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Ceneral Summary

The first chapter of this paper discusses the reasons for heavy
government involvement in agricultural production and trade
throughout the world and concludes that the answer is basically
related to what farmers produce — food. Food isa basic primary
want and rightly or wrongly there scemsto be an innate fear that
without market intervention supplies will be erratic and so
somelimes scarce.
Other reasons put forward for agricuttural supportin Ireland
are
(a) protection of employment in the industries dependent on
farming and in the smaller towns where farmers spend
their money

(b} balance of payments considerations because agricultural
exports usually have a very low import content

(c) prevention of the rural exodus. Average incomes in agri-
culture are usually much lower than in other sectors.
Hence, unless farm incomes can be maintained, the so
called “‘flight [rom the land’ will be hasiened and pressure
placed on urban amenities. Off farm jobs will also have 10
be produced for those leaving the land.

Most economists would agree that some level of agriculiural
support is necessary but a majority would probably claim that
the levels in common use both in the EEC and in many other
developed countries are excessive; that the high levels of support
have brought about unsaleable surpluses and that more
emphasis should in future be placed on supply/demand con-
siderations. The current debate relating to the EEC Common
Agricultural Policy (CAP) hinges very much on this argument.
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CAP Mechanisms

Since its inception the CAP has endeavoured to adhere to
three basic principles:

(1) Common prices achieved by common organisation of the
market across member states:

(2) Community preference achieved among member states
behind a tariff wall of protection against imports from non-
member states:

(3) Common financing involving sharing the costs of the CAP
on a Community basis.

The Community atiempted to give these principles practical
expression in the market regulations which now cover most of
the major agricultural commodities. The basic philosophy
underlying the Community arrangements is that the market
itsell” should provide the producers’ return. The means to
achieve this are:~
(a) support buying aimed at guaranteeing a minimum level of

prices at wholesale level,

{b) the regulation of imports from non-member countries, and

(c) export subsidies on produce in excess of EEC market
requirements.

The CAP price support system and the various other EEC
policies require considerable sums of money which are provided
from three sources:

(1) Receipts from import levies under the CAP and from co-
responsibility levies. These accounted for about 12.5 per
cent of revenue in 1980.

(2) Receipts from the common external tariff on non-CAP
goods from third countries. These made up about 34.5 per
cent of revenue in 1980.

(3) A contribution not exceeding one per cent of an imputed
VAT levy in each member state. This yielded the balance
of revenue (i.e., 53 percent in 1980). To date the total VAT
revenue has not been used up in any yearbut it is expected
that it will all be needed in 1983. After that, further
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revenue will be required or expenditure will have to
curtailed.

Of the wotal EEC expenditure in 1980, the FEOGA guarantee
section (the price support system) accounted for 71 per cent,
while the guidance section, which deals with structural reform,
made up only 2.4 per cent of the budget. Social and regional
policy accounted for about 9.3 per cent of payments;' while the
remaining 16 per cent went for administration, research and
development co-operation and certain repayments to member
states.

The largest contributors to the budget in 1980 were Germany
- (29.6 per cent), the UK (20.8 per cent), France (19.2 per cent)
and Italy (12.6 per cent). Ireland (0.9 per cent) was the smallest
contributor except for Luxembourg. With regard o receipts
from the budget, France (28.1 per cent) was the largest bene-
ficiary followed by Germany (20.1 per cent), laly (17.9 per
cent), the UK (12.4 per cent) and The Netherlands (11.4 per
cent). Despite our very small contribution, Ireland received 5.7
per cent of the budgetary payments in 1980. When receipts are
deducted from contributions Germany and the UK are seen the
be the main net contributors, all the other countries except
Belgium and Luxembourg being net recipients. The UK subse-
quently received a rebate of £860 million sterling which signifi-
cantly altered the balance between contributions and receipts.
It continued to receive rebates of a smalier magnitude in the
following years.

Development of Irish Agriculture since Entry to the EEC

The period 1970 1o 1978 was the most prosperous in the
history of Irish farming. Real agricultural prices had been rising
~since 1970 in anticipation of EEC entry and they continued to
rise thereafter until 1978, The volume of agricultural output

‘In 1981 and 1982 guarantee payments fell 10 about 60 per cent of the budget while
social and regional policy expenditure increased to about 15 per cent.
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also increased in this period, growing by almost 36 per cent or
3.9 per cent per annum. This is the highest measured growth
ever achieved by Irish agriculture oversuch a prolonged period.

In 1979, however, the tide turned. The rise in agricultural
prices in that year was only 5.8 per cent compared with a rise in
input prices of 12.5 percent. Asa result, income peragricultural
worker at current prices fell by 9 per cent or by 20 per cent in
real terms. The 1979 decline was followed by a more severe drop
in 1980 as a result of a further fall in real prices of about 18 per
cent. Over the two years 1979 and 1980 the drop in real income
per worker was about 34 per cent and when interest payments
are deducted the overall decline over the two years was about 48
per cent. Since then incomes have improved somewhat as a
result of improved real prices and a number of special EEC pay-
ments, but nevertheless conditions in agriculture are still
depressed, compared with the mid-1970s,

The reason for the decline in farm incomes is easy to under-
stand. Up to 1978 prices for farm products more than kept pace
with inflation as a result of transitional increases and Green [
devaluations. In 1979, 1980 and 1981 no further transitional
increases were available and the prices fixed in Brussels, which
are related to average European inflation, did not keep pace
with Irish inflation rates. As a result Irish farm incomes declined
seriously. This is a peculiar situation. Normally high inflation is
associated with currency devaluation butin thiscase, because of
our high borrowing rate, the IR{ held steady within the EMS.
The result has been that farmers were not able to obtain relief
through Green £ devaluations. Nor are conditions likely to
improve greatly in future years. Because of budgetary pressures
the EEC has been adopting what is called a prudent price policy
in recent years (declining real price levels) and this policy is
likely 1o continue,

Contrary to popular opinion, Irish food prices are not very
much out of line with other prices. In 1976 Irish real retail food
prices were less than they had been in 1960 or indeed in any of
the intervening years. Food prices rose above the general retail
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price level in 1977, 1978 and 1979 but declined again in 1980,
1981 and 1982 when they were 12 per cent below the 1960 level.

Manetary Benefils from the CAP

Though Irish farm incomes declined seriously between 1978
and 1982, nevertheless Ireland gained considerably from the
CAP even in those yéars. In the absence of EEC membership,
conditions would probably have been much worse than they
were. The effects of the CAP on our economy have been con-
sidered under two headings:-

(1) the budgetary effect which is the net transfer of resources
from Brussels to Ireland and
{2} the trade transfer effect which ariseszecausc, on trade with
other Community members, prices for commodities pro-
tected by the CAP are higher than on world markets.
The direct budgetary transfers are easily measured from pub-
lished statistics. Transfers (in current prices) grew from £86m in
1975 to £371m in 1979 before declining to £282m in 1981,
Estimation of the trade transfer effect is more complex since an
appropriate standard must be found against which to measure
the gain from EEC prices. World prices, although they are far
from being a completely satisfactory benchmark, are used in this
study. Net Irish exports are multiplied by the dilference between
Irish and world prices to give the estimated trade transfers. The
results show a gain from wrade of IR£145m in 1975 rising to
IR£405 m in 1979 and declining to IR£276 m in 198]1. When the
budgetary and trade figures are aggregated® the benefits rise
from IR£226m in 1975 o IRL703m in 1979 but decline 10
IR£558m in 1981,

The CAP also involves large domestic transfers: producers
gain and consumers lose from high agricultural prices while tax-
payers lose by having to contribute to the EEC budget. The

*In aggregating the two figures ACAsand MCAs have to be netied out (see Chapier 4,
Appendix C).
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magnitudes of these transfers during the period 1975 to 1981
show that consumer losses have been substantial, around
IR£205 m in current prices in 1978 and 1979, but producer
gains amounted to about IR£950 m in the same years.

Criticisms of the CAP

Since its inception, the CAP has been subjected to continuous
and heavy criticisms. These include the following: (1) the high
prices have led to surpluses which are expensive to dispose of, (2)
the surpluses and their disposal costs are growing alarmingly,
while consumption is almost static, {3) the CAP favours better-
off farmers and thus fails to satisfy the objective of income
equity, (4) surplus disposal disrupts international trade, and (5)
the CAP takes so much of the total EEC budget that there are
not sufficient lunds for the proper development of social and
regional policies.

Counter-arguments have, of course, been advanced against
these criticisms. Although there have been surpluses, the
Commission maintains that prices are not out of line with those
in industrialised countries like the USA and Canada. It admits,
however, that the problem of surplus disposal has now got out of
hand and represents rises in expenditure which can no longer be
justified. This applies in particular to milk, processed f{ruit and
vegetables, and even beef. Many of the difficulties with surpluses
arise from concessionary imports of beef, lamb, sugar, maize
gluten and soya beans as well as cereal substitutes such as
manioc. Indeed, some commentators argue that if these imports
were reduced the problem of surplus disposal would be eased
considerably. _

It is very difficult, however, to change the treatment of
concessionary imports without breaking GATT (General
Agreement on Tariffs and Trade) regulations and having
countervailing powers applied against industnal exports. It may

(xvi)



be possible to obtain some reductions but, in general, the surplus
problem cannot be solved by curtailing concessionary imports.
An increase in VAT payments would help considerably to ease
the EEC budget problem but the French, British and Germans
say they will not increase their payments unless changes are
made in the CAP. Unfortunately they all want different changes
and it is almost impossible to obtain agreement.
Among the changes proposed are the following:-

(1)

(2)

3)

Income supports financed wholly or partly by national governments.
This was not taken seriously by the Commission up to now
but opinions are changing, particularly in relation to
income supports for small farmers.

Prudent price policies: this policy has been in operation in
recent years and as a result real prices have declined every
year since 1976, except for 1382, It is likely that this policy
will continue in an effort 10 control output and keep
expenditure within present budget limits. It seems to be the
most important instrument of the Commission in CAP
reform.

Co-responsibility: this is the payment of a levy by producers
on production of certain commodities so as o defray the
cost of surplus disposal. Currently there is a levy on mitk of
1.5 10 2.0 per cent of the target price and also a levy on
sugar sales. These levies cost Ireland about IR£20 miliion
per annum in recent years. In 1979, when the EEC budget
was under considerable strain, the Commission decided
that the uniform levy on all milk was insufficient and that a
supplementary or “‘super-levy’” should be introduced to
fund the disposal of additional milk beyond a certain basic
quantity for the Community as a whole. Each farm or
crcamery was Lo be given a quota and the “super-levy” at
the rate of about 50p per gallon was to be charged on all
production in excess of quota. This meant that extra
production would have been worthless. The recommenda-
tion for a super-levy was rejected by the Council of
Ministers at the time but the idea has recently been
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proposed again and there is now strong pressure for its
introduction.

Quotas: the idea of quotas has been mentioned by num-
erous writers as the only sane method of controlling surplus
production and, indeed, the super-levy appled at farm
level would in fact be a quota. In some past documents the
Commission has said that it does not favour quotasand cer-
tainly most member governments are opposed to them on
the grounds that they would freeze production at existing
levels. Nevertheless, if surpluses continue to pile up and
opposition from third countries to dumping continues,
there may be little option except to introduce quotas on
certain products, particularly milk.

The effect on Irish farm incomes of the above policies com-
pared to a policy of “no restraint” (maintenance of 1982 real
prices) has recently been examined by Professor S. J. Shechy of
University College, Dublin. He concludes that in order to main-
tain real prices at their 1982 level, the EEC budget would have
to increase almost three-fold in real terms by 1990, This would
be out of the question and, therefore, whether we like it or not,
some other regime will have to be adopted. When the other
options were examined Sheehy found that if the budget is to
remain at more or less its present level, farm incomes would be
reduced less by a quota system than by either price reductionsor
across-the-board co-responsibility levies. On the basis of his
assumptions, massive price reductions would be required to con-
trol production. Hence, prudent price policies alone will not be
sufficient and it looks as if some form of production curtailment
will be necessary in the coming vears.

As a result of exceptionally high surplus disposal costs, it is
expected that the budget will be exhausted by the end of 1983.
The Council has therefore asked the Commission to suggest a
package of realistic proposals for the curtailment of agricultural
expenditure. The proposals which were recommended by the
Commission to the Council on the 28th July 1983 advocate the
introduction of a milk super-levy on deliveries Lo dairies in excess
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of 1981 amounts. The introduction of this system would have
very serious implications for Ireland. We are more dependent on
dairying than any of the other member states. This enterprise
has a greater growth potential than any other and it is still very
underdeveloped relative to that in other countries. The Agricul-
tural Institute has pointed out that expansion of milk produc-
tion in Europe is due more to increased yields than to increased
cow numbers. These yields in turn are due to the availability of
low priced imported cereal substitutes from third countries,
positive MCAs (which give farmers in Germany, The Nether-
lands and the UK very high prices for milk) and high national
aids which, in many cases, are illegal. It argues, therefore, that
these anomalies should be rectified before artificial barriers on
production are introduced.

We agree entirely with these views but we are also aware that
it will not be easy to do much quickly about the various
anomalies which have arisen. Some concessions will, therefore,
have to be made. However, because of our high dependence on
farming and on our low leve! of development we should argue
for special conditions for Ireland and, if necessary, use our veto
powers to obtain a higher threshold than the 1981 level which
was exceptionally low.

(xix)



Introduction

This paper describes the evolution of the Common Agn-
cultural Policy (CAP) and the various policy instruments used
in its implementation. It discusses the benefits to the Irish
economy from the CAP and attempts to quantify these benefits
using methodologies devetoped by a number of other research
workers. The paper goes on to describe the attacks which have
been made on the CAP over the years and the changes made in
response to these criticisms. It considers in detail the pressures on
the EEC budget at the present time and the suggestions which
have been proposed for dealing with these. The most important
of these proposals are outlined and those which might best suit
the Irish economy are examined in more detail,

The paper is divided into six chapters. The f{irst headed
“Public Policy and Agriculture” describes the agricultural
problem and its causes, and outlines the policies which have
been used in developed countries for dealing with this problem,
i.e., price and income supports, deficiency payments, etc. The
second chapter deals with the evolution of the CAP from the
foundation of the EEC. It describes its structure, the policy
instruments employed in its administration, the advent of
floating exchange rates, and the introduction of MCAs and
green money changes. The chapter concludes with a short
discussion of the MCA system.

Chapter 3, entitled ' Developments in Irish Agriculture since
EEC Membership” outlines the projections made by the
government prior to entry and the outcome of these projections
both in the early years up to 1978 and in more recent times when
agricultural incomes went into decline. The causes of the
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current agricultural depression are also discussed. Continuing
with the Irish situation Chapter 4 attempts o estimate the
monetary benefits from the CAP for the Irish economy as a
whole. An estimate is made of (a) the budgetary effect of the
CAP, i.e., the net transfer of resources from FEOQGA 1o Ireland
and (b} the net trade transfer effect resulting from trade at rela-
tively high prices with other Community members. An estimate
is also made of the gains and losses as between producers, con-
surners and taxpayers.

Chapter 5 outlines the criticisms which have been advanced
against the CAP in recent years. These include the generation of
surpluses as a result of high prices, the disruptive effect of
surpluses on world markets and the use of an undue amount of
funds for surplus disposal leaving very little available for social
and regional policies. This chapter also shows the amounts spent
on the support of different products and the contributions of the
different member states towards the EEC budget. The chapter
ends with a short discussion of the enlargement of the com-
munity from 9 to 12 members by the admission of Greece, Spain
and Portugal.

Chapter 6 examines the various solutions which have been
put forward for solving the problems of the CAP and selects the
options which are considered feasible. It then reports the results
of other researchers concerning the effects of each option on the
EEC budget and on Irish producer and consumer surpluses.
The options examined are (1) a continuation of present policies;
(2) a lowering of prices in order to curb production; (3) an
increase in co-responsibility levies and (4) the introduction of a
quota system.



Chapter 1

Public Policy in Agriculture

Among different academic disciplines, as well asin urban and
rural areas, considerable conflict surrounds discussion of
agricultural prices and farmers’ incomes. Where such a conflict
exists it is usually a good idea to return to first principles so as to
put the subject in context.

In doing this we must ask the basic question as to why there is
such high government involvement in agricultural production
and trade throughout the world. Ultimately, of course, the
prime reason is a political one but that is not a complete answer.
What is 1t that drives the politicians to intervene? It cannot be
entirely due to the magnitude of the farm vote or to the strength
of the farmers’ lobby. If these were the reasons we would expect
a declining interest as farm population declines, yet this is not
the case. If anything the level of interest tends to grow.

In our opinion the answer is basically related to the nature of
the demand for, and the supply of, farm produce. Farmers pro-
duce food which is a basic human want and rightly or wrongly
there seems to be an innate fear that without market inter-
vention supplies of this commodity could become erratic and so
at times scarce. This is not an entirely far fetched idea when we
consider the nature of the demand for food which is both income
and price inelastic. As people get richer they do not consume
much more farm produce than heretofore, nor do they place a
higher value on it. They will probably ecat more meat and less
bread but overall quantities remain fairly stable. Hence,
demand for food increases at little more than the rate of popula-
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tion growth in developed countries and large shifts in the price of
foods relative to other goods are unable to alter this tendency to
any appreciable extent. Though a change in food prices will not
affect consumption very much, a change in the quantity pro-
duced will affect prices considerably. If an agricultural com-
modity is scarce its price can rise considerably; il it is very plenti-
ful the price can fall very low. Unfortunately, because of
weather and .other conditions there are large changes in the
production of agricultural products and, hence, large price
swings. For example, the average price of potatoes in Ireland
rose from £27 per tonne in 1973 to £104 per tonne in 1976,
dropped to £41 per tonne in 1978 and rose to £124 per tonne in
1979. And even though cattle prices are protected by the CAP,
average calf prices at Bandon mart in Cork dropped from £47
per head in April 1972 10 £10 per head in 1975 and rose again to
£30in 1976 and to £45 in 1977 while prices of 9-10cwt. bullocks
at marts felt from £160 per head in October 1973 to £122 per
head in October 1974 and rose again to £195 per head in
October 1975.

Over the years the application of improved technology has
led to a steady increase in the volume of food produced in
developed economies. Paradoxically, this has led to a lowering
of farm incomes [rom the market, because farmersasa whole are
penalised for output increases. As a result of the nature of the
demand for food they usually receive less total revenue for a
large than for a small crop and are thus victims of the progress
they have helped to create. In the past some groups have tried to
circumvent this by organised curtailment of production but in
all cases they have been singularly unsuccessful. Generally it was
not possible to enforce sufficient control of production to force
up market prices except for short periods. Suggestions are some-
times made that if general quotas were introduced high prices
could be maintained. The difficulty with this suggestion is the
problem of administering quotas on a sufficiently widescale
basis and of getting people to obey the rules. There would no
doubt also be strong opposition from consumer groups.
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Reasons for Intervention

Under the classical assumption of perfect competition, the
effects of increased productivity facing an inelastic demand
should lead to a rapid fall in the return to resources employed in
agriculture and to an equally rapid shift of these resources out of
farming. Though this may be an economically optimum situa-
tion governments seem to have been unwilling to permit this
laissez faire solution for various reasons. Some of these are listed
below:

(1) There is the self sufficiency consideration which even in
peace time is by no means trivial. Few countries, and with
good reason, like to be over dependent on other countries
for many of their basic foods.?

{(2) There are a number of food industries using agricultural
raw materials which give considerable employment.
Hence, maintenance of a reasonable level of growth in the
volume of agricultural output is necessary if the level of
employment in a number of such industries is to be main-
tained. In turn these industries provide further employ-
ment through multiplier effects.

{3) Balance of payments considerations can be put forward as
another reason for supporting agriculture, either because
of import saving or because agricultural exports have
usually a low import content.

(4) Traditionally, average income per worker in agriculture
has been considerably lower than that in other sectors.
Hence, for reasons of social policy as well as for equity
considerations governments everywhere have intervened
in agriculture so as to support farm incomes and stem the
rural exodus.

It must be kept in mind, of course, that the cost of supporting
people in farming and in rural areas generally is not trivial. In
1972, the year before Ireland entered the EEC, the cost of siate

*For a discussion of this point see Ritson {1980).
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expenditure in relation to agriculture was about £113 million or
6.5 per cent of the national income in that year. In 1979 the net
subvention from FEOGA,* most of which goes in one way or
another to rural areas, was estimated at about £371 million (see
Table 4.1) while there were further payments of £224 million
from the national exchequer. The latter accounted for about 3.0
per cent of the national income in that year.

The above discussion indicates why special policies have to be
introduced for agriculture in developed countries and how
expensive these policies are. Economists would, of course, argue
that every policy introduced should be appraised in some way to
determine its costs in relation to the benefits expected and to
consider alternatives if the benefit/cost ratio is unfavourable.
Few could argue against this procedure and, indeed, if it were
carried out in all cases, there are many schemes which would
never have been initiated.

In practice, however, it is difficult to make realistic benefit/
cost analyses of all projects. The ramifications of the benefits are
so diverse that it is impossible to appraise them with any reason-
able degree of accuracy. Also, there are social costs and benelfits
which it is impossible to appraise in financial terms. At the end
of the day, therefore, there is always a judgement to be made,
essentially a political judgement. The decision to pay heavy
state aids to agriculture in pre-EEC days was not always easy to
justify and was indeed questioned on many occasions. (See
Report of State Expenditure in Relation to Agriculture (1970)
and O’Connor (1969/70).} Still, successive governments rightly
or wrongly persevered with the subsidisation policies, both for
agriculture and manufacturing industry. Other policies could
have been adopted and possibly justified on one ground or
another, but even today no one can prove conclusively whether
it was right or wrong to support agriculture or protect industry
1o the extent undertaken.

*These are the French initials of the European Agriculiural Guarantee and Guidance
Fund.




Criterta for Public Policy in Agriculture

In the previous section we indicated that, at the end of the
day, policies for agriculture are based on political judgements.
These judgements should not, however, be ill informed. The pros
and cons should be researched and presented to the decision-
maker, as well as the likely consequences of any action taken.

In considering the criteria for agricultural policy, the first
point to be made is that policies for the sector make little sense in
isolation. The aim must be to relate development in agriculture
and the allocation of resources in agriculture to development
and resource allocation in the rest of the economy. In line with
this objective, the first aim should be 10 maximise, subject to
various constraints, growth in employment and in real national
incone per head of the whole population. This implies allocat-
ing resources to agriculture and 1o other sectors in such a way as
to achieve this. More specifically, it entails the encouragement
of efficiency in the use of resources and the avoidance of under-
utilisation or unemployment of resources.

The second aim, which can be considered a constraint on the
first, is the desire to achieve a greater equality of income on
equity grounds. The presence, side by side, of a small number of
very rich people and a large number of very poor people is nat
generally acceptable in modern times. But it must also be kept in
mind that the problems of redistributing income from the rich to
the poor are amongst the most diflicult that can be encountered,
and if such policies are enforced 10 extreme lengths, violent
social upheavals will ensue. In this area, therefore, as indeed in
many others, moderaton must be the keyword.

Thirdly, there appears to be a consensus that some degree of
stability in general price levels and hence, in food production, is
desirable and should be an aim ol any economic policy. We have
shown above the huge variations which occur in agricultural
prices. Such variations could lead to great instability in food
production and could cause grave hardship to consumers.
Policy must aim, therefore, to mimmise such instabihity if at all
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possible by stabilising prices. In this connection Ritson (1980)
says ‘‘The aim of stabilising domestic markets is perhaps the
most popular and least contentious of all agricultural policy
objectives. Everyone seems to agree that overcoming the
‘problem’ of instability is a prize worth fighting for, and few
seem to detect many costs involved in achieving it.”

Summary of Policy Goals

In deriving policy goals for agricultural programmes, there
appear to be four broad aims, namely, growth, efliciency, equity
and stability. It must be realised, however, that to some extent
these goals are in conflict with one another and that some
reasonable balance needs to be struck between them.

For example, income distribution and efficiency are not
always consistent aims. Large farmers with plenty of resources
are usually the most efficient, whereas small farmers are gener-
ally less so. Conway (1976) has shown that reasonable progress
has been achieved in Ireland by the larger and more commer-
cialised farmers. At the other end of the scale, farms with less
than 50 acres, having fewer than one labour unit, have made
little contribution to overall expansion in agricultural output in
recent years. If, therefore, we go for efficiency we must concen-
trate on the larger and better-off farmers whereas if we go for
income distribution we may have to neglect the efficient in order
to help the inefficient and in the process obtain little or no
increase in output. In practice, of course, governments must
arrive at a compromise between the conllicting goals.

With regard to stability, a few points need to be made also.
Though stability of employment for all workers in the national
labour force is a very important goal, we concentrate here on
price stability because it is of most relevance for farmers; the
latter do not worry too much about unemployment per se since
they themselves can at least exist during periods of depression.
As has been shown above, prices are the main problem and price
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stability is strongly favoured by farmers since it contributes
greatly to stability of income. Moderate price stability is also
favoured by economists on the grounds that it leads to allocative
efficiency which in turn leads 10 economic growth. Kaldor
(1963) says that guaranteed prices announced prior to the time
farmers make production decisions can greatly reduce uncer-
tainty and this reduction can contribute to a more eflicient use of
agricultural resources.

While a generalised system of administered prices may, in
theory, offer a superior alternative to free market pricing this
may not be true in practice. Pricing to establish allocative
efficiency requires that the prices be established on the basis of
supply/demand criteria. This means that prices must be set at
market clearing levels taking one year with another. In practice,
however, prices for some products tend to be set at higher than
market clearing levels, resulting in resources being channelled
into production of commodities for which there is no effective
demand. Inefficiency in resource allocation and product mix
may thus become widespread.

Farn Income Support Polictes
Considerable variations exist between the type of agricultural
policies in operation in different countries and between those for

different commodities within countries. Some of the rmore
important of these policies are discussed below.

Price Supports

The most common method of supporting farm incomes in all
countries, and the one most lavoured by farmers, 1s some form of
price support sysiem.

The criteria used in fixing support prices are never clearly
defined, nor are any of the people concerned in price fixing
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negotiations too anxious to have clear principles enunciated.
The economist would probably argue that the price should be
fixed at a level which will bring forth the required supply and
not at such a level as to bring forth an unsaleable surplus. The
farmers’ representatives would probably argue that the price for
an important commodity should be such as to give average
farmers a reasonable level of income and if this is greater than
the market clearing level then the government should subsidise
exports of surpluses. The government will probably also be con-
cerned with the level of farmers’ income but it will also have to
think in terms of food prices to consumers and of the cost of
surplus disposal. With such diverse interests involved, the price-
fixing process becomes a matter of haggling until eventually a
bargain is struck which usually depends on a number of factors.

Price support systems have, of course, their advantages and
their disadvantages, with the advantages usually stressed by the
farm lobby and the disadvantages by consumers and econo-
mists. The main disadvantage is that the prices fixed are scldom
related to supply/demand considerations and are usually well
above market clearing levels. As a result, there are practically
always unsaleable surpluses which cost further money to dispose
of. Also, fixed prices are very inefficient instruments for
redistributing income and in many cases the effect may be
perverse, i.e., they may increase income inequality. If the price
fixed is aimed at adequately compensating the average sized
farmer, then the small farmer is not getting sufficient, while the
large farmer is over-compensated. This can be avoided by using
a tiered price system (i.e., by giving higher prices for the first|x
units of produce delivered and lower prices for subsequent
units). This type of system is difficult to administer for many pro-
ducts, but even for products like milk where it can be adminis-
tered easily, there are usually fierce objections to its imple-
mentation by large farmers. The latter claim that it is a bar to
efficiency and that if the government wish to give extra
compensation to small farmers it should do so through direct
income supports rather than by reducing the prices paid to the
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most efficient producers. This was the argument used against a
multi-tiered milk price system introduced in Ireland in the late
1960s which was later abandoned.

