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I. Introduction and Conciurions 

The adoption of a coasnon agricultural policy (CAP) uas incorporated 
in the Treaty of Rome, which laid the foundation for the Ewopeaa 
Coamunicy. It was listed aaong the #reps that needed co ba taken in 
order to establish a uc~pl~n market,” without customs duties or 
quantitative restrictions between member states, and a c&n coamercial 
policy toward third countriem. This provision followed from the 
particular cmditionr prevailing in agriculture. In chs 1950-r, the 
prorpective member states bad increased the degree of government inter- 
vention ia agriculture in order co support farm incomes. The purpose of 
these policies, which were beaming increasingly comprehensive and 
cosplex, was both to prevent prices Cram being dapreered by a rapid rise 
in output and to eaablc farm incaoles to keep pace with other incoutes 
despite the relatively low iacome elarticity of d-d for agricultural 
products. Civan the derire to bring l gticultuie within thh mbit of the 
coamon market and to maiataia a degree of government intervention in 
this rector, there was no alteiaative,~t to adopt a cosrson policy in 
order to avoid the distortions chat might rerult from a continuation of 
separate national agricultural policier. 

The CAP, once heralded as a cornerstone o’f’Europeirn economic 
integration, has come under increasing crititiam over recent years. By 
shielding fanners from market forces at a time of rapidly rising 
productivity, .it has generated graving surpluge~,~.@nd imposed a heavy 
finaacirl burdaa on the European Coaanraity. There.’ i’s broad awareness in 
the SC of the problems of-the CAP, especiaXy’i@ the area of 
international trade rtlatioas. Hareover, the &tent And tspidity of the 
depreciation of the U.S. dollar since early 19gS,,,have &z&t an even 
greater insulation of agticultyral prices in Sti+ope &m’thosc on world 
markets . The Cosrsunity has been engiged, at ltast s&e i984, in a 
process of reform of the CAP that il .gradualLy gaining momentum. But 
the reforms to date have not sufficisntly reduced the growth of output 
and it has proved difficult to teymh agreement on cha e6iwse of further 
reform. Even allowing for the rlow’response of out.put co policy 
changes, it is clear that rsuch remains co be done. 

At its meetix‘g of June 29-30, 1987, the European Council of Heads 
of State or Coverrunent confirmed its eomitment to.furthet reform by 
referrinq co both the international undertakings entered into at the 
OECD and the 1987 suarsit meeting of Heads of State a? Cavetnment of the 
seven Prajor industrial countries in Venice, and the need for better 
adjustment of supply to demand through measures enabling the market to 
play a greater role. However, at a subsequent meeting on December ll- 
12,1987, which was held against the backdrop of a budgetary crisis 
triggered by increases in spending on agricultural support, the European 
Council failed co agree on specific reform measures and it was decided 
to continue negotiations at a specia: meeting on February 11-12, 1988. 
The purpose of the present paper is to provide some background 
information on the debate about the CAP. 
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The problem9 posed by the CAP, while they have their own 
characterirticr, are by no scans unique. It is not just that policies 
to enable facm incomes to keep pace vith other incomes exirted in 
European countries before the inception of the CAP and are comacn to 
most industrial coontrier, but alro that, in many instances, broadly 
similar arrangement9 have been used to extend support--the Latter point 
is illustrated by the table belou. 

Agricultural Producer Support for 
Selected Countries and ?fajor Canmodities, 1982-84 

Conraodi t y Japw European Coaglunity United States 

Crab4 State trading 

Oilseeds Deficiency payment9 Deficiency payments CCC inventory opera- 
tions and co999odity 
Loans 

Dairy 

Livestock 

Price supports Price support9 main- Price support9 main- 
through government tained by inter- tained by tariffs, 
StockhoLding and vent ion purchases quotas, and govern- 
trade barriers Variable import wnt purchases 
Soee deficiency levies 
prpwnts Export refunds 

Beef: Price supports main- Beef: 
Quotas Cained by inter- Tariff 
Tariff vention purchases Other: 
Domestic price Variable import General (research 

stabilitation levies and developlaent , 
Pork: Expert refunds inspection, etc.? 

Variable levy 
Poul t ty : 

Tariff 

Sugar Price stabilita- Price supports main- Price support9 
tion Pained by inter- Import quota9 
Import Levy vention purchases 

Variable import levies 
Export refunds 
Production quotas 

Price supports Deficiency payment 9 
maintained by inter-PIK entitlements 
velatim purchases CCC inventory opera- 
Variable Levy tions and co999odity 
Export refuads loans 

Sources : Annuai Report of the Council of Economic Advisers (1987), p. 
164, Uashlogton, D.C. 
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A distinguishing feature of the CAP, however, is its supra-national 
organisation. Thus, given the need to balance not only the rometimes 
different interests of domestic pressure groups but also those of 
different nations, a solution to the problems of the CAP seems 90 much 
harder to achieve. 

The structure of this paper is as follovs. Chapter II describes 
the historical background, the key principles and institutional details 
of the present system. This chapter shows that agricultural pricing 
policies aimed at supporting farm incomes were already in place in EC 
member countries before the inception of the CAP; indeed, in the 
presence of these policies, the CAP was a Logical consequence of the 
extension of the cossson market to the agricultural sector. Thus, the 
flavs of the CAP, which are manifested in the recent financial crisis of 
the EC, can be traced back to national policies and attitudes tovard 
agriculture. 

The controversy about the CAP, however, goes well beyond itr 
rapidly increasing budgetary cost. Chapter III, therefore, deals vith 
the Pconwsic effects of the CAP on EC member countries. In this 
chapter, the short-term effects of “CAP-Like” policies are aaalyzed vi. th 
the help of a computable general equilibrium model that is numerically 
specified lot Germany. This analysi; gives a broad indication of the 
direction and site of the effects of agricultural support policies on 
the national economy and the elasticities established by the model can 
be used to gauge the short-run, direct effects on the German economy of 
a complete dismantling of the CAP. According to these calculations, 
consumer prices in GerlDeny would fall by about 5 percent, aggregate 
emploplent would increase by around 4 314 percent, and GDP would rise by 
about 3 percent. These effects are larger than those found in studies 
that use partial equilibrium techniques but are not significantly 
different from the resutts of other general equilibrium analyses. The 
income gains frm a dismantling of the CAP impLy that the redistribution 
of income to farmers through price support is grossLy inefficient. 
According to the estiPrates in the studies surveyed, the transfer of one 
ECU from consumers and taxpayers to farmers under the CAP entails 
additional economic costs of about ECU 0.75. 

Also, in Chapter III, the longer-run effects of CAP are 
investigated by examining economic developments in EC member countries 
over the last tuo decades or 90 and comparing these developments to 
those in non-EC countries. It is demonstrated that the objectives of 
maintaining the stability and grovth of agricultural incomes in EC 
member economies by means of price support has resulted in the prices of 
several key agricultural products being at times considerably above 
“world market” prices or the prices of Low-cost suppliers. At the same 
time, reflecting the restructuring of the agriculturaL sector toward 
larger farm sizes and the rapid pace of q echanization, Labor 
productivity in this sector has increased more rapidly than total labor 
productivity. This has led to a significant increase in the self- 
sufficiency of the EC in most products covered by the CAP. As a result 
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of tba rapid iacraasc of production relative to consumption, 
stockbuildi~ and the EC’s agricultural exports have tiran rapidly vhilr 
agricultural imports hawe grow at a tata Imlow tht of total imports. 
Hovtver, despite the price rupport given under the CAP* agricultural 
producer prices have declined relative to industrial prices or general 
price indices in EC economias and relative productivity gains have not 
ken large enough to prevent famn incomes from deteriorating in recent 
years. 

The EC as a group is the leading importer and the second largest 
exporter of agricultural cosxsoditics ia the world. hence, the question 
of the international effects of CAP is takaa up in Chapter IV. It is 
shown that the CAP has had a depressing effect on the world market 
prices of a number of agricultural commodities and that its dismantling 
would turn the EC into a net importer and the LDCs into net -porters of 
agricultural products. It is also likely that, notvithstaading losses 
for certain LDCs ia the short mft, ia th,e longer Ruth a ~iberuliaaeion of 
trade in agriculture may uell increase real incomes in LDCs: moreover, a 
dismantling of the CAP wuld alro contribute to greater price stability 
in world markets for agricultural products. 

Present proposals for CAP reform by the European Cosusirsioa and EC 
member states, however, envisage only gradual changes. Cbpttr V 
discusses these proposals and puts them in an historical perspective. 
It show that the problem of exass production vas discursed even before 
the formstion of the CAP and that its budgetary and intefimtional 
implications wure foreaten. 

As noted above, the present problems of the agricultural sector in 
the European CocPmuaity art deeply rooted in national attitudes and 
policies. however, while the C&P may not have caused these problems, it 
has aggravated them by iastitutionalixing, and making more 
comprehensive, po licies of price support, import levies and export 
subbidies at a supra-national level. The need for unanimity amongst 
member states for fundamsntal changes to the CAP has entrenched these 
policies. The basic mistake, which is older than the CAP, is the belief 
that stabte and adequate incomes for farmers can be achieved through 
agt-iciil tural price support. As the historical experience has vividly 
demonstrated, this instrument is neither effective nor efficient. It is 
not effective because the development of producer prices has not ensured 
an adequate level of income for small-scale farmers-which is one of the 
principal objectives of the CAP-- but has generated windfaLl. gains for 
more efficient large-scale farmers. It is not efficient because aiming 
st stable and adequate incomes for all farmere ba ld to output and 
velfare losses for the economy as a whole. 
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Par these reasons, a move l vay from support of agricultural prices 
toward more market-oriented solutions would l pptar highly desirable. In 
particular, the history of price firing under the CAP detsoastrates that 
if l gricultutal support prices exist, the pressures to fix them (well) 
above market cleariag levels are irresistible. Clearly, a move avay 
from price support would need to be cocppensated by direct incoam 
payments toward lower iacol# farmers at least over an adjustment period, 
and, if considered desirable on 8orial and regional grounds, Over the 
longer term. 

Recogaition of the burden of agricultural support 0’1 the re8t of 
the econoay as well as the growing budgetary costs have elicited a 
greater public interest in the CAP. Equally, tF,z trade frictions caused 
by export subsidies have underlined the CAP’s ~nrtmational 
implications. For these reasons, the stem&~ rrtatto .cpptar more 
determined than hitherto to bring agricultural expenditure under 
control. Given the vider effects of the CAP both on EC economies and 
the international c osmuuity, it is to be hoped that current efforts at 
reform vi11 be 8uecessful. 
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11. The Owration of the CAP 

This chapter addresser tsstntialLy tvo main questions: (1) hov has 
agricultural policy in EC countries developed over time; and (2) how 
does the Coawn Agricultural Policy vork? The following section 
provide8 some background information on the development of the 
agricultural rector in the EC. Section 2 reviews the CAP’s origins and 
the principles on vhich it is based. The institutional setting is 
described in section 3 and section 4 outliner the financing mechanisms 
of the CAP. 

1. The evolution of the agricultural sector 

The agricultural production of the Cosxnunity consists almost 
exclusively of temperate zone product8 with livestock products--meat, 
eggs, and dairy products-- accounting for about half of production and 
crop products for the other half. The balance between the tvo broad 
categories of products varies among member countries: in “northern” 
countries livestock farming contributes roughly 60 percent to output, in 
“southern” countries about 40 percent, and in France, vhich straddles 
the tvo geographical areas, there is rough balance. Like other major 
industrial areas, the EC has experienced a sharp decline in the relative 
importance of agricultural activity; this has happened in all member 
states, although the pace of adjustment has differed among them. At the 
same time, hovever, labor productivity in agriculture has risen rapidly, 
at high rates in the 1960s and early 1970s and at somevhat lover, but 
still significant, rates since then. These productivity gains have 
resulted in a grovth of production much larger than the growth of demand 
and have contributed to rieing degrees of self-sufficiency in many 
important agricultural products. 

These developments have brought about a profound change in the 
structure of agriculture. With an exodus from the land, there has been 
not only an increase in the average size of holdings, but also in the 
relative importance of large farms. This development, however, has 
differed significantly among countries, and the average site of holdings 
has continued to v.qry considerably. Holdings have remained largest in 
the United Kingdom and srr-.%llest in Italy and Greece. The divergence in 
average farm sizes in the Cosxnunity has further complicated pricing 
policies under the CAP. While prices have maintained the profitability 
of the larger and more efficient farms, vhich account for the bulk of 
output, for many small farms recent pricing policies have been 
associated vith a stagnation or reversal of the income gains in the 
early period of the CAP. 

2. Origins and principles of the CAP 

The objectives and the main features of the CAP vere stated in 
Articles 39 and 40 of the Treaty of Rome. Five objectives vere 
adopted: raising productivity, ensuring a fair standard of living for 
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the agricultural c oxmiunicy, scabilizing markete, food decurity, and 
rea!lonabh prices for consumera. A/ Depending on the product 
cott~dmed, the CAP would entail comaon rules un competition, compulsory 
coordination of the warioun national market organisations, or a European 
market organitation. 2/ The measures to which the cosxsun organization 
thus established might reaort would ba, in particular, regulation of 
prices, aids for the production and marketing of the various products, 
storage and carry-over arrangemntr , and cosxxon arrangements in the area 
of export5 and import5 to undctpin the price regime. 

Thir set of s5?asuros, which continuer to charactetize the CAP, was 
in accordance with the policies pursued earlier by the Comxunity’s -- 
founding member 5tate5. Then, a5 now, the authorities wanted to support 
farm incomes by mean5 of indirect support measure5 to stabilite producer 
prices, while at the same tima improving productivity through structural 
policies. The cossson element of the arrangement5 for price support was 
the (gradually increasirrg) reliance on minimum prices. Thir was 
enforced chiefly through intervention in the market by specialited 
entities, either public bodies or bodies set up by professional 
organizationr. fn the course of the 19505, as the rapid growth of 
output made it increasingly difficult for markets to clear at prices 
considered equiteble by the authorities, the number of products covered 
vas extended and the “orgsnization of the market” was made more 
comprehensive. In rome countries, the latter included the payment of 
export subsidier. The policies for structural improvement also varied a 
great deal among countries, but the wanton characteristics vere public 
investment in infrastructure, including transportation and education, 
and subsidited credits for investment. r/ 

These policies of direct intervention ware motivated by how 
agriculture daveloped in the first ten years or so after the end of the 
second World War. The recovery of output after 1945 vas remarkable. In 
1957/H, agricultural output vas 28 percent above its pre-war level, 
despite a 20 percent reduction in the work force and a slight reduction 
in the acreage under cultivation. The gains in productivity were 
brought about not jurt by a sharp increase in the u5e of chemical 
fertilisers but also by significant modernization through investment, as 
exemplified by the surge in the number of tractor5 and the accoaapanying 

l/ The present paper does not discuss the rationale for these 
ob:ectives, assuming that supporting farmers in the EC or elsewhere is a 
metter of social choice. 

2/ Market organization is the cotlective name of the rules and 
regulations adopted by the authorities to influence the supply of and 
demand for a particular commodity. 

3/ For some detail on the policies pursued by individual countries 
prTor to the adoption of the CAP, see Service des Publication5 de5 
ComwnaatGs Europkennes, Recueil des Documents de La Conference Agricole 
des Etats Membres de la ConrmunautC Economique EuropCenne, Stresa, 
July 3-12, 1958. (Referred to as Stresa papers in subsequent footnotes.) 
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decline in t&a number of draught animals. By 1959, the total population 
of the EC-6 was some 20 percent higher than itr pre-war LeveLr but there 
was nonerhtless an increase in per capita agricultural out;. t yFartd 
with the Last few years btfort the second World War. 

The Level of supply achieved for individual cosssodities derervts 
attention. In particular, it may be noted that in the second half of 
the 19SOs, supply in the EC-6 of such important cosssoditics as potatoes, 
sugar, vegetables, pork, and dairy products was already as high as 
demand, or even slightly exceeded it (Table 1). TLtt message conveyed by 
these data is twofold. Pirst, they strongly suggest that the CAP’s 
contribution to food security in the Cmnity has been Less important 
than is often claimd. Second, they show the extent to which clearing 
the markets for certain products already posed a problem at the time 
when the foundations for the CAP were being Laid. 

Agricultural 5urpLuses were somewhat of an international issue in 
the fate 1950s. The very rapid expansion of production after the second 
World War had been given additiona’ impetus during the so-called Korea 
boom. When the boom subsided, prices generally began to decline 
significantly and the view gained ground that production had overshot 
its equilibrium Level and policies needed to be adjusted in order to 
eliminate surpluses. In the OBEC and the FA0 there were discussions on 
the policy changes that might be needed , especially in cases involving 
dumping. At the conference held to prepare the ground for the CAP, 
which took place in Strtsa in 1938, the Community’s member states were 
divided as to the appropriate policy response. Some contended in 
substance that surpluses could not be an issue because of the 
equilibrating role of market forces, while others argued that there was 
an issue because some countries did not give such forces sufficient 
scope aad resorted to subsidies, notably for exports, to keep surptusts 
under cant to1 . L/ b’onttheltss, a c-n position was reached. Among 
the points on &ich there was general agreement, the Final BesoLution 
mentioned that “A balance must be sought between production and 
potential outlets in the Light of export and import possibilities and of 
a specialization adapted to the natural conditions within the Community 
and to its economic structure.” And it was said that such a policy 
should “render possible the application of a price Policy which will 
avoid over-production while enabling goods to remain or to become 
competitive.” ii 

The general policies governing the CAP were further elaborated upon 
in the detailed operational proposals submitted by the Cotmnisaion in 
June 1960. line particular interesting point msde in this context 
concerned the relationship between the Comnunity’s comaon price Level 

A/ Stresa papers, p. 182 and pp. 189-192. 
21 Stresa papers, pe 222. English version vas taken from excerpts 

quoted in Comaission of the European Communities, The Qricultural 
Situation in the Cornunity, 1986 Report, p.17. 
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and world market pricec. It was explained that, in the interest of 
producers and consumtrs, the Cormsunity’s markets needed to bt shielded 
from excessive price fluctuations on world aarktta. Two reasons were 
given. First, conditions in the Cosssunity differed greatly from those 
in the Large exporting countries outside Europe. Second, world merktt 
prices were often distorted by governmtnt intervention. That was why 
agricultural prices in the Cowssutity could generally not bt the saraa as 
those registered on world markets but should be stabilittd at a slightly 
higher Level. L/ This was racognized to amount to a contradiction in 
the area of trade policy inasmuch as measures to restrict the influtnce 
of international competition conflicted with the overall aim of 
expanding the Coassunitg’r external trade, including that in agticuttural 
products. The conclusion was drawn that this would require the 
Coawrnity to bt flexible in the pursuit of its aims. 2f 

3. The institutional setting 

By 1986, the atmket orga~iwtions set up to implement the X’s 
agricultural policies covered avout 91 percent of output. In most case. 
price support takes broadly the following form. z/ There is a ‘target. 
price?called “guide” price or “norm” price for certain products--which 
should normally bt the upper end of the range within which prices 
fluctuate in response to murktt forces. At the Lower end of this rev-e 
is the “intervention” price, i .t., the price at which sptciaLiztd puiuLic 
agencies art obliged to buy whatever quantities art offered to them. 
Intervention prices art thus for all practical purposes minimum 
guaranteed prices. Intervention prices art norraally well above those 
prevailing on world markets. Protection against cheaper imports into 
the CosmNnity of products covered by the CAP is provided by setting a 
minimum import price, generally known as the “threshoid” price but 
rtferrt! to as “sluice-gate” price or “reference” price for some 
products. The threshold price is set at a level such that, including 
transportation costs within the Community, import prices art roughly 
equal to rarget prices. Variable Levies are used to prevent imports 
f ram undercutting the threaho,! 4. SimiLarLy, variable subsidies, known 
as “refunds”, art used to help exporters to overcome the handicap of 
lowtr world market prices. The system af variable Levies and subsidies 
can also serve to shield the Community against world adrktt prices, that 

A/ Cosmunaut4 Bconomiqut Europ&ennt, Comissioc, Propositions 
Concernant L’ELabaration et la Misc en Oeuvre de La Politipue AgricoLe 
Gomune en Verfu de L’Arsicle 43 Qu Zraict tnscituant la Comnunaut& 

Economique Europ4enne, COM(60)105, Parr Xl, (June 30, 1960) p’ 21. 
z/ Ibid, p. 26. 
3/ A more comprehensive description is contained in Appendix I. For 

details of the arrangements in force for individual commodities covered 
by the CAP, see Camnission of the European Communities, Green Europe, 
“General Description of the biechanisms of the Conununity Agricultural 
Market”, Part I (Hatch 1985) and Part II (April 1985). 
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.,e xtzbet i Ia :n those at home, and it has been used 50 this effect in 
s.. .Le : 8. ‘.< rief episodes of relatively high external prices. ii 

One of the principles of the CAP is that institutional prices 
should be uniform throughout the Coassunity in order to avoid trade 
distortions. However, with more frequent exchange rate changes, 
adherence to the principle of one price became increasingly difficult. 
If a coaxnon price level is to be maintained in the face of exchange rate 
changes within the Coswsunity, edministered prices will have to be 
adjusted in inverse proportion to the exchange rate changes against the 
ECU which is used as the unit of account in the area of agricultural 
pricing. Specifically, a country with an appreciating currency will 
have to reduce its prices, while a country with a depreciating currency 
will have to raise prices. As shovn 5y events, most member states have 
been unwilling to abide strictly by this rule. After an adjustment 
period, a cosrson price level was achieved in mid-1967, but was upset in 
the course of 1969 following parity changes by two member states. After 
having been restored briefly , it was again disrupted and its re- 
establishment has proved a contentious and elusive goal ever since. 

The resistance to an inrtantaneous adjustment of agricultural 
prices following exchange rate changes is related to inflation a:jd 
income distribution. When imported and domestically produced products 
are imperfect sutstitutes, as is usually the case in manufacturing, a 
modification of the exchange rate makes its way progressively through 
the economy and has an immediate impact only on imported inputs. When 
imported and domestically produced products are close substitutes, 8s in 
agriculture, however, the adjustment is much faster and affects the 
entire price of the product, not just the imported inputs. The 
Cosssunity-wide institutional prices in force under the SAP further 
increase the impact effect of a devaluation on inflation. It is to 
mitigate the impact effect t&t France initiated in 1969 the policy of 
phasing in the price increase , which implied of cow se t.hat price unity 
was no longer being maintained. Countries with strong cu.-tsncies are 
concerned about the issaediate, and politically highly visible, income 
loss infLicted upon farmers by a revaluation. As long as there are 
annual Cocaxunity-wide price increases, the adjustmen: can be made less 
painful by letting farmers forego price increases instead of reducing 
support prices. For this reason, i.e., to obtain the time needed for 

l/ The mechanisms adopted for the products covered by the CAP do not 
give agriculture full protection against foreign competition. For 
example, to secure the acceptance of the CAP by iLs trading partners, 
the Community agreed that oilseeds and so-called cereal substitutes 
enter the EC without import duties or quantitative restrictions. The 
Comaunity is dissatisfied with this state of affairs. In particular, 
the large and groving imports of cereal substitutes as feedstlffs are 
believed to be partly responsible for the excess supply of dt -y 
products. The Community appears certain to ask for a review -L this 
regime i.7 the context of the Uruguay Round. 
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the cmmon ECI; price level to rise by a margin considered adequate, 
Germany became the second country, a few months after France, that 
insisted on delaying agricultural price adjustments after an exchange 
rate change. 

In the Jbscnce of offsetting measures, breaches of price unity 
would unavoidably lead to major trade distortions. These would be all 
she greater because farmers in countries vith devalued currencies would 
be in a position to sell unlimited quantities to intervention agencies 
of countries with revalued currencies. ‘3 avoid this, trade was made 
subject to Monetary Compensatory Amounts (WAS). They serv.? as import 
levies and export subsidies for countries with revalued currencies, 
vhere domestic prices exceed the comon price Levei, and they serve as 
import subsidies and e-port levies for countries with devalued 
currencies, n.?e domestic prices are below the comaon price level. 
MCAs are called positive in the first case and negative in the 
second. 1! 

Experience suggests that there is a trade-off between the rate oi 
increase in the common price level decided at rb.2 annual review and the 
accompanying decisions on the dismantling of KCAS. F’rom 1983 onward, 
*he annual price increases became smaller because .-f both the slowing of 
..rflation and the wish to contain the growth of output. This led to 
,ignificant resistance to the dismantling of positive WAS. (The 
countries with positive WAS were Germany, where they peaked in April- 
Hay 1983 tihen they had to offset a monetary gap of 13 percent, the 
Netherlands a?<, for a time, the United Kingdom.) To facilitate the 
return to prir;: unity, it was decided in t4arch 1984 to change over to a 
system of negative KAs only, at least until the end of the marketing 
year 198i/87 (March 1987). This was done by moving the reference pcint 
for the caLculations from the ECU to the strongest currency in the 

. 
system, I.e., in practice the deutsche mark. The system was not only 
adopted for the MCAs to be created on rhe occasion of future currency 
realignments, but it was also decided to convert most of the positive 
HCAs into negative onen. 21 The consequence of moving from the ECU to 
the strongest EHS currency --officially referred to as the svitch over to 
the Green ECU--vas of course to give the co-n price level an upward 
tilt. 

The main problem posed by the HCA system is the distorting impact 
it may have on the competitiveness of each member state’s agricultural 
sector. As shoal by the levels sotrctimrs reached by HCAs, this is far 

l! The computation of FfCAs at different stages and the changes 
undergone by the system are explained in Appendix II and with the help 
af some simplified examples. 

2/ This still left Germany vith positive HCAs vhich it found 
impossible to dismantle because, as prices vere kept roughly stable in 
terms of EWE at the subsequent annual revievs, this would have called 
for price reductions in deutsche mark. 
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from a negiigibie issue Cthe ievei oi &As is indicated by c.he size of 
the applied monerary gaps which they are designed to offset; Table 2). 
If 8 devaluation within the MS enables a country to raise agricultural 
prices by more than the prices paid by farmem for their inputs, this 
will increase the competitiveness of that country’s agricultural sector 
by making farming more profitable. If, on the other hand, a country 
does not raise support prices commensurately with the devaluation, this 
may reduce the competitiveness of the agricultural sector, in particular 
because of the higher cost (in domestic currency) of imported inputs. 
171 the l.rtter case, it is of course the agricultural sectors of the 
strong cu!:rency countries that improve their relative position. It is 
therefore not surprising that the decisions about HCA: should be on the 
agenda of the C.?rmunity’s tlinisters of Finance at the time of MS 
real ignment:;. i/ 

4. public expenditure on agriculture 

public expenditure co agriculture in the Community is undertaken by 
the European Agricultural Guidance and Guarantee Fund (EAGCF), which is 
the financial arm of the CAP, and by national authorities. In the years 
when the CAP was being put into place, th.. EACCF gradually assumed the 
financial responsibitities for the policies pursued under the CAP. 
After the completion of this period of transition, and at least since 
January 1970, the EAGCF and the national authorities have had distinct 
areas of financial responsibility. However, new member states go 
through transitional periods of their own in the course of which the 
gradual implementation of the CAP is accompanied by an increase in the 
role played by the EACCF. 

The EACCF is, in effect, the collective name used for most of the 
appropriations for agriculture in the Comunity’s cossnon budget. 2/ The 
CAP also generates budget revenue, notably through levies on imports, 
but this is not set against agricultural expenditure and is part of the 
Community’s o3n resources. As an exception, co-responsibility levies 
imposed on producers are considered part and parcel of intervention and 
enter as negative items in the calculation of the relevant expen- 

11 Of course, HCAs for those countries vhich do not participate in 
the Exchange Rate Mechanism of the EMS, and for Italy which has 
temporarily opte,:: for Larger fluctuation margins, have to be adjusted 
continuously. 

21 For a detailed oresentation of the EACCF see, Commission of the 
EuTopean Communities,‘European Agricultural Guidance and Guarantee Fund, 
Significance and Functioning, (1986) Brussels. 
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diture. 1/ The EACCF is divided into two “sections”: Guarantee and 
Guidance: Guarantee, which accounts for more than 30 percent of 
spending, iacludea the expenditure incwred by the market otganitations 
in the member stater for price stabilitation, which comprises t.re 
refunds on exports to non-member countries and the cost of 
intervention. 2/ The Guidance section finances measures of a structural 
nature, be thef schemes available to individual fc “4rs or general 
programs, notably those undertaken to swiemite agriculture in a 
regional context. There is a major financial difference between the two 
sections: Guarantee expenditure is determined by the interaction of 
market developments and the policies in force under the CAP, it is 
therefore not entirely bound by the appropriations entered in the common 
budget . Guidance expenditure, in contrast, is firmly under the control 
of the budget authorities. The question of the total costs of the CAP, 
both financial and economic, and its distribution among members wilt be 
taken up in the next chapter. 

l/ There has been a co-responsibility levy for milk since 1977, with 
a &pplementsry one to penslite those who exceed the production quotas 
introduced in 1984. A co-responsibility levy was introduced for cereals 
in 1986. The revenue raised by the co-responsibility levy for milk 
amounted to some ECU 0.6 billion in 1985, about 3 percent of total 
expenditures of the EACGF. 

21 Costs of intervention arise when the expenditures for intervention 
purchases and stockpiling are larger than the revenue from sales out of 
stocks. 
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111. The Effect8 of CAP on EC Xember Countries L/ 

1. Overview 

It ha been argued that the CAP has mainrained agricultural prices 
in EC countries l bova uorld market prices; that it has encouraged 
production of certain products to the extent that net importers of these 
products have become net exporters ; that it has failed to maintain the 
income of small farms while at the same time giving rise to large 
windfall profita for large farms: and, finally, that it has contributed 
to larger agricultural net exports (and stockbuilding) oy.Zhe EC than 
would Lmve occurred in itr absence. All this, it is asserted, has had 
negative effects on economic weifare in BC member countries. 

An empirical test of these hypotheses and the quantification of the 
effects of the CAP is, bowever, fraught with difficulties. Ideally, one 
would like to establish some counterfactual standard against which to 
measure actual developments. By comparing actual developments with some 
counterfactual set of circumstances, (a “free market” for example), the 
effects of the CAP on the member countries’ economies could be 
isolated. A few attempts at this have been made; 21 but, in viev of the 
complexity of the undertaking, it is not surprisini that they have been 
less than fully satisfactory. 

Widely used and simple techniques to study the effects of economic 
policies are to compare developments in economic variables before and 
after the implementation of maasures or to compare deveLoPments between 
economies affected and those not affected (“control group”) by these 
measures. Bowvet, in additioa to more general objections that can be 
raised against these techniques, 2/ there are two particular 
difficulties which may distort the analysis: First, before the 
inception of the CAP, the EC countries already had national policies in 
place designed to support the agricultural sector. A comparison of 
economic developments before and after the inception of CAP, therefore, 
tends to pick up the effects of the imptied changes in agricultural 
policies (if any) rather than the net economic costs or benefits of the 
CAP which can only be evaluated against a “free market” counterfactual 
case. Second, other major agricultural producers also give support to 

l/ Unless ocheruise indicated, the analysis for the EC focuses on the 
G&unity of XI, i.e., @iXChding Portugal and Spain which joined only 
recently. 

21 See Appendix III for a survey of existing studies. 
2/ Obviously, a major shorCcoming of the first technique is tbe 

assumption that in the period of investigation no factors other than the 
introduction of the CAP influenced economic developments. The second 
technique rests on the equall y unrealistic assumption that di.:erences 
between CAP member countries and the control group result only from 
differences in agricultural policies. 
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their l gricui&ural sectors; a comparison of developments in the CAP with 
those in a “control group” vould therefore highlight the effects of 
different policies between country groups rather than the full influence 
of the CAF. 

In light of these unresolved analytical difficulties, the present 
paper takes a rather pragmatic approach to assessing the effects of the 
CAP on its ma&err. In the next section, the short-term effects of 
“CAP-like” Policies are traced with the help of a computable general 
equilibrium model that is numerically specified for an EC economy. The 
main questions investigated are: (1) hov do policy measures under the 
CAP affect output, employment, and trade flows in agriculture and other 
sectors of the economy; and (2) what is the net effect of these measures 
on economic welfare? Results of the model simulations give a broad 
indication of the direction and size of the effects of agricultural 
support policies on the national economy. The discussion is then 
continued in section 3, where erspirical evidence on longer-run trends 
(which, of course, are of a “non ceterir paribus” nature) are analyoed 
in the light of the model simulations. Thus, while the simulation and 
historical analysis may appear unsatisfactory vhen used in isolation, 
some inferences on the effects of the CAP on 6C economies can probably 
be obtained by the combination of the two approaches. 

2. A simple model 

An important objective of the CAP is to ensure stable and adequate 
income5 for famrs. The principal instrument for achieving this 
objective is agricutturat producer price rapport. The pursuit of this 
policy, it is asserted, has Led to agricultural producer prices in the 
EC that have at times been significantly above world market prices (for 
a discussion of this see section 3). 

