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During the 1970s and early 1980s milk production in the EVU had increased
stronger than demand for dairy products (within the EU, as well as on the world
market) and this led to the introduction of the guota system in 1984. The proces-
sing industry adapted to the decreased volume of raw milk by producing relatively
more dairy products with a high value added, such as cheese.

In the period 1981-1993 the intra-EU trade increased stronger than exports to
third countries. Five member states are net exporters of dairy products: France, the
Netherlands, Germany F.R., Ireland and Denmark. There are hardly any imports
from third countries. The internal trade in dairy products amounts to 11.7 billion
ECU per year {1993). Processed products are the most important, especially cheese.
The trade in semi-processed products (such as butter and condensed milk) is much
smaller and trade in unprocessed products (fresh milk) is very limited.

The price level in the intra-EU trade in dairy products rose by 40% in the period
1980-19984. The price level of exports to third countries is considerably lower. For
total dairy products the gap between intra-EU trade and extra-EU trade was on
average 28% in the period 1980-1994.

EU cheese production has risen to 5.6 million tonnes per year, which is around
8% above the level of internal consumption.

Dairy products/EU/Trade/Consumption/Prices

The contents of this report may be quoted or reproduced without further permis-
sion. Due acknowledgement is requested.
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PREFACE

Milk production in the EU has strongly increased in the seventies, partly
as a result of the EU's market and price policy. Notwithstanding an internal
marketing policy to stimulate consumption the surpluses became larger. Often
these surpluses could be sold on the world market only with the help of export
refunds. In the eighties the budgetary burden of the dairy policy was the rea-
son for the introduction of measures to curb production growth. Since 1984
milk production in the EU is regulated by means of a quota system. The intro-
duction of the quota system had its effects on milk production and on trade in
dairy products. Milk deliveries have fallen and the composition of the total
package of products of the European dairy industry has changed.

This report describes the internal EU dairy market. It pays attention to
production, the degree of processing and the development of internal trade
flows in the period 1920 to 1994. The position of the individual member states
on the internal markets is analysed by product group and by separate product.
Special attention is given to shifts in market share.

Next the developments in price levels in intra-EU trade are discussed and
a comparison is made of the price levels in intra-EU trade and those in trade to
third countries.

Finally, an overview of production, consumption and exports by the mem-
ber states is presented for the most important dairy product, cheese,

The report is a mainly descriptive. Where possible the explanations of
developments and situations are linked to the EU dairy policy and changes in
this policy.

The Hague, August 1996



SUMMARY

Developments in the demand for dairy products within the EU lagged
behind the growth in milk production. It became more and more difficult and
expensive to market the surplus on the world market. As a result of this the
milk production quota system was introduced in 1984. Then the quota was
reduced a number of times. As a result of these reductions the EU milk produc-
tion in 1992 was 6% below that of 1980.

Processing

In the processing industry the decrease in the deliveries of milk is one of
the factors that caused significant changes. There is a tendency towards higher
value added. Less and less milk is used for butter and more and more for
cheese production, which has a higher value added. Skimmed milk, which is a
byproduct of butter production, is increasingly used for cheese production in-
stead of being processed into skimmed powder.

in the EU exports to third countries the processed products, mainly
cheese, are getting increasingly important. This is at the expense of semi-pro-
cessed products, such as butter.

Trade

In the trade flows we distinguish two types: mutual trade between mem-
ber states {intra-EU trade) and trade between member-states and third coun-
tries (extra-EU trade). In the period 1981-93 intra-EU trade increased by 5.5%
per year, while EU-9 exports to third countries increased by 2.8% per year. The
internal EU-imports market represents a value of almost 12 billion ECU per year
(average 1992-94 for EU-12). There are hardly any imports from third countries.
Five member states are net-exporters of dairy products: France, the Nether-
lands, Germany F.R., Ireland, and Denmark.

Processed products have the largest share in dairy trade. Especially cheese
is an important product. The Union imports cheese at a rate of 5.3 billion ECU
per year. This is virtually all intra-EU trade. The German and Halian import mar-
kets are the largest. The Netherlands is by far the most important exporter. EU
imports of skimmed powder are considerably lower: approximately 1 billion
ECU per year. There are no imports of skimmed powder from third countries.

In the group of semi-processed products the intra-EU trade amounts to
much smaller values. Exports to third countries are more important. Butter is
the main product in this group. Total EU import value shows no growth and
exports to third countries are even declining. In condensed milk there is little
intra-EU trade and here too the growth rate for exports to third countries is



negative. Whole milk powder is also exported mainly to third countries. It
shows a modest positive growth rate.

Trade in unprocessed dairy products (fresh milk) is rather limited and oc-
curs mainly between the Federal Republic of Germany and Italy.

Prices

The price level of total intra-EU trade in dairy products in the period
1980-91 has risen by 40%. It was not a steady rise; fairly large price increases
were followed by periods with a virtually constant price level.

During this period the intra-EU price of cheese rose by 40%. From 1980
to 1989 the price rose very evenly, to stay at the same level after that. The
intra-EU price of butter on the other hand is subject to very large fluctuations.

Intra-EU trade is concluded at higher prices than extra-EU trade. For the
total of all dairy products the difference in price level between intra-EU trade
and extra-EU trade is on average 28%. In the butter trade the gap is the larg-
est, 63% on average, with also the largest fluctuations. Cheese has the second
largest gap, namely 45%, with a fairly constant difference between intra-EU
price and extra-price.

Production and consumption of cheese

During the period 1980-94 cheese production increased on average by
2.9% per year and has now reached a level of 5.6 million tonnes per year,
which is approximately 8% above the level of internal consumption. France and
Germany (F.R.) are the biggest consumers; together they account for half the
EU consumption.

The Netherlands, France and Denmark are the countries that have a con-
siderably higher production than consumption. The surplus is marketed in the
other member states and on the world market. The Netherlands exports its
cheese mainly to Germany (F.R.), Belgium/Luxembourg and France. French ex-
ports to third countries yield a only slightly lower price than the exports to EU
member states. Exports to the warld market by the other member states how-
ever yield a considerably lower price.



1. INTRODUCTION

EU dairy production amply exceeds internal demand and therefore a con-
siderable share of the production has to be sold on the world market. Consider-
ing the price level on the world market this is only feasible with the help of ex-
port refunds. Because of this the price on the world market is coming under
pressure. This causes frictions with the other suppliers on the world market and
in for instance the GATT negotiations the subsidized dairy exports were an im-
portant issue. Apart from causing international friction, subsidizing exports
costs the EU large amounts of money. Within the EU the costs of the dairy bud-
get has been considered a problem for a long time already. The implementa-
tion of the quota system is a direct consequence of the dissatisfaction about
the growing surpiuses and the growing financial burden that comes along with
it.

This study tries to answer the guestion whether the introduction of the
quota system has had consequences for the scale and type (degree of process-
ing) of internal trade and for the price levels at which trade between member
states and third countries was concluded. In other words, has the dairy industry
put more emphasis on processed products with a higher value added? To an-
swer this question the application of the available milk by the dairy industry
was studied, as well as the ratio between processed, semi-processed and unpro-
cessed in the net-exports of the EU.

This report also charts the trade flows in dairy products from member
state to member state {(intra-EU trade) and the trade flows between the mem-
ber states and third countries (extra-EU trade). The emphasis is on market
shares and the shifts in these shares. Finally, an analysis of production and con-
sumption of the most important dairy product - cheese - is made.

In this report the various dairy products have been divided into three
groups, which may be aggregated to the main group Dairy products, total. The
basis for the aggregation is the degree of processing of the product: processed,
semi-processed and unprocessed. The nine products that are discussed in this
report have been assigned to the three groups as follows:

Processed: Semi-processed: Unprocessed:
- cheese - milk productsicream - fresh milk
- skimmed powder - butter

- whey - condensed milk

- lactose - whale powder

The grouping is based on the number of processing steps. However, a
higher degree of processing is not always accompanied by a higher value
added, but in general this is the case.



2. CHANGES IN THE DEGREE OF PROCESSING

2.1 Analysis via production

As a result of the introduction of the quota system in 1984 the amount
of milk produced in the EU in 1992 was almost 6% lower than in 1980 {table
2.1). The shares of the various member states have also changed, usually
slightly. For most member states shares hardly changed. Only Germany lost a
considerable share compared to 1980. Compared to 1984, not anly the German
share decreased, but the Dutch share too. The share of the largest producer
- France - even increased after 1984.

Table 2.1 Distribution of the total amount of processed and consumed milk among all the
present member states in various years

1980 1984 1992
Volume {x 1,000 tonnes) 113,128 118,868 106,393
Share in %:
EU-total 100.0 100.0 100.0
France 223 21.8 23.0
Belgium/Luxembourg 3.4 3.5 3.0
The Netherlands 10.1 10.5 10.2
Germany (F.R.} 206 20.3 23.7
G.D.R. 5.7 6.4
Italy 9.5 9.6 10.9
United Kingdom 13.8 13.3 127
Ireland 4.1 4.8 5.0
Denmark 4.4 4.3 42
Greece 0.6 0.5 0.6
Portugal 0.7 0.7 1.4
Spain 4.9 4.6 5.2

Source: FAQ Supply and Utilization Accounts.

From the FAO supply and utilization accounts (1980-1992) it appears that
a shift in the degree of processing has occurred (table 2.2). For EU-12 the quan-
tity of milk which is processed into butter has clearly decreased in the years
after the introduction of the quota system. Before the quota were introduced
about 52 to 55% was processed into butter, later the share fell to just over
40%. The share of milk processed into cheese rose from around 29% to almost
40%. Less butter causes a smaller volume of skimmed milk to be processed fur-
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ther. This skimmed milk is traditionally processed into skimmed powder, but
skimmed milk is increasingly used for cheese production. As a matter of fact
this trend started already in the early eighties and the qucta system has at best
given it an extra impulse. In recent years 56% of the skimmed milk was used for
milk powder production and 21% for cheese. in 1980 these shares were 71%
and 11% respectively.

Table 2.2 Distribution {in %) of processed mitk among the various products in EU-12

1980 1984 1992
Fresh cream 8 8 1
Butter 53 54 41
Condensed milk 4 4 3
Whole milk powder 6 6 5
Cheese 28 29 39

Source: FAQ Supply and Utilization Accounts.

This shift in processing occurred - with different percentages - in all north-
ern member states, with the exception of Ireland. After the implementation of
the quota there was a slight drop in the percentage of Irish milk being pro-
cessed into butter, but it remained very high. By 1992 it was still around 70%,
which means only a 10% drop compared to 1984. The skimmed milk is pro-
cessed into powder and casein. Apparently the Irish dairy industry lacks the
flexibility to adapt the processing to the changed circumstances.

The implementation of the dairy guota has brought about a distinctive
shift in the utilization of milk in the European dairy industry: more processed
products (cheese) and less semi-processed products (butter). This shift has taken
place mainly in the northern member states. In the southern member states the
utilization of the produced milk has hardly changed however.

2.2 Analysis via trade flows

In the period '81-'93 1) the share of processed products in total net export
of EU-9 to the world market has risen by 16% to 47 % (figure 2.1). This was fully
at the expense of the semi-processed products, because the unprocessed prod-
ucts also show some growth. During the first half of this period there were
hardly any changes. The change occurred in the second half, that is after the
introduction of the quota system, For EU-12 the period under consideration is
very short 2}, but the trend is very much the same.

