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2.

Executive summary

The purpose of the study as defined by the PAU was to idortify potortial difficultes in the
entry negotiations of the Cznch Republic (CR) into the European Union @L) arising from
the amalgamation of the commitments made by the two parties in the World Trade
Organisation OVTO) duringthe Uruguay Rourd.

The commitments cover three areas of policy:

. domestic support (which has to be reduced by 20 per cent from its base level);

. import âccess (which is to be improved by reducing taritrs by an average of 36 per
cent from their base levels and granting preferential tariffs within quotas for a certain
proportion of domestic consumption); and

. export subsidies (which in value terms are to be reduced by 36 per cent and the
volume of exports affected are to be reduced by 2I per cent from the base level)

The analysis has therefore attempted to identify the issues raised in this amalgamation of
the Czech and EU commitments and to provide a quantitative assessment of the extent to
which the commitments may or may not be met under different scenarios, and what the
implications for pre-accession policy are.

Three scenarios are considered for the Czech Republic:

. the base scenario (scenario 0) anvisages a continuation of current Czæch policies and
levels ofsupport;

. scenario I is where the CR adopts the current CAP prior to accession;

' scenario 2 is.where the CR adopts a modified CAP in wtrich unreformed sectors
undergo cuts in price support and where the payments on cropped and set aside land
are changed into decoupled or zero payments along with the elimination of remaining
price support for those crops.

Two different CAP scenarios are considered because, even withoul enlargement, the EU is
likely to face difficulties in keeping to its WTO commitments without further policy
changes. For this reason, scenario 2 (a modified CAP) is considered more likely than
scenario 1 as an indicator of f.rture EU policy.

Base scenario (scenario 0)

Under the base scenario in which the CR continues with current support levels and policy
instruments, it is possible that the CR's domestic support levels will exceed its WTO
boutd level in 2002. However, this will depend on the extent to which various commodities
benefit from price support in the future. An assessment of the domestic support levels for
1995 when domestic price support (excluding export subsidies and import piotection) was
limited to wheat suggests that currently the CR is well within its commitment.

Regarding import access, the bound tariffs ofthe CR are, in general, much lower than EU
tariffs, with some noticeable exceptions (such as ware potatoes and rapeseed).
Ilarmonisation of the two tariff structures will therefore mean increases in many Czech
târiffs.
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8. There wrll no doubt be demands for compansation for these tariff increases from tlurd
countries under GATT articles XXIV and XXVItr. The most sensitive products seem to be

bananas, tobacco, dce and citrus fruits/juices and the most likely source of requests for
compensation (possibly in the form of other trade concessions) will be the US, Ecuador,
Costa Rica, Brazil and Turkey:

. on 15 selected products, it was calculated that the compensation would potentially be

in the region of CZK 1,000 niillion. These would be dernands that the EU would have
to face, not the CR, but they would be a factor in any EU-CR negotiations. Potential
problems in other tariff lines are much less because the dorninant trading partners of
the CR are already EU states or Slovakia.

Tlns conclusion is approxirnately true for all scenarios because tariff levels are unaffected

by other policy, and supply and demand estimates. However, the level of compensation

demanded could be less under the other scenarios because of lower import levels.

The export subsidy issue was examined by concentrating on the constraints on subsidised
export quantities. It is likely that the calculation of the EU15 and CR subsidised export
ceiling will involve the summation of flreir WTO commiûnents less the bilateral trade flows
between the CR and the EU in a reference period.

The projections by YUÆ suggest that the CR is likely to export more than its export
subsidy commitments by the year 2002 in the grains, sugar and pigneat sectors. The
policy implication ofthis is that domestic prices will generally have to follow world prices

unless supply limiting programmes are introduced. This would, however, affect the CR's
domestic supporl commitment. These sectors have not benefited from export subsidies for
some time, and there should be no future export subsidy problern (unless Govemment re-
introduces export subsidi es).

Scenario 1

The severe consequences for the CR of adopting policies similar to those of the CAP at an

early stage in the pre-accession period are demonstrated by this scenario, which also
assumes that the EU makes no changes to the existing CAP.

Much higher support prices in the CR would result in the domestic support conrrnit*nent
being greatly exceeded @y a00 per cent), even without any area payments. Since the EU
itself would be facing problems in meeting its own domestic support limits (especially if
area payments become incorporated in the AMS calculation after 2003), the accession of
the CR would aggravate the problem.

. However, the contribution of the CR to this problem would be relatively small. Much
larger threats would come from any siniultaneous integration with fellow central and

east European countries.

Tmport access issues are identical to those summarised under the base scenano (scenano

o).

With its export subsidy commit'rents, the CR would face large problems in all sectors

except for dairying. The excess of exports over commitments would be sigruficant for
grains, grain-fed animal products and sugar. The supply of these products is expected to
increase both because of efficiency gains and price increases. As regards milk products,
however, the accession of the CR would help reduce the EU's own difficulties in this area of
overproduction because the CR is not expecled to fully utilise its subsidised export
allowance
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22.

Overall, both the EU and the CR will compowrd their difficulties in meeting WTO
commitments if the former does not introduce suitable policy changes and the latter hastens
to adopt CAP-like policies and support levels prior to accession.

Scenario 2

The major assumption behind this scenario is that the EU anticipates the problems of
scenario I and adjusts its policies accordingly without making a radical overhaul of the
cAP This scenario was regarded as most likely in a previous PAU paper ("CAp
Scenarios in the Year 2005"). The scenario here also assumes that the CR adopts these
types of policy and levels of support in the pre-accession period.

Despite the fact that this scenario is a response to anticipated pressures on the part of the
EU, the adoption of even moderated EU support levels by the CR results in a domestic
subsidy position incompatible with its WTO commitments. Domestic support levels
would be 200 per cent greater than the CR's WTO ceiling.

' This suggests that the CR has to be extremely careful in the type and scale of any
domestic support that it introduces prior to accession.

Any WTO incompatibility problem automatically becomes the responsibility of the EU
upon accession. Under this scenario, the EUl5 should not have a problem in meeting its
WTO domestic subsidy commitments, and it is likely to have a sufficient maryin to be able
to absorb the CR's 'problem':

. what is a large problem for the CR is a small problem for the EU;

' but any 'problem' which the EU has to solve will weaken the CR's case in
negotiations for concessions elsewhere;

' and if the CR accedes to the EU at the same time as Poland and Hungary then it is
doubtful whether the EU would have any margin at all to solve tre Cznch'problem'.

Import access issues are identical to ttrose summarised under the base scenario (scenario
o).

Eqlort subsidy commitments are much less of a problem compared with scenario 1. For
the EU, the export restrictions become less binding because grain and intensive animal
products product prices in the EU are not supported any more. Also, because direct
payments are decoupled from production there is less incentive for oversupplying the
market.

For the CR, only sugar potentially poses a problern of compatibility as far as exportable
surplus quantities are concemed. Grains and grain-fed animal products are not a problem
area for the same reason as they are not an issue in the EU under this scenario.

' However, the export subsidy problem re-appears for certain products if the CR accedes
to the EU simultaneously with other CEECs, because their exports of supported
produc-ts will, in aggregate, be greater than the sum of their wro commitments.
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General conclusions

The general conclusion of the study is that the CR's accession will add to the problems of
the EU in complying with its WTO commitments, rather than reduce them (with a possible

excepton in relation to subsidised exports ofdairy products).

. The main reasons for this are both the low bound levels of support and subsidised

exports in the CR's WTO schedule and the high potential for efficiency gains in the
agricultural sector ofthe Czech Republic.

These reasons apply also to the other CEEC candidates for EU membership and,
consequently, any simultaneous enlargement embracing the CR and others would
compound the WTO compliance problerns.

Ilowever, on its own, the size of the CR's contribution to the EU's WTO compliance
problem appears to be relatively small:

. this is in line with the srnall size of the agricultural sector of the Czech Republic
relative to that ofthe EU15;

. the size of the problem is smaller,' and the negotiating position stronger, the more the
CR can adhere to world market prices and provrde whatever support is deemed

desirable in ways not linked to output;

. adoption of current CAP-like types and levels of support in the pre-accession period
would not only create problems for the CR in terms of its WTO commitments (not to
mention the budgetary implications which have not been considered in this paper), but
would also exacerbate the EU's own compliance problem with WTO ceilings.

This suggests two main approaches for the Czæch Republic in its accession stratqy:

. adopting an 'early birdt strategy, if it is at all possible, in which the CR attempts to
accede to the EU before the rest of the CEECs (and certainly ahead of the large
agricultural exporting countries). It will be far easier for the EU to absorb the CR on
its own than in conjunction with countries which bnng a much larger set of
agricultural problems;

. avoiding imitating closely the current CAP since at the tme of accession (if not
before) the CAP will have to be adjusted in a more market oriented manner both
because of the impending enlargement to include other CEECs and also because of the
EUl5's own wrlikely compliance with its WTO obligations.

Rather than concentrate on price support with the attendant WTO problems, policies geared

towards the improvement of production and marketing efficiency, the modemisation of farm
structures, the developnient of more competitive agro-industnal and food sectors, and the
conservation of resources and the envirorunent, are better suited to prepare the CR
agricultural and food sectors for the forthcoming challenge of EU membershup:

. agriculture in particular wrll need to adapt to a more diversified role based on
supplying public goods such as particular ecosystems, landscapes and recreational
space that society increasingly desires, as well as on the provision of quality food
products that consumers demand.

4
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Introduction

At the Copenhagen summit of June 1993 the European Council agræÀ that the associated countries
in the Central and Eastem Europe that so desire shall become members of the European Union.
Accession will take place as soon as an associated country is able to assume the obligations of
membership by satisfying the economic and political conditions required.

There are several economic issues raised in the process of integration of the CEEC countnes into
the EU, some of 

"vhich 
are a matter of concem for the current EU Members and some of which

conoern the new entrants. The convergence of agricultural and food policies will be one concem for
the latter. The enlarged Union will have to assume the intemational obligations resulting from the
recent GATTAVTO agreements signed in Marrakech in April 1994 or, more likely, to the
obligations resulting from the next round expected to start in 1999. This is the major concem for the
current EU Members. The study is focused on this particular problem.

Several agreements signed in Marrakech are a matter of concem for trade in agriculture and food
products. The better known are the "Agreement on Agriculture" (AoA) and the "Agreement on
Sanitary and Phytosanitary measures". There are however several other agreernents which are not
specific to agriculture but which apply to trade in agriculture and food products as well. The main
ones al'e the "Agreetnents on Techrucal Barriers to Trade", the "Agreements on Trade Related
Intellectual Property Rights", the "Decision on Trade and Environnient" ând the "Understanding on
Rules and Procedures Goveming the Settlement of Disputes".

The present study will only deal with the first agreement (i.e. the AoA). The others are mentioned
because they should become a matter of concem in the future, since they cover various forms of
technical barriers to trade which tend to substitute for tariff measures when health and environment
are at stake. Attention should also be grven by the CEECs to these matters evur though in the short
run the main preoccupation are focused on the compatibility between the AoA and the CAP after
the coming urlargementsr.

For the first time since the GATT was originally signed n 1947, the AoA includes firm
commitments limiting agricultural policies on a world wide scale. These commitments are defined
in general terms in the AoA itself and are specified in quantitative terms in the "Country Schedules"
proposed at the end of 1993 and adopted at Marrakech in April 1994, after bilateral discussions on
the contents between members in the mean time. The fact is that it is now the final offers made by
the countries in the schedules which set their obligations with respect to WTO from 1995 to 2001.
When several countries form a Custom Union, as will be the case with the accession of the CEECs
to the EU, a new schedule of commitments must be established for the Union tfuough an
amalgamation of the schedules of the members of this Union. This has already happened as a result
ofthe accession of Austria, Finland and Sweden.

These obligations reported in the schedules cover three areas of policy measures : "Domestic
Support", "Import Access" and "Export Cornpetition". Domestic Supporl commitments are specified
in telrns of an index called the AMS (Aggregate Measure of Support) which includes both
budgetary expurditures corresponding to direct subsidies and an estimate of the income effects due

rNon-tariff barriers (NTB's) on imports take the form of technical standards, regulations and labeling
requiremeuts related to concerns about health, quality or environmental objectives pursued by national
governments. These NTB's will undoubtedly become increasingly important in the future because trade in
processed food products grows faster than trade in raw agricultural commodities and because consumers
tend to value these concems when income rises. In this respect there is a closer relation between the issues
raised for the CEECs accession by the requirements of the EU internal single market and the rules on
TBT recently set in the WTO than it may seern at a first glance (Mahé, 1996)

5
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to pnce support measures. Some elements of support (termed "decoupled") are considered as not
distorting producers incentives ând are, under conditions defined in the AoA, eligible for the so-

called "green box" and can accordingly be excluded frorn the AMS. After accession, the CR ceiling
of AMS will be added to that of the EU and the actual AMS of the mlarged EU must stay below
the new commitment.

The area of hnport Access ævers two different set of requirements. The first is "Tariffication"
which implies the conversion of trade lneasures in the base period into TariffEquivalents (TE) and

progressive reduction of bound ceilings from 1995 to 2000. The second is the guarantee of a

minimum access of imports by the opening of Tariff Quotas (or Tariff Rate Quotas, TRQ) at rates

smaller than the Most Favoured Nation rates.

At the time of accession of the CR to the EU, the CR bound tariffs will be adjusted to those of the
EU Schedule (or to some combination of the levels in the two schedules, but this is less likely).
Sorne tariffs may be raised while others will have to be lowered. These changes wtll depend on the

EU tarifflevels at the tinie of accession which may take place after the end of the period covered by
the recent AoA. Third countries which have export interests into the CR before accession will try to
get compensation under the Article XXIV-6 ofthe GATT. An important task is therefore to analyse

the harmonisation of the tariff structure and to identiff countries potentially affected by the

adjustrllent of the CR tariffstructure to the EU Con.rmon Extemal Taritr(CET).

With regards to the TRQ's opened under the hlport Access obligations, the quantities of the CR
could be added to those of the EU with account being taken of the bilateral trade flows. However,
the method of amalgamation is uncertain at this stage. For this process and for tariff alignment,
guidelines will be drawn frorn the experience of the recent enlargement of the EU to the three new
Members. However the analysis and calculations are far from being mechanical since it appears

that some bargaining with third parties concemed did take place to settle compensations through
granting further preferential quotas to third parties concemed.

As regards the third area, namely Export Competition, limits on export subsidies and subsidised
exports are reported in both the EU and the CR Schedules. They are a possible source of difficulties
in the process of accession. To address this issue it is necessary to make projections of the
exportable surplus of the CR wrder relevant policy scenarios and to compare them to the CR list of
commitments. Further constraints on EU subsidised exports would result if the Czech Republic
overshoots its own commitments unless the EU itself stays below its own ceilings by a sufficient
margin. In this context, both the developments in the CAP and supply response to price changes in
the CR are crucial factors.

The identification of potential problerns related to the harmorusation of the Cznch Republic and
European Uruon schedules when the CR enters the EU, requires first an âssessment of the distance
between the tariffstructures of the two entities and, second, an amalgamation of the TRQs. It also

requires an evaluation of the possible gaps for both AMS and subsidised exports between the
expecled levels and the commitments ofthe enlarged EU at the time of accession.

The overall compatibility of the enlarged EUto her WTO commitrnents will clearly depend on the

situation of rnarkets and agricultural policies in both the EU and the CR at the tirne of accession.

