 marketing year the
Council increased all farm prices by % all rcund from 7 October 1974.

The reason for this extraordinary price measure was the abrupt risc in
farming costs brought about by the pressure of inflation on farming.

In addition .farmershad failed to obtain higher market prices to offsget
increased production cosgts. In the case of common wheat and fodder
cereal agriculture had been .able to benefit from the very high world
marizet prices. In the interest of stability on the internal market and
the maintenance of adequate supplies the Community does not allow price
increases for these products on the world market to.affect the FEEC price
level,

4. Decisions on prices since 1967/68

The common -target and intervention prices for common wheat,'barley, maize,
and durum wheat have becen fixed by the Council of Ministers since 1967/68

as follows (in u.a. per t, intervention prices):
Common wheat Barley - Maize Durum whoat
P Suiipi W Aty [roteniny o s— e b oY

1967/68  106.25 ( 98.75)  91.25 (85.00)  90.63 (77.00) 125.00 (117.50)
1968/69  106.25 ( 98.75)  94.44 (87.98) 94.94 (79.31) 125.00 (117.50)
1969/70  106.25 ( 98.75)  95.44 (88.48)  95.94 (79.31) 125.00° (117.50)
1970/71  106.25 ( 98.75)  95.44 (88.48)  95.54 (79.31) 125.00 (117.50)
1971/72 109.44 (100.72)  100.21 (92,02)  96.90 (79.31) 127.50 (119.85)
1972/73 113.80 (104.75) 104.25 (95.79) 101.75 (83.29) 132.60 (116.93)
1973/74 114.94 (105.80) 105.29 (96.66) 102,77 (84.08) 133.93 (118.10)
1974/75  121.84 (110.03) 110.55 (96.60) 109.45 (89.55) 182.83 (166.83)
from :
7 October

1974 127.93 (115.53) 116.03 (101.43) 114.92 (94.03) 191.97 (175.17)
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As regards the interveniion prices it should be remembered, however,

that in the case of common wheat it ie alwa&s fhe.bdéig intervention

price which is involved and in the case of maize the single intervention
price, on the other hand in the case of barley up to 1973/74 inclusive

it was the basic intervention price and afier thut the single intervention
price and in the case of durwa wheat the basic iantervention price up to
1971/72 inclusive and then the single intervention price. The resultant
differences arc discussed in more detail below. In addition to the
target, intervention and threshold prices there are also monthly incrcases.
When fixing the prices for the year the Council must procced on the basis of
the cost of storage and loans in the EEC and also the need to disposc of
stocke according to market requirements, i,e., as far as p0ssiblc, gprzad over

the whole merketing year.

5« Guaronteced prices to producers

(a) Single intervention price replaces rezicnaligzation

In order to guarantec to producers that the market .price .docs-not fall -
below & minimum level, derived intervention prices are fixed for the
Community, in addition to the basic intervention price. These derived
intervention prices are fixed for the same standard quality, at the same
stage and under the came conditions as the target price, for all mafketing
centres in the Community except Duisburg, . The derived-intervention
prices éféfééi;ﬁiatod in such a way that the differences between them
correspond to the price disparities to be expected in a normal harvest under
natural conditions of price formation on the market, and allow the frec
movehcnt of cerecals within the Community in accordance with market require-—
ments. However, it has become apparent that the mothod of deriving
prioces oporated'up to the present (on a regionel basis) does not facilitate
an adequate flow of goods from the producing areas to the deficit arcas.
For this recason the Community has increasingly turned away from the system
of the basic intervention price with derived intervention prices, and it

ig now retained only for common wheat. However, herc too, therec arc plans
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to introduce the system of the single intervention price (though not
inmediately), with the aim ol estublishing a market process requiring

