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On March 4 the Commission presented its
""bpalance sheet!" of the CAP to the EEC
Council of Agriculture Ministers.

This document - called for by the agri-
culture ministers last October ~ is in
effect a complete inventory of the com-
mon ggricultural policy over the ten
years of its existence., It shows how
the CAP has successfully coped with in-
ternal changes, with changes in the
world food markets and the new situa-
tion created by the enlargement of the
Community.

The Balance sheet - designed to form
the basis of detailed discussion by the
Council and the European Parliament -
is divided into three parts.

The first deals with the evolution of
the CAP. The second part examines how
effectively the market mechanisms have
achieved the objectives of the CAP. 1In
the third part, the Commission recalls
its recommendations of November 1973
and suggests how these can be further
developed to improve the working of the
internal food market in the future.

So that readers of the "CAP Newsletters"
may have a complete understanding of
the stocktaking they will find here a
full text similar to the publication on
the Agricultural Memorandum 1973-1978
issued in November 1973. The examina-
tion of these two complementary docu-
ments will give all those interested a
round base for study and discussion,
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PART ONT: THW DEVELOPINT OF THRE CC.Y OW ANRTCULTURAT. POLICY

8'

10.

The aathors of the Treaty, in providing for tha inclusion of agriculture in
the common market, vished to involve this sector in the pursuit of the
generr~] obiectives of the Community £s set forth in Article 2 of the Treety.
A common rfrricultursl morket seered £n cssentinl condition for the
belencing of trede bLetween the economies of the Member Strtes; to heve
excluded prricnlture from the common market would heve led to distortions in
other sectors of the economv, since the pursuit of national agricultural
policies would heve hrd ¢ direct e¢ffect on the competitiveness of industry;
lrstly, rrriculture wes considered »s one of the nrers vhere the openirg up
of the frontiers between I'ember St~rtes would hsve the most substantiel effect
in bringing about a better division of labour &nd, consequently, on the

stendard of living of both producers snd consumers.

Unlike the common industrisl merket, however, where the Tre-iy provided for

the eliminetion of most of the obstacles to intra-Community trade in accordance
with 2 prearranged timetedble, the common sgriculturesl mearket wes to be

brought about rradually over a transition period, through the establishment of

s common prriculturrl nolicy; for the varying importenee of 2griculture in

the economies of the Member Strtes, the great differences in neotural,
structurs), sociel »nd commercisl conditions end highly divergent trrditions

in the metter of nrtionel egricultursl policy hrd led to the introduction, in
esch of the oripginrl Member Strtes of the Community, of instruments of

egriculturel poliey which differed widely in their scope #nd intensity.

The devclopment of the common egricultursl volicy over the first ten yeers of

its existence falls into two me2in phnses:

(u) the trensition2l phese, when the basic principles of the marketing and
pricing policy were fixed (single merket, Community preference, finsncirel
solidarity, centralized management) and an attempt was made to

coordinate structurel policies (1962-1667);

(b) the single mrrket phase; throuzh the fixing of common prices end the
epplicetion to the egriculturel sector of ihe rules of competition
contrined in the Treety, it proved possible to esteblicsh the sirgle

merket grrdurlly from 1967 ominrds;



numerous refinements were mode to the common agricultural policy, mainly as
a result of the introduction of 2 common siructural policy; the common
agricultural policy also adapted itself to the new dimensions resulting from
the enlargement of the Community.

41. The introduction and development of the common egriculturzl policy took place, until
1969, in an econemic environment characterized by general 'prosperity and great stability.
Since 1969, and especially since 1971, monetary instability first and then general
economic instability, as illustrated by the energy crisis, and increasing employment
difficulties and the sharp rise in the prices of numerous primary products on the
world market, have made the common agricultural policy increasingly subject to
uncertainties and dangers. Moreover, the generally favourable climate in
which the common agricultural policy developed during its first years of
existence has been replaced by one of public distrust, attributable partly to

a lack of political will ai. partly to inadequate information on agricultural prov-

12. In 1962 three fundamontal principles vere leid down and have held together
the common e2gricultural market ever since: the principle of the unity of the mir.
which lLas been implenented through the gradual hermonization of farm prices in
the Member States; the principle of Comprunity prefercnce implemented by the
introducticn of a system of variesble levies and the common customs tariffy
the principle of financial solidarity, which was reflected in the setting
up of the European Agricultural Guidance and Guarantee Fund (EACGF). The
implementation of these three principles made centralized management eseential
and this task naturally fell %o the Commission, which ccoperated closely with
the Member States (Management Cormittees).

13. During the transitional phesec the emphasis was elmost exclusively laid

on the objective of the common agricultural mrket (Article 38). The common

was gradually extended to most farm produce (91% today)s The type of common
market organization selected has, of course, been adapted to the nature of the
- products, Four main types of organization were used:

(1) +the support vrice, covering about 72% of prodnotionl, was chosen where the.

were historicel reesons (type used in the past in most Member States),

1Cereaa.ls, rice, sugar, milk, beef and veal, pigmeat, table wine, certain fruit and
vegetables and fishery products,
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whore there was a very high degree of self-sufficiency (cest to be borme by the
consumer) end where production was substantial, reglonally dispersed and in the
hands of many undertokings.

(ii) supplenmentory production 2id, covering about 2.5% of production, was chosen for

those products for which the degree of self-sufficiency was low (reduced

financial costs) and whose production was limited and highly localized; this
type of aid elso keeps consumer prices at a relatively low level (durum vheat,
olive 0il) or dcpends on the binding, under GATT, of a low or zero-rated

customs duty (oil-sccds, tobacco);

(3ii) aid =t n fixed rate per hectare or per quantity produced covers only 0.6% of

production1 and was chosen because of the marginal or localized character of
such production;

(iv) external protection alone, covering about 25% of production, was chosen
for products which are not a prime necessity (flowers, other wines, other cereal:
other fruit end vegetzbles), or which are assimilable to industrial producte and
the supply of which can be easily controlled without direct State intervention
( eggs, poultrymeat).

Following the egrecment of 15 December 1964 on common prices for ccreals, the

common agricultural policy was able to set about the creation of a large single
market frow 1956-67 onwards, a market characterized not only by the free movement

of agricultural products but also by an active economic policy in the agriculturzl
sector., Among the mein instruments of economic policy used, mention should be made
of the fixing of a level of prices and price relationships whereby, for most products,
a single support level on the internal market and a single level of protection azgzinst
the external market were introduced. The management of the markets was facilitefad by
a whole range of instruments of stabilization, acting not only on production potentizl
and supply but also on demand. Lastly, the free interplay of market forces was en—

couraged by the application of the rules of competition contained in the Treaty.

While the principles of Community preference and financial solidarity were able to
play their full role, the unity of the market, which had been achieved with great
difficulty in 1966-67, was rreatly affected by monetary events (see graph on page 6),
without any solution to these problems having so far been found through the price
policy as such,

1Cottonsced, flax and hemp, hops, silkuorms, seeds, dehydrated fodder.
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17.

The development of arriculturc has shown the insufficiency of the structurnl
instruments used durin~ the transitional phase (coordination of nationzl
policics on arricultural structures and contributions from the Guidance
Section of the EAGGF towerds the financing of individual investment schemes).
The structural development of asriculture has been characterized by its
slowess. Despite the high percentare of labour leaving the land in the
original Community (4.4%: per annum during the period 1963~73 and even 4.6
during the period 1968-73), the average size of farms has incrcased by only
3 hectares since 1958, brinsing the average area to 13.3 ha in 19673, The
structural wesknees of asriculiure, especially evident in the cese of
production dependenti on land,is decmonstrated by the

fact that 78, of farms (those of 1 to 20 hectares) occupy

only 305: of the total UAA in the enlarred Community. Admittedly, the
profitability of farms has often been improved by the intensification of
production, but this devclomment is limited by the number of merket outlets

available,

fcting on the basis of the Commission memorandum of December 1968 on the
reform of arriculture, on 25 liay 1971 the Council adopted new fuidelines
for the common agricultural volicy, the institutional framework = in the
form of common measures - having already been created in 1970 by the ncw
Rerulation concernins the financins of the common agricultural policy.
Thus, the Community introduced the necessary complement to the price and
market policy, with a view to solving the fundamental problems of Furovean

agriculture, which are essentially structural.

Since 17 April 1972 the Community has had at its disposal three common
measurcs servins zs a basis for the reform of agriculture: these provide
for the modernization of farms (Directive 72/159/ZEC), offer ircentives for
the cessation of farming and the reallocation of utilized agricuitural area
for the jursoses of structural improvement (Directive 72/160/EEC), and
provide for socio-economic guidance for and the acquisition of occupational
skills by persons engaged in agriculiure (Directive 72/161/23C), Ualike the
price and market policy, vhich by its very naiure rejuires uniforz
legislation and centralized management, the common measures constitutinc
the socio-structural policy leave llember States a greater choice of methed,
within the Comnunity ruless, so that the varying needs of the different

regions in the Community can be taken into account.



18, A further Community instrument of socio-structural policy came into being
on 21 January 1974 with the adopiion by the Council of the Directive on
hill farming and farming in certain other less fevoured ereaw, suprlemented on
13 February 1975 by implenenting directives. This Directive, when applied in
the Kember States, will cover more than a quarter of the utilized agriculiure
area and almost 207 of farms in the Community. In addition to its purely
agricultural objectives, this common measure is designed to ensure that

enough people remain on the land to keep it in good heart.