1) Three-year averages: average of the years 1980-1982 compared to the average
of the years 1992-1994.
2) The average of 1986-1988 compared to 1992-1994.
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Figure 2.1 Bar chart of EU-3 net export

To indicate the developments in the composition of net export by mem-
ber state is much more difficult. To be able to make a reliable judgement the
trade position during the whole period must be the same for total dairy prod-
ucts and for the three groups mentioned in chapter one, which means: either
net exporter or net importer. Whenever one of these four values reverses dur-
ing this period from net exporter to net importer or vice versa, or if the net
trade position is around zero, it is hard to judge whether a shift in the degree
of processing has occurred. This problem showed up for Germany and for Bel-
gium/Luxembourg.

With the largest exporters, France and the Netherlands, the share of pro-
cessed products in the net export in 1893 is around 70% and 65%, respectively.
For the Netherlands this meant a considerable growth (approximately 26 per-
centage points) compared to 1981, and for France the increase amounted to
17 percentage points. In France the growth was realized at the expense of
semi-processed products, for the share of unprocessed products remained prac-
tically unchanged at around 8%. In Dutch exports the semi-processed products
were reduced too (to around 43%), but the rise of the share of processed prod-
ucts was facilitated by the fact that net import of unprocessed milk increased
strongly.

In Denmark the shift was very evenly spread over the period; at the start
the share of processed products was only slightly above that of semi-processed
products. By the end of the period the ratio was 65%:35%. In Ireland the shift
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to processed products was not impressive. By 1993 the ratio between processed
and semi-processed was 51%:43%. Both countries have a negligible export of
unprocessed milk.

For the Federal Republic of Germany the changes are not quite so easy
to interpret. The country is a fairly large net exporter, but the value of net ex-
port fluctuates annually. Moreover the balance of exports and imports of pro-
cessed products is negative (i.e. net importer) in a number of years. This results
in extreme fluctuations in the ratio between the three groups. The tendency
appears to be a shift towards processed products. For Belgium/Luxembourg the
situation is even more complicated. The balance of exports and imports of total
dairy products alternates between positive and negative. It is an importer for
processed products, while the country is an exporter for semi-processed and
unprocessed dairy products. The only clear line of development is the growth
of exports of unprocessed dairy products. As a matter of fact this growth rate
flattens by the end of the period considered.

ltaly is a large net importer of dairy products. The ratio between the
groups has remained practically unchanged: processed products have a share
of around 55% and semi-processed products between 15 and 20%. United
Kingdom is a somewhat smaller net importer than italy. The share of processed
products has more than doubled to around 90% during the period considered.
The main reason for this is the very constant and strong growth of the net im-
port of cheese. The growth of processed products was fully at the expense of
semi-pracessed products. Imports of unprocessed dairy products in the United
Kingdom are very limited.

Greece and Spain are fairly small net importers. In both countries the
share of processed products appears to be increasing. Portuguese trade in dairy
products is virtually negligible.

The trend towards a higher degree of processing in production is not
always easily discernable in the import and export flows of the member states.
in the next chapter the trade figures will be analysed further by product and
by member state. Special attention will be paid to the trade position - net im-
porter or net exporter - and to mutual market shares.

13



3. TRADE IN DAIRY PRODUCTS OF THE EU
MEMBER STATES

3.1 Procedure for analysis of the data

In the first stage of the research the trade data were collected. The data
used are the import statistics of Eurostat. Import statistics have been chosen,
because in this report the origins of the imports of dairy products in the various
member states are compared. In Eurostat we find the import data as they were
registered by the importing countries themselves. An equally important reason
to choose for import statistics is the registration of the values, Import values are
registered by the importing countries as ¢if values at their border. This implies
that the values of the [talian imports of cheese from France and from the Neth-
erlands are comparable. Export statistics on the other hand register the fob
values at the border of the exporting country. It is obvious that the export val-
ues of French and Dutch cheese exports to ltaly cannot be compared unless
some adjustments have been made.

Next these data have been processed further to be able to aggregate and
classify them. For each product 30 import matrices have been made: for each
year a matrix with volume data and a matrix with value data in ECU. Table 3.1
is an example of the matrix with values for skimmed milk powder in 1986. The
first column shows the country of origin and in the next columns under the
heading 'destination’ the importing countries are shown. Columns two up to
and including column twelve are filled with import data from Eurostat. The
column EU-12 is the sum of the preceding eleven columns.

Because Eurostat has no data about the imports by third countries from
the EU the last two columns have been filled with export data. The column
‘World' contains the values of exports by member states to the world. Next, the
column ‘non-EU' was calculated as the value for 'World' minus the value for
'EU-12'. Using export data instead of import data introduces an inaccuracy,
which may result in a very limited number of cases in a (usually small) negative
value in the column non-EU. To make the matrix tally again in these cases the
value of the column 'EU-12' was also entered in the column "World’, thus mak-
ing the column 'non-EVU' equal to zero.

Eurostat does not provide data on imports by Greece, Portugal and Spain
in the years before they joined the EU. For these years the cells in the matrix
concerning imports from 'old' members were filled with export figures from
the 'old' members to the 'new' members. The remaining cells were filled with
'NA’ {not available). For this reason certain indicators in this research have 1981
or 1986 as their first year. Table 3.2 shows the 1981 matrix of the (weighted)
import volume for total dairy products. The weighting method will be ex-
plained later on in this section. In order to keep the example simple the Neth-
erlands up to and including Benmark have been left out in the rows and col-
umns. The real matrix (table 3.1) consists of fourteen data columns and four-
teen data rows.

14
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Table 3.2 Example of matrix for import valume 1981 {x 1,000 tonnes) of total dairy products

Origin Destination

France Belg/L. - Greece Port. Spain EU-12 non-EV  World
France - 150 - 8 3 16 a7 813 1,783
Belgium/Lux. 61 - - 3 1] 1 365 278 643
Greece 0 0 - - 0 4] 1 3 4
Portugal 0 0 - 0 - NA NA NA NA
Spain 0 4 - Q NA - NA NA NA
EU-12 318 597 - 179 NA NA NA NA NA
Non-EU 28 38 - 9 NA NA NA NA NA
World 346 635 - 188 NA NA NA NA NA

From 1986 onwards data are available for all cells of the matrix (table
3.3). Only in the right bottom corner there are four cells left containing NA. If
the world trade in the product concerned is available, the values for the other
three cells may be calculated. For many products the world trade figures are
available only at a fairly high level of aggregation. As this research centres on
detailed product specifications, the figures for world trade have been left out
in all matrices.

In order to aggregate various products to a group the values may simply
be added. Volumes however must be weighted first. The world market price
(the average 1984-86 price of EU-total exports to third countries) has been used
as the weighting factor for the product concerned. The volume multiplied by
this price results in a value in constant 1985 prices (VCP_85). Expressed in
VCP_85 the volumes of any combination of products may be added.

Table 3.3 Example of matrix for import value 1988 of total dairy products (miflion ECU)

Crigin Destination

France Belg./L. - Greece Port. Spain  EU-12 non-EU  World
France - 273 - 20 1 113 1,745 706 2,451
Belg/Lux. 195 - - 17 1 1§43 9 1,140
Greece 1 0 - - 0 ] 30 5 35
Portugal 1 0 - 0 - 16 29 9 38
Spain 22 21 - 0 1 - 85 38 123
EU-12 840 981 - 315 14 198 9,588 3,680 13,268
Non-EU 60 42 - 10 5 15 679 NA NA
World 899 1,022 - 325 19 214 10,267 NA NA
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From these matrices - single products or aggregates - prices, market
shares and net import figures (table 3.4) can be calculated. Starting from the
example in table 3.3 net import is calculated as follows. The net import by
France from Spain is equai to the French import from Spain (22) minus Spanish
import from France (113). The negative result (-31) shows that France is a net
exporter to Spain for the product concerned. Alternately the result is of course
+91. The net import value shows the balance of the total trade (in the product
concerned) between two countries and which of the two countries has a trade
surplus.

Table 3.4 Example of matrix for net import value 1988 of total dairy products (million ECU)

Origin Destination

France Belg./L. - Greece Port. Spain EU-12 non-EU World
France - 79 - 20 Y 91 906 646 1,552
Belg/Lux. -79 - - 17 1 -20 150 -32 118
Greece -20 -17 - - 0 0 -285 -5 -290
Portugal 0 -1 - 0 - 15 15 5 14
Spain - 20 - 0 -15 - -114 23 -90
EU-12 906  -150 - 285 -15 14 - 3,001 3,001
Non-EU -646 32 - 5 -5 -23  -3,001 NA NA
World -1,552 -118 - 290 -19 90 -3,001 NA NA

3.2 Trade flows
3.2.1 Total dairy products

Total imports of dairy products in the 'old’ member states (EU-9) has in-
creased considerably during the period 1981-93 1}. The growth amounted to
5.5% per year on average (table 3.5). The EU member states (EU-12) now im-
port a value of almost 12 billion ECU per year. Practically all of it is intra-EU
trade; third countries have a share of only 6 to 7% in the EU-12 dairy imports.
Imports from third countries consist mainly of Swiss cheese (in France, Germany
and ltaly) and New Zealand butter {in the United Kingdom).

The EU as a whole is a large net exporter of dairy products; the net export
value of the 'old' member states amounted to around 4.3 biflion ECU per year
on average in 1992-94, When the 'new' - all three of them net importers -
members are included the figure is around 3.7 billion ECU. Strikingly the
growth rate of the total import value {of the 'old' member states) of 5.5% per
year went together with a considerably smaller increase of the net export va-

1)  Three-year averages: average of the years 1980-82 compared to 1992-94.
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Table 3.5 imports of total dairy products in the member states of EU-12

Average import value Growth rates based
in million ECU on 3-year averages
1992-94 '80-'82 to0 '92-'94
gross net gross net
france 1,393 -1,687 10.8 2.0
Belgium/Luxemb. 1,508 -20 5.3 (4]
The Netherlands 1.744 -1,645 5.2 1.3
Germany {F.R.) 2,379 -1,186 6.7 1.9
Italy 2,265 1,689 43 27
United Kingdom 1,262 512 26 1.7
Ireland 100 -1,0t4 101 6.5
Denmark 12 -979 4.1 3.2
EU-9 10,765 -4,328 5.5 28
Greece a} 449 380 6.4 5.2
Portugal b) 55 3 23.3 [4]
Spain b) 440 236 16.5 13.8
EU-12 b) 11,708 -3,709 43 6.5

a) '81-'83 basis for growth rate; b) '86-'88 basis for growth rate; ¢} Not available.

lue, namely 2.8% per year. Apparently mutual trade between member states
is becoming increasingly important. The intervention stocks probably play an
important role in this. The 'mountains' of butter and skimmed powder usually
pass some internal borders - for instance from producing country to stocking
country and then from stocking country to exporting country - before they
reach their destination on the world market.

Five member states (France, the Netherlands, Germany, Ireland and Den-
mark} are net exporters, two of them (Belgium/Luxembourg and Portugal) have
their trade balances for dairy products more or less in equilibrium and the oth-
ers are net importers. Two of the five net exporters import very little; freland
and Denmark combine considerable exports with minimal imports. In France
too the total imports relative to exports are limited. As a matter of fact France
is a net exporter to all EU-12 member states with the exception of ireland and
the Netherlands.