Domestic agricultural prices that are kept l bovt world market 
prices by a combination of tariffs, quantitative restrictions, variable 
levies, and subsidies have direct effects on consumers and producers as 
veil as on government budgets. These effects are usuaLly explained in 
terms of 8 simple (partial equilibrium) demand and supply framevork. 
For a small importing country, that is a country vhich cannot infLuence 
the world market price of the products it imports, domestic prices 
higher than vorld market prices usually imply a loss to consumers 
(measured in terms of consumer surplus) which exceeds the sum of the 
gains of producers and the government (in the form of tariff revenue). 
Thus, there is a net welfare loss to the country (the so-called 
deadweight loss). Alternatively, for a small exporting country, the sum 
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of the consumer loss and ehe government export subsidy payment usually 
exceeds the gains for producers; this, too, implies a net welfare loss 
to tht country. A/ 

But there are also indirect effects of agricultural price support. 
In particular, more factors and inputs vi11 be absorbed by cht 
agricultural sector than would otherwise be the case. Product ion and 
exports (and/or stockbuilding) of agricultural producta rise while 
imports fall. Factor and input prices increase, .-efltcting higher 
demand from the agricultural sector , and raise Costa for other sectors 
of the economy. Consequently, industries producing other tradable goods 
could Lose sales to foreign coapetitors in both domestic and foreign 
merketa and producers of nontradad goods, such as certain service 
industries, could pass on their higher costs to the consumer. ‘Ibis, and 
the higher prices for agricultural products, could raise the general 
level of costs and prices, thereby exacerbating the Loss of external 
competitiveness. Overall economic efficiency, and economic velfare, 
could suffer too as marginal products betveen agricultural and 
nonagricultural sectors differ. Thu , it is quite likely that 
agricuttural pricing policy is not an efficient instrument for the 
transfer of income to farmers. Uoreover, it is also possible that the 
effects of the CAP may impinge unfavorably on the attainability of 
general policy objectives--such as price stability, full employment, or 
trade equilibrium--in EC member countries. 

These hypotheses are analyxed vith the help of a simple, 
numerically specified, computable general equilibrium model. 2/ Since a 
detailed modtling of all EC economies and their interaction wrth the 
rest of the world is beyond the scope of this study, the folloving 
analysis focuses on one country, but assumes that agricultural price 
changes are simultaneously implemented in all EC member countries. 
Given its economic weight within the EC and its importance for the rest 
of the uorld, Germany was chosen. The design of the model used in the 

1/ See Appendix III for a more detailed discussion of the measurement 
of-economic welfare effects of the CAP, and the limitations of the 
partial equilibrium analysis. 

2/ Several attempts have been made in the literature to estimate the 
effects of the CAP on economic velfare in EC countries (see Appendix III 
for a survey of recent studies). The models used in these studies can 
be characterized as either partial or general equilibrium models. While 
partial equilibrium models focus on demand and supply conditions in one 
or more sectors of the economy and assume that other sectors are not’ 
affected by changes in agricultural policy, generat equilibrium models 
explicitly take account of sectoral interdependencies in production. 
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present paper is ort%dox and firmLy baaed on conventional microeconomic 
theory. l/ It emphaaizea the role of relative prices and substitution 
poaaibil~tits in explaining trade flows and the coaasodity composition of 
domestic activity. The essential postulates governing producer and 
consumer behavior art profit and utility maximisation. The amdel 
distiaguishts four productive sectors (agriculture, industry, traded and 
nontraded services), four types of final deaumd (invtatmea~, government 
consumption, private consumption and exports) either from domestic 
sources or imports, and three types of primary inputs (labor, capital 
and Land). It is numerically specified using a 1980 input-output table 
for ttraumy and parameter estimates culled from the literature. The 
simulations trace the short-term effects (i.e., over a l-2 year period) 
of a S percent increase in agricultural prices--tbe annual average 
increase io agricultural support prices in the EC in national currency 
terms in 1980-87--under several assumptions about the economic 
environment. 21 In particular , it is assumed that (i) fixed capital 
stocks in iaduarries are imsobile internationally and between domestic 
industries; (ii) real wages are fixed with employment adjusting 
endogenously; 3/ (iii) real domestic absorption (household consumption 
expenditure, i~veatmezt expenditure , and government expenditure) is 
maintained unchanged by domestic macroeconomic policies; and (iv) the 
nominal exchange rate remains -changed. An environment of this type 
msy be considered as depicting the short-run constraints facing an 
economy when there is a change in agricultural policies. In the Longer 
run, of course, msny of these assumptions would have to be relaxed. 

The simulation indicates a rather strong response to the 5 percent 
change in the price of agricultural products. Output in agriculture 
increases by 2 percent, employment by 4 percent, and exports by 

l/ The model is in the tradition of so-caLled Johansen models and 
forlows closely the version developed by Dixon et al (1982). A full 
description of the model and discussion of the simulation results is 
given in Appendix IV. 

z/ It is assumed that producer and consumer prices move in line--in 
other vorda, retail and processiog margins are constant. This is, of 
course, a simplification and my lead to an overstatement of the effects 
of changes in support prices. The price changes are assumed to apply 
throughout the EC. Effects on vorld trade and world market prices are 
captured by modelling export supply and import demand responses for the 
vhole EC area. Possible reactions by other countries to the change in 
EC policy, however, are not taken into account. For simplicity, the 
simulated policy is assumed to be revenue neutral for the government. 
As experience has shown, however, the CAP is a burden on government 
budgets. This assumption, therefore, is likely to introduce a downvard 
bias in the cost estimates of the CAP. 

21 Real wages are generally regarded as rigid in the short-run in 
European countries but relatively flexible in the U.S. and Japan. For 
empirical evidence for selected European countries see Klau and 
Mittelstidt (1986). 
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26 percent. l! The gain6 to agriculture are, however, at the expense of 
other ccono&c sectors. The increase in domestic agricultural prices 
raises the nominal wage level (via higher consumer prices) by almost 
1 l/2 percent. Owing to higher Labor costs and costs for agricultural 
inputs, the international competitiveness of industry and the traded 
servicer sector declines: exports ia each of these sectors drop by 
roughly 5 percent. As a result, output declines by about 2 percent in 
industry and by about 1 percent in traded services, and employsent falls 
by 2 l/2 and 1 3/4 percent, respectively. The nontraded services 
sector, however, remains relatively unaffected, given its ability to 
pass on higher costs to conmmers. 

The net macroeconomic effects of these sectoral levelopmmts are 
significantly negative. The consumer price level increases by almost 
1 l/2 percent owing chiefly to higher agricultural prices. Aggregate 
employment falls by 1 l/4 percent as the agricultural sector is not 
capable of fully absorbing the labor released from the industrial and 
nontraded services sectors. The trade balance deteriorates by about 
3/4 percent of CDP, despite lower imports, owing to the sharp fall in 
industrial and rervices exports. As a consequence, there is a decline 
in CDP of about 314 percent. 21 

Since the model is linear in percentage changes, the above results, 
together with an estimate of the level of total agricultural protection, 
can be used to give a rough l ssessruent of the short-run, direct effects 
of a complete liberalitation of agricultural trade in the case of 
Germany. A recent OECD study (OECD, 1987a) estimated the level of total 
protection afforded agriculture in the EC at 43 percent. According to 
the model, a reduction in total protection of this magnitude would lower 
consumer prices in Germany by about 5 percent, increase aggregate 
employment by roughly 4 3/4 percent, and raise GDP by about 
3 percent. 31 

A! Mote that export supply emerges in the model as the difference 
between domestic output and consumption. Exports are then subsidixed so 
that export markets clear. The model analysis does not take into 
account stockbuilding as an alteroative to exporting. 

21 The thrust of these results is supported by recent studies by 
Br&kling et al (1987) for Germany, France, Italy, and the U.K. and by 
Kirkpatrick (1987) for Germany. 

3/ It should be noted that these results abstract from second-round 
efTects that may arise from the trading partner countries’ supply and 
demand responses to a change in policies by the EC. A recent study by 
gurniaux and Waelbtoeck (19851, which is surveyed in Appendir III, uses 
a Computable General Equilibrium model of the major regions ct the world 
to assess the long-run effects. These authors estimate that .L 
dismantling of the CAP today would increase real CDP in EC countries by 
2.7 percent in 1995. 
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These results are, of course, only iadicative of the effects of 
CAP-like agricultural policier. They abstract from adjurtment costs and 
depend on nuaerous model assumptions and parameter estiautas. It should 
also be noted that the rerultr are influenced by the specific parameter 
vatues chosen from Cemu~ l conoaiic data. geverthelesr, they appear to 
give a usefol guide to interpreting the historical data which are 
discussed in the following section. 

3. The historical evidence 

The firrt part of this section deals vith the impact of the CAP on 
resource allocation in the real economy. There are two groups of 
questions to be addressed here. First, how has the CAP affected the 
agricultural sector itself? To shed some light on this questlon, EC 
prices of certain agricultural products are compared with world market 
prices, and recent calculations of implicit subsidy rates in the EC and 
elsewhere are presented. Cost-price developments, the self-sufficiency 
of the EC in key agricultural products, and changes in average farm 
sizes are also discussed. Second, how has the CAP affected resource 
allocation between the agricultural sector and other sectors of the 
economies of EC members? A tentative answer to this question can 
perhaps be obtained by looking at the development of the value added in 
the agricultural sector relative to CNP, the ratio of agricultural 
employment to total employment , trade in agricultural products in 
relation to total trade, and real incomes in the agricultural sector in 
EC member and other economies. 

The second part of this section, which deals with the financial 
costs and economic velfare effects of the CAP, presents the results of 
several studies on this subject. 

a. Price developments 

The objective of maintaining the rtability and growth of 
agricultural incomes in EC member economies by means of price support 
has resulted in the pricer of several key agricultural products being at 
times significantly above “world market” prices or the prices of Low- 
cost suppliers. In Table 3, the ratios of domestic (EC) prices to 
“world market” prices in comon currencies (sometimes referred to as 
coefficients of nominal protection) are calculated for several key 
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agricultural products. If These coefficientr give a broad picture of 
thrr degree of protection afforded the dosaestic producers. For moat of 
the selected coaaoditier domstic prices were on average substantially 
above world market pricer during tne 1970-85 period, far coore than can 
possibly be explained by dealers’ margins or transportation costs. The . 
estimated coefficients also indicate that the degree of protection has 
varied significantly over time. Thir reflects exchange rate movements 
and varying demand and supply conditions on the international markets 
for these commodities, which produced divergent movements of domestic 
and international prices in cotmnon currencies. CeneralLy, since EC 
prices are kept relatively stable, the coefficients of protectioa tend 
to be high in periods of low world market prices and/or a weak U.S. 
doll.ar . 

It is interesting to note that coefficents of protection have also 
varied across EC me&et countries (as indicated by the standard 
deviations of the coefficients of protection under each year in 
Table 2). These differences stem from variation in local prices among 
the EC countries and could be attributed to the existence of Monetary 
Compensatory Amounts (see Chapter II), quality differences and the 
transportation cost component of prices paid for farm products in 
importing countries. 

A recent OECD study confirmr the impression of a significant degree 
of protection in European agriculture. g/ Table 4 reproduces OECD 
estimates of “producer subsidy equivalents,” * defraed as the payments, as 
a percent of value added, needed to compensate producers for the removal 
of agricultural producer support policies for the period 1979-81. 2/ 
Dairy production and beef tend to be the moat heavily protected 
activities, followed by lamb, cereals, sugar and rice production. The 
international comparison suggests that agricultural production is leas 

1/ Coefficients were calculated for each product and EC member 
co%try using producer prices in ECUs (excluding value added tax) as 
published by Eurortat and international cosmodity prices, as published 
in International Financial Statistics converted into gCUa. The 
following prices were taken to represent the “world market” (i.e., the 
low-coat suppliers’) prices: for beef, prices quoted in the London 
market; for sugar, the average of the Mew York spot price and London 
daily price, f.o.b. Caribbean ports; for butter, London prices; for 
maize, the Thailand price; and for wheat, the Australian price. Prices 
were not adjusted for transportation costs nor for quality differences 
that may exist between products of different origin. The resulting 
coefficients of protection give therefore only a broad picture of the 
actual protection afforded EC producers. Coefficients for the EC as a 
whole are arithmetic averages of country coefficients. 

21 OECD (1987a). 
I/ The OECD treats the EC as a single entity for purposes of its 

computations, while the estimates on nominal protection presented in 
Table 3 are based on individual country and commodity data. 
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protectwl in the EC than t&t in Japan and other OECD countries, bu: 
mora protected than that in the United Stares and Canada. Ai 

Despite the price support given under the CAP, agricultural 
producer prices have declined relative to industrial prices or all 
prices in the EC economies over the 3975-86 period (Table S). The 
relative decline was most pronounced in the United Kingdom uhiLe in 
Belgium relative agricultural prices were in fact alightLy higher in 
1986 than in 1975. Also, farmers have been under substantial cost 
pressures in all EC countries as input prices have increased much more 
strongly than producer prices (Table 6); but this has been alleviated by 
productivity increases (see below). 

b. Froductioa and consumption balances 

Bapid increases in self-sufficiency rates 2/ in the Cosxnunity for 
most products covered by the CAP (Tables 7-18) &e, of cowse, 
consistent with the results of the model in the previous section. In 
the case of cereals, the EC changed from being a net importer before 
the inception of the CAP to being a net exporter in more recent years 
(Table 7). With the exception of the Netherlands, degrees of self- 
sufficiency increased in all countries during tbe 196S-8S period. A few 
of the member countries vith a relatively more efficient agricultural 
sector experienced quite substantial increases in production. Prior to 
joining the EC and adopting the Comvn Agricultural Policy in 1973, the 
United Kingdom was a net importer of cereals; only ten years Later it 
becam a net exporter. z/ A similar change occurred in Denmark and 
Ireland which joined at the same time , and in Greece which joined in 
1981. The degree of self-sufficiency also aLmost doubled in France 
after the adoption of the CAP. Self-sufficiency increased to a similar 
ertent in the case of vhite sugar in BeLgiw, Brance, and Denmark 
(TabLe 12) and to an even Larger extent. in the case 6f butter in the 
Netherlands (Table 16). Beflecting the rise in production in Italy and 
France, the EC aLso increased its self-sufficiency in wine (Table 18). 
The degress of self-sufficiency of the EC in rice (Table 9) and 
vegetables (Table 10) declined in the 1960-84 period. For rice, this 
reflects the decline in production in France and Greece after these 
countries became members of the CAP. This decline exceeded the 
substantial increase of production relative to consumption in Italy. In 
the case of fruit and vegetables, the association of certain 
Mediterranean countries uith the EC (e.g., Israel) and their improved 

A/ Estimates by the U.S. Department of Agriculture for more recent 
years, however, suggest a reLativeLy higher degree of protection of U.S. 
agriculture (see U.S. Department of Agriculture (1987)). 

z/ Self-sufficiency rates are calculated as the ratios of doakzstic 
production to consumption. 

3/ It is not clear that this was entirely due to the CAP; the timing 
of-the ,U.K.‘s entry into the CAP coincided with the adoption af higher 
yielding seed varieties in cereals. 
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accesr :o the Ccssaon Market contributed to a decline in self-sufficiency 
in all EC member countries but Greece. For meat in general and pork in 
particular, there vas only a small increase in overall EC self- 
sufficiency (Tables 13 and If) although f3elgiura and the Netherlands 
experienced substantial increases during the CAP period. A/ 

c. Trade 

Am a result of the rapid increase of production relative to 
consumption for most products covered under the CAP, the EC’s 
agricultural exports have risen. Since the mid-1970s, the EC has become 
a cet exporter of most temperate tone food products. This has been 
Facilitated to a significant extent by export subsidies. As ment ianed 
earlier, these exports have probably reduced prices in world markets. 
Currently, the EC is the world’s second largest exporter of agricultural 
products, after the United States. The products exported by the 
Coswaunity include butter, oil& powder, condensed milk, cheese, tieat 
flour, egg products, poultry meat and vine (Table 19). The EC’s exports 
of beef exceed those of Argentina or Australia and its sugar sales in 
world markets almost match those of Cuba. Nevertheless, the -unity 
continues to be -he world’s Largest net importer of foodstuffs: as a 
proportion of world trade in agricultural products, imports by the EC 12 
(excluding intra-Cocmmanity trade) amounted to 21.6 percent in 1983-85, 
while exports totaled 11.7 percent. 

The influence of the CAP on trade flovs in agricultural commodities 
is reflected too in the changing composition of trade within the OECD. 
Over time, the EC’s share in total agricultural exports of OECD 
countries (including intra-EC trade) has inCreased. In the 1964-70 
period, the EC’s share of OECD agricultural exports was 45 percent and 
that of OECD agricultural imports, 60 percent (Tables 20 and 21). In 
the 1981-85 period, the EC’s export share rose to 5 percent, while its 
import share declined to 56 percent. The gain in export market shares 
was most pronounced for Germany and the decline in relative imports the 
Largest for the United Kingdom. 

Also, the share of agricultural imports in total imports declined 
between the 1964-70 and 1981-85 periods in each EC country (Table 22). 
In the United Kingdom, this share fell from 27 percent in 1964-70 to 12 
percent in 1981-8s and in Germany from 19 percent to 11 percent. The 
share of agricultural imports in total imports declined also for most 
other countries under consideration (quite sharply for the U.S. but only 
slightly for other countries). The share of agricultural exports in 
total exports, on the other hand, remained virtually unchanged on 
average for the EC over the same period while that in the other OECD 

i 

lj It is, however, worth noting that the data on developments in EC 
self-sufficiency bctw?en 1960 rnd 1985 tend to underestimate the 
increase, since from 1973 -awards the figures include the U.K. which is 
a major net importrr of food. 
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countries fell appreciably (Table 23). There were, however, significant 
changes of this share in individual member countries with a substantial 
increase in Germany and Belgium, and a decline in most other EC 
countries. 

As a consequence of the comma market for agricultural products, 
one might have expected to see a higher degree of specialization in the 
production of agricultural products among EC countries and a rapid 
increase in intra-EC trade. Although some adjustment has taken place, 
the degree of specialization in agriculture is much Less than that 
achieved in manufacturing. l! Greater specialitation in agriculture 
appears to have been inhibired by pricing policies aimed at keeping the 
marginal farmer in business; at the same time, of course, these policies 
produced Large windfall gains for more efficient farmers. 

d. Stocks 

Expanded agricultural output has given rise to growing public 
stocks. While the model of the previous section suggests that the share 
of agriculture in exports should have risen, not merely remained stable, 
it abstracts from stockbuilding behaviot and therefore over-emphasizes 
the role of exports as ao outlet for surplus production of some 
products. Increases in the ratio of stocks to production have been 
particularly oignit:cshc for butter, beef and veal, and skisxned milk 
powder (Table 20). Ey the end of August 1986, the value of the EC 
stocks had risen to 5CU 12 billion. 21 In addition, there are privately 
held lot p:%riic’:. subsidited stocks zf certain commodities, notably 
vine. 

le. income and emplogrsent 

kspite the support given to the agricuttural sector in EC member 
e:*%rtrius under the CAP, the share of value added in this sector in GDP 
ciec: ined in the 1960-85 period (Table 25). The decline was pronounced 
in Belgium, France, Germany, Italy, Ireland, and Luxembourg, but much 
smaller in the United Kingdom where the agricultural sector had already 
undergone substantial structural adjustment in the past. Simi Lar 
structural change also took place in non-EC countries. In Spain and 
Portugal, which joined the EC only in 1986, the structural chaafe away 
from agricultural activities was much more pronounced in the 1960-85 
period than in EC member countries. The same is true for Japan, but not 
for the U.S. or Canada. It wouLd, however, appear to be misleading to 
a&tribute differences in structural change away from agriculture largely 

l! Also, as pointed out by Jacquemin and Sapir (19871, while the 
Co&on Market Led to “trade creation” in manufactures, the CAP led to 
“trade-diversion” and “seems to have effectively discriminated against 
non-partner suppliers” (p. 12). 

2/ This reflects the book value and not the market value of stocks at 
re;ale prices which is considerably lower. 
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to the agricultural policies followed by a country; the Level of 
development of a particular country also plays an important role. 

In all EC countries and most other countries under consideration, 
agricultural employment fell and the share of agricultural employmeat in 
total employment decreased significantly in the 1960-85 period (Tables 
26-27 1. The simulations of the previous section suggest that in the 
absence of the CAP the structural adjustment in agriculture would have 
proceeded even more rapidly. 

With the exodus from the Land, there was not only an increase in 
the average size of holdings but also in the relative importance of 
Large farms. This is probably attributable to the price mechanism in 
the CAP, generating attractive returns for the relatively large farms 
and cresting incentives for them to expand further. As a result, 
between 1960 and 1984, the area taken up in the EC-10 by holdings larger- 
than SO hectares rose from 28 percent to 45 percent of the total (Table 
28). Over the same period, the average size of holdings grew from 11 
hectares in 1960 to 17 hectares in 1984 (Table 29). The pace of change 
differed significantly among countries , and the average size of holdings 
continues to vary considersbly (Table 30). Holdings remain Largest in 
the United Kingdom, where the average size rose to 70 hectares, followed 
by Denmark, France, and Luxembourg with around 30 hectares. They are 
smallest in Italy and Greece, where they average 8 hectares and 5 
hectares, respectively. 

Reflecting the restructuring of the agricultural sector toward 
Lsrger farm sizes and the rapid pace of mechanization, Labor 
productivity in this sector (measured as real value added per employed 
pers%) increased relative to total productivity in aL1 EC countries, 
even though it remained weLL below the economy-wide Level of 
productivity (Table 31). Agricultural productivity relative to total 
productivity also increased in the United States, Canada, Australia, and 
New Zealand, but not in Japan. 

In its early years, the CAP rapidly boosted farm incomes, as it 
continues to do in new member states during the period of adjustment to 
the cowon price Level. But since 1974, real per capita incomes, 
measured as net value added at factor cost per annual work unit deflated 
by the implicit GNP deflator, appen- to have stagnated (Table 32). This 
contrasts with per capita final output which grev at an average rate of 
about 1 l/2 percent over the same period and reflects the decline in the 
agricultural terms of traie. Thus, for the average farmer, the 
developments of recent years mean that the major gains in income in the 
early period of the CAP are now being reversed. 

f. Financial and economic costs 

In the 19aOs, the bulk (i.e., around 70 percent) of expenditures In 

the EC budget has been allocated to the agricultural sector. In fact, 

between 1973 and 1985, expenditure by the European Agricultural Guidance 
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and Guarantee Fund (F&W’) increased from ECU 4.1 billion to ECU 20.7 
billion (0.7 petcent of aggregate GDP in the EC), an increase of over 
400 percent (Table 33). I/ In 1985, expenditures incurred on 
agricultutal price support (included under the Guarantee Section) 
represented ovet 95 percent of the to?.al. The remaining 5 percent 
(classified under the Guidance Section) was used to provide structural 
assistance to agriculture. In 1985, the major recipient of transfers 
from the EAr&F was France, feLLowed by Germany and Italy. While the 
share in total receipts of France, Germany and other members declined 
between 1973 and 1985 with the arrival of new membets, Italy’s share 
increased, reflecting in part Pimilari:ies in the agricultural sectors 
of Italy and the new members. Nearly one-half of the expenditures under 
the Guarantee Section are spent on milk products, meat, eggs and 
poultry--the cormsodities that receive high levels of protection (Table 
34). In 1985, support to q iLk products constituted 30 percent of the 
total expenditure, whereas meat, eggs and poultry producers received 
about I8 percent of the total. The other coranodities whose producers 
received significant transfers under the pricing policy were cereals and 
rice, and fats and proteins. Between 1981 and 1985, support for sugar, 
fats, fruits and vegetables, and tobacco rose, reflecting in part 
Greece’s accession to the EC, while that for cereals declined. 

National expenditures on agriculturaL support by member countries 
have been rising along vith the increases in EC spending. Because of 
the considerable uncertainty regarding the expenditure on agriculture 
made directly by the member states through their own budgets, the 
Commission set up a team of consultants to shed light on this 
quest ion. 21 Their report covers the period 1975-80. 

Despite the caveats by the authors of the report, the factuat 
findings are quite striking. In the period under review, national 
payments far exceeded EAGCF payments, in particular on account of social 
security benefits. In 1980, payments from national sources were more 
than twice as high as those from the EACCF, with .sLmost two-thirds 
taking the form of social security benefits (Tabie 35). 3/ In 1975, 
national payments had been four times as high as those from the EACCP, 
with just over halt in the form of sr,cial security benefits. The 

l/ The EACCF accounts for most of the appropriations for agriculture 
in-the EC’s cosunon budget. ALthough most receipts in the EC budget rtem 
from contributions by the members, some revenue is collected by way o.? 
import and certain agricultural levies. In addition, co-responsiblity 
Levies on milk and cereals generate revenues to finance specific 
expenditures. These levies are treated as measures to regulate 
agricultural mrkets; they are not recorded as revenue receipts, but 
subtracted from expenditures. 

21 See Coamrission des Cosununautds Europhennes (1984). 
?j! Nowever, net social security benefits represent subsidies to 

agTicuLture only to the extent that they exceed net benefits granted 
persons employed in other sectors of the economy. 
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decline in the ratio vas due primarily to the EAGCF graduaLLy assuming a 
larger role. It is similarly revealing that France and Italy each 
accounted for around one-third of total national payments, while the 
United Kingdam’s share shrunk from LO percent in 1975 to 5 percent in 
1980 (Table 36). 

The financial costs of price support are only part of the total 
costs. To get at the net economic costs to the member countries, one 
has to sum the various gains and Losses in economic efficiency in 
product and factor markets that arise from the pticing policy. Given 
the extent of Likely direct and indirect effects on resource allocation, 
such a task ir rather complex. Neverthetess, numerous studies have been 
carried out to estimate the costs and benefits of the CAP by making 
simplifying assumptions. 

The cost estimates are derived by following, broadly speaking, two 
approaches. l! The first approach starts with the simple single-sector 
partial equilibrium analysis and extends to rather complicated multi- 
country and multi-conmnodity models. Some models in the Latter category 
incorporate seven agricultural comw>dities and thirty countries or 
country groups with possibilities of inter-rectoral links and 
accumulation of stocks. The second approach uses so-called general 
equitibrium models (of the sort outlined in the previous section), which 
explicitly model sectoral Linkages within and between countries. A 
sumnary of the resuLts of recent studies is given in Table 37. g/ The 
estimates on domestic costs detived from these studies wouLd suggest a 
loss of around 1 percent of the Coswnunity’s GDP on average with a range 
between 0.32 percent and 2.7 percent of GDP, depending on the 
sophistication of the model used, the country and commodity coverage and 
the years examined. The results of those studies using the generat 
equilibrium approach to assess the effects of the CAP on EC economies 
are similar to those repotted in the previous section for the case of 
Germany. 

The greater the degree of sophistication of the model in terms of 
inter-sectoral links and the further into the future projectiena are 
made, the Larger are the cost estimates. Given the complexity of the 
subject, these figures are Little more than broad indications of the net 
effects of CAP. Nonetheless, two unequivocal concLusions emerge from 
the empirical work. First, the CAP redistributes large amounts of 
incTti<e to farmers, principally from consumers and secondarily from 
taxpayers. The former transfer has been estimated by one recent study 

l/ For a detailed survey on these studies, see Appendix III. 
?/ The LC~UL~S from the O&CD study (1987a) can be construed to be 

based on a simple I’partial” equilibrium approach, which implicitly 
assumes inelastic demand for agricultural products in the EC for 
estimating costs to the consumers. The expenditures incurred by both 
the national and the EC authorities on agriculture, on the other hand, 
are taken in the study to represent the costs to the taxpayers. 
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(Tyers and Anderson, 1986) to be as high as US$49 billion in 1980 
dollars. The OECD study (1987a) cited has estimated the annual average 
cost of these transfers to the consumers and taxpayers in the BC to be 
ECU 11,437 per holding and ECU 7,465 per agricultural worker during the 
period 1979-81. That these transfers are inefficient is clear from the 
implied transfer ratios, defined as the cost to the economy of 
increasing farmers’ income by one unit. All the studies point to the 
fact that the ratio is more than one-- the exact magnitude varying 
between 1.17 and 3.23. Second, the distribution of costs is not uniform 
across countries. For instance, according to Buckwell et al. (19821, in 
1980 the transfer ratio was the highest for the United Kingdom (2.071, 
followed by Italy (1.87) and the Federal Republic of Germany (1.80). In 
contrast, the Netherlands, Ireland and Denmark are assessed to be the 
beneficiaries, with estimated transfer ratios of less than one (Table 
38). Some recent studies indicate that Greece also gains slightly from 
being a member of the EC. 

4. Concluding remarks 

The rimulations and historical analysis presented in this chapter 
(Like the numerous other studies in the literature) have broadly 
confirmed the hypotheses about the negative effects of the CAP on EC 
member countries stated at the beginning. Some caution is warranted, 
however, ia interpreting the size of these effects. Given the absence 
of properly-specified, “free-market” standards against which actual 
developments can be judged, the conclusioas drawn from the historical 
analysis can only be indicative. The simulation resultr are, of course, 
dependent on the numerous simptifying assumptions implicit in the 
specification and parameterizatioa of the model. Further research, 
a&d in particular at testing the sensitivity of models of this sort to 
smsll changes in specification and in parameter values, is needed before 
firmer conclusions about the exact magnitudes of the effects of the CAP 
can be drawn. 
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IV. The Eff,zts of the CAP on the Rest of the World 

1. Background 

The EC as a group is the leading importer and the second largest 
exporter of agricultural coxmlodities in the world (excluding intra-EC 
trade) (Table 39). Naturally, therefore, decisions taken in Brussels on 
agricultural prices and levies to control output growth end up 
influencing world prices and, over a period of time, the growth of the 
farm sector in the rest of the world. The Cosxnunity’s share of world 
exports is not only large but it has grown since the inception of the 
CAP (Table 40). In the mid-1970e, the EC became a net exporter of most 
temperate tone food products. This development had a significant effect 
on the two-way trade in agricultural commodities between the developing 
countries (LBCs) and the EC, with the latter becoming a net food 
exporter and the former a net importer. Broadly speaking, in trade with 
the EC, temperate zone cormnodities are now imported by the LBCs and 
tropical commodities exported by them. 

A little less than half of EC exports of agricultural products are 
absorbed by the iadustrialized countries (Table 41); of this a third 
goes to the U.S. and another third to mm-EC Western Europe. A little 
more than 40 percent of EC exports are taken by the developing 
countries, of which one third is absorbed by 12 countries in the 
Mediterranean basin. The rest of EC exports g6 to state trading 
countries. The picture with regard to the imports is somewhat different 
(Table 42 1. The developing countriet provide more than half of the 
total agricultural imports to the Community. The share of 
induetrialized market economies is around 40 percent, of which a third 
comes from the United States and the rest from non-EC Europe and the so- 
called “indusrrialized Coxxxonwealth” (Canada, Australia, Hew Zealand and 
South Afric;rcj. Btate-trading countries account for the remaiaing 7- 
8 percent rrf I3C imports. 

2. The international effects of the CAP 

There are three major identifiable effects of the CAP on the 
international economy. The first originates in the protection afforded 
agriculture through pricing policies that elicit excessive production in 
the EC and, it is asserted, reduce EC imports from the rest of the world 
and expand EC exports. This, accompanied by growing output in other 
parts of the world without corresponding shifts in demand, has depressed 
world prices. The effect on world market prices has been further 
exacerbated, it is argued, by subsidired PC exports of excess 
production. The resulting trade flows at “distorted” prices influence 
the real incomes of the Comnunity’s trading partners. 



- 29 - 

Second, price support in the EC insulates domestic markets from 
external coum@dity price fluctuations , thereby destabilising world 
coasxodity prices. Because variable import levies insulate domestic 
prices in the face of world price changes , the effect of output changes 
in the rest of the world are neither reflected in the ECs’ domestic 
prices nor do they elicit any supply or demand response vithin the EC. 
This means that the rest of the world must adjust more to any quantity 
shifts, amplifying price instability there. J/ 

The third effect is related to the second. The greater the 
fluctuations in vorld prices, the greater is Likely to be the 
instability of incomes of agricultural producers and exporters. When 
combined with risk averse behavior in production, this instability could 
cause farmers to contract output , thereby lovering their incomes. This 
effect is expected to be stronger in poorer countries, since farmezr 
there have a reduced access to insurance markets. 

