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Foreword
This report is one of a series of five. The other reports are:

The Grain-Livestock Economy of West Gewmany with Projections Zo
1970 and 1975 by George E. Rossmiller

The Grain-Livestock Economy of Italy with Projections to 1970 and
1975 by Fred A. Mangum, Jr.

The Grain-Livestock Economy of France with Projections to 1970 and
1975 by Michel J. Petit and Jean-Baptiste Viallon

Changes in Regional Grain and Livestock Prices Under zhe Ewwpean
Economic Community Policies by Donald J. Epp
This research was carried out in cooperation with the Economic Re-
search Service and the Foreign Agriculture Service, U.S. Department of Agri-
culture. The views expressed in this study are the authors' and do not nec-
essarily reflect those of the USDA.
The studies of the grain-livestock economy of West Germany, Italy, and

France and the study of regional grain and livestock prices were undertaken
in cooperation with the following research institutes respectively:

Institut fiir Landwirtschaftliche Betriebslehre, Gottingen, Germany,
under the direction of Professor E. Woermann

Istituto di Economia e Politica Agraria della Universita di Perugia,
Italy, under the direction of Professor G. Guerrieri and Istituto
Nazionale di Economia Agraria, Rome, Italy, under the direction of
Professor M. Bandini

Institut National de la Recherche Agronomique, Paris, France, under
the direction of Professor D. Bergman

Institut fir Landwirtschaftliche Marktlehre, Gottingen, Germany,
under the direction of Professor A. Hanau

Direct supervision of each subproject was with the listed author(s) and
overall leadership of the project was in the hands of Dr. Dale E. Hathaway
and Dr. Vernon L. Sorenson at Michigan State University.

The EEC countries recently have purchased in excess of $1.0 billion an-
nually of U.S. farm products and collectively account for an important share
of total U.S. cash farm exports. Implementation of the Common Agricultural
Policies among the six member countries will cause changes in farm price lev-
els and regional relationships. These changes, together with technological
and structural changes in agriculture, will affect quantities of grain and
livestock products produced and consumed in the Community and potentially al-
ter trading relationships among EEC countries and influence imports from ex-
ternal suppliers including the United States.

This study, along with those listed above, has sought to provide im-
proved information on EEC agriculture and to estimate for the Community as a
whole prospective changes in agricultural prices, production and utilization
of grain and livestock products and to gain insights into the impact of Com-
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mon Agricultural Policies on imports of U.S. agricultural products.

This project could not have been completed without the assistance of
many people. In particular we want to acknowledge the cooperation of numer-
ous persons in the Economic Research Service and Foreign Agricultural Service
of the USDA including the Agricultural Attachés in the EEC countries. We al-
so owe special thanks to those in the institutes in Europe who assisted in
the research and to the leaders of each of the subprojects. We, of course,

are responsible for the total project including the conclusions and recommen-
dations.

Michigan State University Dale E. Hathaway
August 1968 Vernon L. Sorenson
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HIGHLIGHTS OF PROJECTION RESULTS

One objective of this study was to project grain-livestock production

and requirements in the EEC to 1975. The results of these projections are as
follows:

1.

Beef and Veal

In 1964 the EEC as a whole had a deficit in beef and veal production and
consumption exceeded internal production by about 10 percent. The major
deficit areas were Italy and Germany, with the production in The Nether-
lands and France slightly exceeding their domestic consumption. Thus,
beef and veal imports were significant in 1964, especially into Germany
and Italy, and they came primarily from countries outside the EEC. The
trend toward an increasing deficit in beef and veal in the EEC appears
likely to continue through 1975. Our projections show it nearly doubling
between 1970 and 1975 despite marked increases in production in every
country. The deficit in Italy appears likely to continue to increase,
and so does that of Germany and Belgium. The current surplus production
of The Netherlands 1is projected to turn to a slight deficit by 1975,
leaving France as the only surplus producer of beef and veal in the EEC
by that time. The French surplus, however, will fall increasingly short
of the consumers' demand in the EEC.

Dairy

In 1964 the EEC had a substantial supply of dairy products in excess of
human consumption needs. Part of this was exported in the form of cheese,
especially from The Netherlands, Italy, and France. There also were
some exports of milk and cream. And in 1964, 1large quantities
of milk were fed on farms. It appears that by 1970 the ex-
cess of milk production over human consumption in the EEC will grow by
about one-thrid from 1964 1levels. This trend will Tlikely continue
through 1975 and the net excess of milk supply over human consumption re-
quirements will continue to rise rapidly, especially in France. By 1975,
Italy will be close to meeting its domestic human consumption needs and
Belgium-Luxembourg will be the only region with a deficit. The
exact nature and magnitude of future surpluses is impossible to predict,
but it appears that the problem will continue to intensify. The EEC will
become a significant exporter of some manufactured dairy products and
create pressures upon the world market for these products.

Pork

In 1964 the EEC as a whole was about self-sufficient in pork production.
Germany had a large deficit, which was about balanced by surpluses in all
of the other countries. The Netherlands was a major producer for export
and was a major supplier of the German market. Our projections suggest

that by 1970 this situation will be altered. It appears likely that Ger-
X



many will become nearly self-sufficient in pork and Italy may shift to a
modest deficit position. The surplus of production over domestic con-
sumption needs in The Netherlands and France is expected to decline while
those in Belgium-Luxembourg may increase slightly. In total, the EEC
will continue near self-sufficiency in pork through 1975.

Poultry and Eggs

By 1964, total poultry meat production approached 90 percent of consump-
tion. The 1largest deficit was in Germany and a smaller one existed in
Italy. Surpluses were being produced in The Netherlands and Belgium,
while France and Luxembourg were nearly self-sufficient. Approximately
the same situation existed in eggs. Our projections are for continued
rapid increases in both egg and poultry meat production to 1970 and 1975.
We expect that egg and poultry meat production and consumption will about
balance with excess Dutch and Belgian supplies moving to Germany and Italy.
Food and Feed Grains

In 1964 domestic production of food grains exceeded human consumption
needs. The EEC produces mostly soft wheat thus requiring imports of high
quality hard wheat for mixing purposes in order to produce the desired
types of flour. In 1964, every country in the EEC had a net deficit in
feed grains. The deficit was largest in Germany and smallest in France;
but in total, if only conventional feed grains had been used for feed,
the EEC would have had a feed-grain deficit of more than 17 million
metric tons. But, a great deal Jf wheat was fed and the net deficit in
total grains amounted to 7 million metric tons, although total feed grain
imports exceeded this figure. Our projections for 1970 show recent
trends continuing. Food grain production is projected to exceed human
consumption by an even wider margin, growing to nearly 12 million tons.
At the same time, we expect that the net deficit in feed grain production
will increase in every country and exceed 23 million tons in 1970. 1In
total, the EEC deficit in grains is projected at 11 million metric tons
by 1970 and nearly 12 million metric tons by 1975.

Summary

In summary, the prospects for third-country exports of poultry, dairy,
pork and soft wheat to the EEC in the years ahead look dim. Those sales
now being made are likely to be lost, and moreover, the EEC is likely to
become a significant competitor in the world market for food grains and
manufactured dairy products. On the other hand, the prospects for third-
country exports of feed grains and beef to the EEC 1look bright. It is
unlikely that the EEC can meet the rising demands of its population for
beef and veal without rising imports of both meat and feed grains.
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Chapter 1
Economic Structure in the EEC
Introduction

The purpose of this report is to evaluate current conditions and project
to 1970 and 1975 production-consumption and trade prospects in the grain-
livestock economy of the EEC. Precedent and methodology for making agricul-
tural projections have largely been established in a framework where the bas-
ic institutional and political components of the economy can be taken as giv-
en. Formation of the EEC has involved bringing together economies where dif-
ferences in overall size, level of per capita income, national characteris-
tics and policy exist. Thus, economic trends in individual countries may be
changed under the new institutional and political framework.

This chapter: 1) provides a brief perspective on recent overall devel-
opments in the total economies of EEC member countries and the changing posi-
tion of agriculture within each country, and 2) indicates some of the econo-
mic policies that have influenced change in the past and are apt to influence
change in the future. These evaluations will, in turn, be used to indicate
the nature of the basic assumptions concerning the total economy and general
economic policy that will underlie the analysis of the grain-livestock sector.

Overall Economic Structure of the EEC

In composite, the economy of the EEC generates a Gross National Product
of substantially less than 50 percent of that in the United States. Within
the EEC, GNP in 1964 at constant 1958 prices ranged from a high of approxi-
mately $86 billion in Germany to a low of approximately $14 billion (exclud-
ing Luxembourg) in Belgium and The Netherlands. (Table 1) Per capita GNP
was highest 1in Germany at $1,482 and lowest in Italy at $772, both in 1964.
The agricultural sector as a component of total GNP varies from approximately
6 percent in the Benelux area and Germany to more than 15 percent in Italy.
In all countries, however, this proportion has been declining and the in-
crease in output of the agricultural sector, while substantial, has been well
behind that in either the service or industrial sectors.

Total employment approaches that in the United States while, in general,
agricultural employment is substantially higher. Sixteen percent of the to-
tal employed persons are employed in agriculture as compared with slightly
over 6 percent in the United States. Variation within the EEC is relatively
wide, ranging from approximately 6 percent in Belgium and Luxembourg to over
24 percent in Italy.

Economic growth in the EEC during the period 1955-64 has provided a fa-
vorable climate for change and expansion in agriculture. Total GNP in the
EEC, measured in constant 1958 prices, increased by 58 percent -- a growth

1



rate substantially greater than in the United States over the same period.
The most rapid rates of increase occurred in Germany, France, and Italy with
a somewhat slower rate in the Benelux area. When viewed in terms of sectoral
contribution to expansion in GNP, the most rapid rates of increase have oc-
curred in industry in all EEC countries. Rather rapid rates of increase have
also occurred in the service sector with agriculture substantially below
these industries in all countries.

In general, expansion in the major components of demand (Table 2) indi-
cates some diversity in patterns among EEC countries. An important consis-
tency is to be found, however, in that rates of capital investment have been
relatively high in all countries. This has been the most rapidly growing de-
mand area and is in sharp contrast to the U.S. where it has been the slowest.

As would be expected, food expenditure as a percent of total consumption
expendi ture has been declining, though it still remains relatively high for
the total EEC in comparison with the U.S. level. Variation between countries
in food expenditure as a percent of total consumer expenditure reflects both
the level of per capita income and the general 1level of food prices. The
highest value is found in Italy and reflects the relatively low level of per
capita income. On the other hand, Germany, which has the highest level of
GNP per capita, also has the second highest level in percentage of total con-
sumer expenditures that go to food. Netherlands, which has the next to low-
est per capita GNP, in turn, has the next to lowest total percentage of ex-
penditures for food due to relatively low farm and agricultural prices and
efficient markets.

Despite a declining proportion of income spent for food, the increase in
food expenditures measured in constant prices has been relatively rapid, and
for the EEC as a whole has been approximately twice the rate of that in the
United States. The increase has been above the average  for the area as a
whole in Germany and Italy and below the average in other member countries.

Any effort to explain the sources of economic growth in the EEC is
fraught with certain difficulties. Rapid economic growth can occur under a
variety of circumstances and numerous forces are jointly reflected in the
measurable growth statistics in such a way that causal relations can rarely
be identified. Thus, at best, in explaining past developments with a view
toward their implications for the future, only a few of the major changes
that have occurred can be taken into account.

First, in looking at the growth experience of the EEC countries it needs
to be recognized that it is based almost entirely on expansion in capacity to
produce. Growth may occur in this way or through expansion in the use of un-
employed resources if such exist. Virtually no slack capacity has existed in
EEC countries. With the exception of Italy and the Benelux area, unemploy-
ment has been less than 1 percent.]

OECD Manpowen Statistics, 1955-64, Paris, 1966.
2
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From the viewpoint of the labor input, two factors: the increase in size
of the labor force, and the change in its distribution among industries have
been the major variables in explaining increased output. The principal
change that has occurred in the distribution of the labor force is the shift
from agricultural to nonagricultural employment. The decrease in active ag-
ricultural population has been sufficient in all the EEC countries to provide
a large part of the increase in nonagricultural active population.2 With
productivity per man substantially lower in agriculture than in other sectors
for the three larger countries of the EEC,3 this shift in itself has had a
substantial influence in output. This shift has occurred internally within
all countries and, in addition, has been reflected in the movement of workers
from the South of Italy into other areas of the EEC for employment.

As indicated in Table 1, total employment has not increased rapidly in
EEC countries. The largest increase is in Germany and reflects a substantial
movement of refugees from Eastern Germany. For the area as a whole, the in-
crease in total employment has been only one-third the rate in the United
States. This reflects lower birth rates, but also, in part the nature of
population composition which was influenced by World War II and to some de-
gree changes in labor force participation rates. In particular, average en-
try age into the labor force has been rising due to changing educational pat-
terns.4 In total, then, a relatively small proportion of the output expan-
sion can be associated with increasing employment and as indicated in a re-
cent OECD study, approximately 15 to 20 percent of the annual increase in
average per capita productivity can be attributed to the changing occupation-
al distribution as between agriculture and nonagricultural pursuits.5

The most important factor in increasing total output in the EEC coun-
tries has been change and improvement in worker productivity unrelated to
structural shifts in employment. For the area as a whole, output per em-
ployed person increased by more than 4 percent per year for the period
1955-64. While the average rate for 1960-64 is approximately equal to that
for 1955-60, this obscures a significant relationship for future estimating
of expansion in that, for most countries, there has been a steadily declining

2OECD, Agrniculturne and Economic Growth, Paris, 1965, Table 4, page 37.

30£CD, Economic Grawth 1960-70, A Mid-Decade Review of Prospects, Paris
1966, Table VI, page 31.

4Theda Bolle, Bevolkerung und Anbeitskraftepotential der Euwropaischen
Wints chaftsgemeinschagt 1960 bis 1975, Deutsches Institut filr Wirtschafts-
forschung, Institut fur Kunjunkturforschung, Nr. 69, 1965.

SOECD, Economic Growth, op. cit. This study points out, however, that
structural shifts in employment may be more important than shown by the data
since the effect is computed using average productivity. Agricultural work-
ers who move to other employment might well be producing a great deal 1less
than the average prior to their move and, thus, obscure the true effect.
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level of productivity increase during the 1960's.

Historically, high investment rates, combined with the fact that the in-
dustrial sector is the largest in each economy and the most rapidly expand-
ing, have provided a very favorable framework for expansion in output per
worker. In sharp contrast with conditions in the United States, all member
countries of the EEC have increased capital investment at a rate greater than
the increase in GNP, and, in general, have increased this demand component as
a share of Gross National Product. A major question exists as to whether
these rates can be maintained in the future, particularly as these countries
move toward a larger component of GNP in service sectors. A further question
exists as to whether the direct effect of capital investment on output per
worker will decline as an increasing share of investment represents moderni-
zation as opposed to plant expansion. To a substantial degree the slower
growth rate in Belgium during recent years can be attributed to this phenome-
non. Some further evidence of this effect is indicated by the fact that the
decreasing rate of growth in worker productivity during the 1960's has oc-
curred despite continued high levels of capital investment.

Foreign Trade

One of the striking features in recent change in EEC countries has been
the rapid expansion in international trade. (Table 3) For all countries
this expansion has substantially exceeded the rate of increase in Gross Na-
tional Product. For the area in total, both imports and exports have in-
creased by approximately 20 percent per year. While Germany is the largest
trading nation in the area, the most rapid rates of increase have occurred in
Italy. The agricultural share of both imports and exports, in general, re-
flects the food balance within individual countries, but, in total, this com-
ponent has tended to become relatively less important since 1955. In total,
trade within the EEC area has tended to increase somewhat faster than that
between the EEC and other parts of the world.

While the data for the EEC countries do not necessarily prove a direct
association between expansion in trade and growth, it is apparent that inter-
national demand has been an important element of expansion, particularly in
Germany and Italy. More generally, when governments successfully pursue pol-
icies of full employment, conditions may be such that rapid trade expansion
is Tlikely to occur.6 With full employment, periodic excess demand pressure
for either consumer or producer goods can be met quickly only  through
imports. Ensuing needs to balance international accounts, in turn, can lead
to pressures to increase exports and, thus, establish a sequential cause and
effect relationship that is biased toward a rate of increase in international
trade exceeding the rate of general economic growth.

A. Schoenfield, "Modern Capitalism, the Changing Balance of Public and
Private Power," Oxford University Press, 1966, Part 1.
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A major question exists concerning the relation of trade to growth after
internal EEC trade barriers are dismantled. The formation of the Common Mar-
ket implies the expansion of trade and a direct contribution to growth by im-
proving allocation of resources within the area. These gains would be asso-
ciated with increased specialization and the extension of market for exports
and improvement in sources of imports within the area. The extent to which
these internal competitive adjustments and expansion in the size of the mar-
ket will directly influence economic growth are difficult to assess, but,
nonetheless, can be assumed to be of importance. Whether this positive ele-
ment in future economic growth patterns will be further supported by compe-
titive pressures external to the EEC will, of course, depend on EEC common
tariff policy. While it is generally assumed that external competitive pres-
sures will increase productivity and output in industrial sectors, it is, on
the other hand, generally assumed that the elimination of competitive
pressures through border restrictions and high prices will increase output
and productivity in the agricultural sector. Both of these conditions would
appear to be in the offing as EEC policy is being developed in its initial
phases. The validity of these two assumptions is of crucial importance in
evaluating future import requirements in total as well as in the feed-grain,
livestock economy.

Economic Policy

As indicated at the outset, one of the important determinants of econom-
ic change is the policy framework promulgated by governments. During the
historical period under review, each government has made more or less inde-
pendent decisions concerning policies related to the rate of expansion, main-
tenance of full employment, price stability, wage and income policy, balance
of payments, and other factors that influence overall economic change. Im-
portant to assessing future developments is the extent to which these poli-
cies have been different as between countries, the extent to which conflict
exists, and the degree to which the formulation of the EEC will involve
change 1in individual country policy and adjustment toward common objectives
and procedures.

The EEC treaty deals specifically only with those policies necessary to
implement the "common market" principle, comprising the free movement of
goods, services, people and capital within the union. This involves: 1) es-
tablishment of common external border restrictions and elimination of those
between member countries, 2) development of common rules of business competi-
tion within the area and elimination of all forms of discrimination and un-
fair competitive practice, 3) development of a common agricultural policy,
and 4) development of a common transport policy. These common policies as
they relate to the feed-livestock sector are treated in the following chap-

8



ter. It should be noted here, however, that the EEC treaty specifically
deals only with those policies essential to "horizontal" adjustment and coor-
dination as between member countries. It does not deal with policies that
are basic determinants of change through time related to stability, growth,
resource use, demand, etc. Our purpose here is to briefly discuss these as-
pects of economic policy as an element in establishing assumptions concerning
the overall economic framework for agricultural projections to 1970 and 1975.

Short-term Economic Policy

A11 governments in the EEC maintain a policy aimed at full employment,
price stability, and improvement of personal income levels.7 As indicated in
Table 4, substantial changes and improvements have been made in wage levels,
and the overall index of consumer prices has increased much more rapidly than
in the United States. Maintaining adequate expansion and improvement of in-
comes without rapid increases in price levels has been a difficult problem of
policy adjustment within the EEC area.8 At one time or another during the
period under review, strong inflationary pressures have existed in France and
Italy. These pressures to some degree have been exported and have had an im-
pact on other countries, particularly The Netherlands where markets are
closely tied to external outlets. The interactions among countries will be-
come closer under the EEC.

Though the main instruments and aims of short-term economic policy are
similar in general aspects, the emphasis on their use, the specific objec-
tives followed, and methods of implementation differ between countries, and a
fully coordinated policy will be difficult to attain. In Germany, for exam-
ple, because of the independence and taxing power of the Lander, greater em-
phasis is placed on monetary and export-import policy than on fiscal policy
as instruments of achieving short-term objectives. An important difference
in objectives, particularly in the Benelux countries, results from the fact
of their heavy reliance on export markets and extreme sensitivity to short-
term adjustments that influence balance of payments. In France and Italy, on
the other hand, emphasis is placed on maintaining a high level of employment
even at the expense of price and wage stabih'ty.9

Despite these differences, steps have been taken toward coordination of
short-term economic policy. The EEC has established a committee structure to
explore and analyze economic problems and, thereby, lay the foundation for

7See OECD Economic Surveys, various issues, 1965 and 1966.

8OECD. Economic Surveys, Ibid.

9Comnittee 4.1: "Harmonization Problems" in The Market Economy 4in
Western European Integration, Seventh Flemish Economic Congress, Louvain, May
8-9, 1965, Editions Nauwelaerts, Louvain, 1965.
9



closer coordination. These committees consist of a Monetary Committee estab-
lished under the treaty whose task is to seek coordination in monetary and
international payments policies as between countries and an Economic Policy
Commi ttee consisting of representatives of the commission, the Monetary Com-
mittee, and the ministries of economic affairs and finance and the central
banks of individual member countries.

A number of activities are entered into that are intended to affect co-
ordination. These activities include common research and analysis of country
economic situations, recommendations by the Commission to the governments on
actions to be taken, evaluation and study of short-term policy devices, recom-
mendations on measures to be taken in the case of recession or inflation,
recommendations for improvements in developing economic forecasts and budget
policy as well as certain other activities.

ITable 4. Wages and Prices, 1964 Level, and Change Since 1955.

Country Average H?urly Index of Wages Inqex of Consumer
Wage 1964 (1955 = 100)  Prices (1955=100)2

Belgium 6.6° 152 19

France 0.58 187 130

Germany 0.93 196 121

Italy 0.59 187 164

Luxembourg ——— -— 115

Netherlands 0.75 201 131

EEC 0.76* 190 141°

U.S. 2.46 185 115

Source: United Nations, Statistical Yearbook, 1965.

]%rhwrwmeru%inuﬁ.dm1ns

21958 = 100, Index includes all items covering consumer expenditures.
3Per day

4weighted by multiplying total manufacturing labor force for each coun-
try by the per hour wage rate. The sum for the individual country, thus, ob<
tained was divided by the total manufacturing labor force for the EEC (excludf
ing Luxembourg).

5Ca]cu]ated by dividing GNP at current prices by GNP at constant 1958
prices.

Thus, while for political reasons the EEC does not envisage a common
short-term income and stabilization policy, it is apparent that informal
leadership by the EEC can and probably will be of considerable 1'mportanc:e.]0

mCommittee 3.3: "Economic.and Financial Policy in a Common Market" jn
The Market Economy in Western Eunopean Integration, Seventh Flemish Economic

Congress, Louvain, May 8-9, 1965, Editions Nauwelaerts, Louvain, 1965.
10



Long-term Economic Policy

The most complete system of economic planning exists in France where
five-year indicative plans are established to cover both the public and the
private sector. These plans are developed jointly by government and private
institutions and in theory represent the collective judgment formulated by
all interested parties. The plans are not considered imperative nor do they
set specific goals that must be reached, but are intended to provide guide-
lines for decisions by both industry and government. Despite the coordina-
tion between government and private interests in developing the plans, it
must be kept in mind that a heavy weight of influence both in developing and
executing plans is in the hands of government. This follows in part from the
very large role played by government through its importance in direct invest-
ment, the role of national enterprises included in the plan, and the govern-
ment's importance in guiding housing construction where direct control of
lending procedures exists. In addition, the government influences economic
activity through its general control of credit, through Tloans for special
purposes, through fiscal relief given to certain operations that conform to
the recommendations of the plan, and finally through the large number of sub-
sidies and special programs in its regional development activities.]]

While not as fully developed, both Belgium and Italy have undertaken
overall planning of the general type practiced in France.lz In Belgium, in-
dicative planning was established in 1959. A first and tentative five-year
plan to 1965 was established and this, in turn, has been followed by a second
program to 1970. Traditional economic policy during the postwar period in
Italy had been based on sectoral programs and the overall role of government
had been largely that of coordination. A commission for overall economic
programs however, was established in 1962 under the Minister of the Budget.13
An initial comprehensive five-year plan was developed in 1964 in a framework
of government-industry consultation. Programming differs from the French and
Belgian cases in that each year marks the beginning of a new five-year plan.
This provides the basis for annual review and updating.

National economic planning in The Netherlands and particularly in Ger-
many is substantially less complete than in the Latin member countries of
the EEC.]4 In The Netherlands no long-term planning as such exists, although

nPierre Masse, "La Programmation en France," in La Programmation Econ-
omique Europeenne et La Proghammation Economique Nationale dans Les pays de
£a CEE, Actes du Colloque de Rome, November 30 - December 2, 1962.

