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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 to
1970 and 1975 by George E. Rossmiller

The Grain-Livestock Economy of 1taly with Projections 2o 1970 and
1975 by Fred A. Mangum, Jr.

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

The Grain-Livestock Economy and Trhade Pattenns of the Ewropean Eco-
nomic Community with Projections 2o 1970 and 1975 by Vernon L.
Sorenson and Dale E. Hathaway
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 author's 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 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 and Istituto Nazionale di Economia Agraria, Rome, Italy, under
direction of G. Guerrieri and Professor M. Bandini, respectively

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

Institut fur 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.

Because of the importance of European markets for American agricultural
products, changes in European farm policies, such as the development of the
Common Agricultural Policy of the EEC, have an important impact on U.S. farm-
ers and exporters. The general purpose of this study is to provide a better
understanding of the relationships between agricultural policies and agricul-
tural commodity prices in the EEC.

One specific project objective was to describe the farm Tlevel prices
prior to the introduction of EEC marketing policies. Since the EEC policies
provide for intervention at the wholesale level, it is necessary to under-
stand the marketing system to know how the policies will affect the farmer.
Thus, another objective was to describe the marketing system that generates
the prices received by farmers. The third objective was to estimate the im-
pact of the Common Agricultural Policy on the price surfaces and marketing
systems and to project producer prices to 1970 and 1975.
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I wish to acknowledge the assistance provided by several individuals in
the Economic Research Service and the Foreign Agricultural Service, USDA, and
my colleagues who worked on other phases of the total project. A large num-
ber of people in Europe provided information and advice -- public officials,
university research people, grain company officials, representatives of U.S.
marketing organizations, and the Office of the Agricultural Attache at the
American Embassies 1in the EEC member countries. Dr. Friedrich-Christoph
Rustemeyer, Institut fir Landwirtschaftliche Marktlehre, Gottingen, Germany,
Dr. Michel Petit, Institut National de la Recherche Agronomique, Paris, and
Dr. Giudio Adilardik Istituto di Economia e Politica Agraria, Rome, helped
with locating and analyzing data and in interviewing people 1in their coun-
tries. Professor Arthur Hanau in Gottingen and Professor Mario Bandini in
Rome were especially helpful in arranging contacts with other researchers in
Europe.

Even though a great many people were contacted in the course of this
study, I did not always heed their advice. Therefore, I alone am responsible
for the contents of this document.

Pennsylvania State University Donald J. Epp
June, 1968
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Chapter 1
Introduction

The signing of the Treaty of Rome by Belgium, France, West Germany,
Italy, Luxembourg and The Netherlands on March 25, 1957, created the European
Economic Community and touched off a series of changes with world-wide signi-
ficance. The form of economic integration envisioned in the Treaty of Rome
is what Balassa calls a common market.] This eliminates all tariff and quan-
titative trade barriers between members, establishes a common tariff on trade
with nonmembers and abolishes restrictions of factor movements between mem-
bers. It is the first time that this many advanced economies have been uni-
ted to this extent and the potential impact of the unification is 1ikely to be
felt in many different countries.

While all areas of economic activity have caused adjustment problems,
one of the most troublesome has been devising a common policy for agriculture.
The American government has also maintained a close watch on developments in
EEC agricultural policy, since the formation of the Common Market unites five
of the top ten foreign cash markets for U.S. agricultural produc1:s2 into a
single entity, whose policies may influence our future sales abroad. In or-
der to properly guide the development of American production, policy makers
and advisors must consider the adjustments that will result from this major
change in the market.

The Study of Prices and Marketing

This report gives the results of the study concerned with changes in the
prices and marketing of grains and livestock in the EEC. The specific commod-
ities studies were wheat, durum wheat, barley, malting barley, rye, corn,
beef cattle, calves, hogs, milk, broilers, and eggs. One of the project ob-
Jjectives is to describe the farm level prices for these commodities prior to
the introduction of the EEC marketing policies. Since the EEC policies pro-
vide for intervention at the wholesale level, it is necessary to understand
the marketing system to know how the policies will affect the farmer. Thus,
another objective is to describe the marketing system that generates the
prices received by farmers. The third objective is to estimate the impact of
the Common Agricultural Policy on the price surfaces and marketing systems
and to project producer prices to 1970 and 1975. This projection also consid-

'Bela Balassa. The Theony of Economic Integration, (Homewood, I1linois:
Richard D. Irwin, Inc., 1961), p. 2.

2The leading dollar markets for U.S. agricultural exports in the 1965-66
marketing year were Japan, Canada, The Netherlands, West Germany, United
Kingdom, Italy, Spain, Belgium-Luxembourg, France, and Denmark, as reported
in U.S. Department of Agriculture, Economic Research Service, Foreign Agni-
cultural Trade of the United States (Washington: November, 1966), p. 35.



ers any changes 1in the transportation system and how such changes will af-
fect the flow of agricultural products in the EEC.

Coordination with the other subprojects became very important in this
study since the production analysis was based on regions within France, Ger-
many, and Italy. This required that the regions established for the produc-
tion studies be the same as those used for reporting prices so that produc-
tion projections to 1970 and 1975 could include the effects of price changes.
Figure 1 shows the regions of the EEC used in all subprojects. Since very
little grain or livestock is produced 1in the South region in France, it is
given only cursory coverage in the production study of France and no prices
were collected for the region.

Organization of the Report

The next chapter describes the market systems for grains -- both the or-
ganizations that handle the products and the transportation flows are includ-
ed. Chapter 3 discusses the Common Agricultural Policy of the EEC and re-
lates it to previous policies of the member countries. The description of
the past and projected price surfaces is found in Chapter 4 and Appendix A,
while the final chapter includes observations on the impact of the new poli-
cies on the EEC.
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Chapter 2
The Market for Farm Products

The marketing aspects of greatest concern in this chapter are the spa-
tial separation of production and consumption and the system of organizations
developed to overcome this geographic separation. Most of the chapter dis-
cusses the system for moving goods from the area of production to the area of
consumption, including the organizations that handle the goods and the flows
of these goods from place to place in the Community. Of course, the analysis
of commodity movements must include a description of production locations,
but these areas are treated in greater detail elsewhere.1 Thus, the first
part of the chapter describes the location of demand in the EEC followed by a
discussion of the marketing systems and commodity movements of grains.2

One aspect of the demand for farm products is the number of people. The
location of the population, particularly in large cities, determines many of
the flows of agricultural products. Figure 2, showing the population of
areas of the EEC as well as the location of the major cities, indicates the
concentration of people into the northwestern parts of the Community. Over
half of the people in the EEC 1live north of a line running through Munich and
Paris, and nearly one-third are in the triangle having Paris at the apex and
The Netherlands and Nordrhein-Westfalen as a base. Certainly, the large
cities in other areas, such as Milan and Rome, are important demand centers,
but the high concentration of people into a relatively small part of the Com-
munity, means that much of the movement of internally produced food must be
directed toward the North.

A simple head count, however, is not sufficient to describe the location
of demand for agricultural products. Money also talks by making people's
wants effective in the marketplace. Figure 3, showing the per capita income
by regions in the EEC, again stresses the importance of the northern parts of
the Community. Most of the large population centers of Germany, The Nether-
lands and Belgium are in areas with per capita incomes equivalent to $1000 or
more. The most densely populated area, the Ruhr River valley, has incomes
over $1400 as does the Paris area and Saarland. The regions of high per capi-
ta incomes in southern France are located in resort areas having small popu-
lations. Thus, the combination of population density and high incomes makes
the northwestern part of the EEC the most important demand center for farm
products.

With further development of the Common Market, many of the income dif-

]See the reports of the subprojects covering the Northern EEC, the
Southern EEC, and France. They are Report Numbers 1 and 2 in this series.

2The marketing system for livestock products 1is extensively covered in
available Titerature and is not repeated in this report. Readers interested
in detailed discussions of these markets are referred to the bibliography of
this report, especially the publications of the OEEC and the OECD.
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Figure 2

Population of Regions and Major Cities in the EEC*
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Figure 3

Annual Per Capita Income*
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ferences may be reduced and the new marketing technology permits storing and
transporting perishable commodities to distant areas. While these trends
will cause the diets of all areas of the EEC to become more alike, it is
likely that the large differences in the kinds of food demanded in different
parts of the Community will continue for many years.3

The Marketing of Grain

In this section the marketing channels for grains are described as well
as the movements of grains between regions 1in the EEC. The first part des-
cribes the movements of grains between the regions of the EEC. Because one
of the primary advantages of a customs union is the unrestricted movement of
goods across country boundaries, it is believed that one of the important re-
sults of the Common Agricultural Policy and the unified market will be an in-
creased interchange of agricultural products within the Community. By exam-
ining the most important trade routes used at present and the possible shifts
in these routes, it is possible to gain insights into the potential for fu-
ture movement. Also, the information on the important transportation methods
employed will be useful when discussing the future price surface for grains.
At that point it will be necessary to adjust price projections to reflect
interregional transportation costs, which will depend on the routes available
and the modes of transportation used.

The second part deals with the outlets available to farmers for grain in
the three major grain countries of the EEC -- Germany, Italy and France. The
discussion follows the marketing channels from the farm to the first proces-
sor of the grain, or alternatively, to the exporter. From this discussion of
the marketing system it is possible to understand more clearly how the price
system operates and how the prices established by EEC policies will be trans-
mitted to the farmer.

Thus, the following material provides a fuller understanding of European
markets and a necessary background for subsequent portions of this report.

International Grain Trade of the EEC
Importance

Exports and imports of grain play an important part in the grain trade
of the EEC. France is the only member country that exports sizable quanti-
ties of grains, although The Netherlands and Belgium-Luxembourg also export
about one-fifth of their wheat production and almost half of the Dutch feed
grain production during the early 1960's. (See Table 1) The nearly 3.0 mil-
lion tons of wheat exported by France and the 2.3 million tons of feed grains

3For a more detailed analysis see Vernon L. Sorenson and Dale E. Hathaway,
The Grain-Livestock Economy and Trade Patterns of the Ewropean Economic Com-
munity with Projections to 1970 and 1975, Michigan State University Mimeo,
1967. It will appear as Report Number 5 in this series.
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accounted for about 85 and 77 percent, respectively, of the average exports
of the EEC countries of these grains from 1962 to 1964. Thus, France is the
only member country that has a major concern for developing markets in third
countries for its grain production. The other countries use most of their
production internally; and, as will be shown later, what little they export
goes mainly to other EEC countries.

Imports, on the other hand, are an important matter for every country
except France. Germany has the largest average import of both wheat and feed
grains; but Italy, The Netherlands and Belgium-Luxembourg all import from 1.5
to 3.0 million tons of feed grains per year. (See Table 1) These imports
equal three-fourths of the annual production in Germany and Italy.

While imports are an important part of the total grain supply for five
of the EEC countries, these imports do not come primarily from the EEC area.
The data in Tables 2 and 3 show that 1less than 30 percent of the imports of
the EEC countries come from the other members and nearly all of this comes
from France. The United States is a major supplier of both wheat and feed
grains. This includes up to half of the wheat and three-fourths of the feed
grain imports of The Netherlands and smaller, but still important, portions
for other countries. This dependence on third country suppliers indicates
two important points concerning the trade patterns of the EEC. First, the
EEC has not traditionally produced enough grains for its own needs, and sec-
ond, the exports from France have gone to third country areas to a sizable
degree in the past.

The Patterns of Grain Flows

After seeing the importance of imported grains for the various member
countries, the next step is to look at the sources and destinations of these
grain imports. By identifying the most important trade channels, we can de-
termine the most 1ikely impacts of a unified grain market. A knowledge of
trade patterns helps in estimating regional prices since future trade chan-
nels are likely to be much 1like existing ones. The huge fixed capital in-
vestment in transportation facilities and the difficulties experienced.in de-
veloping a unified transportation policy make it highly unlikely that signi-
ficant shifts will occur before 1975.

Germany

The study of trade flows begins with Germany for two reasons: there is
more data available that identifies the region of source and destination, and
Germany has the biggest demand for imported grains. An examination of the
major trade flows involving Germany will show most of the important grain
flows for the entire EEC.

About two-thirds of Germany's grain imports arrive by ship, being unload-
ed at one of the North Sea ports of which Hamburg and Bremen are the most im-
portant. (See Table 4) A little over half of the grain arriving by ship
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comes from North America and only very small amounts from EEC member coun-
tries. (See Table 5) France has recently increased sea shipments but these
still amount to less than 10 percent of the imports by ship.

0f the grain that arrived through the North Sea ports in the early
1960's, about two-thirds was shipped to the interior in barges. This grain
moved mainly to the northern areas of Germany (55%) and to the Rhein-Rhur
area (23%). (See Table 6) The remaining third of the grain was moved by
rail and went to other Tlocations within the northern parts of the country
(40%), and to Bayern (40%). The movement to Bayern was primarily wheat of
high milling quality for blending into bread flour. A national subsidy pro-
vided very low freight rates on grains and made possible this shipment over a
relatively long distance. In recent years there has been a shift toward mov-
ing more of the grain by rail so this mode now accounts for over half of the
shipments out of the ports. The most notable change in the destination of
the grain has been a dramatic decline in shipments to Bayern (down to 5%) and
an increase in shipments to the Eastern Bloc (80%). The decline in shipments
to Bayern is due to reductions in the transportation subsidy given to grains
although this subsidy is not yet completely eliminated. The northern area of
Germany remains an important recipient of grain from the ports although the
amount and relative importance have both declined since the early 1960's.

The remaining third of Germany's grain imports enter the country by
barge. Almost all of the barge imports come from EEC member countries with
The Netherlands providing 73 percent and France 17 percent. (See Table 7)
The Rhein-Rhur area is the major grain deficit area and 1is easily accessible
by waterway. Therefore, it is the destination of most of the barge imports.
While 57 percent of the barge imports head for the Rhein-Rhur area, another
24 percent are directed toward the Southwestern area. These two areas are
primarily served by imports from The Netherlands with lesser amounts coming
from France and Belgium. It is interesting to note the difference in the
areas of France serving the two different areas of Germany. Of the imports
arriving from France, the Rhein-Rhur area received its grain mainly from the
area near the English Channel while the Southwest got its grain from the
Strasbourg area of France.

France

Being a surplus grain producer, France exports large amounts of feed
grains and wheat. Currently about half of her feed grain exports and about
13 percent of the wheat exports go to EEC member countries, Germany being the
primary destination for both. Almost all exports to Germany and the Benelux
countries are from the northeastern one-fourth of France where the canals pro-
vide cheap transportation to the deficit regions of the importing countries.
Grain produced in the western half of France is generally shipped by rail to
Atlantic ports and has historically been sold to the United Kingdom and the

13



Table 5. Imports of Grain by Ship to Germany From Selected Regions, 1962 and

19631
Region of 1962 1963
Origin 1000 tons % 1000 tons

Netherlands 21.2 0.4 19.7 0.6
Belgium-Luxembourg 5.1 0.1 9.3 0.3

France
Near English Channel 24.1 0.5 105.1 3.1
Near Atlantic 4,7 0.1 114.2 3.3
Other -— --= .2 -==
28.8 0.6 219.5 6.4

Canada
Near Atlantic 665.5 13.2 796.4 23.3
Near Great Lakes 14.5 3 19.5 .6
Near Pacific 254.9 5.1 120.4 3.5
934.9 18.6 936.3 27.%

United States

Near Great Lakes 566.5 11.3 188.3 5.5
Near Atlantic 116.6 2:3 259.3 7.6
Near Gulf of Mexico 737.1 14.6 498.3 14.6
Near Pacific 276.1 5.6 94.6 2.8
1696.3 33.7 1040.5 30.5

A1l Other 2347.7 46.6 1192.3 34.9
Total 5034.0 100.0 3417.6 100.0

IStatistiches Bundesamt, Seeschiffahrt (Fachserie H, Verkehr, Reihe 2).

Scandinavian countries, as well as recent sales to Communist China. After
1962 the price advantages in EEC countries resulted in small shipments to

North Sea ports of The Netherlands and Germany and in some wheat shipments to

Sicily. Apparently the shipments to Sicily have replaced the traditional

movements from northern Italy and are due solely to price differences during

the transition period that will be eliminated as the EEC adopts a common

price surface. With the elimination of the price advantages of shipping to

Italy, the destinations of wheat from Atlantic ports can be expected to re-

flect the traditional flows to the United Kingdom and other world markets out-
side of the EEC.

France imports small quantities of wheat and feed grains even though it
is a surplus producer of both. The United States supplies 60 percent of the
feed grain imports and 33 percent of the wheat. Very recently Italy has
shipped sizable quantities of corn to France, although this 1is probably re-
exported corn from third countries since very little domestically-produced
corn enters the commercial channels. The feed grain imports from third coun-
tries probably enter France through the English Channel ports for use in the
livestock areas of Normandy and the Northeast while corn imports from Italy

14
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enter through the Mediterranean ports destined for the Rhone Valley area.
The high quality wheat imported from North America is used by the milling in-
dustry centered around Paris and enters through the Channel ports, especially
Le Harve.

The internal movement of grain in France is generally toward the center.
The wheat milling industry is concentrated around Paris while feed grains are
used in the livestock areas that ring the Paris Basin. Since livestock pro-
duction in the Paris Basin itself is relatively small at present, there is a
movement of feed grains produced in the Paris area outward to the livestock
areas, but these are short distance movements compared to the longer distance
movement of grains from the Southwest to the Northwest and Northeast.

Italy

Italy now is an importer of grains, although she did export fairly large
quantities of wheat 1in the late 1950's and early 1960's. Now, the small ex-
port of grains is primarily corn going to France and southern Germany. As
indicated in the section on France, it is quite 1ikely that the corn exported
has been imported originally from third countries since most of the domesti-
cally-produced corn is used on the farm and does not enter commercial chan-
nels. Exports to France probably move by ship to ports in southern France
and from there to livestock-producing areas in the Rhone Valley. Corn ship-
ped to Germany moves by train, mostly into Bayern and Baden-Wiirttemberg.
Some grain may also be shipped by train to Basel, Switzerland, and transship-
ped to barge for movement along the Rhine and its tributaries. The most im-
portant of these grain movements from the viewpoint of the recipient is the
movement to Bayern, where rail shipments from Italy account for about 40 per-
cent of the grain shipped into the region.

Since livestock feeding 1is concentrated in Northern Italy, most grain
imports are destined for this region with about two-thirds of the corn im-
ports entering through northern ports. (See Table 8) The major suppliers of
imported corn are the United States and Argentina while barley is supplied by
these two countries plus Russia, Canada, and several countries of the Middle
East. There is only a small amount of wheat imported into Italy, coming main-
ly from France. Some is brought into northern Italy by truck or rail, usual-
ly to mills that buy in small quantities.

Imported grain is distributed from ports to the using regions primarily
by truck with rail being an important supplementary method from the ports of
Genoa and La Spezia. Genoa, Ravenna and Venice handle the largest portion of
the grain imports. Genoa is the primary supply port for the upper regions of
the Po Valley with Venice and Ravenna generally supplying the Tower valley.
About 99 percent of the grain leaves Venice and Ravenna by truck.4 Genoa, on

4Interview with Romano Graziani, U.S. Feed Grains Council, Rome, Janu-
ary 9, 1966.
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Table 8. Regional Imports of Corn by Italy, Average of 1963 and 1964]
(1000 tons)

Region of Area of Origin TOTAL
Plata North America? (A11 Countries)
North 1,349 1,058 2,958
45.6% 35.8% 100%
Center 118 136 386
30.6% 35.2% 100%
South 259 4 348
74.4% 1.1% 100%
Islands 77 1 112
68.8% .9% 100%
TOTAL 1,803 1,199 3,804
47.4% 31.5% 100%

1Graziani, Romano, U.S. Feed Grains Council, Rome, from a paper present-
ed at the U.S. Trade Center, Milan, April 20, 1965, Table 2.

