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Introduction by Christopher Haskins

Two great challenges face Europe in the next few months — the opening
up of the EU to the East with the admission of 11 new and poorer
members, and the opening up of European markets to the poorer
countries of the world at the Doha trade talks. Most people agree with
the objectives — but there are great problems in getting there.

The 30 year old European Common Agricultural Policy (CAP), based
on protectionism and market distorting subsidies, must be radically
reformed to allow for a successful enlargement of the EU. If fairer trade
with poorer countries is a goal, then the CAP’s protectionist barriers in
the food sector and its destructive dumping of food surpluses on world
markets will have to be eliminated.

The purpose of this project has been threefold. First we have sought to
emphasise the benefits of agricultural reform to the vast majority of
citizens, rather than, as in the past, merely highlighting the
shortcomings of the existing CAP. Second we have attempted to point
out why the time has never been more propitious for tackling reform.
And finally we have drawn up a political route-map showing how these
reforms should be achieved and how they must be radically reformed
to allow for a successful enlargement of the EU.

Our approach has been to see the problem through the eyes of European
taxpayers, consumers, environmentalists, farmers and policy makers in
order to mobilize European opinion towards an agreed reform agenda.
In order to do this we have held seminars in Berlin, Warsaw and Paris.
One of our researchers is Danish, and we have had contributions from
several other member states, as well as the Commission. In the past
British advocates of CAP reform have concentrated too much on their
own national priorities and taken little heed of concerns elsewhere.

How to reform the CAP

Our first report, written by Jack Thurston, former special adviser in the
Ministry for Agriculture, Fisheries and Food, dissects the policies of
CAP reform, identifying winners and losers, what is the political
momentum for change, why there are different views amongst member
states and where the real power lies. This report presents a route-map
for reform, and sets out practical steps towards that end.

The second paper, written by Jonny Trapp Steffensen, CAP specialist
and Conservative party candidate in Denmark, contrasts the
effectiveness of the small, highly motivated farming interest which is
against reform, with the inertia of a wide number of interests who
would benefit from reform - taxpayers, shoppers, business,
environmentalists, the new EU members and the developing countries.
This paper suggests ways of creating conditions for reform amongst the
disparate groups.

The third paper, written by Vicki Swales, Head of Agriculture at the
RSPB makes practical suggestions about the implementation of reform
policies which will promote rural development consistent with
enlargement, fairer trade and a sustainable environment. This paper
particularly questions whether the main plank for the Fischler reforms,
the so-called second pillar of the CAP, will be effective, and suggests
ways of making it so.

In our discussions across Europe we have found considerable
dissatisfaction with existing policies. Taxpayers feel they are getting
poor value for their money, consumers believe they are paying too
much for their food, environmentalists are convinced that the CAP is
encouraging bad farming practices, businesses complain that they
cannot achieve more trade liberalization because of protectionist farm
policies, and many farmers recognize that the policies are not
addressing their real concerns.

In July this year the Agriculture Commissioner, Franz Fischler
published a radical programme which would make Europe’s farm
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policies compatible with enlargement and more free trade. As is the
way with European policy-making, member states all expressed
reservations. Large beneficiaries such as France, Ireland and Portugal
argued that there should be no reassessment at all until the previously
agreed date of 2006. Mediterranean countries complained that their
interests were not being taken into account. Environmentally minded
countries felt that the changes did not go far enough. Britain and
Germany, with a disproportionate number of very large farms, rejected
the proposals to put a limit on individual payments.

We feel that the Fischler proposals are a positive step in the right
direction and, to a remarkable extent, meet the Principles which we
developed last year as a matrix for evaluating options for CAP reform.

We suggest that good European agricultural policies should satisfy the
following criteria:

1. Farmers in Europe should continue to be supported but the present
system of market subsidies and protectionist barriers must be phased
out.

2. Policies should encourage a culture of enterprise among European
farmers with state support being earned rather than given as a right.

3. Polices should ensure an ample supply of safe, affordable, nutritious
food.

4. European support for farming should be directed towards policies
that preserve the environment, contribute to thriving rural economies
and meet other social objectives, recognizing the particular needs of
rural communities which, for reasons of location, climate or soil
cannot compete effectively in a free market.

5. European policies should give national and regional governments
flexibility to address local environmental and social needs whilst
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ensuring that local interventions do not distort the effectiveness of
the European single market.

6. In developing its policies the EU institutions and national and
regional governments should involve all aspects of government —
environmental, trade, consumer, social and foreign affairs, tourism
and finance as well as agriculture — and ensure that discussion
reflects the interests of all stakeholders. Reform should form an
integral part of the post-Nice agenda.

7. Agricultural reform should be compatible with the interests of the
new EU members.

8. The EU should pursue an international approach to the regulation of
scientific innovation in agricultural and food production.

9. Pursuing agricultural reform on the basis of the above principles
should enable the EU to adopt a proactive and positive approach to
further trade liberalization in the WTO. This will involve the
abolition of export subsidies, the lowering of tariff barriers and the
opening up of European food markets to fairer competition from
elsewhere.

We believe that the Fischler proposals, in meeting these criteria, offer
benefits to all stakeholders. Taxpayers will be required to pay less in the
future, and the considerable levels of support which remain will
produce tangible benefits to all those who are committed to a pleasant
and viable countryside. Consumers would expect to pay rather less for
their food. Environmentalists would welcome a massive switch in
public funding from market subsidies to environmental support
programmes. Businesses recognize that the reforms will enable trade
liberalisation to be extended, giving them wider marketing
opportunities. The new members of the EU will see the Fischler
approach as being fairer, and more tailored to their needs than the
existing proposals being offered.
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We also believe that whilst many farmers will be apprehensive of
change, and therefore resist it, their best interests would be served by
accepting the Fischler approach rather than rejecting it. The amount of
money available to farmers will decrease by a relatively small amount
(20% over 7 years), but much of this can be recovered by denying
‘middlemen’ the opportunity to exploit the present system. It is
estimated that only two-thirds of the money currently made available
ends up in the farmers’ pockets. Larger farmers would receive less
support, but they will be able to offset this by expanding their business
as production quotas and restraints are reduced. Smaller farmers should
receive more support, although in return they will be expected to adopt
environmentally friendly practices. Organic farmers would benefit at
the expense of those who damage the environment. The vast number of
small farmers in, for example, Poland, will find that the Fischler
approach is much more appropriate to their needs and expectations than
the existing proposals. Enterprising farmers keen to diversify, will be
encouraged to do so. Elderly farmers will be given more incentives to
retire. The growing importance of part-time farming, as an essential
means of maintaining a vigorous rural society, will be recognized.

Some will question why it is necessary to pay farmers anything to
pursue responsible farming practices, arguing that regulation is a much
more effective way. The state is much better at restraining people from
behaving badly than it is at encouraging them to become more
responsible. But the state, through incentives, can persuade farmers that
it is in their own interests to improve their practices.

There is a danger that payments for good environmental practices will
generate even more costly and potentially corrupting bureaucracy. A
common sense approach to enforcement is essential, using a mixture of
self regulation and light-touch inspection but with severe penalties for
failing to comply.

Germany would like to see much of the financing of agricultural
policies handed back to member states in order to reduce its own
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contributions to the EU budget, but the poorer, new members argue that
this would be unfair, because they would not be able to provide the
levels of support affordable by the richer countries. There needs to be
a compromise here. The poorer countries must continue to get the
benefits of fiscal transfers, but regions and nations should have the right
to address their own rural problems as long as, in doing so, they do not
distort the single market.

Whilst many of the proposals can be implemented unilaterally across
the European Union, any initiatives to reduce trade barriers will require
reciprocal action from other countries. The US and Canada in particular
must tackle their own protectionist practices. There will have to be
basic standards of food safety if markets are going to be opened up. The
monitoring of scientific developments such as genetically modified
plants, and hormone treatment of livestock, must be consistent and
agreed internationally.

But poorer countries cannot be expected, in their domestic markets, to
meet the standards of food safety, environmental and animal welfare
regulation which richer countries can afford. And national and regional
diversity must be tolerated, even if North European animal lovers are
understandably shocked by the bull fighters of Spain.

Older farmers remember the horrors of rural poverty in the pre-war
years, and fear that if reformers win the day, they will revert to the
misery of Steinbeck’s Grapes of Wrath. But they need not be fearful.
There is no plan to eliminate all support. Levels of aid will remain at
80% of existing levels. Furthermore the state offers its citizens,
including its farmers, a range of social provision which were
miniscule in those days — high standards of health care, extensive
social security safety nets and acceptable support for the old. A
generation ago many farmers in remote areas could not compete
against those who lived close to lucrative urban markets. Now, thanks
to the motorway revolution, most farmers can access and compete in
these markets.
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The competitive gap between European and North American
agriculture has narrowed as European farmers have improved their
outputs and reduced their costs through amalgamation and investment
in scientific and technological innovation. Although, as a result, there
are far fewer farmers, the industry still experiences severe labour
shortages, because farmers’ sons and daughters much prefer the
opportunities available to them in the towns, compared with the
physically demanding nature of farmwork. Ironically, if Western
Europe’s labour intensive farming of livestock and produce is to
survive, it will increasingly have to rely on migrant labour from the
new members. If labour is not available, it would be logical for Polish
farmers to supply these markets, rather than the Danish, Dutch and
Lincolnshire ones.

