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development over several

Changing the EU and Chalienging the CAP
by Heather Field
Abstract

- The Commaon Agricultural Policy (CAP) contimes 10 be the single most important polic
«;f the European Union (EU), and a source ;/ wmrm su;lmn /or agricultural prodvcers.
he reasons for this lie in the history of the EU and the political economy of the CAP, with
?grifullurai interests being able to influsnce the positions of key member states at the national
level. :
This paper examines how the political basis of the CAP and the bargains on which it wag
constructed have changed over the years, The expansion of the EU has changed the CAP from
a transfer system between France and Germany 1 a system of support for new members in
southern Europe.  German wnification reduced Germany's ability to provide open-emded
support for the CAP, while the Maastricht Treaty met the meeds of the Frenck Socialist
,ﬁ;’cjmmmfw El/ policies and transfers outside the agricultural sectcy. The Exropean public
has been keen 10 see the development of a CAP which is less damaging 10 the environment.
These and other pressures allowed CAP reforms 1o be be agreed wpon in 1992, followed later
by the ‘Blair House' agreement at the close of the Uruguay Round. Changes to the green
currency system have aliowed greater renationalisation of support, as did the enlargement
arrangements for Findand, Austria and Sweden,
However, the question for the future is whether the CAP. or any part of it, will be
extended 10 the prospective new members in Central and Eastern Europe. This issue also
needs to be seen against a background of the nartial collapse of agriculture in parts of eastern

Europe and the former USSR.

The Commeon Agricultural Policy (CAP) and ite impact

The Common Agricultural Policy (CAP) is the single most important common policy of
the European Union (EUJ). It has had a major influencs on the economies and environment of
the EU’s member states, as well as on the economies of agricultural exporting countries such as

~Australia. The CAP has retained its pre-eminence in spite of an increase over the years in the

membership of the EU, from the six original members of the Eurcpean Economic Community
(EEC) in 1958! to the present fificen members of the EU?, and the substantial widening of the

EU’s common policy spectrum by the Maastricht Treaty on European Union.

~ The CAP continues 10 absorb over 45 per cent of expenditure from the common EU
budget. This is a considerzbly smaller propoition than the three-quarvers which it sbsorbed in
the late 1970s, but not a reduction in real terms. However, as is demonstrated here, the CAP is
not ‘path dependent’, in m‘dﬁ the stranglehold it has had on the EU’s finances and policy

_ Asthe EU changes in terms of its membershxﬁ and the treaties on winch it is founded, the
CAP is necessarily affected, Changes in the political situation at the national level in key
member states such as France and Germany can also have an impact on the CAP. This pAE«
examines the nature axd impact of a number of major recent and prospective changes to % U
and its member states and 10 the CAP. These inchuide the progressive expan ‘

on of the EU, e

2 The founding six, plus Denmark, Irciand and the UK (admitied 1973), Groace (1981), Spain and Portegal
(1986), and Ausris Finla and Swede (1995, In 1990 he ormer Germas Democraic Repubic was
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unification of - Gemuny, presmres foi 2 more emrommnl CAP and for reductaom in fraud,
the 1992 CAP reforms and the Uruguay Round agreement, the prospective ‘widening’ of the
Ek{ l[“:(*o ‘c%n‘t;ald Eurape, and the pressures for further ‘deepaung of the treaty str:cture on
WwhiCh it 18

Thc political bargains behind the CAP and the Eu

Agricultural interests were successtul in imposing the Common Agnmlmral Policy (CAP)
as part of the Treaty of Rome in 1957 and in sustaining it as the major common E EC, 'I?
Commumty (EC) and now EU pohcy for aver three decades. The CAP was & major part of the
Franco-German ‘initial compromise” (Ahrens 1986). This aliowed the EEC 1o be fmmded, on
the basis that German industry was 10 benefit from access to French and other EC markets,
while French agriculture was to benefit from being a supplier of food to Germany (Michelmann
and Storey 1990). Germany's support for the EEC derived from what Plaschke {1994, ? 132
describes as “the mental and cultural need to give Germany a kind of Eurc
{1954, p. 54) describes Gaullist France as hmng “forced’ the CAP out of the other EEC
member countries