2Main]y u.S.

the other hand, is located outside of the Po River Valley and the railroad is
used for about 18 percent of the grain movement over the coastal mountains.
The regions of Lombardia and Emilia are supplied by imports from both port
areas.

Since the northern parts of Italy grow mostly soft wheat and the South
and Sicily grow mostly durum, there is some shipment of wheat and flour with-
in the country. Forty percent of the durum flour produced in the South and
the Islands goes to the North and 20 percent to the Center.5 In return, the
South and the Islands wusually buy soft wheat flour from the mills in the
North, although recently there has been some shift to French sources.

Benelux

Although grain exports from these countries are not very large, The
Netherlands does export about half of its malting barley crop to northern
Germany and to Denmark. Most of the exporting business involves the re-export
of grain from third countries that enter the EEC through the ports of Rotter-
dam, Amsterdam and Antwerp. Most of this grain is destined for Germany with
smaller amounts going to France. On the other hand, grain imports are large
and important to both the importing and exporting countries. The Netherlands
imports 50 percent of its wheat and 75 percent of its feed grains from the

5Interv*iew with Dr. Portesi, Hational Association of Mills and Pasta
factories, Rome, May 27, 1966.
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United States. Belgium-Luxembourg also imports over half of its feed grains
and 12 percent of its wheat from the United States, and Canada supplies sig-
nificant portions of the wheat imports of the Benelux countries as well as
some feeding barley.

Marketing Channels
Germany

A discussion of grain marketing in Germany requires knowledge of the
proportion of the crop marketed to determine the importance of marketing for
farmers. The proportion of the total grain production that is marketed re-
mained fairly constant, increasing from about 38 percent in the last half of
the 1950's to 41 percent in the first half of this decade. (See Table 9)
The percentage varies with different grains ranging from a low of 10.7 per-
cent for oats in 1964-65 to a high of 60 percent for wheat in the same year.
About 50 percent of the bread grain production is marketed while only about
30 percent of the feed grain production leaves the farm. A declining propor-
tion of rye is being marketed as rye shifts from a bread use to a feed use.

The proportion of production marketed differs not only among grains, but
also among regions of Germany. Generally, the proportion of wheat sold de-
creases as one moves from north to south in Germany. (See Table 10) This is
probably due to farm size differences with the larger farms in Schleswig-
Holstein and Niedersachsen using only small amounts of wheat for feed, while
the smaller farms of the South use larger portions on the farm for livestock
feed. The pattern for rye sales appears to indicate that in Schleswig-
Holstein and Rheinland-Pfalz rye remains an important bread grain while in
the rest of the country it 1is primarily used as a feed grain on the farm
where it is grown. The feed grains and industrial grains present a problem
since they are not separated in the data. Schleswig-Holstein again shows a
large proportion of these grains being marketed as does Bayern. In Bayern
this high percentage of feed and industrial grains marketed can probably be
attributed to the sale of brewing barley. For Schleswig-Holstein the explana-
tion probably 1lies in both sales of brewing barley and to the reliance of
livestock feeders in this area on commercially mixed feeds and a correspond-
ing lesser use of homegrown feed grains.

Another important feature of the marketing of grains 1in Germany 1is the
seasonal pattern of sales by the farmers. As shown in Table 11, about 80-85
percent of all grains are sold during the first six months of the crop year.
Most sales occur during the first three or four months, or during the crop
harvest. Data in Table 12 indicates some important differences between re-
gions in the percentage of the crop sold during the first three months of the
crop year.

Another trend in the marketing of grains in Germany that can be seen from
the data in Table 11 is the increasing percentage of the total sales occur-
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Table 10. Percent of Total Grain Production Marketed By Regions in Germany‘,
1959-60 - 1964-65

Region 1959-60 1960-61 1961-62 1962-63 1963-64 1964-65
Schleswig-Holstein (a) 82.3 82.0 83.4 84.0 85.2 76.8
(b) 53.8 53.4 56.9 54.9 54.1 60.9

(c) 27.8 31.8 33.4 36.7 40.3 4.4

Niedersachsen (a) 74.0 73.8 76.1 71.4 77.5 74.0
(b) 30.3 31.2 26.2 28.1 31.1 33.1

(c) 19.5 23.5 21.4 20.7 23.7 24.4

Nordrhein-Westfalen (a) 62.6 67.2 61.7 66.3 60.5 63.2
(b) 34.7 34.9 29.9 40.0 39.9 4.4

(c) 16.6 20.3 17.2 20.9 21.8 18.4

Hessen (a) 65.6 69.1 57.1 63.0 60.7 62.2
(b) 37.2 37.5 25.8 28.8 36.4 35.4

(c) 11.0 17.6 13.7 19.3 16.2 19.1

Rheinland-Pfalz (a) 62.5 65.2 64.1 63.0 52.3 59.4
(b) 46.8 47.3 39.2 40.6 61.6 58.4

(c) 29.5 29.5 30.0 33.8 33.0 25.1

Baden-Wiirttemberg  (a) 40.1 43.6 38.2 37.5 44.5 44.6
(b) 24.3 22.2 22.2 22.9 28.2 27.7

()| 22.2 25.2 18.8 25.9 25.8 25.0

Bavern (a) 53.6 59.1 55.7 60.2 60.0 57.0
(b) 42.5 2.1 35.2 33.8 35.6 35.3

(c) 38.8 42.3 37.8 45,2 42.7 4.2

Saarland (a) 32.4 27.2 31.0 23.2 27.5 28.5
(b) 33.6 32.1 39.9 42.2 37.8 39.6

(c) 1.6 1.6 4.6 2.6 3.0 3.3

West Germany (a) 59.3 62.5 58.4 61.5 60.8 60.0
(b) 38.3 37.1 31.9 34.8 38.0 39.1

(c) 25.7 29.2 26.2 30.1 30.2 29.3

]Bundesministerium fiir Erndhrung, Landwirtschaft und Forsten, Statistis-
che Monatsberichte, various issues.

(a) Wheat
(b) Rye
(c) Feed Grains and Industrial Grains (primarily barley)
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Table 11. Monthly Percentage of Total Grain Sales in Germany]

ZWheat Rye Feed and Industrial Grains|

19653 1960¢ 19653 19604 19653
WJuly 3.5 3.9 7.5 9.8 11.8 13.4
Augus t 24.6 33.4 24.4 35.6 25.9 34.5
September 23.3 26.2 17.1 17.4 19.3 21.1
October 12.3 9.1 1.1 6.9 13.0 8.6
INovember 8.2 6.0 8.4 6.4 8.1 b2
December 7.9 5.7 7.4 5.4 6.7 4.0
January 6.2 4.4 6.9 4.9 4.2 3.2
February 4.1 3.2 4.7 4.0 2.9 2.5
March 3.0 2.7 4.1 3.2 2.8 2.3
April 2.8 2.5 3.4 2.6 2.4 2.3
May 2.5 1.9 2.7 2.3 1.6 1.6
June 1.5 1.0 2.2 1.7 1.0 1.2
July-September 51.4 63.5 49.0 62.8 57.0 69.0
July-December 79.8 84.3 75.9 81.5 84.8 86.8

]Bundesministerium fur Ernahrung, Landwirtschaft und Forsten, Statistis-
ches Jahnbuch and Statistische Monatsberichte, various issues.

21960 is the average of crop years 1959-60 - 1961-62.
31965 is the average of crop years 1963-64 and 1964-65.

ring in the first three months of the crop year in all regions, undoubtedly
reflecting the increased degree of mechanization in harvesting. But, it also
reflects the relatively small amount of on-farm storage. Grains that are not
used on the farm are usually sold as soon as they are harvested. This per-
sists despite guaranteed price increases during the crop year designed to in-
duce farmers to store.

We now examine the kinds of marketing channels used by farmers when sell-
ing their grain. Table 13 shows that sales to agricultural cooperatives have
increased during the past ten years, while the share given to private eleva-

tors and sold directly to processing industries has decreased slightly. Fig-
ure 4 presents the data for a recent period in the form of a flow chart. It

should be stressed that the data given in Table 13 and in Figure 4 are for
the national average and do not necessarily represent the situation 1in any
given region. As shown in Table 14, about 65-70 percent of the cooperatives
are located in the southern part of the country. In these areas the propor-
tion of sales to cooneratives is greater than the national average and, con-
verselv, they receive a smaller proportion in the northern areas.

The private firms tend to be larger than the coons and are concentrated
in the areas of larger farms. Thus, the private elevator channel on the flow
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Table 12. Percent of Total Grain Marketed That Is Sold During July-September
By Regions in Germany, 1959-60 - 1964-651

Region 1959-60 1960-61 1961-62 1962-63 1963-64 1964-65
Schleswig-Holstein (a) 65.3 49.0 64.8 44.6 68.3 72.4
(b) 63.3 40.4 55.4 44 .6 56.3 66.0

(c) 63.8 52.4 63.2 50.7 64.1 AR

Niedersachsen (a) 43.3 36.1 40.8 36.7 47.9 59.9
(b) 51.9 36.4 1.2 47 .1 54.5 63.7

(c) 58.4 41.3 54.6 40.8 58.8 66.0

Nordrhein-Westfalen (a) 53.1 51.0 58.1 53.2 56.9 64.9
(b) 61.0 49.4 60.8 57.6 62.8 69.6

(c) 72.3 63.4 n.7 58.0 63.4 70.6

Hessen (a) 73.1 56.0 69.7 62.8 73.3 79.6
(b) 72.9 49.7 67.0 59.2 67.2 77.0

(c) 75.4 69.0 80.5 73.6 82.5 81.2

Rheinland-Pfalz (a) 65.2 51.1 60.6 63.9 61.7 74.8
(b) 60.8 39.9 54.4 57.1 58.4 75.8

(c) 65.7 52.6 66.7 64.0 67.0 75.0

Baden-Wiirttemberq  (a) 49.7 43.5 54.9 50.9 52.4 67.0
(b) 45.9 1.7 52.3 46.5 46.0 59.3

(c) 58.0 49.4 57.9 64.7 61.9 75.6

Bayern (a) 48.4 441 54.8 53.0 59.5 68.5
(b) 48.6 36.9 45.0 44.4 48.8 61.7

(c) 57.7 50.1 57.2 57.1 67.8 76.0

Saarland (a) 45.7 25.2 54.9 50.3 49.0 62.5
(b) 51.6 46.2 70.8 49.6 56.8 75.4

(c) 37.7 30.0 62.5 60.0 65.6 51.7

West Germany (a) 54.2 45.8 55.7 50.6 58.6 68.1
(b) 55.6 41.3 50.8 50.5 57.4 67.3

(c) 61.1 51.0 60.8 56.5 65.1 72.8

]Bundesministerium fur Erndhrung, Landwirtschaft und Forsten, Statisti-
che Monatsberichte, various issues.

(a) Wheat
(b) Rye
(c) Feed Grains and Industrial Grains (primarily barley)
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Figure 4

Marketing Channels for Grain in Germany

Farmer
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Table 14. Agricultural Cooperatives Engaged in Commodity Trade By Regions in
Germany, 1960 and 19641
Toonerative T9%0 196"

Region Number Percent Number Percent
Hannover 610 5.4 546 5.2
Kiel 431 3.8 396 3.8
01denberg 246 2.2 244 2.3
Miins ter 335 3.0 331 3.1
KoTn 472 4.2 419 4.0
Kassel 565 5.0 511 4.8
Frankfurt 1,141 10.2 1,065 10.1
Karlsruhe 1,164 10.4 1,174 11.1
Stuttgart 1,465 13.0 1,407 13.4
Munchen 3,499 311 3,242 30.8
Koblenz 644 5.9 614 5.8
Ludwigshafen 439 3.9 410 .9
Saarbriicken 209 1.9 179 1.7

TOTAL 11,240 100 10,538 100
‘Deutscher Raiffeisenverband e.V., Jahrbuch, 1960 and 1964.

chart 1is most important 1in Schleswig-Holstein, Niedersachsen, Nordrhein-
Westfalen, and Rheinland-Pfalz. Cooperatives have a long history in Germany,

beginning as local bargaining groups for social as well as economic reforms

in the rural community. Only recently have they bequn to consolidate into

larger units. Table 15 shows the trend toward increased membership and fewer

numbers of cooperatives.

Table 15. The Number of Agricultural Cooperatives and Membership in Germany.I
Number of Members

Year Number of Coops (in millions)

1938 26,250 3.13

1957 23,300 3.82

1960 22,900 4,10

1964 21,100 4,52

]Deutscher Raiffeisenverband e.V., Jahbuch, 1964,

The milling industry absorbs much of the wheat and some of the rye pro-
duced in Germany. There are two distinct types of mills: the craft mills
are primarily concerned with custom milling for farmers while the trade mills
buy grain and sell the flour produced. Generally, the craft mills are very
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small and serve only a local area. These small mills are typically found in
the southern areas of the country where farms are also small and use much of
their own production.

Table 16 shows that there were a large number of small mills in Germany
during the early 1960's, but that they handled only about 10 percent of the
grain milled. Of greater importance are the large and medium-sized mills.
The medium-sized mills are usually found in areas with a moderate surplus of
grain production over local flour needs, such as in northern Germany with its
larger farms and in Bayern where many medium-sized mills are found along with
the small mills serving local needs.

1
Table 16. Number of F]?ur Mills in Germany by Size With Proportion of thg
Grain Milled

Daily Number of % of Total

Capacity Mills Grain Milled
Small 5 tons 6,062 10.4%
Medium 5-80 tons 1,045 35.5%
Large over 80 tons 56 54.1%

1Hardach, F. W., "Getreidemiihlen," Handworterbuch den Sozialwissenschaf-
ten, Vol. IX (Stuttgart, 1965), pp. 461-467.

The Targe mills are located along transportation routes where large quan-
tities of wheat can be brought in both from imports and from domestic produc-
tion. Thus, the major locations of large mills are the port cities of Ham-
burg and Bremen, the Tower Rhine Valley near the population centers of the
Ruhr, and the Middle Rhine area around Mannheim. The importance of the larg-
er mills has increased as can be seen from Table 17. The proportion of total
sales has increased for those firms employing more than 50 employees.

One of the important problems facing the milling industry has been an
excess capacity. To alleviate this problem, a law was passed in 1957 which
requires government permission to build new facilities or expand existing
mills and also provides payments for mills going out of business. Studies of
the results of this law show that most of the applications for discontinued
operation have been from small craft mills and that many of these mills had
already ceased operations. Thus, the problem has not been solved and becomes
more acute as per capita consumption of flour decreases. It is difficult to
say what the impact of the EEC policy will be on this problem. Much of the
milling industry is affected by the transportation subsidies given to grain
and these probably will be discontinued. This would give local mills an ad-
vantage of Tlower costs for acquiring domestic grain, but the 1large mills
would still enjoy their location advantages for imported grains and for bulk
shipments of grains and flour on the major waterways.

The mixed feed industry is the primary buyer of feed grains that are
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sold by farmers and is growing rapidly. Mixed feed production has increased
almost six times since 1952 and has doubled during the six-year period of the
study, 1959-1965. (See Table 18) The importance of this industry varies for
different grains, currently being most important for corn and barley. During
the past ten years the amount of wheat used in mixed feeds has fallen from
22.6 percent of the grain in feeds to only 8.8 percent. (See Table 19) Bar-
ley has also decreased in importance, from 35.5 to 22.2 percent, but it is
still a major component of mixed feeds. Corn, along with millet, has shown
the most dramatic increase, jumping from 23.0 percent of the grain in mixed
feeds in 1955-56 to 51.2 percent in 1964-65.

Mills are located where they have easy access to grains and additives
that go into the feed product and where they have good access to livestock
feeding operations. Thus, the most important of the large mills are located
in the Hamburg and Schleswig-Holstein area, the Bremen area, around the Ruhr
valley, and in the Mannheim area. A1l of these locations have easy access to
water transportation for imported or domestic grain, are near industries that
have by-products used in mixed feeds, such as fish meals and chemical by-
products, and are near major livestock feeding areas. There are, of course,

Table 18. Production of Mixed Feed in Germany, 1952-53 to '1964—651

Production of Mixed Feed
ICrop Year }%%g G E< in % of Total Feed in % of gzggentrated
1952-53 880 2.5 9.1
1953-54 1205 3.3 12.4
1954-55 1613 4.3 15.0
1955-56 19N 5.0 17.1
1956-57 2242 5.8 18.5
1957-58 2567 6.4 19.9
1958-59 2922 7.1 22.6
1959-60 3596 8.5 24.2
1960-61 3532 8.1 24.7
1961-62 4489 9.9 28.3
1962-63 5020 10.9 30.7
1963-64 5059 10.7 30.3
1964-65 60233 13,13 31.9°

]Beckmann, R., "Intensive Tierhaltung erfordert Mischfutter," Kraftfut-
ten, Vol. 49 (1966), p. 20. For these figures also compare Bundesministerium
fur Ernahrung, Landwirtschaft und Forsten, Unterlagen zun Futterwintschaft.

2G E = Grain unit.
3Pre1iminary.




Table 19. The Composition of the Grain Componen? of Mixed Feeds Produced in
Germany, 1955-56, 1960-61 and 1964-65

(Percent each grain is of total grain)

1955-56 1960-61 1964-65
Wheat 22.6 20.6 8.8
Rye 2.4 10.3 3.4
Barley 35.5 24.6 22.2
Dats 16.5 14.0 14.4
Corn and Millet 23.0 30.5 512
ITotal Grain (1000 tons) 782.9 1571.0 2293.2
Total Grain as a percent of
total mixed feed production 39.8 43.9 37.6

1Bundesministerium fur Ernadhrung, Landwirtschaft und Forsten, Statistis-
ches Jahnbuch, various issues.

many other feed mills that are either smaller private operations, or are a
part of an agricultural cooperative or other industry that has branched into
the feed mixing business. Fiqure 5 shows the geographical locations of the
mixed feed mills and Fiqure 6 shows the total mixed feed production of the
different regions of Germany.

During the period of this study, the relative proportions of the mixed
feed output for different regions has remained fairly stable (Table 20), but
over the 12-year period from 1952 the southern regions (Bayern, Baden-Wirttem-
berg, and Rheinland-Pfalz) increased their share of production from about 5
percent to over 20 percent. Leading feed companies have established branch
plants in the South and cooperatives have expanded into the production of
mixed feeds. The existing proportions are likely to remain stable unless
there is a major shift in the location of livestock feeding. Table 21 indi-
cates that the consumption of mixed feed tends to parallel the production,
implying that there 1is very little interregional movement of mixed feeds.
One factor which might alter the pattern is the shift to increased feed use
by farmers in southern Germany. At present, farmers in northern Germany, es-
pecially Schleswig-Holstein, use far more mixed feed for 1livestock than do
farmers in southern Germany. (See Table 22)

The industry presently consists of about 380 larger mills specializing
in the production of mixed feeds and another 1,500 to 1,600 smaller opera-
tions that are a branch of some other business. There is very little infor-
mation available on these branch operations, but it can be seen from Table 23
that the specialized onerations have tended to become larger over the past 4
or 5 years.

