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I. [INTRODUCTION

The purpose of thls study is to evaluate the effects of agricultural
policles on trade within the context of European economié lntegratio;.
More specifically It is an attempt to analyze the pattern of trade in
temperate zone products] of the EEC and EFTA. Since for the EFTA grdup
tariff reductions did not extend to agricultural products, we will only
attempt to quantify the effects of the Common Agricultural Policy (CAP) on
the pattern of trade in the EEC.

The study starts, In Chapter I, with a very brief outline of the
various policy instruments and mechanisms which make up the CAP such as
the variable import levy (the difference between the threshold price and
the world price), and a comparison of the EEC agricultural policies with
the policies of the United Kingdom, lreland, Denmark and other EFTA
countries.

Chapter |11 provides an analysis of the pattern of trade In temperate
zone goods of the EEC and EFTA with the use of estimated world trade
matrices for the years 1953, 1961 and 1969. In Chapter IV, after a concise
summary of the major empirical findings in the literature concerning the
effects of the CAP on EEC agriculture, we will study the trends of agri-

cul tural output, consumption and trade in the Common Market and we will

]The temperate zone goods considered fn this study, with the corre-
sponding United Nations' Standard International Trade Classification num-
ber in parenthesis, Include: Live animals (001), Meat and meat products
(011), Dalry products (022, 023, 024), Eggs (025), Fish (031, 032), Wheat
(041), Rice (042), Barley (043), Malze (O44), Other cereals and prepara-
tions (045, 046, 047, O48), Frults and vegetables (05), Feedstuffs (081),
Hides, skins and furs (211, 212) and Wood, cork and pulp (241, 242, 243,

244, 251).



introduce a model, consisting of estimated import demand functions, that
attempts to capture the ''static'' welfare effects of the CAP on EEC trade
of temperate zone products.

Chapter V will attempt to provide some very tentative conclusions
about the ''dynamic'’' or resource allocation effects of the CAP on EEC
economic growth. For this purpose we will estimate an agricultural sub-
model for the EEC. Chapter VI will evaluate the economic consequences

of the participation of the United Kingdom, Ireland and Denmark in the

system of Common Market Agriculture. The final part of the study ends

with some conclusions.



1l. A COMPARISON OF AGRICULTURAL AND TRADE POLICIES IN THE EEC,
THE UNITED KINGDOM, IRELAND AND OTHER EFTA COUNTRIES

A. EEC's Common Agricul tural Policyl

The Treaty establishing the European Economic Community was signed by
representatives of Belgium, France, West Germany, ltaly, Luxembourg and the
Netherlands in Rome, In 1957 and came into effect on January 1, 1958.

The EEC extends over a geographic area one-eighth of that of the United
States, with a population of approximately 190 million. The European
Economic Community, also known as the Common Market, has the primary
function of achleving, as defined in Article 1 of the Treaty:

", ..a harmonious development of the economy within the

whole Community, a continuous and balanced expansion,

Increased economic stability, a more rapid improvement
in 1lving standards, and closer relations between the

member countries."

In order to attain the above goals, an institutional framework has
been created that made it possible to develop free intra-Community trade

of both industrial and farm products as indicated by Article 9 of the

Treaty of Rome:

""The Community shall be based upon a customs union covering
the exchange of all goods and comprising both the prohi-
bition, as between Member States, of customs duties on
importation and exportation and all charges with equiva-
lent effect and thelir adoption of a common customs tarlff
in thelr relatlons with third countrles.”

IA more detalled descriptlon of the Institutional arrangements of the
CAP can be found In Riesenfeld (75), Marsh and Ritson (59), Warley (101),
Berntson, Goolsby and Nohre (9). Numbers In brackets refer to references

listed at the end of this study.



and as declared in Article 38:

"The Common Market shall extend to agriculture and trade
in agricultural products...'" and ... ''The functioning
and development of the Common Market In respect to
agricultural products shall be accompanied by the
establishment of a common agricultural policy among the
Member States.'

The main system of institutions laid down'In the Treaty consists of
1) The Assembly, 2) The Council of Ministers, 3) The Commission, 4) The
Court of Justice and 5) acting in a consultative capacity, the Economic
and Soclial Committee. The Assembly or European Parliament consists of
142 members elected by the national Parliaments of the Member countries
and can review and debate problems of the community. The Council of
Ministers Is made out of representatives from each government of the six,
and serves the function of coordinating general economic policies of
members and deciding Important Issues arising in establishing and main-
taining the Community. The Commission of the EEC has nine members jointly
appointed by the member-governments and is the administrative organ of the
Coﬁmunlty with the main task of recommending action to the Council of
Ministers and formulating opinions and recommendations on matters within
the scope of the Treaty. The Court of Justice Is composed of seven
judges appointed by agreement among the six governments and among Its
functions are to safeguard the law in the interpretation and application
of the Treaty. Finally, the Economic and Social Committee consists of
representatives of all sections of economic and social iife In each of
the six countries, and is appointed by the Council of Ministers. The
Commi ttee assists the Council of Ministers and the Commission In an

advisory capacity, and has to be consulted in those cases specifically laid



down In the Treaty.

The European Economic Community took the form of an economic
institution that has the characteristics of both a Customs Union and an
Economic Union.2 As indicated in the treaty, the basis of the EEC has
been the gradual abolition of import or export duties or similar levies
as well as all quantitative import restrictions between member countries
and the Introduction of a common external tariff on imports from non-
Community countries.

While it has been possible by 1968 to create a common market in In-
dustrial conmodities, by removing tariffs and quotas within the union,
trade In agricultural products presented more complex problems. All the
six country members of the EEC had engaged in the past in government
intervention in the agricultural sector primarily because of the belief
that agricultural markets, if left to themselves, would inevitably result
In socially unacceptable incomes for the rural population. During the
establishment of the Common Market, it was recognized that the functioning
and growth of a common agricultural market, because of the determination

of the member states to retain agricultural support, necessitated an

agreement on a common agricultural policy.

2A Customs Union is a form of economic integration among nations that
involves the suppression of discrimination in commodity movements within
the union and the equalization of tariffs in trade with nonmember
countries. A Common Market is a customs union where not only trade
restrictions but also restrictions on factor movements among members are
abolished. Finally, an Economic Union is a common market where there
exists some degree of coordination of national economic policies.



The six countries which founded the European Economic Community in
1957, agreed at the outset on the need to establish a common policy for
agriculture as well as a free intra-area trade in agricultural products,
not only because of the necessity to eliminate the diversity o6f pre~EEC
agricultural support systems of the individual members, but also because
of the important position of agriculture in the economles of membet‘
countries. Agriculture in 1958 was accounting for about 8.8 percent of
Gross Domestic Product of the EEC and employing about 22.7 percent of
the Community labor force. By 1969 agriculture accounted for approxi-
mately 6.7 percent of GDP and employed about 13.8 percent of the EEC

labor force.

Article 39 of the Treaty of Rome established as objectives of the
common agricultural policy:
""(a) to Increase agricultural productivity by developing
technical progress and by ensuring the rational develop-
ment of agricultural production and the optimum utiliza-
tion of the factors of producti-n, particularly labor;
(b) to ensure thereby a fair standard of living for the
agricultural population, particularly by the increasing

of the indlvidual earnings of persons engaged in
agriculture;

(c) to stabilize markets;

(d) to guarantee regular supplies; and

(e) to ensure reasonable prices in supplies to consumers."

The actual task of agreeing on a common policy for agricultural
products has been long and tortuous. In order to attain the above ends
the EEC Councll of Ministers agreed, on January 14, 1962, upon the

fundamental outline of a time table to implement the CAP and established



basic market regulations for grains (except rice), poultry and eggs,
pork, frult and vegetables. In addition, the regulation governing the
financing of the CAP was issued. On February 5, 1964, three more
commodity groups (rice, beef and veal, milk and milk products) were
covered by the Common Agricultural Policy, bringing thus tﬁe scope of
the common agricultural market to about 85 percent of the total agri-
cultural production of the six. Finally, agreement on the establishment
of a common level of agricultural prices was reached in January, 1966

and was implemented for the majority of commodities on July 1, 1967.

B. The Principles and Mechanisms of the CAP

The Common Agricultural Policy attempts to assure the maintenance of
high farm incomes through a complex framework of interrelated regulations,
that differ from commodity to commodity, involving support prices fixed
well above world market prices, variable levies on imported agricultural
products from extra-EEC sources and the granting of export subsidies (or
""restitutions''), enabling certain Common Market goods to compete in the
world market. These measures constitute the CAP's 'market or price
policy."

In addition to the market policy the CAP deals also with a "structural
policy' which Is concerned with the improvement and modernization of the
Community's agricultural structures. |t became apparent from the be-
ginning that adjustments of markets, prices and trade policies could not
alone achieve the objective of raising the standard of living and in-
dividual farm incomes, because they do not treat the fundamental causes

which lead to Inadequate incomes. In the fleld of agricultural structural



policy, the Community has coordinated the member states' structural
policies and has participated in the financing of projects for the improve-
ment of farm structures. So far no comprehensive common structural policy
has been introduced in the Common Market.

The Regulations adépted in January, 1962, concerning the common
organization of certain agricultural markets, were followed later in the
year by a decision relating to the coordination of member states’
structural policies. The principles of the structural policy can be

summarized as follows:

""(a) The Structural policy must be designed to remove the causes
rather than to combat the effects of low farm incomes.

(b) The aims of this policy should be to reorganize the bases
of production and to achieve the best combination of the
factors of production on all farms which can reasonably
be expected to show a profit.

(c) The policy should, therefore, be concerned with farms
employing hired labor as well as with family farms and a
full-scale reorganization of the technical and soclo-
economic infrastructure of rural areas.”

More specifically, the objectives of an effective structural policy
for agriculture should be centered in the consolidation of fragmented
holdings and the enlargement of the average farm size, the encouragement
of the out-mobility of labor from agriculture, the increase in efficiency
of the marketing system for farm products and the improvement of farm
management and technology.

Among the policy instruments that could be utilized in achieving the
above objectives are grants for farm amalgamation and the provision of -the

improvement of fixed equipment, government purchases of nonviable holdings,

and the provision of cheap credit for farmers that would participate in



supervised reorganization and Intensification programs. Programs along
these lines are already being pursued in the individual member states,
though In none of them are the effort and resources employed commensurate
with the reorganization needed.3

The establishment of a common agricultural market in the EEC with
uniform artificially maintained price levels, would have not been feasible
without an extensive subsidy and support system. The financement of
these policy measures Is provided by the Guarantee section of a Community
fund, known as FEOGA (Fonds Européen d'Orientation et de Guarantie
Agricole - European Agricultural Guidance and Guarantee Fund). The
Guidance section of the Fund finances expendltufes by the Community on
structural rural reforms, while the Guarantee section finances the EEC
agricultural price policy. The FEOGA was created on January 14, 1962,
when the first set of market regulations was agreed upon. The revenues
of the FEOGA derive from contributions by member countries, from the
yleld of import levies and customs duties and, more recently, from
the proceeds of a 1 percent value-added tax. The Fund has financed the
Guarantee section more extensively than the Guidance section (about ten

times more by the fiscal year 1969-70), reflecting the general attitude

3In December, 1968, Dr. Sicco Mansholt, the Commission vice president
presented a new ten-year plan for EEC agriculture that shifts the emphasis
of the CAP from price policy and market organization to a structural
policy. It was realized in the plan that a policy that affects only
prices and markets cannot achieve a fair standard of living for agri-
cultural workers and eliminate the gap between rural and urban standards
of living. The Mansholt plan aims at consolidating smaller, inefficient
farms into large production units, pencioning off, by 1980, 2.5 million
farmers and retraining for industrial occupations of 2.5 million others.
and removing up to 12 million acres of land from cultivation. This plan
was not implemented so far.
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In the EEC of emphasizing market policies rather than structural reforms.
Regulation No. 25 that established the Fund assigned financial
responsibility to it in three major areas of expenditures:
a. restitutions in case of exports to non-Community ccuntries,
b. linterventions needed for the elimination of surpluses, and
c. grants needed for the attainment of the objectives of the
CAP, including the financing of structural reforms.
Different methods have been used to calculate the contributions of in-
dividual member countries to the FEOGA.

Currently, the following shares apply for contributions to the Fund,

which will prevail up to 1975:

Belgium 6.8%
France 32.6%
Germany 32.9%
Italy 20.2%
Luxembourg 0.2%
Netherlands 7.3%

Since the implementation of the CAP, FEOGA expenditures have risen very
rapidly, from about 38 million U.S. dollars in the 1962-63 fiscal year
to about 2.5 billion dollars in 1968-69. This last figure constituted
approximately 1% of the combined GDP of all EEC countries. As can be
seen below (9), the largest increase was registered by farm market-
support expenditures that rose from $6.5 million In 1962-63 to $959.4
million in 1968-69. The total FEOGA expenditures, by section, over the

1962-63 - 1968-69 period were:



1

(mf1lion U.S. dollars)

1962~63 1965-66 1968-69
A. Guarantee Section 28.7 240.1 2009.7
1. Refunds for export

subsidies 22.2 191.8 1050.3

2. Refunds for domestic .
market support 6.5 48.3 . 959.4
B.. Guidance Sectlon 9.1 80.1 258.0
C. Special Section - - 138.3
Total expenditures 37.8 320.2 2433.0

The primary reasons for the large increases in FEOGA expenditures
over the period under consideration have been:

(a) the Increasing number of commodities under the CAP
arrangements;

(b) ‘the higher support prices and higher export subsidies as a
result of the widening gap between EEC and world market
prices;

(c) the growing surpliuses of dairy products, sugar, soft wheat,
barley, pork, poultry and certain fruits and vegetables;
and

(d) the significant rise in the share of farm-support expenses
from about 17% of total expenditures in 1962-63 to about
Lo% 1n 1968-69.

By 1971, the total expenditures of the Fund for the year were around
$3,500 million, of which $2,750 million were spent in the context of the
Guarantee Section while $750 million were allocated to the Guidance
Section. This sum represents over 90% of the EEC's total 1971 budget of
$3,700 million. The largest share of the above expenditures went tc
finance domestic price support ($1,270 million), while the share of export

restitutions ($980 milllon) declined slightly from previous years.



12

About 32% of the Fund expenditures for market intervention in 1968-69
were spent on dalry products, 26% were allocated for vegetable fats and
oils, 22% for grains and 14% for sugar. Finally, 90% of the expenses for
export subsidies were allocated to only three commodity groups. By far
the largest share (43%) was spent on grains, while 31% went for dairy

products and 16% for sugar.

C. The Market and Price Policy of the CAP

The market policy aspect of the CAP differs from commodity to
commodity, but there are some common features that amount to the equiliza-
tion of the effects of state intervention in the agricultural sector, by
ensuring free access by all producers to all markets within the EEC, by
establishing free factor movements within it, by operating a common system
of protection against third countries and a common price and income policy
for all tndividuals within the union.h This common price and income
policy for agriculture basically inwlves the establishment of a ''variable
levy'" system of protectioin. The prices of agricultural products in the
EEC are fixed within certain ranges and maintained by support buying and
import controls. The basic instrument, with respect to the policy of
markets, of the CAP is a community-wide price for selected commoditles
that Is realized by a combination of variable levies and domestic support
buying. The relevant producer price in this case is the established

"threshold price' which Is a type of minimum import price.

hTable Il.1 provides a summary of the market organization instruments
of the CAP and the major agricultural support measures in the United

Kingdom In 1969.



Table 11.1.

Agricultural support instruments in the EEC and the
United Kingdom, 19692
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Poultry 1.8.62 1.7.67 0 o 0
Eggs 1.8.62 1.7.67 0o 0 0
Milk 1.11.64 1.4,68 0 0 0
Butter 1.11.64 1.4,68 0 0
Cheese 1.11.64 1.4,68 0 0 0
Duram wheat 1.8.62 1.7.67 0 0 0 0
Soft Wheat . 1.8.62 1.7.67 o) 0 0 0
Barley 1.8.62 1.7.67 0 0 0 0
Malze 1.8.62 1.7.67 0 0 0 0
Rice 1.9.64 1.9.67 0 0 0 0
Other Cereals |1.8.62 1.7.67 0 0 0 0
Fruits & Veg. | 1.8.62 1.1.67 0 0 0 0
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United Kingdom
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The calculation of the ''variable levies' to be applied on imports
from extra EEC countries involves three steps: (1) a target or indicative
price is determined and Is a theoretical price towards which the market

price should tend: (2) a threshold price is fixed at which Imports from

nonmember countries can enter the EEC and which is lower than the target
price by the transportation costs from the port of entry; and (3) the
Import levy is computed on a dally basis as the difference between the
threshold price for a commodity and the world price.

Along with the varlable levies, intervention prices are employed to

ensure that a satisfactory level of prices is achieved In the EEC. The
intervention price is somewhat between 90-95% of the target price and
constitutes a guaranteed price at which government agencies will under-
take support buying if the market price shows a tendency to fall below
the intervention price. In conclusion then, the CAP keeps market prices
within two limits; the upper limit is the threshold price and the lower
limit Is the interveintion price. |f excess demand or rising costs in the
market for an agricultural commodity tend to raise the market price above
the threshold price, then imports from extra-EEC sources enter the
community to fill the gap In demand. |If an excess supply causes the
market price to fall below the intervention price, the EEC Commission will
have to enter the market and support the price. The target-levy-inter-
vention system is not the only set of Instruments used In the EEC to
support prices and to protect the agricultural sector from outside
competition. Other important instruments used are:

a) The levy-sluicegate system involves an import levy and export
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subsidies but there Is no provision for guaranteed producer prices and

market intervention.

b) Basic prices are exactly like target prices but are not used to

calculate variable levies but rather a guaranteed minimum wholesale price.

c) Norm prices are also similar to target prices except that
deficlency payments (rather than applying levies) are pald to domestic
producers to bring their price received up to the norm price.

The operation of the common agricultural policy has been occasionally
disrupted by exchange rate devaluations and revaluations of currencies of
EEC member countries. The effect of exchange rate variations on the
smooth operation of the CAP has been recently analyzed from a theoretical
viewpoint by Hallett (32), Josling (39).and Vittas (99).

Since the CAP sets common farm support prices for agricultural
products In terms of units of account (equivalent to the U.S. dollar) and
then converted into each country's currency, a change in the exchange
rate of any member country results in an immediate increase or decrease
in that country's support prices in terms of the national currency. The
main short-run effects of these exchange rate variations. will be income
transfers from consumers to agricultural producers in time of devaluation
and from producers to consumers in time of a currency revaluation. To
avoid such transfers and therefore a major disruption of the common
agricultural market It is necessary to adopt emergency compensatory
measures.

Three recent cases provide us with evidence of the kind of problems

created for the CAP by changes in exchange rates. These cases are the



17

devaluation of the French franc in August of 1969, the upward revaluation
of the German mark in October, 1969, and, more recently, the floating of
the mark In May of 1971. As an illustrative example we shall use the
German mark that was officially revalued in 1969 by 9.3 percent, which
would have meant, at the absence of any emergency intervention, an
immediate drop In German support prices by 8.5 percent (in terms of
marks). For German importers of agricultural products, Imports from
Intra-EEC sources would have become cheaper, but since the German inter-
vention prices would have been lowered, intra-community trade would have
probably remained unaffected by the revaluation. To compensate German
farmers for their income loss resulting from these price reductions, the
EEC Counci] authorized a set of transitional measures including the
adoption of support prices in Germany, frozen at the pre-revaluation level
in terms of marks, and compensatory import taxes and export subsidies for
most agricultural products covered by the CAP. These temporary measures
were discontinued on January 1, 1970.

How devaluation or revaluation affects future agricultural production
and trade would depend on the method and duration of the compensatory
measures adopted. In the short run, though, it would appear that ex-
change rate flexibility is incompatible with the preservation of the
common market in agricultural products. This incompatibility refers
primarily to the goal, implicit in the arrangements of the CAP, of equity
for all farmers of the community rather than the establishment of uniform
prices maintained by variable levies. However, should the attempt to

establish a monetary union within the Community, where fixed exchange
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rates would prevail among the currenclies of weaker countries, prove

successful then the operation of the CAP would no longer be disrupted by

monetary pressures.

D. Changes in the EEC Degree of Agricultural Protection

About 42 percent of EEC imports of temperate zone products were pro-
tected 1in 1969 by the ''variable levy' system. Unlike a fixed tariff
which maintains a constant margin of protection over time, the variable
levy system of prote;tlon changes as a function of the difference be-
tween the domestic support prices and world prices. The system works in
a way that demand for agricultural commodities in a member country will
be met first by domestic production, secondly by imports from other
member countries and finally by extra-EEC Imports. The variable levy
system can be viewed either as a domestic price support scheme or as an
impediment to trade. |If agricultural protection In the EEC took the form
of constant ad valorem tariffs it would be fairly straightforward to
measure. In fact, the European Cc .munity's variable Import levies, which
have a comparable effect to variable quotas, belong to the category of
nontariff barriers and thus less amenable to measurement. A nontariff.
barrier, in the broadest sense, is any measure (usually a governmental
intervention) other than a tariff, that significantly distorts inter-
national trade. The protective effect of the variable levy system de-
pends not only on the amount of the levy itself but also on the atmos-
phere of uncertainty It creates among foreign sellers because of the

complexity of Its operation and its day~-to-day fluctuations.
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Several attempts to measure the degree of protection inherent in the
variable levy have been made in the literature. A summary of these
findings Is presented along with some estimates of our own in Table I1.2.
The level of nominal protection of the variable levy system can be ex-
preésed either in terms of an ''ad valorem tariff equivalent" (also called
an "“Implicit tariff") or in terms of an "implicit price ratio" that con-
sists of the ratio between the prices domestic producers actually re-
celve and those which they would receive if competing foreign products
were imported freely into thé EEC (8, p. 3).

With reference to commodity i we define the ad valorem tariff equiva-

lent (TEI) for the variable levy as

I ]
. (1)

where P'd represents the price received by domestic producers (e.g.

threshold prices) and P'w the c.i.f. world import price of competitive

foreign substitutes for the product.i. Consequently, the !mplicit price

ratio (IPRI) is defined In Equation (2) as

=1+ TE (2)

We will utilize the Implicit price ratio as an explanatory varlable for
the EEC import demand of temperate zone products in a following chapter
of this study. Here, Table 1.2 provides a comparison of the ad valorem

tariff equivalent for the EEC's variable levies. The first column gives



Table I11.2. Comparison between pre-CAP and post-CAP levels of import tariffs in the EEC
(ad valorem equivalents of variable levies and other import restrictions) (percent)2

Commodities Pre-CAP Post-CAP Ad Valorem Equivalent of the Common
‘ Common - External Tariff
External
Tariff

1960-61 (1) 1963 1965 1967-68(2) 1968(3) 1968-69 1969-70 (4)

Live Animals and
Animal Products

1. Live animals 13.6 19.8 5. -——- 48.5 77.9 ——-
2. Meat, edible :

meat offals 19.0 -- 34.5 -—- 52.1 47.8 -—-
3. Beef and veal 19.9 - -- 70.0 -— 75.2 ---
L. Pork 19.9 -- -- 39.0 --- 7.1 -
5. Ham 19.9 -- -- 63.0 -—- ——— -
6. Poultry 18.0 -- -- k7.0 --- 31.5 -—-

Dairy Products

1. Dairy products

& eggs 18.8 -- -- -—- 137.3 -—- ol
2. Milk and cream 16.0 -- 51.6 350.0 -—— 73.3 -—-
3. Butter 24,0 - 140.0 538.0 350.0 214.5-297.0 ---
4., Eggs 12.4 -- 33.7 53.0 -— 32.3 ---
5. Cheese 23.0 -- 106.7 - - 175.4 -—

@sources of the above data have been: tor (1) the C.E.D. study (16), for (2) the study by

Berntson et al. (9), for (3) the estimates by Malmgren and Schlechty (56) and for (4) the study
by Rojko et al. (79). The remaining columns are the author's estimates.

0¢



Table 11.2. (Continued)
Commodities Pre-CAP Post-CAP Ad Valorem Equivalent of the Common

Common External Tariff

External

Tariff

1960-61 (1) 1963 1965 1967-68(2) 1968(3) 1968-69  1969-70 (4)
Cereals and Preparations
1. All cereals 12.9 55.1 73.1 - 72.4 87.1 ’ -
2. Wheat 20.0 54.4 110.0 91.0 -—- 110.0 83.0-89.0
3. Barley 12.8 117.1 91.5 62.0 - 97.8-126.8 102.0
L, Maize 8.6 63.8 63.3 65.0 -—- 100.0-106.7 57.0
5. Grain sorghum 8.0 -- -- 61.0 -—- -—- 65.0
6. Rice 14.8 -- -- 36.0 --- 27.8 65.0
7. Other cereals

& prep. 22.2 82.6 102.2 --- -—- 73.9 -—-

8. Fodder 15.0-21.0 92.0 60.7 --- - 68.6 -—-

12
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the Common External Tariff prevailing in the EEC before the implementa-
tion of the CAP. |f one compares this column with the ad valorem equiva-
lents presented in the remaining columns there would appear that there
has been a substantial Increase in protection in the post-CAP period.

The more heavily protected commodities seem to be dairy products, with
the exception of eggs, and cereals like wheat, barley and malze. For
example, butter reached a level of protection of 538 percent in 1967-68
and milk and cream a level of 350 percent. These estimates have to be
regarded as very tentative. There are several problems associated with
these figures that make any definite conclusion very difficult. One of
the practical difficulties involves the choice of threshold prices as

a measure of the prices actually received by EEC farmers which could be
about 5 to 10 percent higher (46, p. 39). Furthemmore, the c.i.f. Iimport
price Is only a rough approximation of the world price for a commodity
because one has to assume that the development of the CAP has not affected
world prices for temperate zone goods and also because there is not a
world free market for many angcultLral commodi ties. Finally, the Common
External Tariff in the 1960-61 period Is not an accurate measure of the
pre-CAP level of protection because of the complexity of the price support
schemes and the diversity of the trade protection instruments used by the
six EEC countries before the Implementation of the CAP.

| More recently, in 1971, the Directorate-General for Agriculture of
the European Economic Community published a study comparing the levels of
agricultural protection in the United States and the Community which

suggests that the incidence of agricultural support in the two is about-
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the same (22). The method used consisted of estimating the decline in
farm Income that would take place followling the removal of all agri-
cultural support measures during 1967 and the conclusion was that
producers' incomes would be reduced by 50.4 percent in the EEC and 44.3
percent in the United States. Use of a dynamlc econometric model was
made for the effect of support withdrawal for American Agriculture, while
for the EEC no econometric model was utilized. For individual commodity

groups the percentage change In farm income due to the elimination of

support was In 1967 as follows:

United States EEC
Wheat -56.5 -47.2
Rice -17.8 -17.3
Feed grains -50.0 -38.1
Beef and veal -18.0 -38.7
Plgmeat5 -23.2
Milk and milk products -21.1 -64.6
Eggs and poultry-meat (not protected) -15.2

The EEC study estimates that the removal of all support to crop pro-
duction would reduce farm output by 27.8 percent In the United States and
by 19.0 percent in the EEC, while in the case of livestock products farm
output would be reduced by 35 percent in the United States and by 73 per-

cent In the EEC. A word of caution has to be said In iInterpreting the

5The effect of support withdrawal was estimated for the United States
for beef and veal and pligmeat together.
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findings of this study, primarily because of the fundamentally different
methodologies used to calculate the Incidence of support in the EEC and '
the United States. The question of evaluating the degree of protection

assoclated with the CAP has not yet been fully answered and only further

research could settle this matter.

E. Some Implications of the CAP

We can now attempt to summarize the more significant implications of
the implementation of the Common Agricultural Policy of the EEC. As we
pointed out previously, the price system established by the CAP has been
characterized by agricultural prices set above the world market price and
in most cases above the pre-CAP level in the major producer countries of
the Community. Furthermore, the EEC Council has frequently set prices
above the level recommended by the Commission, because as Warley (101,

p. 20) observes:

... the highest common factor of agreement has frequently
been reached only by making the policy more protectionist."

Since the adoption of the CAP by the six, extreme difficulties have
been experienced between the member countries In reaching agreement on
both the level of support prices and expenditures, because of the wide
differences in policy and se]f—lnterest in each of the member States. As
a result, the EEC member countries would be reluctant to engage In a
substantlal revision of the CAP arrangements that have been agreed on in
the past with great difficulty and elaborate compromises.

As we saw in Section C, changes In exchange rates have threatened to

disrupt the operation of the CAP and has altered the balance of advantage
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between farmers of different member States. It is belleved that the es-
tablishment of a monetary union will eliminate this source of difficulty
in the Community.

In addition to resulting in higher prices for farm products the
adoption of the CAP has stimulated domestic production. As a result the
overall degree of self-sufficiency has increased for most agrlcultqral
commodities and growing surpluses have accumulated for grains, dairy
products and sugar. This has considerably increased the cost of financing
export restitutions and market intervention in the Common Market. It
would appear that current spending to support markets and prices Is not
only excessive but it does not seem to have contributed signi ficantly to
the solution of the major problems of agriculture in the EEC.

The consumers In the EEC have incurred the costs of the CAP arrange-
ments by paylng high prices for agricultural products and by contributing
with thelr taxes to the financing of the CAP. Finally, the Common Market's
agricultural policy has influenéed world trade of temperate zone goods.
The increase In agricultural self-sufficiency, the rise in the degree of
import protection and the abolition of all trade restrictions among the
member States has reduced net import requirements from nonmembers, while
the growing surpluses of several commodities and the policy of export

restitutions has stimulated agricultural exports.
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F. Agricultural and Trade Policles
In the European Freec Trade Association

The constitutional document which sets the objectives and defines
the rights and obligations of the Member States of the European Free
Trade Area (EFTA) is the Stockholm Convention. [t was signed in January,
1960, and came into effect In May of the same year. Seven countries
signed the Convention: the United Kingdom, Denmark, Austria, Norway,
Sweden, Portugal and Switzerland. In March, 1961, Finland signed an
association agreement with EFTA. The European Free Trade Association
took the form of ‘a Free Trade Area for Industrial goods, where tariffs
(and quantitative restrictions) between the participating countries are
abolished but they still maintain the Individual tariffs vis-3-vis the
rest of the world. Tariff reductions on most industrial commodities be-
gan in July, 1960, for the seven full members; these tariffs were elimina-
ted on December 31, 1966. Finland's tariffs and quantitative fmport
restrictions on industrial products imported from EFTA Member States were
reduced in stages beginning in July, 1961, and were abolished by January
1, 1968.

The authors of the Convention were essentially pragmatic in their
approach and did not try to legislate in detall and in advance for every
contingency that might arri e. Instead, they established a framework
within which the necessary minimum of detalled rules could be set out;
for the rest they contented themselves with the statement of certaln
guiding principles and the indication of procedures by which those
principles could be applied in actual situations. The scope of the

Convention is limited to the measures necessary for the establishment
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between the seven countries of a free trade area of the kind defined

in Article XXIV of the GATT as ''a group of two or more Customs territories
In which the duties and other restrictive regulations of commerce are
eliminated on substantlally all the trade between the constituent terri-
tories In products originating in such territories.! The cooperation
provided for by the Convention is, in fact, essentially of a commercial
nature, with few direct and immediate obligations bearing on the economic
and socfal policies of the Member States. However, should the need for
closer economic cooperation arise with the completion of the Free Trade
Area, nothing in the Convention prevents the Member States from takling
the steps necessary to this end.

