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The Comumon _'-.!|r.|'.|lll||"|. Froricy CAP) 15 a set of L3
The CAP |z problematic. [t ncoounis for 40 per cont of t kel bl fammers conkir | | &
land. It accounts for many of the quarrels among EU members and between the EU and third ns | ; —ceran -
et it 18 extremely difficult o reform. Glyven all these problems and its dominng 1 the budgpet, 0 | - =0us Akl - |
oo understanding of the CAP is essential to the stedy of Europenn integration. This chapter presents the Belgium T4 i 19 F
wuspn il elements and econommics of the CALP.
The best way to g lerstand today’s CAP B 1o realize that it is in transition betwe: n bwo rather -I.'|.|l|-.' Luxembourg i | s 104 {4
systems. The CAP started life In 1062 0% a straightd wward policy of keeping agriculiural prices Iligh amd : 11.4 .3 1 )
Technodogleal progress b :I|_'|::"I:|I.|l' hoAever, | vl this simple logie by turalng Enxroge ' Lt
inton sppirter of 1 For roasons describeed bebow, this ereated hinge problems and triggered a relonm Cr=rarn) 4.0 15 185 I,
TV M Mt has Been g § o S0 ¢ thie 1080s. The lalesi are the CAP 3420 refonns curmently being T S E r =
Franci 1.4 1.2 6.0 3 G
1} ||||"'|'.I|'|'I|'l'| ot
The refonm i leading towards a system whose logic is ab [ealy i, 7 LB 0.0 17
unrelated to fooxd proisctbog bt thed to socially desirable s
aned mural development, The peed and general direction of this relorn has been obvious from the beginning, EECH 11.5 el B

ically sensitive for so manyg members, relorm kas been plecemaeal and veny,

byt b
very show. That is why the CAP 8 so eomplex What we see tocay = not a well-designed policy aimed n

ause farming is %0 po

achieving well-thoughi-out objectives. It s a snapshot of an ongoing adjustneent process, Dhenimnark 154 | iy 245 Al
The radical translormation of Eurdpean agriciliure goes i 1] WAy e explalning why this process

i= 5o poditically painful and slow, The | i right panels of re 9,1 ahow what French farmdng with e Epeopeat . L ]

the CAP looked lke when B wns first formubated and how it looks now. When farming nvolved three-

horse ploughing teams, Exropean agricultire required a great deal more fanm workers than today's world

af tractors and hgh-tech production methods, This technological progress - combined with the fact that by the 1D } 00 for Britain versues the other nations

Exrapeans do not really eat much more food than they used 1o - means that nambers in the Tarm sector the down nas ch bigper ache on the Continent, This goes ¢ 1

| Britatn has always had o problem with the

iElens in very different sibantons

have been |'“"|”!| stendi 1 for dernides :'\'l'l""'"'"" L & agriciulivrnl ::'I:l' 11 whilch was basicall

i fo
Taal 1
downsizing. As the adgri
The CAF i3 a podicy the illy painful process of moving from one simple economle lodgie o
wnoiher hlh'-|l|-' econarmic logic, This suggests that the best way bo anders § thie C A

P |

AP hag been s programme almed at buffering the worst pain of this ineviiable

il sector changes, so too must the CAR

i

1t B in the poditics

and the CAP ks to sh

shimple economise |l::’|:.' belore dlscssing the umintended proh
reform the CAP towards its new simple econombe logie
e organizing frameworks i

nix nnd commaodity regimes

Unee we have hegs

Wi

peodicy inetrog

1l early CAP was designed to ensure tha

armers woilld get at least s minkmam price for thels outpuL,
I e TS jar

o l:1‘]1.L .'-];’13'7"'!--5

it estnhlished o price

{ floor. Such prices were set for moongy farm o
frakns, dalry products, beef, veal ond 5

a8, lnelinding
T | ¥ P Y ekl } -
{ear. For most of te CAF's existence, these prices weps batwesin Bl

arwd 100 per cent higher than world prices; dairy and susgor prices were oven big

! % 1:_:1.3.' E. L‘!h:. 3
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How does a gpvermiment enforce a price [loar

s LIne way Is to mpose an l'!.IlIII'I"-r:illl'-"|l.'ll':'. 1l minke it a erime io sell for less.

ihis rarely works when theee are millions of sellers and buyers as black n
Loy umpdermbnge the offlclal price.

Tahble i, | shows how Important agriculture was inw reels and corruption tend

t i now i terms of emppopment and GDP. In 1955
emplogment in all the ordginal Six menbers, In France the share was more than & quarter and in It

8 e CAP, instead, choas o mcrk el-based spstem called ‘marker Intervention’,

Ehvilyg

e g~ B g J [ 4 | (.
was a shocking 40 per cent, The shares in GDP were much lower, reflecting the low level of prasda

in the

sector, In the twenty-first century, agriculiure has shrunk (o a minor share of employment in all [ CAP prorised to bug unlimited pmounts of food at te price

sor, 50 the marked price could never
e, such purchases, however, were only the kast resart, | p il the 18708, the EU

situation n E

I I 1 I
fitain is akss shown in the fable, Owing to s I'\--'\-"\;l

or had already completed o greal bl of ita downsizing prosluets, 80 b eotild

WiErsIET |':'I||| an nations, The Sl LI AL il st Tarin

s trnde, the Britis) ise thekr de

ygricidiural sec wsiic price with tark( s - as we saw i Cha < thds, the best wap




220 .

. - . . P
to understand the simple logic of the eardy CAP is to use the standard ope-ecemy supply aoed demand
diaram Intradhreed In Ch ipder 4

8.1.1 Basic price-floor diagram for a net importer

The economics of the tariffs used to rakse EU food prices above the price floor are quite similar to the

stnndard tarlff analysis presented In Chapter 4. The CAP tariffs were called ‘varfable bevies" sinee they
hianpged dallyp with the world price, which [tself fluctuated due to shifts by waorled supply amd demand, The
tarl{f was adjusted to ensure that lmpors never

the warld price = P {gep Hl_lill“

paishied EU prices below the price [oor; for acompde, when

20, the tarklT necessany) Lo achievie twe price oor is 7, When the world is

P as ahown in the disgram, the tacifl only need o e T°

higher, =ayy, {

T )

e 83 Beonomiies of e CAPS saribie eyies' y

Home Honmse
Pricee CEMAENS supply

Economic impact of price flaor

The higher price induces
, Price floo a P e

o~ T

EU Tarmers 1o produce more
=L

i food (& instead of £

EU consumers to consume less
food (O indtead af C)

I|.”'| -
Imgeoerts
(aith

EU tarefl revenue to rise by the

i shaced box (winen world price 15
price Wy
floarl

Q

o
Imparts Dwithout price fleor)

A we saw in Chapter 4, the domestic price ends up as the world price plus the aff, Tor example,
Py + T. At this price, all domestic prodiection (eqeal to 2 B seld at the price floor, where the subscrig
T indicates Noor’. Domestle consumption s O and twe difference belwesn consmemption
equals the level of mports, In words, te vartabde levy mises the EU price by taxing imports

1l |l||||‘||||’||||:|

Readers will gabn grent Insight into all the complicated polities of the CAP and the probdems that arise from
different thinking on tarffs. As [t tums oat, any a7 ean be thowght of as an all-in-one package consisting
of {1 free trade in the presence ol (2] a n:'-ll::w-llll"-lill:l 0% "':|_:i:I| e T aued () @ |:-Il"|.l-\.'lll.l'| \il:ll'\il-\.lli I'||'I:|: i
T. Fimare 9.3 facilitates the analpsis

With fres trade (Le, wo tariff), the domestle price would be ™ but consumers woaild see this price plas
the tax T (8o they'd actwally pay M + L A preductbon subsidy means that the govemment pags fammers
T euros per kilo of food they sell at the market price I, 5o farmers wioatdd produce ns they woald when
the price was P4 T Sinee conanmers and prohieers see the same price ns with the tanff, they consuame
i |.l|-'-'|:l:'l.' exactly the same amounts {Cy and £, This implies thal imports are also the same, amely, ©;

mlmes &

Harme Haome
Price demand Supply

Tariff as tax and subsidy

Consumers refers to plus
tax T

Producers receive world price
plus subsidy T

Consurmption falls
{Cy instead of O and production
rises &y instead of 5

Tarifl revanwe minus subsidy
cost is shaded box

]

What nboart the tarifl revenue? There B ne tariff and thus oo tard{f revenue, but there is revene from
the consumption tax. The revenue from the consumption tax s the level of comsumption Cy tmes the tax
T {enqual to areas A + C; + B in the diagram). The consumption tax revenue, however, |5 offset by subsidy
expenditure. The cost of the production subsldy pagment to fammers 1= production 25 times T {equal to areas
A+ ) In the dingram). The difference between the new revenue and the new expenditure ks exactly B - the
amount of the tarllf revenue. Or to pot it differently, the government's receipt net of s pagments for lis
o -and-abald policy egenls (O =20 = F, Judl 58 w ith thee tail

This way of looking at the price fleor 1z nslghtfol sines it makes Lt plaln that EU consumers were the

ones paying the CAF's price floor, Part of what they pay goes to do
EL budget {areas B and C ) It also helps us understand the political diffleulttes encountered as the EU tried

to reform the sgstem.