19. The implementation of the three basic directives on the reform of agriculture
vas at first hesitant., At the present time two Member States have still not
adopted the lezislative and administrative provisions for the full apglication
of any of these directives. Seven lMember States have introcduced provisions
relating to Directives 72/159 and 72/150, two Menmber States have fully
implemented Directive 72/161 and four others have partially implemented
Directive T2/161. Since 1974 the coordination and promotion of agricultural
research activities in the Member States have been assured under the terms of

Regulation (EEC) No 1728/74 of the Council on the coordination of agricultural
research,

20. The enlargsment of the Community lent a rew economic dimension to its relations
with the rest of the world. In the world trade in farm produce and foodstuffs
33f of such traue. In certain sectors its inportance is even greater. The
Community has shown a great deal of flexibility in facing the problems arising
from the accec~ion of three new lember States. Thke Treaty of Accescion
orovided for epecial arrangements (particularly Protocols 17 and 22 on sugar
and Protocol 18 on milk products respectively) and for a series of transitiomnal
measures (in particular Articles 52, 54 and 63); by the extensive application

of these provisions, the Community hasz been able to alleviate the difficultiies
inherent in enlzrgement,

21, The enlargement also changrd@ the economic character of Community agriculture,

vwhich is now producing for an internal market ol mors than 260 million

consumers; the potential productive area has increased by almost 507 to

94 million ha; the number of farms has increased from 4.7 milliorn to 5.4 million.
The average size of farms has increased to 15.3 ha and final agriculiural
production has risen by 25/, Furthermore, in a certain number of products

the Community, from being in its original form more than 1007 self-sufficien*,
has now bacome deficient,



22,

The Community has succeeded in adapting the common arricultural
policy to the new trends on the world market: by establishing a
gystem of exvort levies (cereals, surar) and import subsidies (sugar),
the Community has been able to ensure security of supply and prevent
certain hizh prices on the world agricultural markets from having too
severe an effect on internal prices and thereby worsening inflation.
The common agriculiural policy has thus shown that it looks after

the interests of both farmers and consumers,
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PART TWO: &NATVETS O TUM MImRATTVENESS OF TR TWOmeMENTS AR mHe COMMON
AORTOUTMIM AT, PATTAY TV PRIAMTON 7O TTS ORIECTIVES

23, Apart from tha general objectives laid down in Article 2, the Treaty assigned
to the common agricultural policy the specific objectives set out in
Articles 38, 39 and 110, A number of these objectives were subsequently
amplified, in particular at the Paris Summit Conference in October 1972 which

laid stress, inter alia, on the regional policy and environmental protection.

24. Since its inception the common agricultural policy has been successfully
adjusted within its objectives, to the economic and social development of

the Cormunity. Under the Treaty, the objectives pursued are the following:

(a) the extension of th: cozmon market to agriculture and trade in
agricultural products (Article 38(1));

(b) the increase of agricultural productivity (Article 39(1)(a));

(¢) the provision of a fair standard of living for the agricultural community
(Article 39(1)(b)), including those farming in the less favoured regions;

(d) the stabilization of markets (Article 39(1)(c));

(e) security of supply (Article 39(1)(d));

(f) reasonable prices for vonsumers (Article 39(1)(e));

(g) the harmonious development of world trade (Article 110) and the Community's
contribution to the solution of the prcblem of world famine;

(h) the protection of the environment,

In working out the common agricultural policy, account was taken of the
particular nature of agricultural activity, which results from the social
structure of agriculture and from structural and natural disparities between
the various agricultural regions (Article 39(2)(a)).

25, In the following pages, this document will attempt to make a systematic
examination of the instruments of the common agricultural policy in the light
of each of these objectives to see to what extent they have been achieved in
the past and to see what gaps still have to be filled in the future.

A preliminary remark is necessary, however. The basic philosophy of the
Title of the Treaty dealing with agriculture consists in the full and
complete integration of the agricultural sector in the economy as a whole.
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This means that the rules of the common market are applicable to agriculture
and that the only exceptions allowed are those which are very clearly
justified by the peculiarities of the agricultural sector. Thege peculiaritie
explain the difficulties met with in the simultaneous pursuit of all the
objectives of the Treaty., On the one hand, the interaction of a very
fluctuating and seasonal supply and a very rigid internal demand is a source
of short-term instability on agricultural markets. On ths other hand, the
rapid growth in productivity leads to increased production in the longer

term; given that internal demand increase& only slowly in relation to
population growth, the result over the longer term is a tendency for
agricultural prices to decline. Fhenomena of this kind, which are peculiar
to agricultural production, clearly show that the objectives of the Treaty
cannot be achieved in the end without a better combination of the factors of
production, implying the need for profound structural reorganization., It
should however be realised that the common agricultural policy - being a
sectoral policy - cannot on its own solve all the economic and social problems
with which agriculture is faced. To solve these problems, the active support

of other policies - such as the regional and social policies - remains
indispensable.

CILAPTER I: AMNALYSIS BY OBJECTIVD

(a) The extension of the common market to agrjoulture

This objective does not mean only that the obstacles to the free movement of
agricultural products must be removed. More than this, it means that
production must be located according to the principle of the optimum
allocation of resources and the need for specialization foreseen in Article 43
of the Treaty. Accordingly, it implies that, in the context of the crecatian
of a large market including for example northern regions and Mediterranean
rezions, there should be a division of labour reflecting the comparative

advantages of such widely differing areas.
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27. Tt hac to Le admiivecd that the instruments used by the Common Asricultura
Policy have orly partially achieved this objective. It is true that
the rate of inecreese in intra~community trade in agricultural products
has been, since 1963, hirher (409%) than that of the trade in "all
products" (335%). The provortion of intra~community exports
represented by arricultural products covered by common rules increased
considerably betueen 1963 and 1973 for Germany (from 4.6 to 13.5%),
France (from 27.7 to 33.3%) and the BLEU (from 11.6 to 13.3%:), while
it decreased considersbly in Italy (from 16.1 to 9.0%) and the
Netherlands (from £0.0 to 3046%). It is also true that the relative
importance of the various national agricultural sectors in Comrmnity
arriculture has changed since the creation of the common agricultural
market; while remainins ctable in Germany (25.8%), it has decreased
slightly in Prance (from 34.7 to 34.3%) but more sharply in Italy
(from 27.0 to 25,4;?); in contrast, it has increased in Belgium (from
4.5 to 5.,1%) and has increased very sharply in the Netherlands (from
T+7 to 9.2%).

28. The analyre carried out in respect of individual products does not,
however, rlways confirm the trend towards the relocation of production
within th2 common market on the basis of the resuirements of an improved
division of labour. 4 certain amount of rigility can be seen in the
regional location of certain major egricultural products, particularly
crops which benefit from an effective gunarantee and protection system
which is sometimes accompanied by machinery which may constitute and
obatacle to the process of specialization. In contrast, it appears
tha® the location of the production of eges and poultry, which is
independent of the nature of the land, has moved progressively towards
ihe areas of consumption both in Northern Europe and in the South. At
oresent, however, the studies that have been made at regional level are

insufficient for valid conclusions to be drawn on this matter,

29. Some serious obstacles remain which are capable of restricting not only
the ifree movement of zgriculiural products (where there are no barriers
of any sort) but also the regional specialization of agricultural
production. As examnles may be cited certain inadecuate price ratios,
€.8., belween common wheat and the seconsary cereals, imbalances in
extarnal proiecilon, e.f.; between two similar sectors such as animal
and vegetadie oils and rats, and sunport prices fixed above the level

which ensures ihe structural balance of ithe market.
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In addition, one may note a certain rigidity in production which,
in the absence of a genuine Community socio-structural policy,

accompanies the structural rigidity in the less—developed regions.

30. The most serious obstacle to the unity of the common agricultural
market is the existence of monetary compensatory amounts, the effect
of which is the reintroduction of different price levels within the
Community. When this mechanism is applied, the farmer benefits and
the consumer is penalized in the countries which revalue their
currencies, and the situation is reversed in the countries with doimward
floating currenciese. This problem which itself gives rise to distortions
of competition within the agricultural sector is considerably aggravated
by the fact that since 1969 certain currencies such as the French franc,
the lira and the pound sterling have been devalued in relation to tne
German mark by en amount (between 27 and 40°%) that is far in excess of
the devaluation that- would have resulted from the difference in inflation
rates alone; in contrast, the exchange rates of the currencies of the
countries in tne “snake" (Benelux and Denmark) have been tied more

closely to the German mark.

31. In the czse of Germany, the mechanism of monetary compensatory amounts
tends to produce further trade survluses and presents an obstocle to
the optimum allocation of resources within the agricultural sector and
between arriculture and other sectors. In the case of countries with

downward floating currencies, this mechanism has the opposite effect.

32. Monetary compensatory amounts have proved to be a useful instrument for
cushioning the short-—term effects of changes in exchange rates. But
as fer as their structural effects are concerned, they have proved to

be incompatible with the basic principles of the common agricultural
market.

33. The free movement of goods has served to underline the effects of
technical barriers, which are particularly numerous in agriculture.
In addition, there are the measures adopted by Member States which
constitute infringements of Community rules and which the Commission
has endeavoured to check by means of investigations and action under
the established procedures. Such action cannot solve all the problems

on its own and harmonization has been the tool most used. A cursory
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assessment shows that the results obinined are far from nerlir~ible
in a number of sectors (sccds ond scedlinrs, the veterincry sector,

animal feedingwtufi's) but that overall they sre clearly insufficient,

The establishment of the common s~rricultural market has been impeded
by distortions of competition, the effects of which extenéd to both

the free movenent oil roods and the onlimum allocation of resources.

The competitive vosition of farms can be affected by factors connected
with the structures of related scctors and esvecially by the influcnce
exerted by the public authorities on costs via the measures they adopt
in the form of laws, remlations and administrative action.  These
measures mav very consider:bly from one country to ancther and, because
of these differcnces, it is impossible to make an exhaustive comparison.,
However, it is probable that, taken overall, such measures to some

extent balance each other out.

(b) The incrense of vroductivity

Article 39(1)(a) states that the first objective of the Common
Agricultural Folicy is "to increase gzpricultural productivity by
promoting technical vrorress and by ensuring the rctional devclooment
of arsricultural nroduction and the ovtimum uviilizatior of the fectors

of nroduction, in particular lahbour”.

The increase in yields has oeen greater in recent years in the crop
gectors (cereals: + 4% per anrum) than in the livestock sectors (milk:
+ 0.T% per annum). It might appear unwise to attempt to determine the
extent to which these increases may be ascribed to the existence of
the Community, but they may be justly attributed, at least in part,
to the creation of a larre market; this zllows commetiftion to oneraie
freely, which in turn promotes technicol propress when accommanied

by rules to ensure feir play, and facilitates the svpread of technical
knowhow. It must be pointed out however that comnetition lizs o2s yei
been very imperfectly achieved and that, s Tar as research and
develorment are concerned, it was only in 974 that the Tirst decisions

on Community coordinztion were adopted.
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To seek to attain the objective of improved productivity solely by

the operation of market and pricing policies is not only vain but, in
the last onalysis, involves a contradiction, for, in order to support
incomes, it is necessary to fix prices at a high enough level to provide
a living for the marginal farms. Productivity on these farms is low
since they are too small to use an optimum combination of production
factors. Thus, action is necessary in respect of the factors of
production themselves, and the Commission has always attached priority
importance to this action (cf. the document of 30 June 1960 which also
formed part of the document "Agriculture 1980" and was finally implemented
under the socio-structural directives of 1972).

