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MILK: BASIS OI' THD FARMER'S INCOME TN THE EEC

The common orgmanization of the market for milk and
mill products in operation on 1 November

A number of important decisions were taken by the Council of
the European Economic Community on 2% December 1963, One of these
was to institute a common organization of the market for milk and
milk products in the Community. The main provisions governing this
new market come into force on 1 November 1964, The individual
measures now in force will be replaced by joint machinery for regulat-
ing trade among the Member States, trade with non-member countries and
the arrangements on the internal markets of the six Community countries.
The main element in the new market organization ~ as in all those

already operative - is the introduction of a system of levies applic~
able to trade between member countries and to trade with countries
ocutside the Community. In addition, the possibility of government

intervention in the workings of the home market is to be limited; such
intervention will be largely restricted to the butter markets.

These common trading arrangements will not develop into a common
policy for milk and milk products until later - when the market
organizations in the individual Member States are gradually aligned
on a common target price for milk (to be aimed at by all member
countries) and a common price level is established for all milk
products produced in the Member States and made binding.

Price the central factor

Here, too, the principle underlying all the other EEC market
organizations -~ that prices are the central factor in policy - has
been retained. With milk products in particular it is rare that the
market price, and consequently the price the consumer must pay for the
product, whether butter or cheese, reflects the price of the milk
contained in the product. In most cases market prices are distorted
by all kinds of national measures of support and price equalization,
chiefly and even more by subsidies of the most varied kinds. There
is in fact a state of utter confusion. In all six member countries
these subsidies have been rising year by year.

Clearly thecse measures, some of which are very complex and all of
which are at the expense of producer or consumer, cannot be taken over
into the common organization. For Community purposes, in which the
six individual markets are to be combined in a single market, the first
requirement was to clear the milk market up, to get back to essen-
tials and reduce things to the simplest possible formulas. Some of
the Member Governments are already thankful that the EEC has taken over
this difficult task.

If we say that in the milk and millt products market of the EL
Prices alone can be the central factor, we mean that all price-
distorting measures, i.e. subsidies, must be done away with. The
crucial question for the future common policy is this: whether the
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policy for milk can be carried to success in the time allowed will
depend on how recady Member Governments are to abolish subsidies and
convert them into normal price components.

The policy for priccs

This, of coursc, is easier saild than done. The sole concern of
farmers in their capacity as milk producers in the Community is that
they should continue to receive the same pricc guarantees as before
for the milk they supply to the dairies. In the last resort they do
not care whether the farm-gate price is made up solely of what the
various milk products fetch on the market or consists in part of
subsidies, But this is not immaterial to the operation of a Community
milk policy, because subsidies cannot go on for ever if there is to be
equality of compctition among the Member States. On average, receipts
from the sale of milk make up about 25/ of the total receipts for all
agriculture produce sold in the LEEC. And another 10-15% comes from
the sale of cattle, so that the cattle industry as a whole forms the
biggest single element in agricultural revenue in all EEC countries.
Consequently, the step now being taken by the EEC is particularly
important to farmers.

*The common target price and how it is to be rcached

The nain price objcective of the market organization for milk is
therefore the ex-farm target price for milk with a fat content of 3.7%
(Articles 17 and 18 of the repulation). This is the price which it
is the aim of market policy to achieve for all milk producers (first
in the individual Mcmber States, later in the Community as a whole)
for all the milk they sell in the milk year, which runs from 1 April
to 31 March. The price is to be attained through the operation of
the comwmon merket policy at latest by the end of the transitional
period (1970). 50 that the transition shall not be too abrupt, the
yield from sales on the market may initially be supplemented by.direct
producer subsidies and specific measures within the fresh milk markets
in order to attain the target prices sct in each country,. It should
be mentioned herc that fresh milk is at first to be excluded from the
market organization. Not until fresh milk is also covered can we
think of really putting price policy into effect. However, the
procceds from sales of fresh milk are alrecady included in calculations
of the target price.

To provide an overall picture of milk price policy in the EEC, we
must point out that certain divergences from agricultural price policy
in the other EEC regulations have been taken into account in the milk
regulation in order to reduce and overcome the particular difficulties
involved in aligning the price systems for milk. In contrast to the
cerecals market organization, for instance, a price objective has been
fixed from the outsct. In the first half year of the wmilk market
organization therc is still a price bracket with an upper and a lower
limit; Dbefore the new milk year begins on 1 April 1965 member
countries will know the common target price towards which they are to
move.
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Why has this procedure been adopted? In the milk market
organization we have two pricce levels - the producer price level and
the dairy price level: this means a total of twelve different price
levels or systems currently operating in the six lember States, and
these must ecventually be given a common denominator.

The salicent point as regards prices in the milk market organiza-
tion is this: wherecas under the proccedures now obtaining in the
Member States the price of milk reflects the interests of the preducer,
in thc common organization the position must be reversed by the end of
the transitional period so that the producer is guided by prices, i.e.
whatever price the market will offer for his product (Article 19 of
the regulation). The various price levels must thercfore be brought
into a reasonable relationship. The alignment of market prices is
intended eventually to lead to a single producer price for milk in the
Community; otherwise, there is no way of untying the present tangle
on the milk market.