]2EEC, Politique Economique et Problemes de La Concunrence dans ALa CEE
et dans Les Pays Membres de La CEE, Serie Concurrence 2, Bruxelles, 1966.

]3Pasqua1e Saraceno, "La Programmation en Italy," Acts du Colloque de
Rome, op. cit., and EEC, Politique Economique et Problemes de La Concwurence
dans fa CEE et dans Les Pays Membres de La CEE.

]4Acts du Colloque de Rome, op. cit., General Report.
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studies of potential long-term developments in the Dutch economy are prepared.
Detailed econometric studies to 1970 and 1980 have been formulated such that
they permit evaluating the consequences of a number of alternative economic
policies. Long-term national economic objectives or goals, however, have not
been established. In Germany, postwar experience with planning as related to
the Marshall Plan created an attitude of skepticism toward long-term planning
on a national basis. This combined with the federated type of structure and
the substantial responsibility of the Lander for many elements of policy has
prevented the development of any national level long-term plan. 5

The methods and attitudes toward longer term economic policy in the EEC
member countries vary widely, and the potential for coordinated EEC policy is
more remote than in the case of short-term policy.

Regional Development Policy

In total, overall regional development policy in the EEC member countries
is linked to national long-term policy and has developed to a roughly similar
degree in most countries. Rather wide differences in objectives and instru-
ments for policy implementation exist.]6 In The Netherlands where emphasis
on national policy has been toward industrialization to increase employment,
supplementary regional policy has focused on questions of industrial location.
The location program is aimed at creating expansion outside of the western
seaboard megalopolis and is encouraged by providing the necessary infrastruc-
ture, assisting the construction of plants and housing for the required work-
ers, and other direct and indirect subsidies. In Belgium where national eco-
nomic planning has recently begun, the same is true for regional development
planning. An experimental program has been initiated in the southern part of
the country designed for overall industrial-agricultural development in a
traditionally agricultural area.

In Germany regional development policy is largely the domain of the
highly autonomous Ldnder. Programs vary between regions, but in general,
have a major component aimed directly at the restructuring and improvement of
agriculture including the development of necessary 1'nfr‘ast:|r'ucture.]7 The
federal government participates in regional development on two bases: In one
case, assistance is granted to regions and Ldnder where the local population
is extremely poor and financing of regional development would be difficult
without federal assistance. In these cases, loans and planning assistance

15He]mut Meinhold, "Die Programmierung in Deutschland," in Acts du Cos-
Loque de Rome, op. cit.

16EEC, Rapports de Groupes d'Experts sur La Pofitique Regionale dans La
Communaute Economique Europeewnne, Annexes I - VI, Bruxelles, 1964.

]7G.E. Rossmiller, The Grain-Livestock Economy of West Germany with Pro-
fections to 1970 and 1975. Number 1 in this series.
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are given to encourage increased industrialization, agricultural improvement,
and, where relevant, to improve the basis for tourism. A second form of fed-
eral assistance is given in the case of special activities which serve to de-
centralize capacities and disperse population, particularly in the western
congested areas.

Regional policy in Italy is centered on the problems of economic develop-
ment in the southern part of the country and in the islands of Sicily and
Sardinia. These areas are all basically underdeveloped and are characterized
by inadequate industrial capacity, poor agricultural structures, excess pop-
ulation, chronic unemployment and underemployment, inadequate infrastructures
to service either agriculture or industry, and inadequate social services.
The basic program for these areas is aimed at adaptation and improvement of
the general infrastructure and social milieu, revision and modernization of
agriculture, and encouragement of industrial activity. The programs aimed
directly at agriculture have sought to increase total output and revenue in
the area, and at the same time, increase agricultural employment. The prin-
cipal forms of assistance to agriculture include development of irrigation,
investment and other help to farmers to adapt production largely toward more
intensive fruit and vegetable culture, and general programs for the improve-
ment of land productivity and livestock quality. Specific agricultural pro-
grams are supported where necessary by the development of infrastructure,
particularly r'oads.18

Nonagricultural development programs have taken basically two forms: a
general program in all areas which attempts to stimulate small industries,
artisans, fishing, tourism, and other forms of complementary activity, and a
second program is aimed at developing major centers of industrial activity
and employment for excess labor in rural areas. To promote these "centers of
industrial development" direct assistance is given to industries thréugh tax
subsidies and loans as well as direct actions taken to provide the atmosphere
necessary for industrial development through improvement of roads, railroads,
water systems, electrification, improvement of ports, and any other particu-
lar action needed in given locations.

In addition to the specific programs aimed at agriculture and industry,
a third major thrust is aimed at developing education at all levels. To 1963
the construction of school facilities had been assisted in 800 separate lo-
ca]‘ities..l9 This includes general education, assistance to professional and
technical schools, including agriculture at various levels, as well as the

]8For a more detailed discussion, see F. Mangum, The Grain-Livestock
Economy of 1taly with Projections to 1970 and 1975, Number 2 in this series.

]gEEC, La Politique Regionale dans La Communaute Economique Europeenne,,
op. ¢it. Annex IV.
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development of necessary supporting research facilities.

Regional planning in France is a direct outgrowth of national planning
and, as such, is the most thoroughly institutionalized and broadest in scope
of any of the EEC countries.20
steadily in number from an initial plan undertaken in 1955 aimed at the im-
provement of 250 thousand hectares of land in the lower Rhone valley. Since
then, new initiatives have been developed through the organization of aid
programs for regional industrial expansion and by the establishment of action

Regional development programs have grown

programs for general regional development coordination, the establishment of
a national fund for territorial improvement, and the limiting of excessive
expansion in the Paris region. Since 1960, development planning has taken on
a longer term focus and an elaborate system of institutions has been built up
to coordinate and execute various kinds of programs.

Special agricultural programs in several areas of France have been
developed with the aim of improving agricultural productivity and resource
utilization and to "rationalize" production in view of the land and human re-
sources in the region. Emphasis is given to improving the form of land and
farm structure, improving the infrastructure of the area and encouraging var-
jous forms of group activity by farmers to acquire inputs and facilitate pro-
duction processes. In addition to these basically production-oriented pro-
grams, regional programs exist to improve market facilities. Encouragement
is given to the development of farmer cooperatives and regional groups of
producers whose principal objectives are aimed at improved marketing of agri-
cultural products. A1l of these developments are encouraged by direct finan-
cial aid, loans, reduced interest charges, government guarantees, an assort-
ment of fiscal aids, and diverse forms of assistance and advice in establish-
ing facilities and programs.

These major agricultural programs which cover total production, market-
ing and rural structure in a number of areas throughout France are, in turn,
supplemented by programs aimed at industrial development with particular em-
phasis on expansion in overpopulated, low-income rural areas. Through a pro-
gram initiated in 1964, direct subsidies related to the amount of new employ-
ment created are available to businesses that establish new industrial units
or expand existing units in the West or Southwest of France.

Coordination and EEC Policy

A central issue in attempting to evaluate the economic environment for
agriculture in EEC countries over the period to 1975 is the question of wheth-
er the directions of economic policy will change due to formation of the EEC.
The previous broad review of general and regional economic policy indicates

20764d., Annex III.
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approximately the following situations: 1) The broad objective of economic
policies are relatively consistent as between countries. 2) The choice and
priorities placed on the attainment of specific objectives, however, varies
rather widely. While full employment is of central concern in all countries,
considerable variation exists as between the emphasis placed on specific ob-
jectives. 3) Important differences exist among countries in the relation-
ship between the public authorities and the economic milieu of the country. In
France and Italy, governments own and control major economic enterprises. In
Italy, this includes two major diversified industrial complexes, the IRI, the
ENI, and in France direct government control exists over the production of
energy, a major component of the automobile industry, aviation, and several
other areas. Public ownership of productive capacity is much less important
in Belgium, The Netherlands, and Germany, and for the most part consists of
railroads and general public services. 4) An important difference between
countries also exists in the emphasis on instruments of economic policy.
This is reflected in such phenomena as the greater use of monetary, credit
and export-import policy in Germany and in The Netherlands as compared with
the general and rather complete economic planning and the broad range of in-
stitutions and policy instruments used in France and Italy, and to a lesser
extent in Belgium.

These specific differences are, in turn, supplemented by distinct and
pervasive differences in attitude toward the role of government, particularly
as this relates to medium and longer term economic planning. Thus, no clear
trend of EEC involvement in this kind of policy has emerged.

Though a medium-term policy committee has been established, its activi-
ties at this stage have been restricted to encouraging voluntary coordination
of policies and encouraging individual governments to develop medium-term
(1966 to 1970) economic forecasts, but expressed only as alternatives of
possible future trends. These alternative trends, purposefully devoid of any
content suggesting indicative planning, are submitted to the member states
and the community. Presumably this will lead to greater coordination between
general economic policy and policy on agriculture, transportation, etc. that
are jointly determined on a common basis. While this may also encourage vol-
untary coordination of general national economic policy, no formal coordina-
tion or common policy has developed. On the other hand, differences of atti-
tude in regard to short-term economic policy are less pervasive and the need
for coordination is more critical. This has led to common research and anal-
ysis of policy devices, anti-inflation and anti-depression measures and ad-
vice by the commission to governments that appears to have been of conse-
quence. The question of short-term policy is closely tied to monetary policy

and in this case the treaty provides specifically for coordination.2]

—r

Committee 4.1, "Harmonization Problems," in The Market Economy in Wes-
tenn Euwnopean Integration, op. cit.
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Regional economic planning by its very nature can be expected to remain
largely in the framework of individual country policy. The EEC, however,
does have two instruments that can be of some importance. These are the
guidance portion of the Agricultural Guidance and Guarantee Fund and the
lending activities of the European Investment Bank22 established by the EEC
specifically for the purpose of financing regional development programs.
While the funds available to date from both of these sources have been dis-
persed somewhat throughout the EEC, emphasis has been placed on complementing
the development program in southern Italy. Despite these sources of funds,
no formal coordinating efforts at the policy level have been undertaken and
no "common" policy appears to be developing.

Assumptions

This overall perspective on recent economic trends and the general eco-
nomic policy situation in the EEC countries leads to the following working
assumptions concerning the environment for agricultural development in future
years: 1) Because of the emphasis in all countries on full employment and
because of the exportability of inflation, it can be assumed that formation
of the EEC will lead to progressively closer coordination of short-term eco-
nomic policy. This, in turn, will 1lead to greater general price stability,
and a vrelative equalization of prices as between countries. With greater
stability and more effective control of inflation, reduced pressures will
exist for adjustment in agricultural prices as compared with the period since
1955. 2) Longer term economic policy and regional policy will continue to
be largely the responsibility of individual governments and only nominal co-
ordination will be achieved. A supplementary role, but one that will not be
of sufficient magnitude to greatly influence change will be played by the EEC
through the European Investment Bank and the Agricultural Guidance and Guar-
antee Fund. 3) Full employment and sustained economic growth will prevail
throughout the projection period. Economic growth will to some degree be en-
couraged by expansion in the size of the market, but adequate demand had not
been a problem to individual countries in the recent past (except for short
periods in France and Italy due to anti-inflation policies) and basic adjust-
ment in demand will not greatly influence future growth rates. Further, the
retaining of reaiona! and sectoral policy in the hands of national govern-
ments will mitigate much of the potential competitive effect of economic
union on methods of production, allocation of investment, and hence on over-
all productivity. The multiplicity of taxes, subsidies and other aids that
favor marginal producers will in general be retained both in industry and ag-
riculture. -4) Structural shifts in employment will be of lesser . importance
in stimulating growth in the future than has been true since 1955. Also,

22EEC Rapports de Groupe d'Experts, op. cit., appendix VII.
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within sector increases in productivity will be difficult to sustain at his-
torical rates due to the increasing shift of investment from expansion to
modernization and from industrial areas to service industries. A gradual de-
cline in the average annual growth in output per worker seems probable for
the period to 1975.

Thus, in looking at the impact of the EEC on the environment for agri-
culture, it would appear that its potentially greatest effect will be on eco-
nomic stability. Basic economic conditions in individual countries and na-
tional policies will continue to dominate longer-term growth and change. The
EEC through widening the market will provide a demand stimulus, but this will
not overshadow conditions on the supply side that will basically determine
overall rates of economic growth.






Chapter 2
Agricultural Policy in the EEC
Introduction

EEC agricultural policy is based on objectives and attitudes previously
worked out at the national level by the six member countries and necessarily
represents compromises required to arrive at a common market organization.
National policies took shape in part during the 1930's to offset competition
from cheaper foreign sources of supply and were extended during the postwar
period to provide incentives to farmers to increase output and overcome war
induced shortages. During this latter period, shortages of foreign exchange
also provided a motive for increased protection. These objectives have since
declined in importance and the concept of income protection and market sta-
bility for agriculture has become the dominant objective of national agricul-
tural policies. Other objectives related to maintaining balanced production,
adjusting labor resources in agriculture, improving farm structure and im-
proving social conditions in rural areas are also included in national
measures.

In shaping a common agricultural policy, European countries were faced
with institutions, situations and trends resulting both from long historical
development and more immediately from the application of national policies.
The task of developing a common policy, thus, not only is that of enabling
agriculture to pass from its individual country policy framework to that of a
common market competitive structure, but also is that of solving basic
problems facing agriculture in the various member countries. In establishing
the framework within which policy will be developed, the EEC has taken a
broad approach. The major objectives of the agricultural policy are: 1) To
increase agricultural productivity by developing technical progress and by
insuring the rational development of agricultural production and the optimum
utilization of the factors of production, particularly labor. 2) To insure
thereby a fair standard of living for the agricultural population, particu-
larly by increasing the individual earnings of persons engaged in agricul-
ture. 3) To stabilize markets. 4) To guarantee regular supplies, and 5)
To insure reasonable prices in supplies tao consumers.

These general guides are to be implemented under three broadly oriented
program frameworks. These are: structural policies, market and trade poli-
cies, and social policies in the field of agriculture. Social policies imply
largely the incorporation of farmers and rural communities into broader pro-
grams aimed at unemployment security, income during retirement years, etc.,
and do not have specific content insofar as agriculture is concerned. Struc-
tural reform in agriculture is interpreted broadly. In addition to the cen-
tral question of creating larger, more efficient farms to replace small and,
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in some cases, scattered holdings that currently exist in many countries,
structural policy visualizes improving the mobility of agricultural labor and
the basis on which desired capital improvements necessary for individual farm
adjustment can be made. Thus, the development of an adequate agricultural
credit system and the coordination of markets for both inputs, including la-
bor, and the products of agriculture are included as a part of structural ad-
justment. Problems of structural reform are also visualized to include ques-
tions related to transportation facilities, education, and the development of
service industries and infrastructure needed by agriculture. These programs
if implemented, obviously have long-term implications both for costs of pro-
duction, quantity and composition of output and overall welfare of farm
people.

The more direct question in EEC policy, however, is that which centers
around market and commercial policies. The first major action taken by the
EEC has been to establish a market with a common level of agricultural
prices. This has called for: 1) progressive elimination of obstacles to
trade in agricultural products within the community, 2) establishment of
rules governing competition, 3) coordination of national market organiza-
tion, and 4) coordination of trade policies among member states and gradual
introduction of the system of common external protection.

In its broadest sense, then, EEC policy provides a framework to deal
with the fundamental problems of agriculture arising out of market and pro-
duction conditions; while at the same time achieving a common policy from
closely regulated national markets with widely divergent methods, institu-
tions, and techniques for implementing both internal and trade policies.
While the stated objectives of national policies are comprehensive, it is ap-
parent that structural and social policies have been implemented with consid-
erably less vigor than measures aimed directly at income improvement and
price stability. The same is, and likely will continue for some time, to be
the case for EEC policy.

The question of relevance to this project is what the impact of the
change to EEC policy will be over the period to 1975 and what progress will
be made in adjusting national policies to a common or EEC-wide focus. These
are considered below in the framework of policies for price support and mar-
ket coordination and policies aimed at structural and technological improve-
ment in agriculture or direct subsidy to inputs.

Price Support and Market Policy in the EEC

Implementation to date of the common market organization for agricultur-
al products has involved the gradual movement toward common price levels, the
elimination of internal trade barriers, and the development of a common ex-
ternal trade barrier. Ffinal implementation of the market program will occur
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with variation between commodities from 1967 to 1970, and will involve the
methods shown in Table 5. The generation of a common market organization in-
evitably involves change in certain institutional patterns, methods of imple-
menting price policy, and the adjustment of price levels as between countries
Because of relatively wide differences between countries, the transition was
begun in 1962 for gradual implementation over a period of about eight years.

Grains

The most closely regulated market under the EEC, as has been the case in
pre-existing national markets, is that for arains.

French national grain policy involved government fixing of prices, gov-
ernment support purchases, export subsidies, import protection, and a two-
price system based around a quantum procedure that sought to assure farmers
one price for quantities needed in the domestic market and the world price
for quantities exported. Farmers were required to sell grain at designated
points, and prices for products for human consumption were strictly regulated
at all market levels including consumer prices. Completely regulated inter-
nal trading and state trading in international markets were in effect. As a
deficit producer, Germany relied largely on import control operated through a
marketing board to protect domestic prices. These were supplemented in the
case of bread grains by percentage requirements for utilization of domestic
grains and, where necessary, temporary stockpiling schemes and in certain in-
stances by granting subsidies on transportation from surplus to deficit re-
tions. Italian grain prices were fixed each year by the government to apply
to deliveries made under compulsory collection arrangements for a given quota
of the crop. Prices on quantities which fell outside of the quota were in
turn maintained near the quota level through direct control over foreign
trade exercised by a government trading monopoly. Support to grain was im-
plemented in The Netherlands and Belgium through establishing target prices,
government purchases, and close control on import and export trade along with
domestic use requirements for bread grain.

The variety of methods utilized at the national level not only involved
price protection for income purposes, but often also included strictly regu-
lated state trading in export and import markets. For bread grains specified
use requirements and in some cases quota systems for delivery or price dif-
ferentiation purposes were in effect. These will be supplanted by a system
under the EEC which relies largely on price to direct market flows and pro-
duction patterns.

Prices are applied internally through a set of target prices that vary
as between regions in the EEC and are adjusted seasonally to cover storage
costs and help assure a more even flow of grain to market. These prices are
implemented in two fashions. In areas or crops where production exceeds re-
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quirements, support purchases are made at intervention prices and in the case
of deficit crops price guarantees are assured through computed threshold
prices below which grain cannot be imported. Specific import prices are com-
puted for grain as such and for all grain products by taking into account the
value of the grain in the product, a milling margin, and an allowance for
protection of the domestic milling industry, as well as the value of by-
products obtained in making the product.

The basic price structure established for grains is well above recent
world levels. The key element in establishing grain prices is the decision
on the target price to apply at Duisburg, Germany, the point established as
the principal deficit area. From this, based on transport and marketing
costs, derived threshold prices are computed for import grains. For internal
prices, derived target prices in other areas of the EEC are computed largely
in relationship to transport costs. Intervention prices, while somewhat be-
low the target prices, are closely related to them in all areas.

The estimated regional distribution of grain prices within the EEC is
illustrated by those for wheat as shown in Figure 1. UWhile some variation
exists, this same pattern applies for other widely produced crops, particu-
larly barley and rye. The regional implications for corn is consider-
ably less pronounced principally because of their limited distribution
throughout the territory. The extent to which EEC policy has changed pre-
existing prices and price relationships is indicated in Table 6. The domi-
nant overall change to be noted from this table is that prices decline sub-
stantially in Germany, and increase substantially in France.

The base period prices (1960-1964) for all grains were relatively
stable in Germany. The decline due to EEC price policy will range from about
5 to 10 percent in most areas. The Tlargest base period price increases
since 1960, in general, have occurred in Netherlands and France, and these
two countries will have substantial further price increases through implemen-
tation of EEC prices. In general, the shifts that occurred during the period
1960-64 indicate that in regions where EEC policy was expected to result in
major increases much of the adjustment occurred. In the case of wheat, only
a small increase from 1964 to 1970 occurs in The Netherlands and that which
occurs in France can be attributed in considerable part to the elimination of
the quantum tax system. Barley prices increased considerably during the base
period except in West Germany and considerable additional adjustment will
occur during the period 1964-70. Major increases occur during both periods
in France, Netherlands, and in Italy. The intercommodity effect of these
price adjustments as shown in Table 7 indicates a small increase in the price
of barley ralative to corn and a substantial increase in barley price rela-
tive to wheat, particularly in France, and Italy.
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Figure 1. 1970 Estimated Average Wheat Price by Region in the EEC.
(U.A. per Metric Ton)
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Livestock Products

Among EEC member countries national measures of protection were

fect for most livestock and livestock products.

those applied to dairy products.
level of price for milk.

A11 countries

programs and programs applying to imports and exports.

many and Netherlands

all

other dairy products when necessary to maintain price.

in ef-

The most comprehensive were
assured farmers

a minimum

This was achieved through a variety of domestic

Belgium, France, Ger-

implemented domestic purchases of butter and/or

Export aids were used

in The Netherlands,
clear markets.

Belgium, and France whenever this became necessary to
Domestic consumption subsidies were used to some extent in

Belgium and The Netherlands, while in Germany a delivery subsidy was paid to

dairies for milk delivered by farmers and both wholesale and retail prices of

liquid milk were fixed. Strict
through quota systems or, as in the case of France and Germany, through mono-
poly control of all import and export transactions by a
operating under government auspices.

import controls were maintained either

single organization

Table 7. Percent Change in Ratios of Prices of Selected Grains by Regions in
The EEC 1960-64 and Estimated 1964-70.
Region Wheat/Barley Wheat/Corn Barley/Corn
60-64 64-70 60-64 64-70 60-64 64-70
1 2.3 -3.1 ——— -———- -—-- ———-
2 1.1 -3.1 —— ——— ——— ————
3 2:7 -2.5 ———- —— ——— ————
4 -0.1 0.9 _—— -—— -—— ———
5 -2.0 -1.5 -—— —-—— -—— -———-
6 0.5 -3.9 ——— ——— ——— ——
7 -0.4 -3.3 —— ——— -———- -——
8 3.8 -11.4 —— ——— - PR
9 -4.5 -5.4 ——— -—— -——- -—--
10 0.7 -14.2 7.6 -7.1 6.8 10.0
n -5.0 -9.0 1.0 -1.0 6.3 8.9
12 -2.5 -12.9 9.4 -11.7 12.2 1.1
13 -2.6 -11.5 10.7 -12.2 13.6 2.1
14 -2.9 -12.9 5:3 -6.4 8.4 7.6
15 —— S EmE EEBS S S
16 3.6 -8.0 -11.7 -14.1 -14.8 -7.5
17 -4.5 -13.4 _—— —— —-—— -——-
18 -4.7 -14.9 ———- ———- ———- -
19 deaw — ——— ——— ——- ———
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Although, somewhat less comprehensive and varied in method, substantial
protection was also provided for beef, veal, and pork. In France, minimum
guaranteed prices existed along with quantitative control on imports and,
when necessary, export assistance was provided. In Germany, monopoly control
over imports and exports was maintained and storage and stockpiling was un-
dertaken when necessary by a single import and storage agency. Protection in
Italy was provided largely through import quotas as was the case for beef in
The Netherlands. In Belgium, import controls and export aids were opera-
tive on both meat products and live animals. Because of extensive exports of
Dutch pork products and a tendency for international prices to fluctuate in-
dependent of Dutch supplies, a comprehensive export program was in operation.
Farmers and slaughter houses received an agreed price set periodically. If
export prices were below this level, a government allowance was made to cover
the difference; and if export prices were above this Tlevel, the government
collected an export levy to cover the difference. Much Tless comprehensive
protection was provided for eggs. France provided seasonal minimum prices
with government intervention if necessary and an equalization tax to offset
differences in prices of import eggs. Belgium had a direct production sub-
sidy through a deficiency payment on eggs delivered, and Germany provided a
direct production subsidy through a payment equal to the differential in cost
of feed grain at German prices vs. world price levels. It appears that no
direct market supports have been provided for poultry meat, although it was
protected through import regulations in most countries.

As is the case for grain, EEC policy will sweep away a maze of quotas,
subsidies, state trading relationships, export programs, import controls and
will rely exclusively on price to allocate internal EEC trading and produc-
tion relationships. These, in turn, will be supplemented by import Tlevies
and export subsidies to third countries where this is necessary. Some varia-
tion will exist among the individual livestock commodities.

