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1. Fact Sheet

1.1 Facts

Table 1.1 presents basic statistical indicators for agriculture in the EU. Altogether, 13.7 mil-
lion agricultural holdings farm a total of 178.4 million hectares of agricultural land in the EU-
27. Hence, the average holding farms 12.6 hectares. However, this average hides a great deal
of heterogeneity. Agro-climatic conditions in the EU vary widely from the Arctic Circle in
Finland and Sweden, to the semi-arid plains in Spain, to the Black Sea ports of Romania and
Bulgaria. The historical and cultural background of agriculture in the EU also varies widely,
with the most marked contrast being that between the typically smaller family farms in the 15
Member States (MS) that made up the EU until 2004, and descendents of large former collec-
tive farms in the 12 Central and Eastern European MS that acceded to the EU thereafter (and
in the East of Germany). As a result, the face of agriculture in the EU, its agricultural struc-
tures and production patterns, are richly varied as well.

Agriculture is a relatively small sector in the economy of the EU-27, accounting for only
1.1% of GDP and 5.1% of employment (Table 1.1). These proportions are higher in several
MS, most notably the two newest members, Bulgaria and Romania, where agriculture’s share
of GDP is 3.8 and 5.4% respectively, and its share of employment reaches 7.1 and 29.1%.
Overall, the final three rows in Table 1.1 show that as the EU has expanded from 15 to 25 and
most recently 27 MS, the relative importance of agriculture in GDP and employment has
grown. Furthermore, the number of holdings has grown proportionately more rapidly than the
agricultural area and, hence, the size of the average holding has decreased. While the share of
agricultural holdings with less than 5 hectares has grown (from 54.5% in the EU-15 to 70.4%
in the EU-27), the share of agricultural holdings with more than 50 hectares has fallen (from
10.9% in the EU-15to 5.1% in the EU-27).

These shifts in the shares of smaller and larger agricultural holdings in the EU over time are
the result of changes in the composition of the EU, specifically the accession of new members
such as Bulgaria, Hungary, Poland and Romania with many small agricultural holdings. This
compositional effect obscures the trend towards fewer and larger agricultural holdings in in-
dividual MS over time. This is illustrated using data on the structure of agricultural holdings
in Germany since 1960 in Table 1.2.

! Similar data could be presented for any of the EU-15 MS, which developed as market economies in the decades
after the Second World War. In the centrally planned economies of Central and Eastern Europe, agriculture was
subject to varying degrees of collectivisation following the Second World War, and varying degrees of reparti-
tioning of collective farms in the process of transition since 1989, leading to breaks in the evolutions of their
farm structures over time (see Swinnen and Rozelle, 2006).



Table 1.1

Basic statistics for agriculture in the European Union (2009 unless otherwise indicated)

Agricultural | Number of | Agricultural | Share of hold- | Share of hold- | Share of agricul- | Share of agri- | Share of consumption
area (‘000 holdings Area per ings with <5 ings with >50 ture in employ- | culture in GDP | expenditure on food
ha) (°000)* holding (ha)* ha (%)* ha (%)* ment (%) (%) (%)**
Belgium 1365 48 28.6 25.4 18.3 1.5 0.6 16.7
Bulgaria 5101 493 6.2 94.9 1.3 7.1 3.8 n.a.
Czech Republic 3546 39 89.3 50.4 16.7 3.1 0.5 23.9
Denmark 2 695 45 59.7 3.7 34.2 2.5 0.7 14.7
Germany 16 890 371 457 22.6 23.0 1.7 0.5 14.6
Estonia 802 23 38.9 36.1 11.1 4.0 1.3 28.3
Ireland 4190 128 32.3 6.5 17.7 5.0 0.6 14.7
Greece 3819 860 4.7 76.2 0.8 11.9 2.4 20.2
Spain 23105 1044 23.8 52.8 9.7 4.2 2.0 16.8
France 29 385 527 52.1 24.7 37.4 2.9 1.2 16.4
Italy 13338 1679 7.6 73.3 2.4 3.7 15 17.3
Cyprus 148 40 3.6 86.5 1.0 3.9 1.8 22.7
Latvia 1833 108 16.5 40.9 4.7 8.7 1.2 24.5
Lithuania 2 689 230 11.5 60.5 3.0 9.2 2.2 31.1
Luxembourg 131 2 56.8 17.9 48.1 1.4 0.2 17.3
Hungary 5783 626 6.8 89.4 1.9 4.6 1.8 27.1
Malta 10 11 0.9 97.4 0 1.4 1.0 20.4
Netherlands 1921 77 24.9 28.0 14,5 2.8 1.3 14.4
Austria 3169 165 19.3 33.5 6.8 5.3 0.9 13.8
Poland 15 625 2391 6.5 68.5 1.0 13.3 2.1 26.8
Portugal 3684 275 12.6 72.6 3.6 11.2 1.2 n.a.
Romania 13745 3931 3.5 89.8 0.4 29.1 5.4 31.4
Slovenia 489 75 6.5 59.0 0.5 9.1 1.1 19.4
Slovakia 1930 69 28.1 87.2 4.2 3.6 0.5 22.5
Finland 2296 68 33.6 9.7 20.7 4.6 0.7 17.4
Sweden 3067 73 429 15.0 24.7 2.2 0.3 15.9
United Kingdom 17 709 300 53.8 39.8 24.7 1.1 0.5 12.6
EU-27 178 443 13700 12.6 70.4 5.1 5.1 1.1 16.4
EU-25 159 597 9276 16.8 60.9 7.3 4.0 1.1 16.2
EU-15 126 763 5 662 22.0 54.5 10.9 3.1 0.9 15.5

Source: European Commission — Agriculture and Rural Development (2011b).
Notes: * Data for 2007. ** Data for 2008; food includes beverages and tobacco.




Table 1.2 The number of German farms in various size classes (1960-2007)

Year 2-10ha 10-50 ha 50 - 100 ha > 100 ha Total
1960 730 086 408 485 13672 2639 1154 882
1965 614 245 427 096 14 363 2764 1058 468
1970 483 669 425 342 16 284 3011 928 306
1975 367 531 387 834 22 342 3892 781599
1980 303999 359 176 26 897 4395 694 467
1985 264 349 329 371 32133 5150 631 003
1990 217 564 285 855 40 598 7100 551 117
1999* 355 461 54 311 24 358 434 130
2007* 263 760 53 399 31879 349 038

Source: Statistisches Bundesamt and Bundesregierung.
Note: * Data for reunified Germany (includes the territory of the former German Democratic Republic).

Although agriculture in the EU is dominated numerically by small farms, it is the relatively
few larger holdings that farm the lion’s share of its agricultural area and account for a corre-
sponding share of its agricultural output.? Holdings in the category 0-5 hectares, which ac-
count for 70.4% of all agricultural holdings, farm only 8.4% of the EU’s agricultural land,
while the 5.1% of all holdings in the category with 50 hectares and more farm almost 63% of
that land (Table 1.3).

Table 1.3 The distribution of agricultural land in the EU-27 across farms of difference

sizes (2007)

cafelgz;gry Number of holdings SQ:rrgfo I\:)(I)(;?Lgsuil:\]- Area farmed (mill. Share of total EU
(ha) (mill.) the EU hectares) agricultural area
0-5 9.65 70.4 14.41 8.4
5-10 1.56 11.4 10.91 6.3
10-20 0.99 7.2 13.89 8.1
20-50 0.80 5.9 25.39 14.7
>50 0.70 5.1 107.90 62.6
Total 13.70 100.0 172.49 100.0

Source: European Commission — Agriculture and Rural Development (2011b).

The heterogeneity of agriculture in the EU also becomes apparent when data on the share of
each member state in the EU’s agricultural area is juxtaposed with data on each member
state’s share in the EU’s total agricultural production (Figure 1.1). Large differences in per
hectare productivity become apparent. At one extreme the Netherlands, thanks to modern in-
tensive production and a focus on high-value products (e.g. flowers, bulbs and other horticul-
tural products) produces almost 7% of the EU’s agricultural output on just over 1% of its ag-
ricultural area. At the other extreme, Bulgaria with almost three times as much agricultural
area as the Netherlands produces only roughly one-seventh as much agricultural output. Like
Bulgaria, most of the new EU members in Central and Eastern Europe are characterized by
large shares of the EU’s agricultural area relative to their shares in the EU’s agricultural out-
put, indicating that overall agricultural productivity in these countries lags behind that in most
of the older EU members.

2 Of course, some farms with little area (e.g. intensive poultry operations) produce a great deal of output.
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Figure 1.1  The share of each member state in EU-27 agricultural area and EU-27 agri-
cultural production (2009, in %)
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Underlying these differences in per hectare productivity are differing production patterns as
outlined in Table 1.4. While there are individual exceptions, the older members of the EU-15
tend to have lower shares of grains in their agricultural output than most of the 12 newer
members in Central and Eastern Europe, and higher shares of generally land-intensive and
higher-value products such as fruits and vegetables, wine and livestock products.




Table 1.4

The share of individual products in total value of agricultural production by EU member state (2009, in %)

. . Shee
Grain Sggar— Tobac | Olive | Oil- | 5o | Fruits | Y898 | wine | Milk | Cattle Pigs & P | Egus & Other | Total
eet -Co oil seeds tables goats poultry