reatic farmers (area A) and part to th

Asd we shall see, most of the reform mvalved lowering the price Tloop which s epuvalent o lowrering

thi subaidy 1o fommers. Plaindy, they wowld resist sueh a cut unless it was compensated somehow. Providing
cf rmangp atheky BEswes in CAP meforme Moreover, it 1a clear that swch
reforms are nod going to save masch mone, In 2
called direct popmeats’ insteacd of beelng

eam g

Such compensalion is the soupce

4, fanmers were | directiy by the ELU with seamathing
bl inclirectl) via arificially high prices, Desphie this, Uve shilt
sitpports o dicect pagpments can still be win=win, EL consumer surplus dses b A 4+ Cp 4 B+ 0

while thr direct pagpments necessary b fully compensate the farmers is just A+ C; + B

he overall wellfare ¢ffects of the tedlf are Gamiliar from Chapter 4. Figure 82 provides a recap of the
analjpsis The higher price (P + Tinstend of £, means that eonsaner surplias ks by A + C) + B+ Co. The
lirst purt, A + ) + B, reflects the higher cost that consumers poyj for the Tood they contings o consSumea
The second par, Cs, is what theg bese from the taff-induced drop in consimption. For producers, the galin
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iy proslinces surplus is equal to aren A We can think of this bnpact on pr wisting of the lnipact

ed without laridl plas thi

resalting from getting a higher price for the amount they) would have peo
gk In produces surplus from the higher sales

81.2 Farm size, efficiency and distribution of farmer benefits

The overall welfare pnalysss that hunps all EL farms together 1= useiul {or same il

inggs, bt in hices & very

i floars — the distribution of benelits among farms. This fact ks at e heart of one
il L
simple setting

Anyoiie w he has done nviech iravebling
different places. A whent Ty
veny dissimilar, On

ms that continues 1w plague today's CAP, so it i worth studying its basic ecconomic lagic ina

i e Parts Basin and o fuon on a small Greek isl:

ripe anel wery, very h
st REveir fedd’ (Tood produced per hiectare), ties

largge quantities of pesti idies to comntrol bugs, large quantities of chemical fertllzers to maintain the

1! |||_:E|: farm= tendd to be very In

Nl Seeds i

npply
sofl's

q,r|||I|_| and they use massive la boar-ssa Vi i hines 1o |||.-.|'|I. tenid and harvest. In the Greel islunds,

=X pEnsive hilgphegbeld, disenseresist

farms e senaller and less efficient. As we ghall see, these differences have lmportant Implications for the

distribution of gans from price |
Thi= kxx
gize Trodn small (e=s than § hectares) to very large (more than 100 hectares), The top bars show what share

of all B

Ors

¢+ facts are sl in the leftdand paned of Figure 9.4, The chut shows seven classes of farm

¢ of all EU2T farms

T Frmland ks held h‘li farms of ench cliss size., The bottom bars show what

¥ oo
tL IR AR
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rlution of faim L e of fa - |
-i " !|.\,|'_: i
Crvgr 100 e s [
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I'-: i :.--‘1-.—-? Share of farms that are big
5 el i ]
& to 10 Fan
L
0 '.*.:-':llr" T 49
0 50 W 2 40 &0 g20
Reairee AMEhors mniplation of Eurmgsean ilm =il I

il “Tams’ own hall the land, D nt For ||'|:|| :';-:'I el of all & farms. At the otle

r

el g-r_:-_|'||_|:||'-i rl M |||lill:

il ELET farms own less than & |
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pitch 18 aooul 07 hectares ) Thias more than two-thirds of fannms are s

in this sense, bt together they
I we worked only with

T ikl o e el ab |l

averdages, we would mis

Inged, ‘This shiows '.'-'!|'| |..I|J|| HEEe .:||;l|||_-\.|l-: (TRl i)

|= ol :I,|:|;II||I-| 0 #IToE.

LT

sirik
oissly aep

15 fact, seen in the dghit-hand pane] of Figune B4, is that the size distibuation varies

i N - Fre 1 E ™ . -
o5 Member States, In partienlar, only a small share of the foms o the central and easterm

- - ¥ ¥ . ™ L .
nations that joined in the 20005 are blg. This fact means that discssions about the distdbution of CAP

mramy moross farm sizes quickly becomes a discossion about distribatbon of 1 10NE]) ACToss nations.

The small-verses-darge logie Is best dhestrat
Ehere are andy bw
left-hanad L the larg

Mote that the small farm's supply curve Is above the burge fann's supply curve, reflectng the large fanm's

with the lwed

i Flipire AL To I\:I"'I' things '\-||'|;|||-|'_ U oS

armes in the EU one large and cose small, The small-farm supply curve b= shown b the

arm in the nelddle panel, and the total supply curve inthe dght-hand panel

greater efficiency. (Remenvber frosms Chapter 4 that the supply curve shows marginal cost, 2o a highee
supply curee means that the small farmm has higher macginal cost at ang level of okt

Price Prica Frica

Small farm supply curve Large farm supply curve
J ’ lotal supply curve
P
— — P T

T a

} e}

1 B

| g

] F
r
e

r .-"

Zemall ..IJ. £ i a

=

The world price & murked P, Node that
sl T weouled stoy
&

rlee only the large famm would produce anjpiling. Thae

FRETTAD:

h free trade singe the price would be below its marginal cost of producing

VT & sl amount. With the price Moor at P, = T, however, both farms produce, Specificallyy, the snall
{arm ||I-"-'|il'.'-"\- T T !.ll'.il' [nrm |-."||-:':I'.| H 2 it Taital CHIEpHaL 18 just thie s of the [wo
From Figuref

v wop s that the producer surplas gen: |..'_|,-::,I_|!|:,,-|.-|||;i.-|- [ewwr B aueite unevendy distriboted

, whille the large, moderm industrinl famm

Tl grmall, low leclavnladqy, higth-cost family farm earms only A
“iums A,

n— a4
LRk R ]

ould be intuitively ol

oHag, SINCE & |

hedps prodiscers in proportion to their

wdioers will benefit meore from I|I|'|I

o with

proddueer surplus b
=mall famm is A il 200 e income Tor owners of the lame fam is
laces Surplus that the large

arm would have without the price Toor
{ hig farms tend to be rleher than te owners of small arms This is the main point
o Thsors help all Tommers bot most of the gakns oo o large faners who temd to be rdeher; after all, they
own Ermer Tnmies
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This uneven-distribution point & critical - the key to mang of the CAMs paradoxes — so it B worth

nresen bl iE froon ano anplie. Few readens will be Gumbliar with modem Tammlng, DUl evernjoens has bien

1 by considering what would happen [ CAP-lbke poficies shers

sl sl

b mest Buropean nations, there are mamy, many food stores, i food sales are domin

gy ey make e polnt, we can think of there hodneg e typees ol =i

g huage

supenmarkel chaing. Simplifyl - ekl

fumilyj-nim sores and hppermarkels The small stores are moch mone no {
do their main foad shoppimg at hypermarkets, the fotnl sales of th many small stores 15 anly a fraction of
thee e nmes
todal pumber of stores, it secount for 80 per cend off sales. Now suppose that srmall, G

SPOAES, DT SIS RN ey

i

s, To be conerebe, suppose that e hpypermarkels account 1or ondy 20 per oot of e
-rwme] Sios

expericnoed severe problems and tee EL decided (o suppost tam, However, instead of subsbdizng only dee
srnall stores, thie EL decides (o suhsicize the sales of el food stores. Plainky, B0 per cent of the subsiaes woald
o o the hypermarkets that did nol need them, Cnee the hgpemerkets gof usedd 1o the billions, jou can bet
theat theqp would engaige i some pretty) Deroe politicking to hold on to e monaeg. Morsover, e patdic mighe
13 in thee betief that the fumds are hed)

St thie paodic Wy the millions of small, Famdly-ommed stores

In sEmmary, the distribationnl consequences of using préce Moors to sipport the ED famm sector are

quite reqressive:

¢ The benefits of price supports go mainly to the

{and the support s thed to

rgessl L Derms because bnrge faims produce o lol
{

il becanise burge Tarms G o b mnore effcient (so

vel of production

=|F CESlS Ane ||':-l.'| Or | Snee thi OWINGTSR af |:

1, Hee Beenietits of a price MNoor nne

s benel G e i

21

smatibenlly binsed in favour of lange, rich fnnms

=

& Sinee price floors are paid for by consumers (they) are the ones that hoee 1o pagy the higher price), and

foened tends 1o be more mporiant in the budget of poor £ les thun i ix in the budget of rich fantilies

price flooms are in essence pakd for by & mogressive consumptbon i,

When the CAP

Proxiue

profit). Specifically

# ‘The price Moors provided higher and more stable prices to farmers, so they wene happy

The booming growth of the 60 (see Chapler 1) was biased towands industry and citles, so ralsing

farm incones [ostered ‘socisl cobesion .