The progress recorded in labour productivity (GDP per person employed )
was greater in agriculture in the original community than in industry. ‘
Between 1961 and 1971, the productivity index rose from 100 to 188 in
agriculture and fror 100 to 166 in industry. However, this remarkable
increase in labour productivity was possible principally as a result of
the departure from the land of 5.5 million farmers over this ten~year
period. From the economic standpoint, these departures have a doubly
beneficial effect on productivity; firstly, they increase the land/ban
ratio and, :.condly, it can be assumed that it is the marginal farms

that disappcar first.

The Directive on the modernization of farms, by encouraging the keeping

of accounte, by the stimulus given to the execution of farm development plans
and by the preferential system of reallocation of land released, should

have a very positive effect on productivity, as also the measures provided
for in the directive concerning the improvement of the farming knowledge

of those engaged, or intending to engage, in agriculture.

However, the increases in productivity which are recognized as necessary
for overall economic growth and which are induced through implementation

of the Common Agricultural Policy may give rise to difficulties in the
attainment of other objectives:

(i) the increases in productivity often give rise to increases in
production which are liable to disturb the equilibrium in certain

markets, Therefore, any action to promote increases in productivity
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mst be accompanied by action to control preduction, in particular by
influencing the factors of production;

(ii) increases in productivity are generally the result of a significant
increase in imputs (cattle feed, fertilizers, pesticides, machines)
some of which (cuch as machines) can be amortized only over a long
period.

(i11) thus, increases in productivity also greatly increase the vulnerability
of agriculture to short-term fluctuations in the economy as a whole or
in international trade (soya, fertilizers) which it cannot pass on to
the next links in the economic chain.

(iv) increases in productivity obtained by the use of certain products

(pesticides; fertilizers) may increase pollution and endanger certain
ecological balances.

(c) Te provision of a fair standard of living

41, Article 39 (1)(b) of the Treaty is worded as follows: "thus (i.e. by increasing
agricultural productivity) to ensure a fair standard of living for the agricultural

community, in particular by increasing the individual earnings of persons engaged
in agriculture".

The Treaty does not define "a fair standard of living"; in Article 4 of
Directive 72/159/EEC, however, the Council has defined a comparable income

in agriculture as "the average gross wage for a non—-agricultural worker" in
the region in question.

42, The situation as regards agricultural incomes exhibits great diversity. Apart
from the year—-to-year differences which are characteristic of the farming
profession, differences in income are observed between Member States, between
regions of the same Member States, between regions of the Community (the
difference can vary in the ratio of 1 to 5 among the 55 regions considered in
the original Community), between farms of the same size within the same Member
State (a difference of more than 50% was recorded between farme engaging in
general agriculture and those engaging in stock rearing) and between farms of
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the same type but of a different size (the difference ranges from one to three
between farms of five to ten ha and those of more than 50 ha). Furthermore,
there is a difference which varies according to Member State from 10% to almoset
two-thirds between the net added value per person employed in agriculture and in
the other sectors of the economy.

Agricultural incomes increased between 1964 and 1973, but their rate of increase
has at times been slightly lower than that of the other sectors of the economy,
particularly in Cermany, France and Italy. With regard to regional disparities,
the difference in incomes in absolute terms has widened in each of the Member
States although the dispersion decreased in three Member States. It has

to be admitted that the beneficial effects on farm incomes of the common
agricultural policy have been felt to a differing degree in each region, to

the detriment of those with weak farming structures. This trend raises
particular problems, since the regions concerned are generally those already
experiencing difficulties in relation to their overall economic structures, and
consequently offering few alternative occupations. If one seeks to view the
problem from the standpoint of individual farms, the findings of the Farm
Accountancy Data Network are too recent to provide any information concerning
farms for the initial stage of the implementation of the common agricultural
policy; it may be said, however, that the introduction of a large European
market increased productivity, especially on large farms, and, consequently,
widened the gap between the incomes of large and small farms; this helps to
explain the decrease in the number of small farms (between 1960 and 1970 almost
1.5 million farms of 1 to 20 ha disappeared in the original Community).

Although hourly wages are lower in agriculture than in the other economic sectors,
they have at times increased more quickly than industrial hourly wages, thus
reducing the disparity between the itwo sectors. Contractual hourly wages still
differ among Member States (Cermany and Benelux on the one hand and France and
Italy on the other). Lastly, it should be pointed out that opportunities for
farmere to obtain general and vocational training - and thus social advancement -

are far from satisfactory.

The incomes of persons engaged in agriculture are also affected by factors which
are not directly linked with the process of agricultural production. In 1966/67
sbout 27% of farmers received non-egricultural income. The influence of direct
and indirect taxation is also important, as is that of social security schemec.
As to the latter, the disparities beiween Member States mean that agricultural
income is differently affected from one Member State to another, either in terms
of social security protection, which in all Member States affords less coverage
to farmers than to those
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in otlier economic sectors (industry ond commerce) or as rerards
transfers from olher sectors of activity to agriculture, the rroportion
which fermers® contributions besr to receivts rancing from about 10¢-

in Italy to almost 907 in the Netherlonds,

A descrivtion of the verious factors likely to affect agricultursl incomes
is sufficient to demonstrate that a larsge number of these factors cannot
be directly controlled by the common spricultural policy. It hes been
consistently stated that a prices policy is the main instrument of an
incomes policy. This instrument has two main limitations, however:

the necessary ecuilibrium of markets and the considerable structural

differences in agriculture in the Community.

(d) Market stability

Article 39(1)(c) snecifies thet one of the objectives of the common
agricultural policy shall be "to stzbilize markets". The considerable
and scarcely predictable variations in the volume of agricultural
supply, in contrast to the rigidity of demand, present an obstacle

to the achievement of this goal. As regards animal production, the
production process rules out any rapid adjustments to market trends.

Between 1968 and 1974, however, the monthly variation in market prices during the
year was much less in the Community than on the world market or even on

the United States market. While the monthly prices for common wheat

varied by only 3% in the IEC, this figure was 114 on the world market ani
13%¢ in the United States. The connection between the degrece of stability
of the short—term market and the desree of intervention throurh the common
agricultural policy is demonstrated by the fact that those markets in
agricultural products which were subject to a price support system (common
wheat, butter, bovine animals) were more stable than the markets in
agricultural products which were subject to a supplementary aid system

(durum wheat, olive o0il) or simply to external protection (esgs, poultrymeat).
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The common agricultural policy established support prices accompanied by
intervention measures for a number of products, while protecting agriculture
in the Community from the fluctuations on the international market by means
of a series of variable levies. It maintained this stability, in normal
circumstances, by a policy of phased supply (monthly increases, storage),
disposal of surpluses (refunds, denaturing) or, conversely, increased supply
(imports of beef/veal and sugar) and in time of crisis by drastic actions
ranging from the prohibition of imports or exports to the withdrawal from
the market of a certain proportion of production or even a cut-back in the
factors of production. Mention should also be made here of the efforts

made to urge producers to help in maintaining market stability, particularly

through producer organizations (fruit and vegetables, fishery products).

Although the methods applied to stabilize the market have in general been
successful in offsetting short-term fluctuations, the stability of markets
in the short-term cannot always be complete, for, like any economic activity,
agriculture is affected by the usual variations resulting from the free play
of supply and demand and inherent in farming are certain instabilities which
cannot be altogether countered. Morcover, 28% of the value of final
agricultural production in the Community is not governed by a market
organization of the "price support" type. Snori-term stability can either

be the beginning of long-term stability or so encourage production that
structural surpluses are created which, in themselves, could lead to

long~term market instability.
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(e) The security of supply

51. Article 39(1)(d) includes among the objectives of the common agriculiural
policy "io assure the availability of supplies", but it does not specify
the instrument or instruments for assuring such availability. Posaible
inestruments include an increase in the degree of self-sufficiency, an
intensive storage policy and a stable short- or long-term import policy.
Experience in recent years has shown that an import policy generally works
well as an instrument in normal times but, in time of crisis, the fulfilment
of commercial contractual obligations tends not to be treated as an absolute

priority.

52. Since 1959/60, self-suff iciency rates have increased for most agricultural
products subject to the common organization of markets, in particular for
sugar, butter and ceveals, This represents some progress in the security
of supply. On the other hand, the dependence of the EEC upon other countries
for its supply of oilcake, in particular soya and fish-meal, has greatly
increased, This problem is all the more serious in that it has not been
possible to achieve diversification in the sources of supply, another far+or
making for security of supply. Although it has been possible to achieve a
slight degree of diversification for soya, this has been offset by an
increase in imports of starch (maize) residues, with the result that the EEC
continues to depend on a single supplier for 62% of its supplies of oil seeds

and fruits, oilcake and starch residues.

53+ In the present situation, the security of supply is fairly well ensured
for vital products required for human consumption. The dependence of the
EEC upon other countries for products required for animal feeding, other
than cereals, is, however, about 80% for protein-rich concentrates, and

almost 5(5 for maize. This dependence is of a technological nature and results from the
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development of production not dependent on land (pigmeat, eggs, poulirymeat).
If, by some chanoe, it were no longer possible to guarantee supplies to the
EEC on the sase conditione as at present (both as regards volume and price)
then the patiern of feeding ocould be endangered in the short term; in the
long term this could to a certain extent lead firstly toareturn to more
traditional methods of animal production and secondly to a more rapid increase
in the use of synthetic feedingstuffs. This latter development would in
addition cause a shift in dependence at the level of human nutritiom, since
under present technological conditions these synthetic products are largely
soya~based.