This project argues that the reform of agricultural policies offers real
benefits to Europe’s citizens, including most farmers. We believe that
the commitment to enlarge the EU and liberalise global trade in food
can only be achieved after radical agricultural reform. If the EU’s
political leaders fail to meet the challenge of reform, they will
jeopardize enlargement and global trade agreements, thereby
undermining social stability and economic prosperity. And if they fail
to reform the most anomalous and inappropriate of the EU’s policies
and institutions, they will do untold damage to the credibility of the EU
itself.

How to reform the CAP
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Executive Summary

European farmers receive 40% of their total revenue from the CAP, at
an annual cost of around €95 billion to European taxpayers and
shoppers. Spiralling costs, growing food surpluses, concern about the
environment and pressure from international trade agreements have
increased the pressure on the European Union to reform the CAP.

A broad model of CAP reform has emerged among agriculture policy
circles over recent years, elements of which have been implemented in
the reform rounds of the 1990s. Yet the CAP remains expensive,
inefficient and out-dated. The purpose of this report is not to describe
what a reformed CAP should look like, but to address the vexed political
question of how to get there. This requires a better understanding of the
distinctive politics of European agriculture and practical steps to help
policy entrepreneurs tip the balance in favour of reform.

Over the years the CAP has generated a political dynamic whereby the
potential costs of reform are highly concentrated among a clearly
defined and relatively small group of farmers while the potential benefits
are dispersed throughout the whole of European society. Agricultural
interests dominate a complex and secretive decision-making process that
has many veto points for opponents of change. Most changes to the CAP
have been small, incremental and focused more on addressing short-
term problems than working towards a clear long-term vision.

Variation in farm structures and diverse social and political attitudes to
farming and the countryside give rise to different approaches among
national governments to the CAP. Traditionally the UK, Sweden,
Denmark and the Netherlands have been the most pro-reform countries.
France, Spain, Ireland, Greece and Portugal have been the strongest
opponents of change. But crucially, the ever-increasing burden of EU
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contributions on German taxpayers and shockwaves from the recent BSE
crisis have combined to make Germany much more favourable to reform.

The European Commission’s proposals for the 2002/03 Mid-Term
Review are the most radical in CAP history. The proposed reforms would
reduce food prices for shoppers, remove incentives for farmers to over-
produce and make the countryside a better place to live and work.
Bureaucracy would be reduced and freer markets would increase
opportunities for entrepreneurial farmers to get better returns on their
businesses. The CAP would be made more compatible with the
enlargement of the EU into central and eastern Europe and the EU would
be able to assume a strong position in the current round of WTO
negotiations. On the downside, farmers would no longer enjoy artificially
inflated prices and farm support payments would be made conditional
upon observing good farm practice. Agricultural land values may fall,
eroding the wealth of landowners although reducing rents for tenant
farmers. Although there would be long-term benefits from a freer, less
constrained agricultural marketplace, many farms would have to make
significant and difficult adjustments to this new business environment.

While farm unions strongly opposed to CAP reform have traditionally
dominated the debate at national and EU level, their position is under
challenge from a diverse constellation of NGOs and lobby groups in
favour of reform. Despite food safety scares and a “rural crisis” in some
regions, agriculture policy does not appear to be a salient issue in day-
to-day politics. There is little evidence of a groundswell of public
support for CAP reform. Yet opinion surveys show that many European
citizens back the core policy objectives of CAP reform.

Longstanding political obstacles to CAP reform can only be overcome
through policy entrepreneurship. This takes many forms, including the

following:

1. Policy proposals for a reformed CAP should pay attention to
political viability as well as economic efficiency. The CAP has
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created entrenched interests that benefit from the status quo.
Reform is bound to create some losers. Compensating losers helps
reduce the strength of political opposition to reform. Providing
special help to the large number of small farmers is a relatively
inexpensive way to diffuse a significant obstacle to reform.
Converting existing subsidies into tradable bonds helps to offset the
effect of a gradual phasing out of subsidies. Other ways to increase
political viability through policy design include: Implementing
reform gradually; minimising redistribution between countries;
increasing national discretion; encouraging private sector farm
safety nets; and ensuring that farm support payments underpin farm
incomes rather than land values.

2. A broad, inclusive coalition reflecting the many benefits of CAP
reform will increase the political pressure for reform. Farming
interests opposed to reform dominate the debate on the CAP. Ever
more NGOs and other groups are taking an interest in CAP reform.
Building a coalition from diverse interests means establishing
common ground and maximising the mobilisation of all potential
winners. The issue of CAP reform has many dimensions. The way
reformers frame the debate will vary depending upon the audience.

3. Changing the CAP decision-making process could increase the
chances of achieving reform. Current decision-making structures
are secretive, dominated by agriculture interests and provide many
veto points for opponents of reform. Opening up the Council of
Ministers to public scrutiny and increasing the role of finance, trade
and environment ministers will increase the chances of reform.

4. Reformers should anticipate and take advantage of the limited
windows of opportunity when CAP reform is possible. Factors
that determine windows of opportunity for CAP reform include
WTO negotiations, the timetable for enlargement of the EU, national
election cycles, EU budget timelines and the rotating EU Presidency.

How to reform the CAP

1 Introduction: a route-map for reform

Throughout the developed world, agricultural subsidies have proved
notoriously resistant to reform. While economic sectors such as energy,
heavy engineering, manufacturing, transport and telecommunications
have been subject to deregulation, privatisation and trade liberalisation
initiatives, farming continues to be subject to complex systems of state
intervention and trade protection.

The Common Agricultural Policy of the European Union is no
exception. Reforms during the 1990s made some improvements to the
CAP but fell short of the radical change sought by most reformers.
European agriculture remains among the most heavily subsidised in the
world.

The need for reform has never been greater — and the opportunity for
reform has never been better. The CAP has done little to address the
social and economic consequences of structural economic changes in
Europe’s remote and deprived rural areas. In some cases it has made
matters worse. Farm incomes have fallen to historically low levels.
Public confidence in some modern farming methods has been shaken by
food safety scares. And as it stands, the CAP is endangering Europe’s
ambitions for further agreements on world trade liberalisation and
enlargement into Central and Eastern Europe.

Europe has an unprecedented window of opportunity to create a new
agricultural and rural policy framework to address the needs of today and
meet the challenges of the future. While setting budgets until 2006, the
Agenda 2000 agreement provided for a Mid-Term Review (MTR)
process in 2002-03. The Commission has made radical proposals for
the MTR and started a debate that will intensify over the next six
months.

Introduction: a route-map for reform



There is no shortage of scholarly critiques of the shortcomings of the
CAP and there are many imaginative blueprints for what a reformed
CAP should look like.' This report is not meant to add to this literature.
The intention is rather to understand, in political terms, how to get
there.

The report describes the political landscape of CAP reform and outlines
a political route-map for reform. The analysis focuses on likely winners
and losers from CAP reform, public attitudes to farm and rural policy,
variation in the approaches of EU member states to the CAP and the
role of public institutions and interest groups at EU, national and
regional levels. The upcoming Mid-Term Review is examined, both in
terms of the political rationale of the Commission’s radical proposals
and the emerging groupings of pro- and anti-reform member states. As
a political process CAP reform does not exist in isolation. It influences
and is influenced by other highly politicised processes including WTO
negotiations and development and enlargement of the European Union
itself. These important linkages are of central importance to the
political dynamics of European agriculture policy.

The report concludes with ideas about how policy entrepreneurs can
increase the chances of achieving CAP reform. Political viability of
reform proposals can be increased through smart policy design. A
broad, inclusive and vocal coalition for reform will increase the
pressure on politicians to deliver reform and challenge the dominant
position of farming interests opposed to reform. The rules of the CAP
decision-making process can be changed to correct the current bias
against reform. CAP reformers must anticipate and make the most of
limited windows of opportunity where an agreement on radical reform
is feasible.

How to reform the CAP

2 The direction of reform

The evolution of European agriculture policy

A founding element of the European Economic Community, the CAP
was constructed along the lines of existing French and German
agricultural subsidy arrangements. Its aims reflected post-war concerns:
the prevention of food shortages, the stabilisation of food prices and the
guarantee of reasonable incomes to European farmers. Until the 1980s
the CAP operated through a combination of agricultural prices fixed
above prevailing world prices, tariff and quota barriers on imports into
the Community and subsidies for EU exporters. In this form, the CAP
was largely a transfer of income from shoppers to farmers through an
invisible food tax. This kept the high level of support concealed and the
role of government obscured.’