Fooui production roge and stabilized, which was viewsd as an Important achlevement at the time

Brescaiise many reincmbersd Tood shostiges and limper
s G . g
& The varatde aells even genecaied revemse Dor Uve Bl Duddepet

Haio

o speent an fi

s avernge ineomes were dskvg so mpidly - much faster than food prices — the share of ple's

ikl fell, Hey % should also note that many Earog 15 [l and =16l feel a great

dend of enpathyg th Fermers, They view agriciklture az a Tanm of éconamic ity ke athess,

The CAFs honegmuoady, however, ws W o enil
9.2.1 The ‘green’ revolution
T

farm anlnmals were selectively bred o boost gl

} addvances in W

[HHEL-WIT et o] gaw pevolistdo ||||.|_| atlon of sclence Lo agriciliee ':'|||!:'\1 and

. A whole agrochembeal bvdustey sprang up, producing

igtances ard CAP srablems . 225

EERICELIES: to control insects, herbleldes o controd weeds ansd chemical fertilizers to basost sodl Fertilitg,

Huge plantiivig nod harvesting machines wers dev cloped (o save Inbour, Strange as [t
riji-

] s toclay, this

a5 the ‘green revoluthon”
. I”Il thinse |.'|'I|' |:||'
& The resull was inpressive. ELU famm pE

Fing — swilelwd to these new,

more oyl
that the EV switched from |

In most sectors, this sort of rapid prod

thon rose rpdcdl)) - so moch so

J i T irl.!- 0B D] cX PRrterT 1N neoEl Larm prodiicis,
i grrovwth would be a cause for celebmtion In European
agricultare, It was called the ‘supply problen’, Other E ropean sectors that have experienced raphd

pechnoleglenl progress - eqp telecoms - saw rapkd price falls &g the «fficienc)

|_|i|.i:I'- Wi _!ﬁ:"-\."-'\.-'ll 1 DD

consumers. The political power of the EL farm lobby, however, was strong enough (o prevent this. EU food

joes comtinued fo e Hxe wbove the world price

9.2.2 Negative consequences of the 'supply problem’
Thiks combination of high, Mxed prices ancd

red a serfes of CAP refanms - the lnbest

’ 3 §
NI |-'.|| Prodress CroRlE ;

s wihale cnsende of problems

I was implemented in 2014, To understand thess,
the mnpact of a price floor in the presenci

ihiTted the supply curs

W STLE]) aitlve supply shock. Figune B shows the sitoation

Technological HNproY e down (recall L the supplyg curve s marginal cost,

Prica

EL supply. 5,
EU supply, 55
Green revolution impact

Technobogical improvemnenis
loweer marnginal cost

I _r_'_ 'i'-"— —Ey kU prica floos

This shifts down supply curve
from 5y to 54

e EU switches from Importing
Y T food to preducing surplus food

i L& (production exceads
: consumption at price floorl,
H i

i, EU demand Tariff revenue switches from
i pasitive Labod) to negative
! {derfal

g C Quantity

It . . bk . .
' LNe 8§ I_:'_::"lll shil, the L was & Tood UTHDTTEr A r worked as in Figure 9.2, After

the El .'\-|.|l|l:.| curve s 5 with the price floor b

s surplus food production;

an the ELT §

Kl IEsing |"'|,I HI.II'H."-\. oW thie o

somme facts showing e |
Elbistrate il points Thie

(KL Wl trade balanee are shown in Figare 8.7, using wh

1 reviellation boosted gickls (Le cutput et

B n .
Desetnre ) on 4 sastaived basis, As area harvested changed litle, ouipul rose along with the dsing yields

A8 eonisii i rose mone slowly than production, the ER

ol thae nte 150

swilched from mporting wheat o exporting it

Thia ahmple switch tringer a cascade of problems.
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[nitinlly, the surplus production was viewed as a tesporan) problem. The food was stored in the hope tha
XL SEison e :-|'-\.I;,|_|:'|._|
. = nat to hie
Arga harved lL- (1,000 h Wil |-i ot t 2
rf lghy and stable prices teamed with steady techanologier] proge
; 120, Q0 - e eort (1 OO0 H R ; { R
| ==== Export-import (1000 tons ttractive. The supply curve c--u.li-m--.l o 6hATE GRbwATAS: A6 thi
100,000 1 Yield (tonnesdha.l, right scale | [e The EU found {tsslf e owner of what the medin called ‘whe

an wolld exceed prosibction. The stored food was viewed as a buffer stock. This

P55 Mach: Investment b agriculmire very

EL were forced to contivee buylng food
t, beeef and butter nvoumtaing’. In 1955, twe EU
ot T kilos for each of Its eltizens. Muoch of this food mtied,

paging higth prices for food and then allowlng it 1o ot certainiy

) = | g had 158.6 million tonmes of oerea
AR.000: [ causing a majer pithlie relations problem
&0, 0040 4 : . tpoks bad )

' A

L froem the ecst of :'.'I.|ill!|.|" this feo=d. the EU also faced the |.r,.| lem o what to do with i, When

40,000 4 3

the oo "surphises’ Miest appeared, the EUV viewed them as temporary. To peduce the budget and disposal

000 4 e e P I prafslems, the EL sold the food at subshdized prices. Safme was 2old b6 non-standard consamers within the
. e EL. For example, n sixth of the wheat crop In 1968 was pendersd unfit for human consumption and sold

1 T —— e LI B o e i ns animad feed at 8 subsidized price. Tl r destinations For the subsidized sales were fopeign markets.

- [ L o ks practice of buying high domestically and salling clreap abroad s called ‘danping’, althoogh the EL
20000 61 wes ®71 W8 WE1 WEE W W9 2001 argon for it is ‘export restitution’ or "export subsldics”. P

Thee cost of such Xport subaldies can be thought of as ‘negative tarilfs’, That is, instead of buaglng
Snirre [53 Apr coline diniabeess at the low world price and selllng at the llgh supgeert price, the EL was buging high at the support price
and selling low at the world price. The eost is shawn i F
fonme by | paping |.-\.-'||| COorpog

like Tate & Lyle routinelp r

subsldies

1cne i B sz area dofe. Technb .||!!|_ thi=s was

NS to underiake the bug-h

1serli-low business. This s why companieg
v billkons of eamos from the CAP, The [LANIMENTE ar ealled BN pOr

Readers will realize that the B needed high eedifs and border controls 1o make the nrbee (Toor work
en when it was exporling. Although no imports come into the EU with the tariff set such that the suppor
price equala the world price plus the tarifl, they would i the taelff were removed. Every farmer i (e world
wonkd like to sell at the EL's price Moor instead of the world price; thus 1o reserve the higher price only for
EU producers, the workd price p

wrbee Thoor could

Tl rl'.“l_l il

ary. Since the EU longer & food importer, th
hle ta |-_'|' The CAP had to directly buy food at the price f
67 all the food that EL consunsess didn’ wand

Tl ipariedia e diffieulty) was budget

niod be malntnined with a vars

i M minis O o Figere

||-.I'1|-'|f||h- at the price f1 .
I shirt, the CAP :.||-|-Iu|-| |--|||r:.|| & mone-maker to g money drain as the EU had o dede outl large sums
s by the feogoess’ Dol e
Alhough the CAF cane Into operation In 1962, 1 did mot incuir & posktlve expenditine ol LD '-.'l
£ slaried i w paponentially, rising from 8 per cent in 136
fuow po pay Tor these hindered

lizs the EL tariff most exceed the price foor. For an exampde of the sort of
armuppling thatl cain result, sei J'i:m 9.2,

thi= howeyver, its cost and share of thie baw
&8 { Fignare 0.8). Fights over
pe

the 19508 and eRriy [RLE

! pooperition throagho

to S0 per cent n

'.“R.I-\.l bow and sell higth’ i% a sure wag (o make money, Unfortumately. two men woere acrested in Discember

CAFS "-.: AsiekiL "._::: SN as |.||l'|; AT 4L by pa |||E-LI||I-\-\.'\-I'.| i'l:-.-|||.\,|-cli-\.'|, Under pressamre froon Swiizecland’s R el “cos
R = Fobbyy, e nathon keeps beef prices very high — even higher than tvese fn the BT, The men were canght
L — —— "ll:ll'::':flil:'l'!-l! |{i||'|'=l:'l|"=.!II'~L'I!:I|"\-' 110 kilos of chilcken 57 kbes of Lumb aoad large ¢ quantities o |.||||||||.
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S0 === AR 5 budget share ire :ll:l'_EE-_l_k ! _ 00 il

W plan was o deliver the meat to & famdly farm, which would then vesell it in the Swiss markel

9.0 I ey L gg) This is hardiy a undque eocarrence. [n the same year, Swiss cstoms guards caught 8 man ssmiggling n
| - & = | 11 hapf - 1 & T ham ¢ .
¢80 4 ._.-"r m"----."\-_‘r___.----_.'_ E__f_j vang L4 topoyes of Dudeh beef and 15 tonmes of ham and cheese,
w E70 4 | r 0 Svivrrn [ased on &n online news story by Malcodm Ceiba, TR Deceintser 2062 hepeifarww, lhelocal oh/r 212 18 hasel: border
5 &0 ; b &0 ToiLE] ay Y
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10 4 ! 0 i"!'iluﬁl ng of EU ‘surplus’ food abrogd created the next problem — a forelgm trade problem. Under WO
o] o[ I SN i —— T+ U fles for manufactured goods, dumping is normally not permitted |x|.|.|||||".|.| n the practice 15 driven