Once it was in operation, the impact of the. CAP increased with esch enmgemem of the
EC and later EU, until the most recent erlargement in 1995 In 1973 two countries which w
substantial ﬂgnculturd producers and exporters, Ireland and Denmiark, were | wﬁh
the UK. The addition of Greece in 1981 and Spain and Portugal in l986 greatly extmded the

area covered by price supports for Mediterranean producis such as wine and ofive oil, and alsc
made the production of rice, tobacco, cotton and cane sugxt 2 si ;,a_ac:'luwc.u

~ support system While the 1995 enlargement to include Austria, Fir and Swi
the arex covered by tbc CAP, the CAP is not expected to stimulate pmducmn there @
‘This is because of the high level ot” !tunl support A! in Austria and Finland
- and because the high level of Swedn es and social ts makes CAP prices md mnms
lcss atiractive than they are in southern Eumpe

TheC&Pbeganuxbngunbetwem keymembersmes,,md has continued in *)cinhe

same vein. The participants in this barga ﬂs system are countries, and to a lesser extent the
mmmumxmmm At the sups levehhmxsnommm
oducers, consumers and taxpayers as such, and the EU's ‘| ce: function’  the

welghn achieved by different countries. The most important bodies have
emungf’ : ';‘CounculmdtheCouncﬂofmeEuropunUmormome
The first body consists of the EU’s leaders when they take part in summit meetings, and it had
mfomﬂmogxunmﬁvor&c‘hwpmnome\&mnchﬂmzy 'ﬂnmondmnoﬂh
relevant ministers of the member states, with the Council of Forsign Ministers having primacy.
but with the Council of Agriculture Ministers being very active because of the importan of the
CAP as the main common policy. Hence both bodies are ‘interg , it
represent the member statcs. TﬁeConummonutbcmmmEUhumm
m«,'butnhupowmwhchmhdnhmokmio opose: legi  However
endence is circu by the req mposedby ¢ Sin ;
which came into force in 1987, ;Mncmemthtmhmw  (EP)
: whchwouldmdfhkuoluwnmlu‘mwmmum ‘tthommmnlwh
requested by the Counil to put forward specific prope ;;\‘-ﬂuuﬁkdytommp«dsn
.heCouncdwhchhwcmbopeofbmsPM

,. Hmb:uﬂnmm“ oviding w,for griculcursl




* Table I ‘The progertion of the EC/EU budget taken up by the CAP

h" ) 1 ' ’ = ' ) r“ S wv' gy
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dwe  EAGGFas%stal

1978 647 398 815
1976 i A S8y 721
1977 834 683 713
1978 1w 267 , 41
im 1436 : ‘s;flm _ ; @ia
980 1631 1132 694
wg; 1788 i ; " ge; 1
198 W72 4 559
1983 2482 im& 648
1984 2728 181 ' 60
1985 w08 19T - 703
1986 ISR oan _ 629
1987 R 2298 640
1988 97 17 50 693
198 N 26,80 624
192 6659 183 10
1993 669 I H o8B0
1994+ e (R 358 493
1995 WET IT00ee a0
1996+ Y 4100 460
1997% 8750 3960 453

*Estimate
!Aﬁmmmmnwmmdct«mwow&’mm mmmnm«‘mmmmmm
**The notional “ceiling” on CAP expenditure in 1995 was. ttcmmmm
Notes. 1 mlliard « | thousand million: ;
EAGGF s the European Chiarantce and Guadance Fusd, responsible for CAP cxpendinar
Smxm The European (1999}, Comnussion of the Ewropean Comminitics cmmmmm uwm

'Et.i’sxmbetncdumtunlm@f' v:ahesmn funding’ tmsfmfor;i, orer member state

were agreed (o, and with Germany seeking mﬁmthecmmamthﬂmg pressed industria

amcoc?dflgemduded; Stmct:‘dr f‘ angements wore 3 éu ’V'A
given ‘o farmyzs in Ausiria ' the impact Tower pma

~new ‘objective v’ m:mrm&&rtm;mwm:mhp«ms lbmuot

support within designated aress.