Among the advantages of price support systems, particularly
from the farmers’ point of view (and apart from the obviousone
of raising farm incomes) are:-

(1

@)

(3)

The amount of subsidy obtained through a given price
support system is difficult 1o determine with any degree of
accuracy because no one can be certain what the price
level would be in the absence of the support. So called
“world” prices are a very imperfect guide. These are
usually the prices ruling for surplus produce resulting from
high domestic prices in various countries. The level of
support in a price system is, therefore, not visible. On the
other hand, support systems which involve direct subsidies
are visible. The amount involved can be readily computed
and governments can be criticised for giving subsidies to
large farmers when there are great numbers of very poor
non-farmers on, or near, the poverty line.

A farmer being compensated through the price systemcan
say that he is not in receipt of any government hand-outs,
that he is being paid by consumers for his produce and that
if the price were lower he would not produce, or would be
unable te produce.

Finally, if there are guaranteed prices, a good deal of the
risk and uncertainty involved in farming is eliminated.
This, in turn, enables more efficient use of farm resources.
As Johnson (1947) says

Ifexpectations are uncertain a farmer may be influenced in
his decision in many ways but most particularly through
his liquidity system. Capital rationing may thus play a
significani role in influencing choice of factors either
directly {some factors may be considered too risky by
lending agents to serve as coltateral) or indirectly through
the imposttion of certain types of risk sharing contractual
relationships or through inemcig‘:}t diversification,
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On the basis of these effects, he argues that “the great
degree of instability in the general price level must be
reduced to a minimum”’.

With regard to the management of price fixing methods,
various arrangements are in operation depending on circum-
stances and on the commodity involved.

In Ireland since the 1930s, the home market for important
products like milk products, pigmeat, sugar beet, etc., was con-
fined to home producers with small subsidies being paid on
exports. Under the Anglo Irish Free Trade Area Agreement in
1966 the UK government paid a subsidy on certain quantities of
Irish beef and lamb exported to the UK. The Irish Government
decided to support from the Exchequer at the same level any
elegible quantities in excess of these amounts.

Under the EEC system, prices are supported in various ways:
through variable import fevies which can be raised or lowered
depending on internal market prices, through ad valorem customs
duties, through intervention buying, or grants for private
storage so as to take products ofl the market in periods of glut,

through export refunds to enable surplus disposal abroad,
through subsidies to manufacturers, through consumer subsi-
dies, denaturing premiums, withdrawal subsidies, etc.

Constraints on Price Polictes

The above discussion applies to largely open-ended commit-
ments, whereby governments or the EEC support whatever
price levels are agreed, regardless of how the market goes. This
can often be a very costly undertaking and for many com-
modities, particularly those in permanent oversupply, the com-
mitment has to be constrained in some way. The most common
constraint where applicable, is a quota or contract system for
some given level of output.

The advantage of quotas or contracts is that they are for
specific quantities to supply a given demand. Large surpluses
are thus avoided. Their disadvantages lie in the method of
allocation. Who makes the allocation? Who gets a quota and
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how are decisions made about the magnitude of each farmer’s
quota? Normally those in production, before the quota is intro-
duced, are given an allocation on the basis of previous produc-
tion but new entrants cause problems and it is diflicult to devise
satisfactory methods of dealing with them.

Deficiency Payments System

Under this system, which operated in the UK up to 1973 (and
which is also a price support system) guaranteed prices were
fixed for home production of major products of a certain stan-
dard sold at specified markets. There was no intervention in
these markets, however, and imports of comparable products
were allowed free of duty or at very low rates. In the case of
cattle, average prices for the guaranteed commodities were cal-
culated for each market cach week and the average from all the
markets was taken as the average national market price for that
week. The diflerence between this price and the guaranteed
price was the deficiency payment per unit sold for the week con-
cerned and larmers selling standard produce in that week were
paid this amount per unit on presentation of sale dockets. It paid
a farmer to get the best price possible at the market because the
deficiency payment was a constant for all farmers. Somewhat
dilferent methods applied for milk, cereals, pigs, ctc., depending
on the way the market operated for these commodities but essen-
tially the objective was the same for all produce, i.e., a free
market with guaranteed prices for home producers. The scheme
as it operated in the UK was fairly open-ended up to 1964 but as
a result of the Agriculture and Horticulture Act of 1964 a system
of voluntary control of imports was introduced, while guaran-
teed payments were related o specific or standard quantities.

A scheme such as this is very suitable for a food importing
country, like the UK, with a small farming sector. Its free
market is supplied with food from all over the world at low prices
while its own farmers are paid out of general taxation on the
basis of their sales. In addition, normal marketing and distribu-
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tion is not interfered with and the problems of storing and
disposing of surplus produce are avoided. As a consequence,
produce may be sold in a more orderly manner in a difficult
marketing situation while the overall return to home producers
is assured for a period ahead.

The major disadvantage of a deficiency payments scheme is
that it is not very suitable for countries with large agricultural
sectors and small food import requirements. In such countries
the budgetary costs would be exceptionally high unless severe
restrictions were imposed on the level of the deficiency pay-
ments. These payments would also be visible and would thus be
subject to debate and criticism by consumer groups. The
Review Body which reported in 1976 on the beefl intervention
scheme in Ireland (Prl. 5769) compared the costs for the EEC as
a whole of the intervention system, with a deficiency payments
arrangement for cattle and beef, and concluded that the
budgetary cost of the latter could be up to four times greater
than the former to achieve a similar degree of price and income
support for producers. Furthermore, if the intervention system
were changed to a deficiency system, the burden of payments
would probably be shifted also. Under the intervention or price
support system, food consumers in the EEC pay the biggest
share of the farm price supports. Under a deficiency payment
scheme, the burden would be shifted to taxpayers. Some would
argue that this is as it should be, that taxpayers should help to
reduce food prices for the poorer non-taxpayers. But if the sums
involved are very large, as they would be within the EEC as a
whole, the taxation bill would become oppressive and some
states might find it impossible to collect them, particularly if a
high proportion were going to subsidise well-to-do farmers and
consumers in other countries.

Direct Income Suppori

Economists usually favour direct income payments from the
government as being the most equitable method of supporting
farmers’ incomes.
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As might be expected, farmers dislike such supports as they
can be branded as hand-outs or doles. These are unflattering
terms for large farmers who are often local leaders. And if the
supports are paid at the local labour exchange they may be
unacceptable to many. Also, like all government paymenis, they
are visible and thus become sources of conflict between urban
and rural people.

The advantage of direct income payments is that they do not
interfere with the market or with the allocation of resourcesand
also do not increase food prices to consumers. Indeed, if any-
thing, they may tend to reduce prices. With income available
from the state, farmers can afford to increase investments, thus
increasing production and lowering prices.

Headage Payments

In recent years, within the EEC, cattle headage paymentsasa
form of income support have become popular. These have
certain advantages for the Community in addition 1o support-
ing incomes. Il such payments are in operation, prices at the
annual review can be kept lower than they otherwise might be;
food is thus made cheaper to consumers and the cost of disposing
of surpluses is reduced since the subvention for the latter is the
difference between EEC intervention and so-called “world”
prices. Also the headage payments bypass the interactions of
support for joint products such as milk and beef. However, these
payments, unless they are constrained in some way, have the dis-
advantage that the biggest farmers get the greatest benefit. Also,
while in theory they can be used to shift production from
products in surplus to those which are more scarce, it is difficult
to prove or disprove their having had such substitution or
incentive eftects in Ireland. There is, however, scope for using
headage payments to increase the equity of the farm support
system, by paying them in disadvantaged areas, or confining
them to the smaller farms.

Unfortunately if used on a very wide scale, headage payments
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can be as expensive for governments as deficiency payments,
and for the EEC, at any rate, they must be used selectively. A
means of reducing headage grants is to pay them on extra
animals in a herd such as calved heifers or calves of certain
breeds. This will succeed in producing extra animals of the type
supported for a short time, but unless the payment system is
linked with some scheme covering the whole farm, the exercise
may be of doubtful value. In order to reap short-term gains,
some farmers will increase livestock numbers beyond their
means of supporting such animals, particularly in winter.
Markets, therefore, become glutted with unfinished cattle in
autumnn, prices drop and there is.general dissatisfaction. Hence,
when a payment scheme for extra livestock is introduced, it
should be linked in some way to a winter feed production pro-
gramme. An animal quality standard might also be introduced
though this may be difficult to administer and some would argue
that, in general, the market will take care of quality.

Price Equalisation Schemes

Policies which were considered to have merit in past years in
many countries were price equalisation schemes organised by
the producers themselves, the objective of which was to equalise
prices over the business cycle. To operate the schemes, funds
were created through the payment of levies by farmers when
prices were good, with disbursements made out of the fund, in
times of poor prices. Unfortunately, all such schemes seem to
have been unsuccessful. The funds collected in good times were
never sufficient to meet the outgoings in bad times so that the
payments to farmers dried up long before the nced for them
ceased.

The discussion in this chapter indicates the options and diffi-
culties facing governments and supranational institutions, like
the EEC, in designing policies for agriculture. In the next
chapter we indicate how the European Community is coping
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with these problems through the Common Agricuitural Policy
(CAP). This chapter traces the evolution of the CAP, the
mechanics of its operation, its ﬁnancing and the problems which
have arisen as a result of varying 1nf|at10n rates in the different
member states.




Chapter 2
Evolution of the CAP and 1ls Mechanisms

Introduction

The Treaty of Rome, establishing the European Economic
Community, was signed in 1957. The original six signatories
were West Germany, France, Italy, Belgium, The Netherlands
and Luxembourg. The first enlargement of the Community
took place on 1 January 1973 when the United Kingdom,
Ireland and Denmark became members after a long negotiation
period during which France was initially reluctant toatlow UK
entry. It was expected that Norway would have joined along
with the other three in 1973 but its application was withdrawnas
a result of a national referendum. It seems that the majority of
Norwegian people were unwilling to accept the proposed Com-
mon Fisheries Policy which would allow fishermen from any
member state free access to the waters of all other memberstates
(Beach to Beach Policy).”

The second enlargement of the Community to embrace
Greece, Spain and Portugal is currently under way. Greece
joined on 1 January 1981 and it was expected that the other two
countries would join in January 1984. France, however, is now
blocking Spanish entry and there will, therefore, be some delay
about further enlargement.

The Evolution of the Common Agricultural Policy

Throughout the post-war period, European agriculture has
been undergoing an enormous structural transformation {rom

¥This policy has since been modified to the cxtent that each member siate is allowed
an exclusive coastal band extending 6 10 12 miles from national base lines.
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hasically a traditional activity towards a modern, capital inten-
sive, high technology industry. When the European Economic
Community was formed, farming still played an important role
in the Community’s economy, employing over 16 miilion people
and producing 21 per cent of its aggregate GDP. However, as
Table 2.1 shows, the agricultural labour force was in very rapid
decline in all Community countries and because of the sheer size
of the sector this decline posed problems of adjustment for the
economies concerned. In those years it was possible to employ
those leaving agriculture in other sectors and so the unemploy-
ment rates did not increase, except slightly in France where the
rate went from 0.9 per cent in 1958 to 2.1 percentin 1971, Inall
the other EEC countries there was a decline over the 1958-71
period. In ltaly the unemployment rate went from 6.1 to 3.1 per
cent. In West Germany from 3.0 to 0.7 per cent. In Belgium
from 3.3 1o 1.7 per cent and in The Netherlands from 2.4 10 1.4
per cent. Compared with present day rates these are very low
hgures,

Table 2.1: Employment and GDP arising in agriculture in the
EEC for selected years

Employment % of labour  Agricullure as
in Agriculture Sforee a%of COPat
current prices

1958 1971 1958 1971 1958 197)

(000) (000 % % % %
West Germany 3978 2,144 155 82 7.1 32
France 4,455 2,750 237 134 106 6.2
Italy 6,800 3,588 349 194 200 7.7
Belgium 310 162 89 43 73 35
The Netherlands 495 320 127 6.9 222 54
Luxembourg 22 11 168 81 87 3.7

Total EEC 16,060 8,975 225 122 20.7 5.02

Sources: Eurostat: Population and Employment 1950-1976, Natienal Accounts various

I55ues.
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Prior to the establishment of the Community, all the countries
concerned were faced with basically the same set of problems;
low agricultural incomes and a rapidly declining agricultural
labour force. All had widespread agricultural support policies
though of different kinds depending on their farm structures and
the economic conditions which they faced.

Table 2.2 examines the degree of self-sufficiency for the major
agricultural products in the Community countries in the period
1956-1960. Only France and The Netherlands were major agri-
cultural exporters.

Table 2.2: The degree of self supply for major agricultural products
1956-1960

West The
Ger- Belgium Nether-  Total
many France  ltaly  Lux. lands  EEC

per cent
Total Wheat 70 109 g5 68 32 90
Husked Rice  — 52 143 — - 83
Barley 65 123 48 47 39 84
Maize 2 105 79 1 — 64
Sugar 92 118 163 113 100 104
Beef and Veal 87 102 75 96 106 92
Pigmeat 94 101 94 106 146 100 .
Eggs 58 96 B4 103 222 90
Butter 94 106 81 96 180 101

Source: Eurostat: The Agricultural Situation in the Community (1975).

In Table 2.3 data are presented on the size distribution of
agricultural holdings within the Community in 1960. Farms
generally were very small. However, the aggregate figures
conceal large differences between countries. West Germany,
Belgium and Italy in particular, had very small farms, a
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problem worsened by considerable fragmentation of holdings.
French farms, on the other hand, were much larger. Because of -
the widely differing conditions in European agriculture, it is not
surprising that the agricultural policies adopted by Community
members in the pre-EEC period varied a great deal. As a broad
generalisation, countries can be fitted into one of two groups.

Table 2.3: Fann structure: the proportion of agricultural holdings
1 hectare and over by size group in 1960

West The
Ger- Bel- WNether-  Luxem- Total
Hectares many  France llaly  gium  lands bourg EEC
per cent

1 under 5 45 26 68 48,5 38 32 46
5 under 10 25 21 19 26.5 27 18 21
10 under 20 21 27 85 180 23 26 18
20 under 50 8 21 3 6.0 11 22 11
50 and over | 5 1.5 1.0 1 2 4

Source: Marsh and Swanney {1980).

The agricultural importing countries, i.e., West Germany,
Italy, Belgium and Luxembourg had adopted policies of import
substitution, maintaining farm prices through various import
controls, while at the same time encouraging increased domestic
production through input subsidies, etc. In contrast the export-
ing countries, France and The Netherlands, were forced to
evolve explicit price support systems through export subsidies
accompanied by production controls (Tracy, 1964). While
differing in detail both sets of policies were fundamentally
protectionist and interventionist in nature. In an important
sensc, the agricultural policies that the EEC was to adopt repre-
sented a continuation at the Community level of these national
policies.
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In the industrial sector, the creation of a European common
market involved the phased removal of all tariffs and quotas on
intra-Community trade, and the imposition of a common
external tariff on trade with third countries. The process, which
began in 1958 when all tariffs were cut by 10 per cent, was com-
pleted successfully by mid-1968. Industrial trade liberalisation
was accompanied by some easing of restrictions on the move-
ment of labour, and the first steps were made towards the dis-
mantling of non-tariff barriers. These successes were achieved in
an international climate generally conducive to trade liberalisa-
tion. Due to GATT regulations, tarifl and quota levels were
quite low and the high rates of economic growth within the
Community combined with the rapid expansion in world trade
meant that few serious problems of adjustment arose.

The difTiculties faced by the Community in easing the restric-
tions on agricultural trade were more daunting. Muitilateral
attempts at tariff reductions in this field through GATT had
achieved very little. The reasons for this failure are complex. To
begin with, as stated above, agriculture was protected almost
universally, not only by the usual apparatus of tariffs and quotas
but by a wide diversity of government aids such as support
prices, input subsidies, etc. Once such support is given, it can be
extremely difficult to withdraw, as interest groups become
entrenched. This problem was exacerbated by the continuing
fow levels of income in agriculture even with high levels of
protection. Governments were accordingly loath to take
measures which would reduce farm living standards even
further.

Agriculture, in fact, was excluded from the European Free
Trade Association (EFTA) which wasset up in 1959. This, how-
ever, was never a realistic option for the EEC. The Community
was intended to be much more than a customs union and was
seen as the first step towards eventual European political and
economic union. The omission of agriculture, or indeed of any
sector, would have made nonsense of such an ideal. Any
arrangement which excluded agriculture, then a large sector in
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the Community, would have prevented union status. At the
political level, France and The Netherlands saw the formation
of a common market in agricultural goods as providing them
with some measure of compensation for the dismantling of
industrial protection. The other countries gave concessions on
the agricultural front in exchange for export markets for their
industrial products. Indeed, the creation of the CAP has been
seen as virtually a precondition for any move towards European
unity.

The Treaty of Rome

The Treaty of Rome establishing the EEC was signed in 1957.

In Article 38 of the Treaty, provision was made for a Common

Agricultural Policy (CAP). The objectives of the CAP were set

out in Article 39 as follows:

(a) To increase agricultural productivity by promoting
technological progress and by ensuring the rational
development of agricultural production and the optimal
utilisation of the factors of production, in particular,
labour.

(b) To ensure afairstandard of living for the agricultural com-
munity.

{c) To stabilise markets.

{d) To ensure the stability of supplies.

{¢) To ensure that supplies reach consumers at reasonable
prices.

In Paragraph 2 of Article 39 it was further stressed that due
account should be taken of the social structure of agriculture
and the disparities between the various regions. The aims are
expressed in a very general manner which leave the articles open
to very wide interpretations, i.e., what constitutes a “fair”’
standard of living or a “‘reasonable price’ is very much a matter
of opinion. Also there are possibilities for conflict between the
objectives.

The Treaty directed that the commission organise a con-
ference of member states to “‘compare their existing agricultural
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policies and to formulate a statement of their resources and
needs””. The conference of agricultural experts from govern-
ment and other quarters met at Stresa in 1958 and laid down a
set of more specific objectives. These have been summarised by
Butterwick and Rolfe (quoted in Marsh and Ritson (1971)) as

(1) To increase trade in agricultural produce between
member countries and with third countries, and to
eliminate all quantitative restrictions.

To maintain a close correlation between structures and
market policies.

To achieve a balance between supply and demand, avoid-
ing the encouragement of surpluses and giving scope to the
comparative advantage of each region.

To eliminate all subsidies tending to distort competition
between one country or region and another.

(5) To improve the rate of return on capital and labour.

(6) To preserve the family structure of farming.

(7} To encourage rural industrialisation to draw away surplus
labour, eliminate marginal farms and to give special aid to
geographically disadvantaged areas.

The EEC Commission undertook to devise a policy which
would give effect to these resolutions. The Commission’s pro-
posals appeared in 1960 and were adopted with some modifica-
tion to form the Community’s Common Agricultural Policy
(CAP). There are three principles which underlie the CAP,
namely:

Market Unity: that there should be a single market for any
commodity coming under the CAP and a common system
of marketing and pricing used throughout the Com-
munity.

Community Preference: that producers inside the Community
should be always more favourably placed than competing
overseas suppliers.

Financial Solidarity: the commitment of the Community to
finance jointly the operation of the CAP.
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The origins of these principles are somewhat obscure as they
are contained neither in the Treaty of Rome nor in the Stresa
conference resolutions, but Fennell (1979) has recently traced
their source to a 1960 resolution of the Council of Ministers.

The CAP covered two areas:

(a) The market and prices policy was concerned with
supporting markets for agricultural products, The Com-
munity adopted a price support system for nearly all agri-
cultural products. The products currently supported
(1983) and the mechanisms by which they are supported

. are listed in Appendix 2A. (For further details see Fennell,
1979).

(b} The structural policy attempted to improve the structure

of agricuiture,

The Market Policy

By the end of 1960 the Council of Ministers had agreed in
principle the mechanism through which agricultural markets
would be supported. Starting with the common policy for
cercals which was initiated on | January 1962, the price levels
for the main agricultural products were harmonised stage by
stage. By 1968 the process was completed for most commodities
and there was almost completely free agriculiural trade within
the Community. The details of support systems vary greatly
from market to market but ail the systems share some common
features. Heidhues et al (1978) propose a very simple schema to
illustrate the salient features of the Community’s support
mechanisms.

The Community first sets a target price for each product
coming under the policy. This is intended 1o act as a guide price
for producers. In markets where the EEC does not produce
enough to meet its own needs (Market A in diagram) the price is
maintained by a variable import levy. A threshold price is estab-
lished betow the target price level. Importers are then charged a
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levy equal to the difference between the threshold and the world
price level. The levy will vary inversely with the world price, but
the result is that imports can only enter the Community at or
above the threshold price.

Target price Target price
Threshold price f
Levy [ntervention
‘ Export Refund t price

World price World price

MARKET A MARKET B

Figure 2.1: Community systems of price support

If the Community is self-sufficient in a commodity (Market B)
import levies cannot be used to maintain its price. The Com-
munity establishes an intervention price at which it supports
prices by removing some supplies from the Market. The EEC
has to bear the costs of storage and disposing of these supplies.

Surpluses are disposed of in a number of ways. They are sold
on the world market which requires a unit export subsidy equal
to the difference between the intervention and the world price,
they can be stored until market conditions improve, or they can
be transformed into a non-competing food product (termed
denaturing) and then sold on the EEC Market.

In one respect the system of variable import levies and export
subsidies is very different from the national systems of tariffs and
quotas which it replaced, in that it allows the Community to
maintain a constant agricultural price level irrespective of
developments on the world market. The EEC plays little part in
adjusting supply and demand on the world market even when
the disturbances originate in the Community. Indeed, some
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authors, Johnson (1979) and Swinbank {1980) have suggested
that the CAP is responsible for aggravating the instability of
world markets.

It is important 1o note that there is a substantial EEC trade in
products which escape the variable levy system, for example,
oilseeds (soya bean, etc.) and manioc {(Harris, 1973). The
implications for the EEC of this tradc is explored in more detail
in Chapter 5.

The CAP apparatus established a marketing framework
which, in principle, could have been quite liberal when com-
pared with the national systems of largely quantitative controls
which it replaced. The formation of the CAP allowed free trade
in agriculiural products within the Community, potentially
allowing regions to specialise according to their comparative
advantages (as determined by weather, soil, etc.) and resulting
eventually in increased productive efficiency and expanded
consumer choice,

Choosing the Common Price Level

Prior to the introduction of the CAP European farmers faced
what was, in eflect, six different national price levels. Table 2.4
presents the prices received by EEC farmers for selected pro-
ducts in 1961/62 and after the transition to common prices in
1968/69. Prices were, on average, highest in West Germany and
lowest in France in 1961/62. Diflerences in price levels were
quite large for some products, i.e., 50 per cent in the case of sugar
and 29 per cent for wheat.

Choosing the common price levels for agricultural products
was probably one of the most difficult 1asks faced by the Com-
munity during its formavion. The process posed a particular
dilemma for the major food importers (i.e., West Germany and
Italy) as high common prices would have involved them making
large transfers to the net agricultural exporting countries. On
the other hand, any reduction in farm price levels was bound 1o
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Table 2.4: The harmonisation of European agricultural prices
1961/62-1968169: Unit prices received by producers for selecled
commodilies.

The
Target  West Nether- Luxen-
Prices  Germany France ltaly Belgium lands bourg

UA/ Tonne
I heat
1961/62 — 104.3 80.8 1075 920 B3.2
1968/69 106.25 96,5 93.3 106.6 95.6 989
Sugar beet*
1961/62 —_ 17.3 11,5 148 119 141
1968/69 17.0 167 162 188 17.0 175
Milk
1961/62 —_ n.a. 71.1 748 662 71.3 910
1968/69 103.0 963 843 1047 836 952 1026
Besf
1961/62 — 506.0 423.3 510.7 466.6 486.2 476.2
1968/69 680.0 628.8 658.5 704.8 667.0 726.5 612.2

Source: EEC Commission — Agricultural Markets, July 1978.
*Sugar beet corrected to stancdard 16% vield of sugar.

be strongly resisted by their farmers. The prices which
eventually emerged were inevitably a political compromise
between the member states.

Cereal prices were fixed at roughly an average of the existing
price levels, but the common price levels for the other main
products were set towards the upper end of the spectrum. As
Table 2.4 indicates, most- Community farmers appeared to
receive quite a large increase in price as well as having all
quantitative restrictions removed. However, over the seven year
period inflation meant that the nominal price increases were in
fact real price decreases in many instances.
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It is also apparent from the table that quite large divergences
in prices between countries existed in 1968/69, as they do to this
day. Reasons for this are complex but they include differences in
product quality, transport, storage and processing costs and
after 1969 monctary factors (i.e., diflerences between central
and “green” rates of exchange) as explained later (pp. 33 et seq.).

Not only were prices higher under the CAP than they had
been under most national regimes but as Table 2.5 indicates, the
average EEC price level was well above that prevailing on the
world market. Another feature of the table is the large swingsin
the price ratio between the two periods shown, an indication of
the volatility of world prices.

Table 2.5: European Community prices as a percentage of world
prices for selected products, 1968/69 and 1971/72

1968/69 1971172

per cent per cent
Common Wheat 195 209
Durum Wheat 214 254
Husked Rice 138 205
Barley 197 185
Maize 178 176
Sugar 355 186
Beel and Veal 169 133
Pigmeat 134 131
Eggs 137 162
Butter 504 171
Olive Oil . 173 153
Cilseeds 203 147

Source: Commission of the European Communitics. Agricuftural Situation in the Community
1975 Report, (page 174).

The high price levels within the Community combined with
the continuing rapid pace of technological progress had the
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largely foreseeable effect of stimulating productton within the
Community, (see Table 2.6) and resulted in changing the Com-
munity from a net importer of many foods into an important
surplus producer. Particularly troublesome were the large
surpluses of butter, wheat and barley, which from the inception
of common pricing placed large demands on the agricultural
budget.

Table 2.6 Degree of self-sufficiency for selected agricultural products
of the European Community 1956-1960 and 1970-1971

1956-1960 1970-1971

Total Wheat 20 112
Barley 84 110
Grain Maize 64 68
Rice : 83 112
Sugar 104 122
Butter 102 124
Eggs 90 99
Beef and Veal 92 81
Pigmeat 100 99
Vegetable Fats and Oils 19 31

Source: Commission of the European Communities. Agricultural Situation in the Community
1979 Report.

Financing the CAP

Since the costs of the CAP account for a very high proportion
of the EEC budget it is best to discuss CAP financing in the
context of total Community expenditure. Prior to 1971 the
activities of the EEC were financed from three sources (see
Fennell, 1979):

(1Y The proceeds of a levy on certain agricultural products
imported from third countries,
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(2) proceeds from an internal levy on sugar production in the
Community in excess of stated quotas and

(3) payments made by member states based on a series of fixed
keys or percentages based on GNP in the different states.