(f) Ressonable prices for consumers

According to Article 39(1)(e) of the Treaty one of the objectives of the
common agricultural policy is "to ensure that supplies reach consumers at
reasonable prices". The Treaty does not, howsver, define “reasansble
prices",

Quantitative analysis shows that:
= the effect of changes in the common agricultural prices on the general
consumer price index is often overestimated. Purchases of foodstuffs
acoount for 26% of total consumer expenditure by households and this
percentage has heen falling steadily. Food prices to the consumer
consist of 3 elements: the distribution component, the industrial
component and the agricultural component, although the latter has been
decreasing in relation to the first two for some time and now only
repressnts slightly more than a third of the total. If a 10% increase
in farm prices were entirely passed on to the consumer, which is not the
case at present, the automatic effect of a 10% increase in the common
agricultural prices would be a rise of about 1.9% in total household

expenditure on consumer goods.

At a time of unprecedented increases in world prices, the common
agricultural policy has proved to be 2 stabilising factor on most food
prices rather than a source of inflation, Thus, the 1974 increase in
consumer prices for foodstuffs was 10.4% in the original Community,
14.6% in the United States and 29.0% in Japan.

—although there is a certain correlation between the trend of production
prices and that of consumer pricee, the extent of the two trends is not
the same; between 1967 and 1973 the price of bread in France rose by

143% while the market Price of common wheat rose by only 28%, which
moreover in real terms represents a fall in prioce;



56.

- 22 -

- sopetimes, indeed, a time lag in trends has led to a fall in production
prices and a rise in retail prices (beef and veal);

-~ whereas production prices appear to setile at comparable levels from one
Menber State to another variations can be observed both between trading
marging for foodstuffs within one Member State and also between trading
margine for the same product from one Member State to another. These
margine also vary in the short and medium term and have tended to increase
throughout the period 1973/74;

— supplies to consumers have been ensured on improved terms in respect of
products for whichk agricultural producer groupings and contractual
arrangements are in operation; it must be said, however, that not enough
effort has been made along these lines.

= in view of the rigidity of demand an interruption of supplies brings
about a rapid rise in consumer pricee; on the other hand, production
surpluses do not yet benefit the consumer sufficiently owing to the
intervention system and the excessive rigidity of distribution systems;

Any assessment of ithe effects of the common agricultural policy on the

level of coneumer prices must be based on long~term developments and

a thorough knowledge of the facts. When world market prices are lower

than Community prices, it is difficult to explain why the consumer

cannot receive the benefit of those lower prices while home produce is

being exported sometimees at considerable expense. On the other hand,

when world prices are high, as they have been in recent years, it is

also difficult to explain the benefits conferred by the common agrimltwel poligy.



_923 -

Lastly, when high prices are falling back to a more normal level,
this drop is not automatically reflected in consumer prices, since

marketing margins are slow to increase.

(g) The harmonious development of world trade

57. Article 110 is worded as follows:

"By establishing a customs union between themselves Member States
aim to contribute, in the common interest, to the harmonious
development of world trade, the progressive abolition of
restrictions on international trade and the lowering of customs

barriers.

The common commercial policy shall take into account the
favourable effect whioch the abolition of custome duties
between Member States may have on the increase in the
competitive strength of undertakings in these States.™

In essence, therefore, Article 110 contains one objective: the

harmonious development of world trade, and two instruments: the

progressive abolition of restrictions on internatiomal trade and
the lowering of customs barrierse The common commercial policy
and the common agricultural policy may, in their implementation,
conflict with each other from time to time, It is
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necessary, therefore, to ascertain hou far the aims of Article 39 and

the objectives of Article 110 have been reconciled.

Quantitative analysis shows that, between 1963 and 1972 in the original

Community,

- the index Tigure for intracommunity trade in agricultural products
governed by common rules rose from 100 to 435, in accordance with the
acceleration effect which is characteristic of economic integration;
at the same time, however, the index ficure for imports from non-
member countries rose from 100 to 150 and that for exports to non-
member countries rose from 100 to 200, thus invalidating fears that
interration could have an autarchic effect,for over the same period
the index period for world tirade in agricultural products, leaving aside

intra-Community trade, rose from 100 to 159 (in 1972);

- the percentage of world trade accounted for by agricultural products
and foodstuffs has decreased; the percentzsge accounted for by such
products in Community trade with non-menber countries (imports and
exports), however, has shown much less of a decrease than at world

level;

- the proportion of imporis from non-member countries accounted for by
agriculturzl products and foodstuffs, expressed as a percentage of
world imports, has dropped from 22.5% to 21%; that of exports to
non-member countries has risen from 6.4% to 7.6%, which represents

little difference in terms of world trade.

Ouantitative analysis leads to the conclusion, at least at overall level,
that in normal times the implementation of the common agricultural policy
has not been at variance with the objectives of Article 110.

This finding is based essentially on the fact that the Community is a

net importer of agricultural products and foodstuffs and that its deficit
on such trade rose from 7 milliad uea. in 1963 to 12.4 milliard u.a.
in 197 3. The stabilizing macninery of the common agricultural policy
alsp plays a very important role on the world market; +this stability
benefits not only Community producers but also suppliers, at least in
normal times., In times of crisis it must be said that the Corrmnity,

like other trading powers, has tended rather to give priority to its
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internal supply; the Community has, however, respected its contractual
obligations under GATT and when the Community introduced export levies
on cereals, it nevertheless honoured its obligations in resnect of food

aid.

Community imports have, however, appeared to meet residual needs
left unsatisfied by internal production, thus insulating the internal

market from outside competition, In practice, it has been observed thaty

over the last two years world market prices for numerous nroducts
have been higher than those obtained on the Community merket and that
for such products it would have been apainst the interests of European

consumers to have zllowed competition a free rein;

the common organization of markets has been accompanicd by the
systematic opening up of markets through the abolition of cuotas and

measures having equivalent effect;

the customs duty on certain products (particularly soya) has been
zero~rated, at the risk of producing imbalance not only on the market

for fats (butter) but also on the market for feed grains;

through the policy of association and generalized preferences and
through the Lomé Convention, the common agricultural policy has
opened up Commnity markets to certain competing products;

certain market organizations, which are not of the "market support”
type, make possible a greater degree of confrontation between the

internal and international markets.

It is true, however, that, where market organizations are of the "market
suppori" type, the opening of the market has meant a stabilization of
imports and the development of home production with a view to satisfying
internal demand; +this judgment, valid in general, would however call for

qualification on product-by-product analysis.
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61. The principal inadequacies affecting external trade in agricultural
products are as follows:
- certain difficulties are sometimes caused on the world market
by the disposal of surpluses on it;

- conflict may possibly occur between the objectives of the
common agricultural policy and the development aid policy,
for example where an increase in certain types of internal
production reduces the need for imports from developing
countries; this seems improbable, however, when it is borne
in mind that the 46 countries which are signatories to the
Lomé Convention have been offered preferential treatment for

most of their products;

~ the need for greater diversification of sources of supply in
order to guarantee a sure supply of certain products, especially
high-protein products;

— the need for accurate methods of analysis and forecasting becomes
increasingly obvious if a medium-term policy on international
trade is to be followed, but such a policy also requires
international cooperation to introduce a measure of order

into the more erratic international markets.

62. The Community's contribution to the solution of the world problem
of hunger is not mentioned explicitly among the objectives of
Article 110. It should be pointed out, however, that from 1968
to 1974 total food aid from the Community as such amounted to
547 million ue.a. in actual payments and that in 1974, out of a
total commitment of 227 million u.a., 218 million u.a. were actually paid
out, including 141 million u.a. in the form of cereals, 39 million
ueaes 88 dried milk and 36 million u.a. as butteroil. The common
agricultural policy can thus make a considerable contribution
towards the solution of the problem of hunger, provided that this
is part of a long-term development aid policy, such as has been
proposed to the Council by the Commission.
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(n) The nrotecction of the cnvironment

The agricultural policy must also take account of the direct connection
which exists between agriculiure and the problems of the protection and the

improvenent of the environment.

Through their activities farmers already fulfil the useful functions of
maintaining the soil and the landscape. For this reason it is advisable
to keep up & minimum of agricultural activity in areas where the country-
side needs to be maintzined from an ecological point of view. This aim
can be achieved either by means of direct subsidies to encourage farmers
to farm in a given area, or by the creation of new activities (connected
with ‘ourism for example) which can provide additional income or new jobs

for scne farmers.

'

Under the first heading comes the Directive on hill farming and farming in
certain other less favoured areas which should in addition help to preserve
the historical and cuiiural heritage of farm buildings and

landscapes which are charecteristic of these arees., The draft Directive
on forestry measures could also represent a worthwhile contribution by the
Community towards the improvement of the natural environment. At the
same time, agriculture can also have certain unfavourable effects on the
natural environment. In particular efforts should be made to mitigate
the dangerous consequences of certain modern production techniques, for
example cultivation methods which impoverish the soil or alter its
propertics, the intensive use of certain fertilizers, the excessive use

of pesticides or intensive animal production.

CHAPTER II: THE BUDGETARY COST OF APPLYINIG THE IFSTRUIENTS OF THE POLICY

Basically it is the rapid increase in agricultural expenditure and the
8till preponderant share of the Community budget taken by agriculture which
is seized on when the question of the budgetary cost of the common
agricultural policy is raised. A further subject of criticism is the
discrepancy between estimaites and actual costs principally with reference

to the supplementary budgets regquired by the Guaraniee Section and the
putting to reserve of Guidance Section appropriations. Finally the
supposed extent of frauds and irregularities is a fertile field for surmise

and complaint.
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(a) Estimate of the actual cost of Communitv expenditure on aericulture

The habit of referring only to appropriations exaggerates the budgetary cost
of the common agricultural policy: in fact between 1965 and 1974 the EAGGF
used only 68% of its appropriations; approprictions of 21.6 milliard u.e.

gave rise to actual expenditure of 14.9 milliard u.a.

The main growth of the EAGGF took place between 1965 and 1970. Between
1965 and 1975 the initial appropriations included in the Community budget
under the heading of the common agricultural policy rose from 103 million
to 4.3 milliard u.a. The rapid increase in expenditure during that period
originated largely in the gradual transfer to the Community of the market
support expenditure hitherto borne by lMember States. This transfer took
place in two ways:

1. the graduzl establishment of the common orzenizetion of merkots
(ceresls in 1952, milk producis in 1965, oils and fats in 167)
end the progressive wse of the supplemeniary sid system for various
products;

2. the gradual essumption by the Coxmunit) budget of expendiiure
eligible under Guarantec : from one sixth in 1962/63 to 1007
at 1 July 1967 (1969 budget).