. | Thep«mt;ga&r:]lnﬂﬁhdgu:':m“ukmupbymc&um
importance cultural support in the decision making sysem, and chinges
ﬂnwuanTable‘Piwhk it reached over th Y

3‘




The EU and CAP prefmeﬁxm and the weightings of‘dxﬂ'um ountr mhmt
have varied over time. lnmeuﬂyymcftthECMECnaﬁm:rmm
CAPmd!heEtMudg« mainly from Gen ;rwmmmmm dnts

""tom;ECth?stMUKpude«m a substantial net contributor, which it
m:mmw@nadhmmtwwﬁmmwumww-w lt;

contributions w hmbmcvmmmfﬁmmfm‘the?ﬁ
n;gotmd by Margaret b fimi - contrl s g 2 wlme
1992) m&m:mmmmwmxwmwwﬂm» . even

k was for many years the wealthiest EU member state, on a per head basis.

’I‘Mcxpmm of the EC in the 1980s rmhedm!’nmcbegmu t coributor, and
the new member states of Greece, Spairi and Portugal net recipients. In 993»:( £U budgetary
transfers to Ireland, Portugal and Greece accounted for around 6, hnd?perm
of the GDP of those countnes (Wenneﬂund 1995) They are expected to cost Germs
USS17 7 billion in 1997 {Schuelenbery 1993

~ The impor mmsaamwhtaﬁmrmhsdgﬁatymummumwm
ge of view in the Netherjara: 'mexxthugomfxmu‘bemgtm(’ﬂmmfw
enefici \wmsgneomsremmiymruhh,wwgmﬁmmwm *loser” 10 the extent of
over a bi Us, and one of the biggest net contributors on a per head basis There ls b
;amﬁﬁmefmms:mngw oﬁheE!ﬁ'spoimm:mhm:mmd” roach
Economist 1996) In 1995 the Dutch pariiament was unable to adopt the EU’s Own Resources
Decision, alresdy two years overdue, because of opposition 1o the increase in the Dutch
contribution (Kerremans 1996, p 15).

Not all the bargaini j,wuchiﬂaphmmmmmmuxhw upranational level
is concerned with net budget u;mstcomes It may involve arrangements with respect to the
ty ohcy(CFSP)mﬂnCmn Interior Policy, the two decision

(‘ommonf‘omgw\dSeam
meking areis known as the td pillars. of N
formal - s for tbem, but of‘an intergo

" p M f

control ofthc: EU's common political institutions, It can ﬁsa mvolvcmddy disparate and
y unconnected issues > While Germany has been the main source of finance for the EU

md theC.&P the benefits of this have been obtained thougbtmmuketfor

mdthwughﬁuanumaqnofumﬁmm with this a pred %

Gummymt%mﬁu :
, ndtg mfersfhtwghthe“‘,&}‘hweMmmwvofwg”k
countries for further inte ,.md arties. The support
o cmmmmcﬁtslrdmdw‘ '
purchased by the net financial transfers 'whmh they enjoy
; 56} observed, it is natioral politicians and ;umes

nmthemm m’JMMMMWWMMNM
 appowniment of Sead of the EU’s Ewopess Mosetary Institute (EMT) t0 tht of hent! of the Exsopean Contral
~M»ﬁuuaaummwsmcmummwmmwt;
mmummwwmmwnummmmmrmy
These policies have created difficalties for the operation. of the ‘Schengen Agrosmont’ wnder which internal EU
mmmmwmmwhmmmnwd&mmm
have bren uahappy 10 so¢ a Dutch. rather thom French or Germer:, candidate sppeinted.

4 For example, Collins and Lowloudis {1995, p. mz)uuhﬁumwumpuum-i
the exception of thi Communist Parzy, a5 having *cheaged dramatically ia ivour of the Cos y ovar the lnst
docade”. mumumwuuumuummmumm
the EU budget, maisly because of the CAP, ,



cagmremyufnsmlmr*bmeﬁts It ssm&MEl’s*ﬂlogm ofitical ber ‘
transfers, but the national parties in government sined the transfers, Th
transfers and price support effected through the CAP have heiped © kaep the mincrity Fre
Demactatic Party (FDP) and Christian Social Union (C U)wmam overnment
as the juntor mnarsmtcmmmngavmdormnnedbg ity Cheistian D ;
Union (CDU) In France the expectation of strong support for the CAP was been a signi ‘j
factor in the success of Jacques Chirac's 19755 presidential bid. and in th: dectmmm
Rassemblement Pour La Republique (RPR) - Umon Pour la Démocratie Francae mDF
coalition in the 1993 general election ~