Belgium 4.2 1.9 0.0 0.0 0.3 4.3 5.4 10.7 0.0 10.2 16.8 19.9 0.0 7.8 18.5 100
Bulgaria 19.7 0.0 4.3 0.0 10.1 3.1 4.7 6.6 0.0 11.5 2.9 4.8 4.2 8.8 19.4 100
Czech Republic 19.2 2.3 0.0 0.0 9.6 2.6 14 14 0.7 16.8 7.8 10.3 0.1 9.0 18.8 100
Denmark 11.5 1.3 0.0 0.0 2.1 1.7 0.4 2.0 0.0 16.2 4.0 29.3 0.1 3.3 28.1 100
Germany 12.1 1.2 0.1 0.0 3.9 3.1 1.1 4.3 2.6 16.9 8.4 13.1 0.3 6.5 26.4 100
Estonia 14.9 0.0 0.0 0.0 7.7 3.4 1.2 4.6 0.0 25.3 6.5 14.0 0.4 6.1 15.9 100
Ireland 3.1 0.0 0.0 0.0 0.0 1.6 0.7 4.1 0.0 21.9 29.5 6.1 3.1 3.2 26.8 100
Greece 8.7 0.5 1.2 7.1 0.1 3.5 15.9 19.2 0.6 10.8 2.6 2.5 8.0 2.8 16.5 100
Spain 7.9 0.5 0.3 4.5 0.6 0.9 16.4 17.3 3.3 6.6 5.6 11.7 2.7 8.0 13.7 100
France 13.2 14 0.1 0.0 3.5 1.8 4.6 4.9 13.4 11.7 12.0 4.7 1.2 6.3 21.2 100
Italy 7.1 0.3 0.6 3.3 0.5 1.5 11.1 14.0 9.0 10.7 7.6 5.7 0.5 7.2 20.9 100
Cyprus 15 0.0 0.0 2.9 0.1 5.7 18.7 12.0 0.0 17.5 15 9.8 3.7 14.7 11.8 100
Latvia 20.8 0.0 0.0 0.0 6.7 6.3 0.5 5.0 0.0 18.3 5.1 9.0 0.2 9.6 18.6 100
Lithuania 24.7 1.5 0.0 0.0 6.5 3.9 0.5 3.9 0.0 16.6 5.0 9.0 0.2 7.4 20.8 100
Luxembourg 5.3 0.0 0.0 0.0 1.8 1.6 0.8 1.1 10.4 27.9 22.0 8.3 0.3 15 19.0 100
Hungary 23.9 0.4 0.1 0.0 8.6 1.5 5.2 9.3 1.7 6.6 2.2 11.3 0.9 14.2 14.1 100
Malta 0.0 0.0 0.0 0.0 0.0 4.0 5.7 26.9 0.0 15.2 3.2 11.6 0.3 12.4 20.7 100
Netherlands 0.9 1.2 0.0 0.0 0.0 4.6 2.5 7.6 0.0 14.5 6.8 10.9 0.6 5.4 45.1 100
Austria 7.7 14 0.0 0.0 1.6 1.1 6.3 3.5 1.7 14.9 14.4 12.6 0.4 5.9 22.5 100
Poland 14.2 2.6 0.5 0.0 3.9 4.4 4.2 8.1 0.0 14.1 55 13.6 0.0 14.1 14.8 100
Portugal 2.4 0.0 0.1 2.0 0.1 1.3 13.6 12.5 13.0 11.0 1.7 8.4 1.6 1.7 18.6 100
Romania 15.9 0.2 0.0 0.0 3.0 8.8 7.1 12.9 1.6 10.5 3.5 7.3 15 8.5 19.3 100
Slovenia 5.0 0.0 0.0 0.0 0.9 1.8 8.7 5.0 10.1 14.1 12.3 6.1 0.9 11.2 23.8 100
Slovakia 20.7 1.5 0.0 0.0 8.9 1.5 2.4 6.6 0.0 11.3 11.1 8.2 0.7 10.8 16.3 100
Finland 11.2 0.6 0.0 0.0 1.2 3.2 2.3 8.7 0.0 30.4 9.7 8.7 0.2 5.0 18.7 100
Sweden 10.0 1.3 0.0 0.0 1.8 4.0 1.0 4.1 0.0 21.0 9.2 8.5 0.4 6.3 32.4 100
United Kingdom 12.6 1.3 0.0 0.0 2.6 3.5 3.1 5.7 0.0 16.7 16.1 5.4 6.4 11.8 14.8 100
EU-27 10.5 1.0 0.2 1.2 2.4 2.7 6.4 8.8 5.0 12.9 8.8 9.3 1.6 7.5 21.7 100
EU-25 10.1 1.1 0.2 1.2 2.3 2.5 6.4 8.7 5.2 13.0 9.1 9.4 15 7.5 21.8 100
EU-15 9.2 1.0 0.2 14 1.9 2.3 6.7 8.9 5.7 13.0 9.6 9.1 1.7 6.8 22.4 100

Source: European Commission — Agriculture and Rural Development (2011b).




The EU is a major player on world agricultural markets. It accounts for a large share of the
global production of several important agricultural commodities such as cow milk (roughly
26% of world production by value), pork (22%), potatoes (19%), wheat (16%) and beef
(14%).® The EU is currently both the largest importer and exporter of agricultural products
worldwide. Its overall agricultural trade is roughly in balance, with agricultural imports
amounting to 77.4 billion Euro and agricultural exports to 75.1 billion Euro in 2007. Howev-
er, the EU’s agricultural imports tend to be raw products (especially coffee, tea, cocoa,
oilseeds, fruits, vegetables and tobacco) for which it had an overall trade deficit of roughly 25
billion EUR in 2007, while its agricultural exports tend to be processed products (such as al-
coholic beverages, juices, cigarettes, meat and cheese) for which it had an overall trade sur-
plus of almost 22 billion EUR in 2007 (European Commission, 2011c).

1.2 Implications for Agricultural Policy

What are the implications of these facts for agricultural policy making in the EU? First, since
agricultural structures, production patterns and productivities are heterogeneous across MS,
the agricultural policy interests of these MS are also, and increasingly, heterogeneous. This
heterogeneity makes it difficult to reach agreement on policy reform. It also implies that agri-
cultural policy in the EU is the outcome of a delicate web of compromises spun over 50 years
of often tortuous negotiations. The result is a powerful bias in favor of the status quo in EU
agricultural policy making. As a rule, major reforms only take place when powerful external
shocks leave policy makers with no other choice.*

Second, agricultural structures in the EU are dual. Many small holdings farm a small share of
the agricultural area in the EU and account for a correspondingly low share of its agricultural
output, while comparatively few large holdings farm a large share of the EU’s farm land and
account for a correspondingly large share of its agriculture output. This creates a fundamental
dilemma for agricultural policy making in the EU. Policy makers have to consider the de-
mands for a protective ‘social’ farm policy that will support the many small farms in the EU.
However, providing support that is linked to production (e.g. via subsidized prices) or input
use (e.g. payments per hectare of land) will automatically provide disproportionate benefits to
the relatively few larger farms. Former EU Agricultural Commissioner Ray MacSharry de-
scribed this dilemma by often pointing out that the EU’s Common Agricultural Policy (CAP)
channels roughly 80% of its subsidies to just 20% of the largest farms (Smith, 2003, p. 151).

Finally, since agricultural products are tradable, and since the EU is one of the most important
participants on world markets for agricultural and food products, agricultural policy in the EU
has important ramifications for third countries. Agricultural policy making in the EU, as
elsewhere, is primarily driven by domestic policy pressures. The CAP as it was originally
conceived, with its high rates of protection and provisions for export subsidization, had signif-
icant negative implications for third countries, implications which policy makers in the EU
initially largely ignored. The substantive CAP reforms of the last two decades — the
MacSharry reform of 1992 and the Fischler reform of 2003 — were largely responses to inter-
national pressure that arose from these negative implications and that was brought to bear on
the EU via the World Trade Organization (WTO).

% Own calculations using 2008 data from FAO (2011).

* For a formal derivation of this result based on a political economic model of EU decision making, see
Pokrivcak et al. (2008).

® These reforms are discussed in Section 0 below. Moyer and Josling (1990 and 2002) and Swinnen (2008) pro-
vide informative accounts of the history of CAP reform, and Daugbjerg and Swinnen (2009) relate the process of
CAP reform explicitly to the WTO negotiations.
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2. The Process of Formulating Agricultural Policy in the EU

2.1 Actors and Instances Involved

Agricultural policy making in the EU is a complex process that is influenced by a wide varie-
ty of actors and instances. The most important of these are the European Commission, the
Council of the European Union, the European Parliament and the European Council. In the
following these institutions and their roles will be introduced in turn. ® We also briefly consid-
er the European Court of Justice and the European Court of Auditors, both of which have an
indirect but sometimes strong influence on agricultural policy making.

2.1.1 The European Commission

The European Commission is often referred to as the ‘guardian of the treaties’. It represents
and defends the interests of the EU vis-a-vis the MS and third countries and it is responsible
for the implementation and enforcement of EU law. If it feels that a member state is in breach
of EU law, it will ask that member state to rectify the problem and, as a last resort, refer the
matter to the European Court of Justice. The Commission is also responsible for managing the
implementation of the EU budget, subject to supervision by the EU Court of Auditors. The
Commission also represents the EU in international bodies such as the WTO, thus enabling
but also obliging the MS to speak with one voice in multilateral trade negotiations. Finally,
the Commission’s right of initiative gives it a pivotal role in EU policy making; with few ex-
ceptions, a proposal from the Commission is required to begin the EU’s decision making pro-
cess.

The Commission is made up of 27 members, one from each member state, and each with a
specific portfolio such as agriculture and rural development, trade, fisheries or the environ-
ment.” Each portfolio is referred to as a ‘Directorate General’ (DG). As the EU has grown and
in order to provide each member state with a Commissioner position, the number of DGs has
multiplied and they have become more specialized. Despite the fact that each member state is
entitled to ‘its own’ Commissioner, the Commissioners individually and collectively are ex-
pected to uphold EU and not national interests. Nevertheless, a Commissioner’s background
including his/her nationality will clearly have an influence on his/her approach to policy mak-
ing and basic political orientation. Because agricultural policy is politically sensitive and rep-
resents such a large share of EU spending, it is an unspoken rule that the Agricultural Com-
missioner cannot come from one of the ‘large’ MS such as France or Germany. Hence, the
last Agricultural Commissioners have come from Ireland, Austria, Denmark and, currently,
Romania.

The President of the Commission is nominated by the European Council, and the European
Parliament then approves or vetoes the appointment of this nominee. There have been fre-
quent complaints about a lack of transparency in the nomination process, which largely takes
place behind closed doors. The nomination is expected to take the results of the latest elec-
tions of the European Parliament into account. José Manuel Barroso, for example, who has

® More information on the EU institutions is available under http://europa.eu/about-eu/institutions-
bodies/index_en.htm.

" A list of the current members of the EU Commission can be viewed at http://ec.europa.eu/commission_2010-
2014/index_en.htm. The current Commissioner for Agriculture and Rural Development is Dacian Ciolos, who is
Romanian.
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been President of the Commission since 2004, is a member of the centre-right European Peo-
ple’s Party which emerged as the largest group following the parliamentary elections in 2004
and 2009. Informally the criteria for the selection of a President include that he/she come
from an integrated MS that is a member of the Schengen Agreement® and the Eurozone. To
date all twelve Presidents have come from one of nine MS, all of which are original members
of the EU-6 (Belgium, France, Germany, Italy, Luxembourg, and the Netherlands) or joined
no later than 1986 (the UK, which joined in 1973, and Spain and Portugal). Regional propor-
tions (Northern vs. Southern MS; there might be some push for the next President to come
from one of the new MS in Eastern Europe) are also relevant, as is the unspoken rule that a
President from a large MS be followed by one from a small MS.? In the final analysis, politi-
cal coalitions and logrolling in the European Council play a decisive role, and many past Pres-
idents (e.g. Santer, Prodi) have been nominated as compromise candidates following disa-
greements over other individuals.