As regards the AMS and subsidised exports, the CR accession will not generate any compatibility
difficulties fortheEUif at least one oftwo following conditions is fulfilled: either (a)the CR does

not overshoot its own commitments 'equivalents' when adopting the CAP, or (b) the EU-15 itself
remains below its commitments and the corresponding gap or credit is large urough to take on

board the possible discrepancy of the incoming country.

The study covers the specific analysis of the first condition and will mainly rely on exsting
information for the second condition. Some assumptions must be made on the commitments valid at

6



{

I
l-

[-
I

I
r
t

t

t

["

Porrcv Aovrsonv Uurr GATT Col'arr,rmæx"rs & EU AccBssroN

the time of accession since it is not currently foreseen to take place before year 2000 which is the
end of the period covered by the Marrakech Agreements. For that purpose it will be assumed that
the new round of nqotations will be at least as restrictive as the Uruguay Rourd on agricultural
policies. The scope of the study is also limited to the questions raised by the isolated accession of
the Czech Republic and will not cover in detail the quantitatve assessment of a simultaneous
accession of several other CEECs, although such an eventuality would undoubtedly change the
nature'and the magnitude ofthe issues raised.

The ûrst section further discusses several aspects of the questions raised by the compatibility of the
policies ofthe urlarged European Union to its World Trade Organisation commitments and presents
the utvisaged scenarios. The three following sections cover respectively the results for three areas of
commitments already mentioned, while the ûfth section draws lessons for accession stratqy from
the findings.

7
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I. Issues of compatibility for the enlarged EU and scope of the study

The possible difficulties in the negotiations for accession of the CR to the EU arising from the
commitments made in the Uruguay Round will depend on the compatibility of the agricultural
policies of the enlarged EU to these commitments at the time of accession. This compatibility
depends mostly on CAP developments but also on the situation of world markets and WTO mles at
that time. The CR accession rnay contribute to an alleviation or worsening of these problems
depending on policy and market developments. Policy scenarios will be considered to address these
issues.

(a) Circumstances of the accession

The time horizon is a major element to take into consideration. If accession were to take place
before or in year 2000, that is, at the end of the validrty of the Uruguay Round commrtments, the
"rules of the game" of harmonisation would be strictly based on the actual schedules and on the
principles ernbedded in the Marrakech Accords. If accession occurs later, a new round of
negotiations will have started and new rules will be under discussion or may already be agreed
upon. In this case, we need to anticipate how the future WTO round will modi$ the principles set
forth in the Uruguay Round. Last, the time horizon is also important for the projections of supply
and demand developments and responses to policy changes. Time will allow for structural changes
of the transition to be more comprehensive and therefore will increase supply and demand response
to price adjustrnents to EU levels. We will consider as a working hypothesis that negotiations for
accession start in 1998 and that accession takes2 place around 2002, such that in the intervening 4
to 5 year period the CR agricultural sector may have a clearer vision of the relevant EU policies
enforced at the tirne of accession.

The current WTO reduction commitments end in year 2000 and it is assumed in the present study
that the final bound commitments are maintained at the same levels in 2002. The next round
(which is supposed to start in 1999) is eryected to be more strict as regards the criteria for
el€tbiltty of support measures to the green box. There are several reasons for this expectaton.
Extemal pressure from agricultural exporters is not likely to recede. A strong signal has recently
been given by the new Farm Act of ttre United States. Under this new legislation direct payments to
fanners are decoupled from current production. It is therefore likely that in the next WTO round
the US and some other exporters will maintain or increase their pressures to restnct further the
criteria allowing payments to be eligible for the green box. The same players will also maintain or
reinforce their claim for the strict discipline of subsidised exports. These prospects suggest that the
constraints of the WTO on the CAP will at least be confimred in the next round and will probably
be made more restrictive for policies such as the compensatory paynents of the reforn-red CAP
which are only partly decoupled. It will therefore be assumed that the new CAP payments are no
longer eligible for the green box after 2000. Although article 1(f) extends the validity of the peace
clause (Art 13) over nine years, it is assumed that a new WTO round will remove this green box
definition. The other commitments are kept at the same level although bound tariffs and allowed
subsidised exports are likely to be driven further down in the next round.

The second major element of the circumstances of accession which makes the analysis conjectural
relates to future changes in the CAP. These changes - or the lack of changes - will greatly affect the
outcome of the quantitative estimation of the expected gaps between policies and commitments in
both the EU and the CR. Without further decoupling of the compensatory payments, the AMS of
the EU will get a lot closer to or above the allowed ceiling. The AMS equivalent of the CR under a

2 Negotidtions are not expected to start before the end of the Inter-Governmental Conference and the
Cornmission does uot seem to foresee accession of CEECs to occur before the year 2000 (Le monde,
Is-l6/09/1996).
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CAP rqgime may overshoot the CR AMS allowance that the CR brings in to the EU due to both
price support and direct payments. The exportable surplus of the CR will also depend upon the
supply and demand response to the new policy environment. It is assumed that CR policy is trying
to approximate the CAP expected at the time of accession, which is actually a moving and
uncertain target. By way of simplification it will be assumed that atthe end of negotiations in l99g
the sort of CAP effective at the tirne of accession by 2002 will be known. Although this new CAp
is unlikely to be known with certainty because the Eastem enlargement and further CAP refonn are
interdependent processes', it is a necessary assuniption to keep the analysis simple and to focus on
the essentials. For this purpose, we will consider two scenarios of future CAP developments. In the
first one, the CAP basically stays the sante as it is in 1996 after completion of the 1992 refomt
process. In the second scenario, the CAP is moderately adjusted in the sectors untouched in 1992
and paynents are reduced and decoupled.

We believe that scenario two is the more likely one. Reasons for that includes both intemal and
extemal pressures. lntemal pressures can be better understood from a political economy perspective
(Josling €t al., 1996 ; Mahé and Roe, 1996). They will come first from the visibility of the
compensatory payments in the public accounts which is likely to make the lobbying effort of the
pressure groups in the crop sector ntore difficult than in the past. Of course the supranational nature
of the CAP which leads famr ministers to defend producers interests disguised under national
interests will still hinder the pressure for change, but the balance of political influence is also
changing in the European Union due to increasing concems about the environment and rural
developrnent and to the eroded influence ofobjectives offood security or so called "dynanric expoft
policy". The concems ofthe new entrants (Austria, Finland, Sweden) with envirorunental and rural
issues has increased their irnportance in the enlarged EU. These changes will tend to favour
payrnents which are better targeted to these new objectives and less coupled to production or to
factor uses. There is also a growing frustration in several Member States regarding the financial
contribution they make to the EU budget and the mood in favour of more subsidiarity is making
rapid progress.

The situation of the world markets for agricultural products will also influence the actual
compatibility between the agricultural policy of the enlarged European Union and the WTO rules.
The major impacts are likely to bear on subsidised exports commitments, particularly in the case of
scenario one where the CAP is virtually trnaltered. If exportable surpluses of the EU-15 exceed the
ceiling, evor by a fairly small magnitude, as most studies seem to suggest (e.g. Guyomard and
Mahé, 1993 ; MAFF, 1994), then any further export surpluses occurring in tfre Cn will increase
the EUs problem of staying within the commitment limits, unless world prices stay at high levels,
so that subsidies are no longer needed. First, the latter possibility seems relevant only to the grains
and grain fi:d animal products, but not to the dairy, beef and sugar sector because of the existing
large gaps between EU and world prices in the latter industries. Conceming grain and oilseed prices
we will assume that the current boorn wrll fade after a few years, as most cautious, careful and
infonned analysts do (Alexandratos, 1995, 1996 ; World Bank, 1993). Grain prices are expected to
come back to levels closer to their secular trends or may be a little above. Among many arguments
behind this assumption is that a large acreage of land set aside for conservation can be retumed to
cultivation in the United States under the new agricultural Act and that the rate of set aside in the
EU can also be lowered from the 10 per cent level currently applied.

World prices may also have an indirect influence on the compatibility issue by the pressure they
will put on further EU policy changes. lf high grain prices prevail for some time, the ôompensatory
payments on crops should appear less legitimate in the eyes of public opinion and policy makers.
Cornmissioner Fischler has already made a statement along these lines and suggested that r.rnder the

t Since WTO commitments will be a firrn constraint on the future CAP, the anticipated areas of non
contpatibility bet\À,€en the current CAP extended to the CEECs and these commitments, as studies
such as the present one will help to unveil, will trigger pressures for adjustrnents of the CAp in order to
comply with the commitrnents.
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current situation the level of compensation was excessive. High world dairy prices may also
increase the frustration of the EU dairy industry at being urable to participate in a growrng world
market for dairy products. Adjustments of the dairy policy would then become more likely and at
least a two tier pnce systern with a "C quota" as in the sugar regime may be introduced. Altemative
reform projects including price cuts with compmsatory payments have also been proposed.

Economic policies in the Czech Republic will also play a role on the compatibility issue. Needless
to say, the price and trade policies followed until accession will make the final adjustment more or
less easy. One risk of ainring at a moving target is to overshoot. ln the present context for the CR
ftis would mean approximating a current CAP with generally higher prices wllch may no longer
prevail at the time of accession and then to have to adjust back to lower prices. Agricultural policies
in the CR wllch tend to foster production will increase both the AMS and the exportable surpluses.
A larger output will increase the price suppoft cornponent of the AMS that the EU will have to take
on board at the time of accession since the price support policies of the EU wrll apply to larger
quantities in the CR. Price supports which increase excess supply in sectors where the EU is already
subsidising expotts wtll clearly add an extra burden to the cornpatibility in this area. On the other
hand, all institutional reforms contributing to ease the transition to an efficient market economy are
needed to ensure the competitiveness of the CR agricultural and food industry at the time of
accession, even if these policies are supply enhancing and if they accordingly restore and expand the
agricultural potential of the country.

An imporlant issue regarding the circumstances of accession of the CR is whether it will take place
in isolation or simultaneously with other CEECs. Suppose that the other candidates have an
economy which is more oriented towards agriculture and that their exports overshoot their own
comrnitments. The magnitude of the potential gap of compatibility for the enlarged EU will then
niake adjustrnents of the CAP necessary even if the rnaryinal contribution of the CR to the
difficulûes is sniall as we might expect, given the size of this country relative to EU. This could
make CR accession more difftcult grven the political economy of the CAP, unless significant
continuation of the 1992 refonn process now under discussion takes place. Due to time limitations,
this question will not be addressed through a full quantitative analysis which would amount to
extend the present analysis to all CEECs. It will be discussed mainly in qualitative tenns. ffthe CR
enters the EU in isolation, then the issue is whether this happens before or after other candidates.
The latter case is rather similar to the simultaneous enlargement and amounts to a scenario where
the CR is integrating an EU with an adjusted CAP more likely. The fonner case which could be
labelled "early bird strategy" corresponds closely to the context where the present study is
particularly relevant, but it is irnportant to keep in mind the broader issues in the design of the
strategy ofthe CR for integration.

(b) Three policy scenarios

To clariSr the sensitivity of the GATTAMTO constraints to policy developments in both the CR and
the EU, it is appropnate to do the calculations under differentiated scenanos. While there are two
CAP scenarios considered in this study, as far as the CR is concemed there are three possible
scenarios:

Scenano 0 : Base scenario, in which exsting policies are continued up to accession;
Scenano I : Current CAP, in which the CR adopts the policies of flre current CAP prior to

accession;
Scenano 2 : Adjusted CAP, in wluch the CR adopts pnor to accession the expected future

policies ofthe CAP

t0
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Box 1. Agricultural price increases (1998-2002) under the three scenarios

Box 2. Price Developments under the three scenarios (selected products)
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The base scenario corresponds to assumptions based on advice from YUZE and used in projections.

Scenario 1 corresponds to the first scenario for the CAP envisaged with a 20 per cent probability by
Haynes and Avillez (1996) and is the e.xtension of the present CAP as it stands after the 1992

reform to the CR, assuming that support prices and paymarts are kept constant in nominal ECU
tenns up to 2002. Forthe agricultural sector of the CR, assuming a one per centper year rate of
devaluation of the nominal exchange rate relative to the ECU as in box 1, it means a substantial
increase of prices in nominal CZKfrom 1998 to 2002 for most commodities with pigmeat being the
nrain exception (small increase). Price increases would be particularly large for beef nteat, sugar,

and oilseedsa. Nominal CR prices prevailing at the time of accession are sensitive to exchange rate
assumptions. If an average rate of devaluation of the current exchange rate of 3 per cent would
prevails suppoft prices in the CR would increase by about 8 per cent more from i998 to 2002. For
the purpose of projecting supply response the cornpensatory payments are assumed to be coupled in
this scenario and therefore incorporated into pnces for grains oilseeds and beef

Scenario 2 corresponds to a continuation of the CAP reform started in 1992.It is fairly similar to
scenario 3 of the Haynes and Avillez study, wlth the following price and subsidy assumptions.
Grain prices are fully aligned on world prices by elimination of expott refunds and intervention
price above world price. Payments on arable crops are fully decoupled. Dairy and sugar supporl
prices are reduced by 20 per cant. Any conrpensatory payment needed for implementing the refonn
of these sectors which was envisaged but forgone in 1992 would be decoupled, but quotas are
rnaintained since complete overhaul of the policies is not vrewed as politically feasible in these
sectors before 2002. For the projections of supply of rnilk and sugar in the CR no quota has been

implernented at this stage since it was considered preferable to first identify possible probluns of
overshooting of commitments by the CR before taking such an option. Support prices for beef are
also cut by 20 per c€nt but the payments are kept coupled to production with conditionalities
regarding individual ceilings of payments and extensification of rearing techniques. The
consequence of this assumption is that even under scenario 2 the 'direct' payments to beef
producers will not be in the green box and will have to be included in the AMS. Pig and poultry
pnces are no longer supported by exporl refunds and therefore are aligned on world prices because

of the structural excess surplus ofthe EIJ.

The supply response of the CR agricultural sector to these price developments will not only depend

on the quality of the incentives ganerated by the structural reforms in the agricultural sector
occurring during the transition, it will also depard on macroeconomics factors and in particular on
output/input price ratios. This is the rationale for displaying the last two rows in box I which
provide the expected GDP price index and the nominal exchange rate derived from a parallel study
(Lingard, 1996) These figures show how the actual supply incentives given to the CR agricultural
sector can be sensitive to input price developments in the CR when nominal CR farm prices are
aligned with EU prices. If input prices are closely related to the GDP price index, the increase in
nominal prices in the CR due to the application of the current CAP (scenario 1) would translate into
an increase in real prices (and in the output/input price ratios) only for cereals, sugar, rapeseed and

beef Increased price support for other products would be apparent only since their real pnces
would fall. If on the contrary input prices closely follow the exchange rate on the argument that
inputs are imported or directly compete with iniports, the alignment with EU prices in scenano 1

would mean quite large increases in real output prices. As input prices are assumed to be mosfly
influenced by macroeconomics factors and not by farm policies, it makes sense to distinguish
scenarios according to nominal agricultural prices only.

a The exercise rests upon assumptions concerning exchange rates and also on cornparisons between EU
and CR quoted prices. These comparisons have lirnitations due to differences in quality of product
definitions. The evidence provided here could be refined. Moreover, in some instances market prices
differ substantially front support prices to varying intensity of implementation of policy tools of the
CAP such as ir.rtervention buying.