The internal price for beef is based on a guide price computed to repre-
sent a weighted average of the beef price for each country adjusted to ac-
count for seasonal and quality differences. Direct internal support is pro-
vided through intervention purchases between 93 and 96 percent of the gquide
nrice, but the decision to make such purchases will rest with individual mem-
ber governments. Basic orotection from imports will be provided by customs
duties that will apply equally to all member countries. These, in turn, can
be supplemented by import levies whenever import prices plus the custom duty
is less than 105 percent of the guide price.

Internal support for dairy product prices follow much the same form as
those for beef. A target price is computed to apply equally throughout the
EEC, and intervention agencies will remove manufactured products, principally
butter, from the market when desirable to maintain farm prices for milk. Im-
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port levies are computed weekly for 16 different products or product categor-
ies. Import levies are set at a level that will protect the target price on
milk.

The support mechanism for pork, eggs and poultry is 1less comprehensive
than for cereal and other livestock products. A sluicegate price is computed
and an import levy assessed to offset the difference in costs of grain based
on internal EEC prices as compared with external prices, plus a fixed factor
to allow for difference in production efficiency within the EEC as compared
with external sources and to provide protection to processing industries in
the case of processed products. No direct internal support mechanism or
support buying 1is currently included 1in the EEC regulations for eggs and
poultry. A purchase arrangement for pork that provides for the purchase of
carcasses or sides and solid outer fat has been instituted. Market interven-
tion takes place whenever the price of slaughtered pigs has fallen to the
basic price or lower and is expected to remain there. Intervention would be
discontinued when price is again above the basic price and expected to stay
there.

The effect of decisions taken to date by the EEC on farm price relation-
ships for livestock products 1is shown in Tables 8 and 9. For the period
1964-70, the changes shown are those that will come about as a result of es-
tablished EEC support levels for beef, veal, and milk. In the case of pigs,
poultry, and eggs, the changes reflect computed prices based on the assump-
tion that prices of these products will be closely related to production
costs.]

The most important changes that have occurred are the increases from
1960 to 1964 in beef and veal prices in Italy, France, Netherlands, and Bel-
gium. German beef prices, on the other hand, remained relatively stable from
1960-64. From 1964 to 1970, however, German beef and veal prices increase
substantially as compared with those in other countries. Milk prices, on the
other hand, have increased substantially in all countries during the period
1960-64, but will increase only in France, Belgium and The Netherlands by an
appreciable amount to 1970. If hog, poultry and egg prices follow the pat-
terns estimated, declines will occur 1in all countries to 1970 with the
exception of hogs in Italy and The Netherlands.

This represents an important reversal of recent price trends for
pork and eggs in France where substantial increases occurred from 1960 to
1964. The greatest declines are those indicated for poultry in France and
for eggs in Germany. Since these computed prices are based on efficient pro-
ducing costs, very little decline is recorded in The Netherlands either for
poultry or for eggs. This reflects the fact that Dutch production costs are

1For a discussion of how these prices were estimated see D. Epp, Changes
in Regional Grain and Livestock Prices lUnder the Ewropean Economic Commun-

ity Policies, Number 4 in this series.
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already low and adjustment to efficient producing units does not have to take
place.
large numbers of inefficient production units in those two countries. Sub-
stantial price reduction on poultry and eggs are also anticipated in

The larger adjustments in Germany and France reflect the existence of

Italy,
but these cannot be compared directly with those 1in other countries since
different production cost relationships were used in estimating future price
developments.

Table 9. Percent Change in Selected Livestock and Product Price Ratios,
1960-64 and Estimated 1964-70 in the EEC.
Reaton Calf/Beef Beef/MiTk
60-64 64-70 60-64 64-70
1 -3.3 -5.9 -9.9 22.7
2 -2.8 -5.9 -6.3 21.%
3 -5.5 -5.9 -3.5 32.1
4 -1.1 -5.9 -7.4 26.2
5 -2.0 -6.0 -6.0 28.1
6 1.5 -6.0 -11.0 25.2
7 15 | -6.0 -6.6 20.7
8 4.4 -4.6 1.9 -4.8
9 -1.6 19.8 4.9 -2.1
10 4.2 16.4 1.0 -8.1
1 -1.6 16.5 7.0 -6.5
12 -6.7 16.5 12.7 -5.2
13 -6.8 16.4 ——— ——--
14 -6.2 16.4 -1.0 4.8
15 ——— —— ——— ——
16 -22.2 0.8 8.2 -2.8
17 -1.7 0.7 1.4 4.9
18 -1.7 0.9 1.4 -6.0
19 7.4 0.9 -—-- -—--
Source: D. Epp, No. 4 in this series.

Other features of livestock price developments that are relevant to fu-

ture production and consumption relationships

prices in general are increasing relative to veal (Table 9). This

an impact on numbers of veal vs. beef that are slaughtered.

Further,

include the fact that beef

may have
in Ger-

many beef and veal prices are expected to increase substantially relative
to milk, whereas in the other countries milk prices will increase relative
to beef and veal. In general, the prices of grain consuming livestock and
products will decline relative to beef, veal and milk.
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Livestock-Grain Price Relationships

An additional important set of price adjustments that can influence pro-
duction are those between livestock and grain products (Table 10). In general,
because Germany is the only country in the EEC where a substantial downward
adjustment in grain prices will take place, the relationship between
livestock and feed prices will improve relative to those in other countries.
The most important deterioration in livestock-grain price relationships is
that which occurs in France. The beef-barley ratio, for example, in Germany
has been relatively stable from the period 1960-64, but will improve consid-
erably in the period 1964-70. On the other hand, in both France and Italy
beef prices have been rising rapidly relative to barley prices during the
period 1960-64, but will deteriorate substantially during the period 1964-70.

While much less pronounced, the same general pattern of relative improve-
ment in Germany for the hog-barley ratio also occurs. The major change in
the hog-barley price ratio is the substantial decline in hog prices relative
to barley prices during the period 1964 to 1970 in France. Poultry and eqg
prices, in turn, are expected to deteriorate relative to barley prices in all
countries, but with the greatest decline occurring in France followed by
Italy and also with a substantial decline in the case of eggs 1in Germany.
The deterioration of the ratio of hogs, poultry, and egg prices to barley
prices in Germany reflects the net effect of a decline in the price of both
livestock and barley. In the case of Belgium, Italy and France, they reflect
a decline in the price of livestock products and a substantial increase in
the price of barley. For The Netherlands the most important factor in the
change in these ratios is the increase in barley prices.

If future market prices are close to those established by the EEC then,
in the overall, for the period 1960-70 the most important changes are:
1) For the period 1960-64 grain prices have increased in all areas. From
1964 to 1970 grain prices will decline in Germany and increase in
all other countries with the rather minor exception of soft wheat in
Italy; 2) For the period 1960-64 there was substantial increase in absolute
level of beef, veal and milk prices 1in all areas except Germany. For the
period 1964-70, the major increases that will occur are in beef and veal
prices in Germany, milk and beef prices in France, and milk prices in Belgium
and The Netherlands. Except for Germany and Netherlands, veal prices will de-
cline some between 1964 and 1970. The overall effect of the related adjustment
between beef, veal, milk and cereal prices for the period 1964 to 1970 will
be to improve the relative competitive position of beef and veal production
in Germany and to improve the relative competitive position of cereal pro-
duction 1in other areas, particularly France. 3) In the case of grain-
consuming livestock, (hogs and poultry) the price of livestock and products
decline relative to grains in all areas, with the exception of hogs in
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Italy. Since this reflects movement toward efficient production, these price
changes cannot be assumed to affect the 1level of production, but rather
reflect the rate at which methods of production are expected to change.2

These major price changes as well as those between individual products
are relevant for estimating the consumption level and the production balances
in the chapters that follow. From the viewpoint of consumption, the major
impact that would be expected will be for the increase in beef prices to
dampen the rate of expansion in consumption and for the expected decline in
pork, poultry and egg prices to accelerate the rate of expansion in consump-
tion of these products. In the case of cereals and dairy products, price
elasticities of demand are low. In total, the estimated price change is less
than for other products, and the price effects on consumption should
be nominal. These major price changes have been taken into account
in the following chapter in making consumption estimates, and are re-
flected in the production and trade balance estimates in Chapter 5.

Nonprice Policies in the EEC

While as indicated above, the operation and implementation of price and
market policy within the EEC will pass entirely to central control, an addi-
tional element of policy that is more basic in terms of its potential Tlong-
term impact on agricultural conditions will remain largely with national gov-
ernments. This is the set of nonprice policies aimed at subsidizing and im-
proving the general organization of agriculture. These policies have been
implemented by national governments within an overall framework of government
policy aimed at agricultural education and extension as well as the broader
regional policy framework discussed in the previous chapter. As indicated,
overall regional policies are probably most extensively developed in Italy
and France, but it would appear that the research, extension and educational
backdrop for government policies are most highly developed in The Netherlands
and Germany.

In general, these nonmarket programs can be classified under four major
headings: 1) Direct subsidies on annual expenditure items such as fuel and
fertilizer, transport costs, credit costs, etc. 2) Assistance on capital
investments such as farm buildings, water supply systems, drainage systems,
etc., and direct programs of assistance for improved farm structure through
consolidation and farm amalgamation, 3) Assistance to improve markets and
market organization. 4) General social welfare and labor mobility schemes
to promote rural welfare in general and to assist in achieving the required
mobility to improve farm structures.

2The implications for producers in France are obscured because a large
part of the increase in grain prices is due to elimination of the quantum
system. Much of the poultry and hog production has been based on purchased
feed that had absorbed this tax. The change in price ratios to these pro-

ducers will be 1ess‘-- by the amount of the quantum tax -- than is indicated
by the computed ratios based on changes in prices to farmers.
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In Germany and Italy, these programs are included in overall green plans,
and in France they become part of the general five-year planning program.
While comprehensive plans of this kind do not exist in Belgium and The Neth-
erlands, each maintains funds for reorganization and rationalization of ag-
riculture and provides certain tax and credit benefits. Programs that pro-
vide direct farm production subsidies and assistance to various investments
in the form of grants or low cost loans exist in all EEC countries.3 While
it is not possible to discuss all of these programs in any detail, their na-
ture and comprehensiveness is indicated by Tables 11 through 13.

These programs all have general similarities in seeking improvement in
income, structure and productivity in agriculture, but some major differences
exist. In Germany for example, considerable emphasis is placed on direct in-
come subsidies such as indicated in Item II in Table 11. Direct income sub-
sidies of this kind are nominal or near nonexistent in The Netherlands. The
land consolidation program in Germany is important though possibly modest in
terms of the scope of the problem and, in general, has to seek simultaneous
farm amalgamation along with the consolidation of individual plots for a
given farm and the resettlement and improvement of villages in farming areas.

The French farm consolidation program, on the other hand, is aimed si-
multaneously at increasing small farms to a minimum size and regulating the
growth of very large farms. While variations exist between regions within
France, farmers with 50 hectares or more of land are often at a disadvantage
in buying new land that can be used for consolidating other smaller farms in-
to total units of something less than 50 hectares.

In The Netherlands, transfer of farmland is under strict government con-
trol and emphasis in the program for farm consolidation is placed on volun-
tary discontinuation by small holders and providing incentives for older
farmers to retire at an earlier age. In general, farm consolidation is en-
couraged through credit grants and often through grants to provide additional
farm facilities needed such as buildings and machinery.

The agricultural development program for Italy has to be somewhat dis-
tinguished from those that exist in other EEC countries. At this stage it is
heavily embedded in the regional development program centering around the
Cassa per il Mezzogiorno and places only nominal emphasis on land consolida-
tion as such. Emphasis is placed on capital investment and the development
of intensive-type agriculture which in the South is aimed at improvement in
land productivity and labor utilization. In the North investment is aimed
largely at improvement in livestock output and development of irrigation sys-
tems for better crop production.

3OECD, Trends in Agrnicultunal Policies Since 1955, Fifth Report on Agri-
cultural Policies in Europe and North America, Paris, 1961; OECD, Low Incomes
in Agrnicultune, Paris, 1964,
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Table 11. Federal Expenditure Under the Green Plan in Germany.] (million U.A.)

Measures 1963 1964 1965

I. Improvement of Agricultural structures
and of 1iving and working conditions
in agriculture.

Land consolidation 51.3 65.2 70.0
Transfer of farmsteads, enlargement of farms 89.0 92.5 92.5
Transfer of land ——— ———- 2.5
Depressed rural areas 27.5 27.5 27.5
Construction of farm roads 20.0 25.0 25.0
Water supply, drainage, etc. 12:5 ———- ——--
Settlement of married agricultural workers 6.3 6.3 6.3
Aid for farm households 12.5 10.0 10.0
Total, I 219.1 226.3 233.8
II. Improvement of incomes of the Agricultural
Population
1. Rationalization of production
Fertilizers 20.0 ———- -——
Technical equipment 5.0 5.0 5.0
Joint Use of Machinery 3.8 3.8 3.8
2. Quality production and sales promotion
Quality improvement of milk 160.06 162.5 167.5
Milking machines and refrigeration 1.5 1.5 1.5
Productivity and sales 2.4 3.6 5.5
Quality control and standardization 1.6 1.6 2.6
Horizontal integration and cooperation 4.9 7.9 8.1
Vertical integration 17.4 18.9 21.9
3. Fuel-oil production 30.9 31.7 33.0
4. Reimbursement of refugee resettlement tax 3.5 35 345,
Total, IT  251.0 240.0 251.4
ITI. Credit Schemes
Reimbursement of previous commitment 42.3 46.4 51.7
General reduction of interest rates 22.4 4.8 4.3
Reimbursement of commitments from the
1956 consolidation scheme 0.3 0.2 0.1
Support for capital repayment 10.7 9.1 11.5
Total, III 75.7 60.5 67.6
IV. Improvement of the Social Situation of
Agriculture
01d age pension scheme 60.5 62.5 52.5
Accident insurance scheme 25.0 25.0 25.0
Total, IV 85.5 87.5 71735
TOTAL OF ALL MEASURES, T - 1V. 631.3 614.3 630.3
Source: OECD, Agniculfunal Policies in 1966: Europe, N. Amer, Japan, Paris, 1967

1These are Federal Government expenditures only. Expenditures by the Lander
not included. These are estimated to be about 40 percent of Green Plan Expendi-
tures.
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Table 12. Trends in State Assistance to Agriculture in France (Ordinary expen-
diture and capital expenditure)

Type of expenditure Calendar Year
1960 1961 | 1962 1963 |1964
I. Action dealing with the structure
and conditions of agricultural
production
- Research and education 14.8 20.6 29.2 56.3| ----
- Advisory services 10.0 12.20 17.7 18.2| ----
- Improvements of farm structures
and farm equipment 255.4| 262.24 309.2( 416.0| ----
- Nther action 82.1 84.9 109.2| 109.8f ----
Total I 362.3] 380.0 465.3| 600.3[607.5
II. Action on Agricultural Markets
- Cereals 53.7 60.7 131.6 90.2|118.9
- Sugar 12.3 14.4 18.4 19.6| 19.6
- Milk 59.3] 118.7 140.0| 126.2(136.1
- Meat 26.9 74.9 36.9 35.7] 1.0
- Other products 15.2 24. 48.0 34.6| 49.4
Total II 167.4| 293.4 374.9| 306.3|324.0
III. Social Action in the Farmers' Behalf
- Social security benefits to farmers 327.1| 351.71 504.8| 626.2| ----
- Others 0.6 13 0.2 1.6 ----
Total III 327.71 353.0 505.0[ 629.8]739.1
GRAND TOTAL 857.411,026.41,345.2 1,536.4h,670.6

Source: O0ECD, Agricultural Policies 1966: Europe, N. America, Japan, Paris, 1967.

Agricultural Marketing

With the exception of the general encouragement of cooperatives and im-
provement of marketing for export purposes in The Netherlands and Italy, ag-
ricultural marketing programs have not been pursued vigorously by national
governments in the EEC. This is an area where EEC agricultural policy could
potentially have considerable impact on distribution as well as retail and
farm prices.

Another element of concern in the market is the extent to which farmer
bargaining and marketing groups can be developed. The pattern for develop-
ment along these lines has been established in France. Market organization
has been generated around the development of producer marketing groups and
agricultural marketing committees. Producer groups are formed to deal with a
single commodity or a group of closely related products within specified re-
gions and for specific purposes. In general, it is required that members of
the group commit themselves to a set of production and marketing practices.
In production, members must agree to maintain certain kinds of quality stan-
dards, production methods, etc., while from the viewpoint of marketing, they
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abTe 13. Average Annual Allocation of Funds by Major Use, Green Plans T &
II in Italy. (Millions of U.A.)

Use First Plan|Percent | 2nd Plan| Percent
1961-66 | 0Of Total] 1966-71 | Of Total
Mechanization 7.8 4! 33.9 n'
Land Reform and Improvement 82.1 28 68.2 23
Insect and Disease Control 3.8 2 4.2 1
Livestock Improvement 11.4 6 24.2 8
Credit 6.4 3 9.3 3
Market Research 0.5 2 1.1 4
Research Experimentation and
Technical Assistance 25.9 14 39.6 13
Reclamation and Irrigation 12.8 7 37.1 12
Mountain Reclamation and Forest
Development 20.8 n 44.2 15
171.5 262.3

1Tab]e omits items of lesser importance and therefore does not sum to 100
percent.

In addition to the Green Plan, annual expenditures totaling about 36 million
U.A. are being made for agricultural improvement under the Cassa per il Mezzo-
giorno in Southern Italy.

Sources: Istituto Nazionale di Economia Agraria, Annuario Vol. XLV (Rome:
1960; p. 320; Macchine e Motoni Agricoli, Anne XXIV, No. 2, (Feb.
1966) .

must agree to sell a predetermined share of their product through the organ-
ization, eliminate Tlow quality products, follow a specified time table of
marketing and, if deemed desirable, .participate in the withdrawal of surplus
supplies from the market. The operations of these producer groups are
assisted and implemented through agricultural economic committees that oper-
ate on a regional basis. Once these committees have recognized a legitimate
producer group, they assist the group through attempts to develop sales out-
lets, operate marketing pools and subsidize technical improvements at the
production level. Government assistance to producer groups and marketing
commi ttees is made available in the forms of assistance in promulgation, aids
for reduction of operating expenditures, aids for capital investment and em-
ployment of necessary technical personnel and loans to cover required invest-
ment and expenditures needed to implement desirable market regulation. These
organizations have a basis for market regulation; they operate with strong
financial and legal backing from the government. While this kind of market-
ing program has not spread throughout the EEC yet, the EEC commission has
developed a set of recommendations based on the French model for the more
general organization of agricultural markets throughout the EEC. Within
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France both producer groups and agricultural economic committees have been
organized most extensively in fruit and vegetable markets, but also have been
organized to cover livestock, meat, poultry and other lines of production.4

Within this overall complex of nonprice policies, the important question
is the extent to which EEC policy on competition, its transport policy and
the guidance section of the EEC Agricultural Guidance and Guarantee Fund will
have an effect on overall future developments.

Transportation and Competition

Neither the EEC transport policy nor its policy related to competition
in agriculture has been formulated at this stage. It can be assumed, however,
that transport policy will have an immediate effect when implemented and at a
minimum will influence interregional price relationship by elimingting na-
tional transport subsidies. This has been taken into account in this study
by attempting to estimate interregional transport costs on the basis of
existing transport facilities and costs assuming free mobility and transport
prices related to cost. The assumption, thus, is that when developed, the
EEC transport policy will establish uniform methods and move toward a com-
petitive transport price structure. Further, this assumes that transport
subsidies providing for certain groups of farmers under pre-existing national
policy will be eliminated.

The aspects of competitive policy that can influence production rela-
tionships in the short run are subsidies such as tax rebates, reduced prices
on fertilizer, etc., aimed at reducing current production costs. The basis
for regulation of these kinds of subsidies to agriculture is included in
Articles 92 to 94 of the treaty that deal with the general problem of govern-
ment aids that unfairly influence competitive relationships among regions or
countries. While no specific council decisions have been taken at this time,
the EEC commission has listed aids that can be considered compatible with the
common market on condition that they do not become excessive and jeopardize
the objectives of the agricultural policy. It is also considering a list
that it considers to be incompatible with the operation of the common market
and in particular for agricultural products. These would include aids of
which the amount is decided in relation to area under cultivation, to price,
quantity, or number of product units. The commission has proposed that aids
of this kind be forbidden and that other aids be examined on a case by case
basis.

The Guidance Fund

EEC policies on transport and competition are regulatory. Positive ac-
tion toward change can, however, be taken under the guidance section of the
Agricultural Guidance and Guarantee Fund. Nominally the investment fund

[} ; ; i :
OECD, Sixth Repont on Agnicultural Policies, Paris, 1967.
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is not large, and as indicated above, plays a secondary role to the guarantee
portion of EEC financing. At this stage of development it is apparent that
individual member countries are not willing to place full responsibility for
agricultural investment and leadership in structural programs in the EEC of-
fice. Management committees have been created consisting of a member from
each individual country which must be consulted by the commission on invest-
ment and structural programs. Those concerned with the guidance -expenditures
include two important committees, the standing committee for agricultural
structures and the fund committee proper, which has general responsibility
for overseeing all fund expenditures.

The procedure for handling grants is as follows: Individual countries
make applications for assistance in financing projects and these are reviewed
by the Commission and the Structure Committee and recommendations for expen-
ditures are made. The most recent decision on expenditures to cover outlays
for the guidance section for the period 1960-64 was divided approximately
50-50 between production and mixed projects and marketing projects despite
the fact that two-thirds of the applications were for production and one-
third for marketing projects. For the years 1962-63 and 1963-64 the largest
expenditures by a country were those made in Italy followed by Germany,
France, The Netherlands, Belgium and Luxembourg. The reimbursements on the
second set of applications by member countries, allocated in July 1966, were
as follows:

Breakdown in Guidance Section Expenditure

A. Improvements in production
Consolidation of holdings 733,000 u.a.
Water management, drainage, irrigation, etc. 1,990,000 u.a.

Miscellaneous (of which 4 million u.a. alone went
to the building of factories for animal feedstuffs) 6,000,000 u.a.

B. Improvements in marketing

Silo construction 1,640,000 u.a.
Powdered-milk factories and other milk-processing

plants, cheese-making plants, etc. 595,000 u.a.
Slaughterhouses, cold stores and the like, for the

meat trade 1,316,000 u.a.

Cold stores for fruit and vegetables, auction
installations, packing and dispatch centers
and other aids to marketing 2,063,000 u.a.

Miscellaneous 2,578,000 u.a.

As a criteria for allocating funds, no specific policies seem yet to
have emerged in the EEC. Individual projects are evaluated on a project by
project basis and to date the amount contributed by a member state into the
guidance section and the amount that it has received in assistance has not

39



diverged appreciably.

Initally the Guidance and Guarantee Fund was administered such that
guidance expenditures automatically became one-third of expenditures in the
guarantee section. As the result of a council decision on May 11, 1966, this
no longer holds, and an absolute limit has been placed on expenditures from
the guidance section equal to 285 million U.A. in any given year. Another
important change permits the maximum contribution by the fund to any given
project to increase from 25 percent of the total cost up to as high as 45
percent of the total cost.

Two points have to be looked at in estimating the potential future im-
pact of the guidance fund. First, it appears that the EEC investment policy
places greater emphasis on improvement in agricultural marketing than has
been the case under national policies. Second, investments from the guidance
section have leverage effect in their influence. If, for example, the 285
million units of account maximum contribution is maintained, and the invest-
ment for any individual project is restricted to 25 percent, the EEC will
directly influence approximately 1.15 billion U.A. of investment. These
investments, in turn, can be supplemented by expenditures under the European
social and development funds and loans through the European Development Bank
to create a leverage impact of substantial proportions. The decisions on how
these investment funds are handled, however, rest ultimately with delegations
from the individual member countries and not with the EEC commission. This,
in turn, may be the most important single factor in attempting to project the
impact of EEC policies on agricultural development in the future.
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Chapter 3
Consumption and Demand Prospects to 1970 and 1975
Introduction

The purpose of this chapter is to estimate probable developments in con-
sumption and total requirements within the EEC for livestock and cereal prod-
ucts. While the projections reflect past patterns and trends in food con-
sumption, a number of reasons exist for major adjustments from estimates that
would have occurred merely by extrapolating past relationships. Population
and employment data for an extended historical period, for example, include
major migratory movements that will not be repeated. Population growth rates
also have shown historical patterns--largely as a result of wartime disrup-
tion--that require specific demographic evaluation to project prospective
change. Changes are also occurring in the pattern of business expansion and
growth. Also, and of some considerable consequence, is the fact that the de-
velopment of a common agricultural price policy will have a direct impact on
farm prices and to a lesser degree on retail food prices that will vary among
commodities and countries.