as listle fcgulation ag possible. lie introduction of a uniform
intervention price mcans that the seme intervention price must be pzid in
all marketing centres in the Comﬁunity, the market price finde its own
level according to the law of supply and demand and a natural price
gradicnt cierges between the producing areas and the consuming areas,
Important when applying the single intervention price is not only the
level ~ in the casce of barley the 5% higher intervegtipnvprice in force
during the 1973/74 marketing ycar in Chalons--smr-lMarne invChampagnc
(surplus arca) was chosen for 1974/75 - but above all a considerable
difrerence between intervention pricec and target price and the number

ol marketing centrecs. In France the number of marketing centres in
which the common intervention price is applied has bcern coasiderably
rcduced for 1974/75 in order to meke IFrench barley competitive within
the EEC, It is important that o guarantced minimum price still exicts
{for durum whcat; the difference between this and the intervention price
determining the level of'the subsidy for durum vheat (according to

Regulation o 1524/74 tlis stands at 30 u.a. per t for 1974/75).

(b) State intervention purchascs

Thc intervention agencics of the leuber States arc obliged throughout the

cereal marleting year to buy in cercals grown in the Comrunity and offered

to them, provided they Tulfil ccrtaoin conditions, particularly as regards

qality and quantity. The seller rcceives the intervention price in

force in a particular marketing centre - at present for common wheat there

arc 275 in Italy, 230 in France, 125 in the German rederal Republic, 21 in

the United Llingdom and 13 in Denmark -~ from which if occasion arises
transport costs are dcducted. The rrice incrcases and reductions
applicable vhere the quality of the ccreal bought in by an intervention
agency is different from the standard quality are laid down in
Regulation lo 1493/71. Cereal, the quality of which makes adecuatc use
or storage impossible is not accepted into intervention. Minimum
quontitics and qualities (generally 80 t, but 40 t for durunm wheat) are
1aid dowm in Rogulation No 1492/71.



-6 - X/42/75-m

The cereals must be of sound and fair marketable quality. Inportant
for purpoges of asscssing this is the total percentage of constituents
which are busic cercals of unimpaired quality, the moisture content,

the specific weight, sprouted grains, grain impuritics, miscellancous
impurities (Schwarzbesatz) broken graing, chriveled barley grains and
in tho'case of durum vheat the percentapge of grains which have lost

their vitrcous aspect. In bad weather the Commission can rclax the

common roquirements in accordance with Management Committce procedurc.

(c) Disposal from intervention

By mcans of invitation to tender the intervention agencies relcasc the
cercals for export 1o non-member countries or for the internal market,
Council Regulation llo 132/67/EEC provides that marlket prices for cercals
must be detcrmined before the beginning of the marketing year and be such
as will not worscen the marlet. However should the application of the
common organization of the market run into {rouble, these price conditions
may be modified in the course of the marketing year. Disposal for
export takes place on the bacis of price conditions to be determined case
by case according to market tronds and rcequireimcnts. The terms of the
invitation to tcndef must cnsure cquality of access and treatment to all
persons concerned, irrespective of their place of establishment within

the Community.

Commission Legulation (EEC) No 376/70 lays down in detail the procedurc
and conditions for tho disposal of cereals held by intervention agencies.
To avoid disturbances ccreal disposcd of by the intervention agencics

to the internal market must be sold at not less than the local market
price plus 1.5 u.a. above the intervention pricc in force in the marketing
centre conccrned. Trangsportation subsidies can also be granted
cxceptionally if therc is a big demand for cereals which ocan only be met
by more than one intervention contre. Disposals for oxport must not

prejudice normal exports.
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The Commission through tﬁe Management Committce procedurce thereofore
Tixes a nininum price which, in order to take account of market trends,
is not determined until the time limit for tenders has expired. This
price is based upon the tonders submitted. A special deposit is
required iu order to guéranteo that the cercals will not be put back on

the Community market.

