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The Common Agricultural Policy
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Building a Watertight System of Protection

Since the early 1960s, the Common Agricultural Policy (CAP) has been at the core of European integration. It long occupied the dominant share of Community budgets and policy activities, and both decision-making and interest group coordination became centralize din Brussels. While often the source of disputes among members, the CAP proved remarkably resistant to all criticism and repeated efforts at reform. Only in the 1990s did the“ perfect storm” of pressure from international trade negotiations, budget constraints, and the demands of upcoming enlargement bring major reform of CAP. These same pressures continue to push for further reform toward a new equilibrium.

In the first thirty-five years, European agricultural policy pursued self-sufficiency and welfare goals through supporting productivity and farmer incomes. The elaborate system of price supports and trade restrictions were so successful that by the 1980s Europe faced major problems related to surplus production. Intervention purchase of surplus production and subsidized exports became a necessity that produced a growing budget burden and trade tensions as European policies disrupted world markets. U.S. demands for CAP reform met staunch resistance in GATT trade negotiations and during a subsidy war in the1980s. Internal efforts to push reforms, including production quotas and budget stabilizers proved insufficient to rein in the excess production.

Institutional and societal forces form a powerful constellation of interests against reform of CAP. Farmers across all industrial democracies receive high protection because they are well organized and disproportionately represented in political systems, while consumers and taxpayers passively bear the costs. As part of creating a European Common Market, the strong national interests in protection of the farm sector were accommodated by the establishment of a system of agricultural protection that log-rolled preferences for high production levels and high prices.

The institutional context for these policies created an autonomous policy sphere resistant to change. National agriculture ministry officials in the Agriculture Council and Special Committee on Agriculture worked in close coordination with agricultural interest groups to make annual price decisions. Although qualified majority voting rules have governed agricultural policy, the informal norm of consensus voting held strong and veto threats for “national interest” arose on several occasions in the context of agricultural policy.
The joint decision trap characteristic of all Community institutions was especially deep in agriculture. Few voices of dissent could penetrate this fortress with its complex policies, closed decision process, and its special legitimacy as a core policy of European integration and welfare goals.

The New CAP

Despite the vested interests against change, beginning in 1992 and continuing through the Agenda 2000 and 2003 reforms, CAP has undergone major changes. The Uruguay Round GATT negotiation pushed forward the first set of reforms by forcing EU leaders to choose between their interest in greater liberalization of industrial and service sectors and reluctance to reform CAP. Upcoming enlargement with new members that have large agricultural sectors and another trade round with additional demands for liberalization necessitated the second two sets of reforms.

The direction of these reforms has been to subsidize production less while granting more funds for rural development and direct income support to farmers. Price support measures, which stimulated overproduction and formed more than three-fourths of overall support in the 1980s, have been reduced to half of total support. Prices for key commodities including wheat have been brought down closer to world market levels, while production restraints have reduced surpluses. Aid payments to farmers are increasingly decoupled from production and instead conditional upon farmers meeting environmental, animal welfare, and food safety standards.

Nevertheless, price supports remain a central mechanism and many subsidies are still linked to production. Transfers from consumers and taxpayers make up nearly 100 percent of the sectoral net value added produced, according to a recent study by the Directorate General for Economic and Financial Affairs. An IMF study estimated that the removal of the CAP would bring $ 29 billion gains for the world as a whole.

The reforms of the 1990s have generally been budget neutral with a shift in the way money is spent rather than the absolute levels. Agriculture has long held the largest budget share, making it the major public expenditure of the Community. Even as the expansion of EU activities led to a declining relative budget share from 89 percent in 1970 to 45 percent today, total spending has continued to increase (after adjusting for inflation). Any serious effort to reduce the size of the EU budget or to further expand activities in other areas will require cuts in agricultural spending. Yet advocates of budget restraint have long found the CAP immune to arguments about efficiency and cost.

Pressures for Change

Enlargement, presents a new challenge as the number of farmers increased by seventy percent with the addition of fifteen new members. Extension of full CAP benefits to the new members was impossible, especially given that their agricultural sectors have not been fully modernized and a large share of the work force remains on the land. The new members have gained immediate access to CAP market measures, but they receive a reduced rate of subsidies which will be increased over ten years to reach the level of other members. CAP expenditure has been frozen in real terms until 2013, which includes the added needs of the new members. This presents a severe resource constraint that requires savings through reduction of other costs.

The ongoing WTO negotiation for the Doha Development Round provides external pressure that mandates further reform. By combining issues across sectors with a broad agenda for agriculture, industry, services, and investment issues, the Doha Round uses issue linkage to promote agreement. This negotiation structure increases the coalition of interests in Europe that favors CAP reform since agricultural liberalization is a condition for final agreement in the trade round. Similar to the pattern in the Uruguay Round, the United States has issued drastic calls for the elimination of all subsidies and the EU has put forward modest proposals for small reductions. This round applies even more pressure as the organized coalition of developing countries led by Brazil and India in the G20 adds its voice to the Cairns group of agriculture exporters to call for substantial agricultural liberalization.

The collapse of the Cancun ministerial in 2003 illustrated that both developed and developing countries would have to offer more substantial concessions across different issues including agriculture in order to reach an agreement. In an important breakthrough and over French objections, the Commission has offered to consider the elimination of agricultural export subsidies and accepted a framework agreement calling for 20 percent reduction of agricultural subsidies (a $ 30 billion reduction of subsidies by the EU in the first year) and increased market access. An eventual agreement in the round would help to lock in current reforms and keep pressure on Europe against externalizing the costs of enlargement.
At the same time, several WTO disputes have raised legal challenges to CAP. Significantly, Brazil, Thailand, and Australia recently won a ruling against the EU sugar subsidy regime. Countries such as Australia have lists of additional cases that they are prepared to bring against CAP. These looming disputes may prod further reforms in the Doha Round. The decision-making process in the Council of Ministers makes it politically easier to undertake a broad package of phased-in reforms than to roll back protection on specific commodities and policies under the time-line following a violation ruling.

Towards a New Equilibrium

The direction of CAP reform has already been laid in place, and the internal pressures of the budget ceiling and enlargement as well as the external pressure of trade negotiations simply add momentum to continue deepening these reforms. The new CAP will eventually bring prices for most commodities down to world levels and use subsidies to directly support farmer incomes on the basis of need rather than production.

The criticism of wasted surplus production and budget largesse benefiting the largest farmers threatened the public support for the CAP, and the new direction of reforms provides a stronger basis upon which to justify the cost of supporting the agricultural sector. In particular, promotion of environmental and food safety standards and rural development goals add a new source of legitimacy for the CAP that complements its original role as part of the European welfare state. A September 2004 Eurobarometer poll showed that 58 percent supported the CAP reforms that have been taken while large majorities felt that the CAP should ensure healthy and safe agricultural products and promote respect of the environment.

In conclusion, while the current form of the CAP is unsustainable under internal and external pressures, recent reforms show the likely equilibrium path that agricultural policies will follow over the next decade. The EU will continue to offer generous support to the agricultural sector, but agricultural protection will be less trade-distorting and more directly aimed to help farmer incomes and encourage rural development and environmentally friendly agriculture. The process of achieving reform in this area will go forward as package deals and incremental reforms that allow the balancing of sectoral interests and gradual transition to soften economic dislocation. The CAP will remain at the center of European integration even as it changes the policy instruments and goals.