Attempts at estimating the magnitude of such international effects 
of the CAP have followed approaches similar to those used in estimating 
the domestic economic costs (discussed iu chapter III). The tvo 
methodologies--partial equilibrium and general equilibrium--contain 
models ranging from simpLe one-good models to multi-sector, multi-region 
stochastic models. 2/ The quantification of effects has been limited to 
the first two effeczs, with the third one discussed only in theoretical 
terms. The results from these amdels are discussed below. 

a. Effect on prices, trade and welfare 

The debate on the CAP depressing world prices has centered on its 
impact on the terms of trade of importing and exporting countries. 
Countries exporting CAP cosanodities (mostly developed countries, such as 
the U.S. and the “industrialized Cosmnoawealth”) lose from the excess 
production of the EC. On the other hand, LBCs whose agricultural 
exports do not compete with EC exports could benefit because of lover 
prices for imported food and increased demand within Europe for 
substitutes for high-priced domestic agricultural products. 

It has to be borne in mind, hovever, that the existing trade 
pattern in vhich LBCs emerge as net importers of food, has been greatly 
influenced by the operation of the CAP itself. A liberalization of the 
CAP might induce LBCs to produce temperate zone commodities domestically 
and ultimately even provoke a switch from their being net importers to 
their becoming net exporters. It is difficult to assess the potential 

11 This argument vould be weakened if the management of stocks by the 
EC contributed tovard stabilizing vorld prices. There is, however, no 
evidence in favor of countercyclical stock management by the EC. 

2/ For details, see Appendix III. 
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for such a switch in the food importing developing countries, but t&e 
success of some Lt?Cs (particularly in Asia) in expanding food output 
suggest5 that it may be considerable. Higher doswtic prices for CAP 
goods in the Coxssunity may also have stimulated the des%snd within the EC 
for substitutes produced by LDCs. The benefit to LDCs from higber 
prices for these substitutes is offset, however, by Lover world prices 
for the goods protected by the EC which, in turn, discourage demand for 
these LDC-produced substitutes in the rest of the world. 

A nuarber of studies have attempted to estimate the impact of an 
abolition of the CAP on world prices. All of them conclude that the CAP 
does indeed exert downward pressure on the actual price level (Table 
43). The effect is stronger for cosssodities that face relatively high 
rates of protection like dairy products, pains, and ruminant meat. 
Consequently, according to the studies referred to in Table 43, a 
Liberalization of EC markets would raise world prices for different 
commodities ranging from 0.1 percent (for rice) to over 28 percent (for 
dairy products). The recent OECD study (1987a) has estimated the effect 
on world prices of a 10 percent across-the-board unilateral cut in the 
level of protection afforded by the CAP. This partial liberalitation is 
estisrated to increase prices of m0st conssodities in oorld markets, from 
0.55 percent for sugar to 2.91 percent for milk. In the case of grains, 
however, the study conclude5 that prices would actually fall in response 
to diminished demand by livestock producers. This result stands in 
contrast to the other estimces teferred to. 

The various studies indicate that an abolition of the CAP would 
lead CO an expansion in world cosxsodity trade, which in case of barley 
and meize could increase in volurae terms by as lauch as 68 percent. For 
swst cosssoditiee, a lowering of both consumer and producer prices in the 
2C would turn the Cosssunity into a net importer and the LDCs into net 
exporters (Table 44). As expected, the effect is stronger in the swst 
heavily protected cosssodities, such as dairy products, coatse grains and 
wheat . 

The change5 in prices and quantities traded make it possible to 
calculate the effect5 the CAP has on the real income of the Cosssunity’s 
partners. A hypothetical liberalitation of the CAP should, a priori, 
affect both the non-EC industrial countries and the deveLoping 
countries. Calculations of the effects (Table 45) result in two general 
conclusions. First, the size of the total effect on each of the two 
country group5 is not large in proportion to CDP or total export 
earnings. Second, LLKs as a group stand to Lose from the abolition of 
the CAP, while the effect on industrial countries is ambiguous. 

These conclusions, however , need to be treated with caution as the 
computation oE net effect5 conceals the distribution of gains or Losses 
among individual countries. First, net effects in the industriat 
countries mask the significant cost to Japan of a liberalization of the 
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CAP which is offset by gains in some of the other countries in the 
group. The distribution of the effects vithin the LDC group is also 
uneven, depending on whether the country is a net exporter or importer 
of tersperate zone products. The gains and losses frm a liberalization 
have been estismted to be substantial for some countries--for example, 
in 1980 dollars, Argentina would gain US$200 miLLion per year and Korea 
and Pakistan would each lose US$300 million per year. Second, results 
showing losses for the LDCs from unilateral liberalixatioa in the EC 
asrume that higher world prices would not elicit greater production of 
ceraperate zone commodities in the LDCs. Moreover, these results are 
derived frost models covering only the CAP cosssodities; a policy reform 
in the EC could be expected to Liberalize the markets for all 
agricultural cosssodities. Furthetw>re, the aaodels employed capture only 
the direct price effects in a partial equilibrium setting. A 
Liberalizatioa of agricultural markets in the Coszsuaity uouLd impinge 
also on the nonagricultural sectors, factor mrkets and, ultimatety, 
aggregate incomes in the EC’5 trading partners. 

That effects c.n other sectors are significant is supported by 5 
study which uses a general equilibrium approach. l/ The resuLta of this 
study indicate that if trade in agricultural co&dities were 
Liberalited in the EC today, total LDC income as a group would be higher 
by 2.9 percent in 1995. While the assumptions underlying the model 
certainly influence the results, it is plausible that partial 
equilibrium oKldeLa underestimate the potential benefits to the LDCs. In 
any case, most models overlook the effect on LDCs of higher real incomes 
in the EC as a result of the efficiency gains from a liberalization of 
the CAP. bigher income in the EC would in turn, increase the demand for 
LDC ezports. 

b. Effect on price stability 

The studies surveyed in Table 46 conclude that a significant part 
of the variability in world prices is attributable to the CAP. The 
effect of the CAP on variability wouLd sew to be largest for dairy 
products and wheat. Despite differences in the lwthodologies used, the 
various estinurtes are quantitatively fairly similar, with the exception 
of those for wheat, nonruminant meat, and coarse grains. Even when 
compared with price support schemes in other countries, the CAP has been 
found to be a significant destabilizing factor in world markets. The 
study by Sarris and Freebairn (1983) concludes that the CAP accounted 
for mare than half of the excess variability in the price of wheat over 
its global free trade level. Blandford (1983) concludes that the EC has 
transmitted a larger absolute amount of price variability to the world 
grain market than any other producer. 

i/ Burniaux and Waelbroeck (1985). 
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3. Concluding remarks 

The par&i81 equilibrium analyses revieutd in this chapter failed to 
establish a cltar interest of WCs and other non-EC industrial countries 
in a dismantling of the CAP. Hovtver, as the dircussion in this and the 
preceding chapter showed, partial equilibrium analysis is unlikely to 
capture the full tfftwts of agricultural trade libtralitation. Indeed, 
tha study by Burniaux and Uatlbtotck (1985) suggests that a removal of 
CAP uould result in a gain for the developing countries as a group when 
all general equilibrium effects art taken into account. Uoreover, if 
barriers to trade ia l griculturaL comnoditits utrt rtawed in all OECD 
countries, the trade gains for developing countries would probably bt 
more rignificant. A/ 

The second benefit of libtralitation vould arise from greater price 
rtabilitp in world markets; there is c;onvincing evidence that world 
agricultural prices are indeed dcstabilized by the EC trade barriers. 

A/ See, e.g. Valdes (1987). 
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v. Current Proposals and Prospects for Rtfotm 

Since the inception of the CAP, the issues facing policy-makers and 
the argumtnts put forvard in the discussions on policy have rtmained 
largely UtCh5ngtd. At the risk of oversimplification, it msy be said 
that there has been a difference between the Cosmission and the national 
agricultural authorities. The Cormtission, reflecting the very nature of 
its functions and responsibilities, has taktn a broader view of the 
problems at hatd. While determined to strengthen agriculture and 
mindful of the interests of farmers, it has paid awe attention to the 
Comrmnity’s high level of self-sufficiency and has been concerned about 
the budgetary and international implications of surplus production. For 
equally understandable reasons , the national agricultural authorities 
have tended to focus more on the needs of their respective agricultural 
sectors. In particular, they have been concerned to protect the 
relative income of their farmers. And they have tended to bt wary of 
Cosrsunity-widt measures to combat excess production, most notably when 
their respective countries were not self-sufficient in particular 
products or when they felt that their agricultural sector would have the 
ability to gain market shares within and, perhaps, also outside the 
Comaunity. 

1. The historical background 

The problem of excess production and its budgetary and 
international implications was discussed at the Stress conference even 
before the formation of the CAP. At that stage, however, the iymediatt 
objective was to forge a cosxson policy on prices and markets, and 
prospective difficulties were relegated to subsequent discussions. Once 
a conxoon policy had been agreed upon, the discussion on the shape of 
policy was given a clear focus and a forceful impetus in December 196’8 
by the Coomission’s “Htmorandum on the Reform of Agriculture in the 
European Economic Cormsunity. u A/ Because of the ltading rcslt played in 
its conception by the then Vice-President of the Coxxxission responsible 
for agriculture, this Xemorandum is usually referred to as the Mansholt 
Plan. 

The central idea of the Hansholt Plan was that the CAP was relying 
too much on pricing policy. Because institutional prices were set at an 
unduly high level, it was argued, they were giving tire to sutplusts 
that had to be taken off the market at rapidly rising costs. At the 
same time, the high prices were failing to achieve the social goals of 
the CAP because they were too low to ensure an adequate income to the 
majority of farmers who, on their uneconomically small and inadequately 
equipped holdings, were producing a relatively small proportion of total 
output. The Mtmorendum inferred from this that the problems of 

l/ CommrnautC Economique EuropCenne, Commission, htmorandum sur la 
R&Tome de L’Agriculture dans la Comnunaute Economique Europhenne 
?Dtcember 18, 1968). 
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agriculture weft of a structural nature in the sense that pricing policy 
could n-t achieve its twin objtctives-- stabilising production at the 
level of dtmand and ensuring farmers an adequate incoaa--unltss the vast 
majority of farms becam economically viable. There vtrt no indications 
that this change was taking place spontaneously. Dtspitt the tzodus 
from the land, most farms remained too small, in particurar in rht sense 
of not offering sufficient scope for achieving an adequate return on the 
investment needed to put production on an up-to-date footing. l/ These 
considerations led to two closely related reconrmendations. FiFs t , 
prices should be lowered so as to eliminate surplus production, but with 
due regard for the market situation of individual products. Second, 
structural policy should facilitate tha l chievtcstnt of holdings of an 
economical size, with adequate investment. 

The Hansholt Plan proved to be most controversial. The farmers‘ 
proftssional organitations generally saw it as an attack on the family 
farm as the mainstay of Etiropean agriculture. There was paiticularly 
firm opposition to suzasures designed to take land out of production. 
This forced the Cormrission to modify the proposals which it had made in 
the light of the Htmorandm. After several years of often difficult 
negotiations, a number of Directives vet-t approved by the CounCil of 
Ministers with a view to facilitating the modtrniration of 
agriculture. Help would be extended to farmers who were either ready to 
madernitt their holdings in a comprehensive llurtiei or wanted to give up 
farming. The Land sold by the latter would then be made available to 
the former. It is nut possible to gauge the impact of these Directives 
on the basis of available data, as both sgdernization atid an exodus from 
the land were already taking place before their adoptioh. ilobetrek, from 
the perspective of the fotimulation of poli$ ihby.&kte impb$tahk 
inasmuch as ‘their negotijtion’htlped foctis atteniioti’bti somt of the main 
issues. 

,,’ 

2. The current debate on reform in the EC 
; 

The discussion started by the H&nsholt Plan hai continued to this 
day, along broadly unchanged lines. Th’is is exblaintd by the fact that 
the problems identified in the &utoranLum have persiettd, despite 
significant social and economic progress. At present, the Comaunity is 
engaged in an extended roupd of negotiations for agricultural reform 
which started in 1982-83 and has progressively gained imomentum. Actual 
measures are negotiated mainly in the framework of rhe annual policy 
reviews that are scheduled to be completed in February-April each year 
but are often not concluded before the s-r. In addition, there has 

i/ There was no attempt at precise quantification in the Memorandum, 
but it was argued that 80 percent of all holdings were too small to keep 
one man fully employed because modern technology would enable him to 
cultivate 30-40 hectares or raise at least 40 milk cows. 
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beta a broad discussion of spsttmic issues on the basis of a "green 
paper” issued by the Cosmission in July 198s. if 

The Green Paper’s main thus5 was that the CAP had rtathtd a turning 
point because constraints in the areas of foreign trade and budietary 
finance made it imptrative to curb excess production. Surplus 
production vas not a passing phenomenon , it was argued, but vas bound to 
worsen. The long-term trtnd of deaund growth for agricultural products 
in tht Community was i/2 percent a year, while the growth of production 
was proceeding at a rate of 1 l/2-2 percent and showing no signs of 
rlacktning . At the sass time, there was a large increase in output in 
the rest of the world, and the countries that might still need to import 
from the Cosmunicy vtrt generally short of foreign exchange. According 
to the Green Paper , the change in policy that war needed and had 
recently been initiated required reducing the "emphasis" on price 
support. Quantitative controls wire not an aLternative solutibn., Their 
adoption admittedly offered coariderablt short-term l dvantgges, notably 
an imediate impact and a lesser need for price teattaint, but in the 
longer term they utrt bound to have an adverse effect by freesing 
production rtructures. In addition, they were cumbersome to 
administer. It was therefore imperative to fix institutional prices at 
ltvelr such as to give clear and l pproprintc signals to pioductrs. 
This, however, called for structural mtasures to ensure that agriculture 
continued to play its proper sociil.‘tole (regional dtvelopsttnt,’ 
protaction of the environuknt, etc.).and to ivoid unduly #malizing 
farmers in “less favored areas.” Such’structural measures could incl$c 
an iacrtast ia the relative importance of direct i$come aid au a step; 
toward dissociating support from output. 

On the barir of the Green Paper, the Cosmission held cotisul,tatio& 
with national authorities and professional organiiations abdu<.Phe’ 
policies that could btrt bt pursGed.co solve the ~pto~lqss at h;itid. It 
then prtsepttd its conclusions ~8 a cmprthensive Set of ttntrtjva 
guidelines in December X985. z/ This was l ccompaniid by a note of 
caution regarding the speed st which change could bt expected to take 
place. Tht guidelines covered a broad range of policy &r&as, of which 
tw art of ismtdiate interest: price and market policies (the various 
mecbaisms that are used to maintain prices, such as institution& 
prices and intervention) and policies on structures (including the 
rationalitation of production, the increase of the size of holdings, and 
the limitation of the production potential). What the Conmission 
advocated war in effect a tw-pronged strategy to reduce surplus 
production and lower the budget costs of the CAP. This involved making 
support less generous and increasing the role of market forces, on the 
one hand, and makiag agriculture as a rcbole more competitive and, thus, 
less dependent on support, on the other. 

i! Conmission of the European Communities, Perspectives for the 
Comon Agricultural Policy, COH(85)333 Final, July 15, 1985. 

21 Comnission of the European Comunitits, CO?4(85)750 Final, A Future 
foF Comunity Agricutture, Brussels (December 1985). 
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The Comissioa believed that the scope for a policy of restraint in 
the area of institutional prices was liesited because its impact on 
output was a gradual one* It therefore tacosmended that it be combined 
with musure to limit the availability of price support. Tw types of 
msaauras should be used to that end. 
rtspoasibility”, 

The one type was “producer eo- 
which has been applied to soat extent in the Cormsunity 

since 1977 and amoutits to letting farmers bear part or all of the costs 
of disposing of 5urpLus production. The other type of masure was 
essentially a reduction in the availability of intervention: farmers 
should ao longer have a recurs outlet for unlimited quantities at a 
fixed price. Instead, intervention should become a safety net in the 
event of unstable market conditions, as it was originally intended to 
bc. The Comission argued that, as the CAP becama Leas generous, 
mtasurts should be taken to counter the po55ible~‘adver5t’sociaL 
consequences by extending incoste support to small farmers. Furthermore, 
it advocated structural measures to increase the capacity of agriculture 
to face interaational competition. The Latrer would include measurer to 
reduce production by ierr efficiene producers, including the granting of 
early ‘retirement pensions to farmers aged 55-65. 

3. Recent measure8 of reform 

The reform, which started’ somewhat hesitantly in 1982 and gained in 
strength from 1984 has broadly followed the guideLines ret by the 
CosmGrrion. But, so far, progress has been slow and difficult. The 
member states art agreed that conditions in the Cosxnunity and the world 
at large make it imperative to curb txct5s production but they are 
divided as to what contribution, if any, each of th& should bake. The 
negotiations are DOW conducted with a sense of urgency. This is 50 in 
Large m5asurt because a numbtr of 5miber states refuse to' negotiate a 
much-needed increase in the resourcei of the Cotiunity”s~cotion budget 
unless this is accompanied by the adoption of l rrange$ents that make it 
possible to set a ceiling on agricultural expenditure. l/. fn.other 
words, these countries want to Cad the present‘situetio~ in which ths 
budget appropriations for agriculture may be overrun becawwof the. 
open-ended nature of many of the support schemes adopted under the 
CAP. Broad agreement has been reached to the effect that such a change 
is indeed called for, but view differ on how this should be done. 

Two clear-cut proporaLs have been tabled. One proposal is to fix 
annually a ceiling for agricultural expenditure and to ensure that it is 
not exceeded by moderating the levef of support. This uoutd put support 
prices under downward pressure and in all likelihood lead to gains of 
market shares by the mOre efficient producers who are generally also the 
Larger ones. The other proposal is to continue to fix the level of 
support prices per unit of product and to reconcile this with a ceiling 

l/ The inability to reach agreement over these arrangements was the 
prrncipal reason for the failure of the European Council Meeting on 
December 11-12, 1987. 
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on aggregate expenditure by means of production quotas. This would 
endure the survival of a Large number of small farms. 

The rest of this section is devoted to the changes in policy 
adopted in recent years and to proposals by the Coaxxission, notably the 
comprehensive set of expenditure “rtabilitets” put forward in s-r 
1987. Changes in policy have taken’essentially two forms: price 
restraint and the adoption of arrangements that limit in one way or 

another the entitlement to support. The efforts made to solve the 
problems posed by the monetary compensatory amounts and stocks built up 
through intervention shouLd be seen in the same context. 

a. Price restraint 

Since 1983, the Coasxunity has endeavored to pursue a restrictive 
pri:ing policy as part of the effort to reduce surplus production. In 
reports by the Commission, the stance of the pricing policy is often 
assessed by comparing the index of support prices in national currencies 
with the rate of inflation as measured by the GDP deflator. On the 
basis of thir comparison, pricing policy has indeed been restrictive in 
recent years (Table 47). However, this comparison yields no information 
regarding the retationship between support prices and marginal costs, 
that is, it gives no indication of the extent to which price 
developments may have been disincentives to production. As described in 
chapter III, output continued to grow in the 1980s and it was on average 
8 percent higher in L984-86 than in 1980-81. Largely because of further 
deterioration in the ratio of producer prices to the prices of 
intermediate goods, the increase in production merely kept real income 
per employed person roughly stable , so that the significant loss 
incurred in the 1970s was not made good. A/ 

Political and technicat obstacles appear to have prevented pricing 
policy from making a major and rapid contribution to the elimina’tion of 
stirplus production. The political obstacle ha5 been the determined 
opposition to reducing nominal support prices in terms of national 
currehc ies . The strength of this opposition is indicated by the 
rsrirtance to the dismantling of positive monetary compensatory amounts 
(WAS) in Germany , the only country--disregarding the Netherlands’ much 
smaller positive HCAs--where no&nal price reductions have been an 
issue. Technological progress and the open-endedness of intervention 
have constituted further obstacles because of the scope they give to 
offsetting the impact of price restraint on incomes by, respectively, 
increasing productivity and expanding production. As is explained 
below, important meatiures have recentty been taken and others have been 
proposed to curtail intervention. It would cease to be open-ended if 
the “stabilizers” proposed by the Conwnission were adopted. 

-- -.--- _- --. 
l/ Real income is c. : ined here as value added at factor cost minus 

rezts and interest pAy:r:?nt s. 
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b. Restraint on entitLemeats to support - 

Over the years, increasing efforts have been made to reduce the 
budgetary costs of the CAP through arrangements that restrict the degree 
of support. These measures my be classified in three categories, 
although individuaL measures may be hybrids or be effective onty in 
conjunct.ion with a measure of a different category. The three 
categories are: co-responsibility Levies, guarantee thresholds, and 
limitations on the scope for intervention. I/ Co-responsibility levies 
are meant to let producers share in, or bear, the cost of price 
support. Guarantee thresholds serve the same purpose by penalizing 
surplus production through reduction in the intervention price in the 
period following the one in which the threshoLd has been exceeded. Both 
co-responsibility and guarantee thresholds reduce the level of support 
but not its availability. 2/ In contrast, recent decisions to Limit the 
scope of intervention reduce the alqailability of support (in volume or 
in time) without altering the support price. They strengthen the role 
of market forces by compelling farmers to choose between either carrying 
stocks themselves until such time as sales to intervention agencies 
again become possible, or selling on the market at a price that would 
almost certainly be Lower than the support price. Originally, 
intervention was to serve only as a safety net in exceptional 
circumstances, but it rapidly became permanent and unlimited. 
Restricting its availability therefore represents a major change in the 
functioning of the CAP. 

Lo-responsibility has been applied from the start to sugar. The 
avnilability of benefits-- intervention and export subsidies--is limited 
to production quotas that are set annually on the basis of a five-year 
moving reference period. The benefits are financed from a levy on 
output which is paid by the sugar manufacturers who shift it back to the 
beet growers. Other co-responsibility schemes are Less comprehensive. 
There has been one for milk since September 1977 and another for cereals 
since the beginning of the 1986/87 marketing year, with levies that 
currently stand at, respectively, 2 percent and 3 percent of the target 
price. The yield from these Levies is only a fraction of the support 
granted through the EACCF--an average of about 10 percent for milk and 
cereals combined 3/--and the restraining impact on output is not 
believed to be significant. 

11 The nature and the use made of these measures through 1984 is 
surveyed in Directorate-Ceneral for Information of the European 
Cotmnunity Consnission, The guarantee thresholds and the CAP, Brussels, 
1985. As indicated by the title, the term “guarantee threshold” is used 
in a very broad sense. 

2_1 The close relationship between the two concepts is ucderscored by 
the fact that guarantee thresholds are mentioned in some reports by the 
Conanission as instruments to implement co-responsibility. 

3/ See Commission of the European Comaunities, Review of Action Taken 
to-Control the Agricultural llarkets and Outlook for the Common 
Agricultural Policy, COH(87)410 Final (August 3, 1987) Brussels, p. 12. 
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When guarantee thresholds uere introduced in the early 19809, the 
typical arrangement was that vhen output exceeded a given volume, the 
intervention price for the foilowing marketing year was to be a certain 
number of percentage points lower than it would otherwise be, subject to 
a maximuzn adjustment. Such thresholds were adopted for milk, cereals, 
and rape and sunflower seeds. They turned out to be rather ineffective, 
mainly because of the absence of provisions to prevent price support 
from being raised to such an extent as to nullify the reduction in 
support triggered by the crossing of the threshold. They were therefore 
abandoned or replaced by aore constraining arrangements. 

The first step taken to end the opeLI-endedness of intervention was 
the introduction in 1984 of production quotas for milk. I/ These quotas 
not only left an excess production of around 10 percent but, as it 
turned out, could be exceeded by misusing provisions that were intended 
to provide some flexibility. 21 This prompted the Cr,uncil of Hinisters, 
in December 1986, to adopt measures designed to eliminate surplus 
production in the course of 1987-89. 3/ Quotas will be reduced in two 
steps by a total of 8.5 percent, with-3 percent through buying-in on a 
voluntary basis and 5.5 percent through a uniform reduction (vith 
financial compensation). The tightening of some of the provisions 
related to overruns of quotas is expected to have an effect equivalent 
to a 1 percent reduction in production, essentially by raising the 
penalty for surplus production paid by some farmers. At the same time, 
it was derided to increase the role of market forces by suspending 
intervention for skimmed milk powder in the months September-February, 
and to make suspension possible for butter as well as skifaned milk in 
March-August, if intervention exceeded specified quantities. 

in April 1986, it was decided to limit the intervention for cereals 
to a number of months a year. In addition, the full support price would 
be paid by intervention ,gencies only for wheat of bread-making 
qua1 lty. Lesser quality wheat and other cereals used in animal feed 
would rate a price that could be lower by as much as 5 percent, 
depending on the quality. In December 1986, the Council of Ministers 
also decided to end unconditional permanent intervention for beef and 
- 

i/ This decision was taken for a five-year period, but there appears 
to be good reason co assume that quotas will continue to be used after 
the end of the marketing year 1988/89. In a recent document, the 
Commission expressed the view that “the production cuts resulting from 
the suspension of the quotas must be consolidated” under the 
arrangements that will be applicable as of the marketing year 1?89/90. 
See COH(87140 Final, p. 14. 

2/ for a sunxnary of the problems facing the milk sector see 
Commission of the European Communities, COH(86) 510 final, Emergency 
Actlon ln cne IlilK beccor, 6rusreis (&p~ctrrutet ::, :%t:, pp. !-!c. 

3r See Commission of the European Lonxnunities, Bulletin, No. 12 
(1586). DD. It-15 and 85-89. and the relevant sectionsCOfl(8711 
Final ,’ ** Corruzi ssion Proposal 5 on the Prices fan Apticultural Products and 
on Related Heas.jres (1’987/88), Vol~~ne I -‘-‘,ik~ssels,-(Harch, 1987). __._ -- - .--_ _ _ .--- 
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veal. Under arrengements introduced in April 1987 for a transitional 
period that is to end at the close of 1988, intervention will be 
available in a member atate only when the average market price for the 
quality or group of qualities concerned falls (i) below 91 percent of 
the intervention price in the Community as a whole, and (ii) below 
87 percent of the intervention price at the national Level. However, 
the Council temporarily increased the deficiency payments granted to 
breeders in the forms of various premiums (available in some or all 
member states) in order to cushion the impact on incomes of the reduced 
availability of intervention. 

These measures, although important in themselves, are proving 
insufficient to bring agricultural expenditure under control. As 
already noted, the current negotiations, aimed at a lasting solution to 
this problem in the context of budget discipline and finance, are 
proving Laborious. In preparation for the negotiations, the Coarnission 
has put forward a comprehensive set of “stabiliters”, i.e., 
administrative mechanisms which uould make it possible to enforce a 
ceiling on spending per product or, as the case may be, category of 
products. l/ The Cowsission has stressed that such mechanisms should be 
adopted si&ltaneously for all products in order not to elicit shifts of 
production into less tightly regulated products, thereby defeating the 
purpose of the reforms. Also, the Commission sees a need for some 
flexibility in the management of these mechanisms, and believes that it 
should therefore be given some latitude in dealing with unforeseen 
developments, that is, without having to ask the Council of Ministers to 
negotiac. appropriate adjustments to the rules and regulations. The 
substance of the changes in the administrative mechanisms proposed by 
the Commission is to impose a guarantee threshold for each product, with 
a dissuasive reduction in the support price for production in excess of 
the threshold, and to limit intervention in time and volume in order to 
give market forces greater sway. Guarantee thresholds are very 
different from production quotas, such as currently exist for sugar and 
milk, in that they apply to the Community as a whole, instead of to 
individual producers, and therefore Leave room for competition. 

C. Vegetable and marine oils and fats 

One of the most controversial issues currently being debated is the 
Commission’s proposal for a tax on vegetable and marine oils and fats, a 
large proportion of which are imported. z/ From a financial point of 
view, this tax would have the purpose of simultaneously raising revenue 
and, by causing demand to shift toward dairy products, of reducing 
expenditure on intervention. The proposal is still under consideration, 

11 See Commission of the European Communities, Review of Action Taken 
to-Control the Agricultural Markets and Outlook for the Common 
Agricultural Policy, COM(87) 410 Fins1 (August 3, 1987) Brussels and 
Implementation of Agricultural Stabilizers, COH(87) 652 Final, Volume I 
(October 1, 1987) Brussels. 

2/ See COH(87)! final, Annex II. 
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but opposition is so strong as to make it doubtful that it will be 
adopted in the near future. Several member states object to the 
resulting increase in the cost of living. The Community’s foreign 
suppliers consider that it is contrary to tile provisions of the GATT. 

As the Commission argued in 1983, when it first proposed such a 
tax, l/ the support schemes for vegetable oils have become costly in 
particular because the same products , or the raw materials from which 
they are made, enter the Cosxsunity at low or zero tariffs, and without 
quantitative restrictions. This regime cannot be altered unilaterally, 
as it is bound in the GAIT; it was introduced to satisfy those countries 
that wanted to be compensated for the expected trade-diverting effect of 
the Community’s creation. As production in the Community rose, 
expenditure on intervention increased rapidly. At the same time, 
vegetable oils depressed the demand for dairy products, thereby further 
increasing the cost of intervention. In the view of the Cossnission, the 
reduction in the support granted for the production of vegetable oils 
should be accompanied by the imposition of a tax on all vegetable oils 
as a further, and equitable, measure to reduce the cost of the support 
schemes, as border protection cannot be imposed. The levy would be a 
variable one and be calculated every year as the difference between the 
ex-refinery price for soya oil in the preceding year and the average of 
a five-year reference period. The Coxnnission argues that the mechanism 
would be nondiscriminatory. as it would be imposed on all vegetable and 
marine oils, and vould be completely neutral vith respect to imports. g/ 

d. The agri-monetary arrangements 31 

In a recent policy paper prepared under the obligation of member 
states to review the decision of March 1984, the Cosxaission catls the 
HCA system a “necessary evil.” $/ However, the Conmission believes that 
the system should be discontinued by 1992, when the %ompletion” of the 
internal market vi11 have been achieved. It is precisely to facilitate 
this development that the Council of tfinisters, acting on a proposal by 

i/ See Commission of the European Communities, COti(83)500 final, 
Common Agricultural Policy: Coxxnission Report and Proposals, Brussels 
IJuly 28, 19831, paragraphs 4.50-4.52. This paper vas reprinted as 
Supplr:ment 6/83 to the Bulletin of the European Communities. 

2/ It is perhaps vorth making a few observations on olive oil, of 
vh:ch the Community has been in surplus since the accession of Spain and 
Portugal. Unlike other vegetable oils, it is gradually losing ground, 
in all likelihood because it is relatively expensive. Its main 
competitors are the other vegetable oils. It would nonetheless be 
subject LO the proposed tax, because of the risk that the Latter would 
othervise be seen as constituting a discriminatory measure directed 
against imports. 

31 A description of the arithmetic of Monetary Compensatory Amounts 
(tiCAs) is provided in Appendix II. 

6/ Commission of the European Communities, Report on the Agri- 
nonerary System, COfl(87)64 final (February 27, 19871, p. 3. 
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the Commirsion, adopted at the end of June 1987 a scheme for the phasing 
out of new KAs created as a result of MS realignments. The practice 
of creating only negative KAs has been retained, but a distinction is 
made between ((natural” WAS, which vould have been created also under 
the old system using the ECU as numeraire, and “artificial HCAs”, which 
owe their existence to the switch over from the ECU to the strongest 
currency in the EMS exchange rate mechanism. The point of this 
distinction is that 25 percent of the artificial XCAs created on the 
occasion of a realignment are to be eliminated at the start of the 
following agricultural marketing year through a reduction in the 
Cosxnunity-vide price level expressed in ECUs. In member states vith 
sufficient negative tICAs, their phasing out vi11 prevent this provision 
from causing a reduction in support prices expressed in national 
currency. Hember states whose prices vould have to decline vi11 be 
entitled to grant farmers aid financed from their own budgets. provided 
it is not linked to the volume of output. The remainder of the HCAs, be 
they artificial or natural, are to be phased out in specified 
install. ents to be completed by the beginning of the third marketing 
year following the realignment, vith a ceiling of 30 percent on the 
amount of natural XCAs that may be eliminated at the time of the 
realignment. Thus, the new system aims at both making sure that XCAs 
will be phased out and preventing devaluing countries from rapidly 
improving the relative income position of their respective agricultural 
sectors. 

It deserves to be noted that, as part of the drive to curb the 
growth of budget expenditure, MCAs have been made less comprehensive, 
chat is, there has been a reduction in the extent to which they offset 
the gap between exchrlnge rates and green rates. Further steps in this 
direction vere taken in June 1987, as part of the annual reviev of 
agricultural prices and policies. Specifically, it vas decided to use 
Lover prices than before to calculate the HCAs of some coxnnodities, and 
there were selective increases in the so-called neutral margins that are 
deducted from the calculated monetary gap to obtain the applied monetary 
gap- 

It stands to reason that the price differences among the member 
states which are reflected in the HCAs should have an impact on supply 
and demand, and on trade within the Cooxnunity and with third 
countries. Nonetheless, the Commission was unable to detect clear 
trends bearing this out in the tvo studies it carried out based upon a 
wealth of statistical information. The first study covered roughly the 
period 1959-76, while the second extended the analysis to 1982. l/ The 
broad conclusion drawn by the Commission was that the performance of the 
member states could not be ranked in the light of changes in WAS, be it 
for their total production or individual products, because of the much 

I/ Cammission of the Europear. Communities, Economic Effects of the 
Agri-monetary System, COH(78)ZO Final (February 10, 19781, and 
Cosxnunication to the Council on the Economic Effects of the Agri- 
monetary System, COH(81)9S Final (April 26, 1980). 
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more powerful combined impact of the other factors determining farmers’ 
decisions. 