The third item in this group was considered to be an interim
source of funds because the Treaty of Rome had made provision
for the replacement of the fixed key contributions by the
development of what it called the Community's “Own
Resources™ which should accrue to the Community as of right.
Under a decision of the Council in 1970 (Council decision
70/243) “On the replacement of financial contributions from
member states by the Community’s Own Resource,” agreement
was reached that as from 1971 the Community would movetoa
new financial base over the coming years. This decision pro-
vided for three main sources of revenue namely:

(a) agricultural levies, made up of 90 per cent® of the charges
arising from trade with non-member (third) countries
within the framework of the CAP, together with the
internal sugar levy, i.e., items (1) and (2) above,

{b) ninety per cent® of the proceeds of the common customs
duties which are applied 1o imports from third countries of
industrial goods and agricultural commodities not
included in the CAP and

(c) agivenpercentage of an imputed VAT revenue of member
states (not exceeding 1 per cent). An imputed rather than
an actual assessment is used so that the basis of payment is
uniform for cach country.

It took a number of years for the complete “Own Resources”
budget to become effective. The agricultural levies accrued to
the Community as from the start of 1971. A proportion of the
Customs Duties accrued the same year and the remainder were
added over the following four years. But it was not until 1979
that the VAT contributions were operative in all countries and
the system of “Own Resources’ was complete.

*The remaining 10 per cent was retained by the member states 1o cover the
administrative costs of collection,
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FEOGA

The European Agricultural Guarantee and Guidance Fund
commonly known as FEOGA after its French name (Fonds
Européen d’Orientation et de Garantie Agricole) was set up in
1962 1o finance the CAP. The fund was divided into two
branches, the Guarantee and Guidance sections. The Guar-
antee section was responsible for the market and price support
systems, while the funds from the Guidance section were avail-
able to support structural improvement in agriculture. Total
Community expenditure under both headings increased very
rapidly throughout the 1960s (Table 2.7) from 38 million UA in
196271963 to 2,433 million UA six years later. Nearly all of the
growth was accounted for by the Guarantee section. Most of the
rise up to 1968 can be attributed to the coming into operation of
common prices whereby expenditures which had been pre-
viously borne by the member governments were now paid by
FEOGA. Increases in expenditure were concentrated in the
final years of transition 1967-69. But even after the latter date
with common prices achieved, the rapid growth in Guarantee
expenditure continued. These further increases were a conse-
quence of the growing Community surpluses at high support
prices. In 1968-69 expenditure on three commodities, sugar,
cereals and dairy products absorbed over 65 per cent of the total
agricultural budget.

Structural Policy

Structural policy has been defined by Marsh and Swanney
(1980} as any attempt by a government to influence directly
farm employment, farm size or the distribution and quality of
the capital employed in agriculture. In practice this covers a
very wide variety of policies which perhaps can be best classified
under two headings, measures designed to improve farm struc-
ture in a narrow sense, through increasing farm size and with-
drawing labour, and measures to increase agricultural cutput
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Table 2.7: FEOGA expenditure for selected years 1962/1963 to
196871969

1962/1963 1964/1965 196671967 1968/1969

Guarantee Section UA Milliens
Grains 28.0 126.8 136.5 666.0
Rice — 0.8 0.7 18.2
Vegetable Fats and

Oils 8.0 79.3 260.8
Poultry . 1.3 29 5.7
Eggs . 1.2 0.7 1.8
Beef and Veal — — 22.0
Pigmeat . 7.7 15.3 422
Dairy Products 252 131.7 624.0
Fruits and Vegctables — 0.1 47.0
Sugar — 34 302.0
Processed Producis — —_ 20.0

Total Guarantee - 28. 2,009.7

Cuidance Section _
Total . . 285.0
Special Section 138.3

Total FEOGA . 2,433.0

Source: Rickard (1970).

through input subsidies (on fuels, fertilisers, etc.) capital grants
and interest subsidies.

In pre-CAP days member countries had followed different
national policies in these ficlds and a large amount of attention
was paid in the discussions setting up the CAP to the serious
problems of European agricultural structures. Despite these
difficulties, agreement on a genuine structural pelicy did not
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emerge. Provision was, however, made for a Guidance section in
the agricultural budget, and from 1964 onwards, funds were to
be made available from this source 10 help finance projects
designed to improve farming or marketing structures. Between
1964 and 1966 a limit was fixed on expenditure from this source
to one-third of that of the Guarantee section. With the rapid
growth in the agricultural budget this should have translated
into a large increase in the funds for the Guidance section. How-
ever, this was forestalled when in 1967 a ceiling of 285 million
UA was placed on the latter.

From the creation of the CAP, structural policy was the poor
relation of market and price policy. The principle of common
financing was never extended to cover it, as only a small propor-
tion of expenditure (usually 25 per cent, though more in the case
of Italy) was financed by the Community, the balance coming
from national budgets. While the fund may have been ostensibly
designed to aid the areas within the EEC with severe problems,
Table 2.8 indicates that the amounts actually paid out seem to
have been more closely related to the budgetary contributions of

Table 2.8: Assistance provided by the guidance section 1964-1971

Total received Per cent of 10tal

LA (million)

West Germany 167.8 18.3
France 219.0 23.9
Italy 407.0 44 4
Belgium 58.5 6.4
The Netherlands 52.2 5.7
Luxembourg 12.0 1.3
Total 916.6 100.0

Source: Official Journal of the European Communities.
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member states. Italy may have benefited the most but it wasalso
a large net contributor to the agricultural budget.

The attempts made 1o upgrade structural policy during the
1960s (notably the Mansholt Plan) largely ended in failure. This
is perhaps not all that surprising. Given the large divergences in
structure the countries were bound to find it rather difficult to
agree on a common policy, and 1o this must be added the reluc-
tance of many countries 10 countenance the large transfers of
resources across national boundaries that a Community policy
would have entailed.

In the absence of a common structural policy national aids to
agriculture continued. From 1962 to 1967 the 1otal expenditure
on agriculture in the Community more than doubled (Table
2.9). Most of the market supports in the latter year were
financed by FEOGA while expenditure under the other head-
ings was borne by the national governments.

The continuance of high levels of national aids was probably
inevitable given the failure to design a structural policy at the
Community level. The CAP could not lessen demands for
national aids to agriculture given that low income problems
persisted. In addition, so long as national contributions to the
Community budget were based on factors which are different
from those which determined expenditure on the CAP, it was
perceived by member governments to be in their national
interests to encourage increased production through structural
measures, though for the Community as a whole such a process
was bound to be self-defeating.

The MCA System and the Departure from Common Prices

The CAP was designed in the context of a world monetary
order where exchange rates were stable and expectations were
that they would remain so. Farm product prices were fixed in
terms of a common currency or unit of account (initially equal to
the US dollar) and these prices were translated into national
currencies at the relevant exchange rates.
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Table 2.9: Estimated total public expenditures on agriculture in the EEC in 1960 and in 1967

Soctal Market Structural

Other

measures support policy measures Total

1960 1967 1960 1967 1960 1967 1960

1967 1960 1967

West Germany
France

Iialy

Belgium

The Netherlands
Luxembourg

Million US dollars
422 3406 2242 4559 3134 6234 1509

284.4 6799 154.2 6122 1435 5861 111.3
328 525 113 1561 3475 5856 899
156 297 21.0 605 28 152 145

2.5 41 782 2300 499 819 3.0
0.6 28 7.0 4.3 1.2 4.5 0.6

100.6 730.7 1,520.5
179.0 693.4 2,057.2
129.0 481.5 9232
7.4 539 1128
69 133.6 3229
0.6 9.4 12.2

Total EEC

378.1 1,109.6 495.9 1,519.0 858.3 1,896.7 370.2

493.5 2.102.54,948.8

Source: Rickard (1970).




Towards the end of the 1960s increasing divergences in
economic performance appeared between EEC members. One
early consequence of this was the decision of France 1o devalue
the franc by 11.1 per cent in August 1969 which was followed by
a German revaluation of 9 per cent in September. The French
devaluation lowered the value of the franc against the unit of
account (giving more {rancs per UA) and should have had the
immediate effect of raising French intervention and hence
French food prices. This situation, however, was not acceptable
to the French government at the time because of the inflationary
cffects. _

The French, therefore, asked for a derogation to leave the rate
of exchange for agricultural purposes between the UA and the
franc at the pre-August 1969 level and so leave agricultural
prices unchanged. This meant that there would now be two
exchange rates between the franc and the unit of account, a
market or central rate which applicd to all non-CAP products
and an agnricultural or “green rate” which applied to CAP
products. This concession was agreed to by the Council of Agri-
cultural Ministers on the condition that French prices would
be restored to Community levels in two years.

Under this arrangement France continued toset intervention
prices at the levels prevailing before the devaluation, i.e., below
the common prices expressed in francs at the devalued rate. This
option was exercised in full for many of the major commodities,
though for some products prices were aligned immediately with
the full common levels. The commodities where French prices
were now lower than common prices posed difficulties lor the
intervention systermn and threatened to create distortions in
Community agricultural trade. Irving and Fearn (1975) use
sugar to illustrate the difficulties which arose.

After the French devaluation the intervention price of sugar
in Germany was 849.2 DM per tonne while the intervention
price in France remained at the pre-devaluation level of
1,048.14 frs per tonne. If a French trader exported sugar to
Germany and sold it there at the German intervention price, he
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would receive 849.2 DM per tonne which could be changed into
1,179.15 frs at the new exchange rate of | DM =1.3885frs, t.e.,a
profit of 31 frs to the exporter. To equalise prices within the
Community, therefore, and particularly to prevent speculators
from selling French products into intervention inother member
states, it was necessary to levy a charge on French exports. The
amount of this levy, known as a monetary compensatory
amount (MCA), was equal to the difference between the inter-
vention price in France and the Community intervention price.
This levy was paid by the exporter not alone on CAP products
exported from France to other member states but also on these
products exported to third countries. Such levies paid on exports
are referred to as negative MCAs.

The opposite situation faced West German agricultural
exports to France. As French prices were effectively lower than
West German prices, the West German exports would become
uncompelitive, hence to preserve the position of exporters, a
subsidy was received on exports to France equal to the difference
between French and EEC intervention prices. This subsidy was
paid to the West German exporter by the importer.” Similarly
for other EEC exporters to France at the time. _

When the West German Mark was revalued upwards against
the dollar in October 1969, the West German Government was
reluctant to allow its farm prices to decline to the full extent of
revaluation. The arrangements that had been made for France
were applied in reverse and West Germany was allowed to
gradually adjust its farm prices downwards. In this case, West
German MCAs tocok the form of a levy paid on all West German
imports and subsidies received on all West German exports of
CAP products. These became known as positive MCAs.

Initially the MCA system was seen as a purely temporary
expedient. However, international economic developments
were to intervene and the next decade saw the MCA system

Prior to the | July 1972 MCAs were national paymenis. Since that time the payments

arc made into and out of EEC funds, though special arrangements for collection and ofl-
sets cun be made between countries with negative MCAs.
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extended to the rest of the Community. MCAs were a complex
addition to an already intricate CAP, placing further financial
burdens on the Community’s agricultural budget. Perhaps most
importantly, they allowed an end to be put to common pricing
which had been only a brief interlude lasting from 1967 o 1969.
Throughout the 1970s, therefore, the Community was to return
to a system of separate national price levels with counter-
balancing MCAs paid into and out of Community funds.

The formation of the European Monetary Sysiem (EMS) in
1979 was an attempt at returning to common prices. On the
introduction of the system, MCAs were reduced in most
member states and their levels were fixed so long as exchange
rates remained fixed within the EMS. Though the UK did not
join the system a combination of green exchange rate devalua-
tions and a strengthening currency turned substantial negative
MCAs into positive ones between 1979 and 1982, But with a
weakening of the [ sterling a zero rate emerged in February
1983 and a negative rate in mid-March of that year.

The figures in Table 2.10 show that positive MCAs have been
maintained since 1978 in West Germany and The Netherlands,
the countries with strong currencies in the EMS. MCAs have
heen abolished in Ireland since 1979 and in Denmark for all
dates shown except 1982, In France MCAs were negative at all
the dates except 1981 and 1982 when they were zero. MCAs
were positive in Belgium up to 1981 but they have been negative
since then. Italy has had negative MCAs on all the dates shown
while a negative rate has now emerged in Greece.

Though the EEC Commission does not favour the MCA
systern and would like 1o see it phased out entirely, there are
many who would argue that the system has saved the CAP on
numerous occasions in the past through its effects on prices,
particularly negative MCAs, which enable a country to keepits
food prices below the Community level. There are times when it
may not be politically feasible for a country to have very high
food prices and the MCAs, by allowing for different green and
central rates of exchange, can be used 10 prevent this happening.
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Table 2.10: Monetary compensatory amounts for main products*
payable as at 1 March 1978-1983 (percentages)

Country 1978 1979 1980 1981 1982 1983
Ireland -42 -30 0 0 0 0

Denmark 0 0 0 0 -1.8 0

France =215 =106 -37 0 0 -5.3
West Germany +7.5 +10.8 +9.8 +88 +8.0 +8.4
Belgium +1.4 433 +1.9 +22 -81 -3.1
The Netherlands +1.4 +33 +1.9 422 +40 +5.4
United Kingdom -25.1 -28.2 0 +18.2 +81 0O

Ttaly -16.5 -17.7 -6.7 -1.0 -49 -23
Greece - — — — 0 0 -105

*The same rate does not apply for all products within certain siates. In recent years
particularly, there are different rates within some countries for mitk, wine, pork and
poultry products. The variation in raies within countries is usually small.

Source: Official Journal of the Furopean Communities, different issues.

They accomplished this in France in 1969 and on many occa-
sions in the UK since then.

Indeed at one stage, when the £ sterling was devaluing, the
difference between the central and the green exchange rate in
the UK was as high as 36 per cent. Had the government been
forced to bring the two rates into line at the time the resulting
increase in food prices could hardly have been tolerated. In the
opposite situation, positive MCAs in West Germany (because of
a very strong currency) enable the government to pay higher
prices to farmers than would otherwise be the case.

A disadvantage of MCAs is that they are paid only on pro-
ducts covered by the CAP. They do notapply to farm inputs like
fertilisers, oil, machinery, certain feeds and various other farm
materials. Thus, though farmers in weak currency countries
may be paying heavy MCAs on exports of agricultural products
they receive no compensatory rebates on the imports of their
production materials. Similarly in countries with positive
MCAs farmers receive subsidies on their agriculiural exports
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but do not have to pay levies on the imports of their agriculiural
inputs.

A further disadvantage of MCAs as far as Ireland is concerned
is their effect on smuggling. When the UK had lower prices than
those obtaining in the Republic a tax was payable on exports
from the UK 10 Ireland so as 1o equalise prices in the two coun-
tries. Traders, however, thwarted this objective to a consider-
able extent by smuggling produce from Northern Ireland
without paying the MCA tax. Norton (1983) has established
that in 1977, 1978 and 1979, when the UK had higher negative
MCAs than the Republie, the unrecorded movements of live
pigs into the Republic were 299,000, 285,000 and 198,000,
respectively. ‘

In more recent years when the UK had higher prices than the
Republic and an MCA tax was payable on exports to the UK,
smuggling was in the opposite direction. In these years there
were reports of heavy unrecorded movements of cattle from the
Republic into Northern Ireland resulting in scarce supplies at
meat [actories in the Republic and boom conditions in Northern
Iretand plants. This large scale smuggling leads to great business

instability, particularly in the case of livestock. When the move-
ments are [rom South to North, meat plants in the South are
hard hit and some have to close down. When the movements are

in the opposite direction Northern planis have scarce supplies.

If the same agricultural price levels obtained in the two parts
of the island (as indeed was envisaged when the Common
Market was founded) smuggling would cease. In spite of the
practical and political problems of achieving this ohjective the
aim must always be to move in that direction.

Certain anomalies arise from time to time in regard to the
application of the MCA system, whereby countries deliberately
apply the rules in such a way as to make illegal gains on trade
with other countries. These and many other similar anomalies
eventually become ironed out {very often through litigation)
and for that reason they are not a fundamental threat 1o the
future of the CAP. We refrain therefore from discussing them
here.
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Appendix 2: Commodities according to the main measures applied
under the price and market regimes

Measure

Defuiency paymeni
Supplementary levy
Custormns duty

x x x x x x | Export sefund

Withdrawal price
x x % x X x | Threshold price

Norm price
Basi price
x % x x x x | Intercention price
Minimum price
% | Production aid
Variable levy

Cuide price

Produci
Common wheat
Durum wheat
Barley
Rye
Maize
Rice
Sugar:
white
beet
Orlseeds:
colza
rape
sunfllower
soya beans
linseed
castor
cotton
Peas and field beans
Dried fodder
Fibre flax and hemp
Milk products:
milk
burtter
skim milk powder
cheese®
Beef:
live
meat
Sheepmeat
Pigmeat
Eggs
Pouliry
Fish
Silkworms
Fresh fruit & veg.
Live plants
Olive oil
Wine x x
Hops x
Seeds for sowing
Tobacco X X X X

% 3 % x x| Targel price
x | Reference price

MM M M M N

x
x
x
L
4

oo MM K KX

b2

(a) certain regions only: (b) activating pricer (¢) Ialy only: (d) sardines and anchovies
only: {c) olive oil consumer subaidy: (f) wine storage contracts and distillation: (g) hybrid
maize only.

Source: Fennell, 1979, brought up to daw from Green Europe 1981; Nos. 188 and 189,
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Chapter 3

Developments in Irish Agriculture since EEC Membership

Afier a prolonged period of negotiation three new members
— the UK, Ireland and Denmark — joined the European
Economic Community on the Ist January 1973 bringing the
number of members from six (o nine. This new alliance was
probably the most important event in Irish history since
independence. As Sheehy (1980a) has said:

The agricultural industry had struggled through the 1960s in the
adverse circumstances familiar to all food exporters in that
period of over supply. Between 40 and 50 per cent of Trish Agri-
cultural Output was exported and four-fifths of this went 1o the
UK, one of the lowest priced food markets in the world. Though
certain preferential treatment was available on that ‘market,
particularly since the Anglo Irish Free Trade Area Agreement in
1966, nevertheless returns were not very attractive. Farmers’
incomes were under constant pressure and successive Irish
Governments were obliged 1o help by increasing State aid to the
industry. Between 1960 and 1970 Government expenditure on
farm price supports grew from 3.6 10 19.5 per cent of aggregate
farm income and in the lauer year the price support bill
accounted for 2.6 per cent of GDP at factor cost. But even this
considerable increase in State support was insufficient to main-
tain the relative income position of farmers: the ratio of average
per capita income in farming to average industrial earnings fell
by 7.3 per cent over the decade (p. 297).

With this background it is not surprising that EEC member-
ship was warmly welcomed. In a couniry where one-fifth of the
labour force was employed in agriculture and a further large
proportion was engaged in industries and services dependent on
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agriculture the prospects within the high priced community
market were exciting.
In a referendum on the issue in 1972 four-fifths of the Irish

electorate voted in favour of EEC entry even though it was

realised that some non-agricultural industries would be very

hard hit by free trade.

The prospects for agriculture within the EEC presented ina
government White Paper in 1972 (Sationery Office, 1972) pro-
jected a doubling of aggregate income from farming between
1970 and 1978* arising from
(1) an increase of one-third in the volume of Gross Agriculture

Output;

(2) an increase of one-third in the real prices received by
farmers, as a result of adjusting Irish prices to the higher
EEC support levels;

(3) an improved output/input price ratio because of a lesser
impact on input than on output prices;

(4) a fall of 22 per cent in the farm labour force so that real
income per capita was projected to increase by about 156
per cent or by about 12.5 per cent per annum between

1970 and 1978.

The Ontcome

Developments in Irish agriculiure since 1970 are given in
Table 3.1. This 1able shows that the volume of gross output
increased by about 36 percent beiween 1970 and 1978. This was
in linc with the projections. Real agricultural prices (output
prices deflated by the consumer price index) rose by about 43
per cent which was higher than the projection of one-thiid. Not
all of this increase was due o the EEC price alignment. A high
proportion was due to further commaon price increases over the
period and 1o Green £ adjustments. However, regardless of its
make-up the overall increase in the real price index was very
impressive, at least from the farmers’ point of view.

*Prices had risen considerably after 1970 in anticipaiion of entry, hence the period
since 1970 is usually associated with EEC membership in Iretand.
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Table 3.1: Selected data relating to oulput, incomes and prices

Total Real Income Velume
income  Nos, Income  Earmings  Agric.  Con- Per Worker of  Agrie. Agric. Output!  Real
arising employed  per per as % sumer ——————  gross oulpul inpul  inpul agricul-
in " in agric. idustrial of ind.  price Indus-  agric.  fprice  price  price ural
Tear agric.  agric.  worker  worker*  earnings  Index  Agric. trial  oulput  index  index  ratio  prices

1970 100 100 100 100 085 100 100 100 100 100 100 100 100

1971 1103 966 1142 1165 0.84 1090 1048 1069 1064 107.1 1085 68.7 98.3
1972 1519 943 161.0 1339 1.03 1184 1359 M3 1119 1300 1162 111.9 109.8
1973 1912 916 1959 161.1 104 1319 1485 122.1 1128 170.0 1427 119.1 1289
1974 1774 894 1984 1919 0.88 1543 1287 1243 1147 1724 2000 862 1117
1975 250.7 882 2842 2497 0.97 1865 1523 1338 121.5 2208 2352 939 1184
1976 281.8 859 3281 2993 093 2201 1485 1360 1163 277.5 2722 101.9 1261
1977 3826 844 4533  351.2 .10 250.1 181.2 140.3 127.3 339.8 3309 1027 1359
1978 4296 837 513.3 4024 1.09  269.1 190.5 1495 1355 384.2 3449 111.4 1428
1979 383.3 82,1 4666  464.0 0.86 3048 1530 152.2 1344 406.7 3831 1048 1334
1980 358.3 787  455.0 5483 071 3603 126.1 152.2 1335 3959 4436 89.2 1099
19819 407.5 74.5 5466 6384 0.73 4338 1259 1471 1306 4705 509.2 924 1084
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*All workers in transportable goods industries {from guarterly inquiry of [ndustrial Eamings employment and hours worked).
1Preliminary
Seurce: Cerwral Suatistics Office, Dublin.
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The output/input price ratio improved by about 11 per cent
between 1970 and 1978 but during two of the years since 1972
(1974 and 1975) it was less than in 1970. The declines in these
years were due to the increase in crude oil and rock phosphate
prices in 1973 and to the cattle crisis in 1974.

The improvement in real per capita incomes projected in the
White Paper did not materialise. Though the nominal rise was
about 413 per cent the real rise was only about 91 percentcom-
pared with the 156 per cent projected. This result can be
attributed to the less than expected movement in the
output/input price ratio and to a labour force decline much less
than expected (i.e., 16 percent as against the White Paper figure
of 22 per cent).

Taking everything into consideration, however, the period
1970 to 1978 was the most prosperous in the history of Irish agri-
culture. In addition to the substantial absolute increases which
occurred in farmers’ incomes, these incomes also rose relative to
incomes of other workers. In 1970 income arising per person
engaged in agriculture was only about 85 per cent of the
earnings of persons employed in transportable goods industries
whereas in 1978 it had risen to 109 percent of average industrial
earnings.” The volume of agricultural output increased also
during this period. Gross output increased by 35.5 per cent
between 1970 and 1978 or by 3.9 percent perannum. This is the
highest measured growth rate ever achieved by Irish agriculture
over such a sustained period.

In 1979, however, the tide turned. The rise in agricultural
output prices in that year wasonly 5.8 per cent compared witha
rise in input prices of 12.6 per cent and of 13.3 per cent in the
consumer price index. The terms of wrade had started to move
against farmers. But this was not the only problem. A very late
Spring necessitated increased supplemeniary feeding of grazing
stock and hence heavy extra costs. Acceleration of the disease
eradication programme caused a reduction in milk output in

?Comparisons of this kind relate only to persons at work in indusiry. The industrial
unemployed are excluded.

44




some of the main dairying counties. There was a substantial lall
in cattle prices in Autumn and this coupled with poor harvest
weather heralded the beginning of the recession in agriculture.
Income per agricultural worker at current prices fell by 9 per
cent, or by 20 per centin real terms. In the same year earnings of
industrial workers rose by about 15 percent in nominal terms or
by about 1.5 per cent in real terms.

The 1979 decline was followed by a more severe recession in
1980. In that year cutput prices declined by 2.7 per cent despite
a price rise granted in Brussels for our main products of about 3
per cent. In the same period input prices rose by 14.3 per cent
and inflation by about 18 per cent. Along with these unfavour-
able trends the weather again proved inhospitable. Milk intake
at creameries declined by 2.6 per cent. Heavy Summer rainfall
aflected hay making thus leading Lo increased meal feeding in
Autumn and Winter. Harvest weather was again poorand there
were heavy grain losses.

The effect of these factors was a decline in 1980 in real income
per worker of 18 per cent and over the two years 1979 and 1980
ol 34 per cent. In compiling the figures no account is taken of
interest on capital borrowed for farm purposes. This borrowing
has increased substantially in recent years, as have interest rates,
so that if interest charges were taken into account the decline in
farmers’ incomes would be much greater than the above figures
indicated. Sheehy (1980b}) has put the decline in real per capita
family farm income (i.c., income from self employment less
interest charges and depreciation of buildings, deflated by the
consumer price index) over the two years 1979 and 1980 at
about 50 per cent. Recent revisions to the employment figures
which declined more than estimated earlier would reduce
Sheey’s [igure to about 48 per cent.

The downward slide was halted in 1981. Agncullural output
prices increased by almost 19 per cent which was slightly higher
than the increase in the consumer price index (18.4 per cent)
while input prices rose by only 14.8 per cent. Despite these price
effects the volume of gross output declined, even though the
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amounts of inputs used increased, and the overall result has been
hardly any change in real per capita income arising in agri-
culture over the two years. Thus, over the three years 1979 to
1981 there had been no real recovery in the farm income situa-
tion. In 1982, however, as a result of favourable weatherand a
price rise of 10 per cent the volume of gross output is estimated to
have risen by 3.5 per cent but real per capita income was only
slightly higher than in 1981.

The process by which farm incomes have become eroded in
recent years is easily explained. Up to 1978 (as the figures in
Table 3.1 show) prices for farm produce more than kept pace
with cost prices and general inflation, because of transitional
price increases and Green [ devaluations. As a result farm
incomes increased. With the ending of the EEC transitional
period in 1978 and Ireland’s joining the EMS in 1979 further
high output price rises were not available whereas cost prices
continued to increase because of high inflation rates. Price rises
agreed in Brussels, which are based to some extent on European
inflation rates and on pressures from member states which are
net food importers, were not suflicient to counteract inflation
rates in Ireland and so the resulis were inevitable. This is a very
peculiar situation. Normally high inflation is associated with
currency devaluation but in this case the IR£ had held sieady
within the EMS.'? The result was that farmers had been unable
to obtain relief through Green £ devaluations as these are only
available when the central currency devalues. Farmers had, of
course, been demanding currency devaluations to compensate
them for non-agricultural price rises but the financial authori-
ties were unwilling to devalue the IRf so long as it was able to
hold within the EMS. The argument against devaluation was
that it would do no more than give temporary relief to farmers.
Inflation would increase as a result of high import prices and
pressures would mount for increased non-agricultural wages to
counteract this effect. This would fuel the inflation further and

*An alignment of the EMS 100k place in March 1983 when the IR [ wasdevalued by
about 4 per cent.
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there would be demands by farmers for further devaluations to
compensate for this, and so on until the country slid into an era
of hyper-inflation.

