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EUROPEAN UNION - CENTRAL EUROPE: AGRICULTURAL AND FOOD INTEGRATION
EUROPSKA ONIA — STREDNA EUROPA: INTEGRACIA

V OBLAST! POLNOHOSPODARSTVA A POTRAVINARSTVA
tefan BOJNEC1

Katholieke Universiteit Leuven and University of Ljubljana

The paper places the evolution of the Common Agricultural Policy (CAP) of the European Union (EU) in the context of relations of the EU with Central
European countries (CECs), identifying possible approaches to the accession of food and agricultural commodities to the CAP. The size of economies,
the level of economic development and costs of accession are the main determinants, which will likely cause the agricultural policy adjustment and
integration of CECs into the CAP. Political, internal (e.g. budgetary expenditures) and external factors (e.g. the General Agreement on Tariffs and
Trade/GATT multilateral rules) may likely be important as well, suggesting that a convergence of agriculture on both sides and a more global approach
in an enlarged EU will likely occur.
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Introaucuon

During the 1990s an important policy discussion and political
debate has developed concerning the integration of Central
European Countries (CECs) into the Common Agricultural Policy
(CAP) of the European Union (EU) and how this will relate to the
prospects of the CAP after the MacSharry reform (e.g. Bojnec,
1996). The integration of CECs into the CAP of the EU has been
considered among the biggest challenges and most controversial
economic and political issues facing Europe and the EU
(EU-Commission, 1995b; 1997).

The objective of this paper is to present the major issues in
the evolution of the CAP in the EU, including recent developments,
and agricultural policies in CECs. The paper raises questions on
the prospects and implications of a further enlargement of the EU
for the CAP.

The paper is organised as follows. In the next section, the
history of the CAP and its evolution during the process of West
European integration are presented. In the second part, EU
relations with CECs are described. Particular attention is paid to
the EU-CEC Association Agreements and the new EU accession
criteria. In the third part, the economic factors (e.g. size
of economies, level of economic development and costs
of accession) are analysed with possible implications, which may
likely occur during the adjustment process between the EU and

CECs. In the fourth part, the discussion related to the CAP reform
and the Agenda 2000 are presented. Finally in the fifth part, main
conclusions are given.

1 THE HISTORY OF THE CAP

The CAP has had a primary role in the process of post-World War
II West European integration, although conflicting interests have
always compromised it. The initial CAP-6 was established by the
six original member states (i.e. Belgium, France, Federal Republic
of Germany, Italy, Luxembourg and the Netherlands) of the
European Economic Community (EC) in 19582. The CAP was
based on three principles (e.g. Tracy, 1994b)3: unity of the market
for agricultural and food products and common market
organisations including a common basic price policy, Community
preference for its own agricultural and food production supported
with storage mechanisms and border protection against third
countries, and financial solidarity by which expenditures on the
CAP were covered by the Community budget&

The CAP-6 implemented a price support policy with internal
prices above world market levels. Major support mechanisms in
the form of common market organisations have been developed
for different products. Cereals were the key commodities. The
regimes set target prices by determining minimum import or
threshold prices, variable import levies and export refunds, and
adopting an intervention and storage mechanism. Besides the
common market organisations, the CAP-6 adopted a common
structural policy in 1971. It also introduced "monetary
compensatory amounts".

1 -Dr. Stefan Bojnec is Senior Research Associate at the Policy Research Group at the K.U. Leuven, Belgium, Assistant Professor at the University of Ljubljana and Director
of an Independent Research Institute in Ljubljana, Slovenia. He gratefully acknowledges financial support from the ACE Programme of the Commission of the European
Communities (contract number P97-8640-F) and from K.U. Leuven. A previous version of this paper was presented in Alnarp, Sweden, and in Sacramento, Califomia,
U.S.A.
2 In this article we will refer to the organisation as the European Community (EC) up to the end of 1994 and as the European Union (EU) from 1 January 1994 onwards.
3 The CAP was established in accordance with the provisions of the Treaty of Rome of 1957; article 39 on the common agricultural policy, article 440 on common market
organisations for the major commodities, and article 43 on the procedure for establishing the CAP.
4 Financial solidarity itself may create a certain problem, when expeditures form the common budget are not spent efficiently.



Possible CAP reform featuring much greater attention to direct
payments than to price support mechanisms was debated before
the CAP-9 enlargement (the addition of the the United
Kingdom/UK, Ireland and Denmark). However, this EC
enlargement did not substantially affect the price support
mechanism. The accession of Greece in 1981, and of Spain and
Portugal in 1986 gradually strengthened the "two-price" CAP
mechanism and much more attention was given to the market
organisation for Mediterranean products and structural funds in
favour of less-developed Member States (Tracy, 1994b).