5 
as in scenario 2 ofthe study J. Lingard on ulacroeconornics and agriculture.
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(c) Supply and.I)emand projections under the three scenarios

The projections of VUZE as published in (EC, 1995a) and recurtly up dated are used for the base

scenario (scenario 0). For scenarios I and 2, altemative projections were not available and, given

time limitations, it was not possible to design a specific cross commodity model for the agricultural
sector ofthe CR6. ïre approach used is rather ad hoc but it is meant to be transparent: in scenario

1, as prices are adjusted to current EU levels and as the compensatory paymants are extended to the

CR (which rneans a significant increase except for pigmeat) yields per hectare or cow are set at EU
levels of 1993 (Agncultural Situation, EC, 1995b) or not less than their levels in the CR in 1989 as

in flre case of rye and barley. These yield assurnptions are rather low if the difficulties of the
transition are solved by 2002 and if increases of input prices are kept under expected inflation.
Areas and herd size are based on YUZE projections and have not been adjusted. This is a further
limitation of the analysis. For other animal products, a direct price elasticity of supply has been

assumed. For dairy products, it was assumed that butter and SMP output had to fall if the outputs

of cheese and other dairy products were to increase, since in the projection total milk does not
increase nruch from 1994 to 2002.

For scenario 2, quantities were derived from those of scenario one by applying direct supply price

elasticity of 0.3 to the relative price decreases from scenario 1 to scenario 2. A srnall supply
elasticity is assumed in this case since only yields are supposed to respond to price changes.

Sirnilarly on the demand side consumption per head is assumed to approximate EU standards for
grainsT while consumption habits for meat are assumed to get closer to pattems in Germany and

Austria to account for the diversity of diets across Europe8. Quantities for scenario 2 are derived
from scenario one by assuming explicitly a direct demand price elasticity of -0.4 applied to the
price differentials between scenarios as reported in box 1. Detailed tables of projections are reported
rn Annex -[l.

6 Actually, the design of such a model could be done fairly quickly but the ernpirical calibration of the
model would require time for gathering the necessary information, for expert consultation and for
empirical validation on recent data ofthe transition period.t As can be seen in the annex, total domestic use which includes both direct and indirect human
consumption seems unusually high in the CR. Feed use per kilo of meat of pork and poultry is also
much higher than in EU. Although different patterns of feeding and animal production lnay account
for this, it was assumed that a large potential for efficiency gains in feed use exists.

8 Tlte study on the meat and livestock sector by Landells Mills was used in this calibration.

t
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Box 3. Supply and Demand projections under the three scenarios (summary tables)

Source : 1994 and Scenario 0
described in Annex II.

EC(l995) and with advice from VUZE ; scenarios I and 2: own calculations as

In general terms levels of production increase moderately from the base scenario 0 to scenario 1.

This is due to the fact that the agricultural seclor of the CR is already fairly efficient in technical
temrs so that yields are not much lower than the EU average. It is likely that the corresponding
esûmates are fairly conservative as regards output growth after accession unless expected inflation
directly impacts on input prices. Domestic consumption levels are also slightly higher in scenario I
relatively to scenario 0 with the exception of butter and sugar. The e4portable surplus is already
positive for all products in scenario 0 even if the self suffciency rate is barely greater than one in
the case of pork and sugar lvhich were below self sufficiency in 1994.In scenario I exportable
surpluses increases markedly for all commodities while in scenario 2, a reduction in price support
and/or decoupling tends to bring the CR back closer to more moderate excess supplies. Self
sufficiency rates are one indication of potential diffculties regarding the WTO commitments but
they are not sufficient since gross exports rather than net exports matter and have to be related to
commitments and also to the EU's own constraint on subsidised export to provide the full pic[ure of
compatibility with WTO. The projections are also useful for the calculation of Domestic Supporl to
which we can now tum.

IL Domestic Support

The domestic support reduction commitments are defined in articles I,6 and 7 of the AoA. The
annual and final levels ofthe coinmitments are specified in terms of total 'Aggregate Measure of
Support' in part IV of the schedules ofthe signatories ofthe agreement. Amex 2 of the AoA defines
the basis for exemption of measures from reduction commitments (i. e. the green box). The rules for
calculating the AMS are described in Annex 3 of the AoA. It amounts essentially to the product of
the volume of production and the gap between the administered pnce and a fixed border pnce
average of the 1986-88 period for each commodity. Subsidies (not used for the implementation of
the adrnirustered price to avoid double counting), foregone government income and non product
specific paynents which are not eligible for the green box should also be included in the AMS.
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Conceming agricultural products for which the above method is not possible Annex 4 requires an

estimate of an 'Equivalent Measure of Support', although with rather ambiguous guidelines.
Articles 13 @ue Restraint also called 'Peac€ Clause') and 18 (implementation of commitments) are
also relevant to the monitoring ofthe commitments.

The AMS therefore includes three components : price support, direct payments non eligible to the
green box, and "Equivalent Support" as defined above.

AMSt : (price support) + (subsidies) + (equivalent support)
: (DP, - BP,") X, + S, + ESr

where, DP, is the domestic support price (in nominal terms), BP,. is the border price at the reference
periode (i.e. t" is the average of 1986-88), X1 is the level of supply of the supported commodity , S,

is the amount of budgetary outlays not due to the implementation of price support and ESt is
Equivalent Support relevant to products where price support cannot be calculated as in the first
term. Of course this expression has to be summed over the commodities which are subject to the
relevant measures to provide the Total AMS which is the amount subject to reduction
commitments.

The AMS is specified in nominal terms and as regards the CR it was specified in domestic
currency. One essential difference between the AMS and the PSE as calculated by the OECD is
that in the former support is calculated in relation with a fixed reference border price and not with
current world prices. Accordingly, inflation rates will influence the evolution of the AMS even
though support in real terms defined for example as the ratio of price indexes of farm outputs to
farm inputs may not change. The annual and final AMS commitments of the CR are displayed in
box 4. To put these figures into perspective, it may be noted that the Gross Agricultural Output was
95 nrilliard Cn< n 1993 and total net PSE was 24.4 milliard during the same year (OECD, 1995,
p.2s$.

Box 4. Total AMS commitments of the CR (in milliard CZ.<) and of the EU (in millinlfl
ECU)

67.169.57r.774.176.378.780.9EU-l5 (milliard ECU

13.6t4.2t4.715.315.916.4t7.0CR(milliard CZK)

2000199919981997199619951986-88Year

For the CR two main issues are worth considering in this study : (a) will the level of the actual
AMS of the CR be under or above its own allowed ceiling at the time of accession under the
various scenarios? and (b), if it is above, has the EU a large enough spare maryin of "unused "AMS
reference such that the actual AMS will be compatible with the amalgamated ceiling of AMS for
the enlarged EU at the time of the accession? The implications of agricultural policy developmurts
within the CR on the level of the current AMS and its coppatibility with the CR Schedule during
the period before accession are also ofinterest.

The last issue can first be considered briefly. Under scenario 0 the CR is assumed to pursue the
same policies as the ones currently implemorted and support prices do increase at least in nominal
terms (which are relevant for the purpose of monitoring the AMS). It has already been noticed in
other reports that the CR schedule does not include any price support element in the base period but
only budgetary outlays (OECD, 1995b, p.I75 and EC, 1995, p.29). Tlne 1995 OECD report

e This is the main difference with respect to the PSE calculated by OECD w{rich uses the current BP,.
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appears mistaken in statrng - en passant -that the CR is in 1994 under her ceiling even if an
estimate of price support is included in the AMS, as the reported price support component of the
PSE is 22.5 mllliard CK. To elaborate this issue a tentative evaluation of the price support
componert of the AMS has been done urder scenario 0 for the year 2000, assuming that all
commodities benefiting from prices above border prices fall into the AMS reduction commitments
even though they were not included in the base period.

If this interpretation of the AMS prevails in the monitoring of the commitments, the CR would
overshoot her own final AMS ceiling (of about 424 million ECLD by a significant amount (about
500 million ECtD ïris calculation includes the current subsidies ineligible for the green box
(evaluated with the assistance of YUZE at 118 million ECLD Which inteqpretation will be retained
is uncertain yet but the issue should not be overlooked. First, there is the question of the
interpretation of the 'administered price'. It is unclear at this stage whether a market support
component of the AMS which did not exist in the schedule ought to be accounted for in the
implementation penod, when new market support policies have been introducedlo. The Committee
on Agriculture set up to monitor the AoA wrll have to settle these matters. On the one hand, Article
1(a) and (h) states that 'support provided during any year of the implemartation period and
thereafter [is] calculated .....taking into accountthe constituent data and methodology used in the
tables of supporting matenal incorporated in part IV ofthe Member's Schedule'. This suggests that
when budgetary outlays were only included as in the case of the CR, the nionitoring would concem
the same budgetary items as long as they do not meet the criteria for the grear box specified in
Annexe 2 of the AoA. On the other hand, Article 18.3 requires the notification of any new domestic
support measure and Article 7 confinns that such new rneasures be included in 'the Member's
calculation of its Current Total AMS'. Moreover, the 'Peace Clause' (Article 13.b ) allows
measures that do not grant support to a specified commodity in excess of that decided during the
1992 markding year to be exempt from countervailing dutes. Therefore the text of the Agreement
does not seem to guarantee that the support measures now implemented in the CR (particularly for
wheat, beefand dairy up to recently and even for sugar and pork in 1993) can be safely expected to
be excluded from the calculaton of the Current AMS. Some flexibility may be given to CEECs in
the reduction commitments of AMS due to exceptional inflation rates (Article 18.4). From a
political standpoint the monitoring of AMS reduction could tum out to be less strict than the
monitoring of export subsidy commitments which were the main target of the large agricultural
expofters in the Uruguay Round, but from a lqal view point the threat of WTO action on new
support measures should not be overlooked.

We now tum to the evaluation of possibly increased difficulties for the arlarged EU to meet AMS
reduction commitments due to the amalgamation of schedules at the time of accession. Domestic
Support commitments of the CR have been set in national currency (CZK) The potential problerns
at accession arising from this area can be identified by the companson of the final CR ceiling
expressed in ECU with an appropnate exchange rate and the estimated actual AMS of the CR
under scenarios I and 2 It will be assumed that the maximum allowed AMS in 2002 is the same as
the final level allowed in 200011.

The support price assurnptions result from the definition of the scenarios detailed above. The price
support componant of the AMS should be calculated for commodities with "administered prices" as
the product of the gap between the latter prices and the border pnces of the base periodrr and the
quantities produced in the final year. Tlls requires a projection of the level of supply for the relevant
commodities in year 2002. The projections made for the analysis of exports will be used

to It is even more unlikely that the comrnitments be revised to account for existing but omitted market
support in the base period.

tt These prices for the 1986-88 period are reported in the EU "supporting Tables" . Supporting tables are
not published in all the Schedules (e.g. the Czech Schedule) but were supposed to be made available to
other Contracting Parties during the consultation period.
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for the AMS as well (see below). Exchange rate developments will also affect the result of
amalgamation of the CR and EU AMS as the ceiling of the CR has to be converted into ECU.

The direct payment component of actual AMS for the CR n 2002 follows the treatrnent of EU
payments as regards the green boxr2. It is expected that the CAP compensatory payments willno
longer be eligible for the green box due to tighter conditions for decoupling likely to result from the
next round of negotiationsr3. Therefore in scenario I the CAP payments introduced n 1992 are
included in the AMS, while in scenario 2 the payments if any are assumed to be further decoupled
and therefore excluded from the AMS, except for the payments granted to beef which the EU is
likely to keep linked with production in view of its location in less favoured areas and its favourable
impacts on environment under low-input raising techniques. The results of the calculations are
reported in box 5 as well as the commitments ofthe CR.

Box 5. CR Aggregate Measure of Support projections and Commitments

Box 6. Czech Republic ceiling and projected AMS (million ECU)
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12 Although Fischler (1996) has stated that there is no foundation for extending compensatory payments to
CEECs, our opinion is the reverse.

13 The eligibility of the compensatory payments for the green box has provided the EU with a large margin
of "unused" AMS of at least l7 milliard ECU. If this rule were to persist the effect of CR accession
even with EU policies would whatsoever be too small to matter.
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Box 7. EU-15 and Czech Republic Ceilings and Actual CR AMS in2002 (million ECU)
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In the EU-12 Schedule the component of AMS called "Equivalent Support" mainly concerns fmit
and vegetablesla and amounted to I4.4 milliard ECU in the base period or 20 per cent of total
AMS. Due to the time constraint this component will not be calculated for the CR and therefore not
be included in the present study. The results of the calculations for the fïrst two components are

displayed in details in Annexes III and IV and summarised in box 5 - 7.

The main results are (i) in all scenarios the CR seems to exceed its ceiling by a significant amourlt

and (ii) the absolute magnitude of the gap of the CR is fairly small in respect of the maerutude 
t'f

the AMS of EU-15.

The CR overshoots its commitnents by 1.5 milliard ECU in scenario I and 767 million ECU in
scenario 2 and respectively 369 per cent and 181 per cent above the targû.. The reason for the result

in scenario I is not surprising as both price support and direct payments are increased in the CR
upon accession at least in nominal terms which is the only thing which matters for the AMS. It is
worth noticing that whether the direct payments initiated by the 1992 CAP reform are included or
not in the cunent AMS, the CR overshoots its ceiling in scenario 1. In scenario 2 the overshooting
is mainly due to beef which accounts for more than half of the current AMS in year 200215 and to a
lesser extent to dairy products and sugar (Annex V).

To summarise, domestic support limitations would generate potential difficulties when accession of
the CR is considered per se and this would be the case whether or not direct payments of the CAP
reform are excluded from the green box or not. However the problem created by the CR is not of a
great magnitude. To re{ine the analysis it is necessary to evaluate the possible gap available in EU-
15 commiûnents for offsetting the excess of incomers. Such a calculation was made by Slater and

Atkinson (1995) for the final year of application of the URA i. e., year 2000. At that date the 1992

CAP payments will still be in the green box. Hence, he EU-15 does offer a margin of credit of
AMS of about 20 milliard ECU (curent AMS evaluated at 50 for a ceiling evaluated at 69

milliard). Such a margin is large enough to accommodate easily the enlargement to the CR.

However, if enlargement is carried out simultaneously with Poland, Hungary and the Slovak

Republic which are also expected to ovemrn their ceilings significantly, then the EU with 19

members is expected to have its actual AMS to be very close to the ceiling (box 8). Although this

la Details on this calculation is provided in the EU "supporting tables".
ts The beef AMS in 2002 is composed of 222 million ECU of market support and about 550 million of

direct subsidies assumed ineligible for the green box.
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study corresponds to an accession in year 2000, it reveals the sensitivity of the conclusions
conceming the compatibillty with WTO commitments to the treatment of the CAP direct payments.

Box 8. Final AMS ceiling and projected AMS for EU-15 and the Visegrad-4 (year 2000) in
miltiardECU

Source : Slater and Atkinson (1995)

Under the conditions envisaged in this study with accession occurring after the end of validity ofthe
URd the direct payrnents kept partly coupled in scenario I are the source of the problem of
compatibility between the CAP and WTO commitments. This leads to the conclusion that under
scenario 1, the CR accession would make the compatibility issue more problernatic. However the
main cause of non compatibility is the EU itsel{, since it also overshoots its AMS ceiling. The
simultaneous accession of the 3 other mentioned candidates would even make the existing
difficulties wittr WTO commitments worse.

The results of scenario 2, on the contrary, show that further decoupling or phasing out of the
payments (even with the exception of beef) does provide compatibility for the EU enlarged to the
CR and also for an EUwith 19 members.