The President in consultation with the European Council then nominates the other members
of the Commission. In practice, each member state proposes an individual for the Commis-
sion, and the President, after informal consultation with the MS, allocates these individuals to
the available portfolios based on their abilities and backgrounds but also on political consider-
ations (large MS would like to have important portfolios, the need to maintain a balance be-
tween different regions of the EU, etc.). Portfolios are not assigned to specific MS, although it
is clear that certain portfolios will be of greater interest to some MS than others (for example,
a landlocked country such as Austria or Luxembourg will not be interested in the fisheries
portfolio). The final appointment of the Commission President and his/her slate of nominees
is subject to approval by the European Parliament. The Commission is appointed for a five-
year term and can only be dismissed by the European Parliament. In recent years the Europe-
an Parliament has increasingly made use of this power to influence the composition of the
Commission. Although de jure the Parliament can only dismiss the Commission as a whole
(via a so-called ‘motion of censure’) or reject a slate of nominated Commissioners in its en-
tirety, the threat that it might do so has lead to the resignation of individual Commissioners
and the removal of individual nominees from the President’s list of proposed Commissioners.

2.1.2 The Council of the European Union

The Council of the European Union is generally referred to as the ‘Council of Ministers’ or
simply the ‘Council’.® It is composed of 27 national ministers, one from each EU member
state, and its composition varies depending on the policy topic in question. Hence, the ‘Agri-
culture and Rural Development Council’ is composed of the 27 ministers who are responsible
for agricultural policy in their respective national governments. Other configurations include,
for example, the so-called ‘Ecofin’ for Economic and Financial Affairs, and the ‘Environment
Council’. The Presidency of the Council rotates among the members states every six months —
in the second half of 2011 Poland will hold the Presidency and hence the Polish minister re-
sponsible for the agricultural policy portfolio will chair the meetings of the Agricultural
Council.

® The Schengen Agreement is a treaty that provides for the elimination of border controls between MS.

® The last six Presidents have come from the UK (Jenkins) followed by Luxembourg (Thorn), France (Delors),
Luxembourg (Santer), Italy (Prodi) and Portugal (Barroso).

19 The similarity between the terms ,Council of the European Union‘(discussed here) and ‘European Council’
(discussed below) often leads to confusion. In the following we shall use ‘Council’ to refer to the Council of the
European Union.
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In most policy areas (including agriculture) decisions in the Council of Ministers are reached
by qualified majority voting. According to this system, each member state has a voting weight
that is roughly proportional to its population (Table 2.1). The exact distribution of these vot-
ing weights is the result of a difficult political compromise — a glance at Table 2.1 reveals that
Germany in particular has a disproportionately small voting weight (8.4% of the total voting
weights despite having 16.5% of the EU population), while many of the smaller members
states have disproportionately large voting weights. For a proposal to pass in the Council of
Mirllisters, the MS that support it have to collectively fulfill all of the following three crite-
ria:

)] They must number at least 14 (50% of the total number of MS in the EU);

i) They must together hold at least 74% of the voting weights (255 of 345

weights); and
iii)  They must account for 62% of the EU population.*?

Table 2.1 Voting weights and population* by member state in the EU

Member state Voting weights | Population (mill.) | Member state Voting weights | Population (mill.)
Germany 29 82.5 Austria 10 8.1
France 29 59.6 Bulgaria 10 7.9
UK 29 59.3 Denmark 7 54
Italy 29 57.3 Slovakia 7 5.4
Spain 27 41.6 Finland 7 5.2
Poland 27 38.2 Ireland 7 4.0
Romania 14 21.8 Lithuania 7 3.5
Netherlands 13 16.2 Latvia 4 2.3
Greece 12 11.0 Slovenia 4 2.0
Portugal 12 10.4 Estonia 4 1.4
Belgium 12 10.4 Cyprus 4 0.7
Czech Republic 12 10.2 Luxembourg 4 0.5
Hungary 12 10.1 Malta 3 0.4
Sweden 10 8.9 EU-27 345 484.2

Source: Eurostat (2004). Note:* Population data for 2003.

2.1.3 The European Parliament

The European Parliament is directly elected for a term of five years by voters in the EU. The
European Parliament currently comprises 736 MEPs. Each member state elects a number of
Members of the European Parliament (MEPSs) approximately in proportion to its population,
subject to the restriction that no member state can have fewer than six or more than 96 MEPs.
This restriction, like the distribution of voting weights in the Council of Ministers, gives
smaller MS a larger weight in EU decision making. The MEPs sit in (currently) seven so-
called political groups that reflect general political affiliation. For example, the European
People’s Party is composed of centre-right Christian Democrats from the various MS; other
political groups include the Progressive Alliance of Socialists and Democrats and the Group
of the Greens/European Free Alliance. Much of the Parliament’s work is done in specialized
committees, of which there are roughly 20, including the Committee for Agriculture and Ru-

1 According to the Treaty of Lisbon, these criteria will change as of November 1, 2014, after which a Council
decision will require 55% of the MS representing no less than 65% of the population of the EU.
12 This criterion is only relevant if a Council member requests that it be checked.
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ral Development. Membership in these committees is based on nominations made by the po-
litical groups, with each group being entitled to a number of members that is proportional to
its share of the total number MEPs.

The European Parliament has two main tasks. The first task is legislative; the EU Parliament
together with the Council of Ministers debates and passes EU laws and the EU’s budget. The
second task is one of democratic oversight of the European Commission’s work, which is
underpinned by the Parliament’s above-mentioned right to dismiss the Commission or with-
hold approval for a new Commission.

The importance of the European Parliament in EU policy making has steadily increased over
time. In particular, the range of policy areas in which EU legislation must be passed jointly by
the Parliament and the Council of Ministers according to the so-called ‘co-decision’ process
(see below) has been expanded. As a result of the Lisbon Treaty, which came into force on
December 1, 2009, agriculture has been added to the list of policy areas subject to co-decision
in the EU. Previously, agricultural policy had been subject to so-called ‘consultation” under
which Council reached decisions alone and Parliament could only submit non-binding opin-
ions.

2.1.4 The European Council

The European Council has been meeting since 1974 but only acquired official status as an EU
institution when the Treaty of Lisbon came into force in late 2009. The European Council is
composed of the heads of state of the 27 MS, the President of the European Commission, the
President of the European Council and the EU’s High Representative for Foreign Affairs®,
although the latter three do not have votes. The European Council meets at least once every
six months. Chairing and setting the agenda for these meetings is the prerogative of the Presi-
dent of the European Council, but the MS that currently holds the rotating six-month Presi-
dency of the Council of the European Union (see Section 2.1.2 above) can exercise consider-
able influence in setting priorities. It has no power to pass legislation, but it nonetheless plays
a crucial role in establishing the EU’s overall political agenda and in resolving difficult politi-
cal problems that cannot be solved at a lower level of EU decision making. In recent months,
for example, the European Council has had to reach a number of difficult decisions in connec-
tion with the so-called ‘Euro-crisis’ in Greece, Ireland and Portugal. There have been a num-
ber of cases in which the European Council has had a decisive influence on agricultural policy
decisions in the EU, typically when major reforms were at stake. In particular, farm ministers
in the Agricultural Council have often had to wait for the European Council to reach a deci-
sion on the EU’s budget before they could proceed with detailed agricultural policy negotia-
tions. A famous case in point is the so-called Schroeder-Chirac 2002 compromise on EU farm
spending. As is outlined below in Section 2.3, the future of the CAP after 2013 will also be
influenced by upcoming European Council decisions on the EU budget.

2.1.5 The European Court of Justice

The European Court of Justice interprets EU law and ensures that it is applied uniformly in all
MS. It rules on many different types of cases, including those in which a member state is ac-

3 The positions of President of the European Council and High Representative for Foreign Affairs were created
by the Treaty of Lisbon. Both are elected for two and one-half year terms. The current (and first) incumbents are
Herman Van Rompuy (Belgium) and Catherine Ashton (UK), respectively, whose terms run from December 1,
2009 until May 31, 2012.
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cused of not applying EU law, those in which EU laws are thought to be in violation of the
EU treaties, and those in which an EU institution is accused of failing to reach a decision that
is required of it. The Court of Justice is composed of one judge per member state, each of
whom is appointed to a six-year term.

The Court of Justice is not directly involved in EU policy making. However, its rulings have
played an important role in shaping the CAP, especially in the areas of food standards and the
enforcement of a free, common market within the EU. In this connection, the Cassis-de-Dijon
ruling of 1979 is frequently cited. In this case the Court ruled that products that comply with
food standards in one member state cannot be forbidden in other MS unless this would repre-
sent a threat to fiscal supervision, public health or consumer protection.

2.1.6 The European Court of Auditors

The Court of Auditors is based in Luxembourg and is responsible for improving EU financial
management. It is composed of one representative from each member state, each of whom is
appointed by the European Council for a renewable, six-year term, and one of whom is elect-
ed by the others for a three year term as President. It has the right to audit any person or or-
ganization that is involved in the use of EU funds at the EU level (e.g. the Commission) but
also at the national and regional levels (e.g. members states but also regional authorities such
as municipalities that implement EU regional policies such as the rural development measures
in the so-called second pillar of the CAP — see Section 3 below). The Court of Auditors car-
ries out three basic types of audit:** financial audits check whether the EU’s accounts ade-
quately reflect its financial position and cash flow over the year in question; compliance au-
dits check whether the EU’s spending is in compliance with the laws and regulations that
govern it; and performance audits check whether funds are spent effectively and efficiently.

Like the Court of Justice, the Court of Auditors is not directly involved in the legislative pro-
cess of drafting and passing EU law. However, it does play an important role in EU agricul-
tural policy making (see Section 5). It generates transparency in a complex area of policy
making and brings facts to light that would otherwise remain concealed, thus providing critics
of the CAP and proponents of reform with valuable facts and arguments. Its compliance and
performance audits of specific EU agricultural policies have frequently revealed considerable
inefficiency and, occasionally, fraudulent use of funding. For example, the Court of Auditors
2008 audit of the EU’s cross-compliance policy (see Section 3 below) concludes “...that the
objectives of this policy had not been defined in a specific, measurable, relevant and realistic
way, and that at farm level many obligations were still only for form’s sake and therefore had
little chance of leading to the expected changes, whether reducing the size of payments or
modifying farming practices” (Caldeira, 2009). Based on these conclusions, the Court rec-
ommended that the cross-compliance rules be “simplified, clarified and prioritized” (Caldeira,
2009).

The Court of Auditors has no legal powers. If the Court finds evidence of fraud or other irreg-
ularities, the European Anti-Fraud Office (OLAF) is informed. When the Court publishes an
audit, the Commission is invited to provide a response. Typically that Commission response
argues that the European Court of Auditors’ critique is not, or at least not fully, justified (see
Section 5.2 below).