The principal objectives of EFTA are: a) to promote sustained
economic activity, full employment, increased productivity and optimum
use of resources, financial stability and continuous improvement of
llving standards; b) to ensure that trade between the Member States takes
place under conditions of fair competition on terms as nearly equal as
possible; c) to avoid significant disparities between Member States In the
conditions of supply of raw materials produced within EFTA; and d) to
contribute to the expansion and harmonious development of world trade
and to the progressive removal of barriers to it.

The European Free Trade Area arrangements have been basically )imited
to Industrial commodities, while trade in agricultural and fish products
has been governed by special provisions. Differing farm support policies
pursued by individual member countries ruled out the possibility of

establishing an agricultural free trade area. Furthermore, the pattern
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of agricultural production and trade in EFTA countries is more diverse
than that of the EEC, while the sources of supply and export markets of
the EFTA members lle outside the EFTA area.  Since the preconditions for
establishing a unified market for agricultural commodities did not exiét,

only bilateral agreements among the member states have characterized the
agricultural and fisheries sectors of EFTA.

The objectives of EFTA cooperation with respect to the agricultural
sector are contained in Article 22 of the Convention:

",..the objectives of the Association shall be to
facllitate an expansion of trade which will provide reasonable
reciprocity to Member States whose economies depend to a
great extent on exports of agricultural goods. Thls objective
Is to be pursued in the light of the fact that the various
EFTA countries are pursuing policies designed to promote
increased productivity and the rational and economic develop-
ment of production, to provide a reasonable degree of market
stability and adequate supplies to consumers at reasonable
prices, and finally to ensure an adequate standard of living
to persons engaged In agriculture. In pursuing these
policies, Member States should have due regard to the interests
of other Member States Iin the export of agricultural goods
and should take into consideration traditional channels of
trade.

"Bl lateral Agreements concluded among the Members prilor

to the signature of the Convention or at any subsequent date,

Including modifications to agreements already made, are to

remain in force as long as the Convention itself.'!

In the ultimate analysis this agreement of the EFTA countries serves
the promotion of thelr mutual trade in agricultural goods while main-
taining full authority over thelir agricultural policies. It was thus
agreed that agriculture should be dealt with in the body of the Convention,
but governed by special provisions and that, although not excluding multi-

"lateral arrangements, the elimination of barriers to trade should be

agreed bilaterally and formalized in special arrangements.
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At present, there are ten main bilateral agreements in force in
Member States. The centents of the agreements vary according to the
specific circumstances relevant to each of them, but most of the agree-
ments nonetheless have several common features.

A1l agreements have general provisions containing, inter alia,
sfatements by which the nonagricultural countries, as partners to the
agreement, undertake to give the best possible opportunities to imports
from agricultural exporting EFTA countries. A clause regarding the treat-
ment of dumped and - subsidized agricultural exports from third countries
which cause damage to an EFTA country is also to be found in a number of
agreements. Most agrzements contain provisions on tariff elimination for
specified products. These agreements apply in most cases only to one of
the parties to the agreement, but in some cases both parties agree to the
elimination of thoir tariffs on certaln products. Three methods for
eliminating tariffs are applied: total one-step abolition or suspension
to a zero level; abolition according to a speclial time table; or reduction
according to the time table for tariff reduction in the industrial field.
Several agreements contain provisions on the establishment of new or
Increased quotas which are In some cases combined with the abolition of
Customs duties on the same products. Finally, the agreements generally
provide for the establishment of a 1iaison committee which regularly re-
views questions of mutual interest relating to the trade in agricultural
products betweer. the countries concerned.

The most !mportant agreement in terms of volume of trade is the

Danish-Britlish agreement, under which the United Kingdom has undertaken to
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import several products, Including bacon and butter, free of duty. Agri-
cultural trade has been influenced through preferences as In the U.K.-
Commonwealth Agreement and Portugese-African ties. The agreements be-
tween Denmark and Sweden, and Denmark and Switzerland also contain con-
cessions which assist Danish agricultural exports to these markets. The
agreements with Portugal are particularly important for the promotion of
wine exports from Portugal to other EFTA countries. It Is worthwhile to
notice that EFTA's Imports of agricultural products are of particular

Interest to the United States because the area forms the second largest

market.

G. Unlited Kingdom's Agricultural and Trade
Policies and a Comparision with the CAP

The United Kingdom's agricultural policy, in the post-war period,
has been based on the Agriculture Acts of 1947 and 1957. The main goal,
as indicated in the 1947 Act is ''to secure a stable and efficient agri-
cultural industry capable of producing such part of the nation's food
and other agricultural produce as in the national interest it is desirable
to produce in the United Kingdom, and of producing it at minimum prices
consistent with proper remuneration and living conditions for farmers and
workers in agriculture and an adequate return on capital invested in
industry." Furthermore it has been desirable for agricultural production
to become more efficient In order to achieve a steady improvement in the
competitive position of the Industry.

The Agriculture Acts provide for the support of domestic production

by guaranteeing minimum prices (through deficiency payments) each year -
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at the Annual Review. The system of deficiency payments operates as

follows. The Government guarantees a certain price to farmers, lets
them sell the commodity in the free market and then makes a direct pay-
ment to them consisting of the difference between the guaranteed price
and the market price. This system of farm support is of great advantage
to consumers and to countries that have a low degree of self-sufficiency
even though the annual cost of this system may be highly unpredictable.
Rye, oats, beef and veal, and mutton and lamb are the only products to
enjoy an un!im!ted guarantee, since there are many commodities for which
only a given quantity or the quantity grown on a limited acreage receive
the guaranteed price. In addition to the deficiency payments, the
government subsidizes the price of fertilizer and lime and the farmers
receive grants that serve for improving their production facilities.6

The United Kingdom IsAa very large importer of agricul tural products
while its farm exports are marginal in terms of both volume ana value.
With the exception of horticultural products, there are normally no
restrictions on Imports of farm products into Britain. Furthermore,
Commonwealth countries and lreland are exempted from duties or have
preferences with respect to the duties.

An at*empt will now be made to compare the welfare Implications of
the major policy instruments of price support for agricultural commodities
in the Common Market and the United Kingdom. Among the instruments which

make up the CAP to be conslidered are the variable Import levies (the

6A summary of the United Kingdom's agricultural support measures are
presented in Table Ii.1.
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di fference between the threshold price and the world price for the
commodity In question) which apply to various temperate zone products.
The varfable levy system will be next compared with Britain's deficiency
payments policy which consists of the guarantee of a certain price to
farmers for a commodity and then the domestic producer receives a payment
(deficlency payment) to compensate for the difference between the world
price and the guaranteed price.

As we saw previously, the CAP consists of a variety 6F regulations
that differ from commodity to commodity, but there are some common
features that amount to an equlization of the effects of state inter-
vention in the agricultural sector, by ensuring free access by atl
domestic producers to all markets within the EEC, by establishing free
factor movements within it, by operating a common system of protection
agalnst third countries and a common price and income policy for all
member States. This common price and Income policy for agriculture
basically involves the establishment of a ''variable levy' system of
pretection. The prices of agricultural products in the Common Market
are fixed within certain ranges and maintained by support buying and
import controls. The basic instrument, with respect to the policy of
markets, of the CAP is a community-wide price for selected commodities
that is realized by a combination of variable levies and domestic support
buying. The relevant producer price in this case Is the established
threshold price which is a type of minimum import price.

Market prices in the EEC are maintained within two 1imits; the upper

limit is the '"threshold price' and the lower 1imit is the '""intervention
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price." |If excess demand or rising costs in the market for an agricul-
tural commodity ralse the market price above the threshold price, then
imports from nonmember sources enter the Community to fill the gap in
demand. (f an excess supply causes the market price to fall below the
Intervention price, the EEC Commission will have to enter the market .and
support the price by buying the excess supply.

We now turn to an analysis of the differential welfare implications
of the Variable Levy and the Deficiency Payment programs within the
framework of a static Marshallian partial equilibrium approach.7 Assuming
that agriculture ﬁroduces a single homogeneous product, we can represent
the returns from the Variable Levy System by means of a diagram such as
Figure 1 where the domestic support price P2 Is set above the world price

P, and achieved by the imposition of an import levy of (PZ-PI) per unit

1
of product.8~ D and S are the domestic demand and supply of the product,

respectively. |f there were no price support program, the domestic
market price would equal the world Import price P]. Domestic production
would be at the level q, and domestic consumption would be at the level

qy with the difference (qk-ql) being equal to the amount lmportea.

7The diagrams utilized are adopted from Dean and tollins (17) and
Josling (38). The usual restrictive assumptions of Marshallian welfare
analysls are used which lead to the definition of social cost as a loss
in consumer and producer surplus. The area under the demand curve ls
assumed to represent a measure of total utility for a commodity and the
supply curve Is assumed to measure the opportun'ty cost of the resources
used to produce that commodity.

8Because the analysis In Figure 1 Is static, It does not matter
whether the levy is a vartable, fixed or ad valorem.
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Figure 1. Market for a good subject to a Varilable Levy System
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The imposition of the variable levy scheme supports a price PZ'
higher than the market or free trade price.9 Producer surplus increases
by A, while domestic production increases from q, to q, and consumption
declines from q, to a3 requiring now a smaller amount of imports: (q3-q2).
The levy revenues collected amount to C, while there Is saving of foreign
exchange by the amount E+F. More analytically, consumer's expenditures
will be less by the area F but greater by A + B + C, while B represents
the additional resource cost due to the encouragement into the industry
of extraproductive resources worth B + E. C represents a transfer from
consumers to tﬁe government (taxpayers) and area A a transfer from
consumers to producers. The triangle D is the net loss In consumer well~
being, assuming that the foreign exchange savings F are spent on other
commodities. In case the commodity is used as an intermediate good, then
the place of consumers in our analysis is taken by the intermediate
producers and probably, in the final analysis, by the consumers themselves.

Figure 2 is similar to Figure 1 and depicts the domestic market for
a good whose price is supported by a deficiency payment program. Assuming:
again that P] represents the world market price, the government guarantees
to the producer the price P3 by the payment of a deficiency payment per
unit of product of (P3~P]) at a budget cost of A + B. Domestic output
Increases from q; to q, while consumption remains the same at the level qy

with the difference (qk-qz) being the level of imports. Savings in

9In our example we assume that the world price remains unaffected
by the reduction of imports.
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foreign exchange is depicted by the area E, while B represents the
additional resource cost from extraproductive resources induced into the
Industry by the policy and area A represents the increase in producers'
surplus.

In comparing the two farm support programs, it appears that Imports
would be lower in the variable levy system by the amount (qh-qB) implying
a greater foreign exchange saving represented by area F in Figure 1. Even
though the increase in producers' surplus and the extra cost of resources
needed for the expansion of domestic production are the same in both
programs, the variable levy system imposes a loss to consumers' surplus
by D. Finally, while there is a net increase In levy revenues by C in
the variable levy scheme, the deficiency payment scheme implies an in-
crease of government budget cost by the amount of the area A + B. So, if
the adoption of a variable levy scheme has an effect to improve the
farmers' well-being and reduce the consumers' welfare, the deficiency
payment program would make farmers better off and consumers no worse off
as compared with the free world trade ideal. The effect of the variable

levy system on world trade Is more restrictive than the deficiency payment

scheme.Io

loA more detailed comparison between the deficiency payments and
variable levy schemes can be found in Josling (38,40) and Marsh and Ritson

(59).
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H. Agricultural Policies in Denmark, Norway, and Ireland

Denmark Is an important net exporter of agricultural products (mainly
pork, dairy and poultry products) and in the past it has been an exponent
of liberal trade policies, but in the early 1960's various suppo?t
measures for farmers were adopted,

Danish agricultural policy is designed to exploit the production
capacity of the agricultural industry to the fullest possible extent.
The Agricultural Marketing Act of 1962 provided that prices paid to
farmers for pork, beef, veal, poultry meat and eggs be maintalned at an
established level (based on 1961-62 income) with adjustments for any
increase in production costs. It is worthwhile here to mention that over
60% of Danish agricultural production Is exported and internal prices
have reflected export market conditions. In 1966 the guaranteed price
system was abolished and replaced by a set of variable import levies de-
signed to maintain basic prices. The support system for 1ivestock
products differs from that for grain.

Revenue from the grain levies, together with a government subsidy,
is credited to the Grain Equalization Fund which then disburses money to
grain exporters and to pig and poultry producers as compensation for the
higher feed costs. For livestock products marketing agencies discriminate
between products for domestic and foreign use and charge a higher price
for the farmer, the proceeds being over total production. The Danish form
of agricultural support and trade protection is not fundamentally
di fferent from the Common Agricultural Policy of the EEC.

) .
In postwar years, Danish farmers strove to Increase production and by
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now production has reached the point where less than one-third of the
output can be consumed domestically while the remalning two-thirds must
be exported. In recent years, Danish agriculture has suffered diffi-
culties in finding adequate outlets for its agricultural products in
foreign markets and as a result, a growing income disparity between
agriculture and the rest of the economy has occurred.]]

Norway's agricultural policy has had four major targets:

(1) To Increase production in sectors which are on an import basis,
such as grain, fruits and vegetables

(2) To maintain self-sufficiency in the animal products sector but
avoid surpluses

(3) To maintain population in remote areas

(4) To equalize farm and nonfarm levels of income.
The developments of recent years indicate some success in achieving the
first two objectives. Near self sufficiency has been reached in milk,
livestock and egg production. The third target has been more difficult
to achieve as population in the remote areas continued to decline. To
achieve the fourth goal, farm prices are guaranteed at high levels (feed
grains) and subsidies are given to milk producers.

Agricultural imports are restricted by foreign exchange restrictions,
state trading in grain and grain products, quantitative restrictions

(meat, dairy products, eggs, fruits and vegetables), and high duties. To

]lMore information on Danish, Norwegian and Irish agricultural and
trade policles is available In Ferrls et al. (27).
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support the exports of butter and cheese--the main agricultural products
produced in surplus-~minimum export prices are guaranteed. The most
important exports of Norway are fish products, wood, pulp and paper.

In general the agricultural and trade policies of Norway (import
controls, State and Producer monopolies and various production grants)
are significantly different than the CAP arrangements.

Irish agricultural policy as expressed in the second Program for
Ecénomic Expansion, which was adopted in 1964, has four main objectives.

These are:

. (1) increased productivity of grasslands, which comprise
about 85 percent of all agricultural land,

(2) improved agricultural education, extension and research,

(3) improvements in agricultural marketing and export promotion
programs, and

(4) an increase in agricultural income.

Ireland is a net exporter of most livestock products and a net
importer for most crops, particularly grains and fruits. The United
Kingdom is by far the most important market for lrish exports of farm
products.

The Government supports farm incomes through minimum guaranteed
prices for a number of agricultural commodities including milk, pork,
wheat, feeding barley, bacon and other dairy products. There is no
domestic price support programs on poultry, eggs, potatoes and fruits
and vegetables but these products benefit from government assistance to
Improve production techniques and product quality as a part of the over-

all plan of development in the economy.
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Irish agriculture has been protected from foreign competition by
a wide range of instruments that include customs duties and import quotas,
export and import licensing (wheat and coarse grains), state monopolies
(dairy products), sanitary regulations (meat and animal products), and

bilateral trade agreements, especially with the United Kingdom and

Eastern European countries.
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I11. CHANGES IN THE REGIONAL DISTRIBUTION AND COMMODITY COMPOSITION
OF THE EEC AND EFTA AGRICULTURAL TRADE IN THE FRAMEWORK OF

WORLD TRADE: 1953 to 1969

A. Patterns of World Agricultural Trade

In this section we will investigate the position of the EEC and EFTA
in the framework of world trade of temperate zoné products as well as
changes in Intra-EEC patterns of trade. For this purpose we have
constructed world trade matrices for the years 1953, 1961 and 1969 for
each of the thirteen commodity groups considered in this study. The data
for the construction of the world trade matrices were taken from the
United Nations' available statistics on trade (91-93). Recently in the
literature the pattern of world agricultural trade has been analyzed by
Fernon (26}, Berntson et al. (9), Lougheed (54) and Knox (L46).

We will begin our analysis by identifying some trends in the worid
trade in temperate zone products in the 1953-69 period. The total value
of world trade in temperate zone goods has more than doubled from 1953 to
1969 from about 12.3 billion dollars to about 27.5 billion dollars. World
trade of these commodities amounted to about 19 billion dollars in 1961,
implying a slightly faster growth of trade in the 1961-69 period as
compared to the preceding period, but it has not kept pace with the growth
of the value of worid trade of all commodities combined, which almost
tripled over the 1953-1969 period. As it can be seen from Table III.1,
which shows the commodity composition of total worid trade, temperate zone
products have diminished in Importancé in total world trade from 14.6

percent in 1953 to 11.23 percent in 1969 of total world trade in all



Table 111.1.,

million dollars)?

The commodity composition of total world trade in temperate zone products (value in

Commodities

1969

1953 1961
value &% of % of value % of % 6f ° value % of % of
(14) (16) (14) (16) (14)  (16)
1. Live animals 228 1.85 0.27 737 3.85 0.53 1116 4,06 0.46
2. Meat 1356 11.02 1.61 2045 10.75 1.46 3949 14.35 1.61
3. Dairy products 94 7.65 1.12 1198 6.30 0.85 1699 6.18 0.69
L, Eggs 263 2.14 0.31 321 1.69 0.23 181 0.66 0.07
5. Fish 549 L.46 0.65 1024 5.38 0.73 1717 6.24 0.70
6. Wheat 1506 12.24 1.79 2388 12.56 1.70 2108 7.66 0.86
7. Rice 574 L.66 0.68 320 1.68 0.23 439 1.60 0.18
8. Barley, maize 855 6.95 1.01 1149 6.04 0.82 1684 6.12 0.69
9. Other cereals, prep. 715 5.81 0.85 904 4,75 o0.64 960 3.49 0.39
10. Fruits, vegetables 1992 16.19 2.36 3403 17.90 2.43 5223 18.99 2.13
11. Feed-stuffs L68 3.80 0.56 760 L.00 0.54 1615 5.87 0.66
12. Hides, skins, furs 637 5.18 0.76 95% 5.04 0.68 1277 L.64 0.52
13. Wood, cork, pulp 2222 18.06 2.64 3809 20.03 2.72 5543 20.15 2.26
14, Total temperate
zone goods 12305 100.00 14.60 19016 100.00 13.56 27511 100.00 11.23
15. A1l other goods 71995 -- 85.40 121184 -- 86.44 217559 -- 88.77
16. Total World Imports 84300 -- 100.00 140200 -- 100.00 245070 -- 100.00

aSource: Derived from world trade matrices constructed from (91-93).

£y
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commodit!es.I This structural transformation is consistent with the:
general long-run trend of world trade in agricultural products that has
represented a declining proportion of total world trade in all commodities
(81,85,105). It is commonly held that this relationship between agri-
cultural and nonagricultural trade is associated with a slowly growing
demand for agricultural products in the major industrial nations due to

a relatively low income elasticities.2 This factor becomes even more
forceful iIf one observes that trade in tehperate zone products takes place
primarily between developed countries since, in the 1953-69 period, more
than 80 percent of world exports were destined to developed countries.
Furthermore, the share of imports of less developed countiies in world
trade has declined from 19.3 percent in 1953 to 17.4 percent by 1969,
while from the export side about 75 percent of world imports originated
from developed economies with a steady decline of the percentage of world
imports that originated from less developed economies. It would appear,
therefore, that trade in temperate zone products was primarily among the

more developed countries themselves with a slight increase in the degree

]It Is important to notice that these increases in trade refer to the
value of total trade and any price increase that might have taken place
over this period would imply a slower increase in the volume of total
trade. The majority of trade data presented in this chapter will be given
in value terms, unless specified otherwise.

2Some additional factors that appear to provide an explanation of the
decline of structural importance of temperate zone products In the world
market are the tendency toward self sufficiency In many agricultural
commodities in several developed countries along with great Improvements
in farm technology that lead to a rapid growth of domestic agricultural
output. Some evidence on these factors can be found in Reference (62).
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of concentration over time.

Table 111.2, 111.3, and I11.4 provide a summary of the network of
world trade In temperate zone goods in 1953, 1961 and 1969, respectively.
in addition to the increasing concentration of trade among developed
countries we can observe from Table 4 that the most important traders of
temperate zone products have been the EEC, EFTA and the U.S. with a
combined share of 77 percent in total worid exports and 53 percent of
total world imports in 1969. The share of these countries has been 72
percent and 41 percent, respectively, in 1953 thus marking an increase
over the period under consideration. The U.S. has seen Its share
Increase in Importance in both world imports and exports while Canada,
though maintaining its share as a world importer, has seen its importance
as a world exporter decline. As exporters of temperate zone goods the
countries of Eastern Europe and the People's Republic of China have in-
creased their share in total world imports while all less developed
countries have seen their share decline, with the only exception of the
exports of the less developed countries associated to the ECC, which
increased their world share, especially in the period from 1961 to 1969.
Another trend worth listing is the steady decline over this period of
Australia, New Zealand and South Africa as exporters of temperate zone
products from 10.13 percent of world trade in 1953 to 6.77 percent In
1969. "

Several structural changes have taken place over our sample period
in the commodity composition of world trade in temperate zone products.

From Table Il1.1 we can observe that in 1969, meat, fruits and vegetables,



Table 111.2. The network of world trade in temperate zone products,
1953 (as a percent of total world trade)?
IMPORTS
TO:
TOT Other Total
EXPORTS BL F EEC GRT U.K. EFTA EFTA
FROM: | 4 6 7 8 9 10
1. Belg.-Lux. 4 14 .09 .39 4 .06 .20
2. Netherlands .75 1.16 .22 .20 2.32 .86 .22 1.08
3. Germany .05 .06 .05 .08 .25 .08 .19 .28
k. France .12 .06 .30 .07 .54 .35 .15 49
5. italy .08 .06 .76 .13 .02 RV .85
6. TOTAL EEC .00 .32 2.36 49 .37 4.53 .08 1.86 .03 2.90
7. Greece, |
Turkey .05 .37 .27 .72 .05 .17 .13 .30
8. United
Kingdom .08 .19 L A4
9. Other EFTA .37 .65 1.8 1.12 1.10 5.06 .17 4.95 .88 5.83
10. Total EFTA .40 .68 1.90 1.13 1.145.24 .18 4,95 1.02  5.97
11. United States .42 .61 .99 .22 .42 2.72 .16 1.10 .94 2.85
12. Australia, New -
Zealand, South
Africa .07 .10 .18 .83 .16 1.34 6.41 A4 6.55
13. Canada .30 .40 .73 .08 .19 1.69 3.71 .15 3.86
14. Japan .05
15. Other W.
Europe A7 .22 .64 .52 .10 1.66 .07 2.62 .4} 3.03
16. E. Europe
& China 17 .29 .47 .14 .32 1.39 .12 1.48 .40 1.88
17. Assoc. LDC Jdh .70 .90 .08
18. Latin America .22 .32 .44 .39 .41 1.82 3.69 .74 4.43
19. Africa .16 .05 .30 .85 1 .95
20. Asia, Mid. E. .11 .14 .28 .14 .21 .88 1.14 .10 1.25
21. Maghreb .16 1.53 1.77 A .12
22. Other World .07 A2 .22 .27 .30
23, TOTAL WORLD 3.05 3.21 8.91 6.34 3.722522 ,752843 5.26 33.69

qsource:

From a world trade matrix constructed from (91).

All

flows that accounted for less than .05 percent of world trade were

excluded.
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A,N.Z. Other E.E. Assoc. Asia Other Tot.
u.s. S.A. C J MW.E. China LDC L.A. A. MD.E. M World World

1 12 13 14 15 16 17 18 19 20 21 22 23

.72

.32 .06 .24 .06 .28 .44 .07 .15 5.13
.13 .77
.10 .25 .23 .42 .17 2.32
.23 L1 .14 .09 2.70
.82 .06 .07 .13 . 40 .37 .37 .06 .85 .52 .44 11.63
A7 .18 .18 1.67

.05 .05 .06 .09 .06 .16 .90
.89 .09 .10 .20 .43 .05 48 .12 .21 .21 13.90
9% .14 .09 .11 .29 . 46 .05 .51 .18 .37 .05 .21 14.80
.21 1.64 1.43 .20 .58 2.91 .12 2.53 .07 14.63

43 .08 1 .36 1.21 10.13
6.93 .14 .70 .13 .08 .81 .05 .93 .25 15.59
.36 .46 .96
.4 1 .34 .05 .08 5.81
.20 .20 3.83
1.00

1.92 .25 8.52
1 1.39
1.06 .05 1.86 5.18
2.14 1.94

.19 2.94

13.29 .58 2.26 4.47 1.24 2.04 45 4,69 .43 7.59 .592.70100.00




Table 111.3. The network of world trade in temperate zone products,

1961 (as a percent of total world trade)?

IMPORTS
INTO:
TOT. OTHER TOTAL
EXPORTS BL N G F | EEC GR,T U.K. EFTA EFTA
FROM: 1 2 3 4 5 6 7 8 9 10
1. Belg.-Lux. .20 .29 .14 .67 .10 b
2. Netherlands .41 1.86 .33 .23 2.84 .83 .20 1.03
3. Germany .06 .18 .13 .16 .54 .08 .32 40
L, France .23 .16 1.04 .47 1.89 .39 .32 .72
5. ltaly 05 1.19 .22 1.48 40 .59 .99
6. TOTAL EEC__ .73 .60. 4.38 .82 .90 7.37 .07 1.81 1.46  3.27
7. Greece,
Turkey .26 .05 .1 15 0 .12 .27
8. U. Kingdom .05 .08 .12 .33 .06 .06
9. Other EFTA .20 .bh 2.37 .60 1.24 4,85 .11 3.44 1,00 h.hh_
10. TOTAL EFTA .25 .52 2.50 64 1.27 5.18 .12 3.44 1.06 4,50
11. United States.43 1,00 1.35 .38 .75 3.91 .49 2.64 .77 2.23
12. Australia,
New Zealand,
S. Africa .07 .28 A .30 .37 1.43 .79 1.33 4.12
13. Canada 19 .12 .63 6 .17 1.27 .91 .19 2.10
14. Japan .06 A7 .61 .65
15. Other W.
Europe .22 .35 1.05 49 .20 2.31 .09 .70 3.79
16. E. Europe,
China .22 .25 1.10 .53 .85 2.67 .14 .31 .70 2.01
17. Assoc. LDC .06 .17 .58 .06 .89 .78 .1 .89
18. Latin Amer. .24 .45 .95 .19 .61 2.44 .05 .97 .46 1.33
19. Africa .07 .08 .49 .28 .31 1.23 .19 .18 1.37
20. Asla, Md.
East .08 .12 46 L1 .30 1.07 .75 .24 .99
21. Maghreb .18 1.13 1.39 .07 .02 .09
22. Other World .06 .06 .13 .08 .10 .18
23. TOT. WORLD 2.65 3.91 13.99 5.44 5.9231.91 .96 21.64 6.25 27.89

source:

From a world trade matrix constructed from (92).

All flows

that accounted for less than .05 percent of world trade were
excluded.
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A,N.Z, OTHER E.E. Assoc. Asia M Other TOTAL
u.s. s.A. ¢ J W.E. China LDC L.A. A Md.E. World World
11 12 13 14 15 16 17 18 19 20 21 22 23

.91
.20 .05 A9 .13 .36 4,99
.05 12 .07 1.28
.10 .05 .15 .26 .13 .07 .89 4, 33
.19 14 .06 .11 3.13
.56 .07 14 45 .34 .26 .37 .62 .94 .07 14.64
.05 .16 .13 1.09
.07 .05 .06 .29 .05 .10 .19 1.24
.69 .05 .21 .42 .28 .18 .40 .09 11.70
.76 .10 .10 .50 42 .32 .2 .59 12 12.94

.13 1.99 1.43 .65 .53 .06 2,20 .48 3.22 .49 .18 18.16

1.10 .28 .23 .44 .13 .73 Jd1 .07 .82 9.42
~h.66 .11 .68 .07 .98 4h 09 .31 10. 76
.53 .31 1.49
A .13 .34 .06 .09 7.21
.22 22 1 .15 Ry 6.48
1.08

1.51 2] .25 .05 6.58
10 .09 3.09
.60 .08 .06 1.21 .08 .89 .05 5.08
4 1.51

.05 .17 .07 47

10.57 .84 2.78 4.33 1.90 3.88 45  3.47 1.53  7.41 1.54 .47100.00




Table 111.4,

(as a percent of total world trade)®

The network of world trade in temperate zone products, 1969

IMPORTS
{NTO:
EXPORTS
FROM: 6 7 8 9 10
1. Belg.-Lux .52 .59 .67 .12 1.89 .09 1
2. Netherlands .58 .62 .8 .56 L4.61 .08 .82 .21. 1.03
3. Germany 18 .39 .36 .74 1.67 .08 .24 .31
4, France 1.02 .76 2.28 .34 5,39 .05 .46 .37 .83
5. ltaly L2 .11 1,18 .31 1.71 .24 .43 .67
6. TOTAL EEC 1.90 1.78 .66 .19 2,75 15,78 .16 1.67 1.28 .95
7. Greece, Turkey .05 .36 .05 .11 .59 13 .12 .25
8. United Kingdom .90 .08 .08 L2 .05 1.23 .11 R
9. Other EFTA .26 .47 .62 .70 1.39 4.44 .09 3.04 1.46 4.50
10. TOTAL EFTA 1.16 .55 1.70 .82 1.44 5.67 1.00 3.04 1.57 4,67
11. United States .36 .77 1.19 .75 .85 3.93 .13 .93 .48 .34
12. Australia,
New Zealand,
S. Africa 112 .39 .31 .20 1.13 3.36 17 .53
13. Canada A3 .12 .31 .20 .27 1.03 1.15 .13 .27
14, Japan .08 .06 .22 .19 .22
15. Other West
Europe .19 .28 .71 .38 .32 1.88 .06 2.42 .66 .08
16. E. Europe,
China .20 .31 b .56 1.67 3.88 .17 1.27 .35
17. Assoc. LDC .05 .08 .32 .82 .22 1.49 .06
18. Latin America .28 .55 1.16 .32 1.22 3.63 .16 .97 .51
19. Africa .13 05 .1 .33 .26 .19
20. Asta, M. East .14 .23 .80 .23 .31 1.70 1.01 27
21. Maghreb .13 .34 .06 .58 .09
22. Other World .05 .15 .26 L9 .13
23, TOT. WORLD 3.88 4.94 15,13 7.20 9.62 40.77 1.70 1668 5.99 22.67
@source: From a world trade matrix constructed from (93). All flows

that accounted for less than .05 percent of world trade were excluded.
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11 12 13 14 15 15 17 18 19 20 21 22 23
.23 2.45

.29 .09 .08 .06 .06 .11 .32 .18 7.03
.05 .09 .19 .15 2.65
.10 .08 .23 .12 A1 .38 .21 .08 7.88
A1 .20 14 .08 3.06
.57 .05 .07 .13 .hko .90 .52 .25 .16 1.05 .26 .72 23.07
.06 .31 .07 1.34
.07 .06 .05 .23 .05 .06 .14 1.28
.82 .06 .08 .05 .32 .34 .22 .10 .26 .06 11,41
90 .12 .13 .09 .55 .36 .27 .16 .ho .09 12.70
.20 1.10 3.24 .30 .33 .09 1.70 .16 3.50 .19 .30 17.29
.79 .30 6.77
5.32 .13 b9 Y .25 .05 9.67
47 .98
47 5.32
.28 .10 6.07
.06 1.65
2.83 .25 .18 8.90
.08 .87
.83 .07 .75 3.92
.72

.65

14.04 .50 2.82 3.95 1.67 1.52 .66 2,03 .52 6.02 .50 1.1710Q00




52

wood, cork and pulp amounted for the largest percentages in total value of
world trade in temperate zone products with a combined total of about

53 percent. Over time only the share of fish and feedstuffs in world
trade of all commodities has increased, from .65 and .56 to .70 and .66,
respectively.