Insofar as feasible, these diverse trends have been taken into account
in the projections developed here. This has required the assembling and
evaluation of a number of studies both at the national level and by interna-
tional organizations. In some cases, the results of other studies have been
used directly (i.e. specific income elasticities) in other cases, other stud-
ies have helped guide the selection of coefficients used in computation (e.g.
assumed Tlabor productivity gains). The projections, however, are not tied
closely to any single previous study, but rather reflect a composite of these
studies along with the methodology and judgment attributable to the author.

As indicated in Chapter 1 recent economic growth rates in the EEC have
been both rapid and sustained. The overall increase in GNP for the area as a
whole for the period 1955 through 1964 measured in 1958 prices and exchange
rates has been 58 percent. This reflects an increase of approximately 7 per-
cent in employment and a total gain of approximately 48 percent in productiv-
ity per worker.

One of the significant consequences of this expansion has been its ef-
fect on the demand for farm products. A continuing increase in the general
demand for agricultural products has occurred (Table 2). This has been asso-
ciated with a substantial change in the composition of diets (Table 14). In
the period 1952-53 to 1962-63, the major increases for the total EEC were as
follows: Total meat (46.39 percent) to 58.3 kg/person, beef and veal (49.8
percent) to 23.3 kg/person, cheese (38.4 percent) to 8.2 kg/person, refined
sugar (33.7 percent) to 30.4 kg/person, eggs (32.7 percent) to 11.3 kg/per-
son, butter (30.4 percent) to 5.3 kg/person, other fats and oils (34.1 per-
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cent) to 18.7 kg/person, and fruits and vegetables (9.1 percent) to 161.0
kg/person. A decline in per capita consumption during this period occurred
in: bread grains (-15.5 percent) to 92.6 kg/person, coarse grains (-30.6
percent) to 3.4 kg/person, potatoes (-14.0 percent) to 96.9 kg/person, and
pulses (-28.8 percent) to 3.8 kg/person.

In general, these trends are consistent with what one would expect and
indicate that rising incomes have created an increased demand for nonstarch
food groups and a decreasing demand for starches. The major items that de-
cline as a proportion of total food consumption are cereals and potatoes,
while the most rapidly increasing item is meat. While the level of starch
consumption in the EEC is still relatively high by U.S. standards, the gap is
narrowing due to a relatively more rapid decline of starchy food consumption
in the EEC. The gap in nonstarch groups shows the same sort of narrowing.
The logical conclusion is that eventually the EEC countries will closely ap-
proximate the levels of food consumption in the U.S. Considerable variation,
however, still remains between consumption levels in individual EEC coun-
tries, and, in consequence, in their relationship to U.S. consumption levels.

Projections of Population and Income

To develop projected increases in consumption of livestock and cereal
products to 1970 and 1975, it is necessary to look at the major demographic
and economic variables that provide the framework within which change in con-
sumption will occur . These variables include general population growth,
change in employment levels, change and productivity per worker, and esti-
mates of the relationship between changes in income and prices and the con-
sumption of individual commodities.

Population Growth

Population growth rates in the EEC during the period 1955-64 have been
substantially below those in North America and many other regions of the
world. The region recorded a 1.2 percent annual increase in population over
the period (Table 15). However, the range between countries was consider-
able, varying from a high of 1.6 percent per year in Netherlands to a Tow of
.6 percent per year in Belgium and Luxembourg. Among the three Tlarger coun -
tries of the area, variation in population growth was affected, in part, by
the level of net migration. France and Germany had net positive migration,
while Italy had a substantial negative migration. In the three smaller coun-
tries, migration has been of negligible influence. Since 1962, migration has
not been a major factor in population change. The construction of the Berlin
Wall and the strengthening of border defenses by the Communists cut off part
of the pre-existing source of immigrants to Germany. The major sources of
immigration to France from outside the EEC especially Algenia, but also Spain
and Portugal, have diminished in importance.
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Also, net migration within the community has declined and will likely be
of negligible importance in the future. Though all other EEC countries ab-
sorbed Italian workers during the period 1955-64, the pattern has not been
consistent. Between 1960 and 1962 relatively large net in-movements (65 to
70 thousand annually) occurred into West Germany. This movement fell sharply
during 1963, however, and a reverse net movement began. In mid-1964 there
were about 12,000 fewer Italian workers in Germany than in mid-1963. A re-
duction in the flow of Italians to other EEC countries also occurred. While
for the period 1960-64 a net movement to Germany remains on balance, the
change in balance for other EEC countries was very small and exerted no per-
ceptible change on population structure.] For these reasons, and because
rates of migration are extremely difficult to project, assumed migrations are
not included in the population projections used here.

The projections of future population in each country are based on levels
existing in 1964 as reported in the OECD Manpowen Statistics, and on growth
rates as computed for each country for the periods 1965-70 and 1970-75 by T.
Bolle in the most recent available comprehensive population and labor force
study completed for the EEC.2 To obtain the 1965 population for each coun-
try, the annual rates of growth over the 1960-64 period were computed from
OECD statistics and this value was applied to project the one-year change.
The estimates for 1970 and 1975 were obtained by applying compounded growth
rates to the 1965 value. To get a value for the whole of the EEC, the pro-
jections for the individual countries were simply aggregated.

The 1965-70 and 1970-75 growth rates generated by T. Bolle are based on
the joint evaluation of earlier studies completed in 1961 and 1962 and a more
recent study completed for France in 1964, along with an evaluation and ad-
justments based on recent trends in all countries of the EEC. They incorpor-
ate initial estimates of the age specific structure of the population, and
this, in turn, is used to estimate expected death rates and birth rates. A
gradually decreasing infant mortality rate is included in the projections.
Because they have shown no recent significant change, fertility rates are as-
sumed constant for Italy, Luxembourg and France. Fertility rates for Ger-
many, Netherlands and Belgium are figured using a rising rate for the age
group of women between 30 and 35 and a declining rate for others within the
total age span 14 to 49 years. Since net migration is not included in com-

Iy, Bolle, Bevolkerung Und Arbeitskrdftepotential der Ewropdichen Wint-
schaftgemeinschaft 1960 bis 1975 Deutsches Institut fur Wirtschaftsfors-
chung, Sonderheft No. 69, Uunker/Humbolt/Berlin, 1965.

% Ibid.
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puting projected rates of change, the estimates generated are those that
would occur on the basis of birth propensity and mortality assumptions.

The projected total population resulting from this two-step process is
comparable with or somewhat higher than those from other sources. Recent FAQ
and U.N. projections are lower in total, but not by more than a maximum 2.7
percent for any individual country.3 The most recent EEC projections are
much the same as those developed here with deviations of less than .5 percent
for individual countries.4

Labor Force and Employment

Rapid industrial expansion in the postwar period put a strain on the
available labor force especially in Germany and France thereby causing work-
ers to migrate into the area. The migration into Germany from Southern and
Eastern Europe and the migration into France from Algeria and the Iberian
Peninsula provided a significant part of the increase in total labor force
during the late 1950's and through about 1962. As was indicated in the dis-
cussion of population, this migration has diminished and is not expected to
be a major factor in the future. Future employment will be determined by
domestic growth in the employable labor force and by levels of labor force
participation.

In projecting total employment to 1970 and 1975 (Table 16), it was nec-
essary first to estimate rate of change in total employable labor. This was
obtained from the study completed at the Deutsche Institut fur Wirtschaft-
forschung. These rates of change then were used in conjunction with employ-
ment figures (i.e. total employable population adjusted to take account of
unemployment rates) to obtain projected future level of total employment in
each country.

To obtain rates of change in employable labor force by age bracket, the
following hypotheses were used:” 1) An overall decline in the labor force
participation rates of males 20 years old and less would occur due to a ten-

3U.N. "World Population Prospects as Assessed in 1963," Population Stud-
4ies No. 41, New York, 1966; and FAO, "Agricultural Commodity Projections for
1975 and 1985," CCP67/3 Vol. I and II, 1966.

4The EEC 1in reviewing its agricultural projections to 1970 has revised
its population estimate for 1970 upward from 184 million to 190 million.
This appears to have been done on the basis of an overview of trends without
formal demographic analyses and might be somewhat high. See: Comparaison
entre Les trhends actuels de production et de consommation et ceux prevus dans
£'etude des perspectives 1970, CEE, Information Internes sur L'Agriculture No.
7, June 1966.

51. Bolle, Op. Cit., pp. 31-36.
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dency toward longer school and training. On the same ground the percent of
20 to 24 age group men participating in the labor force was reduced somewhat.
The heaviest reduction in the percentage for the 15 to 19 age group was ap-
plied in France for the period 1965 and 1970 due to an expected extension of
the school obligation from 15 to 16 years sometime in 1967 or 1968. 2) The
percentage of employability among men 25 to 64 years of age was assumed to
remain constant with the exception of minor increases in Italy and Germany.
3) An overall increase in the employability of women 20 to 64 years of age
was assumed. This increase was only very small for the 20 to 29 and 60 to 64
year age groups. For the middle age groups, with the exception of France, a
greater increase was assumed primarily because of the increase in employment
of married women who, after children are somewhat older, can take up employ-
ment. The employment rate among German women 20 to 24 years of age, which
has been high relative to other EEC countries, was slightly reduced and the
percentage for the age group 25 to 29 was held constant. This reflects a
tendency in recent years for Germans to marry at a younger age and, thus, a
higher proportion of women in these brackets will be rearing families. For
the age groups beyond 30, the most rapid rate of increase in employability is
expected to occur in Germany and the Benelux countries. Due to already high
employment levels, the rate is expected to decrease slightly in France and to
increase only very slowly in Italy, largely due to social attitudes toward
women. 4) A reduction in employability for the population over 65 years of
age is assumed. The total population in this age group is expected to in-
crease, but employment possibilities are expected to decline 1largely due to
the shrinking of the proportion of total employment in agriculture.

The above estimates indicate that participation rates for females will
decline in Germany, France and Italy while they will increase somewhat in the
Benelux countries. A small decline in male participation rates will range
between 1 and 2 percent for individual countries. In total, including both
males and females, a net gain of about 1 percent will occur in the Benelux
countries, while a decline of about 4 percent is expected in France. Germany
and Italy will remain approximately at pre-existing levels.

Using these assumptions and rates of change based on them, future levels
of employment were estimated in a way similar to that used for projecting
population. To obtain a value for 1965, the annual percentage change in em-
ployment over the period 1960-64 was applied to the 1964 data for each coun-
try. The levels of employment used are based on levels existing during the
period 1960-64 adjusted to take account of declining unemployment in Italy,
Belgium and Luxernbourg.6

6Assumed unamployment rates for 1970 and 1975 are Belgium-Lux,1.9%;
France 1.2%; Germany .6%; Italy 2.8%; and Netherlands .7%.
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Employment 1levels in the EEC increased from 1955 to 1960 by an average
of approximately 1.2 percent per year and this declined to an increase of ap-
proximately .3 percent per year for the period 1960-64. The increase for the
total period was about .8 percent per year. The large increase for the area
as a whole for the period 1955 to 1960 can be directly attributed to rapid
increases in Germany. An increase of 2.5 percent per year was registered and
this was 2.5 times higher than in The Netherlands which had the second high-
est rate. The slower rates of increase during the period 1960-64 reflect a
decline in Germany, but also some decline in The Netherlands and a signifi-
cant decline in Italy due to economic recession. As has been true of histor-
ical change, the projected employment rates for 1965 to 1975 show consider-
able variation among countries. The most striking feature of the projection
is the high rate of increase in employment expected for The Netherlands.

Productivity Per Worker

Productivity per worker in the EEC has increased rapidly in recent
years, particularly in Germany, Italy and in France. These increases re-
flect both the shift of population from lower to higher productivity occupa-
tions, and intraindustry increases in productivity due to increased train-
ing, education, automation and mechanization. While the importance of each
of these respective components cannot be measured precisely, it is clear that
the 1large outmigration from agriculture to other industries has been a sub-
stantial contributing factor, particularly in those countries with the high-
est rates of productivity gain.

0f basic concern in projecting productivity for the future is the ques-
tion of whether the differentials between the 1large and small countries of
the EEC will persist; particularly whether the high rates of productivity
gain in France, Germany and Italy will be maintained at or above 5 percent
per year. If these high levels are assumed to continue, the rate of growth
in real GNP for the EEC in total will be extremely high. On the assumption
that problems of maintaining aggregate demand in the future may become some-
what more difficult, that within-industry technological progress will decline
somewhat, and that the gains in productivity from the transfer of agricultur-
al labor will be Tess due to the smaller numbers involved even if the rate of
transfer between agriculture and industry remains at its present level, it
would appear that historical rates of productivity gain for these countries
are higher than can be expected 1in the future. For the smaller countries
where productivity gains have been smaller, it can be expected that scale
economies due to reduced EEC tariffs and the strong competitive position of
the smaller countries due to their highly developed technical capacity and
the favorable investment climate would result in some increase in the rate of
productivity gains. Thus, the assumption that the opening of the EEC market

will tend to equalize growth rates among countries is used.
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Using this assumption, two estimates of GNP per man in 1970 and 1975 are
developed. The high estimate is based on a continuing increase in GNP per
man for each country in the EEC equal to that of the average for the EEC in
total during the period 1955-64. This results in a projection based on an
assumed increase in GNP per employed person of 4.4 percent annually. To ob-
tain a low estimate for each period, an assumed decline in the growth rate
equal to that which has occurred from 1960-64 was used. This results in a
projected productivity increase of 4.1 percent per year for each country for
the period 1965-70 and a projected increase of 3.7 percent for the period
1970-75. The results of these projections are indicated in Table 17.

Total GNP projections for each country and for the EEC were obtained by
multiplying projected levels of employment by projected GNP per man. Since
only one projection of the level of employment for each country has been in-
cluded, the variation in projected GNP within each country is associated en-
tirely with the different rates of change in output per man. Variations a-
mong countries in total GNP, however, (Table 18) reflect substantially dif-
ferent rates of expected increase in employment. Estimated growth rates are
somewhat lower than recent historical rates in France, Germany and Italy and
higher than recent growth rates in Belgium-Luxembourg, and particularly in
The Netherlands where a higher rate of productivity gain as well as a sub-
stantial increase in employment is anticipated.

Table 17. Output per Worker and Projections 1955-75. (At Market Prices and
in 1958 Prices)

Country Unit Actual Project1ons!

955 1960 1965 | 1970 [1970 1975 975

Low High Low High
Belgium-Lux. BF. (143,279 162,041|194,063| 237,145|240,638| 284,337 298,391
France FF. [ 10,975 13,893| 17,643 21,560( 21,877| 25,85Q 27,127
Germany DM. | 8,549 10,908| 13,331| 16,290| 16,530 19,532 20,497
Italy L(000) 751 962| 1,316 1,608 1,631 1,928 2,022
etherlands G 8,170 9,469| 11,570| 14,138| 14,347| 16,951 17,790
EEC U.A. | 2,034 2,485 3,153 3,853| 3,910( 4,620, 4,848

] —

High value computeu using an assumed increase in productivity of 4.4 per-
cent per year. Low value based on an assumed growth in productivity of 4.1 per-
cent per year for 1965-70 and 3.7 percent per year for 1970-75.

Sources: OECD National Account Statistics 1955-64, Paris, 1966; and OECD Man-
power Statistics 1955-64, Paris, 1966.

Per Capita Food Consumption and Total Requirements

Total food requirements in the EEC in 1970 and 1975 will reflect change
in population on an approximately 1 to 1 basis. Changes attributable both to
income and price, on the other hand, can be estimated only through the devel-
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TabTe 18. Gross National Product and Projections 1955-75. (At Market Prices
and in 1958 Prices)

Country Unit Actual Projections
1955 1960 1965 1970 1970 1975 1975
Low High Low High
Belgium-Lux. BF 519.0 588.8 741.3 920.4 933.9 1,130.2 1,186.1
(13.4)2 (25.9)| (24.2) (25.9) (22.8) (27.0)
France FF 212.4 270.7 352.7| 443.0 449.5 549.5 576.7
(27.4) (30.3)] (25.6) (27.4) (24.0) (28.2)
Germany DM 198.6 286.3 362.1 439.5 445.9 534.2 560.6

(44.2) (26.5)] (21.4) (23.1) (21.5) (25.7)

Italy L|14,818.0 19,607.0 25,821 [32,501.0 32,966 40,029.0 41,981
(32.3) (31.7)| (25.9) (27.7) (23.2) (27.3)

Netherlands G 33.7 41.2 51.7, 68.0 69.0 86.7 91.0
(22.1) (25.5)| (31.7) (33.6) (27.5) (31.9)

EEC U.Al 142.2 184.1 236.7| 294.5 298.8 362.5 380.4

(29.5) (28.6)| (24.4) (26.2) (23.1) (27.3)

TIn billions
2Number-s in parentheses are five-year average growth rates.

Sources: OECD National Account Statistics 1955-64, Paris, 1966; and OECD Man-
power Statistics 1955-64, Paris, 1966.

opment of logical coefficients. While a number of previous studies provide a
basis for estimating the income effect on food consumption, very little pre-
vious work has been done to provide price elasticity relationships in EEC
countries. Though the empirical basis is limited, the importance of price
changes on consumption to 1975 is liable to be of such magnitude that judg-
ments concerning total requirements will be improved through a systematic ef-
fort to evaluate the most Tikely consumption consequences of the EEC price
policy. These estimates are presented in the following two sections.

The Income Effect

The income elasticities used to estimate the effect of increasing levels
of income on per capita food consumption in the EEC are shown in Table 19.
Table 20 indicates the change in per capita consumption that would occur in
individual countries to 1970 and 1975 with the estimated changes in income
and with price relationships held constant. Overall, the consumption effect
of increased income is expected to be negative on cereals, strongly positive
on beef and poultry meat, positive but at a lower 1level on butter, cheese,
pork and eggs, and nearly neutral on fluid milk consumption except in Italy
and France. These elasticities were arrived at through a compilation of
elasticities 1in available studies that have attempted to directly measure

income-consumption response or have used income elasticities for projection
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Table 19. Income Elasticities for Selected Food Products

Item Belgium-Lux. France Germany Italy Netherlands
Cereals -.4 -.3 -.3 -.2 -.3
Beef and Veal o 5 o 143 .8
Poultry 1.0 .6 1.0 1.0 1.5
Pork .45 +35 .4 .6 .6
Eggs .4 .4 .4 .6 «9
Fluid Milk .03 .4 .0 D .
Butter .3 .35 4 .6 .4
Cheese w2 .47 .19 5 .45

ources: Weber, A. "Struktur und Dynamik des Fleischverbranche in den Lan-
dern der Europdischen Wirtschaftsgemeinschaft," Agrawintschagt, Sonderheft
11/12; H. Gollnick and P. Maciej, "Die Projektion der Nachfrage nach Nahrung-
smitteln in der Bundesrepublik Deutschland bis 1965, 1970 and 1975," Agrar-
vintschagt, February, 1965; Hans Stamer and Rudolf Wolffram, "Die Nachfrage
nach Agrarprodukten, 1965," Agranpolitik und Marktwesen, Heft 5; C.R.E.D.0.C.
Production and Uses of Selected Famm Products in France, A Projection 1960-
1975, Paris, 1967; USDA, Italian Agriculture, Projections of Supply and De-
mand in 1965 and 1970 and 1975, ERS-Foreign, 68; Vera Cao-Pinna, Le Prospet-
itive ded Consumi Alimentani in Italia 1965, 1970 and 1975, Dott A. Guiffre,
Milano, 1962; E. Wohlken, "Elastizitaten der Mengennachfrage nach Geflugel-
fleisch, Agrawintschagt, November, 1963; C.E.E. Le Marche Commun des Produits
Agrnicoles, Perspectives 1970, Etudes, No. 10, Brussells, 1963; FAO, "Commodity
Review 1962," Special Supplement, Agricultural Commodities -- Projections for
1970; Studiecentrum voor Economisch en Sociaal Onderzoek, Long Team Develop-
ment of Supply and Demand for Agricultural Production, BelLgium, 1970-1975, Se-
cond Progress Report, June 1965; IF0 - Institut fur Wirtschaftsforschung, E.V.
"Long Term Development of Demand and Supply for Agricultural Products in the
Federal Republic of Germany," Minchen, June 1966.

purposes. These, in turn, were compared with several studies in the U.S.
that were done with data reflecting income levels close to those that will
apply in the EEC during the projection period. On the basis of these two
sets of data and also reflecting to some degree pre-existing and known taste
patterns and 1levels of consumption the assumed elasticities only partially
repeat values used on other studies. In general, the elasticities used tend
to be somewhat lower than in prior studies.

The Price Effect

Two factors suggest that prospective consumption of cereal and livestock
products can be widely in error if price changes are not taken into account.
First, with the implementation of EEC policy, some major farm price shifts
will occur; and second, the supply-demand balance and technological factors
suggest that some price shifts independent of direct policy decisions might
occur. Further, these price changes probably will be most pronounced in pro-
ducts where change in consumption in response to price is substantial, prin-

cipally poultry meat and beef, and, to a lesser degree, eggs and pork.
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Table 20. Per Capita Consumption of Selected Food Commodities 1962, and Pro-
jections to 1970 and 1975 Based on Estimated Income Changes. (Kg)

Belgium-Luxembourg

Item 1962* 1970 1970 1975 1975
High Low High Low
Cereals (in flour equivalent) 84.5 72.8 73.4 65.8 67.5
Meat
Beef & Veal 22.5 33.8 33.4 39.5 38.1
Poultry 9.0 1.7 11.6 14.5 13.9
Pork 25.0 22.4 22.3 24.8 24.3
Eggs 12.3 13.6 13.5 14.9 14.6
Milk & Milk Products
Mi 1k 111.8 138.2 138.1 139.2 138.9
Butter 8.2 9.6 9.6 10.3 10.2
Cheese 6.0 6.5 6.5 6.8 6.8
France
Cereals (in flour equivalent) 95.0 83.5 83.9 77.6 80.7
Meat
Beef & Veal 33.1 36.5 36.2 40.8 39.7
Poultry 8.9 14.3 14.2 16.3 15.8
Pork 22.0 27.1 27.0 29.3 28.8
Eggs 11.3 127 12.6 13.9 13.6
Milk & Milk Products
Milk 105.4 120.0 119.3 131.3 128.6
Butter 6.4 7.2 7.2 7.8 7.7
Cheese 10.3 12.7 12.6 14.1 13.7
Germany
Cereals (in flour equivalent) 76.8 68.0 68.4 63.3 64.6
Meat
Beef & Veal 21.4 24.7 24.4 28.6 27.6
Poultry 5.4 8.1 8.0 9.9 9.5
Pork 31.9 36.6 36.3 39.9 39.0
Eggs 12.6 14.9 14.8 16.2 15.9
Milk & Milk Products
Milk 110.3 105.6 105.6 105.6 105.6
Butter 7.4 7.8 17 8.5 8.3
Cheese 7.5 8.4 8.4 8.8 8.7

(continued)
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Table 20 continued

Item 1962* 1970 1970 1975 1975
High Low High Low
Italy
Cereals (in flour equivalent) 133.8 123.3 123.8 116.5 119.1
Meats
Beef & Veal 16.7 21.8 2145 28.3 26.8
Poultry 5.0 9.2 9.1 1.3 10.8
Pork .9 9.3 9.2 10.6 10.2
Eggs 9.6 11.6 1.5 13.2 12.8
Milk & Milk Products
Milk 62.0 73.2 72,7 81.6 79.6
Butter 1.5 1.9 1.9 2.2 2.1
Cheese 7.2 8.5 8.4 9.5 9.2
Netherlands
Cereals (in flour equivalent) 77.7 65.7 66.1 61.0 62.2
Meat
Beef & Veal 22.1 23.0 22.7 27.4 26.3
Poultry 2.8 6.2 6.1 8.4 7.9
Pork 17.7 31.0 30.7 35.4 34.3
Eggs 12.2 14.9 14.8 16.7 16.2
Milk & Milk Products
Milk 122.6 119.6 119.4 122.4 121.8
Butter 4.8 4.4 4.4 4.8 4.7
Cheese 8.0 8.6 8.5 9.5 9.2

*Source for 1962 data: OECD "Food and Agricultural Statistics 1952-1963,"
and "Food Consumption in the OECD Countries," Paris,
1966.