4. Concluding remarks 

The member states appear determined to bring agricultural 
expenditure under control, both because it is recognited to be 
inefficient and in order to free additional resources for structural 
policies at the Conmaunity level in the areas of regional development, 
social policy and, last but not least, agriculture itself. Also, it is 
hoped that reform vi11 help attenuate the frictions vith other 
industrial countries on agricultural trade , and there is keen avareness 
of the importance of agricultural reform in the EC for many developing 
countries. But, in the viev of EC member states, bringing agricultural 
expenditure under control does not imply dismantling the CAP. What is 
being negotiated is mainly the open-endedness of many of the 
arrangements currently in force for particular commodities or groups of 
coaaeodities. At the same time, however, the Cormrunity remains 
determined to continue exercising restraint in the annual reviews of 
administered prices as a means to bring supply better in line with 
demand. But this vi11 not remedy the basic problems of agricultural 
pricing policies and, moreover, will leave the external protection of 
agriculture at a high level. It is therefore to be hoped that further 
progress vi11 be stimulated by the negotiations on agricultural 
protectionism in the context of the Uruguay Round. 
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The Instruments of the CAP 

The objectives of the CAP are served by many different 
instruments. While a susxsary presentation--Appendix Table I.l--cannot 
do justice to their complexity and variety, which is essentially due to 
differences among the products concerned, the instruments can basically 
be grouped into two categories: price support and nonprice support. 

For most of the products covered by the CAP, an elaborate system of 
price rupport is in place (Chart 1). In most cases, it resta on three 
prices which are, in dercendiag order: the target price, 1/ which is 
the upper end of the range vithia which producer prices are left to 
fluctuate; the threshold price, z/ which is the lowest price at which 
imports pay be autde; and the intervention price, at which public bodies 
buy in to support the market. Although the scope of intervention 
purchases has been reduced somewhat in recent years, the intervention 
price remains by and large a minimum price guaranteed to producers. For 
some products, hovever, there are co-responsibility levies, designed to 
finence part or all of the disposal of excess supplies and also to serve 
as disincentives to production. Horeover, the entitlement to CAP 
benefits may be limited to a specified volume of output (production 
quotas) or be reduced somewhat, vith a time lag, vhen a specified volume 
of output has been exceeded (guarantee thresholds). 

Imports are subject to levies that are broadly calculated as the 
difference between the relevant threshold prices and the corresponding 
prices abroad, quoted in the vorld markets or in relected supplier 
countries. Because prices within the Cossaunity are usually belov their 
targets, import levies tend to make imports more expensive than domestic 
products. There are, however, preferential import quotas for a fev 
products and voluntary export restraints for mutton. The system of 
import levies and export subsidies is referred to as “Community 
preference.” 

Institutional prices are expressed in ECUs. To maintain price 
unity vithin the Community, changes in both the central rates of 
currencies participating in the EMS exchange rate mechanism and in the 
market rates of independently floating currencies should be accompanied 
by proportional adjustments in the institutional prices expressed in 

l! The term “target price” is used for cereals, sugar, milk, olive 
oii, grape and sunflower seeds. To reflect technical differences, 
“guide price” is used for bovine meat and wine, “norm price” for 
tobacco. and “basic price” for pork. 

z/ The term “threshold price” is used for cereals, sugar, dairy 
products, and !ive oil. Essentially the same concept is referred to as 
“sluice-gate price” in the case of pork, eggs, poultry meat, and 
“reference price” in the case of fruit, vegetables, vine, and certain 
fishery products. 
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domestic currencies, but with the opposite rign. For various reasons, 
member states sometimes wish to delay such a price adjustment in part or 
in itr entirety. To prevent the resulting price differences from giving 
rise to trade dirtortionr among member rtates, they are offset through 
so-called Monetary Compensatory Amounts: export levies and import 
subsidies for countries where prices have been raised by a percentage 
that is smaller than the devaluation’ , export subsidies and import levies 
for countries where prices have ixen lowered by a percentage that is 
smaller than the revaluation. 

The most cowmnl.y used nonprice support inatrumente are: storage 
subridier, which are chiefly meant to soften the impact on the market of 
seasoaal fluctuations in production; consumer subsidies; input 
subsidies; and deficiency payments and production premium of various 
kinds. These instruments are used in a highly selective fashion. 
Finally, nonprice support includes structural measures financed by the 
Cotmmni ty, such as irrigation athemes, reefforestation projects, and 
research and development. However important these structural measures 
may be for the future development of the Comaunity’s agricultural 
sector, they account for only a small fraction of total expenditure on 
the CAP. 



Table I-l. The t4ain Instruments Used for the Implementation of 
the CAP -- Selected Products 

Cereals Sugar Dairy Beef / Sheep- Frerh fruit Processed Wine 

11 21 veal meat 6 vegetab. z/ ftui t 21 

Intervention X X X X X It kl x 11 X 

Storage sid 

Direct aid x b/ 

Import Levies and 
export refunds X 

Co-responeibil ity 
levies X 

Guarantee threshold X 

* X X X 

X X X 

X X 

X 

x I/ 

X 

x a/ 

x g/ x 111 

x g/ 

Production quotas X X 

Source : The information presented in this table vas taken mainly form Cosssirrion of the 
European Communities, Green Europe, “General Description of the Mechanisms of the Cormsunity 
Agricultural Market”, Part 1: Crop Products (March 1985) and Part 2: Livertock products (April 
I985 ) Bruseel s. 

l/ Except rice. 
I/ Arrangements generally applicable only in periods of large-wale marketing. 
j/ Only table vines are subject to the prices and intervention system. 
Z/ Intervention only in “crisis situation”. Otherwise, “vithdrawal” of rurpluses at a lov 

price. 
5/ No levies on imports. 
g/ For durum vheat produced in certain regions of Italy, Greece, and France. 
‘i! For cltrua fruit. 
81 Aid for processing of selected products, in some cases vith a quantitative ceiling. The 

products concerned are: various tomato derivates, dried figs, raisin, a par?icular type of prune, 
and preserves in syrup (cherries, peaches, and Williams pears). 

9/ In case of VFRs, levies may not exceed amounts laid down in the agreements. 
lb/ For a limited number of products. 
c/ Provided the import price is not lover than the relevant reference price, there are no 

levies on imports. 
E/ For aid for rhe processing of tomatoes. 
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The Arithmetic of the Xonetary Compensatory Amounts (WAS) 

The CAP has always made use of a unit of account to express 
decisions involving prices. Initially, when the Btetton Woods system 
was still in force and the member states had par values expressed in 
dollars, it was the dollar which served as a unit of account. In 
August-December 1971, when the dollar floated for the first time, the 
member states decided not to Let their currencies float against each 
other and to keep them within the bilateral fluctuation margins 
originally derived from their respective fluctuation margins around the 
dollar. The unit of account thus began to Lead a Life of its own: its 
value was no Longer equal to the dollar but had to be derived from the 
par values of the member states. In the spring of 1973, the Link 
between the dollar and the currencies of the member states was again 
severed. The problem this posed for the unit of account uas solved in 
the same vay as the first time round. The arrangement was given a 
permanent character by the fact that tie conversion rates of the unit of 
account were based on the central rates of the countries participating 
in the European narrow margins agreement (the “snake”). In April 1979, 
in the month following the creation of the EMS, the ECU was substituted 
for the unit of account without affecting the comnon price Level 
expressed in national currencies. i/ 

The unit of account has always been converted into the member 
states’ currencies at fixed rates. For a country that participates in 
the MS exchange rate mechanism, this means that the conversion rate of 
the unit of account-- cosvnonly known as the green rate--is in principle 
eqraal to the central rate and that exchange rate fluctuations within the 
allowable margins are disregarded. When the currency of a member, state 
floats independently, or vhen its agricultural prices are not adjusted 
fully in terms of its national currency at the time of an exchange rate 
realignment, the green rate no Longer corresponds to the central rate. 
XCAs are then created to prevent this “monetary gap” from giving rise to 
trade distortions. XCAs are called positive when the currency has 
appreciated against the green rate , and they serve as import levies and 
export subsidies; they are negative when the currency has depreciated, 
and they serve as import subsidies and export Levies. There have been 
significant adjustments over time in the way HCAs are calculated, but 
finding the monetary gap remains the first step. 

A/ Cosmxission of the European Communities, Information Memo by the 
Spokesman’s Croup, “A History of the Honetary Compensatory Amounts’*, 
p. 44, (July 1982). 
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For a country vith a central rate, the monetary gap is the 
difference between this rats and the green rate, expressed as a 
percentage. if Fluctuations of the exchange rate within the agreed 
t.Targins around the central rate are disregarded, because their incidence 
on prices is believed to be insignificant. This is not the cast with 
currencies that float independently-the drachma, the tscudo, the 
ptstta, and sttrling-- and vith the Lira, which has a fluctuation margin 
that is considered too wide for the purposes of the cotmmn price policy 
(6 percent, against 2.25 percent for the other currencies in the EMS 
exchange rate mechanism). For these currencies, the monetary gap is 
calculated as the difference between the market rate of exchange and the 
green rate. I?rt exchange rate is measured as the unutighttd average of 
the rates recorded on the markets of the other member states, expressed 
as the amount of ECU that can be bough: on those markets for one unit of 
the currency .zonctrntd. The HCAs of these currencies art calculated 
anew every week and art changed whenever the calculation yields a rate 
that differs by 1 percentage point or more from the preceding ueek’s 
WA. 21 Thus, while it takes a realianment to modify HCAs of countries 
participating in the EMS exchange rate mechanism, the HCAs of other 
countries are Liable to change frequently. 

There is a significant departure from the principle that a 
country’s HCAs correspond to its monetary gap. Since 1973, a “neutral 
margin” is deducted in the calculation of negative WAS as a means to 
save money for the cosxxon budget. It was extended to positive WAS in 
1979 in order to satisfy the demand that all countries be treated 
alike. The upshot is, of course, a reduction in the extent to which 
HCAs can be used to maintain price differences among the member 
states. At present, the neutral margin stands at one point for the 
Netherlands and 1.5 points for the ot.rer member countries, except that 
it amounts to 5 points for wine and for poultry and eggs, and to 10 
points for olive oil. Bow UCAs are computed when a neutral margin needs 
to be deducted, is illustrated in examp’c I in the table at the end of 
this Appendix. 

In mid-1984, it was decided to phase out positive XCAs by basing 
the system on the strongest currency participating in the EMS exchange 
rate mechanism, i.e., the currency that has been revalued tmst on the 
occasion of the Latest realignment. There were actually two measures. 
First, there was the conversion of part of the stock of positive WAS in 
countries with an undervalued green rate (i.e., vith support prices in 
domestic currency higher than the Coxnnunity-wide level) into negative 
HCAs in other countries. This decision, referred to as the “switch 

l/ The equation is: monetary gep = (L-central rate) 1oO. 
green rate 

2/ The calculations are based on data for the week ending on 
Tuesday. If a change ic warranted, it becomes effective on the 
following Monday. #ore Frequent changes have been ruled out in order 
not to hanper trade. 
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over ,‘* amounted to an increase in the c-n price level, as shown b;d 
the asrroving of the margin by vhich prices in Germany and the 
Netherlands exceeded the cowon level. Second, the co-n price level 
was tied to the strongest currency in the event of nev realignsw;Ls. 
Thus, realignments would no longer create a need to lover prices 
expressed in domestic currency in the country with the strongest 
currency and, correspondingly , there vould be more scope than under the 
old system for raising prices in the other countries. 

These decisions could have been implemented by adopting the 
deutsche mark as the nev nusteraire. Instead, it vas decided to compute 
the monetary grrp as the difference between the green rate and an 
adjusted central rate, called the “green central rate.” The latter is 
obtained by multiplying the central rate by a *‘correcting factor” so as 
to devalue notionally all currencies against the ECU (by increasing the 
number of currency units per ECU). In the case of the svitch over, the 
correcting factor is derived by calculating the rate of devaluation of 
the deutsche mark central rate needed to obtain the desired reduction in 
positive ?lCAs. (The logic behind this is thAt, when the green rate is 
kept unchanged, positive HCAs can decline only on account of a lovering 
of the central rate.) Example 11 shows hov this is done and what the 
impact is on France’s negative HCAs. As may be seen from example III, 
the inverse route is followed in the computations made on the occasion 
of a realignment. Here, the increase in the correcting factor is given 
by the rate of revaluation of the deutsche mark and is used to shift 
downward the entire grid of WAS. 
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Table 11.1. The Computation of Monetary Compensatory Amounts - 
Illustrative Examples for the French Franc 

Example I: Calculation of WAS with ECU as numeraire 

FF central rate: 6.87 

FF green rate: 6.55 

Monetary gap: (l- -~‘,~;~’ ) 100 = -4.89 

Deducting the neutral margin of 1.5 points and rounding yields an 
applied monetary gap of -3.4. 

Example II: Level to which WAS for FF have to be raised if the 
positive ?KAs for the DM are lowered by 3 points, with no 
change in Germany’s central green rate. 

A. Calculation of correcting factor: 

DH central rate: 2.24 

DH green rate: 2.54 

Monetary gap: 11.8 

With an unchanged green rate, a reduction in the monetary gap 
to 8.8 vould require a central rate of DH 2.32. This rate 
is called the “green central rate.” 

Correcting factor: 2.32 = 1.0357 
2.24 

B. New HCA level for French franc (FF) 

FF green central rate = central rate x correcting factor 

In this instance: 6.87 x 1.0357 = 7.115 

New monetary gap, calculated with green central rate: -8.625. 

After deducting neutral margin and rounding: -7.1 

Example III: 

Nev level of HCAs for France resulting from a realignment in vhich 
the Dtl was revalued by 3 percent against the ECU and the FF devalued by 
0.5 percent. 
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a. As the FF was devalued by 0.5 percent against the ECU, its 
central rate becomes: 6.87 x 1.005 = 6.904. 

b. Correcting factor will rise from 1.0357 before realignment to: 
1.03s7 x 1.03 = 1.0668. 

C. It should be remembered that the monetary gap is calculated 
with the help of the green central rate = central rate x correcting 
factor. 

Germany’s green central rate does not change, as the change in the 
correcting factor offsets the change in the central rate. AL1 other 
green central rates change by the difference between the revaluation 
against the ECU of its own central rate and that of the DH. Relevant 
figures are obtained by multiplying central rates by the correcting 
factor. 

FF green central rate: 6.904 x 1.0668 = 7.365. 

d. HCAs for FF: 12.44. 

After deducting neutral margin and rounding: -10.9. 

Source : Deriveti irom historical data presented in the Commission of 
the Earopean Communities, COkl(87164 final, Report on the Agrimonetary 
System, February 27, 1987. 
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The Effects sf the Consnon Agricultural Policy of the 
European Community: A Survey of the Literature 

This survey deals vith the costs and benefits oZ the coaxnon 
agricultural policy for EC member countries and the effects of the CAP 
on vorld markets and the well-being of the Comaunity’s trading 
partners. It presents and discusses recent empirical literature that 
attempts to estimate quantitatively the domestic and international 
effects of tk* CAP. The “*#omestic effects” are the welfare gains and 
losses of producers, consumers and taxpayers, the effects on other 
sectors and the deadveight costs to the economy as a whole. The 
“internat ional effects” are the effects on world commodity prices, the 
volume and pattern of international agricultural trade and the velfare 
of the r<qt of the vorld. The impact the CAP has on the stability of 
vorld commodity prices is atso included in this category. 

In order to compare and evaluate the empirical evidence, section 1 
discusses the development of :he conceptual framework for the velfs:e 
analysis of price support and its limitations. Section 2 presents the 
evidence categorized in five groups: domestic welfare Level of world 
prices, international trade, velfare of non-EC countries, and stability 
of vor!c! prices. Section 3 is a discussion of the conclusions and their 
relevance to the current debate about agricultural policy reform. 

1. The theory 

Although the stt’ucture of the CAP is complicated, for the large 
majority of products the basic method of implementation is through price 
support. This is achieved by 3 variety of instruments, such as 
intervention ourchAses, market withdra*daIs, export restitutions, minimum 
import prices and import levies. i/ Other price support devices (e.g. 
deficiency peyments) and nonprice support Lnstruments (storage aids, 
input subsidies, voluntary export restraint (VER) agreements vith non- 
member countries, etc.) are also used, but on a more 1 imited scale. 

The sim>iesc vay to examine the effects ot price support on 
domestic welfare is the single-good Tartial equilibrium ar.alysis. 
Char: 2, panel (a) illustrates the case of a small importing country. 
If the uerld price is Pv but the domestic price is maintained at P, by a 
tariff, 
imports. 

production 1s nr SC, consumption a: DC and the difference LS 
Reducing consumption below and increasing production above 

vhat they would be if the world price prevailed entails a consumer loss 

_ _..- -_._ _ --- --.-- 
I/ Some of the secondary objectives of the CAP, such as improving the 

quAliLy of food consumed, impraving the distribution of income vithin 
the agricultural sector, protecting small family farms and preserving 
rG:ra! i L fc s:y:**s an4 the natural environment, create the need for a 
diffarz::! fanily of ins:rurvn:s tha: gen*>Tally go under the namr of 
gu:d,?nc-* expcr:d:r’.:-v. 
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CHART 2 
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of A+B*C+D, a producer gain of A and en iacrearc in government revenue 
of c. The net velfare loss (of, atterartively, the net welfare grin of 
liberalising) is B+D. Price support in an exporting country by means of 
an export subsidy is illustrated in panel (b). Here the consumer toss 
is J+E, the governsent expenditure E+C+H, and the producer gain J+E+C; 
by subtraction the net welfare loss is E+li. 

This simple domestic welfare enalyris treats the EC as a single 
entity. Ia order to examine the country-specific effects of the CAP the 
previous analysis has to be modified in three ways. First, it has to 
atlow for i&ta-EC comsodity trade (Buckwell et et., 1982, pp. 30-39). 
Some of the imports of an importing country wilt now originate in other 
Community members end, therefore, be priced at the CAP support tevel. 
Consequently, pert of the tariff revenue C will now be foregone. 
Similarly, part of the government expenditure for subsidies in an 
exporting country vi11 now be avoided , since the gain to producers is 
generated directty by sales to other Community members et the high 
protected prices. 

Second, the analysis has to capture the function of the so-called 
agri-monetary system of the EC. The MCAs thet came into effect in the 
early 1970s to protect farmers from national currency fluctuations, 
essentially allow member-countries to maintain domestic prices different 
from the cosmon CAP rupport levels. Importers in a country with a 
domestic price tower than P, cm be thought of as paying P, et the 
border for imports from other members end then getting a subsidy to 
allow these imports to compete in the domestic market. Exporters in 
that country must pey a tax on their exports in order not to undermine 
the higher prices in the rest of the Cormunity. The sitvqtion in a 
member country which maintains a c’omestic price higher than P, is the 
opposite. 

Third, the principle of cossnon financing, which means that the 
Comrrmnity is collectively responsible for paying the subsidies for (and 
receiving the tericf revenue generated by) all products covered by the 
CAP, requires that additSone1 transfers between the Ed and members’ 
budgets be taken into account. 

Even after introducing these additional considerations to make the 
model capture the supranationel character of the CAP, the partial 
equilibrium analysis still retains its simplicity. Its usefulness is 
limited, however, by the strong assumptions that underlie it. l/ In 
what fallows, the main difficulties of assessing the effects of price 

.T 

. . 

.: 

l/ For e discussion of the partial equilibrium welfare analysis end 
its advantages see: Corden (1937); Corden (1971): liarberger (1959); 
Johnson (1960); Currie et at. (1971). For a discussion of its 
Limitations, in particular with respect to analyting agricultural price 
support in the EC, see: Buckuetl et al. (1982); Veldes L Zietz (1980); 
Matthews (198Sa); Winters (1987). 
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support by means of the pertiat equilibrium model are outlined, end ways 
of deeling with these difficulties are discussed. 

1. The l naly8is of price support, even when emended to take into 
rrccount the l forementioned intra-EC transfers, is designed to capture 
the effects of one specific policy. There are, however, many different 
CAP price support instruments, not all of which have the same effect. 
Deficiency payments, for example, differ from export subsidies in that, 
as consumers pay the world price , there are no consumer losses. 
Nontariff barriers or variable import levies do not generate the same 
revenues es ad valorem tariffs. These differences are very herd to 
capture empiricelly. 

2. The analysis in Chert 2 implicitly assumes that the country is e 
price taker in the world msrket. This “smalt country” assumption means 
that, no mstter whet the level of domestic protection is, the world 
price remains unaffected. The vetfare effects of price support can then 
be accurately measured with reference to that world price. It also 
means thet these effects are limited to the home country; there is no 
room for international repercusrions. This is clearly unsatisfectory in 
the cese of the CAP; the EC is large enough to influence world markets. 

3. Partial equilibrium enelysis assumes that the prices of at1 other 
goods remain constant. This means that substitutability and 
complementerity in consumption and production between the.good studied 
end other commodities is ignored. In order to correct this shortcoming 
one has to model the interactions between markets for different goods 
explicitly. The choice of the releveat group of goods is, however, a 
difficult task, since the chain of substitution can extend from 
commodities very close to the one studied (e.g. different varieties of 
wheat) to nonegricultural goods. 

4. The preceding discussion also assumes that 811 demand is final. 
This is obviously not true for meny agricultural products. The demand 
for those products has to be derived from the cost function of the food 
industry. Horeover, many coaxnodities use other sgricultural products es 
inputs: beef, for example, requires animal feed. The true degree of 
protection for beef, thereEore, is captured by the effective, rather 
than the nominet rate. 

S. Price support policies in agriculture , especially in ceses like the 
CAP where e wide range of coamnodities is covered, ten have a 
considerable effect on total emptoyment end the allocation of capital 
and labor. This, in turn , affects other sectors of the economy. The 
site and direction of the effects depend mainly on reletive factor 
intensities end the policies implemented in the other sectors. Such 
interactions can exert a significant influence on the actual welfere 
gains or losses from agricultural policies. 

6. Because of the range of coverage of policies like the CAP, 
macroeconomic considerations also enter the picture. Changes in the 
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price support policies for many commodities can have sizeable effects on 
the external balance of the economy and, consequently, the exchange 
rate, and/or the relative price of tradable9 and nontradables. Either 
could then shift the supply and demand curves in Figure 1 endogenously. 

7. gxteraaLities and market distortions, if present, represent the 
greatcrt challenge to the welfare analysis of price support policies. 
Even if they are absent from the.agricultural sector proper but exist 
elsewhere, externalities and distortions can affect the calculation of 
welfare costs and benefits in a variety of ways. Empirical work has 
shied away from these problems by routinely postulating perfectly 
competitive structures, full iaforsntion and coolplete arkets. 

These shortcomings of the simple partial equilibriunn model have 
prompted analytical efforts in several directions. First, in order to 
simplify the empirical question at hand and take care of the problem 
raised in point (1) above, stost researchers convert all sorts of price- 
support instruarents into tariff equivalents (nominal or effective, as 
the case may be). Alternative policy options are then described in 
tetcas of changing this notional rate of protection, without specifying 
how exactly this is to be done. Marling (1983) and Valdes & Zietz 
(1980) discuss at length the methods of calculating tariff equivalents 
and the ensuing problems. 

Second, “large country” effects, substitution of agricultural 
cosssodities in production and consumption and backward and forward 
linkages with other sectors are incorporated in the analysis by applying 
partial equilibrium techniques in a plUlti-country wrlti-sector 
framework. This approach is used extensively in evaluating policies 
such as the CAP, which affect ppany agricultural cosssodities 
rimultaneously. Trouble spots (2) through (4) from the previous list 
are dealt with in this way. 

Multi-country multi-commodity models differ fundamentally from the 
simple analysis in Chart 2 in one respect: the world price Loses its 
meaning as a reference point for the lwasurement of the welfare costs of 
protection. Since the home country is “large,” a change in domestic 
policies will affect the world price. The effects of the policy must be 
estimated with respect to what the world price would be, had the policy 
been absent. The calculation of that hypotheticat price requires 
formulating demand and supply functions for the country(ies) and 
coasnodity(ies) involved and solving the system at a notional, unobserved 
equilibrium. This is called counterfactual analysis. 

Counterfactual analysis is necessary for the effect9 of domestic 
policies on international trade and other countries to be addressed. 
Once counterfactual world equilibria have been computed, the resulting 
prices and trade flows can be compared with the actual ones and the 
distortions implied by the existing policies can be demonstrated. 
Horeover, the effect9 of the policies on the real income of other 
countries can also be catculated. Hulti-country multi-sector partial 
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equiLibrium models that use counterfactual analysis to estimate both 
domestic and international effects of price support can get quite 
complicated. 

Probably the most advanced model in this category in that of Tyers, 
used by the World Bank in the 1986 World Development Report. l/ It 
incorporates seven agricultural comaodicier and thirty countrres or 
country groups* The intersectoral links are captured by cross- 
elasticities in both supply and demand. 
mechanism of “partial adjustment” 

Supply is represented by a 

1958). 
of production to prices (lerlove, 

It models government action explicitly by using “transmission 
elasticities” which deternine what proportion of a world price shock is 
passed through to domestic producars and consumers, it includes stock- 
holding behavior endOgenOu$ly, and it estimates welfare effects on 
consumers and producers, and changes in government budgets and 
stockholders’ profits. Finally, it is dynamic in nature, in the sense 
that it allows for differences in the short- and long-run effects of a 
shock or policy change. 

Even a model of such sophistication, however, is essentially 
limited by the constraints of partial equilibrium methodology. 
Computable General Equilibrium (CC&) models make one further step and 
bring nonagricultural sectors, factor markets and the macroeconomy into 
the picture. Thus, the problems raised above in points (5) and (6) are, 
addressed directly in CCE models. 

CCE world models are essentially higher-dimensional analogs of the 
traditional two-sector Heckscher-Ohlin international trade model. Each 
region has a production function with primary and intermediate inputs 
and demand functions derived from utility maximization. The Armington 
heterogeneity assumption, which postulates that similar goods from 
different countries are imperfect substitutes, is usually made to 
account for the cross-hauling of goods ob.ierved in international 
trade. The countries are constrained by their total factor 
endowments. The balance of payments, or parts thereof, is modeled 
explicitly and constrained by an external condition. A global general 
equilibrium is characterized by r set of international prices for all 
goods and factors such that: (i) all markets clear, (ii) the zero-profit 
conditions are met in all industries, and (iii) the external accounts of 
each country satisfy the constraints. 21 

A/ See Tyers 6 Anderson, 1986 and also Tyers and Anderson, 1987a, 
1987b; earlier versions of the same model are used in Anderson & Tyers, 
1984, Chisholm & Tyers, 1985, and Tyers, 1985. 

21 The basic structure of CGE models is discussed in detail in 
Whzlley (19841, Whalley (1985a) Ch. 3 and Uinters (1987). Whalley 
(1985b) outlines some of the methodological problems that apptied 
general equilibrium analysis still faces. 
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The issue% raised earlier in point (7) are not dealt with 
successfully in wither advanced partial cquilibriua or general 
equilibrium l naly&ir. Externalities, in particular, are hard to handle 
because market prices do not reflect the true social vrluations of 
different activities. 

The discussion so far has focused on differtnt ways of mtasuring 
the effects thtr price support policits have on domtrtic welfare, 
international trade and the welfare of other countries. Such policies 
ia large countries or r-ions, however, have other effects as well. One 
that has attracted a considerable amount of attention is the effect on 
the stability of inrtrrutional comodity prices. 

Price instability, especially in l Sricultura1 markets, has long 
been an issue of concera. The conventional view is that policies that 
insulate domestic earktts from international price movtmtnts tend to 
increase world price instability. This htpptns btcmst if a country 
does not let its drwcstic consumption accommodate, for example, a world 
production shwtfrll, rhe con&uption of everybody else must fall 
disproportionately. To ration the reduced world output, world prices 
must rise by more. This, in turn, ctuses farmers incoats to 
fluctuate. Farmerr with utility functions with the usual coavexity 
properties react with l vtrsioa to risk in their supply decisions and, in 
this way, affect the tconooly ts t whole. klortovtr, the poorer the 
country whose comoditier art affected the more undesirable these 
fluctuations art, for two reasons: one, because farmers there tend to bt 
relatively more numerous and impoverished; two, because owing to the 
reduced tcctss to insurance markets, they are more vulnerable to income 
fluctuations. 

This view is not coeplettly accurate for two reasons. First, it is 
unclear whether all price support measures increase instability or 
whether they increase it to the same extent. Bale 6 Lutz (1978 and 
1979b) show that some policy instruments have no impact on world price 
stability while others craasfet diflerent degrees of instability from 
one country to another. 1/ Second, world prices in theory can be 
stabilircd even if most zountrits insulate their markets, as long as 
countries or private individuals operating OD the free market hold big 
enough stocks. The irrue is, ultixu:ety, an empirical one. 

In order to measure eolpirically how such the insulation of 
particular domestic markets adds to price instability in the world, the 
partial or general equilibrium smdtls used need to be modified to take 
into account price fluctuations. This is done by introducing stochastic 
supply and demaad shocks in the models (see, for txamptt, Tyera L 

l/ The effect of domestic policies on international price stability 
is-also analyzed in Bale 6 Lutz (1979b), Blandford (1983) and Berck & 
Schmitz (1984). Roester (1982) compares alternative price support 
policy packages vis-i-vi, their (de)stdbilizing properties. 
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Anderson, 1986) and observing how the specific policies chtngt the 
variance of prices. 

A final methodological point that ought to bt mentioned has to do 
with tht scope of counterfactual equilibrium analysis. There is no hard 
and fast rule for the choice of the appropriate counterfactual “base 
cart3 R it dtpeadr on what the specific question addressed is. If the 
focus is on a cost benefit analysis of the CAP, then the free trade 
competitive tquilibtium is the obvious choice. If, on the other haad, 
the objective is an evaluation of an alternative policy package (such as 
maintaining unchanged nominal support pricer for a certain period of 
time, reducing protection of some cosssunitits or across the board, 
etc.), then this is the appropriate counterfactual. The first option 
has the additional advantage of being conceptually simple and 
familiar. The second is obviousty more interesting from a policymaker’s 
point of vitv, but requites a detailed spelling out of the components of 
the alternative policy package. i/ 

2. The evidence 

a. Effects of the CAP on EC ?Itmbers 

This section presents a Survey of recent empirical literature on 
the domestic effects of the CAP. Uost studies treat the Coumtunity as 
one entity, although some provide estimates of the effects on a country- 
by-country basis. Host also provide a breakdown of the total wtlfate 
cost into consumer and taxpayer (or government) loss and producer 
benefit. Table 37 susrsarites the evidence from all the existing studies 
char report reouits in a comparable form. Also presented and discussed 
art studies that focus on different aspects of the domestic effects of 
the CAP or that formulate their questions in a different way. The cost 
ertimates in column9 (a) through (d) are all converted into 1980 U.S. 
dollars. 

All but one of the studies presented art multi-sector models, 
covering all or most of the CAP conxxodities. Koester 4 Schmitz (1982) 
is the only exception. They examine the effects of the EC Sugar 
Protocol (a mixed system of price support and quotas) on LBCs, intra-EC 
transfers end COIIIIIunity welfare. The welfare coata are calculated with 
a free trade counterfactual world price as the reference point, which 
was taken to be equal to 38 percent of the EC support price. This 
counterfactual world price wds arrived at by a series of computations of 
free trade counterfactual equilibria under different assumptions about 
demand and supply elasticities in the C-unity and the rest of the 
world. However, no exact information about the elasticities was 
available and, in addition, the computed countetfactuel equilibrid were 

I/ Buckwell et al. (1982) ch. 3, Bureau of Agricultural Economics 
(1385) Ch. 6 and Whalley (1485a) ch 3. offer a brief discussion of the 
problems of counterfactual equilibrium analysis. 
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very renritive to the elarticity values (op. cit., p. 189). The velfare 
calculations, therefore, do not seem very reliable. 

Morris (1980) estimates the effects of price support for the main 
CAP coammditier (the exceptions are wine, tobacco, fruit and 
vegetables). A serious drawback of this study is that the 
counterfactual free trade prices do not come out of a demand and supply 
system, but are instead postuiated ad hoc. Since these counterfactual 
prices are not listed in the study, it is impossible to tell a priori 
whether the paper tends to over- or underestimate the welfare costs. 