If one compares the share of specific products in the total world
trade of temperate zone commodities, we can see that live animals, meat,
fish, fruits and vegetables, feedstuffs and wood, cork and pulp have seen
their share increase from 1953 to 1969. With the exception of wood and
forest products, it would appear that this trend is associated with a shift
towards high protein foodstuffs in the nutritional mix of high Income
countries. In contrast, trade in cereals and eggs has decreased in impor-
tance from 1953 to 1969 with a more rapid decline in the relative position
of wheat and rice and an outright decline in the value of trade in eggs.

We can now summarize the major trends in the world trade of temperate
zone products as follows: a) There has been a declining relative Im-
portance of temperate zone products in overall world trade. b) There has
been an Increasing concentration of world trade of temperate zone products
among developed economies, especially the EEC, EFTA and the U.S. ¢) A
slight increase has been observed in the share of Eastern Europe, China
and associated L.D.C.'s to the EEC as world exporters. d) The largest
commodity groups have been; meat, fruits and vegetables and wood, cork and
pump, while a shift has been observed towards increased trade Iin live

animals, meat, fish, feed-stuffs, fruits and vegetables and wood, cork and

pulp.
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B. The Origin and Destination of EEC and EFTA
Trade in Temperate Zone Products

The position of EEC and EFTA in the framework of world trade has
changed slgnlflcant]y in the period under consideration. The EEC imported
41 percent of total world exports of temperate zone products in 1969 while
EFTA Imported 19 percent. As can be seen from Tables I11.2, 3, and 4, the
share of EEC Imports almost doubled over our sample period while the share
of EFTA imports in world trade has declined from 34 percent in 1953 to 19
percent In 1969. The world export share of the EEC has doubled for the ‘
period 1953-1969 while It has declined slightly for the EFTA group. Total
EEC exports and Imports increased very rapidly during the 1961-69 period
and substantially faster than both total world and EFTA trade.

in Table 111.5 we can observe the origin and destination of EEC and
EFTA trade in temperate zone products. Total EEC exports have increased
from 1431 million dollars in 1953 to 2783 million in 1961 and 6346
miilion in 1969 implying a slightly higher growth in 1961-69 period as
compared with 1953-61. In 1969 more than 66 percent of total EEC exports
were destined to the intra-EEC group while Intra-EEC trade accounted for
about 37 percent of total EEC imports. EEC exports have been lncreasingly
directed towards the Intra-EEC group and have nearly doubled in the 1953~
69 perfod. The best extra-EEC customers have been the EFTA countrlies,
Asia and the Middle East that accounted for about 12.6 and 4.6 percent of
EEC exports in 1969, respectively. The more salient trends in EEC's ex-
ports have been a sharp decline in the shares of U.K., other EFTA countries,
U.S., Latin America, Africa and the Maghreb countries. The EEC has been

increasingly more successful in exporting temperate zone goods to Turkey,



Table I11.5. Destination and Origin of EEC and EFTA trade of
temperate zone products, 1953, 1961, 1969 (value in
million U.S. dollars)

zg
S . LBy ©
Year x gu v .q:’E 173 :T‘x‘: g
b L - S5 oS 23a S8
1953 Value 558§ 229 127 101 2 8

g % 38.95 0.66 16.04 8.89 7.08 .15 .53

2 1961 Value 1401 13 343 27¢ 106 & 13

o % 50.33 .45 12.34 9.99 3.82 .14 b6

b 1969 Value 4204 43 447 355 158 13 19

= 2 66.23 .68 7.04 5,60 2.49 2.0 .30

1963 Value 558 88 23 622 334 164 208

§ 3 17.97 2.85 .75  20.04 10.77 5.29 6.7

2 1961  Value 1401 77 63 923 743 273 2

E % 23.08 1.27 1.05 15.20 12.25 4.50 3.97

prr 1969 Value Lok 163 116 1221 1081 311 282

w % 37.48 1.45 1.03 10.88 9.64 2.77 2.5l

1953  Value 644 22 609 126 1é 17 n

& % 35.40 1.19 33.45 6.92 6.3% .95 .6l

§ 1961  Value 984 22 424 202 144 18 18

o % 4L0.00 .89 17.22 8.23 5.8 0.75 .75

E 1969 value 1337 26 835 450 249 32 36

w % 38.27 .74  23.91 12.89 7.13 .92 1.04

" 1953  Value 357 37 18 717 351 805 475

o % 8.60 .89 43 17.30 8.46  19.43 11.46

;& 1961  Value 621 52 1 845 425 783 399

= % 11.72 .97 .22 15.23 8.01 14.77 7.52

£ 1969 value 744 69 30  9h3 369 684 347

w % 14.32 1.32 .57 18.17 7.10 13.18 6.68

3source:

From world trade matrices constructed from (91-93).



55

: T
= a o + el
o o . d a 4 o o Ja
c 0 “© v = 9 W - b=
® @90 3£ 0O - sw 5 2% = =
§ 5 G5 23 8 & g £ Z3 @%
9 16 49 45 Lo 8 105 64 54 1431
.62 1.10 3.45 3.17 3.2z .54 7.31 L.k 3.78 100.00
7 27 86 65 50 rAl 118 179 T4 2783
24 .95 3,08 2,33 1.81 2.53 4,25 6.43 .9 100.00
36 M 137 144 68 Ls 290 72 197 6346
57 1.75 2.1 2,27 1,08 .72 4,57 1.14 3.1 100.00
5 204 m 110 225 37 108 218 27 3104-
.17 6.57 5.50 3.56 7.23 1.20 3.49 7.02 .87 100.00
32 439 507 169 366 234 202 265 25 6068
.53 7.24 8.3 2.78 6.03 3.8 3.33 4.36 .4l 100.00
60 517 1067 409 999 90 468 160 70 11217
54 4,61 9.51 3.65 8.91 .80 417 1.43 .63 100.00
13 36 57 6 63 22 46 6 26 1821
.73 1.97 3.12 .35 3.48 1.20 2.50 .31 1.45 100.00
6 95 81 5 61 54 82 8 23 2460
.25 3.88 3.27 0.20 2.49 2.20 3.39 0.35 0.92 100.00
24 152 100 7 73 L5 111 11 24 3493
.70 4.35 2.85 .19 2,10 1.27 3.6 .32 .69 100.00
4 373 231 10 545 117 154 15 37 4145
.10 8.99 5.57 .24 13.15 2.83 3.70 .36 .90 100.00
58 706 463 28 382 290 188 17 34 5303
1.10 13.32 8.73 .53 7.19 5,48 3.55 .31 .65 100.00
60 733 360 23 247 112 352 33 86 5191
).15 14.12 6.9% .44  L4.77 2.15 6.77 .64 1.67 100.00




56

Greece, Australia, New Zealand, S. Africa, Japan and other Western
Eurpean countries.

Total EEC Imports almost doubled from 3104 million dollars in 1953
to 6068 million In 1961 but increased at a lower rate to 11217 million
In 1969. About 37 percent of EEC imports in 1969 originated from within
the Intra-EEC group with a marked increase of this share from 18 percent
in 1953 and 23 percent in 1961. Intra-EEC imports grew faster in the
post~EEC period as compared to the pre-EEC period. Besides imports from
other EEC member countries, other major sources of imports in 1969 have
been the EFTA group (12%), the U.S. (9.6%), Eastern Europe and China
(9.52), and Latin American countries (8.9%). Over the period under con-
sideration only the United Kingdom and Japan have maintained their shares
in EEC's Imports while gradual declines have taken place in the shares
of other EFTA countries, Canada, Australia, N. Zealand, S. Africa and
the Maghreb countries. The share of the United States, other Western
Europe and Africa did increase in the 1953-61 period but declined in the
foIIowlhg period, while the EEC has increasingly imported more from
Eastern Europe, China, Latin America, Associafed LDC countries, Asia and
the Middle East.

The major exporters of temperate zone products in the EEC were France
and the Netherlands while the major importers were Germany, Italy and
France. in 1969 they imported 4,164, 2,648 and 1,980 million dollars
worth of temperate zone products, respectively. Imports of temperate
zone products in the EEC have grown less rapidly In the 196i to 1969

period than the preceding one, while exports have increased more rapidly
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In the 1961 to 1969 period. Still, though, the European Community remains
a deficlit area since its exports have been about half its value of im-
ports with a slight tendency in the later period for narrowing this gap.
The only exception are dairy products for which the EEC is a net exporter.
Net exports of dairy products were 42 million dollars in 1953 and they
have grown to 128 and 263 million dollars in 1961 and 1969, respectively.

Let us now turn to EFTA's trade. Total exports have increased from
1821 million dollars in 1953 to 2460 million in 1961 and to 3493 million
in 1969, rising slightly faster in the 1961-69 period as compared to the
preceding perlod. The major customers of EFTA exports were in 1969 the
intra-EFTA group (about 37%), the EEC (38%), the United States (7%), other
Western Europe (4%) and Asia and the Middle East (3%). The most important
changes in the destination of EFTA exports over the 1953 to 1969 period |
have been a diversion of trade towards the EFTA group, the U.S. and Japan
and a slight decline In the shares of all other country groups.

Total EFTA imports Increased from 4145 million dollars in 1953 to
5303 million in 1961 but imports declined to 5191 million by 1969. This
later trend is In contrast with the increase of EEC import over the same
period. About 25 percent of these Imports in 1969 originated from within
the European Free Trade Assocliation with no significant change in this
share over the period under consideration. Other major sources of imports
were the EEC (about 14%), Australia, New Zealand and S. Africa (13%),
other Western Europe (14%), the U.S. (7%), Canada (6.7%), Eastern Europe
and China (7%) and Asia and Middle East (about 7%). Over the 1953 to 1969

period EFTA countries Increased thelr dependence on imports from the EEC,
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other W. Europe, Japan, Asia and the Middle East. Latin America, Africa,
Canada and the U.S. have seen their share in EFTA imports decline.

The United Kingdom has been Importing almost three times as much as
all other EFTA countries, but this relationship was reversed in the case
of exports. Both the United Kingdom and EFTA have seen their exports
and imports grow less rapidly in the 1961-69 period than the preceding
one, and less rapidly as compared with the growth of trade in the EEC.
Intra-EEC imports have grown more rapidly than extra-EEC imports, with a
marked acceleration of this trend In the 1961-69 period that coincides
with the implementation of the CAP. We can consider these figures as a
rough first estimate of trade-diversion associated with the establishment
of the EEC. It is only a rough measure because it does not take into
account the possible dynamic effects of integration. A more detailed
examination of the effects of integration on trade flows in the EEC will
be attempted In the following section.

The same trend, even though less marked, has been observed with
respect to Intra- and extra-EFTA trade. The most dramatlc change took
place In the exports of the United Kingdom. During the first period
intra-EFTA exports were declining and substantially lower than extra-EFTA
exports. It would appear that during the later period intra-EFTA exports
of the United Kingdom have risen almost three-fold and more rapidly than
extra-EFTA exports.

In an attempt to provide a tentative estimate of the degree of trade

diversion in both the EEC and EFTA country groups we have constructed

Table 111.6.which provides a plcture of Intra-EEC and Intra-EFTA trade as



Table 111.6. Intra-union trade in temperate zone products as a percent_of total trade in temperate

zone products In the EEC and EFTA, 1953-1969 (in percent)a

Mlntra/Mtotb Xintra/Xtot®

53 61 69 697 69° 53 61 69 690 6
1. Belg.-Lux. 32.8 27.5 49.0 23.1 212 54,2 73.6 77.1 100.0 77
2. Netherlands 9.9 15.3 36.0 23.6 153 45,2 56.9 65.6 71.6 92
3. Germany 26,5 31.3 44,0 37.0 119 32.5 42.2 63.0 54.8 115
4, France 7.7 15.1 30.4 29.4 104 23.3 43.7 68.4 81.8 84
5. Italy 10.0 15.2 28.6 23.2 123 37.8 47.3 55.9 59.2 94
6. TOTAL EEC 18.0 23.1 37.5 29.7 126 39.0 50.3 66.2 65.1 102
7. United Kingdom 17.4 15,9 10.0 14.5 69 21.1  26.6 96.1 33.5 287
8. Other EFTA 19.4 17.0 21.4 14,8 144 36.4 41.5 38.9 47.2 83
9. TOTAL EFTA 17.7  16.1  13.0 14,7 89 35.4 40.0 44.7 45.3 99

3Source: Derived from Tables 111.2, 111.3, I11.4,
blntra-union imports as a percent of total temperate zone imports.
€intra-union exports as a percent of total temperate zone exports.

dHypothetical 1969 figure under the assumption that trade in the 1961-69 period would have
grown at the same rate as In the preceding period.

®The actual 1969 figure as a percent of the hypothetical figure.

(39
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a percent of total trade over the 1953 to 1969 period.

The formation of a Customs Union3 or a free-trade area is usually
expected, by Its nature, to cause some diversion of trade flows from the
pre~Union pattern of trade. For EFTA the effect on agricultural trade
should be expected to be only indirect since no special provisions were
made to Incorporate the agricultural trade in the free-trade area agree-
ment. With the exception of the United Kingdom, where the deficiency pay-
ments system was designed to allow free trade of agricultural products,
the other EFTA countries have protected thelr agriculture from foreign
competition with various price support and import protection devices as
well as with several bilateral agreements among member states. |t comes
as no surprise, therefore, that the share of intra-EFTA imports in total
imports declined slightly after the formation of the group, primarily be-
cause of a sharp decline in the United Kingdom's share. The share of
exports to other EFTA countries in total exports Increased slightly over
time with the share of the United Kingdom's increasing almost three-fold
from 1961 to 1969. In general, it would appear that after the formation
of EFTA, some diversion occurred in imports of all EFTA members (except
the U.K.) and a marked increase in the share of intra-EFTA exports
originating from the United Kingdom.

The implementation of the CAP, by eliminating all trade barriers with-
in the community, protecting trade with variable levies and other pro-

tective instruments from foreign competition and encouraging exports of

3An examination of the welfare Implications of the formation of a
Customs Unlion will be made later in Chapter IV of this study.
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temperate zone products with the use of export subsidies or restitutions,
should have caused a diversion of trade from extra- to intra-EEC sources
of supply. The preliminary results in Table I11.6 show a diversion of
EEC imports by 1969. Even though the share of intra-EEC Imports in total
Imports for all member countries increased from 23.1 percent in 1961 to
37.5 percent in 1969, this later share was about 26 percent higher than
what it would have been If the share in the 1961-69 period would have
grown at the same rate as In the preceding period. Trade diversion,
measured in this way, seems to have been greater for Belglum, the
Netherlands and Italy. From the export side, only Germany's share of
exports to other Community countries seems to have been stimulated after
the adoption of the CAP.

The above conclusions about the trade diverting effects of the CAP
are very tentative and a more analytically satisfactory approach will be
followed in Chapter IV where use will be made of estimated import demand

functions for the EEC.

C. The Commodity Composition of EEC and EFTA Trade
in Temperate Zone Products

Tables 111.7 and 111.8 present the commodity composition of imports

and exports of temperate zone goods In the EEC and EFTA respectively.

Livestock and meat products:

Livestock and meat products have accounted for about 7 percent of
total EEC Imports and about 13 percent of exports In 1953, but have
rapidly increased their share to 19 percent and 22 percent respectively

In 1969. In the EFTA group these commodities maintalned their share to



Table 111.7. The commodity composition of EEC trade in temperate zone
products, 1953-1969 (value in million dollars)®

Total Imports

Commoditles 1953 1961 1969
value % value % value %
1. Live
Animals 83.3 2.68 270.2 4,45 707.8 6.31
2. Meat 139.5 4, 49 4o1.9 6.62 1430.1 12.75
3. Dairy
Products 214.0 6.90 256.4 4,23 654.1 5.83
L, Eggs 110.0 3.54 226.0 3.72 118.2 1.05
5. Fish 106.2 3.2 240.3 3.96 474.2 4.23
6. Wheat k21.0 13.56-  543.5 8.96 599.7 5.35
7. Rice 5.7 1.34 4.5 0.68 69.6 0.62
8. Barley
Maize 294,7 9.50 454,0 7.49 845.7 7.90
9. Other
Cereals 130.5 4,20 207.0 3.41 251.8 2.24

10. Fruits &
Vegetables 643.7 20.74 1408.9 23.22 2341.9 20.88

11. Feed-stuffs 113.3 3.65 301.5 4,97 947.2 8. 44
12, Hides, Skins,

& Furs 233.0 7.51 429.5 7.08 618.3 5.51
13. Wood, Cork,

& Pump 572.2 18.44 1286.3 21.20 2117.5 18.88
14, Totai 3103.6 100.00 6067.8 100.00 11216.6 100.00

qsource: Derived from world trade matrices constructed from (91-93).
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Total Exports

1953 1961 1969
value % value % value %
14.8  1.03 84.3  3.03 “358.9  5.66
169.8 11.87 347.2 12.48 1018.8 16.05
256.0 17.89 384,7 13.82 916.9 14.45
74.0 5.17 126.7 4.55 112.1 1.77
49.5 3.46 b9.9 3.4 190.0 2,99
28.9 2.02 81.2 2,92 570.9 9.00
65.9 4.61 38.0 1.37 45,5 0.72
9.5 0.66 158.1 5.69 4ok 6 7.79
465.1 32.51 875.1 31.45 1571.4 24,76
L65.1 32.51 875.1 31.45 1571.4 24,76
57.9 4.05 1.1 3.99 310.8 4.90
60.3 4,22 115.5 b.15 167.6 2.64
78.7 5.50 180.4 6.48 239.1 3.77

1430.6 100.00 2782.9 100.00 6346.4 100.00




Table 111.8. The commodity composition of EFTA trade in temperate zone
products, 1953-1969 (value in million dollars)

Total Imports

1953 1961 1969

Commodities value 2 value b4 value %
1. Live

Animals 70.2 1.69 158.8 2.99 140.3 2.25

Meat 896.8 21.63 954.6 18.00 1178.4 18.92

Dairy

Products 399. 4 9.64 450.3 8.49 479.3 7.69
b. Eggs 90.8 2.19 52.5 0.99 25.2  0.40
5. Fish 69.5 1.68 192.8 3.64 315.0 5.00
6. Wheat 408.8 9.86 369.1 6.96 395.1 0.34
7. Rice 30.3 0.73 34.3 0.65 38.3 0.61
8. Barley _

Maize 307.8 7.43 305.9 5.77 305.7 4,91
9. Other

Cereals 112.0 2.70 130.4 2.46 113.4 1.89
10. Frults &

Vegetables 631.4 15.23 1108.5 20.90 1344.0 21.58
11. Feed-stuffs 250.2 6.04 276.3 5.21 366.9 5.89
12. Hides, Skins,

& Furs 170.0 4,15 198.8 3.75 255.1 4,10
13. Wood, Cork,

& Pulp 705.6 17.02 = 1070.5 20.19 1272.5 20.43
14, Total 41453 100.00 5302.8 100.00 6229.2 100.00

aSource: Derived from world trade matrices constructed from (91-93).
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Total Exports
1953 1961 1969
value b4 value % value %

55.9 3.07 185.2 7.53 180.9 5.18
266.7 14.65 ko7.0 16.54 646.6 18.51

290.5 15.96  306.5 12.46 296.1 8.48
72.1 3.96 44,8 1.82 21.9 0.63
147.3 8.09 262.3 10.66 394.9 11.31
29.3 1.61 21.5 0.87 17.9 0.51
2.7 0.15 0.0 0.00 0.0 0.00
30.4 1.67 21.9 0.89 29.1 0.83
40.2 2.21 77.2 3.14 105.0 3.01
56.7 3.11 68.7 2.79 139.0 3.98
46.9 2,58 L4y .5 1.81 152.7 4,37
56.8 3.12 114.8 4.67 177.2 5.07

724.6 39.80 905.9 36.82 1331.7 38.12

1820.5 100.00  2460.2 100.00 3493.1 100.00
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about 23 percent of imports over time, while there was an Increase from
17 percent of exports in 1953 to about 24 percent In 1969. The primary
sources of supply for EEC Imports of live animals and meat have been in
order of importance EFTA, the EEC, the communist block, Latin America
and the United States but the share of all countries except the EEC and
the communist block has diminished over time. The major customers of
EEC exports have been the EEC itself, the United States and EFTA but
the EEC substantially Increased Its share over time to the expense of
the other countries' share.

The major suppliers to EFTA have been other Western Europe, EFTA
Itself and Latin American countries with a decline in importance of the
latter group and an increase In EFTA's share over time. EFTA has exported
primarily to the EEC, the U.K., other Europe and the U.S., but a slight
decline has been observed in the shares of the U.K. and the EEC. Overall
we can observe that trade in livestock and meat products has more than
doubled during our sample period, a phenomenon that is consistent with
the high elasticities of demand for these products,“ a strong upward
trend of consumption per capita In the EEC and an increase in production
that has not kept pace with the increase in per capita consumption in
some EEC countries, while the U.K. has been able to substantially in-

crease domestic production to the expense of imports.

anr some estimates of the income elasticity of demand we relied on
Information available in Marsh and Ritson (59, p. 170).
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Fish:

Fish has not increased as a proportion of EEC exports while imports
increased slightly from 1953 to 1969. |In the EFTA group, exports In-
creased their share from 8 to 11 percent, while .imports jumped from |
percent in 1953 to 5 percent in 1969 to total EFTA imports of temperate
Zone products.. EEC's share in its own exports increased from 32 percent
to 70 percent in 1969 while EFTA and the.EEC have been the major sources
of fish Imports of the EEC. No significant change took place in the

origin and distribution of fish trade of EEC countries.

Dairy products and eggs:

Dairy products and eggs have declined in importance in EEC's trade
as well as EFTA's trade over our sample period. The EEC has been in-
creasingly self sufficient in these products while EFTA's trade has re-
talned Its customers' share over our period. Major importers of EFTA's
exports have been the EEC and EFTA itself, while imports originated from

other Europe and developed countries, EFTA and the EEC.

Cereals.

Trade in cereals has declined in importance in the EEC and EFTA--a
trend that is assoclated with the decline in consumption per capita in

the developed economies and a negative income elasticity of demand.

Feed-stuffs:

On the contrary, feed-stuffs have increased their share of the EEC
imports and EFTA's exports. In terms of the origin of EEC's imports of

cereals some notable changes have taken place. The U.S. Increased its
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share In the 1953-61 period but sharply dropped in the subsequent period
and the same trend has been observed in the share of other developed
countries. The same can be said for the share of the U.S. and other
Developed Countries in EFTA's Iﬁports. An increasing tendency towards
self sufficiency has been observed in both the EEC and EFTA over our
sample period. No distinct trend can be noticed in the origin and distri-

bution of EFTA's and EEC's trade over our sample period.

Fruits and vegetables;

EFTA has been increasingly a deficit area in fruits and vegetables
and in 1969 Imports accounted for 22 percent of total EFTA imports of

temperate zone products.

Wood cork and pulp:

Wood cork and pulp accounted for about 20 percent and 39 percent of

EFTA's imports and exports respectively in 1969,

Hides, skins and furs:

Hides, skins and furs have retained their share of about 5 percent in
the trade of both the EEC and EFTA.

The EEC has. seen Its share of exports of fruits and vegetables to
decline and has retained the share of imports in the total EEC trade of
temperate zone products. The EEC has been a deficit area in forest prod-
" ucts with a share of about 20 percent in total imports and only 4 percent
in total exports. The EEC has been increasingly self sufficient in
fruits and vegetables while the EFTA countries have depended upon imports

from the EEC and other developed countiies, while no appreciable change
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took place in the distribution of their exports. The EEC has become
more and more the principal outlet of EFTA's exports of forest products
thus strengthening the commercial ties between the two groups with

respect to wood, cork and pulp.

D. Patterns of Intra-EEC Trade in Temperate Zone Products

The major exporters within the EEC group in 1969 were France and the
Netherlands satisfying together about 65 percent of intra-EEC imports and
the most important importing countries were Germany and ltaly, recelving
about 61.6 percent of intra-Community trade in temperate zone commodities.
The analysis of this section is based on the information derived from
Tables 111.2, 111.3, and |I1.4.

Over the 1953 to 1969 period, the most notable changes in imports
from intra-Community sources have been the relative decline in the shares
of Italy and the Netherlands (almost half thelr share in 1953) and the
substantial increase in importance of France, that more than tripled its
share, and Germany, that doubled its share, as suppliers of temperate
zone goods to other Community members. While the major recipients of
exports from other EEC countries in 1969, were Germany and ltaly, only
Italy more than doubled its share of intra-EELC imports, and the remaining
member countries had only minor shifts in their relative shares.

If we now turn to the commodity composition of intra-Community trade
we can observe that the largest importers of livestock and meat have been
Germany, France and Italy and the origin of these imports has been pri-
marily from France and the Netherlands. The total value of intra-EEC

livestock and meat trade has been 1,127 million dollars in 1969 and 48 and
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220 million dollars in 1953 and 196! respectively. This rapid increase
in trade can be explained by the relatively high income elasticities of
demand for meat products (estimated at about 0.5)5 and the resulting
rapid increase in consumption per capita.

The largest exporters of fish and fish products to the EEC have
been the Netherlands and Germany and their primary customer has been
France. This is a product whose consumption per capita has been de-
clining in all EEC countries with the notable exception of France and
Italy.

Intra~community trade of dairy products has risen very rapidly in
the 1961-69 period as compared to the preceding one, and the largest
Intra-EEC exporters have been France and the Netherlands in 1969, with a
complete reversal In France's position which was the smallest exporter
in 1953. The largest importers have been ltaly and Germany in 1969,
with a decline in the position of Belgium-Luxembourg as an importer.over
the perlod under consideration. Germany and the Netherlands have been
the only countries where consumption per caplita has been declining.

Eggs have been one of the few products whose trade has declined in
absolute value over the last decade. The malin importer in the Community
has been Germany, while the major intra-EEC sources of supply have been
the Netherlands and Belgium-Luxembourg, with the latter rising more
rapidly over our sample period. Even though consumption per capita has
been rising over this period, the slow trend In trade of eggs can be ex-

plained by a rapid increase in domestic production (with the

5From Marsh and Ritson (59, p. 170).
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exception of the Netherlands).

"Cereals have been a commodity group with a negative income elastic-
ity of domestic demand and consumption per capita has been following
a declining trend in all EEC countries. Net exporter in the Community
has been France, while Germany and the Netherlands have been the tradi-
tional importers of intra-EEC cereals with Italy becoming Increasingly
more of a net importer.

Feed-stuffs have had a rapid increase in intra-EEC trade, a trend
that should be linked to the Increased per capita consumption of Livestock
and Meat products. France and the Netherlands have been the largest ex-
porters while all countries have been strong importers, with ltaly
rising over our sample period due primarily to the fact that ltalian
meat production has had the highest rise over the last decade.

Fruits and vegetables are commodities with high elasticity of demand
In the EEC and total intra-Community trade has increased quite rapidly
from 199 million U.S. dollars in 1953 to 467 and 973 million dollars in
1961 and 1969 respectively. The more notable exporters have been Italy
and the Netherlands while their largest customers have been Germany and
Belgium-Luxembourg. France has seen its total intra-EEC imports increase
very slowly over time from 26 million dollars to 48 and 49 million In
1961 and 1969 respectively.

Hides, skins, furs and forest products are different than other
temperate zone goods in that they are raw materials to the tanning and
wood and paper industries and therefore their demand depends upon the

consumption of their respective finished products. In intra-EEC trade
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France and Germany have been the largest exporters of hides, skins and
furs with a notable decline of Italy over time as an exporter and shift

into the largest importer in 1969 along with Germany and Belgium-

Luxembourg.

Intra-Community trade In wood, cork, and pulp has risen rapidly from
31 mitlion dollars in 1953 to 112 and 166 million in 1961 and 1969
respectively. France and Germany have been the largest exporters while
Germany has risen to be the largest importer as well primarily from
France. In 1953 the largest importer from the EEC was Belgium=-Luxembourg.

E. Constant Market Shares Analysis of EEC's Exports
and Imports of Temperate Zone Products

The determinants of exports:

We shall attempt now to arrive at some tentative generalizations on
the structure of trade in temperate zone.products. In particular we are
concerned here with identifying the most important factors to which we
can attribute changes in EEC's exports. In general, one would expect a
country!s exports may fall to grow as raplidly as Fhe world total exports
for four basic reasons: a) because of a decline in total world demand;
b) because the country's exports may be concentrated in those commodities
for which world demand grows relatively slowly; c) because exports may be
destined to slowly growing regions and d) because the country, for
various reasons, has not been able to compete effectively in the world
markets.

As can be seen In Table I11.9, EEC exports of temperate zone products

have grown rapidly over our sample period and more rapidly than both total
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Table 111.9. Growth of total exports in temperate zone products
(millions U.S. dollars)

Total World EEC EFTA Total World
Year Trade (without EEC)

Value )4 Value % Value % Value %
1953 123305 100 1431 100 1821 100 9200 100

1961 =~ 19016 154 2783 194 2460 135 12945 14
1969 27511 224 6346 443 3493 192 16294 177

World and EFTA exports. EFTA exports on the other hand have grown less
rapidly than total World and the EEC exports. Similar to the case of a
decline of a country's share In world exports, we can attribute a
comparatively better export performance to four factors: a) an Increase
In total world demand; b) a concentration of the country's exports in
commodities for which world demand is growing relatively more rapidly;

c) the fact that exports may be destined to fastly growing regions and

d) because the country's competitiveness in world markets has increased.

In the 11terature of International Trade various studies (5,6,83,89)

have attempted In the past to separate the factors that could explain
.changes in a country's export share in world markets. These original
studles ascribed export growth to elther structural or competitive forces,
by separating the change that would have occurred if the share of the
country In question in world markets had remained constant over time,

from a residual force attributed to changes in the country's
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competitiveness.

More recently, further attempts to disaggregate the forces that
could explain a country's export growth have been undertaken (53,76,77,
84). In our analysis we shall follow the empirical procedure of these
last studies. The basic model underlying this approach can be shown

as follows:6

riXi. - rX..) +

>
]
x
]
-
x
+
~~
N3

(r1.1)

Total Growth Commodi ty

Effect Effect
n n n n n
+(z z r . X, .—ZrX..)+ (XI. =X.. - = I r,..X.)
i=1 j=1 WU 5] jml j=1 1
Market Effect Competitive Effect
where:
i =1,2,...,n number of commodity groups
j=1,2,...,m number of Importing regions
X.. =L xlj Total exports of the analyzed country at year |
1] '
Xl. =2 ¢ X'Ij Total exports of the analyzed country at year 2
]

X,., = exports of good | to region j at year |

r = % increase in world exports of all goods to all destinations
from year 1 to year 2

This is the model presented Iin (53, pages 171-176).
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r= % increase in world exports of commodity I from year 1 to 2

r'j = % increase in world exports of commodity i to region j
rom year 1 to year 2.