The Netherlands and the Federal Republic of Germany are the most im-
portant traders, The Netherlands for instance is for the whole period a net im-
porter relative to Ireland and the United Kingdom, (while the latter country is
a fairly big net importer), and is a net exporter to Germany, which like the
Netherlands has large imports and large exports. Germany in its turn is a very
big net exporter to Italy and has a dominating position on the large Italian
import market. The centre of the dairy trade lies in the northern member
states, which also have the largest share in European milk production.

18



Table 3.6 Shares (in %, average '92-'94) in the gross import value of total dairy produdts in the
member states of EU-12

Qrigin France B.J/L. Neth. F.R.G. Italy UK. Ir. Den. Gr. Port. Spain EU-12

France - 30 13 24 21 1210 14 8 25 48 18
Belg/Lux. 24 - 18 8 8 8 1 9 6 5 2 10
Netherl. 23 32 - 38 5 7 7 12 M 23 18 19
F.R.G. 21 21 37 - 55 13 5 35 27 6 12 25
Italy 7 2 5 ) 3 1 4 1 2 2 3
United K. 8 5 9 3 - B9 9 2 3 2 4
Ireland 6 4 14 6 29 - 5 4 4 1 8
Denmark 1 1 1 " 2 1 1 - 8 3 [ 5
Greece 1 -

Portugal 1 1 - 4

Spain 4 1 1 23 - 1
EU-12 96 96 98 96 93 84 94 95 96 96 96 94
non-EU 4 4 2 4 7 16 B 5 4 4 4 6

The limited trade of Ireland and Denmark also appears in their share of
the gross import value of EU-12 {table 3.6). Notwithstanding their net export
position they have very modest shares as a country of origin. From this table it
becomes quite clear that the main exporting countries trade a lot with each
other. Total German dairy imports originate for 38% from the Netherlands,
while Germany has a 37% share in Dutch imports. There is also considerable
trade between the Netherlands, Belgium/Luxembourg and France. The smaller
import markets are sometimes dominated by one supplier, but the volume of
trade is limited in these cases. The large share of third countries in United King-
dom imports is caused by the earlier mentioned imports of butter from New
Zealand.

The five net exporting member states (table 3.5) also supply the bulk of
dairy exports to third countries. The Netherlands and France have the largest
share, 30 to 35% and 20 to 25% respectively. From year to year the shares may
vary a few percentage points, but considering the whole period 1980-94 they
have remained unchanged. Exports to the world market are not always based
on regular commercial demand. These exports partly consist of intervention
stocks that are sold and therefore the volume of this trade flow varies consider-
ably.

3.2.2 Processed products

Imports of processed dairy products have a value of 6.9 billion ECU, which
represents 60% of total EU dairy imports (table 3.7). In total net export the
share is 45% in 1992-94. Cheese is by far the most important product in this
group {import value 5.3 billion ECU), while skimmed milk powder with 1.1 bil-
lion ECU is far less important. Whey and lactose, 300 million and 50 million ECU
respectively, are of minor importance.
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Table 3.7 Imports of processed dairy products in the member states of EU-12

Average import value

Growth rates based

in million ECU on 3-year averages

1992-94 '80-'82 to '92-'94

gross net gross net
France 672 -1,189 102 4.3
Belgium/Luxemb. 743 230 7.1 5.9
The Netherlands 928 -1,051 8.0 5.7
Germany {F.R.) 1,796 -184 6.7 4.1
Itaty 1,352 849 41 1.6
United Kingdom 744 470 6.0 9.4
Ireland 51 -526 1.7 79
Denmark 72 -622 59 4.9
EU-9 6,359 -2,024 6.5 6.5
Greece a) 228 173 9.7 8.2
Portugal b) 33 17 15.6 4}
Spain b) 232 150 14.4 146
EV-12 b 6,853 -1,684 41 10.6

a) '81-'83 basis for growth rate; b) '86-'88 basis for growth rate; ¢) Not available.

Germany is conspicuously absent in the list of net exporters, because it is
a fairly big net importer of cheese. Nevertheless the countries of origin Ger-
many and the Netherlands each have a share of 20 to 25% in the EU-12 gross
import value of processed dairy products (table 3.8). These shares are fairly

Table 3.8 Shares (in %, average '92-"94) in the gross import vaiue of processed dairy products
in the member states of EU-12

Qrigin France B./L. Neth. FR.G. Raly UK. Irl. Den. Gr. Port. Spain EU-12
France - 3N 16 28 18 16 18 22 7 21 3 20
Belg./Lux. 12 - 9 3 9 10 1 2 6 2 6
Netherl. 33 33 - 39 8 9 12 13 31 30 30 22
F.R.G. 22 19 39 - 50 14 5 40 29 & 13 23
italy 10 4 7 6 - 5 2 6 1 1 2 5
United K. 3 2 8 2 - 50 7 1 3 3 3
Ireland 5 2 14 1 1 32 - 2 8 5 2 7
Denmark 2 2 2 13 2 7 2 - 15 9 10 6
Greece 2 - 1
Portugal 1 - 1

Spain 4 1 1 14 - 1
EU-12 92 93 96 94 88 92 90 93 93 95 93 93
Non-EU 8 7 4 6 12 8 10 7 7 5 7 7
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stable over the whole period. At the start the French share was equal to the
share of the two just mentioned countries, but then it fell to 17% and now it
has recovered to 20%. The other 'old' member states all have only a small
share. The 'new' member states are negligible as a country of origin. This table
once again shows the importance of the mutual trade between the main sup-
pliers.

Cheese

Cheese is by far the most important dairy product that is imported in the
member states. In the gross import value {(EU-12) of total dairy products cheese
has a share of 45% and in the EU-12 net export its share is 30%. The Nether-
lands is by far the largest net exporter (table 3.9), while it has only a modest
gross import of cheese. So there is little trading in foreign cheeses. The other
three net exporting countries also have limited imports.

Table 2.9 Imports of cheese in the member states of EU-12

Average import value Growth rates based
in million ECU on 3-year averages
1992-94 '80-'82 to '92-'94
gross net gross net
France 490 -1,068 8.6 58
Belgium/Luxemb. 610 256 6.6 2.0
The Netherlands 301 -1,373 11.7 7.0
Germany {F.R.) 1,662 524 7.4 1.3
Italy 1,066 568 4.2 0.8
United Kingdom 687 533 5.7 4.9
Ireland 36 -236 120 7.2
Denmark 53 -603 124 4.7
EU-9 4,906 -1,399 6.6 10.2
Greece a) 209 154 9.4 7.7
Portugal b) 21 10 13.0 <)
Spain b) 174 116 16.5 12.8
EU-12 b} 5,310 -1.120 5.7 17.4

a) '81-'83 basis for growth rate; b) '86-'88 basis for growth rate; ¢} Not available.

As a supplier on the internal EU market the Netherlands has a virtually
unchanged share of 25% during the whole period (table 3.10). The shares of
France, Germany, and Denmark showed a slight drop and amounted to 21%,
17% and 8% respectively in 1992-94. italy is gaining market share, but its posi-
tion remains modest; its share rose from 3% in 1980-82 to almost 6% in
1992-94.
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Table 3.10 Shares (in %, average '92-'94) in the gross import value of cheese in the member
states of EU-12

Origin France B.J/L. Neth. F.R.G. kaly UK. Il Den. Gr. Port. Spain EU-12

France - 31 23 29 18 17 22 27 6 21 29 21
Belg./Lux. 7 - 17 3 11 " 1 ] 2 6
Netherl. 39 32 - 38 9 8 7 6 32 28 32 25
F.R.G. 17 18 17 - 44 15 5 7 29 6 1% 17
Italy 14 4 22 7 - 5 1 8 1 2 3 6
United K. 3 3 4 1 - B2 9 1 2 1 2
Ireland 2 1 5 28 - 2 7 1 5
Denmark 3 2 5 14 3 7 2 16 13 13 8
Greece 1 2 - 1
Portugal 1 -

Spain 4 1 16 - 1
EU-12 89 91 93 94 85 92 99 91 93 a5 91 91
Non-EU 11 9 7 6 15 ] 1 9 7 5 9 9

There is hardly any difference in the price the main suppliers can realize
on the internal market, with one exception: italy. ltalian cheese is traded at an
approximately 40% higher price than cheese from the other suppliers.

Shifts on the EU cheese market

On the French import market the Netherlands, having a share of around
40%, is by far the main supplier (table 3.10). Over the whole period the shares
of all the important countries of origin fluctuate. The ftalian share on the
French market increased somewhat, while the Netherlands and Germany lost
a little. The position of third countries on the French import market has deteri-
orated considerably; their share fell from 20% to 11%.

In Belgium/Luxembourg the Netherlands lost market share to France and
the Federal Republic of Germany. Here toa Italian cheese is on the rise.

The French share in the relatively small imports of cheese in the Nether-
lands has tumbled from 47% to 23%. The 'gap’ was partly filled by Germany,
but Italy was more successful and its share rose from 7% to 22%.

The already very large share of the Netherlands in German imports in-
creased by around 5% to 47% in the mid 1980s and then it fell back to 38% by
the end of the period. France lost approximately 5% and Italy more than dou-
bled its share. An interesting detail is the rise of Greece; its share rose from 0%
to 1.8%. Germany is the main destination for the limited Greek cheese exports,

On the Italian import market the Federal Republic of Germany is still the
main supplier with a share of 44%, but in the past fifteen years it has had to
give up some of its share. France also lost around 4%. Belgium increased its
share from 5% to 11%. The Netherlands had the strongest growth: from 2%
to 9%. The large increase in the Dutch market share is on account of the
'cheese with holes' that was introduced in the mid 1980s. Italian imports from
third countries are still substantial {15%), but are clearly declining.
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Germany is a net importer of cheese, but it is also the most important
supplier on the [talian market. The Netherlands in its turn is the largest supplier
on the German market. German exports to ltaly consist of a type of cheese
which is completely different from the type of cheese that is imported from the
Netherlands.

The shares of all the main suppliers in the cheese imports of the United
Kingdom have changed during the period 1980-82 to 1992-94. France, Bel-
gium/Luxembourg and Germany each gained 4 to 6%. italy too increased its
share by a few per cents. The three largest suppliers at the start, namely Ire-
land, the Netherlands, and Denmark experienced a fall in their shares; the Irish
share fell a few per cents, while the Dutch and Danish shares were halved.

Ireland and Denmark hardly import any cheese. Both countries are also
exporters of cheese and Denmark is even a fairly large net exporter.

On the Greek market the share of Germany increased considerably at
first, to fall down again to the 1980-82 level. The Dutch share declined in the
mid 1980s, but by 1992-94 this decline had been more than compensated for,
Denmark lost market share: from over 20% to 16%.

in the Spanish imports there were no significant changes in the shares of
the supplying member states. The share of third countries fell almost directly
after Spain joined the EU. Portuguese imports of cheese are very small.

Skimmed milk powder

There is really no country that sets the tune for the trade in skimmed milk
powder; there is no really large net importer, nor a really large net exporter
(table 3.11). Although Germany is a large net exporter in 1992-94, this certainly
was not the case during the whole period 1980-94. The Netherfands takes an
unexpected position: net importer during the whole period. Italy too is net
importer in all years, and it is the one and only ‘old' member state that exports
no skimmed milk powder at all. It should be noted that in the Netherlands as
well as in Italy much skimmed powder is used in the production of calf milk.
The other countries have a more or less halanced trade or are a net exporter
{Germany and Ireland). The three 'new' member states have hardly any trade
in skimmed milk powder. France and Belgium/Luxembourg combine limited
import with modest net export.

