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I mportance of Agriculture in the take off of European integration and the development of
Common Agricultural Policy (Cap)

Agriculturd policy isthe most developed activity of integration in the EU and as such, it serves as an
example of what countries can achieve through it. It aso highlights the numerous complexities to be ad-
dressed, in particular, those affecting the relationship among and within countries and interest groups.

One of the main reasons for the extent of integration of the Agricultura Policy was the important role
the sector played in bringing about the birth of the Community. Agriculture was alarge sector in each of the
origind 9x countries when the Community adventure begun with the Treaty of Rome in 1957. At thet time,
the 19 % of working population in the Community was employed in agriculture, and in Itay it reached d-
most 30% (Tab. 1). The EEC could not satisfy its interna demand for food with its own level of production
and was highly dependent on the imports from the rest of the world. Production and food availability was
particdarly relevant to countries facing industrid development with problems pertaining to socid stability
(Tab. 2). In this period it was very important to creste stability in food prices in order to alow a greater
generd gahility throughout the system.

Tab. 1 - Importance of agriculturein the six Member Sates (1960) and some divergence

Germany France Italy Nether. Belgium Luxemb. EU
Employment 13.8 20.7 30.8 10.4 7.7 16.4 19.7
inagriculture
on total activity (%)

Shareof agricultureon 7.5 10.2 185 10.7 74 8.8 12.2
GDP*
Farmsize 10.1 16.7 6.8 9.9 8.2 134 10.6

* Gross Domestic Product at factor cost in 1958
SOURCE: OECD and Commission of European Communities

* | owe aspecia thanksto dr. Fabio Brancolini for his contribution at many stages of thiswork and its trandation.
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Tab. 2 - Member Sates Food Dependency before the European mar ket
(self sufficiency degree, average 1953-56)

Products Germany Bdgium and France Italy Netherlands
Luxembourg
Ceredls (human adimen.) 74 54 119 92 46
Rice 0 0 61 142 0
Potatoes 99 96 101 100 141
Sugar 83 140 126 98 96
Legumes 51 93 75 104 146
Vegetables 83 99 97 111 143
Fruits 62 78 61 126 96
Mest o7} 96 102 91 128
Egos 64 102 97 92 241
Fish 93 62 95 66 214
Cheese 82 34 103 98 214
Butter o7} 93 102 91 244
Totd Fat 43 47 66 77 51
* Sdf aufficiency degree = Production/Consumption x 100
SOURCE: OECD

Severd reasons explain the prominent place assgned to agriculture in the EU life Snce theits incep-
tion. In the *60's, when the famine suffered during the war was il a recent memory, agricuture played the
role of aleading sector with respect of:

a) accumulation process of non-agricultura sectors: agricultura prices in fact had a good ded of influence
on labour price, because of the prominence given to expenditures for food;

b) socid sability and politica interest: the rural community were an important source of votes for politi-
cians. At the same time the rurd world was consdered a relevant eement for socid stability, because of
the consarvative system of vaues usualy embodied by this sector;

¢) manpower for nonagricultura sectors: during the indudtrid take-off, agriculture represented an impor-
tant source of labour: workers needed to be re-employed and addressed to other emerging economic sec-
tors. Nonetheless the rural exodus could be possible, and did not create negative efects in terms of food
supply, if it had been shouldered by an increase of agricultural productivity. This, in other words, is self ex-
planatory of the need for acommon agriculturad policy.

Consequently member dtates attention after the Treaty of Rome focused mainly on agriculture,
which had soon to become the firgt sector in which attempts for the lunch of ajointly managed sector policy
were to be experimented. Indeed, with the conference of Stresa, in 1958, the lines of intervention on the



sector were formally designed!. Findly, in 1962, the organisation of the Common Market (OCM) was set
up, the ingtitution of FEOGA and the first basic regulations defining the common agriculturd market. In par-
ticular the first agreement to fix common agricultural prices was reached for the price of ceredls, and then
for milk and dairy products, sugar and mest.

It was right in this moment that was aso defined the bulk of mesasures addressed to agricuture
which, till now, represents the most Sgnificant area of member States integration; an area thet, in the end,
could aso ress to the difficulties brought about by those processes of enlargement which would have in-
cluded, along time, many other European States.

The Price Policy Take Off: Technical Aspects and main Effects

When the Agricultural policy took off, price policy, dill relevant now, was the key insrument of
regulation: It addressed the relationship between income and price, farming revenues and market stabilising
policies.