AT 1943 1965 1967 19469 187 1'\-:'?3 T I-""Ill' ermiment export subsidies. However, before the 1994 Unegpeay Be

restrctions on the duniping of agrioaliurnl qoods
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The EL's ool -|'_||||||;||'i drove down workd [ood prices. As wWe gawW In I'!I='|'III s 4 and 5, n ::-l'l:l iy the
world price is a gain for net mporters but a loss for net exporters, While the world's net food importers did
ot complain, BU dumping infuriated the world's lnrge food exporters: Argenting, Australia, Bolivia, Brazil,
Chile, Colembin, Costa Rica, Guatemals, Mew Zealand, Paraguag, the Phillppines, Scuth Afriea, Thakland
ftly) — the LiSA

il EL markets Lo fhe exports of non-membsers, the CAP reduced the world price of food as

Ulinbneay), Canndn noed = most ot

Fsy shattin
wall a8 reduced the volunie ol noc-mes ihiers” exports. s the ELs Doodd surplus grew, and the ELl started 1o
sitbsidize 108 exports, Nog-memi=ens were further harmesd

Many countries impose soma: Fowrmm o Tt proteciloa o Tod, 5o while thae CAS tari(fs were harmuful

I 1 " k I
the world market, they wWere ol viewed A% parti wlat 11y o of line with the rest of the world’s Pracice

The anbsidized expor ol Foel, lowever. wag moee wveeeal, Additiomadiyg, the LSS onad e ELl were, at the

time, e only major subsidizers and often enguged In subskdy wars, We shall retom to the Intermational

imipaet of the CAP several times in the rest of this chapter.

A somewhat paradoxical effect of this raphd rec hnological proqgress was 2 shrinking of empogment in
the farm sector — the “Tamm income problem’, Desplte its massive budgetary eost aoad high impllelt fax
on Buropean food consumers, the CAP failed to bring the revard to farming in line with the Incomes of
average EU chtlzens, I 15H), the income froin Tarming per agrie wlturnl worker avensged beas tan 0 per

cent of the Income par worker in the EU 2 economy as a whole (Europenn Conmission, 1884). Wiike most

farm Tambly kecome was augnwented by some non-Gian samilngs, famming was not a very) attmctive actvicy.

Famners showed their discontent with the CAF by voling with their fect’, 1., l||Ii||II||| the secior, The

number of farms and farmers has declined stendilp sines e | &g b Ul K18 L I'llfl:l-'l' S5 This b= e Criest

» BT farmver foumdd thnt, even with CAP Support farm incomes were nol kesping
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g0 [OFarmers and farm wiarkers | =

The ||||| virrstis-smuill '_||!Ji|:' Ebissiraied in |"|:i| e B0 was |i|.I!_!I|i|'i'\.'!'a by gpreen reveluthon |.|"'='|I'il=.“;|'|5 Much of

the neew innovnlions worked best Tor larg scale farms, 50 the CHIEERLIE ol Lurge fames increased more than

that of stoall farms. This exacerbated the unequal distribution of CAP suppor

shows fisst how uneven the payments were in 20011, The pagment size categories are on the

left: they range from bess i O caros (Le these farmers actually owed the CAF money!) to over half
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a milllon euros. Whiat the figures shoa i that 58 per cent of faurmeers gol less than 1250 euros, While that il

soumdd Itke a nice amount of money o mvost readers, i0 1S peanols when it comes to nanning & bosiness, or

T ol i 1 - -
farm. For these famns, e CAP & not readly b Iplngg. A thee gdheer extreme, LEN recipbents gol, on average

1 industrial agrical
corporations. For them, e CAF is pr W =agjing goes, ‘rich or
poor, I8 alwas nkce to have mone

Table 8.2 also shows the shoure of CAP e goes 1o big nnd small recipients. Notiee that 80 per cent of
thee Tarros gt ol L5

~oent of the owomey). That menns that the 85 per cent of the money remaindng goes
b Just 20 per cent of tee fnrms, To pat it starkly, big fooms find the CAF hugely profitable, but for the vast
majoriiyp of fammers the CAP pagments are just enongh to keep them on the

{ ||!||'||:'|-|:||{|'I;.-:-\.'!|

The “industrialization of farming' that came with green-revolution technelogy had a negative impact on the
epvirsnrment and animal welfare. As the public’s concems over both reawakened n the 1980s and 1560

these harful effects of the CAP eroded public support For i

The CAP hammed the enviromoment in many waps, It indueed farmmers to apply more fentilizers and
|-"-"‘-|i"|'\.|-\.'.'=. I UL e 0SS T (IEE O i h hectare of land, The |'-"~|I'\'|'|||'|!|-\:'|'|'|:| & |nseril-natacal dbltxts
harmed wildlife numbers wnd div ergity, Land under cultivation expanded in ways that had damaging effects
skl atrbetiire, The UAFs

Irestoek enlerprises (o dairg) encournged ‘monoculiures’, which further reduced blodiversing. §

L1 subsidizntion of |l\.'|||!:"l. 1T CToyps | 2. eerenls, ollseeds, (AL E] ancd beans) and

] Iy sulfered from the nitmtes and ||||l|'=!.:;|..l_|"\1 in chemical fertilizers, which over-stimlated water

229




and s0 on, Where pork and beel production are particularly

! _'|'_||:| ||_'|'\: o thee I'|"‘-‘|l.|:||!J Lijt -'-r Enk
¥

¢ such a5 in the Nethertands, animal manure s the problem

Jusi as sci
nroducls = 1w ] .
lenst cost. Dolng so has involved studying the most effick als, the uae of antk :
disease and promote growth, the scientific design of animal feed and the breeding of higher-
anbmals. While ealsing Tarm |.-|---I'|- tivity, these practices hiove naoy i modern

s s2bll by thve mineds of many Buropeans.

ce mproved erop plelds, science has also been applied to boost the efficiency of ankmal

tacing the most meat ot B

nkles

-t eqos, milk, ete. Effictency in this sense tgpleally means |
LEH1RT] of ankr

plelding,
farming a wery long way from the pastoral sci

Some ispects of imchastrial farming became known to the wides pitblie as the resilt of two anbmal

e e-pesiETant

diseases, BEE. known as ‘mad cow’ disease, was spread by the practice ol
se} intor feed that was then given to healthy cows. Duthieaks

nrocessing the carcasses of

dead cows (some of which had the dise;

panpe | .
IHIELEES are

W noed, Lo SOTERLNn them, large o |jl|||l'r"-= af

5 ol kil

af ‘oot and mwuath’ disease akso o

v - s, - i 3 a e
jestroged to miligate the economic consequences The clisesiss the anlmals but renclers tegm

imrecomnormical
Gome Europeans reacted strongly against this *factory famming” as inhumane treatment ol andmals,
: i For inslance, a |Ii|||il:-I! E:L

While there are stne exiremisis, the concern has become quite malnst
TR Parlinment calling for anin
e petitlon wiorked, The Lisbon Treaty b

b= Lo b ' slmling In

cittzens slgned a 1881 petition to the
aty of Bome as sentent b
¢ States shall, since anly

fArtele 13 of EFE

| proteatinns:

hidied anly

3 i, & . =il
als nre sentlent belngs, pay Ml regard to the wellare requirements of

The last problem lacing the | thi growing realization that the dumping of food on the world market

AP was

wis harming the prospects of dev figg neations, The dumping of sugar and protection of cotton were
prrticulardy harmful to some of the world's peorest natlons As EU cltlzens started to realize this, attitudes
1 1o change

Sep Boo 0.3 for o discussion of the impaet of the EL sugar policy on Mozambl

b=t

| IR TR prices are

.y
The CAPs sugar poliey s one of the aldest and most cof x Bl e
il aif abaeil three times the world pric bt nuod For all |.II"'\.|.|'.'|.|' . AL the :'l'-lil- Prioe, mamny El
e switch 1o growing sugar beet. EL leaders recognized this inpending

kinta
forrvers would Tine it prodit
rohlem’ from the beginmdng, so e amoeaint | of sugar fior which farmers receive

1&! |||l.i

suppiy
|-r||'-\.:=__ Shee thee EL! |,|.-|_._|_|:|'| S TNCHE ST L

b Ehe [aleph 15 fie i the EL has 1o subsidize

the export of the excess, but again, not for all production. The EL setsa s inm amount

. i R i o
wif thil muat be sold ot workd prices. Une sLrange Lhulng alout

of exports it will subsidize; anything bey
EL suggar policy ks that il actually taxes El :
High EL tariffs shut off almost all imports, bt again with an exception. The EU allows
imported supgar from is former cols the so-cnlbed ACP (Afdcan, Caribbean and Pi
but the EU st re-gxport |1, with subs it already produces nwore sugar than il consumes. |

farmers in order to raige e money for the export subsidies

§ il

A Daf SOl

[Ter ) nuabons

Mote that more than half of e ELUS sgar 1s grown i g and France

Al adpuals wde e B the workd's bargest exporer (acoounting for approximately
twen-fifths) af white sugar, EU subsidies depress the world price and its tariffs deny other nations thr
opporiuity tosell in the ELY marked her, the CAP's sugar policy has a powerfully negative

npact ooy poor COUniries, especially on poor nedion frmdes — & groug that tend= to be the §