The model requires some further explanation. The left-hand side of
Equation (11.1) is the change of the country's total exports from the
base year to the final year. This is equated to the sum of four compo-
nents: 1) the Total Growth effect; 2) the Commodity effect; 3) the
Market effect and L4) the Competitive effect. The Total Growth effect
indicates by how much exports would increase if the country had just
maintained its share of total world exports. The Commodity effect
attempts to capture the effect on exports of the country's concentration
on rapidly growing commodities and similarly the Market effect accounts
for the growth in exports due to the market distribution of the country's
exports. The Competitive effect is a residual between the actual export
growth and the growth that would have taken place if the country had
maintained its share in the export of each commodity to each destinatiOn.7
The Commodity and Market effects would be negative if the country con-
centrated in slowly growing comﬁodities and more stagnant regions
respectively. A positive Competitiveness effect would imply the country's

capacity to maintain and improve its position in world markets.

7The '"Constant-Market-Shares'' analysis of export growth is not
without limitations as it has been pointed out in the literature (53,77).
It would appear that the components of (Il.1) are sensitive to the degree
of commodity and regional aggregations as well as the choice of the time
period.
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Unfortunately there Is no straightforward explanation of the reasons for
a strong competitiveness effect. Various factors, like changes In rela-
tive prices, efficiency In marketing methods or advantages in geographi-
cal location can account for a strong competitive effect. Further
analysis is, therefore, necessary in order to identify the exact con-
ditions of a country's successful export performance in world markets.

We have utilized the Constant-Market-Shares approach in order to
identify the changes in the commodity composition, market distribution
and competitiveness in Qorld trade of EEC's exports of temperate zone
products. The calculations were made according to model (ii.1) and were
based upon thlirteen commodity groups and upon fifteen Iimporting areas.
The results of the detailed calculations are given in Table 1i1.11 while
the final results have been summarized in Table I11.10.

It is clear from our results that in the period between 1953 and
1961, the increases in the value of world trade explained more than 40
percent of the increase in EEC's exports, while from 1961 to 1969 they
explained them by 20 percent. The percentage explained for the two
perfods combined was about 22 percent. This decline in importance of
the Total Growth effect in explaining the Increase In EEC's exports In

1961-69 as compared to 1953-61 can be attributed not only to a sharp

8The Importing regions were: Associated to EEC; U.K.; Other EFTA;
U.S.; Australia, N. Zealand, S. Africa; Canada; Japan; Other Developed;
Communist Block; Associated L.D.C.'s to the EEC; Latin America; Africa;
Asia, Middle East; Maghreb; Other World.
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Table 111.10. Analysis of changes in EEC's exports of temperate zone
1953-69 (millions of U.S. dollars)

products:

1953-61 1961-69 1953-69
Value )4 Value 4 Value F3
Increase In EEC's
exports due to: 1352 100.00 3563 100.00 4915 100.00
1. Total Growth
Effect 587 43,42 724 20.32 1102 22.42
2. Commodity Effect ~97 -7.17 70 1.96 1096 22.30
3. Market Effect 7 0.52 -366 -10.27 -1362 -27.71
L, cCompetitive Effect 855 63.24 3135 87.99 Lo79 82.99
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Table 1i1.11. Derivation of Table 111.10, (million U.S. dollars)

Total World Exports X X,
Commodity Groups (except EEC) i i

(1) (2)  (3) (4) (5)
1953 1961 1969 1953 1961

1. Barley-Malze 560 694 798 9 158
2. Other cereals 584 697 708 100 185
3. Dairy products 724 942 1045 256 355
4k, Eggs 153 95 63 74 127
5. Feedstuffs 355 458 668 58 (BB
6. Fish 443 784 1243 49 95
7. Fruit & Vegetables 1348 1993 2880 465 875
8. Hides, skins

and furs Lo3 529 654 60 116
9. Live Animals 145 L66 408 15 84
10. Meat 1216 1643 2519 170 347
11. Rice 532 278 369 66 38
12. Wheat 1085 i855 1508 29 81
13. Wood, Cork and

Pulp 1649 2522 3426 79 130

14, Total 9200 12945 16294
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2_ 3. 3. -
GT 1) (2 1) (l 1) ry V‘ VoY, ] vij
r ry r. 53-61 61-69 53-69 53-61 61-69 53-69

0.24  0.15  0.43 2 24 Y 0 L 0
0.19 0.02  0.21 19 4 21 45 -17 45
0.30  0.11 0.44 77 42 169 84 51 124
-0.38 -0.34 -0.49 -28 -43  -75 7 5 4
0.29 0.40  0.88 17 51 98 0 26 32
0.77  0.59 1.81 38 56 172 19 17 29
0.48  0.45 1.14 223 394 998 170 194 307
0.31 0.25  0.64 19 29 74 9 16 0
2.21 =0.12 1.81 33 -10 152 16 -5 12
0.35 0.53 1.07 60 184 371 115 107 24
-0.48  0.33 -0.31 =32 12 -12 10 4 15
0.70 -0.18  0.37 20 -15 32 10 -3 3
0.53 0.36 1.08 42 65 194 12 29 24

0.42 0.20 0.09 470 794 2198 k97 428 836
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decline of the rate of growth of total world exports (except EEC) from
0.41 to 0.26, but also an Increase of the growth of EEC's exports as
can be observed in Table 111.10. ‘

The changes due to the Commodity and Market effects were compara-
tively small and showed some reversal over time. |In the first period
both effects were negligible with a favorable contribution of the market
distribution component and a slightly unfavorable influence of the
commodity composition effect. In the second period there was a higher
(about 10 percent) but unfavorable contribution of the Market effect
while the commodity composition effect remained negligible but somewhat
favorable.

Finally, the residual portion that provides a measure of the com-
petitiveness of exports In world markets has been the most important
component of changes in EEC's exports of temperate zone products. It
accounted for more than 60 percent during the 1953-61 period and in-
creased sharply to almost 90 percent in the subsequent period. The per-
centage for the two periods combined was about 83 percent. [t could be
observed here that the 1961-69 period coincides with the establishment
of the Common Agricultural Policy in the EEC. Could we attribute the
Increase In the competitiveness component to the influence of the CAP?
We cannot provide an answer in this context, since there is no way, from
the Constant-Market-Shares approach only, to identify the causes of
shifts In the various components. An attempt to provide some quantita-
tive evidence of the CAP's influence on trade of temperate zone products

will be made In the following chapter.
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The determinants of Imports:

We shall apply now the same methodology in order to identify the
most Important factors to which we can attribute changes In EEC's Imports
of temperate zone products. As can be seen from Table 111.12, EEC im-
ports have grown faster than world and EFTA imports éver time. One can
observe also a slower increase in fhe 1961-69 period as compared to the
1953-61 period. EFTA Imports have grown less fast than World Trade and

have experienced an absolute decline in the latter period.

Table 111.12. Growth of Imports of temperate zone products (millions
U.S. dollars)

Total World EEC EFTA
Year World Without

Trade EEC

Value % Value % Value 2 Value 2

1953 12305 100 10872 100 3104 100 4145 100
1961 19016 154 17179 158 6068 195 5303 128
1969 27511 224 21161 195 11217 361 5191 125

The model utllized here is basically the same as (11.]) with the

only difterence that X has to be interpreted as imports and r as the %

Increase In World imports.

The results of the detalled calculations are

available In Table II1!.14 and the final results have been summarized in

Table 111.13.

It can be observed from our results that the total growth effect,



Table 111.13.
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products (millions of U.S. dollars)

Analysis of changes in EEC's imports of temperate zone

1953-61 1961-69 1953-69
Value % Value 4 Value . %
Increase In EEC Imports: 2964 100.00 5149 100.00 8113 100.00
Due to:
1. Total Growth e
Effect 1800 60.73 1396 27.11 2949 36.35
2. Commodity
Effect -13 -0.44 327 6.35 =24 -0.30
3. Market Effect -603 -20.31 =416 ~-8.08 -693 -8.54
b, Competitive
Effect 1779 60.02 3842 74.62 5881 72 .49




Table 111.14.

Derivation of Table II1.13.

Total World Imports
(except EEC)

] 2 3 1953 1961

Commodity Groups
53 61 69 X; X'
1. Barley-Malze 846 991 1189 295 455
2. Other Cereals 615 718 611 131 207
3. Dalry Products 685 813 782 214 756
L, Eggs 189 195 69 110 226
5. Feedstuffs (fodder) 4o9 648 1304 113 302
6. Fish 499 1577 1527 106 240
7. Fruits & Vegetables 1526 2528 3651 644 1409
8. Hides, Skins & Furs 576 843 1109 233 429
9. Llve Animals 213 652 757 83 270
10. Meat 1186 1698 2930 140 ho2
1. Rice 508 282 393 L2 42
12. Wheat 1477 2306 1536 421 543
13. Wood, Cork & Pulp 2143 3628 5303 572 1286
Total 10872 17179 21161 3104 6068
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2 ry rg 53-61 61-69 53-69 ru)('j
2/1-1 3/2-1 3/1-1 riX' r'ZXi r3Xii 53-61 61-69 53-69

17 .20 R 50 91 121 4 86 91
17 -.15 -.01 22 -31 -1 -5 -23 -14
.19 -.04 .14 i) =10 30 23 -5 16
.03 -.65 -.63 3 -147 -69 9 -80 -24
.58 1.01 2.19 66 305 248 45 222 157
2.16 -.03 2.06 229 -7 218 50 89 93
.66 4k 1.39 425 620 895 365 343 610
.46 .32 .93 107 137 217 84 105 161
2.06 .16 2.55 7 43 212 37 68 212
.43 .73 1.47 60 293 206 k9 171 154
-. 4k .39 -.23 -18 16 -10 9 19 -1
.56 -.33 .04 236 -179 17 161 -150 0

.69 .46 1.47 395 592 84 354 462 777

.58 .23 .95 1787 1723 2925 1185 1307 2232
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i.e., the increase in EEC imports that would have taken place at the
world (without the EEC) rate of growth, explained more than 60 percent
of the Increase In EEC's imports from 1953 to 1961. In the subsequent
time period, this factor explained only 27 percent while for the whole
period from 1953 to 1969 the total growth effect explained about 36 per-
cent of EEC Import growth. This decline can be attributed to the
considerable slowdown of total wortd imports (from a rate of growth of
0.58 to 0.23) as well as a much faster increase of EEC imports in the
second period under econsideration.

The commodity effect, or In other words the concentration of EEC
Imports in those commodities for which the world supply is growing
relatively more rapidly, has had a negligible contribution to the in-
crease of EEC imports during the 1953-61 period but showed a slight
imorovement fn the subséquent period from -0.44 percent to about 6 per-
cent. The market effect contributed negatively to the growth of total
EEC imports accounting for about 20% in the tirst period under considera-
tion but declined substantially to about 8 percent in the latter period.
This would tend to imply that the EEC shifted its imports towards those
sources that saw their share in world imports increase over time,

Finally the ''competitive effect'' has been the major explanatory
component of the increase in EEC's imports and showed a tendency to in-
crease over time from about 60 percent to about 74 percent in the latter
perfod. This effect consists of the difference between the actual in-
crease in EEC imports and the increase that would have taken place if

imports had grown at the world (except the EEC) rate of growth for each
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commodity and each country of origin. H indicates the degree to which
EEC's imports differ from the pattern of world trade. A positive value
Indicates a faster growth of EEC imports than the growth that would have
materialized if they had followed the change in the pattern of world
trade. An increase over time of the ''competitive effect' should indicate
a greater divergence of EEC imports from the world trade pattern.

Table 111.15 presents the divergence of the actual and hypothetical
EEC imports by country of origin under the assumption that imports have
been growing at the average world rate of growth. The major difference
between actual and hypothetical imports occurred in the 1961~1969 period
for tmports from the EEC, U.K., Australia, New Zealand, S. Africa,
Canada, Japan, the Communist Block, Asia and Middle East which grew
faster than the world average. Imports from these countries accounted

for about 86 percent of the total discrepancy between actual and hypo-

thetical figures.
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Table 111.15. Change in EEC imports by origin (million U.S. dollars)

1953-61 1961-69

From a 3
Actual Hypothetical Actual Hypothetical

EEC 852 525 2794 1793
Assoc. EEC ~-12 -16 86 63
U. K. Lo 15" 53 11
Other EFTA 301 104 298 301
United States Lo2 3n 345 324
Austr., N.Z., S.A. 109 55 38 -25
Canada 33 -5 LY =33
Japan 27 6 28 2
Other Europe 235 201 78 34
Communist Block 336 280 560 173
Assoc. L.D.C.'s 59 66 240 205
Latin America 239 14 535 401
Africa 197 82 -144 -133
Asia, Middle East 98 b 262 50
Maghreb L7 47 -105 -81
Other World -2 -16 45 10
Total 2961 1710 5154 3095

almports growing at the average world rate of growth of imports.
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IV. TRENDS IN PRODUCTION, CONSUMPTION AND TRADE IN TEMPERATE ZONE

PRODUCTS AND THE STATIC EFFECTS OF THE CAP ON EEC TRADE

The analysis of the pattern of trade in agricultural commodities
discussed in Chapter Ill provides a basis for the investigation of the
Impact of the Common Agricultural Policy on production, consumption and
trade of temperate zone goods. The purpose of this section will be to
assess the effect of European Economic Integration, and particularly of
the CAP, upon the production of and the demand for agricultural commodi-
ties along with the resulting effect upon the trade flows of the EEC in
temperate zone products.

We will first analyze the major trends in the Common Market of pro-
duction, consumption and trade of temperate zone goods over the 1953 to
1969 period. In the second section we will present a brief survey of the
welfare implications of the formation of Customs Unions and we will dis-
cuss alternative approaches and findings in the literature in measuring
the effects of European Economic Integration. The third part consists of
a concise summary of the major empirical studies of the effects of the
CAP on agricultural production and trade in the Common Market. Finally,
we will present an empirical framework, consisting of estimated import
demand functions, which constitutes an attempt to eapture the static

effect of the CAP on EEC trade of temperate zone products.
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A. Trends in Agricultural Production, Consumption and Trade
in the EEC

The effect of the CAP has been not only to Increase the degree of
protectlion of some agricultural products from foreign suppliers, as we
saw in Chapter 11, Section B of this study, but also to stimulate pro-
duction within the Community by offering higher prices to farmers than
would prevalil in a freer market. The increasing production in some
commodities, encouraged by high domestic prices, has meant that the
Community has now reached a higher degree of self-sufficiency and growing
surpluses in important groups of regulated agricultural products. The
possibility exists that these trends have intensified competition in world
markets and exerted a downward pressure on world prices. Furthermore, one
would expect a reduction of imports from outside sources and the necessity
to dispose of unsold goods to the world market, subsidized by growing ex-
port payments or restitutfons (28).

Table IV.1 present some trends in production, consumption and trade
In selected agricultural products in the EEC. The first column gives
production in thousand metric tons, column 2 the change in stocks, columns
3 and b4 exports and imports respectively and column 7 total consumption.
Finally, column 5 shows imports from Intra-EEC while column 6 imports from
extra-Community sources. As may also be seen from Table 1V.2, the EEC
had achieved by 1968 a high degree of self-sufficiency for a large number
of agricultural commodities. From all commodity groups In this table,
only fish and fruits and vegetables are not covered by the variable-levy
system of protection. Fish Imports are protected by a common external

tariff in the neighborhood of 20 percent. Fruits and vegetables are



Table IV.1. Trends in production, consumption and trade in the EEC, or various temperate zone
products, 1953-1969 (1000 metric tons)?

Production Change in Exports Imports Intra- Extra- Consumption
Stocks Imports Imports

Year (1) (2) (3) (&) (5) (6) (7)
Total Meat (SITC: 01)

53/5h 6950 - -259 252 74 178 6943

61/62 9336 13 -545 1022 85 937 9826

68/69 11800 1 -888 1884 775 1109 12807
Milk (SiTC: 022)

53/5k 77160 76 -349 92 84 8 76979

61/62 94234 61 -755 188 147 I 93728

68/69 97977 -43 -1361 760 699 61 97376
Butter (SITC: 023)

53/54 858 b -52 55 29 26 865

61/62 1112 -2 -91 58 13 39 1077 .

68/69 1388 -107 -160 89 69 20 1210
Cheese (SITC: 024)

53/54 1075 - -127 131 68 63 1079

61/62 1421 -5 -190 236 124 112 1462

68/69 2020 -19 -308 280 223 57 1973

(64 6;?ote the following definitions: (7) = (1) + (2) - (3) + (4) and (4) = (5) + (6). Source:

06



Table 1V.1. (Continued)
Production Change in Exports imports intra- Extra- Consumption
Stocks Imports imports

Year (1) (2) (3) (4) (5) (6) (7)
Eggs (SITC: 025)

53/54 1416 - -115 190 N4 76 1491

61/62 1909 -6 -256 421 197 224 2068

68/69 2497 - -80 228 151 77 2645
Fish (SITC: 03)

53/54 2400 - -425 477 140 337 2452

61/62 2506 1 -477 693 206 487 2723

68/69 2630 - -562 1035 249 786 3103
Wheat (SITC: 041)

53/54 22064 - -1405 4978 212 4766 25637

61/62 23060 -193 -3189 6927 577 6350 26991

68/69 32267 -2023 -8572 6509 Lyglk 6025 28181
Rice (SITC: 042)

53/54 1003 5 -290 191 105 86 909

61/62 659 Lo -352 Lo [ 369 757

68/69 580 -45 -238 ny 80 334 711
Barley (SITC: 043)

53/54 4210 -92 -174 2000 Lo 1960 5944

61/62 9227 698 -2316 2142 1035 1107 9751

68/69 15338 -338 -4150 3484 2140 1344 14334

16



Table 1V.1. (Continued)

Production Change in Exports Imports Intra- Extra- Consumption
Stocks Imports Imports
Year (1) (2) (3) (4) (5) (6) (7)

Maize (SITC: oualh)

53/5h Lo87 162 -296 2007 48 1959 5960

61/62 6442 -454 -523 5006 Lo7 4599 10471

68/69 9648 159 -3382 11342 1409 9933 17767
Other Cereals (O4S, 046, 047, OL8)

53/54 13305 542 ~-1305 1800 196 1604 ]li342

61/62 10905 1015 -192 - 2929 566 2363 14657

68/69 12749 -393 -678 2285 790 1495 13963
Fruits & Vegetables (SITC: 05)

53/54 79062 -7h -4010 5567 1727 3840 80545

61/62 81799 515 -7041 9897 3252 6645 85170

68/69 81294 286 -8366 13873 5374 8499 87087

z6




Table 1V.2. Degrge of seif-sufficiency in selected agricultural products in the EEC, EFTA, and
?

U.K.

EEC EFTA U.K.
53/54 61/62 68/69 53/54 61/62 68/69 53/54 61/62 68/69
1. Total meat 1.00 0.95 0.92 '0.84 0.88 0.90 0.61 0.64 0.67
2. Milk 1.00 1.0l 1.01 1.00 1.00 1.00 0.99 0.99 1.00
3. Butter 0.99 1.03 1.15 0.78 0.89 0.53 0.08 0.12 0.1
k., Cheese 1.00 0.97 1.02 0.81 0.98 0.89 0.30 0.48 0.42
5. Eaggs 0.95 0.92 0.94 1.00 0.99 0.99 0.89 0.98 0.99
6. Fish 0.98 0.92 0.85 1.22 1.20 1.11 0.93 0.82 0.83
7. Wheat 0.8 0.85 1.14 0.54 0.52 0.59 0.37 0.39 0.4k
8. Rice 1.10 0.87 0.82 0.54 0.48 0.h42 0.01 0.01 0.01
9. Barley 0.71 0.95 1.07 0.77 0.92 0.98 0.67 0.94 0.96
10. Maize 0.69 0.62 0.54 0.19 0.14 0.17 - - -
11. Other Cereals 0.93 0.74 0.91 0.90 0.90 0.98 0.91 0.92 0.96
12. Fruits &
Vegetables 0.93 0.92 0.91 0.74 0.71 0.70 0.60 0.56 0.58
%The degree of self-sufficiency is measured as production
consumption

bSource: (64-67).

£6



94

protected by a range of Instruments including quality standards, import

duties, export subsidies anq provisions for market intervention by the

member states.]

Consumption of fish and fish products has increased more rapidly than
production in the community resulting into a notable reduction.of self-
sufficlency and a stimulation of imports during the 1961-68 period. Even
though no apparent evidence exists about trade diversion during the above
period, the EEC imported considerably less in the 1961-69 period from its
major source of supply, the EFTA group.

The gap between supply of, and demand for fruits and vegetables has
increased sharply, due to a drop in production and a steady increase in
consumption In the 1961-68 period. A slight decline in self-sufficiency
to about 91% was accompanied by a significant rise in total Imports.

Among the variable-levy commodities there was no change in self-
sufficiency of milk, while the degree of self-sufficiency dropped for
meat, rice and maize. The community became increasingly more ;elf-
sufficient in the remaining commodities, with the major increases in the
1961-68 period registered by wheat and other cereals (that included rye,
oats and other coarse grains), followed by barley and butter.

Community production of meat has not kept up with demand. Due to the
high elasticity ot demand, consumption of meat in the community increased
by about 30%, while production Increased by 26% in the 1961-68 period.

There was also a very marked acceleration of imports from intra-EEC sources

lA detailed analysis of the development of the individual commodity
groups under the CAP was made by Berntson et al. (9).
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that would indicate a significant degree of trade diversion.

Production rose faster than demand for dairy products and eggs with
the output of butter rising by 25% in the 1961-68 period, the output of
cheese by 42% and the output.of eggs by 31% over the same period. As we
saw in Chapter Il, Section B, the protection accorded to dalry products by
the variable levy system was significant and is consistent with the
observed trend towards self-sufficiency for these commodities. Total im-
ports of all dairy products Increased considerably, while imports of eggs
declined In the 1961-68 period. Considerable stimulation appears to have
taken place as well over the same period in intra-EEC imports of dalry
products.

Among grains, rice was the only commodity with steadlily declining
output and demand over the period under consideration. Rice has been
less protected by CAP arrangements as compared with other commodities and
the degree of protection has fluctuated, resulting in a wide fluctuation
of total output over the period. Total consumption has dropped slightly
and a certain amount of trade diversion can be detected in the 1961-68
period.

Production of wheat in the EEC has been rising (by 40%) after the
implementation of the CAP, stimulated both by high producer prices and
high yields, while consumption has increased at a slower rate (about 4%).
The most notable change over the same period has been the shift for the
community from a net importer to net exporter of wheat.

Consumption for barley rose by 47% but production rose faster (66%)

in the 1961-68 perifod with a significant rise in exports of this commodity.
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In the case of maize the rise In consumption (70%) exceeded the increase
In output (50%) and consequently there was a considerable increase in

Imports. For the remaining coarse grains, output increased by 17% in the

1961-68 period, thus reversing a previous downward trend. Consumption
over the same period declined with a significant stimulation of exports
and a decline in total imports.

Sizable surpluses of some commodities--notably dairy products--have
accumulated within the community and export subsidies or restitutions--
principally for dairy products, wheat, sugar, meat and poultry--have been
used extensively to dispose the unsold goods to the world markets. For
the 1968-69 fiscal year the costs of these restitutions were slightly over

$1 billion, with dairy products and grains accounting for about 75% of the

total costs.

B. The Theory of Customs Unions and Methods
Used to Measure Integration Effects

The theoretical welfare Iimplications of economic integration were
first systematically studied by Viner {98) and subsequently developed and
generalized by Marsh (60), Balassa (1), Vanek (96) and H. G. Johnson (36).
It has been traditional to distinguish between the long-run or dynamic
effects and the short-run or static effects ot integration.

In the analysis of the dynamic effects the levels of income and employ-
ment and the rate of growth are treated as variables that are primarily
affected by technological progress, the allocation of investment and the
possible creation of scale economies due to the increased size of the

market. Usually the dynamic effects will contribute positively to economic
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welfare. Very few attempts have been made to estimate the dynamic effects
of integration empirically even though they may prove to be much more
important than the static effects (23, p. 7 and 50, p. 917).

From a static viewpoint, given the levels of output and employment,
the changes In trade that would result from integration can be divided

into trade creation, where intra-union trade Increases, involving a shift

from a high-cost producer to a lower cost producer within the union, and

trade diversion, where Intra-union trade will increase due to a shift

from a low-cost producer outside the union to a higher-cost producer with-
in the union. Trade creation will cause an Increase in welfare while
trade diversion will reduce wel fare.

Several attempts have been made to estimate the static effects of
economic Integration. The earlier studies, when trade data were still
not avalilable, followed primarily the ex ante method which consists of
utilizing known or assumed values of parameters and variables in order to
evaluate the posﬁlble effects of integration on trade even before the
union has been established. The ex ante approach was utilized, among
others, by Verdoorn (97) and Janssen (35) who worked in the context of a
general equilibrium approach and made various estimates of how export
supply and Import demand would react to tariff changes.

Later studies, as date became more readily available, made use of ex
post approaches that consist of looking at actual changes in international
trade patterns over the period of exlstence of the customs union and
Identifying the changes that can be attributed to the Union. The l1itera-

ture that made use of the ex post methodology has been surveyed by
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Balassa (4), the EFTA Secretariat (23), Williamson and Bottrill (102) and
more recently by Kreinin (50). Two basic approaches have been followed

In the studies that attempt to evaluate numerically the ex post effects

of integration: one making use of Import and expoft shares and the other
utilizing Income elasticities of Import demand. Both methods are an
attempt to“provide a measure of the effects of integration as a difference
between the actual value of trade, at some point after the establishment
of the unfon, and a hypothetical value representing what it would have
been if integration had not occurred. The major difficulties involved
include not only the satisfactory construction of the hypothetical
estimates, but also the separation between static é;d dynamic effects

and between creation and diversion effects. In general, this hypo-
thetical state has been specified by projecting into the tuture of some
pre-integration trends In trade variables, under the assumption that these
trends would have continued Into the future at the absence of the customs

unions.

The analysis of market shares consists of studying developments in

shares of Imports and exports in an attempt to construct the hypothetical
estimates. The most successful attempts in this context have been the
analyses of Duquesne de la Vinelle (20,21), Truman (88), Major and Hays
(55), EFTA Secretariat (23), Williamson and Bottrill (102) and more
recently Kreinin (50). Some of these studies have been limited to examine
only development in shares among trade variables, but originally (87,52,54,
20) they did not allow for a distinction between the creation and

diversion of trade. More recently (102), a more successful study,
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distinguishes between trade creation by building a hypothetical world -
trade matrix under alternative assumptions about the relative importance
of creation and diversion obtained from previous studies. Other studies
(88,55,50) have utilized changes in the shares of imports from partners
and nonmembers in total apparent consumption (defined as domestic pro-
duction minus exports plus total imports) under the assumption that in
the absence of Integration the shares of the EEC in third country markets
would have remained unchanged from their pre-union level.

As an example of a market shares methodology we will present a brief
summary ot the procedure employed by Truman (88). His analysis consists
of the calculation of three basic shares of apparent consumption of
manufacturers: domestic (DS), partners' (PS) and non-members' share (WS).
If P is defined as gross domestic production, X as exports, MT as total
imports, MP as imports from intra-union partners and Mw as imports from
non-members, the following identities are assumed:

(1) pd =p - X, demand satisfied out of domestic production

(2) c=P-X+ MT, apparent consumption

d
(3) DS = %T , domestic share
MP
() PS = <+ » partners' share
MW
(5) WS = £ » nonmembers’ share.

At any point In time the shares sum to one and the changes in shares over
a period of time sum to zero. The possible combinations of share changes
from the establishment of a customs union are presented in Table IV.3.

The basic assumption in this study is that in the absence of integration
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Table 1V.3. Patterns of share changes in the Truman methodologya

Interpretation Sign of the Share-Change
Change  Change Change
in DS in PS In WS

1. Double Trade Creation - + +

2. Internal Trade Creation and
External Trade Diversion - +

3. External Trade Creation and
Internal Trade Diversion - - +

4. Double Trade Erosion + - -

5. Internal Trade Erosion and
Internal Trade Diversion + - +

6. External Trade Erosion and
External Trade Diversion + +

3source: (88, p. 206).
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the shares DS, PS and WS would have remained constant. Truman's model
has been questioned by Willlamson and Bottrill (102) especially for the
above-mentioned assumption, which seems to be at variance not only with
the widely held belief that income elasticities of import demand are in
general greater than unity but also with the late fifties and early
sixties' moves towards trade liberalization In Europe.

The fmport elasticities approach is an attempt to arrive at the

"hypothetical' estimate by relating trade flows to income and price
varlables and making the basic assumption that the resulting parameters
would have remained stable in the absence of integration. This method
was first proposed and utilized by Waelbroeck (100) and Balassa (4) and
subsequently developed by Clavaux (14) and Kreinin (49). The elasticitlies
approach is based on the mole theoretical formulation (86,73,74) of a way

to extrapolate a base-year world trade matrix by explaining country i's

exports to country j as:

X,.=¢ -l-—?H-—- (1)

where YI and Yj are the national incomes of country | and j respectively,

r.. Is the distance between i and j and a, b, ¢ and d are constants.

L}

The study of Balassa (k) consists of a comparison of ex post income
elasticlities of demand for imports for a pre-EEC (1953-59) and a post-
EEC perlod (1959-65). Assuming that, in the absence of Integration the

elasticlties would have remained unchanged, it follows that a fall in

the income elasticity of demand for extra-EEC imports reveals '‘trade
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diversion,' an increase in the income elasticity of demand for imports
from all sources of supply indicates ‘'trade creatlion,' while a rise in
the elasticity of demand for intra-area Imports indicates ''gross trade
creation.'" Clavaux (14) has argued that Balassa's estimates were biased
downwards because in the early 1950's intra-European trade was extensively
liberalized but there is no reason to believe that this trend would have
continued into the 1960's. Kreinin (49) in the context of the Balassa
framework has estimated import demand functions for each EEC member for
1953-61 and has utilized his estimated functions to predict hypothetical
Imports in the absence of integration for the years 1962-65, under the
assumption of no dynamic effects of integration. Even though his income
elasticity coefficients had the right sign and were significant, price
elasticities were usually Insignificant and of the wrong sign. His results,
as compared to other studies, indicate extremely low effects of Integra-
tten and his methodology has been criticized by Williamson and Bottrill
(102) for the choice of both the year 1961 as the demarcation of pre-
versus post-EEC estimates and of his price variable, as the ratio of the
import price Index to the domestic wholesale price index, with no reference
to tariff changes.

Table V.4 summarizes the quantitative estimates of Integration

affects derived from the above-mentioned studies.