The overall conclusion about the problems of compatibility with AMS commitments in WTO
generated by the accession of the CR to the EU is that EU-15 itself can no longer suslain the
current payments turless the next WTO round allows them to be still included in the green box, one
perspective wtrich we considei as quite unlikely. If the payments are to be included in the cument
AMS then the CAP must be adjusted itself and adjustments along the lines defined in scenario 2
would appær to be adequate. It should be stressed again that although the accession ofthe CR does
contribute (as other CEECs) to make the problem of Domestic Support worse, it does so with a
small magnitude relative to the gaps existing in the EU herself (and in other CEECs).

III. Tariffication and import access

The second type of commitments included in the URA relate to the access of agricultural imports
into any member of WTO. These commitments are now embedded in the country schedules and are
supposed to follow the guidelines of Articles 4 and 5 and also Annex 5 of the URA. The schedules
include two types of commitments under the heading of Import Access: Tariffication and Minimum
access. Tariffication implies conversion of non tariffmeasures into TariffEquivalents, calculated by
following the rules in Annex 5. The TE are bound at decreasing levels down to 2001. The other
type of commitments relates to the Minimum Access principle and appear in section I-B of part I of
the schedules.

Both types of commitments need to be amalgamated when the CR accedes to the EU. The rules for
carrying this amalgamations when a Custom Union is being formed between WTO members are
defined in Article XXIV and Article XXVItr. The basic issue is that forming a custom Union
implies a discriminaton in tariffconcessions by WTO members wtrich are part ofthe Uruon against

t
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those who are not. This is in contradiction with an essential principle of the initial GATT
agreement, namely the Most Favoured Nation principle included in Article I of the 1947 GATT.

Article XXIV-5 foresees that the GATT does not prevent the formation of a custom union, provided
rhat : 'The duties....shall not on the whole be higher or more restrictive than the general
incidence of the duties and regulations of commerce applicable in the constituent countries prior
to the formation of such union..,'. If it is not the case a procedure of negotiations should take place
as defined in Article XXV[. Cor.rntries entering a customg union may rnodify the concessiong
included in their schedules but WTO members 'shall endeavour to maintain a general level of
reciprocal and nrutual advantageous concessions not less fcwourable to trade than the provided
for in the Agreentent prior lo such negotiations '. Otherwise, concemed third countries 'having
principal interest' (in GATTMTO terminology) are allowed to withdraw equivalent concessions.

The wording of the treaty is not precise enough to define the way to implement the principles. One
could imagine that the EU adjusts its own schedule so that its duties shall not 'on the whole be
higher' than those ofthe existing and new EU members. This would possibly involve fixing the new
tariffs at some weighted average of EUand new member levels. This is however unlikely and we
wrll assurne that the tariffschedules of the CR are aligned with the EU-15 as in the case of the
recent enlargement to the three Northem countries and that 'equivalent concessions are negotiated'
with third parlies. L:r this recent enlargement, bilateral negotiations with third countl'ies resulted in
concessions granted in the fomr of tariff quotasl6. Accordingly, we shall compare the tariff
sttuctures of the EU and the CR and identiff the discrepancies in order to point out sensitive tariff
lines and concemed third countnes interests with whom negotiations might be required under
Article XXVil.

(a) Tmport access : Tarif{ication

As it is difficult to predict exactly on which tariffbasis the EU and CR tariffs will be harmonised at
the time of negotiations, the analysis of likely issues of harmonisation will be carried on the bound
tariffs for 20001I as they appear in the CR and EU Schedules.

The analysis will aim to idartify third countries likely to be affected by the CR membership into the
EU. This depurds first on the gaps betweeri the tariffs of the CR and the EU and second on the
niagnitude of the CR imports from third courtries susceptible to diversion. The main import flows
of agricultural and food products into the CR are first identified. Then the tariff gaps for the
corresponding tariff lines are reporled after conversion of specific tariffs (frequent in the EU
Schedule) into ad valorem tariffs (used in the CR Schedule). The EU border pnces used for that
purpose are the 1986-88 prices of the < Supporting Tables > of the EU schedule. Refinement of this
calculation could be made later on the basis of more recent border prices. On the basis of these data
an array ofthe most "sensitive" tarifflines is provided. Last, the largest expofters to the CR for the
sensitrve tariff lines are identified from the CR trade data base. The analysis was carried further by
calculating for concemed third courtries an indicator which measures the value of tariffincreases
on exports to the CR in order to identify the most likely pressures for compensations according to
GATT Article XXV[.

The flrst results presented deal with the staple agricultural products and then more narrowly defined
sensitive tanff lines are identified. Supplementary infonnation for Poland and Hungary is also
provrded in order to set the issues ofthe CR accession into perspective.

Boxes 9 and 10 provide evidence of large discrepancies between the CR and EU tariff structures for
the rnain agdcultural commodities. In general the level of protection of imports into the EU is

16 Council Regulation (EC) N" 30g3/g5 and Council Decisions g5l59l/Ec and 95l592lEC published in
OJEC L334 30t12/95
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higher than in the CR, but it is not always the case, so that alignment of the CR târiffs with those of
the EU would also involve lowering some CR târiffs. As a consequence there is some room for
compensation. Ilowever, the benefiting countries may not be the same as the ones that are hurt.
The arlarged EU may therefore have to offer compensation for the increased tariffs of the CR upon

accession without gdûing credit from other coutttries for the tariff lines which are adjusted
downwards.

Tariffs in the CR would increase for grains even when the ceiling to the EU import pnce is

accounted for17. Accession of the CR would also entail increases in tariffs for sugar, butter, skim
milk powder, beef and cheese. The major exception of potential significant importance is rapeseed

and sunflower (and oils). It may be worttr noting en passant a potential problem in the CR schedule
as the tariffis zero for soybean oil and olive oil and close to 30 per cent for domestically produced

highly substitutable edible oils. This may create great opportunities for duty free imports of
soybean oil into the CR to increase rapidly from now until the accession time which may thar
trigger demand for compensation by potential suppliers like the US or Branl. The only solution to
this problem compatible with WTO commitments would be a reduction in tariffs to zero for the
edible oils which are also produced domestically.

Box 9. Comparison between EU and CR bound tariffs (advulorem equivalent)

12.789.0Tomatoes

100.011.5Potatoes

43.030.1Poultry meat

38.540.6Pig meat

34.0115.0Beef and veal meat

9.050.0Cheese

37.0t73.5Skim milk powder

68.0207 0Butter

59.5216.2Sugar

60.00.0Rape seed

t7.0550Maizæ

21.255.0Wheat

CRtaritrEU tariffltem

Source Annex X.

It The bound tariff of the EU is about 95 ECU per ton but following the Blair House Agreement the EU
has agreed to apply the "duty at a level and in a manner so that the duty-paid import price will be not
greater than the effective intervention price.increased by 55 per cent". (GAm, 1994,EU schedule)
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Box 10. Tariffstructures of the EU and CR (major commodities)

\Mleat

Torrptoes

2æ

2æ

150

100

lVhize

tutatoes Rape seed

fuultry neat Sugar

forkneat Butter

H EU tariff
u CRtariff

Beef and veal neat Skim nilk powder

Cheese

The discrepancies between tariff levels matter in as much as current imports (or rather expected
imporfs into the CR at the time of accession) are likely to be diverted after the bound tariffs are
raised up to the EU level. This is the purpose of the investigation of major trade flows presented in
box I 1 aurtd 12 below and illustrated in associated boxes 13 and 14. Box l l deals with high tariff
lines (in either EU or the CR) and box 12 with low tariffs lines. With the exception of potatoes, the

tariffs of which \ /ill fall upon accession, box l1 displays the list of agricultural imports into the CR
which account for a significant share of total agricultural and food imports and for which tariffs
will increase fairly dramatically as a result of accession due to an initial situation where low tariffs
prevail in the CR and high tariffs in the EU.

Box 11". Comparison of bound tariffs for major agriculfural and food imports to the Czech
Republic

16-4t7t.02471T2100Ware potatoes

61940.5525s8913Tomatoes

5273r.32613450Oranges

4304T.2s573629Edam & pr
cheese

3471t.t754rr04T7Maize

26270.84387T620Rice

I37043.8317722090Bananas

e=(b-a)*cdcbaTariffline

rank of
importance(million CZK)(vù(million CZK)tariff (Wtarltr (o/o)

compensationshare in importCR importsEUboundCRbound
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Box 12. Comparison of bound tariffs for major agricultural and food imports to the Czech
Republic

Box 13. Tariff structures of the EU and the CR (high tariffs)

l5l90.3155.8t2.50.0Sardines

t4230.8346.47.51.0Roasted coffee

13240.7326.r7.50.0Cod fillet

t2301.1498.78.02.0Prep. for anim. feed

1l394.01868.69.06.9Foodprep.(Dairy)

10420.8351.7t2.00.0Roasted peanuts

9431.0443.99.60.0Soybean oil

8571.0465.312.20.0Orange juice
71252.4t4r6.514.86.0Tobacco

e=(b-4)*çrdcba

importance(million CZK)(w(million CZK)tarttff (Wtaritr(o/ù

rank ofcompensationshare in importCR importsEUboundCRboundTariffline

Processed cheese

Rice

250

200

't50

100

Ware potatoes
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6 EU bound

N CR bound

Oranges Bananas
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Box 14. Tariffstructures of the EU and the CR (low tariffs)

Cod fillet
20

Food prep.(hiry) 15 Roasted coffee

10

Tobacco Soybean oil

Pfep. for an feed Sardines

Orange juice peanuts

w EU bound tariff
tZ CR bound tariff

The group sf high tariffs point to commodities such as rice, mau^zn, oranges, bananas and tomatoes
for which tariffincreases of a great magnitude will compound with a significant share of trade to
create potential demand from traditional exporters to the CR. To illustrate further the potential
magnitude of the compensations likely to be requested by affected third countries, ttrc higher duties
payable were estimat€d (i.e., the product of the ertra ad valorem tariff and the value of the
corresponding imports). This value is presented in the penultimate column of boxes 11 and 12. T\e
results showthat, as is to be expected,trade volume matters at least as much as tariffincreases.
Bananas are by far the most likely source of request for a large equivalent concession. Other
important tarifflines according to the measure are rice, muzs and some cheeses.

For sensitive tariff lines, the trade data were further processed to identify the affected third
countries likely to make representations to the EU regarding trade interests when the negotiations
for accession do start. It turns out that bananas (which concern Central and South American
countries) may be the most sensitive tariffline as a "banana war" is already going on. Since the EU
banana regime is already under WTO pressures with pending panels, the Czech Republic accession
is expected to foster international tensions between the EU and the banana exporters of the so called
dollar zone which do not have preferential access to the EU markets. It will further increase the
existing tensions between EU members such as Germany which imports "dollar" bananas and

France (and possibly the UK) which grant preferential access to overseas territories and former
colonies. However, the entire issue may be resolved before the CR accession.

The United States which generally watches closely its trade outlets would be expected to be

concerned mainly about tobacco and rice. As there has already been a disagteement between the
EU and the USA over the implementation of tariffication on wheat and rice by the EU, there is
room for further tension in this area as well. Other commodities do not seem to raise serious
potential problems as the related trade flows occur either with current EU members or with non
WTO members such as China or with the Slovak Republic which might join the EU at about the
same time.
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Box 15. Main third countries affected by CR tariffschedule alignment (a)
(on the basis of 1995 CR trade data)

Peru (108); tugatina (44)13Frozen cod filet

EU countriest2Animal feeds

China10Roasted peanuts

EU countries (Germany and Netherlands)9Soybean oil

EU countries (Germany, Austria)8Orange juice

United States of Am.(501), Bruz.l (151); Turkey (244)7Tobacco

Slorzakia6Tomatoes

EU countries5Oranges

Slovakia (483)a
JMaizæ

USA(125); Thailand (l 10),2Rice

Ecuador (533); Costa Rica (519); Columbia (406);1Bananas

Main concemed countriesrankCommodites

(a) figures in parentheses are the values of irnports into the CR in million CZK

To summarise, it appears that the bound taritrs of the CR are in general lower than the EU tariffs
with some noticeable exceptions such as ware potatoes and rapeseed. The accession will imply
increases in tariffs for the CR and potential demand for equivalent concessions from third countries.
The mosl sensitive products seem to be bananas, tobacco and rice and the most likely source of
complaints or request for compensations will be from the US, Ecuador, Costa Rica, BraÀl and
Turkey. The potential problems for other tariff lines is eased because the trade parbrers of the CR
are EU members or Slo'yakian.

In order to supplement the evidqrce shown above in the case where several CEECs would join
simultaneously, the tariff structure of Poland and Hungary for the main commodities was also
briefly analysed. The results are illustrated in boxes 16 and 17. The târiffs for cereals, sugar, beef
and veal and dairy products also appear to be lower in these countries than in the EU. Poultry and
pork and again potatoes are more higtrty protected in the East European countries. Poland seems to
have higher tariffs for dairy products and particularly for cheese than other CEECs. The evidence
shows overall that for the farm products which were not subject to reform in 1992, price alignmerit
is likely to increase producers incentives in Eastem Europe and to further burden the balance of
markets for sectors with structural surpluses.

t.-
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Box 16. Tarilf structures of the EU and Hungary (selected commodities)

wheat
250

tormtoes rElzE
200

150
potatoes rape seed

1

poultry reat sugar

ffiEU

Wl{rlg,ary

pig reat bufter

beef and skim milkpowder

cheese

Box 17. Tariff structures of the EU and Poland (selected commodities)

wheat
250

tornatoes rnaize
200

150
potatoes rape seed

1

pouftry neat sugar

pQ rneat butter

EEU
atuwldbeef and veal

cheese

skim ndlk pow der
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(b) Import access : Minimum access

Regarding Minimum Access, the Tariff Rate Quotas included in the Schedules according to the
Marrakech Agreemants include the bilateral quotas opured under the Association Agreements.
After accession of the CR and other CEECs the new levels of TRQ's of the enlarged EU will be
derived from the amalgamation of the TRQ's included in the individual country Schedules. It may
be expected that the rule followed will be sirnilar to that of the recent mlargemurt. In the exchange
of letters with third countries (OJ EC, 1995) the procedure of "netting out" was agreed by which the
reciprocal quotas of EU and incomers are subtracted from the TRQ's registered in the Schedules
before carrying out the aggrqgation. Since the analysis is focusing on the CR accession in isolation.
the CR list of TRQ's should be nelted out by the TRQ's granted by the CR to the EU-15. As the
information was not easily available, this investigation is left for later work. A prelirninary step in
this direction is made in Annex XI. where beneficiaries of quotas are listed without quantity
allocation.

IV. Subsidised Export Commitments

While the hannorusation of tariffstructures examined above has to abide by rules which existed in
the onginal GATT, both the commitments on minimum impoft access and subsidised export
reductions result from the recent IIRA (Articles 8 to 1i) which requires that budgetary outlays and
quantities benefiting from export subsidies (defined in article 9) do not exceed in 2001 respectively
64 per cent and 79 per cent of the 1986-90 base period levels. Due to the time constraint, the
budgetary outlays side ofthe issue will not be covered since it would require even more information
to be taken into account such as domestic and world price projections. Constraints on quantities of
subsidised exports have in other studies proved to be the more binding. When the CR accedes to the
EU, commitments will have to be fulfilled jointly. The problem is to define what 'Jointly" means in
this context since GATT Article XXry does not provide guidelines. To assess the possible
difficulties for the EU after the accession of the CR the approach should draw from the experience
of the recent urlargement, particularly with respect to the treatment of bilateral trade in the
"aggregation" of commitments. The presurt case is however more difficult to deal with since,
besides the uncertainty about the levels of commitments in 2002 and the need to project exportable
surpluses, trade flows between the CR and the EU which will be taken into account in the
amalgamation are very unlikely to be those ofthe reference years used in the recent enlargement.