Political change and the CAP

Political and other major changes &t the EU or supranational ievel and that of th
individual member states can change national and EU situations with respect
the need for change in the CAP  Table 2 maps some of the key political
member sme fevel

The supranational or EU level

| There ast: two major processes of f !mcﬂ change at the FU or supr

‘widening’ and "despening’  *Widening' 1mpl:¢$ enlargement, through the nddﬂm of ney
member states, or %:i¢ extension of existing mh«m«umdwmofﬁummﬁmm
The successive cnlargements of the EU have been a mljor source of change, involving th
rogressive expansion of the CAP in terms af cograph wmtd, of product
assisted, and cost ‘rhc ‘Commission and the EP hA iu mppod “widening
could be increased. *xsprueml ficcdwn the mspmo ami,gor \rm !
m!udemof“t!wpm Mcmm in central and castern Europe, the poasibh
impact of which is discussed bmﬁy later in this paper

The process of ‘deepening” in EU law and ixmsm‘mmtheprmamhmm
ltcyuu?mvmdbyxh& n%mmnmnrfgromhtm by ‘
transfer of powers from the member states to the m’scmmm

the EP. It hes included the Maastricht Treat reaty on European Union, ‘t'hme&udthtpolmu
_ importance of the CAP in the EU, since it widened the policy areas over which bargas

plice and net budgetary transfers are achieved, and increased thepowmnf‘theﬁ?. ,

T B e e, i
L) or 5 as 1 treatment In. pooter mem
states, Theyuiowgmsmmmcpmmtmudw* 4 nmmm-u
and groups, and are hence more  attractive to the national governs and ruling parties o
poorer - states than CAP subsidics. P«hmmemmly ﬂnﬁwsmmﬁe
areas now include some areas of industry policy, an transport and energy links scheo
known as “‘Trans-European Networks (TENs),

ms:toryfonhe French Socialist government
support for French industry, inchudi
munponuuofthec’n

: Pmem md demnon




Table2 Tm..awummmmwm

| m_z

1966 Lumuhourgcrouwmm easures vew
available on agrcultural 1soes,

1973 EW: o EC 10 mnclude UK, liehlid;

1980 In the 1980 Franc: becomes a :-mmr net

contributor to EX hudigét. Socialiss Pre

from 1981, Socaiiit government motwf‘ 19805

1981 Greect somns EC establishment of IMPS*

1982 In Germany EDP leaves SPDFDP coulition.
forms coahtionwith COU/CSU

1983 Agreement on the mtroduction of dairy qutay

1988 A;mwlmm increased its EC tadget shiee 19

lmm’?ﬁ% level henceforth decreases.

1986 AwmnﬂmofSwmﬁ?myii cxpansions

of IMPs, and structural expendinire
Ukmhﬂmmhc:amnm

c:m: ontnghl mapority in German elections,
£su bwonm less influential, in absoluie tenmis

and relative tc FDP

1991 Maasiricht agreement: expansion of policy mix
1o include industry, infrastructuse, and ‘cobesion”

policies,

1992 CA?rd‘«mwumumpnmmMim

support, and enviroamental measurcs.
Blris HmAgmmm

1993 UDF/RPR coalition wins general eloction and

Formmummfm
astricht Treaty ratified.

199 Jaoques Chiruc, leader of the RPR, becomes

president of France,
Sweden, rwmmmw

1996~ CAP falls 10 46% or less of budgel.
97

tmwwmmwmmm
states in the HEC preference function,
MM»&MM

lmwmdimm

French interest iis the development of policies |
outsade agriculture, from which l’-‘m and French
povernment would bemefit. - -

Moee: government support for cereal peaducers
due 1o CSU now being irs siver..ing; coalition,

Partly reflects imcteasid niluence of small, pant-
nmﬁmumd to larger ones.

i WMW&MW
memwdptmw ,

Gmﬂun mm;mm andnmnﬂmi

kmwﬁmﬁmmhprww

Germany now (he predomiant sta
M&MMM»MM
farm lobby it general, reduond in Germany: and
hence 10 some extent ix: EC a8 2 whale.

mmmmmmy;_[ o
is about transfe;s bastid on CAP.

mmcwmmwmimm ;
and to sssistance for cavirommontal |
mmmm(w‘ '

3 m(mmmm)pmiuahnmuwﬁmum membar stales.