Table IV.4. Emplrical investigations of integration effects?®

Author Method Used Year Trade Block
Studied

Lamfalussy (52) . shares 1962 EEC

Waelbroeck (100) elasticity 1,11 1962 EEC

Duquesne de la shares 1962 EEC

Vinelle (20,21) 1964

Truman (88) shares: 1964 EEC

aggregated 1958 base
aggregated 1960 base
disaggregated 1958 base
disaggregated 1960 base

Balassa (4) elasticities 1965 EEC
Kreinin (49) elasticities 1965 EEC
Clavaux (14) elasticitles 1966 EEC
Major & Hays (55) Updating of Truman (88) 1968 EEC

aggregated 1958 base
aggregated 1960 base

Williamson and

Bottrill (102) shares 1969 EEC
1969 EFTA
Kreinin (50) shares 1967-68  EEC
: 1969-70 EEC
EFTA secretariat (23) shares 1965 EFTA

3source: Adopted from (50).

bNote: "External Trade Creation' indicates a rise, due to inte-
gration, of extra-Union imports.
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Trade Creation Trade Diversion - External Trade

($ Billions) ($ Billions) CreationP
($ Billions)

0.54

1.01 0.49

2.25

4.00 1.5

4.93 0 1.73
2.93 0 0.13
4 .54 0.18 1.76
2.60 0.63 0.97
1.90 1.13 1.06

.04 0.08

5.00
10.77 0 2.89
7.96 0 0.85
6.4 - 8.3 1.9 - 3.5

0.7 - 1.3 0.9 - 1.6

4.3 1.8

8.9 1.9

0.37 0.46
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C. Some Previous Studies of the Effects
of the CAP on EEC Agricultural Trade

Several studies have appeared in the literature that have provided a
measure of the effect of the CAP on production, consumption and trade of
agricultural products in the EEC. These studies have been either of the
exante or the expost type. The exante studies have attempted to arrive
at a measure of the CAP effects for some future date (1970 or 1975), based
on projections of past trends under alternative assumptions about the
agricultural policy framework in the EEC. The expost analyses have
relfed on actual data over the period of the implementation of the CAP to
provide a preliminary assessment of the effects of EEC agricultural
protection. We will 1imit our brief survey to only those earlier attempts
that have utilized a more analytical framework.

Table |V.5 provides a summary of some of the major empirical studies
that have attempted to evaluate the effects of the CAP on Communlty
agriculture. Along with the year for which each study applies, the table
Indicates the type of methodology used, the commodity group studied and
a concise summary of the major conclusions reached.

The most important exante studies have utilized various projection
techniques from multiple regression analysis (48), to spatial price
equilibrium models (17), linear programming model! (29,30), the use of -
simple trend equations (24,25,57,72,80,82) and the estimation of an agri-
cultural submodel for the EEC (47). The study by Fox (29,30) estimates

the cost of CAP protection (negative production effect)2 for wheat,

i;he "Negative production effect'" is defined as an increase in the
total value of production by EEC countries minus the cost of providing
the increased quantity with non-EEC imports.



Table 1V.5.

Empirical studies of the effects of the CAP on EEC agriculture

Author Year Method Used Commodities Major Conclusions
Studied
Dean and 1970 projection by winter Gains by 1970 to EEC (in $ millions):
Collins (17) spatial equilib- oranges to producers: 52.07, to consumers:
rium models 27.28, Net Gain: 43.3
Fox (29,30) 1970 projection by wheat, barley, (in $ millions) Trade creation by 1970:
linear progr. mai ze 74.08-145.8, Trade diversion: 5.65.9-
mode | 782.8, net effect: -520.1 to -708.8,
negative production effect: 261.8-
369.8
Krause (48) 1963/64 projection by total agri- Trade diversion by 1964: $300 million
1970 multiple cultural pro- per year. Trade diversion by 1970:
regressions duction $500 million per year.
Malmgren and 1968 convert the various The post-CAP protection level is about
Schlechty (56) effect of the agricultural triple the pre-CAP level
CAP {variable products

levy) into ad
valorem tariff
equivalents

90l



Table 1V.5. - (Continued)

Method Used

Commodities
Studied

Major Conclusions

Author Year
Kruer and 1967/69
Berntson (51)

EPP (24,25) 1970-75
Herinckx- 1968-69

Pirlot (34)

estimate of ex-
cess expendi-
tures on food
by EEC con-
sumers due to
the CAP

regional price
projections in
EEC

estimation of
the cost of the
CAP to Belgian
Consumers (var-
lable levy)

various
agricultural
products

wheat, barley,
beef, milk, hogs,
broilers

total
agric.
production

~ Cost of the CAP (variable levy) to con-

sumers: $14.4 billion. Divided as:
$5.5 billion from national agricultural
budgets, $2.4 billion in FEOGA expendi-
tures and $6.4 billion as excess con-
sumer costs

The projected price changes will favor
farmers with the highest incomes. The
operation of FEOGA causes a transfer of
foreign exchange from member countries
with agricultural net import balances
to member countries with agricultural
net export balances

Cost of the CAP to Belgian consumers:
$380 million, of which 21% derives from
crops, 70% from livestock products and
9% from fruits and vegetables

Lol



Table 1V.5.

(Continued)

Author

Year

Method Used

Commodities
Studied

Major Conclusions

Krause (47)

Sorenson and
Hathaway (82)

Petit and
Viallon (72)

1965
1970

1970

1975

1970
1975

estimation of
agric. submodel
of EEC

projection of
output, con-
sumption and
trade in EEC

projection of
output compared
with demand
projections in
France

total agric.
production

grain and
1ivestock
products

grain and
livestock
products

(percent per year) by 1965 by 1970
Change in agric.

PriceS.cicvrnnses 1.0 0
Change in agric.

output ......c0.. 2.0-2,5 1.0-1.5
Change in agric.

labor force -1.2 -(2.0-2.5)
Change in per

capita agric.

income ....... 3.7-4.2 2.7-3.7

By 1975: an increasing shortage of
beef and an increasing surplus of milk
will develop; approximate self-
sufficiency for pork, eggs and poultry
meat; increasing what surplus and

some shift from wheat to barley.

Net Exports

(thousand metric tons) 1970 1975

Feed grains -1,002 = 250
Food grains 8,630 10,177
Dairy products 1,315 9,622

Meat 182 196
Eggs 16 -6

g0l



Table V.5,

(Continued)

Author Year Method Used Commodities Major Conclusions
Studied
Rossmiller 1970 projection of grain and Percent self-
(80) 1975 output com- livestock sufficiency: 1965 1970 1975
pared with products All grains “68% T 72% 72%
demand pro- Beef-veal 79% 8u% 82%
jections in Pork. 92% 100% 103%
Germany Poultry 42% 60% 75%
Eggs 80% 88% 90%
Milk 111%  105%  111%
Mangum (57) 1970 projection of grain and Percent self-
1975 output com- 1i vestock sufficiency: 1965 1970 1975
pared with products Feed grains §8.9% “L1.5% ~ 37%
demand pro- Food grains 99.8% 103.3% 113.4%
jections in Milk 99.8% 97.5% 103.3%
Italy Eggs 89.0% 80.6% 85.7%
Meat 82.2% 71.0% 66.9%
EEC (22) 1967 Comparison of total agri- The incidence of support on farm in-
(Directory- CAP with U.S. cul tural come is 50.4% in the EEC and 44.3% in
General for agricultural production the U.S. Withdrawal of support would
Agricultures) support system. lead to a fall of 19% in the value of

Use of dynamic
econometric
model for U.S.

crop production in the EEC and 28% in
the U.S. and the value of livestock
production by 38% in the EEC and 13%
in the U.S.

601



110

barley and maize by 1970 between 261.8 and 369.8 million dollars.

The most systematic attempt to provide projections for grain and
livestock products for the EEC In 1970 and 1975 was made by a research
team from Michigan State University (24,82,72,57,80). A concise summary
of the major results from the above studies is presented in Table IV.3.
The general conclusion of the exante studies Is the expectation that the
CAP will lead to significant trade diversion from low cost world sources
to high cost community sources of Imports, and to a higher degree of self-
sufficiency for the most agricultural commodities.

The number of expost studies of the effects of the CAP has been
relatively small. The more anaiytical among these studies have been the
article by Herinekx-Pirlot (34), that attempted to estimate the cost of
the CAP to Belgian consumers, the article by Kruer and Berntson (51),
who estimated the overall cost of the CAP to EEC consumers for 1968-69,
and more recently a book by Knox (46), that provides a more comprehensive
evaluation of the effects of the CAP on trade and production In the EEC.

Berntson and Kruer computed the excess consumer costs for major
agricultural commodities as the difference between the Community prices
and the world price. This method assumes that the domestic prices that
would prevail In the absence of any CAP arrangements would be equal to the
existing world prices, without taking into consideration either that pre-
CAP natlional support programs, or the possible downward effect of CAP on

world prices. Excess consumer expenditure Is defined as the product be-

tween domestic production minus exports and the EEC producer price minus

the world price. It is estimated that, in addition to the expenditures
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of financing the variable levy system, the CAP adds about $6 to 7 billion
to EEC consumers' food costs. This would correspond to about $116 per
family in 1968-69, which is more than 10% of the average family food budget
in the community. These added costs would correspond to about 6% of the
price of pork, 10% of the beef price and 12.5% of the bread price.

The study by Knox, without an explicit analytical framework, attempts
to evaluate the effects of the CAP on world agriculture. The conclusion
Is reached that the trade diversion effect of the CAP has been considerable
for all agricultural commodities (except fruit and vegetables and feed-
stuffs other than cereals) an etfect that was counterbalanced by the

rapld Increase in consumption of several commodities (particularly cereals)

within the EEC.

D. The Methodology Used in the Present Study
In an attempt to capture the static effects of the CAP on trade of
temperate zone products we have estimated import demand functions for the

3

EEC for fourteen agricultural commodity groups” and for all products

lumped together, for animals and animal products and for all cereals and
preparations. The approach of demand equations based on multiple re-
gression was flrst proposed by Balassa (4) and Kreinin (49) under the
assumption that Income elasticities of import demand, in the absence of
integration, would have remained unchanged. Elasticities are estimated

for perlods preceding and following the formation of the EEC. A fall in

3The correspondence between the SITC number and our commodity break-
down is summarized in Table 1 In the Appendix to this chapter.
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the fncome elasticity of demand for extra-EEC imports indicates ''trade
diversion,' while an increase in the Income elasticity of demand for
imports from all sources of supply provides an estimate of ''trade crea-
tion." A rise in the Income elasticity of demand for intra-EEC imports
Is an Indication of ''gross trade creation' and, finally, a rise in the
elasticity of import demand for extra-EEC imports denotes ''external trade
creation."

The model utilized consists of three equations of import demand for
the EEC: an equation for total imports of a given commodity into the
EEC (M), an equation for imports into the EEC frem extra-EEC sources
(Mex) and an equation for imports into the EEC from member countries
(Mlnt)‘ The general form of the equation of import demand used is:

Ml

i i i
. et oSt ) (4.1)

- f(Yt’ Peec't wt’

where

Mt‘ = the value of EEC imports of commodity i in year t,

Yt = the income of the EEC in year t,

i

eec t - average producer (or wholesale) price of good | In

the EEC In year t,

P | - average world price of commodity I in year t,

AST '_] = change In stocks of good | during the previous year
In the EEC.
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The income variable included In the import equations was alternatively,
the EEC Gross National Product at market prices (Y), real GNP at 1963
market prices (Yr) or GNP per capita (ch) all expressed in U.S. dollars.
For wheat and barley an additional price variable was included in the
Import equation: Pbt/Pwt which is the ratio of the price of barley
relative to the price of wheat In the EEC in year t. Some degree of sub-
stitutabllity between wheat and barley is assumed here.

The price varlable Peec/Pw Is the ratio between the prices paid to
domestic producers and the prices prevailing in the world market. As we
discussed in Chapter |1, this variable should capture the ''margin of
protection' attributed to the CAP. Because of the "non-tariff barrier"
nature of the Variable Levy system of agricultural protection, ad valorem
import tariff rates were not included in the specification of our price
variable. An approximation of the ''CAP margin of protection' is the
difference between the prices domestic producers actually receive and
those which they would have received if competing foreign products were
freely imported. As an approximation, assuming that Iimports can replace
domestic supplies without a significant rise In production costs, this
latter price can be substituted by the price of exports in the world
market.

The import demand equations were estimated for two time periods: 1953~
1961 and 1961-1969 with the understanding that the first Is the pre-EEC
period and the second the post-EEC period under the assumption that
signl ficant discrimination in EEC agricultural trade began around the

year 1961. The estimated equations were utilized in obtalning projections
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for the 1964-1969 period in an attempt to provide a quantitative estimate
of the magnitude of trade creation and diversion.

Two forms of Equatlon (4.1) were estimated by a multiple regression.

First a linear form:

i i i i .
Mt =a + a]Yt + a, Peec t/Pw e * a3ASTt -1 (4.2)

and second In log-linear form:

i b b b i i b i
Ith = In ot 'l]nYt + 2ln Peec t/Pw t + 3lnASTt -1 (4.3)

which is obtained by making a double logarithmic transformation on the

multiplicative function:

I b b

i i
M, = b ¥l (P /P )

i b
eec t''w t ] (ASTt -l) 3 (h.4)

This latter form of the Import equation was selected because it yields

parameters in the form of elasticities. For example:

i i

I M dM Y
InYt dYt Mt

can be Interpreted as the income elasticity of import demand. If b::
Is the Income elasticity before integration and bf is the income

elasticity after integration then the possible cases can be summarized

as follows:
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in the case of total EEC imports:

b} < b2

1 | » denotes trade creation,

in ;he case of Intra-EEC Imports:

bl] < blz, denotes gross trade creation,

in the case of extra-EEC imports:

bl' > b‘z, indicates trade diversion,

and, finally, in extra-EEC Imports:

1

i indicates external trade creation.

b, <b

2
1
E. The Statistical Results

The model presented in the previous section was estimated on the
basis of annual observations covering the 1953-1969 period. The estima-
ted equations are presented in Appendix A at the end of this study. No
serial correlation, as reflected by the Durbin-Watson (D.W.) statistic,
. has been found. The coefficient of determination adjusted for degrees
of freedom (ﬁa) and the Durbin-Watson statistic are given for each
estimated equation, while the t values of each estimated coefficient is
presented In parentheses below It.

An examination of the estimated double logarithmic equations
retatively high coefficients of determination (given the low number of
degrees of freedom) with about 45% of the estimated equations having an

R above .90, 18% between .80 and .90, 7% between .70 and .80 and only
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bg with an ﬁz below .40. The least successful equations in terms of

the adjusted coefficient of determination appear to be the equations for
dalry products and other cereals and forest products (probably because
of irregular trends due to aggregation) and for rice and barley (whose
trade has fluctuated widely over the period under consideration).

In terms of the significance of the individual estimated coefficients
the results appear less favorable. While the Income coefficlients were
significant in about all equations a smaller number of price coefficients
were found to be significant. More specifically, about 60% of the in-
come coefficients were significant at the 1 percent level, 12% at the 5%
level and about 12% at the 10% level. Only 6% of the price coefficients
were significant at the 1 percent level, 3% at the 5% level and 13% at
the 10 percent level. What is perhaps worth noticing is the fact that the
significant price coefficients were exclusively limited to the commidities
subject to the variable-levy system of protection.

In addition to the estimation of the double logarithmic equations
we estimated our import functions in linear form. The results of our
linear equations are very similar to those of the logarithmic equations.
in terms of the coefficient of determination (adjusted for degrees of
freedom) 47% of the estimated equations have an ﬁz greater than .90, 17%
between .80 and .90 and 7% between .70 and .80. In examining the
significance of the Individual estimated coefficients, the income co-
efficients were significant in almost all equations while less favorable
results wre obtained for the price coefficients. About 63% of the income

coefficlients were signlflcant at the | percent level, 6% at the 5 percent
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level and 13% at the 10 percent level. About 7% of the price coefficients
were significant at the 1 percent level, 4% at the 5 percent ievel and 9%
at the 10 percent level.

Table IV.6 provides a summary of the estimated ex-post income
elasticities of import demand of the Common Market with an indication of
possible trade creation (TC), trade diversion (TD), external trade crea-
tion (ETD) and gross trade creation (GTC).

Evidence of trade creation was found for all cereals (and in par-
ticular for wheat, rice and maize), for dairy products and food-stuffs.
Trade creation in food-stuffs can be explained by a rapidly-growing demand
within the EEC for meat, while trade creation in dalry products was
probably related to a significant increase of the domestic demand for milk
and milk products.

‘Trade creation in maize is primarily related to demand rising faster
than output of this commodity and in the case of rice, creation of trade
was assoclated with production dropping much faster than the decline in
consumption. In the case of wheat the result Is more difficult to
reconcile with an absolute decline in imports in physical units.

Trade diversion has characterized all commodities studied, with the
exception of dairy products, maize and feed-stuffs which experienced ex-
ternal trade creation over our sample period. The evidence thus would
indicate that the formation of the common agricultural policy has con~
siderably affected the pattern of international trade flows by shifting
from foreign producers to partner-country sources of supply for eleven

out ot the fourteen Indlvidual commodlty groups studied. This conclusion



Table 1V.6.

Ex-post income elasticities of import demand in the EEC

Commodities

Total | t
@) (b) (ba)

Extra ~ EEC Imports

(a) (b) (b-a)

Intra-EEC Imports
(a) (b) (b-a)

Animals and
Animal Products
(sITC: 001,01,02,03)

All cereals
(SITC: 04)

All temperate
zone products

1.70 1.22

0.74 0.82 +0.087c’

1.15 0.87

(1961-1969) - (1953-1961).

-0.48

-0.28

1.69 1.20 -0.497D

0.74 -0.50 -1.24TD

1.02 0.50 0.527D

2.83 3.18 +0.35GTC
1’007 2.5‘* -1053

2.79 3.60 +0.81GTC

3(a) refers to period 1953-1961, (b) to 1961-1969 and (b-a) is the difference between

bTC = Trade Creation
TD = Trade Diversion

ETD = External Trade Creation (Negative Trade Diversion)
GTC = Gross Trade Creation.

gl



Table 1V.6. (Continued)

Commodities Total Imports Extra-EEC Imports Iintra-EEC Imports
(a) (b) (b-a) () (b) (b-a) (a) (6) (boa)

1. Live Animals 2.21 1.51 -0.70 2.01 1.32 -0.697D 6.37 L.30 -2.07

2. Meat 2.47 1.25 -1.22 2.40 1.35 -1.05TD 2.60 2.40 -0.20

3. Dairy Products 1.05 1.60 +0.55TC 0.58 1.66 +1.08ETC 1.61 1.78 +0.17GTC
4. Eggs 1.14 =113 -2.27 1.39 -2.73 -4.127D 0.94 -0.41 -1.35

5. Fish 1.46 1.01 -0.45 1.37 0.79 -0.58TD 3.70 3.04 -0.66
6. Wheat -0.63 3.02 +3.65TC -0.95 -1.09 -0.14TD 3.57 5.33 +1.76GTC
7. Rice -0.04 0.18 +0.14TC 1.71 0.31 -1.40TD -4.24 -0.38 +3.86GTC
8. Barley 1.33 0.81 -0.52 -0.77 -2.09 -1.32TD 13.84 3.95 -9.89
9. Maize 1.24 1.72 +0.487C 1.04 1.52 +0.48ETC 8.25 10.17 +1.92GTC
10. Other Cereals 1.46 0.58 -0.88 -0.68 -.99 =~1.677D 2.48 -0.09 -2.57
11. Fruits & Vegetables 1.32 0.76 -0.56 1.22 0.63 -0.59TD 1.54 0.99 -0.55
12. Feed-Stuffs 1.48 1.62 +0.14TC 1.54 1.62 +0.08ETC 2.62 2.84 +0.22GTC
13. Hides & Skins 0.99 0.54 =-0.45 0.91 0.51 -0.40TD 2,25 1.52 -0.73
4. Wood, Cork, Pulp 2.40 1.40 -1.00 2,27 .44 -0.83TD L.49 0.91 -3.58

6l
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Is in accordance with both the theoretical effects of the CAP and the
existing emplirical evidence.

On the baslis of our estimated equations we have projected for 1969
the value of total Imports, the imports from non-EEC sources and intra-
EEC imports for each commodity group under two hypothetical situations.
The first hypothesis we will call the pre-CAP conditions. This Implies a
continuation of the pre-CAP individual agricultural policies, expressed
as an increase of domestic prices in the 1961-69 period as In the previous
period. The second hypothetical situation corresponds to a free-trade
Ideal where domestic prices In the EEC equal world prices. Since it is
difficult to Imagine what world prices would have been at the absence of
the CAP, we assume that the existing world prices would prevall even under
free trade conditions for agricultural products. Table IV.7 presents the
estimates of EEC imports under the above two hypotheses and Table IV.8 pro-
vides an estimate of the distortion in international trade caused by the
substitution of the CAP to the previous individual agricultural support
systems and the distortion involved from the adoption of protectionist
policies as compared to a free trade situation.

If h superscript denotes the estimated hypothetical import figure and
no superscript Indicates the actual value, then by letting

h

kl = MIntra - M!ntra
h
k2 = Mextra Mextra

h
and k3 = Mtot Mtot

we can make use of the classification of the possible effects of



Table IV.7.

Actual ind hypothetical EEC Imports of temperate zone products in 1969 (million U.S.
doliars

Actual Imports

Hypothetical Imports

A) No Cap B) Free Trade
Commodities Total Intra Extra Total Intra Extra Total Intra Extra
1. Live
Animals 707.9 324.8 383.1 713.3  149.0 564.3 758.7 201.5 557.2
2. Meat 1430.1 801.5 628.6 1123.7 409.4 714.3 1128.6 410.5 718.1
3. Dairy Prod. 654.2 563.0 91.2 464.3 223.3 241.0 663.6 329.0 334.6
k. Eggs 118.3 99.2 19.1 284 .7 59.9 224.8 296.4 60.9 235.5
5. Wheat 599.3 314.5 284.8 288.0 82.3 205.7 956.3 338.9 617.4
6. Rice 69.6 18.5 51.1 39.1 0.0 39.1 L4 .9 3.8 L 1
7. Barley 247.0 195.1 51.9 2411 126.5 114.6 266.3 184.0 82.3
8. Maize 638.5 133.0 505.5 548.2 70.4  477.8 760.8 112.7 648.2
9. Other Cereals 251.8 167.2 84.6 357.4 161.9 195.5 326.5 56.7 269.8
10. Total Variable-
Levy Goods 4716.7 2616.8 2099.9 4059.8 1282.7 2777.1\ 5202.1 1698.0 3503.1
11. Fish 474.3 133.0 341.3 511.2 130.4 380.8 527.0 129.7 397.3
12. Fruits & Veg. 2342.0 972.9 1369.1 3037.0 1143.6 1893.4 2937.4 1057.1 1880.3
13. Feed-Stuffs 947.3 217.9 729.4 985.7 221.2 764.5 984.8 223.4 761.4
4. Hides, skins,
furs 618.3 98.4 519.9 875.8 156.1 9.7 776.6 135.2  641.4
15. Wood, cork,
pulp 2117.5 165.4 1952.1 24¥85.1 254.7 2230.4 2522.7 281.2 2241.5
16. Total Non-
Variable Levy
Goods 6499.4 1587.6 4911.8 7894.8 1906.0 5988.8 7748.5 1826.6 5921.9

1zl



Table 1V.8.

of the EEC (million U.S. dollars)®

Estimates of trade creation and diversion In the EEC during 1969:

the static effect

As compared to pre~CAP policies

As compared to fFree Trade

Commodities :
kg k, ky k3 k, ko
1. Live Animals -5.4 175.8 -181.2 T -50.8 123.3 -174.1 TD
2, Meat 306. 4 392.1 -85.7  TCsTD 301.5 391.0 -89.5 TC&TD
3. Dalry Products 189.9 339.7 -149.8 TCETD -9.4 234.0 -243.4 TD
L. Eggs -166.4 39.3 -205.7 TD -178.1 38.3 -216.4 TD
5. Wheat 311.3 232.2 ° 79.1 NE -357.0 -24.4 -332.6 TD
6. Rice 30.5 18.5 12.0 TD 24.7 14.7 10.0 TD
7. Barley 5.9 68.6 -62.7 TCETD -19.3 n. -30.4 TD
8. Maize 90.3 62.6 27.7 TD -122.3 20.3 -142.7 T
9. Other Cereals =-105.6 5.3 -110.9 TD -74.7 110.5 -185.2 TD
10. Total Variable
Levy Goods 656.9 1334.1 -677.2 TCETD -485.4 918.8 -1403.2 D
11. Fish -36.9 2.6 -39.5 T0 -52.7 3.3 -56.0 TD
12, Fruits &€ Veg. -695.0 -170.7 -524.3 TD -595.4 -84.2 -511.2 ™
13. Feed-Stuffs -38.4 -3.3 -35.1 T -37.4 -5.5 -32.0 TD
14. Hides, Skins,
Furs -257.5 -57.7 -199.8 NE -158.3 -36.8 -121.5 NE
15. Wood, Cork, ‘
Pulp -367.6 -89.3 -278.3 NE -405.2 -115.8 -289.4 NE
16. Total Non-
Variable Levy
Goods -1395.4 -318.4 -1077.0 TD -1249.1 -239.0 -1010.1 TD
Note that kI = MIntra hIntra’ k2 = Mextra- Mhextra’ k3 = Mtot - M tot’

(44}
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Integration proposed in the EFTA Secretariat 20, p. 15 study, summarized
in Table IV.9. Our findings are presented in Table V.8, where TC denotes
trade creation, TD indicates trade diversion and NE shows no integration
effect.

We can observe from our estimates that a comparison of the actual
Import figures with the value of Imports that would have prevailed if pre-
CAP agricultural policies had continued up to 1969 shows trade diversion
for both variable levy commodities and for those temperate zone goods not
covered by the CAP. In particular, the formation of the Common Market
has been found to have had no significant effect on imports of wheat,
hides, skins and furs, and forest products (wood, cork and pulp). With
respect to hides, furskins and forest products these results reflect a
low degree of protection that has not been significantly affected by the
formation of the EEC since no preferential treatment was reserved for
member countries. Under free trade conditions Imports of these two
commodity groups are not expected to have been much different than the
actual trade flows. In the case of wheat the result is more difficult to
explain. Wide year to year variations in Imports of wheat make the choice
of 1969 as the projection year quite arbitrary. Furthermore, the EEC was
a net importer of wheat, while after the introduction of the CAP, as a
result of Increased production, the Community has become a net exporter.
This latter trend might lead to underestimation of the trade diverting
effects of the CAP if only developments in EEC imports are analyzed.
Finally, no distinction was possible between hard and soft wheat and thus

our results do not take Into account the fact that the degree of



Table IV.9. Classification of the possible effects of integration proposed in the EFTA
Secretariat Study (23)

Values of k:

k3 k] 2 Interpretation
1 k>0 >0 >0 (a) kI/Mintra > kZ/Mextra Trade Creation
(b) ky/M; oo < Ko/Myisra No effect
2. >0 >0 >0 (a) k2 =0 Trade Creation
(b) k2 <0 Trade Creation and
Trade Diversion
3 >0 <0 >0 No effect
4 <0 <0 <0 (a) kl/Mintra < k2/Mextra Trade Diversion
(b) K1/Minera ~ %2 Mastra No effect
5. <0 >0 <0 Trade Diversion
6. <0 <0 >0 No effect
7. =0 >0 <0 Trade Diversion
8. =0 <0 >0 No effect
9. =0 =0 =0

No effect

yel
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self-sufficiency in soft wheat has Increased considerably after the intro-
duction of the CAP, while the Community has remained a net importer of
hard wheat.

Evidence of trade creation and trade diversion was found for dairy
products, meat and barley, which can be explained by the rapidly growing
demand for these products. The remaining commodities indicated trade
diversion as a result of the adoption of the CAP or the formation of the
EEC Customs Union in the case of the non-variable levy goods. Total trade
creation for all variable-levy products was estimated to be about 657
million U.S. dollars, three quarters of which was related to meat and dairy
products. Trade diversion for all temperate zone products together.was
found to be approximately $2073 million by 1969 in the EEC. A brief
summary of our findings is presented below in Table IV.10:

Table iV.10. Trade diversion for all temperate zone products (in §$

millions) .
Trade Internal External Total
Creation Trade Trade Trade
Diversion Diversion Diversion
(1) (2) (3) (2) + (3)
Total variable-
levy goods 656.9 -- 677.2 677.2
Total non-
variable levy goods -1395.4 318.4 1077.0 1395.4

Total temperate
zone products -738.5 318.4 1754.2 2072.6
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Trade diversion as a percentage of actual aggregate imports for
variable-levy commodities was about 14.4% while a larger trade diverting
effect (21.5%) was found for all non-variable-levy goods. In terms of
the individual commodity groups, the largest trade diversion effect was
felt in dalry products, eggs, live animals, barley, Yother cereals' and
frui ts and vegetables.

Finally, external trade creation or an increase in extra-EEC imports
following the adoption of the CAP was found to be around $119 million by

- 1969 and this effect was felt in wheat, rice and maize.
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V. THE EFFECTS OF THE CAP ON THE ALLOCATION
OF THE AGRICULTURAL LABOR FORCE IN THE EEC:

THE DYNAMIC EFFECTS OF THE CAP

The Common Agricultural Policy of the EEC by protecting the agri-
cultural sector from foreign competitors and supporting farm prices and
incomes, has affected the efficiency of sectoral resource allocation and,
therefore, aggregate economic growth in the Common Market. We will attempt
in this chapter to provide a quantitative estimate of the effect of the
implementation of the CAP on labor mobility on the agricultural sector
and income growth in the EEC.

We will start with a brief account of the characteristics of Common
Market agriculture and some of the problems that relate to this sector.

We will next study labor migration as a source of labor supply in the post-
EEC period and the role of a heavily protective agricultural policy as a
factor that reduces the mobility of labor from agriculture.

Finally, a very simple submodel of Common Market agriculture will be
estimated and an attempt is made to reach some very tentative conclusions
about the 'dynamic'' or resource allocation effects of the CAP on labor

mobility and, consequently, on economic growth in the EEC.