" Despite the arguments against devaluation, Irish farmers
when compared with their European counterparts, feel that
they have been unfairly treated since Ireland joined the EMS,
(Lucey, 1982). Table 3.2 which gives the changes in prices
received by farmers compared with inflation rates shows that in
the 9 Community states average real farm prices declined by 8.7
per cent between 1978 and 1982. When we look at the
individual countries we find that real prices declined in all
except Belgium where they rose by less than 1 per cent. The
decline was much greater in Ireland than in any of the others.
The last column of the table shows that over the four years real
farm prices in Ireland declined by 27.1 per cent. Italy fared
poorly also, the Italian real farm price drop over the period
being 15.1 per cent. The decline in France was 1 1.4 per cent and
in UK 10.3 per cent.

Commenting on the problems facing EEC farmers since 1978
Murphy (1983) states that the differential national inflation rate
_ theory is too simplistic. He says that under normal exchange
rate developments, the divergences arising from differing infla-
tion rates should be more or less neutralised. What has been sur-
prising about the period since 1978 is the great extent to which
this failed to apply. Devalued currencies, in terms of own
country inflation relative to the Community average, gave very
sizeable benefits to farmers in Germany, Belgium, Luxembourg
and Denmark. The opposite applied in the Irish case. He says
that because the exchange rates did not reflect the inflation rates
the MCAs distorted the position at national level.

He concludes that the experiences of the past four years have
been abnormal and that the most likely outcome for the future is
a return to normality. If this happens the development of real
support prices in Ireland could be given a significant boost
through green rate devaluations while the position in Germany
and perhaps its neighbouring countries would deteriorate. This
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would constitute a reversal of the pattern obtaining since 1978.

Because of the different price requirements of member states
due to different inflation levels the EEC Heads of State in
November 1981, requested the Commission to study “the
particular problems of farm income arising from differential
rates of inflation”. The Commission’s report on the subject
(Com (82) 98) showed that in the period 1979 to 1981 Ireland
had the worst record, as regards farm income of the nine Com-
munity states and it concluded that “difficulties for agriculture
may arise if a member state with a relatively high rate of infla-
tion does not devalue its currency and so is unable to obtain an
additional increase in agricultural prices through a green
devaluation™.

Table 3.2: Average increase in prices recetved by farmers compared

with inflation rates in different EEC states 1978-1982

1978/79 1979/80 1980/81 1981/82 1978/82
Country AP CP AP CP AP CP AP CFP RP

Percentage increase
Germany FR 1.4 41 24 56 56 56 5 53 -59

France 6.7 10.7 5613611.111.0 13 120 -11.4
Italy 9.4 157 13.421.3 12.1 19.0 18 164 -15.]
The Netherlands 1.7 42 41 7.0 85 60 9 59 -09
Belgium 1.2 45 31 67 95 65 15 87 +08
Luxembourg 22 45 45 62 56 81 14 93 -19
UK 10.4 133 56179107 11.0 13 86 -103
Ircland 5.1 13.2-23182 186180 13 17.1 -27.1
Denmark 1,7 76110124 11.3100 14 10.1 -5.4
Eur 9 6.2 106 69138105123 13 105 -8.7

AP = Prices received by [armers. CP = Consumer prices. RP = Real Prices, i.e., AP/CP.
Source: Agricultural situation in the Community 1982 and Euroswat CPf Monthly Bulletin,

various issues.

Because of the inherent risks associated with a unilateral
devaluation and of the difficulties involved in controlling infla-
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tion, Irish farmers are now in a very vulnerable situation and
unless Murphy’s expectations turn out to be true, special
packages will continue 10 be needed at future price reviews in
order to tide Ireland over its current difficulties. However, given
the problems of obtaining EEC agreements on policy matters it
1s not easy to get and maintain such special measures. A number
of short-term aids have been received in recent years both from
the national government and the EEC. These include increased
headage payments for beef cows, Winter fodder grants, rates
remission, remission of disease eradication payments, a beef
headage payment for the state asa whole, a calved heifer subsidy
scheme and interest subsidies on farm loans. These are helping
to counteract inflation of input prices but the ultimate solution
must be to bring inflation under control. If we can do this,
farmers will be in a better position to cope with current
problems and weather the proposed CAP changes which now
appear almost inevitable.

There is, however, one problem with which Irish farmers will
have to continue to live. Irish prices for several important com-
modities are lower than in other member states while input
prices tend to be higher. These price levels are attributable to
such factors as peripheral location, which increases transport
costs, and seasonality of supply due to our grassland economy
which in turn is related to weather conditions. There are, of
course, quality factors as well. Some of these are due to manage-
ment and can be improved but othersare related to the nature of
the climate and are both difficult and expensive to change.

A recent Agricultural Institute study (Keane and Pius 1981)
which quantified the differences in milk prices as between
member states, showed a gross difference of 16.5 pence per
gallon in the prices received by Dutch and Irish farmers. Of this
difference, quality accounted for 5.5p, collection and processing
2.9p, location, product mix and marketing 2.2p, and other
factors for the remaining 5.9p. For cattle there are wide price
differences also. Irish prices are consistently lower than all
others. The weekly reports issued by the Department of Agri-
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culture and CBF (Irish Livestock and Meat Board) show differ-
ences of up to 20 per cent between Irish and Belgian cattle prices
and of about 10 per cent between West German and Irish prices.
Irish prices are usually about 5 per cent lower than those in the
UK. Again some of these differences are due to location and
climatic factors which are difficult to counteract but others are
of our own making such as conformation and quality of animals,
and could be dealt with by better management practices
(O’Connell et al., 1979).

On the other hand, feed and many other input prices are
higher in Ireland than elsewhere so that the cost price squeeze
operates to a greater extent here than abroad. Indeed, even if
there were common prices in all the EEC states, Irish output
prices would be lower than elsewhere and input prices would be
higher.

Intervention Buying

Because of the low market prices obtainable, Irish producers

have recourse to intervention selling for a high proportion of
their output. Since EEC entry the bulk of intervention buying
has been in the beef sector but there have also been significant
purchases of skim milk powder as well as some butter and
barley. The volume of intervention intake varies considerably
depending on market price movements, fluctuations in supplies,
and on ordinary commercial demand.

Figures for intervention purchases since 1973 for beef, skim
milk powder, butter and barley are given in Table 3.3.

This. table shows that from the commencement of inter-
vention buying of beef in this country in late 1973 up to the end
of 1982, the Department of Agriculture (which is the Irish inter-
vention agency) purchased a total of 807,000 tonnes (carcass
cquivalent) of beef.

Figures for beef intervention purchases as a proportion of
total slaughterings and exports,'" which are given in Table 3.4,

''The exports include meat sold out of interventjon.
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Table 3.3: Irish intervention purchases 1973-1982

Skim milk
Beef powder Butter Barley

Year  Quantity Value Quantity Value Quantity Value Quantity Value
('000 1) (£m.) (000 ) (Lm.) ('000 ) (£m.) ("000 t) (Lm.)

1973 2 1.6 — — — — — —
1974 122 827 — —
1975 137 111.2 59 28.7 — — - -
1976 7l 69.7 56 29.5 — — — —
1977 91 1124 23 16.3 — — — —
1978 86 120.1 29 215 —
1979 B9 1323 9 6.8 3 5.3 - —

1980 102 16l.0 — - — — 0.4 0.04
1981 47 B1.9 7 6.7 — — 80 1.00
1982 60 t16.7 67 65.1 13 31.2 101.0 12,70

Total  BO7 250 16 109.4

Source: EEC Support for Agriculiural Prices in Ireland Depariment of Agricullure Information
Series No. 21. March 1983,

show that for the years 1974 and 1975 about 34 per cent of total
slaughterings were sold into intervention. Between 1976 and
1980 purchases averaged about 23 per cent but in 1981 and 1982
when slaughterings were low the proportion going into inter-
vention fell below 20 per cent of the total kill. In addition to sales
into intervention there were also direct sales to third countries
on which export refunds were paid.

The proportion of skim milk powder which went into inter-
vention varied from 44 per cent in'1975 to zero in 1980, but rose
again to 48 per cent in 1982 when the world recession bit deeply
and the USA unloaded large quantities on world markets at
very low prices.

Butter sales into intervention were minimal up to 1982 but
since then the British market for imported butter has contracted
as a result of increased home production, the availability of low
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Table 3.4: Carcass beef intervention purchases, total slaughterings
and exports 1974-1982

Intervention
purchases as

Total Inter- %of
slaughter- venliton Slaughter-
Year ing Exports  purchases ings Exports

000 1 carcass weight % %

1974 343 249
1975 420 327
1976 328 221
1977 385 310
1978 389 301
1979 387 279
1980 446 379
1981 316 258
1982 345 234

Total 3,359 2,558

Source: Central Siauistics Office, Dublin 4.

priced concessionary imports from New Zealand and cross
subsidisation of manufacturing milk from the liquid milk
sector.'? The loss of this market is very disturbing. It means that
in future we will be adding to intervention stocks or obtaining
export refunds, rather than selling on the EEC market.

The fact that butter was not sold into intervention in large
quantities up to 1982 does not mean that we had an EEC market
for all our production at the time. In those years butter and
other dairy products were sold to third countries with the aid of

"*This tactic which has been disapproved of by the EEC is now being challenged in the
British courts by An Bord Bainnc.
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export refunds. Now it is becoming difficult to obtain such
markets even with the refunds, due to the world recession and
the unloading of stocks by other countries.

Intervention purchasing of barley did not take place until
1980 but it has been growing since then and reached 101,000
tonnes in 1982. This was about 11 percent of total production in
that year. In previous years the market price had been higher
than the intervention price but in 1982 the market price
dropped as a result of high Community production and
Iincreases in concessionary imports under GATT regulations. A
scarcity, however, developed in freland in Spring 1983 and we
had to import grain from West Germany.

Problems wath Intervention and the Food Industry

It is often claimed that the availability of intervention hinders
the development of the food processing industry, particularly for
beef and milk. This is true to some extent. In the case of beef,
factories tend to sell into intervention at guaranteed prices
rather than compete for EEC or third country markets. This is
especially true when the market price, after transport and other
costs, is not much higher than the intervention price. Of course if
intervention were not available, factories would have 1o find
markets, but it cannot be assumed that in such circumstances
there would be a greater amount of processing than at present;
probably less, as some of the beef going into intervention is
boned out whereas a very high proportion of direct exports are
in carcass form,

The Irish beef industry faces many problems which make
value-added processing difficult. The main one is a supply con-
straint caused by cyclical and seasonal variations, and competi-
tion from the live trade. Over the past decade the number of
cattle slaughtered at Irish factories rose from 501,000 in 1972 to
1,355,000 in 1975, declined t0 954,000 in 1976, rose to 1,309,000
in 1980 and dropped back again to 850,000 in 1981. It is difficult
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to have a stable food processing operation with such variation,
The problem, however, is not due to the intervention system,
because the cyclical pattern pre-dates intervention.

Seasonal fluctuations in supply operate in addition to cyclical
variations and are probably of greater importance. The weekly
supply of cattle to meat plants in the peak period (usually late
October) can be up to four times the level in the period of low
supply in May, and this results in shut-downs and short-time
working in Spring. It is impossible to supply retail outlets on a
regular basis under these conditions and that is the nub of the
problem as far as a food processing industry is concerned —
irregular all-year round supplies.

The seasonality factor is not improved by the intervention
system (which guarantees the same prices throughout the year)
but neither is intervention entirely to blame. The bulk of cattle
slaughtered at factories have always been prepared for sale off
grass in Autumn, with much smaller numbers being sold in
Spring and early Summer and the position has not changed very
much over time,

The most serious impediment to the beef processing industry
is, however, the live export trade. In recent years this accounts
for about one-third of total exports and in some years has been
greater than one half. The banning of these exports has often
been suggested, but has been resisted by the government for
several reasons; it is not allowed under the CAP, but even if it
were, the government would be unwilling to ban live exports
because of the effect it might have on cattle prices. The live
export trade is, therefore, going to stay. However, factories, if
they are so disposed, can make inroads into it by concluding
special arrangements with farm producer groups. So far very
little progress has been made in this direction. Farmers gain
when cattle are scarce and factories when they are plentiful and
nobody seems too anxious to change this situation.

If a good processing industry is to develop, the government
must pay close attention to the EEC export refund system to
ensure that there is equality in refunds as between live animals,
carcasses and processed beef. In the past this was not always the
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case and as a result the live exporters had an advantage over the
dead meat traders. This anomaly has now been rectified but it
must be kept under continuous review so as Lo prevent a recur-
rence. ‘

With regard o dairy preducts, the intervention system is very
often blamed for the failure 1o develop high value-added proces-
sing in Ireland and for the continued reliance on butter and skim
milk powder which give the lowest return of all milk products.
Furthermore, since these products are the ones in continual
surplus it is becoming increasingly inadvisable to be too depen-
dent on them. 1t is very important, therefore, lor the industry to
develop milk products which can be sold on their own merits
without recourse 10 intervention or export subsidies. As a result
of continuing research with new products such as certain
varicties of cheese, UHT" products and a wide range of
powders and butter oil, some success has been achieved in alter-
ing the product mix away from the main product, butter (lrom
61% of milk outputin 197910 57% in 1981). But in spite of this the
Insh product mix remains more limited than that of continental
Europe because of our seasonal production pattern, smaller
home market and distance from other markets.

Seasonality of milk production is the main problem since
many of the products not presently produced require fresh milk
on a year round basis. There are, therefore, difficulties in main-
taining continuous supply to export markets of liquid milk, soft
and fresh cheeses, Qavoured milks, etc. Nevertheless, the trends
in consumer preference cannot be ignored and Ireland must
move towards a more even seasonal mitk production pattern.

However, a change in the present pattern of production to
one more like that of continental Europe would impose fairly
heavy extra feeding costs at farm level. For that reason thereisa
reluctance to make such changes even though creameries are
paying a good deal extra for out of season milk. But if milk
surpluses continue to build up, change will be forced upon Irish
agriculture and farmers should now think about making these
changes.

BUlira heat wesied, e.g., long keeping mitk.
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Chapter 4

Estimation of the Monetary Benefits from the CAP for the Irish
FEconomy as a Whole

In earlier chapters we have outlined the basic mechanisms of
the CAP and its effects on prices, output and farm income in
Ireland. It was shown that the principal result of the Com-
munity’s farm policy has been to maintain European agri-
cultural prices at a level above those which prevail on world
markets. In general, for commodities in which the Community
is less than self-sufficient (at Community prices) European
farmers are protected against lower priced imports from third
countires by means of a variable import levy which is collected
at point of entry and goes to make up the Community’s “Own
Resources” fund. For commadities in which the Community is
self-sufficient or in surplus (again at Community prices) prices
are maintained by the subsidisation of exports (export restitu-
tions) and by intervention (storage).

These, or indeed any other support price policy, result in a
transfer of resources from non-agricultural consumers and tax-
payers to agricultural producers. Under a domestically-
financed policy regime the transfer would be from consumers
and taxpayers 10 producers in the country concerned and there
might be no net gain to the state. Under an EEC policy catering
for countries which differ in the relative importance of their
agricultural sectors, redistributions take place between agri-
cultural importing and exporting countries, generally from the
importers to the exporters.

Because of the high support prices, consumers in the import-
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ing countries pay higher prices than they otherwise would for
their food, both imported and home produced. Consumers in
exporting countries also pay high prices for their food but this
loss is a gain to producers and so it is not a national loss cxcept 1o
the extent that some home consumed food is imported. There is
also a welfare loss resulting from the higher food prices but this
loss, which is diffcult 10 quantify accurately, is ignored here.

In general then, there is a gain to the net exporting countries
as a result of the higher prices they receive for their exportsand a
loss to the net importing countries asa result of the higher cost of
imports. The lood importing countries may, of course, gain in
other ways through access to non-agricultural export markets
from which otherwise they might be debarred. It would be very
difficult to quantify the gains and losses to all sectors of an
economy resulting from EEC membership but it is possible to
estimate in a rough way the impact of the Common Agricultural
Policy, an exercise which is attempted in this chapterfor Ireland
for the years 1975-1981. We have omitted the years 1973 and
1974 because of difficulty with the data in those years, partic-
ularly cattle prices in 1974.

The effects of the CAP on an economy can be considered
under a number of headings depending on the purpose of the
exercise. These include budgetary effects, net trade eflects,
social welfare and balance of payments effects as well as the
effects of transfers from consumers to producers. A nhumber of
studies of these effects on the Trish economy have been carried
oul to date by, for example, Attwood (1979), Morris (1980},
Buckwell et al., (1982} and Sheehy (1982/83) to mention but a
few. The more sophisticated of these studies depend crucially on
assumptions made regarding elasticities of demand and supply
as well as on the differences between Irish and world prices for
different commodities and on what might have happened if we
had not joined the EEC. Because of this the resuits obtained by
different authors often differ very widely. Results therefore tend,
in many cases, to be confusing and for that reason we confine
ourselves narrowly here to presenting what we call the resource
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transfer effect which tends to be more straightforward than some

of the other measures. The resource transfer effect has two com-

ponents:

(1) The budgetary effect, which is the net transfer of resources
from FEOGA 1o Ireland. These include export refunds on
sales to third countries, net MCA receipts, headage
payments, etc., and

(2) the net trade transfer effect which arises because, on trade
with other Community members, prices for commodities
protected by the CAP are higher than on world markets.

Popular discussion has tended to focus on the budgetary
aspect of EEC transfers to the exclusion of the trade transfers.
Indeed the debate about the UK contribution 1o Community
finances has been conducted almost wholly at this level. In some
respects this is quite understandable since net budgetary
contributions are fairly clear (though not entirely so) whereas
trade transfers are disguised through market mechanisms and
are difficult to quantify.'*

The important point which has to be made is that neither
budgetary contributions nor wade transfers are meaningful
when considered in isotation. Both must be combined to provide
the economic eflects of the CAP. For example, take two EEC
countries, X and Y, who export an equal volume of agricultural
produce and make the same contributions to the EEC agri-
cultural budget. Counury X trades completely with non-Com-
munity countries while Y exports 10 EEC members only.
Country X would receive a large budgetary transfer (through
export restitutions} while Y gets no such transfer. However, Y
would obtain much higher prices than X on the market and so
when budgetary and wrade effects are combined both would be
shown (o receive approximately the same transfers. The sum of
these two cffects therefore {after making allowance flor anv
double counting of ACAs and MCAs that may occur) gives the
total effect.

"“For more detailed discussion on these points see Ross {1979 and 1980).
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The Budgetary Effect

The net budgetary effect of the CAP for any country is the
difference between the gross receipts from FEOGA and the
country’s contributions to the agricultural budget. Figures for
payments under the Guaraniee section are published in the
various Annual Reports of the Minister for Agriculture. Details
of payments under the Guidance section have been published
since 1980 and are available from the Department of Agri-
culture for carlier years.

Calculating national contributions 10 the CAP fund poses
certain difliculties as the Commission does not earmark revenue
from the various sources 10 any specific activity. National
contributions 1o the CAP must, therefore, be imputed and we
adopt the convention which most earlier studies have used. We
include the total of the import levies on CAP producis as a cost
against the CAP but we include only a proportion of the VAT
and customs dutics. The proportions of the latter used to fund
FEOGA are set equal 10 FEOGA’s share in total Community
expenditure. Thus, if the latter figure is say 60 per cent we
assumc that 60 per cent of the sum of the Irish VAT payments
and customs duties paid to the EEC go 1o the CAP fund together
with the whole of the import levies on CAP products.

Deuails of receipts and payments to FEOGA from 1975 o
1981 are given in Table 4.1. In all cases the figures relate to the
amounts actually paid and received in the vears in question.
Funds, even though due in a particular year, are not included
unless they are received in that year. The Guarantee section
includes Export Relunds, which now account for the bulk of
Irish receipts from this source, Accession Compensatory
Amounts (ACAs) and Monetary Compensatory Receipts and
Payments (MCAs). As explained in a previous chapter and in
the footnote to Table 4.1 the ACAs and MCAs arc bordcr taxes
paid within the Community, for the purposes of price regulation
in the case of ACAs, and currency equalisation in the case of
MCAs, It wili be noted that the aggregate ACA figures for each
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Table 4.1: Estimated Irish receipts from, and paymenis to, the EEC
guidance and guarantee funds 1975-1981

1975 1976 1977 1978 1979 1980 198!
IR millign

Guarantee Section
Export refunds 16.91 41.93 B9.60 119.41 181.60 227.71 210.30
ACAs () 17.2¢ 898 566 38 003 001 000
MCA receipts 5.27 32,94 13510 141,59 7893 27.03 0.2
MCA payments ~-16.77 -39.46 -50.03 -21.76 -6.24 -0.23 -0.00
Onher receipis 71.49 50.55 60.47 116.61 140.58 117.10 92.68
Total Guarantee

Section 94,14 94.94 240,80 359.71 394.90 371.62 303.18
Guidance Section
Farm modernisation

scheme —_ 0.28 087 160 267 387 860
Marketing and

processing —_ — - — 005 417 1220
Less favoured

areas — 028 413 506 900 997 1400
Inshore fishing

conversion — — — — — 266 270
Maritime surveillance — — — — 7.88 446 560
Dairy herd con-

version scheme — — — 028 063 230 240
Animal disease

cradication —_ - —_ — 1.01 2.6} —
Western drainage — — —_— —_ 256 250 640
Western package — — — — — 525 2.70
QOther 059 237 233 27 260 018 0.5
Total Guidance

Section 059 293 733 970 2640 37.97 54.75
Total Guarantee
and Guidance
receipts 04.73 97.87 248.13 369.41 421.30 409.59 357.93
Estimated
contribution o
FEOGA (2) -8.29 -11.72 -16.79 -38.03 -49.72 -71.16 -75.57
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Table 4.1 contd.

1975 1976 {977 1978 1979 1980 198!

IRL million

Net translers
from FEOGA 86.44 86.15 231.34 331.38 371.58 338.43 282.36

Sources: Annual Report of the Minister for Agriculture, Dublin Siationery Oflice,
various issucs and information supplicd by the Deparimesit of Agriculture and the EEC
Commission.

(1) These were payments made during the transition period which were used 10 keep
trish prices at their transitional levels. Ireland received ACAs on exports to the UK
because Irish prices were higher than those in the UK, Ireland paid ACAs on exporis
1o the original six states because their prices were higher than ours. Net ACAs were
positive because our main trade was with the UK.

(2} Includes proportions of customs duties on imports of non-CAP products and VAT
payments as well as all import levies on CAP products. (Sce text p. 59.).

vear are positive. This is so because most of our trade was with
the UK which had lower transitional prices than Ireland during
the transitional period from 1973 (o 1978. Hence, when we sold
10 the UK we received a lower price than we should and the
balance was made up by payments of an ACA [rom Brussels of
the dillerence between the Irish and the UK price.

Other receipts under the Guarantee section include aids for
skim milk used in animal [eed, certain intervention refunds, aids
for private storage, measures to reduce butter fat surplus, and
improve milk quality, less milk and sugar co-responsibility
levies. .

Seme of these items present certain conceptual difliculties
particularly the refunds in connection with intervention and
with private storage schemes. These refunds are of two kinds,
namcly:

(a) Payment for costs of storage of products both inside and
outside the state and
(b) refunds of losses on intervention sales.

It could be argued that these are just refunds ol expenses

already incurred by the government and that they should there-
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fore be omitted. Some of these, i.e., refunds for storage of
products outside the state belong to this category and have been
omitted in preparing Table 4.1,

Refunds of payment for storage within the country are more
difficult to classify. In the case of these it could be argued that if
the resources used would have been otherwise employed in the
absence of intervention or private storage, the refunds are not
necessarily an EEC benefit. It is our opinion, and so however,
that a storage industry (which otherwise would not have existed)
has been built up around the intervention and private storage
systemns and we, therelore, consider that these refunds are pro-
perly included in Table 4.1.

Refunds of losses on intervention sales fall into two groups:
(a) losses on sales to EEC states including lreland and
{b)} losses on sales to third countries.

In theory the refunds of losses on sales to EEC states should be
excluded from Table 4.1. The amounts of these refunds are
credited to producers in a later section and their inclusion here
involves double counting. The refunds of losses on sales to third
countries on the other hand, which are the majoritems, are akin
to export refunds and should be included in the Table 4.1
Unfortunately no breakdown is available for sales out of mnter-
vention on to EEC and third country markets and we cannot,
therefore, make a distinction between them. Furthermore, no
breakdown is given as between losses on sales out of intervention
and other intervention costs prior to 1980. Thesc data problems
leave us little option except to treat all refunds of losses on inter-
vention sales in the same way, either leave them all in or take
them out; we have chosen the former course and included them
in Table 4.1. This treatment may overstate somewhat the
budgetary gains and lead to a certain amount of double
counting in later sectors. However, the errors involved are not
very large. ‘

Table 4.1 shows that total Irish net receipts from the
Guarantee section rose from IR£94 million in 1975 1o IR£395
million in 1979 and declined to IR£303 million in 1981. The
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declines in recent years have been mainly in MCA receipts
which have been offsct to some extent by increases in market
price receipts.

The receipts from the Guidance section which were zero in
1973 and 1974 rose from IR£0.6 million in 1975 10 TR£38
million in 1980 and IR£55 million in 1981 while total receipts
from the Guarantee and Guidance sections went from TRf95
million in 1975 10 IR£42] million in 1979 and declined to
IR£358 million in 1981, Ireland’s estimated contributions to
FEOGA, including the imputed VAT payments and levies
collected on imports, rose from about IR£8 million in 1975 to
IRL76 million in 1981 and when these are deducted from the
receipts, the net transfers from FEOGA to Ireland go from
IR £86 million in 1975 to IR£372 million in 1979 and decline to
IR£282 million in 198t.

Resource Transfers Through Trade

In assessing the resource transfers o Ireland resulting from
trade at CAP prices we assume that world prices are the correct
benchmark against which to measure the trade transfer effect,
since these are the prices we would receive for exports and pay
for imports in the absence of EEC membership or some arrange-
ment with the UK. We could, of course, assume certain levels of
administered prices but if we did this we would have to estimate
the amount of export subsidics necessary to maintain such levels.
This would force us back again to world prices, since inter-
national trade would take place at these prices. It is best, there-
fore, 10 work directly from world prices in an exercise of this
kind.

It should, however, be stated that the selection of world prices
has no normative significance whatsoever and in no sense
suggests that a regime of free trade is a realistic prospect; nor
does it in any way imply that world prices are in any sense the
“right” prices. Indeed, because of the widespread government
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intervention in agriculture everywhere, including the EEC, the
quantities of agricultural products entering international trade
are residudl ones and their prices are likely 1o be much lower
than world prices would be under a regime of world free trade
with no national supports and no CAP. Despite this, the prices
obtaining on world markets outside the EEC represent the de
facto situation and are the ones which agricultural exporters
have to accept.

What must be determined, then, is the benefit which Ireland
has received from the CAP compared with the situation which
would have obtained if we had remained outside it, whether we
used national aids to support agriculture or otherwise. In
making these calculations an argument couid be made for
taking account of the benefits received from the UK treasury
under the Anglo Irish Free Trade Agreement and other
arrangements with the UK. This assumes that if we had not
Joined the EEC our arrangements with the UK would have con-
tinued, which they might or might not. In any case because of
the difficulty of quantifying the value of our pre-EEC store
cattle and store sheep links with the UK we have not carried out
this exercise,

Choosing world prices as the benchmark involves the diffi-
culty of selecting these prices for each commodity as there is no
unique world price. There are also formidable problems posed
by quality differences, transport costs and in estimating world
prices for commodities which Irish traders did not export out-
stde the EEC. There are hundreds of different commodities and
it is almost impossible to get a consistent series of world prices for
all. The same problems would, of course, arise if we used some
other reference base.