Price policy was introduced to achieve a the same time basic goals such as?:

a) Promote domestic market stability in terms of prices and food supply (standing the

Community food dependency as seen before);

b) Guarantee EEC producers a reasonable economic return;

c) Protect the Common Market against foreign competitors.

The main technicd aspects of the price policy focus on the definition of three inditutiona prices,
yearly decided by the European Council of Ministers3 that are parity price, threshold price, intervention
price. The generd working schemaisdescribed inthe Fig. 1

1The Conference was chaired by Sicco Manshalt, first Commissioner for Agriculture, and attended by the officials of national ministries
and farmer’s organization (B.E. Hill, 1984). It Produced an agreed set of objectives, such as increase agricultural trade, and eliminate
subsidies which would distort competition; improve returns, preserve family farms, encourage rural industries; provide specia aid to
disadvantaged regions.

2Article 39 of the Treaty of Rome states that Common Agricultural Policy shall have the following goals:

i) increase productivity by fostering technical progress and develop agricultural production in the respect of optimization of the use of
factorsin particular of labor;

ii) ensure fair living standards for the rural community, specially by increasing agricultural incomes;

iii) stabilize markets,

iv) ensure supplies availability

V) assure the consumer reasonable prices for agricultural commodities.

3The common support prices are reviewed annudly in a complex package (caled “ Green Package’), that requires an agreement among
member states and entails along and difficult discussion (called “Green Marathon™): In fact everyone tries to protect its “ strategical”
production: this usually means to give more attention to powerful groups of interests acting inside of every member states or in the
EU. The discussion starts with the proposal made by the Commission, which considers the economic and market situation, together
with the results of the “objective method” concerning information about the domestic agricultural returns for different products and
countries. This information came from the European Accounting Network that collect data directly from farmsin every member state.
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Fig. 1 - EU Inditutiona Prices Schema
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A = Normd gtuation D=S
B = Surplus D<S
C = Scadity D>S

The parity price (or target price) represents the level which domestic market prices should attain to
meet farmers desired returns. It is based on the idea of parity between agriculturd and non agricultura
revenues, consdering that the former are lower than the latter as a consequence of market ingtability (price,
supply and demand voldtility) and structural conditions of farms (small dmensions and low productivity
compared to the other economic sectors). The target price, therefore, does not properly represent a con
draint, because it works as an important reference point upon which are derived al other ingtitutiona sup-
port prices.

On the import sde the threshold price, represents the minimum entry price faced by dl the other
countries a Community frontiers. As aforecast device for the Community market, the threshold price is st
at aleve defined by the target price, being just a bit lower and taking account of interna distribution costs®.
This means that variable levies are employed and caculated as the difference between the domestic price
and the threshold price. This levy is an important positive source for revenue for CAP baance. Obvioudly,
when the community experiences a shortage of a given product, and the domestic market price rises above

4Us;ually there is a 5% -7% of difference between the two prices done to the following mechanism: threshold price + distribution costs =
target price.
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the threshold levd, it becomes possible for products from any third country to enter relatively fredy in the
community; in this case, the imports are necessities for satisfying the high level of food demand and protect
consumer’ s needs.

Findly, the intervention price represents the ‘floor’ price guaranteed for certain commodities by the
Community. To make it operative, nationa intervention agencies are to be established, with the specific ob-
ligation of buying at the stated intervention price. Normally market prices should be above intervention
prices determining no need for Community support within the interna market. The intervention price oper-
ates when market price fals below: in this case the Community intervenes by buying the product in question
at the intervention price, thus representing a cogts in terms of the Community balance. The larger is the gap
between intervention price and market price, the higher isthe cost’s entity faced by the Community. More-
over, when the EU buys a commodity paying the intervention price, it has aso to face transport, storage,
trangformation, marketing, and sale costs.

In concluson, the EU prices are free to fluctuate within a defined bend that have the intervention
price as afloor price and the threshold price as a calling. This mechanism alows the Community to maintain
prices generdly, but not dways, above world leve.

In the end the price policy turns out to be a regulation of prices, which entails the indtitution of a sys-
tem of transfers dong with public storage and a protecting externd policy.