The brewing industry is another user of German grains, generally buying
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Figure 5
Location of Mixed Feed

Industry in Germany, 1957* Number of Mills
Per Location:

« 1-4

A 5-9

0 10 or more

*A. Kariger. Die Entwicklung den Mischfutterindustrie in Deutschland.
(Veroffenlichunger der Wirtschaftschochschule Mannheim, Reihe I, No. 11,)
Stuttgart, 1963.
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Figure 6

5,000 t.
10,000 t.
20,000 t
40,000 t.

80,000 t.

Mixed Feed Production In
Germany by Regions, 1962/63*

160,000 t.

320,000 t.

640,000 t.

o
6]
O
O
O
Q 1,280,000 t.

*D. Tewes, Der Einfluss der Gutertarifpolitik auf die Futtermitielmarkid
den Bundesnepublik Deutschland, (Landwirtschaft-Angewandte Wissenschaft, No.
121), Hirrup, 1966.
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Table 20. Production of Mixed Feed By Regions and Percent of Total Produc-
tion in Germany, 1959-60 to 1964-651
1000 tons
(Percent)
Schleswig- Nordrhein-
Crop Year Holstein Hamburg Niedersachsen Bremen Westfalen
1959-60 598.3 326.7 542.9 140.6 1342.8
(16.5) (9.0) (14.9) (3.9) (36.9)
1960-61 609.7 346.6 515.5 138.7 1250.2
(17.0) (9.7) (14.4) (3.9) (35.0)
1961-62 775.3 408.6 679.3 181.7 1634.7
(16.8) (8.9) (14.8) (3.9) (35.5)
1962-63 853.3 422.8 818.1 190.0 1724.9
(17.0) (8.4) (16.3) (3.8) (34.4)
1963-64 843.6 453.2 799.9 200.9 1746.1
(16.5) (8.8) (15.6) (3.9) (34.0)
1964-65 957.7 494.6 930.6 204.7 2105.3
(15.7) (8.1) {15.3) (3.4) (34.6)
Rheinland- Baden West
Crop Year Hessen Pfalz Wiirttemberg Bayern Germany
1959-60 55.2 105.0 237.8 251.8 3633.9
(1.5) (2.9) (6.5) (6.9) (100.0)
1960-61 54.4 113.1 266.4 237.3 3576.1
(1.5) (3.2) (7.4) (6.6) (100.0)
1961-62 83.2 140.3 349.2 300.4 4604.5
(1.8) (3.0) (7.6) (6.5) (100.0)
1962-63 85.5 168.2 360.4 343.8 5015.6
(1.7) (3.4) (7.2) (6.9) (100.0)
1963-64 88.5 170.8 371.4 403.4 5128.4
(1.7) (3.3) (7.2) (7.9) (100.0)
1964-65 100.0 231.8 482.9 530.2 6090.9
(1.7) (3.8) (7.9) (8.7) (100.0)
1Beckmann, R., "Intensive Tierhaltung erfordert Mischfutter," Kraftfut-
ter, Vol. 49, (1966), p. 20.
2Inc’luding Saarland and West Berlin.

about 40 percent of the summer barley production. The exact proportion de-

pends on the quality and quantity available from domestic and from imported

sources. This demand exhibits large regional differences since the major

part of the brewing industry is located in the southern parts of Germany and

in Nordrhein-Westfalen. (See Table 24) With continued increases in beer pro-
duction, it seems likely that the brewing and malting industries will remain

an important market for summer barley.

Italy

About 88 percent of the wheat produced is marketed with the remainder us-
ed on the farm, primarily for seed and a small amount for food. (See Figure
7) On the other hand, feed grains are used primarily on the farm with about
20-30 percent of the corn sold and only about 10 percent of the barley leav-
ing the farm. (See Tables 25 and 26) However, in the case of corn, there is
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Table 21. Mixed Feed Production and Consumption Regional Shares in Percent]

Germany, 1961-62

Region Production Consumption
Schleswig-Holstein 16.8 20.7
Hamburg 8.9 0.4
Niedersachsen? 18.7 27.1
Nordrhein-Westfalen 35.5 24.3
Hessen 1.8 5.7
Rheinland-Pfalz 3.1 3.3
Saarland 0.9 0.6
Baden-Wiirttemberg 7.6 8.1
Bayern 6.5 9.6
Berlin 0.2 0.2
Germany 100 100

1Bundesm‘im’stem’um fir Erndhrung, Landwirtschaft und Forsten, Statis-
tiche Monatsberichte, various issues.

2Inc]udi ng Bremen.

Table 22. Average AmountsT of Mixed Feeds lé'ed to Dairy Cows, Hogs and Laying
Hens By Regions of Germany, 1963

(kilograms per animal or bird per production period)

Region Dairy Cows Hogs Layina Hens
Schleswig-Holstein -—- 220 --
Niedersachsen 270 67 40
Nordrhein-Westfalen 390 64 38
Hessen 240 34 26
Rheinland-Pfalz 100 30 27
Baden-Wiirttemberg 110 29 27
Bayern 90 26 13
Germany 195 66 30

]Kﬂoqrams per animal or bird per production period.

2Beckmann, R., "Intensive Tierhaltung erfordert Mischfutter," Kraftfut-
iter, Vol. 49, (1966).
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Figure 7

Marketing Channels for Wheat in Italy

12% used on farm
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Table 25. The LIJse of Domestically Produced Corn in the Regions of Italy,
1964

Used on the Farm
Region Production Seed Animal Human Sold
Feed Food
(1000 Tons) (Percent)
Piemonte 556.3 0.7 58.2 6.5 34.6
Valle d'Aosta .9 -— 55.5 22.2 22.2
Lombardia 988.6 0.6 67.2 6.9 25.3
Trentino 30.1 2.0 47.8 28.9 21.6
Veneto 1011.8 .5 47.1 8.5 43.9
Friuli 342.0 .3 48.2 9.3 42.2
Liguria 11.9 2.5 81.5 5.0 10.9
Emilia 119.4 .5 94.6 3.9 .9
North 3061.0 .6 57.8 7.7 34.0
Toscana 107.5 2.1 83.7 4.7 9.5
Umbria 40.0 2.2 86.2 4.5 7.0
Marche 132.6 1.8 85.1 3.2 9.8
Lazio 137.1 2.8 73.9 2.8 20.6
Abruzzi 148.8 2.6 62.2 3.8 31.5
Center 566.0 | 2.4 76.3 3.6 17.9
Campania 199.1 3.0 69.3 0.5 27.2
Puglia 36.0 3.1 38.1 --- 58.9
Basilicata 28.4 3.9 64.1 2.1 29.9
Calabria 31.5 4.1 68.3 1.0 27.0
South 295.0 3.2 64.9 6 31.3
Sicilia 3.5 | 5.7 80.0 - 17.1
Sardegna 3.0 -— 53.3 --- 43.3
--------------- b o - - - - -
Islands 6.5 3.1 67.7 -—- 29.2
Italy 3928.7 1.0 61.0 6.6 31.5

1Instituto per le Ricerche e le Analisi di Mercato, Rapporto sull' impiegd
del Granoturco, Onzo ed Avena, sia di Produzione nazionale che d'importazione
nel 1964, Rome, 1964, pp. 5-8.

a great deal of variation among regions of the country 1in the amount that is
marketed. Farmers in regions with a large livestock feeding operation cou-
pled with moderate feed grain production, such as Emilia and Toscana, sell
only very small portions of their crops, whereas those 1in regions with only
small scale feeding operations, such as Puglia; or with a large surplus of
grain production, such as Veneto; market about half of their total production.
These figures all indicate the close tie between domestically-produced feed
grains and livestock-producing operations.

Since the market is most important for wheat, an examination of the mar-
keting channels may indicate what factors affect the demand for the farmer's
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Table 26. The QSe of Domestically Produced Barley in the Regions of Italy,
1964
Used on the Farm
Region Production Seed Animal Sold
Feed
(1000 tons) (Percent)

Piemonte 9.4 8.5 91.5 -—-
Valle d'Aosta .6 --- 100.0 -—
Lombardia 11.2 5.4 94.6 -—-
N'rentino 44.4 10.1 44.8 45.0
Veneto 14.6 6.8 93.2 -—
Friuli 65.4 5.2 512 43.6
Liguria 1.0 10.0 90.0 -
Emilia 324.0 6.0 87.7 6.3
North 470.6 6.1 75.1 13.9
Toscana 260.0 9.3 83.2 7.7
Umbria 125.6 9.1 80.5 10.4
Marche 135.8 6.8 89.1 4.1
Lazio 153.1 8.2 80.5 11.3
Abruzzi 68.8 9.9 85.9 4.4
Center 743.3 8.7 83.8 3.9
Campania ) —-;3.é --------- §j6 88.6 1.8
Puglia 331.9 12.9 68.4 18.7
Basilicata 154.8 12.4 87.6 -—-
Calabria 162.0 13.1 79.3 7T
South 722.3 12,5 76.7 10.4
Sicitia | 55.2 | 1A 80.5 8.4
Sardegna 123.0 12.3 83.7 4.1
................. L e e
Islands 578.2 11.3 81.2 7.5
Italy 2515.0 10.0 80.2 9.8
]Instituto per le Ricerche e le Analisi di Mercato, Rapporto sull'impiego
del Granoturneo, Onzo ed Avena, sia di Produzione nazionale chi d'importazione

nel 1964, Rome, 1964, pp. 16-19.

produce.
with another
sorzi.6

ceive a

has been abolished, the Federconsorzi maintains

the market.

6

price set by the government.

administer the agricultural commodity support programs.
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Figure 7 shows that most wheat is marketed through local merchants
important, though smaller, part marketed through the Federcon-
Prior to 1962 the Italian policies required that about 20 percent of
each year's wheat production be marketed through the Federconsorzi
Even though this delivery requirement
about the same proportion of

and re-

The Federconsorzi is the agency designated by the Italian government to



The third group handling the farmer's output is the cooperatives who are
of very little importance when viewed from a national viewpoint but have con-
siderable importance 1in certain localities. In areas with strong coopera-
tives, they account for as much as 15 percent of the total wheat marketings,
even though they only account for one percent of the national total marketed.

Although there are some firms that operate at what might be called the
wholesale level, generally the initial collector sells the wheat to process-
ing firms. The cooperatives and the Federconsorzi have rather strong central
control and can bargain effectively with the large wheat mills, but the small
local elevators, or wheat-buying merchants, are not 1in a position to bargain
with the large mills. Some people express concern over the impact this im-
balance of bargaining power has on the price received by farmers. It is
thought that large flour mills may dictate the price paid for wheat, setting
it lower than would result with stronger selling grouns. Another source of
power for these mills is that since 1962 they have been allowed to import
wheat directly for mixing in flour rather than having all imports go through
the Federconsorzi.

The flour mills, which are the principal buyers of wheat, are located in
the Northern region and in the South, including the island of Sicily. The
northern mills primarily make bread flour using the soft wheats produced in
that region, supplemented by small quantities of durum wheat from Toscana and
the South. On the other hand, the southern mills use durum wheat almost ex-
clusively supplemented with a minimum of soft wheat from the North or from
France. The durum flour is especially good for the manufacture of pasta, and
some is also used for bread along with the imported soft wheat. Almost 90
percent of the wheat grown in Sicily and the South is ground into flour with-
in the region and used to make pasta or shipped to other regions of Italy as
flour. Very little wheat is exported from Italy, so it is apparent that the
mills are the major point of disposal for the domestic wheat crop.

As indicated previously, domestically-produced feed grains are used pri-
marily on the farms where they are produced. Thus, the commercial markets
handle primarily imported feed grains. Since most of the livestock feeding
is in the North, most imports are through the ports 1in northern Italy. Many
large feed mills are located in port cities, such as Genoa, Venice, Ravenna,
and Ancona. Others are located in the Po valley at Parma and Forli. About
96 percent of the corn and barley that is imported eventually goes into mixed
feeds for 'Iivestock7 although the grain may go through several steps in the
marketing system before arriving at the feed mill. O0f the corn imported
about 30 percent is sold directly to feed mills, about 55 percent to traders,
and the remaining 15 percent goes through other channels to both farm and in-

7Instituto per le Ricerche e le Analisi de Mercato, Rapporto sull' impiego
del Granoturco, Onzo ed Avena, sia di Produzione nazionale che d'importazione
nel 1964, Rome, 1964,
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dustrial users. Apparently the major portion of that purchased by traders
and by other channels goes to mixed feed mills eventually, since nearly all
of the imported corn is ground into livestock feed. However, not all of this
would go to the large commercial mills, since there are many family-operated,
small feed mills. These small firms are not subjected to many of the taxes
levied on the larger firms and can sell to local customers at lower prices
than can the larger firms.

France

Table 27 indicates the percentage of the total production of each crop
sold off-farm over the twelve-year period 1950-1962. The proportion of the
wheat crop that is marketed has remained relatively stable over the entire
period at about 70 percent, while for feed grains, barley and corn, increas-
ing proportions are being marketed off of the farm. This results from the
increased production in the Paris Basin, which is a major grain area with
little Tlivestock. Also, the proportion of rye marketed has decreased by
about 50 percent over the twelve-year period. This is probably due to de-
creased human consumption and increased feed uses.

iTable 27. Percent_of Grain Production Sold in France, 1950-51, 1960-61 and

1962-631
1950-51 1960-61 1962-63
Wheat 70.0 70.0 72.5
Rye 28.0 16.0 14.5
Barley 26.0 54.0 48.0
Corn 3.2 50.0 49.0

]Inﬂonmation et Documentation Agricoles, Cooperatives La Fayette (Paris,
1964), No. 16, p. 37.

The percentage of corn production marketed 1in various regions of France
reflects differences 1in the utilization of feed grains 1in different areas.
The Paris Basin markets a large proportion of its corn production, while the
Southeast and Southwest regions use more of the nroduction on the farms as
feed for livestock. (See Table 28)

The marketing channels for wheat are diagrammed 1in Figure 8. The coop-
eratives are the most imnortant of the two types of local elevators (organis-
mes stockewrs) in terms of the amount of grain handled. About 75 percent of
all the grains marketed are first delivered to a cooperative storage agency
with about 80 percent of the wheat going to this type of firm. These groups
have several choices for disposing of their grain and the outlet chosen de-
pends on the managerial abilities of the local director and the Tocation of
the firm. The two National Cooperative Unions provide an outlet for many of
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Table 28. Production and Nff-Farm Sales ("collecte") of Corn in Certain De-

partments
(1000 metric tons)
Production Collecte
1963-T964  T964-1965 T1965-1966 [T1963-1964  1964-1965
Paris Basin 921.9 496.4 921.6 622.1 472.1
% of Production 67.5 95.0
South-East 236.8 125.3 244.2 117.6 93.6
% of Production 50.0 75.0
South-West 1973.9 1072.2 1672.9 1003.2 559.4
% of Production 51.0 52.0
1

Butterwick, M. W. and E. Neville Rolfe, An Examination of zthe Market
Structure in the BENELUX Ponts and Theirn Hinterland for Imponted Feed Grains
and forn Compound Feeds, A Report to the U.S. Feed frains Council (Washington,
D.C., 1966), Anpendix Table 13.

the local coons. The Unions sell grain on the export market or may direct
deliveries to bprivate exnorters and to feed and flour mills. On the other
hand, the local coon manager may, if he desires, sell directly to the mills
and private exnorters. Some even do their own exporting, although this is
unusual. There has been some movement toward grouping together several local
cooperatives to export directly to users in other EEC countries. This ten-
dency is most pronounced in the northern part of the Paris Basin where trans-
portation connections are good to Belgium, Holland, and Germany.8

Because France produces a surplus of grain, export channels are impor-
tant for French farmers. About 25 percent of the wheat produced in France is
exported and the pronortion of feed grains varies from 25-40 percent, depend-
ing on the quality of the cron and the markets abroad. (See Table 29) Rye
is not an important exnort cron with only about 7 percent of the production
qoing to foreign markets.

0f the wheat wused within the country, about 63 percent is eventually
consumed by humans, while over 28 percent is used in livestock feeds. (See
Table 30) The remainder is used for seed and some industrial purposes. Al-
most 90 percent of the corn and barley is used for livestock feed with the re-
mainder used for seed and industrial purposes. The barley going to the indus-
trial cateqory is used mostly for brewing while the corn in this classifica-
tion is used for makinag starch. Both of these industries are minor users
from a national viewnoint, but are important for oroducers in Northeastern
France.

8From personal interview with Mr. Senechal, Director of the local Coop-
erative at Pontoise, France, May 16, 1966.
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Table 29. Exports1as a Percent of Grain Sold in France, 1958-59, 1960-61 and|

1962-63
1958-59 1960-61 1962-63
Wheat (and flour in
wh. equiv.) 10.7% 21.5% 25.0%
Barley? 3.5% 36.3% 34.0%
Corn? 9.6% 42.0% 27.6%
Rye 13.2% 15.4% 7.2%

]Ingoamationb et Documentation Agricoles,

(Paris, 1964), No. 16, pp. 57-61.

Cooneratives La Fayette,

2There is a large variation from one season to the next in the percent

exported.

Table 30. Percentage of Crop Used For Specific Purposes
1960 - 1961-19621

in France, 1959-

Wheat Barley Corn
Seed 8.2 7.9 15
Animal Feed 28.4 88.3 89.0
Industrial Uses .6 3.4 8.3
Human Food 62.8 . .9

llnﬁoamation et Documentation Agnicoles, Cooperatives
(Paris: 1964), No. 16, p. 118.

La Fayette,
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Chapter 3

Marketing and Price Policies

Fundamental to agriculture in all developed economies today is the signi-
ficant role played by government policies. They attempt to guide farm produc-
tion, determine a minimum price for farm products, help farmers obtain needed
inputs, and support market development efforts. A1l of these policies devel-
oped over a long period of time in response to problems faced by agriculture
and the belief that a stable agricultural economy was essential to the well-
being of the nation. Even though the policies differ from one country to the
next in the breadth of their application and in the strength of their control,
all of the national governments of the advanced economies in Europe and North
America have followed a program of assistance to the agricultural se«:t:or..|
It is the objective of this chapter to present the major features of the Com-
mon Agricultural Policy of the European Economic Community (EEC) and indi-
cate which changes from the previous policies will affect agricultural pro-
duction, consumption, and trade.

The Common Agricultural Policy

To move from the variety of policy measures employed prior to the Treaty
of Rome to a major reliance on price policy involves much analytical and dip-
lomatic effort. The task was eased somewhat by choosing to rely on price
policy rather than production controls, since production did not then have to
be allocated between member states; one decision could be made on an overall
price level and market forces would produce the rest of the price surface.
The nearly exclusive reliance on price policy by the EEC has several implica-
tions for this study. First, by studying the possible changes 1in product
prices we can estimate the probable changes in quantities demanded by consum-
ers. Second, assuming that product prices are important in farmers' produc-
tion decisions, we can learn something of the possible production changes
from examining the likely price changes. These estimates of supply and de-
mand in the gEC permit trade flow projections, both within the Community and
with third countries. Third, farm incomes can be projected from the produc-
tion and price estimates and, because of the political importance of the farm
income situation, possible changes in policies may be foreseen.

Due to the great diversity of policies used by the six member countries
prior to 1957 and to the large differences in price levels for different pro-
ducts, a transition period was established where each country would retain
control of the policies affecting agriculture, but would agree to move toward

1For details of the history of agricultural policies in Western Europe
see, Michael Tracy, Agriculture 4n Western Eunope (New York: Frederick A.
Praeger, 1964 and Helen C. Farnsworth, "Determinants of French Grain Produc-
tion, Past and Prospective," Food Research Institute Studies, IV (1964), pp.
225-272, and Karen J. Friedmann, "German Grain Policies and Prices, 1925-
1964," 1bid., V (1965), pp. 31-98.
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common goals. This began 1in July, 1962, for cereals, pork and poultry pro-
ducts and by 1964 the basic regulations had been prepared for beef and dairy
products as well. While it is possible for the basic provisions of the requ-
lations to be changed before the end of the transition period in 1970,2 it is
assumed that such changes will be minor. Thus, the remainder of this section
reviews the most important provisions of the Common Agricultural Policy as it
exists in early 1968.