Changes at the member siate ievel

_ Political changes at the national level, and most importantly

Ge and France, can also have a major impact on the CAPwdother
level. However, the nature and impact of these changes has received relatr
studies of the EU and the CAP (Keeler 1996). ‘

Md and Fulton (1994) demonstrated how changes in thepumu in:
*{ons, could influence the German government’s attitude: to t

wemnment, and their
80 CAP Enl?lzthc
ma)omy “DU was able 1o return to govemnment when ﬁw FD? deserted its former Socialist

coalition partner and formed a government with the CDU, partly because of expectations that it
‘would support & continued lnglg level of CAP assistance to German producers,

The unification of Germany in 1/ esulted in significant pulmw chlnges Even though
the same parties remained in government, the CDU had a clear majority in ment, so that it
could have chosen to govern mthoux the FDP and (:S”U had it ’,' ed to do so Gemnywas
able to support the 1992 CAP reforms. The &oﬂ-umucauon political situation

German government m wpport a Urug\uy nd agrecmcnt ("Muumer l99! P M)

CDU was able to p-s mennon to %} from German i for a Urugmy Ronad
: ' (Keeler)  When Ignaz Kice e,:CS{InommfmmBawm | as agriculture
minister in 1993 due to dxscomfon at having to defend ¢ 10 the CAP, Chancellor Kohl
tlcneph(?sd(}hlm with a\]CDl}" man ;’nd non-Bavarar, Jochen Borchert Itl:he 1994 %ﬁl election
! ost its clear majority, making mmmrﬂm&mt |pport. o minority
coalition partners However, the need to make transfers of around 180 billic

on DM a yeur to the
east, ar the reiative poverty of out-af-work east Germars compared to the affluence of parnt-
mdfull fmmmougchwksmmmmwfmmcuuwdcn
‘expenditures, as is the need to cut back t&m CAP if eastwerds enlargement of the EU is to be

In France a Socialist govmnm-nd esldmcynegoualed lheMamm Treaty, with iis
emphasis on support for industry / snd agreod to the 1992
Mac'%hmyrefoms ofﬁmCAPuldﬁwtmaﬁthhwﬂmmm which v
intended to bring the Urugusy Round to a close. However, in the eveat political chany : in
- France, resulting amthemctory of the Union pour la Démocrane Francaise (UDF) -
Rassemblement poera Républiq (RPR) coalition over the Socialists in the March 1993
geierr] election, led to demands for the Blair Hous: Agreement to be renegotiated (Camroux
é?;f) lntl{eggf;ccofmahfdimhvd%(thg# ' ors met in
ember to " the agreement ,mm/mmknmm
(Burrel! 1995). In retum it agreed to several concessions, including an exemption from the
mfmofﬁnﬁﬂ’smdoc.&uﬁﬂnmoﬂwxMl@:&m«doﬂm‘?umm
years for Uruguay Rouni cuts irt farm subsidies (The Economist 19930, p. 65). The EU based
mhnﬁuﬂmk)vdsmmpmkvymawhchmaﬁmgrwqthm&mmﬁdlﬂw




backgmunds, as well as to the influence of the churches in Germany, and the s  nature of
~ the agricultural vote in France, Active farm organisations have also heiped 10 1 votm,

to win sympathy for agriculture, and to keep pnmes true 1o their electoral pfom when in
government,

However. over the longer term parties and governments in France sod Germany and
elsewherc which have had strong ties with agriculture must be affected by the reduction m the
ﬁr portion of the EU population which is employed in agricuiture. At the time of the Tr

“Rome in 1957 a culture was a very important employer of labour, with one third of the | EC
popuhtmnw n%e dependent on the land in the 1950s. Anhe sginniiig of the 1990s

ogomon of the labour force engaged in ng‘multnre was 6 per cent in France, S per cent in

thc cent in the UK, and this general decline is continuing. Another ¢ !

is that the level of disadvantage of the f}g;nci.xlmm popiilation has decreassd, and farmers in