Calculating Trade Effects

In calculating trade effects we ignore home produced pro-
ducts sold on the home market. If consumers pay higher than
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world prices for these, the extra cost is an internal transfer
between farmers and consumers and does not represent a net
gain or loss to the country, except to the extent (asstated above)
that there is some welfare loss resulting from the higher prices.

The value of exports to countries outside the EEC and
imports of products covered by the CAP from these countries
have already been dealt with. The gain to the nation from
exports to third countries is represented by the export refunds
given in Table 4.1, while the loss to the nation from the higher
prices paid for imports covered by the CAP (i.c., the value of
import levies on CAP products) is included in the estimated
contributions to FEOGA also given in Table 4.1.

The calculations in this section relate to trade with other EEC
states and the gains are the extra values of CAP goods exported
to these countries over and above what would have been
obtained for them (at world prices) if we were not members of
the EEG; the losses are the extra costs of CAP goods imported
from other EEC states valued at the difference between EEC
and world prices.

Onmitted from these calculations, however, are explicit entries
for any extra farm costs incurred in producing the output at
higher prices. There is no doubt but that cost prices in Europe
and, hence, in Ireland increased as a result of increased output
prices and some amount should by right be included for the
extra costs of imported inputs. The magnitude of these costs,
however, is not so great. Some of the extra payments by farmers
accrued to non-farmers in Ireland (e.g., suppliers of farm
matcrials and services and handlers of farm output) and are thus
an internal transfer within the state. Others such as the extra
costs of imported animal feeds covered by the CAP are taken
into account in calculating the trade transfer effects, otherssuch
as high oil and rock phosphate prices would have occurred even
if Ireland did not join the EEC and finally we have omitted from
the trade transfers products exported for which the CAP give
little or no protection but which increased in price, nevertheless,
because of competition with CAP products, e.g., horses, wool,
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potatoes, etc.'* The omission of these is likely to balance to some
extent the extra costs omitted.

The values in Table 4.2 were obtained by multiplying net
quantities exported (i.e., exports less imports) to EEC countries
by the estimated difference between Irish and world prices. The
net export quantities which are given in the Food Balance
Sheets in Appendix 4A were obtained from the CSO. The
methods used to calculate the price differences used are
discussed below.

Table 4.2: Values of net trade transfers between ireland and other EEC sintes 1975-1981

1975 1976 1977 1578 1979 1980 1981

IR{ millien
Commen wheat 0.45  -5.75 -6.39 -4.12 -4.73 -4.58 -1.79
Barley -0.02 0.17 10.22 1545 5.43 3.31 0.16
Maize -3.01 -7.56 12,67 1567 -14.32 -11.69  -4.15
Ohher cereals 0.00 -0.11 -0.36 -0.85 -0.45 -0.29 -0.03
Sugar 319 2.70 6.99 6.62 3.8 -L.15 0.49
Cheese 16,28 18.97 1996 2449 4043 2295 2436
Butter 18.12 37.28 +4.27 85.34 90,50 3589 27.52
Skim milk powder 1683 314 3095 2291 32.2¢0 6.55 8,26
Other dairy {a} 5.93 633 3597 3153 2181 13.37 6.83
Beef including net live cxports  B5.44 52.08 13520 210.60 21666 282.24 199.54
Pigmeat -0.12 0.54 6.80 11.92 9.29 7.79 5.88
Sheepmeat (and goats) 1.89 0.55 1.30 €97 6.01 9.29 9.25
Egp 0.00 -0.15 -0.26 -0.12 =057 -1.32 -1.69
Poultry 0.00 0.28 0.42 -0.22 -0.23 0.28 -1.20
Tolal trade transfers 144.98  139.77 27220 39285 40530 363.64 273.43

Sowrer: Auihon” calculations based oh dats roniained in Appendin A.
(8) Other dairy products include whole milk powder, chotolate crumb, baby Eods, casein, ew.

Earlier studies by Attwood (1979) and Rollo and Warwick
(1979) relied on current rates of export restitutions and import
levies to value inter-Community trade at world prices. Neither
measure is wholly satisfactory, particularly for cereals. It has
often been suggested that for many of these commodities import

'*An estimate for sheepmeal has been incuded for all the years shown even though the

EEC sheep policy was not introduced until 1980. Prior to that Ircland had a special
arrangernent for lamb on the Paris marker because of EEC membership.
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levies are pitched unrealistically high and export refunds
unrealistically low. For example, in 1981 the import levy on
barley was about IR £40 per tonne whereas the export refund on
this cereal was only about IR£10 per tonne. The position was
somewhat similar for wheat while for oats the levy was about
IR{18 and the refund zero. For these reasons we have supple-
mented information on levies and refunds on cereals with data
from other sources using the difference between Irish and world
prices where available. We used the same procedure for pigmeat
and sugar. Forall these commodities world offer prices are avail-
able from the EEC Commission (Eurostat, various issues). These
have the considerable advantage of being adjusted to take
account of quality differences. For beef and dairy products we
used export refunds, where available, adjusted to take account
of MCAs and ACAs paid and received, i.e., net refunds. In all
cases where price differences were used the Trish prices were
assumed to be net of these payments so that the diflerences
between Irish and world prices were equivalent to net export
refunds. Net, rather than gross, refunds were used because the
net figures were more readily available. The price differences
used for the various commodities are given in Appendix 4B.

For all the estimates we were conscious of the errors which
could occur from using the highly aggregated data available.
Furthermore, the list of commodities is not exhaustive. A
number of smaller items had to be excluded because of diffi-
culties with the data. As far as we can ascertain the items
omitted cover less than 5 per cent of exports and imports of pro-
ducts covered by the CAP. These omissions, which may tend to
be counterbalanced by the omission of exports and imports of
farm inputs not covered by the CAP, should not therefore
greatly affect the outcome.

Table 4.2 shows that total trade transfers increased from
IR£145 million in 1975 10 IR£405 million in 1979 but declined
to about IR£273 million in 1981. The decline in the last year was
due mainly to a fall in the volume of beef exports and a narrow-
ing of the differential between EEC and world prices. As might
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‘Table 4.3: Net resource transfer cffects of the CAP 1975-1981

1875 s 1977 1978 1979 1980 1981

Receipis fast of ACAr and MCA) from: IRE millio
Cuaraniee Section
Export refunds (Table 4.1) 16.91 41.93 B9.60 11941 18160 22771 21030
Other receipus (Table 4.1) 7149 50,55 6047 11660 14058 LLT.10 92.68
Guidlnc:‘Scclion (Table 4.1) 0.5% 2.93 7.33 9.70 20.40 3797 54.75
Toaal Above 83.99 9541 15740 24572 34858 38278 357.73
T'radle trmnsfers (Table 4.2) 14498 139.77 27220 392H5 40530 36364 273.43
Estimared contributions 1o FEOGA
{Table 4.1} -8.29 -11.72 -16.79 -38.03 -49.72 .71.16 -7557
Net resource irnnafers 22568 22346 41281 60054 70416 67526 55559

Net resource ranyders as a % of GNP
at factor cost 6.74 5.65 B.45 10.30 10.40 8.80 6.30

be expected the big gains in trade are from beel and dairy
products. In 1980 our net exports of beef to EEC countries were
worth IR£282 million more than if we had sold them on non-
EEC markets without refunds. The trade gains on dairy
products in that year were about IRLB0 million. In the previous
year, however, the gain on dairy product sales was about
IR£185 million compared with IR £217 million from beef. In the
case of grain, the gain from exporting barley to memberstates in
recent years did not compensate for the extra costs of importing
wheat and maize from these states.

Combined Budgetary and Trade Effects

As stated above, neither the budgetary nor trade effects are
complete in themselves. They must be combined to give the
otal effect, but in doing this both ACAs and MCAs must be
excluded to avoid double counting. The reason for this is
explained in Appendix 4C. Table 4.3 combines the results of the
two preceeding tables to give the total net resource transfer
effects on the Irish economy for the years 1975 to 1981. This
table shows that total net resource transfers increased from
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IR£226 million in 1975 to IR£704 million in 1979 but declined
to IR£556 million in 1981, In 1978 and 1979 these transfers
represented over 10 per cent of the Irish GNP at factor cost but
by 1981 the proportion had fallen to 6.3 per cent of GNP.

Results from Other Studies

A number of studies using a similar methodology have been
carried out for other EEC states and for Ireland in recent years.
The two which are more nearly comparable are Attwood {1979)
and Rollo and Warwick (1979). Both these studies give results
very different from ours. Attwood found total net resource trans-
fers of IRL228 million, IR£305 million and IR £566 million for
the three years 1976-1978. These compare with IR £223 million,
IR£413 miilion and IR £600 million for the same years from this
study, very sizeable diflerences for 1977 and 1978.

Rollo and Warwick estimated resource wransfers of £360
million and £506 million for 1977 and 1978, respectively com-
pared with our figures of £413 and £600 million. The differences
are mainly due 10 a wider coverage of commeodities in our study
than in the others and to the use of different pricing systems
particularly for cattle. There is also some difference in the
methods used in treating MCAs in the different studies when
aggregating budgetary and trade effects.

The conclusion to be drawn (rom the results of the different
studies is that figures for EEC trade transfer effects must be
taken with extreme cauuon. The user would need tostudy care-
fully the methodologies and prices used and the items included
and omitted before accepting any particular set of figures. But
even then he should be sceptical of the results. There isnosingle
world price for any commodity and hence the results depend
very much on the prices taken. Export refunds would appear 1o
be the best estimates of price differences for beef and dairy
products but these refunds differ widely for the same commodity
as between dilferent countries. Furthermore, there 15 not an
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exact correlation as between the refunds for live cattle, bone-in
and boneless beel or hetween butter, skim milk powder and
cheese. The best that can be said for trade transfer figures, there-
fore, is that they give rough orders of magnitude.

Distribution of Gains and Losses as bettveen Producers, Consumers
and Taxpayers

In the previous sections of thischapter we have shown that the
CAP resulted in very large resource transfers to Ireland
throughout the 1970s. It also had an important effect on the
distribution of income within the country. Producers gained
from the high EEC prices, consumers lost because they had to
pay higher prices than before for food, while taxpayers lost by
having to pay customs duties and VAT contributions to the
EEC which before were retained at home. The import levies
{which were not collected prior to EEC entry) are neutral as far
as taxpayers are concerned but are a charge on either producers
or consumers depending on whether the imports on which they
are paid go for further production or consumption.

The figures given for net resource transfers in Table 4.3 repre-
sent very roughly the net gains to the state from the CAP. As
stated above, however, gains to producers from home consump-
tion have not been included since these are an internal transfer
within the state. In order, therefore, 1o obtain total producer
gain, we must add to the net resource transfers in Table 4.3 the
extra cost of home consumption of products covered by the CAP
which were consumed in the state by non-producers,'® together
with the customs duties and VAT contributions which were
deducted in Tables 4.1 and 4.3. Import levies on CAP products
are assumed to be paid entirely by producers and are not
deducted.

"“Produce covered by the CAP consumed in farm houscholds {either unsold or
purchased) is omitted entirely since the extra value of this food is neither a consumer loss
nor a producer gain.
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The extra cost of home consumption in any year (i.e., con-
sumer loss) is obtained by multiplying the estimated quantities
of the different CAP products purchased by non-farmenrs, by the
estimated price dilferences given in Appendix 4B. The
consumer loss obtained in this way is likely 10 oversiate the true
loss because even though we have excluded consumption in
farm houscholds we have been unable (because of lack of data)
to do this for the houscholds of many producers who are not
farmers (sce below). Welfare economists would also arguc thata
loss in welfare occurred due to high food prices which probably
reduced demand for some foods and left less income available for
expenditure on other commodities. To estimate such a loss,
however, would require a number of uncertain assumptions
regarding elasticities of demand and non-farm income eflects.
Hence we have ignored this wellare aspect.

The fligures for producer gain and consumer and axpayer
losses are given in Table 4.4.'7 This table shows substantial con-
sumer losses at current prices of around IR£205 million per
annum in 1978 and 1979 and, of course, much more substantial
producer gains reaching about IR£950 million in the same
years. Both gains and lesses have, however, been declining in
recent years due 1o a slowing clown in price rises at the annual
EEC price reviews and to increases in world prices. These
declines are very marked when the values are given in constant
prices. _

" In addition to these gains and losses there isan indirect gain to
the taxpayer which is not shown. If we were not members of
EEC it is reasonable to assume that there would be a domestic
national price support policy and in this event export refunds
would have to be paid by the Irish taxpayer. The magnitude of
these refunds would depend on the level of the support prices
and we cannot, therefore, estimate what they would be, but can
assume that they would likely be much greater than current
payments o the EEC budget

7 As a check on the arithmetic it should be noted that the figures headed Net Resource
Transfers in Table 4.4 are exactly the same as the Net Resource Translers in Table 4.3.
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Table 4.4: Distribution of resource transfers between producers, consumers and taxpayers

At 1975 Prices*

Consumer VAT and Net Net
Producer Loss customns resource Producer Consumer resource
Year pain (a) duties transfers gamn loss transfer
IR{ million (Current Prices) IRL mullion

3 1975 281.04 48.86 6.50 225.68 281.04 48.86 225.68
1976 327.37 94 .31 9.60 223 .46 277.46 79.93 189.39
1977 586.75 161.84 12.10 41281 437.54 120.68 307.83
1978 837.63 204.86 32.23 600.54 580.45 141 .96 416.15
1979 954.79 206.41 4422 704.16 584.26 126.31 430.89
1980 935.59 194.87 65.46 675.26 484,27 100.86 349.52
1981 826.51 197.45 69.47 555.59 355.28 84.88 238.83

(a) In some ycars there were small EEC food subsidies but these have been ignored.
*Current prices deflated by consumer price index.




Apart from any errors in the data, the figures for gains and
losses require careful interpretation. The first point to be made is
that (asstated above) producers in this context cover many more
people than farmers. Because CAP prices are fixed at wholesale
levels, producers include food processors and their staffs and
suppliers of farm materials of all kinds. Similarly, funds go to
building and machinery contractors, transport firms, cold stores
and so on. Thousands of people other than larmers, therefore,
gain from the CAP. There are, of course, many losers as well
because of free trade in industrial goods, but this aspect of the
situation is outside the scope of the present study.

In the second place if Ireland were not 2 member of the EEC,
producers’ incomes would not be reduced by the amounts given
for producer gains in Table 4.4. Food could not have been pro-
duced in Ireland at the world prices used in these calculations.
Neither would food at these prices be available to consumers. In
the absence of the CAP there would have had to be national
policies such as we had prior to 1973; in that case food prices
would be at. much higher levels than the so-called “world”
prices used in making these calculations.

Implications for Consumers

As indicated above there is a certain amount of artificiality
about the level of the transfers from consumers to producers.
Also the exercise gives maximum benelfits to producers because
we have compared EEC with world food prices. In considering
the effect on consumers, however, we should really move away
from world prices and look at other standards. What must be
considered is — are EEC prices very much out of line with
reality and if so what should a reasonable level of food prices be?

One suggestion would be to compare food prices with con-
sumer prices generally or with certain sub-groups within the
consumer price index, such as clothing, housing, etc., whichare
other basic human requirements. Economists would probably
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argue against such a comparison but the ordinary lay person
would see a certain logic in the exercise. If prices generally are
going up why should food prices not follow more or less the same
trend, particularly since the costs and living expenses of the food
producer are related to the other prices?

A comparison of food prices with the general consumer price
index and with some constituents of this index for the years 1960
o 1982 is given in Table 4.5. This wable shows that over the
- whole period the general index rose from 100 to 822.4 whereas
the price of food rose from 100 10 726.7. When the latter figure is
divided by the former we [ind that the real price of food declined
by about 12 per cent over these years (see also Figure 4.1}. When
we look at some of the individual constituents, however, we see
that the indices for clothing and [ootwear, housing and house-
hold durables rose at slower rates than that of food, but the index
for fuel and light rose at a much faster rate. The relationship
between the individual indices is shown diagramatically in
Figure 4.2. It should be noted that the indices given inciude
indirect taxes and subsidies. If these were netted out, the magni-
tude of the indices would change somewhat but it should be
borne in mind that a tax on one commodity tends 1o be reflected
in the prices of other items and it could be argued that the index
including the tax represents the de facto situation and is the one
which should be used.

The indices in Table 4.5 have been broken down into two sub-
periods 1960 1o 1970 and 1970 to 1982. The rise in food prices
between 1960 and 1970 is less than that for the “all items” index.
In fact the real price of food declined over this decade by about 6
per cent. The nise in the prices of clothing, footwear and house-
hold durables was less than that of the food price index through-
out the 1960s but in that period prices of fuel and light and
housing rose faster than food prices.

The second period from 1970-1982 is of most interest for this
exercise since it covers the period during which Ireland came
under increasing EEC influence. Again this period can be
divided into two sub-periods of contrasting trends: 1970-1978
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and 1978 to 1982. During the [irst sub-period real food prices
rose by about 10 per cent (see Table 4.5 and Figure 4.1) butsince
then they have declined by about 14 per cent so that over the
whole period 1970 to 1982 real food prices have declined by
about 6 per cent.

Again food prices rose faster than those of clothing, footwear,
housing and household durables throughout the 1970s but by
much less than those of fuel and light (see Figure 4.2). The hous-
ing index rose at a slower rate than any of the other indices over

Table 4.5: Consumer price index classified by commodity groups and

time periods
Real
Clothing  Fuel House- Jood
Adid- Joot- and hold Al price

August  Food wear light  Housing durables items'  index®

(a) 1960-1982 (1960 = 100)
1860 100.0 100.0 100.0 100.0 160.0 100.0 100.0
1661 103.2 101.1 105.5 103.3 100.9 102.8 100.4
1962 105.6 103.9 110.3 107.7 102.9 107.4 98.3
1963 105.7 105.6 113.8 112.5 103.7 108.6 97.3

1964 1155 1126 12155 119.2 109.7 1184  97.5
1965 120.2 1152 1215 1266 1120 1235 973
1966 1231 1167 1223 1333 1138 1279  96.2
1967 1251 1184 1274 1419 1196 1308  95.6
1968 1315 1205 1316 {516 1220  136.8 96.1
1969 1403 1248 139.2 1711 1318 1483 946
1970 1506 1367 1538 1868 [420 1607 937
1971 162.2 1450 1719 2080 1538 1749 92.7

1972 184.4 163.5 189.9 230.0 1658 190.4 96.8
1973 209.2 190.6 2009 2442 186.0 211.8 98.8
1974 2439 2299 3186 2673 2257 249.7 97.7
1975 290.8 2600 3453 295.2 261.2 297 97.9
1976 3385 289.7 4025 3465  293.1 353.1 95.8
1977 404.5 3346 4800 3637 3359 4007 100.9
1978 470 3728 4907 3162 3679 4337 103.1
1979 5028  412.) 590.1 361.7 4026 4925 102.1
1980 560.1 471.9 8357 4378 4679 5854 95.7
1981 650.9 5383 10468 4949 5435 7031 92.6
1982 7267  593.1 11739 5849 5999 8224 88.4




Table 4.5: conid.

Clothing  Fuel FHouse-
Mid- Jool- and © hold All
August  Food wear light  Housing durables  items'

(b) 1970-1882 (1970 = 100)

1970 100.0 160.0 100.0 100.0 100.0 100.0
1971 107.7 109.0 11i.8 1113 108.2 108.8
1972 122.4 119.6 1235 123.1 116.7 118.5
1973 138.9 139.4 130.6 130.7 130.9 131.8
1974 161.9 167.6  207.1 143.1 158.8 155.4
1975 183.1 190.2 2245 158.0 183.8 184.9
1976 2247 2119 2617 1855 2063 2197
1977 268.6 2448 3121 194.7 2364 2493
1978 256.8 2727 3190 169.3 2589 2699
1979 3339 3015 3837 193.6 2833 3065
1980 3719 3452 5434 2344 32903 3643
198} 4322 39358 6B0O.6 2649 3825 4375
1982 4825 4339 763.3 313.1 4222 511.8

“The weights attached to constituents of the CPl, when calculating the overall price
index, are as follows: food (30.5%), alcoholic drink {11.5%), tobacco (4.5%), clothing and
footwear (10.7%), fuel and light (5.8%), housing (6%), houschold durables (4.8%),
transport (13.2%), services and related expenditure (8%}, other (5%). Only some of these
constituents are given here.

*Le. the food price index divided by the general consumer price index.

this period, in large part, because of the abolition of rates in
1977.

Different people will draw diflerent conclusions from these
figures but in our opinion the surprising thing is the slower rate
of growth in food prices relative to “all items” since EEC entry.
Hence, despite what have been regarded as massive food price
increases within the EEC, the reality is that they have not kept
pace with general inflation. This is an unexpected development
as far as the ordinary person is concerned. We refrain from
making any comment as to what a reasonable level of real food
prices should be because we do not know. We would however
venture to say that if all agricultural aids and price supports
were withdrawn everywhere food prices might be higher and
supplies much more variable than they actually are.
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Figure 4.2: Consumer price index classified by certain commodity
groups and time periods
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Appendix 4A: Food balance sheet ("000 lonnes)

1975
Imports Exports Net exporis
Domestic Total Domestic
Commodity production  EEC Tatal  supply EEC  Total EEC  Total use
Common Wheat 195 162 221 416 12 13 -15¢ -208 406
Barley 1019 63 71 1090 48 89 -15 +18 1034
Maize 0 275 419 419 1 1 -274 -418 394
Other Cereals 165 5 5 169 2 2 -3 -3 177
Sugar (white) 187 21 56 243 75 112 +54 +56 147
Cheese 60 1 1 61 56 57 +55 +56 7
Butter 86 0 0 86 53 54 +53 +54 37
Skim milk powder 135 1 4 139 93 108 92 +104 16
Beefl 564 19 19 583 442 488  +423 4469 90
Pigmeat 104 4 4 108 21 23 +17 +19 85
" Sheepmeat 47 5 5 52 16 18 #1413 35
Eggs i 39 3 3 4] 0 0 -3 -3 4]
Poultry 34 1 1 35 2 2 +1 +1 33
Milk* 672 0 0 672 0 0 0 0 672

*Inctudes buttermilk.
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Appendix 4A: Continued

1976
Imports Exports Net exports
Domestic : Total Domestic
Commodily production EEC  Total supply EEC Total EEC  Toial use
Common Wheat 200 146 203 403 21 22 125 -181 388
Barley 922 78 107 1029 84 122 +6 +15 909
Maize 0 201 505 505 2 2 -199  -503 515
Other Cereals 130 5 20 149 | i -4 -19 149
Sugar (white) 174 4] 93 266 66 126 +25 +33 144
Cheese 49 2 2 51 53 56 +51 +54 8
Butter 101 2 2 103 59 64 +57 +62 40
Skim milk powder 164 2 2 166 103 142 +101  +140 23
Beef 385 22 22 407 262 297 +240  -+275 80
Pigmeat 126 4 4 130 31 38 427 +34 92
Sheepmeat 37 5 5 42 8 10 +3 +5 32
Eggs 39 2 2 4] 0 0 -2 -2 41
Poultry 42 2 2 4 4 4 +2 +2 39
Milk* 670 0 0 670 0 0 0 0 670

*Includes buttermilk.




Appendix 4A: Continued

1977
Imports Exports Net exporls
Domestic Total Domestic
Commodity production  EEC  Total  supply EEC  Total EEC  Total | use
Common Wheat ‘ 250 161 239 489 22 24 -139  -215 459
Barley 1452 19 21 1473 246 286 +227  +265 1197
Maize 0 201 272 272 3 3 -198  -269 299
Other Cereals 137 9 12 149 1 | -8 -11 148
2 Sugar (white) 168 97 58 226 73 78 446 +20 147
Cheese .54 2 2 56 38 38 +36 +36 8
Butter 107 1 9 109 43 51 +42 449 39
Skim milk powder 145 2 2 147 73 161 +71 +159 20
Beel 460 32 32 492 385 414 +353  +382 78
Pigmeat 132 4 4 136 44 49 +40 +45 89 <
Sheepmeat 37 5 5 42 9 9 +4 +4 33 '
Eggs 38 2 2 4 0 0 -2 -2 40
Pouliry 43 3 3 46 5 5 +2 +2 4]
Milk* 653 0 0 653 0 0 0 0 653

*Includes buuermilk.
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Appendix 4A: Continued

1978
Imports Exporis Net exports
Domestic Total Domestic
Commodity production EEC  Total supply FEEC Towl EEC  Total use
Common Wheat 253 150 217 470 47 48  -103  -169 414
Barley 1396 15 15 1411 286 332 4271 4317 1093
Maize 0 213 247 247 4 4 209 -243 242
Other Cereals 1i8 15 17 135 0 I -15 -16 i34
Sugar (white) 188 26 56 244 62 71 +36 +15 158
Cheese 50 2 2 52 41 42 +39 +40 8
Butter 130 t 1 131 72 83 +71 +82 40
Skim milk powder 169 ] 1 170 47 145 +46  +144 25
Beel 473 25 25 498 385 408  +360  +383 79
Pigmeat 137 0 0 137 44 46 +44 +46 98
Sheepmeat 40 7 7 47 17 17 +10 +10 30
Eggs 37 1 ] 38 0 0 -1 -1 38
Poultry 44 4 4 43 3 3 -1 -1 44
Milk* 643 0 0 643 0 0 0 0 643

*Includes buttermilk.
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Appendix 4A: Continued
1979
Imports FExporis Net exports
Domestic Total Domestic
Commodity production EEC  Total supply EEC  Toal EEC Total use
Common Wheat 245 213 295 540 31 32 -182 -263 523
Barley 1438 16 17 1455 171 166 +155  +179 1255
Maize 0 250 271 27 3 4 -247 267 279
Other Cereals 105 13 14 119 0 0 -13 -14 120
® Sugar (white) 175 26 57 232 69 98 +43 +41 149
Cheese 58 2 2 60 60 60 +58 +58 9
Butter 132 2 2 134 74 119 472 117 39
Skim milk powder 148 0 0 148 52 173 +52  +173 3
Beef 426 39 39 465 315 353 +276  +314 78
Pigmeat 155 5 5 160 48 52 +43 +47 108
Sheepmeat 35 5 5 40 14 14 +9 +9 26
Eggs 35 4 4 40 0 0 -4 -4 39
Pouliry 47 5 5 52 4 4 -1 -1 47
Milk® 642 0 0 642 0 0 0 0 642
*Includes buttermilk.
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Appendix 4A: Continued

1980
Imporis Exports Net exports
Domestic Total Domestic

Commodily production  EEC Total  supply EEC  Toal EEC  Total use

Common Wheat 239 314 387 626 73 75 -241  -312 557
Barley 1523 39 39 1562 131 154 +92 4115 1394
Maize 0 284 299 299 12 13 =272 -286 284
Other Cereals 100 8 12 112 0 0 -8 -12 110
Sugar (white) 148 32 63 210 55 69 +23 +6 145
Cheese 49 2 2 52 36 37 +34 435 9
Butter 124 3 3 127 46 90 +43 +87 42
Skim milk powder 136 0 136 24 130 +24 4130 0
Beel 539 20 20 559 356 489 4336 +469 82
Pigmeat 146 20 20 166 54 56 +34 +36 110
Sheepmeat 39 4 4 43 17 17 +13 +13 27
Eggs 33 10 10 42 0 0 -10 -10 42
Poultry 50 6 6 56 7 7 +1 +1 49
Milk* 637 0 0 637 0 0 0 0 637

*Includes butiermilk.
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Appendix 4A: Continued

1981
Imports Exports Net exports
Domestic Total Domestic

Commodity production  EEC  Tolal  supply EEC Towl EEC  Total use.
Common Wheat
Barley
Maize N.A
Other Cereals
Sugar (white)
Cheese 54 4 4 58 42 44 +38 +40 11
Butter 125 5 5 130 45 8l +40 476 47
Skim milk powder 135 0 0 136 34 123 +34  +123 0
Beef 434 35 35 469 255 401 +220  +366 90
Pigmeat 139 26 26 165 51 53 +25 +27 112
Sheepmeat 40 6 6 46 18 18 +12 +12 28
Eggs 37 13 13 50 0 0 -13 -13 49
Poultry 45 10 10 55 6 6 -4 . -4 49
Milk* 634 0 0 634 0 0 0 0 634

*Includes buttermilk.