Thompson & Harvey’s (1981) paper models the markets for sixteen 
groups of agricultural commodities. Their interaction is captured by a 
set of cross-elasticities. The study evaluates the CAP with respect to 
its stated objectives and does aot address the vider social costs. The 
closest one could come to a meanure of overalt efficiency is the 
transfer ratio of 1.77. The transfer ratio is the cost to the economy 
of an increase in farmers’ income by one unit. 

A very comprehensive study of agricultural protection in the EC is 
the one by the Australian Bureau of Agricultural Economics (Bureau of 
Agricultural Economics, 1985). They treat the CoarPunity as one country, 
but distinguish between different cosmmdities, as do Thompson & Harvey, 
and make adjustments to account for their interaction. They consider 
the CAP together with national price support policies and provide yearly 
estimates of the costs for the 1971-83 period. In Table 37 estimates 
are reported for 1978, when, according to the study, the costs of 
agricultural support perked, and 1983. Their resuLts imply significant 
costs from the operation of price support mechanisms: around 0.3 
percent of totat EC-10 GDP, equivalent to roughly one- third of Greece’s 
GDP, vas wasted in 1983. In per capita terms, this means approximately 
US$ZS. 

Probably the most often quoted study of the effects of the CAP is 
the monograph by Buckvsll et al. (1982). As vith the previous tvo 
studies, they model explicitly many countries and markets, with the 
interaction between conxsodities captured by cross- elasticities. An 
important advantage of this paper is that it takes into account intra-EC 
transfers resulting from Community preference schemes, the cosxnon 
financing of the CAP and WAS. Their estimate of the consumers’ Loss is 
comparable to that of the Bureau of Agricultural Economics, but that of. 
the taxpayers’ is smaller, possibly because of the inclusion of the 
aforementioned intra-EC transfers. The total cost estimate, however, is 
Larger than that of the Bureau. The reason for this is probably the 
fact that auckwell et al. model the structure of the agricultural sector 
in greater detail and, therefore , are more accurate in their estimation 
of the producers’ benefit. 

Tyers (1985) and Tyers 6 Anderson (1986, 19878, 1987b) use 
different versions of the same model to estimate the costs of the CAP 
alone and of the CAP plus domestic policies respectively. The basic 

:: 
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model is discussed in section I of this appendix. In coerparirtn to the 
previous studies, there seem to be several advantagea in the analytical 
franteuork urtd by Tyera and Anderson. First, the iatarnational policy 
interaction8 are better captured, btcaurt the dtgrtt of disaggttgation 
is higher (24 cormtrier and country groups in the Tyers and 30 in the 
198s Tyers & Anderson paper). Second, government bebavior is 
incorporated ia the model and assumed to bt differtnt in the short and 
the long run. Third, stockholding bthavior is modtltd explicitly. 

The estimates presented in the studies are for different years 
(1980 for the Tyers, 1980-82 and 1985 for the Tyers 4 Anderson 
studies) A/ and country groups (SC-9 to E-12) and for varyiag dtgrtes 
of disaggrtgation of the rest of the world. In the tw earlier studies, 
the total cost estimte ia significantly higher than in any other 
partial equilibrium study: it ia 1.1 perceut of EC-9 GDP in 1980 in the 
Tytra study and 1.3 percent of EC-10 GDP ia 198s in the Tyera i Anderson 

paper. The implied transfer ratio in the latter study is 1.98. Tn 
their 1987 study, however, the l urhors estimate total costs at only 
0.3 percent of EC-12 CNP and the transfer ratio at 1.2. The discrepancy 
vith the earlier studies reams to reflect in part a change in the 
measurement of the velfare tfftcta. while the model used in this and 
earlier studier by the same authors is non-linear, in the earlier 
studies linear l pproxiwtions to aupply and compensated demand curves 
vere used to measure the welfare effects. The areas which tmtrgt from 
such approximations trt accurate only for small changes in domestic 
prices-- in the case of the EC, however, the price changes were in fact 
very large. In the 1987 l tudita, the areas under non-linear curves vere 
measured which resulted in some cases in substantially smalttr welfare 
tffecta. In addition, th? 1987 study assumes a much lower dtgrtt of 
tranaariasion of world market price changes to domestic price changes. 
The long-run transmission elasticities for the EC, for example, range 
betveen 0 and 0.76 depending on the particular coaaaodity. 2/ As a 
consequence of the higher degree of insulation of prices iz the EC and 
other countries and geographical regions , trade libetalitation in the EC 
has a larger impact on world market pricea. This is reflected in the 
significantly larger increases in agriculturat world market prices as a 
result of trade liberalisation in industrial countries in the 1987 study 
as compared with the earlier studies (see below). Consequently, the 
gains from liberalitation, which depend on the counterfactual wrld 
market prices, are much smaller. 

l/ Mote, however, that both in the 1986 and 1987 studies the base 
period for the estimates vaa 1980-82. The results reported for 1985 are 
merely “scaled up” results for 1980-82 and do not take into account the 
major macroeconomic and supply shocks vhich occurred betveen 1980 and 
1985. 

2/ A value of 0 implies no pass through of changes in the vorld 
prTces to the domestic prices ; a value of 1 implies complete pass 
through. 
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The studies by Spencer (1985) and Eumiaux and Waelbraeck (1985) 
ate general tquilibrium models. Spencer (1985) has a very simplt CCE 
model with nine countrits (tight in ths EC, with Belgium and Luxtmbourg 
lumptd togathat, and the test of the world) and two goods (agriculture 
and M)Q agriculture) produced with two factors of production.’ He 
calculates t&C 0.9 percent of EC-9 GDP is lost as a result of the 
CAP. 

gurniaux & Uatlbroeck (19815) use a more sophistieattd CC6 
frunevork, uhich includes nine regions and models separately production 
and consumption in the urban and rural artas of each (see Burniaux 6 
Waelbroeck, 1985, Appendix). do in the Tyers & Anderson (1986) model, 
difftttat dtgrtes of insulation of the domestic swket 6re captured by 
price transmission equations. The paper distinguishes bttwtea more and 
lass “fltxiblt” regions; the U.S. and Latin America, for example, are 
assumed to insulate their doewzstie markets less than oil-exporting 
countries and Europe. 

The Burniaux 6 Uaelbroeck model calculates the Long-run effects of 
a policy change today, subject to growth rate forecasts for the regions 
under consideration. Dismantling the CAP today (1985), according to the 
model, generates a gain in real income eqrral to 2.7 percent of EC GDP in 
1995. This result is somewhat surprising, compared with the other 
studies presented here, but can be explained by the assumptions fed into 
the model. Bumiaux 6 Waelbroeck, unlike other studies, l ssruse that 
international comodity prices , even if nothing the changes, will be 
decreasing contiauously until 1995. Agricultural protection in the EC 
with variable import ltvies, which maintain domestic commodity prices 
unchanged, is obvioutIy bound to look increasingly txptnsive against 
this background. Uevertheltso, this scenario is not unreasonable, 
especially if the commodity price trends of the last 30 years continue 
in the future. 

Finally, the results from a recently released OECD study (1987a) 
can be construed to be based on a simple “partial” equilibrium approach, 
which implicitly assumes inelastic demand for agricultural products in 
the EC for estimating costs to the consumers. The expenditures incurred 
by both the national and the EC authorities on agriculture, on the other 
hand, are taken in the study to represent the costs to the taxpayer. 
The OECD study estimates the cost of agricultural policy in the EC to 
the consumers at about US$28 billion in 1980 prices (or about 
1.8 percent of EC-9 GDP). The tots1 cost (to the consumers and 
taxpayers) of this policy is estimated at 2.8 percent of GDP; the annual 
average costs are estimsted at EC! 11,437 per holding and SW 7,465 per 
agricultural worker during the period 1979-81. r/ 

l/ These are the “gross” costs of the CAP and not comparable with the 
ll& *m costs, or deadveight losses, reported in Table 37. 
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The divtrsity of tht Prcthodologies used makes it difficult to 
suauntrlrt tht tvidtnct prtseated ia Table 37. Ia gentrat, thbugh, the 
tstimattr of tht utlfart costs of the CAP stem to fall into tw6 tones: a 
“10~” arm, with aet lorsts raaging from 0.32 percent ‘to O.Sf percent of 
EC CDP (Xtrris, 1980; Burt&u of Agricul-tural Econoisits, 198s; Buckwell 
et al., 1982, Tyers 6 Anderson, 19871, and % “high” oat, with net Losses 
at around 1 perctnt or more of EC GDP (Tytrs, 198s; Tyers & Anderson, 
1986 ; Spencer, 1985, Burniaux & Waelbroeck, 1985). The Thompson & 
Harvey study also belongs to the, Latter group by virtue of their 
estimate of the transfer ratio, which is comparable to thit of Tytrs 6 
Andtrsoa (1986). 

Although it is impossible to judge the validity of thtse figures 
without some idea of the “true” costs, it is worth noting that the 
studies that produce estimates in the “high” tone use generally superior 
methodology and a higher ltvel of disaggrtgation. To the extent that 
this is a valid criterion for evaluating empirical work, it can be 
concluded that these studies are probably more accurate in estimating 
the welfare costs of the CAP. 

The remaining part of this section discusses briefly a few studies 
that focus on different, distributional or country-specific, effects of 
th,e CAP and %rP not included in Table 37. Harling 6 Thompson (1985) use 
a partial equi.ibrium model to estimate the costs of iattrven:ion in the 
poult,,s industry for, among other countries, Germany and the United 
Kin&.x. They find that in 1975-77 the resulting deadweight losses were 
of the order of USS10.5 million for these two countries together. 

Bale 6 Lutz (1979a and 1981) calculate the costs of price support 
for wheat, maize, sugar and beef in selected countries. They use a very 
simple partial equilibrium model and report a net welfare loss of 
USS737.3 q i; : ;rj,, for France, US$1,112.4 million for Germany and 
USS112.4 miLLion for the United Kingdom. 

The Buckwell et al. paper provides estinrates of the welfare costs 
by country. They %re eum%rited in Table 38. The transfer ratio, which 
can be thought of as a broad measure of Policy efficiency, is l.SO for 
the Community as a whole. It is the highest in the U.K. (2.071, Italy 
(1.87) and Germany (1.8). It is less than unity in the bletherlands, 
Ireland and Denmark, indiccrting that these countries benefit from the 
inter-country redistribution of income caused by the CAP (see Buckwell 
et al., 1982, pp. 90-134; also, Koescer 6 Tangermann, 1986, p. 63). 

This ranking of the gainers from the CAP is similar to the one in 
Spencer (1986). He uses a general equilibrium model to evaluate which 
countries would do better outside the CAP, and by how much. It turns 
out that Ireland would be the only clear loser, with Denmark gaining the 
least. The only notable difference between Buckvell et al. and Spencer 
is the Netherlands: in the former study the less than unity transfer 
ratio indicates that the country is benefiting, whereas in the latter 
r.he Netherlands appears to be Idsing from the operation of the CAP. 
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Greece also appears to gain a very small amount, around 5-10 mii- 
lion ?3CU per year, from participating in the CAP (see Ceorgakopoulos, 
1986; Georgakopoulos 6 Paschos, 198s). This result, however, should be 
interpreted vith care, since it is not derived from a full 
counterfactual analysis. 

gteckliag et al. (1987) use a simple general equilibrium model to 
appraise the econoary-wide effects of the CAP for four EC members: 
Germany, France, Italy and the United Kingdom. They conclude that the 
costs of agricultural price support extent beyond the traditional 
velfare losses. Specifically, for l lL countries taken together 
manufacturing industries (excluding food processing) Lose between 1.1 
and 2.5 percent of potential gross output and betveen 4.4 and 6.2 
percent of exports and total employment is reduced by around 1 
percent. Unemployment increases universally io these countries as 
nonagricultural sectors are relatively intensive employers of labor. 
The job loss is more in the United Kingdom and Germany followed by Italy 
and France. This is the result of slovet grovth of Labor intensive 
nonagricultural sectors in the former countries. Hovever, the results 
suggest that despite the emerging unemployment, France is a net 
beneficiary of the CAP in view of its large rural sector and EC 
transfers under the applicable coumoz~ policy. 

Despite the budgetary and welfare burden of the CAP, the 
agricultural lobby has resisted attempts to liberalise and is, instead, 
stepping up pressure to reinforce the CAP (Koester, 1985; Cerken, 1986; 
von Wictke, 1986). This movement away from liberalization is apparently 
accelerated by demands for more equal distribution of the CAP benefits 
between member states. Josling (1979) discusses the CAP in the light of 
the expansion of the EC in Southern Europe and concludes that the wider 
range of coasnodities and the shifting political balance within the 
Cosssunity will increase the domestic costs, exacerbate the budgetary 
problems and amplify the international effects of agricultural 
protection. In the same vein, Koester (1977) argues that as long as it 
is possible for member countries to supra-nationalire costs of national 
agricultural support, the prospects for a CAP reform are poor. This 
argument may be questionable at a time of acute budgetary crisis. 

b. Effects of the CAP on international trade 

This section discusses the evidence on the effects the CAP has on 
the level of prices and the volume and pattern of vortd trade in 
agricultural cosssodities. Since the policies that apply to different 
products vary widely, the estimated efEects for each of the most 
important commodities covered by the CAP are presented separately. 
These commodities are: wheat, coarse grains (barley, maize, rye, oats, 
millet and sorghum), rice, ruminant meat (beef and veal), nonruminant 
meat (pork, poultry, etc.), sugar and dairy products. Table 43 presents 
the estimated effects oE a hypothetical abolition of the CAP on the 
international prices of the above cosssodities. Each of the studies 
reviewed calculates a counterfactual world trade eqtiilibrium with a 
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completely liberalited EC market for the cosmodities in question and 
then compares the resulting counterfactual prices with the actual vorld 
prices. 

The estimates show that abolition of the CAP would significantly 
increase the vorld prices of all the masrtodities examined. In other 
words, the CM exerts a powerful dovnvard pressure on the actual price 
level. Roughly speaking, the effect is stronger on dairy products, 
grains and ruminant meat and weaker on sugar and rice. This result is 
to Lvs expected, since the former category of products is afforded 
greater effective protection than the latter (see Sampson & Yeats, 1977; 
Koester & Tangermann, 1986, p. 71). 

All the estimate6 reported in Table 43 come from partial 
equilibrium models. There are considerable differences between the 
estimated price effects for each cosmodity, vhich can be, to a Large 
extent, traced back to the differences in the methodology and the data 
used in each study. First of all, models &hat cover only a fev 
commodities and/or do not take into account market interaction tend to 
predict higher counterfactual prices and, therefore, overestimate the 
effects on vorld markets of price support in the CAP. If only a few 
isolated markets are liberalized, then the pressure from the other, 
still protected, markets vii? spill over via commodity substitution and 
the observed effects will be amplified. The first four studies listed 
in Table 43 share this characteristic. The Koester & Valdes paper in 
particular, although it examines many products, it does not take into 
account cross-effects and uses, essentially, a single- cosmnodity 
approach. J/ 

A second clcacnt that accounts for differences between estimated 
effects, even if the methodology is similar, is the data used. This 
explains partially vhy the results of the four other papers (Anderson 6 
Tyers, 1984; Tyers 6 Anderson, 1986, 1987b, and Matthews, 1985a), vhich 
are all multi-commodity models and examine the effects of a generalised 
liberalization on individual cosssodity prices, are so diverse. Anderson 
& Tyers (1984) probably overestimate the degree of protection in the 
Cossnunity by using the official intervention prices as the appropriate 
domestic market prices (Koester & Tangermann, 1986, p. 74). Due to the 
existing surplus stocks, however, EC market prices are generally lower 
than the intervention prices (see the information provided in: 
Cosvsission of the European Cossnunities, 1986, Statistical Appendix). 
Hattheus, on the other hand, underestimates the degree of protection in 

l! Tyers (1985) and Matthews (198Sa) estimate the effects of 
liberalizatio? in a multi-commodity model vith and without cross- 
effects. In both studies the models vithout cross-effects produce 
estimates 20 to 100 percent higher than the models vith cross- 
effects. This difference is most noticeable in coarse grains, wheat and 
non-ruminant meat, where the removal of channels for market interaction 
roughly doubles the calrulated effects of liberalization. 
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the Coxxnunity, because he uses the EC cif price as the appropriate world 
price. As the Cowunity is a net exporter of many of these coaxsodities, 
however, the fob price or the price in major foreign ports should be 
used. 

A third factor that affects crucially the outcome of counterfactual 
experiments is the values of the parameters used. For example, the 
higher the domestic demand elasticity is, the stronger the domestic 
reaction to liberalitation and the larger :he finaL effect on the world 
price will be. Tyers (1985) and Anderson b Tyers (1984) use EC demand 
e!asticities betveen -0.5 and -0.7 (Tyers, 1985, Appendix), whereas 
Hattheus postulates a vatue of -0.4 for all conxnodities (Matthews, 
198Sa, p. 1151. The former range of values is based on a more detailed 
survey of the relevant empirical literature. Also, as mentioned above, 
the difference in “transmission elasticities” between the more recent 
Tyers & Anderson studies influences the results. 

Finally, t%e last significant cause of deviations between the 
estimates of different models is the varying degree of country and 
cotmxodity coverage and differences in the base period. The Tyers & 
Anderson papers (1986, 1987b) are by far the most detailed in that 
respect, q odeling seven cosmtodity and thirty country groups. 
Unfortunately it is impossible to tell a priori whether a greater degree 
of disaggregacion tends to generate larger or smaller effects. 

The OECD has produced a comprehensive partial equilibrium study on 
the effects of agricultural protection in the world (OECD 1987a). 
Although the emphasis is on multilateral Liberalitation, they report 
some es:imates of the effect on world prices of a unlitateral 
liberalization in the Community. Their counterfactual, however, is not 
the free trade equilibrium, but a 10 percent across-the-board reduction 
in nominal protection of all commodities. They calculate that this 
partial liberaiitation in the EC increases the vorid prices of most 
conxnodities from 0.5s percent, in the case of sugar, to 2.81 percent in 
the case of milk. In the case of grains, however, prices actually fall 
a little following the hypothetical CAP reform, oving to decreased 
demand for grains by livestock producers. 

The calculated counterfactual prices are important, first, because 
they give some idea of the degree of distortion in world agricultural 
markets that is due to the CAP and, second, because they provide the 
basis for the estimation of the effects of tiberalization on the pattern 
and volume of world trade. Changes in the pattern and volume of trade, 
cf course, have little importance in and of themselves. Calculating 
them, however, is a necessary step in assessing the effects the CAP has 
on the real income of Europe’s trading partners. For that reason we 
present and discuss some of the empirical work on this issue very 
briefly. 

Table 44 highlights the main results. Abolition of the CAP 

increases total commodity trade by a considerable amount. This is 
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caused basically by a Large increase in EC net imports, prompted by 
tower consumer and higher producer prices. The effect is stronger in 
the most heavily protected sectors, such as wheat, grains and dairy 
products. The reported effects would be much larger if they were 
expressed in val;re, rather than volume, terms. 

The results of studies cited in Table 44 are influenced by the 
estimated post-liberaliration counterfactual prices and the coverage and 
grouping of countries. Koester (19821, for example, includes in the 
Developed Countries group all the centrally planned economies, vhich 
form a separate group in Tyers 6 Anderson (1986). The only surprising 
result, which cannot be explained by these factors, is the negative 
change in EC net imports of wheat that Tyers & Anderson (1986) re-#oft. 
Given that the Conxaunity is a net exporter of wheat, this means that 
abolishing the CAP will lead to an increase in net wheat exports. 
Unfortunately the authors do not comment on this counterintuitive 
conclusion. 

The net trade effects of the CAP on other trading partners are also 
discussed in other studies, which are not comparable to the ones 
reported in Table 44 because in those , authors conduct a different 
counterfactual experiment, or use a different taxonomy for reporting 
their quantitative results, or do not pwvide quantitative results at 
all. Sarris (1983) calculates the effects of EC enlargement in Southern 
Europe on international trade in fruit and vegetables. Ne estimates 
that including Greece, Spain and Portugal under the CAP umbrella 
increases the value of net imports (or reduces the value of net exports) 
of the other major producing countries by approrimately USS116.6 million 
(in 1980 prices). Tangarmann (1978 and 1981) discusses the possible 
effects of reforming the CAP on the trade flovs between developed and 
less developed countries. He concludes that, since the CAP protects 
mostly temperate products, EC imports from other temperate/developed 
countries will increase as a result of reducing price support. The 
effect on trade with LDCs, however, is ambiguous. The producers of such 
comodities there will have an incentive to increase their production 
but, on the other hand, they will also have to compete with other 
exporters. The final outcome depends crucially on the supply 
elasticities. Finally, Hackel et al. (1984) focus on, among other 
things, the effect of the CAP on trade in commodities that are not 
protected in the EC- They argue that the CAP has increased imports of 
substitlite products to the EC, Like maniac and soya and that, therefore, 
a liberalization will harm producers of such commodities. 

Empirical research on the impact of the CAP on international 
commodity trade, far from being in uneqllivocal agreement, has reached 
some common conclusions regarding at least the direction of the 
effects. First, the CAP has a significant depressing effect on world 
prices. Second, as a result of this, trade flows are severely 
distorted: EC exports are artificially boosted at the expense of net 
exports of other countries. Third, this distortion keeps th? volume of 
world trade at a lower level than it would otherwise be. Fourth, these 
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effects are generally more rignificanc for the products that are heavily 
protected in the Comwnity, such as wheat, coarse grains, ruminant meat 
and dairy products. 

c. Effects of the CAP on the welfare of non-EC countries 

The influence the CAP exerts on international trade means that the 
real incomes of all trading partners are eventually affected. The 
conventional view, popular with Comnunity officials, is that a 
unilateral liberalization in the EC will benefit the exporters and harm 
th,e importers of temperate zone products by increasing their prices. 
Cor.sequently, given that most LDCs import temperate zone cooxnodities, 
the CAP actually constitutes a transfer of income from EC consumers and 
taxpayers to poor countries via cheaper international food prices. 
Furthermore, the concessionary character of the Lome Convention means 
that a liheralization, uhich would imply an abolition of those 
agreements as ~11, uuuld be even more detrimental to the LDC group. 
The data in Table 45 seem to support this view. The Table presents the 
effects that a hypothetical liberalization has on the welfare of two 
broad groups : the non-EC developed countries and the less developed 
countries. 

The models reviewed in Table 45 are all partial equilibrium and the 
degree of corrmodity and country coverage varies, but two facts stand 
out. First, the size of the total effect on each of the two country 
groups is not large compared to GDP or total export earnings. Second, 
less developed countries as a group stand to lose from an abolition of 
the CAP, while the effect on developed countries is ambiguous. 

Differences in the estimated size of the effects can be generally 
traced back to commodity coverage or the data used. The figures 
reported by Koester (1982) and Koester 6 Schmitt (1982) are expectedly 
lower than the rest, since these studies cover only cereals and sugar 
respectively. ThereEore, although the estimated effect on the world 
price of the individual conxnodities may be higher, as discussed in the 
previous section, the total velfare effect is small. Hattheus (1985a) 
also reports a small estimate of LDC loss for two reasons. One, that 
was mentioned earlier, because he underestimates the degree of 
protection in the Corrmunity. Two, because he uses smaller domestic 
supply elasticities than other studies. The higher the LDC supply 
elasticity assumed, the stronger is the supply response to increasing 
world prices and the more likely is the realization of gains from 
increased exports. nattheus uses a supply elasticity of 0.4 for all 
countries (Matthews, 1985a, p. 1151, whereas Koester (19g,!), Anderson 6 
Tyers (1984) and Tyers (1985) use elasticities in the neighborhood of 
unity (Koester, 1982, p. 27; Tyers, 1985, Appendix). Extensive 
empirical research has shown that long-run supply elasticities in LDCs 
vary widely according to the specific product but are generally rather 
low, fluctuating between 0.1 and 0.3 for grains and 0.2 and 0.5 for rice 
(see Bale & Lutz, 1979; Scandizzo L Bruce, 1980; and the references 
therein). 
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Anderson 6 Tyers (1984) conduct a different counterfactual 
experiment. They calculate the impact of a 2 percent annual reduction 
in EC support prices from 1981 to 1990. Their results are difficult to 
interpret because, although the final effect of the phased reduction oE 
the support prices will be significant , it is unclear how close it will 
be to that of a complete liberalization. 

Tyers 6 Anderson (1986, 1987a) have the highest degree of 
disaggregation, and the most detailed model among the ones in the Table, 
and report in both studies the highest welfare loss for less developed 
countries from abolishing the CAP. A/ In their 1986 study, Tyers and 
Anderson found that even non-EC developed countries lose because the 
increase in grain prices as a result of liberalization diminishes the 
velfare of producers of livestock as they have to pay higher input 
prices. 

Table 45 may lead one to believe that, no matter what the sign is 
for each group, the effect of the CAP is essentially small. Reporting 
only net effects for two large country groups, however, conceals the 
distribution of gains or losses among individual countries. The 
information that can be pieced together about this is quite 
interesting. First of all, the small net gain (or the net loss) in the 
developed countries group is entirely due to the heavy losses of 
Japan. The rest of the countries in the group all register gains or 
very small losses (see Tyers, 1985; Tyers & Anderson, 1986). Second, 
the distribution of the effect within the LDC group is also very varied, 
depending basically on whether the country is a net exporter or importer 
of temperate zone commodities. For some of the countries the gains or 
losses are significant. Argentina, for example, appears to gain around 
L&$200 million per year, while Korea and Pakistan each lose US$300 
million (Tyers 6 Anderson, 1986, p. 59) from a liberalisation of the EC 
agriculture. Moreover, if liberalitation implies abolition of the Lome 
Convent ions, it is possible that the LDC signatories will lose even more 
than the rest of the group. Given, however, that agricultural 
commodities and, in particular, temperate zone products are a very small 
portion of the goods that get preferential treatment under the 
Conventions, the effects of abolishing the Lome agreements is likely to 
be small compared to the effect of a CAP liberalization. 

The evidence supporting the conventional view that most LDCs 
actually benefit from the operation of the CAP tends to be discounted by 
some researchers. They argue that the fact that LDCs are net importers 
of temperate zone commodities is due to protectionist policies such as 
the CAP in develo;?ed countries, which depress international prices and 
make agricultural exports unprofitable. Abolishing such policies, 
therefore, may imply costs for LDCs in the short-run, but in the long- 
run increased prices will stimulate agricultural production and exports, 

-- 
l/ In line with :he estimated larger price effects of liberalization, 

the authors report a higher loss to LDCs in their more recent study. 
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the pattern of trade will change and LDCs will tealize important 
gains. Counterfactual analysis, which uses econometrically estimated 
supply elasticities, fails to capture this potential “switching” effect 
and, consequently, measures only the short-run losses. This argument is 
very appealing to the proponents of unilateral liberalization, who also 
point out that it is only under the CAP regime that the Coszzuaity has 
turned into a net exporter of many temperate commodities (Bureau of 
Agricultural Economics, 1985, p. 129). It has, however, two important 
drawbacks. First, the lack of reliable long-run supply elasticity 
estimates makes it impossible to measure the potential “switching” 
effect accurately. Second, it is not supported by the existing evidence 
on agricultural policies in developing countries. If they actually 
believed in the harmful effects of the present low level of 
international prices and in their dynamic comparative advantage as 
coazsodity producers, they would subsidite agriculture to stimulate 
domestic production. Uany LDCs, hovever, especially in Africa, actually 
tax agriculture (Koester 6 Tangermann, 1986, p. 78). 

Another argument that has been voiced against the estimates in 
Table 45 has to do uith the limitations of the partial equilibrium 
methodology. A unilateral Liberalization in the Community uill affect 
nonagricultural sectors and factor markets and have repercussions on 
cosxnodity trade. In order to capture these secondary effects, a general 
equilibrium model must be used. 

Burniaux & Waelbroeck (1985) use a CCE to calculate how a 
liberalization of trade in agricultural comodities in the Conmsunity in 
1985 would affect the welfare of LDCs in 1995; the results are quite 
striking. They estimate that total LDC real income vould be higher by 
2.9 percent if the CAP were abolished. This is explained by the strong 
assumption that, even with no change in the CAP, foreign exchange 
shortages in LDCs will oblige them to rely more and more on agricultural 
exports. Thus the “switching” occurs even with no policy change in the 
Coxxnunity. It is obvious then that an abolition of the CAP, which 
raises world prices, benefits the LDCs. 

Unfortunately, there are not enough CCE models applied to the 
international aspect of the CAP to form a convincing body of evidence. 
Despite this, the survey by Matthews (1985b) argues that partial 
equilibrium models tend to systematically underestimate the benefits to 
LDCs of a unilateral liberatization in the EC. If, for example, EC real 
income rose as a result of a m0re efficient allocation of resources 
after a liberalization, the LDCs would gain indirectly from the 
increased demand for their exports by the Community and by other 
developed countries whose agricultural export earnings would also have 
risen. This argument is convincing in qualitative terms in that the 
partial equilibrium does not take account of these secondary effects on 
global welfare and therefore probably leads to an underestimation of the 
gains from liberalization. It is far from clear, hovever, that these 
secondary effects vould be quantitatively significant. 
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To ruazsarite, the empirical literature surveyed in this section 
seems to point to a few ~n~~bi~zxz~ t~zr!~fions. First, ag- __-______ r;r.r1 r*,ral 
price support in the Comaunity is not necessarily harmful to all, or 
even most, non-EC countries. A unilateral Liberalization would benefit 
some of Europe’s trading partners and harm others. In particular, 
current net importers of temperate zone colmrodities uouLd lose, whereas 
current or potential net exporters would gain. Since most LDCs are 
current net importers, they stand to lose as a group from an abolition 
of the CAP, at least in the short-run. The important issue is who will 
be able to adjust domestic production and consumption patterns 50 as to 

take advantage of the higher world prices in the longer run. 

Second, although the size of the effect on broad groups of 
countries is small, the distribution of gains and losses is far from 
uniform. Countries that are heavily dependent on temperate commodity 
imports because of climate and geography (e.g. Japan) or because they 
are poor appear to benefit significantly from the operation of the 
CAP. 

Finally, the abovr. results should be interpreted with some 
taut ion. It is important to keep ‘7 mind that the gains from uailateral 
Liberalization predicted vith partlal equilibrium models probably have 
some degree of downward bias built in, because they do not take into 
account secondary repercussions in nonagricultural sectors. 

d. Effects of the CAP on international price stability 

Conventional wisdom holds that countries or regions that insulate 
their domestic market5 increase world price instability. As was 
discussed in section 1 of this Appendix, this is not necessarily true. 
The question is essentially an empirical one. Empirical research on the 
effects of the CAP on price stability has given an affirmative answer: 
all the studies reviewed here agree that the CAP exerts a significant 
destabilizing influence on vorld conanodity prices. Table 46 summarizes 
some of the evidence. 

The impact of policies on price stability is estimated vith the 
help of counterfactual analysis. A measure of variability is defined 
first and then the price variability at the counterfactual non-CAP 
equilibrium is calculated and compared to actual price variability. 
Host studies introduce random supply and demand shocks, calculate the 
corresponding counterfactual equilibria and then use either the standard 
deviation or the coefficient of variation of the resulting distribution 
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of prices co measure variability. L/ Table 46 presencr the calculated 
&at= =f ma-l.4 mr:cr ..rw; ah: I : .r c.22 t2 ckr r-&D. W”L -- #s--w- .-e ‘-“e-h.., m-m ---* , i-, n*ko+ rvnr.lr - ---- -“SW.., r!z 

decrease in variability that would obtain if CAP were abolished. The 
destabiliting effect is strongest in the wheat, coarse grains and dairy 
products sectors. 

Comparing the EC l gricuLtura1 policies with price support schemes 
in other countries reveals that the CAP is the most important 
destabilising factor in the world markets. Sarris & Freebairn (1983) 
estimate that the CAP alone accounts for more than half of the excess 
variability of the price of wheat over its global free trade Levet. 
Blandford (1983) calculates “transmission coefficients” that show the 
extent to which changes in trade rather than in domestic consumption are 
used to stabilire the domestic market, and concludes that the Cosxnunity 
transmits a larger absolute amount of domestic variability in grain to 
the world market than any other group of countries. Of all the ways in 
vhich price support can affect world price stability mentioned earlier, 
two are most important for the destabilizing effect of the CAP. First, 
the CAP relies heavily on variable tariffs, which not only protect the 
domestic agricultural sector, but also insulate domestic consumers from 
world price variations (Matthews, 1985a, p. 211). Second, protection 
reduces the incentive for private stock-building, which implies wider 
price fluctuations. The latter effect could be avoided by government- 
sponsored stockpiling. Koester, however, finds evidence that in some 
years EC stocks increased when world market prices were extremely high, 
thereby actually amplifying world price variability (Koeater, 1982, pp. 
53-65). 