Skimmed milk powder is an intervention product, which implies that
there is a regular trade flow at normal 'internal’ prices and a flow to and from
the intervention stocks. The flow to the stocks is priced at approximately the
‘internal’ price and skimmed milk powder from the stocks is sometimes traded
at extremely low prices. Moreover the volume of this |atter trade flow varies
considerably annually. In the trade statistics the regular trade flows and the
‘intervention flows' are combined under the same product code. This may
cause tremendous fluctuations in volume and value. Even three-year averages
should be interpreted with care.

In the years with an overproduction of skimmed powder the stockpiling
takes place mainly in Germany. These stocks partly originate from other mem-
ber states. When these stocks are reduced again the statistics suddenly show
large German exports. So there is hardly any relation between the volume of
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Table 3.11 Imports of skimmed miltk powder in the member states of EU-12

Average import value Growth rates based
in million ECU on 3-year averages
1992-34 '80-'82 to '92-'94
gross net gross net
France 145 -10 19.2 -19.2
Belgium/Luxemb. 103 -48 1.1 -5.6
The Netherlands 492 335 6.0 10.7
Germany {F.R.) 69 -672 -2.6 89
Italy 255 254 35 3.5
United Kingdom 33 -7 9.1 -5.5
Ireland 4 -267 20.3 7.8
Denmark 10 -10 -4.6 104
EU-9 1,111 -489 5.5 0.7
Greece a) 17 17 14.3 14.6
Portugal b} 9 4 221 <}
Spain b) 36 12 14.1 <}
EU-12 b} 1,173 -456 -19 1.6

a) 'B1-'83 basis for growth rate; b} ‘86-"88 basis for growth rate; ¢} Not available.

gross import and net import. In 1992-94 the value of imports amounted to 69
million ECU gross and -672 million ECU net. In 1984-86 these amounts were 313
million ECU and -74 million ECU respectively.

Germany is the biggest net exporter in the period 1992-94 and has an
almost 50% share in EU-12 imports (table 3.12). It has a share of even 78% in
the large ltalian imports. Italy and Greece are pure importers; they do not ex-
port any skimmed powder at all. All the other countries do export to other
member states, but the trade volumes of Portugal, Spain and Denmark are very
modest.

As has been mentioned before the Netherlands is an important trader
and this also shows in skimmed powder; the value of Dutch gross import is al-
most twice that of net import during the whole period 1980-82 to 1992-94
{table 3.11). The shares of the various countries of origin fluctuate fairly
strongly from year to year. Considering the whole period Germany is clearly the
main supplier of the Netherlands.

In German imports it is the Netherlands that has the greatest share
among the countries of origin. Here too there are great annual fluctuations.

The Italian imports structure is rather simple: Italy has traditionally been
a large importer with Germany and France as its only suppliers. During the pe-
riod Germany has even managed to further increase its large share at the cost
of France.
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Table 3.12 Shares (in %, average '92-'94} in the gross Import value of skimmed milk powder
in the member states of EU-12

Origin France B.L. Neth. F.R.G. Italy UK. Irl. Den. Gr. Port. Spain EU-12

France - 29 6 13 14 2 14 1 16 18 19 10
Belg./Lux. 30 - 5 5 1 17 7 3 7
Netherl. 8 34 - 33 2 6 6 16 7 36 29 8
F.R.G. 36 26 52 - 78 1 4 73 30 ] 27 47
Jtaly - 13

United K. 5 1 1" 15 - 57 3 7 T 7
Ireland 14 8 22 20 4 88 - 7 16 11 4 17
Denmark 4 1 3 - 1 1 1
Greece -

Portugal - 5

Spain 4 1 4 1 5 10 - 2
EU-12 99 99 98 95 100 100 100 97 100 95 99 98
Non-EU 1 1 2 5 3 5 1 2

The United Kingdom and Ireland have a large share in each other's im-
ports, but the gross import value in both countries is very small. The net export
flow is directed at the member states on the continent. Denmark and the three
southern member states hardly import or export any skimmed milk powder.

Whey

Trade flows in whey are small; over the period 1992-94 it did not even
amount to 300 million ECU per year on average, There are hardly any exports
to third countries. France and to a lesser extent Germany and Denmark are the
net exporters. The Netherlands is the most important net importer.

Lactose

EU trade in lactose is aimost completely done by Germany and the Neth-
erlands. These two countries realized in 1992-94 an average net export value
of 15 and 69 million ECU respectively. The other member states have no note-
worthy trade in this product.

3.2.3 Semi-processed products

The largest difference between the group of processed products and the
group of semi-processed products is the ratio between total imports and net
export of the member states. For the first group of products the gross EU-12
import value of 6.9 billion ECU is linked to a net export value of 1.7 billion ECU
(table 3.7). For semi-processed products the total import value amounts to just
3.7 billion ECU, while net export amounts to 1.9 billion ECU (table 3.13). 5o the
gross import value of processed products is almost twice that of semi-processed
products, while the net export values of processed products and semi-processed
products are practically equal.
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Table 3.13 Imports of semi-processed dairy products in the member states of EU-12

Average import value

Growth rates based

in million ECU on 3-year averages

1992-94 '80-'82 to '92-'94

gross net gross net
France 566 -362 10.0 -3.2
Belgium/Luxemb, 663 -58 2.8 4}
The Netherlands 678 -702 21 -2.1
Germany {F.R.) 522 -469 6.7 -1.4
Italy 367 297 5.4 38
United Kingdom 47 25 -1.4 -17.7
Ireland 24 -490 2.4 53
Denmark 38 -347 1.3 1.0
EU-9 3,329 -2,107 3.4 0.1
Greece a) 209 196 3.7 31
Portugal b) 15 -15 40.4 26.1
Spain b) 120 29 30.0 £9.2
EU-12 b) 3,673 -1,896 4.2 34

a} '81-'83 basis for growth rate; b) '86-'88 basis for growth rate; ¢) Not available.

This means that there is far less mutual trade. In the group of processed
products there is a substantial intra-EU trade in cheese and skimmed powder.
In the group of semi-processed products there are fairly large direct exports by
the producing countries to third countries in condensed milk and in whole milk

powder.

Table 3.14 Shares (in %, average '92-'94) in the gross import value of semi-processed dairy
products in the member states of FU-12

Origin France B.JL. Neth. F.RG. [taly UK. irl. Den. Gr. Port. Spain EU-12
France - 28 12 9 28 8 4 10 17 51 15
Belg./Lux. 25 - 27 15 12 3 3 25 6 3 3 13
Netherl. 18 32 - a 3 5 2 29 53 16 6 19
FR.G. 18 20 29 - 50 12 13 21 26 8 20 21
Italy 5 1 2 2 - 1 3 2
United K. 17 9 11 5 - 75 14 3 2 4 8
Ireland 9 7 16 22 23 - 10 5 2 12
Denmark 1 1 5 5 17 - 2 1 4
Greece 1 1 -

Portugal 1 1 - 9 1
Spain 6 2 1 1 a7 - 2
EU-12 100 100 99 100 100 70 98 100 100 97 100 96
Non-EU 1 30 2 3 4
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Germany had a virtually neutral trade position in processed products, but
with the semi-processed products it has joined the net exporters. The ather net
exporters are all definite net exporters of semi-processed products too.

For the group of semi-processed products the market is by no means
booming. During the fifteen years considered the gross import value of EU-9
rose by only 3.4% per year, while the net export value remained unchanged.

Within this group of products butter accounts for more than half the
value. The other three products are less important.

On the internal market the four countries with the largest shares to-
gether cover 68% of EU-12 gross import (table 3.14). Apart from being suppli-
ers they are also, just like the United Kingdom and Italy, importers, Considering
the whole period the shares fluctuate substantially, but it is clear that the Neth-
erlands has lost some market share.

The large share of non-EU in United Kingdom imports is on account of
butter from New Zealand. In the section on butter this will be explained fur-
ther,

Milk productsicrearn

In this group of fresh products (yoghurts, desserts, etcetera) trade is an
almost completely intra affair. The net export value of EU-total is very modest
{table 3.15). Germany is the main supplier, while italy is the largest net im-
porter. Trade in this product group is definitely increasing, but because of an
inconsistency in the data series - as a result of the introduction of the Harmo-
nized System in 1988 - it is not possible to give a reliable growth rate over the
whole period.

Table 3.15 Imports of milkicream in the member states of EU-12

Average import value in million ECU 1992-94

grass net
france 133 -45
Belgium/Luxemb. 200 76
The Netherlands 115 7
Germany (F.R.} 60 -322
ftaly 170 165
United Kingdom 104 -17
Ireland 1 -1
Denmark 4 -26
EU-9 798 -174
Greece 25 13
Portugal 7 -2
Spain 61 40
EU-12 31 -123
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Table 3.16 Shares (in %, average '92-'94) in the gross import value of milkicream in the mem-
ber states of EU-12

Origin France B.L. Neth. F.R.G. Haly UK. Irl. Den. Gr. Port. Spain EU-12

France - 24 5 26 19 25 7 1 38 20 S1 19
Belg./Lux. 22 - 46 25 7 7 21 23 14
Netherl. 3 32 - 21 3 23 1 1 10
F.R.G. 33 30 35 - 72 47 2 53 36 16 28 39
{taly 1 - 2 1 2

United K. 33 13 8 1 - 85 1 1 11
Jreland 4 5 10 - 1 1 2
Denmark 1 6 2 - 2 1
Greece 4 2 5 - 1 1
Portugal - 14 1
Spain 8 62 - 2
EU-12 100 100 100 99 100 99 98 100 100 100 100 100
Non-EU 1 1 2

France and Germany dominate the import markets in all member states
that have substantial imports (table 3.16). Because of the problem with the
data series mentioned before it is impassible to indicate whether there have
been any significant shifts in the shares.

Butter

Butter is by far the most important product within the group of
semi-processed products. Total EU-12 imports amounted to an average of 1.8
billion ECU in 1992-94 (table 3.17). It is almost totally intra-EU trade; the United
Kingdom is the sole importer from third countries. Net export amounted to
around 230 million ECU per year.

Over the whole period the growth rate of the EU-9 gross import value is
practically zero. The net export value has a growth rate of -10%. The export
flow to third countries pattly consists of intervention butter that the Union has
to get rid of. So the volume of this trade flow strongly fluctuates. This implies
that the growth rate is strongly influenced by the choice of starting year and
ending year. There is however a clearly declining tendency in exports to third
countries, which is also influenced by the limitation in milk production.

The United Kingdom is the only large net importer during the whole pe-
riod 1980-94. The net export is realized by only three countries: the Nether-
lands, Ireland and Denmark. The other countries now have a more or less neu-
tral trade position, although at the start of the period France and Germany
were still fairly large net exporters.