N.A. Not available from CSO but estimated by the authors frem Cuiput and Trade Siatistics.
Source: Central Statistics Office, Dublin.




1. Meat trade figures include live animals as well as meat itsell.
2. The ligures do not always add up exactly because of stock changes which are not shown and which are sometimes very substantial because

products put into intervention within the state are treated as stock,

Products put into intervention outside the state are treated as exports.

“Sheepmeat™ includes goatsmeat.

Wheat includes soft and hard wheai; also, sorghum is added 10 maize.

“Other cercals” covers Meslin, Oats, Rye and Mixed Grains.

Domestic use includes Human Consumption, Industrial Uses and Agricultural Uses {Sceds and Animal Feed).

These balances do not contain data on “Other Dairy Products” which because of their diverse nature cannot be readily aggrtgau:d in
quantlllvc lerms.
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Appendix 4B: Difference® between Irish and world price levels 1975-1981"

Year
Commodity 1975 1976 1977 1978 1979 1980 . 1981
IR{ tonne
Common wheat -3 46 46 40 26 19 8 '
Barley and other cereals I 28 45 57 35 36 6
Maize 1 38 64 75 58 43 21
- Sugar 59 108 152 184 74 -50 22
= Cheese 296 372 549 628 697 675 641
Butter 342 654 1054 1202 1257 858 688
Skim milk powder 183 338 436 498 621 273 243
Beel 202 217 383 585 785 840 907
Pigmeat -7 31 170 271 216 229 235
Sheepmeat (and goats) 172 184.5 325.5 497 668 715 771
Eggs 0 75 132 115 143 132.5 130
Pouliry 0 143 208 221 234 277 300

*Negative figure means that lrish prices were lower than world prices.
'For other Diary products the price differences for cheese, butter, and skim milk were used as appropriate.



Appendix 4C: Effects of ACAs and MCAs on results when
aggregating budgetary and trade transfers

ACAs :

let a = the EEC price per tonne of beef in, say, 1975
b = the Irish transitional price
¢ = the UK transitional price (lower than Irish price)
d = world price

(a - b} = the EEC/Irish ACA, i.e., the amount payable by
Ireland on every tonne of beef exported to existing
EEC full members (after allowing for MCAs)

(b - ¢) = the Irish/UK ACA, i.c., the ACA received on every
tonne of Irish beefl exported to the UK

(b - d) = difference between Irish and world beef prices. It is
the net EEC refund, ie., (a - d) - (a - b).

If we know b - d and multiply it by the amount of beef exported
to other EEC countries, including the UK, we have the correct
figure for the gain on beefl exports as a result of our being
members of the EEC. If, however, we were to add to this the
ACAs on beefl exported in 1975 included in Table 4.1 we would
obtain an inflated figure. Hence, in any aggregation of
budgetary and trade effects to obtain net resource transfer
effects the ACAs must be excluded. This applies to all ACAs,
not just to those on beef and applies in all cases where the
refund used is the difference between Irish and world prices.




Appendix 4C: Continued

Assume transitional period is over bul Ireland has not devalued her
green rate so that green and central rates of exchange are not the
same

Let a = EEC price
Let b = Irish price lower than EEC price
Let ¢ = world price
= Irish negative MCA payable on all exporis both to
EEC and third countries.
= fuli export refund _
= net export refund, ie., full export refund less
MCA =export refund to which Irish exporter is
entitled, i.e., Irish price less world price.

If x is the amount of beef exported from Ireland to another EEC
country then the gain on beel exports from being a member of
the EEC is

x(a - ¢) - x{a - b) = x(b - ¢)

i.e., the amount exported multiplied by the net export refund.

Since we have used net export refunds in calculating all our
trade effects we have included the correct figures for these
effects and if we were to add or deduct MCAs 1o, or from, thesc
we would obtain inflated or reduced figures as the case may be.
Hence, MCAs must be omitted in any aggregation of
budgetary and trade effects to obtain net resource transfer
effects.




Chapter 5
The CAP under Stress

Since the inauguration of the CAP in January 1962 there
have been widespread demands from all quarters for its modi-
fication, but somehow it has managed to survive in more or less
its original form. This is amazing considering the varying
interests of the different members, and the trenchant attacks
made upon it from time to time. As Josling et al., (1981} say “it
[the CAP] stumbles from one crisis to the next rescued mainly
because of fear, well founded or not, that a collapse of the policy
would bring about the demise of the Common Market itself”.

Attacks on the CAP have taken various forms but it would be
true to say that the major problem stems from the fact that
among the member states there are gainers and losers. In
particular, the balance of coniributions into and receipts from
the budget is a critical political factor. The price of food is
another. The UK, which in pre-EEC days operated a cheap
food policy, now finds that food prices have increased consider-
ably while at the same time it has to pay heavy budgetary con-
tributions to maintain these prices.'® So also have the Germans
who are heavy contributors to the EEC budget.

Criticisins of the CAP

The main criticisms which have been advanced against the
CAP are as follows:

®In recent years the UK has been receiving large refunds of its budgetary contribu-
tion an the basis of various arguments (see p. 105, o seq.).
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(1} The high prices generate surpluses which are expensive to
dispose of;

(2} these surpluses and the cost of disposing of them are
growing at an alarming rate compared with a static level of
consumption;

(3) the CAP does not achieve income equity as between dif-
ferent farmers or different regions. Because of high prices
thase who receive the highest incomes are those who pro-
duce,most, namely, the larger farmers on the better soils;

{(4) the disposal of surpluses on the world market is disruptive
of international trade; on the other hand, there are many
complaints about duty free imports of agricultural pro-
ducts;

(5} in the situation where the budget has reached the upper
limits of its existing capacity, funds for other EEC policies
cannot be made available so that the evolution of the EEC
is being retarded.

In addition to these ciriticisms, there is also the problem of the
proposed enlargement of the Community by the admission of
Spain and Portugal. These are relatively poor countries each of
which will be a net beneficiary from the CAP placing further
pressure on limited budgetary funds. The enlargement is also
likely to change the emphasis of the CAP towards greater
support for Mediterranean products — olive oil, wine and
tomatoes — leaving less available for the support of northern’
European products — milk, beef, sugar, butter, etc. In addition,
there is likely to be greater demand for farm structural aids since
the new members have very poor structures over wide areas.

The above criticisms and the problems associated with Com-
munity enlargement are discussed below.

Surpluses and Disposal Costs

The figures in Table 5.1 show the degree of self-sufficiency
within the EEC in selected agricultural products over the period
1973/74 10 1979/80. An interesting feature of this table is the
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increase in self-sufficiency in the UK since that country joined
the Community. Cereals have gone from 68 to 83 percent, sugar
from 30 to 46 percent, butter from 19 to 47 per cent, cheese from
61 to 70 per cent, beef and veal from 70 to 78 per cent and veget-
able oils and fats from 33 o 50 per cent. Pigment, however, has
remained at the 1973/74 level. The effect of these increases
means a contraction in the UK food market for Insh produce
and a search for continental outlets which in many cases require
different quality products — i.e., leaner meats, lighter lamb,
unsalted butter, etc. There is, of course, considerable'movement
towards continental markets already but it looks as if this must
be accelerated.

With regard to the overall EEC situation, Table 5.1 shows
that in the 6 year period the degree of self-sufficiency within the
nine countries has increased considerably and now quite a
number of products are in surplus or near surplus. In particular
sugar and some milk products are very much in over supply.
Wine and pigmeat are dangerously close and due to seasonality
are in surplus at certain times of the year. Beef and veal would be
in surplus if concessionary imports under the GATT were in-
cluded. The same is true for cereals if imports of cereal
substitutes were included. '

It is difficult to say whether or not the CAP has been entirely
responsible for the surpluses and near surpluses but the Com-
mission claims (EEC Commission, 1980) that it (the CAP)

has shielded Europe from a physical shortage of foodstufls and
protected it from the speculative movements which sometimes
affect the world markets in raw materials. We need only think of
the dependence of Europe as regards energy, and of the vulner-
ability of supplies from overseas, in order to understand that an
entity such as Europe with a population of 260 million cannot
afford to rely on others for its food supplies and has the duty to
exploit the richness of its soil.

Having said this, however, the Commission document goes on

to say that the main difficulty encountered by the CAP after 15
years of operation is the lack of sufficiently effective regulatory
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Table 5.1: Degree of self-sufficiency in selected agricultural products 1973/74-1979/80(2) within the EEC

West The
Germany France  laly  Nehs. B-Lux. UK Ireland Denmark EEC 9 Greece EEC 10

Product Year per cent
Total® 1973/74 81 169 66 30 44 68 68 102 92 80 91
Cereals 1979/80 89 173 71 28 50 83 85 108 ]| 102 101
Sugar 1973/74 98 146 67 119 208 30 105 138 91 na na
1979/80 125 200 93 156 247 45 13 187 125 92 124
Fresh fruit 1973/74 48 100 124 69 61 33 25 61 79 147 82
(excl. citrus) 1979/80 53 97 128 50 60 32 22 18 79 163 83
Wine 1973/74 60 98 118 0 10 0 0 0 99 na na
. 1979/80 45 104 137 0 3 0 0 0 105 na na
© Skim Milk 1973 183 157 ] 60 195 186 753 172 137 0 143
Powder 1980 223 116 0 68 226 191 1270 99 115 0 115
Butterd®) 1973 114 117 65 548 106 19 203 325 101 83 98
1980 130 119 69 313 99 47 299 221 119 70 119
Cheese 1973 87 115 82 243 47 61 600 258" 102 100 103
1980 93 1t5 79 229 40 70 604 421 105 92 105
Beef and 1973 90 1H 53 115 90 70 555 268 9l J7l 96
Veal 1980 106 112 62 143 107 78 578 356 100 50 98
Pigmeat 1973 87 a7 75 209 174 65 151 447 101 94 100
1980 87 84 74 234 159 63 133 368 101 87 100
Veg. Oils 1973 96 63 80 130, 66 33 15 138 77 na na
and Fats 1980 116 65 70 122 a9 50 14 95 82 na na

(a) 3 year averages; (b) excluding rice; {c) including butter-oil.
Source: The Agricultural Situation in the Convnunity 1982 Report, European Commission, Brusscls.




mechanisms whereby the development of production is geared
to the nceds of the internal and external markets. Of the
FEOGA costs which have shown rapid increases over the years
those for milk, beef and processed fruit and vegetables represent
rises in expenditure which can no longer be kept under control
as the rules stand at present. For wine the trend is for output o
rise while consumption continues to fall. Similarly for cereals
and sugar, if annual variations are averaged the trend has been
for Community production to increase rather faster than
consumption.

The difficulty with regard to the milk surpluses stems from the
fact that there is no internal or external market where disposal is
possible at a reasonable price, and the scope for increasing food
aid is limited. To get rid of stocks it has proved necessary to grant
very high export refunds or subsidies for internal disposal. These
refunds were up to 70 per cent of producer prices in 1980 but
were reduced substantially in 1981 and 1982 as a result of an
increase in world prices. There was a good deal of stockpiling,
however, in 1982 and these stocks will have to be unloaded in
1983 at a very high budgetary cost.'® The position at the end of
1983 is projected to be even worse than this. In a recent
interview with M. Dempsey of the frish Farmers’ Journal (16 July,
1983) Commissioner Dalsager is reported as saying that by the
end of the current marketing year the EEC will have a carry-
over of 1! million tonnes of wheat against 6 million tonnes in
1982. There are nearly 3 million tonnes of sugar while total
stocks of butter now stands at 568,000 tonnes and are suill rising.
The record for butter stocks was 599,000 tonnes in September
1979. The composition of FEOGA Guarantee section payments
for different products in 1981, given in Table 5.2, shows that 30
per cent of total payments went for the disposal of milk products,
17.5 per cent for cereals, 7 per cent for sugar, 13 per cent for beefl
and veal, 5.7 per cent for fruit and vegetables and 9 per cent for
oils and fats. Figures from the EEC Commission for 1979 show
that the proportions in that year for milk were 43 per cent and

"This cost has been allowed for in the 1983/84 budger.
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for cereals 15 per cent with beel and veal at 12 per cent.

The trend in 1otal Guarantee section expenditure and in that
of some of the main products since 1975 is given in Table 5.3.
This table shows that total expenditure for 1981 was down
slightly on that for 1980 although it included appropriations
required to cover the accession of Greece and the operation —
for the first time for a full year — of the new sheepmeat policy.
Actually the share of gross Guarantee expenditure in the total
budget came down from 72 per cent in 1979 10 63 per cent in
1981 (Table 5.5). Expenditure on milk disposal declined from
4.8 million ECUs in 1980 to 3.3 million ECUs in 1981 but is
estimated to have risen to 4.2 million ECUs in 1982 when total
Guarantee appropriations were 13.7 million ECUs compared
with 11.1 million in 1981 {Table 5.3).

Because of the rise in the costs of surplus disposal in 1982 and
1983 the Commission, under pressure from the UK and
Germany, continues to issue dire warnings about high price
levels and their effect on production. It also says, however, that
while prices Nixed by the Community are generally higher than
world prices they are not necessarily higher than prices in other
major markets such as USA or Japan (Com. {81)608). The facts
in this regard are that in 1981 the producer price for milk in New
Zealand was 55 per cent lower than in the Community and in
Australia 15 per cent lower. In the USA it was 15 per cent
higher, in Canada 18 per cent and in Switzerland 55 per cent
higher. For beef, producer prices were much lower in Australia
and Argentina than in the Community but they were only
slightly lower in the USA and they were more than twice as high
in Japan. For wheat in 1980/81 the price was 30 per cent higher
in the Community than in USA and 27 per cent higher than in
Canada. The price of maize was 34 per cent higher in the
Community than in the USA in that year also.

So-called world prices are, of course, much lower than those
quoted above but world prices relate only to limited, often
marginal, quantities, and it would be wrong to think that
European consumers could be supplied for long at low stable
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Table 5.2: FEOGA guarantee expenditure by sector 1981 (Million ECUs.)*

Intervention Total
Export appropriations

Product refunds Storage Other Tolal Amouwnt %
Cereals and Rice 1,223.5 407.9 3117 719.6 1,943.0 17.5
Milk and milk products 1,886.3 298.1 1,158.3 1,456.4 3,342.7 30.0
Qils and fats 8.4 - - 1,017.0 1,025.4 9.2
Sugar 409.2 3443 14.0 358.3 767.5 6.9
Beef and veal 825.2 393.1 218.6 611.7 £,436.9 12.9
Sheepmeat — — - 191.5 191.5 1.7
Pigmeat 132.6 - — 220 154.6 1.4
Eggs and pouliry 839 - — — 83.9 0.7
Fruit and vegectables 42.8 - — 598.3 641.1 5.7
Wine 258 85.7 3479 433.6 459.4 41
Tobacco 5.8 - - 356.0 361.8 3.2
Fisheries — — — — 28.0 0.3
Other - - — 184.5 184.5 1.7
Refunds for processed

_products | - - - - 282.4 2.5
Total agricultural
expenditure 4,643.5 1,529.1 2,050.5 5,948.9 10,902.8 97.8
MCAs — - — — 238.4 2.2
Total expenditure FEOGA
Guarantee Section — — — — 11,141.2 100

*1 ECU = IR/D.59.
Source: 11th Financial Report on EAGGF (i.e., FEOGA) flor the year 1981 Com (82) 439.




Table 5.3: FEOGA guaraniee section expenditure
(°000 million ECUs)

Net expenditure Expenditure on main products
as 4 .2
Total Expenditure  of I;:‘C Gross Sugar
Year Gross Net! Domestic Prodwer  Milk Beeffoeal  Cereals (met expenditureft
1975 4.5 39 0.35 1.2 09 0.6 0.2
1976 56 4.4 0.35 2.3 0.6 0.7 0.1
1977 6.8 4.7 0.33 2.9 0.5 0.6 0.3
1978 8.7 6.4 0.41 4.0 0.6 1.1 0.5
1979 10.4 8.3 0.47 4.5 0.7 1.6 0.5
1980 1.3 9.5 0.47 4.8 1.4 1.7 0.!
1981 3] 9.2 0.43* 33 1.4 1.9 03
1982} 13.7 11.0 0.454 4.2 1.4 22 0.4

'Gross expenditure minus levies including sugar levy.

!Gross expenditure minus production levies and storage levies.
Yncluding Greece {(appropriations).

¥(Provisional).

Source: Green Europe [ 982 European Commission, Brussels.

world prices. Hence, even though the Community is being
pressurised both from within and without to bring its prices into
line with those on the world market it cannot do this. On the
other hand, since world prices influence the level of export
restitutions they have an important effect on budgetary costs.
The export market is the only outlet available for additional
production over and above internal consumption and such
production will, therefore, realise no more than world prices.
However, world markets are now in a difficult state because of
the expansion of preduction and stocks in several important
exporting countries (e.g., USA, New Zealand, Australia) and
the slow economic growth worldwide. The Commission says
(Green Europe Newsletter Dec. 1982) that the situation serves to
underline the fact that, as Europe's exports of agricultural
products develop in the long term, the Community needs to
ensure that its agricultural prices are brought more into line
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with those received by producers in competing countries, or that
its agricultural producers participate more in the cost of exports.
It serves also to emphasise the danger, of which the Commission
has given repeated warnings, of maintaining guaranteed prices
or subsidies for unlimited quantities of production not
necessarily geared to the needs of the market.

The Commission goes on to say {(ibid, p. 3) that

the exceptionally high volume of production in 1982 is only the
continyation of long term trends. It poses even more acutely the
challenge which the Community has faced for a numberof years
in the agricultural sector; that is to re-orient the market
organisations in such a way as to bring supply and demand into
better balance and to ensure the most efficient use of the
Communily's economic and financial resources.

For these reasons the Commission pressed for, and obtained,
very moderate price increases in 1983/84; in other words, there
has been a return to the prudent price policies which operated in

1979 and 1980.

Income Equity

The third of the criticisms (listed on page 91) which may be
directed at the CAP concerns the way in which the policies,
based as they are on price guarantees, or product subsidies work
to the advantage of the largest producers on the better soils who
aiready have the most favourable production structures. In a
Europe facing a long slow-down in its economic growth, voices
are being raised in protest against public money being used, for
the most part, to support the incomes of the richest farmers.

With regard to regional equity, it is claimed that the CAP has
been of greater assistance to the regions which were already rich
than it has to the least favoured areas of the Community. There
are large differences in income and productivity between the
agricultural regions of the Community; but worse still, in spite of
some closing of the gap in certain regions in Ireland and
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Northern lialy, these difterences have increased during the
1970s. The richer Community regions, on account of the type of
their production (cereals, milk and sugar} receive more
substantial suppori than the less favoured regions which are
largely in the Mediterrancan area. Special consideration must
be given to the latter area now that the Community has taken in
Greece and is about to take in Spain and Portugal.

The question of equity between farm and non-farm families
must also be considered. Because food is a basic necessity, low
income households devote a larger part of their expenditure to it
than do high income households. Therefore, when food prices
are kept high, proportionally more income is transferred to
farmers from the poor than from the rich consumers.

Disruption of World Trade

The CAP was formulated as an internal policy and to
consider its repercussions on the rest of the world was not within
the founders’ terms of reference. Despite this, the world situation
cannot be ignored. Like other trading countries the Community
has an interest in avoiding disruption of the international
trading system. If it causes too much disruption in agricultural
trade, countervailing forces can be mounted against it on both
the agricultural and non-agricultural fronts. However, despite
the best of intentions, the sheer size of the Community’s trade
with the rest of the world inevitably implies that the CAP,
because of its system of price supporis, is disruptive of world
trade. The Community is the world’s largest importer and the
second largest exporter (after the United States) of agricultural
products. The high common prices established by the CAP tend
to expand production thus reducing demand from the rest of the
world. Export refunds enable the Community to sell on the
world market at low prices thereby reducing world prices.
Moreover, the variable nature of the import levy increases the
instability of world prices. Ad valorem or specific tariffs allow
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domestic prices to vary with world prices and the resulting
variations in domestic supply and demand absorb part of the
disturbances in the world market. Even a fixed import quota
allows this to happen. The variable levy permits none of these
effects. The purpose of the levy is 10 ensure that prices of goods
imported into the Community remain constant; any change in
world prices is counter-balanced by a change in the levy so that
internal prices are unchanged. Hence, the variable levy is
unique in blocking the transmission of disturbances from the
world market, allowing the latier no buffering agent, and ampli-
fying the problems there (Grant 1981).

The export refund system has created most of the opposition
to the CAP outside the Community. Australia and New
Zealand, in particular, complain of increased competition from
subsidised exports of meat to Eastern Europe, North Africa and
the Middle and Far East. Australia is also concerned about
exports of cereals and sugar. Some of these apprehensions have
also been echoed by the USA, Argentina and Brazil. There is,
thus, sustained pressure within the GATT for a modification of
the Community’s export subsidies while the Reagan Adminis-
tration has informed the EEC that the US will pursue an aggres-
sive free market policy. Other countries are adopting similar
tactics and indeed threatening countervailing action in many
areas. In these circumstances the Community may be forced to
modify the CAP in such a way as to cause the minimum disturb-
ance to noen-EEC trade, in particular to reduce subsidised
exports through production quotas and to increase agricultural
1mports.

Ambiguities Regarding Imports of Substitute Products

Closely allied to the question of subsidised exports is the
question of Community preference and the way in which it is
allegedly being eroded by duty free or concessionary imports.
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Community preference means that a member siate should
import a product rom another member state rather than froma
third country. This policy is operated through the variable
import levy system which ensures that prices for goods produced
in the Community are lower than those for similar goods
imported from outside the EEC.

Not ali agricultural products, however, are protected in this
way and it is often argued that surpluses and budgetary costs
could be reduced if greater preference were given o EEC
farmers instead of diluting that preference in various ways as is
happening now. Farm products which can be imported with
concessionary or zero levies are:

(1) CAP products or ones which compete directly with CAP
products such as butter and lamb from New Zealand,
sugar from under-developed countries, beef from a
number of countries including USA and Yugoslavia,
maize gluten feed and soya beans.

{(2) Products not covered by the CAP but which are substitutes
for CAP products — the best examples of these are
vegetable oils and fats which compete with butter and have
caused a steep decline in butter consumption in recent
years.

(3) Importsof cereal substitutes which are converted toanimal
feeds within the Community. These substitutes, the best
example of which is manioc from Thailand, have
increasingly displaced both imported cereals (maize) and
cereals produced in the Community (common wheat and
barley) and have caused switching from traditional types
of fodder to these lower cost feeds, therecby increasing
animal products already in surplus, particularly milk. In
The Netherlands the cereal content of animal feed
compounds is now 20 per cent or less compared with 70 per
cent in pre-EEC days.

Imports to the EEC of products with concessionary or zero
tariffs and levies in 1981/82 are given in Table 5.4. The table
shows that concessionary imports of cereal substitutes in that
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year were about 29 million tonnes. These compare with home
production of cereals in the Community in that vear of about
122 miltion tonnes and cereal exports of 14 million tonnes on
which export refunds were paid. Concessionary imports of
butter and cheese were 112,000 and 102,000 tonnes, respectively
compared with respective exports of these products of 600,000
and 332,000 tonnes. Imports of sugar were 1.3 million tonnes,
and fats and oils, 4.5 million. Imports of beef and lamb
combined were 724,000 tonnes compared with beefl exports of
about 500,000 tonnes.

Table 5.4: Imports to the EEC in 1981/82 of products with

concessionary or zevo levies

Cereal Quantity Other Quantity

substitutes’™ {000) tennes products® (000) tonnes
Soya bean 10,460 Butter{®) 112
Soya bean meal 8,000 Cheesel® 102
Maize gluten 3,000 Sugar 1,300
Maize germcake 970 Vegetable fats

and cils 4,500

Manioc 6,500 Beef and Veal 400
Other 235 Lamb 324
Total 29,165 Total 6,738

(s} Mainly duty free except for 6 per cent customs duty on manioc (all 1981/82 data),
(b} Reduced customs duties and levies payable on these depending on source.

(c} 1981 fAgures.

Seurce of data: Department of Agriculiure and CBF.

The import of low duty feeds pases very complex problems for
the EEC. The policy is favoured by some farmers and opposed
by others. Manioc, in particular, has provided very cheap feed
for livestock in The Netherlands and West Germany, where it
can be transhipped easily from the deep sea ports at Rotterdam
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and Hamburg. It is claimed that average mitk yields and hence
milk surpluses have increased substantially as a result of this
cheap feed policy. Farmers in grain growing countries both
within and outside the Community are opposed o such a policy
as it makes it very difficult to obtain good markets for grain. It
also carries implications for the budget, on the revenue side,
hecause imported substitutes mean lost receipts from the
variable levy on imported cereals, and on the expenditure side,
because of the cost of disposing of cereals produced in the

Community that are replaced by imporied substitutes. These

losses are variously estimated at, around, 1 billion ECUs per

annum,

Another argument used against these imports is that
proximity to the deep sea ports of Rotterdam and Hamburg
gives farmers in The Netherlands and West Germany cheaper
access to imported substitutes than other countries have and
thus much lower preduction costs.

The response of the Dutch and German farmers is that:

(1) intensive methods enable low-cost production which is an
objective of the CAP;

(2) cheap compound feed, particularly in The Netherlands,
reflects, not the proximity to Rotterdam, but the compe-
tence of Dutch compound feed manufacturers and

(3) tochange the treatment of these imports would be 1o upset
existing trade and have countervailing powers applied
against EEC industrial exports.

The Commission in its document “Reflections on the Com-
mon Agricultural Policy” (1980), says that any change in the
CAP which substanually disturbed existing trade flows would
seriously upset the balance which has exisied between the EEC
and third countriessince the inauguration of the CAP. The EEC
cannot expect to have an export market for its industrial goods,
or 10 take advantage of the free movement of capital and ser-
vices, and at the same time refuse to provide an instrument for
some movement in agricultural produce between the EEC and
third countries. However, in the same document the Commis-
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sion indicated that it would be proposing measures that would
arrest the excessive rise in imports of these substitutes and added
that it is unjustifiable to criticise the operation of the CAP while
leaving the door completely open to competing products for
political and other reasons (ibid, p. 23).

The EEC Budget

As stated in Chapter 2, the Community modified its financial
system in 1979 and its budget income now comes from three
sources, namely:

(1) co-responsibility levies, levies on sugar production in
excess of quota and levies from imports under the CAP, 90
per cent of which go to the Community, 10 per cent being
retained by member states for administrative costs;

{2} receipts {rom the common external tarifl on imports of
non-CAP goods from non-member states, 90 per cent of
which are also transmitted to the Community;

(3) a contribution from each member state not exceeding one
per cent of an imputed VAT payment worked out on a
common basis.