Section Zdiscussed briefly vhy price stability is considered 
important from a velfare point of view, especially for developing 
countries. Unfortunately, there are no empirical estimates of the 
welfare losses caused by the destabiliting effects of the CAP. Given 
the size of the effects, though, it may well be the case that a 
liberalization vould benefit Europe’s trading partners significantly by 
reducing world price variability. 

3. Concluding remarks 

This appendix has been concerned with two different but related 
aspects of the Common Agricultural Policy of ths EC: the domestic 

I/ The choice of the measure is important: the standard deviation, 
fat example, depends on the level of the mean (in this case the price 
level 1 and, therefore, even if prices remain equally stable after 
liberalization, the standard deviation will be different. Koester 
(1982). pp. 53-54, discusses at length the different measures of 
variability. It turns out that even the coefficient of variation is not 
unbiased. Koester suggests correcting the coefficient of variation by 
the explanatory power of the trend regression to obtain a better measure 
of variability. 
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effects on the velfare of EC members , and the effects on international 
coassodlty trade and, cut13eyucrr1~~y, ” “II CLISZ ie::aro u. -c t”c CnCL =f .ka . c-c e-e_ 
world. 

Recent empirical literature that has been surveyed addresses there 
two issues by means of various tools, ranging from single-sector partial 
equilibrium models to general equilibrium models of the global 
economy. The differences in methodology, data used, country and 
conmtodity coverage and degree of disaggregation are considerable, and so 
are the differences in the quantitative estimates. A good understanding 
of the theoretical premises and the modeling details of each study is, 
therefore, necessary in order to put the reported results in perspective 
and compare them. 

Each approach has its relative merits. The attraction of partial 
equilibrium models is their simplicity, which means that greater effort 
can be devoted to collecting data and capturing the peculiarities of the 
sector(s) represented. On the other hand, inter-sectoral links are 
ignored, which in turn means that not all of the effects of agricultural 
policies are covered. General equilibrium models are more comprehensive 
in that sense, but they are more demanding both analytically and in 
terms of data requirements. Overall, however, general equilibrium 
models are preferable in that they reveal the effects of agricultural 
price support on other sectors and on the macroeconomy. These effects 
are both important for policy purposes and, in the case of the CAP, 
significant in size. Without a general equilibrium model it is 
difficult to capture the secondary repercussions that liberalization has 
on the world economy via factor and other product markets. Ignoring 
these effect9 may cause systematic underestimation of the gains from 
liberalitation. 

Empirical research on the domestic effects of the CAP has reached 
some unequivocal conclusions. First, the CAP redistributes large 
amounts of income to farmers, primarily from consumers and secondarily 
from taxpayers. This transfer is economically inefficient, in that it 
incurs a deadweight loss. The mean estimate of this loss is around 
1 percent of cne Conrnunity’s GDP. 

Second, the distribution of this loss between countries is not 
uniform. Host countries, however, stand to lose. The heaviest loser 
appears co be the United Kingdom, followed by Italy and Germany. France 
probably also registers small losses. The clear gainer is Ireland. The 
evidence on Denmark and the Netherlands is ambiguous. 
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n.irc!, other than the de8dweiRh.t loss that the whole economy 
1uffer.3, other sectors incur COSTS beceuse of the CAP as well. In 
particular, subsidizing agriculturnl production means discriminating 
against industry and serv’ces, diverting resources away from them and 
reducinq their exports. This kind of cost has not attracted enough 
atLer.iior., mainly &cause: it requires general equilibrium modeling. 
Quantification of inter-sectoral effects is, thcreforc, ;.n important 
area for future reseetrt . 

Tha economy-wide and sectoral losses are by no means :iw only costs 
of the CAP. Agricultural price suppcrt, rsrecially of such mitgnitude, 
generates wasteful rent-seeking and lobbying and distorts investment. 
These costs are difficult to estimate, but they mean thar the 
traditional welfare calculations, even if they include inter-sectoral 
repercussions, underestimate the true social costs of operating tne CAP. 

With regard to the international effects of the CAP, empirical 
re,earrh has come to some interesting conclusions. By encouraging 
domestic prod-action and raising coilsumer prices, especieliy in products 
uitil low inc,me elasticity, the CAP has artificialLy reduced EC 
consumption dnd bocsted production, turning Europe into a net exporter 
of most temperate zone commodities. This increase in the EC commodity 
surplus depresses and destabilizes world prices and makes production in 
other counr ries less profitable. The pattern of world trade is, in this 
way, severely distorted. This effect is rare evident in the sectors 
that are reLati:sely more heavily protected, like wheat, coarse grains, 
ruminant meat and dairy products. 

The distortrcnary effects of the CAP afiect the welfare of the 
Community’s trading partners. Generally speaking, net exporters of 
tempara:P zone commodities lose, while net importers gain. Since most 
LDCs are net importers, less developed countries as a group sppear to 
benefit from the operation of the CAP. 

This result, although it is confirmed by most existing btudies, 
should be treated with caution. First oE all, it conceals the 
distribution of losses and gains across countries, which is far from 
uniform. Second, it is derived mostly from partial equitibrium models, 
which ignore secondary reperc*!ssions on welfare via the nonagricultural 
marke’.s; it is possible thai ignoring those repercussions leads to 
systematic underestimation of the costs of the distortion. Third, it 
may be televant only in the short-run; il many developing countries were 
able to take advantage of higher commodity prices and switch from being 
net importers to net exporters, the result would prove incorrect over 
the longer run. Fourth, it ignores the cost of increased price 
instability, which is probably more detrimental to poor than to rich 
countries. 
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Xc is hard to express these qualifications quantitatively. 
However, even if the majority of LDCs actually gains from the CAP this 
gain is very small compared with the welfare losses in thr EC. It would 
be easy for the Community to compensate the Losers Erom a unilateral 
liberalisation and still realize substantial benefits. l/ From a world 
welfare point. of view, of course, there is an even better alternative 
than a unilateral liberalization-cum-compensation scheme: that of a 
multilateral reduction of protection in agricultural acrkets. All 
existing evidence strongly suggests that moves toward freer trade that 
involve more, rather than fewer, trading partners would spread the 
benefits more uniformly. In other wrds, the optimal response of the 
losers from a unilateral Liberalitation is to liberalize their markets 
as well. 21 

- 
i/ It is worth noting that, even by the most pessimistic estimate, 

the LDC losses from a unilateral liberalization in the EC are only 
around 70 percent of the official development assistance actually 
disbursed in 1985 by the seven largest EC members, excluding Greece, 
Ireland and Luxembourg (in 1980 US$; see World Bank, 1986, Statistical 
Appendix). 

21 OECD (1982) discusses the issue of nultilateral liberalization in 
letail. There is also a large body of empirical evidence on his: 
Chisholm 6 Tyers (1985); Tyers 6 Anderson (19861; Uhalley (. :84); 
Vhal ley (1985a); U:: Id Bank (1986) and the references therein. 
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Hodeling Agricultural Pricing Policy with a Computable 
General Equilibrium Model 

1. Introduction 

There is by now a siteable empirical literature on the effects of 
the CAP on the domestic economies of member-countries. l/ Host of this 
literature is based on models of the “partial equilibrium” type--that 
is, models that focus on the marketr for agricultural products and 
assume that prices and quantities of other goods and services are 
unaffected by changes in agricultural policy. Only a few attempts have 
been made at estimating the effects of the CAP by means of so-called 
“computable general equilibrium” (CCE) models, which tdke account of 
intersectoral linkages. Those CGE experiments that have been carried 
out, however, indicate that intersectoral dependencies are important, 
and that sithout taking explicit account OC them it is not possible to 
calculate the full effect of agricultural policies on macroeconomic 
variables, such as growth, empLoyment, and prices. 

This appendix presents an analysis based on a simple WE model for 
Germany. A change in EC-protection of agricultural production is 
simulated and damestic effects on the: German economy are explored. 
Section 2 below describes the underlying motel assumptions. Thereafter 
a detailed exposition of numerical results is provided in section 3. 

2. The model 

The model. which serves as tht: basis for the simulation is a “small” 
CGE-model which closely follws >ixon et. al. (1982). It is small in 
the sense that “only” four productive sectors are represented: 
agriculture (which includes food processing), industry, traded services 
arld tiont raG5 services. Each sector is assumed to produce one good. 
Final demands and demands for intermediate inputs are satisfied by a 
combination of imports and domestic production. The model distinguishes 
three types of imports (agricultural goods, industrial goods and traded 
services), each constituting an imperfect substitute for the 
corresponding type of domestic production. There are four kinds of 
final demand (investment , government consumption, private consumption 
and exports) and three types of primary inputs (labor, capital and 
land). All tariff and subsidy changes in agriculture are assumed to 
apply at the EC-border and all EC countries are assumed to act in an 
ident ical way. The simulrtion results represent short-run (l-2 year) 
effects of policy changes. Thus the model assumes that each sec:or’s 
capital stock as well as real wages, total domestic absorption and the 
nominal exchange rate, are unaffected by the simulated change in 
policies. 

l! See Appendix III for a survey of existing studies. 
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The aggregation level of the model Is reflected 1x1 the following 
input-output table. The table describes which sources satisfy each type 
ot demand In the base period: 

HucputTahlefortheEasePearIj 

Ddiwry sector 4: 
to Sector 1: Sector 2: sector 3: Nar 

Delivcly rrsri- In&etry Traded tmck! Inveer? Ikuae co\Rnr Br 
allture l?e~cm services ment holds mnt PO- 

Sector 1: 
Agricult~lre 

Sector 2: 
Irwjustly 

Sector 3: 
Traded services 

sector 4: 
Nartraded ScrvlB 

Zabor 
capital 

lAB 
cw -- 

In the model, changes OF input-output structures are represented by 
equations for input demand, final demand, supplier behavior and market 
equf If brim. These equations are discussed fn the following paragraphs. 
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a. Input demand 

Producers are assumed to minimite the cost of production, and to be 
confronted vith a two-level production function. The first level 
imposes constant returns to scale and Leontieff complementarity betueen 
different types of intermediate inputs and batueen intermediate and 
primary inputs. The second level allovs for CES substitution betveen 
imported and doswtically produced intermediate inputs and betveen 
different types of prismry factors. The model describes the solution to 
the optimisation problem in a set of equations for producers’ factor 
demand. Thus, in a given sector (rector j) demand for both domestically 
produced and imported intermediate inputs depends on the activity level 
(Z[j]) and the relative prices of imports and domestic production: 

(1) INTERINPUT[DOh,i,j] = Fl(Z[j], P[DOH,i], P[IMP,i]); 
i = 1, 2, 3; j = 1, 2, 3. 

(2) INTERINPUT~IHP,i, jl = F2(Z[jI, PiDOM,i1, P(Ihp,ij); 
i = 1, 2, 3; j * 1, 2, 3. 

. 
(3) INT&RINPUT[~,J] = F3(2( jl) 

Here equation (3) states that input-demand for non-traded services 
(which are produced by sector 4) only depends on activity levels in the 
demsnding industries, as there are no imports to substitute for domestic 
deliveries. 

The equations for primary input-demand state chat each sector’s 
demand is determined by its activity level and the relative prices of 
labor, capital and land: 

(4) LAB[jJ = F4(Z[jJ, PILAB], P[CAP], P[LAND)); j = 1, .., 4 

(5) CAP[jl - FS(Z[jl, P[LAB], P[CAP], P[l.ANr)J): j = 1, .., 4 

(6) LAND[j] = F6(Z[jl, PiLAB], P[CAP], P[LAND]); j = 1, .., 4 

b. Final demand 

(1) Investment - 

By assumption, the simulated policy shock leaves the total 
level of investment unchanged, but the model allovs for substitution 
betveen imports and domestically produced investment goods, vhen 
relative prices change: 

(7) INV[DOH,il = F7(INV[TOTAL], P[DOH,i], P[IHP,i)); i = 1, 0-9 4 

(8) INV( IHP,i ] = FB(INV[TOTAL], P[DOM,i], P[IHP,i]); i = 1, l *, 3 

(9) INV[TOTAL] = INV[TOTAL] 
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(2) Household consumption 

APPENDIX IV -. 

Consumers are assumed to maximixe their utility by 
substituting between different goods in response to relative price 
changes (in a linear expenditure system). However, the model fixes 
total consumption a: its initial level: 

(10) CONS[DOH,i] = FlO(CONS[TOTAL], P[DOH,ll, P[DOH,2], P[DOH,3], 
P(DOH,4], P[IHP,l], P[IMP,2], P[IHP,3]); i = 1, *‘I 4 

(11) CONS[IHP,i] = Fll(CONS[TOTAL], P(DOH,lJ, P[DOH,2], P[DOH,3], 
P[DOM,O], P[IHP,l], P[IMP,2], P[IHP,~])I i = 1, 2 ,3 

(12) CONS[TOTAL] - CONS[TOTAL] 

(3) Government consumption 

Like private consumption, government consumption is fixed at 
the base period level. Since government services are solely provided by 
the “nontraded services sector” (sector 41, A/ this rigidity can be 
expressed as follovs: 

(13) coV[DcM,4] = cov[Dotl,4] 

(4) Exports 

The model describes cotal export-demand as a function of world 
prices for the exported good, measured in foreign currency: 

(14) EX[i] = F14(FCP[EX,iJ); i = 1, .., 3 2/3/ -- 

A! The German input-output table has a “government sector” which 
creates the goods used by government. This sector 1s contained in the 
nontraded services sector of the model. 

21 Import-supply and export demand are assumed to respond to the EC- 
poiicy change in accordance vith equations 14 and 15 in all member 
countries. Thus, as the EC is a major player in international markets, 
changes in EC export and import patterns are modelled to affect the 
world market prices. 

z/ For agriculture in particular, it is assumed that intra-EC-trade 
re”\ains unaffected by the increase in EC-border protection, while extra- 
EC trade varies with the world market prices, measured in foreign 
currency. The nature of the experiment (a proportional rise in domestic 
prices of all agricultural goods) ensures that no substitution between 
imported and domestically produced agricultural products tat 5 place. 
Upward pressure on intra-EC-trade as a consequence of higher 
agricultural production and input-demand is assumed to be neb,ralized by 
a reduction in trade for consumption purposes (higher prices of 
agriculrural goods provoke a switch in consumption toward products from 
other sectors). 
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C* supplr 

(1) ImPorta 

By assumption, total import supply of each good rises in 
response to an increase in the world price measured in foreign currency: 

(15) IHP[i] = PlS(FCP[IW,il)l i = 1, . . , 3 

(2) Domestic supply 

A constant-returns-to-scale technology is assumed for all 
productive sectora. ?lowever, marginal coats of production increase vith 
outpl:t since the supply of tvo of the primary factors (capital and land) 
is fixed. The individual producer chooses the output level vhich 
equates marginal cost vith output price: 

(16) P[DOH,i] = Fl6(P[DOl4,j], P[‘IHP,v], P[LAB], PfCAP], P[LAND]; j = 
1, . ..4 but j=i, v - 1, . ..3). i - 1, . ..A. 

Here, F16 is the marginal cost of production. 

d. Domestic prices and world market prices 

The mark-ups in foreign trade (for transport, wholesale, retait- 
services, etc.) are assumed to remain constant in the vake of the 
simulated policy change. Sirsilarly the nominal exchange rate is assumed 
to be unaffected. Thus, the rtlatroaship between world market prices 
(in foreign currency) and domestic prices of traded goods only changes 
if the duty ratio (defined as 1 plus the ad valorem rate of import 
protection) or the rubsidy ratio (defined as 1 plus the ad valorem rate 
of export protection) eves: 

(17) P[DOH,i] - FCP(EX,i] * XRATE * SUBSIDYRATIO’QARKUP; i = 1, l *, 3 

(18) P[IHp,i] = FCP[It¶P,iJ l XRATE * DUTYRATIO*KARKUP; i = 1, l *, 3 

(19) MARKUP = XARKUP 

(20) XRATE = XRATE 

The domestic prices of agricultural products (P(DOH,l] and 
P(IIIP,l]) are the policy variables vhich are used to simulate s rise in 
agricultural protection. A 5 percent exogenous increase in these 
variables provokes the effects vhich are described in section 3. 
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Market closure 

model is closed by A set of equations which link demand and 
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supply by imposing market clearing on all markets except the labor 
market. 

(1) Uarkets for primary factors 

By assumption there is A slack in the labor market as uage- 
earners keep real vages fixed at a rate above the market-clearing 
level. Capital and land are assumed not to move between sector8 in the 
short run and equilibrium ia the markets for these factors is attained 
by adaption of demand: 

(21) P[wB] = CoNSUIIERPRIceIuDEx(P(m,l], P(ml,Z], 
P(Don,31, P[DOWl, P[IW,ll, P(fNP,21, P[IHP,3]) 

(22) CAP(j] = ZXiTji : j - 1, .., 4 

(23) LAND(j] = IAND( j]; j = 1, l -. 4 

(2) Domestic production 

Equilibrium in the markets for output from the four sectors 
requires tha’ total domestic production satisfy aggregate demand: 

(24) ?!(i] = 4 INTERfNPUT(DOW,i,j] + INV[DOFl,i] + 
’ cOnS(DO~,i] + WV(W,i] l EX(i]: i - 1, .., 4 

f. Mathematical structure 

in practice all equations described above are formulated in a log- 
linear form and the model constitutes a linear equation system which can 
be solved for percentage changes ir. all endogenous variables. A/ 

8. P4rameter settings 

The model is numerically specified for Germany, and the initial 
demand and supply structure is represented by a German input-output 
table for 1980. 2/ The key parameter settings are shown in the 

l/ The specification of the model ensures that the solution is 
unrque. 

21 For agriculture it VAS assumed that 50 percent of gross value 
added in the base-year covered labor costs, while the reaminder VAS 
evenly distributed on capital and land. For all other sectors, labor 
costs in the base year vere represented by total vage costs, uhile the 
rest of gross value added vas assumed to constitute the cost oE capital 
utilizacion. 
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following table: 

Germany: Key Parameter Settings 

Traded Ilont raded 
Agriculture Industry Services Services 

Expenditure elasticity 11 0.63 0.63 1.16 1.43 
Elasticity of substitutron 

betveen domestic production 
and imports z/ 2 1 2 

Elasticity of substitution 
betveen primary factors 11 0.3 1 1 1 

Import-price response 
parameters 41 0.12 0.12 0.12 

Export-price response 
paruneters 21 0.12 0.12 0.12 

l! Based on Lluch et al (19771, p. 54. 
?/ Based on Liichler (19851, p. 85 and staff calculations. These 

el&ticities are assumed to be the same for all uses. 
z/ A simple Cobb-Douglas production function was assumed to characterite 

industry and the service sectors, vhite the substitution elasticity for 
primary factors in agriculture vas set at a level, which brought the output 
supply price elasticity in line vich estilaatcs from the literature. 

4/ Based on Stern et al (1976) p. 20, Winters (19811, p- I65 and staff 
c4iculations. The parroters show the percentage change in vorld prices for 
the imported basket in response to a 1 percent change in EC imports. These 
parameters enter equation (15). 

5/ Based on Stern et AL (19761, p. 20, Winters (19811, p. 165 and staff 
caiculations. The parameters s?..v the percentage change in vorld prices of 
the exported basket in response to a 1 percent change in German exports. 
These parameters enter equation (14). 

The underlying household utility function is assumed to be additive; 
thus the uncompensated ovn price elasticities Cnii) and cross price 

elasticities (n ij for i fj) can be derived AS follovs: i/ 

n.. = 
11 

(Ci/W) - tiai(l + (Ci’y’I 

W t - fiaj:l + (cjh)I for i + j 

Here Ei represents the expenditure elasticity for product i, vhile v is 

L/ See Lluch et. al. (1977). 
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the Ptisch parameter. The Frisch parameter was set to -1.83. A/ 

3. Numerical results 

The effects of agricultural policies under the CAP were simulated by 
erogenously increasing nominat agricultural support prices by 5 percent-- 
the annual average increase in the EC in national currency terms during 
1980-8f--and endogenously determining the tariffs and export subsidies 
which would accoassodate the desired price rise (i.e. the variables 
P[DOM,l] and P[IHP,l] in equations 17 and 18 above were exogenously 
raised by 5 percent). 11 The estimated macroeconomic net effects proved 
to be significantly negative (Table IV.2). Aggregate GDP fell by 
3/4 percent and employment declined by 1 l/4 percent as the detrimental 
effects on industry and the traded services sector exceeded the boost to 
agricultural production. The trade balance deteriorated by about 
3/4 percent of GDP chiefly because of a sharp fall in exports of 
industrial products and traded services, and the consumer price level 
iacreased by 1 l/2 percent , owing principally to higher agricultural 
prices. These results are, of course, dependent upon the model 
assumptions. Wage earners are assumed to be fully compensated for the 
rise in agricultural prices and since the nominal exchange rate is kept 
constant and exporters cannot cut profit margins, the rise in unit laboc 
costs results in significant losses of exports of services and industrial 
product t. noreover, monetary and fiscal policies are assumed co 
accoasuodate the effects of the agricultural pricing policy. A relaxation 
of these assumptions could dampen the estimated effects. Thus, the cited 
model results can be interpreted as an estimate of the isolated effects 
of a “CAP-like” policy in the absence of corrective measures. The 
following paragraphs give a detailed description of the sectoral factors 
which elicit these results. 

a. Sectoral effects on output 

The (administered) price increase for agricultural products induces 
farmers to expand output and employment untiL marginal costs meet the 
output price. Nominal wages rise as consumer prices of agricultural 
products increase, reflecting the assumption of fixed real wages. This 
forces the other sectors to reduce production in order to reestablish the 
balance between output prices and input costs. The set-back is most 

A/ Using the relationship between per capita GDP und w estimated by 
Lluch et al (19771, p. 248. 

2/ Prices of domestically produced and imported agricultural products 
are adjusted by the same amounts. This implies the assumptions that 
(1) agricultural prices in domestic currencies rise in all EC member 
countries by the same amount (in other words, Monetary Compensatory 
Amounts are not changed), and (2) variable import levies and export 
subsidies are adjusted at the EC border such that users will -qt 
substitute imported for domestic products. As a result of tht GZ 
assumptions, intra-EC trade will remain unaffected by the agriLultural 
price changes and the pricing policy will have a maximum effect. 
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pronounced in industry and in the traded services sector, both of which 
compete with foreign production and have limited scope for raising their 
output prices, while the nontraded services sector passes part of the 
increased costs on to consumers and therefore changes production only 
slightly. The net results of the sectorat output changes are significant 
reductions in CDP and aggregate employment. 

b. Prices and trade flows 

Since real domestic absorption is assumed to be unaffected by the 
simulated policy change, the main outlets for increased agricultural 
production are extra-EC markets. l! Thus, German (and other EC-) farmers 
expand their supply to the world krket significantly, whereby a downward 
pressure is exerted on the world price for the exported basket. 
Consequently, export subsidies have to increase by about.8 percent. 
Agricuttural imports (and the foreign currency price of the import 
b*sket) change only little as the increase in input-demand from farmers 
is largely offset by lower demand from consumers. Variable import 
levies, therefore, increase by only 5 percent. 

The rise in prices of agricultural products has a strong impact on 
the consumer price index and, by assumption, on nominal wages. In 
agriculture, the additional costs are easily covered by the price 
increase, but other sectors Loose international competitiveness and 
export shares. In upite of a slight fall in imports (primarily ouing to 
reduced industrial input-demand) and an improvement in the term3 of 
trade , the trade balance deteriorates significantly. 

4. Concluding remarks 

The model simulation shows that interseccoral dependencies are 
important in the debate on consequences of the CAP. Strong effects on 
non-agricultural production , prices and trade are likely to go through 
factor markets. Thus, an assessment of the CAP cannot be made by solely 
judging the CAP’s ability to live up to i:s own stated objectives, but 
has to take account of its influence on or.her policy variables. The 
simulation indicates that the CAPS inftu;xe on EC-countries’ CDP, 
employment, inflation and balance of payments is significantly negative. 

l/ Note that by assumption other EC countries follow the same policy 
ad their economies react in a similar way to this policy so that there 
are no changes of the relative competitive position of countries within 
the EC. 



- 84 - APPENDIX IV 

Table IV.1. Germany: Notation of Variables 

Variable nm Interpretation 

fNTERIIPUT(DOl(,i, j] 

MIjJ 

CWjJ 

LAWjl 

zr.i1 

INV(DOM,i] 

INV(IMP,i] 

INv[ToTAL] 

CONS(DOH,i] 

CONS(MP,i] 

CONS( TOTAL] 

cov[DoH,i] 

IUP[i] 

P[UOH,i] 

P(It4P,i 1 

PILAB 

P[CAP] 

Sector j’s use of intershediate inputs, 
delivered by sector i. 

Sector j’s use of imported interswdiate 
inputs of type i. 

Use of labor by sector j. 

Use of fixed capital by sector j. 

Use of land by sector j. 

Total production in sector j. 

Invest=nt in dornesticatly produced goods of 
type i. 

Investawnt in imported gOOd9 of type i. 

Total investment. 

Consumption of domestically produced goods 
of type i. 

Coasurnption of imported goods of type i. 

Total consumption 

Covernme!nt consumption of doawstically 
produced goods of type i. 

Exports of doswstically produced goods of 
type i. 

Imports of type i. 

Price of domestically produced goods of type 
. 
1. 

Price rf imports of type i. 

Price of labor. 

Price of capital. 
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Price of land. 

FCP[EX,i J Foreign currency price of exports of type i 
in the world market 

PCP(IMP,il Foreign currency price of imports of type i 
in the world market. 

XIUTE Exchange rate (measured in local currency 
per unit of foreign currency) 

UAIUCUP Uark-up factor in foreign trade (covering 
transport, wholesale, etc.). 

SUBS I DYPATIO 1 plus the ad valorem rate of export 
protection. 

DUTYaATIO 1 plus the ad valorem rate of import 
protection. 

Table IV.2. Germany: Changes Elicited by a 5 percent Increase in 
Administered EC Agricultural Prices 

Agricultural Industrial Iraded lent raded 
Goods Goods Services Services Total 

Domestic output A/ 
Exports 
Imports 
Consumption 
Home market price of 

domestic production 
iiome market price oi imports 
Consumer prices 
World price of German exports 
World price of German impcrts 
Terms of trade 
Employment 
Trade balance 

2.1 -1.9 -0.9 -0.0 -0.8 
25.9 y -4.9 -5.2 -3.6 
-0.1 -0.6 0.2 -0.4 
-1.3 0.3 0.4 0.1 0.0 

5.0 0.6 0.6 
5.0 -0.1 0.0 
5.0 0.5 0.6 

-3.1 g/ 0.6 0.6 
0.0 -0.1 0.0 

4.2 -2.6 -1.8 

1.1 

1.1 1.4 
0.4 

-0.1 
0.S 

-0.1 -1.3 
-0.1 21 

l/ Because of the “constant-returns-to-scale assumption” (see section 2 above) the 
percentage changes in output are equal to percentage changes in GDP. 

21 The recorded expansion of agricultural exports may in practice be blocked 
politically through stockbuilding in order to avoid a huge drop in world market prices 
and marginal export revenue. (Stockbuilding is not explicitly accounted for in the 
model.) The rise in agricultural exports may seem large, but it constitutes only 
1 percent of total initial agricultural production. 

1/ In percent of GDP. 
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TabLe 1. EC: Self-Sufficiency in the Comunity of Six before the CAP 

(In percent of demand) 

Period before Average 
Second World War A/ 1954/s+1958/59 

Cereal5 l/ 81 85 
Potatoes- 98 102 
Sugar 75 10 I. 
Fresh veg :Llbles 102 103 
Fresh fruit 89 87 
Beef and veal 96 94 
Pork 96 102 
Eggs 101 91 
Cheese 105 100 
Iru: ter 104 100 
Oils and fats 41 40 

Total 85 87 2/ 

Source: Cotmunaute Economique EuropGenne, Comission, Propositions 
Concernant L’Elaboration et la Hise en Oeuvre de la Politique Agriae 
Commune, Partie I, (June 30, 19601, p. 9. 

li’ Time period not specified in source. 
21 Average 1953/54-1957158. 



Table 2. Xonctsry Caps 1/ 

(In percent of conwn prl . 

- 

1972 197? 1976 197s 1976 1977 1978 1979 19ao 1981 1982 1983 1986 1985 1986 1987 Lf 

- 

ReiKium/luxembourK 3, 4.o 2.7 2.7 
Netherlands -- 

Denwrk G/ we 

Prance - -7.2 

Ccrmany 5.7 12.0 12.0 

Crescr 21 

ItJly - -1l.b -4.1 

Ireland 4/ 61 -13.8 -10.15 -- 

Unlced Rl’lgdoa 41 -13.8 -13.8 

Portugal / 

Cpaln I/ 

2.0 1.4 1.0 3.3 

-- 

- -17.3 -19.4 -10.6 

10.0 9.3 9.’ i0.a 

- -19.2 -22.15 -lb.4 

-7.2 -23.s -4.1 -2.0 

-13.1 -38.S -31.6 -27.0 

1.9 

-- 

-- 

i0.a 

-7.8 

-9.0 

1.7 

8.8 

-1.0 

12.1 

: 4.3 

a.3 

-4.4 

8.0 

5.4 

MB 

-5.3 

8.4 

-2.3 

-- 

3.1 

6.2 3.1 2.4 

1.0 - - 

-4.4 -2.0 - 

10.3 7.4 2.4 

-3.0 -3.6 -32.6 

- - -4.: 

- - - 

7.6 -1.9 -1.8 

2.0 

-4.8 

2.4 

er7.6 

-1.7 

-s.a 

-2s.4 

-4.9 

-32.8 

-6.2 

-3.6 I 
0 

-17.: u 
I 

Sources: Commlsnion des Comunaur6r Europisnnes, Agri-l(on6talrc: tvolutlon des KcarC8, various lsruor. mimeographed and OffLclal- -. 
Journal. 
I/ppllad monetary gaps at and of year. Xlnus sign danotco a nsgaclve mneta:y gap, i.e.. a price ln national currency chat 10 
beTow the common priCe. Oats e,‘ford no lndlcations regarding changes ln monetary gr:J that say have occurred ln the course of a ye4.r 
on account of adJuacmenrs tn prron racca. EMS rcsllgnlPanC and. for countrlsr that Zo not parrlclpata In the I33 oi:hange rate 

mcchanlsm and Italy, fluccuacla.ra ln the exchange rate. Applied monetary gaos (1.0.. wmerary gaps lplnua neutral margin) may vary 
.,mng products becauoe of ad hoc decleionr or bacnuae of phaalng of the entry Into force of changes 111 green rrcer la llnked co &CM 

in the marksctnK year or the products concerned. For rho sake of comparablllty, data <‘noun here always apply to ceraals, lf not co 
other productr. 

21 November 2. 1987. 
T/ PollovlnK the IWS reallgmnant of October 5, 1981. HCAa smerKed beewon the Netherlands, on the ona hand, and Be1g.w and 

h&mbourg. on the other. 
Sl Joined the Community Ln 1973. 
T/ Jolned the Communlry ln 1980. 
T/ us of October 7, 1974, Ireland reared co peg tCr green race Co ths green taco of the Unlead Klngdor, dfhout ending the pegg1t.g 

#If-the Irloh pound Co 8csrllnK. The lrlsh nuthorltlas wanted CO have more leeway to ‘devalue’ the green race, I.e., to raise pricer 
axprrared ln domestic currency. 

71 JoInad the Communlcy In 1986. 
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Table 3. EC: Coefficents of Nominal Protection for 
Selected Agricultural Products A/ 

1970 197s 198C 1935 AVeClge 

Beef 123 121 9s 100 111 21 
(27) (26) (8) (7) (16) j/ 

Sugar 204 82 391 180 2/ 
(19) (7) (126) (84) z/ 

Butter 22s 169 130 124 172 4/ 
(44) (26) (7) (13) (36) I/ 

Maize 151 124 144 149 15s s/ 
(14) (14) (16) (19) (22) 21 

Wheat 151 80 11s 137 126 41 
(201 (7) (11) (20) (28) I/ 

Sources : Statistical Office of the European Communities, Eurostat, 
Agricultural Prices: and IMF, Inttrnational Financial Statistics. 

11 Coefficients of nominal protection are deEined as the ratio of 
domestic to vorld-market prices expressed in percent. Coefficients were 
calculated for individual EC member countries and averaged for the EC. 
Standard deviation of the coefficients of protection across countries 
and over time are given in parentheses. 

21 1969-85. 
J/ Standard deviation of the average coefficients of protection 

du;ing the observation period. 
4/ 1961-85. 
I/ 1963-85. 
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Table 4. OECD: Producer Subsidy Equivalents (PSEs) 
by Commodity and Country I/ 

(Averages 1979-81, in percent) 

Other 
United European Coun- Total 
States Canada Comeunity Japan tries 11 OECD 21 

Dairy 
wheat 
Coarse grains 
Beef and veal 
Pigmeat 
Poultry 
Sugar 
Rice 
Sheepmeat 
Wool 
Soybeans 

48 
17 
13 
10 
6 
6 

17 
5 

. . . 