FaRkem 1
AR

peaple in poor coantres
I Y
-

aggregate, this ‘Adam Smith reform” was rot politieally feasible. Th
:

By way af ilustration, the non-govemmental organizaltion Oxiam has highlighted the impact of

ELU sugar palicies on Mommmbique {302, wwwoofnmoorg.uk). It poinds ot 1
Mozimbique is under 250 earos per gear and twosthirds of (he popalstion lve

r=capiEln ne
below the poveriy @

The B0 per cent of the |'-:-|'-|:|.'.Ii-:'-|- that lives in miral arcas relies maindy on agricaliore for their Byving,

with sugar preduction being the single largest source of jobs in the country, Oxfam estimates that
Mozambigue is one of the lowest-cost producers of sugar in the world, with a produection cost under 30
FUNDS er honae. r:-ﬂn'_ |_| |:f :':[ SIHpAl '.|:'|!'|"\1 '.l.'l"|-_|'\i |'||"':|| "||-'--"_.¢|||||||I|I||' ||i|’| :ri|| b % EN A COESSE LG :|r
e welcome. For o) '.||:i'-|l". the ELT ¢
Algeria and Nlgerda, natlons that would otheraise be natura

EXp0rt guhsldies wonl rOIts SlMost A Mlkcin tonres of SUFAr Lo

markets for Mozamblque’s sugar

Stiece 20006, the systemn has been becoiming less distortionany, whth supgort prices falling by about
0 per cent. The reform ncreased EU imports to the beneflt of developlng e

However, the developlng nation exporiers that get Hendced pr

UMLEY Sy exporiers.
. | .
erentlal access to the EU market
are harmmed by 08 (the ACP nations; ses Chapter 12 for detalla). These exporters face the same price
réduct

nole ecor . i ot the
The EL! is moving to a new simple CAF logic. Below we disrass some of the milestones in the transitbon
rtween the old and new w.'|||'||'|||- boqgle, bt first we expdonin the seonomics and politics of the new logic

This involves three steps, each comresponding to one of the thréee elements of the new s

temy; (1) support
prices lowered 1o the world price level, (2) farmers compensated for the tower prices with ‘decos
paygmeents’, and (3) & new linking
l.'-l'|f.'|||':|: d |-I|;l_| i

4 direct

aneemmns, particalarly the environwment, ankmak

|," ||',|' PAYIMENISE [0 5

wielopment

9.3.1 The logic of price cuts

Adam Emlth's ook The Wealth of Mafions, published b 1706, oo
¥ ring, which all stemn rom the fact &
conditons. Dvemproda

iins a simple solution o all the CAF=

T Lo el st

the EU was §
fom, I tum. was due o the fact that

The obvious solution was to let Smith's “invisible hand” guide production an

fiven waorld market
ove the waorld price.
consurmplion nstend of
peeliticallp-set support prices. This simple solution = lowering the support price to the world price, or
climinating the price floor all together and allowing the free-market price In food = is the Tirst pard of the
new CAP logic

ELl prices were o

The welfare galn from this cut-the-price reform is positive, as can be seen in Figure 9100 The lower pri
'|'||I||.I:| TS (O S S |_-!I|I1 |_|!'| I|'_|_' ArER a -+ W |:_|:|' |-.-l.'-'|'|'|||!| |||'-' i T '\1|_||'|II|_|'\-' ||!|-'I + b+ o Additios
the cost of the '‘negative tarlfC (Le. export subsldy) would be eliminated, sdding
b+ ¢+ o Intotal, EL welfare woukd risi |'|!I a+al=({ad+db+c)+(0+8 + ) W

an - aren of guin eq

n |'||II.||'\- nren b+ o

While eliminating or lowering the price ¢ woulld have solved the problem and ratsed EL welfare on

powerful.! Although there are few EU fanmers — less than & per ce on even back n the

v earned millions from
the EU sinee the 1060k, the CAP resembled a personal gold mine. Just as real gold-mine owners hire anmed

| peovwer was, and still is, enormous. To EU farmers whe |

imards to protect thelr bvvestment, EU farmers were willlg to spend milllons on the politbcking necessary

lek gpiand thesir “gold mine, L. prevent prices from bedng lowered withoul eompensation.”

1 pmparinnt io pole (el tho ELUs special treatmont of Eermers w
ooy in che i thee CIRCL) packs G

I Lhe o g FoETA e ks £ e

ari= ihai ihe
Maorway), Fi

81 000, Beess thimii
f the 1S4 amul
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9.3.2 Price cuts compensated by 'decoupled direct payments’
T ||l|i| i

rief

cal sodution wies 10 provide compensation that woald, inessence, bribe’ farmers into allowing CAP
ol thie second element (o wn, this o

s ermed “decoapled direel pagments”, The natory; the “de

o o procesd, This aad

he new CAF logric. In EL fnng
st papment” part is self-expl
fnaficates that payment of the moaney is not linked to food prodoction levels

nenEsation

:|I:|'\'|-':5-' |-\.||I

A= L barmnes out, s

Price-cns-wl

b TN PCETEERLON ARE WITN—WE llll': B iy !|'|'\-|_ [ ! .':ll; | oW I|'_|_' ::'_'i-'l 5 |__'|;'\-;1rl
was like n combinnlion of 5 consumption tnx and a production subsldyy. In this light, the x|:|'|||||-' eani-the -price
|'|".-\.-|II' would lnve removed ;'|||I|| -:I" LA .||||| thie '\1|:|I'\1|-\.i_|| ||. -"|I|-;!-r|:'l'\-\.-:'ll|ll—c ORI gl e Pelorm FeEmioyves
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In termis of Figure 9,010, the cut-prices-and-compensate reform lowers the price that both consumers and

|||'.-:::|_||'|'\- siee N termes ol '-_I"-'llll|I|:II'”|:-:-|.I":HE thie workd rlCe This reduces El -'-|||i'-|;|'|:-_i':' ralges L

i . i : 5 b
eonsummpition o ©F, thus ellminating the need for the EU 1o buy unwanted food amd durng it on the world

|;._|!'!..c|-: P‘I:' |'|||.|_'.:l'|";'~i:|||l: 11H |-;||r|'l'_"\-\. !.'h{-l.\.lll CEEL T ¢ L :;'|:|:;|| b thyils |||3-\.l- 51 o] o '\-\.|;|lr_|_|_-\.'

L &g a whole, Constinees s

would still make the whole reform a net winner for EU consumess and the

would rse by a + & and the producer surplus fion wottld be exactly ofTsel by the comper

leawing tax revemse implications. El taxpayers would save (& 4+ ¢ + 8 Teomn eliminating the expor subsidy)

Bt have Uoopay ta + o + o) i compensation. EU welfare would (s rse by (o + 03 & {0 (o + b + ¢} 4

(b <+ o 4 o), where the (0] shows twe impaet on B prodocers, The sum of this B the same as the cut-tee-

price reform, namely, s galn equal 1o the area b 4 o

; A i s =

Prics

EL) supply

CAF price-cut-reform: price falls 1o
: world price, boosting consumption to €
Old price fioor | and jowaring production to Z

Consumers gain a 4 b producers lose
Wharld price a + b 4 ¢ taxpayers gain b + ¢+ o
nét gain 15 &

CAP price-cut-and-compensate reform
same price and guantity effects, and
same walfare effects axcept the
producers’ o 15 shifted o laxpayers

Consurners gain & + b producers lose
EU demand nathing; taxpayers gain b + ¢ + J but lose
& 4 b+ ¢ net gain is b 4+ d

o
Py pommm -

l::llla':lil:,'

should not surprise readers who fully understand the logle in Chaprer 4, Stvee the

i= froam the |':|.-|.'|.||| ||-|':'\1|||_|;'I||.'|' L ST !|_'|||_|| ol L:l chlzens iransly FFIEL] 17

another sed of EL citizens, it has no impact on EU-leve] welfare. From an aggregate welfare pobnt of view
cut-the-price and cut-the-price referm-with-compensation are ldentical.