The last item is not handed out automatically. The
Community gets only what it needs to balance its books. In 1979
the Community used 79 per cent of its possible VAT income. In
1980 it used 73 per cent because customs duties increased
exceptionally. In 1981 it was expected to use up 95 per cent but
this eventually worked out at 79 per cent because of an increase
in world prices resulting in a reduction in export refunds. The
estimate was for 92.5 per cent in 1982 (including Greece} and
the upper limit reached in 1983. The Community must now find
other income sources or curtail spending; drastic measures are
being threatened.

The proportions of the total EEC budget obtained from
different sources and spent en different items in the years 1977 10
1981 are given in Table 5.5. This table shows that in 1977 almost
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haif the budget receipts came from customs duties and 1ariffs but
by 1981 this proportion had been reduced to little over one-third
as a result of substantial increases in the VAT contribution. The
latier payment made up about 54 per cent of the budget in 1981.
In that year import and co-responsibility levies accounted for
7.1 per cent and the sugar levy for 2.5 per cent. As regards actual
size, the budget is in fact very small when compared with
Community GDP or with the size of the budgets in the member
states. It is only about 0.5 per cent of the former and less than 3
per cent of the sum of all Community budgets.

On the expenditure side, Table 5.5 shows that Guarantee
section payments as a percentage of the total budget varied
between 70 and 74 per cent between 1977 and 1980 but declined
to 63 per cent in 198]. In that year there was a substantial
increase in expenditure on regional policy and further increases
are planned. Whether these increases can be achieved is,
however, another matter.

[t should be kept in mind that the CAP cost, as usually
calculated, does not take into account the fact that some of the
revenue for the budget is generated within the policy (i.e.,
variable import and sugar levies) so that net expenditure on the
CAP is less than gross expenditure. The EEC financial report for
1979 shows that whereas gross payments from the guarantee
fund were 0.6 per cent of Community GDP, net payments after
deduction of agricuttural levies were only 0.48 per cent, i.e., 8.3
as against 10.4 million ECUs.

The distribution of contributions and receipts to the budget in
1980 by the different member states is given in Table 5.6, The
largest contributors in 1980 were West Germany (29.6%), UK
(20.8%), France (19.2%) and ltaly (12.6%). Ireland {0.9%) is the
smallest contributor except for Luxembourg. Looking at the
receipts side, we see that France (23.1%) was the largest
beneficiary, followed by West Germany (20.1%), Lialy (17.9%),
Belgium (14.6%), UK (12.4%) and The Netherlands (11.4%).
Despite its very small contribution, Ireland received 5.7 per cent
of the budgetary payments in 1980.
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Table 5.5: EEC Budgetary Receipts and Expenditures 1977-1981

Amounts Froportions
1977 1978 1979 1980 198¢ 1977 1978 1979 1980 1981
Receipis Million ECUs Per Cent
Sugar levics 232 377 460 505 464 2.4 3.0 32 3.1 2.5
Agricultural impons &

Co-responsibility levies 1,329 1686 5,706 1,520 1,310 139 13.6 1.8 9.4 71
Customs duties and tarifls 4,734 4833 5045 6000 6,366 19.4 39.1 34.9 371 34.5
Financial contributions 3,149 5331 7040 7256 9,888 iz9 43.1 48.7 448 53.6
Other receipts 140 136 196 901 407 1.5 1.1 1.4 5.6 2.2
Total Receipts 9.585 12363 14447 16,182 18,435 | 100.0 1000 100.0 1000 1000

Expenditure

FEQUA Guarantee Section 7,102 B696 10,402 11,486 11,580 | 741 703 720 710 628
{of which MCAsand ACAs) (ma)  (1,023)  (770) (217) (168)| (na} (82} (3 (.1 (.0

= FEOGA Guidance Scction 194 436 363 392 585 20 35 25 2.4 3.2
3] Social policy 150 559 557 69 725 2.0 4.5 39 18 39
Regional policy 400 525 699 723 1,947 4.2 4.2 48 4.5 10.6
Research: eneryy, industry,
transpors 234 294 293 379 320 2.4 24 2.0 23 1.7
Developmem Co-operation 270 381 495 42 196 28 31 34 4.0 4.3
Adminisiration 561 777 864 939 1,038 5.9 6.3 6.0 58 5.6
Repayments to member
statest* 630 690 767 B48 964 6.6 5.6 5.3 5.2 53
Other {Reserves, Exchange
Ratc Payments) 4 5 5 3 474 0.0 0.0 0.0 0.0 2.6
‘Total Expenditure 9,585 12,363 14,447 16,182 18,434 | 1000 1000 1000 1000 1000

VAT paid as % of upper
VAT limit — - - - - - - 78.9 732 78.7

Nourre: ()fficial Journal of the Furopean Commustitics, various issues.,
{a} Reimburement of "Cwn Resources™ collection costs uind expenditere on Community Oflices in member states. Special payinents to LK
arr netted oul.
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Table 5.6: Contributions to and receipts from the EEC budget 198009 before adjustment for UK rebate

Contributions to the Receipts from the
EEC budget EEC budget Net
Member budgetary
State Amount Per cent Amount Per cent recetpls
miltion ECUs % million ECUs % million ECUs

West Germany 4,523.0 20.6 2,940.2 20.1 -1,582.8
France 2,926.3 19.2 3,3724 23.1 +446.1
lialy 1,929.3 12.6 2,610.5 17.9 +681.2
The Netherlands 1,272.6 8.3 1,667.1 11.4 +394.5
Belgium 938.5 6.2 677.2 14.6 -261.3
Luxembourg 19.6 0.1 14.5 0.1 -5.1
United Kingdom 3,167.8 20.8 1,803.2 12.4 -1,364.6
Ireland 139.3 09 826.5 5.7 +687.2
Denmark 346.2 2.3 680.1 4.7 +333.9
Total EEC 9 15,262.6 100.0 14 591.7 100.0 +670.9(b)

{a} The figures for Ireland in this able differ from those in Table 4.1 in so far as they include o1l EEC paymenis and receipts and not just
proportions attributable to the CAP.

(b} Amount not paid to member stales, e.g., Administration and Overseas.
Souree: Court of Auditors Annual Report, Official Journal of the European Communities, Series C. 31/12/°81,



When the contributions to and receipts from the budget are
balanced against one another, the last column of Table 5.6
shows that West Germany (-1,583 million) UK {-1,365
million), Belgium (-261 million) and Luxembourg (-5.1
million) were the net contributors, all the other countries being
net receivers with Ireland and Italy being the largest in that
year.

As pointed out in the previous chapter, the budgeiary
contributions tend to be misleading when viewed on their own,
nevertheless, they give a good idea of the nature of the problem
and of the countries from which pressure for change is likely to
come. Naturally the UK and West Germany are in the forefront
of the reformers, spokesmen from these countries being
particularly vocal, not only because of the budgetary costs but
also because of the high food prices. One of the main criticisms
advanced by UK commentators is that revenue is being raised
from countries with below average income levels (the UK in
particular}) to finance more aflluent countries like The
Netherlands and France. The domination of agricultural
spending is seen to be behind this imbalance.

As a result of the perceived inequity in the net national
contributions the UK has argued for, and received, a number of
annual rebates since 1980 to reduce its budgetary burden. The
amounts involved were 1.2, 1.4 and 1.6 hillion ECUs in the
three years 1980-1982, respectively, on the assumption that the
causes of the imbalance would be removed by 1983. Since the
required reform of the CAP has not yet 1aken place, and the
perceived imbalances have not been removed, the payment 10
the UK has been continued in 1983. The refund in that vear,
however, has been reduced to about 750 million ECUs (£450
m). The rebates have altered significantly the balance between
the net contribution and beneficiaries as the orders of magni-
tudes in Table 5.7 show when compared with those in Table 5.6.

In order to put the budget criticisms in perspective, it is
necessary to say that if the truth were told, it is not the actual
magnitude of the EEC budget which is at issue, but rather the
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distribution of payments and receipts as between member states,
and the pattern of expenditure. The UK would probably not
mind spending what it sends to Brussels on its own farmers but it
is not enamoured with the idea of seeing this money go to Irish,
French and Dutch farmers. Also if it had a free hand in such
spending it would probably use the money, not to raise the price
of food, but rather to keep prices down, as in pre-EEC years.

Table 5.7: Net EEC budgetary receipis in 1980 and 198! afler
adjustment for UK rebates

Mithion { Sterling

(Forecast)
1980 1981

West Germany -1,177 -1,260

UK* -203 -56
France +41 +102
Belgium +115 +187
Luxembourg +135 +164
Denmark +174 +157
The Netherlands +215 +81
Italy +329 +215
Ireland +372 +340

Source: The Econormist Nov. 71981 p. 76 giving its source as the Eurepean Commission.
*Includes refund of £693 m in 1980 and £830 m in 1981,

The EEC Commission (1980) while admitting that
expenditure on the CAP is very high in relation to other
spending states (p. 11):
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that this is so because the CAP 1s almost the only policy which is
really common with financial solidarity. If the Common
Agricultural Policy occupies such an eminent place in the
budget, this is merely because the Community has lacked the
courage 1o introduce and pay for other common policies. Neither
the share taken by agriculture nor the lack of own resources has
ever been the true reason for holding back other policies.

Indeed in a more recent document {Com (81) 300) the Com-
mission states that there can be no development of Community
activities as long as the budget remains artificially limited by the
current ceiling on its resources. [t says that it will take the neces-
sary steps to overcome this constraint even though this means
the passing of separate resolutions on the VAT contribution in
the parliaments of every member state. The total cost of the
CAP, which corresponds to 0.5 per cent of Community GDP, is
not excessive. Re-nationalisation would cost member states
more. Every country needs an agricultural policy and it is worth
remembering that the policies pursued by the Community’s
main competitors are just as costly. USA commentators might
note this.

Finally, on the budget question, the Commission (1980) says
that what is being assailed by the critics is not so much the total
expenditure of 11 billion ECUs by the FEOGA Guarantee sec-
tion, as the expenditure of 4.5 billion ECUs on milk products for
which the market outlook is unlikely to improve in the near
future, and the lact that the richer a farmer is, the more he gains
from the CAP. Similarly for the agricultural regions. The
regions with the highest agricultural incomes are those which
incur the most expenditure, It is wrong to assess the CAP solely
in terms of budgetary implications. The Common Agriculiural
Policy has assumed responsibility, by substitution, for expendi-
ture formerly borne by governments and there is, in fact, no
evidence thai this has led to an increase in expenditure — if
anything there has been a decrease in member states’ toal
transfers of public funds 10 agriculure.

Thus, the solutions to be found 1o the probtems of the CAP
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must attempt to reconcile various constraints, whilst safe-
guarding the beneficial effects of this policy. One thing,
however, is fairly clear, a decrease in agricultural expenditure is
unlikely to solve the Community’s budgeiary problems.

Community Enlargement: Financial Aspects

The EEC Commission estimated the net financial
implications of the accession of Greece, Spain and Portugal, by
examining the effect on the budget, had these countries been
EEC members in 1978 (Bulletin of the EEC, Supplement 3/78).
In presenting the figures it stressed that as a resuh of the
difficulties of analysis and the lack of precise statistics the
exercise was surrounded by many uncertainties. Hence, the
conclusions arrived at should be treated with extreme caution.

Budget expenditures and receipts for 1978 are given in Table
5.8 on the assumption that the three applicant countries were
full members in that year and that they had adopted all the
existing Community legislation. The upper section of this table
shows that under 1978 conditions {(which are not typical) acces-
sion of the three applicant members would increase budgetary
expenditure from about 12.4 billion ECUs in the existing nine
states te 15.0 billion in the enlarged 12. Budgetary expenditure
of 2.6 billion ECUs would therefore be incurred on’ the three
new members, The lower section of the table shows that the
contribution of these members to the budget would be about 1.7
billion ECUs leaving an extra cost (o the existing members of
about 0.9 billion ECUs. ) :

These figures do not take account of ACAs or MCAs and in
view of their nature cannot incorporate the potential dynamic
effects of the application of Community policies 1o the three
countries. The higures in Table 5.8 represent a static situation at
the start of the enlargement process and are, therefore, likely to
be mimima. Indeed, because of the structural situation obtaining
in the applicant countries, considerable sums of money will have
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to be made available to them, thus reducing the amounts which
can be devoted to agricultural price supports throughout the
Community or, alternatively, increasing present contributions
so as to maintain present real support levels. Either alternative
poses serious problems for existing members and most would
wish that further enlargement be postposed for as long as pos-
sible — at least until the present recession has ended.

Table 5.8 Estimated budgetary expenditure and receipts for an enlarged Community as
at 1978% conditions and prices

: Three
Jtem EEC®? Creece Spain Portugal  applicants  EEC 12

Expenditure Mitlion ECU

FEOGA Guarantee 8,666 400 600 120 1,120 9,800
FEOGA Guidance 470 100 225 75 400 870
Social fund 570 40 100 110 250 820
Regional fund 580 190 125 420 1,000
10% rcfund 690 25 65 10 100 790
Others 1,382 50 200 50 300 1,680

Tolal expenditure 12,358 1,380 490 2,600 15,000

Receipts
Customs duties 4 833 370 40 520 5,350
Sugar levies 2,063 300 90 500 2,560

VAT
1978 levy (0.64%) 5,330 109 70 570 5,900
EEC 12 rate (0.77%) 1,020 22 78 14 114 1,134
Orher revenue 136 - - —_ — 136

Total revenue 13,382 351 1,140 214 1,704 15,000

*MCAs and ACAs are excluded.

Souree: Enlargement of the Community, Econamic and Sectoral Aspects, Bulletin of the Eurapean (
Supplemens 3/78.

Despite the economic problems, however, there are political
considerations to be taken into account in relation to enlarge-
ment. When the three new countries asked to be admitied to the
Community they were making a commitment which is prim-
arily a political one. Their choice constituted an act of faithina
united Europe. The three countries have, therefore, entrusted
the Community with a political responsibility which it {the
Comrmunity) cannot refuse, except at the price of denying the
principles on which it is itself grounded. These principles are
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enshrined in the preamble to the Treaty of Rome, where the
founders of the Community “being resolved 10 preserve and
strengthen peace and liberty {called] upon the other peoples of
Europe who share their ideals to join in their efforts”. The
Heads of present EEC states recently solemnly proclaimed their
faith in this ideal which requires the Community to give a
positive answer to the applicant countries (Bulletin of the European
Communities Supplement, 1/78). It will be difficult, therefore, to
escape from this commitment, but, of course, the negotiations
can be drawn out as was done in the case of the first enlarge-
ment. Taking everything into consideration this may be the best
course. The present situation is very difficult. The problem of
unemployment has become very serious for all: the international
monetary system is in turmoil, protectionist tendencies are
growing sharper and divergencies within the Community are a
cause of major concern.

The applicant countries will bring with them considerable
regional problems and also produce pressure on the labour
market, a situation which in the past has resulted in emigration
to the Community. Such emigration, which during a period of
full employment, facilitated growth in the Community, could
now perhaps be regarded as unwelcome. In view of this range of
difficulties, enlargement will place a serious handicap on the
Community’s momentum. On the other hand, the admission of
the two new members will bring the budgetary situation to a
head so that it will have to be solved definitely in one way or
another. Perhaps it is the lever required o bring about enlarged
contributions from the member states and resolve the question
of the UK rebate.
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Chapter 6

Suggested Solutions to the Problems of the CAP

The problems associated with the CAP have been discussed in
some detail in the previous chapter. Taking into account these
problems the adjustments to be made to the Policy (according to
the Commission (Com (80) 800)) must reconcile three main
objectives.

1. To maintain all positive aspects of the CAP and in partic-
ular its three main principles of
(a) unity of the market through common prices
(b} Community preference, mainly through variable levies
and
(c) financial solidarity through common FEOGA funds
2. To set up mechanisms whereby the financial consequences
of production surpluses may be heid in check.
3. - To concentrate financial resources on the least favoured
farms and regions.

Various suggestions have been put forward by academics and
administrators for dealing with these problems. The more
important of these are discussed in turn and their pros and cons
outlined. Finally-we discuss the proposals from the Irish point of
view and suggest the options which we think would best suit this
country.

Possible Changes in CAP

In view of the various criticisms which the CAP has
weathered since its formation there are many who feel that it
will continue to stagger from crisis (o crisis in its present form
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with only minor changes being made. Furthermore, some
commentators (Josling et al., 1981} fecl that the 1 per cent VAT
levy will be raised if, and when, it is needed to do so. However,
three key member states, the UK, Germany and France, have
stated that they will not raise the VAT levy unless changes are
made. Unfortunately, all of these countries want different
changes and so it will be most difficult to get agreement. Let us
consider some of the suggestions which have been put forward
for reform.

Income Supports

Among the more radical proposals put forward by academics
in a number of countries is an income support programme
financed wholly, or partially, by national governments and
running in parallel with low Community prices. Such a
proposal was not taken very seriously by the EEC Commission
up to quite recently and indeed Josling et al., (198]) say that “if it
does gain support it will be because the Community
mechanisms for reaching agreement have broken down. The
threat of a return 10 national policies is an ever-present spur to
the reaching of compromisc positions”. Be this as it may,
however, a decision by the French Government to provide over
5000m frs to support French farmers’ incomes in 1982 has
aroused concern in the Commission and in other member states
(Green Europe, 191, 1982),

There are fears that the income supplements which French
farmers will receive may distort competition. Also, the scale of
the assistance is causing farmers’ unions in the other member
states to cast a watchful eye at developments in France in the
hope of claiming similar treatment for their own farmers,

There have been calls for the Community institutions to
intervene but it is difficult to take any action. There are, after
all, many ways in which member states can give a helping hand
to their farmers and it would be quite wrong to think that every
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measure of this kind is prohibited. Indeed, the Commission
estimates conservatively that total national expenditure by the
member states is already about double Community spending on
agriculture (ibid., p. 1). A considerable portion of this national
expenditure goes on implementing Community structural
directives under which both the Community and member states
make financial contributions. But by far the greatest share is
spend on social security for the farm poputation although there
are variations between countries in the scale of such expenditure
and the form which it takes. This type of spending is hardly ever
criticised although there is no doubt that it too can distort
competition. The acceptability of social security spending as
against income support is probably due to the fact that the
former is given mainly on the basis of need 10 people who cannot
attain acceptable income levels from their farms.

From the Irish viewpoint, income supplements and input
subsidies from either national or EEC sources must be
approached with great caution and must only be allowed for
very grave reasons. National payments of this kind provide an
excuse for low agricultural prices and are the thin end of the
wedge towards a return to national policies. France, which has
always been a strong CAP supporter should, therefore, be very
careful about the introduction of such aid. It is a dangerous
precedent which could lead to the complete erosion of the CAP.

Income supplements and input subsidies paid by the EEC
would also be dangerous. They would have to come out of the
budget, would therefore be visible and of necessity would be
very small when spread over all farms, nevertheless, they would
create excuses for low pricesand ultimately for national policies.

Two-tier Financing
An alternative system which has been suggested is two-tier

financing or the “price cocktail”. Under this system the EEC
would bear responsibility for common prices whose
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development would be carefully controlled so as to keep within

the 1 per cent VAT limit. Additional support, if desired, could

be covered by the national budget of each member state.

The Commisssion is its 1980 document {Com (80) 800) (op.
cit., p. 15) put forward numerous objections to this policy. It
says:

1. It would herald the end of free movement of agricultural
products, because the differences in the leve! of supports in
member states would soon give rise 1o corrective measures at
the frontiers.

Any price differentiation between member states would
soon change the competitive situation at producerleveland
hence at the processing and marketing stages.

The difference in internal prices would give rise to
differences in rates of levy on imports from non-member
countries and make it impossible to treat these levies asown

resources.
The “pseudo” solution would do nothing to remedy the
production imbalances, because the major problem of the

Common Agricultural Policy is not so much the costs, or
their distribution among member states, as the absence of
any corrective mechanism for adapting supply to demand in
accordance with a basic principle of economic rationality.
Finally, as soon as Community financial solidarity was
broken, through the introduction of two-tier financing, it
would rapidly become impossible to fix any common price
at all. Can one imagine Ireland accepting very high prices
for beef il it had (o bear the consequences, or France backing
high prices for cereals, and so on?

The Commission goes on to say that a lasting Community
solution to the present problems cannot be found in breaking the
chain of free trade/the harmonisation of support systems/price
unity and financial solidarity. A price cocktail would put a stop
to one of the subjects of criticism — the unfair distribution of
burdens and benefits — but would leave unanswered the other
problems of the CAP.
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In view of the trenchant denunciation of two-tier financing by
the Commission it cannot be considered a viable option. There
will, of course, always be some national supplementary
financing, particularly when farm incomes in a country get out
of line with other incomes. This will probably come in the form
of headage payments or structural supports but hardly in the
form of national price supplementation. In Ireland, with its
relatively large agricultural sector, the scope for national
supplementary financing is limited and particularly at the
present time when there are severe budgetary constraints.

Feasible Solutions

Because the balance of interest among member states is so
complex, radical reform tends to be rare and policies usually
evolve gradually over the years and this is what is likely to
happen now,

The major alternative reforms which have been proposed are:

—_—

Prudent prices, i.e., reducing real prices.

2. Prudent prices with income compensation for at least some
farmers in the direct form of social welfare (dole) or in the
indirect form of headage or acreage payments.

3. Prudent prices with co-responsibility levies imposed on all
production.

4. Prudent prices with quotas including the introduction of a
super-levy on quantities of individual products in excess of
quota.

5. The Commission also suggests a new approach to external
trade policy and

6. an adjustment of structural policy.

It is obvious from the above that prudent prices are the most
important instrument of the Commission in CAP reform since
they appear in most of the alternatives suggested.
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Prudent Prices

Real producer prices for the EEC as a whole {(nominal prices
deflated by a price index) were relatively stable between 1970
and 1976, but since then up o 1981, as the figures in Table 6. |
show, they declined every year at an average annual rate of
about 3.0 per cent. The decline was halted in 1982 thanks to a
relatively favourable price review in that year as a result of low
production in 1981, The 1982 situation was, however, unusual
due to weather and other factors in 1981 and is not likely 1o be
repeated. Hence, the prudent policy has been reintroduced
again for 1983,

Table 6.1: Changes in real prices received by EEC farmers

1976-1982
Countyy 1976 1977 1978 1979 1980 1981 1982
West Germany +4.0 -48 -53 -25 -29 -03 -03
France +45 -06 -52 -36 -70 -20 +0.9
lialy +4.8 +2.7 -2.8 -4.6 -6.4 -6.2 +1.4
The Netherlands +39 -78 -7.7 25 27 +1.5 129
Belgium +7.2 =107 -78 -32 -34 417 458
Luxembourg -0.07 -4.3 -4.1 =22 -l6  -23 443
UK +10.4 -10.3 =105 -2.6 -10.5 -1.1 +4.0
Ireland +6.9 +74 +45 =71 -173 -15 3.5
Denmark +3.7 -59 -4 =72 .11 -04 435

Eur. 9 +55 -25 44 34 .61 -1.6 +213

. Source: The agricultural situation in the Community, 1982 and Eurostat, CP1 Monthly Bulletins
various issues.

Prior to the 1983/84 price review, the Commission pressed for
very moderate price increases (Villian 1983) and eventually the
lollowing rises (in ECUs) above the 1982/83 levels were adopled
for the main North European products: cereals 3 per cent, sugar
4 per cent, rape seed 4 per cent, beef 5.5 per cent, pigmeai 5.5
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per cent, sheepmeat 5.5 per cent and milk 2.33 per cent. The
overall price increase for the Community as a whole in ECUs is
estimated at 4.2 per cent but when values are given in national
currencies there is considerable variation as between countries
due to the importance of different products in their production
and to Green rate adjustments. The average price rise for
Ireland is 8.1 per cent whereas that for Germany is only 2 per
cent. The rise in Greece is 14 per cent but that includes the
alignment in Greek prices with common prices duc to accession
arrangements. Considering the recent fall in inflation in Ireland
the agricultural price increase may almost keep pace with it in
1983. However, the outlook for future years is not very
promising in this regard. The rate of FEOGA Guarantee section
expenditure is now ‘increasing more rapidly than potential
“Own Resources” and it looks as if the prudent price policy will
have to be continued. And even then other supplementary
policies will have to be introduced.

Incbme Supports

To compensate somewhat for the prudent price policy, the
Commission makes certain payments to member stateseitherby
way of cattle headage payments, payments to small producers
on crops or produce, or payments under certain structural
measures. For example, at the 1983/84 price review, the
Council agreed to extend to 30 April 1984 beel headage
payments to Ireland under the Guidance section of FEOGA.
The value of this for one year is about IR£7 million. It also
agreed to the continuation of 120 million ECUs of income
support for small milk producers in the Community. Structural
measures and special proposals are being worked out in respect
of the Mediterranean region. As these aids do not increase food
prices they appear more acceptable than price rises to countries
like the UK and Germany, but as stated above they should be
kept small and not be allowed to erode the price support system.
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Co-responsibility

The Commission states (Com(80)800) that, in the long run,
the adjustments to be made to the market organisation must be
based on the principle, that in the present state ol agriculiural
technology it is neither economically sound, nor financially
feasible, to guarantee price oraid levels for unlimited quantities.
Surplus production must be disposed of at low prices to third
countries and this interferes with markets in these areas as well
as being expensive for the Community. The Commission says
that producers must be made more aware of market realities
than they have been in the past. To this end production targets
in terms of volume must be set for every sector at Community
level. Once these are reached producers would be required to
contribute to surplus disposal or the intervention guarantee
could be reduced. This is known as the principle of co-responsi-
bility.

At the time this report was written, the Commission was of the
opinion that co-responsibility would maintain all the essential
features of the CAP except absolute open-endedness. It stated
that it should be a permanent feature and not just for a given
marketing year and should be varied according to product. Also
all the co-responsibility need not be paid for by producers. It
should be shared in proportions to be defined between the Com-
munity and producers, with producers presumably paying the
major portion.

The concept of producer co-responsibility is not new. It has
been part of the CAP since its initiation. The first sugar regula-
tion which came into operation in 1968 provided for a levy on
Quota B sugar, that is, production above a basic Quota A level
and below an upper ceiling at which all support ceased. The
levy was imposed on sugar manufacturers and beet producers to
recoup the cost of disposing of surplus Quota B sugar, but
recently it has been extended to Quota A sugar as well. The
current levy is 29.5 per cent of the intervention price on Quota B
sugar (18,200 tonnes in Ireland) and 2 per cent of the inter-
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vention price on Quota A sugar (182,000 tonnes in Ireland).

Co-responsibility at the rate of 1.5 per cent of the target price
on all production was introduced for milk at the 1977/78 price
review, after abortive attempts at its introduction by the Com-
mission in the three previous years. This levy has remained in
operation since September 1977. Currently it is at the rate of 2
per cent of the target price on sales in general including liquid
milk, but reduced to 1.5 per cent on the first 60,000 kg per pro-
. ducer in the disadvantaged areas. In 1979, when the EEC
budget was under considerable strain, the Commission decided
that the uniform levy on all milk was insufficient and it recom-
mended to the Council of Ministers a supplementary or super-
levy to fund the disposal of additional milk beyond a certain
basic quantity for the Community as a whole. Each farm or
creamery was 10 be given a quota and the super-levy ata ratc of
something in the region of 50p per gallon was 1o be charged on
all production in excess of quota. This meant that production
over and above quota would be almost worthless.