Increases in agricultural productivity and the maintenance of
Community prices above market clearing levels led to large surpluses in
many commodities and expensive budgetary measures to dispose of
them. An attempt to address the surplus problem was made in the 1980s
with the introduction of quotas to limit production in some sectors. Even
after quotas were introduced, ever-greater intervention buying and
export subsidies increased costs to taxpayers.

The CAP has contributed to dramatic increases in the productivity of
European agriculture and the increased wealth of many agricultural
landowners. The downsides are higher food prices for shoppers, a
heavy burden on taxpayers, the destabilisation of world markets,
environmental damage and increased bureaucracy.

The MacSharry reforms of 1992 brought about reductions in support

prices, with farmers being compensated by new direct payments linked
to historic yields. In some cases direct payments were structured to
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encourage less intensive production methods. This was an attempt to
break the link between production levels and subsidy levels and thereby
reduce incentives to over-produce. The Agenda 2000 reforms agreed in
1999 continued the MacSharry approach of price cuts compensated by
direct payments. Together, the reforms of the 1990s started to transform
the CAP from a farm subsidy system paid for by shoppers into a farm
subsidy system paid for by taxpayers. Direct payments have increased
the visibility of farm subsidies (both to farmers and to the general
public) and have required that farmers apply to the government to
receive a growing proportion of their support. The reforms have
reduced the overall level of transfers from European society to its
farmers by around 30%.° However, the CAP still represents around half
of the total EU budget.

The new “second pillar”

The most innovative element of the Agenda 2000 agriculture package
was the creation of a “second pillar” of the CAP known as the Rural
Development Regulation (RDR). Pillar II enshrines at EU level a
number of environmental and broader rural development schemes
designed to recognise the environmental, social and cultural aspects of
farming (known as “multifunctionality”).*

By and large Pillar II supports are decoupled from production levels
and so cause much less economic distortion than the direct market
interventions of Pillar I. For this reason Pillar II measures are exempt
from commitments to reduce trade-distorting farm subsidies made by
the EU in free trade agreements.

According to the World Trade Organisation (WTO) Agreement on
Agriculture, to qualify for the “green box” exemption, a subsidy must
not distort trade, or must cause minimal distortion. The subsidy must
be government—funded (i.e. not funded by charging consumers higher
prices) and must not involve price support. They tend to be
programmes that are not directed at particular products, and include
direct income supports for farmers that are not related to production.

How to reform the CAP

Table 1: Evolution of the CAP: conceptual differences

Original CAP

Current CAP

“Emerging model” for
future of CAP

Type of support

Price supports

Linked to production

Direct payments

Linked to production

Direct payments

Decoupled from
production

Environmental
and rural economy
aspects

No environmental
conditions

Some rural
development &
environmental
measures

Some environmental
conditions

More rural
development measures

Many environmental
conditions

No rural development
& environmental
measures

Trade aspects

Export subsidies

Export subsidies

No export subsidies

Import barriers

Import barriers

No import barriers

Administration

Centrally run

Less bureaucratic

Centrally run, with
some national and
regional discretion

More bureaucratic

More national and
regional discretion

More bureaucratic

Who pays? Shoppers Shoppers and Taxpayers
taxpayers
Visibility of Low Medium High

support levels

Objectives

Increase food
production; ensure
stable prices; boost
farm incomes

Boost farm incomes;
encourage
environmental
protection

Develop rural
economies; protect
rural environment;
reward good farming
practices

Economic distortion

High

Medium to High

Low

WTO green box

No

Some

Yes

EU food prices

Above world prices

Above world prices

Closer to world prices

Budgetary cost

Low to medium

High

Medium to high

Financial
Commitment

Open-ended

Budget ceilings

Budget ceilings
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Although widely welcomed by many long-time CAP reform advocates
the second pillar currently represents just 10-15% of the total CAP
budget. Agenda 2000 gave member states the option of transferring up
to 20% of first pillar expenditure into the second pillar but only the UK
has opted to do so.” Expenditure in Rural Development Programmes
varies greatly between member states reflecting historically different
levels of commitment to rural development and conservation
objectives.

The development and future of Pillar II is the subject of a forthcoming
Foreign Policy Centre policy brief.

An emerging reform model

Changes to the CAP over the past 15 years suggest an emerging model
for reform, towards which the CAP is slowly moving.® Table 1 shows
the key conceptual differences between the old-style CAP, the current
CAP and an emerging model for a reformed CAP. Although the
emerging model is quite different from the original CAP in both its
objectives and policy instruments it does not represent a challenge to
the underlying policy paradigm that European farmers are entitled to
large transfers of money from the rest of society.’

How to reform the CAP

3 The politics of previous CAP
reform attempts

Analysis of previous reform attempts gives important lessons on the
political challenges of CAP reform today.

Mid-1980s

The reforms of the 1980s were driven by the twin problems of rising
budgetary costs and food surpluses. The reforms did not solve the root
causes of the problems; rather they worked to reduce some of the
symptoms. Among member states, the UK and the Netherlands were
the strongest proponents of reform. France and Germany were opposed
to major changes. Farmers opposed the reforms, and there was little
involvement of other groups such as taxpayer and consumer groups or
environmentalists.®

1992: MacSharry Reforms

The 1992 reforms were driven by the continuing problem of structural
surpluses combined with the need to find an accommodation on
agriculture within the ongoing Uruguay round of GATT negotiations. The
CAP was coming under heavy diplomatic pressure from the United States
and the Cairns Group of agricultural exporting countries. It was possible
that the CAP would become a major obstruction to a wider agreement on
trade liberalisation that would bring real benefits to the EU economy.

The original proposal by Commissioner MacSharry was more far-
reaching than the final agreement. The UK, the Netherlands, Belgium
and Denmark advocated radical reform. France was a strong opponent
of any reform although in the end it did not veto the final, weakened
reform package. It has been suggested that on this occasion the desire
of the French business sector for success in the GATT round prevailed
over the political power of French farmers strongly opposed to reform.
The need to deliver CAP reform to ensure success in the GATT round

The politics of previous CAP reform attempts
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is what tipped the balance in 1992.°

The MacSharry reforms are the most significant in the history of the
CAP. They represent the beginning of a real change in emphasis from
price support to direct payments and signal the future direction of
reform. Farmers strongly opposed the idea of direct payments, arguing
that it was undignified to receive government handouts. It is possible
that their fears were well founded. Direct payments have created
important political feedbacks that further undermine the CAP. First,
they have revealed how much Europe spends on its farmers and how
reliant European farmers are on public subsidy. Second, they have
required the imposition of significant new bureaucratic burdens on
farm businesses. Both of these (unintended) effects have generated new
impetus for further CAP reform."

1999: Agenda 2000

The Agenda 2000 agreement was driven by the need to ready the CAP
for the eastward enlargement of the EU and the new round of WTO
negotiations. There was also a desire to address the problem of the
ever-increasing CAP budget. For the first time there was an important
environmental driver as it became increasingly evident that intensive
agriculture was having a damaging effect on the environment.

During the Agenda 2000 negotiations the UK, Sweden, Denmark and
Italy joined together as the pro-reform “gang of four”. France, Spain,
Portugal, Greece and Ireland were the strongest opponents of reform,
with Germany also opposing many of the gang of four’s proposals. In
March 1999 Agriculture Ministers agreed a package of measures that,
although less radical than the Commission had originally proposed,
represented real progress towards reform. Yet Heads of Government
further watered down the reforms at the Berlin Summit in July 1999, an
outcome seen as a victory for French President Jacques Chirac."

The Agenda 2000 reforms did nothing to reduce the budgetary cost of the
CAP since compensation for cuts in support prices actually increased
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burdens on taxpayers. Even so, it is estimated that once fully
implemented in 2008 the package will bring annual net economic welfare
benefits of €7.5 billion to the EU economy (not including dynamic gains
through reduced economic distortion).”” Environmentalists and
countryside groups welcomed the creation of a second pillar but
recognised that in terms of funding, the RDR would be dwarfed by old-
style production subsidies. Agenda 2000 put off most of the difficult
questions relating to enlargement and the WTO for another day.

Common Themes
Common themes emerge from the history of CAP reform:

First, the reform process tends to move at the pace of the slowest. Reform
proposals are drawn up by the Commission, which in the interests of the
wider project of European integration, places a strong emphasis on
accommodating the needs of each member state. The Commission and
the Agriculture Council try to achieve consensus and avoid conflict
wherever possible. Many veto points in the EU decision-making process
provide opportunities for opponents to obstruct reform. As former
French Agriculture Minister Jean Glavany has remarked: “The CAP is a
heavy cruise ship that can’t make a U-turn like an inflatable dinghy... all
it takes is for one country to oppose it, for the rules not to change.”"*

Second, farmers and their representative organisations have strongly
opposed reform and have succeeded in preventing radical change. The
benefits of the CAP are concentrated among the EU’s 7 million
farmers; the costs of the CAP are dispersed among 375 million EU
citizens. This means farmers have always been much more strongly
motivated to lobby governments to preserve the CAP than the rest of
society is motivated to campaign for reform." It has been estimated that
EU farmers’ stake in preserving agricultural support is, on average, 9.5
times higher than consumers’ and taxpayers’ stake in eliminating it."