Grains

The foundation of the internal price policy for grains is provided by
the target price, sometimes called the indicative price. This price goal for
a standard quality product is set by the Council of Ministers for commodities
of major importance to the Community -- soft wheat, rye, barley and corn.
Because of the size of the Community, the same price would not be appropriate
for all areas and derived indicative prices are established for marketing
centers within a country if the difference 1in price between the areas of
greatest surplus and greatest deficit exceeds five percent. France, Germany,
and Italy selected derived intervention points within their boundaries and
calculated target prices for these points. In addition to this regionaliza-
tion of target prices, the EEC adjusts prices upward during the marketing
year to induce farmers to store their grain on the farm for marketing later
in the year.

To insure that actual prices received by farmers do not fall too far be-
Tow the target goals, the Commission determined and designated agencies to
buy grains offered for sale at the intervention price. For countries with
derived target prices, intervention prices are also derived for the same
points or regions. Each intervention price must be between five and ten
percent below its corresponding target price.

The intervention agency may dispose of any grain purchased in three dif-
ferent ways. They may store the grain and sell it later on the domestic mar-
ket when the price rises above the indicative price, or sell it on the world
market, or denature the surplus and sell it as a feed grain. As an alterna-
tive to the third method, private grain handlers may be paid a premium for
denaturing wheat and incorporating it in mixed feeds for 1ivestock. But, all
of the disposal methods cost money, either for storing the grain or by sell-
ing the grain for a lower price than was paid for it. The Guidance and Guar-
antee Fund, discussed later in this section, pays these costs.

Since the target levels for grain prices in the EEC are substantially
higher than world prices, it is necessary to protect the domestic market from
excessive imports at prices lower than the indicative price. A threshold

2A change did occur in the pork policies in the Summer of 1967 when pro-
visions were added to allow intervention purchases by price support agencies
when prices fall below a specified level.
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price, or minimum import price, provides this protection for grains. It in-
cludes an adjustment for any difference from the EEC standard quality and de-
ducting marketing and transportation costs from Rotterdam to Duisburg. Then
the Community adds a specified amount (montant forfaitaire) to the price to
give domestically-produced grains a price advantage in domestic markets. Re-
sulting threshold price for the specified type of grain indicates the minimum
price at which it may'be imported.

Similarly, to prevent excessive imports of grain products made from low-
er priced grain in third countries, the EEC calculates a threshold price for
items which do not have an indicative price. The computation of this price
considers the value of the grain in the product, the milling margin, an al-
lowance for protecting the domestic milling industries and the value of the
by-products obtained in making the grain product to be imported. In essence,
the threshold price represents what the imported product would have cost if
the grain were priced at domestic prices plus some protection for the home
industry.

To allocate grain imports from third countries and to tax the windfall
gain resulting from the threshold price being above the world price, the EEC
calculates a c.i.f. price for Rotterdam on the basis of the Tlowest offer
price on Community and other world markets adjusted for any quality differ-
ences. Having determined the minimum offer price of third country suppliers
(c.i.f. price) and the minimum import price allowed (threshold price), the
EEC computes a levy equal to the difference between the two which must be
paid at any EEC port or border-crossing point.

Without special provisions, exports of grain would cease under a policy
of domestic price levels being higher than world prices. This is particular-
ly important for France, which traditionally exports substantial quantities
of wheat to third countries. In order to maintain a competitive position in
the world markets, the EEC pays an export restitution or refund equal to the
difference in world prices and EEC prices. Or, the exporter may receive per-
mission to import an equal amount of grain without paying the levy.

Beef

The internal market policies for beef in the EEC center on the guide
price, which serves a similar function as the target price in the grain poli-
cies. That is, the weighted average beef price for the country, giving con-
sideration to seasonal variations and quality differences, should be close to
the guide prices. But even with a community-wide price goal each member gov-
ernment may choose either to support the price by intervention or not. If
intervention 1is desired, an intervention price between 93 and 96 percent of
the guide price is established. When the internal market price, computed by
weighing the price of specific qualities of beef animals (but not calves) on
specified representative markets, falls below the intervention price for
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7 or more consecutive days, the designated intervention agency may purchase
live beef animals and fresh or chilled beef carcasses, sides or quarters un-
til the internal market price is above the intervention price. Any stock
purchased by the intervention agency may not normally be sold for a period of
30 days, and then, only if the internal market price is above 98 percent of
the quide price.

The primary measure for protecting the internal market from beef imports
is a customs duty developed from the duties in effect before the common poli-
cy, and applied to beef and beef products brought into any member country.
This has been set at 16 percent for live animals, except for certain quotas
of breeding animals, and from 20 to 26 percent for beef products.

Protective levies may also be charged on imports to supplement the cus-
toms duty when the price at importation plus the duty is less than the guide
price. The price at importation is computed weekly by weighing the price of
beef animals in Denmark, the United Kingdom, and Ireland, and calf prices in
Denmark. In essence, this calculation presents what the EEC thinks {is the
normal price at which third country exporters can offer beef for import. The
levy is equal to the difference between the guide price and the price at im-
portation increased by duties and transportation. But no levy 1is charged if
the internal market price exceeds the guide price by more than five percent,
and only half of the levy applies if the internal price is above the guide
price by not more than five percent. Levies on beef products relate to the
levy on live animals through a table of conversion coefficients.

Because the levy is based on the actual market prices 1in selected mar-
kets outside the EEC and not on the actual offer prices of importers, some
problems have developed which appear to be depressing the market prices in
the EEC. Imports from East European and certain other countries with export
promotion programs for frozen and chilled beef have depressed some EEC beef
prices causing the EEC Commission to propose a change in the calculating pro-
cedure by considering the lowest import offer price when establishing the le-
vy.3 The Council of Ministers has not yet acted on this proposed change.

In order to protect the share of the export market to some third coun-
tries supplied by EEC members, a refund is granted on beef exports to offset
the price increasing effects of internal market support. This equals the
difference between the average internal market price and the average price at
importation not including the allowance for transportation.

Grain Consuming Livestock

The EEC regulations concerning eggs and broilers differ from other parts
of the Common Agricultural Policy since they do not provide any direct sup-
port of the internal market, such as that found in the grain and beef requla-

tions. For these poultry products, the primary price measures attempt to in-
3

Agra-Europe, No. 195, December 7, 1966, p. EN/5.
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sure that imports are kept above a specified minimum price.

From 1962 to 1967 the policies concerning pork were similar to those for
the poultry products. But in June, 1967, the Council of Ministers authorized
intervention agencies to purchase slaughtered hogs, pork bellies or bacon
when the average price of slaughtered hogs on specified markets fell below a
base price. The Council of Ministers sets the base price annually for the
marketing years beginning on November 1 and each member country may decide
whether to intervene and at what price within the specified 1imits of 85 to
92 percent of the base price. The introduction of market intervention did
not, however, change the basic method of protecting domestic prices: it is
only a supplement to handle emergencies. Levies and sluice-gate prices still
provide the day to day assurance of adequate prices.

Computing the levy on pork imports from third countries requires adjust-
ing for differences in feed costs between EEC producers and third country
producers as well as nonfeed cost and processing cost differences. The feed
cost adjustment uses a standard feed mix, the difference 1in price of grains
between the world market and the EEC, and a uniform feed conversion ratio to
compute the difference 1in feed costs for a kilogram of pork between third
countries and the EEC. The higher nonfeed costs and processing costs in the
EEC are covered by a flat fee equal to seven percent of the sluice-gate price
for the preceding year.

The EEC protects its producers from foreign competition not only by a
levy, but also by a sluice-gate price to insure that no foreign exporter of-
fers pork at a price which is below the estimated cost of production. The
sluice-gate price considers the cost of feed and other inputs 1in the major
producing countries and applies a representative feed conversion ratio to
compute the costs of production. Adding representative costs for transport-
ing pork to the EEC gives the minimum price possible to offer pork for import
to the EEC and still cover the estimated costs. In the event that imports
should be offered at less than the sluice-gate level, an additional levy is
added equal to the difference between the offer price and the sluice-gate
price. Normally the pork imports from every third country must pay this ad-
ditional levy, although countries which take action to keep offers above the
sluice-gate price may be exempted from the additional levy.

Granting refunds to offset the higher feed grain costs of producers en-
courages exports to third countries. These refunds may be as large as the
difference in product price in the exporting member country and the world
price. But the refund cannot be greater than the levy on imports from third
countries.

Poultry and egg policies are very similar to pork policies relying on
import levies based on similar elements of adjustment. The feed conversion
ratios and the feed rations are supposed to reflect the state of technolog:
in the Community and the computation of the protective elements and expor:
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refunds proceeds in a nearly identical manner.
Milk and Dairy Products

The internal milk market policy establishes a target price which is de-
signed to give an adequate income for farm producers. It is calculated on
the basis of 3.7 percent butterfat content and applies to all milk delivered
to the dairies, whether for fluid consumption or manufacturing uses. To help
maintain milk prices at the target level and to avoid an undesirable fall in
butter prices, an intervention agency will purchase all first-quality butter
offered at the intervention price. This was initially set at the average
wholesale price for 1963 with government buying to begin when market prices
fell to a level slightly above this price.

For protection against low-priced imports of dairy products, the EEC in-
stituted a system of threshold prices and levies. All dairy products are
grouped into 13 categories of similar products plus single 1listings for but-
ter, cheddar cheese and Tilsit cheese. The threshold price for the pilot
product in each group includes a preferential amount (montant fortaitaire) to
give products from member countries a price advantage 1in the Community mar-
kets.

To determine the import 1levy, a free-at-frontier price is calculated
weekly representing the most favorable purchase possibility determined by the
Commission from offerings to the member countries and from prices in markets
of third countries. The free-at-frontier price is applicable to all member
countries except for a few cases where Italy may have a higher price due to
greater transportation costs. The difference between the free-at-frontier
price and the threshold price determines the amount of the levy charged on
imports from all third countries.

For refunds on exports to third countries, the EEC determines an f.o.b.
price equal to the free-at-frontier price for the exporting member, but it is
calculated using fixed charges for internal transportation rather than the
actual cost used to determine the free-at-frontier price. The maximum amount
of the refund equals the difference between the f.o.b. price and the free-at-
frontier price for imports from third countries increased by an amount to
compensate for transportation costs to the country of destination.

The Guidance and Guarantee Fund

To supervise the financial resources needed to implement the various
parts of the Common Agricultural Policy, the EEC established a Guidance and
Guarantee Fund. As its name implies, this fund's two functions deal with the
guaranteed price supports and the obligations of the EEC to improve the struc-
ture of agriculture. The expenditures eligible for support from the fund in-
clude: refunds on export subsidies, market support intervention buying, any
other market intervention carried out under EEC rules, and structural improve-
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ments undertaken to increase agricultural productivity or marketing efficien-
cy. The first two relate most directly to this paper, since they finance the
policies discussed above.

The requlations of the Agricultural Fund state that expenditures can on-
1y be made for products that have a marketing organization and policy in ef-
fect. As the policies for additional products are agreed upon and put into
effect during the transition period from 1962 to 1970, the proportion of the
money spent on different products and in different countries will shift sub-
stantia]'ly.4 But the important point for this discussion 1is that after the
Common Agricultural Policy is 1in full effect, the financing of the support
buying and export restitutions will come from a common fund rather than from
the individual country treasuries.

In the final wunified market the revenue for the fund comes from import
levies. During the transition stage, however, the money comes partly from
import levies and partly from contributions by the member governments. The
contributions are based on percentages established 1in the agreement which
created the Agricultural Fund and the overall contribution of any member is
limited to a specified percent of the total budget of the fund 1in a requla-
tion adopted by the Council of Ministers.

Significant Policy Changes

Having examined the major features of the EEC policies for agriculture,
the next task is to select the changes that influence the most important seg-
ments of European agriculture and appraise their potential impact. In this
section the impact of the grain policies 1in three countries and the changes
in hog and milk policies are analyzed 1in detail and compared to the poli-
cies that existed prior to the EEC.

One of the most significant policy changes in the EEC will be the revi-
sion in grain policies and prices 1in France. Prior to the introduction of
the Common Policy, all grain produced in France was marketed through agents
specified by the Office National Interprofessional des Cereales (ONIC). Not
only was the delivery point specified, but the price was carefully controlled,
being uniform throughout the country. A quantum tax levied on all wheat and
barley sales had the effect of lowering the price received on individual farm
production above a specified amount. This quantum system was supposed to dis-
courage production of crops that were in surplus and to pay the costs of ex-
porting any surplus that did result.

Prices under the previous French grain policies were lower than in any
other EEC member country (except corn prices in Italy), so the move to a uni-
fied price brought a price increase éhroughout the country. Yet, because of

4See Byron L. Berntson, The Eutopean Agriculiural Guidance and Guarantee
FundS U.S. Department of Agriculture, ERS-Foreign-144 (Washington: June,
1966) .
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the distance from most of the producing areas of France to the deficit areas
of the EEC, the overall price rise is less than might at first be assumed.
The elimination of the quantum taxes, however, is of greater significance
than the direct effect of the unified price in its effect on the prices to be
received by farmers. The quantum taxes previously reduced the actual price
received for large marketings by over 20 percent. Obviously, an increase in
the product price of such magnitude may have a considerable impact on the to-
tal grain production in France in the future.

Another important change in grain price policies occurs in Germany,
where the previous system established prices 1in four different regions with
transportation subsidies and milling regulations that helped support the
price of grains. The prices set under the old system were not always deter-
mined by economic forces, but more frequently, reflected the political power
of farm groups in certain areas of the country. When the EEC system replaced
the political considerations with transportation cost calculations, the south-
eastern parts of Germany changed from the region with the highest grain
prices to the region with the Towest. Compounding this shift in relative
prices is the lowering of the general level of German grain prices to conform
with the common price. Also, the elimination of subsidies on rail shipments
of grain will further lower the price received in these areas farthest from
the consumption centers along the Rhur River. It seems that the readjust-
ments in the relative prices of grains in the different regions of Germany
may have a large effect on the future production of grains and Tlivestock
there.

In addition to the changes in grain policies, important adjustments will
occur in the price policies for milk and dairy products in Germany. The pre-
vious requlations provided a uniform milk price for farmers throughout Ger-
many through a government price equalization fund. The price of milk receiv-
ed support from consumption subsidies and government purchases of butter and
powdered skim milk. On the other hand, under the EEC regulations the prices
in different areas will reflect the market conditions of that area and only
butter will be purchased by price-supporting agencies. A prioni, one would
expect that greater regional price differences will result, possibly altering
the patterns of milk production. But, the level of the intervention price is
important, since a high intervention price would mean that most milk would
receive the intervention price, resulting 1in a uniform price surface for the
country. In view of the near surplus position of the EEC at this time, this
policy change and the intervention price established are both important.

Italy alsc faces an important shift in grain policies. Previously, the
Italian government followed a policy of supporting wheat prices at high Tev-
els relative to feed grains and depended on imported feeds to support the
livestock feeding industry. Consequently, Italy's feed grain prices must be
substantially increased to reach the common price level. This has two impor-
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tant effects on Italian agriculture. First, it alters the relative prices of
wheat and feed grains so that feed grains become more attractive crops to
produce. Second, it alters the profitability of livestock feeding which has
become an important source of income for farmers 1in northern Italy. Because
of the importance of the sectors of agriculture affected by these policy
changes and because of the magnitude of the changes, this policy revision
ranks high in the 1ist of significant impacts of the move to a Common Market.

A final change that should be mentioned here is the revision of the pork
policies in The Netherlands. Under the previous policies The Netherlands and
the United Kingdom had a trade agreement whereby The Netherlands controlled
the amount of pork exported to the U.K. and set the prices paid to farmers
for their hogs. Due to the EEC policies on internal pricing for hogs and for
foreign trade 1in agricultural products, the agreement with the U.K. expired
and the market price for hogs is now only protected from low-priced imports.
In view of the fact that pork production in The Netherlands exceeds domestic
consumption by more than 60 percent, the elimination of the special arrange-
ment with the United Kingdom diverts a substantial amount of pork for sale in
the other EEC countries where Dutch pork has a preference over imports from
third countries. But, this increase in sales from The Netherlands will tend
to depress prices in other member countries, thus affecting their producers.
While the intervention mechanism introduced in 1967 may prevent prices from
falling to extremely low levels, the crucial variable in its operation is the
level of the base price set by the Council of Ministers. Initially (June
1967) this price was set at 73.50 u.a. per 100 kilograms. If base prices in
the future are set at similarly low levels, intervention purchases can be ex-
pected only in cases of seasonal surplus and low price and not as a long-run,
price-supporting measure.

One policy change that may be very important to the future of the agri-
cultural policies of the EEC affects all countries and all products covered
in the regulations. This is the shift to a comnmon fund to finance the opera-
tions supporting the agriculture of the Community. Although the idea of pay-
ing for support measures from the revenues received on import levies may not
immediately seem controversial, it may easily become a major source of fric-
tion. France and The Netherlands are both important exporters of crops or-
ganized under the Common Agricultural Policy: France sells wheat and The
Netherlands exports dairy products. The producers in these two countries can
expect valuable price support for their products from the export restitutions
given by the Agricultural Fund. On the other hand, Germany imports large
amounts of agricultural products for domestic consumption and Italy imports
feeds for her livestock feeding industry. Both groups will have to pay high-
er prices due to the levies imposed on these imports. It is possible that
the spirit of economic cooperation in the EEC may not be strong enough to
withstand the political pressures likely to result from these inter-country
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financial transfers. If such pressures develop, it is very likely that poli-
cies will be changed or price levels adjusted to reduce the imbalances in the
net positions of the various members with respect to the Agricultural Fund.

Certainly the policy changes mentioned here are not a complete Tist of
changes that must occur as the Common Agricultural Policy replaces the previ-
ous policies of the six member nations. Almost all country policies or price
levels must be adjusted in those products with EEC market regulations and
these may seem very important to the producers and the countries involved.
But, only those that appear to have the greatest impact on EEC agriculture
have been discussed.
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Chapter 4
Commodity Prices

The first step in the study of agricultural product prices was to ana-
lyze past prices. The three-year period centered on 1960 was selected as the
base period since it preceded the introduction of the EEC policies. Prices
in that period, hereafter referred to as 1960 prices, indicate the pre-EEC
relationships between regions. Also, prices were assembled from the most re-
cent two or three years for which data was available, usually 1963 and 1964,
although in some cases 1965 data was included. These prices, called 1964
prices in the rest of this report, serve two purposes: they indicate price
developments during the transition period, and they provide a current refer-
ence point for future price and production estimates.

Public sources were used for most price information, usually from minis-
tries of agriculture, although publications of trade groups and commodity as-
sociations were used as were the publications of the Statistical Office of
the European Communities. Some unpublished sources were used to calculate
average prices for regions of the larger countries. Where several different
price sources existed, we compared several to insure that the prices are re-
presentative. The prices determined by EEC policies are reported in the Buf-
Letin of the EEC for grain commodities, and in Agra Ewwpe and the Daily Bul-
Letin of the Europe Agence Internationale Information pour la Presse for
livestock products.]