Tab. 3 - Agricultural price divergencein 1960 (average of 6 countries = 100)

Products Gemany France Italy Netherl. Bdgium  Luxemb.
Wheat 109 75 109 100 123 83
Sugar 122 82 104 93 -- 99
Milk 102 92 99 94 116 98
Livestock 101 88 114 89 106 102
Pigs 110 94 106 85 115 90

SOURCE: Commission of European Communities

A point to be made, when price policy isin the spotlight, is thet it started with aquite high leve of in-
ditutiond prices. In fact it had to mediate among interests of countries with lower domestic prices such as
Netherlands and France, and others with higher domestic prices such as Germany and Italy (Tab. 3).
Therefore the price policy, which was meant to be only a measure of support, took off determining a very
high level of prices which, in turn, represented a new problem to be faced in the future. In fact if it is true
that agriculturd policy was endowed with high intervention prices, from that moment onward, there was a
“rise game’ among member states and producers interests, which entailed a continuous increase of agricu-
turd indtitutional prices (tab 4). Since the beginning then, price policy hed the dant of an income support
measure rather then to be only a mean to stabilise markets, using public buffer stocks.

Tab 4 - Average annual Cap prices changes 1974-83 (%)



Y ear Commission proposal Council Minister Ou- Annud rate of change of

come farmagate/input price ra-
tio

1974-75 +7.2 +9.0 -11.3
1975-76 +9.0 +9.6 +4.3
1976-77 +75 +7.7 +34
1977-78 +3.0 +3.9 -24
1978-79 +20 +21 +1.2
1979-80 0 +1.3 -23
1980-81 +24 +4.8 -5.9
1981-82 +78 +9.2 -25
1982-83 +9.0 +10.4 -0.1
1983-84 +55 +4.2 n.a

SOURCE: Bowler I.R. 1985, p. 72

The described system generates a gap between domestic and world prices, thus the Community is
not competitive in internationa markets. To be competitive on world markets the Community can decide to
pay subsidies, equa to the difference between domestic and internationa prices, to traders for exporting
products from the Community; these subsdies are caled export refunds and represent a cost for the
Community budget. Then it was observed that as the Community grew more productive, its presence on
international markets became more distinctively dependent upon the resources invested to support exporta-
tion.

As one can see, with the only instrument of price policy it became possible to operate the three main
CAP headings which are : market unity®, community preferenceb and financia solidarity?.

Obvioudy the CAP is arather complicated issue which includes, within market policies, a variety of
elements, such as subsidies per hectares, daughter premiums, conversion subsdies, etc.; dl these measures
have been adopted as needed, but none of them is used continuoudy over time. These measures became
means to enforce price policy and market regulation. The structurd policy itsalf, discussed later, is scarcely
ggnificant in this respect: dthough being consdered as an important form of intervention aready around the
late ‘60s, it has been for long constrained by not being adequately financed. As some aithors pointed out,

SWithin the Community a single market area had to be created, that would have allowed free internal movement of agricultural commodi-

ties, with common prices for the main products.

6Agricultural trade shall give preference to Community member States, having established a protecting uniform externd tariff.

7Sharing the financial burden of the CAP, which in turns allows the Community a certain autonomy of expenditure: namely the redistribu-

tion policy becomes independent from the single States contributions.

8 "t can mean al thi ngs to all men, and usually does; and there has been little evidence until recent years to suggest that the Community

has attempted to define and formulate a coherent policy dealing with agricultural structures, other then Mansholt’ sill-fated proposal
of 1968” (S. Harris, A. Swinbank, G. Wilkinson, 1983, p.215).
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there was till some confusion over the term structurd policy itself not to tak about the definition of the
means of intervention®.

The high level of domegtic prices - resulting from the inditutiona support of prices - permitted the
sugtaning of farm incomes, the support of agricultura production, and it aso gave the Community a greater
degree of autonomy in food production, particularly, from the United States. Moreover, an unlimited sup-
port of production ( at least for some products eg. livestock and cereals), which was not selective,
avoided damaging conflicts between countries in defining the overdl goas of the policy.

Liberalism and Protectionism

Liberdism and protectionism have aways coexisted within the Community politicd life.

Firdly, in the international context of the ‘60's, the dominant idea was to maintain a fundamentally
protectionist policy for agriculture.

The internationd trade market had amargind and residud role while the atention was till al focused
on the domestic market. The United States, whose agriculture was addressed toward internationd trade
dready at that time, also formaly required since the first Round agriculture was not introduced in the GATT
negotiationtO. This behaviour in turn has dampen the dynamics of the agricultural world trade.