(d) Preventive intervention

Apart from State intervention ~ known as intervention A -~ in special
cascg preventive intervention ~ known as B =~ can be applicd regionally.
Its purpose is to prevent intervention agencies from having to buy in
large quantities and thus helps to avoid any threat of a fall in prices.
It involves the payment of a premium to the producers for a limited
storage period, thus temporarily relieving the market. ' This measure
vas invoked frequently recently at the transition from the 1973/74 to
the 1974/75 cercal marketing year (in France, Belgium and the Netherlands),
and again shortly afterwards for considerable quantities of common wheat
and barlcy. It o Member State wishes to apply irtervention B it fmst
subnmit a rcocquest to the Comnmission which then decides by mecans of the
Management Committce procedure. Thie form of intervention is based

on Council Regulution No 174/67/E3C.

6. Carrv-over payments

According to Article 9 of Council Regulation No 120/67/EEC a carry-over
paynent may be granted in respect of stocks remaining at the end of the
marketing ycar of common wheat, durum wheat, ryc and barley harvesied in
the Community, and of malt. The purpose is to cancel out tho price
diffecrence between the increased price at the -end of the marketing year
resulting from the monthly'increasos and the gencrally lower price at
the beginning of the new mdrkcting year, and in this way to guarantee
uninterruptéd supplics to the processing industry.  Otherwise, since
the mouthly increases ceasce at the ond of lay, cereal would come into
intervention at this time which is required by the industry in Junec,

July and also in August. The requircments would then have to be met




through the intervention agencies. The carry-over payment in respect
of each variety of cereal -~ in respect of malze it is limited to stocks
in hand in areas of surplus production ~ does net exceed the difference
between the target price valid for the last month of the marketing year
and that valid for the first month of the next marketing year. Each
year on a proposal from the Commiscion the Council decides whether the
carry-~over payment is to be granted in respect of the above~mentioned
products and malt, and, if so, to vhat extent. If the Council

decision is positive, then details such as those entitled to payment,
minimum quantities etc. are fixed in a Commission regulation. No
carry-over payment was paicd in respect of stocks at the end of the
1973/74 marketing year. The Commission considered that price trends
made it unnecessary since market prices in the Community were
considerably above intervention prices. In addition, the target prices
for common vheat and rye or maize in 1974/75, from August, were increased
by 6 or 6.5 (and still further from 7 Octcber 1974), dbringing about a

considerable decrease in the price reduction.

T« Denaturing premiun

The denaturing premium, which until it was reduced to zero from

10 February 1974 played an iuportant role in the use of common wheat for
fodder purposcs, is intended to support the market in wheat of breadmaking
quality. As a result of the comparatively large difference in price
between fodder cereal and common wheat it was not always possiple for

the latter to find its way auntomatically into tho manger before prices

on the cereals market began to risc. According to Commissien

Regulation (EEC) No 1403/69 — which is based upon Council Regﬁlation

No 172/67/EEC and lays down detailed rules - the denaturing premium ig
composed of two components, which allow in particular for the differences
between prices for common wheat and for barley and for the technical
costs of denaturing or the special costs of admixture to feedingstuffs

in unprocessed form, fixed at a flat rate (CCT Heading 23.07).

Denaturing by colouring the grain may only be carried out with Patented

Blue V.and Acid Brilliant Grecn BS., In addition, wheat can also be
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denatured by means of fish-oil or fish liver oil. Common wheat the
natural characteristics of which épe such that it cannot in any case be
used except «s fodder is excluded from the denaturing premium. For this
reason ninimum quality criteria for denaturing have been precisely defined.
In Regulation No 1885/74 the Commission again fixed the denaturing premium
"for common wheat at zero for the 1974/75 marketing year. The reason
given for this gtep was the continuing risk of large increases in the
price of common wheat following a shortage on the world market and a very

favourable outlool: for exports.

8. Production refund for starch

Since on account of the special situation on the markets in cereal and
potato starches and, in particular, the nced for the industry to ensurc

that its prices are competitive with those of synthetic substitute products,
Regulations Nos 120/67/EEC (Common organization of the market in cereals)
and 359/67/EEC (Common organization of the market in rice) provide for the
granting of a production refund, to enable the gtarch indistry to obtain the
basic products it required at a lower prlce than that whlch would result -
from the application of the rules of the common organlzatlon of the market
in the produects in question. Such a refund for the production of starch,
together with maize groats for brewing beer ig used in the case of cereal to
offset the differencc between the threshold prices valid in any given month
for maize or common wheat (thc important function of the threshold prices is
discussed in more detail bclow) minus the valid accession compensatory
amounts, and a delivery price to industry fixed by Council Regulation (EEC)
No 1132/74. For many years this price amounted to 6.80 u.a. per 100 kg.