In the latter case, the commitments on subsidised exports of the new EU-l5 schedule have been set
asthe sum ofthe commitments of EU-12 and of thethree incomers minus the bilateral exports of
the two parties for the base penods. It is likely that in the presurt case the bilateral trade flows
between the CR and the EU that will be used in the netting-out of subsidised exports commitments
will be based on a reference year closer to accession. The spread sheets in Arurexes XItr to XXI
have aclually been designed to allow for various options ofbases for the netting out18.

It is first assumed that URA rules still apply in 2002 with possibly different levels and base years.
To assess potentral difficulties in this area, it would be necessary to compare the projected Gross
Exportable Surplus (later designated as GES) of the enlarged EU in 2002 to the ceiling of allowed
subsidised exports at that time for the enlarged EU as well. For purpose of clarity, let us call EU-16
the enlarged EU after accession of the CR to EU-15 and let us assume again that the CR accedes in
isolation. Gross Exportable Suqplus (X)is defined as,

t* These annexes are printouts from excel spreadsheets which contain the formulae and links for testing
i

different scenarios
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(iù x': (Y'- Q'- s')+ M

rvhere Y is domestic production at timo t, M is import, Qtis domestic utilisation (final and dsrived
demand), St is stock increase. Let I be the commitments of EU-16 for subsidised export to third
countries. The new EUwill overshoot her export commitments if Xt is greater than xt. In equation
(ii) Ihe three variables corresponding to supply, utilisation and imports rnust be projected to 2002
for EU-16.

Gven the time limits for the study, it was not possible to do full justice to the issue at hand which
would require not only access to detailed information to achieve proper amalgamation of schedules
but also careful projections for the CR and EU-15 under the two scenarios. One component of the
possible constraint is elaborated further albeit in a sirnplified manner, namely the potential
overshoot of the CR of her own commitments. To show more clearly the effect of enlargement on
the compatibility with WTO commitments, the neftrng out approach procedure is presented
analytically in Annex Xtr. The conclusion is summarised below and can be stated as '. a necessaty
and sfficient conditionfor compatibility to obtain is that Gross Exportable Surplus (defined cs
excess supply plus intports from third cotmties) of EU-L6 does not exceed her commitments of
stùsidised exports to third countries. The condition can be written (dropping the time superscript)
as:

(iiù Es+ ivç: E" * Ei + À4, * Mi, < &, * xi,

where, subscripts g refers to EU-16 (< global >), e to EU-15 (< Europe >), i to the CR ("incomer")
and r to rest of the world (third countries) , M is actual imports, x stands for export ceiling
commitments. Notations imply that I\zIl, are imports of EU-15 from the rest of the world and xcr are
export commitments ofEU-l5 to the rest of the world i.e., after netting out the exports to the CR in
the chosen reference year. Excess supply E is defined as Y-Q-S as reflected in equation (iù. A
sttfficient but not necessary condition to ensure (iii) is that it holds for both the EU-15 and the CR,
i.e., that

(tu)
(v)

Eu + I\4, ( &r: y,. - xii
E1 + M; ç Xi,: Xi - Xi.

(u) The CR accession may make EU compliance with WTO obligations
on limited subsidised exports more difficult

Here we shall mainly explore the second condition which relates to the CR and consider the first
only very briefly. However, as it is particularly difficult to project the trade flows Mr for various
disaggregated products, condition (iii) is further simplified by replacing projected actual flows of
irnports M by the mirumunl access commitments. Annex Xtr explains the nature of the
simplification made which can be characterised as an optimistic view since the trend of irnports to
CR and CEECs in general has been strongly positivele. Tlls bias is somehow corrected however
by the fact that total TRQ's of the CR were not netted out of those granted to EU-l5 as they should
have been, because the detailed information was not published or readily available (see Annexes
XItr to XXI) and because total CR commitments x; instead of only X; w€rê used for the same
reason'o. The allowed ceilings in 2002 will be assuned to be the same as the final commitments for
20001I. There are a number of other practical difficulties such as differences between the EU and

te Although CR trade increases mainly with the EU these bilateral flows cancel themselves out in the
cornpliance condition (A,nnex K.)

20 the information on TRQ's granted by the EU to the CR under the Association agreements could be used
to make this correction. The compatibility condition actually used here instead of formula (v) is Ei +
111; < X;, where n1 is total TRQ's of the CR and xi is the ceiling of total CR export commitments.
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the CR in the definition of aggregates of products (taritrlines) for which the export commitments
are bound. Ad hoc assumptions had to be made2l.

The results of the calcrrlatons are summarised in boxes 18-19 and boxes 20-21\ryhidt show both
the ceilings of commitments and estimates of gross exporLable surpluses (GES) for nine major
commodity groups under the three scenarios. GES is defined as mentioned above i.e., as the sum of
excess supply derived from the projections (box 3) and total TRQ's. Altemative options for
assessing the CR contribution to EU-16 compliance along the lines of Annex Xtr are left for later
work.

Box 18. Absolute compatibility: ceiling of CR subsidised exports and projected exportable
surplus ln2002

18.0329.057.2011 .40Eggs9

25.2035.7328.4711 40Poultry8

7.4043.5634.7210.10Pigmeat7

14.0459.9250.1249.80Beef6

-r4.36-r.6316.672T.00CheeseFOth.5

30.3636.4958.9066.90SMP4

17.0425.17227842.00Butter-')

45.46101 5016.404.90Sugar2

484.671910.80558,20322.00CerealsI

Sc. 2Sc. ISc. 0Ceilingunits: 1000 t.

(4)(3)(2)(1)

Source: col. l, CR GATT schedule ; col. 2,3,4, own calculations from Annex KII to )OO.
Notes : rouÆ 3, and 5 : the CR schedule includes two lines for dairy product export commitments. One is
milk porvder of all kinds, while the EU has a separate commitment for SMP. The second line covers all
other products including butter, cheese, ice cream. In the schedule, meat and eggs are aggregated. Here,
the export ceiling is divided equally betu,een them.
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2r 
see in particular the notes under table 18
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Box 19.

1.582.550.631.00Eggs9

2.2r3.132.501.00Poultry8

0.734.313.441.00Pigmeat7

0.28t.20l.0l1.00Beef6

-0.68-0.080.791.00Cheese5

0.450.550.881.00SMP4

0.410.600.541.00ButterJ

9.2820.7r3.351.00Sugar2

1.515931.731.00Cereals1

Sc. 2Sc.1Sc. 0Ceilingunit: ratios

Box 20. Absolute compatibility of the CR with export commitments (cereals)

2000

1500

1000 m Ceiling

m$c.o

fr sc. 1

El Sc.2500

0

Ceiling

Source : Box l8

Sc. 0 Sc. I Sc.2

Relative compatibility: ceiling of CR subsidised exports and projected
exportable surplus in 2fJ{J.2

l

l
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Box 21. Absolute compatibility of the CR with export commitments (selected products)

120

100

80

60

40

20

WÀCeiling

NSc.0
trSc.1
ElSc.2

-20

$gar Butter SKMP Cheese+ Beef Pigrneat Poultry Eggs

orh.

Source: Box 18

The general impression is that except for beef and for dairy products (butter, skim milk powder and
cheese), the CR is likely to overshoot her commitments by a signilicant extent in most sectors under
scenarios 0 and 1 and also in some sectors under scenario 2. In scenario 0 (continuation of CR
policies) only grains, sugar and pigmeat seem to raise difÏiculties of signilicant magnitude as far as
quantities are concemed. Poultry is uncertain since meat and eggs commiûnents can be aggregated
while the CR is not a member of the EU. Exports of grains, suga"r and pigmeat are likely to require
subsidies. However, export subsidies will not be necessary for exports to the EU because of the
higher prices in the EU and also because of the preferential treatnent under the Association
Agreements. Since, currently, very few export subsidies are given and most exports are not affected
by the commiûnents, it is presumed that tke WZE scenario 0 is based on CR prices being
maintained higher than world prices. As the analysis shows, this is not a sustainable policy even for
just the pre-accession period.

In scenario I the CR overshoots her commiûnents in all sectors except for dairy. This applies
particularly to cheese and other dairy products for which the CR would be an importer and
therefore alleviate any EU binding constraint in this area. The absolute value of the excess of GES
over commifrnents are significant for grains, grain fed animal products and sugar. The supply of
these products is expected to increase because of efflciency gains (grain fed animal products, sugar)
and/or of price increases resulting from accession under conditions of a maintained CAP (grains,
sugar). As regards milk products the projected output is not up to the pre-1989 level which was 56
per cent above the 1994 level. This is probably too pessimistic if cow herd size is increased . In this
eventuality, the expected credit of subsidised exports brought to the EU-15 by the CR accession
might just evaporate. For assessing the sensitivity of the conclusions it may be appropriate to recall
that the projected consumption of cheese has been supposed to stay far below the EU average (9
k'rlo per caput. versus 15 in the EU). Scenario 1 would then add to the EU-15 problems of
compliance with its own WTO commiûnents in all sectors covered by the study except possibly for
dairy with the qualifications just mentioned. In general, the accession of the CR to the EU without
CAP reform would make it more difficult for the EU to comply with its WTO obligations, unless
the EU has otherwise unused 'allowances' which we shall briefly consider below.
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Scenario 2 (CAP reform continued) reduces the excess of exports over commitments quite

signifioantly. Only sugar potentially poses a problem of compatibility as far exportable surplus
quantties are concemed. Grains and grain fed animal products do not do so because in this
scenario grain and poultry product prices in the EU are not supported any more and remaining
direct payments are decoupled. Sugar would pose a problem as the 20 per cent cut in support
prices is not urough to export without subsidies. By and large, from the CR view point, it appears

that CAP developmurts along the lines of scenario 2 would make the accession of the CR to the EU
much more resilient to pressures coming from the GATT.

(b) Compatibility of the EU-15 and of the EU enlarged to several
CEECs with WTO export commitments.

In this section we attempt to set the results of the previous subsection into a broader perspective by
relating the positive and negative gaps of compatibility arising in the CR to the 'allowances' of the
EU herself in order to identify potential offsetting effects (expected in condition (iii) rather than in
(iv-u)) or cumulative effects which would put a burden on the accession. This is done in a fairly
crude mamer, using first one scenario developed with an augmented version of the MISS model for
EU-15 + five CEECs (C& Hungary, Poland, Romania, Slovakia). Supplementary evidence is also

drawn from other studies.

Projections were made for EU-15 and the 5 CEECs under various assumptions, fairly optirnistic for
food demand developmants in third countries and in the CEECs (aligrunent on EU pattems), fairly
modest on output growth in the CEECS , and continued CAP as it stands with a 15 per cent set

aside. This can be considered as the best case scenario to make easier the compliance of the
enlarged EIJ with WTO obligations. Moreover the EU-15 commitments on both TRQ's and export
ceilings are drawn from the new EU-15 schedule and have therefore been netted out of the bilateral
trade flows in the reference periods. This was not possible for the 5 CEECs for the same reasons as

the ones applying to the CR case (data difficulties encountered). The synthesised results are
presented in box 22 based on Annex XXtr and on box 23 which applies to EU-15 andBU-2}, and,

box 24 which highlights the marginal contribution of the CR to the compliance or the non
compliance for selected sectors.

Box22. EU-20 Compatibility with subsidised export commitments (optimistic scenario
with the MISS Model)

PPE: pig, poultry and eggs
GES: gross exportable surplus
SEC: Subsidised export commitments
Excess Exports: Excess exports over comrnitments

:i

17.775.44202742.8404I146.83459.2828.34287.sPPE

-35.8r0.1-T75,7-255JJJ7879.382r900.3Beef

-736.2-490.5-2435,6-9t7644-273-1518.6t7017.315498.7Milk equiv

40.696.62323104630013461277r273.53675.4Sugar

t62.61588.875507395r72091151552s28025435Cereals

Excess
Exports

Excess
Exports

Excess
Exports

Excess
Exports

SECGESExcess
Exports

SECGES1000 t
CR Sc.2CRSc. lEU-20CEEC-5EU-l5
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Box 23. Excess exports of EU-15 and EU-20 over export commitments (in 1000 tonnes,
2w2)

8000

7000

6000

5000

4000

3000

2000

1000

0

-1000

-2000

-3000

Cereals Sugar Milk Beef PPE

equry

WÀEU-15 ECEEG5 NEU-20

n
WIùt

Box24. Excess exports of EU-IS, CEECs and CR over commitments (in 1000 tonnes,
2002)

8000

7000

6000

5000

4000

3000

2000

1000

0

-1000

-2000

Cereals Sugar Milk
equiv.

Beef PPE

@EU-15 ElCEEc.s DCR-sc. I [nCR-so.2

Under these optimistic assumptons the EU-15 does not fulfil her commiûneuts in 2001 under a
maintained CAP. This is true for all sectors even if the magnitude of the overshoot on quantities is
small in the case of cereals, dairy and beef. The gap is much more significant for sugar which is
bound to creak problems due to price gap between EU and world markets. It is also large for grain
fed animal products but this is a less acute problem as EU prices are fairly close to border prices.
Eggs should be a sensitive issue as TRQ's had to be separated from the meats for which the EU had
already large import quotas before the Uruguay Round. These results are in general consisûent in
direction with those of Slater and Atkinson (1995) and to those obtained for EU-12 by Guyomard
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and IMahé (1993), which emphasised the sensitive group of cheese and "other dairy products" likely
to be very constraining as they should rapidly hit their respective ceilings.

The CEEC-5 do seem to alleviate the constraint on EU exports for dairy products and to a lesser

extent for bee{, but they overshoot their global targû. as a group for cereals, sugar, and pork and
poultry. They are ttrerefore likely as a group to make the compliance of the EU-20 with WTO
obligations more difficult to achieve without further changes in agricultural policies. These results
are also consistent with those of Slater and Atkinson who foresee that the Visegrad-4 will exceed

their export ceilings, save for milk. The milk 'credit' found in our simulations may reflect the slow
progress in yields and cow herds and the rapid alignment on EU pattems of consumption of dairy
products assumed in the projections.

Box 23 also shows that EU-20 exceeds its commitments on exports in this scenario by a significant
amount except for the dairy and beef sectors. The incremental contribution of the CR appears to be
smaller than the CEEC-5 contribution but both work in the same direction (box 24). This suggests
that simultaneous accession of CEEC countries does not bring any benefit in tenns of offsetting
positive and nqative gaps of individual compliance. As these results are based on a set of
assumptions conceming the economic outlook which are fairly optimistic in the sense that they ease

the compliance of the European Union with her commitments on subsidised exports, the pressure to
pursue the CAP refonn arising from is likely to increase.