14 See Caldeira (2009).
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2.2 Interaction Between the Players

2.2.1 Agenda Setting

The agricultural policy making process in the EU formally begins with a legislative proposal.
Making such proposals is the prerogative of the European Commission. Before the Commis-
sion tables a proposal, however, the need for a new or reformed policy must be established. A
variety of factors can create an agenda for policy change and thus move the Commission to
develop and table a proposal. The EU operates in a rhythm of so-called ‘financial frame-
works’. Financial frameworks define the EU budget, including the provisions for spending in
specific policy areas such as agriculture, over periods of seven years and the expiry of one
framework (which will next occur at the end of 2013) inevitably triggers a debate about the
role of the CAP in the next financial framework. An event such as a food scandal or an epi-
demic can create a need for stricter food safety monitoring and certification requirements. A
new trade agreement can commit the EU to reducing tariffs. Initial reform steps in selected
branches of agriculture can create momentum for further, analogous steps in other branches.*
National governments and lobby groups will try to influence what comes on the agricultural
policy agenda. Farm groups might argue for the elimination of control measures that are im-
posing a large bureaucratic burden on farmers; a Member State might argue for more regula-
tion of agricultural markets (for example, France is currently spearheading calls for a stricter
regulation of speculation, which it claims is destabilizing agricultural commodity markets).
There are several thousand registered lobby groups operating in Brussels, and many of these
are partly if not primarily interested in agricultural policy issues. COPA-COGECA, the um-
brella organization of the various national farmers unions and cooperatives in the EU MS, is
the most important agricultural lobby in Brussels.'® All of the major food processing indus-
tries also maintain representations at the EU level and actively engage in agenda setting in
Brussels'’, as do the retailing sector and agricultural input suppliers. The influence of these
lobby groups, in particular of COPA-COGECA, on setting the agenda is rather strong. For
example, based on empirical research and questionnaires, van der Zee (1997) points out that:

“informal lobbying can take the form of ad hoc contacts regarding a specific policy issue
and contacts on a more regular — ongoing dialogue — basis. They range from contacts with
the officials of administrative units responsible for a particular policy area to the Director-
General, the Cabinet and the Commissioner himself. For most routine lobbying the Euro-
group’s [i.e. the lobby group’s] Secretary-General and his Secretariat (staff) are responsi-
ble. When important policy issues are discussed the political leadership, i.e. the President
or the executive board consisting of representatives of the national member organizations,
may have a lobbying role as well. For instance, the Praesidium of COPA has frequent
contact with the Commissioner and the highest Commission bureaucrats (the directors-
general and their adjoints). ... In terms of policy influence, informal lobbying seems to be
more effective than lobbying in formal committee structures — a hypothesis which was
confirmed by several interviewees and respondents to the questionnaire.” (van der Zee,
1997, p. 197).

1> For example, after Commissioners MacSharry and Fischler introduced reforms for several key products (most
notably cereals) in the 1990s and early 2000s, Commissioner Fischer Boel ‘mopped up’ by reforming a number
of remaining, and difficult market organizations such as sugar and fruits and vegetables.

16 See http://www.copa-cogeca.be for more information on COPA-COGECA and its member organisations.
A list of the food industry associations and federations in Europe can be viewed under
http://ec.europa.eu/enterprise/sectors/food/links/list-associations_en.htm.
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Once a topic is on the reform agenda, the Commission usually engages in a series of formal
and informal consultations to sound out and prepare potential majorities in the Council of
Ministers and, if the policy in question is subject to co-decision, in Parliament. Formally, and
if time allows, the Commission might publish a document such as an ‘Action Plan’ or a
‘White Book’ or a ‘Communication’ that outlines policy challenges and goals, and possible
policy options as a form of ‘trial balloon’ to gauge public and political reactions and sensitivi-
ties. Informally, representatives of the Commission will engage in discussion with representa-
tives of the MS and other stakeholders such as non-governmental organizations (NGOs) and
lobby groups (e.g. farm unions, industrial associations).

These groups will attempt to get involved in reform discussions as early as possible, ideally
well before the Commission has actually drafted legislative proposals, providing Commission
officials with information and arguments. For example, if environmental NGOs have suc-
ceeded in persuading the Commission to consider making pesticide restrictions in the EU
more stringent®, lobby groups representing the agricultural chemicals industry will meet in-
formally with Commission officials and MEPs to explain the costs of restricting pesticide use
in terms of reduced yields, farm incomes and competitiveness, and to outline how much safer
pesticides have become over the years. In this way, lobby groups will attempt to influence
reform proposals before they are actually drafted and tabled by the Commission. Once a pro-
posal has been drafted and enters the decision making process (see below), lobby groups will
continue their activities, meeting with MEPs in Brussels and decision makers in the relevant
MS ministries in an attempt to influence their opinions and, ultimately, votes. However, those
with experience in EU decision making argue that once the Commission has actually drafted a
proposal it is often too late to exercise much further influence on it — the earlier a lobby group
intervenes, the greater its impact on the legislative process (European Parliament, 2003 p. 18;
Wiggerthale, 2006). Hence, the most effective lobbying work by interest groups but also by
MS themselves generally takes place in the pre-proposal stage when Commission officials are
collecting information and sounding out the range of politically feasible alternatives.

2.2.2 Decision Making

Drawing on the results of these consultations and its own analysis, the Commission will draft
a legislative proposal and submit it to the Council of Minister and the Parliament. If the policy
in question is subject to consultation, as was the case for agricultural policy until the Lisbon
Treaty came into force in December 2009, Parliament can submit an opinion on the proposal,
but the actual decision making takes place as the result of a dialog between the Council of
Ministers and the Commission.'® The Commission’s proposal is first scrutinized by the Spe-
cial Committee on Agriculture (SCA) which consists of permanent officials from the minis-
tries responsible for agriculture in each of the MS and a representative of the Commission
who explains and justifies the proposal. The SCA may pass a proposal on to a technical work-
ing group for more detailed consideration. If a proposal in agriculture affects other EU poli-
cies (such as trade, or the environment, both of which are often affected), then the so-called
Committee of Permanent Representatives (COREPER) will also deal with it; COREPER is
comprised of permanent representatives (Ambassadors in all but name) from each of the MS.

'8 This occurred most recently in September 2008, when new EU regulations governing pesticide residues were
passed (see http://ec.europa.eu/food/plant/protection/pesticides/regulation_ec_396_2005_en.htm).

!9 Indeed, the Council of Ministers has often ignored the Parliament’s opinion and sometimes even reached a
decision before even receiving this opinion.
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Both the SCA and COREPER prepare Commission proposals for discussion in the Council of
Ministers. Proposals on which agreement is reached among the member state representatives
in the SCA and/or COREPER are forwarded to the Council of Ministers as so-called ‘A-
points’ which can be passed without debate. Points on which agreement cannot be reached are
forwarded as ‘B-points’ for debate in the Council of Ministers.

Under the Treaty of Lisbon, agricultural decision making is subject to co-decision rather than
consultation. According to this procedure, Parliament must also approve a proposal before it
can become EU law. Decision making thus takes the form of a ‘trilog’ involving the Commis-
sion, the Council of Ministers and the Parliament.?’ It is not clear how the introduction of co-
decision in agricultural policy making in the EU will affect policy outcomes. Past negotiations
on agricultural policy reform between the Council and the Commission took place behind
closed doors and generally came to a head in lengthy Council meetings that often lasted until
deep into the night.* During these meetings, shielded from the public eye, the Council of
Ministers and the Agricultural Commissioner would craft complex compromise packages, and
add last-minute ‘sweeteners’ to sway individual MS on the way to a qualified majority. These
sweeteners could, for example, take the form of lengthier transition periods for the implemen-
tation of reform measures in specific MS. However, cases of more blatant ‘purchasing’ of
votes whereby a member state would, for example, request special EU funding for a rural de-
velopment project or a larger milk quota for its farmers were not uncommon. The move to co-
decision with the European Parliament will make it difficult to ‘cut’ such deals behind closed
doors.

Greer and Hind (2011) discuss four possible scenarios for agricultural co-decision and con-
clude that the most likely scenario is one in which the Commission gains influence overall.
They argue that in view of “the technocratic and detailed nature of CAP legislation (and of its
implementation), the European Parliament faces some important constraints in its ability to
exercise power, particularly a lack of administrative resources” (Greer and Hind, 2011, p. 2).
This creates a void that either the Council of Ministers or the Commission could fill, but the
authors argue that the “Commission not only possesses significant technical resource that is
accessible in Brussels to MEPs ... but also embodies the same supranational spirit of the EU
as the Parliament” (p. 16). If true, this would also point to a weakening of the Council of Min-
isters and its ability to craft last-minute compromises. However, Greer and Hind also point
out that co-decision may “lead to more protracted decision making because the typical dura-
tion for the agreement of a co-decision dossier is around 3 years” (p. 2).

2.3 The CAP after 2013

To illustrate the interplay between the players involved in agricultural policy making in the
EU we briefly discuss the example of the ongoing efforts to agree on a reform the CAP for the
period after 2013. The past, ongoing and expected steps in this reform process are outlined
schematically in Figure 2.1.

20 The formal steps that make up this trilog are complex, involving first and second readings by the Council of
Ministers and the Parliament as well as conciliation procedures if these two bodies cannot agree on amendments
to a Commission proposal. See e.g. http://www.eurunion.org/images/EUdecisionChart.jpg.

2! See, for example Pirzio-Biroli (2008) for an account of the negotiations that led to the adoption of the so-
called Fischler reform of the CAP in 2003.
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Figure 2.1  Steps leading to the adoption and implementation of a CAP for the period

after 2013
April-June 2010: Public consultation process by Commission
November 2010: Publication of Commission Communication
October 2011: Commission publishes legislative proposals
Late 2011 — 2012: Trilog among Commission, Council of Ministers and Parliament
Late 2012/early 2013:  Adoption of reform legislation
2013: Translation in ?()-nartional law, preparation of programs

-

January 2014: Start of implementation

Source: Own presentation.

The current EU financial framework began in 2007 and will expire at the end of 2013. The
need to prepare a new financial framework for the period from 2014 to 2020 presents an op-
portunity for the EU to reconsider its overall spending priorities and, if deemed necessary,
reform specific policies. Numerous studies (e.g. Sapir, 2004; Copenhagen Economics, 2009)
make a compelling case that the EU should shift spending post-2013 from the CAP to other
areas such as research, infrastructure and foreign affairs, where it would generate considera-
bly more European value added. Hence, the debate on the financial framework for 2014 to
2020 has also become a debate on the reform of the CAP.