Also on the European side the need to protect the interna market from the rest of the world was
pressing. So, as it has been stressed so far, this has been achieved through the introduction of target prices,
threshold prices and variable levies,

On the other hand, the liberdist philosophy was well dive snce the Community start up: firdly the
EEC was developing dragged by the need of further promoting free trade insde the broader internd mar-
ket. Secondly, going back to the agricultural policy and its subgtantidly protectionist goproach, it's to be
pointed out that the same fundamenta principle which alows to protect the Community from the rest of the
world, encounters a limit in so far as there is an ethical principle to be respected: the equity in living San+
dard between agriculture and non agriculture population that is just the god of the target price. Thus from
this point of view, thereis no contradiction between liberdism and protectionism.

However, with regards to domestic policies and inter-member State relationships, the prevaent atti-
tude was not entirely libera, indeed, member states ill felt the need to intervene to control economic activ-
ity and markets in line with their own requirements and beliefs. In this period, the Community was dill far
away from agreeing upon a common liberal gpproach. Besides, it didn't redly gppear redidtic to sart this
type of work given that there would have been an inordinate number of problems to be faced to promote
integration between different countries dl with differing levels of economic organisation and development.

10The GATT (General Agreement on Tariff and Trade), now WTO (World Trade Organization), provides a complex of rules for the
conduct of world trade and for the reduction of trade barriers; the general goal is to reduce the economic conflicts among states pro-
moting free trade all over the world. Therefore, agricultural products were excluded from the treaty up the last round (Uruguay round)
started in 1985 but concluded only in 1994. The Uruguay round has been one of the most difficult agreement in the GATT life be-
cause of the agricultural discussion.
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To conclude, it is not surprising that, in the field of internationd relationships, the basic framework of
the CAP was supported by two seemingly conflicting philosophies - protectionism and liberdism. Liberd-
Ism between member countries and protectionism toward the rest of the world. The apparent contradiction
can be explained by the fact that liberdism had to be established internaly where beforehand the countries
were, more or less, dl practisng protectionism in agriculture. To this am, it was necessary a protectionist
ingtance was employed with respect to those countries outside the community. Both liberalism and protec-
tionism are therefore two faces of the same coin. This dud approach was permitted as protectionist policies
proliferated world-wide as evidenced from the fact that agriculturd products were not included in GATT
talks, until 1985.

Price policy effects: regional and structural disparities, domestic and international con-
flicts

Price policy dominated the scenario of agricultura policy, absorbing the main part of human and fi-
nancid resources. With this regard, we can remember the relevance that the price decison has dways
taken in the yearly definition of the Green measures, where it represented one of the biggest point of dis-
cussion. From afinancid point of view, the enormous importance of price policy is evident in the fact thet it
represented the most important expenditure for the agricultura fund (FEOGA) and for the EU budget: until
the end of ‘80s, and till during the *90s, the Guarantee section of the FEOGA that specificaly finances
price policy and market regulation, absorbed funds at a rising rate reaching 90-95% of the total amount.
Thus, only aminor portion of FEOGA funds were assigned to the structurd projects and policies, generdly
financed by the Guidance section (tab. 5).

Tab. 5 - Budget expenditure: relevance of FEOGA and of Guarantee Section

Years % agriculture on total budget % Guarantee on total FEOGA
1969 90 98
1972 89 98
1975 73 93



1978 74 96

1981 69 94
1984 70 96
1987 67 97
1990 64 93
1993 58 92
1996 55 91

SOURCE: European Commission

For many years, the general scenario induced by price policy was such that the agriculture policy
gave something to everyone. However, the effects were quite different between farms, sectors of produc-
tion, countries and their regions. Generaly speaking, bigger farms were better protected. This was because
even athough prices were the same, quantity produced determined the amount of financid ad per farm: the
more a farm produced the grester its share. From this, it is obvious that in the countries and the regions
where there were larger and more productive farms, the resources received were greater. The Community
could only in part atempt to rectify its action by means of a sructura policy, which dedls with the dloca-
tion of direct financid ad to needy farms and regions. But this never fully took shape because pricing policy
absorbed the bulk of the resources. Structura Policies were first implemented at the end of the 70's, but
they are only now beginning to play an important role: through out the 70's and the 80's, the resources
used for these fluctuated between 5 7% of the tota Agricultura budget ( which itself accounted for 70-
80% of the totd Community overal budget. Tab. 5). Moreover, during the * 70s, the different levels of
support between sectors was brought in to discussion. It was clear that ceredls and livestock were more
protected and because this sort of activity was located in the central areas of Europe, these central regions
were the main beneficiaries; it gppeared evident that the pricing policy was widening the gap between the
rich farms of the Centre and the poorer of the South (tab. 6).