V. Concluding comments

The assessment of the potential diffculties in the negotiatons for accession of the Czech Republic
to the European Union raises a number of practical and theoretical difficulties as the context of the
accession is not yel clear even if the time horizon becomes less uncertain. Given the limit on time,
the study was focused on the identification of the issues and on providing some preliminary
quantitative assessments

In spite of the many limitations, the major impression arising from the results is that even in the
mosf optimistic scenario, the extension of the current Common Agricultural Policy to the Czech
Republic will aggravate the difficulty of the European Union in complying with its WTO
obligations in almost all sectors. However this contribution is small with regards to the magnitude
of the EU commitments, essentially because of the size of the country. However, the other Central
and East European Countries will tend to contribute to EU problems in a similar direction but with
alarger impact.,

The main choice for the Cznch Republic pre-accession strategy is between adopting a CAP-like
policy which will expand production at some cost) and a more sound strategy for prornoting
efficiency and competitveness. Apart from the cost, the first approach also has the problem of
idurtifyng what the future CAP will be.

The Common Agricultural Policy is bound to be further adjusted if the new World Trade
Organisation Round maintains or further restricts commitments on allowed supporl of pnces,
incomes and exports. Gven the existing agricultural poturtial in the CEEC, the eastem enlargement
will increasethe problem of EU compliance with WTO and make adjustments more likely.

The CR would therefore be better off aiming to develop a farm policy based on market forces while
enhancing resource conservation and farm structure modemisation. The latter objectives already
seem to receive increasing atter,tion and financial resources in the agricultural policy of the Czech
Republic.
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Further work on the joint commitments of the EU, the CR and other CEFTA countries is desirable
to tesl the conclusions of this work. Our intuition is that the main conclusions should not be
contradicted by such a more extensive research. An improvement of projection tools making
transparent the contribution of relative prices, technical changg and macroeconomics factors to
supply and demand developments in the CR and in other CEECs would be appropriate to enable
altemative scenarios to be constructd in a consistent manner.
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Subsidised Export Commodity Group": SUGAR + ISOGLUCOSE

Subsidised Export Commodity Group": BUTTER AND BUTTER OIL

Subsidised Export Commodity Group": SKIMMILK POWDER

Subsidised Export Commodity Group": CIIEESE and other Dairy Products
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Annex I. Assumed agricultural prices in the CR under the tlree scenarios

I 7

16

l5

l4
13

t2

1l

l0
9

8

7

6

5

4

3

2

I

Fruit &
Vegetables

Wine

Eggs'

Poultry meat 5

Pig meata

Beef meat3

Other dairy
products

Cheese (Edam)

SMP

Butter

Milk
Sugar white

Olive oil

Rapeseed

Rice

Coarse grain

Wheat

26 024

32 467

38 693

63 032

42302

67 910

5 030

5 438

2 563

2 637

(a)

cK-/t

CR
pnces

1994

24 837

37 378

4t 523

64 s05

76 890

46 557

74 740

5 482

&)

cn<lt

CR
pnces

1995

730

I 100

7 897

(c)

ECU/t

CR
pnces

I 200

I 470

3 800

955

(d)

ECUIT

EU prices

1996

862

I 284

I 530

2 240

2 594

I 495

2 484

235

r92

110

(e)

Sc. 0

ECUIT

CR prices

1998

29893

44 522

53 060

7'l 683

89 960

5184',1

86 006

8 150

6 659

3 815

(D

Sc. 0

czKlt

CR prices

1998

961

1292

I 540

2 700

3 108

1 909

2 ?45

267

218

t28
G)

Sc. 0

ECU/t

CR prices

2002

34 639

46 571

55 502

97 308

tlz 0t2
68 800

98 930

9 623

7 857

4 613

(g')

Sc. 0

cn<ft

CR prices

2002

1000

| 200

I 470

3 800

2 042

3 260

627

358

173

(h)

Sc. I

ECU/t

EU prices

2002

36 040

43 248

s2 979

t36 952

73 594

rt7 490

22 597

t2 902

6 235

(i)
Sc. 1

cn<lt

CR prices

2002

900

1 080

I 320

2 500

1 600

2 600

500

180

100

c)

Sc. 2

ECU/t

EU prices

2002

32 436

38 923

47 573

90 100

57 664

93 704

18 020

6 487

3 604

Sc. 2

Cn<lt

CRprices

2002

1.160

r.047

t.047

t.2s4

1.246

r.328

1.151

l. 182

1.181

1.210

0)

Sc. 0

in nominal CZ(

Price increase/l998

2002

1.206

0.971

0.998

1.763

t.419

1.366

2.773

1.938

t.634

Sc. 1

2002

1.085

0.874

0.897

1. 160

0.000

1.tt2
1.090

2.2t1

0.9'14

0.945

(n)

Sc. 2

2002

4t



(3) 1993 market price @C 1994, p. 257) only 2636ECUlt; (4) 1993 market price @C 1994, p.260) only 1040 ECU/t; (5) 1993 for EU, market price; source ErJ,1994; CR source Landell

in million units, one egg : 55g (note that implicit weight in OECD 's PSE tables is 66gfor quantities and 569 for prices ).
(a) source: PSE table, OECD, 1995
(b) CR statistics except as indicated
(c):&)Æa; I ECU:34CZK
(d) normal ECU: green ECU * 1.20; include compensatory payments
(e) and (g) source WÆ. projections
(0 {e) * 34 * 1.02 (exchange rate increase W l% per annum)
(h) include the acreage payments; beef: 0.94 intervention price * 1.20 * 1.15 (premium)
(i) <h) * 34 * 1.06 (exchange rate increase W l% per annum);note that premium are included in EU price. e.g. grain pricrli9r53.6; oilseed:l80+ 173

O grain and oilseeds prices = expected vnrld prices; dairy and sugar prices : nominal Sc.l * 0.8; pigmeat, poultry meat and eggs : 1995 prices * 0.910; beef meat : Sc.1 * 0.80 * 0.85
(k): û) * 34 * 1.06 (exchange rate increase W l% per annum);note that premium are decoupled
(l): (g / e) * 1.04
(n): (i) / (D
(n)=(k)/(f)

Itrrtaize

lFeed barley

luatt"rt.v
Coarse grain (a) o) (c) (d)

r28

84

tt6
(e)

4 439

2 9t3
4 023

(D

r40

104

134

(g) (h) (i) (i) (k) (1) (m)
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Annex II. Detailed Supply and demand projections (1994-1995-2002)

Skim milk

Sugar

rape

s

eed barley

Oats

units

Commodities

1607.00

626.00

65.00

2000 00

250.00

1652.00

30.00

632.00

60.00

90.00

840.00

'000 ha

fuea or No.
ofheads

5.13

7.00

2.80

4.92

7.50

4.30

3.50

3.90

5.50

ton./ha or
ton./cow

Yields

t73.9s

t68.76

522.84

258.80

86.20

85.20

77.00

3217.38

455 00

700.00

8123 60

225.00

27t7.60

210.00

351.00

4620.00

00ft

CR Production

5.t3

8.30

2.80

5.10

7.99

4.20

3.30

3.70

6.00

ton./ha or
head

EUyields
in 1993

4.06

4.50

2.80

4"69

ton./ha or
head

CR yields
in 1989

13.40

18.90

42.20

22.20

3.30

4.54

33 80

390 00

kg 1993

EU dom. use.

per cap.

13.80

1 1.50

47.50

6.10

242

s.30

41.50

640.00

kg 1993

CR dom.use
per æp.

13.80

13.00

48.00

17.70 20.00

242

4.54

33.80

592.00

kg 2002

CR dom.use
per cap.

144.90

136 50

504.00

210.00

0.00

25.41

47.67

354.90

640.00

6216.00

000r

CR dom.use

total

Annex II.a Scenario 1

43



Annexe II. Detailed Supply and demand projections (1994-1998-2002)

Eggs

Poultry

Pig

Beef

Cheese

Skim milk

Butter

Milk

Sugar

Crops

Oilseed rape

Cereals

Maizn

Feed barley

Oats

Rye

Wheat

uruts

Commodities

Annexe tr.b Scenario 2 (direc. method)

1204

626

65

2000

250

r652

30

632

60

90

840

'000 ha

fuea orNum
ofheads

4.70

5.90

2.30

4.55

3.80

4.30

3.50

3.90

4.90

ton./ha or
ton./cow

Yields

255

79

74

2942

384

575

7509

114

2718

2t0
351

4t16

000r

-0.10

-0.10

-0. i0
-0.34

-0.20

-0.22

-0.20

-0.20

-0.20

-0.50

-0.42

-0 42

-0.42

-0.42

-0.42

-0.42

%

(pr sc2lscl-1)

Price change

Annexe tr.b Scenario 2 (elasticity method)

r69

764

507

232

8 1

80

72

3019

427

596

7095

r97

2375

184

307

4038

000r

total

Production

-0.10

-0.10

-0.10

-0.23

-0.20

-0.22

-0.20

^0.20

0.00

-0.16

-0.16

%

(pr sc2iscl-1)

Consumer
price change

1 5 1

142

524

229

0

28

52

383

640

66t4

00ft

total

Consumption
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dnnsa lrt. Tentative estimate of the AMS of the cR in 2002 (scenario 0)

Source : based on data from VUZ,E

i

I

Iotal

Pig

Beef

Skim milk

Butter

Sugar

Oilseed rape

Muze

Feed barley

Malt barley

Wheat

Column No.

Units

Commodities

250

840

I

000 ha

Area

626

.)

000

Number

of heads

)
ton./cow

Yields

ton./ha or

497

172

80

76

5r7

675

136

2094

699

4057

4

0001

Production

CR

1540

2470

1909

274s

267

2t8

140

105

t3s

r28

5

ECU/t

Price CR

2002

925

1692

1000

1860

t94

165

95

68

102

91

6

ECU/t

1986-88

world price

6ts

778

909

885

73

53

5t

7

ECU/t

Gap

803790

305655

133505

72720

67260

37793

35775

0

0

0

151083

8

000Ecu

Price support

9

ECUfta (head)

Area/head

payment

0

10

ECU/ha

Set aside

payment

1t7647

l1

or levy

Compens. I total eus
payment

92r437

305655

133505

72720

67260

37793

357'15

0

0

0

15 1083

L2

000Ecu



Total

Other(a)

Sheep

Beefx*

Skim milk

Butter

Milk
Sug31**'x

Crops

Oilseed rape*

cereals

luduze

Feed barley

Oats

Rye

Wheat

Column No.

Units

Commodities

65

2000

250

1652

30

632

60

90

840

I

000 ha

Area

t607

626

2

000

Number

ofheads

5. l3
7.00

2.80

4.92

7.50

4.30

3.50

3.90

5.50

J

ton./ha or

ton./cow

Yields

259

60

70

32tr
455

700

8124

225

27t8
2t0
351

4620

4

000t

Production

CR

3230

2042

3260

627

165

119

119

119

119

119

5

ECU/t

Price EU
2002

1730

685

943

t94

t65

92

67

113

67

87

6

ECUIT

1986-88

norld price

1500

1357

23t7

433

0

27

52

7

52

JJ

7

ECU/t

Gap

t145079

388194

8t420

r62190

t970ts
0

0

6098

140500

1365

t8147

150150

8

'000Ecu

Price support

200

465

252

)<)
)<)
252

252

9

ECU/ha (head)

Area/head
payment

319

0

l0

ECU/ha

Set aside

payment

842t09

327400

0

0

-r7It1
3 1900

I 10438

7182

151301

14364

2t546

207096

11

or levy

Compens.

payment

1987188

709594

8t420

t62190

179898

31900

I 10438

13280

291801

t5729

39693

35t246

72

000Ecu

total AMS

Annex rv. Detailed calculation of the AMS of the cR in 2002 (scenario 1)

Under scenario I projections assume that yields in CRbecome equal to EU or no less than CR levels in 1989
*no price support in the EU ;
*xcattle number: non cowcattle in l989-projected dairy cows jn2002
***B quotalevy of40% onI5Yo ofproduction
Set aside l,, ;re:50Â
(a) note that the EU has introduced an equivalent AIvIS of about 12 milliard ECU for other commoditieb.(see supporting table 9)

,Â

q
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Annex v. Detailed calculation of the AMs of rhe cR in 2002 (scen a''ia z)

set aside:0 % In general supply is adjusted down without precise assumption on supply elasticity* *numbers adjusted down and similar to sc. 0***B quota levy suppressed.
****s611s yields as in sc ;
(a)note that the EU has introduced an equivalent AMS of about 12 milliard ECU for other commodities.(see supporting table 9)

I

{
"tt'{

Total

Other(a)

Sheep

Beefx*

Skim milk

Butter

Milk'r**{<

Sugal**'*

Crops

Oilseed rape

Cereals

Maize

Feed barley

Oats

Rye

Wheat

Column No.

units

Commodities

65

2000

250

1652

30

632

60

90

840

I

000 ha

Area

1402

626

)
000

Number

of heads

5

6

2

4

4

4

4

5

J

ton.lha or

ton./cow

Yields

232

56

66

3019

427

596

7095

197

2375

184

307

4038

4

0001

Production

CR

258

160

260

50

l6

10

10

l0
10

l0
5

ECU/t

Price EU

2002

1730

685

943

194

165

92

67

113

67

87

6

ECU/t

I 986-88

world price

854

915

1657

306

0

8

JJ

-13

33

14

7

ECU/t

Gap

630889

198329

57335

108945

130'170

0

0

t593

77668

-2294

10032

s4511

8

OOOECU

Price support

400

0

0

0

0

0

0

0

0

0

0

0

9

ECUfta (head)

Area/head

payment

0

l0

ECU/ha

Set aside

payment

560800

560800

0

0

0

0

0

0

0

0

0

1 I

or levy

Compens.

payment

1 191689

759t29

5t335

108945

t30770

0

0

1593

77668

-2294

10032

5451 I
t2

000Ecu

AMS
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Annex vr. Detailed calculation of the AMS of the EU in 2002 (scenario l)

Set aside rate'. 50Â
*no price support in the EU

Total

Other

Sheep

Beef

Skim milk
Butter

Milk
Sugar

Crops

Oilseed rape*

Maize
Feed barley
Oats

Rve

Wheat

Foragel-peas

Olive oil
Rice

Durum
Column No.

units

Commodities

Scenario 1 Year:2002

note that the EU has introduced an AMS of about i2 milliard ECU for other commodities.(see supporting table 9)

38,517,26',7

2,420

3,739

3,960
10,172

2,000

1,300

t5,634
4,500

I

000 ha

Area

30,856

20,370

)
000

Number

ofheads

5,130

7

)
8

4

4
4

6

)

in t/ha or

l/cow

Yields

8,480

104,500

16,940

8,600

29,700
43,740
7,000

s,070
85,990

4,412

4

0001

Production

EU

3,230

2,042

3,260

627

165

119

119

119

119

119

5

ECU/t

Price EU
2002

1,730

685

943

t94

165

92

67

113

67

87

6

ECUIT

1986-88

vnrld price

1,500

1,357

2,317

433

0

27

52

7

52

JJ

68

7

ECUh"

Gap

12,720,000

0

0

7,335,020

0

0

804,870

2,261,358
45,500

262,I19
2,794,675

300,016

0

0

0

8

000Ecu

Price support

109

465

252
2s2
252

252

)\)
374

9

ECU/ha (head)

Area/head
payment

319

0

l0

ECU/ha

Set aside

payment

3,363,304
0

0

-637,283

0

1,651,703
948,024

2,435,t77
478,800
31I,220

3,742,790
1,598,850

0

0

0

ll
or levy

Compens.
payment

i6,083,304
0

0

6,697,737

0

7,651,703

r,752,994
4,696,535

524,300
573,339

6,537,455
1,898,866

0

0

0

l2

000Ecu

total AMS
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Annex vrr. Detailed calculation of the AMS of the EU in 2002 (scenario 2)

set aside :0 % Ingeneral supply is adjusted down without precise assumption on supply elasticity

Skim milk

Sugar

oil

Comrnodities

73

11,967

2,353

I
I

000 ha

Area

20,370

000

Number
ofheads

5 130

7

8

4

6

l/cow

Yields
in Vha or

I 00

I

34,941

51,45

8,236

5,965

l}t,t62

'0001

EU
Production

500

165

I
1

I
1

I

ECUtt

Price EU
2002

L,730

685

943

1

165

67

113

67

87

ECUIT

1986-88

unrld

915
1,65

306

0

8

JJ

-13

JJ

1

ECU/t

Gap

7,241

0

183 640

0

0

283,

I
-1

195,05

1 365,68

'OOOECU

Price support

0

0

0

0

0

0

ECUiha (head)

Area,tread

319

ECU/ha

Set aside

0

0

0

0

0

0

or levy

Compens.