. As @ result of higher world market prices it was raised to 8.20 u.a. at the
pame time as the refund for Quellmehl for the 1974/75 marketing year was
abolished, and in this way the production refund was phascd out. Since
with effect from 7 October 1974 the cereal prices together with the threshold
prices also fecll below the overall EEC farm price incrcase by 5%, the delivery
prices to industry were relixed (increased to 8.745 u.a.), in order to keep

the refund at the same level. The Council, on the Commission's proposal,
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has reduced the production refund by 50% with effcct from 1 April 1975,

by means of a further increase in the delivery price to industry for

maize and common wheat, bringing it to 10.31 w.a.  This was done

because the world market prices for these varieties of cereal are very
high - this is also the reason for an export levy on starch products -~ and
appear likely to remain so. The retention of the formér level of refund
thus appeared no longer economically justifiable, and would in addition
have led to an excessively high financial burden. In the course of

the marketing yecar this change could admittedly have led to distortions

of competition.between cereal and potato starch since ‘the production year
for potato starch ends earlier and this product therefore continues to
receive the increased production refund. The Comnitgion will examine the
situation carefully and if necessary introduce transitional measures by
means of the management committee procedure. In the Commission's opinion
production refunds should in future only be granted optionally and it
appeared advisable to fix it at zero for 1975/76.

II. _REGULATION OF TRADE

1. Protection at the cxternal fronticr

The regulation of trade with non-member countries is based upon the common
threshold price which protects the common EEC price leovel against the
normally low world market price. According to Article 5 of Regulation :

No 120/67/EEC'thethrcshold price for the main varieties-of cercal is to be
fixed in such a way that the ;elling price for the imported product on the
Duisburg market (main deficit area) is the same as the target price. This
is achieved by deducting from the target price the lowest transport costs’
between Rotterdam - the threshold price calculated for Rotterdam is valid for
all frontier posts in the EEC - and Duisburg, the handling costs in Rotterdam
and a trading margin.  The Council fixes the throshold prices for oats

and the various varieties of sorghum in such & way that the main varieties of
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cereals which are in competition with then can achieve the target price

on the Duisburg markct.

(a) By reans of import lovics

The main meanc of protecting the LEEC price levels fron the generally lower
world market price arc levies. In practice they represent a sliding

scale customs tariff anc cocver the differcnce between the threshold prices
and world market prices, cxpressed in cif prices based on Rotterdam, wo
that foreign goods cannot undercut ELC goods. Whenever the variations

in prices produce a discrepancy of more than 0,60 u.a. per t the Commission
refixes the levy for all cercals including flour and semolina. The

levy for the remaining productsc processed fiom cercals is fixed every month,
the incidence of the pirime costs of prccessed products on the levies being
controlled by mecans of the variable component of the levy and the protection
of the processing industry being ensurcd by mesns of the {ixed component

of the levy. This system is based on Regulations Nos 1052/68 and 1579/74.
During o cortain transitional period the principle of the uniiorm import
levy Tor the Cornmunity docs not apply to Italy. The reduaction of the
levy agreed when fixing the common cereal prices for Italy in respect of
fodder cercals imported by sea = the original justification for this wag
that the Italiun harbour installations had still to be modernigzed - otill
ancunted to 4.5 u.a. in the 1974/75 marketing year and decreases by