The initial CAP reform with the introduction of delivery quotas
on sugar and milk in 1984 and the adoption of "stabilisers" for some
commodities in 1988, were implemented to reduce the surplus of
these products. However, the quota system has required a huge
administration for implementation.

The MacSharry reform of 1992 (e.g. Swinbank, 1993) involved
some additional modifications of the CAP price support
mechanism (e.g. compensation payments according to set-aside
for cereals and oilseeds and premium payments for extensive beef
and sheep production) with internal prices closer to world market
price levels5. The role of the EU export refunds and the EU import
licensing system (including preferential import quotas) is expected
to decrease. However, the CAP-1992 reform did not reduce EU
budgetary expenditures, although they are now more transparent.

A specific situation existed for the former German Democratic
Republic (GDR) and its reunification into Germany and the
incorporation into the CAP in 1991. In 1995 the EU was expanded
to encompass three European Free Trade Agreement (EFTA)
member countries (Austria, Finland and Sweden). Like the former
GDR, those countries were immediately integrated into the CAP,
all border measures have been abolished and price policies have
been adjusted to the CAP levels.

In the second half of the 1990s, a discussion began about the
future of the CAP. This discussion continues and is largely driven
by internal budgetary pressures, eastward EU enlargement, and
the new round of the World Trade Organisation (WTO)
negotiations. The Agenda 2000 is a result of this discussion
(Agra-Europe, 1999), which also received political verification at
the Berlin Summit in March 1999.

2 EU RELATIONS WITH CECs

2.1 During the communist period
Former Yugoslavia was formed as a substantial bridge between
the former clearing Council of Mutual Economic Assistance
(CMEA) and the convertible EC and other Western markets during
the iron curtain period in the 1970s and the 1980s. Former
Yugoslavia was not a member of the CMEA but it had some
barter/clearing agreements with the CMEA members and gained
benefits from preferential trade access to the EC market during
1970-1990. In the 1970s, former Yugoslavia had similar benefits
as Spain and Portugal. The first three-year nonpreferential trade
agreement between the EC and former Yugoslavia was signed in
1970. The second five-year trade and co-operation agreement

was signed in 1973 and renewed in 1978. The third trade and
co-operation agreement was signed in 1980; it remained operative
until the break up of former Yugoslavia in 1991. This was a wider
agreement on co-operation (i.e. trade, industrial, scientific,
financial, social security, traffic and transport) with former
Yugoslavia as a developing country having rights to the general
scheme of preferences. The EC concessions for levy and customs
reduction on former Yugoslavia's meat and livestock products,
fruit, tobacco and wine were particularly important irrespective of
the fact that the widening of the EC contributed to trade diversion
and erosion of preference privileges in agricultural exports. Other
CECs (e.g. Hungary and Poland) also had trade and economic
co-operation agreements with the EC at the end of the 1980s (e.g.
Tovias, 1991).

2.2 During the transition period
The transition from a centrally managed to a market economy
started in all CECs at different times. In Poland and Hungary this
process started during the 1980s. However, the most important
factors for the new East-West European integration and the
development of freer trade were the euphoric economic and
political events in the CECs in 1989-1990, the collapse of the
CMEA in mid-1991 and the CECs' transition to democracy, which
was initiated in the 1990s. Agricultural package reforms in CECs
started with agricultural price and trade liberalisation, reduction of
subsidies, land reform and privatisation6.

2.2.1 The interim agreements
The EU concluded Europe Agreements with several CECs
granting wider use of trade concessions for market access,
financial aid and technical assistance (e.g. Kramer, 1993, Tracy,
1994a, Smith, 1994). The Europe Agreements with the CEC-10
(Poland, the Czech Republic, Hungary, Slovakia, Romania,
Bulgaria, Estonia, Latvia, Lithuania and Slovenia) granted
preferential trade concessions on agricultural and food products.
There are special mutual reciprocity tariff quotas for trade in wine
(e.g. with Bulgaria, Romania, Hungary, Slovenia) and a mutual
protection of wine trade names. However, the Association
Agreements allow wider use of trade conditional and defence
measures for market access as obstacles for freer trade (e.g. food
safety rules and rules of origin for agricultural and food products).

The liberalisation of trade did not appear as a major shock to
the EU's agricultural markets as the trade with CECs amounts to
a very small proportion of the EU sectors (e.g. Rollo and Smith,
1993). In contrast, CECs became significant importers of EU food
and agricultural products (e.g. Bojnec, 1996). A crucial trade
feature of CECs is the similarity of their competitive structures as
a result of the similarity of their economies. Problems arise with
regard to competition, transition difficulties and different
expectations.