On the other hand, since 1971, appropriations have tended to stebilize;
however considereble variations continue to characterize actual expenditure
thus bringing into sharp relief the problem discussed below of discrepancies

between estimates and actual expenditure.

The financial burden resulting from the common agricultural policy for the
Community as & whole and for each Member State in particular cen be essessed
in familiar economic terms: i.e., the market support expenditure as a
proportion of European expenditure on foodstuffs and total agricultural
expenditure as a proportion of the Community gross internal product.
However, this financial burden is not to be confused with the transfers

which take place from consumers to producers and vice-~versa.
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Systea of contributions and a posterieri reisbursesents(up to 1970) Systes of own resources and advances (from 1971)

£ AFinai apprepriations in aillion u.a.
[ "] Actual expenditure in aillien u.a. A

Rapid developu;it because of
1. progressive sstablishment of the market organizatiens

2, progressive coverage of eligible sxpenditure

N

. 40
54765 655  66/67 §7768 68/69 ls_g/ . 1970_1 197 1972 1973 9%
18 months * x L 3 Rk
—spacial sectionsincluded —— J

» Financial years adjusted-to 12 senths
#& Estimated cosmitaents on 15 January 1975
w9k {nitial appropriations  [EEC 56 Vi 2-7502-12

NB: Size of shaded areas is in proportion to quantities indicated.
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Dedativa mamitods ot TIETT

AR R A SRS SR 4

fxpenditurs of Guarantee Total TAGGT experditure
;; food;;;ff; St int2ral product

1048 1.73 0.34

1959 2,16 0.40

19701 3.64 0.65

1971 1,98 0.35

1072% 2,353 0. 403

19732 - 0. 453, 4

1The 1970 finansial year covers 18 months,
2Financia1 yeara adjusied to 12 months,
3Estimate.

4En1arged Conmunity,

68. Up to the present the greater part of Communiiy resources earmarked for the

Cemaon Agricultural Policy was used to support markets, The proporiion of

structural expenditure represanted by appropriations for commitmant on Guidance

account amounted between 1955 and 1974 to 10.4¢ of total EAGGF commiinents
and nearly 807 of it was earmarked for individual projects, The nodest share
of Comnmunity agricultural expenditure taken by Guidance is partly due to the
fact that the Commurity dbudget finances the whole of the market support policy
vhereas it only contributes partially - most often 257 - to the financing of
structural measures, most of which is borne by national budgets; howsver, tha
Council's delays in adopting the Commission's proposals on structural policy

have played a decisive role in the slow development of the Guidance section.
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NATIONAL AD CCITIRIITY PUBLIC EXPENDITURE
ON AGRICULTURE IN 1973

I, OVERALL TOTAL
(11,5 milliard u.a,)

Bo02ial ~-covreg

(26.17)

Tarket support (21,27)

lionetary compensatory
measures {7.9)

Miscellaraous (77,

Structural reoasures

(28.27)

II. BAGGF - GUARANTEE SZCTION
(3.8 milliard u.a.)

Food aid (1,5¢)
Storc s a2nd withdraval from
the market (7.54])

Tusort refurds (40,47

Compensatory price subsidiecs

(50,57

@ C-DG VI-6/2-74"" ‘1
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The implementation, at preseni in progress, of the 1972 socio-structural
Directives and the implemeniation of the Directive on hill farming and
farming in certain other less favoured areas, open up new vistas and
indicate that the structiurel side of EAGOF will be subject to rapid
development.

(b) Diflarences beiwsen actual exncrditure and estimatos

Though substantial, the differences bsiveen cstimates and actual expenditure
recorded during thc initial period have no great significance for the future;
indeed under the sy:ten of budget clearing@through contributions which applied
until 1970 the method of recording appropriations was totally different from
the present msthod, in use since 1971, of advances offset in part by own
resources, The differences observed since then wers Tairly consideradlz in
1971 and 1972, In 1972 ths budget was spent practically as submitted. In
1974 ths overall limit was respected in epite ol cubstantial variations

vhich vere reflescted in very considerable itransfers of appropriations.

1 — e e 4
DIFFERENCES (L » CR-)BETWEEN APPROPRIATICNS CCMMJ
ITTED 1D MNTIAL APPRGPRIATIONS, FOR THE GUARANIEEJ
130 L— : 130
120 120
110 l 110
197 1972 TR
100 - : 7013 ._.__.__-r 10
e
90 ‘ en
80 }b—m—re 0
P N
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On the other hand, since 1971 the rate of usc of the adjusted appropriciions
(after transfors and supplementary budzets) haz been puch higher each yoor:

83.27 on averagze against 55.77" W to 1970. Aside [rom certain circu—~iantial
factors, the Tinancial effects of which were difficult to Toresee - in particular
the enlargement and moneiary developmerts in 1973, there ars certain tuilt-in

factors vhich illustirate the difficulty of azriculiural forecasting;

1. Unreliability of agricultural forecasts

It is almost impossible to forecast ajzricultural production because of the
variability of crop areas, labour and yield, the latier alone varying b, about

. for cercals and 2% for milk, Moreover, these veriations in production

produce still zreater variations in cxpenditurs, especially in sectors with
gtructural surpluses: +thus an increase of 17% in milk production today would

mean additional expenditure of 88 million .2+, OF 5.3% of the appropriations for

nilx products in 1974;

2, obsolescencs ¢f the orizinal Zorecasts in relation to the voted budget as

a result of the lengthiness of budzet procedure;

3. the absencz of any provision concerning price adjustrents for the following
geason;

4. the wpredictability of monetary compensatory amounts;
5. delays in payments by Yember States (for example Italy in relation to

olive oil and durum wvheat).

(¢) Fraud and irre~sslarities

If the financial effects of fraud are, potentially, unlinited, on the basis of
reported cases of fraud discovered up to the present the problem is a nmore

modest one: 14.8 million u.a. between 1971 and i'arch 1974 for the Guarantee
Section, of vhich 9.4 million have been recovered and 5.4 million are expected

to be recovered; 0.5 nillion u.a. for the Guidance Section, of vhich 0.2 million

have been recovered,

In this connection it should be recalled that the liember States - through vwhose
intermediary EAGCGF payments are made and the amounts corresponding to owvm
resources are levied - have a major responsibility for the prevention, detection
and punishment of fraud,
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Purzuant teo Negulation ?u%/7L, whose cnforcement it is seeking to intonsiiy,
the Commiscion has taken active steps to strengthen the Community anti-fraud
machivery, The conclugsions reached by the Epecial Commnittee of Dnguiry bave
proved exceptionally valuable for the pursuit of this endeavour.

CILADTRER TIT: ZVATMATICT OF T SRTEOCIVAIESS OF LINTIITUIS

(a) Princiales
An analysis of budget cxpenditure is a necessary basis for assessing the

effectiveness ol any policy, vhether agriculiural or other. Uevertheless, it
must alvays be situated in the context of a broader economic evaluaiion, Cince
nouz of the instrucnts are really specific to the various objectives, in

each ccse the point to be ezanined is the maumner of reconciling t{hs various

interests at lowesl cost Jor ihe hwman grouning coucorned

Interventions to influence market prices lead to net losses for the
Community economy as soon as the price bracket chosen as a target diverges
from the price at which internal supply and demand would be in balance,
bearing in mind the related objectives and the import and export trade

situation.

Dvcn where norin prices are cliosen correctly it is impossible to prevent
surpluses or shortares on a linited scale resulting 2Zrom the weather conditicns
or the difficulty of precise market management where considerable nunbers

of operators are involved; the resulting expenditure is justified, since

the rzculls ara achieved at minimaa cost. Losses only occur vhen thore

are sizeable surpluses or shortages, not resulting from incidental causes

but from badlychosen prices or an inadequate intervention system — for example,

wherc ihe length of a production cycle has noi been taken into account.

Interventions which tend to disscciate farmers receiptid from prices paid
by consumers falsify econcmic crlculation; +they nrevent the price system
from correctly infTorming producers of consumer preferences, and consumers of

the relative costs of tre various products. The use of prcduciion
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or consumption subsidies camnot bz conzidered low cost solutions in ralation
ineome or living cost cbjectives except over sikort periods for tic pursose

o

of correcting ihe elffccts of accidental surplus situations (meat) or

shortages (sx;ur) in the internal supply of a given product,

Production quotas lirit competition between producers and thercfore tend o
enable production to be continusd in firms or in rsgions whers costs are
higher; +the corollary is hizher prices for consuners and a bonus for
bettor-situated producers,

Incone subsidy implics that optimum use is not veing nade of the factor labour
in thae farus conaidered. It can therelore only bz justified economically as a
provisional solution pending the modernization of the farms or the retraining of
farmers for other types of activity. Even if used temporarily and limited to

particular cases, it must fulfil certain supplementary conditions:

- the zgranting of 2id wast not bte linlied with specilic ¢
so long ac tha boneficiary contines to practise fariing it is prefereble
thkat he shou’d cencentrate on those products in relation to vhich - at

market prices — hls productivity is highest;

- to a certain cxtent aid could be varied in inverse proportion to the resoarss
actaired by ihe farm; however, this should not be taken to the point of
discourazing attesupts at rationalization or at reconversion fer other iynes
of activity,

(b) Practice )

In gereral, agricultural policy has succeeded in ensuring the regularity of supply

S

and relative price stabiliiy; bud not aluays at lowest cost. The exanples giv

5l (3
u_ia
below sugzest that it might in some cases be vuell to reconsider the manner in
which intarvention instruments are cmployed and cven, perhaps, the choice of
the instruments themselves.
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Tuparience bodueen 1955 wnd 1771 in the milk sector showed that it was

poasilbls to recclabllich ths eiilibriwm of supply and derand Ly means
of the price policy. The seraistance and seals o

in the mily sector (in 1974 tha total auount -« about l.4 milliard uv.a. =
d aluost 1070 of the ‘otal value of milk production at tarse:
togen Jor producar pricss was too hifh to

bring stability te the mariat,

The Community's existing intervention system for the beef and
veal sector is - at the most — able to cushion the effects of
relatively minor fluctuations in the internal supply

of beel mnd venl. In view of the leugth of the production cyele for beef and

<v

of thz internntional nmariet, it is hardly possible for producers

in ron-nerber cowntries to adjuct the volure of their offers 4o coincide wiih

f__l.

deficita or nurplus2es of any siz: en Coumunity marikets, rtheriore, the cost
o” storins :2at is high.s  The result is that the cost of maintaining

a minimum income for producers in periods of substantial surplus

is nigh and thnt convumer prize:s are not neing kept to acc stable levels during

poricds of sibsiantial éelicit, To rcducs thaze costsy more nrecise inlormation
is needed Jor svalusting the Iaelors delornirning supsply and demand in this
sectory “hilnt both il ranpe and offcctive itine scale of the instrumants of

intcrvention choald Lo erpanded,

Thoue sectors: in uhkich the Community hos deficits should not normali iy give ris:
to net budze’ crpenditure, The Corsiunity is a nst inporter of careals, for
exaiple, Lul ia czxtzin rerieds ths cost of refunds and denatuarirys oreniuns
subslanticlly To avoid this loss, 1% vould ko

mal production mora closcly

advantajeons -

witho kot of conumuiiplion, whilst adjusting the instrizents of intervention

in zuch a uzy thot produccrs can s2)l the types aad qualitiez of cercals ;moct in
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rice increases on world markets in recent years have resulted, in
scveral sectors, in an automatic recduction in the cost of the common
agricultural policy. In other sectors - especially olive oil and
durum wheat - this has not been the case, since production subsidies
are calculated at fixed rates. Consecuently, these subsidies have
become a form of supplementary incore, adding to already hirh market
prices, whereas they were originally intended to protect production

and promote consumption of these products in the Community.

