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The quest for the best solution

On 2 December, when the chairman's bell calls the responsible
Ministers of the six member countries of EEC to begin their second
agricultural marathon, which is to produce further decisions in the
framework of the common agricultural policy and thus complete the
common agricultural market, the draft regulations on milk and dairy
products, beef and veal and rice will have priority over all the other
decisions likely to be taken.

In order to make it easier for the layman to understand what the
Council will be discussing at the end of this year and to indicate the
chief points on which a solution must be sought, we will here attempt
to sketch in advance the main lines of the coming negotiations.

Proposal for a regulation concerning the institution of
a system of levies and the progressive establishment of
a common organization of the markets in dairy products

Of all three draft regulations the one on the establishment of a
common market organization for dairy products doubtless presents the
greatest difficulties. This is because the national dairy markets
differ so much in structure that they can hardly be compared with each
other. The importance attached to the goods vroduced also differs
greatly between the various Member States. As an extreme example,
butter in Italy is not valued particularly highly and the Italian
dairy industry is almost exclusively geared to the manufacture of
cheese, It is known that more than 300 types of cheese arc made in
France, while the Netherlands produce only a few, in up-to-date and
fully rationalized factories.

A further fundamental difference must be mentioned. In France,
Belpium/Luxembourg and Italy, we have a uniform milk market, whereas
in the Federal Republic of Germany and the Netherlands the markets
are "split", i.e. there are two in each country, one for liquid milk
(consumption milk) and one for processing milk (for the production of
butter, cheese and other dairy products).
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The ELC Commission's drafl regulation tabled in the Council of
Ministers provides for levies only on products from milk processing
and not on liquid milk and like products, such as sterilized milk,
cocoa drinks, yoghurt, skim milk and other liquid milk products.

Lack of time seems to preclude any accompanying regulation for liquid
milk being made immediately. Moreover, liquid milk has hardly any
importance for economic policy since the markets are regional, The
Council will nevertheless have no choice but to link milk for process-
ing and liguid milk in the text of the regulation, This will be done
by a special article to take into account the existing relationships.

Another close relationship must, however, be mentioned: edible
fats are to a certain extent interchangeable in consumption. This is
particularly the case with butter and margarine, where the connection
is relatively close. Italy, which is a large producer of vegetable
0ils (olive oil), protects both its olive production and animal fats
(butter). On the other hand Belgium, France, Luxembourg and the
Netherlands, where the output of vegetable oils (rape, rape seeds) is
small, limit protection almost exclusively to animal fats (butter) and
makec imported vegetable oils available to consumers at very low prices.
The Netherlands, as a traditional surplus country, and to some extent
Luxembourg, use public funds to keep down butter prices to the
domestic consumer.

If this were to be considered a ground for raising the price of
margarine sufficiently for butter to be markcted throughout the
Community at prices consistent with a milk price which would give
producers a fair return, margarine prices in Belgium, Germany, France,
Luxembourg and the Netherlands would have to go up very sharply.

Such a policy did not seem feasible to the BEC Commission, and from its
standpoint it therefore refrained from any coupling of milk policy with
policy for fats and olls and proposed that the interests of milk and
olive producers in the Community be taken into account by special
measures.,

The Commission's proposals provide in particular for free import
of vegetable oilc at the customs rates of the common external tariff,
which in the case of oil-sceds means duty frece. In this way the
margarine price in the Community could be formed at or around the
present price. However, care will have to be taken in future that
the position of milk producers, which i1s already difficult, is not
made worsec by any reduction of the margarine price to the lowest level
in the Community.

The EEC Council of Ministers has alrcady discussed this problem
on various occasions. There is agrecment that olive growers in
Southern Italy and dairy farmers must be assured of an adequate
incone. Divergences of opinion betwecen the Member States on how to
attain this objective without burdening the consumption of vegetable
0ils have alrecady been considerably narrowed in the negotiations,
although there is not yet complete agrcement.
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Essentially the possibilities arc as follows:
(a) No 1link, as proposed by the Commission;

(b) 4 financial link (a tax on vegetable oils which
would help to finance the marketing of butter);

(c) An economic link (fixing of tne margarine price
at a level cnabling all butter to be sold at
prices corresponding to cx~farm prices for milk) .
one of these alternatives.
If the two main prior conditions are clearcd up in this way the
Council will have to deal with the question of the products and groups
of products to which market organizations will in future apply.

At the present stage of the discussions these are:

Product Customs
heading

Milk and cream, fresh, not concentrated
or swectened 04,01

Milk and cream, prescrved, concentrated

or sweetened o4, 02
Butter o4, 03
Cheese and curds 0L, Ok
Lactose and lactosc syrup 17.02 A

Forage, sweectened or sugarced and other
prepared fodder, other vreparations of
a kind used in animal feeding (supplcments,
"condiments", etc.) ex 23.07

This, however, in no way finally settles thec problem of the
scope of the future milk market organization. Various wishes
expressed by individual Member States for the inclusion of further
products in the regulations must still be discussed and settled.
Here, casein plays an important part; some Member States consider
that it must be included in the regulation.