CECs' story mostly concerned the EC/EU trade protectionist
measures, which interfered with concessional access to the EU's
agricultural markets. First, EC/EU trade protection of agricultural
products was strict with quantitative barriers and imposed ad hoc

5 Since December 1995 the reduction in rice prices is also included in set-aside obligations.
6 For evolution of CEC agricultural policies, see Swinnen (1994, 1996); for patterns of agricultural protection see Bojnec and Swinnen (1997).



antidumping measures against cheaper CEC imports (e.g., meat,
dairy, and soft fruit products) as a result of pressures from
competing EU farmers lobbies. Secondly, CECs have in general
become net agricultural and food importers from the EU. Export
to the EU was difficult so EU food exports to CECs grew faster
than CECs exports to the EU. Thirdly, the CECs started to demand
further opening of trade, which resulted in the renegotiation of the
Association Agreements beginning in 1995 in order to be
consistent with the EU-15 enlargement and GATT Uruguay Round
Agreements.

EU criticism concentrated on the bureaucratic problems in the
implementation of reform packages in CECs (e.g. the case of land
reform and the privatisation process). First, CECs have inherited
numerous monopolies, as well as structural and market problems.
At the beginning of transition, the image, quality and design of
CECs products could hardly compete with the EU products. The
obstacles for trade, besides quality, have been overvalued
currencies and high interest rates established to manage inflation
and the problem of internal price distortions due to subsidised
inputs. Secondly, the EU supports technical assistance
programmes and projects and assists in the development of the
economic infrastructure and market institutions to boost economic
transition. The CECs should develop production with a
comparative advantage for the long run by abolishing bottlenecks
(e.g. by means of EU technical assistance in developing
knowledge and the experience for a market economy). Thirdly,
internal problems in the EU of economic recession and
restructuring of "sensitive" sectors also have an impact on the
integration of CECs. For some EU members, exports to CECs are
not very important and they expect to lose on competitive markets.
So for them, eastward enlargement of the EU would mean a partial
loss of the EU markets, erosion in the subsidies within the CAP
and in the EU structural funds (Messerlin, 1993). This may create
different interests between present EU members.

However, the initial expectations in CECs toward fast
integration into the EU were mostly based on the expected benefits
from EU membership, which may create additional problems
within the EU. It is more likely that some CECs will join the EU on
a much more individual basis, preference being given to CECs that
will agree to a less costly integration.

2.2.2 New EU membership criteria
With its Copenhagen declaration in June 1993, the EC has invited
CECs to apply for EC/EU membership under certain political and
economic conditions. These conditions include the stability of
institutions guaranteeing democracy, the rule of law, human rights
and respect for and protection of minorities, existence of a
functioning market economy, and capacity to cope with
competitive pressure and market forces within the EU. CECs have
done so; Hungary on 1 April 1994, Poland on 8 April 1994,
Romania on 22 June 1995, Slovakia on 27 June 1995, Latvia on

13 October 1995, Estonia on 28 November 1995, Lithuania on 11
December 1995, Bulgaria on 16 December 1995, the Czech
Republic on 23 January 1995, and Slovenia on 10 June 1997.7 In
1997, CEC-5 (Estonia, the Czech Republic, Hungary, Poland and
Slovenia) were selected by the EU Commission and approved by
the European Council to begin negotiations for EU membership.
However, the EU Commission continues also talk with five other
associated countries and with some other CECs (e.g. Croatia,
FYR of Macedonia, and Albania).

The adjustment process to the EU enlargement depends on
both the CEC and EU sides8; they should both prepare themselves
for common political, economic and monetary policy. The CECs
will gradually be involved in the EU internal market in order to reach
a higher level of economic development and political
democratisation and to meet the EU accession criteria. The CECs
should develop a competitive market economy and generally
make progress in their comparative advantages in exports and
thus be ready to fulfil their commitments for full membership in the
EU market (e.g. Nugent, 1992).

3 SIZE OF ECONOMIES, LEVEL OF ECONOMIC DEVELOP-
MENT, AND COSTS OF ACCESSION

The CECs differ in natural agricultural potential, in size and in level
of economic development. They had different social and political
histories even during the communist period. More specifically, two
significant features are important in the trade between the EU and
CECs: First, the market size of CEC economies, in terms of total
gross domestic product (GDP), is small. The total GDP of CEC
economies with a low GDP per capita relative to the EU is
significant (e.g. Baldwin, 1994) forming an important obstacle for
the trade creation effects and for more efficient use of resources.
Second, the total CECs trade turnover is small and CECs are still
not crucial trading partners for the EU (see Messerlin, 1993 and
Table 1).