A. Agriculture in the EEC
An examination of the position of agriculture in the economies of the
Common Market countries and a comparison with some selected developed
countries |s presented in Table V.1. The general Impression obtained from

this table is one of relative Inefficiency of Community agriculture



Table V.1. Economic characteristics of agriculture in selected

countries

Agricultural Agricultural Incremental

value added employment as capital/output

as a % of a % of total ratio In Agri-

Gppa ' employment? culture®

1961 1969 1961 1969 1961 1969
Belglum 7.5 5.3 8.3 5.2 1.1 1.5
France 8.5 6.0 22.4 15.1 1.0 5.9
Germany 5.2 3.6 13.1 9.6 - -
Italy 15.4 11.3 31.1 21.5 1.2 1.6
Luxembourg 7.6 5.3 15.8 11.6 - -
Netherlands 9.8 7.0 11.0 7.6 1.0 1.5
United Kingdom 3.9 3.1 4.0 2.9 4.3 4.9
Denmark 15.1 10.0 18.1 11.9 3.0 5.0
Ireland 24.3 19.7 36.3 28.4 2.6 1.3
Norway 10.4 6.5 20.7 14.7 b,y 5.5
United States 3.9 3.0 7.9 4.6 11.8 6.1
Canada 6.4 5.9 13.0 8.2 5.8 b
Sweden 7.2 L.9 14.4 8.8 1.6 b
Japan 14.0 8.7 29.0 18.8 1.8 5.6

3The source Is (69)
PThe sources are (63,66,70)

CDefined as the ratio of gross fixed asset formation to increments
In gross domestic agricultural product In current prices. Source:

(69).
dThe source Is (66).
®The source Is (68).
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Ratio of Gross fixed Average Indices of
prices re- asset forma- farm gross fixed
ceived/pald tion as a % size asset forma-
by farmers of GDP in (hectares)® tion in
Agriculturee Agricul ture
in 1968¢
(1963 = 100) 1958 1968 1968 (1958 = 100)
0.93 11.9 13.1 1 150
0.99 14.3 17.4 24 210
0.92 19.6 25.8 10 171
0.98 13.9 15.8 7 176
- - - 20 -
1.06 8.3 15.6 16 265
- 14.3 18.4 68 147
- 10.2 15.7 20 194
1.08 10.9 14.8 16 179
1.00 25.7 28.7 13 140
1.00 17.8 22.4 212 - 150
0.99 23.2 36.1 207 212
0.96 15.9 21.9 17 201
- 11.3 18.2 1.1 309
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(except In the Netherlands and Belgium),.as compared to the agricultural
sector ot other industrial countries. A large number of people are still
employed In EEC agriculture while their contribution to the Community's
GDP Is relatively smaller. |In particular, Italy and France still employed
by 1969 more than 15% of the total labor force in agricultural actlvities,
which is in sharp contrast with the lower percentages for the United
Kingdom and the United States. In terms of the contribution of agricul-
tural value added to the nation's GDP, Italy, Denmark and Ireland have
percentages higher than 10%, while the smallest relative contribution of

this sector (about 3%), was found in Germany, Britain and the United

States. The fact that the percentage of agricultural workers in total
employment in France, Germany, ltaly and Luxembourg, does not product a
corresponding percentage of the GDP, can be considered as evidence of the
disparity between average incomes in agriculture and those in the rest of
the economy of the above countries.

Further evidence of the relative inefficiency of the agricultural
sector of the Common Market countries can be inferred by the relatively
lower incremental capital-output ratios (ICOR) InEEEC agriculture. The
incremental or marginal capital-output ratio in agriculture is defined as
the ratio of gross fixed asset formation to increments of gross domestic
agricultural product. One would expect that the ICOR tends to be lower in
the countries where agriculture is relatively less developed, since capital
remains a comparatively scarce factor and its productivity should be

relatively high.

Furthermore, the average size of a farm in EEC countries is
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considerably lower (between 7 and 24 hectares) than the farm size in
Britain, Canada and the United States, an indication of the uneconomical
size of the average farm in the Community. Finally, we observe a con-
siderable rise in gross fixed asset formation in agriculture over time
and of GFAF as a percent of agricultural GDP in all Common Market
countries over the period under consideration. This reflects the in-
creasingly capital-Intensive nature of agricultural production in the EEC.
B. European Economic Integration
and Labor Migration

An important source of labor supply in post-war Western Europe has
been the immigration of workers from both European and non-European
sources. This international transfer of labor has not always been smooth
and unimpeded. In the sixties the integration of the national economies
in the EEC has offered an opportunity for removing some of the social and
economic obstacles to labor mobility and therefore to improve the
efficiency of resource allocation within the community. The Treaty of
Rome provided for the free movement of labor in Articles 48 and 49 which
required that free movement be achieved before the end of the transition
period.

The establishment of free labor movement was achieved gradually.
The first attempt in the EEC towards intra-community movement of workers
came from a decision of the Council in June, 1961, té6 implement the first
regulations. These came into force in September, 1961. The regulations
provided that any vacancies on the national labor market could be filled

within three weeks by the domestic administration from its own nationals,
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but that after this period offers of employment would be transmitted to
the other member-countries. Workers accepting this offer and moving to
another Community country would be able to renew their labor permits

there for the same occupation after one year of regular employment; for
any other occupation for which they were qualified, after four years.
Automatic granting of labor permits would apply in the case of occupations
for which there was a labor shortage, while workers specifically applied
for by an employer would be granted a permit without reference to the
domestic labor market, if supported by family reasons or the needs of

the firm concerned.

During the second stage of the implementation of Articles 48 and 49
progressively more freedom of movement was achieved so that, after two
years of regular employment a migrant worker could move to any job on the
same terms as nations. Finally, by July, 1968, complete freedom of
movement became a reality.

The empirical effects of European economic integration on labor migra-
tion have been investigated by Yannopoulos (104), Hunter and Reid (34)
and Bohning (10). Some of the trends in labor migration in the EEC are
summarized in Tables V.2 and V.3. In Table V.2 we can observe net
migration into EEC countries from 1950 to 1969. In the 1950-59 period
Germany and France were the major recipients of migrant workers with

Italy and to a lesser degree the Netherlands as the only countries

'In order to alleviate the sociological, psychological and political
difficulties that accompany labor migration, the European Soclal Fund was
established In the EEC which is concerned with resettlement and help
finance vocational retraining in order to ensure the reemployment of
workers who have to change their jobs.



Table V.2. Net migration in EEC countries® (thousands)

Year Belgium Luxembourg France Ge rmany ttaly Netherlands
1950 -10 1.1 20 378 =77 20
1951 14 1.1 30 113 -99 -23
1952 12 1.0 19 L8 143 -48
1953 0 0.9 19 348 -82 -32
1954 0 0.6 51 220 -103 -20
1955 15 0.6 120 308 =131 -5
1956 13 0.9 170 329 -137 =11
1957 30 0.7 220 379 =122 -12
1958 2 0.3 140 294 -125 12
1959 -7 0.4 130 176 -122 -17
Average

1950-59 6.9 0.76 91.9 259.3 =114.1 -13.6
1960 7 0.6 140 336 -93 =13
1961 -1 2.4 180 k19 -14] 6
1962 19 2.8 860 283 51 17
1963 35 1.6 215 224 164 8
1964 L9 3.1 185 301 60 14
1965 31 1.8 110 344 -13 19
1966 21 0.7 125 132 -109 20
1967 18 ~0.5 92 =177 -125 -12
1968 6 0.7 100 278 -130 6
1969 7 1.7 151 572 -57 20
Average

1960-69 19.2 1.49 215.8 271.2 -39.3 8.5

g€l

3sources = (63,70).



Table V.3.

Total immigration and intra-community movement of workers in the EEC® in thousands

Year Total EEC Total Intra-EEC (b) as a % Italian Con- (c) as a % of
Immigration Migration of (a) tribution to (b)
Intra-EEC
Total (c)
(a) Total of (b) Total of (¢)
1958 236.7 152.1 64.3 123.2 81.0
1961 575.1 292.5 50.9 233.2 79.7
1962 645.7 276.4 42.8 218.4 79.0
1963 657.8 226.8 34.5 170.8 75.3
1964 804.2 232.3 28.9 174.7 75.2
1965 893.1 304.9 34,1 245.2 80.4
1966 756.5 246.1 32.5 197.4 80.2
1967 2.9 116.6 28.2 82.5 70.8
1968 653.9 168.1 25.7 LT 85.7
1969 997.4 174.8 17.5 150.5 86.1
1970 1085.9 211.3 19.5 179.9 85.1

3sources: (10,33).

el
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experience of net out-migration. During the following ten years it can

be noticed that Belgium, Luxembourg and France2 more than doubled (in
average) their net immigration and the Netherlands has become a net
recipient rather than a net contributor of migrant workers. Germany still
continued to receive the largest number of Immigrants and the Netherlands
had a net Inflow of migrants. Italy remained the only country with
substantial labor surpluses during this period, contributing approximately
80 percent of intra-EEC migration.

Overall immigration In the EEC increased steadily until 1965, slowed
down in 1966-67 and increased rapidly again in the 1968-70 period.
According to Yannopoulos (104, p. 235) up to 1965 the EEC was character-
ized--with the exception of Italy--by low unemployment and considerable
manpower shortages but from 1966 labor market conditions have begun to
ease. As a result the contribution of intra-community workers to overall
immigration has declined steadily from 64.3 percent in 1958 to 19.5 per-
cent in 1970. As the intra-EEC labor movements declined, the labor in-

flows from third countries acquired more importance.

C. Agricultural Labor Mobility a Factor of EEC Growth
The rapid rate of expansion of EEC countries during the post-war
period has been attributed, along with other factors, to the ready avail-
ability to Industry of excess labor (18,19,45). Kindleberger (45, p. 3)

concluded that

2Where about half consisted of seasonal immigration.
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...the major factor shaping the remarkable economic
growth which most of Europe has experienced since
1950 has been the availability of a large supply of
labor. The labor has come from a high rate of
material Increase (the Netherlands), from transfers
from agriculture to services and industry (Germany,
France, ltaly), from the immigration of refugees
(Germany), and from the Immigration of unemployed
and underemployed workers from the Mediterranean
countries (France, Germany, and Switzerland).

In the late fifties this source of economic growth appears to have
diminished in Importance because of a fall in unemployment and a
tightening of the labor market. These pressures in the labor market have
contributed to wage claims exceeding the rate of productivity growth,
and have led to price inflation.

More specifically, the contribution of the transfer of the agri-
cultural labor force to more productive activities in industry and
services to European economic growth in the 1950-1962 period, was esti-
mated by Denison (18,19). The estimated (19, pp. 201-202) contribution
of this transfer to the 1950-1962 growth rate of national income per
person employed was 0.29 percentage points in the United States, 0.35
percentage points in Beigium and 0.10 percentage points in the United
Kingdom. The contribution to growth in the other EEC countries was found
to be larger--0.88 points in France, 0.90 in Germany, 1.26 in Italy, and
0.47 in the Netherlands. The general assumption underlying‘DenIson's
calculation Is that, If the farm percentage of total employment In 1950
had been as low as It was in 1962, there would still have been over-
allocation of labor to agriculture relative to the rest of the economy.

The transfer of labor out of low productivity agriculture to high

productivity nonagriculture jobs appears therefore to have been a
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significant source of economic growth in the Fifties.

Approximately 10 million people were employed in the agricultural
sector of the Community In 1969. This was 47.8 percent below the |9.h.
million people employed in 1952 and about 30 percent below the 14.5
million employed in 1961. Table V.4 provides a picture of agricultural
employment in EEC countries as a percentage of total civilian employment.
The average annual rate of outmigration from agriculture has increased
steadily from -2.9 percent in the 1954-57 period to -4.17 percent in the
1962-65 perfod, but this trend was reversed in the 1966-69 period to a
rate of ~4.0 percent. The steady movement of workers out of agriculture
has been the principal source of new employment for industrial and ser-
vice occupations, but another important source of labor supply in the EEC
has been the Immigration of workers from both European and non-European
sources. Overall immigration in the EEC increased steadily until 1965,
slowed down in 1966-67, and increased rapidly again in the 1968-70 period.
According to Yannopoulos (104, p. 235) up to 1965 the Community was
characterized--with the exception of Italy--by low unemployment and con-
siderable manpower shortages but from 1966 labor market conditions have
begun to ease. As a result, the contribution of Intra-community workers
to overall immigration has declined steadily from 64.3 percent in 1958
to 19.5 percent in 1970. As the intra-EEC labor movements declined, the
labor inflows from third countries acquired greater importance.

By 1967-68 the EEC experienced a considerable rise in the produc-
tivity of farm labor (about 7-8 percent a year) as compared to the 1963-64

period (3-4 percent), brought about by the steady decline in the number



Table V.4, Agricultural employment as a percentage of total civilian employmenta

Belgium-

Year Luxembourg France Ge rmany ltaly Netherlands EEC

1952 1.4 31.0 21.1 43.1 15.6 30.3
1953 11.3 29.6 19.9 45.6 15.1 28.7
1954 11.0 28.2 18.9 h2.3 14.5 27.1
1955 10.5 27.0 17.7 40.7 13.9 25.9
1956 9.9 26.2 16.9 38.4 13.4 24.6
1957 9.5 25.2 16.3 36.3 13.0 23.6
1958 9.3 23.7 15.7 34.9 12.7 22.7
1959 9.3 23.2 14,9 34.3 12.2 22.1
1960 8.9 22,4 14.0 32.8 11.6 21.0
1961 8.5 21.6 13.1 31.0 11.0 19.9
1962 8.2 20.6 12.8 29.4 10.5 19.0
1963 7.7 19.5 12.2 27.2 9.9 17.8
1964 7.2 18.5 11.6 25.6 9.5 16.8
1965 6.6 17.8 11.1 26.1 8.9 16.4
1966 6.2 17.0 10.8 24.9 8.6 15.7
1967 6.0 16.4 10.6 2h 8.4 15.3
1968 5.8 15.8 10.2 22.5 8.0 14.5
1969 5.4 15.1 9.6 21.5 7.6 13.8

3sources: (63,70).

gel
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of persons employed in agriculture combined with a significant increase
in total ;eal farm output. Furthermore agricultural productivity has
risen faster than labor productivity in other sectors of the economy.
However, as can be seen from Table V.5, labor productivity in agriculture
in EEC countries is still considerably lower than productivity in other
sectors, especially In France and Germany.

In the face of the<z developments, the idea has been advanced in the
literature (3,47,48,60) that the protectionist effect of the CAP on EEC
agriculture has slowed down the movement of labor out of the agricultural
sector. For example, according to Balassa (3, p. 181) in reference to the

effects of the CAP:

....the ensuing substitution of high-cost continental
sources of supply for low-cost non-European sources
would lead to a decrease of productive efficiency and
could be expected to interfere with economic growth in
the Common Market countries.inasmuch as the transfer of
the labor force from agricultural to non-agricultural
occupations would be slowed down.

This hypothesis implies that so long as labor productivity is higher
in non-agricultural sectors of the economy, any policy, like the CAP
arrangements, that would tend to support farm prices at high levels and
thus slowing down the rate of out-migration of labor from agriculture, is

bound to affect the efficiency of resource allocation and the aggregate

growth rate of the economy.



Table V.5. Level of labor productivity (%J and gross capital formation per worker (%}J,

1962-1969
Belgium France Germany Netherlands

ST T T
1. Whole Economy 3,179 3,377 3,831 3,566 3,075 3,063 2,461 3,261
2. Agriculture 3,190 1,995 1,720 1.385 1,250 1,440 2,410 1,280
3. Mining 2,543 3,170 4,520 6,350 3,641 4,818 3,266 --
4. Manufacturing 2,591 2,050 4,963 -~ 3,370 -- 2,597 --
5. Construction 2,680 -- 3,211 -- 2,521 -- 1,733 --
6. Electricity,

Gas, & Water 7,231 23,020 7,260 39,840 8,261 22,181 5,075 -
7. Transport &

Communication 3,099 -- 4,635 -- 3,468 -- 1,725 --

Commerce 4,630 8,316 4,860 -- L 249 5,040 2,763 5,080

Services 1,200 -- 1,320 -- 1,232 -- 890 --

a
Note: %-= sector output per worker in U.S. dollars and

per worker in U.S. dollars. Source: (71).

I

L

sectoral gross capital

formation

oyl
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D. A Methodology to Estimate the Effects of the CAP
on Labor Allocation and Income Growth in the EEC

To test some of the hypothesespresented in the previous section, a
very simple submodel of the agricultural sector in the Common Market was
estimated and an attempt was made to quantify the effect of the adoption
of the CAP on labor allocation and consequently on aggregate economic

growth in the European Economic Community. The structural model equa-

tions are summarized below:

(nvy= VA + VNA

(2) E = EA + ENA

(3) VA = o +ay Ep oy < 0
(B) Vya =B * By Eya * By Iyasar By» B> O

(5) EA = ao + al QA, a] < 0

62 > 0

(6) Q4 = 65+ & Pyt 85 Iypsns 85

The explanation of the variables is as follows:

Y = Gross domestic product per capita
VA = Value added in agriculture per capita

VNA = Value added in the non-agricultural sector per
capita



142

E = Total employment (E = Ep + ENA)

EA = Agricultural employment

E, . = Non-agricultural employment

NA

QA = Total agricultural output, net of imported feeding
stuffs and store cattle

= The ratio of gross fixed capital formation in

|
NA/A the non-agricultural sector relative to
agriculture
PA = Index of prices of agricultural commodities

where PA’ domestic agricultural prices and lNA/A’ the ratlo of gross
fixed capital formation In the non-agricultural sector relative to agri-
culture, are exogenous variables while the remaining variables are
endogenously determined.

The relationship of the variables in the model can be made much

clearer through the use of a causal arrow diagram:

| e '1
P
A —_ 4 > E, >V,
\ \\Y
ENA\\\5S | ////ﬂ
' v
7 NA
i NA/A )

The structural model and our regression results are presented in Appendix

B at the end of this paper.

The model was estimated for the EEC on annual data of the variables
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for 1953-1961, 1962-1969 and for the total 1953 time period. In terms
of the coefficient of determination, Rz, and the significance of the
individual coefficients, the model appears to have performed better in
the later pefriod and in the two time periods combined.

We solved the model by projecting our variables for 1969, under three
hypotheses. The first hypothesis (H]) was that the outflow of agri-
cultural workers would have followed in 1966-1969 the same trend as in
1962-1965. The second hypothesis (HZ) is that the '"Mansholt Plan' was
adopted in the 1966-1969 period with the Implication that an additional
5 million farmers would have left the agricultural sector. The third
hypothesis (H3) consists If both the ''Mansholt Plan'' would have been
‘adopted in the above period and all farm support schemes eliminated from
agriculture. The elimination of the farm programs in the EEC would have
reduced producers' incomes by 50 percent as was estimated in the EEC
Commission study (19). Finally the fourth hypothesis (H4) is that the
withdrawal of support from agriculture would not haye heen accompanied

by the Implementation of the '"Mansholt Plan." The results of our simu-

lations are shown below:

Average Annual Rates of Growth

Actual Hypothetical in 1966-69
1962-65  1966-69 H] H2 H3 Hh
Y 4,24 4.19 5.05 11.19 9.91 3.88
E -4.17 -4.00 -5.40 -14.37 -14.37 -5.20
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The movement of labor out of agriculture would have been faster (about
14% a year) under H2 and H3 and the rate of growth of GDP per capita
would have been considerably stimulated in the EEC under the above
hypotheses.

Our conclusions will have to be considered as very tentative not
only because of the simplicity of our structural model but also because
our hypothetical policy changes in the EEC cannot be expected to have had
an instantaneous impact on the economy. Our results would indicate that
the aggregate rate of growth in the Common Market would have been slowed
down if all support arrangements for agriculture were abolished (Hh) but
could have been considerably stimulated if any of the other policies had

been implemented during the 1966-1969 time period.3

3The mode! was also estimated for France, ltaly, Belgium-Luxembourg,
Germany and the Netherlands separately for the total 1953-1969 time
period. The individual country equation estimates are presented in
Appendix B at the end of this study. In terms of both the coefficient
of determination, Rz, and the signi ficance of the coefficients, the model
appears to have performed better for France and ltaly.
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VI. THE IMPLICATIONS OF ADOPTION OF THE CAP FOR THE

UNITED KINGDOM, IRELANb, DENMARK AND WORLD AGRICULTURE

On January 22, 1972, the Treaty of Accession was signed in Brussels
between the Common Market countries and the Unfted Kfngdom, Denmark,
Norway and the Republic of Ireland. The Norwegian Parliament did not -
ratify the agreement so only the remaining three countries formally'
entered the Common Market beginning from January 1, 1973. In particular,
the entering countries agreed to the Common Agricultural Policy of the six .
comblete membership will be achieved in steps over five years. Special
arrangements were made in regard to Britain's Commonwealth sugar imports
and to imports of cheese and butter from New Zealand.

It has been widely recognized that acceptance by Britain of the CAP
wiil have broad implications for farm incomes, balance of payments and
food costs In the United Kingdom. Here we will summarize some of the
major findings on the Implications for British agriculture of membership
In the EEC. Furthermore, the Impact of the adoption of the CAP by ireland
and Denmark will be considered and an- attempt will be made to assess the

effects of the enlargement of the Common Market for world agriculture.

A. The United Kingdom and the CAP
The entry of Britain In the Common Market Is expected to be costly
primarily due to participation in the Common Agricultural Policy. This
participation will Involve the adoption of the ''variable-levy-intervention
system'' and the abolition of the ''deficiency-payments'' program as well as

the gradual adoption of the FEOGA system of financing the CAP. Even though,
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in recent years, British farming policy has moved closer to the Common
Market's method of protection with the decision in 1970 to change to a

- system of import levies, the adoption of the'CAP will Iﬁply domestic
support prices much higher than world market prices. - This could lead to
a signiflicant expansion of agricultural output in Britain. Under the
deficiency-payments system the United Kingdom has granted subsidies to
farmers and allowed the free Import of temperate zone commodities, thus
maintaining food costs relatively low and farm incomes well protected.

The financial repercussions of the acceptance of the CAP by Britain
cannot be accurately assessed due to the high degree of uncertaint* in-
voived in forecasting the changes that will result from this policy shift,
Nonetheless, several attempts have been made to provide a quantitative
estimate of these changes. The financial consequences will be felt both
on the British budget and on the balance of payments. The possibility also
exists that other factors, like trade creation in manufacturing pioducts
and the ''growth or dynamic effects' of Integration (43,55,103), could
affect positively the United Kingdom's balance of payments.

In comparing the British system (deficiency payments) with the EEC
system of support (varfable levies) the difference between the two is
smaller than commonly accepted not only because the United Kingdom has
protected its agricultural sector with a wide range of instruments in-
cluding subsidies, duties and import quotas but also because since 1971
there have been moves in Britain in the direction of substituting existing
protective schemes with an Import levy system. CLonsequently, any

differences between the British and EEC price support schemes, should be
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seen as differences in degree rather than two fundamentally different
systems.

In general, the two systems of protection differ in the sense that
the CAP restricts imports to a greater degree than the deficiency payments
system and by the fact that under the CAP, the cost of supporting agri-
culture Is borne directly by the consumer through higher market prices
while in Britain the consumer pays lower prices and the lost is largely
borne by the taxpayer. So, if the adoption by the United Kingdom of a
varlable levy scheme would improve the farmers' welfare and reduce the
consumers' welfare, the deficiency payments program would make fafmers
better off and consumers no worse off as comparea with a free trade
alternative.

The adoption by Britain of the Common Agricultural Policy is expected
to directly affect: a) domestic farm prices, b) trade patterns of
temperate zone products, c) the Government Budget, and d) United Kingdom's
farmers. These direct effects can next be analyzed in terms of their
impact on: a) Britain's balance of payments and b) net gains or losses of
United Kingdom's welfare, as approximated by the real value of British
people's incomes, assoclated with the above balance of payments changes.

The support of high domestic farm prices (following the elimination
of deficlency payments), the replacement of low-cost food imports from
EFTA, North America and elsewhere by high-cost products from intra-EEC
sources and the application of variable levies on extra-Community imports
will involve an increase In the price of several commodities (especially

cereals, beef and veal, pigmeat, cheese and butter). The rise in the
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retail price index for food, faster than would otherwise occur, has been
estimated originally (43,11) at 18-26% (mid-point 22%), and more recently
(27,40,41,90) at about 15 percent over a six year period. As a result of
rising food prices, the consumer price index Is expected to rise by an
additional 4 - 5% (11) to about 3% over the same period (90,40,41). Thus,
not only is the value of imports expected to rise, but also the increase
in the cost of living could affect the general cost structure of the
economy and finally reduce the competitiveness of Britain's exports of
manudfactures.

The entry of Britain in the Lommunity could cause profound changes
in the trade patterns of temperate zone commodities. These changes, no
doubt, will invoive buying food from intra-Community sources rather than
from cheaper sources outside the Common Market. 1t is very likely that
North American and Commonwealth exporters will suffer sharp losses of
agricultural export markets. The United Kingdom was still in 1969, as
can be seen fhom Table 111.4, one of the world's largest commercial im-
porters of temperate zone goods, and has increasingly been shifting Its
sources of supply from the United States and Commonwealth countries
towards EFTA and EEC countries; The greatest diversion of trade away from
the above sources and in the direction of EFTA and the EEC appears to have
taken place In eggs, wheat, fodder and forest broducts and this trend is
expected to accelerate after Britain's enkry. Brftain, Ireland and
Denmark could become the recipient of EEC Agricultural surpluses. This
trend should be affected aiso by a stimulation in the entering countries

of the level of agricultural production that would Increase the degree of
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self-sufficiency In several products. According to some recent studies
(31,37,41,27) it is expected that the output of wheat, barley and milk
would be stimulated by adoption of the CAP, while a significant rise in
the consumption of meat (with the possible exception of beef and veal)

and a shift from butter to margarine could take place. According to
Josling (41, p. 88) it Is expected that the United Kingdom's imports from
extra-Community sources by 1980 could decline (by about half the value in
1972) for pigmeat and cereals and remain unchanged for sugar, butter and
cheese. This will strengthen the trend towards trade diversion in the EEC
for temperate zone goods.

Finally, according to a recent Michigan State University study (27)
It is not unlikely that significant surpluses in grain could result for
the entering countries.

According to recent British Government estimates (90), the budget of
the enlarged EEC is expected to grow to about S4 billion in 1977. Before
the entry to the Common Market, the British government has been paying
subsidies directly to the farmers, while after the adoption of the CAP
Britaln will have to contribute to FEOGA. The contributions to this fund
can be interpreted as a subsidy to Community farmers and in particular to
French agriculture. The contribution of the United Kingdom to this fund
has been estimated to be between 340 to 620 million pounds (40,11,90) by
1977, with a more likely figure in the neighborhood of 400 million pounds
(61,11). This would correspond to about one billion dollars or 1% of
United Kingdom's GNP.

The adoption of EEC prices is expected (11) to increase net
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agricultural output by an additional 3-10%, Implying a possible reduction
of temperate zone food imports by 5-20%, but also to increase producer
costs (one third of which are feed-stuffs). This increase in agricultural
production is not expected to be shared by all British famers. Producers
of fruits and vegetables, and possibly British offshore fishermen, could
be seriously hurt.

The above changes in prices, consumption, production and trade could
cause considerable strain upon the United Kingdom's balance of payments. -
As a result of the adoption of the CAP alone, the cost to the balance of
payments has been estimated by the first Government White Paper (11)
from 90 million to 1 billion pounds while more recent estimates (61)
put this cost around 400 million pounds or 1% of Britain's GNP. The net
balance of payments effect would be considerably smaller and it appears
that membership is not likely to cause any difflculty for.BrIta!n's
balance of payments position during the transition period. From the view-
point of welfare gains or costs, the rise in imported food prices and the
net contribution to the Community budget are estimated to contribute
negatively to economic welfare from a maximum of 650 million pounds by

1980 (44) to the order of 350-400 million pounds (41,61).

B. Irelénd and Denmark in the EEC
About 16% of Denmark's population is engaged In agriculture while the
same figure for Ireland is about 30%. The Irish Republic is economically
linked to the United Kingdom and is expected (27,31) that the adoption
of the CAP would ensure a rise in the prices of meat, butter and cheese,

and imports of cattle could slow down while total exports could increase
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for grains, especially from intra-EEC sources.

In the case of Denmark, adoption of the CAP could aggravate EEC
surpluses of pigmeat and dairy products. A deficit in grain can be
expected along with a stimulation of Denmark's exports of dairy products,

beef and pigmeat to both Iintra and extra-EEC countries, because of CAP's

export restitutions.

C. Implications for World Agricultural Trade
~ We will ndw briefly review some trends in production, consumption
and trade in selected temperate zone products in the United Kingdom
over the 1953-1969 period, and next, we will summarize some estimates
attempted in the literature regarding the implications of the enlarge-
ment of the EEC on agricul tural self-sufficiency in the community and,
consequently, on world agricultural trade.

Table VI.1 presents the frends in output, consumption and trade of
agricultural products in Britain. The first column shows production, the
second column gives the change in stocks, the third exports, the fourth
total Imports and the last cbnsumptlon. The fifth and sixth columns indi-
cate, respectively, imports from intra-EFTA and extra-EFTA sources, and
the remaining two columns show imports from EEC and extra-EEC countries.

The United Kingdom is a net importer of temperate zone products and
has, Iin general, a low degree of self-sufficiency, as can be seen from
Table V.2, The only commodity groups with a relatively high degree of
self-sufficiency in Britain were milk, eggs, fish, barley, and ''other

coarse grains."

Consumption of dairy products and eggs has increased more rapidly



Table VI.1. Trends in production, consumption and trade in the United Kingdom for various temperate
zone foodstuffs, 1953/54 - 1968/692 (1000 metric tons)

EFTA gecP

Year Pro- Change Exports Total M' MeX Mi M Consump~-

duction in Imports tion

stocks
(1) (2) (3) (4) ~(58) - (e) (7 (8) (9)
: Total Meat (SITC: 01)
53/5h 1950 13 -24 1269 251 1018 64 1205 3208
61/62 2429 i -104 1425 351 1074 72 1353 379
68/69 2663 6 -113 1410 387 1023 64 1346 3966
Milk (SITC: 022) _
53/54 10996 4y =52 102 12 90 5 97 11090
61/62 13184 26 -70 125 18 107 21 104 13265
68/69 13853 53 -123 105 16 89 16 89 13888
Butter (SITC: 023) _
53/54 27 20 -5 296 108 188 13 283 338
61/62 59 22 -6 Ly 102 312 32 382 489
68/69 54 13 -4 Lu9 109 340 21 428 - 512
. Cheese (SITC: 024)

53/54 66 L7 -6 115 14 101 10 105 222
61/62 118 -11 -4 141 15 126 11 130 244
68/69 120 ) -4 7 17 154 24 147 288

%ata sources: (64-67).
(@) = (1) +(2) - (3) + (4), and (4) = (5) + (6) = (7) + (8).

Where M' = intra-Union Imports and M®* = extra-Union Imports.

Note the following definitions referring to the columns of this table:

251



Table VI.1. (Continued)
EFTA EEC
Year Pro- Change Exports Total Mi M MI Mex Consump-
duction in Imports tion
stocks
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Eggs (SITC: 025)
53/54 572 2 =4 70 14 56 - 70 640
61/62 799 5 -3 18 7 11 1 17 819
68/69 914 - -7 13 7 6 1 12 920
Fish (SITC: 03)
53/54 978 3 -62 133 49 84 7 126 1052
61/62 786 -4 ~42 217 16 201 2 215 957
68/69 922 1 =92 282 78 204 13 269 1113
Wheat (SITC: 041)
53/54 2828 221 - L657 42 4615 70 4587 7706
51/62 2614 -33 -6 4128 2 4126 178 3950 6703
68/69 3469 15 -13 L4470 220 4250 1452 3018 7941
Rice (STIC: 042)
53/54 - - -7 94 - 94 32 62 87
61/62 - - -4 124 - 124 24 100 124
68/69 - - -10 124 - 124 2 122 114

€91



Table Vi.1. (Continued)
EFTA EEC
Year Pro- Change Exports Total MI ueX MI ueX Consump~-
duction in Imports tion
: stocks
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Barley (SITC: 043)
53/5k4 2280 91 =77 1119 7 1112 3 1116 3413
61/62 5054 98 -340 539 3 536 127 412 5351
68/69 8270 69 -76 372 69 303 39 333 8635
Maize (SITC: OLk)
53/54 - =25 - 1916 - 1916 32 1884 1891
61/62 - -150 - 4580 | 4579 425 4155 4430
68/69 - 16 -14 .3621 - 3621 636 2985 3623
Other Cereals (0A45,046,047,048) .
53/5k4 7239 197 -136 668 1 667 1 657 7968
61/62 6037 -5 =77 632 2 © 630 32 600 6587
68/69 5605 36 -116 333 13 320 150 183 5858
Fruits and Vegetables (SITC: 05)
53/54 11494 37 =14 2861 8 2853 351 2510 14251
61/62 10504 55 -110 3680 22 3658 610 3070 14129
68/69 11574 310 553 3151 15469

-119 3704 56

3648

sl
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than output in the United Kingdom, thus stimulating imports, prlmérily
from Western Europe. ' In particular, the fargest increase in imports has
occurred in cheese, flsh and wheat. Imports from intra-EFTA countries
have been stimulated, and imports from non-EFTA members reduced, in the
case of meat, fish, wheat, barley, fruits and vegefables. The United
Kingdom has increased its share of imports from Common Market countries
for live animals, egés, wheat, maize, 'other cereals,' and feed-stuffs.
The relative Increase of imports from the EEC has been greater for wheat
(that rose by eightfold in 1961-69) and '‘other cereals' that increased
-fourfold over the same time period. Trade in the latter co-modities Qas
diverted primarily from Canada and the United States.