1¢5 uen. annually. As regards the technical details of the fixing of
levics it chould be noted that the Commission fixes the ¢if prices according
to Regalation e 156/67 or the basis of the most favourable purchasing
opportunitics on the world market, proviced these refer to representative
quentities and average quality. According to Regulations Nos 158/67 and
159/67 coefficients of equivalence arc used for any differcnces in quality
between the EEC standard and goods from non~member countrics. This ccon
mean, for cxemple, that the wheat chosen as a basis for calculating levies
is not the cheapest, but although dearer is more fuvourable in price taking

quality into account.
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(») By means of exvort levies

Ao a result of the incrcase in world market prices the Community found
itself forced to crcate a means of preventing disturpgncgs on the Community ‘
market and guarantceing adequate cereal csupplien, Counéil Regulation
(EEC) Yo 1968/73 which was bzsed on Article 19 of Regulation No 120/67/EEC
and is knowa as the Shortage Regulation, introduced among other things

the export levy, Although this instrumant hag subsequently been applied,
the additional provision included in it for the total or partial suspension

of the issuc of export licences has so far not been invoked.

Export lovies have gradually developed into a regular institution, alter
world market prices overtook Community prices for the first time in August
1973 and as & result inport levies ceased to cperate. The threshold for
export levics was recently changed when the Council amended Article 19

of Ncgulation No 120/67/EEC and Regulation No 1963/73. Whereas
previously cxport levies operated as soon as the cif price excceded the

IEC threshold price by a minimum of Zi, they maj ncw do so when the
quotations or pricec on the werld market appreoach the threshold price or exceed
it, thus endangering the stobility of the market to guarantec supplies. -

The scope for the application of protective mecasures is thus widened a
little, which is to be welcomed. Otherwise the Community could find

itself forced to impose a ban on exports in the framework of the protective
clauses, which would cause problems of trade policy. For purposes of
celeunlating cxport levies, Regulation No 2182/73 lays down the same bagic
critecria as for the fixing of export refunds, which permit exports at lower
world market prices. If the normal export levy for basic cercals is fixed
at a prohibitive level, the invitation to tender for the cxport levy offcrs
an opportunity of making exports subject to a limitation of both quantities
and recipient countries. ATter cxamining the imperatives beforec it the
Commission fixes by means of the Management Committee procodure a mininum

eyport levy which is lesg than the prohititive levy. In this way it is
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possible to follow a policy of guided cxports.

2. (a) Dxports by mecans of rcfund

vhere world market priccs are less than EEC prices, cxports arc made
poseible by the granting of a refund (Council Regulation Ko 139/67/EEC
laying down general rules for granting export refunds on cercals and
criteria for fixzing the amount of such refunds). The method takes into
account the differcnce betwecn the ceredl prices ruling on the varicus
representative export markets of the Community and the most févourablc
quotations recorded on the varicus maricets of importing non-member
countrics, together with marketing cests and the rost favourable transport
charges from the Community market referred to ports or other points

of export in the Community serving these markets, and in addition costs
incurred in placing the gooeds on the world market. The dceicive factors
are in general the existing sitvation and lillely trend of cereal prices and
availebilitics on the Commmnity market, the prices for cereals and cercal
products on the world market, the aims of the coumon organization of the
narket in cercals, wihich are to ensurc equilibriwn and the natural
developnent of prices and trade on this market, the necd to avoid
disturbances on the Community market and the cconomic aspect oi the
proposcd cxporis. The demand by the trade that the exnort refund should
be fixed at the sane level as the impert levy runs counter to the argument that
for imports the threshold price level is decisive.,  However the Commumity
bases its own production, which is also exported, not on the guidc—price/
threshold=price level but on the intervention price. The refund at any
fiven tine zpplies to the vhole Commmnity, but can be differentiatced according

to the ccuntry of destinction.