In every case an attempt was made to get prices that the producer re-
ceived. In some countries producer prices are published, but in others they
must be calculated from published market prices. In such cases, adjustment
was based on marketing margins obtained from government and university re-
search people. Converting all prices to the producer level was an attempt to
insure comparability between the different countries and to estimate prices
more relevant to the production decisions of producers.

Weighted average prices were calculated for each region where marketing
volume or production data could be used for weighting the prices reported in
the region. In other cases an unweighted average of the reported prices was
used., Since some regions do not have a market for certain commodities, an
average of nearby markets represents the average producer price in the region.
For example, none of the 24 reporting livestock markets in Germany is located
in Rheinland-Pfalz, although Cologne, Frankfurt and Karlsruhe are near its
border. The prices in these three markets were averaged to represent the
Rheinland-Pfalz price as well as being included in the average for their own
regions.

The French quantum price system for wheat and barley required a special

]Sources for individual prices are listed with the price tables in the
appendix.
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adjustment to make French prices comparable to those in other countries.
This was accomplished by calculating the proportions of grain sold that paid
the higher quantum tax.2 Recalculating the average price for each French re-
gion to consider the differential return from different sizes of marketings
gives a price that more accurately represents the income from grain enter-
prises. Other examples of special adjustments are the weighting of milk
prices to include both fluid consumption and manufacturing purposes and the
weighting of cattle prices to include various quality grades. In all of
these cases the resulting price estimates better reflect the returns to the
farmer than do the unadjusted prices reported in the statistical sources.

The price policies and price levels determined by the EEC for the unifi-
ed market provide the basis for projecting prices for each region to 1970.
Assumptions about possible price policy goals were included when extending
the projections to 1975, resulting in a high and a low projection for that
year.3 The remainder of this chapter includes a review of the prices exist-
ing in 1960 and 1964, including a discussion of interregional price relation-
ships and the results of the 1970 and 1975 price projections.

When examining the potential impacts of the EEC on European production,
it is useful to consider groups of related products. One such group is grain,
where the relevant questions concern the impact of the Common Policy on the
production of various cereals. Another related group of commodities is beef,
veal and milk, which are joint products of the cattle enterprise in Europe.
The big question is whether adequate supplies of beef and veal can be produc-
ed without creating a surplus of milk and milk products. A third group is
the livestock products requiring large quantities of feed grains -- pork,
broilers, and eggs. The most interesting questions relating to this group
involve determining the levels of production and the corresponding levels of
grain use. Perhaps a look at likely price changes in these commodity groups
will give some insights on these problems.

Grains

The cereal of most interest to many observers is wheat, because the EEC
produces large amounts of wheat as is shown in Table 31. Also, about one-
fourth of the wheat produced in the EEC comes from the Paris Basin area of
France, while another fourth is grown 1in other parts of France. This means
that the large changes 1in price policy in France affect an important part of
the wheat production of the EEC.

Appendix Table A-1 shows that Italy and Germany had the highest wheat
prices in the 1960 period, averaging over 100 units of account (u.a.) per ton.
The Benelux countries had prices of about 85 u.a. and France had the lowest

2See Appendix A for the details of this adjustment.
3The projection procedures are described in detail in Appendix D.
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wheat prices with 77 u.a. per ton. By 1964 the relative positions had not
changed, although the highest prices (in Germany, Belgium-Luxembourg, and
Italy) had increased by only a small percentage while French and Dutch prices
had increased about 12 percent from 1960. The major exception to this trend
was the price in the Paris Basin area where the wheat price increased only
4.6 percent from 1960 to 1964, due to the greater incidence of the quantum
taxes on sales in the Paris area, most of which came from large grain farms.
Thus, after two or three years of adjustment toward the new grain policies
the prices for wheat became more uniform throughout the EEC.

With the prices projected for 1970 the price surface for wheat in the
EEC will be even more uniform. Prices in Germany will fall by about 10.0 per-
cent from 1964-70 and Italian prices will fall by about 5.0 percent. But
Dutch and French prices are projected to increase with the largest rise oc-
curring in the Paris area. In the 10 years from 1960 to the full implementa-
tion of the EEC policy the wide differences in wheat prices between areas of
the EEC will have been eliminated. In the process wheat prices in Germany
will have fallen from 4.0 to 10.0 percent, Belgian and Italian prices will
have remained about constant, Dutch prices will have increased about 17.0
percent and the regions in France will have had prices rise between 20.0 and
24.0 percent. The sustained increase, averaging about 2.0 percent per year,
in the regions producing over half of the wheat in the EEC 1is an important
development in the shift to a common policy.

Barley is another important grain in the EEC, with much of its produc-
tion concentrated in France and Germany. In 1960 the highest prices in the
EEC were received by German farmers and the Tlowest by French farmers, with
Italian, Belgian and Dutch prices in between.4 This pattern remained the
same in 1964, although the total gap was narrowed by the more rapid increase
in French prices than in other areas. The projected prices for 1970 show
that most of the interregional differences will be eliminated with a five to
eight percent price drop in the different regions of Germany and continued
increases in prices elsewhere, especially the Northeast and North Central re-
gions of France. The overall change from 1960-70 shows Germany with a four
to six percent decline in barley prices with all other areas showing a marked
in:rease. The biggest improvement in barley prices comes in France where the
annual average increase is about four percent over the ten years. This large
increase in the major producing area of the Community is an important result
of the new policies.

France and Italy are the only important producers of corn in the EEC
with about 60 percent being produced in Italy and the remainder in France.
In 1960 the price received by French producers was a little higher than that

4See Appendix Table A-2.
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received by Italians, but by 1964 they were about the same.5 The projections
for 1970 show an increase in corn prices in France of 15 to 20 percent due to
higher intervention prices under the EEC policies than were used in the past.

At the same time, Italian corn prices will increase nearly 12 percent
from 1964-70 so that the increase from 1960-70 averages about 3.5 percent per
year in Italy and about 2.5 percent per year in France.

In the northern countries of the EEC, rye is used both as a bread grain
and as feed grain, but it is only a feed grain 1in France and Italy. In 1960
rye prices were highest in Germany and lowest in the Benelux countries and in
France.6 Italy had high rye prices, but produced very little rye. From 1960~
64, prices in Germany remained fairly stable with slight rises in Belgium-
Luxembourg and France and large increases in The Netherlands and Italy. The
1970 projections show continued increases in The Netherlands and in France
with smaller increases in Belgium-Luxembourg and a 20 percent decrease in
prices in northern Italy. The German rye prices are projected to fall from 5
to 10 percent between 1964 and 1970. The resulting price surface for 1970 is
nearly uniform throughout the Community. Since about three-fourths of the
EEC production of rye is in Germany, the decrease in German prices from 1960-
70 is the most important feature of the new policies. However, the demand
for feed grains results in increased prices in other areas of the Community
and may influence rye production depending on its use in feeding rations in
the future.

Because of their importance in certain parts of the EEC, malting barley
prices and durum wheat prices were also studied. Although much of the French
barley may be used for malting, the production of barley varieties especially
suited for malting is more important for the northern EEC countries. In 1960
the prices for malting barley in Germany were much greater than in the Nether-
lands and Be'lgium-Luxembourg.7 By 1964 this difference had been reduced only
slightly. The projections for 1970, however, indicate an approximately uni-
form price surface between these three areas. This is primarily due to the
more uniform price surface for feed quality barley, which has a definite
price relationship to malting barley because of the ease with which land may
be switched from producing one to the other.

The only regions producing durum wheat in important amounts are the
South and Islands regions of Italy. The price has been about the same in
both areas and is projected to remain constant from 1964-70 after having had
a slight increase from 1960-64.8

Another way of looking at the important changes 1in grain prices in the

5See Appendix Table A-3.
6See Appendix Table A-4.
7See Appendix Table A-5.
8See Appendix Table A-6.
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EEC is to look at the major producing regions and compare price developments
in them. For wheat the most important regions are the North Central and
Northwest regions of France; the North, Center, and South regions of Italy
and Bayern in Germany. The wheat prices in the three regions of Italy remain
almost constant during the 10 years from 1960-70, but the effective producer
price increases 20 percent in the two French regions. The wheat prices in
Bayern fall, not only in relation to those in the French and Italian regions,
but also in relation to other regions in Germany. The equalization of prices
in Bayern and the Paris Basin is the greater change, but the reduction of
Bayern prices relative to the northern German prices also indicates the in-
ternal adjustments caused by the Common Agricultural Policy.

Three of the important wheat regions are also the most important barley
regions: the North Central and Northwestern regions of France and Bayern.
The barley prices increased by 10-16 percent in the French regions from 1960-
64 but only about 1 percent in Bayern. From 1964-70 the French prices will
continue to increase while the Bayern prices are projected to fall by about 7
percent. Thus, in 1960 the Bayern price for barley was nearly 50 percent
greater than in the major producing regions 1in France but will be slightly
Tower than the French prices in 1970.

Not only are the prices of the grains important, but the prices of one
grain relative to the prices of others also influence the production and use
of grains in the EEC. The ratio of wheat price to barley price falls in most
areas of the Community with only a slight shift in Germany and the Benelux
countries but a larger change in France and Ita]y.9 The price shift in
France results in a 13 to 15 percent decline in the wheat/barley price ratio
from 1960-70 while in Italy the decline is about 17 percent.

The wheat/corn price ratio exhibits a different shift for France than
for Ita]y.10 In France the price of wheat increases relative to the price of
corn from 1960 to 1964, but falls from 1964 to 1970, leaving the ratio in
1970 about what it was in 1960. In Italy, on the other hand, there is a con-
tinued shift in the price ratio in favor of corn. The 12 percent drop in the
wheat/corn price ratio from 1960-64 is projected to be followed by a 14 per-
cent drop from 1964-70. Since corn and wheat are both important crops in the
northern region of Italy, this price shift could encourage corn production in
Italy.

The barley/corn ratio increases in France from 1960-64 and is projected
to continue to increase until 1970 giving a 15 percent gain over the 10-year
period.]1 In Italy, however, corn prices increase relative to barley prices
mostly from 1960-64 when the barley/corn price ratio declined 15 percent.

9See Appendix Table A-7.

]oSee Appendix Table A-8.
]]See Appendix Table A-9.
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There is a further decline of 7.5 percent in the ratio projected for 1970,
leaving a 20 percent decline over the 10 years from 1960-70. The most signi-
ficant feature of these relative price changes is that they coincide with the
shifts in the wheat/corn price ratio in Italy. The changes 1in these ratios
encourage the production of corn in Italy and barley in France.

Considering the total picture, the most important price changes are the
increases in barley prices outside of Germany and the increases in corn
prices in Italy. Both of these reflect the new EEC policies which changed
former price ratios.

Beef, Veal and Milk

Another important series of questions concerns the impact of the Common
Agricultural Policy on the production of beef and veal as well as the possi-
ble surplus of milk. Because most cattle are dual purpose animals in Europe,
beef and milk are joint products of the same production enterprise. Efforts
to expand the meat supply may aggravate the surplus of milk, and conversely,
efforts to reduce the milk surplus may reduce the supply of meat. Therefore,
the unified market for these products may have serious consequences for the
EEC.

Table 32 shows that the most important beef producing areas are the
North Central and Northwest regions of France, the North region in Italy, and
Bayern in Germany. In parts of France and Italy the price of beef cattle in-
creased 40 percent from 1960-64, an average of 8 percent per year over the
period.]2 In the parts of these countries producing fewer cattle as well as
in The Netherlands and Belgium-Luxembourg, the prices increased by only about
20 percent for the five years. All of Germany had very small increases in
beef prices from 1960-64, which meant that Bayern prices fell behind the
prices in the other major beef-producing areas.

The projections to 1970, however, indicate that Germany will have great-
er beef price increases than the other countries of the EEC. With the Tow
projection of 1970 prices, the increase from 1964 in Germany will be about 30
percent and it will be over 50 percent with the high projection. In con-
trast, France is projected to have only a 14 percent increase under the low
assumption and Italy has a drop in price of 1.0 percent. Even the high pro-
jection does not bring the rate of increase for these two countries up to
the rates projected for Germany, since the prices increase only 32 percent in
France and 14.5 percent in Italy. The different rates of change result in a
uniform price surface throughout the EEC by 1970. There appears to be a
price incentive for increased production in most of the major beef-producing
regions.

Veal is also an important meat 1in Europe and several areas in the EEC
are major producers of veal. The North region 1in Italy and all regions in

12506 Appendix Table A-10.
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France, except the Northeast, are large producers of veal. In 1960 the price
of calves was highest in the North region of Italy and in the Central Moun-
tain region of France.]3 The remaining regions of France and Italy had the
lowest prices with German and Dutch prices falling between these 1imits. By
1964 the price disparity between countries had increased due to a 31 percent
increase in French prices and Italian price increases of 13 to 31 percent
while German prices remained constant. But from 1964-70, the prices 1in Ger-
many are projected to increase 22 percent with the low assumption or 41.5 per-
cent with the high. This contrasts sharply with the decreases in price pro-
jected for Italy and France under the low projections and the slight in-
creases under the high. Thus, while calf prices will go up substantially in
all areas of the EEC from 1960-70, the increase has already occurred in
France and Italy, but is still taking place in Germany.

With both calf prices and beef prices increasing rapidly, it is impor-
tant to examine the relative prices for any incentive to shift production
from one product to the other. In all important calf and beef-producing areas
the price of calves falls relative to beef prices during the ten-year period
from 1960-70.]4 In Bayern and the Central Mountain region in France the
price ratio remained nearly constant from 1960-64 before declining from 1964-
70, but most other regions had declines in the calf/beef price ratio through-
out the period. In North Italy and Northwest and Southwest France the de-
cline in the calf/beef price ratio is over two percent per year for the ten-
year period, which is a significant change in the price relationships in ma-
jor producing regions.

Milk, the third product in this commodity group, has had price increases
in every region from 1960-64 and, with two exceptions, is projected to in-
crease in price from 1':)64-70.]5 The regions producing the most milk in the
EEC are the North Central, Northwest and Central Mountain regions of France,
The Netherlands, the North region in Italy and Bayern in Germany. Several
regions in northern Germany also produce important amounts of milk. The high-
est prices for milk in 1960 were received by farmers in Germany, with Italian
and Dutch prices being nearly as high and French and Belgian prices being
somewhat lower. From 1960-64 the prices 1in France and Italy increased about
25 percent while those in other regions increased about 10 to 15 percent.
The projections for 1970 indicate another increase in France and Belgium-
Luxembourg of nearly 25 percent while the prices in Italy and Germany are
projected to remain nearly constant. The result of the different rates of
increase is a more uniform price surface in 1970 than in 1964.

The ratio of milk prices to beef and calf prices has several possible

]3See Appendix Table A-11.

]4See Appendix Table A-12.
]SSee Appendix Table A-13.
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implications for production of these products, the mix of which is so impor-
tant to the EEC. In most of the important producing regions the price of
beef increases faster than does the price of milk between 1960 and 1970.16
For Germany the price of milk has 1increased faster than beef from 1960-64,
but the large increase in beef prices projected for the 1964-70 period will
reverse this. In Germany the calf price also increases faster than the milk
price during the ten-year period; but in the major producing areas of The
Netherlands, France and Italy, the price of milk increases faster than calf
pr'ices.'l7 The relative rise in beef and milk prices should encourage (1) in-
creasing the number of dairy cows, (2) feeding calves to heavier weights, and
(3) using feed grains or other feeds to substitute for milk 1in calf feeding
rations.

Another set of price relationships has relevance to the discussion of
the production of beef, veal, and milk: that is the ratio of product prices
to feed prices. Appendix Tables A-16 and A-17 show that beef prices are ris-
ing relative to barley and corn prices over the 1960-70 period. The biggest
jump in the beef/barley price ratio comes in Germany and Belgium-Luxembourg
between 1964 and 1970 under both the low and the high projections for 1970.
Although there 1is a small improvement in the beef/barley price ratio in
France, it is not large and is not likely to be important. The largest price
incentives for feeding barley to beef animals in the important producing re-
gions comes in Germany and North Italy. Corn, on the other hand, becomes
more attractive as a feed in France, especially in the North Central, North-
west, and Southwest regions. These are all important corn-growing regions,
and the first two are major cattle-producing regions. Thus, grain feeding of
beef cattle will be encouraged by price developments, with barley having the
advantage in the northern EEC and Italy and with corn being most attractive
in France.

In the veal-producing regions of France, the price of calves declines
relative to the price of barley over the ten-year period from ]960-1970.]8
The calf/barley price ratio in France increased from 1960-64, but the de-
creases projected from 1964-70 are large, even under the high price assump-
tion for calves in 1970. In Italy, the increase in the calf/barley price ra-
tio from 1960-64 is only partially offset by reductions from 1964-70, result-
ing in slight increases in the ratio over the ten-year period 1960-70. These
results provide very little incentive to increase grain feeding of calves in
the areas producing the most veal in the past. In Germany, however, the price
of calves relative to barley increases substantially, both from 1964-70 and
for the longer period from 1960-70. While Germany has not been a major pro-

16See Appendix Table A-14.
]7See Appendix Table A-15.
18560 Appendix Table A-18.
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ducer in the past, it is possible that the attractive price relationships may
cause increased grain feeding of calves in the future.

While forage is the major portion of the feed inputs in milk production,
feed grains have an important influence on milk output per cow and can thus
influence the total production of milk. A1l of the important milk-producing
regions in the EEC had increasing milk prices relative to barley prices from
1960-64.19 For Germény, the prices projected for 1970 result in even greater
increases for the ten-year period from 1960-70. However, The Netherlands,
France and Italy can expect declining milk/barley price ratios from 1964-70,
resulting in only small increases from 1960-70 for all regions except north-
ern Italy. Belgium-Luxembourg, which produces sizable quantities of milk
even though not one of the leaders, and northern Italy can expect large in-
creases in the price ratio for the ten-year period, and may increase the
amount of grain fed to milk cows.

The projected impact of the EEC price policies on beef, veal and milk is
a rise in the prices received by farmers for all three commeodities. Not only
do the prices of the commodities rise, but in most areas they rise in rela-
tion to the prices of feed grains, too. This improvement in the relationship
between product prices and feed prices is particularly strong in Germany and
Belgium-Luxembourg, where the prices projected indicate increased incentives
for the use of barley in producing all three 1livestock products. The final
impact on the production of meat and milk and the amount of feed grains used
is analyzed in the production subproject reports. However, the price changes
favor increased output through the use of more feed grains.

Grain-Consuming Livestock

The third major commodity group of interest is the products of grain-
consuming livestock -- pork, broilers and eggs. Several features of the pro-
duction conditions and policies make these products similar. They are all
being produced in quantities close to the requirements of the EEC and are
covered by similar EEC policies. Even though the policies differ from those
for other commodities, the relevant questions are the same: what will the
prices be and what happens to the relationship with feed prices?

For hogs, an important price development is the relatively constant price
projected for Germany, the most important producer. While hog prices in-
creased slightly from 1960-64, the decrease projected from 1964-70 causes a
small drop from the 1960 level by 1970.20 In the rest of the EEC the prices
for hogs increased substantially from 1960-64. For The Netherlands and
Italy, the increase continues for the 1964-70 period, resulting in nearly a
30 percent increase 1in hog prices over the entire ten-year period. Since
these countries each produce about 10 percent of the hogs in the EEC, this

]QSee Appendix Table A-19.
20506 Appendix Table A-20.
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large increase in price may significantly affect the total supply of hogs in
the Community. The prices in France and Belgium-Luxembourg are projected to
fall about 5 percent from 1964-70 which results in only a moderate increase
from 1960-70.