Discussion of this point in the Council will probably extend
fo how casein can he¢ covered although it is not included as an

In its coming discussions the Council of Ministers must opt for
agricultural product in the EEC Treaty.
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Various fodders consisting of cereals with added milk products
already fall under EEC Regulation No. 19 on cerecals (Council Regulation
No, vuo). Arrangements s5till have to be made for mixed fodder based
on milk without any cercal ingredicnt. Varicus products containing
milk are not included among thcse which are considered agricultural
products within the meaning of the HEC Treaty,and a Council decision
of 4 April 1962 provides that fArticle 235 of the Treaty shall apply to
them. In futurc Council debates the question of which regulation
could best cover this or that product nay well arise.

If we now turn to the technical details of the market organization
for milk it should first be emphasized that in the preliminary discus-
sions the Council already agreed in principle on one important concept,
i.e. the concept of the target pricc for milk ex-~farm. The Council
adopted a definition accordinpg to which the target price should be a
price which the market policy endeavours to guarantee to all producers
for all the milk they bring to market annually. This means that the
farm-gate target price of milk shall be made up of the procecds of all
products manufacturcd from the milk and sold on the market, In this
connection it must be mentioned that proceeds from the liquid milk
sector are naturally included when calculating the target price.

On numcrous other technical points the experts have alrecady secn
cye to eye or narrowed their differences of opinion in the preliminary
discussions. But as this happencd outside the Council of Ministers,

- we will not go into details here. The Council is free to bring up all

these points for further review.

To understand the market organization for milk it is, however,
necessary at least to examine a few of the cssential elements.

The draft regulation is divided into three scctions:

(a) The levy system
(b) Target prices (producer prices)

(¢) Intervention to stebilize prices and keep the market
in balance.

The first provision is that the levies for long-keeping dairy
products, butter, cheesc and curds, lactose and lactose syrup shall
correspond to the differcnce betwecen the frece-at-frontier price of
the exporting Member 3tate and the threshold price of the importing

Member State. In the case of imports from Member States the levy is
rcduced by a standard amount in the way that is familiar to us from
the cereals rcecgulation, for instance. This standard amount includes

the Member States' preference vis-a-vis non-member countries.,

The Management Committce, which is to be set up for the dairy
industry as for othcr branches, can rule that the levy calculated for
a given product shall at the same time be valid for other products
mentioned on the list. Here we again have the system applied in
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the market organization for cuts of pork, of reference products behind
which are ranged the derived products. Orpganized in this way the
market is easier to survey. We neoed only romember that there are

300 different sorts of checse in France; it is unnccessary to fix a
levy for cach one of them. Nor does any frec-st-frontier price or
threshold price then nced to be fixed for those derived products.

Imports from non-member countrics of Zmmenthaler, Gruydre (Swiss),
Sbhrintz and Cheddar chicesc will occupy & spocial position under the
probable levy arrangements. Az customs tariffe for these types of
cheese arc bound in GATT (General Acrecnent on Tariffs and Trade),
probably the Community will have to apply to them @ somewhat different
procedure, which will certainly be thoroughly discussced in the Council
of Ministers.

As in the case of the levy regulations alrecady known, it is
intended that levies shall be abolished as between Member States from
the beginning of the final phasc of the Common Market (1970). In the
transition period, as soon os the producer target prices for milk and
the threshold prices for sny milk product have becen brought into
harmony with each other in tradec between two Member States - in other
words as soon as the threshold prices for the product and the producer
target prices correspond and have thus become uniform - the levy on
this product nced no longer be charged as between these States.

This will happen sooner in the case of one product and later in
the case of another according to the existing differcnces.

Prices for imports from non-member countrics will be calculated
free~at-frontier of the importing ELC country on the basis of the most
favourable offcrs in international trade.

For preserved milk and cream, butter, checesc and curds, lactose
and lactose syrup it is planned to calculate rceference prices on the
basis of the arithmctical average of the prices at which manufacturers
in the individual member countries have bought ex-wholesaler during
the dairy=-farming ycar 1962/63. For all products except butter the
reference prices plus the standard amount give the threshold price.

As alrcady mentioned the levy on imports from Member States will
be reduccd by the standard amount still to be fixed.

The standard amounts shall be so fixed as to promote the progres-
sive and regular dcvelopment of trade between the Member States until
the establishment of the single market, having regard to supplies on
the markets of Member States of dairy products cither home-produced or
imported from other Member States. where the producers in the export-
ing Member Statc receive dircct payments from public funds to compen=-
sate for the differcnce between prices obtaincd on the market and the
target price for milk ex-farm, that part of the levies corresponding to
such payments may be rcfunded to the exporting llember State.
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It is proposcd to make all imports of preccrved milk and crcam,
butter, chcese and curds, lactogse and lactose syrup and fodder subject
to a licence issued by the llember State.