(b) Now also by means of invitations tc tender

The Council rccently nade an addition to Regulation No 139/67/EEC providing
that in futwvre, where applicable, the cuport refund for basic cercals can

only be fired by means of invitation to tender. The Council agrecd with
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the Commission that it is important, particularly in times of uncertainty
or fluctuating world market prices, to guarantee a more ordercd managenent
of exports, whereas proviously exports with refund were arranged without

any limitations on quantity.
3. Licencos

'Import and export liconces which arc distributed on application by the
competent national agencies are valid for the whole Community (Hegulations
No 1373/70 and No 2637/70). Howaver, the issue of the licence is
dependent upon the lodging of a security, which is intended to guarantce
the fulfilment of the condition that the import or export should be

carried out within the period of validity of the licenco. In view of
international trade practice, howcver, a margin of 5% above or below the
stated quantity is permitted. thile the obligztions arising from the
licence are not transferable, the rights can be transferred by the titular
holder of the licence within the period of validity. The period of
validity varies. Where uncerteinty exists the Commigsion can adjust

the period of validity. At the present, for imports of cereals, flour and
semolina the period is 60 days, Tor the export of cereals S0 days and

for the ciport of flour and semolina Tour months following the month of
issuc., The longest period of validity for an export licence is that

for malt which is 11 months following the month of issuec. In certain
cases a special periocd of velidity if fixed for an export licence for
cercals and flour, wherc the licence refers to lorge quantities exported to
a digtant destination. Mn cxample of this is the reccently granted
extended period of validity for flour. Since the cercal trade is largely
conducted on a forward basis the levy or reiund can be fixed in advance for
the pericd of validity of the licence. Howcver, the "premium" is added to
the previously-fixed levy wherever the .cif price on .the day of advanced
fixing excceds the forwerd price. A corresponding unward and dovmward
adjustient is applied in the casce of the advance fixing of the export
refund in the form of a corrective amount on condition that the difference

between the day's price and the forward quotation excceds 1 u.a.
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ITI. COMPENSATION AT THE FRONTIER

1. lonetary compensation

(a) The unit of account as a basis

The unit of account, which was created as a roference figure in relation
Yo national currencics by mcans of Council Regulation No 129/62 on the
value of the unit cf account and thc exchange rates to be applied for
the purposes of the common agricultural policy, today remains the basis
of the management of the common organization of markets. It represents
a Tixed point of departurc since it is not affected by variations in
exchange rates. The farm prices, which are fixed uniformly for the
whele Commumnity in units of acccunt, and as a result the prices of
cereals, also the other amcunts such as levies, refunds, premiums, are
likewise Cixed in units of account) arc converted in the individual
Member States at the official rate. Changes in parity have more or
less automatic results: in the case of a devaluation the market
organization prices exprescsed in local currency risc, whilc in the

case of a revaluation they fall. This sycten operated when the German
mark was revalued in 1969, together with the granting of compensatory
payments, and again - although svread ocut over two years by mcans of
frontier—compensation - when the French franc was devalued in 1969,

and Tinally vhen the Dutch guilder was revalued in the avtumn of 1973.
In the casc of all other changes in enrrencics -~ which were not official
revaluations and devaluations — prices were not adjusted. This made
it neceesary to create a gencral frontier compensation system, which

has been applied with various modifications up to the present time, and
for which Regulation o 974/71 is still valid. It is significant that-
threce countries, i.e., Italy, the United Kingdom and Ircland, have

used a separcte devaluaticn of the agriculturcl currencies (parity in

" relation to the u.a.), to-increase their farm prices in national currency
and ot the same time reduce the frontier componsation. The total
percentage rise in Italy betweon 1 November 1973 and 28 October 1974 was
33.28%. At present the agricultural parity of the individual countries
is as follows: 1 u.a. equals £0.498679; Irish £0.513215; Lit 833;

Dkr 7.57831; Bfrs 50; F1 3.44353; IT' 5.55419; DM 3.66.
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(b) Simplification of the system in 1973