As mentioned before, there is a lively intra-EU trade in butter. This also
shows in table 3.18. Belgium/Luxembourg, for instance, has a 31% share in
Dutch butter irnport. This represents a value of 90 million ECU per year. The
Dutch share in gress import of Belgium/Luxembourg is 41%, which equals
around 125 million ECU. Nevertheless net export of Belgium/Luxembourg is
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Table 3.17 Imports of butter in the member states of EU-12

Average import value

Growth rates based

in million ECV on 3-year averages

1992-94 '80-'82 to '92-'94

gross net gross net
France 348 130 5.8 c)
Belgium/Luxemb. 306 -6 -2.3 c)
The Netherlands 287 -244 -2.5 -0.4
Germany (F.R.) 348 185 7.0 4}
Italy 109 50 -1.4 -74
United Kingdom 337 190 -3.8 -4.0
Ireland 6 -397 -3.4 5.6
Denmark E3 -109 0.6 -3.9
EU-9 1,773 -201 -0.2 9.7
Greece a) 22 22 5.9 5.8
Partugal b) 2 -1 0.3 223
Spain b} 9 -39 17.6 328
EU-12 b) 1,806 -229 0.4 6.7

a) '81-'83 basis for growth rate; b) '86-'88 basis for growth rate; ¢) Not available.

Table 3.18 Shares (in %, average '92-'94) in the gross import value of butter in the member

states of EU-12

Qrigin France B.L. Neth. F.R.G. [taly UK. 1Irl. Den. Gr. Port. Spain EU-12
France - 17 14 2 3N 3 3 23 5 29 8
Belg./Lux. 23 - 3 11 29 2 6 27 19 10 10 14
Netherl. 24 a1 - 47 8 5 2 32 29 29 20 23
F.R.G. 7 12 6 - 28 44 12 13 3 7
ltaly 8 1 5 2 - 1 3
United K. 14 10 9 3 - 45 16 1 6 7
treland 14 13 30 29 25 - 12 1 20 15 21
Denmark 1 6 3 23 - 13 2 6 &
Greece -

Portugal 1 2 1 - 1" 1
Spain 6 4 1 25 - 2
EU-12 100 300 99 100 99 58 100 100 100 91 100 92
Non-EU 1 1 42 9 8

practically zero. This phenomenon of large mutual shares is also present in the
trade between Belgium/Luxembourg and France.

The most striking detail in table 3.18 is the third countries share in the
United Kingdom imports. Before its entry in 1973 the butter imports originated
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mainly from New Zealand. In the accession treaty a transitional arrangement
was made with New Zealand, in order to enable the United Kingdom to con-
tinue importing from this country. The arrangement covered 165,000 tonnes
in the first year. This volume was gradually brought down and by 1993 New
Zealand was allowed to export to the United Kingdom no more than 52,000
tonnes. A levy must be paid on this butter, which brings the price at around the
EU level (CAP Monitor}. Butter from other third countries is subject to a higher
levy, bringing the price far above the internal level. This is why New Zealand
is the only country that can ship (at a competitive price) butter to the EU.

Condensed milk

Basically the EU trade in condensed milk is a three country affair. One net
importer: Greece, and only two net exporters: the Netherlands and Germany
{table 3.19).

Table 3.19 Imports of condensed milk in the member states of EU-12

Average import value Growth rates based
in million ECU on 3-year averages
1992-94 '80-'82 to '92-'94
gross net gross net
France 61 5 43.2 <)
Belgium/Luxemb. 22 -63 -0.2 <)
The Netherlands 114 =247 5.6 -4.2
Germany {F.R.) 49 -201 1.6 3.9
italy 19 14 15.2 235
United Kingdom 15 -24 6.0 1.1
lretand 2 -1 -2.0 o)
Denmark 1 1 16.2 o)
EU-9 284 -486 6.3 -1.3
Greece a) 148 147 26 26
Portugal b) 3 3 97.5 9]
Spain b) 37 24 16.1 14.4
EU-12b) 472 -312 29 -0.7

a) '81-'83 basis for growth rate; b} 'B6-'88 basis for growth rate; ¢} Not available.

Between 1985 and 1993 Dutch net export fell by 200 million ECU. This
amount is practically equal to the fall in net export by EU-9. German net export
increased. During the second half of the 1980s the demand for condensed milk
on the world market has fallen dramatically. Both the net exporters have only
modest imports, and they have large shares in their mutual imports (table 3.20).
Greek imports originate for around 70% from the Netherlands and the remain-
der is imported from Germany.
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Table 3.20 Shares (in %, average '92-'94) in the gross import value of condensed milk in the

member states of EU-12

Origin France 8./L. Neth. F.R.G. Italy UK. Irl. Den. Gr. Port. Spain EU-12
France - 28 5 9 2 1 1 3 10 57 8
Belg./Lux. 46 - 20 44 14 1 1 6 16
Netherl, 12 27 - a3 14 26 1 23 70 36 7 32
F.R.G. 39 42 79 - 71 46 1 75 24 2 15 39
Italy 3 - 1 10 1
United K. 2 1 6 - 97 3 5 3
Ireland 1 11 -

Denmark -

Greece -

Portugal -

Spain 1 1 5 52 - 1
EU-12 100 100 100 100 100 100 100 100 100 100 100 100
Non-EY

Whole milk powder

The gross import value of whole milk powder is not particularly large in
most member states. The most striking feature with this product is that, with
the exception of Greece, Italy and Spain, all countries are net exporters (table
3.21). The member states together export a value of 1.2 billion ECU per year to

Table 3.21 Imports of whole milk powder in the member states of EU-12

Average import value

in million ECU

Growth rates based
on 3-year averages

1992-94 '80-'82 to '92-'04

gross net gross net
France 24 -452 19.1 4.2
Belgium/Luxemb. 134 -66 11.1 5.5
The Netherlands 162 -247 6.4 -1.0
Germany (F.R.} 65 -131 5.0 73
Italy 68 67 10.0 10.0
United Kingdom 15 -124 54 10.8
Ireland 4 -81 46 28
Denmark 1 -212 -7.9 5.6
EU-9 474 -1,245 7.9 34
Greece a) 15 15 -0.9 -1.0
Portugal b) 3 -5 27.2 50.2
Spain b) 13 3 25.1 9}
EU-12 b) 504 -1,232 5.3 6.2

a) '81-'83 basis for growth rate; b) "86-'88 basis for growth rate; ¢} Not available.
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the world market. The growth rate of Dutch net export is negative (-1%), but
the other large exporters clearly increased their export.

The United Kingdom has hardly any imports and a fairly large net export.
Whole milk powder and skimmed milk powder are the only two preducts for
which the United Kingdom is a net exporter. For all other dairy products it is
a net importer or neutral.

The relatively large Dutch imports originate from four different countries
(table 3.22). Over the whole period 1980-94 the countries of origin are always
the same, but their shares fluctuate strongly from year to year.

Table 3.22 Shares (in %, average '92-'94} in the gross import value of whole milk powder in
the member states of EU-12

Origin France B.J/L. Neth, F.R.G. ltaly UK. Irl. Den. Gr. Port. Spain EU-12

France - 63 23 38 50 14 1 16 24 46 38
Belg./Lux. 27 . 16 5 7 13 9 5 8
Netherl. 13 12 - 28 1 13 4 3 13 21 18 9
F.RG. 40 17 28 - 23 3 2 52 42 1 9 21
ftaly 2 - 13

United K. 5 3 23 12 - B T 12 9 9 11
Ireland 5 3 7 10 1 66 . 2 1 11 2 7
Denmark 2 2 1 3 21 1 - 3 1 4
Greece

Portugal 6 1 1 1 1 - 11 1
Spain 3 1 13 - 1
EU-12 9% 100 99 99 100 100 96 99 100 88 100 99
Non-EU 1 1 1 4 1 12 1

3.2.4 Unprocessed products

Unprocessed milk is traded in fairly large volumes in the intra-EU trade,
but net export to third countries is limited {table 3.23). The Netherlands and
Italy are the countries that have large net imports and the other countries are
net exporters or they have a neutral trade position. From the ratio between
gross and net import it appears that the trade flows are mainly cne-way flows.
There are no member states that import on a large scale and also have a large
share in each other's imports.

The two countries with the largest imports have the same main supplier:
Germany (table 3.24). The Netherlands has Belgium/Luxembourg as its second
supplier, while in Italian imports this position is held by France.
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Table 3.23 Imports of unprocessed milk in the member states of EU-12

Average import value
in miflion ECU

Growth rates based
on 3-year averages

1992-94 '80-'82 to '92-'94

gross net gross net
France 156 -135 20.5 4.5
Belgium/Luxemb. 102 -191 19.4 12.5
The Netherlands 138 108 8.8 11.7
Germany {F.R.) 61 -533 6.1 5.7
Italy 545 543 4.1 4.2
United Kingdom 47 17 305 ¢
Ireland 26 2 54.3 <)
Denmark 2 -9 4] -0.5
EU-9 1,077 -198 7.6 1.8
Greece a) 1 1 10.0 9.7
Portugal b) 8 2 164.4 <}
Spain b) 86 57 10.8 55
EU-12 b) 1,182 -128 6.4 12.0

a) '81-'83 basis for growth rate; b) '86-'88 basis for growth rate; ¢) Not available.

Table 3.24 Shares (in %, average '92-'94) in the gross import value of unprocessed milk in the
member states of FU-12

QOrigin France B./L. Neth. F.R.G. Haly UK. Irl. Den. Gr. Port. Spain EU-12
France - 31 3 14 23 9 6 58 a3 22
Belg./Lux. 74 - 33 79 4 30 a3 21
Netherl. 24 - 2 1 2 2
F.R.G. 24 44 64 - 73 12 99 10 2 1 49
Italy - 9

United K. - 100 2
Ireland a7 - 2
Denmark 4 1 -

Greece 1 -

Portugal - 5
Spain 1 30 -
EU-12 100 100 100 99 100 100 100 100 100 100 100 100
Nan-EU 1
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3.3 Trade position of the EU and of its member states

The Union (EU-9) is a large net exporter of dairy products. It exports a
value of about 4.2 billion ECU per year to the world market {Appendix, table
A1). Cheese and milk powder are the main products in the export to third
countries. The growth rate of the value of export to third countries is signifi-
cantly lower than the growth rate of the intra-EU trade (2.5% and 5% respec-
tively). Cheese is the only major product that has a higher growth rate for ex-
ports to the world market (10.2%) than for the intra-EU trade (6.6%)}. Milk
powder, butter and condensed milk have growth rates for exports to third
countries which are clearly lagging behind those for the intra-EU trade.

France is a large net exporter of especially cheese and whole milk powder
(Appendix, table A2). It exports cheese for around 350 million ECU per year to
third countries. This makes France the main EU supplier of cheese on the world
market. The Netherlands exports slightly less cheese to the world market. For
whole milk powder too France is one of the most important suppliers from
within the EU.

The Netherlands (Appendix, table A4) is a pre-eminent exporter of
cheese, More than 80% of its net export value of dairy products is realized by
the export of cheese. A relatively small share of the cheese exports is sold to
third countries. The growth rate of the net export value of cheese {(7.0%) is
slightly higher than the growth rate of the EU-9 intra-EU trade in cheese
(6.6%). The growth rate of total net dairy exports amounts to only 1.3% be-
cause of the high growth rate of products for which the Netherlands is a net
importer (skimmed powder and fresh milk).

The Federal Republic of Germany is a net importer for cheese and butter
(Appendix, table A5). For the other dairy products it is a net exporter. The net
export value for total dairy products remained virtually unchanged during the
period 1981-93. The positive growth rates for net export of milk powder
{whole and skimmed) were compensated for by an even higher growth rate for
the net import value of cheese.

Italy only exports cheese (at a value of around 500 million ECU per year),
but its import value of cheese is considerably higher. For all other products the
gross import value is virtually equal to the net import value (Appendix, table
AB). Within the EU ltaly is the largest net importer of dairy products.