The adoption of the EEC Common Agricultural Policy by Britain, lre-
land and Denmark is expected, as we mentioned earller, to increase the
prices of temperate zone products, in a gradual fashion, over the five-
year transitional perfod. In a recent FAO study by Gupta and-Greenfield
(31) the estimated percentage change In producer prices as a result of

entry in the EEC over the 1969/70 - 1979/80 period is as follows:

U. K. Ireland Denma rk

Wheat 38.1 23.4 29.9
Barley 35.9 36.2 35.2
Oats 23.0 L8.4 29.2
Rye : 85.4 -- 31.1
MIlk 10.1 55.1 32.0
Cattle bs.3 55.9 48.9
Pig meat 50.8 43.8 24.6
Poultry (for meat production) 105.8 71.6 82.8
Eggs 3.7 -3.2 27.9
Change In the [ndex of '

" Producer Prices 25.6 26.5 18.4

Rate of change per annum,
1969/70-1979/80 2.3 2.4 1.7
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We can observe from the above estimates that producer prices of
temperate zone products are expected to rise faster in lreland and
Britain. In partlicular, the fastest rise of producer prices in England
is expected to occur in rye and meat products, while the largest increase
in lreland should occur in meat and dairy proaucts. in Denmark the
fastest Increase in prices should occur in barley, cattle and poultry.

The‘lncrease in farm prices in the United Kingdom, Ireland and
Denmark would probably cause an increase in domestic productiop, thus
raising the degree of self-sufficiency in agricultural products. This
trend could result in a diminution of import demand, and, because of the
discrlminatory and protectionist nature of the variable-levy system of
the CAP, one would expect a trade diverting effect from low-cost extra-
EEC sources towards high-cost sources from within the enlarged community.
It is nbt Impossible that, In the long run, a consequence of the increase
in output in the entering countries, along with the system of export
restitutions of the CAP could be a significant rise in exports of some
temperate zone products from the United Kingdom, Ireland and Denmark.

The FAO study (31) has estimated the effect of the enlargement of the
EEC to be a reduction of Western European net import requirements of
wheat, coarse grains, sugar, milk products and meat from 3.4 to 2.2
billion dollars (in constant 1970 prices). The impact of EEC enlargement
on individual commodity groups was found to be the generation of higher
surpluses in meat and dalry products before the entering countries.

In a recent study by Marsh (58, p. 37) some previously published FAD

projections of'productlon and consumption of agricultural products for
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1975 were adapted and the results can be summarized below:
Production Minus Consumption Balance by 1975:
(thousand metric tons)

EEC (the six) Entering New Enlarged EEC

Members ‘ (the ten)
Wheat +3355 ~2951 +40k
Coarse grains -14127 -3300 ~-17427
Pig meat +80 +82 +162
Poultry meat ‘ -77 +98° +2]
Beef and Veal -638 -65 -703

Substantial net imports are expected in the enlarged EEC only in
coarse grains (malnly maize) and beef and veal.

in conclusion, it appears that the enlargement of the Common Market
could have adverse effects on world trade of temperate zone products as
a result of the protectionist nature of the CAP and the significant rise

in agrfcultural production in the Common Market.
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Vili. CONCLUSIONS

In the preceding sections, we have examined the effect of the for~
mation of the Common Market and EFTA on world trade of temperate zone
products, The main discriminatory effect of the adoption of EFTA on
agricultural trade has been the promotion of bilateral trade agreements
among the member countries. Since the formation of the EFTA regional
groun, total imports of temperate zone products have declined while total
exports increased quite rapidly, The exports of EFTA have been increa-
singly diverted towards the EFTA group, the U.S. and Japan, Over the
period under consideration, the EFTA countries havg increased their de=-
pendence on imports of temperate products from the Common Market and
Western Europe. Within the EFTA group, Britain has been a net lmportef
of these products whiie the rest of EFTA countries have been net ex=-
porters, The major commodities imported by the EFTA group have been
meat, dairy préducts, fruits and vegetables, and forest products, The
most important exports of this regional group have been wood, cork and
pulp, meat and fish products,

The implementation of the EEC Common Agricultural Policy has had
as an effect to increase the degree of protection of the agricultural
sector in the Community, as we saw in Chapter |1.D, and to stimulate
domestic production of several temperate zone products, The more
heavily protected commodities are live animals and meat, dairy products
and cereals (especially wheat, barley and maize), As a consequence of

the above trends, the degree of self-sufficiency in the Community has
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risen for dalry products (mainly butter and cheese) and cereals (esée-,
cially wheat; barley, and 'other cereals'), The effect of the above
developmenfs has been a slowdown in the import demand for some goods
and an adverse effect on non-member exporting countries.

Since the implementation of the CAP, EEC exports of temperate prod=-
ucts have risen faster than total imports of these commodities. The
most important commodities exported by the Common Market have been meat
and dairy products, and fruits and vegetables, while the major commodfties
imported were meat, fruits and vegetables and forest products. The in=
crease of Common Market imports of temperate zone goods from member coun=
tries has been particularly marked in the period under consideration,
and trade seems to have been diverted away from non-member countries.
From our analytical study based on estimated import functions of the EEC
presented in Chapter 1V, we concluded that the trade diversion effect of
the CAP on trade of temperate products amounted by 1969 to about 1,75
billion dollars, while a modest trade creation effect (about 0,66 billion
dollars) has occurred primarily in meat, dairy products and barley, Fur=
thermore, as a result of the growing surplus of several products and the
policy of export restitutions, EEC exports of temperate zone products
have been significantly stimulated after the formation of the Common
Market, fhe best customers of the Community, besides the member coun-
tries themselves, for these products have been the EFTA countries, Asia

and the Middle-East,

In addition to evidence about a considerable trade diversion effect

of the CAP on EEC trade of temperate products, we have tentatively
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estimated in Chapter V the effect of the adoption of the CAP on agricul-
tural labor mobility and aggregate income growth in the EEC. The pre-
liminary results tend to indicate that the increased protection of agri-
culture in the Community has slowed down the rate of out-migration of
labor from the agricultural sector and, thus, has contributed to a slower
aggregate growth of GDP per capita than would have occurred at the ab=-

sence of the CAP.
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X. APPENDIX A:

REGRESSION ESTIMATES OF EEC IMPORT DEMAND
FUNCTIONS OF TEMPERATE ZONE PRODUCTS



Table A-1.

17

Commodity groups used in the present study

Commodi ty Breakdown

Standard International Trade

Classification
. 1. Live animals 001
2. Meat and meat products 01
3. Dalry products 022, 023, 024
L, Eggs 025
5. Fish and fish products 031, 032
6. Wheat ok
7. Rice 042
8. Barley 043
9. Malze oby
10. Other cereals and preparations 045, 046, 047, OLB
11. Fruits and vegetables 05
12. Feed-stuffs 081
13. Hides, skins and furs 211, 212
14, Wood, cork and pulp 24, 251




Table A-2.

All temperate

zone products

Years R2 D.W.
(1) 1953-69 M = -6072.26 + 0.043 Yr + 1375.46 Peec/Pw 0.988  2.21
(14.622) (1.062)
(2) 1953-61 M = -978.47 + 6.336 Ypc - 2324.51 Peec/Pw 0.995 1.55
(32.561) (3.391)
(3) 1961-69 M = - 343.46 + 0.0229 .y, + 1090.96 Peec/Pw 0.958 1.97
(8.860) (0.523)
(1) 1953-69 My, = -4491.30 + 3.807 Ype + 2274.102 Peec/Pw 0.949 1.34
e (6.058)" (1.380)
(2) 1953-61 Moy = - 384.57 + 4421 Ypc - 1536.191 Peec/Pw 0.993 1.82
(27.982)" (2.760)*
(3) 1961-69 M,x = -2350.376 + 0.0167 Yr + 2366.53 Peec/Pw 0.769  2.22
e (2.838) (0.941)
(1) 1953-69 Mipe = 1203.74 +0.0129,Y, - 1836.91 Peec/Pw 0.971 1.7
(12.170) (2.254)
(2) 1953-61 Mipe = - 593.90 +1.915 Ypc - 788.317 Peec/Pw 0.965  1.75
(12.062) (1.410)
(3) 1961-69 Mipe = -44690.49 + 5.026 Ypc - 1429.49 Peec/Pw 0.980  2.20

x .
«The coefficient is significant
sxs1he coefficient is significant
The coefficient is significant

(15.115) (1.877)

at the 10% level.
at the 5% level.
at the 1% level.
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Table A-2. (Continued)
Years (Logarithmic Equations) R2 D.W.
(1) 1953-69 1M = = 3.81 + 1.0187 1Y - 0.081 1 Peec/Pw 0.989  2.17
n (15.702) #st (0.277) "
(2) 1953-61 1M = - 5.319 + 1.150 1Y - 0.309 1 Peec/Pw 0.985  2.09
n (18.285)*** (0.873) "
(3) 1961-69 1M = - 1.97 + 0.865 1, + 0.177 1 Peec/Pw 0.965  2.40
(9.083) #w+ (0.485) "
(1) 1953-69 M = - L6+ 0.798 1Y  + 0.160 1 Peec/Pw  0.958  1.89
: ne (7. 46k ) *Rx (0.327) "
(2) 1953-61 lnM x = - 4,038 + 1.0227 1,Y - 0.269 1 Peec/Pw 0.988 2.01
e (20.691) i (0.964) M
(3) 1961-69 ‘n“ex - 2.191  + 0.496 1 Y + 0.571 1 Peec/Pw 0.819 1.92
(3.151) R (0.944) M
(1) 1953-69 L P - 14.74 + 3.0049 1,Ypc - 0.254 1 Peec/Pw  0.987 2.10
n (15. 254 ) 0 (0.545) "
(2) 1953-61 I M. = ~-12.96 + 2.787 Ip¥pc - 1.053 1 Peec/Pw 0.976 1.99
(14.607) *** (1.583)
(3) 1961-69 'n"int = -19.12 + 3.595 1,Ypc - 0.407 1 Peec/Pw  0.995 2.13

(27.867)

(l 747)

€Lt



Table A-3.

Animals and animal products

Years

(siTC:

001, 01, 02, 03) R D.W.
(1) 1953-69 M = - 2837.94 + 1.678 Ypc + 1361.855 Peec/Pw 0.978 2.53
(5.971) #kx (2.988)

(2) 1953-61 M = - 999.39 + 1.896 Ypc - U452.51 Peec/Pw 0.985 2.11
(13.990) (0.998)

(3) 1961-69 M = = 3809.85 + 3.385 Ypc - 140.799 Peec/Pw 0.978 2.57
(5.232) *k* (0.196)

(1) 1953-69 = - 611.25 + 1.353 Ypc -  450.216 Peec/Pw 0.907 1.74
ex (5.079) i (1.042)

(2) 1953-51 My, = - 966.18 + 1.1205 Ypc - 105.77 Peec/Pw 0.919  1.96
(5.393) % (0.152)

(3) 196169 M = - 104,70 + 0.0085 Yr -  755.23 Peec/Pw 0.614 1.83
ex (1.554) (0.664)

(1) 1953-69 Mi ¢ = 2226.69 + 0.325 Ypc + 1812.07 Peec/Pw 0.922 1.85
" (3.532) %#% (1.027)

(2) 1953-61 Mint = - 29.21 + 0.776 Ypc - 558.28 Peec/Pw 0.934 1.79
(7.246) **% (1.559)

(3) 1961-69 Mi,e = - 3307.91 + 2.152 Ypc + 230.545 Peec/Pw 0.951 1.91
" (3.037) %+ (0.292)

*:The coefficient is significant at the 10% level.
xxxihe coefficient is significant at the 5% level.
The coefficient is significant at the 1% level.
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Table A-3. (Continued)

Years (Logarithmic Equations) R? D.W.

(1) 1953-69 1 M = 10.33 + 1.439 1Y - 0.4231 oPeec/Pw 0.985 2.10

n (10.915) *%x (1.164) "

(2) 1953-61 IM= 13.51  + 1.703 1,Y - 0.849 1 Peec/Pw 0.971 1.72
(9. 933)*** (1.051) "

(3) 1961-69 I = 7.78 + 1.218 1Y + 0.199 1 Peec/Pw 0.974 2.37
(3.967) ** (0.348) "

(1) 1953-69 lnMex = 13.37 + 1.676 1.Y - 1,795 1 Peec/Pw 0.935 2.20
(7.258) %% (2.816)="

(2) 1953-61 1My = 13.752 + 1.692 1,¥ - 0.571 1 Peec/Pw 0.915 1.59
(5.429) %% (0.388) "

(3) 1961-69 'n“ex = 7.74 + 1.20} 1y - 0.863 lnPeec/Pw 0.687 1.52
(1.674) (0.649)

(1) 1953-69 T Mine = 9.37 + 2.078 1.Ypc '+ 1.552 1 Peec/Pw 0.978 2.13
(6.513)*** (3. L14) R

(2) 1953-61 T Mipe = - 1430+ 2.828 1,Ypc - 1.334 1 Peec/Pw 0.931 1.72
(6.78L)%*x (1.100) °

(3) 1961-69 P M = 17.44  + 3.177 1,Ypc + 0.986 1 Peec/Pw 0.991 2.31
(5.668)*-“* (2.007)

L1



Table A-A4.

Al) cereals and preparations

Years (sITC: Oh) R2 M.
(1) 1953-69 M = 253.650 + 0.0078 Yr - 612.18 Peec/Pw 0.930 .85
(8.107) #xx (2.001) ,
(2) 1953-61 M = 1197.86 + 0.849 Ypc - 978.285 Peec/Pw - 0.019AST 0.917 .98
(7.135) %% (4.839)*xx (1.736)
(3) 1961-69 M = 113.02 + 0.0072 Yr - L14.876 Peec/Pw 0.800 .81
(3.850) *#*x (0.80k4)
(1) 1953-69 M, = 539.74 + 0.0031 Yr - 204.638 Peec/Pw 0.473 .61
e (2.270) (0.476)
(2) 1953-61 ex ™ 1052.18 + 0.487 Ypc - 859.946 Peec/Pw 0.574 .93
(3.549) **x* (2.553)*
(3) 1961-69 My = 816,74 - 0.223 Ypc + 42h.470 Peec/Pw 0.291 .86
(0.381) (0.508)
(1) 1953-69 Mipe = 345.18 + 0.0029Y  + 512.56 Peec/Pw 0.890 .64
n (6.820) *** (2.165)
(2) 1953-61 Mint = 246.90 + 0.465 Ypc + 534.417 Peec/Pw 0.859 .83
(6.987) *#x (4.635) %%
(3) 1961-69 M, =-1273.61 + 1.261 Ypc - ULOL. 436 Peec/Pw 0.942 4o
n (7.881) %% (1.721)
**The coefficient is significant at the 10% level.
xx7he coefficient is significant at the 5% level.
The coefficient is significant at the 1% level.
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Table A-h.

(Continued)

2

Years (Logarithmic Equations) R D.W.
(1) 1953-69 I M = - 3,84 0.925 1Y - 1.070 1 Peec/Pw 0.915 2.7}
n (7.306) % (2.331) "
(2) 1953-61 1M = - 1.52 0.742 1, - 1.5038 1 Peec/Pw 0.776 1.97
(5.379) %% (3.627) #+%
(3) 1961-69 1M = - 2.80 0.819 1,¥ - 0.487 1 Peec/Pw 0.812 2.52
(3. 795)*** (0.814)
(1) 1953-69 lnnex = 0.69 0.527 1.,Y - 0.679 1 _Peec/Pw 0.578 1.88
(2.928) " (1.041) "
(2) 1953-61 1M, = 1.78 0.738 1,¥pc - 1.016 1,Peec/Pw 0.488 1.91
, (3.086) ** (2.289)
(3) 1961-69 1Moy = 10.18 0.503 1,Ypc + 0.884 1 Peec/Pw 0.424  1.82
(0.545) (0.734) "
(1) 1953-69 TnMint - 30.05 2.996 1Y - 3.797 1 Peec/Pw 0.867  1.65
(5.954) *#** (2.080) "
(2) 1953-61 1M, = - b1.52 h.07h 1Y - 7.878 1 Peec/Pw 0.690 1.98
(4. 3#9)*** (2.800) ="
(3) 1961-69 I, 25.91 2.536 1,Y - 0.604 1 Peec/Pw 0.937 2.01
(6. 1#0)*** (0.528) "

LL



Table A-5. Live animals (SITC: 001)

R2 D.W.
1953-1961
m M = -22.60 0.223 Y 147.715 Peec/Pw 0.980 2.53
(15.789) %k* (1.854) .
(2) M, = -123.44 0.161 Y 0.868 Peec/Pw 0.936 1.74
~ e (8.101) %% (0.008)
(3) Mine = -31.27 0.103 Yr 182.230 Peec/Pw 0.640 2.10
n (3.84k) **x (1.851)
1961-1969
(1) M = -100.04 0.238 Y 154.808 Peec/Pw 0.858 1.74
(2.470)* (0.518)
(2) Moo = 169.51 0.146 Y 240.385 Peec/Pw 0.657 1.96
e (2.264) (1.203)
(3) Mine * -623.04 0.397 Ypc 19.243 Peec/Pw 0.822 2.15
(1.638) (0.890)

**The coefficient is significant at the 10% level.
xx1he coefficient is significant at the 5% level.

The coefficlient is significant at the 1% level.

8Ll



(Centinued)

=

D.W.

Table A-5.
(1) 1M
(2) 1 Mo
(3) 1 Me
(1) 1M
(2) 1 Mo
(3) LI, P

1953-1961
0.965 lnPeec/Pw

+

2.205 1,Y
(18.156) %**

+

2.007 1Y

( ) 0.195 lnPeec/Pw
7.139) k%%

+

6.367 1,Yr
(3.734) ##x

(1.551) ™

1961-1969

1.506 1,Y
n (0.271) "

1.322 1Y

4,298 1 Yr
(2.041)

+

(0.443) M

2.51

1.59

1.92

1091

1.79

61



Table A-6.

Meat and meat products (SITC: 01)

R D.W.
1953-1961
(1) M = - 269.96 + 0.4b Y - 107.646 Peec/Pw 0.972 1.93
(15.165) *** (4.407) **x
(2) M, = - 138.39 + 0.267 Y - 95.900 Peec/Pw 0.941 1.54
¢ (10.977) *#x (L. 408) *xx
(3) Mo = - 131.57 + 0.147 Y - 11.746 Peec/Pw 0.851 1.43
n (5.664)*** (0.505)
1961-1969
(1) M = - 869.06 + 0.393Y + L450.613 Peec/Pw 0.973 2.10
(8.019) **x* (2.270)
(2) M, = - 330.73 + 0.322 Yr - 69.760 Peec/Pw 0.519 1.90
¢ (3.125) %+ (0.498)
(3) My = - 631.01 + 0.307 Y + 62.285 Peec/Pw .0.964 2.05
(14.767) *** (1.170)

*

x«1he coefficient

sxx1he coefficient
The coefficient

is significant at the 10% level.
Is significant at the 5% level.
is significant at the 1% level.
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Table A-6. (Continued)
RZ D.W.
1953~-1961
(1) 1 M - 23.96 + 2.467 1y - 0.469 1,Peec/Pw 0.984 1.71
n (20.507) % (4.979) *#*
(2) 1 Mex - 23.518 + 2.3981 v - 0.606 1,Peec/Pw 0.929 1.33
(9.909) R+ (3.198)** '
(3) ToMie = - 26.64  + 2,595 1Y - 0.200 IpPeec/Pw 0.917 1.4
(8. 26h)*** (0.815)
1961-1969
(1) 1M - 9,22 + 1.245 1, + 1.130 1, Peec/Pw 0.970 2.06
(s. 5#9)*** (3. 186)**
(2) T Max - 10.827 + 1.350 1, - 0.198 1 Peec/Pw 0.621 1.98
(3. 825)*** (0.464) "
(3) 1M = - 24,43 + 2.398 1,Y + 0.133 1 Peec/Pw 0.988 2.16

(26. OII)***

(1.188) "

gt



Table A-7. Dairy products (SITC: 022, 023, 024)

R D.W.
1953-1961
(1) M = - 14,04 + 0.126 Y - 13.063 Peec/Pw + 0.16 AST 0.874 2.62
(5.326) *%s {0.274) (0.199)
(2) M x = -151.80 + 0.442 Yr + 99.032 Peec/Pw + 0.48 AST 0.683 2.43
¢ (1.309) (2.143) (0.208)
(3) Mg = 121.288 +  0.903 Y -  105.682 Peec/Pw + 0.127 AST 0.813 2.15
n (5.375) %% (3.077)** (0.220)
1961-1969
(1) M = -196.14 + 0.188 Y + 8.738 Peec/Pw - 0.123 AST 0.974 1.39
(4.579) *xx (0.066) (-0.858)
(2) M, = 286.2 + 0.159 Yr -~ 300.96 Peec/Pw - 0.104 AST 0.807 2.68
© (3.873) wwx (4.23h) %k (-1.335)
(3) My = -669.93 +  0.116 Y + 285.689 Peec/Pw - 0.013 AST  0.082 2.24

(2.573)* (1.968)

*

«x1he coefficient is significant at the 10% level.

xxxihe coefficient is significant at the 5% level.
The coefficient is significant at the 1% level.
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Table A-7. (Continued)
R2 D.W.
1953-1961
My 1M = - 7.7 1.048 1Y - 0.170 1 Peec/Pw - 0.853 1 AST 0.820  2.62
n (h.lh6)*** (0.314) " (-0.074)
(2 1M, o= - 3.0 0.578 1,Y +  1.480 1 Peec/Pw 0.609  2.30
e (1.204 (1.440) "
(3 M = -13.33 1.612 1,Y - 2.253 1 Peec/Pw - 0.049 1 AST 0.735  2.40
nin (4. 362) (2.767)%" (=0.055) "
1961-1969
(1) 1M = -12.48 1.595 1Y -  0.139 1 Peec/Pw - 0.229 1 AST 0.977  1.80
n (5.617) %« (0.212) (-0.567) "
(2 1M, = - 9.95 1.657 1Y - 4,171 | Peec/Pw =~ 0.448 1 AST 0.833  2.05
(3.527) % (3.855) %R« (-0.954)
(3 M= -19.72 1.781 1Y - 1.431 1 Peec/Pw - 0.242 1 AST 0.312  2.18
- (3 271) %% (1.141) " n

€8l



Table A-8.

Eggs (SITC: 025)

R D.W.
' 1953-1951
(1) M = 254.98 0.231 Ypc - 330.47 Peec/Pw 0.905 0.91
(7.588) #xx (1.817)
(2) Moy = 218.44 0.125 Ypc - 261.52 Peec/Pw 0.869 0.99
€ (6.059) *#x (2.110)
(3) Mint = 36.54 0.105 Ypc - 68.95 Peec/Pw 0.912 1.12
n (8.211)%xx (0.899)
1961-1969
(1) M - Léy .53 0.960 Yr - 45.26 Peec/Pw 0.594 0.99
(2.601)* (0.315)
(2) M, = 2b41.69 0.770 Yr  + 23.216 Peec/Pw 0.761 1.20
¢ (4.185) #xx (0.324)
(3) M = 222.84 0.190 Yr - 68.476 Peec/Pw 0.360 1.1
int (0.837) (0.721)

*

«The coefficient is significant at the 10% level.
xxxihe coefficient is significant at the 5% level.

The coefficient is significant at the 1% level.
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Table A-8. (Continued)

R D.W.
1953-1961
(1M 1M = - 8.5 1.140 1,Y - 2.380 1 Peec/Pw 0.902 0.97
(7.308) #x*x (1.825)
(20 1M, = - 11.69 1.391 1,y - 4,193 1_ Peec/Pw 0.879 0.98
(6.222) *¥x (2.243) "
(3) I M= - 6.56 0.939 1Y - 0.907 1 Peec/Pw .0.903 1.12
(7.678) #*% (0.887)
1961-1969
M M = 19.178 1.130 1,y - 0.327 1 Peec/Pw 0.646 1.17
(2.897)* (0.291)
(2) 1M, = 38.04 2.733 InY + 0.922 1_ Peec/Pw 0.899 2.54
. (7.010) #*xx (0.825) "
3) 1M, = 9.78 0.477 1,¥ -  0.838 1_ Peec/Pw 0.371 .21
nint (1.040) (0.739) "

sgl



Table A-9. Fish and fish

products (SITC: 03)

RZ D.W.
1953-1961
(1) M = - 174.28 + 0.151 Y + 94.149 Peec/Pw 0.986 2.13
(20.067) *** (2.896)*
(2) ox = - 143.93 + 0.114 Y + 90.305 Peec/Pw 0.972 2.3
' (14.679) #** (2.700)*
(3) My = -  26.57 + 0.036 Y + 110.382 Peec/Pw 0.982 2.17
(19.102) ##* (0.619)
1961-1969
(1) M = 11.25 + 0.110 Y + 6.398 Peec/Pw 0.973 1.72
(6.301)%%x% (0.148)
(2) ox = - 107.15 + 0.127 Yr + 13.292 Peec/Pw 0.935 1.27
(3.403)%* (0.269)
(3) Mg = - 34,08 + 0.0463 Y - 18.096 Peec/Pw 0.979 1.89
(7.948) *%x (1.245)

*
**The coefficient
«xs1he coefficient
The coefficient

is significant at the 10% level.
is significant at the 5% level.
is significant at the 1% level.
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Table A-9. (Continued)
R2 D.W.
1953-1961
() 1M - 12.357 +  1.455 1Y + 0.495 1 Peec/Pw 0.988 2.10
n (20.611) #w* (2.540)*"
(2) 1M - 11.536 +  1.367 1o+ 0.663 1 Peec/Pw 0.973 2.37
e (14.407) %% (2.533)*
(3) I Mg = - 41.69 +  3.697 l¥r + 0.245 1 Peec/Pw 0.960 2.40
A (13.857)%%x* (2.160)
1961-1969
(1) 1M - 6.906 + 1.012 1Y - 0.217 1_ Peec/Pw 0.981 1.72
(6.727) **x (0.113) "
(2) 1 Mo - h.432 + 0.793 1,Y + 0.799 1 Peec/Pw 0.930 1.29
(3.432) %= (0.328)
(3) VM. = -33.687 + 3.040 1,y -  0.359 1 Peec/Pw 0.984 1.84
(9.759)%x** (1.919)

(81



Table A-10.

Wheat (SI1TC: O41)

R D.W.
1953-1961
(1) M = 703.72 0.118 Ypc - 126.524 Peec/Pw - 0.083 AST 0.908 1.69
(1.229) (0.87 (5.971) **x
(2) Mex = 628.29 0.178 Ypc - 43.185 Peec/Pw - 0.087 AST 0.877 1.44
(1.582) (0.253) (5.330) %%+
(3) M, = 47.31 0.459 Yr - 72.185 Peec/Pw 0.441  1.31
n (1.978) (1.664)
1961-1969
() M = 398. 41 0.672 Ypc - 195.614 Peec/Pw - 1044.30 Pb/Pw 0.601 1.55
(3.347)** (1.832) (1.841) :
(2) - Mox = 877.957 0.099 Ypc - 102.076 Peec/Pw - 679.98 Pb/Pw 0.628 2.24
(0.898) (1.736) (2.177)
(3) M, = -670.29 0.507 Ypc - 89.25 Peec/Pw 0.777 1.72
(3.948) #x* (1.137)
*:The coefficient is significant at the 10% IeQel.
sxxihe coefficlent is significant at the 5% level.
The coefficient is significant at the 12 level.
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Table A-10. (Continued)

D.W.