. . . 
7 

67 
18 
13 
13 
1s 
26 
13 

. . . 

. . . 

. . . 

. . . 

69 
28 
28 
53 
22 
16 
2s 
14 
4s 

. . . 
36 

83 71 
96 s7 

107 55 
SS 62 
14 24 
21 43 
48 33 
69 . . . 

..* 64 
-- . . . 

108 . . . 

64 
22 
19 
30 
17 
14 
27 
61 
29 

9 
9 

Average, all above 
coamodities 16 24 43 59 56 32 

Source: OECD, National Policies and Agricultural Trade (Paris, OECD, 
1987). 

A/ A PSE attempts to measure the payment or subsidy needed to compensate 
producers for the removal of agricultural producer support policies 
(expressed here in percent of the value of output) plus direct payments 
minus any producer levies or taxes. 

2/ Finland, Norway, Sveden, and Svitzerland. 
I/ Includes all OECD countries. 



Table 5. EC: Development of Agricultural 
Producer Prices (in real terms) A/ 

(1980 = 100) 

1975 1978 1979 1981 1982 1983 1984 198s 1986 

Belgium 101.7 
Denmark 112.3 
France 100.4 
Ce rman y 113.1 
Greece 98.4 
Ireland 108.7 
Italy 109.3 
Luxembourg . . . 
Netherlands 115.7 
United Kingdom 123.1 

Average 109.2 111.3 106.4 99.2 99.7 99.4 94.9 91.7 92.9 

107.5 i03.2 
114.7 106.1 
109.4 102.3 
109 .o 105.4 
108.1 105.0 
119.8 112.8 
112.2 106.2 

. . . 
105.8 
115.3 

. . . 
104.5 
111.9 

101.8 106.3 108.1 102.8 101.4 
96.6 97.7 97.8 93.8 89.0 

100.8 102.9 99.7 90.8 88.7 
98.5 96.0 93.8 89.9 84.6 
98.7 104.1 102.2 101.3 99.3 

100.3 97.9 97.8 93.4 88.1 
97.2 98.7 98.0 95.1 $4.1 
97.4 95.2 98.8 91.8 92.1 
99.5 96.6 96.8 94.6 91.5 

101.2 101.4 101.2 95.4 88.9 

104.1 
91.4 

. . . 
83.3 
97.s 
88.7 
97.9 
94.1 

. . . 
86.5 

Sources: EC Commi ss ion, The Agricultural Situation in the Community-1986 Report, Brussels, 

Luxembourg 1987; and IHF, International Financial Siatistics, 

1/ Agricultural producer prices deflated by holesale prices or prices for industrial products. 
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Table 6. EC: Batio of Real Producer Prices to Input Prices i! 

( 1980 = 1001 

1973 1981 1982 1983 1984 1985 

Belgium 109.3 98.2 96.7 99.1 94.1 94.5 
Denmark 112.0 96.0 9S.8 94.1 90.9 91.8 
France 127.6 99.0 99.5 99.0 94.0 93.8 
Germany 112.6 97.1 97.1 92.7 91.7 91.6 
Greece 112.3 99.4 106.9 101.8 105.8 107.3 
Ireland 131.3 101.7 99.4 99.5 94.1 90.4 
Italy 106.7 92.4 94.9 92 .o 90.4 92.9 
Luxembourg 119.2 97.0 101.1 98.4 94.4 101.6 
Netherlands 114.0 100.5 99.4 97.2 96.8 98.9 
United Kingdom 119.8 101.4 100.3 97.5 9s.s 92.4 

EC-10 116.7 97.9 98.6 96.6 94.4 94.6 

Source : EC Comission, the Agricultural Situation in the Coamunity-1986 
Report, Brussels, Luxembourg 1987. 

Ai The %ost-price squeeze” is calculated by dividing changes in the index 
of prices of the value of final agricultural production by changes in the 
index of prices of the value of inputs. 
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Table 7. EC: Degrees of Self-Sufficiency in Cereal Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 1985 

Belgium 53.8 
Denmark . . . 
France 117.0 
Germany 76.6 
Greece . . . 
Ireland . . . 
Italy 76.1 
Netherlands 34.1 
United Kingdom . . . 

EC Total 84.0 88.0 89.7 91.2 106.3 127.1 

48.8 
.a. 

135.2 
76.0 

. . . 

. . . 
69.6 
37.3 

. . . 

41.6 
97.7 

158.8 
78.0 

. . . 
70.8 
67.8 
31.3 
65.3 

41.2 s2.0 60.6 
108.2 106.9 133,s 
157.0 17s.4 215.3 
82.9 90.3 99.5 
92.0 105.0 110.3 
76.6 83.8 101.8 
69.0 77.1 81.6 
26.1 28.0 31.0 
70.1 100.1 138.7 

Source : Statistical Office of the European Conanunities, Yearbook of 
Agricultural Statistics. 

Table 8. EC: Degrees of Self-Sufficiency in Wheat Production 

(In percent) 

1960-64 1965-69 1970-74 19?S-79 1980-84 

Belgium 
Denmark 
France 
Germany 
Greece 
Ireland 
Italy 
Netherlands 
United Kingdom 

71.8 71.7 52.7 
. . . . . . 121.0 

118.1 142.6 163.2 
75.9 83.5 83.7 

. . . 

. . . 
90.5 
39.7 

. . . 

. . . 

. . . 
96.6 
61.9 

. . . 

. . . 
66.2 
89.8 
46.5 
53.4 

64.0 69.5 
139.2 126.0 
188.6 206.0 
97.6 104.3 

139.4 144.1 
53.0 50.1 
83.6 84.6 
58.0 58.1 
62.9 95.9 

EC Total 93.6 107.2 97.1 106.4 121.6 

Source: Statistical Office of the European Communities, Yearbook of 
Statistics. Agricultural -- 
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Table 9. EC: Degrees of Self-Sufficiency in Rice Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 

Belgium -- 

Denmark . . . 
France 57.2 
Germany se 
Greece .*. 
Ireland . . . 
Italy 141.8 
Netherlands -- 
United Kingdom . . . 

EC Totai 80.6 82.0 98.4 75.3 71.6 

we 

l . . 

49.6 

-- 
-- 

30.7 

. . . 

. . . 
144.9 

. . . 

. . . 
-- 

255.2 
-- 
-- 

-- -- 
we -- 

12.2 7.3 
-- -- 

183.0 115.7 
-.- -- 

200.5 230.6 
-- -- 
-- -- 

Source : Statistical Office of the European Communities, Yearbook of 
Agricultural Statistics. 

Table 10. EC: Degrees of Self-Sufficiency in Vegetables 
and Fruit Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 1985 

Belgium 94.5 
Denmark . . . 
France 98.8 
Germany 60.9 
Greece . . . 
Ireland . . . 
Italy 120.1 
Netherlands 149.8 
United Kingdom . . . 

95.8 96.9 
. . . 60.9 

96.8 97.0 
55.7 47.9 

. . . 

. s * 

115.4 
144.0 

. . . 

. . . 
85.5 

114.6 
139.2 
62.6 

93.8 93.0 93.8 
65.8 59.6 59.3 
92.0 93.8 92.4 
40.9 44.9 47.3 

122.1 136.3 143.0 
84.2 68.7 65.7 

119.6 124.8 124.3 
129.3 135.2 143.5 
61.5 55.8 49.7 

EC Total 99.6 96.6 91.6 88.7 93.9 94.1 

Source: Statistical Off ice of the Europran Comnunities, Yearbook of -~.- 
sriculturdl Statistics. - .- 
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Table Il. EC: Degrees of Self-sufficiency in Sugdr Beet Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 

Belgium 100.0 100.0 
Denmark . . . . . . 
France 100.0 100.0 
Germany 99.4 99.6 
Greece . . . . . . 
Ireland . . . . . . 
Italy 100.0 100.0 
Netherlands 100.3 100.0 
United Kingdom . . . . . . 

100.0 96.7 99.2 
101.5 100.0 100.1 
100.0 100.2 100.2 
100.0 100 .o 100.0 

. . . 100.0 100.0 
100.0 100.0 100.0 
100.0 100.0 100.0 
100.0 101.7 99.6 
loo.0 100.0 100.0 

EC Total 99.8 99.9 100.0 100.0 100.0 

Source: Statistical Office of the European Communities, Yearbook of 
Agricultural Statistics. 

Table 12. . EC: Degrees of Self-Sufficiency in White Sugar Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 1985 

Belgium 117.0 133.4 164.2 194.1 257.5 231.0 
Denmark . . . . . . 121.1 180.4 200.8 238.9 
France 118.1 118.7 153.9 182.1 224.6 211.4 
Germany 89.9 86.8 95.5 116.0 133.4 131.9 
Greece . . . . . . . . . 94.0 100.7 84.8 
Ireland . . . l *- 107.7 114.3 123.5 141.4 
Italy 88.7 90.2 72.5 83.0 98.0 77.3 
Netherlands 97.7 100.5 112.2 144.0 164.8 164.3 
United Kingdom . . . . . . 34.8 32.2 51.9 63.7 

EC Total 99.3 99.9 91.5 108.5 134.4 131.7 

Source: Statistical Office OF the European Communities, Yearbook of 
Agricultural Statistics. 
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Table 13. EC: Degrees of Self-Sufficiency in Heat Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 1985 

Belgium 97.6 
Denmark . . . 
France 101.7 
Germany 91.1 
Greece . . . 
Ireland . . . 
Italy 88.0 
Netherlands 135.2 
United Kingdom . . . 

101.3 119.5 
. . . 322.6 

97.0 95.4 
88.5 86.2 

. . . 

.*. 
80.6 

146.8 
. . . 

. . . 
172.2 

78.9 
167.1 
69.7 

116.7 127.0 130.3 
298.6 332.1 322.5 

96.0 100.7 98.5 
87.7 90.7 90.7 
78.6 77.1 71.3 

195.7 183.7 198.9 
82.7 83.5 80.6 

162.8 174.7 183.9 
73.4 78.3 81.6 

EC Total 97.5 94.3 94.8 97.2 101.6 102.1 

Source: Statistical Office of the European Cornunities, Yearbook of 
Agricultural Statistics. 

Table 14. EC: Degrees of Self-Sufficiency in Beef Production 

(In percent 1 

1960-64 1965-69 1970-74 1975-79 1980-84 1985 

Belgium 95.0 91.5 96.5 97.2 113.1 120.2 
Denmark . . . . . . 231.8 291.8 368.1 327.8 
France 106.3 105.3 105.0 106.5 106.0 109.2 
Germany 95.6 88.0 89.3 96.7 109.7 111.6 
Greece . . . . . . . . . 50.7 44.9 36.8 
Ireland . . . . . . 216.3 296.6 253.8 323.0 
Italy 77.8 64.1 67.1 71.7 73.6 71.5 
Netherlands 111.9 111.7 118.3 124.9 159.3 185.8 
United Kingdom . . . . . . 73.3 76.8 87.0 91.6 

EC Total 97.2 90.2 92.5 98.5 104.7 108.0 

Source: Statistical Office of the European Commurities, Yearbook of -- 
Agricultural Stat isr its. ---.- --._ 
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Table ‘5. EC: Degrees of Self-Sufficiency in Pork Production 

(In percent 1 

1960-64 1965-69 1970-74 197% 79 1980-84 1985 

Belgium 103.1 
Denmark . . . 
France 99.3 
Germany 96.9 
Greece . . . 
Ireland . . . 
Italy 93.4 
Netherlands 146.0 
United Kingdom . . . 

114.5 
. . . 

91.5 
96.0 

. . . 

. . . 
91.7 

159.1 
. . . 

144.8 
416.0 

88.9 
91.5 

. . . 
158.9 
81.4 

179.7 
64.3 

150.0 161.5 161.7 
346.4 392.8 367.9 

89.2 87.0 84.5 
90.0 88.7 88.2 
87.9 79.7 69.7 

135.0 139.6 118.3 
78.2 71.8 74.1 

174.8 177.1 188.1 
63.4 67.2 70.1 

EC Total 101.0 99.7 100.9 100.2 101.9 102.5 

Source: Statistical Office of the European Conxnunities, Yearbook of 
Agricultural Statistics. 

Table 16. EC: Degrees of Self-Sufficiency in Butter Production 

(In percent) 

1963-64 1965-69 1970-74 1975-79 1980-84 1985 

Belgium 
Denmark 
France 
Germany 
Greece 
Ireland 
Italy 
Netherlands 
United Kingdom 

96.8 
. . . 

108.8 
94.3 

. . . 

. . . 
63.2 

140.1 
. . . 

103.7 
. . . 

115.6 
101.8 

. . . 

. . . 
68.4 

238.7 
. . . 

104.9 
327.8 
113.2 
105.6 

. . . 
202.2 

65.3 
361.7 

18.3 

106.1 116.0 . . . 
291.8 217.2 198.0 
111.2 122.s 127.9 
132.3 134.8 111.9 
65.5 58.1 . . . 

285.4 319.3 
62.3 64.5 ::: 

443.8 419.2 . . . 
29.2 62.8 73.1 

EC Total 99.6 109.2 101.5 110.5 128.4 112.6 

Source: Statistical Office of the European Communities, Yearbook of 
Agricultural Statistics. 
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Table 17. EC: Degrees of Self-Sufficiency in Egg Production 

(In percent) 

1960-64 1965-69 1970-74 1975-79 1980-84 19815 

Belgium 120.8 
Denmark . . . 
France 98.7 
Germany 65.4 
Greece . . . 
Ireland . . . 
1mly 83.3 
Netherlands 217.9 
United Kingdom . . . 

EC Total 93.1 97.2 99.8 100.3 102.4 89.9 

124.9 
. . . 

100.2 
84.3 

. . . 

. . . 
93.8 

141.3 
. . . 

176.6 
122.9 
100.2 
84.1 

. . . 
98.7 
96.5 

149.5 
97.3 

162.7 126.9 
106.1 102.8 
LOO.1 102.5 

77.s 71.9 
100.6 98.4 

94.1 74.1 
96.4 93.4 

211.4 304.8 
99.6 97.6 

112.8 
97.6 
98.4 
72.5 
97.6 
78.7 
92.1 

. . . 
95.3 

Source : Statistical Office of the European Coamunities, Yearbook of 
Agricultural Statistics. 

Table 18. EC: Degrees of Self-Sufficiency in Wine Production A/ 

(In perceat 1 

1960-64 1965-69 1970-74 197s-79 1980-84 19853 

Belgium 0.5 
Denmark -- 

France 88.8 
Germany 59.5 
Greece . . . 
Ireland -- 

Italy 103.0 
Uetherlands 2.2 
United Kingdom . . . 

0.6 0.6 0.2 
-- -- -- 

94.4 97.3 97.1 
56.8 62.7 56.8 

. . . . . . 129.4 
mm -- a- 

106.1 114.0 123.1 
1.9 1.0 -- 

-- . . . 0.1 

0.2 0.1 
- Mm 

102.6 101.8 
59.5 515.5 

109.2 llS.9 
-- -- 

12i.6 186.0 
-- -- 
0.1 0.2 

EC Total 94.2 9s.9 97.8 98.6 99.5 112.3 

Source: Statistical Office of the European Communities, Yearbook of 
Agricultural Statistics. 

l/ No account is taken of the very large volume of wine distilled 
into alcohol for human consumption or industrial use. 
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Table 19. Uorld Production end the EC’r Share in Trade of Selected 
Agricultural Products (1983) 11 

World World 
Production Trade 2/ 

1000 t 1000 t- 

Proportion of 
Pmductioa 

Traded 
( in percent 1 

Percent of World Trade 
Imported Exported get gC- 

by EC b ec rhare 
of world 
trade 21 

TOCAL cereals (except rice) 5/ 1,268,37S 195,869 15.4 
Of which: total wheat 500,533 103,692 20.7 1:: 9.8 0.1 

15.0 10.7 

Feed grain (except rice) i/ 767,842 92,177 12 .o 15.8 4.0 -11.8 
Of which: maize 415,127 63,082 15.2 19.8 0.3 -19.5 

Oi 1 seeds (by weight produced) 
Of which: soya 

201,679 
87,192 

35 ,Ob6 

113,206 

443,135 

31,655 15.7 49.0 0.1 -48.9 
26,959 30.9 52.0 -- -52.0 

Wine 

Sugar 

2,448 

28,889 

255 

7.0 9.4 64.7 55.3 

25.s 6.2 14.2 8.0 

TOCAL milk 0.1 2.0 44.7 62.7 

Butter 7,532 765 10.2 14.8 45.6 30.g 

Chec se 12,159 810 6.7 13.5 49.6 36. :L 

Milk powder (skimned And whole) 6,489 1,639 25.3 0.9 43.0 42. .l 

Tote1 maat (except offal) 
Of which: beef AKId veal 

pigmeat 
poultrymeat 

140,526 z/ 
45,757 y 

5,489 51 
2,280 61 

53,899 21 760 g/ 
29,015 y 1,349 g/ 

3.9 13.6 17.9 4.3 
5.0 9.0 19.8 lO.Il 
1.4 10.5 13.7 3.11 
4.6 4.8 30.6 25.i3 

Es88 28,456 4s7 1.6 3.5 37.2 33.1 

Source : EC Conmission, The AgricuLturaL Situation in the Commmity-1986 Report, Erw8els, Luxembourg 1987. 
1/ coimlluni.ty of 12. 
?! Exports (excluding intra-EC trade) and excluding processed products. 
i/ Net bsldnce EC trade/world cradt. 
tt Cereals ar grain ; processed products excluded. 
St Including salted meat. 
if Excluding salted meat for trade. 



Table 20. OECD: Share of Each Country in OECD Agricultural gxportr 

(Percent of agricultural exports in U.S. dollarr) 

1964-70 1971-7s 1976-80 1981-8s 1981 1982 1983 1984 1985 

Belgium A/ 3.0 4.2 4.6 4.5 4.4 4.6 4.4 4.4 4.6 
DeNnArk 5.8 4.5 4.4 4.1 3.9 4.1 4.1 4.1 4.3 
France 10.3 13.0 12.8 12.8 12.8 12.3 12.7 12.5 13.6 
Cennany 3.1 s.3 7.0 7.5 7.3 7.6 7.5 7.3 7.8 
Greece 1.3 1.0 1.1 1.0 0.8 1.0 1.1 1.1 1.1 
I tel and 2.2 2.1 2.4 2.1 2.0 2.0 2.1 2.1 2.4 
Italy 4.7 4.4 4.4 4.4 4.2 4.5 4.2 4.2 5.1 
Netherlands 9.8 11.1 11.8 11.0 10.6 11.2 11.2 10.7 11.2 
United Kingdom 5.0 4.8 5.6 3.7 s.s 5.8 5.6 s.4 5.9 

EC-10 

Portugal 0.8 0.6 0.4 0.4 0.3 0.3 0.4 0.4 0.4 
Spain 2.8 2.7 2.7 2.6 2.7 2.5 2.4 2.8 2.9 

United States 
hpan 
Canada 
Australia 
New Zeal and 

OECD 

45.2 

25 .o 23.6 23.5 
2.3 1.8 1.2 
8.6 6.9 5.6 
6.5 6.4 5.5 
3.2 2.1, 1.9 

100.0 

so.3 

100.0 

54.1 

100.0 

53.1 

23.1 25.6 22.6 23.6 23.5 20.1 
1.2 1.3 1.2 1.2 1.2 1.2 
6.8 6.1 7.0 7.4 7.2 6.4 
4‘9 s.1 s.3 4.1 5.4 4.8 
2.3 2.1 2.3 2.3 2.2 2.5 

100.0 100.0 100.0 100.0 100.0 100.0 

51.6 53.2 52.8 51.8 ss.9 

Source : OECD, Foreign Trade Statirtics. 
A/ Including Luxembourg. 



Table 21. OECD: Share of Each Country in OECD Agricultural fmporcm 

(Percent of agricultural. imports in U.S. dollars) 

1964-70 197 1-7s 1976-80 1981-85 1981 1982 1983 1984 1985 

Belgium A/ 3.8 4.6 5.3 4.9 5.2 5.3 4.8 4.7 4.5 
Denmark 1.4 1.2 1.5 1.s 1.6 1.4 1.5 1.5 1.5 
Pt Ante 7.8 7.7 9.4 9.0 9.1 9.2 9.3 8.6 8.7 
Germany 14.9 15.2 lS.3 13.8 14.3 14.2 14.1 13.3 13.3 
Greece 0.6 0.7 0.6 0.9 0.7 1.0 1.0 1.0 1.0 
Ireland 0.7 0.7 8.8 1.0 1.1 1.0 1.0 0.9 0.9 
Italy 7.2 9.2 8.5 8.S 8.1 8.9 8.6 7.9 9.1 
Netherlands 4.7 5.8 6.9 6.6 6.8 6.8 6.8 b.3 6.4 
United Kingdom 18.8 13.8 11.2 10.1 10.5 10.4 10.0 9.8 9.5 

EC-10 60.0 58.7 59.6 56.3 57.4 58.2 57.0 54.1 94.9 

POrtUgAl 0.5 0.9 0.8 0.8 1.1 0.9 0.7 0.8 0.7 
Spain 2.0 2.4 2.3 2.2 2.2 2.4 2.4 2.1 2.1 

United States 18.9 16.4 15.4 17.5 15.9 15.9 17.1 19.2 19.5 
JApAn 7.1 10.3 11.3 12.5 12.7 12.0 12.5 13.1 12.4 
Canada 3.2 3.5 3.2 3.4 3.4 3.2 3.4 3.7 3.4 
Aust ral is 0.7 0.7 0.7 0.8 0.8 0.8 0.8 0.9 0.9 
New ZeAland 0.3 0.3 0.2 0.3 0.2 0.3 0.3 0.3 0.3 

OECD 100 .o 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

Source: OECD, Foreign Trade Statistics. 
A/ IncL uding Luxewbourg . 



Table 22. OECD: Share of AgriCUltUrAi Imports in Total Imports i/ 

(P*tcent of merchandise imports in U.S. dollsto) 

1964-70 197 1-75 1976-80 1981-85 1981 1982 1983 1984 1985 

Belgium 21 12.4 11.6 11.3 10.6 10.6 11.1 10.7 10.7 
Denmark 11.1 9.3 10.4 10.7 11.1 10.5 11.0 10.8 
France 15.1 11.4 11.2 10.0 9.5 9.7 10.5 10.1 
Cermany 19.3 15.4 12.8 10.9 11.0 11.2 11.0 10.7 
Greece 12.8 10.6 8.3 12.0 10.7 12.1 12.s 12.3 
Ireland 16.2 12.6 12 .o 12.1 12.6 12.2 12.5 11.4 
Italy 19.0 18.3 14.7 12.5 11.5 12.9 13.1 11.8 
Netherlands 13.3 13.1 13.3 12.8 12.9 13.3 13.1 12.4 
United Kingdom 26.9 19.5 14.6 12.0 13.0 12.8 12.0 11.4 

10.1 
10.0 
10.1 
10.6 
12.3 
11.7 
13.0 
12.2 
11.0 I 

w 

EC-:0 18.5 14.9 12.8 11.3 11.3 11.6 11.6 11.1 11.1 

Portugal 
Spain 

12.6 lS.4 14.2 11.7 13.9 11.3 10.7 11.5 11.0 
14.7 12.9 11.0 9.1 8.7 9.4 9.7 9.1 8.8 

United States 17.s 12.3 9.1 7.3 7.4 7.7 7.6 6.9 6.8 
Japan 1S .8 14.8 13.4 11.7 11.3 11.2 11.9 11.9 12.2 
Canada ’ 8.2 7.7 7.3 6.4 6.6 7.3 6.6 6.1 5.6 
Australia 5.0 5.0 5.1 4.6 4.1 4.1 S.1 4.9 4.8 
New ZeaLand 6.9 6.6 5.9 5.8 5.3 6.2 5.6 5.8 5.9 

OECD :6.2 13.1 11.1 9.s 9.6 9.9 9..8 9.3 9.1 

z 

I 

Source : OECD, Foreign Trade Statistica. 
!I Agricultural imports are SITC categories 0 and 1 (food, beverages, and tobacco). 
j/ Including Luxembourg. 



Table 23. OBCD: Share of Agricultural LIxportr in Total Exports l/ 

(Percent of merchandise uportr in U.S. dollars) 

1964-70 1971-7s 1976-80 1981-85 1981 1982 1983 1984 1985 

Belgium z/ 7.3 9.0 9.0 
Denmark 43-o 34.3 32.9 
France 16.i 16.9 14.8 
Ce rmsny 2.3 3.7 4.4 
Greece 54.2 34.2 29.4 
Ireland 55.4 44.3 39.0 
Italy 10.0 8.2 7.1 
Netherlands 23.7 21.0 20.1 
United Kingdom 6.4 6.8 6.9 

EC-10 

Portugal 22.3 16.5 13.9 3.3 10.4 9.7 9.6 8.8 7.8 
Spain 37.9 23.3 18.1 14.5 16.9 14.7 14.1 13.7 12.9 

United States 14.8 15.0 14.4 13.0 14.7 13.0 13.8 12.9 10.7 
Japan 3.8 2.1 1.2 0.9 1.1 1.0 0.9 0.8 0.7 
Canada 15.4 12.1 lC.5 10.7 11.6 12.4 11.7 9.8 8.3 
Australia 36.3 34.7 31.6 27.3 30.2 29.9 24.4 27.8 24.1 
New Zeal and 56.4 54.8 46.7 50.4 50.2 53.2 so.9 47.0 so.3 

OECD 12.4 11.3 10.3 9.9 10.7 10.3 10.0 9.6 8.8 

11 .o 10.8 10.4 

10.0 10.3 10.5 9.6 10.1 9.s 
30.5 31.9 32.9 29.9 29.6 28.5 
15.8 16.4 15.9 15.8 15.6 15.3 

5.0 5.4 s.2 s.0 4.9 4.7 
26.6 25.7 27.4 27.4 26.6 25.9 
28.3 33.1 30.0 27.8 25.5 2s. 1 

6.9 7.2 7.2 6.S 6.S 7.1 
19.3 20.3 20.1 19.5 18.7 18.0 

6.9 7.2 7.1 7.0 6.7 6.4 

10.6 11.1 10.8 10.5 10.4 10.0 

Source : OECD, Foreign Trade Statistics. 
l/ Agricultural exports are STTC categories 0 and 1 (food, beverages, and tobacco). 
z/ Including Luxembourg. 
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Table 24. UC: Ratio of Stocks to Production for 
Selected Comodities and Countries 

(Percent of mid-year stocks in the voLme of annual output) 

1973-75 1976-80 1981 1982 1983 1984 198s 

Ceredr l/ 
United-States 
gc-9 2/ 
Aurtrilia 

69.6 78.8 73.0 8S.6 125.8 71.9 . . . 
14.s 13.7 11.9 12.4 13.3 . . . . . . 
10.2 15.1 lS.8 29,s 16.4 28.1 . . . 

But tcr 
United States 
EC-9 
Austt4lia 
Hew Zealand 

12.8 21.3 41.3 43.2 4s.s 46.8 23.0 
11.4 14.9 9.9 10.7 24.7 42.3 51.9 
10.7 13.9 14.s 17.0 21.6 28.1 27.6 
10.7 10.8 8.1 10.6 7.1 27.1 . . . 

Ski-d milk powder 
United States 22.7 
EC-9 19.9 
Awttalir 12.6 
Mew Zealand 45.9 

55.1 s3.7 78.2 90.1 118.6 75.3 
34.4 12.2 19.0 31.2 38.0 29.2 
11.8 19.4 7.8 10.6 13.6 9.3 
ss.2 3s.7 60.3 31.0 31.0 . . . 

8eef and veal 
EC-9 
Australia 

2.4 4.3 2.6 3.1 
7.2 5.s 4.7 2.9 

8.2 8.7 
2.9 3.4 

Source: OECD, 
l/ Cereals excluding rice. 
z/ Excluding Ireland. 

Uote: YC intervention (EAGCF) stocks are included in all EC totals. 



Table 25. OECD: ShAre of Agricultural Valve Added in CDP A/ 

(Percent of nominal value added) 

1960-70 1971-715 1976-80 1981-M L/ 1981 1982 1983 X984 1985 

Belgium 5.2 3.5 2.5 
Denmark 9.3 5.6 5.0 
France 8.2 6.0 4.6 
Ce rmany 4.6 2.9 2.4 
Greece 19.7 16.9 15.2 
Ireland 18.3 15.0 14.4 
ItALK 10.8 7.5 6.9 
Luxembourg 5.6 3.6 2.9 
NetherLands 6.8 4.8 3.9 
United Kingdom 2.9 2.5 2.1 

::: 
3.9 
2.0 

15.8 
10.4 
S.6 
2.9 
4.3 
1.8 

2’: 2.5 
5.7 

3.9 4.3 
2.1 2.3 

16.1 16.6 
10.1 10.4 
6.0 S.8 
2.7 3.4 
4.1 4.3 
1.9 2.0 

2.6 2.9 2.4 
4.9 S.6 4.8 
4.0 3.9 3.7 
1.9 2.0 1.7 

15.2 15.7 1s.s 
10.7 11.0 9.6 
6.0 s.4 5.0 
2.9 2.7 . . . 
4.3 4.4 . . . 
1.8 1.9 1.6 

EC-10 6.5 4.3 4.1 3.6 3.7 3.8 3.5 3.6 3.3 

Portugal 
Spain 

19.4 14.4 11.7 8.7 8.S 8.8 8.5 9.1 . . . 
15.7 10.1 8.1 6.2 6.1 6.3 6.2 6.5 6.2 

United States 
Japan 
CAMdA 
AuStrALiA 
New Zealand 

3.2 
9.3 
4.9 
9.4 

3.3 2.9 2.4 2.3 2.6 2.0 2.3 2.1 
S.6 4.6 3.3 3.s 3.4 3.3 3.2 3.1 
4.2 3.9 3.5 3.8 3.7 3.3 3.2 . . . 
6.6 5.7 4.6 5.1 3.8 s.0 4.s . . . 

11.2 10.7 9.4 9.6 8.2 8.7 11.1 . . . . . . 

OECD 21 6.1 9.0 4.3 3.6 3.8 3.7 3.4 3.s 3.3 

Source: OECD, Nat ionAL Accounts. 
A/ Agriculture includes hunting, forertry and fishing. 
2/ 1981-84 for Canada, Luxecabourg, Netherlands, Portugal, Australia and Ieu Zealand. 
31 Excluding Iceland And Switzerland. 

patities for GDP of the current year. 
Aggregates were calculated using purchasing power 

OECD estimetes for 198s for Canadd, Luxembourg, 
Netherlands, Portugal, Australia and New Zealand are included in the OECD total. 

. ..-... 
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Table 26. OECDr Growth of Agricultural BPrploysmnt if 

(Average amNW percentage change) 

1960-70 1970-75 197S-80 1980-83 1981 1982 1983 1984 1985 

Belgium -s.o -4.8 -3.8 -1.3 -2.7 -1.8 -0.9 -- -0.9 
Denmark -3.1 -3.0 -5.2 -0.7 -0.6 1.7 m- -6.8 2.4 
France -4.1 -4.8 -3.0 -3.1 -3.4 -3.3 -3.2 -3.0 -2.7 
Germmy -4.6 -4.8 -4.1 -0.7 -2.0 -0.9 -0.3 -0.1 -0.1 
Greece -4.1 -2.5 -2.1 0.4 6.6 -6.9 5.2 -1.5 -0.7 
lrcla.rd -3.2 -3.4 -2.6 -4.2 -6.2 -1.5 -2.1 -4.2 -6.6 
It*ly -5.2 -3.4 -2.3 -4.6 -5.8 -7.7 0.2 -4.0 -s .4 
Luxembourg -5.0 -4.1 -4.3 -4.4 -7.1 -3.8 -2.6 -4.1 -4.2 
Netherlands -3.4 -1.9 -1.3 0.2 -0.8 -1.2 2.5 -0.8 1.2 
United Kingdom -3.4 -3.0 -0.9 -0.5 -0.3 w- -1.2 -0.8 -0.3 

gc-10 -4.9 -3.8 -2.7 -2.4 -2.5 -4.3 -0.1 -2.4 -2.4 

Portugal 
Spain 

United States -4.4 -0.3 0.1 -1.1 -9.3 1.4 -0.8 -2.0 -3.8 
38pan -4.1 -s.7 -2.7 -2.5 -3.15 -1.6 -3.1 -3.6 -0.6 
Canada -2.7 -1.3 0.6 0.2 2.4 -6.5 5.2 -0.2 0.7 
bustr8li8 -0.5 -1.3 0.1 0.2 1.7 -0.7 1.0 -3.1 2.2 
New ZeaLsnd 0.3 -- 1.2 1.4 3.6 2.1 -2.7 0;7 3.s 

OECD 2/ -3.4 -2.7 -1.7 -1.6 -1.7 -1.4 -0.9 -1.9 -1.9 

-3.6 4.7 -3.2 -2.8 -5.3 -2.6 -1.1 1.8 -6.5 
-2.8 -3.7 -5.0 -2.5 -2.7 0.6 -1.8 -3.6 es.1 

Source: OECD, Labor Force Statistics. 
11 Agriculture includes hunting, forestry and fishing. According to IlAl guidelines 

unpaid famiLy workers are included in employment irrespective of the number of hours 
worked during the specified period. Some of the above countries may exclude such workers, 
however, if they worked less then a number of spexified hours per week. 