Third, the pre-eminence of agriculture ministries in CAP decision-
making militates against reform. Politicians and officials in these

The politics of previous CAP reform attempts
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ministries usually have close links to farming representatives and tend
to see their role as serving farm interests. Sometimes this can be at the
expense of other parts of society. Finance and environment ministries
have a legitimate interest in the workings of the CAP, but have rarely
had much of a look-in. The freedom of agriculture ministers to advance
the sectional interests of a national farm lobby will usually be greater
in a coalition governments. In multiparty systems where coalition
governments are the norm a small rural or farming party may only
agree to join the governing coalition if it is awarded the agriculture
portfolio. Coalition governments tend to have lower levels of collective
responsibility and this allows a greater degree of autonomy for
individual Ministers.'®

Fourth, the higher the costs of no agreement, the more likely it is that a
significant reform will take place. CAP reform has tended to come
about as a direct reaction to acute problems, rather than as a carefully
planned evolution of agriculture policy.” Of these acute problems,
external issues have been more powerful drivers for reform than
internal problems. The need to find an accommodation between the
CAP and the Uruguay round of the GATT was the single largest driver
of the MacSharry reforms. Enlargement of the EU was a major driver
for Agenda 2000. Internal drivers like budgetary pressure, high food
prices, low farm incomes, food surpluses, market distortions and
negative environmental effects have not created sufficient political
momentum to bring about significant reform. These types of drivers
have been ignored, sidestepped or resulted in modest and incremental
changes and adjustments."

Fifth, there has been a powerful Franco-German axis in CAP decision-
making, reflecting the centrality of these two nations in the wider
European integration project. As with the European integration project,
Franco-German bilateralism is central to the history of the CAP. When
France and Germany oppose one another, the result has usually been
deadlock. When they agree, their common position tends to the
position accepted by other member states. France has often adopted a
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leadership role with respect to southern countries. Many northern
countries have looked to Germany."” Two recent challenges to Franco-
German hegemony are the formation of pro-reform groupings in 1992
and 1999, evolving into the CAPRI group in 2000 and the recent
changes in the agricultural policy of the German government following
the BSE crisis.

Sixth, reform to date can be characterised as “tinkering rather than
tackling”. Even after the changes of the 1990s the CAP is still largely
unreformed. 85-90% of agricultural supports are market distorting;
export subsidies have a dramatic and destabilising effect on world
markets; tariff barriers continue to disadvantage imports into the EU.
Existing policy arrangements tend to condition the range of alternative
responses to problems that arise. Faced with complexity and
uncertainty, policy makers tend to prefer incremental changes to
existing policies over radical reforms unless the total failure of the
existing policy becomes apparent.” Furthermore, the EU-wide network
of agriculture and rural policy experts remains strongly committed to
an interventionist policy paradigm and so favours moderate change
over fundamental reform.”

The politics of previous CAP reform attempts

14



15

4 \Winners and losers from CAP reform

A careful assessment of who wins and who loses from reform is central
to understanding the politics of the CAP. By providing large subsidies
to farmers the CAP has created many beneficiaries. But this has meant
burdens for those taxpayers and shoppers who foot the bill, for the
wider European economy and for countries outside the EU.

The current CAP

Where does the money go?

Farmers are the major recipients of CAP subsidies. For the period 1998-
2000 subsidies accounted for around 40% of gross farm revenues in the
EU. The OECD calculates that this is the equivalent of US$16,028 per
farmer, or US$762 per hectare.”? Subsidies are not evenly distributed
across agricultural sectors. The most heavily subsidised sectors are
arable crops, dairy, sugar, beef, sheep, tobacco, cotton and olive oil. By
comparison horticulture, poultry, egg and pig farmers receive very few
subsidies. Farms in remote and marginal areas tend to be more heavily
reliant on state support than farms in prime agricultural land.

The close link between output level and subsidy means that large farms
receive a large proportion of CAP support. The largest 2% of farms
receive 24% of all direct payments while the smallest 60% of farms
receive just 10%.”

While farmers are the primary recipients of CAP subsidies there are
“upstream” beneficiaries, primarily landowners, suppliers of farm
inputs and commodity traders. An OECD study estimates that in the
absence of agricultural subsidies land prices could fall by 30-40%
across the EU.* In the years just after the UK joined the EEC
agricultural land prices increased by 50% in real terms as the value of
future CAP payments were capitalised into land values.”” When New
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Zealand abolished its agricultural subsidies in the mid-1980s land
prices fell by 60%. They have recovered since then, but remain 25%
lower in real terms.*

By encouraging high productivity, the CAP stimulates demand for farm
inputs such as agrochemicals and farm machinery. As production
subsidies are reduced, it can be expected that revenues and profits to
firms supplying these inputs would fall.”

The high level of intervention in agricultural markets has created a
whole new sector of commodity traders and storage agencies. Most
estimates put the cost of this at around 10-15% of the total CAP budget.

Who pays?

Taxpayers and shoppers pay for the CAP through EU budget
contributions and higher food prices respectively. The CAP budget for
2002 is €45 billion.” The total annual cost to EU shoppers of artificially
high food prices is estimated to be in the region of €50 billion.” Together
this works out at over €250 a year for each EU citizen.

Insofar as the CAP encourages a more intensive form of agriculture
than would prevail in a freer market, there are additional costs to
society in the form of avoidable environmental damage. It is very
difficult to quantify environmental damage in monetary terms. It can
reasonably be argued that attempting to do so misses the point. One
estimate is that intensive farming in the EU causes avoidable
environmental damage costing around €9 billion a year.” A detailed
study estimated the value of negative environmental impact of
agriculture to be £2.3 billion a year in the UK alone.’" Not all of this
can be directly attributed to the CAP, although it is a contributory
factor. It is also argued that sustainable agriculture brings important
environmental benefits in terms of landscape and biodiversity.

Countries outside the EU also pay a price for the CAP. Subsidised
exports of food from the EU destabilise world markets and depress

Winners and losers from CAP reform
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prices. Barriers to imports into the EU disadvantage competitive non-
EU farmers. Developing countries are estimated to face annual welfare
losses of $20bn a year as a result of the developed world’s agricultural
policies.” Part of that is due to the policies of the US and other
developed countries but the CAP is the single largest culprit. Even the
EU’s recent initiative to give the very poorest developing countries free
access to its markets for ‘everything but arms’ contained significant
exemptions and delays for three key developing world agricultural
exports (rice, sugar and bananas).*

A reformed CAP

Who gains from reform?

Reform of the CAP would bring a wide range of benefits. Shoppers
would enjoy some reduction in food prices. A more economically
rational agricultural and rural policy would deliver savings for
taxpayers. Additional spending on rural development and agri-
environment schemes will make the countryside a better place to live and
work. Food manufacturers and retailers, although seldom ready to put
their heads above the parapet, are opposed to trade protection and
artificially high EU farm prices. Developing countries would benefit
from freer access to EU markets and reduced dumping. Enlargement of
the EU would be less problematic. The EU negotiating position in the
Doha round of WTO talks would be strengthened. The many benefits
from CAP reform are set out in greater detail in a forthcoming Foreign
Policy Centre policy brief.

The emerging model of reform set out in Section 2 does not mean the
abolition of all state support for agriculture. Considerable sums of
taxpayers’ money will continue to be transferred to farmers and rural
areas. Entrepreneurial farmers will benefit from less constrained and
distorted agriculture markets. Enterprising and environmentally aware
farmers will stand to benefit from a greater emphasis on Pillar II
support measures.

Although inflated land prices increase asset values for landowners, they
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can increase farm operating costs substantially, thereby reducing
competitiveness and creating incentives for farmers to be landowners
before being efficient farmers. High land prices and rents stifle
innovation, business growth and the ability of the farm sector to adjust
to a changing marketplace. Artificially inflated land prices make it
more difficult for successful farmers to grow their businesses and
increase the debt burden of farmers buying new land.

Higher land prices mean higher rents for tenant farmers. 39% of EU
farm area is tenanted. The greater the extent to which production
subsidies have become capitalised into land values and rents, the
smaller the benefits of the CAP to tenant farmers. Reducing land values
ought to have the effect of reducing the rents that tenant farmers pay.