Tab. 6 - EU Support expenditure in % (specific agricultural commodities)

Products 1996 1994 1981
Ceredls 42.1 384 17.2
Sugar 4.8 6.3 6.9
Vegetables 4.2 4.7 58
Wine 2.7 3.6 4.1



Diary 10.3 12.9 30.0
Mest 17.5 16.4 16.8

SOURCE : EU Agricultura Commission

These consderations, dtogether, condtituted a mgor criticism of the agricultura price policy: it was
consdered less and less effective in achieving the gods set for economic efficiency and, a the sametime, it
seemed incgpable of redressing the imba ance between rich and poor farming aress. But it was extremely
difficult to change direction as there were too many interests dready bound up in the nature of the policy.

Actualy, aready around the end of the * 60's, the notorious “Mansholt plan” listed the forecastable
negative effects linked to price policy and called for a revison, which had rather to put the stress on struc-
turd intervention. Nonetheless there was a strong recalcitrance to reform the price policy and the experi-
mented action of intervention on which member states had agreed. Moreover, a the time of the Mansholt
plan, there were not yet strong balance congtraints, and not those internationd conflictswhich, inthe‘80's,
played a leading part in fosering the CAP reform. An unwillingness to change caused the policy to take
more then 10 years before being redly modified.

The ‘80 sthefirst adjustment of price policy

The ‘80's saw adramatic upheava both within the EU and on the international scene.

Firgly, from the Community’ s perspective, agriculture was playing a less prominent role in the Ecor-
omy of the EULL: therefore, it seemed less appropriate that Agriculture should receive such alarge percert-
age of Community resources. Secondly, through this system of transfers (i.e. variable levies), many agricu-
turd products became more competitive on the internationad markets, causing a mounting conflict between
exporters. Moreover through the system of rransfers, the interna production began to exceed domestic
demand and consequently, it caled for a grester intervention on behaf of community inditution, to soak the
surplus product (tab. 7).

At this point the Community had to ded with two additiona problems.

1. theincreasing expenditure related to agricultura policy, which had started to cause conflict between the
various member states.
2. increasing tension between the EU and the other magor exporters, especialy with the USA.

Tab. 7- EU Self-sufficiency degree

Products 1993-94 1980-81 1973-74
Ceredls 126 103 91

111 1993 employment in agriculture went down to 5. 4 % on the total activity in the 15 member states.
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Sugar 135

Vegetables . 100 95
Wine 97 , .

Milk 211 377 231
Butter 104 118 98
Mesat 105 101 96

SOURCE: EU Agriculturd Commission

Therefore, Agricultural Policy, having origindlly started out as one of the driving forces towards har-
monisation and integration, was now becoming more and more of an obstacle, both in terms of relations
between member states, and aso in terms of relations with the exterior. It was for these reasonsthat during
the 80's the Community started to introduce progressive regulations to modify its action. In the 80's the
emerging idea was to modify the principle of unlimited guarantees of production. The first revison of price
policy started at the end of the ‘70's with the coo-responsibility levies (1977), followed later, by quotas
(1984) and budget stabilisers (1988).

The coo-responghility levy has been applied to milk in 1977, and later to ceredls; it is atax on pro-
duction, origindly to promote the marketing of the product (in particular of milk) (Swinbank, 1983). This
tax provided a new source for the Community balance, and dthough quite limited (2-3%) permitted are-
duction of the intervention price.

Quotas were instead introduced on milk in 1984, and do represent a very strict measure. Every pro-
ducer was given a maximum amount to be produced: high fees are fixed to impede overproduction. In this
case a production standdtill is determined, and this pendise not self sufficient countries such as, for exam+
ple, Itdy.

Finaly, budget stabilisers, which were introduced in 1988, regard every product and set a maximum
supportable quantity: if production exceeds this amount, afal in price will be triggered.

The lines of intervention surdy played a sgnificant part both on the side of surplus control and, more
remarkably, on Community expenditures; the range of the advantages generated is directly proportiond to
their coercive force.

Nonetheless the same lines did nat, in the end, interfere with price policy basic functioning patterns;
one could rather observe that they were aimed at controlling its negative effects. Moreover, these measures
were congtantly under fire as a result of new changes in the Community, e.g. the enlargement of the EU
through Germen Reunification crested a disequilibrium in the livestock markets, further aggravating previous
difficulties

Alwaysin the 80' s there were new conflicts againgt the EU and its agricultura policy. From the inter-
nationd point of view, the main atack on the Community activity came from the last round of the GATT
talks, during which agricultura products became an object of negotiation and, consequently, one of the
most contentious issues on the agenda.