In June 1973 frontier compensation was considerably simplified. As a
result the compensatory amounts for the countrics floating together,

at present Beneclux, the German Pederal Republic and Dcnmqu (which

however does not practice frontier coméensatioﬁj dé no% change during

the marketing year, provided no changes are made to paritics. In

addition the rate taken into account when the anounts are being determined
is not the US dollar rate but the pivot rate of the individual currencies

in rclation to the unit of account. An important innovation is that each
country is now responsible for applying its own compensation at the frontier,
and the amounts no longer have to be balanced against each other. Tor the
countries floating together the frontier compensation maekes up the
difference between the pivot rate of the four currencies in reclation to

the unit of account, and the parity. hig produces a frontier compensation
of 2.75% for the Benclux countries and 12.03% for the Cermon Federal Republic
on the bagis of the intervention price. Thege rates are applied in
dealings with all otiher Merber States and also with non-member countries.
However, in the latter case an adjustment must be effected, since the
foreign exchange advantage gained from revaluation extends only to the

cif price of the gocds and not to the higher Community price including

levy. Tor this reason levies and refunds are reduced by the application
of cocfficients, which amount to 0.973 for the Benelux countries and

0.8797 for the Germon Federal Republic. They reflect the rates of float

of 12,03% and 2.73%. In addition they arc taken into account for purposes
of adjusting the accession compensatory amounts in trade between the
Benelux countries and the German Federal Republic on the one hand and the
three now Member States on the other, In those countries which arc
floating in isolation the coefficients arc refixed cach time the monetary
compensatory amounts are changed. In order to take into'account the
relationship between the dollar and the unit of account it is necessary

to make a further adjustment to levies (import and cxport) and refunds.

This is calculated by first determining the average day's rate of the
currcncies floating together against the dollar and then comparing it with

the pivot rate in each casc. For the weck beginning 23 December this
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"eurrcncy factor" amounted to 0.759509. Levies and refunds are therefore
also deternined by reference to the trond of the dollar agoinst the
currencies floating together,

(¢) £131) zome flvetvaotions in indepardently (loabing curreraien

g e g

Tor the HMerber Statesc whose currencies are floating in isolation, i.e.,
France, Italy, United Kingdom and Ireland, the EEJ Commission fixes the
frentier compensatory amounts each week, If between Vednesday and

Tuesday inclusive the rate varies by at least one voint a new frontier
cempensatory amount comes into force on the Monday oif the following wock.
In the week bezinning 23 Decomber the percentage fall in the rate of those
countries floating in isolation was as follows: Trish £10.5%, United
Kingdom £13q8ﬁ, T 7.2, Lit 44 1%, However, the controversial Article 4 (a)
of Regulation No 974/71 was suspended by the Council of Ministers with
effect from 21 October 1974, while at the same time they granted a
transitional arrangerient for reasons of cconemy. Accerding to Article

4 (a), monctary compensatory amounts at the fronticr in Member States with
weak currcncics nay not cxcced the non~member country levy. Since in
congequence Irance levied no compaonsatcry amowrt on deliveries of cereals
to the Gorman Federal Republic and Ielgium — therce wes ne non-member
country levy - tiae price level in thesc two countrics was undermincd.

The gsusrension of Article 4_(&) is logical since the gysten of the unit

of account with the arricultural parity requires a consistent 2pplication of the
frentier compensation in the present curreacy situation. In future,
thercforae, in United HKingdon, Ireland, Italy and France, lcvics on exports
and subsidies on impoxts will breome effective in the frumeworl of frontier

compencation.

(a) Gradual abolition indispensablc

The EF Commisoion is of the opinion that cempensation at the frontier should
be eliminated step by step, since ccenomic facters press for the recstablishment
of a single market. The gystem of common priceg which iz hasic to the comron
agricultural policy is in practice seriously thrcatencd becausc the farm prices
expresced in uw.a. are coaverted ot the rates (agricultural purity) uscd in the

framework of the common agricultural policy, which do not cerrespond to cconomic
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rcality. This leads to scven different price zones each with ito

own prices, since in January 1973 the French franc left the "snake"

and Ireland devalued its agricultural peind to a different level than the
United Kingdom agricultural pound. But the developments in 1973/1974
have also made ii quite clear that there arc limits to the nonetary
compensatory amount.