This debate began to take shape in April 2010, when the Commission launched a public con-
sultation process in which the general public, NGOs and other stakeholders were invited to
provide online responses to questions regarding the future of the CAP.? This was followed by
a meeting in Brussels June 2010 to which a broad range of stakeholders, lobby groups and
analysts were invited by the Commission to present their views on the CAP after 2013.%% The-
se exercises provided the Commission with a broad range of opinions. Indeed, skeptics argue
that the purpose of these exercises was to provide such a broad range of views that the Com-
mission could claim public support for just about anything that it might later propose, and
especially support for a continued ‘strong” CAP to counter the above-mentioned arguments
for a shift away from agriculture in EU budget priorities. In parallel with this publicly visible
process of stakeholder consultations, representatives of the various lobbies interested in agri-
cultural matters, above all farmers’ spokespersons from COPA-COGECA, met Commission
officials informally to argue their case. For obvious reasons, information on how this informal
process has operated (who met whom when and where? what were the topics discussed? to
what extent did the Commission take the viewpoints expressed by lobby groups into ac-
count?) is not publicly available. However, when one talks personally to Commission officials
they provide anecdotal evidence of the strong and rather effective lobbying process that takes
place behind the scene, which was also the case during the process of preparing the Commis-
sion’s position on the CAP post-2013.

%2 See http://ec.europa.eu/agriculture/cap-post-2013/debate/report/summary-report_en.pdf for a report on the
results of this consultation process, which collected roughly 5700 submissions.

2% See http://ec.europa.eu/agriculture/cap-post-2013/speeches/adgroup20100603_en.pdf for a report on this pub-
lic meeting.
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The first document that outlines the Commission’s views on the CAP after 2013 was pub-
lished on November 18, 2010 (European Commission 2010). In this document, the Commis-
sion, with reference to the preceding consultation exercises, describes what it considers to be
the challenges facing EU agriculture and the goals of a policy to address these challenges. It
then discusses broad options for the CAP after 2013, although the treatment of these options
is very general and devoid of concrete measures and numbers.

Following these preliminary steps, the Commission is currently preparing concrete legislative
proposals. Initially these were to be released in mid-2011, but currently the expectation is that
they will be released later, perhaps in October 2011. This will initiate the trilog process out-
lined above, with the SCA and COREPER and the responsible technical working groups pre-
paring negotiations in the Council of Ministers and the Agricultural Committee preparing
Parliament’s position. In the meantime, the European Parliament has responded to the Com-
missions Communication of November 2010. A report drafted by the Rapporteur of the Par-
liament’s Committee on Agriculture and Rural Development (Albert Defl, an MEP from
Germany) in February 2011, and subsequently debated, amended and adopted by the Parlia-
ment in June 2011, welcomes the main thrust of the Commission’s Communication, while
advocating a number of changes to the reform steps outlined in it (European Parliament,
2011). Numerous other stakeholders, such as lobby groups, NGOs and academics, have also
commented on the Commission’s Communication.

Ideally, agreement among the Commission, the Council of Ministers and the Parliament will
be reached by the end of 2012. This will leave one year for any necessary translation of new
CAP provisions into national law in the MS, and to design and prepare programs which lead-
time, prior to implementation on January 1, 2014. In practice, it is not clear that this timetable
will be met. The 2014-2020 EU financial framework is of such overriding political im-
portance in the EU that it will require an agreement by the European Council. Only after the
structure of the financial framework has been determined (i.e. the size of the EU budget over-
all and of the individual policy areas such as agriculture within it) will it be possible to under-
take detailed and concrete negotiations on specific provisions of the CAP. It appears likely
that an agreement on the financial framework in the European Council cannot be reached pri-
or to the upcoming presidential election in France in April 2012.%* Hence, the trilog process
may only begin in earnest in mid-2012, and some observers therefore do not expect new CAP
legislation to be adopted until well into 2013. If this is indeed the case, then the EU might
enter 2014 without a formal budget. There are provisions for a roll-over of the previous budg-
et and spending programs in this eventuality. Whether or not the timetable outlined above is
met, the policy making process leading to the adoption of new CAP legislation for the post-
2013 period will also be subject to any major shocks, such as an intensification of the Euro
crisis in Greece, that might influence the general policy environment in the EU.

% The presidential election will take place on April 22, and a run-off election, if necessary, on May 6, 2012.
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3. Current Agricultural Policies of the EU

3.1 A Short History of the CAP

Unlike agricultural policy in any individual country, the CAP has not resulted from a long-
term evolution: it was created synthetically at one point in time, after the EU% had been estab-
lished, and replaced significant parts of the historically grown agricultural policy regimes that
had earlier existed in the EU’s original six member countries. The decision to include agricul-
ture in the new common internal market of the EU, in spite of the widely diverging agricultur-
al policies of the six founding countries, was considered imperative to create some sort of a
political balance between France’s interest in gaining a larger market for its agricultural ex-
ports and the benefits Germany was expected to gain in the industrial sector. In consequence,
the Treaty of Rome, setting up the EU in 1958, provided for the establishment of a common
agriczgltural policy, though it still left much scope for how precisely that policy should look
like.

But relatively soon the courageous decision was taken to opt for the strongest possible degree
of integration, i.e. the establishment of a common market organization for the most important
agricultural commodities, providing not only for completely free agricultural trade across all
EU member countries, but also a common level of protection and support of agriculture in the
whole of the EU. This meant that in future all decisions regarding agricultural market policies
had to be taken centrally at the supra-national EU level, and that the new common agricultural
policy also had to be financed out of the common EU budget.”” It also required a politically
extremely difficult decision on where to pitch the common level of price support, in the rela-
tively wide range between the low levels previously prevailing in France and the Netherlands
and the much higher prices to which farmers in Germany and Italy were used. Prices were
eventually set relatively high, and thus the CAP started out on the way towards a rather pro-
tectionist policy, implemented through intervention buying in the domestic market, and varia-
ble levies and export subsidies at the borders towards third countries (for detail, see below).
The CAP was to stay on that protectionist course for quite some time, and Germany’s inclina-
tion to push for high farm price support made a significant contribution to that policy stance.?

Ironically, soon after policies and prices had been harmonized across the EU’s member coun-
tries in 1967, support prices were again differentiated in 1969 when the French Franc was
devalued and the German Deutschmark revalued but the requisite adjustments of support
prices in national currencies appeared politically unacceptable. New duties and subsidies on
agricultural trade among the MS were introduced, and that “agri-monetary” regime, keeping

%% The term EU will be used here throughout, even where it would be more historically correct to speak of the
EU’s predecessors, i.e. the European Economic Community (EEC) or the European Communities (EC). For a
brief online account of the historical evolution of the EU, see http://europa.eu/abc/history/index_en.htm .

% An excellent account of the early history of the CAP, and of the prior evolution of agricultural policies in the
EU’s original member countries since 1880, is provided by Tracy (1982).

%" The need for a common financing of the CAP out of the Brussels budget was a nearly mechanical implication
of the decision to pursue a common market policy, with farm product prices kept significantly above those in
international trade. Had the individual member countries remained financially responsible, then there would have
been strong incentives for national governments to manipulate agricultural trade flows such that imports into a
given member country came from outside the EU (bringing tariff revenue into the national budget), while ex-
ports went into other member countries (placing the financial burden of intervention purchases or export subsi-
dies on their shoulders). These incentives could have easily undermined the functioning of the common internal
market in agriculture.

% For a discussion of Germany’s influence on the CAP in its early years, see Tangermann (1979).
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national farm product prices apart but also adding further to the level of protection, remained
in place until the introduction of the Euro in 1999.% A further dimension of price differentia-
tion within the common market for agriculture was added when the EU was enlarged in suc-
cessive rounds and farm product prices in the acceding member countries were only gradually
adjusted to the common level *°

The high level of price support soon made EU markets for major agricultural products turn
from deficit into surplus, and the CAP was confronted with rapidly growing budget expendi-
ture on acquiring and holding intervention stocks (‘butter mountains’ and ‘wine lakes’) and
export subsidies. Expenditure on the CAP made up for a growing share of the overall budget
of the EU (reaching a maximum of 73% in 1985°"), pushing the EU nearly to the brink of
bankruptcy a number of times in the 1980s. The EU, unwilling to reform the CAP, tried to
suppress the most problematic symptoms of its excessive price support policy, through vari-
ous forms of supply management, including production quotas for sugar and milk. However,
intervention buying and export subsidy expenditure continued to mount.

At the same time, tensions with the EU’s trading partners and international criticism of the
CAP intensified. In the Uruguay Round of GATT negotiations, finally, a point was reached
where the EU could no longer sustain its outdated market policy under the CAP. Commis-
sioner for agriculture MacSharry saw the writing on the wall and embarked on a reform
course in 1992, cutting the level of price support and introducing direct payments to EU farm-
ers as compensation. This opened up the way to a successful conclusion of the Uruguay
Round, which also did away with the EU’s variable levies which were replaced by fixed tar-
iffs, to be reduced over time according to the WTO schedule.*?

The two following Commissioners for agriculture, Fischler and Fischer Boel, continued with
CAP reform in the early 2000s, and in particular ‘decoupled’ the direct payments from pro-
duction.®* As a result, not only has the structure of the CAP fundamentally changed, with a
large part of former price support having been transformed into fixed per hectare payments to
EU farmers. The EU’s domestic markets for agricultural products have also become much
more open to international influences and prices more variable. As another dimension of the
reforms, market and incomes policy (the so-called “Pillar 1 of the CAP) became increasingly
complemented by structural policies under the heading of Rural Development (“Pillar 2 of
the CAP), which in the early phase of the CAP accounted for less than 5% of CAP expendi-
ture but have meanwhile expanded to around 20%. As EU expenditure outside agriculture
grew more rapidly than the CAP budget since around 1990, the share of the CAP in the EU’s
overall budget has over time declined, to 44% in 2010.

As the EU is preparing its policies for the next budget period (2013-2020), the debate about
another possible round of CAP reform is currently underway. However, it appears the current
Commissioner for agriculture, Ciolos, has no intention to push for modifications that would

% For a description and analysis of the agri-monetary regime under the CAP, see Ritson and Tangermann (1979)
and von Cramon-Taubadel (1994).

% The successive rounds of EU enlargement, and the lists of countries joining the EU, are also reported at
http://europa.eu/abc/history/index_en.htm. When countries from Central Europe joined the EU, beginning in
2004, their agricultural prices were immediately aligned with those in the common market.

31 For statistics on the budget of the CAP and the EU overall, see the EU Commission’s annual reports on “Agri-
culture in the European Union — Statistical and Economic Information”, the most recent edition to be found at
http://ec.europa.eu/agriculture/agrista/2010/table en/index.htm .