The United Kingdom is the second largest net importer within the EU
(Appendix, table A7), although it is a modest net exporter of (whole and
skimmed} milk powder.

Ireland hardly imports any dairy products (Appendix, table A8). Its cheese
and skimmed milk powder exports are destined for the United Kingdom. Butter
is exported to Germany, France, Belgium/Luxembourg and the Netherlands.

Denmark also hardly imports any dairy products (Appendix, table A9).
More than half its net export consists of cheese, for which Germany is the main
market. The United Kingdom and Greece are also important markets. Whole
milk powder and butter are the other products for export. The latter product
is exported mainly to the United Kingdom, while whole milk powder is des-
tined for third countries.
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3.4 Prices in the dairy products trade

Dairy products are subject to the 'heavy' market regulation and therefore
there is a large gap between the internal prices and the - much lower - prices
in the trade with third countries. When exporting to third countries the ex-
porter usually receives an export refund, but this amount is not registered in
the trade statistics. This implies that for exports to third countries only the
‘bare’ price may be calculated from the trade statistics. This price may be inter-
preted as the EU-specific world market price of that product. The ratio be-
tween prices in the intra-EU trade and those in the extra-EU trade is a standard
for the measure of protection.

The intra-EU trade prices of the intervention products butter and
skimmed milk powder should be interpreted with care. Regular trade in these
products will usually take place at prices around the intervention level. Sur-
pluses that are offered to intervention boards in another member state, are
exported at the intervention price and as such registered in the trade statistics.
When the intervention stocks become too large and/or the quality of the
stored product has deteriorated too much, the Commission disposes of lots
- within the framework of special programmes or for exports to the world mar-
ket - at sometimes very Yow prices. These lots may be exported from the coun-
try that held it in store directly to a third country, but it is also possibie that at
this very low price it is first exported from one member state to another and
only then to the world market. This may have a negative effect on prices for
the intra-EU trade calculated from trade statistics.

In making the matrices the volumes were weighted with the EU export
price to third countries. Because of this it is impossible to calculate the actual
prices, but it is still possible to calculate price ratios. Therefore in this section
only the price levels will be compared. The price of a certain product or certain
product group in a certain year is related to the EU export price in 1984-86
(base period) of that same product or product group. The graphs show the
annual development of the price level and only for the base period 1984-86 the
gap with the world market price.

3.4.1 Price levels in the intra-EU trade

Total dairy products

Prices in the intra-EU trade of dairy products show a steady increase, with-
out a strong rise or fall. During the period 1980-94 the internal price level rose
by 40%. In the base period (1984-86) the EU price level is almost 20% above
that of the world market (figure 3.1).

When we look at the price levels at which a certain member state imports
the total group of dairy products from the eleven other member states or the
level at which the eleven members import from that particular member state,
then the tendency is still very much the same, but the lines become much more
fanciful. Developments in prices will be discussed in brief for the four largest
suppliers: France, Belgium/Luxembourg, the Netherlands and the Federal Re-
public of Germany.
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Figure 3.1 Development of the price level of total dairy import in the intra-EU trade compared
ta the EU export price to third countries in 1984-86 (=100}

The price level of French imports from the EU is alternately higher and
lower than the price level of EU imports from France, but the gap is seldom
more than 10%. In Belgium/Luxembourg the situation is virtually the same, but
in a number of years the price difference is somewhat larger.

For the Netherlands the price levels do not intersect. Exports to the EU
always take place at a higher level than imports from the EU. Early in the 1980s
the difference was around 10%, but it soon rose to 30% or 40%. The main
reason for this gap is the difference in the composition of Dutch imports and
the composition of exports. In exports cheese (high price level) is an important
product, while cheese is relatively unimportant in imports. Imports consist
mainly of less 'expensive’ dairy products.

The Federal Republic of Germany also has a gap of 30% to 40% between
the price levels, but here imports are more expensive than exports. This too is
mainly caused by cheese. Germany is a net importer of cheese and this product
has a 65% share in the gross import value.

In the preceding sections it has already been noted that the Netherlands
and Germany have a large mutual trade in dairy products. The Netherlands is
the largest supplier for Germany (around 45% of the German import value)
and conversely Germany is the main supplier for the Netherlands {(around 30%
of the Dutch import value). This also shows in the price levels of EU imports
from the Netherlands and German imports from the Netherlands. They appear
to be almost the same. However, when we compare the price level of EU im-
ports from Germany and Dutch imports from Germany, then the level of Dutch
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Figure 3.2 Development of the price level of total dairy import in the intra-EU trade between
the Federal Republic of Germany and the Netherlands compared to the EU export
price to third countries in 1984-86 (=100)

imports appears to be considerably lower. The main reason for this difference
is the fact that Germany has fairly large cheese exports to other member states
than the Netherlands. During most years the price levels differ between 20%
and 40% (figure 3.2).

Pracessed products

within this product group cheese has a share of almost 80% in the EU
total gross imports and consequently it is of major importance for the develop-
ment of the price level in this group. During the period 1980-89 the price level
of cheese in the intra-EU trade has increased by around 45% and then it stayed
on that level (figure 3.3). In the base period the internal price is approximately
40% higher than the world market price,

The Netherlands is the largest cheese exporter within the EU and the de-
velopment of Dutch export prices to other member states hardly differs from
that for the total intra-EU trade. The price level for cheese imports almost
equalled that for exports in 1980-87, but then it hecame distinctly lower. In
French cheese trade the price level of imports was considerably lower than that
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Figure 3.3 Development of the price level of cheese in the intra-EU trade compared to the EU
export price to third countries in 1984-86 {(=100)

of exports until 1988. From that year anwards the price levels for imports and
exports were virtually the same. As a matter of fact in both countries imports
are very small when compared to exports.

In the Federal Republic of Germany the import price level for cheese was
10 to 20% higher than the level at which cheese was exported to the other
member states. This difference in price level is probably caused by the fact that
imports consist of other types of cheese than exports. Italy is a similar case: the
price level of imports is about one third lower than that of exports to the EU.
Italian exports are rather small however.

Prices in the intra-EU trade of skimmed milk powder vary very much 1).
Yearly, the price may rise or fall strongly. The price level in 1989 is more than
twice as high as the level in 1984. Skimmed milk powder is partly a 'surplus
product’ and this also shows in the price. In 1983 the intervention stocks had
risen to almost one million tons and in 1988 the stocks had been cleared again.
In the base period the intra-EU price was on average virtually equal to the
world market price (figure 3.4).

For most individual member states the charts show large fluctuations in
price and the lines for the import price from and the exports price to other
member states cross each other more than once. The only exception to this is
the Federal Republic of Germany. The price level of German imports from the

1) See also section 3.2.2 under the heading Skimmed mitk powder, 2™ paragraph.
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Figure 3.4 Development of the price level of skimmed milk powder in the intra-El trade com-
pared to the EU export price to third countries in 1984-86 (=100)

other member states is in all years considerably higher than that of German
exports to the EU. The price level of German imports from the other member
states shows a steady rise in the period 1980-89, but then prices dropped
sharply. The price level at which the other member states imported from Ger-
many in the mid 1980s amounted to only half the price that Germany paid for
its imports. In 1984-86 the member states imported from Germany at a price
that was even considerably below the world market price. The reason for these
large gaps is the large flows of intervention powder that are imported in Ger-
many at the intervention price to be exported again at world market price or
special 'action prices'. In the early 1980s and by the end of the 1980s there
were few surpluses in the EU, so that the difference between import price and
export price decreased considerably.

Semi-processed products

The price level of the intra-EU trade in semi-processed products is subject
to fairly heavy fluctuations. From 1980 to 1982 prices rose, only to drop again
to the starting level during the next five years. Then during 1987-89 prices re-
covered, but then fell again. The course of the prices was to a large extent dic-
tated by the price of butter. With a 45% share in the gross EU import value it
is by far the most important product within this group.

The development of prices for semi-processed products in France and
Belgium/Luxembourg hardly differed from the line described in the preceding
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paragraph. For both countries the levels of the import price and the export
price crossed several times. In the Netherlands and the Federal Republic of Ger-
many there was a distinct difference between import price and export price.
For the Netherlands the price level of exports was higher than the price level
of imports and for Germany it was just the other way around.

The price at which the internal trade in butter was concluded fluctuated
strongly. Like skimmed milk powder it is an intervention product and so prices
are influenced the same way. Increasing intervention stocks between 1982 and
1986 had a negative impact on prices, while the disappearance of stocks in
1989 resulted in a peak (figure 3.5).

For the individual member states the course of import price and export
price is even more capricious. The gap between these two prices may fluctuate
extremely from year to year.
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Figure 3.5 Development of the price level of butter in the EU intra-EU trade compared to the
EU export price to third countries in 1984-86 (=100)

The intra-EU trade in whole milk powder had a stable price development.
From 1980 to 1989 the price level rose steadily, and then stayed at that level
(figure 3.6).

France and the Netherlands are the two most important exporting coun-
tries for whole milk powder. The development of the price for these two coun-
tries largely resembles that of the total intra-EU trade. The levels of import
price and export price are very close to each other and the lines also cross.
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Figure 3.6 Development of the price level of whale milk powder in the intra-EU trade com-
pared to the EU export price to third countries in 1984-86 (=100)

Trade in condensed milk between the member states is of minor impor-
tance, but in exports to third countries it certainly is an important product. In
the base period the internal price is only some 15% above the world market
price. In the early 1980s the internal price rose by around 40%, and then stayed
at that level.

In the milk and cream group there is a break in the data series. In the
years up to the break the prices in the intra-EU trade tended to rise slightly and
then stabilized.

Unprocessed mitk

Trade flows in unprocessed milk are fairly limited. The largest fiow is from
the federal Republic of Germany to [taly. The price level of the intra-EU trade
rose up to 1989 and then stabilized.

3.4.2 Price levels in the extra-EU trade compared with those in the intra-EU
trade

The EU dairy market is a market that is shielded very strongly from the
world market. Because of this the internal price level is continually above that
of the world market. During the period 1980-94 the gap was on average 28%
for total dairy products. The difference varies strongly from year to year;
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around 10% in 1983 and 1984 and 60% in 1987 and 1988. The large differences
from year to year are caused by the variation in the products that are exported
and the fluctuations in the world market price. The value of the intra-EU trade
is more than three times as high as the value of exports to third countries,

Considering the whole period the average gap between the price levels
is highest for butter: 63%. The difference varied between 29% in 1982 to 131%
in 1988. The very large difference in the latter year was caused among other
things by sales of intervention stocks at extremely low prices to Eastern Europe
(figure 3.7).
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Figure 3.7 The price level of the intra-EU trade and extra-EU trade in butter compared to the
EU export price to third countries in 1984-86 (=100}

The other intervention product, skimmed milk powder, shows a very dif-
ferent picture. Considering the whole period the price level of the intra-EU
trade was on average only 12% above that of EU exports to third countries. In
1983, 1984 and 1989 the EU export prices were even higher than the prices
paid in the intra-EU trade. There is no other product where intra and extra
prices are so close. Fhis is caused by the fact that the surplus intervention stocks
of skimmed milk powder are to a large extent sold on the internal market via
special programmes; for instance for the compound feed industry or for the
food and stimulants industry.
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Condensed milk is one of the less important dairy products in the EU. The
price level of the intra-EU trade was on average 28% above that of the ex-
tra-EU trade. In the early 1980s the gap was only some 10%. In 1988-89 the
difference amounted to over 60%, while in 1994 it had fallen again to 31%.