The break up of the former CMEA trade flows and payment
mechanisms had an initial negative impact on CEC economies as
well (e.g. Smith, 1994). Trade restrictions among the former CM EA
were introduced as the problem of insolvency increased and trade
breakdowns were significant. However, the trade between CECs
to boost scale economies and productivity gains should be of
greater importance. In this direction, the Central European Free
Trade Agreement (CEFTA) among the four Visegrad countries
(Hungary, Poland, the Czech and Slovak Republics) was signed
and became operative on 1 March 1993. In 1996 Slovenia became
a CEFTA member, while in 1997 Romania, and in 1999 Bulgaria.

The level of agricultural support between the EU and CECs
differs substantially by commodity (e.g. Bojnec and Swinnen,
1997; OECD, 1997). These differences may cause integration
problems for CECs in which some sectors are important due to
price and production increases (e.g. Tangermann and Josling,

. •
7 

. . . . . .
There are also formal applications for EU membership from Turkey (12 Apri I 1987), Cyprus (4 July 1990), Malta (16 July 1990), while Norway in 1994 decided to join the

European Economic Area (EEA), but not the CAP and the EU. However, the EEA did not cover agriculture. Like the Czech Republic, Estonia, Hungary, Poland, and
Slovenia, Cyprus began a negotiation for EU membership.
8 For the individual CECs it is important to gain benefits through preferential trading agreements, technical assistance, and assistance for restructuring of certain sectors
in the first phase and later to become a full EU member.



Table 1
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Main social, economic and agricultural indicators for CEC-10 in comparison with EU-15

Population
(million)
1993

Territory
(million ha)

1993

Agricultural
area

(million ha)
1993

Share
of Agricultural

area (%)
1993

GDP
(billion ECU)

1993

GDPper
capita

(in ECU)
1993

Agriculture
in GDP (%)

1996

Agriculture in
employment

(%)
1996

Share
of household

income
spent on
food,

(%)1996

EU-15 369.7 323.4 138.1 43 5,905.1 15,972 2.5* 5.7* 22.0*

Total CEC-10 105.5 107.7 60.6 56 188.3 1,786 7.8* 26.7* -

Baltic Countries 7.9 17.5 7.4 43 6.0 757 - - -
- Estonia 1.6 4.5 1.4 31 1.5 938 5.2 8.1 33.0
- Latvia 2.6 6.5 2.5 39 2.2 850 7.6 17.8 41.6.
- Lithuania 3.8 6.5 3.5 54 2.3 627 11.8 22.5 57.3

CEFTA-5 66.4 55.4 32.3 58 151.1 2,277 5.0* 22.1* -
- Czech Republic 10.3 7.9 4.3 54 26.7 2,586 3.0 4.3 31.5
- Slovak Republic 5.3 4.9 2.4 49 8.7 1,643 4.7 9.0 38.0
- Hungary 10.3 9.3 6.1 66 32.5 3,150 6.4 7.9 22.3
- Poland 38.5 31.3 18.6 59 73.4 1,907 6.0 25.7 33.0

. - Slovenia 1.9 2.0 0.9 43 9.8 5,018 3.9 5.8 25.2

Bulgaria 8.5 11.1 6.2 55 9.4 1,110 11.1 24.2 39.0
Romania 22.7 23.8 14.7 62 21.8 961 18.7 37.3 60.0

* 1993 data.
Sources: EU-Commission (1995a) and OECD (1997).

Tabulka 1 Hlavne socialne, ekonomicke a poinohospodarske ukazovatele pre CEC-10 v porovnani s EU-15

1994). However, an increase of agricultural prices in some CECs
will not automatically increase food prices. It is likely that under
competition from EU members, CEC food prices after accession
will remain unchanged because of high inefficiency in domestic
food processing and marketing.

It is not surprising that the estimated costs of CEC integration
with the EU vary substantially between various studies (e.g.
Baldwin, 1994). It is interesting that the estimated costs of
agricultural accession were decreasing during the time of studies.
The costs to the EU agricultural budget for accession of the
Visegrad countries in the year 2000 differ substantially due to
different assumptions9. Anderson and Tyers (1993) estimate the
costs of accession at 37.6 billion ECU, Tangermann and Josling
(1994) at 13.3 billion ECU, while Berkum and Terluin (1995) at 7.6
billion ECU. Also, the costs of accession are sensitive to
assumptions regarding the exchange rate development in CECs,
which is more likely to reduce the costs of accession (Bojnec,
Munch and Swinnen, 1997).