15,849,05

note that the EU has introduced an AMS of about 1 ) milliard ECU for other commodities.( see supporting table e)

1,9207

283 022

1,682,690

-I02,944
195,059

1,365

'000Ecu

AMS

Scenario 2 Year:2002

:,:r!
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TotaI

Other

Sheep

Beef

Skimmilk
Butter
Milk
Sugar

Crops

Oilseed rape*

Mnz.e
Feed barley

Oats

Rve

Wheat

Veg.Proteins

Olive oil
Rice

Durum

Column No.

Units

Commodities

Scenario L Year:2002

note that the EU has introduced an equivalent AMS of about 12 milliard ECU for other commodities. (see supporting table 9)

7ll

1,5t7
1,1 l3
3,036

758
1,813

5,840

I
000 ha

fuea

16,501

4

2

000

Number

ofheads

5,130

7

2

8

4

4

4

6

J

in tÆra or

l/cow

Yields

1,700

22,950
4,920

3,494
8,345

13,056

2,652

7,071

32,I22

4

00ft

Production

EU

3.230

2,042

3,260

627

t65
ll9
119

119

119

119

5

ECVIt

Price EU
2002

1,730

685

943

194

165

92

6',7

113

6',1

87

6

ECU/t

1986-88

world price

0

1,500

r,357

2,3r7

433

0

27

52

7

52

JJ

7

ECU/t

Gap

2,550,000

0

0

2,130,360
0

0

226,156

674,980

17,238

365,576

I,043,972

8

'OOOECU

Price support

0

109

465

252

2s2

252

2s2

252

9

ECUfta (head)

Area/head
payment

3t9

0

10

ECU/ha

Set aside

payment

1,798,609

0

0

-185,090
0

670,31I

726,866

181,391

434,044

1,398,180

ll
or levy

Compens.

payment

12,298,96I

4,348.60

I

670,31

492,52

1,401,84

198,62

799,62

2,442,15

t2
'OOOECU

total AMS

Annex Vm. Detailed calculation of the AMS of the CEEC's in 2002 (Scenario l)

*no price support in the EU
Set aside rate:5%o
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Annex D(. Detailed calculation of the AMS of the CEEC's in 2002 (Scenario 2)

setaside:0olo In general supply is adjusted down without precise assumption on supply elasticity

Skim milk

Olive oil

Commodities

7tl
t7,t50
I st7
1 09

891

2,133

6,97r

000 ha

Area

18

01I

4

000

Number

ofheads

4

)
4

4

4

4

5

in t/ha or

l/cow

Yields

5

T,

2t 009

r97

3,490

I

8,31

0001

EU
Production

925

84

1

t6s
I
100

100

100

100

ECUIT

Price EU
2002

1 730

685

943

I

165

11

67

87

ECU/t

1986-88
qnrld

915

J

0

8

JJ

-13

JJ

ECUIT

Gap

7,45I,

404

0

0

40,291

-39 000

031

18

'OOOECU

Price support

0

0

0

0

0

0

0

ECUiha

Area/head

3l

0

ECU/ha

Set aside

0

0

273,543
0

0

0

0

0

0

or

Compens.

4,113,

commodities.(see table 9)
note that the EU has introduced an equivalent AMS of about I2 milliard ECU for other

1,45r

1,15

273

I

-39

272,03

18

'000Ecu

AMS

Scenario 2 Year:2002

t
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207t0t9

2031110

201 1050

4069032

4021019

4050010

170t1290

12050090

10059000

i00i9095

EUtariffline

207r0t9

2031110

2012020

4069023

40210t9

40500 11

170t1290

12050090

10059000

10019099

CRtariffline

Tomatoes

Potatoes

Poultry meat

Pork meat

Beef and veal meat

Cheese

Skim milk powder

Butter

Sugar

Rape seed

Maize

lVheat

Item

12.8

0

ad valorem
component

EUboundtariff

325

536

1768

1 5 I0

11 88

1896

419

0

94

95

ECUIt

specific
component

1080.0

t320.0

1729.8

684.7

943 3

193.8

188.7

91.9

86.5

EU border price

89

11.5

30.1

40.6

115

50

r73.5

201

2t6.2

0

102.3

109 8

EU

Bound tariffs Ad valorem

t2.7

100

43

38.5

34

9

37

68

59.5

60

t7

21.2

CR

40

128

L28

64

I 9

i60

102

96

27

72.8

64

Poland

46.7

44.2

39

37.5

7t.7

52.5

51.2

1 0 I 8

68

0

32

32

Hungary

12.7

100

43

20

34

9

37

68

29.5

60

I7

21,2

Slovakia

Annex X. Comparison of EU and CR bound tariffs for major commodities

Sources GATT Schedules of concemed countries ;

EU conversion into ad valorem based on base period border prices(supporting tables)
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Annex XI. Tariff Quotas for agricultural products of the Czech Republic

10.01001206.00 99

10.01001206.00.91
CEFTA170t.2t70r.2Sunflower seeds

CEFTA20.016200.020.09720.01205.00.90Rape seeds

63.463.4I 108. l3
55.655.61108 12

53.253.21 108.1 I

3216.732t6.7Wheat starch, corn
starch, potato starch

28.028.00806.10.99
28.028.00806.10 9r

CEFTA+EU3929.72357.8Grapes, fresh

50.050.00701.90.90
Huns.:10000150.050.00701.90. t0
EU: 15000tCEFTA+EU33583.325556.1Potatoes

320rCEFTA+EU32.02781.032.01668.60405.00Butter
Hungary: 400tCEFTA+EU10.06670.410.06670.40403. I 0Yoghurt

35035.00402.29

30.030.00402.2t
EU: 1000t30.030.00402.r0
CEFTA+EU1910.01146.0Milk and cream

24.024.00210.90 Ex

30.030.00210.20 Ex

CEFTA410.1410.1Meat offal, salted,
in brine, dried

24.024.00207.41 Ex
24.024.00207.39 Ex
24.024.00207.21 Ex

24.024.00207.10 Ex
CEFTA3471.02085.0Meat of poultry

20020.00204 Ex

5.05.00104. l0

CEFTA370.2370.2Live sheep, meat of
sheep

30.030.00203

25.025.00103.92

CEFTA+EU24720.014832.0Live swine, meat of
swrne

I30030.00202

il30.030.00201

CEFTA30.030.00102.90

7500ttl25.0667s.Obovine animals, meat of
animals

TRQ

I I.t4lu r4tE

lsa
Tariffitem
numbe(s)

of

t

I

t,
53



52.032t1.852.03211.83505.10Dextrines and other
modified starches

CEFTA56.0126203 hl56.0t26203 ht2208.90Undenatured ethyl
alcohol (<80% vol)

70.026505 hl70.015903 hl2207.r0Undenatured ethyl
alcohol (>:80%
vol)

CEFTA2s.091905 hl25.091905 hl2204Wine of grapes

CEFTA11.0450946 ht11.0450946b12202.r0Waters containing
added sweetening
matters

CEFTA1102075 0110t289.32105.trIce cream

10.010.01902.30

12.0t2.01902.20

12.012.01902.r9

t2.012.01902.tl
CEFTA4783.t4783.1Pasta

50.050.0t702.40

500500r702.30

CEFTA1421.9r42r.9Glucose and glucose
syrup

10.010.01517.90

20.020.015 17.10

EUt7t8r.4t7t&t.4Margarine, edible
mixtures of fats or
oils

20.020.015 14.90.10

20.020.015 14.1 0

CEFTA4750.03693.8Rape oil

l9 0l9 0r5t2.19

18.018.0T512,II

CEFTA+EU770s.r770s.1Sunflower oil

Source CR GATT Schedule and Informations from VUÆ,
*) Including trade covered by arrangements in the context of Article )O(IV of GATT
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Amalgamation of subsidised exports commitments in the context of
accession to the EU: the implication of netting-out bilateral trade from
the schedules on the compliance of the enlarged EU with commitments.

When the three Northern countries have acceded to EU, the GATT schedules of concerned parties have
been amalgamated by a procedure of "netting out". This procedure has been applied to both TRe's and to
subsidised expofts comrnitments'. This annex is an analytical interpretation of the netting-out procedure.
Notations are as follou,s :

X* = exports from country I to country k
Mr*: imports of country I fromcountry ft
1 = production ; Q = domestic use ; S = stock increase

Annex XII"

Subscripts are
e
i
r
oô

r-
I

refers to EU-15,
refers to CR (<oincomer >),
refers to "Rest of the World",
refers to EU-16, i.e., EU-IS+CR.

L) Bilateral trade and gross expoÉs of EU-16 to the rest of the world.

For any year (the year superscript I is omitted to alleviate notations), total (gross) exports are

(1) X"= X",* X",=Y"+ M",* M",-Q"-,S,,rortheEUand,
(2) X,= X,"* X,,=Y, + Mr"* Mr,-Q,-^g,,fortheCR.

The excess supply is defined as :

E,=Y,-Q,-5, ' l=e,i

Then (1) and (2) can be rryritten as :

(3) XrtX",=M^*M",+8"
(4) X," + X,, = M," + Mi,. + Ei

The gross exports of EU-16 (to third countries) can be simplified for bilateral trade since :

(5) M"i = Xi, , Mi" = X"i

Gross exports of the enlarged EU-16 to the rest of the world are defined as :

(6) Xr,= Xn,+X,,,
They are therefore given by

Xr,=Mni*M"r*8"-X",
+Mtu+Mr.*E,-X,"

f Qrln_cr] negulation (EC) N' 30g3lg5 and Council Decisions 95l5gt/Ec and 951592/EC published in
0IECL334 30/12/95.
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using (5) this simplifies into :

xr,=8,+8,*M",*M,,
(7) Xr,=E,+Mu,*M,,
where, E, = E" + E,

This shoum that bilateral trade will not affect the condition of compliance but imports of EU-16
from the rest of the world will matter.

2) The condition for compliance of EU-16 with commitments on subsidised exports.

Comrnitrnents are based on exports in a reference period reduced by 2I% in the final year of
implementation. Let r be this final commitment. Before integration of the two parties the commitments are
defined as follour :

(8) x =x.+xeetel
(9) r. = r. +x.ttetr

In the aggregate conunitment for EU-16 bilateral trade is netted out.

Hence,

xg, = x", * xu. = (x" - xur) +(r, - xr)

Compliance of enlarged EU requires the following necessary and sufficient condition

,o1

(10) E, + M,, * M,, 1 x", * x,,

A sufficient (but not necessary) condition is that exportable surplus remains below the commitments in both
parties.

(11.a) E" + M",3 x", = x" - x"i

(11.b) E, + M,,3 x,, = xi + xie

This two conditions are sufficient and not necessary (i.e., too strong) since some offsetting between
overshoot and undershoot can occur in condition (10). In the case of CR accession the netting out of
commitments on subsidised exports may be based on a year bet"ræen now and 2000. Expression (10) and
(11) show that bilateral trade in the reference year will affect the level of global commitments.

3) Implication of the netting out of minimum access.

With the same notations, minimum access conditions require actual imports to be at least equal to the
TRQs (designatedby m).

(12) Mn = M"i * Mn,) me = mei + mer

(13) M,= M,n*M,,> mi mie+mir

Ïre procedure of netting out implies a global minimum access for EU- I 6 of imports from the rest of the
wodd such that :

Xrr 3 *r,

(14) Mg,= M", I M,,) ffi",*ffii,
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In terms of exports commitments for enlarged EU-16, the minimum access condition requires that actual
imports be at last equal to the'lRQs of EU-15 from the rest of the world. Therefore the lèast constraining
subsidised export commitment is :

(15) E, + m", * tTt,, 1 x"r + )cb

A srrfficient but not necessary condition for (15) to be satisfied is that both parties satisry

(16) E" + mu, I x",
(17) E, + m,,1x,,

The condition (15) is the weakest condition for compliance with export subsidies commitments for EU-16
whenever imports of EU-16 from the rest of the world stay (below or) equal to minimum access. If actual
imports are greater, then condition (10) shous that excess supply should be kept lower.

In tlre current study we have analyznd only condition (17) wtrich has further been simplified into
E, + m, ( xr. Using the minimal condition (15) requires detailed information on TRQ's in a period of
reference. A comprehensive publication of these datafor the CR was not available. For the EU a detailed
examination of the Association Agreement betvrcen the EU and the CR is required to complete the study.
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ratl0CR Expo SurpÆU exp com.l5
milliardECUCR Export Subsidies Costs (d)T4

t45l000 tonnesCR total exports (c)13

000 tonnesCR qty gap (11) - (3)L2

485191 I558000 tonnesCR Exportable Surplus11

70958t24800572r0000 tonnesCR Supplyl0
000 tonnesCR Stocks increase9

000 tonnesCR Minim access (5%Cons)8

naîana000 tonnesCR Tariffquota non EU-157

tr3981000 tonnesCR Imports (b)6

66t462t67450000 tonnes 6793CR Dornestic Consumption5

mill. ECUCR Com. expenditures4

000 tonnesCR Net Com.quantiWJ

mill. ECUEU-l 5 Com. expenditures2

000 tonnesEU-15 Net Com., quantiwI
Sc. 2Sc. 1Sc. 0

base periodunits 20021996t9951994

Annex XIIL Subsidised Export Commodity Group": CEREALS and products

Comments excl. rice, incl. starch, malt)

a) Commodity group as defined in the EU Schedule Part IV, section II, pages 16957 to 16965. Note that the group hopseeds in
the CR schedule includes coarse grains (also appearing under grains) ; sources (b) : OECD ; (c) : PAU.(OECD has a different
number may be because of different asgregation).

))J000 tonnesCR Tot. TariffQuota (3)7

747474000 tonnesCR Tariffquota import from EU6

000 tonnesEU Tariff quota import from CR5

284000 tonnesExports of CR to EU-154

322322322000 tonnesCR CeilingTotal Comm., qWJ

000 tonnesImports from EU-15 into CR (2)2

25 28t2s 28t25 28r000 tonnesEU-15 Ceiling Tot. Comm., qtyI
Sc. 2Sc. 1Sc. 0

2002t9961995r994base periodunitsAnnex Table

(l)Source : Ministry ; there seems to be a TRQ of 6930GF5000 tonnes of rnaizn from EU to CR although it is not reported in the
CR WTO schedule ;
(2) source : extracted from trade data (PAID
(3)does not include pasta of which CR has 4783 tonnes wliile EU does not seem to have any except for stuffed with pigmeat.
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Annex Xrv. subsidised Export commodity Group': SUGAR + rsoGLUCosE

a) Commodity group :rs defined in the EU Schedule Part IV, section II, pages 16957 to 16965 ; (b) OECD data base ; (c)
source PAU extraction from trade database ; oECD reports 13067 tonnes in 1995.