2/ OECD estimates for 1985 for Iceland sre included in the OECD total. 
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Table 27. OECD: Share of Agriculture in Civilian Bxployment r/ 

(Percentages) 

1960-70 1971-75 1976-80 1981-81 1981 1982 1983 1984 1985 

BcLgium 6.6 3.9 3.2 3.0 
Denmark 14.8 9.9 7.7 7.1 
France 18.0 11.4 9.2 8.0 
Germany 11.2 7.4 6.1 5.6 
Greece 49.4 37.0 32.1 29.6 
Ireland 32.3 24.2 20.4 16.8 
Italy 26.0 18.4 15.4 12.3 
Lurembourg 12.6 7.9 6.1 4.7 
Netherlands 7.8 5.8 5.3 4.9 
United Kingdom 3.9 2.9 2.7 2.7 

m-10 14.8 10.1 8.) 7.5 7.8 7.6 7.6 7.4 7.2 

Portugat 37.3 30.7 31.2 24.5 26.0 25.2 23.6 24.5 23.2 
Spain 32.0 24,3 20.1 18.4 18.6 18.8 18.6 18.6 17.6 

United States 6.3 4.2 3.7 3.4 3.5 3.6 
Japan 23.7 13.9 1l.S 9.3 10.0 9.7 
Canada 10.3 6.7 5.7 5.3 5.4 5.2 
Australia 9.6 7.3 6.3 6.4 6.5 6.4 
Pew Zealand 13.0 11.2 10.9 11.3 11.4 11.4 

O&CD 2/ 17.5 

3.0 
7.3 
8.4 
5.3 

30.7 
17.3 
13.4 

::; 
2.7 

3.0 3.0 3.0 2.9 
7.5 7.4 6.7 6.7 
8.2 7.9 7.8 7.6 
5.5 5.6 5.6 5.5 

28.9 29.9 29.4 28.9 
17.0 17.1 16.6 16.0 
12.4 12.4 11.9 11.2 
4.8 4.7 4.5 4.2 
4.8 5.0 5.0 4.9 
2.7 2.7 2.7 2.6 

12.3 10.6 9.4 9.7 9.6 

3.5 
9.3 
5.5 
6.6 

11.2 

9.5 

3.3 3.1 j 
8.9 8.8 
5.3 5.2 
6.2 6.2 : 

11.2 11.1 

9.2 8.9 

Source: O&CD, Labor Force Statistics. 
A! Agriculture includes bunting, forestry and fishing. Accordiag to IU) guidelines 

unpaid family workers are included ia employment irrespective of the number of hours 
worked during the specified period. tome of the above countries may exclude such workers, 
however, if they worked less than a number of specified hours per week. 

z/ OECD estimates for 1985 for IceLand are included in the OECD total. 



- 107 - 

Table 28. E-10: Holdiagr: Humber and Area Covered by Agriculture 

Size of goldiugs bber of Holdings 
(in hectares) 

Area Covered by Holdings 
(ia thousands) (in thousands of hectarss) 

1960 1970 1980 1984 1960 1970 1980 1984 

l- 5 4,030 3,085 2,945 2,342 10,297 7,658 6,054 5,642 

S-10 1,712 1,244 924 859 12,259 8,839 6,535 6,125 

10-20 1,329 1,116 848 781 18,724 15,855 12,116 11,219 

20-50 820 850 853 844 24,561 25,591 26,281 26,022 

More than SO 265 291 339 359 25,516 34,034 37,893 39,457 

Total 8,147 6,585 5,458 5,175 91,356 91,997 88,878 88,466 

Sources: Comnisrion of the European Comnmities, The Agricultural Situation in 
the Coammaite, variour irrues; and Burostat, Agriculture-StatisticaL Yearbook 1986. 

A/ Totals amy not add up because of rounding and overlapping categories. 
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Table 29. KC-1C; Average Site of Agricultural Lioldiag 
Per Hember gtate 

(In hectares) -- 

1960 1970 1980 1984 

&Lgium 8.2 11.6 
Dealurk 15.7 20.7 
Frame 17.0 21.0 
cemany 9.3 11.7 
Greece 4.0 4.3 
Ireland 17.1 1.7.7 
Italy 6.8 7.5 
Luxembourg 13.4 19.4 
letherlandr 9.9 13.0 
United Kingdom 32.0 56.8 

EC-10 11.2 14.0 16.3 17.1 

15.4 16.4 
25.0 30.2 
25.4 27.9 
15.3 16.3 
4.6 5.3 l/ 

22.6 22.8 it 
7.4 21 8.0 z/ 

27.6 30.7 
15.6 16.4 
68.7 69.9 

Source8 : Commission of the European Comunitier, The Agricultural 
Situation in the CormunitY, 1986 Report; and Eurostat, Agriculture- 
Statistical Yearbook 1986. 

l/ 1983 Comnuaity Gey. 
‘z/ 1977 nationaL survey. 
I/ 1982 Commm ity survey. 



Table 30. EC: Distribution of Farm Siser in 1983 by Country 

Size A/ Belgium Denmark France Cm-many Greece Ireland Italy Netherlands LUX- United 
bourg Kiagdam 

Less than 2 0.8 0.1 0.9 1.3 12.1 4.0 7.4 0.1 0.6 0.3 

2 Less than 4 1.2 0.9 1.4 2.5 17.4 7.4 9.0 0.4 1.4 0.8 

I less than 8 3.0 3.6 4.0 6.3 29.1 14.5 13.3 1.4 3.7 1.8 I 

8 less then 16 9.4 9.8 11.7 14.7 26.1 23.3 16.0 3.4 9.7 4.1 5 

16 lera than 40 41.8 34.9 37.4 42.6 12.3 34.5 21.5 17.4 so.4 16.1 ’ 

nora than 40 43.8 so.7 44.6 32.6 3.0 16.3 32.8 77.3 34.2 76.9 

Source : EC Comeirsion, The AgricuLtural Situation in the Coomunity - 1986 Beport. Brurralr, Luxembourg 1987. 

AI Heerured in European rite unity. 
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Table 31. OECD: Relative L&or Productivity in Agriculture I/ 

(Total economy 31 100) 

Belgium 65.6 68.4 84.6 80.5 83.4 82.1 87.9 89.0 
Denmark 46.8 59.9 76.3 70.9 74.6 67.3 87.7 80.9 
Prlrnce SO.6 53.2 65.3 57.7 65.5 63.6 69.1 70.5 
Germany 31.2 35.3 40.4 37.5 44.2 39.2 41.4 39.5 
Greece 39.6 39.4 41.5 41.1 44.8 39.2 41.4 41.0 
Italy 40.5 44.3 55.6 so.3 53.8 58.6 57.6 58.3 
Luxembourg 39.7 45.7 61.5 54.2 68.1 59.4 64.2 . . . 
Netherlands 54.3 62.5 88.0 81.5 89.8 87.4 90.7 90.9 
United Kingdom 58.4 60.7 73.4 70.6 74.5 68.5 78.8 74.6 

EC-10 2/ 39.4 42.9 51.3 47.9 52.7 so.9 53.8 . . . 

Portugal 12.0 35.8 43.1 44.6 47.4 48.2 48.2 52.1 
Spain 41.7 48.2 51.1 48.6 46.9 49.6 53.8 56.5 

United States 
Japan 
Canada 
Australia 
New Zealand 

OECD 4/ 34.9 

1970-75 1976-80 1981-85 2/ 1981 1982 1983 1984 1985 

68.4 
38.8 
48.6 
87.7 

. . . 

71.4 
37.4 
53.4 

101.3 
. . . 

37.3 

82.2 84.4 86.2 70.8 79.6 90.0 
36.5 34.6 36.2 37.3 37.8 36.9 
55.7 54.9 59.8 54.7 53.4 . . . 
98.4 98.3 84.3 102.5 108.4 . . . 

118.2 115.0 121.3 109.9 117.9 126.7 

41.5 40.5 42.5 40.3 42.6 . . . 

Source : OECD, National Accounts and L&or Force Statistics. 
I/ Lebor productivity is meaaur2d as value added in constant market prices divided by 

employment. For the United Kingdom, value added is in conatmt factor prices. 
2/ 1981-84 for Canada, Luxkmbourg, Australia, EC and O&CD. 
3/ Excluding Ireland. 
z/ Excluding Iceland, Ireland, New Zealand, Portugal, and Switzerland. Aggregates were 

calculated using 1980 purchasing power parities for GDP. 
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Table 32. W-10: Revenue of the Agricultural Sector 

(Average of 1979-81 = 100) 

Uet Value Added Volume 
at Factor of Final 
Coats A/ output L! 

Price Index 
of Final 

output 

Agricultural 
Terms of 
Trade 21 

1973 112.0 89.7 61.5 115.2 
1974 101.6 90.4 64.6 101.3 
1975 103.1 88.2 72.9 106.2 
1976 105.3 88.4 82.6 108.8 
1977 104.2 91.1 86.6 106.3 
1978 106.5 99.7 88.3 107.6 
1979 103.6 98.7 93.3 104.7 

1980 97.3 100.6 98.5 98.7 
1981 99.1 100.6 108.2 96.6 
1982 109.3 105.7 116.2 97.3 
1983 103.6 105.3 120.9 95.3 
1984 109.3 109.1 123.0 93.2 
1985 102.8 107.3 123.6 93.4 
1986 103.7 109.7 123.0 : 95.9 

Source : Euroatat, Agricultural Income, 1986, Luxembourg 1987. 
A/ Per annual uork uait, i.e .i the equivalent-of the work done by 

full-time worker in one year, deflated by the GDP deflator. 
2/ Price index of final output divided by price index of intermed 

coaaumption. 

one 

iate 
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Table 33. Rxpeaditurer by the European Agricultural 
Cuidencc and Guarantee Fund by Country 

(In peteeat; or millions of ECUs) 

1973 1981 1982 1983 1984 1985 

Belgium 5.4 4.4 4.2 3.8 3.8 4.5 
Denmark 8.5 4.5 4.4 4.2 4.7 4.1 
France 29.9 27.7 23.3 22.7 19.2 23.1 
Cermenp 20.3 18.2 16.4 18.9 17.9 17.9 
Greece -- 1.4 5.4 6.5 5.3 6.4 
Ireland 2.3 4.3 4.5 4.3 5.1 6.0 
Italy 14.4 19.2 20.2 18.4 21.7 i7.8 
Luxembourg 0.1 0.1 -- mm -- -- 

Uethetlaads 14.8 10.2 11.2 10.4 10.4 10.1 
United Kingdom 4.3 10.1 10.4 11.0 11.8 9.8 

EC-10 
Total 

(millions of ECU) 4,115.q 
Guarantee 

(in percent of total) 95.4 
Guidance 

(in percent of total) 4.6 

11,866.6 13,os9.4 16,863.4 

93.9 95.0 94.4 

6.1 5.0 5.6 

19,050.8 20,725.l 

96.4 95.7 

3.6 4.3 

(In percent of total expenditure) 

Source: EC Comxission, Official Journal of the European Comaun ities, Volume 29 
(C321), Deceuber 15, 1986. 
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Teble 34. Expenditure of the European 
Guarantee Fund by Product 

(In percent 1 

1981 1982 1983 1984 1985 

Ceredr and rice 17.8 15.2 
Sugar 7.0 10.0 
Pats and protein plants 10.0 10.5 
Fruit and vegetables 5.8 7.4 
Wine 4.2 4.6 
Tobacco 3.3 5.0 
Milk products 30.5 26.9 
Heat, eggs aad poultry 17.0 13.1 
Other msrketr 3.7 4.7 
Agri-mc r?etary owasurea 2.2 2.5 
Other I%; Peuditure -1.5 0.0 

Total (millions of 
ECU) 10,960.2 12,369.5 15,788.2 18,328.3 19,725.g 

16.1 9.3 12.0 
8.3 8.9 9.1 

11.2 10.7 11.0 
7.6 7.9 6.2 
4.2 6.7 4.7 
4.3 4.2 4.4 

27.8 29.7 30.1 
14.6 17.7 17.6 

3.5 3.0 3.7 
3.1 2.1 1.0 

-0.7 -0.1 0.2 

Source: EC Coamirrioa, OfZicial Journal of the European Coxmunities, Volume 29 
(C321), December 15, 1986. 



Table 35. EC-g: Agricuttural Expenditure by the Net&et States in 1975 and 1980 

(In percent of expenditure by the EACCF) 

1975 1980 
NAtional expenditure National expenditure 

excluding social Social security excluding social Social recurity 
security outlays Total security outlayr Total 

Ce many 244.6 186.8 431.4 63.0 78.1 141.1 

France 183.8 292.5 476.3 92.2 219.7 311.9 

Italy 270.0 473.7 743.8 149.3 357.2 506.5 

Netherlands 36.9 33.8 70.7 21.0 19.7 y 40.8 

Belgium 54.1 150.2 204.3 38.5 72.1 110.6 

I 
Luxembourg 240.0 250.0 490.0 146.8 254.0 21 400.8 

i 
United Kingdom 236.4 63.3 239.7 108.5 30.2 138.7 I 

Ireland 72.5 47.6 120.1 59.2 37.2 96.4 

Denmark 42.1 112.2 154.4 42.8 48.7 91.5 

EC-9 179.4 224.3 403.7 80.1 143.1 223.2 

Source : Commission des Comnunauths Europdennee, Dipenser publiques en faveur de l’agriculture, Etude P 229 

(November 1984 1. 
11 Social security outlays 1977. 
2/ Social security outlays 1979. 



Table 36. W-9: Agriculturrl trpmndlture by the ?lcmber Stacea 
and the EACCF in 1975 and 1980 

(In percent ot torel) 

1915 1980 
NatIonal srpendlture Natlowl expenditure EACCP Total N~tlonal l xpenditurc National l xpandlture IMGCP Total 

arcludln~ soclsl including roclel excluding moclel laeludln8 roclal 
socurlty recurlcy S*CUrlty l ~eurity 

Cemsny 16.6 

Prance 26.2 

Italy 30.4 

Netherlands 2.1 

lelglua 1.2 

Luumbour~ 0.2 

Unlrcd Yinadorn 17.5 

Ireland 2.1 

Donmark 1.6 

EC-9 100.0 

lb.6 13.6 14.4 17.2 

10.2 25.6 29.1 28.6 

37.2 20.2 33.8 30.2 

2.0 11.4 3.9 3.5 

2.0 3.9 2.4 2.4 

0.2 0.1 0.1 0.2 

9.8 13.1 10.5 11.3 

1.5 5.2 2.2 1.8 

2.6 6.7 3.4 2.9 

100.0 100.0 loo.0 loo.0 

13.8 21.8 16.3 

34.8 24.9 31.7 

36.8 16.2 30.4 

2.b 11 13.2 5.1 

2.5 5.0 3.3 

0.2 2; 0.1 D.2 

5.2 8.3 6.1 

2.2 5.1 3.1 

2.2 5.4 3.2 

100.0 100.0 LOO.0 

Source: cumioef.~n des ~omuoeur~o Curopdenner. Dlpenses publiques on favour de I’au?lcultur~. Etude P 229 (November 1984). 
l/ Jocirl rscurlrv outlays 1977. 

4 Social l ocurlty outlays 1979. 
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Table 38. Welfare Effects of the CAP by Country in 1980 

(In millions of U.S. dollars) 

country COl3SUl8lWS Taxpayers Producers Uet Transfer 
Ratio 

EC-9 -B&S80 -11,494 30,686 -15,388 1.50 

tkNZly -12,555 -3,769 9,045 -7,279 1.80 

Prance -7,482 -2,836 7,237 -3,081 1.42 

1trly -5,379 -1,253 3,539 -3,093 1.87 

Uetherlandr -1,597 -697 3,081 787 0.74 

Belgium/Luxembourg -1,440 -544 1,624 -320 1.22 

United Kingdom -5,174 -1,995 3,461 -3,708 2.07 

Ireland -320 -99 965 546 0.43 

Denmark -635 -302 1,736 799 0.54 

Sources: Buckwell et. al. (19821, pp. 90-134; and staff calculations. 
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Table 39. The Coamunity’r Trading Position 

(In billions of U.S. dollare) 

1978 1984 

Agricultural exports: 
m-12 11 
United-State8 
Canada 
Austrrlia 

18.4 26.1 
33.0 42.0 

8.1 13.4 
6.1 8.8 

Agricultural imports: 
EC-12 I/ 
United-St&es 
Canada 
Aurtralia 

49.4 48.6 
22.4 29.8 

4.1 5.8 
1.1 1.6 

Source: Commission of the European Comaunities (1987). 

r/ Excludes intra-EC trade. 



Table 40. EC: Export Share in World Agricultural ikportr l/ 

1971-7 1 1973-74 1975-76 197 7-78 1979-80 1980-81 1981-82 1982-83 

8.1 

47.6 

. . . 

2.6 

31.1 

8.3 12.9 6.8 12.1 15.6 15.2 

60.0 s4.4 54.0 61.6 66.4 67.3 

7.8 9.1 . . . 8.2 10.1 8.6 

6.3 8.9 2.9 18.4 18.2 13.9 

47.5 18.4 43.1 57.2 59.3 52.6 

Yhest 17.1 

61.5 

. . . 

Wheat flour 

Total grainr 

Beef and veal . . . 

46.8 Butter 

Non-fat dairy 
products 22 l 9 29.9 28.5 36.8 62.9 56.9 49.5 50.3 

28.1 26.9 36.6 36.6 38.5 41.1 43.6 44.5 

36.6 26.5 39.0 38.0 37.4 35.4 34.7 39.3 

Cheese 

Broilers 

Shell eggs for 
conrumpt ion 20.0 28.0 

13.8 16.2 

37.5 

18.4 

52.4 

18.5 

. . . 

6.2 

. . . 

4.3 

.*. 

3.4 

. . . 

9.5 Sugar 

Source : Koestar 6 Bala, 1984. p.5. 

I/ EC export quantities as percentage of vorld export quantities, excluding intra-EC trade. 



Table 41. EC: Exports of Agricultural Products to Various Croups of Countrier I! 

Uillions of ECU Percent of total EC 
1983 1984 1985 1983 1984 1985 

World total 21 
Total EUR 12’; intra-EC 

82,288 
54,644 

Total EUR 12, extra-EC 27,644 
Induatrialized countries 11,497 

Of which: USA 4,190 
Canada 671 
Japan 1,049 

Developing countries 12,582 
Of which: Argentina 28 

Brazi 1 104 
Morocco 275 

State-trading countries 3,436 
Of which: Poland 380 

~WiwY 161 
Romania 51 

Western Europe 21 4,713 
Of which: Yugoslavia 263 

Industrial ited commonwealth 4/ 1,229 
Mediterranean basin 51 
Latin America, Central and South 

4,095 
734 

ACP (Lomk Convention) 2,499 

95 ) 731 100,920 
62,554 66,415 
33,176 34,505 
14,557 16,120 
5,465 6,347 

946 992 
1,497 1,547 

15,202 14,702 
27 25 

113 139 
277 485 

3,249 3,480 
455 410 
160 142 
60 77 

5,415 5,977 
343 348 

1,672 1,702 
5,122 4,949 

806 828 
2,569 2,830 

. . . . . . . . . 

. . . . . . . . . 
100.0 100 .o 100.0 
41.6 43.9 46.7 
15.2 16.5 18.4 

2.4 2.9 2.9 
3.8 4.5 4.5 

45.5 45.8 42.6 
0.1 0.1 0.1 
0.4 0.3 0.4 
1.0 0.8 1.4 

12.4 9.8 10.1 
1.4 1.4 1.2 
0.6 0.5 0.4 
0.2 0.2 0.2 

17.0 16.3 17.3 
1.0 1.0 1.0 
4.4 5.0 4.9 

14.8 15.4 14.3 
2.7 2.4 2.4 
9.0 7.7 8.2 

Source : Commission of the European Conraunities (1987). 

l/ Colrmunity of 12, product groups SITC 0, 1, 21, 22, 232, 24, 261-265+268, 29, 4, 
59T.11+12. 

21 Not including confidential, ships’ stores, etc. 
31 Iceland, Norway, Sweden, Finland, Switzerland, Austria, Yugoslavia. 
z/ Canada, Australia, New Zealand, South Africa. 
31 Tunisia, Morocco, Algeria, Malta, Cyprus, Israel, Egypt, Syria, Jordan, Turkey, Lebanon, 

Libya. 



Table 42. EC: Imports of Agricultural Products from Various Croups of Countries L/ 

Millions of ECU Percent of total EC 
1983 1984 1985 1983 1984 1985 

1. World total 21 
2. Total EUR 12; intra-EC 
3. Total EUR 12, extra-EC 
4. Industrialixed countries (class I) 

Of which: USA 
Canada 
Japan 

’ 5. Developing countries (class II) 
Of uhichr Argentina 

Brazi 1 
Horocco 

6. State-trading countries (class III) 
Of which: Poland 

tfungary 
Romania 

7. Western Europe 2/ 
Of which: Yugoslavia 

8. Indurtrialized commonwealth i/ 
9. Mediterranean basin 5/ 

10. Latin America, Central and South 
11. ACP (Lomb Convention) 

107,905 123,105 128,301 
54,628 61,570 67,673 
53,276 61#534 60,627 
23,702 25,442 23,343 
11,709 11,909 9,524 

1,840 1,880 1,628 
230 319 290 

25,590 31,526 32,421 
2,006 2,891 2,843 
4,731 5,671 6,357 

461 471 595 
3,829 4,442 4,703 

536 694 836 
574 665 728 
131 166 168 

5,591 6,241 6,258 
628 668 675 

5,146 5,862 6,013 
2,771 3,192 3,400 

10,416 12,699 13,503 
6,797 8,947 9,162 

. . . 

. . . 
100.0 
44.5 
22.0 

3.5 
0.4 

48.0 
3.8 
8.9 
0.9 
7.2 
1.0 
1.1 
0.2 

10.5 
1.2 
9.7 
5.2 

19.6 
12.8 

. . . . . . 

. . . . . . 
100.0 100.0 
41.3 38.5 
19.4 15.7 

3.1 2.7 
0.5 0.5 

51.2 53.5 
4.7 4.7 
9.2 10.5 
0.8 1.0 
7.2 7.8 
1.1 1.4 
1.1 1.2 
0.3 0.3 

10.1 10.3 
1.1 1.1 
9.5 9.9 
5.2 5.6 

20.6 22.3 
14.5 15.1 

Source : Commission of the European Comaunities (1987). 
11 Community of 12, product groups SITC 0, 1, 21, 22, 232, 24, 261-265 + 268, 29, 4, 

592.11 + 12. 
21 Not including confidential, shipr’ stores, etc. 
31 Iceland, Norway, Sweden, Finland, Switxerland, Austria, Yugoslavia. 
z/ Canada, Australia, New Zealand, South Africa. 
s/ Tunisia, Morocco, Algeria, Halta, Cyprus, Israel, Egypt, Syria, Jordan, Turkey, 

Libya. 
Lebanon, 



Table 43. Effecta of the CAP on International Prices 

(Percent change in world awket prices 
following complete liberalisation) 

Source y 
EC- Base 

Concept Year 
Wheat Coarse Ruminant Moon-ruminant 

grains Rice meat me*t Sugar Dairy 

Koertet 6 Schmicz (1982) 

Koerter (1982) 

Koestet 6 Valder (1984) 

Sarris 6 Freebairn (1983) 

Anderson 6 Tyats ( 1984) 6/ 

Tyers 6 Anderson (1986) 

Matthews (1985s) 

Tyers 6 Anderson (1987b) 

EC-9 1979 

EC-9 1975-77 

EC-9 1980 

EC-9 1978-80 

EC-9 1980 

EC-10 1985 11 

EC-10 1978-82 

EC-12 1980-82 

12.0 

9.6 14.3 2/ I 

K 
4.6 10.5 21 5.9 41 9.7 28.3 11 y 

9.2 

13.0 16.0 5.0 17.0 1.0 

0.7 2.5 0.7 9.5 1.7 2.6 11.8 

0.7 2.9 21 0.1 4.5 y 3.6 +I 6.0 10.5 11 

6.0 5.0 3.0 ia .o 4.0 7.0 25 .O 

i/ AT1 studisa cited base their reaulta on partial equilibrium analysis. 
21 Reported figure refers co barley only. 
31 Reported figure refera to beef only. 
z/ Aversgr! of estimated effect on the prices of pork and poultry. 
31 Rapor:.td figure refers to butter only. 
g/ Sms results also reported in Tyers (1985). 
‘il Results for 1985, but the model is calibrated to dAc6 from 1980-82. 
j/ Average of estimated effect on the pricea of beef and mutton. 



Table 44. Effects of the CAP on World Trade L/ 

(Chrnga ln volume following complcce llbstalisatlon; in l lllioas of tops) 

EC- 
Concept 

Base Net Imports Net Importr to Net Import8 to Less tots1 Volw 
Tear CO the EC Developed Dsvo topsd Trrded 

Couotrirs Couot rtam 
(including KC) 

Ubest 
Kocscer (1982) 
Anderran 6 Tyerr (1984) 
Tyers (1985) 
Tyerm h Andarron (1986) 
Tyere 6 Anderson, (19878) 

lx-9 1975-77 -8.5 -3.4 18.6 
ec-9 1980 lb.? 
EC-9 1980 lb.7 12.3 
ec-lo 1985 21 -2.6 Q.2 0.2 0.0 
EC-12 19&I-82- 4.5 -4.9 -4.0 

Coarse grains 
Koestcr (1982) 
Anderson h ryers 
Tyere (1985) 
Tyers & Anderson 
Tycrcl & Andermon 

Rlce 
Anderson C Tyerr 
Tyers (1985) 
Tyers & Anderron 
Tyars 6 Anderron 

Rumlnnant meat 
Anderson 6 tyers 
Tyers (1985) 
Tyerr 6 Anderson 
Tyers 6 Anderson 

Nonrumlnent meat 
Anderson L Tyera 
Tyers (1985) 
Tyerr 6 Anderson 
Tyers h Anderson 

Sugar 
Tyere 6 Anderson 
Tyers & Anderson 

Dal ry 
Tyers b Anderson 
Tyers h Anderson 

(1984) 

(1986) 
(1987b) 

w-9 197 5-77 
ec-9 1980 
EC-9 1980 
EC-10 1985 2/ 
EC-12 198O-82- 

26.0 
26.0 

5.9 

-10.0 11 -5.3 11 60.5 3/ 

23.2 
4.0 
0.0 

3.0 -3.3 
4.0 2.3 

(1984) 

(1986) 
(1987b) 

ec-9 
EC-9 
ec- 10 
ec-12 

1980 
1980 
1985 2r 

198O-82- 

-0.2 
-0.2 

0.1 0.1 -0.1 0.0 
3.8 -4.0 -1.0 

(1984) 

(1986) 
(1987b) 

ec-9 1980 
ec-9 1980 
EC- 10 1985 2/ 
ec-12 198~82- 

3.0 
3.0 
5.3 

2.7 
107.0 

58.0 
3.2 -2.6 
5.6 -2.9 

(1984) ec-9 
EC-9 
EC-10 
ec-12 

1980 
1900 
1985 21 

19l!U.M2- 

-2.0 
-2 .o 
-0.5 0.0 -0.0 ::: 

1.7 -0.7 -6.0 
(1986) 
(1987b) 

(1986) lx- 10 1985 2/ 
(1987b) EC-12 1900~82- 

3.0 2.8 -2.6 -5.0 
2.3 -2.9 0.0 

(1986) EC-10 1985 2J 
(1967b) EC-12 1980-82 

38.8 29.7 -19.6 34 -0 
14.0 -22 .o 17.0 

1J AII studies cited base their results on percial equtllbrlum analysis. 
T/ Results For 19R5, but the model is calibrated to data from 1980-82. 
? j Rconrccd Ilgure refers co barley and maize onlv. 



Table 45. Effects of the CAP on the Welfare of Non-EC Countries 

(Change in real income EolLouing liberaliaation~ 
In bllllona of 1980 U.S. dollars) 

Source Colrmodity tier) EC Model Bare Non- SC Developed Lerr Developed 
concept structure year Counttier A! Countries 

l/ Australia, Canada, Japan, Nev Zealand, and the United States. 
PI Koeeter’s developed countries group alro includes Austria, SUitZtrlAnd and the Nordic countries. 
?I Anderson 6 Tyere estimate the final effects in 1990 of a 2 percent per year reduction in CAP support 

pr?cer from i981 to 1990. 
4/ Results for 1985, but the model is calibrated to data from 1980-82. 

Koeeter (1982) 

Koester & Schmitt 
(1982) 

Anderaon 6 Tysrr 
(1984) 

Tyerr (1985) 

Hattheva (1985) 

Tyerr & Anderson 
(1986) 

Tyerr h Anderson 
(1987a) 

Wheat, coarse grainr EC-9 PE 

Sugar EC-9 PE 

Wheat, rice, coarse 
grains, ruminant and 
nonruminant meat EC-9 

Uheat, rice, coarse 
grainr, winant and 
nonruminant meat EC-9 

Wheat, rice, coarse 
grainr, ruminant and 
nonruminant meat, rugar, 
oilaeads, dairy EC-10 

PE 

PE 

PE 

Wheat, rice, coarne 
grains, ruminant and 
nonruminant meat, 
sugar, dairy EC-10 PE 

Wheat, rice, coarse 
grains, ruminant and 
nonruminant meat, 
sugar, dairy EC-12 PE 

1979 0.9 g -0.5 -. 

1979 -2.3 

1981 11 -1.5 -3.7 

1980 0.4 -1 .a 

1978-82 -0.5 

1985 41 -4.1 -5.9 

1980-82 0.1 -10.5 



Table 43. Sffects of the CAP on International Price Stability 

(Percent share of variability of the world price due to the CAP) 

Source r/ EC- 0450 hasure of Wheat Coarse Ri ce Bminmt Nonruminant DAiry Sugar 
concept year Variation Grains nut Mat Product s 

Used t! 

Svedbetrg (1981) 

Sarris L Freebairn 
(1983) 

EC-6 1967-72 D 7.0 y 

EC-9 1978-80 SD lY.8 

S&sit2 L Koester 
(1984) EC-10 1982 cv 8.5 

Anderson 6 Tyers (1984) EC-9 1980 cv 50.0 33.0 12.1 25.3 0.0 

Tyers (1985) EC-9 1980 SD 44.0 24.0 6.0 Il.0 7.0 

Tyerr 6 Anderson (1986) EC-10 1985 cv 24.0 5.0 9.6 16.7 22 .o 60.0 5.0 

Tyers h Anderson 

(19878) EC- 12 1980-82 cv 32.8 15.1 lS.8 37.4 0.0 50.0 22.2 

l/ All :ha studies cited base their result8 on partial equilibrium analysis. 
?/ D: Change in the price level folloving a 5 percent production shortfall; SD: standard deviation; m: 

coBf ficient of variation. 
21 The reported figure applies to a price index for wheat and coarse grains. 



Table 47. EC-LO: AgriculturAf. Support Prices, Inflation And Incwses, 
1981/82-1987/88 

(Chanse in percent over preceding year) 

HArkat ing 
year A/ 1981/82 1982183 1983/84 1984!85 1985186 1986187 1987/88 

Support prices: 
In ECUs 
In national 

currencies 

9.2 10.4 4.2 -0.5 0.1 -0.3 -0.2 21 

10.9 12.2 6.9 3.3 1.8 2.2 0.2 

Rste of 
inflation 21 10.7 10.7 8.3 6.6 5.9 5.6 2/ 4.1 3/4/ -- 

Calendar yerr 1981 1982 1983 1984 1985 1986 

PinAl production 
(in volume) -- 5.1 -0.4 3.6 -1.6 2.2 

Iaco~nes 0.6 12.8 -6.0 5.5 -8.8 1.9 

Agricultural terms 
Of trade z/ -2.1 0.7 -2.1 -2.2 0.2 2.7 

Source : Commission of the European Cosssunities, The Agricultural Situation in the Coraounity, 
various issues, And, C#l(87)1 Final, ColPmission Proposals on the Prices for Agricultural 
Products And Related Measures, (1987/88), March 4, 1987, Eurostat, Agricultural Income 1986, 
Luxembourn. 1987. 

A/ The-marketing year begins on April 1. 
21 As measured by the GDP deflstor. 
21 Calendar year. 
41 Projection by the European Commission. 
j/ Prices of final output divided by the implicit index of prices of intermediate 

conaumpt ion. 

I 

h 
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