The quota system has the effect of limiting competition between
producers. The resulting cost for consumers, however, may vary
considerably according to the manner in which the system is managed.
Suger is the only vroduct for which quotas have been introduced under
the common agricultural policy. The results of the use of this
system may perhaps be summed up as follows: the Community price

was below the prime costs of marsinal producers in regions least
suited for sucar productinn. Consequently, production in these
areas declined to some extent, thereby stimulatines production in
areas rore suited to this crovo. The Community sugar price wes,
however, hirher (substantially so in certain periods) than the marminal
costs of producers in the mein arezs best suited to surar odroduction;
as a result, the price vaid by consumers was higher than it would have

been if the resional distribution of sugar production had been closer

to the optimum.

Apart from the cuestion of determinin~ whether the various instruments
of the common asricultural volicy have been employed at minimum cost to
the comrunity as a whole, any assessment of the effectiveness of these
ingtruments must in addition make allowance for the extent to wvhich they
have contributed to the achievement of the various objectives of the

common agricultural policy.

Study of the use made of the whole range of instruments available under
the common asricultural policy during the first ten years of its
existence surgests that the combined effect has been primarily

to achieve market stability and to provide security of supply.
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Threshold prices, levies and internal market prices
for certain arricultural nroducts
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All the instruments of the markets and prices policy, supported by the
frontier arrangements and by the free circulation of goods have played
their part in serving these objectives. The security of supply has been
of benefit to the consumer who has, moreover, had the advantage of a
wider range and better quality of products. However, despite their
general effectiveness, these instruments have been unable 1# certain
sectors to prevent short-term market inbalance. Nor have they been able
to prevent the creation of structural surpluses in the milk products
sector.

The continuance of market imbalance means that the use made of the
various instruments has sometimes hindered the optimum allocation of
resources within the Community, which is a major objective of the common
market. Indeed, the establishment of an agricultural common market by

the pooling of tariffs and the elimination of obstacles to intra~Community trade
ought normally to lead to the removal of production to regions and farms having

&reater comparative advantage. However, in fact it is apparent that the
instruments of the common agricultural policy, and the use which has been
made of them, have led to the preservation of a certain diversity of
production and have not resulted in any marked specialization. The main
brakes on the optimum allocation of resources are the following: the
failure {0 introduce in good time an effective structural policy which
has led 10 a ncn-optimum use of the instrument of common prices (price
levels and relationships), the quotas system for sugar, the restrained
applicatin of the competition rules and the maintenance of monetary
compensatory amounts above the necessary level, the existence of vwhich is
the result of the failure to achieve an effective economic and monetary
policy.

This non—optimum allocation of resources has worked against both the
objective of guaranteoing reasonable prices for consumers and the
objective of increasing the income of those working in agriculture and
has given rise to budgetary expenditure which is often heavy and not
well conceived for improving the ratio between costs and profits.
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The fixed common prices and the greater stability of market prices

favoured investment in agriculture and thus contributed indirectly

to the increase of agriocultural productivity, particularly on large
farms.

The instruments available under the common agricultural policy have,

as a whole, had a positive effect on agricultural incomes. It should

be noted, however, that the internal income discrepancies have

remained very high and in certain regions even threaten to increase.

The failure to synchronize the standard instruments of the common agricultural
policy with a genuine socio-structural policy and with other policies, in
particular in the areas of regional development and social poliocy, suggests
that from the point of view of the objective of improving agricultural
incomes the instruments used have not proved sufficiently effective.
Only the implementation by all the lember States of an effective socio-
structural policy, supported by appropriate regional policies will make
it possible to increase to any great extent agricultural productiviiy
in order to ensure a fair standard of living for the agricultural
community. These policies will also serve to increase the effectiveness
of the various instruments of the markets and prices policy by bringing
about a more nearly optimal allocation of resources, since the use of
the various instruments of the markets and prices policy have had
varying effects on the development of the less favoured regions. The
delay in implementing the socio~structural policy suggests that in

terms of this objective the instruments of the common agricultural
policy have lacked effectiveness.
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PART THRWE: PROBLEL'S AYD PROPOSALS FOR IMPROVENMENTS

87 . An analysis of the effectiveness of the instruments of the common
agricultural volicy in relation to the objectives sought shows up =2
number of gaps and deficiencies. These result either from the
inadequacy of the instruments themselves or from ineffective use

thereof. Several particularly important problems may be noted:

(a) problems concerning the equilibrium, both short—term and
structurel, of certain agricultural markets and the security

of supply;

(v) problems concerning agricultural incomes, and the disparities
in incomes from -“e region to another, resulting from the
failure adequately to increase productivity and the
insufficient correlation between policies implemented (for

example, price, socio-structural, regionazl and social policies);

(c) the problem of the lost unity of the Commnity market, caused
by monetal'y compensatory amounts and hindrances such as
persistent obstacles to the free movement of certain products
or to the specialization of agricultural areas in accordance

with their relative advantages;

(d) problems concerning the expenditure arising from the common
agricultural policy (justifiability of expenditure and
budgetary aspects).

88. Continmiing the endeavour undertaken in its memorandum of October 1973
on the improvement of the common agricultural policy, the series of
improvements the Commission believes to be necessary is given in full
below. The improvements appear in the order of the four major

problems listed in the preceding paragraph.
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CHAPT®R I: PROBLE!S CONCCRIJUG THE EQUTLIBRIUN OF MARKETS AND THE SECURITY

89.

91.

92-

OF SUPPLY

The problems of market eéquilibriunm and supplv security are closelv

linked, by reccon of the evident interaction of many of the instruments

of the corron arriculiural policy which serve these two objectives.
Problems concerninf the ecuilibriun of markets relaie either to the short
term (short~tmam equilidrium) or the redium and long term (structural
equilidrium); furthermore, these problems tcke 2 different form zccording
to vhether ihe world rarkel is in a phase of relative abundance or

rclative shortase.

In the short term, the equilibrium of markets can be ensured by

continuously adjustinz the insiruments of rmarket management and by their
judicious use in cccordance with trends on internal and external markets.

In the long tern, on the other hand, cquilidbriwsm can only be obtained by
adapting ipe struciure of supply (production plus imports) to that of demand

(consumption plus exports).

Given the complexity of actual situations and the wide variety of

instruncnts employeé, the across-the-board instruments will first be exacired,
followed by the gencral guidelines concerning a number of producis and,
Tinally, the specific improvemenis proposed for the cormon orgenizaiion of

the principal merkets.

(a2) Across—tle-bozrd instruments

Vhile the prices policy must continue to be the principal instrument of
incomes policy in agriculture, the Commission believes that the manner in
which this policy is implemented must accord with the need to maintain and -

in certain cases - reestablish the structural equilibriuwn of markets.

In this connection, the Commission draws attention io the guidelines to which
prominence was given in its .memorandum on irprovements to the common
agricultural policy in October 1973 (paragrzph 30). Since the 1972/73

merketing year, the Commission, in preparing its price proposals, nas!
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~ increasingly related the movement of the general level of prices to
modernized farms, it being to such farms that the general agricultural
price policy must aim to provide an earned income comparable to that
obtainable in non-agricultural sectors, allowance being made for an
adequate return on invested capital and changes in productivity and in

the cost of the means of production employed;

~ taken into account the supply and demand situation on each market in
* pricing each product.

However, the results obtained have not always been satisfactory.
Subsequent experience, especially in relation to the price proposals

for the 1974/75/76 marketing years, has demonstrated the importance of the
annual change in the general level of agricultural prices in relation to
the overall balance of agriculiural markets. A number of uncertainties,
which the Commission intends to reduce to the minimum, are inherent in

the "objective method" now employed, due to its complexity. This method
yields a general indicator, which the Commission uses in combination

with other indicators (market situations, economic trends, etc.) to arrive
at its proposals for increases in the general level of agricultural prices

congistent with the efforts being made to ensure market equilibrium.

If, however, during a period of frequent changes in the state of international
markets in agricultural produce, the Community were to be faced with surpluses,
the maximum priority would be given to disposing of these surpluses on the
internal market. The Commission believes that Community consumers ought to

be enabled to obtain more benefit from any surpluses occurring.

The Community already has experience in the ad hoc provision of consumer
subasidies of various kinds, either generalized or for certain categories
of consumer. In the light of this experience, the Commission believes that

more use could with advantage be made of consumer subsidies.

On the financial side, however, such subsidies are inevitably a costly
measure. The Community could contribute to the expenditure involved up
to an amount equal to that of the cost of disposing of the surplus goods
by conventional means. Member States should be authorized, within a

Community framework, to supplement the Community contribution.
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The Community?'s foreism trade in asricultwral produce can also help

to st=2bilize its i~terns1 markets and ensure security of supnly. In
view of the Communityts position as the world'!s larpest importer »nd
second lareest exnorter of asriculturn]l and food products, the instruments
of Community policy in this field should be developed and diversified

and =z rational trade nolicy consistent with the demands of both internal
and international markets should be pursued.