The ratio of hog prices to feed grain prices is constant in The Nether-
lands and Germany during the ten-year period from 1960-70. Belgium-
Luxembourg, North Italy, and North Central France had increases between 1960
and 1964. The decrease in the ratio projected for The Netherlands cancels
most of the previous increase, while large decreases are projected in all of
France for the 1960-70 period. In the North Italy region continued increases
in the hog/barley price ratio results in a 22.3 percent increase from 1960 to
1970.2] The large decline in the hog/barley ratio in France may reduce the
amount of barley fed to hogs in the future, causing a shift to corn since the
hog/corn price ratio is projected to decrease only slightly in the important
hog-producing regions from 1960-70.22

Broiler prices have been falling throughout the EEC and are projected to
fall more in the next 3 to 8 years.23 From 1960-64, broiler prices fell
about 11 percent in Germany, 3 percent in France and Italy and 2 percent in
the Benelux countries, widening the differences in prices between the coun-
tries of the EEC. But, the projections to 1970 indicate that prices will ev-
en out over the entire Community with slight increases in the Dutch and Bel-
gian prices from 1964-70, a 16 to 20 percent fall in Germany and Italy, and a
decrease of 40 percent in France. Such drastic changes in prices are certain
to have production implications. However, the production of broilers in
Europe has shifted from small farm flocks to large, factory-type operations,
frequently integrated with feed plants or poultry processing plants, pro-
ducing large numbers of birds at very low cost per bird. It is likely that
the reductions in price will not cause a reduction in production, but a shift
to low-cost producing units.

Because of the very large decreases in broiler prices, there is also a
drop in the ratio of broiler prices to feed grain prices. From 1960-64 the
broiler/barley price ratio fell about 10 to 15 percent in all regions except
Italy, where the change was negHgib]e.24 The prospects for 1970 result in a
smaller decline in the ratio for Germany, but a much larger decline in Italy
and in France. The 52 percent drop projected for France from 1964-70 means
an average annual decline of over 10 percent. Similar changes are expected
in the ratio of broiler prices to corn prices in France and Italy. J The

2]See Appendix Table A-21.
22See Appendix Table A-22.
23See Appendix Table A-23
24See Appendix Table A-24.

25
See Appendix Table A-26.
66



decline in the broiler/corn price ratio is projected to be 53 percent from
1960-70 in France and almost 40 percent in Italy. These 1large drops in the
broiler/feed grain price relationships will also force the adoption of effi-
cient production technologies.

The price of eggs was stable in the northern EEC and Italy from 1960-64,
and increased 21 percent in France, but the prospects are for large decreases
in prices from 1964-70.26 The projections for 1970 indicate constant prices
for The Netherlands, a drop of 40 percent in Germany, and a drop of 10 to 2Q
percent in the rest of the EEC. The net effect of these changes for the
1960-70 period is that prices will be about the same in 1970 as they were/ in
1960 in France and The Netherlands, 24 percent lower in Italy and Belgium-
Luxembourg, and 40 percent lower in Germany.

The relationships between egg prices and feed grain prices follows a
time path similar to that of egg prices. The egg/corn27 and egg/barley28
price ratios in France increased from 1960-64 and are projected to decrease
for 1964-70. The relationship with barley decreases more than the one with
corn so that for the 10 years from 1960-70 the egg/corn price ratio falls
about 14 percent, while the egg/barley ratio falls nearly 25 percent. In the
other countries of the EEC the egg/barley ratio decreases sharply from 1964-
70, giving a down trend over the longer period from 1960-70. The egg/corn
price ratio in Italy also has a decline of about 40 percent from 1960-70.
Thus, the price relationships indicate a reduced profit margin for eggs in
all areas of the EEC. But, as in the case of broilers, it is quite likely
that this will result in increased adoption of more efficient technology
rather than reduced egg production.

Changes from 1970-75

The assumed price changes from 1970-75 for grains were no change in
price as the low assumption and a 15.9 percent increase for the high assump-
tion. Because there was no price change with the low assumption, the
only impact it had was to spread any changes occurring up to 1970
over an additional 5 years. But, the high assumption did result in signifi-
cant price changes in France and The Netherlands for wheat, barley and rye.
Wheat and barley prices are projected to increase from 35-65 percent between
1960 and 1975 and rye prices may increase by 75 percent. In Italy the barley
price is projected to increase 35 percent while the corn price increases 48
percent over the 15-year period. In all of these cases the assumption of in-
creasing prices from 1970-75 resulted in greater increases than had been pro-
jected for the period up to 1970.

26See Appendix Table A-25.

27See Appendix Table A-27.
28See Appendix Table A-28.
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For beef and veal, prices increase 5 percent from 1970 to 1975 with the
low projection and 27.5 percent with the high estimate. Milk prices are in-
creased only 15.9 percent with the high assumption and are left at the 1970
levels for a low figure. Even the low projections give significant increases
in prices for beef in France, amounting to 69 percent from 1960-75. The high
projections, of course, give even greater increases for France (up to 137 per-
cent above 1960 levels), and they are important for all of the EEC countries.
Not only are beef prices projected to increase by amounts exceeding 80 per-
cent of the 1960 prices, but calf prices also are projected at 80 percent
above 1960 in all countries. Milk prices, too, increase by 50-80 percent in
all countries except Germany under the high assumptions.

There 1is no change in the ratio of milk to feed grains in the 1975 pro-
jections since both sets of prices change the same percentage. But, in
France the beef/corn price ratio is projected to increase under both the high
and low assumptions for 1975 with a 20-60 percent increase for the various
regions from 1960-1975. Barley also becomes more attractive as a feed for
beef under the 1975 projections, decreasing in price relative to beef in Ger-
many by 75 percent, in the Northwest region of France by 40 percent and in
North Italy by 80 percent from 1960. Even calf feeding with barley in Ger-
many appears more profitable with the 1975 high projection since the calf/
barley price ratio increases 60 percent over 1960. Al11 of these increases
are for products and areas that showed significant dincreases from 1960 to
1964 and 1970.

For eggs, broilers and hogs the 1975 prices for both the high and low
projections are calculated from feed grain prices projected under the cor-
responding high or low assumption. Since the projected percentage change in
feed grain prices in Italy is less than in the other countries and since the
feed grain conversion rates are projected to change at different rates for
the various countries, the product prices also exhibit different rates of
change between countries from 1970-75. For example, the price of eggs is
projected to decline 21 percent from 1970 under the low projection in France
and 14.6 percent in Italy, but only be about 8 percent in the other countries.
Even with this large fall in prices projected for France, the total change in
prices from 1960 to 1975 were only significant in Germany where changes in
price from 1970-75 coupled with earlier price changes produce a fall of near-
ly 50 percent during the 15 years. The change in the egg/barley price ratio,
on the other hand, was important in all countries of the Community. Both the
high and low projections indicate a decline in the ratio ranging from 35 to
45 percent in the regions of the Community.

Broiler prices are projected to drop by 19 percent from 1970-75 in all
countries under the low assumptions and by 6 to 16 percent with the high pro-
jection. During the 15 years following 1960 prices fall 42 percent in Ger-
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many and 55 percent in France with the low projection. Even the high projec-
tion shows a significant fall in prices in France, 46 percent. These large
declines 1in broiler prices also reduce the broiler/feed grain ratios. The
broiler price falls 61 percent more than the corn price in France from 1960-
75 and 46 percent in Italy over the same period. The broiler/barley price
ratio also declines in all countries, by 67 percent in France and by 20 to 35
percent elsewhere. In total, the trends projected for earlier periods con-
tinue under the 1975 projections, with long term declines being particularly
great in France.

The projected changes in hog prices for 1975 are less severe than those
for eggs or broilers, being a fall of 5,8 percent from 1970-75 under the low
assumptions and an increase of 9 to 16 percent with the high projection.
These changes cause an important long-term price change in the North region
of Italy, Northwest and North Central France, and the Benelux countries, where
hog prices increase from 36 to 50 percent from 1960-75 with the high projec-
tion. There are no important changes in the relationships between hog prices
amd those for feed grains.

To summarize, the most important price developments as the Community
shifts from individual policies to a common policy are: the increasing
prices for feed grains, the improvement in beef prices relative to veal and
milk, the very large decreases probable in broiler and egg prices, and the
decrease in hog prices in Germany accompanied by an increase in The Nether-
lands and Italy. The projected price changes may cause some shifts in the
areas with a production advantage in certain products, but this usually means
the elimination of an advantage held by a particular region in the past and
now spread to all parts of the EEC. One production characteristic which
seems to be encouraged by the expected price developments is the expansion of
feed-livestock enterprises. This trend is consistent with expectations in an
advanced, high-income economy.
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Chapter 5

The Impact of Price Policies

This chapter contains observations on some of the most critical problems
arising from the introduction of the Common Agricultural Policy. Three is-
sues warrant comment: the problem of moving increased quantities of grain
from France to the Nogthern EEC, the transfer of funds between member coun-
tries through the operations of the European Agricultural Guidance and Guar-
antee Fund, and the problems developing in the commodity price policies.

The Movement of Grain

The price relationships in various areas of the EEC and the projected
changes in these relationships indicate increased production of feed grains
in the Paris Basin and increased amounts of grain fed to livestock in The
Netherlands and northwestern Germany. The combination of these two projec-
tions leads to the expectation of increased movement of feed grains from cen-
tral France to the northwestern EEC regions. Since this flow pattern account-
ed for about 40 percent of French feed grain exports from 1963-65, the ques-
tion is naturally raised about the capacity of the marketing and transporta-
tion system to handle increased flows of grain. The analysis of prices alone
is insufficient to estimate the amounts of grain likely to be moved over the
routes between France and the livestock feeding areas, but some general com-
ments are possible. The study of the grain marketing system reported in Chap-
ter 2 showed that the facilities and organizations are adequate to organize
the grain flows. The question which cannot be answered is whether the trans-
portation facilities are adequate to handle the necessary volumes. Certainly
the very small size of French canals, which limits the size of barges to less
than 300 tons capacity, raises the costs of moving large quantities of grain
and may cause a bottleneck in the physical flows. This may be especially
critical if large volumes of grain must move within a short time period. A
more detailed study of the transportation system is necessary before such
questions can be answered.

If problems arise in the movement of French grain to markets in the low-
er Rhine valley, French producers may face increased competition from farmers
in Bayern. Two canals are proposed that will provide the grain areas of
southern Germany with cheaper transportation to the demand areas in the North-
west. A new canal from Ulm to Stuttgart will connect with the Neckar River
leading to the Rhine and an enlargement of the canal from Bamburg to Regens-
burg will connect the Main-Rhine network with the Danube River. By reducing
the transportation charges for moving grain to the deficit region, these ca-
nals will result in higher grain prices for farmers in Bayern. The increased
competition from these areas may provide an incentive to improve the canals
in France.
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Financing the Agricultural Fund

Under the current requlations, duties collected on agricultural imports
covered by the marketing requlations of the EEC will be sent to the Agricul-
tural Fund in Brussels, rather than being retained by the government of the
importing country. Any export restitutions allowed under the EEC regqulations
as well as payments for structural reform will be paid from the Agricultural
Fund. This financial arrangement leads to income transfers and possibly to
balance of payments problems because some countries are net importers of ag-
ricultural products and others are net exporters. The Germans and the Ital-
ians import large quantities of feed grains as well as poultry and dairy pro-
ducts. On the other hand, the French export large amounts of wheat. The
Dutch import large quantities of feed grains, but export dairy and pork pro-
ducts. What does this trade balance have to do with the Fund? It means that
the Italians and Germans are likely to contribute more to the Fund than they
receive while the French, and possibly the Dutch, will receive more from the
Fund for export restitutions than they contribute in import duties.

Importing has always involved the loss of foreign exchange to purchase
the commodities. But, any duty levied on the imports stayed within the coun-
try, being sent to the government. In essence, import duties are a transfer
of wealth from the purchasers of imported goods to the recipients of govern-
ment expenditures. This basic fact does not change, but because the taxing
agency is the Agricultural Fund rather than the national government, the duty
becomes an additional foreign exchange loss. The transfer of wealth goes
from the purchaser of imports to the recipient of Agricultural Fund expendi-
tures. The potential problem lies in the fact that most of the recipients
will Tive in a different country than the majority of the contributors. The
consumers in countries requiring large imports of agricultural products will
contribute the most to the Fund while the producers of surplus commodities
requiring support purchases and export restitutions will receive most from
the Fund.

The analysis so far has been concerned only with the change of paying
the duties to the Agricultural Fund rather than to national governments. It
has not considered any changes in the amount of the duty. But, the prices as
they are currently established by the EEC regulations increase the transfer
of funds from importing countries to surplus producing countries. Grain po-
licies are an example. Since Italy is a large importer of feed grains, the
increase in feed grain prices in Italy results in higher duties and greater
payments to the Agricultural Fund than would have been the case under Italy's
former tariff rates. At the same time, prices will increase in France re-
sulting in larger export subsidies to permit the surplus grain to compete on
world markets. This means that the French exporters and farmers receive more
from the Agricultural Fund than would have been the case under the former
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French tariffs. While this example is the most obvious, similar cases can be
developed around Germany's imports of grains and livestock products and the
Dutch exports of dairy products. In essence, the financing of the Agricul-
tural Fund causes a transfer of funds from net importing countries to net ex-
porting countries and establishing a common price level increases the magni-
tude of this transfer.

The transfer of funds between countries has already caused some diffi-
culties in negotiating the Common Agricultural Policy. Several temporary
measures were adopted to offset the impact of this transfer and gain the ac-
ceptance of the policy by all member governments. An initial adjustment was
made by having part of the income of the Fund come from budgetary contribu-
tions, rather than relying solely on import duties. These budget funds are
contributed by the member governments according to a formula separate from
the foreiagn trade balance. In addition, the total contribution of any one
member to the Fund was limited to stated percentages of the total Agricultur-
al Fund budget. Even with these provisions, the Italians and the Germans will
contribute a large portion of the money in the Fund.

In addition, the timing of certain policies was designed to help redress
the balance. The olive 0il policy was agreed on before the policy for other
fats and oils to give Italy additional payments from the Fund during the
transition period. Expenditures from the Guidance section, although suppos-
edly allocated on a "fair and equitable" basis, can also be used to redress
some of the imbalance in the Guarantee section. The special payment to Ger-
many, Italy, and Luxembourg is to compensate the income losses suffered by
farmers in these countries when the start of the unified grain policies is
speeded up.1 A11 of these measures give temporary adjustment, but do not
change the eventual situation where the consumers 1in Germany and Italy will
be subsidizing the French wheat farmers and the Dutch dairy farmers. This
transfer problem has caused policy changes during the transition period to
obtain political acceptance. There is every reason to expect further prob-
lems with political acceptability in the future.

Problems with the Price Policies

As the EEC moves closer to the full implementation of the Common Agri-
cultural Policy, several critics have indicated needed changes in the regula-
tions. In some cases the changes are suggested to correct inequities in the
existing regulations; in other cases the objective is to prevent distortions
or changes of trade flows and production patterns. This section reviews some
of these criticisms and raises a few others for examination in light of the
price projections included in this study.

1For further details of these measures, see Byron L. Berntson, The Ewro-
pean Agricultural Guidance and Guarantee Fund, U.S. Department of Agriculture,
ERS-Foreign-144, (Washington: June, 1966).
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Because of the wide difference in previous price levels, one of the dif-
ficult decisions for agricultural policy makers was to determine the common
price for the unified market. For most grain products a price somewhere be-
tween the highest and lowest previous prices was designated as the common
goal and other prices were adjusted to reach this goal, giving due considera-
tion to transportation costs and other factors where pertinent. In the pro-
cess, say several critics, the price relationships among various commodities
were distorted. Langen argues that wheat prices are too high in relation to
feed grain prices if relative feeding values are considered.2 He contends
that the wheat/feed grain ratio should be 100:90 or less while a wheat/corn
ratio of 100:102 and a barley/corn ratio of 100:115 reflect the various feed-
ing values. While Langen is correct to point out that the policy prices,
particularly the threshold prices, give too high a price for wheat, the pro-
jected producer prices in this study are more nearly in line with his ideal
ratios because the projected prices for feed grain are above the intervention
levels while wheat prices are projected to be near the intervention price.
The point that Langen makes, however, is valid. By adjusting the price ra-
tios to reflect feeding values, the EEC would encourage greater utilization
of wheat for livestock feed and reduce the necessity of suppbrting the prices
of surplus production.

A second concern deals with the policies for grain-consuming livestock
products. The existing regulations for hogs, broilers and eggs do not in-
clude intervention mechanisms to support the internal price if surpluses are
produced. Such a surplus has already appeared in broilers, making import re-
strictions ineffective for supporting dinternal pm'ces.3 It is anticipat-
ed that similar surpluses will develop in pork and egg production. The EEC
Council of Ministers has adopted a new policy for hogs which authorizes price
support purchases of slaughtered hogs, pork bellies, and bacon at a price be-
tween 85 and 92 percent of the base price set by the Council. With the cur-
rent level of the base price and the projected product prices in this study,
there is 1ittle likelihood of major intervention purchases, although seasonal
support may be accomplished. Since several farm organizations have urged
similar proposals in the past and the central associations of both the far-
mers' organizations and the agricultural cooperatives have called for support
buying schemes for Dork,4 it is reasonable to expect political pressure on
the Council to raise the base price if the current level provides insuffi-
cient support. While it is true that an increased base price might be very

2Langen, H., "Some Comments on the Shaping of the New European Market
Requlations for Cereals," Agrawirtschagt (Hannover: April, 1966) Vol. XV,
No. 4, p?. 130-137 (translated and summarized at Oxford University for the
U.S.D.A.

3pgna-Eunope, No. 201, January 25, 1967, p. MI/2.
%1bid., No. 195, December 7, 1966, p. EN/4.
74



expensive for the Agricultural Fund, there is strong support for protecting
the income of hog producers.

Additional problems are beginning to arise in the operation of the dairy
policies. Butter stocks in the Community have continued to grow, increasing
51 percent from 1965-66 and 11 percent from 1966-67, to give a total of
152,700 tons of butter 1in storage on January 1, 1967.5 These large stocks
have forced expanded export efforts as well as sales of cold-storage butter
at Tow prices within the Community. Increasing amounts of milk are also be-
ing devoted to cheese making. This increased production of cheese coupled
with the increased threshold prices for cheese that take effect within the
next year have led to forecasts of an export surplus of cheese in the EEC.6
To the problems with cheese and butter are added the development of surpluses
of powdered skim milk requiring export programs. What effect the cost of
these programs will have on future policy decisions remains a matter of con-
jecture. However, the planners in the Commiszion and the representatives to
the Council of Ministers can hardly ignore the mounting costs.7

Another potential source of conflict that has not been discussed widely
is the correlation of the greatest price increases and the highest farm in-
comes. A recent survey of family farm incomes 1in the EEC8 combined with the
results of this study indicate that prices will increase most in those areas
and for those commodities produced by farms with the highest returns to labor
and capital. The farm survey found that the highest annual returns to capi-
tal and labor per full-time labor unit were earned on large crop farms and
specialized dairy farms in northern France and the coastal regions of Belgium
and The Netherlands. These farms returned about 2,000 u.a. or more per full-
time Tabor unit on the labor and capital used. The livestock and mixed farms
of the middle altitudes of France and Germany returned between 1,250 and
1,750 u.a. per full-time labor unit while the poorest returns were to small
farms in central and southern Italy where returns ranged from 750 u.a. per
full-time labor unit to less than 500 u.a. per year. The study attributed
these income differences primarily to the number of workers per farm. Farms
with high returns to labor and capital per full-time labor unit used fewer
workers than 1low income farms. The study also found that general economic
conditions were better in areas of high farm incomes, permitting excess fami-
1y labor to leave the farm for urban jobs. Although not indicated in the EEC

51bid., No. 203, February 22, 1967, pp. MI/5-7.
61bid., No. 202, February 1, 1967, p. MI/2.