The growth of the European Union presence on the internationa scene, thanks to a massive use of
export subsidies, determined continuous conflicts among export countries, in particular with the United
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States. In 1985, at the opening of the last GATT Round, the agriculturd world market was strongly unsta-
ble, and the inter-country relations quite conflicting: true or threstened commercid wars were aworrisome
presence. It is than clear that the generad climate which alowed a protectionist attitude was deeply
changed. The United States at the opening of the Uruguay Round, asked for agriculture to become an issue
of negotiation to overcome the various nationd protectionist attitudes.

Therefore, the castle created in the 1960’ s was logng its foundations: The means for sustaining agri-
culturadl and internal exchange were becoming limited and the externd protectionist policy was no longer fair
game.

Nonetheless, the debate on this issue is 0 delicate that it actually took nearly eight years to reach a
solution: The Uruguay Round only leaded to an agreement in 1994, and indeed it was the longest negotia-
tion ever snce.

The *90sreform: from price policy to direct revenue transfers

These factors al created the premise for the reform of 1992, cdled “The Mc Sharry Reform”. It
mainly interested cereds and livestock which had been among the most protected sectors. There are es-
sentidly two key points in this reform: The firgt point is the need of redligning internal and nternationa
prices. This does not involve the complete abolition of Agricultural Policy, but rether its redirection from
support through sustained prices to support by means of direct contributions to farming income. This is
known as “Decoupling Policy” and it was in the intentions that the changes introduced should not interfere
with product markets. This revison was Speeded up by the activity on the internationa scene, particularly
by the GATT negotiations. For this purpose the reform reduced the sustained price (30% in the last 3
years) and the level of protection against imports. In exchange, there are now compensation schemes for
maintaining the previous leve of income. This dso involves the adoption of policies to restrict production:
the main instrument is the “Set-aside”, a system of financid transfers to reduce the amount of land for agri-
cultura production.

The second point of the reform concerns the necessity for rendering the policy more sdlective, and
oriented towards specific goals: there is an increased attention toward environmental issues and the remova
of the structural and regiona imbalances. This has been carried out with the implementation of certain regur
lations, such as the accompanying measures of the Mc Sharry Reform, moreover, it was recognised amore
important role to the Structura Policy: resources accorded to Structurd policy were increased from less
than 10% to more than 30%.

The accompanying measures are particularly relevant because they represent an evolution of agricu-
turd strategy of support. Indeed transfers are not given only for productive purposes but rather to achieve
socid gods, the safeguard of the environment is, in this case, a fundamenta issue. For this particular rea-
son, measures that range from the development of forests and their improvement to the support of biolog-
cal products have been designed. In this respect there is dso a commitment to incentive a production with a
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less environmenta negative impact and a use of land with tourist purposes (e.g. farms parks, agritourism,
etc.).

In conclusion, this last gpproach revedls a new sensbility: the policy focus is no longer centred on
production, but increasingly on the socid function played by the sector.

This new vison is reinforced by the internationa context: one of the most important points of the last
GATT agreement has been the classfication of transfers in tree boxes: the red, which contains the disal-
lowed subsidies because they can generate ingtability in the market (the case of price palicy is the most
relevant); the yelow box, which includes transfers admitted with many limitations (it is the case of the most
recent direct transfers to revenues, introduced with the EU reform); finaly, the green box contains the
transfers admitted, which every country can manage according to its preferences such as environmenta
trandfers. It is now evident that the EU as well as other countries are now free to adopt a subsidy program
under the environmenta policy heading.

From the European Commission point of view, the reform proved to have had a positive impact for
the following reasons. 1) There has been a significant reduction of production and subsequently of surplus
stocks, which has aso relaxed the pressure on the Community Budget. 2) The European Reform has been
an important step towards the conclusion of the GATT negotiations. 3) According to the European Comt
mission, Agricultura Incomes as yet have not been affected negatively by the reform. 4)There has been a
positive impact on the environment because of the reduction of fertilisers and other chemicas inputst2.

Thus, for a comprehensive evauation of the reform, we have to consder those complex problems
that the reform could not solve. Firgt of dl, the reform is not yet completed and till it concerns only ceredls
and livestock, while Mediterranean commodities are not fully defined. Still many problems affect the future
of the agricultural scenario. In particular we wonder whether there will be other redtrictions; in this case the
problems resulting from the reform could become more acute and this could emphasise barriers between
European countries; arisk of re-naionaisaion of domestic farming policies could resuilt.