In this connection, the position taken by the Community in relation to
the forthcoming multilateral trade nesotiations should be recalled;

this consists in promoting the expansion of trade on stable world markets.
The means of achieving this include the establishment of stabilization

machinery through international agreements covefing basic food vprodrvcts.

The Commission also believes that certain other measures should be taken;
for example, it would be of value if Community exporters could carry

out longer—term operations, entering into long-term contracts for the
supply of certain agricultural productis to non-member countries seeking
greater security and regularity of supply. The Commission will ensure
that this poliecy, if adopted, is consistent with its position in
relation to the multilateral trade negotiations.



~ 45 -

98, Improved market management could also help to ensure better market
equilibrium, In this respect, in the application of export refunds,
the Compunity will contimue to pursue its aims of adjusting their
amount to accord more closely with market trends, sharpening competition
between exporters (for example, by making freer use of tendering
procedures) and of achieving greater stability in the pattern of export
trade. As regards imports, the Commission will ensure that the application
of the instruments of the common agricultural policy will be consistent
with economic realities on the various markets. Recourse to exceptional
measures, such as import embargoes, must be avoided as far as possible by

following a cautious price policy and improving market forecasting.

99, For the years 1976 onwards, the Commission will propose multianmal food
aid commitments to the Council, covering not only cereals (Pood Aid
Convention) but also other products - for example milk products, thus
giving Commnity food aid greater regularity and making it possible for
beneficiaries to use this aid in commection with development projects.

100. Greater transparency of markets, both at a national and regional and at
a Community level, together with more thorough and more up-~to-date

information on market prices, would constitute valuable instruments for
the short-term management of markeis,

101, To reach a solution to the problems of market equilibrium, supply
security and budget forecasting, projections and forecasts of the trends
of the principal agricultural markets must be available, Consequently,
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the Commission considers it necessary ito intensify its work in this field,
so that the Community can have at its disposal regulerly updated projections,
short-term forecasts (up to 18 months) and medium and long~term forecasts

(1985). It will take appropriate measures to this end.

The number of measures required for the operation of common markets is such
as to create an impression of over-complexity on administrations, operators
and public opinion alike. The Commission is working to simplify the
agricultural regulations, bearing in mind the useful suggestions contained
in the German Govermnment's memorandum of 20 June 1974. The Commission
feels obliged, however, to draw attention to the limitations of this
undertaking; +the employment of regulations for all measures relating to
the common organization of marketis is a factor giving transparency to the
Community's action - by virtue of compulsory publication in the Official
Journal -~ and a simplifying factor for those concerned, due to the direct
applicability of the system.

The Commission has set up an internal working group on which all concerned
are represented — in particular, the customs esdministration -~ to carry out
a thorough exemination of criticisms levelled at the agricultural

reguletions regarding their difficulty of application.

This group, which is already at work, has prepered a systematic inventory
of the observations which have been expressed. This work, when completed,
will enable the Commission to present & report to the Council during the
second quarter of the current year, containing proposels designed to
simplify the systenm.

In addition, the Commission is engaged in codifying the legislation in
force relating to the common agricultural policy - a major underteking
which will make utilization easier for those concerned. This endeavour
is in accordance with the guidelines already laid down by the Commission
in the Memorandum of October 1973, acceding to wishes expressed by the

Council (Ministers of Justice) in its Resolution of 26 November 1974.
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105. As already pointed out in its Memorandum of October 1973 (paragraph 27),
the Commission believes that several measures of general application, or
applicable to certain products only, are particularly well adapted for

achieving better equilibrium on the markets:
- the establishment of better price relationships between agricultural products;

—~ the assumption by farmers of some degree of financial responsibility for
structural surpluses and the improvement of the machinery for consultation

between the commercial and agricultural organizations concerned;

- making fuller use of the storage mechanism, through the implementation of
an active storage policy for cereals, sugar and skimmed milk powder which
Wwill enable the Community to ensure security of supply for consumers on a
permanent basis, to absorb cyclical fluctuations in produotion and to
fulfil international obligations; such a policy would not be concerned

with stocks arising from structural surpluses.

(b) Improvements concerning verious egricultural marketis

106, The milk sector is at present the only one with a persistent structural
production surplus in relation to possible outlets. It is 2180 the one that
gives rise to the highest budget expenditure. In these circumstances, the
Commission believes that appropriate steps should be taken to reestablish the
structurzl equilibrium of the market in milk and milk products, In particular,
price policy should be conducted with this end in view. The principle that
producers should share the responsibility for surpluses could be applied in
this case. ~ The Commission believes that an appropriate means to this end
would be to apply the target and intervention prices fixed for the marketing
year in two stages. The first stage would be applied at the beginning of the
year and the second during the autumn; in this way allowance could be made for
differences in production conditions in the summer and winter sea=sons, greater

quantities of ~nim=l feed being needed in winter.

At the same time, price policy could be adapted more closely to market trends.

The second stage in the application of the prices would be based solely on the
achievement of certain quantitative norms determined in advance on proposals

from the Commission (intervention purchases, trends of production and consumption,
and other developments on the market). In the event of market imbalances,
producer and consumer price rises in winter ocould thus be curbed, changing the
ratio between the price of milk and the price of feedingstuffs, and reducing

the incentive to production. The price resulting from the operation of this

system woculd form the basis for determining prices for the following year.
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In the event that market imbalances still persisted at the end of the m~arketing

Year, 1% would be possivle to prolong the latter up to 30 April at the latest.

After consulting the organizations concerned with the milk trade, the Commission
will place proposzls before the Council relating to the establishment of the
criteria and orocedures necessary to implement this policy line in time for

the 1976/77 marketing vear.

107. Beef and ve=l

Following an examination of the problems encountered in this sector, the Commission
has come to the conclusion that, on economic grounds, the following Community

neasures are required:
- intervention instruments should be made more flexible;

— in applying the vorious measures, allowance should be made for differences
vetween types of beef production; i.e. beef derived from dairy cattle, beef
derived from beef cnttle, and beef derived from cattle fattened on battery

systems (feedlots);

- the existing system should be supplemented by action to prevent largescale
fluctuations on thc beef and veal market from getting under way. Such action
should be begun two years in advance, when farmers make their production

decisions;
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- a permanent information system, fast and accurate, on the state of the
cattle population (breed, numbers, age, purposs), trade with non~member
countries, the meat stock situation and the probable influenoce of milk
products policy on the livestock situation, should be developed. In the
beef and veal sector, the Commission believes that account should be
taken of results obtained following the decisions taken by‘thn Counoil
in respect of the 1975/76 marketing years;

Cercals

The Commission would first of all reiterate the opinions which it expressed

in its Memorandum of Octoher 1973 (paragraph 49), inasmuch as the Council
has failed, as yet, to taxe any decision on the matter.

In order to create a 1 titer balance between the various cereals in terms

of real market requirements, the Community should establish a better

price ratio betweer. them, The objective would be to achieve a common
price level which would take more account of the food value of the different
cereals, In this way, the Community would be able to abolish orce and for
all the common wheat denaturing premium and would be in a better position

to take into account the interests of its foreign trading partners.

The Commission repeats its view as to the importance of introducing a
complete and coherent storage policy based on common wheat in the light of
the Community market'!s regular supply requirements and possible storage
obligations at international level.

With reference to the facts noted in Part II of this communication, the
Commission mgy, at a future time, submit proposals to the Council with a
view to improving the common organization of markets in the light of

developments in the economic situwation in the durum wheat sector.

Olive oil

The Commission recalls the opinion it expressed in its Memorandum of
October 1973 (paragraph 64).



With reference to the facts noted in Part II of this communicetion, the
Commission may, at a future time, submit proposals to the Council with a
view to improving the common organization of the markets in the light of

developments in the economic situation in this sector and experience
acquired from the operation of the existing system.

110. Hine

The Commission recalls the opinion it expressed in its Memorandum of
October 1973 (paragraph 64). In addition, it would refer to its
proposals for amendments to the basic regulations governing the market in

wine, (EEC) Nos 816/70 and 817/70 (COM(74)1785 final, 4 November 1974).

In view of the fact that a structural surplus situation appears to be

developing, the Commission doubts the adequacy of the intervention machinery

in this sector. As a remedial measure, the Commission considers that steps
could usefully be taken, through the Management Committee procedure, to

arrange that decisions on wine distilling are taken at the start of the

marketing year. Distilling operations should not, however, be allowed to
commence until availabilities (production and stocks) ere considerably in

excess of foreseeable requirements. The distilling premium should be fixed at a
figure below the support price, to avoid providing an inocentive to production; a
relatively low price for distilled wire could be regarded as an assertion

of the principle that the producers should share the financial responsibility.

Wine distilling cannot by itself resolve the problem of the imbalance on the
wine market, as it merely shifts the problem from the wine sector to the
alcohol sector. The Commission considers that the adoption of provisions
aimed at limiting the planting of vineyards, allowing for the qualitative
and regional problems characteristic of this sector, are a necessary part

of the Community's effort to ensure a balanced market and improve product
quality in this sector.

Lastly, the Commission feels that the conclusion of long-term storage
contracts would facilitate the transition from one marketing year to the
next; in this way the effect on prices of variations in production would

be alleviated.
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In view of the considerable difficulties at present being experienced in
relation to the quality wines p.s.r., stricter standards should be
applied in this sector.

Sugar

Sugar is the only asector where the common agricultural policy operates a
quota and multiple~price system, which has recently been continued for
the period 1975/76-1979/80. Since the system is due to be reviewed in
several years' time, the Commission feels that a full study should now
be made of alternative ways of organizing this sector, with a view to
avoiding the drawbacks inherent in the quota system whilst more

effectively ensuring free competition at the processing stage.

As regards the common organization of the markets in other agricultural
products (mutton and lamb, cereals, 0il and protein plants, potatoas),
the Commission refers to the views it expressed in the memorandum of
October 1973 (paragraphs 44, 45, 51-62, 65, 66).