7Recent EEC concern on this topic was reported by Clyde H. Farnsworth in
the New York Times, April 1, 1968, p. 69, where he indicated that current po-
licies might result 1in cold storage surpluses of 750,000 tons within four
years at a cost to the Agricultural Fund of $800 million per year.

8CEE - Commission, Informations internes sur L'Agriculture, No. 13, Les
Conditions de Productivite et La Situation des Revenus d'Exploitations Agrni-
coles Familiales dans Les Etats Membres de La CEE, (CEE: Brussels, 1966).
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study, the fact that high returns to labor and capital per full-time work
unit occur in areas characterized by large farms, either in terms of total
land operated or number of animals raised, would suggest that Tlarge farms
make better use of available family labor than small farms.

How do the price changes projected in this report fit into this pattern
of farm returns to labor and capital? The large increases 1in beef and milk
prices benefit most the large dairy farms that produce the Targest amounts of
these products. It has already been shown that the areas producing the most
milk and beef are in The Netherlands and northern France.9 Thus, it will be
the areas producing the largest amounts of beef and milk and the farms with
the highest returns to labor and capital that will benefit most from the
changes in livestock prices. The same pattern appears for grains. The larg-
est price increases for wheat and barley occur in the northern regions of
France, which produce over one-third of the wheat in the EEC and nearly half
of the barley. The Paris Basin will be especially benefited because the
price change is affected by eliminating the quantum tax. Again, the farms
producing these grains have been identified by the EEC study as having the
highest returns per labor unit in the Community.

A third example is the pattern of price changes for hogs and broilers.
Hog prices will increase most rapidly in The Netherlands and in northern
Italy where hogs are produced on large, well managed operations. Much of the
Italian pork, however, is produced in conjunction with the cheese factories
rather than on family farms and the benefits will go to non-farmers. Even in
Germany, with price declines projected, the decline is greater in the south-
-ern areas where hogs are grown on small farms than in the North with its lar-
ger hog farms. Broiler prices too, fall most in western France and decline
the least in The Netherlands. Both of these regions produce large quantities
of broilers, but Bretagne is one of the 1low income areas of the Community
that has received special assistance from the French government in the past.

The purpose of the comparison of price changes and incomes is not to sug-
gest that prices ought to increase most for the lowest income farms. Rather,
it is intended to show that the price 1increases may be greatest for those
farmers who produce large amounts to begin with and are therefore 1in a posi-
tion to benefit most from price increases. These farmers also earn the best
returns on their labor and capital. Thus, the disparity in the earnings of
different groups of producers will be magnified by the projected price
changes, not diminished. This condition is 1ikely to have implications re-
garding the political support for any changes proposed in the price policies.
The evaluation of the relative political strengths of different interest
groups, however, is beyond the scope of this investigation.

The price projections to 1975 are based on two alternative assumptions

9See Chapter 4, Table 31.
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about policy objectives. The Tlow projection assumed that price policies
would remain as presently written for the unified market. The high projec-
tion assumed that price levels would be adjusted to give approximately a con-
stant real price. What effect do these two policy assumptions have on the
problems discussed? Neither assumption changes the ratios of grain prices to
reflect feeding values and, while the high projection reduces the decline in
hog and broiler prices compared to that with the low projections, neither po-
licy alternative can be said to solve the problem identified earlier.

Where the different policy alternatives do make a difference, however,
is in their impact on the surpluses of milk and grains produced and on the
disparity between incomes of different groups of farmers. While the low pro-
jections for 1975 do not eliminate the need for support purchases of milk pro-
ducts and wheat, they do reduce the cost of selling surplus production on the
world market. The lower domestic prices may also result in greater consump-
tion and lower production within the Community than would be expected with
the high projection.

The income disparity problem cannot be corrected with either of the two
assumptions. Certainly all farmers will receive more gross income with high
prices than with low prices. However, with the high projection for 1975 it
appears that the high income farmers will benefit much more than the low in-
come farmers, simply because they sell more products. The fact that their
prices are projected to increase more than those of low income farmers only
compounds the basic condition. Thus, if it is desired to adjust the differ-
ence between the incomes of different farm groups, the price policy should be
established to return an approporiate income to the large farms, and separate
income policies not tied to production would have to be created for the low
income farmers.

Summary

The price study indicated that during the 10 years from 1960 to the full
implementation of the EEC policy in 1970 the wide differences in wheat prices
between areas of the EEC will have been eliminated. In the process, wheat
prices in Germany will have fallen from 4 to 10 percent, Belgian and Italian
prices will have remained about constant, Dutch prices will have increased
about 17 percent and the regions in France will have had prices rise between
20 and 24 percent. During this same period feed grain prices will have fall-
en about 5 percent in Germany, but will have increased from 15 to 22 percent
in Belgium, from 10 to 30 percent 1in Italy, about 35 percent in The Nether-
lands and from 20 to 50 percent in France. Considering the total picture,
the most important grain price changes are the increases in barley prices out-
side of Germany and the increases in corn prices in Italy. Both of these re-
flect the new EEC policies which changed former price ratios.

The projected impact of the EEC price policies on beef, veal and milk is
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a rise in prices received by farmers for all three commodities. Not only do
the prices of the commodities rise, but in most areas they rise in relation
to the prices of feed grains, too. This improvement in the relationship be-
tween product prices and feed prices 1is particularly strong in Germany and
Belgium-Luxembourg, where a 20 to 40 percent increase in the ratio of live-
stock prices to barley prices indicates increased incentive for the use of
barley in producing beef, veal and milk.

For hogs, the most important price development is the relatively con-
stant price projected for Germany, which produces about half of the hogs in
the EEC. The prices in Belgium-Luxembourg and France are projected to in-
crease slightly from 1960 to 1970 while prices in The Netherlands and Italy
increase about 30 percent. Since these latter two countries produce about 20
percent of the hogs in the EEC, the large price increases may be expected to
affect the total supply of hogs in the Community even when increased feed
grain costs are included in the calculation.

Broiler and eqg prices are projected to fall in most areas of the Com-
munity between 1960 and 1970. There is a slight increase for broiler prices
in Belgium and The Netherlands, but projected declines range from about 18
percent in Italy to around 28 percent in Germany and a 43 percent decline in
France. French eqg prices, however, remain about constant. Egg prices in
The Netherlands are projected to decline by about 5 percent, by 12 percent in
Belgium, by 24 percent in Italy and by 40 percent in Germany. Such drastic
price changes are certain to have production implications. But, the produc-
tion of broilers and eggs 1in Europe has shifted from small farm flocks to
large, factory-type operations producting large volumes at very low cost per
unit. It is likely that the reduction in price will not cause a reduction in

production, but a shift to low-cost producing units.
The movement to a common price policy changed the relative prices of

grains so that wheat is overpriced relative to its feeding value. This may
contribute to further wheat production and less utilization of wheat for feed
resulting in surpluses which must be paid a denaturing premium for feed uses
or an export restitution for sale on the world market. Furthermore, the pre-
sent surplus production of butter and powdered skim milk in the EEC and the
potential surplus of cheese may increase the cost of supporting milk prices.
The increasing Agricultural Fund expenditures due to these developments may
require adjustment in EEC policies or intervention price levels.

The Common Agricultural Policy also affects the balance of payments of
the member countries and causes income transfers through the European Agri-
cultural Guidance and Guarantee Fund. Net importers of agricultural pro-
ducts, such as Italy and Germany, send agricultural import duties to the Fund
and net exporters, such as France and The Netherlands, receive export resti-
tutions from the Fund. Regional differences in commodity price changes due
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to adopting the EEC policies increase this transfer of funds from the net im-
porting to the net exporting countries.

Drawing upon an EEC study of returns to labor and capital in farming,
this report indicates that the greatest increases in product prices are pro-
jected for those regions and for the commodities produced by the farms al-
ready having the highest incomes. This finding indicates the difficulty of
solving low income problems 1in agriculture using price policy alone and may
affect future policy decisions of the EEC.
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The Ratio of Wheat Price to Barley Price by Region in the EEC.
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The Ratio of Beef Price to Barley Price by Region in the EEC.

Appendix Table A-16.
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Appendix Table A-18. The Ratio of Calf Price to Barley Price by Region in the EEC.
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The Ratio of Milk Price to Barley Price in the EEC by Region.

ppendix Table A-19.
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The katio of Hog Price to Barley Price by Region in the EEC.

Appendix Table A-21.
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FOOTNOTES TO APPENDIX A

]The percentage change was calculated prior to rounding the prices or price
ratios.

2For map of regions see Figure 1, page 3.
SAverage of 1959, 1960, and 1961 prices.
4Average of 1963 &nd 1964 prices.

5Ca1cu1ated from producer level prices given in Bundesministerium fiir Erna-
hrung, Landwirtschaft und Forsten, Erzuegerpreise den Landwintschaft, Bonn, an-
nual issues.

6From unpublished producer prices supplied by the Ministerie van Landbouw
en Visserij and in Landbouw-Economisch Istituut, Prijsstatistiek, Den Haag, in
selected monthly issues.

7Fv‘om producer prices in Statistical Office of the European Communities,
Agranpreise, Brussels, various issues.

8Producer prices obtained from the Ministere de 1'Agriculture, Paris.

From prices received by country elevators obtained from the Office Nation-
al Interprofessional des Cereales (ONIC), Paris. For procedure used to convert
to producer level prices, see the discussion in the following appendixes.

0pverage of 1964/65 and 1965/66 prices.

1From producer prices in Istituto Centrale di Statistica, Annuarnio di Sta-
tstica Agharnia, Rome, various issues.

]zPrice for 1961/62 only.

]3Ca1cu1ated from producer level prices given in Bundesministerium fiir Erna-
hrung, Landwirtschaft und Forsten, Statistische Monalsberichte, Bonn, various
issues.

]4From producer prices in Statistical Office of the European Communities,
Agrans tatistik, Brussels, various issues.

]SCOmputed by the author.

]6From prices received by producers as reported in Istituto Centrale di Sta-
tistica, Bollettino Mensile de Statistica, Rome, various issues.

17Average of 1964 and 1965 prices.

8From producer level prices given in Bundesministerium fiir Erndhrung, Land-
wirtschaft und Forsten, Statistischer Bericht iber die Milch- und Molk-ereiwint-
schagt im Bundesgebiet, Bonn, various issues.

lgAverage of 1962/63 and 1963/64 prices.
20Computed by the author.

2]Fr'om producer level prices given in Bundesministerium fir Ernahrung, Land-
wirtschaft und Forsten, Exrgebnisse der Betrniebswintschagtlichen Meldungen, Bonn,
various issues.

22Ca'lcu'lated from producer level prices given in Statistical Office of the
European Communities, Agrarpreise and Agrarnstatistik, various issues.

3Based on information obtained by Fred A. Mangum, Jr. in interview with
Italian poultry experts, including the poultry feeding specialists at the Univ-
ersity of Turin and at Agangelini Corporation's mixed feed mill.
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APPENDIX B
WEIGHTS, MEASURES, MONETARY EQUIVALENTS AND ABBREVIATIONS

Weights Square Measures

1 short ton = 2,000.0 pounds 1 hectare (ha) = 2.47 acres
1 Tong ton = 2,240.0 pounds 1 acre = 0.4047 hectare

1 metric ton = 2,204.622 pounds Official Exchange Rates
1000 kilograms = 1 metric ton 00 U.A. = $1.00 (U.S.)

1.
100 kilograms = 1 quintal s
10 quintals = 1 metric ton 1

1 metric ton wheat = 36.7437 bushels | 1.00 U.A.
1 metric ton barley = 45,9296 bushels| 1.
15

00 U.A.
00 U.A.

DM 4.00 (Germany)

FF 4.93706 (France)

L. 625 (Italy)

f1. 3.62 (Netherlands)

00 U.A.

1 metric ton corn = 39.36825 bushels 00 U.A. = BF 50.00 (Belgium)
Abbreviations
Benelux = Belgium, Luxembourg and The Netherlands

EEC =

ERS =

FAO =

FAS =

OECD

OEEC

USDA
C:1:f

f.o.b.

European Economic Community. Also known as the Common Market, the Com-
munity and the Six. Member countries are Belgium, The Netherlands, It-
aly, Luxembourg, France, and West Germany.

Economic Research Service, a branch of the U.S. Department of Agriculture.
The Food and Agriculture Organization, a specialized agency of the United
Nations.

Foreign Agricultural Service, a branch of the U.S. Department of Agricul-
ture.

= Organization for Economic Cooperation and Development, formerly the OEEC,
see OEEC.

Organization for European Economic Cooperation. Member countries were
Austria, Belgium, Denmark, France, Germany, Greece, Iceland, Ireland,
Italy, Luxembourg, The Netherlands, Norway, Portugal, Sweden, Switzer-
land, Turkey, the United Kingdom, and after 1959, Spain. Yugoslavia
was represented by an observer. The United States and Canada were as-
sociate members. The OEEC was succeeded in September, 1961, by the
OECD, with the members listed above, but with the United States and
Canada as full members.

= United States Department of Agriculture

. = cost, insurance and freight. A term denoting that a given figure .in-
cludes, in addition to merchandise value shipped, the insurance paid

"

on it and the carrier's charges.
= free on board. Price includes loading costs but not transportation
charges

U.A. = Unit of Account. An accounting measure established by the EEC for ex-

ha =

pressing monetary values. See Official Exchange Rates.
Hectare, see Measures
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APPENDIX C
PROCEDURES USED TO COMPUTE FARM LEVEL PRICES FOR 1959-61 AND 1963-64

French Grain Prices

In most cases the prices obtained for the 1959-61 and 1963-64 periods
were prices received by farmers. They usually were reported for a small ad-
ministrative area, such as a province or department, and could be averaged to
obtain the regional average price reported in the price tables of this appen-
dix.

For wheat, barley and corn prices in France, it was impossible to obtain
producer level prices for points or areas within the country during the 1963-
64 period. Thus, it was necessary to use local elevator prices provided by
the Office National Interprofessionel des Cereales and adjust them to produc-
er level prices. First, a regional average price received by the local ele-
vators was calculated from the information obtained. Next, an approximate
margin for transportation and local handling was deducted. Information for
this calculation came from interviews with M. Senechal, Director of the co-
operative elevator at Pontoise, France, and M. Tetu and Dr. Michel Petit of
the Institut National de la Recherche Agronomique 1in Paris. In order to ob-
tain the final price received by the farmer, an adjustment for the quantum tax
was necessary.

With the start of the transition period for grains in 1962, the French
price support system shifted from having a uniform price for the entire coun-
try to one with regional price differences. The quantum system, however, was
retained to prevent prices from increasing too rapidly, encouraging surplus
production that was costly to sell on the world market. Because the quantum
tax varied depending on the quantities marketed, the impact of this tax dif-
fered from one region to another, according to the size of the farms in the
region. To account for the quantum tax and get a better estimate of the re-
turns to the farmer, wheat and barley prices for the 1963-64 period in France
were adjusted by a computed incidence of the quantum tax.

Since no information was available on the proportion of marketings paying
the higher quantum tax, an approximate proportion was calculated for each re-
tion based on farm size and grain production data. Table C-1 shows the a-
mount of land in farms of different sizes for each region as well as the per-
centage of the total land that is in each size group. These figures were cal-
culated from data on the numbers of farms in each size group by assuming an
average size of farm within each group. Applying the proportions shown in Ta-
ble C-1 to data on wheat and barley production by region gives the total pro-
ducticn in each size group shown in Tables C-2 and C-3.
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In order to determine the proportion of the production that was sold
without paying the higher quantum tax, the average production was calculated
for each size group. Then the proportion of this average production falling
within the 7.5 ton quantum allowance was determined. Applying that propor-
tion to the total production of each region gave the amount that could be
sold within the quantum. The figures 1in Tables C-2 and C-3 indicate the
large difference in impact of the quantum tax on different regions. Finally,
the producer prices for each region were adjusted to reflect the incidence of
the quantum tax.]

Beef Cattle and Calf Prices

The beef and calf prices reported usually applied to a specified quality
grade of animal and no single grade truly represented the average price re-
ceived by the producer. Since data on the number of animals or the total
weight sold in different classes was not available, the weighting system em-
ployed by the EEC Commission was used to average the various prices.

The EEC marketing policy for beef and calves requires intervention mea-
sures when the average market price in representative markets falls below the
intervention price. In order to consider the various quality classes, a set
of coefficients was established for weighting the market prices reported for
each class. Table C-4 shows the coefficients, which are based primarily on
the relative amounts marketed under normal conditions, but have been altered
by the EEC in some cases to reflect the particular importance of a specific
grade in a certain country. Weighting the prices from the past using the
weights now employed by the EEC 1improved the comparability of the various
price series.

]The quantum tax for 1965-66 was FF 8.50 (1.72 u.a.) per metric ton for
the first 7.5 tons of wheat or barley delivered by a farmer and FF 73.90
(14.97 u.a.) per metric ton for any deliveries of wheat above 7.5 tons. For
barley deliveries above 7.5 tons the tax was FF 29.10 (5.89 u.a.) per metric
ton
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Appendix Table C-4, Coefficients for Computing National Average Prices of
Beef and Ca]ves'l

Beef Cattle Calves
Quality Grade Coefficient | Quality Grade Coefficient

Germany
Bullen A 21.6 Kalber A 42.0
Ochsen A 3.0 Kalber B 36.0
Farsen A 17.7 Kalber C 17.0
Bullen B 11.0 Kalber D 5.0
Ochsen B 0.7
Farsen B 5.0
Kuhe A 11.0
Bullen C 1.4
Kuhe B 16.1
Farsen C 1.0
Kuhe C 9.5
Kuhe D 2.0 :

Belgium
Boeufs et genisses 60% 18.0 Extra blancs 2.0
Taureaux 60% 9.0 Bon veaux 7.0
Boeufs et genisses 55% 21.0 Ordinaires 76.0
Taureaux 55% 13.0 Mediocres 15.0
Vaches 55% 10.0
Taureaux lourds 1.0
Vaches 50% 21.0
Betail de fabrication 7.0

Italy
Vitelloni 1st qual. 27.0 Vitelli 1st qual. 60.0
Vitelloni 2nd qual. 22.0 Vitelli 2nd qual. 40.0
Buoi Tst qual. 7.0
Buoi 2nd qual. 11.0
Vacche 1st qual. 8.0
Vacche 2nd qual. 15.0
Vacche 3rd qual. 10.0
France

Vaches extra 12. Veaux extra 27.0
Boeufs extra 15. Veaux 1Ist qual. 35.0
Taureaux extra . Veaux 2nd qual. 26.0
Bouefs 1st qual. z Veaux 3rd qual. 12.0

— N

Vaches 1st qual.
Taureaux 1st qual.
Boeufs 2nd qual.
Vaches 2nd qual.
Boeufs 3rd qual.
Vaches 3rd qual.

n
. .

OWNWWNN —— 01N
)
[eleleoleloleololole)e]
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Appendix Table C-4 continued.

Beef Cattle Calves

Quality Grade Coefficient | Quality Grade Coefficient

Netherlands

Slachtrunderen extra
Slachtrunderen 1st qual.
Slachtrunderen 2nd qual.
Vette stieren
Slachtrunderen 3rd qual.
Worstkoeien

Kalveren 1st qual. 25,0
Kalveren 2nd qual. 55.0
Kalveren 3rd qual. 20.0

- WS —
cownNoOo
« o o
coocooo

Luxembourg

Genisses, boeufs and Veaux 100.0
Taureaux AA 65.