France and Germany are relatively well off in view of the unemployment levels SEtwetve and ten

per cent respectively in those countries. This is particularly so in Germany where by 1990

- half of all farmers were pari-time farmers, many of whom were able tc benefit from a

t‘ull industrial wage as well as their farm earnings. Support for the CAP on the basis that it

reduced social inequalities have diminished due to the perception that most of its benefits have

gone to wealthier  and others, Brown (1989) estimated thzt the benefits to hrgz farms

~were 15 times as great as those to small farms, D’Aubert (1994) has shown how, in Italy and

-some oth:erfms of southern Europe, many of the benefits of the CAP have been “siphoned off
by organised crime groups, politicians and pohncal parties.
 Steps tovards CAP reform

The changed poittical s:tuatton

wth in transfers through the CAP 10 smaller and relatively new member siat
such as Irelgarx?d and Greece, ard reducticns in the benefits which France tad earlier been able
obtain, resulted in net budyetary transfers through the EC budget becoming less lmked to
agricuitural policy and production, and more linked to ot umllcses ’l‘hns prooels ledtoa
diminution of the barriers to CAP reform (Runge and von Witzke 1987). The d\mﬁ
in Germany which were described above faciiitated agreement on the 1992 reforms and the B |
House Agrezmem although political change in France resulted in the effective megmmm of
the terms of the latter agreement

However, in addition to political chamm in member states, and the impact otf German
unification, there had been increased pressure for reform of the CAP so as to reduce its
environmental cosis, and also because ofgmurawumafu hnghievelol‘ﬁwémd
unintended putcomes associated with the CA

The environment has buen described as the “true loser’ from the growth in output of

agricultural products which resulted from the CAP’s hxgh price suppom {von W azswciwf
1994 P. 26). This growth led to increased application of fertilisers and pedudes,unplxﬁed
crop rotation, intensification of production, and a switch- from mixed farming to monocuiiures
and intensivc livestock production. In southem Europe it led to aweem“ purces being
usad for pt ofcrc?nrelmltonc;\l’ supports, and the drying up
lakes and marshes. Cork m:havebeennppedumtocllowCAPmppomdcmplm
:mganoniobegmwn. ,

: A different cost of the CAP has involved corruption mthenle of CAP funds. Freud ona
substantial scale has been a significant problem. One factor in this is that actual payments are
made not by the Commission itself or myEUhody but by national gor ‘
authorities on behalf of the EU. InInlydemeaci, ,MMMMl
‘ problamm:hﬁmd,mdmmmahckof to co-operate with the Comiission
in investigating it. rmnanmomlponnofmeAPfrwdmymmmmbemu

'58
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benefit, since if it is not discovered by the EU's institutions it is & gain to local inhabitants whick
has only a small negative effect on the country concerned. In Italy, the existence of organised
crime groups such as the Mafia, and their links with government, have not encoursged
strenuous efforts against CAP frauds. Klaus Tiedemann, a German crimisclogist, estimated the:
overall cost of fraud to the EU .axpayer & 7-10 per c2nt of the then total curront EU budget of
US$79.3 billion (The Economist (994}, D)’ Aubert (1994) estimated it to b ten per cent or
more, : ! o

Slow progress towards CAF reform ; '

~ Back in the 19705 the Manisiolt Plan aimed at a reduction in the workforce in agriculture
and the rationalisation of holdings (Swann 1972). However, as shown in Table 3, genuine
reforms of the CAP were to take two decades more to achieve, and even then they have been
limited in their impact. :

Although the 1980s saw the introduction of attempts to limit the growth in output through
the introduction of dairy quotas, maximum guaranteed quantity arrangements for otlseeds, and -
reductions in the buying-in price for beef, it was not until the 1988 ‘stabilisers’ agreement was
concluded that attempts were made to link over-production with effective limits on CAP
support expenditure. In February 1988 the ‘stabilisers’ system of automatic adjustments to
agricultural support prices which would apply if production exceeded set levels was
_introduced.’ It set a guideline for the extent to which CAP budgetary expenditure could
increase, of 74 per cent of the growth of GNP. However, this guidelin: was increased by ECU
1.5 billion in 1994 to allow for the cost of CAP reforms and the integration of the new German
Laender,® The ‘Stabilisers’ id have some impact in allowing the 'huﬁ:stockx of surplus
commodities whichi had been tought into intervention to be run down. The proportion of the
EC budget expended on agriculture was reduced to less than 60 per cent (Coichester and
Buchan 1990, p. 107). : :