The CAP encourages the overproduction of supported commodities,
driving down prices and profit margins. State intervention in
production decisions partially disconnects farmers from market signals.
Decoupling support from production will reconnect farmers with the
changing needs of their customers, and ensure that it is consumer
demand that determines what farmers produce.

A fall in the EU price of animal feeds will be a benefit to intensive,
non-grazing livestock farms and poultry and egg farms, as animal feeds
are a significant input cost. The benefit will be greater for the farms that
buy in feeds rather than grow it on farm.

Who loses from reform?

Despite many potential winners, it is the potential losers that dominate
the politics of CAP reform. Potential losers are almost always the most
vocal in debates over policy change. Decision-makers often shy away
from making policy improvements because they expect the political
backlash from the losers will outweigh the political rewards from the
winners. Understanding the needs of potential losers and incorporating
them into reform proposals is central to increasing the political viability
of reform.*

Winners and losers from CAP reform
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Although there are many benefits to farming from the replacement of a
distorting subsidy system with a broader rural development and agri-
environment policy the fact is that CAP supports currently provide 40%
of the gross revenue of European farming. Phasing out these supports,
even if new supports are made available through Pillar II, will have a
profound impact on most farm businesses. In the short-term the impact
on many farm businesses will be negative.

Some uncompetitive farm businesses have been kept afloat by
subsidies. These businesses will have to make significant adjustments
to prosper under a reformed CAP. Not all farmers have the business
know-how to manage this change successfully. Long-term structural
changes will continue and even accelerate. Some farmers will choose
to exit the industry.

Many farm households already have income from non-farming
activities. For 35% of European farmers farm income represents less
than half of total household income.” This diversification into non-
farming activities will be further encouraged by CAP reform.

The farms that lose most from a shift from Pillar I supports to Pillar 1T
supports are those most reliant on current production subsidies and
those which have the least opportunity for diversification and
qualification for expanded rural development and agri-environment
measures. Although it is very difficult to generalise across diverse farm
sectors, farms at greatest risk include the least competitive arable, sugar
beet, intensive beef and dairy operations.

Landowners may experience a fall in the value of their assets and thus
an increase in their debt/equity ratios, which could reduce their ability
to borrow money. The position would be worse for individuals who had
bought land relatively recently. Significant falls in land prices could lead
to a negative equity problem for farmers carrying a high level of debt.

Even within a single farm sector, debt levels vary enormously,
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reflecting the history and past business decisions of the farm. On
average, debt levels are highest in the most capital-intensive farm types
like intensive livestock, dairy and horticulture.® Of these, intensive
livestock and dairy farmers appear to be at greatest risk from the effect
of a decrease in land values on debt levels. Although fairly highly
indebted, pig, poultry and egg producers are relatively lightly aided
under the CAP, so have far fewer subsidies to lose.

Table 2: Farm diversification by member state, 2000

Denmark 65
Greece 55
Sweden 55
Austria 48
UK 47
Ireland 44
Belgium 39
Germany 38
Finland 37
EU-15 35
Portugal 35
France 33
Spain 30
Italy 29
Netherlands 27
Luxembourg 24

Source: Eurobarometer Flash Survey No 86 (Sept-Oct 2000)

Table 3 shows that the more commercial and capital-intensive farm
sectors of northern Europe have the greatest ratio of debt to gross value

Winners and losers from CAP reform
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added. Farm debt is less significant problem for farmers in southern
Europe and the Mediterranean.

The long-term shedding of manual labour by the farming sector is
likely to continue, and may be accelerated by CAP reform. However
rural employment would benefit if Pillar II measures are designed to
encourage labour-intensive rather than capital-intensive activities.
Enterprises focussed on environmental stewardship, tourism and
leisure and food processing would clearly require more labour than a
modern, mechanised farm.

Table 3: Farm debt to gross value added ratios

Average debt per  Average gross value Ratio of debt to

farm/euros added per farm/euros gross value added
Denmark 345,029 55,962 6.2
Sweden 109,240 18,698 5.8
Finland 51,804 12,992 4.0
Netherlands 320,692 81,190 3.9
Belgium 114,231 39,804 2.9
Austria 31,445 11,575 2.7
Germany 92,432 35,514 2.6
UK 101,524 45,872 2.2
Luxembourg 94,026 43,960 2.1
France 96,227 46,658 2.1
Ireland 13,864 18,278 0.8
Portugal 1,775 6,511 0.3
Spain 4,704 18,758 0.3
Italy 2,613 12,241 0.2
Greece 531 10,003 0.1

Source: Eurostat, own calculations
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5 Attitudes of European society
to reform

Public opinion

Public opinion surveys reveal that agriculture policy is rarely a salient
issue in European public discourse and that the European public is
quite uninformed about how the CAP works. Despite this, there is
evidence that the objectives of CAP reform could be expected to win
the support of European citizens.

Aims and objectives

When asked about the rationale for agriculture policy, the two most
popular objectives are consumer-related: ‘ensuring that agricultural
products are healthy and safe’ (90% approval) and ‘promoting respect
for the environment’ (89% approval). This compares to ‘providing
farmers with stable, adequate incomes’ (77% approval) and ‘reducing
development gaps between regions’ (74% approval).

The policy objective of ‘protecting small and medium sized farms’ has
an approval rating of 82% among all Europeans. Approval of this
objective is strongest in member states with large rural populations and
many small farms (Spain, Greece and Portugal), and weakest in member
states where the population is predominantly urban and farms are larger
and more commercially oriented (Denmark and the Netherlands).

80% of European citizens agree that the EU should intervene through
agriculture policy to ‘favour and improve life in the countryside’.
Again, the highest approval ratings are obtained in Spain, Greece and
Portugal. Countries where support for this objective is weakest are
Denmark and the Netherlands, just behind Belgium and France.”

In 2000, another survey showed that there was strong support for the
CAP within the EU public. 46% felt that agricultural support was

Attitudes of European society to reform
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insufficient and 28% said it was sufficient. Only 15 per cent said that it
was too high.*

In the same survey, a majority of Europeans thought the move from
Pillar I to Pillar II was a good thing (65%) or a very good thing (10%).
Only 15% felt it was a bad thing. Support was strongest in Ireland,
Greece, France and Spain and weakest in Sweden and Denmark. This
is a rather surprising finding, contradicting the respective positions of
the governments of these member states.

Table 3: Public attitudes to switching support from Pillar |

to Pillar li
Approval rating
General public Farmers
Ireland 44 36
Greece 44 40
France 42 11
Spain a1 18
Germany 39 12
Belgium 38 6
EU-15 37 22
Luxembourg 37 5
UK 36 15
Italy 35 27
Portugal 33 29
Finland 32 -5
Austria 31 5
Netherlands 31 15
Sweden 15 -9
Denmark 9 2

Source: Eurobarometer Flash Survey, 11/2000
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As would be expected, farmers are less favourable than the general
public towards the idea of shifting resources from Pillar I to Pillar II.
Interestingly, there is a much closer correlation between farmers and
the general public on this issue in Greece, Ireland, Italy and Portugal
than in the other eleven member states, perhaps reflecting the large
number of farmers in these countries and closer social links between
farmers and the rest of society.

Performance

Asked whether the CAP is delivering on its policy objectives,
respondents to the Eurobarometer survey were fairly evenly divided
between those who think the CAP performs “rather well”, those who
think it performs “rather badly” and those who don’t know.

In 2000, 52% of Europeans thought the CAP was able to ensure healthy
and safe food. Eight months later and following the news of a growing
BSE problem on the continent only 37% remained satisfied. The
Commission described the drop in confidence as “alarming.”*

Four out of ten Europeans think that the European Union’s agricultural
policy at present fulfils its role in promoting respect for the
environment. 34% think that it fulfils its role in this regard “rather
badly”. Approval is strongest in Germany (54% approval) and
Netherlands (52% approval). Disapproval is strongest in Denmark
(54% disapproval), Sweden and France (46% disapproval each).

Only 28% of Europeans think that the CAP fulfils its role “rather well”
in protecting small and medium-sized farms, whereas 44% think that it
fulfils its role “rather badly”. Germany (45% approval) and the
Netherlands (36% approval) compare to Finland (65% disapproval),
Denmark (64%), France (58%) and Sweden (54%).

This data shows that despite near unanimity among economists and

agricultural policy experts on the failings of the CAP a large proportion
of the European public are reasonably favourable about the policy.

Attitudes of European society to reform
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There certainly cannot be said to be a significant groundswell of public
opinion in favour of radical CAP reform.

Non-Governmental Organisations

NGOs and other interest groups play an important role in mediating
between the public and policy-makers. The power and diversity of
interest groups affect policy outcomes. It is easier for policy-makers to
achieve CAP reform when the issue attracts a large array of diverse
interests. There is less room for manoeuvre when a focussed, powerful
and united lobby dominates the debate.®

One study estimated that roughly £100 million is spent annually on the
salaries alone of agricultural NGO lobbyists in Brussels.” Farming
representatives are still dominant, but other groups are challenging this
supremacy.