%2 For an account of CAP reform since 1980, the political forces driving it and its interaction with the develop-
ment of agricultural policy reforms in the USA, see Moyer and Josling (1990 and 2002).

% The political economy of CAP reforms under Commissioner Fischler, which resulted in ‘decoupling® of the
direct payments, is discussed in Swinnen (2008).
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come anywhere close to the reform impetus of his three predecessors. A first Communication
on the CAP post-2013, issued in November 2010 by the Commission (European Commission,
2010), can be interpreted as aiming mainly at a political stabilization of the regime of direct
payments (Tangermann, 2011). We shall come back to prospects for the future of the CAP in
the concluding chapter.

3.2 Objectives of the CAP

3.2.1 Stated Objectives

The legal and institutional foundations of the EU are laid down in treaties that have changed
over time. The currently applicable version is the Lisbon Treaty, which entered into force on 1
December 2009. The basic rules for the EU’s policies form one major part of the Lisbon Trea-
ty, namely the Treaty on the Functioning of the European Union (formerly the Treaty estab-
lishing the European Community).** Title 111 of that Treaty deals with EU policies relating to
agriculture and fisheries. Its Article 39(1) states the fundamental objectives of the CAP as
follows:

“The objectives of the common agricultural policy shall be:

(@) to increase agricultural productivity by promoting technical progress and by
ensuring the rational development of agricultural production and the optimum
utilization of the factors of production, in particular labor;

(b) thus to ensure a fair standard of living for the agricultural community, in
particular by increasing the individual earnings of persons engaged in agricul-
ture;

(c) to stabilize markets;
(d) to assure the availability of supplies;
(e) to ensure that supplies reach consumers at reasonable prices.”

This wording of the CAP’s basic objectives is still precisely the same that was adopted in the
Treaty of Rome, signed in 1957 and establishing the European Economic Community among
its six original member countries in 1958. The longevity of these objectives, for a policy
whose orientation and structure has changed fundamentally over the about fifty years of its
existence and which now applies to 27 MS covering most of Europe’s territory, is already an
indication of their rather general nature. Also, these objectives have no specifically “Europe-
an” character as they are not much different from the objectives laid down for agricultural
policies in most other developed economies.

However, in spite of their age and generality, the CAP’s stated objectives as specified in Arti-
cle 39(1) still have practical legal significance. They are cited in many of the legal texts (Reg-
ulations and Directives) that are issued all the time to regulate the individual policy measures
under the CAP, and thus still form the basis on which the CAP is designed and implemented.
In case of doubt, when the European Court of Justice has to judge on the legality of given
measures under the CAP, the Court has also occasionally based its decisions on Article 39(1).

More specific objectives, often of a rather operational manner, are sometimes stated in the
respective EU legislation (see below). When the EU Commission engages in an impact as-

% The other part of the Lisbon Treaty is the Treaty on the European Union. Moreover, the Lisbon Treaty also
contains several Protocols and Declarations. The full text of the Treaty of Lisbon is available at http://eur-
lex.europa.eu/JOHtmI.do?uri=0J:C:2007:306:SOM:EN:HTML..
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sessment® of proposed changes to the CAP, it also typically states objectives — not so much
of the policy as such, but of the proposed changes. For example, in its impact assessment of
the proposed 2008 Health Check of the CAP, the Commission specified the objectives of
modifying the direct payments regime as follows:

e "Achieving improved competitiveness, better market orientation and better com-
pliance with EU standards;

e meeting the underlying sustainability goals of the reformed CAP;

o meeting the societal expectations from the CAP in terms of the provision of public
goods, the distribution of direct payments and new challenges;

e preserving the vitality of rural areas and specific types of farming, which may be
low in intensity, but high in positive environmental or regional benefits;

o further simplifying the CAP”
(Commission of the European Communities, 2008, p. 19).

3.2.2 Implicit Objectives

One does not need to dig very deep to see that the objectives actually pursued by major policy
instruments under the CAP must be much different from those stated in Article 39(1). For a
long time, a high level price support was the central feature of the CAP, accounting for by far
the largest share of budgetary expenditure on the policy. As a result of the reforms imple-
mented since 1992, direct payments have replaced a good part of that past price support, and
these payments now make up for the bulk of CAP expenditure (68% of expenditure on the
CAP, amounting to 29% of the overall EU budget in 2010). There is no doubt that both price
support and direct payments aim at increasing the level of farm income. The EU Commission,
for example, makes that point clearly when it says that “the current decoupled direct payment
therefore ... ensures that farmers respond to market signals while providing income support”
(European Commission - Agriculture and Rural Development, 2009, p. 6).

At the first glance it may appear as if providing farm income support is entirely consistent
with the objective “to ensure a fair standard of living for the agricultural community” as stipu-
lated in indent (b) of Article 39(1). However, the first word of indent (b) calls for achieving
that fair standard of living through an increase in agricultural productivity, not through trans-
fers from consumers (via price support) or taxpayers (via direct payments).*® If the CAP’s
objectives as laid down in Article 39(1) were taken literally, then an overwhelming part of the
policy would make a serious effort “to increase agricultural productivity by promoting tech-
nical progress and by ensuring the rational development of agricultural production and the
optimum utilization of the factors of production, in particular labor” as suggested in indent (a)
of Article 39(1). In particular, a large part of CAP expenditure would then be spent on activi-
ties such as research and development so as to promote technical progress; extension services
to improve farmers’ capacity to adopt innovation; market information services that assist
farmers in adjusting agricultural production in a rational way to the changing forces of supply
and demand; improving the mobility of factors of production, in particular labor (and land), so
as to enhance their optimum utilization. However, a central focus of the CAP is not on such

% Impact assessments, as an extensive form of ex ante evaluations, are discussed below in Section 5.1.
% Harris, Swinbank and Wilkinson (1983, p. 35) refer to Article 39(1) as “probably the most quoted section of
the whole EEC Treaty”, and to the first word of its indent (b) as “the most neglected word in the Treaty”.
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measures with a longer-term orientation, but has always been, and continues to be, on imme-
diately effective and politically visible instruments that transfer income directly to farmers.

The objective “to stabilize markets” as postulated in indent (c) of Article 39(1) would, if taken
literally, require that measures would be adopted that reduce both downward and upward
price fluctuations, maintaining prices close to where their average would have been otherwise.
However, the market policy instruments in place and applied, in particular intervention buy-
ing, tariffs and export subsidies, are oriented to eliminating price troughs, not price spikes.*
For a long time, these instruments have been used to keep EU prices permanently and far
above the prices on international markets — in order to provide income support to farmers.
This policy could certainly not be said to be in line with the objective “to ensure that supplies
reach consumers at reasonable prices” as stipulated in indent (e). It was also not justified by
the objective “to assure the availability of supplies” (indent (d)) as it resulted, for a number of
major products, in massive surpluses that are exported to third countries, for a long time with
the help of large export subsidies.

In other words, like in most other developed countries, the primary implicit objective of the
CAP has always been, and still is, to raise current farm incomes through transfers from the
rest of the economy to the agricultural sector.®® A number of other objectives and constraints
also play a role, and their composition and weight has changed over time. Budgetary concerns
act as a constraint on the CAP’s generosity towards farmers. They were particularly felt, and
have brought about the first policy adjustments, in the 1980s. As evidenced by the major poli-
cy changes that took place since the early 1990s, considerations regarding tensions with inter-
national trade partners have had a growing influence on the CAP. More recently, environmen-
tal concerns and related interests have been increasingly taken into account. However, when
looking at the actual instrumentation of the CAP, and in particular at the overwhelmingly
large role played by direct payments, it is obvious that providing support to farm incomes
remains the primary objective of the CAP.

Among political actors, there are occasional attempts at providing a seemingly rational justifi-
cation for raising farm incomes through measures such as direct payments. For example, in its
Communication of November 2010 on the CAP post-2013 the European Commission makes
the point that “agricultural income [is] significantly lower (by an estimated 40% per working
unit) than that in the rest of the economy” (European Commission 2010). Whether farm in-
comes are actually low is a matter of both conceptual definition and empirical measurement.
The statistics typically cited in this context, and also referred to by the Commission, relate to
income from agricultural activity per annual work unit, as compared to labour income in the
rest of the economy. Agricultural income per work unit is not an appropriate indicator of
standard of living as that depends on total household income of the family concerned (OECD,
2003). If farm income support were to respond to equity concerns like other social policies, in
particular if its purpose were to overcome unacceptably low standards of living in the farming
community, then it would have to be based not on agricultural income per work unit but on
overall incomes of farm households where income from other sources often complements
agricultural income. From that perspective there is not much reason to provide general income
support to agriculture in the EU as empirical research has shown that farm household income

%" There have been rare occasions when, in a situation of strongly rising prices on international markets, import
tariffs were reduced or eliminated, in order to dampen a price rise on EU markets. The products concerned were
typically feedstuffs, indicating that the objective of such measures was primarily to protect (livestock) farmers.

% For a discussion of the political economy and the motivations behind this type of policy stance, see for exam-
ple Schmitt (1984) and Swinnen (1994). The special treatment of agriculture in many countries’ policy regimes,
sometimes referred to as ‘agricultural exceptionalism’, is discussed for example by Grant (1995), Skogstad
(1998) and Halpin (2005).
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is not generally below incomes in other parts of society (OECD, 2003). Moreover, and even
more important, if farm income support in the EU were really based on social equity con-
cerns, then it would have to be provided not through flat rate per hectare payments, but
through targeted payments to individual families, based on a means test.

Another seemingly rational justification of farm income support is proposed by the Commis-
sion in a recent Agricultural Policy Perspectives Brief (European Commission - Agriculture
and Rural Development 2011c) where it is suggested that providing income support to farm-
ers is a precondition for enabling them to provide basic public goods “by helping to ensure the
longer term economic viability, and a smooth structural adjustment, of the farming sector”.
However, if the provision of public goods were the actual reason for supporting farmers, then
that support should not come in the form of general per hectare payments, but through tar-
geted payments that are made per unit of public good provided, where a specific public good
is required and not generated automatically as a by-product of market-oriented farm output
(Tangermann, 2011).

In other words, at close inspection it turns out that the various justifications for providing
farm income support are not really convincing — they are pretexts rather than explanations.
Farm income support, forming the backbone of the CAP, is provided for political reasons
rather than pursuing rational economic objectives. The typical minister of agriculture in an
EU Member State comes from a farming background and is expected by his political party to
secure election support from the side of farmers. Most EU Commissioners for Agriculture
also have had roots in agriculture, and are nominated arguably because they understand more
of the complex business of agricultural policy making than a politician who never had any
links with agriculture. As a result, agricultural policy in the EU, like in many other countries,
is essentially made by farmers for farmers — and if that is the case, it cannot come as much of
a surprise that it aims at providing financial benefits to farmers.