Whole milk powder is the only dairy product of which the value of ex-
ports to third countries is larger than the value of the intra-EU trade. During
the first half of the period 1980-84 intra-EU price and extra-price were practi-
cally equal, but then the price level of exports fell below that of the intra-EU
trade. Over the whole period the price level of the intra-EU trade was 20%
higher.

Cheese is the product that has the second largest gap in price level be-
tween intra-EU trade and extra-EU trade: on average 45%. The difference var-
ies relatively little: between 36% and 64% (figure 3.8). The difference in price
may partly be explained from the varying composition of the total volume of
cheese that is traded within the EU and the volume that is exported to third
countries. As a matter of fact the value of the intra-EU trade (4.8 billion ECU in
1994) is more than five times the export value to the world market.
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Figure 3.8 The price level of the intra-EU trade and extra-EU trade in cheese compared to the
EU export price to third countries in 1984-86 (=100)
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The European Union is not the only economic block to praotect its dairy
industry. Other blocks too protect their own dairy industry. Because of this the
world market has become a rest market for selling the surpluses. In a totally
free market the world market price would be at a considerably higher level.
Various liberalization studies arrive at price rises on the world market of be-
tween 15% and 60%. On a liberalized world dairy market the dairy farmers in
the EU will however be confronted with a lower milk price.
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4. CHEESE CONSUMPTION IN THE EU MEMBER
STATES

4.1 Method of calculation and the EU production volume

In chapter 3 the trade flows of dairy within the EU were analysed. Each
member state is also a dairy producer and when trade data are linked to the
domestic production, then it is possible to calculate for every trading partner
the share of that country of origin in the total domestic utilization of the im-
porting country. n this chapter this will be done for the most important prod-
uct in the dairy trade: cheese, a product with a high value added.

4.1.1 Calculation method

Total cheese imports in country A from country B can be expressed as a
percentage of the domestic utilization in country A. However, it is by no means
certain that all that is imported from B will also be utilized in country A. 1t is
quite possible and in some cases even highly likely that part of the imports
from country B will be re-exported to country C. Moreover there are practically
always also imports in country B from country A. Therefore total imports ex-
pressed as a percentage of total domestic utilization is not an ideal indicator.
It is preferable to plot net import against domestic utilization. This method also
shows at once the degree of self-sufficiency of the importing country.

The net import volume of each member state can be calculated from the
matrices. Net import plus domestic production equals domestic utilization.

Suppose country A has total net import of 75 and a domestic production
of 250. Then total domestic utilization is equal to 75 + 250 = 325. In case coun-
try A has negative net import (i.e. is a net exporter) of e.g. -80, then domestic
utilization is -80 + 250 = 170. The net import volume (positive or negative) by
country of origin can be expressed as a percentage of domestic utilization. So,
these shares may be positive as well as negative. Table 4.1 gives an example of
the shares for the Federal Republic of Germany for some years from the series
1980-1994.

The net import volume from the Netherlands in 1990 was equal to 13.9%
of German domestic utilization. Opposed to this was a slightly smaller net ex-
port volume to italy. The net import volume from EU-12 in 1990 amounted to
7.6% of the domestic utilization in the Federal Republic of Germany. The bal-
ance of exports to third countries was 3.6% and so Germany imported 4% of
its domestic utilization in 1990. After the reunification with the former G.D.R.
domestic production increased of course and by 1994 Germany imported only
1% of its domestic utilization.

From 1990 to 1994 Germany was a net importer from France, the Nether-
lands, Denmark and {(sometimes) Ireland. The share of the net import from the
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Table 4.1 Shares in % of the net import volume in domestic utilization in Germany (F.R.}

Origin ‘a0 ‘91 ‘92 ‘93 ‘94
France 6.3 6.2 6.2 58 5.2
Belgium/Luxembourg -2.0 -1.8 -1.8 -2.1 -1.3
The Netherlands 13.9 13.6 3.6 10.0 i0.e
Italy -10.0 -8.3 -8.3 -8.2 -8.1
United Kingdom -2.4 -1.6 -1.6 -1.7 -1.8
Ireland -0.0 0.1 0.1 0.0 0.1
Denmark 29 2.8 28 35 3.7
Greece -0.8 -0.6 -0.6 -0.7 -0.8
Portugal -0.0 -0.0 -0.0 0.2 -0.0
Spain -0.4 -0.3 -0.3 -0.3 -0.4
EU-12 7.6 10.0 10.0 6.5 7.2
Non-EU -36 -3.9 -3.9 5.1 -6.1
World 4.0 6.1 6.1 14 1.1

Netherlands in German domestic utilization decreased. At the same time the
share of the net export volume to Italy decreased too. All in all the share of
imports in German domestic utilization is falling. in section 4.2.2 the develop-
ments in domestic utilization in all EU member countries will be discussed.

4.1.2 Cheese production

Cheese production in EU-12 has risen from 3.9 million tonnes in 1980 to
5.7 million tonnes in 1994 (FAQ Production Yearbook). Over the whole period
1981-1993 (three-year averages) cheese production increased by 2.9% per year.
During the first half of the eighties the growth rate was slightly lower than in
the second half. In spite of the milk quota system cheese production in the EU
kept on increasing. France is the largest producer with 1.56 million tonnes (in
1994); its share in EU production in 1994 was 27%. German cheese production
is only slightly lower than that of France; 1.37 million tonnes in 1994. The Fed-
eral Republic of Germany did not only have the highest growth rate of all
member states (4.6% over the period 1981-1993), but apart from that it also
had a higher growth rate in the second half - after implementation of the
quota - than in the first half of the period. Because of this the German share
in EU cheese production rose from 20% in 1980 to 24% in 1994. Italian cheese
production in 1994 amounted to just over 900,000 tonnes and production in
the Netherlands was 648,000 tonnes that year. In 1994 these four countries
together had a 78% share in EU cheese production.

Total EU cheese production in 1392-94 amounted on average to 5.6 mil-
lion tonnes per year. Internal consumption of cheese was 5.2 million tonnes, so
there was a surplus of over 8% that had to be sold on the world market.

46



4.2 Developments in cheese production
4.2.1 The main consumers

Three out of the four main cheese producing countries mentioned in the
preceding section, are also among the largest consumers of cheese (table 4.2).
Nevertheless French production exceeds consumption by more than 20%. In the
Federal Republic of Germany the gap between consumption and production
ts anly a few per cents, and in italy production is 20% lower than consumption.
BPutch consumption amounts to just around one third of production and so the
Netherlands export (net) a large share of their cheese production. In Ireland
and Denmark this ratio is even more extreme, but in absolute terms these
countries have a very low consumption.

The average cheese consumption per caput per year is 13.5 kg for the EU
as a whole. France and Greece have the highest consumption per caput, with
21.6 and 24.6 kg respectively. Cheese consumption per caput is lowest in the
United Kingdom, Ireland, Spain and Portugal; it varies between 4.6 and 7.8 kg.
The other member states have a consumption per caput that hardly differs
from the EU average.

Cheese consumption in EU-12 increased by 2.9% per year in the period
1987-93 (table 4.2). For EU-10 (1981-90) this was fractionally higher. The rise in
consumption is caused by a higher consumption per caput in all countries, with
the exception of Ireland and the Netherlands. In these two countries the popu-
lation grew at a higher rate than total cheese consumption. In Irefand con-
sumption per caput is very low (4.6 kg), but Dutch consumption (13.7 kg) is
almost equal to the EU average.

Table 4.2 Production and consumption of cheese in the EU, average per year 1992-94 (x 1,000
tonnes), and the growth rate of consumption in 1987-1993 based on three-year

averages

Production Consumption Growth rate

consumption
France 1,538 1,252 1.9
Belgium/Luxembaurg 72 142 1.6
The Netherlands 635 235 1.1
Germany (F.R.) 1,326 1,372 48
Italy 901 1,089 2.4
United Kingdom 339 494 3.0
Ireland 94 23 27
Denmark 304 79 38
Greece a) 210 254 1.1
Portugal b) 65 &7 4.6
Spain b} 156 189 1.3
EU-12 b) 5,638 5,195 2.9

a) Growth rate 1982-93; b) Growth rate 1987-93.

47



4.2.2 The ratio between production and consumption by member state

In this section the main characteristics of developments in the internal
consumption in each member state will be given. Attention will also be paid
to the countries of origin that have a positive share in the internal consump-
tion. In the appendix (table A10 - A21) a full account is given for each member
state with all positive and negative shares.

As French production amply exceeds internal consumption, the country
is a net exporter to all other member states with the exception of the Nether-
lands. Because France also exports much cheese to the Netherlands the share
of the net import volume from the Netherlands in the French consumption is
rather low. The share of the net import volume from the Netherlands in the
internal (French} consumption rose from 2% in the early eighties to almost 3%
in 1992-94. When the gross volume is plotted against consumption, the Dutch
share amounts to around 4%.

Belgium/Luxembourg imports half its cheese consumption (Appendix,
table A11). It is a net importer from the three neighbouring countries and it
has net export to ltaly and the United Kingdom. The share of net import from
the Netherlands in the consumption amounts to around 30% over the period
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Figure 4.1 Shares in German cheese consumption; the net import volume from the mentioned
countries in % of the internal consumption
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1980-94. The share of Germany and France lies just under 20% during most
years. During the last few years however the French share has risen strongly.

The Netherlands is a net importer only from Ireland and Denmark, but
the shares of the net import from these two countries in Dutch consumption
are extremely low {Appendix, table A12).

Total cheese consumption in the Federal Republic of Germany is almost
equal to that of France. But Germany is a fairly large importer. The net import
volume however is very small, since it has large exports too, especially to Italy.
The net import from the Netherlands amounts to between 10% and 16% of
the internal consumption (figure 4.1). The net import from Denmark and
France is much smaller (3% and 6% respectively).

The ltalian cheese consumption is the third largest among the EU member
states. Its own production is by no means able to meet demand, so it imports
on a large scale. Exports are rather limited. These factors cause a considerable
net import. Figure 4.2 shows the shares of the net import from the main suppli-
ers in [talian internal consumption.
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Figure 4.2 Shares in ftalian cheese consumption; the net import volume from the mentioned
countries in % of the internal consumption
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Figure 4.3 Shares in United Kingdom cheese consumption; the net import volume from the
mentioned countries in % of the internal consumption

The United Kingdom produces only two thirds of its internal consump-
tion. Apart from the countries mentioned in figure 4.3 Denmark and Bel-
gium/Luxembourg have a very small share in the internal consumption of the
United Kingdom. The Dutch share is falling, while the French share is rising.

Ireland has a very low consumption per caput {4.6 kg per year) and also
the smallest number of inhabitants of all member states. The internal consump-
tion is only 16,000 tonnes per year. Ireland is a net importer of cheese from
France only.

Denmark has a consumption per caput that is around the EU consumption
level, but it is also a small country and total consumption is not very large. Here
too we find net import only from France. The French share in the internal con-
sumption varies between 2% and 7% in the period 1980-94.

In Greece consumption per caput is high and domestic production is too
low. Cheese is imported from the Netherlands, Germany and Denmark. These
three countries together have a share in Greek consumption of around 15%.
The Dutch share has doubled during the period considered.

In Portugal production and consumption of cheese is very low. There are
hardly any imports.