As in all the other regulations already in force (cercals, pigmeat,
cggs and pouliry) the right of =z Member State which imposcs levies in
trade with another Mermber Statce to make reiunds on exports to that
HMember State has been bhorne in mind. However, for oxports both to
Member and non-member States the levy system in the organization of the
milk market is bascd on a somewhat diffcrent systen from that which is
familiar from the¢ previous regulations.

The safeguard clause also was not forgotten. If, following thc
measures for the gradual cstablishment of a common market organizao-
tion for dairy products, the market in once or more iMember States
is threatenced with scrious disturbances as a result of imports, the
Member State or States in question can during the transition period
take the neccssary protective mecasures with respect to imports of thesc
products.

Butter will occupy a central place in the future regulation,
This is the only product for which an obligatory intervention price is
planned in addition to the reference price and the threshold price.
While for the other dairy products the recference price plus the
standard amount will equal the threshold price, a further supplementary
amount is to be addced to the threshold vrice for butter and the inter-
vention price fixed at a level below the reference price. As the
discussions stand at present the intention is to fix zn intervention
price only for first gquality butter, but this does not exclude the
possibility of stocking butter of less high quality at prices below the
intervention price. However, this does not mcan that in the negotia-
tions at the end of the year some Member Statcs may not ask in one way
or another for nmore thoroughgoing markcet intcrvention in respect of
other products.

During the first year ot operation of the.common market organiza-
tion for milk, Member States must, of course, be allowed some latitude
as regards their target pricc, For that year & price bracket is there-
fore proposed, within which the lember States can fix their target
price ex-~farm as they think fit.

A uniform target pricc for milk is the esscential prerequisite for
unifying the EEC milk market as a whole. The BEC Commission therefore
considers that the Council should fix a common target price for milk
gx-farm, unanimously during that part of the sccond stage of the EEC
Treaty still to run, and thercafter by gqualificd majority.

From the second dairy-farming year onwards the common target
prices will in ecach case serve as a basis for standardizing the target
prices for milk ex~farm and the threshold prices for dairy products in
the individual States in the following year.
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The differences between the target prices of milk ex-farm laid
down by the Member States are to be gradually rcduced during the transi-
tion period so as to attain a uniform target price by the end of that
period. :

In the casce of butter the intervention prices for the fresh
product in the individual States must be so approximated that they too
are standardized at the latest by the ond of the transition period at
such a level that the average prices for all milk sold correspond to
the common target price for milk c¢x-farm.

The threshold prices of the other products mentioned except butter
arc aligned and also standardized at a level to be calculated on the
basis of the common target price for milk.

In conncction with the approximation of target, threshold and
intervention prices it is of vital importance to abolish aids. Ir
the levy arrangcements are to function, the EEC Treaty provisions under
which aids can be reviewed and action talicn against those which are
incompatible with the Common Market must be extended to all aids which
distort these arrangements. Since the Member States have spent
considerable sums from public funds on the milk sector in past years -
about 400 million units of account (dollars) in 1961 - it is also
essential that certain aids should continue for the time being in order
to ensurc that a balance between supply and demand in dairy products is
gradually attained on the basis of the target price for milk ex-farm.

Summing up, it can therefore be said that the coming organization
of the milk market in EBC will be a very flexible and mobile instrument
which must be capable, first, of adapting itsclf to the present con-
siderable differences in thc market structures of the Member States,
and, subscquently, of unifying these structures and transforming them
into a uniform market for dairy products.

The market prices obtained in the past provide the basis for draw-
ing up the definitive regulation and particularly for calculating the
refercnce prices,

The Community's internal frontiers arc to be protected by threshold
prices. If these arc not rcached imports decline or cease completely,
and if they are excceded imports from one member country to another
nevertheless take place. Butter occupies a central steering position,
since the level at which the intervention price of this product is
fixed will be a yardstick in determining output of the rcmaining
products.

The ultimate aim of this regulation is, in the course of the
transitieon period, to adjust and align threshold prices for milk
products and intervention pricez for butter on the uniform target price
for milk. This will occur in the process of alignment of the target
price for milk itsclf and in relation with the alignment of the
threshold and intervention prices for milk products. In this way it
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is hoped in the final stage to reach prices whiclh shall be as
realistic as possible for those products whose market prices corres-
pond to the common target price for milk.

In the final phase prices would then be uniform for dairy farmers
and in merkets for dairy products throughout the Community, some
“approximation of the still extremely varicd market and consumer
structurcs would take placc, and common financial responsibility would
exist.

By the final phase intra-Community levies and refunds would also
completely disuppear.

When thc final stage ic reached the internal Community price will
be maintaincd through the level of the threshold prices at the external
frontiers and an import system based on levies vis-a-vis non-member
countrics.

As was the casc with some other market organizations, a very
difficult task awaits the Council of Ministers in the impending final
round of the necgotiations on the market organization for milk: this
is to fix the timing for the approximation of prices.