9.3.3 Linking direct payments to environmental and animal welfare goals

This euf-and-compensal

¢ reform made sense in the short mune Most |':.II||:£".L';|;:'\-\. wWiodlld digprese il Some
gort ol rarsitionn] compensation was owed (o farmers. After many pears, however, tw moral ense [ar

compensalion began to fde. The first steps townrds the new Togi FHHETRE 152 - belore most relers
of this book were bom, By the 2000, the pagnents started o look more Bke unjusiifed mnsfers. Two
devetopments exlenusted this impression. First, since the direct pagments were made o named farms and
farmers, the inequality docanmer
thix Quieen of

RO p 2 p
+ in Table 8.2 became vern) transparent. One could even see how moch

“nifland recelved in CAP pagments (2ee Box 0.5 Secand, the mone)) stirled going o millions
of farmers In central and eastern Europe, who had never experenced the price cuts bothe first place, They
were heing compensated for bosses they had never ncunred

COme reaction would have been to shift EU spending from [

15 Lo ather nrens, sny, B&D scheimes to
with youth UM ogrent, of ilew loprnent abd 1o Alrica. The political power of the fsrmers, however,

|.|.-'.'|-||:-:-|| this. The political

sodutlon was to fustify the payments on sociel grooe

I, such as protecting the
envirenment, promoting anlmal wellare, encouraging maml development, ede, In essenee, the *decoupled’
direct papgmenis were recoupled [o sonvething other than form oatpat

ney and the exiragrginary poitcal power ol i_l fal

To understand how much blg EU farmers would spend to resist simple price cuts, consider the numbers
invalved, taking the ET 2007-13 budget package as an example. This packiage allocated 330 billkon
ruros fo pagments to farmers and the sost o Eeeping farm prices high. There are only 12,6 million
people working in the farm sector. If the money were divided svenly, that would be about 26,000 euros
e PETSON — o ] worth Thghiing fos

The money, however, |2 not distributed o3 ey, as Tatle 8.2 showed, Most of the money

|
the largest farm owners. For .-:.;.|||||_|E|-_ In 2006, the EUES padd 3.1 billion ewros to 7.3 million fan
owners, with about 70

il

pert el of the moaney fpoing to jiest 10 per cent of these (the ones with the largest
landholdings). Soall farmem carmed muach lesm from the CAP ast, without the highier prices, many
would be driven ouwt of farming albogether

In & mutshell, the CAP meant loads of ensh Tor the happy lew (lange farms) bat it was o matter of
survival for the B0 per cend of ELU farmers with small operations, In addition to the cold-hearted political

logle of cash, part of the farmers’ digprogortionnte power stems from the warm-hearied feeling that

e average Euicopean has owards the seclon, opinion polls show that most EU citizens approve of CAP

spending in geme

he 85t ol Er iglish CAP recipbents (the Scottish and Welsh governmionits refitse to release the Informwmtion)
el

5 some of the richest people in the realme The Duke of Westminster, whose net worih s about €7
billion, peceived shout § | million over twe |pEATS, thi Duke of :'||:-\.|_|'-:_l'||||||:| kL milllon over e saimne
peried, and the Queen and Prince Charles recedved more than €15 million each, acooeding to the date. Thi
I|.=l._|iI| {aim :|!I B alson T O lardowmer in Seotland (for which the data ks still seceet). =20 this s i-||_|| il il

Sofiones ek restimate. Muliinatione] corporatbons, however, recelved sven moee. AR Elye head af e sarbeaidy
=4 i% thie |"'III|'_! B il |||:|| COrpOraton .l..f\.lr ‘:. |"-|:-_- |r Fose |_| riare tlehgn 10 tinies U
Ltieen nnd Prince Charkes, some € 130 mdlHon (et of this was spent on dumpiog sugar on dee warkd market )

papiments received 1)

Mesld got €30 million, Cwerall, there were 240525 names on the st but half af thee money wend to the tog

2 0 sl Gunmes, Sise

200} pecipients. Or, to pat It differentdy, ball the money was divided among the
Thr trarg rdian tewspaper’s website (hitpedimage. quardiaeo, oksys-filesGuonrdinndoommen s S00600/23
CAPpdl) for & foll L=t A stmilar st can be dovnlsaded for Denmark from seww dicnrdk
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4 CAP refari 9.4.1 Ad hoc supply control attempts

sbibig with higher CAP cosls was to Incrense contributions from This sifnatbon posed a reform dilemma. Lowering farm prices deall with the political roadbock discussed
Member States. This was undemtundnlsle. The O 8P wi 1 el the exeess food was Loo |"¢2|'l«.'||'-ii cr, The ELN's first
an hall & per cent of BU GDF) and it ws iy each other's i to work around the Jar 4 ling with the sumplus situation withoot fundamentally changlng the
farmers. The Germans pald nwore than th
1 ick=l megaotlnted a “rebale’

L to the mbd-1680s, the priman; wap of des
I

& adqaredgate viewpaint i the previows section, action was o

ey expersive from t
iy E
o] whilbe the

i BEES

=il

EAN (POYE TN

neh and [alianes price-Tboor syste

 Lhesir et [EMNIRIN D] b [k Rl ik

srr wis froe for

1984 R e

with supply controls,

15 [ e changped when 8 l'i.-'|' _;lli;||': v 10838, As discussed in Uleapder <8, this Theiz CAEF eluring this | arme fand
Utered the polithes in the Council in eritical wags, The CAP did lite to help Spantsh and Porugoese farmmers kiawve been dropped, so most students of B iy integpration hove nio d to study thelr detatls. What is
i Csekr clinales ||I'|"\.'-c'|||l'l:i thiem Froan |'\l|l'!-'|'ll: 1] I|.|':’|l'||:||'\-' thiat the O '|,|"\-\.|||||||||':-'|| mnaEal, Lé dabig, sugar mporiant = e gnvbeorme of Thises pew '|'."|:I' e CAF s share of the b |-|.|-'.' b qran o fall to meet the wew

whenl, rice amd beef. The newoomers, who were peluctant (o see thelr na
risd enr aller gear in order to subsidize the prodection of rich no
the pwo ncunvbent poor nations {(Ireland
spending in poor nalior

thomal contributions to the budege politieal imperative of spending more of the EU budget on poor memb=ers and regions.

aF I‘.l":I"'I"il-ll Fariniers, Do 1 with Theesee al Juose "-|I|I|I:!I coptrnl |-|-|'.| e, howewver, Tailed to address the -\.I_'|||||.| _i-|-|!|_l';,|__ [ welvesir sarnd

‘Hlractural bstter mdAintakns contimaesd to HI .I.illl':!l with subsidized exports, armid, ol Splne s, fver farm ineomes

and Greece) to shift EU spending priorities towend

further detalls ), One option woilld have been to expand the EU contimeed Lo fll relative o the EL-wide WVErAge
Iy
sebded instend to find ways of sapplng CAP cosls, so b
Al g been repeatedly reformed Althao
nd §s simple, EL' leaders were gradually guiding the CAP froan the old simple logic of prices
|"':l:|-|.ii.'1'|| 110 I

(&t L ||:||II-|';'.

Eiclepel to [ for ther =xtrn stractrm] '\-I'I-'l'llll:lll bt the ELY nef contributoes :q.--\.lllll"i_ muang, Denmark

and the UK) opposed this, E1 |
From 1988 to the present, 1

the basic tr

9.4.2 The MacSharry reforms
The {irst real
e mar e

inta sharp redlel whien e global te

wph the detndls are
iy g reform was driven ) pressacre [rom the ELTs trade partners who sere fed up W ith seekmp

rish. The Esue came
uhe talks, known as the Unaguap Round, fafled b Decomboer 1900 whisn
the EL pelused to ot to phasing out its export dies and open s agrculiore markets. Sines
0T e poncrs |||--|-.-\.-|'\-'\._ services and intellech
paish for CAP reform. The pe
it Bor s the mon ul Europenn exporters who wanted the Unogoay Bound to succeed were
Hizd by the Councll of Ministers. The resulting reform package (the
MneSharmyg reforms) Tl thie CAP on the rmoad to the economic |||-|_| of Fiouee 2.0, Al l\.||||l-\.|_-:|_|;-_l||r rie[ o s
dale hove followed its main outlines

s their exports raived by expord subsidies (the USA also subsidized s exp

fom B 1o the new sin tained in Section 9.3

. R T 3 = = . 15 - :
For most of this period, the overall level of support to farm incomnes did not fall, as Flpure 8,11 shows, The

prosiucer suhsidy equivakent PSE, which i= caleulated by the OECD, shows e sum of akl SUPPOTS 10

farmers from the CAP and natlonal sources. The ehart shows both the level (billions of caros) and the il trndle talks were viewed as vital (o Ewnog
s a share of total fanm owtpat. Up until the ould-2000s, the tod

oy I|':'|:f|'".':|||'||; since, The PSE P

= highest-powered cxporiers started o

T 1] [T ol [rorcne re{bons

ol of Ui CAF wos steady and it has fallen
W) contrast, fas been on a clear downward trjectory shhee

5L Thee clifference indleates that EL agriendtural output i falling more why than total PSE payments

=iflicient 1o najor refonm aeo

L:-,;,;-| ."-

"] There have been three major CAP refonms since the MacSharry package, which pushed the basie
— o | MacsSharmy logiic oven Tartl
i li

%) v

L

or. All invelved further price cuts that were compensated by direct pagiments
fowners, The st resualted from the March 195 meeting of the Buropean Councll in Bedin, The
t the CAP ready for easters enl
3ot share in the 2000-06 Financial '.‘"-'l*-u!--'l'll'- &, The aeeaind came ln 20
e new J014-20 Multiannun] Finanelal Framework.

imr driver of this reform was the need to
n falling b

repemenl and Lo prepre i

The thirgd was

I mmnbodied in e

| B
[ 40 9.4.3 The 2003 CAP reform and 2008 Health Check
L35 The drving Foree was the corrent WTO trode talke (the so-called Doha Develonmenl Apemnda ).