(i) source : extracted from trade data ("ALD

ratioCR Export SurplusÆU export conl.15

ECU
CR Export Subsidies Costst4

34.0000 tonnesCR total exports(c)13

000 toruresCR qty gap (11) - (3)t2
45102I6000 tonnesCR Exportable Surplus11

427455365000 tonnesCR Supply10

000 tonnesCR Stocks increase9

000 tomesCR Minimum access8
nanana000 tonnesCR Tariffquota non EU-157

28.494.7000 tonnesCR total hnports (b)6
383355350000 tonnesCR Domestic Consumption5

mill. ECUCR Cornmitrnents, expenditures4
000 tonnesCR Net Commitments, quantityJ

mill. ECUEU-15 Commit., expenditures2

000 tonnesEU-15 Net Commit., quantityI
Sc. 2Sc. 1 (e)Sc. 0

2002t9961995r994base periodunits

t.4r.41,4000 tonnesCR Tot. TariffQuota (schedul.)7
0.00.00.0000 tonnesCRTariffquota import from EU6

000 tonnesEUTariffquota import from CR5

000 tonnesExports of CR to EU-154
4.94.94.9000 tonnesCR Ceiling Total Comm., qty1

l88000 tonnesImports from EU-15 into CR (1)2
1 273t273r273000 tonnesEU-15 CeilingTol Comm., qtyI
Sc. 2Sc. ISc. 0

2002t9961995t994base periodurutsAnnex Table
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Annex XV. Subsidised Export Commodity Group": BUTTER AI\D BUTTER OIL

a) Conunodiry group as defined in the EU Schedule Part IV, section II, pages 16957 to 16965; (b) Source OECD Data Base.
Moreover the supply utilisation balance for butter in 1994 seems strange in view of domestic surplus. Also OECD (1995,
p. 13 1) reports subsidised exports of I 8000 tonnes in 1994.

(1) source : extractedfrom trade data(PAL)

ratioCR Export SurplusÆU export com.l5

milliard
ECU

CR Export Subsidies Costst4
8.700.19000 tonnesCR total exports (b)l3

000 tonnesCR qty eap (11) - (3)12

t7.0425.t\22.78000 tonnesCR Exportable Surplus1l
65.7570.0070.0075.00000 tonnesCR Supply10

000 tonnesCR Stocks increase9

000 tonnesCR Minirnum access8

nanana000 tonnesCR Tariffquotâ non EU-157

25.401 9.80000 tonnesCR total Imports &)6

51.4847.6750.0055.00000 tonnesCR Domestic Consumption5

mill. ECUCR Comrnitments, expenditures4

000 tonnesCR Net Commitments, quantityJ

mill. ECUEU-15 Comrnit., expenditures2

000 tonnesEU-15 Net Commit., quantiWI
Sc. 2Sc. ISc. 0

2002r996r995t994base periodunits

2.782.782.78000 tonnesCRTot. TariffQuota1
000 tonnesCR Tariffquota import from EU6

000 tonnesEUTariffquota import from CR5

17.3710.70000 tonnesExports of CR to EU-154

42.0042.0042.00000 tonnesCR Ceiling Total Comm., qtyJ

0. l50.03000 tonnesImports from EU-15 into CR (1)2

399.00399.00399.00000 tonnesEU-15 Ceiling Tot. Comm., qty1

Sc. 2Sc. 1Sc. 0

2002t9961995r994base periodurutsAnnex Table
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Annex XVr. Subsidised Export commodity Group': sKrM MrLK po\ryDER

a) Conunodity group as defined in the EU Schedule Part IV, section II, pages L6957 to L6965 ; (b) Source PAU extraction from
trade data.

(l) source : extracted from trade data @AtI) ;

L - 
(2) Source : CR schedule note that contrary to EU this includes also fat milk powder

I

L, -.

I
i

1.,

ratioCR Export SurpluslEU export
conun.

l5

milliard
ECU

CR Export Subsidies Costst4
53.10000 tonnesCR total expofts (b)t3

000 tonnesCR qty gap (11) - (3)t2
30.3636.4958.90000 tonnesCR Exportable Surplus1l
56,1060.0084.00000 tonnesCR Supplyl0

000 tonnesCR Stocks increase9

000 tonnesCR Minimum access8

000 tonnesCR Tariffquota non EU-157

nanana000 tonnesCR Iurports6
27.6525.4127.00000 tonnesCR Domestic Consumption5

mill. ECUCR Commitrnents, expenditures4

000 tonnesCR Net Commitments, quantity3

rnill. ECUEU-15 Commitments, expenditures1

000 tonnesEU-15 Net Commitments, quantity1

Sc. 2Sc. I0

2002t996t9951994base perioduruts

1.901.901.90000 tonnesCRTot. TaritrQuota(2)7

000 tonnesCR Tariffquota import from EU6

000 tonnesEUTariffquota import from CR5

000 tonnesExports of CR to EU-154
66.9066.9066.90000 tonnesCR Ceiling Total Comm., qtyJ

0.020.01000 tonnesImports from EU-15 into CR (1)2

000 tonnesEU-15 Ceiling Tot. Comm., qtyI
Sc. 2Sc. 1Sc. 0

2002r9961995t994base periodunitsAnnex Table
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Annex XVIL Subsidised Export Commodity Group': CHT'.ESE and other Dairy Products

a) Conunodity group âs defined in the EU Schedule Part IV, section II, pages 16957 to 16965 ; (b) Source OECD Data Base

(l) source : extracted from trade data @AD
(2) Tariffline Yoghurt

ratioCR Export SurplusÆU export cornrn.l5

milliard
ECU

CR Export Subsidies Costst4
t2.878.70000 tonnesCR total exports@)13

000 tonnesCR qty gap (11) - (3)I2
-r4.36-1 6316.67000 tonnesCR Exportable Surplus11

81.0386.2085.0068.00000 tonnesCR Supplyl0
000 tonnesCR Stocks increase9

000 tonnesCR Minimum access8

6.676.676.67000 tonnesCR Tariffquota non EU-157

11.6016.20000 tonnesCR total lmports (b)6

t02.0694.5075.0063.00000 tonnesCR Domestic Consumption5

mill. ECUCR Cornrnitments, expenditures4

000 tonnesCR Net Commitments, quantiW3

mill. ECUEU- I 5 Commitments, expenditures2

000 tonnesEU-15 Net Commitments, quantityI
Sc. 2 (e)Sc. ISc. 0

2002t996t99sr994base periodunits

6.676.676.67000 tonnesCRTot. TariffQuota(2)7

000 tonnesCR Tariffquota import from EU6

000 tonnesEU Tariff quota import from CR5

0.695.00000 tonnesExports of cR to EU-15 (1)4
2t.002r.0021.00000 tonnesCR Ceiling Total Comm., qtyJ

9505.90000 tonnesImports from EU-15 into CR (1)2

32t.0032r.0032r.00000 tonnesEU-15 Ceiling Tot. Comm., qtyI
Sc. 2Sc. 1Sc. 0

2002199619951994base periodunitsAnnex Table
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Annex XVItr.Subsidised Export Commodity Group*: BEEF and VEAL

a) Commodity group :ts defined in the EU Schedule Part IV section II, pages 16957 to 16965 ; 1b) Source OECD Data Base

I

i.

t

ratioCR Export SurplusÆU export
conun.

l5

milliard
ECU

CR Export Subsidies CostsI4
t1.723.00000 tonnesCR total exportst3

000 tonnesCR qty gap (11) - (3)12

14.0459.9250.12000 tonnesCR Exportable Surplus11
232.24258.802r5.00184.00000 tonnesCR Supply10

000 tonnesCR Stocks increase9
12.7012.70t2.70000 tonnesCR Minimum access8

nanana000 tonnesCR Tariffquota non EU-157

t.691.13000 tonnesCR total Imports (b)6
229.32210.00176.00165.00000 tonnesCR Dornestic Consumption5

mill. ECUCR Cornmitments, expenditures4
000 tonnesCR Net Commitments, quantityt

mill. ECUEU-15 Commitments, expenditures2
000 tonnesEU-15 Net Commitments, quantityI

Sc. 2Sc. ISc. 0

20021996t9951994base periodunits

ll.t2TI.I2rt.t2000 tonnesCR Tot. Tariff Quota (schedul.)7

000 tonnesCR Tariffquota import from EU6

000 tonnesEU Tariffquota import from CR5

nana000 tonnesExports of CRtoEU-154
49.8049.8049.80000 tonnesCR Ceiling Tota1 Comm., qty3

nana000 tonnesImports from EU-15 into CR2
821.70827.7082r.70000 tonnesEU-15 Ceiling Tot. Comm., qtyI

Sc. 2Sc. 1Sc. 0

200219961995r994base periodunitsAnnex Table

L
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Annex XD(. Subsidised Export Commodity Group': PORI(

a) Commodity group :rs defined in the EU Schedule Part IV, section II, pages 16957 to 16965 ; @) Source OECD Data Base

ratioCR Export SurplusÆU export
colnln.

15

milliard
ECU

CR Export Subsidies Costsl4
6.57tI.70000 tonnesCR total exports@)13

000 tonnesCR qty gap (11) - (3)t2
7.4043.5634.72000 tonnesCR Exportable Surplusll

506 84522.84535.00465.00000 tonnesCR Supply10

000 tonnesCR Stocks increase9

000 tonnesCR Minimum access8

18,5?18,5?18,5?000 tonnesCR Tariffquota non EU-157

0.104.65000 tonnesCR total Imports @)6
524.16504.00525.00480.00000 tonnesCR Dornestic Consumption5

mill. ECUCR Commitments, expenditures4
000 tonnesCR Net Commitments, quantity3

mill. ECUEU-15 Commitments, expenditures)
000 tonnesEU-15 Net Commitments, quantityI

Sc. 2Sc. 1Sc. 0

2002t996r9951994base periodumts

24.7224.7224.72000 tonnesCR Tot. TariffQuota (schedul.)7

000 tonnesCRTariffquota import from EU6

000 tonnesEU Tariffquota import from CR5

000 tonnesExports of CR to EU-154
10.0010.0010.00000 tonnesCR Ceiling Total Comm., qtyJ

000 tonnesImports from EU-15 into CRJ
443 50443.50443.50000 tonnesEU-15 Ceiling Tot. Comm., qty1

Sc. 2Sc. 1Sc. 0

2002r99619951994base periodurutsAnnex Table
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Annex XX. Subsidised Export Commodity Group' : pOULTRy

a) Conintodity group as defined in the EU Schedule Part IV, section iI, pages L6957 to 16965 ; (b) Source OECD Dara Base

* CR commitments are for meat and eggs

t

ratioCR Export SurplusÆU export
colnln.

l5
ECU

CR Export Subsidies Costst4
8.594.82000 tonnesCR total exports(b)l3

000 tonnesCR qty gap (11) - (3)t2
25.2035.7328.47000 tonnesCR Exportable Surplusll

163.69168.76175.00124.00000 tonnesCR Supply10

000 tonnesCR Stocks increase9

000 tonnesCR Minimurn access8

000 tonnesCR Tariffquota non EU-157

s ,54.97000 tonnesCR total hnports (b)6
14r.96136,50150.00t21.00000 tonnesCR Domestic Consumption5

mill. ECUCR Commitments, expenditures4
000 tonnesCR Net Commitments, quantlty-t

mill. ECUEU-15 Commitments, expenditures2

000 tonnesEU-15 Net Commitments, quantityI
Sc. 2Sc. I0

2002r99619951994base perioduruts

3.473.473.47000 tonnesCR Tot. Tariff Quota (schedul.)7

000 tonnesCR Tariffquota import from EU6

000 tonnesEUTariffquota import from CR5

000 tonnesExports of CR to EU-154
lt 4011.40lt.40000 tonnesCR Ceiling Total Comm., qty3

000 tonnesImports from EU-15 into CR2

000 tonnesEU-15 Ceiling Tot. Comm., qtyI
Sc. 2Sc. 1Sc. 0

20021996t995r994base periodurutsAnnex Table
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Annex XXL Subsidised Export Commodity Group": EGGS

a) Comrnodity group:rs defined in the EU Schedule Part IV, section II, pages 16957 to 16965

(a) commitments are for meat and eggs

ratioCR Export SurplusÆU export
cornmitments

15

milliard
ECU

CR Export Subsidies Costst4
0.601.29000'tonnesCR total exports13

000'tonnesCR qty eap (11) - (3)t2
1 8.0329.057.20000'tonnesCR Exportable Surplusll

t68.73173.95170.50149.80000'tonnesCR Supplyl0
000'tonnesCR Stocks increase9

000'tonnesCR Minimum access8

000'tonnesCR Tariffquota non EU-157

3.754.80000'tonnesCR total Imports6

150.70144 90I 63.30t45.90000'tonnesCR Domestic Consumption5

mill. ECUCR Commitments, expenditures4

000'tonnesCR Net Commitments, quantityJ

mill. ECUEU-15 Commitments, expenditures2

000'tonnesEU-15 Net Commitments, quantiW1

Sc. 2Sc. ISc. 0

2002199619951994base periodumts

0.000.000.00000 tonnesCR Tot. Tariff Quota (schedul.)7

000 tonnesCR Tariffquota import from EU6

000 tonnesEU Tariff quota import from CR5

000 tonnesExports of CR to EU-154
11.4011.4011.40000 tonnesCR CeilingTotal Comm., qtyJ

000 tonnesImports from EU-15 into CR (2)2

000 tonnes1 EU-15 Ceiling Tot. Comm., qty
Sc. 2Sc. ISc. 0

2002t996r9951994base periodurutsAnnex Table
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Annex XXII.

Projected exportable surpluses QOO?)z EU and CEEC-S

PPE : Pork, poultry and Eggs
GES : gross exportable surplus
(a) C& Poland, HungaryRomania, Slovakia
Sugar excludes C-quota and ACP reexports

Projected exportable surpluses of the CR in relation to
subsidised export commitments

l.

t

85.248.2958.00.0Orh.Dairy Pr

1368,832t.018.0Cheese

118.9r89.7272.569.0SMP

15.620.8399.376.7Butter

22.798.8t57.5Eggs

39.5286.029.0Poultry

210.0r24.6443.571.0Pig

404 01146 8186.8960.0828.34287.5257.54030.0PPE

333 078.068.010.0821.0900.3220.3680.0Beef

644.0-273.0827.0-1100.017017.315498.71718.713780.0Milk equiv

300.01346.096.01250 01273.53675.485.43590.0Sugar

1720.09115.01315.07800.025280.025435.02775.022660.0Cereals

8765432I1000 t.

Sub.Exp.ComGESTRQNet export
projection

Sub.Exp.ComGESTRQNel export
projection

CEEC-S (a) (not nelted out)EU-15 New schedule

000.00.0Oth. Dairy Prod.

-t4.4-1.62r.0Cheese

30.436.s66.9SMP

77.025,742.0Butter

18.029.0rt.4Eggs

25.235.7tl.4Poultry

7.4436l0.lPig

50.6108.332.9PPE

14.059.949.8Beef

27t.8517.51008.0Milk equiv

455101.54.9Sugar

484.6i910.8322.0Cereals

J21

GES Sc2GES SclSub. Exp.Com.
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