Pricce alignment for the individual products is therefore the
second esscential task for the common milk policy, since these prices
indirectly determince the level of producer prices.

However, as the cost situation in milk processing still varies
considerably from country to country because of the entirely divergent
structures of the various milk industries (reflected in different
production, salcs and profit conditions), even uniformity of market
prices will not itgelf produce a uniform level of producer prices.
Only when uniform cost and profit rates, bascd on the Community
average, have been laid down and, together with the target price
already fixed, provide a basis of calculation for the individual
products in the milk industries of the various member countries, will
a common price level finally be possible. The harmonization of
threshold prices for the individual products, which arc to be fixed
annually before 15 February on thce basis of the common target price
for milk, will serve as a guidc for the actual unification of market
prices.

Articlce 20 of the regulation lays down the procedurc for harmoniz-
ing threshold prices, and thus markct prices, among the member
countries. This is intcnded to ensure that progress is made towards
the objective of a uniform price for thce whole Comnmunity.

In order to achicve this, subsidies totalling over bn 2 017 million
in 1963, of which over I 995 million was paid out in a singlc member
country, must be withdrawn. Subsidics to the milk industry form the
bulk of all subsidies granted to agriculture in the Community.

The Council has agreed that with effect from 1 July 1964 member
countrics may neither introduce new subsidies nor increase existing

ones. But it has not yet
rcached agrecement, despite the urgency of the matter, on going ahecad
rapidly with the elimination of subsidies. Tor the first ycar of

application of the milk market regulation, the Council considercd that

coe/eae




-4 -

member countrics need eliminate only one scventh of the subsidices
paid for milk products in order that thc lower limit of the target
price for milk can be attained. The result of this in onc Member
State is that no reduction need be made at all, but for most of them
there will have to be a considerable reduction in existing subsidies.
For the subsidies then dleft the Council must take a decision on a
proposal by the Commission so that these too can be eliminated before
the end of the transitional period. For the 1964/65 milk year the
Member States have [ixed their individual target prices within the
limits laid down by the Council.

196L/65 target prices for milk with 3.7/ fat content
in the member countries

(price per litrc in national currcncics)

N N . e s -—

Belpium  Germany France Italy Luxembourg Netherlands

Upper Bfrs.
limit 5.250 B 0 42 FE O.518% Lit.65.5§ Lfrs.5.250 Fl. 0.3801

oM
o.h42 Tit. 65
0.40

Lfrs. 4.950
0.38

Bfrs. .
L .6135 i 0.3770

0.3%6
0.34
0.32 FF 0.3975 Fl. 0.31

Lower
limit

M 0,%318 FF 0.3%925 Lit. 49,69 Lfrs. 3.975 Fl. 0.2878

B
0.318 3

Common target price to be fixed by 15 January 1965

Before 15 January every ycar - and for the first time by
15 January 1965 - the Council is to fix a common target price for milk
on a proposal by the Commission. The Council must reach its decision
unanimously in the first year, but only a qualified majority is
necessary from 1966. The main purpose of the common target price is
to provide a basis for unification of the¢ target prices in cach Member
State. Bvery year from 1965 on, the Council must also decide what
mcasures cach Member State must take during the subsequent milk year
in order to bring target prices closer togethery; this decision will
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be taken at the same time and under the same procedurc as that on
the common target price. At the end of the transitional period
the common target price fixed by the Council will apply throughout
the Community.

Major pricc decision with duec regard to the guide price for cattle

This autumn the Council will have to -take important decisions
not only on milk pricces but also on the common guide price for
cattle. It is no accident that these two decisions are linked.
A major factor in cach casce is the current supply situation in thesc
products, the balance between supply and demand with due regard to
trade with non-member countries, and the futurc trend as far as it
can be asccrtained. There is a closc economic tie between the number
of dairy cows, the number of calves produced and the possibilities of
increasing the output of meat.

The BEC as a wholc has a net surplus of about 1,7 million metric
tons milk cquivalent, whereas there is a growing demand for imports
of becf and veal.

Francc, for instance, views with concern the developments over
the last couple of years in which pood grazing land has been brolicn up
and put under ccreals to an incrcasing extent because labour is in
short supply in thoe cattle industry. The additional sowings of

cereals arc swelling the wheat surplus in the Community. We may well
wonder, if this can alrcady happen in France with its low ccrecal
prices, hoy nuch morc pasturc would be brought under the plough if

cercal prices in France should be raisecd.

4 depletion of dairy herds would not be a tragedy in itself,
for the TFrench dairy cow still producces less than 3 000 kg of milk
per year on averago. The oxpected increasce in output to over
3 000 kg per cow per year would produce cnough milk, but what gives
real causc for concern is the fact that the numboer of calves for
slaughter is rapidly falling, since dairy cows obviously provide the
basis of the meat supply in producing calves.