Optimally, estimates of the price effect on consumption of a commodity
or groups of commodities should rely on a fully specified matrix of price and
cross price elasticities that encompass total consumption. Further, these
should be based on estimates of consumer level price shifts. Since neither
of these sets of data are available for European countries, an approximation
based on data that are available became necessary. Retail price shifts are
estimated from price data that apply at the farm level plus estimated market-
ing margins. Price elasticities were developed using limited European

sources and information from compilation studies done in the United States.7

See especially R. Foote, Price ELasticities of Demand for Non-Durable
Goods, with Emphasis on Food, USDA, AMS-96 (processed) 1956; and G. Brandow,
Interrelationships Around Demands for Farm Products and Implications for con-
thol of Market Supply, The Pennsylvania State University, Bulletin 680,. Aug-
ust 1961.
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Price changes necessarily must be expressed in real terms. If the base per-
iod price is increased as a result of EEC policy, the real price will in-
crease, stay constant or decline depending on the general inflation rate for
the period. It is the change in real price at the retail level that is rele-
vant to estimating change in consumption not the change in nominal price.
Additionally, price changes at the farm 1level become reflected in retail
prices in terms of a factor related to the proportion of consumer expendi-
tures. Thus, if the farmers' share of consumer expenditure is 25 percent and
the shift in farm prices is relative to all other prices -- including market-
ing services -- a decline of 4 percent in real farm price would be reflected

in a change of 1 percent (4 x .25) at the retail level. In turn, if the price
elasticity of demand at the retail is .50, the decline of 1 percent in retail
will result in a .5 percent adjustment in quantity consumed. Using this gen-
eral format for computation and assuming a basic inflation rate of approxi-
mately 3 percent per year, a price adjustment factor to 1970 and 1975 was
computed for each commodity using the price changes developed by D. Epp as
basic data. The data on percent of consumer expenditure accruing to farmers
and the matrices of price elasticities used as guides in arriving at final
estimates are indicated in Appendix Tables A-1 and A-2. Commodity price
elasticities were used directly in making computations, while the cross price
elasticities were used without direct computation as a basis for final judg-
ments on consumption patterns.

The resulting price-adjusted per capita consumption levels and total re-
quirements by country are shown in Table 21. The implication of these esti-
mates through time for consumption of all cereal and 1livestock products and
for two subgroups are shown in Table 22. As already indicated, the use of a
well-defined computational procedure did not circumscribe the need to make
judgments in arriving at the final estimates. Because of the limited impact
of price on consumption of cereal products due both to a 1low elasticity and
high marketing margin, no price adjustment was made. The higher level of
consumption based on income change alone is used as a final estimate for cer-
eals. Dairy products also exhibit a limited price effect, but may be affect-
ed somewhat by declining prices and increased consumption of eggs and poultry
and to some extent pork. This is reflected by assuming the lower rate of in-
crease generated through analysis of income adjustments alone.

The principal cases where direct price adjustment will have an effect
are in meats and eggs. Beef prices in real terms are expected to rise and
have a depressing effect on consumption. The estimated per capita consump-
tion levels will be near the lTow range or in some cases will be below the
range of estimates based on income effects. The depressing effect of in-
creased beef prices will be greatest in Germany due to the substantial price
increases that follow directly from the change to EEC prices.
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Table 21. Per Capita Consumption and Total Requirements of Selected Food Comr
modities Projected 1970 and 1975.

Germany
Item Annual Per Capita Total Requirements
Consumption in Kg. in 1000 Metric Tons
1970 1975 1970 1975
Cereals' 68.0 63.3 4,132.4 3,939.0
5,206.8 4,963.1
Meat
Beef & Veal 22.6 26.2 1,373.4 1,630.3
Poultry 8.4 10.1 510.5 628.5
Pork 37.4 40.9 2,272.8 2,545.1
Other Meat 6.1 6.5 370.7 404.5
Total Meat 75.6 86.3 4,594.2 5,370.2
Eggs 16.4 18.0 996.6 1,120.1
Dairy Products
Milk 105.6 105.6 -——— -——
Butter y R 8.3 ———- il
Cheese 8.4 8.7 === ———
Total Milk Eqm‘va]ent2 364.3 379.6 22,138.5 23,631.7
France
Cerea]s] 83.5 77.6 4,246.9 4,100.7
5,818.2 5,618.0
Meat
Beef & Veal 35.0 37.0 1,780.1 1,955.2
Poultry 14.7 16.0 747.6 845.5
Pork 27.9 29.2 1,419.0 1,543.1
Other Meat 12.6 10.7 640.8 565.4
Total Meat 90.2 92.9 4,587.6 4,909.9
Eggs 13.1 14.3 666.3 755.7
Dairy Products
Milk 119.3 128.6 - -———-
Butter y R 7.7 ———- i
Cheese 12.6 13+ ——— ===
Total Milk Equiva]ent3 439.9 472.8 22,3737 24,985.1

continued...
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Table 21 continued

Annual Per Capita Total Requirements
Consumption in Kg. in 1000 Metric Tons
Item 1970 1975 1970 1975
Netherlands
Cereals’ 65.7 61.0 858.7 849.1
1,159.2 1,146.3
Meat
Beef & Veal 22.8 27.2 298.0 378.6
Poultry 6.6 9.8 86.3 136.4
Pork 30.9 35.1 403.9 488.6
Other Meat 6.2 6.9 81.0 96.0
Total Meat 66.5 79.0 869.1 1,099.7
Eggs 15.3 17.2 200.0 239.4
Dairy Products
Milk 119.4 121.8 -——— e
Butter 4.4 4.7 ——— P
Cheese 8.5 9.2 — S
Total Milk Equivalent2 325.0 341.0 4,247.7 4,746.7
Belgium-Luxembourg
Cereals' 72.8 65.8 724.2 669.5
1,006.7 930.7
Meat
Beef & Veal 32.2 37.7 320.3 383.6
Poultry 13.0 15.0 129.3 152.6
Pork 23.0 25.5 228.8 259.5
Other Meat 9.4 10.2 93.5 103.8
Total Meat 77.6 88.4 772.0 899.5
Eggs 14.0 15.2 139.2 154.7
Dairy Products
Milk 138.1 138.9 ——— -——-
Butter 9.6 10.2 -—— ———-
Cheese 6.5 6.8 R -
Total Milk Equiva]ent2 409.1 425.2 4,069.8 4,326.7

continued...
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Table 21 continued

Annual Per Capita Total Requirements
Consumption in Kg. in 1000 Metric Tons
Item 1970 1975 1970 1975

Italy
Cerea]s] 123.3 116.6 6,311.1 6,411.2
8,204.3 8,334.5

Meat
Beef & Veal 23.1 30.0 1,227.3 1,649.7
Poultry 9.8 12.0 520.7 659.9
Pork 9.5 10.5 504.7 577.4
Other Meat 5.4 5.9 286.9 324.4
Total Meat 47.8 58.4 2,539.7 3,211.4
Eggs 11.9 13.5 632.2 742.4

Dairy Products

Mi 1k 72.7 79.6 —— ———-
Butter 1.9 2.1 ——— ———
Cheese 8.4 9.2 ———- ==
Total Milk Equivalent2 196.5 215.8 10,440.2 11,866.8

1Larger figure is grain equivalent, the smaller total and per capita values
are flour equivalent.

2Inc]udes fluid milk, butter, cheese, condensed and evaporated milk only.
Conversion factors used in converting to milk equivalents: Butter 20.5;
Cheese and Cream 10.0; Condensed and Evaporated Milk 2.1; Powder 11.0.

3Mi1k equivalent estimates for France include fluid milk, butter, cheese,
condensed and evaporated milk plus an adjustment factor based on 1962 supply
land distribution balances to allow for large consumption of other dairy pro-
ducts.

Pork, poultry meat and egg consumption, after price adjustment, are es-
timated at higher 1levels than those suggested by income change alone in most
cases. The most important effect will occur in poultry meat and for Germany
in eggs. The smallest proportional adjustment occurs in pork and, in gener-
al, price adjustment tends to suggest per capita consumption Tlevels at the
high Tevel or only slightly above those suggested by income estimates alone.
Insofar as the net effect of price change in beef, pork, and poultry, the
least change from consumption levels estimated without taking price into ac-
count occurs in Netherlands. This reflects the fact that as the most effi-
cient producer of pork and poultry during the base period, the least room for
reduced production costs exists in The Netherlands. The greatest shift oc-
curs in Italy where price elasticities are higher and prices, particularly of
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Table 22. Recent Per Capita Consumption and Projected Change to 1970 and 1975

Country 1962 Index 1970 Index 1975 Index
1952=100 1962=100 1962=100
ALL MEAT
Netherlands 47.7 149 66.5 139 79.0 166
Germany 64.5 155 74.5 116 83.7 130
France 79.3 131 90.2 113 92.9 17
Belgium-Lux. 64.3 128 77.6 121 88.4 137
Italy 33.3 173 47.8 143 58.4 175
U.S. Consumption [ ---- -— ———- -— 88.1 -
1964

LIVESTOCK PRODUCTS
(Meat, Eggs, Butter, and Cheese)

Netherlands 75.6 167 94.7 125 105.1 139

Germany 82.0 136 107.0 130 118.8 145

France 106.2 128 123.1 116 128.7 121

Belgium-Lux. 90.8 17 107.7 119 120.6 133

Italy 51.6 154 70.0 136 83.2 161

U.S. Consumption | ---- -— ——— -—- 119.0 -—
1964

LIVESTOCK PRODUCTS AND CEREALS

Netherlands 153.3 109 160.4 105 1711 112

Germany 158.8 99.6 175.0 110 182.0 115

France 204.3 100 206.6 101 206.2 101

Belgium-Lux. 175.3 96.2 180.5 103 186.4 106

Ttaly 185.4 107 193.3 105 199.8 108

U.S. Consumption | ---- -—- E— -— 184.6 ---
1964

Source of 1962 data: OECD Food and Agricultural Statistics, Paris 1965; and
OECD Food Consumption in the OECD Countries, Paris 1966

poultry and pork, are expected to decline. The largest single price change
expected is for poultry in France. Retail poultry prices (in real terms) in
France could decline from the base period (1963-65) by as much as about 30
percent to 1970 and by up to 40 percent by 1975.

In general, these estimates can be checked in two ways: First, they can
be compared with pre-existing trends in the individual countries; and second,
they can be compared with consumption levels in other countries where income
levels are higher. The comparisons showing the relationship of projected
changes for the 13-year period, 1962 to 1975, for the EEC countries as com-
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pared with recorded changes from 1352 to 1962 and the relationship of esti-
mated EEC consumption 1levels to comparable 1964 consumption levels in the
U.S. are shown in Table 22.

Conclusion

In general, the rates of increase in consumption on an annual basis are
expected to be somewhat lower than has occurred in the past and this is true
despite the reflection during the projection period of a net real price ef-
fect that will in the overall tend to accelerate meat and egg consumption.
In comparison with current U.S. consumption levels, the only apparently high
projected value is meat consumption in France.8 Yet, by an absolute stand-
ard, this 1is not excessive and French diets have traditionally contained a
high meat component and the proportion of income allocated to food purchase
has traditionally been very high. This high level is attained for France
despite the slowest overall (1962 to 1975) projected rate of increase for any
of the EEC countries. For the area as a whole, a decline in the relatively
high level of potato consumption in the four northern countries and in the
very high level of fruit and vegetable consumption in Italy indicate that the
projected expansion in livestock product consumption as well as the relative-
1y small overall increase in livestock product-cereal consumption could feas-
ibly occur. In any event, a relatively strong pattern of increased consump-
tion of livestock products, especially meat, is likely to continue during the
projection period. Further, unless major unforeseen changes 1in EEC policy
occur, farm price developments are 1ikely in net to encourage rather than re-
tard consumption as compared with that which would occur under constant real
price relationships.

8The estimated per capita levels for France are below the levels indi-
cated by strict adherence to the income and price elasticity matrices. Be-
cause of high existing levels of consumption, it is unlikely that future in-
creases in relation to either income or pirce will be as rapid as in other
EEC countries with comparable income levels.
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Chapter 4
EEC Production -- Past and Projected

This chapter describes in broad terms, the nature of agriculture in the
EEC and some of the climatic, environmental, and economic factors that influ-
ence it. It will also describe recent production levels and project them to
1970 and 1975. In order to do this we have divided the EEC into 19 regions,
and our production patterns and projections are done on a regional basis
(Figure 1).

The use of so few regions to describe production systems in EEC agricul-
ture will almost certainly bother European readers, because the regions are
far from homogenous either in environment or type of farms. On the other
hand, U.S. readers may be surprised to find countries much smaller than some
of our states divided into half a dozen or more regions. We felt that, due
to the heterogeneity of EEC agriculture, regional analysis should be attempt-
ed. At the same time, the regions had to be delineated using governmental
unit boundaries to enable us to obtain the necessary statistics. Thus, in
West Germany, the regions used are the Landen or states. In France, they
are groups of departements which, according to our French cooperators, have
roughly similar natural conditions and types of farming. In Italy, the re-
gions used also are groups of provinces, grouped along the lines of environ-
ment and location. The Netherlands was taken as a single region, and Belgium
and Luxembourg were treated as one region.

Climatic conditions vary widely within the EEC ranging from the dry,
semi-tropical areas of Southern Italy to the areas of Germany bordering on
the North Sea. Even so, the climatic conditions of EEC agriculture vary much
less than for the United States. For instance, there is no significant re-
gion of the EEC which has a mean temperature in January below 0°C (32°F) nor
any that have a mean temperature of more than 35°C (95°F) in Ju]y.1 These
ranges are significantly less than found between, say, Southern California's
Central Valley and Northern Minnesota.

With the exception of relatively few areas, annual rainfall in the EEC
falls within a range of 600 to 900 millimeters (24-35 inches) and 1is fairly
well distributed throughout the year. The number of days with frost rarely
exceeds 90 and this is only in regions of high altitude.2

Thus, in general, with the exception of parts of Southern France and
Italy, the climate in the EEC is favorable to agriculture. This is especial-

1 s i :
Organization fgr European Economic Cooperation, Agricultural Regions in
the EEC, Documentation in Agriculture and Food No. 27, Paris, 1960, p. 45.

21bid.
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ly true for grass and grains as evidenced by the relatively high grain yields
in most areas. Corn production, however, is limited due largely to the lack
of enough warm nights and dry weather to insure maturity.

Several features distinguish EEC agriculture and are important to its
future development. First is the large number of farms for the agricultural
land area and the consequent small size of most of the farms. Moreover, in
some areas these small farms are highly fragmented containing, in some cases,
as many as 50 to 100 separate pieces. For historical reasons and because of
the extreme pressure of population on the land, land prices generally are ex-
traordinarily high relative to earnings and the land market does not appear
to be well developed. Thus, farm consolidation and enlargement 1is« an ex-
tremely slow process depending largely upon death and retirements.

Much of the agricultural land in the EEC is sloping, so that it is not
suitable for cultivation and remains in permanent pasture. Even much of that
which is cultivated is not suitable for mechanization and would not be culti-
vated under U.S. conditions. Such land in Southern Germany, Southern France,
and in the mountains of Italy is being slowly abandoned or reverting to per-
manent pasture, a trend that is likely to continue with the retirement of the
present operators.

These factors together with the outside employment conditions in the
areas are strong determinants of the way farms in the EEC are organized and
of the rate and direction 1in which they will change. A study by the EEC
found that the single most important determinant of farm organization and
profitability was the farm size relative to the labor force.3 These conclu-
sions are substantiated by the studies by Peterson and Petit, Rossmiller, and
Mangum.4

Thus, farms in the EEC tend to be organized around the labor force
available relative to the size and terrain of the farm. Where the labor-land
ratio 1is high, farms tend to have mixed production or what would be termed
"general” farms in the U.S. These farms have some pasture, some grain --
both food and feed grains -- hogs, and dual-purpose cattle which produce both
milk and meat. Where the labor-land ratio per farm is more favorable (lower)
as in The Netherlands, Northern Germany, and North Central and Northwest

3EEC Commission, Informations Internes sur L'Agriculture, Les conditions
de Productivite et La Situation des Revenue d'Exploitations Agricoles Famili-
ales dans Les Etats Membres de La CEE, Study No. 13, August, 1966.

4G.A. Peterson and Michel Petit, Cwwient Changes in the Livestock and
Grain Economy of France and Thein Effect Upon Foreign Trade Patterns, Dept.
of Agricultural Economics, University of Wisconsin; George E. Rossmiller,
The Grain-Livestock Economy of West Germany with Projections to 1970 and
1975, Number 1 in this series; and Fred A. Mangum, The Grain-Livestock Econo-
my of Italy with Projections to 1970 and 1975, Number 2 in this series.
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France, the farms may specialize in forage and milk production or in cash
crop production. Where the labor-land ratio is very high and climate is more
moderate as in parts of Italy and Southern France, the farms specialize in
labor-intensive vine, fruit, and oil crops.

In a sense, farm organization in the EEC is the product of several cen-
turies of history. It shows up in farm size, farm fragmentation, the Tloca-
tion and nature of farm buildings, land prices, and type of farming. Even
marked changes in governmental price policy and relative prices are not going
to wrench EEC agriculture out of its historical pattern and convert it to a
model of midwestern U.S. agriculture. This is not to imply that rapid change
has not and will not occur, but that change in EEC farm production patterns
must overcome significant economic, institutional, and historical barriers.

One of the greatest impacts is upon mechanization -- the rate at which
capital is substituted for labor in EEC farming. Probably the greatest con-
trast one can find in EEC farming is in this area. In some areas it is not
uncommon to see draft cattle and self-propelled combines working in close
proximity. Small size, slope, and fragmentation make mechanization physi-
cally and economically impossible for many farms in the EEC, especially in
the mountain regions.

Despite these many obstacles, farming in the EEC has been rapidly me-
chanized in the past few years. Indeed, considering the small farm size, the
rapid pace of mechanization has resulted in what might be regarded as over-
mechanization in some areas. For example, West Germany has the largest num-
ber of tractors for the 1land area under cultivation of any country in the
world.5

The substitution of capital for human effort has been large and is ex-
pected to continue at a rapid pace, but the end result is wusually still an
agriculture that requires a relatively high farm product price in order to
provide even low returns to the majority of the operators of small farms.

Grain Production in the EEC

Most observers believe that the greatest influence of switching to the
common price policy will be on grain production. In order to evaluate these
probable shifts, some recent perspective upon sown areas, yield, and produc-
tion is necessary.

Grain Surface in the EEC

Tables 23 and 24 show the surface sown to the major grains by regions in
1955 and 1964. These years were used because they appeared to be about nor-
mal as far as weather influence was concerned and because they appear to rep-

5Rossmi]1er, op. cit.
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resent the trends that are apparent in the year to year data.6

In 1955, approximately one-half of the 21.8 million hectares planted to
grain was wheat. The importance of wheat varied considerably from region to
region. It dominated the area sown to grain in Central Italy (Region 17) and
the Islands (Region 19) and made up half of the total grain area in the rest
of Italy and most of France. Wheat was much less important in the grain
areas 1in the Northern EEC. Looking at the total surface planted to wheat in
1955 in the EEC, Italy and France dominated, accounting for respectively 45
and 42 percent of the total acreage of wheat planted. The largest acreage of
wheat was in the Paris Basin area of France which contained more than one-
third of the wheat acreage planted in France.

The grain crop occupying the second largest acreage in 1955 on EEC farms
was oats. Here again the area in France was largest by far, accounting for
more than one-half of all the oats acreage. Germany was relatively more sig-
nificant in oats than wheat in 1955, while oats were significant in only one
region of Italy, the South (Region 18).

The third most important grain crop in 1955, according to planted area,
was barley. Here again, France had more than half of all the barley acreage,
Germany was next in terms of area planted and Italy was relatively signifi-
cant. The most important barley areas were in Southern Germany and North and
Central France.

Corn, another feed grain, occupied the fourth place in acreage planted
in the EEC in 1955 despite the fact it was grown in only four regions in
France and Italy in any great quantity. The north of Italy alone had over 42
percent of the area planted to corn in the EEC in 1955 and Italy had 73 per-
cent of the total. Outside of Italy only Region 13 in southwestern France
had any significant area in corn in 1955.

The acreage in rye is shown separately only for Germany where its plant-
ed acreage in 1955 exceeded other grain crops since it was used both for food
and feed. In the other countries it is generally produced as a feed grain
and is included in the "other grain" category.

The other grain acreage also was heavily concentrated in France in 1955,
especially in the southwestern and northwestern areas. In Germany it was
largest in the northern regions.

Thus, the distribution of area planted to grain in the EEC in 1955 il-
lustrates the major importance of France in the production of all grains ex-
cept rye and rice. France had more than half of the planted area in the ma-
jor feed grains -- barley, oats, and mixed grains -- and was significant in
corn area and major in wheat area. Therefore, recent trends and future pro-

6For the annual data see the reports in this series by Rossmiller, Man-
gum, and Petit, op. cit.
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jections for France are of crucial importance to the shape of EEC agricul-
ture.

Turning to 1964, we find that total area planted to grain in the EEC
changed Tittle in a decade. A decline in Italian grain area was about offset
by small increases in France and Germany. The change in distribution of area
between grains has been highly important.

In general, the proportion of area planted to food and feed grains
changed very little although there were major shifts within each category.
In Germany, every region increased its wheat acreage, but there were roughly
offsetting decreases in the area planted to rye. In France, the area planted
to wheat declined by about ten percent largely due to declines in the areas
where wheat already was less important. In Italy wheat acreage declined in
every region as hill and mountain farms were abandoned or converted to graz-
ing.

The greatest change occurred in the acreage devoted to feed grains. In
all but a few areas in Germany and in Southern Italy there was a marked de-
cline 1in the area planted to oats. This reflects both the mechanization of
agriculture and the recognition that other feed grains are much more produc-
tive in most areas of the EEC. The area devoted to mixed grain production
in Germany expanded, whereas it generally declined elsewhere in the EEC.

The most rapid increases from 1955-64 were in the area devoted to barley
and corn production. Barley area increased by nearly one-half in Germany
with the increase general throughout the country. The area planted to barley
in France almost doubled, with major increases in every region except the
South. In Italy there was a decline in barley area, but it was small rela-
tive to the increases elsewhere in the EEC. The area devoted to corn produc-
tion in France also almost doubled between 1955 and 1964. The expansion was
heavily concentrated in the Paris Basin, where area increased almost eight-
fold, and also in the Southwest. There was a decline in the area planted to
corn in Italy over the decade as corn production moved to irrigated areas and
contracted in nonirrigated areas. Thus, at present France rivals Italy in
terms of the area devoted to corn production.

Over the decade 1955-64 in the EEC, France increased modestly in rela-
tive importance of land area in grains. And the relative importance of
France in the area devoted to feed grain production increased markedly. Some
of the shift has been encouraged by the increase in barley price relative to
wheat price, but the increased area devoted to corn production has occurred
in the face of a lower price relative to wheat.

Thus, the past decade prior to the adoption of the common price policy
has seen marked shifts in grain production in the EEC. The shift from horse-
power to tractors, the rising demand for feed grains, and the development of
better adapted varieties have expanded the area in the major feed grains at
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the expense of other grain crops. The total area in grains has remained
quite stable, but there.has been a continuing change in the mix of grains
planted.

Grain Yields in the EEC

The yields of small grains in the EEC are generally high by North Ameri-
can standards’ (Table 25). These high yields can be attributed to the gener-
ally ample rainfall and to very heavy applications of commercial fertilizers.
Yields were quite high in 1955 and they have advanced more or less steadily
(apart from weather) since then. For instance, the wheat yield in Bavaria
(Region 7), the 1largest grain region in Germany, was 26 quintals per hectare
in 1955 and exceeded 34 quintals per hectare in every year but one in the
1960-64 period. In the Paris Basin of Northern France (Region 11), which a-
lone has one-sixth of the total EEC area planted to wheat, the yield was 29.9
quintals per hectare in 1955 and 40.2 quintals per hectare in 1964.

In general, for the small grains the yields are highest in the Northern
EEC and tend to decline as one moves South. Thus, the highest yields are in
the areas of Northern Germany, The Netherlands, Belgium-Luxembourg, and Nor-
thern France. The lowest yields are in Southern France and Southern Italy,
with Northern Italy (Region 16) also having good yields, especially for corn.
This is partially due to differences in climate and soil as one moves from
North to South and partially due to the progressiveness of the farmers in the
regions.