3.3 Basic Structure of the CAP

3.3.1 Policy Domains

In a broad sense, the structure of the CAP can be described as being composed of two major
policy domains, often referred to as ‘Pillars’. Pillar 1 consists of the market, trade and in-
comes policies, the latter coming primarily in the form of direct payments. Pillar 2 includes
structural policies, referred to as Rural Development. The two Pillars are distinguished not
only by the nature of policies pursued under them, but also by the way in which the supra-
national level of the EU on the one hand and the individual Member State governments on the
other hand interact in them.

Pillar 1 measures, forming the core of the CAP in many regards, are purely supra-national
policies. They are decided and financed entirely at the EU level and apply equally to all MS.*
In contrast, policies falling under Pillar 2 are pursued in joint responsibility of the Union and
the individual MS. There is a common EU framework for Pillar 2 policies, but it is for the
individual MS to select the specific measures, within that framework, that they want to use.
The Pillar 2 measures are co-financed between the EU and the respective Member State, with-
in a given budget ceiling for EU contributions to each member country’s Rural Development
policies. As a consequence, the nature and composition of structural policies under Pillar 2
differs significantly across the EU’s member countries, while market, trade and income poli-

% Administrative implementation of Pillar 1 measures, though, rests with the MS, see Section 4.1.
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cies under Pillar 1 are truly common in the sense that there is no differentiation between
MS.*

There are also some types of policy measures in agriculture that have (so far) remained out-
side the CAP and are pursued and financed under the exclusive competence of the individual
MS (see below, Section 3.6). Such national policies, though, have to respect given EU rules
aimed at avoiding distortions of competition within the common market.

3.3.2 Financing of the CAP, and Overall Level of Support

Expenditure on the EU’s policies is financed from the Union’s budget.** That budget is fund-
ed by the EU’s “own resources”™, limited to a given maximum (currently 1.23% of the EU’s
gross national income). The “own resources” consist of three different types of revenue. Cus-
toms duties on imports from third countries, the oldest source and most typical for a customs
union, flow directly to Brussels and are forecast to account for 13% of the EU’s revenue in
2011. The second source of revenue for the EU’s budget, 11% in 2011, is a given percentage
of the harmonized value-added tax base across all member countries. The third source is a
standard percentage of gross national income in all member countries, accounting for 75% in
2011. The amounts representing the second and third source are to be paid to the EU by the
national Member State governments.”* The EU budget is based on the principle that revenue
must match expenditure, i.e. there must not be a deficit. The appropriations for the EU’s
budget in 2011 foresee a total of commitments of 138.5 billion EUR.

Expenditure on the CAP, with budgeted commitments of 57.3 billion EUR in 2011, is fi-
nanced out of the overall EU budget. As a matter of presentation, CAP expenditure is struc-
tured into two different “funds”, equivalent to the two Pillars of the CAP. The European Ag-
ricultural Guarantee Found (EAGF) represents expenditure on market policies and direct
payments (Pillar 1), with budgeted commitments of 42.7 billion EUR in 2011. The European
Agricultural Fund for Rural Development (EAFRD) finances the EU contribution to the rural
development programs of the MS (Pillar 2), budgeted for 14.6 billion EUR in 2011. The evo-
lution of the structure of expenditure on the CAP from 1980 to 2009 is shown in Figure 3.1.**

0 In spite of the fundamentally common character of Pillar 1 policies, there are a number of regards in which
they can differ between member countries, allowed for in the common rules applicable to all MS. For example,
there are several different regimes regarding the allocation of direct payments to the individual farms in a given
country (see below). Also, the rules governing direct payments in the 12 new MS recently acceded to the EU are
different from those of the old member countries.

* Summary information on the EU budget, used as source for this section, can be found at
http://ec.europa.eu/budget/explained/budg_system/index_en.cfm , where links provide access to more detailed
information than the brief and necessarily simplifying description provided here.

*2 There are also minimal other sources, accounting for no more than 1% of the EU’s budget.

* There is a debate about introducing some type of a new EU tax whose revenue would be directly owned by,
and flow immediately into, the EU budget. For the time being, though, that debate has remained inconclusive.

* Note that Figure 3.1, taken from the EU Commission, presents CAP expenditure in constant prices. “Rural
development” in that figure represents what is now referred to as Pillar 2, financed out of the EAFRD. The other
expenditure items shown in that figure fall under Pillar 1.
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Figure 3.1: The Evolution of CAP Expenditure (in Constant Prices of 2007)
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Source: Reproduced from European Commission at http://ec.europa.eu/agriculture/cap-post-
2013/communication/slide-show_en.pdf

In economic terms, the way the EU overall and the CAP in particular are financed means that
the financial burden resulting from the policy is primarily born by taxpayers in the individual
member countries, and partly also by the users of products imported into the EU from third
countries. The budgetary flows, though, do not show the whole picture of farm support in the
EU. A good part of the overall transfers to agriculture, channeled through the CAP to farmers
from the rest of society, comes in the invisible, but nevertheless real, form of policy-supported
prices for agricultural products, kept above those prevailing on international market through
the market and trade measures under the CAP. The OECD includes these consumer-based
transfers in its Producer Support Estimate (PSE). In 2009, the overall PSE for the EU stood at
87 billion EUR, equivalent to 24% of gross farm receipts in the EU (OECD, 2010, p. 51). Of
this total, 20.9 billion EUR came in the form of market price support, i.e. invisible transfers
from consumers to farmers.*

3.4 Pillar 1: Market, Trade and Incomes Policy

3.4.1 Objectives and Target Population

The EU has not stated specific objectives or a target population for the whole of its Pillar 1
policies. Hence, the general objectives set for the CAP overall (see above, Section 3.2) apply
to Pillar 1 as well. In addition, the Regulations laying down, in legally binding form, the rules
for the individual policy measures, could in principle state more specific objectives in their
preambles (‘recitals’, or ‘whereas’ clauses). However, the objectives stated in the preambles
may simply repeat parts of the general (and rather aged) CAP objectives as stated in Article

* To be precise, some part of market price support is also financed by taxpayers, namely that resulting from
export subsidies. — The part of the EU’s PSE coming not in the form of market price support, but through budg-
etary payments, cannot directly be compared to budget figures of the EU, among others because it also compris-
es expenditure by national governments of EU MS.
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39(1). For example, the Regulation on the common organization of agricultural markets, i.e.
the legal cornerstone of the EU’s agricultural market and trade policies, cites wording of in-
dents (b) and (c) of Article 39(1) by stating that:

“In order to stabilize the markets and to ensure a fair standard of living for the agricultur-
al community, a differentiated system of price support for the different sectors has been
developed, in parallel to the introduction of direct support schemes, taking account of the
different needs in each of these sectors on the one hand and the interdependence between
different sectors on the other.”*

Typically, though, the Regulations for individual policy measures do not state any fundamen-
tal policy objectives, but more narrow operational aims. For example, the Regulation on direct
payments under the CAP, after all the legal basis for annual expenditure of nearly 40 billion
EUR, more than two-thirds of all CAP expenditure, has nothing to say about what the direct
payments are supposed to achieve in general terms. However, it makes reference to specific
aims, for example by suggesting that:

“The abolition, in accordance with this Regulation, of compulsory set aside within the
single payment scheme could in certain cases have adverse effects on the environment, in
particular as regards certain landscape features. It is therefore appropriate to reinforce the
Community provisions aimed at protecting specified landscape features. In specific situa-
tions it should also be E)ossible for a Member State to provide for the establishment and/or
retention of habitats.”

In the absence of stated objectives pursued specifically through Pillar 1 policies, what has
been said above on the objectives of the CAP in general (Section 3.2) applies to the EU’s
market, trade and incomes policies in agriculture as well.

The target population for Pillar 1 policies is the whole agricultural community, i.e. all farmers
in the EU. Market and trade policies do not specifically address individual people as they op-
erate at the level of commodity markets. In effect, though, they impact on everybody operat-
ing on these markets. The intended impacts of these policies, as far as people are concerned,
are producers of the commodities concerned and their revenues. There are, though, of course
also side-effects on other parts of the population, in particular those on users of farm products,
in particular food consumers. Yet, in a political sense, food consumers are not the target popu-
lation of market and trade policies — the higher food prices they have to pay as a result of the
CAP are best described as some form of collateral damage of a policy that targets farmers.

Direct payments, the financially most important part of Pillar 1, do operate on the level of
individual people, namely the payment recipients. They could, therefore, in principle envisage
a well defined target population. However, given the historical origin of the direct payments,
that target population was defined only implicitly, by allocating payment rights to all produc-
ers of the products whose support prices were cut in the course of CAP reforms and where
income compensation was, hence, considered appropriate. A targeted approach to the CAP’s
farm incomes policy in the form of direct payments is notable by its absence. It could be ar-
gued that any incomes policy, including (quasi) permanent direct payments in agriculture,
should be needs oriented and hence be based on a means test, to make sure transfers are not
made to families with sufficiently high incomes (Tangermann, 2011). However, that is not the
case with direct payments under the CAP. The implied violation of fundamental equity prin-
ciples is, to some extent, felt at the political level, as evidenced by repeated attempts at intro-

* Whereas clause 10 of Council Regulation (EC) No. 1243/2007 of 22 October 2007.

T Whereas clause 5 of Council Regulation (EC) No. 73/2009 of 19 January 2009. In this Pillar 1 Regulation,
applying equally to all MS, reference to the possibility for MS to provide for habitats is an indirect reference to
environmental policies under Pillar 2 where individual countries have more flexibility to develop their own pro-
grams, as explained below.
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ducing some form of degressivity, such that lower per hectare payments would be made to
larger farms. However, these attempts have so far largely failed because of resistance from
those MS where large farms play an important role, for example the United Kingdom and
Germany.*® Governments of such MS do not want to see the flow of money from Brussels to
their countries reduced through limits on payments to large farms. Moreover, they are also
under pressure from their large farmers, intent on avoiding a reduction of their benefits. The
arguments advanced publicly in this debate make reference to the negative implications
degressivity of payments might have for structural adjustment in agriculture, though funda-
mentally the concerns relate to purely financial benefits.

Another attempt at creating more ‘fairness’ in the distribution of direct payments is currently
underway, as part of the process of preparing the CAP for the post-2013 period, by moving in
the direction of less unequal levels of per hectare payments across the member countries of
the EU.* However, neither degressivity according to farm size nor equality of payments per
hectare across all farmers can be considered a targeted incomes policy in line with individual
needs (Tangermann, 2011). Another issue regarding the target population for direct payments
currently discussed in the context of the CAP for the post-2013 period is how it can be as-
sured that payments go only to people actually engaged in agriculture®, referred to as “active
farmers”. However, it is difficult to conceive of any approach that would solve that issue in a
rational way (Tangermann, 2011).