The agricultural sector is important for integration, but general
economic conditions such as the level of economic development
is becoming much more crucial. The economic costs of integration
and redistribution of welfare will have less effect on the integration
of small and more developed CECs, while in many other cases
political interests may not likely prevail over the economic
concerns.

4 AGENDA 2000 AND THE CAP IN FUTURE

The four semi-official studies (e.g. Buckwell et al., 1994; Mahe et
al., 1994; Tangermann and Josling, 1994; Tarditi et al., 1994)

started with a deeper discussion of the possible convergence of
EU and CEC agricultural policies. The EU Commission proposed
three possible scenarios for the CAP in future: status quo, radical
reform, and development of the 1992 approach (1995b). The
continuation of 1992 CAP reform means partial reforms of
common market organisations for certain trade-distorted
commodities (e.g. cereals). Also, the EU-Commission (1995b)
argued that radical reform might imply "a number of social and
environmental risks" with disruptive damage. The continuation of
the 1992 CAP reform received its legitimacy in the Agenda 2000,
which proposes a gradual reform of only certain sectors and
postpones reforms in other sectors (such as sugar, beef and veal,
and particularly the dairy sector) (Agra-Europe, 1999).

Greater specialisation based on international competitiveness
and long run comparative advantages will likely occur due to
external pressures (i.e. from export-oriented CECs, from
developed overseas exporters, GATT commitments) and internal
EU market imbalances and pressures (i.e. taxpayers and
countries competitive in agriculture). Pressures on both the EU
and CECs are expected from the new round of 1999 WTO talks
that are likely to bring more open agricultural and food policies.
Further development of the 1992 approach, "deepening it where
necessary and extending it to other sectors" (EU-Commission,
1995b), and postponement of reforms for more internally sensitive
sectors (such as dairy) seem to be more likely than other
approaches. However, there is not a clear balance between "a
reduced reliance on price support" and compensatory payments
"to compensate farmers for significant price support cuts" and thus
"link environmental and social considerations to the direct income

9 Differing assumptions include differences in price levels between the EU and CECs; static or dynamic methodological approaches; development of production, consumption
and export on price policy shaping, and on the number of products included in the analysis.



payments" for multifunctional role of agriculture in rural areas.
Such a policy may likely be in conflict with budgetary constraints.
It is likely that certain CAP reforms may occur for crucial distorted
prices to bring them closer to world market levels, but the price
cuts may not be fully compensated due to domestic taxpayer
interests and external pressures (e.g. possible CAP enlargement
toward the East, GATT commitments)10.

The aim in agricultural policy adjustment between the EU and
CECs is a convergence of agriculture, while EU integration will
likely depend on both economic costs of accession and political
conditions. The former depends on the level of economic
development in the acceding country, size of the acceding country
and its level of agricultural prices. Much fewer EU budgetary
problems will likely occur with the integration of small countries
(e.g. Slovenia, Estonia). The changes in the CAP and structural
funds within the EU may mean that future policies may be different
from current ones. It is also likely that the creation effects followed
by the CEC accession in the EU will bring additional competition
on the expanded EU market, especially in case of an efficient
restructuring of the CECs' food-processing sectors. Increased
productivity with necessary structural changes may lead to
increases in competitiveness. A more global approach in an
enlarged EU will likely occur due to internal EU budgetary and
competition problems and external pressures brought by WTO
obligations when competition between regions will likely to occur
in the near future.

Prezentuje sa vjfvoj spoloanej polhohospodarskej politiky Europ-
skej Unie (EU) v kontexte vztahov EU s krajinami Strednej EurOpy,
identifikujuc moZnosti zaelenenia polhohospodarskych a potravi-
narskych komodit do spoloenej polbohospodarskej politiky. Eko-
nomicq potencial, &oven hospodarskeho rozvoja a naklady
na vstup sü hlavqmi determinantmi, ktore bull) pravdepodobne
ovplyvriovat adaptaciu pornohospodarskej politiky a integraciu
stredoeuropskych krajin do spoloenej pornohospodarskej politiky.
Dolelite bud' pravdepodobne politick& vnutorne (napr. rozpooto-
ye qdavky) a vonkaj§ie faktory (napr. vkobecna dohoda o tari-
fach a obchode/GATT multiratelarne predpisy), pram je
pravdepodobna konvergencia polbohospodarstva na obidvoch
stranach a globalnej§1 pristup v rozkenej EU.

Klikove slova: integracia, polnohospodarstvo, Europska Unia,
Stredna Europa
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