A comparison of grain yields in 1955 and 1964 show that yields of all
grains increased appreciably in almost all of the regions except Southern It-

a]y.8 Even though yields have generally risen there still is an appreciable
gap between the yields in regions with the more advanced technology, suggest-

ing that future yields may rise considerably in some regions of the EEC.
Grain Production 1955 and 1964

Grain production in the EEC in 1955 was just over 47 million metric tons
(Table 26). France was the Tlargest producer, producing 36 percent of all
grain in that year. Italy was second with 30 percent of total production,
and West Germany accounted for 26 percent of grain production in 1955.

Wheat was dominant 1in 1955, amounting to nearly one-half of the grain
produced. Other food grains accounted for 9 percent of grain production, so

7For' the U.S. reader the following multiplication factors may be used to
convert yields from quintals per hectare to bushels per acre: Wheat-1.4870;
Corn, rye, sorghum-1.5932; Barley-1.8587; 0ats-2.7881.

Corn yields in France 1in 1964 were lower than the preceding two or
three years due to an unusually dry summer in the major producing areas.
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the food grains amounted to well over one-half of total grain production.
Oats was the most important feed grain in 1955, followed in order by barley,
corn, and mixed grain,

The effect of yield can be seen by noting that, in general, areas in the
northern EEC and the Po Valley of Italy had a higher proportion of production
than of surface planted to grain.

Turning to 1964, we find that total grain production in the EEC increas-
ed markedly over the decade and amounted to over 61 million tons (Table 27).
Wheat still accounted for almost half of all grain produced (48 percent).
Other food grain production declined as a proportion of total grain produc-
tion but remained at the same absolute levels as yield increases offset the
decline in planted area. Thus, food grain production declined slightly as a
proportion of total grain production.

During the decade France increased her position accounting for 45 per-
cent of total grain production in the EEC in 1964. The relative position of
Germany remained almost unchanged, while that of Italy declined markedly as
the result of lower output of wheat, barley, and rice. Both The Netherlands
and Belgium and Luxembourg declined in their relative proportion of grain
production despite substantial absolute increases in output due to higher
yields.

Perhaps the most striking element by 1964 was the great importance of
the Paris Basin (Region 11) in total grain production in the EEC. In 1964
this region produced a quarter of all the wheat produced in the EEC, 35 per-
cent of all the barley, and 8.5 percent of the corn. Northern Italy, which
produced 13.5 percent of the wheat and 50 percent of the corn in the EEC, was
the only region in the Community of major importance and it was a distant
second to the Paris Basin.

Projection of Grain Production to 1970 and 1975

One of the major purposes of this research is to provide projections of
EEC agricultural production to 1970 and 1975 and to estimate the resulting
changes in trade patterns. The detail underlying these projections has been
covered in the supporting studies for the individual countries and will not
be repeated here.

In general, crop production was projected by first projecting total land
area planted to grains, then estimating the proportion of total area in
grains planted to individual grains, and finally estimating individual grain
yields. The proportion of land planted to grains is probably the most cru-
cial element in this process, for there has been concern in some quarters
that the higher grain prices in several of the countries would induce the
plowing up of pastures for grain production.

As will be seen, we do not anticipate significant increases in the total

7
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acreage devoted to grain in the EEC. Our expectations are based upon the re-
search results of the effects of changes in farm structure and labor force,
farm budget and linear programming analysis, and regression analysis of past
relationships. None of these appear to support a widespread switch from
grass-livestock to cash grain production in those areas where conditions
might be amenable to such shifts. Indeed, as shown in Chapter 3 on the ex-
pected shifts in price under EEC policy, the relative price shifts are in fa-
vor of forage-consuming livestock.

Most of our analysis suggests that the total area planted to grain is
not very sensitive to price changes, at least not price changes of the magni-
tude that appear likely under the proposed EEC policies.

Grain yields in the EEC appear likely to be almost exclusively a func-
tion of technology and shifts in the location of production. Improved know-
ledge and management is more Tikely to influence fertilizer use and other
production practices than are changes in grain prices.9 Our yield projec-
tions are based upon the best information available to us regarding recent
trends and possible future developments in technology and management.

The major anticipated effect of the EEC price policies is the impact of
shifts in relative prices upon the proportion of total grains planted to a
specific grain. It appears that individual grain acreage is quite sensitive
to relative grain prices and we have used our projected prices accordingly.

In order to wunderstand the basis for our projections of EEC grain pro-
duction in 1970 and 1975, a brief review of the price assumptions is in or-
der. For 1970 the grain price policies set by the EEC which took effect in
1967 were projected as the most probable policy for 1970. The present poli-
cies were achieved after considerable political difficulty and the enthusiasm
to change them quickly is Tikely to be low. Moreover, it will take at least
a few years experience to determine how the new policies are working.

For the 1975 projections we have used two price levels. One is a con-
tinuation of the same absolute price as in 1970. This would represent a de-
clining real price and represents, in our judgment, the lower price limit
which would be politically feasible. The second grain price used for 1975
represents a constant real price, assuming an increase of about three percent
annually in consumer prices.

Looking at the total grain surface projected for the EEC in 1970 and
1975, we believe that the forces to contract grain acreage will overshadow
those to expand grain acreage sufficient to bring a modest decline in the
grain surface (Tables 28 and 29). Encouraging contraction will be the gradu-

9U.S. readers are reminded that fertilizer use in the U.S. and yields of
grgin have climbed rapidly in recent years with stable or falling product
prices.
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al abandonment of hillside and mountain farms in Southern Germany, The Cen-
tral Mountains of France and in the Central, South and Islands of Italy to
permanent pasture. These farms, where mechanization is very difficult, will
decline with the retirement of the present generation of farmers, and many
that are there now are leaving. On the other hand, increasing farm size and
rising labor costs will tend to encourage the expansion of grain production
in areas of mixed farming in Germany, France, and the valleys of Central
Italy.

The available evidence, from farm budgets and linear programming, do not
indicate that it would be profitable to convert either permanent grassland or
annual forage 1land in North and Northwest France and in Northern Italy to
grain production. Therefore, we anticipate that total grain acreage in the
EEC will continue a modest downtrend, with considerable variation by area and
crop.

It appears that the surface devoted to wheat in the EEC will continue to
decline slowly. This will not be true in all regions, however. Thus, every
region in West Germany appears likely to expand its acreage in wheat until
1975, although the rate of expansion is likely to be less than experienced
between 1955 and 1964. Much of this expansion will come at the expense of
rye, so that the total surface in food grains will actually decline.

Wheat acreage appears 1likely to continue to expand very slowly in The
Netherlands and also in Belgium-Luxembourg.

The total surface in wheat is projected to contract appreciably in both
France and Italy in the years until 1975. It should be noted, however, that
the contractions are projected to be in the regions with low wheat yields,
whereas acreage in the major producing regions with high yields is projected
to remain about unchanged. The total acreage of food grains is projected to
decline as the surface planted to rye declines. Thus, by 1975 we project
that 53 percent of the EEC grain area will be planted to food grains, compar-
ed with 57.4 percent in 1955. (Table 30).

In total then, wheat acreage is expected to remain stable or expand in
the highest yielding regions of the EEC and contract in the regions having
lower yields. This shift alone will result in a markedly higher average
yield for wheat in the EEC even if there were no technical changes; but as we
shall point out later, it also appears that the yield in each region is like-
ly to increase, so both factors will tend to push up the output of wheat.

Among the feed grains the shift to barley and corn production and away
from oats and mixed grain production appears likely to continue. Barley ac-
reage is projected to increase in every region of the EEC except Southern
France and Italy. As a result, barley surface in 1975 1is projected to be
more than twice that in 1955.
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Table 30. Composition of EEC Grain Surface in Percent, By Years

1955 1964 1970 1975
Wheat 49.9 49.6 48.3 47.4
Other Food Grains' 7.6 6.0 5.0 4.3
Barley M5 18.3 23.5 272
Oats 17.5 1.6 8.6 6.5
Corn 7.8 9.2 10.8 11.5
Other Grains 5.7 5.3 3.8 3.1

Total 100.0 100.0 100.0 100.0

1 Other Food Grains include Rice in all countries except in Germany they
include Rice and Rye.

2 Other Grains include Sorghum, Mixed Grains and Rye in all countries
except in Germany they include Sorghum and Mixed Grains.

The projected increase in corn surface is at a much slower rate than for
barley. This 1is because the climate is not suitable for corn in all of the
EEC. In France, the acreage increase is expected to continue at a rapid pace
except in the South and the 1975 acreage is projected at three times the 1955
area. In Italy, however, corn acreage is expected to continue to contract to
irrigated areas and, therefore, where it is highly competitive with other
crops and where very high yields are obtained.

Yield Projections for Grains

The prospective yields of grain in a given area for some period ahead is
one of the most difficult items to project. This is because yields are sub-
ject to so many factors acting together that it is very difficult to separate
them either historically or for the future.

We have projected continued increases in yields throughout the EEC until
at least 1975 (Table 31). Part of this will be the result of continued im-
provement in seed varieties and cultural practices. Part will be due to in-
creased fertilizer use which, although high, varies considerably by area.
Part of the yield increase will be due to the continued expansion of farms
controlled by the more progressive and better managers. And, part will be
due to increased crop specialization by farm and by area as the adoption of
common price policies allows the principle of comparative advantage to oper-
ate more fully over the entire area.
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Our projected yield increases are greatest for wheat, barley, and espe-
cially corn. This is anticipated because the probable increase in corn tech-
nology is greatest and because as a relatively recent crop in the EEC, there
is undoubtedly room for significant improvement in cultural practices.

We have not tried to project a price influence upon yield. This is be-
cause there is no historical base for such measures and, because it is likely
that improvements in technology will be such that they will require continu-
ous adjustments in practices regardless of price effects. Moreover, it is
doubtful that most farmers in the EEC are at their optimum adjustment level
at present prices. Therefore, we expect a continuous series of adjustments
in the years ahead and have projected a rate at which they might occur. As
time passes, the users of these projections should check the yield experience
and adjust the output projections accordingly if yields should deviate mark-
edly from our projections.

Grain Production in 1970 and 1975

The projections of grain production are merely straightforward calcula-
tions based upon projected acreage and yield for the two periods. Both are
projected on the basis of normal growing weather in the years concerned, al-
though both acreage and yield of grain in the EEC can be markedly affected by
weather.

The projections of total grain production in the EEC show continued in-
creases in output (Tables 32 and 33). About 66 million metric tons is the
grain production projected for 1970, and 73 million metric tons for 1975.
Wheat and other food grain production are projected to increase at a slower
rate than the total, so that by 1975 they are expected to constitute slightly
less than half of total grain production.

Feed grain production is projected to continue to increase at a rapid
pace. As in the recent past, barley production is expected to make up an in-
creasing portion of the total and so is corn. Both the absolute and relative
production of oats and mixed grains is expected to continue to decline. One
feed grain deserving attention in the future is grain sorghum, which is rela-
tively new in the EEC. At present not enough data are available to enable us
to make a reasonable projection of its potential, but in certain areas of the
EEC production is increasing rapidly.

Our projections indicate that the relative importance of France in the
total EEC grain production wili continue to increase. We project that by
1975 France will produce nearly half of all the grain in the EEC, compared
with about 36 percent in 1955. The importance of France in feed grain pro-
duction is 1ikely to be especially great since it appears that the largest
relative gain wiil be in this area. Thus, we believe that by 1975 France may
be producing 60 percent of the barley and over half of the corn produced in

the EEC.
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Barring drastic changes in agricultural price policy in the EEC, it ap-
pears that the Common Market policies will have had relatively little impact
on total area planted to grain in the EEC. Sharp reductions in grain prices,
which appear unlikely, might slightly increase the rate at which some of the
less productive land is converted to permanent pasture. Further substantial
increases in grain prices which appear equally unlikely might make it profit-
able to convert grassland in France to grains. The price levels now proposed
do not appear 1ikely to bring either result.

Changes 1in relative grain prices can have a substantial effect upon the
mix of grain produced (Table 34). Our projections are based upon the assump-
tion that the more favorable feed grain-food grain ratio that prevails under
the price policies now announced will be continued. Further improvements in
the relative prices of feed grains might induce an even greater diversion of
wheat acreage to barley and corn production than is now projected. Converse-
ly, a return to the price relationships existing in several countries before
the common grain policy might retard the switch to feed grain production and
induce greater wheat production.

Table 34. Composition of EEC Grain Production in Percent, By Years

1955 1964 1970 1975

Wheat 48.3 47.7 45.9 45.0
Other Food Grains' 9.3 7.1 5.3 4.3
Barley n.7 18.4 25.0 28.4
Oats 16.2 1.8 7l 5.3
Corn 9.1 10.0 13.4 14.5
Other Grains® 5.4 5.0 3.3 2.5
Total 100.0 100.0 100.0 100.0

. 1 Other Food Grains include Rice in all countries except in Germany they
include Rice and Rye.

2 cher Grains include Sorghum, Mixed Grains and Rye in all countries
except in Germany they include Sorghum and Mixed Grains.

Livestock Production in the EEC

The organization of Tlivestock production is of particular interest in
this study and those underlying it. Livestock production is widespread on
farms in the EEC and is, by U.S. standards, relatively small scale. The ex-
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ception to this is in poultry and egg production where a rapid expansion of
large-scale commercial production is occurring on specialized farms much like
those that dominate U.S. poultry and egg production. These farms use the
most advanced technology based upon purchased feed and their production per
pound of feed fed appears roughly that of similar production units in the
United States.

The production of beef in the EEC is of special interest because of its
potential demand for feed grains. So far beef production in the EEC is pri-
marily a joint product of the dairy industry. Some highly specialized dairy
areas are found in The Netherlands and Northwest France, but in general cat-
tle which produce milk are found widely throughout the EEC. Typically, the
farm has a few cows which are fed with the farm's permanent pasture and/or
rotation forage and the home-produced grains. The calves are fed on-the-
farm-produced milk or in some areas milk substitutes, and- many of them are
sold as veal. Those calves that are kept to older ages consume the farm-
produced forage supplemented with home-grown grains, fodder beets, and sugar
beet tops in some areas. These animals, together with the culled dairy cows,
constitute the bulk of the beef eaten by EEC consumers.

As yet there is no appreciable development of specialized beef cow herds
because the small fragmented farms prevent a farmer from making an adequate
1iving producing beef calves on extensive pasture or range-type production
units. One exception to this generalization occurs in the Central Mountain
area of France (Region 14) where the Charolais and Limousine breeds are
found. These are fine beef breeds of cattle and their numbers are growing in
this area where farm size allows the development of extensive cattle grazing.
It is worth noting that until recently the cattle on many farms in the EEC
were triple purpose -- draft, milk, and beef. MNow the trend is toward dual
purpose -- milk and beef; and where the single purpose cow is growing in num-
bers, it is the milk cow.

Beef cattle feeding, as it has developed in the U.S., is not common. It
is limited by the European preference for lean beef, and the scarcity of
suitable feeder calves. llhere such feeder operations do occur, they are usu-
ally based on dual-purpose calves or limited numbers of beef-type calves.
Given the farm structure of the EEC, it appears likely that beef production
will be tied closely to dairy production during the period with which we are
concerned. Unless a source of low-cost feeder calves can be found, the de-
velopment of an extensive feeder-cattle industry using purchased feed seems
unlikely. There are some of these enterprises in Northern Italy using calves
from the East Bloc countries and imported feed. It is uncertain, however,
whether these calves will be forthcoming at reasonable prices if the growing
consumer demand in the exporting countries is to be met.
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Pork production in the EEC also is largely from general farms with rela-
tively few animals fed largely on farm-produced feeds. These feeds are pota-
toes and barley in Germany, and barley and corn in France, The Netherlands,
and Italy. In Italy, there also is substantial pork production 1in conjunc-
tion with cooperative cheese plants with the animals providing an outlet for
the whey.

Recent Livestock Production Patterns in the EEC

Detailed historical estimates of livestock numbers and production are
not readily available on a uniform basis throughout the EEC. Therefore, the
base data used were for the year 1964, and even these are not available uni-
formly on a regional basis.

Table 35 shows the data for pork production by region in 1964. It shows
that pork production is widely dispersed throughout the EEC. In general,
sows are kept on many farms and, except in Northern Italy, the pigs are fed
on the farms with few farms specializing in pork production.

West Germany is the major pork producer in the EEC, accounting for an
estimated 42.8 percent of the total carcass weight produced in 1964. The ma-
jor producing areas are Region 2 and Bavaria, with the production extensive
in the north and south and less in the middle regions.]O

France is the second most important pork-producing nation in the EEC.
Here pork production is concentrated in the feed producing areas although the
northwest is the most important producing region, followed by the Paris Basin
and the Southwest.

This suggests that to some extent the Northwest 1is probably importing
feed from the Paris Basin for use in pork production. Alternatively, there
may be some shipment of feeder pigs to the Paris Basin area for fattening.

The third largest producer of pork in the EEC in 1964 was The Nether-
lands with about 11 percent of the total EEC production. When this is com-
pared with their feed grain production it can be seen that pork production in
both The Netherlands and Belgium is heavily dependent upon imported feed-
stuffs.

Italy followed close behind The Netherlands in pork production. However,
many more sows were required to produce about the same quantity of pork,
indicating the relative levels of efficiency involved in the two areas. In
Italy pork production is heavily concentrated in the north and central re-
gions. Production methods between the regions vary considerably. In the

]OThe German data show production by the region in which the animal is
slaughtered. Thus, the number of sows is probably the best indicator of re-
gional production patterns. In regions outside Germany, the production is
shown for the region where it is produced, regardless of where slaughtered.
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Table 35. EEC Pork Production for 1964

No. of No. Slaughter Total Pork
Region Sows on Slaughtered Weight Production %
Farms 1,000 Kg. 1,000 m.t.
1,000
1 181.6 2104.7 88.0 186.2 4.6
2 512.5 4511.8 90.0 404.0 10.1
3 295.2 4824 .5 85.0 411.9 10.2
4 108.5 1432.4 86.0 123.2 3.1
5 63.2 1027.7 84.8 87.1 2.2
6 187.7 2168.0 89.0 192.9 4.8
7 343.8 3859.4 88.0 338.5 8.4
1-7 1692.5 19928.5 87.5 1743.8 43.4
8 337.0 5280.0 82.0 433.0 10.8
9 207.8 3054.6 79.5 243.0 6.0
10 55.7 63.9 1.6
n 223.1 256.1 6.4
12 398.5 457.4 11.4
13 181.1 207.9 5.2
14 173.1 198.7 4.9
15 16.6 19.1 0.5
10-15 1048.1 1203.1 29.9
16 155.9 1496.1
17 174.3 1672.4
18 56.2 539.2
19 66.6 639.0
16-19 453.0 4346.7 91.3 396.9 9.9
ECC 3738.4 4019.8 100.0
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north the young pigs usually are moved to cheese factories where they are fed
the by-products. They are fed to relatively heavy weights and used largely
for sausage and salami. In the other regions of Italy the pigs are more of-
ten fed on the farms where they are born, but the slaughter weight 1is Tlower
and they are consumed as hams and fresh pork.

In general, the slaughter weights are highest in Italy where the average
is increased by the heavier weights used for salami. Slaughter weights are
quite high in Germany and Belgium-Luxembourg but somewhat lower in The Nether-
lands and France. These differences reflect differences in consumer prefer-
ences for fat and the form in which the pork products are consumed.

Beef, Veal, and Milk Production

Since they are joint products; beef, veal and milk need to be viewed to-
gether. The data in this area are particularly poor, especially insofar as
milk is concerned. Virtually no reliable estimates of on-farm consumption of
whole milk for feed are available; and as a result, data regarding production
levels are highly suspect. Moreover, the classification of animals varies
from country to country.

Looking at cow numbers in the EEC, it appears that almost one-half of
all cows were in France in 1964. (Table 36) They were heavily concentrated
in the Northwest, Paris Basin, and Central Mountain areas, although substan-
tial numbers were found in other regions also.

West Germany had the second largest cow herd in the EEC in 1964, about
one-half the number in France. The heaviest concentration of cows in Germany
was in Bavaria although every region of the country had significant numbers.

Italy was third in the EEC in cow numbers in 1964. They are heavily
concentrated in the North and as one goes south in Italy the cow numbers de-
cline sharply.

Both The Netherlands and Belgium-Luxembourg have large numbers of cows
relative to their land area; for, as mentioned earlier, this area and North-
west France along the coastal area have a heavy concentration of specialized
cattle-fodder farms.

Milk production in the EEC is distributed quite differently than cattle
numbers because of major differences in breeds of animals and in the produc-
tivity of the animals. Milk production per cow is highest in The Netherlands
reflecting a predominance of specialized dairy breeds and advanced production
practices. Production per cow also is high in Northern Germany and Belgium-
Luxembourg for much the same reason. Production per cow falls off rapidly as
one moves south in Germany and is even lower in France and Italy. This Tow
milk production per cow is due to the use of dual or triple purpose breeds in
many areas and reflects a generally less advanced technology than is found,
for instance in The Netherlands.
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As a result of these productivity differences, France produces only 37
percent of the milk in the EEC although they had nearly half the cows in 1964.
Conversely, Germany, The Netherlands, and Belgium-Luxembourg ranked higher in
milk production than in cow numbers. Italy produced only 14 percent of the
milk in the EEC in 1964, only slightly more than The Netherlands despite hav-
ing two and one-half times as many cows

Veal and beef production in the EEC varies depending upon the relative
mix of slaughter. For instance, France produced 59 percent of the veal and
39 percent of the beef in the EEC in 1964. Germany produced a markedly dif-
ferent mix and accounted for 16 percent of the veal and 32 percent of the
beef produced in the EEC in 1964. Thus, the number of calves slaughtered in
France exceeded the number of beef slaughtered, whereas in Germany the beef
slaughter was about twice the calf slaughter. In both The Netherlands and
Belgium-Luxembourg beef slaughter slightly exceeded calf slaughter and in
Italy beef slaughter was almost three times calf slaughter.

In general, veal carcass weights appear to be highest in Italy and Tow-
est in Germany reflecting feeding methods and consumer preferences. Beef
carcass weights appear highest in France as a result of a higher proportion
of beef or dual purpose breeds. Beef carcass weights are relatively Tlow in
Italy in line with consumer preferences, and they are relatively Tow in the
major dairy area of the EEC reflecting the fact that most of the beef comes
from dairy animals.

France produced about 39 percent of the beef in the EEC in 1964 and Ger-
many was second with 32 percent. Italy was third in beef production. In
these countries beef production was heaviest in the major milk-producing
regions, although in France the Central Mountain Region produces a relatively
higher proportion of beef than milk because of the existence of specialized
beef animals.

Poultry Meat and Egg Production

Reliable data on poultry meat and egg production are available only at
the national level (Table 37). France is the largest producer of poultry
meat and also a large producer of eggs. German egg production is high but in
relation to utilization is at the lowest level of self-sufficiency of any
country in the EEC. The principal surplus producer within the area is The
Netherlands.

Rapid advances in methods of poultry meat production have been made so
that most production is from large commercial units. Locational specializa-
tion of poultry meat production has occurred with major concentrations in the
South and East of The Netherlands and into the Ruhr Valley of Germany in
Northwesterr France and Northern Italy. Location in The Netherlands-Ruhr
area and Northern Italy seems to be 1largely a result of access to feed
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Table 37. EEC Poultry Meat and Egg Production in 1964.

Poultry Meat Eggs
Region (1,000 metric tons) % (1,000 metric tons) %
1
2
3
4
5
6
7
1-7 146 1.7 628 29.6
8 128 10.2 290 13.7
9 89 7.1 182 8.6
10
n
12
13
14
15
10-15 550 43.9 560 26.4
16
17
18
19
16-19 340 27.1 458 21.7
EEC 1253 100.0 2118 100.0
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through imports or domestic production while the location in France appears
to have been influenced by vertical integration and labor availability. This
pattern developed in France despite a transportation disadvantage both on
feed and poultry meat.

While egg production has become increasingly specialized on larger farms,
this change has not progressed as far as in poultry meat. As a correlary,
locational specialization is much less complete.

In total the level of self-sufficiency for poultry meat in 1964 was 88.3
percent and 99.1 percent for eggs. Germany was the princiapl importer of
both items.

Projections for 1970 and 1975

Due to the lack of adequate historical data the structural relationships
in the EEC livestock industry cannot be determined. Therefore, our projec-
tions are based upon evaluation of trends taking into account the results of
linear programming and farm budgeting studies. Since the structural relation-
ships are changing, even an accurate measurement of past relationships is
insufficient to project future trends.