Vaches AA 3

Genisses, boeufs and
Taureaux A 1

Vaches A 1

Genisses, boeufs and
Taureaux B 1

Vaches B 6.

]JouAnaﬁ 0fgiciel des Communautes Europeennes, Brussels, 27 Fevrier
1964, p. 571/64.
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APPENDIX D
PROCEDURES FOR PROJECTING PRODUCT PRICES

Chapter 4 develops and projects product prices over the period 1960-
1975. This appendix contains the assumptions that provide the foundation for
the results as well as details of the procedure for projecting prices to 1970
and 1975. The projection procedures used assume first that the basic form of
agricultural policies, as they are now written and scheduled to take full ef-
fect between 1967 and 1970, will continue unchanged through 1975. It is pos-
sible that projected results for 1970 will indicate a need to relax this as-
sumntion for 1975, which can be done for subsequent projections if desired.
Second, the specific price levels set for the various commodities are assumed
constant at the published 1967 level through 1970. Any additional assump-
tions made for specific commodities are 1listed in the sections that follow
where the details of the procedures are discussed.

Cereals

The nrice projection procedure selected for cereal prices depends on (1)
the prior use of government support policies by all of the EEC countries and
(2) the intervention prices for 1967 that have been published for many points
in the area.

The actual projection procedure for grains was in two steps. First, the
past ratio of producer prices to policy prices was used to make a preliminary
estimate for the 1967/68 crop year that was projected unchanged to 1970.
Then, the interregional price differences were compared with transportation
costs between regions and the preliminary regional average prices adjusted.
The following section discusses the estimating procedure followed by the meth-
ods used in the transportation cost adjustment.

Preliminary Estimates

Germany had the highest grain prices in the EEC prior to the price uni-
fication, so it was the only country faced with a substantial drop in cereal
prices. But, much of the impact of the shift to the EEC system occurred when
the Germans switched to the new scheme of regionalizing prices in 1962, the
beginning of the transition period. Thus, the regional pattern is establish-
ed and only the price level needs changing. The national average interven-
tion prices for wheat, barley and rye 1in 1967/68 will be 12.50 units of ac-
count (u.a.) per ton below the intervention prices in the 1965 period. Main-
taining the past relationship between intervention price and producer prices
results in an 11.00 u.a. per ton decrease in producer prices. Also, the num-
ber of intervention points will fall from over 200 to about 50 for the entire
country, causing additional transportation costs of 1.00 to 2.00 u.a. per ton
when moving the grain from the farm to the intervention agency. Thus, the
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total impact of lower intervention prices and fewer intervention points on
the national average producer price is estimated to be 12.50 u.a. per ton.

Two previous studies in Germany have included grain price projections
for 1970, one by Plate and WOermann] and the other by the IF0O Institute2 in
Munich. The national average price projections for the three major cereals
in this study were within 2.50 u.a. of the estimates made by these German re-
searchers.

APPENDIX TABLE: D-T1.

COMPARISON OF CEREAL PRICE ESTIMATES FOR
1970 WITH RESULTS OF OTHER STUDIES
(National Average Prices in Units of Account per Ton)

Wheat Barley Rye

This study 93.50 85.00 85.00
Plate-Woermann 92.50 82.50 82.50
IF0 94.50 85.50 -

Having determined the national average producer price for each of the
cereals, the next step was to calculate a producer price for each region in
Germany. This involved determining the relationship of the regional prices
to the national average price in the 1964 period and then applying these re-
lationships to the calculated average price for 1970. Since the national
average price will decline from 1964 to 1970, this procedure results in a
narrower absolute price difference between regions, but it does maintain the
relative price differences. This step completed the preliminary estimate of
regional average producer nrices for Germany.

For the Netherlands, the intervention prices under the EEC system are
above the subport prices under previous Dutch policies. Since the EEC inter-
vention level is for sales by the local elevator, it is reasonable to assume
that this agent will also take a portion of the increase in price. Thus, the
projection of producer prices is made with the assumption that the producer
price will retain the same percentage relationship to the intervention nrice
as had existed in the most recent period. For wheat the producer was receiv-
ing on the average, a price equal to the intervention price, so the new pro-
ducer prices were assumed equal to the intervention price. For feeding barley
and rye the producer prices were 94 and 97 percent of the intervention prices
in the base period, respectively. Thus, the new intervention prices were
multiplied by these factors to get the new producer prices. Malting barley

1R. Plate and E. Woermann, "Landwirtschaft im Strukturwandel der Volks-
wirtschaft," Agranwintschaft, Sonderheft 14, 1962.

2IFO - Institut fur Wirtschaftsforschung, "Thesen zur landfristigen Pro-
jektion des Bruttosozialprodukts, des Verbrauches und der Erzeugung landwirt-
schaftliche Produkte in der Bundesrepublik Deutschland," 1965, (Unpublished).
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prices have usually been above intervention levels, so this relationship was
maintained in the projections. Since The Netherlands is treated as one re-
gion in our study, there was no need to determine prices for sub-regions
within the country.

The projection procedure for Belgium-Luxembourg was the same as for The
Netherlands. That is, the relationship between producer prices and interven-
tion prices, rather than the absolute difference, was maintained. For wheat,
the producer price equaled the intervention price, while barley and rye were
slightly under the intervention 1levels and malting barley bprices slightly
above the intervention price.

In Italy, the producer price for wheat and barley has been above the
policy prices in the past. For wheat, the projection procedure was the same
as that used in other countries where the relationship between each regional
average oroducer price and the corresponding intervention price was determin-
ed and that ratio applied to the new intervention price to determine the new
nroducer price. However, for barley the Italian qovernment had not established
an intervention price in the past, although they did set a target price. In
order to relate the farmer's price to a policy price, it was necessary to
compute a target price for Italy for 1967/68 by relating it to the EEC inter-
vention price 1in the same way that the target and intervention prices in
Duisberg are related. The producer prices in each of the four regions of
Italy were projected to maintain the past relationship between producer price
and target price. Then the price for barley decreased by 7.50 u.a. to take
into account the reduced levies on imported barley granted to Italy for 1970,
under the EEC decision of December 15, 1964.

Only the northern region of Italy produces enough corn for a market price
to be Tisted in the statistical data. The producer price there has been above
the target price for corn, so this relationship was maintained in 1970. The
projected price was then reduced by 7.50 u.a. to allow for the Towest import
price on corn due to the special levies granted to Italy.

The estimation of cereal prices for France posed a special problem since
the quantum taxes that were to be abolished accounted for a significant por-
tion of the price prior to the EEC. For barley, the ratio of the producer
orice for each region to the intervention price in that region was calculated
for 1965 and used to calculate the producer price for 1967/68. After this
price was calculated, an amount equal to the average quantum tax in 1964/65
was added to the price to adjust for the elimination of the quantum. This
procedure depends on the assumption that the entire amount of the quantum tax
will go to the producer. Because the price was previously calculated with
the tax explicitly taken from the farmer's returns, it seems reasonable that
this will now be given to the farmer.

For wheat the size of the price increase due to increases in the inter-
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vention price and the removal of the quantum tax is much larger than for bar-
ley. The quantum tax alone was 20 percent of the farmer's receipts for deli-
veries above 7.5 tons. If the producer price was first adjusted to keep the
same relation to intervention price as in the past and then the quantum tax
was removed and this amount added to the producer's returns, the implied
sales price of the loal elevator would increase substantially. Since it is
unlikely that there will be much increase in the demand for wheat and France
is already a surplus producer of wheat in most years, it seems reasonable to
assume that the price received by the storage agency when it sells the grain
will remain the same as it was in the 1965 period. From this price the pro-
ducer price in 1967/68 can be calculated by subtracting the margin of the
storage agency and the other taxes which will continue to be charged. Thus,
the new producer price is greater than the former price by the amount of the
quantum tax and is approximately equal to the intervention price listed for
France for 1967/68.

When this study was conducted, there was only one market in France with
an intervention price for rye. Thus, it was 1impossible to follow the usual
projection method. As a substitute measure, the price of rye in France was
set equal to the price for barley since rye is used there as a feed grain.
The subsequent expansion 1in the number of intervention points with an inter-
vention price for rye does not invalidate the method used, since target
prices for rye and barley have been set close together in most French markets.

While rye is not an important product for French farmers, corn has been
an important crop 1in the Southwest and is increasing in importance in the
Paris Basin and in the Rhone River Valley. To project the 1967/68 prices for
corn, the 1965 ratio of producer nrice to intervention price was calculated
for each region and the intervention price for 1967/68 was multiplied by this
ratio.

Transportation Cost Adjustment

One significant feature of the EEC is that products will move freely
from one country to another. This means that where tariffs and other barri-
ers formerly prevented flows, it will now be possible to move grains whenever
the price 1in another region 1is enough higher to pay the moving costs. Be-
cause of this freedom of movement, it is necessary that all prices within the
EEC be consistent with the internal transportation costs. No region can main-
tain an exceptionally high price for long without attracting grains from sur-
rounding regions that will tend to reduce the higher price in the one region
and raise the prices 1in the surrounding regions. Thus, we picture a system
with reqgional prices related by the transportation costs.

In order to accurately project 1970 prices for the EEC, it was necessary
to adjust the prices estimated above, which are based on relationships exis-
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ting in the formerly protected national markets. Several problems had to be
surmounted before an approximation could be made to the adjustment necessary
to account for grain movements. First, many transportation rates fluctuate
widely during the year. This is especially true of barge rates. Since grain
moves during most of the year, the decision was made to use the basic freight
rates, realizing that in some cases the transportation costs would thus be
underestimated.

Second, the rates are not uniform for a given distance, but vary depend-
ing on the origin and destination and the route followed. Again, this is more
of a problem for barge movements, but also exists to a certain extent for
train and truck movement. The direction of travel is, of course, important
for barge rates since upstream rates are higher than for downstream.

A third problem concerned the lack of recent data on the rates and other
charges for moving the grain. By using data that was available and concen-
trating on the most important channels of grain movement, it was possible to
construct a table of transport costs between regions of the EEC. Since the
grain prices used are an average for a region, the transportation cost table
was modified to allow for the possible costs of moving the grain from points
within the region to the central location from which the basic transportation
costs were figured. The unmodified transportation costs provided a maximum
estimate of the adjustments in regional prices needed while the modified
costs gave a minimum adjustment.

The first step 1in adjusting a regional grain price was to calculate the
difference between the prices of each region and the regions adjoining it.
If this difference was greater than the transportation costs between pairs of
regions, the two prices were adjusted. The difference between the inter-
regional price differential and the interregional transportation cost was
divided by two and the result applied to each price in the appropriate direc-
tion. This process was continued until all interregional price differences
were less than the interregional transportation costs.

A similar calculation was made using transportation costs augmented to
consider the costs of assembling the grain within each region. This augmen-
tation added the costs of railroad freight for the average distance traveled
in bringing grain to the central point in the region, which was set at 125
kilometers for large regions and 81 kilometers for small ones. The rates us-
ed were either French or German rates, since they were the most recent data
available. Previous information indicated that Italian and Dutch railroad
rates are at about the same Tlevel as the French rates, while Belgium-
Luxembourg rates approximate the higher German rates. The table below shows
the rates anplied to the transportation costs for each region.
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APPENDTX TABLE: D-2.
AUGMENTATION RATES FOR TRANSPORTATION COSTS

Large Regions France - NC, NW & CM 2.50 u.a. per ton
Italy - N &S

Small Regions France - NE & SW
Italy - C &I
Netherlands 1.85 u.a. per ton

Germany - all regions 2.40 u.a. per ton
Belgium-Luxembourg

The actual computation of the augmented transportation cost between two
regions included the cost between the two central points and the regional as-
sembly cost listed above for each region. The comparison of interregional
price differences with interregional transportation costs was repeated using
the augmented fiqures to determine the minimum adjustment needed. In many
cases where adjustment was indicated using the unaugmented transportation
costs, the new costs showed the regional price differences to be acceptable

without adjustment.
For all regions that had new orices calculated to correct for differ-

ences greater than transportation costs to another region, the average of the
price with maximum adjustment and the price with minimum adjustment was used
as the final price. It is possible that some cases may have resulted in fin-
al interregional price differences that were slightly greater than the trans-
portation costs between the regions, but the differences are small and the
benefit gained from further adjustment would be slight.

Two different projections were made for each grain commodity for 1975, a
high projection and a low one. The low projection assumes that the nominal
price of the commodity would remain constant at the 1970 level, whereas the
high assumntion called for a 3 percent per year increase in the nominal price
or approximately a constant real price. Since the special provisions for
Italy allowing Tower threshold prices for barley and corn expire in 1972, the
1975 Italian prices for these products under the low projection were increas-
ed 7.50 u.a. over the 1970 projected prices.

Grain Consuming Livestock

Hogs, broilers, and eqgs present a problem for projecting prices since
there is no intervention mechanism currently in the marketing requlations for
these products. Support is based on a sluice-gate price system to insure
that imports do not enter below a certain price, but this does not insure a
given price within the EEC because the Community is self-sufficient, or near-
ly so, in all three of these products. It is more 1ikely that in the next
three to eight years the EEC will be faced with a surplus of these products
and a Tow price rather than a high price and dependence upon imports.
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The method chosen to project prices to 1970 assumes that prices will be
related to commercial production costs for these products. For broilers
this means complete specialization 1in factory type units and for eggs and
pork a continued movement toward larger more efficient units. Thus, we assume
that the production pressures will result in prices that are near the minimum
in relation to industry organization and production costs.

Since feed grains are important components of the costs of producing
these products, our calculations of expected cost changes are based on the
feed grain prices and expected levels of feed grain utilization. General
production relationships were included to relate the feed grain costs to to-
tol production costs. For poultry products, these calculations required the
following assumptions. First, the regional average feed grain utilization
rate3 in all areas of the EEC in 1975 will equal the corresponding 1960 rates
in the leading poultry producing states in the United States. This implies
that the total industry will be comparable to the more efficient units cur-
rently in operation in the leading European producing countries. For 1970,
the utilization rates will be halfway between the current and 1975 rates.
Second, the mix of feed grains used is assumed to remain constant throughout
the period of the projections and the feed grain costs will represent the
same proportion of total costs throughout, Third, because of a lack of tech-
nical data for some areas of the EEC, it is assumed that the feed rations and
cost data reported for The Netherlands and Italy are representative of all of
the EEC, at least for the commercially important segments of the production.

For projecting broiler prices, a feed grain utilization rate of 1.9 kilo-
grams of feed grain per kilogram of poultry produced was used for 1970 and a
ratio of 1.5 for 1975. The cost of the feed grain for poultry was calculated
using the weighting factors given in the table below. Since feed grain
costs are 36.5 percent of the total costs of producing broi]ers,4 the total
costs were computed using this factor.

Egg production costs were calculated in a similar manner. Assumptions
about the evolution of feeding technology and the applicability of Dutch and
Italian feed data to all countries of the EEC similar to those for broilers
were made for eqgs. The feeding rations with the relative cost weights and
the feed grain utilization rates used are given in the following tables. Us-

3The feed grain utilization rate is similar to, but not identical with,
a feed conversion ratio. The feed grain utilization rate relates the kilo-
grams of feed grains needed to produce a kilogram of prodgct, whereas a feed
conversion ratio includes all feeds, not just the feed grains. The feed con-
version ratio will never be smaller than the feed grain utilization rate and
will usually be larger.

4These cost relationships were obtained from farm records studied by the

Landbouw-Economisch Instituut, The Hague, Netherlands, and from commercial
broiler producers in Italy.



APPENDIX TABLE: D-3-
FEED RATIONS WITH WEIGHTS FOR CALCULATING FEED COSTS FOR BROILERS

Country Wheat Feed Barley* Corn
Germany 0.5 0.28 0.2
Italy - - 1.0
Netherlands
France 0.116 0.116 0.667

Belgium-Luxembourg

*Where the total weights do not sum to 1.0, the weight for barley in-
cludes a calculation for oats in the ration. Since no projections have been
made for oats prices, the amount of oats, in the rations is converted to bar-
ley cost equivalent using a conversion of costs of oats price = 0.95 barley
price.

ing this data, the feed cost of producing a kilogram of eggs can be computed
apd the total cost derived by dividing by .55, the proportion of total costs
attributable to feed grain costs. Thus, the production costs are calculated
for each region and this cost is used as the basis for estimating 1970 and
1975 prices.

APPENDIX TABLE: D-4.
FEED RATIONS WITH WEIGHTS FOR CALCULATING FEED COSTS FOR EGGS

Country Wheat Feed Barley Corn
Germany 0.5 0.28 0.2
Italy - 0.2 0.8
Netherlands, France

Belgium-Luxembourg 0.2 0.48 0.3

APPENDIX TABLE: D-5.
KILOGRAMS OF FEED GRAIN REQUIRED PER KILOGRAM OF EGGS

Country 1965 1970 1975
Netherlands, Germany,

Belgium-Luxembourg 3.25 3.00 2.75

Italy, France 4.25 3.50 2.75

The price estimating procedure for hogs uses the same general assumptions
about the anplication of feeding rations and cost information data from The
Netherlands and Italy to the other countries of the EEC as were used in the
case of poultry products. An additional assumntion concerning the trend in
feed qrain utilization rates was, that the rates in Italy would remain higher
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than in other parts of the EEC, even through 1975. This is due to the Italian
preference for heavier hogs which may decrease in the future, but not reach
the level found in other parts of the EEC. The feeding rations and feed
used in projecting hog costs for 1970 and 1975 are

Feed grain costs represent 55 percent of the total

grain utilization rates
given in the table below.
production costs.

APPENDIX TABLE: D-6.

FEED RATION WEIGHTS FOR CALCULATING FEED COSTS FOR- HOGS

Country Wheat Rye Barley* Corn
Germany 0.1 0.25 0.62 -
Italy 0.19 - 0.2 0.61
Netherlands, France, 0.2 0.2 0.38 0.2

Belgium-Luxembourg

*Where the total weights do not sum to 1.0, the weight for barley in-
cludes a calculation for oats in the ration. Since no projections have been
made for oats prices, the amount of oats in the rations is converted to bar-
ley cost equivalent using a conversion of costs of oats price = 0.95 barley
nrice.

APPENDIX TABLE: D-7,

KILOGRAMS OF FEED GRAIN REQUIRED PER KILOGRAM OF HOG (1iveweight)

1970 1975

Italy 4.0 3.8

Other EEC 3.8 3.6
Beef, Veal, and Milk

Because of the supply and demand situations likely to evolve in milk

in the beef and veal markets, the price nrojection procedures
It is anticipated that the prices of beef

markets and
were different for these nroducts.
and veal will increase rather rapidly during the period of the projections
because of the expected increase in the demand for beef relative to the pro-
bable supply. For this reason a high and a low price were projected both for
1970 and 1975 for these commodities. The high projection for both 1970 and
1975 begins with 1967 prices and increases by five percent compounded annual-
ly. The minimum estimate for 1970 is equal to the 1967 producer level price,
which was calculated from the past relationship between producer prices and
policy prices in the various regions and applied to the quide price for 1967.
The minimum estimate for 1975 is equal to the 1970 estimate increased by one

percent per year. National average prices projected for beef and veal were
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regionalized using regional price relationships from the 1964 period. This
is the same period used by the EEC for establishing weights to be applied to
each quality grade when calculating a national average price.

For milk, on the other hand, it is expected that the production will ex-
ceed demand at the target price, so the producer price will equal the quide
price, and this orice will be maintained only because of the intervention
mechanism in the milk product market.
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