R
1953-1961
(1) M= 13.87 - 0.631 1hYpc - 0.562 1 Peec/Pw - 0.429 1nAST  0.94k 1.97
(2.244) (1.250) (7.852) **x
(2) ]nMex = 21.53 - 0.952 1 WYroo- 0.614 1 Peec/Pw - 0.516 1_AST 0.933 1.99
(2.657)*" (1.334) (7.268) %=
(3) 1annt = - k1,62 + 3.570 1 nYroo- 3.476 InPeec/Pw 0.472 2.02
(2.756) %" (2.101)
1961-1969
(1) 1M = - 16.54 + 3.014 1,Ypc - 0.893 1 Peec/Pw 0.557 0.80
(3.101)%* (1. 816)
(2) lnMex = 14.77 - 1.086 lnYr - 0.540 lnPeec/Pw - 0.021 1 _AST 0.434 0.94
(1.409) (0.270) (0.364) "
(3) ‘n“int = - 62.84 + 5.332 15Yr + 0.195 lnPeec/Pw 0.878 1.18

(4.039) *** (0.204)
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Table A-11. Rice (SITC: 042)

R2 D.W.
1953-1961
(1) M = 79.19 + 0.0025 Ypc - 43.747 Peec/Pw - 0.034 AST 0.483 2.33
(0.550) (2.494)* (2.497)*
(2) M, = 2057 - 0.02hk Yr - 37.72h Peec/Pw - 0.039 AST 0.439 2.09
(2.669)* (0.804) (1.042)
(3) Mg = 59.70 - 0.022 Yr - 7.925 Peec/Pw 0.479 1.89
n (2.669)* (0.242)
1961-1969
(1) M = - 36,73 + 0.0054 Yr + 74,935 Peec/Pw 0.894 3.03
(2.182) (5.436) **x
(2) My, = - .94 +  0.0067 Yr + 30.735 Peec/Pw 0.758 2.34
: (2.680)* (2.171)
(3) Mie = -31.79 - 0.0014 Yr + U44.200 Peec/Pw 0.768 2.09
n (0.791 (b.590) *#x

ke The coefficient is significant at the 10% level
xxsihe coefficient is significant at the 5% level.
The coefficient is significant at the 1% level.
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Table A-11. (Continued)

R D.W.
195371961
(") 1M = b3 0.043 1 Yr - 0.912 1 Peec/Pw 0.4ks 2.35
n (0.207) " (1.883) "
2) VM, = -17.33 1.707 1 Yr - 0.617 1_Peec/Pw 0.479 2.21
e (2.680)*" (0. 380)
(3) A M= 537 4,238 1 Yr + 1.022 1 Peec/Pw 0.445 2.98
n (2.415)%" (0.320) "
1961-1969
Mm M = 175 0.176 1 ¥r + 1.448 1,Peec/Pw © 0.859 2.35
" (2.060) " (5.311) %0
2) M, = - 0.05 0.306 1,¥r + 0.782 1 Peec/Pw 0.782 2.19
(3.306) % (2.654)%"
(3) I M,.=  6.68 0.375 1 Yr + 4.665 1,Peec/Pw 0.693 2.96
(1.032) " (k.033) %k
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Table A-12. Barley (SITC: 043)
R? D.W.
1953-1961
() M = 32.43 + 0.829 Yr - 28.313 Peec/Pw + 0.147 Pb/Pw 0.676 1.94
(2.730)* (0.939) (3.009) *
(2) My, = 138.72 - 0.480 Yr + 55.277 Peec/Pw 0.543 1.90
(2.4u4)* (2.876)*
(3) Mie = - 96.93 + 0.150 Yr - 105.015 Peec/Pw 0.667 1.88
(3.779) #*% (2.785)
1961-1969
(1) M - 85.736 + 0.970 Yr - 79.217 Peec/Pw 0.613 2.04
(3.407) %= (1.345)
(2) Mex = 261.86 - 0.585 Ypc - 45 452 Peec/Pw + 0.029 AST 0.401 1.89
(1.052) (0.380) (1.454)
(3 M, = -191.163+ 0.255 Ypc -  h5.673 Peec/Pw 0.973 2.57
(15.646) *** (2.543)=
*:The coefficient is significant at the 10% level.
xx%x1he coefficient is significant at the 5% level.
The coefficient is significant at the 1% level.
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Table A-12. (Continued)

R D.W.
1953-1961
(M 1 M = - 10.93 + 1.330 1 Yr - 0.537 1 Peec/Pw 0.423 2.32
n (2.384)%" (1.224) "
(2) I My = 13.915 - 0.767 1 Yr + 0.68] 1 Peec/Pw 0.535 1.99
(2.506)*" (2.828)*
(3) | Mjp = -163.55 + 13.839 1¥r - 5.652 1 Peec/Pw 0.774 1.96
n (k. 846 ) % (2.513)*"
1961-1969
(1) 1 M = - Ls4 + 0.814 1. Yr - 0.802 1 Peec/Pw ' 0.577 1.86
n (2.847)*" (0.256) "
(2) ‘nMex = 33.25 - 2.086 lnYr - 2,446 lnPeec/Pw 0.349 2.07
(1.374) (0. 885)
(3) VM = - W37 4+ 3.952 lp¥vr - 1,087 1 Peec/Pw 0.968 1.61"

(14.163) %k (2.788)x"
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Table A-13. Maize (SITC: OLk)
RZ D.W.
1953-1961
(1) M = - 5,50 & 0.322 Ypc - 152.277 Peec/Pw 0.934 3.07
(9.853) *#x (2.834)*
(2) ™ = -24.36 + 0.283 Ypc - 109.063 Peec/Pw 0.920 1.09
ex (8. 1482) ek (1.993)
3 M., = 20.64 +  0.365 Ypc -  43.195 Peec/Pw 0.853 2.11
n (5. 442 ) ** (3.924) *#x
1961-1969
(1) M = =-368.87 + 0.520 Yr - 326.256 Peec/Pw 0.624 1.18
(2.656)* (1.095)
(2) Moy = -169.69 + 0.350 Yr - 192.333 Peec/Pw 0.451 1.00
€ (1.849) (0.671)
(3) Mipe = -202.98 +  0.166 Yr - 119.989 Peec/Pw 0.921 3. 14
n (6.925) *x (3.265) **

*
xxThe coefficient is significant at the 10% level.

sxsine coefficient is significant at the 5% level.

The coefficient is significant at the 1% level.
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Table A-13. (Continued)
RZ D.W.
1953-1961
(1) 1M = - 8.27 1.243 1,y - 0.981 1 Peec/Pw 0.920 3.20
(2) 1M = - 6.92 1.038 1,¥ - 1.344 1 Peec/Pw 0.909 3.30
ne (5.298) *kx (2.927)*
(3) 1Mo, = - 99.49 8.245 1. Yr -  9.655 1 Peec/Pw 0.821 3.18
nin (5.165) %#x* (4.128)%xx
1961-1969
(1 1M = - 14.92 1.722 15Y - 0.969 1 Peec/Pw 0.707 1.19
(3.001) ** (1.039)
(2) 1M = - 13.15 1.519 1.Y - 1.332 1 Peec/Pw 0.558 1.17
nex (2.529)*" (1.243) "
(3) 1 Mie = - 127.85 10.168 1nY -  4.368 1 Peec/Pw 0.823 3.22

(. 117) %% (1.894)
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Table A-14., Other cereals and preparations (SITC: OS5, 046, 047, 048)

RZ D.W.
1953-1961
M M = - 162.91 + 0.190 Ypc + 1LB.217 Peec/Pw 0.724 1.86
(2.787)* (0.669)
(2) Moy = - 51.90 + 0.085 Ypc + 47.145 Peec/Pw 0.4 2.02
€ (1.368) (0.758)
(3) M = - 111.00 + 0.109 Ypc +  1.072: Peec/Pw " 0.902 2.08
nt (5.978) ##x (0.056)
1961-1969
m M = - 113.40 + 0.055 Yr + 115.983 Peec/Pw ' 0.470 1.73
(1.764) (1.030) .
(2) Mo = 3.83 - 0.040 Yr + 143.970 Peec/Pw 0.685 1.68
(0.956) (0.967)
(3) Mint = 358.34 + 0.095 Y - 149.634 Peec/Pw 0.644 2.06
(0.598) (-0.810) .

*

xx1he coefficlent is significant at the 10% level.

sxxine coefficient Is significant at the 5% level.
The coefficient is significant at the 1% level.

961



Table A-14. (Continued)
%  D.M.
1953-1961
(1) 1 M = - 5.554 + 1.461 Ip¥pc +  0.351 1 Peec/Pw 0.77 2.14
n (3.190) *x (0.544) "
(2) 1M, = 11.36 - 0.682 1 Yr + 2.589 1 Peec/Pw + 0.072 1 AST  0.645 1.72
€ (1.020) " (2.937)* (2.510)*
(3) L Me = -~ 26,71 + 2.480 1,Y + 0.792 1 Peec/Pw 0.853 2.09
(4. h3h)*+* (0. 621) "
4 1961-1969
(1) M = 0.209 + 0.580 1 ¥r + 1.184 | Peec/Pw 0.467. 1.98
(1.725) " (1.508) "
2) 1M, = 11.27 - 0.999 1 Yr + 2.712 1 Peec/Pw 0.694 1.52
(1.264) ° (1.469) "
(3) 1 M. 8.68 - 0.085 1 Yoo 4.867 1 _Peec/Pw 0.377 1.58

(0.639) " (1.806) "
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Table A-15. Fruits and vegetables (SITC: 05)

R? D.W.
1953-1961
(1) M = = 239,30 0.806 Y - 25.3#3 Peec/Pw . 0.977 1.20
(11.452) %% (0.370)
20 M, = - 27.696 0.494 Y - 43.800 Peec/Pw’ 0.936 1.46
e (6.483) %xx (0.590)
(3) Mine = - 208.01 0.308 Y + 17.874 Peec/Pw 0.950 1.67
(8.242) %** (0.496)
1961-1969
(1) M = = 535,5] 0.458 Y -  0.382 Peec/Pw 0.839 1.38
(5.523) #x* (0.003)
2) M, = - 70.53 0.440 Yr  + 19.985 Peec/Pw 0.709 1.12
(3.978) *#x (0.186)
3 M, = - 450.26 0.417 Yr - 17.093 Peec/Pw 0.923 1.68
n (8.097) #** (0.342)

. :
xx7he coefficient is significant at the 10% level.
xxsihe coefficient is.significant at the 5% level.
The coefficient is significant at the 1% level.
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Table A-15. (Continued)
RZ D.W.
1953-1961
(1 1M ‘= -  8.92 + 1.323 1,Y - 0.532 1 Peec/Pw 0.975 1.13
(10. 60h)*** (0.384) "
(2) 1 Mgy = - 7.97 + 1.2151,Y - 0.105 | Peec/Pw 0.9Lk4 1.29
(6.707) R (0.520) "
(3) 1M, - 12.73 + 1.539 1Y + 0.051 1 Peec/Pw 0.959 1.64"
(8. 582)*** (0.253) "
1961-1969 _
(1) lnM = -  2.07 + 0.762 1,y + 0.821 1 Peec/Pw 0.872 1.66
| (6. iyly) # (0.068) "
(2) WMy = - 0.837 + 0.628 I,Y + 0.311 1 Peec/Pw 0.778 1.27
(4. 789)*** (0. 232)
(3) WM s - 595 + 0.991 1Y - 0.023 1 Peec/Pu 0.908 1.48
(7.567) %% (0.171) "
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Table A-16. Feed-stufts (SITC: 081)
RZ D.W.
1953-1961
)y ™ = - 195.77 + 0.174 Y + 80.115 Peec/Pw 0.887 2.21
(5.186) %% (1.824)
(2) M - - 170.40 + 0.138 Y +  69.178 Peec/Pw 0.885 1.97
ex (4.437) %% (1.701
(3) Mot = - 60.69 + 0.077 Ypc + 54.836 Peec/Pw 0.781 1.82
n (3.889)##% (0.414)
1961-1969
(1 M = - 296.98 + 0.299Y  +  5.391 Peec/Pw 0.955 1.55
(12.090) %% (0.051)
@ n - - 199.78 +  0.231Y +  2.059 Peec/Pw 0.905 1.34
e (8. 14g) ##x (0.009) _
3 M, = -  98.18 +  0.067 Y +  7.338 Peec/Pw 0.939 1.75
(10. 4Ok ) #xx (0.272)

N )
wxThe coefficlent is significant at the 10% level.
xxsxihe coefficient is significant at the 5% level.

The coefficient is significant at the 1% level.
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Table A-16. (Continued)
R D.W.
1953-1961
(1) 1 M = - 12.64 + 1.482 1,y + 0.397 1_ Peec/Pw 0.892 2.20
n (5.681)%*x (1.252) "
2 1M, = - 13.6h +  1.540 1Y + 0.463 1, Peec/Pu 0.860 1.92
€ (4. 808) ##* (1.192)
(3) TMint - 28.28 +  2.624 lp¥r + 0.263 1 Peec/Pw 0.711 1.88
(3.498) %= (0.558) _
1961-1969
(1) 1M = - W7+ 1.6181,Y + 0.294 1. Peec/Pw 0.943 1.23
(11.056)*** (0.837) : '
(2) 1My = - 1451+ 1,623 1Y+  0.403 1 Peec/Pw 0.894 1.21
' (7.993) #¥%x (0.827)
(3) 1Mot - 30.84 + 2.838 1,¥r + 0.120 1_ Peec/Pw 0.965 1.7
n (13.571) %#% (0.422) "
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Table A-17. Hides, skins and furs (SITC: 211, 212)
. R2 D.W.
1953-1961
(M M = 646.45 0.194 Y - 520.748 Peec/Pw 0.936 2.19
(9.635) % (2.961)*
(2) M, = 540.91 0.156 Y -  118.403 Peec/Pw 0.914 2.58
e (8.187) **x (2.514)* .
(3) LT = 709.79 0.339 Y - 706.368 Peec/Pw 0.867 2.39
n (5.206) **x (1.957)
1961-1969
(1) M = 335.31 0.880 Y -  105.606 Peec/Pw 0.655 2.54
(3.889) x*x (0.558) '
(2) M. = 236.63 0.703 Y - 43,334 Peec/Pw 0.557 2.46
€ (3.326)** (0. 240)
(3) M = 435,33 0.176 Y - 190.621 Peec/Pw 0.668 1.82
(3.479) ** (0.563)
+sThe coefficient Is significant at the 103 level.
xxx1ne coefficient is significant at the 5% level.

The coefficient is significant at the 1% level.
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Table A-17.

(Continued)

(3. 362)** (0.674) "

R D.W.
1953-1961
(1) 1 M 5.605 0.986 1, - 2.191 1_ Peec/Pw 0.922 2.0k
n (8.699) (2.732)*"
(2) 1M L.,904 0.913 lnY - 2.024 1_ Peec/Pw 0.901 2.42
€ (7.671)#xx (2.403)*" |
(3) LaMint 12.199 2.254 1p¥pc = 1.933 1 Peec/Pw 0.849 1.86
(5.133) %% (1.671) "
1961-1969
1) 1M 0.575 0.538 1oY - 0.279 1 Peec/Pw 0.637 2.51
(3.810)%*x . (0.572) "
(2) 1M 0.419 0.509 1pY - 0.113 1 Peec/Pw’ 0.533 2.45
(3. 2414)** (0.208) "
(3) 1Mot 7.0L44 1.5207 1,¥pc - 0.394 1,, Peec/Pw 0.651 2.37
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Table A-18. Wood, cark and pulp (SITC: 24, 251)

R D.W.
1953-1961
) M = - 969.64 + 1.088 Yr -  331.657 Peec/Pw 0.946 1.1
(9.166) %% (0.574)
(20 n, = - 923.99 +  0.947 Yr - 115.786 Peec/Pw 0.960 1.38
e (10. 348) #x* (0.260) .
(3) M, = - h5.64 + 0.141 Yr - 215.871 Peec/Pw 0.514 2.03
(2.899)* (0.913)
1961-1969
(1) M = - 2544.2) + 1.630 Ypc + 1350.106 Peec/Pw 0.466 2.1
(2.782)* (1.243)
(2) Mo = - 2525.,99 + 1.545 Ypc  + 1359.177 Peec/Pw 0.444 2.09
e (2.726)* (1.294) '
(3) Mie = - 1821.80 + 8.475 Ypc - 907.14k Peec/Pw 0.832 1.87
n (4.267) %% (0.246)

*

xx7he coefficient is significant at the 10% level.

s«xx1ne coefficient is significant at the 5% level.
The coefficlent is significant at the 1% level.
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(Continued)

Table A-18.
RZ D.W.
1953-1961
(1) ‘n" - 22.54 + 2.403 1,Yr - 0.226 ln Peec/Pw 0.931 1.31
(7. 9#7)*** (0.382)
(2) 1Mo - 20.96 + 2.270 1,Yr -  0.0728 1 Peec/Pw 0.938 2.07
¢ (8.243) #xxx (0.136)
(3) Mt - 51.51 + 4L.490 1,Yr - 3.427 1, Peec/Pw 0.375 2.02
(2. h23)* (0.893)
1961-1969
(1) 1M - 10.11 + 1.399 1 ¥r + 0.501 1 Peec/Pw 0.481 1.27
(2.797)%" - (0.991) "
(2) ‘n"ex - 10.72 + 1.4 1.,Yr + 0.554 I Peec/Pw 0.464 2.08
(2.766)* (1.052) "
(3) 1 Mint - 6.577 + 0.909 1,Yr - 0.138 1, Peec/Pw .0.804 2.14
(3. 891)*** (0.584) "

1114
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DATA SOURCES

Data for our income varliables were drawn from 0.E.C.D., 'National

Accounts Statistics: 1953-1969," Paris, 1971. Data on prlce; were taken'

from several Issues of the F.A.0., ""Monthly Bulletin of Agricul tural

Economics and Statistics' and various EEC publications. Finally, changes

In stocks were obtained from 0.E.C.D., ''Food Consumption Statistics,"

1968 and 1970.
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Country Breakdown Adopted in the Preparation of

the World Trade Matrices for Temperate Zone Products:

Belgi um-Luxembourg

Netherlands

Germany

France

Italy

Total EEC

Assoclated to EEC: Greece, Turkey
United Kingdom

Other EFTA

Total EFTA

U.S.A.

Australia, New Zealand, S. Africa
Canada

Japan

Other Europe

Commnist Block (including China)
Assoctated L.D.C.'s to the EEC®
Latin America

Africa

Asia, Middle East

Algeria, Tunisia, Morocco

22, Other L.D.C.'s

Total world

N ot ot ot ot ot ot aml ot el et

N NN
W IN e

9The Associated L.D.C.'s to the EEC by 1969 included:

1. (EAMA): African States and Madagascar Associated with the
EEC (The Yaound€ Convention, 1964):

Mauri tanie, Mali, Upper Volta, Niger, Senegal, Ivorv Coast,
Togo, Dahomey, Cameroon, Chad, Central Afrikan Republik,
Gabon, Congo (Brazzaville), Congo (Kinshasa), Rwanda,
Burundi, Somalia, Madagascar.

2. (TOM): Overseas Territories Associated with the EEC:

Curacao, Aruba, Suriname, French Territory of Afars-Issas,
Comoro Islands, St. Pierre and Miquelon, New Caledonia,
French Polynesia.

3. (DOM): Overseas Departments of EEC Countries:
Reunion, Guadelupe, Martinique, French Gulana.
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X1.  APPENDIX B:
THE AGRICULTURAL SUB-MODEL OF THE EEC;

THE STRUCTURAL MODEL AND THE REGRESS!ON ESTIMATES
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. The Structural Model

(1) Y= Vo VNA

(2) E = EA + ENA

(3) VA = a, + aIEA' ey < 0

(4) Vya = Bo+ By Eya* B2 Iyasar Bys By >0
(5) EA = Yo + A4 QA’ Y1 < 0
(6) Q= 8o+ 8 Pa¥ & lyasns 8y 8520

Where:

Y = Gross domestic product per capita

VA = Value added in agriculture per capita

V,,, = Value added in the non-agricultural sector per capita

NA
E = Total employment (E = EA + ENA)

EA = Agricultural employment
ENA = Non-agricultural employment

Q_A = Total agricultural output, net of Imported feeding stuffs and store
cattle

= The ratio of gross fixed capital formation in the non-agricultural

|
HA/A sector relative to agriculture

PA = index of prices of agricultural commodities



Table B-1.

Summary of the regression estimates for the EEC agricultural sub-model (''t'" values in

parentheses)

dependent 2

variable intercept EA ENA 'NA/A QA PA R D.W.
A. Time Period = 1953-1969 .

VA 148.93 -2.675 0.88 1.45

(10.501) ' '

VNA -671.65 23.372 32.452 0.85 1.07
(1.310) (1.150)

EA 36.06 -0.183 0.94 2.10

(16.050)
QA 4.30 2.202 0.683 0.94 1.65
(3.094) (3.524)

B. Time Period = 1953-1961

VA 150. 21 -2.736 0.64 1.34

(3.508)

VNA -9.62 20.474 0.4l 0.82 1.34
(2.217)  (0.027)

EA 37.93 -0.199 0.75 1.55

(4.575)
QA 75.39 2.7 -0.145 0.78 1.84

(2.989 (0.242)

o1z



Table B-1. (Continued)

dependent 2

varlable intercept EA ENA 'NA/A QA PA R D.W.
C. Time Period = 1962-1969

VA 160.93 -3.719 0.78 1.47

(4.579) , )

VNA -4906.86 86.562 50.260 0.96 1.02
(6.038) (2.085)

A 29.28 -0.132 0.86 1.34

(6.083)
QA -89.79 8.215 0.365 0.90 1.86
(3.790) (1.550)

1ie



Table B-2.

Summary of the individual country equation estimates (1953-1969)

dependent 2
variable intercept EA ENA 'NA/A Q, Pa R D.W.
A. France
VA 302.05 -2.077 ' 0.96 1.61
(2.080)
VNA -1927.70 19.016 1.074 0.95 1.00
(5.761) (2.610)
EA 221.31 -1.280 0.81 1.29
(8.049)
QA 75.74 0.268 0.167 0.89 2.35
(4.854) (2.692)
B. ltalz
VA 234.06 -1.452 0.87 0.79
: (10.022)
VNA -239.03 -0.704 3.491 0.83 0.96
(0.567) (5.664) _
Ep 245,27 ‘ -1.520 0.81 1.80
: (7.767)
QA 80.60 0.236 0.170 0.80 1.74
(2.769) (2.144)
C. Belgium-Luxembourg
VA 182.83 -0.845 0.91 1.54

(12.028)

4 ¥4



Table B-2. (Continued)
dependent )
variable intercept EA ENA lNA/A QA PA R D.W.
C. Belgium-Luxembourg (continued)
VNA -1091.10 11.683 0.177 0.80 0.50
(2.517  (0.512)
EA 210.92 -1.258 0.4 0.51
(3.206) :
Q_A 89.13 0.104 .0.116 0.53 1.12
(1.851) (1.261)
D. Germany
VA 161.72 -0.632 0.95 1.97
(16.733)
VNA -752.10 - 8.788 0.23 0.08
(2.120)
Ep 224.5) -1.386 0.54 1.18
(4.120)
QA 104, 74 0.252 0.47 1.81
(3.619)
E. Netherlands
vA 241,91 -1.461 0.91 1.32
(12.209) '
VNA -1956.8 20.316 0.946 0.71 0.34
(5.489  (0.118)
EA 256.78 -1.689 0.53 0.89
: (4.035) '
97.15 0.598 0.162 0.37 1.79

(0.512) (2.519)

€l
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Data Sources

Gross Domestic Pro@uct, value added In agriculture and in non-
agriculture and the ratio of gross fixed capital formation In the non-
agricultural sector relative to agriculture were obtained from the 0.E.C.D.
publication: "National Accounts of 0.E.C.D. Countries: 1953-1969.' All
values are In real terms evaluated in 1963 prices. The employment
statistics were taken from the 0.E.C.D. '"Labor Force Statistics."
Agricultural output and price:statistics were computed from various

0.E.C.D., U.S.D.A. and U.N. publications.
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Xit. APPENDIX C:

TREATY ESTABLISHING THE EUROPEAN ECONOMIC COMMUNITY:

THE COMMON AGRICULTURAL POLICY
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ARTICLE 39

The common agricultural policy shall have as its objectives;

(a)

(b)

(c)
(d)
(e)

to increase agricultural productivity by developing tech-
nical progress and by ensuring the rational development of
agricultural production and the optimum utilization of the
factors of production, particularly labour;

to ensure thereby a fair standard of living for the agri-
cultural population, particularly by the increasing of the
individual earnings of persons engaged in agriculture;

to stabilize markets;

to guarantee regular supplies; and

to ensure reasonable prices in supplies to-consumers,

in working out the common agricultural policy and the special
methods which it may involve, due account shall be taken of:

(a)

(b)-

(c)

the particular character of agricultural activities, arising
from the social structure of agriculture and from structural
and natural disparities between the various agricultural
regions;

the need to make the appropriate adjustments gradually; and

the fact that in Member States agriculture constitutes a sector
which is closely linked with the economy as a whole.

ARTICLE 40

. Member States shall gradually develop the common agricultural

policy during the transitional period and shall establish it not
later than at the end of that period,

With a view to achieving the objectives set out in Article 39, a
common organization of agricultural markets shall be effected,
This organization shall take one of the following forms according
to the products concerned:

(a)

common rules concerning competition;
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(b) compulsory co=ordination of the various national market
organizations; or

(c) a European market organisation.

The common organiZation in one of the forms mentioned in paragraph
2 may comprise ail measures necessary to achieve the objectives set
out in Article 39, in particular, price controls, subsidies as to
the production and marketing of various products, arrangements for
stockpiling and carry=-forward, and common machinery for stabilising
importation or exportation,

The organization shall confine itself to pursuing the objectives
set out in Article 39 and shall exclude any discrimination between
producers or consumers within the Community,

A common price poiicy, if any, shall be based on common criteria
and on uniform methods of calculation,

In order to enable to common organiZation referred to in paragraph
2 to achieve its objectives, one or more agricultural orientation

and guarantee funds may be established.
ARTICLE &1

In order to permit the achievement of the objectives set out in

Article 39, provision may be made within the framework of the common
agricultural policy for, inter alia:

(a) an effective co=ordination of efforts undertaken in the spheres
of occupational training, research and the popularization of
rural economy, which may involve projects or institutions
financed jointly; and

(b) common action for the development of the consumption of certain
products,

ARTICLE 42

The provisions of the Chapter relating to the rules of competition

shall apply to the production of and trade in agricultural products only
to the extent determined by the Council within the framework of the pro-
visions and in accordance with the procedure laid down in Article 43,

paragraphs 2 and 3, due account being taken of the objectives mentioned

in Article 39.
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The Council may, in particular, authorize the granting of aids:

(a) for the protection of enterprises handicapped by structural
or natural conditions; and

(b) within the framework of economic development programmes.,
ARTICLE 43

In order to formulate the guiding lines of a common agricultural
policy, the Commission shall, upon the date of the entry into force
of this Treaty, convene a conference of Member States, with a vizw
to comparing their agricultural policies by drawing up, in particu-
lar, a statement of their resources and needs, :

The Commission, taking due account of the work of the conference
provided for in paragraph 1, shall, after consulting the Economic and
Social Committee and within a period of two years after the date of
the entry into force of this Treaty, submit proposals concerning the
working out. and putting into effect of the common agricultural policy,
including the substitution of national organizations by one of the
forms of common organization provided for In Article 40, paragraph 2,
as well as concerning the putting into effect of the measures special=~

ly mentioned under this Title,

These proposals shall take due account of the interdependence of the
agricultural questions raised under this Title,

The Council, acting during the first two stages by means of a unani-
mous vote and subsequently by means of a qualified majority vote on

a proposal of the Commission and after the Assembly has been consulted,
shall issue regulations or directives or take decisions, without prej-
udice to any recommendations which it may take,

The common organization provided for in Article 40, paragraph 2, may,
under the conditions provided for in the preceding paragraph, be sub=
stituted for national market organizations by the Council acting by

means of a qualified majority vote:

(8) if the common organization offers to Member States which are
~ opposed to this measure and which possess a national organi=
zation of their own for the production concerned, equivalent
guarantees regarding the employment and standard of living of
the producers concerned, due account being taken of the time=-
factor in respect of possible adjustments and of necessary
specialiZations; and
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(b) if such organization ensures for exchanges within the Community
conditions similar to those existing in a domestic market,

If a common organization is created for certain raw materials at a
time when no common organization yet exists for the corresponding
processed products, the raw materials concerned which are used for
processed products destined for export to third countries may be
imported from outside the Community.

ARTICLE 44

In the course of the transitional period and to the extent that the
progressive abolition of customs duties and quantitative restrictions
between Member States may result in prices likely to jeopardize the
achievement of the objectives set out in Article 39, each Member
State shall be permitted to apply to certain products, in a non-
discriminatory manner and in substitution for quotas, to such an
extent as shall not impede the expansion of the volume of trade pro-
vided for in Article U5, paragraph 2, a system of minimum prices be=

low which imports may be:

temporarily suspended or reduced; or
made conditional on their price being above the minimum price
fixed for the product concerned.

In t#2 second case, the minimum prices shall not inciude customs
duties,

The minimum prices shall not be such as to lead to a reduction of
exchanges existing between Member States at the date of the entry
into force of this Treaty and shall not be an obstacle to a progres-
sive expansion of such exchanges. The minimum prices shall not be
applied in such a manner as to be an obstacle to the development of
a natural preference between the Member States,

Upon the entry into force of this Treaty, the Council, acting on a
proposal of the Commission, shall determine objective criteria for
the establishment of minimum price systems and for the fixing of

such prices,

The criteria shall, in particular, take account of average national
costs of production in the Member State applying the minimum price,
of the situation of the various enterprises in relation to such costs
and of the need for promoting both the progressive improvements of
agricultural operations and the adjustments and specialiZatlions
necessary within the Common Market,
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The Commission shall also propose a procedure for revision of these
criteria in order to take into account and accelerate technical
progress and in order progressively to approximate prices within
the Common Market,

These criteria and the procedure for revision shall be determined
by means of unanimous vote of the Council in the course of the first
three years after the date of the entry into force of this Treaty,

Until the Council's decision takes effect, Member States may fix
minimum prices on condition that they previously communicate them
to the Commission and to the other Member States in order to enable
them to submit their comments,

As soon as the Council has taken its decision, Member States shall
fix minimum prices on the basis of the criteria established under

the conditions mentioned above,

The Council, acting be means of a qualified majority vote on a pro-
posal of the Commission, may correct the decisions taken if they do
not conform to the criteria so determined.

From the beginning of the third stage and in cases where it has not
yet been possible in respect of certain products -t establish the
above objective criteria, the Councii, acting by means of a qualified
majority vote on a proposal of the Commission, may modify the minimum
prices applied to these products,

At the expiry of the transitional period, a table of minimum prices
still in force shall be drawn up. The Council, acting on a proposal
of the Commission by means of a majority of nine votes in accordance
with the weighting provided for in Article 148, paragraph 2, first
sub-paragraph, shal! determine the system to be applied within the
framework of the common agricultural policy,

ARTICLE 45

Until the substitution of the national organization by one of the

forms of common organization provided for in Article 40, paragraph
2, the development of exchanges in respect of products for which

there exist in certain Member States:

provisions designed to guarantee to national producers a sale
of their production, and
a need of imports,
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shall be pursued by the conclusion of long-term agreements or con-
tracts between exporting and importing Member States.,.

Such agreements or contracts shali be directed towards the progres-
sive abolition of any discrimination in the application of these
provisions to the various producers within the Community.

The conclusion of such agreements or contracts shall take place in
the course of the first stage; due account shall be taken of the

principle of reciprocity.

With regard to quantities, such agreements or contracts shall take
as their basis the average volume of exchanges between Member States
in the products concerned during the three years preceding the date
of the entry into force of this Treaty and shall provide for an in=-
crease in that volume within the limit of existing requirements, due
account being taken of traditional trade currents, .

With regard to prices, such agre..ents or contracts shail enable
producers to dispose of the agreed quantities at p. es progressively
approximating to those paid to national producers in the home market
of the purchasing country,

This approximating of prices snall proceed as steadily as possible
and shall be completed not later than at the end of the transitional

period, .

Prices shall be negotiated between the parties concerned within the
framework of directives drawn up by the Commission for the imple=-
mentation of the preceding two sub=paragraphs,

In the event of the first stage being extended, such agreements or
contracts shall continue to be carried out under the conditions appli=
cable at the end of the fourth year after the date of the entry into
force of this Treaty, while the obligations to increase quantities

and to approximate prices shall be suspended until entry on the second
stage.,

Member States shall avail themselves of any possibilities offered to
them as a result of their legislative provisions, particularly as
regards import policy, with a view to ensuring the conclusion and
carrying out of these agreements or contracts,

To the extent that Member States require raw materials for the pro-
duction of goods destined for export outside the Community in compe-
tition with producers in third countries, such agreements or contracts
shall not be an obstacle to imports, for this purpose, of raw materials
coming from third countries, This provision shall not apply if the
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Council decides by means of a unanimous vote to grant the payments
necessary to compensate, in respect of imports effected for this
purpose on the basis of such agreements or contracts, for the excess
price paid in comparison with the delivery prices of the same supplies
obtained on the world market.

ARTICLE 46

Where in a Member State a product is the object of a national market
organization or of any internal regulation with equivalent effect, either
of which affects the competitive position of a similar production in
another Member State, a countervailing charge on entry shall be applied
by Member States on this product when it comes from the Member State
where such organisation of regulation exists, unless that State levies

~a countervailing charge on exit,

The Commission shall fix the amount of these charges, to the extent
necessary to re~establish the balince; it may also authorize recourse
to other measures of which it shall determine the conditions and particu-

lars.
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