The data for the recent past make it clear that there is room for vast
improvement in livestock production methods on many EEC farms. Changes are
occurring, although they are slow in many cases. But, the smallest farms
will continue in their small-scale livestock production as long as they are
in business, for it is only by raising livestock that they can employ their
family labor productively.

Pork Production

Mention has already been made of the efficiency of pork production in
The Netherlands and Belgium. These countries have traditionally been ex-
porters of pork and their competitive position in the EEC will be improved by
the move to a Common Market. Thus, it is expected that the Common Market for
farm products will intensify competition among livestock producers in the EEC
and tend to equalize prices at or near the levels that will bring forth pro-
duction from the most efficient producers in the Community.

The common price policy is likely to result in absolute price increases
over recent years for pork in The Netherlands and Belgium and in absolute
price reductions from recent levels for most other regions. The hog-barley
price ratio is expected to increase slightly in Germany from 1964 to 1970 and
to decline elsewhere in the Community. The decline is likely to be modest in
The Netherlands and Italy and relatively large in Belgium and France.

The greatest increase in pork production is projected for The Nether-
lands, where sow numbers are projected to increase and slaughter weights are
projected to rise slightly. Significant increases in sow numbers are also
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Table 38. EEC Pork Production Projections for 1970

. No. of No. Slaughter Total Pork
Region  Sows on Slaughtered Weight Production %
Farms 1,000 Kg. 1,000 m.t.
1,000
1 221.5 3144.6 84.8 258.1 5.1
2 583.5 6619.9 87.1 559.7 1.1
3 335.7 5734.7 81.7 510.2 10.1
4 127.7 1617.5 83.9 151.1 3.0
5 72.8 3020.3 78.8 102.9 2.1
6 224.7 2716.2 84.2 241.2 4.8
7 406.5 5060.9 85.7 430.9 8.5
1-7 1972.4 279141 82.8 2254.1 44.7
8 638.0 7018.0 82.0 575.0 11.4
9 284.0 3651.0 77.1 281.0 5.6
10 55.0 73.5 1.5
11 205.0 273.9 5.4
12 450.0 601.2 11.9
13 215.0 287.2 5.7
14 140.0 187.0 3.7
15 13.0 17.4 0.3
10-15 1078.0 1440.2 28.5
16 190.6 1744.7
17 198.0 1812.6
18 64.6 591.3
19 76.3 697.9
16-19 529.5 4846.5 102.2 495.3 9.8
ECC 4501.9 -—- --- 5045.6 100.0
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Table 38 cont. EEC Pork Production Projections for 1975

No. of No. Slaughter Total Pork
Sows on Slaughtered Weight Production %
Region Farms 1,000 Kg. 1,000 m.t.
1,000

1 254.9 3953.0 83.0 304.5 5.4

2 641.6 8349.7 85.9 671.7 11.9

3 373.2 6419.3 80.2 583.1 10.3

4 142.8 1768.6 83.2 171.8 3.1

5 80.6 3682.1 75.1 116.2 2.1

6 258.1 3137.5 81.5 277.4 4.9

7 463.5 6016.1 85.5 501.8 8.9
1-7 2214.7 33326.3 80.8 2626.5 46.6

8 662.0 7475.0 80.0 598.0 10.6

9 288.0 3897.0 77.1 300.0 5.3
10 55.0 75.0 1.3
n 200.0 273.6 4.9
12 500.0 684.3 12.1
13 240.0 328.3 5.8
14 130.0 177.8 3.2
15 8.0 11.0 0.2
10-15 1113.0 1550.0 27.5
16 208.0 2009.1

17 216.7 2092.9

18 69.9 675.3

19 83.2 803.6
16-19 577.8 5580.9 101.1 564.3 10.0
EEC 4855.5 5638.8 100.0
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projected for Germany by 1970, with modest increases for France, Italy, and
Belgium. However, productivity per sow is expected to continue to increase
as a result of improved production and feeding practices, so that both German
and French pork production is expected to increase rapidly. In France, where
linear programming indicates that pork production is highly profitable, a
major determinant of the rate of expansion is likely to be the availability
of capital to farmers.

In total, EEC pork production is projected to increase by almost 25 per-
cent between 1964 and 1970. (Table 38) This projection 1is based upon an
assumption of generally lower prices for most producers and might be subject
to significant upward revision if policy action is taken to maintain pork
prices at recent levels.

Milk, Beef and Veal Production

Milk prices received by farmers throughout the EEC have been rising
throughout the 1960's and the shift to a common price policy will increase
them above the 1964 level in virtually every region in the EEC. i 0f equal or
greater importance is the fact that beef prices have been rising throughout
the early 1960's and, except in Italy, will rise even further due to demand
pressures and the announced common price policy. In Italy the rise from 1960
to 1965 was very large so the 1965 to 1970 changes are close to the target
price. Calf prices also have been rising in recent years, but generally not
as fast as beef prices, nor do they appear likely to rise that rapidly under
the new common price policy.

These price shifts are likely to have the following results: 1) they
should encourage the maintenance or building up of the basic cow numbers in
most ‘regions of the EEC, thus encouraging the continuation of forage pro-
duction and holding down grain acreage; 2) they should encourage a higher
proportion of calves being raised for beef, and the feeding of both calves
and beef to somewhat heavier weights.

Our projections are consistent with these shifts. (Table 39) Cow
numbers are projected to increase from 1964 to 1970, with increases in almost
every region. Also, milk production per cow appears likely to continue to
increase, especially in those areas where it is now lowest. As a result, a
very substantial increase in milk production is projected by 1970 in virtu-
ally every country even though some dairy product surpluses were already ap-

1.‘U.S. readers should recognize that milk prices in the EEC will not be
high by U.S. standards under the new common price policy. For instance, in
France they will be about $4.25 per cwt in 1970. Given feed grain prices,
which are well above U.S. levels and low output per cow, it is easy to see
why cow rations contain much more forage and less grain than in the U.S.
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pearing in some EEC countries by the end of 1966.

Much the same trends are expected to continue to 1975 except that we
project a slowing of the rate of increase in cow numbers in most regions and
in the rate of increase in milk production per cow. (Table 40) The major
exception to this is in Northern Italy where cow numbers are projected to
continue to increase rapidly through 1975.

Milk production per cow is projected to increase through 1975, but the
rate of increase will be lower in those regions already having a high produc-
tion per cow. In southern France and Italy the output per cow should con-
tinue to increase as the gap between productivity in this area and the others
slowly closes.

By 1975 milk production in the EEC is projected to about 90 million tons,
up almost 50 percent from the level of 1964. The largest increases are pro-
jected for Germany, France, and Italy so that the relative importance of The
Netherlands and Belgium in milk production will decline.

Although the number of claves born is expected to increase, it appears
likely that a Tower proportion of them will be slaughtered for veal and more
kept for herd replacement and beef. Thus, veal production 1is projected to
decline slightly as the heavier slaughter weights just about offset the
decline in calf slaughter.

These same forces are expected to persist through 1975, so that pro-
jected veal production for that year is only slightly higher than in 1964 and
1970. It is expected, however, that calf slaughter weights will remain
stable in Italy from 1970 to 1975, with a slower rate of increase than from
1964 to 1970 elsewhere in the Community.

Conversely, both the number of cattle slaughtered as beef and the
slaughter weight are projected to increase throughout the EEC by 1970. As a
result, total beef production in 1970 is projected to increase by 20 percent
over 1964 levels.

While some shifts are occurring, it appears unlikely that a major spe-
cialized beef cow herd will be developed in the EEC by 1975. Outside the
Central Mountain area of France it is difficult to find an area where the
farm size and growing conditions would make this a profitable alternative for
most farmers. Thus, we expect beef production to still be tied 1largely to
dairying until 1975 and policy actions that affect one will affect the other.
It is difficult to anticipate whether a significant number of specialized
beef-feeding farms depending upon purchased feed will develop. The relative
profitability of feeding to heavier weights suggests that such developments
are possible, for most small farms do not produce enough grain to feed their
cows and to grain feed their calves to heavier weights.

The projected declining rate of increase in the number of cows, coupled
with some increase in beef slaughter weights, means that total beef produc-

96



tion will not increase as rapidly between 1970 and 1975 as from 1964 to 1970.
Even so, total beef production is projected at just over 4 million tons (car-
cass weight) in 1975, up about 10 percent from the figure projected for 1970.

Poultry Meat and Egg Production

Large increases in production of both poultry meat and eggs are pro-
jected during the next decade. (Table 41) A 46 percent increase in poultry
meat production is projected between 1964 and 1970 for the EEC and a further
31 percent increase is estimated between 1970 and 1975. Germany leads the
production increase with a jump of 137 percent by 1970 and a further increase
of 71 percent by 1975 due primarily to lower grain prices causing the least
severe decline in the feed grain-poultry meat ratio in that country. The smal-
lest production increases occur in Italy and France by 1970 with 26 percent
and 33 percent respectively. In the 1970-1975 period, however, Italian pro-
duction increases by 32 percent; and production increases in Belgium-Lux-
embourg, France, and The Netherlands level off at rates of 14 percent, 17 per-
cent and 20 percent respectively.

Egg production increases in the Community at a lower rate than does
poultry meat production -- 22 percent between 1964 and 1970 leveling off at
13 percent between 1970 and 1975. Germany again shows the largest increase
with 41 percent and 14 percent in the two time periods respectively, at least
in part for the same reasons as mentioned for poultry meat. The smallest in-
creases are expected in the Benelux countries.

Summary

Major forces of change are at work in EEC agriculture and they will be in-
tensified by the competition arising from the move to a common agricultur-
al price policy. As a result we project total farm output in the EEC to con-
tinue to rise in the years ahead.

It does not appear likely that the shifts in grain prices will bring
forth substantially larger grain plantings in the EEC. The profitability of
cattle will encourage the continuation of large acreage in permanent pasture
and annual forage. Moreover, a substantial shift in acreage to feed grains
seems likely, together with a shift from oats to barley and corn within the
feed grains.

Livestock numbers are projected to continue to increase to 1975. Sub-
stantial increases in milk, beef, pork, and poultry production are projected
even though declining poultry and pork prices appear likely. It appears that
milk, veal and beef production is Tikely to continue to be tied together,
although the slow growth of specialized beef feeding operations may occur.

The dominant factor in the change in EEC agriculture until 1975 appears
to be farm restructuring and technical change. These are 1likely to be so
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significant that they will overwhelm the changes in price policy that are
occurring. Thus, price changes play only a minor role in determining output
projections; prices appear to have had a minor role in past changes, and,
undér the new system, they are likely to be no more important.
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Chapter 5

Supply-Demand Balances and Trade Patterns

Previous chapters have described the recent past trends in production
and consumption in the EEC and have projected their levels to 1970 and 1975
given certain assumptions. In this section the supply-demand balance will be
examined for 1964, 1970, and 1975. This will serve to indicate some of the
probable agricultural trade flows within the EEC and some of the potential
trade opportunities for third countries. It also will begin to suggest some
of the pressures that may arise under the new common price policies.

The discussion starts with livestock products because, in a sense, these
are key to the future of €EC agricultural trends both on the consumption and
production side. Livestock and poultry products not only are major items in
themselves, but also are the determinants of the demand for feed grains.

Beef-Veal Balances

In our analysis of supply-demand balances we have considered beef and
veal as a single product because they are close substitutes in consumption
and because they substitute in part in production. The mix between the two
can be altered by feeding to heavier weights, and it appears that the incen-
tives are such that this is likely to occur.

In 1964 the EEC as a whole had a deficit in beef and veal production,
and consumption exceeded internal production by about 10 percent (Table 42).
The major deficit areas were Italy and Germany with the production in The
Netherlands and France slightly exceeding their domestic consumption. Thus,
beef and veal imports were significant in 1964, especially in Germany and
Italy, and they came primarily from countries outside the EEC.

The trend toward an increasing deficit in beef and veal in the EEC ap-
pears likely to continue through 1975. Indeed, our projections show it near-
1y doubling between 1970 and 1975 despite marked increases in production pro-
jected for 1975 in every country (Table 42). The expected deficit in Italy
appears likely to continue to increase, and so do those of Germany and Bel-
gium. The current surplus production in The Netherlands is projected to turn
to a slight deficit by 1975, leaving France as the only surplus producer of
beef and veal in the EEC by that time. Even though the French surplus is
projected to continue to rise, it appears likely to fall increasingly short
of consumer demand in the EEC.

There are three ways in which the growing import needs projected for
1970 and 1975 can be met. These are: 1) Increased production within the EEC
2) Reduced beef and veal consumption due to rising prices, and 3) Rising im-
ports of beef and veal from third countries. It is quite possible that all
three will operate to bring an equilibrium.

Several things appear quite likely as one looks at this balance and the

prospect of a growing EEC deficit in beef and veal. First, the prices re-
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Table 42. Supply-Demand Balances for Beef and Veal 1964 and Projections to
1970 and 1975 in the EEC. (thousand metric tons)
+ Veal Beef Veal-Beef Veal-Beef
- Production Production Production Consumption
1964
Total Germany -142.8 107.5 969.7 1,077.2 1,220.0
Netherlands +28.7 59.0 197.7 256.7 228.0
Belgium-Luxembourg -53.2 22.0 194.8 216.8 270.0
Total France +32.9 361.5 1,066.8 1,428.3 1,395.4
Total Italy -298.4 75.6 464.9 540.5 838.9
ITOTAL EEC -432.8 625.6 2,893.9 3,519.5 3,952.3
1970
Total Germany -162.7 112.6 1,097.7 1,210.3 1,373.0
Netherlands +61.0 59.0 300.0 359.0 298.0
Belgium-Luxembourg -83.0 25.0 212.0 237.0 320.0
Total France +159.9 400.0 1,540.0 1,940.0 1,780.1
Total, Italy -633.9 83.1 510.3 593.4 1,227.3
ITOTAL EEC -658.7 679.7 3,660.0 4,339.7 4,998.4
1975
Total Germany -288.8 115.7 1,225.5 1,341.2 1,630.0
Netherlands +21.0 58.0 342.0 400.0 379.0
Belgium-Luxembourg -134.0 26.0 224.0 250.0 384.0
Total France +179.8 435.0 1,700.0 2,135.0 1,955.2
Total Italy -982.7 77.4 521.6 599.0 1,649.7
ITOTAL EEC -1050.7 712.1 4,013.1 4,725.2 5,997.9

ceived by farmers for these products are likely to remain at or above the
target prices, especially in Italy and Germany. This will provide the incen-
tives we have discussed earlier for expansion of the cow herd and feeding to
heavier weights. Second, the shift in relative prices at the consumer levels
that we have assumed -- a rise in beef and veal relative to pork and poul-
try -- seems reasonable. Thus, only if the relative rise is greater than we
have projected can we expect a market decline in the consumer demand for beef
and veal.

These projections of growing import needs for beef and veal are in sharp
contrast to the optimism of some EEC officials that the EEC may approach
self-sufficiency in beef and veal by the mid-1970's. The only way this ap-
pears likely to us is by the large-scale importation of feeder calves from
other countries to be fed and slaughtered within the EEC. This alternative
will be discussed later in conjunction with the discussion of the feed grain
situation. 102




Table 43. Supply-Demand Balance for Milk 1964 and Projections to 1970 and
1975 in the EEC (thousand metric tons)
Milk Milk +
Production Consumption -
1964
Total Germany 20,840.1 19,189.0 +16,511.1
Netherlands 6,956.0 5,896.0 +1,060.0
Belgium-Luxembourg 4,004.0 4,160.0 -156.0
Total France 24,500.0 18,553.0 +5,947.0
Total Italy 8,970.9 8,985.3 -14.4
TOTAL EEC 65,271.0 56,783.3 +8,487.7
1970
Total Germany 23,214.2 22,139.0 +1,075.2
Netherlands 7,900.0 4,247.7 +3,652.3
Belgium-Luxembourg 4,347.0 4,070.0 +277.0
Total France 30,052.6 22,373.7 +7,678.9
Total Italy 9,932.1 10,440.2 -508.1
TOTAL EEC 75,445.9 63,270.6 +12,175.3
1975
Total Germany 26,205.6 23,632.0 +2,573.6
Netherlands 8,415.0 4,746.7 +3,668.3
Be1gium-Luxembourg 4,545.0 4,326.7 +218.3
Total France 34,607.3 24,985.1 +9,622.2
Total Italy 11,465.2 11,866.8 -401.6
TOTAL EEC 85,238.1 69,557.3 +15,680.8

The belief that the EEC soon will become self-sufficient in beef and
veal fails to recognize two important factors. First, beef production in the
EEC is, and is likely to remain, closely tied to milk production for there
simply does not appear to be the necessary farm size and structure in the EEC
to develop a significant specialized beef-cow herd. Second, there seems to
be a failure to recognize that feeding a population on an increasing diet of
red meats requires a much greater input of agricultural resources per calorie
or kilogram of food consumed than does a diet heavily weighted toward
starches. There appears little doubt that the rapidly increasing income lev-
els will cause consumers to demand the higher quality diet, but there is a
serious doubt as to whether the EEC agricultural resources can supply all of
it.

Dairy Product Balances

The beef-veal balance depends partially upon the dairy product balance
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for they are joint products. Dairy product balances are difficult to judge
because different dairy products require different quantities of milk; and,
moreover, many manufactured dairy products are joint products for which the
exact conversion ratios are not known. In addition, no estimates are avail-
able regarding the milk used on farms so this element represents a large un-
known.

The balance between human consumption and total production of dairy pro-
ducts in the EEC in 1964 indicates a substantial supply in excess of human
consumption needs. (Table 43) Part of this was exported in the form of
cheese, especially from The Netherlands, Italy, and France. There also were
some exports of milk and cream in 1964, although not nearly enough to account
for the difference between production and human consumption. Thus, large
quantities of milk must have been fed on farms in 1964.

Looking to 1970 it appears that the excess of milk production over human
consumption in the EEC will grow by about one-third from 1964 1levels. The
increases are very large in Germany, France and The Netherlands; at the same
time, Belgium-Luxembourg and Italy may have net deficits in dairy products.
This suggests that there may be some trade in manufactured products within
the EEC with Italy as the main importer and France, Germany, and The Nether-
lands as exporters. Even so, the net excess over human consumption appears
likely to rise and the EEC appears likely to become a competitor in the world
dairy products market.

This trend appears Tlikely to be intensified by 1975. Our projections
are that the net excess of milk supply over human consumption requirements
will continue to rise rapidly, especially in France. By 1975 Italy will be
close to meeting its domestic human consumption needs, and Belgium-Luxembourg
is the only region with a deficit projected. The quantity of milk used on
farms is expected to continue to decline over time with the sale of more
mixed feeds for use in calf, hog, and poultry rations. This will release ad-
ditional supplies for human consumption.

Thus, by 1975 it appears that the EEC may be in a significant surplus
position in manufactured dairy products. The exact nature and magnitude of
this surplus is impossible to predict, but it appears that the outlook is
very dim for third-country exports of dairy products to the EEC after 1970.
Indeed, the EEC may become a significant exporter of some manufactured dairy
products in the 1970's, putting further pressures upon the world market for
these products.

The potential milk surplus and the probable beef and veal deficit in the
EEC highlights the dilemma of EEC policy makers. If they take action to dis-
courage excess milk production, they are likely to increase their deficit of
beef and veal. Conversely, if they take action to increase their domestic
cow herd in order to reduce the beef and veal deficit, they will aggravate a
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Table 44. Supply-Demand Balance for Pork 1964 and Projections to 1970 and
1975 in the EEC. (thousand metric tons)
Pork Pork %
Production Consumption -
1964
Total Germany 1,743.8 2,000.0 -256.2
Netherlands 433.0 312.0 +121.0
Belgium-Luxembourg 243.0 203.0 +40.0
Total France 1,203.1 151773 +25.8
Total Italy 396.9 404.1 -7.2
TOTAL EEC 4,019.8 4,096.4 -76.6
1970
Total Germany 2,254.1 2,273.0 -18.9
Netherlands 575.0 404.0 +171.0
Belgium-Luxembourg 281.0 229.0 +52.0
ITotal France 1,440.2 1,419.0 +21.2
Total Italy 495.3 504.7 -9.4
TOTAL EEC 5,045.6 4,829.7 +215.9
1975
Total Germany 2,626.5 2,545.0 +81.5
Netherlands 598.0 489.0 +109.0
Belgium-Luxembourg 300.0 260.0 +40.0
ITotal France 1,550.0 1,543.1 +6.9
Total Italy 564.3 577.4 -13.1
TOTAL EEC 5,638.8 5,414.5 +224.3

potentially troublesome milk surplus. The only way to avoid this problem
would be to import calves for feeding, which presupposes large numbers of
calves available from nearby countries at relatively low prices.

Two possible sources of feeder calves might be available to the EEC.
One is Ireland which has ideal conditions for the production of feeding-
weight calves. The second is the East Bloc socialist countries immediately
bordering the EEC which have been exporting live calves to the EEC in recent
years, especially to Italy. However, there is a question as to whether these
countries can produce enough calves to meet their internal demands for higher
levels of consumption and still provide any significant numbers for export.
The export potential of these areas deserves attention, for the direction
that is followed in this regard has important implications for feed-grain de-
mand in the EEC.

If the EEC meets its probable beef and veal deficit by importing calves

to be finished in the EEC or by allowing relative price changes that shift
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consumption from beef and veal to pork or poultry, the demand for feed
grains will be increased. Either alternative would increase the proportion
of grain-fed livestock in the EEC. On the other hand, if their consumption
needs are met by imports of carcass beef and veal, the demand for feed grains
would not be increased, but the world market for beef would be strengthened.

Pork Balance

In 1964 the EEC as a whole was about self-sufficient in pork production
(Table 44). Germany had a large deficit, which was about balanced by sur-
pluses in all of the other countries. The Netherlands was a major producer
for export and was a major supplier of the German market.

Our projections suggest that by 1970 this situation will be altered. It
appears likely that Germany will become nearly self-sufficient in pork, and
Italy may shift to a modest deficit position. The surplus of production over
domestic consumption needs in The Netherlands and France is expected to re-
main or increase while those in Belgium-Luxembourg may increase slightly. In
total, the EEC appears likely to become more than self-sufficient in pork by
1970. The import requirements of Germany will have been sharply reduced,
leaving more of the Dutch production for exports outside the EEC.

The same trends are projected to continue to 1975. As a result the sup-
ply available for export is expected to grow and the internal trade likely to
decline to relatively low levels.

These trends are consistent with our projected decline in pork prices to
levels close to that required to keep efficient producers in the business.
If the EEC should attempt to forestall these declines in pork prices by mar-
ket intervention, they are likely to: 1) encourage even greater output than
we have projected, 2) reduce pork consumption below projected levels, and
3) acquire substantial program costs in export subsidies.

In any case, traditional third country suppliers of pork to the EEC face
the prospect of losing this market. Price pressures within the EEC are Tike-
ly to be such to bring political demands for even greater protection for in-
ternal producers than now afforded by the EEC regulations. Indeed, outside
producers are likely to face additional competition from EEC producers (aided
by export subsidies) in non-EEC markets as well as the loss of the EEC market.

Poultry Products

One of the major structural changes occurring in EEC agriculture is the
growth of "industrial" broiler and egg production at the expense of the
traditional farm flock. These new production units have been expanding ra-
pidly, using the most advanced technology and, primarily, imported feeds.

By 1964, total poultry meat production approached 90 percent of consump-
tion (Table 45). The largest deficit was in Germany, a smaller one was in
Italy with surpluses in The Netherlands and Belgium and the other countries
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Table 45.

Supply-Demand Balance for Poultry Meat 1964 and Projections to
1970 and 1975 in the EEC. (thousand metric tons)

EEC. (thousand metric tons)

1964 1970 1975

Meat Meat + Meat Meat + Meat Meat +

Prod. Cons. - Prod. Cons. - Prod. Cons. -
Total Germany 146 350 -204 307 511 -204 472 629 -157
Netherlands 128 47 +81 227 86 +141 282 136 +146
Belgium-Lux. 89 85 +4 140 129 +11 160 153 +7
ITotal France 550 572 -22 730 748 -18 855 846 +9
Total Italy 340 358 -18 425 521 -96 562 660 -98
TOTAL EEC 1,253 1,412 -159{ 1,829 1,995 -166| 2,331 2,424 -93
Table 46. Supply-Demand for Eggs 1964 and Projections to 1970 and 1975 in the

1964 1970 1975

Egg  Egg Egg  Egg  + Egg  Egg  +

Prod. Cons. - Prod. Cons. - Prod. Cons. -
[Total Germany 628 785 -157 887 997 -110( 1,008 1,120 -112
Netherlands 290 158  +132 309 200 +109 336 239 +97
Belgium-Lux. 182 123 +59 188 139 +49 201 155 +46
Total France 560 557 +3 650 666 -16 750 756 -6
Total Italy 458 514 -56 509 632 -123 626 742 -116
TOTAL EEC 2,118 2,137 -19] 2,543 2,634 -91| 2,921 3,012 -91
remaining nearly self-sufficient. Approximately the same situation existed

in eggs (Table 46).