Structural policy reform

In reviewing the problems that the European Farming Policy is now facing, we should say a few
words about structura policy. As mentioned before, it played a limited influence in the Community life be-
ing object of important discusson but not of relevant financid transfers. If we look a the higtory of the
Cap, the structura policy appears quite soon when the EU gtarted its life with two main types of interven
tion:

a) individua projects for the modernisation of production and marketing: e.g. Regulation 64/17 and
77/355, for the improvement of agricultural products processng and marketing; transfers to promote the
congtitution of producers associations and improve marketing leads.

b) Regiond measures. e.g. funds addressed to local aress, didtricts and regions, for specific am such
asirrigation implementation eic..

12 1995, it would appear that the outlaying set for the Agricultural budget is on target (51% of the total budget). (Commissione CEE,
1995, pag. 147)
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Generdly up to the firgt years of ‘70 they were usudly episodic transfers. After the Mansholt Pro-
posal, beginning in the 1972 the community enhanced structural directives, even known as socio-sructurd
directives (72/159, 72/160, 72/161); these measures mark the start up of a more regular plan of interven
tion based upon structura factors. More precisely it is a package of transfers directly addressed to farmers
chosen on a selective base, amed at the modernisation of their farms. The aforesaid measures were fol-
lowed by the 75/268 Directive, which has introduced the principle of discrimination between regions and
producers within the CAP, specificaly supporting the operators of the less developed areas (hills and
mountains).

In line with this philosophy of intervention, in 1977 the Mediterranean Package was launched. This
was specificaly structured to help the development of the most disadvantage areas of the Mediterranean
countries, in provison of the future Community enlargement which would have included Greece, and Spain
and Portugd. It conssted of a number of programs to create infrastructures, rurd services, irrigation sys-
tems and forestry

In the ‘80's dructura policy appeared more regularly on the Community’s politica agenda. The
changes brought about by the Community’s reforms aso entailed modifications regarding traditionad meth-
ods of funding and planning in this area. Namely in 1985 the Integrated Mediterranean Programs were
darted; it is to be noted this last instrument represent an advancement of the way of intervention proposing
anew drategy for the development of rurd aress. The territory isin focus, meaning that the intervention is
addressed to agriculture dong with dl the others economic sectors such as industry, smal and medium
firms, tourism etc. to cregte the conditions for homogeneous development.

Findly, in 1988 the ill in action last reform 13 was enhanced. The aim here is to co-ordinate the 3
main financid bodies; Regiond, Socid and Guidance. This means that intervention to help struggling rurd
aress is not only directed towards Agriculturd activity, as the new idea is to focus on the territory as a
whole, ingtead of individua sectors: ad is directed towards local industries, agriculture, tourism, etc. Smul-
taneoudy and is co-ordinated through a program which requires active participation of the loca organisa-
tions - both at private and public levels. Changes in structurd policy have been quite radica, and are the
product of long period of discusson on this issue. Therefore, this marks an important step forward in the
Community' s initiative. Nevertheless it does not mean that problems will be avoided. For its successful
execution the new package relies on loca organisations who have to be cgpable of managing funds and
aso of simulating local demand. Indeed, not every area has these skills. The Itdian experience has high-
lighted that poorer areas are often less equipped to ded efficiently with this kind of intervention: an example
can be offered by Southern Italy, which was particularly dow in developing this programs and at teking ad-
vantage of the available transfers (Tab. 8).

Tab. 8: Member States payments out (%) on balance, for target, in 1993.

Member Target 1 Target 2 Targets Target 5

13Thefirsreform regard the years 1989-1993 and than it has bee refinanced, with few modifications, for the years 1994-1999.
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State 3and 4

Greece 84.3% . . .

Span 87.7% 81.3% 73.6% 83.7%
France 84.0% 77.2% 93.4% 75.8%
Irdland 94.6% . .. .

Italy 73.1% 59.6% 72.3% 61.4%
Portuga 91.1% . .. .

Un.King. 83.0% 73.2% 92.5% 79.5%
Luxemb. . 46.7% 83.3% 38.4%
Netherl. . 61.9% 87.6% 72.6%
Bdgium . 70.9% 83.8% 57.8%
Germany . 70.7% 87.5% 77.9%
Denmark . 75.5% 90.8% 76.4%
EU 12 85.2% 74.0% 85.5% 75.2%

SOURCE: European Commission

In conclusion, the present phase of the program requires better planning skills and a more efficient
use of funds, which cals for competition between public administrations.