Uevetoping countries were reluctant to siart new WO g

t 30 members an

of the Dhihia Bou

lke and were only convineed when the El
I to liberallze agricultural markets as part
ministers scheduled for September 2003 in

other rich nations promised in November 2

yd, With the crucial mid-teom meecting of
Cameans, Mexics, the EL had to come 1K} with a reform of the CAP that would allow It to falfl] ks

20 libEralization |l||'l|l|.' The Cancon mi eilng ended In fallure. Althownh there is ||:|
o . ' 1 I =k B E -

Producer subsidy equivalent raand, many abservers belicve that the moagre beralizaton contalned in the CAP i
ibdlhon eunrps) L 15 il 1

Y ol blame 1o go

alorm ws at least
i repson for the fallure. The 20083 reform has been followed up by a series of sector-specific
n peeent (jears

204 [ " L 2008, the EU underiook a reform with a pecullar name, the "Health Check’. This agr
the markaet DrLENRE L] ||," I|||"- l.'.-'lll_I 1R f'_l|'_'|||'_' A I:.:.--k & !.i.\:| _n..l.-|| ki '||1;i-\.

— Producer subsidy equivalent (%) reform

Bk paished

erlizing one of the mosl

resisiant seciors airy. The reform abollshed arable set-asic
i - . . T | - - i |’ ' '
o It b= nlso relaxi the restrictiveness of milk quotas gradually, with the goal of eliminating them in

S - : ¥ : S
@%u ﬂ_-_ﬁ:- [ -'E'::rl'. _9'3."" ._EF"" #‘:ﬁ‘ ﬁg':' Tl-:.-" g.':'h ﬁﬂ:J ﬂq.'b ;-LTI#: ,:':f-' 2015, Moreover, the unfalmess of the direct payments was mitkgated under the name of “moe
Blow i s i

b La ot L e L y § % %
¥ L I'his means that some direct pageents o farmers are reduced and the money transferred o the Buand

nil grow food )

= L ferpingg armers i

. : ; i c 3 : : i : »
e rers ORCTF anline PRE database Dievelopment Fund, Lastly, the direct paygments are no longer linked to the productbon of a speecili

E-l'l!.lll: |
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Tadap's CAP has two pillars. The fest concerns direct pagments and the cost of the remalning price
supports. The second b= enlled Hur velopmment . This precise
to Member States’ Minksiries of Adgricalinre = the dea beir
knowledge of local conditions and constraints. Substantial reforms 1o this asde sgstem are being phased
in Tt 20004 aunsd 2060

We pddress the first p

ferentathon of both plilars Is delegnied

167 teal the natonal minkstries woilld lave betler

lar first.

9.5.1 CAP's first pillar: direct payments and market intervention
% keqp qpoad ol the 201420 reforms is o
Frevious CAR

seliiove ‘convergence’, Le. a more squal distrbotion of qupport

arrs b acjustied the leaved of direct pajments according ta N & historbeal produciion

15 of calibrating the amomt of ‘campe
ms B0 nchiey

pwalion padd b0 epch larmer for the price cat, The new
i more equal allocation across Member States and acress farmers within sach

Member Sinte. This will mean & clear and genuine convergence of payments nad ondy between Member
States, but plso within Member Stntes.  As port of this, Member States will use s uniform payment per

heectare by this start of 2009

Another innovation is to the the direet papyments more cleardy o environmental goaks by sisting that
30 peer comi “h member's budget allocation Cnatlonal envelope” in CAF fnrgon
wdoption of susia i practices. This is a step beyond the existing m
enks respect minds ronumental and aninal welfare standards, These redul

} b condit :--I.'.| LE ]| '_;'||'
ab mll
TINETES &EE :::| 10T A8

T e MATETNIE

'.;|.E|||'- ' |'Il||'\-'\. -|rI|l"\-C|_' AT L0l ;|-“'.|"‘|C |";|l| VAT '\-'\.-'\-'_|'||_"|'.':|:II fir 1 TeRAdon L0 P EEs T:'ll'l T ELOE WO "I;-_'H.Il_'
cateraries: 'Goaed agricaliural and environmental conditions’ (sol] protecton, avaidance of overgra

ind "Statwtory management requirensents’ (wildlife protection, aveldanee of ground water po

g mvomey) direetly to EL farma is called the ‘Basic Pagnsent Schems' and |t aceouts
1 meimber's direct payments. Within this, there Is flexibility for Member States to gran
certaln famers more money according o a series of criterta such as goung farmers, small fammers, and
farmmers who have land with natural constralnis
|| s r'_'.ll.l-.'- 2 s =R w1 k towards the old pre-reflorn s 5 '\.l wi i b e a Himlned
e niew CAP takes one step back towards the old pre-refonm apgstem by allowlng members to the a Hmlte

4 i ' 4 i 1 5 il
arvount of aid to ilve production of a specific product. The total amount, however, shoubd be less than abeoud

% Lhen

orE-LEnth ol 1

| enviebopes. IL takes & step forward, in contrast, in tal if seeks to prevent abuses of

the apatem that oocurred n the past, gueh as golf courses elatming CAF suishiles. While this was a poaiiive
¢ oactive Furmer concdil
v Bl overraled thmm, lowever, arguiing that B woukd
vely o prove eligibility I the eriteria included things ke belng activer)

T

o e Comimd=asbon had propoded o much st

farmers and absentes lvilopes and the ke The 1z

0 Lo prevent pagments 1o =ofa

While most CAF expenditures had long ag

¥ v ed awag from ma ating market oufcomes vin price

5 - diiry Moy

and spar beel
growess = hid macuped Lo vold on Lo production quotas and high prices. The new CAF eliminates the quotas
For milk in 200G and Fop sugmr in 2017

floors and production qeetas, two of the most palitieally powerful lob

The CAFS protection scheme for EL sugor producers hns long been derided ns one of the most obvious
cases of the CAP harming the interests of soime of the worlds poorest people (see Box 9.3), s0 this s a

weloome steg

9.5.2 CAP's second pillar: rural development
Faor niang) gears, saecessive CAP reforns have moved ey awap fromm directly paging Buaners and lowards
paying for meral development selvwmaes, Member Stnles desim thelr ovwn madtigear programmes bt e

. 247

JLEst e RN froan & et of nyeasures Spec

| at EL level, The CAP 2004-20 requires Member States

to sperad aboud o third of this money on land mansgement projecis §

CHEMEs I|i'|‘-'."|-.'  Climane cha
(1} improving innowvatk

|} proanoking
O FAGE

™ T 1 B . - i 1 1
[he muktipear programmes &re (0 angel six PricTies nreas

el e

iransfer, (2) boosting  agriculine

oompe e

L

essing aned marketkng, (47 i Iplngg eoosysiems, ()
1l

he transitlon to a low-carbsn @oamme)

and (O ) prommoting Sod

ACAIESICHL, [ ETRR] rischipct o md e DTG Y -I|-:-|-|:||_ Ail I i areas,

8 soane of gl b s disegs

Taday's CAP sha
decoupled, so production distos
||||||||||'||'|.'r' I
that

i nbovve, For --'-.':||-|_r::|-_ mot all of thi P mneTis ;
s persls in some sectors, Moreover, with o witlsouwt the CAP §
i 15 Industrial aring and this almost inevitably Invoelyves chembcal

s ||-\.""I Vranment

re Tully
I
ek SOl usnge

9.6.1 docial inequality and CAP payments

5

dect ||'|ZI"'
what might be ¢

{ the slngple pagme

% B4 good eo

ombes, a8 we saw i Flooee $8.10, bt it oo

m Tor the CAF s o whole. Full |i|'|'||||||||||!| L 1

dle rel;

ment imbo a subseidy o farm

alled a | thons prob

+ &l
il G r--||i|'- SANCE Mg of the ElM's landowners are wol thiose who

actually farm it, the CAP & increasingl looking like an excuse for paylng very large sums af mane)) o rich
lndowners. Paging millbong of sura to wialthy Inndowners is mot what most Europeans view as a goad
kbea. For a lomgg tinee the allocation of the pauments remained a secret: howevear, uzing new ‘Treedom of
::I|-=II.'I!=I|IIIIII |:I'l-'.‘| _!lll.l'!iilll:-‘.!'i foroed somee !|||'|'|'|':|_:|'||'_'|:'\-\.:l;-_"l"..'l';|| '.l.'|||| '.|.;|'\-\.|;|d_l:,li:|n;| AT T
melnded Onueeay eth L aned other rogaliy (Box @

The Commissio

. aych recipbents

distributbon of pujpments in each Member State, Moreo

Cormirmdssbon acdop

r. &4 part of the ELU'S new transgs
a rake in March 2008 that requires the full ame, mia li
recipient, The first full list came ot in April 2006
Lomndsslon's web page on the CAP (eceuropa.e

Thiz sor of tra

| :I'|'||.|.I code of ey Hal

A good deal of informathon s alrepdy avalilable on the
riclture Tandinggindex anhtin)