CHAPTER I1: PROBLEMS RELATING TO PRODUCTIVITY AND FARM INCOMES

Aithongh the markets and prices policy is an cssential instrumert for
farym incomusy it camoty onr its owny; Solve the ircome and stardord-of-
living provlenms assocint2d with Community asriculture. On the
conirary,; the disparities in farm incomes might well be aggravated if
a markets and prices policy were to be implemented on its ovm,
unaccompanied by &z dynamic socio=structural policy and effective

regional and social policies.

The Commission would point out, in this conrsction, that it is the Treaty
itself which stipulates that one of the objectives of the conmon agriculiural
policy should be to guaraniee a reasonable standard of living for fermers
by incroasing agricultural preductivity, In the first inctance, thareforc
the means of achieving this objective would be throvgh the effective and

energetic application of the socio-structural policy.

Nevertheless, the various instruments of the common agricultural n»olicy,
whether they te the rarkets and prices policy or the secio-struciural

policy, would Le inadcquate on their own. A solution to the prodvlems
associated with farm incomes and the disparity of incomes in the agricultural
sactor calls Tor the imnlementation of a ccherent set of Community nmzzcuras:s

and, in pardicuvlar, renuires the continvous correlation of the comnon
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agricultural policy and the regional and social policies. This correlation
must involve all of the instruments employed, including the financial
instruments (EAGGF, Social Fund, Regional Development Fund).

116+ Accordingly, the Commission repeats what was said in its Memorandum of
October 1973 (paragraphs 67-96). All the analyses so far undertaken
point to the decisive importance, for increasing both productivity and the
incomes of persons engaged in farming, of intensifying the work of
restructuring agriculture and promoting vocational training., The Commission
stresses the need for the complete and immediate implementation of
Directives 159, 160 and 161 in all Member States. It believes that the
implementation of the Directive on hill-ferming and farming in certain less
favoured areas is a basic element in the socio-struotural policy. Fineally,
the Commission would urge the Council to adopt without delay the proposals

already before it (producer groups, young farmers, forestry measures).

117. In addiiion, the Comm..sion will shortly forward to the Council a proposal
for common measurer with regard to the improvement and marketing of
agricultural procucts.

118. The Commission will consider the advisability of introducing improvements

to the socio~siructural policy in the light of experience of the effective
application of the Directives in all Member States.

119. Lastly, the Commission is continuing to give thought to two specifically
socio=structural areas:

~ the problem of farmers and farm workers with insuffieient training, which is
often the cause of low agriculiural productivity and ipso facto of inadequate
earningsy the Commission intends to propose a strengthening and
intensification of Community measures in this area;

~ the problem of disparities in farm incomes.
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It should be recalled that in the context of the common agricultural
policy, incomes policy is based either on price policy alone or on
price policy combined with subsidies on specific products (deficiency
payments). This instrument has found a place in several market
orgenizations in relation to products for whioch the self-sufficiency
rate is low or where protection against outmide competition is low as
a result of the rules of the GATT (for exampls, oilseeds and tobacco).

Direct income subsidies have bheen granted, in the context of the
common agricultural policy, for regions covered by the Counoil
Directive on hill-farmming and farming in ocertain other less—favoured
areas.

However, direct income subsidies could prove to be necessary in
situations other than those already covered. The Commission has
already recognized this in proposing to the Counoil that subsidies
should be granted for young farmers established for less than five years
and carrying out development plans.

In addition, direct subsidies might also be granted, in economic
ciroumstances resulting in employment problems, for farmers who — because
of their age — are not yet eligivle for the smmuity provided for in
Council Directive 72/160/!90, or in certain regions experiencing
particular structural difficulties in the form of a reorganization
preaiwn for farmers who give up certain types of farming.

It may be that the Commimsion will at some later date conclude that
direct subsidies of a temporary nature, within the limits of reasonable
budgetary expenditure, are necessary in other specific and clearly
defined cases, especially where market and price policy measures together
with the socio-structural and regional policies do not enable satisfactory
results to be obtained within a reasonshle time. For the moment

all efforts must — as a matter of priority = be concentrated on the
introduction, throughout the Community, of the socio=structural measures
decided in 1972 (Directives 72/159/EEC, 72/160/EEC and T2/161/EEC) and
in 1974 (Directive on hill-farming and farming in certain other less-
favoured areas) or still to be adopted (propoutl for a directive on
special assistance for young farmers established for less than five years
and carrying out a development plan).

—rs
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CHAPTER III: PROBLEMS CONCERNING THE UNITY OF THE MARKET

123.

(a)

124.

125.

The Commission recalls that the reestablishment of a single market must
ocontinue to be a fundamental objective of the common agricultural policy
(see paragraph 24 of the memorandum of October 1973). The following
improvements and other measures are designed to promote the achievement
of this objective during the years to come and concern the monetary
compensatory amounts, the application of rules of competition contained
in the Treaty and the various technical and administrative barriers.

Monetary compensatory amounts

The monetary compensatory aniounts have served as a tramsitional instrument
to maintain the machinery of the common agricultural policy in operation
whilst the international monetary system, together with the Community
system, was changing from a fixed exchange rate system to a floating

exchange rate system.

For the future, the Commission cannot accept the application of monetary
compensatory amounts insofar as they constitute factors disrupting the
unity of the agrioultural market and generating distortions of competition.
On the other hand, the compensatory amounts should continue to serve as
instruments to prevent short-term fluctuations in exchange rates from
instantaneously affecting agriculiural prices expressed in national
aurrencies. To ensure that the monetary compensatory amounts fulfil this
second role within acceptable limits, the rules and procedures by which

appropriate changes in these amounts are determined should be laid down.
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(b) Distoriion of competition

The Commission notes that distortions of competition resulting from the
action both of Member States and of individual enterprises continue to
encumber the common market in agriculture. In certain sectora (petroleum
products, fertilizers), these distortions have become more acute as a result

of the recent energy corisis.

As regards State aid, the Commission intends to define a framework for
agricultural aid permitting it to concentrate on those forms of aid which
are outside that framework and are thus liable to raise major problems in
relation to competition, intra~Community trade and the development of
Community farm structures. At the same time, where aid measures are within
the framework, their supervision by the Commission ocould be simplified;
under Article 94 of the Treaty, the obligation to inform the Commission in
advance of plans to grant such aid, laid down in Article 93(3), could even
be dispensed with. Such a framework for agricultural aid might comprise
the following elements:
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~ definitions of the categories of aid which cannot be considered as
compatible with the common market and the categories which, on the

contrary, can be considered in a favourable light;

- the criteria on the basis of which the Commission will applv Ariicles 92-94
of the Treaty to general or sectoral agricultural aid not within the two
above categories. These criteria may relate to the objectives that these
forms of aid should or should not have, or to their form or intensity, or
to the maximum expenditure which a Member State may incur in respect of
them.

The definition of such & framework, and its effectiveness, imply strict
observance by Member States of their obligations under the Treaty in regard

to State aid. A full inventory of all existing aid measures is of course
indispensable for defining this framework. The Commission therefore attaches
great importance to this inventory being provided as soon as possible.

The Commission also intends, as one of its first priorities, to investigate
cases of sgreements between undertakings or dominant positions within the
meaning of Articles 85 and 86 of the Treaty, which might affect trade between
Member States in agricultural produce (sugar) or in the means of agricultural
production (fertilizers).

A new problem has been created by the energy crisis; it calls for measures
pertaining to energy policy and to the common agricultural policy.

In the interest of certain types of agricultural production which are heavy
consumers of petroleum products, the following measures should also be taken:

- efforts to harmonize excise duties on petroleum products in general should

be continued;

- greater consistency and transparency in price levels as between Member
States should be sought.
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The following should also he examined:

= +the differences betiween prices of natural geas since, for ocertain
types of production, such as orops grown under glass, this fuel
is a major source of energy in certain Member States;

~ the appropriate measures to be taken, if necessary, with regard
to orops grown under glass.

(¢) Teghnical and administrative barriers

130, The establishment of a single market and of free movement for agricultural
produce also requires the removal of barriers to trade — especially
technical barriers which are very nmumerous in the agricultural sector.

The Commission proposes that the Council should introduce more flexible
prooedures in this field and should automatically place on its agenda
any proposals from the Commission more than six months old. In addition,
the Commission oalls on the Counoil to issue the directives necessary to
ensure that experts meeting in the various working groups adopt a less
perfectionist and more community oriented attitude in these matters.

131. The Commission believes that the improvements proposed in the presert
compunication will have the effect of limiting the budgetary cost of
the oommon agricultural policy to a level best corresponding to
economic objectives concerning oconsumers and produocers alike.
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Certain of the invrovcments proposcd to aspects of the common
arricultural nolicy moreover confer irnediate benefits on the financial
man-cerent of the FAGCP. This is particularly the case with certain-
across—~the-boord measures such as the vrovision of fuller and speedier
reporte on the state of markeis, improvements in short and medium~tern
Torecasts and, above all, the transfer to the Commission of increcsed
mzrket manngement resnonsibilities as well as the =mendments out
forward in respect of certain importanti products (in particuler milk

products, cereals and olive oil),

However, these chanses are not all that can and should be done to
improve the budsetary management of the common agricultural policy.

A number of specific adjustments are recuired.

1. “Automatic™ updating of the BAGGF Guarantee Section budget estimates,

so a8 to take account of market trends.

2. Por the adjusiment of the Guarantee Section budret to nevu decisions

on prices, two possibilities can be considered:

-~ Making a provisior during the budretary procedure — e.r., at the
time the budpet is approved = allowine for price increases in line
with the Comnission's proposals. If this were done, the Council
would have fixed the financizl limits within which its decisions
on prices would bc made. This would mean that an additioncl
budget would be necessary only if the Council mede decisions on
prices involving, for the current budgetary year, expenditure in

excess of the provision;

—~ Accelerated ad hoc supplementary budget procedure during the
financial year (the decision on the financial consecuences to be

taken at the same time as the decision on prices).

3+ Creation and rcgular updating of a Guarantee Section "budgetary
control panel" enabling a rapid assessment to be made of the budgetary
repercussions of any abrunt and substantial variations in a
significant asricultural expenditure variable (exchange rate, world
prices, harvests, foreign trade, etc.), with a view to appropriate
mesgures beins taken to keep wherever possible within btudret limits.

4. Continuation of present efforts to detect and prevent fraud, in close

cooperation with national authorities.

5. Periodic review of those aspects of the common agricultural policy which

give rise to financial problems.