The 1991 ‘Reflections’ paper (Commission of the European Communities 1991) and the
MacSharry propo:als developed from it laid down objectives which included less reliance on
price supports and greater use of direct aid or income support measures, CAP problems
identified included escalating budgetary costs, increasing stocks of products purchased by
intervention agencies, environmental problems from intensive farming, increased CAP budgetary
expenditure net teflected in farm incomes, and the continued decline of the active agricuitural
population (Dalegation of the Commission of the Europesn Communities 1991), It was
acknowledger: that 80 per cent of the support provided by FEOGA goes to 20 per cent of
farms, thesc being the largast farms. Schemes to set aside land and removing it from
production, to make agsiculture less extensive, and to facilitate the early retirement of
producers, had been found to have had litile effect, L S

The 1992 CAP reform agreement included reductions in the intervention or support prices
for key products, the introduction of direct income support, the wider use of set-aside and
extensification arrangements, and a range of environmental measures and subsidies. The Blair
- House agreement which concluded the Uruguay Round, even with the ‘clarifications’ or

modifications made to it in late 1993, acts as a constraint on any loosening of CAP
arrangements which might lead to the agreed limits on subsidised expori: being breached.

$ The introduction of the ‘stabiliscrs’ was 1art of un agroement by which the budgciary funds availabie o the EC
were increased 0 include a propoition of GDP. Previously the EC’s budgetary rsources had consisted of
agricultural levies, customs dusies, and 1.4 per cent of the assessment basis for VAT in each member state. The
new agreement meant that thes: amounts would be ::ded to by contribwations frora member states 10 a ceiling of
1.3 per cent of Gross Hational Product (GNP), but the VAT comtribution was 1o be phased down 40 1.0 per cent
of individual national receipts of VAT by 1992 (Field, Houm and Kisby 1989). R

¢ Following 12 unificaiion of Germany in 1990,
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Details of the 1993 rcfonns and the Uny uay Round agreemnt are gwen in Chadee md
Johnson (1994), Hillman (1994), Burrell (1995) ‘and Tanner (1996).

Table 3: Agricultural reform measures in the EC/ EU

Yewr Measwe ,

1982-83 Introductior of maxisturn guaranteed Pro rata Mmﬁms in the surzont
quantity arrangements (MGQs} for price 10 5% waximu:e ¢ock year.
rapeseed. , :

1984 - Introduction of dairy quotas.

1983-85 MGQ arrangements mtmduced for
sunflowerseed.

1986 Pedutions in beef buying-in price.
1986-87 Introduction of cereals co-
: mponsibiiityicvy.
1987-88 Buying-in price for cereals cut to
94 per cent of intervention price.

Budgetary and prodoction stabilisers
agreed upen, including MGQ for cerenls
and tightening of arrangements for

other products. Introduction of

set-aside and income assistance scheries.

1988

11992 Agreement on price reductions with
compensatory income support, and sore
 set-aside requirements for larger

producers,

1992/93 GATT agreement sets {imits on ,wbsndxsed
exports of grains,

1995 ‘Gxeen cutrency system términated,

Reduces total milk pmduct* et

allows support levels to be ruast . .ined.
As for ram

Reduces effective level of support.

The 3 per cenit levy has certain exemptiots
and reduces suppor? to oily a limited extent,
Reduction i the effective level of
protection; bowever, thie export refund

is the main determinant of thz support level.

Provide some restiain for the growth
in CAP expenditure and outprat.

 Some production reducing effect, greater

national responsibility.

Reductions in production and exports,

ArﬂumlohxgeCAl?mpimofmmsmdbcef
is prevented.

;PncesunpesgedﬁomDMand mnonalcompemm
- schemes pemmted;ooompemufot revaluations.

Source: Ficld and Hearn (1988), Field, Hearn and l(irbv ;(.1,939}, EC News (1992), andt Fig’ld (1995).