The recommendation for a super-levy came before the
Council of Ministers at the 1980/81 annual price review but was
not agreed. The recommendation was that it be introduced the
following year if production in 1980 grew by more than 1.5 per
cent over the 1979 level. As things turned out world prices
increased in 1980 and 1981 and it became possible to balance
the budget without recourse to the milk super-levy. However,
the Commission emphasised that it would recommend the
super-levy or some other severe action if deliveries of milk in
1982 rose more than 0.5 per cent above the 198! level. Since
deliveries did, in lact, exceed this threshold in 1982, intervention
prices have been curtailed in 1983 and the Commission has pro-
posed that the super-levy be imposed in the 1983/84 budget.
There was also an agreement to introduce co-responsibility for
cereals in 1983/84 if production exceeded a certain level. The
aim here was to reduce real intervention prices and this has in
fact happened, since the nominal increase has been keptat 3 per
cent. It seems that co-responsibility has now become a basic
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feature of the CAP but up to this it has tended to be applied asa
reduction in intervention prices rather than asa levy on produc-
tion.

Though co-responsibility, no matter how applied, means in
effect a reduction in farm prices, nevertheless, when applied asa
tax on production it has advantages for the budget over a price
reduction system. Suppose producer prices are reduced by the
same amount under a price reduction and a co-responsibility
system, (i.e., the reduction in prices being equivalent to the
increase in the co-responsibility levy per unit). Producer
incomes are reduced by the same amount under both these
regimes but consumers and the budget are affected differently.
Under the co-responsibility regime, consumer prices remain at
the original high level while alt of the levy goes towards surplus
disposal and hence budget relief. Under the reduced price
system, consumers get cheaper food but there is not as much
reliel for the budget as under the levy system, If, for example, the
levy is 5 per cent, this proportion of the value of all production
goes towards budget relief. If; however, prices are reduced by 5
per cent the budget relief 1s only 5 per cent of the value of
exports, the remainder of the reduction going towards lowering
consumer food costs.

In the long run, producers are better off with uniform co-
responsibility levies than with reduced prices. With co-responsi-
bility the strain on the budget is eased, and the producer can
bargain for higher prices hoping that these can be extracted
without too much trouble from a very large number of con-
sumers. With reduced prices consumers gain while the budget
continues to be under stress and demands continue for further
price reductions o case the budget. In the ultimate analysis, of
course, the decision to introduce co-responsibility or reduce
prices is a political one. Countries like the UK, with small agri-
cultural sectors, tend to favour lower food prices whereas
countries like Ireland, with relauively large agricultural sectors
and high food exports, favour high agricultural prices since a
large proportion of the high prices are paid by consumers in
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other countries. However, since the countries with the smallest
agricultural sectors tend to be the biggest contributors to the
EEC budget their views are most likely to prevail; hence the
movement towards the prudent price approach.

Quotas and Other Measures

Co-responsibility is only one way of controlling budgetary
expenditure. The Community’s financial responsibility might
be limited to a pre-determined maximum volume (quantum)
sold to processors or into intervention as is the case with sugar.
This is, in effect, a quota system although in the past the Com-
mission has stated that it does not favour quotas saying that they
are too diflicult to administer, too inflexible and would freeze
production at the farm level {Com(80)10, p. 74). It has also
stated that the introduction of co-responsibility does not remove
the need for other specific measures, in particular measures to
lessen the rigidity introduced by the intervention system and 10
give more impetus to market forces. There should be more rigid
quality criteria for the admission of products to intervention,
periods when intervention is prohibited during the year and
minimum qualifying standards for the full intervention price.
Some of these criteria have already been introduced for beef, as
for example, the type of animal purchased and the time of the
year when certain beef cuts are allowed into intervention.

The Commission has stressed that the adoption of this pack-
age of measures would allow the principles of the CAP to be pre-
served and would permit the price adjustments that are indis-
pensable to the long-term safeguarding of the farmers’ incomes.
However, on matters of price adjustment, it has stated that
attention will have to be paid to the existence of positive
monetary compensatory amounts {(internal prices higher than
the Community level, in, for example, West Germany, The
Netherlands and the UK), the maintenance of which overa long
period leads to an increase in agricultural production.
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Al the time of the introduction of the EMS, it was agreed that
any new MCAs would be phased out over a two-year period.
This, however, has not happened (though some reduction was
obtaincd at the 1983/84 review) and so those countries with the
positive MCAs continue to pay higher prices to their larmers.
There is a definite conflict here between the support of farmers’
incomes, on the one hand, and the problem of generating
surpluses, on the other. This problem is difficult to resolve but
the aim should be to try and obtain a uniform policy between
member states. All MCAs should, il possible, be phased out
gradually and a common price system introduced.

External Policy

Action 1o improve the market organisation must also cover
exports and imports. The Community is still the largest
importer of agriculturai products and has done its part in
importing from countries heavily dependent on their agri-
culwural exports, even in the case of products where there have
been difficulties on the Community’s own market. The Com-
mission says that the Community will honour its obligations in
this regard, many of which have been contracted in multilateral
agreements, for the stabilisation of world agricultural markets.

At the same time, when new restraints must be imposed,
particularly on the volume of certain kinds of livestock produc-
tion, there must be more vigilance over the import of duty free
leeding stufls or similar products (see Table 5.4 for imports of
cereal substitutes in 1981/82). The means of implementing this
must be geared to the markets concerned and to the situation of
the supplying countries. A voluntary export restraint (VER) has
recently been negotiated with Thailand to curb EEC imports of
manioc but it will almost certainly be impossible 16 reach a
similar agreement about soya bean imports from the US. The
Commission favours a lowering of Community grain prices to as
to make internal feeds competitive with imports. This will be
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difficult to achieve even though there is a commitment o intro-
duce co-responsibility for cereals if production increases 100
much: The reduction in grain prices would have to be substan-
tial and it would be resisted strongly by Community grain
producers. There must, of course, be a balance between the
price of animal products and cereal prices but such a balance
has already been determined at the negouiating table and it will
be difficult to alter it.

Exports, which have increased rapidly in recent years, also
play an important role, both welcome and unwelcome, in the
Community’s external policy. If, however, the Community is to
remain open to the rest of the world there must be a balance
between exports and imports. If it must import agricultural pro-
duce it must also have the means to conduct an export policy.

To date exporting has been done on a rather ad hoc basis.
Surpluses have been sold when the cost of storage became exces-
sive and there has been no co-ordinated export policy. The
Commission says that, for the future, the CAP must be provided
with instruments similar to those enjoyed by major agricultural
exporting countries, (USA, Canada, Australia, New Zealand)
in particular, the ability to conclude long-term agreements,
{Com(81)300). The idea of long-term agreements, though
favoured by the Commission, has little prospect of success. Ina
world of over-supply, importers will be very reluctant 1o enter
into such agreements. We feel, therefore, that ad hoc exporting
will have to continue.

Structural Policy

The Commission has constantly stated that socio-economic
policy is an indispensable component of the Common Agri-
cultural Policy. It is largely by means of it that the Community
can take account of the special characteristics of farming
imposed by the structural and natural disparities between the
different agricultural regions.
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The Council has recently decided to intensify structural
action in mountain, hill and less favoured areas and it has also
taken the initial steps to implement the Commission’s proposal
to devote as many available resources as possible to developing
the least favoured areas by co-ordinated action through Com-
munity and national means. A special package has been intro-
duced for the West of Ireland and similar programmes are pro-
posed for Northern Ireland, certain areas of Northern Italy, the
French overseas departments, the outer Hebrides, the Lozere
and South Eastern Belgium. Other programmes are being con-
sidered.

Programmes of this kind are important in their own right, and
in so far as they also redistribute funds 1o major budgetary con-
tributors such as the UK and West Germany, they lessen the
grounds for criticism of the CAP in these countries. Unfor-
tunately, the amount available for such programmes is small
and becomes even smaller under conditions of low world prices
when there is heavy expenditure on surplus disposal. We are,
thus, thrown back continually on the need to reduce surpluses
and 1o rationalise, to the greatest extent possible, the operation
of the Guarantee section of FEOGA.

Effects of Different Options on the Irish Fconomy: The Buckwell et
al., Study

Several attempts have been made to quantify the effects of
suggested CAP changes at both Community and individual
country levels; see, for example, Josling and Pearson (1982),
Buckwell et al., (1982) and Sheehy (1982/83). As the last two
studies are of most interest o Irish readers we quote from their
indings below.

The Buckwell e af., study used computer simulation tech-
niques based on 1980 data 1o study the effect of four pessible
reforms of the CAP: (1} a continuation of 1980 nominal prices
into 1981 {a fall in real prices of 4.3 per cent), (2) price equalisa-
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tion through the elimination of MCAs (a price fall of 2.9 per
cent), (3) Community self-sufficiency brought about by an
instant reduction in real prices of 13.5 per cent, and {4) a com-
pletely free market causing a price fall of 31.9 per cent.

[t was shown that under Options (I}, (3) and (4) the gains by
consumers and taxpayers would outweight the losses by pro-
ducers — resulting in a net gain — in West Germany, France,
Italy, Belgium, Luxembourg, the UK and the Community as a
whole. However, in Iretand, The Netherlands and Denmark the
opposite would be the case: producers would lose more than
consumers and taxpayers would gain.

Under Option (2), price equalisation, there would be no
change in producer incomes in countries with no MCA’s
(France, Iretand, Italy and Denmark) and a reduction in farmer
income in countries with positive MCA’s (West Germany, The
Netherlands, Belgium and the UK). However, losses to pro-
ducers, where incurred, would be outweighed by gains to con-
sumers and taxpayers.

At face value, these results suggest that for the Community as
a whole, any of the options considered would be superior to the
present system. However, the political acceptability of any of
the proposals would be likely to depend more on their distribu-~
tional effects (as between producers, consumers and taxpayers)
than on their overall, net effect. The Buckwell study examines
these distributional issues and finds that the per capita losses
borne by producers are much greater than the per capiia gains
made by consumers and taxpayers. For example, the prudent
price package (Option 1) in the EEC as a whole would benefit
consumers and taxpayers by 46 EUA per head, but would cost
each producer 365 EUA.

At the other end of the scale, a free market situation costing
producers an average of 2,793 EUAs would only increase con-
sumer and taxpayer income by 321 EUAs per head. These
results go a long way towards explaining the resistance which
has been observed towards many of the policies simulated in the
analysis. The price reducing policies, in particular, while reduc-
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ing farm incomes considerably would give very little extra
average income to consumers and taxpayers.

The Sheehy Study

In the Sheehy study, four alternative policies were examined,
namely: ‘

1. No restraint — this illustrates the benefits to Ireland and
the damage to the EEC budget of allowing unrestricted
production at 1982 constant real prices. It is generally
believed by the various commentators that real prices, in
the foreseeable future, will not increase above the 1982
level and are more than likely to decline.

2. A policy of reducing real prices sufliciently to stabilise the
EEC budgetary cost of agricultural supports at not more
than 20 per cent above the 1982 level. The 20 per cent
expansion in the budget was justified on the grounds that
real revenue from VAT would grow as real Community
expenditure grows over time.

3. A policy of raising the level of a uniform co-responsibility
levy imposed on a regime of constant real prices so as to
stabilise the budgetary cost as in (2) above and

4.  aregime of quotasselected to maintain the 1982 budgetary
situation as in (2) and (3) above. The quotas would apply
to all CAP products so as to prevent switching from one
product to another and thus building up surpluses where
there are none at present. Within this regime real prices
and co-responsibility levies would remain at 1982 levels.

The impact of each of the policies chosen depends on
certain circumstances namely:

(a) The strength of world markets which were taken at
two levels, a high price level corresponding to
markets between 1980 and 1982 which required
export refunds of 50 per cent of farm gate pricesand a
lower level corresponding to pre-1980 world prices
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which required export refunds of 60 per cent of farm
gate prices for current quantities and much higher
levels for exports in excess of current levels.

(b) It was assumed that if real prices were held constant
over time, EEC and Irish production would grow at 2
per cent per annum due 1o technological and struc-
tural change while consumption was assumed to
grow at 0.5 per cent per annum.

It was also assumed that a | per cent increase in
EEC exports would cause a 0.5 per cent decrease in
world prices, hence the high cost mentioned at (a)
above of disposing of extra exports.

() The degree of supply and demand response to prices
and levies. As there is no agreement among econo-
mists concerning the supply responses, upper and
lower bounds of 0.6 and 0.3 were taken. For demand
the price elasticity used was -0.25.

All the above assumptionsare crucial to the exercise. But even
if some are not agreed the analysis is not entirely invalidated. It
gives orders of magnitude, heretofore not available, which are of
great importance for policy makers.

Analysis

The examination of options was carried out using conven-
tional welfare economic analysis. For Ireland, the producer, the
consumer and the nation were the three interests monitored.
Changes in welfare were measured as changes in consumer and
producer surplus, the latter being similar in concept to value
added.

In addition, an off-farm linkage implication was estimated by
assuming that a £1 volume change in farm output makes a 40p
value added contribution off-farm in the input and processing
industries. This value added was assumed to be independent of
price change {but not of volume change consequent on price
change).
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In carry out the analysis the EEC budgetary situation in 1982
was first established. The net budget as defined (i.e., the cost of
price supports less co-responsibility levies) was shown to be
12.55 billion ECUs. This was a crucial figure, as all the regimes
examined were related to it in some way. The “no restraint”
option showed how the budget would increase if present policies
were continued while the other options were designed so as to
ensure that the budget would not increase by more than 20 per
cent of its 1982 value.

Results
“No Restraint” Regime

~ Under this regime and assuming favourable world markets,
budget requirements for subsidising agricultural exports would
grow from 12.550 billion ECUs in 1982 to 21.802 billion ECUs
in 1990, an increase in real terms of almost 74 per cent. When
weak world markets are assumed the position is much worse.
The export subsidy stands at 73.8 percent of the fanm gate value
and the budget requirement grows to 32.850 billion ECUs or 2.6
times the 1982 level.

Most people would agree that both these results would be
utterly unacceprable to EEC governments. There is, therefore,
no point in considering an unrestricted policy for the coming
years. It may be possible to increase “Own Resources” some-
what in the future but not by the amounts needed for a policy of
“no restraint”. It scems, therefore, that whether we like it or not
some other regime will have to be adopted. The implications of
the other policies examined are given in Table 6.2.

Price Approach

Table 6.2 shows that if EEC budgetary expenditure is to be
contained within 120 per cent of the 1982 figure through a price
pelicy, real prices would have 1o decline by between 9 to 17 per
cent depending on the state of world markets and taking the
lower supply response as the more likely one. Under a price
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Table 6.2: Estimated changes in certain entities in 1990 as between a policy of no restraint and alternative

options*
Change from no restraint option
Policy and assumptions in 1990 ([ mitlion)
Levies as % change 1990/82 in Off-farm
Policy % of total  Real  Output  Consumption  Producer Consumer  palue  Budgat  Nationalf
option revenue prices  volume volume surplus surplus added drop welfare
m (2) (3) ) {a) {b) (e) (d) ()
R Strong World Markels
Price drop 0.89 91.1 114.0 106.3 -213 +79 =27 +41 -120
Levy 4.65 100 115.9 104.0 -92 0 -11 +41 -62
: Quotas 0.89 100 107.0 104.0 -29 ¢ -86 +41 -74
I
Weak World Markets
Price drop 0.89 832 1133 108.4 -398 +150 =50  +109 - -189
Levy 9.62 100 114.1 104.0 =211 0 -26 4109 -128
Quotas 0.89 100 103.0 104.0 -57 0 -119  +109 -67

i *Low supply refationships assumed
i tNational Welfare {e) = (a) + (b) + (c) - (d}
Source: Sheehy, op cit.
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reduction policy and assuming strong world markets, producer

surplusin real terms in 1990 would be IR £213 million less than it

would be under a policy of “no restraint.” If, however, we

assume weak world markets in 1990 the decline in producer

surplus in that year would be IR£398 million by comparison
with the ““no restraint” policy.

Because of the decline in producer surplus, off-farm value
added would also decline by IR£27m or IR£50m, in strong and
weak markets, respectively. Irish budget payments would also
fall, but as a result of the reduction in food prices the consumer
surplus would increase. The overall change in national welfare
obtained by summing the changes in producer surplus, con-
sumer surplus and off-farm value-added, and deducting budget
changes, was a fall of IR£120m for the strong world market
situation and a fall of IR£189m for the weak market situation.

On the whole, therefore, under the assumptions used, the
solution of the EEC budgetary problem by a price reduction
policy would involve major losses for Irish farmers, particularly
on weak world markets. If the supply response to price changes
was greater than that assumed, the situation would not be so
bad, because in such circumstances smaller price reductions
would be required to reduce surpluses. As might be expected, a
price policy would not be quite so drastic for the nation as a
whole as it would be for producers. Consumers and taxpayers
would benefit from the reduced food prices and so offset some-
what the farm losses.

The Levy Approach

As with the price approach the extent to which co-responsi-
bility levies must be raised to keep the budgetary situation con-
stant depends on the assumptions about supply elasticities and
levels of world prices. Demand response does not arise since con-
sumner prices are not influenced by the levies. Assuming a supply
of elasticity of 0.3, the figures in Table 6.2 show that by 1990 levy
payments would reach the level of 5-10 per cent of the value of
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output, depending on world markets, with real prices remaining
at 1982 levels. This rate of levy would reduce producers’ surplus
by between IR£92 and TR£211 million below the no restraint
level. These declines are about half of those estimated for the
price option. Consumer surplus would be unchanged under this
option but ofl-farm value added would fall by between IR£11
and IR£26 million and Irish budget payments would decline by
from IRL41-IR£109 million, the same as under the price
regime. National welfare would decline from the “no restraint”
levels by [R£62 million under the strong world price assumption
and by IR£128 million under the weak assumption. On the basis
of these figures the levy approach is a much better option for
Ireland than a prudent price policy. What is likely to happen, of
course, is a combination of both options but in these circum-
stances [rish negotiators should press strongly for higher levies to
provide budgetary scope for increased prices.

Quota Approach

Under a quota policy, producer surplus would decline by
much less than under the price or levy strategies. The extent of
the decline would depend on the supply response and the state of
world markets. The lower supply response leads to a fall in pro-
ducer surplus of £29m under strong world markets and £57m
under weak markets. As with the levy regime there would be no
change in consumer surplus. Off-farm value added would be
reduced as would budgetary contributions. The effect on
national welfare would be a reduction of IR £74m from the “no
restraint’’ situation under the strong world market assumption
and of IR£67m under the weak world market scenario.

As stated above, producers would lose less under a quota
situation than under any of the other regimes but on strong
world markets (and with a low supply response) the overall
national welfare would be best served by a levy regime — a loss
of IR£62m for the levy option as against IR{74m for quotas. On
weak markets on the other hand the quota option is much
superior to the other two from an overall national welfare point
of view.
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Comments on the Different Options

Naturally the preferable policy for Ireland would be the *‘no
restraint’”’ option. Such a policy would enable expansion to con-
tinue but it would also greatly increase the EEC budget under
all the assumptions analysed. Sheehy says that . . . most people
in Ireland sull seem to believe that this policy will materialise
but this is wishful thinking. It is utterly in conflict with budget
reality and is not feasible.”

The second option of falling real prices is clearly not an
acceptable option and if that policy were to be introduced, and
continued, the demands by farmers for national aids throughout
the Community could not be resisted. This we fear would spell
the end of the CAP.

The remaining policies of co-responsibility levies and quotas
appear 1o be the most feasible alternatives. Let usiook firstat the
quota option. If this were 10 work, quotas would have to operate
at the individual producer level, and while they could be made
saleable to avoid freezing the individual farmer’s production,
they would sull entail a degree of regimentation which many
farmers would resist. The degree of resistance, however, might
depend on the alternatives facing farmers. Shechy says, that
... with the attractive option of no restraint ruled out and
faced with the options of falling real prices or rising levies they
might change their minds regarding quotas.” Indeed, many of
the good farmers who have alimost reached their full potential
may press for a quota system. It is an attractive option for them
but will be very difflicult for the government o accept. This is
explained below,

The 1983 Commission Proposals

Since these studies were carried out, the EEC budget has
come under considerable strain and is expecied to be exhausted
by the end of 1983, An increase in the VAT levy will therefore be
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necessary in 1984 but several countries particularly the UK and

West Germany have absolutely refused to increase the levy

unless something drastic is done about surpluses. As a result the

Commission has now put forward a new set of proposals.
The main proposals of interest to Ireland are:

1. To control the imbalances in the milk sector through the
introduction of a supplementary levy analogous to that
already suggested by the Commuission in past years. A
quota would be established for each dairy (milk plant)
based on deliveries in 1981. Al!l deliveries in excess of the
quota would be subject to a supplementary levy calculated
in such a way as to cover the full cost of disposal of the addi-
tional milk — about 70p per gallon.

2. The introduction of a special levy on milk from intensive
farms, for example, those which deliver more than 15,000
kg per hectare of forage.

3. To suspend intervention for skim milk powder from 1
October to 31 March. During this period the aids for feed-
ing powder to animals should be sufficient to maintainsta-
bility of the market.

4. The elimination of the special subsidy for butter consump-
tion; there is little evidence of any additional butter
consumed despite the very high cost of this subsidy.

5. Further regulations in regard to the import of cereal sub-
situtes will be introduced. A levy on Community-produced
cereals may also have to be applied to cover cost ol surplus
disposal.

6. For beef, further restrictions on intervention purchasing is
suggested. The non-renewal of the calf premium is also
proposed but the suckler cow premium is to be continued
at its present level. The variable premium in operation in
the UK is to be terminated. The present import conces-
sions for beef from certain countries are to be examined
and modified to suit circumstances as they arise.

7. For sheepmeat, it is recommended that the premium
system should be modified, without radically changing the
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market system, and there should be a limitation on the
variable premium as applied in the UK. The possibility of
a reduction in imports from third countries (New Zealand)
is to be examined in conjunction with the introduction of a
minimum import price.

If the Community introduces a supplementary levy on
milk and, thus, an internal check on butter, it must intro-
duce a non-discriminatory internal tax on the consump-
tion of oils and fats other than butter, irrespective of origin.
It is proposed that such a tax would yield £600 miltion
ECUs per annum.

Any monetary compensatory amount introduced after the
new regulations come into force should be eliminated in
three steps: one-third on the intreduction of the new mone-
tary compensatory amount; one-third at the beginning of
the next marketing year and one-third a year later. Exist-
ing MCAs would be dismantled by altering the green rate
in two identical steps at the beginning of the two following
marketing years and, finally

the Commission will carry out its obligations under the
Treaty of Rome to ensure the free flow of trade between
member states and will continue to examine closely all new
and existing national aids to ensure that they are in accord-
ance with the Treaty.

Most of these proposals have already been discussed but a
statement by An Foras Talintais (The Agricultural Institute) of
the 19 August 1983 dealing with the effect on Ireland of the
super-levy is worthy of mention.

The statement says, that if implemented at the level men-
tioned, this proposal would freeze production on existing farms
at 1981 levels which were considerably below current 1983
production. Hence, in addition to a loss in current revenue on
many farms, technical change related to scale would be seriously
impeded. Quotas favour farms and regions that are already fully
developed, while developing farmers or disadvantaged regions
would be seriously affected. At processing level there would be
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less incentive to introduce new products or win larger market

shares from other processors.

In addition 1o these effects, the system would be particularly
severe on both the Irish dairy industry and the national
economy for the following reasons.

1. The contribution of the dairy sector to GNP is over five
times more important in Ireland than the Community
average and almost eight times more important than in the
UK and West Germany. It is also more imporant than in
France, The Nethertands and Denmark.

2. The sector is unquestionably the dynamic component of
the aricultural economy in Ireland. Over the past 30 years
the milk enterprise has expanded at an annual average rate
of over 5 per cent as against less than 3 per cent for agri-
culture as a whole.

3. Curbing milk output would, in the short to medium term,
curtail expansion in the beef sector and increase the cost of
calves 1o this sector.

4. In 1981 Ircland accounted for less than 5 per cent of Com-

munity (9) deliveries and the Community average yield

per cow was some 26 per cent greater than in Ireland.

Some of the actual figures are:

Deliveries (mullion lonnes): lreland, 4.5; UK, 15.4; The
Netherlands, 11.8; France, 25.0; West Germany, 23.0;
EEC9, 95.7.

Yield per cow (kg): Ireland, 3,314; UK, 4,803; The
Netherlands, 5,156; France, 3,761; West Germany, 4,545,
EEC 9, 4,181.

5. Generally speaking, higher yields rather than larger herds
have accounted for most of the increase in Community
production but Ireland 1s exceptional in this regard. By
Community standards Irish specialised dairy farms are
average sized, grass-based and low cost businesses. The
high yields per cow on the Continent are due to heavy meal
feeding as a result of favourable milk feed price ratios
brought about 10 some extent by centralised locations and
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ready access to duty free and concessionary feed imports.
Forexample, in 1982 the ratio of the price of 100 kgs of milk
o that of 100 kgs of feed was 1.04 in West Germany and
1.16 in The Netherlands compared with 0.82 in France
and 0.81 in Ireland. As a result, meal fed per cow is over
three times as high in The Netherlands as in Ireland. Also
as a result of positive MCAs, milk prices in West Germany,

- The Netherlands and the UK are currently (August, 1983)
9.5p, 6p and 7p per gallon, respectively, higher than if
green and central exhange rates were equalised. These
favourable conditions provide a continuing incentive for
higher yields in the countries concerned.

The An Foras Tahintais document concludes by saying that
there is general agreement that the European Community is
facing a most severe financial crisis, and the growing imbalances
between supply and demand in the case of farm products cannot
be defended indefinitely. What is being argued, however, is that
certain of the anomalies which have clearly exacerbated market
imbalances should be eliminated before artificial constraints on
production are considered. The combined effects of imported
low-cost feeds and high-priced milk, aided by the positive
MCAs, 1ogether with high levels of national aids have provided
farmers in certain member states, with a significant incentive to
expand milk production. These factors have directly aggravated
existing regional income disparities in the Community and
distorted the concept of equal opportunities for producers across
the Community.

What is particularly serious for Ireland is that the proposed
supplementary levy would strike at the single most dynamic and
significant element in the agricultural economy, but also one
which currently has a strong momentum of expansion. Serious
adjustment problems would be encountered especially on small
dairy farms siriving to increase incomes and living standards.
Finally, the estimated impact of the policies implied in the
Commission proposals would in the absence of compensatory
measures and regardless of their longer-term implications for
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the industry, negatively affect farm incomes in Ireland by 10 to
15 per cent in 1984.

We agree entirely with these statements but we are also aware
that it will not be easy to do much quickly about the various
anomalies which have arisen. Some concessions will therefore
have to be made. However, our negotiators should argue for
special conditions for Ireland because of our high dependence
on agriculture, particularly dairying, our low level of develop-
ment and our difficult peripheral location. We should alse use
our veto powers to obtain a higher threshold than the 1981 level
which was exceptionally low in this country. If we could obtain
special quota levels such as our fishery negotiators obtained
under the Hague Agreement in 1975 the super-levy idea would
probably be better than any of the alternatives. Finally, if we
cannot obtain special conditions for Ireland we should press
strongly for a multi-tiered pricing system. Under such a system
the larger producers (who are creating the surpluses) rather
than the smaller ones would be penalised.
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