Farming unions

At EU and member state level farming organisations are committed to
preserving the policy paradigm of large transfers of public money to
their members, preferably in the form of production-linked subsidies.
During the MacSharry reform negotiations farm unions were opposed
to moving from price supports to direct payments, arguing that such
payments are demeaning to farmers. With the emergence of Pillar II as
a possible alternative to production subsidies there is widespread
opposition among farm unions to the idea of farmers as “countryside
stewards” receiving payment for the delivery of environmental goods.
At the EU level, COPA and COGECA - the two largest European
farmers’ federations are firmly opposed to any consideration of CAP
reform before 2006.

Membership-based farm unions are easily the most influential interest
groups in determining European agriculture policy. Within each
country farming organisations tend to be monolithic, well organised,
well resourced and carefully focussed on a relatively small number of
issues that are of great importance to their members.
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Table 4: Membership density of farm and trade unions

Largest farm union % All trade unions %

France 54.5 23
Germany 90 40
Italy 76 50
UK 80 36.5

Source: Keeler (1996)

Table 5: Farmer attitudes to the CAP

"For you personally, would you say that the agricultural policy of the
European Union is...”

Favourable Unfavourable Neither Don’t know

Denmark 67 26 5 3

Ireland 65 26 7 3

Spain 34 51 12 4
Sweden 33 53 10 5

Luxembourg 32 42 22 4
Italy 27 65 8 0
EU-15 26 64 9 2
Belgium 26 65 8 0
Netherlands 24 57 8 12
France 21 69 9 3
Austria 20 69 9 1

Finland 19 69 9 3
Greece 19 66 10 5
UK 17 77 3 3
Portugal 14 62 20 4
Germany 12 83 3 2

Source: Eurobarometer Flash Survey, No 86 (Sept-Oct 2000)
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In northern countries there tends to be a single dominant farm union
while in southern countries there are often several organisations
representing slightly different farm interests. Table 4 shows that
membership densities of farm unions are high compared to other
comparable organisations such as trade unions.” High membership
density increases the campaigning power of farm unions as well as
enhancing their authority and legitimacy as representative
organisations.

Close, mutually reinforcing relationships between politicians,
bureaucrats and farm unions are typical. These “iron triangles” have
formed over time in response to the technical complexity and
interventionist character of the CAP and the power and influence of farm
unions within the political process, particularly at member state level.

The dominant position of traditional farming unions is not only being
challenged by other parts of society, but by other rural voices. In France
in recent years the left-leaning Confédération Paysanne has enjoyed a
renaissance as an alternative voice for many smallholders who have
traditionally been represented by the much Ilarger, right-leaning
Fédération Nationale des Syndicats d’Exploitants (FNSEA).* In the
UK the dominant position of the National Farmers Union has come
under pressure from organisations that claim to speak for smaller and
family farms and wider countryside interests.*

Despite being the main beneficiaries of the CAP and despite the
support of farm unions for the CAP, public opinion surveys have found
that in just two countries (Denmark and Ireland) where the majority of
farmers think that the CAP is favourable to them personally.*

Other NGOs

Whereas agriculture policy was once the exclusive preserve of
governments, farm unions and agricultural economists, there is an
increasingly diverse array of NGOs that are devoting policy
development and campaigning resources to agriculture issues.
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Membership of the eight largest European environmental NGOs stands
at over 20 million members. In some countries the membership of
environmental groups as a proportion of the total population is much
higher. Environment groups have strengthened their influence in
Brussels and are particularly strong in northern member states such as
Germany, Sweden, Italy, Denmark, the Netherlands and the UK. Many
environmental groups consider agriculture policy to be a central part of
their work. BirdLife International, Friends of the Earth, Greenpeace
and WWF are devoting significant resources to agriculture policy
development and strongly favour the emerging model of CAP reform.

Consumer organisations are stronger in some member states than
others, but are a less powerful lobby on the CAP than farmers or
environmentalists. A survey in 1999 found that 4% of Europeans are
members of a consumers association. The most significant
memberships were recorded in Luxembourg (29%), the Netherlands
(25%) and Sweden (22%) with membership not exceeding 10% in any
other member state.* The gains to consumers through cheaper food and
better value for taxpayers’ money provide strong motivations for
consumer organisations to lobby for CAP reform. The relationship
between CAP reform and food safety is less clear, although it could be
argued that the emphasis of Pillar II on promoting quality over
productivity would lead to improvements in safety standards.

The principal European consumers’ organisation is BEUC (Bureau
Européen des Unions de Consommateurs). BEUC submits opinions on
agricultural and food policy, and has representatives on all committees
that deal with consumer issues, including the advisory committees on
foodstuffs, agricultural products and customs.

In the UK the two largest consumer organisations consider the CAP
and food production policy more widely to be a major policy
development and campaigning issue.” In 2000, as a response to the
BSE crisis, the German government replaced its federal agriculture
ministry with a new Ministry for Consumer Protection, Nutrition and
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Agriculture. This change in name has been followed by a major change
in policy establishing consumer protection and sustainable agriculture
as the top priorities.

Another important lobby with an interest in the CAP is the array of rural
development advocacy groups. While sharing many of the objectives of
environmental and conservation NGOs, rural development advocates
have a broader agenda with poverty, unemployment, infrastructure and
public services in rural areas as key issues of concern.

The increasing importance of trade issues to overseas development
policy and the adverse impact of the CAP on many developing
countries means that development NGOs are more interested in CAP
reform than ever before. The abolition of export subsidies and
increasing market access for developing countries’ agricultural exports
are central components of many campaigns for “fair trade”.* The WTO
Doha Declaration, which places special emphasis on the needs of
developing countries, and the success of recent initiatives on debt
forgiveness reflect the increasing influence of development NGOs on
high-level policy agendas.

While it certainly helps to have environmental, consumer, rural
development, taxpayer and international development NGOs in favour
of CAP reform it is important to realise that it is just one of many issues
of concern for these groups. By contrast, the future of the CAP is
probably the single most important issue for farm unions. It can be
expected that farm unions will choose to devote more political
resources and will be better able to mobilise their members on CAP
reform than other NGOs.

How to reform the CAP

6 Member states’ approaches to
CAP reform

For most of the life of the CAP there has been little appetite among
European governments for reform. This is beginning to change.
Awareness of the shortcomings of the CAP is growing but there are
great differences over how the EU should respond. The high degree of
variation in attitudes towards agriculture policy among EU member
states has become the central feature of the politics of CAP reform.

Understanding general approaches

In recent years the member states most consistently in favour of CAP
reform have been the UK, Sweden and Denmark. Recently Germany
and the Netherlands have shown an interest in reform. France and
Ireland have come out strongly against CAP reform.” Austria,
Belgium, Luxembourg and Greece generally fall in behind the French
position.*

The positions of Italy, Spain and Portugal have been more difficult to
discern. They have each advanced their own distinctive reform proposals
over the past few years, often concentrating on food quality issues or
attempting to reorient the CAP towards “southern” agricultural products.
Italy was a member of the “London Club” of reform-minded countries
during the Agenda 2000 negotiations. Yet there is little common ground
between these countries and the northern European reform bloc.

What explains why some countries are pro-reform and others are not?
There are many factors involved, but the three most important are:

e The size of the agricultural sector relative to the rest of the
economy.

e Farm structures.

Member states’ approaches to CAP reform
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e Prevailing political and social attitudes towards farming and the
countryside.

The size of agriculture sectors

Countries with a relatively large farm sector such as France and Ireland
get more net benefits from the CAP than countries with a relatively
small farm sector such as Germany, and the UK. If a member state sees
that the CAP is a net benefit it can be expected to seek to preserve this
status quo. Countries with large farm sectors are also more inclined to
equate farmers’ sectional interests with the national interest.

Table 6: Agriculture in GDP by member state

Share of agriculture in GDP (%)

Greece 6.8
Spain 3.7
Ireland 2.6
Italy 24
Portugal 24
France 2.3
Netherlands 2.2
Denmark 2.0
EU-15 1.7
Austria 1.2
Belgium 1.1
Germany 0.9
Finland 0.9
United Kingdom 0.7
Sweden 0.7
Luxembourg 0.6
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The CAP is biased towards supporting commodities produced in
northern Europe, reflecting the agricultures of the six founding
members. Since the CAP rewards the most productive and efficient
farms, smaller and less efficient farms tend to get fewer benefits.
Southern countries with a large number of small farms (e.g. Portugal,
Italy and Greece) do less well out of the CAP than countries with
larger, more commercial farms.