3.4.2 Domestic Market Policy

In 2007, the EU has brought the many market policy regimes it previously had for the indi-
vidual product sectors under the joint umbrella of one Regulation establishing a common
market organization (CMO) for all agricultural products.®® The most important (and probably
most widely known) CAP instrument for use on the internal market is intervention buying at
given pre-determined floor prices, applying to a number of basic agricultural product sectors
(cereals, rice, sugar, olive oil and table olives, beef and veal, milk and milk products, pork,
sheep meat and goat meat). Intervention can take the form of either buying into public stocks
or the granting of aids for private storage. While in the past all quantities that were offered
had to be acquired at the high policy prices, after CAP reforms there are now limits to the
quantities that can be purchased into intervention, and intervention prices are now much low-
er, typically below ‘normal” world market prices. As a result, intervention buying is now lim-
ited largely to the function of a safety net, to be used when market prices decline to a rather
low level. Figure 3.2 illustrates, for the case of wheat, the evolution of the intervention price
relative to market prices inside and outside the EU.

*8 There is, though, an extra reduction of 4% of payments beyond EUR 300.000 in the context of so-called mod-
ulation.

* Under the direct payments regime currently in place, as having resulted from the historical process of CAP
reforms and the Eastward enlargement of the EU, direct payment levels per hectare vary widely across member
countries, between about EUR 100/ha in Latvia and EUR 800/ha in Malta, see
http://ec.europa.eu/agriculture/cap-post-2013/communication/slide-show_en.pdf . The different levels of pay-
ments per hectare reflect the historical composition and intensity of production in the individual MS, as the pay-
ments were originally calculated on the basis of price reductions per quantity of output as having resulted from
the reforms of 1992 and later years. Thus, where yields were high, or where products undergoing large price cuts
were predominantly produced, payments per hectare were higher than in other MS.

%0 As opposed to, for example, absentee landowners such as investors owning land but not farming it themselves.
3! Council Regulation (EC) No. 1243/2007 of 22 October 2007.
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Figure 3.2: Wheat Prices, EU and World Markets
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Source: Reproduced from European Commission - Agriculture and Rural Development (2011a).

In most product sectors without intervention buying, there are other forms of domestic
measures to provide price support. For example, in the fruit and vegetables sector, member
countries are encouraged to establish producer organizations, which can then engage in ‘cri-
sis’ management such as non-harvesting, so as to reduce supplies. While intervention buying
is entirely financed out of the Brussels budget, crisis management in the fruit and vegetables
sector is co-financed between the EU and the respective Member State.

Another important element of domestic market policy in the EU is supply control, in the form
of production (or rather marketing) quotas for milk and sugar. The quota regimes were intro-
duced (in 1968 for sugar and in 1984 for milk) to limit market surpluses and the resulting
budget expenditure under the CAP while maintaining high support prices. In the 2008 ‘Health
Check’ of the CAP, the decision was taken to phase out milk quotas by 2015, and a gradual
annual increase of quota volumes until that time is hoped to facilitate that process. The EU’s
sugar policy was reformed, in response to difficulties regarding the volume of its subsidized
sugar exports the EU faced in the WTO, in 2006, with a significant cut in price support, com-
pensated through direct payments and accompanied by restructuring payments to producers
leaving the sector. The reform turned the EU from a net exporter to a net importer of sugar.
Yet, quotas remained in place, though the Commission has now indicated, in its Communica-
tion on the CAP post-2013, that the time may have come for considering a phase out of sugar
quotas as well.

Finally, in some product sectors, domestic market policies under the CAP also foresee subsi-
dies per unit of product, including for the use of certain agricultural products in processing
activities (e.g. dried fodder, flax, starch, skim milk), for distribution of school milk, and for
silkworm rearers.

3.4.3 Trade Policy

The EU’s customs duties on imports of agricultural products are outside the day-to-day influ-
ence of agricultural policy makers as they are set, along with tariffs on any other products, in
the EU’s Common Customs Tariff, in line with the EU’s obligations under the WTO. Like all
other WTO Members the EU had to respect the requirement of the 1994 Uruguay Round
Agreement on Agriculture to remove all non-tariff measures such as variable levies, import
quotas and voluntary self-restraint agreements, and replace them by bound tariffs, to be re-
duced by given rates over a number of years. While this has improved the transparency of the
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import regime and reduced the degree to which the EU’s domestic markets are insulated from
international price variations, markets for many agricultural products in the EU continue to be
protected by high tariffs against international competition. Around 13% of all tariff lines for
agricultural products in the EU, covering around one sixth of total agricultural imports into
the EU, have tariffs above the equivalent of 50% (Kutas, 2010, p. 30). Product groups with
particularly high tariff protection include grapes and grape must (152% ad valorem equivalent
on average for tariff lines in that group), bovine meats (146%), sugars (145%), dairy products
(141%) and goat and sheep meat (100%) (ibid).

Moreover, there are still product groups where import duties can vary with market conditions,
thus providing the potential to shield EU markets from international price fluctuations
(Tangermann et al, 1997). This is in particular the case for cereals where duties can vary in-
versely with international prices, up to the bound tariff level. However, as international prices
for cereals were high in the recent past, no tariffs were charged on EU imports of cereals. Du-
ties can also vary in the fruit and vegetable sector where the entry price regime aims at mak-
ing sure imports do not enter the EU below a politically determined price level (Grethe and
Tangermann, 1999). Where import tariffs are essentially prohibitive, even fixed tariffs may
shield EU markets from international influences. However, for a number of products with
high levels of tariff protection the EU had to establish, as a result of the Uruguay Round, tariff
rate quotas (TRQs) allowing a certain quantity of imports into the EU at a reduced tariff.

TRQs also play an important role in the many bilateral and regional trade agreements (RTAS)
the EU has concluded with a large number of trading partners. Under these RTAs, preferential
access to the EU’s market for agricultural imports is often confined to given quantities, as
frequently the case for agricultural products also in other countries’ RTAs (Fulponi, Shearer
and Almeida, 2011). More generally, preferences do play an important role in the EU’s over-
all trade regime, and in agriculture they have sometimes had an important influence on the
development of the CAP. For example, the provision of free access to the EU’s sugar market
for given quantities exported from certain countries in the Asia, Caribbean and Pacific (ACP)
region, coupled with the more recent opening up of the EU’s borders to duty and quota free
importation of all goods (everything but arms, EBA), including sugar, from the least-
developed countries, has put significant pressure on the EU’s high-price regime in the sugar
sector, eventually leading in 2005 to reform of a policy that for a long time had been seen as
an epitome of the CAP.

On the export side, the Uruguay Round Agreement on Agriculture also imposed important
constraints on the CAP. For a long time the EU had heavily relied on export subsidies in agri-
culture, in spite of massive international criticism. The EU’s CMO still provides for the pos-
sibility of subsidizing exports of a number of agricultural products®, within WTO limits.
However, the extent to which the EU actually uses export subsidies has declined significantly
as a result of the cuts in support prices brought about by CAP reforms (see Figure 3.1). The
EU’s overall expenditure on export subsidies notified to the WTO has therefore since some
time remained far below the constraints agreed in the Uruguay Round (see Figure 3.3).%
However, when there was a (perceived) market ‘crisis’, export subsidies have again been used
from time to time, and subsidized exports of dairy products in 2009 were a notable, and inter-
nationally much criticized, case in point.

52 Export subsidies may, as regulated in the CMO, be granted for cereals, rice, sugar, beef and veal, milk and
milk products, pork, eggs, and poultry meat, and processed foods containing these products.
3 WTO commitments regarding export subsidies are defined at the product level. Aggregate expenditure on all
products relative to aggregate commitments as shown here is, therefore, not legally relevant.
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Figure 3.3: EU Export Subsidy Expenditure Notified to the WTO

billion EUR
14
= Actual expenditure
12
==he=\WTO Commitment
10
8 N r— A ————\

0 T T T T T T T T T T T T T 1
S @ @ & ® & @O

QQ\Q 0"’\0 0"'\0 0”’\0 0“‘\0 Q"’\Q o“’\g 6\\0 ch\g

DT AT AT AT AT A A P

Source: Authors’ calculations based on EU Notifications to the WTO, documents G/AG/N/EEC/...

3.4.4 Direct Payments

As described above, direct payments to farmers were originally introduced as compensation
for cuts in support prices when fundamental CAP reform began in 1992. They have mean-
while developed into the most important element of the CAP, accounting for about two-thirds
of CAP expenditure and nearly 60% of the PSE in the EU-27. The largest part of the direct
payments are now ‘decoupled’ from production, in the sense that they are made irrespective
of what is produced on the farm.>*

When direct payments were first introduced, payment rates were calculated by multiplying the
cut in support price with the respective volume of production. For crops, regional averages of
yields were used to determine the payment per hectare, and each farm was allocated a pay-
ment entitlement according to the number of hectares it had planted under the respective crop
in a given reference period. In the livestock sector, payment rates were calculated in a similar
way. Originally, farmers had to produce the respective products in order to receive the pay-
ments. Under the 2003 reform initiated by EU Commissioner for Agriculture Franz Fischler,
most of the payments were then ‘decoupled’, and some further ‘decoupling’ later took place
under Commissioner Mariann Fischer Boel’s so-called Health Check of the CAP in 2008. The
system now in place is referred to as the single payment scheme (SPS), applying to the 15
‘old” MS, while the 12 new MS having joined the EU under its Eastward enlargement are still
in the process of phasing direct payments gradually in under a transitional simplified regime,
known as the single area payment scheme (SAPS).*®

Under the SPS, each farm was allotted entitlements for flat rate payments per hectare for all of
its eligible area. The allocation of entitlements to individual farms was based on the payment
rights farmers had following the reforms of 1992 and 2003. Payment entitlements are tradable
among farmers. However, in order to activate an entitlement (i.e. to actually receive the pay-
ment), a farmer has to dispose of eligible area. Eligible area is essentially all agricultural land,

% In 2010, budget appropriations for ‘decoupled’ aids were 33.3 billion EUR, out of a total of 39.3 billion EUR
for all direct aids (http://eur-lex.europa.eu/budget/data/D2011/EN/SEC03.pdf)
% The legal basis of the SPS and the SAPS is Council Regulation (EC) No. 73/2009 of 19 January 2009.
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with the exception of land used for permanent crops and forestry. Farmers receive these ‘de-
coupled’ payments irrespective of what they produc