Per spectives and Problems

The EU agriculturd policy generd scenario has changed dramaticaly in the last years. Firdly, the ex-
panded integration process cdls for a reduction of the relevance given to agriculture: thet is to say that fi-
nancia resources in particular have now to be addressad to other economic and socid fields. Secondly, the
philosophy of sustain itsdlf, is changing dramatically: the “public hand” isintroducing new and more complex
ingruments which require public adminigrators, firms and firm'’s representatives, socid and economic par-
ties to adopt new drategies. Thus the CAP new course requires today a common effort to strengthen the
integration process among al these subjects, who are consequently caled to commit themsdvesin finding
proposals and in redisng them in the interest of the Community as a whole. Farmers have now to face this
new Stuation and no longer relay on that genera support which the old price policy could provide.

The prospective on the future senario are till more complex when one consders the pressures
played by the rest of the world on the Community. From the one hand is the enlargement to the Pecol4: in
fact because of the weight agriculture has within the Peco, along with the divergence in the different sate of
development achieved, it is hard to extend the same line of intervention to this other countries. On the other
hand, new problems arise when it is considered the Union enlargement to the Turkey and South Mediterra-
nean countries, which is aready on the way to be defined.

14The enlargement to the PECO has been accepted in the Copenhagen meeting (June 1993) and it will be done as soon as every country
interested will be able to respect the economics and political conditions set by EU
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Moreover, two further problems are worth consideration. The first dedls still with the EU and the rest
of the world. As we said before, the EU attitude is still orientated towards a fair degree of government in-
tervention in agriculture; independently from political beliefs - for or against governmenta interference in the
economy-, it would be difficult to imagine the EU properly functioning without recourse to centrd interven-
tion, which has had a key role in co-ordinating member states way of behaving and policy definition. None-
theless, during the last GATT talks the European instance was under heavy fire from many other countries
(USA, CAIRNS countries). Since then, we have found oursaves in a period of relaive cam, but thereis
no guarantee of this lasting; a further conflict could arise between the European position, tending to support
regulaion, and the more liberal approach associated with North America. Such conflicts jeopardise the
dability of the EU, which has continuoudy to revise and update policies to mediate the interna equilibrium
between member dtates : every change on the outside threatens to change the previoudy established inter-
nal equilibrium and undermines the stability of the Community.

On the other hand, from the internd point of view, an eement of instability arises from the ever more
powerful regiond voices: the greeter degree of autonomy requested by many regions againgt their own cen-
tral government is obvious to everyone. A good example can be found in Italy, where the Agriculturd con+
flict between regions and the state brought about the abalition of the Agricultura Minigtry, thanks to a ref-
erendum promoted by the regions themsalves. Faced with these “ centrifugd forces’ the Community hasto
reinforce regiond importance within the Community, asit has dready done with Structural Policy.

A find consderation brings about the environment, an issue which is creating growing concern dso in
the field of agriculture. As seen before, the new direction of the CAP has started to take the environmental
question more serioudy. However, this remains an area in which politics have not yet had a grest impact.
The EU dthough having discussed at length potentiad measures, and gpart from a few smdl initidives, il
seams to be following the same old philosophies, which are: the principle that big firm is efficient, the rele-
vance of economies of scale and high levels of productivity, the constant implementation of new technology,
and as a onsequence, the generd disregard for the increasing pressure on the environment. For these
same reasons, the Community has till a huge amount of work to do.

We have now examined some of the complexities with which the EU has to bettle, both insgde and
out: the member states of the EU have an economic interest to defend which pushes towards integration, by
reinforcing Community activity, and working together to find solutions for the different problems encoun
tered dong the way. But the risk of disintegration is ever-present. This stimulates the search for solutions
which may sometimes even be painful; for ingtance the reform in Agriculture with the cuts in subsdies was
difficult to accept for farmers, other examples can be found in the violent reaction of French farmers againgt
GATT conclusons and, in recent times, of Itdian farmers againgt the milk quota system. Even if a particu-
larly arduous compromise must be shouldered, it isto be dways remembered that the Community is vehicle
for dialogue between different countries both in Europe and in the rest of world. For these reasons, it plays
acrucid rolein creating an amosphere of “déente’ and perpetuating the process of maintaining peacein a
drategicaly important area of the world. This has in particular a prominent importance in times of troubles
when internationa co-operation becomes more fragile
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