Table 7: Total support by commodity, 2000

Commodity PSE* (million euros) % Gross Revenue
Wheat 8,570 43
Maize 2,335 36
Other grains 5,196 46
Rice 71 8
Oilseeds 1,261 30
Sugar 2,559 49
Milk 15,481 43
Beef and veal 19,856 75
Eggs 398 9
Poultry 4,695 57
Pigmeat 5,749 25
Sheepmeat 3,383 52
Other 28,334 28
Total 97,907 38

* The OECD defines the Producer Support Estimate as “an indicator of the
annual monetary value of gross transfers from consumers and taxpayers to
agricultural producers, measured at the farm-gate level, arising from policy
measures that support agriculture’.

Source: OECD (2001)

Member states’ approaches to CAP reform

32



33

The benefits of the CAP vary between member states, both in terms of
budget transfers and overall economic welfare effects. In terms of
budgetary transfers, Ireland, Greece, Spain, France, Denmark, Finland
and Portugal gain, while the remaining eight member states are net
losers. In terms of overall economic welfare, only Ireland, Greece,
Spain and Denmark gain from the CAP. For the other eleven member
states the CAP represents a net drain on GDP. The four countries that
lose the most from the CAP are Belgium, Germany, the Netherlands
and Sweden.”" Losses to the UK are partially mitigated by its budget
rebate mechanism.*

Figure 1: Net budgetary transfers and net economic welfare
benefit of the CAP, 1998 (€ per head)
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Variation in farming structures and in social attitudes to agriculture and
rural areas can be better understood using a three-pole typology
illustrated in Figure 2.

How to reform the CAP

Figure 2: A typology of European agriculture
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Political factors

In some member states CAP reform is a contentious political issue; in
others there is a measure of consensus among the main political parties’
attitudes to the CAP. In some countries there are political parties that
have strong connections to rural areas and to farming constituencies.
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These small parties are likely to do best under proportional
representation electoral systems.

The size and importance of the “farm vote” varies by more than just the
number of farmers in a society. The level of social solidarity between the
general population and farmers varies greatly. Rural votes are particularly
important in France. In the early 1990s, active farmers only made 4% of
the electorate but 17% of the electorate possessed a “strong agricultural
attribute”.”® By contrast, in fewer than a dozen UK parliamentary
constituencies does a majority of voters live in rural areas.*

Table 8: Rural population by member state, 2000

% Population

Table 9: Spending on rural development measures,

by member state, 2001

% on market support

% on rural development

Austria 56.5 43.5
Finland 58.4 41.6
Luxembourg 61.9 38.1
Portugal 70.8 29.2
Ireland 79.1 20.9
Italy 79.8 20.2
Sweden 79.8 20.2
Germany 82.7 17.3
Spain 82.9 171
EU-15 85.1 14.9
Greece 87.9 12.1
France 92.1 7.9
Netherlands 93.1 6.9
United Kingdom 94.3 5.7
Denmark 95.2 4.8
Belgium 95.8 4.2

Source: Figures presented at informal Agricultural Council, 30/04/2002

Sustainable development

Urban Rural

Portugal 38 62
Ireland 59 42
Greece 60 40
Austria 65 35
Finland 65 35
Italy 67 33
France 76 24
Spain 78 23
Sweden 83 17
Denmark 86 14
Germany 88 13
Netherlands 89 1
UK 90 1
Luxembourg 92 8

Belgium 97 3

Source: Euromonitor

How to reform the CAP

One of the core features of CAP reform is a move from a purely
productivist agriculture policy towards broader sustainable development
goals. Some member states have done more than others to promote
sustainable development policies in their domestic policies. Across the
EU, Pillar II accounts for just 10-15% of total CAP spending. However,
spending on rural development and agri-environment measures varies
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greatly between member states, reflecting at least in part the underlying
commitment to sustainable development objectives.

Overall, just 3% of land in the EU is farmed organically. But Sweden
(12.5%), Austria (7.9%) and Italy (6.8%) are far ahead of France
(1.2%) Ireland (0.7%) and Greece (0.6%), reflecting differences in
government support for organic farming and differences in consumer
preferences.

A strong commitment to sustainable agriculture is likely to be reflected

in a positive approach to the development of Pillar II as the future of
European agriculture policy.

How to reform the CAP

7 The Commission’s reform proposals

The Agenda 2000 agreement set the parameters of the CAP up to
2006/07. But it contained provision for a Mid-Term Review (MTR) of
most aspects of the CAP. Pro-reform interests have sought to use the
MTR as an opportunity for significant reform to make up for the
shortcomings of the Agenda 2000 agreement. Interests that favour the
status quo argue that the MTR should be a purely technical exercise in
which small adjustments are made to existing policies.

An overview

The Commission announced its proposals for the MTR in July 2002.
Their radical nature has surprised many. The centrepiece is the
transformation of existing direct payments to farmers into a new
payment decoupled from production levels. Initially these decoupled
payments will be based on entitlements over a recent reference period.
This would be expressed as an aid entitlement at a given number of
euros per hectare, and would be subject to the farmer observing good
farming practices (known as ‘cross-compliance’). No farm will be
allowed to receive more than €300,000 a year in direct payments.

The Commission is also proposing that payments under Pillar I be
gradually redirected to Pillar II, up to a maximum of 20% in 2011 (this
is known as modulation). Farmers receiving direct payments less than
€5,000 a year would be exempted from modulation.”

Pillar IT would be expanded both in financial terms and in the range of
schemes that it contains. New programmes would be introduced to
encourage improvements in animal welfare and encourage farmers to

join farm assurance schemes and producer groups.

Further reductions in support prices and export refunds for a number of
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commodities are proposed. This would bring EU prices closer to world
prices and reduce the volumes of surplus EU produce dumped on world
markets. Farmers would be partially compensated for price cuts by
increased direct payments.

The political rationale

The proposals share much with the emerging model of CAP reform
described in Section [X]. If implemented, they would deliver a
significantly more economically efficient CAP with a significantly
increased emphasis on rural development, environmental conservation
and food quality objectives. The proposals have been crafted to give the
EU a strong position in WTO negotiations and to accommodate the
accession of new member states in central and eastern Europe.

Taken together the Commission’s proposals are the most radical in the
history of the CAP. It is possible that the Commission has deliberately
aimed high expecting that its proposals will be watered down by the
Council of Ministers.

The Commission has worked hard to increase the political viability of
its proposals by offering “something for everyone”. Inevitably, just as
there is something for every member state to support, there is also
something that every member state will want to oppose.

Traditionally pro-reform countries are expected to welcome the
unexpectedly radical nature of the shift away from production subsidies.
The emphasis on environmental issues is designed to win the favour of
conservation-minded northern countries. Increased expenditure on
Pillar II, greater emphasis on food quality and regional distinctiveness
and favourable treatment of some Mediterranean commodities are all
intended to win support among traditionally anti-reform southern
member states. The interests of small farmers are protected by the
exemption of the smallest 60% of farmers from reductions in direct
payments. The bias of the current CAP in favour of very large farms is
corrected through the €300,000 ceiling on direct payments.

How to reform the CAP

Negotiations will continue into the autumn under the Danish
Presidency, with the hope that some agreement can be reached in
November, partly to avoid the issue being held over until the Heads of
Government meeting in December. It is difficult to say whether the
Commission will be able to maintain this timetable, but those opposed
to reform are likely to favour delay. French President Chirac was
successful in watering down the Agenda 2000 CAP reform agreement
at the Berlin Summit of 1999. Pro-reform member states will be keen
not to allow the same to happen to the Mid-Term Review.

External pressures for reform

Analyses of previous reform attempts reveal that CAP reform has been
driven by pressures external to agriculture policy. For the MTR, the key
external pressures are the need to make the CAP compatible with the
accession to the EU of central and east European countries (CEECs)
and the current WTO round of international trade negotiations.

Enlargement
The terms and conditions under which the CAP is applied to new
member states is the most important unresolved aspect of EU
enlargement.

Enlargement with full entitlement to CAP benefits and no phase-in
period would dramatically increase the burdens on contributor member
states and would break the ceilings on CAP expenditure set by Heads
of Government in 1999.

The current Danish EU Presidency is strongly committed to achieving
a final agreement on the terms of enlargement at the Copenhagen
Summit in December 2002. Even though many have worked hard to
keep negotiations on EU enlargement separate from CAP reform, the
fact is that the two processes are closely linked.

To keep within budgetary ceilings the Commission has proposed that
accession farmers in new member states initially receive 25% of direct
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payments, rising to 100% over 10 years. Poland and other CEECs have
strongly objected to this, arguing for direct payments to start at 40%
and for a shorter phase-in period. There are also concerns about the size
of quota entitlements for farmers in accession countries. Poland has a
large agricultural sector and it is feared that a bad deal for Polish
farmers in the accession treaty could jeopardise a “yes” vote in the
referendum on EU membership.

The current lack of agreement on the shape of the CAP beyond 2006
makes accession negotiations even more difficult. However, the
Commission’s proposals for the MTR give accession countries a clear
idea of the CAP beyond 2006.