Reform of the ‘green currency’ or ‘agrimonetary’ system

The 1992 reforms were supplememoid in 19T9l3 bg.dtheltet;nn knon of the ‘green curr
iculture. This ayed a !

agric Pplay ﬂ% he late 1

; the CAP It had come into

system of special exchange rates for
prices wlusﬁelg.

the system operated as a counterweight to att s ai reform o
¢4 ﬂuctumonsgkie& to mmdevaluatlon .)f the French franc and | ll;%g

exisience after -

revaluation of the German DM in 1969. When the French franc was devalued in August

C and EU farmers receive in terms of national curre

¥

e in raising the
805

the devaluation was not mnde to agnc:\muml aupport prices, and mnead France was uked (
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apply. import subsidies-on agricultural products. When the DM-was.revalued the FRG.began to
apply import levies and export subsidies to agricultural products The system was operated
throughout the EC, with the levies and subsidies being known as Monetary Compensatory
Amounts or MCAs. MCA levels reached 20-30 per cent at times for individual member-states,
with these percentages being applied to support price levels to calculate the amount of levy or
subsidy payable on individual products. ,

The impact of this agrimonelary system was to maintain and increase the level of
agriculiural production in Germany, the country with the strong currency undergoing
revaluation, and to a lesser extent the Netherlands (Hu 1981). If a genuine common market in
agricultural preducts had been allowed to exist, then currency revaluations in Germany would
have resulted in agricultural prices, which were set in ECUs ‘at the EC level, reduci:g in DM
terms, which would have restrained agricultural production in Germany and encouraged exports
‘of agricultura! products from France to Germany encouraged. ’ ;

- From 1984 arrangements were made to phase out MCAs by effectively pegging EC
agricultural prices to the DM instead of the ECU. No new positive MCAs were to be created
due to currency appreciation, instead an equivalent amount was added to negative MCAs.
These negative MCAs were removed by ‘green currency’ devaluations, in which countries
reduced their negalive MCAs and raised their agricultural support prices in terms of national
currency. The gap between actual support prices in national currencies and suppoorg(rﬁces in
nominal ECU terms became known as the ‘switchover coefficient™ in 1988 this stood at 13.7
per cent, and by 1993 it had reached 21 per cent. Attempts were made to phase out the system,
but it still accounted for around 20 per cent of CAP budgetary expenditure in 1994, ;

~ The pegging of agricultural prices to the DM had the effect of increasing the costs of the
CAP when the DM rises in terms of USS. This is because as the US$ falis in value, so do US
agricuitural export prices, and in tum the world prices of grains, soybeans, and other
commodities of which the US is a major exporter. CAP export refunds therefore had to be
increased to ensure that similar quantities of subsidised products can continue to be dumped on
the world market. Within the EU, so long as the DM was a strong currency, agricultural prices
appreciated in real terms rather than fell. The effect of this was to sustain production in
Germany, and to increase it in EU countries with depreciating currencies, since in the latter
agricultural prices and subsidies increased relative to those of non-traded goods and many
traded goods. The green currency system also allowed claims to be made that agricultural
prices were being held back, or frozen, because they were constant or little changed in ECU
terms, when the actuzl amounts received by most EU farmers were incieasing, :

The main effects of the green currency system were supposed to have been eliminated
with the introduction of the single market arrangements at ihe end of 1992. However, in
August 1993 the agreement on resirictions on exchange rate fiuctuations was breached, witk
currencies deviating by as much as 15 per cent fiom their agreed central rates, resulting in an
appreciation of the DM which would have resulted in lowey prices for farmers in Germany
Genman pressures resulted in green rates being ffozen to prevent this, contrary to what had
earlier been agreed, and the re-introduction of the varlier switchover system ~f compensation.
with its built-in effect of price increases in most EU tountries when the DM appreciated. Only
in June 1995 were agricultural prices eventually unpegged from the Deutschmark, accompanied
by the introduction of a scheme which provides income rather than price assistance for farmers
in countries with revaluing currencies, which in practice means in Germany.

The impact of CAP reform | . i

_ CAP reform has operated to reduce such inefficiencies as huge intervention stocks ol
products purchased just to support the market, and the high environmental costs of the CAP.
The E’s commissioner for aFﬂcultu’r'e and rural deveiopment, Franz Fischler, described the
results of the reforms in the following positive manner (European Union News 1995, p. 4).
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