ATENCY PUts a |m:|r::-:|,| bomb ander te massive papmments o rich Bndowners, Lo
1 toh ght the anomalies. For ¢ xampie, we have already seen that some of the minksters in
clarge of reforming the CAP are in fact recelving O

medin is lika

pagments [ Box 8.6 Increasingly, CAP spending will
e gispn s Walfare for the deh and seppont for Arst-plllar pagments i likely (o erode

In the Tateh and Danlsh cases, a scandal has enmerged involving politcians charged with oversesing
the CAP actually recelving some of the money personnlhy For example, 4 of the 18 Dandsh ministers o
thislr Spouses, Inehielivg the Farnm Minister, recebved CAP mion | The |||.||||"a.| geandal to date, however,
involved tlee Duteh Farm Mindster Cees Yeerman, He recelves abont €190,000 annually n CAP subaidies
for the fanms he owns,

The scandal was revenlsd when British Prember Tony Blair suggested a reform of the CAP in the
r ol 2005, The Dniteh Prime Minkster Jan Peter Balkenende at fiest SUppOrt ¢l Eilal T
threatened to resign in protest if Balkenende backed Blalr. Acoording e an federnationel Honnld
Tribiine article (19 August 2005}, a spokesman for the Dutch Mindstry of Agriculiure claimed that
there was no comwetion between Veermans cash receipis and his opposition 1o CAP re

T e oan
duestion this nssertion, since Veerman referred to his farms as ‘my pension, according o n report in

e Crwerdliar newspape
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This nwkes it easler o anderstand why govemments have opposed the release of detaibed

o). A= more EU natlons reveal the names of CAPF
iy thie welfare-fop-rich-landowners aspect of the CAP ks Hkely to grow,
ut forth several thines by the European Comanission (A d refected by the G
prer imit on the pagment per Tnmm.

The lnking of these pagments to environmental and anlmal welfare concerms |8 a populbar

informatlon o who B getiing the taxpagers’ m

recipbents, the pressure to

i

wrasi ekl vl

conceplion, bl the detatls matter and these will sventually be more widely publicized The key gaoing
i= thint the pagments are nod Enked o oew envirommenial and animal wellare regulations; rther, taey

icHns Ehal the Mramiers shoul
imdustries. For i « Uhae EAR
aweny i they dan't comj

ire linked Lo peg ady have been [olbowing. This = ool done i other

- g o pravide mkll o Uwe aibo incdusiry and thrsben 1o ke them

i with environimies

9.6.2 Farmers only get about half of the CAP's support
An ] other than
farmeers, An OECD studyy in 2008 examining the actual benefieinries of the reformed CAP found that masch

||_!' r|_||- g |

,,|--|'|||'-.-|-I|-|'| with the CAP is that a great deal of the mon

mich ns M- r:l gy n el NErE A |

aprochemical fims.

When It comes (o direct pagments based on hectares, one euro of pogment ends ap having a mindmal
Imnpact on the PAITIng af Farm household Inbour. Since the PAIMATES AT tied to the land, it = the land price
that soaks up most of the subaldy. This k-not a problem for farmers who owned thels
ot 40 per cent of E17

he {ope [ 12 AFed

ALIMHENLE W INSCE ited, | ||||l|:||_|| S [l ||'.'|i|-'|| :':” 1!i,|' TECT 1 '..l."!|-.- r;||'
The OECD caleulates nie of everny eure of direct payment
landowners Instead of farmers. The other major CAP polley — market pric
Farmeers get only 48 cents Iy the earo, with 38 cents going 10 real resource o

AL Ah o

il
The CAP started in the 190s as a way of guarantecing EU farmers high and stable prices. Because
aar ||'.I||III:'.|| I|1:'||I||||-\.l;.'|| aadvanesd |.||'||||:_!

fooed production rose rapidiy

, and because the high prices encouraged farm iInvestment, EL

mech faster than EV food demand, As a conseqguence, the EL switched from
|||_'|||!| SN i||||-|-ll.-'l' nf food to Mg} AN EXFRETET ¢ 1] :-:- w] '|'|-|'~i -q,'|'|:I|'|!||' Tl
much more than keeping cheaper foredgn foeed owt with high tariffs
amounts of food - an opseration that became ver
||I|||!||'I in the 1070, Sinee the EL had no use for the food bt |-:-I:"!_:|: 1t li|~.||||'\-i|'|.| of I_|||"\-\.|i|'|'|'_l":l1 ||!_ Sl
durmiping It on the world market. The former was ex]
repercusslons since it tended to ruin world markets for farmers cut=ide the EU

A combination of budget constraints and pressure from EL tre
CAP in the [90ds, the se-called MacSharry refom. This reform lowered quaranteed prices, and thus reduced
the amount of food the ELT had to bay, but it compensated farmers for the price-cut by providing them with

TNl I||:I| SLHEGTLI Prices :|'||'I';|'\"|‘|
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E,': I s &l Lo |'|I 1 | 152 1A l-lii'l.' i
e Ell's
Or
nsive and wasteful: the latter had serions Intematbonal

| !

U expenslve, consuming over B0 per cent of tl

b pArtners forced a miajor redorm of the

direci pajments This type of pi jea-clt-and- oinpensate reform was developsd (urther by the se called
Apenda 2000 reforms and the June 2003 reforms.
Tl economic L

giihaidies. the El

act of the CAF i quite unusual at (st glance. Despite high prices and massive

rning popaldation continees o decline be
.

e CAP support i distriba

exiranrdinarily umeeyuial wray). Th

argpest farms, wihich are (ypdcally ovned by rich citizens or corporations,
. In shoet, CAF
% [roan quitting. ved, despive the small skee of most pagmeErs, the total
MaeSharry and Agencda 2000 refoms
el prgments nre relotsd bo fann size,

recelve most of the monel, wlibe the sonll farms gel very Bl jsenls bo maost ELU farms
1y farm
19 prrpgmens W big farmes are big, The

dic] litdle to elhandpe this bacause e

are too small s prevent

cosd all e CAR 1= [ige

The CAF was serioasly reformed n 2003, followed by o plethom of related reforms in 200
These nignved the CAP o long way from a pricesuppornt system towards an |

i A

reone-suppart spstem with

market-determined prices This has solved mang of the tmde conflicts that arose from the FUMs dumping

and it has eliminated the food mooand
The CAFP reforms for 201 4-21

ol the transition from the old -\.|||l|_.|.,' EUTSCT R

tosocially useful goals such as respect for the enviramment and anlmal welfare. Nevertheless, a very) large
share of the money s just given o peaple who own marnl land, Sinee land ownersldp is guite concentrnied

this ends up as a transler fron the avernge EU taxpayger to lorge landowners — even iF the most recend

raform made somse modesd progress on Hmiting lnrge pagments bo |
difficult to justily when conditions of auste

rije farms This policy is iner

ty) are forcing govermments o el back sprending on sel

innovation policies, pensions, «io

Ahe basic problem, to be mckled in future ref

ms, = the dilermma created by die ol
of food. Without the B Farm output, the CAP st

ithat were created (o subsidize the production

ensure Lt pagments go only to ‘farmers'
of whether suppart for naral Enrope

conventionally wms . Thi= in isell mises the

it b e in] cohesion and

opassad within more genernl so
tier 100
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I 202, the world wheat price s above the CAP'S target price so the price Moor has become a price
celling. (1) Using a diagram EHke Figure £.2, show how the EU could fmplement the price ceiling
with an export tax. (1) What are the sffects of this in the EU and in the pest of the wa
quanktitles and wellape )iy

I [ Prnces

Some devieloping nations aceuse the ELN of asing technleal standands for food (peaticide contenl

abe ) a8 a barrer 1o trade, Suppose il rrect. Use diagrams (o show hoy

| Are

he imnpaet of such prote
barthers, )

Before the UK adopied the CAP, & supporied its fam
which Is the agro-Jargon for production suil
poticy assumirg that tee import of Tood was duty free
the difference between the market price and o tapges

= with a

system of “deficiency pagments
am likee Figure 9.2, analyse this

but the govermment directly pald farers
prici fior each unilt of feod 1wy pr

n and UK imports, a8 well as the

die=. Lising n

sure to conalder the imiplications for world prices, UK product

|
weliare Implicatlons For Uk farmen, consgmers and taxpagers.

Suppose that the EU allowed free trade in food and subsidized productbon on simall farmes cnly
.'I.I'uil|!_|'i|' thie PricE, quantiin) amnd we fare |||:|.|_|';:|i-':-;;_'\-\. of this |I||i|l 1} ising @ i

The text mentions that since direct payments are tied to the land, it is the land price that soaks up
moast of the subsidy. Use a elassic supply and dems

dlagram to demonsteate this pesult (Hint
This s a stanclard exercise in what is known as the ‘incldence of a tax’ sinee 2 subsakdy is just a

Ive tax.)

The European Commisslon has proposed patting an upper Bmit on the total direct prgment per
[nn of approximatedy 1 T 0. What would be €
distribatbon of famm neommes?

mct of this on prices, oatpat and the

A wide-rangiingg and scoessible consileration ol the CAF can be Foand in
]I.tr]:uu.uu, K. and Ik Hathaway (ods) (1807 Ssarching for Common Growmd, B g e

Ngrfeinfamml Pelicy, B

1, B
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