The overriding political commitment of accession countries and of most
EU member states to enlargement is such that at the very least an outline
agreement on agriculture is likely to be reached by the end of 2002, with
the fine details to be worked out once the MTR is completed in 2003.
Enlargement is of such strategic importance to the EU and to accession
countries that failure to reach an outline agreement on agriculture is
unlikely to delay final accession agreements for very long.

Insofar as accession states see themselves as net beneficiaries of the
CAP they can be expected to argue against reform. On the other hand,
there are important ways in which a reformed CAP may be better suited
to the agriculture for CEECs.

CEEC farms are small by EU standards so they will stand to benefit
from reforms that correct the existing bias in favour of the largest
farms. CEEC farms tend to use much less fertiliser and pesticide than
EU farms. This puts them at an advantage in terms of qualifying for
new payments that reward low environmental impact and organic
farming. Another advantage of the proposed system is that it will not
require that accession countries create the complex and expensive
bureaucracy needed to manage markets and administer complex
commodity support schemes.

How to reform the CAP

Enlargement will have a significant effect on the distributive profile of
EU structural funds. After enlargement many deprived areas in
northern and western Europe will no longer qualify for large transfers
of structural funds. The accession of poorer countries in central and
eastern Europe will thus transform EU structural policy from a transfer
from prosperous regions to poorer regions into a transfer from
wealthier (northern and western) countries to poorer (southern and
eastern) countries. This will increase the divide between net
contributors and net beneficiaries, potentially undermining the consent
of net contributors to redistributive EU policies including the CAP.

WTO negotiations

The United States and the Cairns Group of agricultural exporting
countries have long opposed the CAP and sought to apply pressure on
the EU to reform its agriculture policies.”® For these countries, export
subsidies are the most unpopular element of the CAP.

The Doha Declaration agreed by members of the WTO in November
2001 sets the broad agenda for a new round of trade negotiations. It
contains explicit promises to address the trade needs of developing
countries. Their key demands are greater access to agricultural markets
in the EU and the US and an end to subsidised dumping of agricultural
products on world markets.

The US Farm Act of 2002 has dramatically increased subsidy levels
for American farmers, in many cases to similar levels in the EU. The
Act reverses all the progress towards reform made by the 1996 FAIR
Act. Although it is not absolutely clear whether the 2002 Act breaks
the letter of WTO rules, it is certainly against the spirit of the Doha
Declaration. The Act certainly undermines the moral authority of the
US to press other countries to reduce their levels of agricultural
support, as well as undermining the confidence of developing
countries that developed countries will keep the promises they have
made. If the US is entering a new era of trade protectionism, marking
a clear break from the Clinton administration’s free trade orientation,
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it will be politically much harder for Europe to proceed with CAP
reform.”

The Cairns Group of agricultural exporting countries continues to
argue for agricultural trade liberalisation. The pressure from these
countries in the WTO will remain strong, particularly in sectors where
these countries stand to gain, e.g. North America on grain and protein
crops Brazil on sugar and soya, Australia and New Zealand on
livestock and dairy products.

A key question is whether the Doha round of the WTO will provide
the same kind of pressure for CAP reform during this decade as the
Uruguay round of the GATT did during the 1990s. There are a
number of reasons why it is difficult to be optimistic. The Doha
agenda has not won the support of the business community in the
same way as the very large Uruguay round. Financial services stand
to make gains from Doha, but these are not perceived as crucial. Doha
has a seven-year phase-in period even after agreements are made. This
lengthy timescale goes beyond many medium-term planning horizons.
Moreover, many businesses in richer countries are concerned that
Doha will undermine the highly favourable terms of trade achieved in
the Uruguay round.*®

In addition, the anti-globalisation movement has created a climate of
at best controversy and at worst public hostility to the WTO. Many
businesses and politicians are unwilling to put their heads above the
parapet by openly campaigning for a successful Doha round.

The Doha round of WTO negotiations has a number of decision-points
with implications for the CAP reform process. March 2003 is the
deadline for agreeing the modalities of the round. A midway meeting
will take place in Mexico in September 2003. At either of these
meetings developing countries could withdraw support for the round if
they consider that the explicit promises to them in the Doha
Declaration are not being delivered. This would fundamentally
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undermine the viability of the round, and thereby weaken one of the
key external drivers of CAP reform.

The final summit to seal agreements is scheduled for Paris in January
2005. This is a tight deadline and it is conceivable that it could slip.
A delay in the WTO round could allow the agreement to take place at
the same time as discussion of the post-2006/07 EU financial
perspective.

Reaction to the proposals

The Commission’s proposals for the Mid-Term Review of the CAP
have brought a wide range of reactions from member states and NGOs.
Although there are 15 member states in reality the range of likely Mid-
Term Review outcomes is drawn by the approaches of the large
member states, particularly Germany and France. As it currently stands
the anti-reform group has greater voting strength in the Council of
Ministers, although the pro-reform group does command a blocking
minority.

Broadly anti-reform: France, Italy, Spain, Ireland, Greece, Austria,
Belgium, Portugal and Luxembourg (52 votes out of 87)

France is the most powerful supporter of the status quo. In a recent
response to the Commission’s proposals for the Mid-Term Review,
France not only proposes no reform before 2006, it actually calls for
increases in the levels of market intervention.” However France does
have an ambitious and distinctive approach to rural development that
emphasises territorial and environmental objectives and a whole-farm
approach to agriculture policy.® The principal innovation of the
French Rural Development Programme is the new farm-level
individual land management agreement (CTE). This suggests that
while the French still see market supports as central to agriculture
policy, they can be expected to make a positive contribution to the
development of Pillar II.*" Much of the innovation in French rural
policy took place under the socialist government of Lionel Jospin.
The electoral success of Chirac’s centre-right in 2002 could mean a
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return to more traditional and more conservative French agricultural
policy.

Broadly pro-reform: UK, Germany, Netherlands, Sweden, Denmark
and Finland (35 votes out of 87)

As the largest financial contributor to the CAP, Germany occupies a
pivotal position in CAP reform negotiations. A serious determination
by the German government to reduce the net financial contribution it
makes to European agriculture (or to the EU more generally) would
significantly increase the prospects for CAP reform.

Germany may seek to redress the financial imbalances of the CAP
through a greater degree of co-financing of CAP expenditure. This
would require that member states pay for a greater proportion of the
support that their own farmers receive. The effect would be to reduce
the imbalances between net beneficiaries from and net contributors to
the CAP. It would also sharpen incentives for all member states not to
propose purely self-interested expenditure, providing an additional
brake on spending. However, greater co-financing would be seen as
unfair to poorer EU member states and to the accession countries that
would find it difficult to match the high expenditure of wealthy member
states.

Despite recent changes in approach brought about by the BSE crisis,
Germany cannot be seen as a natural ally of traditionally reform-
minded member states. Germany has a tradition of interventionist farm
policy and a strong commitment to supporting the income of its farmers
(particularly in the southern Linder). This sets it aside from the more
free-market approach favoured by the UK, Sweden and Denmark.
Under a Green Party farm minister, Germany has become a strong
advocate of environmental protection, organic farming and animal
welfare. It is conceivable that Germany might favour a highly
interventionist (and even protectionist) CAP based around Pillar II
measures and a high level of consumer protection and environmental
regulation.

How to reform the CAP

The UK is a long-term advocate of CAP reform. Its priorities are to
increase market orientation of farming and reduce the cost of the CAP
through cuts to support prices and year-on-year reductions in direct
payments.” As the only member state to have used the option of
modulation to shift resources from Pillar I to Pillar II, the UK can be
expected to back further shifts.

The UK and Germany have some of the largest farms in Europe and
have traditionally defended their interests against attempts to favour
smaller farms by introducing upper limits on CAP entitlements. This
suggests they may oppose the Commission’s plan for compulsory
modulation to favour smaller farms.” The dairy sector remains one of
the most highly distorted farm sectors, and the UK is keen to abolish
quotas that constrain its competitive dairy farms. The UK farm lobby is
well matched by strong environment, rural development and animal
welfare lobbies that expect the Government to deliver in these areas.

At the EU level COPA and COGECA - the two largest European
farmers’ federations — have strongly criticised the Commission’s
proposals for the Mid-Term Review.* Within member states the
reaction of farm unions has been similar. The main farm unions in
France and Germany (FNSEA and DBV respectively) issued a joint
statement in opposition to the proposals.”® The President of the Irish
Farmers Association described the proposals as a “breach of faith” by
the Commission. Coldiretti, Italy’s largest farmers union, is less
critical, seeing the proposals as offering the chance to re-distribute
CAP funds in favour of Italian farmers. The President of the UK
National Farmers’ Union recognised that the CAP is “long overdue for
substantial change” and supported in principle the idea of decoupling
of supports from production levels. But the NFU is “fundamentally
opposed” to modulation of support payments. *

The Commission’s reform proposal