Too scverc a depletion of dairy herds would lead to a rcduction
in the supplies of beef and veal. This is why it is so important
that the Council should link thc decisions on prices in the two fields.
The trends we have indicated clearly show that in the EEC a dynamic
production policy is nceded that will encourage beef production without
leading to an undue growth of dairy hcerds.

Beforc the war the price ratio of becf to milk in &ll Community
countries was between 5.3%:1 and 6.1:1. This favoured milk production.
At the beginning of the 50's the ratio in Germany and Benelux had gone
up to more than 7:1. Beef production in those countrics consequently
rose more sharply than milk production. While the breeding of calves
for fatstock was cxtended significantly, dairy-cow breeding remainced
practically unchanged. In France and Italy, too, the pricc ratio
from 1950 to 1954 alterced in favour of beef, but not to the same
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extent as in the other EEC countries. The ratio did not go beyond
6 or 6.%3:1, and dairy herds consequently grew morce rapidly than beef
herds.

Since 1956 in Germany and 1957 in the Netherlands milk production
has becn morec heavily subsidized, so that the price ratios shifted
again in favour of milk. Between 1955 and 1958 the beef to milk
ratio in Germany was 7:1 and in the Netherlands 6.4:1. There was
thercfore a further slight cxpansion of dairy herds in thesc two
countries. This would probably not have happened without subsidiza-~
tion; the farmers would have increascd meat output instcad.

Rules governing forcipn trade and dealings on home markets

What products arc covered by the common organization of the milk

market in its precsent form? The main items concerned are the
following:
Product Tariff heading

Milk and crecam, fresh, not concentrated or
sweetcened o4.01

Milk and cream, prescrved, concentrated or

sweetened oh.02
Butter ok,03
Cheese and curd ok,ok
Lactosce and lactosc syrup 17.024A

Article 29 of the rcgulation specifies that fresh milk should be
included in the markct organization under some special arrangement by
1 December 1965 at latest.

In a resolution adopted at the same session, the Council also
indicated what lines it would follow in rc¢lating the market organiza-
tion for milk to the future regulation on oils and fats, particularly
in conncction with olive o0il (scc also Newsletter No. U, December 1963).

A number of products containing milk are not included as agricul-
tural products within the¢ meaning of the ELC Treaty. They arc food
preparations and are regarded as industrial products. Casein,
chocolate and fruit flavoured milks,and yoghurt are among these
products for which the Commission can make proposals to the Council
under Article 235 of thce Trcaty.

Various fccd compounds contain a proportion of milk. Teo ensure
that they arc all covered, they have been divided into those containing
more than 50% milk, which comc under the milk regulation, and those
containing less than 50% milk, which come under the cereals regulation.
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As with the market organizations alrcady in force, the milk
regulation can be divided into three sections - dealing with prices,
levies and intervention. For cach of these three heads the regula-
tion scts forth the basic principles, the provisions for transition
from national arrangements to Community rules, and the establishment,
as final step, of a common market in milk products.

The levy system

This, too, corresponds to the principles of the agricultural
regulations that have been in force for over two ycars. In trade
between member countries, thce levy on imports is calculated by taking
the threshold pricc of the importing Member State and deducting the
frec~at-fronticer price of the product shipped from the exporting Member
State plus a standard amount. These provigions arce contained in
Article 2 of the milk regulation.

In principle, the rcgulation provides for the calculation and
imposition of levies for all products. But in this field the number
of products is immcnse. To simplify matters and to facilitate the
administration of the regulation, the Council decided to group certain
related products for the purposc of calculating the levies. Thirtcen
such groups have now bcen established. A pilot product is fixed for
each group, and the levy is calculated for that product. The amount
of the levy for the other products in the group (known as tassimilated
products") corrcsponds to that of the levy for the pilot product.

This procecdurc has been ignored in only a very few cascs, wherce it
became apparent that the levics on certein products would have been,
for one reason or another, too high; in these cases the levy was
calculated for cach item individually.

The most important cascs in which the general rule had to be
abandoncd were baby foods, processed checse and also whole milk powder,
where the various degrecs of fat content had to be taken into account.
For calculating the derived levies the principle generally adopted was
to link tho amount of the levies to the customs tariffs currently valid
for the memboer countrics. The purpose of the derived levies is thus
to provide bhigher protection for the national processing industries.
For somec of the products in Groups 7, 11 and 12, intra-Community levics
arc not imposcd because prices in the various countrics are already

very closec to onc another. Some products, too, arce regarded as
typical of a given member country. They arce not manufactured in
other member countrics and are thercofore subject to no levy; there is

no levy, for instance, on French exports of Roquefort cheesc to other
membeyr countrics.

Reference prices were taken as a basis for the first fixing of
threshold prices for the various products. The reference period
chosen was 1963, The reference prices were adjusted to allow for
changes made in the target prices for milk during 1963 and the elimina-
tion of subsidics required under the regulation.