2. Accegsion compensatory amounts

o

(a) Adjustment afder five years

The three ncw Member Htates, which sirce 1 February 1973 have been applying
the common organization of markets, must bring their price levels into

line with the levels of the orisinal six members by 31 December 1977,

On the basis of the provisions of the EEC instrument on the organization

of marketis, but at the samc time, however, cn the basis of a lower price
level, the United Kingdom, Ireland and Denmark apply accession compensatory
amounts, which will be eliminated in six stages. It is true that as early
as 1 February 1973 Denmark adopted the common price level for rye, maize
and sorghum, so that no compensatory amounts are necessary in this case.
Moreover, these are only fixed as absolute amounts for common wheat and
barley, while prices for other kinas of cercals are fived by means of
coefficients. TFor common wheat (barley) the accession compensatory
amounts for 1974/1975 arc as follows (in u.s. per t): Denmark 7.35 (6.28),
Ireland 5.51 (10.74), United Kingdom 32.58 (30.57). The compensatory
amovnts are applied in trade with the six "old" Member Statos and with
non-member covntries. If, for cxample, there is an EEC levy of 40 u.a.
for common wheat, it will be rcduced by 32.58 u.a. for the United Kinsdom,
In order to ensure fair competition on the United Kingdom marlket, in this
casc the EEC exporter of common wheat to the United Kingdom would receive

a subsidy of 32.58 u.a. Products for processing are also subject to

the acczgsion compensaticn arrangements. The amounts reflcct the
neccessary protection of the processing industry and the financial effect

of raw matcrials.
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(v) Link between accescion compensation and levies on cxports to non-mcnber

countries

Article 55 of the Act of Accession stotes that the accession compensatory
anounts may not excecd levies on the imports from non~mcmﬁer countries.
Otherwise Community funds would subsidize an wnjustifiably low price level
in the Univwed Kingdon. Thus it was necessary to create a link betwecn
the compensatory amount and the levy, the above-mentioned amounts being
regarded as maximum anounis, In order to avoid changing compensatory
amounts too often, adjustment is made only when the change in the levy
cxcceds 4 n.a.  When tho levy is fixed at zero, no compensatory amount
is of course applied. Where the three new Member States export cereals
to non-tiember countrics the EEC refund is reduced by the appropriate
compensatory amount. In trade between the three new lMember States, the
compensatory amounts arise from the difference in the amcunts of each
coumtry in relation to the original Community. Under the provisions of
Regulation No 3280/73 the accession compensatory amounts can be fixed in

advance provided a security is lodged.

IV, TEE M.NAGENMEZNT COMMITTEE PROCEDURE

The Menegement Committec, vhich has often been mentioned in this report, was
created pursuznt to Article 25 of Regulution 1o 120/67/EEC. It consists

of represcntatives of the Member States and is presided over by a representative
ot the Commission. The votes of Member States are weighted in accordance
with Article 148{2) of the Treaty. An opinion on o draft submitted by the
Comnissicn is adopted by a majority of 41 votes. If the mecasures then
adopted by the Commission are not in acccrdance with the opinion of the
Committee, they have to be commmicated at once by the Commission to the
Council, The Council may take a different decision within one month.
Under this system the Commission is in no way bound provided there are noi
41 votes in favour of accepting or rejecting the draft. The Management
Committee meets every Thursday. It has proved its valuc in the difficult

tagk of managing the common market in cercals,
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V. FINANCIAL EFFECTS

The costg of thoe common organization of the market in cercals arc

refunded in full by the Guarantee Scction of the‘European Agricultural
Guidance and Guarantec Fund. The trend of expenditure demonstrates
clearly the changes on the cereal market. In the EEC budget for 1975
the entry for cercals amounts to 606.5 million u.a. In 1974 the figurc
wag 455 nillion w.a. Up to 31 October 1974 the actual expenditure
amounted to 322 million uw.a., and 73 million u.a. wore estimated for

the remaining two months, making a total of 395 million u.a. and thus

a saving comparcd with the entry of 455 million u.a. In 1973 oxpenditure
amounted to 953 million and in 1972 to 985 million u.a.