In Spain consumption per caput is as low as in Ireland, but with 39 million
inhabitants this leads to a considerable consumption volume, The Netherlands
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has by far the largest share in net imports. The share in consumption has risen
to around 7%.

The total of EU-12 is net importing from only four member states: Den-
mark, Ireland, the Netherlands and France (Appendix, table A21). The net im-
port volume from the two first mentioned countries represents a share in the
consumption of over 1% each. The French share has risen from 2.7% in 1986
to 3.5% in 1994, The Dutch share started at 6.5% in 1986; during the last two
years it fell to 5%.

4.2.3 The main suppliers

France, the Netherlands and Denmark are the suppliers that have a much
higher production than consumption.

France is an important supplier for Germany and Italy. It has a 6% share
in German consumption and a share of around 4% in Italian consumption. It
also has considerable shares in the much smaller consumption of the United
Kingdom and Beigium/Luxembourg.

For the Netherlands the consumption of cheese in the Federal Republic
of Germany is especially important, but Belgium/Luxembourg and France also
consume a considerabie volume of Dutch cheese.

Denmark is most of all a supplier to Germany. Its share in German con-
sumption is only around 3%, but measured in volume the German market is
very important for Denmark.

In section 4.1.2 it was calculated that production in the EU is 8% higher
than consumption. Because there are also some imports of cheese from third
countries the EU has to export almost 9% of its production to the world mar-
ket. This equals approximately 500,000 tonnes per year in the period 1992-94
(Appendix, table A22). The main exporters to third countries are France, the
Netherlands, Federal Republic of Germany and Denmark. Third countries have
a 23% share in the total French exports volume. For the Netherlands and Ger-
many this is 20% and for Denmark it is even 60%. These four countries toget-
her supply over 80% of the total EU exports volume of cheese to third coun-
tries,

For most dairy products the world market price is considerably lower than
the internal EU price. The price gap between the internal market and the world
market depends strongly on the type of cheese, The price of French exports to
the EU is only some 5 per cents higher than the exports price to third countries.
The difference is around 60% however for the type of cheese that is exported
by the Netherlands and Germany. It is obvious that these exports to third coun-
tries require substantial export refunds.

Exports to third countries are very important for Denmark. It consists for
two thirds of feta cheese that is marketed in Iran, Egypt and Saudi-Arabia at
around 1,080 ECU per tonne. The feta that is exported to Greece however
yields 2,100 ECU per tonne. The 'stripped' export price of Danish feta to third
countries (1,080 ECU) is equal to around 2.40 Dutch guilders per kg. It is quite
clear that this export flow is only possible with the aid of considerable refunds.
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5. CONCLUDING REMARKS

The increasing milk production in the EU led to surpluses and higher and
higher costs for the dairy policy. One of the reasons to introduce the quota
system was to have more control over the dairy budget. To get as much value
added as possible from a decreasing volume of milk the dairy industry has put
more emphasis on products with a higher degree of processing. In practice this
means most of all that an increasing share of the available milk is processed
into cheese, while less is processed into butter. This development occurred in
all the main dairy producing countries, with the exception of Ireland.

The EU imports for around 12 billion ECU worth of dairy products per
year. Only 6% of these imports originate from third countries. However, ex-
ports to third countries are very large; the balance of exports and imports (av-
erage 1992-94) amounts to 3.7 billion ECU per year. In the period 1980-94 the
growth rate of total EU-9 imports {virtually all intra-EU trade) was two times
the growth rate of net export to third countries. Considering the problems on
the world market a substantial increase in the exports to third countries is
highly unlikely in the short term. Because of the agreements a cut in these ex-
ports is to be expected. Growth will occur mainly in intra-EU trade. Trade liber-
alization plays a role in this, but at least equally important is the fact that na-
tional markets are often not big enough to be able to produce newly devel-
oped products at a profit. These new products will be required to create a
higher value added. Until now this was done mainly by turning more milk into
cheese,

The shift to processed products also appears from the trade figures. The
growth rate of the EU-3 import value (intra plus extra) in the period 1980-94
is 6.5% for processed products and 3.4% for semi-processed products. The net
export value of processed products increased by 6.5% per year, while the
growth rate of semi-processed products was virtually zero. Processed products
have become more important in the intra-EU trade as well as in exports to third
countries. Considering the emphasis the dairy industry puts on products with
a high value added, it is to be expected that this tendency will continue.

On the internal market the Netherlands is the second largest supplier
with a {gross) share of 19% for the total group of dairy products. The share of
the Federal Republic of Germany is a few per cents higher and the French share
is slightly lower than that of the Netherlands. With a net export value of 1,373
million ECU per year (average 1992-94) cheese is by far the most important
product for the Netherlands. In the period 1980-94 the net export value of
cheese increased by 7% per year. The Netherlands is alse a net exporter for
butter, condensed milk and whole milk powder. The growth rates for these
three products were zero or negative. The Federal Republic of Germany is by
far the most important market for Dutch dairy products. The gap between the
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internal price level and the world market price amounts on average to 28%. To
be able to sell surpluses outside the Union the gap is bridged by export re-
funds. Other ecanomic blocks also protect their dairy industries. As a result of
this protectionism the world market has become a market where surpluses are
sold. Trade liberalization will narrow the gap between the internal price and
the world market price. The degree of liberalization will determine what the
effects will be on trade and production.

EU cheese production amply exceeds the internal consumption. The Neth-
erlands has the largest difference between production and consumption, but
France and Denmark too produce considerably more than their consumption.
This enables them to supply a large share of the consumption in other coun-
tries. The Netherlands has an important share in the internal consumption in
the Federal Republic of Germany and Belgium/Luxembourg.

Altogether the EU (in 1992-34) sells 500,000 tonnes of cheese on the
world market. Limitations in the export possibilities to third countries will cause
most problems for Denmark, as two thirds of Danish exports is destined for
third countries. Moreover a large part of these exports consists of low value
cheese. The other large cheese exporters sell ‘only' one fifth of their exports on
the world market.

53



APPENDIX

55



Appendix

In this appendix you will find the following tables:

- comprehensive tables of gross and net import value (1992-94) of dairy products
and the growth rate (1981-93), for the 'old' member states {tabfes A1 to A9);

- net cheese imports from the various countries of origin as a percentage of the
internal consumption of the importing member states (tables A10 to A21);

- average yearly cheese exports, in tonnes, of the member states in 1992-94
(table A22).

Table A1 imports of dairy products in EU-9

Average import value Growth rates based on
in millien ECU 3-year averages
1992-94 '80-'82 to '92-'94
gross net gross net
Total 9,967 -4,155 5.0 25
of which:
cheese 4,906 -1,399 6.6 10.2
skimmed milk powder 1,111 -489 5.5 0.7
milkfcream 798 -174 a} a)
butter 1,773 -201 -0.2 9.7
condensed milk 284 -486 6.3 -1.3
whole milk powder 474 -1,245 7.9 3.4
fresh milk 1,077 -198 7.6 1.8

a) Not available.
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Table A2 Imports of dairy products in France

Average import value Growth rates based on
in million ECY 3-year averages
1992-94 '380-'82 1o '92-'94
gross net gross net
Total 1,261 -1,641 9.9 19
of which:
cheese 490 -1,068 8.6 5.8
skimmed milk powder 145 -10 19.2 -19.2
milk/cream 133 -45 a) a)
butter 348 130 58 a)
condensed milk 61 5 43.2 a)
whole milk powder 24 -452 19.1 4.2
fresh milk 156 -135 20.5 4.5

a) Not available.

Table A3 Imports of dairy products in BelgiumiLluxembourg

Average import value Growth rates based on
in million ECU 3-year averages
1992-94 '80-'82 to '92-'94
gross net aross net
Total 1,307 -96 41 a)
of which:
cheese 610 256 6.6 2.0
skimmed milk powder 103 -48 1141 -5.6
milkfcream 200 76 a) a)
butter 306 -6 -2.3 a)
condensed milk 22 -63 -0.2 a)
whole milk powder 134 -66 1.1 5.5
fresh milk 102 -191 19.4 125

a) Not available.
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Table A4 Imports of dairy products in the Netherlands

Average import value

Growth rates based on

in million ECU 3-year averages
1992-94 '80-'82 to '92-'94
gross net qross net
Total 1,629 -1,651 4.7 1.3
of which:
cheese 301 -1,373 1.7 7.0
skimmed milk powder 492 335 6.0 10.7
milk/cream 115 7 a) a)
butter 287 -244 -2.5 -0.4
condensed milk 114 -217 56 -4.2
whole milk powder 162 -247 6.4 -1.0
fresh mitk 138 108 88 11.7

a} Not available.

Table A5 Imports of dairy products in Germany (F.R.)

Average import value
in mitlion ECU

Growth rates based an
3-year averages

1992-94 'B0-'82 to '92-'93
grass net gross net
Total 2,320 -363 b.b -0.5

of which:

cheese 1,662 524 7.4 11.3
skimmed milk powder 69 -672 -2.6 8.9
milk/cream 60 -322 a) a)
butter 348 185 7.0 a)
condensed milk 49 -201 1.6 39
whole mitk powder 65 -131 5.0 7.3
fresh milk 61 -533 6.1 5.7

a) Not available.
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Table A6 Imports of dairy products in Italy

Average import value Growth rates based on
in million ECY 3-year averages
1992-94 '80-'82 t0 '92-'94
gross net gross net
Total 2,095 1524 39 21
of which:
cheese 1,066 568 4.2 0.8
skimmed milk powder 255 254 3.5 35
milkfcream 170 165 a} a}
butter 109 50 -1.4 -7.4
condensed milk 19 14 15.2 23.5
whole milk powder 68 67 10.0 10.0
fresh milk 545 543 a1 4.2

a) Not available.

Table A7 Imports of dairy products in United Kingdom

Average import value Growth rates based an
in miltion ECU 3-year averages
1992-94 '80-'82 to '92-'94
gross net gross net
Total 1,159 529 1.9 2.1
of which;
cheese 687 533 5.7 4.9
skimmed milk powder 33 -71 9.1 -5.5
milk/cream 104 -17 a) a)
butter 337 190 -3.8 -4.0
condensed milk 15 -24 6.0 1.1
whole milk powder 15 -124 5.4 10.8
fresh milk 47 17 305 a)

a) Not available.
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Table A8 imports of dairy products in Ireland

Average import value

Growth rates based on

in million ECU 3-year averages
1992-94 ‘80-'82 to '92-'94
gross het gross net
Total 89 -1,002 101 6.4
of which:
cheese 36 -236 12.0 7.2
skimmed milk powder 4 -267 20.3 7.8
milk/eream 1 -1 a) a)
butter [ -397 -3.4 5.6
condensed milk 2 -1 -2.0 a)
whole milk powder 4 -81 4.6 28
fresh milk 26 2 54.3 a)

a} Not available.

Table A9 Imports of dairy products in Denmark

Average import value
in million ECU

Growth rates based on
3-year averages

1992-94 ‘80-'82 to '92-'94
gross net gross net
Total 108 -953 3.8 31

of which:

cheese 53 -603 124 4.7
skimmed milk powder 10 -10 -4.6 104
milk/cream 4 -26 a) a)
butter 31 -109 0.6 -39
condensed milk 1 1 16.2 a)
whole milk powder 1 -212 -7.9 5.6
fresh milk 2 -9 a) -0.5

a} Not available.
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