Our projections are for continued rapid increases in both egg and poul-
try meat production to 1970 and 1975.
relative price of poultry meat will induce an even faster rate of increase in
consumption than in past years, so that our balance shows a modest net def-
icit in poultry meat in both 1970 and 1975.

Our projected continued deficit in poultry meat in 1970 and 1975 seems
unlikely to be actually realized. The output of poultry meat appears highly
responsive to price so that it appears very unlikely that the EEC will
tually have a deficit in poultry meat by 1970.
are that egg production

However, we believe that a fall in the

ac-
In general,
and consumption will about balance with internal
trade within the EEC moving the excess Dutch and Belgium supplies to Germany
and Italy.

our projections

It is impossible to foresee where the additional production is likely to
be forthcoming because it will depend upon the aggressiveness of

firms, and national and EEC marketing policy. Thus, rather than arbitrarily
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Table 47. Supply-Demand Balance for Food and Feed Grains 1964, and Projected
to 1970 and 1975 in the EEC. (thousand metric tons)

Food Grains' Feed Grains® Total Grains
Prod. Cons. + Prod. Cons. + Prod. Cons. ¥
1964

Total Germany2 8,705 6,057 +2,648 7,111 14,491 -7,380 15,816 20,548 -4,732
Netherlands 712 1,166 -454 1,277 4,078 -2,801 1,989 5,244 -3,255
Belgium-Lux. 950 1,066 -116 1,08 2,588 -1,502 2,036 3,654 -1,618
Total France 13,980 5,975 +8,005 13,384 14,197 -813 27,364 20,172 +7,192
Total Italy 9,198 8,853 +345 4,757 9,740 -4,983 13,955 18,593 -4,638
TOTAL EEC 33,545 23,117 +10,428 27,615 45,094 -17,479 61,160 68,211 -7,051

1970
Total Gennany2 8,291 5,815 +2,476 8,566 17,528 -8,962 16,857 23,343 -6,486
Netherlands 686 1,159 -473 1,426 5,098 -3,672 2,112 6,257 -4,145
Belgium-Lux. 964 1,007 -43 1,168 3,254 -2,086 2,132 4,261 -2,129

Total France 14,448 5,818 +8,630 16,198 17,200 -1,002 30,646 23,018 +7,628
Total Italy 9,644 8,204 +1,440 5,088 12,251 -7,163 14,732 20,455 -5,723
TOTAL EEC 34,033 22,003 +12,030 32,446 55,331 -22,885 66,479 77,334 -10,855

1975

Total Ger‘many2 8,573 5,565 +3,008 9,653 19,963 -10,310 18,226 25,528 -7,302
Netherlands 729 1,146 -417 1,501 5,419 -3,918 2,230 6,565 -4,335
Belgium-Lux. 1,024 931 +93 1,214 3,632 -2,418 2,238 4,563 -2,325
Total France 15,795 5,618 +10,177 19,150 19,400 -250 34,945 25,018 +9,927
Total Italy 9,984 8,334 +1,650 5,503 14,287 -8,784 15,487 22,621 -7,134
TOTAL EEC 36,105 21,594 +14,511 37,021 62,701 -25,680 73,126 84,295 -11,169

]Food grains are wheat and rice in all countries except in Germany where
they are wheat, rice and rye.

21964 figures for Germany are for economic year 1964-65.
3Feed grain figures include feed, seed, and industrial use.

adjust our individual country production estimates upward, we will only say
that one or more of them is likely to be too low. It follows, automatically,
that our feed-grain demand estimates are also going to be too Tlow, although
the magnitude is only on the order of one-half million tons at most.

Food and Feed Grains

The production of food grains in the EEC has been rising steadily in re-
cent years and, as a result, the Community as a whole had reached a position

in 1964 where domestic production exceeded human consumption (Table 47).
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This fact taken alone is misleading on two counts. First, the EEC produces
soft wheat in large part and, thus, requires imports of hnigh quality hard
wheat for mixing purposes in order to produce the desired types of flour.
Also, a significant quantity of wheat has been and continues to be fed on
farms where it was produced, and in France there has been some denaturing of
wheat under the government programs for sale to farmers as feed.

Thus, it is necessary to look at the total grain requirements of the EEC
as well as the component parts, for wheat and rye can easily be used as
either human food or feed and the decision as to how it will be wused in a
particular year depends upon a host of unpredictable factors.

In 1964, every country in the EEC had a net deficit in feed grains. It
was largest in Germany and smallest in France; but in total, if only conven-
tional feed grains had been used for feed, the EEC would have had a feed-
grain deficit of more than 17 million metric tons. But a great deal of wheat
was fed and the net deficit in total grains amounted to 7 million metric tons
although total feed grain imports exceeded this figure.

Our projections for 1970 show these recent trends continuing (Table 47).
Food grain production is projected to exceed human consumption by an even wi-
der margin, growing to 12 million tons. At the same time, our projections
are that the net deficit in feed grain production will increase in every
country and approach 23 million tons in 1970. This occurs in spite of our
rather conservative estimates which are lower than in most previous projec-
tions.

In total, the EEC deficit in grains is projected at 11 million metric
tons by 1970, up significantly from 1964. This appears 1likely despite the
projected growing deficit in beef and veal and the grain deficit would in-
crease even more if there were to be a large-scale importation of feeder
calves for grain feeding in order to reduce the beef deficit. The grain def-
icit would also be increased if there were an expansion of cow numbers at
rates faster than we have projected inasmuch as such an expansion would re-
quire both more forage area and heavier rates of grain feeding than we have
projected.

The projections for 1975 show a continued increase in the surplus of
food grain production over human consumption needs (Table 47). Concurrently,
despite our projections for marked increases in feed grain production in the
EEC, the deficit in feed grains appears likely to grow. The net position in
grains, however, will be about the same in 1975 as in 1970 since the two fac-
tors are offsetting. The comments regarding the effects of the beef deficit
apply in 1975 as in 1970.

Thus, in general, the supply-demand balance in grains in the EEC is
likely to continue the trend of increasing net deficits until about 1970 and
then level off. Only marked increases in yields above those we have pro-
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jected seem 1ikely to change this picture. If the EEC meets its grain def-
icits by increased acreage, it will place a downward pressure on cow numbers
due to forage limitations or farmers will have to change to higher rates of
grain feeding. The first will increase the beef deficit and the latter in-
crease the total demand for feed grains.

Supply-Demand Balances and Trade Patterns

The supply-demand balances presented above do not provide an accurate
estimate of trade patterns or possibilities. Most EEC countries simultan-
eously import and export wheat and some dairy and poultry products (Table 48).
In recent years the EEC has become a net exporter of wheat, and France has
been the major source of these exports. This may continue, especially with
the EEC commitment to participate in the concessional food grain sales to
underdeveloped countries under the International Grain Agreement.

It appears that the EEC will continue to require imports of hard wheats
for mixing purposes of about 1 million tons per year. For all practical pur-
poses the EEC is already more than self-sufficient in soft wheat, so future
imports of these varieties are unlikely barring unusual crop years.

In 1963-65 the EEC was net importer of about 8.5 million tons of feed
grains and a net exporter of about 1 million tons of wheat for a total net
import of grain of about 7.5 million tons. This is roughly equivalent to the
7.1 million ton deficit estimated for 1964.

The imports of feed grains in 1970 and 1975 depend largely upon the dis-
position of the surplus soft wheat by the EEC. Assuming an import of 1
million tons of hard wheat for mixing purposes in 1970 and 1975, the EEC will
have a surplus of food grains of about 13 million tons in 1970 and of 15 mil-
lion tons in 1975. The bulk of this surplus will be in France in both years,
since the surplus in other countries is small and 1ikely to be fed on farms
where it is produced.

If the world demand for food grains and/or concessional programs is
large enough to absorb most of the French wheat surplus outside the EEC, then
EEC imports of feed grains might soar as high as 15-17 million tons with all
of the countries except France becoming major importers. More 1likely, how-
ever, is the prospect that some of the French wheat will be exported and some
diverted to feed use, especially in mixed pork and poultry feeds. The quan-
tities that will be involved in each of these uses is impossible to project,
inasmuch as they will depend upon a host of political and economic factors
both within and outside the EEC.

In summary, the prospects for third-country exports of poultry, dairy,
pork and soft wheat to the EEC in the years ahead look dim. Those sales now
being made are 1ikely to be lost, and moreover, the EEC is likely to become a
significant competitor in the world market for food grains and manufactured
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dairy products. On the other hand, the prospects for third-country exports
of feed grains and beef to the EEC look bright. It is unlikely that the EEC
can meet the rising demands of its population for beef and veal without
rising imports of both meat and feed grains. This appears to be the case
even if most of the surplus food grains are diverted to feed use, a prospect
that is not unlikely barring a sudden surge in the world food grain market.

112



Chapter 6
Policy Issues in the EEC

Agricultural policy in the EEC, while framed within a broad set of ob-
jectives, has thus far concentrated on achieving a common market organiza-
tion. This has been done through the elimination of internal trade barriers
and the establishment of common agricultural policy. Import protection is,
for the most part, based on variable import levies; and exports, where neces-
sary are assisted through a variable export subsidy. Both the Tlevy and the
subsidy are designed to "overcome" the difference between EEC price Tlevels
and world market prices. Since price is the principal policy instrument used
by the EEC, the effects and pressures generated by EEC policy will depend on
how price as a causative variable interacts with other variables that influ-
ence production (technology and farm structure) and consumption (population
and income) to alleviate or aggravate problems in the market for farm pro-
ducts.

Internal Implications

The interrelationships between production and consumption and price
varies considerably among commodities. One of the more difficult problems of
policy adjustment in the EEC is that related to beef, veal and milk. Beef
and veal are substitutes both 1in production and consumption while beef-veal
and milk are joint products in production and unrelated in consumption. In
1964 the EEC had an overall deficit in beef and veal and an apparent substan-
tial surplus of dairy products. Two kinds of shifts by farmers can influence
the amount of meat and milk that is marketed. First, if beef prices increase
in relation to veal, this could encourage keeping of more calves for beef and
increased slaughter weights for both. Second, if milk prices are high rela-
tive to veal, increased amounts of milk may be marketed and less fed on
farms.

The objectives of increasing beef production and reducing milk through
this kind of adjustment at the farm level could be encouraged through price
by raising beef prices relative to veal and milk prices. Yet, because of the
need to equalize pre-existing national prices, this has not been consistently
achieved. In Germany, suoport levels are such that beef prices rise substan~
tially relative to milk, but only moderately relative to veal prices during
the period 1964-70. In all other countries, on the other hand, support lev-
els for milk increase relative to those for beef. The support level for beef
will increase relative to veal in Netherlands, Belgium, and France, but will
decline relative to veal in Italy. Because of differences in regional supply
and demand, price shifts that actually occur, of course, may be greater than
that which is indicated by EEC support levels. Also, because beef is in
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short supply and demand increases rapidly with improved incomes, market
prices may be well above support levels for the EEC as a whole.

In addition to encouraging a shift from sale of veal to beef in the
short run, price adjustment could have a longer term effect through encourag-
ing an expansion in herd size. But, as long as beef-milk production is a
joint enterprise, milk surpluses will be further increased as a result. Many
small farmers that traditionally have produced milk and veal are not equipped
to keep animals through maturity for meat production. Forage capacity and
farm produced feed are fully utilized for dairy herds and hogs, and the fa-
cilities and organization including capital and managerial knowhow for feed-
lot production of beef simply do not exist. While some expansion of beef
production without expansion of milk output could occur based on specialized
beef herds 1in the central mountains of France combined with surplus feed-
grains from the Paris Basin, there is 1ittle indication that this will occur
in any significant amount.

As indicated in the preceding chapter, the projections developed in this
study indicate that an increasing shortage of beef and an increasing surplus
of milk will develop through 1975. The solution to this problem through
price adjustment with existing farm organization is not apparent. Adequate
supplies of beef can be obtained only through substantial imports of calves
for feeding or through meat imports. Milk prices probably can be maintained
only through substantial support purchases along with exports through commer-
cial sales or food aid. If, on the other hand, the United Kingdom and Ire-
land become members of the EEC, an improvement in the internal market balance
would occur. The United Kingdom would absorb some of the expected surplus of
dairy products, and Ireland could provide an additional source of calves for
beef production.

In the case of pork, poultry meat and eggs a different kind of effect
will arise from the common policy and the initial impact of price equaliza-
tion among countries. The policy mechanism differs in that 1little or no
support buying is currently provided. Within the protection of external lev-
ies, prices will fluctuate in accordance with internal supply and demand bal-
ances. Price equalization among countries will be brought about through com-
petitive interaction among producers. We project a supply-demand situation
of approximate self-sufficiency in the EEC for these products. We also ex-
pect that future prices will be near cost levels for efficient producers. The
largest price declines will occur in countries with previous highest prices
particularly Germany for eggs and poultry and France for pork.

Pork, poultry and egg production will likely continue to expand in the
face of declining prices. Our estimates indicate, however, that consumption
will also expand with declining prices to the extent that market equilibrium
will essentially be achieved if direct interference through support purchases
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is avoided. Market interference to maintain prices could bring about in-
creased production and at the same time curtail growth in consumption. Lar-
ger more efficient hog producers and the large integrated poultry meat and
egg producers, both of which are accustomed to production centered on pur-
chased feed, would be price responsive and expand output. In addition, in
the case of hogs, this would provide an income effect on many small farms
that produce a few hogs along with dairy or other products. Because of the
large number of producers throughout the EEC who produce one or more hogs,
political pressures for support buying are great. But if implemented, this
would almost certainly be followed by surpluses and would create problems of
disposal and financing.

EEC policy 1in the case of grain will serve largely to support a pre-
existing tendency toward change in the composition of feed grain output. A
continued expansion of barley production relative to oats and mixed grains
will occur. Wheat prices will decline somewhat relative to barley prices in
all countries. Wheat price will be supported only slightly above barley;
hence, some shift from wheat to barley probably will occur. This change is
not Tiable to be great, however, and our projections indicate a continued in-
crease in wheat production over and above human consumption needs and an in-
creasing problem of surplus disposal. Disposal could be achieved either
through subsidizing export or denaturing for feed use.

Price policy could probably effect this balance by changing feed-grain
prices relative to wheat. From the viewpoint of livestock product prices and
consumption levels, it would be important whether this kind of adjustment was
brought about through lowering wheat prices or raising barley prices.

The mix of livestock and grain prices will not cause an expansion in
total grain output through a major shift in land use patterns. Forage acre-
age will be fully utilized to support existing levels or modestly increasing
livestock numbers. Beef and milk support prices are increased relative to
other livestock and to grain. With current production practices (especially
since Tittle grain fattening of cattle is done) this price change would tend
to prevent a major shift of land from forage to grain.

In the overall, our assessment is that the production shifts brought a-
bout by implementing the Common Agricultural Policy will be limited to a mi-
nor effect in maintaining herd numbers through relatively higher beef and
milk prices and to encouraging the pre-existing shift in composition of grain
output. The most important effect of price changes will be those related to
consumption. Growth in beef consumption will undoubtedly be retarded by
higher prices, while consumption of pork, poultry, and eggs will be encour-
aged through lower prices.

Our projections suggest that the overall rate of output of grain and
livestock products by countries and for the EEC in total will be as shown in
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Table 49. These rates of growth in output, while rapid, are not excessive in
terms of recent experience and the technical possibilities that still exist
in the agriculture of EEC member countries.

Table 49. Projected Growth in Output of Grain and Livestock Products in the
EEC 1964-1975.

Country Value of 1964 Value of Pro- Index of Compound
Production at jected 1975 Output in Annual
1970 Prices Production at 1975 Growth

(1000 U.A.) 1970 Prices (1964=100) Rate
(1000 U.A.)

Germany 5,013,345 6,750,543 134.7 2.7
Netherlands 1,323,720 1,783,267 134.7 2.7
Be1gium-Luxembourg 917,264 1,080,296 17.7 1.5
France 5,616,496 7,620,034 135.7 2.8
Italy 2,793,834 3,419,556 122.4 1.8
Total EEC 15,664,659 20,653,696 131.8 2.6

Movement to a common EEC agricultural policy will broaden the market for
farm products and allow a wider scope for competition among agricultural
areas of the EEC, but it will not solve the major underlying problems of EEC
agriculture. While the common policy will allow "free" movement of farm pro-
ducts among EEC countries, the products which are and will be in surplus in
France -- soft wheat and dairy products -- are in ample supply in all of the
other countries. The major deficit areas -- Germany and Italy -- will not
have significant deficits of the products that the surplus producers will have
for sale. Thus, all EEC countries except France will be deficit in beef and
feed grains but France will have very little surplus of these products at the
price relationships we have anticipated. France appears 1likely to have a
surplus of soft wheat and dairy products, but the other EEC countries offer
little promise as markets for these products.

As now constituted, price is the primary policy tool with which the EEC
can attempt to guide or control either the mix or level of farm output. Giv-
en the organization of EEC farms, this is likely to prove a weak and ineffec-
tive policy tool. It appears that a change in relative prices could change
the mix of grains produced, but in the case of milk and beef, it is hard to
see how price policy can significantly alter the combination of output. A
major reduction in farm prices would be needed to control or even appreciably
reduce total farm output in the face of technological and structural change.

Internal trade patterns of the EEC are unlikely to change markedly or
rapidly for either grains or red meats. Imports from third countries of
these two items are 1likely to continue to rise. EEC consumers thus will be
paying both major import levies and export subsidies at the same time on dif-

ferent products.
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A major effect that EEC policies as now agreed upon will have, is to
shift the burden of financing the export subsidies or other costs for the
surplus production away from the nation producing them. The principal defi-
cit areas -- Germany and Italy -- will finance the disposal of French sur-
pluses, even though in some respects they have agricultural income problems
far greater than in France.

Those who believe that a move to a Common Agricultural Policy is likely
to solve, or even appreciably alleviate, the low-income problem in EEC agri-
culture are likely to be disappointed. First, the most prosperous farms are
found 1in northern France and the low countries. These are the countries
where the greatest increases in farm incomes will occur under the new poli-
cies. This is especially true for the Paris Basin area where the large farms
will benefit from both higher prices and the removal of the quantum tax. The
lowest income farms 1in Germany, Italy and western France will benefit least
from the new price policy. Thus, the policies as now formulated will, if any-
thing, increase the income disparities within EEC agriculture; and, moreover,
the countries with the lowest-income farms will pay the largest share of the
costs of the policy.

It should be noted that no price policy will solve the income problem of
most of these low-income farms. Only structural improvement can solve the
problem and it will require a continued reduction in farm numbers, which is a
long and difficult process. In this sense the EEC policy is not unlike that
of the United States; it gives great emphasis to income transfers from non-
farm to farm people, but the money that is transferred goes predominantly to
those who are best off in agriculture, not to the poor.

Also, as in the United States, the shift to a new price policy may
affect land prices, increasing the value of the best land in France and the
Tow countries and decreasing the agricultural value of land in Germany and
Italy.

It is difficult to assess what impact the new policies will have on the
role of technical and structural changes. These countries all have had in-
dividual agricultural price policies for many years, with stable or rising
prices for a decade or more. Thus, there is no reason to assume that there
will be a great new boost to change, except insofar as national funds pre-
viously used for market support are diverted to structural programs. On the
other hand, there 1is no reason that the new policies will inhibit further
change. Farm price changes as such are unlikely to greatly influence out-
movement of excess agricultural population and in that way aid in restructur-
ing agriculture. Changes 1in outmovement are more dependent upon adequate
nonfarm employment opportunities than upon conditions in agriculture.

The greatest structural change that may occur is in the marketing of
farm products. The Dutch and, to a lesser extent, the Germans have a market-
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ing system for farm products which is more efficient than in other EEC coun-
tries. It seems likely that these more efficient marketing systems will put
a great pressure upon the other systems. If competition is really allowed in
the marketing sector, it will benefit both farmers and consumers. On the
other hand, there may be rising political pressure to reduce the competition
and avoid the change.

Whether they like it or not the EEC officials are likely to find that
their price policies have not and cannot isolate them from world markets in
farm products. The prospects of both export surpluses and continuing imports
make this true. Thus, the major problem they seem likely to face is the pros-
pect of rising costs of agricultural programs and imports without any appre-
ciable feeling of satisfaction from farmers, especially low-income farmers.
This problem, of course, is common to all agricultural policies.

Implications to Third Countries

The Kennedy Round of Trade Negotiations have been completed without third
countries receiving any appreciable concessions on agriculture from the EEC.
This is not surprising, at least not in the situation as presently consti-
tuted.

Third countries have objected to both the EEC's internal farm price level
and to their use of the variable levy based Tlargely on the assumption that a
substantial supply response would occur. Our investigation suggests that
this assumption is fallacious. Future output in the EEC will be-influenced
largely by improvements in technology and farm organization, but very little
by reaction to EEC prices.

The variable levy, of course, protects internal producers; and, in the
case of some like poultry and eggs with modern production methods, it is a
very great advantage. Realistically, however, we could have expected to lose
those markets, in any case, because they are high capital, Tlow land using in-
dustries and easily adaptable to European conditions.

Looking ahead it makes sense for the grain exporting countries to en-
courage the expansion of cattle production 1in the EEC, and the participation
of the EEC in concessional sales of dairy products to underdeveloped coun-
tries. Many of these countries need animal protein and milk can be produced
in the EEC at lower cost than in North America because of lower labor cost.
Moreover, an expansion of cow numbers will increase the feed grain imports of
the EEC while helping them to meet their beef consumption needs.

To the extent that the EEC contributes wheat to the feeding of underde-
veloped nations, that wheat will not be available for feed use. There is
probably about a ton for ton substitution here so that feed grain exporters
have an interest in encouraging EEC participation in foreign assistance pro-
grams.
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If the United Kingdom and certain other European countries are admitted
to the EEC, this may have a far greater impact on third countries than has
the development of the EEC policy to date. The possibilities of import sub-
stitution appear quite high, with EEC farmers gaining markets at the expense
of third countries. In this event, third countries would clearly need a firm
policy position.

Thus far our (U.S.) response to the formulation of EEC agricultural pol-
icies seems to have been more reaction than reason. We often have assumed
facts about their agriculture that appear unfounded, and we sometimes have
given the impression that the EEC should participate in the solution of our
farm problems through expanded import purchases. We are not the only coun-
try with farm problems, and indeed, we can be grateful we have our problems
and not those of the EEC policy makers.
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Appendix A

Table A-1. Estimates of Farmers Share of Consumers Expenditure for Cereal
and Livestock Products

Product U.S.* Belgium-Lux. France Germany Italy Netherlands
Cereals 20% 22.5 22.5 25 20 26
AT1 Meat 48% 48 48 53 -- --
Beef 54% 54 54 59 52 59
Poultry 50% 50 50 55 48 55
Pork 46% 44 44 49 42 49
Eqgs 55% 55 55 60 50 60
A11 Dairy Prod. 447 40 40 48 40 48
Fluid Milk 45% 45 45 50 4 50
Butter 71% 67 67 A 67 7
Cheese 47% 44 44 47 44 47

*Source: USDA Marketing and Transportation Situation.
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Table A-2. Estimates of Price and Cross Elasticity Relationships Implied
in Price-Consumption Adjustments

Beef & Veal Poultry Pork Eggs

Belgium-Luxembourg/France

ITotal Meat

Beef & Veal - .70 -10 -10
Poultry .20 -1.01 .20
Pork .10 .10 -.30
Eggs -.20
Germany/Netherlands
Total Meat
Beef & Veal .10 .20
Poultry -1.00 .30
Pork .05 -.27
Eggs -.30
Italy
Total Meat
Beef & Veal -1.20 .05 .05
Poultry .30 -1.00 .10
Pork .10 .15 -.90
Eggs -.40
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